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I. Introduction

Recent discussions of development policy have emphasized the need
for macroeconomic adjustment programs that give attention to poverty
and social concerns. Conventional adjustment programs applied in de-
veloping countries are considered to have no human face, as they focus
almost exclusively on promoting economic efficiency and bringing an
economy to a stable and sustainable growth path.! In particular, ob-
servers have claimed that the poor have disproportionately borne the
pain of transitional costs of adjustment, especially when the transition
has been longer than initially expected.

Indeed, increases in poverty as well as sharp cuts in government
expenditures on social services, including health, nutrition, education,
and infrastructure programs benefiting the poor, have accompanied the
implementation of adjustment policies in a number of less developed
countries (LDCs). On the other hand, country cases where the transi-
tion apparently has not been antipoor, even in the short run, also exist.
Indonesia’s experience with adjustment in the 1980s, for example, ap-
pears to be one such case.? In general, the available evidence indicates
that changes in living conditions in the short run do not appear to
be systematically related to the presence (or absence) of adjustment
programs.>

The lack (or the poor quality) of data—especially on social and
human development indicators—in LDCs hampers the analysis of the
link between adjustment policies and poverty alleviation. Moreover,
because the transition in many countries is an ongoing process, the
impact of the adjustment is still in the making. Thus, available informa-
tion gives only a partial, and possibly even misleading, picture of the
full effects of adjustment policies on the poor’s standard of living.
Even when reliable data are available, the analysis has to move beyond
simple correlations and establish counterfactual situations. Specifi-
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34 Economic Development and Cultural Change

cally, the economy-wide outcomes, including poverty and income dis-
tribution, associated with the adjustment need to be compared with
those of a counterfactual situation involving no adjustment. Applied
general equilibrium modeling is appropriate for this purpose. The ad-
vantage of this approach is that one gets a clearer resolution of what
caused what, although it typxcally does so at the cost of many more
assumptions.

This article follows a simpler approach by lookmg at actual
changes in poverty over a period encompassing the changes in domes-
tic policy and external environment and by employing a simulation
analysis to assess the short-term impact of certain policy reforms on
household welfare. The analysis uses simulation results of a macroeco-
nomic model designed for analyzing the short-term impact of macro-
economic reforms, as inputs into a household model designed for pov-
erty analysis. The latter model exploits the wealth of information
available in household surveys, thereby providing much richer infor-
mation on the characteristics of the poor than is available in either
macroeconomic or computable general equilibrium models alone.
While the approach is short of the counterfactual simulation required
in understanding the full long-run impact of policy reforms, and while
it does not address thoroughly the issue of whether the existing subsi-
dies and poverty measures could have been maintained throughout the
period if there had been no adjustment program, the information it
provides is useful in designing complementary policy measures in-
tended to cushion the short-term welfare effects of policy changes on
the poor.

The focus of the analysis is on the character of poverty, especially
rural poverty, which contributes the bulk of total poverty in the Philip-
pines, from 1988 to 1991. This period saw major policy reforms in the
Philippines, aimed at correcting internal and external imbalance of
economic aggregates. The period also marked a deceleration of eco-
nomic growth, punctuated by a contraction of economic activity in
1991.

The next section of the article discusses conceptual and practical
measurement issues in poverty assessment, describes the data em-
ployed in the analysis, and examines poverty characteristics as well
as sources of poverty alleviation from 1988 to 1991. Section III pro-
vides the framework underlying the welfare analysis of certain policy
reforms and discusses the results of simulation exercises. Finally, Sec-
tion IV discusses some implications for poverty alleviation during an
adjustment period.

II. Measurement and Characteristics of Poverty Change

Poverty Measurement

Identification of the poor requires the use of a broad indicator of eco-
nomic resources. Total current income is a popular choice in a large
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number of poverty assessments and applied welfare analyses. How-
ever, income may overestimate or underestimate living standards. If
a family can borrow or dissave, its level of living is not constrained by
current income. Even in underdeveloped regions, households typically
have some capability for buffering their living standards from tempo-
rary variations in income, such as by saving money or goods. More-
over, a family that can share in the income of others may have a higher
standard of living than its current income would permit. Available
evidence indicates that the proportion of Philippine households mainly
dependent on rent, remittances, gifts, support assistance, and relief
rose substantially from about 5% in 1961 to 19% in 1985 and 16%
in 1988.* The proportion of families reporting remittances, support
assistance, and relief increased from 22% in 1961 to 88% in 1985.

In this article, I use per capita consumption as an indicator of the
welfare levels of households. The Family Income and Expenditure
Survey (FIES) consumption data capture a wide range of implicit ex-
penditures, such as use value of durable goods (including owner-
occupied dwelling units), consumption of home-produced goods and
services, and gifts and assistance or relief in goods and services re-
ceived by the household from various sources. This makes this welfare
measure valid even for comparisons between urban and rural house-
holds.

The determination of the poverty standard is a complex issue.
Ideally, this standard (or line) should allow for differences in household
composition, relative prices faced by spatially dispersed households,
household tastes, health status of household members, and living con-
ditions and amenities which are customary in the society to which
they belong (often referred to as participation standard). For practical
purposes, I have adopted the poverty lines for 1988 estimated by the
National Statistical Coordination Board’s Technical Working Group
on Poverty Determination. Roughly comparable to those for Indonesia
and Thailand, these estimates cover the country’s 13 regions subdi-
vided into rural and urban areas and take into account regional price
differences and consumption patterns.

Poverty assessment also requires a procedure of bringing together
the data on the poor into an overall measure of poverty.’ In this article,
I employ the class of poverty measures suggested by J. E. Foster et

al.b This is given by
z — [+3
Pa=lin,-( "‘), M
n & F4

where z is the per capita poverty line, y; is the per capita consumption
of family i/ whose consumption is less than z, n; is family size, q is the
number of poor families, n is the total number of persons in the popula-
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tion, and a = 0 is a measure of poverty aversion. The parameter a
indicates the importance given to the poorest poor: the larger « is, the
greater is the emphasis given to the poorest families. As the value of
o becomes very large, P, approaches a Rawlsian measure giving
weight only to the poorest of the poor.

