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Abstract 
Present endeavor estimated the impact of Price hike on Poverty in 
Pakistan. The objectives of the study were to find the effects of Food 
and Non-food Price hike on Poverty Headcount and Poverty Gap Ratio 
in overall Pakistan and rural & urban areas of Pakistan. The elasticity 
of Poverty Gap Ratio with respect to Price hike of both variables was 
also found. Cross sectional Pakistan Social & Living Standard 
Measurement (PSLM) survey data and official poverty line of 2007-08, 
Rs 1141.53 were used in this study. Results illustrated that poverty 
remained higher among rural population than the urban population of 
Pakistan. Second, the impact of Food Price hike on poverty remained 
high in severely affected areas of Pakistan as compared to Non-food 
inflation.  

 
Keywords: Poverty, Price hike, Poverty Headcount, Poverty Gap, Elasticity of Poverty 

Gap Ratio 
 
I.  Introduction 

The recent wave of Food and Non-food Price hike has pushed a lot of people 
below the poverty line. Poverty is a worldwide phenomenon. It has affected almost whole 
population of the world especially the people of developing countries. Developing 
countries are facing high level of poverty. Poverty takes different forms like food, energy, 
technological and natural resource shortage besides others. Developing countries are 
being regarded as thickly populated countries and dependency rate of the families in 
these countries is also very high. Population of Pakistan in 2011 was about 177.1 millions 
and Pakistan is considered the sixth most populous country of the world. Other things 
remaining unchanged, Population of Pakistan will reach 191.7 million by 2015 and 242.1 
million by 2030 (Economic Survey of Pakistan, 2010-11). 
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Poverty, hunger, starvation and food insecurity are interlinked. For sharp decrease 
in poverty level of a country, food security is very important.  Food insecurity is the 
unavailability of food which a person should have. It also means the non-availability of 
social, economic and physical access of the people to food.  

 
Poverty Gap Ratio also reveals the depth and severity of poverty. Fluctuations in 

the Poverty Gap of Pakistan occurred in last few years. For example; in the year 1992, the 
overall Poverty Gap Ratio was 4.27%, 5.22% in 1993, 4.38% in 1996 and 6.58 % in 
1997. The Poverty Gap Ratio was high in rural areas of Pakistan as compared to the 
urban areas.  For example, in 1992 and 1993 the Poverty Gap Ratio in rural areas was 
4.60% and 6.25% respectively. In urban areas of Pakistan, the Poverty Gap Ratio during 
1993 remained 3.43% and in 1994 the Poverty Gap Ratio decreased to 2.74% (Economic 
Survey of Pakistan, 2005-06). 

 
On the basis of Pakistan Social & Living Standard Measurement Survey (PSLM) 

data 2007-08, Poverty Head Count Ratio was 19.2% for over all Pakistan while 10.7% & 
24.6% for urban and rural areas, respectively. According to the results based on some 
data, poverty level remained high in rural areas as compared to urban areas of Pakistan. 
Figure 1 shows poverty trends in Rural, Urban and overall Pakistan. 
 

Figure 1. Poverty Trends in Rural, Urban & Overall Pakistan 

 
Source: Economic survey of Pakistan, 2007-08 
 

Price hike means sustained increase in aggregate or general price level in an 
economy. It also means an increase in the cost of living. Almost entire world is affected 
by price hike but situation is more severe in South Asian Countries like Sri Lanka, Nepal, 
Afghanistan, Bangladesh and Pakistan etc. These countries are facing double digit 
inflation that is close to 20 % in Pakistan, Sri Lanka and Afghanistan. 

 
Inflation is also a major economic problem of Pakistan generating high poverty 

level. The current inflation rate is very high. The inflation rate in Pakistan as measured by 
the growth rate in Consumer Price Index (CPI) stood at 14.1% during the year 2010-11, 
as compared to 11.5% in 2009-10. 
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Pakistan food inflation rate is estimated as 18.4 % and non-food 10.4 % in 2010-
11, as compared to 12.0 % and 11.0 % in the same period last year, respectively. 
Comparison of the food and non-food inflation shows that the contribution of food 
inflation in overall inflation in recent years remained high as compared to the non-food 
inflation 52.6% as compared to 47.4%. Figure 2 depicts trends of food and non-food 
inflation in Pakistan (Growth Rate of CPI). 
 
