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ABSTRACT
The purpose of this paper is, first, to present a historical review of the main 
approaches that have dealt with poverty in its various manifestations, and 
then to analyze the Peruvian case in terms of the relationship or correla-
tion between monetary poverty and that which can be measured by the 
Unsatisfied Basic Needs approach, and public investment, measured by the 
variable Gross Public Capital Formation, using the correlation coefficient 
as a central tool, establishing that there is a strong degree of inverse asso-
ciation between the implementation of sustainable public spending and 
poverty reduction, with results very close to 1. The main lesson that can 
be drawn is that it is necessary to sustain the implementation of public 
policies focused on different sectors that provide the best results in terms 
of poverty reduction rates.
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INTRODUCTION
Poverty in Peru is a condition that, despite 
characterizing a large part of the population, 
has not been studied, measured and evaluated 
for a long time, so much so that the most impor-
tant studies and evaluations of poverty that use 
the monetary approach as the main method for 
estimating the proportion of households con-
sidered poor in the country date back to 2007. 
According to this approach, the members of a 
household who do not have access to a basic 
basket of food and non-food items are consid-
ered poor, and those who cannot afford a basic 
food basket are considered extremely poor (In-
stituto Nacional de Estadística e Informática 
[INEI], 2019).

One of the most relevant and important 
consequences of the so-called Peruvian eco-
nomic miracle has undoubtedly been the reduc-
tion of poverty. According to INEI data, poverty 
was reduced from 42.4% in 2007 to 21.7% in 
2017, a reduction of more than 20 percentage 
points in just ten years, which is very signifi-
cant. In the case of extreme poverty, it fell from 
11.2% to 3.8% in the same period (INEI, 2019).

This paper will review the evolution of the 
approaches used to address poverty over time 
and briefly present the multidimensional pov-
erty approach that has been developed based 
on the work of Alkire and Foster (2008), and 
then discuss which public policy variables can 
contribute to alleviating poverty conditions, es-
pecially poverty measured under the monetary 
approach. Given the limited amount of existing 
information on monetary poverty, compari-
sons will be made of the degree of association 
between economic variables and the rate (pro-
portion) of the population living in monetary 
poverty.

The treatment of poverty, in contrast to the 
Peruvian case study, has a long history in eco-
nomic theory. Major economists have included 
it in their writings to the present day. Villarespe 
(2002) reviews the history of poverty, appeal-
ing to the different conceptualizations that ap-
peared in Europe at the height of the Industrial 
Revolution. And it is a poverty that is closely 
linked to the boom that was experienced in the 
cities, due to the fact that migratory processes 
were congesting, for lack of a better term, the 

cities where a process of expansion or econom-
ic growth linked to new productive activities 
began to take place. This had little or nothing to 
do with the feudal spaces that had dominated 
the world in the Middle Ages.

Poverty in the Western world of the 16th 
century and later, until the 19th century, was 
a concurrence of scarcity in every sense, with 
the preponderant participation of the Church 
as an entity that watched over the situation 
of the poor, providing assistance and appeal-
ing to charity to help alleviate the conditions 
of misery experienced by a large sector of the 
population.

Poverty is not only a phenomenon that can 
be measured in monetary terms, although this 
was the most commonly used measure until the 
beginning of this century. According to official 
considerations, an individual is in a situation of 
monetary poverty when they are unable to pur-
chase a basket of goods and food, as mentioned 
in the introductory part of this document, for 
which an indicator is used, termed poverty line; 
that is, the value of the basket of goods and ser-
vices is used to determine who is poor. The val-
ue of this basket of goods and services is shown 
in Figure 1 below:

As shown in Figure 1, the value of the basic 
food basket is higher in urban areas compared 
to the national total and rural areas. In 2019, 
if a person living in the urban area had an ex-
penditure of more than PEN 377 on goods and 
services, they were considered non-poor, while 
in the rural area, if their expenditure was more 
than PEN  260, he or she was also considered 
non-poor. The relative aspect of the measure-
ment is important: if it is possible to be non-
poor in the countryside, it is also possible to be 
considered poor in the city, according to official 
measurements. 

