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Poverty in Nepal
2010/11

1. Introduction

Latest estimates of poverty in Nepal are based on the third round of the
Nepal Living Standards Survey (NLSS-I11, 2010-11).

The survey methodology as well as the technique for poverty
estimation follow international best practices and benefited from
World Bank technical assistance. NLSS-II1 has been conducted with
financial assistance from DFID, DanIDA, WFP and the World Bank.

The NLSS is the survey officially used for poverty estimation in
Nepal. The NLSS is a multi-module household survey which contains
information on a wide array of topics related to the levels and
determinants of living standards in Nepal. The consumption module
from the NLSS survey permits the construction of a comprehensive
household-level measure of well being (“consumption aggregate”),
which is used for the purpose of constructing a poverty profile for
Nepal and for measuring the extent and depth of poverty.

2. Survey methodology

The sample design for the NLSS Il is similar to the one used in
previous survey rounds and the sampling frame is the list of wards and
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subwards/EAs prepared on the basis of Census 2001'. The first
sampling stage for the NLSS Il is identical to the one prepared for the
2008 National Labor Force Survey (NLFS), and identifies a sample of
800 wards (Primary Sampling Units, PSUs) selected with probability
proportional to size. Out of these 800 PSUs, 500 PSUs are selected as
the second stage with explicit sub-stratification based on 14 strata, and
12 households selected with equal probability in each PSU using
household listings prepared for the 2008 NLFS.

Similarly to previous rounds, NLSS Ill is composed of a cross-
sectional and of a panel component. Altogether, after completion of
the field work, 5988 households were interviewed for the cross
section, and 1128 households for panel part of the survey.

The 12 analytical domains represented in the NLSS I1l survey are the
following:

1. Himal (high mountain), 2. urban Kathmandu valley, 3. urban hill, 4.
urban terai, 5. rural eastern hill, 6. rural central hill, 7. rural western
hill, 8. rural mid west and far western hill, 9. rural eastern terai 10.
rural central terai, 11. rural western terai, 12. rural mid west and far
west terai.

! The choice not to base NLSS 111 on a new sampling frame was driven by the
desire not to subtract resources to the concurrent preparation of the Census 2011.



Field Work and Reference period.

Field work was conducted over a 12 months period, from mid-
February 2010 to mid-February 2011. The sample was constructed in
such way to be nationally representative for each of the three seasons
covered during the fieldwork?.

The main innovation introduced with the NLSS 11l survey relates to
the collection of food consumption information. In particular, in
addition to asking households their consumption during the “typical
month” for each of the 72 food items as in previous survey rounds
(NLSS I-1I), the NLSS Il also introduces a new “last 7 days”
reference period for measuring food consumption.

In the estimation of the new poverty line for 2010-11, the food
component of the consumption aggregate has been constructed using
information on food consumed during the last 7 days. According to
international best practices, this new measure of food consumption
limits the extent of recall bias in the estimates, and therefore improves
measurement quality.

3. Poverty measurement technique and poverty lines

The estimation of poverty in NLSS Ill is based on the same
methodology followed in previous survey rounds. In particular,
poverty estimation follows the Cost of Basic Needs approach (CBN).

2 See Table 4 for reference to the seasons.
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According to the CBN approach, the poverty line can be defined as the
expenditure value (in local currency) required by an individual to
fulfill his/her basic needs in terms of both food and non food items.

While the poverty line in the previous round of the survey in 2003-04
(NLSS II) was an update of prices for the same basic needs basket
estimated in 1995-96 (NLSS 1), the poverty line for 2010-11 is based
on a new basic needs basket of the poor to reflect changes in well
being over time.

3.1 Estimation of the Food Poverty Line

The food basket of the poverty line is constructed by estimating how
much the poor spend to reach a minimum caloric requirement of 2,220
Kcal per day.

The minimum caloric requirement was estimated considering
composition by age and sex of an average Nepalese household in
2010-11 and using the recommended dietary allowances by age-gender
groups as prescribed in the Ministry of Agriculture publication (HMG
Ministry of Agriculture, 1994) (see Table 1).



