GUINEA-BISSAU

IMPACT OF ECONOMIC STRUCTURE AND POLICY ON
POVERTY INCIDENCE AND DISTRIBUTION1
Political instability and conflict have held back inclusive economic growth in Guinea-Bissau. This
chapter analyzes the incidence of poverty under alternative growth paths—the status quo versus a
more diversified growth path with less dependence on cashew—based on the latest available light
household survey. Diversification resulting merely from a redistribution of growth between
occupational sectors is found to result in a slightly higher overall poverty rate, reflecting the current
concentration of poverty in cashew-dependent rural areas. With a growth dividend, a diversified
growth path reduces poverty unambiguously, with lower incidence and a more equal distribution. The
results highlight the importance of reforms to improve aggregate productivity, as well as sectoral
policies to protect the poor in the areas where they are concentrated.

A. Background
1.
Political instability and conflict since independence have adversely impacted economic
growth and poverty alleviation in Guinea-Bissau. Following independence in 1974, bouts of
political tension and instability, culminating in the 1998–99 civil war, eroded gains made during brief
periods of stability. National reconciliation and restructuring efforts in the immediate post-civil war
period (including the Government of National Union, the National Reconciliation and Reconstruction
Program, and the elections of 1999) helped restore peace, but stability was short-lived and gave way
to a series of coups. During 1996–2003, per capita GDP declined by an average of 1.3 percent per
year, extreme poverty averaged 53.9 percent, and inflation 14.7 percent per year. This was a period
of institutional deterioration, falling economic activity, and plummeting social indicators.
2.
The period of 2004–11 witnessed greater stability and improved economic outcomes,
albeit punctuated by military interventions. The Emergency Economic Management Plan
adopted by the government following elections in early 2004 imposed budgetary discipline and led
to the drafting of a Poverty Reduction Strategy Paper that highlighted the need to address the
declining living conditions and high poverty. During this period of political and economic reengineering, real per capita GDP growth turned positive to average just under 2 percent per year,
and inflation moderated to 3.2 percent a year. This period of relative political stability and economic
advancement was abruptly ended by a coup in 2012.
3.
The period since 2012 has witnessed swings in the country’s terms of trade and related
improvements in growth and external balances. Falling cashew prices coupled with economic
disruptions from the coup resulted in real per capita GDP declines of on average 1.3 percent per
year during 2012–14. Elections and restoration of constitutional order in 2014 along with surging
cashew prices and lower oil prices supported a subsequent sharp improvement of the current
account and higher growth.

1

Prepared by Brais Álvarez Pereira (Macroeconomic Advisor, Economic Studies, MOEF), Totas João Correia (Director,
Economic Studies, MOEF), Francis Y. Kumah (IMF), and Bedanhoba Na Salú (Economist, Economic Studies, MOEF).

30

INTERNATIONAL MONETARY FUND

©International Monetary Fund. Not for Redistribution

GUINEA-BISSAU

Guinea-Bissau: Cyclical Per Capital Real GDP, 1995–2016

Sources: World Economic Outlook; and authors’ estimates.

Guinea-Bissau: Economic Performance over the Cycles, 1995–2016

Sources: World Economic Outlook; and authors’ estimates.

