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Abstract—This survey of recent literature examines the link The recent surge of interest concentrated on tHieig®

between growth and poverty. It is widely acceptduht t
economic growth is a necessary condition for snatdée

poverty reduction. But it is the fact that the emmic growth

of some countries has been pro-poor while othets $mme
factors such as labor market, policies and demdigdpctors
may
performance and poverty rate. In this sense prodlro
policies should be pro-poor to increase the povaltgriation

effects of the growth. The purpose of this studyoigeview

the recent studies on the effects of macroeconguiicies on

poverty and inequality and to review the povertyalgses

which examine the relationship between growth, piyvand

inequality. Also this study provides some facts whthe

relationship between economic growth, inequalitgt apverty

from Turkey.

which should be implemented for a successful pgvert
reduction. Demand reducing policies, switching gek and
some structural reforms such as open trade, matain and
liberalization are the important concepts to examie
poverty and growth relation.

lead to a weak relationship between economic The purpose of this study is to review the recéndiss on

the effects of macroeconomic policies on povertyd an
inequality and to review the poverty analyses wtregamine
the relationship between growth, poverty and inétyuan
this sense section 2 includes a review of the tesealyses on
growth, poverty and inequality. In section 3 pagiaffecting
growth and poverty are discussed. Additionallyhis tsection
the effects of trade policies, transition policiasd policies
associated with crisis are presented by reviewiegeimpirical
analyses. Section 4 elaborates the poverty impattthe
demand reducing and switching policies. SectioivBggsome

Keywords—economic growth, inequality, macroeconomic policyinformation about poverty in Turkey. Finally thenmtusion is

poverty

. INTRODUCTION

UNDERSTANDING of growth and poverty relationship is

crucial for the policy makers of developing couesti For

presented in section 6.

Il. GROWTH, POVERTY AND INEQUALITY

A large number of papers have recently examinedirnike
between growth and inequality and their impacts.isit

many researchers, economic growth is both necesmady generally accepted that growth has an importané ok
sufficient to reduce poverty and they focus on thgoverty reduction. There is a lot of evidence sstigg that
macroeconomic  policies to achieve high growth ratghe poor benefit from increasing aggregate incorhdevthey

Generally, findings indicate that all the pro-grbwpolicies
lead to lower poverty levels in the long run bugrthare some
evidence indicating that some of these policies ieayl to
higher inequality and higher poverty in the shair:rin this
sense pro-poor policies should be implemented tuae
poverty in both short and long run rather than grawth
policies.

Since the positive effect of the economic growth tha
poverty alleviation may be offset by increasingguality, it is
important to understand the relation between inkguand
growth. While the some papers revealed that ttseaepiositive
impact of economic growth on the inequality and grby; the
others pointed out that there is no strong evidéhatgrowth
makes the income distribution more or less equal.
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suffer from recession. Also if the growth is suppdr by
redistributive policies, poverty can be reducechisicantly.
Many evidence shows that the poverty reduction ceffef
economic growth is offset by the increasing inetudl], [2]
[3], [4]. Reference [3] explains this offsetting fegft of
inequality by two ways. First, since the unequaitritiutions
raise the distortionary intervention, higher indgyamay
cause the lower growth rate which has the smadicefbn the
poverty reduction. Second, inequality may affee #hare in
benefits of growth for the pobrThus the poor who have the
low share of the aggregate income are less likelypenefit
from the increasing income [3].

There is no widely accepted view about the relstidm
between growth and inequality. Some empirical evide
suggests that growth worsens the unequal distobufb].
Also, while the some papers reveal that there [sositive
impact of economic growth on the inequality [6]etbthers
point out that there is no strong evidence thatvtfitanake the
income distribution more or less equal [7] [8] [9].

!Reference [3] calls the first argument as inducexivth and the second
argument as growth-elasticity.
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Constructing a regional panel data of Bangladexflerence
[10] analyzed the impact of growth on both poveayd
inequality. He found that growth decreased overpaWNerty
significantly while the inequality in urban areascreased.
Also he pointed out that in the urban areas cdicgldetween
growth and inequality was higher than in the ranaas. Thus
promoting growth in rural areas rather than urbaas would
reduce poverty more.