The most commonly employed poverty measure, the head-count
index, is a special case of the P, class of measures. That is, for a =
0, equation (1) is simply the proportion of the population with a stan-
dard of living below the poverty line. This index has serious shortcom-
ings. First, it is insensitive to the depth of poverty: a poor person may
become poorer, but measured poverty will remain the same. Second,
it is also insensitive to transfers; an income transfer from a poor person
to a less poor one—whose posttransfer income is stiil below the pov-
erty line—does not change measured poverty. Its advantage is that it
is easily understood and communicated.

Another familiar poverty index, the average poverty gap, is also
subsumed in the P, class of measures. This index (for « = 1) is the
average, over all persons, of the gaps between the poor persons’ stan-
dard of living and the poverty line, as a ratio of the poverty line. It is
sensitive to both the number of the poor and the depth of their poverty.
Its advantage is that the index gives an indication of the potential
savings that can be made from targeting transfers to the poor. One
objection to it, however, is that it is insensitive to the redistribution
of income within the poor group owing to the equal weights attached
to the various consumption deficits.

Where the weights are the income gaps themselves, the resulting
P, measure is distributionally sensitive. For example, for o« = 2, the
resulting measure, P,, in equation (1) is then simply the mean of the
squared consumption deficits. Measured poverty using this index de-
creases whenever a transfer of income takes place from a poor house-
hold to a poorer one. Its drawback is that it is not as easy to interpret
as the head-count and poverty-gap indexes. Nonetheless, the key point
to bear in mind is that a ranking of dates, socioeconomic groups, or
policies in terms of P,, hereafter referred to as the distribution-
sensitive measure, should reflect well their ranking in terms of the
severity of poverty. It is not the precise number per se that makes the
measure useful, but its ability to order distributions in a better way
than the alternative measures.

All members of the P, poverty measures have the desirable prop-
erty of subgroup consistency; all other things being equal, the overall
level of poverty must fall whenever poverty decreases within some
subgroup of the population and is unchanged outside that group.’
Moreover, they are additively decomposable in the following sense.
The aggregate (population) poverty level is simply a weighted average
of the subgroup poverty levels, the weights being their population
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shares. This property proves to be extremely useful for my purposes.
For example, for a policy change that increases the incomes of group
i and reduces those of group j, one can work out the impact of the
change on each group’s average poverty level and then use the groups’
respective population shares to estimate the new aggregate poverty
level.

Following M. Ravallion and M. Huppi, I exploit the additive de-
composability of the P, poverty measures to explore the factors under-
lying the observed changes in aggregate poverty during a specified
period.® Let P, be the poverty index for sector (or group) i with a
population share of s; at date ¢, where there are m sectors. It can be
easily checked that the change in observed aggregate poverty is a sum
of intrasectoral effects, population shifts, and interaction effects:

P, - Pl = Z ( i P,‘,j,‘) sttt (intrasectoral effects)
i=1
+ Z (s} - s}")P{,",‘ (population shifts)  (2)

i=]
m

+ Z (Pf,,, - P{,j,') (sf - s}") . (interaction effects)

i=1

The intrasectoral effects are simply the contribution of the gains to the
poor within each sector to the change in aggregate poverty, controlling
for their base period population shares. The population shifts effects
are the contribution of changes in the distribution of the population
across sectors during the period. The residuals, the interaction effects,
arise from the possible correlation between population shifts and intra-
sectoral changes in poverty.

Household Data

The 1988 and 1991 Family Income and Expenditures Surveys (FIES)
constitute the database for the analysis. Both surveys have sample
sizes that are deemed sufficient to provide reliable estimates of house-
hold incomes and expenditures at the regional and national levels. The
1988 survey covers 18,922 households, while the 1991 survey encom-
passes 24,789 households. The questionnaire design, content, and ref-
erence periods for the two surveys are generally comparable.

The FIES estimates of average per capita income and expenditure
for both 1988 and 1991 are lower than those implied by the National
Income Accounts (NIA; table 1). Note, however, that the NIA data
include incomes and expenditures of unincorporated enterprises and
nonprofit organizations besides households, as well as other receipts
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TABLE 1

NIA anD FIES ESTIMATES OF PER CAPITA INCOME AND EXPENDITURES
AT CURRENT PRICES

1988 1991*
NIA personal income (million pesos) 678,823 1,046,260
NIA personal expenditures (million pesos) 558,765 916,269
NIA average per capita income 11,560 16,141
(44.0)
NIA average per capita expenditures 9,516 14,574
(53.2)
FIES average per capita income 10,290 15,655
(52.1)
FIES average per capita expenditures 8,054 12,403
(54.0)
Percent of FIES to NIA:
Per capita income 89.0 94.1
Per capita expenditures 84.6 85.1

Sources.—National Statistical Coordination Board, Philippine Statistical Yearbook
(1992); National Statistics Office, Family Income and Expenditures Survey (1988 and
1991).

* Figures in parentheses are 3-year growth rates (%).

and disbursements unrelated to household income generation and con-
sumption. Following the International Labour Organisation concept of
income, the FIES excludes profits from sale of stocks and bonds,
back pay and proceeds from insurance, net winning from lotteries and
similar activities, and inheritance as part of family income. Note also
that the growth rates of expenditures per capita implied in both the
FIES and NIA are about equal. This is significant since the main inter-
est of this article is in the changes in poverty and income distribution
during the period. -

Characteristics of Poverty Change: 1988 and 1991
That sustained poverty alleviation requires no less than sustained,
rapid growth of income and employment is a widely accepted premise.
The overall economic performance of the Philippines during the 1980s
was dismal, both in relation to the 1960s and 1970s and in relation to
most other Asian countries. The first half of the 1980s was punctuated
by a contraction of GDP per capita by an annual average of 3.1%.
While open unemployment remained relatively low at an average of
6.2%, underemployment was high, averaging 17% of the labor force.
Real wages fell for the most part in the 1970s and 1980s. Rural poverty,
which constituted nearly two-thirds of national poverty in the 1980s,
increased significantly during the first half of the decade.’

