Transfers, Safety Nets, and Poverty

be poor in Iraq arve disproportionately de-

pendent on non-labor incomes, and lncking

assets, in particular, on transfers includ-
ing through the Public Distribution System (PDS).
Despite an increase in the shave of income from the
lnbor market to 49 pevcent in 2012 from 42 percent
in 2007, public and private transfers still account
for 36 percent of total income for the bottom decile,
of which more than 80 percent is comprised of public
transfers.

The dependence on transfers as a source of income also
vavies widely across space, especially for the bottom de-
cile. For instance, while labor incomes account for 58
percent of the total income of the bottom 10 percent
in Kurdistan, its shave falls to 42 percent for the bot-
tom 10 percent living in the South. PDS transfer ve-
ceipts as a source of non-labor income are also smaller
in Kurdistan, accounting for less than 20 percent of
non-labor incomes on average while it vise up to 48
percent of total non-lnbor incomes in the South. The
relatively low share of vation transfers in Kuvdistan
is compensated by velatively bigh shares of pension and
capital income.

Private transfers ave rvelatively small in size and cover
a minority of the poor. International vemittances cover
less than 1 percent of the poor and more than 90 percent
of the recipients ave non-poor. Zakat transfers cover on-
ly 2.4 percent of the poor, but a third of zakat recipients
ave below the poverty line. Domestic remittances com-
prise almost a thivd of poor and non-poor households;
although only 20 percent of the recipients are poor.

With the exception of the PDS, public transfers also
cover a small proportion of the poor. Pension incomes
reach less than 20 percent of the poor; social protec-
tion network transfers cover only a tenth of the poor.
Per capita ration veceipts were higher amonyg house-
holds with non-employed heads, and receipts decline
steadily with the increases in the education of the head
of household. Receipts ave also higher for rural house-
holds, and in every division relative to Kuvdistan, es-
pecially in the South. The bigger the household size, the
less it veceives from the PDS. However, rations do not
decline evenly as household size increases. The loss in
transfers received from rations gets up to 30 percent
when households arve bigger than 12 members. On the
other hand, the richer the household, the move it re-
ceives irrespective of it size.

The Public Distribution System (PDS) remains the
overwhelming source of calories for the poor and bot-
tom 40 percent, accounting for 74 and 64 percent of
their total calovic consumption respectively in 2012.
At the same time, it accounts for 30 percent of food
expenditures for the poovest 10 percent of Iraqi house-
holds, and 16 percent of total expenditures. In terms of
the self-reported impact of the decline in rations, more
than 80 percent of households rveported experiencing a
decline in incomes as o vesult, and while 80 percent
reduced food stocks, and 70 percent cut back on food
purchases, 20 percent had to increase food purchases to
compensate for the lack of PDS items.

Overall, ration and free market items are essentinl in
the consumption basket of Iraqis with the exception of
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[free market oils. In other words, Iraqi households are
almost non-responsive in terms of altering demand to
changes in food prices of ration items and their free
market equivalents. Richer households are more re-
sponsive to vaviations in prices of ration items than
poorer households while the opposite is for free market
goods: less-well off households are more responsive to
changes in prices of free market goods than those lo-
cated in the upper part of the distribution. In general,
most rations items arve marginally “inferior” goods
in the Kurdistan region irvespective of the level of per
capita consumption. As the economy evolves and the
levels of income increases across the distribution, and
as the vest of the country approaches the higher wel-
farve levels of Kurdistan, these types of ration goods will
be less demanded in the short run. Eliminating the
ration system would be approximately equivalent to
increasing the price of ration items up to the market
price levels given the low own price elasticities of ra-
tion goods and the positive income elasticities for these
Hoods for much of the population. This will affect di-
rectly consumer’s welfare levels by rveducing them by
one~fifth to one-third for the upper quintiles in urban
areas and up to 60% for the lowest quintile in urban
areas. However, where income levels arve higher, local
markets ave move evolved, and where rations are not
universally consumed, as in Kuvdistan and Egypt, the
greater flexibility in consumer vesponse sugyests that
welfare impacts may be smalley when a similar envi-
ronment is created across the vest of the country.

Transfers, Safety Nets and Poverty

Faced with limited opportunities for employment
and earnings in the labor market, the poor in Iraq are
disproportionately dependent on non-labor incomes,
and lacking assets, in particular, on transfers includ-
ing through the Public Distribution System (PDS).
In 2007, labor earnings accounted for 66 percent of
total income for the average Iraqi, with another 20
percent from non-labor income (private and public
transfers), and 14 percent from implicit rental in-
come from owner occupied dwellings. Almost 80
percent of non-labor income was made up of public
transfers. This pattern remained roughly unchanged

in 2012, with a small decrease in the share of non-
labor incomes, and within non-labor income, a small
decline in the importance of public transfers.

Among the poor, and especially among the bottom
10 percent of the consumption distribution, the de-
pendence on non-labor incomes, especially on pub-
lic transfers increases sharply. Despite an increase in
the share of income from the labor market to 49
percent in 2012 from 42 percent in 2007, public
and private transfers still account for 36 percent of
total income for the bottom decile, of which more
than 80 percent is comprised of public transfers.
While the share of public transfers in non-labor
incomes remains above four-fifths for each of the
bottom 4 deciles, there is a distinct shift towards a
higher share of labor income as households move
out from the bottom 10 percent.

The dependence on transfers as a source of income
also varies widely across space, especially for the bot-
tom decile. For instance, while labor incomes account
for 58 percent of the total income of the bottom 10
percent in Kurdistan, its share falls to 42 percent for

TABLE 38: Main Sources of Income (Share
of Total), National Average and
Bottom 4 Deciles, 2007 and 2012

Non labor income
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Iraq Labor  Labor  Rent Public  Private
2007 66.18 19.49 14.34 78.41 2159
= T 7 N =

34
24.74 15.06 .
23.92 1531

B De(||e5 0 OO VOSSR
Source: Authors’ calculations, IHSES 2007 and 2012.




the bottom 10 percent living in the South. At the
same time, ration or PDS transfer receipts as a source
of non-labor income are also smaller in Kurdistan,
accounting for less than 20 percent of non-labor
incomes on average, and 42 percent of non-labor
incomes among the bottom decile. In contrast, 48
percent of total non-labor incomes in the South
accrue from implicit incomes associated with PDS
receipts, and this share increases to 62 percent for
the lowest 10 percent. The relatively low share of
ration transfers in Kurdistan is compensated by rela-
tively high shares of pension and capital income in
Kurdistan. Overall, pensions make up between 22
to 30 percent of average non-labor incomes, but are
roughly half'as important for the bottom ten percent
of the consumption distribution.