Table 1: Recommended daily dietary allowance and household
composition NLSS 111

Recommended Number Total
Demographic group daily allowance* per HH Calories
0-6 months 594« 0.056 33
6-12 months 735+ 0.044 32
1-3years 1,240 0.312 387
4-6years 1,690 0.346 585
7-9years 1,950 0.366 714
Boys 10-12 years 2,190 0.209 457
Grls10-12 years 1,970 0.201 396
Boys 13-15years 2,450 0.185 452
Grls13-15years 2,060 0.192 395
Boys 16-18 years 2,640 0.149 394
Grls16-18years 2,060 0.179 368
Men 19 and above 2,875 1139 3,276
Women 19 and above 2,225 1.475 3,282
Average Household size 4.852
Average Caloricrequirement per household 10,770
Total per capitacaloricrequirement 2,220

The second step in estimating the food poverty line requires
identifying the basket of food that allows the relatively poor
(households whose total consumption lies in the 2" to 5™ deciles of
per capita consumption) to reach 2,220 Kcal per day.

One important finding of the survey, which supports the decision to
estimate a new poverty line for 2010-11, is that the food habit and
consumption patterns have changed drastically since 1995/96 when the
NLSS-1 was conducted and the poverty line first estimated.
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In particular, the poor’s consumption of fruits, meat, fish, egg and rice
increased substantially over the last 15 years. As a consequence, given
that the relatively poor in 2010-11 consume more “high quality food”
than the relatively poor in 1995-96, the new food poverty line has to
reflect a higher cost of obtaining the minimum caloric requirement
associated with the new (and improved) food consumption patterns.

3.2 Estimation of the non-food allowance

Besides meeting the minimum caloric requirement, individuals also
need to satisfy basic non-food needs. However, while there is a caloric
anchor guiding the estimation of the food poverty line, no objective
minimum non-food requirement exists a priori. Following international
standards and similarly to what done in 1995-96, we assume that a
household whose food consumption is close to the food poverty line,
will spend the “minimum” required to fulfill non food needs.

Practically, the non food allowance was estimated considering the
share of non-food consumption (to total consumption) of households
with per-capita food consumption close to the food poverty line® in
each of the analytical domains.

3.3 Estimation of the 2010-11 Poverty Line

The overall poverty line is obtained aggregating the food and the non
food poverty line.

® Plus and minus 5 to 10% of the value of the food poverty line.



The poverty line for Nepal, in average 2010-11 prices, has been
estimated at Rs. 19,261; the food poverty line is Rs. 11,929 and the
non food poverty line Rs. 7,332.

Table 2 below provides the details of the value of the poverty line in
local prices for each of the 12 analytical domains.

Table 2: Poverty line in local prices and spatial price index

Poverty Lines* Soatial price indices

Analytical Domain Food Non-food Overall Food Non-food Overall
Mountains 13,295 6,564 19,859 114  08% 1031
Urban - Kathmandu 14610 26,323 40,933 1225 350 212%
Urban - Hill 11,805 7,772 19577 0990 1060 1016
Urban -Terai 11,743 9390 21,133 0984 1281 1097
Rural Hills- Eastern 12,297 425 16,551 1031 0580 0.8%9
Rural Hills-Central 12,240 6,448 18,689 1026 0830 0970
Rural Hills- Western 12,537 5891 18,428 1.051 0.804 0.957
Rural Hills- Mid and

Far Western 11,772 4583 16,355 0987 065 0849
Rural Terai - Eastern 11,333 5524 16,856 0.950 0.753 0.875
Rural Terai - Central 11,257 6,283 17,540 0944 087 091
Rural Terai -

Western 10,600 5398 15998 0889 073% 0831
Rural Terai - Mid and

Far Western 10,998 6,321 17,319 0922 0862 089
Nepal 11,929 7,332 19,261 1000 1000 1.000

1%

4. Poverty rate and correlates of poverty

The poverty line establishes the distinction between who is poor and
who is not. In particular, according to the 2010-11 poverty line, an
individual in Nepal is considered poor if his/her per-capita total annual
consumption is below Rs. 19,261.

4.1 About 25 percent of the population in Nepal lives below the
poverty line. According to the new poverty line, the poverty incidence
(headcount rate) for Nepal in 2010-11 is 25.16 percent. The poverty
rate is much lower in urban areas (15.46 percent) than in rural areas
(27.43 percent).

Table 3 below provides the details of the poverty headcount rate, depth
of poverty (poverty gap) and severity of poverty (squared poverty gap)
by analytical domain.



