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1.	 Introduction

The demand for internationally comparable estimates of 
poverty is considerable. For a variety of purposes, policy 
analysts, researchers, and international donor agencies 
often want to be able to compare the incidence of poverty 
across countries. These international comparisons can 
be carried out globally, regionally, or even across two 
countries.

How does one make such international comparisons? 
The basic ingredient in measuring poverty at the country 
level consists of nationally representative data on 
household expenditures (or incomes). At a minimum, 
such data provide us with information on the consumption 
expenditures incurred by households along with 
demographic information on the households themselves, 
including household size and composition. Given a 
poverty line – i.e., a monetary value that represents some 
predetermined threshold standard of living – it becomes a 
straightforward matter to determine the percentage of the 
population that survives on less than the poverty line and 
is, therefore, rated “poor.” Repeating this exercise in other 
countries would allow us to compare poverty incidence 
across countries.

But what poverty line does one use? Is it possible 
to use national poverty lines for international comparisons 
of poverty? The measurement of poverty using nationally 
established poverty lines is by now a common practice 
in virtually all developing Asia. These national poverty 
lines, and the estimates of poverty based on them, have a 
quasi-official status in many countries, having been either 
developed or endorsed by the government. 

However, the poverty estimates based on these national 
poverty lines do not provide a good basis for comparing 
poverty across countries. While there is a common thread 
in the methodology used in determining national poverty 
lines across countries – poverty lines are generally made 
up of food and nonfood expenditure components, with 
the food component essentially determined by a specific 
energy requirement – there can be large differences in the 
standard of living represented by the national poverty line of 
different countries.�, � For obtaining comparable estimates 
of poverty, a common standard of living must be used 

�	 For	a	detailed	description	of	methods	used	to	set	national	poverty	
lines	in	different	countries,	see	ADB	(2004)	and	Kakwani	(2003).	See	
also	the	data	appendix	of	Ravallion,	Chen,	and	Sangraula	(2008).

2	 There	 are	 subtle	 differences	 in	 translation	 of	 caloric	 needs	 into	
monetary	values.	But	much	of	the	divergence	in	practices	observed	
across	countries	is	in	the	determination	of	the	nonfood	poverty	line.	
There	are	also	differences	observed	in	the	determination	of	national	
poverty	lines	for	subregions	within	a	given	country.

to differentiate between the poor and nonpoor across all 
countries. In other words, in so far as international poverty 
comparisons are concerned, the poverty line chosen must 
represent a threshold standard of living that is constant 
across the countries whose poverty is to be compared. 

The key question then becomes one of how such 
a standard of living should be defined. While there are 
alternative approaches, by far the most widely used is the 
United States (US) “$�-a-day” poverty line introduced in 
the World Bank’s World Development Report 1990: Poverty 
(World Bank �990) and developed by Ravallion, Datt, and 
van de Walle (�99�).� Comparing national poverty lines 
for a sample of �� countries, Ravallion and his coauthors 
found the $�-a-day poverty line to be “representative” 
of national poverty lines among low-income countries 
and proposed it as a common benchmark against which 
internationally comparable estimates of poverty could be 
obtained.�

Purchasing power parities (PPPs) have a crucial 
role to play in the construction of the $�-a-day poverty 
line and the estimation of $�-a-day poverty rates. For 
example, the conversion of the �� national poverty lines 
from local currencies to the dollar – an essential step in 
choosing $� a day as representative of the poverty lines of 
low-income countries – was not based on market exchange 
rates. Neither is the $�-a-day poverty line converted into 
local currency units (LCUs) – the step that needs to be 
taken for estimating $�-a-day poverty in each country – 
based on market exchange rates. Instead, the conversion 
of the �� national poverty lines into the dollar, as well as 
the conversion of the $�-a-day poverty line into LCUs, is 
based on PPPs. 

While a more rigorous definition is provided in 
Section �.� of this chapter, PPPs can be thought of as 
conversion factors that ensure a common purchasing power 
over a given set of goods and services. For example, based 
on market exchange rates, it took in �005 an average of 
Rs��.�0 to obtain $�. But this does not mean that $� had 
the same purchasing power in the US as Rs��.�0 did in 
India that year. In fact, as we will see in Section �.� (Table 
�.�), the results of the �005 round of the International 
Comparison Program (ICP) – a global statistical project 
that has been producing PPPs since �970 – found that $� 
had the same purchasing power as Rs�5.60 for the goods 
and services that make up household consumption (World 
Bank �008). It should be obvious that converting $� either 

3	 This	poverty	 line	was	subsequently	adopted	by	the	United	Nations	
system	and	by	other	bilateral	and	multilateral	organizations.	The	$�-
a-day	poverty	line	is	the	main	indicator	for	the	first	target	of	the	first	
Millennium	Development	Goal.

4	 These	national	poverty	lines	were	not	necessarily	“official.”	Indeed,	
many	of	them	were	estimates	from	independent	researchers.
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into Rs�5.60 or into Rs��.�0 will have a huge bearing on 
the resulting estimates of $�-a-day poverty in India.

In fact, even much smaller differences in the rates 
at which local currencies and the dollar are converted can 
have a large impact on estimates of poverty. Continuing 
with the example of India, a PPP of Rs��.55 – a value 
that is generated on the basis of steps described in Section 
� – rather than Rs�5.60, would lead to a poverty rate (or 
headcount index) of ��.8% as compared to ��.�% if the 
poverty line were exactly equal to $� (per person per 
day).5, 6

This difference in poverty rates – driven entirely 
by differences in PPPs – is quite large and should serve 
to illustrate the point that the value of PPPs can make a 
considerable difference in the estimates of poverty for 
any given international poverty line. Put another way, it 
is important to get the value of PPPs right. Indeed, as will 
be seen in Section �.�, a good part of the criticism of the 
poverty estimates obtained from the $�-a-day poverty line 
can be viewed as criticism of the PPPs used both in its 
construction and in its conversion into LCUs for poverty 
estimation.7

Unfortunately, compiling PPPs is by no means 
an easy task. PPPs are defined in terms of a given set of 
goods and services. The Economist’s Big Mac index, 
for example, is a PPP based on only one good, the Big 
Mac hamburger, and the index is computed by comparing 
the price of a Big Mac across countries. In contrast, the 
PPPs compiled in the various rounds of the ICP have been 
based on a comparison of prices of hundreds of goods and 
services across countries. The purpose of these PPPs is 
to enable a comparison of gross domestic product (GDP) 
levels and the various major national accounts aggregates 
across countries, such as household final consumption 
expenditures, government consumption, and gross fixed 
capital formation.

�	 The	PPP	conversion	factor	of	Rs�3.��/$�	is	obtained	by	multiplying	the	
PPP	conversion	factor	of	Rs6.42/RM�	listed	in	column	3	of	Table	4.2	
with	the	PPP	conversion	factor	of	RM2.��/$�	obtained	from	World	
Bank	(2008).

6	 These	numbers	are	obtained	using	2004/0�	consumer	expenditure	
survey	data	from	India’s	National	Sample	Survey	Organisation.

�	 The	PPPs	are	not	the	only	area	of	contention	on	global/international	
estimates	of	poverty.	The	very	process	by	which	a	common	poverty	
line	has	been	developed	has	been	attacked.	For	example,	as	noted	
above,	the	$�-a-day	poverty	line	drawn	up	in	�990	was	chosen	as	
representative	of	the	national	poverty	lines	in	low-income	countries.	
Some	analysts	have	described	this	procedure	as	arbitrary.	While	the	
issues	raised	by	this	strand	of	the	literature	are	important,	they	are	
not	the	focus	of	this	chapter,	which	is	PPPs.	Nevertheless,	Section	2	
describes	a	study	by	Kakwani	(200�)	which	proposes	an	alternative	
approach	 to	 generating	 comparable	 poverty	 estimates	 across	
countries.

The $�-a-day poverty line is based on the PPPs for 
household final consumption (or consumption PPPs for 
short).8 It is not clear, however, that consumption PPPs are 
the appropriate PPPs for comparing poverty levels across 
countries. Consumption PPPs are currency conversions 
that capture the purchasing power of currencies vis-à-
vis the goods and services that make up the household 
final consumption aggregate of the national accounts. 
Even though this consumption aggregate pertains to the 
consumption of households, its PPPs may be inappropriate 
for poverty comparisons if poor households’ consumption 
patterns are significantly different from those of the general 
population.

More specifically, the consumption patterns of poor 
households may be different from those of the general 
population in two ways. First, poor households may 
consume different types of products than the general 
population, which will reflect differences in quality to some 
extent. For example, while both the poor and nonpoor may 
consume rice, the former may consume a lower-quality 
variety than the latter. Alternatively, there will be products 
that are only consumed by one group or the other. For 
example, it is virtually inconceivable to expect the poor 
to purchase automobiles. A further twist can appear if the 
prices paid by the poor versus the nonpoor differ in some 
systematic manner. In particular, to the extent that the poor 
and nonpoor purchase items in different quantities and/or 
at different types of retail outlets, one can expect the prices 
paid by the two groups to differ. For many products, the 
unit price can be expected to decline as purchase quantities 
increase. Since the poor are less likely to be able to 
afford large purchase quantities, they may end up paying 
more per unit of the product purchased. Conversely, if 
the poor frequent fresh-produce markets as opposed to 
modern supermarkets – where the retail prices may well 
incorporate the costs of air conditioning, parking space for 
cars, and other amenities for shoppers – more often than 
the nonpoor, they may end up paying less.

Second, even if both groups consume the same 
products, or even products that are similar in quality, they 
are likely to spend very different proportions of their total 
expenditures on these products. Thus for example, even 
if the poor and the nonpoor purchase and consume the 
same variety of rice, the former can be expected to spend 
a larger proportion of their total expenditures on rice than 
the latter. 

In a nutshell, the practice of using consumption 
PPPs for international comparisons of poverty implies that 
the PPPs are derived via a list of products and associated 

8	 Prior	 to	2000,	 the	$�-a-day	poverty	 line	was	based	on	 the	�98�	
consumption	PPPs.	Since	2000,	the	$�-a-day	was	updated	to	equal	
$�.08	per	person	per	day	at	�993	PPPs	for	consumption.
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prices that may not be representative of products consumed 
by the poor and the prices paid by them. Additionally, the 
consumption PPPs are derived using expenditure weights, 
or shares from the national accounts, i.e., they reflect the 
expenditure patterns of the general population and not 
necessarily the poor.

To what extent do these two factors affect the 
generation of international poverty lines and associated 
poverty rates? There can be no general presumption on 
this. Ultimately, the issue is an empirical one that can 
be answered only by comparing PPPs compiled using 
different approaches. 

In this chapter, we shed light on how alternative 
approaches to compiling PPPs influence internationally 
comparable estimates of poverty. In doing so, we use 
not only the results of the �005 ICP Asia Pacific, we 
also draw on the results of special “poverty-specific” 
price surveys in �6 countries (listed in Table �.�). These 
surveys were executed for a research study on poverty-
specific PPPs (ADB �008a), or in other words, PPPs 
specially designed for poverty comparisons. In particular, 
we work with three sets of PPPs, each of which allows 
us to determine an international poverty line and generate 
comparable estimates of poverty across the �6 countries. 
The terminology used in this chapter for referring to the 
three sets of PPPs is described in Table �.�, along with 
some other features. 

The first of these three PPPs (consumption PPPs) 
is essentially the familiar consumption PPP that has been 
used by World Bank researchers to date in generating 
the $�-a-day poverty line and the corresponding poverty 
rates. The second set of PPPs (ICP PPPs) is also based on 
prices collected for the �005 ICP Asia Pacific – thus the 
underlying prices are the same as those used in constructing 
the consumption PPPs. However, they are derived in the 
way suggested by the Poverty Advisory Group (PAG), a 
group of experts brought together by the Global Office of 
the ICP at the World Bank; that is, they are derived using 
expenditure shares that reflect the expenditure patterns of 
the poor. 

A final set of PPPs (PS PPPs) relies, like the second, 
on the expenditure patterns exhibited by the poor as 

suggested by the PAG; however, it uses prices collected 
by the poverty-specific price surveys carried out in the 
�6 participating countries. In contrast to the ICP survey 
of prices, the products priced by these surveys are 
those deemed by poverty analysts, price statisticians, 
and household expenditure survey statisticians from 
participating countries to be directly relevant to the poor. 
Moreover, these products have been priced in quantities in 
which the poor are likely to make their purchases, and at 
retail outlets that they are more likely to frequent.

Comparing the consumption PPPs with the two 
sets of “poverty” PPPs is revealing. The results show that 
incorporation of the expenditure shares of poor households, 
as opposed to expenditure shares of the general population, 
into PPP construction is typically not enough by itself 
to lead to significant changes from consumption PPPs. 
However, the use of prices from the poverty-specific surveys 
of prices can have large effects on PPPs. Correspondingly, 
the final estimates of poverty based on a given international 
poverty line can be quite different depending on the source 
of prices – ICP or a product bundle relevant to the poor. 
For example, with a poverty line of $�.�5 per day, the total 
number of poor in �005 across the �6 countries is estimated 
at �,0�� million if the $�.�5 is converted to local currencies 
using consumption PPPs. If instead ICP PPPs are used for 
the conversion, this figure declines to �,0�� million. Yet a 
far larger decline in poverty is seen if PS PPPs are used to 
convert $�.�5 to local currencies, with the number of poor 

estimated at 8�� million. These findings on the sensitivity 
of PPPs and corresponding estimates of poverty are the 
main contribution of this chapter.

The rest of this chapter is organized as follows. 
Section � introduces PPPs and the role they play in 
generating comparable estimates of poverty across 
countries. Among other things, this section describes in 
more detail the potential drawbacks of using consumption 
PPPs for poverty comparisons. This sets the stage for 
Section �, which discusses the methodology and key steps 
needed to generate PPPs that might be more appropriate 
for poverty comparisons. Such PPPs are called poverty 
PPPs. Section � presents estimates of poverty PPPs based 
on alternative approaches. Section 5 then describes the 
poverty estimates based on these PPPs using a poverty line 

Table	�.�  Forms of Purchasing Power Parities

Full Form Short Form Type of PPP Source of Prices Expenditure Patterns

Household	Final	Consumption	Purchasing	Power	Parities Consumption	PPPs Consumption 200�	ICP	Asia	Pacific	 General	Population
International	Comparison	Program	Poverty	Purchasing	Power	Parities ICP	PPPs Poverty 200�	ICP	Asia	Pacific Poor	Population
Poverty	Survey	Poverty	Purchasing	Power	Parities PS	PPPs Poverty Poverty-specific	price	surveys Poor	Population

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey.
Source:	 Authors.
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representative of the national poverty lines of �� of the 
�6 participating countries (i.e., including those countries 
whose poverty lines tend to be bunched together). As 
readers will note, this “Asian poverty line” is constructed 
in the spirit of the original $�-a-day poverty line developed 
by World Bank researchers. Section 6 uses these estimates 
of poverty to discuss various facets of poverty reduction. 
Section 7 offers some concluding remarks and directions 
for future research.

2.	 Internationally	Comparable	
Estimates	of	Poverty	and	the	Role	of	
Purchasing	Power	Parities

By far the most widely used and influential international 
poverty line is the $�-a-day poverty line introduced in 
the World Development Report 1990: Poverty (World 
Bank �990). From this poverty line, and armed with 
nationally representative data on household expenditures, 
it is a relatively straightforward matter for the analyst to 
determine how many people in a country are “poor” – i.e., 
how many subsist on less than $� a day. Repeating this 
exercise for other countries, one can arrive at comparable 
estimates of poverty. For example, in �00� around � billion 
people were estimated to be living in $�-a-day poverty 
worldwide, and nearly two thirds of them were from Asia 
(Chen and Ravallion �007). 

Given the simplicity of this approach to generating 
comparable estimates of poverty across countries, one can 
be forgiven for being puzzled about where PPPs come 
into the picture. In what follows, we try to resolve any 
puzzlement in two steps. First, we describe briefly what 
PPPs are and their role in facilitating comparisons of 
economic variables across countries. Second, we go over 
some of the details of constructing the $�-a-day poverty 
line, making explicit the role of PPPs. This discussion is 
based primarily on the methodology in use since �990 until 
the present time. As explained in Section � below, a new 
methodology has been proposed in response to what are, 
arguably, deficiencies of the earlier PPPs in the context of 
poverty measurement. In the current section we discuss 
these deficiencies.

2.1	 Purchasing	Power	Parities

In making an international comparison of an economic 
variable – say, for example, a comparison of GDP across 
countries – it is necessary to convert each country’s values 
of the variable in question into a common currency. The 

simplest approach is to use market exchange rates to 
convert local currency values into the common currency, 
typically the US dollar. 

However, the use of exchange rates has a drawback. 
They do not necessarily reflect the purchasing power of 
local currencies. Their values are the result of fluctuations 
in the demand of and supply for currencies of different 
countries and are thereby influenced by international capital 
flows and international trade, among other things, which, 
arguably, have weak links with many important economic 
variables, including the value of household consumption.

PPPs, however, provide a basis for converting local 
currencies into a common currency such that the differential 
purchasing power of the currencies with respect to a specific 
basket of goods and services is accounted for. Table �.� 
compares the �6 Asian countries’ market exchange rates in 
�005 with PPPs from the �005 ICP. Box �.� provides some 
details on the ICP.

There are two important features to the table. 
First, the PPPs are lower than market exchange rates in 
all cases. Second, PPPs vary by the particular aggregate 
that is being compared. For example, in India, a PPP at 
the GDP level of Rs��.67/$� means that Rs��.67 has the 
same purchasing power as $� in terms of purchasing goods 
and services that make up GDP. However, if we were to 
focus on goods and services that make up household final 
consumption, we arrive at a different PPP. In both cases, 
the PPPs for India are far lower than the market exchange 
rate of Rs��.�0/$�.

Table	2.�  Market Exchange Rates and Purchasing Power Parities 
(2005 US Dollars)

Country

Market 
Exchange 

Rate  
(2005)

PPP

GDP

Household 
Final 

Consumption 
Expenditure a

Government 
Final 

Consumption 
Expenditure b

Gross Fixed 
Capital 

Formation
(1) (2) (3) (4) (5)

Bangladesh 64.33 22.64 2�.49 �4.�2 2�.2�
Bhutan 44.�0 ��.�4 �8.46 6.6� ��.99
Cambodia 4,092.�0 �,2�8.60 �,6��.30 343.48 �,4�3.22
Fiji	Islands �.69 �.43 �.�� 0.6� �.40
India 44.�0 �4.6� ��.60 9.3� ��.�4
Indonesia 9,�04.�4 3,934.30 4,�92.83 2,��3.�6 4,�83.40
Lao	PDR �0,6��.20 2,988.40 3,�4�.62 92�.20 3,��4.99
Malaysia 3.�9 �.�3 2.�� 0.�� �.68
Maldives �2.80 8.�3 9.�4 2.88 8.8�
Mongolia �,20�.22 4��.22 �22.49 �3�.�9 463.36
Nepal ��.3� 22.6� 26.4� �3.�4 2�.��
Pakistan �9.�� �9.�0 20.�� �0.�4 2�.99
Philippines ��.09 2�.�� 24.�8 �2.90 24.22
Sri	Lanka �00.�0 3�.�� 40.04 �4.�� 44.��
Thailand 40.22 ��.93 ��.4� �0.63 �6.89
Viet	Nam ��,8�8.90 4,��2.�0 �,9�9.89 �,6��.8� �,��8.42

GDP	=	gross	domestic	product;	PPP	=	purchasing	power	parity.
a		Also	referred	to	as	individual	consumption	expenditure	by	households.
b		Pertains	to	collective	consumption	expenditure	by	government.	
Sources:	 PPPs	from	World	Bank	(2008);	market	exchange	rates	from	IMF	(200�).
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The general point is that the choice of the particular 
basket of goods and services is crucial for purposes of 
interpretation and use of a given PPP.9 In practice, PPPs 
at the GDP level are commonly used for comparing real 
incomes across countries. If instead the comparison at hand 
is one involving standards of living across households, 
PPPs for household final consumption expenditure would 
be more appropriate than PPPs for GDP. 

9	 The	most	celebrated	example	of	a	PPP	is	the	Economist’s	Big	Mac	
index,	which	shows	the	purchasing	power	of	different	currencies	in	
their	ability	to	purchase	a	single	specific	commodity,	a	Big	Mac.	If	a	
Big	Mac	costs	P99.86	in	the	Philippines	and	RM�.�9	in	Malaysia,	
then	the	PPP	is	P�3.�6/RM�.	Although	the	Big	Mac-based	PPP	is	
simple	to	understand,	it	is	also	easy	to	appreciate	the	limited	use	of	
such	a	PPP	in	comparing	the	purchasing	power	of	currencies	in	these	
two	countries	with	respect	to	the	basket	of	goods	and	services	that	
represent	typical	consumption	there.

2.2	 International	Poverty	Line	and	Purchasing	
Power	Parities

There is an intimate relationship between the $�-a-
day poverty line and PPPs. While the specifics of the 
methodology used in deriving the $�-a-day poverty line 
have evolved over time – Box �.� provides a brief history 
and description – they essentially involve three steps. First, 
national poverty lines from various countries are assembled. 
Second, these poverty lines are converted from LCUs into 
a common currency, the US dollar. Third, an international 
poverty line is derived as some function of the national 
poverty lines expressed in terms of the US dollar. The 
guiding philosophy has been to choose an international 
poverty line that is “representative” of the poverty lines of 
low-income countries. Once the value of the international 
poverty line is determined, it can be converted into LCUs 

coordinated the overall program, with various international agencies 
managing the regional programs. The Asian Development Bank was 
entrusted with the role of coordinating agency for the ICP in Asia 
and the Pacific (ICP Asia Pacific). ADB established the ICP Regional 
Office in its Economics and Research Department to manage ICP 
Asia Pacific.

Box 2.1  The International Comparison Program: A Brief History

Box Table 2.1  The International Comparison Program over the Years

ICP Phase
Benchmark

Year

Number of 
Participating 
Economies

Participation of the Asian and Pacific 
Region

1 1970 10 India and Japan
2 1973 16 India, Islamic Republic of Iran, Japan, 

Republic of Korea, Malaysia, and 
Philippines

3 1975 34 India, Islamic Republic of Iran, Japan, 
Republic of Korea, Malaysia, Pakistan, 
Philippines, Sri Lanka, and Thailand

4 1980 60 Hong Kong, China; India; Indonesia; 
Japan; Republic of Korea; Pakistan; and 
Sri Lanka

5 1985 64 Bangladesh; Hong Kong, China; India; 
Islamic Republic of Iran; Japan; Republic 
of Korea; Nepal; Pakistan; Philippines; 
Sri Lanka; and Thailand 

6 1993 117 Bangladesh; Hong Kong, China; 
Indonesia; Japan; Republic of Korea; 
Lao PDR; Malaysia; Nepal; Pakistan; 
Philippines; Singapore; Sri Lanka; 
Thailand; and Viet Nam

7 2005 146 Bangladesh; Bhutan; Brunei Darussalam; 
Cambodia; People’s Republic of China; 
Fiji Islands; Hong Kong, China; India; 
Indonesia; Islamic Republic of Iran;
Lao PDR; Macao, China; Malaysia; 
Maldives; Mongolia; Nepal; Pakistan; 
Philippines; Singapore; Sri Lanka; 
Taipei,China; Thailand; and Viet Nam

Note: Although Japan and the Republic of Korea are part of Asia, in more recent 
years they have been included in comparisons of purchasing power under 
countries belonging to the Organisation for Economic Co-operation and 
Development.

Source: ADB (2007a), Table 1, p. 5.

Economic statisticians have understood for many years that 
international comparisons using exchange rates to convert economic 
data from the local currency of any given country to a reference 
currency such as the United States (US) dollar may be inappropriate. 
A major shortcoming of exchange rates is that they do not take into 
account differences in the domestic purchasing power of each local 
currency. 

Projects were set up as far back as the 1950s to  
examine the implications of bypassing exchange rates 
to compare activity levels across countries. In the early 
1950s, the precursor to the Organisation for Economic 
Co-operation and Development (the Organisation for European 
Economic Co-operation) produced PPPs for comparing economic 
variables from France, Federal Republic of Germany, Italy, United 
Kingdom, and the US. Several other experimental projects 
were undertaken during the 1960s in various regions, including 
Eastern Europe, Latin America, and Western Europe. The success 
of these projects led to the 1965 meeting of the United Nations 
Statistical Commission (UNSC), which is responsible for setting 
global statistical standards and priorities, and which discusses in 
some detail the problems inherent in exchange-rate comparisons. 
In 1968, UNSC recommended a project to be run by the United 
Nations Statistics Division (then known as the UN Statistics Office) 
from 1968 to 1971 to develop PPPs for a small group of countries 
(including only India and Japan from Asia). By taking into account 
the domestic purchasing power of currencies, the PPPs would enable 
improved international comparisons of economic aggregates such as 
gross domestic product (GDP) and price levels.

This project, run jointly with the University of Pennsylvania, became 
known as Phase 1 of the ICP and its results were released in 1975 
(Kravis et al. 1975). Box Table 2.1 describes the various phases, 
or rounds, of the ICP over the years. In the latest round for the 
benchmark year 2005, the scale of the project – with 146 participating 
economies from all geographic regions of the world – was far greater 
than all the previous phases of the ICP. The ICP Global Office, located 
in the Development Data Group of the World Bank, Washington, DC, 
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and used along with nationally representative household 
expenditure survey data to determine the magnitude of 
poverty in each country (where such data are available).

Crucially, the conversion of national poverty lines 
from LCUs into the US dollar, as well as the conversion of 
the international poverty line into LCUs, is not undertaken 
using market exchange rates. Instead, PPPs for household 
consumption, or consumption PPPs for short, are used. As 
noted earlier, PPPs can provide a better basis than market 
exchange rates for comparing the local purchasing power 
of various currencies. In particular, market exchange rates 
can suffer from a “traded sector bias” whereby they are 
influenced by the prices of traded goods across countries, 
but not the domestic prices of nontraded goods (Anand and 
Segal �008). In this way, PPPs are an essential ingredient 
in what is by far the most commonly used international 
poverty line in the world, the $�-a-day poverty line. This 
connection extends, of course, to the $�-a-day poverty 
line.

A concrete illustration of the method used in deriving 
the $�-a-day poverty line based on PPPs from the �99� 
round of the ICP can be useful in fixing ideas. This poverty 
line was derived by Chen and Ravallion (�00�) as follows. 
First, national poverty lines were compiled from various 
parts of the world.�0 These were converted into US dollars 
using PPPs for consumption based on the �99� round of the 
ICP. Second, the median of the lowest �0 national poverty 
lines was selected as the $�-a-day poverty line. While the 
median value was not exactly $� – it was $�.08 in �99� 
PPP dollars – the term “dollar a day” (or “$� a day”), 
originally adopted in �990 and derived using a similar 
though not identical approach, was retained. Finally, the 
$�.08 was converted into �99� LCUs using consumption 
PPPs. Applied to household expenditure survey data, it 

�0	 The	national	poverty	lines	should	reflect	�993	prices.	Since	the	available	
national	poverty	lines	may	not	be	based	on	�993	prices,	they	need	
to	be	adjusted.	Local	CPIs	were	used	for	making	the	adjustment.

is an easy task to derive estimates of poverty comparable 
across countries. 

It is also easy to show why the actual value that 
PPPs take is so crucial for poverty estimates. Table �.� 
shows two Asian countries for which survey data on 
household expenditures were available for �99�. Using the 
consumption PPPs from the �99� ICP (column �), these 
PPP values can be used to convert $�.08 into LCUs.�� The 
resulting number, provided in column �, represents the 
value of the $�-a-day poverty line in LCUs. This number 
can now applied to data on household expenditures 
to determine the percentage of the population with 
expenditures below the $�-a-day poverty line (column �), 
as well as the number of $�-a-day poor (column �). What 
if the PPPs took a different value from those reported in 
column �? For illustrative purposes, let us consider what 
happens if the PPPs for these two countries were raised 
by �0% (but keeping the monetary value of the $�-a-day 
poverty line at $�.08). Quite naturally, the local currency 
value of this poverty line would rise. The result would 
be an increase in poverty. The last two columns describe 
the resulting difference in the poverty rate, or headcount 
ratio, and magnitude of poverty, respectively. As may be 
seen, the former increases by almost 6 percentage points 
in the two countries while the latter shows an increase of 
between 7 million and �� million people to the ranks of 
the $�-a-day poor.

As can be gathered from the foregoing discussion, 
PPPs are an essential ingredient in deriving the $�-a-day 
poverty line and, by extension, the poverty estimates based 
on it.

��	 The	household	expenditure	survey	need	not	be	for	�993.	For	example,	
suppose	we	would	like	to	estimate	the	number	of	poor	living	on	less	
than	$�.08	(in	�993	prices)	using	household	expenditure	survey	data	
for	Bangladesh	from	200�.	All	that	needs	to	be	done	is	to	adjust	the	
local	currency	value	of	$�.08	in	�993	(T�3.�2)	by	the	cumulative	rate	
of	inflation	registered	in	Bangladesh	between	�993	and	200�.	Using	
the	CPI,	this	would	give	us	a	poverty	line	of	T26.34	(T�3.�2	multiplied	
by	cumulative	inflation	of	�.92	between	�993	and	200�).