These spatial differences are also important because
poverty increased in those parts of the country where
the decline in implicit ration transfers between 2007
and 2012 was not compensated by increases in oth-
er public and private transfers (as Chapter 5 estab-
lishes). Between 2007 and 2012, while the size of
pension transfers has steadily increased, following a
policy change in the PDS that reduced the num-
ber of items to be distributed in 2008-09, expendi-
tures on the PDS as a share of GDDP have fallen from
around 6 percent to 2 percent. In houschold level
data, this change is reflected in a fall in the share
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of ration incomes in non-labor income from almost
60 percent to less than 40 percent between 2007
and 2012. At the same time, there was an increase
in absolute and relative terms in the contributions
due to pension incomes and domestic remittances,
which together accounted for more than 40 percent
of non-labor incomes on average in 2012.

Who Receives Transfers?
In what follows, we consider in greater detail six
different types of transfers and non-labor income:

FIGURE 184: PDS and Pensions as a Share of
GDP, 2007 to 2012
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Source: Authors’ calculations, IHSES 2007 and 2012.

TABLE 39: Sources of Non-Labor Income Across Irag, Overall and Bottom Decile, 2012

Iraq Kurdistan Baghdad  North Centre South

Share in total Labor income Overall 68.00 69.16 63.02 71.81 68.02 68.71
income, 2012 lowestdedle 01 818 28 08 921 070
Shaeof Rations. * Overall 389 1972 45 00 3869 4821
i sw aw sn ew  ws e
Pensions Overall 26.25 30.40 33.33 23.87 2439 2178

lowestdecle By 940 810 on 1686 1143

Domestic overll s 209 1618 B30 1710 12.24

remittances lowestdecle na B3 183 on 861 1272

(apital income overall 87 ua 34 813 11.14" 3.89

lowestdedle 339 631 181 566 430 162

Source: Authors’ calculations, IHSES 2007 and 2012.
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FIGURE 185: Sources of Non-Labor Income,
2007 and 2012

l 38.92

2012 26.25 14.45

2007 19.97 8.76 49.67

0% 50% 100%

M Capital I Pensions

M International remittances M Domestic remittances
Social protection [ Other public transfers
[ Other private transfers Rations

M Zakat

Source: Authors’ calculations, IHSES 2007 and 2012.

private transfers—domestic and international remit-
tances, and zakat receipts; as well as public transfers
in the form of pensions, transfers from the social
protection network, and implicit incomes associ-
ated with receipts of subsidized food items from the
Public Distribution System (PDS).

In general, private transfers are relatively small in
size and cover a minority of the poor. International
remittances cover less than 1 percent of the poor and
less than 2 percent of the non-poor; with more than
90 percent of the recipients being non-poor. Zakat
transfers are also small, covering only 2.4 percent of
the poor, but a third of zakat recipients are below
the poverty line. Domestic remittances, which have
become increasingly important over time, cover al-
most a third of poor and non-poor houscholds; al-
though only 20 percent of the recipients are poor
(Figure 186).

Turning to public transfers, pension incomes, which
are not explicitly designed to as an anti-poverty
transfer, reach less than 20 percent of the poor, and
more than a quarter of the non-poor. About 85
percent of pension recipients belong to non-poor
houscholds. Social protection network transfers, on
the other hand, do involve some categorical target-
ing of households, and while a quarter of the poor
receive some form of such transfers, the program still
covers only a tenth of the poor. Transfers through
the PDS are, in contrast, almost universal, and cover
more than 99 percent of the poor. While less than
a fifth of PDS beneficiaries are poor households; it

FIGURE 186: Share of Poor and Non-Poor Individuals Receiving Public and Private Transfers, 2012
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remains the only safety net that comprehensively
covers Iraq’s poor population.

In order to further understand the role of these pri-
vate and public transfers in household welfare, we un-
dertake multivariate analysis to identify the household
characteristics associated with whether a houschold
receives a particular transfer; and with the level of per
capita receipts (results in the Annex Tables 8.1-8.6).

Private transfers

In general, female headed houscholds and house-
holds with non-employed heads appear to be more
likely to receive international remittances, and
are also more likely to receive higher per capita
amounts. While households living in Kurdistan are
more likely to receive international remittances
compared to those living in other divisions, in terms
of the amount received per person, households in
the South receive more, while those in the Centre
receive less. While rural houscholds are less likely
to be recipients, among the ones who do receive
these remittances, per capita receipts are on average,
higher than among urban recipients.

Domestic remittances are more likely to go to house-
holds with higher dependency ratios, although larg-
er households are less likely to be recipients and also
receive less per capita, relative to households with 1
to 4 members. Houscholds headed by females and
by those not employed in the public sector are 5 and
10 percent more likely to receive these transfers; and
receive larger per capita amounts. In 2012, house-
holds in rural areas were less likely to benefit from
domestic remittances; while those with less educated
heads were more likely to. While houscholds in the
Centre were 7 percent more likely to be recipients of
domestic remittances relative to those in Kurdistan,
and those in the South were 9 percent less likely; per
capita receipts were the lowest in Kurdistan, and the
highest in the South. However, overall, remittance
amounts per person increase with wealth.

Znkat transfers, although very small, appear to
be quite progressive and well-targeted. Larger
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houschold sizes and dependency ratios, belonging
to a household with a less educated head, a female
head, and a non-employed head, all increase the
likelihood of receiving zakat. Poorer houscholds are
also more likely to receive these transfers; although
households everywhere except in the South are less
likely to be beneficiaries compared to those living
in Kurdistan. While per capita zakat receipts de-
cline in general with household size in 2012, they
are larger for very large houscholds with more than
20 members, for female headed households and
for households with heads employed in the private
sector. Rural houscholds and households living in
Baghdad receive smaller zakat transfers on average;
as do households with non-employed heads.

