EXPENDITURE DISTRIBUTION AND PATTERNS
OF THE POOR IN KOREA

Do Hyuncg KIM

NY attempt to make reasonable estimates of the poverty level must take
account of the unequal distribution of expenditures among income groups.
Although various aspects of poverty can be considered, there is no doubt

that consumption is the most important indicators identifying the poor.

The first section examined the expenditure distribution, thereby describing the
pattern of the change in inequality of different expenditures -and their relative
usefulness as poverty indicators in relation to income growth within households.
This analysis is applied to judge what indicators are useful to defining poverty
cutoff points according to the stage of economic development. The second section
presents the pattern of poverty defined variously, in terms of the indicators identi-
fied in Section L. ' '

I. EXPENDITURE DISTRIBUTION AND INDICATORS OF POVERTY

Historically, interest in development patterns has centered on sectoral shifts in
consumption and production over time. One of the principal direct effects of
development has been the rise in non-food consumption as predicted by Engel’s
law.! This can be measured directly from cross-country data, assuming that the
consumption pattern is determined primarily by the level of income. Consumption
patterns in each country have been treated systematically so as to bring out their
similarities. In this section, attention was focused on the relationship between
the pattern of inter-temporal changes in inequality in consumption expenditures
and the level of income. '

A. Method of Analysis and Classification of Expenditures

The concept of income elasticity has played an important role in the demand
analysis. Therefore, we must consider the relationship of this concept to our
method. The orthodox approach using income elasticity has a long history. The
Engel curve is still widely used to show variations in family expenditures in con-
nection with the distribution of household income. Nevertheless, -an alternative
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1"The second effect is the change in factor proportions resulting from the growth of physical
-and human capital in relation to population. Changing factor proportions are evidenced,
for example, in the shifting of export patterns between primary and manufactured goods.
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approach shall be used in analyzing expenditure distribution. The method used
here is to adopt the concept of pseudo—Glm coefficients for each category of
consumption expenditures.

Suppose that total income Y is the sum of K-components, such that its com-
ponent is denoted as X(i), (i=1,2,...,K). Then, the Gini coefficient for Y, G,
can be decomposed into categories as follows:

G=3W®HGO, @
where W(j) is the ratio of means of X toY and G(J) is the pseudo-Gini coefficients
for X(@).2

Let us begin with the relationship between total consumption expenditure and
the i-th expenditure. Generally, the Engel function is defined as

logX (i, p=a+b logC() +uG, p, €))

where X(i, j) is the expenditure on the i-th category by households belonging to
the j-th group and C(j) is total expenditures or income of the j-th group. To
obtain income elasticity, b can be estimated by the weighted least squares method.
The least squares estimate of b is given as

13=(covariance between logX and logC)/(variance of logC)
= (correlation between logX and logC) (standard deviation of
logX)/ (standard deviation of logC). 3)

Experience shows that the correlation is usually high and near to unity. Thus,
we can approximate income elasticity, b, by

b= (standard deviation of logX)/ (standard deviation of logC). 4)

Income elasticity is determined mainly by the ratio of two distribution statistics.
If we replace these statistics with pseudo-Gini coefficients for X(i, j) and C(, j),
the essence of the income elasticity approach can be integrated into ours. Further-
more, the ratio becomes more meaningful when the relationship shown in equation
(1) is recalled.

Mizoguchi and Saeki suggested a strong correlation between income elasticity
and the ratios of pseudo-Gini coefficients (i.e., pseudo-Gini coefficients of X
divided by those of C) [4]. Further, Saeki clarifies the relationship between income
elasticity and expenditures (income) distribution [6, pp. 10-13]. Supposing the
log normal distribution of income, he obtained the basic relationships as shown in
equation (5) and (6). Bach of them is derived, using the different form of Engel
function.

Gi=nG, (5)

2 The data are arranged in ascending order for the calculation of Gini coefficient, but not
necessarily so for that of pseudo-Gini coefficient. For the details, see V. M. Rao, “Two
Decompositions of Concentration Ratios,” Journal of the Royal Statistical Society, Series
A, 132, Part 3 (1969); J. C.H. Fei, G. Ranis, and S. W.Y. Kuo, “Growth and the Family
Distribution of Incomé by Factor Components,” Quarterly Journal of Economics, Vol. 42,
No. 1 (February 1978); and N. C. Kakwani, “Applications of Lorenz Curves in Economic
Analysis,” Econometrica, Vol. 45, No.3 (April 1977).



