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the operationalizing Pro-Poor Growth (oPPG) program was initiated 
in 2003 by the aFD, BMZ (kFw/GtZ), DFID and the world Bank to 
better understand the options for policymakers to increase the impact of 
growth on poverty reduction and how they vary depending on policies 
and country conditions. the goal was not to provide a specific policy 
framework for pro-poor growth. It was to explore the channels for the 
poor to participate in growth and the country context and initial condi-
tions affecting the efficiency of growth in reducing poverty. 

the oPPG work adds to the literature by drawing on 14 country case 
studies: Bangladesh, Bolivia, Brazil, Burkina Faso, el Salvador, Ghana, 
India, Indonesia, Romania, Senegal, tunisia, Uganda, Vietnam and 
Zambia. the countries had at least two household surveys in the 1990s 
and early 2000s that offered comparable methodologies, consumption 
aggregates and poverty lines. the country studies systematically ana-
lyzed the distributional pattern of growth and how it was affected by 
country policies and conditions, thus overcoming some of the well-
known shortcomings of cross-country econometrics. 

the case studies shared a common empirical methodology to analyze 
the distributional impact of growth that built on Ravallion (2004a). 
the studies looked at four broad policy areas and how each affected the 
ability of poor people to participate in growth: the macro framework 
and the composition of growth; agriculture and nonfarm income; labor 
markets and employment; and public expenditure policies. the role of 
gender and institutions in affecting policies and their outcomes were 
addressed as cross-cutting themes. these four areas were not meant to 
be comprehensive. access to financial markets and health services, as 
well as voice and empowerment, were not explicitly addressed in each 
case study, though they were mentioned in some. 

to draw out the key lessons, seven thematic papers were prepared 
covering: macro stability and pro-poor growth, growth and inequality, 
labor markets and employment, agriculture, public expenditures, insti-
tutions and gender. the thematic papers draw on the case studies, other 
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literature covering related themes in the 14 countries, and in some cases 
additional empirical work generally on a subset of the 14 countries. this 
report provides an overarching synthesis of all this work. 

In looking at the distributional impact of growth on the poor, the 
study adopts an income-based metric of poverty reduction (based on 
national poverty lines). (the role of nonincome dimensions in increas-
ing the impact of growth on the poor and helping households to escape 
poverty will also be covered by an ongoing world Bank study that will 
be executed in FY06–07 titled, “Moving out of Poverty.” the oeCD 
PoVnet group also commissioned a study on the nonincome dimen-
sions of pro-poor growth.) But institutions and nonincome dimensions 
of poverty are considered highly relevant determinants of the distribu-
tional impact of growth on income poverty and are discussed where 
relevant. It is thus primarily focused on the first Millennium Develop-
ment Goal for the reduction of income poverty. the country cases and 
the synthesis paper focus on the 1990s, but overall poverty, growth and 
inequality trends of the decade are viewed, where possible, within the 
countries’ broader historical experience. Partly data-driven, the limita-
tion on the 1990s reflects the relatively limited time horizon available to 
many policymakers. It also allows us to investigate how the economic 
developments of the 1990s may have affected the relationships between 
poverty, growth and inequality. 
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Pro-poor growth in the 1990s: Lessons 
and insights from 14 countries



2	 Pro-Poor	Growth	in	the	1990s:	Lessons	and	insiGhts	from	14	Countries	

Policymakers who seek to accelerate growth in the incomes of poor 
people, and thus reduce overall poverty, would be well advised to imple-
ment policies that enable their countries to achieve a higher rate of 
overall growth. evidence from the 14 countries in this study confirms 
that the pace of overall economic growth is the main factor that de-
termines how quickly poverty declines. a successful pro-poor growth 
strategy should have, at its core, measures to achieve sustained and 
rapid economic growth. these include macroeconomic stability, well-
defined property rights, a good investment climate, an attractive incen-
tive framework, well-functioning factor markets and broad access to 
infrastructure and education. 

the country studies demonstrate the strong link between overall 
economic growth and the speed of poverty reduction. the incidence 
of poverty fell in the 11 countries that experienced significant growth 
during the period, and rose in the three countries that saw little or no 
growth (Zambia, Indonesia and Romania). on average, a 1 percent 
increase in GDP per capita for these countries reduced poverty by 1.7 
percent during this period (figure 1). the reduction in poverty was par-
ticularly spectacular in Vietnam, where poverty fell by 7.8 percent a year 
between 1993 and 2002, halving the poverty rate from 58 percent to 
29 percent. other countries with impressive poverty reductions include 
el Salvador, Uganda, Ghana, India and tunisia, each with declines of 
3 to 6 percent a year. 
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In growing countries, most of the absolute reduction in poverty was 
in rural areas, where the majority of poor households lived. the pro-
portional decline in poverty rates was more marked, however, in these 
countries’ urban areas, characterized by higher growth. For instance, 
trade liberalization, market-oriented reforms, export incentives and 
massive increases in infrastructure and education helped to reduce ur-
ban poverty by 11 percent a year in Vietnam between 1993 and 2002. 
In the Sub-Saharan countries, where most agricultural growth came 
from export crops, the deepest cuts in poverty were for those growing 
them (cotton in Burkina Faso, coffee and cotton in Uganda, cocoa in 
Ghana). But given the predominance of poor households in producing 
foodcrops, they accounted for the greatest share of poverty reduction 
even in these countries. 

Driving these overall reductions in poverty was the rebound in 
growth that began for most of the countries in the mid-1990s. the 
median GDP growth rate for the 14 countries was 2.4 percent a year 
between 1996 and 2003. the success of macro stabilization measures 
was integral to this recovery in many of them, particularly those initially 
underperforming (Uganda, Senegal, Bolivia, and Ghana). efforts to 
cut inflation and reduce external and internal imbalances (including 
competitive exchange rates) were particularly effective in stimulating 
nonagricultural growth, which grew on average by 3.1 percent in the 
1990s and early 2000s, compared with 0.6 percent for agriculture. Price 
liberalization and trade reforms also stimulated exports of manufactures 
and agricultural products for the asian and several of the african coun-
tries (Burkina Faso, Ghana and Uganda). 

Improved structural and sectoral policies also contributed to higher 
growth. the devaluation of the CFa franc in Senegal stimulated higher 
levels of investment and strong urban growth. high levels of infrastruc-
ture spending in Indonesia, Vietnam and Bangladesh fueled agricultural 
and nonfarm growth, particularly in rural areas. and better human de-
velopment outcomes (health and education) in most countries outside 
africa (where aIDS resulted in reversals on several dimensions), im-
proved their growth prospects. Rising capital inflows from foreign direct 
investment (albeit from a very low base), aid (particularly in the african 
countries) and remittances also fostered higher growth in the 1990s. 

while the power of growth in reducing poverty is undeniable, the 
experience of the 14 countries in this study also shows that growth 
was more powerful in reducing poverty in some countries than others. 
Greater poverty reduction was observed where policies were in place to 
enhance the capacity of poor people to participate in growth. Several 
of these policies are the same as those required to foster higher growth. 
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For example, trade liberalization and incentives for manufacturing en-
terprises helped expand employment opportunities for semiskilled and 
unskilled labor (and particularly women) in Bangladesh, el Salvador, 
tunisia and Vietnam. the liberalization of imports and marketing of 
agricultural inputs allowed poorer Bangladeshi farmers to expand their 
use of low-cost irrigation pumps, in turn facilitating their use of higher 
yielding Green Revolution technology. Coffee sector reforms at a time 
of rising world prices helped lift a significant number of rural Uganda 
households out of poverty. 

the country studies also illustrate the value of viewing growth 
through a pro-poor lens for analyzing and addressing the constraints 
that poor households face in participating in growth.1 Depending on 
the country circumstances, this may mean that access to electricity and 
secondary education should increase not only in the capital city but 
also in small towns, peri-urban areas and villages. In other contexts, 
it may call for an emphasis on strengthening institutions that help to 
deliver titles that build on customary tenure systems. these interven-
tions increase the quantity and quality of poor people’s productive 
assets and their ability to participate on an equal footing in product 
and factor markets. In so doing, they help poor households to increase 
their agricultural and nonagricultural employment (both wages and 
self-employment) and benefit from rising earnings associated with the 
growth process.

Increasing the participation of poor households in growth

Making agricultural activities more productive
Because the vast majority of poor people live in rural areas and draw 
their livelihoods from agriculture, the discussion begins with factors 
that can raise the incomes of poor people who continue to rely on 
agriculture. Bangladesh and Uganda typify some of the policies and 
constraints that affected the agricultural earnings of poor farmers. In 
Bangladesh liberalizing imports of agricultural inputs and machinery 
improved access to low-cost irrigation, which along with greater invest-
ments in flood infrastructure and safety net programs, led many poorer 
farmers to adopt Green Revolution technology, raising their productiv-
ity and incomes. In Uganda poorer farmers benefited from rising coffee 
prices in the mid-1990s. But since the late 1990s agricultural earnings 
have stagnated, particularly for poor farmers, and rural poverty reduc-
tion has slowed significantly. what constrains earnings growth for poor 
farmers? thin input markets, despite liberalization. extension and mi-
crofinance services that are still accessible mainly to larger farmers. and 

The country 
studies 

illustrate the 
value of viewing 
growth through 
a pro-poor lens



land market and use rights that remain unclear, reducing incentives for 
smallholder farmers to invest. 

Five policy interventions were important in helping to raise the agri-
cultural earnings of poor households in the 1990s. 

• Improving market access and lowering transaction costs.
• Strengthening property rights for land.
• Creating an incentive framework that benefits all farmers.
• expanding the technology available to smallholder producers.
• helping poorer and smaller producers deal with risk.
among the countries where agricultural earnings increased for the 

poor, these policies were not in place to the same degree. and not all of 
them had the same effect on increasing the ability of the poor to par-
ticipate in growth, reflecting the different initial conditions and other 
influences in individual countries. 

Improving market access and lowering transaction costs were essential in 
Indonesia, Bangladesh and parts of Vietnam for increasing the agricul-
tural earnings of smaller and poor farmers. Market access for them was 
facilitated by significant investments in rural roads and marketplaces 
(often implemented under food for work programs), by high population 
densities and by the fact that smallholder export and foodcrops were of-
ten the same (rice). But high transaction costs did constrain agricultural 
earnings in the more remote regions of the asian and latin american 
countries, where rural poverty is disproportionately high (such as the 
upland regions of Vietnam, northeast Brazil and Bolivia). In some of 
these countries, policy options could include providing skills that would 
enable the poor to profit from economic opportunities elsewhere.

among the low income african countries in the sample, high trans-
action costs and low market access were among the most important con-
straints on expanding agricultural earnings, especially for small farmers 
and those in remote areas. with food markets in africa expected to 
be the fastest growing of all agricultural markets in the continent over 
the next 20 years (Commission for africa 2005), it will be important 
to link rural farmers to local and regional markets with better infra-
structure and marketing associations. Contract farming with nGos 
and the private sector has facilitated market access in several african 
countries, particularly when complemented by organized involvement 
at the grassroots. 

Strengthening property rights for land improved the incentives to in-
crease production and diversify into higher value crops in Vietnam. 
In 1988 land was decollectivized, and under the 1993 land law cer-
tificates of use were issued to all rural households, stimulating the in-
tensification and diversification of agricultural production into higher 
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value-added crops. For the poorer farmers in the african case stud-
ies, clear tenure and transparent land markets were important. weak 
land market institutions—often reflecting the partial implementation 
of land laws (Uganda, Burkina Faso), the lack of full transparency in 
local land management decisions (Zambia) and the difficulties in gain-
ing access to land for non-community members (Ghana)—were key 
constraints on the ability of all farmers, but particularly poorer farmers, 
to invest in their land. the lack of secure tenure and of legally recog-
nized ownership rights, particularly for inheritance, affected poor rural 
women in the african countries, who often are the primary producers 
of foodcrops. In many african countries, improving the security of land 
tenure for poorer farmers will require developing formal systems that 
strengthen and complement customary land practices. 

In Brazil and Bolivia, access to land is a major issue because of very 
unequal land distributions. large-scale land reform is not politically vi-
able, but expanding the access of smallholders and poorer farmers to 
long-term financing, and in some cases grants for land purchases, have 
been successful. In Bangladesh and India continuing restrictions on land 
rental markets to protect ownership rights make it difficult and costly for 
smaller farmers (particularly women and the landless) to rent land. In In-
donesia land rights remain fairly undefined at the local level, particularly 
for forest (land records cover only 20 percent of all land in Indonesia). 
opaque and costly systems of land administration and allocation in rural 
Indonesia are serious obstacles to expanding agricultural earnings, par-
ticularly for poorer farmers (Deininger and Zakout 2004). 

Creating an incentive framework that benefits all farmers was an im-
portant part of the structural reforms by the african countries, Ban-
gladesh, Vietnam and Romania. the impact has varied depending on 
the size of production units, access to capital, technical assistance, and 
markets (or transaction costs) and the crops they grow. trade liberaliza-
tion, along with land reform, promoted Vietnam’s rapid emergence as a 
major world exporter of rice and coffee in the 1990s, greatly benefiting 
smallholders. trade liberalization in Bangladesh facilitated imports of 
low-cost inputs, increasing their use by poor farmers. Foodcrop farm-
ers in africa generally benefited less than export crop farmers, whose 
poverty rates fell sharply. But except for coffee producers in Uganda, 
export farmers tended to make up a small share of the total and were 
mainly the better-off. the private sector often did not fill the void left by 
reforms in foodcrop marketing, leaving many poor producers in remote 
areas of africa without market access. 

