
4 Poverty, growth and human development

The poor are a mixed group. Some
cope reasonably well; others are
on the margin of survival. Their
well-being can fluctuate widely: the
marriages and ceremonies after the
harvest are in stark contrast to the
hunger and illness that often pre-
cede it. A good crop with a new
seed, or the chance to work on a
nearby road project, may push a
poor farm family's income to the
point where they can buy a plow
with a metal blade or some clothing
for their children. But two years
of inadequate rain, or a bout of
illness, may cost them their land
or their livestocka degree of vul-
nerability that understandably
makes for caution and aversion
to risk.

The poor have other things in
common, apart from their extremely
low incomes. A disproportionate
number of themperhaps two in
fiveare children under 10, mainly
in large families. More than three-
quarters of them live in (often very
remote) rural areas, the rest in ur-
ban slumsbut almost all in very
crowded conditions. Many poor
families own a small piece of land,
some animals or some tools. But
both they and other poor people
live mainly by working long hours
men, women and children alike
as farmers, vendors and artisans,
or hired workers.

As much as four-fifths of their
income is consumed as food. The
result is a monotonous, limited
diet of cereals, yams or cassava
with a few vegetables and in some
places a little fish or meat. Many

of them are malnourished to the
point where their ability to work
hard is reduced, the physical and
mental development of their chil-
dren is impaired, and their resis-
tance to infections is low. They
are often sickwith tropical
diseases, measles and diarrhea,
and cuts and scratches that will
not heal. Complications of child-
birth are a common cause of death.
Of every 10 children born to poor
parents, two die within a year;
another dies before the age of five;
only five survive to the age of 40.

The great majority of poor adults
are illiterate; their children, though
having a much better chance of
attending school than in the past,
usually do not complete more than
a year or two. Unable to read a
road sign, let alone a newspaper,
their knowledge and understand-
ing remain severely circumscribed.
Yet they learn about the possibility
of a better life from direct observa-
tion, from friends and relatives,
and perhaps from small improve-
ments in their own circumstances;
and they hope that their children
will somehow be able to climb
out of poverty.

Dimensions of poverty

It is difficult to measure the extent
of poverty. To begin with, abso-
lute poverty means more than low
income. It also means malnutrition,
poor health and lack of education
and not all of the poor are equally
badly off in all respects. There is
also room for disagreement about

where to draw the line between
the poor and the rest, and about
the correct way to calculate and
compare incomes and living
standards at different times and
in different places.

To compound these difficulties,
the data are inadequate. House-
hold surveys, if they exist, some-
times underrepresent the poor. Very
few follow the fortunes of indi-
viduals and families through time,
or disaggregate the household to
examine the well-being of women,
children and the elderly. Nor is
direct observation necessarily
a reliable basis for generalization,
especially in the countryside,
where many of the poor are
beyond the gaze of the casual
visitor to villages and rural devel-
opment projectsaway from the
roads, away from the markets and
project sites, or on the outskirts
of the villages.

Despite all this, no one seriously
doubts that a very large number
of people are extremely poor.
Taking as the cutoff a level of in-
come based on detailed studies of
poverty in India, the number of
people in absolute poverty in
developing countries (excluding
China and other centrally planned
economies) is estimated at around
780 million. In 1975 about 600
million adults in developing coun-
tries were illiterate; and only two-
fifths of the children in these
countries currently complete more
than three years of primary school.
In 1978, 550 million people lived
in countries where the average life
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expectancy was less than 50 years,
400 million in countries where the
average annual death rate of chil-
dren aged one to four was more
than 20 per 1,000-20 times that
in the industrialized countries.

Nor is there any serious dis-
agreement about who the poor are.
Half of the people in absolute
poverty live in South Asia, mainly
in India and Bangladesh. A sixth
live in East and Southeast Asia,
mainly in Indonesia. Another sixth
are in Sub-Saharan Africa. The
restabout 100 million people
are divided among Latin America,
North Africa and the Middle East.
With the partial exception of Latin
America (where about 40 percent
are in the towns) the poor are
primarily rural dwellers, over-
whelmingly dependent on agri-
culturethe majority of them
landless (or nearly landless) labor-
ers. Some minority groupsfor
example, the Indians in Latin
America and the scheduled castes
in Indiaare also overrepresented
among the poor. And there is a
tendency for absolute poverty in
particular places, families and
social groups to persist from gen-
eration to generation.

Three decades of poverty
reduction

In aggregate, however, consider-
able progress has been made in
reducing the incidence of poverty
over the past 30 years (see Figure
4.1). Progress would have been
greater still but for the dramatic
growth of population, which has
doubled the number of people in
the developing world since 1950
and has begun to slow down
though as yet slightlyonly since
the mid-1960s.

Since 1950 income per person
in the developing world has doubled.
But in low-income countries, the
average increase has been half
that, and in both low- and middle-

income countries the incomes of
the poor have grown more slowly
than the average. The proportion
of people in absolute poverty in
developing countries as a group
is estimated to have fallen during
the past two decades (though
probably not in Sub-Saharan
Africa in the 1970ssee Chapter
2). But because population has
grown, the number of people in
absolute poverty has increased.

There has also been progress
in education. The proportion of
adults in developing countries who
are literate is estimated to have
increased over the past three
decades from about 30 percent to
more than 50 percent; the propor-
tion of children of primary-school
age enrolled in school rose from 47
percent in 1960 to 64 percent in
1977. These advances have been
shared by most countries and re-
gions, including those that initially
were furthest behind, such as
Sub-Saharan Africa. But the qual-
ity of schooling remains low in
many countries; and because of
population growth, there has been
an increase of about 100 million
in the absolute number of illiterate
adults since 1950.