This variable nature of the estimation 
of monetary poverty presents a difficulty in 
considering precisely who is poor and who is 
not; that is, the place or geographical location 
of a person should not be a determining fac-
tor in determining whether one is poor today 
because one is in the city, and if one migrates 
to the countryside in the near future, one no 
longer has this condition. If, in the year 2017, 
a person in an urban area could only have an 
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expenditure on goods and services for a value 
of PEN 300, was poor, the same person, the fol-
lowing year, in a rural area, was no longer poor. 
If they return to the city in 2019, they become 
poor again. 

Consequently, in the face of this type of 
event, various approaches have emerged that 
offer a view that goes beyond the standard 
measurement of the basic basket of goods and 
food, such as the measurement of multidimen-
sional poverty, which will be presented later. 
At this point, however, it is useful to review 
the conceptions of poverty that have shaped 
its measurement over time. For this, it is nec-
essary to turn to specialists. Perhaps the most 
recognized theorist on poverty is Sen (1992), in 
whose paper on concepts and measures of pov-
erty, offered a new review of the conceptualiza-
tion of what poverty means and represents, cit-
ing the most representative authors who have 
worked on the subject from different angles, 
starting from a biological approach, which is 
somewhat close to what we know as the mon-
etary approach, conceived by Seeborn Rown-
tree, who defined the primary poverty experi-
enced by families as the insufficiency of total 
resources to meet the basic needs related to the 
maintenance of simple physical efficiency. The 
main challenges to this approach were related 

to the difficulty of selecting interventions that 
could meet nutritional requirements and needs 
as well as other non-food components: what is 
needed by some is not needed by others. 

There is also the inequality approach, 
which views poverty as evidence of the situa-
tion of inequality in a society, as indicated by 
Miller and Roby (1967, cited in Sen, 1992), who 
argue that the problem of poverty moves away 
from poverty line measurements to a review or 
comparison of conditions between the bottom 
10% or 20% of the lowest stratum of a society 
and the rest of it, given the interest in closing 
gaps between those at the top of the social scale 
and those above it. 

The change of approach occurs when the 
concept of relative deprivation is taken into 
account. This term refers to the deprivation 
experienced by some in relation to others, as 
indicated by Peter Townsend, who argues that 
deprivation is relative because it allows “de-
scribir situaciones en las cuales las personas po-
seen cierto atributo deseable, menos que otras, 
sea ingreso, buenas condiciones de empleo o 
poder” [describing situations in which people 
possess a certain desirable attribute less than 
others, be it income, good working conditions 
or power] (Townsend, 1979, quoted in Sen, 

Figure 1
Peru Poverty Line: Years 2007-2019
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1992, p. 313), which explains that it should not 
be overlooked that there are conditions of dep-
rivation and feelings of deprivation, i.e., the in-
dividual considers and chooses what they must 
have to maintain a standard of living similar 
to that of others, which explains that it should 
not be overlooked that there are conditions of 
deprivation and feelings of deprivation, i.e. the 
individual considers and chooses what he must 
have to maintain a standard of living similar 
to that of others, which can guarantee them a 
level of status, and that one cannot dissociate 
how they feel about it. Finally, it remains to be 
determined who are those with whom people 
tend to associate or compare themselves in or-
der to elaborate a study of poverty under this 
criterion of relative deprivation, which consti-
tutes an element of some practical difficulty for 
its universal acceptance or use, if the term can 
be used.

Poverty, as we have seen, can be under-
stood or examined through different approach-
es or criteria, and requires a broad treatment 
in order to be understood in its full dimension. 
However, it is clear that the study of poverty re-
quires two steps or stages to be fulfilled, name-
ly identification and aggregation, i.e. knowing 
who is poor and how many are poor. This is 
based on the multidimensional poverty ap-
proach developed in the last decade by Alkire 
and Foster (2008) with the participation of the 
Oxford Poverty and Human Development Initi-
ative (OPHI). This approach consists of estimat-
ing a Multidimensional Poverty Indicator (MPI) 
that shows the incidence and intensity of what 
it means to belong to a deprived household and 
to be considered poor.

