























H 6. Final Remarks

This paper decomposed log welfare rations between urban and rural Peru for 2002 and 2006, a period of
high but unequal growth for the Peruvian economy. The decomposition exercises looked at the role of
differences in asset endowments and differences in returns across regions in urban and rural Peru. The
first decomposition methodology allowed us to compare rural and urban sections of the three regions and
find, for example, the important role that infrastructure has in urban Selva when analyzing differences
with the national broad picture. The second methodology showed the role of endowment and returns in
the urban-rural divide across the income distribution.

Following the Ravallion and Wodon (1999) decomposition methodology, we have shown that
endowment differences matter the most when explaining the urban-rural wellbeing gap in Peru.
Comparing the 2002 and 2006 decompositions shows that, although differences in asset endowments are
the main driver of differences in poverty rates in both years, short-term changes in poverty rates may be
driven by short-term differences in rates of returns. This result highlights the critical importance of a
different policy mix when considering different time-frames. When looking at structural differences
across space, the importance of endowments in shaping wellbeing is obvious. At the same time, in the
short run policies will tend to affect the rate of return to assets more than the access to them. It is thus
clear that policies to improve households' endowments and those to improve returns to those endowments
are both needed. Although increasing access to endowments of characteristics that improve income and
employment opportunities is critical in the long run, market reforms that enhance the rates of return to the
endowments of the poor is also a move in the right direction.

Allowing returns to change across the expenditure distribution results in a similar albeit slightly more
complex picture. The quantile decomposition shows that the urban/rural wellbeing gap increases @
throughout quantiles of the income distribution, which means richer urban households are better off than
their rural counterparts to a greater extent than the urban poor when compared to the rural poor. This
urban-rural wellbeing gap pattern is explained mostly by the differences in endowments, and very little
can be explained by differences in returns once we control for the relative position in the distribution.
This of course does not mean that rate of return does not matter, but rather that it differs across quantiles,
and is higher for those that have a better relative position in the wellbeing distribution.
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B Annex
® Table A.1. Poverty lines Used to Construct the Welfare Ratios

Central Costa  Northern Cosfa Soufhern Costa Metropolitan Lima Selva Central Sierra  Northern Sierra  Southern Sierra
REGION Rural Urban Rural Urban  Rural Urban Urban Rural Urban  Rural Urban Rural Urban Rural  Urban
AMAZONAS 164.6 238.6 189.2 250.3
ANCASH 189.0 2282 1846 2325
APURIMAC 160.7 179.8 239.0
AREQUIPA 186.9 226.2 178.1 231.8
AYACUCHO 163.2 227.7 188.2 237.5
CAJAMARCA 173.4 173.4 148.0 219.2 1746 2272
CALLAO 191.6
Cusco 161.6 232.8 182.0 2406
HUANCAVELICA 187.8 235.7
HUANUCO 200.1 166.1 231.4 193.0 242.0
ICA 182.6 2232 175.2
JUNIN 156.3 223.8 184.2 2323
LA LIBERTAD 181.8 181.8 226.2 176.4 226.0
LAMBAYEQUE 176.6 213.2 172.3
LIMA 184.1 236.0 281.0 1771 2371
LORETO 1741 230.7
MADRE DE DIOS 178.3 237.5
MOQUEGUA 184.5 2257 176.5 229.0
PASCO 168.4 237.6 196.5 247.5
PIURA 178.9 2254 1736 2250
PUNO 190.9 160.2 2345 180.6 243.1
SAN MARTIN 156.0 221.0
TACNA 1749 212.0 167.3 2146
TUMBES 183.8 2271
UCAYALI 164.6 226.1

Source: ENAHO 2006

E Table A.2
@ Tests of Equality of Coefficients Between the Urban and Rural Regressions
Number of
Restrictions F - value F-test @ 1% F-test@5%
Nongeographic variables
Household size variables 10 16.55 Rejected Rejected
Other demographic variables 6 2.23 Rejected Non rejected
Education variables 15 6.19 Rejected Rejected
Occupation variables 10 4.51 Rejected Rejected
House ownership variables 2 3.63 Rejected Not rejected
Geographic variables 2 9.83 Rejected Rejected
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H Table A.3
Contributing Factors to Average Living Standards and Urban-Rural
Disparities
Urban-Rural
Urban Rural Difference
Mean log welfare ratio 0.17 -0.44 0.61
Decomposition
Constant term -0.54 -0.57 0.02
Regional dummy variables 0.11 0.06 0.05
Household size variables -0.63 -0.57 -0.07
Other demographic variables 0.26 0.25 0.02
Education variables 0.70 0.46 0.25
Occupation variables 0.12 -0.06 0.19
Home ownership variables 0.15 -0.01 0.16
Note: Numbers may not add up due to rounding
H Table A4
Welfare Ratios by Geographic Region and by Urban/Rural Areas
Geographic Profile Concentration Profile Unconditional Profile
Region (@ nat'l mean hh chars.) (@ mean parameters)
Urban Rural Urban Rural Urban Rural
Costa 0.02 0.02 0.18 -0.27 0.24 -0.18
Sierra -0.13 -0.15 0.13 -0.42 0.04 -0.53 @
Selva -0.10 0.04 -0.03 -0.41 -0.09 -0.33
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B Figure A.1. Decomposition for 2002
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B Figure A.2. Decomposition for 2006
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H Figure A.3. Differences between Profiles 2002
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H Figure A.4. Differences between Profiles 2006
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B Figure A.5. Differences between Profiles 2002-2006
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B Figure A.6. Distribution of Regional log Welfare Ratios between Urban and Rural Peru
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