Figure 2. Trends of Food and Non-Food Inflation in Pakistan (Growth Rate of CPI) 

 
Source: Economic Survey of Pakistan, 2010-11. 
 

When the price of food items increases, the real income of the people also 
decreases. In response to decline in real income, low quality food intake increases; the 
usual food intake decreases; the time spent on income generating activities increases; 
expenditures on health and education decrease and ultimately severity of illness 
increases. So, it is a chain which starts from inflation and ends to depression (Economic 
Survey of Pakistan, 2010-11). 

 
When the price of food items increases, real income of the people decreases. In 

response to decline in real income, low quality food intake increases; the usual food 
intake decreases; the time spent on income generating activities increases; expenditures 
on health and education decrease and ultimately severity of illness increases. So, it is a 
chain which starts from inflation and ends to depression (Economic Survey of Pakistan, 
2010-11). 

 
Food availability pattern in rural areas is different from the design of food 

availability in urban areas. People of urban areas are mostly food consumers while they 
have very low income to meet the expenditures of whole family. The rural families 
although having less sources of income, yet by working in the fields and houses of elite 
class or land lords, they can manage at least basic food items where as the inverse 
situation is found in urban areas of Pakistan. However, the official poverty digits are 
inverse of this concept which means that poverty cannot be measured exactly due to the 
wrong information and data about poor population. 
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 Present study aims to analyze the impact of Food and Non-food items Price hike 
on Poverty in overall Pakistan and its rural-urban areas and to identify the items, either 
Food or Non-food, with maximum impact on Poverty.  

 
The rest of study has been organized as section 2 gives literature review. Data and 

methodology are presented in section 3. Section 4 comprises of results and discussions 
while section 5 concludes the study.  
 
II.  Review of Literature 
 Different studies have used different measures of inflation and different welfare 
criteria of Poverty. The severity of poverty is observed more in rural areas than in urban 
areas in almost all developing countries. There is general consensus that inflation hurts 
the poor. Different studies show different findings. 
  
 Khan and Qasim (1996) analyzed the effect of overall inflation on poverty in 
Pakistan. Two measures of inflation like consumer price index (CPI) of Food and Non-
food items were used. Time series data (1971-95) were used for estimation purpose 
through Co-integration technique. It was concluded that there was robustness relationship 
between all the variables used in the study. 
 
 Hyun and Kakwani (2006) analyzed the impact of price changes on poverty in 
Brazil using Cross Sectional Brazil Family Expenditure Survey (BFES) data of 2002-03 
with three poverty measures, Poverty Head Count Ratio, Poverty Gap Ratio and Severity 
of Poverty. The elasticity of poverty with respect to price changes was also calculated. 
The effects of price changes on poverty were explained in two components i.e. the 
consumption distribution effect and income distribution effect. These two components 
judged that non poor were benefited by price hike than the poor.   
 
Abdullah and Rukhsana (2008) discussed the important determinants of food price hike 
in Pakistan with the time series data (1972-08) using the Johansen technique and Vector 
Error Correction model. The ADF unit root test was used for stationarity. Results 
illustrated that except supply of money, all the variables like imports and exports of the 
food items, per capita GDP etc. were highly significant. 
 
 Dessus et al. (2008) estimated the impact of recent food inflation on urban poverty 
and its monetary cost with Household Survey data of 78 countries covering 88 percent 
population living in developing countries in 2005. The effect of food price changes on 
Poverty Head Count Ratio was judged. They found that positive relationship existed 
between variables.   
 
 Janvry and Sadoult (2008) examined the effects of food prices on the welfare of 
human beings. Elasticity of food and non-food items was calculated applying the indirect 
utility Function. Short term impact of price hike was analyzed. They concluded that Net 
buyers had to face the loss while net sellers profited by price shocks.  
 