Public transfers

Pensions are not designed to be anti-poverty trans-
fers, and as expected, the presence of a widow or a
person of pensionable age in the household signifi-
cantly increases the likelihood of the household re-
ceiving pensions by 12 and 23 percent respectively.
Urban households are also, as one may expect, more
likely to receive pensions; as are houscholds living
in the Kurdistan region; while households with less
educated heads receive smaller amounts per person.
Once these factors are taken into account, larger
households are more likely to be receiving pensions
(as these households tend to have more eligible
members) but receive less per capita. Moreover,
households with heads who are not employed in the
public sector are more likely to have someone in the
houschold who is receiving pensions; and also have
higher receipts per person.

Transfers from the social protection network, while
small, do appear to be relatively pro-poor. On av-
erage, the likelihood of receiving these transfers in-
creases with household size, is higher for households
whose heads are not employed in the public sector,
whose heads are less educated, for households with
a widow or cligible pensioner, and for houscholds
with lower consumption expenditures. However, per
capita receipts decline with household size and in-
crease with household consumption expenditure. On
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the other hand, they are higher for households with
less educated heads, for households with a widow,
and for households with heads who are not employed
in the public sector. While households in the Cen-
tre and Kurdistan appear to be more likely to receive
such transfers; among recipients, per capita transfers
are higher in Baghdad, the Centre and the South.

Finally, we examine the correlates of incomes re-
ceived in the form of subsidized food through the
Public Distribution System (PDS). Per capita ration
receipts were higher among households with non-
employed heads, and receipts decline steadily with
the increases in the education of the head of house-
hold. Receipts are also higher for rural households,
and in every division relative to Kurdistan, espe-
cially in the South. However, larger households re-
ceive lower receipts per capita, as do female headed
houscholds, and houscholds belonging to the bot-
tom 20 percent of the consumption distribution.

In principle, PDS rations are supposed to be allo-
cated on a per person basis, so that per capita re-
ceipts should be invariant to household size, and in
particular, to the number of people recorded on the
household’s ration cards. Therefore, we restrict at-
tention to the majority of households for whom the
number of members reported on the ration cards is
identical to the number of household members. For
this sample of households, per capita receipts de-
cline with household size but increase with wealth
(Annex Table 8.7). To explore this apparent regres-
sivity, we interact household size with consumption
in the final specification. The finding shows that the
bigger the household size, the less it receives from
the PDS. However, rations do not decline evenly
as household size increases. The loss in transfers
received from rations gets up to 30 percent when
households are bigger than 12 members. On the
other hand, the richer the household, the more it
receives irrespective of it size.

Overall, most public and private transfers received
by households tend to be small and cover a minor-
ity of the poor, with the important exception of
the PDS. While very small in magnitude, zakat and

social protection transfers do appear to be relatively
progressive. The coverage of the poor under these
transfers however, is also in part an outcome of hav-
ing received the transfer. For instance, domestic re-
mittances may only cover a small proportion of the
poor, because on average, the size of these transfers
may be large enough so that the receipt of these
transfers enables a household to consume above the
poverty line. While causal inference of the poverty
mitigating impact of these transfers are beyond the
scope of the analysis here, we can try to get a sense
of the correlation between the receipt of these trans-
fers and the likelihood of a household being poor or
belonging to the bottom two quintiles of the con-
sumption distribution.

Annex Table 8.8 estimates the marginal effects, or
the change in the likelihood of these two outcomes,
associated with the receipt of transfers, in addition
to a range of household characteristics. The rela-
tionship between household demographics and the
education and labor market characteristics of the
head with the two outcomes; as well as the relation-
ship between place of residence and welfare are as
expected; and in line with the diagnostic analysis in
Chapter 2. Higher dependency, larger household
sizes, the household head’s employment in the pri-
vate sector or the household head being non-em-
ployed, living in a rural area, living in any division
other than Kurdistan and the Centre, are all associ-
ated with higher poverty odds.

The receipt of pensions, international remittances
and higher levels of per capita PDS receipts are
all associated with lower likelihood of poverty and
belonging to the bottom 40 percent. While this
should not be causally interpreted, it may suggest
that among otherwise similar households, the size
of these transfers are large enough so that those who
receive them are likely to have significantly higher
welfare. In contrast, the relatively progressive za-
kat transfers and social protection payments do not
lower the likelihood of being poor. In fact, they are
associated with a higher likelihood of poverty and
belonging to the bottom 40 percent. Again, this
does not imply that the receipt of these transfers



increases poverty, but perhaps instead, that while
these are associated with poorer households, they
do not bridge the gap sufficiently.

The Public Distribution System

Iraq’s Public Distribution System, the largest pub-
licly subsidized food distribution system in the
world, remains the only safety net covering the
poor and vulnerable in the country. The reform in
2009-2010 that cut the number of items distrib-
uted through the PDS by and large left the caloric
content of the PDS basket unchanged, dropping
items such as detergents, soap, milk (for adults),
tea, and tomato paste. Thus, much of any observed
changes in caloric consumption attributable to the
PDS reflect a reduction in consumption of ration
items rather that a change due to the reduction in
the number of items. Figure 187 plots the share of
total food calories from the PDS for houscholds, for
cach of the quintiles of the consumption distribu-
tion. In 2007, three-quarters of the calories of the
bottom 20 percent came from consumption of PDS
items; while for the top 20 percent, this share was
45 percent. Between 2007 and 2012, while depen-
dence on the PDS as a source of calories has changed
little for the bottom 40 percent, it has come down

FIGURE 187: Share of Calories from the PDS,
by Consumption Quintile, 2007

and 2012
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Source: Authors’ calculations, IHSES 2007 and 2012.
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among better oft households, and especially among
the top 2 quintiles. In 2012, PDS consumption ac-
counted for only a third of calories consumed by the
richest 20 percent of the consumption distribution.
That being said, the PDS remains the overwhelm-
ing source of calories for the poor and bottom 40
percent, accounting for 74 and 64 percent of their
total caloric consumption respectively in 2012.