Table 3 poverty profile by analytical domain

Incidence Distribution
Poverty gap
Region Headcount Poverty gap squared of the of the
rate (x100) (x100) poor population
Urban 15.46 3.19 1.01 117 19.0
Rural 27.43 5.96 2.00 88.3 81.0
Eastern 21.44 381 1.01 19.8 23.3
Central 21.69 496 1.76 30.8 35.7
Western 22.25 4.27 1.38 16.9 19.2
Midwestern 31.68 7.74 2.69 16.4 13.0
Farwestern 45.61 10.74 3.77 16.0 8.8
Mountain 42.27 10.14 3.54 118 7.0
Hill 24.32 5.69 2.09 428 44.2
Terai 23.44 452 1.31 454 48.7
Mountains 42.27 10.14 3.54 118 7.0
Urban - Kathmandu 11.47 2.77 1.00 2.6 5.7
Urban - Hill 8.72 1.75 0.54 15 4.4
Urban -Terai 22.04 431 1.29 75 8.6
Rural Hills - Eastern 15.93 291 0.82 4.0 6.3
Rural Hills -Central 29.37 8.52 3.70 10.8 9.3
Rural Hills - Western 28.01 531 1.75 105 95
Rural Hills - Mid and 36.83 8.89 3.13 133 9.1
Far Western
Rural Terai - Eastern 20.97 3.67 0.91 9.6 11.6
Rural Terai - Central 23.13 4.14 1.08 139 15.1
Rural Terai - Western 2231 4.40 1.35 5.9 6.6
Rural Teral - Mid and 31.09 717 247 85 6.9
Far Western
Nepal 25.16 543 1.81 100.0 100.0

q9

4.2 There is_high variation in_poverty rates amongst the 12
analytical domains. Table 3 shows that urban Hill is the least poor
region with a poverty incidence of 9 percent. The depth and severity is
also the lowest for this region. Within urban areas, poverty ranges
from 9 percent in urban Hills to 22 percent in urban Terai. Within rural
hills, poverty ranges from 16 percent in Eastern region to 37 percent in
Mid and Far Western region. Within rural Terai, poverty ranges from
21 percent in Eastern region to 31 percent in Mid and Far Western
region. Within each of the development region except the Eastern, hills
have higher poverty rates than Terai. The depth and severity of poverty
is highest in Rural hills of Western and Mid-Far-Western region.

4.3 Seasonal poverty is lowest in third season (Oct-Jan). The first
and the second seasons (from Feb 2010 to Sep 2010) have similar
poverty rates of 26
percent, while the third
season has the lowest
poverty rate of 23
percent. Table 4 shows
the seasonal variation of
poverty in greater detail.
The poverty rates are
highest in  April-May Date of Survey
coinciding with the food

scarce months. Poverty declines gradually till July and again spikes in
September. Poverty falls sharply between September and November.

Poverty headcount rate
20 25 30 35]
| | | |
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Feb 1, 10|
Mar 1, 10-{
Apr1,10
May 1, 10~
Jun1,10+

Jul1, 104
Aug 1,10~
Sep 1,10
Oct 1,10
Nov 1, 10
Dec 1,10
Jan1,11
Feb 1,11



Poverty is lowest around November 1 and the timing coincides with
the festivals of Dashain and Tihar.

Table 4: Seasonal variation in poverty

Incidence Distribution
Headcount  Poverty Poverty gap of the of the
Season rate gap (x100) squared (x100) poor population
Season 1 (Feb - May) 26.62 5.85 19 35.3 333
Season 2 (dun - Sep) 25.97 5.65 184 A4 333
Season 3(Oct - Jan) 22.87 4.80 1.65 30.3 333
Nepal 25.16 5.43 181 100.0 100.0

4.4 Poverty increases with household size. As shown in Table 5,
poverty incidence increases monotonically with household size. The
poverty rate is the lowest for one-person households (3 percent),
increases drastically to 7 percent for two-person households and
reaches the maximum (38 percent) for households having 7 or more
members. The depth and severity of the poverty also increase with
household size, reaching up to 9 percent and 3 percent respectively for
the households that have 7 or more members.

4.5 Poverty increases with number of kids that are under 7. Table
5 also shows that poverty rates are positively correlated with the
number of children under 7 present in the household. Poverty rate is
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lowest at 12 percent for household with no child under 7, but increases
to 47 percent for households with 3 or more children under 7.

