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Poverty, Inequality and Stochastic Dominance,
Theory and Practice: The Case of

Burkina Faso

Comparing levels of poverty or
inequality across distributions remains a major
area of interest to both researchers and policy
makers. In the last twenty-five years, several
countries have experienced important changes
in their economies, changes that have triggered
movements in their distribution of income or
wealth. Various cardinal indices have typically
been used to assess the evolution of poverty or
inequality in such environments. This can be
criticized since peculiar indices differ in their
sensitivities to what happens to different parts of
the distribution

The use of a stochastic dominance
approach allows us in some cases to make a
robust classification of changes in poverty and
inequality. Previous theoretical frameworks to
this approach have, however, been built under
the assumption of income continuity. Such a
continuity assumption is not valid for household
surveys since these contain discrete data.
Starting from this, a discrete theoretical
framework is thus being developed for tests of
stochastic dominance.

Despite the fact that one can relatively
easily estimate point differences between two
dominance curves, to check for stochastic
dominance for welfare, poverty or inequality, we
need also to test for whether these differences
are statistically significant. To do this, the paper
proposes a set of procedures that serve to
ensure that tests for stochastic dominance
conditions are statistically robust.

To illustrate the use of this methodology,
and to see how distributive analysis can be
performed to investigate the nature of
distributive changes, we illustrate it using the
Burkina Faso household surveys for 1994 and
1998. Classical methods based on the
estimation of changes in headcount ratios have
shown an increase in poverty in Burkina Faso
between the two periods, as shown in table 1.

by Abdelkrim Araar,

Tablel : the dynamics of poverty in Burkina
Faso between 1994 and 1998

Year Headcount
1998 0.4527
1994 0.4446
Difference 0.0081

However, using a stochastic dominance
approach, one cannot draw a robust conclusion
on whether there was a change in poverty or
inequality between these two years. This is
explained both by the non-satisfaction of
empirical stochastic dominance conditions, as
well as by the statistically insignificant
differences in distributions between these two
periods, as shown in Figure 1.

Figure 1. Differences between headcount indices
and statistical significanc, 1998 minus 1994:
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The lesson one should draw here is that
it is important for poverty and inequality results
to be checked both for normative and for
statistical robustness before transferring these
results to the decision-making community.