PDS expenditures account for 30 percent of food
expenditures for the poorest 10 percent of Iraqi
households, and 16 percent of total expenditures
(Figure 188). The share of PDS expenditures de-
clines to 12 percent for the 2™ decile, to 7 percent
among the 5™ decile, and to less than 2 percent for
the top decile. In the consumption aggregate, con-
sumption of PDS items are valued at the national
median of the prices reported by ration agents in
response to the question: “If you could buy this
[ITEM] in the market, how much would you have
to pay for it?” Even though these prices are signifi-
cantly higher than the official (subsidized) prices for
ration items, they still represent a significant under-
estimate of the shadow cost of the ration bundle
(See Box 5 for a brief description of some of the
challenges in valuing PDS rations).

FIGURE 188: PDS Expenditures, Food and
Non-Food Expenditures by
Consumption Quintile, 2012*
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Source: Authors’ calculations, IHSES 2007 and 2012.
Note: Rations are valued at national median ration agent prices, which is a large
underestimate of the shadow cost of the ration bundle
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BOX 5: PDS Ration Items and the Valuation Problem

The IHSES surveys collect information about the quantity of ration items received, consumed and purchased. The 2007 methodology used a notion of ‘net
quantity received’ and purchases of ration items recorded in the diary on a monthly basis (very few transactions) to measure the quantity of rations consumed.
The former is the quantity of ration items received, net of amounts bartered, sold, or given away. However, this measure has no clearly defined recall period, such
as the last week or the last month. Moreover, since receipts are not consumption, they may not reflect utility. Two households who receive the same amount of
rations, but consume very different amounts, derive different utility from rations.

The IHSES surveys also include a direct question on consumption of ration items within the last 30 days. This is a more accurate measure of consumption, with a
clearrecall period, and equal consumption implies equal utility derived for households. This is the primary measure of consumption of ration items in the revised
methodology. Purchases of ration items in the diary (over the last week) are converted into monthly equivalents, and also included, as households who purchase
additional rations on the market must be assigned higher consumption and thereby utility.

How is this important component of food consumption to be valued? In principle, goods and services ought to be valued equal to their infra-marginal benefit;
i.e.; the market price faced for the marginal unit consumed. In the case of Iraq, ration items are rarely traded and in this sense, a market-equivalent price does not
exist. A few transactions are recorded in the diary but these are insufficient to calculate unit values, and moreover, are associated with a select few households
who are quantity constrained. So these unit values cannot be used to value all ration consumption.

Another possibility is to use official prices for ration items, which are very low, nominal prices paid by consumers. Using these heavily subsidized prices would
artificially suppress the value of food expenditures stemming from rations. Moreover, rations should be valued at a price close to one at which we expect these
items to be traded; and official prices are not the prices at which households can procure unlimited quantities.

Is there a close substitute to ration items that are traded in the market? In the case of Irag, unit values for these substitutes are significantly higher for some
items, especially rice, suggesting important quality differences. This implies that market prices for commercially available items cannot be used because they
are not perfect substitutes.

The only remaining candidate to value rations is a question that asks households their opinion on how much they would pay for ration-equivalent items in the
market. In practice, few households expressed an opinion, and enumerators approached the local ration agent in the cluster, in a manner akin to a price survey.
However, there were variations in these prices that may reflect uncertainty, noise and local variations in supply, demand and quality. In order to ensure that all
those who consume exactly the same amount of a ration item are assigned the same expenditure; and that this expenditure increases with higher consumption;

it was decided to use the national median values of prices reported by ration agents to value ration items.

Source: Poverty in Iraq: 2007—2012—Methodological Note.

In this context, how did households cope with the
decline in transfers in the form of implicit ration
incomes? We begin by first broadly characterizing
the shocks experienced by households in 2007 and
2012, and relate these to the main coping response.
In particular, in 2012, the survey asks about wheth-
er a household experienced a shock due to the loss
of rations, the loss of other government assistance,
or due to a decline in remittances. Only 3 percent of
households reported having experienced this type of
shock, primarily driven by lower rations.

In 2007, 17 percent of all poor and non-poor Iraqi
houscholds reported having suffered from a shock
in the past 12 months—these included the loss of
a job or of wages, or of the closure of a business;
sickness, injury or the death of a houschold mem-
ber; theft, violence, kidnapping and other types of
problems. Of each of these types of shocks—related

to jobs, death/injury, security, and other—jobs and
security related shocks affected more than 9 per-
cent and more than 7 percent of the population as
whole; and prevalence did not vary by poverty sta-
tus. In 2012, the incidence of these types of shocks
had increased to 24 percent among the poor and
28 percent among the non-poor.*® The higher in-
cidence of shocks among the non-poor is related to
households experience covariate shocks related to

56Tt should be noted that the questionnaires are not strictly
comparable between 2007 and 2012. While the 2007 mod-
ules lists a possible set of 11 shocks, including “Another
huge problem”, the 2012 module is more detailed, asking
about 23 possible shocks, including in particular, agricul-
ture-related shocks and shocks affecting the local economy
and community. It is likely that the longer list of possible
options in 2012 elicited a better response, and as a result
2012 prevalence rates are significantly higher.



agriculture—including drought, the loss of assets or
livestock, reduced agricultural water quality, pests
and diseases and reduced availability of grazing ar-
cas. These are also reflected in 15 percent of rural
household reporting having experienced an agricul-
ture related shock, especially in Kurdistan and the
North, with prevalence rates of 8 and 10 percent re-
spectively. These may be reflecting the drought ex-
perienced in northern Iraq and Syria between 2007
and 2009. In 2012, as in 2007, the prevalence of
different types of shocks does not vary by poverty
status, except as noted already, covariate shocks re-
lated to agriculture. While the prevalence of shocks
was higher in urban areas in 2007, explained by
higher job-related shocks, in 2012, rural areas expe-
rienced higher shocks, driven by agricultural shocks.

