
This report has argued that equity has a
central place in the interpretation of devel-
opment experience and in the design of
development policy—and that this place
has been inadequately understood and
undervalued in much current thinking. We
do not propose, however, yet another new
framework for development. Instead, recog-
nizing the importance of equity (that is,
equality of opportunity and the avoidance
of absolute deprivation) implies the need to
integrate and extend existing approaches. In
this epilogue, we seek to place the analysis
and messages of the report in the context of
some of the major contemporary strands of
thinking and action in development.

Four broad strands of thinking have
been at the core of development discourse
and practice over the last three decades or
so: the central role of markets as resource
allocation mechanisms, the importance of
human development, the role of institu-
tions, and a focus on empowerment.

The first strand emphasizes the superior-
ity of markets over central planning as
broad mechanisms to allocate resources and
determine the evolution of economic activ-
ity. This has long been understood in eco-
nomics, but there was a time when it was a
minority view among development econo-
mists.1 The situation had definitely changed
by the 1980s, as first India and then China
moved away from planning, and the impor-
tance of incentives in determining individ-
ual behavior (as consumers, producers, and
regulators) became more widely under-
stood. The rapid and sustained growth that
followed in those two countries underlined
the point. In the 1990s, the economic tran-
sition away from planning in the formerly
communist states of Eastern Europe and
Central Asia dispelled any serious view that

development was possible without markets
and the private sector.

Although the resulting “Washington Con-
sensus” is sometimes interpreted as anti-
state, this is not the main message that
survives after more measured consideration.
Instead, just as events in the 1990s confirmed
that markets were essential for development,
they also showed that good governments are
essential for well-functioning markets. Mar-
kets operate within a framework determined
by institutions, and they work only as well as
those institutions do. They work best, there-
fore, when a capable state maintains order
within the rule of law, provides effective
regulation, macroeconomic stability and
other public goods, and corrects other mar-
ket failures.

The second strand sees human develop-
ment as central to the development process,
through the expansion of the skills, health, and
capacity of all people to engage in social and
economic activities and to manage the risks
they face. Although the World Development
Report 1980 was on Human Development,2

U.N. agencies—notably the UNDP in their
series of Human Development Reports
(United Nations 2003)—later took the lead in
putting these concerns at the center of the
development agenda. In this, they have been
followed (rightly) by the whole development
community.

For the World Bank, the 1990 World
Development Report on Poverty3 marked
the beginning of a multiyear process of
making poverty reduction the overarching
objective of the institution, building on
these first two strands of development
thought. The 1990 Report argued that
poverty reduction required a two-part
strategy—employment creation through
market-based growth; and expansion of
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human capital, especially through broad-
based provisioning of social services.

During the 1990s, the third and fourth
strands of thought rose to prominence. The
third strand emphasized the role of “institu-
tions” in development, building both on
trends in academic thought and on devel-
opment practice across many organiza-
tions. It reflected the acknowledgment that
markets, however important, do not work
in a vacuum. They need rules and the insti-
tutional enforcement of those rules. The
emphasis on institutions took a variety of
forms: a focus on the costs of corruption; a
broader concern with governance; support
for judicial reform; and a greater practical
understanding of the need for well-
designed, accountable, and effective public
regulation of privatized monopolies.

The fourth strand sought the empower-
ment of the people for whom development
was supposedly taking place. If the central
goal of development is poverty reduction,
the poor should have a great deal of voice
over its directions. If development needs
markets, and markets need institutions, it
should clearly matter how those institutions
are governed. If power helps determine the
outcomes in market and government pro-
cesses alike, the distribution of that power
over the population must be important for
development. In practical terms, the em-
phasis on empowerment has sought greater
participation of the poor in projects affect-
ing them, a greater preoccupation with the
political economy of support for reforms,
and explorations of the role of culture in
development.

Several World Development Reports
have sought to integrate the third and fourth
strands of thought: the 1997 Report on the
“State in a Changing World,”4 the 2002
Report on “Building Institutions for Mar-
kets,”5 and, emblematically, the millennial
2000/01 Report on “Attacking Poverty.”6 The
2001 Report argued that poverty reduction
required an expansion in the opportunities
of the poor (notably through market-
oriented growth), the empowerment of the
poor, and measures that provide security for
the poor. At the World Bank, this synthesis
was crystallized in a Strategic Framework for
development, which consisted of two pillars:

building a good climate for investment and
empowering the poor.7

The first pillar combined the strands of
thinking on the primacy of markets and on
the centrality of institutions. It argued that
only by having governance institutions that
were at once effective and accountable
could markets generate the best possible
results for investment and growth. This
theme was explored in the 2005 Report, “A
Better Investment Climate for Everyone.”8

The second pillar was also a merger of
sorts: in seeking the empowerment of poor
people—who should be seen as the driving sub-
jects, not as passive objects of development—
it combined thinking on human develop-
ment, institutions, and empowerment. The
2004 Report, “Making Services Work for
Poor People,” explored these themes in the
delivery of basic services.9

Although the various elements of think-
ing and policy are complementary—and
indeed have been considered elements of a
“comprehensive” or “holistic” development
process—the narratives associated with the
different strands have often suffered, in
practice, from two important limitations.
One is a tendency to compartmentalize
poverty. The second is to treat actions in the
various realms as separate. There is a ten-
dency to assign market-related and macro-
policies to macroeconomic managers and
trade ministries, as though the “investment
climate” concerned only rich people or as
though the poor stood to benefit only indi-
rectly from the trickle-down effects of the
investments by the rich today.

Conversely, it sometimes seems as
though empowerment would have no
impact on the quality of institutions, on the
investment opportunities of the poor, or on
the economy’s growth process. According to
this view, empowerment should be the pre-
serve of well-meaning NGOs and social
development folk, of little import for eco-
nomic performance.