Reference [9] analyzed the impact of economic gnoont
poverty for 50 developing countries and he fourat trowth
has an important role to reduce poverty in develgpi
countries. He emphasized that if the economic droist
measured by survey mean income (consumption), tiseee
strong statistically significant relation betweenowth and
poverty reduction. In his analysis, a 1 percentageease in
economic growth produced a 2.59 percent decreasthein
proportion of people living in poverty ($1 a persoday). On
the other hand if the economic growth is measuse@bP per
capita, the statistical relationship between groard poverty
reduction is no longer strong but it still exisédso he argued
that economic growth has little impact on incomeguality
because economic growth raises incomes for bothi¢cheand
the poor proportionally.

There are some strong analytical reasons to sudbast
economic growth decreases poverty but differentltesan be
obtained due to the time period, econometric sppatibn and
groups. For instance; reference [4] analyzed thetioaship

growth on the poverty alleviation was offset by re®sing
earnings inequalify

Furthermore, reference [11] used the regional lefeh to
analyze the relationship between economic perfocamamd
poverty. Because of the regional level data strattand
demographic variables were controlled. In conttastational
level analysis, he found that there was no breakthia
traditional macroeconomic performance and poverdye r
relationship during 1980s and changing demographics
lagging unskilled workers income lessened the pgver
reducing effect of the economic growth.

Reference [1] defines the growth effect which esgnts
income growth as a shift in log-income distributiaithout
change in its shape. Also he demonstrates theibdistm
effect by changing the shape of income distributiGnowth
effect leads to decrease in the share of populdi@aw the
poverty line while the distribution effect contries the
poverty reduction by declining income dispersiomu3 we
can say that the poverty reduction effect of treeagh depends
on the distributional effect of the policies.

I1l. POLICIES AFFECTINGGROWTHAND POVERTY TRENDS

It is widely accepted that economic growth is aassary
condition for sustainable poverty reduction. Butsitthe fact
that the economic growth of some countries has peaipoor
while others not [12]. There are some factors &figogrowth
and poverty trends such as economic reforms, paliti

between macroeconomic performance and the poveg}’ability and private endowments.

incidence. They examined the effects of
performances of U.S. on poverty over the post 18&tod by
using national level time series. During the 1960sS.
experienced a large expansion in GDP and sudddineécn
poverty incidence, but during 1970s and 1980s #iation

between economic growth and poverty reduction was n

strong. Also it was observed that during the réoegseriod in
the early 1980s and 1990s, poverty increased shar
reference [4] concluded that in the 1990s the pgvete has
been more responsive to the macroeconomic perfarenduan
in the 1980s and some factors such as labor magvkéties

and demographic factors may lead to weak relatipnsh.

between economic performance and poverty rate giuthie
1980s.

economic

p

Analysis of policies suggests that policies may riove
income distribution and help the poor or they mayrsen
income distribution and increase poverty. It is egafly
supported that the effects of the adjustment pEgicin income
distribution is vague while the poverty impacts aegative.
The recent surge of interest concentrated on tHigig®
\fvhich should be implemented for a successful pgvert
reduction. Empirical evidence shows that povertycomes
depend on how a given policy affects growth andiradity. It
is suggested that growth-enhancing policies carease the
average income by three ways; increasing everydnetame,
increasing mainly the incomes of the rich and iasheg
mainly the incomes of the poor. In this sense puwth
policies should be pro-poor to increase the povaltgriation

The incomes of the poor depend on growth and inco"&-ﬁfects of the growth [13]

distribution which may move in the same directibnt it is
not necessary. For instance; rapid growth can léad
increasing inequality or income distribution canmegn
unchanged while the growth rate decreases. Thusrfyogan
decrease despite an increasing inequality. Batiihportant to
say that increasing inequality may offset the ptyesducing
effect of the growth. For instance; reference [@)lained the

weak relationship between economic growth of U.8d a

poverty reduction during 1980s by changes in therdanarket
and he mentioned that the positive effect of thenemic
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For instance; reference [5] examined the impadhefpro-
growth policies on poverty and inequality. He calds that
better education and infrastructure and lower fidtalead to
increase in growth and decrease in inequali®n the other
hand, some policies allowing faster growth sucHimancial
development, open trade and smaller size governmersen

2Also reference [14] stated that poverty rate was lesponsive to the
GDP growth during 1980s because of slow produgtivigrowth and
expanding wage inequality.