EXPENDITURE DISTRIBUTION 19

bia
G1_2N< o510 1) 1, 6)
where

G Gini concentration ratio of expenditure,

7, bit  income elasticity in linear and double log form,

G: Gini concentration ratio of income, and '

N(Q, 1): normal distribution.

They indicate that when income elasticities and inequality of income are given,
inequality of expenditures is uniquely determined.

As evident from equation (5), income elasticity is equal to the ratio of pseudo-
Gini coefficients. For equation (6), using the double-log form of the consumption
function, theoretically, it is difficult to verify these relationships except the case,
bi=1. However, the empirical results on income elasticity and pseudo-Gini co-
efficients using the equations (1) and (2) showed that pseudo-Gini coefficients are
a satisfactory indicator of income elasticity.

The data used here are from the Family Income and Expenditure Survey (FIES)
[2] available in Korea. These data cover all non-agricultural households, and
contain detailed figures on consumption expenditures grouped by income (or ex-
penditure) classes. Here, the New Standard System of National Accounts method
is used. Consumption expenditures are retabulated into eight categories: (G1)
food and beverages; (G2) clothing; (G3) rent,® fuel, and light; (G4) household
appliances and equipment; (G5) health and medical care; (G6) transportation and
communication; (G7) recreation and education; and (G8) others. These categories
are further grouped into four types according to the nature of expenditures: non-
durable (N-D), semi-durable (S-D), durable (D) goods, and service (S). In this
section, we will make use of the former eight-category classification mainly.

Using these data, both the proportion of each category of expenditures in
total expenditures and the inequality in their distribution over the period 1964-75
have been estimated. We have thus tried to examine the expenditure structure and
its distribution. But this study is inadequate in the sense that it still lacks a picture
of the process of longer-run change spanning over more than a decade.

B. Some Structural Changes in Expenditures and Inequality

Evidence of structural change in expenditures can be examined by analyzing
(a) the composition of expenditures (b) their contribution to total inequality in
relation to development. Some variations are apparent in the composition of
expenditures as shown in Figure 1.

In Korea, the share of N-D declines rapidly from 1965 to 1970, but this trend
reverses itself from 1971 to 1974. The share of N-D is especially high for the
years 1973 and 1974. With this exception, the trends seem to follow Engel’s law.
The share of S has significantly increased such that services now comprise about
20 per cent of total expenditures. This shows that people have a strong preference
for recreation, education, and personal care which are usually luxuries for low

3 Excluded an estimated rent for owner occupied dwelling.
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Fig. 1. Percentage of Consumption by Four Groups of Expenditures
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Source: {3, various issues].

income families. The shares of both D and S-D have gradually increased. It
appears that the remarkable changes that took place in Korea from 1965 to 1970
were caused by rapid economic development, and were not stable.

The next task is to examine the pseudo-Gini coefficients for each of the eight
categories shown in Table I.

(a) Food and beverages (G1): The inequality narrowed until 1971 but has
fluctuated thereafter.

(b) Clothing, rent, fuel and light, and household appliances and equipment
(G2-G4): The inequality for these items has been consistently low when com-
pared to other countries. It decreased until 1971 and then increased.

(c) Health and medical care (G5): Even though there have been ups and
downs in the trend in inequality, it may be observed that, on the average, the
distribution of these expenditures has been somewhat more equal in the early
1970s than in the 1960s.

(d) Transportation and communication (G6): There seems to have been fluc-
tuations in inequality after 1971.

(e) Recreation, education, and others (G7-G8): There seems to have been
no distinct narrowing in disparities for almost all of the expenditures.

To discuss the relationship between the distribution of total consumption ex-
penditure and expenditures by categories, the total Gini coefficient must be de-
composed by Rao’s decomposition formula. In Table II, the contribution of G1
to total inequality is seen to be the greatest, as expected. And Korea’s contribution
of G1 and G2 seems to have increased until the early 1970s.