The economic recovery in the second half of the 1980s—GDP
grew at an annual average of 5.8%—proved to be short-lived. The
growth of GDP per capita plummeted from 3.8% in 1988 to —3.2% in
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1991. Inflation rose from 8.8% in 1987 to 18.7% in 1991. Insupportable
fiscal deficit caused largely by interest payments on domestic debt
grew from 5% of GNP in 1987 to 7% in 1991. Total infrastructure
spending fell substantially—the 1990 level was only 60% of that in
1981. The neglect of infrastructure investment in the energy sector
eventually led to crippling power shortages beginning in 1989. Al-
though real public spending on health and education rose steadily in
the second half of the 1980s, the mix of spending favored the richer
members of the society.!® Unsustainable balance of payments (BOP)
problems eventually led to a currency devaluation by about 12% in
late 1990.

To be sure, the end of the recovery was precipitated by specific
adverse shocks, including the loss of confidence in the political regime
following the coup attempt in December 1989, the earthquake in July
1990, the Mount Pinatubo eruption in June 1991, and the Middle East
crisis in late 1990. However, students of Philippine economic develop-
ment contend that, even without these shocks, the economy was fast
approaching a crisis.!' The main culprits were domestic economic
structures and policies that remained biased against the production
and consumption of labor-intensive goods, particularly labor-intensive
exports, as well as backward integration.

In this section, we examine how the sectoral and regional struc-
ture of poverty changed during the economic downturn from 1988 to
1991. On the basis of the FIES data, average real expenditure per
capita virtually stagnated for rural households, while it contracted by
about 7% for urban households (table 2). Urban households also saw
their average income per capita falling during the period, whereas rural
households saw a modest increase. The change was statistically sig-
nificant (at the 5% level) for both rural and urban households.

All poverty indexes show a significant increase during the period.
The head-count index rose from about 54% to 56% while the distribu-
tion-sensitive measure increased from about 8% to 9%. Notice that
the significance (i.e., the t-ratio) of the poverty difference is higher for
the measures that account for the intensity (and distribution) of pov-
erty. This suggests that the probability that the poverty gap and distri-
bution-sensitive measures did not change is lower than the probability
that the head count did not change from 1988 to 1991.

Poverty incidence in rural areas is higher than in urban areas.
Rural poverty contributed about two-thirds of national poverty in 1988
and about one-half in 1991. Accounting for the drop in rural contribu-
tion was the decline in the population share of rural areas from 62%
in 1988 to 50% in 1991 owing to reclassification of villages as well as net
migration from rural to urban areas. The sampling frame for the 1988
FIES was based on the 1980 population census, while that for the 1991
FIES was based on the 1990 census. Both censuses applied the same
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set of criteria in classifying villages into urban and rural areas. A large
number of initially rural areas in 1980 became urban areas in 1990
when they were found to satisfy the criteria for urban areas.

The reclassification of physical areas poses a problem for inter-
temporal comparison of usual rural as well as urban performance indi-
cators. The physical area of the rural sector is, almost by definition,
shifting over time. As population grows or economic activity expands,
an initially rural area will be classified as urban, sooner or later. While
this may not be problematic for purposes of measuring, say, urbaniza-
tion trends, it tends to create a systematic downward bias on usual
rural performance indicators. Such may be the case for the rural and
urban performance indicators given in table 2. If one takes an extreme
assumption that the reclassification affected only the nonpoor in ini-
tially rural areas, then the rural poverty change reflected in table 2 is
higher than that obtainable for a rural sector whose physical areas are
held fixed. Unfortunately, since the 1988 and 1991 FIES data do not
permit direct estimation of poverty indicators for fixed physical rural
areas, the extent of the bias is not known. In the rest of this section,
further characterizing poverty change, I focus on certain population
groupings that are free from the rural-urban reclassification problem.

The sectoral employment of the household head is one useful way
of disaggregation. Table 3 shows substantial differences in mean con-
sumption per capita, as well as mean income per capita, across sec-
tors.!? Agriculture-dependent households, which accounted for about
45% of the total population in 1991, had the lowest average consump-
tion per capita as well as the lowest average income per capita. The
mean consumption per capita of households in agriculture was only
about 56% of the mean for all households. Households in finance,
which represented only about 2% of the population, had average con-
sumption per capita five times higher than that of their counterparts
in agriculture.

The change in mean consumption per capita between 1988 and
1991 was insignificant (at the 5% level) for all but one of the sectors.
Although the 3-year growth rates of mean income and consumption
were considerably high (in absolute value) for a number of the sectors,
standard deviations in these sectors were likewise high. The only sec-
tor that experienced a significant decline in mean consumption was
utility. In agriculture, the change in mean consumption was insignifi-
cant, but mean income increased significantly.

Poverty, as measured by the poverty-gap and distribution-
sensitive indexes, increased significantly in agriculture, mining, con-
struction, and trade (table 4). These sectors experienced stagnant mean
consumption from 1988 to 1991. Average poverty gap in agriculture
rose from 25% to 28%. Intrasectoral effects in this sector contributed
almost three-fourths of the observed change in the national poverty

Copyright © 1995. All rights reserved.



*$901A13$ [eUO0SIad puUE *[B[00S ‘ANURWILIOd = S$IIIAIIS

{SSOUISTIq PUB 9)BISI [B3J ‘DIUBRINSUT ‘JUBUY = IdUBUY ‘UOHEIUNWILOD pue ‘ofesols ‘uonieHodsued) = Hodsues) i3pen [iglad pue Jjesdoym =
apeq ‘1ajem pue ‘sed ‘AP = Ajmn ‘Surdurenb pue Supuiu = Suupw ¢Ansaloy pue ‘AI3ysy ‘armnoude = aImnoLde (SUOIuYIPp 103038 ,
“1dD dyroads-uoida1 Suisn ‘sadud ggg[ Ul passaldxa ale awodur pue uondwnsuo)—"324N0S