3Suggesting that infrastructure both raises growtti decreases income
inequality, reference [15] reached the same coimmiu$or infrastructure

development
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the income distribution. Also he argues that all pro-growth
policies decreases poverty in the long run but in the short run
if the pro-poor policies are not implemented, higher inequality
associated with the pro-growth policies may increase poverty.

Using a sample of 52 developing countries for the period
1960 to 1999, reference [13] suggested that financial
development policies are both pro-growth and pro-poor. They
found that the growth rate of the poor income was higher than
the growth rate of GDP per capita. In contrast to reference [5],
they argue that since the financia development increased
mainly income of the poor, it improves the income distribution
and reduces inequality.

Reference [7] examined the links between the income of the
poor and aggregate income and they found that increase in
overall income led to increase in average income of the poor
proportionally. Also introducing policies into the analysis they
investigated whether the policies influenced the benefits of
economic growth for the poor. It was shown that some policies
such as openness to international trade, developed financial
markets and improvement in the rule of law increased the
income of the poor while they did not alter the inequality. Also
reference [7] pointed out that some policies implemented for
the fiscal discipline and macroeconomic stability influenced
dlightly both growth and income distribution.

A. Trade Policies

Many countries implemented structural  adjustment
programs to provide sustainable economic growth. The recent
surge of interest on the relationship between growth and
poverty is concentrated on the liberal economic policies such
as monetary and fiscal stability and open markets which are
expected to raise incomes of both the poor and rich.

Most of the economists argued that trade and economic
growth are closely associated and that income poverty is
reduced when per capita incomes rise [16] [17] [18]. It is the
fact that policies will influence how much the poor benefit
from growth. Generally empirical results show that open trade
policies which include subsidies, a competitive exchange rate
and low tariffs are more desirable to growth than protectionist
trade policies. It is important to say that the existence of open
external markets and open trade policies does not guarantee
success in trade-based economic growth and poverty
reduction. Other factors are also crucia, such as human
resources, investment, valid macroeconomic policies and
administration to take full advantage of the opportunities from
world markets.

Individuals both as consumers and producers may be
affected by trade policy because of the changes in prices and
changes in technology. Since households are not homogenous,
some of them are lose from trade. Trade reforms have varying
effects on the poverty. For instance; a trade policy which
increases the food crop price affects negatively the net buyers
while the net sellers are influenced positively”. Also producers

4 Reference [13] argued that rural consumers benefit from trade
liberalization because of declining food marketing margins.
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which compete against the imported goods lose from trade
liberalization while the exporters may gain. The important
matter is the ability of the household to respond the changes
which arise from the trade reform.

One of the sources of benefits from trade reforms is
investment. If the domestic reforms are effective, the level of
investment is increased by private traders. Higher investment
and expansion in the economic activities create new
employment opportunities for the unskilled labor, especialy in
the agriculture which does not require the high skill [19].
Reference [16] argued that investment has an important role to
increase growth in the case of open trade. He found that the
impact of the open trade regime on the economic growth was
largely explained by investment and more than sixty percent of
the total effect arose from investment.

Another source of benefit from trade reforms is the
technological progress. Open trade regimes induce the
economic growth by the way of technological progress. New
inputs, new technologies, new management techniques become
available to domestic producer. Generaly it is accepted that
increase in technology and knowledge lead to higher
productivity.

For instance; reference [20] claimed that the total factor
productivity can be increased by either increase in inputs or
higher input quality. Open trade allows to provide higher
quality inputs and increases productivity. But also they argued
that the relationship between growth and open trade was
ambiguous because of the some country specific factors. Also
reference [17] constructed ten years averages of total factor
productivity growth for 93 advanced and developing countries
and he found that more open countries experiences faster
productivity growth.

Generally, people living in urban and well connected areas
can benefit from trade liberalization, while the poor in the
rural areas can not benefit because of the lack of infrastructure.
Also since the poor have limited financia source, they can not
enter the new market. Thus government should implement
some supporting policies with the trade liberalization to create
opportunities for the poor. For instance; creating new markets
that are pro-poor, encouraging poor to respond changes in
prices and new market opportunities, minimizing the
transitional unemployment, increasing government spending
on pro-poor policies and reducing the vulnerability of the poor
are crucial to increase the poverty reduction impacts of the
open trade [21].

