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POLICY RECOMMENDATIONS
Nazim Habibov
As it is well-known, Azerbaijan experienced high poverty during transition. The official and food poverty lines were set up for the year of 2003 as 178,850 and 124,137 AZM per capita per month accordingly by the State Statistics Committee. Taking these lines, I found that poverty is widespread in Azerbaijan — 44.6 percent live below the official poverty line and 9.64 live below the food poverty line. In comparison, poverty is not very deep as the poverty gap is relatively small — 0.0882 and 0.0132 for the official and the food poverty lines respectively. Poverty severity is also relatively limited — 0.0256 for the official poverty line and 0.0030 for the food poverty line. 
       Taken together, these findings are important since they are indicating that the majority of the poor are clustered just below the official and food poverty lines in relatively concentrated groups. The poverty indexes are, therefore, fairly unstable and can easily be changed. Consequently, the poverty status of the poor is highly sensitive to even a small variation in consumption including variation triggered by change in the amount of received social transfers. In particular, it is important for the food poverty line, where the number of poor is small and the poverty line itself is set too low. These finding have demonstrated that effective social assistance program might to take most the poor out of poverty.
             However, empirical evidence suggested that the poverty reduction effectiveness of social assistance programs is minuscule. For instance, the best performed social assistance program, Other Benefit decreased the official poverty line by only 4.41 percentage points. The unsatisfactory performance of social assistance programs can be attributed to four major factors: 
        (1) The benefits transferred to the poor are too small to significantly decrease the existing poverty and inequality. For instance, the amount of all social assistance benefits comprises only about 11.86 of the total consumption of the population in the lowest decile; 
       (2) Social assistance programs do not have an explicit mandate to reduce poverty and inequality. In fact, most social benefits in Azerbaijan are not designed with poverty reduction in mind;       

       (3) The programs officially aimed at poverty reduction have minuscule targeting efficiency, ability to identify the most vulnerable. For example, only 12.92 percent of households in the lowest quintile receive social assistance benefits; 

       (4) The existing network of many programs with almost negligible benefits is costly and administratively demanding.

         There are two underlying principles of the proposed reforms of social assistance in Azerbaijan, namely, increase targeting efficiency of the social programs and create a single program targeted to the poor. Below, I described these principles in details.
         To cover more of the extremely poor and to provide them with a larger share of benefits, the social administrators need to know who the extremely poor are. Assessing poverty status of household is extremely difficult because of the diffused nature of poverty during transition and a large size of the informal economy. Current social assistance programs are not able to identify the most vulnerable. As shown, neither income-test nor categorical assistance is sufficient to properly assess the poverty status of households. 


However, international experience shows several approaches to administering social assistance programs when poverty status cannot be easily assessed. One approach is community targeting, identified as contracting out social assistance programs to a community that will identify recipients, deliver benefits, and monitor and evaluate program implementation based on locally-agreed notions of poverty, deprivation, need or capabilities. The underlying premise of community targeting is that community members are in a better position to identify the most vulnerable among themselves than social assistance workers. The transitional countries have already had some experience with implementing community targeting schemes for poverty reduction. For example, Uzbekistan has implemented the “Mahalla” scheme since mid-1990s. Under the scheme, each community is provided with a part of the country’s total social assistance budget. A committee comprised of the most respected representatives of the community is entrusted to allocate the benefits to the households according to local knowledge about their needs.


Another approach is proxy-mean targeting, identification of the poor by easily observable characteristics such as education, gender, age, access to a plot of land and clean water, possession of cars, and size of apartments. These characteristics, called “proxies”, can be used to statistically predict the poverty status of a household. The households exhibiting the identified set of proxies are classified as the poor and receive social assistance benefits. A well-known example of a proxy-mean targeted program is the “Opportunidades” (formerly “Progressa”) program in Mexico.

      Finally, after an appropriate method of allocating benefits is selected, it is useful to create a single poverty reduction benefit instead of continuing the existing hodgepodge of programs. Consolidating several benefits into one allows for decreasing administrative costs and increasing the amount of the benefit to the level required to lift beneficiaries out of poverty.
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