Part Two
CORE ISSUES

1. Neither at the preparatory meetings for the World Summit for Social Develop-
ment nor at the Summit itself was an attempt made to arrive at a comprehensive defini-
tion of social development. Indeed, it was realized at the outset that no agreement was
likely to be reached and that attempts to force an agreement would only jeopardize the
Summit. Rather than developing a comprehensive definition of social development,
Summit participants identified three core issues—poverty, unemployment and discrimi-
nation—of concern to all countries.

2. In keeping with the approach taken at the Summit, part two of the present
Report on the World Social Situation examines the core issues identified at the Summit
in order to provide background to the discussion of the measures needed or taken to
advance the objectives agreed upon at the Summit.
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Chapter VI
POVERTY

1. From its inception, the United Nations has made
social development and poverty eradication one of its pri-
mary concerns. A teview of the annual agendas of the
General Assembly reveals a steady expansion over the
years of its involvement in a wide array of poverty reduc-
tion issues, usually in tandem with economic develop-
ment concerns. In support of the increasing attention
given to social development as a goal of the international
community, the United Nations has convened since 1990
a number of mutually supportive conferences renewing
the priority given to social development.! Of special im-
portance to these meetings has been the eradication of
poverty and the reduction of disparities among social
groups and among countries.

2. The present chapter examines main trends in
global absolute poverty and its relationship to world eco-
nomic growth, and provides a tentative assessment of the
progress made towards the goal of the eradication of
global poverty and its present dimensions. It also pro-
vides an overview of key elements in a comprehensive
strategy for poverty reduction and reviews recent re-
search on selected issues and polices involved in design-
ing a programme for the further reduction and eventual
eradication of absolute poverty.

3. In order to provide a foundation for a quantitative
assessment of global poverty, the chapter begins with a
discussion of the characteristics of poverty and problems
involved in the measurement of its various manifesta-
tions. While the entire range of its manifestations cannot
be summarized in a single index, poverty is often meas-
ured by an income or expenditure level that can sustain a
minimum level of living. For a full assessment of poverty
and its manifestations, however, this measure of access to
resources must be supplemented by additional indicators
describing other attributes of poverty. Dcficiencies of
available statistics on poverty and indicators used to
measure its severity and depth must also be taken into
account when assessing the extent and naturc of global
poverty.

4, Despite inadequacies in available data, the statisti-
cal evidence supports the conclusion that while the over-
all average level of living of the developing countries
taken as a group has increased at a rapid rate over the past
quarter of a century, this impressive collective perform-
ance conceals the fact that large segments of the world’s
population have not benefited from this general improve-
ment and are falling behind in both relative and absolute
terms. A review of recent estimates of the number of
people living below a common global poverty line indi-
cates that while the overall incidence of poverty in the
world appears to be declining, it still encompasses one
quarter of the world’s population and in many regions is
on the increase. The chapter supports the increasing vol-
ume of information that there has been a tendency for an
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increase in incquality of living standards in the world
across broad groups of countries.

5. 1In a review of policies for poverty reduction, the
chapter describes a number of issues involved in design-
ing a poverty reduction strategy and points to a number of
policy priorities: the key role of an enabling environment
for macroeconomic growth in providing a supportive con-
text for national efforts directed at poverty reduction; the
importance of a wide range of domestic social services in
reducing poverty, particularly those directed at reducing
inequalities in the primary distribution of income through
education and training and the provision of basic health
services; the contribution that programmes providing
greater opportunities to the poor can make to poverty
reduction, especially through the enablement of individu-
als in their role as producers; the need to have informa-
tion about the poor, particularly about who they are and
where they reside, and to target poverty reduction efforts
on the specific needs of the poor where they are concen-
trated; the necessity of providing for and promoting the
well-being of those who arc aged, too infirm or too young
to care for themselves; and, finally, the importance of
taking part in the general expansion of the world econ-
omy in a way that maximizes benefits to the poor.

A. CONCEPTS AND MEASUREMENT OF POVERTY

Poverty: What are we talking about?

6. Because of their multidimensional nature, it is dif-
ficult to provide a precise definition of poverty and the
poor. Poverty is associated with a state of physical want
characterized by insufficient means to meet minimum
needs for nutrition, housing, health and education. It is
often aggravated by lack of access to employment oppor-
tunitics and by various forms of discrimination. Poverty
has many manifestations: starvation, malnutrition, illiter-
acy, poor health, substandard clothing and housing, vul-
nerability to events and circumstances which place lives
and livelihoods in jeopardy, environmental degradation
and insecure employment or habitation, and the stigma
associated with a precarious financial situation. In many
cases, poverty is perpetuated by exclusion from decision-
making and lack of participation in the political process
and in business and cultural affairs.

7. Poverty occurs in all countries: as mass poverty in
developing countries with low average incomes and as
pockets of poverty in economically advanced countries
with high average incomes. The poor everywhere suffer
from isolation from productive employment, from basic
social services and from civil, social and cultural life.
Those living in a state of poverty are persons and families
who by the nature of their circumstances must struggle
continuously against malnutrition and deprivation. Pov-
erty is a condition characterized by deprivation of basic
human needs, including food, safe drinking water, sanita-




tion facilities, health, shelter, education and information.
Among the poor are the abject poor and utterly destitute
lacking access to the most fundamental and clementary
human requirements for life and whose very lives are
thereby threatened by an ongoing lack of resources in dire
circumstances of hopelessness. They are often older peo-
ple, people with disabilitics, indi genous people, refugees
and internally displaced persons, and those without fam-
ily support structures. Poverty also includes the structural
poor, who have been affected negatively by the forces of
modernization and development, and those rendered
poor, and in many cases destitute, by devastating wars,
prolonged droughts and other natural calamities.

8. Poverty extends beyond those who suffer from
deep, persistent and widespread want and isolation, The
poor also include the indigent, who must live below mini-
mum acceptable standards in a given time and place, and
those who feel deprived of what is enjoyed by other peo-
ple in the society of which they consider themselves to be
a part. In this sense, poverty is not entirely a matter of
absolute levels of living but must be assessed in relation
to what is available to others. Extreme inequality in in-
comes and wealth creates conditions of relative poverty
where many people exist at a minimal level of livin g and
share only marginally in the benefits from economic
growth and development.? As the process of globalization
continues and education and communication improve,
people who formerly compared their own status with that
of those immediately in their vicinity are becoming in-
creasingly aware of the living standards of the wealthy
in their own countries and even of standards that prevail
in other parts of the world.

9. Poverty affects disproportionately women and chil-
dren, the weak and disabled and those in rural arcas. In
almost all countries, there are more women than men at
the lowest level of income and households headed by
women are among the poorest groups in every socicty.
Extreme poverty at once creates and reinforces the condi-
tions for its continuation and deepening through its effect
on children and the disabled. Poor nutrition, illiteracy and
innumeracy, disease-ridden habitations and lack of im-
munization, and the disabilities and infirmities of the
young and the old cause the stunting and wasting of chil-
dren and the inability of adults to lead productive lives
and contribute to society. Finally, absolute poverty is dis-
proportionately located in rural areas, where people are
isolated from markets and ideas and the poor are reduced
to scraping out a livelihood from subsistence agriculture
or working as low-paid farm workers. Many of the rural
poor, and some of those located on the fringes of urban
areas, attempt to eke out a meagre living through uncer-
tain and low productivity activities such as small-scale
trading and commerce or petty services.

1. Measurement of poverty’

10. Because poverty is a complex and multidimen-
sional phenomenon, it is difficult to measure, In order to
fully assess the nature and extent of poverty, the entire
range of its manifestations must be clarifiecd and made
quantitatively measurable through the use of indicators
that reflect the differcnt conditions defining poverty.
However, while alternative indicators make it possible to
survey trends and conditions that describe poverty and
appraise the effcctiveness of policies directed towards the
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reduction and alleviation of its various manifestations,
multiple sets of indicators are inherently difficult to sum-
marize so as to provide a single, unique measure of pov-
erty. This is particularly true when some attributes of
poverty are present in a society and others are not.

I1.  Moreover, it is difficult, costly and time-consuming
to collect information on the many specific charac-
teristics of the poor, such as the sources of their income,
family size and access to education, health and sanitation
services, as well as on attributes surrounding poverty,
such as discrimination and vulnerability. While progress
is being made in collecting information for monitoring
poverty, and an increasing number of household surveys
of living conditions are providing key data on the income
and expenditures of the poor, comprehensive sets of indi-
cators providing specific information on infant mortality,
life expectancy and health conditions, protein consump-
tion, adult literacy and other characteristics of the poor
population are far from being systematically available at
the present time, Even when a full range of indicators is
available for a country, disentangling the separate effects
of these factors on the poor population and evaluating the
effectiveness of policies directed at poverty reduction re-
mains a difficult exercise. Similarly, combining different
indicators into a single index presents difficult problems
of proper weighting of the different attributes of poverty
$0 as to arrive at a measure appropriate to all countries
and all circumstances.

12. While all the manifestations of poverty cannot be
summarized in a single index, and comprehensive sets of
data on specific characteristics of the poor are not avail-
able for all or even most countries, a broad conventional
measure of poverty which can be applied to a large num-
ber of countries is “an income or expenditure level which
can sustain a minimum level of living”. This working
definition of poverty is interpreted to mean not only the
consumption of food, clothing and shelter, but also access
to education, health scrvices, clean water and other basic
nccessities of life. It has the advantage of encompassing
an entire range of needs and includes both privately ob-
tained commodities and publicly provided goods and
scrvices. For purposes of intsrnational comparisons, a
global poverty line can be set at a level representative of
actual poverty lines in some of the lowest-income coun-
tries and interpreted as a measure of absolute poverty.4

Absolute poverty

13. A predefined minimum of level of income and
expenditure per person or houschold is therefore used as
the main index for assessing absolute poverty. A common
approach to defining a global poverty line relevant for
cross-country comparisons is to set the poverty line at a
level corresponding to the cost of a bundle of goods
deemed to assure that basic consumption needs are met in
the lowest-income countries. Depending on the chosen
concept, the poverty linc assumes minimum levels of con-
sumption below which survival is threatened. People be-
low this line may be further disaggregated into the poor
and the ultra poor. A global poverty line approach allows
for determining the size of the world’s poor population in
terms of the same Ievel of real consumption available to
cach individual or houschold, regardless of where they
reside. Because the global poverty line is usually set at a
minimal level, it excludes from the calculation of those



living in absolute poverty the poor residing in the more
economically advanced countries, where low levels of
income nonetheless tend to be higher than an absolute
poverty standard.

14. It should be noted, however, that a global poverty
line is intrinsically limited in that it reveals nothing about
many conditions and circumstances associated with pov-
erty and, moreover, suffers from well-known deficiencies
that arise from using the consumption of goods and serv-
ices as a measure of welfare. While this poverty line is
appropriate for assessing the dimensions of poverty at the
global level, to get a clearer picture of poverty in a par-
ticular country, a poverty line appropriate to the country
should be established, and a range of social indicators for
the country, broken down, when feasible, into “poor” and
“non-poor”, should be taken into account. While national
averages for these latter indicators are available for many
countries, insufficient information on social variables ex-
ists to assess separately trends and conditions of the poor
and non-poor at the global level.

Relative poverty

15. While the elimination of widespread absolute
poverty is at the core of development concerns, large in-
equities in incomes arc also recognized as a significant
and growing problem in many developed and developing
countries. Relative poverty reflects large disparities in
incomes. It is a matter not just of lack of resources and
bare survival but of the minimum standard of living as
determined by the community in which one lives. Rela-
tive poverty focuses on inequalities in the distribution of
income and wealth rather than the absolute level of in-
come available to different groups in the population. In
order to assess the degree of inequality in the distribution
of income (or consumption) among individuals or house-
holds, the percentage of all income received by the poor-
est segments of the population can be compared with the
percentage of income received by the richest (or other)
segments of the population. One common method is to di-
vide the population into successive quintiles or deciles ac-
cording to ascending income levels and then compare the
proportion of income received by each income group.
Another common measure of income inequality is the
Gini income concentration ratio, discussed below.

16. These approaches to income comparisons focus
attention on disparities in the income or consumption be-
tween different segments of the population, regardless of
how the income was obtained or the consumption fi-
nanced. Given data on the size distribution of income for
different countries, broad patterns of relative income dif-
ferences among countries can be assessed by reference to
summary indicators of the degree of inequality, such as
the ratio of the percentage of income received by the
highest and lowest income groups, or the Gini concentra-
tion ratio measuring the skewness of the entire distribu-
tion. While these aggregate measures of inequality are
appropriate to an assessment of broad global patterns of
size distributions of income among different groups of
countries, they provide an inadequate basis on which to
assess the host of factors determining and affecting in-
come distribution at the individual country level. Simi-
larly, standards of relative poverty—and hence the defini-
tion of what constitutes an equitable distribution of
income—differ from country to country, and cannot be
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evaluated at the global level using some uniform criteria
relevant for all countries.

2. Indicators of poverty

17. The identification of levels, trends and patterns of
poverty necessitates using economic and social indicators
that can provide a profile of the poor and allow for an
assessment of the effectiveness of different policies
aimed at reducing absolute and relative poverty. Because
of its complex nature and the limited volume and useful-
ness of available data, no one set of indicators can serve
to measure all aspects of poverty. A fundamental con-
straint exists, moreover, in that for reasons of data avail-
ability traditional measures of poverty and the poor popu-
lation focus on the income dimension of poverty. The
present section sets forth some income (or consumption)
measures of poverty used in the chapter to estimate the
number of people living below a specified poverty line.
When possible, these income-based measures should be
supplemented by indicators of living standards and social
conditions to provide a more complete profile of poverty.

Standard of living indicators

18. General levels of living for the vast majority of
people are reflected in their household expenditure per
person, which is the preferred indicator of the present
standard of living, Looking to the future, however, the
total resources available for all purposes—investment for
future growth as well as consumption for present suste-
nance—are linked to the domestic production of goods
and services. Here the preferred indicators are the level
and growth in economic activity measured per capita, in-
dices which reflect the productivity of the labour force
and the potential for future increases in the standard of
living,

19. National accounting aggregates for such series as
real private final consumption expenditure (or total final
consumption expenditure) and gross domestic product (GDP)
per capita provide some indication of average levels of
living for the population as a whole and overall resource
availability, respectively, although they may be subject to
substantial mecasurement errors and problems associated
with the cross-country comparison of different mixes of
consumption and output. Household sample surveys used
to compile size distribution data have frequently used
consumption expenditure as their indicator of living
standards. In order to improve the comparability of the
distributional data used by the World Bank in its studies
of poverty, reported household sample survey data are
either based on consumption expenditure or adjusted to
reflect it. These adjusted data form the basis of the World
Bank’s estimates of the number and percentage of the
population living below a specified global poverty line
discussed below.

20. Average levels and increases in GDP per capita
are used as a basis for classifying countries by level of
income and by rate of economic growth in this chapter.
However, because a large proportion of the expenditures
of the poor consist of goods and services which do not
enter international trade, exchange rate translations of
national currency estimates of consumption and produc-
tion can lead to distortions in the relative economic dis-
tance between countries. For this reason, and to provide a
consistent poverty line across countries, data relating to




gross domestic product, total and per capita, have been
converted on the basis of purchasing power parity indices
(PPPs) rather than exchange rates. In principle, purchas-
ing power parity converts one unit of the currency of the
numéraire currency, in this case, the United States dollar,
into the number of units of national currency needed to
buy some defined package of goods and services in some
other country. However, PPPs are both difficult to esti-
mate for reasons rooted in the comparability of the differ-
ent kinds of goods and services bought and sold in differ-
ent countries. Because they value all goods and services
at some common set of prices, estimates of gross domes-
tic product expressed as PPP weighted “international dol-
lars™ are regarded as superior for purposes of poverty
comparisons than those expressed at exchange rate
weighted “United States dolHars”.

Poverty incidence indicators

21. While poverty among the population is recog-
nized as a broader concept than simply the mere absence
of money, the overall prevalence of poverty as tradition-
ally measured refers to the percentage of people whose
income or consumption falls below some established pov-
erty line fixed in terms of a standard of living indicator.
This poverty line may be defined in different ways:

(@) A basic needs approach assumes that a minimum
set of food and non-food requirements must be satisfied.
This minimum basket determines the requisite minimum
income/consumption level;

(6) A food-ratio approach assumes that a certain
food-income ratio characterizes the pattern of consump-
tion behaviour. This method uses actual expenditurc pat-
terns to determine the poverty line and avoids the prob-
lem of identifying minimum nutritional needs:

(¢) A percentage of mean income approach describes
poverty as a situation of relative deprivation. This re-
quires the determination of an income indicator (mean
level) and a percentage of this indicator {e.g., 40, 50 or 60
per cent);

(d) The percentile approach ranks the population by
income level and identifics the poor in terms of the lowest
percentiles of the distribution.

22. In a global comparison, the poverty line indicator
should be set at the same level for all countries so that
each individual is measured against the same standard of
basic needs or nutritional requirements. In this way, the
incidence of poverty, measured by a headcount ratio
showing the number of poor living below a threshold pov-
erty line as a proportion of the total population, can then
be calculated. This index does not measure the depth of
poverty, but rather treats all poor alike, regardless of
whether they are near the poverty line or markedly below
it. Measured in this way, a headcount ratio is a simple
index of the severity of absolute poverty where a higher
poverty line increases the estimated incidence of poverty
and a fower poverty line decreases it. This shows the pro-
portion of the population within income or expenditures
below the poverty linc.

23. In order to estimate a headcount index showing
the relative number of people living in absolute poverty
both a specified poverty line and data on the distribution
of income or consumption are required. When preparing
the estimates of the number and percentage of the popu-
lation living in poverty discussed below, the World Bank
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used a standard of 131 (one international dollar) per per-
son per day measured in 1985 international dollars as the
minimum poverty line for consistent international com-
parisons.S On the basis of distributional data prepared for
this purpose, the size of the poor population was detes-
mined in a sample of countries in each main world region.
Because the comparability of underlying houschold sur-
veys was limited, an effort was made to standardize the
available data on the concept of consumption and adjust
the date of the distributions to the same reference years,
The World Bank cautions that the resulting headcount
index differs from previous estimates prepared by the
Bank and those of other studies of poverty.

Poverty depth indicator

24. The pattern of poverty cannot be described in
terms of the overall magnitude of the numbers in poverty
alone; a poverty depth indicator of the extent to which the
incomes of the poor fall below the poverty line is also
required. Great inequalities and a very low average in-
come among the poor imply greater depth to poverty and
worse living conditions than less inequality and a higher
average income. Reductions in poverty would then be
measured in terms of a fall in the percentage of the poor
population or through increases in the average income of
the poor and improvements in its distribution.

25. One indicator of the depth of poverty is the pov-
erty gap used by the World Bank. This indicator measures
the distance between the mean income (or expenditure) of
the poor and the poverty line, expressed as a ratio of the
poverty line. The sum of all poverty gaps may be inter-
preted as the minimum amount of transfers required to
bring the entire poor population up to the poverty line.
When multiplied by the headcount index it yields the pov-
erty gap index, or the poverty gap as a percentage of the
poverty line. While indicating how far, on average, a poor
person or household lies below the poverty line, and
hence the depth of poverty within the poor population, it
does not provide a precise measure of the extent of in-
equality among the poor.

Relative poverty indicator

26. Relative poverty is reflected by marked inequali-
ties in the size distribution of income among the popula-
tion and in the contrasts in consumption that accompany
a poor distribution of income. There are many alternative
aggregate measures of income inequality, such as the
Lorenz curve and the Gini concentration ratio. Another
commonly used indicator of relative poverty focuses on
the relative differences in incomes received by the poor-
est and other segments of the population. This latter ratio
allows the average expenditures incomes of the poor to be
compared with the average expenditures of higher in-
come groups.