Such a separation of the two pillars—for the
investment climate and for empowerment—
is profoundly misguided. The analysis in
this report suggests that the root causes of
poverty are to be found in the combined
deprivations of power and investment
opportunities. Lack of incomes, lack of
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access to services, lack of assets—these
deprivations go together with lack of voice,
lack of power, lack of status. Public action
could enhance the investment capabilities
of those who have limited opportunities by
investing in their human capital and in the
infrastructure they use and by ensuring
fairness and security in the markets in
which they transact. And if public action
fails to do that, it is because it somehow has
been decided otherwise. In that case, the
government will invest in expensive
schools or universities, rather than in those
used by the poor, for example. It will not
enforce tax collection, rather than build
rural roads. It will allow banks to retain a
degree of market power and lend to the
friends of the government, rather than
allow for entry and promote competition
that forces intermediaries to seek the great-
est returns on capital. Observed policies
that fail to address inefficient inequities are
the result of political choices, implicitly or
explicitly.

Such failures in public action, which arise
from and perpetuate inequity, are also
inimical to prosperity. Those who have no
opportunities cannot contribute to the
development of their countries. Their poten-
tial talents are wasted, and capital, land, and
other resources are used in inferior ways.
Unequal control over resources reinforces
the unequal concentration of power, and this
is reflected in worse governance institutions:
public service delivery agencies are not
pushed to become more accountable. If all
the power brought to bear on regulators is
that of the friends of the regulated, the qual-
ity of regulatory agencies is not likely to
improve much. Police forces and judicial sys-
tems will not treat everyone the same way.
And so on. These institutional failures only
add to the negative effects of inequity on
development.

Government policies are what they are—
from Mali to Chile—because someone is
making them. No group is powerless, unless
some other group is powerful. If an
inequitable distribution of opportunities
means that the investment climate for large
groups is poor, this is intimately linked to
the lack of power in those groups to affect
the decision-making processes that could

lead to changes in that distribution over
time. And if power is imbalanced, it is
because wealth and economic opportunities
are uneven. Inequality traps are vicious cir-
cles, with economic and political inequali-
ties mutually reinforcing one another.

This report has argued that policy and
institutional reforms can help break these
inequality traps, and turn the vicious circles
into a virtuous process of greater equality in
economic opportunities reinforcing greater
political equality, and vice versa. Reforms
can do this in many ways, which are closely
related to the four strands of thinking dis-
cussed above. Interventions that build
greater human capacities for those with the
most limited opportunities (generally the
poor) will prepare them to be more eco-
nomically productive and more politically
effective. Processes that redistribute access
to land, or to infrastructure services, or
indeed to justice, can add both to empower-
ment and to the investment opportunities
of the poor. And promoting fairness in
markets is all about improvements in the
quality of institutions that support and
complement markets in ways that broaden
access and ensure equitable rules.

This is consistent with the twin pillars of
a better investment climate and greater
empowerment for the poor. It makes it clear
that—for most people in the developing
world, and certainly for the poor—it is not
possible to have one without the other. A
good investment climate is about real eco-
nomic opportunities. Equity is about level-
ing the playing field so that opportunities
are available on the basis of talent and
efforts, rather than on the basis of gender,
race, family background, or other predeter-
mined circumstances. A level economic
playing field is not sustainable without a
level political playing field, and vice versa. If
we want a better investment climate for
everyone, we want empowerment. The
combination of both implies equity.

These issues apply with equal force at the
global level. The extraordinary inequalities
in opportunity faced by individuals born in
different countries reflect different political
and economic histories across nations.
While domestic policy is undoubtedly fun-
damental, global interactions help shape
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the context for national economic and
social advance. The Monterrey Consensus
explicitly emphasizes the need for a com-
pact between rich and poor societies if the
Millennium Development Goals are to be
achieved. It recognizes the role of action by
rich countries, especially in the areas of aid
and trade. For aid, this is reflected in the
quest to change the donor-recipient rela-
tionship from one of giving to one of part-
nership, with developing countries clearly
in the lead in designing their policies and
institutions.

This report underlines the importance of
that compact and a more equal interna-

tional partnership. But it also highlights
inequalities in the processes forming the
rules of the game in the international play-
ing field. Inequalities in economic and
political power in the global arena influence
the design of rules in ways that often
restrict, rather than expand, the opportuni-
ties of poorer countries—and, even more,
of poorer groups within these countries.
Just as in the domestic context, therefore,
equity and efficiency in the international
arena are more likely to be attained by re-
forms that enhance the power and broaden
the economic access of the countries where
the world’s poor live.
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Overview

1. The infant mortality rates are computed separately at the
province level only, and do not take into account racial, gender, or
other social differences. The life expectancy statistics are for race
and gender groups, and do not take regional or income differences
into account. The real differences between typical individuals with
the listed characteristics are therefore likely to be understated. In
addition, Nthabiseng’s life expectancy could be much lower if she
were to become infected with HIV/AIDS, as are many young South
African women. Data come from Day and Hedberg (2004). Pre-
dicted years of schooling rely on disaggregated information—by
province, sex, race, rural-urban location, consumption expenditure
quintile, and mother’s education—from the Labor Force Survey
and the Income and Expenditure Survey for 2000, which were car-
ried out by the South Africa Statistics Office.

2. Predicted monthly consumption expenditures in 2000 for
persons with those characteristics were Rand 119 ($45 adjusted for
purchasing power parity) for Nthabiseng and Rand 3,662 ($1,370)
for Pieter. The average white male with a highly educated mother,
who lives in Cape Town and is in the top 20 percent of the distribu-
tion, happens to be in the ninety-ninth percentile of the overall
income distribution. Data come from the Labor Force Survey and
the Income and Expenditure Survey for 2000.

3. There are also income, consumption, and other differences:
Sven can expect to earn $833 a month compared with the South
African mean of $207 (Nthabiseng will have $44 a month). If Sven
had been even luckier, and had been born at the same rank in Swe-
den’s income distribution as Pieter occupied in South Africa, his
expected monthly earnings would climb to $2,203. Sven will be able
to visit any country on a whim, whereas Nthabiseng and Pieter can
expect to spend hours waiting for a visa, which they may or may
not obtain.