Table	2.2  Changes in Poverty Estimates Based on Different Purchasing Power Parities

Country

Based on $1-a-day Poverty Line ($1.08 per day in 1993 PPP) Difference in 
Headcount Index 

(percentage 
points)

Difference in 
Magnitude 
(millions)

1993 Consumption PPP Adjusted 1993 Consumption PPP

PPP
$1-a-day Poverty 

Line (LCU)
Headcount 
Index (%)

Magnitude 
(millions)

PPP
$1-a-day Poverty 

Line (LCU)
Headcount 
Index (%)

Magnitude 
(millions)

PPP vs Adjusted 
PPP

PPP vs 
Adjusted PPP

(1) (2) = 1.08 x (1) (3) (4) (5) = (1) x 1.1 (6) = 1.08 x (5) (7) (8) 9 = (7) - (3) 10 = (8) - (4)
Indonesia	 63�.6� 686.�0 ��.4 32.6 699.22 ���.�� 23.� 43.2 �.� �0.6
Pakistan	 8.2� 8.93 ��.9 �3.9 9.�0 9.83 ��.8 20.8 �.9 6.9

LCU	=	local	currency	unit;	PPP	=	purchasing	power	parity.	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates;	World	Bank	PovcalNet	data.
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2.3	 Criticisms	of	the	$1-a-day	Poverty	Line	

The approach used to derive the $�-a-day poverty line, 
and thus the corresponding poverty estimates, is not 
without criticism. Deaton (�00�) and Reddy and Pogge 
(�00�) provide comprehensive accounts of various issues. 
Broadly, there are two distinct reasons why analysts have 
criticized the $�-a-day poverty line and poverty estimates. 
One reason has to do with the approach used to define 
the line. In particular, it is argued that procedures such as 
choosing the median value of a given set of national poverty 
lines as representative of an international poverty line are 
arbitrary. According to this line of thinking, a meaningful 
international poverty line must be based at the outset on 
“an internationally agreed-upon set of income dependent 
capabilities which an individual ought to be able to afford 
in order to be deemed nonpoor” (Reddy �00�). Moreover, 
such a poverty line would also vary by demographic 
characteristics of households. Internationally comparable 
estimates of poverty would then entail determining in each 
country the specific resources for acquiring the agreed-on 
capabilities/bundle of goods and services, paying attention 
to demographic characteristics of households. It may be 

noted that such an approach could make PPPs redundant 
to the generation of international estimates of poverty. 
A slight variant of this approach, however, still requires 
PPPs. Box �.� discusses such a variant – the approach of 
Kakwani (�007). As the box indicates, Kakwani computes 
an international poverty line in a manner that is closer in 
spirit to the approach suggested by Reddy than that used in 
constructing the $�-a-day line. However, PPPs are still an 
important ingredient in executing Kakwani’s approach.

The second criticism is perhaps less fundamental but 
nevertheless as important. It has to do with the PPPs used in 
converting national poverty lines into a common currency 
(the second step in deriving the $�-a-day poverty line as 
discussed in Section �.� above), and in converting the 
international poverty line expressed in a common currency 
into local currencies (the final step). As noted above, PPPs 
used for this purpose have been the consumption PPPs. 

More specifically, there are two features of 
consumption PPPs that can make it inappropriate to use 
for poverty-related comparisons. First, they are weighted 
averages of commodity-specific price relatives with 

Box 2.2  Basics of the “$1-a-day” Poverty Line

The “$1-a-day” international poverty line was introduced in the 
World Development Report 1990: Poverty (World Bank 1990). The 
methodology used in setting this poverty line is described in detail 
by Ravallion, Datt, and van de Walle (1991). The authors began by 
compiling national, but not necessarily official, poverty lines for 33 
countries, both developing and industrialized. These poverty lines 
were converted from local currencies into a common currency, the 
United States (US) dollar. However, rather than use official or market 
exchange rates to carry out this conversion, the three authors used 
purchasing power parities (PPPs) based on the 1985 round of the 
International Comparison Program (ICP). They found that a poverty line 
of $31 a month at 1985 PPPs was representative of the poverty lines 
of the sample low-income countries. 1 In fact, this poverty line was 
shared, to the nearest dollar, by six sample countries (Bangladesh, 
Indonesia, Kenya, Morocco, Nepal, and United Republic of Tanzania). 
Two other sample countries had poverty lines that were very close 
to this figure (Pakistan and the Philippines). In time, the term “$1-
a-day poverty line” – a “rhetorical masterstroke” according to some 
researchers – came to be used. 

In 1993, the ICP provided more comprehensive price data 
(covering 110 countries versus 64 and a larger set of commodities 
than in 1985), based on which the World Bank’s Data Group 
estimated new PPPs. Since the 1985 and 1993 sets of PPPs 
are based on noncomparable price and commodities data, the 
conversion of $1 from 1985 PPP to 1993 PPPs could not be 
done by simply applying the inflation rate in the US between 
1985 and 1993. Instead, Chen and Ravallion (2001) updated 

1  The poverty line of $31 a month was later recomputed as $30.42 in 1994.
Sources: Ravallion, Datt, and van de Walle (1991); Chen and Ravallion (2001); and Ravallion, Chen, and Sangraula (2008).

the international poverty line on the basis of a methodology similar to 
that used for computing the original poverty line. The $1-a-day 
poverty line was established at $1.08 per person per day, or $32.74 
per person per month, in 1993 PPPs. This represented the median of 
the lowest 10 poverty lines within the set of countries used originally. 
For convenience, the $1.08-a-day poverty line in 1993 PPP prices 
continues to be referred to as the $1-a-day poverty line.

With the release of the new PPPs based on the 2005 round of the 
ICP, a far more significant update to the $1-a-day poverty line has 
been proposed (Ravallion, Chen, and Sangraula 2008). The three 
authors start with a compilation of 75 national poverty lines spanning 
the period 1990–2005. These national poverty lines are converted 
from local currency units into international dollars using 2005 ICP 
consumption PPPs.

Guided by the philosophy that the $1-a-day poverty line should be 
“chosen to be representative of the poverty lines found amongst poor 
countries,” Ravallion, Chen, and Sangraula (2008) use a regression 
framework to estimate the expected value of a poverty line for a 
reference group of 15 countries with private consumption expenditures 
per capita of less than $60 per month (in 2005 consumption PPPs). 
Two countries from developing Asia are included in the reference 
group, Nepal and Tajikistan. The remaining are from sub-Saharan 
Africa. The median poverty line of this reference group is $38.51 per 
month, or $1.28 per day. Based on the regression analysis, however, 
a poverty line of $1.25 in 2005 consumption PPPs is proposed.
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weights that do not adequately represent the consumption 
patterns of the poor. Second, they are based on prices of 
commodities that are unlikely to be representative of the 
consumption baskets of the poor.�� Given the focus of this 
chapter, it is important to discuss the issues surrounding 
the PPPs in more detail. 

�2	 There	are	other	 issues.	For	example,	 it	has	been	argued	 that	 the	
aggregation	methodology	used	does	not	offer	a	direct	comparison	
of	a	fixed	basket	of	goods	and	services	consumed.	Additionally,	the	
PPPs	used	are	not	consistent	in	their	temporal	movements	between	
benchmarks.	 For	 an	 excellent	 summary	 of	 these	 points,	 see	 the	
individual	contributions	to	UNDP	(2004).

2.4	 Purchasing	Power	Parities	for	International	
Poverty	Comparisons

As noted earlier, PPPs facilitate the comparison of economic 
variables across countries. Out of the various PPPs 
available, what is important is that the most appropriate 
PPP for the particular comparison on hand be chosen. For 
example, it would be inappropriate to use the GDP-level 
PPP for the purpose of comparing total expenditure on 
food or housing. Similarly, if the particular comparison to 
be made concerns the extent of poverty across countries 
based on a given monetary poverty line, the PPP chosen 

Kakwani (2007) notes that while the basic principle underlying an 
absolute poverty line is that it should reflect the cost of achieving 
basic human needs, the $1-a-day international poverty line does not 
reflect the cost of achieving any kind of basic human need. Noting 
that a basic human need is the capability to be adequately nourished, 
Kakwani computes an international poverty line based on the food 
requirement that ensures an adequate calorie intake. 

Food Poverty Line
Kakwani uses the basic needs approach to construct the food poverty 
line. Using data from the Food and Agriculture Organization of the 
United Nations (FAO), he compiles average calorie requirements, 
per person per day, for 19 countries including four Asian ones 
(Bangladesh, India, Lao PDR, and Nepal). For example, the average 
requirement is 2,080 calories per person per day in Bangladesh. 
Next, the average cost of acquiring a calorie is needed. However, 
obtaining this cost is not straightforward. In particular, the cost of 
calories can be expected to rise with incomes – richer households 
are not only likely to get their calories from more expensive types of a 
given food item, they can also be expected to be purchasing higher-
quality food items. Thus we need to know the cost of a calorie for the 
typical poor person. The difficulty appears because we do not know 
who the poor are.

To get around this problem, Kakwani employs household 
expenditure survey data from Bangladesh. Using information 
on expenditures and quantities on each food item consumed 
by households in the 19 countries, he computes the average 
expenditure on and average quantity consumed of each food item 
by quintile groups. (The quintile groups are defined in terms of 
per capita expenditures.) Given information on the caloric value of 
the food items, Kakwani is able to determine the average cost of 
a calorie for each quintile group (total food expenditures divided 

by total calories). As the table shows, people in Bangladesh belonging 
to the first quintile spend on average T7.62 on food in order to obtain 
1,000 calories. Reflecting the tendency for higher income groups 
to consume more expensive calories, the average cost of calories 
increases across quintile groups.

Defining the first quintile group as a reference group, the average food 
poverty line for Bangladesh can now be defined as T15.85 per person 
per day (7.62 x 2,080/1,000). Using the local consumer price index, 
this food poverty line can be converted into 1993 takas. Finally, the 
1993 purchasing power parity (PPP) conversion of T12.7/$1 yields a 
food poverty line of $0.85 per person per day. 

Kakwani argues that the average cost of a calorie for the lowest 
quintile in low-income countries such as Bangladesh ($0.41 per 
1,000 calories) can be carried over to define a food poverty line for 
other countries. For example, the food poverty line in Nepal, where 
the average calorie requirement is 2,120 according to FAO sources, 
is computed as $0.87 in 1993 PPPs ($0.41 x 2,120/1,000). The 
food poverty line can be similarly computed for other countries.

Nonfood Poverty Line
Kakwani proposes a simple nonparametric approach to calculate 
the nonfood poverty line for each country. In particular, he suggests 
calculating the nonfood poverty line as the average per capita 
expenditure on nonfood items of households whose per capita 
expenditures on food are between 95% and 105% of the food poverty 
line. As before, conversions to and from local currency units to a 
common currency are based on PPPs. The table presents selected 
food and nonfood poverty lines, as well as total poverty lines, for the 
four Asian countries considered by Kakwani.

Box Table 2.3.1  Cost per 1,000 Calories in Bangladesh
Quintiles Taka in 2000 1993 PPP $

1 7.62 0.41
2 9.78 0.52
3 11.47 0.61
4 13.81 0.74
5 19.15 1.02

PPP = purchasing power parity.
Source: Kakwani (2007), Table 3.

Box Table 2.3.2  Nutrition-based Poverty Line

Countries
Calorie Requirement 
(per person per day)

Poverty Line in 1993 PPP $
Food Nonfood Total

Bangladesh 2,080 0.85 0.38 1.23
India 2,140 0.88 0.41 1.29
Lao PDR 2,000 0.82 0.28 1.10
Nepal 2,120 0.87 0.34 1.21

PPP = purchasing power parity.
Source: Kakwani (2007), Table 4.

Box 2.3 An Alternative Approach to Estimating an International Poverty Line
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should ideally reflect the purchasing power of different 
currencies vis-à-vis the goods and services consumed by 
the poor.

The general practice of the World Bank in deriving 
its global poverty estimates, as noted above, is to convert 
an international poverty threshold into national currency 
units using PPPs for the consumption aggregate of the 
national accounts. How appropriate are these PPPs? To 
answer this question, it is helpful first to consider some 
of the mechanics of how PPPs are computed, especially 
consumption PPPs. 

There are essentially four major aspects to PPP 
compilation. (Appendix � describes in more detail how 
PPPs for consumption are compiled.) First, it is necessary 
to determine a basket of goods and services appropriate 
for the purpose of PPP computation. Second, the chosen 
basket needs to be priced (step � in Figure �.�). Third, PPPs 

need to be generated at the “basic heading” level – i.e., a 
grouping of closely related products, for example, various 
varieties of rice or types of garments (step � in Figure �.�). 
In the �005 ICP, basic heading PPPs were generated 
using the country-product-dummy (CPD) method (see 
Appendix � for details.) Table �.� lists some selected basic 
heading groups used in the �005 ICP Asia Pacific and in 
this chapter, as well as the number of individual products 
that constitute these (Appendix � provides a complete 
list). Finally, basic heading PPPs must be aggregated to 
generate the final set of PPPs (step � in Figure �.�). In the 
�005 ICP, basic heading PPPs were aggregated into final 
PPPs using the Eltetö-Köves-Szulc (EKS) index number 
method (see Appendix � for details). Crucially, the process 
of aggregation involves an appropriate set of expenditure 
weights. In particular, the weights should accurately reflect 
the relative importance of basic heading groups of products 
in consumption.

BH = basic heading; CPD = country-product-dummy; EKS = Eltetö-Köves-Szulc; PPP = purchasing power parity. 
Note: The consumption PPPs and ICP PPPs reported in this chapter are based on 106 basic heading groups of commodities. See Section 3.1 for details.
Source: Authors.

Country
PPP

Basic Heading 1:
Rice

Basic Heading 2:
Other Cereals 

Rice

Coarse Rice

Premium Rice

Other Cereals

Wheat Flour

Oats

…
…
…

Other Services
Basic Heading 106:

Other Services 
BH106
Weight 

Basic Heading
Weights 

…
…
…

…
…
…

CPD Method
(weights not used)

EKS Method
(weights used)

BH1
Weight 

BH2
Weight 

Step 3. Generate Final PPPsStep 1. Collect Prices Step 2. Generate
Basic Heading PPPs 

Figure 2.1  Steps in Compiling Purchasing Power Parities
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Potential problems with using consumption PPPs 
for international poverty comparisons arise on account 
of almost each of these aspects of PPP compilation. First, 
the baskets of goods and services used in constructing 
the consumption PPPs are unlikely to be identical to the 
basket of goods and services consumed by the poor. In the 
�005 ICP Asia Pacific, a total of 656 goods and services 
were included in the item list to cover the household 
consumption aggregate (more technically known as 
individual consumption expenditure by households; see 
Appendix Table �.�).�� These goods and services are 
unlikely to be representative of the consumption of the 
poor. In order to maintain a level of comparability across 
all the �� economies participating in the �005 ICP Asia 
Pacific, which included high-income economies like 
Hong Kong, China and Singapore, and at the same time to 
ensure representativity of the consumption of the general 
populations of the �� economies, the products included in 
the list were generally of higher quality and may not be 
relevant to the consumption of the poor in the participating 
economies. For example, umbrellas were one of the many 
items priced in the �005 ICP Asia Pacific. The specifications 
were for a top-quality folding umbrella with a push-button 
mechanism for opening. It is debatable whether a poor 
person would actually buy such an umbrella. (More likely, 
they would go for a standard nonfolding umbrella with a 
manual mechanism for opening.) 

Second, even when a product of a given quality 
is likely to be consumed by both the poor and nonpoor, 
where the product is priced may vary. For example, a food 
product purchased in an air-conditioned supermarket with 

�3	 Not	all	items	were	priced	in	all	the	economies	and	not	all	items	were	
considered	representative	in	all	the	economies.	

parking facilities may well cost more than one purchased 
in a fresh-produce market on account of the fact that the 
former prices may include costs of air conditioning and 
parking services. The poor are much more likely to make 
their purchases in the latter type of retail outlets; thus 
the prices that matter for them are the ones quoted there. 
The use of national average prices in the construction of 
consumption PPPs, which include price data from outlets 
that are not generally used by the poor, may overstate the 
prices paid by the poor. Conversely, the poor typically 
make purchases in small quantities. If discounts for bulk 
purchases are available (or even slightly lower prices for 
standard-size purchases) it may well be the case that the 
poor may pay higher per unit prices for their purchases.�� 

Finally, the values of PPPs may vary significantly 
with the expenditure weights used to aggregate the 
various relative prices. The weights used for constructing 
consumption PPPs are drawn from the national accounts 
and, therefore, are likely to represent the expenditure 
patterns of the general population rather than those of the 
poor. For example, it is well recognized that the expenditure 
share of food decreases with a rising income level and that 
a large share of expenditure is spent on necessities by the 
poor. 

Do the weights used in the computation of PPPs for 
the �005 ICP Asia Pacific adequately represent the purchase 
patterns as reflected by the budget shares of the poor? 
Figure �.� presents expenditure shares, or weights, for food 
and nonalcoholic beverages in �6 countries. Expenditure 
weights are provided for two different population groups 
in each country. The first is based on national accounts 
weights, i.e., these weights are drawn from the national 
accounts and refer to the whole population in the country.�5 
The second weight is drawn from household expenditure 
survey data and is based on the expenditure patterns of 
individuals in the bottom �0% of the distribution of per 
capita expenditures. While the overlap between these 
individuals and those who are “poor” in terms of a given 
absolute poverty line is unlikely to be perfect, the bottom 
�0% should capture the expenditure patterns of the poor 
better than the expenditure patterns of the entire population 
for any reasonable poverty line.

The expenditure shares presented in Figure �.� 
exhibit some important patterns that are consistent with 
prior expectations on spending patterns of the poor versus 
those of the general population. As expected, the poor 

�4	 Musgrove	and	Galindo	(�988);	Fabricant,	Kamara,	and	Mills	(�999);	
Rao	(2000);	and	Attanasio	and	Frayne	(2006)	are	a	few	studies	that	
focus	on	this	issue.	

��	 The	 national	 accounts	 weights	 are	 obtained	 by	 consolidating	 the	
corresponding	basic	headings	within	the	200�	ICP	Asia	Pacific.

Table	2.3	 Selected Basic Headings from the  
International Comparison Program

Basic Heading Group Number of Products
Rice �9
Poultry 9
Fresh	or	frozen	fish	and	seafood ��
Fresh	or	chilled	vegetables ��
Confectionery,	chocolate,	and	ice	cream �
Garments �4
Maintenance	of	the	dwelling 6
Major	household	appliances �3
Pharmaceutical	products 3�
Medical	services 6
Motor	cars �
Bicycles �
Passenger	transport	by	road 6
Postal	services 2
Audiovisual,	photographic	and	computer	equipment ��
Garden	and	pets �
Newspapers,	books,	and	stationery 8
Package	holidays 4
Education 6
Jewelry,	clocks,	and	watches 6

Source:	 ADB	(200�a).
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– defined here to be the bottom �0% – tend to spend a 
significantly larger share of their outgoings on food and 
nonalcoholic beverages. For example, the shares of food and 
nonalcoholic beverages are 65.6% and 5�.�%, respectively, 
for the poor and for the general population in Bangladesh. 
More generally, the expenditure weights presented in 
Figure �.� show systematic and significant differences in 
the purchase patterns of the general population and the 
bottom �0% of the population. The general observations 
made here also apply to other basic headings, in general 
implying that the numerical values of the PPPs derived 
could be significantly affected by the choice of the weights 
used (see Appendix �). 

In summary, a variety of reasons may make 
consumption PPPs inappropriate for the purposes of 
international poverty comparison. A more appropriate set 
of PPPs would likely be based on prices of the goods and 
services that the poor consume, collected at retail outlets 
frequented by them, and on expenditure weights that 
reflect the importance attached to different commodities 
and commodity groups by the poor in different countries.

 

3.	 Compiling	Poverty	Purchasing	Power	
Parities:	Methodological	Issues	and	
Key	Steps

The practice of using consumption PPPs for international 
comparisons of poverty implies that the PPPs are derived 
using a product list and associated prices that may not be 
representative of products consumed by the poor and of 
the prices paid by them. Additionally, the consumption 

PPPs are computed by aggregating relative prices (or to be 
more precise, basic heading PPPs) using the expenditure 
patterns from the national accounts, i.e., they reflect the 
expenditure patterns of the general population and not 
necessarily the poor. 

What impact do these practices have on the resulting 
PPPs (and ultimately, estimates of poverty)? Pricing 
higher quality products may not pose a major problem if 
the relative levels of prices of items included in the ICP 
list are similar to the relative levels of prices of items that 
are commonly consumed by the poor. For example, if good 
quality rice costs Rs�5 in India and RM� in Malaysia, then 
this implies a PPP of Rs7.5/RM� on the basis of such rice. 
If at the same time, a much inferior quality rice costs Rs7.� 
in India and RM� in Malaysia, then the PPP for that rice 
is Rs7.�/RM�. In this case, even though the better rice is 
not representative of the consumption of the poor, the PPP 
based on this item is a reasonable approximation to the 
PPP based on the inferior rice. Ultimately, the issue is an 
empirical one that can be answered by comparing PPPs 
compiled using different approaches.

Addressing the issue of the weights used to 
aggregate relative prices into PPP’s – i.e., switching from 
expenditure shares from the national accounts to those that 
reflect expenditure patterns of the poor – is in principle 
straightforward if one has access to nationally representative 
household expenditure survey data. In practice, however, it 
is technically and computationally quite challenging. First, 
the products from the ICP product list need to be matched 
with those listed in household expenditure survey data 
from individual countries. As noted in Dupriez (�007), 
the task is formidable given, among other things, the wide 
variance in product coverage across countries and relative 
to the ICP product list, the poor quality of documentation 
of some countries’ household expenditure surveys, and 
data outliers. Second, once a match is made, it may seem 
straightforward to compute the expenditure shares of 
different population subgroups including the poor; but 
how exactly does one define the poor? This is not a trivial 
question, as noted in Deaton (�006). We return to this issue 
in Section �.�.

Addressing the implications of compiling PPPs 
based on the ICP product list as opposed to a product 
list that captures expenditure patterns of the poor is, in 
general, technically and computationally less challenging. 
But in some ways it is more difficult to tackle. It requires 
developing a product list that reflects the consumption 
patterns of the poor in each country. It also requires 
additional surveys of retail outlets for pricing the product 
list in each country. 

Sources: Staff estimates; ADB (2008a).
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Given the overall challenges associated with 
compiling alternative sets of PPPs for the purpose of 
poverty comparisons – i.e., technical, organizational, and 
financial – a Poverty Advisory Group (PAG) established by 
the Global Office of the �005 ICP grappled with the most 
practical way to proceed (see Box �.� for some details on 
the PAG and its final recommendations).

While the PAG generally acknowledged that both the 
items priced and the weights used would have a bearing on 
poverty PPPs, it considered the use of incorrect weights 
to aggregate price data the more immediate problem to 
be addressed. Accordingly, the PAG recommended a 
methodology for compiling PPPs based on weights that 
incorporated the expenditure patterns of the poor. The 
methodology is being considered by the World Bank 
and may form the basis of a new set of internationally 
comparable poverty estimates based on updated $�-a-day 
and $�-a-day poverty lines, and is expected to be released 
in the second half of �008. 

In Section �.�, we consider the issue of how household 
expenditure survey data can be used to determine the 
expenditure patterns of the poor using the methodology 
suggested by the PAG. As noted above, the key difficulty 
here is the ambiguity about who exactly the poor are. 

In Section �.�, we then consider the possibility that 
the ICP product list may be inappropriate for computing 
poverty PPPs. In doing so, we draw on a special study 
carried out in �6 developing member countries of ADB 
(ADB �008a). The study, carried out by the Regional 
Office of the �005 ICP Asia Pacific at ADB in partnership 
with the national statistical agencies of the �6 participating 

countries, conducted price surveys specifically for 
determining how prices from a product list designed to 
capture the expenditure patterns of the poor would affect 
PPPs. Key aspects of the study, including the results of 
the price surveys, are described. Box �.� provides a brief 
background to the ADB study.

3.1	 Purchasing	Power	Parities	Based	on	
Expenditure	Patterns	of	the	Poor

As noted earlier, in so far as PPP estimates are used for 
the purpose of converting national poverty lines into an 
international poverty line and vice versa, they should 
be based on prices aggregated using expenditure shares 
that reflect the consumption patterns of the poor. This 
is precisely where nationally representative household 
expenditure survey data are indispensable. Since these 

Box 3.1  Recommendations of the Poverty Advisory Group for the Compilation of Poverty Purchasing Power Parities

At the inception stage of the 2005 round of the International 
Comparison Program (2005 ICP), it was generally recognized that 
support for the ICP would be enhanced if its results could help 
improve the methodology for measuring the incidence of poverty 
in different regions with the use of international poverty lines. The 
Global Office of the ICP at the World Bank brought a small group 
of international experts together to form the Poverty Advisory Group 
(PAG), which provided guidance and helped set the direction for the 
work of compiling purchasing power parities (PPPs) for international 
comparisons of poverty. 

The PAG considered the current practice of simply using PPPs for the 
consumption aggregate of the ICP as inadequate for the purpose of 
generating internationally comparable estimates of poverty. The PAG 
discussed the main issues regarding the ICP consumption PPPs in 
terms of their commodity coverage and the use of national average 
weights in deriving the PPPs. 

While the PAG generally acknowledged that both the items priced 
and the weights used could have an important bearing on PPPs, it 
considered the use of incorrect weights to aggregate price data the 
more immediate problem. Given time and financial constraints, the 
PAG recognized that it would not be feasible to conduct separate 
poverty-specific price surveys during the 2005 ICP. Further, the PAG 
was uncertain about the magnitude of the difference that would be 
generated if ICP price data were to be substituted for price data from 
poverty-specific baskets of goods and services. 

After carefully assessing the current approach of using consumption 
PPPs generated by the ICP for generating internationally comparable 
estimates of poverty, and taking into account what would be feasible 
within the global 2005 ICP, the PAG recommended a methodology for 
compiling poverty-related PPPs. It has the following elements:

(i) The price data for poverty PPPs would be the same as those 
used for the ICP. Therefore, the basic heading PPPs generated 
from the ICP work would be used for computing the poverty 
PPPs.

(ii) The weights used in computing the poverty PPPs would be 
based on the expenditure weights of those households whose 
expenditure is around the poverty line.

(iii) The aggregation methodology used would be the same as 
that used for the ICP, i.e., the Eltetö-Köves-Szulc method for 
aggregation above the basic heading level.

Although the recommended method appears to be a simple variation 
of the current ICP methodology, its implementation is complex 
because it requires the expenditure shares of the poor as weights. 
More specifically, the complexity arises because it is unclear how 
the poor should be defined. Given that the PPPs are ultimately used 
to define a poverty line, and thus the poor, there is a circularity that 
needs to be dealt with. Section 3.1 provides more detail on this 
issue.

Source: ADB (2008a).
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data record consumption expenditures (actual as well as 
imputed) from households, and sample households are 
chosen to capture the distribution of expenditures across 
the population, it should be a straightforward matter for 
computing the expenditure shares of the poor. But how are 
the poor to be defined? 

There is an implicit circularity here. The PPPs are 
being compiled for the purposes of identifying the poor 
in different countries. However, it is necessary to identify 
the poor first in order to derive meaningful PPPs! The 
approach taken is to use an iterative process along the lines 
of Pradhan et al. (�00�) and Deaton et al. (�00�) and as 
recommended by the PAG.�6 

Consider the task of determining the expenditure 
shares of the poor for computing PPPs for poverty using 
ICP prices. (The process for computing PPPs for poverty 
using poverty survey prices would be analogous.�7) The 
steps taken to derive the estimates used in this chapter are 
as follows.

Step 1. PPPs for the consumption aggregate of 
the national accounts must be compiled – i.e., the PPPs 
based on ICP prices and aggregated into PPP estimates 
using national accounts weights. Several points are worth 
noting. First, for purposes of comparability with PPPs 
for poverty using poverty survey prices (i.e., PS PPPs), 

�6	 Pradhan	et	al.	(200�)	examine	this	issue	in	the	context	of	setting	
a	poverty	line	for	Indonesia	whereas	Deaton	et	al.	(2004)	deal	with	
this	issue	in	the	context	of	deriving	PPPs	for	converting	poverty	lines	
in	India	and	Indonesia.

��	 The	main	difference	is	that	the	poverty	PPPs	based	on	poverty	survey	
prices	rely	on	46	basic	heading	groups	of	products.	As	explained	later,	
60	basic	headings	were	not	considered	to	be	particularly	relevant	to	
the	consumption	patterns	of	the	poor.

these consumption PPPs are based on data only from the 
�6 countries participating in the special study on poverty 
PPPs and not from all the �� economies that were part of 
the �005 ICP Asia Pacific.�8 Second, the PPPs are based 
on prices of products belonging to �06 basic heading 
groups and not ��0 basic headings used in the �005 ICP 
Asia Pacific.�9 Finally, all PPP calculations were carried 
out with the Malaysian ringgit as the reference country. 
These �6 country-based PPPs are presented in the first 
column of Table �.�. 

Step 2. An initial poverty line that represents a roughly 
comparable standard of living across countries must be 
adopted. This line may be obtained in several ways. Here, 
we first express national poverty lines of various years 
(column �) in terms of LCUs (column �). These national 
poverty lines should not necessarily be considered as 
“official” poverty lines of individual countries. Typically, 
even when official poverty lines exist, they vary within 
countries; for example, by rural versus urban sector and/or 
by region, province, or state. In such cases, the national 
poverty lines reported here are obtained by averaging the 
subnational poverty lines (using subnational population 
shares as weights). In addition, the national poverty lines are 

�8	 As	can	be	inferred	from	the	details	on	PPP	compilation	provided	in	
Appendix	�,	PPP	values	are	a	function	of	price	comparisons	across	all	
participating	countries;	changing	the	set	of	countries	in	PPP	compilation	
will	influence	the	value	of	the	resulting	PPPs.

�9	 Four	 basic	 headings	 were	 dropped	 given	 that	 information	 on	
expenditures	 on	 the	 corresponding	 products	 is	 not	 provided	 in	
household	expenditure	survey	data.	While	information	on	expenditures	
on	these	basic	heading	groups	is	available	for	the	general	population	
from	national	account	statistics,	it	was	not	considered	relevant	to	use	
these	expenditures	given	the	goals	of	the	study	considered	in	this	
chapter	–	 i.e.,	compilation	of	poverty-specific	PPPs	using	different	
approaches.	Appendix	2	provides	a	description	of	all	basic	headings,	
including	the	four	that	are	dropped	here.	

Box 3.2  Poverty-specific Price Surveys: A Brief Organizational History

As noted in Box 3.1, the Poverty Advisory Group, established to 
address the limitations of current purchasing power parities (PPPs) for 
estimating global poverty counts, recommended that poverty-specific 
PPPs be computed using International Comparison Program (ICP) 
price data but with weights representing the expenditure patterns 
of the poor.

Given the need to examine further the feasibility of conducting 
price surveys specifically for the poverty PPPs and impact these 
might have on such PPPs, the Regional Office of the 2005 
ICP Asia Pacific at the Asian Development Bank (ADB) made 
a decision to pursue a poverty-specific price survey approach. 
It did this after discussions of the issues involved both within 
the Regional Office and with the national price statisticians 

involved in the 2005 ICP Asia Pacific. This poverty PPP study received 
financial support from the Department for International Development of 
the United Kingdom and from internal ADB sources to conduct 
separate price surveys for poverty PPP work in participating 
countries.