Social indicators

27. Measures of poverty incidence and the poverty
gap do not normally include the benefits the poor derive
from the provision of public goods nor do they measure
the social dimensions of development. Social indicators
can supplement poverty measures based on income/
consumption concepts and provide information about spe-
cific characteristics of the poor and their access to social
services such as education and health care. However, spe-
cific social indicators, such as those on infant mortality,



primary school enrolment and life expectancy, are not
regularly compiled with reference to the poor population
and therefore reflect only indirectly the actual conditions
of the poor.

3.

28. Direct evidence on the extent and change in pov-
erty in different areas of the world is often sparse or
non-existent, making a quantitative assessment of the dis-
tribution and change in global poverty difficult.” In re-
cent years, however, efforts to improve data quality and
increase country coverage have been made by the United
Nations (under the National Household Survey Capabil-
ity Programme) and the World Bank (under the Living
Standards Measurement Study and the Social Dimen-
sions of Adjustment Project in sub-Saharan Africa). In
the case of the developed market economies, microdata
from the Luxembourg Income Study project begun in
1983 contains information for 25 countries, and allows a
comparison of cross-country income distribution in a
unified household income database environment, Finally,
a considerable amount of additional data relating to the
distribution of income has been compiled at the couniry
level, and improvements in the methodology of poverty
assessments using distributional data have yielded more
reliable estimates of the number of poor than in the past.
In addition to data on income distribution, an increasing
volume of social indicators relevant for assessing poverty
have also become available and, as discussed above, a
large body of literature on alternative poverty measures
exists.

29. Despite these improvements, it remains difficult
to bring separate estimates together as part of a consistent
and comparable assessment of global poverty reduction
efforts. First, official poverty lines established at the
country level to measure the number of poor, while ap-
propriate in the context of the country, do not refer to a
common poverty line, and hence may include individuals
with a substantially higher (or lower) standard of living
than estimates made for another country. In this regard,
when establishing official poverty lines at the country
level, there is a marked tendency for the real value of the
local poverty line to increase with the average per capita
income of the country.® Second, while more comparable
than in the past, country data on the distribution of in-
come are nonetheless often based on different survey
methods and various definitions of income, and therefore
require further standardization before they may be used
as a basis for assessments of poverty across countries or
over time. Since estimates of the number of poor can be
sensitive to where a common poverty line is set and how
it is translated into a level appropriate to each country,
there is a need to use a common methodology that ensures
that the conditions defining poverty are the same in each
country and that similarly situated individuals are in-
cluded or not included as among the poor regardless of
where they reside. And third, the availability of poverty
statistics and complementary data on education, health
and housing for the poor differs markedly from one re-
gion to another, with considerable coverage in Latin
America, East and South Asia and East Europe and Cen-
tral Asia but only a few sets of data on poverty incidence
for countries in North Africa, sub-Saharan Africa and
West Asia. These problems of estimation and differences
in data availability imply that estimates of poverty must

Estimating the number of world poor

67

be regarded as only approximate and for these latter re-
gions—which include many of the world’s poorest coun-
tries—are likely to be imprecise.

B. TRENDS AND PATTERNS IN WORLD ECONOMIC
GROWTH AND GLOBAL POVERTY

30. The present section looks at the linkages between
economic growth and poverty reduction. It presents evi-
dence from a recent World Bank study on progress and
setbacks in reducing absolute poverty in developing and
transition countries. That study provides a profile of pov-
erty in different areas of the world and identifies the
changes that have taken place in the number of poor and
the incidence of poverty during the past 5 to 10 years. The
section then reviews the recent experience of the transi-
tion economies and examines the increase in the number
of poor that has occurred in the aftermath of the decline
in economic activity registered during the present decade.
Finally, it addresses the long-term pattern of world eco-
nomic growth and the rate of increase in per capita GDP
in different parts of the world.

31. While this section focuses on the income dimen-
sion of poverty, other dimensions of poverty should not
be overlooked. Extreme poverty is often characterized by
malnutrition, hunger, illness and illiteracy; absolute pov-
erty is usually associated with lack of access to produc-
tive resources and discrimination in or exclusion from the
workplace, educational opportunities and the political
process. Nonetheless, the income dimension is at the core
of most poverty problems, and poverty frequently arises
from a lack of sufficient income to purchase a critical
minimum of goods and services for active participation in
society. Understanding the relationship between eco-
nomic growth and poverty reduction and income inequal-
ity therefore provides a key perspective on the problem of
global poverty and prospects for its eradication.

1. Dimensions of global poverty

32. Divergent trends in the pattern of long-term world
economic growth have led to marked contrasts in eradi-
cating poverty and inequality. At one extreme, the rapid
growth experienced by most countries in South and East
Asia, combined with supportive macroeconomic and
trade policies and an egalitarian pattern of income distri-
bution, helped diminish absolute poverty substantially
over the past 25 years. At the other extreme, the incidence
of poverty has increased in those low-income countries—
especially the poorest countries in sub-Saharan Africa—
that have suffered from a general economic decline dur-
ing the past quarter of a century. In Latin America higher
levels of poverty in some middle-income countries may
be attributed to the debt crisis and the subsequent stabili-
zation policies, which hurt the poor in the medium term.
In other countries slower economic growth, very unequal
access to productive resources by different groups in so-
ciety and inappropriate policies, regulations and practices
all contributed to rising numbers of poor. In Eastern
Europe and the States of the former Soviet Union, the
sharp economic decline increased poverty considerably
during the 1990s.

33. A comprehensive assessment of the number and
distribution of people living in absolute poverty and
changes in their status over time is difficult to carry out
because of poor data availability and questions about




estimation methodology. Previous estimates of the inci-
dence of poverty have covered only a limited proportion
of the world’s population and have been based on differ-
ent methodologies for different regions. The World Bank
has attempted to track the number and percentage of the
world’s population living at or below a common poverty
line over a period of years.?

Specifying a common poverty line

34. In preparing its estimates of the number of world
poor the Bank drew upon household surveys of income
and living conditions. To improve the quality of the data
for purposes of cross-country studies, the Bank stand-
ardized the results of individual country surveys for such
variables as household size, private consumption and the
date of the survey. In order to ensure that the same stand-
ard of living was used as the criterion for estimating the
number of poor in different countries and regions, a com-
mon poverty line for consistent cross-country compari-
sons was established. This standard poverty line, cqual to
I$1 per day per person measured in purchasing-power-
parity-adjusted 1985 United States dollars, provides a
consistent measure for determining the number of poor
across countries.!? In studies of poverty in Latin America,
a poverty line of I$2 per person per day is often used; in
Europe and Central Asia a standard of close to 1$4 per
person per day is frequently used, reflecting the higher
average level of income, China’s official poverty fine has
been estimated at approximately 180.60 per person per
day. The I$1 per person per day standard used by the
World Bank represents a constant real poverty line rele-
vant for international comparisons of absolute poverty,
rather than the relative poverty that prevails in countries
with high average levels of consumption expenditure per
capita. This I$1 a day standard for a poverty line is used
to establish an incidence of moderate absolute poverty as
measured by a headcount ratio, or proportion of poor in
the population. Extreme absolute poverty, as contrasted
with moderate poverty, refers to a level of income suffi-
cient to purchase only a minimum food basket. The de-
gree of extreme poverty is reflected by the poverty gap
index, which measures the mean distance below the pov-
erty line (zero for the non-poor), expressed as a percent-
age of the poverty line.!

Patterns of poverty in developing and
transition countries

35. Using a poverty line of I$1 a day (in 1985 prices)
the World Bank estimates indicate that, although inroads
have been made in reducing the incidence of poverty
throughout the world, more than a fifth of the world’s
population is living on less than [$1 a day and the number
of people in poverty continues to risc (sce table 6.1).
Between 1987 and 1993 the overall incidence of poverty
in transition and developing countrics fell slightly, from
30.0 to 29.5 per cent, but the number of the world’s poor
rose from 1.23 billion to 1.31 billion. The overwhelming
majority of people living on I$1 a day or less arc located
in South Asia, sub-Saharan Africa, the countries of Indo-
china, Mongolia, Central America, Brazil and the hinter-
land provinces of China, with the incidence of poverty
particularly high in sub-Saharan Africa, South Asia and
China.
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Latin America and the Caribbean

36. The 1980s were a devastating decade for the poor
in Latin America and the Caribbean, as poverty increased
substantially as a result of the debt crisis. The very high
level of income incquality in the rcgion means that the
incidence of poverty is high relative to income. The reces-
sions that accompanied the adjustment process of the
1980s increased income inequality and poverty. The ur-
ban poor and the poor in Brazil, Peru and several small
Central American countrics were particularly hard hit by
falling living standards. As the incidence of poverty rose
among the urban poor, it disproportionately affected sin-
gle mothers, parents with little or no education and young
people, for whom there were insufficient jobs. Low agri-
cultural productivity and the lack of non-farm jobs inten-
sified poverty among the poorest 10 to 20 per cent of the
population concentrated in remote rural areas. Since 1989
there has been an economic revival in Latin America, and
robust rates of expansion in some countries have helped
stabtlize the incidence of poverty. Nonetheless, the num-
ber of people in Latin America living on less than 1$1 a
day is estimated to have risen from 101 million in 1990 to
110 million in 1993,

North Africa and West Asia

37. In North Africa and West Asia average income is
relatively high, the incidence of absolute poverty is rela-
tively low and income incquality is relatively modest. As
in Latin America and the Caribbean, poverty is most pro-
nounced in rural areas, but urban poverty is rising as lack
of opportunity in rural areas causes rural-urban migra-
tion. Poverty is especially prevalent among the self-
employed engaged in small-scale trading activities and
among the clderly, people with disabilities and house-~
holds headed by women, Social indicators continue to
improve in the region, but remain below tevels achieved
in countries with comparable levels of per capita income.
The World Bank estimates that the percentage of the
population living on less than I$1 a day was less than 5
per cent in 1987 and had declined to just over 4 per cent
by 1993; the absolute number of poor remained about the
same over this period. Becausc employment and poverty
levels are closely linked to the rate of economic growth,
which has been slow and halting in many of these coun-
tries, increasing the pace of growth is an essential prereq-
uisite of creating employment opportunities for the poor
and providing social services, such as basic health and
education, which benefit poor houscholds,

Sub-Saharan Africa

38. The pcople of sub-Saharan Africa remain among
the poorest in the world, with a high incidence of absolute
poverty and a pattern of income distribution charac-
terized by large gender differences. The region also has
the greatest depth of poverty, as measured by the poverty
gap index. Countries in the region also tend to have more
unequal distribution of income (and expenditure) than
most other developing countries. Poverty in the region is
characterized by lack of access to productive resources,
employment opportunities and social services; low en-
dowments of human capital; and inadequate programmes
and policies directed at the special needs of the poor.
Although urban poverty is growing rapidly, the poor in
sub-Saharan Africa are still overwhelmingly found in



(9661 ‘Nueg PUOM D'Q "uocibulysepn) wawpedaq yoseasay Adlj0d " saruLou0d3 jeuorsuel} pue Huidojeasp ul

spiepuels Buiny ut sabueyo usdal INOGE SN {[9) BIEP AGAINS MBU UBD JBYAA 'USYD BNYORBYS PUE UOIBABY UBW Ul punoj aq ued ABojopoyjail pue ejep
UO S|IBJO(] "IOUMBSS|S UBY} BOLYY PUE 1SBT B|PPHA U} U 1SNQOI SSa| A|SNOIAGO SI UORALINSSE SIY| SjOUM B SEB uoiBal 8y} Jo oABIUASSIdal St S8LININDD
J0 aiduwies ay; ey uondwnsse sy} Lo paseq uoibal Aq peleuilse uay) a1em Jood J0 JagLUNU Sy 'SUNOJdE |eUOnBU 8Y) WOl SIE) ymolB uondwnsuno
oy} Buikjdde pue Anunod yoes 10§ ABAINS Bjqe|IBAR 1$8S010 8} BuISh pajsnipe alem sajewilse ASAIng "aigel ayp ul sajep syl Yum apioulo Jou ¢p LBl
sajep AOAINS “$6-G86 L Pousd sy} 10} BGE|IBAR SEM ASAINS SUO JSBA| 1B YIIyMm 10§ LoiBal YoBa ul Salunod asou wioJ) pajewisa sle sanbi4 'selualInD
1200] ol (Saaud c361 ul) Aep 1ad | BuiaAu0 o) salel abueyoxe Auted Jemod Buiseyo:nd jo seleWRSS mall sjelodiooul osje A8y 'SIIBWIASA 8104E
atj BULONIISUOS Ul PASN 218M SIUJUN02 /Q 104 SABAINS ZZ| 4O [BJ01 B PUE '3|qEjIEAR SWO033Qq SAEY EIED Asains ployasnoy ManN (o8t "D ‘uoiBuiysepn)
0661 1oday Juswido[aAS(] PLOAA Ui 850U} Supnjou; JUeg PHOAA Y1 JO SSJRWISS SNOIABId PUE SIaqUINU 8sau] US9M]3q SOOUBIBHID |BIAASS IR BIL| |
(£661 Mued PUOAA O ‘uciBulysenn) ALBnod aanpay o Afajens syjued PHOM Ul Bunuawaldu| ut 89S0y} alepdn pue 8SIAs! sojeul]sa asay, 310N

(9664 id'y 91} HUET PHOM 941 pue uofonpay ALerod., WUE PHOM JO T} 8jqej :a01nog

g/ 08 £8 092 g'gc ¢ 8z ot 0t yor 088 J1p13E4 PUE BISY IS8T BUYD
a7l et Vvl L'ey ocy Y Sy GlLG o8y 08y $'36 BISY Wi 0§
£Gl Syl 144 L'6¢ £'6% S 8¢t 6L¢ 102 oglL 6559 edly URIRYRS-GNS
90 60 60 4 ey Ly 33 0l ol L9y e214Y YUON pue 1SS JPPIN
16 06 Z8 S'ec 0ec pee 0Ll 104 16 6'¢c8 UBB(GUED PUB BIUAY LIjET
G0t €0l 804 g'ie 62¢ £ee 6621 Lozt glch 0'Ge saiunod burdojenay
Ll ey Zo GE 'y Q0 Gl eu Z 6°G8 visy fesua) pue adoing wiase3
6 ey 66 '8¢ =2y 1 0¢ yict ‘eu Prad} osg sauunos uolisuen pue buidoiaAsg
€661 066} 1861 €661 066l 1861 €661 0661 1864 Kanns auo uotbay
{rusosad) deb Auanod (ouyy Apanod mojaq (suoijmu) 100d jo JaqunN 1se9] e
uopendod jo abejuaosad) Aq pa1anod
Xapu} JUnodpeaH uonejndod
JO W32 Jad

€661-L861 ‘Ava ¥dd [§ S(1 NYHL SSTT NO ONIAIT
SATEINNOD NOLLISNYYL ANV ONIJOTIATd NI NOILVINdOd AHL 40 HOVINID¥Ad ANV 41d0Hd 40 dFAWAN '['9 T14V],

69




rural areas; they generally have less land, capital and edu-
cation, and lower health status and lower entitlements
than people in higher income groups. The availability of
social services in most sub-Saharan African countries is
the lowest in the world. The average gross primary school
enrolment rate, which declined in many countries in the
Sahel during the 1980s, is significantly lower than in
other regions; infant mortality is higher than in the low-
income countries of other regions; and life expectancy is
low and probably falling, given the impact of AIDS, as
described in chapter III).

39. Growth rates of per capita incomes were negative
in most countries in sub-Saharan Africa during the 1980s
and 1990s, and living standards are eroding. Despite a
slight decline in the incidence of poverty from 1987 to
1993, more than 200 million people were estimated by the
World Bank to be surviving on less than I$1 a day in
1990, and the number of poor rose almost 40 million from
1987 to 1993. While more rapid growth is obviously es-
sential to poverty reduction in sub-Saharan Africa, faster
aggregate economic growth alone is not likely to have a
discernible effcct on poverty indicators or the number of
poor people. A pattern of growth that emphasizes in-
creased demand for labour and higher productivity
through access to productive assets and technologies,
particularly in agriculture, is also required to make sig-
nificant progress towards poverty reduction.

South Asia

40. According to the World Bank, the largest number
of people living in absolute poverty and the highest inci-
dence of poverty are in South Asia, where almost 40 per
cent of the total number of people in the world living on
less than I$1 a day reside. This high proportion of world
poverty reflects not only the size of the region’s popula-
tion but also its relatively low per capita income and more
modest income inequality; more than 40 per cent of the
population in South Asia is below the poverty level, an
even higher proportion than in sub-Saharan Africa. As in
sub-Saharan Affica, the poor in South Asia tend to reside
mainly in rural areas, to be largely illiterate and to depend
on subsistence agriculture and low-skill wage employ-
ment for their livelihood. The poverty gap index for the
region is relatively high; on average a poor person or
household is more than 12 per cent below the 1$1 a day
poverty linc. In many parts of the region, women have
less education, poorer health and lower life expectancy
than men and work longer hours. Social indicators rank
among the weakest in the world, with high infant mortal-
ity and low school enrolment rates. A comparison of esti-
mates of the number of poor in 1987 and 1993 shows that
the number of people living in absolute poverty remained
unchanged between 1987 and 1990 but rose between
1990 and 1993, as reform programmes designed to
deal with increasing fiscal and balance of payments
difficulties were introduced. The incidence of poverty
fell during the period 1987-1993 and, with the recent ro-
turn to more rapid growth, poverty reduction should
improve. More than economic growth is needed to meet
the needs of the region’s poor, however. Given South
Asia’s weak social indicators, improving access by the
poor to basic education, health, nutrition, water and sani-
tation, and family planning services must be scen as a key
priority.
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East Asia

41. In contrast to other regions, a dramatic reduction
in poverty has taken place in East Asia and China over the
longer term. In 1970 average annual income in the devel-
oping countries in East Asia and the Pacific was less than
1$1,500; over the following two and a half decades it
more than tripled. This rate of increase can be explained
by the rapid accumulation of human and physical capital
and the allocation of that capital to highly productive
investments. With rapid growth, the number of poor peo-
ple and the incidence of poverty have continued to drop
sharply in the region. The incidence fell from more than
23 per cent in 1987 to less than 14 per cent in 1993,
according to World Bank estimates. As in other regions,
poverty is more pronounced in rural areas, but income
inequality tends to be more modest than in Latin Amer-
ica, Africa or West Asia. Strong gains have been recorded
in social indicators over the past quarter of a century, as
life expectancy rose stcadily, infant mortality was cut in
half and educational opportunity cxpanded. The Bank
cautions that growth alone cannot be relied upon to re-
duce poverty in countrics in which the poor are concen-
trated in remote areas. Even with continued rapid growth,
narrowly targeted programmes will be necessary to reach
remaining pockets of poverty.

China

42. The large drop in the region’s incidence of pov-
erty reflects the marked progress in reducing poverty that
occurred in China during the early 1980s, following re-
forms in agriculture. Since then poverty reduction has
continued at a slower pace despite rapid overall growth,
Periods of macroeconomic tightening have led to tempo-
rary setbacks in poverty reduction, and overall progress
has been slowed by declining gains in agricultural pro-
ductivity and relatively limited rural migration to fast-
growing urban and coastal areas. World Bank estimates
of poverty indicate that the share of the population living
on less than 1$1 a day increased between 1987 and 1990
and fell thercafter. More data and analysis are needed to
understand why the tremendous gains in poverty redue-
tion recorded in China during the 1970s and carly 1980s
have slowed.!2 As in the casc of other countries in East Asia,
even broad-based and labour-intensive growth cannot be
relied upon exclusively to reduce the number of poor peo-
ple in China. Comprchensive programmes designed to
increase access to basic services and generate employ-
ment opportunities for the poor will also be required.