4.
The history of conflict and political instability has scared social development. Extreme
poverty increased from around 43 percent in 1992 to 64 percent just after the civil war in 1999.
Economic improvements during the period of political and economic reconstruction helped
moderate extreme poverty to 54 percent in 2002, but poverty nevertheless rose to 67 percent in
2010. With the notable exception of literacy, where Guinea-Bissau scores relatively well, the country
has fallen behind its regional peers on most indicators of human development and poverty
alleviation.
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5.
Structure of the analysis. The next section summarizes results from the 2010 crosssectional light household
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B. Results from Cross-Sectional Household Survey (ILAP 2010)
6.
Guinea-Bissau’s population is small with a large rural proportion and high
concentration in cashew
Guinea-Bissau: Occupational Distribution of Poverty, 2010
farming. Out of a
Poverty remains high in dominant occupations
population of about
1.8 million, about 60 percent
live in households that have
the primary sector as the
main source of employment
and income. Some
40 percent are engaged in
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The remaining roughly
40 percent work mainly in
Sources: Guinea-Bissau ILAP 2010, and authors’ estimates.
the tertiary sector.
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7.
Per the 2002 and 2010 ILAP surveys, poverty has been consistently highest in rural
areas and occupations while overall poverty has increased over time. Poverty incidence at the
national level, measured as the proportion of the population living on less than US$2 (in 2010 PPP
terms) per day, increased by 4.6 percentage points between 2002 and 2010. Extreme poverty
(i.e. living on US$1 per day) increased during the same period by some 11 percentage points to
33 percent. In 2010, urban poverty was 58.6 percent and rural poverty 76.4 percent; these figures
indicate 5.3 and 6 percentage point increases, respectively, relative to 2002. Extreme poverty
increased more in the rural than in the urban areas, increasing the poverty differential across the
urban-rural divide.

C. Poverty Under Alternative Policies and Structure
8.
The analysis utilizes the 2010 ILAP along with the semi-accounting input-output
model of the national economy (TCHINTCHOR). It estimates the evolution of national poverty
during 2010–22 under alternative growth paths—the status quo and two more diversified growth
paths.2 The semi-accounting model of the national economy is based on a Social Accountancy
Matrix (SAM) that links the different sectors of the economy to the income of the different family
categories. In the absence of information on the evolution of population since 2010 and of
monetary inputs and outputs across different sectors, agents, and economic activities since 2013,
the analysis necessitated three assumptions. First, population across all the households in each
category is assumed to grow at an estimated national population growth rate of 2.2 percent a year.3
Second, the monetary flows across different variables in the SAM remain proportional to those in
2013. Finally, income is assumed to grow at the same rate for every family with a household head
working in each occupational category.
9.
Three alternative growth paths are considered. Under the status quo—i.e. with cashew
production as the
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2

While earlier researchers (e.g. Creppy and Wodon (2006)) analyzed the effect of growth variations on poverty
incidence in Guinea-Bissau, this chapter examines the impact of redistributing growth among occupations.
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This could pose problems, particularly if the elasticity of head of household occupation to the economic evolution of
different economic activities is high. While unfortunately available information does not allow for the estimation of
these elasticities, factors such as limited access to credit make it reasonable to think that in the context of GuineaBissau these might not be too high in the short run.
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growth as under the status quo but with a shrinking cashew sector offset by expansion in other
sectors (such as public employment, trade and services). The second branch allows some
improvement in overall growth rate under the additional assumption of full delivery of gains from
the structural reform agenda, particularly enhancing efficiency in the public service delivery in a
more transparent governance environment that supports economic diversification.

Overall poverty rate

Sources: Guinea-Bissau ILAP 2010, and authors’ estimates.

Guinea-Bissau: Estimated Poverty under Alternative
Growth Path, 2022 (in percent)
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11.
Poverty incidence increases
under a pessimistic diversification
scenario relative to the status quo.
Overall poverty incidence under this
diversification scenario is slightly higher
in the long term, mainly because of the
assumption of declining cashew output

Guinea-Bissau: Poverty Incidence under the Status
Quo, 2010–22 (in percent)