The most striking advances
against poverty have been in
health. Average life expectancy in
middle-income developing coun-
tries has risen nine years over the
past three decades. In low-income
countries, the increase has been
even greater-15 years. But even
though infant mortality rates
(which are a major determinant of
life expectancy) have fallen sub-
stantially in developing countries
since 1950, there now are so many
more children born that the abso-
lute number of infant deaths
probably has not declined.

Another way of viewing the
progress of the past three decades
is to compare the developing with
the industrialized countries. The
gap in income per person between

them has widened, even in pro-
portional terms (though in the case
of the middle-income countries
only slightly). But the gaps in edu-
cation and health have narrowed
by 15 percentage points in adult
literacy and five years in life
expectancy.

Poverty and growth

Most poor people live in poor
countries. Whether absolute pov-
erty is measured by low income,
low life expectancy or illiteracy,
there is a strong correlation between
the extent of poverty in a country
and its GNP per person (see Fig-
ure 4.2 overleaf). This suggests
that the solution to poverty is eco-
nomic growth. There is a great deal
of truth in this proposition, but
it needs to be carefully qualified.

First, comparing countries, the
relation beween the extent of their
absolute poverty and the level of
GNP per person is (as the disper-
sion of points in Figure 4.2 shows)
far from perfect. Because of
differences in income distribution,
the proportion of the population
below the poverty line in 1975 was
more than twice as high in Colom-
bia as in South Korea, even though
the average incomes of the two
countries were close. Sri Lanka is
a low-income country, yet the life
expectancy of its people approaches
that of the industrialized countries.
Some middle-income countries,
such as Morocco and the Ivory
Coast, have literacy rates below
those of the average low-income
country.

Second, looking at changes over
time within particular countries,
the connection between growth
and poverty reduction over periods
of a decade or two appears inexact.
There is general agreement that
growth, in the very long term,
eliminates most absolute poverty;
but also that some people may
(at least temporarily) be impover-

35



100

50

45

40

0

100

90

so

70

60

50

40

30

20

10

0

36

Figure 4.2 National income and
national poverty
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ished by developmentas when a
tenant farmer is displaced by his
landlord's tractor or a shoemaker
by mass-produced shoes. Because
relevant data are sparse and
unreliable, however, it remains a
matter of dispute how consistently
growth over comparatively short
periods has reduced the propor-
tion of the population in absolute
poverty.

What is clear is that different
countries have had different ex-
periences. The proportion below

the absolute poverty line apparently
has not fallen in some slow-grow-
ing countries (induding rural India
between 1956 and 1974) or in
some periods in faster-growing
countries. But it appears to have
fallen markedly over the past 25
years in several fast-growing coun-
tries (including Thailand and
Yugoslavia) and in some slower-
growing ones (including Costa
Rica and Sri Lanka). The associ-
ation between economic growth
and improvements in education
and health has also been imperfect.

Third, the connection between
economic growth and poverty re-
duction goes both ways. Few would
dispute that the health, education
and well-being of the mass of
people in industrialized countries
are a cause, as well as a result, of
national prosperity. Similarly,
people who are unskilled and sick
make little contribution to a coun-
try's economic growth. Develop-
ment strategies that bypass large
numbers of people may not be the
most effective way for developing
countries to raise their long-run
growth rates.

The rest of this chapter looks
more closely at some of the ele-
ments of absolute poverty and at
policies to deal with it. Since
economic growth (despite the
qualifications) is crucial to reducing
poverty, its causes will be con-
sidered. The focus then shifts to
factors and policies that particu-
larly affect the incomes of the
poor. Under both headings the
potential contribution of human
development is examined.

Economic considerations and
policies will predominate. But it
is importantto stress the contri-
bution (over long periods) of
social, political and cultural factors
to the poverty of particular coun-
tries and particular groups. Nor
should this chapter's emphasis on
better education and health as a
means to raise incomes detract from

their tremendous importance as
ends in themselves.

Sources of growth

Economic growth comes about in
two ways, both of which can be
powerfully influenced by govern-
ment policy. One is building up
a larger stock of productive assets
and human skills. The other is
increasing the productivity of
these assets, skills, and the coun-
try's natural resources. This in-
volves moving capital and labor
between sectors, developing new
institutions, inventing and intro-
ducing new techniques of produc-
tion and new products, making
better choices among existing
techniques, and taking steps to
cut costs and eliminate waste.
Growth thus involves continuous
changeit has aptly been de-
scribed as a process of perpetual
disequilibrium.

NcUural resources

The natural resources of countries
are not consistently correlated with
either income levels or income
growth. Some of the richest and
most rapidly growing economies
Austria, Japan and South Korea,
for examplehave few natural re-
sources; some well-endowed ones
7tire, for instancehave remained
poor.

Nonetheless, no account of the
causes of national prosperity and
poverty should overlook land, water,
minerals, energy and climate.
Many countriesamong them
Argentina, Australia, Saudi Arabia
and the Soviet Unionowe a good
part of their affluence to natural
resources. Nor is it coincidental
that most poor countries are in
the tropics and, more particularly,
that many of the poorest people
in the world live in the arid and
semiarid regions of Asia and Africa.

But the link between natural re-
sources and income is affected by
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population density (see page 39).
It also depends on the availability
of capital and skills and on the
development strategy adopted.
And it is very much a function of
world demand and the state of
technology. Malaysia's early prog-
ress was founded on tin for plat-
ing and rubber for automobile
tires. Bangladesh's jute industry
suffered from the invention of syn-
thetic fibres (especially because,
in contrast to Malaysia, little rele-
vant research was undertaken). A
technical breakthrough in "dry"
farming wouldperhaps more than
any other feasible technical ad-
vancetransform the prospects of
a large proportion of the world's
poor.