v8' — 91" — 8I6°€l  9£0°¥1 yi'e 0s* LSS ¥TTAT LITL OF'I1  LI9'e  1SS'T s1410
Lrs 6C'1 OIE'vT  909°€l 19'¢ 66° 98C‘I1 L8801 0T'TI  TETL  OLL'E  S¥ST SIDIALRS
L9'se— 61'T—  T9¢'8T  LSO'VY 9e'¥T— S8'I—  ¥8L'IT  86L'8T 9] 91 sy we soueulg
't 60° 191 Sop'1t e - 1€€'8 8658 8C9 86’9 S09'T  ¥ST'I yodsueay,
e 8¢ 69E'YT  9£6°€l $0°8 8S°1 w0l 8EL'e WL §0°8 9LI'T 9691 Spell
(33 ¥4 (1A} Lys'e 198°L [A: 3 8 Sl WL 98+'9 9 13Y €LYl <86 uononIsuo)
96'S1— €I'1—  €TE'el €681 ¥6'vT— e—  gel'0l L8SEl T 9 134! 86 Anmn
6l 69°1 1091 ST 9T'Ll ¥L'1 SLE'TT  10L°6 08°L L6’L 850‘C LSl Suunidejnuely
L9°16 PL'1 L8E'VT  908°L €L°901 IT'1 86E°TI  L66'S 8L ({3 8LI SS1 Su
€S e ¥£9'S 6rE'S oSy (AN wL'y 194 IS'hF  ¥E'Sy  €18'6  S89°L amnaudy
(% ‘1eaf-g) onel-; 1661 8861 (% ‘1ea4-g) onelr- 1661 8861 I1661 8861 1661 8861 »INTWAOTdWY
aiey ImoIn arey YimoIn 40 ¥0104§
‘ TYVHG ATdNYS NI
VLIdVY) ¥3d TNOIN] NI VLIdV)) ¥3d NOLLIWASNOD) NVI NOILVINdOg STIOHISNOH
. 40 YIARAN

-STANLIANIAXE] ANV STWOON] NYI[N TVd010dS NI SIONVHD)

¢ 418V

42

Copyright © 1995. All rights reserved.



00°001 00°001 00°001 [BUOnEN
$s — ST — 68’ SI994J uonIRIAU]
8T~ 89°¢— 96— syIys uone[ndod
€01~ (44 St - - S8 1% 4 L'~ 1L LI vI'—= 9¢°8E ¥S°8E S13410
Iy €8y 143 4 69°t ey 68°¢ W'l 001 796 34 €re 96'¢EE $3lAlag
tL L8 £ 6l'l w'e sLl 66° e 8’y 90'— 980T #50C sdueul]
£8°¢ 96'C 8¢'1 6L°1 8579 ¥8°S F0°1 st weyl 8 L6y  EL'8Y uodsues],
0L 'L L8y [4 % S6'S 12:54 we wel 80Tl Y LS’y 65°0% opelL
o1°6 0L’01 08°Ll Sy ol So'8 ({31 86°TC 8061 Ire 80°S9  89°6§ uopansuo)
0¢” s’ £0'1 88" e 8T°¢ 00°1 9IL'L £8°S §9° §$'ST 61T Amn
LeT 081 ¥ - 90°1 68°'S I1$°S 19° SEl STEl  €0'—  98Ey I6°¢Y Suunyoejnuey
98T 0Lt 00’y 1T LS°6 $£9 61°C 16°0T  T8'S1 6T vLo9  SL€S Suinpy
8I'vL L9'tL S9°9L $E6 yeel LTI 08 SOLT WYL #6'¢ STIL  TS69 ammnougy
alnseay xspupden  xapu]  onels 1661 8861 onel-s 1661 8861  ouerl  J661 8861 ¥0133§
QARISUIS -Ausaod uno)
-uonnquisiq -peaH TAASYIW XIAN] X3aN]
FALLISNIS dvD-Al¥aaod INNo)-avay
$103447 -NOLLNERLSIT

TVYOLOISVYIN] OL 3Na ISVIAYIN]

(onel-1 1da0x3 “95) IONVHD A1¥IAO 40 SANUNOS TVIOLIIS

¥y 3714vVL

43
Copyright © 1995. All rights reserved.
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gap. The high contribution was due mainly to the relatively high in-
crease in the average consumption deficit of the poor in agriculture
(about 2.6% of the poverty line) vis-a-vis nonagriculture (about 1.7%)
as well as the relatively large share (45%) of agriculture in total popula-
tion. On the other hand, poverty in utility did not increase in spite of
the significant decline in mean consumption.

Tables 3 and 4 suggest a relatively strong correlation between the
sector’s poverty level and its mean consumption per capita. The simple
correlation coefficient, r, for the combined 1988 and 1991 estimates is
—0.74 for the head-count index, —0.71 for the poverty-gap index, and
—0.68 for the distribution-sensitive measure.’® However, no significant
correlation exists between the rates of change in mean consumption
per capita and the rates of change in any of the three poverty measures.
This suggests that the poorly performing sectors in terms of consump-
tion growth were not necessarily the ones that had the lowest poverty
reduction.

The results so far indicate that, on the whole, the distributional
effects within a sector aggravated the stagnation of average consump-
tion on sectoral poverty. Table 5 shows the extent to which these
distributional effects can account for the observed sectoral poverty
change. The first column gives point estimates of the elasticity of the
poverty gap. The calculation assumes that all incomes within a sector
change at the same rate." The second column presents the rates of
change in sectoral poverty gaps that are associated with distribu-
tionally neutral growth of consumption, given the observed rates of
change in mean consumption per capita from 1988 to 1991. The third
column reproduces the rates of change in poverty gaps shown in tables

TABLE §

CONTRIBUTION OF DISTRIBUTIONALLY NEUTRAL GrowTH (DNG)
TO SECTORAL POVERTY CHANGE

RATE oF CHANGE IN

Poverty Gar Poverty Gap
EvrastiCITY

wiTH RESPECT Assuming CONTRIBUTION
SECTOR T0 DNG DNG Observed ofF DNG
National -2.01 -9.44 8.55 -110.46
Agriculture -1.80 -8.10 11.41 -70.94
Mining -2.40 —255.96 32.19 —795.20
Manufacturing -2.31 ~39.93 2.97 —1,345.33
Utility -2.76 68.95 33.26 207.32
Construction -2.13 ~25.16 18.34 —137.20
Trade -2.36 -18.99 12.75 —148.96
Transport -2.38 7.40 5.43 136.35
Finance -3.25 79.05 19.30 409.62
Services —2.53 -9.28 7.10 -130.71
Others ~2.29 -7.41 -1.56 474.03
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2 and 4. The last column provides the proportion of the observed
poverty alleviation that can be accounted for by distributionally neutral
growth,