Subsidies and protection in India, Indonesia and tunisia character-
ized agricultural production, redirecting public resources and incentives 
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away from higher value production toward less labor-intensive basic 
food grains. In India the reform of agricultural subsidies has been diffi-
cult, in large part because of their political appeal (keefer and khemani 
2003). In Indonesia the tariff on rice imports raised prices for rice pro-
ducers (many of them are smallholders and poorer farmers) but hurt rice 
consumers and slowed poverty reduction. But in reforming agriculture 
it will be important to consider the transition costs to small farmers: 
they may receive only a small share of total subsidies, but these subsidies 
are a significant share of their total income. and in implementing trade 
and price reforms more generally, it will be important to understand 
how they will affect different types of households and to provide poorer 
households with roads, financial services and marketing associations so 
that they can take advantage of the new opportunities. 

Expanding the technology available to smallholder producers was a criti-
cal driver for the Green Revolution to raise agricultural earnings in asia. 
In Indonesia Green Revolution technology and massive investments in 
agriculture catalyzed high rates of pro-poor growth from the 1960s to 
the 1980s. In Sub-Saharan africa, the lack of adequate technologies for 
arid climates was a severe constraint on producers, particularly those 
in foodcrops, where the poor are concentrated. Increasing financial 
support to african research institutions and improving the delivery of 
extension services to food crop farmers; and in particular women with 
private firms and nGos, could lift agricultural earnings for poorer 
farmers. 

Helping poorer and smaller producers deal with risk has stimulated 
the adoption of higher yielding agricultural techniques. Investments in 
flood infrastructure and flood season safety nets for poorer farmers in 
Bangladesh (along with greater access to private irrigation) reduced risk 
and created incentives for diversification. Information and communica-
tion technologies can provide smallholders with market information 
(mobile phones in Uganda). and improving access to market storage 
facilities can help to smooth seasonal fluctuations (Burkina Faso). In 
general, expanding the use of targeted safety net programs (where ad-
ministrative capacity exists or can be reinforced) would help avoid severe 
deprivation from output and price variations and encourage farmers to 
adopt riskier technologies that offer higher returns. 

Taking advantage of nonagricultural and urban employment 
opportunities
Urbanization is continuing at a fast pace. Understanding the factors 
that can allow poor households to take advantage of nonagricultural 
jobs in rural areas and job opportunities in urban areas is crucial for a 
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pro-poor growth strategy. In Vietnam trade liberalization and export 
promotion in labor-intensive manufacturing—combined with rising 
domestic demand stimulated in part by fairly high rates of agricultural 
growth—increased nonagricultural employment and earnings for poor 
households in urban and more connected rural areas. In Burkina Faso 
informal employment expanded rapidly in services, but earnings fell, 
due to insufficient demand, reflecting slow agricultural growth, a weak 
investment climate and difficulties in accessing international markets.

More generally, the country cases underscored four broad poli-
cy options to enhance access to nonagricultural earnings for poor 
households. 

• Improving the investment climate.
• expanding access to secondary and girls’ education.
• Designing labor market regulations to create attractive employ-

ment opportunities.
• Increasing access to infrastructure.
as with policies to expand agricultural earnings for the poor, the 

relative priorities and the appropriate design and scope of these policy 
options vary across countries. 

Improving the investment climate stimulated growth, influencing the 
size of the formal sector and the composition of formal employment. In 
Vietnam, Bangladesh and tunisia, investment climate improvements, 
trade liberalization and special incentives for manufacturing industries 
significantly increased unskilled manufacturing employment, particu-
larly for women. In Senegal, rising urban employment reflected high 
levels of investment, a competitive exchange rate and a fairly good in-
vestment climate. By contrast, policy uncertainty and macro instability 
constrained nonagricultural investment and employment in Zambia, 
increasing urban poverty. In Ghana, private investment remained low 
(undermined in part by persistently high inflation and a poor invest-
ment climate), causing manufacturing employment to contract in the 
late 1990s. 

Expanding access to secondary and girls’ education has become more 
important with the rising skill bias of nonagricultural employment. In 
India and Brazil poor educational outcomes reduced growth among 
different states and the impact of that growth on poverty reduction. 
Female literacy, also important in reducing poverty, was the most im-
portant determinant of interstate differences in the efficiency of non-
farm growth in reducing poverty in India (Ravallion and Datt 1996). 
educational differences were associated with rising inequality in Bolivia 
and Uganda: those with more education were better placed to take 
the more attractive nonagricultural jobs. although most of the african 
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countries in the sample now have near-universal primary school en-
rollment, secondary enrollments hardly increased, greatly constraining 
the development of nonagricultural activities. In tracking educational 
outcomes, it is also important to examine quality and transparency. 
In Uganda the massive increases in primary school enrollments in the 
1990s undermined quality. In addition, there was extensive leakage of 
educational funds—leakages since reduced by increasing the transpar-
ency of budget management, particularly at local levels. 

Designing labor market regulations to create attractive formal employ-
ment for poor workers helps expand their nonagricultural earnings, par-
ticularly in countries with fast growth. labor market regulations, often 
designed to protect the interests of poor workers, can restrict formal 
labor markets and the access of poor workers. In India states with “pro-
worker” legislation recorded lower growth rates and less efficiency in 
reducing poverty. In Bolivia and Romania “pro-worker” regulations, 
encouraged by unions and the economic elite, kept employment in the 
formal labor market below levels otherwise possible. During Romania’s 
negative growth period, workers were forced to return to agriculture 
in large part because labor markets were inflexible, due to high payroll 
taxes, a cumbersome bureaucracy and tight labor regulations (especially 
for unemployment benefits and the minimum wage). By contrast, Indo-
nesia’s high degree of labor market flexibility during the Suharto years 
promoted formal employment and labor-intensive growth. But since the 
1997 asian crisis, minimum wage increases prompted by union activity 
have left almost all employment growth to the informal sector, at wages 
below those in the formal sector. 

three caveats: First, labor market regulations are only one of a set of 
factors that affect the investment climate and the willingness of a firm 
to formalize. other critical constraints include policy uncertainty, fiscal 
burdens, cost of finance, corruption and the quality of courts (world 
Bank 2005c) (see earlier discussion on investment climate, p. 8). Second, 
loosening labor market regulations in some regions, particularly africa, 
may have little impact on labor markets, especially if employment is 
mainly in agriculture (Burkina Faso). third, labor market regulations, 
though imperfect, constitute a form of social protection. the extent 
of labor market regulation needs to reflect a balance between workers’ 
needs and employers’ needs, a balance that hangs on a country’s labor 
market conditions and level of development. 

Increasing access to infrastructure (especially roads combined with 
electricity) linking rural areas to small towns and urban centers, along 
with strong nonagricultural growth, contributed to rising informal sec-
tor employment in rural Bangladesh, India, Vietnam and el Salvador. 
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In contrast, the lack of infrastructure in africa constrained access to 
attractive informal employment in rural areas, and kept the rural poor 
engaged in more traditional and lower return nonfarm activities linked 
to agriculture. as such, lifting infrastructure constraints to improve 
market access, as well as increasing access to electricity and education 
in high density rural areas and small towns, may raise nonagricultural 
earnings for the poor. But improving access to infrastructure requires 
more than expanding public investments—it also requires higher in-
stitutional quality. Poor institutions in Uganda may have prevented 
improvements to the power infrastructure (keefer 2000). 

Pro-poor growth strategies that reflect country conditions 
this summary identifies several policies that can help poor households 
take advantage of growth opportunities. the analysis also underscores 
that the priority-setting and phasing of these policies will differ across 
countries—according to their conditions. Successful pro-poor growth 
strategies need to be built on a thorough analysis of what limits the 
participation of poor households in the growth process in specific coun-
tries. ten lines of enquiry for such analysis are attached to the report 
(annex 1). 

as with growth strategies, the binding constraints that need to be 
addressed to enhance the ability of poor people to participate in growth 
will vary depending on country conditions. Six characteristics that were 
particularly relevant among the case studies are discussed below.

• Population density and its degree of urbanization. a country’s popu-
lation density and degree of urbanization determine the extent 
to which transaction costs and remoteness preclude rural house-
holds from participating in growth and the relative importance 
of a targeted infrastructure strategy. For example, in Bangladesh 
transaction costs are less of a constraint than in Uganda, where 
the population density is much lower. Variations in population 
density within countries also influence regional priorities. In 
Vietnam transaction cost may not be a major constraint for rural 
entrepreneurs in the Southwest, but they are for producers in the 
remote northern mountain region. 

• Asset and income inequality. the initial asset and income inequal-
ity influences the poverty-reducing impact of future growth. It 
may also reveal gender or ethnic discrimination or other inequal-
ity traps that keep certain groups from having an equal footing in 
factor or input markets. 

• Importance of agriculture. the relative importance of agriculture in 
the economy and the workforce determines the need to raise agri-
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cultural earnings or encourage mobility. For example, in Uganda 
where 90 percent of poor households are in rural areas and 80 
percent of the workforce is engaged in agriculture, promoting sec-
toral growth for smallholders and sectoral mobility will be central 
to the country’s pro-poor growth strategy. 

• Climate in and across sectors. Climatic instability affects agricul-
tural earnings and the need for risk management initiatives to 
protect poor farmers and to encourage their investments in higher 
yielding but riskier activities. 

• Fertility. the fertility rate indicates how women, particularly 
poorer women (since they tend to have higher birth rates), can 
participate in the workforce. where the fertility rate remains high, 
as for most of Sub-Saharan africa, countries should accelerate 
girls’ education.

• Institutions. the quality and capacity of institutions (account-
ability, transparency) for service delivery affect how much public 
investments can be relied upon to link the poor to growth.

the experience of the 14 countries in the 1990s underscores three ar-
eas of future research to help policymakers understand how to increase 
the participation of poor households in growth and accelerate poverty 
reduction. 

• First, movement from agricultural to nonagricultural employment 
was important in raising the incomes of poor households in many 
countries, but there is also evidence that the more educated, better 
connected workers were more successful in this regard. Under-
standing how sectoral mobility might be enhanced is an impor-
tant area for further research. 

• Second, the impact of growth was uneven across regions within 
countries. Understanding how to craft public investment strate-
gies that can address subregional growth and poverty is another 
important area for further analysis. the findings may differ for 
low and middle income countries and could be particularly im-
portant for countries with decentralized governments. 

• third, political economy considerations often affect the distribu-
tional outcomes of structural and investment policies, at times at 
the expense of poor households. Understanding how to make public 
policy to enhance the ability of the poor to participate in and influ-
ence government processes is also an area for further exploration. 

the 14 country studies give us useful insights on how to better inte-
grate short-term and long-term policies to increase the impact of growth 
on poverty reduction. while policymakers cannot systematically “trade 
less growth for more equity,” they can and should focus on country-
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specific interventions that may make growth more poverty-reducing. 
ensuring that national planning and strategic processes, such as pov-
erty reduction strategies in low-income countries, take more fully into 
account the factors discussed here, and how they apply to different 
countries, will be a key ingredient for reducing poverty more rapidly in 
the coming decade. 

Note
1. these messages are broadly similar to the findings of the 2006 World Devel-
opment Report, “equity and Development,” which calls for growth to increase 
the opportunities of the poor, using a broader definition of opportunities 
than this study to include asset endowments (including human capital assets), 
wealth and power, market access and process fairness (world Bank 2005e).





Part 1



Poverty, growth and inequality
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In the 1990s, for the first time, growth in the developing world out-
paced that in the developed world, leading to a decline in aggregate 
poverty rates and the number of people living on less than a dollar a day. 
as a result, the first Millennium Development Goal (MDG) of cutting 
the proportion of poverty in half is within reach, as the proportion of 
people living on less than a dollar a day is expected to fall to 10 percent 
by 2015, compared with 27.9 percent in 1990. 

But progress has been uneven across regions, and the first MDG will 
be met only in asia and the Middle east and north africa. the fast-
est economic growth and greatest poverty reductions were in east asia 
and Pacific. Spurred by China’s strong performance the region’s GDP per 
capita rose by 6.4 percent between 1991 and 2000, the share of people in 
extreme poverty fell from 29.6 percent to 14.9 percent between 1990 and 
2000. In Sub-Saharan africa GDP per capita fell by 0.4 percent a year 
in the 1990s, and extreme poverty rose from 47.4 percent to 49 percent. 
while the economic performance of many Sub-Saharan african countries 
has improved since the late 1990s, poverty levels are predicted to be 42 per-
cent by 2015, just two percentage points less than in 1990. Slow growth in 
latin america, 1.6 percent a year during the 1990s, was not strong enough 
to affect the extreme poverty rate, which remained at around 11 percent. 

Rising inequality in the developing world has also created new chal-
lenges for meeting the poverty reduction goals. In the 1990s within-
country inequality rose in every region but the Middle east and north 
africa, and Sub-Saharan africa now has the same inequality as latin 
america. Inequality also climbed in the fast-growing east asia region. 
In Vietnam the Gini coefficient of inequality grew by 2.3 percent a year 
between 1993 and 2002, and in China, 2.0 percent a year between 1990 
and 2001. this rise reduced the impact of growth on poverty reduction 
and will undercut its future impact. 

It is well-known that broad based growth and low initial inequality 
are critical to accelerating progress toward the poverty goal. the most 
successful east asian countries in the 1970s and 1980s showed that low 
initial inequality combined with rapid growth and pro-poor distribu-
tional change could be very effective in reducing poverty (world Bank 
1993). More recently, the role of fast growth, low initial inequality and 
pro-poor distributional change has been highlighted by cross-country 
and household analysis. examining variations in changes of poverty 
levels across a sample of developing countries for the 1980s and 1990s, 
kraay (2005) found that growth accounted for just over two-thirds of 
the changes in relative incomes in the short run, and inequality and 
distributional change for the rest. the impact of growth on poverty 
reduction becomes even larger over longer time intervals, but much 
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smaller over shorter time intervals (and the impact of inequality changes 
consequently much larger) (Bourguignon 2004). 

