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ABSTRACT

Since Ghana opted for the HIPC debt relief initigg and reached the completion point in June
2004 the country has received several billions obmey into the HIPC account at the Bank of
Ghana. Part of the funds has been given out in tfeem of micro-credit to poor households to help
reduce their poverty situation. However, there ase many controversies surrounding the HIPC
initiative and its benefit, especially, the impaah the incomes of the poor. It was therefore neces-
sary to assess the impact of the micro-credit, esgdéy how it has positively increased, if any, the
income levels and therefore reduced the povertyerdthe basic hypothesis was that HIPC initiative
fund micro-credit has reduced level and intensity poverty among beneficiaries. The study was
confined to Nkoranza and Wenchi districts, which & successfully maintained the HIPC Micro
Credit Scheme. The Foster-Greer-Thorbecko (FGT) lxdwas used to measure the Head Count
Ratio (HCR), Poverty Gap Index (PGI) and the SqudrPoverty Gap (SPG), which assess, respec-
tively, proportion of the population under the pagg line, depth of poverty and the severity of pov-
erty. The study came out that incomes have beemaased by an average of 26.72% and 25.50%
for Nkoranza and Wenchi districts, respectively. &g, the study found that over the HIPC imple-
mentation period the number of people below the @iy line dropped from 78 to 62 and from 79
to 64 for Nkoranza and Wenchi districts, respectivemaking 20.51 and 18.99 percentage point
decrease for Nkoranza and Wenchi districts. CompariPGl of the two years it was found that the
cash transfer needed to lift the individuals abotle poverty line decreased from 26.47 to 17.20
leading to 35.02% fall for Nkoranza and from 26.4t 17.26 leading to 30.30% for Wenchi. This
shows that people in the two districts were neattee poverty line in 2004 than in the year 2000.
This means that people are moving from hard corevpdy zones. The results of the SPG of 7.49
and 7.44 for Nkoranza and Wenchi in 2004 against.88 and 17.26% in 2000, respectively, show
that poverty intensity has also dropped by 45.4586 &5.56 for Nkoranza and Wenchi, respec-
tively. Hence, the HIPC micro-credit is a panaceapoverty reduction
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INTRODUCTION mitted itself to a systematic reduction of poverty
During the late 1970s and early 1980s, severdhrough the implementation of the Ghana Pov-
dozen developing countries, including a largeerty Reduction Strategy with the support from
number of very poor countries, fell into serioushe HIPC Relief Fund. Since Ghana opted for
sovereign debt crises. And although debt servicine HIPC debt relief initiative in March 2001
burdens were rising, inflation-adjusted foreignand reached decision point in February 2002,
assistance per capita in the recipient countriemnd the completion point in June, 2004, the
was declining. The squeeze of rising debt bureountry has received a total amount of about
dens and falling aid levels threw a large numbeGH¢221.10 million into the HIPC account at the
of poor countries into persistent stagnation oBank of Ghana. Government has disbursed a
economic decline. total of GH¢111.76 million from the HIPC Ac-
%Iount to support poverty-related spending by the

Since the debt crisis in these years, the intern inistries, Departments and Agencies (MDAS),

tional financial community has been providing ¢ it Municioal d District A
help to debt countries to reduce their extern I'e roplé)latr;], f_urtﬂcr:pﬁ ?n2004|s 1'0 55?”:"
debt burdens in order to attain debt sustainabif2 c>- O the first hall o alone, a lota

ity, reduce poverty and above all achieve ecodmount of about GH¢73.4 million was spent (as

nomic growth. This assistance, in the form of"t end June 2004). These H”:.)C relief resources
debt relief, has evolved over the years. Toda ere purported to be used to improve education

many countries, especially those in the Sub_nd health services delivery, speed up rural elec-

