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Abstract

This research is about the impact of determinants of poverty in
Pakistan. In this paper five independent macroeconomics variables that are
government expenditure, budget deficit, unemployment rate, exchange rate
and inflation rate are studied. In methodology, we have applied the
Ordinary Least Squares (OLS) method. The time series data is used which
consist of 19 observation that is 1995 to 2013 which we collect from
different sources such as (WDI) and (The Global Economy.Com). Through
this model we inquired the effect of Government Expenditure, Budget
Deficit, Unemployment Rate, Exchange Rate, and Inflation Rate on poverty
in Pakistan. Government expenditure and budget deficit have inverse
relationship while unemployment has a direct relationship with poverty in
Pakistan. Furthermore in this model we seek the impact of inflation rate and
exchange rate which help us show negative relationship with poverty while
inflation has also a direct relationship with it. In this thesis all of the five
variables have been used with three out of five have negative and the other
two have a positive relationship with poverty. Theoretically we have proved
the relationship of these macroeconomics variables with the help of
reference articles by collecting historical data according to Pakistan
per spective on these variables.
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Introduction

Poverty is the key problem of the developing nations.him global
scenario, in the last 30 year economic growth has occurred aitmghe
increase in portion of poor people increased. In 1960 incor2®%f of the
richest countries was 30 times more than 20% of the popeegie of the
countries. International Labour Organization define poverty @ndition in
which a person is not capable to achieve his basics needs. Pverty
crucial immoral or evil which describe certain percentage of thpl@dbat
are not capable to get minimum standard of living. The people struggle
their full life to achieve their basic needs while rich peoplelusgry goods
and satisfy their wants and needs. On the other hand inequadity in the
society and the poor people suffers. The poor people hapevwer for their
right as the rich and upper class people destroy their rightdeir own
enjoyment or benefits. So many international organizatiores Ukited
Nation or the World Bank struggle for poverty reductiohe World Bank
statistics shows that 1.29 billion people are living inodlie poverty in
2009. Nearly 650 million people live in India, Pakistanjnah Bangladesh
and Africa at the highest rate is 47% which occur below the wtesol
poverty.

Darcon (2001) examines the determinants of changes in poverty and
growth. His experimental outcome shows that whole consumgtiow and
poverty diminishes significantly during the time beneathbdehtion. He
says that the key point arising from income deviation arepecative price
deviations. Subsequently deviations in the outcomes to locaténd,
human capital and labor. Krishnan and Dercon (1998) evaluatretitf
poverty levels in 1989 and 1995 and also test the heftifesseasured
variation in the problem of sets of poverty lines and effé@mbiguity of
the rate of inflation measurement. They originate that povestyayed
between 1989 and 1994 nevertheless continued almost unaffected amo
1989 and 1994 and that household with considerable physapital and
human capital and improved entrance to towns and roads bothwesak
poverty levels and are further expected to achieve best of oved p&hiey
also found that human capital entrance to towns and roads dednease t
variation in poverty throughout the period. They usedrolevel statistics
from towns in rural Ethiopia.

Poverty is a condition in which people's lack of househadtier and
basic needs or lack resources, its compulsory to be achieve awhma
certain minimum basket of goods. The basket goods meanngjpfioiod,
housing and another essential basic needs. Now-a-day’'s pa/ertylobal
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menace which describe and presents scarcity in well being ofepdopl
exists where people are not able to satisfy their basic needh e
important for survival.

In 2006, 23.9 percent of the people lived below the povargywhich
was calculated by United Nation Development Program (UNDP}hat
time the government calculated the poverty line 25.7 percent. Uhé- 2
2015 Economic Survey of Pakistan reported that 34 % efptople are
living below the food poverty line. In Pakistan a huge sbétke household
budget is consumed on food. Half of the household consumgxpenditure
is used to meet the nourishment requirement of the houseahalidtional
level.