4. In some cases, such as China’s decollectivization of agricul-
ture in the late 1970s, a reform may lead to more efficiency, broader
opportunities, and yet greater (intrarural) income inequality.
China’s experience—and the decompression of wages in a number
of transition economies in Europe and Central Asia—is a good
illustration of a more general point: because equity refers to fair
processes and equal opportunities, it cannot be inferred from
income distributions alone. Greater fairness will generally lead to
lower income inequality, but not always. And not all policies that
reduce inequality increase equity.

5. Mazumder (2005).
6. Other interactions between unequal opportunities and social

conditions are also of societal concern, including links between
inequality and crime, and between inequality and health. We

review them briefly in the report, but focus on the channels of more
direct significance to equity.

7. There may be many sound economic reasons for these risk-
adjusted interest rates to vary, including fixed administrative loan
costs, greater informational asymmetries, and the like. The point is
that this affects poorer groups more, in ways unrelated to their
investment opportunities, thus leading to both greater inefficiency
and the perpetuation of inequalities.

8. These averages are based on actual episodes and refer to the
total growth elasticity of poverty reduction, inclusive of any
changes in inequality. “Low” and “high” inequality refers to a Gini
coefficient of 0.3 and 0.6 respectively. The partial elasticity of
poverty to growth, assuming no change in the Lorenz curve, shows
a similar decline, but not to zero (see chapter 4).

9. While equity-enhancing redistribution will usually be from
richer groups to poorer groups, it could happen that “good” redis-
tributions will be to groups that are not poor, especially those in the
middle. This will depend on the nature of the market failure. For
example, the initial beneficiaries of a less-captured financial system
may be small and medium entrepreneurs. Benefits to the poor will
occur when enhanced access to financial services among middle-
class entrepreneurs translates into faster growth and job creation.

Chapter 1

1. This formulation draws loosely on Roemer (1998), but it is
also related to the works of Dworkin (1981b), Dworkin (1981a),
and Sen (1985).

2. See Rawls (1971).
3. See Acemoglu and Robinson (2000), Bourguignon and

Verdier (2000), and Ferreira (2001).
4. This theme is one that recurs across many disciplines—in

sociology and anthropology see Bourdieu (1986), Bourdieu (1990),
and Tilly (1998), in economics see Engerman and Sokoloff (2001),
Bénabou (2000), and Piketty (1995).

5. See Acemoglu and Robinson (2000) for various perspectives
on the interconnections among cultural, social, and economic
inequality, and Stewart (2001) for a general discussion of group-
based inequalities.

6. Appadurai (2004).
7. See Bourdieu (1990) on symbolic violence for more on this.
8. Steele (1999).
9. Appadurai (2004).
10. See Rao and Walton (2004) for more on such “inequalities of

agency.”
11. See also Birdsall, Graham, and Sabbot (1998) and Thorbecke

(2005).
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12. “Too much” and “too little” are used here with respect to the
social optimum. The choices are usually privately rational.

13. The role of high inequality of political power and wealth as a
barrier to economic development in the modern era is a rapidly
growing area of research. Striking results are reported in Sokoloff
and Khan (1990), Engerman and Sokoloff (1997, 2002), Acemoglu,
Johnson, and Robinson (2001, 2002), and Banerjee and others
(2001). Overviews of the broad set of research questions are Enger-
man and Sokoloff (2002), Hoff (2003), and Acemoglu, Johnson,
and Robinson (2004).

14. This is so if the distribution of talents and informational
asymmetries between employers and employees are similar
between men and women. Notice that the efficiency gain does not
satisfy the Pareto criterion. Some individual men might lose out.
The efficiency criterion here is first-order dominance, under the
anonymity axiom.

15. Of course, the intrinsic valuation of equity may be
reflected in the appropriate distributional weights underpinning
these benefits.

16. This has been a recurrent theme in development economics
and at the World Bank. For an influential early treatment, see
Chenery and others (1994).

17. World Bank (1990).
18. World Bank (2001h).

Focus 1 on Palanpur

1. The study was launched out of the Agricultural Economics
Research Centre of the University of Delhi and Oxford University,
and then continued from the London School of Economics.

2. Drèze, Lanjouw, and Sharma (1998), 51.
3. Drèze, Lanjouw, and Sharma (1998), 211.

Chapter 2

1. Filmer (2004).
2. See, for instance, Wilkinson (1992) and Wilkinson (2000).
3. High rank, on the other hand, can be protective of health,

including enhancing one’s resistance to infectious disease.
4. Fujii (2005).
5. Interestingly, for each of the three population groupings, the

relative gap in infant mortality between groups rose in approxi-
mately half of the countries and fell in the other half.

6. Chaudhury and others (2005).
7. Araujo, Ferreira, and Schady (2004) use a new data set, con-

structed from individual record data in household surveys for 124
countries. Qualitatively similar results were also obtained by
Castello and Domenech (2002) and Thomas, Wang, and Fan
(2002), both of which rely on the Barro and Lee (2001) interna-
tional education data set.

8. See, for example, Kanbur (2000).
9. See Kanbur (2000), Elbers and others (2005).
10. Wan, Lu, and Chen (2004).
11. These correlations hold whether or not between-group

inequality is measured on the basis of the conventional or alterna-
tive methodology. They also hold after controlling for outliers
(although South Africa is a particularly influential observation in
the regression of inequality on social group differences). The results
also hold when all the between-group shares are combined into a
single-count indicator that reflects whether a particular country

has a higher-than-median value of the between-group share for a
particular population breakdown.

12. Bourguignon and Morrisson (1998).
13. Li, Squire, and Zou (1998).
14. The consumption module in India’s National Sample Survey

was slightly modified between the 1993/4 round and the 1999/0,
compromising both poverty and inequality comparisons over time.
Deaton and Kozel (2004) provide a clear overview of the issues and
their implications.