To use the decomposition formula more fruitfully, there ought to be some means
of analyzing the share effects as well as the pseudo-Gini effects. Consider the
following definition: : C :
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TABLE I
PsSEUDO-GINI COEFFICIENTS

G1 G2 G3 G4 G5 G6 G7-G8

1965 0.2559 0.4459 - 0.2662 0.5832 0.3903 0.4409 0.5198
1966 0.2386 0.4134 0.2597 0.5688 0.3803 0.4311 0.5175
1968 0.2214 0.3996 0.2508 0.5210 0.4119 0.3726 0.3977
1970 0.2339 0.3096 0.2347 0.5056 0.3067 0.3259 0.3555
1971 0.1956 0.2853 0.2121 0.5148 0.3458 0.3504 0.3585
1972 0.1967 0.2220 0.2257 0.5559 0.2922 0.3532 0.4089
1973 0.2161 0.3005 0.2947 0.4977 0.3329 0.3102 0.3898
1974 0.2281 0.3184 0.2187 0.5365 0.3203 0.3500 0.3984
1975 0.2035 0.3908 0.3773 0.5928 0.4401 0.3564 0.4065

Source: [3, various issues].

TABLE I
RA0’s DECOMPOSITION
(%)
Gl G2 G3 G4 G5 G6 G7 G8
1965 58.78 11.09 9.27 2.57 1.63 3.52 12.12 —
1966 51.52 13.54 10.13 3.42 2.05 4.99 14.30 —
1968 37.97 16.06 9.64 6.84 441 525 19.83 —_
1970 41.00 12.20 10.17 8.07 3.70 6.41 18.48 —
1971 . 38.78 11.73 9.76 7.91 3.93 6.68 21.22 —
1972 38.14 7.47 9.66 8.55 3.37 7.18 25.61 —_
1973 33.37 9.44 24.83 5.18 3.03 4.64 19.51 —
1974 44.82 11.32 6.22 6.81 3.53 6.61 20.67 —
1975 30.11 11.74 17.22 14.43 5.75 4.80 15.93 —
Source: [3, various issues].
GO ={W(, ) —W(, 1970)}GG, O+ W, 1970)GG, ©). 0

The first term on the right-hand side indicates mainly the effects of share changes
and the second term that of pseudo-Gini coefficients. Table III indicates that the
effects of inequality exceed that of shares, the latter being almost negligible. The
levels of inequality of G1 and G7 in Korea are changeable.

This table shows that the effects have declined until the 1960s but thereafter
were unstable in all groups. In Japan, it is apparent that the effect of G1 decreased
but that of G2 was constant throughout the period concerned.

In Korea, G3, G4, and G5 seem to explain better the change in total inequality
as compared to other groups. These results of decomposition of change in in-
equality seem to produce the same as the previous ones. Thus, it appears that the
effect of the change in inequality in G1 is not only the largest but also the significant
one in explaining the change in total inequality.

In general, total inequality of expenditure is supposed to increase mamly due to
the increase in inequality of non-food expenditures and their share in total expendi-
tures in the earlier stages of development. Afterwards, when income rises, the
share of non-food increases whereas that of food decreases. In addition, the de-
creasing inequality of almost all items would result in the decrease in inequality
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TABLE 1O
DECOMPOSITION OF THE CHANGE IN INEQUALITY
(%)
T.E. Gl G2 G3 G4 G5 G6 G7-G8
(1) Share effects
1965 03041 17.72 —5.52 —1.25 —5.92 —2.80 —4.62 —12.56
1966 0.2960 12.20 —2.33 .—0.37 —5.10 —2.40 —3.24 —10.95
1968 0.2948 1.32 —1.12 —0.61 —0.98 —0.31 —1.73 0.31
1970 0.2781 0 0 0 0 0 0 0
1971 0.2551 1.37 -0.55 —0.24 —0.16 —0.63 —0.86 0.86
1972 0.2626 1.60 —1.94 —0.69 -0.84 —0.42 —0.30 3.08
1973 0.2815 4.05 —2.45 12.18 —2.66 —0.99 —1.49 —0.50
1974 0.2820 5.35 —-1.42 —3.12 1.63 0.39 0.39 0.21
1975 03146 —1.40 —1.34 2.77 6.04 —1.34 —1.37 —2.73
(2) Pseudo-Gini effects