Poverty has many forms but two are most extreme typdReative
poverty in which a person is not able to continue lowest level anhdiv
specific society. The low level income is determined by goverha®eplace
where that person lives. The second typ&lisolute poverty, it refers to the
scarcity of basic human needs which commonly includes fooderwat
clothes, shelter, health and education. Simply it means thplepebo can’t
earn two dollar, they are consider and measured in absolugstypoVhe
study examining the determinants of poverty in Pakistanresult is that
average 40 % of households are poor at national level.

Research Question

Whether Government Expenditure, Exchange Rate, Unemployment
Rate, Budget Deficit, Inflation Rate, significantly determine poverty of
Pakistan or not?

Objective of the Study

This study is;

To explore the relationship of poverty with its five deteramts i.e.
Govt Expenditure, Exchange Rate, Unemployment Rate, BudgetitDefi
and Inflation Rate.

To give some suggestion to government of Pakistan forethgction of
poverty in Pakistan

Hypothesis to be tested

We made two hypotheses for a model and to take decision regdrding
acceptance or rejection for null hypothesis
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Ho: There is no relationship between Poverty, Government Exkpesd
Exchange Rate, Unemployment Rate, Budget Deficit and Inflatide. R

Hi. There is a relationship between Poverty, Government expemndit
Exchange Rate, Unemployment Rate, Budget Deficit and Inflatide. R

Literature Review

Huma and Imran, (2014) investigated the determinants of poirert
Pakistan and showed the impact of macroeconomic variable onypdwvert
their research article, they took five variable and used twoemod
specification and run the methodology ordinary least squdiestudy has
cast off the effect of budget deficit government expenditure and
unemployment on poverty in Pakistan. While he showed theomsaip
between unemployment and poverty is positive and the Govt dixpen
and budget deficit shows negative relationship with poveayn the second
model he investigated the effects of exchange rate and infledienon
poverty. The exchange rate shows positive relation with powart the
inflation rate shows positive relationship with poventje described the
relationship of these variable are statistically significant praled the
theoretical perception.

Danish (2013) examines “the determinants of poverty in ReKig his
study. He stated poverty dynamics and their determinanteiocdhtext of
Pakistan. He examined the relationship between poverty afideitenajor
determinants - poor governance, corruption, health and ingqualit

Javid et al (2012) showed the determinants of poverty iisRakand
the effect of inflation on poverty. He collected the time seris drom
1973-2010 and used the ARDL technique on this data. Heeshile result
at the inflation impacts are positive and significant. He shaatinflation
has a powerful and statistically significant impact on poveeglining.

Sikandar and Rizvi (2013) show in their research paper thedtesf
agriculture growth, trade directness and employment, povertyctied
collected the time series data for 1980-2010. He applied egraiton and
error correlation model, as evidence of his paper saying thaamdbles
have a powerful and statistical impact on poverty reduction.

The Government expenditure has positive effect on povertyighoet
Govt expenditure effects budget deficit, which bring inflatiudget deficit
occur in many developing countries. It causes unemploymentstom
private investment for a long run in country. Fan and R&@63Rshow the
impact of govt expenditures on 45 under developed couniieshow
different kind of govt expenditures and different effecteoanomic growth
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but spending on agriculture sector to recover crops growgiconomy. The
big portion of people in developing countries and ranaa people have
only one source of receiving that is agriculture so it wilease output and
decrease the poverty of rural area.

Mahmood and Chaudhry (2012) find the effect of FDI on pgver
decline. He collected the time series data from 1973 to 20@3ARDL and
Error correlation models are used and got the results i shoiand long
run interactions. The study describes that the variables tatky &ignificant
and have negative effect on poverty.

Egbe and Clement (2011) in their thesis “The Influence of
Macroeconomic Policies and Programs on Poverty Problem" deghgbe
effect of some macroeconomic policies on poverty in NigeriangutB90-
2002. They showed the causes of poverty in the state instélael wieasure
taken by the govt to alleviate the impact of poverty. To andhaelata they
ran regression equation models on poverty and GDP and dedbeb
policies and programs and showed that macroeconomic variables dvave n
impact on the skyward trends of poverty in the state.

