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Acronyms and Abbreviations

AfDB African Development Bank

AFRISTAT | L'Observatoire économique et statistique d'Afrique subsaharienne - The Economic
and Statistical Observatory of Sub-Saharan Africa

BCC Central Bank of Comoros (Banque Centrale des Comoroes)

CBN Cost of Basic Needs

CE Cereal equivalent

DHS Demographic and Health Survey

EESIC Enquéte sur I'Emploi, le Secteur Informel et la Consommation

EIM Enquéte Intégrale auprés des Ménages

FDI Foreign Direct Investment

GDP Gross domestic product

GNI Gross National Income

GOC Government of Comoros

INSEED National Institute of Statistics, Economic and Demographic Studies

KMF Comorian franc

LIC Low Income Countries

MDG Millennium Development Goal

MPI Multidimensional Poverty/Deprivation Indicator

NGO Non-Governmental Organization

PIT Personal -Income Tax

SCA2D Accelerating Growth and Sustainable Development

SCRP Poverty Reduction Strategy Paper

SSA Sub-Saharan Africa

wWB The World Bank

WDI World Development Indicators
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Glossary
I
L

Poverty headcount or monetary basic needs poverty rates: measures the proportion of the

population whose monthly (price-adjusted) total household consumption per person is below
the national basic needs poverty line.

Extreme poverty headcount: proportion of the population whose monthly (price-adjusted)
total household consumption per person is below the food poverty line. The extreme poor are
unable to meet the minimum nutritional requirements of 2,200 kilocalories (Kcal) per person
per day.

Poverty gap or depth of poverty: measures the distance between the average consumption of
the poor and the poverty line.

Severity of poverty: estimates the inequality among the poor.

International poverty: proportion of the population whose daily total household
consumption per person is below the international poverty line of US$ 1.9 per person per day
(in 2011 Purchasing Power Parity exchange rate).

Dimension-specific deprivation: proportion of households (or individuals) who suffer from
a deprivation or a shortfall from a threshold on a specific dimension of well-being such as
education, access to basic services, consumption and so forth. For example, water deprivation
is measured by the proportion of households who lack access to safe (or improved) drinking
water.

Multidimensional poverty or Multidimensional Poverty Indicator (MPI): assesses the
different deprivations that a person faces at the same time. A person is considered as multi-
dimensionally poor if she/he suffers from deficiencies or deprivations in at least 30 percent of
the indicators covering five dimensions of well-being, namely: education, housing
conditions, access to basic services (water, electricity, sanitation), assets ownership and
consumption.

Severe deprivation: indicates deprivation in more than 50 percent of the indicators covering
the five dimensions of well-being.

Vulnerability to multidimensional poverty: proportion of households (or individuals) who
are deprived in between 10 and 30 percent of the indicators of well-being.
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Executive Summary

Since its independence in 1975, Comoros underwent periods of repetitive socio-political
tensions, leading to the categorization of the country as a fragile State. The adoption of a new
constitution in early 2000s has resulted in political stability and more steady economic growth.
Figure ES.1 shows the evolution of Gross Domestic Product (GDP) and Gross National Income
(GNI) growth since 1980. Economic growth, as measured by both GDP and GNI, was on average
relatively stronger, but also more volatile, in the 1980s and 1990s than during the last 15 years.
The pace of growth was too slow and has been outpaced by population growth, resulting in the
stagnation of the GDP as well as GNI per capita. For instance, Comoros’ GDP per capita in 2014
was lower than its mid-1980s’ level. While sub-Saharan Africa has experienced an acceleration
of growth since early 2000s, Comoros’ economy kept struggling to take off.

Figure ES.1: GDP, GNI and population growth rates, 1981-2016 (Percent)
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Source: World Development Indicators 2016.
Notes: GNI growth rate is not available for 1999, 2000 and 2001.

GNI is defined as gross domestic product, plus net receipts from abroad of wages and salaries and of
property income, plus net taxes and subsidies receivable from abroad. Given the importance of
remittances in Comoros, GNI may be a more appropriate measure of economic growth than GDP.

The low performance in terms of per capita GDP and GNI growth does not match figures
from household surveys.® The available household surveys for 2004 and 2014 show an
important increase in household per capita consumption during the last decade, which contrasts
with the picture of an underperforming economy, growing at a slow and often negative rate since
early 2000s. The existence of such sizeable discrepancies in the consumption patterns picked up
by national accounts and household surveys might be explained by a number of factors. Besides
the conceptual differences between national accounts and surveys, these discrepancies can be
driven by various causes, including the importance of the informal sector in the economy, the
heavy reliance on remittances, which flow in large part through informal channels, and the

L While differences between household surveys and national accounts are quite common in developing countries,
they appear to be much larger in the case of Comoros, where the signs of the growth rates from National Accounts
and household surveys are different in some years.
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limited quality and coverage of both national accounts and household survey data. The
investigation of these causes requires a thorough analysis that is beyond the scope of this report.

Despite progress towards economic recovery, the country continues to bear out the
consequences of fragility. A narrow resource base, a small domestic market and a weak business
environment have made it challenging for Comoros to diversify its economy. These problems are
further compounded by important infrastructure deficits, particularly in terms of access to
electricity, and a weak international connectivity. The economy is widely characterized by
informality and offers few opportunities for the poor to have more productive jobs and better
living standards. Fertility levels remain fairly high, at around 4.2 children per woman, resulting in
a population growth of about 2.4 percent per year that dilutes economic growth. Agriculture,
which represents the main source of livelihood and jobs for around half of the poor, remains
dominated by small-scale subsistence and rainfall farming and is highly vulnerable to shocks. The
country heavily depends on remittances and the scarce resources available are mostly channeled
to consumption; only a small proportion that is primarily financed from external funding is
directed towards investments.

The national development strategies focus on the acceleration of growth and vulnerability
reduction. The Poverty Reduction and Growth Strategy Paper (SCRP) and the new strategy for
Accelerating Growth and Sustainable Development (SCA2D) focus on the acceleration,
diversification, and sustainability of economic growth; and the promotion of human resilience
with the expansion of access to social services and the strengthening of governance, thus
accelerating poverty and vulnerability reduction. Both strategies have the potential of helping
speed up progress towards the Twin Goals of eliminating extreme poverty and promoting shared
prosperity. The available household survey EIM 2004 represented the main source of primary
data for the analysis of poverty and inequality as well as for framing antipoverty programs.
However, besides being outdated, this survey suffered from serious quality issues.? The recently
completed Household Budget Survey (EESIC) for 2014 overcomes part of these limitations and
can, hence, provide a better basis for a comprehensive analysis of poverty and inequality and their
underlying causes.

The Poverty Assessment for Comoros aims to respond to this need and presents the first
analysis using the new household survey data from 2014. The present report draws on the
availability of the EESIC 2014 to provide a robust diagnostic of poverty and inequality in
Comoros and to bring new evidence to better inform policies aimed at poverty alleviation and
equity. The analysis is complemented with data from various sources, including the previous
household survey EIM 2004 and the Demographic and Health Survey (DHS) for 2012. Through a
pro-active consultation and dissemination approach, the empirical insights generated by this
report are expected to turn into key findings and recommendations for local public policy debates.

2 Quality problems include the limited coverage of consumption items, under-reporting and recall errors, limited
availability of conversion factors for local units and so forth.
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The first chapter of the report will provide an overview on the country’s context, assessing
the macroeconomic performance and governance environment. The remaining chapters are
organized as follows: the second chapter examines the incidence and structure of consumption
poverty and inequality using the most recent survey, EESIC 2014. The third chapter assesses the
evolution of poverty and living conditions since 2004, and investigates the extent and changes of
multidimensional poverty. The fourth chapter analyzes the labor market situation and investigates
the specific case of informal employment. The fifth chapter focuses on immigration and
remittances, while the last chapter assesses the fiscal incidence.

Fairly high poverty incidence at the national level, but relatively low compared to SSA
countries

Around four out of ten Comorians live below the national poverty line and nearly one
fourth of the population is in a state of extreme poverty. In 2014, 42.4 percent of the
population (around 316,000 people) lived below the basic needs poverty line of KMF 25,341 per
capita per month. About 23.5 percent of the population is in extreme poverty, and hence cannot
afford to buy enough food to meet the minimum nutritional requirements of 2,200 kilocalories
(Kcal) per person per day (Figure ES.2). However, using the international poverty line of US$1.9
per capita per day (at the 2011 Purchasing Power Parity exchange rate), only two out of ten
Comorians would be classified as poor, a rate that puts Comoros ahead of other Low Income
(LIC) and Sub-Saharan African (SSA) countries by up to 30 percentage points (Figure ES.3).
However, compared to some of the richer Island Nations in the region, such as Mauritius or
Seychelles, Comoros’ poverty rate is significantly higher.

Figure ES.2: Poverty and Extreme Poverty Figure ES.3: International Poverty Estimates in Comoros and
Incidence (in percentage) Other Developing Countries (in percentage)
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o

An important proportion of the poor population is fairly close to the poverty line, likely to
escape from poverty. The average consumption level of a poor Comorian is around 83 percent
of the national poverty line and about one fourth of the poor population stagnates right below the
poverty line and can move out of poverty if their income would increase by around KMF 167 per
capita per day (US$ 0.7, 2011 PPP). At the same time around 10 percent of the population
currently find themselves at a consumption level right above the poverty line (within a range of
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KMF 210 per person per day), and are therefore prone to falling back into poverty in case of
unexpected economic shocks.

The geographic distribution of poverty is uneven, and is more pervasive in rural areas as
well as outside the island of Ngazidja. About 70 percent of the poor live in rural areas where the
incidence of poverty is estimated at 49.9 percent against 31 percent in urban areas (Figure ES.4).
Poverty is also less prevalent in Ngazidja (Grande Comore), particularly in the capital city
Moroni where the poverty rate is estimated at 36.5 percent, compared to poverty levels of more
than 45 percent in Ndzouani and Mwali (Figure ES.5).

Figure ES.4: Poverty Incidence by Area (in Figure ES.5: Poverty Incidence by Island (in percentage)
percentage)
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Source: EESIC 2014.

Inequality is quite pervasive in Comoros, mainly driven by differences between
education and employment groups as well as conditions in local communities

Consumption inequality is significant in Comoros, with disparities being most pronounced
in rural areas and Ndzouani. The Gini coefficient of real per capita monthly consumption
indicates that the overall level of inequality for Comoros is approximately 45 (Figure ES.6), on
par with the SSA average of 45.1, but significantly higher than the LIC average of 40. Inequality
is mainly resulting from disparities in living standards within population groups, but important
welfare differences between education and sector of employment groups are found to also
significantly contribute to the overall welfare disparity. Differences between employment groups
appear to be meaningful in Ndzouani, probably driven by the high prevalence of self-
employment, the high rates of underemployment in the island, and the presence of the
archipelago’s largest port.
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Figure ES.6: Inequality in Comoros by Gini Coefficient
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Source: EESIC 2014.

Rural households fall behind urban ones mostly because they receive smaller returns on
their endowments. Urban households tend to be better endowed than rural ones: they have
smaller family sizes, more assets, particularly communication means and electricity generators,
better access to employment in commerce and manufacturing or industry, as well as public
administration, and higher access to basic services and infrastructure, mainly electricity, safe
drinking water, markets and schools. However, rural-urban inequality is mainly explained by the
higher returns that the same endowments generate in the urban sector. In particular, differences in
returns to assets and access to basic infrastructure are the most important factors explaining the
inequality gaps between rural and urban poor households. Returns to geographic and community
characteristics also seem to diverge significantly, probably reflecting disparities regarding access
to financial services and the quality of basic services.

The characteristics of poor households contribute to the intergenerational persistence of
poverty and inequality. Around one-fifth of total inequality in consumption is due to unequal
opportunities associated with observed Comoros households’ circumstances. This is quite a
sizeable share compared to other SSA countries. Inequalities of opportunities are significantly
higher in rural areas and are essentially driven by the individual’s region of birth, indicating the
large role played by birthplaces in shaping opportunities. The importance of local community’s
characteristics in explaining the disparities in terms of the distribution of returns and inequalities
of opportunity may reflect the past historical political instability and the effects of the past
concentration of political power and economic resources.

Large family sizes, lower education, and engagement in agriculture contribute to
poverty, while internal migration seems to be related to lower poverty

Poor households tend to have larger families and more dependents with lower education
levels and less mobility. Poor households are more likely to be larger and comprise six members
on average compared to an average of four members for non-poor families. They also tend to
have more dependents, with on average three children under the age of 15. Poverty consistently
increases with the number of children, reaching 70 percent among households with five or more
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children, compared to less than 20 percent among households with no children. The interaction
between family size and poverty is bidirectional. On the one hand, the large number of
dependents affects the ability of the poor to cover their basic consumption needs. On the other
hand, the poor tend to have more children to compensate their inability to invest in the human
capital and as an insurance strategy against infant mortality. Although primary education
continues to be of crucial importance for fighting poverty, it alone seems no longer sufficient to
increase poor people’s opportunities for moving out of poverty. There is a considerable poverty
gap between households whose head has secondary or upper education and households whose
head has no or only primary education. Finally, households that do not have a history of internal
migration seem more prone to be poor.

Wage employees and workers in non-farming businesses are less likely to be poor, whereas
access to public infrastructure is associated with lower poverty incidence. Nearly 75 percent
of the poor are self-employed/own-account workers and over half of them depend on agriculture
for their livelihoods. Poverty seems to be much less prevalent among households whose heads
operate in the service sector and to a lesser extent industry and trade. Poverty is also significantly
lower among wage employees and less than 10 percent of the poor work in government and
public administrations. In terms of infrastructures, poor households tend to have much lower
access to piped water, electricity, and markets. The existence of obstacles to access basic
infrastructure and services seems to seriously limit the possibilities of the poor to improve their
living standards.

Poverty has declined since 2004, but little progress was achieved towards shared
prosperity

Poverty declined by over 10 percentage points since 2004. The analysis of the poverty trend is
challenged by changes in the household surveys design between 2004 and 2014. The
comparability issues were addressed using two different methods: the reevaluation of the
consumption aggregates for EIM 2004 using the same approach as in 2014, and the small area
imputation method. The different adjustment approaches support the decline of poverty and
extreme poverty, and show that poverty has dropped by approximately 1.2 percentage points per
year between 2004 and 2014. The reduction in poverty was achieved in both rural and urban
areas, but poverty remains significantly lower in urban zones (Figure ES.7).
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Figure ES.7: Poverty trends, 2004-2014 (in percentage) Figure ES.8: Inequality trends 2004-2014
(Gini coefficient)
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Sources: EIM 2004 and EESIC 2014.

The positive changes in poverty are driven by the rise of mean household consumption,
while consumption distribution deteriorated. The decline in poverty contrasts with the pattern
of economic growth measured as changes in GDP per capita. However, when using survey-based
consumption growth, poverty reduction appears to be more responsive to growth than suggested
by National Accounts data. Yet the results indicate a sluggish response of poverty to economic
changes with a growth elasticity of poverty estimated at -0.7, that is a 1 percent increase in the
survey mean will reduce poverty headcount by only 0.7 percent. The relationship between
consumption growth and poverty involves changes both in mean consumption and changes in the
distribution of consumption across households. The reduction in the poverty headcount was
entirely driven by the increase in mean household consumption (growth effect) with no
redistribution effects, as inequality seems to have increased (Figures ES.8 and ES.9). The same
pattern was observed at the national as well as rural-urban and Islands levels.

Figure ES.9: Growth and Redistribution Effects Figure ES.10: Growth Incidence Curve
of Poverty Reduction (in percentage points)
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Sources: EIM 2004 and EESIC 2014.

Comoros has made little progress towards shared prosperity. The growth incidence curve for
2004-2014, which shows the percentage change in average consumption for each percentile of
the distribution, is upwardly sloped, indicating higher growth amongst the richer and better off
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population groups in Comoros (Figure ES.10). While the average per capita consumption
increased by about 30 percent between 2004 and 2014, the average consumption of the poor and
the bottom 40 percent of the population only grew by about 4 percent and 15.5 percent
respectively. Therefore, despite the improvements witnessed in poverty levels, the poor and
vulnerable groups benefitted less than proportionately from growth and the increase in living
standards.

The welfare gains observed between 2004 and 2014 stemmed to a large degree from
improved endowments for poor households, followed by increase of returns to employment
in manufacturing and trade sectors. The increase of endowments was more marked for the
poorest groups of the population and appears to be resulting from the relative expansion of assets
ownership, mainly communication and transportation means, and higher educational attainment
of household’s heads and members. Increase of the returns to employment in industry (or
manufacturing) and trade further contributed to poverty reduction. There has been a movement of
labor out of agriculture towards trade and services between 2004 and 2014 (Figure ES. 11). This
shift has been coupled with an increase in returns to employment in industry, followed by better
returns in the trade sector, though from a low base.

Figure ES.11: Shares by Major Employment Sectors of the Household’s Head (in Percentage)
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Sources: EIM 2004 and EESIC 2014.

The reduction in poverty was coupled with improvements in living conditions and
multidimensional poverty, but important deprivations remain in terms of access to social
services and assets

Human development outcomes and living conditions also improved between 2004 and 2014.
All households saw improvements in their housing conditions and modern amenities, such as
television sets and communication means. Ownership of transportation means and livestock
improved as well, but possession of modern transportation means and big livestock is still
limited. Access to piped water and improved sanitation also increased, though the use of
unimproved water and sanitation remains highly prevalent. The lack of access to electricity and
efficient energy sources for cooking is even more acute. Significant achievements were made on
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the human development fronts, with the remarkable expansion in education enroliment,
particularly enrollment in upper secondary and tertiary levels. Indicators on health outcomes
show that Comoros performs better than SSA countries in terms of maternal and infant mortality,
but the stunting level remains high, indicating potential chronic malnutrition in the country.

Multidimensional poverty significantly declined in conjunction with the improvements of
living conditions, but the population remains vulnerable to deprivation and poverty. The
proportion of the population suffering from deprivations in around a third of relevant dimensions
of well-being, such as consumption, access to basic services, assets, and housing conditions
declined from 85 percent in 2004 to 75 percent in 2014. The share of deprivations experienced by
the poor relative to the maximum range of deprivations among the whole population also
declined, indicating a reduction of the breadth of the multiple deprivations encountered by the
poor. A more significant decline was observed in the proportion of the population groups
suffering from severe deprivations in over half of the welfare dimensions. However, the
vulnerability rates markedly increased, indicating that those who were able to move out of
(multidimensional) poverty remain near the deprivation thresholds and are therefore vulnerable to
fall back into poverty (Figure ES.12).

Figure ES.12: Proportion of multidimensionally poor Figure ES.13: Contribution of the different
and vulnerable people in 2014 (percentage) dimensions to the MP1 in 2014 (percentage)
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Sources: EIM 2004 and EESIC 2014.

Despite these improvements, the population continues to suffer from serious deprivations in
different dimensions of well-being, particularly in the rural sector. Access to basic services
and assets, followed by consumption, appear among the most important dimensions of well-being
for which the population faces important deprivations (Figure ES.13). The deprivation levels are
particularly striking among the poor and rural households, with over three quarters of these
population groups being deprived in access to electricity, efficient cooking fuels and improved
sanitation, and more than half of them are deprived in assets and basic needs consumption. In
spite of improvements in children school enrollments, close to 40 percent of rural poor
households continue to be deprived of school attendance, meaning that many of their members
aged 6 to 15 years are out of school.
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Informal and low productive employment dominates the labor market but there are
some positive signs of labor mobility

The participation rate in the labor market is low and underemployment is quite high. In
2014, only 45 percent of the working age population was actively engaged economically, leaving
Comoros with the lowest participation rate among its SSA peers. The low participation rate in the
labor market is largely due to engagement in education. While nearly two third of the country’s
labor force have no education or only achieved primary schooling, about one fifth reached
superior education levels, a significantly higher level compared to SSA averages. Despite the
relatively good and improving education of the labor force, demand for labor remains more
oriented towards unskilled workers and unemployment is quite widespread, particularly among
the youth. Moreover, about one fourth of the workforce suffers from income-related
underemployment, earning less than the official minimum hourly wage.

The active labor force is mainly employed in agriculture and services. About 38 percent of
the working-age adults have their main job in agriculture and 29 percent are employed in the
service sector, while employment in industry or manufacturing and trade is relatively low (Figure
ES.14). Less-educated workers are generally concentrated in agricultural employment, and to a
lesser extent trade, while those with superior education are engaged in the service sector (Figure
ES.15). Middle skilled workers are more engaged in industry. Higher educated workers are more
involved in wage employment, mainly government and public administrations. In 2014, over 70
percent of university graduates were wage employees. Conversely, less-educated workers are
essentially in self-employment. In 2014, about 90 percent of Comoros’ self-employed workers
had never attended school or only had primary education.

Figure ES.14: Sector of Employment Figure ES.15: Sector of Employment by Education (percentage)
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Source: EESIC 2014.

Informal enterprises are small and operate with low skilled workers in low productivity
sectors. Informal units of production (UPI) represent about 73 percent of all units of production.
An overwhelming majority of UPIs are found in the rural sector, essentially concentrated on the
islands of Ngazidja (except Moroni) and Ndzouani, and operate mainly in agriculture followed by
industry and trade (Figure ES.16). Agricultural and trade (wholesale and retail) units of
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production are almost entirely informal and a vast majority of industrial units of production are
also informal (Figure ES.17). Conversely, informality is relatively low in the service sector,
which includes a heterogeneous range of businesses such as financial, banking and insurance,
legal services and other public services, but also accommodation, restaurants, shopping and so
forth. About 80 percent of Comoros’ UPIs consist of a single own-account worker, and nearly 95
percent operate with two employees or less. More than half of workers in the informal sector have
not completed basic education and less than 7 percent have been able to go beyond primary
education. Moreover, informal activity is subject to seasonality, with important slowdown during
the first quarter of the year. Yet, the informal sector seems to offer, on average, higher revenues
than the formal private sector.

Figure ES.16: UPI by Geographic Area and Sector Figure ES.17: Type of unit of production by Sector
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Source: EESIC 2014.

Despite the precariousness of informal employment, workers move voluntarily to this sector
attracted by prospects of independency and better revenues. A large part of the informal
workforce operates under the form of self-contracts or verbal agreements, and do not perceive
any leave protection or social benefits. Yet informal employment and entrepreneurship appears to
be a choice motivated by the prospect of independence and better-paid work, and to a lesser
extent family tradition. A large proportion of the heads of UPIs prefer to remain in the informal
sector because fiscal registration is not compulsory, and many of them lack knowledge regarding
the registration procedure. Conversely, the cost of fiscal registration does not seem to
significantly affect the choice of staying in informality.

There are signs of structural transformation with the transition of labor towards non-
farming sectors, mainly services. Farming employment declined by about 20 percentage points
since 2004, with most of the decline occurring in Mwali and Ndzouani, whereas the employment
shares of all other sectors increased, with a disproportionately high increase in the service sector
(Figure ES.18). The employment transition was coupled with an increase, albeit limited, in wage
employment, particularly in Mwali and Moroni. Labor mobility is partly explained by the
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improvement of the education level of the workforce and the higher engagement of young
generations in non-farming activities, essentially services.

Figure ES.18: Employment share variations between 2004 and 2014 (percentage)
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There is some positive intergenerational mobility. Young workers (15-30) tend to be engaged
in different occupations than older workers (30+), and there seems to be signs of
intergenerational occupational mobility. Only 30 percent of young men work in the same sector
as their father and about one third of young women are doing the same occupation as their mother
(Figures ES.19 and ES.20). The intergenerational shift is essentially driven by a significantly
lower engagement of farmer’s sons and daughters in agriculture. There are also signs of higher
engagement of sons and daughters in industry, followed by services. Yet these positive changes
in the labor market are overshadowed by the important unemployment among young and higher-
educated workers.

Figure ES.19: Father-Son occupational mobility (in Figure ES.20: Mother-Daughter occupational mobility (in
percentage) percentage)
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The participation in the labor market and the nature of employment is characterized by
some gender discrepancies. Only one-third of women are part of the workforce, compared to a
participation rate of 57 percent for men. There is also a relatively large gender-related gap in
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education since 47 percent of women in the labor force have no education compared to only 36
percent of men. However, the proportion of men and women in the workforce with secondary and
higher education are similar. Women also seem to be overrepresented in self-employment and
informal trade activities compared to men, while the latter seem to benefit more from wage
employment.

Comorians are among the largest African diaspora and the country is one of the top
three recipients of remittances in SSA

The number of emigrants living outside Comoros has more than doubled during the last
two decades, with more intensive emigration among women with tertiary education. There
are about 120,000 Comorian emigrants in the world in 2015, compared to 40,000 in 1990. Until
2005, men accounted for the majority of the migrants, but this pattern has been reversed in recent
years with women, particularly tertiary-educated ones, emigrating more intensively. The main
destination countries of migrants are France (Mayotte and metropolitan France), followed by
Madagascar. Despite the marked increase of educated migrants, the diaspora remains largely
composed of women with primary education that are mostly employed in low-skilled jobs.
However, Comorian emigrants seem to be shifting towards more skilled occupations in recent
years, though at a very slow pace.

Remittances account for a large share of the GDP and represent the main source of
revenues and foreign exchange for the country. Remittances account for around 25 percent of
GDP, and foreign exchange receipts exceed those from exports thanks to remittances.
Remittances also have significantly grown over the last decade, both in absolute terms and
relative to GDP. However, according to IMF projections, the contribution of remittances to GDP
is expected to significantly decline in the coming years. However, remittances are used mostly to
finance imports, and inflows are almost entirely spent on consumption, with only a small portion
directed towards productive activities. Remittances mainly flow through informal channels,
although formal channels are increasingly being used. In early 2000s, around 85 percent of
transfers were done through family members and friends entering the country, but this share
declined to 55 percent in 2014.

Remittances also contribute significantly to household’s living standards. The average annual
amount of remittances received by a household member in 2014 is KMF 234,028 (about US$ 501
in current exchange rate), which represents an increase by around 17 percent compared to 2004.
The proportion of households benefitting from remittances also increased from 21 percent in
2004 to 38 percent in 2014. The island of Ngazidja, mainly its rural part, benefits the most from
remittance inflows. Remittances account for about 22 percent of households’ average revenues,
with this share exceeding 35 percent in the rest of Ngazidja, and are mainly destined for basic
family subsistence (Figure ES.21).

In the last decade, the profile of those receiving remittances has changed. Since 2014, the
proportion of economically active members benefitting from remittances has been increasing and
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is up from around 30 percent in 2004 to 50 percent in 2014, with self-employed being the largest
recipient group (Figure ES.22). The proportion of women receiving remittances has also
increased significantly. Women have become the main remittance recipients in households, with
over 60 percent of recipient household members being women.

Figure ES.21: Main purposes for remitting (in Figure ES.22: Occupational categories of household
percentage) members receiving foreign remittances (in percentage)
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Comoro’s fiscal policy, particularly social spending on education, contributes to the reduction
of inequality, while the taxation system negatively affects the poor

Public social spending on education, particularly at the tertiary level, followed by spending
on health, contribute the most to inequality reduction. Social spending in Comoros is mainly
delivered in the form of in-kind transfers for education, followed by health. Overall, inequality in
Comoros would have been higher if these positive elements of fiscal policy were eliminated.
Education and health expenditures account for over 90 percent of total inequality reduction from
fiscal activity, and approximately 4/5" of inequality reduction is stemming from education
spending. Contrary to evidence from other countries, public spending on tertiary education has
reduced inequality in Comoros. This result is probably due to the importance of utilization of
public tertiary education services by poorer households, essentially in Ngazidja. However, within
the current country’s decentralized service-delivery framework, the island governments have
prioritized salary and personnel spending while neglecting non-salary operational expenses and
facility maintenance. This pattern has led facilities to charge users (students) access fees, which
negatively affects the net benefit of public services to users and reduces the pro-poor effects.

The taxation system has a progressive marginal rate structure, but is adversely affecting
poverty. Total indirect tax collections appear to slightly contribute to inequality reduction, even
though the rice and tobacco excises alone seem to negatively affect the welfare distribution.
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Poorer households benefit from lower implicit tax rates from the indirect tax schedules and
statutory and non-statutory exemptions; and they pay less in personal income tax (PIT) than the
better off due to the progressive structure of the PIT. They are also less exposed to indirect
taxation because of their high engagement in informal activities and employment. However,
direct and indirect taxes still burden the poor. The indirect taxes that have the largest negative
impact on the poor are the domestic consumption tax and the rice excise. In a fiscal system where
the tax burden is not balanced by direct benefits or compensatory transfers, the entirety of the
poor are net payers and the tax system contributes to impoverish an important share of the
population.

Concluding remarks: some policy insights and implications for research

The analysis in this report attempts to shed light on the extent and evolution of poverty and
inequality in Comoros, and to examine their underlying causes. Based on analysis of two recent
waves of household survey data, the results show improvements in households’ living conditions
and poverty since 2004. Non-monetary dimensions of well-being seem to have increased faster
than household consumption, particularly in rural areas and in Mwali, resulting in a faster decline
of multidimensional poverty than monetary poverty headcount.

There are emerging signs of structural transformation of the economy. The services sector is
increasingly contributing to GDP, and a progressive transition of labor from agriculture to other
sectors is taking place. Overall, employment appears to have shifted to the services sector and to
a lesser extent to manufacturing. While agriculture continues to be the mainstay for the majority
of the poor, even poor households’ heads are increasingly engaged in trade and service activities,
though essentially informal activities. The poor working in manufacturing also seem to have
become more productive and have experienced improvements in their returns.

There are also positive signs of intergenerational labor mobility. Young men and women are
increasingly moving to more productive sectors than the sectors in which their parents used to be
employed. As a result, there has been an improvement in households living conditions and
endowments, mainly by means of higher educational attainments and ownership of
communication and transportation means. Greater economic returns from employment in industry
and trade have helped to further reduce poverty.

Yet, little progress has been made towards shared prosperity and the response of poverty to
growth has been sluggish. The growth elasticity of poverty in Comoros is relatively low and
(survey-based) economic growth seems to have accrued disproportionately to Comoros’ richest
groups. High and rising inequality is the result of important disparities between education and
occupational distributions, as well as a rural-urban divide. The poor seem to continue bearing the
burden of the local conditions of their community of birth, which significantly affects their
opportunities for better living standards and further compounds inequality. A large part of the
population continues to suffer from important deprivations in different dimensions of well-being,
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particularly access to basic services and ownership of productive assets. These deprivations are
particularly pervasive in rural areas.

Development policies in Comoros seem to have contributed to the improvement of living
conditions and human development in the country, and to the reduction of poverty. The national
strategy for promoting education and social spending on education and health not only led to
marked improvements in human capital, but also contributed to contain further increases in
inequality. The large and expanding support provided by the diaspora through remittances to their
families and the economy as a whole, may have further contributed to improvements of
households’ living standards and a reduction in poverty. However, the sustainability of these
gains remains uncertain.

The progress made in the last years risk to be reversed. Comoros faces many macroeconomic and
fiscal challenges, which may increase budget pressures and compromise the government’s ability
to deliver social services. Limited fiscal resources and the unpredictability of non-fiscal revenues,
as well as the importance of public spending, are creating important budget pressures. Moreover,
the decline of international aid flows, the projected decrease in remittances coupled with the
increasingly restrictive immigration policies, and the fluctuations in world commodity prices
combined with the heavy dependence on imports, may lead to an intensification of these
pressures. The fiscal space available for public investment and spending on social services would
be further reduced, deteriorating the access to basic service and infrastructure, and increasing
vulnerability. Additional pressures on the expenditure side result from the important
unemployment among the youth and the scarcity of jobs in the private sector. The labor market
remains dominated by informality, and to a lesser extent public sector employment, whereas the
private sector is completely absent. The educated labor force is generally employed in the public
sector and the unskilled workforce is in informal self-employment. With the expansion of
education and the absence of productive employment opportunities in the private sector, the
educated workforce might be left with very limited choices. Comoros’ public sector is saturated
and the government already faces difficulties to contain the wage bill and to pay wage’s arrears.
Moreover, the informal sector is not able to generate jobs commensurate with the aspirations and
education of the growing young workforce. The economic benefits of a growing labor force and
expanding human capital can only materialize if the economy can absorb the additional workers
productively.

Unemployment and discouragement among the educated youth is increasing and will certainly
worsen if economic growth and diversification do not increase. The acceleration of growth and
the sustainability of poverty reduction require the development of a strong private sector able to
create more productive jobs and value added. Such an aspiration hinges on the improvement of
the business environment and governance structure, the reduction of the large infrastructure
deficits, particularly regarding electricity supply, and the development of the capabilities of the
public sector to improve the investment climate. Nevertheless, promoting private sector
development to enhance job creation and reinvigorate the national economy may benefit the
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various population groups in different ways, based on their endowments, and could therefore
translate into larger disparities in returns and higher inequality. To offset those potential risks,
economic growth and diversification need to be coupled with policies that promote more
inclusion.

The analysis in this report provides policy pointers to accelerate economic growth and poverty
reduction. While poverty requires a cohesive multisectorial strategy, the findings may help
prioritize policy interventions tailored to enhance poverty reduction. The basic tenets of
conventional poverty reduction strategies, such as investment in human capital and infrastructure,
income and employment generation, and control over fertility and family sizes largely remain, but
the design of priority interventions should take into account the diverse nature of poverty.

For the extreme poor who lack basic necessities and assets, priority should be given to safety nets
programs that enhance their livelihoods and would promote social inclusion. Such programs
increase the levels and quality of consumption of the poor, offer some security against unforeseen
shocks, facilitate access to basic goods and services, and advance the inclusiveness of the most
vulnerable population groups in the growth process.

Moderate poor and vulnerable non-poor households should benefit from a combination of
prevention and promotion strategies that enable them to diversify their activity into higher-return
and more productive businesses. The following could be particularly beneficial in promoting
growth and inclusion, and ensuring sustainability of poverty reduction.

= Leveraging Comoro’s assets and capturing latent comparative advantage to create more
productive jobs. There are some positive signs of economic transformation and labor
transition from less productive agriculture to more productive services and industry. Yet
labor has mainly shifted to informal activities and low productivity continues to be a
challenge. A strategy for economic diversification and job creation can be driven by
promoting the activities that best build on the country’s comparative advantages—both
existing and latent—supported by effective policies to facilitate the process. The strategy
can be adopted in steps. The priority is to identify industries or sectors with high growth
and job creation potentials, given the existing resource endowments and production
structures. The second step is to assess the country’s relative performance in the
promising sectors and to explore unused potential and latent comparative advantages, as
well as future potential that can be enhanced. Comparative advantages can be realized in
the agricultural and tourism sectors. Comoros has potential to add value to its agricultural
products, through strengthening agricultural production and promoting commercialization.
Encouraging farmers to be integrated into value chains and to become commercialized
would promote the growth of agricultural productivity. There is also considerable scope
for generating value-addition by developing the agro-processing and deepening the supply
value chain. Comoros can further enhance the development of the service sector,
particularly the tourism sector, where important potential exists for job creation through
the multiplier (direct and indirect) effect associated with its development.
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= Promote diversification, competitiveness and formality. The acceleration of growth and
diversification critically hinges on the three essential factors. First, boost the private sector
and enhance its competitiveness. Given the predominance of informality and
entrepreneurship in the economy, it is crucial to incentivize transition away from
informality and to counter entry barriers into the formal sector, for example, by easing
fiscal registration and facilitating access to information on formal registration. The
expansion of formality may contribute to the improvement of productivity and
employment conditions, and would help to increase fiscal revenues, allowing more space
for public spending on social services. But, more work is needed to better understand the
structure of the informal market and incentives to decrease informal activities. Second, fill
the large infrastructure gaps, particularly in power and transport, and ensure better
connectivity both within and between islands. Third, improve the business environment
and governance as a whole to create a more conducive environment for private and
foreign investment.

= Enhance opportunities to better capitalize on the gains from migration and remittances.
Remittances have strong potential to promote development along various dimensions,
including poverty, growth, human capital (education and infant mortality),
entrepreneurship, as well as financial and credit market developments. Policies can focus
on enhancing the channels through which remittances can foster poverty and inequality
reduction and create opportunities to better capitalize on migration and remittances.

The road towards shared prosperity is yet to be paved and the work is challenged by the widening
inequalities. Policy actions should focus on developing poor people’s endowments to enable them
to take up the opportunities generated by economic growth and diversification, and enhance their
earnings’ possibilities. There have been commendable efforts to promote education. These efforts
need to spread more widely and more evenly, and need to be oriented toward the provision of
secondary and higher education in less favored areas, with improving the quality of education.
The report points to important deprivations in access to basic services and assets, as well as to the
significant role of endowments in assets and local community characteristics, such as access to
finance, connectivity, and social services in driving poverty and inequality reduction and in
shaping individual’s opportunities. More efforts should be made to ensure broader coverage and
better quality of social service delivery and to promote access to assets. This will not only help to
enhance living standards and human development, but also would likely contribute to equalizing
opportunities and breaking the cycle of intergenerational persistence of poverty. Policies to
improve endowments and their disparities need to be coupled with strategies to enable households
to find the appropriate returns to their improved attributes in the local markets by supporting
increased labor and assets productivity.

On the basis of the analysis in the report, the following areas call for further research and
investigation:

30



31

Strengthening statistical and analytical capacities. Updating and improving the quality of
national accounts data is key for understanding the structure of the economy, as well as
the level and drivers of economic growth. Access to timely and quality survey data is of
high importance for monitoring appropriately the evolution of poverty and household
living conditions. More frequent household surveys (mainly household budget surveys
and labor force surveys) will enable better analysis on poverty, employment, and growth,
and would promote evidence-based and effective policymaking. Timely agricultural
surveys would also be of tremendous importance for understanding the obstacles to better
productivity in this sector. Surveys on informal sector are of crucial importance for a
better understanding of the structure of this sector and obstacles to formal activities. The
recently approved project for statistical capacity building will help to address part of the
data limitation, but further support will be needed for the implementation of full-fledged
labor force, informal and agricultural surveys;

Further analysis is needed for a deeper understanding of the structure of the informal
sector. It remains to be established whether informal employment in Comoros is the result
of market segmentation or competitive market forces. In other words, whether the
informal sector is voluntarily chosen as an employment opportunity or if it is a strategy of
last resort for those pushed away from informal employment because of entry barriers, or
if both groups (those who see informality as an opportunity and those who use it as a last
resort strategy) cohabit in the sector. Such an analysis will help to better understand the
strategies to incentivize formality and counter informal employment. It would also allow
to better understand the impact of the transition to formality on economic growth and
poverty;

Further analysis, including simulation modeling, is needed to examine the strategies for
capitalizing on migration and remittances to foster economic growth and poverty
reduction;

The absence of information on land ownership and land use in the household survey is
quite limiting. Understanding how land ownership affects poverty, particularly in a
country suffering from limited fertile land resources and high population density is very
important;

Climate variability and soil fertility would have significant effects on livelihoods in rural
regions. Exploring their effects on farmers’ productivity and poverty would help to better
inform the design of strategies to strengthen resources management sustainability and
household’s resilience;

A Dbetter understanding of the underlying drivers of diversification to non-farming
activities and how they can be enhanced and promoted. In particular, the critical
development of new labor-intensive sectors could be addressed through the understanding
of the existing obstacles and potential benefits of a large local tourism industry as well as
agro-processing industry.



Chapter I — Country Context: Macroeconomic Performance and
Governance Environment

Key Messages

= Economic growth has followed a positive trend since the restoration of political
stability, but at a slow pace, and GDP growth was lower than the Sub-Saharan
African average and that of many regional peers;

= Economic growth is driven by services, followed by agriculture on the supply side,
and consumption on the demand side. The development of the industry was held
back by structural constraints;

= Despite some progress in governance, Comoros continues to trail behind its sub-
Saharan and international peers, particularly in terms of transparency and
accountability of the public sector.

The Union of Comoros is a small island state located in the Indian Ocean. The country is
located between northeastern Mozambique and northwestern Madagascar and is made up of three
islands: Ngazidja (Grande Comore), Ndzouani (Anjouan), and Mwali (Mohéli). Comoros has
about 1,800 square kilometers of land, with an estimated population of 800,000.2 Characteristics
of the Union of Comoros include a small domestic market and workforce, limited resources, and
vulnerability to natural disasters.*

The Union of Comoros is characterized as a fragile state, although constitutional
amendments have resulted in greater political stability. The Union of Comoros experienced
more than 20 coups or attempted coups during the 25 years following its independence from
France in 1975. Struggle for political power between the islands resulted in protracted instability,
and compromised political and economic governance. A new constitution was adopted in 2001,
and later amended in 2009. The constitution calls for the presidency to be rotated between the
three islands, and outlines the roles of the national and islands governments. These developments
have contributed to a relatively stable political environment, with democratically elected political
leaders governing the country in 2006, 2011, and since mid-2016.

® United Nations Statistics Division, 2016.
# The Union of Comoros suffers from most of the “constraints to smallness” cited in: Operations Policy and Country
Services, The World Bank, 2016. “World Bank Group Engagement with Small States: Taking Stock.”
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I. Macroeconomic performance: trends since the 2000s

Slow economic growth, mainly driven by consumption on the demand side, and services on the
supply side

The reinforcement of political stability has been accompanied by less volatility in economic
growth rates. ® Periods of political instability have been associated with economic recessions, as
were the cases for example in 1989, 1995, 1999, and 2007. As the number of political crises
reduced in the 2000s, economic growth followed a largely positive trend, which was reinforced
by constitutional amendments (Figure 1.1). Since 2014, growth has been adversely affected by a
crisis affecting the electricity sector, where shortages and blackouts are common, as well as
slower than expected implementation of the public investment program. Given the importance of
remittances in Comoros, Gross National Income (GNI) may be a more appropriate measure of
economic growth than Gross Domestic Product (GDP). Figure 1.1 shows therefore economic
growth based on both GDP and GNI growth, which seem to have the same patterns and levels.

Figure I.1: GDP, GNI and population growth rates, 1981-2016 (Percentage)
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Source: World Development Indicators (WDI) 2016.

However, the population growth rate has outstripped economic growth since the 2000s.
Over the last 15 years, GDP growth averaged 2.7 percent against an average population growth of
2.4 percent (Figures 1.2 and 1.3). During this period, GDP growth exceeded population growth for
only three years (2005, 2013 and 2014). As a result, GDP per capita has stagnated or declined,
and remains below its highest level recorded in the mid-1980s. When compared with countries
from the same region, average GDP growth rates were at the lower end in the Union of Comoros
(see Table 1.1). Even peer countries such as Burundi and Guinea- Bissau, which experienced

5> As measured by standard variation of GDP growth rate.
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weaker political stability over the 1996- 2015 period®, could achieve a slightly higher pace of
economic growth than Comoros. Comparator countries used to benchmark Comoros’
performance have been selected based on the similarity of their structural features with Comoros
or successful growth histories to which Comoros can aspire.