Eastern Europe and Central Asia

43. In the transition countries of Eastern Europe and
the former Soviet Union, per capita income is relatively
high and the incidence of poverty is the lowest among the
regions for which estimates have been prepared. But pov-
erty has increased sharply in the region; output and em-
ployment fell precipitously in the Jate 1980s and early
1950s, and income inequality rose as these countries in-
troduced reforms intended to restructure their economies,
raise their efficiency and improve their external account
positions. The incidence of absolute poverty is estimated
to have risen from 0.6 per cent in 1987 to 3.5 per cent in
1993. In most of these countries poverty is shallow, how-
ever, with many houscholds concentrated around the pov-
erty line, and there is evidence of considerable movement



into and out of poverty. The new poor in this region are
largely working families who are hampered in their abil-
ity to adjust to a changing labour market by limited edu-
cation. Pockets of deep poverty have also appeared, and
vulnerable groups, such as elderly non-working pension-
ers and the unemployed, have seen their incomes decline
significantly. Successful implementation of the transition
from state socialist economies to more market-oriented
economies is a necessary condition for restoring eco-
nomic growth in the region and reducing poverty. As this
process continues, safety nets will be needed to protect
low-income recipients of social transfer benefits and to
target assistance to those most in need.

Relationship between economic growth and
poverty reduction

44, According to the World Bank, the incidence of
poverty in transition and developing countries fell
slightly between the late 1980s and the early 1990s, but
absolute poverty continues to affect more than 1.3 billion
people. Remarkable progress has been made in reducing
the number of poor people in those parts of the world in
which economic growth has been both rapid and broad
based, most notably in East Asia. The proportion of the
population in poverty has also been reduced in South
Asia, where output per capita rose by more than 2 per cent
a year over the longer-term, and in North Africa and West
Asia, where growth has been slower and more crratic but
where income has risen. Prospects for economic growth
and further substantial declines in poverty in Asia, where
over 70 per cent of the world’s absolute poverty is concen-
trated, remain favourable. The situation in much of Latin
America, though fragile, appears promising, as a continu-
ing recovery from the setbacks of the 1980s scts the stage
for longer-term economic expansion and the potential for
significant reductions in poverty. In contrast, sub-Saharan
Africa has experienced negative per capita growth and a
high and rising incidence of absolute poverty. Increased
institutional capacity and macroeconomic stability, with-
out which no country has achieved sustained reductions
in poverty, must be achieved in sub-Saharan Africa if the
incidence of absolute poverty is to be reduced.

45. While economic growth is not the only factor af-
fecting the standard of living of the poor and the extent of
absolute poverty, and poverty reduction depends upon
much more than rapid and broad-based growth, economic
growth nonetheless remains the main channel through
which the standard of living is raised and the benefits of
a larger volume and wider variety of goods and services
are made available to all segments of the population. The
impact of growth on poverty reduction, however, depends
not merely on the pace of expansion but also on the dis-
tribution of growth income. If growth is rapid and income
distribution becomes flatter, the number of poor living in
absolute poverty can be reduced significantly. Con-
versely, if growth is slow or halting and income inequality
widens, absolute poverty may increase. The distribution
of income; its structure in terms of earnings from wages,
rent, interest and profits; and factors affecting the gencra-
tion of income, such as employment opportunities, the
allocation of productive assets and credits, opportunities
for enhancing skills and education, and introducing new
technologies, are all key determinants of progress in re-
ducing poverty over the longer term. Policies dirccted at
promoting a more equitable distribution of income and
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assets will have to be impiemented if the effect of growth
on poverty reduction is to be maximized.

2. Poverty in countries with economies in transition

46. The incidence of poverty and the experience with
poverty-reducing policies have been fundamentally dif-
ferent in the transition economies and the developing
countries. Poverty in the transition economies of Central
and Eastern Europe, the Baltic States, Belarus, the Rus-
sian Federation and Ukraine has not been endemic and
pervasive, as it is in many developing countries. In the
transition economies the percentage of the population liv-
ing in absolute poverty increased from 0.6 per cent in
1987 to 3.5 per cent in 1993; in the developing countries
the percentage of the population living in absolute pov-
erty declined from 33.3 per cent to 31.8 per cent over the
same period.

47. Using a higher poverty line of $120 per capita per
month in 1990 prices, the incidence of poverty in Central
and Bastern Europe rose from about 3 per cent in 1937-
1988 to 25 per cent in 1993-1994 (table 6.2). Use of the
higher poverty level caused almost no increase in the in-
cidence of poverty in the Czech Republic, Slovakia and
Slovenia, and poverty remained at a low level in Hungary.
Steep increases were seen in Bulgaria and Romania (to
more than 30 per cent) and, to a lesser extent, in Poland
(to nearly 20 per cent). In the Baltic States, Belarus, the
Russian Federation and Ukraine, the incidence of poverty
rose to 25-50 per cent; in Moldova the incidence of pov-
erty rose to 65 per cent. In the Central Asian countries the
higher initial poverty rates in 1987-1988 (of 15 per cent
on average) rose to an average of 50 per cent in 1993-
1954,

48, With the exception of the Central Asian countries,
where poverty was initially more widespread, the situ-
ation in the transition countries resembles in some re-
spects that of the developed countries during the depres-
sion of the 1930s, when a sharp decline in economic
activity thrust many of those who had been enjoying a
reasonable standard of life into poverty.

The centraily planned model fo‘r growth, equality
and poverty reduction

49. Widespread poverty is a new phenomenon for
many economies in transition. Although poverty existed
before the beginning of the systemic transformation, the
present rise in poverty is largely a product of external
shocks and the country-specific strategies chosen for
transformation. According to World Bank estimates, the
number of absolute poor in the transition economies grew
nearly sevenfold—from 2.2 million in 1987 to 14.5 mil-
lion, or 3.5 per cent of the population, in 1993. This in-
crease was caused largely by the erosion in real wages
and the decrease in entitlements, including cutbacks in
the provision of social services. Contributing to the in-
crease in poverty is the difficulty the transition econo-
mies have experienced in implementing adequate safety
nets as a result of resource constraints and the unantici-
pated increase in poverty, the magnitude of which was not
foreseen at the outset of transition. The social costs of
economic reform moved to the centre of political debate
in many economies in transition, forcing Governments to
rethink their social policies and to introduce, sometimes




TABLE 6.2. ESTIMATED POVERTY HEADCOUNT IN THE TRANSITION ECONOMIES, {988-1994

Poverty headcount Total number of poor
Country 1987,/88 1993,94 1987/88 1993 /94
Eastern Europe
Bulgaria 2 33 0.1 2.9
Czech Republic 0 <1 0 0.1
Hungary <1 3 0.1 0.3
Poland 6 19 2.1 7.4
Romania 6 39 1.3 8.9
Slovakia 0 <1 0 0.0
Slovenia 0 <1 0 0.0
Subtotal 3.3 25.5 3.6 19.6
Baltic States
Estonia 1 40 0.02 0.6
Latvia 1 25 0.03 0.7
Lithuania 1 46 0.04 1.7
Subtotal 1 38 0.1 3.0
Central Asian Republics
Kazakhstan 5 50 6.8 8.5
Kyrgyzstan 12 84 0.5 3.8
Turkmenistan 12 57 0.4 2.2
Uzbekistan 24 47 4.8 10
Subtotal 15 52 6.5 24.5
Other former Soviet
Union countries
Belarus 1 23 0.1 2.4
Moldova 4 65 0.2 2.8
Russian Federation 2 45 2.2 67.7
Ukraine 2 41 1 21.4
Subtotal 2 44 3.5 94.3
TOTAL 4 38 13.6 141 .5

Sgurce: Branco Milanovi¥, "Income, inequality and poverty during the
transition," World bank Research Paper Series, No. 11 (Washington, D.C., World
Bank, 1996), pp. 93-94.

Notes: Poverty line is S$PPP 120 per person per month at 1990 prices.
Regional means are weighted averages.
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belatedly, social welfare measures aimed at abating grow-
ing poverty.

50. Now that the elimination of poverty has once
again risen to the top of the international agenda, a study
of poverty in the transition economies is highly relevant.
It identifies in very stark terms the possible conflicts be-
tween liberty and equality and poses questions about the
extent and effectiveness of admissible government action
in pursuit of socio-economic goals. All countries can be
said to adopt, either implicitly or explicitly, a socio-
economic model. The experience of the centrally planned
economies illustrates how the choice of a particular
model affects the overall socio-economic situation, and
shows that the transition from one model to another can
have profound consequences for poverty.

51. The model that the transition economies rejected
when they adopted central planning was essentially the
model of “civil society” advocated by the philosophers of
the Enlightenment.!3 In contrast to tribal societies, which
were held together by ties of kin and blood and may have
been more virtuous and egalitarian, “civil society” was a
highly segmented society in which individuals were mo-
tivated by self-interest. Under the rule of law—and al-
most spontaneously—civil society witnessed an orderly
and dynamic accumulation of prosperity unprecedented
in human history.

52. According to the philosophy underpinning the
centrally planned economies, civil society served the in-
terests of only one class, the bourgeoisie, and would
eventually lead to mass poverty.! The way to abolish
poverty, then, was to abolish private property and the
class-based system that created it. Centrally planned
economies did not arise spontaneously, but were imposed
by force on resisting populations. The costs involved var-
ied across different countries; the full costs, especially in
terms of lives lost, are still coming to light as archives are
opened. In almost all cases, the greatest costs were borne
by the peasantry, who were dispossessed of their land and
capital (carts, farm implements, horses) and forced into
collectives. The agricultural sector was expected to gen-
erate surpluses which, under central planning, would
make possible “extensive” growth, particularly of heavy
industry.

53, One of the justifications for central planning was
the universal and egalitarian provision of social benefits,
which were granted to all citizens and were not tied to
individual work efforts or contributions. Free universal
access to health care, education and other social services
provided an important guarantee of social security for the
entire population (even if certain sectors of socicty main-
tained privileged access to such services). The centrally
planned system also ensured that those requiring access
to health care received it: employment was guarantced
and workplaces often had medical facilities or ensured
that workers received regular check-ups (for a discussion
of the provision of health care in the centrally planned
economies, see chapter I).

54. The central planning system succeeded in nar-
rowing inequality in measured income!S and eliminating
absolute poverty. Income differentials across occupa-
tions, sectors and regions were allowed, but these differ-
ences were typically narrower than those in the developed
market economies. The scope for personal or enterprise-
wide incentives was limited as enterprises producing un-
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wanted and low-quality products were rewarded in the
same way as companies producing high-quality items in
demand.

Difficulties with the central planning model

55. By the 1960s, it had become impossible to subject
the agricultural sector to the same level of coercion as
before, and the model of “extensive” growth was replaced
by an “intensive” model of growth. The basic problem
with central planning—the fact that a central bureaucracy
is much less effective than the market at efficiently allo-
cating scarce inputs—remained unresolved, however.

56. By the mid-1960s, the growth rates of the planned
economies started to slow, ultimately declining to zero or
worse.!6 The most striking feature of this slowdown was
that it occurred at levels of per capita income and con-
sumption far lower than those attained clsewhere in
Europe; central planning had resulted in both a lower
standard of living than that enjoyed in other European
countries and declining living standards. This experience
differed from that of the poorer European market econo-
mies, such as Ireland, Portugal and Spain, which wit-
nessed rapidly rising living standards as they caught up
with their neighbours,

57. Even when growth started to slow, progress in
reducing poverty continued. Some countries, such as the
Soviet Union, benefited from favourable developments in
the terms of trade. Other countries, such as Poland, relied
on foreign borrowing to help maintain living standards.
In the long run, of course, continued poverty reduction
could not be sustained without economic growth; by the
late 1980s, poverty rates measurcd in national terms
started to increase.!” The poverty profile shifted towards
urban areas—which by then contained the largest share of
the population—and young families with children.

58. When central planning was abandoned and a new
model that allowed for initiative and incentives adopted,
Governments should have prepared the public for the
widening gap in income and consumption which would
ensue in the short term. Instead, Governments generally
failed to cducate the public about these aspects of the
reform process, and the public expected immediate pros-
perity as a result of reform. In many countries these hopes
gave way to disillusionment as it became apparent that
the transition would be long and costly and that the
growth produced by the incentive system would not be
adequatc to lift the poorest out of poverty in the short
term.

Poverty during the transition

59. Transition began with large declines in output,
which inevitably meant less employment and income for
much of the population. As a result living conditions de-
teriorated and poverty rates rose.

60. The timing, extent and duration of the declines in
output varied considerably across the transition countries.
The largest decline in output—about 35 per cent—oc-
curred in the Russian Federation; other transition econo-
mies experienced about a 20 per cent decline in GDP (see
table 6.3). Poland has come closest to regaining its 1989
level of output but that level was already low because of
the economic difficulties of the 1980s.!8 The hardest hit
sector was usually industry, where output declined by
more than 50 per cent in several countries. In all coun-




tries, the decline in industrial production was greater than
the decline in GDP.

61. These declines in output were related to the theo-
retical foundations of the central planning system, under
which there had been little reason to build factories that
could compete on world markets or that could supply
goods the population actually wanted. Instead the func-
tion of industry had been to provide the goods that plan-
ners had determined the population wanted, which were
then distributed in an egalitarian fashion. Central plan-
ners paid little attention to the environmental impact of
the industries they were creating. Many of these indus-
tries were producing output that was worth less than the
cost of producing the inputs, and producers were unable
to supply goods that the population demanded.

62. The liberalization of economic activity brought
about the closure of many factories and the unemploy-
ment of their labour forces, but also led to an increase in
“shadow” or “second economy” activities.!® Moreover,

with the move to a market economy service industries
sprang up. For these and other reasons there was often a
sharp difference between the decline in measured real
incomes and the decline in measured GDP,

63. Before the transition, important safety nets were
in place in centrally planned economies, some of them
handled by state-owned enterprises. But the “trans-
formation recession™ affected these institutions as
well. The immediate result was an increased incidence of
poverty,20

64. Where it was conducted at all, poverty analysis
was undertaken in these economies only in the Iate 1980s.
Introducing household surveys to measure individual and
family income has allowed poverty headcount estimates
to be made in these countries, but these estimates have
been made using different methods, thereby limiting the
possibility of direct international comparison. Other
problems also cast doubt on the validity of these esti-
mates. First, important conceptual gaps exist in the statis-

TABLE 6.3. DEVELOPMENT INDICATORS FOR SOME TRANSITION ECONOMIES, 1995

Gross
industrial
GDP production Unemploy-
{constant {constant Real Real ment rate
Country prices) prices) wagesa incomet (percentage)
Bulgaria 79.8 52.1 48.8 61.0 10.5
Czech Republic 84.5 72.6 93.1 101.2 2.9
Hungary 86.0 79.7 85.3 83.7 10.4
Poland 98.6 88.5 78.4 76.0 14.9
Romania 81.7 52.4 75.6 79.0 8.9
Slovakia 83.8 63.8 102.9 106.0° 13.1
Russian Federation 65.5 53.4 48.7 89.0 3.5¢
Source: National statistical sources.
Notes: For all columns except unemployment, 1989 = 100,

* Average nominal wage deflated by the national consumer price index.

® Nominal gross income of the

price index,
° 1994 data.

¢ Share of registered unemployed,
longer registered the figure would be about 7.2 per cent.

population deflated by the consumer

Combined with the unemployed no
See Universitet

Severnci Karoliny v Chepel Khile, "Monitoring ekonomicheskikh uslovii v

Rossiiskoi Federatsii,"

Rossiiski monitoring ekonomicheskhogo polozhenia i

zdorovia naselenia 1992-95 (February 1996), p. 13.
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tical system of these economies. Changing from the na-
tional account system based on net material product
(NMP) to System of National Accounts (SNA) account-
ing involves entirely different methods of pricing and ac-
counting. Entire sectors such as education, health and
social affairs, previously considered non-productive and
therefore excluded from the national accounts, need to be
priced and accounted for. The theoretical and practical
difficulties are enormous. Second, because of serious
shortcomings in measuring the contribution of the infor-
mal sectors, estimates of poverty incidence and head-
counts based on household surveys may conceal impor-
tant private sector activities and incomes which are not
reported in order to escape taxation. In general, house-
hold surveys before the transition tended to underesti-
mate poverty, while post-transition surveys tend to over-
estimate it by inadequately accounting for informal sector
incomes.

65. Discrepancies in the data on income and poverty
are widespread in the Russian Federation and yicld a
fuzzy picture of poverty. The figure for real incomes in
the Russian Federation shown in table 6.3 is difficult to
reconcile with some estimates of a catastrophically sharp
increase in poverty, for example. Although measured
1995 GDP in the Russian Federation was lower relative to
its 1989 level than in any of the other transition econo-
mies shown, real income was relatively higher than in all
these economies, except the Czech Republic and
Slovakia. Both registered unemployment and real wages
were relatively lower than in all the other countries. Al-
though production of meat was estimated to have de-
creased by 53 per cent in the first haif of 1994 and sau-
sage production was estimated to have dropped by 28 per
cent compared with 1991 levels, consumption of meat
products fell by only 9 per cent.?!

66. One explanation for these apparent inconsisten-
cies is the rapid expansion in entreprencurial activities
and incomes in the Russian Federation. Another is that
official employment ensured workers social benefits and
access to housing. Enterprises that were not producing a
marketable output still served a function by continuing to
exist and keeping people on their books, even when they
did not pay them on time, because they still provided
social benefits (such as access to health, education, heat-
ing and pension entitlements) and used their assets to
build housing.

67. Other data confirm the difficulty in drawing con-
clusions about the increase in poverty in the transition
economies and suggest that the situation did not deterio-
rate to the extent that some headcount estimates would
suggest, The share of food expenditures in total expendi-
tures increased in several countries, espccially those that
had been part of the Soviet Union (sce table 6.4), imply-
ing a decrease in average living standards as rclatively
less income is available for non-food consumption. In
Central and Eastern Europe, the pattern was different.
The share of food in total expenditure rose in Bulgaria
and Romania, but fell in Poland after 1990 (while average
per capita calorie consumption rose over time).

68. Measurement questions are particularly impor-
tant when assessing relative poverty in a country in which
small changes in per capita income can result in large
changes in the number of people living in poverty.?? If the
measure of relative poverty is set as 50 per cent of the
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initial mean, an egalitarian distribution of income would
mean that a drop in income would bring a greater percent-
age of the population into poverty than would a more
unequal distribution. Indeed, a study of a sample of coun-
tries found that whereas in developing countries a 10 per
cent decline in mean income would increase by 15.5 per
cent the percentage of the population with relative pov-
erty of less than 50 per cent of the initial mean, the same
decline in the transition economies would cause poverty
to rise by 95 per cent.??

69. Another feature of a society in which people are
clustered around the poverty line is that the relative posi-
tion of different social groups changes during periods of
rapid change. In many transition economies, for example,
pensioners’ income rose faster than that of workers and
farmers, and the position of non-farm workers relative to
farmers either improved or remained unchanged.?*

70. Poverty is becoming an urban phenomenon in the
transition economies?® and its social profile has changed.
Before the transition, the poor belonged to the same so-
cial groups that constitute the “residual” poor in many
societies: the clderly, households headed by women with
many children and those at the social margin. Since the
transition, the profile includes young skilled workers,
adult workers and public sector employees.2® In all coun-
tries, the unemployed and farmers are more likely than
average to be poor, and larger households tend to be
poorer both in per capita terms and in equivalent terms,
which take into account the smaller consumption of chil-
dren. Poverty rates of families with five or more members
are 1.5 to 2.5 times higher than average. People with
lower levels of education are more likely to be poor than
people with higher levels of education. Heads of family
with no more than elementary education are 20 to 60 per
cent more likely than the average to be poor.2” Moreover,
children in the poorest groups are less likely to obtain
vocational training after finishing primary school.