Public wages

10.
Maintaining the current
growth path reduces poverty, albeit
unevenly across occupational groups.
Under this scenario, cashew production
and related activities are assumed to
continue to be the main drivers of
economic expansion. Hence, in a period
of relatively robust economic growth,
driven mainly by cashew production and
export, the model predicts an important
but far from sufficient reduction in
poverty during 2010–16. Overall poverty
in 2016 is estimated at 45.2 percent.
Even with continued robust growth
rates under this status quo scenario,
however, the projected reduction in
poverty rates slows down sharply by the
end of the estimation period in 2022.
Households that depend on private
sector wages along with those engaged
in cashew production and industry and
trade services witness the largest
estimated declines in poverty. Overall
poverty declines by some 25 percentage
points to 43.7 percent by 2022; urban
and rural poverty rates see similar
declines to 35.4 and 52.4 percent,
respectively.
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and income.4 The rural-urban poverty divide worsens as well. However, differences in poverty rates
across occupations are somewhat smaller under this alternative growth path, making it more
egalitarian by that measure.
12.
Under a more optimistic diversification scenario, growth-enhancing policies
unambiguously reduce poverty and income inequality. Under the second alternative growth
path—the optimistic diversification scenario—poverty incidence shrinks with enhanced growth rates,
reflecting reforms to bolster public service delivery and governance. Income distribution becomes
more equal as well, as diversification enhances job opportunities across all non-cashew sectors.
Although sensitive to the assumed growth elasticity of diversification, this alternative growth path
almost halves overall poverty by 2022 compared to 2010 and it is clearly superior to the other two
growth paths. It also outperforms the other two growth paths in declines in both rural and urban
poverty rates.
Alternative Poverty Measures and Distributional Analysis
13.
Additional poverty measures offer richer perspectives on poverty in Guinea-Bissau.
The main advantage of a simple headcount index of poverty (HCI) used in the foregoing analysis is
its simplicity and ease of interpretation. However, it does not tell us anything about changes below
the poverty line. Alternative indicators, such as a HCI at a lower ($1 a day) poverty line, the poverty
gap index (PG), the intensity of poverty index (IP), or the average growth in expenditure per capita
for each quantile of the income distribution quantify alternative dimensions of poverty.5 These
additional measures
1
Guinea-Bissau:
Poverty
Gap
Intensity
Across
Guinea-Bissau:
Poverty
Gapand
and Intensity
Across
ScenariosScenarios
enable a richer
(in percent,
unless otherwise
otherwise indicated)
(in percent,
unless
indicated)
understanding of the
2010
2016
2022
evolution of poverty in
Status Quo
Diversification
Pessimistic Optimistic
the different scenarios.
The additional
Poverty HCI (< US$ 2/day)
69.3
46.6
43.7
48.3
38.7
indicators confirm the
Poverty HCI (< US$ 1/day)
33.0
15.7
13.6
23.2
10.2
superiority of the
Poverty Gap 1
0.32
0.19
0.17
0.25
0.03
Poverty Intensity 1
0.19
0.1
0.09
0.14
0.02
optimistic
Change in PC Expenditure (percent per year)
diversification scenario
Total population
9.7
3.0
-0.9
5.7
over the other two
Poorest half (across deciles)
11.2
3.3
-1.9
6.8
Richest half (across deciles)
9.5
2.9
-0.9
5.7
scenarios. Importantly,
1
poverty
and intensity
indicators
relate
to the
US$2
1 The
The poverty
gap gap
and intensity
indicators relate
to the US$2
per day
poverty
line. per day poverty line
the reduction in
Source:
Guinea-Bissau
ILAP 2010ILAP
and authors'
Sources:
Guinea-Bissau
2010,estimates.
and authors’ estimates.
average expenditure
4

In this scenario, the value of cashew exports is assumed to decline by 10 percent in 2018 and continue to fall over
the medium term, whereas the status quo scenario has cashew exports falling by 3.5 percent in 2018 and then
recovering slightly over the medium term.

5
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per capita in the pessimistic scenario illustrates the strong relationship between poverty and cashew
production In Guinea-Bissau. The low values of the Poverty Gap and the Intensity of Poverty in the
optimistic scenario indicate the potential for a combination of good performance of the cashew
sector and increasing economic diversification to significantly reduce the incidence of the most
severe forms of poverty in the country.

D. Conclusion
14.
Conflict and political instability have resulted in high poverty. Sustained strong growth
is needed to simply revert poverty back to the levels prior to the 1998 civil war. The analysis finds
that growth in cashew production and other agriculture—the areas where poverty is highest—is
especially important to alleviate poverty. However, a more diversified growth path that brings higher
overall growth reduces poverty more effectively along all dimensions.
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