Sixteen countries participated in the study. Based on the comparison 
of product lists deemed to be relevant to consumption patterns of 
the poor, the 16 countries were categorized into three subregions: 
the South Asian subregion comprising Bangladesh, Bhutan, Fiji 
Islands,1 India, Maldives, Nepal, Pakistan, and Sri Lanka; the 
Mekong subregion comprising Cambodia, Lao PDR, Thailand, and 
Viet Nam; and the East Asian subregion comprising Indonesia, 
Malaysia, Mongolia, and Philippines.

1  The Fiji Islands was included in the South Asian subregion for the similarity of products deemed to be relevant to the consumption patterns of the poor.
Source: ADB (2008a).
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not all in �005 prices. To express these in �005 prices, we 
use inflation adjustment factors based on country-specific 
CPIs (column �). The poverty lines are next converted into 
the reference currency (the Malaysian ringgit) using the 
PPPs of column �. Finally, in the spirit of the Chen and 
Ravallion (�00�) $�-a-day poverty line (i.e., $�.08 in �99� 
consumption PPPs), we simply choose the median value 
of the �5 poverty lines as our initial poverty line.�0 As 
may be inferred from the numbers in column 6 (or more 
directly from column 7), the median value of this poverty 
line is RM�.9�, or $�.�8 based on a conversion factor of 
�.�� obtained using the results of the global �005 ICP for 
consumption PPPs (World Bank �008).

Step 3. This initial poverty line of RM�.9� is 
converted into LCUs using the PPPs in column � of Table 
�.�.

Step 4. Individual countries’ household expenditure 
survey data can now be used to obtain the expenditure 
shares reflective of the expenditure patterns of the 
poor.�� The specific procedure used is to consider sample 
households lying in a fixed band around the initial poverty 
line (expressed in LCUs).

20	 The	national	poverty	line	of	the	Fiji	Islands	was	expressed	in	per	adult	
equivalent	terms.	We	therefore	considered	the	median	value	of	the	
remaining	��	national	poverty	lines.

2�	 We	are	extremely	grateful	 to	Olivier	Dupriez	of	 the	World	Bank	 for	
sharing	the	relevant	household	expenditure	survey	data.	As	noted	earlier,	
each	individual	consumption	expenditure	item	in	each	country	specific	
dataset	needs	to	be	mapped	into	one	of	�06	basic	headings.

Step 5. The expenditure shares 
are now combined with the �06 basic 
heading PPPs and aggregated using the 
Eltetö-Köves-Szulc (EKS) approach 
to obtain a new set of PPPs. Unlike 
the starting PPPs – i.e., the PPPs from 
column � of Table �.� above – these 
PPPs are based on aggregation of the 
basic heading PPPs using expenditure 
shares in step � above as opposed to the 
national accounts.

Step 6. Steps �–5 are repeated using 
the new set of PPPs. That is, the PPPs 
resulting in step � are used to convert the 
initial poverty line of RM�.9� into LCUs, 
to determine the sample households in a 
fixed band around the initial poverty line 
in LCUs, to calculate the expenditure 
shares based on these households, and 
to arrive at a new estimate of PPPs. 

Step 7. The iterative process is, 
in fact, continued until the resulting PPPs converge (or 
demonstrate oscillation within a narrow band). Table �.� 
provides some details on the iterative process including key 
parameter values. As can be seen from column �, between 
� and �0 iterations were required until either convergence 
or oscillation within a narrow band was achieved (column 
�). The last two columns present the starting and final 
PPPs. These are the subject of analysis in Section �.

Table	3.�  Deriving an Initial Poverty Line

Country

Consumption 
PPP  

(2005 RM)

Year of 
Poverty 
Line a

Monthly 
Poverty 

Line (LCU)

Inflation 
Adjustment 

Factor b
Monthly Poverty 

Line

Daily Poverty 
Line (2005 
RM PPP) Rank

(1) (2) (3) (4) (5) = ((3)/(4))/(1) (6) = (5)/30 (7)
Bangladesh �2.44 200� 806.� �.00 64.�9 2.�6 �2
Bhutan 8.89 2003 �40.4 0.9� 9�.�4 3.06 �
Cambodia �8�.8� 2004 64,60�.0 0.9� 86.�9 2.89 9
India �.�0 200� 408.8 �.00 �4.�2 �.82 �4
Indonesia 2,02�.�4 200� �29,�08.0 �.00 63.�4 2.�2 �3
Lao	PDR �,�96.49 2002 92,960.0 0.�3 �0.�9 2.36 �0
Malaysia �.00 200� ���.0 �.00 ���.00 �.�� 2
Maldives 4.�2 2003 4�6.3 �.00 96.3� 3.2� �
Mongolia 2�3.�9 2003 24,�43.0 0.89 ��0.00 3.6� 3
Nepal �2.62 2004 64�.3 0.94 �4.30 �.8� ��
Pakistan �0.06 200� 8�8.6 �.00 8�.3� 2.9� 8
Philippines ��.8� 200� �,��0.� �.00 98.�� 3.29 4
Sri	Lanka �9.0� 200� �,8��.0 �.00 9�.28 3.�8 6
Thailand 8.29 2004 �,242.0 0.96 ��6.�� �.22 �
Viet	Nam 2,8�2.04 2004 ��3,000.0 0.92 6�.�9 2.�� ��

LCU	=	local	currency	unit;	PPP	=	purchasing	power	parity;	RM	=	Malaysian	ringgit.
a	 For	countries	whose	national	poverty	line	spans	part	of	2	years,	e.g.,	India,	the	end	year	was	used	in	determining	

the	consumer	price	index	adjustment	factor.
b	 Inflation	adjustment	factor	is	based	on	consumer	price	index	data	from	IMF	(200�).	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates;	national	poverty	line	from	country	sources;	and	inflation	from	IMF	(200�).

Table	3.2  Starting and Final Purchasing Power Parities 
(2005 Malaysian Ringgit)

Country

Number of 
Iterations Status Starting PPPs Final PPPs

(1) (2) (3) (4)
Bangladesh 2 Convergence �2.44 �2.0�
Bhutan � Convergence 8.89 8.�3
Cambodia �0 Oscillation �8�.8� �98.��
Fiji	Islands � Convergence 0.�� 0.66
India 9 Convergence �.�0 �.33
Indonesia �0 Oscillation 2,02�.�4 2,009.00
Lao	PDR �0 Oscillation �,�96.49 �,893.06
Malaysia �0 - �.00 �.00
Maldives 2 Convergence 4.�2 4.��
Mongolia �0 Oscillation 2�3.�9 239.�9
Nepal �0 Oscillation �2.62 �2.�9
Pakistan 2 Convergence �0.06 9.��
Philippines 2 Convergence ��.8� ��.�2
Sri	Lanka �0 Oscillation �9.0� �8.0�
Thailand 2 Convergence 8.29 �.8�
Viet	Nam �0 Oscillation 2,8�2.04 2,�94.��

-	=	not	applicable.
PPP	=	purchasing	power	parity.
Source:	 Staff	estimates.
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3.2	 Poverty-specific	Price	Surveys	

The PPPs derived above incorporate the expenditure 
shares of the poor at the level of �06 basic headings of 
consumption. However, these expenditure shares are 
applied to basic heading PPPs that are themselves compiled 
using individual product prices from the ICP product list. 
The product list may not be particularly relevant in so far as 
the consumption of the poor is concerned. To remedy this, 
the special poverty-specific price surveys undertaken in �6 
countries in Asia and the Pacific enable us to determine 
what poverty PPPs would look like if they were based on 
the pricing of a product list defined especially in terms of 
the consumption of the poor. In what follows, we describe 
some important features of these poverty-specific surveys. 

3.2.1 Product Lists

Initial product lists consisting of roughly 50–60 items 
were prepared for each of the participating countries by 
country specialists. The specialists were guided by advice 
from poverty analysts, price statisticians, and household 

expenditure survey statisticians from their respective 
countries. 

The initial product lists showed clear patterns driven 
by subregional groupings of countries. Therefore, it was 
decided that a subregional approach would be adopted. 
Three subregions were considered, as shown in Table �.� 
below.

Deliberations on these product lists were used 
to finalize each country’s lists. Representatives from 
countries of the subregions reviewed their product lists and 
highlighted their lists’ salient features. The product lists 
and details of specifications of products to be priced were 
finalized. 

An important consideration in preparing the lists was 
the quality of the products that are commonly purchased 
by the poor. It was generally recognized that the quality 
would be inferior than the purchases of more affluent 
sections of the population. The typical purchase quantity 
was also considered. That the poor tend to purchase small 

Table	3.3  A Sample List of Products from the Poverty-specific Price Surveys

Basic Heading Product Name

South 
Asian 

Subregion
Mekong 

Subregion
East Asian 
Subregion Quality Quantity

Unit of 
Measure Package

Other 
Specifications Outlet

��0����
Coarse	#6	–	parboiled,	
��–�0%	broken

X 	 	
Coarse,	��–�0%	
broken	(medium	
quality)

� kilogram Loose Parboiled
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0����
Coarse	rice,	ordinary,	
loose	(a)	(subsidized)

X 	 	 Coarse,	ordinary � kilogram Loose
Subsidized;	Not	
parboiled

Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0����
Coarse	rice,	ordinary,	
loose	(b)	(not	subsidized)

X 	 	 Coarse,	ordinary � kilogram Loose
Not	subsidized;	
Not	parboiled

Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0����
Coarse	rice,	20–�0%	
broken,	not	parboiled

	 X 	
Coarse,	20–�0%	
broken	(medium	
quality)

� kilogram Loose Not	parboiled
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0����
Coarse,	>�0%	broken,	
not	parboiled

	 X 	
Coarse,	>�0%	
broken

� kilogram Loose Not	parboiled
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���� Glutinous	rice 	 X X Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

1101111 Count 6          

��0���2 Bajra	flour X 	 	 Low � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Beaten	rice	(Chira) X 	 	 Low �00 gram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Dahl	–	Kasari X 	 	 Low–medium 2�0 gram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Dahl	–	Musur/Lentil X 	 	 Low–medium 2�0 gram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Dahl	–	Split	peas X 	 	 Low–medium 2�0 gram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Maize	flour X 	 	 Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Sawtu X 	 	 Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2 Wheat	flour	–	loose 	 	 X Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2
Wholemeal	flour	(atta)	
(not	subsidized)

X 	 X Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

��0���2
Wholemeal	flour	(atta)	
(subsidized)

X 	 	 Low–medium � kilogram Loose 	
Open	markets;	Small	local	shops;	
Weekly	market	for	rural

1101112 Count 10          

Note:	 For	this	special	chapter,	the	South	Asian	subregion	comprises	Bangladesh,	Bhutan,	India,	Maldives,	Nepal,	Pakistan,	Sri	Lanka,	and	Fiji	Islands.	The	Mekong	subregion	comprises	
Cambodia,	Lao	PDR,	Thailand,	and	Viet	Nam.	The	East	Asian	subregion	comprises	Indonesia,	Malaysia,	Mongolia,	and	Philippines.	

Source:	 ADB	(2008a).
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quantities was usually cited as a reason why they may 
pay higher prices. The final consideration was the type 
of outlets where the poor generally make their purchases. 
General and fresh-produce markets, and small shop outlets, 
were considered typical sources of purchases. 

The final consolidated list based on the subregional 
lists had �55 products belonging to �5 basic headings 
identified in the �005 ICP Asia Pacific.�� A �6th basic 
heading, that pertaining to (imputed) rent, was added during 
PPP compilation. The information for this basic heading 
was drawn from national accounts statistics as used in the 
�005 ICP Asia Pacific study. The �6 basic headings and 
the �55 products (�56 including services from rentals) 
may be compared with a list of over 650 products covering 
�06 basic headings of household consumption considered 
for deriving the ICP-based PPPs compiled in Section �.� 
above. The participating countries felt that the remaining 
60 basic headings consisted of items that were not of major 
significance for purchases made by the poor. 

For purposes of illustration, a sample list of the 
poverty survey product lists is given in Table �.�. (The 
last column of Appendix � provides the full details of how 
many products constituted each basic heading as well as 
noting which basic headings were not considered for the 
poverty-specific price surveys.) Only six varieties of rice 
are included in the basic heading “rice” for poverty-specific 
price surveys (as opposed to �9 for the ICP basic heading 
for rice). The lower quality of the products included here 
is reflected in the quality specifications. Most of the rice 
items refer to the ordinary coarse variety that may have 
a high percentage of broken rice. An interesting feature 
of the list is the inclusion of two varieties of subsidized 
rice, which are common in some South Asian countries. 
The product list also indicates the regions where the given 
items are considered important from the perspective of the 
poor. The last column shows the outlets that are considered 
typical sources for the purchases of the poor.

In summary, there are significant differences between 
the �005 ICP carried out in the Asia and Pacific region and 
the poverty-specific price surveys in terms of the product 
lists, item specifications and characteristics, and outlets. 
Tables �.� and �.5 highlight further the differences. 

22	 The	number	of	products	priced	in	any	given	country	was	lower,	however.	
These	ranged	from	a	high	of	�4�	products	priced	in	India	to	8�	products	
priced	in	the	Lao	PDR.	These	numbers	may	be	compared	with	a	high	
of	�93	ICP	products	priced	in	Pakistan	to	3�3	ICP	products	priced	in	
the	Maldives.

Table �.� shows that the �005 ICP Asia Pacific 
price surveys target purchases made in larger quantities. 
However, it is not clear that the poor are likely to pay 
higher prices just because they make purchases in smaller 
quantities: a possible offsetting factor is that the poor tend 
to purchase from less expensive outlets. (A comparison of 
item-level prices from the two sets of surveys is presented 
in Section �.�.) 

Table �.5 shows differences in the quality of 
the products targeted for price surveys. Given such 
differences, one would expect that prices paid by the poor 
would be lower, reflecting the lower quality of the products 
purchased.

In order to guide price collectors, the product 
specification catalogs for both the �005 ICP Asia Pacific 
and the poverty-specific price survey provided photographs 
of the various products to be priced. As the photographs of 
rice reveal, differences in product quality, units of measure, 
and even packaging emerge. 

Table	3.4  Comparison of Sample Quantities in the 2005 ICP Asia 
Pacific and Poverty-specific Price Surveys

Product

Items Priced
2005 International Comparison 

Program Asia Pacific
Poverty-specific

Coarse	rice �0	kg �	kg
Beef,	nonspecific	cut �	kg 2�0	g
Chilies	–	dried,	red �00	g �0	g
Candle �	piece	from	a	pack	of	4–6	candles �	piece

Source:	 ADB	(2008a).

Table	3.�  Comparison of Sample Qualities in the 2005 ICP Asia Pacific 
and Poverty-specific Price Surveys

Product

Items Priced
2005 International Comparison 

Program Asia Pacific
Poverty-specific

Rice Coarse,	brown,	white,	premium Coarse,	ordinary
Meats Choice	cuts,	nonspecific	cut Nonspecific	cut
Vegetables Good	quality Low	quality
Wine Table	wine,	premium,	native	wine Native	wine
Bicycle Good	quality	with	additional	

features
Cheap	quality	and	basic	features

Frying	pan Stainless	steel,	Teflon	finish Aluminum	with	natural	finish
Garments Local	popular	brand,	medium	

quality
Cheapest	brand,	low	quality

Towel “Top	quality”	and	close	to	�00%	
cotton

“Cheap	quality”	and	composed	of	
coarse	cotton	with	a	thread	count	of	
40	to	�0

Umbrella “Top-quality”	folding	with	push	
button	mechanism	for	opening	

“Low-quality,”	nonfolding	and	having	a	
manual	mechanism	for	opening

Source:	 ADB	(2008a).
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3.2.2 Survey Framework

The following were the key elements of the survey 
framework for collecting prices proposed to the �6 countries 
participating in the special study on poverty PPPs.��

i.	 Stratification	 of	 the	 population. As the survey 
needed to capture the purchases made by the poor in 
rural and urban areas, a stratified sampling approach 
with stratification based on rural and urban areas as 
well as by regions or states of the country at large 
was recommended.

ii.	 Sampling	 frame	 of	 outlets	 within	 each	 stratum. 
The sampling frame was to cover all relevant outlets 
specific to the poor. Depending on the product, the 
frame was to cover different types of markets and 
outlets including open markets, fresh-produce 
markets, small retail shops, and weekly markets.

iii.	 Sampling	 designs A self-weighting design with 
the number of price quotations collected from retail 
outlets reflecting the volume of transactions was 
recommended. To the extent that the volume of 
transactions depends on the number of poor, it is 
possible to derive national average prices by taking 
simple averages of the price quotations. However, if 
a simple random sample of prices was collected from 
different regions and outlets, it was recommended 
that a weighted average with weights proportional 
to the quantities purchased from the outlets be 
employed to derive national average prices. 

23	 Given	 the	 timing	 of	 the	 poverty	 PPP	 study	 and	 finalization	 of	 the	
product	list	in	June	2006,	it	was	generally	agreed	that	countries	would	
conduct	the	poverty-specific	price	surveys	over	a	2-week	period	in	
the	last	quarter	of	2006.	Because	seasonality	could	be	a	problem,	
it	was	agreed	that	price	data	collected	would	be	translated	back	to	
the	June	quarter	of	200�	following	a	procedure	similar	to	that	used	
in	the	200�	ICP	Asia	Pacific.

The countries were advised to adopt the strategy of 
using the existing CPI infrastructure and framework for 
collecting prices. If the CPI survey covered only urban 
areas, the countries needed to include a selection of rural 
areas (towns and villages). Countries were advised to 
ensure that all relevant types of outlets for a given product 
were adequately covered.

Overall, the actual survey work tended to follow 
closely the recommended approach. Retail outlets were 
surveyed in both urban and rural areas. A variety of 
different types of markets and outlets was used including 
open markets, fresh-produce markets, and even ambulant 
vendors. One weakness in the actual survey work, however, 
appears to have been an inability to obtain information on 
the volume of transactions from retail outlets. Fortunately, 
the effects of this may be minor. As noted in Section 5, 
a comparison of rural and urban prices reveals that price 
differences between the two areas were not particularly 
significant. 

3.2.3 Collection and Validation of Price Data 

The countries participating in the poverty PPP study 
conducted their price surveys during the third and fourth 
quarters of �006 (see second column of Table �.6). The 
price data they submitted were analyzed and validated 
using standard ICP procedures. A general conclusion from 
a data validation workshop was that the reported price 
data were of high quality. This conclusion was arrived at 
using, among other things, results from Quaranta tables, a 
commonly used diagnostic tool for checking the presence 
of outliers in the price data.�� The participating countries 
appeared to have learned from their ICP price survey 
experience. As a result, the prices submitted were clean 
and without too many outliers. The workshop participants 

24	 Quaranta	tables	were	developed	in	�999	by	Vincenzo	Quaranta	of	
the	Italian	statistical	office.

Rice – 2005 ICP Asia Pacific Rice – Poverty-specific

Figure 3.1  Comparison of 2005 ICP Asia Pacific and Poverty-specific Products
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expressed confidence that the price data submitted well 
represented the prices paid by the poor in their respective 
countries. 

3.3	 Comparing	Price	Data	from	International	
Comparison	Program	and	Poverty-specific	
Price	Surveys

How do the prices collected from the ICP and poverty-
specific price surveys compare? Among other things, such 
a comparison is useful since it sheds light on an often asked 
question: Do the poor pay more? 

Before we can turn to answering this question, the 
following should be noted. First, as the �005 ICP Asia 
Pacific product list had over 650 products compared with 
�55 in the poverty-specific price surveys, a large portion 
of price data from the ICP list could not be used for the 
comparisons. Second, purchase quantities for the ICP 
commodities were generally a lot bigger than the purchase 
quantities for the poverty-specific price surveys (as seen 
from Table �.� earlier). Therefore, price quotations 
obtained from the ICP price surveys had to be converted to 
a quantity unit comparable with that used in the poverty-

specific price surveys.�5 Finally, the poverty-specific price 
survey prices (or poverty prices, for simplicity) needed to 
be adjusted to �005 levels – i.e., the year during which 
ICP prices were collected. The price data supplied were 
adjusted using CPI data available at the most detailed 
level to adjust the third or fourth quarter �006 prices to 
June �005. Details of the adjustment for each participating 
country are given in Table �.6. These adjustments to 
price data provided by the countries are also designed 
to minimize the seasonal effects on commodity prices, 
especially of fruits and vegetables. 

Having made these adjustments, an examination 
of the two sets of prices reveals that, in general, poverty 
prices were lower than the �005 ICP Asia Pacific survey 
prices. This may be seen from the price ratios presented 
for selected items from the two surveys in Table �.7. In 
the large majority of cases, the price ratio is less than 
one, meaning that the price of the selected item is lower 
in the poverty-specific price surveys (see especially the 
two garment items and men’s basic haircut in Table �.7). 
However, in most of the countries, some products’ poverty 
prices were higher than the �005 ICP Asia Pacific prices 
(see, for example, kerosene in Table �.7). There may be 
several reasons for that. An important one is likely to be 
that because the poor usually purchase small quantities, 
they may pay higher prices when compared on a pro rata 
basis with purchase quantities used in the ICP, which 
were typically much larger. An analysis of ICP prices 
and poverty survey prices for overlapping products yields 
results consistent with this possibility. While a large 
majority of overlapping items priced across the two surveys 
had identical purchase quantities (66 items), a nontrivial 
number did not (�9 items).	An econometric regression of 
poverty survey prices on ICP prices based on pooling these 
�05 items revealed that, although on average ICP products 
were more expensive, the differences in prices were 
narrower for items with larger ICP purchase quantities.�6

Table �.8 summarizes the price differences across the 
�005 ICP Asia Pacific and poverty-specific price surveys 
for items that could be matched. It presents the percentage 
of the matched items where poverty prices are lower than 

2�	 For	example,	prices	of	rice	items	were	collected	for	units	of	�0	kg	in	
the	ICP.	They	had	to	be	adjusted	to	the	�	kg	purchase	quantity	in	the	
poverty-specific	price	surveys.	In	the	comparison	presented	here,	all	
prices	were	derived	using	a	pro	rata	adjustment,	which	assumes	a	
linear	relationship	between	quantity	and	price.

26	 This	result	was	obtained	by	comparing	the	results	of	a	regression	of	
poverty	survey	prices	(in	logarithms)	on	ICP	prices	(in	logarithms)	with	
a	similar	 regression	 that	 included	a	dummy	 indicator	variables	 for	
whether	or	not	ICP	purchase	quantities	were	larger	than	poverty	survey	
quantities.	In	both	regressions,	country	dummies	were	included	in	order	
to	capture	any	time-in	variant	country	specific	effect.	The	estimated	
coefficient	on	the	dummy	indicator	was	positive	and	significant	at	the	
�%	level	of	significance.

Table	3.6  Adjusting Prices to 2005 Levels
Country Survey Period Data Provided for Adjusting Prices to Mid-2005
Bangladesh November	2006 CPI	for	November	2006	indexed	on	June	200�	by	

item	level;	CPI	by	rural	and	urban	areas
Bhutan August	2006 Quarterly	CPI	at	basic	heading	level;	3rd	quarter	

2006	as	index	for	August	2006;	average	of	2nd	and	
3rd	quarters	200�	as	index	for	June	200�

Cambodia October	2006 Item	level	CPI	for	October	2006	and	June	200�
Fiji	Islands August	2006 2004–200�	monthly	CPI	by	commodity	groups
India September	2006 For	urban	prices:	CPI	for	Industrial	Workers	by	

commodity	groups
For	rural	prices:	CPI	for	Agricultural	Laborers	by	major	
commodity	groups

Indonesia September	2006 June	200�	and	September	2006	CPI	by	major	
commodity	groups

Lao	PDR November	2006 200�–2006	monthly	CPI	by	major	commodity	groups
Malaysia August	2006 June	200�	to	August	2006	monthly	CPI	by	basic	

heading
Maldives October	2006 June	200�	and	October	2006	CPI	by	product	class
Mongolia October	2006 June	200�	to	October	2006	monthly	CPI	by	

commodity	groups
Nepal August	2006 National	urban	CPI	for	June	200�	and	August	2006	

by	subgroups	(close	to	basic	heading	level)
Pakistan October	2006 June	200�	and	October	2006	CPI	by	commodity	

class
Philippines August	2006 Philippines	provided	adjusted	prices.
Sri	Lanka August	2006 Monthly	200�	and	August	2006	CPI	by	commodity	

class
Thailand August	2006 June	200�	and	August	2006	CPI	by	commodity	

class
Viet	Nam August	2006 CPI	for	August	2006	indexed	on	June	200�	by	

commodity	class

CPI	=	consumer	price	index.	
Source:	 ADB	(2008a).
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the ICP prices; higher than the ICP prices by less than 
�0%; and higher than the ICP prices by more than �0%. 

The table shows that poverty prices are on average 
lower than the �005 ICP Asia Pacific prices in all �6 
countries. Focusing on the “All Items” panel, we see that 
Viet Nam followed by Indonesia, Thailand, and India are 
the countries with the highest proportion of items with 
prices less than the corresponding �005 ICP Asia Pacific 
prices. The lowest percentage is observed in Nepal with 
7�.68% of poverty prices less that ICP prices, followed 
by the Fiji Islands with 76.9�%, Bangladesh with 77.66%, 
Maldives with 78.69%, and Bhutan with 79.75%. There is 
only a small percentage of products, ranging from �.0�% 
in India to 8.�0% in Maldives, where poverty prices exceed 
ICP prices by more than �0%.

Interestingly, to the extent that poverty prices are 
higher than ICP prices, this is more likely to be the case 
for food items than nonfood items. This can be seen by 
comparing the second and third panels pertaining to food 
and nonfood items, respectively (especially columns � 
and 7). With the exception of the Lao PDR, Pakistan, and 
Viet Nam, the quantity in column 7 is higher than that in 
column �. Thus, consider the case of Bangladesh where 
60% of food items have poverty prices lower than ICP 
prices. However, this share increases to almost 9�% for 
nonfood items. It is difficult to be sure why this pattern 
emerges. 

A possible explanation is that the quality differences 
across overlapping products in the two sets of surveys are 
greatest for nonfood items. That is, while the quality of 
products in the poverty-specific surveys can be expected 

Table	3.�  Price Ratios of Poverty-specific Price Surveys to 2005 ICP Asia Pacific Price Surveys, Selected Items

Country Chicken Egg Cabbage Garlic Salt
Soft Drinks 

(small bottle) Men’s T-shirt
Girl’s T-Shirt 

(top)
Kerosene 

(open market)
House 
Candle Pencil

Men’s Basic Haircut –  
Street-side

Basic Body 
Soap

Bangladesh �.00 �.22 0.�6 0.8� 0.64 0.30 0.2� 0.9� 0.43 0.38 0.�8 0.�0
Bhutan 0.�8 0.�� 0.�6 �.0� 0.8� 0.6� 0.6� �.03 0.�8 �.02 0.82 0.4�
Cambodia 0.90 0.89 0.9� �.08 0.�� 0.2� 0.�4 �.0� 0.�0 0.33 0.�� 0.89
Fiji	Islands �.0� 0.�8 �.03 �.�0 �.�6 0.33 0.�� 0.96 0.6� 0.29 0.�9 0.9�
India �.03 0.6� �.8� 0.48 0.�8 0.30 0.3� �.0� 0.44 0.�3 0.34 0.6�
Indonesia 0.�2 0.8� �.00 0.�6 0.�8 0.6� 0.�� �.38 0.40 0.�6 0.29 0.83
Lao	PDR 0.�9 0.88 0.68 0.�8 0.�6 0.36 0.46 �.04 0.�2 0.44 0.68 0.�4
Malaysia 0.88 0.88 �.09 0.98 0.9� 0.22 0.49 �.42 0.8� 0.84 0.4� 0.9�
Maldives 0.93 0.�2 0.8� �.0� �.03 0.6� 0.66 0.9� 0.3� 0.60 0.22 0.93
Mongolia �.0� 0.�6 �.�� 0.9� 0.8� 0.22 0.24 - 0.�� 0.4� 0.�8 0.�3
Nepal �.02 0.9� �.22 0.98 0.80 0.3� 0.43 �.�0 0.64 0.�3 0.43 0.43
Pakistan 0.69 0.�3 0.68 �.00 0.�� 0.63 0.6� 0.9� 0.6� 0.93 0.42 �.02
Philippines 0.96 �.03 0.�8 0.38 0.82 0.�8 0.2� 0.89 �.0� 0.89 0.64 0.�4
Sri	Lanka �.�� 0.84 0.83 0.84 0.66 0.38 0.49 �.36 0.46 0.�2 0.43 0.8�
Thailand 0.�0 0.�9 0.83 0.8� 0.80 0.3� 0.32 �.02 0.9� 0.�0 0.4� 0.92
Viet	Nam 0.9� 0.92 0.9� 0.�6 0.98 0.2� 0.23 �.09 0.24 0.4� 0.62 0.�4

-	=	not	applicable	(Mongolia	did	not	price	kerosene).
Source:	 ADB	(2008a).

Table	3.8  Summary Comparison of Prices in the Poverty-specific and 2005 ICP Asia Pacific Surveys (percent)

Country

All Items Food Nonfood

Poverty < ICP
Poverty > ICP Poverty > ICP

Poverty < ICP
Poverty > ICP Poverty > ICP

Poverty < ICP
Poverty > ICP Poverty > ICP

(< 20%) (> 20%) (< 20%) (> 20%) (< 20%) (> 20%)
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Bangladesh	 ��.66 ��.02 �.32 60.00 30.00 �0.00 90.�4 �.4� �.8�
Bhutan	 �9.�� �6.46 3.80 �9.38 34.38 6.2� 93.62 4.26 2.�3
Cambodia	 83.6� 9.84 6.�6 �3.08 ��.38 ��.�4 9�.43 �.�� 2.86
Fiji	Islands	 �6.92 ��.38 �.69 4�.83 33.33 20.83 9�.�2 4.88 0.00
India	 9�.�� �.22 �.03 8�.�8 ��.�9 2.63 98.3� �.69 0.00
Indonesia	 92.68 4.88 2.44 88.89 8.33 2.�8 9�.6� 2.�� 2.��
Lao	PDR 90.00 6.6� 3.33 96.00 4.00 0.00 8�.�� 8.�� �.��
Malaysia 89.69 6.�9 4.�2 83.33 9.�2 �.�4 94.�� 3.64 �.82
Maldives �8.69 �3.�� 8.20 �2.00 20.00 8.00 83.33 8.33 8.33
Mongolia 83.�0 9.86 �.04 60.8� 26.09 �3.04 93.�� 2.08 4.��
Nepal �4.68 22.�8 2.�3 ��.6� 4�.�6 3.23 89.�8 8.33 2.08
Pakistan 83.33 �4.44 2.22 83.33 ��.�� �.�6 83.33 �6.6� 0.00
Philippines 8�.�� �2.09 2.2 84.2� �0.�3 �.26 86.�9 �3.2� 0.00
Sri	Lanka 8�.26 9.4� �.26 ��.00 20.00 �.00 92.�3 �.82 �.4�
Thailand 92.0� �.9� 0.00 9�.89 8.�� 0.00 92.�6 �.84 0.00
Viet	Nam 94.�� 4.3� �.09 94.8� 2.�6 2.�6 94.34 �.66 0.00

ICP	=	International	Comparison	Program.
Source:	 ADB	(2008a).
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to be lower than that in the ICP equivalent, the quality 
difference may well be largest in the case of nonfood 
items. Nevertheless, it is still striking that a relatively larger 
proportion of food items, compared to a similar proportion 
for nonfood items, has poverty prices higher than ICP 
prices considering that even food items in poverty-specific 
price surveys are of lower quality (and the packaging is of 
lower quality, too). 