 Thompson and Amjad (2008) estimated the effect of food and energy inflation on 
poverty level among four provinces, regions and overall Pakistan with Cross Sectional 
PSLM and MICS data sets of 2004-05 applying the Poverty Head Count Ratio and 
Poverty Gap Ratio. The expenditures were used as a proxy of income because the official 
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poverty line was in income form. The Elasticity of poverty gap ratio with respect to price 
changes of food and fuel items were also calculated using indirect utility function. Some 
restrictions were imposed like consumption pattern, quantity demanded of both variables 
and high incomes received by the rural producers will remain constant. Results obtained 
by MICS and PSLM data sets of Punjab were also compared. They found that the impact 
of price hike of variables, food & fuel on poverty level remained high in almost all areas 
of Pakistan but the impact of inflation of food items was severe as compared to the fuel. 
Rural population was being affected severely by price hike of food and fuel variables as 
compared to urban ones.  
 
 Zahoor et al. (2008) evaluated the impacts of food inflation on poverty in rural and 
urban areas of Pakistan with Household Income and Expenditure Survey (HIES) data of 
2004-05 using Hicksian and Marshallian elasticity of price. The own and cross price 
elasticities were also calculated. Results demonstrated that urban population was severely 
affected by food inflation as compared to the rural population as rural population were 
self producers while urban people were food buyers. Almost 14 million people of 
Pakistan were living below poverty line and 2.3 million people were living below the half 
of the poverty line. 
 
 Kenneth (2009) analyzed the impact of high food inflation on poverty level of 
Uganda. He showed that a few years ago, inflation effects were limited due to limited 
links between markets and self sufficiency. But with the passage of time these effects 
were increased and the number of people below poverty line were also increased in 
Uganda e.g. 700,000 people in Uganda lived below poverty line. It was suggested that the 
expansion of existing safety nets and food programs were needed to remove the problem 
of inflation which caused poverty. 
 
 Sugema et al. (2010) estimated the impact of price hike on over all poverty of 
Indonesia and also on rural and urban population of Indonesia. The seven commodity 
groups (food, housing, clothing, health, education etc) were established by Cross 
Sectional Household Survey data set and estimated which group of inflation contributed 
highly to the poverty level. The results showed that inflation affected the rural population 
adversely and the impact of food inflation remained high on poverty level as compared to 
the non-food items. 
 
Poverty is the problem for not only for developing countries but developed countries are 
also involved of this problem. Major participation behind this problem is price hike. In 
Pakistan, during last few years, double digit inflation has been seen.  Although Pakistan 
has a lot of natural resources but due to lack of modern technology and skilled labor, 
these resources are not fully utilized. Pakistan exports raw materials to developed 
countries at very low prices and imports final products at very high prices. Pakistan is 
also an agricultural country but production is not sufficient for its increasing population. 
Due to shortage of supply, people have to face the problem of inflation and there by 
poverty.   
 
III.  Data and Methodology  
3.1 Data 
 To analyze the impacts of Food and Non-food Price hike on Poverty in Pakistan, 
the present study performs analysis for Rural and Urban areas, and also for the overall 
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Pakistan. The significant point is that almost half of the population of Pakistan is living in 
rural areas of Pakistan. That is why comparison between rural and urban areas is also 
made in this research study. Cross Sectional Household data from the Pakistan Social and 
Living Standards Measurement Survey (PSLM) 2007-2008 are used. PSLM data set 
(2007-08) consists of observations for 15512 households. Eighty households have 
missing observations that are excluded from the sample. Thus, the utilized sample is 
equal to observations for 15432 households. The most important piece of information 
(welfare indicator) taken from the PSLM survey is the expenditure of the households 
which is used as a proxy of real income and compared with poverty line. Two major 
variables like Food and Non-food items are used as independent variables while the 
dependent variable is Poverty. The Food and Non-food variables include items like as 
milk & milk products, meat, poultry & fish, dry fruits, vegetables, sugar & sugar 
products, readymade products, pulses, baked & fried products, edible oil & fats, 
miscellaneous food items, fuel & lightening (fire wood, kerosene oil char coal, gas, 
electricity, match box, candle), personal care services, medical care services, 
transportation cost, taxes & fines, educational and professional stationary expenditures, 
household textiles, furniture, household luxury items (freezer, air cooler, fan, cooking 
stove, washing machine, television, car, motorcycle, VCR, CD player, radio, sewing 
machine and personal computer & laptops etc). The expenditures of some variables were 
given on fort nightly basis and some were on monthly basis. All the variables are 
converted on monthly basis to be used for the analysis. Official poverty line of year 2007-
08, Rs 1141.53 was used in this study. 
 