The purpose of this paper is not to provide 
a detailed demonstration of the estimation of 
multidimensional poverty or of the theoretical 
considerations used for its calculation, which 
can be found in the works of the authors men-
tioned on the OPHI website. The objective of 
this paper is to present a historical review of 
the main approaches that have dealt with pov-
erty in its various manifestations and to deter-
mine the impact of public management, under-
stood as the management of public resources to 
improve people’s quality of life.

METHODS
This article presents an overview of some of 
the most relevant approaches to the concept 
of poverty, highlighting monetary and multidi-
mensional poverty, presenting the main results 
of the studies applied to the Peruvian case and 
showing the differences that exist between the 
monetary and multidimensional approaches. 
Subsequently, a brief discussion of these meth-
odologies is presented through a contrast and, 
finally, the level or degree of association be-
tween poverty –monetary and that most sim-
ilar to multidimensional poverty, that is, that 
of Unsatisfied Basic Needs (UBN)– and the 
economic variables that can show the greatest 
impact or incidence on poverty, such as Gross 
Domestic Product (GDP) and Gross Capital For-
mation, using the correlation coefficient as a 
basic central tool.

RESULTS
Research conducted in Peru on multidimen-
sional poverty shows that there may be people 
who suffer from this type of poverty but not 
from monetary poverty, while others who may 
be monetarily poor are not multidimensional, 
and some suffer from both conditions. In one 
case, there may be households where housing 
conditions are very precarious or where there 
is no health insurance or school attendance, but 
a basic food and non-food basket is covered, so 
they would be considered multidimensional-
ly poor, while in another case, the person may 
have access to education, insurance, housing 
conditions (water, sanitation, energy, commu-
nication), but no access to the basic food basket. 
This person is poor according to the monetary 
approach, while they are not poor according to 
the deprivation criterion.

What is important, however, is to know 
that the multidimensional approach is the key 
to decision making in the field of public man-
agement; it allows us to know where the dep-
rivations suffered by households lie, and there-
fore budgets can be allocated to address those 
dimensions that represent higher levels of dep-
rivation. The question is: what is needed to di-
rect public spending to the localities, regions 
and population centers that suffer the greatest 
deprivation? One assumption that can be made 
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is that there is still no official measure of multi-
dimensional poverty that is recognized and es-
timated by the corresponding indicator. How-
ever, there is an approach to measuring poverty 
based on the UBN, which consists in determin-
ing the proportion of the population that suffers 
from one of the following deprivations: housing 
with inadequate physical characteristics, over-
crowded housing, housing without sanitary 
services, no schooling for children between 6 
and 12 years old, and high economic dependen-
cy (INEI, 2015). This approach is very similar 
to the multidimensional poverty approach pre-
sented by Alkire and Foster (2008), and it could 
be argued that it is supported or endorsed by 
this methodology, but as mentioned above, the 
corresponding MPI has not yet been published. 
Despite the lack of an MPI, it is possible to make 
a comparison between these approaches, which 
will be discussed below.

Among the most important works on mul-
tidimensional poverty, one of the pioneers was 
the one prepared by Vásquez (2012), who led 
the discussion on poverty considerations based 
on a multidimensional approach, because it 
was about what he called the invisibility of the 
poor; that is, those people who are not consid-
ered poor according to the monetary poverty 
approach, but who are considered poor accord-
ing to the corresponding multidimensional 
approach. In his work, he estimated that the 
number of poor people according to the multi-
dimensional poverty methodology was about 
11,930,000 in 2011, compared to 8,330,000 ac-
cording to the monetary approach. But it is not 
only a question of approach that should be of 
concern. A gap in estimating the proportion of 
poor people renders public policy efforts mean-
ingless, because monetary poverty considera-
tions do not take into account the deprivations 
that affect the families that suffer them: Even 
if a family can afford to buy a basket of goods, 
the fact that it does not have health insurance 
or that its members are not in school places it 
in a precarious situation that affects its daily 
life. As a result of these inequalities, a consider-
able group of people who require the attention 
of the State is left unattended, which is reflect-
ed in the increasing number of social conflicts, 
whose other side of the coin is the inefficiency 
in the expenditure of public resources.