The general trends in the poverty-specific and ICP 
price surveys are examined in a series of graphs presented 
in Figure �.� for selected countries.�7 

The charts show two types of trend lines. The thick 
line represents the line of equality between poverty and 
ICP prices. If ICP prices were equal to poverty prices, 
the scatter plots would be on the thick line. Thus all those 
observations above the thick line represent items for which 
ICP prices are above the poverty prices. The thin line 
represents a fitted regression equation between poverty 
prices and ICP prices (prices in logarithms). While the 
general trend is that a majority of ICP prices are above 
the poverty prices, as expected, there are subtle differences 
between countries. In addition, all the trend lines indicate 
that goods with high poverty prices also have high ICP 
prices. 

In both Bhutan and the Fiji Islands, there are a 
number of low-end priced products for which ICP prices 
are lower than poverty prices. This may be due to higher 
transportation costs involved in making goods available in 
rural areas. In contrast, ICP prices in India are generally 
higher than poverty prices with a few exceptions. For 
Mongolia, there are many mid-range price products for 
which ICP prices are lower than poverty prices. In the case 
of Viet Nam, for the observed range of prices, the trend 
line is uniformly above the price of equality between ICP 
and poverty prices.

2�	 The	charts	present	scatter	plots	of	poverty	and	 ICP	prices	 in	 their	
logarithmic	form,	so	ln(PS	price)	and	ln(ICP	price)	are	used	in	the	
x-axis	and	y-axis,	 respectively.	 The	scatter	plots	are	based	on	 the	
subsets	of	items	that	are	priced	in	a	given	country	in	both	the	200�	
ICP	Asia	Pacific	and	poverty-specific	price	surveys.	As	the	products	
are	diverse,	the	price	range	is	large	in	most	countries.	Because	there	
are	items	such	as	bread	and	bicycles	on	the	product	lists,	it	is	more	
convenient	to	present	them	using	a	logarithmic	scale.	Further,	the	
scatter	plots	 in	original	prices	tended	to	exhibit	heteroskedasticity,	
i.e.,	 scatter	 plots	 tend	 to	 be	 distributed	 more	 widely	 as	 poverty	
prices	increased.	A	natural	way	of	addressing	this	problem	is	to	take	
logarithms	of	prices.

3.4	 Comparing	Poverty-specific	Prices	with	
Household	Expenditure	Unit	Values

The comparisons of poverty and ICP prices do not reveal 
any major surprises. This is important because it suggests 
the general plausibility of the prices collected through 
poverty-specific price surveys in the �6 participating 
countries. Before moving on to the next section, it is 
useful to consider briefly another comparison. This is 
a comparison of poverty prices with the “unit values” 
calculated from household expenditure survey data. In 
many countries, household expenditure surveys not only 
collect information on household expenditures on different 
items of consumption, but also on the quantities of items 
consumed.�8 By dividing total household expenditure on 
a given item by the quantity consumed of the item, unit 
values can be calculated for each household. While the 
unit value is not equivalent to a price, used carefully, it can 
provide useful information on prices.�9

Poverty-specific price survey data were compared 
with unit values calculated from household expenditure 
surveys in Bangladesh, India, Indonesia, and Nepal. The 
prices and unit values cover food and beverage items only. 
Several steps had to be taken for the comparison. Most 
important, items from the poverty-specific price surveys 
had to be matched with those for which expenditure 
and quantity information is recorded in the household 
expenditure surveys. In addition, poverty prices were 
adjusted using local CPIs in order to synchronize them 
with the unit values from the household expenditure survey 
year.

Since the unit values tend to increase with household 
per capita expenditure, a comparison of poverty prices 
was made with the median value of unit values observed 
from the household expenditure surveys for all households 
below each country’s national poverty line. The reason for 
choosing the median value was that unit values are known 
to have errors; thus working with the median value would 
tend to minimize the impact of outliers.

Detailed comparisons are available in ADB (�008a). 
Here, it may be noted that the poverty-specific price survey 
data were often above the median unit values. There were 
a few exceptions to this general observation. For example, 
28	 These	quantities	include	consumption	of	purchased	quantities	as	well	

as	consumption	of	own	production	and	payments	in	kind.	To	match	
the	value	with	the	quantity	consumed,	a	value	is	imputed	for	the	in-
kind	consumption	component.

29	 Deaton	(2004)	explores	the	possibility	of	using	unit	values	from	HES	
as	a	source	of	price	information	for	the	purpose	of	computing	PPPs.	
His	work,	based	on	data	for	India	and	Indonesia,	has	shown	that	it	is	
possible	to	make	use	of	the	currently	known	index	number	methods	to	
estimate	PPPs	based	on	unit-value	data.	His	work	also	demonstrates	
the	problems	associated	with	unit-value	data.
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among items that may be considered essential, such as 
rice and milk, the poverty prices tended to be close to the 
median unit values observed.

Nevertheless, the results of some simple pairwise and 
Spearman rank correlations involving both well-matched 
and other products show a strong correlation between 
poverty-specific prices and household expenditure unit 
values (Table �.9). Of course, strong correlations do 

not necessarily mean equality of prices, but they tend to 
exhibit a strong linear relationship. As already mentioned, 
the median unit values are generally below the poverty 
prices. 

Overall, while the results of this comparison have 
to be interpreted with caution, the poverty prices and unit 
values show encouraging consistency reflected in strong 
correlations, especially when the correlations are computed 

ICP = International Comparison Program. 
Source: ADB (2008a).
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Figure 3.2 Comparison of Poverty-specific and 2005 International Comparison Program Asia Pacific Prices
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using unit values for products that may be considered as 
good quality matches. When combined with the results 
of our comparison of poverty prices and ICP prices, the 
general impression is clearly that the poverty-specific price 
surveys provide a credible set of prices. 

4.	 Purchasing	Power	Parity	Estimates

We now turn to the alternative estimates of PPPs. Our focus 
is on what happens to PPP estimates based on: (i) different 
schemes for aggregating price data (or more accurately, 
basic heading PPPs), i.e., expenditure shares of the general 
population as captured by national accounts data versus 
expenditure shares of the poor as captured by household 
expenditure survey data; and (ii) different sources of price 
information, i.e., prices from the ICP product list versus 
prices from the poverty survey product list. 

Table �.� describes how one can arrive at three 
alternative estimates of PPPs depending on these sources 
of price information and expenditure weights or shares. 
The first is the familiar consumption PPPs based on ICP 
prices and national accounts expenditure weights. The 
other two are poverty PPPs since they draw on expenditure 
weights based on the consumption patterns of the poor: the 
first of these is based on the ICP price survey (referred to 
as ICP PPPs for expositional ease), the second is based on 
the poverty-specific price surveys (PS PPPs).�0 

30	 A	fourth,	using	poverty	survey	prices	and	national	accounts	weights,	
is	 not	 directly	 relevant.	 The	 purpose	 of	 pricing	 a	 product	 list	 that	
reflects	the	consumption	patterns	of	the	poor	would	be	unnecessarily	
compromised	by	constructing	PPPs	using	prices	relevant	to	the	poor,	
but	then	weighting	these	using	expenditure	patterns	that	may	not	be	
relevant	to	the	poor.	Nevertheless,	such	PPPs	can	still	be	useful.	In	
particular,	they	were	used	in	getting	starting	value	poverty	lines	for	
deriving	PS	PPPs.

There are many computational steps in compiling 
poverty PPPs – more than those described in Section � 
and Appendix �. Some of these steps can be executed 
in different ways. For example, the expenditure weights 
drawn from household expenditure survey data and used 
in aggregating basic heading PPPs can be computed using 
either a plutocratic scheme or a democratic scheme. As 
described in detail in ADB (�008a), taking into account all 
the different possibilities that a priori may have significant 
implications for the final results, one can come up with 
7� different estimates of PPPs depending on the decisions 
taken at each of these steps! In presenting only three sets 
of estimates, we are implicitly making a choice on which 
precise procedures to use in executing computational 
steps where choice is available. As may be recalled from 
Sections � and �, of particular importance is the procedure 
for aggregating individual product prices into basic heading 
PPPs (for example, going from having prices for �0 varieties 
of rice to the basic heading PPP of rice) and then aggregating 
these into the final PPPs. Both these aggregations can 
be undertaken using different methodologies. Here we 
undertake them using the recommended PAG methodology. 
That is, we use the country-product-dummy (CPD) method 
to go from individual product prices to basic heading PPPs 
and the EKS method for going from basic heading PPPs 
to final PPPs (as noted earlier, details on these methods 
are provided in Appendix �). In addition, when using 
expenditure shares from household expenditure survey 
data in order to aggregate basic heading prices into final 
PPPs, we rely on an iterative method for determining the 
subgroup of sample households over which expenditure 
shares are computed. This method is in the spirit of the 
recommendation of the PAG.�� 

3�	 Details	can	be	found	in	ADB	(2008a).

Table	3.9  Poverty-specific Prices and Household Expenditure Unit 
Values: Correlation of Matched Items

Countries
Pairwise Spearman

ObservationsMedian Mean Median Mean
Bangladesh
	All	Matched	Items 0.8808 0.88�3 0.8894 0.9032 �2
	Only	Well-matched	Items 0.9484 0.9039 0.9�33 0.9�24 38
India
	All	Matched	Items 0.89�8 0.8909 0.9��8 0.9�69 ��
	Only	Well-matched	Items 0.9848 0.9844 0.988� 0.988� ��
Indonesia
	All	Matched	Items 0.�884 0.��86 0.���� 0.�6�� 33
	Only	Well-matched	Items 0.�884 0.��86 0.���� 0.�6�� 33
Nepal
	All	Matched	Items 0.9644 0.9699 0.9622 0.96�� 2�
	Only	Well-matched	Items 0.9644 0.9699 0.9622 0.96�� 2�

Note:	 “Well-matched”	items	include	correct	matches,	duplicates,	and	those	whose	
conversions	are	 ignored	due	 to	 the	credibility	of	 the	household	expenditure	
survey.

Source:	 ADB	(2008a).

Table	4.�  Number of Products and Basic Heading by Type  
of Purchasing Power Parity

Full Form Short Form Type of PPP

Source of 
Expenditure 

Weights/
Shares

Number of 
Products

Number 
of Basic 
Headings

Household	Final	
Consumption	
Purchasing	Power	
Parities

Consumption	
PPPs

Consumption National	
accounts	
(expenditure	
shares	of	
the	general	
population)

6�6	product	
prices	from	
200�	ICP	
Asia	Pacific

�06

International	
Comparison	
Program	Poverty	
Purchasing	Power	
Parities

ICP	PPPs Poverty

Household	
expenditure	
survey	data	
(expenditure	
shares	of	the	
poor)

6�6	product	
prices	from	
200�	ICP	
Asia	Pacific

�06

Poverty	Survey	
Poverty	
Purchasing	Power	
Parities

PS	PPPs Poverty ���	product	
prices	from	
poverty-
specific	
price	
surveys

46

Source:	 Authors.
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4.1	 Comparing	Purchasing	Power	Parities	

Table �.� presents the three estimates of PPPs with the 
Malaysian ringgit as the reference currency. Column � 
presents a set of PPPs that we have already encountered 
before, i.e., the consumption PPPs. These are the same 
type of PPPs that would be used in the construction of the 
$�-a-day poverty line if past practice were to continue. 
These are also the same type of PPPs used in the $�-a-day 
poverty line proposed in Ravallion, Chen, and Sangraula 
(�008). Columns � and � present ICP PPPs and PS PPPs, 
respectively. In both cases, household expenditure survey 
data have been used to capture the expenditure patterns of 
the poor. For purposes of comparison, market exchange 
rates are presented in the last column.

As a comparison of numbers across the four 
columns indicates, there can be considerable difference 
between market exchange rates and the PPPs. In general, 
the various sets of PPP estimates tend to be bunched 
closer with each other than the corresponding market 
exchange rates. Additionally, with the exception of the 
Fiji Islands and Maldives, all PPP estimates are lower 
than the corresponding market exchange rate vis-à-vis the 
Malaysian ringgit.

How does one interpret the differences between the 
PPP estimates and market exchange rates? Consider, for 
example, what RM�00 can be expected to purchase in 
India. Based on market exchange rates, one would expect 
Rs�,�6� to have the same purchasing power as RM�00 in 
Malaysia. What the PPPs tell us, however, is that in fact, the 
general price level in India is lower. Based on the product 
bundle implicit in the ICP set of estimates and purchased 
in quantities that would reflect their share in national 

accounts, RM�00 should yield in Malaysia the same bundle 
that Rs750 can purchase in India. If, though, we were still 
concerned with the ICP product bundle, but these were 
now purchased in quantities reflecting the expenditure 
patterns of the poor, RM�00 would yield in Malaysia the 
same bundle that Rs7�� would yield in India. Of course, 
this is not a very significant difference. Switching to the 
poverty survey product bundle would change things more 
dramatically, however. In this case, RM�00 would yield as 
much as Rs6��.

An easier way to see the effect of different PPPs on 
purchasing power is to consider price-level indexes (PLIs), 
which show how the price levels of countries compare. The 
PLI for any given country is obtained as the ratio between 
the PPP and its exchange rate both measured with respect to 
a common currency, in our case the Malaysian ringgit. For 
convenience, the PLI is presented as an index number with 
the PLI of the base or reference country (here, Malaysia) 
equal to �00. Economies with a PLI greater than �00 are 
then deemed “more expensive” than the base country while 
those with a PLI less than �00 are “cheaper.” 

Table �.� presents the PLIs for our �6 countries 
based on consumption PPPs and the two types of poverty 
PPPs. With the exception of the Fiji Islands and Maldives, 
all PLIs are lower than �00; thus, with Malaysia as the 
reference country, all the other economies are cheaper 
than Malaysia. The country with the highest overall price 
level is the Fiji Islands, largely because it imports a large 
share of the products and services consumed there. The 
economies with the lowest PLIs based on consumption 
PPPs are India, Lao PDR, and Pakistan with PLIs around 
�6% lower than Malaysia.

Table	4.2  Comparison of Purchasing Power Parities  
(2005 Malaysian ringgit)

Country

Consumption 
PPP

Poverty PPPs Market Exchange 
Rate (2005)ICP PPP PS PPP

(1) (2) (3) (4)
Bangladesh �2.44 �2.0� �0.�� �6.99
Bhutan 8.89 8.�3 8.2� ��.64
Cambodia �8�.8� �98.�� 806.34 �,080.6�
Fiji	Islands 0.�� 0.66 0.6� 0.4�
India �.�0 �.33 6.42 ��.64
Indonesia 2,02�.�4 2,009.00 �,�9�.89 2,�62.�8
Lao	PDR �,�96.49 �,893.06 �,923.62 2,8�3.�6
Malaysia �.00 �.00 �.00 �.00
Maldives 4.�2 4.�� 4.62 3.38
Mongolia 2�3.�9 239.�9 2��.0� 3�8.24
Nepal �2.62 �2.�9 ��.�9 �8.84
Pakistan �0.06 9.�� 9.0� ��.�2
Philippines ��.8� ��.�2 �2.�2 �4.��
Sri	Lanka �9.0� �8.0� ��.9� 26.�4
Thailand 8.29 �.8� �.�� �0.62
Viet	Nam 2,8�2.04 2,�94.�� 2,3��.89 4,�8�.62

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;		
PS	=	poverty	survey.	
Sources:	 Staff	estimates;	market	exchange	rates	from	IMF	(200�).	

Table	4.3  Price Levels Based on Alternative Purchasing Power Parities

Country

Price-level Indexes, Malaysia = 100

Consumption PPP
Poverty PPPs

ICP PPP PS PPP
(1) (2) (3)

Bangladesh �3 �� 60
Bhutan �6 �� ��
Cambodia �3 �4 ��
Fiji	Islands �6� �48 ��0
India 64 63 ��
Indonesia �9 �8 62
Lao	PDR 64 6� 68
Malaysia �00 �00 �00
Maldives �40 �23 �3�
Mongolia 80 �� 80
Nepal 6� 6� 63
Pakistan 64 62 �8
Philippines 8� �6 86
Sri	Lanka �2 68 60
Thailand �8 �4 68
Viet	Nam 69 6� �6

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;		
PS	=	poverty	survey.	
Source:	 Staff	estimates.
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4.2	 Comparing	Consumption	and	International	
Comparison	Program	Poverty	Purchasing	
Power	Parities

For ease of exposition, Table �.� reproduces the PPPs 
in columns � and � of Table �.� above along with 
the percentage difference between the two sets of PPPs. It 
also reproduces the respective PLIs.

The differences between consumption PPPs and ICP 
PPPs are not particularly large in many cases. For example, 
in the cases of Bhutan, Cambodia, India, and Indonesia, they 
are around �% or less. This minor difference is reflected in 
the minimal change in the PLIs for the four countries.�� 
An implication is that whether one is concerned with the 
expenditure shares of the general population or of the poor, 
the purchasing power in these four countries relative to 
Malaysia is essentially unchanged.

Of course, the situation may be quite different 
elsewhere. As an examination of column � for other 
countries indicates, the different basis for weighting ICP 
prices yields differences in PPPs of 5% or more for various 
countries, including Fiji Islands, Lao PDR, Maldives, 
Mongolia, Philippines, Sri Lanka, and Thailand.

Interestingly, in a large majority of the cases – �� 
out of �5 – the PPPs based on expenditure patterns of 
the poor are lower than the PPPs based on national 

32	 Of	course,	this	is	partly	the	result	of	rounding.

accounts weights.�� Since the prices of goods and services 
underlying the two sets of PPP estimates are the same, 
the underlying basic heading PPPs will be identical. Any 
difference in the values of the final PPP estimates has, 
therefore, to arise from the different weights with which 
basic heading PPPs are aggregated. Generally, the weights 
change in a big way for food and nonalcoholic beverages. 
In each of the �6 countries, these increase when going from 
national accounts expenditure shares to expenditure shares 
of the poor. However, the extent of the increase varies 
greatly. They are relatively minor for Bhutan, Nepal, and 
Pakistan (all under � percentage points) but quite large for 
Malaysia, Mongolia, Sri Lanka, and Thailand (all at least 
�5 percentage points). In contrast, most expenditure shares 
on restaurants and hotels, as well as transportation, tend to 
decline when moving from those of the general population 
to those of the poor. (Appendix � provides a table listing 
the various expenditure shares for seven major aggregates 
of consumption.)

The complexities of PPP computations – which in the 
case being considered involve binary comparisons of �06 
basic heading PPPs across �6 countries! – make it difficult 
to tease out the main drivers of the changes in the final 
PPPs. What can be said is that accounting for differential 
expenditure shares in consumption, for most countries, the 
subgroup of the population that is poor faces a lower cost 
of living than the general population, relative to the case 
in Malaysia. This can also be seen from the fact that the 
PLIs based on the ICP PPPs are lower than those based on 
consumption PPPs. The two exceptions are Cambodia and 
Lao PDR where the cost of living for the poor tends to be 
higher than that for the general population relative to the 
case in Malaysia.

4.3	 Comparing	International	Comparison	
Program	Poverty	and	Poverty	Survey	Poverty	
Purchasing	Power	Parities

The two sets of PPP estimates we have just examined 
are both based on ICP prices. But as noted earlier, the 
ICP prices are based on a product list not designed for 
comparing purchasing powers across goods typically 
consumed by the poor. Table �.5 describes and compares 
PPPs based on ICP prices and PS prices. Both sets of PPPs 
are based on the expenditure patterns of the poor. 

In a majority of cases – �0 out of �5 – the differences 
between the two sets of PPPs here turn out to be larger than 
the differences recorded in the PPPs in Table �.� above. 

33	 Thus,	one	can	expect	an	international	poverty	line	of	any	given	value	
to	yield	higher	estimates	of	poverty	based	on	the	PPPs	using	national	
accounts	weights.	This	is	confirmed	in	the	next	section.

Table	4.4  Poverty Purchasing Power Parities and Price Levels

Country

PPPs Based on ICP Prices 
(2005 RM)

Difference 
(%)

Price-level Indexes, 
Malaysia = 100

Consumption 
PPP

ICP Poverty 
PPP

Consumption 
PPP

ICP Poverty 
PPP

(1) (2) (3) (4) (5)
Bangladesh �2.44 �2.0� -3.� �3 ��
Bhutan 8.89 8.�3 -�.8 �6 ��
Cambodia �8�.8� �98.�� �.3 �3 �4
Fiji	Islands 0.�� 0.66 -��.3 �6� �48
India �.�0 �.33 -2.2 64 63
Indonesia 2,02�.�4 2,009.00 -0.8 �9 �8
Lao	PDR �,�96.49 �,893.06 �.4 64 6�
Malaysia �.00 �.00 - �00 �00
Maldives 4.�2 4.�� -��.� �40 �23
Mongolia 2�3.�9 239.�9 -�.� 80 ��
Nepal �2.62 �2.�9 -3.4 6� 6�
Pakistan �0.06 9.�� -3.� 64 62
Philippines ��.8� ��.�2 -6.2 8� �6
Sri	Lanka �9.0� �8.0� -�.6 �2 68
Thailand 8.29 �.8� -�.8 �8 �4
Viet	Nam 2,8�2.04 2,�94.�� -2.� 69 6�

-	=	not	applicable.
ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity.
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	

rounding.
Source:	 Staff	estimates.
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Also in a majority of cases – �� out of �5 – the direction 
of change is the same in going from consumption PPPs to 
ICP PPPs as in going from ICP PPPs to PS PPPs. 

For example, as compared to the �.�% decrease in 
India’s PPP estimates as we move from consumption PPPs 
to ICP PPPs (Table �.�), the decrease in PPP estimates as we 
move from ICP PPPs to PS PPPs is more than ��% (Table 
�.5). Thus, restricting attention to product specifications 
more in line with the products consumed by the poor – for 
example, in terms of quality and purchase quantities – we 
find that RM�00 should yield in Malaysia the same bundle 
that Rs6�� can purchase in India. This can be compared 
with the Rs7�� needed to purchase the ICP product list.

The switch to PS prices from ICP prices leads 
to large decreases (more than �0%) in the PS PPPs in 
Bangladesh, India, Indonesia, Sri Lanka, and Viet Nam. In 
contrast, the opposite happens in the case of the Maldives 
and the Philippines, where the PS PPPs increase by more 
than �0%. Clearly, the switch in the source of prices is 
associated with a number of large changes in PS PPPs. 

What is driving the changes between the estimates in 
column � and column � in Table �.5? It is very difficult to 
say. The ICP-based estimates of PPP are arrived at by first 
aggregating prices of 656 products into �06 basic heading 
PPPs. These are then aggregated into final PPP values 
using the EKS algorithm and the iterative procedure for 
determining the expenditure shares relevant to the poor. In 
contrast, the PS-based estimates of PPP in column � are 

arrived at by aggregating prices of �55 products into �6 
basic heading PPPs (one of which simply takes the values 
from the corresponding ICP basic heading – i.e., rent). As 
with the ICP PPPs, the �6 basic heading PPPs are then 
aggregated into final PPPs using the EKS algorithm and 
the iterative procedure for determining the expenditure 
shares relevant to the poor. 

Thus, the differences in final PPP values can be on 
account of: (i) the different PPPs at the basic heading level 
(themselves the result of different prices across the ICP and 
PS product lists and different number of basic headings); 
and (ii) different weights. The differences in weights occur 
despite the fact that household expenditure survey data are 
used to determine the expenditure shares of the poor in 
the compilation of both sets of poverty PPPs. Since the 
poor are determined through an iterative procedure, and 
the underlying data are different (for example, the number 
of products and their prices), differences can emerge on 
who exactly the poor are. 

Certainly, differences in the underlying product level 
prices are an important part of the story. But the way in 
which these differences work through to yield different 
final PPPs is complicated. In particular, it is very important 
to recognize that it is not clear how PPPs would change 
when PS prices are uniformly less than ICP prices in any 
two countries under consideration. PPPs based on PS 
prices would not necessarily be lower than PPPs based on 
ICP prices even if the ICP prices are generally higher. This 
is mainly because the PPPs are expressed relative to the 
currency of a reference country.

A simple example helps understand the mechanics of 
this. Suppose the ICP price for � chicken egg is RM0.�8 
in Malaysia and Rs�.00 in India. This gives a PPP of 
Rs7.��/RM� for the ICP. Suppose the price of chicken 
egg in Malaysia and India from poverty price surveys 
are RM0.�� and Rs�.90, respectively. This means that, in 
both countries, PS prices are lower than the respective ICP 
prices. The PS PPP, based on the price of chicken egg, is 
Rs7.9�/RM�, and this PPP is higher than the corresponding 
ICP PPP. The reason for this that the poor in Malaysia 
pay a relatively lower price for a chicken egg than their 
counterparts in India. 

5.	 Poverty	Estimates	Based	on	Poverty	
Purchasing	Power	Parities

The whole purpose of estimating poverty PPPs is to use 
them to obtain a set of internationally comparable poverty 

Table	4.�  Purchasing Power Parities and Price Levels Based on 
Commodities Consumed by the Poor

Country

Poverty PPPs (2005 RM)
Difference 

(%)

Price-level Indexes,  
Malaysia = 100

ICP PPP PS PPP ICP PPP PS PPP
(1) (2) (3) (4) (5)

Bangladesh �2.0� �0.�� -��.4 �� 60
Bhutan 8.�3 8.2� -�.� �� ��
Cambodia �98.�� 806.34 �.0 �4 ��
Fiji	Islands 0.66 0.6� �.6 �48 ��0
India �.33 6.42 -�2.4 63 ��
Indonesia 2,009.00 �,�9�.89 -20.6 �8 62
Lao	PDR �,893.06 �,923.62 �.6 6� 68
Malaysia �.00 �.00 - �00 �00
Maldives 4.�� 4.62 �0.8 �23 �3�
Mongolia 239.�9 2��.0� 6.6 �� 80
Nepal �2.�9 ��.�9 -3.3 6� 63
Pakistan 9.�� 9.0� -�.� 62 �8
Philippines ��.�2 �2.�2 �2.6 �6 86
Sri	Lanka �8.0� ��.9� -��.3 68 60
Thailand �.8� �.�� -8.� �4 68
Viet	Nam 2,�94.�� 2,3��.89 -��.8 6� �6

-	=	not	applicable.
ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;		
PS	=	poverty	survey.	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	

rounding.
Source:	 Staff	estimates.
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estimates. In the previous section, we described three sets 
of PPPs, two of which (see for example Table �.� above) 
we can call poverty PPPs given that their construction 
incorporates, to varying degrees, expenditure patterns 
of the poor. We can now use these two poverty PPPs to 
generate comparable poverty estimates across our �6 
countries. However, there is still one missing ingredient: 
we need to decide on a poverty line against which to 
measure the incidence of poverty.

It would be most practical to consider the World 
Bank’s $�- or $�-a-day poverty lines and use these with 
our poverty PPPs in order to generate poverty estimates. 
However, there is a problem. The $�-a-day poverty line 
currently used is based on PPPs developed in the �99� 
round of the ICP. As noted earlier, its value is $�.08 at 
�99� consumption PPPs. It is certainly possible to update 
this poverty line based on inflation in the US between 
�99� and �005 (around �5%). Doing so would give us a 
new poverty line of $�.�5 a day in �005 ($�.08 x �.�5). 
Armed with consumption PPPs from the �005 ICP, it is a 
straightforward matter to convert $�.�5 into LCUs, apply 
the resulting poverty line to nationally representative 
household expenditure survey data, and estimate poverty 
rates for all our countries.�� However, as Ravallion, Chen, 
and Sangraula (�008) point out, a poverty line of $�.�5 a 
day in �005 would be well above the poverty lines found 
in the poorest countries. A key feature of the $�-a-day 
poverty line – its claim to be representative of national 
poverty lines found in low-income countries – would be 
invalidated.

Additionally (and as mentioned in Box �.� above), 
the World Bank’s $�-a-day poverty line based on ICP 
�99� was based on a comparison of poverty lines from �0 
countries; in particular, it was chosen as the median value of 
�0 national poverty lines (expressed in �99� consumption 
PPPs) of the poorest countries in a sample of �� countries. 
A number of these �0 countries were outside Asia. In so 
far as the proposed update to the $�-a-day poverty line 
by Ravallion, Chen, and Sangraula (�008) is concerned 
– $�.�5 a day based on �005 consumption PPPs – this 
uses a reference group of �5 countries, only two of which 
are from developing Asia. In a comparison of poverty 
estimates across �6 Asian countries, there is no particular 
reason that one should not choose an international poverty 
line based on the comparison of poverty lines from these 
countries alone, or a subset.

Thus, in this section, we generate international 
poverty lines based on the national poverty lines of the 

34	 Alternatively,	we	could	use	poverty	PPPs	 rather	 than	consumption	
PPPs.	For	example,	we	could	use	the	iterative	procedure	outlined	in	
Section	3	to	compute	poverty	PPPs	using	$�.4�	as	a	starting	point,	
and	hence	poverty	rates	based	on	the	$�.4�	in	poverty	PPPs.

countries considered here. Given that all our countries 
come from the Asia and Pacific region, we call our poverty 
lines “Asian poverty lines.”�5 Once these are defined, it is 
a straightforward matter to use these in conjunction with 
our poverty PPPs and household expenditure survey data 
from our �6 countries, and to derive corresponding poverty 
estimates.