 The study considers short term framework and assumes that the persons who are 
near or below poverty line do not change consumption patterns due to constant quantity 
demanded. The higher incomes received by the food producers are not taken in to 
account due to same welfare effect to the people. Finally it is assumed that Food and 
Non-food prices are increase by 2%, 4%, 6%, 8% and 10%, respectively. 
 
IV.  Methodology  
 Present study uses Poverty Headcount Ratio and Poverty Gap Ratio in order to 
measure the short term impact of Price hike on Poverty level in Pakistan. Depth of 
poverty is calculated separately at 2%, 4%, 6%, 8% and 10% Food and Non-food Price 
Hike, using recent official poverty line of Government of Pakistan of year 2007-2008. 
Poverty line defined in terms of income requires using expenditures as a proxy of 
income. A household is considered as poor if his/her average income is below the poverty 
line. Different weights are assigned to children and adults i.e. 0.8 for children and 1 for 
adults due to difference in expenditures of the children and adults. As food and non-food 
items prices increase, present study also measures elasticities of Poverty Head Count and 
Poverty Gap Ratios with respect to percentage changes in the prices of Food and Non-
food items.  
 

Using above mentioned concepts, Total Expenditure Function is of the following 
form: 

 
 
 
 1

( )................................(1)i

n

i

X v x
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Where “X” is the per capita total expenditures, ( )iv x  is the per capita 

expenditures on ith commodities and “n” represents the number of items of consumption. 

The Per-capita Total Expenditure Function in the form of Indirect Utility Function can be 
written as: 

                     ( , )........................(2)X e u p  

 
Where  represents the overall utility and p represents the prices of both Food and 

Non-food items.  After price changes, Expenditure Function becomes: 

                          *.............................(3)p p  

 
Where “p” represents the unchanged prices and “p*” represents the changed 

prices. After Price changes, Expenditure Function is of the following form: 
        

[ ( , *) ( , )].......................(4)X e u p e u p     

 
Where [e ( u , p*)] represents the Expenditure Function after the change in the 

prices and [e (u , p)] represents the Expenditure Function before the change in the prices. 
 
Using Taylor Expansion and some manipulation, final form of expenditure 

function is as follows:  

           
1

( * ).............................(5)i i

i

n

i

e
dX p p

p


    

 
Basic Expenditure Function is as follows 

                             
1

( )...............................(6)i

n

i

X v x


  

 
The Elasticity of Expenditure Function with respect to pi is calculated by the 

following formula: 

                          
( )

.............................(7)
i i

i

X p v x

p X x


 


 

 
Where minus sign represents the inverse relationship between prices and 

expenditures. Assuming  right hand side in equation (7) as: ( W ) yields the following:   

                           
( )

..........................(8)
iv x

W
x

    

Equation (8) can be interpreted as: with the 1% increase in the prices of Food and 

Non-food items, real income and hence living standard reduce by W %. 
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Poverty Head Count is measured by:   

                             
0

( ) .........................(9)
z

H f x dx   

 
Elasticity of Poverty Head Count with respect to p is measured as follows: 

            
0

( )

........................(10)
i i

i i

z

f x dx
H p p

p H p H

 
  

  
 


 

 
The result of above formula can also be shown as:  

                            ..........................(11)
i i

i

H p H

p H H





 

Equation (11) implies that with 1% increase in prices of Food and Non-food items, 

Poverty Head Counts increases by iH

H
%. 

Similarly, total Poverty Gap Ratio is measured as follows: 

                            p i

h

i=1

TPG= y -y ............................(12)  

Where TPG is Total Poverty Gap; Yp is Poverty Line and Yi income of ith poor 
person. Elasticity of Poverty Gap is calculated by using the following formula:  

                               
i

i

%  in Q
.....................................(13)

%  in P






  

 Where   is Elasticity of Poverty Gap Ratio with respect to prices of Food and 
Non-food items; Qi is Poverty Gap Ratio; Pi are prices of Food and Non-food items and 
 is Rate of change. 
 

 Assuming Elasticity of Poverty Gap as N , equation (13) can be written as: 

                            = N %..........................................................(14) 
  Equation (14) implies that with 1% increase in prices of Food & Non-food items, 

Poverty Gap Ratio increases by N %. 
  