Investment in physiccd capital

The accumulation of physical capital
is a necessary and very important
part of economic growth. The
productivity of workers in
industrialized countries is greater
than in developing countries partly
because they have more capital to
assist them. Similarly, most of the
innovations and structural changes
that generate growth dearly require
substantial physical investment
in roads, machines, inventories,
irrigation systems and so on.

Developing countries that have
invested a higher proportion of
their output have on average grown
faster, but the contribution of
investment to growth has varied
widely. Some, including the fast-
growing East Asian countries, have
managed to squeeze as much as
half an extra unit of annual output
from each extra unit of capital.
Others, such as Ghana and until
recently Uruguay, have invested
to much less effect.

Part of the discrepancy is attrib-
utable to differences in the share
of investment devoted to activities
(such as housing) that do not
contribute directly to production,
but more to variations in the

efficiency with which productive
investment has been allocated and
used. This efficiency has in turn
depended on the availability of
natural resources and skified labor
and on government policies toward
agriculture, industry and foreign
trade (discussed at length in the
past two World Development Reports).

It has sometimes been suggested
that income inequality is conducive
to higher investment (since the
rich save a larger proportion of
their incomes than the poor). But
in practice this relation is muffled
by government and corporate saving
and by variation across countries
in incentives and attitudes to saving.
High investment rates are observed
both in countries with relatively
unequal income distributions, such
as Brazil and Kenya, and in countries
with relatively equal distributions,
such as China and South Korea.
Low investment rates also appear
compatible with income distribu-
tions that are both more unequal,
as in Senegal, and less unequal,
as in Burma.

Human resources

It has long been recognized that
the qualities of a nation's people
have an important influence on its
prosperity and growth. This is not
simply because better labor adds
to output in the passive way that,
say, more fertilizer or better
machinery does. It is also because
human beings are the source of
ideas, decisions and actions on
investment, innovation and other
opportunities.

Technical, scientific and profes-
sional skills are clearly essential
to producing many modern goods
and services. Entrepreneurial and
administrative abilities are vital
in both public and private sectors.
Less immediately obvious, but
equally fundamental, are the skills,
knowledge and attitudes of the
great mass of ordinary workers,
including small farmers and traders.

What governs the quality of
human resources, and how can it
be improved? There is no simple
answer, no simple best policy. One
important ingredient is practical
experience. Another consists of the
knowledge and attitudes that
children acquire from their parents
and from society at large. Then
there are the many different kinds
of formal education and training:
general primary and secondary
schooling, technical and vocational
schooling, general and specialized
higher educationall of which
impart specific skills, enhance the
ability to learn further and mold
attitudes toward work and change.

Partly because measurement is
difficult, the evidence is not com-
pleteeither on the contribution of
human resources to production and
growth, or on what determines their
quality. But a lot of research has
been done on the economic contri-
bution of formal education. In all
countries more educated people
tend to earn moreto a degree
that makes educational spending
(especially for primary education
and especially in developing
countries) often appear an attrac-
tive investment (see pages 48-49).

Studies have also shown that
primary schooling can contribute
to the productivity of farmers (see
page 48) and to industrial pro-
ductivity. In addition, there is evi-
dence that basic education can
contribute to national growth (see
box overleaf). Developing coun-
tries with higher literacy rates have
tended to grow faster, even after
allowances are made for differ-
ences in incomes and physical
investment, and they have had
higher physical investment rates.

The results of this research re-
inforce a body of less systematic
observations, and some historical
evidence, that formal education
can aid economic development.
The outstanding growth records
of Japan and South Korea prob-
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Human resources and growth: macroeconomic evidence
How can the effect of human resources
on growth be assessed? The microeco-
nomic studies of the effects of education,
nutrition and health on the incomes and
productivity of particular people and
enterprises provide important evidence.
So do the "growth accounting" exercises,
which have in effect added up the results
of microeconomic studies to measure
the contribution of human resources to
aggregate growth.

But microeconomic evidence is not
enough. For example, it has sometimes
been suggested that the higher earnings
of more educated people are partly offset
by indirect reductions in the earnings
of less educated people-and thus that
the microeconomic evidence overstates
the effects of education on total (or
average) income. Conversely, though, it
has been suggested that the earnings of
more educated people may understate
their contribution to total production,
innovation and growth.

It is thus important to complement
the microeconomic evidence with studies
that look directly at the relation between
human development and aggregate growth.
One way of doing this is through historical
case studies. Another is by cross-country
comparisons-looking at a large sample
of countries to see whether those with
better, or more rapidly improving, human
resources have grown faster. Cross-country
studies, however, must tackle two basic
problems-in addition to shortages and
inaccuracies of data, which are particularly
severe for developing countries.

Disentangling other influences. A
correlation across countries between
human resource indicators and growth
may be generated-or obscured-by other
factors (such as income) that influence
one or more of the variables. Many of
these other factors-such as income levels,
investment rates and even some aspects
of natural resources and climate-can be
measured; their influence can be controlled
for by multivariate statistical methods.
Other relevant factors-culture and eco-
nomic policies, for instance-cannot be
so readily measured, and hence are diffi-
cult to control for.

This problem, however, can be sub-
stantially overcome by focusing on changes
over time within countries, rather than
on levels at a particular time. That elimi-
nates the influence of factors (politics and
institutions, say) that affect both the
level of income and the level of human
development in particular countries. Even
then, though, the possibility remains that
such unmeasured factors are influencing
the rates of change in all the variables
of interest. To reduce this risk, additional
variables can be used to allow for, say,
regional or cultural differences.

Establishing the direction of causa-

tion. Even if it were possible to control
for all other influences, the existence of a
correlation between human resources and
economic performance does not answer
the question of which is causing which-
especially pertinent, since there are reasons
for believing that the causation flows in
both directions.