Figure 1.2: GDP per capita, 1980-2014 (in KMF) Figure 1.3: GDP growth compared to peer countries
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Table 1.1: Selected Fiscal and Economic Indicators, 2000-2015 (percentage of GDP — unless otherwise
indicated)

Comoros

Benchmarking

countries 2.8 34.8 18.6 46.6 19.6 13.2 1.0 17.7 36.4 2.1
Gambia 3.5 25.8 15.1 59.2 21.0 12.2 4.9 23.3 39.7 5.9
Guinea-Biss. 2.9 44.5 14.5 41.0 6.3 5.3 -3.6 20.0 30.0 1.6
Bénin 4.3 26.2 27.5 46.3 23.0 16.0 11.5 22.6 34.3 1.1
Haiti 12 - - - 28.5 15.8 -2.8 15.3 46.6 1.1
Burundi 2.9 42.7 17.2 40.2 19.2 16.5 -4.9 7.3 314 0.7

Neighboring 46 150 297 613 24.0 328 180 511 64.2 8.9

countries
Madagascar 2.8 27.8 15.7 56.5 21.7 10.5 6.5 27.8 42.8 5.6
Mozambique 74 26.4 20.7 52.9 212 18.2 4.3 28.5 53.3 14.0
Seychelles 3.2 2.6 18.3 67.5 31.1 22.6 20.4 87.6 98.7 13.4
Mauritius 4.4 34 26.5 68.4 223 79.9 16.6 55.1 61.9 2.5

Global

benchmarking
Small states 5.1 34 64.2 53.1 _ 60.0 41.2 60.6 47.6 8.2
SSA 5.0 20.0 29.5 50.3 17.9 54.2 19.2 33.1 325 2.8
LICs 4.8 325 20.8 46.4 21.6 14.8 74 22.1 37.3 3.3

Source: WDI (2016).

6 As measured by the political stability index, which measures perceptions of the likelihood that a government will be
destabilized or overthrown by unconstitutional or violent means, including politically motivated violence and
terrorism. Source: Worldwide Governance Indicator.
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Between 2009 and 2013, the economy experienced the longest period of positive growth in
its history. In order to raise public resources, the government implemented the Economic
Citizenship Program (ECP) between 2008 and 2013, which allowed foreign investors from
partner countries to receive Comorian citizenship in return for fees and a commitment to invest.
The program increased non-tax revenues in 2011 and 2012, and more than doubled domestically-
financed public investment from 1.2 to 3.4 percent of GDP between 2010 and 2013. In addition,
generous external financing further spurred public investment. Stimulated by the ECP, FDI
increased from an average of 0.4 percent of GDP for the 2002 - 2007 period to 1.9 percent
between 2008 and 2013. Private consumption was supported by larger remittances and increased
access to credit. Economic activities regained, especially in the area of construction, and
agricultural performance was helped by favorable climatic conditions. Changes to GDP have
largely been driven by consumption.

Figure 1.4: Drivers of GDP growth, 2001-2013 (Contribution to GDP growth)
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Economic growth has increasingly been driven by the services sector. Main activities are
focused on trade, restaurants and hotels, and public sector services, which contributed to over half
of the economy’s GDP in 2014. The services sector presents great potential to further contribute
to the growth of the economy through the development of the tourism sector. Travel and tourism
only contributed to 4.3 percent of GDP in 2015 and 3.6 percent of total employment, which is
low compared to neighboring Indian Ocean countries with similar natural endowments, such as
the Seychelles which has prioritized the development of the tourism sector as one of the main
economic drivers, including investments in the related infrastructure since the 80’s, and where the
tourism sector contributed directly to 24.1 percent of GDP in 2015 and 26.2 percent of total
employment.’

" Travel and Toursim — Economic Impact 2016- Comoros.
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Figure 1.5: Value added by sector, 2000-2015 (Percent of GDP)
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The agricultural sector (including fisheries) represents the second largest component of
GDP and the source of income for the majority of the population. Agricultural activities are
dominated by cash crops, comprising mainly cloves, vanilla, and ylang-ylang. These products
represent on average 90 percent of export revenues since 2000.8 This proportion has been steadily
declining since 2009 due to lower export unit prices for these products, and thus contributed to
the decline of agricultural value added to GDP. Small family-owned farms, producing food crops
for own consumption, are widespread. Agricultural activities occupy more than 50 percent of
Comorian labor force, reflecting a largely rural population. The development of agriculture is
constrained by weak infrastructures and outdated technologies. In addition, agricultural
productions are highly exposed to international prices fluctuation and natural disasters.

A combination of structural constraints holds back the development of the industrial sector.
The secondary sector’s contribution to GDP has stagnated at around 11 percent since the 1990s.
The development of the secondary sector is held back by the high costs of electricity® (Figure
1.6), water and transport, and the lack of skilled labor, which reduces the incentives for private
operators to enter the sector. While progress has been made in easing the process for starting a
business, as indicated by the related Doing Business Indicator, industrial entrepreneurship has not
been effectively stimulated. In fact, the advancement on the overall Doing Business indicator has
been slow and Comoros is placed at 153" over 190 countries in the 2017 DB ranking.

8 Calculation based on compilation of BOP statistics.
9 Average tariff in Comoros is among the highest in SSA.
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Figure 1.6: Cost of electricity service (in US$ per Figure 1.7: Ease of starting a new business
kWh billed)
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Source: Making Power Affordable for Africa and Source: Doing Business 2017.
Viable for Its Utilities, World Bank (2016).

Notes: DTF or Distance To Frontiers measures the distance of each economy to the “frontier”, which represents the
best performance observed on each of the indicators across all economies in the Doing Business sample since
2005. An economy’s distance to frontier is reflected on a scale from 0 to 100, where 0 represents the lowest
performance and 100 represents the frontier.

The economy is highly reliant on remittances. Private transfers from abroad constitute one of
the main sources of revenue for Comoros, reflecting the large diaspora. The inflow of remittances
has been continuously increasing to reach the equivalent of 26 percent of GDP in 2014, which is
very high when compared to the region’s average and other small states (Figure 1.8). Remittances
support household consumption!! and act as a safety net to variances in income for recipients.
Remittances play an important role in maintaining the country’s external balances.*?

10 IMF. Article IV consultation in 2015
L IMF. Article IV consultation in December 2016.
12 World Bank. Policy notes for the Comoros (2016)
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Figure 1.8: Personal remittances received (Percentage of GDP)
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Source: WDI (2016).

Monetary policy is anchored in an historic agreement between the Central Bank of
Comoros and France. The Comorian Franc has been pegged to the French Franc, and then the
Euro since 1994 (at KMF 490 per Euro). Its currency is guaranteed by the French treasury and
can then be converted to other currencies. While the agreement exposes the Comorian currency to
fluctuations of the Euro against the Dollar, the general conditions under this agreement has
helped the Central Bank in maintaining relatively low levels of inflation and an adequate level of
international reserves®3,

Inflation is relatively stable and low compared with peer countries, which contributes to
preserving the purchasing power of the poor. During the period 2000-2016, inflation averaged
3.7 percent, compared with an average of 9.5 percent in other low-income countries, and 11.7
percent for the Sub-Saharan Africa region. Average inflation rates in neighboring countries were
notably higher at 4.8 percent (Mauritius) to 9.2 percent (Madagascar and Mozambique).
Variances in inflation rates are generally driven by international food and fuel prices, reflecting
that Comoros is a net importer of petroleum products and imports a substantial part of their foods
for consumption. For example, the spike in inflation from 1.7 percent in 2009 to 4.3 percent in
2009 was driven by the global increase in oil and foods prices.

13 Main conditions include the pegging of the Comorian Franc (KMF) to the Euro with a fixed rate of KMF 490 per
Euro, the central bank is required to maintain international reserves equal to at least 20 percent of base money, and
the level of statutory advances are limited to 20% of the average of domestic revenues in the three precedent years.
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Figure 1.9: Inflation rates by countries (Annual Percentage Changes)
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Public spending are directed to current expenditures and service delivery performance remains
weak

Fiscal policy is following an increasingly expansionary trend although the overall deficit
remains restrained at an average of 1 percent between 2000 and 2015. Expenditures
increased from 16.3 percent to 27.3 percent of GDP over this period. However, this growth was
uneven and was mainly explained by a strong increase by 8 percentage points in the first three
years for the wage bill. This was followed by a period of relative stability between 2003 and
2011, when expenditures averaged 22 percent of GDP. From 2012, the level of expenditures rose
again to average 26.6 percent. Over the analyzed period, the level of public expenditures is
generally in line with the average for SSA (Figure 1.10).

Figure 1.10: Average ratio of total government expenditures to GDP, 2000 — 2015
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Source: WDI (2016).

External financing provides increasing resources to the government and compensates weak
domestic revenue mobilization. At an average of 11.8 percent during the 2000- 2014 period, the
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ratio of tax revenue to GDP in Comoros is low and is below the average for low-income countries
and those in SSA. Stagnant performance in tax revenue collection is attributable to a narrow tax
base and generous exemption regimes. The distribution between the sources of revenues has
changed compared to the beginning of the 2000s. The financing from external grants rose from
29 percent of total revenues in 2000 to 48 percent in 2015, reaching a peak in 2013 with the
achievement of the completion point under the Heavily Indebted Poor Countries (HIPC)
initiative. 14 Non-tax revenues benefitted from receipts from the ECP and the license on
telecommunication in 2015 (Figure 1.11).

Figure 1.11: Public revenue by sources, 2000 — 2015 (percent of GDP)
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141n 1996, the World Bank and IMF launched the HIPC Initiative to create a framework in which all creditors,
including multilateral creditors, can provide debt relief to the world's poorest and most heavily indebted countries to
ensure debt sustainability, and thereby reduce the constraints on economic growth and poverty reduction imposed by
the unsustainable debt-service burdens in these countries. The Union of the Comoros has fulfilled the requirements to
reach the completion point under the (HIPC) Initiative, the stage at which the HIPC debt relief becomes irrevocable
and the country will benefit from the Multilateral Debt Relief Initiative (MDRI). Through the initiative, the IMF and
the World Bank decided to support US$176 million in debt relief for the Comoros, representing a 59 percent
reduction of its future external debt service over a period of 40 years.
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Figure 1.12: Average tax-GDP ratio by countries, 2000 — 2015 (Percent of GDP)
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Sources: WDI (2016) and IMF.
Note: Averages for 2000-15 subject to data availability during this period.

Public expenditures are dominated by current spending, with investments being highly
dependent on external financing. Current expenditures represent on average more than 75
percent of total revenues, and 70 percent of total expenditures over the 2000-2015 period, half of
which is allocated to the wage bill. While the size of the wage bill is deemed to be in line with the
region?®, the wage bill is a source of fiscal pressure. In recent years, subsidies to the electricity
utility have represented a considerable drain on public resources, reaching 9 percent of tax
revenues in 2015. Given the relatively weak domestic revenue performance, arrears have been
accumulating and public investment was mostly financed by external funds.®

Figure 1.13: Total expenditures by type of expenditures, 2000-2015 (Percent of GDP)
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15 World Bank. Revenue management and public expenditure review (2014).
16 Annual arrears accumulation averaged 1.1 percent of GDP between 2000- 2009.
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Figure 1.14: Fuel subsidies, 2000-2013 (Percent of GDP)
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Public spending has not effectively delivered public services for the population. There are
deficiencies in road infrastructures and investment in electricity and telecommunication,!” which
are compounded by geographical fragmentation, and Comoros’ small state status, thereby
increasing costs. Indeed, the public capital stock is far behind peer countries (Figure 1.16). In
addition, budgetary constraints due to low tax collection and spending on the wage bill contribute
to crowding out other non-wage spending. For example, the government’s spending in the health
sector is absorbed by the wage bill, where figure 1.15 shows that health expenditures are below
peer countries. Thus, costs for services are absorbed through out-of-pocket expenditures at the
household level, resulting in low access to health services by the poor.*®

17 Until end-2016, supply of electricity and telecommunications were monopolies of public enterprises. The second
firm in telecommunication started to operate in December 2016.
18 World Bank. Assistance technique sur demande pour ’amélioration de la prestation de services (2016).
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Figure 1.15: Average health expenditures by Figure 1.16: Public capital stock by countries (Constant

countries, 2000-2015 (Percent of GDP) 2011 International Dollars)
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The financial sector has been expanding in Comoros. Financial services in Comoros are
provided by commercial banks, microfinance institutions (established since 2010) and financial
intermediaries. Credit to the economy by commercial banks progressively moved from 17 percent
to 25.6 percent of GDP between 2010 and 2015, placing Comoros among the best performers in
terms of financial depth in 2015, compared to low-income countries in SSA.

However, access to financial services is unequal across income levels and gender, with the
poor largely excluded. Less than 10 percent of adults in the poorest quintile had access to a
formal financial account, compared with 40 percent for the richest quintile in 2011.*® Access to
banking services by the poor is constrained by the dominance of the informal sector, limited
employment opportunities and elevated costs of financial services. The influence of financial
services on economic development is somewhat limited by the fact that lending finances mainly
private consumption — up to 70 to 90 percent - and not investment.?°

Outlook for higher economic growth perspectives is subject to continued structural reforms

Recent economic progress has been prejudiced by the crisis in the electricity sector. The lack
of maintenance and investment in electricity generator infrastructures has intensified power
outages since 2014. Combined with under execution of public investment, economic activities
have decelerated. With the reforms introduced in the second half of 2016, economic growth is
estimated to have marginally recuperated to 2.2 percent against a low of 1 percent in 2015.

19 IMF. Selected issues (2016) from Global Findex 2011
20 IMF. Art IV consultation (2015)
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Economic performance over the medium term is conditioned by continued structural
reforms. Electricity shortages have been alleviated since the purchase in Q4 2016 of 9
remanufactured generators with a total generation capacity of about 12.5 MW. However, its
functioning risks to be suspended by the inability of public finances to cover the operating costs
linked to the purchase of diesel.?! The electricity sector is under reform, and is being supported
by the World Bank and the African Development Bank (AfDB). Much needed improvements to
the country’s infrastructure will help to stimulate growth and economic prospects, which must be
underpinned by an expansion of fiscal space. The financing extended by the AfDB and the
European Union for road improvement presents a buffer to public finances in the short term.

The business environment requires additional improvement to attract investment. The
business environment is cited by the diaspora as the main obstacle to investment in Comoros.
Perceived weaknesses in the Judiciary and high cost of remittances transfers are deterring private
investment??. By improving the business environment, remittances could be shifted to more
growth-oriented activities, and FDI flows could be encouraged to tap the potential of key sectors,
such as tourism, fishing, agriculture, and renewable energy production (geothermic ones).

Assuming that the political situation remains stable and reforms progress, growth is
expected to pick up in the medium term to an average of 4 percent. Only sustained growth
will have a significant impact on poverty reduction and an improvement in living conditions. The
main risk to this outlook is linked to the difficulty in maintaining the traction for reforms related
to the mobilization of domestic revenues, the control of the wage bill and the fiscal risks from
state-owned enterprises.

I1. Governance environment

Important progress in political stability, but many governance challenges remain particularly
regarding corruption

In 2009, Comoros adopted a major Constitutional reform that represented a turning point
in the development of Comoros. The Constitutional reforms of 2009 transformed relations
between the islands, significantly reduced tensions, and improved the prospects for greater
stability. The amendments adjusted the autonomy of the islands, converted the island presidents
into governors, and reaffirmed the unity of the state and the role of the federal government. In
2010, presidential elections were held, with President Ikililou Dhoinine taking office in May
2011. Following these elections, the country has enjoyed relative political stability and the

2L Improvement in the capacity of the power utility (MAMWE) to recovery revenues will partially mitigate the risk
but it will likely take time to materialize.
22 IMF Art IV consultation (2015).
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government has initiated a series of economic reforms that have progressed steadily though
slowly.

In 2016, Comoros entered a new electoral cycle with all the uncertainties it entails. Elections
for Union Deputies, Island Advisors, and Local Mayors were held in February 2015; the first
round of presidential elections took place in February 2016, and the second round was held on
April 10, 2016. International observers monitoring the second round of legislative elections in the
Indian Ocean island nation of Comoros declared the vote free and transparent. Samuel Azu’u
Fonkam, head of the observer mission sent by the International Francophonie Organization,
declared that voting took place in an atmosphere of “transparency, freedom and serenity”. Azali
Assoumani was declared by the Constitutional Court to have won the 2016 presidential election
to succeed President Ikililou Dhoinine. International organizations and observers commended the
running of the elections.

While Comoros has achieved important progress regarding political stability, important
challenges remain in the fields of government effectiveness and control of corruption. The
government has taken steps to improve the effectiveness of public administration, notably
through the hiring of more civil servants. However, as pointed out by the Country Partnership
Strategy for the Union of Comoros 2014-17, obstacles to reform include the overlapping and
often disjointed responsibilities between the Union and Island authorities, the role of political
patronage in civil service recruitment, and the lack of alternative employment opportunities, all of
which create strong vested interests in the status quo and opposition to reform. Corruption
remains endemic and the existing culture of impunity and weaknesses of the justice system
undermine the ability of the government to take action. Not much progress has been realized as in
2016, Comoros ranked 153" out of 176 countries on the Transparency International Perception of
Corruption Index, similar to its ranking of 154" out of 178 countries in 2010.

Key governance indicators

Comoros’ governance is a mixed picture, public sector governance in Comoros having
made some slight progress over the last seven years, as measured by major indicators that
tracks governance and accountability. The World Governance Indicators (WGI)%, which
tracks six key dimensions of governance, shows that Comoros’ performance has generally
improved across all indicators over the last couple of years. Comoros ranks beyond the 30™
percentile in “Control of Corruption”, “Voice and Accountability”, as well as “Political Stability”
(Figure 1.17). In the latest category, the country even reaches the 40" percentile. More
importantly, the country’s indicators display a positive trend over the last seven years, which
indicates a general improvement of governance in Comoros. The same positive trend is observed
for “Government Effectiveness”, “Regulatory Quality”, and “Rule of Law”. However, in those
categories, Comoros still ranks below the 20" percentile. In particular, “Government

2 WGI are not absolute measures of governance. They measure a country’s relative rank with respect to that
indicator.
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Effectiveness” scores very low (6™ percentile in 2015), though it has slightly improved compared

to the previous ten years, when it scored around the 2" percentile.
Figure 1.17: World Governance Indicators for Comoros (Percentile Rank)
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In terms of international comparison, although Comoros is located within the sub-Saharan
average, the country still trails behind its African and international peers that share similar
characteristics. The picture is particularly concerning regarding certain indicators. Currently, the
country still ranks in the lowest 20 percent in “Rule of Law”, “Regulatory Quality”, and
“Government Effectiveness” (Figure 1.18). To allow for international comparison, we defined a
group of nine comparators — Benin, Burundi, The Gambia, Guinea-Bissau, Haiti, Madagascar,
Mauritius, Mozambique, and Seychelles—that share geographical and/or socio-economic
characteristics with Comoros. The results show that Comoros severely trails behind its sub-
Saharan and international counterparts in the aforementioned categories (figure 1.18). For
instance, in 2015, Comoros ranked in the 7" percentile in “Rule of Law”, compared to the 20"
percentile for Mozambique, the 29" percentile for Madagascar, and 62" and 77" percentile
respectively for Comoros’ island neighbors Seychelles and Mauritius.
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Figure 1.18: WGI International Comparison, 2015 (Percentile Rank)

100

82

80 81 77 78
80 72
68 69 68
62
58
60 50
50 4849
40
38 37
34 34 35
40 3233 31 30 3z, 3031
27 29 9
2526 26, 26 23 2
22 19 20 20 21 22
20 14 13
s ; 110 12 9 124 ’ 109
[ DR RanalEN 0 i
, n i = N [ ]
Voice and Political Stability & Regulatory Government Rule of Law Control of
Accountability Absence of Quality Effectiveness Corruption

Violence/Terrorism

= Burundi Haiti = Mozambique = Guinea-Bissau Madagascar = Comoros Benin Gambia, The Seychelles Mauritius
Source: World Governance Indicators.

Comoros’ biggest concerns lie in the transparency and accountability of Comoros’ public
sector. While Comoros displays good levels in terms of voice and accountability as well as
political rights and liberties, the corruption perception has worsened over the last few years to
become one of the country’s most pressing issues. While in 2013, Comoros ranked 127" in the
Transparency International Corruption Perceptions Index, its ranking consistently worsened since
then to reach 142" in 2014 and 153" out of 176 countries in 2016. The issue is of great concern
as international and non-governmental organizations underline the presence of signs of corruption
at all levels of the judiciary, civil service, and security forces. Comoros’ vulnerability to
corruption of public officials and lack of transparency of the public sector have been the main
factors pointed out by international organizations when it comes to the picture of accountability
in the country. In 2011, an independent anti-corruption commission was created. The commission
is responsible for implementing the national strategy to combat corruption. In 2012, the
government adopted an overall strategy for the fight against corruption, and a decree on asset and
income declaration. However, scarce qualified legal and judicial personnel, poor infrastructure,
cumbersome procedures and limited access to judicial and legal information undermine
government’s ability to really tackle corruption. The fight against corruption is currently at the
core of Comoros’ relationship with its donors, as the country tries to showcase its efforts to
address the issue in order to secure additional support and to comply with international donor-
receiver regulations.

Meanwhile, government effectiveness has improved over the last recent years but remains
dramatically low, underlining concerns of existing vested interests and opposition to
reforms. Comoros ranked at the 6™ percentile in 2015 for “Government Effectiveness”, an
improvement from its historically low scores, but still a very poor performance. Between 2005
and 2011, the country repeatedly ranked in the 1% percentile and has only slightly improved since
then. Comoros mainly suffers from a difficult repartition of responsibilities, within its federal
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political and administrative system, between the Union and Island authorities. The 2001
constitution tried to remedy those issues by granting each island a greater autonomy. However,
the bureaucracy created led to the creation of a complex and overlapping governance system that
cost Comoros about 80 percent of its GDP at that time. A new referendum aimed at cutting down
the government’s bureaucracy and streamlining the country’s top-heavy government was
organized in 2009. At a large majority, the country voted to cause each island's president to
become a governor, and the ministers to become councilors. The situation is still concerning as
disjointed responsibilities between the Union and Island authorities remain. For instance, the
Islands’ Governments maintain the right to recruit employees, while the Union’s Government
pays for them, giving the Islands little incentive to contain recruitment.

Likewise, despite some small improvements since 2009 in terms of regulatory quality, the
existing poor environment that hampers private sector development remains weak and
resilient. Regulatory quality is defined as the ability of the government to formulate and
implement policies to promote private sector development. From 2009, when it ranked in the 4™
percentile, Comoros slightly improved to reach the 13 percentile in 2015. However, according to
the 2016 World Bank Doing Business report, in the last seven years Comoros has made very little
progress to improve its business and investment environment.

At the international level, Comoros trails slightly below the sub-Saharan average but
compares favorably with other similar countries from continental Africa. Despite its
relatively low overall scores in regulatory quality, Comoros is almost on par with sub-Saharan
Africa’s average (Figure 1.20). Compared to nine other countries that share similar political and
socio-economic characteristics, while Comoros clearly does better than countries such as Burundi
or Guinea-Bissau, it remains far from achieving the scores of neighboring island countries, such
as Mauritius and Seychelles.
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Figure 1.19: Regulatory quality by disaggregated
indicators, 2017 (Percentile Rank)
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Figure 1.20: Regulatory quality international
comparison (Percentile Rank)
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Chapter 11 — The Extent of Poverty and Inequality

Key Messages

= High incidence of poverty at the national level, particularly in rural areas, but the
international poverty level compares favorably with Sub-Sahara African peers;

= Poverty is more prevalent among large households, as well as households with low
education, employed in agriculture and those who lack access to infrastructure and
assets. Internal migration seems to be associated with lower poverty;

= Overall consumption inequality is fairly high, and there is a large rural-urban
welfare gap, essentially driven by low opportunities for households’ productivity in
the rural sector;

= An important share of Comoros inequality is stemming from opportunity
differentials, essentially related to the individual’s region of birth.

The “Enquéte sur 'Emploi, le Secteur Informel et la Consommation” (EESIC) for 2014 is the
most recent available household survey in Comoros, and allows an updated and relatively
detailed analysis of the poverty situation. Details on the survey methodology and quality can be
found in Appendix 1.A. This chapter will draw on this data to provide a snapshot with detailed
information on the prevalence and incidence of poverty and inequality in 2014.

More than four out of ten Comorians live in poverty, while the extreme poor account for over 20
percent of the population. Comoros’ poor are not a homogeneous group and poverty is not a
single problem that can be solved with a stand-alone or uniform package of policy measures. In
order for the government and other stakeholders to instigate appropriate pro-poor measures, it is
necessary to understand the characteristics and profiles of the most disadvantaged groups and the
different constraints they face.

The first section of this chapter provides a shapshot of the consumption poverty in 2014,
suggesting a picture of a country where poverty is lower than regional averages, although welfare
disparities remain between the different geographic regions of the archipelago. In particular, the
data allows us to run some sensitivity tests and to underline the clustering of a large share of the
population right below and above the poverty line. Comoros poor people are identified as those
facing consumption shortfalls, but poverty is not a single economic condition and it goes beyond
consumption deficits. Thus, the second section focuses on the core socio-economic characteristics
of the poor, comparing them with Comoros’ population that is non-poor. The third section
investigates the evolution and structure of inequality. The section draws on the analysis of the
differences in households’ characteristics and returns to those characteristics to understand the
sources of inequality between geographic regions. It also examines inequality of opportunity and
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explores the effects of family background and individual’s circumstances on the persistence of
poverty and inequality.

I. Snapshot of consumption poverty in 2014

Prevalence of poverty at the national level with important spatial disparities

In 2014, 42.4 percent of the population still lived below the national poverty line and 23.5
percent was in extreme poverty. According to the EESIC 2014, 42.4 percent of the population
(around 316,000 people) is poor, with monthly consumption per capita below the basic needs
poverty line (Figure 11.1). The extreme poverty headcount ratio stood at 23.5 percent, meaning
that about 175,000 Comorians lived in extreme poverty as of 2014, and hence cannot afford to
buy enough food to meet the minimum nutritional requirements of 2,200 kilocalories (Kcal) per
person per day (see Box I1.1 for details).

Figure 11.1: Poverty indicators in Comoros, 2014 (Percentage of Population)
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Comoros’ poverty is moderately deep. The poverty gap (or depth of poverty), which measures
the mean shortfall of the total population from the poverty line, stood at 16.7 percent in 2014.
This indicates that the average consumption level of a poor Comorian is around 83 percent of the
national poverty line, suggesting that many of the poor are relatively close to the poverty line, and
that moderate income transfers would help a significant decline in poverty. Comoros’ poverty gap
compares favorably with SSA peers. While it is higher than in Benin and Seychelles, where the
poverty gap is respectively 9.8 and 12.6 percent, it is also lower than in Mozambique, Haiti,
Guinea-Bissau, Burundi and Madagascar, where the poverty gap varies from the low of 21.2
percent in Mozambique, to the high of 34 percent in Madagascar. The severity of poverty (or
squared poverty gap) is estimated at 9 percent reflecting moderate inequality among the poor.
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Box I.1 | Measuring Poverty in the EESIC 2014

As it is typically the case in Sub-Saharan Africa (SSA), the EESIC 2014 uses consumption as the key welfare measure
to analyze poverty. This consumption aggregate comprises food consumption, including food produced by households
themselves, as well as expenditures on a range of nonfood goods and services (e.g., clothing, utilities, transportation,
communication, health, education, housing-related expenditures and imputed rent, etc.). However, the consumption
aggregate does not include expenditures on larger consumer durable items (such as cars, TVs, computers, etc.), nor does it
include expenditures on ceremonies (marriage, funerals, etc.). To the extent that better off households devote a larger
proportion of their total consumption to durable goods, this omission creates certain biases and underestimates real
consumption among wealthier families. This is less important for poverty analysis, where the focus lies on the bottom-end of
the distribution, but it can have a significant impact on estimated inequality.

The EESIC 2014, as most household surveys, collects consumption data at household level. For the purpose of poverty
and welfare analysis, total household consumption needs to be adjusted for differences in household size and composition.
This is to account for the fact that, for instance, a single-person household requires less consumption than a family of five.
One possible approach is to compute consumption per capita, which implicitly assumes that all members of the household
require the same level of consumption. Another approach is to compute consumption per “adult equivalent”. While this
approach is quite widespread in the context of SSA, Comoros EESIC 2014 poverty analysis uses consumption per capita as
the key welfare measure. Price deflators are used to adjust consumption per person for price differences across the main
geographic domains.

The poverty lines are based on the cost-of-basic-needs approach. The EESIC 2014 food poverty line (KMF 16,711 per
capita per month) is based on the cost of a food basket that delivers 2,200 calories per person per day (given consumption
patterns in a reference population). The basic needs poverty line (KMF 25,341 per capita per month) adds an allowance for
basic non-food necessities to the food poverty line. Further technical details on the construction of the EESIC 2014
consumption aggregate, price deflators, and poverty line can be found in Appendix 1.B.

The basic needs headcount poverty rate (or as used in the text, poverty rate) measures the proportion of the population
whose monthly (price-adjusted) total household consumption per person is below the basic needs poverty line. The extreme
headcount poverty rate (used in the text as extreme poverty rate) measures the proportion of the population whose monthly
(price-adjusted) total household consumption per person is below the food poverty line.

Geographic location matters—poverty is overwhelmingly rural, with more than 70 percent
of the poor and extreme poor Comorians living in rural areas. About 60 percent of Comoros’
population continues to live in rural areas, relying on subsistence agriculture and low productivity
jobs. Consequently, both poverty and extreme poverty rates are much higher in rural areas than in
urban sectors. The incidence of poverty in rural areas is estimated at 49.9 percent, against 31
percent in urban areas (Figure 11.2). Overall, it means that nearly 224,000 people of the rural
population are in poverty, compared to less than 100,000 individuals who live in poverty and
extreme poverty in the urban sector. The depth of poverty is also more important in rural areas,
with a poverty gap of about 20 percent, compared to 11 percent in urban centers. It underlines
that not only more poor live in rural areas, but they are also worst off than their urban
counterparts. The regression presented in Tables 1.C-1 and 1.C-2 in Appendix 1.C shows that
when controlling for other factors, households living in rural areas have lower standards of living
than their urban counterparts, and are also significantly more prone to be poor.
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Figure 11.2: Poverty incidence by geographic location Figure 11.3: Proportion of the poor by

(Percentage of Population) geographic location (Percentage of the
Poor)
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Source: EESIC 2014.

There are significant variations of poverty incidence across the different islands. The major
part of Comoros’ population is concentrated in Ngazidja (Grande Comores, which includes
Moroni and the rest of Ngazidja), where over half of the population live, compared to 41 percent
in Ndzouani (Anjouan) and less than 7 percent in Mwali (Moheli). This resulted in a high
concentration of the poor populations in Ngazidja (where 47 percent of the country’s poor live,
with close to 15 percent in Moroni and 33 percent in the rest of Ngazidja) and in Ndzouani (with
45 percent of the country’s poor). In comparison, the island of Mwali is only host to about 7
percent of the Comorian poor (Figure I1.5). Important disparities are also found in the poverty
incidence across the Islands, with poverty being more prevalent in Ndzouani and Mwali, where
the headcount is estimated at 47 percent and 45 percent respectively, compared to a poverty level
of 37 percent in Moroni and 40 percent in the rest of Ngazidja (Figure 11.4). Poverty seems to be
also deeper in Ndzouani, where the average consumption level of the poor is less than 80 percent
of the national poverty line. While these results point to higher living standards and welfare in
Moroni and the rest of Ngazidja, the regression results show that controlling for other factors,
households living in other areas than Moroni are more likely to have higher standards of living
(Table 1.C-1). In particular, households in the rest of Ngazidja, are significantly less likely to be
poor. The same is true in a lesser extent for households living on the islands of Ndzouani and
Mwali (Table 1.C-2)
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Figure I1.4: Poverty incidence by Islands (Percentage of Figure 11.5: Proportion of the poor by
Population) Islands (Percentage of the Poor)
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Source: EESIC 2014.

There is a large clustering of the population around the poverty line, translating, among other
things, into a significantly lower level of international poverty incidence

A large share of Comoros’ population is clustered around the poverty line, likely to escape
from poverty. The poverty depth indicator shows that a large share of the poor is close to the
poverty line, likely to escape poverty through slight improvements of their living standards. For
instance, a decrease of the poverty line by 15 percent yields a reduction of the poverty rate of 21
percent. Similarly, a decrease of 25 percent leads to a reduction of the poverty incidence of 32
percent, underlining the fact that a large proportion of the poor is clustered right below the
existing poverty line and might be in line to escape poverty if their income would only slightly
increase (Table 11.1 and Figure 11.6). The opposite is less pronounced, but still reveals that around
one fourth of the non-poor population stagnates at a consumption level right above the poverty
line within a range of KMF 250 per person per day, and is therefore prone to fall back into
poverty in case of unexpected economic shocks.

Table 11.1: Poverty Headcount for Alternative Poverty Lines

0% 25,341 42.4 0% 0% 25,341 42.4 0%
5% 26,608 44.7 +5% -5% 24,074 39.9 -6%
10% 27,875 47.0 +11% -10% 22,807 36.7 -13%
15% 29,142 49.2 +16% -15% 21,540 33.6 -21%
20% 30,409 51.6 +22% -20% 20,273 32.0 -25%
25% 31,676 53.3 +26% -25% 19,006 28.8 -32%

Sources: EESIC 2014 and World Bank staff calculations.
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The clustering of the population around the poverty line translates, among other things,
into a significantly lower level of international poverty incidence. Comoros national poverty
line is higher than the international poverty line of US$ 1.90 per person per day (in 2011
Purchasing Power Parity-PPP, exchange rate), which is often used to evaluate a country’s poverty
record vis-a-vis other low-income countries or developing regions.?* Based on the US$ 1.90 line,
the international poverty rate in Comoros is 17.5 percent, which is around 25 percentage points
lower than the national poverty rate of 42.4 percent. This is due to the clustering of people around
the poverty line, and in particular, right below the national poverty line, as can be seen in Figure
I1.6, which plots average consumption (per capita per day) for each percentile of the consumption
distribution. The solid red line, which represents the national poverty line, crosses the
consumption distribution close to the 42" percentile. Since the consumption curve is relatively
flat at the bottom end of the distribution, the solid green line, which represents the international
poverty line, crosses the consumption distribution close to the 17" percentile, indicating a quite
significant decrease of the poverty rate yielded by a relatively moderate change in the poverty
line. The discrepancy between the national and international poverty levels is also the
consequence of the absence of accurate and updated data on consumption prices, inflation
indicators, and national accounts, as well as probably also the underestimation of the PPP
indicator.

Figure 11.6: Mean Consumption by Percentile (US$ 2011 PPP)
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Sources: EESIC 2014 and World Bank staff calculations.

2 The KMF 25,341 basic needs poverty line translates into approximately US$ 3.5 per capita per day at 2011 PPP
(based on 2011-14 CPI inflation in the World Development Indicators), which translates in local currency to a higher
level of around KMF 452.5 per capita per day than the international poverty line.
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Comoros’ international poverty rate compares favorably with other Sub-Sahara African
(SSA) countries with similar income levels. Poverty in Comoros appears to be considerably
lower than the SSA average of 41 percent, as well as the low-income countries’ average of 46.2
percent. As seen in Figure 11.7, Comoros has consistently lower poverty rates than countries that
share similar characteristics — small state, low population size, low income, fragile state— such as
The Gambia, Bénin, Guinea-Bissau, Haiti, and Burundi. Similarly, Comoros performs better
compared with large regional neighbors such as Madagascar (poverty rate of 77.8 percent) and
Mozambique (poverty rate of 68.7 percent). However, Comoros is still short of the levels of
Seychelles and Mauritius, two small neighbor islands that have virtually eradicated poverty with
poverty rates of 1.1 percent and 0.5 percent respectively.

Figure 11.7: Poverty estimates in Comoros and other developing Table 11.2: Poverty incidence

countries (Percentage) (Percentage)
Seychelles | 1.1 Benin 53.1 19.0
Comoros _ 17.5 Burundi 7.7 32.9
Gambia, The — 453 Comoros 175 6.0
Benin I 53.1 Gambia, The 453 177
Haiti — 53.9 Guinea-Bissau 67.1 305
Guinea-Bissau — 67.1 Haiti 53.9 28.9
Mozambique — 68.7 Madagascar 8 392
Burundi — 77.7 Mauritius 05 01
Madagascar | 778 Mozambique 087 314
Seychelles 11 0.4
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Sub-Saharan Africa NS 11.0 Africa 410 16.0
Lowincome | EEEEGEG_—16.2 Low income 102 104
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Sources: EESIC 2014 and PovcalNet estimates for the period 2010-2016.

I1. The Characteristics of the poor

Large family sizes, lower education, and engagement in agriculture contribute to poverty

Households with a large number of dependents and more children under the age of 14 are
poorer. Poverty incidence is much higher among large families and those with children. In 2014,
single or couple households with children exhibited poverty rates close to 50 percent (Figure
11.8). Conversely, households without children, whether they are single or as a couple, exhibited
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much lower poverty rates, at 16 and 18 percent respectively. Extreme poverty is also much more
prevalent among households with children. In 2014, extreme poverty rates for single parents
without children stood at less than 1 percent, while it attained about 33 percent for those with
children. Elderly households seem to be exposed to higher poverty, but to a lesser extent than
families with kids, probably due to the fact that these families seem to benefit from transfers and
remittances from abroad.

Households with children are more prone to fall into poverty than families composed of
adults only. Poor households are more likely to be larger in size, with an average of 6 members
compared to an average of 4 members for non-poor families. They also tend to have more
dependents, with on average three children under the age of 15, while the average number of
children among non-poor households is less than two. In return, larger households, with a large
number of dependents and more children under the age of 14, have lower consumption levels and
are more prone to fall into poverty. Poverty consistently increases as the number of children
increases. While the poverty rates among households with no or one child stand at 17.2 percent
and 25.9 percent respectively, it attains a level close to 70 percent among households with five or
more children (Figure 11.9). The negative effect of family size and number of children on poverty
is strong and highly significant even after controlling for various other factors related to
household well-being (Tables 1.C-1 and 1.C-2). The interaction between family size and poverty
is bidirectional. On one hand, the large number of children and dependents affects the ability of
the poor to cover basic food needs and move out of poverty. On the other hand, poor households
tend to have more children to compensate their inability to invest in the human capital of their
kids and as an insurance strategy against infant mortality, trapping them in a vicious circle of
poverty.

Figure 11.8: Poverty and extreme poverty incidence Figure 11.9: Poverty incidence by number of children
by family type (Percentage of Households) (Percentage of Households)
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Source: EESIC 2014.
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There is no significant relationship between the gender of the household’s head and
economic welfare of the household. The proportion of households headed by women seems to
be slightly larger among the poor and extreme poor, attaining respectively 27 percent and 29
percent, compared with a share of 24 percent among the non-poor. While one can think that
women-headed households fare worse than male headed ones, this effect could not be detected in
a multiple regression analysis of the determinants of poverty. This may be explained by the fact
that there are two main categories of women-headed households: (i) widows running their own
household business and relying mostly on farming; and (ii) single women working in the
commerce and service sectors. The former suffer from much higher levels of poverty than the
other groups.

Heads of poor households exhibit significant lower levels of education than their non-poor
counterparts. The head’s level of schooling seems to be closely related to lower poverty
incidence, suggesting that education is strongly linked to income-generating opportunities. The
poverty headcount consistently declines as the education level of the household’s head increases
(Figure 11.10). In 2014, the incidence of poverty among heads of households with no education
was 50 percent, compared to 25 percent for households’ heads with upper secondary education,
and 17 percent for those with superior or university-level education. Similar patterns can be
observed regarding extreme poverty with higher rates for uneducated heads of households. Even
after controlling for other households’ characteristics, education appears to significantly affect the
chances of enjoying higher living standards. In particular, secondary education and superior
education seem to be associated with higher living of standards and lower risks of being poor.
Although primary education continues to be of crucial importance for fighting poverty, it alone
seems no longer sufficient to increase poor people’s opportunities for moving out of poverty, as
revealed by its low and non-significant impact on living standards in Tables 1.C-1 and 1.C-2.

Figure 11.10: Poverty incidence by education level of the Figure 11.11: Poverty headcount by sector of

household’s head (Percentage of Households) employment (Percentage of Households)
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Source: EESIC 2014.
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Households whose heads work in the agricultural sector are much more exposed to poverty
than households whose heads operate in other sectors of activity. The sector of employment
of the household’s head significantly affects living standards and poverty reduction. About 45
percent of Comorians households depend on agriculture for their livelihoods and more than half
of them live in poverty (Figure 11.11). In comparison, less than a third of households whose heads
work in the nonfarm sector are poor, with poverty being particularly low among households
engaged in the service sector. Moreover, industrial and trade employments are positively
correlated with the probability of achieving much higher standards of living, particularly in rural
areas, as well as being less poor (Tables 1.C-1 and 1.C-2). Agricultural households are also
highly exposed to extreme poverty with an extreme poverty incidence rate of about 31 percent,
around twice as much as households whose heads work in other sectors. This effect remains
strong and highly significant even after controlling for various other households’ characteristics.

Wage and government employees are less likely to be poor. Approximately 75 percent of the
poor are self-employed, with close to 50 percent being own-account workers. In contrast, poverty
rates are the lowest among households headed by wage or government employees, standing at
less than 22 percent, whereas it attains 40 percent for households engaged in the private nonfarm
sector and 45 percent for own-accountants (Figure 11.12). The results in figure 11.12 are in line
with those in figure 11.13, showing that family helpers and those working in association groups
are experiencing severe hardships and over half of them live in poverty.

Figure 11.12: Poverty incidence by type of employment Figure 11.13: Poverty headcount by type of
(Percentage of Households) company (Percentage of Households)
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Source: EESIC 2014.

Poor households tend to have much lower access to infrastructure than non-poor ones.
Figure 11.14 shows the share of the poor and the non-poor population that has access to a various
set of public infrastructure — piped water, electricity, and markets. It reveals that poor households
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tend to have much lower access to private piped water, electricity and markets. For instance, in
2014, 43 percent of poor households had access to electricity against 60 percent of the non-poor
households. Similarly, access to markets is more prevalent among non-poor households, with 58
percent having access to markets compared to only 44 percent for poor households. The obstacles
to infrastructure and services, particularly electricity and markets, seriously limit the possibilities
of the poor to improve their living standards.

Connectivity to those infrastructures is also found to significantly increase consumption and
reduce the risk of poverty. The presence in the household’s community of piped water facilities,
access to electricity, access to health center, and access to markets yields a significant positive
impact on the consumption levels and reduces the probability of poverty (Tables 1.C-1 and 1.C-
2). Access to these services is still quite limited in rural areas, hampering local opportunities to
reduce poverty.

Figure 11.14: Access to public infrastructures Figure 11.15: Poverty incidence by migration status
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Source: EESIC 2014.

Internal migrants seem less likely to be poor than non-migrants, with households that
migrated a long time ago being better off than recent ones. It appears from Figure 11.15 that
poverty is much more prevalent among non-migrant households compared to households whose
head migrated to another island or district in Comoros. The time when migration occurred also
matters. In particular, the earlier migration took place, the less poor are households. Heads of
households that are considered old migrants — that is they migrated more than 15 years ago—
exhibit a poverty rate of 28.1 percent compared to 37.9 percent for recent migrants — less than 5
years ago— and 43.7 percent for households that have never migrated (Figure 11.15). This pattern
is particularly significant in rural areas where migration’s status is found to have a significant
positive impact on households’ consumption level (Tables 1.C-1).
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II1. The Level and Structure of Inequality

Fairly high consumption inequality, particularly prevalent in rural areas and Ndzouani

Comoros’ levels of inequality remain high, although the country compares similarly to its
international peers. With a Gini coefficient estimated at 45 in 2014, consumption inequality is
moderately high by international standards, and on par with Comoros’ international and sub-
Saharan peers (Figure 11.16). Comoros’ Gini coefficient is similar to the sub-Saharan level that
stands at 45.1 and higher than the low-income countries’ Gini coefficient, estimated at 40.
Overall, Comoros’ level of inequality is similar to those of Madagascar, Benin, Mozambique,
Seychelles, and The Gambia, which are all within the same range. Comoros’ Gini coefficient is
much higher than Burundi’s and Mauritius’ whose levels of inequality are 10 points lower,
standing at 33.4 and 35.8 respectively. Conversely, Comoros performs much better than Haiti,
which exhibits a high Gini coefficient of 60.8.