Clearly, national poverty would have decreased if the growth in
mean consumption had been distributionally neutral, while it actually
increased. More than 100% of the increase in national poverty is attrib-
utable to deterioration in the distribution of consumption. What is
remarkable, however, is the large variation in the relative importance
of distributional effects across sectors of employment. Relatively large
distributional effects are apparent in mining, manufacturing, finance,
and the sector referred to as ‘‘others.”” In utility, transport, and fi-
nance, poverty would have increased faster than the actual rate if the
decline in consumption were distributionally neutral. On the other
hand, poverty would have fallen in agriculture mining, manufacturing,
construction, trade, and services if the i increase in mean consumption
were distributionally neutral. '

The large contribution of distributional effects to the observed
poverty change in agriculture during the economic downturn from 1988
to 1991 was almost symmetrical to that during the economic upturn
from 1986 to 1988. On the basis of an earlier study, the proportionate
changes in the real incomes of the bottom two quintiles (poorest 40%)
of the population in agriculture were substantially higher than those
for the top (richest 20%) of the population.”® Entrepreneurial incomes
accounted for about one-half of the total income of the poor, and these
increased by 38% for the poorest 20% and by 29% for the next poorest
20% from 1985 to 1988, In contrast, entrepreneurial incomes increased
by only 4% for the richest 20% of the population. During this period,
substantial deregulation of agricultural markets, particularly in coco-
nuts, sugarcane, and, to some extent, grains, took place. The period
also saw the recovery of world market prices for sugarcane and coco-
nut products. In real terms, farm-gate prices rose by an annual average
of 13% for coconut and by 16% for sugarcane.

Tables 6 and 7 show the regional dimension of poverty change
during the economic downturn. As in sectors of employment, the
change in regional mean consumption and mean income as well as the
contribution of intrasectoral effects to national poverty change varied
substantially across regions. Average consumption and income in-
creased significantly in four of the 14 regions, three of which were
from Luzon. There was no significant change in mean consumption
and income in Metro Manila, the nation’s capital region, but poverty
level in the region decreased significantly, indicating substantial im-
provement in its distribution of income during the period. The only
other region that had an improved poverty situation was Southern
Tagalog, Metro Manila’s southern neighbor. These two regions ac-
counted for about one-fourth of the total population. In contrast, pov-
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48 Economic Development and Cultural Change

erty increased significantly in all of the Mindanao regions. The head-
count and poverty-gap indexes do not show any significant poverty
increase in the Ilocos region, but the distribution-sensitive measure
does show an increase.

III. Measuring the Impact of Policy Reforms on Poverty
As discussed earlier, typical components of adjustment programs are
exchange rate realignment in the form of devaluation as well as elimi-
nation of food price subsidies and trade restrictions that distort effi-
cient resource allocation. The need to restore balance in government
budgets may also require similar elimination of price subsidies on utili-
ties and basic social programs such as education, nutrition, and family
planning. These changes affect households differently, depending on
the importance of certain commodities in their consumption basket,
on their physical and human endowments, and on their employment
status as well as social circumstances at the time of the policy change.
As shown in the preceding section and elsewhere, even among the
poor, their economic and social circumstances are heterogeneous.'¢
In this section, I focus on the short-term poverty impact of com-
modity price changes arising from selected macroeconomic adjustment
policies. An analysis of the long-run impact of the adjustment program,
though likewise important, is not pursued here. I simply assume that
the program’s intent is to restore macroeconomic imbalances and bring
the economy to a sustainable growth path, recognizing that certain
policy measures that existed before the adjustment, including those
affecting the poor directly, could not have been maintained indefi-
nitely. I also assume that an adjustment program, if properly designed,
need not increase poverty in the short run. This analysis, by focusing
on the short-term effects of certain commodity price changes, provides
fairly rich information useful in designing complementary policy mea-
sures intended to mitigate the short-term effects of price changes on
the welfare of the poor at reduced fiscal and economic costs.

Practical Measurement of Welfare Change

Macroeconomic and computable general equilibrium models are ap-
propriate for understanding the nature of relations between macro poli-
cies and the meso variables (factor and product prices, infrastructure,
etc.) that determine the context in which households and production
entities operate. These models, however, are typically too aggregated
for poverty analysis. They are silent with respect to the human face
of the poor (who they are, what their socioeconomic circumstances
are, where they live, etc.). Available evidence indicates that, if true
household income or expenditure is unobserved or can be obtained
only at high costs, the efficiency of providing income transfers to the
poor can be enhanced by employing household characteristics—such
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as area of residence, educational attainment of the household head,
occupation of household members, landholding class, or a combination
of characteristics—as targeting indicators.!”” My approach builds on
this aspect of the poverty-targeting literature by combining the wealth
of information typically available in household surveys with the infor-
mation on meso variables generated by macro models.

For reasons of practical measurement, I assume that household
production and consumption decisions are separable and recursive;
that is, production decisions concerning choice of production technol-
ogy, crop mix, and input levels are made prior to consumption deci-
sions. Households choose optimal bundles of consumption goods and
services in order to maximize their well-being (i.e., utility), given their
maximized profits in production, labor and rental incomes, and other
fixed incomes. For producers whose incomes are directly affected by
commodity price changes owing to policy reforms, their total house-
hold income is

y=a*(V,F)+T, €)

where 7" () is the household’s maximized variable profits from all pro-
duction activities, V = (P,W) is a vector of prices of outputs (P) and
variable inputs (W), F is a vector of fixed inputs, and T is other in-
comes (assumed fixed). The output supply and factor demand func-
tions are derived from 7'(-) via Shephard’s lemma; that is, the vector
of output (Y) and (negative) variable inputs (—X) is written as

0=1v.-x1=2 @

Utilizing (4) and with little manipulation, the proportionate change in
variable profit arising from proportionate changes in output and vari-
able factor prices can be written as

et S @S o
i

i=1

where the hat above a variable denotes proportlonate change, m,; is
initial variable proﬁt (value added) from actlvxty i, b;is the cost share
of variable input j in activity i, and «; is the ratio of value added to
total cost.