Focusing more on variations across countries in the sensitivity of 
poverty to growth, Ravallion (1997, 2004a) demonstrated that the re-
sponsiveness of poverty to a given rate of growth depends on the level 
of initial inequality: a 1 percent increase in income levels could result in 
a 4.3 percent decline in poverty (in very low inequality countries) or as 
little as a 0.6 percent decline (in high inequality countries). low initial 
inequality could also have an indirect effect on poverty, because high 
levels of asset and income inequality may impede growth. Bourguignon 
(2004) isolates how changes in inequality during a growth spell affect 
how the poor benefit from a given level of growth. he finds that in a 
high inequality country, a drop in inequality (causing the Gini to fall 
from 0.55 to 0.45) would cause poverty to drop by more than 15 per-
centage points in 10 years, while it would take 3 times as long to achieve 
the same reduction in poverty if inequality remained unchanged.

In designing strategies for poverty reduction that involve some com-
bination of growth and distributional change, it is important to know 
whether a relationship exists between these two variables. Despite differ-
ent theoretical papers suggesting a causal relationship between growth 
and inequality and vice versa, the consensus in the recent empirical 
literature is that inequality and changes in income appear to be uncor-
related (among others, Deininger and Squire 1996, Chen and Ravallion 
1997, easterly 1999, Dollar and kraay 2002, and Deaton 2005). In 
general, income inequality increased in about half the growth spells and 
declined in the other half (Fields 1989, 2001). 

In the late 1990s the term pro-poor growth became popular as econ-
omists started to analyze policy packages that could achieve more rapid 
poverty reduction through growth and distributional change. one ap-
proach in the literature for analyzing pro-poor growth focuses on ensur-
ing that poor people benefit disproportionately from growth, implying 
that growth is pro-poor if accompanied by a reduction in inequality. 
while this is an intuitively appealing option, it could actually result in 
a lower rate of poverty reduction (box 1.1). an alternative approach, 
adopted by this study, focuses on accelerating the rate of growth of the 
incomes of the poor through faster growth and by expanding the op-
portunities of poor households to participate in growth. this approach 
is consistent with the 2006 World Development Report, “equity and 
Development,” and best captures the objective of bringing people out 
of poverty and beyond deprivation.1

this study contributes to the debate on how to accelerate poverty 
reduction by providing insights from 14 country studies on how some 
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country conditions and policies affected the ability of poor people 
to participate in growth in the 1990s and early 2000s. the analysis 
uses an income-based measure of well being, although it does exam-
ine how certain nonincome dimensions of poverty affect the ability of 
poor households to take advantage of growth opportunities. the study 
complements much of the existing literature on the relationships among 
growth, poverty and inequality, which is heavily based on cross country 
empirics, by drawing on 14 country case studies of how poor households 
participated in growth in the 1990s. 

overall trends for the 14 countries present a mixed picture for pov-
erty reduction in the 1990s. Starting in the mid-1990s, growth recov-
ered to produce annual GDP per capita growth rates of between 2 and 
2.5 percent. the poverty rate fell in the 11 countries that experienced 
significant growth, and rose in 3 countries with low or stagnant growth. 
on average, a 1 percent increase in GDP per capita reduced poverty by 
1.7 percent. But growth was more powerful in reducing poverty in some 
countries than others, reflecting different initial inequality, per capita 
income and patterns of distributional change. Moreover, despite the 
strong association between growth and poverty reduction in the 1990s, 
the tendency for inequality to rise in the high-growth countries suggests 
that some poorer households were not fully able to take advantage of 
rapid nonagricultural growth or productive rural activities most con-
nected to markets. 

two main messages emerge from this study. First, policymakers who 
seek to accelerate growth in the incomes of poor people, and thus reduce 
overall poverty levels, would be well advised to implement policies that en-
able their countries to achieve a faster rate of overall growth. a successful 
pro-poor growth strategy would thus need to have, at its core, measures 
for sustained and rapid economic growth. these include such recognized 
basics as macroeconomic stability, well-defined property rights, a good 
investment climate, an attractive incentive framework, well-functioning 
factor markets and broad access to infrastructure and education. 

Second, because the sensitivity of poverty reduction to growth can 
vary significantly across countries and growth spells, more favorable 
outcomes are observed where policies have been put in place to en-
hance the capacity of poor people to participate in growth. having a 
pro-poor growth lens involves analyzing the specific constraints that 
poor households face in participating in growth. Depending on coun-
try circumstances, it may be that access to electricity and secondary 
education should increase not only in the capital city but also in the 
surrounding areas, as well as in rural areas and small towns. or it may 
require strengthening institutions that help to deliver titles by building 
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on customary tenure systems in small towns and rural areas. or it may 
require that governments facilitate nonagricultural growth in both rural 
and urban areas through supportive infrastructure and a better invest-
ment climate. 

The 14 countries
the 14 countries in this study are Bangladesh, Bolivia, Brazil, Burkina 
Faso, el Salvador, Ghana, India, Indonesia, Romania, Senegal, tunisia, 
Uganda, Vietnam and Zambia (figure 1.1). while every region of the 
developing world is included in the sample, Sub-Saharan africa has five 
countries, reflecting its challenges in accelerating the growth of poor 
people’s incomes. 

Heterogeneous initial conditions
Reflecting the wide variety of initial conditions in developing countries, 
the case study countries have very different economic structures and 

Box 1.1 Two definitions of pro-poor growth 

Pro-poor growth has been broadly defined as growth that leads to significant reductions in poverty 
(oeCD 2001 and Un 2000). But what exactly does this mean? In attempting to give analytical 
and operational relevance to the concept, two broad definitions have emerged.

the relative definition of pro-poor growth requires that the income share of the poor increase. 
the simple version of this definition states that growth is pro-poor if inequality falls (white and 
anderson 2001; kakwani and Pernia 2000). although intuitively appealing, this definition is 
limited, particularly when applied in an operational context. Pro-poor growth under this definition 
would be inequality-reducing growth. But by focusing so heavily on inequality, a policy package 
could lead to suboptimal outcomes for both poor and nonpoor households. 

For example, a society attempting to achieve pro-poor growth under this definition would favor an 
outcome characterized by average income growth of 2 percent where the income of poor households 
grew by 3 percent, over an outcome where average growth was 6 percent, but the incomes of poor 
households grew by only 4 percent. while the distributional pattern of growth favors poor households 
in the first scenario, both poor and non-poor households are better off in the second. So the relative 
definition might favor interventions that reduce inequality regardless of their impact on growth. 
while reductions in inequality may be welcomed in principle and even become a policy objective, it 
is clear that a disregard for the impact of actions on growth is of limited operational use.

the second definition of pro-poor growth focuses on accelerating the rate of income growth of 
the poor and thus the rate of poverty reduction (Ravallion and Chen 2003; Ravallion 2004a; DFID 
2004). empirical evidence suggests that growth is the primary driver of the rate of pro-poor growth, 
but changes in inequality can either enhance or reduce the pro-poor growth rate. So accelerating 
the rate of pro-poor growth will require not only faster growth, but also efforts to enhance the 
capabilities of poor households to take advantage of the opportunities growth generates. with its 
focus on accelerating the rate of poverty reduction, this definition is consistent with the international 
community’s commitment to the first MDG of reducing by half the proportion of people living on 
less than $1 a day between 1990 and 2015. 
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recent economic performances (statistical appendix). they offer a wide 
range of GDP per capita levels (ranging from Zambia with PPP$883 
in 2003 and Brazil with PPP$7,767). half of them are low income 
countries, and the other half a mix of middle income and upper low 
income countries. Zambia experienced a decline in per capita GDP, 
while India and Vietnam have per capita growth of 4.2 percent and 5.7 
percent, respectively in the 1990s. India’s and Brazil’s trade shares were 
among the lowest in 1990 (15 percent of GDP), while Vietnam’s was at 
the very top (81 percent of GDP). Brazil’s agricultural sector represents 
less than 6 percent of GDP, Ghana’s close to 40 percent. Investment 
was 30 percent or more of GDP in tunisia, Romania and Indonesia in 
1990 and less than 15 percent in el Salvador, Bolivia, Senegal, Ghana, 
Uganda and Vietnam.

the size and socioeconomic characteristics of the 14 countries are 
also heterogeneous. el Salvador has about 6 million, and India more 
than 1 billion. Bolivia has a density of less than 10 inhabitants per 
square kilometer, Bangladesh almost 1,000. Romania has about 200 
telephone lines per 1,000 people, Burkina Faso about 5. tunisia has 
almost 80 percent of its roads paved, and Uganda less than 10 percent. 
tunisia’s life expectancy is more than 70 years, Zambia’s less than 40. 
Primary schooling is almost universal in tunisia and Brazil, but Burki-
na Faso’s net enrollment is 35 percent and Senegal’s is below 60 percent. 
Vietnam scored in the 7th percentile under voice and accountability, 
India in the 62nd. Bangladesh was in the 34th percentile ranking for 

Map 1.1 The 14 case countries

Source: Map Design Unit, World Bank. 
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control of corruption, tunisia in the 78th. In 1960 all countries except 
for Romania had a fertility rate exceeding 5 births per woman (and as 
high as 7 in tunisia), but by 2000 only Uganda, Zambia, Burkina Faso 
and Senegal were still above 5. 

Basic trends in poverty, growth and inequality
the overall poverty, growth and inequality trends among the 14 coun-
tries generally traced global trends of the 1990s. as with global poverty, 
poverty among the case countries tended to fall, with the median annual 
rate of reduction equal to 2.6 percent (table 1.1).2 Vietnam, Uganda and 
el Salvador experienced the largest reductions in national poverty—on 
the order of 4 to 8 percent a year. Poverty rose slightly in Zambia and 
Indonesia, which experienced negative growth, and in Romania, where 
mean incomes declined for the overall population and per capita growth 
stagnated.3 Most poverty reduction was in rural areas, where the share 
of poor households tended to be higher, despite the more marked pro-
portional decline in poverty rates in urban areas (figures 1.1–1.3). the 
contribution of geographic mobility (rural-urban or vice-versa) was 
generally small, except in Brazil, Bolivia, Ghana, Burkina Faso and 

Table 1.1 Trends for the 14 countries

	 	 	 	 Annual	change	 Annual	change
	 	 	 Annual	GDP	 in	headcount	 in	Gini
	 Survey	 Survey	 growth	rate	 poverty	 coefficient
	 year	1	 year	2		 (percent)	 (percent)	 (percent)

Bangladesh	 1992	 2000	 3.09	 –2.78	 1.47
Bolivia	 1989	 2002	 1.17	 –1.03	 –0.06
Brazil	 1993	 2001	 1.47	 –2.27	 –0.23
Burkina	Faso	 1994	 2003	 2.25	 –1.80	 –0.48
El	Salvador	 1991	 2000	 2.54	 –5.39	 0.30
Ghana	 1992	 1999	 1.63	 –3.85	 0.56
India	 1994	 2000	 4.18	 –3.84	 0.56
Indonesia	 1996	 2002	 –0.81	 0.67	 –0.94
Romania	 1996	 2002	 0.20	 6.05	 –1.23
Senegal	 1994	 2001	 2.47	 –2.46	 0.68
Tunisia	 1990	 2000	 3.03	 –3.76	 0.20
Uganda	 1992	 2002	 3.34	 –3.90	 1.78
Vietnam	 1993	 2002	 5.70	 –7.76	 2.35
Zambia	 1991	 1998	 –2.26	 1.29	 –2.65
Median	sample	 —	 —	 2.36	 –2.62	 0.25

Source: Poverty	and	inequality	data	come	from	the	country	case	studies,	except	for	India’s	poverty	data	(from	PovCal	Net).	GDP	data	
are	from	World	Bank	2004c. The	GDP	growth	rates	use	the	same	start	and	end	points	as	the	poverty	data.	
Note: Country-based	poverty	data	are	based	on	household	expenditure/consumption	surveys,	except	for	Brazil,	Bolivia	and	El	Sal-
vador,	which	are	based	on	household	income	surveys.
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tunisia where the migration effect (mainly rural-urban) contributed 
15–20 percent of the reductions in poverty. 

Driving these overall reductions in poverty was the rebound in growth 
in the mid-1990s, leading to a median growth rate for the country cases 
of 2.4 percent between 1996 and 2003 (figure 1.4), similar to the 2.5 
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percent for all low and middle income countries. Vietnam and Zam-
bia were again at the extremes: Vietnam at 5.7 percent between 1993 
and 2002 and Zambia with an annual decline of 2.6 percent between 
1991 and 1998.4 the recovery in growth in the country cases can be 
linked to the successful implementation of macrostabilization reforms, 
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Box 1.2 Macroeconomic stabilization and growth in the 14 countries

It was beyond the scope of this study to perform an in-depth analysis of the determinants of 
economic growth in the country cases for the 1990s. But one common factor in all the countries is 
that they undertook significant economic stabilization and reform programs at some point in the 
late 1980s or 1990s. the content and scope of the reforms differed, but they all included elements 
of stabilization measures (usually involving a devaluation, reduction in the budget deficit and anti-
inflationary policies) as well as some trade reform. Comparing the median inflation rate in the five 
years before the reforms to the five years after reveals a drop from 37 percent to 11 percent. Between 
the beginning and end of the 1990s average tariff levels in the 14 countries dropped from 30 percent 
to 16 percent. 

Impacts of reform
lopez (2005a) examines the impact of these reforms on growth and various macro aggregates. he 
finds that the macro stability brought about by the reforms had payoffs in higher economic growth, 
reduced output volatility and generally higher investment levels, including FDI, remittances and 
aid. Countries initially underperforming within their regions (Uganda, Senegal, Bolivia, Ghana) 
gained the most from stabilizing their economies. In all countries except Senegal and Zambia, 
macroeconomic stabilization reforms spurred stronger growth in services and industry compared 
with the pre-reform period. the impact on agricultural growth was smaller and more uneven across 
countries (box figure and statistical appendix). Decompositions in the case studies suggest that total 
factor productivity growth can explain much of the improvement in growth in the aftermath of 
these reforms.