5.1	 Asian	Poverty	Lines	

Along the lines of the World Bank’s $�-a-day poverty line 
based on �99� PPPs (Chen and Ravallion �00�), we can 
set an Asian poverty line as the median of the national 
poverty lines of �5 of our countries.�6 Column � of Table 
5.� provides the national poverty lines of these countries 
in �005 LCUs.�7 These national poverty lines should not 
be considered as “official” poverty lines of individual 
countries. Even when official poverty lines exist, their 
monetary value varies within countries; for example, by 
rural versus urban sector and/or by region, province, or 
state. The national poverty lines reported here are obtained 
by averaging the various subnational poverty lines. 
Even when weighted by the corresponding subnational 
population shares, they may not yield the official poverty 
rate when applied to household expenditure survey 
data.�8, �9 This discrepancy is not, however, particularly 
problematic given what we are trying to do, which is to 

3�	 Among	other	things,	this	label	has	the	benefit	that	it	clearly	distinguishes	
itself	from	the	international	poverty	lines	generated	by	the	World	Bank,	
and	is	therefore	likely	to	minimize	confusion.

36	 The	poverty	line	available	to	us	for	Fiji	Islands	was	expressed	in	per	
adult	equivalent	terms	and	was,	therefore,	not	used.

3�	 These	can	be	obtained	by	adjusting	the	given	monthly	poverty	lines	
in	LCU	by	the	corresponding	inflation	adjustment	factor.

38	 For	example,	consider	the	case	of	India,	which	reports	official	poverty	
lines	for	rural	and	urban	sectors	nationally.	In	200�,	the	official	rural	
and	urban	poverty	lines	were	Rs3�6.30	and	Rs�38.60,	respectively.	
When	 applied	 to	 the	 unit-level	 records	 from	 the	 consumption	
expenditure	survey	of	the	National	Sample	Survey	(round	6�),	they	
yield	rural	and	urban	poverty	rates	of	28.3%	and	2�.�%,	respectively.	
The	numbers	are	for	all	practical	purposes	identical	to	those	reported	
by	India’s	Planning	Commission	(the	differences	arise	because	of	a	
minor	 methodological	 difference	 in	 deriving	 poverty	 rates).	 These	
poverty	rates	can	be	aggregated	to	give	a	combined	poverty	rate	of	
2�.�%%	nationally.	Conversely,	if	we	were	to	estimate	a	combined	
national	poverty	rate	by	first	using	population	shares	of	��.2%	and	
28.8%	 for	 rural	and	urban	sectors,	 respectively	–	calculated	 from	
the	consumption	expenditure	survey	of	the	National	Sample	Survey	
(round	6�)	–	to	arrive	at	a	“national”	poverty	line	(Rs408.80),	and	
then	applying	this	to	the	data,	we	would	get	a	poverty	rate	of	3�.8%.	
The	difference	arises	because	of	the	different	distribution	of	per	capita	
expenditures	in	rural	and	urban	sectors	around	the	official	rural	and	
urban	poverty	lines.

39	 Moreover,	in	the	case	of	countries	such	as	Malaysia	and	the	Philippines,	
applying	the	national	poverty	lines	to	household	expenditure	survey	
data	cannot	be	expected	to	yield	official	poverty	rates,	for	the	simple	
reason	that	these	countries	compute	their	poverty	rates	using	household	
income	survey	data!
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aggregate in some fashion poverty lines from a little more 
than a dozen countries.

Columns �–6 express these national poverty lines 
for �005 in Malaysian ringgit using the consumption 
PPPs and the two sets of poverty PPPs developed and 
described in the previous section. With the popularity 
of expressing international poverty lines in terms of the 
US dollar, these national poverty lines are reexpressed in 
terms of that currency using consumption PPPs from the 
global �005 ICP as a factor of conversion, i.e., RM�.��/$� 
(columns 7–9).�0 As can be seen from a quick glance at the 
numbers in any of the three columns, there is considerable 
variance in the value of poverty lines across countries. 
However, the variance is reduced somewhat if one omits 
the two highest poverty lines – Malaysia and Thailand. 
Once this is done, the poverty lines of the other countries 
tend to be bunched around a range of almost $0.90 and 
$�.80 per person per day. The median values turn out to 
be $�.�7 based on consumption PPPs and $�.�5 and $�.�� 
based on ICP PPPs and PS PPPs, respectively. Depending 
on the PPPs used, one will get a particular monetary value 
for our Asian poverty line. Alternatively, the average of 
the median values based on the three sets of PPPs – $�.�5 
– presents itself as a natural common value for our Asian 
poverty line.

A different approach to determining an Asian poverty 
line is based on exploiting an interesting pattern in the 

40	 It	 is	 an	open	question	whether	 the	global	200�	ICP	consumption	
PPPs	provide	a	reasonable	basis	for	converting	national	poverty	lines	
based	on	poverty	PPPs	to	the	US	dollar.	The	procedure	used	here	is	
attractive	for	its	simplicity.

values of the national poverty lines of our countries. In 
particular, there appears to be a positive relationship in the 
level of economic development of a country and the value 
of its poverty line. 

The two panels of Figure 5.�, based on the poverty 
PPPs (ICP PPPs and PS PPPs, respectively) confirm 
this. Both panels plot the national poverty lines of the �5 
countries (expressed in PPP terms) against GDP per capita 
(also expressed in PPP terms, but using the PPP for GDP) 
on an annual basis. We obtain a fitted line depicting the 
relationship between incomes and the value of national 
poverty lines and shown in red.�� The fitted lines have 
fairly high R-squareds of 0.67 and 0.68. That is, between 
67% and 68% of the variation in the value of national 
poverty lines across the �5 countries can be explained by 
variation in GDP per capita.

The estimated relationship between incomes and 
national poverty lines can be exploited to yield a variant 
of the median Asian poverty line as discussed above. In 
particular, the median value of GDP per capita can be used 
to derive a predicted poverty line. This is the approach 
used in ADB (�008a). Table 5.� presents the results of the 
various regressions (one set using ICP PPPs and another 
PS PPPs). Column � shows the corresponding “predicted 
4�	 Both	national	poverty	lines	as	well	as	GDP	per	capita	are	expressed	

in	per	day	terms	and	enter	the	regression	model	linearly.	Alternative	
specifications	were	considered,	for	example	semilog	and	double-log	
functional	forms.	Final	results	did	not	vary	significantly.	Additionally,	a	
test	for	functional	form	based	on	the	PE	test	was	performed	to	test	the	
specification	of	a	linear	model	over	a	double-log	model	(see	Greene	
2000,	pp.	44�-3	for	a	discussion).	The	results	indicate	that	the	linear	
model	is	not	significantly	different	from	the	double-log	model.

Table	�.�  National Poverty Line Conversions to Purchasing Power Parity Terms (2005 Malaysian ringgit and US dollars)

Country

National Poverty Lines
Monthly  Daily (2005 RM) Daily (2005 $) a

Year

NPL Per Capita, 
Per Month 

(current LCU)
NPL  

(2005 LCU) b
Consumption 

PPP

Poverty PPPs
Consumption 

PPP

Poverty PPPs

ICP PPP PS PPP ICP PPP PS PPP
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Bangladesh 200� 806.� 806.� 2.�6 2.24 2.64 �.02 �.06 �.2�
Bhutan 2003 �40.4 8��.4 3.06 3.�� 3.30 �.4� �.48 �.�6
Cambodia 2004 64,60�.0 68,220.� 2.89 2.8� 2.82 �.3� �.3� �.34
India 200� 408.8 408.8 �.82 �.86 2.�2 0.86 0.88 �.0�
Indonesia 200� �29,�08.0 �29,�08.0 2.�2 2.�4 2.�0 �.0� �.02 �.28
Lao	PDR 2002 92,960.0 �2�,�68.3 2.36 2.24 2.20 �.�2 �.06 �.04
Malaysia 200� ���.0 ���.0 �.�� �.�� �.�� 2.4� 2.4� 2.4�
Maldives 2003 4�6.3 4�4.� 3.2� 3.63 3.28 �.�2 �.�2 �.��
Mongolia 2003 24,�43.0 2�,89�.2 3.6� 3.89 3.6� �.�4 �.84 �.�3
Nepal 2004 64�.3 68�.� �.8� �.8� �.94 0.86 0.89 0.92
Pakistan 200� 8�8.6 8�8.6 2.9� 3.00 3.23 �.38 �.42 �.�3
Philippines 200� �,��0.� �,��0.� 3.29 3.�� 3.�2 �.�6 �.66 �.48
Sri	Lanka 200� �,8��.0 �,8��.0 3.�8 3.36 3.�9 �.�� �.�9 �.80
Thailand 2004 �,242.0 �,29�.8 �.22 �.�4 6.03 2.4� 2.63 2.86
Viet	Nam 2004 ��3,000.0 �8�,229.4 2.�� 2.23 2.6� �.03 �.06 �.26

ICP	=	International	Comparison	Program;	LCU	=	local	currency	unit;	NPL	=	national	poverty	line;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey;	RM	=	Malaysian	ringgit.	
a		Expressed	in	$	using	a	conversion	factor	of	RM2.��/$�	(World	Bank	2008).
b		Adjusted	using	the	corresponding	inflation	adjustment	factor	in	Table	3.�.
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates;	national	poverty	lines	from	country	sources.
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poverty lines.” These are fitted from the regression using 
the median GDP per capita of the �� countries (i.e., 
omitting Malaysia and Thailand, which have far higher 
income levels than the other countries). As may be seen, 
the predicted poverty lines based on ICP PPPs and PS PPPs 
turn out to lie in a range of $�.�7 to $�.�7 and $�.�� to 
$�.��, respectively. Box 5.� provides the country-specific 
values of the predicted poverty lines using PS PPPs. It also 
provides a comparison of poverty estimates based on the 
actual and predicted poverty lines. 

5.2	 Poverty	Estimates	Based	on	the	Asian	
Poverty	Line

Table 5.�a presents three sets of estimates of the headcount 
index for various survey years using a common poverty 
line of $�.�5 per day and expressed in �005 PPP (columns 
�–�).��,�� The three estimates correspond to the different 
PPPs that arise on account of (i) the source of price data 

42	 The	year	for	which	the	poverty	estimates	are	presented	varies	across	
countries	(column	�),	and	depends	on	two	factors.	First,	the	year	in	
which	the	most	recent	large-scale	household	expenditure/income	survey	
was	carried	out:	it	is	frequently	not	appreciated	by	nonspecialists	that	
large-scale	household	expenditure	surveys	 that	allow	computation	
of	reliable	poverty	estimates	are	not	carried	out	every	year.	Typically,	
national	statistical	agencies	carry	out	such	surveys	once	every	3–�	
years.	Second,	the	availability	of	the	survey	data:	it	may	be	noted	that	
even	if	the	original	survey	data	are	not	available	(e.g.,	in	terms	of	unit-
level	records	on	the	consumption	expenditures	of	each	household),	
information	on	the	distribution	of	per	capita	expenditures	in	grouped	
or	tabulated	format	should	be	available.	

43	 Poverty	estimates	are	based	on	grouped	or	tabulated	data	on	national	
distributions	of	per	capita	expenditures.	Grouped	data	can	be	used	to	
“fit”	a	Lorenz	curve.	Standard	properties	of	Lorenz	curves	can	then	be	
used	to	estimate	various	measures	of	poverty,	including	the	headcount	
ratio,	the	poverty	gap,	and	the	squared	poverty	gap	for	a	given	poverty	
line.	The	poverty	estimates	here	are	based	on	the	Generalized	Quadratic	
Lorenz	curve	for	most	countries	except	Cambodia,	India,	Indonesia,	
Lao	PDR,	and	Nepal;	whose	estimates	are	based	on	the	Beta	Lorenz	
curve.	See	Datt	(�998)	for	a	detailed	discussion	of	the	methods	used	
here	to	estimate	poverty	using	grouped	distributional	data.	Grouped	
data	on	distributions	were	obtained	from	various	sources,	including	
country	 sources	–	either	directly	 as	 grouped	data	or	derived	 from	
unit-level	 record	data	on	household	expenditures	–	and	the	World	
Bank’s	PovcalNet	database.	

Figure 5.1  National Poverty Line versus GDP Per Capita, 2005 PPP $, Annual

A. International Comparison Program B. Poverty Survey 

ICP = International Comparison Program; LCU = local currency unit; PPP = purchasing power parity; PS = poverty survey. 
Notes: GDP per capita is converted from 2005 RM to $ using the PPP conversion factor for GDP of RM1.73/$1 (World Bank 2008). National poverty lines are converted from 

2005 RM to $ using the PPP conversion factor of RM2.11/$1. The regressions were run using poverty lines and GDP per capita expressed in per day terms. The graph 
presents the two variables in annual terms for expositional convenience.

Sources: Staff estimates; GDP per capita in 2005 RM from ADB (2007a).
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Table	�.2  Predicted Poverty Lines for Various Parametric Models

Specification

Predicted Poverty Line 
(2005 PPP $ per day)

R-squared

(1) (2)
ICP Prices
ICP	=	a	+	b*GDPPC	+	e �.3� 0.6�
ICP	=	a	+	b*ln(GDPPC)	+	e �.3� 0.�0
ln(ICP)	=	a	+	b*GDPPC	+	e �.2� 0.�8
ln(ICP)	=	a	+	b*ln(GDPPC)	+	e �.3� 0.66
Poverty Survey Prices
PS	=	a	+	b*GDPPC	+	e �.38 0.68
PS	=	a	+	b*ln(GDPPC)	+	e �.44 0.�2
ln(PS)	=	a	+	b*GDPPC	+	e �.34 0.64
ln(PS)	=	a	+	b*ln(GDPPC)	+	e �.38 0.�3

GDPPC	=	gross	domestic	product	per	capita;	ICP	=	International	Comparison	Program;	
PPP	=	purchasing	power	parity;	PS	=	poverty	survey.	
a		=	constant	term;	b	=	coefficient	on	GDPPC	or	its	logarithm;	e	=	error	term.
Note:	 Column	�	 is	 calculated	using	 the	 results	 from	 respective	parametric	model	

estimation	and	the	median	GDP	per	capita	of	�3	countries,	excluding	Malaysia	
and	Thailand	($2,40�.��	gross	domestic	product	per	capita	in	200�	PPP	$).

Source:	 Staff	estimates.
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(i.e., ICP prices versus PS prices); and (ii) the expenditure 
weights used to aggregate basic heading PPPs in the 
computation of the final PPPs (i.e., national accounts 
weights versus expenditure shares of the poor). Or in 
other words, the three estimates correspond to whether 
consumption PPPs, ICP PPPs, or PS PPPs are used. 

Table 5.�b is similar, except that rather than use a 
common poverty line of $�.�5 across the three sets of 
PPPs considered, the value of the Asian poverty line varies 
by the PPP under consideration. Thus, since the median 

national poverty line based on consumption PPPs is 
$�.�7 (omitting the poverty lines of three countries from 
the calculation of the median: Fiji Islands, Malaysia, and 
Thailand), this is the value used for evaluating poverty rates 
when consumption PPPs are used. Similarly, $�.�5 and 
$�.�� are used to evaluate poverty rates when ICP PPPs 
and PS PPPs, respectively, are used. Since a qualitative 
comparison between the various poverty estimates reveals 
quite a bit of similarity across Tables 5.�a and 5.�b, we 
focus our discussion on Table 5.�a only.

To what extent does a country’s national poverty line differ from the 
poverty line predicted by the estimated regional relationship between 
countries’ income levels and their national poverty lines? Additionally, 
what does the corresponding difference in poverty estimates look 
like? We consider these two questions here.

Column 2 of Box Table 5.1 describes national poverty lines expressed 
in per capita per day terms and converted to a common currency 
using the 2005 poverty survey PPPs. (As noted earlier, these national 
poverty lines are derived by averaging official poverty lines at the 
subnational level. Applying these derived national poverty lines to 
national distributions of per capita expenditures will not yield the 
official national poverty rates. The latter are based on applying 
subnational poverty lines to subnational distributions of per capita 
expenditures and aggregating the various subnational poverty 
estimates appropriately.) Column 3 describes the poverty line 
predicted from the 5th regression equation shown in Table 5.2 (linear 
specification using poverty survey prices). 

The difference between the actual and predicted poverty lines varies 
widely among the countries. This can be seen most clearly from 
column 4, which presents the difference between the two. Countries 
with relatively low national poverty lines given their current levels of 
GDP per capita include India, Indonesia, Lao PDR, Malaysia, and 
Nepal. Countries with relatively high national poverty lines include 
Cambodia, Mongolia, Pakistan, Sri Lanka, and Thailand.1

Since there can be a big difference between the actual and predicted 
poverty lines, one can expect big differences in the corresponding 
estimates of poverty. Column 7, which presents the percentage point 
difference between actual and predicted poverty rates (columns 5 
and 6, respectively), shows this. Thus, for example, the poverty rate 
based on a predicted poverty line given India’s GDP per capita is 
about 20 percentage points higher than the poverty rate based on 
the national poverty line as reported here. Conversely, the poverty 
rate based on a predicted poverty line given Mongolia’s GDP per 
capita is about 13 percentage points lower than the poverty rate 
based on the national poverty line as reported here.

Box Table 5.1  Actual versus Predicted: Poverty Lines and Poverty Rates
(poverty survey prices)

Country
Year

Poverty Lines 
(2005 PS PPP $, daily)

Poverty Rates

Actual Predicted Difference
Actual

(%)
Predicted

(%)

Difference
(percentage

points)
(1) (2) (3) (4) = (2) - (3) (5) (6) (7) = (5) - (6)

Bangladesh 2005 1.25 1.19 0.06 37.2 33.5 3.7
Bhutan 2003 1.56 1.59 -0.03 39.8 40.8 -1.0
Cambodia 2004 1.34 1.22 0.11 36.3 30.6 5.7
India 2005 1.01 1.33 -0.33 33.2 53.9 -20.7
Indonesia 2005 1.28 1.51 -0.24 20.9 31.2 -10.3
Lao PDR 2002 1.04 1.28 -0.24 35.8 50.0 -14.2
Malaysia 2005 2.45 2.86 -0.41 13.6 19.2 -5.6
Maldives 2003 1.55 1.64 -0.09 17.8 20.1 -2.3
Mongolia 2002 1.73 1.42 0.31 56.7 43.5 13.2
Nepal 2004 0.92 1.16 -0.24 33.2 47.1 -13.9
Pakistan 2005 1.53 1.38 0.16 34.4 26.3 8.1
Philippines 2006 1.48 1.47 0.01 33.8 33.4 0.4
Sri Lanka 2002 1.80 1.55 0.24 24.3 16.6 7.7
Thailand 2002 2.86 2.11 0.75 23.9 10.4 13.5
Viet Nam 2004 1.26 1.34 -0.08 13.0 15.5 -2.5

PPP = purchasing power parity
Note: Some computations may not yield the exact figures shown above because 

of rounding.
Source: Staff estimates.

Box 5.1  Poverty Lines and Poverty Estimates Based on the Relationship between Poverty Lines and GDP Per Capita

Admittedly, the precise differences reported here need to be taken 
with a grain of salt given that this analysis implicitly assumes away 
subnational price differences. Thus, for example, our estimates of 
poverty based on “national” poverty lines will differ from official 
estimates of poverty. 2 Nevertheless, the fact would remain that a 
country’s own poverty lines can differ in significant ways from the 
predicted empirical relationship between its poverty lines and some 
aggregate measure of welfare (such as measures of mean income or 
mean consumption). These differences highlight the usefulness of an 
internationally comparable poverty line.

1 In a recent comparison of over 70 economies’ poverty lines, Ravallion, Chen, and Sangraula (2008) observe that poverty lines in Asia, including East Asia, Southeast Asia, and 
South Asia, tend to lie below the poverty line predicted on the basis of mean consumption as measured by either household expenditure surveys or per capita private consumption 
expenditures from the national accounts.

2 To the extent that subnational poverty lines differ only on account of subnational variation in prices, and that subnational prices are lower in subnational locations with a higher 
incidence of poverty, the poverty rates based on national poverty lines reported here will be overestimated.
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Columns 5–7 of Table 5.�a present the corresponding 
number of poor for the three sets of PPPs. A quick 
examination of the total number of poor across the �6 
countries shows quite clearly that there can be large 
differences in the incidence of poverty depending on the 
particular PPP used. For the purposes of analysis, however, 
it is most useful to examine columns 8 and 9, which 
report the percentage point differences in the incidence of 
poverty resulting from use of the different sets of PPPs for 
converting the Asian poverty line of $�.�5 per person per 

day. As column 8 indicates, the switch from consumption 
PPPs to ICP PPPs results in a decline in the percentage 
of people living in poverty in �� out of �5 cases. (Given 
its role as the numeraire, or reference country, Malaysia’s 
PPPs are always set at �.) There are only two cases where 
the incidence of poverty is increasing when moving from 
consumption PPPs to ICP PPPs: Cambodia and the Lao 
PDR. This reflects the results of Section �, where it was 
shown that ICP PPPs for these two countries were higher 
than consumption PPPs. 

Table	�.3a  Headcount Indexes: Percentage of Population Living Below the $1.35 Per Day Asian Poverty Line

Country

Year 

Asian Poverty Line, $1.35 Per Day (2005 PPP) Difference in Headcount Index 
(percentage points)

Difference in Magnitude of Poor 
(millions)Headcount Index (%) Magnitude (millions)

Consumption 
PPP

Poverty PPPs Consumption 
PPP

Poverty PPPs Consumption 
PPP to ICP PPP

ICP PPP to PS 
PPP

Consumption 
PPP to ICP PPP

ICP PPP to PS 
PPPICP PPP PS PPP ICP PPP PS PPP

(1) (2) (3) (4) (5) (6) (7) (8) = (3) - ( 2) (9) = (4) – (3) (10) = (6) – (5) (11) = (7) - (6)
Bangladesh	 200� �8.2 ��.� 42.9 89.26 8�.30 6�.�9 -2.6 -�2.� -3.9� -�9.��
Bhutan	 2003 3�.9 34.9 3�.8 0.22 0.2� 0.�9 -�.0 -3.0 -0.0� -0.02
Cambodia	 2004 3�.4 36.2 36.9 4.86 4.9� �.06 0.8 0.� 0.�� 0.09
Fiji	Islands	 2002 32.9 28.3 28.9 0.2� 0.23 0.23 -4.6 0.6 -0.04 0.00
India	 200� 6�.3 63.9 �4.8 �40.42 �24.32 62�.88 -�.4 -9.0 -�6.�� -�02.44
Indonesia	 200� 39.2 38.� 24.� 88.�� 8�.49 �4.4� -0.� -�4.6 -�.22 -33.0�
Lao	PDR 2002 48.8 �2.� �3.6 2.64 2.83 2.89 3.6 �.� 0.20 0.06
Malaysia	 200� 0.0 0.0 0.0 0.00 0.00 0.00 0.0 0.0 0.00 0.00
Maldives	 2003 �3.3 9.3 �2.6 0.04 0.03 0.04 -4.0 3.3 -0.0� 0.0�
Mongolia	 2002 40.0 36.4 40.4 �.0� 0.9� �.02 -3.6 4.0 -0.09 0.�0
Nepal	 2004 �9.� ��.6 ��.8 ��.80 ��.30 �4.8� -�.9 -�.9 -0.�0 -0.49
Pakistan	 200� 32.� 30.3 24.9 ��.69 4�.8� 39.39 -2.4 -�.4 -3.83 -8.4�
Philippines	 2006 2�.0 24.� 29.� 23.24 20.�� 2�.40 -2.9 �.4 -2.49 4.6�
Sri	Lanka	 2002 �8.4 ��.� 9.9 3.4� 2.92 �.86 -2.9 -�.6 -0.�� -�.06
Thailand	 2002 0.� 0.0 0.0 0.04 0.00 0.00 -0.� 0.0 -0.04 0.00
Viet	Nam	 2004 2�.6 24.2 �6.0 2�.48 20.28 �3.39 -�.4 -8.2 -�.20 -6.89

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey.	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates	based	on	grouped	or	tabulated	data	from	the	household	survey	datasets	for	Bangladesh,	Bhutan,	Fiji	Islands,	India,	Indonesia,	Malaysia,	Maldives,	Philippines,	

and	Viet	Nam;	for	the	remaining	countries,	based	on	World	Bank	PovcalNet	data;	population	estimates	from	United	Nations	Population	Database.

Table	�.3b  Headcount Indexes: Percentage of Poor Population Based on Three Asian Poverty Lines

Country

Year 

Asian Poverty Lines
Difference in Headcount Index 

(percentage points)
Difference in Magnitude of Poor 

(millions)
$1.37  

Per Day
$1.35 

Per Day 
$1.34  

Per Day 
$1.37  

Per Day 
$1.35  

Per Day 
$1.34  

Per Day 
Headcount Index (%) Magnitude (millions)

Consumption 
PPP

Poverty PPPs Consumption 
PPP

Poverty PPPs Consumption 
PPP to ICP PPP

ICP PPP to PS 
PPP

Consumption 
PPP to ICP PPP

ICP PPP to PS 
PPPICP PPP PS PPP ICP PPP PS PPP

(1) (2) (3) (4) (5) (6) (7) (8) = (3) - ( 2) (9) = (4) – (3) (10) = (6) – (5) (11) = (7) - (6)
Bangladesh	 200� �9.3 ��.� 42.4 90.90 8�.30 64.9� -3.� -�3.3 -�.�9 -20.39
Bhutan	 2003 36.� 34.9 3�.� 0.22 0.2� 0.�9 -�.8 -3.4 -0.0� -0.02
Cambodia	 2004 36.4 36.2 36.4 4.99 4.9� �.00 -0.� 0.2 -0.02 0.02
Fiji	Islands	 2002 33.� 28.3 28.6 0.2� 0.23 0.23 -�.2 0.3 -0.04 0.00
India	 200� 66.2 63.9 �4.3 ��0.9� �24.32 6��.8� -2.4 -9.6 -26.66 -�08.4�
Indonesia	 200� 40.2 38.� 23.6 90.90 8�.49 �3.42 -�.� -��.� -3.4� -34.0�
Lao	PDR 2002 49.9 �2.� �2.6 2.69 2.83 2.84 2.6 0.� 0.�4 0.0�
Malaysia	 200� 0.0 0.0 0.0 0.00 0.00 0.00 0.0 0.0 0.00 0.00
Maldives	 2003 �3.8 9.3 �2.3 0.04 0.03 0.04 -4.� 3.0 -0.0� 0.0�
Mongolia	 2002 40.9 36.4 39.9 �.03 0.9� �.00 -4.� 3.� -0.�� 0.09
Nepal	 2004 60.3 ��.6 ��.3 �6.0� ��.30 �4.�0 -2.� -2.3 -0.�� -0.60
Pakistan	 200� 33.9 30.3 24.4 �3.�� 4�.8� 38.�� -3.6 -�.9 -�.64 -9.30
Philippines	 2006 2�.� 24.� 29.2 23.8� 20.�� 2�.�0 -3.6 �.� -3.06 4.3�
Sri	Lanka	 2002 �9.2 ��.� 9.� 3.62 2.92 �.80 -3.� -6.0 -0.69 -�.�3
Thailand	 2002 0.� 0.0 0.0 0.32 0.00 0.00 -0.� 0.0 -0.32 0.00
Viet	Nam	 2004 26.4 24.2 ��.� 22.�3 20.28 �3.�2 -2.2 -8.� -�.8� -�.�6

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey.	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates	based	on	grouped	or	tabulated	data	from	the	household	survey	datasets	for	Bangladesh,	Bhutan,	Fiji	Islands,	India,	Indonesia,	Malaysia,	Maldives,	Philippines,	

and	Viet	Nam;	for	the	remaining	countries,	based	on	World	Bank	PovcalNet	data;	population	estimates	from	United	Nations	Population	Database.
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However, the percentage point differences in the 
two sets of poverty estimates are typically not that large. 
For example, in only four countries does the headcount 
index differ by more than � percentage points (Fiji Islands, 
Maldives, and Mongolia, where it falls, and the Lao PDR, 
where it rises).

Larger changes in the incidence of poverty generally 
result from using poverty PPPs based on the poverty survey 
prices. Focusing on the changes to the headcount index 
that arise from using poverty PPPs based on the poverty 
survey prices (i.e., PS PPPs) as opposed to ICP prices (i.e., 
ICP PPPs), we see changes of 5 percentage points or more 
for seven countries (column 9). In fact, Bangladesh and 
Indonesia see declines of more than �0 percentage points. 
India, Pakistan, Sri Lanka, and Viet Nam experience 
declines of 5–9 percentage points. In contrast, Maldives, 
Mongolia, and Philippines experience an increase in 
poverty incidence of �–6 percentage points.

The above results are in line with the comparisons 
of PPPs discussed in Section �. Thus, the use of prices 
generated from a product list tailored to the consumption 
patterns of the poor, as opposed to the general population, 
often has a larger impact on final poverty estimates than 
the use of prices from a product list relevant to the general 
population, but aggregated using expenditure shares of 
the poor. For example, as may be recalled from Section �, 
the PPP estimates for India based on ICP prices were 
relatively insensitive to whether aggregation was carried 
out using national accounts weights or expenditure shares 
of the poor (a difference of only �.�%); in contrast, 
the PPP estimates based on poverty survey prices and 
expenditure shares of the poor were quite different. We see 
a similar insensitivity of poverty estimates based on ICP 
prices (65.�% versus 6�.9% for consumption PPPs and 
ICP PPPs, respectively), but a large change when using 
poverty survey prices (5�.8% for the PS PPPs versus either 
65.�% or 6�.9%). This conclusion is broadly unchanged if 
the ICP PPPs are computed using the same basic heading 
groups of commodities as the PS PPPs (see Box 5.�).

Additionally, the direction in which poverty 
estimates move as a result of switching from ICP PPPs 
to PS PPPs is unclear. This is despite the fact that the 
poor may pay less than the general population for most 
products, a point discussed in Section �. In other words, 
the fact that the prices collected from the poverty survey 
tend to be lower than those collected for the ICP does not 
mean that poverty estimates based on the former would 
be systematically lower than the latter. As emphasized in 
Section �, what really matters for the differences in PPPs, 
and hence poverty estimates, is how the prices paid by the 
poor relative to the general population in a given country 
compare with the situation in other countries involved in 

the multilateral comparisons of purchasing power. Indeed 
in six cases, the poverty estimates based on PS PPPs are 
higher than those based on ICP PPPs. 

How do our estimates of poverty based on the Asian 
poverty line compare with those based on the World Bank’s 
$�- and $�-a-day poverty lines? While we cannot answer 
this question using $�- and $�-a-day poverty lines based 
on �005 PPPs, we can answer it using the $�- and $�-a-day 
poverty lines based on �99� PPPs for consumption and 
using local inflation rates to update their values in LCUs 
to �005 prices.��, �5 Table 5.� presents the numbers. As the 
comparison clearly shows, poverty rates based on an Asian 
poverty line of $�.�5 (columns �–�) lie between the $�- 
and $�-a-day poverty rates (columns 5 and 6) regardless 
of which set of PPPs is used. This relationship would hold 
even if we considered Asian poverty lines to vary with 
PPPs (i.e., $�.�7 for consumption PPPs, $�.�5 for ICP 
PPPs, and $�.�� for PS PPPs). 