Hassan, Chaudhry and Malik (2009) examine “the Effect of Socio
Economic and Demographic Variables on Poverty”. A case studyzaolal
the impact of socio economic and demographic variables on poVéry
used primary data and poverty profile and analysed by usingmebric
approach in his conclusion. They showed that dependency oéhmds
landholding, house hold size, number of livestock and lalditgs have
impact on the occurrence on poverty. They suggest that thetd bouneed
to encourage the socio economic factors and land should be Selected t
landless households.

Jamal (2006) studied the relationship between inequalityytgrand
poverty for Pakistan on macro level. He determined that thergesve
relationship between the income inequality, GDP per capita anel g&min
different sectors of economy and the terms of trade corruplt r@s the
inequality. He also examined that low level of income inequalkped in
poverty alleviation and explained steps to control and decreageaiity
and poverty. Igbal and Zahid (1998) showed the effectsdgdtdeficit and
cast off in their study. A negative correlation exist betweestgbtideficit
and productivity. He showed in his study that increasingdgaix the
economy effect the govt expenditure and decrease the private investment

Mahmood and Sadig (2010) determine the high budget defianpf
government. They have two options to cover their budgetitiefone is
borrowing from external sources which improve the exchangearateay
back the amount of interest in foreign currency. The demandbfergn
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currency increases and devalue the local currency and also government
increases taxes which reduce the investment by people of th&ycothe
situation happens in Pakistan economy when export decrease tbecgur
devalue. The second option is that government can borrowatliefrom

other countries so its interest rate is very expensive becausxdhange

rate is the element of interest so it will increase interestirmeconomy.
People will start saving because of high interest, its imyaath reduces
purchasing power and circulation of money in country.

Data Variable and Methodology
Data Variable

The responsible factor of poverty plays main role in the atialu of
poverty in developing countries like Pakistan. In this thes used five
variables to check their effect on poverty in Pakistan. Foethasable, the
data is collected from (WDI) and Economic Survey of Pakistére time
series data is used which consists of 19 observation fr@&® tb92013. The
variables and their measurements are given below:

1. Poverty is measured in head count ratio (POV)

2. Government Expenditure is measured in percentage of GDP.
3. Budget Deficit is calculated in millions of rupees.

4. Unemployment rate

5. Inflation Rate.

6. Exchange rate in term of US dollar

Methodology

This study will use the ordinary Least Square (OLS) metkmd
investigate the degree of relationship as well as path of redat(positive
or negative) for these variable.

Economic Theory or Estimated Sign

I. Government Expenditure is measured in percentage of GDP. The
economic theory suggest that government expenditure and péaerty
expected sign is negative because increase in spending by aggicultur
side improve the crops growth in developing countries a$ afidbe
population reside in rural area whose source of earniagrisulture.
Poverty will decrease as a result.
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il.  Budget Deficit is calculated in million (RS). The economic theory
suggest that between budget deficit and poverty, there is vegati
correlation because increase in taxes and expenditure decreases
private investment. When spendings are reduce as a result poverty
increases.

iii. Unemployment Rate that calculated sign is increase in
unemployment as result it will increase poverty so the economic
theory suggest a positive sign is calculated for co efficient

iv. Inflation is also the main problem to increase poverty so when
inflation increase in a country, it leads to decrease in the cgign
of the people when consumption decrease it decrease the aggregate
demand means that standard of living of people is low. Bovert
increases so the economic theory suggests that positive sign i
expected for inflation and poverty

V. Exchange RateThe economic theory suggest that exchange rate and
poverty have negative correlation because of variation in exchange
rate indirectly effect poverty.

Data and its Source

For our thesis, the data is collected from secondary sourcesasuch
Economic Survey of Pakistan, (WDI), Hand book of Statisbn Pakistan
Economy and the GlobalEconomy.com. We have used time seriebydata
year wise from 1995 to 2014 and a multiple regression model.