Figure 11.16: Gini coefficients by international comparators
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Sources: EESIC 2014 and WDI (2016) -estimates for the period 2010-2016.
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The consumption distribution is more unequal on the island of Ndzouani as well as in rural
areas. The picture of inequality varies greatly across the different islands of Comoros, with
Ndzouani standing alone as much more unequal than the other zones of Comoros. While the Gini
coefficient of Moroni, the rest of Ngazidja, and Mwali varies from 40 to 42 in 2014, the Gini
coefficient of Ndzouani is at least 6 points higher, standing at 48.7 in 2014. It is also the only
island were the consumption share of the poorest quintile is below 5 percent of the total
consumption, as well as the only island where the average consumption of the top decile is more
than 10 times superior to the average consumption of the bottom decile. The Lorenz curve by
stratum, which plots the consumption distribution, highlights the specificity of Ndzouani, as the
solid orange curve representing the island is located below all the other islands’ consumption
curves (Figure 11.19). Likewise, the consumption inequality is higher in rural areas (Gini of 45.5)
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than in urban ones (Gini of 42.7). As shown by Figure 11.18, the rural consumption distribution
curve is located below the urban one.

Figure 11.17: Lorenz curve for Figure 11.18: Lorenz curve by Figure 11.19: Lorenz curve by
Comoros, 2014 geographic area, 2014 islands, 2014
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Comoros 45,0 8,8 4.7 50,4
By Geographical Area
Urban 42,7 7,6 51 48,1
Rural 45,5 8,1 4.8 51,0
By Islands
Moroni 41,7 7,2 53 47,6
Rest of Ngazidja 42,2 6,2 5,6 48,3
Ndzouani 48,7 10,9 39 53,2
Mwali 40,4 6,3 57 46,9

Sources: EESIC 2014 and World Bank staff calculations.
Note: Lowest and top quintiles are respectively the bottom and highest 20 percent in the distribution of consumption.

Inequality between population groups is primarily driven by differences in education level and
sector of employment, as well as households’ demographic characteristics

Given the observed high level of inequality, it is important to examine its structure and
understand how the differences in households’ characteristics contribute to welfare
disparity. This investigation can be carried out through the decomposition of inequality by
population subgroups, which consists of separating the overall inequality in the distribution of
consumption into inequality within population subgroups on the one hand, and inequality
between them on the other hand. The group partitions of inequality help to better understand the
underlying structure and causes of per capita consumption distribution in Comoros. The
decomposition is done at the national level as well as for the rural sector and Ndzouani, where
inequality is particularly pervasive. Table 11.3 provides the summary results of the shares of
inequality explained by the between-group differences across eight household attributes (gender,
age, educational level, activity status and sector of employment of the household head, regional
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location, urban/rural status, and demographic composition of the household).?® Technical details
on the decomposition procedure can be found in Box I1.2.

Box 1.2 | Inequality Decomposition

The static decomposition of inequality enables to explore how the differences in households’ characteristics affect the level
of inequality and provides important clues for understanding the underlying structure of real per capita consumption
distribution in Comoros.

The decomposition follows the approach of Cowell and Jenkins (1995) and consists of separating total inequality in the
distribution of consumption into inequality between the different household groups in each partition, Isetw, and the remaining
within-group inequality, lwithin. As the most commonly decomposed measures in the inequality literature come from the
General Entropy class, mean log deviation (Theil_L) and the Theil_T indices in real per capita monthly consumption
expenditure are used to identify the contribution of between-group differentials to total inequality. The General Entropy
inequality measures allow total inequality to be equal to Igetw + lwithinand the amount of inequality explained by households
attributes (or group of attributes) is measured by Igew/lwota, Where between and within group inequalities are defined,
respectively, for Theil_L and Theil_T indices as

k M k ;
Igetw = [ j:1fjl0‘q <171>] Twithin = Zj=1 fj GE,

Ipetw = ijlfj )9\, Iwithin —Zi=117j GE;

with f; the population share, v; the consumption share, and p; the mean consumption of subgroup j; p total mean
consumption, GE’(§ Theil_L index, and GE'{ Theil _T index of subgroup j.

with: Theil L = 1/n¥", log (yi) and  Theil T=1/n¥", (y;) log (y;)

yi: is real monthly per capita consumption expenditure for household i and y is mean real monthly per capita consumption
expenditure.

The educational level of the household head, followed by the family type and employment
sector of the head, are the most important determinants of consumption inequality. About 7
percent of total per capita consumption inequality at the national level can be accounted for by
inequality between four groups of households sorted by the educational attainment of the head.
Mean consumption levels of the different educational groups increase as the education level of
the household head improves, and is almost twice as high for households headed by university
graduates than for those with heads that have no or primary education. Inequality between
education groups seems to be even more important in Ndzouani, where its contribution to the
overall variation of consumption in the island is about 10 percent. However, disparities between
education groups do not seem to have a significant contribution to rural inequality, probably due

% Age is split into five categories: (i) under 30, (ii) 30-39, (iii) 40-49, (iv) 50-59, and (v) 60+ years. Education is
classified into four categories: (i) no education & illiterate; (ii) primary; (iii) secondary cycle 1 & 2; and (iv) tertiary.
Three groups are considered for the activity status: (i) employed; (ii) unemployed; and (iii) inactive, disabled or
retired. The employment sector comprises four categories: (i) Government and public sector employees, (ii)
Employees in private nonfarm sector, (iii) Farmers and workers in agriculture, and (iv) Family helpers, associations
& others. The regional locations are: (i) Moroni, (ii) Rest of Ngazidja, (iii) Ndzouani, and (iv) Mwali. Households
family types are: (i) “single parent with no kids”, (ii) “single parent with kids”, (iii) “couple with no kids”; (iv)
“couple with kids”, and (v) “families of elderly whose head is aged 65 years old or above”.
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to the widespread low education level in rural areas, where about 80 percent of the households
have heads with no education or primary only.

Table 11.3: Decomposition of Inequality by Household Attributes

N : .- N ..o <. .| B
S Shrmeggyeeany Swedlinagyeoundy sty st

Education of head 6.52*** 7.11%** 6.29* 7.1 8.60*** 9.82***
(0.01) (0.02) (0.03) (0.04) (0.02) (0.02)
Gender of head 0.02 0.02 0.31 0.29 0.4 0.4
(0.00) (0.00) (0.01) (0.01) (0.01) (0.01)
Age of head 1.04 1.03 1.51 1.46 1.86 1.93
(0.01) (0.01) (0.01) (0.01) (0.02) (0.02)
Activity stat. of head 2.04* 1.84** 4.66** 3.85** 5.27* 4.94**
(0.01) (0.01) (0.02) (0.01) (0.02) (0.02)
Empl. sector of head 4.65%** 4.83%** 5.41* 5.78 14.60*** 15.80***
(0.01) (0.01) (0.03) (0.03) (0.03) (0.03)
Family type 5.06*** 5.59*** 4.38** 4.80** 4.29* 4.97*
(0.01) (0.01) (0.02) (0.02) (0.02) (0.02)
Urban/rural status 3.33** 3.33** 12.60*** 13.60***
(0.01) (0.01) (0.03) (0.03)
Regional location 0.28 0.27 1.76 1.67
(0.00) (0.00) (0.01) (0.01)

* Significant at the 10 percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.
Numbers in parentheses are bootstrap standard deviations based on 100 replications.
Sources: EESIC 2014 and World Bank staff calculations.

Differences in households’ demographic composition are the second most important
contributor to inequality, accounting for more than 5 percent. Households comprised of only
adults — individuals older than 14 years old—, whether single or in couples, are much better off
than the remaining household groups. Single parents with kids seem to face severe hardships and
have the lowest consumption levels, with their mean per capita consumption being about half of
the one for households without kids. Elderly households, whose head is 65 years old or over, are
slightly better off than families with children. This may be due to the important support these
households receive from their family members and relatives abroad, since over 50 percent of
these households seem to benefit from important transfers. Disparities between family types
appear to yield a significant contribution to inequality in rural areas and in Ndzouani.

The share of total inequality attributable to disparities between sectors of employment
groups is around 5 percent. Households headed by government and public sector employees,
followed by those headed by employees of the private non-farm sector, are much better off than
households whose heads are employed in agriculture. Inequalities between employment groups
seem to be driving most of the inequality in Ndzouani, contributing to more than 15 percent of
the welfare variation in the island. Around 30 percent of the household heads of Ndzouani are
farmers and family helpers. These households seem to face difficult living conditions and their
mean consumption level is about 2.5 times lower than that of households headed by government
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and private sector employees. It is also 20 percent lower than the average consumption level of
farming households at the national level.

Inequalities between urban and rural locations contribute to around 3 percent of the overall
inequality, while disparities between Comoros’ islands only have a marginal contribution.
The contribution of rural-urban inequality to total inequality seems to be quite low. However, the
differences in poverty and average levels of consumption between the two areas suggest the
existence of a quite important urban-rural welfare gap. Also, the marginal contribution of
inequalities between geographic locations to overall inequality is quite unexpected given the
differences in poverty levels between the different islands of Comoros.

The activity status of the household head contributes to rural inequality and disparities in
Ndzouani, while the gender and age have marginal explanatory powers, barely exceeding 1
percent. The low proportion of woman-headed households in the sample, amounting to about 28
percent, can explain the low share of gender in these decompositions. Similarly, the particular
status of women who head their own households, as many are running their own agricultural or
informal business, are widowed or married to unemployed husband, and are often benefitting
from remittances from family abroad, also contributes to the low share of gender in the
decomposition.

Despite some evident disparities in the distribution of welfare between socio-demographic
groups and geographic regions, most of the existing inequalities in Comoros are within
groups. Beyond the reasons related to the poor quality of the data, this might be the result of
existing social and fiscal policies, the structure of labor market and its requirements, and the
heavy dependency on transfers and remittances.

Differences in terms of returns to households’ characteristics are the main driver of the rural-
urban welfare gap

The geographic disparity in poverty is worrisome as it can undermine inclusive growth and
shared prosperity prospects. While the decomposition of inequality discussed above reveals a
fairly low contribution of the rural-urban gap to overall inequality, significant differences in the
levels of poverty and living standards between the two areas remain and need to be further
understood. This section attempts to examine the importance and sources of the rural-urban
welfare gap by analyzing the difference in the distribution of consumption expenditures between
the two areas, and by investigating the contribution of households’ characteristics to the gap
across the various quintiles of the welfare distribution.

The analysis uses the unconditional quintile regression method, proposed by Firpo, Fortin, and
Lemieux (2009), to decompose inequality between rural and urban areas into a component that is
due to geographic differences in the distributions of household characteristics or endowments
(such as education, demographic structure, ownership of assets, and so forth), and a component
explained by differences in the returns to these characteristics (such as differences in the returns
to education, assets, and so forth). More specifically, it decomposes the consumption gap between
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the two areas into (i) a component that is due to differences in household characteristics only
(endowment effects), considering for example, the gap in consumption that is due to the fact that
urban dwellers have higher education levels than rural ones, but assuming that people with same
education levels receive the same remunerations across different locations; and (ii) a component
that is due to differences in returns to those characteristics only (returns effect), considering for
example, the gap in consumption that is due to the fact that a secondary school graduate in urban
areas receives a higher remuneration than a secondary school graduate in rural areas. The
endowment and return components are then further decomposed to identify the specific attributes
that contribute to the rural-urban gap. The decomposition is applied at each decile group of the
consumption distribution to understand the pattern of the welfare gap across the different groups.
More technical details can be found in Appendix 2.A.

The rural-urban welfare gap is mainly resulting from the fact that the rural sector is not
generating enough opportunities for households’ productivity compared to the urban
sector. Figure 11.20 shows that the returns effects dominate the endowments effects across the
entire welfare distribution, suggesting that inequality between urban and rural areas is essentially
due to higher returns and productivity levels in urban areas than in rural ones. Even though urban
households have superior endowments than their rural counterparts, the welfare gap is caused
primarily by the differences between urban and rural rewards for households’ characteristics. This
suggests that the rural sector is not generating enough opportunities that would improve
households’ productivity and returns, and would help rural households to catch up with their
urban counterparts.

Inequality between poor urban and rural households is larger than inequality between
better off ones. The difference in real per capita consumption between urban and rural
households is declining across the different quintiles, indicating higher welfare gap between poor
urban and rural groups than between better off ones (see Figure 11.20).2° This is driven by larger
rural-urban differences in terms of returns to household characteristics among poor households
than among well-off ones.

Differences in the distribution of household demographic structure and the sector of
employment of the head, followed by ownership of assets and access to basic services,
matter the most to inequality between urban and rural households. Even though rural-urban
inequality is mainly due to disparities in returns, important differences in households’
characteristics and endowments remain between the two sectors, which significantly contribute to
the welfare gap. Large differences in family structure existing between the two sectors seem to be
explaining a large share of the rural-urban gap, indicating that urban households are better off
than their rural counterparts because they have smaller family sizes and less dependents. The

26 Quantiles are values taken at regular intervals from the inverse of the cumulative distribution function of per capita
real monthly consumption. If there are 5 quantiles then each quantile will correspond to a quintile (20 percent of the
population), and if there are 10 quantiles then each quantile will correspond to a decile (10 percent of the population),
and so forth.
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findings also reveal important differences in ownership of assets, particularly communication
means and possession of generator, which contribute significantly to the welfare gap between
urban and rural households. These differences are particularly important for poor and less well-
off segments of the population. There is evidence of important disparities in the sectors of
employments of the households’ heads, indicating that urban households are better off than their
rural counterparts because they have better access to employment in commerce and industries, as
well as public administration, than their rural counterparts. Differences in access to job
opportunities in commerce seem to particularly matter for less well-off population groups.
Disparities in access to basic services and infrastructure, mainly electricity, safe drinking water,
and proximity to markets and schools, are found to significantly contribute to the welfare gap
between urban and rural households, particularly for middle and upper quintiles. The effect of
differentials in households’ human capital on rural-urban inequality is significantly high for
middle-class and richest households.?’

Differences in returns to community characteristics, assets ownership, and basic
infrastructure are among the dominant factors explaining the rural-urban gap in terms of
returns to household characteristics. Quite important differences in returns to geographic and
community characteristics seem to be driving most of the inequality between the urban and rural
sectors. Such differences in terms of returns probably reflect differences in accessibility to
financial services, quality of services, availability of local non-farm employment, access to
wireless and social networks, and so forth. These differences matter for all welfare groups but
have a higher effect at the upper quintile levels. Regarding lower quintiles, differences in returns
to assets seem to matter the most for urban-rural inequality, while at the middle quintile level,
access to basic infrastructure appears to matter the most. This may be explained by the type of
activities and access to facilities available in urban areas that offer households Dbetter
opportunities to improve their productivity and the returns to their assets. However, the structure
of the labor market and the heavy dominance of informality seem to hamper opportunities for
higher returns to employment and education in both the rural and urban sectors, leading to low
levels and differences in these returns in both areas.

27 Middle-class households are those at the median of the per capita consumption distribution.
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Figure 11.20: Unconditional Quintile Decomposition of Urban-Rural Inequality of Real Monthly per Capita
Consumption

Returns effects and Endowment effects by Rural-Urban Domains
Comoros 2014
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Quantiles
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Confidence interval / endowment effect

—& — Endowment effect

Confidence interval /returns effect

—#&—— Returns effect

Total Gap 0.402*** 0.367*** 0.333***
[0.046] [0.038] [0.064]
Total Endowments 0.088* 0.163*** 0.099**
[0.047] [0.037] [0.050]
Human capital 0.021 0.056*** 0.048***
[0.019] [0.014] [0.015]
Demographic composition 0.129*** 0.151*** 0.094***
[0.021] [0.018] [0.015]
Sector of employment 0.031* 0.044*** 0.039*
[0.018] [0.014] [0.020]
Assets ownership 0.064*** 0.033* 0.001
[0.025] [0.018] [0.019]
Access basic Services 0.007 0.070*** 0.088***
[0.030] [0.022] [0.033]
Geographic characteristics -0.147*** -0.173*** -0.126***
[0.033] [0.025] [0.027]
Total Returns 0.314*** 0.204*** 0.235%**
[0.061] [0.045] [0.077]
Human capital -0.008 -0.057 -0.071
[0.058] [0.043] [0.061]
Demographic composition -0.363** -0.481*** 0.464***
[0.161] [0.118] [0.166]
Sector of employment -0.123** -0.138*** -0.128
[0.061] [0.045] [0.084]
Assets ownership 0.185** 0.017 -0.072
[0.078] [0.058] [0.079]
Access basic Services -0.794** 0.163 -0.249
[0.372] [0.273] [0.566]
Geographic characteristics 0.335*** 0.588*** 0.523***
[0.106] [0.078] [0.109]

Sources: EESIC 2014 and World Bank staff calculations.

Note: Numbers in brackets are bootstrap standard deviations based on 100 replications.
percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.
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Consumption inequality is, to a certain extent, the result of circumstances beyond individuals’
control

Inequality of outcomes, such as in income or consumption, reflects differences in effort and
circumstances. Inequality of opportunity, defined as the part of inequality stemming from
circumstances, such as gender, family background, and place of birth, is widely considered unfair
and deserving of attention from policymakers (Roemer 1998; Peragine 2004). These inequalities
that are beyond an individual’s control perpetuate the lack of capabilities in the population and
the waste of productive potential, and contribute to the persistence of poverty and inequality.
Hence, development policies focusing on promoting shared prosperity and equity need to address
inequality in both outcomes and opportunity.

The following analysis assesses the degree of opportunity inequality in consumption
inequality in Comoros, drawing on data from ESSIC 2014, which includes information on
father’s and mother’s education, employment and occupation status, as well as data on the region
of birth. The analysis uses the parametric model proposed by Bourguignon, Ferreira, and
Menéndez (2007) and estimates inequality of opportunity as the difference between observed
total inequality and the inequality that would prevail if there were no differences in
circumstances. Unlike the previous section, where all households’ endowments were considered,
this section focuses only on endowments or characteristics inherited and independent of their
choices. Consequently, the circumstances included are gender, age, mother and father’s
education, fathers’ socio-professional category, father’s sector of employment, and commune of
birth.?® Details related to the variables used and underlying methodology can be found in
Appendix 2.B.

The degree of inequality of opportunity for household consumption is estimated at 0.067 in
2014, a level relatively high by international standards. The estimated level of inequality of
opportunity, reported in Figure 111.22, is on par with Tanzania’s level of inequality of
opportunity, estimated at 0.068 in 2012, but is two times higher than in Egypt and greater than
inequality of opportunity levels in many SSA countries such as Ghana, Guinea, Rwanda and
Madagascar.?® The degree of inequality of opportunity, estimated using the mean log deviation
(Theil_L) index, should be considered as a lower-bound estimate of the true level of inequality of
opportunity.®® Despite the relative richness of the circumstance variables in the datasets, many
relevant circumstances, such as family wealth, quality of parents’ education, access to resources
and basic services in the community of birth and so forth, remain unobserved. Adding more
circumstance variables would increase the magnitude of inequality of opportunity.

28 Mothers’ socio-professional category and sector of employment include too many missing observations and were
disregarded.

29 See Brunori et al. (2016) for an analysis of inequality of opportunity in Sub-Saharan Africa, and Belhaj Hassine
(2011) for inequality of opportunity in labor earnings in Egypt.

30 Theil_L is the only inequality measure with a path-independent decomposition, see Appendix 5 for more details.
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Nearly one fifth of inequality can be attributed to unequal opportunities associated with
only observed Comorian households’ circumstances. As shown in Figure 111.22, almost 19
percent of consumption inequality can be attributed to unequal opportunities. Such a share is
quite significant compared with SSA standards, where inequality of opportunity’s share is
estimated at 12 percent in Ghana, 15 percent in Ivory Coast, 19 percent in Tanzania and 21
percent in Madagascar. However, the share of Comoros unequal opportunities within the
consumption inequality remains lower than the levels observed in Latin America, where the
opportunity shares of consumption inequality have been found to range between 24 percent in
Colombia to 39 percent in Panama.

The discrepancy between rural and urban households in terms of inequality of opportunity
is very high. The incidence of inequality of opportunity is over two times lower in urban sectors
than in rural areas (Figure 111.22). The impact of these discrepancies on the share of inequality
attributable to opportunities is significant. Inequality of opportunity accounts for 12.8 percent of
consumption inequality in the case of urban households, while it represents more than 25 percent
of the consumption inequality faced by rural households. This may reflect two facts. First, family
background variables and circumstances at birth have greater influence on the outcomes of rural
households and individuals than urban ones. Second, to the extent that some unobserved
circumstances (such as parents’ financial and asset situation, quality of basic services and
resources, and so forth) shape the opportunity sets for urban Comorians, the estimates of
inequality of opportunity excluding these circumstances are significantly biased downward.
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Figure 11.21: Consumption Inequality and Inequality of Opportunity

Inequality of Opportunity in Comoros
Overall Inequality and Opportunity Inequality in Consumption

]
u

- -
o
T T
Comoros Urban Rural
Region
------------- Opportunity Inequality ~  Overall Inequality
Opportunity Share I Confidence/Interval
[ confidence/Interval [ confidence/Interval

Comoros 0.354%** 0.067*** 0.189%** 0.358%** 0.0646*** 0.180%**
(0.014) (0.010) (0.022) (0.016) (0.011) (0.026)

Urban 0.321%** 0.0410%** 0.128%** 0.315%** 0.0354*** 0.112%**
(0.013) (0.007) (0.019) (0.013) (0.007) (0.022)

Rural 0.357%** 0.0902%** 0.253*** 0.374%** 0.0953*** 0.255%**
(0.026) (0.013) (0.026) (0.032) (0.015) (0.027)

Sources: EESIC 2014 and World Bank staff calculations.

The following material turns to the partial contributions of individual circumstances, and
groups of circumstances, to inequality. Being able to distinguish between these sources of
inequality of opportunity is important for formulating policies that reduce it. The parametric
approach allows the estimation of the partial effects of individual circumstances on outcomes, by
fixing one or a group of circumstances at their mean values, while allowing others to vary. The
five circumstances, or group of circumstances, considered are the gender of the household’s head;
the educational level of the mother; the educational level of the father; the professional
background of the father which groups his sector of employment and his socio-professional
status; and the commune of birth.,
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Table 11.4: Contributions of Circumstances to Overall Inequality

L mzEmaenE en

Comoros 0.0 0.003 0003  0.176**  0.018* 0.000 0.003 0001  0.170%** 0017
(0.001) _ (0.005)  (0.005) _ (0.022) (0.008)  (0.002) _ (0.007) __ (0.006) (0.024) __ (0.009)
Urban 0.0 0.002 0001  0.117%* 0013 0.000 0.005 0001 0.107***  0.010
(0.001) _ (0.003) _ (0.006) _ (0.020) (0.009)  (0.002) _ (0.005) _ (0.008) (0.021) __ (0.010)
Rural 0.002 0.009 0011  0.219%* 0020 0.001 0.012 0010  0.219%**  0.023

(0.005)  (0.018)  (0.009)  (0.030) (0.017)  (0.004)  (0.028) (0.011) (0.028) (0.022)
Sources: EESIC 2014 and World Bank staff calculations.

Note: ** significant at the 5 percent level; *** significant at the 1 percent level. Coefficient between brackets are
standard errors.

At the national level, of all observed circumstance variables, the commune of birth is
associated with the largest shares of consumption inequality. The analysis of the contribution
of individual circumstances, reported in Table 11.4, shows that inequality of opportunity related to
the commune of birth accounts for 17.6 percent of the total inequality for the entire population,
indicating that inequality is shaped essentially by the region of birth.3! Such an observation
reveals significant opportunities’ gaps across the different regions and islands of Comoros, and
indicates a wide disparity of welfare between people who were born in other communes and the
natives. Second to the place of birth, the professional background of the father only yields a
limited contribution to the overall consumption inequality, although significant. As shown by
Table 11.4, 1.8 percent of the consumption inequality can be attributed to the father’s socio-
professional background. The remaining circumstances, that are gender and the educational level
of the mother and the father, make a limited and non-significant contribution to inequality.

The analysis of the urban-rural divide confirms the significant higher weight of geographic
origins on rural households opportunities. As shown previously by Table 11.3, inequality of
opportunity is much more important in the case of rural households than urban ones. The partial
contributions of individual circumstances presented in Table I1.4 underline that inequality of
opportunity related to the commune of birth accounted for 21.9 percent of the total inequality
experienced by rural households. It is significantly higher than for urban households, whose share
of total consumption inequality explained by the commune of birth is only of 11.7 percent.
Overall, the results of Table 11.4 reveal the important impact that birthplaces can have on
individuals’ and households’ welfare in Comoros. It also underlines the significance of
birthplaces to explain the inequality faced by rural households and individuals, who are less likely
to overcome the consequences in terms of welfare and income of this inherited factor compared
to urban households. Two effects may drive the importance of birthplaces in shaping
opportunities. On the one hand, the historical political instability and concentration of political
power and economic resources in Ngazidja; on the other hand the port of Ndzouani (the largest
one of the archipelago) which favored economic development in the Island (IMF, 2006 and

31 This effect remains consistent even after reducing the number of dummies for the communes of birth and
aggregating the birthplaces into prefectures. The results presented here are for the aggregated birthplaces.
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Brunori et al., 2016). Birthplace correlates with a number of unobserved circumstance variables
such as family assets and wealth, social services and infrastructure. Therefore, birthplace captures
the inequality caused by the omitted or unobserved circumstances that correlates with it.
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Chapter 111 — The Evolution of Poverty and Living Conditions

Key Messages

= Poverty declined by over 10 percentage points between 2004 and 2014 but there has
been little progress towards shared prosperity, with inequality increasing
particularly in rural areas;

= The reduction in poverty was coupled with improvements in living conditions and
human development outcomes, but, except for education, levels remain low;

= There have been significant improvements in multidimensional poverty, though
Comorian’s households continue to face important deprivations in access to basic
services and ownership of assets.

This chapter examines the evolution of poverty and household’s living conditions between 2004
and 2014. The analysis is performed at the national level, as well as geographical sub-levels
(urban/rural and across Comoros’ islands). Overall, analyzing changes in poverty over time in
Comoros is challenged by comparability problems between the available household surveys. The
first section examines the evolution of monetary poverty drawing on EIM (2004) and EESIC
(2014). It uses prediction methods to attempt to address the comparability issues and assess the
evolution of poverty over the past decade. The second section examines the evolution of
nonmonetary dimensions of welfare and explores how these factors have evolved over time for
both the whole population and the most disadvantaged groups. The analysis is based on EIM
(2004), DHS (2012), and EESIC (2014).%? The third section examines the incidence and evolution
of multidimensional poverty and investigates the areas where households are facing important
deprivations.

I. Trends in poverty and inequality since 2004

Decline in Poverty and Extreme Poverty since 2004

Comparability issues impede a proper comparison of poverty trends and require to
estimate 2004 poverty levels through two different methods. The official national (basic
needs) poverty rate is estimated at 44.8 percent in 2004, but cannot be compared to the new
headcount rate for 2014 due to significant changes in the survey design as well as improvements
in the methodology for the measurement of consumption aggregate and poverty line. The

32 Caution is required when comparing statistics over time, due to differences in survey questions and data
availability. Technical footnotes in each subsection highlight some of the factors that may lead to outcome
differences across surveys.
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following analysis draws on two separate methods for estimating the 2004 poverty level. The first
approach consists in re-estimating the consumption aggregates for EIM 2004, using the same
methodology as in 2014 and adjusting the current poverty line by the changes in Consumer Price
Index (CPI) between 2004 and 2014. This method allows to address the comparability problems
related to the differences in the methodology for estimating poverty, but cannot correct for
variations in the survey’s design that occurred between 2004 and 2014, such as the changes in the
reference period for which consumption is reported and the changes in the degree of commodity
detail (see Appendix 1.A for more details on these differences). The remaining comparability
problems are addressed using the Small area estimation poverty mapping method. This approach
is based on Elbers et al. (2003) and Christiaensen et al. (2012). It replaces per-capita consumption
data in EIM 2004 by predicted consumption, using both available information on household
characteristics (socio-demographic attributes and assets ownership) in 2004 as well as the
parameter estimates obtained from a model of consumption estimated using 2014 survey data.®

Both methods suggest a significant decline in poverty and extreme poverty since 2004. The
first method yields a poverty estimate of 53.7 percent for 2004, compared to 42.4 percent in 2014,
suggesting a poverty reduction at the national level by around 11 percentage points. Similarly, the
Small area estimation poverty mapping method predicts a poverty rate of 56.6 percent in 2004,
showing a poverty reduction of more than 14 percentage points (Figure I11.1). Extreme poverty
also declined, but by a lower degree. The proportion of the population with consumption below
the food poverty line declined from 30.5 percent in 2004 to 23.5 percent in 2014. The Small area
approach shows an even stronger decline with extreme poverty decreasing by about 12
percentage points. The results also indicate a decline of the depth of poverty, suggesting that
many of the poor are getting closer to the poverty line, while the severity of poverty or inequality
among the poor does not seem to have significantly changed.

33 The explanatory variables used in the model are restricted to those that are comparable across the two surveys, and
the relationship between consumption and its correlates is assumed to be stable over time in order to ensure the
perfect comparability of consumption across the two surveys. This approach circumvents the need for using price
deflators and uses the poverty line for 2014 to measure the predicted poverty for 2004.
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Figure 111.1 Adjusted Poverty Rates for 2004
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Sources: EIM 2004 and EESIC 2014.

Note: EIM 2004 estimates are based on the re-estimation of the consumption aggregate following the 2014 method
and adjustment of the 2014 poverty line using the CPI.

Poverty reduction was achieved both in rural and urban areas, but urban zones remain
better off. Between 2004 and 2014, the poverty headcount ratio declined in rural areas by 9
percentage points, down from 58.9 percent to 49.9 percent (Figure 111.2). Similarly, the poverty
rate decreased in urban zones from 39.7 percent in 2004 to 31 percent in 2014. Overall, poverty
incidence remains much lower in urban areas with a differential of almost 20 percentage points,
similar to the one observed in 2004. Most of the decline in extreme poverty seems to have
occurred in rural areas where the extreme poverty rate decreased by more than 6 percentage
points, compared to a decline of about 3 percentage points in urban zones.

The decline in poverty was uneven across the different islands. Both adjustment methods
show that most of the decline in poverty occurred in the region of Ngazidja, except for Moroni,
where the proportion of the poor seems to have been reduced by more than 14 percentage points
(Figure 111.3). Moroni and the island of Ndzouani also experienced an important decrease of their
poverty headcount ratio between 2004 and 2014, which declined by over 7 percentage points in
both regions. The figures on the poverty trend in Mwali are puzzling: while the re-estimation of
the poverty figures using EIM 2004 shows a slight decrease of poverty of less than 2 percentage
points, the poverty mapping method reveals a substantial reduction of poverty in the island,
attaining more than 17 percentage points (Figure 111.3).
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Figure 111.2: Poverty headcount ratio by Figure 111.3: Poverty headcount ratio by islands, 2004-2014
urban-rural geographic location, 2004- (percentage of population)
2014 (percentage of population)
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Sources: EIM 2004 and EESIC 2014.

Despite the observed reduction in poverty, Comoros has made no progress towards inclusion
and shared prosperity

The decline in poverty contrasts with the slow economic growth. The pattern of poverty
reduction seems to be delinked from the pattern of economic growth, when growth is measured as
changes in GDP per capita in the national accounts. However, when economic growth is defined
using changes in mean consumption per capita calculated from the household survey, poverty
appears to be more responsive to growth. Economic growth measured by changes in household
consumption per capita appears much higher than growth in real GDP per capita, with the latter
growing at a negative rate of about -0.3 percent per year over the period between 2004 and 2014;
while the former increased at an average annual rate of 3 percent during the same period. With
the deterioration of GDP per capita, the decline of poverty would not be expected, but the
positive growth of survey-based household consumption points to large inconsistencies between
national accounts and household surveys data in Comoros. While there is no clear consensus on
which of these measures of economic growth is more accurate, it seems that growth measured
from survey data is more closely related with changes in households’ living standards and better
reflects the spending behavior of the poor.3* Using survey-based consumption growth, poverty
reduction appears to be more responsive to growth, but the results indicate a sluggish response of

34 The discrepancy between national accounts and household surveys data is quite common in developing countries,
though the discrepancy appears to be much larger in Comoros. These inconsistencies have been widely discussed in
the literature, for developing countries in general (Ravallion 2001; Adams 2004) and for SSA in particular (Deaton
2005; Christiaensen and Devarajan 2013), and strengths and weaknesses have been shown to both. The discrepancies
can be related to variations in the definition of consumption in national accounts versus household survey data,
inflation adjustment, omission and measurement errors, and so forth.
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poverty to economic changes with a growth elasticity of poverty estimated at -0.7, that is a 1
percent increase in the survey mean will reduce poverty headcount by only 0.7 percent.®

The positive changes in poverty are driven by the increase in mean household consumption.
The relationship between growth and poverty involves changes both in mean consumption and
changes in the distribution of consumption across households. Using household consumption for
the measurement of economic growth, the analysis applies the decomposition method proposed
by Datt and Ravallion (1992) to determine the growth and redistribution components of the
decline of poverty. As is apparent from Figure 111.4, the reduction in the poverty headcount was
entirely driven by the increase in mean household consumption (growth effect) with no
redistribution effects, as inequality seems to have deteriorated.

Figure 111.4: Growth and Redistribution Effects of Figure 111.5: Growth Incidence Curve
Poverty Reduction (in Percentage Points)
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Source: EESIC 2014. Source: EESIC 2014.

However, consumption growth appears to be higher among the better off groups and little
progress was made towards shared prosperity. The growth incidence curve for 2004-2014,
which shows the percent change in average consumption for each percentile of the distribution,
are upwardly sloped, indicating higher growth amongst the richer and better off population
groups in Comoros (Figure 111.5). While the average per capita consumption increased by about
30 percent between 2004 and 2014, the average consumption of the poor and the bottom 40
percent of the population grew by about 4 percent and 15.5 percent, respectively. This indicates
that despites the improvements in poverty levels, the poor and vulnerable groups benefitted less
than proportionately from the increase in living standards and growth. Comoros also made little
progress in terms of shared prosperity compared to its international peers (Figure 111.6). While
Comoros’ progress stood at 1.92 percent over the period 2004-2014, it was lower than Togo

% The Comoros growth elasticity of poverty is significantly lower than the available estimates of about —3.0
suggested by previous studies (using survey mean figures) on developing countries.
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(2011-2015), Congo (2005-2011), Tanzania (2007-2011), Uganda (2009-2012), and DRC (2009-
2012).

Figure 111.6: Progress towards shared prosperity (Percentage)
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Source: World Bank.

In fact, inequality increased between 2004 and 2014 in the whole country and particularly
the rural areas. As can be seen from Figure 111.7, Gini coefficient increased from around 42 to
45 between 2004 and 2014. The deterioration of the distribution of welfare is mainly driven by a
decline of the consumption share accruing to the poorest 20 percent of the population by about 16
percent, against an increase of the consumption share of wealthiest quintile by more than 5
percent. At the regional level, the increase of inequality was faster in rural areas and Mwali,
compared to the rest of the country (Figure 111.8).

Figure 111.7 Gini coefficient in  Figure 111.8: Gini coefficients by geographical areas and islands, 2004-
Comoros, 2004-2014 2014
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Sources: EIM 2004 and EESIC 2014.
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The decline in poverty has been driven by improvements in households’ endowments and in
returns to employment in manufacturing and commerce

A further investigation of the drivers of poverty reduction indicates that the welfare gains
stemmed to a large degree from improved endowments for poor households. The increase of
household consumption was mainly driven by the improvement of their endowments. The
increase of endowments was more marked for the poorest groups of the population and appears to
be resulting from the expansion of assets ownership, mainly communication and transportation,
and higher educational attainment of household’s heads and members (Box 111.1). There has been
also some progress in access to local infrastructure, but this seems to have benefitted the
moderate poor and middle class only. The demographic structure of households seems to have
improved, resulting from the reduction of their sizes and numbers of children, but these appear to
be a continuing constraint on household well-being as their negative impact on households’
returns appear to have increased. The returns to households’ characteristics appear to have
declined over time, but this decline masks divergent trends across the different attributes and
welfare groups. As indicated in Box I11.1, the improvements of endowments in assets for the less
well off groups were coupled with an increase of the returns to those assets, while the increase of
access to basic infrastructure was coupled with an increase of their returns, particularly water and
sanitation, for the middle class and better off groups.

Increase of the returns to employment in manufacturing and commerce further contributed
to poverty reduction. There has been a movement of labor out of agriculture towards commerce
and, to a lesser extent, services among the poor between 2004 and 2014 (Figure 111.9). This shift
has been coupled with an increase in returns to employment in manufacturing followed by better
returns in the commerce sector, but only for the poorest decile groups (Box 111.1). These positive
results are tempered by the limited absolute gains accruing to the poor, as most of the poor
continue to mainly operate in informal and low-skilled jobs, and the increase in returns is from a
low base.

Figure 111.9: Shares by Major Employment Sectors (in percentage)
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Sources: EIM 2004 and EESIC 2014.
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Box I11.1 | Decomposition of consumption growth

To explore the basic factors behind the observed decline in poverty, changes in consumption have been decomposed into two
components. One component is due to improvements in personal characteristics or endowments (for example, increased
education levels, ownership of assets, and access to employment opportunities and basic services), and the other component that
is attributable to changes in the returns to those characteristics (for example, the returns to education, land productivity, returns to
business, and so forth).

These two components are further decomposed to identify the specific attributes that contribute to the changes in consumption.
The decomposition is applied at each decile of the consumption distribution to understand the patterns of the changes for the
different welfare groups.

Table 111.1: Returns Effect and Endowment Effect over Time

Returns effects and Endowment effects
Comoros 2004-2014

< 4 — — .
>~ \“*‘-*"—_”/‘\\'w——’
1 2 3 a Quaétiles & 7 8 o
’ Confidence interval / endowment effect Confidence interval /returns effect
—& — Endowment effect ——#&—— Returns effect
Total 0.118*** 0.226*** 0.269***
Endowments 0.412%** 0.280*** 0.249***
Demographic. Structure 0.082*** 0.156*** 0.146***
Human capital -0.293*** 0.071*** 0.057**
Employment sector 0.031* 0.004 0.005
Assets 0.115%** 0.039*** 0.051***
Access basic services 0.013 0.029* 0.022
Returns -0.293*** -0.055 0.020
Demographic. Structure -0.775*** -0.260* -0.286*
Human capital -0.242%** -0.157*** -0.083*
Employment sector 0.056* 0.023 0.039
Assets 0.119** 0.034 -0.006
Access basic services -0.059 0.090* 0.102*

Sources: EIM 2004 and EESIC 2014.
Note: The poor are in the lowest two deciles; middle class individuals are in the fifth decile, and the richest ones are
in the top decile.
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I1. Households’ Living Conditions and Human Development Outcomes

As poverty is not solely about consumption deficits, this section examines how the nonmonetary
dimensions of well-being such as housing conditions, assets, and human capital have changed
over time. The section first provides a descriptive analysis of the evolution of households’ living
conditions and human development indicators in Comoros at the national, urban and rural levels,
and when possible, for the bottom 40 percent and 30 percent better off population groups.®® The
section also examines the different dimensions and forms of deprivation experienced by the
households, and investigates the breadth and evolution of multidimensional poverty.

The reduction in poverty was coupled with improvements in housing conditions and ownership
of assets, as well as some improvements in access to services, though from low levels

Housing and dwelling conditions have improved since 2004, especially roof and floor
materials. At the national level, the share of households with improved roof materials went up by
18 percentage points, from 76.6 percent in 2004 to 94.6 percent in 2014 (Figure 111.10). Likewise,
improved wall material increased by 9 percentage points at the national level to reach 49.7
percent in 2014, and improved floor material by 8 percentage points, reaching 72.8 percent on
2014. Although urban areas’ households are still better off than their rural counterparts, the rise in
improved housing and dwelling conditions seems to have occurred mainly in the rural areas and
in the poorest households. Between 2004 and 2014, improved roof materials went up by 18
percentage points for rural households against 15 percentage points for urban ones, and improved
wall materials went up by 11 percentage points for rural households against only 2 percentage
points for urban ones. Similarly, dwelling conditions increased faster for households in the
bottom 40 percent than for those in the top 30 percent richest segments between 2004 and 2014 —
for instance, improved roof material increased by 28 percent for the bottom 40 percent
households, against 16 percent for the top 30 percent households (Figure 111.11).

3 Given a poverty rate of 42.4 percent, the bottom 40 percent of the population are almost equivalent to the group of
the poor.
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Figure 111.10: Trends in dwelling material, 2004-2014
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Sources: EIM 2004, DHS 2012, and EESIC 2014.
Notes:

- Improved roof materials refer to: concrete, cinderblocks or corrugated galvanized iron in EIM (2004);
metal, zinc, ceramic tiles, cement or roof shingles in DHS (2012); and to tiles, metal sheets or cement in
EESIC (2014).

- Improved wall materials refer to: hard materials in EIM (2004); uncovered adobe, finished walls, cement,

stone with cement, bricks, cinderblocks or covered adobe in DHS (2012); and to cement/hard materials in
EESIC (2014).

- Improved floor materials refers to: cement, Polyvinyl chloride (PVC) tiles or floor tiles in EIM (2004);

finished floor, polished wood, asphalt, ceramic, cement or carpet in DHS (2012); and cement or floor tiles
in EESIC (2014).

Data on access to electricity is unreliable and does not suffice to draw conclusions. EIM
(2004) reports information about the main lighting source in the dwelling only. DHS (2012) asks
the guestion: Do you have electricity in your house? To which 69.3 percent of households answer
positively. By 2014, the same question3” from EESIC (2014) shows that only 19.8 percent had
access to electricity (Ma-Mwé or EDA) services within 500 meters of distance of their house and
only 18 percent of these households mention to be completely satisfied with the service. Even
more puzzling is the fact that in this same survey (EESIC, 2014), 68.5 percent of households

reported to use electricity as their main lighting source. In EIM (2004) this statistic was 37.2
percent (Figure 111.12).

The use of electricity as source of energy for cooking remains marginal and the use of wood
and charcoal for cooking has increased among urban and rural households. In 2004, 39.4
percent of urban households used wood and charcoal as their main sources of energy for cooking.
This proportion increased to 44.2 percent in 2012 and 54.5 percent in 2014, to the detriment of oil

37 The EESIC (2014) questions on electricity availability (Q29UTIL Q29DLOGEM) are asked in Section CQ29,
which is dedicated entirely to access to services.

83



and gas energy sources that decreased from 58 percent to 42 percent as the households’ source of
energy for cooking between 2004 and 2014 (Figure 111.13). As expected, a larger number of rural
households use wood and charcoal for cooking; they were 89.1 percent in 2004, 90.6 percent in
2012 and 91.9 percent in 2014. At the national level, the mix of energy sources for cooking
remained rather constant between 2004 and 2014. The use of oil and gas slightly decreased at
national levels, from 24.2 percent in 2004, to 22.3 percent in 2012, and 22.4 percent in 2014.

Figure 111.12: Main source of energy for Figure 111.13: Main source of energy for cooking
lightning (percentage of households) (percentage of households)
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Sources: EIM 2004, DHS 2012, and EESIC 2014.
Note: The figures on electricity are about the proportion of households with electricity as a main source of lighting in
the dwelling.

