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ABSTRACT

The worsening conditions of poverty despite general increase in income
(growth) of the total population necessitate this paper to see the exact
relationship between poverty and income growth and redistribution. This
study made use % data obtained from 150 households sampled randomly {mm
Ibarapa Local Government Area situated in soutlnvestern Oyo State.
Findings reveal a high income inequality (0.8616) with the bottom 70 percent
receivin’g Just 4 percent of the total income in the study area. Poverty is higher
among households that have male heads, large household size and have no
formal education. An increase in the average income of the households has an
equalizing impact on income distribution as the bottom 82 percent of the
households earning just 4 percent of total income when average income
becomes 100 percent of the poverty line will reduce to 68, 58 and 50 percent of
the households when average income becomes 150 percent, 200 percent and
250 percent of the poverty line respectively.

Keywords: Inequality in Income Distribution, Poverty, Negative
exponential function, .

INTRODUCTION

The Nigerian poverty situation can be aptly described as ever increasing.
According to FOS (1999) figures, with a poverty incidence of 0.28 1in 1980, there
was a jump to 0.463 in 1985 due principally to the worsening economic
conditions especially the declining revenue from crude oil. The incidence of
poverty fell to 0.427 in 1992 as a result of the economic measure, Structural
Adjustment Programme (SAP), implemented in 1986. But not minding the
shortfall in poverty incidence, the number of poor people increased from 1985 to
1992. The number of poor people rose from 34.7 million in 1985 to 39.2 million in
1992. By 1996, the incidence of poverty had risen to 0.656 with about 67.1 million
poor people in Nigeria. Again, the poverty incidence dropped from 0.656 in
1996 to 0.544 in 2004. But the population of poor persons rose to 69.1 million in
2004, 2 million higher than 1996 figures (NBS, 2007)

27



Omonona, Udoh & Eegunjobi

The above poverty problem could be attributed among others, to the
negative and unjust social conditions such as structural inequality, especially
that of income. World Bank (1996) reveals that the extent of inequality in the
distribution of income is very important in reducing poverty. A very high per
capitaincome in the country does not completely guarantee adequate reduction
in poverty rate. In their study of Nigeria, the World Bank (1996) observed that
national poverty would have decreased by 13.5 percent as against 8.9 percent
achieved only by growth had it been that income distribution did not worsen
between 1985 and 1992. That is, the poverty incidence would have been 38
percent as against 427 percent. In the same vein, Hemmer (1994) reveals that the
extent and depth of material poverty are determined to a considerable degree by
interpersonal income distribution as the more unequal the income distribution
is, the greater is the probability of material absolute poverty. World Bank (1996)
further reveals thatin 1985, the top 10 percentof the population had more than 35
percent of the income, rising to 45 percent in 1992. The lowest 10 percent, on the
other hand, had only 10 percent of income in 1985 and only 2 percent of income in
1992. The preliminary results of the 1996/97 National Consumer Survey shows
that there s large income inequality with the top 10 percent of the income bracket
accounting for close to 60 percent of total consumption of goods and services.

The above justification makes the understanding of the nature and
distribution of income to be pertinent to any analysis of poverty. This, therefore,
shows the need to be more concerned with the distribution of income in order to
achieve a faster reduction in poverty than what growth alone can achieve. This
study shows the poverty profile by various characteristics of the households, the
distribution of income and measures inequality among the households. Finally,
the future size distribution of income was projected under hypothesized
changes in the average income of the households as a percentage of the poverty
line. In other words, the link between poverty and income inequality is
operationalized by seeing what income distribution would be if the poverty line
is increased or decreased. An increase or decrease in poverty line may mean an
increase or decrease in the living standard of the households as more bundles of
the basic needs can be acquired.

The rest of the paper is structured into three sections. Section 2 has the
methodology while the results and discussions are contained in section 3. The
last section is the conclusion and recommendations of the study.

METHODOLOGY

Data source and collection
This study made use of primary data collected from 150 households in
Ibarapa North Local Government situated in the South Western part of Oyo
fitate through structured questionnaire in the year 2000. The study utilized a
two-stage sampling procedure, The first stage involved the purposive selection
of three towns In the local government area in order to increase the likelihood of
selecting households with varying levels of income. The second stage sampling
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was done by randomly selectin
. g 50 households per t ing li
households in each town using the table of randoIrD:;u(::lvbnerasft BEm i

Analytical method

Different analytical tools were used i
' ical to achieve the objectives of th
:":eefs; {ncltude:dDe;cnphve statistics such as frequency disb’gribution me:\:h(l}cill}:l:
cient and the FGT (1984) weighted i , ;
. ‘ ( poverty index; and i
e}Tponenha_l regression function. The frequency distribution was usedr:(e)gsahhve
the type of income distribution existing in the study area. "