Distractions in reform
In several countries, the reform programs occurred as a result of a major economic crisis or in the 
aftermath of a major political or civil conflict. Bolivia undertook reforms after ending a bout of 
hyperinflation in the mid-1980s, Uganda and el Salvador in the aftermath of the civil conflict 
of the 1980s, Indonesia in the aftermath of the asian crisis. Ghana, Zambia, Senegal, tunisia, 
Burkina Faso, Bangladesh, India and Brazil reformed in the face of economic problems that were 
less catastrophic. their reforms were either introduced very gradually (as for India over a longer
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which were particularly effective in stimulating nonagricultural growth 
(box 1.2). Beyond macro stabilization policies, trade and exchange rate 
reforms, improvements in the investment climate and investments in 
education and infrastructure also affected the rate of agricultural and 
nonagricultural growth.

Initial inequality for the 14 countries in the early 1990s was also close 
to the global average. the median Gini among the 14 countries in the 
early 1990s was 0.37, in line with typical values usually provided for 
the world. Brazil had the highest inequality, with a Gini of 0.63, fol-
lowed by Bolivia, Zambia and Burkina Faso. Bangladesh, Romania and 
Senegal had low initial equality, with Ginis around 0.30. and as would 
be expected from global data, inequality rose in eight countries and fell 
in six (figure 1.5). the countries experiencing the largest increase in 
inequality were Vietnam, followed by Uganda and Bangladesh. Zambia 
and Romania experienced the largest decline in inequality, with the 
Gini falling by 2.7 and 1.2 percent a year. the other countries expe-
rienced relatively small changes in inequality, involving less than a 1 
percent annual change in the Gini. 

The relationships between poverty, growth and inequality
If three countries in our sample typified the various poverty, growth and 
inequality experiences of the 1990s, it would be Vietnam, Burkina Faso 
and Zambia. at the top was Vietnam, which saw the highest rate of 
poverty reduction in the 1990s, spurred by the fastest economic growth, 
but it also experienced the largest increase in inequality. Situated in the 

Box 1.2 (continued)

period beginning with the delicensing reforms in the mid-1980s) or there was a lengthy stop-and-
go reform process (as for Zambia, Burkina Faso and Brazil). the reform programs of Romania and 
Vietnam were associated with transition to a market economy. as found by lopez (2005b) for the 
14 country cases but also by others (Rodrik 2003, easterly 2003), the payoff to reforms was larger 
the larger the initial crisis because they were performing far below their potential. Removing serious 
economic distortions clearly can restart growth. 

Differences in environments and processes
Some of the high growers include countries with heavy state intervention and partly unorthodox 
economic policies (Vietnam and India) as well as countries much more market-oriented (tunisia 
or Uganda). the key to their success appeared to be more related to improvements in incentives 
for producers, which can occur using a range of institutional arrangements, with greater market 
orientation just one. Conversely, the low growers also operate in diverse policy environments. as 
discussed by Rodrik (2003) in a more general context, the experience of the 1990s suggests that there 
is no close correspondence between specific policy reforms and the resulting growth.
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middle, Burkina Faso had moderate poverty reduction, led by moderate 
growth and accompanied by a barely significant decline in inequality. 
at the bottom was Zambia, with significantly rising poverty, declining 
per capita GDP and falling inequality.

Growth was good for the poor 
Clearly, differences in growth rates provide the main explanation for the 
different experiences in reducing poverty in Vietnam, Burkina Faso and 
Zambia. Per capita GDP growth was by far the strongest in Vietnam, 
at 5.7 percent a year, moderate in Burkina at 2.25 percent a year and 
negative in Zambia where it fell by 2.26 percent per year. the positive 
relationship between growth and poverty reduction also held broadly 
for the other 14 countries (figure 1.6). as expected, there is a positive 
and significant correlation between changes in poverty and changes in 
growth (differences in logs) with a regression coefficient of –1.7. 

Comparing changes in average consumption with the rate of pro-
poor growth (the mean growth rate of consumption for the poor) pro-
vides a more comparable and precise indicator to measure the impact 
of growth on the well-being of the poor. there is significant noise in 
the measurement of both GDP and household consumption, and GDP 
trends also reflect other variables not necessarily captured by household 
consumption data (investment, government spending, net exports). the 
regression coefficient between the logged changes in the rate of pro-
poor growth and the mean growth rate in consumption is 0.71 (figure 
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1.7). the latter implies that the rate of pro-poor growth is less than the 
average growth rate in mean consumption, indicating that among the 
14 countries the consumption of the poor generally grew by less than 
average consumption. 
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Growth does not explain all the variation in poverty
although extremely important, these results underscore that growth 
(either in GDP or in consumption) does not explain all the variation in 
poverty reduction across the 14 countries. to explore how the relation-
ship between growth and poverty reduction is affected by other fac-
tors, we decompose changes in poverty into an inequality and a growth 
component. In general growth was the dominant driver of poverty re-
duction, but there also was an important role for distributional change 
in some of the countries. Moreover, the importance of distributional 
change can become more important when the data are disaggregated 
into subnational groupings. 

• In Burkina Faso growth and inequality trends complemented each 
other, causing the poverty rate to drop by 8 percentage points 
between 1994 and 2003, with the majority of the decline driven 
by the fall in inequality (figure 1.8). 

• In Uganda the impact of changes in growth and inequality on 
poverty offset each other. More specifically, if inequality had not 
increased in Uganda between 1992 and 2002, the poverty rate 
would have been 8 percentage points lower (headcount poverty 
would have been 30 percent instead of 38 percent). 

• In Bangladesh rising inequality meant that poverty fell by only 
9 percentage points, instead of 16 percentage points if growth 
had been distribution-neutral between 1992 and 2000. Rising 
inequality in Vietnam, although less dramatic than Uganda and 
Bangladesh, reduced the overall fall in poverty by about 3 percent-
age points (causing it to be about 29 percent, not 26 percent, in 
2002). 

national trends in inequality may hide significant regional varia-
tions in the distributional pattern of growth. For example, in Ghana 
the distribution component was very small at the national level, only 
slightly offsetting the positive effect of growth on poverty reduction. 
But at the regional level, not only did the distribution effect vary (posi-
tive in some regions and negative in others), but it also affected regional 
poverty levels more than at the national level (figure 1.9). In accra fall-
ing inequality was almost as important as growth in reducing poverty, 
reflecting rising self-employment activities in trading, construction, 
transport and communications for poorer workers. the other major 
region that experienced a rapid reduction in poverty was the rural for-
est, where workers benefited from rising cocoa prices and remittances. 
In contrast, rising inequality offset gains from growth and thus the rate 
of poverty reduction was slower in the rural coastal and other urban 
areas of Ghana. 
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another indicator of the relationship between growth and poverty 
reduction is the growth elasticity of poverty, which measures how a 1 
percent increase in the rate of growth affects the poverty rate. It offers 
insight into the efficiency of growth in reducing poverty, and how it is 
affected by initial inequality and GDP per capita levels, distributional 
change and other factors. while conceptually appealing, total growth 
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elasticities need to be interpreted with care given the multitude of vari-
ables that affect them (see annex 2 and the statistical appendix).5

examining variations in the sensitivity of poverty to growth across 
states in Brazil also illustrates how distributional change, as well as ini-
tial levels of development and inequality, can affect the growth elasticity 
of poverty. the growth elasticity of poverty varied significantly from 
state to state in Brazil over 1981–2001. In Piauí in the northeast, a 1 
percent increase in the state’s per capita GDP growth rate reduced the 
poverty headcount by 0.5 percent, while in São Paulo in the Southeast 
poverty would fall by three times as much in response to a similar 
growth stimulus. Menezes-Filho and Vasconcellos (2004) find that, 
when the initial level of income is high and initial inequality is low, 
growth is more efficient in reducing poverty among Brazilian states.

the relationship between changes in growth and inequality among 
the 14 countries in the 1990s reveals a significant and positive relation-
ship between changes (logged differences) in growth and inequality 
(figure 1.10). the three countries where inequality rose the most are 
Vietnam, Uganda and Bangladesh, which were also among the star 
growth performers, while the three countries where inequality fell the 
most—Zambia, Romania and Indonesia—all had negative or stagnat-
ing growth. 

the positive correlation between changes in growth and inequality 
does not mean that poor people did not participate in growth—but 
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only that they benefited less than nonpoor households from growth. 
to better understand the distributional pattern of growth, examine the 
growth incidence curves for the high-growth countries (those that had 
an annual GDP per capita growth of 3 percent or more) (figure 1.11). 
the growth incidence curve indicates the average rate of consump-
tion growth per capita for each percentile of the distribution. For these 
countries, the high rate of economic growth generated significant pov-
erty reduction (as shown by the positive rates of income growth across 
the bottom percentiles). But the upward sloping shape of the curve 
points also to rising inequality, as the rate of income growth of the 
nonpoor—particularly those in the upper quintiles—was higher than 
for the poor. 

this finding of the positive relationship between inequality and 
growth contradicts the current consensus that there is no general rela-
tionship between inequality and growth, and certainly not one in which 
growth systematically widens inequality. the theoretical literature is 
divided on the relationship between growth and inequality, and the 
empirical literature on developing countries has not found a consistent 
relationship between the two variables.6 higher growth has been ac-
companied by falling inequality in some cases and by rising inequality 
in others. 

But earlier papers did not control for potential changes in the rela-
tionship between changes in growth and inequality over time. Under-
standing the relationship between growth and inequality and the factors 
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that affect it is a priority in designing pro-poor growth strategies. lopez 
(2005a) explores whether this relationship between per capita GDP 
growth and inequality holds more broadly among developing and rich 
countries, controlling for the effect of time. his analysis indicates that 
the relationship between growth and inequality was negative in the 
1970s and 1980s (for the 1970s it was not significant), but that it seems 
to have turned positive and significant in the 1990s. Recent analysis 
by Ravallion (2005, forthcoming) finds that the positive link between 
the growth rate of per capita consumption at the mean and (relative) 
inequality is considerably smaller and not significant using data from 
70 developing countries in the 1990s. Clearly, more analysis is needed 
to assess whether growth in the 1990s led to sustained increases in in-
equality, or whether the relationship reflects specific initial conditions 
present in the high-growth countries in the sample, such as low levels 
of initial inequality (Vietnam, Bangladesh, Uganda), or rapid structural 
transformation (Vietnam). 

these trends for poverty, growth and inequality among the 14 coun-
tries raise several questions. how did poor households participate in 
growth, and what were the main channels? what policies and country 
conditions were effective in helping poorer households take advantage 
of and contribute to growth? Going forward, what insights have been 
gained about how pro-poor growth strategies may differ in the light of 
initial conditions? we turn in part 2 to the first two questions, returning 
to the third question in part 3. 

Notes
1. again, the 2006 World Development Report’s perspective on pro-poor growth 
is broader, promoting equality of opportunities in other dimensions, including 
human capital, assets, credit, fairness and political voice. 

2. the country studies track the evolution of poverty during the early 1990s 
and late 1990s to early 2000s using national poverty lines, which do not per-
mit cross-country comparisons of poverty levels. 

3. Data from eastern europe for the 1990s need to be treated with caution. 
the countries were undergoing major structural change, and changes in the 
consumption basket and price levels at all levels likely undermined the com-
parability of data over time (Ravallion and Chen 1997). 

4. economic growth between 1996 and 2002 stagnated in Romania (annual 
GDP per capita growth of 0.2 percent). this aggregate trend masks two sub-
periods which are representative of transition economies during this period. 
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economic growth fell sharply in the late 1990s as industry collapsed, but then 
recovered following the successful implementation of macro and fiscal reforms 
in early 2000 to achieve an average annual growth rate of over 4 percent for 
2000–03. 

5. Given the variety of variables that affect the total growth elasticity for a 
particular growth spell in a given country, it was not possible to compare the 
overall efficiency of the growth process in reducing poverty across countries. 

6. Several theoretical papers conclude that inequality is detrimental to growth, 
arguing that redistributive policies, sociopolitical instability and credit con-
straints particularly for poor households are associated with high levels of 
inequality and are bad for growth (alesina and Rodrick 1994; alesina and 
Perotti 1996; Galor and Zeira 1993 and aghion et al, 1999). other models 
predict that inequality is likely to be growth-enhancing, drawing mainly on 
the greater ability and propensity of rich people to invest and the need for 
unequal wage structures to provide incentives for outstanding achievement 
(Mirrlees 1971). while the empirical literature has not found a consistent 
relationship between changes in growth and income inequality, there is some 
evidence that asset inequality is detrimental to growth (Deininger and olinto 
2000 and Birdsall and londoño 1997).
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this part unpacks the aggregate growth–inequality–poverty relationships 
in the case study countries and examines how the participation of poor 
people in growth was affected by country policies interacting with country 
conditions. a growing economy creates more jobs and better jobs, and 
poor households benefit from this growth when they have (or can get) 
jobs that offer rapidly rising earnings (world Bank 2004a; Fields and Pfef-
fermann 2003).1 the focus here is on earnings from employment (wage 
and self-employment), because labor is the most abundant asset of poor 
households, providing between two-thirds and three-quarters of total in-
come and even more for the poorest of families. 

earnings from agricultural activities dominate for poor households 
in low income countries, but as countries grow and become more ur-
ban, the importance of nonagricultural earnings rises. For example, 
96 percent of the poor were engaged in agriculture in Burkina Faso 
(2003), but only 77 percent in Ghana (1999). Shifting from agriculture 
to nonagricultural employment was an important avenue for poorer 
households to benefit from growth. In Vietnam between 1993 and 1998 
about 15 percent of the workers exited agriculture into informal nonag-
ricultural employment, where earnings were higher. 

as countries become more developed, governments can supplement 
the market incomes of the poor with public transfers, allowing poor 
households to benefit indirectly from growth through redistributive 
policies. But the country cases suggest that public transfers had a fairly 
minor role, given financial and administrative capacity constraints, and 
did not substantially affect poverty or the distribution of income (box 
2.1). the exception: Brazil, the country with the highest GDP per capita 
in the sample and where transfers to rural areas contributed to reducing 
poverty and perhaps even income inequality. although transfers may 
offer limited scope in affecting the disposable incomes of poor people 
at an aggregate level, they can be an effective part of a pro-poor growth 
strategy in a low income country, when used to facilitate risk manage-
ment or asset accumulation. 