Econometric Model

In this study we will use multiple regression approachesxpore the
relationship between the dependent and independent variablesigihr
OLS approach we will estimate the co efficient of the independeiatble.

POV = f (GE, BD, UNE, INFR, ExR) Q)

In the above model:
POV = Poverty is measured in head count ratio (POV
GE= Government expenditure is measured in percentage of GDP
BD = Budget deficit Budget Deficit is calculated in millioofsrupees
UNE = unemployment rate
INFR = Inflation rate
ExR= Exchange rate in term of US dollar
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Now the econometrics model are below:
POV=/4, + 1BD + f3 UNER + S, INFR + fSsEXR+E 2)

The above econometric model represent the relatipnglgtween
dependent and independent varialfigstand for constant terrfi; represents
the regression coefficient of Government ExpendgurSimilarly g, for
Budget Deficit angbs for Unemployment Rate whilg, represents coefficient
of Inflation Rate ang@s represent the coefficient of Exchange Rate.

Result and Discussion

This paper investigate the relationship between variables aimdpiget
on poverty in Pakistan. So we explore the determinants th&@rernment
Expenditure, which is measured in percentage of GDP, BudgetitDef
which is calculated in millions of rupees, Inflation Rate, Exaje Rate and
Unemployment Rate. In this study we had to make a decidianshere is
positive relation or negative relation with poverty. If theése positive
relation then they are significant or insignificant so, we acdegtnull
hypothesis and reject alternative hypothesis on the basis obraetits
model.

Descriptive Statistics of Relevant Variables

The descriptive statistics help to give us the analysis of silgiafy or
summarize data in a meaningful way or a set of brief statistatsstgnify
measure of significant tendency include mean, median, standardiateviat
minimum, maximum variables, kurtosis and skeweness. The igleser
statistics are very essential because if we simply presented eetieedata
it would be difficult to visualize what data is shown mokdot of it enables
us to represent the data in a more meaningful way which vgnsimo much
simpler interpretation of the data. Table of descriptive sitgigs shown
below table 1.
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Table 1: Descriptive Statistics

Sample: 1995-2013

POV GE BD UNER INFR EXR
Mean 32.39526 1436737 1703.750  5.984P11 8AB] 62.89272
Median 30.80000 13.39000 1461.982  5.700p00 00DGO | 59.72380
Maximum 62.60000| 25.46000 9476.834  7.800000 .30AWO | 96.7272C
Minimum 17.20000| 8.390000 -3391.525  4.900000 90@000| 31.6427¢
Std. Dev. 12.27511) 4.877598  2895.167  1.084365.518979| 19.29664
Skewness 0.96746% 0.9116p3  0.640891  0.54298/870408| 0.342737

Kurtosis 3.489656 2.838806 4.302083  1.646988.516178| 2.21841%

Jarque-Bera 3.15377% 2.6521B32 2.642888  2.38292.610028| 0.855593

Probability 0.206617 0.265520 0.2667p0  0.3@3y70.271169| 0.651944

Sum 615.5100 272.9800 32371.p5 113.7000 060.2 1194.962
Sum Sqg. Devl 2712.208 428.2338 1.51E+08 21.16526 367.5814702.517
Observations| 19 19 19 19 19 19

The descriptive Table 2 shows the different statistics ohlberiwhich
we used in our regression analysis. It represents ovectlirpiof the data.
Descriptive statistics are mentioned as the mean, median, maximdim an
minimum for finding the center of the data and extremes ofda,
standard deviation is given for the measure of dispersienestess for the
distribution of the figures around mean from left andtrifnally kurtosis
shows peakedness or probability of values around the mean.