71. This change in relative positions has been accom-
panied by a rapid movement in and out of poverty. In the
Russian Federation 63 per cent of those in poverty in
1992 emerged from poverty in 1993, and only 27.5 per
cent of the very poor in 1992 remained very poor the
following year.28 In Hungary 23.4 per cent of the popula-
tion represented in a 1994 poverty panel belonged to the
bottom two deciles for certain periods between 1992 and
1994, but only 6.3 per cent remained in poverty through-
out the period.??

Policy implications

72. The transition economies reveal that different
conclusions about the rate of poverty emerge depending
on the measurc of poverty used. In the Russian Federa-
tion, official statistics report that poverty increased from
10 to 12 per cent in 1985 to about 30 per cent in 1993 and
1994 while a World Bank study (table 6.2) estimates that
poverty rose from 2 per cent to 45 per cent. These differ-
ences are important because assessment of the poverty
situation can help to spur government action to alleviate
poverty by increasing social protection or changing the
direction of policy.

73. Researchers in the Russian Federation have raised
doubts about policies to reduce income disparities, argu-
ing that such policies may not lead to reductions in pov-
erty, especially since as many as 90 per cent of the lowest




TABLE 6.4. CONSUMPTION INDICATORS IN SELECTED TRANSITION ECONOMIES, 1980-1994

1992.

Indicator/country 1980 1985 1989 1990 1991 1993 1994

Average daily calorie

consumption per capita
Bulgaria e o 3 269 3 289 2 894 2 801 2 682 2 665
Hungary ,e . 3499 3 386 328 3298 3 126 -
Latvia 2 868 27 2 618 2 587 2 496 2 315 2 375 2 293
Holdova . e 2 951 2 969 2 842 2 577 2 566 o
Poland .o . 2 891 . 2 767 2744 2 667 2 955
Romania . . 2 949 3038 2 832 2 758 2 959 -
Slovakia . . 3 234 3333 3276 3126 3143 .
Russian Federation 2 834 2739 2 603 2 5% 2 527 2 438 2 552 2 427
Ukraine . . 3517 33597 3445 3181 2 860 2 895

Share of food in

consumption expenditures
Belarus e . 37.5 33.7 35.7 39.0 49.3 57.2
Bulgaria .o . §2.5 40.6 52.1 47.4 46.6 £8.5
Czech Republic . 3.9 1n.0 3.9 33.3 33.6 32.2 .
Estonia o . . . . 31.9 3.9 29.2
Hungary e . 7.4 . 37.6 . 38.2 .
Latvia 32.5 2.0 36.0 33.8 42.5 53.7 50.5 51.5
Lithuania 41.4 35.4 35.0 34.1 38.6 60.0 61.9 57.3
Holdova .. e 40.4 38.3 42.2 50.5 58.6 45.5
Poland e . §9.2 51.8 45.8 43.5 4.2 42.8
Romania e . 51.6 49.9 52.5 57.5 60.0 62.3
Slovakia . o 3l.4 30.2 33.5 32.8 32.4 35.3
Russian Fedemation 42.5 40.8 344 36.1 38.5 &7, 46.3 46.8
Ukraine . . 9.0 e 43.8 4.6 54,5 64.7
source: International Child Development Centre, Economies in transition studies. Regional wonitoring

report ¥o. 3 (Florence, UNICEF, 1995}, pp. 136-137, 139.

paid workers are not the primary breadwinners, and that the
reduction in incentives to new forms of active labour could
itself reduce the potential for future employment growth,30

74. The experience of central planning before the
transition raises questions about what can usefully be
concluded from income equality measures and how such
measures can, or should, guide policy. Houschold sur-
veys, which were instituted only in the late 1980s, present
a picture of a society that has become less egalitarian and
has witnessed a rise in poverty. Because income surveys
cannot, of course, measure the costs of creating and main-
taining the type of society that existed before transition,
the original income distribution cannot be used as the
standard against which to measure progress. Larger in-
come differentials are a Iegitimate part of market reforms
based on adequate incentive structures. But adequate
public expenditure policies in such areas as health, edu-
cation and housing based on reformed tax systems and
sufficient levels of government revenues need to be tar-
geted at alleviating poverty. At the same time, social
safety nets must gradually be implemented to cushion the
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negative social effects caused by structural change. More
equitable realization of the tangible benefits of socio-
economic reforms will strengthen support for the transi-
tion and help sustain the reforms politically. Identifying
the appropriate mix of economic and social policies to
stimulate economic growth and achieve sustainable levels
of income equality remains critical to successfully con-
cluding the transition.

75. Understanding the extent and dynamics of pov-
erty is also important for formulating the direction of
economic policy. If, for example, policy makers fear that
the transition will create semi-permanent “classes” of im-
poverished people, they may be less willing to proceed
with reform. If, however, they believe that during and
after transition individuals will quickly move in and out
of poverty, they may more readily recognize the need for
reforms which lead to sustained growth in a market ccon-
omty framework and for careful targeting of safety net
programmes,

76. One lesson from central planning is that the im-
plicit or explicit choice of a model is vitally important in



terms of the effect on poverty. Although the system of
central planning was successful in eliminating absolute
poverty, opportunities for raising living standards and re-
ducing poverty even further were missed.3! The institu-
tions of a “civil society” were not allowed to emerge
spontaneously under central planning; the Governments
in the transition economies were forced to create these
institutions at a time of economic difficulty.

3.

77. During the past quarter of a century, real gross
world product, which measures the aggregate volume of
economic activity produced by all people in all countries,
has more than doubled. This long-term rise in the capac-
ity of the world economy to supply goods and services
has been accompanied in all main regions by significant
changes in patterns of resource use and structures of pro-
duction and in population dynamics, labour force charac-
teristics and social conditions. Overall, the quality of life
for much of the world’s population has improved as per
capita incomes, life expectancy and levels of education
have risen, but the distribution of these gains has been
unequal both across and within countries.

World growth and global poverty

Patterns of long-term world economic growth

78. Sharp contrasts in long-term patterns of world
economic growth have occurred during the past quarter of
a century as economic progress and social advance have
taken place unevenly. While the overall average rate of
world economic growth has been relatively rapid, and
marked improvements in a wide range of social indicators
have been recorded in all areas of the world, the pace of
world economic growth has fallen during the past quarter
of a century, and a growing gap in average levels of in-
come has emerged within and between different groups of
countries. Analyses of estimates of per capita GDP, meas-
ured in purchasing power parities, reveal several impor-
tant trends.32

Patterns of growth across countries

79. The overall pattern of growth by geographical
area was described in chapter I, which showed that
growth in Latin America and the Caribbean, West Asia
and sub-Saharan Africa was generally slow—and in many
countries negative—while growth in South and East Asia,
including China, was considerably more rapid.

80. Over the course of a quarter of a century, differ-
ences in growth rates are translated into considerable dif-
ferences in per capita incomes. Measured in constant
terms, incomes per head in 1995 were about 90 per cent
higher in the developing countries than they had been in
1970. The figure for the developed countries was about
60 per cent. But there were enormous differences across
regions: in West Asia and sub-Saharan Africa per capita
incomes had fallen to between 80 and 90 per cent of their
1970 level (although figures for West Asia should be
treated with caution because of the effects of oil price
changes), in North Africa and Latin America incomes had
risen by between 25 and 50 per cent of the 1970 levels, in
South Asia income had risen by more than 60 per cent of
the 1970 level, while in East Asia, including China, 1995
per capita incomes were more than twice the 1970 levels.

81. Growth rates experienced by the high-income,
upper middle-income, lower middle-income, low-income
and least developed groups of developing countries (clas-
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sified by 1990 per capita GDP) between 1970 and 1995
are shown in table 6.5. The poor performance of the least
developed countries in each of the sub-periods (1971-
1980, 1981-1990 and 1991-1995) is in marked contrast to
that of the low-income developing countries as a whole,
in which per capita output accelerated over the period and
grew faster than all other income groups.

82. Annual growth of per capita output of about 2 per
cent can be considered normal for the developed coun-
tries over the long term (such a growth rate raises incomes
by about 65 per cent over a 25-year period). The 2 per
cent rate represents a good benchmark against which to
assess progress in the developing countries, which should
be able to grow even faster as they catch up. Indeed,
developing countries making up more than 50 per cent of
the world’s population grew at an annual rate of more than
2 per cent per capita over the period 1971-1995; among
these, developing countries constituting ncarly 30 per
cent of the world’s population grew by more than 3 per
cent a year in per capita terms. But developing countries
constituting more than a quarter of the world’s population
failed to grow 2 per cent a year in per capita terms, and in
countries representing nearly 10 per cent of the world’s
population, the level of per capita income was lower in
1695 than in 1971 over time. Low-income countries that
experienced a decline in income represented 5.6 per cent
of the world’s population.

83. Table 6.6 illustrates these growth differentials
over the period 1971-1993. In 1990 the low-income coun-
tries constituted about 70 per cent of the population of the
developing countries shown. Four of these countries—
China, India, Lesotho and Pakistan—grew by an annual
rate of more than 2 per cent per capita over the period.
Together with several higher-income developing coun-
tries that grew by more than 2 per cent a year, these
countries accounted for about two thirds of all people
living in developing countries.®* More moderate per cap-
ita income growth at rates between 0 and 2 per cent was
experienced by several low-income countries, many of
which were either classified as least developed countries
at the beginning of the period or became so during the
period. These moderate growth low-income countries
made up almost 9 per cent of the population of the devel-
oping couniries in 1990. Other developing countries that
together constituted about 11 per cent of the population in
developing countries experienced moderate growth over
the period.

85. The countries that saw a decline in their per capita
incomes over the period constituted about 12.5 per cent of
the total population of developing countries in 1990; of
these, low-income countries represented more than 7 per
cent. The groups included some oil-exporting countries,
which still had high incomes in 1990, several Latin
American and Caribbean countries, which were in all in-
come categories, and many African countries. The major-
ity of the African countries that cxperienced negative
growth were low-income countries in 1990, and many of
them were either least developed countries in 1971 or
became so by 1993. A particularly disturbing fact is that
only a few African countries were able to achieve a rate of
growth of more than 2 per cent.

86. The cffect of ncgative growth on such indirect
measures of progress against poverty as the infant mortal-
ity rate (IMR), life expectancy and the primary school
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enrolment rate is shown in table 6.7. Hlustrative of this
effect is the fact that IMR in sub-Saharan Africa, which
was lower than IMR in South Asia in 1970-1975, ex-
ceeded the South Asian rate by 1990-1995. Life expec-
tancy and school enrolment rates had also increased
faster in South Asia.

87. Another striking comparison is between countries
in which per capita GDP declined between 1970 and 1995
and the other groups of countries. Countries that saw a
decline in per capifa output had an average IMR of 118.4
per 1,000 live births at the beginning of the 25-year pe-
riod, a lower rate than in countries that subsequently saw
a moderate increase in output. By 1990-1995 the IMR of
the countries in which per capita output had shrunk was
87.9, higher than that of any other group. Similarly, life
expectancy in the countries in which per capita output
declined over the 25-year period improved by much
less—5.5 years—than in any other group. Finally, gross
primary school enrolment rates in the fast-growing coun-
tries rose from an average of 88 per cent in 1970 to 115
per cent in the latest year available; in the other countries
with positive growth, the figure rose from about 70 per
cent to 95 per cent. In contrast, in countries with negative
growth, gross primary school enrolment rose from 60 per
cent in 1970 to a temporary peak of 79 per cent in 1980,
but then fell back to just 71 per cent in the 1990s.

88. Social indicators for the least developed of the
developing countries remained weak over the period. Per
capita income alone fails to describe fully the life of the
average citizen in these countries, where infant mortality
is higher, life expectancy lower and health status poorer
than elsewhere, and citizens are not receiving the educa-
tion required to enable them to improve their living stand-
ards.

Impact of economic growth on poverty

89. Growth in GDP is related to social development,
especially the reduction of absolute poverty, in a variety
of ways:

(@) Economic development exhibits diverse patterns
in the pace of growth and the level of income. This affects
opportunities for social development, including the possi-
bility of reducing absolute poverty;

(6) Economic growth is a necessary but not sufficient
condition for reducing absolute poverty in low-income
countries. Economic growth strategies must include social
and redistributive policies that address the needs of the
poor;

(c) The marked slowing of the pace of economic
growth after 1980, especially in middle-income and many
low-income developing countries, has limited the scope
for poverty reduction. In many cases, slower growth has
been exacerbated by growing income inequalities within
countries, which have increased the incidence of absolute
poverty;

(d) The absolute decline in per capita incomes for
more than half of all low-income developing countries
from 1970 to 1995 increased disparities in income levels
and increased the level of poverty within those countries;

(e) Negative per capita growth was experienced in the
least developed countries, and the number of such coun-

tries increased over time. Only one country—Botswana— -

graduated from this group. This trend has increased the

&0

incidence of extreme and absolute poverty within the
least developed countries;

(f) Although growth is essential for reducing poverty,
it is not the only determinant of the incidence of absolute
poverty. Equally important are policies for equitable
growth, which improve the domestic distribution of the
benefits of growth, reduce inequalities and benefit the
poor;

(g) In order for social policies to improve the quality
of life for all citizens and ¢liminate absolute poverly,
they must be based on sound economic policies, which
can provide the financial basis for implementing those
policies.

C. POLICIES FOR POVERTY REDUCTION

90. Despite setbacks and ongoing difficulties, the
global economic expansion of recent decades has brought
great economic and social progress to many areas of the
world and unprecedented prosperity to a large proportion
of mankind. Mass poverty has been eliminated in the
more economically advanced countries and significantly
reduced if not eradicated in many developing countries.
Infant mortality has fallen almost steadily in all regions
and life expectancy has risen all over the globe. Educa-
tional attainment is rising, health care and living condi-
tions are improving in most countries and the quantity,
quality and range of goods and services available to a
large majority of the world’s population is increasing.
Technology and continued economic growth promise far-
ther advances to those individuals with the knowledge,
skills, capital and experience o benefit from the demands
for change and adaptation that economic development
requircs.

91. But not everyone has shared in this prosperity,
Economic growth has been slow or non-existent in many
of the world’s poorest countries, and the World Bank esti-
mates that about a quarter of the world’s population live
in dire poverty. The plight of the poor stands in stark
contrast to the rising standards of living enjoyed by those
favoured by growing abundance. This conirast—and what
would appear to be a widening gap between the rich and
the poor both across and within countries—has generated
an explicit international commitment to eradicating pov-
erty by a target date to be set by each country.33 Ensuring
that heretofore excluded segments of the population share
in the benefits of economic expansion and social devel-
opment is also seen as a key objective of domestic policy,
and special attention has been focused on people living 1n
absolute poverty and people permanently disadvantaged
by discrimination or made vulnerable by age, disability or
infirmity.34

92. Any national strategy for reducing and eventually
eradicating absolute poverty must set in motion a process
of modernization rooted in both the long-term growth of
labour productivity and the enhancement of each individ-
ual’s potential to contribute to socicty. Increasing output
and earnings per worker requires a better educated and
more adaptable labour force, the provision of more and
better capital per worker, improved technology and more
capable management, all of which require investment in
human and physical capital. Eradication of poverty also
depends on creating an environment in which individuals
can develop and use their initiative and creativity to ad-
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vance the economic, social and cultural development of
the community. In support of efforts at the national level,
the international community must grant high priority to
integrating the world’s poorest countries more fully into
the global trading system and building human and institu-
tional capacities in these countries.

93. The processes of productivity advance and social
development are not costless. Economic growth and
higher productivity bring great rewards but also the dis-
ruptions and setbacks associated with rapid and uneven
development. Some industries, some occupations and
some regions undergo a dramatic expansion and pull a
large segment of the population out of poverty, while oth-
ers decline and leave large numbers of people even poorer
than they were before. New firms, new lines of produc-
tion and new occupations spring up as a result of eco-
nomic development but established firms and older in-
dustries often weaken in their wake. In the process,
prevailing cultures and mores are challenged and social
advance in one area often stands in contrast to a decline
in traditional values widely regarded as important for so-
cial cohesion and good governance.

94. This section examines several issues entailed in
designing a poverty reduction strategy that can promote
the ultimate goal of eliminating absolute poverty while
contributing to the broader objectives of economic and
social development. It sets forth the following six dimen-
sions of a national strategy for addressing the problem of
absolute poverty, and identifies the following key objec-
tives that must be the focus of policy:

(@) Promoting high and sustained rates of economic
expansion and employment creation through policies de-
signed to create an enabling environment for poverty re-
duction;

(6) Increasing incomes and participation in the econ-
omy by the unemployed and working poor through tar-
geted measures to improve their skills and training and
upgrade their health status and living conditions;

(c) Expanding opportunities for the poor to engage in
gainful economic activity by widening their access to
land, credit and other productive factors;

(d) Targeting those localities and intervening in those
areas where the poor reside and where needs are greatest
in terms of priorities for poverty reduction;

(e) Addressing the pressing economic and social
problems of the aged, the disabled, the infirm and those
otherwise unable to engage in productive economic activ-
ity through programmes of public assistance and income
maintenance;

(), Channelling the benefits from increased participa-
tion in the world economy towards the poorest segments
of the population through policies promoting an expan-
sion of labour-intensive exports and a reduction of trade
restrictions on consumer goods.

95. While these dimensions are all essential in a suc-
cessful programme for poverty reduction, they must con-
tribute in a way that promotes both higher incomes and
improvements in the health, education and nutrition of
the poor. In turn, programmes in support of primary
health care, family planning, nutrition and primary edu-
cation must both raise the quality of life of the poor di-
rectly and equip them to take advantage of and contribute
to the opportunities presented by a growing economy. A
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coordinated set of public policies and government pro-
grammes directed at both raising rates of economic
growth and providing basic social services to the poor
may have a greater effect on poverty reduction than poli-
cies or programmes directed at a single objective.

96. Equally important, however, is adapting anti-
poverty programmes and policies to the needs and cir-
cumstances of a particular country. Strategic components
must be tailored to country-specific conditions, and they
must focus on a wide range of clearly defined objectives
that have poverty reduction as their primary goal. Public
sector interventions need to take into account cultural
values as well as financial and institutional constraints.
Doing so demands a strategy that is broad, internally con-
sistent, and feasible to implement. In the poor countries
of sub-Saharan Africa and South Asia, where poverty is
pervasive, any national strategy must be broad enough to
encompass the range of the country’s economic and so-
cial policies, from its macrocconomic policy stance
through its institution-building efforts to its implementa-
tion of individual projects and programmes. In the very
poorest countries, all policies—those that affect the na-
tional economy, those that affect the local economy, those
that focus on the internal economy and those that focus
on the external sector—must be adapted to the overriding
goal of reducing poverty.

97. This section reviews recent studics of poverty
reduction programmes and assesses the contribution
that different kinds of policies can make to poverty reduc-
tion. Studies on clarifying the various characteristics of
absolute poverty are also examined briefly in order to
help define its nature and target its manifestations.
The aim here is to provide an overview of some of the
important issues involved in designing a national strategy
for reducing absolute poverty, and to identi fy the implica-
tions of recent studies for anti-poverty strategies and pro-
grammes.