15. Deaton and Drèze (2002), Sen and Himanshu (2004) and
Banerjee and Piketty (2003) all document increases in inequality,
but by varying amounts. These estimates are all predicated on cer-
tain assumptions given the fundamental problems of data compa-
rability referred to above.

16. Khan and Sen (2001).
17. Narayan and Yoshida (2004).
18. Nepal National Planning Commission (1995–6).
19. For a sociological perspective on the inheritance of inequal-

ity, see Erikson and Goldthrope (2002).
20. Solon (1999).
21. Mazumder (2005).
22. Hertz (2001) for South Africa; Dunn (2003) for Brazil.
23. Solon (2002).
24. World Bank (2001h).
25. Jha, Rao, and Woolcock (forthcoming).
26. Appadurai (2004).
27. See, for example, Fernández-Kelly (1995) on life in the U.S.

inner city.
28. Appadurai (2004).
29. This term comes from Nussbaum (2000) and her work on

gender discrimination and development, although the core idea has
a long intellectual history in social science.

30. It is also important to note that the appearance of “internaliz-
ing disadvantage”(for example, working slowly, being tardy) can actu-
ally be a covert strategy used by marginalized groups to subvert sys-
tems over which they otherwise have little influence. See Scott (1986).

31. If income inequality, a static measure, is a good proxy for
social mobility, a dynamic concept, then these theories find support
in the large literature on income inequality and crime. See, for
example, Demombynes and Özler (2005) for a discussion of the
subject at the country level, and Fajnzylber, Lederman, and Loayza
(2000), among others, on the cross-country level relationship
between income inequality and crime.

32. See Narayan (2002) for a categorization of approaches and
case studies.

33. See Petesch, Smulovitz, and Walton (2005).
34. Gibson and Woolcock (2005); for methodological details on

the broader research project of which this study is a part (and the
evidence base on which the assertions made here rest), see Barron,
Smith, and Woolcock (2004).

35. See also Rao (2005) on the related idea of such spaces as
“symbolic public goods.”

36. Maynard (1966); Casagrande and Piper (1969).
37. Oster (2005) has recently argued that hepatitis B affects off-

spring ratios and has suggested that geographic patterns of hepati-
tis B prevalence can explain about 45 percent of the missing
women. The magnitude of the hepatitis B effect is currently still the
subject of controversy (see e.g., Klasen 2005).
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38. Das Gupta and others (2003).
39. Lloyd (forthcoming), with original data from The Center for

Reproductive Law and Policy.
40. Lloyd (2005)(forthcoming).
41. Agarwal (1994); Deere and León (2003).
42. Mason and Carlsson (forthcoming).
43. Rahman and Rao (2004).
44. Kabeer (1999).
45. Kabeer (1997).
46. This disparity is less apparent in enrollments in primary

school, which has become more equitable over the last decade.
47. Browning and Chiappori (1998).
48. See Strauss, Mwabu, and Beegle (2000) for an excellent sur-

vey of economic models of intrahousehold allocation.
49. Thomas (1990).
50. Lundberg, Pollak, and Wales (1997).
51. Quisumbing and Maluccio (2003).
52. Heise, Ellsberg, and Gottemoeller (1999).
53. Kabeer (1997).
54. Rahman and Rao (2004).
55. Munshi and Rosenzweig (forthcoming).
56. Quisumbing, Estudillo, and Otsuka (2004).
57. Das Gupta and others (2004).

Chapter 3

1. Deaton (2004), 31. The large differences in mortality do not
just exist between rich and poor countries, or between different
groups of citizens in poor countries only. In 2002, the median age at
death in Australia for indigenous people was roughly 20 years less
than that for nonindigenous males, which was approximately 76
years (Australian Bureau of Statistics 2003).

2. Botswana, which has one of the highest HIV/AIDS infection
rates in the world, has seen its life expectancy drop from its peak of
60 years in the mid-1980s to 39 years in 2000.

3. Bourguignon, Levin, and Rosenblatt (2004a), 3.
4. See the following quotes that nicely demonstrate the debate

on globalization and the inequality of incomes: “Globalization
raises incomes and the poor participate fully,” The Economist, May
27, 2000, 94. “There is plenty of evidence that current patterns of
growth and globalization are widening income disparities.” Policy
Director of Oxfam, letter to The Economist, June 20, 2000, 6.

5. Doing this in practice requires household survey data and var-
ious adjustments and assumptions—all far from simple—which is
why so many people discuss international or intercountry inequality
using National Accounts data instead of global inequality.

6. Pritchett (1997).
7. It is important to note that all the evidence presented here

refer to intercountry or international inequality in life expectancy at
birth, and not to global inequalities, because we do not use any evi-
dence on within-country differences in life expectancy.

8. Goesling and Firebaugh (2004).
9. Note that the declines in life expectancy for the mainly Sub-

Saharan African countries do not seem to be a direct result of
changes in infant mortality, which in many cases continued to
decline. However, as Cornia and Menchini (2005) argue, the rate of
decline in infant mortality also slowed down significantly in the last
decade, which cannot be explained solely by the changes in Europe
and Central Asia and Sub-Saharan Africa.

10. Deaton (2004).
11. Pritchett (forthcoming). The richest quintile is defined

based on an asset index created by Filmer and Pritchett (1999).
12. One example of such decomposition is Pradhan, Sahn, and

Younger (2003), who claim that less than one-third of the world
inequality in child health is attributable to differences between
countries.

13. Gwatkin (2002). Again, the richest decile here is defined
based on the asset index by Filmer and Pritchett (1999).

14. Preston (1980) as cited in Deaton (2004).
15. Also note that all of the countries that are significantly below

the curve, that is, those with much lower life expectancy at birth
than their GDP per capita would predict, such as South Africa, are
in Sub-Saharan Africa.