 To calculate the percentage change in the Poverty Gap, following formula is used:  

                                
2 1

1

Q  - Q
% 100....................................(15)

Q
Q    

 Where Q2 is new values of Poverty Gap Ratio and Q1 is Old valve of Poverty Gap 
Ratio. Equation (15) can also be written as follows: 
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New - old

% 100..........................(16)
old

Q    

 Where old and new values imply Poverty Gap Ratio before and after the price 
hike, respectively. Formula for Head Count Index (H) that is used to calculate the 
percentage change in Poverty Head Count Ratio in response to percentage change in the 
prices of Food and Non-food items is given by: 
            

Head Count Ratio at current price 
100.....................(17)

Head Count Ratio at Base price
H    

  
 Where Head Count Ratio at Current Price and Head Count Ratio at Base Price 
means the Head Count Ratio at after and before change in prices, respectively.        
 
V.  Discussion of Results 

This section illustrates the results and discussion about the Impact of Food and 
Non-food Price Hike on Poverty level in overall Pakistan and Rural Urban areas of 
Pakistan.  

 
 Table 1 (a) demonstrates the impact of Price Hike of Food and Non-food items 

on Poverty Head Count Ratio of Pakistan. Poverty Head Count is as the number of people 
below poverty line in any region. Economic theory states that the greater the poverty 
headcount, the higher will be the poverty level in any region. When prices remain 
unchanged, Poverty Head count is 0.1918. It means that 19 % people are below poverty 
line. This 0.1918 Poverty Head count is used as a base year Poverty. The Poverty Head 
Count Ratio for Non-food items Price Hike remains greater than the Poverty Head Count 
for Food items Price Hike possibly due to demonstration effect and less price elasticity of 
demand for food items and more elastic price elasticity of demand for non-food items. 
  

 
Table 1(a). Increase in Poverty Head Counts in Pakistan after Price Hike of Food and 
Non food items: 

Base Year Poverty Head Count Ratio of Pakistan = 0.1918 

Items 
2 % 

increase 
4 % 

increase 
6 % 

increase 
8 % 

increase 
10 % 

increase 
Food 0.1964 0.2013 0.2052 0.2094 0.2136 
Non-food 0.1973 0.2030 0.2089 0.2155 0.2231 

Source: Author’s Calculations. 
 
Table 1(b). Percentage change in Poverty Head Count in Pakistan in response to 
percentage change in Prices of Food and Non-food items: 

Items 2 % 
increase 

4 % 
increase 

6 % 
increase 

8 % 
increase 

10 % 
increase 

Food Prices 2.3 4.9 6.9 9.1 11.3 
Non-food 
prices 2.8 5.8 8.9 12.3 16.3 

Source: Author’s Calculations 
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Table 3(a) Poverty Head Counts in Rural Areas after Price Hike of Food and Non-food 
items: 

The Base Year Poverty Head Count of Rural Areas = 0.2617 
Items 2 % 

increase 
4 % 

increase 
6 % 

increase 
8 % 

increase 
10 % 

increase 
Food price 0.2672 0.2724 0.2771 0.2826 0.2832 

Non-food 
price 

0.2677 0.2745 0.2822 0.2905 0.3001 

Source: Author’s Calculations 
 

Table 1(b) presents results of the percentage change in Poverty Head count with 
respect to the percentage change in the prices of Food and Non food items in Pakistan. 
Two percent increase in Non-food items prices lead to a greater increase in Poverty Head 
count Ratio than the Food Price hike. (With a 2 % increase in the price of Food and Non-
food items, Poverty Head Count is increased by 2.3 % and 2.8 % respectively). Same is 
the case with all percentage increase in the prices of both variables (food and non food 
items). The 4 %, 6 %, 8 %, and 10 % increase in the prices of both variables separately, 
Poverty Head Count Ratio for both Food and Non-food items increase greater than the 
percentage point. For example; with a 6 % increase in the prices of Food items, Poverty 
Headcount Increase to 6.9 % while with the increase in the prices of Non-food items, 
Poverty Headcount Increase to 8.9 %. In short, the change in Poverty Head count Ratio 
due to Non-food items inflation remained high as compared to the Food items inflation in 
rural areas of Pakistan. 