Access to safe drinking water slightly improved at the national level and in rural areas, but
deterioriated in urban zones. At the national level, the proportion of households with
unimproved drinking water sources went down from 38 percent in 2004, to 29 percent in 2012,
but then increased again to a high 41 percent in 2014 (Figure 111.14). While the share of rural
households using unimproved water sources remained more or less at the same level (47 percent
in 2004 compared to 48 percent in 2014, with an improvement at 37 percent in 2012), the
situation dramatically worsened for urban households. The proportion of urban households using
unimproved water sources was 16 percent in 2004 and 12 percent in 2012, but it jumped to 33
percent in 2014. This worsening stemmed from a conjunction of reduced access to piped water
sources and a lower access to public safe water. At the national level, the proportion of
households using piped water went up from 30 percent in 2004 to 38 percent in 2012 and 2104.
The same pattern is observed for rural households whose access to piped water increased from 21
percent in 2004 to 29 percent in 2012, and finally 36 percent in 2014. Conversely, while urban
households’ access to piped water improved from 50 percent to 56 percent between 2004 and
2012, it went down to 41 percent in 2014. Between 2004 and 2014, access to public safe drinking
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sources declined at the national level, as well as at the urban and rural levels. It went down from
32 percent to 21 percent at the national level between 2004 and 2014, while over the same period,
it went down from 33 percnt to 26 percent for urban households, and from 31 percent to 16
percent for rural households.

Figure 111.14: Drinking water sources (percentage) Figure 111.15: Sanitation facilities (percentage)
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Sources: EIM 2004, DHS 2012, and EESIC 2014.
Note:

- Access to water follows WHO definitions: Improved sources include piped, public tap and protected dug
well. Unimproved drinking water sources refer to water from any of the following sources: unprotected well;
unprotected spring; river/dam/lake/ponds/stream/canal/irrigation channel (surface water); and tanker truck or
cart with small tank.

- EIM (2004) and EESIC (2014) do not allow to know if spring sources and wells are protected or not. In
these statistics they are all considered unprotected. Less than 7 percent and 2 percent of the households used
these sources in 2004 and 2014, respectively.

- Modern and improved sanitation follow WHO definition and includes flush, ventilated and pit latrine.

Major progresses have been accomplished between 2004 and 2014 with respect to access to
improved sanitation, but traditional/unimproved sanitation facilities remain the most
common feature. At the national level, the proportion of households with access to modern
toilets went up from 9 percent in 2004 and 2012, to 18 percent in 2014 (Figure 111.15). Those
progresses occurred both in urban and rural areas. Between 2004 and 2014, the share of urban
households with access to improved sanitation increased by 11 percentage points, from 15
percent in 2004 to 26 percent in 2014, while the proportion of rural households with access to
improved sanitation only increased by 2 percentage points, up from 7 percent in 2004 to 9 percent
in 2014. However, at the same time, the proportion of households with access to improved
latrines decreased both at the national level and at the urban and rural levels (down from 28
percent in 2004 to 17 percent in 2014 at the national level), leading to a worsening of the situation
of households that only have access to traditional or unimproved sanitation facilities. At the
national level, the share of households with access to traditional or unimproved sanitation
facilities slightly increased between 2004 and 2014 from 63 percent to 65 percent. The situation
particularly worsened for urban households as the proportion of urban households with access to
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traditional/unimproved sanitation facilities increased by 9 percentage points, from 50 percent in
2004 to 59 percent in 2014.

Ownership of communication means greatly improved between 2004 and 2014. The
proportion of households with phones and television increased markedly between 2004 and 2014,
while the proportion of radios slightly decreased, which could reflect a substitution effect during
which households tend to replace traditional items with more modern ones. At the national level,
the proportion of households owning a mobile or land phone dramatically increased by more than
60 percentage points between 2004 and 2014, up from 14 percent in 2004 to 75.4 percent in 2014
(Figure 111.16). This increase in phones’ ownership particularly benefited the poorest households.
The proportion of the bottom 40 percent households owning a mobile or land phone increased by
64.5 percentage points, up from 7.7 percent in 2004 to 72.2 percent in 2014, against an increase
of 57.7 percentage points for the top 30 percent households (Figure 111.17). Likewise, the share of
households owning a television set increased from 27.9 percent in 2004 to 57.8 percent in 2014.
Conversely, the proportion of households owning a radio slightly decreased, down from 56.7
percent in 2004 to 52 percent in 2014.

Ownership of small and big appliances also increased markedly, benefiting in particular the
bottom 40 percent and urban households. At the national level, ownership of large household
appliances such as refrigerators, freezers, washing machines, and so forth, steadily increased from
18.7 percent in 2004 to 27.1 percent in 2012, and 31.2 percent in 2014 (Figure 111.16). For
households at the bottom 40 percent of the consumption distribution, this proportion increased by
12.6 percentage points (11.4 percent in 2004 to 22.1 percent in 2014), against 9.3 percentage
points for the top 30 percent households (Figure 111.17). Urban households also benefited more
from this improvement than their rural counterparts, as the proportion of urban households
owning large appliances increased by 13.3 percentage points between 2004 and 2014, against 8.9
percentage points for rural ones over the same period. Likewise, the proportion of households
owning small appliances such as DVDs, air conditioners, sewing machines, computers,
generators, and so forth, increased at the national level from 35.3 percent in 2004 to 55.8 percent
in 2014, with a similar emphasis on urban households, as well as the poorest population groups,
compared to their respective counterparts.
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Figure 111.16: Ownership of modern assets, 2004-2014 Figure 111.17: Ownership of modern assets for
(percentage of households) Bottom 40% and Top 30% (percentage of
households)
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Sources: EIM 2004, DHS 2012, and EESIC 2014.
Note:
- Big assets refer to: refrigerators, freezers and washing machines in EIM (2004); refrigerators in DHS (2012);
and refrigerators and freezers in EESIC (2014).
- Small appliances refer to: video recorders, blenders, fans and sewing machines in EIM (2004); DVDs, air
conditioners, fans, sawing machines, computers and generators in EESIC (2014).

Possession of transportation means at national level remains limited, consistently below 20
percent of households over the period of analysis. The proportion of households with at least
one “standard transportation mean” (bicycle, motorcycle, or car) went up from 9.9 percent in
2004 to 18.3 percent in 2012, and decreased back to 14.3 percent in 2014 (Figure 111.18). There
were two subgroups of the population with relatively notorious improvements in terms of
transportation. First, the proportion of households with motorcycles and scooters in urban areas
went up from 2.3 percent in 2004 to 7.1 percent in 2014. This amelioration seems to be driven by
households at the top 30 percent of the consumption distribution, whose proportion went from 2.9
percent in 2004 to 6.9 percent in 2014. Second, ownership of cars or trucks among bottom 40
percent households increased by 4.5 percentage points between 2004 and 2014, from 3.5 percent
in 2004 to 8 percent in 2014. Conversely, it seems that households have replaced traditional
transportation means by more modern ones, as revealed by the decline in ownership of bicycles
and increase of motorcycles and mopeds. Bicycle ownership decreased overall, but more rapidly
in the top 30 percent households whose proportion owning bicycles decreased by 2.3 percentage
points between 2004 and 2014, whereas bicycle ownership remained steady for the bottom 40
percent households.
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Figure 111.18: Ownership of transportation means, 2004-2014 (percentage of households)
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Sources: EIM 2004, DHS 2012, EESIC 2014.

Land tenure remained steady between 2004 and 2012. The proportion of households reporting
owning a land plot was 62 percent in 2004 and 61.7 percent in 2012 (Figure 111.19).38 The statistic
is not directly comparable with the information contained in EESIC (2014) since the latter gathers
information on agricultural work rather than land ownership.3?

Livestock ownership fluctuates significantly between 2004 and 2014 and seems to be subject
to important comparability issues with the DHS (2012) survey. Animal ownership was 16.7
percent in 2004, 41.7 percent in 2012, and 28.4 percent in 2014 (Figure 111.19). Comparability
issues between the different surveys probably caused those large unexplained variations. They
might also reflect ad-hoc or seasonal changes. Not surprisingly, ownership of livestock is much
more important in rural areas than in urban areas with 39 percent of rural households owning at
least one animal in 2014, compared with 15 percent of urban households in the same year (Figure
111.20). Households that are at the bottom 40 percent of the consumption distribution also possess
more livestock than their counterparts located in the top 30 percent of the consumption
distribution, which probably stems from the fact that poorer households tend to be located in rural
areas and to work in agriculture.

38 EIM (2004) and DHS (2012) report owned land.

39 The exact question in EESIC (2014) is: Over the last 12 months, at least one member of your household was a
farm operator, worked in agriculture, or exploited its land? In total, 24.9% of the households reported to be working
on their own land (Yes, owner). Another 46% reported renting a land plot for work (sharecropper), working in a land
plot for free (free work), or not to do any agricultural work (No). Finally, 29% did not respond to the question.
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Figure 111.19: Land and livestock ownership, 2004-2014 Figure 111.20: Livestock ownership, 2014
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Sources: EIM 2004, DHS 2012, and EESIC 2014.

Human development outcomes have been improving, with problems remaining in terms of
health and nutrition

Households’ size decreased between 2004 and 2014, but the demographic structure did not
change fundamentally with the proportion of children declining slightly. Comoros’
households underwent a demographic transformation between 2004 and 2014, characterized by a
decrease of the family size from 5.9 individuals in 2004, to 5.4 individuals in 2012, and then 5
individuals in 2014 (figure 111.21). The family size for households at the bottom 40 percent of the
consumption distribution went down from 7.3 to 6.3 individuals during 2004-14, while the size of
those from the top 30 percent declined from 4.6 to 3.8 individuals. As expected, rural households
are larger compared to urban ones, but both have diminished over the period of time considered,
rural households’ size declining from 6.1 individuals in 2004 to 5.4 in 2014, and urban
households’ size decreasing from 5.5 individuals in 2004 to 4.5 in 2014. The demographic
structure of Comoros’ households did not fundamentally change between 2004 and 2014 other
than a slight increase of the proportion of adults, mainly to the detriment of the proportion of 5-
to-15-year-old children. At the national level, the proportion of adults in a household between
2004 and 2014 went up from 61 percent to 64 percent, while the share of children between 5 and
15 years old went down from 24 percent to 22 percent, and the one of children under 5 also
decreased by one percentage point (Figure 111.22). A similar trend is found across all households,
no matter their urban/rural origin or their income. Not surprisingly, rural and poorest households
are the ones found with the highest proportions of children under 15 years old relatively to their
adult population. In 2014, the proportion of under-15-year-old children in the bottom 40 percent
households was 44 percent, against 28 percent for the top 30 percent households.
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Figure 111.21: Households’ size, 2004- Figure 111.22: Households’ demographic structure, 2004-2014
2014 (number of individuals) (share of individuals within Comoros’ households)
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Sources: EIM 2004, DHS 2012, and EESIC 2014.

The proportion of households headed by women has increased to reach almost 30 percent of
Comoros’ households, mostly among urban and low-income households. In 2004, 21.5
percent of the households’ heads were women. This proportion increased to 27.8 percent in 2014
(Figure 111.23). This phenomenon particularly affected households from the lower end of the
income distribution. Between 2004 and 2014, the proportion of bottom 40 percent households
headed by women increased by almost 10 percentage points, up from 18.6 percent in 2004 to 27.9
percent in 2014. Likewise, urban households experienced a major rise of 10 percentage points in
the proportion of households headed by women, increasing from 22.7 percent in 2004 to 32
percent in 2014.
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Figure 111.23: Female head of Figure 111.24: Household head’s years of education by gender,
household, 2004-2014 (percentage of 2004-2014 (percentage of households)
households)
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The proportion of households’ heads with secondary and post-secondary education also
increased between 2004 and 2014. The proportion of households’ heads with secondary
education went up between 2004 and 2014 from 6.3 percent in 2004 to 16.2 percent in 2014
(Figure 111.24). The proportion of households’ heads with postsecondary education also increased
by 10 percentage points over the same period, up from 4.5 percent in 2004 to 14.5 percent in
2014. This latter improvement is evident for urban and rural families, and for households at both
ends of the consumption distribution.

School enrollment increased significantly between 2004 and 2014. At the national level the
rate of primary school enrollment increased by close to 7 percentage points between 2004 and
2014, up from 64.7 percent to 71.9 percent (Figure 111.25). The increase benefited both urban and
rural households. The primary enrollment rate of children from urban and rural households
increased respectively by 6.7 and 5.7 percentage points. However, rural households remain
worse-off than their urban counterparts with a primary enrollment rate at 62.7 percent in 2014,
about 9 percentage points below the urban level. There has been also an important expansion in
access to both lower and upper secondary education as well as tertiary education, with enrollment
in tertiary education increasing slightly faster. In 2004, 39.5 percent of the population of lower

secondary school age (12-15 years) and 27 percent of the population of upper secondary school

age (16-18 years) was in school.*® These proportions respectively rose to 45.5 percent and 29.1
percent in 2014. Tertiary school enrollment increased from 11.1 percent to 31.8 percent during

40 School age groups are from The Comoros National Education Profile- World Bank (2014).
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the same period. ** The surge was particularly pronounced in rural areas, where the enrollment
rate at the tertiary level increased by over 20 percentage points while lower and upper secondary
enrollment increased by around 2 percentage points. However, secondary and higher enrollment
rates remain significantly lower in rural areas compared to urban ones, with gaps of 7 percentage
points and above.

Primary and lower secondary school enrollments increased faster among households at the
bottom 40 percent, while upper secondary enrollment expanded more among the better off.
As shown by Figure 111.26, primary and lower secondary enrollments increased for both bottom
40 percent and top 30 percent groups, but increased faster among the former, allowing them to
significantly reduce the education gap with the better off groups. Enrollment in upper secondary
also increased significantly between 2004 and 2014, but the increase benefitted more the top 30
percent for whom the enrollment rate increased by about 10 percentage points, compared to an
increase of around 2 percentage points for the bottom 40 percent. There seems to be a surge in
enrollment in tertiary education among the poor population groups, with the enrollment rate
increasing by about 24 percentage points among the bottom 40 percent, against an increase of 11
percentage points in the top 30 percent groups. In parallel to increased enrollments, late
enrollments have also been reduced, the share of children aged 7 years old (the compulsory
school age) enrolled in school increased from 65.2 percent in 2004 to 69.5 percent in 2014. The
increase was even more pronounced among the bottom 40 percent with the rise of the share of 7-
year-old from 64.3 percent to 72 percent.

Figure 111.25: School enrollment rates, 2004-2014 Figure 111.26: Enrollment rates among bottom
(percentage) 40% and top 30% (percentage)
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Increased school enrollment as well as access to primary and secondary education is slowly
transforming the educational structure of the country. As shown in Figure 111.27, the share of

41 WDI (2016) shows much lower tertiary enrollment rates, with gross tertiary enrollment rates of about 9 percent in
2013. However, WDI data do not allow to distinguish between urban and rural areas.

92



the population aged 15 years old and older who has no education or informal education has
declined from 67.7 percent in 2004 to 40.9 percent in 2014, while the share of the population with
some or completed secondary education has become more prevalent, increasing by 15 percentage
points, from 6 percent in 2004 to 21.3 percent in 2014. The trend has benefited all households,
whether they are located in urban or rural areas, or they are at the bottom or top of the welfare
distribution (Figure 111.28).

Figure 111.27: Educational attainment 15 years and above Figure 111.28: Educational attainment
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Sources: EIM 2004, DHS 2012, and EESIC 2014.

Gender parity has also progressed with tremendous improvements from the poorest and
rural households. At the national level, the gender parity index for primary school enroliment
went up from 0.94 in 2004 to 1.03 in 2014 (Figure 111.29). This increase in favor of girls was
primarily driven by important improvements for rural and bottom 40 percent households. The
gender parity index of rural households went up from 0.89 percent in 2004 to 1.03 in 2014, while
the gender parity index of households from the bottom 40 percent increased even more from 0.80
in 2004 to 1.04 in 2014 (Table 111.2).
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Figure 111.29: Gender parity index, 2004-2014 (girl-to-boy Table 111.2: Gender parity, 2004-2014

enroliment ratio) (girl-to-boy enrollment ratio)
1.35
1.25
Comoros 0.94 1.03 1.03
115 12 Urban 104 101 104
' Rural 0.89 1.04 1.03
1.05 Lot 1.04 1.04
. 04 WE—— 103
g ——— 1.03 Bottom 40% 0.80 1.04
Top 30% 1.12 1.30
1.01
0.95 53 /
0.89
0.85
0.80
0.75 . .
2004 2012 2014
=== COMOI0S === rban Rural

==p== Bottom 40% ==¥==Top 30%
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Comoros performs better than SSA peers in health outcomes, though malnutrition continues to
be widespread

Maternal health indicators appear in line with African peers. The indicators on health, infant
and maternal mortality, and malnutrition are from DHS 2012. Almost 60 percent of pregnant
women made at least four antenatal visits to a health care assistant, which is in line with WHO
recommendations, and 67 percent received post-natal care. Among the remaining 40 percent who
made less than 4 prenatal visits, 20 percent did not see a specialist during pregnancy, 30 percent
made 1-2 visits and 50 percent made 3 visits (Figure Il1. 30). In terms of maternal mortality ratio,
Comoros appears much better off than its international peers. At 172 deaths per 100,000 births in
2012, the maternal mortality ratio is moderately low in Comoros, significantly lower for instance
than the maternal mortality ratio of 464 deaths per 100,000 live births in Tanzania. Likewise, the
maternal mortality rate of Comoros is much lower than the average for sub-Saharan Africa, which
stood at 587 deaths per 100,000 births in 2012 (Figure 111.31).
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Figure 111.30: Antenatal visits, 2012 (number of visits per Figure 111.31: Maternal mortality ratio,
mother) 2012 (per 100,000 births)
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Health indicators related to children’s mortality rate fall within the international average
with high discrepancies between rural and urban areas. Under-five mortality, which measures
the probability of children dying between birth and their fifth birthday, stood at 50 deaths per
1,000 births in 2012 at the national level (Figure 111.32). However, the indicator displays
significant differences between rural and urban areas. In 2012, the under-five mortality rate in
rural areas stood at 58 per 1,000 live births, more than twice the under-five rate in urban areas (28
per 1,000 live births in 2012). The island of Ngazidja, without considering Moroni, is where the
rate was higher, standing at 57 per 1,000 live births in 2012, compared with Moroni or Mwali’s
under-five mortality rates of respectively 34 and 41 per 1,000 live births. Out of 3,149 births
reported during the five years before the survey, the infant mortality rate (which measures the
probability of infants dying before their first birthday per 1,000 live birth) in 2012 stood at 40.3
per 1,000 births, compared to an infant mortality rate of 61.5 per 1,000 births in Sub-Saharan
Africa in 2012 (Figure 111.33). Such an infant mortality rate was lower than countries such as
Burundi (59.5 per 1,000 births, 2012) but higher than Tanzania (38.8 per 1,000 births, 2012) or
Mauritius (12.8 per 1,000 births, 2012).
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Figure 111.32: Under-5 mortality rate by geographical location,  Figure 111.33: Infant mortality rate, 2012
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Average values of the child nutrition indicators follow a normal distribution at national
level, but also in the three islands. For children, the three most commonly used anthropometric
indices to assess their growth status are wasting (weight for height), stunting (height for age) and
underweight (weight for age). For each one of those indicators, we calculate Z-scores using
international standardized measures of a reference child in good health of the same age and sex.*?
A Z-score is considered normal if it is above 2 standard deviations of the reference point,
moderately low if it is below 2 and 3 standard deviations, and severely low if it is below 3
standard deviations of the standardized reference measure. For example, a child whose height-
for-age z-score is —2.5 is considered stunted, while a child whose z-score is -3.5 is considered
severely stunted.** In Comoros, the average Z-score values are within normal ranges (less than
two standard deviations). As seen in Figure 111.34, the densities of the three anthropometric
indicators (the orange bars) fall within the reference density (the red curve), with some minor
discrepancies. In particular, the stunting’s density, and to a lesser extent the one for underweight,
are slightly shifted to the left of their respective reference distributions. The analysis of the z-
scores shows that children in rural areas, and boys in particular, tend to have lower health
indicators.

4 Anthropometric ~ Z-scores  calculated using the 2006 WHO child growth  standards
http://www.ifpri.org/staffprofile/jef-leroy.
43 Prevalence of overweight and obesity remains relatively low and thus it is excluded from the analysis.
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Figure 111.34: Density of anthropometric indicators, 2012 (Z-scores)
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Source: DHS 2012.

The relatively good results observed for the wasting and underweight indicators suggest the
absence of short-term shocks affecting nutrition such as starvation or food security issues.
The observed distribution of wasting (body weight relative to the height) follows relatively well
the distribution of z-scores in the reference population since the histogram of the population
follows the normal distribution (it falls within the red line curve). Likewise, the observed
distribution of underweight also seems to follow the distribution of z-scores. Nonetheless, 13.7
percent of children do have a low weight for their height, which could be the consequence of a
severe disease, for instance diarrhea (Figure 111.35). Similarly, in 2012, 9.2 percent of rural
children were in a state of moderate underweight, and 8.2 percent of them were considered as
severely underweighted. The proportion of children affected by wasting and underweight does
not significantly vary between urban and rural areas.

Conversely, the stunting indicator shows poor results that primarily affect rural areas.
Stunting’s density is shifted to the left of its reference distribution (Figure 111.36). In 2012, 22.3
percent of under-5-year-old children were considered stunted at the national level, with 13.5
percent of them identified as moderately stunted and 18.8 percent severely stunted (Figure 111.35).
The situation affects primarily rural areas with a proportion of severely stunted children reaching
19.4 percent (Table 111.3), compared to 17.2 percent in urban areas.
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Figure 111.35: Anthropometric indicators, 2012 (percentage of children)
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Source: DHS 2012.

Table 111.3: Anthropometric indicators, 2012 (percentage of children)

Stunting Normal 67.7 71.4 66.3
Moderate 135 11.3 14.3
Severe 18.8 17.2 194

Wasting Normal 86.3 85.2 86.7
Moderate 6.5 7.8 6.0
Severe 7.2 7.0 7.3

Underweight Normal 83.3 86.2 82.2
Moderate 9.6 9.3 9.7
Severe 7.1 45 8.2

Source: DHS 2012.

Stunting poor results suggest the existence of long-term or chronic nutrition inadequacies
among some of the children. Stunting, defined as low height for age, could be an indicator of
persistent nutritional insufficiencies and/or frequent illness among young children. This
possibility is particularly plausible since stunting appears more prevalent among children between
2 and 4 years old — 24 to 60 months (Figure 111.36). Furthermore, stunting is also likely to occur
among low-birth-weight infants, which in turn might be caused by poor maternal health since
stunted women are more likely to give birth to low-birth-weight babies. Among children born
during the five years preceding the DHS (2012) and whose birth weight was reported (by recall or
from a written card), 83 percent weighed 2.5 kg or more and 17 percent were underweight.
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Figure 111.36: Anthropometric indicators by age, 2012 (Z-scores)
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III. Extent and Evolution of Multidimensional Poverty

The previous section revealed fairly important improvements in households’ living conditions
between 2004 and 2014, especially in education and housing conditions. Despite these
improvements, major challenges remain to be addressed: better housing conditions, access to
electricity and improved water sources, as well as larger enrollment in higher education. In order
to overcome these challenges, it is necessary to understand the different dimensions and forms of
deprivation experienced by households and their causes. The following section will therefore
analyze the multiple deprivations experienced by the Comorian households in various areas of
well-being, and assess the extent and evolution of multidimensional poverty.

Significant decline of multidimensional poverty, particularly in rural areas, but rural
populations and those outside of Ngazidja continue to face important deprivations

The approach of multidimensional poverty is based on the idea that the well-being of a
population can be jeopardized not only by severe shortfalls in consumption and income, but
also by deficits in many living conditions’ dimensions. Efforts to sustainably address poverty
need to go beyond the proximate causes of deficits in consumption in order to understand the
different forms of deprivation and address the multiple underlying causes to poverty and
vulnerability. However, the multitude of dimensions in which people can suffer deprivation and
the complicated ways in which these dimensions are intertwined make such analysis challenging.
We use a relatively simple methodology proposed by Alkire and Foster (2011) to measure
multidimensional poverty based on two elements: shortfalls in each of the relevant dimensions of
well-being, and the extent of deprivation in the different dimensions.
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We consider five main dimensions, and thirteen indicators, for the measurement of the
Multidimensional Poverty Index (MPI) (Figure 111.37).* The MPI reflects the prevalence of
poverty and the breadth of multiple deprivations among the poor.*> We consider as multi-
dimensionally poor all Comorian individuals deprived in at least 30 percent of the indicators.
Those deprived in over 50 percent of the indicators are identified as in severe deprivation and
those deprived in between 10 and 30 percent of the indicators are considered as vulnerable to
deprivation. More details on the approach can be found in Appendix 3.

Figure 111.37: Welfare dimensions and indicators of the method
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Five Welfare Dimensions

About three fourth of the Comorian population suffer from deprivation in around a third of
relevant dimensions of well-being, and close to one fourth suffer from severe deprivations.
Table 111.4 reports the MPI rate and its two components — incidence and average intensity of
deprivation faced by the poor— at the national and regional levels.*® At the national level, the
incidence of deprivation and the multidimensional poverty rate were respectively 75 percent and
38 percent in 2014. The first informs on the prevalence of multidimensional poverty and the
second represents the proportion of weighted deprivations experienced by the poor relative to the
maximum potential deprivations that could be experienced by the whole population. The levels of
vulnerability to deprivation were also quite important and exceeded 24 percent in 2014, showing
that Comoros’ population as a whole was considered as vulnerable to deprivation.

44 Each dimension is equally weighted and each indicator within each dimension is equally weighted.

45 The MPI is calculated by multiplying the incidence of deprivation (or poverty) (H) by the average intensity of
deprivation (A), where H represents the headcount or the proportion of the population that is deprived or poor in a
multidimensional way, and A represents the average breadth or multiplicity of deprivation people suffer at the same
time, measured by the average proportion of indicators in which poor people are deprived (see
http://www.ophi.org.uk/ for more details).

46 The MPI is also interpreted as the adjusted headcount ratio.
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Table 111.4: Multidimensional Deprivations Indicators

2004 2014 2004 2014 2004 2014 2004 2014 2004 2014
National 50.3 38.1 85.0 75.0 59.2 50.8 145 24.1 60.6 39.8
Urban 36.1 29.3 68.3 62.5 52.8 46.9 30.4 36.4 43.7 26.0
Rural 55.5 44.0 91.1 83.3 60.9 52.7 8.7 16.0 70.8 48.9
By Island
Moroni 34.8 29.7 71.8 65.5 48.5 45.3 28.2 343 37.0 24.7
Rest of Ngazidja 48.5 37.2 86.0 76.8 56.4 48.5 13.9 231 61.6 36.1
Ndzouani 53.4 41.8 85.5 77.1 62.5 54.2 13.6 211 71.1 47.9
Mwali 57.0 415 90.0 76.9 63.3 54.0 10.0 22.2 73.6 46.7

Sources: EIM 2004 and EESIC 2014.

The proportion of multi-dimensionally poor people significantly declined between 2004 and
2014, but people remain vulnerable to deprivation and poverty. At the national level, the
headcount and MPI estimates respectively declined by around 10 and 12 percentage points
between 2004 and 2014. A more significant decline is observed in the proportion of severely
deprived population groups as shown by the respective declines of the headcount and
multidimensional rates by about 21 and 16 percentage points between 2004 and 2014 (Figures
111.38 and 39). However, those who have been able to move out of deprivation remain near the
deprivation thresholds and vulnerable to fall back into deprivation and poverty. The substantial
increase in the vulnerability rates, by close to 10 percentage points between 2004 and 2014,
indicates that, despite the registered improvements in welfare, an important part of the Comorian
population remains at risk to fall into poverty.

Figure 111.38: Proportion of multidimensionally poor  Figure 111.39: Proportion of multidimensionally poor
and vulnerable people in 2004 (percentage) and vulnerable people in 2014 (percentage)
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Rural populations suffer more breadth of deprivation, but their situation is improving
faster than their urban counterparts. In line with the findings of the previous section, the
prevalence and breadth of deprivation are declining faster in rural areas than in urban sectors. The
decline of multidimensional poverty in rural areas seems to be more significant than the decline
in consumption-related poverty observed previously, which suggests that improvements in rural
nonmonetary indicators of welfare were more important than improvements in rural consumption
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levels. Conversely, the decline of the MPI in urban areas was slightly lower than the decline in
the monetary headcount, indicating that in these areas, consumption improved faster than
nonmonetary welfare dimensions of deprivation. Despite these changes, rural households
continue to be much poorer than their urban counterparts (Figure 111.40 (a)).

Figure 111.40: Multidimensional Deprivation Indicators by area
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Sources: EIM 2004 and EESIC 2014.

Mwali and Ndzouani are facing the highest levels of deprivation, while households in
Ngazidja seem to be better off. In 2004, Mwali was the poorest region with its MPI estimated at
57 percent (and over 90 percent of the population was deprived in one third of the living
conditions’ dimensions). However, between 2004 and 2014, deprivation declined much faster in
Mwali than in the rest of the country, which resulted in similar multidimensional deprivation rates
for both Mwali and Ndzouani in 2014 (Figure 40 (b)). Those multidimensional deprivation rates
still remain much higher than in Ngazidja, and particularly Moroni. The consumption poverty
analysis in the first section presented a quite similar picture of Moroni and the rest of Ngazidja
being better off than Ndzouani and Mwali, but it only showed a faster decline of poverty in the
latter when small area estimation method was used to estimate the 2004 poverty levels. The focus
on consumption only (meaning the re-estimation of the consumption poverty figures using EIM
2004) revealed almost no improvements in Mwali, while the results in the present section reveal a
quite substantial drop in terms of multidimensional poverty, suggesting that even though
households in this region did not experience an increase of their living standards, they witnessed
improvements in the other nonmonetary dimensions of their living conditions.
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Figure 111.41: Deprivation levels among the poor at Figure 111.42: Deprivation levels for total population
the national level (percentage) at the national level (percentage)
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Poor segments of the Comoros’ population are experiencing high deprivations in a number
of important dimensions of well-being, including first and foremost in access to electricity
and efficient cooking fuels, followed by sanitation and assets ownership. As shown by Figure
I11.41, over three quarters of the (multidimensional) poor Comorians are deprived in access to
electricity, efficient cooking fuels such as gas, kerosene or charcoal, and improved sanitation; and
more than half of them are deprived in assets and basic needs consumption. The levels of
deprivations among the whole population, while following the same trends, seem to be lower,
except in the cases of access to electricity and cooking fuels (Figure 111.42). In spite of
improvements in children school enrollments, over one third of the poor population remains
deprived in school attendance, meaning that in these households many members aged between 6
and 15 years old are not attending schools. Deprivations in electricity, cooking fuels and
improved sanitation, followed by school attendance, are significantly higher among rural poor
than urban ones (Figures 43 and 44).
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Figure 111.43: Deprivation levels among the rural Figure 111.44: Deprivation levels among the urban
poor (percentage) poor (percentages)
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Access to basic services and ownership of assets, followed by consumption, account for the
most important share of the Multidimensional Poverty Indicator. In 2004, deprivations in
assets and access to basic services each contributed to about one fourth of multidimensional
poverty, while deprivation in consumption contributed to around one fifth. In 2014, the
contribution of the three dimensions increased, with the contribution of deprivation in access to
basic services increasing more sharply, suggesting that despite the improvements in their living
conditions and standards, the Comorian population continues to suffer mainly from low access to
basic services (Figure 111.45). Education and housing conditions have the lowest shares in the
MPI, suggesting that although many Comorian households continue to face deprivations in these
dimensions, they remain more deprived in the other dimensions of welfare.
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Figure 111.45: Contribution of the different dimensions to the MPI (percentage)
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Sources: EIM 2004 and EESIC 2014.

All the regions of the country are mostly deprived in access to basic services and assets,
while deprivation in education is relatively low. According to Table 111.5 and Figure 111.46, the
contribution of access to basic services to multidimensional poverty has the highest share and is
increasing over time. Deprivation in access to basic services seems to increase particularly in
Ngazidja. The contribution of deprivation in consumption to the MPI varies between one fourth
and one fifth across the different regions, and seems to be stable over time, except in Mwali
where it increased by around 6 percentage points between 2004 and 2014, indicating that
improvements in living standards on the island where much slower than improvements in
nonmonetary dimensions of welfare. Education has the lowest contribution and its share is
declining over time. In particular, in 2014, the contribution of education to the MPI was the
lowest in urban areas and in Mwali. This suggests that although efforts to promote school
enrollment and basic education should be pursued and even furthered, more needs to be done to
develop the infrastructures that facilitate access to services and to productive jobs, and that
increase the living standards of the households.
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Figure 111.46: Contribution of the different dimensions to the MPI by region (percentage)
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Table I11.5: Contribution of the different dimensions to the MPI by region (percentage)

Education 17.9 114 15.8 8.8 11.6 7.1 15.2 7.6 20.5 14.3 14.3 8.5
Dwelling Conditions 13.2 12.2 14.6 12.2 13.3 11.3 9.9 9.2 15.3 13.9 20.8 17.0
Access to Basic Services 23.7 29.5 18.0 28.2 14.1 28.5 26.6 35.8 20.6 245 20.9 26.7
Assets Ownership 24.0 24.2 29.8 29.8 36.5 28.7 26.1 26.0 22.7 25.0 27.6 26.3
Living Standards 21.1 22.7 21.8 21.0 24.5 24.4 22.2 214 20.9 223 16.4 215

Sources: EIM 2004 and EESIC 2014.

Multidimensional deprivation declines with the increase of the cutoff, and attains about 17
percent in 2014 when considering the proportion of the population deprived in 60 percent of
the indicators of well-being. Table 111.6 and Figure 111.47 show that the MPI declines sharply
when considering cutoffs levels over 50 percent, particularly in 2014 and in urban areas,
indicating that most of the Comorian population, particularly urban, is deprived in half (and less)
of the relevant dimensions of well-being. The ranking of the MPI indicators across the different
regions is maintained for the different cutoffs, and the urban-rural gap seems to be wider for
cutoff levels between 30 percent and 50 percent.
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Figure 111.47: Variation of the MPI with the cutoffs at the national and rural-urban levels (percentage)
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Table I11.6: Variation of the MPI with the cutoff levels

10% 52.9 42.9 57.3 47.3 41.2 36.3
20% 52.2 42.0 57.0 46.9 39.2 34.5
30% 50.3 38.1 55.5 44.0 36.1 29.3
40% 46.9 32.6 52.8 38.8 30.7 23.1
50% 41.0 24.8 46.9 30.8 25.1 15.7
60% 33.3 16.6 38.7 21.0 18.7 9.9

Sources: EIM 2004 and EESIC 2014.

The demographic characteristics of the household, the sector of employment of the head
and access to basic services are the most important factors influencing the probability of
being poor. We attempt to understand the determinants of deprivation using a logit model to
estimate the impact of households’ characteristics on the probability of the household to be poor
in a multidimensional way. The results are reported in Appendix 3. The estimation results in
Table 3-1 indicate that households with larger size and important number of children have high
probabilities to be poor. The causality here runs in both directions. On the one hand, poor
households tend to have larger size and more kids, who are often perceived as a form of private
insurance for retirement. On the other hand, the size of the household, and the subsequent large
number of children, yield a negative impact on welfare by dividing scarce resources over a large
number of individuals. The age of the head and the presence of elderly members do not seem to
have a significant impact on the probability of being poor. Likewise, households with a head
having a university degree have significantly lower probability of being poor. The reverse is also
true, as lower education levels of the head do not seem to significantly reduce the risk of
deprivation and poverty.
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Other results from the logit model show that the sector of employment, the geographical
location, and access to a various set of assets and services have a significant impact on the
probability to be poor. Working in the manufacturing and the trade sectors strongly reduce the
probability of being poor. Lack of access to electricity, improved drinking water sources and
improved sanitation, as well as important distances to college, have a strong negative impact on
poverty. Similarly, benefitting from transfers and ownership of assets, particularly
communication and transportation means, as well as livestock, significantly reduce the poverty
probability risk. The regional location affects significantly the probability of deprivation. Being
located in rural areas increases the chances of being poor, while being located in the rest of
Ngazidja seems to lower the probability of poverty.
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Chapter 1V — Employment in Formal and Informal Economy

Key Messages

= Despite the fairly good level of education of its workforce, Comoros’ labor market
continues to offer limited productive job opportunities;

= There has been signs of structural transformation since 2004, with labor moving
out of agriculture, but the shift was largely in favor of the service sector, and
employment remains concentrated in informality;

= The vast majority of businesses are micro-enterprises with one or two workers,
largely operating in an informal setting with low capacity to add value;

» Inclusion of women in the labor market is relatively weak, they are often confined
in low-skilled informal jobs.

Comoros lacks the prerequisites for productive transformation and jobs creation. The size of the
economy and the weaknesses of its infrastructure and institutions are holding back private
investment and productive activity. Consequently, most of the population rely on agriculture and
non-agriculture informal jobs and are likely to continue working in these sectors for the
foreseeable future. The present chapter examines the structure of the labor market and informal
employment, and attempts to investigate the main bottlenecks for accelerating economic growth
and poverty reduction.

The chapter is built on the 2014 EESIC that informs quite thoroughly on the state of the labor
market in Comoros. The survey follows a 1-2-3 methodology and is divided into three phases.
Phase 1- Employment Section collects information allowing to establish the main indicators of
the labor market and characteristics of the workforce. This phase also provides data on under-
employment and unemployment, as well as the level of multi-activity and its incidence on
households’ revenues. The pool of households interviewed during the first phase allows to gather
information on informal work and to constitute the sub-sample of UPI that will be interviewed in
phase 2. Phase 2- Informal Sector Section aims at understanding the informal labor market. The
pool of respondents is drawn out of phase 1’s respondents that have been identified as head of
informal unit of production (UPI). Heads of UPI need to satisfy three criteria, whether it is for
their principal activity or their secondary job: i) employer or self-account worker; ii) non detailed
accounting or no fiscal registration; and iii) the unit produces goods and services that are sold.
This second phase allows to identify the sectors where informality prevails, and to assess the
overall weight and importance of informality within the economy of Comoros. Drawing on those
descriptive statistics, we can further determine the needs, constraints, and opportunities that
characterize the informal sector, as well as explore the different strategies implemented by UPIs
to face modern competition. Phase 3- Households’ Consumption Section collects information on
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households’ consumption and living conditions for the analysis of poverty. It also provides
critical insights to analyze the role played by informal activities and its subsequent revenues to
satisfy households’ needs. The analysis is complemented by a discussion on the changes in the
labor market during the last decade, drawing on data from EIM (2004).

The distinction between individual workers and units of production or enterprises remains
challenging for an economy characterized by a high degree of informality, where the frontier is
always blurry and many individuals are accounted as self-account enterprises. The analysis
presented in the first and second sections of the chapter will make a clear distinction between jobs
held by individual workers and UPI — Informal Unit of Production. The chapter starts by
sketching the main features of employment in Comoros. The second and third sections examine
the employment structure and underemployment. The last section investigates the state of
informal employment in non-farming enterprises.

I. Labor Force characteristics and participation

Figure 1V.1: A snapshot of the job market in Comoros

In school:
86,625 (42.2%)

Sources: EESIC 2014 and World Bank Staff calculations. Note: The number of working-age people is extracted from
the WB database for the year 2014, and is based on the age-dependency ratio that stood at 76.3 percent in 2014.
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Labor force participation remains very low, with discrepancies across gender.

The Comorian labor market is characterized by very low participation of the working-age
population in the labor force. In 2014, the working-age population — i.e. more than 15 years old
— amounted to around 60 percent of the whole Comorian population. Within this working-age
population, only 45 percent was actively engaged in the labor market. The rest was either inactive
(45.6 percent), or were considered as discouraged unemployed workers (9.9 percent). Such a
participation rate is among the lowest in Africa, especially when compared for instance with
Tanzania (89.1 percent), Burundi (82.6 percent), Madagascar (88.5 percent) or even Kenya (67.3
percent).*’ The participation rate has remained virtually unchanged from its level in 2004 (45
percent).

A large share of Comoros’ inactive workers is actually engaged in studies. Within the
inactive, the share of working-age people at school amounts to 42.2 percent of them (Figure
IV.2). In absolute value, it represents around 86,600 people at school, a figure greater than the
total amount of people engaged in agricultural activities (around 70,000 people). People that are
inactive because of their studies represent almost half of Comoros’ active workers (86,600 vs
184,000), a situation which raises questions regarding potential future and decisive changes in the
level of education of Comoros’ population.

Figure 1V.2: Reasons for not Working (percentage of non-labor force/inactive)
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Other

Source: EESIC 2014.

Overall, the participation rate seems only weakly influenced by the level of education.
Indeed, Comorians in the labor force and inactive share the same educational profile. While the
national participation rate stands around 45 percent, whether people have no education or hold a
university degree does not appear to have an influence on labor participation (Table I1V.1). For
instance, the participation rate for Comorians without education is measured at 47 percent,

47 World Bank Database. Figures for year 2013.
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compared to 49 percent and 47 percent for those with primary education and superior education
respectively. The only figure that stands out is among those with secondary education. In this
category, the participation rate is quite low (35 percent) and might reflect the ongoing studies of
many of the category’s respondents. Although they are more than 15 years old, and thus included
in the labor force statistics, they might still be at school, therefore artificially lowering the
participation rate of this specific educational category.

Table 1V.1: Participation rate measured by educational attainment (percentage)

Non-labor force 53 51 65 53 56
Labor force 47 49 35 47 44
Total 100 100 100 100 100

Source: EESIC 2014.

The participation rate across all three islands is similar. In 2014, the participation rate was
virtually the same on the three islands. Ngazidja has the highest participation rate with 46.3
percent of its population being active. The other regions followed with very similar rates, the
lowest being 42.1 percent in Ndzouani.

However, because of the differences in population across islands, the contribution of each
island to the total labor force is significantly different. While the participation rates within
each island are similar, the differences in terms of population between the islands imply very
different contributions from each island in terms of absolute number of workers. For instance,
Ndzouani and Mwali have similar participation rates but since Ndzouani is much more populated
than Mwali, 35 percent of Comoros’ workforce lives on the island of Ndzouani, while only 6
percent of it comes from the island of Mwali. Looking at the contribution of each island to the
total workforce, Ngazidja is by far the largest contributor to Comoros’ workforce, with 20 percent
of the workforce located in the capital city of Moroni, and another 39 percent living in the rest of
the island of Ngazidja (Figure 1V.3).

Figure 1V.3: Contributions of Islands and Moroni Figure 1V.4: Labor Force participation by Gender
to the Labor Force (percentage of total workforce)  (percentage)
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Source: EESIC 2014. Source: EESIC 2014.
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The low participation rate in the labor market is partially related to the weak labor
inclusion of women. Comoros, through its main religion and its socio-economic structures,
shares a lot of similarities with the Maghreb countries. Compared to the main economies of the
Maghreb region, Comoros has a national participation rate that is similar. In 2014, the
participation rate of Morocco stood at 50.5 percent, Mauritius at 58.6 percent, and Egypt at 49.1
percent. Similarly to those countries, this low national participation rate is partly driven by a very
weak participation of women in the labor market (26.5 percent in Morocco and 23.7 percent in
Egypt for instance). As shown by figure 1V.4, only one-third of Comoros’ women are part of the
workforce. Such a very low female rate of participation heavily weighs on the overall rate of
participation. Furthermore, this phenomenon of low female participation rate is a constant across
all different age classes. For instance, while participation rates of men aged 35-54 are beyond 80
percent, women’s participation rates for the same age groups hardly reach 50 percent. Overall,
across all age classes, female’s participation rates are consistently lower than male’s rates by
close to 30 percentage points.