16. See Deaton (2004). In fact, Cornia and Menchini (2005) cite
the rise in parents literacy and female education as the main reason
behind the remarkable declines in infant mortality rates in Latin
America and the Caribbean and Middle East and North Africa in
the 1980s.

17. The increase in inequality between countries in life
expectancy at birth in the 1990s is also confirmed by Goesling and
Firebaugh (2004).

18. A recent paper by Brainerd and Cuttler (2004) cites increased
alcohol use and psychosocial stress brought on by an unpredictable
future as the two main contributors to the decline in life expectancy
in Russia and other countries of the former Soviet Union.

19. This figure in Morocco compares with roughly three-
quarters of the same cohort in Indonesia and Turkey, and about 
85 percent in Colombia and Philippines.

20. While making these comparisons between countries, the
reader should bear in mind the discussion on the comparability of
these data from box 2.5 and not interpret these differences literally.

21. The urban and rural figures for China (and India) have not
been corrected for cost-of-living differences. Given that rural-urban
price differentials have been increasing over time and are significant
today (Chen and Ravallion 2004), the figures here exaggerate the dif-
ferences in living standards between the rural and urban Chinese.

22. Kolm (1976) proposed the following class of absolute meas-
ures of inequality:

,

where κ>0 is a parameter that captures inequality aversion.
23. Atkinson and Brandolini (2004) discuss changes in interna-

tional as well as global inequality. We use only their results on inter-
national inequality to make our point on the trend differences
when one switches from a relative concept of inequality to an
absolute one.

24. Such as Milanovic (2005).
25. See Firebaugh and Goesling (2004), Sala-i-Martin (2002).
26. Our analysis shows that we can estimate GE(0), that is, mean

log deviation, from grouped data, especially if the number of
groups is larger than 10, without any significant bias using our
smoothing techniques.

27. The difficulties in assembling a database to calculate global
inequality over such a long time period are detailed in Bour-
guignon and Morrisson (2002), 729–30.

28. Pritchett (1997), 14.
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29. Bourguignon, Levin, and Rosenblatt (2004a).
30. Ravallion (2004a) as cited in Bourguignon, Levin, and

Rosenblatt (2004a).
31. See, for example, Chen and Ravallion (2004).
32. Vietnam and Thailand practically eliminated $1 a day

poverty during this period.
33. The projections for meeting some of the other Millennium

Development Goals do not give one cause for greater optimism.
East Asia and Europe and Central Asia are close to the target on pri-
mary education, while others are falling behind. A handful of coun-
tries are on track to attain the child mortality goal, mainly in Latin
America and the Caribbean. Only 21 percent of the developing
world’s population is expected to achieve the maternal mortality
goal. Halving the proportion of people without access to safe water
and sanitation will require providing about 1.5 billion people with
access to safe water and 2 billion with basic sanitation facilities
between 2000 and 2015. At current rates of service expansion, only
about one-fifth of countries are on track. See http://www.un.org/
millenniumgoals/ for more details on the 8 goals, 18 targets, and
nearly 50 indicators that comprise the Millennium Development
Goals.

34. Deaton (2004). The rules of the game at the global level, and
especially the process of setting those rules, will be discussed in
great detail in chapter 10.

35. Voting shares in the soft-lending arm of the World Bank, the
International Development Association, are similar: Part I coun-
tries hold 61 percent of the vote and Part II countries 39 percent.
Developing countries are somewhat better represented in regional
development banks, but developed countries hold large voting
shares there too.

36. In all other cases, the delegates in charge of economic mat-
ters may be covering, in addition to the WTO, also UNCTAD, ITU,
ILO and WIPO.

37. Each country belongs to one of the following four categories
based on its GDP per capita in 2002: low income, lower-middle
income, higher-middle income, and high income.

38. López (2000) as cited in Deaton (2004).
39. Pritchett (2001) and Pritchett (2004b).
40. Firebaugh and Goesling (2004).
41. Sala-i-Martin (2002).
42. Pritchett attributes this phrase to Gerschenkron (1962).
43. Pritchett (1997), 15.
44. As cited in Goesling and Firebaugh (2004).
45. As cited in Sala-i-Martin (2002).
46. Goesling and Firebaugh (2004).

Focus 2 on empowerment

1. Evans (2004).
2. See Petesch, Smulovitz, and Walton (2005) for the interac-

tions between opportunity structure and the agency of subordinate
groups.

3. Chaudhuri and Heller (2003).
4. Baiocchi, Chaudhuri, and Heller (2005).
5. Chaudhuri, Harilal, and Heller (2004).
6. The concepts of “terms of recognition” and “capacity to

aspire” come from Appadurai (2004); “capacity to engage” is from
Gibson and Woolcock (2005).

7. Rao and Walton (2004).

8. On the origins, structure and goals of KDP, see Guggenheim
(forthcoming).

9. Gibson and Woolcock (2005).
10. Barron, Diprose, and Woolcock (2005).

Part II

1. In his second inaugural address, Roosevelt also suggested that
avoiding deprivation in outcomes was a legitimate policy aim. As he
put it, “The test of our progress is not whether we add more to the
abundance of those who have much; it is whether we provide
enough for those who have too little” (Washington, DC, January 20,
1937). There tends to be less agreement on the importance of
inequality in specific outcome spaces. Writing about income
inequality, Feldstein (1998) argues that increases in inequality
caused by larger incomes at the very top warrant no policy atten-
tion, and represent “pure Pareto improvements,” to which only
“spiteful egalitarians” would object.

2. Michel Ferry, online consultation message, dated October 26,
2004, 10:56 a.m.

3. As chapter 1 also indicated, this is not equivalent to saying
that implementing redistributions is free of tradeoffs, particularly
in the short run, or that terrible inefficiencies cannot arise if redis-
tributions are implemented in ways that pay no heed to incentives.
We return to these difficult policy issues in chapters 7, 8, and 9.