1. Promoting high rates of economic expansion
and employment creation

98. There is a growing awareness of the importance
of creating an enabling environment for development
which facilitates cconomic growth and human develop-
ment by providing a supportive macroeconomic and insti-
tutional framework for stability and which encourages
enterprise and productivity increases by individuals, es-
pecially those at the bottom of the income distribution.
Creating an enabling environment goes beyond maintain-
ing political stability and adopting sound macroeconomic
policies and encompasses the adoption of legal frame-
works and policy guidelines which reflect a commitment
to broad-based economic growth and the participation by
all in widening prosperity.

The poor and economic growth

99. Broad-based economic growth is critically impor-
tant to the poor because they are directly affected by its
pace, its stability and its distribution over sectors of the
economy and over segments of the population. Sustained
high rates of growth can contribute to a decline in poverty
as an expanding economy creates new employment op-
portunitics and new sources of income associated with
greater production of goods and scrvices. Rising aggre-
gate demand, in turn, stimulates greater use of existing



manpower, plant and equipment, and natural resources.
Tighter labour markets raise the wages of the poor who
are employed, provide better employment opportunities
for those with part-time or very low-paying jobs and cre-
ate more jobs for the unemployed. As employment ex-
pands among the skilled and the highly trained, low
skilled and poorly qualified workers {many from the
poorest segments of the population) are trained and find
their productivity and wages rising. In a growing econ-
omy, all segments of the population should also benefit
from the lower level of real prices for products that is
associated with the expansion of the aggregate supply of
goods and services that accompanies economic growth.

100. When the distribution of growth favours the
poor it can have a significant impact on the living condi-
tions of the poorest segments of the population. For
households that are now poor, higher incomes from faster
growth mean access to more of those types of goods and
services regarded as necessities by the non-poor but not
affordable by the absolute poor—for example, adequate
and varied diets, basic health care, satisfactory housing,
and a good education for children. As the incomes of the
poor rise above the poverty line, spending shifts towards
consumer durable goods previously unavailable to them,
such as improved medical care leading to longer life ex-
pectancy, better housing and improved living conditions,
and, eventually, recreation and other leisure activitics.
Higher incomes also allow the poor to invest in their ag-
ricultural holdings and in small-scale commercial activi-
ties. Improved nutrition, housing, health care and educa-
tional opportunities; less time devoted to household
subsistence activities and more time available for leisure;
and greater investment in their productive activities not
only improve the well-being of the poor but raise the
quality of the labour force and the time available for re-
munerative activities outside the home, increasing the
level of productivity in the economy.

Growth and poverty reduction

101. Studies by international agencics confirm that
overall growth is indeed linked to a reduction in poverty
and that sustainable economic growth generally benefits
all layers of society roughly in proportion to their initial
levels of living.35 Recent estimates of the elasticity of the
poverty gap index to overall growth calculated from sepa-
rate studies indicate that a 2 per cent annual rate of
growth in per capita consumption at all consumption lev-
els will result in a 3 to 8 per cent annual decline in the
poverty gap index. Other measures of poverty show a
similar relationship, although estimates for reductions in
the headcount ratio tend to be slightly lower in absolute
value while estimates for the severity of poverty among
the poor tend to be higher, suggesting that the benefits of
growth are felt well below the poverty line.¢ Another
study found that across several countries the elasticity of
the incidence of poverty is about -2, indicating that each
percentage point increase in average consumption is as-
sociated with a reduction of 2 percentage points in the
proportion of the population living below the poverty
line.37 However, as the World Bank has noted, the
strength of the relationship between overall growth and
poverty reduction weakened in the 1980s, mainly because
of fluctuations in income inequality. Hence, the pattern of
growth among different income groups remains an im-
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portant factor in determining the benefits the poor re-
ceive from higher economic growth.

102. A review of trends in economic growth and
poverty over past decades concludes that, whatever its
effects on inequality, economic growth, over the longer
term, generally reduces poverty.3® The pattern of growth
matters, and income inequality is an important element in
the growth-poverty relationship. The challenge to policy
is to make economic growth broad-based. An emphasis
on labour-intensive growth and more investment in hu-
man capital is required to gencrate sustained long-term
growth. The increasing external economic instability of
the 1980s adversely affected the poor, but the recovery in
output arising from better-designed adjustment policies
reduced poverty, especially in Latin America in the late
1980s and early 1990s. In Africa, where implementation
of reform was mixed, there is evidence that the poorest
segments of the population, particularly in rural areas,
have been largely unaffected by the recent recovery. The
review also concludes that basic investment in infra-
structure and human capital appear necessary to improve
living standards among the poorest groups in Africa.

103. Several other studies also substantiate the strong
link between economic growth and poverty reduction.?®
Drawing on data from the early 1980s to the mid-1990s,
these analyses show that positive growth is associated
with a falling incidence of poverty, and economic con-
traction is associated with a rising incidence of poverty.
Another set of studies has also found a clear association
between growth and poverty, an association which holds
for all regions and appears to hold during both short-run
periods of economic recovery and longer-term periods of
growth.?? One of these studies indicates that the impact of
growth on reducing poverty appears to be greater among
the poorest segment of the population than for the moder-
ately poor.4!

104. Although the nature of poverty and the eco-
nomic conditions and problems facing each country dif-
fer widely, some general lessons about cconomic growth
and poverty reduction can be drawn from these studies.
For example, political stability has been found to be criti-
cal in achieving sustainable cquitable growth leading to
poverty reduction, and government policies that improve
the allocative efficiency of resource use (by reducing dis-
tortions in relative prices, cxchange rates and trade pat-
terns) can be a key factor in raising the incomes of the
poor. Economic stability, macroeconomic balance and
growth based on a country’s abundant factor of produc-
tion (usually labour) are also essential to providing a
foundation for sustainable long-term economic growth,
suggesting the importance of agriculture and opcnness to
international trade, with an emphasis on export expan-
sion. Social development, especially education, has also
been a critical component of equitable growth; without
the allocation of significant resources to education there
can be little prospect of long-term growth or poverty re-
duction.

Growth and social development

105. The degree of improvement in particular indica-
tors of social development that can be expected from
higher levels of output varies considerably across coun-
tries. One study showed that the average level of per capita
output accounted for only a small part of the differences



in the number of people living in dire poverty. In that
study, two sets of percentages of heads of households,
one with an average private consumption of less than
I$21 a month and another with an average of I$30 a
month (in 1985 prices), were related separately to average
gross national product (GNP) per head and to total private
consumption, respectively. The resulting regression rela-
tionships for GNP could explain only 15 to 25 per cent of
the variance of the percentage of people in poverty—im-
plying that overall macroeconomic output was a signifi-
cant factor in determining the volume of goods and serv-
ices consumed by poor houscholds but that other factors
had a greater effect. The corresponding relationships be-
tween the national average for private consumption per
capita explain 40 to 50 per cent of the percentage of peo-
ple in poverty (at I$21 and 1330 per month, respec-
tively).4 Similarly, the level of GNP per head (together
with the percentage of people with private consumption
below 1321 and 1$30 a month) could explain only 48 and
38 per cent of the variance among countries in the infant
mortality rate and the literacy rate, respectively,43

106. These results suggest several broad conclusions.
First, attaining favourable levels of illiteracy and infant
mortality is harder for countries with a lower level of
GNP per person and a given incidence of poverty, as well
as for countries with a higher incidence of poverty, and a
given level of GNP per person. Second, because the vari-
ance among observations of per capita consumption per
person and average GNP is associated with no more than
half of the variance in infant mortality and literacy rates,
policy intervention has wide scope to increase literacy
and survival prospects, even at low levels of per capita
income. Raising income levels through faster economic
growth, supported by appropriate social development
policies, can contribute to eliminating the manifestations
of poverty.

Governance and poverty reduction

107. Good governance is essential and efficiency and
equity must be at the centre of policy concerns if growth
is to take place as rapidly as feasible and provide maxi-
mum benefit to the poor. Good governance is associated
with the rule of law, equity, participation by all in civil
society, and the provision of basic services. At the na-
tional level, promoting efficiency involves an array of
policies to create and maintain a stable environment for
modernizing enterprise, boosting investment, correcting
factor-price and other distortions in the economy to en-
sure accurate signals and incentives to producers and
consumers, stimulating competition to promote greater
productive efficiency, and ensuring that all of socicty’s
resources are fully and effectively utilized. At the com-
munity level, implementation of poverty programmes
may best rely on local self-governing institutions and lo-
cal involvement to raise the productivity and material
conditions of the poor. Programmes administercd by a
distant, uncoordinated central burcaucracy may be insen-
sitive and unaccountable to the poor, with too much spent
on middlemen, contractors, officials and politicians.
Devolution of decision-making to the local community
can centre responsibility in those most affected by the
decisions being made and improve information about the
best way to implement public services. Peer monitoring
and enforcement of local social sanctions also improve
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accountability and provide incentives for maintaining the
quality and cost-effectiveness of poverty programmes.

2. Investing in human capital

108. The central goal of development is the strength-
ening of human resources: improving the education,
health and productivity of the work force and breaking
down barriers which prevent men and women from ful ly
developing their abilities and training. The economic and
social benefits of a literate population support economic
growth through its effects on productivity and enhance
the well-being of the community through an informed
and tolerant population. The cost to socicty of prevent-
able illness and premature death cannot be measured in
economic terms alone—although the economic cost
alone is high—but is also seen in terms of suffering, pain
and grief. Similarly, when all groups do not share cqually
in the opportunities that life affords, not only do those
subject to discrimination—usually the poorest segments
of society—bear the costs in terms of higher unemploy-
ment and lower incomes but the entire society is dimin-
ished by lost human potential and antagonisms created by
unequal opportunity. Neither cconomic growth nor pov-
erty reduction can take place without individuals learning
more, experiencing improved health and interacting on
the basis of equality. For this reason, policies directed at
strengthening human resources are a key to both eco-
nomic growth and poverty reduction.

Investing in people

109. Efforts to strengthen the human resources of the
poor must recognize that, unlike the non-poor, the abso-
lute poor are trapped in a situation in which economic
growth and social development are interdependent. The
strong interrelationship between economic growth and
social development highlights the vicious circle wherein
low growth spawns low growth and poverty breeds pov-
erty. By definition, the absolute poor are those who sub-
sist on very low incomes. Low incomes carry with them 2
limited capacity to save and invest, limited means for
obtaining health services and hence a high risk of per-
sonal illness, limitations on job and locational mobitlity,
and limited access to education, informatioh and training.
Poor parents cannot provide their children the opportuni-
ties for better health and education needed to improve
their lot. Lack of motivation, hope and incentives creates
a barrier to growth that is just as real as a lack of financial
means. Because the poor lack the social characteristics
necessary to emerge from poverty, the legacy of poverty
is often passed from one generation to the next. To rise
out of poverty, the poor need not only the enhanced op-
portunities brought about by faster economic growth but
also an enhanced capacity to respond to the opportunities
created by a growing economy. This requires a wide range
of policies and a concerted effort sustained over many
years.

110. Poverty reduction policies for able-bodicd
young and working age individuals must focus on raising
their productivity through investments in human and
physical capital leading to higher levels of output and
income. The connection between education and earning
capacity is well documented, and programmes directed at
strengthening educational opportunities for the poor are
therefore essential to raising the incomes of those mired
in poverty. These programmes should have three principal



objectives: preparing the unskilled for better jobs, aug-
menting the supply of scarce skills and upgrading the
training of the poor, and improving the functioning of
labour markets. Similarly, the striking discrepancies be-
tween the health status of the poor and the non-poor, apart
from its inherent inequity, point to the necd to improve
the health attributes of the young and working poor so as
1o increase their capacity to engage in productive activity.

111. Investment in human capital must be comple-
mented by investment in physical capital. Inferior facili-
ties and poorly qualified teachers and health workers, for
example, may lower the value of education and the bene-
fits from health care. For the full benefits of better educa-
tion and health care to be reaped by the poor, a major
effort may be necessary to upgrade schools and clinics in
terms of their physical plant and their staff; similarly,
programmes to improve education and health carc may
have to be supported by a range of community services
such as improvements to sanitation facilities, roads and
the private housing stock.

112. Knowledge about the circumstances in which
the poor live, their demographic characteristics and social
attributes, and where they reside is essential if a sound
poverty reduction policy is to be formulated. Information
about the absolute poor, however, is spotty. If pro-
grammes and policies for attacking poverty are to be tai-
lored to the nceds of different segments of the poor popu-
lation, more needs to be known about their numbers and
characteristics. For this reason, a main focus of the litera-
ture on poverty has been on identifying characteristics of
the poor which distinguish them from the non-poor and
affect the design of programmes for social development
targeted to the specific needs of different groups in
poverty.

Human resource prq{iles of the poor and
poverty reduction®*

113. In terms of their demographic profile, the poor
reflect social characteristics different from those of the
non-poor, which diminish their opportunities for develop-
ment. The poor tend to be part of larger households and
have more children than the non-poor, with the result that
children appear to be more likely than adults to be poor.
Houscholds with low per capita consumption or income
are typically younger and their members are more likely
to die prematurely. In developing countries, infant and
child mortality increases stecply with poverty. High in-
fant and child mortality in the poor population leads to
early marriage and a high number of births to achieve a
completed family size. High fertility is also encouraged
by the need for support from children in old age and by
the need for supplementary labour in the household and
on the farm. These factors tend to lower average per cap-
ita incomes, hinder the accumulation of physical and hu-
man capital and lead to fragmented agricultural plots and
scarcer land resources relative to the non-poor popula-
tion. Any poverty reduction strategy must address these
population issues,

114, In terms of a profile by gender, several recent
studies suggest that women do not appear to be overrepre-
sented in consumption-poor households nor do they find
that female-headed households are more likely to be poor.
One reason may be the pervasive nature of mass poverty
in some developing countries, which simply engulfs a
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large proportion of the total population. On the other
hand, a major study of the International Fund for Agricul-
tural Development (IFAD) found that women were over-
represented among the rural poor in 114 developing
countries.*> Based on the IFAD data, ILO calculated that
the number of rural women living below their country’s
poverty line was much larger, and rose more quickly, than
the number of men, suggesting that there has been a rela-
tive rise of poor households headed by women.46 Because
national statistics rarely provide an enumeration of men
or women living in poverty, the question of the feminiza-
tion of poverty in developing countries is one that re-
quires further study,

115. Even if women are not overrepresented among
the poor, poverty nonetheless affects women dispropor-
tionately because of their dual role as both domestic and
market labour. Poor women in developing countries carry
the burden of work both inside and outside the household,
preparing meals and taking care of children within the
home; gathering firewood, carrying water and planting,
tending and harvesting crops and animals in the family
plot; and working outside the home, often for long hours
at marginal wages as the sole means of survival for their
families. Except among the very poor, there is evidence
that as poverty deepens, female age-specific labour force
participation rates increase sharply as income falls while
the child/adult woman ratio rises. In the market, poor
women are often relegated to work in the agricultural or
informal sectors, where labour is hard, hours are long and
wages are low. With their domestic responsibilities, poor
women face less chance of escaping poverty as their com-
mitments to their families lower their mobility. Older sis-
ters must often care for their younger siblings rather than
attend school, perpetuating a cycle of low education and
low-paid jobs for women from one generation to the next,
Cultural discrimination in education, job assignments
and property rights also often prevent them from seizing
opportunities available to men.*’ Finally, in some cul-
tures, widows (and women in general) face discrimina-
tion in employment and at home, leading to a higher risk
of poverty.*8 If policies aimed at eliminating absolute
poverty are to be successful, special efforts must be made
to improve education, employment opportunities and the
status of women.

116. Interms of their human capital profile, the poor
lack the investments made available to the non-poor. Hu-
man capital encompasses education, work experience,
physical fitness and stamina, and other characteristics
which make pecople productive and self-reliant. The rela-
tionship between human capital and poverty is a complex
one: a lack of human capital takes a variety of forms—
illiteracy, lack of income-augmenting skills, and malnu-
trition and morbidity affecting physical stamina—which
lower the ability to invest in human capital. Moreover, the
production of human capital takes time, both in terms of
the time necessary to put in place required infrastructure
and inputs and in terms of the time necessary to gain a
basic education and learn new skills,

117. In the case of the absolute poor, given their
heavy dependence on unskilled labour, the contribution
that improved skills and knowledge can make to growth
and poverty reduction can be very high since training and
education yicld benefits not only to the person receiving
it but also to society at large. For the individual, educa-




tion produces tangible rewards from increased productiv-
ity and a higher paying job and intangible rewards from
being able to live a fuller life in every sense. Some of
these benefits relate to consumption and contribute im-
mediately to an improvement in living conditions, while
others are “investment in human capital” and like invest-
ment in machinery and equipment yield compounding
benefits over a period of years. For society as a whole,
education provides the basis for a more informed and
effective citizenry and is the most important force behind
economic growth. Formal education also tends to accul-
turate different groups in society, encourage attitudes of
cooperation and participation, and equalize opportunities
within a society.

118. The contribution of education to the increase in
labour productivity and poverty reduction has long been
recognized and documented.? Recent research supports
the conclusion that education can make a significant con-
tribution to the reduction of absolute poverty in develop-
ing countries. According to one study, literate farmers
with at least a primary education are more productive and
more responsive to new agricultural technology than illit-
erate farmers, and education improves their prospects for
escaping poverty.’® Crafismen and mechanics who can
read and write are believed to be better able to keep up to
date with changing technology in their fields. In other
studies based on cross-section evidence from both house-
hold surveys and international data sets, strong links be-
tween health and education in a region or country and its
subsequent growth and poverty reduction have been
noted, especially where primary education has been ex-
tended to women and is completed.5! Intra-country com-
parisons between individuals who have received some
education and individuals who have not also confirm that
poverty reduction through education is cost-effective.
Some of these data sets also suggest diminishing returns,
however. Moreover, the benefits from primary education
undertaken for only a few years appear to be small. In-
creasing the proportion of education resources allocated
to basic and primary education and to the poorest groups
or regions in a country reduces poverty, according to
these studies, but complementarities across different lev-
els of education must also be considered. The capacity of
the poor to benefit also depends on nearby opportunities
to use acquired capacities.5? The strong correlation be-
tween educational attainment and poverty reduction sup-
ports the conclusion that strategies for poverty reduction
must focus on reducing widespread illiteracy, especially
among women, and improving the quality and orientation
of educational opportunities, especially as they relate to
the necds of the labour market.

119. In terms of their health profile, people in poverty
carry a greater burden of disease and illness, but because
health systems are skewed towards large urban areas, they
are rarely accessible to the absolute poor, most of whom
reside in rural areas. Malnutrition, particularly of children,
and problems of food security are also linked to poverty.
Lack of adequate health services and deficits in food-
energy and protein reduce the productivity of the poor
and impair the ability of impoverished children to learn.

120. Finally, it must be noted that, when improving
the health profile of the poor, greater food security is
essential for breaking the vicious circle of poverty and
malnutrition. In rural areas, this requires measures to pro-

86

mote subsistence farming and to raise the returns farmers
receive on marketed crops by creating a policy environ-
ment that promotes increascd food production through
secure land tenure arrangements and appropriate pricing
and incentive policies. It would also provide better infra-
structure, especially feeder roads and small-scale irriga-
tion, improved access to credit and inputs, research and
extension services and agricultural marketing. In the ma-
jority of developing countries, where women constitute
more than 80 per cent of food producers, measures to
enhance household food security must address institu-
tional discrimination against women in their attempts to
gain access to land, credit, education and technology.

121. With regard to social services in general, some
studies suggest that the incidence of benefits from public
spending on rudimentary social services such as primary
education and basic health care is usually somewhat pro-
poor, possibly because the non-poor often turn to the pri-
vate market for primary education and health care and
because the poor tend to have larger families and more
dependants. The distribution of benefits from higher cdu-
cation and tertiary medical care in hospitals is much more
regressive. Similarly, the practice in many countries of
charging low prices for social services regardless of cost
may result in the non-poor being subsidized more than
the poor. In these cases, sclective user fees for basic
health services, with exemptions for the very poor, can
promote both efficiency and equity.