The second factor is an unusual low male’s participation, which severely hampers
Comoros’ national participation rate. While female participation remains very low, the overall
participation rate in Comoros is also driven down by a particular low men’s participation. While
Maghreb countries achieve male rates of participation around 80 percent, which partly
compensates for the very low rates they experience on the female side, Comoros fails to do so
since only 57 percent of Comoros’ working-age males participate to the labor force (Figure 1V.4).

Mid-aged labor force with quite important shares holding higher education degrees

The average age of Comoros’ labor force is around 40 years old. As shown by Figure 1V.5,
the bulk of the workforce in Comoros is comprised by the generations between 25 and 45 years
old that represent more than 56 percent of the total labor force. The share of the 15-19 and 20-24
age groups in Comoros only represent respectively 3 percent and 7 percent of the total workforce.
Considering the very high number of working-age Comorians at school (around 86,600 of them),
the low rate of the 15-24 age group could be explained by a high investment in human capital,
which favors the presence of young adults in universities.
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Figure 1V.5: Labor force by Age Figure 1V.6: Labor participation rate by Age (percentage of
(percentage of total workforce) age-class specific workers)

80

75+ 1.5

70 68 66

65-74 4.2 60 57 57

55-64 10.3 50
Comoros
45 percent
4554 _ 17.5 0 36

30

35-44

17
20 15

25-34 7.9

I

10

15-24 0

=
e
(=]

15-24 25-34 35-44 45-54 55-64 65-74 75+
Source: EESIC 2014. Source: EESIC 2014.

This relatively important investment in studies, and the subsequent late participation of
Comoros’ youth, are confirmed by the bell-shape of the labor participation rates by age
groups. The effect of age on labor market inclusion in Comoros follows a typical bell curve. The
participation rate is low among the youth — only 15 percent of individuals aged 15-24 are part of
the labor force. It gradually increases, eventually reaching 68 percent of those aged 35-44 and 66
percent for those aged 45-54 (Figure 1V.6), and then decreases among the elderly. This follows
standard theory as on the one hand, during youth, the trade-off between working and investing in
human capital tilts towards investing in human capital; on the other hand, physical unfitness,
preference for leisure, labor legislation on retirement age, and discouragement due to fewer
opportunities being available (higher labor and training costs, technological requirements) force
the elderly to gradually withdraw from the labor market.

A large share of the population in Comoros still lacks proper education with large
differences between men and women. 40 percent of Comoros’ labor force has never received
any education and 23 percent of it has only achieved primary schooling. Overall, it leaves close to
two third of the country’s labor force with low levels of education (Figure IV.7). The
discrepancies between men and women are also striking given that 47 percent of Comoros’
female labor force has not received any education, compared to only 36 percent of the male
workforce.

Yet, Comoros has unusual strong numbers in terms of superior education, especially when
compared with other Sub-Saharan peers. In 2014, 18 percent of Comoros’ working age
population had superior education and 19 percent had reached a secondary education level
(Figure 1V.7). Within the Superior and Secondary categories, the differences between men and
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women are minor. When looking deeper and comparing with the situation in 2004, we see that
while 40 percent of Comoros’ labor force has not received any education in 2014, the educational
attainment of the Comoros’ labor force has significantly improved. For instance, in 2004, half of
the working population had never attended school and only 8 percent had a higher education
degree. In 2014, the former had decreased to 40 percent and the later had increased to 18 percent.
Those 2014 levels appear exceptionally high when compared with Comoros’ Sub-Saharan peers.
For instance, in Burundi, only 1.4 percent of the labor force had achieved secondary education in
2014. Similarly, in Tanzania, 15 percent of the population had completed secondary education in
2012, and only 2.6 percent had completed superior education.*®

Figure 1V.7: Labor force by Education and Gender in 2014 (percentage)
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However, the level of education of the labor force is very different across all three islands
and the capital city of Moroni. The island of Mwali and the city of Moroni enjoy relative low
levels of uneducated people and high levels of educated workers. More than 50 percent of
Moroni’s workforce has an educational attainment higher than secondary schooling (Figure IV.8).
Conversely, the situation remains critical in the rest of Ngazidja and in Ndzouani with 44.2 and
43.9 percent of their respective workforce that has not received any education. Those rates reach
69 and 65 percent when considering workers with a level of education not higher than elementary
school. Comparatively, it represents more than a 10-point differential with Mwali and Moroni.
The difference is particularly striking between Moroni and its rural hinterland — that is the rest of
the island of Ngazidja—, probably underlying existing strong discrepancies in terms of economic
activities and sector of production.

48 World Bank Database. Figures for year 2013.
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Figure 1V.8: Labor force by Education and Island (percentage)
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Source: EESIC 2014.

Significant changes in labor participation and socio-demographic profile of the labor force
between 2004 and 2014,

Significant changes in the participation rate occurred between 2004 and 2014 across the
three Comorian islands. Data from EIM 2004 showed that in 2004, the participation rate in
Ngazidja was only 38 percent, compared to 51 percent on the two other islands (13 percentage
points above). Since 2004, labor supply has substantially increased in Ngazidja and the
participation rate on this island has become the highest in the country (46 percent). Conversely,
over the 2004-2014 period, labor supply has substantially decreased on the other two islands and
participation rates have dropped by more than 9 points in Ndzouani and by 6 points in Mwali.

The improvement of the level of education of the labor force between 2004 and 2014 reveals
a major generational shift. The distribution of education level across Comoros’ age groups
shows the prevalence of low educational attainment in the oldest groups of the population, while
the young generation is well educated. The dramatic improvement of educational attainment is
confirmed by figure 1VV.9. While workers aged more than 55 years old have rates of non-educated
higher than 70 percent, only 33 percent of workers aged 35-44 received no education, and 26
percent for those aged 25-34. The trend continues to improve as shown by the age class 15-24:
while the share of uneducated workers has decreased to 20 percent, we can expect highly
educated workers of this group to join the labor market in the coming years, increasing the
relative share of secondary and highly educated workers on the one hand, and further reducing
the share of uneducated workers in this class of age.
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Figure 1V.9: Labor force by Education and Age (percentage)
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However, even though the level of education of the labor force as a whole has improved, the
evidence suggests a persistent demand for low levels of skilled employment among
employers in Comoros. This phenomenon is very pronounced among men. Less than 55 percent
of male university graduates have entered the labor market, compared to around 64 percent of
male with no education or elementary education. Moreover, participation rates have significantly
decreased from 2004 to 2014 among men with higher education — from 62 percent to 55 percent
among men with university degrees, and 54 percent to 44 percent among men with secondary
education. On the contrary, the participation rates of men with no education or elementary
education have respectively increased by 9 and 8 points over the same period.

I1. Unemployment and Underemployment

Unemployment rate remains limited but with very high discrepancies across gender and
islands.

In 2014, over 8.1 percent of Comoros’ workforce was unemployed with high geographical
and gender discrepancies. This unemployment rate is calculated following the ILO strict
definition — not employed during the seven previous days, actively seeking a job, and available to
work. The analysis by island in 2014 shows heterogeneity. In 2014, the unemployment rates in
Ndzouani and Mwali in 2014 stood at 10.5 and 9.5 percent respectively (Figure 1V.10).
Conversely, the unemployment rate on the island of Ngazidja as a whole was much lower at 6.6
percent. However, when analyzing separately the city of Moroni, we find a very high
unemployment rate in the capital (10.9 percent of the workforce), compared to a low 4.3 percent
for the rest of the island of Ngazidja. Gender-based analysis also reveals discrepancies between
men and women. Therefore, while the male unemployment rate was below the national average at
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6.7 percent, women remained worst off with a female’s unemployment rate standing at 10.4
percent.

Between 2004 and 2014, the unemployment rate sharply increased. The unemployment rate
went up between 2004 and 2014, increasing from 5.4 percent in 2004 to the current level of 8.1
percent. This sharp increase was observed at the island level. For instance, the unemployment
rates in Ndzouani and Mwali stood at 10.5 and 9.5 percent respectively in 2014, compared to
respective rates of 3 and 4.1 percent in 2004 (Figure 1V.10).

Figure 1V.10: Unemployment rate by Gender and Figure 1V.11: Average duration of unemployment
Island, 2004-2014 (percentage of total labor force) period in 2014 (months)
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The average unemployment duration in the Comoros in 2014 was 5.6 months, with
persistent high geographical and gender discrepancies. In 2014, average unemployment
duration was 5.6 months. Average unemployment duration was longer in Ndzouani and Mwali,
with an average of 7.4 and 6 months respectively, compared to 4.2 months in Moroni, and only
3.4 months in the rest of Ngazidja (Figure 1V.11). Long-term unemployment affects over 26
percent of the unemployed in Ndzouani, in comparison to 16 percent at the national level. At the
national level, the unemployment duration has declined sharply between 2004 and 2014. In 2004,
the average unemployment duration stood at 10 months. This improvement is most visible in
Ngazidja and Mwali, where the unemployment duration fell by two thirds between 2004 and
2014. In contrast, this decrease was quite limited in Ndzouani, falling from 10 to 7.4 months
between 2004 and 2014.

Important broad unemployment rate suggests inefficiencies in terms of labor market
absorption of new entrants

Looking deeper reveals that broad unemployment concerns one quarter of Comoros’
population. The unemployment rate based on ILO discussed above is based on a strict definition,
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namely not employed during the seven previous days, actively seeking a job, and available to
work. Conversely, the broad unemployment rate also includes the discouraged workers that are
not employed and not actively seeking a job. Therefore, any important differences between the
unemployment rate and the broad unemployment rate underline the prevalence of discouragement
among Comoros’ potential workers. While the national unemployment rate stands at 8.1 percent
of the labor force, the broad unemployment rate rises to 24.4 percent of Comoros’ working-age
population (Figure 1V.12).

Figure 1V.12: Broad unemployment rate by Gender and Island (percentage of total working-age
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Notes: Broad unemployment rate is different from ILO-unemployment rates of Figure 1VV.10, which are based on
ILO strict definition and different calculation base. Present percentages are calculated on the basis of working-
age population, which includes discouraged workers. 1LO-figures are calculated based on labor force, which
excludes discouraged workers.

At the island level, broad unemployment is particularly important in Ndzouani as well as in
Mwali. Compared to an unemployment rate of 10.5 percent in Ndzouani, slightly above the
national average, the proportion of discouraged workers reaches 33 percent of the working-age
population, putting the proportion of unemployed and discouraged workers at more than 40
percent of Ndzouani’s population. Similarly, the proportion of discouraged workers in Mwali
reaches 18 percent, putting the broad unemployment rate in Mwali at 25 percent (Figure 1V.12).

Broad unemployment levels also show high discrepancies across gender. Women have
greater difficulty finding work; their unemployment rate is 10.4 percent — compared to 6.7
percent for men — and their broad unemployment rate (35.3 percent) is twice as high as men’s
(15.8 percent) (Figure 1V.12).

The high proportion of first-time job seekers within the unemployed workers suggests that
unemployment in Comoros is the result of economic stagnation and insufficient net job
creation. In 2014, 80.3 percent of Comoros’ unemployed were first-time job seekers (Figure
IV.13). Such a situation suggests that the unemployment problem is primarily an issue of access
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to the labor market rather than mobility across sectors. Regarding gender discrimination, female
were particularly disadvantaged compared to male, with only 69.7 of unemployed men that were
first-time job seekers compared to 86.1 percent of unemployed women.

The failure to create enough jobs to absorb new generations of workers is further
confirmed by the high unemployment rates of the youth. A lack of absorption capacity of the
labor market enhances job competition among the labor force, reducing the probability of
employment for workers with limited professional experience. Youth with low levels of
professional experience are particularly exposed in this regard. As shown by Figure 1V.14, the
youngest generations are particularly hit by high unemployment rates, suggesting that the
absorption of incoming workers on the labor market is not working efficiently. Youth strict
unemployment rate remains very high in Comoros at 19.5 percent compared to unemployment
rates below the national average (8.1 percent) for age groups older than 35 years old. When
looking at the broad unemployment rate, which is an indicator of discouragement and difficulty to
access the labor market, the age discrepancy is even more striking. The broad unemployment rate
of the 15-24 age group stands at 51.7 percent compared to 21.3 percent and 15.3 percent for the
35-44 and 45-54 age groups respectively.

Figure 1V.13: Type of job-seeker by Gender and Island Figure 1V.14: ILO-unemployment and Broad-
(percentage of unemployed population) unemployment rates by Age (percentage)
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Underemployment related to income is relatively high, while time-related underemployment
remains limited

Underemployment in general is quite prevalent in Comoros. While unemployment captures
the segment of the labor force searching for but unable to find a job that would be both decent
and satisfying, underemployment allows to analyze the potential misuse of the working labor
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force. Underemployment entails two dimensions. One variation is linked to working hours and
helps understand the under-utilization of the labor force with regard to hours of work: any
working individual in employment who does not actually perform 35 working hours a week, and
would like to work more, is considered to be under-employed. The second variation is linked to
inadequate employment; it is meant to analyze the under-utilization of labor in terms of
productivity. In other words, any person earning less than the minimum hourly wage is
considered to be inadequately employed, as the actual results of his/her work do not correspond
to the expected outcomes, considering the amount of work mobilized. In this analysis, the
minimum wage is KMF 16,865 for a 35-hour week.

Nearly one-quarter of Comoros’ workforce suffers from income-related underemployment.
In 2014, 24.1 percent of the labor force earned less than the official minimum hourly wage. The
lowest performance is found among Ndzouani’s workers with an income-related
underemployment rate of 27.3. Income-related underemployment in other islands is less
significant, and remains below the national average with rates of 22 percent in Mwali, 21.8
percent in Moroni, and 22.9 percent in the rest of Ngazidja. Significant productivity gaps between
men and women at the national level: the difference in the income-related underemployment rate
amounted to more than 5 percentage points in 2014 (Figure 1V.15).

Return to labor varies greatly across different types of activity. Returns to trade activities are
the lowest: in this sector, around one third of employees earn less than the minimum hourly wage.
In contrast, the service sector has low income-related underemployment standing at 13.6 percent
in 2014. In industrial transformation activities and in agriculture, this proportion reaches 27.6
percent and 27.4 percent respectively (Figure 1V.16). However, the farming situation varies
across the three islands; Mwali has the lowest agricultural results, with underemployment rates
above 44 percent. Furthermore, Comoros is unique in that the number of low-paid employees is
much higher in the formal private sector than in the informal sector. This phenomenon is very
visible in Ndzouani, where a great majority (56 percent) of formal enterprises employees earn
less than the minimum hourly wage, compared to only 29 percent of informal workers.
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Figure IV.15: Income-related underemployment rate by Figure 1V.16: Income-related
Gender and Island (percentage of labor force) underemployment rate by Sector
(percentage of labor force)
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Regarding the time-related aspect, underemployment remains limited in Comoros with only
5.3 percent of the workers affected. Those figures tend to slightly rise in the cases of Moroni
and Ndzouani where underemployment rates respectively stand at 8.2 and 7.2 percent of the
workers (Figure IV.17). No significant differences seem to exist between men and women.

Time-related underemployment appears to be strongly linked with the types of work
performed and the sectors of activity. It is more common in industrial transformation activities
and trade, with respective rates of underemployment of 8.5 and 8.7 percent in those sectors
(Figure 1V.18). Conversely, less than 5 percent of workers in agriculture are in a state of
underemployment, and only 2.5 percent of services’ employees. In the public sector and the
formal private sector — where working hours are regulated and part time patterns have not yet
developed as a rule —, this phenomenon is very rare, with less than 3 percent of the employees
working less than 35 hours against their will. In the informal sector, this proportion rises to more
than 6 percent.
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Figure 1V.17: Time-related underemployment rate by Gender Figure 1V.18: Time-related
and Island (percentage of labor force) underemployment rate by Sector of
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I1I. Employment Structure

The analysis of the employment structure follows two axis: one considers the sectors and is
defined as traditional sectors of activity that are Agriculture, Industry, Trade, and Services; the
second axis of the analysis considers the institutional sectors of employment, which is defined as
Public administration, Public or para-public administration, Formal private sector, Informal
private sector, and Households.

Comoros’ labor market offer is fairly divided across its different sectors, with strong
educational level and wage differences across them

Employment in Comoros is quite diversified since none of the sectors prevails in the labor
market. In 2014, the agricultural sector accounted for 38 percent of the workforce’s activities,
while the service sector accounted for 29 percent of the labor force (Figure 1V.19). Industry and
trade followed, respectively representing 19 and 14 percent of the working population.

Less educated workers being concentrated in low-skilled areas such as agriculture. As in
many other countries, sectors of employment are highly determined by their workers’ education
level. Over two thirds of agricultural workers have never attended school and less than 3 percent
have higher education (Figure 1V.20). Conversely, in the service sector, 47 percent of workers are
university graduates, and 70 percent of the service sector’s employees have an education level
higher than the elementary level.
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Figure 1V.19: Sector of Employment Figure 1V.20: Sector of Employment by Education
(percentage of labor force) (percentage of labor force)
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The likelihood of workers to receive a wage is highly linked to their sector of activity and in
particular the services sector. In 2014, only 29.2 percent of Comorians workers were waged
employees. The share of wage employees is extremely high in service activities with more than
78 percent of service employees receiving a salary (Figure 1V.21). Conversely, the three other
sectors fall below the national average. In particular, agriculture stands out with only 2.4 percent
of agricultural workers being waged workers. Likewise, only 9.5 percent of the trade sector’s
employees are wages workers.

Figure IV.21: Wage employment’s share by Sector  Figure IV.22: Wage employment‘s share by
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Wage employment is also strongly associated with higher levels of education. As seen before,
education is strongly linked to the type of position held by a worker with less educated workers
being concentrated in low-skilled sectors such as agriculture. Therefore, it negatively influences
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the ability of non-educated workers to land waged jobs. Only 9.8 percent of Comorians with no
education have waged jobs, compared to 73.2 percent of Comoros’ university graduates (Figure
IV.22). Self-employment is particularly prevalent when it comes to uneducated workers since
over 57 percent of self-employed workers have never attended school and around 33 percent of
them have not studied beyond primary education. Self-employment is generally characterized by
the absence of wages, which automatically explains that only 22.6 percent of primary-educated
workers receive wages.

However, strong discrepancies in terms of sector of activities exist at the island level

Moroni and Mwali have very well developed service sectors with much smaller agricultural
sector than the rest of the country. The situation is much more diverse at the island level with
strong discrepancies across regions in terms of sector of activities (Figure 1V.23). In Mwali, the
service sector represents 44 percent of the employment. Furthermore, the agriculture’s share only
represents 27 percent of Mwali’s employment. Similarly, in Moroni, the service activities account
for 47 percent of the total employment. Conversely, the rest of Ngazidja’s workforce is
overwhelmingly employed in the primary sector — the agricultural sector represents 50 percent of
the employment, while the trade sector is reduced to 7 percent of it.

Figure 1V.23: Sector of Employment by Island Figure 1V.24: Wage employment’s share by Island
(percentage of labor force) (percentage of labor force)
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Consequently, the same differences across islands are found when considering wage
employment with high rates in Moroni and Mwali. The situation varies greatly from island to
island. Not surprisingly, Moroni that concentrates most of the public administration and the
private sector has the highest rate in the country with 46.8 of the workers receiving a wage
(Figure 1V.24). In Mwali, the share of wage employees is also high with 43.4 percent of the
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workers receiving wages in 2014. In Ndzouani and the rest of Ngazidja whose local economies
are still dominated by the agricultural sector, the share of wage employees remains respectively at
a very low 22.6 percent and 24.3 percent of their respective labor force.

Institutional sectors of employment show a strong opposition between publicly employed
educated workers and less-educated workers limited to self-account activities

Comoros’ labor market is dominated by informal private sector companies and by public
administration employment. Most of the population of Comoros works in the informal private
sector, which represents 73 percent of the country’s employment (Figure IV.25). This widespread
form of employment is completed by an important public sector that accounts for 19 percent of
the national employment (taking into account both public and para-public employees).
Conversely, the formal private sector is almost non-existent since it only accounts for 2 percent of
Comoros’ labor force.

Figure 1V.25: Institutional Figure 1V.26: Institutional Sector of Employment by Education
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The concentration of skilled workers is particularly skewed toward public entities rather
than private sector. Even though university graduates in particular, and educated workers in
general, tend to be more concentrated in the service and industry sectors (Figure 1V.22), looking
at a more precise breakdown of sectors of activity reveals a very high concentration of educated
workers in the public administration and in public companies. For instance, 64 percent of
employees in the public administration hold a university degree, and 46 percent of public or near-
public employees have a superior level of education (Figure 1V.26). Conversely, 50 percent of
workers in the informal private sector have no education.

126



Within the private sector, discrepancies also exist between agricultural and non-
agricultural workers (Figure 1V.27). The non-agricultural private sector employs 13 percent of
university graduates. The rest of non-agricultural private workers are equally divided between
non-educated (33 percent), primary-educated (28 percent), and secondary-educated (26 percent)
workers. Not surprisingly, agricultural private enterprises primarily employ workers without any
form of education (69 percent) and very few educated workers (9 percent of secondary educated
workers and 2 percent of university graduates).

Figure 1V.27: Private Employment Entity by Education (percentage)
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Two profiles arise: educated workers holding skilled position on the one hand, and less-
educated workers confined in unskilled jobs and self-account activities with precarious
contractual agreements on the other hand. Figure 1V.28 shows that while university graduates
account for almost all senior executive positions (89 percent), as well as 75 percent of middle
manager positions, uneducated workers are not only predominant in unskilled worker positions,
but also particularly in own-account or employer positions. Those forms of employment are the
least secured, with very precarious, if not at all, contractual agreements and almost no social
protection. The fact that employers are mostly uneducated (45 percent) or primary-educated (24
percent) workers suggests that entrepreneurship in Comoros is strongly correlated to informal,
basic, and low-added value activities such as subsistence agriculture and local craftwork.
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Figure 1V.28: Employment Status by Education (percentage of labor force)
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Contrary to less-educated workers, the first profile of educated workers working in public
administration benefits from wages. While 93.2 percent and 81.3 percent of employees
respectively in the public administration and public companies receive wages, the share of
workers in the informal private sector that receives wages falls to a low 12.4 percent (Figure
IV.29). It underlines the prevalence of self-employment (i.e. non waged jobs) in the informal
private sector.

Figure IV.29: Wage employment’s share by Institutional Sector of Employment (percentage of labor
force)

100.0 93.2
81.3
80.0 68.1
60.0
40.0 29.0
Comoros

20.0 12.4 . 29.2

0.0 ]

Public Public or para- Formal private Informal private Household
administration public sector sector
enterprise

Source: EESIC 2014.
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The employment structure drastically changed between 2004 and 2014, underscoring a
phenomenon of generational shift.

Between 2004 and 2014, employment structure reveals a strong mobility of the agricultural
workforce towards other branches of activity within the Comorian economy. Indeed,
between 2004 and 2014, the agricultural sector decreased by almost 20 points (it accounted for 57
percent in 2004, against 38 percent in 2014), whereas all the other sectors (industry, trade,
service) have grown. This redistribution of the workforce went faster in Mwali, since agricultural
workers accounted for over 58 percent of the workforce in 2004 and dropped to 27 percent in
2014.

This shift is partly explained by a generational shift, with the young generations
increasingly working in the service sector. The average age of workers in agriculture in 2014
was 46 years old, which is 4 years older than in 2004 and 10 years older than workers’ average
age in the other sectors. While age groups older than 55 years old have an agricultural
employment’s share higher than 50 percent, the share of primary sector employment decreases
gradually as the workforce becomes younger (Figure 1V.30). Conversely, the shares of workers in
the industry, trade, and service sectors consistently increase in the youngest generations.
Therefore, while only 20 percent of the labor force aged 55-64 works in the service sector, 8
percent of them in the trade sector, and 6 percent in the industry sector, the same figures rise
respectively to 35, 13, and 19 percent for those aged 35-44. The small shares of workers from
group age 15-19 and 20-24 employed in trade and services can be explained by the effect of
education: workers from those age groups are still studying and therefore not accounted as labor
force. We can expect their share to grow over the coming years to reach the same profile as the
age groups 25-34.
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Figure 1V.30: Sector of Employment by Age and by Education (percentage of labor force)
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The education level of the labor force has also changed since 2004 with an increased
concentration of university graduates in the service sector. In 2004, skilled work was
homogeneously distributed across the different sectors of activity. For instance, the vast majority
of university graduates (over 52 percent) used to work in agriculture. Since then, there has been a
strong shift of skilled jobs towards services from agriculture. As the education level increases,
workers tend to shift from agriculture to industrial transformation activities, and services. In
2014, over 77 percent of university graduates were working in the service sector. At the same
time, agriculture is the domain of the least educated workers, employing 62 percent of Comorian
workers with no education and less than 6 percent of Comoros’ university graduates. This
phenomenon can be observed among both men and women and on all three Comorian islands.

However, those sectorial and generational shifts did not really translate into an increase of
wage employment, although the situation is contrasted at the island level. Between 2004 and
2014, the share of Comorian workers benefiting from waged employment only increased by four
points from 25.2 to 29.2 percent. But the situation varies greatly from island to island. In Mwali,
the share of wage employees has skyrocketed from a low 29 percent in 2004 to 43.4 percent in
2014 (Figure 1V.31). In Ndzouani, however, there has been no significant improvement in this
respect; the share of wage employees in 2014 remains at a very low 22.6 percent of the labor
force, compared to 23.2 percent in 2004. The rate in the island of Ngazidja as a whole, including
Moroni, increased moderately by 4 percentage points, following the national trend, from 26.8
percent in 2004 to 31.6 percent in 2014.

130



Figure 1V.31: Wage employment’s share by Island between 2004 and 2014 (percentage of labor force)
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Intergenerational mobility in terms of sector of employment is important, though the direction
IS mixed

Overall, there has been positive occupational mobility between father and son, primarily
characterized by a shift from the agricultural sector towards the other ones. The EESIC
questionnaire includes information on the occupational status of workers’ parents (based on
current workers’ responses), enabling an exploration of intergenerational occupation mobility. In
this subsection, we look at the relation between the occupation of young workers (15-30) and that
of their parents. The profile of both generations, in terms of sector of employment, shows a
massive decrease of agricultural employment (Figure 1V.32). While 67.5 percent of the fathers
worked in the agricultural sector, only 28.7 percent of their sons that are aged between 15 and 30
years old do so. Conversely, while only 6.3 percent and 5.2 percent of the fathers worked
respectively in trade and industry, the share of those sectors for the sons’ generation goes up to
respectively 13.9 percent and 31.6 percent. However, the cross-data analysis presented in Figure
IV.33 shows mixed results in terms of the direction of this inter-generational mobility. While it
appears that only 33 percent of the young workers whose father worked in agriculture also work
in the agricultural sector, it also seems that 26 percent of those whose father worked in services
still work in the same sector, and only 12 percent of those whose father worked in trade still do
so. Overall, only 30.2 percent of male youth aged 15 to 30 years old work in the same sector as
their father.
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Figure 1V.32: Sector of employment of fathers  Figure 1V.33: Intergenerational sector mobility between
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Occupational mobility across generations has also been important between mothers and
daughters. The profile of both generations in terms of sector of employment also shows a
massive shift from agriculture, primarily toward the industrial sector, and to a lesser extent
towards trade (Figure 1V.34). While 67.5 percent of the mothers worked in agriculture, the share
of 15-30 female workers in the agricultural sector drops to 28.7 percent. Conversely, while only
5.2 of the mothers worked in industry, 31.6 percent of their daughters work in that sector.
Similarly to the pattern observed for fathers and sons, the cross-data analysis shows mixed results
in terms of the direction of this mobility (Figure 1V.35). Around one third of daughters still work
in the same sector as their mothers (33 percent in agriculture, 39 percent in trade, and 34 percent

in services). The case of the industrial sector stands alone as almost no mothers used to work in
that sector.
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Figure 1V.34: Sector of employment of Figure 1V.35: Intergenerational sector mobility between
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IV. Informal Sector

The analysis of the informal sector encompasses two different units of analysis — the first one is
the informal unit of production itself known as the UPI (Unité de Production Informelle); the
second one is the informal worker. The latter is valuable to understand the socio-demographic
structure of the informal sector, as well as to spot potential employment discriminations regarding
gender, islands, and so forth. However, when looking at the individual/worker perspective, the
whole country is virtually in a state of informality. For instance, even within a formal unit of
production, wages and payments are often handled informally which classifies the concerned
workers as informal. Therefore, it is also necessary to focus on UPI and on companies’
accounting practices to assess the extent of informality, to analyze the relative weight of the
informal sector, and to draw stronger economic conclusions.

In the following analysis, three criteria are used to define the informal sector: non-membership in
the National Social Security Fund (Caisse nationale de prévoyance sociale, CNPS), absence of
formal accounting (following the OHADA’s — Organization for the Harmonization of Business
Law in Africa — standards or the National accounting plan’s standards) and the commercial nature
of the production, in whole or in part. This definition is in line with the AFRISTA’s and ILO’s
definitions.

High prevalence of informality within Comores’ economy, with the informal sector accounting
for close to two third of economic activity

In 2014, the informal sector — calculated through the proxy of UPlI—accounted for 73.1
percent of all Comoros’ unit of productions (Figure 1V.36). Most of the informal units are
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concentrated in rural areas, namely the island of Ngazidja, excluding Moroni and the island of
Ndzouani that respectively concentrate 44.4 and 34.7 percent of all UPIs (Figure 1V.37).
Conversely, Moroni and Mwali only host a small share of Comoros’ UPIs with respectively 16.2
and 4.6 percent of them.

Figure 1V.36: Type of unit of production in Figure 1V.37: UPI by Island (percentage of UPIs)
Comoros (percentage of units of production)
Household Mwali
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Source: EESIC 2014. Source: EESIC 2014.

At the national level, informality is widespread across all sectors except services. Not
surprisingly, agricultural as well as trade units of production are almost entirely informal (96.6
percent and 94.1 percent respectively). It underlines the prevalence of own-account workers in
the trade sector. While 75.1 percent of industrial units of production are informal, only 31.5
percent of those in the service sector are informal. In the latter, the share of formal units of
production dominates with 63.5 percent of formal companies and employers (Figure 1V.38).
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Figure 1V.38: Type of unit of production by Figure 1V.39: UPI by Island and Sector (percentage
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However, because of the weight of agriculture in the economy as a whole, Comoros’ UPIs
primarily operate in the agricultural sector, although strong variations exist across islands.
At the national level, 50 percent of Comoros’ UPIs operate in the agricultural sector, 19 percent
of them in the industry sector, 18 percent in the trade sector, and 13 percent in the service sector
(Figure 1V.39). However, strong discrepancies exist across islands. The informal sector of
Ngazidja (excluding Moroni) is primarily constituted of UPIs operating in agriculture with 62
percent of Ngazidja’s UPIs in agriculture. Mwali and Ndzouani have informal sector’s
breakdowns by activity sector much more similar to the national profile, with around 50 percent
of their UPIs engaged in agricultural activities. Conversely, Moroni’s informal sector, as an urban
center, is much more focused on trade and services activities, representing respectively 33 and 22
percent of Moroni’s UPIs.

Informal sector’s labor force is characterized by lower educational attainments, similar age
pattern, and higher prevalence of women

The education level of the informal sector’s labor force remains consistently lower than the
rest of Comoros. Most workers in the informal sector are uneducated (50 percent), compared to
41 percent at the national level. Less than 7 percent of the workforce has attended secondary
education. Compared to formal units’ workers, the gap is very important since only 6 percent of
formal units’ employees are uneducated and over 58 percent are university graduates (Table
IV.2). Few informal sector workers (only 3 percent) had the opportunity to participate in
vocational training before or after getting their current jobs. However, they have on average 2
more years of experience than the formal sector employees (generally, on-the-job training), with
13 and 10 years, respectively.
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Table 1V.2: Level of Education by Type of Unit (percentage)

None 6 50 50 41
Primary 12 24 31 22
Secondary 23 18 16 19
Superior 58 8 3 18
Total 100 100 100 100

Source: EESIC 2014.

The informal sector’s labor force follows the same age pattern as the overall workforce,
though heads of UPI tend to be older. The bulk of the informal labor population (75 percent) is
concentrated in the age range of 20 to 50 years old (figure 1V.40). While this pattern is similar to
the overall one for the Comoros’ labor market, the age of heads of UPI is more skewed towards
older generation. While 20-29 years old informal workers account for 24.5 percent of the
informal workforce, they only represent 18.2 percent of the UPIs’ heads. Conversely, 50 years
old and older informal workers account for 19.8 percent of the informal workforce, but constitute
almost 25 percent of the UPIs’ heads (Figure IV.41). This skewed profile reckons the importance
of accumulating assets and the ability of older people to build on their savings to possess their
own informal business unit.

Figure 1V.40: Age of Informal Workforce Figure 1V.41: Age of Head of UPI (percentage of
(percentage of informal workforce) heads of UPIs)
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Source: EESIC 2014. Source: EESIC 2014.

Women’s participation in the informal sector is higher than the national overall average,
with very large discrepancies across islands. While the women’s share in the labor force at the
national level, taking into account both the formal and informal sectors, stands at 38.9 percent,
the informal sector itself is characterized by a much higher participation of women. At the
national level, 45.8 percent of the informal workforce is composed of women (Figure 1VV.42). The
difference between the two rates underlines the traditional discrimination existing towards
women that in most instances are dominant in low-skilled, informal, and unsecured jobs. At the
island level, Ngazidja and Moroni reach high rates of female informal employment with
respectively 52 and 55 percent of the informal workforce. Conversely, women’s share falls to 35
percent of the informal workforce in Mwali.
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Figure 1V.42: Informal Workforce by Gender and by Island (percentage of informal workforce)
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Characteristics of the UPIs in the informal sector

UPIs in Comoros are very small, mostly consisting of one employee, with a high prevalence
of own-account informal units. On average, around 80 percent of Comoros’ UPIs only have one
employee and 15 percent of them are composed of two workers. The consequence is the high
prevalence of own-account workers defined as head of UPIs. 67 percent of informal workers are
considered as head of UPI, underlining the very small share of employees (Figure 1V.43). Among
informal workers that are not heads of UPIs, the dominant form of contract is the absence of it. 20
percent of informal workers declare not having any form of written or oral contractual agreement.
Oral contracts also concern 9 percent of the informal workforce. Ultimately, informal employees
benefitting from a written and “formal” sort of contract only represent 3 percent of the informal
population.

In addition, informal employees are mostly young and subjected to inexistent contractual
agreements. As hinted by the age profile of UPIs’ heads, lower forms of contracts are mostly
prevalent in low-age groups of the informal workforce (Figure 1V.44). While 26 percent of
informal laborer in the 20-29 age class are employees without any form of contract, the same
figure falls to 14 and 10 percent of the 50-59 and 60+ age classes respectively. Conversely, the
share of UPIs’ heads consistently increases from 50 percent for the 20-29 age class to 83 and 87
percent for the 50-59 and 60+ age classes. The 10-19 years old class is heavily characterized by
the absence of contract, probably highlighting the phenomenon of children working for their
parents’ UPI within the household’s framework, and thus without any contract.
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Figure 1V.43: Type of Contract of  Figure 1V.44: Type of Contract of Informal Workforce by Age
Informal Workforce (percentage (percentage of informal workforce)
of informal workforce)
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The activity of UPIs is subjected to some variations across the year due to the nature of
their economic activities. When asked to heads of UPIs about their monthly level of activity
from non-existent to maximum, the results show a cyclical pattern. The activities of UPIs are
heavily reduced during the winter period. On the one hand, in January and February, 30 percent
of the heads of UPIs declared that their unit was not engaged in any economic activity, and
another 23 percent declared that their level of activity was at its minimum level (Figure 1V.45).
Conversely, only 15 and 13 percent of the heads of UPIs declared that their activity level was at
its maximum in January and February respectively. On the other hand, the economic activity of
UPIs is much more intense over the period spanning from July to October. In August, 38 percent
of heads of UPIs are at their maximum level of economic activity and 29 percent of them at their
average level. Likewise, in October, only 16 percent of heads of UPIs report no activity at all,
while 42 percent of them declared that their level of activity was at its maximum level, and 31
percent of them at its average level of activity. The observed economic cycle probably reflects the
nature of informal activities, and the fact that 50 percent of Comoros’ UPIs are in the agricultural
sector, making them subjected to seasonal work.
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Figure 1V.45: Level of Economic Activity as declared by Heads of UPIs on a 12-month period (percentage
of UPIs)
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Source: EESIC 2014.

Informality is driven by prospects of independency and better revenues

The dynamic of the labor market is not necessarily driven by the lack of formal waged
labor, although Ndzouani stands out. At the national level, only 28 percent of the heads of
UPIs state the lack of waged employment as the primary reason for working in the informal
sector. This situation suffers from important discrepancies across the islands. While Ngazidja,
and Moroni in particular, stand out with very few heads of UPIs claiming that the lack of waged
employment is the reason for the creation of their UPI (23 and 19 percent respectively), 41
percent of the heads of UPIs of Ndzouani are driven to informality by their inability to land a
formal waged job (Figure 1V.46).

Conversely, informal employment and entrepreneurship appear as a choice explained by
the prospect of independence and better revenue. Rather than a condition imposed by the
labor market itself, creating and running a UPI appears to be a choice driven by family tradition
(17 percent), the prospect of being independent (21 percent), and the hope of benefitting from
better revenue (18 percent). The desire to become independent is particularly strong in Moroni
where 40 percent of the heads of UPIs state this reason (Figure 1V.46).
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Figure 1V.46: Reasons for Creating the UPI as stated by Heads of UPIs by Island (percentage of UPIs)
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Heads of UPIs choose to remain in the informal sector primarily because fiscal registration
is not compulsory, whereas the cost of registration only appears as a secondary factor. The
lack of registration of UPIs to the fiscal authority through the Fiscal Identification Number (NIF —
Numéro d’Identification Fiscale) appears to be hardly justified by the cost of registration (14
percent) or the difficulty associated with it (8 percent). Instead, heads of UPIs tend to consider the
non-compulsory aspect of registration as the main reason for failing to do so (43 percent). In
particularly, 75 percent of the heads of UPIs in Mwali state this reason, while 52 percent of them
do so in Ndzouani (Figure 1V.47). Interestingly, the lack of knowledge regarding the registration
procedure is also a dominant factor at the national level (22 percent), and more particularly in
Moroni and the rest of Ngazidja, with respectively 39 and 25 percent of the heads of UPIs naming
that reason.

Figure 1V.47: Reasons for failing to register on the NIF (percentage of UPIs)
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Chapter V — Migration and Remittances

Key Messages

= Comoros’ diaspora is large and expanding over time; with women holding primary
education dominating, but more intensive emigration among tertiary educated
groups is seen in recent years;

= Comoros accounts among the top three largest recipients of remittances in SSA,
with remittances contributing around 25 percent to the GDP and over 20 percent to
households’ revenues;

= Remittances are mainly directed towards consumption and were essentially
supporting unemployed and uneducated groups, though economically active
household’s members are increasingly benefitting from remittances.

This chapter aims to provide a background analysis on the Comorian diaspora and the amount of
remittances they send to better understand the role of these transfers on individuals’ income and
government finances. The first section explores the size of the diaspora, the main destinations and
the socioeconomic characteristics of migrants. About 15 percent of Comorians live abroad,
mostly in France, where women aged between 35-44 with primary education form the
predominant migrant group. The following sections analyze the amount of remittances sent by the
diaspora. Thus, the second section introduces the macroeconomic data on remittances gathered by
the Central Bank and International Organizations. In Comoros, remittances account for around 25
percent of GDP and are the first source of foreign currency to the country and the most important
flow in the balance of payments, well ahead of official development assistance or imports. The
third section of this chapter presents the results of the household surveys conducted in 2004 and
2014 to shed light on the characteristics of the households that receive remittances and the
amounts received. Finally, the last section attempts to align the macro data presented by the
Central Bank and the micro data derived from the household surveys. The results from the micro
data are consistent with the aggregation of the macro data, which estimated the number of total
remittances at about 140 millions of dollars for the year 2014. At the individual level, Comorian
household members receive on average about 500 dollars annually, which is equivalent to 22
percent of their annual income.
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I. The Comorian Diaspora
Large and expanding diaspora, increasingly composed by tertiary educated and women

Historically Comoros has been marked by a large number of migrants leaving the country.
Migration in Comoros used to have commercial and political causes, but today this phenomenon
mainly responds to economic needs. The different population flows in the islands has changed
over time. Before French colonization, Comorians generally emigrated to East Africa,
Madagascar and the Arabian Peninsula. From 1912 and 1946, Comoros was administratively
attached to Madagascar and after a period of regulated immigration, free circulation and large
migration flows took place during the 1950s. Comorian migration also focused on Mayotte and
La Réunion due to the development of the plantation economy in these islands, particularly for
workers hired to be in the fields.*®> Comorian migration shifted to Metropolitan France from the
Second World War onwards. Larger migration flows to France took place after independence in
1975, peaking in the mid-1980s.

The number of emigrants living outside Comoros has more than doubled since the 1990s.
The Population Division of the United Nations estimates the international migrant stock every
five years. For Comoros, they estimated the number of emigrants at 40,076 in 1990 and at
116,516 in 2015, an increment of 191 percent. This increment is much larger than the change in
population during the same period — an increment of 90 percent from 1990 to 2015. In general,
the number of people leaving the country has increased at a larger pace than the population. Until
2005, men accounted for the majority of Comorian migrants. However, according to the 2010 and
2015 estimates, this tendency has reversed, with more women than men among Comorian
emigrants (Figure V.1).

Figure V.1: Evolution of Total Migrant Stock by Sex from Comoros
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Source: United Nations, Population Division, Department of Economics and Social Affairs.

49 Barbey (2009).
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The emigration rate in Comoros has increased since 2000, especially that of tertiary-
educated migrants. The Emigration and Remittances Division of the World Bank has estimated
the emigration rate of Comoros® in different years. As seen in Figure V.2, the rate presents an
irregular upward trend. While the emigration rate slowly increases between 2000 and 2011 (from
4.4 to 4.8 percent), it increases sharply to 14.8 percent from 2011 to 2013 (Figure V.2). There are
also some disparities between OECD and UN data presented previously. The emigration rate in
Comoros following the UN estimates would show a more gradual upward trend, from 13 percent
in 2000 to 15 percent in 2015.

High-educated Comorians are more likely to leave the country. The emigration rate for
tertiary-educated is defined as the number of emigrants with tertiary education over the total
number of people who has tertiary education in the country. This rate has presented much higher
values than the overall emigration rate in the years where data is available. In addition, there has
been an increment from 15 percent to 20 percent in 5 years, which indicates a growing tendency
for higher educated people to seek better job opportunities abroad. Nonetheless, the tertiary-
educated rate might be slightly overestimated, as it considers only OECD countries. In 2000, the
emigration rate of tertiary-educated population is equivalent to 12 percent for OECD and non-
OECD members, 3 points less than the rate including only OECD countries.

Figure V.2: Comoros Emigration Rate — Historical Evolution
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Sources: Data in 2000 and tertiary-educated rate in 2005 correspond to OECD migration database (DIOC). The
rest corresponds to Migration and Remittances Factbook 2008 (rates for 2005), 2011 (rates for 2010/11) and
2016 (rates for 2013).