44	 Notwithstanding	the	update	of	the	$�-a-day	poverty	line	to	$�.2�	at	
200�	consumption	PPPs	proposed	by	Ravallion,	Chen,	and	Sangraula	
(2008),	a	final	decision	on	the	new	poverty	line	is	yet	to	be	made.	In	
particular,	alternative	approaches	are	being	considered	for	deriving	
poverty	PPPs.	Presumably	 it	will	 be	a	poverty	PPP	 that	 is	used	 in	
estimating	 $�-a-day	 poverty.	 In	 addition,	 the	 consumption	 PPPs	
used	in	deriving	the	$�.2�	level	are	based	on	national	price	levels.	
In	estimating	a	new	set	of	$�-a-day	poverty	 rates,	an	adjustment	
for	rural–urban	price	differences	will	be	introduced	along	the	lines	of	
Chen	and	Ravallion	(2008).

4�	 For	 example,	 in	 Bangladesh	 $�.08	 at	 �993	 consumption	 PPPs	
translates	into	T�3.�2	in	�993.	If	cumulative	inflation	in	Bangladesh	
between	�993	and	200�	was	92%,	the	local	currency	value	of	the	
$�-a-day	line	would	be	T26.34	in	200�	prices	(i.e.,	T�3.�2	x	�.92).	
This	value	can	be	used	against	the	national	distribution	of	per	capita	
expenditures	to	compute	the	$�-a-day	poverty	rate.

Table	�.4  Headcount Indexes: Percentage of Population Living Below 
the Asian Poverty Line versus $1 a day and $2 a day (percent)

Country

Year

Asian Poverty Line, $1.35 Per Day 
(2005 PPP)

$1 a day $2 a day

Consumption 
PPP

Poverty PPPs
Consumption PPP

ICP PPP PS PPP
(1) (2) (3) (4) (5) (6)

Bangladesh	 200� �8.2 ��.� 42.9 36.3 8�.�
Cambodia	 2004 3�.4 36.2 36.9 �8.� 6�.�
India	 200� 6�.3 63.9 �4.8 3�.� �9.6
Indonesia	 200� 39.2 38.� 24.� 4.0 40.0
Lao	PDR 2003 48.8 �2.� �3.6 28.8 �4.4
Malaysia	 200� 0.0 0.0 0.0 0.0 9.8
Mongolia	 2002 40.0 36.4 40.4 ��.0 44.8
Nepal	 2004 �9.� ��.6 ��.8 24.� 64.3
Pakistan	 200� 32.� 30.3 24.9 9.8 60.0
Philippines	 2006 2�.0 24.� 29.� �3.6 4�.2
Sri	Lanka	 2002 �8.4 ��.� 9.9 4.8 4�.�
Thailand	 2002 0.� 0.0 0.0 0.0 2�.8
Viet	Nam	 2004 2�.6 24.2 �6.0 8.4 43.2

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;		
PS	=	poverty	survey.	
Notes:	 The	$�	a	day	and	$2	a	day	are	$�.08	a	day	and	$2.�6	a	day	at	�993	PPP.	The	

poverty	rates	for	these	poverty	lines	account	for	local	inflation	between	�993	
and	the	survey	year	referred	to	in	column	�.	

Sources:	 Staff	estimates;	ADB	(200�b).



��

Key Indicators for Asia and the Pacific 2008

ComPARIng PovERTy ACRoSS CounTRIES

Although not really an issue of PPPs, it is useful to 
examine how poverty rates are distributed across rural and 
urban areas. Table 5.5 presents, in columns � and �, poverty 
rates based on an Asian poverty line of $�.�5 and PS PPPs 
for rural and urban areas. Given data availability issues, 
it is not possible to provide a rural–urban breakdown of 
poverty rates for all countries. Nevertheless, the countries 
with large populations of poor are covered in the table. 
(In the case of the Philippines, rural–urban identifiers were 
unavailable for the �006 Family Income and Expenditure 

Box 5.2  Comparison of Poverty Purchasing Power Parities with Identical Basic Headings

One factor that may lie behind the differences between International 
Comparison Program (ICP) poverty purchasing power parities (PPPs) 
and poverty survey (PS) poverty PPPs, as well as the poverty rates 
based on these different PPPs, is the difference in the number of 
basic heading groups of commodities used in compiling them. As 
noted earlier, the PPPs based on the ICP price survey are calculated 
using 106 basic heading PPPs, while the PPPs based on the poverty-
specific price survey are calculated from only 46 basic heading 
PPPs. 

How different would the two sets of poverty PPPs, and the 
corresponding poverty rates, be if the ICP PPPs were also compiled 
using the same 46 basic heading groups of commodities used in 
compiling the PS PPPs?

Column 1 of Box Table 5.2 presents the ICP PPPs based on 46 basic 
headings (henceforth referred to as ICP-46 PPPs) while column 
2 reproduces the PS PPPs from Table 4.2. Column 3 shows that 
the two poverty PPPs continue to be quite different, though the 
differences may not be as large. In particular, differences between

Box Table 5.2  Poverty Purchasing Power Parities and Poverty Estimates Based on 
16 Countries and 46 Basic Headings

Country

Poverty PPPs (2005 RM)
Headcount Index (%)

(Asian Poverty Line of $1.35 per day, 2005 PPP)

ICP-46 PPP PS PPP Change (%) ICP-46 PPP PS PPP

Difference ICP-46 
PPP vs PS PPP 

(percentage points)

Difference ICP 
PPP vs PS PPP 

(percentage points)
(1) (2) (3) (4) (5) (6) (7)

Bangladesh 11.53 10.17 -11.8 50.6 42.9 -7.7 -12.7
Bhutan 8.20 8.25 0.6 31.6 31.8 0.3 -3.0
Cambodia 778.82 806.34 3.5 34.7 36.9 2.2 0.7
Fiji Islands 0.66 0.67 1.6 28.3 28.9 0.6 0.6
India 7.03 6.42 -8.6 61.1 54.8 -6.3 -9.0
Indonesia 2,010.56 1,595.89 -20.6 38.8 24.1 -14.7 -14.6
Lao PDR 1,807.12 1,923.62 6.4 49.2 53.6 4.3 1.1
Malaysia 1.00 1.00 0.0 0.0 0.0 0.0 0.0
Maldives 4.18 4.62 10.6 9.4 12.6 3.2 3.3
Mongolia 246.19 255.07 3.6 38.2 40.4 2.2 4.0
Nepal 11.49 11.79 2.6 54.3 55.8 1.4 -1.9
Pakistan 9.21 9.05 -1.7 26.1 24.9 -1.2 -5.4
Philippines 10.93 12.52 14.5 23.4 29.5 6.2 5.4
Sri Lanka 16.96 15.97 -5.8 12.6 9.9 -2.8 -5.6
Thailand 7.39 7.17 -2.9 0.0 0.0 0.0 0.0
Viet Nam 2,745.74 2,351.89 -14.3 23.3 16.0 -7.3 -8.2

ICP = International Comparison Program; PPP = purchasing power parity; PS = poverty survey. 
Note: Some computations may not yield the exact figures shown above because of rounding.
Sources: Staff estimates based on grouped or tabulated data from the household survey datasets for Bangladesh, Bhutan, 

Fiji Islands, India, Indonesia, Malaysia, Maldives, Philippines, and Viet Nam; for the remaining countries, based 
on World Bank PovcalNet data; population estimates from United Nations Population Database.

the two sets of PPPs are largest for Bangladesh, Indonesia, Maldives, 
Philippines, and Viet Nam. These five countries are among the seven 
countries that showed the biggest differences between the 106 basic 
heading-based ICP PPPs and PS PPPs, as shown in Table 4.5.

Box Table 5.2 also presents the headcount ratios using ICP-46 PPPs 
and PS PPPs (column 5 is reproduced from column 4 of Table 5.3a).

Poverty rates between these two sets of PPPs can differ significantly. 
For example, in Indonesia the difference in poverty rates is a little 
more than 14 percentage points, virtually identical to the difference 
in poverty rates between the regular ICP PPPs and PS PPPs (shown 
in column 7, which reproduces the data in column 9 of Table 5.3a). 
Excluding the cases of Malaysia and Thailand – both of which register 
zero poverty rates under all variants of PPPs (and one of which is 
the reference country so that its PPP is constant across different 
methods for compiling PPPs) – in 12 out of 14 cases, the direction of 
change in poverty rates when moving from one set of poverty PPPs to 
the other is the same. The largest changes in poverty rates occur in 
the same countries: Bangladesh, India, Indonesia, and Viet Nam with 

large decreases in poverty rates when 
moving from ICP PPPs to PS PPPs, and 
the Philippines with a large increase.

Nevertheless, the switch to 46 basic 
headings for the ICP-46 PPPs does 
lead to a general dampening of the 
differences in poverty rates vis-à-
vis PS PPPs. With the exception of 
Cambodia, Lao PDR, and Philippines, 
the percentage point differences 
reported in column 6 tend to be 
smaller in absolute value than those 
reported in column 7. Thus in the case 
of Bangladesh for example, while the 
difference between ICP PPP- and the 
PS PPP-based poverty rates was as high 
as 12.7 percentage points, switching to 
the ICP-46 PPPs leads to a difference 
in poverty rates of 7.7 percentage 
points. Of course, this difference is still 
fairly large and continues to point to 
the important influence that particular 
product lists and their pricing can 
play in the calculation of PPPs and 
estimates of poverty.

Survey, and so the numbers presented here are based on 
the equivalent �00� Survey.)

As may be seen by comparing columns � and �, 
poverty rates in rural areas are everywhere higher than 
those in urban areas. Sometimes, the differences are highly 
significant. In Viet Nam, for example, the rural poverty rate 
is a little under ��%. In sharp contrast, its urban poverty 
rate is a little below �%. Given that rural populations tend 
to be larger than urban ones, a large majority of the poor 
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in any given country comprise rural residents. This can be 
seen by comparing the numbers of poor in columns � and 
5, or even more clearly from column 6, which presents the 
share of rural poverty in total poverty.�6 The lowest share 
of rural poverty, for the Philippines, is as high as 7�%. For 
most countries, the share is 80% or more.

The numbers in Table 5.5 may exaggerate the extent 
of rural poverty. This would be the case if rural prices are 
lower than urban prices, especially for the products that 
enter into the consumption bundle of the poor. Interestingly, 
while the poverty-specific price surveys generally show 
rural prices to be lower than urban prices, the differences 
are not particularly large. Table 5.6 shows the ratio of rural 
to urban prices obtained from the poverty-specific price 
surveys for the countries listed in Table 5.5. The ratios 
are averages and constructed as follows. First, sector- 
specific prices are averaged over all items belonging to a 
basic heading group of commodities. Second, the sector-
specific basic heading average prices are averaged using 
the expenditure shares used in compiling the PS PPPs.�7 
This averaging is done for all basic headings, i.e., those 
pertaining both to food and to nonfood items. In general, 
the ratio of rural to urban prices tends to be quite close to 
one, and on average, prices tend to be only about 5% lower 
in rural areas, which is not a particularly large difference. 
Thus, the results of the poverty-specific price surveys 

46	 The	 numbers	 of	 poor	 are	 derived	 by	 multiplying	 rural	 and	 urban	
poverty	rates	based	on	unit-level	data	by	the	corresponding	population	
estimates.	The	magnitude	of	poor	at	the	national	level	that	can	be	
derived	from	these	rural	and	urban	estimates	maybe	different	from	
those	reported	 in	Table	�.3a	since	the	poverty	estimates	reported	
there	are	based	on	grouped	or	tabulated	data.	Also	the	population	
shares	used	here	are	not	exactly	the	same	as	those	implicit	in	the	
household	survey	datasets.	

4�	 Ideally,	 separate	 expenditure	 shares	 for	 rural	 and	 urban	 sectors	
should	have	been	used.	However,	here	we	consider	only	a	single	set	
of	expenditure	shares	for	both.

Table	�.�  Rural–Urban Breakdown for Poverty as Measured by the 
Asian Poverty Line (2005 poverty survey purchasing power parities)

Country

Year
Headcount Index (%) Magnitude (millions) Share of Rural 

Poverty in Total 
Poverty (%)

Rural Urban Rural Urban

(1) (2) (3) (4) (5) (6)
Bangladesh	 200� 49.� 23.� ��.� 9.0 86.3
Bhutan	 2003 38.� 2.2 0.2 0.0 99.3
Fiji	Islands	 2002 43.� ��.9 0.2 0.0 �8.9
India	 200� 6�.8 26.8 �32.0 8�.� 8�.9
Indonesia	 200� 34.� 8.8 40.0 9.� 80.8
Lao	PDR 2003 63.2 23.� 2.� 0.2 9�.�
Nepal	 2004 64.4 �8.9 �4.� 0.8 9�.0
Pakistan	 200� 3�.4 8.2 32.3 4.� 8�.�
Philippines 2003 44.� ��.6 �4.� �.8 ��.0
Sri	Lanka	 2002 ��.� 2.8 �.8 0.� 9�.6
Viet	Nam	 2004 2�.� 2.9 �3.� 0.6 9�.�

Sources:	 Staff	 estimates	 based	on	unit-level	 data.	 Population	estimates	 from	United	
Nations	Population	Database;	rural	and	urban	population	shares	from	World 
Development Indicators Online.

suggest that treating urban and rural prices as equivalent, 
as is implicitly done in Table 5.5 above, is not a serious 
omission and would not change the conclusion that the 
large majority of the poor are rural residents. 

6.	 Poverty	Reduction:	Past,	Present,	
and	Future

The previous section concluded this chapter’s discussion of 
alternative PPPs for generating internationally comparable 
estimates of poverty. It also provided various estimates of 
poverty based on an Asian poverty line of $�.�5 drawn 
from those three PPPs (as well as poverty lines that varied 
with the specific PPP being considered). In this section, 
we demonstrate some uses to which such internationally 
comparable estimates of poverty can be put. In particular, 
we discuss three aspects of poverty reduction: the extent 
to which countries have experienced reductions in 
poverty over the last �0 years or so; the expected short-
run relationship between the recent increase in food prices 
and poverty based on what existing household expenditure 
survey data tell us about consumption patterns; and the 
prospects for poverty reduction until �0�0 under various 
scenarios for economic growth and distribution.

With the exception of the first of these, only one 
set of poverty estimates is used – that based on poverty 
PPPs compiled using poverty survey prices and based on 
a poverty line of $�.�5. In the first subsection, however, 
we consider whether the use of different PPPs has any 
major impact on the extent of measured poverty reduction. 
In other words, does a country’s track record on poverty 
reduction change in any significant way according to 
which PPPs are used?

Table	�.6  Rural–Urban Price Ratios Based on Poverty Survey Prices
Country Total Food Nonfood
Bangladesh 0.96 0.94 �.00
Bhutan �.00 �.0� 0.98
Fiji	Islands �.04 �.06 �.0�
India 0.9� 0.93 0.9�
Indonesia 0.96 0.9� 0.96
Lao	PDR 0.94 0.92 �.04
Malaysia 0.99 0.99 0.99
Maldives �.02 �.0� �.06
Mongolia 0.9� 0.96 0.99
Nepal �.04 �.0� �.02
Pakistan 0.94 0.94 0.9�
Philippines �.00 �.0� 0.9�
Sri	Lanka 0.9� 0.98 0.9�
Thailand �.0� �.0� �.0�
Viet	Nam 0.9� 0.9� 0.96

Source:	 Staff	estimates.
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6.1	 Poverty	Reduction	since	the	1990s	

The first column of Table 6.� gives the years for the �� 
countries for which nationally representative household 
expenditure survey data, spaced roughly �0 years apart, 
are available. The more recent year is the one for which we 
have examined poverty rates above (and thus corresponds 
to either �005, or the year closest to �005). The initial year 
is around �0 years earlier.

The key step in estimating poverty rates is 
determining the local currency value of an Asian poverty 
line of $�.�5 in �005 PPP across the various survey years. 
As before, this step can be accomplished easily using local 
CPIs.�8 Ideally, the CPIs would be based on the prices and 
expenditure weights faced by the poor; in practice, the 
available CPI data are for the general population.�9 

48	 For	example,	consider	the	case	of	Bangladesh	where	information	on	
the	distribution	of	per	capita	expenditures	is	available	for	�992	and	
200�.	Based	on	Table	4.2	and	RM2.��/$�,	the	Asian	poverty	line	of	
$�.3�	translates	into	T3�.44,	T34.2�,	and	T28.9�	in	200�	depending	
on	whether	we	use	PPPs	for	consumption	or	poverty	PPPs	based	on	
ICP	prices	or	poverty	survey	prices,	respectively.	As	in	Table	�.3	(a	
or	b),	each	of	these	three	poverty	lines	can	be	used	to	determine	
the	percentage	of	people	living	below	them	in	200�.	To	determine	
poverty	 rates	 in	�992,	all	 that	needs	 to	be	done	 is	 to	adjust	 the	
three	poverty	lines	for	inflation	between	�992	and	200�.	The	CPI	for	
Bangladesh	indicates	that	between	these	2	years,	prices	increased	by	
9�%.	Thus,	T�4.��	in	�992	can	be	treated	as	equivalent	to	T28.9�	
in	200�	(i.e.,	T�4.��	x	�.9�	=	T28.9�).	The	poverty	lines	based	on	
the	other	two	PPPs,	i.e.,	consumption	PPPs	and	ICP	PPPs,	can	be	
similarly	backcast	to	�992.	Armed	with	the	distribution	of	per	capita	
expenditures	in	�992,	it	is	now	a	trivial	task	to	compute	the	percentage	
of	the	population	living	below	the	Asian	poverty	line.

49	 The	only	exception	is	the	case	of	India	where	the	rates	of	inflation	
implicit	in	the	official	poverty	lines	for	rural	and	urban	sectors	in	�994	
and	200�	were	used	to	backcast	the	200�	rupee	value	of	the	Asian	
poverty	 line	 into	separate	�994	values	 for	 rural	and	urban	areas,	
respectively.	 This	was	possible	because	 the	only	difference	 in	 the	
rupee	value	of	India’s	official	rural	and	urban	poverty	lines	for	�994	
and	200�	is	due	to	inflation.	The	bundles	of	goods	and	services	that	
they	represent,	as	well	as	the	expenditure	shares	used	to	update	the	
poverty	lines,	are	unchanged.

Columns � and � of Table 6.� provide the poverty 
estimates of the initial and final years based on consumption 
PPPs. Columns 6 and 7 provide these for poverty PPPs 
based on poverty survey prices (i.e., PS PPPs). While 
the numbers on initial and final poverty across the two 
sets of PPPs may look very different, the actual trends 
in poverty reduction are not. This can be confirmed by 
comparing the average annual percentage point decline in 
poverty rates reported in columns 5 and 9. With only a 
couple of exceptions, the numbers are virtually identical. 
This should not be surprising. The different PPPs lead to 
different local values of the Asian poverty line in �005. 
Thereafter, updating the poverty line based on any given 
set of PPPs to different target years is driven by identical 
rates of local inflation. 

Turning to the actual trends in poverty reduction, we 
can see that both sets of poverty estimates provide a similar 
(and familiar) pattern across countries. Thus, focusing on 
countries with large populations, Viet Nam’s track record 
of reducing poverty is remarkable, generating a decline in 
the poverty rate of between �.� and �.� percentage points 
per year on average between �99� and �00�, depending 
on the PPP estimate used. The rates of poverty reduction 
are lower in other Southeast Asian countries, but are still 
respectable. For example, the Lao PDR registered a decline 
in poverty of �.� percentage points a year regardless of 
which PPP is used. The rate of poverty reduction was 
slightly slower in Cambodia and Indonesia. Two Southeast 
Asian countries, Malaysia and Thailand, do reveal low rates 
of poverty reduction, but this is misleading since estimated 
poverty rates had already been driven down to negligible 
levels in between the two survey years considered here 
(see for example Tables 5.�a and 5.�b above). 

Table	6.�  Poverty Rates ($1.35 per day 2005 PPP poverty line), Various Survey Years

Country
Period

Headcount Index (%)
Reduction 

(percentage points) 

Average Reduction 
Per Year 

(percentage points)

Headcount Index (%)
Reduction 

(percentage points)

Average Reduction 
Per Year 

(percentage points)
Consumption PPP PS PPP

Initial Year Final Year Initial Year Final Year
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Bangladesh �992–200� 60.� �8.2 �.8 0.� 42.4 42.9 -0.6 0.0
Cambodia �994–2004 �2.� 3�.4 ��.3 �.� �4.6 36.9 ��.� �.8
India �994–200� �2.� 6�.3 �.4 0.� 62.� �4.8 �.9 0.�
Indonesia �993–200� 60.� 39.2 2�.4 �.8 4�.� 24.� 2�.� �.8
Lao	PDR �992–2003 �2.3 48.8 23.� 2.� �6.6 �3.6 23.0 2.�
Malaysia �994–200� 3.4 0.0 3.4 0.3 3.4 0.0 3.4 0.3
Mongolia �996–2002 60.2 40.0 20.2 3.4 60.6 40.4 20.3 3.4
Nepal �996–2004 �4.0 �9.� �4.� �.8 �0.4 ��.8 �4.� �.8
Pakistan �993–200� 3�.2 32.� 2.� 0.2 26.6 24.9 �.� 0.�
Philippines �994–2006 32.9 2�.0 �.9 0.� 3�.� 29.� 6.2 0.�
Sri	Lanka �996–2002 22.0 �8.4 3.6 0.6 �3.� 9.9 3.3 0.�
Thailand �992–2002 �.9 0.� �.8 0.8 2.� 0.0 2.� 0.3
Viet	Nam �993–2004 �3.3 2�.6 4�.� 4.3 6�.2 �6.0 4�.2 4.�

PPP	=	purchasing	power	parity;	PS	=	poverty	survey.	
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Source:	 Staff	estimates.
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In contrast to Southeast Asia, the pace of poverty 
reduction has been very weak among the three South 
Asian giants, Bangladesh (especially), India, and Pakistan. 
Indeed, along with Sri Lanka, the three countries registered 
the lowest rates of poverty reduction (among countries 
with nonzero or non-negligible poverty rates by the early 
years of this century). 

In so far as we are interested in understanding the 
trends in poverty reduction, the findings above serve to 
emphasize the importance of being able to track accurately 
the behavior of prices domestically, especially as they are 
faced by the poor. As will be discussed later, the matter on 
this score leaves scope for improvement.

6.2	 What	Do	Recent	Increases	in	Food	Prices	
Imply	for	Poverty	Reduction?

Driven in considerable part by increases in the price of 
rice and wheat – the two key staple cereals produced and 
consumed by Asians – there has been a sharp acceleration 
of food prices in �008 (Figure 6.�).50 Since rice is the basic 
staple for over � billion Asians and wheat for an additional 
billion, the recent surge in food prices threatens to push 
large numbers of people back below the poverty line and 
create hardships for many, including those who were poor 
before the recent sharp increases.

�0	 For	a	detailed	analysis	of	the	poverty	impact	of	food	price	increases,	
see	ADB	(2008b).

While it is too early to determine the poverty-
related impacts of the increases in food prices – careful 
comparisons of household expenditure survey data before 
and after would be needed – it is possible to use the data 
in previous sections to get some sense of the magnitudes 
that may be involved. Table 6.� presents “upper bound” 
estimates (explained just below) on the direct impact 
of a �0% increase in domestic prices of cereals on 
the percentage of the population living below the Asian 
poverty line. The impact is computed holding the latest 
available distribution of nominal per capita expenditures 
for each of our �6 countries as a given while allowing 
the local currency equivalent of the Asian poverty line to 
adjust in response to the price increases. More specifically, 
the poverty line of $�.�5 per day in �005 PS PPP is first 
converted into local currency units (column �) and then 
adjusted upward by the price increase (�0%) multiplied 
by the country-specific average share of cereals in total 
expenditures of the poor (column �).5� This approach is 
necessary given that for many countries, our estimates of 
poverty are based on grouped data on the distribution of 
per capita expenditures. In other words, without the unit-
level record data on each household’s expenditures, it is 
not possible either to adjust reported expenditures for the 
price increases of cereals and/or food on an individual basis 
or to use alternative approaches, such as those of Deaton 
(�997), Ivanic and Martin (�008), or Son (�008). Columns 
� and 5 describe the poverty rates based on the old and new 
poverty lines, respectively, while columns 6 and 7 describe 
the number of poor before and after the price increase. 

Before reviewing the estimates of the poverty 
impacts of the price rise, it is important to explain why 
we have called these estimates upper bounds. Especially in 
rural areas, households may be producers of cereals. How 
such households are affected by the increase in market 
prices depends on the relationship between the value of 
their consumption of cereals and the value of their sales 
of cereals, as well as their position in the overall income 
distribution before the increase in prices.5� The data used 
for generating Table 6.� do not provide any information on 
households’ production and sales of cereals (or any other 
item for that matter). The assumption implicit in Table 
6.� is thus that all poor and near-poor households do not 
produce cereals and/or food items. (Box 6.�, at the end of 
this subsection, considers the impact of a �0% increase 
in cereals only in urban areas where the assumption 
that households do not produce cereals would be a very  
safe one.) 

��	 These	 shares	 are	 based	 on	 the	 same	 data	 used	 for	 determining	
expenditure	shares	of	the	poor	described	in	Section	4.

�2	 This	holds	even	allowing	for	the	fact	that	the	cereals	produced	and	
those	consumed	may	not	be	identical.	For	example,	in	the	case	of	rice,	
what	is	produced	by	farming	households	is	paddy.	What	is	consumed,	
however,	is	milled	rice,	which	will	be	more	expensive	than	paddy.

Source: CEIC Data Company Ltd.
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look at the share of cereals and total expenditures shows 
why the impact there is so large. In both countries, one 
third or more of total expenditures of those below the $�.�5 
poverty line is on cereals.

Table 6.� presents a similar set of numbers for the 
case of a �0% increase in food prices. The impact on 
poverty is naturally greater given that the share of food in 
total expenditures is on average 0.5 or more for the poor. 
Indeed, the largest increase in the headcount index is as 
much as 5.� percentage points. This occurs in the Lao 
PDR, where as we have seen, the headcount index declined 
by around �.� percentage points on average each year from 
�99� to �00�. In other words, the immediate impact of a 
�0% increase in food prices would undo more than � years 
of poverty reduction.

Tables 6.� and 6.5 describe the poverty gap before 
and after a �0% increase in prices of cereals and food, 
respectively. Unlike the poverty rate, which only tells us 
the proportion of the population that is poor, the poverty 
gap gives us a sense of how poor the poor are. In particular, 
it is equivalent to the total shortfall of consumption below 
the poverty line per head of the total population, and is 
expressed as a percentage of the poverty line. Consider 
the poverty gaps for Bangladesh listed in Table 6.�. 
Before the increase in the price of cereals, the poverty gap 
was ��% (column �). In other words, the total shortfall 
of consumption of the poor was a little under $0.�5 per 
day per head of the total population in �005 PS PPP, or 
in monthly terms $�.�6 (column �). After the �0% rise in 
the price of cereals, the poverty gap increases to ��.�% 
(column �). Part of this increase is because the number of 
poor has grown; the rest is because those who were already 
poor are now even further from the poverty line. The total 

There are several more reasons that the numbers 
in the table may be upper bounds, particularly from the 
perspective of a time horizon greater than the very short-
run.5� First, they do not account for changes in wages 
that may arise from the price changes. In particular, both 
supply and demand for rural labor are likely to be affected 
by changes in cereal prices. The precise impact on wages 
is uncertain – for example, it depends on the mobility of 
labor between the agriculture sector and nonagriculture 
sectors, the relative size of these, and the mobility of other 
production factors – but it appears reasonable to conjecture 
that in countries with a sizable fraction of rural labor 
employed in the production of cereals, an increase in cereal 
prices should result in some increase in wages. Second, an 
increase in the prices of cereals can be expected to lead 
to changes in both consumption and production. These 
changes can, however, be expected to take time, especially 
in the case of farm produce. 

With these caveats in place we can now turn to the 
numbers. As a comparison of columns � and 5 reveals, 
the percentage of the population living in poverty increases 
by between �.0 and �.8 percentage points in a majority of 
countries. In Malaysia and Thailand, the �0% price increase 
in cereals, and the corresponding impact this has on the 
Asian poverty line of $�.�5 per day (expressed in LCU), 
still leaves nobody below the poverty line. In contrast, the 
increase in the headcount index is more than � percentage 
points in two countries, Bangladesh and the Lao PDR. A 

�3	 The	poverty	estimates	here	assume	that	market	prices	increase	by	�0%	
for	all	households	wishing	to	purchase	cereals.	Of	course,	in	reality	
governments	intervene	in	one	way	or	another	to	provide	subsidized	
cereals	to	certain	groups	of	households,	especially	those	belonging	to	
lower	income	groups.	The	recent	experience	with	food	price	increases	
is	no	exception.