1965 0.3041 41,01 16.47 10.52 8.48 441 8.12 24.70
1966 0.2960 39.29 15.68 10.54 8.51 4.43 8.14 25.27
1968 0.2948 36.60 15.23 10.24 7.84 4.82 7.09 19.50
1970 02781 40.99 12.47 10.14 8.05 3.78 6.54 18.48
1971 0.2551 37.36 12.54 10.00 8.94 4.66 7.68 20.31
1972 0.2626 36.48 9.48 10.32 9.37 3.81 7.54 22.51
1973 0.2815 37.41 11.97 12.61 7.82 4,05 6.18 20.00
1974 0.2820 39.40 12.66 9.33 8.44 3.90 6.95 20.43
1975 03146 31.53 13.95 14.43 8.36 4.80 6.33 18.66

Source: [3, various issues].

of total expenditure.* Our discussion is valid for the case of the growth pattern
which preserves the existing distribution of income.’

4

Tt

Assume that total inequality of expenditure T is the weighted average of the inequality for
food and non-food as shown in the following equation (a):

T=2wpiG. (i=1,2) ' (a)
Further, it is assumed that the distribution of income can be accurately measured by the
Gini coefficient defined in the following equation (b):

G=Nz/(N2+N1)—NoYs/(N2Y2+N1Y1), (b)
where N; is the number of households in sector i and Y; is the income per households in
sector i.

Houthakker shows that the condition for the growth pattern depends exclusively on the
income and price elasticities of food (H.S. Houthakker, “Disproportional Growth and the
Intersectoral Distribution of Income,” in Relevance and Precision, ed. J.S. Cramer, A.
Heertje, and P. Venekamp [Amsterdam: North Holland Publishing Co., 1976]). Applying
our estimates on these elasticities which satisfy the Engel’s law, we can find the fact that
the productivity in non-food sector must increase more rapidly than that in food sector if
the distribution of income is to be preserved.

Totally differentiating (b) in footnote 4 yields

4G _ (N1 Ao Ny DN V(71— Yo VY 1= NEY2) (Not NP NaY o+ NoY )]

— (72— 7 NN (e Yo+ NI Y] ©
Here, assuming that there is no migration from the low income food sector to high income
non-food sector, and the natural growth rate of population is zero, the second term in the
right hand side of equation (c) must be zero if the distribution of income is to be preserved
dG=0).
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C. Inequality of Expenditure as Indicator of Poverty

Engel was definitely concerned with absolute standards and framed it more
broadly: “The proportion of the outgo used for food, other things being equal, is
the best measure of the material standard of living of a population” [1, p. 45].
Here, an alternative technique of identifying poverty in the various items of
expenditures including food, was employed. For this purpose pseudo-Gini effects
will be used over the period 1965-75, as shown in Table III.

It is assumed that for the one item of expenditures to be an indicator of poverty
its pseudo-Gini effects must be non-decreasing. If all the items satisfy this con-
dition, the one which has a higher effect is assumed to be the indicator of poverty.

Considering these two conditions for the indicators, the results are summarized
as follows:

(a) In Korea, the expenditure items which have been in a decreasing trend in
the earlier stage of our period are: G2 (clothing), G4 (household appliance and
equipment), G5 (health and medical care), G6 (transportation and communication),
and G7 (recreation and education). This implies that even though most items,
except food and beverage, show an unequal distribution, their pseudo-Gini effects
have decreased due to their relatively small share in total expenditure. Corre-
spondingly, food and beverage expenditures seem to be the more appropriate
basis to conceive a situation of poverty for the period.

(b) During the latter period, the structure of expenditure seems to have con-
siderably changed. Food and beverage expenditures ceased to be a basis for
identifying poverty. Transportation and communication is less useful as an indi-
cator of poverty.® Thus, health and medical care, recreation and education ex-
penditures are useful as indicators of poverty during the period 1970-75.