Table 5: Poverty and household demographics

Incidence Distribution
Household Headcount Poverty gap Poverty gap of the
demographics rate (x100) squared (x100) of thepoor  population
Household size
1 328 0.88 0.36 01 0.7
2 740 1.38 0.39 13 44
3 748 1.25 0.34 28 94
4 12.76 2.56 081 84 165
5 21.10 443 146 156 186
6 3239 6.63 218 225 175
7 or more 3759 8.61 295 494 330
Number of children 0-6
0 1231 2.05 0.56 204 418
1 2521 494 149 29.1 29.0
2 4148 10.01 353 29.8 181
3or more 46.64 11.95 454 20.7 112
Nepal 25.16 543 181 100.0 100.0

4.6 Female headed households have slightly lower poverty rates.
Table 6 shows the poverty rates by the age-gender characteristics of
household head. Poverty rates are very similar across different
categories. Poverty rates are slightly higher for households headed by
males between 26 and 45 years of age and slightly lower of households
headed by female.




Table 6: Poverty by age-gender characteristics of the household

head
Incidence Distribution
Household Head Headcount  Poverty  Poverty gap of the of the
characteristics rate gap (x100) squared (x100) poor population
Male, <=25 years 24.49 541 182 19 19
Male, [26, 45] years 27.30 6.10 2.10 35.7 329
Male, 46+years 24.29 5.07 1.65 426 442
Female 23.69 5.15 1.69 19.8 210
Nepal 25.16 543 181 100.0 100.0

4.7 Dalits bear a much higher burden of poverty compared to
Non-Dalits

The percentage of poor among Dalitsis 42 percent compared to 23
percent for the Non-Dalits.

4.8 Higher levels of education are negatively correlated with
poverty. Table 7 shows the poverty rates by education level of the
household head as well as by the education level of the most educated
female in the household. Poverty is substantially lower for higher
levels of head’s education. Households with an illiterate head are more
than 4.5 times more likely to be poor than households with a head that
has completed 11 or higher. Similarly, households that have at least a
women who completed primary education are much less likely to be
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poor than households in which the most educated female has lower
than primary education.

Table 7: Poverty and level of education

Incidence Distribution

Headcount Poverty gap Povertygap  of the of the
Education Level rate (x100) squared (x100) poor population
Of household head
Illiterate or 0 years of schooling 3348 7.66 2.65 64.9 488
Literate, completed below grade 5 26.97 584 198 158 147
Completed grades 5-7 19.53 335 0.96 10.2 131
Completed grades 8-10 12.86 2.39 0.64 5.6 110
Completed grades 11+ 711 1.09 0.25 35 124
Of most educated female in household
Illiterate or O years of schooling 211 7.72 2.77 301 238
Literate, completed below grade 5 39.82 8.73 289 345 220
Completed grades 5-7 26.56 542 1.78 208 19.8
Completed grades 8-10 16.59 3.08 091 109 16.6
Completed grades 11+ 5.15 0.70 0.15 36 178
Nepal 25.16 543 181 1000 100.0

4.9 _Households headed by agricultural wage workers are poorest
while those headed by professional wage-workers are the least
poor. Table 8 shows poverty rates by household head’s occupational
status. Households in which the head is a professional wage-worker
have a poverty rate of 6 percent compared to households with a head
in wage agriculture with a poverty rate of 47 percent. But these groups
of households only represent 7 percent of the total population.




Households with head self employed in agriculture have poverty rate 4.10 Poverty falls drastically for _households with more than 1

of 27 percent which is close to the poverty rate of households with the hectare of agricultural land. Table 9 shows that poverty rate falls,
head working in other-wage work or are unemployed. The poverty rate both in rural and urban areas, with increase in the size of arable land.
for households with an inactive head is only 17 percent. This reflects In rural areas, households with more than 1 hectare of agricultural land
the fact the really poor household heads cannot afford to be out of the have lower than average poverty rates. In urban areas, reduction in
labor force unless they have alternative sources of income. poverty appears even with smaller landholdings.