Chapter 4

1. See Pinglé (2005).
2. Plato, The Laws, 745, quoted in Cowell (1995), 21.
3. The reason for this reputation is the combination of a utilitar-

ian objective with a set of (rather restrictive) assumptions about
individual utilities: (i) individual preferences can be represented by
a utility function; (ii) cardinal utility levels are meaningful indica-
tors of the individual’s well-being; (iii) utilities can be compared
across different people; (iv) the utility functions are increasing but
concave (that is, increase at a declining rate) in incomes; and (v) all
individuals have identical utility functions. If they all hold, then, for
a fixed level of aggregate income, the greatest sum of utilities is
achieved by an equal division of incomes across all individuals.

4. Sen (2000), 69.
5. For example, within German Courts, the standard of what is

equitable is based on “the opinion of all those people who think in
equitable and just terms”(Palandt 2004, article 242).

6. For example, within common law jurisdictions, key principles
that guide the application of equity include the principles of
“unconscionability,” “undue influence,” “duress,” and “unjust
enrichment.” A transaction has been deemed unconscionable
where “one party to a transaction is at a special disadvantage in
dealing with the other party because illness, ignorance, inexperi-
ence, impaired faculties, financial need, or other circumstances
affect his ability to conserve his own interests, and the other party
unconscientiously takes advantage of the opportunity thus placed
in his hands” (High Court of Australia, Blomley v. Ryan 1956, 99
CLR 362 at p. 415, per Kitto J.).

7. Aristotle, The Nicomachean Ethics, book 5, chapter 10, 350 BC.
8. Kritzer (2002), p. 495. For a more detailed discussion of the

philosophical evolution of the concept, see Alland and Rials (2003).
9. The Chancellory Courts have their origin in the residual dis-

cretionary power of the King, generally exercised by the Chancellor,
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to correct or overturn cases in which justice could not be obtained
by a common law court.

10. In the common law tradition, equitable jurisdiction is also
associated with a number of well-established principles, sometimes
called the “maxims of equity.” Examples of these include: He who
seeks equity must do equity—that is, a claimant who seeks equitable
relief must be prepared to act fairly toward the defendant (future
conduct); He who comes to equity must come with clean hands—
similar to the previous principle, but related to the claimant’s past
conduct; Equity looks at intent rather than form—equity is more
concerned with substance than form.

11. Cadiet (2004), 425.
12. See Arnaud (1993) and Draï (1991).
13. Preamble to the Universal Declaration of Human Rights

(1948).
14. Note also Article 1(3)—purposes of Charter—“promoting

and encouraging respect for human rights and for fundamental
freedoms for all without distinction as to race, sex, language or reli-
gion” Article 2(1)—“sovereign equality of all members”—indicates
balance between the principles of sovereignty and noninterference
and of respect for human rights; Article 55—“universal respect for,
and observance of human rights.” Other references to human rights
include Articles 13(b)(1), 62(2), and 68.

15. Vienna Declaration and Programme of Action Vienna Dec-
laration (UNGA) (A/CONF. 157/23), July 12, 1993. This was issued
by the U.N. World Conference on Human Rights, Vienna, Austria,
June 14–25, 1993.

16. Rights identified in the UDHR include the right “without
any discrimination to equal protection before the law” (Article 7),
the right to “take part in the government of his country, directly or
through freely chosen representatives” (Article 21), and the right to
education (Article 26).

17. There exist several different characterizations of the “core
human rights treaties.” One is the “International Bill of Rights,”
which comprises the Universal Declaration on Human Rights, the
International Covenant on Civil and Political Rights, and the Inter-
national Covenant on Economic, Social and Cultural Rights. Another
conceptualization is that there are six major human rights treaties:
the ICCPR (1966), the ICESCR (1966), the Convention on the Elim-
ination of All Forms of Racial Discrimination (ICERD) (1964), the
Convention on the Elimination of All Forms of Discrimination
Against Women (CEDAW) (1989), the Convention Against Torture
(CAT) (1984) and the Convention on the Rights of the Child (CRC)
(1989). None of these characterizations should be taken as exhaustive
or exclusive; there are several other extremely important human
rights treaties beyond these, both within the U.N. system and outside
it in regional systems. The OHCHR lists “seven core international
human rights instruments”: the six above, plus the International
Convention on the Protection of the Rights of Migrant Workers and
the Members of their Families (1990). In addition to this, mention
should also be made of the Genocide Convention (1948).

18. Henrich and others (2004) report on Ultimatum Games
played in 15 small-scale societies around the world. In an Indone-
sian experiment, Cameron (1999) found that high offers persisted
in games played with (locally) very high monetary stakes.

19. See, for instance, Fehr and Schmidt (1999) on a theory of
“inequity aversion,” and Rabin (1993) on a model of behavior that
takes other people’s intentions directly into account.

20. Ibid.
21. Terry, Carey, and Callan (2001).
22. This is the question in the United States General Social Sur-

vey, which was fielded every year between 1972 and 1997. A similar
question is included in the Euro-Barometer surveys, which are also
used in the study.

23. Subjective well-being—or “happiness”—surveys have also
been used to test the relative income hypothesis in a number of dif-
ferent settings. Following on original work by Easterlin (1974),
which suggested that, despite sustained economic growth, people in
some rich countries were not growing any happier, a number of
recent studies have found that reported well-being rises with per-
sonal income, but declines with the income of other people in a
person’s reference group. This is usually interpreted to mean that
well-being is driven at least in part by relative incomes, rather than
purely by their absolute levels. See Graham and Felton (2005) for
Latin America, Ravallion and Lokshin (2002) for the Russian Fed-
eration, and Luttmer (2004) for the United States. The relative
income literature is of tangential interest for this report, because it
provides additional backing for the idea that one’s position in soci-
ety in relation to others matters, both for individual behavior and
for welfare.

24. See De Ferranti and others (2004) for an earlier discussion of
this data.

25. The professions included skilled factory worker, doctor in
private practice, chairman of a large national company, lawyer,
shop assistant, federal cabinet minister, judge of the nation’s high-
est court, owner/manager of a large factory, and unskilled worker.
Respondents were also asked about their own income.