Saharan Africa continue to suffer from unfavor-fification, and enhance rural agriculture, feeder

able terms of trade and worsening eConOmi&oads cor_lstr_uction and rehabilitation, rural water
conditions, leading to unacceptable poverty Iev‘:Jmd sanitation, among others (Osafo-Marfo,
els and huge and unsustainable external deg904)'

burdens. It was against this background that theart of the HIPC funds has been given out in the
HIPC Initiative was first launched in 1996 by theform of micro-credit to poor households to help
IMF and the World Bank, with the aimed ofreduce their poverty situation. However, there
reducing the external debt burdens of qualifiedire so many controversies and arguments sur-
and eligible countries to a sustainable levetounding the HIPC initiative and its benefit, es-
within a specified period of time so that no pooipecially, the impact on the incomes of the poor.
country faces a debt burden it cannot managé was therefore necessary to assess the impact of
This was meant to reduce the constraints on ectie micro-credit, especially how it has positively
nomic growth as well as reduce poverty causethcreased, if any, the income levels and therefore
by the debt build-up in these countries. The Inireduced the poverty matThe basic hypothesis
tiative was modified in 1999 (into the Enhancedested was; the HIPC initiative fund micro-credit
HIPC), to provide fast, deeper and broader relidias reduced level and intensity of poverty in the
by increasing the number of eligible countriespeneficiary communities.

rgising the amount of relief .egch eligible countryryq specific objective was to assess the impact,
will receive as wgll as providing a stronger I.|nkhc any, of the HIPC micro-credit on poverty re-
between debt relief and poverty reduction. Bilat

. . ; . duction. It is the belief that the results will pel
eral creditors including all the G8 countries alsq0 clear minds of people about the effectiveness

a_nnounced, in support Of. the Initiative, to PrO%t the HIPC micro-credit on poverty reduction.

}[/rlicéi 100% debt cancellation for all HIPC COUN"The results are also guide to policy makers about
: the distribution of the HIPC funds for the GPRS

The war against poverty is being fought in recentt.

years at various fronts. The Government com-
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MATERIALS AND METHODS intra-comparison, and to do away with effects of
Data Source price changes, the 2004 year prices were used
Considering limitedness of resources, the studfpr the estimation of the household’s income for
was confined to only two districts, Nkoranza andoth 2000 and 2004. Since constant 2004 year
Wenchi, all in the Brong Ahafo Region, who prices were used, the study also used the 2004
have benefited from HIPC funded projects andDollar rate of approximately GH¢0.94 as the
successfully maintained the Micro Creditpoverty line income for 2000 and 2004. Again,
Scheme since Ghana opted for HIPC. These two account for other factors that can affect the
districts share the same characteristics in termeople’s incomes besides the micro-credit, the
of the occupation, income levels, and povertyncomes of the beneficiaries of the micro-credit
index. The households in these two districts arare compared with the incomes of those who did
basically farmers, with low income levels. Thenot benefit from the micro-credit within each
two homogenous districts were used to facilitateistrict. The three FGT methods of assessing
comparison. poverty were used. The study also did compara-

. . ... tive analysis by comparing the poverty levels
The study employed basically primary data in It%efore the HIPC initiative and after the initiative

analysis. The study used interviews and que “neoreticall ; be defined in t
tionnaires to collect primary data. The sources o Yy, poverty may be defined in two

the data were communities that have benefiteﬁays: absolute terdm?_ ar:jd brelative terms. Abfo'
from HIPC initiative funds. ute poverty was defined by UN (1995) as “a

condition characterized by severe deprivation of
The unit of analysis was households. HOUSEhO'gasiC human needs; inc|uding food, safe drink-
in the analysis refers to a family that shares thgg water, sanitation facilities, health, shelter,
same bow, with a head whose income was useglducation and information. Relative poverty on
These were residents of the communities wherge other hand refers to those deprived relative to
the funds have been implemented and projecthers around them. For the purpose of this
financed from the HIPC fund and also havesy,qgy the absolute poverty definition is used.
rng_mt_amed the micro-credit scheme of the HIPGrhisis due to the fact that majority of the popu-
initiative fund. In all 400 households were usedation live below the poverty line and the con-
for the study, 200 from each district. In each.ery of the HIPC and the Poverty Reduction
district they included 100 households who benegirateqy was aimed at this category. Again, there
fited from the Micro-credit and 100 non- 5ce three dimension of poverty, viewed from the