One way of addressing this question
is to look at the sequence of events. The
table in this box, for example, compares
literacy rates and life expectancy in 1960

Literacy, life expectancy and growth

Deviation from expected value derived from
equations relating adult literacy and life expec-
tancy to GNP per person for all developing
countries. For example, in the top part of the
table, South Korea's literacy rate in 1960 was
43.6 percentage points higher than expected for
a country at its income level.

Unweighted mean.

with growth over the period 1960-77.
It shows that the 10 fastest-growing devel-
oping countries started the period with
literacy rates that were on average, despite
substantial variation, 16 percentage points
higher than would have been expected
at their income levels. It also shows that
the 10 developing countries with the
highest life expectancy in relation to
their income levels in 1960 subsequently
attained growth rates that on average were
1.6 percentage points above those of all
the developing countries for which data
are available.

Another (complementary) approach is
to use "simultaneous equations" tech-
niques to estimate the relations in both
directions at once, thus trying to identify
the strength and characteristics of each
while allowing for the existence of the
other.

As part of the background work for
this Report, the methods outlined above
have been applied to the recently enlarged
and improved data base from which the
World Development Indicators are
drawn (see the studies by Hicks and
Wheeler mentioned in the bibliograph-
ical note). The purpose of these studies
is primarily to double-check at the macro-
economic level the results derived from
the microeconomic and experimental
work discussed in Chapter 5. Thus they
attempt to measure not only the effects
of human development on growth, and
of growth on human development, but
also the effects of the various human
development indicators-education,
health, nutrition and fertility-on each
other.

The results, and especially the estimated
magnitudes of the effects, are not beyond
dispute. But in general they reinforce the
other evidence. Among the most clear-
cut results are these: (1) increases in
literacy contribute both to increased
investment and (given the level of invest-
ment) to increases in output per worker;
(2) literary, as well as nutrition and income,
affects life expectancy; and (3) variations
in life expectancy, literacy, income and
the strength of family planning programs
explain between them most of the varia-
tion in fertility rates across countries.

The impact of health (measured by
life expectancy) and nutrition on economic
growth is less clear-cut. Although life
expectancy on its own, controlling for
income, appears to have a positive effect
on both investment and output per worker,
these effects largely disappear when other
variables that influence life expectancy
are introduced. Increases in average
calorie supply appear to have a clear,
positive effect on growth; but the possi-
bility cannot yet be ruled out that this
may reflect the effect not of nutrition but
of agricultural output.
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ably could not have been achieved
without their distinctively early
mass literacy and numeracy, which
(together with land reform, more
advanced education and good eco-
nomic management) contributed
to increased agricultural produc-
tivity, to the expansion of labor-
intensive manufacturing and
exports, and to their remarkable
ability to adapt to changes in tech-
nology and world demand. At the
other end of the spectrum, the
poor economic performance of the
countries of Sub-Saharan Africa
is at least partly attributable to
extremely low literacy and the
scarcity of highly educated and
experienced people.

Knowledge, skills and attitudes
are not the only aspects of human
resources that affect economic
performance. A healthy and well-
fed labor force is more physi-
cally and mentally energetic than
one that is sick and hungry, and
therefore gets more work done
and is more innovative. This is
confirmed by a number of experi-
ments and project-level studies
see pages 55 and 60. The aggre-
gate evidence is less clear-cut.

At the same time, however, there
are examples that refute any
suggestion that education, health
and nutrition are in themselves
sufficient to induce rapid growth.
Burma and Jamaica, for example,
with high levels of literacy and life
expectancy for their income levels,
achieved annual growth rates of
on'y 1.0 and 2.0 percent per person
over the period 1960-78. It is also
possible (though difficult if
economies heavily dependent on
petroleum, other minerals or ex-
patriate skilled labor are exduded)
to find cases of fairly rapid growth
even with low levels of literacy
and life expectancyPakistan in
the 1960s is an example.

The linkage is imperfect partly
because literacy and life expec-
tancy are crude indicators of edu-

cation and healthand are often
measured inaccurately as well.
But the main reason is that growth
also depends on other factors
the availability of natural resources
and physical capital and the effi-
ciency with which all resources
are used.

Without modern inputs, the
right technology and ready access
to markets, even educated farmers
find it hard to innovate (see page
48); and they can be discouraged
from increasing production by low
prices. Without rapid accumulation
of physical capital, and policies
to ensure that this is associated
with rapid growth of productive
employment opportunities, the
earnings of even a healthy and
educated labor force will stagnate.
Without the right mixture of
education and training, shortages
of specific skills will hold back
growth, while chronic surpluses
of other sorts of manpower may
emerge.

Popu1ction

Another important influence on
the growth of income per person
is population growth. One way
it has an effect is by increasing
population density. In some sparsely
populated countries, this in itself
might (within limits) have a bene-
ficial effect on average incomes
as it has done in Argentinaby
permitting and stimulating more

efficient exploitation of natural
resources. But in many countries
high and growing densities are
likely to be a continuing source
of poverty. In 1975 the agricultural
population per hectare of cropland
in Egypt, Bangladesh and prob-
ably China was already more than
five times that in the Netherlands
(see Table 4.1). The scope for
compensating by higher yields
per hectare is limitedin Egypt
because yields are already close
to those in developed countries,
and in Bangladesh (where yields
are much lower) by the high cost
of improving water management.

Population growth can affect
economic growth in other ways,
too. In some circumstances, faster
labor force growth can permit
faster growth of income per
person. That may have happened
with the flow of foreign workers
into Switzerland and the Federal
Republic of Germany in the 1960s
and early 1970s. But in the great
majority of developing countries,
including most of those whose cur-
rent population density is low, the
growth of income per person could
be accelerated by slower popula-
tion growthfor three reasons.