In 2012, households in Baghdad were most likely
to report having experienced a shock in the last 12
months. About a third of households had experi-
enced at least one shock, and a fifth reported a ‘lo-
cal’ shock—an aggregation that includes reduced
drinking water quality and availability; an unusu-
ally high level of human disease; or unusually high
prices of food and other essential commodities.
These local shocks were also quite high across the
other divisions, and in addition, agriculture-related

FIGURE 189: Incidence of Shocks by Poverty
Status, 2007
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FIGURE 190: Incidence of Shocks by Poverty
Status, 2012
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Source: Authors’ calculations, IHSES 2007 and 2012.

shocks were relatively high in Kurdistan, the North
and the Centre.

The 2012 THSES data also includes information on
the effect of the shocks on households, i.c., house-
holds report whether they increased, decreased or
did not alter food purchases, food stocks, food pro-
duction, assets and income as a result of each type

FIGURE 191: Prevalence of Shocks in Urban
and Rural Areas, 2007
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Source: Authors’ calculations, IHSES 2007 and 2012.
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FIGURE 192: Prevalence of Shocks in Urban
and Rural Areas, 2012
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Source: Authors’ calculations, IHSES 2007 and 2012.

of shock. Irrespective of whether the shock was id-
iosyncratic, i.c., houschold or individual specific, or
covariate, i.e., community or locality specific, around
four-fifths of households reported a reduction in in-
come, around two-thirds reported a reduction in
food purchases, 60 percent reported reducing food
stocks. Reduction in assets and food production was
less likely, while 12 percent of houscholds increased

food purchases.

For houscholds faced with agriculture-related
shocks, around 60 percent reduced food purchases,
stocks, and production; a similar proportion experi-
enced a reduction in assets, and almost 90 percent
experienced falling incomes. No other shock results
in such a decrease across food, assets and income.

TABLE 40: Prevalence of Shocks, 2012

For most other types of shocks, in general, the pri-
mary impact seems to be in terms of a reduction in
incomes and in food purchases, with food stocks,
production and assets being less affected. While dif-
ferences in food production effects are understand-
able (as those experiencing agricultural shocks are
also likely to be those engaged in food production),
on average, between 20 and 30 percent of house-
holds experience declining assets in the face of other
types of shocks. In terms of transfer shocks, includ-
ing the decline in rations, more than 80 percent
of households reported experiencing a decline in
incomes as a result, and while 80 percent reduced
food stocks, and 70 percent cut back on food pur-
chases, 20 percent had to increase food purchases to
compensate for the lack of PDS items.

The main coping strategies of households appear
to be fairly similar across idiosyncratic and covari-
ate shocks, with about a third of households rely-
ing on their own savings, and less than a fifth doing
nothing. One important difference, however, is that
households were more likely to reduce the quan-
tity, quality and variety of food or purchase food on
credit in response to covariate shocks; whereas in
response to individual or household specific shocks,
loans, credit and assistance from friends and relatives
becomes more important. These patterns are re-
flected in responses to agricultural and local shocks,
which are primarily covariate shocks. In contrast, the
dependence on social and family networks is more
important in responding to individual or household
level shocks including job-related shocks, or those
related to death or injury of a family member. In
the case of shocks related to transfers, rations and

Anyshock  Agriculture Security Job Death/Injury  Transfers Local

Kurdistan 24% 8% 2% 3% 10% 0% 8%
et T e W B
o L e G L i
e T e e o
e N e o

Source: Authors’ calculations, IHSES 2007 and 2012.
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FIGURE 193: Household Perceptions of the Effects of Different Shocks, 2012
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FIGURE 194: Household Perceptions of the Effects of Each Type of Shock, 2012
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remittances (which primarily comprises rations), the
food response seems to be particularly important;

with housceholds, with 50 percent of households re-
ducing the quality and quantity of food in response;
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FIGURE 195: Main Response to Each Shock, 2012
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Source: Authors' calculations, IHSES 2007 and 2012.

and only 14 percent relying on savings. Thus, faced
with declining ration items, many households fur-
ther cut back on food consumption in terms of
quantity, quality and variety.

Simulation of the Welfare Impact of the PDS
Even though the total expenditure on the Public
Distribution System has reduced as a share of GDP
over the last 5 year period (Figure 184), and the
total amount expended by the government has de-
creased in real terms from 2.3 to 1.1 ID trillions, it
still represents a fiscal burden for the government
budget. While the PDS provides a level of broad
food security to the poor and vulnerable in Iraq, it
also covers more than 95 percent of the non-poor,
and is therefore, a very expensive safety net program.
Moreover, in its current form, it suffers from sig-
nificant inefficiencies in procurement, distribution,
and management, and implies significant macro-
economic distortions because of its heavy reliance
on food imports and its universal nature. For this
and many other reasons, including the need for the
introduction of a comprehensive safety net system

going beyond food subsidies, the government of
Iraq is considering further reforms to the PDS.*”

In this section, we analyze the impacts of changes in
the PDS on household welfare under different re-
form scenarios. To do that, we use a partial equilib-
rium setting which will allow us to estimate demand
responses that are essential in predicting outcomes
of various policy reforms and in undertaking projec-
tions of food demand. This framework will answer
questions such as: how will consumers throughout
the entire consumption distribution adjust their
demand for rice and other food items if the effec-
tive price of rice is increased as a consequence of
the reduction in PDS rice distribution?; or, what will
be the effect on market demand of vegetable oil,
brown flour or sugar?

The model we use for this analysis, the Mixed De-
mand model, attempts to capture the consumption

57'The Government of Iraq is currently considering moving to a
‘smart card’system of delivery of PDS entitlements, and po-
tentially a means-targeted eligibility criterion for the PDS.



structure of Iraqis households, given the particular
characteristics of ration items and the distortions
these goods impose on their own markets and on
those of other freely traded market goods.* The two
major empirical difficulties tackled by this approach,
relative to more traditional demand systems such as
the Almost Ideal Demand System (AIDS) are the
following: the lack of enough variability in the price
of ration goods makes it impossible to identify price
effects; and the identification of demand from ob-
served purchases given that the quantity supplied to
cach household is fixed.®

However, this methodological approach makes as-
sumptions which are common to these types of
demand systems in order to identify demand pat-
terns. Among these, it assumes that all goods are
purchased by households. This assumption has
empirical implications: given that not all house-
holds within IHSES 2012 consumed or purchased
all items, it generates an unbalanced sample across
commodity groups. To solve this problem, we es-
timate the model at the stratum level for different
quintiles in different geographic areas (i.e. urban
and rural or Kurdistan and other regions), instead
of household level. The choice of aggregating over
the stratum level generates a loss in information in
the data compared to an analysis at the houschold
level, but it avoids the need to adopt more sophis-
ticated procedures for dealing with multiple corner
solutions in demand systems.