Close to 15 percent of the population, particularly from Ngazidja, has migrated, mostly to
France. According to UN estimates, around half of Comorian emigrants live in Mayotte (French
Overseas Department) and close to one-third live in metropolitan France, mainly in Marseille and
Paris. The third largest destination for Comorians is Madagascar with 10 percent of total
emigrants located there. Finally, Libya, La Réunion (French Overseas Department), Egypt,
Tanzania, Canada and Eritrea gather around 7 percent of total Comorian emigrants. Overall, there
are around 116 thousand Comorians abroad, which corresponds to 14.8 percent of the population.
Top destinations have not changed significantly over the past fifteen years. In 1990, France,
Mayotte and Madagascar also gathered more than 90 percent of the Comorian diaspora. However,

%0 The emigration rate of a given origin country i in a given year is defined as the share of the native population of
country i residing abroad at this time: mi = Mi/(Mi+Ni), where Mi is the emigrant population from country i living
abroad, and Ni is the native non-migrant population of country i.

143



there seems to be a change of preferences among these top destinations: while in 1990 Comorian
emigrants mainly left to Metropolitan France, they have massively left towards Mayotte since
then, making this destination the most important one in 2015 (Figure V.3).

Figure V.3: Top Destinations 2015 (left) and 1990 (right)
Total 116,516 Total
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France 36,634 Mayotte 10,288
Madagascar 10,953 Madagascar 8,179
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Source: United Nations, Population Division, Department of Economics and Social Affairs.

Compared to the country’s emigration levels, immigration has presented much lower
values. An estimated number of 12,511 immigrants live in Comoros, which represents 1.7
percent of total population. According to 2013 estimates, around 77 percent of those come from
Madagascar. Data for 2010/11 present similar trends with an immigrant stock amounting to
13,525, or 2 percent of total population, mainly from Madagascar (77 percent) and Mayotte (7
percent).

Comorians around the world are, relative to population, one of the largest African
Diasporas. As seen in Figure V.4, the emigration rate of Comoros is the fourth largest in Africa
after Cabo Verde (32 percent), Somalia (19 percent) and Lesotho (17 percent). Other countries in
the Mediterranean area with large diaspora are Palestine with 80 percent due to the number of
refugees fleeing the country, Syria with 27 percent due to the war, and Malta with 24 percent.
The number of emigrants in Comoros is comparable to other islands in the Indian Ocean, such as
Seychelles and Mauritius, marked by small and fragile economies with limited salaries and job
opportunities that create large incentives to migrate.

144



Relatively low salaries in Comoros remain the main driver for migration. The average wage
in Comoros is about one third of the minimum salary in Mayotte. As seen in Figure V.5, there are
high incentives to migrate to Mayotte since both the private and public sectors pay considerably
larger salaries than those in Comoros. In addition to the salaries, the proximity of Mayotte and the
historical ties facilitate migration, which explains why one in two Comorian expatriates choose
Mayotte as their destination. France, the country with the second largest Comorian diaspora, has a

Figure V.4: Emigration Rate by Country in 2015
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minimum salary which is ten times higher than the average wage in Comoros.

145



FigureV.5: Salaries in Comoros versus Mayotte and France (in euros/month)
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Source: IMF 2006.

The diaspora is largely composed of women with primary education, mostly employed in low-
skilled jobs, but women with tertiary education start emigrating more intensively

The following section analyzes the information gathered by the OECD in its Database on
Immigrants in OECD and non-OECD Countries (DIOC). DIOC compiles information on
migration and labor market’s characteristics distributed in two types of databases: DIOC-E,
which contains information on the population from 32 OECD member countries and 68 non-
members around the year 2000; and DIOC, which contains information on the population from 32
OECD countries for different years. The main tables compare DIOC 2010/11 with DIOC-E 2000.
Despite the fact that the latter also includes non-OECD countries, the differences between DIOC-
E 2000 and DIOC 2000 (only OECD) are not significant. This report uses DIOC-E to show a
more accurate picture of the socioeconomic characteristics of Comorian emigrants in 2000. All
tables cover individuals aged 15 years old and over, except Table V.1.

Women aged between 35-44 years old with primary education constitute the largest group
among Comorian diaspora. As mentioned previously, Comorian women have emigrated more
than men over the last five years. Women between 25 and 44 years old represent 30 percent of
total Comorian emigrants — the largest group among the categories presented in Figure V.6.
Young people emigrate significantly less than adults, with no differences by gender. However,
emigrants above 54 years old consist mostly of men (Table V.1). With regards to the level of
education, there is a clear predominance of primary-educated people among emigrants,
particularly among women (Table V.1), which mirrors the low levels of education in the country.
However, in relative terms, tertiary-educated people emigrate more than others: around 13.4
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percent of emigrants had tertiary education in a country where the tertiary education enrollment
was 7.9 percent in 2011,

Table V.1: Emigrant stock 2010/11 by Level of Education, Gender and Age

Male 9,686 4,975 2,500 19 17,180
0-14 1,047 18 2 1,067
15-24 1,148 1,188 274 5 2,615
25-34 1,329 1,419 830 5 3,583
35-44 2,810 1,521 882 7 5,220
45-54 1,542 501 353 2 2,398
55-64 1,042 228 128 - 1,398
65+ 768 100 31 - 899

Female 12,280 4,371 2,347 17 19,015
0-14 1,127 4 - 1,131
15-24 1,328 1,221 354 - 2,903
25-34 2,832 1,538 1,005 5 5,380
35-44 3,890 1,120 568 4 5,582
45-54 2,047 362 336 1 2,746
55-64 701 104 58 5 868
65+ 355 22 26 2 405

Total 21,966 9,346 4,847 36 36,195

Source: DIOC 2010/11.

Adult women with tertiary education appear to be the group with largest increases from
2000 to 2010/11. While women emigrants with primary and secondary level of education have
more or less doubled from 2000 to 2010/11, those with tertiary education have almost tripled over
the same period (Table V.1 and V.2). There has been a tendency for educated women to leave the
country at a higher rate than educated men — in relative terms, tertiary educated men represent the
same share of total emigrants in both 2010/11 and 2000. Overall women’s share in total number
of Comorian emigrants increased relative to men over the analyzed period.

Figure V.6: Population Pyramid of Table V.2: Emigrant stock 2000 by Level of Education,
Emigrant Stock, 2010/11 Gender and Age
65+
55-64 Male
45-54 15-24 1,096 720 107 1 1,924
35-44 25-64 4,134 1,919 1,059 11 7123
25.34 65+ 345 38 20 403
15-24 Female 6,049 1,980 790 5 8,824
15-24 1,203 609 93 3 1,908
0-14 25-64 4,716 1,361 687 2 6,766
20 -10 0 10 20 65+ 130 10 10 150
Total 11,624 4,657 1,976 17 18,274
= Female
= Male
Source: DIOC 2010/11. Source: DIOC 2010/11.

51 World Development Indicators, gross enrollment for tertiary education.
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Comorian emigrants tend to spend long periods of time in their host countries, a tendency
that has become more acute over time. The majority of emigrants had spent more than 20 years
in their host countries by 2010/11.%2 Overall, there is a clear tendency to report large “duration of
stay” in the host countries, as only 11 percent of emigrants had lived less than 5 years abroad by
2010/11. There are slight gender variations: while the largest groups of male emigrants are those
who reported to have lived abroad for more than 20 years, female emigrants are more numerous
in the group “10 to 20” years. As mentioned previously, this probably corresponds to the fact that
Comorian women have emigrated more intensively in recent years. In 2000, migrants reported
shorter duration abroad, with only 15 percent of emigrants reporting 20 years or more, versus the
24 percent reported in 2010/11.

Table V.3: Duration of Stay of Comorian Emigrants by Level of Education and Gender

Male 264 1,227 2,322 3,410 4,282 4,533 16,038 323 334 336 1565 2,737 1,714 2,069 9,078
Primary 121 578 1,095 1,722 2,353 2,768 8,637 164 183 177 1,032 1,623 985 1,213 5377
Secondary 85 373 824 1,175 1,253 1,203 4,913 118 108 81 386 852 509 524 2,578
Tertiary 52 269 403 508 676 562 2,470 40 42 74 146 260 220 332 1,114
n/a 6 7 - 5 - 18 1 1 4 1 2 9

Female 402 1,756 2,937 4,207 3,748 4,695 17,745 427 461 522 1972 2,681 969 1579 8,611
Primary 267 1,057 1,984 2540 2,282 3,010 11,140 289 334 404 1,480 1,697 671 1,015 5,890
Secondary 92 434 595 1,107 934 1,198 4,360 84 110 87 376 708 168 401 1,934
Tertiary 40 259 356 559 528 487 2,229 54 17 30 115 274 130 163 783
n/a 3 6 2 1 4 - 16 1 1 2 4

Total 666 2,983 5259 7,617 8,030 9,228 33,783 750 795 858 3,537 5418 2,683 3,648 17,689

Sources: DIOC 10/11 and DIOC 2000.

Only half of Comorians living outside the country are employed, a percentage that has
slightly improved over time. In 2010/11, 46 percent —up from 40 percent in 2000— of Comorian
emigrants reported to be employed, while the rest reported to be either unemployed or inactive.
There appears to be more emigrants inactive than unemployed, with gender variations: women
are more likely to be unemployed and inactive compared to men. However, this tendency has
improved since 2000, where 30 percent of women emigrants where employed, versus 37 percent
in 2010/11. In 2010/11, there were more or less the same number of women emigrants employed
than inactive, and the gap between employed women and men is smaller than that in 2000. There
are also large variations with regard to the level of education: tertiary-educated migrants are more
likely to be employed than the other groups (Table V.4).

52 Note that the largest emigrant group by duration of stay corresponds to the label “n/a”. More complete information
may change the trends observed in Table 3 - 2010/11.

%3 This table displays data from DIOC 2000 that only covers OECD countries, which is why the total is equivalent to
about a thousand less people than that shown in Table 2.
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Table V.4: Labor Force Status by Sex and Level of Education, 2000 and 2010/11

2010/11 2000
Male 8,998 2,959 4,243 7 16,207 Male 4,624 2,058 2,679 14 9,375
Prim. 4,294 1,631 2,710 1 8,636 Prim. 2,649 1,331 1,585 5,565
Sec. 2,941 986 1,098 5,025 Sec. 1,357 543 744 4 2,648
Ter. 1,761 342 424 2,527 Ter. 616 184 350 1,150
n/a 2 11 6 19 n/a 2 10 12
Female 6,655 4,175 6,946 17,776 Female 2,668 2,796 3,374 4 8,842
Prim. 3,652 2,715 4,768 11,135 Prim. 1,684 2,082 2,291 6,057
Sec. 1,807 1,012 1,518 4,337 Sec. 617 545 830 1,992
Ter. 1,194 448 646 2,288 Ter. 363 169 250 782
n/a 2 14 16 n/a 4 3 4 11
Total 15,653 7,134 11,189 7 33,983 Total 7,292 4,854 6,053 18 18,217

Source: DIOC 2010/11. Source: DIOC-E 2000.

Most Comorian emigrants are employed in elementary, non-skilled occupations. In the
period 2010/11, around 30 percent of employed emigrants worked in “elementary occupations”.
These include, inter-alia, street vendors, cleaners, messengers, porters, doorkeepers or garbage
collectors. The second most frequent occupation was “service and sales workers” with 21 percent
of total workers. This sector refers mainly to personal and protective service workers such as
travel attendants, housekeeping, restaurant services, personal care, etc. Around 12 and 11 percent
of emigrants were “craft and related trades workers” —mainly in the building sector— and “clerks”
respectively. As seen in Table V.5, the emigrant distribution among the different types of
occupation responds, roughly, to the level of education. Nevertheless, around 38 percent of
tertiary-educated emigrants occupied a non-skilled position in 2010/11.

Working Comorian emigrants are shifting towards more skilled occupations, but at a very
slow pace. The occupation distribution among migrants follows the same trends in 2000 than in
2010/11. However, the share of total emigrants employed in elementary occupations and
service/sales seems to lose importance (35 and 24 percent respectively in 2000 vs 31 and 21
percent in 2010/11) in favor of professionals, technicians and clerks (4, 8 and 8 percent
respectively in 2000 vs 5, 10 and 11 percent in 2010/11). There were also gender differences in
the employment dynamics for the period 2000. It seems that emigrant women were employed in
elementary occupations at greater portion than men (42 percent of total women emigrants vs 31
percent of total men emigrants). In addition, “craft and related workers” were mainly formed by
men, and “clerks” by women (Table V.5).
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Table V. 5:

Occupation of Comorian emigrants by level of education and sex, 2010/11 vs 2000

2010/11%
Prim. 22 148 138 333 604 1,730 110 945 497 3,411 7,938
Sec. 75 96 150 580 655 1,023 29 761 315 994 4,678
Ter. 17 137 445 695 423 458 3 130 119 335 2,762

Total 114 381 733 1,608 1,682 3,211 142 1,836 931 4,740 15,378

2000

Male 50 71 204 395 204 1,071 110 669 377 1,429 4,580
Prim. 13 33 53 87 90 731 110 345 209 972 2,643
Sec. 33 17 33 148 91 255 - 287 143 324 1,331
Ter. 4 21 118 160 23 85 - 37 25 133 606

Female 4 74 84 162 348 628 82 108 27 1,119 2,636
Prim. 4 24 11 21 153 403 75 80 11 895 1,677
Sec. 25 12 42 123 185 7 20 12 188 614
Ter. 25 61 99 72 40 - 8 4 36 345

Total 54 145 288 557 552 1,699 192 777 404 2,548 7,216

Sources: DIOC 2010/11 and DIOC-E 2000.

I1. Size of Remittances: Macro Data — Central Bank and International
Organizations

Comoros accounts among the top three largest recipients of remittances in SSA, but these are
mostly directed to consumption

According to the BCC, the amount of remittances received in Comoros has been increasing
significantly over time, up to USD 62 millions in 2015. The Banque Centrale des Comores
(BCC) collects the statistics of migrants’ remittances on a monthly basis. BCC includes
remittance flows through formal channels, including commercial banks and other providers of
international transfers approved by Comorian authorities. According to the BCC, the total amount
of remittances coming into the country accounted for USD 62 millions in 2015, up from 56
millions in 2014 (+11 percent). Remittances have been growing at high rates, with an average of
19 percent from 2001 to 2015 (Figure V.7). This continuous growth has partly offset the effect of
higher imports on the current account deficit, estimated at 11.3 percent of GDP in 2014 (IMF).
Transfers leaving the country presented a similar evolution over time, but with lower absolute
values. Average outflows growth accounted for 23 percent from 2001 to 2015.

% For the year 2010/11 there is no data available that separates men and women.
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Figure V.7: Total Remittances in Comoros (in USD)
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Meanwhile, the World Bank estimates the total number of remittances in Comoros at 129
millions USD for 2015. This figure is almost twice the figure provided by the Central Bank (65
millions). This divergence is mainly explained by the estimation of the informal remittances that
the World Bank includes in its calculations. As mentioned previously, remittances’ inflows have
remained steady and growing despite global financial contraction (Figure V.8). In addition,
remittances’ inflows present certain degree of variability throughout a given year. Monthly data
shows that August and September are the months where emigrants have been sending more
money back home, mainly to finance the “grand marriages” or big weddings that are typically

celebrated around this time of the year (Figure V.9).
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Figure V.8: Total Remittance Inflows (in USD Figure V.9: Total Remittances Inflow (in USD million),
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In Comoros, remittances account for around 25 percent of GDP. Remittances have been
growing not only in absolute terms but relative to GDP as well (Figure V.10). The Central Bank
reported a record high of 26 percent of remittances’ inflows as percentage of GDP in 2013.
Meanwhile, the IMF produces its own estimates of remittances. According to its projections,
remittances will maintain its importance in the balance of payment of Comoros, particularly to
finance imports. Remittances are projected to continue growing but they will decline relative to
GDP (Figure V.11). There is an expected modest reduction in remittances’s growth as a
percentage of GDP from 26.4 percent in 2014 to 24 percent in 2019. This percentage is expected
to decrease further to around 16 percent by 2034, according to IMF projections. The impact of a
drop in remittances on growth would be relatively small given the small percentage of
remittances spent on productive activities. Nonetheless, consumption levels and welfare will be
more negatively affected.

Figure V.10: Remittances as share of GDP, Figure V.11: IMF Projections of Remittances as share of
2009-2013 (in percentage) GDP in Comoros, 2014-2019 (in percentage).
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Source: Bulletin Trimestriel de la Banque Centrale ~ Source: IMF, 2015
des Comores, April 2014.

152


https://knoema.com/WBRIO2014/migration-and-remittances-factbook-2015
https://knoema.com/WBRIO2014/migration-and-remittances-factbook-2015

In relative terms, remittances’ inflows in Comoros are among the largest in SSA. The
country has the largest remittances’ inflows as a share of GDP among the top 20 sub-Saharan
countries and small islands with more remittances inflows. It is also one of the main remittances’
recipients in the world, followed by Lesotho, Samoa and Haiti (Figure V.12). The World Bank
made a similar analysis for the year 2014 and placed Comoros in the third position after Liberia
and Gambia.

Figure V.12: Remittances in percentage of GDP, 2012
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Remittances mainly flow through informal channels, although formal channels are
increasingly being used. In early 2000s, there was a clear predominance of informal channels to
transfer remittances, mainly in form of family members and friends entering the country. The
BCC estimates that 85 percent of transfers used informal channels in 2000. Nonetheless, in the
last few years, the number of remittances transferred through formal channels has increased
significantly, with only 55 percent of remittances captured by informal channels in 2014 (Figure
V.13). This is explained by the increasing number of money transferred to companies operating
in the country and the opening of the banking sector. Western Union monopolized the remittances
market until 2006 when new operators entered the market. Currently, Western Union and Money
Gram dominate the market, but there are room for others such as Money Express, RIA, Rial
Express, Money Transfer and Global (World Bank, 2016).

Most of incoming remittances go to Ngazidja. According to Central Bank data, around 84
percent of remittances are received in Ngazidja (Grande Comore). The rest goes mainly to
Ndzouani (Anjouan), which has increased its share since 2004 (Figure V.14). In addition, 50
percent of outgoing remittances come from Ndzouani and are intended primarily to fund the
education of Comorian youth studying abroad, particularly in African countries. The transferred
funds are often collected through a migrant savings association and most of them come from
people in low-paid jobs and French social security.
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Figure V.13: Evolution of Formal and Informal Figure V.14: Incoming Remittances by Island
Remittances
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Although remittances are the main source of revenues and foreign exchange for the
country, they are not directed to productive investment and growth. The largest component
in the balance of payment is the income coming from remittances. It even exceeds the receipts
from exports, which account for 15 percent of GDP (Figure V.15). However, only a small portion
of remittances is directed towards productive activities. This is mainly due to poor business
environment, market failures, the lack of infrastructures in key sectors, a weak legal system, and a
shallow and non-competitive financial sector. Instead, remittances in Comoros are used mostly to
finance imports. Around 70 to 90 percent of remittances’ inflows are spent in consumption,
particularly as part of “grand marriages” or big weddings, crowding out savings to finance
productive investment. Remittances also help in improving people’s standard of living and their
resilience to shocks by maintaining their consumption levels (IMF, 2015).

Figure V.15: Sources of financing, 2013 (in percentage of GDP)
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I11. Size and Use of Remittances: Micro Data - Household Surveys

Remittances are not only important at the macroeconomic level, as they account for about
25 percent of GDP, but also important relative to an individual income level. The following
section aims to provide an analysis on remittances in Comoros based on the findings from two
different household surveys: EIM (2004) and EESIC (2014).°° In poorer households, remittances
mainly finance the purchase of basic consumption goods, housing, children's education and health
care. In richer households, they can provide capital for small businesses and entrepreneurial
activities. The surveys also reflect the extensive use of informal channels to transfer remittances.
The results cover only cash transfers, as EESIC 2014 does not include questions related to in-kind
transfers.

Amount and scope of household remittances

The average amount of remittances received by a household member in one year was
equivalent to 429 USD in 2004 and 501 USD in 2014. Average remittances appear to have
increased by about 17 percent between the two periods, although figures from 2004 and 2014 are
not completely comparable since they are based on two different surveys with different samples,
questionnaires, scope and methodology. In addition, the average amount of remittances varies
across the islands. It is higher in the island of Ngazidja, with an average of 639 dollars in Moroni
and 868 dollars in the rest of the island for the year 2014. In 2004, the divergences between
Ngazidja and the other islands were more pronounced, with Moroni concentrating the largest
average amount of remittances with an average of 798 dollars annually (Table V.7).

In the rural areas of Ngazidja, the amount of remittances received from the diaspora
represents about 36 percent of the individual’s average annual revenues. The rest of
Ngazidja is mainly rural as the urban activity is concentrated in the capital, Moroni. In these
areas, remittances are particularly important to support consumption as they account for a large
percentage of annual revenues (Table V.6). This is partially explained by the high frequency of
“grand marriage ” in rural families in Ngazidja, as well as widespread community work funded
by the diaspora. Remittances in Ndzouani also account for a significant share of average revenues
—almost 20 percent. The amount of remittances received in Mwali and Moroni represents a
smaller share of annual revenues, but for different reasons: in Moroni because the annual
revenues are relatively high, and in Mwali because the average remittances received are relatively
low. There was no data available on annual revenues for the year 2004.

%6 See Appendix 1.A for information on the methodology of the two surveys.
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Table V. 6: Average amount of foreign remittances received over the last 12 months (in KMF)

Moroni 372,907 (1) 298,395 2,510,982 (2) 12%
Rest of Ngazidja 308,180 405,541 1,134,937 36%
Ndzouani 80,118 135,722 709,750 19%
Mwali 105,821 56,419 1,304,361 4%
Comoros 200,239 234,028 1,070,502 22%
Sources: EIM 2004, EESIC 2014 and World Bank staff calculations.
Notes:

(1) This is the average amount received by a household member residing in Moroni from abroad over the 12
months prior to the survey.

(2) This amount represents the average annual income of surveyed individuals living in Moroni who received
remittances over the last 12 months.

Table V.7: Average amount of foreign remittances received over the last 12 months (in USD)

~ Remittance  Remittance  Average Annual Revenues (%)

Moroni 798 639 5,374 12%
Rest of Ngazidja 660 868 2,429 36%
Ndzouani 171 290 1,519 19%
Mwali 226 121 2,791 4%
Comoros 429 501 2,291 22%

Sources: EIM 2004, EESIC 2014 and World Bank staff calculations.
Notes: Figures have been converted to USD from KFM. The FX rate KMF/USD applied is 0.00214, as per
December 16, 2016.

Remittances’ inflows for poor population groups increased significantly between 2004 and
2014, suggesting their positive role in poverty reduction. Between 2004 and 2014, the average
amount of remittances received by the poor in Comoros expanded markedly, increasing by
around 40 percent. Conversely, the average amount of remittances received by non-poor
households decreased by around 20 percent (Figures V.8 and V.9). However, this general
increase for poor households hides important discrepancies across Comoros’ islands. For
instance, the average amount of remittances received by poor households decreased in Mwali and
Moroni, while it increased in the rest of Ngazindja and in Ndzouani.

Table V.8: Average amount of foreign remittances received over the last 12 months for poor and non-poor (in
KMF)

Moroni 460,372 334,040 336,814 262,147
Rest of Ngazidja 261,550 376,209 388,328 286,004
Ndzouani 75,539 92,668 107,889 144,117
Mwali 171,299 119,612 61,204 56,144
Comoros 183,469 253,620 256,056 201,579

Sources: EIM 2004, EESIC 2014 and World Bank staff calculations.



Table V.9: Average amount of foreign remittances received over the last 12 months for poor and non-poor (in

usD)

e ™ e e T e

Moroni 985 715 721 561
Rest of Ngazidja 560 805 831 612
Ndzouani 162 198 231 308
Mwali 367 256 131 120
Comoros 393 543 548 431

Sources: EIM 2004, EESIC 2014 and World Bank staff calculations.
Notes: Figures have been converted to USD from KFM. The FX rate KMF/USD applied is 0.00214, as per December
16, 2016.

Profile of households with remittance activities

About 38 percent of households received foreign remittances in 2014, nearly doubling the
2004 levels. Comorian households are increasingly involved in the remittances market with 51
percent of the households covered by the 2014 survey having shown transfer activity, compared
to the 26 percent of households covered by the 2004 survey (Table V.10). In addition, the number
of households that received foreign remittances has grown from 21 percent to 38 percent between
2004 and 2014. This increment is particularly acute in the case of Moroni (from 11 to 37 percent),
and Ndzouani (from 18 to 37 percent). The number of households who send remittances abroad
has also increased between the two analyzed periods, although it remains low. Ndzouani and
Mwali are the regions that have experienced larger increases in the number of households
involved in sending remittances.

Table V.10: Share of households with transfer activities in Comoros (in percentage)

Moroni 10.7 8.9 37.1 6.2
Rest of Ngazidja 33.6 8.1 43.8 13.4
Ndzouani 18.1 3.5 36.7 15.2
Mwali 8.7 2.5 18.2 20.4
Comoros 20.7 5.1 38.0 13.0

Sources: EIM 2004 and EESIC 2014.

Women in Comoros have become the main recipients of remittances in the households. In
2014, 64 percent of those receiving remittances were women, and 36 percent were men (Table
V.11). This reflects a change in gender dynamics of remittance activity considering that in 2004,
men were predominantly selected as remittances’ recipients —56 percent were men, compared to
44 percent that were women. This trend is more relevant in Ngazidja and Mwali, where the share
of women who received remittances has increased significantly. This predominance of women
among remittances’ recipients is aligned with the OECD macro data displayed before (Tables V.1
and V.2) that showed large increases in the emigration rate of women from 2001 to 2011,
especially among those with higher education levels. Women's involvement in migration and
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remittances is consistent with the matriarchal feature of the Comorian society and their strong
involvement in the economic activity. %’

Table V.11: Gender of household members receiving foreign remittances (in percentage)

Male 57.1 26.5 49.0 24.4 62.4 46.2 46.4 27.2 55.9
Female 42.9 73.6 51.0 75.6 37.3 53.8 53.6 72.8 43.9 64.2

Sources: EIM 2004 and EESIC 2014.

Individuals aged between 34 and 64 years constitute the largest group of remittances’
recipients in all three islands. About 55 percent of individuals who received remittances in 2014
were between 34 and 64 years old, down from 63 percent in 2004 (Table V.12). In contrast,
younger individuals have become more prominent as remittances’ receivers from the diaspora
abroad. This situation is similar in all three islands, with the particularity of a significant increase
in the share of pensioners and the elderly in Moroni. This is a consequence of the larger
emigration levels experienced in Moroni over the past decade. Since Moroni is more urban and
modern than the rest of the territory, their inhabitants are better endowed to emigrate, and thus an
increasingly number of pensioners and elderly have been able to receive subsidies from their
descendants living abroad.

Table V.12: Age group of household members receiving foreign remittances (in percentage)

<15 0 1.2 0

15t0 24 0 5.5 2.7 5.6 4.0 9.5 3.6 18.4 3.2 7.9
25t0 34 23.8 25.3 14.0 21.6 15.1 19.3 10.7 19.9 15.0 21.0
35t0 64 71.4 57.7 63.0 58.2 62.5 53.3 64.3 49.3 63.4 55.4
65 + 4.8 10.3 20.2 14.7 18.0 16.2 21.4 9.2 18.2 14.6

Sources: EIM 2004 and EESIC 2014.

About half of the respondents who received remittances in 2014 did not have formal
education, a share that has significantly decreased since 2004. In 2004, about 76 percent of
the respondents who received remittances had no education. However, this percentage has been
reduced to 49 percent in 2014 due to an increase in the number of individuals with primary and
higher education. In particular, the latter have seen an enormous increase, from only 2 percent of
respondents reporting to have higher education in 2004 to 16 percent in 2014. The mentioned
increment can be partially explained by positive educational achievements observed in the islands
over the past decade, particularly in rural areas (as they had relatively lower levels than in
Moroni). Table V.13 shows larger increases in the number of remittances’ receivers with higher
education in the rest of Ngazidja and Ndzouani. Moroni, on the other hand, has seen an increment
in the share of individuals who receive remittances with no schooling, which may correspond to
larger emigration rates among highly educated individuals from Moroni.

5" In the Comorian society, women play an important role, both culturally and economically. Inheritance goes to girls
in families, and the Comorian family is matrilocal, i.e. the house belongs to the woman.
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Table V.13: Level of education of household members receiving foreign remittances (in percentage)

No schooling 42.9 50.4 75.6 81.3

Primary 23.8 29.1 12.3 17.9 8.5 20.9 10.7 30.0 11.3 215
Secondary 23.8 14.9 10.8 10.5 8.5 13.9 25.0 34.3 11.3 13.6
Higher 9.5 5.6 0.4 19.7 1.8 17.0 3.6 12.9 1.8 15.8

Sources: EIM 2004 and EESIC 2014.

Comorians who are engaged in economic activity are increasingly benefitting from
remittances, a trend that has reversed since the beginning of the past decade. About half of
household members who received remittances in 2014 had an occupation versus 31 percent in
2004, when most remittances’ recipients reported to be inactive. There are, however, some
regional differences: Mwali and Moroni remittances’ recipients are mainly inactive in both
analyzed periods. In addition, it is worth noting that the percentage of surveyed individuals who
were employed in 2004 and 2014 was 38 percent and 52 percent respectively. These percentages
are slightly higher than the employment figures of surveyed individuals who received remittances
(Table V.14). This indicates that on average, individuals who receive remittances are less likely
to be employed. These results may provide further insights to the literature that claims that
remittances reduce labor force participation. It can also indicate that those who are employed are
less dependent on remittances or less likely to receive these transfers.

Table V.14: Activity status of household members receiving foreign remittances (in percentage)

Occupied 27.3 35.9 40.9 54.3 22.7 52.3 66.7 40.9 31.2 49.9
Unemployed 9.1 16.0 11.4 2.6 24.2 18.2 0.0 10.1 16.7 12.8
Inactive 63.6 48.1 47.7 43.2 53.0 29.5 33.3 49.0 52.2 37.3

Sources: EIM 2004 and EESIC 2014.

Notes: Unemployed include household members who currently do not have an occupation over the reference period
but are looking for a job. In 2014 unemployed also include “discouraged workers”, meaning household members
who did not have a job and are willing to work but are not necessarily looking for a job during the reference period,
because he or she finds a very weak chance to find it in the coming days.

More than half of employed Comorians who receive remittances are self-employed, a
tendency that persists in the two studied periods. About 60 percent of household members
who receive remittances are self-employed —especially in the informal sector— and about one third
are salaried workers. For Comoros as a whole, these percentages do not significantly vary from
2004 to 2014 (Table V.15). However, in Moroni 72 percent of those who received remittances
were categorized as salaried workers in 2004, whereas only 29 percent were categorized as such
in 2014. In contrast, self-employed remittances’ receivers in the capital have significantly
increased between the two periods as well as family helpers. Another regional difference is
observed in Mwali, where most individuals who received remittances were salaried employees in
2014, as opposed to what is observed in the other islands.



Table V.15: Occupational categories of occupied household members receiving foreign remittances (in
percentage)

I 2 e M

Salaried 714 29.0 27.1 37.1 26.2 325 66.7 47.8 31.0 34.0
employees
Self-employed 28.6 63.5 57.9 62.3 68.5 57.3 22.2 38.2 60.2 59.3
Family  helper 0.0 7.5 15 0.6 5.4 10.2 11.1 14.0 8.8 6.7
and similar

Sources: EIM 2004 and EESIC 2014.

Siblings and children are the main senders of remittances to Comoros. In 2014, over one
third of individuals who received remittances reported that these transfers were sent by a brother
or sister, and another third reported that these were sent by a son or daughter (Table V.16).
Siblings remained significant in 2004, but those claiming that they receive remittances from their
children were considerably fewer (only 6 percent). Meanwhile, 30 percent of respondents
reported that they received remittances from in-laws in 2004, a percentage that has been reduced
to only 2 percent in 2014. There are also important increases in the share of those who received
remittances from other relatives between 2004 and 2014. Regionally, there is some variability
between Moroni and the rest of the country. Outside Moroni, remittances appear to have come
mainly from a brother or sister, particularly in the case of Ndzouani and Mwali. Meanwhile, in
Moroni, the distribution of remittances’ senders is more widely dispersed among parents,
siblings, children and other relatives. This reflects a greater variety of family members from
Moroni living abroad.

Table V.16: Relationship between foreign remittances’ senders and recipients (in percentage)

Father, mother 21.1 15.6

Son, daughter 15.8 32.7 4.8 26.6 6.1 335 0.0 26.8 6.0 311
Brother, sister 21.1 19.1 33.9 34.0 38.9 36.6 46.4 37.0 36.1 33.0
In-laws 31.6 1.9 36.6 4.7 275 0.0 17.9 4.9 30.7 1.9
Other relative 5.3 29.5 134 22.8 8.5 124 14.3 16.1 10.4 18.4
Without relationship 5.3 1.2 4.8 8.7 13.0 2.3 17.9 8.1 9.6 4.3

Sources: EIM 2004 and EESIC 2014.

Use of remittances from diaspora

The main reason for receiving remittances from a relative abroad is to support and assist
the family in Comoros. In 2014, around 68 percent of individuals who received remittances
reported “family support and assistance”, mainly to fund consumption and operating expenses, as
the purpose for these transfers. 11 percent of remittances’ receivers reported that they were using
these funds for healthcare and 7 percent to cover education costs (Table V.17). However, in
Grande Comoros (Moroni and Rest of Ngazidja) remittances are relatively more used to financing
education than in the other two islands. In Moroni, enrolling in insurance schemes ranks as the
second most important reason to receive remittances due to a more developed financial and
insurance market. Meanwhile, remittances are highly concentrated in “family support” in
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Ndzouani and, to a lesser degree, in Mwali where a significant share of people reported
investment needs as the main purpose of remittances. The 2004 survey did not provide
information on the use of remittances.

Table V.17: Main purposes for remitting, 2014 (in percentage)

Religious purposes (church, mosque) 3.1 0.0 0.4 3.0 0.8
IlInesses 11.0 21.2 4.8 3.9 10.8
Deaths, funerals 2.0 4.3 1.6 6.0 2.6
End of mourning/ Building a tomb 0.0 1.7 0.0 0.0 0.5
Associations / Mutual insurance schemes 17.0 2.3 2.3 4.5 4.7
Studies 12.7 10.4 35 3.6 7.1
Baptism, marriage ceremonies 2.0 0.0 0.0 0.0 0.3
Other family support and assistance 43.2 55.9 84.4 60.8 68.4
Investment 5.6 4.1 2.5 16.1 3.8
Other (job loss, birth, birthdays) 3.5 0.0 0.5 2.1 0.9

Source: EESIC 2014.

IV. Discrepancies between Central Bank and Household Survey Data

In general, it is difficult to match household survey data with the aggregation of the macro
data from International Financial Institutions or the Central Bank. There are mainly three
sources of total remittances data for Comoros: (i) the Banque Centrale des Comores (BCC), (ii)
the World Bank/IMF, and (iii) the Institut National De La Statistique Et Des Etudes Economiques
Et Démographiques (INSEED) through the household surveys EIM (2004) and EESIC (2014).
Hence, the difficulty to obtain a remittances’ figure somehow homogenous among the three
sources lies in the different characteristics and quality of the data gathered by each source.
Appendix 4 provides a more detailed description of the sources of discrepancies between the data
sources, and a summary of the literature on how these discrepancies can be addressed.

BCC data are more accurate but likely underestimate the real number of remittances
coming to Comoros. The BCC keeps a monthly record of the total cash remittances coming into
the country through formal financial channels, which include commercial banks and other
providers of international funds’ transfers approved by Comoros. For this reason, Central Bank’s
figures are believed to be more accurate than estimates of household’s data. Meanwhile, Central
Bank’s estimates fail to capture the amount of remittances coming through informal channels,
mainly in the form of cash carried by relatives, friends or acquaintances. Cruz (2004) estimated
that 80 percent of total transfers to Comoros came through informal channels due to the fragility
of the banking sector. These transfers are not captured by the Central Bank and constitute the
main reason of discrepancy between household’s and Central Bank’s data.

Household surveys’ data have the advantage of capturing informal remittances but are
subject to sampling error. EESIC (2014) and EIM (2004) incorporate modules designed to
capture the amount of total transfers received from family members living abroad, regardless of
the channel or system used to receive these funds. However, these surveys have some
disadvantages: a) surveys are subject to sampling errors, b) households may misreport amounts
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received, c) neither EESIC or EIM are designed to generate an accurate measure of remittances.
In addition, Comoros’ household data might be slightly overestimated since both EESIC and EIM
include pensions and payments received from clubs or associations.>® These two components do
not fit the typical notion of what should be counted as remittance.

Finally, World Bank’s data are often used as a benchmark against the accuracy of other
type of data, as it is more comparable and adjusted to international standards. The World
Bank generates its own remittances’ estimates based on data from IMF Balance of Payments
Statistics, releases from central banks, national statistical agencies, and World Bank country
desks. The World Bank figures also include an estimation of informal remittances and thus, are
larger than BCC’s estimations. Ducanes (2010) and others use the World Bank’s estimations as a
benchmark to calculate the “missing remittances” in household’s and Central Bank’s data. That is
because the World Bank’s figures are ultimately based on Central Bank’s figures —which are
believed to be more accurate than household data—, that include an estimation of informal
remittances and are adjusted to international measurement standards.

In the case of Comoros, there are no major discrepancies between the results from the
household surveys and the Central Bank’s estimates. After including the amount of informal
remittances that the Central Bank fails to capture, the total amount of remittances received in the
year 2004 is equivalent to 54 million dollars, with no significant difference between household’s
and Central Bank’s data (Tables V.18 and V.19). For 2014, there is a small difference of about 10
million dollars between the two sources. The Central Bank’s estimates are equivalent to 136
millions and the household survey to 146 millions. This implies an increment of about 160
percent over ten years that can be explained by increases in the average remittances per
household and, more importantly, in the number of households who received these transfers.*
Meanwhile, the World Bank’s estimates are slightly lower than the other two: 49 millions for the
year 2004 and 126 millions for the year 2014. Overall, the official figures and the results from the
household surveys are quite close, particularly in the year 2004, which is unusual in this type of
estimations.5°

%8 The World Bank defines remittances as the sum of personal transfers - current transfers in cash or in kind between
resident and non-resident individuals— and compensation of employees —wages and social contribution of workers
who are employed in an economy where they are not resident and of residents employed by nonresident entities.

%9 To calculate this growth rate, we have used 141 millions dollars for the year 2014, which is the average between
household’s and Central Bank’s estimates.

8 For example, Philippines Ducanes (2010) estimated that in 2006 the amount of “missing remittances” (the
difference between household’s data and the World Bank’s data) were equivalent to 8.8 billions of dollars.
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Table V.18: Differences between household and Central Bank estimations (in KMF millions)

Central Bank (only covers formal remittances) 5,542 25,924
Household Surveys (covers formal and informal remittances) 25,030 68,476
Informal Remittances as % of total remittances (see Figure V.7) 78% 55%

Total informal remittances (based on household data) 19,523 37,662
Central Bank + Total informal remittances 25,065 63,586
Difference between household surveys and CB + informal remittances 35 4,890

Sources: Central Bank of Comoros, EIM 2004 and EESIC 2014.

Notes: Household surveys’ annual remittances have been extrapolated by multiplying the average amount of
remittances (see Table 6) per the number of people who received remittances in the corresponding year, which in
turn, has been calculated by multiplying the percentage of individuals that received remittances (see Table 8) and the
total population of the country in each year.

Table V.19: Total annual remittances in Comoros, various estimations (USD millions)

2004 53.6 53.6 48.71

2014 136.1 146.5 126.0

Sources: Central Bank of Comoros, EIM 2004 and EESIC 2014.

Notes: This figure is extrapolated based on the average growth rate of remittances between 2005 and 2010,
according to the World Bank data. The FX rate KMF/USD applied is 0.00214, as per December 16, 2016.




Chapter VI — Fiscal Incidence Analysis

Key Messages

= Fiscal policy — direct taxes (personal income tax), indirect taxes (VAT and excise
duties), and in-kind spending on health and education services — reduces inequality
in Comoros;

= Indirect taxes taken together produce a very small reduction in inequality, while
specific excises on rice and tobacco increase inequality;

= In-kind transfers of education and health services have the largest impact on
inequality. and education has the largest in-kind impact;

= Personal income taxes also reduce inequality, but poor households are not protected
by a high income tax threshold;

» Fiscal policy (excluding in-kind transfers) increases the poverty headcount, while
most of poor households are net payers into the fiscal system.

Public investment is receiving more attention in the development strategy of the
Government of Comoros. The Government’s strategy for Accelerating Growth and Sustainable
Development (2015-2019) focuses on four elements: (a) the acceleration, diversification, and
sustainability of economic growth; (b) the development of infrastructure to support growth; (c) an
improved access to basic social services and an increased resilience of households; and (d) the
strengthening of governance, institutional, and human resilience.

High and increasing inequality remains an obstacle to the acceleration of poverty reduction.
This chapter examines the role of fiscal policy in contributing to this trend. The chapter
summarizes results from the analysis of the incidence of fiscal policy in Comoros based on a
Commitment to Equity (CEQ) Assessment (Lustig and Higgins, 2013), and using ESSIC 2014
data and budget reporting from 2014. More specifically, the analysis investigates the impact of
tax and expenditure policies on inequality and poverty, and thereby provides an evidence base for
possible improvements in basic social service delivery and household resilience. The logic behind
a CEQ Assessment is summarized in Figure V1.1, which shows in a schematic fashion the
different measures of “pre-fiscal” and “post-fiscal” income (as well as the fiscal policy elements
included in each income concept).

A CEQ assessment compares pre- and post-fiscal income distributions to determine
whether fiscal activity, or a particular tax or public expenditure, has been poverty- or
inequality-reducing, as well as who has gained and who has lost (on net) from fiscal activity.
Any income concept and any fiscal intervention can be compared to another in a flexible and
valid manner; for instance, the assessment determines whether there is a reduction in inequality
from Market income to Net Market income, and it also indicates whether receipt of contributory
pension benefits or the payment of Personal Income Taxes (and other direct taxes like property
taxes) contribute more to the decrease in inequality from pre-fiscal Market income to post-fiscal
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Net Market income. The fiscal activities — taxes and transfers — listed in the flowchart indicate the
complete set of fiscal activities that distinguish the pre-fiscal income concept (indicated by the
node occurring nearer to the top of the page) from the post-fiscal income concept (indicated by
the node occurring nearer to the bottom of the page). More details on the methodology and data
can be found in Appendix 5.

Figure VI.1: Income Concepts and Fiscal Interventions in the Commitment to Equity (CEQ) Assessment

Marketincome

- Income from work (monetary and in-kind)
- Income from capital

- Self-provision of goods

- Private transfers

- Private pensions

- Remittances and alimony
- Imputed rent

e | Contributory pensions

Marketincome plus pensions

Direct taxes and contributions
- Personal income tax
- Contributions to health

- Contributions to unemployment insurance

v

+ Direct transfers
Ao - Cash transfers
- Near-cash transfers

Indirect subsidies
. + - Public transportation
Indirect taxes € !
Value added tax - - Water
I e - Gas in the Magall i
- Sales tax: alcoholic and non-alcoholic beverages g astn the Magarancs region
- Excise taxes: tobacco and fuel
v
In-kind transfers
4_______'_': ________ Monetized value of public
Public cducation and health _ and SubSldlZ?d education, and
""""""""" > public health
copayment and fees

Final income

Source: Adapted from the Commitment to Equity Handbook: Estimating the Redistributive Impact of Fiscal
Policy, (Nora Lustig, ed, 2017.) Tulane University and the Brookings Institution Press.
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Public revenues in Comoros mostly stem from indirect taxes while social spending mainly
take the form of social transfers. Figure V1.2 below puts the Comoros fiscal-year 2014 revenue
collection and expenditure mix in international perspective. Panel A indicates that Comoros,
similar to Ethiopia, Uganda, and Tanzania (and the rest of the countries shown), raises most of its
domestically-collected revenues from indirect rather than direct taxes. In the Comoros CEQ, we
allocate the VAT on imports, the VAT on domestically-produced goods, and the diesel, petrol,
rice, alcohol, and tobacco excise taxes.®! Personal income taxes are also allocated in this CEQ
Assessment. Panel B indicates that Comoros is again similar to Ethiopia, Uganda, and Tanzania
(and most of the rest of the countries shown) by concentrating the bulk of its social spending®?

in-kind transfers. The bulk of in-kind transfer spending goes to education rather than health. In

2014, education expenditures were nearly five times larger than health expenditures in
Comoros.®®

Figure VI1.2: Revenues and Expenditures Included in the 2014 Comoros CEQ Assessment

Panel A: Composition of Revenues (as % of GDP) in international comparison (around 2010)
(Ranked by total government revenue/GDP; GNI right-hand scale)
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61 Total direct taxes — personal income, payroll, corporate income, and property taxes — are about one-third the size
(in 2014) of total indirect taxes in the Comoros.