beneficiaries who were randomly selected from,, J angles; income or consumption, lack of ba-
10 communities (10 of the two groups from eacfgic social amenities, and lack of opportunity to

community). In each of the communities, a IIStt:ontribute to political issues and decisions of the

of the households who benefited from the Micrq ..\ 1o1a “the studv concentrates on the in-
-credit was obtained and 10 were taken out raQ:- ’ y

. . . X . 'come or consumption dimension, for which data
domly for interview and questionnaire admini- . . .
stration are easier to acquire and directly related to pov-
' erty.

Definition of Variables .
The main data for the study were incomes. peJnder this, the Foster-Greer-Thorbecko (FGT)

cause the respondents were farmers and do HB{jeX was used to measure the Head Count Ra-
earn regular daily or monthly incomes, their!© (HCR), Poverty Gap Index (PGI) and the

yearly incomes were estimated and divided b quared Poverty Gap (SPG), which assess, re-
365 days to determine their respective daily inSPectively, proportion of the population under
come. The incomes used referred to the mon&1€ Poverty line, depth of poverty and the sever-
tary value of all their produce from their farming'ty Of poverty (Fosteet al, 1984). The model is
activities within the year. For the purpose of@s follows;
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the poor household to lift them above the pov-

1l g z-Yy “ erty i i i
i y line. That is, the aggregate poverty gap is

FGT = n Z( . j (D) measured as
i=1

Q zZ-Yy.
where, g= Z max( . d Oj,for Q<n, @

g=1
n = the number of sample household or
individual, which reflect income deficit as a proportion of
z = the estimate of the poverty line the poverty line income among the poor popula-
income, tion. The average poverty gap is then found ei-
i = 1,2,3, ..., qth household or ther by dividing the aggregate by the total popu-
individual whose incomes are below lation if the interest is in the average gap among
the poverty line, the whole SOCiety,
y = theincome of the household or g
individual among the poor, and e
a = weight society gives to the poverty o _
problem (poverty aversion or by dividing by the total poor to yield the pov-
parameter), foa, 0< o < . erty gap per poor person
a9
This implies that the FGT poverty measure is 1€ q

distributive sensitive within the poor group. The

parameter, 0 < o < «, indicates the degree of If society is particularly averse to inequality

aversion to poverty such that @increases there among th(_e poor, th? poverty measure must give
ehlgher weight to an income transfer to the poorer

is increasing weight given to the poorest hous .
hold. Whena =0, the implication is that society compared with a less poor hou_sehold. Thus, the
' value ofa must be more than unity.

wants to know only the number of poor below
the poverty line within a given population (HeadWhena = 2, Squared Poverty Gap, measures the
Count Measure of Poverty or Poverty Rate)intensity or severity of poverty. While the Pov-

Head Count Measure of Poverty or Povertyerty Gap Index takes into account the distance

Rate, separating the poor from the poverty line, the
Squared Poverty Gap takes the square of the
P, = % distance into account i.e. the poverty gap is

weighted by itself, so as to give more weight to

represents the proportion of the population thatpe very poor. This accounts for the inequality
among the poor.

