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 The headcount ratio (H) is the ratio of the population who are 
poor. H is dependent  on knowing the poverty line, the level of 
income below which an individual is considered to be poor.

 This is the share of the population whose income or consumption
is below the poverty line

H = q/n, where 0<=H=<1
q = the number of people whose income falls below the poverty 
line, say 50 
n = is the total number of people in the economy, say 100 
H = 50/100 = ½ 
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𝑃𝐺 =
1

𝑁
 1
𝑁[(𝑍 − 𝑌𝑖)/𝑧], where 

Yi = income of  the individual i. 

Z = the poverty line 

N = total number of  people 

 The sum of  these poverty gaps gives the minimum cost of  
eliminating poverty, if  transfers were perfectly targeted.

 The poverty line is the minimum income required to meet the 
basic requirements for biological survival.
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The squared poverty gap (“poverty severity”) index (P2) averages 
the squares of  the poverty gaps relative to the poverty line. 
It is one of  the Foster-Greer-Thorbecke (FGT) class of  
poverty measures that may be written as:

𝑃𝐺 =
1

𝑁
 

1

𝑁

[(𝑍 − 𝑌𝑖)/𝑧]
𝛼

where N is the size of  the sample, z is the poverty line, (Z –
Yi) is the poverty gap and α is a parameter; when α is larger 
the index puts more weight on the position of  the poorest.
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The distribution of the incomes can be grouped into five called 

quintiles or into ten called deciles. This will assist in knowing 

what proportion of income is received by each group. In Table 

1, the first column shows the 20 persons, col. 2 shows their 

incomes, col 3 shows incomes grouped into 5 cumulatively 

while the last shows incomes groups into 10 cumulatively. 

 If incomes of 20 persons are grouped into 5, it means we group 

4 people separately. If the 20 incomes are grouped into 10, it 

means we group 2 persons’ incomes. From Table 1 the sum of 

the first 4 poorest persons make 5. This group is called the 5th 

quintile. The next sum 9 is the 4th quartile. 

Slide 21



Slide 22



Slide 23



In the previous topic, we defined inequality and learnt how to 

use deciles and quintiles to measure income inequality. 

In this topic, we will discuss other measures of inequality. The 

measures include 

 Absolute Inequality 

 Relative Inequality 

 Lorenz Curve 

 Gini Coefficient 
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Relative inequality is the ratio of the bottom 40% of the 

population to the top 20%. This is a measure of the degree of 

inequality between the two extremes of the very poor and the 

very rich in society. From Table 1, this is (14/51) = 0.27

 If the top 20% is divided by the bottom 40%, we get 3.62 = 

51/14. This is the same. The first ratio, 0.27 implies that every 

GHC 1 that a rich person in the first quintile gets, a poor 

person in the bottom 40% gets GHc 0.27. 

The second ratio, 3.62 implies that every GHc 1 a poor person 

in the bottom 40% gets, a rich person in the 1st quintile gets 

GHC 3.62. The two interpretations are equivalent.

Slide 25



The absolute inequality measure compares the aggregate 
income of the lowest quintile with those in the highest 
quintile. Sometimes the income of the lowest 40% (4th and 
5th quintiles) is compared with the highest quintile (1st 
quintile). From Table 1, the poorest 40%of the population 
have about 14% (5 + 9)/100 * 100 = 14 of the income of the 
20 people. 

Also the richest 20% of the population have about 51% 
(51/100 *100=51) of the income of the 20 people. 

These income comparisons of the poor and the rich give an 
idea on income inequality of the country. 
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The Lorenz Curve
 The Lorenz Curve is the graphical measurement of inequality 

in an economy. This is shown in Fig. 1. The vertical axis 
measures the percentage of income while the horizontal 
measures the percentage of income recipients. 



Slide 27



Slide 28





Slide 29



Slide 30





Slide 31