62 CEQ Social spending includes: direct transfers, spending on education and health, and other social spending like
subsidized public housing and/or tax credits for low-wage earners.

8 While there is a small World Bank-funded social protection pilot, there is no fiscal space for large, national-
coverage direct transfer expenditures.
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Panel B: Composition of Expenditures (as % of GDP) in international comparison (around 2010)
(Ranked by social spending/GDP; GNI right-hand scale)
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Sources: EESIC (2014) and authors’ calculations, Comoros; Aristy-Escuder et al. (forthcoming), Dominican
Republic; Jellema et al. (2017), Uganda; Afkar et al. (forthcoming), Indonesia; Llerena Pinto et al. (2015),
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I. Incidence of public expenditure

Education and health contribute to the reduction of Inequality

Overall, inequality would be higher in Comoros if the fiscal policy elements covered here
were eliminated. In other words, fiscal policy does reduce inequality. Figure VI.3 below
demonstrates that the Gini coefficient estimated over Market Income + Pensions is 0.437, while
the Gini coefficient estimated over Final Income, which is net of direct and indirect taxes paid
and includes a monetized value of healthcare and education services received in kind, stands at
0.404 in 2014. Therefore the total impact of fiscal policy — including direct and indirect taxes, and
in-kind spending on public health and education services — on inequality is a reduction of
Comoros’ Gini coefficient by approximately 3.3 points.
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Figure V1.3: Gini coefficient, Market Income (incl. pensions) to Final Income, various countries and years
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Guatemala; Younger (2017), Ghana; Younger and (forthcoming), Armenia; Hill et al. (forthcoming), Ethiopia;
Cabrera and Moran (2015), Nicaragua; Paz Arauco et al. (2014), Bolivia; Concha and Bondarenko (forthcoming),
Georgia; Beneke et al. (2017), El Salvador; Rossignolo (2017), Argentina; Shimeles et al. (2017), Tunisia; Alam
et al. (forthcoming), Jordan; Harker et al. (forthcoming), Colombia; Inchauste et al. (forthcoming), South Africa;
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Comoros remains one of the most unequal low-income African countries even after fiscal
activity is taken into account. Figure V1.3 indicates that pre-fiscal inequality in Comoros is
“middle of the pack” when a low- and middle-income CEQ country-set is included (Panel A).
However, Comoros has relatively high pre-fiscal inequality when compared only to other low-
income countries in Africa (Panel B) such as Uganda, Ethiopia, Tanzania, and Ghana. Since the
total reduction in inequality from pre- to post-fiscal income in Comoros falls within the average
of this set of region- and income-comparators, Comoros remains with relatively high post-fiscal
income inequality.

In-kind education and health expenditures account for the largest contribution to inequality
reduction via fiscal activity. Figure V1.4, which presents the marginal contributions of
individual taxes and in-kind transfers to total inequality reduction from redistributive fiscal
policy, indicates that in-kind education, and to a lesser extent, health expenditures contribute the
most to inequality reduction. Inequality reduction stemming from in-kind spending alone
accounts for over 90 percent of total inequality reduction from fiscal activity. Within the
inequality reduction from in-kind fiscal expenditures, the education’s share itself stands at
approximately 90 percent. Therefore, approximately 4/5™ of all inequality-reduction from fiscal
activity is produced by education spending alone. Health expenditures also participate to the
reduction of inequality, but the estimated impact of health is about one-third of the estimated
impact of education.

Figure V1.4: Total Change in Inequality, Market to Final Income and from Fiscal Interventions (in Gini

points)
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Source: EESIC 2014.

Within education expenditures themselves, spending at the tertiary level accounts for nearly
half of the marginal decrease in inequality from education spending. This distribution of
tertiary education spending is uncommon among the CEQ country-set, where tertiary education
spending often increase inequality. Figure V1.5 demonstrates that the frequency of utilization of
public tertiary education services (out of the general population) is actually higher among poorer
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households. This result is entirely driven by public tertiary education’s utilization in the island of
Ngazidja (Grande Comore); on the other islands (Ndzouani and Mwali), the frequency of
utilization of public tertiary education services increases with income level.

Figure VI1.5: Frequency of household-level utilization  Figure VI1.6: Total Change in Inequality by Island,

of public education services by education level and Market to Final Income (in Gini points)
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Public expenditures have higher equalizing effects in Mwali. The administration and delivery
of the public health system (excluding national referral hospitals) and the public education system
(excluding tertiary education) are delegated to the islands; funding for these expenditures comes
from non-designated transfers from the Union fiscal authority.® The impact of health and
education expenditures on inequality by island is shown in Figure V1.6. It is clear that the island
with the lowest initial inequality (Mwali) also delivers the largest reduction in inequality from in-
kind health and education services.

64 See World Bank (2015).
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However, the majority of total public education expenditures are on personnel (civil servant
waged employees).®> Union-wide, 94 percent of public education expenditure covers wages.
Even though the number of public primary and secondary school students enrolled was nearly 30
percent higher in Ndzouani than in Ngazidja, total education expenditures in Ndzouani were only
5 percent higher, while total education salary expenditure was 13 percent higher.%®¢ Meanwhile, in
Mwali, the number of enrolled students was nearly 80 percent lower than in Ngazidja, but salary
expenditure per enrolled student was approximately equal. Incomes are lower in Mwali, so a
transfer representing the government’s cost of providing education per student — which is
approximately constant regardless of the location because of the high proportion of salary
spending — appears more valuable in Mwali.®’

The decentralization of the service delivery system might contribute to the equalizing
effects. A decentralized service delivery framework allows for significant variation in the
underlying costs of service (for example, with respect to the total salary share of a year of
education), as well as in the cost-recovery mechanisms that lower-level governments use in
producing services. For example, a recent review of public expenditures in Comoros®® indicated
that the island governments’ focus on salary expenditure left funding gaps at the facility level that
were covered by contributions from students or patients. While the empirical magnitudes and
distributions of those fees are not known, and while the existence of fees undoubtedly lowers the
net benefit provided by public provision of services, the theory and the CEQ country-case-study
archive both indicate that such fees can be income equalizing.

I1. Taxation incidence

The taxation system has a progressive marginal rate structure, but is negatively affecting
poverty

Total indirect tax collections are slightly equalizing even though the rice and tobacco excises
alone actually contribute to an increase in inequality. In Comoros, indirect taxation — which
reduces purchasing power over goods and services — privileges certain types of goods with lower
rates and exemptions. Figure V1.7 below demonstrates that total revenue collections from the
Import VAT (at 1.72 trillion Francs in 2014) are approximately equal to the collections from the
domestic consumption tax (at 1.69 trillion Francs in 2014); however, in the EESIC the median

% In the public health system, approximately 44 percent of all expenditure is on salaries.

8 Circa (2011, 2013)

57 Or, from the opposite perspective, we are unable to determine whether the extra personnel and salary spending per
student in Ngazidja and Mwali (relative to Ndzouani) is actually a transfer to households with schoolchildren (i.e., a
more valuable in-kind education benefit) or a transfer to skilled or semi-skilled labor (i.e., a civil service contract).

88 “Comoros Public Expenditure and Fiscal Management Review”, World Bank (2015).
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import share (of consumption expenditures) is zero® for every decile. Similarly, approximately
equal amounts are collected from the rice excise and from the tobacco excise, but 22 percent of
EESIC households pay a nonzero rice excise amount, while only 15 percent of EESIC households
pay a nonzero tobacco excise amount.

Figure V1.7: Revenue collection and change in Figure V1.8: Shares of items and purchase types in
poverty by indirect taxes total consumption expenditure by decile
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Poorer households are taking advantage of preferential rates and statutory and non-
statutory exemptions. Figure V1.8 summarizes, by consumption expenditure decile, the shares of
total consumption expenditure that are not market purchases (and are therefore gifts or other
private transfers, or auto-consumption); that are rice, alcohol, or tobacco purchases from informal
sellers; that are domestic purchases from formal locations; and that are purchases of imports.
While auto-production and auto-consumption is a more frequent source of consumption value for

% The mean import share ranges from approximately 2 to approximately 9 percent from the poorest to the richest
decile.
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poorer households, their informal purchases — especially of the excised rice, alcohol, and tobacco
products — and their avoidance of imports appear more significant.”®

Indirect taxes negatively affect poverty. Even though poorer households are taking advantage
of lower implicit tax rates created by the rate schedule and statutory and non-statutory
exemptions, and even though the indirect tax system overall reduces inequality, indirect taxes
increase the poverty headcount rate. The indirect taxes that have the largest impact on poverty are
the domestic consumption tax and the rice excise, while the fuel and alcohol excises have
virtually zero impact on poverty headcounts. As there is no fiscal space for national-coverage
direct transfers,’* Comoros fiscal policy (through the CEQ Consumable Income concept) is
impoverishing, and nearly 100 percent of those who are poor are net payers into the fiscal system
(through the CEQ Consumable Income concept).”2

The personal income tax (PIT) system positively affects inequality. The Gini coefficient
measured over gross incomes (or incomes before imputed PIT are collected) is 0.437; the Gini
coefficient measured over net incomes (or incomes after imputed PIT are collected) is 0.434. The
Kakwani coefficient on imputed taxes is 0.31, which indicates that the PIT system is pro-poor in
the sense that PIT paid (as a share of pre-PIT income) rises with income.

However, the PIT system, like the indirect tax system, does create impoverishment. Figure
V1.9 reports mean and minimum per capita income in each decile of the official welfare series, as
well as the mean per-capita incomes in poor households and the PIT threshold (in 2012). The tax
threshold, at 150,000 KMF (annual, 2012) is about 8 percent lower than mean per-capita incomes
in poor households in 2014.7® This does not mean that poor households expect a PIT burden; the
PIT threshold is defined for individual incomes, and the welfare aggregate that determines
poverty status is the value of total household consumption expenditure divided by the size of the
household. Furthermore, even poor households with one (or more) income earners who have
individual incomes above the threshold may not earn income from the formal sector or from
assets that are “visible” to the PIT system administration. Poor households are also larger (by
about 2 household members) than non-poor households, and therefore will likely be able to
exempt more income (in the form of child allowances and/or pension-income exemptions, for
example) from PIT calculations.

0 The fewer statutory or non-statutory exemptions there are, or the more the rate structure tends towards uniformity
across goods and services, the closer to neutral will the distribution of indirect taxes paid be (relative to the value of
consumption expenditures). However, a perfectly proportional indirect tax system may still be regressive relative to
actual income as richer households typically dedicate a smaller share of their income to current consumption.

"L Therefore no income is being added via fiscal policy to poor households’ incomes before they make purchases.

2 There is a very small group, representing about 0.5 percent of the population, paying no indirect taxes; the majority
are smaller households concentrated in rural areas with higher income from auto-production/auto-consumption, and
with nearly 100 percent shares of informal purchases — which we have chosen to exclude from the set of purchases
which attracts indirect taxes — in total purchases.

3 Consumer price Inflation (as measured by the Comoros consumer price index) between 2012 and 2014 was just
over 3 percent; therefore, the 2012 tax threshold in 2014 nominal currency values would still be below mean per-
capita incomes in poor households in 2014.
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Figure V1.9: Per-capita consumption expenditures by decile and poverty status; PIT threshold
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Source: EESIC 2014.

While the share of poor individuals that had high enough incomes to fall within the PIT
threshold remains limited at 5 percent, some poor households may face a PIT burden. In the
imputation of PIT carried out for this CEQ Assessment, approximately 5 percent of poor
individuals had high enough incomes (as proxied by household consumption expenditures plus
potential PIT payments) and had multiple formal employment characteristics so that they were
imputed to be likely taxpayers. Furthermore, nearly all of those poor households with one
imputed taxpayer have (at least) one individual wage earner employed in the civil service,
meaning that those households are likely receiving non-salary benefits (including pensions) that
we do not measure. However, a PIT threshold slightly above, at, or even below poverty-level
expenditure means that some poor households, depending on demographic composition and level
of informality, will face a PIT burden. In the imputation carried out here, the poor households
with a PIT burden contribute to only 2 percent of total PIT revenues collected. Therefore, there is
scope for a revenue-neutral revision of the tax schedule that includes an increase in the tax
threshold combined with a revenue-weighted 2-percentage point increase in marginal rates.
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Some conclusions and implications

Comoros fiscal policy does not directly add purchasing power to poor or vulnerable
households through cash or near-cash transfers. On the revenue collection side, although
indirect tax schedules provide preferential rates, although most economic activity is informal and
therefore not subject to indirect taxation, and although the personal income tax schedule has a
progressive marginal rate structure, the total tax burden in the first decile (in the poorest 10
percent of the population) still represents 1.3 (1.7) percent of pre-tax income. A tax burden that is
not balanced by benefits is necessarily poverty increasing. A revision of the indirect and direct
tax schedules or a compensatory direct transfer would better protect poor households from
impoverishment via fiscal policy.

Comoros’ fiscal policy as a whole reduces pre-existing inequality, and many individual
fiscal programs on both the expenditure and revenue sides make marginal contributions to
inequality reduction. The largest of these contributions to inequality reduction comes from
public education. However, in Comoros’ decentralized service-delivery framework, island
governments, who are responsible for funding and delivering primary social services, have
prioritized salary and personnel spending while neglecting materials and non-salary operational
expenses (like facility maintenance). This pattern has led facilities to charge users (students)
access fees; such fees reduce the net benefit of public services to utilizing households. Including
these locally-collected fees, while adjusting island-level spending to reflect an efficient amount of
salary versus non-salary spending, may alter the inequality impact of in-kind transfers in
education.

175



Appendices

Appendix 1.A: Overview on the methodology and design of EIM
2004 and EESIC 2014.

Most of the analysis in this report is based on the existing two household budget surveys, namely
the Enquéte Intégrale aupres des Ménages (EIMM) for 2004 and the Enguéte sur [’Emploi, le
Secteur Informel et la Consommation des Ménages aux Comores (EESIC) for 2014.

EIM 2004 has three objectives: (i) assess the poverty levels, monitor indicators of household
welfare, and promote specific analysis to strengthen economic and social policies; (ii) mitigate
the institutional constraints — the lack of unity between various statistical activities and weak
statistical tools— that impede a comprehensive understanding of poverty; and (iii) enhance
analytical capacity at conceptual, methodological and technical levels. The EIM uses three
statistical modules: a household questionnaire, a community questionnaire, and a questionnaire
on prices. The household questionnaire administrated in two parts divided into six sections each,
aims to provide integrated information on the mechanisms that determine the standards of living
of families.

The EESIC 2014 is built in 3 phases (enquéte 1-2-3) completed between November 2013 and
June 2014. Phase 1 and 2 focus on labor market indicators and the informal sector respectively
and were carried out simultaneously. Phase 3, named Dépenses de consommation des ménages
aux Comores (EDMC), was executed later, from May to June 2014, and focuses on household’s
consumption expenditures with the objectives of: (i) identifying households’ consumption level
and structure; (ii) reviewing the role of the informal sector in meeting household needs; (iii)
assessing changes in income, consumption and cash transfers received or sent by the households
in the sample; and ultimately (iv) providing the weights for a consumer price index (CPI).

This appendix covers technical issues in the design, implementation, comparability and poverty
estimation methodology of the surveys with a focus on data quality. These issues have been
mentioned in the body of the report, but are elaborated here.

I. Methodology and data collection

Sampling design

The samples of the two surveys come from the population and housing census conducted in 2003.
A two-stage stratified sampling design was used in the two surveys. The EIM 2004 has a sample
of 2,988 households distributed in 249 Enumeration Areas (EAs) randomly selected within each
island to distinguish between urban and rural areas, and Moroni. The 249 EAs represent the first
level of sampling where: (i) 220 EAs were derived from a stratified two-stage survey; and (ii) an
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additional 29 EAs were identified to include a sufficient number of households belonging to
localities affected by FADC (Fonds d’Appui de Développement Communautaire). The second
level of sampling is formed by households within each of the 249 EAs identified in the first level
of sampling. The table below summarizes the spatial distribution of the sample.

Table 1.A-1: Sample for the EIM 2004

Mwali rural 2 337

Mwali urban 20 2840 18% 22%
Ndzouani rural 70 27572 4% 7%
Ndzouani urban 31 10733 6% 13%
Ngazidja rural 90 29 168 6% 9%
Ngazidja urban 26 10 964 5% 11%
Moroni 16 7 654 11% 24%
Mwali 32 5177 13% 12%
Ndzouani 101 38 305 3% 6%
Ngazidja 116 40132 5% 8%
Rural 172 59 077 4% 5%
Urban 77 24 537 5% 10%
Comoros 249 83614 3% 5%

Source: EIM 2004.

The EESIC 2014 uses the same strata. The survey has a sample of 4,966 households randomly
selected in 338 Enumeration Areas (EAs) that were surveyed during Phase 1. The sample size in
Phase 3 represents 65% of the sample in Phase 1, thus 3,276 households. The survey was
conducted in 4 successive waves, each comprised of 819 households, within a total duration of 15
days. The table below summarizes the spatial distribution of the sample per strata.

Table 1.A-2: Sample for the EESIC 2013/14

Number of EAs to be sampled in urban areas 84 50 43 36
Number of households to be sampled in urban areas 1,008 378 387 387
Number of EAs to be sampled in rural areas 0 50 41 34
Number of households to be sampled in rural areas 0 378 369 369
Total EAs 84 100 84 70
Total households 1,008 756 756 756

Source: EESIC 2014.

Structure of the questionnaires

The EIM 2004 consists of three components: the household, community and price questionnaires.
The household questionnaire contains:

Identification of the household
Housing

Education

Health

Occupation

Agriculture

Food and non-food consumptions

No ok ohdRE
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8. Non-farm enterprises

9. Transfers and revenues
10. Assets, loans and saving
11. Anthropometry

The third phase of EESIC 2014, the EDMC module, is based on three questionnaires. The first
questionnaire is the main one and is composed of 29 sections which can be summarized as
follows:

1. Identification of the household
List of household members

3. Daily expenditures

4. Clothing and shoes

5. Housing, electricity, water, gas and other fuels

6. Furniture and maintenance

7. Health

8. Transport

9. Communication

10. Leisure and culture

11. Education

12. Hotels and restaurants

13. Miscellaneous goods and services

14. Transfers

15. Agriculture

16. Livestock farming

17. Fishing

18. Forest exploitation

19. Access to public services

The second questionnaire is based on the subjective assessment of poverty and the third
questionnaire is an additional questionnaire to collect data on gender.

Periods of data collection and duration

Both EIM 2004 and EESIC/EDMC 2014 collected consumption and expenditures data over two
months. They were conducted approximately during the same months: for instance, May and June
and were divided into different stages. In 2004, individual characteristics were recorded during
the first stage and the second stage concerned the household’s expenditures. Given the objective
of the 2014 survey to collect as much detailed information related to household consumption as
possible, the data were collected in four stages. Daily purchases were recorded during the last
three stages.
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The methodology is not the only issue that matters for Comoros in assessing poverty and
inequality trends. The quality of the data is also a big issue that should be taken into account in
such assessments.

I1. Quality and design differences

Both EIM 2004 and EESIC 2014 suffer from important quality issues, including errors in data
entry, important outliers, mismatches between the socio-demographic variables in the different
modules of each survey, absence of labelling of variables and difficulties to link them with the
questionnaire. Yet, the EESIC is of better quality than the EIM. The 2014 EDMC module of
EESIC differs from the preceding 2004 EIM in the following ways:

a. Number of items and aggregation in the recall module: The EDMC 2014 probed for a much
larger number of items than the EIM 2004. Using a larger number of items can lead to higher
consumption aggregates. Also, the two surveys used different classification of the products. The
2004 survey probed for less than one hundred product items, and the products were often not
disaggregated to take into account several types of sub-products. In contrast, the 2014 survey was
based on the COICOP classification and therefore, included different sorts of products. The
number of food and non-food items considered in the 2014 survey is significantly higher than that
of 2004. There was a possibility to aggregate the product items to obtain common products across
the two surveys. However, this was difficult to do in the case of some products for which it was
difficult to find equivalent products in 2004.

b. Methods of data capture — diary versus recall: The 2014 EDMC collects food and non-food
expenditures through a 9 days diary and different recall modules, while the EIM 2004 used recall
modules only. In the EDMC 2014, item codes in the diary did not correspond to the recall
module, and the latter grouped some of the items together that were recorded separately in the
diary, which makes a comparison of expenditures across the two sources more difficult. Diary
could be seen as being more appropriate for food consumption and frequent purchases than recall.
However, diary is based on the household self-reports without the presence of the interviewer.
Although the latter should verify all information reported by the household and should record it in
the questionnaire, it is likely that this was not done properly. Indeed, the data show that
information reported by households was sometimes problematic.

c. Recall periods: The EIM 2004 uses recall periods of 14 days for all items, as well as recall
periods of 1, 3 and 12 months depending on the items, while the EDMC 2014 uses recall periods
of 1, 3 and 12 months depending on the item (see Table 1.A-3 for an overview). A large literature
shows that changes in the recall period can have effects on measured consumption and poverty
(e.g. Beegle et al., 2010; Lanjouw, 2005; Gibson, Huang and Rozelle, 2005).
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Table 1.A-3: Reference periods of the two surveys

Food and drinks X X X X X
Alcohol and tobacco X X X X X
Clothing and shoes X X X X X

Housing, electricity, water and gas X X X X X X

Furniture and maintenance X X X X X X
Health X X X X X X
Transport X X X X X
Communication X X X X X
Leisure and culture X X X X X
Education X X X
Hotels and restaurants X X X X X
Miscellaneous goods and services X X X X X

Sources: EIM 2004 and EESIC 2014.

Other problems relate to the non-standard units of measurement. This problem concerns both
2004 and 2014 surveys, but was surprisingly more acute in 2014. There were more than 70
different units of measurement for quantities in the 2014 survey. Trying to reduce the number of
units by converting them into conventional units or trying to correct wrong units was difficult,
given the limited availability of market prices. While there was an effort to collect market prices
in 2004, though the coverage of products was low, this effort was much more limited in 2014,
and market prices were collected for a very low number of items compared to the number of
products (particularly food products) available in EESIC/EDMC 2014. This affected the
estimation of spatial price deflators, the caloric conversion of food items to estimate the poverty
line and the possibility to identify outliers. Besides these issues, there were other problems related
to the collection of own-consumed items in 2004 and difficulties to identify the labelling of some
consumption/expenditures items in this survey, which led to disregarding some of them.
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Appendix 1.B — Poverty Estimation Data and Methodology

Computing consumption aggregates is the first step for poverty estimates. In the case of 2014, the
monthly expenditures and quantities for each household were calculated in both diary and recall
modules, if the same items were surveyed in both modes. In order to avoid double counting in
case where the household has both diary and recall expenditures, diary and recall were compared
to keep the most reasonable quantities and prices, and the ones from the recall module were used
in most cases in the end.

I. Calculation of the Household Consumption/Expenditure Indicator

The 2014 household consumption/expenditure indicator is estimated as an aggregation of food
and non-food expenditure data collected using both diary and recall approaches through specific
survey modules. The estimation work exploits a total of 21 modules directly linked to food and
non-food data.

1. Food consumption expenditure:

Food data and indicators are first drawn from the CQ03 module, which is a diary-based module
that collects daily current expenditures of eligible household members assigned to this task and
subsequently registered in household diaries. It contains daily current expenditures undertaken
over a 9-day period in which households are visited 4 times at a 3 days interval by interviewers to
inspect and validate registered expenditures prior to the corresponding record in the CQO03
module. Second, food data and indicators are drawn from the CQ04 module, which is a classical
recall-based module destined to capture important (bulky) or exceptional food expenditures
carried out over a 12-month period. Note that food expenditures made for ceremonies (wedding
celebrations or funerals) are not included in the estimation of the household food consumption
indicator.

The household food indicator is estimated by combining food data from respective diary and
recall modules. First, diary-based food data are merged with 12-month recall period food data,
using the following merging variables: household identifier, product item or service code
(COICOP), harmonized measurement unit of product or service, frequency of renewal of product
or service, place where the purchase is made, and the origin of the product or service. Then,
within each household, the final list of food expenditures to be further aggregated is defined
according to a simple rule, namely: (i) if the food product or service originates solely in the diary-
based module (not purchased in the 12-month recall-based data file), we include it in the list
directly; (ii) if the food product or service originates solely in the recall-based module (not
purchased in the diary-based data file), we include it in the list directly; (iii) if the food product or
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service originates in both diary-based module and recall-based module, we retain it in the diary-
based module only if they follow a more reasonable distribution.

2. Non-food consumption expenditure:

Non-food data and related estimated indicators are both from diary and recall modules, with
several recall periods for the later. A simple 3-step approach is used to estimate the non-food
consumption/expenditure indicator:

First, identical non-food products or services (as per their COICOP codes) collected with
different recall periods are merged to form unified recall-based non-food datasets, based on
differentiated merging variables. The twelve household final consumption/expenditure categories
were collected through the diary approach, which was completed by recall-based data collected
through different recall modules/periods. Except “housing, water, electricity, gas and other fuels”
and “education”, all non-food data modules had to be merged before being aggregated/combined
to obtain those unified recall datasets. Prior to proceeding to this merging step, monthly non-food
indicators are calculated using the respective recall periods of the non-food datasets that have to
be combined. Similar to the estimation of food consumption indicators, a decision has to be made
with regard to non-food products or services collected simultaneously in the two non-food
datasets that are merged. The monthly non-food indicator retained is the one displaying a
somewhat more reasonable distribution. For non-food products or services originated only in one
of the two merged datasets, inclusion in the household list of final non-food products or services
IS made.

The second step consists in analyzing the distributions of monthly non-food
consumption/expenditure obtained from the two different recall-based non-food datasets that are
merged. The final outcome of this said data selection/cleaning process is as follows:

= Clothing and footwear: 89 products or services matched perfectly, from which we retained
the monthly non-food consumption based on the 6-month recall period.

= Furnishings, household equipment and routine household maintenance: 13 products or
services matched perfectly, from which we retained the monthly non-food consumption
based on the 6-month recall period.

= Health: There were not products or services matched in the two merged non-food datasets.

= Transport: 95 products or services matched perfectly, from which we retained the monthly
non-food consumption based on the 3-month recall period.

= Communication: There were not products or services matched in the two merged non-
food datasets.

= Recreation and culture: There were not products or services matched in the two merged
non-food datasets.

= Restaurants and hotels: 3 products or services matched perfectly, from which we retained
the monthly non-food consumption based on the 3-month recall period.

= Miscellaneous goods and services: There were not products or services matched in the
two merged non-food datasets.
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The third step of the non-food estimation process consists in forming combined diary-recall non-
food datasets for each of the 10 household final consumption/expenditure functions related to
non-food. Here again, we apply the same selection/cleaning rule for non-food products or
services that matched, which gives the following specific outcome:

= Clothing and footwear: 466 products or services matched perfectly, from which we
retained the monthly non-food consumption using the recall-based estimation.

= Housing, water, electricity, gas and other fuels: 2,343 products or services matched
perfectly, from which we retained the monthly non-food consumption using the recall-
based estimation.

= Furnishings, household equipment and routine household maintenance: 4,603 products or
services matched perfectly, from which we retained the monthly non-food consumption
from the recall-based dataset.

= Health: 364 products or services matched perfectly, from which we retained the monthly
non-food consumption from the recall-based dataset.

= Transport: 935 products or services matched perfectly, from which we retained the
monthly non-food consumption from the diary-based dataset.

= Communication: 1,131 products or services matched perfectly, from which we retained
the monthly non-food consumption from the recall-based dataset.

= Recreation and culture: 615 products or services matched perfectly, from which we
retained the monthly non-food consumption from the recall-based dataset.

= Education: There were not products or services matched in the two merged non-food
datasets.

= Restaurants and hotels: 4 products or services matched perfectly, from which we retained
the monthly non-food consumption from the recall-based dataset.

= Miscellaneous goods and services: 795 products or services matched perfectly, from
which we retained the monthly non-food consumption from the recall-based dataset.

= QOther miscellaneous goods and services: 230 products or services matched perfectly, from
which we retained the monthly non-food consumption from the recall-based dataset.

3. Consumption/expenditure aggregate:

The total consumption aggregate is calculated as the sum of total food and nonfood consumption
expenditures. Following INSEED’s methodology, the consumption aggregate excludes housing-
related expenditures, neither actual rent or imputed rental values for homeowners. The
consumption aggregate also excludes use values for large durable items, even though it includes
the purchasing values of a fairly large number of smaller, semi-durable goods.’* Finally,
household level investments (purchase of houses, apartments, garages, payments for hiring labour
for own construction, expenditures on ceremonies such as weddings, funerals, business
expenditures etc.) were also excluded.

" The distinction between durables, semi-durables and non-durable items is based on UNStats.un.org official
COICORP classification in which ND=Non Durable, SD=Semi Durable and D=Durable.
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4. Normalizing consumption for spatial differences in cost of living

Households with the same level of nominal consumption (per capita) might have different levels
of real consumption if they face different costs of living. Nominal consumption of the household
should hence be adjusted for spatial cost-of-living differences, associated with the location of
households in four strata: Moroni, Rest of Ngazidja, Ndzouani and Mwali.

The price indices used to adjust nominal consumption are computed from the EDMC 2014 data.
However, the non-conventional units of measurement (existence of over 70 different units of
measurement such as bags, small plate, big plate etc.) made this exercise difficult. To address this
issue, we first tried to convert the non-conventional units in the consumption module to
conventional units (e.g., kg or liter) based on the most frequent unit available for each item. We
also attempted to match the data in the consumption module with the prices module and used
median market prices, at both national and regional levels, for available items in the latter.

A price index is a combination of prices and budget shares in a base and a comparison period.
The budget shares are the weights that each commodity has in the index and are equivalent to
their share in the cost of the bundle being analyzed. The EDMC 2014 can provide information on
budget shares and prices (unit values) for all (food and non-food) items captured in the diary. The
non-food price indices were computed following a similar procedure as food price indices, but
only items for which market prices were available were considered as units’ values for non-food
commaodities in the consumption module were not reliable.

We use Fisher ideal index to adjust for spatial price differences. Fisher price indices are more
accurate than Laspeyres or Paasche price indices in capturing differences in consumption patterns
across domains, as a consequence of differences in relative prices. Separate food and non-food
fisher price indices are estimated by geographic stratum (Moroni, Rest of Ngazidja, Ndzouani and
Mwali).

5. Poverty lines

The EESIC/EDMC 2014 poverty lines are based on a food basket concept and correspondingly
anchored in nutrition. The 2014 food poverty line is based on the cost of a food basket that
delivers 2,200 calories per person per day. The cost of buying 2,200 calories is derived from the
food consumption patterns prevailing in a reference population—the 2nd to 5th quintile of the
distribution of total consumption per capita. Consumed quantities are converted into calories
using the Afristat/INSEEED calorie conversion factors and valued at national mean prices (the
same as the reference for the Fisher deflators).” The non-food component of the basic needs
poverty line is based on average non-food consumption of households whose total consumption is

5 As in the context of the Fisher price deflator, only transactions in the most frequent unit are used for the
computation of prices and to derive the budget shares. Given the data limitations and lack of prices data (due to the
prevalence of non-conventional units), mean Fisher prices were found to be more accurate for the estimation of the
food line, though the difference with median Fisher was not large.

184



close to the food poverty line.”® In the EDMC 2014, households in this reference group devoted
approximately 66 percent of their total consumption to food. Scaling up the food poverty line by
this ratio delivers the basic needs poverty line of KMF 25,341 per person per month.

The estimation of the consumption aggregates for 2004 was based (as much as possible) on the
same method as for 2014. The poverty lines of 2014 were deflated by the CPI to obtain the
poverty lines of 2004 (though we recalculated also the 2004 poverty lines using the same method
as 2014 to assess the accuracy of the CPI). Despite the efforts to obtain comparable poverty
estimate in 2004 and 2014 by re-estimating consumption aggregates of 2004 using the 2014
survey as the reference, it was difficult to address the issues related to survey design differences.
We therefore used the small area estimation technique/poverty mapping to estimate the poverty
trend.

I1. Potential Quality Issues Plaguing Quality of Consumption/Expenditure
Estimations

1. Non-standard units of measure:

As mentioned above, there are several non-standard units of measure included in the expenditures
questionnaires. The equivalents for these measures in standard units were difficult to estimate.

2. Retrospective expenditures:

The questionnaire defines the categories of goods are to be collected for the 12, 6 or 3 month time
period. Respondents are then asked if they have purchased any of these items during a particular
time period. The added value of this questionnaire is that the information is collected by the
individual, not at the household level. This allows for gender analysis on non-food expenditures.

However, there are potential collection errors in retrospective expenditures.

= There are no standard questions to obtain the information. The questionnaire has several
columns with a heading that determines the information to be included in the column. The
manual includes some suggestions on how to ask the information, but it is uncertain how
the information was collected. COICOP categories for each section are included on the
left side of the page. The list of codes was used as a guide for the items that are to be
included on the corresponding section of the questionnaire. There is potential for errors
and omissions because the interviewers were not provided with the wording of the
questions they asked, and because they had to calculate expenditures on the fly (see
below).

6 More precisely, these are households whose total consumption lies within the following interval [food poverty line;
1.2*food poverty line].
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= The instructions in the Interviewer Manual call for the interviewer to calculate
expenditures during the interview rather than recording what the informant reports. The
interviewer has to do this with every purchase while in the household, and thus it must be
done quickly so that the respondent does not lose interest in the survey or decide to stop
the interview. Hence, the information reported in the questionnaire is the number
calculated by the interviewer.

3. Respondent’s fatigue:

There are some problems related to the implementation of the diary surveys. A strong pattern of
respondent’s fatigue/or under-reporting during the absence of enumerator is found as the number
of transactions declined over the course of the diary. In addition, the number of transactions
seems to increase only when the enumerators visit the household, as they go every other day
(Figure 1. B-1).

Figure 1. B-1: Number of transactions recorded since households receive the diary
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Sources: EESIC/EDMC 2014.

I11. Differences between the report and INSEED’s method

Despite efforts to reconcile the methodology for the measurement of poverty levels in the report
with the methodology used by INSEED (with the support of Afristat), differences persisted.
INSEED’s poverty rate for 2014 is estimated at 34.3 percent against 42.4 percent in the report.
This difference is driven by many causes listed in the table below, but the main cause is related to
the use of the mean prices of Moroni, instead of the mean national prices, as the reference for the
spatial price deflator.
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INSEED through AFRISTAT

The household consumption / expenditure indicator is
made up of (i) food consumption / expenditure (either
purchased in markets or self-produced and consumed)
and (ii) non-food consumption / expenditure (either
purchased in markets or self-produced and consumed).
The consumption aggregate includes expenditures on
ceremonies such as wedding, funerals etc.

Mean real monthly per capita consumption is: KMF
45,204.5.

Paasche price indices are calculated to control for
spatial differences in the cost of living of the survey
strata, with Moroni taken as the base strata.

Use of household size to adjust for differences in
household composition.

Per capita caloric needs are estimated at 2,100 Kcal per
day. Most caloric values are drawn from caloric food
tables developed by FAO, which provide the caloric
equivalents of most food products consumed by African
households. These caloric equivalents reflect the caloric
value per 100 grams or 100 milliliters of edible food /
beverage products.

Use of cost of basic needs (CBN) approach to estimating
food poverty line with the following characteristics: (i) a
food basket is determined, which contains 50 food items
representing the most consumed products; (i)
calculation of the quantities of consumed products in
standard units (kg or liter), per capita and per day, for
the 50 items; (iii) conversion of each product consumed
in calories; (iv) using the prices collected in markets,
calculating the expenditure amounts for these products,
which permit to achieve the daily 2,100 Kcal per head.
Food and non-food poverty lines are then generated as
usually done in the CBN approach, relying on the
Ravallion works (especially for the non-food poverty

line).
INSEED’s basic needs poverty line is: KMF
24,592/person/month

World Bank Group

The household consumption / expenditure indicator is
made up of (i) food consumption / expenditure (either
purchased in markets or self-produced and consumed)
and (ii) non-food consumption / expenditure (either
purchased in markets or self-produced and consumed).

Mean real monthly per capita consumption is: KMF
42,808.

Fisher price indices are calculated to control for spatial
differences in the cost of living of the survey strata, with
national prices taken as the base.

Use of household size to adjust for differences in
household composition.

Per capita caloric needs are estimated at 2,200 Kcal per
day. Most caloric values are drawn from caloric food
tables developed by FAO, which provide the caloric
equivalents of most food products consumed by African
households. These caloric equivalents reflect the caloric
value per 100 grams or 100 milliliters of edible food /
beverage products. But, missing values are completed

using caloric equivalent values from African tables.

The same CBN approach is used, with slight variance.
Basic needs poverty line:
KMF 25,341/person/month
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Appendix 1.C — Multivariate Regression

We perform a regression analysis to examine the main factors affecting households’ consumption
and poverty. This allows us to identify the main correlates of poverty.

We use two regression models. The first examines the impact of the household’s socioeconomic
characteristics on the logarithm of real per capita household consumption, and the second
investigates the determinants of the probability of being poor. The first model is estimated using
the Ordinary Least Square (OLS) method and the second using the Probit model. The estimation
results are reported respectively in Tables 1.C-1 and 1.C-2.

It is worth mentioning that the direction of causality is sometimes difficult to establish in these
kinds of analysis. The results below allow the identification of variables closely related with
poverty, but the direction of causation will necessitate analysis that is more sophisticated.