The Gini coefficient (G) is expressed as

G=1= Z(Xm' Xi)( Y- Yi)

Where X. = cumulative pro . 54
i ortion of re = : .
i prop cipientand Y, = cumulative proportion of

The FGT weighted poverty measures is expressed as
1 & (z- ¢
P =— z-y)
Sl [ /Z ]

when a=0, P=_1_ @-y) ‘_q s o
& é = — Poverty incidence or head count

a=1, P =;‘]_§[(z-y%]'

.

a=2, P,= = g [(Z y %} — Poverty severity

Where Zis the poverty line, defined as the two-thirds mean per capita household
monthly expenditure; q is the number of poor households whil}()e nis theet:tal
ngm:er of househoId.S; Y, is the per capita expenditure of the ith household while
ais the poverty aversion parameter. This takes on the values of 0,1 or 2 as shown

above to mean poverty incid
sy poverty incidence, poverty depth/gap and poverty severity

— Poverty gap or depth

The negative exponential function w i

L ; as used to estimate the future si
dlstnb.unons of income of the households. The function is stated beef;zvs
following Boxley (1971) and Ching (1973) as

y =ae™E

i\;\’ltlﬁre y 1ls the p.ercentage:of household remaining above certain income limits, x
e relative income size (lower limit of income size divided by avera’ge
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income), e is irrational number equals to 2.71828, b is the regression coefficient,
while a is the constant term, and Eis the disturbance term.
The above equation was used for the projection of the income size distribution

after the parameters, a and 3, were estimated. This was done by hypothetically

increasing or decreasing the average income to get new relative income sizes

which were substituted into the estimated equation to get net income

distributions. This projection method is an alternative to the Markov method,
through which income size distributions could be estimated, when detailed
information on the charges in the income size, that can be used to derive the
transitional probabilities, are not readily available (Boxley, 1971).

Note, however, that a and b were estimated by minimizing YE’ subject to the

condition that

a= 100/e™

Where x, is the “relative size” corresponding to the lower limit of the smallest
incomeclass.

RESULTS AND DISCUSSION

Inequality in income distribution
Income is not equally distributed among the households in the study area. Table
1 shows that the majority (70 percent) of the households earn N2000 or less per
capita per month while the remaining 30 percent of the households earn above
N2000 per capita per month. A decomposition of this 30 percent shows that 17
percent earn between N2001 and N4000 per capita per month while 8 percent
earn between N4001 and N6000 per capita per month. Those households earning
per capitaincome of N6001 and over per month constitute 5 percent.

Table 1
Frequency Distribution of per Capita Monthly Income of Households
Income Cumulative Cumulative
Group (N) Frequency Percentage proportion of proportion of
Recipients Income
1-2000 105 70 0.70 0.04
2001-4000 26 17 0.87 0.16
4001-6000 12 8 0.95 0.36
6001-8000 4 3 0.98 0.64
8001-10000 3 2 1.00 1.0
Total 150 100

Gini coefficient ofincome distribution is 0.8616

An analysis of what percentage of the population earns what percentage of
arer picture of the extent of inequality in the distribution of

income gives a cle
pulationin the

income. Table 1 further shows that the bottom 70 percent of the po
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study area receive just 4 percent of the

verc St

t}he t‘)a:tttgi:h%pogriledhtonfeam 97 percent of the income in the study area. In fact
e ik n}:eansntl 0t ﬁ\e population had no more than 36 percent of the,
SEHE Sracime, The 't1a t e top S percenlt of the population controls 64 percent
elbvinge the. . lsxt.uatxon of income inequality is so worse that the top 1
This lOp-sidegl) gil;t?illpour:iiimiizf percent of the total income in the study area.
coefficientof 0.8616 in the study arer:::;}ewosvcli(i)l:l{;;elje §Ol‘ e g

total income meaning that the top 30

Poverty profile

Sh (.I l)el()‘/\ Wll l l e P()()' was ()btall led usl“g
l } e t]lle ()l ’ [Ch a hOUSChO]( 1S saic tO LL
t] o) " (j t tt i, l h t] > l l l Zl ]’

e e)\F)ell 1 u1€pd ernindect esasshownin 1e 1 able elow

Table 2
Deciles Per Capita Expenditure (N) by Deciles
Per Capita

] Expenditure (N)

5 530.20

3 687.41

4 830.75

5 932.47

6 1075.81 .

