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Tim Harford:  Hello, and welcome to More or Less on the BBC World Service.  We're your weekly guide to the numbers in the news and in life and I'm Tim Harford.  It's hard to think of a more important figure than the number of people living in poverty.  For many years now a common standard for extreme poverty has been living on less than a dollar a day, and the estimates of who lives in extreme poverty have just been updated. In its shocking simplicity the dollar-a-day measure has probably has done more to raise awareness of world poverty than any other effort. 


Martin Ravallion: We certainly intended to have some impact with it, try to make reasonably well-heeled people all over the world understand just how poor many people in the world are.


Tim Harford:  But how did this simple number, which has acquired such power, come about? We've been following the trail, and we've discovered it's much more complicated and controversial a number than most people realise. 


Lant Pritchett:  It's a successful failure. It's a wildly successful PR device that I think has been, actually been a failure in terms of achieving the objectives of improving human well-being in the world.


Tim Harford:  But first, let's find out where the story starts. Ruth Alexander's here.


Ruth Alexander:  The story starts at the World Bank in Washington DC in the late 1980s. Economists there noticed that the national poverty lines of a number of developing countries clustered around 370 dollars a year.  


Tim Harford: Now these poverty lines were usually set at the basic amount that a person needs to feed and clothe themselves. So, the World Bank team proposed that this became a global poverty line.

Ruth Alexander:  And then some time later one of these economists, Martin Ravallion, was having dinner with his wife and as they chatted he had a kind of epiphany:  if you divide that yearly income, 370 dollars, by 365 days you get just over a dollar. And so the dollar-a-day catchy concept was born.

Tim Harford:  When I first heard the dollar-a-day standard I thought to myself "that's just an incredibly small amount of money". You're doing well to buy a cup of coffee for a dollar in America these days.  But then I thought maybe it's not quite as bad as it seems.  If you live in rural India, or Nigeria, or Vietnam, food is probably a lot cheaper.  Now here comes the first complication.

Ruth Alexander:  If you took a dollar to a bank and converted it into Indian rupees, say, or Nigerian naira, you might indeed be able to buy more in India or Nigeria than in America. But the World Bank figures don't use those exchange rates. They use specially-adjusted exchange rates which take into account the fact that it's cheaper to live in some countries than others.  

Economists look at the price of hundreds of goods in developing countries and then with reference to national accounts, household surveys and census data, they calculate how much money you would need to have in each country to buy a comparable basket of essential goods that would cost you a dollar in America. The idea is that you're under the global dollar-a-day poverty line if you can't afford that basket.


Tim Harford:  And Ruth, just tell us who's in that situation.

Ruth Alexander:  Well, to give you an idea, just over 10% of the people in China are living below this poverty line; just under 50% in Sub-Saharan Africa and about a third of South Asia; there are others elsewhere. If you're under this line you might be a farm worker, or a cleaner. 

Now you might think, "If I only had a dollar a day I'd be spending everything on food - every cent on staying alive". But actually you'd probably be spending only just about half your income on food. That's what a professor who researches the economic lives of the poor has found. Abhijit Banerjee studied in Calcutta, India and is now at MIT in America.

Abhijit Banerjee:  Even though they could actually physically buy enough calories the fact is they don't. If you look at the people, especially in South Asia, who live on a dollar a day - huge malnutrition. So they sacrifice calories to buy some entertainment, some pleasure.  It's a balance between kind of survivalist behaviour and pleasure-seeking behaviour.  I think as human beings we need both.

Ruth Alexander:  Something that puzzled me was thinking that the basket of goods that the economists price up must surely, I thought, be more expensive now than it was when a dollar a day was coined a couple of decades ago because of inflation - and yet we still talk about people living on less than a dollar a day.

Tim Harford:  Yes. So this is the second way in which the dollar a day figure needs to be tweaked. We've already heard that it's adjusted to reflect the different prices of goods all over the world; but it's also adjusted for inflation because a dollar buys less and less over time.  But in 2008 the World Bank made a major change to how they calculated the poverty line. They took account of more national poverty lines, more household surveys - and they got much more accurate price information.