Reference [22] tested the relation between openness and
growth for developing countries. He found that greater
openness was associated with higher growth and the strength
of association depended on the data specification. Also he
argued that the direction of the association was not certain,
higher growth rate may lead to more open trade regime and
also more open trade regimes may increase the growth rates.
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Also reference [18] analyzed the relationship betwe Since the poor have not enough assets and theyaeble to

growth in average incomes and growth in incomesthef

poorest and they found a strong relationship batwbem.

Also he emphasized that there is no systematicteffetrade

volumes on income inequality while the greater grattreases
economic growth. They concluded that trade openieasts to
faster growth and poverty reduction in poor co@tri

B. Transition Policies

Transition from stated-ownership to market basezhemy
may lead to raising new sectors which requireslsskihd
technical knowledge. Since the poor are less mdigitause of
the lack of education and skill, they are not ablewitch jobs
on new employment opportunities. Thus transitioricpes
may increase skilled labor demand and skilled lalvages
rather than unskilled labor wages [23] [24].

But it is important to say that the implication todnsition
policies in the short run can be different thanglorun
implications. Because in the long run, rising spkoéd and
science based industries leads to higher growth satGDP
which reduces the incidence of poverty. Also theik be a
significant poverty benefits in the long run if tmvestment in
training is increased. Thus the supporting polices very
important to create benefits for the poor.

Reference [25] investigated the distributional eansences
of policies and developments in the period of titéns from
stated-ownership and central planning to privateership.
Using a dynamic model he explained the wealth idistion

access to credit markets, they can not smoothffeete of the
crisis. Also the poor are less able to switch add job
opportunities due to the lack of education andsKiThus cut
in government spending associated with the soasiseance
and declining direct and indirect income of the paoe
important factor affecting the poor most during thisis.

Reference [28] investigated the impact of financrais on
income and poverty using a sample of seven cosntvleEch
experienced financial crisis. They mention thatsesi are
associated with small changes in unemployment
significant decrease in real wages. Since the podunable to
protect themselves from the impact of the crigisytaccept to
work with low wages. The number of family membeilimg
to work with low wage increases to maintain the ifam
income. Thus labor force participation rate incesaduring
the crisis. Also drawing attention to the long-teeffects of
crisis on poverty, it was stated that

“...there are at least three reasons why the shom te
poverty impacts of economic crisis may have longaite
implications even after the economy recovers. Figsstme
workers who lose their jobs during a crisis may et
reemployed in the same field during the recovergcdad,
families forced to liquidate assets to smooth comngion may
be unable to regain their former livelihood. Thiathy declines
in nutrition, health and continuity of schooling yrizave long-
term consequences for labor productivity. Suchatsref long-
run poverty traps from even short-lived crises mrairgent

and

and occupational choice in the case of economigeed of further study.” [28]

transformation. In this model increasing inequalityas
dependent on privatization of public assets, dgraknt of
new markets and changes in the returns associattdd
different skills. Moreover, reference [26] examindde
changes in inequality and poverty of Russia durthg
transition period and his findings supported thenayic
model of Ferreira [25]. They emphasized that praaiton of
firms and housing, reduction in government spendingocial
assistance and a surge in earnings dispersioniatsbaevith
the liberalization and growing private sector irmged the
inequality in the Russian transition.

C. Economic Crisis and the Following Palicies

Crisis and the following policies have differentpatts on
the different people. Understanding the transmissioannels
is crucial to protect the poor from negative effeat the crisis.
Crisis affects the households through the relatpuéce
changes, changes in labor demand, returns on assbsublic
transfers [26] [27]

Economic and financial crisis may be short lived s
effect on income is substantial. References [23] §28]
argued that among the most important reasons wbgogaic
and financial crisis hurt largely the poor are tlaek of
education, skills and assets. It is the fact thaisamption
smoothing is one of the ways to lessen the impatiteocrisis.