Lower fertility would reduce
the proportion of people who are
young and not productive. At
present, two-fifths of the people
in developing countries are under
the age of 15; in developed
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Table 4.1 Agricultural population in relation to crop area

Country

Crop area,
1975

(100,000 hectares)

Agricultural
population

per 100 hectares
of crop area, 1975

Projected agricultural
population in 1990
per 100 hectares of
crop area in 1975

Bangladesh 951 660 980
Burundi 126 256 380
Dominican Republic 100 302 430
Egypt 286 687 890
India 16,720 244 310
Indonesia 1,860 458 540
Pakistan 1,945 204 280
South Korea 242 641 520

Japan 557 289 130
Netherlands 84 107 60



Figure 4.3 Population distribution
by age, 1980
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Developing
countries

countries the ratio is about a
quarter (see Figure 4.3). In the
Federal Republic of Germany and
the Soviet Union, for example,
there are two people of working
age for every one who is too young
or old to work; in Mexico and
Nigeria, there is only one.

Slower growth of the labor
force would mean that less invest-
ment, hence a smaller sacrifice of
consumption, would be needed to
maintain or increase the amount
of capital per worker. In most de-
veloping countries the working-
age population has roughly doubled
in the past 25 years. At its current
growth rate it will double again in
the iext 25 years. In Japan and
France, by contrast, the working-
age population would at its present
growth rate take about 90 years to
double.

Human resources could be
developed more effectively. About
25 percent of the population of a
typical developing country is of
primary-school age, compared with
15 percent in developed countries.
As a result, for any given amount
of spending on education, a devel-
oping country has to have either
a lower enrollment rate or lower
spending per child enrolled. One
of the earliest economic effects of
declining fertility is a (relatively)
smaller school-age group. The

number in this group in Colombia,
for example, doubled between
1950 and 1970; but because of a
fertility decline that began in
the mid-1960s, it then increased
only slightly in the 1970sand
fell as a proportion of the total
population. In South Korea, where
fertility has fallen steadily, the
number of school-age children has
stopped growing.

There are other effects apart from
reducing pressure on the formal
education system. Studies in
developed countries (even those
controlling for socioeconomic
class) have shown that children
in smaller families tend to be
larger, more intelligent, and to
have a longer life expectancy.
When high fertility is associated
with repeated and closely spaced
pregnancies, the mother's health
can suffer; the resultslow birth
weight and early weaningthen
damage the child's health. In the
Colombian town of Candelaria,
for example, the likelihood of
malnutrition among preschool
children in low-income families
was directly related to how many
brothers and sisters they had.
Furthermore, a child's capacity to
learn is affected by the amount
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and quality of attention received
from parents and other adults in
the first few yearsand that is
generally less in large families.

Raising the incomes of the poor

Faster growth of average incomes
is essential to reducing absolute
poverty, especially in low-income
countries, where half or more of
the people may be poor. But growth
alone is not enough. This is partly
because rising population is
tending to swell the numbers in
absolute poverty even where they
are a diminishing share of the
population, and partly because in
many developing countries there
is a large gap between average
incomes and the incomes of poorer
groups. It is also because (except
at fairly high average incomes)
growth tends to widen this gap.

This pattern is described by the
Kuznets curve, which shows that
the incomes of the poorest 40
percent of the population normally
grow more slowly than the average
until income per person reaches
a range of $700 to $900 (see Figure
4.4). Beyond this range, the incomes
of poorer groups tend to grow faster
than the average. Thus the distri-
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bution of income typically is less
unequal in developed countries
than in developing countries.

The initial rise in inequality
occurs chiefly because the impulses
and opportunities for harnessing
modern technology in a backward
economy are unevenly spread.
Those who perceive (and can take
advantage of) these opportunities
forge ahead of those who stay in
traditional lines of activitywho
in some cases may be undercut
and impoverished. As develop-
ment proceeds, though, the modem
sectors in industry, commerce and
agriculture become increasingly
dominant, drawing most of the
labor out of the traditional sectors
and pulling up the earnings of those
who remain in them.

The Kuznets curve is not an iron
law. As Figure 4.4 shows, some
countries lie well above it, others
below. (Information on changes
in income inequality in particular
developing countries confirms that
they do not all follow a path of the
same shape.) Much depends on
government policy, which can re-
duce the unevenness of the mod-
ernization processand accelerate
growthby promoting productiv-
ity gains in traditional small-scale
agriculture, increasing the rate at
which labor is absorbed into the
modern industrial sector, and not
concentrating public investment
and services on a few places and
social groups.

In addition, governments can
take measures to reduce the in-
equality of incomes by improving
the distribution of productive assets
(land, capital, labor skills); avoiding
price and wage policies that bene-
fit the urban middle classes at the
expense of small farmers; discour-
aging the exploitation of public
position for private gain; and mak-
ing taxes more progressive. They
can also take measures to improve
the lot of the dependent poor
children, the aged and many women.

The rest of this section looks
more closely at the range of things
that can be donein the context
of strategies aimed at increasing
average incomesto raise the
incomes of those in absolute poverty.

Land and land tenure

Land reform - the redistribution
of land ownership in favor of the
poorhas been tried in many
countries, with mixed results. In
some (South Korea, for example) it
has raised the incomes of the rural
poor considerablythough better
access to credit and extension
services for small farmers has
proved an essential adjunct. In
most developing countries there
is scope for further land reform.

Because small farms tend to
apply more labor per hectare and
to use land and capital at least as
productively as large farms, land
reform will usually increase
agricultural output after a period
of adjustment (see box overleaf).
But it faces social and political
oppositionfrom landlords and
from urban groups that benefit
from the bigger marketed sur-
pluses of large farms.