Drawing often on the broader literature and the country cases, this 
part identifies what contributed to increasing agricultural and nonagri-
cultural earnings among the 14 countries, and then analyzes how poli-
cies, interacting with country conditions, affected the ability of poor 
households to participate in growth. 

Making agricultural activities more productive for poor 
households
as the vast majority of poor people live in rural areas and draw their 
livelihoods from agriculture, the discussion starts with the factors that 
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affected agricultural earnings and the ability of poor households to ben-
efit from these earnings. agricultural growth was highest among the 
asian countries in the sample, followed by the latin american and then 
the Sub-Saharan african countries. key factors affecting the overall rates 
of growth were productivity increases associated with access to improved 
technology, climatic influences and incentives for private investment; 
and factors affecting the value of production, such as agricultural price 
and trade policies, world prices and oeCD subsidies. 

Box 2.1 Public transfers and pro-poor growth

In oeCD countries income transfers provide a viable means of redistribution of income (atkinson 
2004). and among the 14 countries, transfers grew in the 1990s and evaluations suggest that they do 
improve the welfare of beneficiaries. But their scope in affecting overall poverty and inequality may 
be limited to larger middle income countries. the impact of public transfers on income inequality 
in several case stdy countries was negligible (box table). For example, in el Salvador between 1995 
and 1999 transfers made up less than 2 percent of the incomes of the poorest rural households 
(Sanfeliu and Shi 2004).

Box table. Impact of public transfers on the distribution of income (Gini index)

	 Burkina	Faso	 El	Salvador	 Ghana	 Uganda	 Vietnam	 Zambia

Year	 2003	 2000	 1998/99	 1999/2000	 1998	 1998
After	government	transfers	 0.45	 0.53	 0.40	 0.402	 0.35	 0.54
Before	government	transfers	 0.46	 0.53	 0.40	 0.402	 0.36	 0.54

Source:	Author	calculations	based	on	household	surveys,	various	years.

In Brazil and Bangladesh spending on social transfers increased in the 1990s, raising the incomes 
and educational levels of beneficiaries. But only in Brazil did transfers (the rural pension) contribute 
to falling rural inequality in the 1990s. In Bangladesh social spending rose significantly in the 1990s, 
reaching 24 percent of the total budget and about 1 percent of GDP in 2001–02. Yet the impact 
of this spending was negligible at an aggregate level due to the small amounts, poor targeting and 
magnitude of poverty (Sen 2005). on the positive side, the conditional transfers, such as food-for-
education, were found to be well-targeted and particularly successful in helping the poor smooth 
consumption during crisis periods and in providing incentives for children to attend school.

In Brazil spending on social programs reached 18 percent of the budget (1995–99). Data from 
northeast and Southeast Brazil (the poorest and richest regions of the country respectively) suggest 
that 56 percent of the social spending in Brazil in 1997 was for pensions, which did contribute to 
lowering rural inequality levels, as they were provided to farmers as well as civil servants. the use of 
traditional cash transfers has also increased in Brazil, mainly to improve primary school completion 
rates by providing income subsidies to families with school-age children on the condition that each 
child attends school regularly. Bourguignon, Ferreira and leite (2002), in assessing the poverty 
impact of Bolsa escola, conclude that because of their small size, the transfers would reduce the 
incidence of poverty by only one or two percentage points, even if the program were perfectly 
targeted and covered the whole country. 
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In general, poverty levels tend to be very responsive to agricultural 
growth. estimates from some of the countries suggest that agricultural 
growth accounted for between 40 and 70 percent of total poverty reduc-
tion, depending on the country.

Factors affecting growth of agricultural earnings
the performance of the agricultural sector across the country cases var-
ied greatly, reflecting different country conditions, policy frameworks 
and exogenous factors (climate, oeCD subsidies, world price trends), 
as well as stages of structural transformation. examining trends in land 
and labor productivity between 1980 and 2000, reveals three broad re-
gional categories which form a useful framework to guide the discussion 
of the determinants of agricultural growth: the emerging low income 
countries of asia, the upper low and middle income countries of latin 
america and the smaller low income countries of africa (figure 2.1).2

Emerging low income countries of Asia are undergoing wide structural 
transformation, generated by rapid growth in agricultural productiv-
ity, especially the productivity of land (Bangladesh, India, Indonesia 
and Vietnam). Public investments in agricultural research, as well as 
expanded access to rural irrigation and inputs were important drivers 
of productivity in asia (alston, Chan-kang, Marra, Pardey and wyatt 
2002). For instance, in Bangladesh most of the incremental productiv-
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ity is related to the diffusion of modern rice technology, investments in 
irrigation (which covers 65 percent of the cropped area), investments in 
flood management infrastructure and increases in total fertilizer use (up 
10 percent a year over the last three decades). In Vietnam land reform 
and trade and price liberalization also facilitated a structural shift into 
higher value crops and rising productivity and output. But in India and 
Indonesia continued subsidies and trade protection are considered to 
have reduced overall growth and diversification into higher value-added 
crops. In India these subsidies not only became a huge fiscal burden but 
they favored rice and wheat production and were a disincentive to diver-
sify to higher value crop and livestock products. the result: agricultural 
growth slowed to 2.6 percent a year in the 1990s.

the upper low and middle income countries of Latin America (Bolivia, 
Brazil, and el Salvador) are diverse in their size and other aspects, but 
generally have higher labor productivity in agriculture, reflecting out-
migration and investments by the large commercial sector, which owns 
much of the land. Small-scale farmers are often concentrated in marginal 
areas with low productivity and high poverty. In Bolivia and especially 
Brazil high outmigration contributed to rising productivity per worker. 
agricultural employment in Brazil declined by about 1.4 percent a year 
during 1980–2000, compared with an average 1.2 percent increase for 
the other countries in the sample over these two decades. 

the smaller low income countries of Africa are still in the early stages 
of the structural transformation, generally with low land and labor pro-
ductivity (Burkina Faso, Ghana, Senegal, Uganda and Zambia).3 agri-
cultural growth for them has been lower than for the asian and latin 
american countries. the median agricultural GDP growth for the five 
african countries in the 1990s was 0.28 percent a year per capita, com-
pared with 1.28 percent for the four asian countries and 0.45 percent 
for the three latin american countries. 

Constraining agricultural productivity growth in the african coun-
tries were limited technology for arid agriculture, low access to exist-
ing technology, often reflecting weak extension systems, and declining 
public investments in infrastructure. For example, Ghana spent only 2.5 
percent of its total budget on agriculture, and Uganda only 1.5 percent, 
compared with Bangladesh’s 12.2 percent. Poor incentives for private 
investment due to uncertainty over land tenure also affected produc-
tion, particularly for smaller farmers. Given the significant participation 
of women in agricultural production in africa, gender differences in 
security of tenure—and access to inputs and technology—are likely to 
account for much of the poor performance. Climatic forces were also 
important, underscored by the droughts that cut production in Senegal 
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and Burkina Faso in 1998. hIV/aIDS also hit productivity and overall 
output by reducing the size and quality of the labor force, particularly 
in Uganda and Zambia (box 2.2). 

agricultural export production, particularly in the mid-1990s, ex-
panded significantly in africa, responding to macro and structural re-
forms, though exports remained a small share of total output (figures 
2.2 and 2.3). exchange rate reforms, the removal of export taxes, the 
privatization of marketing boards for cash crops and the alignment of 
producer prices substantially improved the incentives for traditional 

Box 2.2 HIV/AIDS hits the labor force in Zambia and Uganda

the main channel for hIV/aIDS to affect the economic development of a country is the labor force, 
with the epidemic reducing labor productivity and human capital accumulation. In Zambia the 
adult prevalence rate in 2003 is an estimated 16.5 percent, and the total deaths since the beginning 
of the epidemic are an estimated 17.9 percent of the total labor force in 2005. lofgren, thurlow 
and Robinson (2004) measure the overall impact of hIV/aIDS on Zambia’s economy and find 
that it reduces annual GDP by up to one percentage point. an International labor organization 
study estimates the loss in GDP per capita growth attributable to hIV/aIDS at 0.4 percent a year 
for 1992–2002.

Uganda, by contrast, has been one of the few countries to reduce the prevalence of hIV/aIDS—
from around 30 percent in the early 1990s to 4.1 percent in 2003. But it is among african countries 
with the largest number of losses from the epidemic: 10.4 percent of the labor force in 2005.

Source: International labour organization 2004.



Part	2:	inCreasinG	the	PartiCiPation	of	Poor	PeoPLe	in	Growth	 41

export crops in the region in the 1990s. Uganda dismantled coffee, 
tea and cotton marketing boards, and the farmgate price for coffee in-
creased from less than 30 percent of the total to more than 80 percent. 
In Ghana the devaluation and the reduction in export taxes on cocoa 
stimulated a large increase in production in the 1990s. In Burkina Faso 
cotton exports expanded by 250 percent from 1994 to 2003 in response 
to the 1994 CFa franc devaluation. In Zambia devaluation and liberal-
ization led to a major expansion in cotton exports. the impacts could 
have been even larger if oeCD countries had not subsidized their cot-
ton exports. For example, Minot (2002) estimates that a 40 percent 
decline in cotton prices increased poverty in Benin by 6–8 percent, and 
this is likely to be broadly representative of Burkina Faso too. 

Agricultural growth and poverty reduction
Growth in agriculture has been strongly tied to poverty reduction in the 
literature, given the typical concentration of poor households in rural 
areas and agriculture and the strong links between agricultural growth 
and nonagricultural growth (box 2.3).

Most of the poverty reduction occurred among households engaged 
primarily (although not exclusively) in agriculture, despite the fact that 
the sector generally only contributed between 10 and 30 percent of 
GDP and experienced lower rates of growth than nonagricultural sec-
tors (except for Brazil and Ghana). In Indonesia between 1984 and 
1996—a period of rapid growth outside agriculture (including manu-
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factured exports)—the direct and indirect effects of agriculture contrib-
uted 66 percent of the overall poverty reduction. More than half the 
reduction was in urban areas and three quarters in rural areas (Sumarto, 
Suryahadi, and arifianto 2004). In Vietnam, 71 percent of the workers 
who exited poverty either remained primarily employed in agriculture 
or moved into agriculture between 1993 and 1998, when per capita 
agricultural growth was 2 percent a year (Bernabè and krstić  2005). In 
India, output growth in the primary and tertiary sectors did much to 
reduce poverty in both urban and rural areas for the extended period 
1957–1991 (Ravallion and Datt 1996).4

agricultural growth had the greatest impact when it was generated 
by the crops most cultivated by the poor. In the Sub-Saharan countries 
most of the agricultural growth was in export agriculture, but food-
crop producers accounted for the greatest share of poverty reduction. 

Box 2.3 Agricultural growth reduces poverty

why is agricultural development good for growth and poverty reduction? First, the vast majority 
of the poor generally resides in rural areas and depends directly or indirectly on agriculture for its 
livelihoods (klasen 2004 and thirtle, lin, and Piesse 2003). Second, agricultural growth increases 
rural demand for nonagricultural products that tend to have high labor-capital ratios, creating a 
virtuous circle of growth and poverty reduction (Mellor 2000 and hazell and haggblade 1993). 
third, agricultural growth in a closed economy leads to lower food prices, which can improve 
nutritional outcomes, raise the incomes of urban and rural food buyers, and be good for growth by 
moderating wage increases and inflation (timmer 2003). Fourth, volatile agricultural production 
can also lead to macro instability, undermining both growth and poverty reduction (timmer 
2004). 

Since the mid-1980s, however, the importance of agriculture for poverty reduction has been 
questioned, given the rising share of nonagricultural sectors in GDP, stagnant agricultural 
productivity in many low income countries (reflecting difficulties in developing technologies 
suitable for difficult agro-climatic conditions) and a more open global trading environment (along 
with oeCD country subsidies) undermining the terms of trade for basic foodcrops produced by 
many developing countries. 

what is the empirical evidence? the Green Revolution in asia provided strong empirical 
evidence of the ability of agriculture to lift enormous numbers of people out of poverty and stimulate 
broad economic development (Rosegrant and hazell 2000). It has been shown that agricultural 
growth has been more pro-poor than industrial growth in India (Datt and Ravallion 2002) and in 
Indonesia (thorbecke and Jung 1996). Using data from a broad sample of developing countries in 
the early 1970s and mid 1980s, Bourguignon and Morrisson (1998) find that increasing agricultural 
productivity is the most efficient path for many countries to reduce poverty and inequality.

For China primary sector growth has about four times the impact on poverty reduction as 
secondary or tertiary sector growth (Ravallion and Chen 2004). the pattern of growth also 
influenced the evolution of inequality. Rural and especially agricultural growth reduced inequality 
not only in rural areas but also between rural and urban areas. land reform and decollectivization, 
along with reforms of the procurement system, were the main drivers of the high rates of agricultural 
growth in the 1980s.
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In Uganda export agriculture accounted for 5 percent of the poverty 
reduction between 1992 and 2003, much less than the 49 percent for 
foodcrop production, even though the incidence of poverty fell more 
for export farmers (table 2.1). In Ghana export farmers contributed 
only 1.3 percent to the poverty reduction, compared with 31 percent 
for foodcrop farmers, but the percentage point decline in the poverty 
rate was about three times that of foodcrop farmers. 