Another research paper relevant to the Pe-
ruvian case is that of Castro et al. (2012), which 
deals with poverty under the multidimension-
al approach, using robust theoretical tools to 
represent the Peruvian case. While below the 
poverty line there is always a fixed number or 
proportion of poor people, in the multidimen-
sional approach a weighted average of depriva-
tions is used to determine the MPI value and an 
inverse relationship is established: The higher 
the number of dimensional deprivations, the 
lower the incidence of poverty (it is more dif-
ficult to adhere to the fixed number of depriva-
tions). The authors ask two questions, the first 
of which is what it means to be poor, which is 
answered through the multidimensional defi-
nition of Alkire and Foster (2008), who define 
the dimensions of health, education, nutrition, 
sanitation, income and vulnerability; poverty 
thresholds and the proportion of people suffer-
ing from deprivation. The next question is who 
the poor are, which requires the use of a pover-
ty line and multidimensional poverty incidence 
rates. For the Peruvian case, two reference 
years are considered, 2004 and 2008, estimat-
ing that the poverty lines for these years were 
48.6% and 36.2%, respectively, estimating as 
a cut-off rate a value of 2 in terms of multidi-
mensional deprivation, concluding that there is 
a higher incidence of poverty when the multidi-
mensional approach is considered with respect 
to the monetary approach, which is similar to 
that found by Vásquez (2012). 

A work of similar importance, although 
focused on the rural sector, was carried out by 
Clausen and Trivelli (2019), who identified 9 
dimensions (health, education, water and san-
itation, housing, energy, social connectivity, cit-
izenship, personal security and livelihood) and 
a total of 22 indicators, targeting populations 
with less than 2,000 inhabitants and anoth-
er group of populations with less than 20,000 
inhabitants. What is relevant about this work, 
analyzing 2018, is that they manage to deter-
mine proportions of populations suffering si-
multaneously from multidimensional and mon-
etary poverty (14.1% of populations with less 
than 20,000 inhabitants; 19.9% of populations 
with less than 2,000 inhabitants), while others 
suffer only from monetary poverty (21.3% of 
the populations of less than 20,000 inhabitants; 
22.8% of the populations of less than 2,000  
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inhabitants) and those who suffer only from 
multidimensional poverty (11.4% of the popula-
tions of less than 20,000 inhabitants; 15.6% of 
the populations of less than 2,000 inhabitants).

Finally, a study by Castillo and Huarancca 
(2022) defines a total of 6 dimensions (health, 
education, basic services, physical environ-
ment, social participation and economic partic-
ipation) and considers 16 indicators, and estab-
lishes that the greatest deprivation is found in 
the dimension of social participation in terms 
of precarious employment, with rates that fluc-
tuate between 57% and 70.1% between 2007 
and 2020. This work is closer to the findings of 
Alkire and Foster (2008). When making some 
kind of comparison with other poverty meas-
ures, such as the monetary or UBN approaches, 
the highest proportion of poor people is found 
in the multidimensional approach, because 
the methodology makes it possible to consider 
that only one deprivation in any dimension is 
enough for the person (household) to be con-
sidered poor. Thus, according to these authors, 
in 2007 multidimensional poverty was 61.3%, 
while according to the monetary approach it 
was 42.4% and according to the UBN criterion 
it was 30.5% (36.8%, 30.1% and 16.6% respec-
tively in 2020).

Looking at the figures related to the study 
of the relationship between poverty and public 
investment (gross public investment), it can be 
seen that, in principle, monetary poverty has 
experienced a decreasing trend in recent years, 
which can be seen in the last decade, when it 
went from a level of 27.8% of the population in 
2011 to a value of 20.2% in 2019, before the out-
break of the COVID-19 pandemic. It can also be 
seen that the proportion of the population con-
sidered poor is lower under the UBN approach 
than under the monetary approach (Figure 2).

The decreasing trend in the proportion of 
the national population living in monetary pov-
erty is evident, although it does not show a sig-
nificant magnitude: over the reference period, 
this indicator decreased at an average annual 
rate of 0.9% (the monetary poverty rate over 
the period was 22.8%). In this sense, it is im-
portant to consider where the highest incidence 
of poverty occurs and what has happened to it 
over time.