26. Countries in the ISSP sample include the following: Austria,
Australia, Canada, France, Germany, Italy, Israel, Japan, the Nether-
lands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland,
the United Kingdom, and the United States.

27. This figure is an update, based on more recent data, of an
original figure that appeared in Ravallion and Chen (1997).

28. See, once again, Ravallion and Chen (1997) and Bour-
guignon (2003).

29. Using a slightly different dataset, and a decomposition tech-
nique that also accounts for the differential sensitivity of different
poverty measures to changes in mean incomes, Kraay (forthcom-
ing) finds that the growth share in this variance is closer to 70 per-
cent. In a sample of long spells only, that share rises to 94 percent.

30. Whereas the total growth elasticity of poverty reduction
simply relates total change in poverty to the growth in mean
incomes, without controlling for changes in the relative distribu-
tion and is therefore given by 

,

the partial growth elasticity of poverty reduction controls for
changes in inequality. That means that it is calculated for a given
Lorenz curve:
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This definition, like the decomposition on which it is based, is path-
dependent, and the elasticity would be somewhat different if it was
calculated on the basis of the final-period Lorenz curve, rather than
the initial one. In this report, we always use the initial period rela-
tive distribution when computing partial growth elasticities. No
regression method is used, so no functional form of any kind is
imposed on the relationship.

31. This finding is qualitatively consistent with alternative esti-
mates of the relationship between partial and total growth elastici-
ties, on the one hand, and income inequality, on the other. See
Bourguignon (2003) and Ravallion (2005).

32. The other four combinations of poverty lines and measures
were also computed, and the upward-sloping pattern is qualita-
tively robust.

33. See also Bourguignon, Ferreira, and Lustig (2004) for a
detailed discussion of seven country studies.

34. In fact, World Bank (2005b) finds that, on average, the poor-
est 20 percent of the population in each of 14 countries in their
study grow 0.7 percent for each 1 percentage point growth in mean
incomes.

Chapter 5

1. See, for example, Fisman (2001a).
2. Even in a hypothetical world with perfectly functioning mar-

kets, there may still be an indirect influence, coming from the effect
of wealth or income on savings decisions. It has been suggested that
the poor are less inclined to save than the rich, and as a result,
aggregate savings as a proportion of aggregate income may go up if
the rich gain at the expense of the poor. This could affect invest-
ment decisions through the effect of the supply of savings on the
price of capital. Inequality, in this Kaldorian view of the world
(after Nicholas Kaldor, the Cambridge economist), would enhance
growth, although it might yet be a Pyrrhic victory. Kaldor worried
about the inevitability of crises under capitalism, and he saw faster
growth accompanied by burgeoning inequality as a recipe for
ongoing crises.

3. Note that such redistributions from wealthier to poorer peo-
ple do not necessarily have to be to the poorest people in society,
but rather to those with good growth opportunities.

4. Unless there are two different investment opportunities that
have the exact same payoff, net of interest.

5. Dasgupta, Nayar, and Associates (1989).
6. See also Gill and Singh (1977) and Swaminathan (1991).
7. See Djankov and others (2003).
8. See Deaton (1997) for more details.
9. See Townsend (1995).
10. Fafchamps and Lund (2003) find that, in the Philippines,

households are much better insured against some shocks than
against others. In particular, they seem to be poorly insured against
health risk, a finding corroborated by Gertler and Gruber (2002) in
Indonesia.

11. See Banerjee (2000) for a discussion of the alternative
views.

12. Although, there are instances of government scholarships
for tertiary education in many countries that require beneficiaries
to provide a specified number of years of service in government
after graduation.

13. Blair, Judd, and Chapleau (2004). See also Loury (2002) for a
wide-ranging study.

14. See the survey in Steele and Aronson (1995).
15. From McKenzie and Woodruff (2003), figure 1.
16. Olley and Pakes (1996).
17. The ICOR measures the increase in output predicted by a

one-unit increase in capital stock. It is calculated by extrapolating
from the past experience of the country and assumes that the next
unit of capital will be used exactly as efficiently (or inefficiently) as
the previous one. The inverse of the ICOR therefore gives an upper
bound for the average marginal product for the economy—it is an
upper bound because the calculation of the ICOR does not control
for the effect of the increases in the other factors of production,
which also contributes to the increase in output. The implicit
assumption that the other factors of production are growing is
probably reasonable for most developing countries, except perhaps
in Africa.

18. Banerjee and Munshi (2004); Banerjee, Duflo, and Munshi
(2003).

19. This is not because capital and talent happen to be substi-
tutes. In these data, as is generally assumed, capital and ability
appear to be complements.

20. From Goldstein and Udry (1999), figure 4.
21. From Goldstein and Udry (1999), 38.
22. Based on Berry and Cline (1979).
23. Some of the effects of lack of insurance may be quite subtle.

Banerjee and Newman (1991) argue, for example, that the avail-
ability of insurance in one location (the village) and its unavailabil-
ity in another (the city) may lead to inefficient migration decisions,
because some individuals with high potential in the city may prefer
to stay in the village to remain insured.

24. The fact that there is underinvestment on average, and not
only a set of people with too many bullocks and a set of people with
too few, is probably due to the fact that bullocks are a lumpy invest-
ment, and owning more than two is inefficient for production
(there is no small adjustment possible at the margin).

25. Another piece of relevant evidence comes from the effects of
titling nonagricultural land. Field (2003) shows evidence from a land-
titling program in the slums of urban Peru that suggests that the lack
of a clear title to the land where you have built your home reduces the
ability of the household members to work outside. Field hypothesizes
that this is because someone needs to be home to defend the untitled
property from expropriation by others. But she does not find any evi-
dence that land titling improves access to credit.