122, The literature on poverty suggests that social
sector expansion must be accompanied by a recognition
that social development for the poor can occur only if
priorities are shifted and the organization and financing
of social services changes to include wider coverage for
the poorest segments of the population. Developing the
necessary physical infrastructure—roads, schools, sanita-
tion facilities and primary health clinics—in support of a
reorientation of social investments must also be seen as a
high priority, especially through targeted programmes of
public and private investment in those areas (rural dis-
tricts and urban pockets) and for thosc groups (usually
minorities and the disadvantaged) most vulnerable to
poverty.

3.

123. Because general policy measures may fail to
provide the targeted assistance required to deal with the
needs of the poor, additional measures are needed to alle-
viate malnutrition and other immediate needs and to im-
prove the capacity of the poor to lift themselves out of
poverty. Targeting poverty where it is concentrated re-
quires knowing where the poar reside and designing poli-
cies appropriate to the environment in which they live.

Targeting poverty where it is concentrated

Intra-country distribution of the poor>?

124, Information about the distribution of the poor
between the countryside and the cities of developing
countries—and hence the priority to be given to rural and
urban areas when designing programmes for poverty re-
duction—is very limited. The available data show that,
although less visible than in urban areas, the poor are
disproportionately found in rural arcas where they are
engaged primarily in agricultural and associated activi-
ties, The concentration of the poor in rural areas reflects
both the high rural share in the total population of most



developing countries and what would appear to be the
higher incidence of poverty in rural areas.

125. Comparisons of rural and urban poverty rates
are difficult to make for several reasons. While settle-
ment patterns in developing countries tend to concentrate
the majority of the population into cleatrly urban or rural
places, the terms urban and rural are not used consistently
across studies or across countries. Another problem when
comparing poverty between urban and rural areas arises
because of spatial cost-of-living differences that result in
urban poverty lines being set at a higher real level than
rural poverty lines. Notwithstanding these measurement
problems, data on consumption or income per person
which allow for rural-urban price differences for several
countries in the 1980s show a wide range of rural-urban
poverty ratios, all of which exceed 1.0. This strongly sug-
gests that the incidence of poverty is considerably higher
in rural areas.>4 Consistent with the higher incidence of
poverty in the countryside, the incidence of poverty was
found to be lower in large cities than in other urban areas
in some countries (Indonesia, Tunisia and Cdte d’Ivoire).

126. The high incidence of poverty in rural areas cre-
ates several problems. Because average incomes are very
low, rural communities have difficulty investing in
schools and other public facilities, and low incomes and
poor facilities cause out-migration to the cities, often by
the most enterprising and productive individuals, leaving
behind the less employable, the less skilled and educated,
and the oldest and youngest segments of the population.
In addition to the rural/urban dichotomy, sharp regional
disparities in poverty incidence ratios have also been
noted. For example, in Indonesia in 1990 the rural-urban
poverty incidence ratio was estimated to be 2.2, while the
ratio of the highest poverty incidence in rural areas of any
province to the lowest was estimated at 4.3. Regional
variations in the incidence of rural poverty are often
strongly associated with rainfall and dependence on rain-
fed agriculture. The persistence of these differences in
poverty incidence indicates that regional factor mobility
has plainly not equalized the risk of being poor.

127. Poverty in the countryside is marked by its com-
mon connection to agriculture and land, whereas urban
poverty is more heterogeneous in how people are em-
ployed and incomes are generated. Poverty in the rural
sector also tends to be explained more by poor access to
physical assets (particularly land), outdated farm technol-
ogy, the lack of non-farm employment opportunities, and
inadequate schooling and health care rather than by the
kinds of labour market distortions that characterize the
urban sector. A comparative study of seven Asian devel-
oping countries in the late 1980s showed that the rural
poor depended more on agriculture than the rural non-
poor. A similar relationship has also been observed in
West Africa. Relative to the non-poor, a smaller proportion
of the rural poor are engaged in such non-agricultural
activities as petty services, local trading and various
forms of low-paid, small-scale commerce. Their prosper-
ity is nonetheless linked to agriculture because it depends
on forward and backward production and consumption
linkages with farmers.

Urban policy>®

128. Developing countries have experienced a rapid
growth of cities and an unprecedented movement of peo-
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ple from the rural countryside to urban areas. With the
rapid spread of urbanization has come a tremendous
growth of slums and shantytowns where the urban poor
reside. As in the countryside, most of these new settle-
ments are without clean water, sewerage systems or elec-
tricity. Even in more established urban areas, the poor live
amidst deteriorating facilities, inadequate social services
and high unemployment, which create a dehumanizing
and hostile environment. Despite the poor urban living
conditions, large-scale migration from rural to urban
areas continues.

129, Considerable success has been achieved in help-
ing the urban poor, especially through improvements to
housing, sanitation and utility services. The policy ap-
proach to housing problems in developing countries has
gone through three phases. In the first phase (1950-1975)
policy makers sought to solve the urban poverty problem
by clearing slums, introducing zoning and restrictions on
migration and constructing low-cost housing. As a result,
some poor were expelled from urban areas and others
were exposed to arbitrary harassment by settled towns-
people and local authorities, while civil servants and lo-
cal authorities were subsidized. Scholars, activists and
others helped terminate, or at least modify, these anti-
poor policies, many of which had proved ineffective.

130. In the second phase (mid-1970s to late 1980s)
policy makers recognized the poor as a lasting urban
presence and sought to enlist their participation in “peo-
ple-oriented” development projects, such as developing
their housing areas. These efforts, including site and serv-
ice projects and slum upgrading, reached the poorest seg-
ments of the population (albeit seldom the lowest catego-
ries of income recipients). Some restrictions placed on
these projects were later abandoned as counter-produc-
tive. For example, in the early site-and-service upgrading
schemes, beneficiaries of materials and loans were for-
bidden (albeit not very effectively) from hiring labour or
renting out their improved dwellings. The effect of such
restrictions was to prevent renters or hired workers from
sharing the benefits of the upgrading schemes with the
dwellers, even though excluded tenants or workers were
usually poorer than the dwellers themselves.5¢

131. In the third phase, which began in the early
1990s, emphasis has been placed on improving the provi-
sion of services to these upgraded areas—and to a lesser
extent to the much poorer unregistered slums—mainly
through better financial management and cost recovery.
Effort has been made to secure and clarify the property
rights of the urban poor. Throughout this three-phase
learning process, urban housing policy has generated
substantial benefits per unit of cost for the urban poor,
although probably not for the very poorest.

132. Most of the urban poor work in the informal
sector, traditionally viewed as characterized by easy en-
try, little unionization, no legal minimum wage, weak
safety standards, low physical capital inputs, low returns
to labour and mainly small, often family-based enterprise
units typically producing non-traded goods consumed
mainly by the poor. This view of the informal sector has
changed recently in the light of new data on the diversity
of products and skills in the sector. Large income in-
equalities are often found within the informal sector, with
some workers earning far more than some formal sector
workers. Current thinking on urban poverty puts greater




emphasis on individual characteristics such as human
capital endowments than on migration equilibrium
with a fixed urban wage. Consistent with this emphasis,
the urban informal sector has increasingly been viewed as
having substantial growth potential, although this poten-
tial is hampered by market failures, excessive govern-
mental regulations and a bias in favour of the formal
sector.

Rural policy

133. Despite the importance of agriculture in devel-
oping countries and the concentration of the absolute
poor in the countryside, government expenditure is usu-
ally directed towards urban areas and, within those areas,
towards manufacturing and commercial activities. Given
that the bulk of the poor are in the countryside and the
incidence of poverty is higher in rural areas, increased
attention and more resources must be directed towards
rural development in general, and to the role of the poor
in the agricultural scctor in particular, if substantial pro-
gress is to be made in rural poverty reduction in develop-
ing countries. Rural anti-poverty policy should focus on
improving the amount, productivity, stability and distri-
bution of farm inputs, employment and output, and on the
social and physical infrastructure of rural areas.

Targeted intervention for poverty alleviation

134. Governments of many developing countries
have used targeted measures to enhance food entitlements
and raise the income of the poor.57 As part of structural
adjustment programmes implemented since the early
1980s, however, food subsidies have been reduced in
many developing countries explicitly through budget al-
locations and implicitly through overvalued exchange
rates when food is imported. Untargeted food subsidies,
which can account for a large proportion of government
expenditures and often benefit the non-poor as well as the
poor, have in many cases been replaced by more targeted
interventions, such as selected subsidies, food rations,
food stamps and food supplementation. Targeting has
been based on the selection of inferior foods (presumably
consumed mostly by the poor), geographical area, income
level, employment status, season of the year and atten-
dance at health care clinics. Despite this shift in empha-
sis, abuses and leakages continue, and the information
needed to design targeted programmes and the capacity to
administer them remain insufficient, In the end, the effi-
ciency of the different instruments will have to be bal-

anced against the importance of the problem they address -

and their effectiveness in the light of the political situ-
ation. This analysis will lead to different kinds of inter-
ventions in different countries.

135. The issue of targeting is especially relevant for
food assistance in emergencies. Because of the life-or-
death nature of assistance to the absolute poor in times of
food scarcity, assistance must be immediate and uncondi-
tional. In dire emergencies, food for the famine stricken
must be distributed rapidly, not simply for humanitarian
reasons but also to prevent increases in the price of food.
Often it is the rise in food prices—or the anticipation of a
price rise—rather than the actual lack of food availability
that causes starvation. Waiting to deal with an emergency
until the desperate have congregated in camps or mi-
grated in scarch of food can breed discase and result in
death.5?
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136. Once the immediate threat is over, programmes
can target reconstruction and.relief dirccted at preventing
a recurrence of the emergency. Public employment pro-
grammes are a form of intervention which can simultane-
ously prevent a decline in food production and distribu-
tion and help prevent future emergencics and disasters.
Such programmes can include replenishment of seeds and
young stock and drought-proofing through improved
water management. In countries in which scarcity of in-
frastructure constrains relief ¢fforts or exacerbates a dig-
aster, public employment programmes to construct roads,
breakwaters and irrigation systems will have positive
long-term benefits.

4. Advancing opportunities for the poor

137. Efforts to reduce poverty must go beyond pro-
moting prosperity through faster economic growth, and
social development through the provision of social serv-
ices, especially education. Strategies for reducing pov-
erty must also include programmes that deal with the
specific economic and social problems of the poor in the
circumstances of each country and, indeed, in the commu-
nities and rural areas in which the poor are concentrated.
Programmes for the poor must be tailored to address local
problems and local conditions. and they must aim to over-
come obstacles and widen opportunities for the poor
where they live and work.

Providing access to credit

138. One important way that the potential of the poor
can be tapped is by improving access to credit.’® Because
input requirements and output flows vary throughout the
year, poor people in rural arzas need credit to smooth
consumption and production. In urban areas credit is
needed to finance self-employment activities. High trans-
action and enforcement costs deter commercial and pub-
lic sector lenders from lending to poor people or to people
in remote areas, leaving the poor with insufficient credit
in many developing countries. Inadequate access to credit
may make it impossible for poor people to take advantage
of opportunities that involve an initial period of learning
or high risk. In such cases, subsidized credit may be jus-
tified as a means of cncouraging experimentation (espe-
cially by the poor, the less literate and the more risk
averse) and may be preferable to subsidies for specific
productive inputs.

139. Thirty years ago dirccted credit programmes
were a major development tool, and it was widely be-
lieved that the poor could be helped through massive sub-
sidized credit, provided either by state-run or private
banks. As problems with these schemes emerged, how-
ever, their usefulness was reconsidered. Experience in
most countrics showed that directed credit programmes
stimulated capital-intensive, labour-displacing invest-
ments and involved high lending costs. Moreover, much
state-subsidized credit never recached the poor but instead
bencfited rich clients, who borrowed at below-market
rates and who often defaulted on their loans. To save
agencies and banks from bankruptcy central banks were
induced to expand credit, exaccrbating inflation. These
actions tended o drive out private savers and lenders by
subsidizing their competition. A fundamental dilemma of
the credit market in poor developing countries is that out-
side agencies (including government banks) lack suffi-
cient information about borrowers and consequently in-



sist on conditions that disqualify many of the poor. Where
government programmes are not available, however, local
lenders generally have limited funds and charge high in-
terest rates.

140. The critique of the early experience with credit
for the poor exaggerated the system’s problems and over-
looked some of its achievements. Expansion of formal
credit to the rural sector in India, for example, had a
substantial impact on non-farm rural growth and appears
to have realized an acceptable economic return. Because
of high transaction costs and collateral requirements,
bank loans to rural households reached only a small pro-
portion of the poor and provided less credit to the poor
than to the non-poor. But the poor were not discriminated
against in terms of loans per hectare, and they received a
larger per hectare share of cooperative and regional rural
bank lending than did the non-poor. Farmers operating
less than two hectares received 62 per cent of Indian com-
mercial bank loans in 1985 although they farmed only 26
per cent of the operated area. Because banks forgave un-
paid loans, such lending did constitute a huge cost to the
State, but levels of amounts overduc on formal credit
grossly exaggerate the volume of bad debts.

141. A “new synthesis”, based on more detailed
analyses of financial institutions’ experience in the 1980s
and early 1990s, recognizes that lending to the poor, even
if competitive, is inevitably expensive. Transaction costs
per loan are in part fixed, for both borrower and lender,
and thus represent a high proportion of the small loans
that poor people often need. Such costs account for an
especially high proportion of the small, seasonally
peaked, often consumption-oriented loans sought by the
very poor. Formal lenders face even higher costs than
local informal lenders in reaching and screening dis-
persed rural poor borrowers and in monitoring loans to
them. Banks face greater problems in enforcing repay-
ment in remote and inaccessible areas, especially if
there is no plausible collateral, as is usual for poor non-
landowning borrowers. Lack of local knowledge raises
the costs to large formal lenders arising from adverse
selection (the fact that people likely to default on loans
are more likely to seek them) and moral hazard (the fact
that people may take greater risks if those risks can be
shared with a lender). Even local moneylenders often
face high screening costs to reduce such dangers. Local
lenders face greater covariance because many borrowers
in a region may simultancously be unable to repay loans
during bad times, especially in agricultural areas. Such
covariance is much smaller for large, multi-purpose, multi-
sector (and geographically diversified) lenders.

142. Because the use of insurance and intermediation
as substitutes for small loans to individuals is costly, em-
phasis has shifted to the role of group lending. Members
of a group jointly take responsibility for repayment by
each member. If any member defaults, other members are
denied future group loans, and the individual loses his or
her reputation and has difficulty joining other groups.
“Peer monitoring” within such groups enables lenders to
reduce supervision costs and the risk of default on small
loans without improving collateral requirements that ex-
clude the poor. What is new in this approach is the com-
bination of group lending and peer monitoring with inter-
mediation, usually by branches of non-governmental
organizations and with a primarily developmental role for
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credit that recognizes the issue of fungibility. Experience
has shown that credit groups are most likely to succeed if
they are small, voluntary and homogencous. Of course,
group homogeneity also creates economic risk, but this
risk can sometimes be reduced by credit insurance. More-
over, high covariance of activities among members of a
small group raises each member’s concern about joint
default and reduces the cost of mutual monitoring; it also
increases the likelihood of benefit, since advice by fellow
group members is likely to be based on similar experi-
ence.

143. Because even the best-run credit agency will ex-
pericnce some defaults, and small loans to the poor have
high ratios of enforcement and administrative costs to
loan size, interest rates on loans to the poor must be high.
Local intermediation, however, can reduce administrative
costs by | to 2 per cent of loan values, and efficient
administration can reduce costs by another 3 per cent,
according to Women’s World Banking, an international
non-governmental organization. Women borrowers—who
are almost always under-supplied with credit because in-
heritance practices deny most of them the land needed as
collateral—repay significantly larger proportions of their
loans than do men.

144. Strict repayment discipline has been associated
with larger proportions of credit reaching the poor (and
women) and with larger amounts of credit available for
lending in the medium term. New wave lenders have
often had to overcome an initial hurdle created by past
politicalization of debt repayment, namely, the perception
that the banks or other apex agencies were making gifts
rather than loans. Many new wave semi-formal credit in-
stitutions have had repayment rates of 90 to 99 per cent.
In contrast, most cstablished formal lenders and coopera-
tives, which have been far less successful in reaching the
poor, have repayment rates of only 50 to 75 per cent.

145, A recent review of the experience with credit
policies and programmes in East Asia indicates that both
economic and institutional factors are important in the
design of successful directed credit policy programmes 50
Economic factors include macroeconomic stability, a
competitive domestic environment, an orientation to-
wards exports and effective coordination of the range of
policies involved in promoting growth and poverty reduc-
tion. Institutional factors include effective monitoring
systems and coordination arrangements and an ability by
government agencics to ensure compliance. The Asian
experience with credit suggests that credit programmes
should be small, narrowly focused and of limited dura-
tion; subsidies should be low (to minimize distortion of
incentives); and credit programmes should be financed
by long-term funds (to prevent inflation and macroe-
conomic instability) channelled through well-capitalized,
administratively capable financial institutions which are
professionally managed.

Land reform

146. Another important way in which opportunities
can be promoted is by redistributing existing stocks of
assets to the poor. Since the major asset potentially avail-
able to thc absolute poor, especially in rural areas, is
access to land, many of these efforts have focused on
land reform. Large redistributions of land, such as those
undertaken following the Second World War, have been




associated with rapid reductions of poverty, but they
have occurred only in times of great political upheaval.
The pace of redistributive land reform slowed after the
mid-1970s, but is picking up again in Latin America,
Eastern Europe, South Africa and north-east Brazil,
where it is being intermediated by local authorities and
non-governmental organizations.

147. Based on areview of 11 studies, two conclusions
can be drawn about the experience with land reforms over
the past few decades. First, the only type of land reform
that reliably reduces poverty and enhances efficiency and
growth is redistribution that transfers land from large farms
to small private farms. Other types of land “reform”, in-
cluding enforced registration of individual title, collec-
tivization, state farming and prohibition of tenancy almost
always hurt the poor and reduce farm efficiency. Second,
to evaluate the impact of land reforms on poverty, it is
necessary to assess the impact of such reforms on the
sources of employment and incomes and their impact on
the distribution and amount of net income received from
land, which may on balance adversely affect the poor.8!

148. The issue of land reform remains central to dis-
cussions of poverty reduction because in most of Africa
and Asia the poor are overwhelmingly rural, and rural
poverty incidence is strongly correlated with inequality
in the size of farmland holdings. Indeed, the absolute
poor are disproportionally engaged in agricultural and
associated activities, often eking out meagre livetihoods
from subsistence agriculture or as low-paid farm workers,
and the most important determinant of inequality in rural
income and wealth is the structure of land ownership.
When undertaken in a decentralized, market-friendly
fashion, non-confiscatory land reform can contribute sig-
nificantly to poverty reduction, economic growth and
more even income distribution. The smaller holdings cre-
ated by more even distribution of land are usually more
productive than larger holdings, because of higher crop-
ping intensities and greater labour intensity.52

Public works measures

149. A third way of promoting opportunitics for the
poor is by creating jobs through public works measures,
most of which involve the construction, upgrading or
maintenance of public infrastructure.®* Public works pro-
grammes have several advantages. First, they tend to sclf-
target the able-bodied poor. If the wage offered is low,
such schemes attract only people who have few other
opportunities to earn a living; and the corruption and
arbitrary outcomes of direct targeting by project manag-
ers—and, to some extent, the imperfections of indirect or
indicator targeting on groups or areas belicved to have a
high incidence or severity of poverty—are avoided.6*
Second, public works programmes provide an opportu-
nity for training and removing barriers to job access. On-
the-job training through public works projects can facili-
tate eventual private sector ecmployment and higher
incomes; public works jobs can also provide experience
in the formal sector, with opportunities for counselling
and training to raise the productivity of participants, par-
ticularly young workers. Arbitrary hiring standards and
customary employment practices in the private sector
often [imit work opportunities for the poor, and public
works employment can adjust standards and restructure
work patterns until the level of workers skills and expe-
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ricnce mects private sector standards. Third, through the
multiplier effect public works programmes raise the level
of income in the local economy as a whole, thereby indi-
rectly affecting poor people who do not participate in
these schemes.