One element that may help to have a bet-
ter picture of the evolution of poverty in urban 
and rural areas, although the results show a 
barely noticeable difference: in urban areas 
the decrease in poverty occurred at an average 

Figure 2 
Percentage of Peru’s total population living in monetary poverty
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annual rate of 5.9%, while in rural areas it was 
4.9%, between 2007 and 2019, i.e. there was a 
greater dynamism in the city compared to the 
countryside. This, while still positive, should 
serve to guide efforts in terms of public spend-
ing and investment: considering that rural are-
as are those where there is a higher prevalence 
of poverty, these should have the highest rates 
of poverty reduction compared to urban areas, 
but the opposite occurred.

Analyzing the relationships between the 
variables already mentioned, a first look is tak-
en at the relationship between Gross Domestic 
Product (GDP) and the proportion of the popu-
lation living in poverty, which shows that there 
is a high degree of association between poverty 
and real GDP, with a correlation coefficient val-
ue of -0.95; that is, when one of them increases, 
the other shows a trend in the opposite direc-
tion. Notwithstanding the importance of GDP 
growth in the fight against poverty, it is impor-
tant for public policy purposes to know which 
GDP components influence the variation in 
monetary poverty rates (Figure 3).

Figure 3 shows the inverse relationship 
between monetary poverty rates, UBN and the 

level of gross fixed capital formation, where it 
can be seen that in the country, at the aggregate 
level, the proportion of the population living in 
poverty according to the monetary approach 
and the UBN-related approach decreases when 
the level of public spending on gross fixed cap-
ital formation increases, reaching a correlation 
of -0.95 with monetary poverty and -0.92 with 
UBN, in real terms. Thus, the relationship be-
tween public spending on durable goods and 
poverty reduction is demonstrated.

DISCUSSION
Declining trends in monetary and UBN pover-
ty may be due to actions taken as a result of 
the implementation of public policies, mone-
tary and/or fiscal policies, as well as interac-
tions in the markets for goods and services, i.e. 
the participation of the private sector. At this 
point, it should be noted that it is important to 
distinguish the channels through which prod-
uct growth occurs and then how this variation 
affects the poverty rate. García and Céspedes 
(2011) provide several references to the com-
plex relationship (as defined by the authors) 
between growth and poverty. For the Peruvi-
an case, the study of the relationship between 

Figure 3 
Correlation between monetary poverty, UBN and gross capital formation (2007-2019)
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poverty, economic growth and inequality is es-
tablished. The trends in poverty reduction over 
time are presented, as well as the increase in 
real per capita expenditure and per capita GDP 
growth for the period between 2001 and 2010. 
Using the poverty-growth elasticity indicator 
with aggregate data, it is shown that for each 
percentage point of GDP growth, poverty was 
reduced by a similar proportion. 

In the context of international experience, 
Mendoza and García (2006) present empirical 
evidence on the relationship between poverty 
and growth for the Asian continent. The data 
presented by Hafiz Pasha show a high degree 
of correlation between poverty (change) and 
increases in real per capita income, noting that 
“cuando el ingreso per cápita sube 8 por cien-
to en términos reales, la tasa de pobreza en es-
tos países disminuye en un 12 por ciento” [an 
8 percent increase in real per capita income 
reduces the poverty rate in these countries by 
12 percent] (Pasha, 2002, quoted in Mendoza y 
García, 2006, p. 11).

In addition, the functioning of the State 
system makes it possible to determine the type 
of expenditure that can be made in each region 
of the country. Therefore, in addition to the 
data and information presented, is there suf-
ficient evidence on the impact of public spend-
ing on poverty reduction? Several studies have 
shown that the benefits of spending on poverty, 
whether monetary or multidimensional, have 
been very limited. Quiroz Vera (2020) shows 
that for every 1% increase in public investment 
between 2000 and 2018, there was a 0.571% 
reduction in poverty. Likewise, it is recom-
mended that public managers focus on the so-
cial sectors most in need when determining the 
direction of spending. Along the same lines is 
the work of Quispe Mamani et al. (2021), who 
argue that public investment in the region of 
Puno, between 2004 and 2019, was more effec-
tive in reducing poverty in education than in 
the sanitation sectors: 1% investment in educa-
tion achieved a poverty reduction probability of 
8.75%, while if it had been made in sanitation, 
the probability of reduction would be 2.59%. 
The question posed at the beginning is relevant 
because, although it is clear that there is a high 
degree of association between public spending 
or investment and poverty reduction, this does 

not imply a causal relationship, so it is neces-
sary to establish a regression model to measure 
the relationship between these variables.