 
Table 3(a) states the results about the impact of Food and Non-food inflation on 

Poverty Head Count in rural areas of Pakistan. Poverty Head Count in rural areas of 
Pakistan remained high about 26 % as compared to the urban areas about 8 % of 
Pakistan. When prices remain unchanged, the Poverty Head Count Ratio is 0.2617. It 
implies that almost 26 % people are considered as poor. This 0.2617 Poverty Head Count 
is considered as base year Poverty Head Count and used to calculate the difference 
between two Poverty Head Counts. Interchangeably, the Poverty Head Count Ratio due 
to Non-food items inflation remained high as compared to Poverty Head Count due to 
Food items inflation in rural areas of Pakistan. 

 
Table 3(b) Percentage Change in Poverty Head Counts of Rural Areas in Response to 
Percentage Change in Prices of Food and Non-food Items in Rural Pakistan: 

 
Items 

2 % 
increase 

4 % 
increase 

6 % 
increase 

8 % 
increase 

10 % 
increase 

Food price 2.1 4.0 5.8 7.9 8.2 
Non-food 
price 

2.2 4.8 7.8 11.0 14.6 

Source: Author’s Calculations 
 

Table 3(b) shows the elasticity of Poverty Head Count with respect to the 
percentage change in the prices of Food and Non-food items in Pakistan. Results depict 
that Poverty level increases more than percentage change in the prices of both variables 
but Non-food inflation impact is high in rural areas. For example, when prices of Food 
and Non-food items increase  by 4 %, 6 %, 8 % and 10 %, Poverty Head Count increases 
by 4.8 %, 7.8 %, 11.0 %, 14.6 % respectively due to Non-food Price hike & 4.0 %, 5.8 %, 
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7.9 %, 8.2 % respectively due to Food items Price Hike. As a whole, Poverty level 
remained high among the rural population than the urban population in Pakistan.   
 
Table 4(a) Poverty Head Counts in Urban Pakistan after Price Hike of Food and Non-
food items 

The Base Year Poverty Head Count for Urban Area = 0.0870 
Items 2 % 

increase 
4 % 

increase 
6 % 

increase 
8 % 

increase 
10 % 

increase 
Food price  0.0907 0.0954 0.0981 0.1004 0.1082 
Non-food 

price 
0.0917 0.0965 0.0997 0.1036 0.1083 

Source: Author’s Calculations 
 

Table 4(a) portrays the impact of Price Hike of food and Price Hike non-food on 
Poverty Head Count in urban areas of Pakistan. When prices remain unchanged, Poverty 
Head Count is 0.0870. This Poverty Head Count value shows that about 8 percent 
population is poor in urban areas. This 8 percent Poverty Head Count is considered as 
base year Head Count and is used for further estimation. When prices of Food and Non-
food items increase by 2 %, 4 %, 6 %, 8 % and 10 %, Poverty Head Count increases less 
than the increase in price. Moreover, the impact of Non-food Price Hike on Poverty level 
remained high as compared to the impact of Food items Price Hike possibly due to 
demonstration effect and less price elasticity of demand for food items and more elastic 
price elasticity of demand for non-food items. 
 
Table 4(b) Percentage Change in Poverty Headcount of Urban Areas in Response to 
Percentage change in Prices of Food and Non-food Items: 

Items 2 %       
increase 

4 %      
increase 

6 % 
increase 

8 % 
increase 

10 % 
increase 

Food price 4.2 9.6 12.7 15.4 24.3 

Non-food price 5.4 10.9 14.5 19.0 24.4 

Source: Author’s Calculations 
 

Table 4(b) reports the results of the Food and Non-food items Price Hike on 
Poverty Head Count for urban area of Pakistan. With the two percent increase in prices of 
Food and Non-food items, the Poverty Head Count increases relatively more as compared 
to 2 percent price hike. The non-food inflation impact remained high on Poverty Head 
Count than the Food inflation in urban areas of Pakistan possibly due to demonstration 
effect and less price elasticity of demand for Food items and more elastic price elasticity 
of demand for Non-food items. 
 