In Section II, I have followed convention in using consumption
per capita to distinguish the poor from the nonpoor households. I have
not attempted to link this poverty indicator with the theoretical at-
traction of utility-based poverty measures. In this section, following
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M. A. King, I base my poverty measures on distribution of equivalent
income (also referred to as ‘“‘money metric utility’’).!”® Changes in
household welfare owing to price changes during adjustment are mea-
sured as changes in equivalent income.

Let the expenditure function of the household, which relates the
minimum amount of money y* required to obtain the utility level ",
be e(d",p",u"), where d" is a vector of household characteristics (e.g.,
family size and composition), and p* is a vector of prices facing the
household. Assuming strictly positive marginal utility of income (i.e.,
nonsatiation), this function can be inverted to give the indirect utility
function v(d"*,p",y") of the household. Then the equivalent income y;
is the amount required to obtain 1" at reference prices p” and for
household characteristics d":

y;z = e(d', pr'uh) = e[dr; P’:V(dh»Ph: )'h)] (6)
f,p', dhrph’ yh)-

I

Note that, since p" and d” are fixed for all households, y§ is an
exact money metric of actual utility v(-); that is, yf is an increasing
monotonic transformation of v(:).!"® Notice too that, for the reference
household, the equivalent income is equal to the money income. Fi-
nally, note that the equivalent income poverty line corresponding to
the fixed utility level & can be defined readily as e(d",p",%).

The form of the equivalent income function can be derived if one
knows the specific functional form of the indirect utility function (or
of the expenditure function). Thus, starting from any well-behaved
demand model and household-level data on budget constraints and
household characteristics, a distribution of equivalent incomes can be
obtained. In this article, the familiar almost ideal demand system
(AIDS) model is employed in deriving parameter estimates of con-
sumer demand systems for the Philippines. Demand functions derived
from this model are first-order approximations to any demand system
derived from utility-maximizing behavior.?

The AIDS equations can be written as

w,-=a,-+2'y(-,-10gpj+[3,-log(%), i=1,2,...,m, @)
J

where w; is the budget share of commodity i, y is total nominal expen-
ditures, and P is a cost-of-subsistence index defined by

1
logP = ag + Z a;logp; + EZ Z vilogp;logp;. ®)
J i
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Following convention, I have used the Stone price index given by

log P* = z w,logp, &)
k

as a reasonable approximation to (8). Then the corresponding expendi-
ture function can be expressed as

log c(u, p) = log P* + u n ppi, (10)
J

from which the equivalent income function in (6) can be readily de-
rived.

Adding-up and homogeneity restrictions implied by utility maximi-
zation require that 3, a; = 1 and 2; B; = Z;v; = Z;v; = 0 (where
all summations are over m goods). Symmetry of the Slutsky matrix
requires that y; = +v;. In my estimation of the linear approximate
AIDS model, I have chosen to impose these restrictions.

For my purposes, I have classified expenditures into four groups:
cereals, meat (broadly defined to include meat and dairy products,
eggs, and fish), utilities (broadly defined to include fuel, light, water,
and transportation and communication), and other expenditures. Data
on expenditures were derived from the FIES for 1985 and 1988. Be-
cause the FIES data do not contain prices, price indexes for the vari-
ous regions are used. The iterative Zellner estimation procedure is
employed in obtaining efficient parameter estimates of the AIDS
model.?! The estimated model yielded an own-price elasticity of
—0.703 for cereals, —0.954 for meat, — 1.135 for utilities, and —0.782
for other expenditures.

Simulation Results '
The macroeconomic model that I employ here is that of C. C. Bau-
tista.?2 This model, specifically tailored for an analysis of the probable
short-run impact of macroeconomic adjustment policies, allows a fairly
disaggregated characterization of how the major agricultural sectors
are likely to be affected by these policies. This feature is important to
my analysis since, as shown above, agriculture contributes the largest
sectoral share in aggregate poverty; it is also the sector that has con-
tributed most to total poverty change from 1988 to 1991,

Typical components of an adjustment program are exchange rate
realignment in the form of devaluation and a contractionary monetary
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and fiscal policy. Table 8 shows part of the Bautista model’s simulation
results for (i) a devaluation alone and (ii) 2 combination of devaluation
and contractionary monetary policy. The devaluation, as expected,
tends to raise agricultural (as well as nonagricultural) prices. The con-
traction of money supply partially offsets the inflation effect of the
devaluation.

Tables 9 and 10 present the implication of the two cases on pov-
erty by sectors of employment.? In both cases, the net effect is an
increase in aggregate poverty. The increases in poverty indexes are
higher in the second case—a combination of devaluation and contrac-
tionary monetary policy—than in the first case, which involves only
devaluation. Although commodity price increases have a welfare-
reducing effect on households as consumers, these raise the incomes of
the numerically large entrepreneurial self-employed households. The
profit effects are much greater in the first case than in the second case,
primarily owing to the larger price increases of commodities in the first
case. :
The patterns of change for the two cases are similar. Thus, only
the case of devaluation is discussed further.

The impact of the devaluation on poverty, when viewed in terms
of the head-count index, is greater for urban families than for rural
families. Urban poverty, based on the head-count index, represents
about one-half of the change in the national head-count index. On the

TABLE 8

SiMULATION RESULTS ON MESO VARIABLES BASED
ON THE BAuUTISTA MODEL

PERCENT CHANGE

Basg* i ii
Policy:
Exchange rate 5.00 5.00
Money supply .00 ~5.00
Results:
Nonagricultural price 1.00 5.00 3.34
Agricultural price:
Rice 5.14 4.01 3.56
Corn 273 5.38 4.85
Livestock 31.45 4.58 2.67
Coconut 15.40 5.74 6.60
Sugar 8.17 2.90 1.41
Fish 18.55 3.67 73
Wheat - 4.76 4.37 2.24
General price level 1.00 4.88 3.37

* Agricultural prices under base simulation are in pesos per
kilogram. ’

Copyright © 1995. All rights reserved.