Continuing with a regional perspective, 
Graus (2016) presents research focused on re-
gions in Northern Peru (Tumbes, Piura, Lam-
bayeque, La Libertad, Amazonas, Cajamarca 
and Áncash), showing that public investment 
has had a positive impact on poverty reduction, 
as a 1% increase in spending reduced multi-
dimensional poverty by 0.38% between 2008 
and 2015. Similarly, in the Ancash region, Ague-
do and Romero (2018) discuss the incidence of 
public spending on basic services and show that 
there is an inverse relationship, as found in oth-
er studies mentioned in this paper. They also 
manage to show that investments in education 
and health reduce illiteracy and infant mortal-
ity rates, as indicators of improving the quality 
of these services.

From this point, it is good to stop and ana-
lyze what happens in the Peruvian case: What 
is the degree of association between produc-
tion and poverty, what is the estimated com-
ponent of GDP, according to its demand com-
ponents, that is most related to the evolution 
of the incidence of poverty? Indicators of public 
expenditure are relevant not only because of 
their magnitude, but also because of their ori-
entation, that is, what they are spent on. The 
public debate in recent years has focused on 
the low spending capacity of local authorities, 
i.e. they do not use one hundred percent of the 
funds that are part of the budgets allocated to 
activities and projects in the regions or locali-
ties located in each department. Studies and re-
search indicate that there is a return on the use 
of public funds, regardless of the amount. What 
is important is to know what is spent where 
and on what. In these respects, the contribution 
of research suggests that there is great scope 
for directing resources to social projects, pro-
grams and activities; that is, the focus of invest-
ment and/or public spending generates more 
benefits for society when it goes to sectors such 
as health and education rather than to others 
such as sanitation or housing. 

Thus, in the case of an Andean region such 
as Apurimac, the poverty level based on the Un-
satisfied Basic Needs approach has fluctuated  
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between 32% and 12% between 2008 and 2018, 
and there are amounts of public spending in 
health and education (social sectors), transpor-
tation and agriculture. Using the correlation co-
efficient, it is determined that there is a greater 
association between spending on education and 
poverty -0.95, and spending on health, -0.93 than 
spending on transportation, -0.41.

These results show that there may be a 
stronger relationship between social variables 
and poverty, which opens a space for further 
work in search of more evidence to maintain or 
support the allocation of budgetary resources 
in favor of the population most in need.

CONCLUSIONS
Poverty, whether monetary or multidimension-
al, is a condition that affects a large part of the 
population; therefore, commitment is required 
not only from the public sector but from society 
as a whole to improve the quality of life of those 
who suffer from it. It is not only a question of 
how much money one has or is able to spend, 
but there are a number of deprivations that do 
not allow those who suffer from them to live a 
dignified and adequate life.

The discussion about which approach is 
more useful for measuring poverty is irrele-
vant when the impact of public management 
in terms of spending shows a high, strong, in-
verse relationship between poverty and public 
investment, measured in terms of gross capital 
formation.

Given that the indicators show a strong in-
verse relationship, close to unity, it would seem 
that all that is needed is for the state to main-
tain or increase the amount of investment and 
poverty would be alleviated and it would only 
be a matter of time before poverty would be 
eradicated. This is not as simple as it seems. 

In order to reduce levels of deprivation, 
it is necessary not only to increase income, 
but also to focus on where and how the great-
est impact will be felt, since in the case of a 
particular region, it will be in health and ed-
ucation. Consequently, this type of measure-
ment, although simple and widely used, should 
serve as an important source of information to  
continue working on determining what will 

be the discretionary spending, in the sense of 
seeking the greatest impact that will provide 
the greatest benefit to the quality of life of the 
population.
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