150. The record of public infrastructure employment
for the poor has been mixed. Although early schemes
were largely ineffective, programmes implemented since
about 1980 have created many jobs for the poor and en-
hanced their incomes in the short term. Over the longer
term, however, the effect on poverty has been small. Such
programmes must thus be supplemented by other types of
programmes and by the poverty-reducing impact of macro-
economic policy that promotes strong economic growth.

151, To be successful a public works employment
programme must employ enough people to account for a
significant share of the workforce. Bolivia’s Social Insur-
ance Fund, for example, employed 3 per cent of the work-
force in mid-1987. In Chile public works programmes
employed 6 per cent of the workforce in 1976 and 13 per
cent in 1983 (at a cost of only 1.4 per cent of GNP in
1983, indicating very low average wages and successful
self-targeting). In Honduras some 5 per cent of the work-
force was employed by public works projects in 1990-
1993, which was encugh for unemployment to fall by 20
per cent. In Cape Verde in 1983 and Botswana in 1985-
1986 some 25 to 30 per cent of the workforce was em-
ployed in labour-intensive public works; income gener-
ated from these projects appears to have preveated rising
mortality despite a prolonged and severe drought. Two of
the largest programmcs in terms of number of workers
employed and duration are Bangladesh’s Food for Work
Programme and the successors of Food-for-Work in In-
dia, which are now largely based on cash payments. The
Employment Guarantee Scheme (EGS) in Maharashtra
(India) appears to have reduced ruraf unemployment by
10 to 35 per cent; in a sample of villages aimost half of
wage employment was supplied by the scheme, which
cost about 10 to 14 per cent of the state budget. In India
as a whole, about 2.2 million full-time-equivalent work-
ing years have been generated by major employment
schemes, the vast majority of them in rural areas. Although
the number of jobs created has been large, less than 2 per
cent of India’s rural workforce has been employed in pub-
lic works schemes. Moreover, not all of the jobs created
by public works programmes have represented additional
employment because low wage rates have encouraged lo-
cal officials to use these programmes for construction
that would have taken place even in its absence. Nonethe-
less, public works programmes in India have probably
created enough new jobs, including multiplier and sub-
sequent spreading effects, to reduce poverty significantly,
at least in the short run.

152, Although public works programmes have helped
reduce poverty in the short run, they do not facilitate a
permanent escape from poverty—aunless the programme
has been designed to build up financial, physical or hu-
man capital assets {savings, buildings and equipment, in-
frastructure, skills and training, and health) owned by or
providing future employment to the poor. Some forms of°
village infrastructure, such as the drought management
works favoured by Maharashtra’s EGS, may help the poor
directly by providing some protection against crop loss.
However, between 1984 and 1990, EGS resources drifted



towards other projects, such as road building. Thesc pro-
jects tended to benefit the wealthier rural population,
Employment schemes to build primary schoolrooms (as
in Kenya’s Harambee programme in the 1960s, for exam-
ple) can help the poor by increasing their human capital.
In Bolivia a programme that focused on small basic
health and education projects has created social services
likely to benefit mainly the poor. In Honduras health care
and primary school attendance both appear to have risen
by about a quarter as a result of new facilities created by
employment projects.

153. Public works projects should benefit the poor.
However, if only the poor benefit, support by the rest of
the population for costly employment schemes may be
weak., Moreover, according to one researcher, employ-
ment schemes are designed mainly to alleviate current
poverty, and there are better ways of creating asscts.65

154. Although anti-poverty programmes tend to be
implemented at the local level, extensive poverty—espe-
cially mass absolute poverty—is not simply a local phe-
nomenon, and the problem of poverty is not confined to
the localities in which it is most prevalent. Poverty may
reflect more basic national problems—unequal distribu-
tion of opportunities and wealth, an unstable macro-
economic environment, a legacy of social tensions—that
local efforts and local programmes cannot overcome. For
this reason, reducing poverty must be seen as both a na-
tional responsibility and a local commitment. Finally,
anti-poverty programmes that provide opportunities for
the able-bodied poor cannot address the needs of the aged
poor or those made poor by disability and infirmity, who
lack not only income but also any realistic opportunity to
become productive and raise their incomes.

5. Providing a safety net for vulnerable groups

155. The problems of the poor are many and di-
verse.®¢ Families are large, health status is poor, living
conditions are hostile, and employment opportunities are
scarce. Poor people who arc unable to work are often
isolated from their families, friends and society at large.
For the working poor, the very changes associated with
economic and social development often threaten their al-
ready meagre livelihoods. The pace of rapid and uneven
development may make “adjustment” impossible, even
for those willing and able to adapt under less demanding
circumstances. In these situations, safety nets may help
address the problems of those permanently living in pov-
erty or affected by change in a way that prevents them
from being able to respond to the transformations and
opportunities brought about by development. Specific
groups for whom safety net programmes may be needed
include the aged, the ill, the disabled, broken families and
victims of discrimination.

Social security and social assistance

156, Formal arrangements for protecting individuals,
families and communities from income inadequacy, vari-
ability and loss depend on a country’s capacity to protect
its population against various contingencies through in-
stitutionalized mechanisms for redistribution and insur-
ance. As of 1990 about 150 countries had established
some type of social security programme; a much smaller
number of countries have programmes for social assis-
tance benefits.87 Social security programmes in develop-
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ing countries differ widely in coverage and usually devel-
oping countries cannot afford to include the poor in their
schemes. Coverage of these programmes varies consider-
ably across countries. While most countries have some
type of employment injury compensation programme,
few developing countrics currently extend unemployment
benefits to their working population or have schemes
covering sickness or maternity. Most of the programmes
cover only workers in the formal sector, where the work-
force is stable. The large share of the population that lives
in rural areas and engages in subsistence activities or
works in the informal sector in rural and urban areas is
not protected under current formal arrangements, Com-
pliance with social security and other regulations by em-
ployers and others is often weak, administrative overhead
expenses are high and disbursements are delayed, limit-
ing the benefits of these programmes. Many programmes
have also run into actuarial imbalances which threaten
their longer-term viability.68

157. Several middle-income developing countries,
mainly more urbanized countries in Latin America, have
introduced formal social security and insurance pro-
grammes which cover such contingencies as unemploy-
ment and employment injury benefits, old age pensions,
medical care and disability, and widowhood needs. In
some countries in Latin America, North Africa and
South-East Asia, social security coverage has been ex-
tended to some agricultural workers and people engaged
in the informal sector, such as domestic workers and
some of the sclf-employed. Other countries have made
voluntary coverage available,%” but in most developing
countries coverage remains low and does not extend to
the working poor.

158. Where absolutc poverty is pervasive and the aver-
age level of income is low, formal systems for social pro-
tection and income transfers are not available and will not
be feasible in the near future. In these countries, credit
and insurance markets are underdeveloped and the labour
market is characterized by a high proportion of self-
employment in an informal setting. Tax collection in
these countries is difficult, and competing demands on
budgetary funds—for capital outlays on infrastructure
and for primary education and basic health care—exhaust
available resources. Formal social security schemes re-
quire the regular collection of contributions, the timely
recording of these collections, their safe and productive
investment and the eventual payment of benefits in a timely
manner, all at reasonable cost. Programme implementa-
tion requires a highly developed organization to collect,
administer and disburse funds, a requirement which is
beyond the financial, human and physical resource capac-
ity of many developing countries, especially the poorest.”°

159. Distribution of low-cost or free food rations, es-
pecially at times of natural disaster and in the aftermath
of war and civil calamities is provided in almost every
country. National efforts in this area are often assisted
by the international community, including many non-
governmental institutions, as well as donor Governments
and international agencies.

The family and the community

160. The family is the principal informal source of
security, and often the only means of averting stark depri-
vation. It is particularly important for supporting chil-




dren, the elderly and the disabled. For all people, the
family is the prime source of support for the young,
Young people seeking their first job depend more on par-
ents than they do later in life,”! but poor parents are un-
able to give their children the same opportunities as chil-
dren from non-poor families. More than half of the
elderly people in the world depend on the family to pro-
vide them with the necessary resources, and the family
remains a major source of support for the disabled.”?

161. In developing countries, support for people
without families who are unable to work, for households
without income earners and for individuals and house-
holds suffering from adverse events beyond their control
tends to be based on community-level food security ar-
rangements. Community-based efforts are also common
where the local population shares a high-risk occupation,
as, for example, in traditional fishing communities or
drought-prone agricultural areas. In these kinds of situ-
ations, shared contacts among the local population and
common risks across houscholds often generate informal
arrangements within the community for providing for the
elderly and for poor families that have lost all adult in-
come earners. Often these support systems are based on
religious customs. Local provision can be effective in
identifying the indigent and providing for households in
immediate distress, but it can also break down at times of
severe adversity. Morcover, family and local ties appear
to be weakening, which may impair the ability of commu-
nity-based mechanisms to cope with adversity. Formal
efforts by the State can play an important role in aiding
those most vulnerable to poverty and least able to over-
come it, especially in the face of severe shocks which
threaten households or entire communities at the margin
of subsistence.

Public and private sector support for the
most vulnerable

162. Formal efforts by the public sector may supple-
ment and enhance long-standing informal efforts by fami-
lies and the community to provide for those without a
secure means of support. This is particularly important
when communities are faced with natural disasters, civil
strife and economic shocks. In dire emergencies, the in-
ternational community, particularly non-governmental
organizations, can and does provide a wide range of relief
and emergency assistance, including food, emergency
health care, technical assistance related to relief efforts
and a variety of other resources and programmes (the
term non-governmental organization (NGO) is applied to
a variety of non-profit or voluntary organizations, rang-
ing from international development organizations to re-
ligious groups to informal associations such as women'’s
groups and sports teams).

163. Governments of very poor countries are less
likely to be able to respond than Governments with
greater resources at their disposal, and mainstream devel-
opment organizations and international agencies have
been criticized for failing to provide adequate relief for
the vulnerable. For this reason, the international commu-
nity has increasingly turned to NGOs, which are per-
ceived as more flexible, participatory and responsive to
the needs of the poor. Whatever their organization or
scope, many NGOs share a dedication to poverty eradica-
tion and social development. They tend to work on a
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smaller scale and are closer and more sensitive to com-
munity values and environmental conditions than tradi-
tional national and international agencies. In the field,
NGOs are often more resour¢eful and flexible, require less
financial input than government agencies and involve
more local people, both in identifying and resolving devel-
opment problems and in implementing their programmes.

164. Much of the work of NGOs has focused on hu-
manitarian emergencics, but attention has also been given
to longer-term work in institutional development, educa-
tion and other aspects of local capacity-building, NGOs
have been particularly effective in projects promoting mi-
cro-enterprises, micro-credit schemes, support for small
farmers and other rural production activities. Their role
also encompasses extension services and natural resource
management, especially programmes targeted at disad-
vantaged groups. Because of their relative independence,
NGOs have been difficult to integrate into national strate-
gies for poverty reduction and lack the leverage neces-
sary to maintain their influence when other, more power-
ful competing interests are involved. Nonetheless, they
remain an increasingly important instrument in efforts to
reduce poverty.

6. FParticipating in the world economy

165. Increased participation in the world economy
promotes faster cconomic growth and higher incomes as
efficiency increases as a result of heightened competi-
tion, improved resource allocation based on more rational
prices, access to cheaper sources of finance for capital
accumulation, exposure o new ideas and access to more
advanced technologies and products. The process of
global integration spurs demand for labour-intensive ex-
ports from low-income countries with low wages and
wide scope for productivity increascs and enlarges the
supply of consumer goods in the domestic markeis of
these countries. The resulting pressures to raise wages in
the export sector and lower prices in consumer markets
help to move the poor out of poverty by increasing the
real purchasing power of their growing income. In low-
income countries, policy reforms at the national level de-
signed to expand labour-intensive exports, encourage di-
rect investment and increasc competition from imports
can therefore make a major contribution both to eco-
nomic growth and to poverty reduction. Specific actions
in support of poverty reduction can also be taken by the
international community when integrating poor coun-
tries into the global economy, such as improving market
access for their exports, providing greater forcign invest-
ment in their labour-intensive industrics and increasing
development assistance for building the human, physical
and institutional capacity required to compete in world
markets.

166. While the international economy holds great po-
tential benefits for poor countries and a promise of higher
wages and real incomes for those who labour in poverty,
the requirements of an increasingly integrated world eco-
nomic system present great challenges for countries
handicapped by shortages of physical and financial capi-
tal, limited trained manpower and few established chan-
nels of commerce and communication with the rest of the
world. Moreover, modern international commerce re-
quires great flexibility in the movement of labour and
capital from activities of low return to those of high and
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rising productivity and the rapid incorporation of techno-
logical advances and new methods of production. For de-
veloping countries—especially low-income and least
developed countries—the already difficult problems of
competing in international markets are compounded by
tariffs, quotas and other barriers to the export of primary
products and manufactured goods and by fundamental
imbalances and structural rigidities in their domestic
economies. These constraints on generating export reve-
nues are reflected in a persistent import surplus, a grow-
ing burden of interest and amortization payments on ex-
ternal debt and an inability to establish stable patterns of
trade with other countries.

Requirements for participating in world markets

167. The limited success least developed and disad-
vantaged countries have had in expanding their exports
and containing their imports has brought into sharper fo-
cus four essential requirements for successful participa-
tion in world markets:

(i) Closer integration of domestic and international
markets requires structural adjustment by withdraw-
ing labour and other resources from areas of low
productivity and high underemployment and shifting
them to activities and processes in which productiv-
ity and incomes are higher and the country has a
comparative advantage.

168. To respond to the potential demand for low-cost
labour for producing manufactured exports, poor coun-
tries must adapt production to export requirements—
something that is often difficult in developing countries
because the relevant forces and policies are either too
weak to expand and diversify exports or the domestic
costs of adjustment are unacceptably high in terms of
displacement and hardship imposed on an already poor
population. Moreover, the domestic and external re-
sources required to effect adjustment are often inade-
quate, The domestic economy of a poor country tends to
be undiversified, with large agricultural and mining sec-
tors. Consequently, low-income and least developed
countries depend heavily on export carnings from the sale
of a few primary products. Prices for primary products
are subject to marked year-to-year fluctuations—and in
the case of many of them, declining price trends—making
primary products an unreliable source of foreign ex-
change and an inadequate basis for generating the re-
sources necessary to undertake large-scale adjustment,
The low skill level of workers and the technological back-
wardness of industry also make it difficult for these coun-
tries to break into the market for manufactured goods.
(i) In order to identify lines of production in which to
specialize, the terms of exchange between the local
currency and those of each trading partner must
reflect relative costs of production in the two coun-
tries, and they must be sufficiently stable to foster
confidence in international dealings but not so rigid
as to preclude necessary adjustments in response to
changes in patterns of commerce and the terms of
trade.

169. The limited extent of the market in many poor
countries and the administrative nature of the price sys-
tems in many of them tend to divorce prevailing prices
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from costs or supply and demand conditions. Artificially
low relative prices for farm output, for example, create a
terms of trade imbalance between rural and urban areas
and between agricultural and manufactured goods and
affect the determination of comparative advantage on
world markets. As a result of this divergence between
costs and prices, prevailing prices cannot serve as ade-
quate indicators of factor costs incurred in production or
consumer wants satisfied in consumption. In countries in
which relative prices in the domestic market do not re-
flect relative costs of producing exportables and import-
ables, the exchange rate will fail to link the domestic
economy efficiently with the rest of the world and cannot
serve as a basis for decision-making for either domestic
resource allocation or international trade. In low-income
countries, distortions in domestic prices and an overval-
ued exchange rate are likely to lead to trade patterns that
are inconsistent with their comparative advantage in low-
cost labour-intensive exports.

170. Another factor adversely affecting the ability of
developing countries to increase exports is the rate of
inflation. In poor countries excessive internal demand on
the limited resources available (especially from the gov-
ernment sector), an expansive monetary policy to accom-
modate high levels of public spending, price rigidities in
domestic markets and price fluctuations in external mar-
kets all combine to promote domestic inflationary pres-
sures. A country incurring price increases greater than
the average of other countries will find its exports becom-
ing less competitive and its domestic markets more acces-
sible to imports through an increasingly overvalued ex-
change rate. While a country can discourage imports and
encourage exports by adjusting its exchange rate down-
ward, lowering the value of the currency is in itself infla-
tionary; devaluation may seriously impair the ability of a
small poor country to borrow on capital markets and fi-
nance existing debt. Persistent upward cost and price
pressures and repeated devaluations in response to inter-
nal and external imbalances also destroy the confidence
of producers and investors in the economic climate and
the convertibility of the country’s currency.

(iii) National policies must give high priority to achiev-
ing domestic economic balance and balance-of-
payments equilibrium by avoiding excessive domestic
demand and promoting the supply of exportables.

171. When a deficit in the balance-of-payments
arises a country can seek to correct the imbalance by
fiscal and monetary measures that affect the total level of
domestic demand or by selective measures directed at
external transactions (such as imposing import sur-
charges or quotas or restricting capital movement). To
increase exports it can adopt measures to improve the
country’s productivity and resource mobility, especially
measures directed at raising efficiency in its export-
oriented industries, and it may use wage-price policies to
affect both exports and imports. Countries with a bal-
ance-of-payments surplus have a special responsibility to
maintain an adequate pace of cconomic expansion and a
sufficiently open domestic market to help the balance-of-
payments adjustment process of countries with a deficit.

172. Policy effectiveness can vary markedly from
country to country. Many low-income developing coun-
tries are characterized by a weak administrative apparatus




and few policy instruments acting on a narrow economic
base, which make policy support for balance-of-payments
adjustment and other policy objectives ineffective. Tax
systems, for example, are often unreliable as sources of
government revenue and as a basis for instruments of
policy, and government spending may be difficult to con-
trol for political rcasons. Techniques for carrying out
monetary policy are imperfect in all countries and, in any
event, monetary policy tends to be ineffective in an econ-
omy in which a high proportion of transactions with the
rest of the world are carried out with reference to the
local currency. Finally, short-term supply-oriented meas-
ures designed to spur exports or restrict imports are nor-
mally not effective in a country in which only a limited
range of trade activities are carried out. In these circum-
stances the balance-of-payments adjustment process
tends to focus on restrictions on imports rather than pro-
motion of exports, limiting the inflow of cheaper im-
ported goods and minimizing the expansion of labour-
intensive export.

(iv) There must be sufficient liquidity to finance tempo-
rary external imbalances and adequate domestic
saving and inflows of foreign capital to finance
capital formation and investments in human capital
leading to a faster rate of economic growth and
higher standards of living.