26. This number takes into account the fact that only 20 percent
of the Indonesian population is iron deficient. The private returns
of iron supplementation for someone who knew they were iron
deficient—which they can find out using a simple finger prick—
would be $200.

27. Kremer (1993).
28. Li and others (1994).
29. Banerjee and Duflo (2004b), 11.
30. See Bénabou (1996) for a survey.
31. Forbes (2000) also corrects for the bias introduced by intro-

ducing a lagged variable in a fixed-effect specification by using the
Generalized Method of Moments (GMM) estimator developed by
Arellano and Bond (1991).
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32. Barro (2000) estimates a cross-sectional relationship
between inequality and short-term growth and finds a negative
relation in poor countries but a positive relation in rich ones.

33. Banerjee, Gertler, and Ghatak (2002).

Chapter 6

1. Engerman and Sokoloff (1997).
2. Acemoglu, Johnson, and Robinson (2001), 1387.
3. Klarén (2000), 44–48.
4. See Hemming (1970), 264 on Pizzaro and Melo (1996), 222

on Colombia.
5. Bakewell (1984), Cole (1985), Lockhart (1969) and Mörner

(1973).
6. Lockhart and Schwartz (1983), 34.
7. Parry (1948).
8. Cardoso (1991), Mahoney (2001), and Lang (1975), 28.
9. An analogous story applies to the parts of the region suitable

for plantation agriculture, especially sugar. Colonists in the
Caribbean, present-day Brazil, and the southern United States took
advantage of the international market in slaves and developed dis-
tinct but also highly coercive regimes.

10. See Crosby (1986), 143–44.
11. See Craven (1932) and Morgan (1975).
12. See Acemoglu, Johnson, and Robinson (2002), Acemoglu,

Johnson, and Robinson (2004), and Rodrik, Subramanian, and
Trebbi (2002).

13. In addition to arguments noted above, see the econometric
analysis arguing that governance causes growth, but not the other
way, in Kaufmann and Kraay (2002).

14. Haggard (1990) and Kang (2002).
15. Liddle (1991) and MacIntyre (2001b), 259.
16. Geertz (1963), Elson (2001), 194–201, 280–81; Rock (2003), 14.
17. World Bank (1993).
18. Bates (1981).
19. Bates (1981), 122.
20. Bates (1989).
21. Bowman (1991).
22. Fisman (2001b), MacIntyre (2001a), Stern (2003).
23. Lipset (1959).
24. This conjecture is substantiated by the standard account of

the evolution of institutions in Britain, culminating in the Glorious
Revolution of 1688 (North and Thomas 1973, North and Weingast
1989, and O’Brien 1993).

25. See Brenner (1976), Tawney (1941), Moore (1966), and Ace-
moglu, Johnson, and Robinson (2002b).

26. See Thompson (1963), Tilly (1995), and Tarrow (1998).
27. Acemoglu and Robinson (2000), Acemoglu and Robinson

(2005).
28. Lindert (2003), Lindert (2004).
29. Other data on real wages and real rental rates on land sup-

ports this claim; see O’Rourke and Williamson (2002).
30. Li, Squire, and Zou (1998), Rodrik (1999b).
31. This section is based on Andersson and Gunnarsson (2005)

and Jäntti and others (2005).
32. Wade (1990).
33. Andersson and Gunnarsson (2005), 4.
34. Chen and Ravallion (2004).
35. Montinola, Qian, and Weingast (1995), 51–52.

36. Qian (2003), 305.
37. In China revenues were collected at the local level and shared

up with higher levels of government

Focus 4 on Indonesia

1. World Bank (1993).
2. Using data from van der Eng (1993a, 1993b, 2002), it is possi-

ble to construct an index of pro-poor growth from 1880 to 1990
(Timmer 2005). Using this index, the rates of pro-poor growth for
each historical era were as follows: 1880–1905 = 0.05 percent per
year; 1905–1925 = 4.57 percent per year; 1925–1950 = –2.57 per-
cent per year; 1950–1965 = 2.37 percent per year; and 1965–1990 =
6.56 percent per year.

3. All Indonesian distributional data are subject to the usual
caveats about the difficulty of obtaining adequate responses from
both the very poor and the very rich. In particular, SUSENAS does
not capture the extremely uneven accumulation of wealth or the
conspicuous consumption of the ultra rich.

4. There is a “standard” economic model behind this story, in
which the capital of individuals—formal and informal skills,
land, location, and even accumulated savings—is deployed to
earn incomes, with the possibilities determined by technology,
transactions costs, and market prices. See Alatas and Bour-
guignon (2004).

5. Temple (2001). These institutions, for better and worse, lived
well beyond the Suharto era.

6. Timmer (2005).

Chapter 7

1. The study finds that it is the quality of parent-child interac-
tions, especially talking to the child, that matters the most (Hart
and Risley 1995).

2. Pollitt, Watkins, and Husaini (1997), Grantham-McGregor
and Ani (2001), Stoltzfus, Kvalsvig, and Chwaya (2001), Black
(2003), Dickson and others (2000), Smith, Brooks-Gunn, and Kle-
banov (1997).

3. Shore (1997).
4. Rutter, Giller, and Hagell (2000), Karr-Morse and Wiley

(1977).
5. Paxson and Schady (2005).
6. Pritchett (2004a).
7. Carneiro and Heckman (2003).
8. Three of the best-documented studies for the United States

are on the Chicago Child-Parent Centers, a half-day program on a
large scale in the Chicago public schools; the Abecedarian program,
a full-day year-round education program in Chapel Hill, North
Carolina, with followup to age 21; and the High/Scope Perry
Preschool, a half-day program on a small scale in the Ypsilanti,
Michigan, public schools with follow up to age 40. The last two are
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21. For discussions of India’s labor market regulation and its

adverse effects, see Stern (2002), Hasan, Mitra, and Ramaswamy
(2003), and Besley and Burgess (2004). For example, industrial sec-
tor legislation requires employers with more than 100 workers to
seek prior approval of the government before dismissing workers.
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