Table	6.2  Impact of a 10% Increase in Cereal Prices (upper bound)

Country
Year

Original Poverty Line 
(current LCU equivalent 

of $1.35 PS PPP) a Share of Cereal

Headcount Index (%) Magnitude of Poor (millions) Increase in Headcount 
Index (percentage 

points)
Increase in Poverty 

(millions)
Before Price 

Shock
After Price 

Shock
Before Price 

Shock
After Price 

Shock
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Bangladesh 200� 868.9 0.33 42.9 4�.� 6�.�9 69.6� 2.� 3.88
Bhutan 2003 640.0 0.�9 3�.8 32.9 0.�9 0.20 �.0 0.0�
Cambodia 2004 6�,22�.� 0.24 36.9 38.� �.06 �.29 �.6 0.22
Fiji	Islands 2002 �2.4 0.�3 28.9 29.3 0.23 0.24 0.4 0.00
India 200� �48.9 0.26 �4.8 �6.6 62�.88 642.4� �.8 20.�3
Indonesia 200� �36,3�6.� 0.2� 24.� 2�.� �4.4� ��.�� �.� 3.30
Lao	PDR 2002 �20,23�.9 0.39 �3.6 �6.2 2.89 3.03 2.6 0.�4
Malaysia 200� 8�.� 0.�� 0.0 0.0 0.00 0.00 0.0 0.00
Maldives 2003 393.3 0.�3 �2.6 �3.0 0.04 0.04 0.4 0.00
Mongolia 2002 ��,8�2.� 0.20 40.4 4�.� �.02 �.0� �.3 0.03
Nepal 2004 943.0 0.32 ��.8 ��.6 �4.8� ��.28 �.8 0.48
Pakistan 200� ��3.8 0.�� 24.9 26.2 39.39 4�.34 �.2 �.94
Philippines 2006 �,�36.3 0.29 29.� 30.9 2�.40 26.�� �.4 �.�6
Sri	Lanka 2002 �,069.� 0.29 9.9 ��.2 �.86 2.�� �.3 0.2�
Thailand 2002 �60.4 0.�8 0.0 0.0 0.00 0.00 0.0 0.00
Viet	Nam 2004 �8�,629.0 0.2� �6.0 ��.� �3.39 �4.3� �.� 0.92

LCU	=	local	currency	unit;	PL	=	poverty	line;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey.
a		Poverty	line	expressed	in	monthly	terms.
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates;	population	estimates	from	United	Nations	Population	Database.
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shortfall of consumption of the poor increases 
to around $5.05 per month per head of the total 
population (column 5). In other words, the 
shortfall of consumption increases by $0.60 
per month per head of the total population. 
Given a total population of around �5� million 
(in �005), this works out to a total increase in 
the shortfall of consumption of around $90.5 
million in �005 PPP, or around $�0 million 
per month using �005 market exchange rates 
(column 7). Table 6.5 presents a similar 
set of numbers, only in a scenario where all 
food prices increase by �0%. Looking at the 
last column, it is clear that the increase in the 
shortfall of total consumption is higher.

6.3	 Poverty	in	2020:	Some	Scenarios	

We now turn to what poverty, as measured in 
terms of our Asian poverty line of $�.�5 per day in �005 
PS PPP, may look like in �0�0. We base our projections for 
poverty in �0�0 on assumptions about the rate of economic 
growth experienced by each of our �6 countries until �0�0 
and various scenarios on the distribution of household 
consumption across different households in �0�0.

Table 6.6 presents the estimates. However, rather 
than get straight to them, it is useful to go over the 
steps taken to arrive at these estimates. The first step is 
to estimate poverty rates for a recent common reference 
year, �005, for all countries. As may be recalled from 
earlier discussions, while the latest available survey data 
are for �005 for a number of countries, an earlier year is 

available for many others (typically �00� or �00�).5� For 
example, the survey data from Sri Lanka and Thailand 
are for �00�. The approach we take is similar to that of 
Chen and Ravallion (�00�). In particular, we assume that 
the distribution of per capita expenditures is unchanged 
between the latest survey year and �005. However, we 
project forward what average per capita expenditures would 
look like in �005. This is done on the basis of the growth 
in private consumption expenditures per capita as reported 
in the national accounts. In other words, we assume that 
had there been a survey in �005, the growth in average per 
capita expenditures between �005 and the earlier survey 
year would have equaled the growth in national accounts 

�4	 The	Philippines	is	an	exception.	The	latest	survey	year	available	was	
2006.

Table	6.3  Impact of a 10% Increase in Food Prices

Country
Year

Original Poverty Line 
(current LCU equivalent 

of $1.35 PS PPP) a Share of food

Headcount Index (%) Magnitude of Poor (millions) Percentage Point 
Increase in Headcount 

Index
Increase in Poverty 

(millions)
Before Price 

Shock
After Price 

Shock
Before Price 

Shock
After Price 

Shock
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Bangladesh 200� 868.9 0.63 42.9 4�.6 6�.�9 �3.0� 4.� �.22
Bhutan 2003 640.0 0.�0 3�.8 34.� 0.�9 0.2� 2.6 0.02
Cambodia 2004 6�,22�.� 0.�0 36.9 4�.3 �.06 �.6� 4.4 0.6�
Fiji	Islands 2002 �2.4 0.43 28.9 30.� 0.23 0.2� �.6 0.0�
India 200� �48.9 0.6� �4.8 �9.2 62�.88 6��.68 4.4 49.80
Indonesia 200� �36,3�6.� 0.64 24.� 2�.9 �4.4� 62.98 3.8 8.��
Lao	PDR 2002 �20,23�.9 0.�8 �3.6 �8.� 2.89 3.�� �.� 0.28
Malaysia 200� 8�.� 0.48 0.0 0.0 0.00 0.00 0.0 0.00
Maldives 2003 393.3 0.�3 �2.6 �4.4 0.04 0.04 �.8 0.0�
Mongolia 2002 ��,8�2.� 0.�� 40.4 44.8 �.02 �.�3 4.4 0.��
Nepal 2004 943.0 0.�9 ��.8 �8.9 �4.8� ��.6� 3.2 0.84
Pakistan 200� ��3.8 0.�3 24.9 28.6 39.39 4�.26 3.� �.86
Philippines 2006 �,�36.3 0.6� 29.� 32.3 2�.40 2�.8� 2.8 2.4�
Sri	Lanka 2002 �,069.� 0.69 9.9 �2.9 �.86 2.44 3.� 0.�8
Thailand 2002 �60.4 0.�6 0.0 0.0 0.00 0.00 0.0 0.00
Viet	Nam 2004 �8�,629.0 0.�4 �6.0 �8.3 �3.39 ��.3� 2.4 �.98

LCU	=	local	currency	unit;	PL	=	poverty	line;	PPP	=	purchasing	power	parity;	PS	=	poverty	survey.
a		Poverty	line	expressed	in	monthly	terms.
Note:	 Some	computations	may	not	yield	the	exact	figures	shown	above	because	of	rounding.
Sources:	 Staff	estimates;	population	estimates	from	United	Nations	Population	Database.

Table	6.4  Amount Needed to Raise the Poor above the Poverty Line  
(10% increase in cereal prices)

Country
Year

Before Price Shock 
(per head of total 

population)

After Price Shock 
(per head of total 

population)

Increase in Total 
Consumption 

Shortfall (million 
per month, 2005 

PS PPP $)

Increase in Total 
Consumption 

Shortfall (million 
per month, 

2005 $)
Poverty Gap 

(%)
Gap 
($) a

Poverty Gap 
(%)

Gap 
($) a

(1) (2) (3) (4) (5) (6) (7)
Bangladesh 200� ��.0 4.46 �2.� �.0� 90.�3 30.�9
Bhutan 2003 8.9 3.60 9.3 3.8� 0.�� 0.06
Cambodia 2004 �0.� 4.0� �0.� 4.43 4.98 2.0�
Fiji	Islands 2002 ��.� 4.48 ��.3 4.63 0.�2 0.�0
India 200� ��.� 6.92 �8.� �.�� 666.�0 204.�2
Indonesia 200� �.2 2.09 �.6 2.34 �6.86 �9.�3
Lao	PDR 2002 ��.0 6.88 �8.� �.86 �.29 2.0�
Malaysia 200� 0.0 0.0� 0.0 0.0� 0.00 0.00
Maldives 2003 2.4 0.98 2.6 �.0� 0.02 0.0�
Mongolia 2002 �2.9 �.24 �3.� �.�� 0.83 0.3�
Nepal 2004 20.� 8.29 2�.6 9.03 �9.48 6.�9
Pakistan 200� 4.� �.9� �.� 2.09 2�.93 8.9�
Philippines 2006 8.4 3.39 9.0 3.�� 30.68 �4.��
Sri	Lanka 2002 �.� 0.44 �.4 0.�6 2.29 0.��
Thailand 2002 0.3 0.�2 0.3 0.�2 0.�4 0.0�
Viet	Nam 2004 3.0 �.20 3.3 �.3� �4.0� 4.38

a		Derived	gap	per	month	expressed	in	200�	PS	PPP	$.	
Sources:	 Staff	estimates;	population	estimates	from	United	Nations	Population	Database.



�0

Key Indicators for Asia and the Pacific 2008

ComPARIng PovERTy ACRoSS CounTRIES

estimates of private consumption expenditures 
per capita. In this way, we are able to estimate 
poverty rates for �005 even for countries in 
which a household expenditure survey had not 
been carried out in �005. 

Column � of Table 6.6 reports these 
estimates of the percentage of the population 
living below the Asian poverty line of $�.�5 
per day in �005 PS PPP. Box 6.� describes 
total poverty estimates in the �6 countries on 
the basis of this poverty line using not only 
PS PPPs but also consumption PPPs and ICP 
PPPs. For purposes of comparison, it also 
provides poverty estimates when the numerical 
value of the Asian poverty line varies with the 
PPP used.

To go from �005 to poverty estimates 
for �0�0 requires us to make assumptions 
about the rate of economic growth until �0�0, 
and how this growth translates into growth 
of per capita expenditures among different 
households.55 We consider the following 
scenarios. For economic growth, we consider 
a scenario whereby GDP per capita in each 
country grows between �007 and �0�0 by the 
rate of growth in GDP per capita registered 
between �990 and �006. Column � of Table 
6.6 gives these growth rates. Next, we translate 
this growth in GDP per capita into growth of 
average per capita expenditures of households 
by adjusting the former downward to reflect 
the empirical finding that a �% increase in 
GDP per capita is associated with a 0.6% 
increase in survey-based mean per capita 
expenditures.56 In this way, we can project 
estimates of average household expenditures 
(expressed in per capita terms) from �005 all 
the way to �0�0. 

One more ingredient is needed before 
we can estimate poverty: information on how 
the average household expenditures projected for �0�0 
are distributed across households. The complexity of 
the connections between growth and distribution within 
countries means that there is little guidance on what 
distributions will look like in �0�0 under the chosen 
growth rates. Indeed, as noted in ADB (�007b), the much 

��	 Strictly	speaking,	assumptions	on	growth	are	needed	for	the	period	
2008	to	2020	since	we	know	what	economic	growth	has	been	like	
between	200�	and	200�.

�6	 This	relationship	is	obtained	by	regressing	the	first	difference	of	actual	
survey	means	in	logs	on	a	constant	and	the	first	difference	of	real	
GDP	per	capita	in	logs	for	�4	countries.	

celebrated inverse U-shaped relationship between economic 
growth and distribution described by Kuznets (�955) has 
found very limited support in the data. We therefore take 
an agnostic approach and consider three scenarios for 
distribution of per capita expenditures. In one scenario we 
treat distribution as unchanged between �005 and �0�0 (or 
more accurately, the latest year for which household survey 
data are available, and �0�0). In other words, in this scenario 
economic growth is “distributionally neutral.” In a second 
scenario, we consider the possibility that the distribution 
works in favor of the relatively poor. More specifically, we 
assume that only the middle �0% experience growth in per 

Table	6.�  Amount Needed to Raise the Poor above the Poverty Line (10% increase in 
food prices)

Country

Year

Before Price Shock 
(per head of total 

population)

After Price Shock 
(per head of total 

population)

Increase in Total 
Consumption 

Shortfall (million 
per month, 2005 

PS PPP $)

Increase in Total 
Consumption 

Shortfall (million 
per month, 

2005 $)
Poverty Gap 

(%)
Gap 
($) a

Poverty Gap 
(%)

Gap 
($) a

(1) (2) (3) (4) (5) (6) (7)
Bangladesh 200� ��.0 4.46 �3.0 �.6� ���.02 �9.04
Bhutan 2003 8.9 3.60 �0.� 4.2� 0.4� 0.�6
Cambodia 2004 �0.� 4.0� ��.9 �.�� ��.03 6.2�
Fiji	Islands 2002 ��.� 4.48 ��.8 4.99 0.42 0.3�
India 200� ��.� 6.92 �9.� 8.42 ��04.24 �23.�8
Indonesia 200� �.2 2.09 6.4 2.�6 ��2.00 �2.�4
Lao	PDR 2002 ��.0 6.88 20.� 8.�� �0.2� 3.89
Malaysia 200� 0.0 0.0� 0.0 0.0� 0.0� 0.0�
Maldives 2003 2.4 0.98 3.0 �.2� 0.08 0.06
Mongolia 2002 �2.9 �.24 �4.9 6.46 3.0� �.3�
Nepal 2004 20.� 8.29 22.� 9.66 36.3� �2.6�
Pakistan 200� 4.� �.9� �.8 2.49 90.8� 29.�6
Philippines 2006 8.4 3.39 9.� 4.�6 6�.82 3�.�6
Sri	Lanka 2002 �.� 0.44 �.8 0.�6 �.9� 2.00
Thailand 2002 0.3 0.�2 0.3 0.�3 0.43 0.�6
Viet	Nam 2004 3.0 �.20 3.� �.�8 3�.�� 9.88

a		Derived	gap	per	month	expressed	in	200�	PS	PPP	$.	
Sources:	 Staff	estimates;	population	estimates	from	United	Nations	Population	Database.

Table	6.6  Percentage of Population below the Asian Poverty Line  
($1.35 per day, 2005 PS PPP), 2005 and 2020

Country
Year

Headcount Index (%)

Latest 
Year 2005

Projected 
Annualized 

Growth Rates of 
GDP Per Capita

2020

Pro-poor 
Distribution

Neutral 
Distribution

Pro-rich 
Distribution

(1) (2) (3) (4) (5) (6) (7)
Bangladesh 200� 42.9 42.9 3.0 ��.� 2�.3 2�.0
Bhutan 2003 3�.8 3�.� 4.9 �.0 8.2 �3.�
Cambodia 2004 36.9 3�.4 �.� 4.2 4.9 9.�
Fiji	Islands 2002 28.9 30.� �.6 23.9 2�.4 30.�
India 200� �4.8 �4.8 4.3 20.4 23.� 29.6
Indonesia 200� 24.� 24.� 2.2 9.0 ��.2 �9.�
Lao	PDR 2002 �3.6 44.4 4.0 �6.6 �9.2 2�.4
Malaysia 200� 0.0 0.0 3.2 0.0 0.0 0.0
Maldives 2003 �2.6 �0.� �.2 0.0 0.0 2.3
Mongolia 2002 40.4 32.0 �.8 �8.2 20.� 24.6
Nepal 2004 ��.8 ��.6 2.0 44.� 46.� 48.6
Pakistan 200� 24.9 24.9 �.� ��.� �4.0 �9.9
Philippines 2006 29.� 30.6 �.6 2�.� 22.9 28.�
Sri	Lanka 2002 9.9 �.9 3.� 0.0 0.0 �.3
Thailand 2002 0.0 0.0 2.8 0.0 0.0 0.0
Viet	Nam 2004 �6.0 �3.� �.8 0.0 0.0 0.0

GDP	=	gross	domestic	product.
Sources:	 Staff	estimates;	GDP	per	capita	from	World Development Indicators Online;	and	population	estimates	

and	projections	from	United	Nations	Population	Database.
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expenditures in the urban sector as a whole. These are reported in 
terms of US dollars at 2005 market exchange rates (column 7). 
Once again, the dollar amounts are naturally larger in the countries 
with large numbers of poor. Nevertheless, the amounts involved 
may not seem particularly large. For example, in the case of the 
Philippines, it would take a little less than $7 million per month (in 
2005 US dollars) to compensate for the increase in the shortfall of 
the consumption of the poor from the Asian poverty line. Of course, 
actually executing a transfer to the poor and ensuring that it reaches 
them is by no means costless. 

Box Table 6.1.1  Impact of a 10 percent Increase in Food Prices (urban)

Country
Year

Original Poverty Line 
(current LCU equivalent 

of $1.35 PS PPP)a Share of Food

Headcount Index (%) Magnitude of Poor (millions) Increase in 
Headcount Index 

(percentage points)

Increase
in Poverty 
(millions)

Before Price 
Shock

After Price 
Shock

Before Price 
Shock

After Price 
Shock

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Bangladesh 2005 868.9 0.59 23.5 27.2 9.04 10.45 3.7 1.41
India 2005 548.9 0.62 26.8 29.3 87.09 95.36 2.5 8.27
Indonesia 2005 136,376.7 0.60 8.8 10.9 9.51 11.88 2.2 2.37
Lao PDR 2002 120,235.9 0.70 23.1 27.4 0.25 0.29 4.2 0.05
Nepal 2004 943.0 0.55 18.9 21.1 0.77 0.86 2.2 0.09
Pakistan 2005 773.8 0.45 8.2 10.1 4.51 5.55 1.9 1.04
Philippines 2003 937.7 0.56 11.6 13.1 5.76 6.51 1.5 0.74
Sri Lanka 2002 1,069.1 0.68 2.8 3.3 0.08 0.10 0.6 0.02
Viet Nam 2004 185,629.0 0.52 2.9 3.8 0.63 0.83 0.9 0.20

LCU = local currency unit; PL = poverty line; PPP = purchasing power parity; PS = poverty survey.
a  Poverty line expressed in monthly terms.
Note: Some computations may not yield the exact figures shown above because of rounding.
Sources: Staff estimates; population estimates from United Nations Population Database.

Box Table 6.1.2  Impact of a 10 percent Increase in Food Prices (urban)

Country
Year

Before Price Shock 
(per head of total 

population)

After Price Shock 
(per head of total 

population)

Increase in Total 
Consumption

Shortfall (million 
per month, 

2005 PS PPP $)

Increase in Total 
Consumption

Shortfall (million 
per month, 

2005 $)
Poverty 
Gap (%) Gap ($)a

Poverty 
Gap (%) Gap ($)a

(1) (2) (3) (4) (5) (6) (7)
Bangladesh 2005 5.4 2.20 6.6 2.81 23.44 7.82
India 2005 6.5 2.62 7.3 3.15 175.46 53.93
Indonesia 2005 1.5 0.62 2.0 0.86 26.06 9.04
Lao PDR 2002 4.8 1.95 6.1 2.66 0.76 0.29
Nepal 2004 5.7 2.29 6.4 2.74 1.83 0.64
Pakistan 2005 1.4 0.55 1.7 0.72 9.08 2.92
Philippines 2003 2.8 1.12 3.3 1.40 14.03 6.73
Sri Lanka 2002 0.4 0.17 0.6 0.25 0.24 0.08
Viet Nam 2004 0.3 0.10 0.4 0.17 1.60 0.50

a  Derived gap per month expressed in 2005 PS PPP $. 
Sources: Staff estimates; population estimates from United Nations Population Database.

Box 6.1  The Impact of a 10% Increase in Food Prices on Urban Poverty

As noted in the text, the assumption that households – in particular, 
households below the poverty line, but also those just above it – do 
not produce food items is a rather strong one. However, if we restrict 
our attention to urban households, it is a fairly reasonable one. It is, 
therefore, useful to examine how urban households can be expected 
to be affected by the increase in food prices. Box Table 6.1.1 
describes, for nine countries, how poverty rates and magnitudes can 
be expected to behave following a 10% increase in the price of food 
and prior to any longer-term impact of food price increases on wages 
and salaries in the various production sectors. 

The percentage point increase in poverty rates ranges 
from a low of 0.6 percentage points (Sri Lanka) to a 
high of 4.2 percentage points (Lao PDR). In terms of 
magnitudes, not surprisingly the biggest impacts are to 
be found in the larger countries (in terms of population 
size). Thus, a little more than 8 million urban residents 
are found to fall into poverty, defined in terms of the 
Asian poverty line, in urban India as a result of a 10% 
increase in food prices. Other countries experiencing an 
increase in poverty of a million or more urban residents 
include Bangladesh, Indonesia, and Pakistan.

As for the corresponding poverty gaps, these are listed 
in Box Table 6.1.2. Analogous to the computations 
carried out for Tables 6.4 and 6.5, it is possible to 
use the information on poverty gaps to compute the 
total increase in the shortfall of monthly consumption 

capita consumption expenditures equal to mean growth. 
The bottom �0% see their per capita expenditures grow 
faster than the mean, while the per capita expenditures of 
the top �0% grow less than the mean.57 We label economic 
growth to be “pro-poor” in this scenario. A final scenario 
is where per capita consumption expenditures of the top 
�0% grow faster than the middle �0%, who experience 

��	 In	 particular,	 we	 assume	 that	 quintiles	 �	 and	 2	 each	 experience	
growth	of	�	percentage	points	more	than	the	total	growth	in	per	capita	
expenditures	between	200�	and	2020.	This	implies	a	corresponding	
lower	country-specific	growth	for	quintiles	4	and	�	in	order	for	the	
total	growth	to	be	unchanged	from	the	projected	growth	of	per	capita	
expenditures.

growth in per capita consumption expenditures equal to 
mean growth; the per capita expenditures of the bottom 
�0% grow less than the mean.58 In this scenario, economic 
growth is termed “pro-rich.” 

Columns 5–7 of Table 6.6 describe the projected 
poverty rates in �0�0 for each of the three scenarios. As 
can easily be seen, the lowest poverty rates result from 

�8	 Here,	quintiles	4	and	�	experience	growth	of	�	percentage	points	more	
than	the	total	growth	in	per	capita	expenditures	between	200�	and	
2020.	This	implies	a	corresponding	lower	country-specific	growth	for	
quintiles	�	and	2	in	order	for	the	total	growth	to	be	unchanged	from	
the	projected	growth	of	per	capita	expenditures.	
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pro-poor growth; the highest poverty rates result from pro-
rich growth. The differences can be rather large, especially 
in countries starting out with poverty rates in double digits 
in �005. In Bangladesh, India, Indonesia, Pakistan, and 
Philippines, our projected rates of poverty can differ by at 
least 7 percentage points depending on whether growth is 
pro-poor or pro-rich. Given the large populations of these 
countries, these differences translate into differences of 
�8.� million, ��6.5 million, �8.0 million, �7.5 million, and 
8.� million poor for the five countries, respectively, based 

on population projections for �0�0. This may be seen from 
Table 6.7, which presents the number of poor projected 
for �005 and �0�0 under the various distribution-related 
scenarios (and corresponding to the poverty rates listed in 
columns � and 5–7 in Table 6.6). 

While the methodology used in generating these 
numbers could be criticized as simplistic, it is useful for 
reminding us that while sustaining economic growth is 
imperative for poverty reduction, policies that can also 
make growth more inclusive – captured in Table 6.6 in terms 
of the poverty outcomes based on either distributionally 
neutral growth (relative to pro-rich growth), or pro-poor 
growth (relative to distributionally neutral growth) – 
remain the gold standard that policy makers should pursue 
in so far as poverty reduction is concerned.

7.	 Concluding	Remarks	and	Directions	
for	Future	Work

Purchasing power parities have a crucial role to play 
in generating internationally comparable estimates of 
poverty. Whether the task is to determine an international 
poverty line that is in some way representative of the 
national poverty lines used in a given set of countries, or 
to convert a given international poverty line into LCUs so 
that internationally comparable estimates of poverty can 
be generated, the importance of using an appropriate set 

Box Table 6.2  Poverty in 2005, 16 Countries
Poverty Line = $1.35 Per Day Various Poverty Lines

Consumption PPP
Poverty PPPs

Consumption PPP 
($1.37)

Poverty PPPs

ICP PPP PS PPP
ICP PPP 
($1.35)

PS PPP 
($1.34)

(1) (2) (3) (4) (5) (6)
Headcount Index (%) 52.1 50.6 42.2 53.0 50.6 41.7
Magnitude (millions) 1,042 1,013 843 1,060 1,013 834

PL = poverty line; ICP = International Comparison Program; PPP = purchasing power parity; PS = poverty survey.
Sources: Staff estimates; population estimates from United Nations Population Database.

Box 6.2  Poverty in 2005

Box Table 6.2 gives poverty estimates consolidated over all 16 
countries in 2005 and for all three sets of purchasing power parities 
(PPPs). The first three columns pertain to an Asian poverty line held 
constant at $1.35 per day. The next three columns pertain to an 
Asian poverty line that varies with the PPP used. As noted in Section 
5.1, we define the Asian poverty line as the median value of the 
national poverty lines – converted into a common currency using 
PPPs – of 13 of the 16 countries studied here, the omitted three 
either having poverty lines or income levels considerably higher than 
the remaining countries. On the basis of the 2005 consumption 
PPPs, the Asian poverty line takes the value of $1.37 per person per

day. The corresponding values for 2005 ICP PPPs and PS PPPs are 
$1.35 and $1.34, respectively. The average of these three is $1.35, 
which is a natural common value that we have also used across all 
three sets of PPPs in this chapter (and in columns 1–3 and 5 of the 
box table).

As may be seen by examining either the headcount ratios or the 
magnitudes of poverty contained in columns 1–3, large differences 
appear when moving from consumption PPPs to PS PPPs (columns 
1 and 3). The differences are not as large when moving from 
consumption PPPs to ICP PPPs (columns 1 and 2). This pattern 

remains even if we use poverty lines that 
vary with the PPP. This can be confirmed by 
comparing the differences between columns 
4 and 6 with those between columns 4 and 
5. (The poverty lines used in columns 2 and 5 
are identical – $1.35 per day. Nevertheless, 
we repeat the numbers for expositional 
convenience.) Appendix 4 provides the 
information contained in Box Table 6.2 at the 
country level.

Table	6.�  Magnitude of Poor Based on the Asian Poverty Line  
($1.35 per day, 2005 PS PPP), 2005 and 2020

Country

Magnitude of Poor (millions)

2005

2020
Pro-poor 

Distribution
Neutral 

Distribution
Pro-rich 

Distribution
(1) (2) (3) (4)

Bangladesh 6�.8 33.9 4�.� �2.2
Bhutan 0.2 0.� 0.� 0.�
Cambodia 4.4 0.8 0.9 �.�
Fiji	Islands 0.3 0.2 0.2 0.3
India 62�.9 28�.2 3�8.6 40�.�
Indonesia �4.4 23.6 29.2 ��.�
Lao	PDR 2.� �.2 �.4 �.8
Malaysia 0.0 0.0 0.0 0.0
Maldives 0.0 0.0 0.0 0.0
Mongolia 0.8 0.� 0.6 0.�
Nepal ��.� �6.0 �6.� ��.4
Pakistan 39.� 24.0 29.� 4�.4
Philippines 2�.9 23.0 24.9 3�.2
Sri	Lanka �.� 0.0 0.0 0.3
Thailand 0.0 0.0 0.0 0.0
Viet	Nam ��.� 0.0 0.0 0.0

Sources:	 Staff	estimates;	GDP	per	capita	 from	World Development Indicators Online;	
and	 population	 estimates	 and	 projections	 from	 United	 Nations	 Population	
Database.
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of PPPs is difficult to overemphasize. In particular, it is 
important that the PPPs used for converting LCUs into a 
common currency (and vice versa) reflect the expenditure 
patterns of the poor, and the prices paid by the poor for the 
goods and services that matter to them. 

So far as current practice is concerned, internationally 
comparable estimates of poverty have relied on PPPs for 
the household final consumption expenditure aggregate 
of the national accounts (or simply consumption PPPs for 
short) for both determining an international poverty line as 
well as for converting this international poverty line into 
LCUs. Since these consumption PPPs may not capture 
the purchasing power of different currencies vis-à-vis 
the goods and services consumed by the poor, there has 
been considerable demand from researchers for alternative 
“poverty” PPPs. 

In this chapter, we have shed light on how two 
alternative approaches to constructing poverty PPPs 
influence internationally comparable estimates of poverty. 
In doing so, we have drawn upon the special research study 
on poverty PPPs (ADB �008a). Sixteen member countries 
of ADB participated in this study, which was itself an 
integral part of the �005 ICP Asia Pacific, a statistical 
project that was part of a larger global effort to develop 
PPPs that facilitate cross-country comparability of GDP 
and its aggregates.

One set of poverty PPPs – ICP PPPs – was proposed 
by the Poverty Advisory Group set up by the Global 
Office of the �005 ICP. It uses the same set of prices used 
in compiling consumption PPPs. That is, it is based on 
prices collected for the �005 ICP Asia Pacific. However, 
it incorporates the expenditure shares of poor households. 
The second set – PS PPPs – incorporates the expenditure 
shares of poor households in the same manner as the ICP 
PPPs. But crucially, it is based on prices collected from 
special, poverty-specific surveys of prices. These surveys 
collected prices on products whose specifications follow 
much more closely the products consumed by poor 
households. In addition to often being of lower quality 
than the consumption products priced for the �005 ICP 
Asia Pacific, these products were priced at retail outlets 
more likely to be frequented by the poor – for example, 
fresh-produce markets as opposed to modern supermarkets 
– and specified in purchase quantities more appropriate 
to the consumption patterns of the poor – for example, � 
kilogram of rice in loose form as opposed to a prepackaged 
�0 kilogram pack. We argue that it is these prices that are 
the more relevant ones for compiling PPPs that are to be 
used in making international comparisons of poverty. 

Comparing consumption PPPs with the two sets of 
poverty PPPs has been revealing. The results show that 
incorporation of the expenditure shares of poor households 
into PPP construction, while maintaining the use of prices 
collected for the �005 ICP Asia Pacific, can lead to large 
differences in the values of PPPs for several countries vis-
à-vis the standard consumption PPPs. However, the use of 
prices from the poverty-specific surveys tends to have even 
larger effects on PPPs. For example, while the difference 
between consumption PPPs and ICP PPPs is greater than 
�0% in only two cases out of �5 (Malaysia, being the 
reference country, has unchanged PPPs), the difference 
between consumption PPPs and PS PPPs is greater than 
�0% in eight out of �5 cases. Moreover, the eight countries 
include Bangladesh, India, Indonesia, Pakistan, and 
Viet Nam. In contrast, the two countries for which relatively 
large differences appear between consumption PPPs and 
ICP poverty PPPs are the Fiji Islands and Maldives. 

Given the obvious differences between the two sets of 
countries in terms of population size, the implications for 
Asian poverty counts are likely to be profound if a switch 
is made from consumption PPPs to PS PPPs as compared 
to a switch from consumption PPPs to ICP PPPs. In this 
chapter, we find that this is indeed the case. In the spirit 
of the approach underlying the “$�-a-day” poverty line, 
we consider an “Asian poverty line” that is representative 
of the national poverty lines of the countries studied here. 
More specifically, we define the Asian poverty line as the 
median value of the national poverty lines – converted into 
a common currency using PPPs – of �� of the �6 countries 
studied here, the omitted three having either poverty lines 
or income levels considerably higher than the remaining 
countries. On the basis of the �005 consumption PPPs, the 
Asian poverty line takes the value of $�.�7 per person per 
day; the corresponding values of the Asian poverty line 
for �005 ICP PPPs and PS PPPs turn out to be $�.�5 and 
$�.��, respectively. 