Ruth Alexander:  So they effectively just started all over again.


Tim Harford:  Yes. They junked the old poverty line calculations and they recalculated everything. And the new dollar-a-day line is actually a dollar 25, pegged to 2005 prices.


Ruth Alexander:  It's just not as catchy though.


Tim Harford:  It's not, which is why the dollar-a-day rhetoric lives on. One of the reasons this number really took off and gained a life of its own is because it became the first United Nations Millennium Development Goal to: [unidentified speaker] "halve between 1990 and 2015 the proportion of people whose income is less than a dollar a day".


Ruth Alexander:  And we've got some news on that first Millennium Development Goal. 


Tim Harford: We do. The World Bank has just released its latest estimates about how many people are living under the global poverty line.  And its figures tell a success story. Martin Ravallion, the man who came up with the dollar-a-day measure, says that in 1990, 31% of the population of the developing world lived on less than one dollar a day - close to 1.4 billion people. In 2008 less than half that proportion did - 14%, or about 800 million people.


Martin Ravallion:  We think we've now achieved the first Millennium Development Goal a good few years ahead of 2015. The proportion of people living under a dollar 25 a day has been falling at about roughly 1% per year.  It's the first time I've seen both the numbers of poor and of course the poverty rate falling in all regions of the developing world. 


Ruth Alexander:  But if we take China out of the equation we've discovered that the Goal hasn't been met because most of the progress in getting people above the global poverty line has been driven by China, which has had an amazing run of economic growth.

Tim Harford:  There we are - the target's been met, even if the poverty line has been redefined as we approach 2015 and the deadline for the Millennium Development Goals. But there's a more fundamental question here - whether there's any point at all having the dollar-a-day poverty line. A World Bank colleague of Martin Ravallion's was a big critic from the start. 


They're not colleagues any more, I should say. Lant Pritchett is now the Professor of the Practice of International Development at the Kennedy School, which is at Harvard University.


Lant Pritchett:  It's a successful failure. It's a wildly successful PR device that I think has been actually been a failure in terms of achieving the objectives of improving human well-being in the world.


Tim Harford:  You think it's actually causing damage?


Lant Pritchett:  Oh, yeah, absolutely. Going for such an incredibly low line - it's made the discourse of poverty less developmental and more philanthropic. So instead of promoting prosperous economies, it's about how do we identify and target and get transfers to the few people under this penurious line which just isn't the way historically anybody has ever eliminated poverty.


Tim Harford: Martin Ravallion doesn't believe the intense focus on the dollar-a-day line has been damaging.


Martin Ravallion:  When we talk about progress against a dollar a day we've got to remember that that's mainly been by economic growth; it has not been by handouts. That has actually been quite powerful at the bottom of the distribution. But we've still got a bunching-up that's occurred - we've made much less progress in getting people over two dollars a day.


Tim Harford:  Three cheers for economic growth, then - but that does re-emphasise this concern that some people have that the dollar-a-day line has achieved disproportionate purchase in people's imaginations. If we measure it by two dollars a day we haven't made as much progress as if we measure it by one dollar a day.


Martin Ravallion:  Yes.  And I completely emphasise that we should look at multiple poverty lines. We should look at the whole distribution - that's what I've said from day one. What I'm also saying is that our highest priority must be the poorest first.


Tim Harford:  But the question remains: How much better are the lives of those poorest people if in reality progress means managing to move just over the dollar-a-day line? A dollar a day's a great catchphrase, and it's certainly drawn attention to the lives of the world's poorest. But nobody who's looked closely at the topic thinks it's definitive. 




If there's a statistic you want us to investigate, email moreorless@bbc.co.uk. And you can download our podcast via our website, bbcworldservice.com/moreorless. But from me and from Ruth Alexander, until next week, goodbye. 
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