Table 8: Poverty by occupation of the household head
i P Table 9: Poverty and land ownership

Incidence Distribution Incidence Distribution
Poverty  Poverty gap .
Household head's main Headcount gap squared of the of the Land ownership Headcount - Poverty gap Poverty gap of the of t he
I . status rate (x100) squared (x100) poor population
occupation rate (x100) (x100) poor population Al
Self Employment No Land 2271 468 151 189 21.0
Agriculture 27.23 6.00 2.05 55.2 51.0 <0.2 ha 29.93 7.00 2.48 20.7 174
Manufacturing* 2244 5.03 177 3.8 42 0.2-1ha 28.18 6.23 2.09 49.4 441
Trade 13.21 254 0.74 41 7.9 1-2ha 19.13 3.33 0.93 9.8 12.8
Services 19.63 3.33 1.02 20 26 2+ha 650 1.25 0.44 12 4.7
Wage Nepal 25.16 543 1.81 100.0 100.0
Agriculture 47.03 8.56 252 6.3 34 Rural
Professional 5.55 1.14 0.35 0.7 3.3 No Land 28.48 571 1.83 134 129
Other 28.25 5.76 1.73 16.2 145 <0.2 ha 32.04 7.61 271 21.4 18.3
Extended economic activity 3155 9.37 3.67 5.9 47 0.2-1ha 29.58 6.58 2.23 53.2 49.4
Unemployed 26.65 3.60 0.86 0.4 0.4 1-2ha 20.07 3.50 0.98 10.6 145
Inactive 16.63 3.35 1.09 5.3 8.0 2+ha 768 1.48 0.52 14 4.9
Rural 27.43 5.96 2.00 100.0 100.0
Nepal 25.16 5.43 1.81 100.0 100.0
Urban
No Land 16.93 3.64 1.19 60.3 55.1
*Manufacturing includes workers in: mining and quarrying, construction, electricity <0.2ha 18.02 3.58 119 16.1 13.8
and utilities as well. 0.2-1ha 14.47 2.78 0.78 20.2 215
1-2ha 9.07 153 0.34 3.4 5.8
2+ha 0.00 0.00 0.00 0.0 3.8
Urban 15.46 3.19 1.01 100.0 100.0
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4.11 Poverty is strongly linked with access to facilities. Table 10
shows that access to services is also an important correlate of poverty.
Households that are closer to facilities are less likely to be poor than
the national average. Having good access to higher secondary school,
public hospital, paved roads, market centers, agricultural center,
cooperative and banks have large effects on poverty.

Table 10: Poverty and access to facilities

Incidence Distribution

Poverty gap
Household within 30 Headcount  Poverty squared of the of the
minutes of; rate gap (x100) (x100) poor population
Primary Shool 24.35 5.15 1.68 915 945
Secondary School 20.83 4.20 1.30 58.2 70.3
Higher Secondary School 1792 345 1.02 391 549
Health post/ Qub-health post 22.00 442 135 429 49.0
Public hospital 15.59 301 0.90 20.1 324
Bus stop 19.03 3.66 107 491 64.9
Paved road 17.11 3.33 0.97 336 494
Vehicle passabledirt road 2441 495 155 62.3 64.2
Haat bazaar 21.04 3.75 1.00 332 39.6
Market center 16.29 3.26 099 282 436
Agriculture center 15.34 3.02 091 254 416
Cooperative 16.99 341 1.09 345 510
Bank 1471 2.95 0.90 22.6 38.6
Nepal 25.16 543 181

21

5. Unambiguous trend decline in poverty over time

Comparison of changes in poverty over time has to be done carefully
when poverty line or the minimum welfare threshold to be considered
not poor has been increased as in Nepal. Comparing poverty estimates
at two different poverty lines (two different minimum real welfare
levels) at two points of time would under-estimate progress in poverty
reduction.

A simple comparison of poverty in 2010-11 (25.2%) with the estimate
in the past for 1995-96 (41.8%) and 2003-04 (30.8 %) shows that
poverty has been on decline. The decline is greater if one were to use
unchanged poverty lines over the entire period close to 30 percentage
point decline in the last 15 years. The progress in poverty reduction is
about the same and significant measured either in terms of the old or
new (higher) poverty line. In Figure 1, the red line reflect changes in
poverty over time using the old 1995-96 poverty line (approach 1),
whereas the blue line reflects changes based on the “new”, more
generous 2010-11 poverty line.



Figure 1: Trends in poverty incidence for Nepal, 1995-2010
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Note: To make valid comparison of poverty over time requires comparable consumption aggregates
similarly constructed that are converted to constant prices using price deflator relevant for the poor. The
dotted lines in the figure represent the alternative estimates based on such valid comparisons.

As clear from the shape of the lines in the graph, the trend of poverty
over time does not depend on the method used for the analysis, or
more importantly, is not driven by an “ad hoc” choice of the poverty
line. Under either the old or the new poverty line, the poverty
headcount ratio declined by approximately 30 percentage points.
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