- 1357.87

3 : ; 1669.21

9 1915.81

10 2842.12
Total 3568.06
- 15412.80
2/3 Mean ;gg;gg

From Tz;ble 2, one observes
o , O that the per capita expenditure
l‘I]L:'eaS;i.‘S from 'the first expenditure decile (N530l.)2) to f’h: tl(:trlrw
‘II\I; t;r:; &t:crel} dec.lle (I\IEI3568.06). The sum of the per capita expenditurn; of
. les gives N15412.80 with a mean api i
o | \ per capita expenditure as
N1541.28 fron.1 where a poverty line of N1027.52 was gbtainch)i (2/13urthI‘3
imean per capita household expenditure). i

The poverty line of N1027.52 obtained in this study was

vlandardized following Omonona (2

dardi | 001), b ing it wi y
i (_‘l”‘ty line obtained by World Bank (1 92)6) %lnct%r:ir?\rlling aden
‘msessment using the Federal of Statistics (FOS) N

ligerian poverty
31 ational Consumer
)
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i line of N395 per capita
Bank (1996) obtained a poverty ; i
i Data.t'{SSGS‘/ggr:l?an? priﬁes. V\)Iith the aid of the cor.npl%s;;; gggszun;;erc g;lii :
P am;gm13395 was converted to current priges to obtalrf133 ot .Thgmonthly
el by multiplying the N395 by a raising factor of 33.576. e
i antr)"ultirt‘\e );):: cap‘ijt;, of N1105.19 in 1999 cun;;en_t pzr(l)%e(e)s is comp
over ' . ;
inedi line for this study in :
?11?127333321?\%?&?&3% :Ee households based on the demographic and
able

human capital characteristics.

Table 3 ) .
Poverty profile by demographic and human ¢ capital variables
ov :

Poverty  Poverty Poverly

Demog{aphic [ncidence OD%Q\ ‘(s;e;:ri’tl‘
Variables o b . .
f Household Head Male 0 o o
o - g'ig 016 007
Age of Household _:_-’ig 0:43 g}? (())‘ég
}l\}l‘:\ar‘iital Status  of Married (())ig 0.4 : ; e
Household Head Single 0.‘ o i3t Sy
Household Size 1-5 i 0‘17 e
(:11(()) 0.80 0.38 0.20
Capital Variable il -
gc‘il\:nczgm\aalla level of No ) formal 0.86
Household Head g;iitlxrf::xyon - o -
ation .
ggc‘;cndary 0.35 0.13 0.06
ggrgsrt;on 0.33 0.12 0.04
Education o -

f
households and the extent o
Is that the percentage of poor ; .
- ta‘:)lerrrlz‘alse::red by poverty depth and severity) are more arr:iongt}t\htti1 ;r}:ct
povceiggt;an the female headed ones. This may not be uncon.neckt)e wxs Y SES
}t‘;:t male headed households are usually larggr irll tertrms c;f iltzliee lizga:‘:ehc)ld); =
i he above situation is also true fo
likely to be polygamous. T

: bl
Poverty incidence depth and severity are highestamong households with above
ove

bers. This is followed by those households with 6-10 _membersda;nmdr ‘3105f
s 'h torder. Large family size depresses the per capita expen fot
e llr: tlcla therel;y increasing their poverty level. As for the age 200 i
Lh:u::}:loslil l'(:ea’d despite that households headed by those aged between

em
40 years have higher percentage in poverty than those above 40 years, they seem |

to have better welfare judging from lower values of poverty depth and severity.
0
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This pattern described above is true for the marital status of household head. Not

minding that the poverty .incidence is higher among households headed by
married persons than those headed by single persons, the depth and severity of
poverty arelower.

As for the educational status of the household head, the analysis reveals that the
incidence, depth and severity of poverty is highest among those households
headed by persons without any formal education. This is followed, in that order,
by households headed by persons with primary, secondary and tertiary
education. This is not unconnected with the fact that the higher the educational
attainment, the higher the chance of being employed in good and high paying
jobs.
The poverty situations based on the demographic and human capital
characteristics of the households are in consonance with the findings of Hemmer
(1994), Rodriguez and Smith (1994), Coulombe and Mckay (1996), Reardon and
Taylor (1996), World Bank (1996), FOS (1999), Omonona (2001), Omonona et. al.
(2006), NBS (2007), Omonona etal (2008), and Udoh and Omonona (2008).

Future size distribution of income

The current distribution of household income is useful in predicting the
probable future size distributions without pin-pointing any particular time or
period when such distribution will take the place of the present one. It is hoped
that at a time in the future, the per capita income would have changed to such a
level that is a percentage of the poverty line. How the distribution of income
would be at this time can, therefore, be approximately projected. The projected
value of future size distribution of income shown in table 4 was done using the
negative exponential function given as:
Lny=1In100.0481 0.8861x '
(0.25)*** (0.02)***
Where the asterisk denotes significance at 1 percentlevel.
Table 4 shows the actual distribution and the distributions when the average per
capita monthly income of the households was 100 percent of the poverty line
(N1027.52), 150 percent of the poverty line (3¥1541.38), 200 percent of the poverty
line (N2058.04) and 250 percent of the poverty line (N2568.80). From the table, it
is observed that when the average per capita monthly income becomes 100
percent of the poverty line, which represents a decrease'in the actual average per
capita monthly income, there is a worsening distribution in income (increased
income inequality). But as the average per capita monthly income becomes 150,
200 and 250 percent of the poverty lines, there are improvements in the future

size distribution of income as the number of households in the lowest income
category decreases from 102 to 87 to 75 respectively.
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Table 4 ; ]
Present and potential size distril}utmn of 1/1:con;ee e
N), Actual Potential Distributions when Aver g1 :
N Distribution, becomes a Percentage of the Poverty Line