Table 1.C-1: Correlates of Consumption, 2014

Household size -0.132%** -0.126*** -0.135***
(0.01) (0.01) (0.01)
Share of members aged 0-14 years -0.302*** -0.254* -0.383***
(0.08) (0.12) (0.09)
Male head of household 0.069 0.090 0.040
(0.04) (0.06) (0.04)
Education of the head (Omitted: no education)
Completed primary 0.042 0.113 -0.047
(0.04) (0.06) (0.05)
Completed secondary 0.116* 0.102 0.078
(0.05) (0.07) (0.05)
Completed superior 0.178** 0.216 0.109
(0.06) (0.12) (0.06)
Migrant household 0.120 0.346* -0.043
(0.09) (0.17) (0.09)
Type of work of the head (Omitted: engaged in government/public
administration/10)
Engaged in private non agricultural business 0.068 0.082 0.036
(0.07) (0.12) (0.07)
Engaged in agricultural farming 0.048 0.116 -0.110
(0.05) (0.06) (0.06)
Engaged in association/HH duties -0.136 -0.152 -0.178*
(0.07) (0.11) (0.07)
Sector of employment of the head (Omitted: agriculture)
Industry 0.233*** 0.319*** 0.094
(0.06) (0.10) (0.07)
Trade 0.182** 0.271** 0.063
(0.06) (0.10) (0.06)
Services 0.144* 0.254 0.044
(0.07) (0.13) (0.07)
Form of employment of the head (Omitted: self-employed alone)
Wage employee 0.054 0.077 0.060
(0.07) (0.14) (0.07)
Self-employed with others 0.168* 0.151 0.194*
(0.08) (0.12) (0.08)
Family helper 0.025 0.071 -0.013
(0.10) (0.15) (0.11)
Occupation status of the head (Omitted medium status)
Low status 0.018 0.070 0.008
(0.07) (0.14) (0.07)
High status -0.070 -0.126 -0.003
(0.06) (0.09) (0.06)

188



Water facilities (Omitted: piped water)

Public safe source -0.210*** -0.265*** -0.056
(0.05) (0.08) (0.06)
Other non-safe source -0.118* -0.101 -0.117*
(0.05) (0.09) (0.06)
Access to electricity 0.197*** 0.263** 0.100*
(0.05) (0.08) (0.05)
Sanitation facilities (Omitted traditional latrine/WC)
Modern toilet 0.024 0.032 0.024
(0.05) (0.10) (0.05)
Improved latrine 0.108* 0.106 0.105
(0.05) (0.07) (0.06)
Access to college (Omitted: no access)
Less than 0.5 kilometer 0.046 0.245 -0.110
(0.08) (0.13) (0.08)
Between 0.5 and 1 kilometer 0.121 0.438*** -0.169*
(0.08) (0.12) (0.08)
More than 1 kilometer 0.010 0.250* -0.174*
(0.08) (0.12) (0.08)
Access to health center (Omitted: no access)
Less than 0.5 kilometer -0.219** -0.180 -0.259***
(0.08) (0.11) (0.08)
Between 0.5 and 1 kilometer -0.176* -0.154 -0.149
(0.07) (0.11) (0.08)
More than 1 kilometer -0.276*** -0.295** -0.172*
(0.07) (0.10) (0.07)
Access to market (Omitted: no access)
Less than 0.5 kilometer 0.155** 0.104 0.146*
(0.06) (0.09) (0.06)
Between 0.5 and 1 kilometer 0.120* 0.167 0.023
(0.06) (0.09) (0.07)
More than 1 kilometer 0.100 0.036 0.113
(0.05) (0.07) (0.07)
Mobile phones -0.002 -0.054 0.022
(0.05) (0.06) (0.06)
Tenure of dwelling unit (Omitted: owned)
Rented 0.062 0.301* 0.014
(0.06) (0.14) (0.06)
Provided free/other 0.106 0.132 0.060
(0.08) (0.12) (0.07)
Sheep 0.123 0.110 0.263**
(0.13) (0.14) (0.10)
Goat 0.145%* 0.179%* 0.137
(0.05) (0.07) (0.07)
Computer 0.102* 0.038 0.156**
(0.05) (0.12) (0.05)
Other mean of communication 0.132* 0.093 0.149*
(0.05) (0.07) (0.07)
Other type of asset 0.113* 0.142* 0.064
(0.05) (0.07) (0.07)
Generator 0.133 -0.013 0.280***
(0.07) (0.14) (0.07)
Bicycle 0.100 0.147 0.090
(0.13) (0.24) (0.10)
Car 0.115 0.197 0.052
(0.06) (0.11) (0.06)
Rural household -0.174%***
(0.04)
Island of residence (Omitted: Moroni)
Rest of Ngazidja 0.417%** 0.000 0.312***
(0.05) () (0.06)
Ndzouani 0.318*** -0.191 0.496***
(0.06) (0.10) (0.07)
Mwali 0.267*** -0.169 0.287***
(0.06) (0.10) (0.06)
Receive transfers 0.161*** 0.148** 0.158***
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(0.04) (0.05) (0.04)

Constant 10.658*** 10.622%** 10.981***
(0.11) (0.19) (0.11)
Observations 3,131 1,113 2,018
R-squared 0.421 0.453 0.397

Table 1.C-2: Correlates of Poverty, 2014

Household size 0.221%** 0.224*** 0.241***
(0.02) (0.03) (0.02)
Share of members aged 0-14 years 0.547** 0.401 0.886***
(0.19) (0.30) (0.22)
Male head of household -0.176* -0.279* -0.065
(0.09) (0.14) (0.10)
Education of the head (Omitted: no education)
Completed primary -0.089 -0.284 0.154
(0.10) (0.15) (0.12)
Completed secondary -0.248* -0.381* -0.071
(0.12) (0.18) (0.12)
Completed superior -0.347* -0.340 -0.213
(0.15) (0.30) (0.15)
Migrant household -0.164 -0.590 0.180
(0.24) (0.61) (0.19)
Type of work of the head (Omitted: engaged in government/public
administration/10)
Engaged in private non agricultural business -0.359* -0.644* -0.076
0.17) (0.31) (0.17)
Engaged in agricultural farming -0.195 -0.295* 0.106
(0.11) (0.15) (0.14)
Engaged in association/HH duties 0.162 0.065 0.380*
0.17) (0.26) (0.19)
Sector of employment of the head (Omitted: agriculture)
Industry -0.327* -0.288 -0.290
(0.14) (0.22) (0.15)
Trade -0.323* -0.313 -0.262
(0.15) (0.26) (0.15)
Services -0.039 -0.165 -0.018
(0.15) (0.28) (0.15)
Form of employment of the head (Omitted: self-employed alone)
Wage employee -0.073 -0.029 -0.107
(0.20) (0.36) (0.20)
Self-employed with others -0.002 -0.031 0.010
(0.16) (0.23) (0.16)
Family helper 0.086 0.027 -0.064
(0.19) (0.32) (0.23)
Occupation status of the head (Omitted medium status)
Low status -0.088 -0.057 -0.197
(0.19) (0.34) (0.19)
High status 0.167 0.255 0.102
(0.12) (0.19) (0.13)
Water facilities (Omitted: piped water)
Public safe source 0.329** 0.494** 0.053
(0.12) (0.18) (0.14)
Other non-safe source 0.235 0.203 0.166
(0.13) (0.26) (0.14)
Access to electricity -0.221 -0.307 -0.114
(0.12) (0.19) (0.11)
Sanitation facilities (Omitted traditional latrine/WC)
Modern toilet 0.068 0.039 0.066
(0.12) (0.23) (0.13)
Improved latrine -0.231 -0.142 -0.466***
(0.12) (0.17) (0.14)

Access to college (Omitted: no access)
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Less than 0.5 kilometer -0.133 -0.563 0.202
(0.20) (0.29) (0.28)
Between 0.5 and 1 kilometer -0.312 -1.103*** 0.398
(0.19) (0.28) (0.27)
More than 1 kilometer -0.081 -0.642* 0.281
(0.19) (0.29) (0.27)
Access to health center (Omitted: no access)
Less than 0.5 kilometer 0.406* 0.369 0.529*
(0.17) (0.25) (0.22)
Between 0.5 and 1 kilometer 0.298 0.091 0.552*
(0.17) (0.24) (0.22)
More than 1 kilometer 0.564*** 0.559* 0.535*
(0.16) (0.24) (0.22)
Access to market (Omitted: no access)
Less than 0.5 kilometer -0.275* -0.198 -0.339*
(0.12) (0.18) (0.14)
Between 0.5 and 1 kilometer -0.208 -0.273 -0.184
(0.13) (0.20) (0.15)
More than 1 kilometer -0.257* -0.133 -0.385*
(0.12) (0.17) (0.16)
Mobile phones 0.002 0.076 -0.026
(0.10) (0.14) (0.12)
Tenure of dwelling unit (Omitted: owned)
Rented -0.071 0.249 -0.032
(0.14) (0.46) (0.15)
Provided free/other -0.069 -0.272 0.111
(0.15) (0.26) (0.15)
Sheep -0.149 0.052 -1.590**
(0.33) (0.38) (0.61)
Goat -0.180 -0.288 -0.126
(0.12) (0.16) (0.17)
Computer -0.181 -0.065 -0.245
(0.13) (0.28) (0.14)
Other mean of communication -0.144 -0.051 -0.181
(0.12) (0.16) (0.15)
Other type of asset -0.191 -0.255 -0.139
(0.12) (0.16) (0.14)
Generator -0.160 -0.131 -0.380*
(0.20) (0.39) (0.18)
Bicycle 0.160 0.280 0.067
(0.25) (0.42) (0.27)
Car -0.161 -0.115 -0.170
(0.16) (0.27) (0.15)
Rural household 0.402%**
(0.10)
Island of residence (Omitted: Moroni)
Rest of Ngazidja -0.734*** -0.221 -0.556***
(0.14) (0.27) (0.15)
Ndzouani -0.497%** 0.194 -0.882***
(0.15) (0.16) (0.16)
Mwali -0.524*** 0.000 -0.669***
(0.14) () (0.16)
Receive transfers -0.348*** -0.454*** -0.235*
(0.08) (0.12) (0.09)
Constant -0.913*** -0.310 -1.766***
(0.25) (0.35) (0.28)
Observations 3,131 1,113 2,018

* Significant at the 10 percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.
Coefficient between brackets are standard errors.
Sources: EIM 2004 and EESIC 2014.
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Appendix 2.A — The Unconditional Quantile Regression Method

The unconditional quantile regression approach used to investigate the underlying causes of
inequality within Comoros’ households, in the third section of the first chapter, is based on the
estimation of the Recentered Infuence Function (RIF) for different quantiles of the consumption
distribution. An ordinary least squares (OLS) regression model of the following form is then
estimated to evaluate the impact of the different households’ attributes on their consumption
levels:

RIF(Y,Q,) = X +¢ 0

where y is log real per capita monthly household consumption, and RIF(y’Qg) is the RIF of the

bt quantile of y estimated by computing the sample quantile Q and estimating the density of y
at that point by kernel method:

RIF(y,Q,)=Q, + ¢~ '{VSQH}%

Y(QH), fY is the marginal density function of y and 1 is an

indicator function. RIF can be estimated by replacing Q by 0™ sample quantile and estimating fY
by kernel density.”’

X is the regressors’ matrix including the households’ demographic characteristics, the education,
occupation and sector of work of the head, assets ownership, access the basic services and
geographic location. £ is the regression coefficient vector and ¢ is the error term.

The sources of inequality between rural and urban areas are analyzed using the Recentered
Influence Function (RIF) regression method. The procedure allows to understand how the
difference in the distributions of observed household characteristics between the locations
contribute to the welfare gap and how the marginal effects of these characteristics vary across the
entire distribution.

Popular approaches used in the decomposition of distributional statistics and the analysis of the
sources of inequality include the standard Oaxaca—Blinder decomposition method, the
reweighting procedure of DiNardo, Fortin, and Lemieux (1996) and the quantile-based
decomposition approach of Machado and Mata (2005). The main drawback of the Oaxaca—
Blinder technique is that it applies the decomposition to only the mean welfare differences
between two population sub-groups and yields an incomplete representation of the inequality
sources. The other conventional methods extend the decomposition beyond the mean and permit

" For more details see Firpo, Fortin and Lemieux (2009).
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the analysis of the entire distribution, nevertheless they all share the same shortcoming in that
they involve a number of assumptions and computational difficulties (Fortin et al., 2010).

The RIF regression approach recently proposed by Firpo, Fortin and Lemieux (2009, 2010)
addresses these shortcomings and provides a simple regression-based procedure for performing a
detailed decomposition of different distributional statistics such as quantiles, variance and Gini
coefficient. The RIF-regression model is called unconditional quantile regression when applied to
the quantiles. The technique consists of decomposing the welfare gaps at various quantiles of the
unconditional distribution into differences in households’ endowment characteristics such as
education, age, employment etc., and differences in the returns to these characteristics. These
components are then further decomposed to identify the specific attributes, which contribute to
the widening welfare gap.

We apply the RIF unconditional quantile regression to examine the rural-urban welfare
differentials at various points of the consumption distribution. The procedure is carried out in two
stages. The first stage consists of estimating unconditional quantile regressions on log real per
capita monthly household consumption for rural and urban households, then constructing a
counterfactual distribution that would prevail if rural households have received the returns that
pertained to urban area. The comparison of the counterfactual and empirical distributions allows
to estimate the part of the welfare gap attributable to households characteristics differentials, the
endowment effect, and the part explained by differences in returns to characteristics, the return
effect. The second stage involves dividing the endowment and return components into the
contribution of each specific characteristic variable.

The method can be easily implemented as a standard linear regression of the form of Equation
(D).

The regressors in this model include seven groups of variables: (1) the household demographic
and general characteristics variables including household size, the proportion of household
members aged below 15 years and the gender of the household head; (2) the household human
capital measured by the education level of the head’®; (3) the household head and spouse
employment sector recoded as a categorical variable: (i) Agriculture, (ii) Industry, (iii) Service,
and (iv) Trade; and the occupation recorded as (i) Government & public administration, (ii)
Private nonfarm, (iii) Household and others; (4) Household head other attributes, which include
age, marital status, whether he receives transfers; (5) Assets ownership, including dummy
variables indicating respectively whether the household owns big and small livestock,
transportation means, communication means, generator and other appliances; (6) access to basic
services measured by categorical variables indicating the sources of cooking fuel, drinking water,

8 The experience of the head was not significant in any equation, thus we excluded it. We also estimated different
models, including the education level of the spouse and household’s members, maximum level of education between
the head and the spouse etc. but none was significant.
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sanitation and access to electricity; and (7) external factors to the household capturing the
community characteristics and geographic location fixed effects.

We estimate model (1) for the 10" to 90" quantiles and used the unconditional quantile
regression estimates to decompose the rural-urban inequality into a component attributable to
differences in the distribution of characteristics, and a component due to differences in the
distribution of returns as follows:

Q-G =0 -G+ Q- Q=X =X+ X B -4)

where Q is the 8™ unconditional quantile of log real per capita monthly household consumption,

X represents the vector of covariate averages and Po the estimate of the unconditional quantile

partial effect. Superscripts i, i’ and * designate respectively the urban, rural and counterfactual

values.

Q=X"f is the counterfactual i iti istributi i
quantile of the unconditional counterfactual distribution which

represents the distribution of welfare that would have prevailed for group i’ (rural) if they have

received group i (urban) returns to their characteristics.”

The first term on the right-hand side of equation (2) represents the contribution of the differences
in distributions of household’s characteristics to inequality at the #" unconditional quantile,
denoted endowment effect. The second term of the right-hand side of the equation represents the
inequality due to differences (or discrimination) in returns to the household’s characteristics at the
6" unconditional quantile.

The endowment and return effects can be further decomposed into the contribution of individual
specific households characteristics (or group of some characteristics) as follows:

Q-Q =YX/ - X3 and Q=@ =YX/ (B - A') kidK

(3)

where k designates the individual specific household characteristics.

® The decomposition results may vary with the choice of the counterfactual distribution. For example, if the
counterfactual used is the distribution that would have prevailed for group i, if they have received group i’ returns,
we would obtain different results. The choice of the counterfactual in this analysis is motivated by the aim of
emphasising household groups living in disadvantaged areas.
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Appendix 2.B: Inequality of Opportunity

Method of Decomposition

The approach to estimate the degree of opportunity inequality associated with the distribution of
both consumption and income is based on the framework of Bourguignon et al. (2007). The
method is based on the separation of the determinants of household’s outcome (consumption or
income), Vi, into a set of circumstances variables, denoted by the vector C;; efforts variables,
denoted by the vector E; and unobserved factors, represented by vi. The outcomes function can be
specified as:

y, = f(C,,E.v) i:1..N (1)

The circumstances variables are economically exogenous since they are outside the individual’s
control, but effort factors may be endogenous to circumstances as an individual’s actions may be
influenced by its gender, parental background, etc.

Equality of opportunity occurs, in the Roemer’s (1998) sense, when outcomes are independently
distributed from circumstances. This independence implies that circumstances have no direct
causal effect on outcomes and no causal impact on efforts. The degree of opportunity inequality
can therefore be determined by the extent to which the conditional distribution of outcomes on
circumstances, F(y|C), differs from F(y).

Inequality of opportunity can be estimated as the difference between the observed total inequality
in the distribution of consumption or income, and inequality that would prevail if there were no

differences in circumstances. Let F(y) be the counterfactual distribution of outcomes when

circumstances are identical for all individuals. The opportunity share of inequality can be defined
as:

E®)
% =1 1(&(y) @

The first step for computing e, consists on estimating a specific model of (1), which can be
expressed in the following log-linear form:

In(y;)=Cia +E;B+V, 3)
E. =AC, +¢

where a and £ are two vectors of coefficients, A is a matrix of coefficients specifying the effects
of the circumstance variables on effort and &; is an error term. Model (3) can be expressed in
reduced from as:
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In(y;) =Cid +n, (4)

where 9=a+BA and n, =V, +¢&pf.

Inequality of opportunity can be measured using equation (2) where the counterfactual
distribution is obtained by replacing yi with its estimated value, from equation (4), and which can
be expressed as: Y, :exp(5$+ﬁi ) In this decomposition, the variation in Vi can be

interpreted as the influence of effort because circumstances are set to be equal for all households,
and inequality of opportunity is measured as a residual.

Inequality of opportunity can also be measured directly by eliminating the contribution of effort
to outcomes, using the smoothed distribution, obtained from the predicted values of outcomes
based on circumstances in equation (4), while ignoring the remaining variation in the residuals:

7, =exp(C;0) (5)

The share of inequality of opportunity can thus be measured by:

o _1FD) 6

" I(F(y)

The subscripts d and r, in 0, |, denote respectively that inequality of opportunity is estimated

directly or residually by eliminating the contribution of effort or circumstances to outcomes. The
direct and residual methods can yield different figures of opportunity inequality, and the only
inequality measure for which the two methods give the same results is the mean log deviation
(Theil_L), which has a path-independent decomposition when the arithmetic mean is used as the
reference income or consumption (Foster and Shneyerov, 2000). By using the mean log deviation
inequality index, the residual and direct methods give the same opportunity inequality measures.

The parametric approach allows the estimation of the partial effects of one or some circumstance
variables on outcomes, while controlling for the others, by simulating distributions such as:

~i

yij :eXp(C_I‘BAj+Ch¢j5Ah’tj+ﬁi ) where F(y‘) is the counterfactual outcomes distribution
obtained by keeping circumstance C/ constant.
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The inequality share specific to circumstance j can be computed residually by:

i, HFEY))
%= F )

Data

The analysis uses data from the Employment module (Phase 1) and EDMC (Phase 3) of EESIC
2014. The survey was conducted on nationally representative sample of households and includes
information on household’s characteristics; household’s consumption and income, individuals’
education and employment status; parents’ education, employment and occupation status; and the
community of birth.

Inequality of opportunity is derived from consumption®. Household’s consumption is measured
as real monthly per capita consumption of food and non-durables and excludes expenses on
housing and durable goods. The circumstance variables used in the analysis include father’s and
mother’s education; categorical variables for father’s sector of employment and occupation; the
gender; age and region of birth of the head.®* There are 55 communities of birth, in order to avoid
potential estimation bias due to the large categories in the place of birth, we estimated
opportunity inequality, grouping these variables into 16 prefectures. Using communities and
prefectures (and even grouping into strata) shows large role of region of birth in shaping
opportunity inequalities.

Computing the opportunity share of consumption inequality for the entire country is important to
the design of equal-opportunity policies, but it fails to capture the differential intensity of
opportunity inequality across areas and population groups. Because heterogeneity in population
composition across the urban and rural areas may distort the aggregate picture of inequality of
opportunity, opportunity inequality indices are also computed for urban and rural subgroups.

80 We attempted also to estimate IOP from income but the results were not significant.
81 We also estimated a model with mothers employment sector and occupation but it was not significant.
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Appendix 3: Multidimensional Poverty Approach

Alkire and Foster (2011) propose a simple methodology for the measurement of
multidimensional poverty, which employs a generalization of the conventional Foster-Greer-
Thorbecke (FGT) poverty measures, to account for multidimensionality. The approach builds on
the work on multidimensional poverty and deprivation developed by Oxford Poverty & Human
Development Initiative (OPHI), and introduces an intuitive approach to identify the poor using
two forms of cutoff: one within each of the relevant dimensions of the welfare to determine
whether a person suffers shortfalls in that dimension, and a second across dimensions that
delineates how widely deprived a person must be in order to be considered poor and identifies the
poor by ‘counting’ the dimensions in which an individual is deprived. They propose an adjusted
FGT measure that is particularly suitable for use with ordinal data and informs on the breadth of
multiple deprivations of the poor.

Consider a number of relevant dimensions of well-being, d>2, for a population of n individuals.
The well-being dimensions might relate to education, living standards, access to basic services,
etc. The individuals’ achievements are denoted by the nxd matrix y=[yij], where yij >0 is the
achievement of individual i in dimension j.

The first step is to determine a threshold or deprivation cutoff, z; >0, for each dimension,
according to which individuals can be considered as deprived in that dimension. Then, construct
the nxd matrix of deprivations g°=[ g%j], where g% =1 when yj; < zj (deprived)and g% =0 if y;j >
zj (non deprived). A vector C of deprivation scores is constructed from the matrix g°, where the
deprivation score for each individual i is defined by the following weighted sum:

Ci = 2j wjg?j where w;j is the weight associated with each dimension j, and summing to d.

The second step consists in identifying the poor, and is based on the selection of a cutoff level for
the deprivation scores and a definition of an identification function. Let k<d the poverty cutoff
and p«(yi ; ) the identification function defined as follows:

pr i;2) =1 if ¢; =k (iis poor)
and
px i;2) =0 if ¢; <k  (iisnonpoor)

pk(Yi ; z) identifies individual i as poor when the number of dimensions in which he/she is
deprived is at least k.
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Based on pk, the headcount ratio which measures the proportion of people identified as
multidimensionally poor can be defined as:
Yiepuz) g

Hon === =1

This is analogous to the conventional income headcount ratio which measures the incidence of
poverty, but in a multidimensional setting.

The headcount ratio has two main shortcomings: first, it remains unchanged if a poor individual
becomes deprived in a new dimension. Second, it does not allow the evaluation of the
contribution of each dimension to poverty.

To address these shortcomings, Alkire and Foster (2011) suggest an additional measure that
assesses the breadth of deprivation experienced by the poor:

?:1 c;(k)

A=
dq

A measures the average proportion of deprivations in which the poor are deprived, through
calculating the percentage of total deprivations each poor person has (ci(k)/d), and calculating the
average of those percentages across the poor (dividing by the number of poor only, q).

The Multidimensional Poverty Index (MPI) is then defined as a combination of the headcount
and the average proportion of deprivation to inform on the prevalence of poverty and the average
extent of a poor individual's deprivation. It is given by the simple product of H and A: MPI= HA.
MPI represents the proportion of weighted deprivations experienced by the poor relative to the
maximum potential deprivations that could be experienced by the whole population.

The contribution of each dimension to poverty, CDj, can be calculated using MPI as:

W.
cD _( J/d) ?zlegzpj(k)
a wnMPI

To estimate multidimensional poverty in Comoros, we consider 13 indicators within five main
dimensions: (1) Education which includes two indicators, (i) years of schooling where a
household is considered non deprived if all the members older than 15 years have at least primary
education; and (ii) school attendance where a household is non deprived if all his members
between 6 and 15 years old are attending school. (2) Housing conditions which include 5
indicators, (i) Dwelling floor where the household is non deprived if the floor is not in mud, sand,
gravel, etc.; (ii) Dwelling wall where the household is non deprived if the walls are in bricks,
stones, concrete, etc.; (iii) Dwelling roof where the household is non deprived if the roof is in
sheet, tile or cements; and (iv) Number of sleeping rooms relative to the household size where
the household is non deprived if there are less than four members by sleeping room. (3) Access to
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basic services which includes four indicators; (i) Access to safe drinking water where the
household is non deprived if it has access to public or private piped water and protected sources
such as pump or protected wells; (ii) Access to electricity where the household is non deprived if
it has access to electricity; (iii) Access to cooking fuel where the household is non deprived if it
has access to efficient cooking fuels such as gaz, petroleum and charcoal; (iv) Sanitation where
the household is non deprived if it has access to flush toilet, latrine to piped sewer system, septic
tank, pit latrine, etc. (4) Assets ownership which includes two indicators, (i) Agricultural assets
where the household is non deprived if it owns cattle, sheep, goats and/or poultry; (ii)
Nonagricultural assets where the household is non deprived if it owns durable assets, cell phone,
generator, small appliances such as radio, furniture etc., and/or transportation means. (5) Living
standards measured by real monthly per capita consumption and where a household is non-
deprived if the consumption level exceeds the cost of basic needs poverty line.

Table 3-1: Logit Regression: Probability of being Multidimensionally Poor

Household size 0.156*** 0.316***
[0.037] [0.043]
Percentage of Children under 15 years old 1.712%** 1.394%***
[0.433] [0.407]
Head men -0.172 0.136
[0.255] [0.195]
Head migrant N/A -0.038
[0.342]
Head Education (Omitted= No education)
Primary -1.642%** -0.063
[0.285] [0.239]
Secondary -1.969*** -0.071
[0.387] [0.220]
Tertiary -2.292%** -0.956***
[0.454] [0.262]
Head employment status (Omitted= Self employed nonfarm)
Wage employee Public sector/NGO 0.271 -0.736**
[0.337] [0.322]
Self-employed farming -0.039 -0.122
[0.273] [0.259]
Households/associations N/A 0.367
[0.364]
Head sector of work (Omitted=agriculture)
Industry 0.160 -0.632**
[0.344] [0.298]
Trade -0.483 -0.635**
[0.305] [0.321]
Service sector -0.279 -0.071
[0.301] [0.268]
Spouse sector of work (Omitted=agriculture)
Industry N/A -0.139
[0.325]
Trade N/A -0.129
[0.372]
Service sector N/A 0.369
[0.349]
Head occupation (Omitted= Medium skilled)
High status, manager etc. N/A -0.942**
[0.381]
Low skilled N/A 0.013
[0.283]
Access to water (Omitted=piped water) N/A
Public safe 0.318 0.379
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[0.290] [0.286]
Unimproved source 0.738** 1.576%**
[0.340] [0.296]
Electricity -1.594%** -0.677%**
[0.306] [0.212]
Access to sanitation (Omitted=traditional latrine)
Modern toilet -1.087*** -0.849***
[0.320] [0.231]
Improved latrine -0.870*** -1.546***
[0.212] [0.241]
Distance to public college (Omitted=none)
Less than 500m N/A -0.925**
[0.399]
0.5to1km N/A -0.627
[0.387]
Over 1 km N/A -0.470
[0.392]
Distance to health center (Omitted=none)
Less than 500m N/A 0.262
[0.336]
0.5to1km N/A 0.177
[0.327]
Over 1 km N/A 0.148
[0.335]
Distance to market (Omitted=none)
Less than 500m N/A 0.300
[0.291]
0.5t0 1 km N/A 0.851*
[0.448]
Over 1 km N/A -0.006
[0.308]
Dwelling type (Omitted=owned)
Rented N/A -0.301
[0.287]
Provided free N/A -1.163%**
[0.387]
Own sheep 1.337 -1.060
[0.901] [0.904]
Own goat -1.350*** -1.518***
[0.335] [0.300]
Own computer N/A -0.253
[0.226]
Own telephone 0.364*** -1.022%**
[0.084] [0.259]
Own other communication means N/A -1.463***
[0.418]
Own transportation means -0.459* -1.372%**
[0.183] [0.499]
Own other assets -0.879*** -2.210%**
[0.222] [0.257]
Own generator N/A -0.378
N/A [0.355]
Transfers N/A -0.514**
[0.204]
Rural 0.495** 0.900***
[0.205] [0.203]
Strata (Omitted= Moroni)
Rest of Ngazidja 0.297 -0.973%**
[0.404] [0.279]
Ndzouani 0.859** -0.075
[0.360] [0.310]
Mwali 0.704* -0.634*
[0.370] [0.328]

Sources: EIM 2004 and EESIC 2014.
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Notes: The reported coefficients are odds ratios. Numbers between brackets are standard errors. Estimated
coefficients exhibiting a negative sign in student-t denote a decrease in the odds, by (1-odds ratio)*100. Estimated

coefficients with a positive sign indicate an increase in the odds, by (odds ratio-1)*100.
* Significant at the 10 percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.
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Appendix 4: Problems in estimating remittances: discrepancies
between data sources

Across time, the actual levels of remittances in developing countries seem to have grown
much more slowly than what has been estimated in research. This is explained by the
problems related to the estimation of remittances, including different data sources that researchers
use to measure them. Clemens and Mckenzie (2014) estimate that 79 percent of the growth in
remittances received by developing countries between 1990 and 2010 reflects changes in
measurement, with only 21 percent representing changes attributable to an actual growth in the
migrant stock and income.

There are two main sources of data for estimating the volume of remittances in a country:
household survey data and central bank data. The data that feeds macro aggregates from
international organization such as the IMF or the World Bank comes mainly from central banks.
They gather monthly or quarterly estimates of the transfers that enter and exit the country.
Household survey data, on the other hand, is micro data. National surveys about income,
expenditures or consumption usually include questions on the level of remittances the household
receives. Trends on the volume of remittances over time, as well as their impact on poverty
reduction, inequality or labor participation, will largely depend on the data source used in the
analysis.

Many countries had a remittance growth that exceeded what would be predicted from the
growth in migrant stocks and the growth in the income that these migrants were receiving.
The analysis of Clemens and Mckenzie (2014) finds that growth in remittances during 1990-2010
is due to changes in measurement, and thus there were no changes in GDP growth coming from
it. In addition, the growth in central bank data largely exceeds that in household data at the times
when changes in measurement occurred. For instance, Turkish central bank changed its method
of accounting remittances in 2003. The spending by migrants during their visits as tourists to
Turkey were entered under “tourism”, whereas prior to this date they were counted as
remittances. Another example is Jamaica, who designated “Building Societies” as financial
institutions to be supervised by the Bank of Jamaica in 1994. According to central bank data,
remittances grew 167 percent between 1993 and 1996, compared to a 34 percent growth reported
with household data (McLean 2008).

I. Central Bank data

Central banks rely on the country financial system to estimate remittances’ levels. Central
banks gather data on the total cash remittances coming into a country through formal financial
channels, such as commercial banks, foreign exchange corporations, and offshore banking units.
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For this reason and despite its shortcomings, central bank figures are believed to be more accurate
than household data estimates.

A weakness of central bank data is that it only captures the volume of formal remittances,
disregarding those that enter into the country through informal channels. In general, central
bank data for many African countries are believed to undercount remittances because of poorer
statistical systems and higher number of informal transfers. For instance, Comoros’ central bank,
Banque Centrale des Comores (BCC), collects data on remittances through formal channels,
which include commercial banks and other providers of international funds transfers approved by
Comoros. However, the World Bank (2004) estimated that 80 percent of total transfers to the
island came through informal channels, mainly in the form of cash carried by relatives, friends or
acquaintances. The fragility of the banking sector in Comoros encourages individuals to use
informal channels to transfer their money. Some central banks are making efforts to collect data
on informal remittances. For example, the Bangko Sentral ng Pilipinas (Philippines’ central bank)
started to collect data on informal remittances in 2001. The World Bank also generates its own
estimates of total annual remittances, which include informal remittances as they take central
bank figures and then adjust them to international measurement standards.

There has been a shift from informal to formal payment methods in many countries. The
share of remittances going through the informal system is believed to have been very high in the
1980s, but to have substantially declined to the present. There are two reasons that explain this
change. First, there has been a wider availability of banks. This has resulted in larger competition
of remittances’ providers leading to drastic reductions in the cost of sending remittances. Second,
new regulations for anti-money laundering and to combat the financing of terrorism (AML/CFT)
have crackdown on informal remittances’ providers in many destination countries.

Yet, in many cases, central banks’ coverage of formal remittances has been partial. De Luna
Martinez (2005) analyzed the case for 40 developing countries based on a survey of central banks
that took place in 2004. He reported that 90 percent of the countries collected data on remittances
from commercial bank, 65 percent collected data from credit unions and exchange houses, only
38 percent collected from money transfer operators, and only 35 percent of countries collected
data from post offices. This problem has become increasingly important as the number of new
channels and financial instruments to transfer money increase at higher speed than central banks’
capacity to capture them. Even when financial institutions are reporting figures on remittances,
they do not report all remittances’ transactions. Orozco (2010) notes that in most cases, money
transfer companies only had to provide reports for transactions exceeding US$3,000. This amount
that far exceeds the average remittance transaction undertaken by migrants in developing
countries.
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II. Household survey data

Household surveys have the advantage of capturing remittances through both formal and
informal channels. As opposed to central bank data, households are asked to report information
on informal remittances. These include money transfers that occur through private channels such
as money brought by friends, relatives or the migrant himself. Freund and Spatafora
(2005) estimated that informal remittances range from 35 to 75 percent of formal remittances
with large variation across regions. Informal remittances to Eastern Europe and Sub-Saharan
Africa are relatively higher than those to East Asia and the Pacific.

Household data may provide an accurate picture of the growth rates in remittances. Even if
household surveys contain relatively few households with migrants or households misreport
amounts received, they can still be useful to estimate the growth of remittances. The main reason
is that such issues seem to be constant over time. Hence, household data is useful to identify
sharp movements and provide further checks against other data sources, even when household
surveys underestimate the level of remittances.

However, household data is difficult to find prior to 2000 in developing countries. Few
developing countries had household income and expenditure surveys before the 2000s, and even
the few of them who had, asked separately about remittances. For example, India introduced
questions about international remittances in the 64" round of its National Sample Survey in 2008.
Clemens and McKenzie (2014) discussed that they were able to obtain data from only nine
developing countries from the 1990s or 2000s with at least five waves of household survey data.

Household data are subject to sampling error, less available and not specifically designed to
measure remittances. Household surveys are self-reporting data coming from a sample of the
population. They assume that accurate responses are obtained from sampled individuals and that
the sample covers the target population, which might not be the case. Besides, surveys that
incorporate questions on remittances are usually multi-topic surveys, that is, they collect
information on people’s income, consumption and expenditures in general (as opposed to specific
surveys on labor participation or health). In terms of implementation, they are time-consuming
due to the broad nature of the survey — the interviewer spends a relatively large amount of time in
each household. For this reason, household data is not as frequently available and updated as
central bank data.

Household survey data may include some income items that do not fit in the typical notion
of remittances. For instance, Ducanes (2010) poses the example of the Family Income
Expenditure Survey (FIES) in the Philippines. FIES questionnaire asks: Did you or any member
of your family receive in cash any receipt, gift, or other assistance from abroad? If the answer is
affirmative, the respondent is asked to report how much of the following items the family
received:

a. Cash received from family members who are contract workers
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Cash received from family members who are working abroad
Pensions, retirement, workmen’s compensation, and other benefits
Cash gifts, support, relief, etc. from abroad

Dividends from investment abroad

® a0 o

Note that c and e are pensions, retirement benefits and dividends from investment abroad. These
types of transfers should not be considered as remittances, but they are included when using FIES
to analyze the impact of remittances in the Philippines. According to Ducan (2010), the National
Statistics Office in the Philippines use the sum from a to e but not its individual components.

The Comoros household survey presents several weaknesses that prevent an accurate picture of
the volume of remittances in the country. The Household Consumption Expenditures Survey,
Enquéte sur les Deépenses de Consommation des Ménages aux Comores (EDMC), is the
household data used to estimate remittances in the country. Question 23 attempts to capture the
amount of money transferred within the country and abroad. It asks the individuals to specify the
type of transfer among the following options:

a. Gift given in the form of cash to a relative, non-relative, club or association

b. Loan of money, repayment of housing loan, other loans (car, household
appliances, etc.), lost of money, contribution to an association or tontine 8,
pensions, other cash transfer

c. Gifts received in the form of cash to a friend, relative, club or association

d. Borrowings, debt collection, transfers received from a relative, non-relative, club
or association, pensions received, and other cash transfers.

After, individuals have to specify whether these transfers are coming from abroad or within the
country. Several weaknesses are detected in this format:

= Part ¢ does not separate transfers received from individuals than those receive from clubs
or associations. The latter would not be classified as remittances.

= Part d does not distinguish between pensions, loans and other “cash transfers” that might
include remittance money.

= The survey only covers cash transfers and fails to capture in-kind transfers from workers
abroad.

Household surveys fail to capture remittances that go directly into the overseas worker’s
personal bank account and do not get transferred to households. The worldwide rise of
electronic banking has enabled overseas workers to have greater control over their money and the
amount and frequency of remittance they send. For instance, they can have their salaries sent to
their personal bank accounts, which they can access through internet or mobile phones, to either
transfer some of it to another bank account or to an electronic money account. Household surveys

82 Revolving savings and credit groups.
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do not capture these types of movements because they normally ask only for the remittance that
the household received.

Household data do not include questions related to the purchase of real estate by overseas
workers. In some cases, overseas workers might comprise a large part of the market for real
estate in their home countries. As estimated by Duncan (2010), overseas Filipino workers account
for 60-70 percent of new condominium purchases.

Household surveys may undercount the number of individuals working abroad, which will
underestimate of the volume of remittances. Surveys do not capture adults who lived on their
own before they migrated or couples who both migrated leaving no children behind. If such
people remit money to their country, these remittances will not be included in household data.
Migration patterns in the last decade suggest that this type of migration is probably to rise.

III. Calculating missing remittances

There have been several attempts to estimate the volume of “missing remittances” in
different countries, that is, the number of remittances that are not being captured by the
data available. Both household and central bank data have some degree of “missing
remittances”. It is important to recognize the strength and weaknesses of each data source to
minimize the volume of missing remittances.

Estimates on the divergences between different data sources suggest larger numbers of
“missing remittances” in household data. To calculate “missing remittances”, Clemens and
Mckenzie (2014) use central bank data and then compare the growth rate in remittances to what
one would expect based on the growth in migration and the growth in incomes in destination
countries. Their findings show that growth in remittances is due to measurement issues. In
addition, they use time series household data on remittances for several countries to illustrate that
the growth in the central bank remittances data is greater than that in household data between
1999 and 2010. For instance, in Peru, they reported a remittance growth of 154 percent using
central bank data versus a 75 percent growth using household data. For Honduras, they estimated
a 679 percent growth with central bank data and only a 3 percent growth with household data.
Remittances in Pakistan grew 294 percent according to central bank data estimates versus 24
percent looking at household data. Finally, for El Salvador they reported 109 percent growth with
central bank data versus 79 percent with household data.

The impact of “missing remittances” on poverty and inequality depends on how they are
distributed across income groups. Ducan (2010) uses the difference between World Bank and
FIES figures to estimate the number of missing remittances. According to his analysis, the
missing remittances in the Philippines went up to PHP 438 billions or 12.7 percent of total
household income in 2006. He then runs simulations with various FIES rounds (1997- 2006). He
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adds the missing remittances across different income groups and investigates the changes in
poverty and inequality. His results suggest that missing remittances are not equally distributed
among various income groups. If one supposes that higher income are those more likely to adopt
new technology, then most of the missing remittances go to these groups. However, if we assume
that new technology, such as mobile phone banking, are more likely to be adopted by those in the
rural areas — assuming that they have smaller access to existing technology and that new
technology represent relatively higher cost savings — then, missing remittances will be larger in
poorer households.

Simulations show that poverty levels and inequality are being mismeasured due to the
omission of “missing remittances”. Duncan (2010) suggests that large mismeasurement of
poverty and inequality has occurred in the Philippines because household data have
underestimated the levels of remittances that the country received. He suggests that the
mismeasurement is especially severe for inequality where including the missing remittances
shows inequality being unchanged since 1997, whereas its non-inclusion shows sharp declines in
inequality.

The least that can be done is to factor into the analysis possible deficiencies of the data.
Economists do not have the tools at this time to reliably measure the effects of remittances on
growth and development. In general, different trends in remittances are likely to reflect changing
measurement practices and data deficiencies more than changes in true flows. It does not seem to
be an obvious or easy fix for the weaknesses observed in remittances data. Researches tend to run
different simulations to test how sensitive the outcome of interest (e.g. poverty) is to different
estimates of the level of remittances and draw conclusions accordingly.

IV. Data for the estimation of household remittances

The EDCM (Phase 3) module of EESIC 2014 includes 28 sub-modules. Sub-Module 23 (CQ23:
Transferts recus en especes) captures the amount of remittances received or paid over the 12
months prior to the survey by those household members who were present at the time of the
survey. These include those identified in Phase 1 and new members identified in Phase 3 of the
EESIC survey. The survey identification section (CQO02) has allowed linkages between Phase 1
and 3. Sub-Module 23 asks for monetary transfers broadly, including gifts, loans, debt
collections, pensions and other transfers received from individuals, clubs and associations. It only
covers cash transfers and fails to capture in-kind transfers from the diaspora.

The EIM 2014 uses three statistical surveys: a household questionnaire, a community
questionnaire, and a questionnaire on prices. The household questionnaire, administrated in two
parts divided in six sections each, aims to provide integrated information on the mechanisms that
determine the standards of living of families. In section 10 part B (transferts recus par le
menage), the questionnaire asks for transfers received from the diaspora, and unlike the EESIC, it
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includes questions related to in-kind transfers. The questionnaire differentiates between loans,
monetary transfers, food supplies and other in-kind transfers. In order to match 2004 with 2014
data, only cash transfers have been included in the remittances analysis.
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Appendix 5: Fiscal Incidence Methodology

Methodological Summary

The CEQ Assessment takes specific fiscal policy elements, programs, expenditures, or revenue
collections and allocates them to individuals and households appearing in a micro-level socio-
economic survey. Once the allocations have been made, the CEQ analytical program consists of
calculating different measures of poverty and impoverishment, inequality and progressiveness,
and the amount of redistribution accomplished (inter alia) on the measures of income — or
“Income Concepts” — that exclude (“pre-fiscal”) and include (“post-fiscal”) these fiscal policy
elements.

Data constraints in Comoros meant that we chose to use consumption expenditure as our primary
income measure. We assumed total consumption expenditures — including the value of imputed
rent for those living in owner-occupied housing, as well as the implied value of any auto-
production/auto-consumption — were equal to the CEQ Disposable Income concept and worked
backwards to Net Market Income, Market Income plus Pensions, and Market Income and
forwards from Disposable Income to Consumable Income and Final Income.®®

Data Sources

The primary micro-level dataset providing the individual- and household-level information
necessary to allocate fiscal policy elements is the Enquéte sur [’emploi, le secteur informel et la
consommation des ménages aux Comores 2014 (EESIC 2014). It includes modules covering
health, education, economic and labor market activity, household consumption expenditure,
agricultural production, and rent (or imputed rent for owner-occupied housing) in addition to a
household’s roster which provides individual and demographic characteristics, as well as
dwelling characteristics. The EESIC covers all three islands in the Union of the Comoros. The
full sample includes 150,970 households (and 753,000 individuals), but not all households
completed a full questionnaire, so less than 100 percent of the EESIC sample households are
represented in the CEQ Assessment.

The source for total revenues collected by the government (in 2014) from households via the
consumption, excise, and import taxes is the Ministry of Finance. To impute “effective” or
actually prevailing rates (which may differ from statutory rates), we first scale down the expected
tax taken from EESIC households so that the ratio of VAT (for example) revenues in the Ministry
of Finance reports to Private Final Household Consumption Expenditure in Comoros National
Accounts data is equivalent to the ratio of VAT collections from EESIC households to the value
of cumulative EESIC household consumption expenditure. Government expenditure on in-kind

8 As a result, our “pre-fiscal” income measure (Disposable Income) is net of any personal income taxes paid.
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transfers of healthcare and education services are also taken from the Ministry of Finance and are
scaled in a manner equivalent to the scaling of taxes.

Allocation Assumptions

CEQ Assessments allocate fiscal policy elements to individuals or households. For example,
when an individual queried in a socioeconomic survey is asked to recall how much she has paid
in VAT on all her purchases in the last 7 days, or is asked to provide receipts detailing VAT
payments, then the CEQ Assessment observes total VAT collection from that individual. These
VAT payments recorded by individuals are then assumed to be the same VAT revenues listed in
the executive, administrative, and other budget reporting for the same year. The subheadings
below provide a summary of allocation assumptions used in Comoros for various fiscal policy
elements.

Direct Taxes (Personal Income Tax): Imputation based on employment characteristics,
statutory threshold, and marginal rate structure

Direct taxes — property taxes and corporate and personal income taxes — represent one-quarter of
all tax revenue (in 2014), and personal income tax (PIT) revenues represent about one-third of
total direct tax revenue or about one percent of GDP. PIT statutes include a very low tax
threshold, which means poor households may be liable for PIT. In order to allocate PIT in the
EESIC, we first impute individual taxpayer status using the employment module. We first select
only civil servants, employees of state-owned enterprises or quasi-public administrative bodies,
and those who are privately employed in the non-farm structure. We then use employer
characteristics and employment-arrangement attributes to develop a simple, categorical scale of
“formality” in the employment arrangement. Only those individuals with a high formality score
are imputed to be likely taxpayers.

We then determine an expected marginal tax bracket for each likely taxpayer based on the per-
capita value of consumption expenditure; the higher the per-capita level of consumption
expenditure is, the greater the likelihood that the individual belongs to a higher marginal-rate tax
bracket will be. Once all likely taxpayers have a likely tax bracket, we determine a marginal
effective rate structure (that replicates the relative dispersion of the statutory marginal rate
structure), such that the determined rates, when applied to the taxable incomes among likely
taxpayers, produce a total PIT collection (from EESIC individuals) that is appropriate to the level
of total consumption expenditures recorded in the EESIC.

Indirect Taxes (VAT, Excises): based on expenditure records

We back out, for every item purchased by an EESIC household, the share of the item’s value that
is an indirect tax charge. In order to determine this share, we first scale these taxes by calculating
the ratio of revenues collected (per indirect tax) in the Ministry of Finance reports to Household
Final Consumption Expenditure in the National Accounts, and set it equal to the ratio of revenues
collected from EESIC households (per tax) to cumulative EESIC consumption expenditure. We
then create categories of goods in the EESIC consumption module which attract the tax in

211



question. For example, the only good listed in the EESIC consumption module which attracts the
Diesel Excise tax is diesel fuel itself; only EESIC households who record nonzero expenditure on
diesel are allocated a Diesel Excise tax.2* We then determine the share of the tax in the total
expenditure value of the taxed good (or good category). From this share, we determine what
“effective” rate of taxation would, when applied to the value of the good net of the indirect tax
paid, give us back the actual sales value of the good, as recorded by households in the EESIC.

The “effective” rate, or the on-average actual rate, so calculated allows us to take care not to
allocate indirect taxes to purchases of goods or services that are exempt from the tax. We also
exclude any informal purchases that are not included in the transactions over which an indirect
tax is collected; as the EESIC has rich consumption expenditure data, we directly observe
informal purchases, as well as whether the item purchased is an import or is locally produced, so
the indirect taxes paid by EESIC households who make informal purchases are reduced
specifically for those households.®®

In-kind transfers

Expenditures on education and health are allocated to those EESIC households where at least one
member utilizes the public education or public healthcare service system (respectively). Scaled
in-kind spending is divided by the total number of EESIC users in order to get a “per student” or
“per patient” subsidy; this uniform amount is then allocated to all directly-identified EESIC users.
Thus, a single household with an enrolled primary school student, an enrolled secondary school
student, and one visit to a (public) hospital would receive three different in-kind subsidies for the
three service types utilized.

8 We do not have access to the sales value of the indirect tax bases (by sector or good/service category), so we
instead assume for every indirect tax, that all tax is collected at the same rate (proportional to net-of-tax price) over
all goods that attract the tax.

8 Other weaknesses in tax administration (besides non-coverage of informal transactions) can lower indirect tax
collection and reduce the effective rate of collection below the statutory rate; these are allocated to all households
purchasing the goods that are taxed.
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