Another choice which is essential for this kind of
analysis is the type and number of goods included.
In the Iraqi case, the type of goods is easily defined
by their nature: ration and non-ration items. It is
the number of items which represents a problem.
Larger demand systems are harder to deal with than
smaller ones; the more goods, the greater the com-
putational burden, and the harder it is to report the
results.®! To avoid this problem, we firstly included
four out of eight ration items with significant bud-
get shares: rice, brown wheat, sugar and vegetable
oil. Table 41shows that these items contribute more
than 98 percent of total rations expenditure across
the entire distribution; and their share in total
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TABLE 41: Budget Shares of Ration Items by
Decile of Per-Capita Consumption,

2012
Total rations
(% of total Brown
expenditure) Rice wheat Sugar Vegetable oil

1 16.52 6.43

3.95 3.28

2 44
3 36
4 803 2.99 1.26 1.9 1.67
et s ot o
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Source: Authors’ calculations, IHSES 2007 and 2012.

expenditure are larger than one percentage point in
almost all deciles.

Secondly, we consider four goods which are sub-
stitutes or complements for the ration items which
are traded in the free market. These are rice, cere-
als, sweets and oils, which are composite goods, i.c.,
goods for which prices within each group of com-
modities move in parallel, so that the corresponding
group can be treated as a single good.®? In sum, our
system is estimated for a total of eight items: four
rations and four non-rations.

58 The Almost Ideal Demand System (AIDS) is not the best
methodological approach to use. This is essentially because
the existence of food subsidies in the consumer demand
system is associated with individual consumption quotas,
which introduce nonlinearities in demand functions (see
Annex for further details on the model).

*?In particular cases such as Iraq where rationing quotas are
conditioned upon observed characteristics of the household,
some degree of variability in purchased quantity is possible.
However, we opted for the Mixed Demand Model.

% See Ramadan and Thomas (2011).
1 Deaton (1997).
2 Deaton and Muellbauer (1980).
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FIGURE 196: Own-Price Elasticities of Ration Items by Quintile of Per Capita Consumption and

Area, 2012
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Note this methodological approach is quite useful
to simulate variations in prices and quantities which
are not significant enough to make individuals shift
from their initial utility levels. Thus, significant
changes in prices will need a general equilibrium
framework rather than this type of analysis, because
it would include all links and implications between
macro and micro levels sectors. However, it’s major
constraint is the intense information demand which
makes them difficult to apply in most developing
countries. Another caveat of the mixed demand
model is that requires a closed form expression of
utility functions.®® In other words, results depend
on the assumed function used to represent house-
holds’ satisfaction levels (i.e. utility).

How does household demand respond to
changes in own prices?%*

In general, it is expected that quantities demanded
of a particular good will decrease in response to an
increase in its own price (law of demand) and these
types of goods are classified as normal. Price elastic-
ity of demand (own-price elasticity) gives the per-
centage change in quantity demanded in response to

a one percentage change in price holding everything
clse constant. When this relationship is positive, then
these goods are considered as luxury goods.

Figure 196 and Figure 197 present the own-price
elasticities of the four ration and free market items
in urban and rural Iraq respectively. Overall, the es-
timates suggest that these particular items are es-
sential in the consumption basket of Iraqis with the
exception of free market oils. In other words, Iraqi
houscholds are almost non-responsive in terms of
altering demand to changes in food prices of ration
items and their free market equivalents. If, for ex-
ample, the price of ration brown flour increases 10
percent, consumers living in rural areas would de-
crease their demand for ration by 0.3 percent if they
are in the bottom 40 percent of the consumption
distribution. Similarly, if prices of sugar increase by

% We are using the Gorman Polar form suggested by Mos-
chini and Rizzi (2007).

¢ Estimates of the cross-price elasticities are not presented
in this report. See Ramadan, Krishnan and Olivieri (2014)
for estimates of cross-price elasticities for 2012 IHSES and
their interpretation.
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FIGURE 197: Own-Price Elasticities of Free Market Goods by Quintile of Per Capita Consumption

and Area, 2012
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10 percent, irrespective of consumption quintile or
of living in rural or urban areas, consumers reduce
their demand by only 1 percent or less. However, if
the price of free market oil increases by 10 percent
in rural areas, demand for oil by Iraqi consumers
would decrease by 8 percent in the lowest quintile.

Having said this, there is some variation of elastici-
ties levels across quintiles especially for free market
goods (Figure 197). The elasticities of three out of
four free market products (i.e. rice, sugar and oil) de-
crease as consumption per capita increases. In other
words, less well-off households are more responsive
to changes in prices of free market goods than those
located in the upper part of the distribution. Howev-
er, the opposite happens for ration items particularly
for rice and brown flour. Richer households are more
responsive to variations in prices of ration items than
poorer households. Well-oft housecholds may have
other options like selling their quotas in the market
or substituting them for better quality goods than
less well-oft households. Finally, elasticity for ration
oil and sugar and for free market cereals varies little
by consumption quintile, and the demand response
to changes in price are uniformly close to zero.

How does income affect consumption
patterns?

After price and quantity adjustments (like substitu-
tion) have taken place, households may end up with
net positive or negative income. The income or ex-
penditure elasticity of demand measures the respon-
siveness of the demand for a good to a change in the
income/expenditure of the people demanding that
particular good, holding everything else constant.
A negative expenditure elasticity of demand is as-
sociated with “inferior” goods while a positive value
with “normal” goods.