Correlation Table

Correlation is a statistical technique/method that shows whetfer
how strongly pairs of variables relate or it represent stalize measure,
bounded between -1 and +1 of the strength association betwsen t
variable. The correlation may be perfect positive or perfect wegat
correlated as shown below Table 2.
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Table 2 : Correlation Results
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POV GE BD UNER INFR EXR
POV 1.000000| -0.71139% -0.081484 0.123545 0.8216 -0.897499
GE -0.711395 1.00000( 0.284599  -0.538844 0.201R60.903785
BD -0.081484 0.284599 1.000000 -0.6499095 0.7@651 0.078804
UNER 0.123545| -0.538844 -0.649995 1.000000 -@BB@2 -0.313221
INFR 0.021639 0.271260 0.716510  -0.642380 10000 0.119759
EXR -0.897499 0.903785 0.078804 -0.313221 0.399F 1.000000

The above table 2 presents correlation coefficiehtpaverty with
determinants that is independent variable. So kgeflie other variables
constant in the above figure, the Government expeedis negatively
correlated with poverty, its coefficient is -0.7113%&e other variable Budget
Deficit is negatively correlated with poverty aoaim in the above table with
value of -0.081484. While the unemployment has pesitelation with
poverty 0.123535 coefficient. The exchange rate iafidtion rate are in
positive relationship so all the determinants i.endependent variables which
shows the effect and relationship with poverty inaheve correlation table.

Regression Table

The regression analysis shows the dependency of one variakie on t
other variables. There are two basics types of regression lieg@ssion
and multiple regression but here we used multiple regresdiamin refers to
the relationship between more than two variables.

Table 3: Regression Results

Dependent Variable: POVERTY HEAD COUNT RATIO

Method: Least Squ

ares

Included Observations: 19

Variable Coefficient Std. Error t-Statistic Prob.

C 73.26481 12.11020 6.049845 0.0000
GE 1.607359 0.608406 2.641921 0.0203
BD -0.001598 0.000527 -3.030024 0.0097
UNER -1.088057 1.501536 -0.72462p 0.4815
INFR 0.643042 0.328738 1.956093 0.0723
EXR -0.956413 0.137441 -6.958689 0.0000
R-squared 0.918981 Adjusted R-squared 0.887820
F-statistic 29.49121 Durbin-Watson stat 2.013611
Prob(F-statistic) 0.000001
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By applying Ordinary Least Square (OLS) method the regressintel
result shows the connection of different independent variahblib
dependent variable that is poverty. So in the above table thiciawefof
Government expenditure that is (GE) displays negative relaimnsith
poverty and P-value is 0.0203 so it has significant effectosfficient. The
relationship between poverty and Budget deficit also has aivegalation
and its P-value .0.0097 so its effect on coefficient is Bggmt with poverty
so we find that as government expenditure and budget defigit 40 it
decrease poverty. The relationship between unemployment and pverty
positive but its effect on the coefficient is insignificant beeaiss P-value is
0.4815. Its greater than the value of 5% significant leveitseffect on
coefficient is insignificant but its relation is positive docrease in
unemployment increases poverty. On the other hand exchange rate and
poverty has a negative relation because increase in exchange rate as a resul
of currency depreciation cause poverty so it has a negative mekatid
significant effect. It's P-value 0.0000 which is less thandignificant level
of coefficient as shown in the above table while the inflatiahthe poverty
show a positive relation with P-value of .0.0723 whichlass than
significant level so its effect is significant on coefficient apdsitive
relationship because of increase in inflation caused by poveste. tHe R —
square R~ 0.91, it means that 91% variation are due to the explanatory
variable and the other 9% occurred due to the error term veithabis of F-
statistics the overall model is significant. Its F- stafsstialue is greater than
2. Here the F-statistics is 29.49 and P- value is 0.00@90feans that the
model is significant. Here the Durbin Watson value is 2dit sieans it has
no auto correlation. When the value is exact 2 its means there auto
correlation and when its less than 2 it means negative aut@tiomel
Through this result we find that all determinants have a oalstiip with
poverty so we reject the null hypothesig Bind accept the alternative
hypothesis H because all the relationships fall in the Hiternative
Hypothesis.