As an alternative to distributing
individual parcels of landwhich
is easier where resettlement on
uncultivated land is possible, as in
Brazil, Indonesia and Upper Volta
some countries (Algeria, China
and Peru, for example) have estab-
lished cooperatives and communes.
But these have tended to encounter,
in varying degree, serious prob-
lems of incentives and management.
Other countries have revised land
tenure rules: greater security of
tenure gives tenant farmers more
incentive to invest. Schemes that
encourage landlords of share-
croppers to share the cost of seeds
and fertilizers have also tended
to increase efficiency. But rent con-
trol has proved hard to enforce
especially if there have been plenty
of landless laborers willing to

replace existing tenants, or if
landlords (in their alternate roles
as moneylenders and employers)
have been able to compensate for
loss of rent by extracting more
favorable terms from their tenants
in other transactions.

Despite the difficulties, land and
tenure reform (in urban as well as
rural areas) remains a vital ele-
ment of poverty reduction in
many countries, and it merits
strong support.

Capital and credit

The poor conspicuously lack
every kind of physical capital, but
their poverty limits their demon-
strated ability to respond to good
investment opportunities (such
as new seed varieties) by saving
more. The alternative is to borrow,
which can enable the poor not only
to buy pumps and fertilizers for
their farms, and tools and materials
for their workshops, but also to
get their children educated, to pay
for transport to better jobs in urban
areas, and to tide themselves over pe-
riods of illness and unemployment.

But government efforts to help
the poor by supplementing tradi-
tional informal sources of credit
have had only limited success. For
long-term credit especially, lenders
want collateralso those with few
assets, or who want to acquire in-
tangible assets (such as education)
are at a substantial disadvantage.
In addition, governments and
public agencies usually have not
charged an interest rate high enough
to make credit programs self-sup-
porting. And the limited amounts
of subsidized credit available have
often been channeled away from
the poor toward more influential
groups.

For the poor to benefit from
physical investment, however,
they do not necessarily have to
own or control the assets them-
selves. Public investment (and
private investment by people who
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Small is productive
Although most farms in developing
countries are small, the small minority
of large farms account for most of the
area. Yet there is wide-ranging evidence
that (comparing similar types of agricul-
ture) smaller farms outperform larger
farms in value added per acre. For
example:

India. The Farm Management Studies
of the 1950s, covering about 3,000 farms
in six states, found that the larger the
farm, the smaller its output per acre. Nor
has the green revolutionhigh-yielding
varieties of seedchanged this conclusion.
The National Council of Applied Economic
Research surveyed 4,000 households
throughout the country in 1965-69, 1969-
70 and 1970-71; more than 2,500 of them
were farming throughout the period.
Although the productivity gap between
large and small farms tended to narrow
as the green revolution spread, it remained
significanteven after controlling for
differences in land quality and irrigation.
The proportion of land under high-
yielding varieties did not vary by farm
size. Tests relating capital and labor use
to farm size showed that as farms became
larger, they used proportionately less
capital and laborand particularly the
latter, which costs less on small farms
making use of family labor than on large
farms relying mainly on hired labor.

Brazil. The World Bank and SIJDENE,
the official regional development authority,
carried out a detailed study of 8,000 farms
in the poor northeastern region in late
1973 and early 1974. It revealed that the
intensity with which land and labor were

used declined sharply and consistently
as farm size increased. Depending on the
subregion, small farms applied 5 to 22
times as much labor per hectare as large
farms, although the proportion of high-
or medium-yielding soils did not vary
significantly with the size of the farm.
Small farms tended to employ more
labor than profit maximization would
warrant, probably in part because family
members have difficulty in obtaining
employment elsewhere, while large farms
employed less.

Such studies suggest that redistribution
of land in larger farms into smaller ones
in many cases would increase output and
employment (and of course equity)
significantly. But there are important
qualifications. Forexample,whereliteracy
rates are low among small farmers,
middle-size farms tend to be quicker to
adopt innovations. After a certain point
fragmentation inhibits productivity
growth, and significant land is lost
through field boundaries (for example,
in parts of Asia a holding of one hectare
may comprise 15 or 20 tiny parcels). For
some combinations of crops and soils,
mechanizationand thus large fields
may increase output: research in South
Asia provides little support for the yield-
increasing effect of tractor cultivation,
which may simply cause agricultural
laborers, to get fewer days of work. But
where labor is in relatively short supply,
and timely cultivation and harvesting
are critical to increasing yields, large
mechanized farms may be economi-
cally rational.

are not poor) can have a powerful
effect on their earnings. Irrigation
schemes, which can double the
amount of labor required per
hectare of land, raise the incomes
of landless laborers, even though
farmers (especially those who own
their land) derive even greater
benefitssee Table 4.2. Similarly,
roads that reach remote villages
and provinces where some of the
poorest people live have (in Liberia
and Thailand, for example) increased
their incomes by giving them access
to new seeds, insecticides and
markets, as well as by enabling
them to move more readily to
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places where they can earn more.
The construction phase of infra-

structural investments can also
provide employment and higher
wages for the poor. The record of
employment through public works
is a checkered onethere have been
too many cases where for one reason
or another local labor has not
received much benefit or where
the road or dam concerned has
been of little economic value.

But there are enough examples of
successful schemes (as in Morocco
and the Indian state of Maharashtra)
to suggest that the approach is
worth pursuing, albeit with care.

