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Introduction

Poverty has always been studied in a world of certainty. However, if the aim of study-

ing poverty is not only improving the well-being of whom is deprivate today, but also

preventing people from becoming poor in the future, a new, forward looking perspective

must be adopted. Since future distributions of outcomes are unknown, analyzing poverty

in a world of uncertainty becomes essential. Literature has recently started studying un-

certainty as a determinant part of poverty itself (World Bank, 2001), referring to this

issue as vulnerability to poverty. The increasing prominence of interventions designed to

address vulnerability shows large interest and a wide agreement among economists about

the importance of enriching welfare and poverty analysis adding this new concept, but

there is still no consensus about its definition and measurement. This is not surprising, if

we think that the debate about the definition of poverty is not ended yet. The concept of

vulnerability is perhaps more complicated to grasp, since it enlarges poverty’s semantic

sphere introducing another complex and not easily understandable notion: uncertainty.

In this paper, we introduce a new measure of individual vulnerability both in a bi-period

and in a multi-period framework. The two main contributions are (1) considering not

only an individual’s future poverty levels, but also her initial poverty conditions (Path-
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Dependence); and (2) using a new way of taking into account risk: Quantile Maximiza-

tion.

Path-Dependent Poverty

Although considering only changes in non poor’s outcomes seems reasonable into poverty

analysis, it may not be obvious for vulnerability. As Cunningham and Maloney (2000)

point out, vulnerability is: “some combination of both the probability of bad outcomes

as well as some measure of their badness [...] It is not clear that variability in it-

self shouldn’t receive some weight: perhaps a large fall by an upper middle class family

should not be given a zero weighting while a small fall by a marginal poor family gets

much higher weighting [...]” (Cunningham and Maloney, 2000, p. 2). Keeping in mind

this argument, we believe that taking into account the difference between current and

future poverty is an indispensable starting point for understanding vulnerability. This

idea clearly does not apply if our target would be the measurement of poverty: poverty

is a state which belongs to the dimension of certainty. Two individuals with the same

shortfall cannot be considered different on the basis of their outcome histories. Vulner-

ability, instead, describes a possible state, a risk. Intuitively, a downward outcome path

describes a more dangerous position than an increasing one. Switching from a static

to a dynamic framework, it seems reasonable that our concept of poverty would have

some ”memory”. For this reason, we introduce a new poverty measure: Path-Dependent

Poverty.

Quantile Maximization

Literature about vulnerability solved the problem of dealing with risk by using Expected

Value (Calvo and Dercon, 2006). Expected value is easy to understand because the

risk of a state or alternative can be summarized in a single number expressed in the

same unit of measurement than the random variable we are studying. However, it has

a problem: it gives equal weight to high-probability, mild consequence outcomes and
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low-probability, high consequence outcomes. For example, a state of very deep poverty

which has low probability of happening but catastrophic consequences on individual

well-being is treated in the same way as a state corresponding to a small shortfall that

has a high probability of occurring but minor consequences.

To overcome this limitation, we introduce, as a new way of considering risk, Quantile

Maximization, which can be considered a generalization of two choice rules famous in

the literature of choice under risk, namely maxmin and maxmax (Rostek, 2005).
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