(c) Considering the relative usefulness of each indicator with respect to the
level of income, one observes that in the earlier stages of development, food,
beverage, and clothing are significant, and health and medical care and recreation
and education are appropriate in indicating poverty. Due to the lack of data on
imputed rent and transfer payments, it is difficult to carry out a strict analysis of
rent or health and medical care expenditures.

II. EXPENDITURE PATTERNS OF THE POOR

In the last section to help to suggest where a line should be drawn between the
poor and non-poor, we examined every component of the whole expenditure dis-
tribution and the living standards based on the individual expenditures. We now
turn to examination of the mix of goods and services consumed by the poor. This
may throw some light on the quality of life of those in poverty and improve our
understanding of the effects of low income.

We trace in a summary fashion the manner in which consumption patterns of

6 A powerful administrative control on the prices of these items, as well as the provision of
specific goods by mainly the public sector have induced this tendency which would be elimi-
nated in the near future, given a reduction of the share of this sector in each industry.



‘[somsst snoLreA ‘¢] :90IM0S

THE DEVELOPING ECONOMIES

24

6'S 1Y 6'¢. L9 s £e 4% Ls 8 SI9YI0
€9 S'L Le 9°¢ 19 7T g€ 6°S 91 onp3 % UOHBIIdY
194 (43 L'l (44 £s [ L4 4 £y 91 TIUrod %9 "SUeL],
¥e e 66 T'e [ 80 6'C €e 90 2Ied [eopatl 2 [IjeoH
€€ Le 99 L't T 1 L 7T 8’1 €0 jusmdmbs
2 oouerdde pioyesnoy
ST 6’11 €01 £yl 144! 611 153! T°L1 I'¢l 1931 % ‘feny YUy
£'6 €11 'S 6'L 0l 2 4 'L L'6 I'v S3UNIOLD
8'ss 9'es I'eL” LS 9°¢s 1474 8'6S (A4 Lel 80581049q % POOS
{paso]dwa-I[9s WIe-UON
e s 6’9 8¢ (8 6'¢c e I's 124 SI_Y1I0
9L 69 L'e 14 Ly 8'C (4 (44 81 onps % HOLRaIdTY
194 (43 1 I'v €y ST L1 oy I'T Wwos 7 'suely,
(44 e el 8¢ 87 . T'I 0¢ 8'C 60 9Ted Jedlpalu % [IJesH
I's 0°€ L0 oy 0'c S0 e 91 ¥o juowdmbo
% oouerdde progesnory
£l el $'6 oY1 L't o€l 6Vl 8¢l 1I'ct 1931 B ‘Jony Uy
6'8 91t 09 6L (A 9§ €L 6’8 Le SSUIIOND
8'es (A4S ¥oL 9'9¢ V68 SIL 609 8°8¢ 9SL §95BI9A3Q % POOJ
:progesnoy oskorduyg
SLel 0L61 §961 SL61 0L61 §961 SL6T 0L61 §961
URIpSN MUROISd TIAMUIMT, SMuSoIsd TIUaJ,
(%)

¥OOJ AHL 40 SNNALLYJ HYNLIANHIXH
Al HIIVL



EXPENDITURE DISTRIBUTION 25

TABLE V
COMPARATIVE EXPENDITURE LEVELS OF THE POOR
(%)
Tenth Percentile/Median
Employee Households Non-Farm Self-Employed
1965 1970 1975 1965 1970 1975
Food & beverages - 50.81 68.44 59.53 56.20 48.99 48.28
Clothings 29.48 46.38 42.97 33,96 42.69 36.32
Rent, fuel, & light 60.23 68.22 63.40 57.74 70.96 60.87
Household appliance & equipment 31.25 33.22 3591 34.09 32.99 30.75
Health & medical care 32.58 50.41 37.76 28.78 45.96 37.91
Trans. & comm, 34.86 46.34 20.03 43.24 40.84 44.54
Recreation & education 22.77 37.36 35.80 19.60 39.08 23.41
Others 29.30 58.78 52.57 55.89 52.69 33.46
Non-durables 49.08 61.33 57.64 46.35 51.23 47.75
Semi-durables 29.40 45.13 40.23 47.09 42.91 36.10
Durables 37.50 39.29 26.54 27.02 41.23 31.94
Services 42.05 71.70 45.97 40.12 48.09 42.16