How did poor households participate in agricultural growth? 
Bangladesh and Uganda offer sharply different experiences in the way 
poor rural households participated in growth by increasing agricultural 
earnings. agricultural growth was relatively strong in Bangladesh in the 
1990s (GDP per capita grew annually by 1.9 percent) and rising farm 
and nonfarm earnings helped rural poverty fall from 53 to 44 percent 
(1992–2000). In the early 1990s the government liberalized the im-
port of agricultural inputs, which helped small-scale farmers purchase 
reasonably priced private irrigation. Improved access to irrigation also 
facilitated the adoption of modern high-yielding crop varieties and fer-
tilizer by poorer farmers (who had previously avoided Green Revolution 

Table 2.1 Decomposing poverty reduction in Ghana and Uganda by sector of activity 

	 	 Uganda	 	 	 Ghana	
	 	 	(1992–2003)	 	 	 (1991/92–1998/99)
	 	 Percentage	 	 	 Percentage	
	 Population	 point	 Share	of	 Population	 point	 Share	of
	 share	 change	 poverty	 share	 change	 poverty
	 (1992)	 in	 reduction	 (1991)	 in	 reduction
		 	(%)	 poverty		 (%)	 (%)	 poverty	 	(%)

Crop	agriculture	 66.6	 13.2	 48.9	 Foodcrop	farmers	 43.6	 8.6	 30.6
Export	agriculture	 5	 18.8	 5.3	 Export	farmers	 6.3	 25.4	 13
Mining/construction	 1.5	 13.5	 1.1	 Private	informal	employ.	 3.1	 13.3	 3.3
Manufacturing	 4	 16	 3.5	 Public	sector	employment	 13.5	 12	 13.2
Trade	 7.4	 9.1	 3.7	 Private	formal	employ.	 3.9	 19	 6.1
Transport/Comm.	 1.7	 16.2	 1.5	 Nonfarm	self-employ.	 27.6	 9.8	 22
Government	services	 8.1	 24.2	 10.8	 Not	working	 2	 1.6	 –0.2
Other	services	 2.6	 5.4	 0.8	 	 	 	
Not	working	 3.3	 26.7	 4.9	 	 	 	
Total	intra-sectoral	effect	 	 	 80.4	 Total	intra-group	effect	 	 	 88.0
Total	migration	effect	 	 	 20.9	 Total	migration	effect	 	 	 10.6
Residual	 	 	 –1.2	 Residual	 	 	 1.4

Source: Okidi,	Ssewanyana,	Bategeka,	and	Muhumuza	(2005)	and	Aryeetey	and	McKay	(2004).
Note: These	estimates	do	not	include	the	indirect	impact	of	agricultural	growth	on	lower	food	prices	and	higher	nonfarm	growth.	Nor	
do	they	reflect	the	contribution	of	other	sources	of	income	to	agricultural	households	(such	as	remittances	or	nonfarm	income).	
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technology, which was more subject to climatic variation). as yields 
rose, poorer farmers shifted toward fixed-rent tenancy from sharecrop-
ping to maximize their returns, though regulations continued to limit 
land rental markets. Following the policy reforms, rural markets ex-
panded significantly, given low transaction costs, helped by road invest-
ments that connected 1,400 of the 2,100 markets and by high popula-
tion density (1,000 people per square kilometer). Rising remittances 
helped farmers invest in agriculture (although access to microfinance 
remains relatively high in Bangladesh, it was generally used for nonfarm 
activities). the government also invested in flood infrastructure, which 
benefited all farmers, and introduced safety nets during the flood and 
post-flood months. 

Uganda’s agricultural growth, similar to Bangladesh’s at 1.6 percent 
per capita a year, also led to significant reductions in rural poverty, 
but the rate slowed more recently. Rising agricultural earnings were 
heavily influenced by coffee sector reforms and rising world prices in 
the mid-1990s. while poorer farmers did benefit from coffee exports 
in the mid-1990s, they faced particular difficulties in increasing food-
crop yields and their agricultural earnings, particularly after the fall in 
coffee prices. extension services raised productivity, but agricultural 
households in the top quintile were twice as likely to receive them as 
those in the bottom quintile. Unlike Bangladesh, the liberalization 
of input markets did not increase input use, because input markets 
remain fragmented and thin, particularly in more remote regions, 
where poorer farmers are concentrated and the road network is weak. 
Similarly, microfinance services were limited, biased toward the richer 
farmer households and nonagricultural activities and not offering the 
long-term financing necessary for agriculture. land markets, though 
effective in transferring land to poorer farmers, remained informal 
and ownership and use rights unclear, constraining investment incen-
tives. and despite the fact that women account for the largest share 
of agricultural production, they owned only 5 percent of the land, 
had much lower access to inputs and technologies and little control 
over the proceeds (particularly cash proceeds), reducing their ability 
to invest in cash crops (world Bank 2005d). Ugandan women had one 
of the world’s highest fertility rates (6.2 births per woman in 2000), 
generating a large time burden for them, detracting from their labor 
in agriculture (and nonagriculture). 

Bangladesh and Uganda typify some of the policies and constraints 
that affected agricultural earnings for poor farmers in the 1990s, show-
ing that similar policy interventions did not always have the same ef-
fect on poor households, given differences in policy packages, country 
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conditions and exogenous factors. across the 14 countries in the study, 
five policy interventions were important in helping raise the agricultural 
earnings of poor households in the 1990s: improving market access 
and lowering transaction costs, strengthening property rights for land, 
creating an incentive framework that benefits all farmers, expanding 
the technology available to smallholders and helping poorer and small 
producers cope with risk. 

Improving market access and lowering transaction costs. Improving market 
access and lowering transaction costs help create market opportunities 
and link remote producers to growth (Dorward, kydd, Morrison, and 
Urey 2004; timmer 2004; and thirtle, lin, and Piesse 2003). Christi-
aensen, Demery, and Paternostro (2003) highlight how remote regions 
in africa have been left behind when growth has increased and how in-
frastructure (especially roads) helps connect these regions to growth. In 
Indonesia, Bangladesh and parts of Vietnam improving market access 
was essential in increasing agricultural earnings for smaller and poor 
farmers. But for the Sub-Saharan countries, the lack of market access 
was a critical constraint, perhaps even binding. 

what provided market access for poorer farmers in Indonesia, Ban-
gladesh and Vietnam? Significant and sustained investments in ru-
ral road infrastructure and marketplaces (often implemented under 
food-for-work programs), high population densities and the fact that 
smallholder export and foodcrops were often the same (as for rice). In 
Indonesia investments in rural development and infrastructure were a 
central priority for poverty reduction and political stability. according 
to timmer (2005, p. 8), “the ‘road to pro-poor growth’ started from 
desperately poor economic conditions, weak institutions and a decade 
of political instability. It seemed that everything needed to be done at 
once. the key was to restart and then sustain rapid economic growth, 
empowering poor households to enter the market economy and reduc-
ing the costs and risks of doing so by lowering transaction costs. the 
strategy worked for three decades.” 

But how did Indonesia do this? Benefiting from the oil revenues in 
the mid-1970s and later from fairly high rates of growth, the govern-
ment made massive rural investments (in roads, communications net-
works, market infrastructure, ports, irrigation and water systems) and 
introduced regulatory reforms that transformed the capacity of farmers 
to move goods around the country and to urban markets. Many of 
the investments were labor-intensive public works, making many jobs 
available to unskilled workers willing to work at local market wages. 
Between 1970 and 1998 roads (in kilometers) increased by 8.3 percent 
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a year, while the number of trucks registered grew by 16.5 percent a 
year. 

Similarly for Bangladesh and Vietnam, the development of physical 
infrastructure (roads, bridges, culverts and marketplaces) was a major 
element in the rural development strategy. In Bangladesh this deepened 
the vibrancy of the rural economy for both agriculture and nonagri-
culture, and microsurvey data suggest that the number of small and 
medium market centers more than doubled between 1994 and 2000 in 
rural areas (Sen and hulme 2004). But in the more remote and poorer 
regions of Vietnam, India and Indonesia, high transaction costs con-
tinue to constrain agricultural earnings. 

among the five low income african countries, high transaction costs 
and limited market access, reflecting low population densities and poor 
access to infrastructure, were among the most important constraints on 
expanding agricultural earnings, especially for smallholders in remote 
areas. In Burkina Faso and Zambia, the road density (in kilometers 
of roads per square kilometer) is 5–7 percent of that in India in 1999. 
Diao, hazell, Resnick, and thurlow (2005) calculate that african cof-
fee producers receive a farmgate price that is 30 percent lower than 
that for Vietnamese farmers, who dramatically expanded their share in 
world markets in the 1990s.

Because of poor market access almost two-thirds of african farmers 
are effectively isolated from national and world markets. It is estimated 
that some 60 percent of the rural population in africa lives in areas of 
good agricultural potential but poor market access, while only 23 per-
cent live in areas of good agricultural potential and good market access 
(table 2.2). the remaining 18 percent live in the most difficult environ-
ments, with poor agricultural potential and poor market access. 

In many cases limited national or even international demand may 
leave african producers of basic crops with no market to sell their out-

Table 2.2 Many agricultural producers in Sub-Saharan Africa lack market access, even in areas of good 
potential

	 Low	agricultural	 Medium	to	high	 	
	 potential	 agricultural	 Total
	 (percent)	 potential	(percent)	 	(percent)

Poor	market	access	 18	 60	 78
Medium/good	market	access	 0	 23	 23
Total	 18	 83	 101

Source:	Kelley	and	Byerlee	2004.
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put. In Burkina Faso moderate growth in foodcrop production in the 
1990s did not substantially increase rural earnings because of low mar-
ketability. Producers faced very low domestic demand given the small 
urban population (with declining real incomes) and low external de-
mand for their basic foodcrop (millet), effectively nontradable.

high transaction costs have been a particular barrier for foodcrop 
farmers in remote areas. In many african countries the withdrawal of 
state support from foodcrop production has often not been covered by 
private investment, given the low population density, poor infrastruc-
ture network and shallow rural markets. In Zambia before the 1991 
reforms, maize farmers received marketing supports and were provided 
with fertilizer and other inputs. after the reforms the private sector 
stepped in to support regions closer to transportation networks and 
the copper belt to continue to grow maize and to support an expansion 
into nontraditional exports (Saasa 2003). as a result, expansion into 
cash crops was confined mainly to medium-scale farmers with reason-
able market (rail) access (table 2.3). the share of medium-scale farmers 
involved in cash crops rose from 4 percent in 1991 to 60 percent in 
1998, while the share of small-scale farmers rose from about 4 percent 
to 6 percent.

Food markets in africa are expected to be the fastest growing of all 
agricultural markets on the continent over the next 20 years (Com-
mission for africa 2005). Moving forward, it will be important to link 
rural farmers to local and regional markets with better infrastructure 
and marketing associations so that they can benefit from this greater 
demand. Contract farming with nGos and the private sector has been 
successful in several of the african countries in facilitating market ac-
cess, particularly when complemented by organized involvement at the 
grassroots level. 

Table 2.3 In Zambia expansion into cash crops was mainly by medium-scale farmers

	 Small-scale	farmers	 Medium-scale	farmers
	 1991	 1998	 1991	 1998

Foodcrops	 77.6	 40.9	 75.2	 18.7
Cash	crops	 3.8	 5.9	 4.3	 60.2
Livestock	 3.8	 6.2	 8.7	 4.0
Nonfarm	business	 1.5	 24.2	 1.2	 11.1
Wages	 12.7	 11.0	 9.6	 3.1
Other	 1.9	 11.9	 1.0	 2.9
Total	 101.3	 100.1	 100.0	 100.0

Source: Thurlow	and	Wobst	2004.
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Strengthening property rights for land. Strengthening property rights for 
land is critical for pro-poor agricultural growth. Security of tenure gives 
farm households incentives to invest and raise productivity—it can also 
facilitate out-migration. the case studies highlight access and tenure 
security as helping rural households connect to growth. So does other 
research: analysis of 11 countries in latin america with highly un-
equal income and (especially) land ownership suggests that agricultural 
growth did little or nothing to reduce absolute poverty (De Janvry and 
Sadoulet 1995).

land reforms and land markets have increased tenure security and 
promoted access by smallholders to land. Strengthening property rights 
for land improved incentives to increase production and diversify into 
higher value crops in Vietnam. In 1988 land was decollectivized and 
under the 1993 land law, use certificates were issued to all rural 
households, stimulating the intensification and diversification of ag-
ricultural production into higher value crops. Market-driven changes 
in land tenancy arrangements in the high-growth asian countries also 
helped guarantee rural property rights and enhance investment incen-
tives, particularly for poorer farmers. In Bangladesh, changes in the 
structure of tenurial arrangements increased the share of land under 
fixed rental arrangements, which offer poor tenants more incentives 
to invest and raise their productivity. the land under share tenancy 
declined gradually from about 91 percent of tenanted area in 1960 to 
about 62 percent in 1996, while the area under fixed rent and other 
arrangements increased from about 26 percent to 38 percent between 
1983 and 1996. But in Bangladesh and India, continued restrictions 
on land rental markets make it difficult and costly for smaller farmers 
(particularly women and landless) to rent land. almost 20 percent of the 
rural population is landless in Bangladesh, less than 3 percent in Viet-
nam. In Indonesia land rights remain poorly defined at the local level, 
particularly for forest land (land records cover only 20 percent of the 
land in Indonesia). opaque and costly systems of land administration 
and allocation in rural Indonesia constitute serious obstacles to expand-
ing agricultural earnings, particularly for poorer farmers (Deininger 
and Zakout 2004).

For the farmers in the african case studies, clarity of tenure and trans-
parency of land markets were important constraints. the weakness of 
land market institutions (Uganda, Burkina Faso), the lack of full trans-
parency in local land management (Zambia) and difficulties facing non-
community members in gaining access to land in Ghana constrained 
the ability of all farmers, but particularly poorer ones, to invest. the 
co-existence of customary land management systems with formal land 
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arrangements can reduce the clarity and increase the difficulty in imple-
menting formal law. In many countries of africa, improving land tenure 
security for poorer farmers will involve developing formal systems that 
strengthen and complement customary land practices. lack of tenure 
security, particularly for inheritance-related transfers, especially affected 
poor rural women, the primary producers of foodcrops. 