Nor, as Chinese experience shows,
need schemes of this kind be only
temporary. With good organization,
investment in rural infrastructure
can continue indefinitely. In this
as in all areas, governments should
not encourage excessive capital
intensity and thus discourage
employment creation. The policies
required, which were discussed at
length in Chapter 4 of last year's
Report, are partly a matter of
avoiding subsidies for capital and
taxes on labor, but also involve
general development strategy
(including that for foreign trade).

Education, health, nutrition and fertility

The employment opportunities
and earning power of many of the
poor are also limited (in ways to
be discussed further in Chapter 5)
by sickness, insufficient food and
lack of education. Their standard
of living is also depressed by their
high fertility and large family size
each adult's earnings have to
support more dependents than in
richer families (see Table 4.3).

Better health and nutrition can
permit poor people to work more
days in each year (which among
other things increases their eligibility
for employment in modem industry)
and can increase their effectiveness
at work. Studies of construction
projects in India and Indonesia
showed that poor health and
nutrition were among the factors
which tended to make the use of
capital-intensive techniques more
economical, even where labor was
cheap and abundant.

Even a primary education can
raise the productivity of small
farmers (see page 48) and, though
this has been studied much less,
make the poor better entrepreneurs
in other lines of business. More-
over, basic education is usually
a precondition of employment
in modern manufacturing and
services. In Brazil, for example,
the growth of modern industrial



employment is slowest among
uneducated people. Literacy and
numeracy are necessary not just
in clerical work, but also in the
many manual jobs that involve
following written instructions or
keeping simple records. Schooling
has also been shown to increase
the capacity to learn from subse-
quent formal training and practical
experience.

It should be emphasized that
better education, health and nutri-
tionwhile they may be necessary
to increase the earning power of
the poorare not sufficient. Com-
plementary measures are also
needed to expand the demand for
labor and to furnish the incentives
and material resources required
for innovation.

Nor will all the gains in income
that can result from better educa-
tion, health and nutrition among
the poor necessarily accrue to the
poor. In some circumstances, the
increased productivity of a farmer
will partly benefit his landlord
or consumers, for that matter, who
may be able to buy food more
cheaply. These distributive issues
are difficult and poorly understood,

All studies control for changes in other influences on incomes.
Household income per person.

but they do not detract from the
fundamental point that poor health
and lack of education are likely
to aggravate the exclusion of the
poor from modern development.
If the innovations of richer and
better educated farmers increase
agricultural output and reduce
its price, the .incomes of the poor
farmers who do not innovate will
fall.

Table 4.3 Dependency ratios,
by income group

Households ranked by income or expen-
diture per person.

Children (0-14) and the aged (over 65
for Peninsular Malaysia; over 60 for the
others) as percentage of the rest.

While others may benefit from
the poor being educated, the
converse is also true. More and
better extension workers are
needed to reach poor farmers.
Technicians and accountants are
needed to run factories. More
managerial and administrative
training and experience could
increase the rate of industrial and
agricultural expansion, create
more jobs and raise the incomes
of everyone.

Resecirch nd technology

Nor should specialized scientific
and technological education be
overlooked. Their role in reducing
poverty is particularly apparent in
agriculture. The introduction of
high-yielding rice and wheat
varietiesthe green revolution
has substantially improved the lives
of poor consumers and (on bal-
ance, with many exceptions) small
farmers in the wetter parts of Asia.
But more research is urgently needed
on dry farming (the economic rate
of return to this sort of research
has typicJly been as high as 20-30
percent) and on the cultivation of
poor soils and subsistence crops
on which many low-income farmers
depend. And in countries where
climate and soil conditions vary
widely from place to place, much
more research is needed to deter-
mine the best farming methods
for each placein Tanzania this
is being held back by a shortage
of scientists at local research
stations.

Industrial research also has a
part to play in reducing poverty
(as does research in such fields as
education and health). Many tech-
nical advances stem from work
done by large firms in industrialized
countries. The resulting innova-
lions, which tend to be concentrated
on capital-intensive methods of
large-scale production, often bene-
fit the pooras in the case of fertil-
izer. But small enterprises are
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Table 4.2 Irrigation and income, selected projects
Household income (current dollars)

Country Without With Absolute Percentage
and beneficiary irrigation irrigation' increase increase

Cameroon (northern: rice)
1978

Farmers 178 1,013 835 469

South Korea (Pyongtaek-
kumgang: rice) 1976k

Farmers 286 500 214 75

Malaysia (Muda: rice)
1974 190 361 171 90

Large-scale farmers 237 448 211 89
Small-scale farmers 131 247 116 89
Landless laborers 73 166 93 127

India (Uttar Pradesh: rice,
wheat, sugarcane) 1978 181 359 178 98

Large-scale farmers 384 738 354 92
Medium-scale farmers 218 464 246 113
Small-scale farmers 148 264 116 78

Income group'

Average
household

income
(percentage
of national

average)
Dependency

ratio"

Peninsular Malaysia,
:1973

Richest 10 percent 332 0.4
Poorest 10 percent 18 1.2

Sri Lanka, 1969-70
Richest 10 percent 240 0.5
Poorest 10 percent 46 1.3

Nepal (seven
towns), 1974-75
Richest 10 percent 167 0.4
Poorest 10 percent 51 1.2



disadvantaged, job creation is
limited, and some of the goods
bought by the poor are not im-
proved or made cheaper as rapidly
as those bought by the rich. More
research, especially if undertaken
in developing countries, could
reduce these biases. Progress has
already been made, for example,
in small-scale food processing and
labor-intensive construction.

Migrcition

Technology is one way of making
progress in places where poverty
stems from poor land or poor
climate. Another is for people to
move to places where opportuni-
ties are better. Expansion of rural
employment, both on and off farms,
will reduce the need for migration;
but it is clear that the industrial-
ization of poor countries (like that
of the now-developed countries)
will in the long term require large-
scale migration from rural to urban
areas. International migration has

A strategy that backfired
The experience of two subclans in west-
ern Kenya illustrates some of the inter-
actions between education, migration
and agricultural development.