is poor. Given a poverty line z, a person is poor
if y<z. Giveno > 1 means society is interested inKakwani (1980) and Sen (1981) have proposed
distinguishing among the poor. Whese= 1, several criteria that a poverty measure must sat-
each poor is weighted by his or her relative disisfy to be able to assess the changes in social
tance, from the person who is nearer the povertyelfare. First an increase in income of person
line and the same incremental income accruingelow the poverty line, with the incomes of oth-
to the person who is further away from the povers unchanged. Secondly, when there is a trans-
erty line. In this case, the poverty measure refer of incomes from the rich to the poor without
duces to a measure of the aggregate poverty gapchange in the poverty line. Third, where there
(P, and shows the proportion of total incomeis a good increase in income of persons far be-
needed to be transferred from the non-poor tww the poverty line than for a person near the
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poverty line. Last, a poverty measure is a characange between 4.44 and 50 for Nkoranza, and
teristic of the poor and not of the general povertpetween 2.56 and 65.00 for Wenchi. The mean
of the nation. Here, for the purpose of simplicitypercentage changes were 26.72% and 25.50%,
and availability of datay = 2 is used to cater for for Nkoranza and Wenchi, respectively.

the distributional effect. The same cannot be said about household B.

Here, some individual had negative changes in
RESULTS AND DISCUSSION o . their incomes between 2000 and 2004 for the
Appendix A and B show the distribution of in- 4 gistricts. The range of change was between -
come of households in Nkoranza and Wenchj 1704 and 22.78% for Nkoranza and -8.57 and
employed in the analysis. They also capture thg7 g for Wenchi. It is therefore clear that those
respective percentage changes between inCOMgR, penefited from the HIPC micro-credit were
in 2000 and 2004. The beneficiaries of the HIPC(,‘Me to improve upon their incomes between
initiative micro-credit are designated as house2000 and 2004 for the two districts. Hence, the
holds A (HA) and the non-beneficiaries as.onciysion is that the HIPC initiative micro-
households B (HB). A particular individual re- . it has had positive impact on poverty reduc-
spondent in household A or B group is indicategiy, in the study areas.
by a number attached.

The data in Appendices show that incomes Ol¥leasure_of Head C;ount Index

the households are re-arrange in ascending o gple Lis the estimates on Head Count Index
der, based on the 2000 incomes. It came out th(ﬁ?nved from appendix A. It covers the Head
o o &ount Indices for the two households in the two
in Nkoranza the 80respondent in household A, -

who had the lowest income in 2000 (GH¢O.19}/ears for the two districts.

also had the lowest income in 2004 (GH¢0.23)About 78 and 79 households in Nkoranza and
and the 7% had both the highest income in 2000Wenchi respectively for both household catego-
and 2004 (GH¢2.00 and GH¢2.60, respectivelyyies had incomes below the poverty line before
In the case of Wenchi, the household"3@d the HIPC initiative in 2000. This indicates a
the lowest income in 2000 and 2004 (GH¢0.1¥Head Count Index of 78 in each group for
and GH¢0.20, respectively) and the householflkoranza and 79 in each group for Wenchi. In
44" had the highest in 2000 and 2004 (GH¢1.6@he case of Nkoranza this figure came down to
and GH¢2.20, respectively). Again, it can bes2 for household A representing 20.51% reduc-
observed that every individual in household Aion in the number of poor people in 2004. There
had a positive percentage change in his or hgyas also 18.99% reduction Wenchi. This cannot
income between 2000 and 2004 for the two dishe said of household B whose Head Count Index
tricts. The percentage increases in the incomegduced to 76 representing only 2.56% reduction

Table 1: Estimated Head Count Index

Households A Households B
Head Count Indices Nkoranza Wenchi Nkoranza Wenchi
Head Count Index (HCI) for 2000 78 79 78 79
Head Count Index for (HCI)2004 62 64 76 75
Percentage Decrease in HCI 20.51 18.99 2.56 5.06

Source Author’s Survey
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Table 2: Estimated Poverty Gap Index

) Households A Households B
Poverty Gap Indices Nkoranza Wenchi Nkoranza Wenchi
Aggregate Poverty Gap for 2000 26.47 26.41 2256 0.1
Poverty Gap Index for 2000 0.43 0.33 0.29 0.26
Aggregate poverty Gap for 2004 17.20 13.85 20.19 18.08
Poverty Gap Index for 2004 0.28 0.23 0.27 0.24
Percentage decrease in Poverty Gap Index 34.88 030.3 6.90 7.69
Source Author’s Survey GH¢0.24 for Wenchi. The analysis shows that as

at 2000 households in group B were relatively
6% irploser to the poverty line than households A.