For Ghana, aryeteey and Mckay (2004, p. 47) write, “[t]here is 
general agreement that the land tenure and administration systems face 
serious problems, which have exacerbated land tenure insecurity with 
implications for national development. these problems include the gen-
eral indiscipline in the land markets, indeterminate boundaries of cus-
tomarily held lands, a weak land administration system, the problematic 
articulation of statutory and customary land tenure systems and con-
fusion over the status of derived interested and customary tenancies.” 
they conclude that the consequence of this poor land administration 
is that “agricultural investment is less than 2 percent of GDP and less 
than 2 percent of arable land is under irrigation. acquiring land for 
commercial farming is extremely difficult, hence the difficulty in raising 
capital for the sector.” 

In Zambia too, land tenure policies affect smallholder access to land. 
land allocation was centrally controlled, with tenure restricted to a few 
large-scale and commercial farmers (Saasa 2003). More recently there 
have been attempts to decentralize the land tenure system, with control 
moving to local governments and customary leaders, though this is 
not yet complete. the government decides on most land allocations, 
and many smallholders do not own the land they work, which makes 
it hard for them to get credit (thurlow and wobst 2004). In Uganda 
the 1988 land act has yet to be fully operationalized given the costs 
associated with the new procedures and institutions. Yet it rendered 
illegal the traditional channels for resolving land conflicts (court(s) of 
elders, village councils). So the women and tenants protected under the 
new law remain without secure tenure, the ability to use land as col-
lateral is limited and the resolution of land disputes is difficult (okidi, 
Ssewanyana, Bategeka, and Muhumuza 2005). 

Given the importance of women in agricultural production, inse-
cure tenure has been a particular problem for female producers in afri-
can countries. this insecurity and their inability to claim equal access 
to land and other inputs has held back investments in land and crop 
improvements and thus growth and poverty reduction (Blackden and 
Bhanu 1999 and klasen 2005b). 

In tunisia, el Salvador, Bolivia and Brazil high levels of land con-
centration lower the agricultural growth elasticity of poverty. In Bolivia 
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and Brazil the land Ginis in the 1980s hovered around 0.80, compared 
with 0.59 for India in 1985 (world Bank staff data). In Brazil only one-
third of the total area available has been used by family farms, which 
employ 77 percent of the rural labor force (world Bank 2003). efforts 
to increase land access have been only partly successful, given adminis-
trative issues and lack of complementary investments. el Salvador had 
a major land reform in the early 1980s and another in 1992, as part of 
the Peace accords. these reforms corrected the sharpest inequalities in 
the distribution of assets but led “to legal insecurity of land holdings, 
low investment levels, the emergence of arrears and arrears clearance 
initiatives, and low managerial levels in the exploitation of land trans-
ferred to cooperatives” (world Bank 1997, p. 5). In Brazil and Bolivia 
land reform may not be politically viable, but expanding the access of 
smallholders and poorer farmers to long-term financing, and in some 
cases to grants for land purchases, have been successful. 

access to land remains an issue in tunisia, where more than two-
thirds of the farmers owned about 10 percent of the land in 1991, while 
1.2 percent of the richest farmers owned more than 22 percent. In ad-
dition, the state still holds large farms, some leased to private farmers 
on a long-term basis, with the poor generally excluded. ayadi, Boulila, 
lahouel, and Montigny (2004, p. 27) conclude that in tunisia “the 
rural poor have remained with very little land endowments for which 
property titles are not even secured in most cases.” 

Creating an incentive framework that benefits all farmers. Creating an 
incentive framework that benefits all farmers was an important part of 
the structural reforms by the african countries, Bangladesh, Vietnam 
and Romania. the impact on agricultural producers depended on the 
size of their production unit, the crops they grow, and their access to 
capital, technical assistance and markets. trade liberalization, along 
with the land reforms, promoted the rapid emergence of Vietnam as a 
major world exporter of rice and coffee in the 1990s, to the significant 
benefit of smallholders. In Bangladesh, trade liberalization facilitated 
imports of low-cost inputs, increasing their use by poor farmers.

In africa foodcrop farmers generally benefited less than export crop 
farmers, for whom poverty rates fell sharply. But with the exception of 
coffee producers in Uganda, export farmers tended to make up a fairly 
small share of the total and were mainly the better-off (by the end of the 
1990s only 20 percent of Burkinabe producers grew cotton). trade and 
price reforms increased efficiency and provided attractive incentives for 
private involvement in export crops. But the private sector did not step 
in to fill the void in foodcrop marketing (as it did for export crops), leav-
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ing many poorer foodcrop producers in remote areas of africa without 
market access. 

In India and Indonesia agricultural subsidies and trade protection 
continued to redirect significant public resources and production in-
centives away from higher value production and more labor intensive 
crops. India continues to spend significant resources subsidizing basic 
grains, fertilizer and electricity, disproportionately favoring the larger 
farmers and diverting public resources from more productive uses (box 
2.4). thirty-five percent of the farmers have farms under two hectares 
(9 percent of the land area) but receive only 7.5 percent of the fertilizer 
subsidy, 5.5 percent of the electricity subsidy and 5 percent of the canal 
water subsidy. these subsidies undermine employment opportunities 
for poorer rural households as they act as a disincentive to diversify 
into higher value and more labor intensive crop and livestock products. 
keefer and khemani (2004) argue that the continuing subsidies in In-
dia reflect the inability of political competitors to make credible offers 
to deliver high-quality public goods, while giving tangible support to 
voters. 

In Indonesia, as in India, intervention in agricultural markets dispro-
portionately benefits the larger (rice) farmers and prevents diversifica-
tion into higher value and more labor-intensive crops. tariffs protect the 
incomes of rice farmers, who make up a large proportion of the rural 
poor, but they also tax consumers. every 10 percentage point increase in 
the import tariff on rice pushes an additional one million Indonesians 
below the poverty line (the growth elasticity of poverty is significantly 
and negatively related to trends in rice prices). the tariff also reduces 
economic efficiency, since it undermines incentives to diversify and ex-

Box 2.4 Agricultural subsidies in India—who benefits and at what cost? 

agricultural output subsidies swallowed about 20 percent of India’s federal revenues. Most of the 
subsidies for rice and wheat have gone to the nonpoor, doing little even to reduce child malnutrition 
(Jha and Srinivasan 2001). For example, a reduction in the subsidy in andhra Pradesh had no effect 
on the nutritional status of children (tarozzi 2003). 

the implicit electricity subsidies to agricultural consumers by state utilities is regarded as the 
single largest threat to the fiscal and financial stability of state governments in India (keefer and 
khemani 2004). Benefit incidence analysis shows that most of the electricity subsidies are captured 
by medium and large-scale farmers who own and use electrically operation irrigation pump sets 
(howes and Murgai 2003). 

Similarly, the cost of fertilizer subsidies has risen to 0.7 percent of GDP, but little of the subsidy 
benefits farmers. Most gains go to fertilizer manufacturers (Panagariya 2002). 

Note: this box was prepared using material drawn from keefer and khemani 2004. 
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ploit opportunities in high value products. the trade protection has its 
roots in the political economy: rice farmers are the single most impor-
tant voting block. 

In reforming agriculture in India and Indonesia it will be important 
to consider the transition costs to small-scale farmers. while they may 
receive only a small share of the subsidies, they make up a significant 
share of their total income.

Expanding the technology available to smallholder producers. expanding 
the technology available to smallholder producers was a critical driver of 
the Green Revolution, lifting agricultural earnings in asia. In Indonesia 
technology combined with massive investments in agriculture produced 
high rates of pro-poor growth in the 1960s, 1970s and 1980s. In Bangla-
desh access to low-cost irrigation equipment, liberalizing the fertilizer 
trade and increasing access to remittances facilitated purchases of agri-
cultural inputs. But in the Sub-Saharan countries the lack of adequate 
technologies for arid climates and weak extension services constrained 
producers, particularly in foodcrops, where the poor are concentrated. 
expanding financial support to regional research institutions and im-
proving the delivery of extension services to poor farmers and women 
in conjunction with private firms and nGo providers could increase 
agricultural earnings for poorer farmers in Sub-Saharan africa.

Helping poorer and smaller producers deal with risk. helping poorer and 
smaller producers deal with risk has stimulated the adoption of higher 
yielding agricultural techniques. Investments in flood infrastructure 
and flood-season safety nets for poorer farmers reduced risk and created 
incentives for diversification in Bangladesh (along with increased access 
to private irrigation). Information and communication technologies can 
also provide smallholders with market information (mobile phones in 
Uganda), helping them to better manage price fluctuations. Improv-
ing access to market storage facilities can smooth seasonal fluctuations 
(Burkina Faso). In general, expanding the use of targeted safety net pro-
grams where administrative capacity exists or can be reinforced would 
help avoid severe deprivation from output and price variations—and en-
courage farmers to adopt riskier technologies that offer higher returns. 

Helping poor households take advantage of nonagricultural 
and urban employment opportunities
nonagricultural employment became more important in the 1990s, 
particularly in countries experiencing rapid growth, as its share of total 
employment expanded and earnings rose quickly in line with growth. 
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Understanding how policies and country conditions affect the ability 
of poor workers to increase their nonagricultural earnings is a critical 
concern for policymakers interested in accelerating the participation of 
the poor in growth. 

Factors affecting the growth of nonagricultural earnings
In the 1990s nonagricultural growth (median) was 3.1 percent a year, 
five times the 0.6 percent for agriculture (figure 2.4). In the high growth 
countries, per capita nonagricultural growth was between 4 and 7 per-
cent a year, compared with between 1 and almost 4 percent in the me-
dium growth countries and less than 1 percent or negative in the low or 
negative growth countries. In contrast, per capita agricultural growth 
rates exceeded 2 percent only in Vietnam.

Macro stabilization measures in most of the country cases were in-
tegral to the strong performance of the nonagricultural sector in the 
1990s. efforts to cut inflation and reduce external and internal imbal-
ances (including a move to competitive exchange rates) were particularly 
effective in stimulating nonagricultural growth. Rising capital inflows 
from foreign direct investment (from a very low base), aid (particularly 
in africa) and remittances also fostered higher growth in many of the 
countries in the 1990s. Price and trade reforms stimulated exports of 
manufactures by the asian countries, tunisia and el Salvador. 
Structural and investment policies also contributed to higher growth 
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in several of these countries. efforts to improve the investment climate 
in Senegal, coupled with high rates of investment, stimulated urban 
growth. high levels of infrastructure spending in Indonesia, Vietnam 
and Bangladesh fueled nonfarm growth, particularly in rural areas. and 
better human development outcomes (health and education) improved 
growth prospects for most of the countries outside africa (where the 
aIDS epidemic resulted in reversals on several dimensions).

Nonagricultural growth and poverty reduction
nonagricultural employment, particularly in the informal sector, grew 
in the case study countries in the 1990s, given the strong growth of 
services and industry and urbanization (figure 2.5). the average share 
of the workforce in nonagriculture in the 14 countries rose from 40 per-
cent in 1990 to 47 percent in 2000 (statistical appendix). employment 
in nonagricultural activities rose significantly in the asian countries 
and Uganda, as did the share of nonagricultural income. In Vietnam 
the share of nonagricultural employment grew from 27 percent to 50 
percent between 1991 and 2003. and in Uganda the share of household 
heads citing agriculture as their primary occupation declined from 72 
percent to 58 percent between 1992 and 2003.5

In Burkina Faso and Ghana, however, the structure of employment 
was almost unchanged, heavily dominated by agriculture, reflecting low 
demand for nonagricultural labor in Burkina Faso and nonagricultural 
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declining earnings in Ghana, which had high inflation and low invest-
ment for much of the 1990s. where there was a recession the share of 
agricultural employment rose. For instance, in Zambia, which had no 
growth during much of the 1990s, the share of agricultural employment 
grew from 71 percent to 82 percent between 1991 and 1998, as workers 
in mining and informal employment returned to rural areas and took 
up agriculture. 

while nonagricultural employment accounted for a smaller share 
of poverty reduction in most countries (because the majority of poor 
workers were generally in agriculture), the likelihood of climbing out 
of poverty for households in nonagricultural employment was higher 
than for those in agriculture, reflecting the sector’s higher productivity 
and generally faster growth. In Senegal the poverty rate for households 
where the heads were engaged in nonfarming fell from 69 percent to 
56 percent between 1994 and 2001, compared with 73 to 69 percent 
for those engaged in farming. In Ghana the poverty rate for agricul-
tural headed households declined from 66 to 55 percent (a 15 percent 
decline), while for households engaged in industry, the poverty rate 
declined from 41 percent to 27 percent (about a 30 percent decline). In 
Vietnam the poverty headcount fell 31 percent for workers in agricul-
ture, 41 percent for those informally employed and 62 percent for those 
formally employed.

within nonagriculture, informal employment grew in the 1990s as 
the sector absorbed workers from agriculture and from the often shrink-
ing formal sector (box 2.5). Vietnam shows how informal employment 
helped reduce poverty between 1993 and 1998, while Burkina Faso sug-
gests that if the movement of workers into the informal sector is not ac-
companied by rising demand for labor, both productivity and earnings 
for these workers remain low and may even decline. although moving 
into informal labor markets can be a stepping stone out of agriculture, 
there is some evidence that moving into formal sector employment (gen-
erally more advantageous) is difficult in certain countries. 

Informal earnings also increased in rural areas. nonfarm income 
increased in rural areas from wage and self-employment in services and 
industry, particularly in the growing economies of the asian case stud-
ies and el Salvador. In Bangladesh the share of nonfarm wage and self-
employment income for rural households went from 19 percent to 28 
percent between 1991 and 2000. In el Salvador the share of nonfarm 
income in rural areas grew from 47 percent to 55 percent between 1995 
and 2001, and accounted for more than half the change in the income 
of rural households in the bottom quintile. 
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Box 2.5 Informal employment and poverty reduction—it can be quite effective, but not 
always

In Vietnam the spectacular growth of the 1990s was accompanied by increased informalization 
of the labor market (box figure 1). Panel data for 1993–98 show that 14 percent of workers in 
agriculture in 1993 moved out of the sector almost exclusively into informal employment (box table 
1). Similarly, fewer than 20 percent of formal sector workers in industry and services remained in the 
formal sector between 1993 and 1998, with most of the workers moving into informal employment 
or agriculture.a Mobility into informal industry and services, linked to rapid growth in both urban 
and rural areas, was highly effective in reducing poverty. workers who moved out of agriculture into 
informal employment experienced a 43 percent decline in their headcount poverty rate, compared 
with only 31 percent for farmers who remained in agriculture. 