Source: [3, various issues].

the poor compared with those of the non-poor have changed over the past ten
years. This enables us to look at the hypothesis that the expenditure patterns of
the poor today resemble those of the non-poor at some previous date. For the
comparison, those in poverty are defined as the tenth and twentieth percentile.
And it is assumed that consumption can be approximately measured by current
expenditure. '

The methods for deriving the patterns of expenditure are the same as that of
estimating the expenditure distribution, the data from which were used in Sec-
tion I, necessarily involve some approximations, implicit in the procedure of data
adjusting and linear interpolation.

Tables IV and V show the pattern of household expenditure for the tenth and
twentieth percentiles and median for 1965, 1970, and 1975 at current prices.
Over the period 1965 to 1970, the proportion of expenditure on non-durables—
food and beverages, etc.—has declined more than 20 per cent for all three groups
of employee households. The fall for the tenth percentile was much higher than
that for the twentieth percentile but somewhat equal to that for the median house-~
holds, as this was to be expected. Even this by 1970 the tenth percentile still
devoted 59 per cent of expenditure to food and beverages, compared with 52 per
cent by the median households.

However, the differences were in semi-durables, durables and services, where
the proportion of expenditure for the poorer groups rose much more than for the
median groups. In fact, we showed that during this period there has been a
drastic decline in inequality for clothing, recreation and education, and other
services, and very little change in that on food and beverages.

Accordingly, all items including food and beverages have become more elastic
than that of the non-poor, as evident from estimates of pseudo-Gini effects in
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Table III. Our results seem to be consistent with that of estimates of income
elasticities of consumption by commodity group by K. S. Kim and D. Y. Kim
[2, p. 25]. It is very important to note that these changes in comparative levels
of expenditure, particularly during the latter period, present a contrast to that of
the former period. In fact, the inequaiity of all items except food and beverage
increased so that these items became less elastic than that of the non-poor. Thus,
it appears that the position of the poor has improved much greater in the former
period, but deteriorated relatively in the latter period.

III. POVERTY UNDER PURCHASING POWER PARITY

In the previous section, we showed a clear pattern of change in the relative posi-
tion of the poor. This section considers the standards of living as a magnitude
of the utility gained from the consumption of goods and services. Although
utilities are certainly difficult to measure, the expenditures of each goods and
services will be substituted for them. It is assumed that utilities are proportionate
to the consumption of goods and services.

In this respect, it would be better to take the purchasing power parity rather
than the exchange rate to do the comparison.” The estimate was done by groups
of expenditures, using the following well-known Laspeyres’s formula (1) and
Passhe’s formula (2):

P;
ZTITP Qi ‘
———‘“‘PJ.Q_ . (i:Korea, j:Japan) o
J=J
> P
E%PiQi. (i : Korea, j:Japan) ' @

Then we calculated their geometric mean. These estimates are for Japan. In
terms of Korea, the two formulas must be reversed. Every comparative study
based on international cross-section data has to make commensurable the value
expressed in the various local currencies. The usual practice is to convert all
domestic values into a common measure (U.S. dollars as a rule) through the
exchange rate for foreign trade. The method used here is to convert them into
Japanese yen only through effective exchange rates. Thus, without exaggerating
the true differences in real income, the “relative” price effects can be considered.