Determinants of Poverty in Pakistan 28

Fig. 1: Graphical Representation of Data
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Source of data: (WDI and the Global economy.com from 199539

Figure 1 show the relationship between dependent and independen
variables from 1995 to 2013. The dependent variable is owerich is
measure in head count ratio and the other independent variaBBlevis
expenditure which is measured in percentage of GDP (GE). Bddfieit is
measured in millions of pkr (BD), Unemployment rate(UNERf|ation
rate (INFR) and Exchange rate (ExR). In this thesis all effitre variables
have been used. Three out of these five have negative and thevatihere
a positive relationship with poverty. Government expenditowelget deficit
and exchange rate have a negative and significant relation while
unemployment and inflation have a positive correlation witkiepty. So
when the govt adopt fiscal policy and increase government sgeedher
through subsidies or through development expenditure &ikes; schools
and hospitals then the employment increase an economy as impact is
poverty reduced. The budget deficit occur when the govt. expeadi
exceeds govt. revenue then the budget deficit happen in economjid=
problem the govt. borrows from external and internal soucesver their
own expenditure. If the budget deficit occur due to prodectrerk like
social welfare and subsidies then its reduce the poverty. $auwe that all
of the independent variables which are used in regression mawistrong
impact on poverty.

Conclusion and Recommendation
Through this research we found out the determinants of yowecase

of Pakistan. Nowadays, poverty is the main problem in esemntry. The
key objective of the study was find those factors which déterpoverty in
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Pakistan and to investigate their effect on poverty whetheitiyeoor
negative by seeing the result. After we arise to see about tbesprof idea
for making good policies concerning the determinants of pavert

The data is collected from secondary sources such as development
indicator (WDI) and (The Global Economy.com). The methagiplwe used
is the OLS estimation method. In this study we have usedviriables
which are government expenditure, budget deficit, unemployrneget r
exchange rate and inflation rate which determine poverty anddmg the
relation between macroeconomics variables and poverty. In all five
variables, we found the relationship between poverty and goeatnm
expenditure, budget deficit have negative or inverse relatidm patverty
while unemployment have positive relation with poverty. Beedhs fiscal
policies have a direct effect on government expenditure when émelisg
of government increase through subsidies and through devebpm
spending on road schools and hospital, the employment insréase
economy and income of the people and spending of peopleassessult
poverty reduced. In other words if the government spendiagase than
government revenue in the specific year it represent a fiscal tdffie
budget deficit and poverty have negative relationship andfisigmi relation
in Pakistan. It means govt. is either involved in developnpeofects or
subsidies due to which unemployment decreases. It leads totypover
reduction due to subsidized prices of goods, decreasing poverlso
declines because the inflation and poverty have positiveaesip. If the
budget deficit occurs due to productive work like social welftiren it
reduces poverty, otherwise unproductive sector such as defgresadinre
cannot help in reducing the poverty.

The exchange rate and poverty in negative relationship andicagtiy
impact on the model coefficient. Falling of currency in termottier
currency may be good for those people who earn foreign exehartgfor
the whole economy, its effect is increasing inflation. Whdlation occurs
due to currency devaluation the firms buy input at high @wsh other
countries so prices of the goods increase and poverty increBises.
exchange rate is considered a variable which effect the povertg whil
inflation is another factor which increases poverty. When #reel price
level increases the people purchasing power or consumption destéeke
lead to decrease in aggregate demand and also decrease in standiugl of i
of the people. As result it increases poverty alwaysigesilationship with
poverty. The govt. needs to make strong policies to reducertgcand do
productive work which can help us to eliminate poverty. Tév.gneeds to
improve the agriculture sector and productivity because largdagimpuof
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the country lives in rural area and its earns from agricusteicéor. The govt.
should introduce transparency and provide better health feildind
provide facilities to poor people through social welfare iamgbse taxes on
rich people and help the poor people. The govt. also needs\me job
opportunities and introduce micro financing in rural area pnodide free
education and help poor people

The fact is there are a lot of problem which effect the povertynveu
used time series data and took five variables and ran muléglession
models which showed 90% variation in poverty in Pakistarinhe model
unemployment is insignificant and it has no effect on pgJaut with other
variables it lead to a significant effect on poverty.
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