Table 42 presents the expenditure or income elas-
ticities of ration and free markets goods by area and
quintiles. Overall, most products show a positive ex-
penditure elasticity in both areas and across quintiles.
This implies on the one hand that these are normal
goods i.e. their consumption increases when expen-
diture increases, and on the other hand these are nec-
essary goods, which are reflected by values less than
one. Another takeaway is that more expensive food
items such as free market goods have relatively high
expenditure elasticities for all quintiles relative to ra-
tion items. At the same time, less well-off houscholds
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TABLE 42: Expenditure Elasticities by Quintile of Per Capita Consumption and Area, 2012

Ration Products

Equivalent Free Market Products

Quintiles

Brown Flour Rice Sugar

Brown Flour Rice Sugar oil

Source: Authors’ calculations, IHSES 2007 and 2012.

are more responsive than their well-off counterparts
for free market goods, which is a common pattern.

However, there are exceptions like ration brown
flour and free market oils. The expenditure elastici-
ties for ration brown flour are negative in urban ar-
eas and positive in rural areas for all quintiles. This
indicates that ration brown flour is a marginally “in-
ferior” good in urban Iraq: if household incomes
increased by 10 percent, demand for ration brown
flour would decrease from 0.5 up to 1.5 percent in
urban areas. The opposite happens for free market
oil which is marginally a “normal” good in urban
arcas and the opposite in rural areas.

How would consumers adjust their

consumption responses over time?

Given the lack of information of future consumer
responses to changes in prices and expenditure, one
way to understand behavior over time is by exploit-
ing the rich and vast spatial disparities that Iraq has.
In other words, consumer behavior in better off re-
gions may be a rough approximation of how worse
off regions today will behave in the future as their
welfare levels improved, holding everything else

constant. Thus, we consider how households would
adjust their consumption patterns over time, as wel-
fare levels improved, by comparing current demand
responses in Kurdistan and the rest of Iraq. We take
Kurdistan as the reference region because their cur-
rent consumption levels of ration items are the low-
est in the country and because their per capita ex-
penditure levels are the highest on average.

Similar consumption responses to changes in own-
prices of ration and free market goods are seen for
Kurdistan and for the rest of Iraq relative to previ-
ous findings for urban and rural area (Figure 198).
Overall, most goods are ordinary goods meaning
that demand for these type of goods decrease when
there is an increase in their own prices. Not surpris-
ingly, ration items are much less elastic than free mar-
ket goods. However, all levels responses are higher
in Kurdistan than in the rest of Iraq and also higher
than the estimates for urban areas shown above. At
the same time, well-off houscholds in Kurdistan re-
gion are much more responsive to variations in prices
of ration goods and the opposite for their free mar-
ket equivalents than in the rest of Iraq and in urban
Iraq. In other words, in line with higher welfare lev-
els in Kurdistan relative to urban Iraq, and in urban
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FIGURE 198: Own-Price Elasticities of Ration Items by Quintile of Per Capita Consumption and

Area, 2012
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Iraq relative to rural Iraq, the flexibility of consumer
demand to changes in prices increases. Thus, as the
economy grows, consumers face greater options and
ability to substitute away from ration items and in-
crease their consumption of free market goods.

This pattern in consumer behavior is quite clear
when inspecting demand responses for goods to
variations in total household expenditure and in-
come. In general, most rations items are marginally

“inferior” goods in the Kurdistan region irrespec-
tive of the level of per capita consumption. In other
words, as household expenditures increase by 10
percent, demand will fall by between 0.4 and 3.4
percent for brown flour and by around 0.7 percent
for rice. Opposite responses are obtained in the Rest
of Iraq: ration items are considered “normal” goods.
In sum, as the economy evolves and the levels of in-
come increases across the distribution, and as the
rest of the country approaches the higher welfare
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TABLE 43: Expenditure Elasticities by Quintile of Per-Capita Consumption and Area, 2012

Ration Products

Free Market Equivalents

Quintiles  Brown Flour Rice Sugar oil Brown Flour Rice Sugar 0il

Kurdistan
007 000 0 004 029 021 0.16
o 0.0 003 o4 08 020 0.17
007 000 om 03 012 018 0.06
007 0.0 oo 0 009 05 0.08
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Source: Authors’ calculations, IHSES 2007 and 2012.

levels of Kurdistan, these types of ration goods will
be less demanded in the short run.

Thus we see that in part, demand elasticities for
ration items are likely to become larger as welfare
levels improve allowing for a decline in consump-
tion of ration items when faced with price increases
and a greater consumption of free market goods as
incomes rise. Another picce of the puzzle is how
big these price elasticities would be in an economy
where developed markets of ration goods exist. Giv-
en that ration goods are universally distributed in
Iraq, the spatial framework used until now is rela-
tively uninformative.

We obtain suggestive evidence by comparing Iraq
with Egypt, where a public distribution system ex-
ists for food but it is not a universal system. Table
44 presents own-price elasticities for ration items
in Egypt. There are several differences between the
PDS system implemented in Egypt and in Iraq. For
instance, while in Iraq, quantities of ration items are
a function of the number of members included in
the ration card, Egypt distributes fixed quotas and
subsidies for cooking oil and sugar and consumers
can complement them from the free market.®® In

TABLE 44: Own Price Elasticities by Subsidy
Products, Egypt 1997 and Iraq 2012

Egypt Iraq
Subsidy plus Cooking oil -0.030 -0.002
Quantity ration ¢, o 0,120 0,008
Brown Flour H -0.042
Rice ~0.037
Subsidyonly  Wheat flour ~0.060
Bread 0120

Source: Authors’ calculations, IHSES 2007 and 2012.

addition, wheat flour and bread are subsidized uni-
versally, and there is no quantity rationing so that
households can acquire as much as they would like
to consume at the subsidized price. Perhaps because
of these differences, Egypt has a far more developed
market for ration items and own-price elasticities
are far (almost 15 times) higher than in Iraq, where
there is negligible trade in PDS items.

% Further details on the Egypt system: see Ramadan and
Thomas (2011) and Ahmed, Bouis, Gutner and Lofgren
(2001).