Table 5(a)  Elasticity of Poverty Gap Ratio with respect to Price Hike of Food and Non-
food Items 

Items Elasticity w.r.t. Food Prices 
Elasticity w.r.t. Non-food 

Price 
Overall 1.9 5.6 
Rural 2.2 6.0 
Urban 2.1 5.2 

Source: Author’s Calculations 
 



764      Pakistan Journal of Social Sciences Vol. 34, No. 2 

Table 5 (a) show the elasticity of Poverty Gap Ratio with respect to Price Hike of 
Food and Non-food items. The impact of 1 % change in Non-food items price on Poverty 
Gap Ratio is high as compared to 1 % change in food items price in almost overall 
Pakistan and rural & urban areas of Pakistan. The possible reason behind high Non-food 
items Price hike impact is the demonstration effect among people. The impact of Price 
hike on Poverty Gap Ratio remained high in rural areas (about 2.2 %) for Food inflation 
& (6.0 %) for Non-food inflation as compared to the urban areas (about 2.1 %) for Food 
inflation & (5.2 %) for Non-food inflation in Pakistan. 
 
VI.  Conclusions and Policy Implications 
 On the basis of results, it is concluded that Poverty level of both Food and Non-
food items remained high in rural areas (about 26 %) as compared to the urban areas of 
about 8 % of Pakistan. The reason of high poverty level in rural areas is that the rural 
households are uneducated and mostly worked in the agriculture sector at very low wages 
due to unawareness of existing market wage rate. Whole families are involved in one 
field where only one person is enough for work. The economic condition of urban 
population is also poor but better than the rural population because although they are 
mostly drivers, hawkers, clerks, class four servants and sometimes working to the 
officers’ houses but they get enough money to compete at least their basic necessities of 

life.  
 
 Results of Poverty Head Count show that the impact of increase in the prices of 
non-food items on poverty remains higher than the food items not only in over all 
Pakistan but in rural and urban areas also. The reason is that price elasticity of demand 
for food items is less elastic and the price elasticity of demand for non-food items is more 
elastic. The prices of non-food items are also very high as compared to the food items. 
So, when the prices decrease, the reduction on non-food items prices remain greater and 
people purchase more of the non-food items.  
  
 In rural areas, poor female members work in the land lord’s houses and their males 

members work in their fields and get food for the whole family but the non-food items 
must have to be purchased by themselves while in urban areas, the higher Non-food 
inflation impact is due to the speculation effect.  
 
 The people of urban areas mostly substitute the Food consumption to the Non-food 
consumption such as expensive furniture, air conditioner, micro wave, carpeted rooms 
etc. They try to adopt the life style of rich families in their neighbors. 
 
 On the basis of analysis of Poverty Gap Ratio, It is seen that Poverty Gap Ratio 
remained high in rural areas of as compared to the urban areas of Pakistan. 
 
 To control the poverty level and minimize the impact of food and non-food items 
price hike on poverty level in Pakistan, present study suggests following policies 
recommendations: 
 
 Poverty stricken areas should be given preferences in terms of Government 
expenditures to create employment opportunities, for development of infrastructures and 
for regulation of prices of food and non-food items. The rural population especially 
farmers should be the special target groups of policy formulation in terms of facilitation 
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and relief to combat the problem of poverty. For example, the poor farmers should be 
given loans at very low rate of interest for the purchase of machinery and high quality 
seeds. The taxes on food and non-food items and specially the indirect taxes should be 
removed. High paying employment opportunities should be increased in the rural and 
urban areas of Pakistan to provide the better living standard to the masses of Pakistan. 
Production based Poverty alleviation programs should be launched to address the 
problem of poverty. For example, the Benazir Income Support Program is a consumption 
based program and the amount which government distribute among poor is being spent to 
purchase goods but this program is not supportive to reduce poverty. 
 
 The energy Price Hike is the basic cause of food and non-food inflation in 
developing countries and especially in Pakistan. Almost all the food products are 
prepared with the help of energy (electricity gas, firewood, petrol, diesel, bio fuel etc.). 
When there is an increase in energy prices, the food items prices become automatically 
high. The energy sources are also very necessary for non-food products. So, the regularity 
mechanism should be made more effective to regulate the output and prices of energy 
(electricity, gas petrol diesel, etc) in Pakistan. 
 
 The family size and dependency burden is also very high in Pakistan. Majority of 
the families in Pakistan are of large sizes having only one employed person getting very 
low pay, result in food insecurity and high level of poverty in Pakistan. To improve the 
problem of large family size and dependency burden, the awareness should be provided 
and this depends upon the educational level. The better facilities of education and 
scholarships should be provided.                    
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