6L's Ly a8t I’ ¥8 £0°¢ s3I0
w S19 €'zl 8t” %) 6T Saolalag
I Ly s 0T 3% 6L oueul]
YT LA aIL'y 9 SO’1 L$T yodsued],
60°¢ 66t ¥8'9 N4 £6 [4: X4 2puil
¥9°¢C 0t §9°C 9 9Tl 6’1 uondmsuoy
10° ¥0° 6¢° 10° 81’ 61°¢ Annn
68°C 0s°¢ 88'¢S 134 68 Y97 Suunjogjnue
[44 X4 00° L8 8¥'l 00° Su
r6'y (LR 4 09t (4} ¥6’ 6Tl mnoudy
1§92 8yt +9°0§ 9" 16° 0s°C ueqln)
16'6 1£°01 L0l Iw Y4 ! S1°T s1PYI0
we £6'¢ £4Y Ly A 067 S30IAIRS
6t 24 00’ 69’ £l 00’ Soueul]
16'C W't ¥5's L8 91 &Ly uodsuel],
st XA 4 e Ly 91 £9°C7 spel]
0¥ Wy 89 1 ¥'C 1 4 uononIsuo)
s8I YA LS §9° 1€°1 6L'S Aun
1Sy 1328 4 119 or't wi 8v'C Suumognuep
39 139 gL 33 el 8t't Suuiy
00't¥ 9U'St 06yl 9L 66 175 amnoudy
6v'tL w6°L9 9t'6¥ 6L 8I'l (4! jeany
00°001 00°001 00°001 99’ 80°I 06°1 [euoneN
aImsespy xapu] dep Xapu[ unsedp Xapu] deg X3pu] INIWAOTINE
2ANISUSS -Aaaog uno)-pesy SANISUAS -Auaa0d Wuno)-pesf 40 ¥o103§
-uonnquysiqy -uonnquysiq

IV10], OL NOLLNAI4INOY)

dONVHD) INIOJ 3DVINIYI]J

A1VY AONVHOXH NI 3SVAUIN] 94§ ¥ 40 AL¥IAOJ NO 1IVAK] NNY-140HS

6 4718VL

53
Copyright © 1995. All rights reserved.



£0'S 0¢'9 91l 89" i 68F SJ0
1Ty ws 60°6 ¥9 'l Ly RERILEEN
oy’ £9 18 123 68’ A 4ré soueul
we Lre 8L’ 8L sL'1 06'¢ Hodsuely,
167C we L8’ 175 181 LEA4 Sped],
1Y 44 8L°C 18T o1’} 90°C 6v'¢ uononnsuoy
10 SO (4% 1) (1% 1 VY Anmn
IL'e 8T'¢ LS sL 1571 9%t Suumyoejnuey
o 0T 145 o'l 9¢7 el'e Suui
0TS 12189 $8°¢ STt $8'1 9T mnaudy
¥¥'sT 06°0¢t 8L'Ey 8L 9¢°1 1487 ueqin)
20°6 §§°6 9’8 Si't 10°¢C 9l'¢ SI910
SI'e 65°¢ s8° 60°'1 $0°T ¥T'9 S30lAlaS
Le 8¢ 00’ STl 66°1 00° soueul
1T we yL's 134 8T or'6 uodsuer],
(4% ¥8'¢ wy £l 14 8¢'S SpeilL
gL't 96°¢ $9'¢ 90T 19¢ €79 uondIIsu0)
Lr w ¥s 90°1 6T 85701 Amnn
v 98¢ £ LL'l 8L¢ 1434 Suunoejnue
8y° 8y’ sy se'l 9 0L's Supuiy
9Ly 00°0% LTyvT Al ¥0°C 1€°7 aum[nousy
9S°¥L 01°69 w9s wl 81T we ey
00°001 00°001 00°001 81° ¥6°1 ¥9°¢€ [euoneN
ainsespy xapu] den xapuj Jinseapy xopu] den xapu] INIWAOTINY
JANISUSS -AudAa0d uno) JARISURS -Ausaod nno)-pesy 40 ¥0103g
-uonnqusiq -PesH -uonnquisi

TY10], Ol NOLLAGIZINOD)

JONVHD) INIOJ IDVINIDEIJ

ATddNG AINON NI IsYIEII(] 94C ¥ ANV ALVY IONVHOXZ NI ASYFUIN] 94C ¥ 40 ALYIA0 NO 1OVAW] NNY-1¥OHS

01 371dV.L

54

Copyright © 1995. All rights reserved.



Arsenio M. Balisacan 55

other hand, when one takes into account the welfare deficits of the
poor as well as the distribution of these deficits among them, the living
standards of rural families are reduced disproportionately compared
to those of urban families. Rural families, who made up 62% of the
total population in 1988, would represent about three-fourths of the
change in the national distribution-sensitive poverty index.

It is frequently claimed that because agriculture is largely trada-
ble—more so than industry—a devaluation would have relatively large
income effects for agricultural households. This should reduce poverty
in the sector, even in the short run. Table 9 shows, however, that this
may not necessarily be the case. Because the severity of poverty is
greatest among the disproportionately numerous landless and small
farmers who are net buyers of staples,? the overall net impact of price
increase on the sector is an increase in the average poverty gap. On
the basis of the distribution-sensitive measure, the contribution of agri-
culture to the change in the national distribution-sensitive index is
about 50%. This result contrasts sharply with the implication of John
Budd’s study that commodity price increases arising from adjustment
policies will have little effect on the economic welfare of poor farmers
in Cote d'Ivoire.”

Table 11 further demonstrates the usefulness of household sur-
veys, when combined with simulation outcomes on macro-meso rela-
tions, in characterizing the differential short-run impact of policy re-
forms on various groupings of households. In this table, households
are reclassified according to the type of work of the household head.
The self-employed workers figure dominantly as the largest block of
workers—they represent about 41% of all workers—who would be
adversely affected by the devaluation, at least in the short run. In both
urban and rural areas, they represent about two-thirds of the change
in the national distribution-sensitive index. Note, however, that the
urban workers employed in private firms represent about 35% of the
change in the national head-count index, although this group accounts
for only 15% of the total number of workers in the population. The
rural workers employed in private firms-—also representing about 15%
of the population—are poorer than their counterparts in urban areas;
hence their contribution to the change in the national poverty gap is
higher (32%).