In the 1930s the head of the more
powerful subclan, anxious to conserve
his people's land, caused the colonial
administration's schools to be built on
the land of the other subclan. This had
unexpected consequences.

The education received by members
of the less powerful subclan enabled
some of them to get jobs in the local
town. The money they remitted was
used to purchase improved livestock,
to switch into cash crops (especially
coffee) and to establish more schools.
In addition, the movement of people
to the town slowed the rate at which
land was subdivided, making the intro-
duction of improved livestock (which
required a minimum grazing area) more
profitable.

By 1974, although the division of
political power was still the same, the
less powerful subclan had become the
richer of the two.
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also been important in reducing
povertyparticularly in Northern
Europe in the 19th century, but
also more recently in Mediterranean
and other developing countries
where a significant proportion of
the relatively unskilled labor force
has migrated to the Middle East
or elsewhere (see box on page 22).

The relation between rural-urban
migration and poverty remains
somewhat controversial; but views
on this subject have evolved over
the past decade (see Chapter 6 of
the World Development Report, 1979).
It now is increasingly recognized
that those who move generally
make themselves better off. Their
incomes go up, and they and their
dependents have better access to
health and education services.
Studies in India show that the
chances of girls from poor fam-
ilies going to school are more than
twice as high in large cities as in
rural areas.

On the other hand, there is still
widespread concern about the
fiscal, social and political costs of
rapid rural-urban migration, which,
by holding down urban wages and
adding to pressure on government
services, retards the rate of im-
provement in the living standards
of the urban poor. But these living
standards, low as they often are,
tend to be above those of the rural
poor. Where they are not, as in
Calcutta, migration usually ceases
or goes into reverse. Indeed, re-
verse and repeated migration in
response to changing job opportuni-
ties has been found to be common.

The effects on those who remain
in the countrysideother than the
families of migrants that benefit
from remittancesappear to vary
from case to case. In some, non-
migrants gain because the labor
market tightens when people leave,
and because there is less pressure
on agricultural land. In others,
remittances have been spent on
concentrating land ownershipto

the detriment of the poor. And in
a few cases the exodus of bright
young people may have held back
agricultural progress. The impact
of rural development programs on
migration is not clear-cut, either;
land redistribution, expansion of
the cultivated area, and lower
fertility reduce emigration; but
improved communications and the
commercialization of agriculture
appear to increase it.

The extent to which the poor
benefit from migration depends
partly on the extent to which they
have had access to at least a pri-
mary education (see box). Illiterate
people do migrate, and often gain
substantially by it (though some-
times they become destitute
wanderers). But Indian evidence
suggests that they move mainly
to other rural areas. If they try to
move to urban areas, where earn-
ings prospects are generally better,
the uneducated are much more
likely (as a study of Bombay showed)
to fail to get jobs and to be forced
to leave.

The same is true of international
migration. The poor and unedu-
cated are less likely to find out
about opportunities for working
abroad. More important, they
have less chance of being accepted
by prospective employers. It has
been estimated that more than
three-quarters of the foreigners
now working in the Middle East
are literate, and almost all of them
have some skills. Even if no formal
training is needed, good health
is invariably a prerequisite of foreign
employment, and one which many
poor people are unable to fulfill.

Migration of all kinds can have
harmful social and economic effeds.
But on balance the evidence suggests
that, by enabling labor to be used
where it is most productive, migra-
tion aids both growth and poverty
reductionand would do so even
more if the poor were better
equipped to migrate. Develop-



ment strategies that assume that
the productivity of the poor must
necessarily be raised in the places
where they now live may be both
inefficient and inequitable. Not
least, the children of the landless
in stagnant rural areas may be best
served by a primary education that
will increase their geographic, as
well as economic, mobility.

Transfers and subsidies

In industrialized countries the
mainstay of antipoverty policy is
income transfers aimed at offset-
ting life-cycle poverty among the
old and the very young, and at
compensating for loss of earnings
through sickness, unemployment
and so on. In developing countries,
too, these are important causes of
extreme poverty (though they tend
to be mitigated more through the
extended family); and they are not
touched directly by measures to
raise earning power. Brazil, Turkey
and a number of other middle-

income countries have fairly
extensive social security programs.
But the scope for such programs
in low-income countries is neces-
sarily limited.

An alternative approach, used
in both industrialized and devel-
oping countries, is to subsidize
(and sometimes also ration) items
that are particularly important for
poor people. Such subsidies can
raise the real incomes of the poor
considerablywitness the increase
in Peru's infant mortality when
subsidies were reduced and unem-
ployment rose in 1976. Indeed,
the three low-income countries
with life expectancy above 60 years
all provide guaranteed or subsidized
food. But programs of this sort
(discussed further on page 62)
have to steer a tricky course be-
tween the financial rocks of general
subsidization and the administra-
tive and political rocks of effectively
reaching the poor.

0 0 0

The next three chapters examine
in more detail one aspect of antipov-
erty policyhuman development.
Chapter 5 looks at the consequences
and determinants of education,
health, nutrition and fertility; at
policies that affect them; and at
the way in which they (and incomes)
interact. Chapter 6 considers some
of the common practical problems
political, financial, administrative
of human development programs.
Chapter 7, in the context of a
discussion of the several regions
of the developing world, addresses
some practical questions of priorities
and tradeoffs: How do the benefits
and costs of human development
programs compare with those of
the other approaches to poverty
reduction discussed in the present
chapter? How does the best alloca-
tion of resources vary according
to the circumstances of particular
countries and the specific objectives
being pursued?

45




