Micro lesson 4:
Poverty



Research the definition of
poverty

What is

There are two main definitions

poverty?

Absolute poverty and relative
poverty




Why is poverty
important In
economics?



Why is poverty important in economics?

An individual’s ability to buy goods and services is dependent on
their income.

If people have unequal income then resources may not be allocated
fairly.

The government try to fix this by redistributing income through tax
and benefits.



* Absolute poverty:
* When a household does not have sufficient income to sustain even a
basic acceptable standard of living / meet basic needs
« Absolute poverty thresholds will vary between developed and

developing countries

* The extreme poverty measure now used by the World Bank is the
percentage of the population living on less than $1.90 a day (PPP)

* Relative poverty
* A |level of household income that is considerably lower than the
median level of income within a country

* The official UK relative poverty line is household disposable income
(adjusted for household size) of less than 60% of median income



What countries have the
highest absolute
poverty?



Where do the Extreme Poor Live?

* Data is for 2014, source World Bank

* Population living on less than $1.90 per day PPP
* India 33%

* China 13%

* Nigeria /%

* Bangladesh 6%

* DR Congo 5%




poverty?

See if you can come up with
three reasons?

What causes absolute I



Absolute or
extreme poverty
Is an inability ta
meet basic needs

In many
countries,
significant
progress has
been madein
reducing
absolute poverty
but each year the
Hurman
Development
Report makes
clear how much
progress remains
to be made

Main Causes of Absolute Poverty

Population growing faster than GDP in low income countries

Severe savings gap - families unable to save and living on less than $1.90
per day

Absence of basic government/ public services

Effects of endemic corruption in government and business

High levels of debt and high interest rates

Damaging effects of civil wars and natural disasters

Low employment rates, vulnerable jobs and poverty wages




What consequences
does extreme poverty
have?



Recap absolute poverty:

 https://www.tutor2u.net/economics/reference/extreme-poverty



https://www.tutor2u.net/economics/reference/extreme-poverty

Relative poverty

v Ahousehold in the UK is in relative poverty (also called relative low income) if its income is below 60% of the median household income
 The median income s the middle value in a set
+ According to recent data, the proportion of individuals in relative poverty in the UK hefore housing costs in 2013/14 was at its lowest level since the 1980's.



Read the article

* https://www.mirror.co.uk/news/uk-news/inside-britains-child-
poverty-capital-21635835



https://www.mirror.co.uk/news/uk-news/inside-britains-child-poverty-capital-21635835

What are the problems

with relative poverty?




What are the problems

with relative poverty?

* People’s quality of life may be low

* |ts not fair for some people to have billions while others have to survive
on very little ( good tv show is rich house poor house)

* In some countries (where it is not provided by the government) families
on low income may have limited access to healthcare and education.

e Can lead to people being taken advantage off such as pay day loans.



Are there any benefits of

relative poverty?




Are there any benefits of

relative poverty?

* Can encourage people to work harder- they want to achieve a certain
income level

e Can increase competition among workers
e Can give incentives to invest in health and education



How does the
government tackle
relative poverty?



In simple terms: The
government taxes the

rich and gives money
to the poor




Watch the video to recap

e https://www.tutor2u.net/economics/reference/difference-between-
absolute-and-relative-poverty



https://www.tutor2u.net/economics/reference/difference-between-absolute-and-relative-poverty