Armed with these poverty lines, we are able to 
examine how different poverty rates would be based on 
the alternative sets of PPPs. Using consumption PPPs, we 
estimate that �,060 million people lived below the Asian 
poverty line in �005 in the �6 countries considered here. 
This number declines to �,0�� million if we switch from 
consumption PPPs to ICP PPPs. A far bigger change 
appears when we switch to PS PPPs, however: the number 
of people living below the Asian poverty line is in this case 
estimated at 8�� million in �005. 

The large differences in these numbers should not 
be attributed to the fact that the precise value of the Asian 
poverty line itself is different for alternative PPPs – $�.�7, 
$�.�5, or $�.��. In fact, holding the “Asian poverty line” 
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fixed at $�.�5 per day regardless of which set of PPPs we 
use, the total number of poor in �005 across the �6 countries 
is estimated at �,0�� million based on consumption PPPs 
– still a sharp contrast to the 8�� million poor estimated if 
we use PS PPPs instead. 

These findings on the sensitivity of PPPs and 
corresponding estimates of poverty strongly indicate 
that which PPP one uses can matter significantly for 
international comparisons of poverty. In particular, the 
largest changes in estimates of poverty are found to occur 
not so much when one incorporates the expenditure patterns 
of the poor (in terms of expenditure shares or weights) in 
the compilation of PPPs, but rather when one uses prices 
collected on the basis of a list of products that are typically 
consumed by the poor.

The work described in this chapter has also 
demonstrated the feasibility of carrying out a poverty-
specific price survey. While drawing up product lists 
relevant for the poor and choosing an appropriate survey 
framework that encompasses the retail outlets frequented 
by the poor are no doubt challenging, they are extremely 
feasible. Indeed, data-validation exercises revealed that the 
quality of the price data collected as part of the poverty-
specific price surveys was superior to that collected as part 
of the �005 ICP Asia Pacific price surveys. This appears to 
have been partly due to the facts that the product list in the 
former has been much smaller, and perhaps more familiar 
to price surveyors than the ICP product list, and that the 
participating countries were well motivated to conduct the 
surveys. 

These findings suggest that the next round of the ICP, 
in �0��, should seriously explore the collection of poverty-
specific prices as part of its regular pricing activities.

Additionally, the analysis of poverty on the basis of 
different PPPs, especially the analysis of trends in poverty, 
serves to highlight a possible priority for national statistical 
systems. This has to do with the CPIs. An important, 
though unsurprising, finding in this chapter is that while 

levels of poverty can be sensitive to how poverty PPPs are 
compiled, track records in poverty reduction are not. In 
other words, countries that show up as having been very 
successful in reducing poverty do so regardless of the type 
of PPP considered. Conversely, countries with a lackluster 
record in poverty reduction based on one PPP will continue 
to register a similarly uninspiring record with a very 
different PPP. The reason for this, of course, is clear. PPPs 
are used to convert currencies in one year – the benchmark 
year. For other years, comparisons rely crucially on local 
CPIs. During the course of the research for this chapter, 
it became evident that countries have varying systems for 
collecting prices and producing CPIs. One weakness in 
many countries has been the system for collecting prices 
and producing CPIs relevant to the rural population. Given 
that the majority of developing Asia’s population continue 
to reside in rural areas, this is a crucial weakness that needs 
to be addressed.

Finally, another related issue is the low “overlap” 
between products and services included in each country’s 
CPI vis-à-vis those included in the ICP product list for 
household consumption items. To simplify price data 
collection for future PPP calculations, it is ideal that all 
products priced by each country for the ICP should be 
included in its CPI (ADB �007a). In reality, however, 
difficult trade-offs are involved in selecting products that 
are both representative of expenditures in each country and 
comparable across countries in the region. 

In acknowledging these limitations, ADB has taken 
the initiative to address these issues. The first among 
these is an upcoming technical assistance project on 
harmonizing the ICP and CPI price collection that will 
strengthen the statistical capacity of selected developing 
member countries in their price collection efforts which 
will improve both CPI and PPP compilations. This 
project, which is scheduled to be completed by the end 
of �0�0, aims to ensure sustainability of consistent and 
internationally comparable prices that are fundamental not 
just for PPP calculations but also for better measurement 
of poverty levels and MDG targets across countries.
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Appendix	1

Compiling	and	Aggregating	Purchasing	Power	
Parities

The main objective of the �005 International Comparison 
Program Asia Pacific (�005 ICP Asia Pacific) was to 
compile purchasing power parities (PPPs) at the gross 
domestic product (GDP) level and its major aggregates.59 
The following table shows the broad categories used in the 
comparisons. These follow the standard national accounts 
classification of GDP from the expenditure side of the 
national accounts.

From the perspective of generating comparable 
poverty estimates across countries, the most relevant PPP 
would be that for individual consumption expenditure by 
households (number �). This can be further broken down 
into �� product groups as shown in Appendix Table �.�.

�9	 The	methodology	 for	 the	compilation	of	PPPs	and	real	aggregates	
is	fully	set	out	in	World	Bank	(200�).	This	appendix	provides	a	brief	
overview	of	 the	methodology.	 Further	 details	 are	available	 in	ADB	
(200�a).

Appendix	Table	�.�  Main Aggregates Used in the 2005 International 
Comparison Program Asia Pacific

Gross Domestic Product
�. Individual	consumption	expenditure	by	households
2. Individual	consumption	expenditure	by	nonprofit	institutions	serving	households
3. Individual	consumption	expenditure	by	government
4. Collective	consumption	expenditure	by	government
�. Gross	fixed	capital	formation
6. Changes	in	inventories	and	acquisitions	less	disposal	of	valuables
�. Balance	of	exports	and	imports

Source:	 ADB	(200�a).

The following main steps are involved in the process 
of compiling PPPs for the consumption aggregate.

Step 1

The first and most important step is to prepare a list of 
goods and services consumed by households and price this 
list in different countries. As may be noted from the second 
column of Appendix Table �.�, a total of 656 products 
were priced in the Asia Pacific component of the �005 
ICP (though the exact number of products priced varied 
by country).

There are two main considerations in making the 
list of products. The first is that the products selected 
must be comparable across the different countries. The 
second consideration in identifying the products for price 
collection is representativity of the products included in 
the list. If price comparisons based on these products are 
to accurately reflect the price levels in different economies, 
the products priced for this purpose must be representative 
of the consumption of people in different economies. 
Comparability and representativity are two competing 
considerations that need to be balanced in the preparation 
of the products list. 

Step 2

Individual price observations need to be averaged to form 
a national annual average price for each product in each 
country. The underlying reason for the averaging is that 
the prices collected need to be applied to annual values 
recorded in the national accounts.

Step 3

The national annual average prices are used to compile 
PPPs at the basic heading level. Basic headings are 
the smallest aggregate for which expenditure data are 
available in the national accounts (using the expenditure 
approach to measuring GDP). For example, although there 
are �9 different varieties of rice identified for the purpose 
of price collection, there are no weights available in the 
national accounts that indicate the importance of each of 
the different rice varieties. Weights for rice are available 
in the national accounts, however, across the participating 
economies. Hence, rice is considered a basic heading item; 
coarse rice, which is a variety of rice that does not have an 
expenditure weight in the national accounts, is not.

As the third column of Appendix Table �.� indicates, 
we consider a maximum possible of �06 basic headings 
pertaining to the individual consumption expenditure 
by households. Twenty-nine of these, comprising ��� 

Appendix	Table	�.2  Breakdown of Individual  
Consumption Expenditure by Households

Individual Consumption Expenditure by 
Households

Number of 
Products

Number of Basic 
Headings a

Food	and	nonalcoholic	beverages 2�� 29
Alcoholic	beverages,	tobacco	and	narcotics �9 �
Clothing	and	footwear �� �
Housing,	water,	electricity	and	gas �4 �
Furnishings,	household	equipment	and	maintenance 82 �3
Health �0 �
Transport 48 �3
Communication �4 3
Recreation	and	culture 6� �3
Education 6 �
Restaurants	and	hotels 2� 2
Miscellaneous	goods	and	services 39 8
Total 656 106

a	 Excluding	four	basic	headings	that	were	included	in	the	200�	ICP	Asia	Pacific	study’s	
list	of	��0	basic	headings:	“prostitution,”	“financial	intermediation	implicitly	measured	
(FISIM),”	 “final	 consumption	 expenditure	 of	 resident	 households	 in	 the	 rest	 of	 the	
world,”	and	“final	consumption	expenditure	of	nonresident	households	on	the	economic	
territory.”

Source:	 Based	on	ADB	(200�a).
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products, pertain to food and nonalcoholic beverages. It 
may be noted that in this chapter all PPP compilations 
using ICP prices were based on �06 basic headings (with 
the exception of PPPs reported in Table �.�, which are 
from World Bank �008). 

The specific procedure used to compile PPPs at the 
basic heading level is the country-product-dummy (CPD) 
method of aggregation. (See ADB �007a and World Bank 
�007 for a discussion of alternative procedures and their 
respective advantages and disadvantages.) The CPD 
method is a regression-based method that is applied to each 
basic heading item. The underlying model is multiplicative 
and it assumes that prices vary by product within countries 
at the same rate across all countries, and that prices vary 
between countries at the same rate across all products. As 
is usual with a regression equation, an error term (also 
multiplicative in this case) is required to handle variations in 
the observed product/country prices from those generated 
by the model. Furthermore, the model does not include a 
constant term.

The model can be rewritten using dummy variables 
of both commodities and countries:

ijNNMMij uCCCDDDp ++++++++= ηηηπππ ......ln 22112211 (�)

where i = �, �, … , M is the list of commodities (varieties of 
the basic heading item); j = �, �, … , N is the list of countries,  
pij  is the local currency price of the i’th commodity in 
country j; Di is the dummy variable for commodity i taking 
value � if the price observation refers to commodity i and 
value 0 otherwise; and Cj is a country dummy variable that 
takes a value of � if the price observation refers to country 
j and value 0 otherwise.

The model is estimated for each basic heading item, 
with each Di referring to one item variety. The parameters 
in the model are estimated using ordinary least squares. The 
country dummy variable for the base country is excluded 
in the estimation.

The CPD method can be applied even if some 
varieties of the basic heading item are unavailable in some 
countries. Indeed, an advantage of the CPD method over 
others is that its estimation does not require that all prices 
be observed in all countries (Deaton et al. �00�).

After estimating the equation, the basic heading PPP 
of the item for each country is simply the anti-log of the 
resulting coefficients of the country dummy variables (ηj). 
Although the base country dummy variable is dropped, it 
is assumed that the PPP of the base country is �.

The PPPs are expressed in terms of the base country. 
Any other country can be made the base country simply 
by dividing each country’s PPP by the new country’s PPP. 
The CPD model assigns the same weight to each product’s 
price, so it is often referred to as an “unweighted model,” 
although it should really be described as a model with 
equal weights.

As an illustration, the process of calculating the basic 
heading PPP for rice is now described. For �6 countries, 
there are �9 different varieties of rice (Appendix Table 
�.�). Not all types of rice are available from each country.

With Malaysia as base country, Equation (�) is 
estimated using the corresponding dummy variables with 
the dummy variable for the base country Malaysia excluded. 
The results of the regression are shown in Appendix Table 
�.�. The anti-log of the resulting coefficients of the country 
dummy variables represent the basic heading PPPs of rice 
for each of the countries. The PPP for Malaysia is assumed 
to be �.

Step 4

The fourth step is to combine the basic heading PPPs with 
weights drawn from the national accounts to yield PPPs 
at the final level of aggregation. For example, to compute 
PPPs for a broad consumption category like “food and 
nonalcoholic beverages,” the PPPs for all the basic 
headings under this broad category are aggregated using 
the relative weights accorded to different basic headings. 
One could aggregate the basic heading PPPs generated 
from step � using the Paasche, Laspeyres, Fisher, or the 
Tornqvist formula. But these would yield binary price 

Appendix	Table	�.3  Dummy Variables
Countries Types of Rice
Bangladesh White	rice	no.	�
Bhutan White	rice	no.	2
Cambodia White	rice	no.	3
Fiji	Islands White	rice	no.	4
India White	rice	no.	�
Indonesia White	rice	no.	6
Lao	PDR White	rice	no.	�
Malaysia	(base	country) White	rice	no.	8
Maldives White	rice	no.	9
Mongolia White	rice	no.	�0
Nepal Premium	rice	no.	�
Pakistan Premium	rice	no.	2
Philippines Premium	rice	no.	3
Sri	Lanka Premium	rice	no.	4
Thailand Coarse	no.	2
Viet	Nam Coarse	no.	3

Coarse	no.	�
Coarse	no.	6
Brown	rice

Note:	 Not	all	countries	have	all	varieties	of	rice.
Source:	 ADB	(200�a).
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indexes, which would be inappropriate if we are dealing 
with a number of countries.

The Eltetö-Köves-Szulc (EKS) method of aggregation 
is an alternative that is used in computing the final PPPs 
(or in this case, the PPPs for aggregates above the basic 
heading level). The EKS method is an index number 
method used for multilateral price comparisons satisfying 
some basic properties like transitivity, base invariance and 
characteristicity. The EKS formula produces transitive 
PPPs that are as close as possible to the nontransitive 
PPPs originally calculated in the binary comparisons. A 
full description of these properties, as well as those of 
alternative methods of aggregation, is provided in ADB 
(�008a, pp. �6-�7) and World Bank (�007).

Using the EKS method, the formula is simply:

 ( )



 ∏
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xbax FFPPP

M

ab
1

x

1

          (�)

where Fab denotes the Fisher price index number for 
country b with country a as the base, and x is the set of 
countries (including a and b). The Fisher index formula is 
given as:

 LPF ababab =     (�)

Appendix	Table	�.4  Country-product-dummy Regression Results

Variable η j t-statistic e	η

Country	Dummies	(D	j)

		Bangladesh 2.604 22.44*** �3.�2
		Bhutan 2.382 ��.84*** �0.83
		Cambodia 6.348 4�.69*** ���.��
		Fiji	Islands -0.42� -2.28** 0.6�
		India 2.�99 �6.�9*** 9.0�
		Indonesia �.�0� ��.06*** 2,2�0.�6
		Lao	PDR �.49� 44.68*** �,�99.09
		Maldives �.434 6.9�*** 4.20
		Mongolia �.62� 28.66*** 2�6.08
		Nepal 2.�60 �6.24*** �2.94
		Pakistan 2.3�� �4.92*** �0.�8
		Philippines 2.249 ��.�0*** 9.48
		Sri	Lanka 2.��� 22.00*** �6.06
		Thailand 2.0�2 �4.60*** �.48
		Viet	Nam �.836 48.��*** 2,�28.99
R-squared 0.999
Observations 90

Notes:	 Product	dummy	variables	are	included	in	the	regression	but	not	shown.	The	
intercept	term	(constant)	is	not	included	in	the	regression.	***	=	significant	at	
�%;	**	=	significant	at	�%.

Source:	 Staff	estimates.

where Pab denotes the Paasche price index number and Lab 
denotes the Laspeyres price index number. The Laspeyres 
index for country b with country a as base is simply:
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and the Paasche can be written as the reciprocal of the 
Laspeyres index of country a with country b as the base:
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where n = �, �, … , N refers to the basic heading items; Wn
a 

refers to the expenditure weight associated with commodity 
n for country a; and BHPPPn

a refers to the basic-heading 
PPPs attached to basic heading n for country a (the output 
of step �). The Paasche index is defined in this parallel way 
so that it satisfies one of the ideal properties of bilateral 
indexes: the country reversal test.

To illustrate how the EKS formula (Equation �) is 
applied, consider three countries: India and Philippines 
with Malaysia as base. The final PPPs for India and the 
Philippines, respectively, are:

( ) ( ) ( )[ ]FFFFFFPPP INDPHIPHIMALINDINDINDMALINDMALMALMALIND //////
3
1

xxxxx=

( ) ( ) ( )[ ]FFFFFFPPP PHIPHIPHIMALPHIINDINDMALPHIMALMALMALPHI //////
3
1

xxxxx=

As the base country, Malaysia’s final PPP is assumed 
to be �. It should also be noted that FMAL/MAL = FIND/IND = 
FPHI/PHI = �. This computation can easily be extended to 
more than three countries.
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List of Basic-Heading Groups

No. Product Description

Items Priced
2005 

ICP Asia-Pacific a
Poverty Survey

� Rice �9 6
2 Other	cereals	and	flour �3 �0
3 Bread 6 2
4 Other	bakery	products �0 �
� Pasta	products � 2
6 Beef	and	veal � �
� Pork 6 �
8 Lamb,	mutton,	and	goat � 0
9 Poultry 9 �
�0 Other	meats	and	preparations � 0
�� Fresh	or	frozen	fish	and	seafood �� �
�2 Preserved	fish	and	seafood � 4
�3 Fresh	milk 4 2
�4 Preserved	milk	and	milk	products 8 2
�� Cheese 4 0
�6 Eggs	and	egg-based	products 4 2
�� Butter	and	margarine 3 0
�8 Other	edible	oils	and	fats �0 �
�9 Fresh	or	chilled	fruit �0 4
20 Frozen,	preserved,	or	processed	fruits 3 0
2� Fresh	or	chilled	vegetables �� �3
22 Fresh	or	chilled	potatoes 3 3
23 Frozen	or	preserved	vegetables 6 2
24 Sugar 3 2
2� Jams,	marmalades,	and	honey 3 0
26 Confectionery,	chocolate,	and	ice	cream � 0
2� Food	products	n.e.c. �0 6
28 Coffee,	tea	and	cocoa 8 3
29 Mineral	waters,	soft	drinks,	juices � �
30 Spirits 2 0
3� Wine � �
32 Beer 4 0
33 Tobacco 6 4
34 Narcotics 2 3
3� Clothing	materials	and	accessories � �
36 Garments �4 22
3� Cleaning	and	repair	of	clothing 2 0
38 Footwear 8 3
39 Repair	and	hire	of	footwear 2 0
40 Maintenance	of	the	dwelling 6 0
4� Water	supply � 0
42 Miscellaneous	dwelling	services � 0
43 Electricity � �
44 Gas 2 0
4� Other	fuels 3 4
46 Furniture	and	furnishings �� 2
4� Carpets	and	other	floor	coverings 3 0
48 Household	textiles � �
49 Major	household	appliances �3 �
�0 Small	electric	household	appliances �0 0
�� Repair	of	household	appliances 3 0
�2 Glassware,	tableware,	and	utensils 8 6
�3 Small	tools	and	misc.	accessories 8 2
�4 Nondurable	household	goods �3 3
�� Domestic	services 2 0
�6 Pharmaceutical	products 3� �
�� Other	medical	products 8 0
�8 Therapeutic	appliances	and	equipment �0 0
�9 Medical	services 6 0
60 Dental	services 4 0
6� Paramedical	services � 0

List of Basic-Heading Groups  (continued)

No. Product Description

Items Priced
2005 

ICP Asia-Pacific a
Poverty Survey

63 Motor	cycles 3 0
64 Bicycles � �
6� Fuels	and	lubricants 8 0
66 Maintenance	of	transport	equipment �2 0
6� Passenger	transport	by	railway � �
68 Passenger	transport	by	road 6 4
69 Passenger	transport	by	air 4 0
�0 Passenger	transport	by	sea 2 0
�� Other	transport	services 2 0
�2 Postal	services 2 0
�3 Telephone	and	telefax	equipment � 0
�4 Telephone	and	telefax	services � 0

��
Audiovisual,	photographic,	and	computer	
equipment

�� 0

�6 Recording	media 9 0

��
Repair	of	audiovisual,	photographic,	and	
computer	equipment

2 0

�8 Major	durables	for	recreation 4 0
�9 Other	recreational	items �0 0
80 Garden	and	pets � 0
8� Veterinary	and	pet	services � 0
82 Recreational	and	sporting	services 3 0
83 Cultural	services 4 �
84 Newspapers,	books,	and	stationery 8 3
8� Package	holidays 4 0
86 Education 6 0
8� Catering	services �� 0
88 Accommodation	services 4 0
89 Hairdressing	and	grooming	est. 6 �
90 Personal	care	appliances	and	products �6 4
9� Jewelry,	clocks,	and	watches 6 0
92 Other	personal	effects 4 �
93 Other	financial	services � 0
94 Other	services 2 0
9� Actual	and	imputed	rentals	for	housing	b,	c � 0

96
Repair	of	furniture,	furnishings	and	floor	
coverings	b	

� 0

9� Major	tools	and	equipment	b � 0
98 Household	services	b � 0
99 Hospital	services	b � 0
�00 Animal-drawn	vehicles	b � 0
�0� Combined	passenger	transport	b � 0

�02
Maintenance	and	repair	of	other	major	
durables	for	recreation	and	culture	b

� 0

�03 Games	of	chance	b � 0
�04 Social	protection	b � 0
�0� Insurance	b � 0
�06 Other	financial	services	n.e.c.	b � 0

n.e.c.	=	not	elsewhere	classified.
a	 Excluding	four	basic	headings	that	were	included	in	the	200�	ICP	Asia	Pacific	study’s	

list	of	��0	basic	headings:	“prostitution,”	“financial	intermediation	implicitly	measured	
(FISIM),”	 “final	 consumption	 expenditure	 of	 resident	 households	 in	 the	 rest	 of	 the	
world,”	and	“final	consumption	expenditure	of	nonresident	households	on	the	economic	
territory.”

b	 These	items	do	not	have	available	price	data.	Their	prices	are	instead	calculated	based	
on	prices	collected	from	other	basic	headings.

c	 “Actual	and	imputed	rentals	for	housing”	is	not	priced	in	the	poverty	survey.	It	is,	however,	
included	in	this	study’s	calculation	of	poverty	survey	PPPs	by	using	prices	collected	from	
the	200�	ICP	Asia	Pacific	study.

Sources:	 ADB	(200�a);	ADB	(2008a).
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Comparison of Expenditure Weights from National Accounts, Bottom 30% of Households, and Households around the Poverty Line (percent)

Household Expenditure 
Categories Weight Source Ba
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Food	and	Nonalcoholic	
Beverages

National	Accounts ��.� 44.9 �0.0 28.8 36.3 43.6 �0.� �9.� 2�.� 40.6 �0.� ��.0 46.� 40.0 ��.� 34.0
Bottom	30%	of	Households 6�.� ��.� ��.4 4�.� �3.� 6�.6 8�.� 36.9 ��.4 ��.8 6�.8 �4.9 62.8 69.9 48.6 �4.9
Households	around	PL 60.2 48.0 66.� 43.� �4.0 6�.6 ��.6 4�.4 ��.2 68.3 �2.6 �3.2 �8.4 69.� �3.6 �0.3

Clothing	and	Footwear National	Accounts �.9 8.3 �.9 2.6 �.6 3.� �.9 2.� 4.3 �2.2 6.4 �.8 2.3 �0.� �.8 3.8
Bottom	30%	of	Households 6.� 9.� 3.3 4.� �0.� 3.8 �.� 4.� 4.6 �.� 6.3 8.9 2.6 2.8 3.0 4.6
Households	around	PL 6.4 �2.� 3.� 3.9 8.0 3.9 2.4 4.4 4.6 6.4 �.9 8.9 2.9 3.0 2.3 4.3

Housing,	Water,	
Electricity,	Gas,	and	
Other	Fuels

National	Accounts ��.� �9.9 �3.2 28.� �2.4 20.9 �3.� �9.� 3�.6 �8.8 �4.4 �4.2 �4.6 8.2 8.0 �6.3
Bottom	30%	of	Households �3.� ��.0 8.� �0.0 �2.3 �2.8 9.� 22.3 ��.� �.8 �4.� �6.� �4.� �2.8 2�.8 �6.4
Households	around	PL �4.3 �6.2 8.4 �0.9 �2.� �3.4 ��.� 2�.4 ��.0 8.6 �9.� ��.4 ��.4 �3.0 22.� �6.4

Health	and	Education National	Accounts �.6 �.2 9.0 �.3 8.� �.0 4.� 3.3 8.2 6.� �0.� 9.� 8.� �.� �.� �2.0
Bottom	30%	of	Households 3.3 �0.� 0.9 �.0 3.8 2.4 �.4 2.� 6.� �.2 6.3 6.0 2.8 2.2 2.0 �.�
Households	around	PL 3.9 �0.8 0.9 6.0 �.� 2.� �.9 2.� �.0 �.6 �0.2 �.6 3.0 2.3 �.� 6.�

Transportation	and	
Communication

National	Accounts 4.� 3.0 �.9 8.8 �8.2 8.� ��.6 20.4 �.8 9.3 4.4 �.4 9.9 �9.� ��.8 ��.3
Bottom	30%	of	Households 2.� �.3 �.� �2.� �.3 �.2 �.3 ��.� 6.0 2.6 �.2 2.6 3.3 2.4 6.9 3.�
Households	around	PL 3.2 �.4 2.6 ��.4 �.8 �.8 3.0 �.0 6.4 3.3 �.6 3.4 4.0 2.4 4.6 �.3

Recreation	and	Culture National	Accounts 0.� 2.� 2.3 4.9 �.9 �.6 3.� 4.4 4.2 2.8 0.9 2.8 �.2 4.0 6.� 4.6
Bottom	30%	of	Households 0.8 0.3 �.6 �.0 �.2 0.� 0.� 2.3 4.2 0.9 0.� �.2 0.4 �.� 3.0 2.6
Households	around	PL �.0 0.4 2.0 �.3 �.� 0.8 �.� 2.� 4.� 0.9 �.3 �.4 0.� �.0 2.2 3.2

Restaurants	and	Hotels National	Accounts 2.3 0.� �.0 3.� 2.0 6.� 3.� 8.� �.3 0.6 2.� 0.� 3.3 �.9 �6.6 �.3
Bottom	30%	of	Households �.6 �.3 �.2 0.� 0.6 �.� 0.� �.6 0.3 0.3 �.8 0.4 4.� 0.0 �.� 2.2
Households	around	PL 2.� �.3 2.� 0.� 0.3 �.6 �.� �.8 0.3 0.� �.� 0.4 �.6 0.0 4.� 3.�

Other	Items National	Accounts �0.2 �9.8 �0.� �8.� ��.3 �0.� �2.4 2�.4 ��.� 9.� �0.2 6.6 �4.3 �4.8 ��.9 �0.�
Bottom	30%	of	Households �.� �0.6 ��.9 �9.� �3.6 �2.0 4.� �2.9 ��.2 9.8 �.4 9.3 9.4 8.� 9.6 �0.4
Households	around	PL 8.9 9.8 �3.� �8.� ��.9 �4.� 6.8 ��.9 ��.0 �0.� �.� 9.6 �0.� 9.� 8.8 �0.9

PL	=	poverty	line.
Note:	 The	poverty	lines	used	here	are	from	Section	3.�.
Sources:	 Staff	estimates;	ADB	(2008a).
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ComPARIng PovERTy ACRoSS CounTRIES

Appendix	Table	4.�  Poverty Estimates of the 16 Countries in 2005  
(using $1.35 per day as poverty line)

Country

Headcount Index (%) Magnitude (millions)
Consumption 

PPP
Poverty PPPs Consumption 

PPP
Poverty PPPs

ICP PPP PS PPP ICP PPP PS PPP
(1) (2) (3) (4) (5) (6)

Bangladesh �8.3 ��.� 42.9 89.4	 8�.4	 6�.8	
Bhutan 3�.� 34.� 3�.� 0.2	 0.2	 0.2	
Cambodia 30.0 30.8 3�.4 4.2	 4.3	 4.4	
Fiji	Islands 34.2 29.� 30.� 0.3	 0.2	 0.3	
India 6�.� 64.0 �4.8 �42.�	 �26.�	 62�.9	
Indonesia 39.3 38.8 24.� 88.9	 8�.6	 �4.4	
Lao	PDR 39.� 43.2 44.4 2.3	 2.�	 2.�	
Malaysia 0.0 0.0 0.0 0.0	 0.0	 0.0	
Maldives ��.3 �.6 �0.� 0.0	 0.0	 0.0	
Mongolia 3�.� 28.� 32.0 0.8	 0.�	 0.8	
Nepal �9.4 ��.� ��.6 �6.�	 ��.6	 ��.�	
Pakistan 32.8 30.4 2�.0 ��.8	 48.0	 39.�	
Philippines 28.� 2�.3 30.6 23.8	 2�.4	 2�.9	
Sri	Lanka �3.� ��.0 �.9 2.6	 2.�	 �.�	
Thailand 0.0 0.0 0.0 0.0	 0.0	 0.0	
Viet	Nam 22.� 2�.3 �3.� �9.3	 �8.�	 ��.�	

Total 52.1 50.6 42.2 1,042 1,013 843 

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;	
PS	=	poverty	survey.	
Sources:	 Staff	 estimates;	 population	 estimates	 from	 United	 Nations	 Population	

Database.

Appendix	Table	4.2  Poverty Estimates of the 16 Countries in 2005 
(using three poverty lines)

Country

Headcount Index (%) Magnitude (millions)
Consumption 

PPP
Poverty PPPs Consumption 

PPP
Poverty PPPs

ICP PPP PS PPP ICP PPP PS PPP
$1.37 $1.35 $1.34 $1.37 $1.35 $1.34

(1) (2) (3) (4) (5) (6)
Bangladesh �9.4 ��.� 42.� 9�.0 8�.4 6�.�
Bhutan 36.3 34.� 3�.� 0.2 0.2 0.2
Cambodia 30.9 30.8 30.9 4.3 4.3 4.3
Fiji	Islands 34.8 29.� 29.8 0.3 0.2 0.3
India 66.4 64.0 �4.4 ��3.2 �26.� 6�6.9
Indonesia 40.3 38.8 23.4 9�.2 8�.6 �2.8
Lao	PDR 40.6 43.2 43.8 2.3 2.� 2.�
Malaysia 0.0 0.0 0.0 0.0 0.0 0.0
Maldives ��.8 �.6 �0.4 0.0 0.0 0.0
Mongolia 32.� 28.� 3�.6 0.8 0.� 0.8
Nepal 60.2 ��.� ��.2 �6.3 ��.6 ��.0
Pakistan 33.9 30.4 24.� �3.� 48.0 38.�
Philippines 28.8 2�.3 30.3 24.3 2�.4 2�.6
Sri	Lanka �4.4 ��.0 �.6 2.8 2.� �.�
Thailand 0.0 0.0 0.0 0.0 0.0 0.0
Viet	Nam 23.4 2�.3 �3.2 �9.9 �8.� ��.3

Total 53.0 50.6 41.7 1,060 1,013 834

ICP	=	International	Comparison	Program;	PPP	=	purchasing	power	parity;		
PS	=	poverty	survey.	
Sources:	 Staff	 estimates;	 population	 estimates	 from	 United	 Nations	 Population	

Database.
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