51 have discussed the transmission channels ifpsegt
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It is the fact that some evidence suggest thahéiz crises
are associated with reductions in inequality [Sut Bsome
Yauthors argue that crises tend to raise inequfd@y. Many
factors change the result of the crisis on the pgvand
inequality such as labor mobility, price stickiness
endowments, direct effect of the spending cuts.[26]

IV. DIFFERENTOUTCOMESOF THE POLICIES FOR GROWTH
AND POVERTY

Understanding the effects of the macroeconomiccpoli
shocks on the poor is crucial to provide pro-pootiges.
Macroeconomic adjustment programs including pubéctor
layoffs and cuts in the real wages, cuts in govemm
expenditure on transfers and subsidies, and ineseaspublic
sector prices affect directly the poor [23]. Changerelative
prices, labor demand, returns on assets and ptralisfers
associated with the macroeconomic policy shockse hav
different impacts on poverty and inequality. Instlsiense two
different types of policies, demand reducing andtching
policies, affect the poverty and inequality througfese
transmission channels.

8 It is important to say that a cut in transferdaw income households as a
result of low government revenue mostly affects thigan poor [23]. Rural
poor can protect themselves from the effects of inutransfers through
consuming agricultural product which is producedimal poor.

1SN1:0000000091950263



Open Science Index, Economics and Management Engineering Vol:3, No:6, 2009 publications.waset.org/10907/pdf

World Academy of Science, Engineering and Technology
International Journal of Economics and Management Engineering
Vol:3, No:6, 2009

A. Demand Reducing Policies reduction. In summary, demand-reducing policies r@e

It is largely accepted that demand reducing pdiidiave likely to increase poverty and to decrease growth,also it
negative effects on the pdorDemand reducing policies @S some positive effects on poverty reduction grawth.
generally include cuts in government expendituisesr in Réference [23] concludes that
taxation, reductions in real wages and credit cairgt In fact ~ “Although there are various channels through whscich
reduction in employment and increase in tax leadshifting Policies may reduce aggregate demand and worsesttpdby
activities to the informal sector and this decreéise tax reducing output and employment), there are alsmrula

revenue which may be used for infrastructure andiaso through which they may lead to an increase in agijee
welfare [23]. demand and lower unemployment.” [23]

Both the poor and rich suffer from high price assted B. Exchange Rate Changes and Switching Policies
with increased indirect taxes and low real wagesa@ated

with the reduction in employment. Thus demand réduc
policies may affect proportionally the poor and ryeae else
in society. In this sense the distributional efeat such policy
may be very small relative to its effect on poverty
Consumption reduction can be obtained through témtuc
in money wages while allowing prices to raise, i in
public sector employment, raising indirect taxed eeduction
in consumer subsidies. Other policies such as fcrediraint,
high interest rates, and cuts in public sectorstwent lead to

reduction in investment and decline in economicwgno point is that the effects of the exchange rate elsiation may

Thesel mvesttrrr:ent lreductm? p(;fhu;es tvr¥hl(l:hﬁb crealfe gifferent due to the endowments distribution].[3=or
uhempioyment have aiso negative etiect on the 1abhese —;,qance; increase in agricultural trade decrepegsrty if the

shocks affect the people differently due the defer skills, land belongs to poor farmer rather than rich landers [24].
endowment and market structure [26]. o .
. . . Also real exchange rate depreciation increases slitne
. Itis |mportanF to say t_hat dec_rea_se n g_overnmzpqulng price of imported goods. Generally developing cdest
is r_10t necessarily associated with mcreasmg pyveecause import capital goods. Demand for skilled labor eeses
while the pverall government _sp_endmg o_lecreaseshhee of because of the increase in price of capital goodsus
the spending on .poverty allevllanon may mcrga%oAaypffs unskilled labor becomes substitute of skilled lahod average
of low pro‘?‘“Ct,""ty workers, increasing public wplpnggs income for the poor increases. However if the ogunt
and reduction in government expenditure reducelffideficit experiences a liberalization program which leada erious

and mflatlor!..Thus in the long run these poliaksy affect the decrease in tariff, cost of imported capital goods/ decrease.
poverty posmvely [2_31_' ] ) As a result demand for skilled labor increases evhhe
Deflationary ~ policies affect GNP, inflation and  theyemang for unskilled labor decreases. Thus aversgene of
distribution of access to resources. Because okffeets on 4 poor decreases and the rate of poverty risgls [ this
GNP associated with falling output and employmenggnge the effects of exchange rate depreciatiquouerty are
deflationary policies hurt the poor. On the othandh it is straightforward and will vary with the type efonomy.