in the poverty rate in Nkoranza and 5.0 ) . :
Wenchi. This again lends credence to the factis may explain why they might not have been

that the HIPC initiative micro-credit has helpeddiven the micro-credit.
to push many poor above the poverty line. In 2004, the Aggregate Poverty income for
household A decreased to 17.20 with the Poverty
Measure of Poverty Gap Index (PGl) Gap Index of 0.28 for Nkoranza. This means that
Table 2 portrays the Aggregate Poverty Gapyare was a percentage decrease of 34.88 of the
Poverty Gap Index and the percentage decreaggy oy Gap Index. It is inferred that the aggre-
between 2000 and 2004 for the two groups Ofate income deficit in 2004 was GHE16.10 or an
households. average of GH¢0.26 (a decrease of GH¢0.06
The results from Table 2 indicate that the aggresetween 2000 and 2004). This was equally the
gate poverty gap income was 26.47 and 26.4dame for Wenchi. The Aggregate Poverty in-
for Nkoranza and Wenchi, respectively of thecome for household A decreased to 13.85 with
poverty line income in 2000 for household A,the Poverty Gap Index of 0.23. This gave a per-
giving the Poverty Gap Index of 0.43 and 0.33entage decrease of 30.30, which implies that
for Nkoranza and Wenchi, respectively. Thisthe aggregate income deficit in 2004 was GH¢
implies that in 2000, before the implementatioril3.22 or an average of GH¢0.21. When com-
of the HIPC initiative micro-credit, the aggre- pared to the non-beneficiary group it is clear that
gate income deficit among the poor populatiothe extent of poverty reduction was insignificant.
i.e. the amount needed to transfer to the 78 arfcfom Table 2 the Aggregate Poverty Income
79 poor for Nkoranza and Wenchi, respectivelynly decreased from 22.56 in 2000 to 20.19 in
were GH(24.78 and GH¢19.02, respectively2004 and the Poverty Gap Index from 0.29 to
This therefore gives an average of GH¢0.32 and.27 between the same period (a percentage de-
GH¢0.30 for Nkoranza and Wenchi, respeccrease in the Poverty Gap index of 6.90) for
tively. When compared with household B, theNkoranza. The situation was the same for
aggregate poverty gap income was 22.56 aridd/enchi. The Aggregate Poverty Income only
20.16 for Nkoranza and Wenchi, respectivelydecreased from 20.16 in 2000 to 18.08 in 2004
and the Poverty Gap Index as 0.29 and 0.26 rend the Poverty Gap Index from 0.26 to 0.24 (a
spectively. These also gave aggregate inconpercentage decrease in the Poverty Gap index of
deficit and average of GH¢21.12 and GH¢0.27.69). In terms of cedis, the aggregate income
for Nkoranza, respectively and GH¢18.87 andleficit and the average income deficit decreased

Journal of Science and Technology, Vol. 28, No.C¥c., 2008 99



The Heavily Indebted Poor Countries (HIPC) Osei-Fosu

from GH¢21.12 and GH¢O0.27, respectively taty of income among the poor household A was
GH¢18.10 and GH¢0.25, respectively forgreater than households B in 2000 for both dis-
Nkoranza. This gives only a reduction of thetricts and it has now reduced significantly for
average poverty of GH¢0.02. In Wenchi, thehousehold A than household B.
aggregate income deficit and the average income
deficit decreased from GH¢18.87 and GH¢0.24Statistical Analysis
respectively to GH¢17.42 and GH¢0.23, respecfhe hypotheses tested and the results are de-
tively. It can therefore be concluded that thepicted in Table 4. The table highlights on six test
HIPC micro-credit has reduced the extent ofesults. Using the student t-test, paired sample
poverty among the beneficiary groups or movedor means, it came out that there is no significant
them relatively closer to the poverty line incomestatistical difference between income distribu-
tion of household A and B in 2000 at 5% level
Measure of Squared Poverty Gap of significance for the two districts. This sup-
As explain above, the Squared Poverty Gap estports the fact that before the HIPC the two
mates the intensity of poverty among the poomgroups had virtually the same level of income in
Table 3 shows the summary of the Squared Pothe two districts. At the same significant level
erty Gap for households A and B in 2000 andhere is also no significant difference in incomes
2004. of household B between 2000 and 2004, indicat-