The detailed information on the data needed here are reported in the Appendix
Table I. Two hundred and one items were selected from the Annual Report on
the Price Survey in Korea. These items can be considered homogeneous to the
two countries. After the collection of the basic data followed the problem of
constructing the distribution of weights. For this, the distribution of weights used

7 T, Noda analyzed the level of living using the same methodology (T. Noda, “Seikatsu sui-
jun no kokusai hikaku” [An international comparison of the standard of living], Keizai
kenkyii, Vol. 19, No. 1 [January 1968]).
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- TABLE VI
RATIO OF PURCHASING POWER PARITY TO EXCHANGE RATE
FOR FOREIGN TRADE (JAPAN:KOREA)

Exchange Rate Gl G2 | G3 G4 G5 G6 G7 G8

1966 1.34 1.09 0.94 1.59 0.88 0.90 1.19 1.03 1.44

1970 1.13 1.09 1.19 1.45 0.80 0.83 1.11 0.85 1.42

1975 0.63 1.60 2.14 1.95 1.18 1.32 1.57 1.47 2.11
TABLE VIII

STANDARD OF LIVING PER HOUSEHOLD
(Japan=100%)

Gl G2 G3 G4 G5 Gé6 G7
1966 53.32 26.20 55.67 7.18 7.04 19.60 20.24
1970 61.09 55.05 74.35 25.86 24.99 28.04 26.56
1975 55.40 53.20 74.72 39.91 42.50 18.69 20.18
\..__ -
TABLE IX

NUMBER AND CHARACTERISTICS OF THE “ABSOLUTE” POOR
BELOW THE FIRST DECILE OF JAPAN, 1966

(%)

1966 1970 1975

Gl 100.00 86.70 10,79
G2 100.00 52.66 16.60
G3 100.00 48.27 0.00
G4 100.00 94.00 74.06
G5 100.00 100.00 92.00
Gé6 100.00 79.96 57.78
G7 100.00 92.00 66.31

in these surveys was adopted. The techniques by S. Nagayama and K. Inahashi
[5] were used as a basis for the analysis: (a) the weight of items which were
dropped in the price comparison was distributed among similar kind (or nature)
of goods, and (b) the items considered inadequate to classify into any group were
excluded. The resulting weights are as follows: the Japanese weight is 76.14 per
cent (Korean weight, 99.04). The estimated domestic values of each group of
goods expressed by Japanese yen are given for Korea in the Appendix Table I.

Table VI shows the purchasing power expressed in terms of domestic and
foreign currency for the twenty-eight groups of expenditures. In Korea, dairy
products and eggs (165.0), processed food (274.1), and electric goods (179.4) are
relatively high-priced items, but the indices of clothing (80.5), transportation and
communication (83.8) are much lower than those in Japan (100.0). The results
of the former high-priced items reflect the fact that their prices have been in-
creasing and the expenditures for them rapidly increased.

To compare the standards of living, it is necessary to get these purchasing power
parity for every year. For this, the consumer price index data are available.
Table VII shows the results of the calculation, presented in the form of ratio to
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official exchange rate. The ratio considerably increased, especially in the 1970s.
Accordingly, the real value of the Korean currency has been overestimated by
official exchange rate over this period.

To compare the standards of living, the ratio (share) of the household income
in Korea to that of Japan is used. The results shown in Table VIII suggest that
even though the shares of almost all items in Korea are very low compared to
those for Japan, they have considerably increased during the period, 1965-70.
But it should be noted that after 1970 the standard of living in terms of G1, G4,
and G5 showed about the same pattern in Table IV in Section II.

It is assumed that the first decile of Japan in 1966 is within the “absolute”
poverty level. Following this assumption, Table IX illustrates one of the most
important characteristics of people falling below this poverty line as well as the
number of the poor. It appears that about 50 per cent of the Korean population
in G2 and G3 are living below the level of Japan in 1966. However, the absolute
poverty in terms of these expenditures including G1 decreased after 1970. At the
same time, a large downward shift in the proportion of the absolute poor in other
expenditures is not evident in Korea.®?

8 Tt must be considered that the drastic change in the inequality of non-food expenditures
for Japan are noticeable especially from 1974 to 1975. This may be reflective mainly of
the unusual oil crisis-induced price increases of these goods with high elasticities, resulting
in the average propensity to consume reversal. In fact, Koga, Fujinaka, and Hara show
that since 1973, the average propensity to consume of the first quintile decreased, but that
of the fifth quintile increased (M. Koga, S. Fujinaka, and T. Hara, “Kinrdshakakei no
shohikansii no bunseki” [An analysis of the consumption functions for worker household],
Keizai bunseki, No. 65 [February 19771, p. 1).
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THE DEVELOPING ECONOMIES
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