173. International specialization and exchange facili-
tate access to finance from other countries, which can
help prevent short-term disruptions in the domestic sup-
ply of goods and services and provide long-term inflows
of capital and technology. External capital is obtained by
offering a future stream of a country’s own products in
payment, where the decision to borrow is based on the
sacrifice of the domestic resources that would be required
to produce the imported goods at home and instead pay
principal and interest on loans and investments. When
supplementary external resources are used efficiently, a
country can gain time to redress potentiafly disruptive
imbalances in its external accounts; long-term borrowing
can augment a country’s productive capacity at a higher
rate than domestic saving would allow. In both situations
the cost of the foreign resources is less than the disrup-
tions avoided and the additional productive capacity
created.

174. Most developing countries have financed short-
term balance-of-payments deficits and the bulk of their
development needs from their own domestic saving and
reserves, although some countries emerged as major bor-
rowers on international capital markets in the 1970s. In
the 1970s and 1980s, many countries faced severe inter-
national shocks, including increases in oil prices and in-
terest rates, which led to large government deficits, rising
inflation, overvalued exchange rates and pervasive gov-
ernmental controls on the domestic economy and interna-
tional payments. Combined with domestic policy failurcs
these difficultics placed a number of developing coun-
tries, especially Latin American and African countries,
under severe balance-of-payments pressures, and they
were unable to make regular payments to service their
accumulated external debts. In response to the deteriorat-
ing situation, stabilization and adjustment measures were
introduced. Real wages fell significantly, social services
were curtailed in many countries and income inequality
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increased. The adjustment process severely affected
workers in the public and parastatal sectors, privatized
firms and import-competing enterprises. The majority of
the absolute poor in these countries were affected by cut-
backs in social expenditures for primary education and
health care.

175. Deregulation and liberalization policies intro-
duced at this time—often as part of structural adjustment
programmes supported by the World Bank and the Inter-
national Monetary Fund—were intended to liberalize
their trade and investment regimes, strengthen their ex-
port capacity and adapt their domestic economic struc-
tures to world market conditions. While substantial pro-
gress has been made towards liberalization in developing
countrics over the past decade and a half—especially in
trade reform and the inflow of foreign direct invest-
ment—and faster economic growth has been registered in
Latin America and the Caribbean, many lcast developed
and other disadvantaged countries have failed to recover
from the depressed conditions of the 1980s, largely be-
causc of constraints on the implementation of liberaliza-
tion policics and the limited responsiveness of the econ-
omy to them. Because of their positive effects on trade
and investment, liberalization policies have been seen as
offering the best prospects for economic growth and pov-
erty reduction in developing countries. There is, however,
widespread concern about potential adverse cffects on the
poor in some developing countries, especially those in
sub-Saharan Africa, where poverty is most entrenched.

Integrating poor countries into the world economy

176. Participation in the world economy has the po-
tential of being of greatest benefit to the absolute poor in
least developed and other disadvantaged countries. By
redirecting their production and offering low-cost, la-
bour- intensive products in payment, these countries can
acquire imports with less sacrifice of their limited do-
mestic resources than would be required to produce the
same goods at home; and at the same time they can boost
the incomes of the working poor. This redircction of pro-
duction requires large-scale reorientation of their domes-
tic economies, stable exchange rates that translate export-
ers’ selling prices into importers’ currencies at relative
factor costs, domestic policies that encourage macroe-
conomic balance, foreign investment and exports, and
sufficient finance and capital inflows to promote a high
and stable rate of economic growth. Achicving the re-
quired restructuring of economic activity and reorienta-
tion of policy is much more difficult for the poorest coun-
trics than for other developing countries.

177. For poor countrics, domestic liberalization de-
mands implementation of a sound macroeconomic policy
framework, with small deficits in their budgets and bai-
ance-of-payments; establishment of realistic prices, inter-
est rates and cxchange rates in a commercial setting that
encourages cfficiency, productivity and international
competitiveness; a shift in economic structure towards a
morc deregulated and market-oriented system, with a
small but efficient public sector and a more vigorous pri-
vate economy; and a significant opening of the economy
to the rest of the world, through both a lowering of foreign
import barriers and an increase in foreign investment.
Steps taken towards achieving a rapid expansion of out-
put and employment in fabour-intensive industrics geared



to exports must be seen as central to reducing poverty,
since without structural change and increased investment
continued stagnation will increase inequality and result
in even larger numbers of people living in absolute pov-
erty. Similarly, efforts to improve efficiency and competi-
tiveness will be handicapped by shoertages of trained man-
power and a workforce hampered by poor health. For this
reason, economic reform must be accompanied by higher
social expenditures directed at both improving the human
capital of the labour force and the social development of
all groups, particularly children.

178. Given the magnitude of the task facing poor
countries, it is clear that this transition cannot be accom-
plished without the support of the international commu-
nity. Although policy priorities, institutional changes and
implementation of programmes directed at reorienting
the domestic economy remain the responsibility of na-
tional Governments, balance-of-payments constraints
and insufficient domestic saving limit this transforma-
tion. Least developed and other low-income countries
will require substantially more capital than they can accu-
mulate from domestic savings or raise externally on com-
mercial terms in the foreseeable future. Additional sup-
port for empowering the poor through social development
expenditures is also necessary. The restructuring of the
economies of the developing countries and their success-
ful integration into world markets will thus depend on an
enabling international environment.

Contribution of the international community

179. Improved access by poor countries to forcign
markets, increased use of external financing of cyclical
short-term balance-of-payments fluctuations and higher
levels of foreign investment and concessional assistance
are critical for poor countries. Debt servicing continues
to require a high level of resources in many developing
countries. Efforts will be needed to reduce the constraint
of debt burdens on the balance of payments. Demand for
and prices of goods exported by many poor countrics remain
low, and their access to markets for labour-intensive
products in which they have a comparative advantage
continues to be constrained by trade barriers. Relaxation
of farm trade policies and non-tariff trade barriers on
agricultural exports to the developed market economy
countrics would represent a modest step towards meeting
the foreign exchange needs of the countries that export
these commodities. A shift in public and private interna-
tional investment flows towards poor countries is re-
quired to support their efforts to expand and restructure
their economies. Private foreign investment has proved to
be a particularly effective mechanism for the transfer of
capital and the associated technical and managerial skills.
Such investment has been made in only a small number of
countries, however.

180. Both increased development assistance and
greater national commitment are essential for the full and
effective implementation of strategies to eradicate pov-
erty from the globe. Experience has demonstrated both
the value of foreign assistance in promoting development
and the need to ensure that it is effectively utilized, Con-
cessional finance and technical assistance from both pub-
lic and private sources have been imporiant in accelerat-
ing development in many developing countries, but they
have been unevenly distributed across countries and have

85

not focused narrowly enough on the problem of poverty
reduction in the poorest countries. Multilateral lending
agencies—the World Bank family and the regional devel-
opment banks—have given greater priority to poverty re-
duction in their operations, and poverty reduction is now
seen as an important element in the design of adjustment
programmes of the International Monetary Fund. Indeed,
the World Bank has played an important role in protecting
social expenditures by increasing its volume of lending
for primary education and health care in recent years and
by making protection of those sectors a requirement in its
lending for structural adjustment. Assistance channelled
through other international agencies has also been redi-
rected to emphasize the importance of poverty reduction.
A substantial increase in the total volume of international
aid will be required, however, to support a reorientation
of policies and programmes in the poorest countries.

181. At the same time recipient countries must use
these resources more effectively in the fight against pov-
erty. Many donor countries have insisted that increased
assistance be conditional upon both a change in priorities
towards poverty reduction and more efficient use of avail-
able technical and financial resources, including those
associated with social development and environmental
protection.

NOTES

' These conferences include the World Summit for Children (New
York, 1990}, the World Conference on Education for All (Jomtien,
Thailand, 1990), the International Conference on Nutrition (Rome,
1992), the World Conference on Human Rights (Vienna, 1993), the
International Conference on Population and Development (Cairo,
1994), the World Summit for Social Development (Copenhagen,
1995), the Fourth World Conference on Women {Beijing, 1995) and
the United Natiens Conference on Human Settlements (Habitat II)
{(Istanbul, 1996).

%In this regard, as noted in the Report on the World Social Situation
1993 (United Nations publiication, Sales No. E.93.1V.2) and further
substantiated below, there has been an increasing tendency towards
incquality in incomes and living standards both nationally and inter-
nationally. :

3There is a vast body of literature dealing with poverty concepts and
measurements. See, inter alia, M. Ravallion, Poverty Comparisons—
A Guide to Concepts and Methods, Working Paper No. 88 (Washing-
ton, D.C., World Bank, 1992); S. Carvalho and H, White, Indicators
Jor Monitoring Poverty Reduction, Discussion Paper No. 254 (Wash-
ington, D.C., World Bank, 1996).

The most widely known composite index is the Human Develop-
ment Index formulated by the United Nations Development Pro-
gramme (UNDP) in its annual Human Development Report. This
index combines indicators of life expectancy, educational attainment
and income, Several variants of the basic index have been prepared
by UNDP to take into account such disparities as gender inequalities
and income distribution, For a detailed discussion, see UNDP, Human
Development Report 1994 (chap, 5) and 1995 (New York and Oxford,
Oxford University Press, 1994 and 1995). As in constructing any
composite index, there is no generally accepted method of determin-
ing the weights to be used when combining the different components
into a single index. For this reason, ranking may vary according to the
particular weights chosen.

*The international comparisons of consumption and gross domestic
product presented below are based on purchasing power parity con-
version factors compiled as part of the International Comparison
Programmec (ICP) coordinated by the Statistics Division of the United
Nations. The most recent phase of ICP, which was for 1985, covered
a sct of only 64 countries {see World Comparisons of Real Gross
Domestic Product and Purchasing Power, 1985: Phase V of the




International Comparison Programme {United Nations publication,
Sales No. E.94.XVIL7)). Information from ICP studics have been
used to prepare a more comprchensive set of estimates as part of the
“Penn World Table” issued by the University of Pennsylvania, A
revised version of the “Penn World Table” {(PWT Mark 5.6) was used
for countries that had not participated in ICP (see R. Summers and
A. Heston, “The Penn World Table (Mark 5): an expanded set of
international comparisons, 1950-1988", Quarterly Journal of Eco-
nomics, vol. 106, Ne. 2 (May 1991}, pp. 327-368, for a description of
procedures used to extend the original data set).

SAlternative methods and problems and bias involved in estimating
the incidence of poverty are discussed in H.-J. Brinkman, “Why
estimates of the incidence of poverty differ”, Department of Interna-
tional Economic and Social Affairs (DESIPA) Working Paper Series
No. 14 (October 1990).

"It should be noted that the choice of welfare indicator when
estimating the number of poor can make 2 substantial difference. As
mentioned above, the focus of this section is on the income dimension
of poverty, and the estimates prepared by the World Bank use an
income criterion as a basis for estimating the number in poverty.
Other potential indicators are household food expenditure per capita,
household caloric intake per capita and the share of food in houschold
expenditure. For a brief discussion of the implications of different
welfare indicators for assessing economic behaviour and charac-
teristics of the poor and for counting the number of poor, sec S. Anand
and C. J. Harris, “Choosing a welfare indicator™, American Economic
Review (May 1994).

8See M. Ravallion, G. Datt and D. van de Walle, “Quantifying
absolute poverty in the developing world”, Review of Income and
Wealth {December 1991).

%The estimates discussed here revise and update those in fimplement-
ing the World Bank's Strategy to Reduce Poverty (Washington, D.C.,
World Bank, 1993). There are a number of differences between these
figures and previous estimates, including those in World Development
Report 1990 (Washington, D.C., World Bank, 1990) because of
(a) an increase in coverage as new household survey data became
available; (#) a change in methodology, which avoids many of the
extrapolations used in earlier estimates; and (¢) a switch to new
purchasing power parity (PPP} indices. Significant changes in the
estimates occurred because of a revision to the PPP index for China,
which substantially raised the estimates of absolute poverty there.
Revisions to the PPP index for India and other countrics lowered the
poverty rate in South Asia, North Africa and West Asia. Estimates for
Latin America and sub-Saharan Africa were affected only slightly by
the revisions to the PPPs.

wo differences between the PPP estimates presented in the
previous section and those presented here should be hightighted. In
the discussion above of world growth and global poverty, cconomic
growth and levels of output per capita were estimated in terms of GDP
measured in constant 1990 prices and PPP exchange rates. In prepar-
ing its estimates of the population living below I$1 per day, the World
Bank focused on consumption measured in constant 1985 prices and
PPP exchange rates. The use by the World Bank of the same level of
real consumption rather than GDP to define the poverty line focuscs
on the actual level of goods and services available to the poor; the use
of GD?P focuses on the total amount of resources available for both
consumption and capital formation. The use of a different base year
for the constant price data is unlikely to have a significant effect on
estimates of rates of growth, the classification of countries by level of
per capita product or the number of poor or incidence of poverty in a
region.

'Details on the data and methodology used in preparing the World
Bank’s estimates of the number and percentage of the population in
poverty are given in Martin Ravallion and Shaohua Chen, What Can
New Survey Data Tell Us About Recent Changes in Living Standards
in Developing and Transitional Economies? (Washington, D.C.,
World Bank, Policy Research Department, 1996) and Poverty Reduc-
tion and the World Bank (Washington, D.C., World Bank, 1996).

20ne reason may be that income distribution became more uneven
in China after the economic reforms of 1978 and 1985. For further
information on income distribution trends in China, sec Report on the
World Social Situation 1993 (United Nations publication, Sales No.
E.93.IV.2), p. 90.

Bsee Michael Ignatieff, “On civil society™, a review of Ernest
Gellner, Conditions of Liberty: Civil Society and its Rivals, Foreign
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Affairs, vol. 74, No. 2 (March/April 1995), pp. 128-136. The seminal
work is Essay on the History of Civil Society (1767) by Adam
Fergusen, Professor of Moral Phifosophy at the University of Edia-
burgh.

]§As the Communist Manifesto expressed it, “The modern labourer,
on the contrary, instead of rising with processes of industry, sinks
deeper and deeper below the conditions of existence of his own class.
He becomes a pauper, and pauperism develops more rapidly than
population and wealth. And here it becomes evident that the bourgeoi-
sie is unfit any longer to be the ruling class in society, and to impose
its conditions of existence upon society as an overriding law”.

"*The Gini coefficients oscillated between 20 per cent for Czecho-
siovakia and 26 per cent for the Soviet Union; the interdecile ratio
varied between 2.4 and 3.6, values even lower than those prevailing
in the Western developed market economies other than Scandinavian
countries. For a detailed discussion of this issue, see Report on the
World Social Situation 1993 (United Nations publication, Sales No.
E.93.1V.2), p. 95; Giovanni Andrea Cornia, frncome Distribution,
Poverty and Welfare in Transitional Economies: A Comparison
Between Eastern Europe and China, Innocenti Ocecasional Papers
No. 44 {Florence, Italy, UNICEF, International Child Development
Centre, 1994); and Branco Milanovic, Inconie, Inequality and Poverty
During the Transition, World Bank Research Paper Series No. 11
(Washington, D.C., World Bank, 1996), p. 22.

See World Economic and Social Survey 1996 (United Nations
publication, Sales No. E.96.11.C.1), table V1.2, p. {12.

"1 the 1980s, poverty in Poland increased from less than 10 per
cent to almost 23 per cent; in Yugoslavia, it rose from 17 per cent to
25 per cent. In Hungary it remained about 15 per cent. See Sandor
Sipos, Poverty Measurement in Central and Eastern Europe Before
the Transition to the Market Economy, Innocenti Occasional Papers
No. 29 (Florence, Italy, UNICEF, International Child Development
Centre, 1992), p. 4.

"®The 1989 level, which Poland attained in 1996, was about equat
to the 1975 level.

YThere is no agreement on how to estimate the contribution of the
shadow economy to annual GDP in the transition economies and
various cstimates abound. In Hungary, Ei(es estimates the size of the
shadow economy at 15 per cent in 1992; Arvay and Vértes have come
up with a figure of 17 per cent in 1993, Milanovi estimates the size of
the shadow economy at 10 per cent in the Czech Republic and about
20 per cent in the Russian Federation in 1994, Scc 1. Ekes, Rejrent
gazdasdg. Lathatattan jévedelmek tegnap és ma (The hidden econ-
omy: invisible incomes yesterday and teday) (Budapest, 1993); Janos
Arvay and Andras Vértes, The Share of the Private Sector and the
Hidden Economy in Hungary (Budapest, Gazdasagkutatd Intézet,
1994); and Branco Milanovic, fncome, fneguality and Poverty Dur-
ing the Transition, World Bank Research Paper Series No. 11 (Wash-
ington, D.C., World Bank, 1996), p. 22.

Dpp early 1994, 30.7 per cent of the population in the Russian
Federation lived below the subsistence level of 63,945 rubles. By
region, 43.7 per cent of the population in Bastern Siberia, 22.1 per cent
in the central region, 28.5 per cent in Western Siberia, and 37.9 per
cent in the Far Eastern region lived below the regional subsistence
level (Ekonomicheskie novisti Rossil i Sodruzhestva, No. 13 (July
1994}, p. 8).

2I0ECD Economic Surveys, The Russian Federation 1995 (Paris,
1995), p. 9.

24 Poland, for cxample, each 10 per cent increase in the poverty line
adds about 2.5 million people to the ranks of the poor. Sce World Bank,
Understanding Poverty in Poland {Washington, D.C., 1995), p. xiii,

2See Martin Ravallion and Shaohua Chen, What Can New Survey
Data Tell Us About Recent Changes in Living Standards in Develop-
ing and Transition Economies? (Washington, D.C., World Bank,
Policy Rescarch Department, 1996), p. 22.

2"“A]ﬂmugf’l poverty among pensioners in the Russian Federation
increased from 21 per cent in December 1994 to 34 per cent in October
1995, it remains below the national average. See UNICEF, Interna-
tional Child Development Centre, Poverty, Children and Policy:
Responses for a Brighter Future, Economies in Transition Studies,
Regional Menitoring Report Ne. 3, (Florence, ftaly, 1995), p. 16.

Zabout 70 per cent of Poland’s estimated 7.5 million poor reside
in cities (see Carol Graham, Safety Nets, Politics and the Peoor
{Washington, D.C., The Brookings Institution, 1994), p. 219), Using
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the minimum pension as the poverty line, the World Bank comes up
with a lower estimate of the number of people living in poverty (5.5
miliion), but confirms that 70 per cent of that population reside in
urban areas (see Understanding Poverty in Poland (Washington,
D.C., 1995), p. xiii).

2%1n Siberia 80 per cent of the income of the average worker in the
scientific sector (education and research) is now spent on food (see
N. Tchernina, Economic Transition and Social Exclusion in Russia,
International Institute for Labour Studies and United Nations Devel-
opment Programme Research Series No. 108 (1996), p. 48).

2Branco Milanovic, /ncome, Inequality and Poverty During the
Transition, World Bank Research Paper Series No. 11 (Washington,
D.C., World Bank, 1996), p. 134.

28gee UNICEF, International Child Development Centre, Poverty,
Children and Policy: Responses for a Brighter Future, Economies in
Transition Studies, Regional Monitoring Report No. 3 (Florence,
Ita]g‘ 1995), p. 10,

PRudolf Andorka and Zsolt Spéder, “Szegénység alakuldsa 1992
és 1994 kzott a 90-es évek elején” (Development of poverty between
1992 and 1994 at the beginning of the 1990s), in I. Gy, Téth, ed.,
Térsadalmi dtalakulas 1992-1994: jelentés a magyar haztartds panel
II1. hullémdnak eredményeirdi (Social transformation: report on the
results of the third wave of the Hungarian household panel) (Budapest,
Aula, 1994).

3%, Mozhina, “The poor: what is the boundary line?”, Problems
of Economic Transition, vol. 35, No. 6, pp. 70-75,

311n 1913, per capita income in Russia was about 12 per cent, per
capita income in Spain was 20 per cent and per capita income in Italy
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