From Table 3, the Square Poverty Gap reducé 9 that_ their inco_me§ have not significantly
from 0.22 in 2000 to 0.12 in 2004 for household™'aNge in the two districts.

A in Nkoranza, giving a percentage reduction oHowever, there is significance difference be-
45.45. On the other hand it was 0.13 in 2000 anveen the mean incomes of household A and B
came down to 0.11 with only 15.38% decrease 2004. Hence, the differences in the incomes
in 2004 for household B. Wenchi also followedobserved are not attributed to chance but the
the same trend. The Square Poverty Gap reducadpact of the HIPC micro-credit. Again, the
from 0.27 in 2000 to 0.12 in 2004 for householdnean difference in income of household A be-
A, giving a percentage reduction of 55.56tween 2000 and 2004 is statistically significant
Again, it was 0.14 in 2000 and came down tat the same 5% error level. Finally, the mean
0.10 with only 14.29% decrease in 2004 fodifference between households A and B in terms
household B. The implication is that the inequalef percentage changes and the estimated results

Table 3: Estimated Squared Poverty Gap Index

. Households A Households B
Squared Poverty Gap Indices Nkoranza Wenchi  Nkoranza Wenchi
Aggregate Squared Poverty Gap for 2000 13.66 17.26 10.06 11.13
Squared Poverty Gap Index for 2000 0.22 0.27 0.13 .140
Aggregate Squared Poverty Gap for 2004 7.49 744 298. 7.76
Squared Poverty Gap Index for 2004 0.12 0.12 0.11 0.10
Percentage decrease in Squared Poverty Gap Inde#5.45 55.56 15.38 14.29

Source Author’s Survey
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Table 4: Results of T-Test Paired Two Samples for Kans

Test Critical Value Probability

Hypothesis Statistics _ (two-tail) Value(T< )  Conclusion
Mean difference in income L
between HA and HB in 2000 -1.6634 1.9842 0.0990 Not significant
Mean difference in income of -

HB between 2000 and 2004 -1.7539 1.9842 0.1530 Not significant
Mean difference in income -
between HA and HB in 2004 -7.1267 1.9842 1.6878E-10 Significant
Mean difference in income of .

HA between 2000 and 2004 -12.1777 1.9842 2.1412E-21 Significant
Mean difference between per-

centage change in income of 13.4491

HA and HB ' 1.9842 4.5119E-24 Significant
Mean difference Estimates of

HA and HB 2.7468 2.1788 0.043099 Significant

Source Author’s Survey

o o This shows that people in the two districts have
are found to be statistically significant. These.ome nearer to the poverty line in 2004 than in
results Imply that the HIPC initiative fund micro the year 2000. This means that peop|e are mov-
-credit scheme has indeed reduced poverty of thgg from hard core poverty zones. The results of
beneficiary households in the two districts. the SPG, 13.66 and 7.49 for Nkoranza and 17.26

and 7.44 for Wenchi, show that poverty intensity
CONCLUSION _ has also dropped. This implies that the poorest
The study has assessed the impact of the HIFg the poor has reduced (45.45% and 55.56 for
micro-credit on poverty reduction among 400Nkoranza and Wenchi, respectively). Hence, it
farm households in Nkoranza and Wenchi Disis concluded that the HIPC micro-credit has
tricts of Brong Ahafo Region of Ghana. Usinghelped to reduce poverty and therefore it is a
increase in income as a measure of poverty rgmnacea.
duction, the study came out that incomes have
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