Er?uei that theze poI|C|esh will reduc]c;rf |nflat|0rdfath|s W'IL Switching policies aim to change relative pricetrafdable
elp the poor, because the poor suffer more froen iy goods. Devaluation is the main policy instrumenédigor

inflation than the rich [30] [23] In fact the effects of inflation switching. It is important to say that while theveiation

yary due to tho thﬁ p;oor are. ]:Allso if a lower ratelrnflauon increases economic growth, poverty may increasgsathing
is accompanied with the cost of lower output anglegment, the determinants of the poverty in Burkina Fasoirduthe

the poor might well lose more than they gain froomver post devaluation growth period, [32] pointed outtth

mf:ftl(:rr]\. diust i lici q ¢ “Results show that the nature and dynamics of pgver
urthermore, adjustmen policies ecrease h(?eterminants are influenced by the spatial locatioh

macroeconomg VOIatl:“t?” ;hus It may mcriasedepre/ households and that the post-devaluation growtiogelid not
Investment and may help the economic growth andegipv significantly alter the pattern of poverty deteramts. The

most significant determinants of poverty over thevgh
"It is suggested that these policies affect largiety people employed in period include the burden of age dependency, huawah

the urban sectors while the people in the ruralosgarotect themselves by . - A
self-consumption [23]. physical assets, household amenities and spatctidm.

8 Reference [23] also argues that decrease in pspéiading and investment Though consistently significant at the national elevthe
may increase the private spending and investmens the net effect of the dijrection of association between these determinaamd

lower public spending on the private spending ibigomous. ; "
® Reference [30] argues that the poor are lesstaltpeotect themselves from welfare depends on the nature of the determina3a[:

the effects of the inflation than the rich.

Government implements the policies for real excearage
depreciation to reallocate resources toward tradakltors.
Real exchange rate depreciation promotes a resibocaf
resources toward agricultural export activities #nd leads to
increase in income of poor farmers and decreagmwerty.
On the other hand because of the reallocation entrididable
sector, real exchange rate depreciation decrehsedetmand
for labor in the non-tradable sector and, it leddslower
employment and nominal wages. Thus the real wagag m
decrease and poverty may increase [23]. Anothemwitapt
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V. POVERTY IN TURKEY

Using Turkey joint poverty assessment report (20@5)
concluded that larger households are poorer thaallesm
households, and if additional household membersnavee
likely to be children, they have a higher poverfyer Data
show that households with no dependents are rpogy while
households with both children and elderly are tl®rest.
Families with children are the majority of the pobr Turkey,
poverty is strongly associated with age; the ejdark poorer
than adults, but not as poor as children.

Inequality is very high in Turkey and data showt tieere is
no improvement in inequality. Regional differeneasl urban-
rural differences determine the high inequalityvétty rates
are significantly different for rural and urban setiolds. The

The recent surge of interest concentrated on tHieigo
which should be implemented for a successful pgvert
reduction. It is important to say that an effectilemg-run
policy of poverty reduction should concentrate astained
growth and redistribution. It is suggested thatpath-growth
policies decreases poverty in the long run bub@ghort run
if the pro-poor policies are not implemented, higimequality
associated with the pro-growth policies may incegasverty.

Policies affect the growth and poverty through ¢hanges
in labor market, relative prices, returns on asseis public
spending. In fact since the households and cosnaie not
homogenous, the outcome of the policies is nosémee for all
countries and households. Both switching and demand
reducing policies have different impacts on poventy it is

main reasons of this sharp difference are househoqigﬁcultto say whether the policies hurt or beh#ie poor.

composition, limited employment opportunities acldigation.
Rural regions are dominated by agriculture offerinfprmal
employment opportunities in these regions. In Tyrkgpe of
employment is highly correlated with the povertgtss of the
individual or household. There is a strong assmridbetween
poverty and a lack of registration at a social secu
institution. Thus formal employment as measured
enrollment in social security is crucial to redyseverty in
Turkey.

In general, it is possible to say that educatiomaisehold
head has more important effect on poverty than gerut
unemployment in Turkey. Education has identicabef in
both urban and rural locations; people who ar¢eitiite or
limited to primary school have higher poverty ratissn
average, and higher education graduates are msglikely to
be poor. In both areas, poverty rates steadilyedeser as years
of education increase.
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VI. CONCLUSION
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