PDS reform scenarios and their simulated
welfare impacts

The analysis so far suggests that faced with changes in
the effective prices of ration items, houscholds will,
on average, have very limited change in their demand
for these items. However, there are also some indica-
tions that ration goods slowly become less preferred
at least for those households who have larger bud-
gets. For instance, brown flour, which accounts for
the largest share of expenditures within ration items,
is an inferior good in urban areas as well as in Kurd-
istan. Moreover, rice from rations also is an inferior
good in Kurdistan. On the other hand, as welfare lev-
els improve in rural areas, people will not significantly
lower their demand for ration brown flour, sugar and
oil in the short run, which is also true for urban areas,
Kurdistan and the Rest of Iraq. However, as a result
of higher prevailing welfare levels in urban areas and
particularly in Kurdistan region, as well as the pres-
ence of relatively well-functioning markets, consum-
ers do exhibit more flexible consumption patterns.

Taking these into account, we propose two reform
scenarios of the Public Distribution System which
may minimize the social effort by removing ration
items from those households who may need them
the least or who could easily adjust their consump-
tion or a combination of both. The first scenario
(Scenario A) consists in targeting rations only to the
bottom 60 percent of the urban (or Kurdistan) con-
sumption distribution and entire rural (or Rest of
Iraq) population. The second scenario (Scenario B)
involves in targeting rations only to rural (or Rest
of Iraq) areas. The simulation process is the same
for both scenarios: we start removing ration items,
from the smallest to the largest ration item, one by
one according to the importance of the item mea-
sured by its share in the total expenditure.

Note, in both scenarios, simulations do not consider
spillover effects and /or effects among and between
households who live in the same or different geo-
graphic areas. These are strong assumptions, given
that when such policies are implemented may result
in black markets and leakages without simultaneous
implementation of effective targeting policies.
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Table 45 shows the average change in the welfare ag-
gregate for both scenarios and each simulation step
by quintile of the consumption aggregate in urban
arcas. According to the previous discussion, elimi-
nating the ration system would be approximately
equivalent to increasing the price of ration items up
to the market price levels given the low response of
consumers to variations in prices and expenditures.
This will affect directly consumer’s welfare levels by
reducing them by one-fifth to one-third for the up-
per quintiles in Scenario A and up to 60% for the
lowest quintile in urban areas in Scenario B.

As the country grows, households would become
better-oft and the demand for ration items would
reduce as consequence of being “inferior” goods.
To account for this possibility, we focus on the
results based on the Kurdistan-Rest of Iraq com-
parison. Table 46 shows the average change in
the welfare aggregate for both scenarios and each
simulation step by quintile of the consumption ag-
gregate in Kurdistan. Given the higher elasticities
to changes in own prices and in incomes in Kurdis-
tan, the welfare impact of this type of reform of the

TABLE 45: Average Changein Total Expenditure
by Quintile in Urban Areas

Rice +
Rice + Sugar +
ScenarioA Rice Rice +0il Sugar+ 0Oil Qil+Wheat
1 (Poorest) 0% 0% 0% 0%
2 0% 0% 0% 0%
3 0% 0% 0% 0%

0 0

5 (Richest) 7% -10% =17% -20%

Rice +
Rice+  Sugar+ 0l
ScenarioB Rice Rice+0il Sugar+0il  + Wheat
1(Poorest)  -12%  -24% -39% -60%
2 -10%  -21% -33% -51%
3 -9%  -17% -28% ~43%
4 -8%  -14% -23% -34%
5(Richest)  -7%  -10% -17% -20%

Source: Authors’ calculations, IHSES 2007 and 2012.
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TABLE 46: Average Change in Total Expenditure
by Quintile in Kurdistan Region

Rice +
Rice + Sugar +
ScenarioA Rice Rice+0il Sugar + 0il Oil+Wheat
1 (Poorest) 0% 0% 0% 0%
2 0% 0% 0% 0%
3 0% 0% 0% 0%
4 -8%  -11% ~18% -27%
5(Richest)  ~7% -6% -10% -12%
Rice +
Rice+  Sugar+ Ol
ScenarioB Rice Rice+0il Sugar+0il -+ Wheat
T(Poorest)  —11%  —20% -32% ~46%
2 -10% -18% -28% —42%
3 -8%  —14% -23% ~34%
4 -8%  -11% ~18% -27%
5(Richest)  ~7% —6% -10% -12%

Source: Authors’ calculations, IHSES 2007 and 2012.

PDS system is relatively smaller than what might
be expected for urban areas as a whole. The larg-
est impact is experienced by the poorest quintile
in Scenario B, a reduction in welfare levels by half,
compared to a 60 percent decrease in expenditures
for the poorest 20 percent in urban areas. In Sce-
nario A, where the top 40 percent are excluded
from receiving PDS items, the welfare impact on
the richest quintile in Kurdistan is a decline in
average expenditures by 12 percent compared to
20 percent for the richest quintiles in urban Iraq.
This may reflect the fact that consumers are less

impacted by PDS reforms because they already
consume lower quantities in Kurdistan and can
adjust their demand for ration items more easily
when both initial levels of welfare are higher and
markets are relatively well developed.

To conclude, the poorer segments of the consump-
tion distribution in Iraq are disproportionately de-
pendent on public and private transfers to supple-
ment their relatively low earnings on the labor
market. Most of these transfers are however, small,
and cover a fraction of the poor. The single exception
is the Public Distribution System, which guarantees
a minimum amount of caloric consumption for not
just the poor, but the whole population. Given its
universal nature, large fiscal costs, and the significant
distortions the PDS introduces in the economy as
a whole, we try to estimate the welfare impact of
reforming the PDS by targeting it to a section of
the population. Given the universality of consump-
tion, the lack of a market for ration items, and the
low levels of income for much of the population,
household consumption of PDS items is relatively
inelastic to changes in price, and for much of the
population, these goods are not inferior, but rather
normal goods. However, there are some signs that
with improvements in welfare levels, and faced with
well-functioning markets, some segments of the
population are substituting away from the PDS and
increasing their consumption of market substitutes.
Overall, this suggests that while any one-shot reform
will have adverse and sizeable welfare impacts, over
time, and with increases in incomes, some house-
holds may not be as significantly affected.