% 150% 200% 250%
, ( NlIOOOZ{/'.SZ) (N1541.28) (N2055.04) ( N;_SE)S.SO)
1-2000 105 123 102 g’g A
2001-4000 26 22 33 . -
4001-6000 12 4 10 - i
6001-8000 5 1 3 ; ;
8001-10000 3 0 2

The above was better reflected by the cumulative frequency of recipients and
e abov
income as shownin Table 5 below.

Table 5 e s
Cumulative frequencies of income and recfl!alents of presen
ial size distribution of income -
C POt_e = Cumulative proportion of recipients when
i e average income becomes y
o Normal 100% of 150% of 200% of 250% of

I(:;(i)r?coorrtrl\(;n poverty poverty line poverty
g 0 . Of%o(‘)/: Ll 0.70 0.82 0.68 0.53 8;(5)
;62001?4000 0.16 0.87 0.92 ng (())23 o
4001-6000 0.36 0.95 0.997 8.997 0.97 o
6001-8000 0.64 0.98 1.0 ]‘00 1.00 =~
8001-10000 1.00 1.00 1.0 ; :

‘ ave er capita
i t except when the average p

5, it can be observed tha _ ‘ o
Ftl}'lolm- tzgiie was assumed to be equal to 100 pe_rcent of the pgvg;tyi:ntat,o tm .
s lnked improvement in the distribution of income. While t ;]e noavemg;
e al‘:\al; the household earns just 4 percent of total mcomcfvs]/ )ehousehom
PefCe“ bc;comes 100 percent of the poverty line, the percen;ageo t(;SL ke e

e i decreased to the bottom 60,

i 4 percent of total income de ; gk
eamm% tt;:aen aﬁ/erage income becomes 150 percent,. 200 pucgnt ;x}c: 25(1) ptnr e
L fepas rty line respectively. In other words, while less than the ‘opn;iancomc
of t}}:e Povil?tion earns 36 percent of the total income when the av\crc:lbi_e“.nmg
gizo(:nzzplﬂo percent of the poverty line, the perce;ntage Zf ;he};;clog pLer:-ent e

i increased to the top 4, 7 ana 1<
is same 36 percent of total income 1 |

this sa : corI;ebecome 150, 200 and 250 percentof t'he poverty ll]’l‘&,. o
S 1In general, it is observed that an increase in the av;r?g( in Ty L

d 4 izi i i distribution anc >reby

equalizing impact on income ¢ ' Hherel

hoc‘l1 Se'};igki)sobearstyar"l"hig is beca%se as the average income increases, there is an
reduci ;
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increase in the purchasing power of households to acquire the basic needs
required for meaningful life.

CONCLUSION

The study reveals that the level of inequality in income distribution is very high
with the bottom 70 percent of the income recipient receiving exactly 4 percent of
income. The top 2 percent of the income recipients earn 36 percent of the total
income. In addition, the level of poverty increases with the household size and
decreases with the increase in the level of educational attainment. Finally, an

increase in the average income has an equalizing impact on income distribution
and thereby reduces poverty.

® Based on the findings of the study, the following recommendations are
made:
Attempt to reduce the inequality in income distribution in the society
should be pursued. This can be through the use of adequate and effective tax
and subsidy measures. The very rich or affluent can be taxed for some of
their consumption while the poor / the unemployed can be supported with
social security.
To substantially reduce the rate of poverty, there must be concerted effort to
getevery body educated. This is because the likelihood of getting a good job
tends to increase with the level of educational attainment. It also increases
the ability to adopt new practices that can lead to a rise in income.
The reduction in the size of households through birth control measures is
also essential in poverty reduction. This will enhance
expenditure of households and hence increase welfare.
Lastly, the average income of people when increased will enhance better
income distribution. In order to achieve this, employment should be
provided for the labour force so that unemployment can be reduced to a
bearable minimum. Qualitative education and /or apprenticeship training
of the population should be embarked upon in order to enhance the
employment of the generality of the population.
In concluding this paper, we have been able to show how poverty and
income distribution are related to the level of average income. And that for

poverty to be reduced substantially efforts should be made to equalize the
distribution of income in addition to growth in income.

the per capita
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