Notice that workers in government and government corporations
account for only 7% of the total number of workers in the population.
The majority of them work in urban areas; their average poverty is
less severe than that for other types of workers. Thus, government
workers represent only about 5% of the national distribution-sensitive
measure. It thus appears that, as part of an effort to reduce fiscal
deficits, the retrenchment of workers in unproductive sectors of gov-
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ernment is not tantamount to a substantial increase in aggregate
poverty. :

Table 12 presents simulation results for a 20% increase in the price
of utilities (defined broadly to include fuel, light, water, communica-
tion, and transport). It is not surprising, given the relatively small share
of utilities in the total consumption expenditures of poor households,
that the increase hardly makes a dent in both the national poverty-gap
and the distribution-sensitive indexes. The increase in the head-count
index for rural households in construction, transport, and finance is
relatively high, but these households represent only about 7% of the
total population. Note, too, that the overall poverty effects of the price
increase are lower for urban households than for rural households.
The latter contribute about three-fourths of the overall increase in
national poverty gap. Overall, the result suggests that adjustment pro-
grams involving removal of subsidies in power, fuel, water, and trans-
port are not likely to have significantly adverse immediate effects on
the welfare of the large majority of the poor.

IV. Concluding Remarks

Aggregate poverty increased significantly during the economic down-
turn from 1988 to 1991. During this period, the growth of GDP per
capita dropped from 3.8% in 1988 to —3.2% in 1991. The two available
household surveys—the 1988 and 1991 FIES—covering this period
indicate that, for the Philippines as a whole, the average standard of
living (as indicated by mean consumption per capita) increased only
modestly. But even this modest increase would have reduced the aver-
age poverty gap of the population by approximately 9% if the increcase
was distributionally neutral. Indeed, the observed increase in poverty
during this period is attributable mainly to intrasectoral deterioration
in the distribution of living standards.

What is even more remarkable is the large variation in the rela-
tive importance of distributional effects across locations and sectors
of employment. Future research could substantially improve under-
standing of the process of poverty alleviation in LDCs by looking
more closely into the social and economic aspects of household income
determination, particularly in rural areas where most of the poor are
located.

The short-run effect of commodity (particularly food) price in-
creases that may accompany an adjustment program is an increase
in aggregate poverty, even within the agricultural sector. Particularly
vulnerable are the numerically large small agricultural producers and
landless workers who are net buyers of food. Taking into account the
extent of deprivation of living standards, agricultural households can
contribute nearly one-half of the change in aggregate poverty due to.
commodity -price increases. Taking all rural households together, the
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contribution can rise to nearly three-fourths of the change in aggregate
poverty. This result is consistent with the observed increase in pov-
erty, especially in rural areas from 1988 to 1991, following the devalua-
tion in late 1990 and a period of rapid inflation. Note, however, that
partly contributing to the increase was the cyclical downturn that was
going to happen whether or not there was a devaluation.

The removal of price subsidies on fuel, light, water, and transport
is unlikely to adversely affect the picture of aggregate poverty in the
short term, largely because of the small share of these goods and ser-
vices in the budget of poor households. Yet recent policy discussions
in the Philippines and elsewhere have given much attention to provid-
ing subsidies on these goods and services, especially during macroeco-
nomic adjustment.

Estimates of the impact on poverty of certain adjustment policies
may be sensitive to the way the macroeconomy is modeled. In particu-
lar, the way the labor market is assumed to respond to adjustment
policies may substantially influence the poverty and distributional ef-
fects of adjustment policies.? The direct welfare effects of devaluation,
for example, on net consumers and producers of the goods in question
may be more rapid if there is sluggishness in labor market adjustment.
Allowing for greater flexibility in the labor market than is assumed in
this article may reveal a different picture of poverty in the Philippines
during an adjustment period. Unfortunately, little is known empirically
about the dynamics of labor market adjustment in LDCs such as the
Philippines.?” Surely, this is an area of research that deserves more
attention than it is presently given in the development literature. Given
this limitation, the simulation results in this article should be viewed
as providing only an idea of the probable short-term impact of certain
adjustment policies.

Household targeting is a key element in providing safety nets to
the poor at reduced fiscal and economic costs. This would reduce
benefit leakages to the nonpoor households. Ideally, targeting would
be based on incomes or consumption of households adjusted for size
and composition. However, it is seldom the case that reliable estimates
of household incomes are available. Efforts to periodically obtain such
estimates for tens of thousands, or even millions, of households are
extremely expensive and often impossible. The acquisition of this in-
formation can easily raise the administrative costs of income transfers,
and such costs may outweigh the savings from reducing leakages to
the nonpoor households. Moreover, these costs may add severely to
the budget-deficit problem, which may have been partly the raison
d’étre for an adjustment program.

Thus, other targeting mechanisms, albeit not perfect, may have
to be relied on or may have to complement household incomes. These
may include targeting by geographical unit, employment status, occu-
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pation of household members, landholding class, nutritional status of
household members, or season of the year (say, in periods where sea-
sonal fluctuations severely limit the ability of poor households to ac-
quire sufficient food). Available evidence indicates that, when informa-
tion is costly to acquire, these mechanisms may be superior to
targeting by household income or to a case where transfers are untar-
geted. As a general rule, targeting approaches that contradict house-
hold behavior the least are most likely to be successful in achieving
income transfer or nutrition goals, given the government outlay for
safety nets. Two examples that meet this rule are subsidies on food
less preferred by rich households, and rural work programs with of-
fered wages lower than minimum (legislated) wages and those prevail-
ing in the formal labor market. In the latter example, only poor workers
who need work the most are likely to seek employment in rural work
programs.

Notes

* Earlier drafts of this article have benefited from comments and criti-
cisms by D. Gale Johnson, T. N. Srinivasan, Martin Ravallion, Pons Intal,
Don Antiporta, Ramon Clarete, and participants in the Third Convention of
the East Asian Economic Association and the Conference on Issues on Rural
Poverty in the Philippines. I am particularly indebted to an anonymous referee
of this journal for valuable suggestions for revision. My gratitude also goes to
Rhoda Theresa Bacawag for research assistance.
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