Box Table 1. Vietnam: Transition probabilities by type of employment and economic activity 
(Percentage of population over 15)

	 	 	 	 	 1998	
	 	 Industry	 Services	 Industry	 Services	 	
1993	 Agriculture	 formal	 formal	 informal	 informal	 Total

Agriculture	 85.4	 0.6	 0.8	 6	 7.1	 100
Industry	formal	 18.9	 13.4	 5.2	 41.6	 21	 100
Services	formal	 12.5	 1	 17.4	 5.5	 63.6	 100
Industry	informal	 30.6	 2.7	 3	 47.2	 16.5	 100
Services	informal	 21.1	 1.1	 6.5	 13.9	 57.5	 100
Total	 66.1	 1.4	 3.1	 11.6	 17.8	 100

Source:	Bernabè	and	Krstić	2005.

Informal labor markets can expand easily because there are few barriers to entry. But as Burkina 
Faso and Uganda show, unless an expansion into informal nonagricultural activities is accompanied 
by a rising demand for labor and underpinned by increasing productivity, informal nonagricultural 
employment may not be welfare-enhancing. In the 1990s Burkina Faso saw a considerable increase 
in the share of employment in services (mainly informal trade), as the size of the active workforce 
expanded to compensate for the decline in real incomes following the CFa franc devaluation (box
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How did poor households participate in nonagricultural growth?
at beginning of the 1990s Vietnam and Burkina Faso were among the 
poorest countries in the world, with similar levels of GDP per capita 
(US$240) and national poverty rates just under 60 percent. During 
the 1990s both countries grew and poverty fell, although the growth 
rate and fall in poverty were considerably greater in Vietnam than in 
Burkina Faso. 

Vietnam’s economic growth was led by exports of labor-intensive 
manufacturing goods stimulated by trade liberalization and a combi-
nation of import substitution and export promotion. and growth was 
accompanied by greater domestic demand for labor-intensive goods and 
services, particularly in rural areas, as the earnings of agricultural pro-
ducers (the majority of the workforce) expanded significantly. 

Burkina Faso’s growth was led by services. But growth in services did 
not translate into a reduction in poverty for service workers because it 

Box 2.5 (continued)

figure 2). Reflecting the expanded output levels, GDP per capita in services grew by 4 percent a 
year between 1994 and 2003. But demand for services did not increase, and output per worker 
declined along with real wages in the sector, causing poverty to rise by 3 percent a year among 
service workers. In short, the increased supply of workers to services was not matched by increasing 
labor demand, and as a result productivity declined along with real earnings. Similarly in Uganda 
movement into nonfarm activities was constrained by low demand for wage and self-employment 
activities (appleton and Ssewanyana 2003). 

a. the decline in formal sector employment may have reflected the growing practice for industrial and service 
firms to transform formal sector labor contracts into informal employment arrangements.
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was fueled by an increase in labor supply, which was not matched by an 
increase in demand or productivity, resulting in declining real earnings. 
agricultural workers accounted for the greatest share of poverty reduc-
tion, and the deepest poverty reduction was among cotton farmers. In 
short, both domestic and foreign demand for nonagricultural goods and 
services stagnated in Burkina Faso, while the supply of nonagricultural 
workers increased, causing wages to fall.

Growth in demand for nonagricultural goods and services in Vietnam 
was made possible by wise policies, but also by some important initial con-
ditions. First, Vietnam, like many of its east asian neighbors, has a very 
high population density and a comparative advantage in the production of 
labor-intensive manufacturing products along with relatively low market 
transaction costs, not possible in Burkina Faso, which is sparsely populated 
(49 inhabitants per square kilometer, compared with 240 for Vietnam). 
Second, Vietnam started the 1990s with a much larger nonagricultural 
workforce to build nonagricultural growth (approximately 33 percent 
in the early 1990s, compared with 13 percent in Burkina Faso). third, 
Vietnam has a much stronger human capital base, making it possible for 
agricultural workers to move into nonagricultural informal jobs. Much 
of Burkina Faso’s workforce has no education at all (primary enrollment 
in 1990 was 33 percent in Burkina Faso). Vietnam also scored fairly high 
on government effectiveness, which affected its ability to deliver public 
services, while Burkina Faso was second lowest (after Zambia). Finally, 
an overriding contributor to the impressive rates of poverty reduction in 
Vietnam was the commitment of the government to reducing poverty. 

Understanding the factors that can allow poor households to take ad-
vantage of job opportunities in urban areas (and nonagricultural jobs in 
rural areas) is crucial for a pro-poor growth strategy. the experiences of 
Burkina Faso and Vietnam in expanding nonagricultural earnings for 
poor households underscore the tremendous importance of initial con-
ditions, but they also highlight trade policy and market access, as well 
as demand linkages between agricultural and nonagricultural earnings. 
More generally, the country cases underscored four broad policy options 
to enhance access to nonagricultural earnings for poor households: 

• Improving the quality of investment climate, and the overall pol-
icy framework.

• Creating attractive formal employment for poor workers.
• expanding access to secondary and girls’ education.
• Increasing access to infrastructure. 
as with policies to expand agricultural earnings for the poor, the 

priorities and the appropriate design and scope of these policy options 
vary across countries. 
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Improving the investment climate and the overall policy framework. Improv-
ing the investment climate and overall policy framework were important 
for stimulating growth, but so were the size of the formal sector and the 
labor intensity of growth. the quality of the investment climate, along 
with the overall rate of growth, has been identified as one of the most 
important determinants of growth in nonagricultural earnings (world 
Bank 2004a and Fields and Pfeffermann 2003).6 In addition, the invest-
ment climate affected whether employment was created in the formal or 
informal sectors, which can influence the quality of employment. earn-
ings from formal employment tend to be higher, in jobs covered by la-
bor market regulations (dismissal protection, minimum wage, pensions, 
health insurance).7 In addition, because informal enterprises operate 
outside the law, they cannot benefit from the institutional arrangements 
that encourage innovations, improve the efficiency of markets and enable 
economic units to realize economies of scale. For the overall quality of 
the investment climate in the 14 countries, there were variations across 
regions, and not all indicators were of equal importance (box 2.6). 

In Senegal, Bangladesh and tunisia improvements in the quality of 
the investment climate, trade liberalization, and special incentives for 
manufacturing industries led to a significant increase in unskilled man-
ufacturing employment, particularly for women. In Senegal poverty 
reduction was driven by rising urban employment, reflecting high levels 
of investment, a competitive exchange rate and a fairly good investment 
climate. In tunisia and Bangladesh rapid growth of manufactured ex-
ports also created attractive formal sector employment for less skilled 
workers. By 2000 the textile and garment sector in tunisia accounted 
for almost half of total manufacturing employment and 14 percent of 
total employment. the fast growth of this sector facilitated the absorp-
tion of a large active female population with low skills. 

Box 2.6 Investment climate indicators 

asian countries tended to score higher on the “Doing Business” indicators than the african or latin 
american countries. and not all the investment climate criteria were equally binding. Burkina Faso 
had the lowest score on difficulties in hiring labor, Romania the second lowest score. But the high 
level of regulations likely had a greater impact in reducing formal sector employment in Romania 
than in Burkina Faso, where most of the employment is in agriculture. on specific constraints in the 
investment climate, access to roads and electricity were most consistently cited by firms in Indonesia, 
India, Bolivia, Zambia, Uganda and Bangladesh,a market regulations only in Indonesia, India and 
Bolivia, and access to finance in all countries but Bangladesh. 

a. Investment climate assessments were available only for these six countries. the reports can be found at 
http://www.ifc.org/ifcext/economics.nsf/Content/IC-InvestmentClimateassessments.
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In Bangladesh, by the mid 1990s, the ready-made garment industry 
employed between 40 and 50 percent of the total workforce engaged 
in medium- and large-scale manufacturing. the rapid growth of this 
sector (from 4 percent of total exports to 75 percent between 1984 
and 2000) increased the incomes of those it employed. there were also 
indirect poverty effects: since garment workers are among the poorest 
manufacturing workers, their spending was biased in favor of inferior 
quality goods produced in the informal nontradable sector (osmani, 
Mahmud, Dagdeviren, and Seth 2003). 

By contrast, policy uncertainty, macro instability and capital-inten-
sive development policies undermined labor-intensive employment in 
the formal sector. In Zambia policy uncertainty and macro instability 
were major constraints on nonagricultural investment and employment 
in the 1990s (which led to rising urban poverty). In Ghana, low private 
investment (undermined in part by persistently high inflation and a poor 
investment climate) caused manufacturing employment to contract in 
the late 1990s. In Bolivia 90 percent of manufacturing establishments, 
accounting for 72 percent of the workforce, were informal. the pilot 
investment climate assessment from Bolivia reports that “a vast majority 
of Bolivians choose to operate informally because existing institutions 
are designed for a privileged minority—those who can afford the high 
costs required to become and remain formal” (world Bank 2001). 

Capital-intensive development strategies implemented before the 
1990s in India and Zambia may have contributed to lower demand 
for labor in industry and manufacturing. In India the capital-intensive 
large-scale approach to industrialization between 1951 and 1991 may 
offer one explanation for why secondary sector growth had little impact 
on poverty (Ravallion and Datt 1996). In Zambia the government in 
the 1980s invested heavily in capital-intensive manufacturing, encour-
aged through high tariffs and an overvalued exchange rate. Formal 
sector manufacturing employment grew slowly during this period and 
amounted to less than 15 percent of total paid employment.

Expanding access to secondary and girls’ education. expanding access to 
secondary and girls’ education has become more important because 
of the growing skill bias of nonagricultural employment. In India and 
Brazil poor educational outcomes reduced growth in the different states 
and reduced the impact of that growth on poverty reduction. Reflecting 
the limited availability of a skilled workforce, in particular demand in 
nonagricultural labor markets, several countries noted a growing pre-
mium for more highly educated workers. In Bolivia the rise of income 
inequality in the early 2000s mainly reflected rising returns to skills 
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and preferential access to jobs. only workers favored with education 
benefited from the rising wage premium while the less favored bore 
the earnings erosion of a sluggish economy and rising unemployment 
(world Bank 2004b). In Bangladesh, winters (2002) found that rural 
unskilled workers were not hired by manufacturing firms because they 
apparently lacked the required skills. 

In Uganda education influenced the observed increasing income in-
equality, with differences in education obtained by the head of house-
hold accounting for a rising share of inequality (compared with within 
group inequality). Between 1992–93 and 2002–03 the contribution 
of different educational levels to inequality rose from 16 percent to 25 
percent, while the contribution of inequality among households where 
the head had a similar education fell from 84 percent to 75 percent. 
this shows that the potential for rural workers to get into better pay-
ing employment is extremely limited given their low education, which 
limits their participation in high-growth sectors. In Bangladesh, too, 
education strongly affected household income growth. (Primary educa-
tion is nearly universal in Bangladesh, and the secondary enrollment 
rate was 47 percent in 2001.) households with higher levels of education 
(secondary in rural areas and postsecondary in urban areas) had faster 
income growth (figures 2.6 and 2.7).

Female literacy also enhances the ability of growth to reduce poverty. 
Female literacy was the most important determinant of interstate differ-
ences in India in the efficiency of nonfarm growth in reducing poverty 
(Ravallion and Datt 1996).8 In the South asian and tunisian case stud-
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ies, the prior fertility decline and the expansion of education contrib-
uted significantly to the ability of women to enter the nonagricultural 
workforce. In latin america, where women’s education is relatively high 
and rising and fertility is relatively low, female labor market participa-
tion has risen greatly. the main barrier preventing greater female in-
volvement has been labor market discrimination, which has crowded 
women into informal and low-productivity employment. women are 
also heavily engaged in nonagricultural employment in el Salvador. But 
childbearing still constrained many women from engaging in better-
paid occupations, and equally qualified women had less access to the 
best paid nonagricultural jobs (tannuri-Pianto, Pianto, arias and San-
feliu 2004). In short, women benefited from and contributed to growth 
in export-oriented sectors where fertility rates had declined, women had 
rapidly rising educational levels, and the work environment allowed 
female labor market participation.

In general, access to primary and secondary education improved in 
all countries in the 1990s, except in africa. the african case countries 
saw no real improvement in secondary enrollments, and aside from 
Uganda none had achieved universal primary education by 2000 (fig-
ures 2.8 and 2.9). In the other low income countries, secondary en-
rollments remained small, between 45 percent and 65 percent. Benefit 
incidence analysis suggests that the majority of the gains in secondary 
enrolment were not experienced by poorer households. and while the 
share of secondary education expenditures directed to the bottom quin-
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tile increased in the 1990s for Ghana, Vietnam and Indonesia, they 
actually decreased in Uganda (figure 2.10). 

the main instruments to expand access were rising per capita expen-
ditures for education (Bolivia, Bangladesh, tunisia, Uganda, el Salva-
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dor), increased collaboration with nongovernmental organizations, com-
munity organizations and private providers (Bangladesh, el Salvador) 
and conditional cash transfers linked to education (Brazil, Bangaldesh). 
In tracking educational outcomes it is also important to examine qual-
ity and budgets. In Uganda massive increases in primary enrolments 
undermined the quality of the education: the teachers and textbooks to 
accommodate the increase in students were not always available, or of 
high enough quality. In addition, the leakage of educational funds was 
extensive in the 1990s, since reduced through increasing the transpar-
ency of budget management, particularly at local levels.

Creating attractive formal employment for poor workers. Designing la-
bor market regulations to create attractive formal employment for poor 
workers helps expand their nonagricultural earnings, particularly in 
countries with fast growth. labor market regulations, often designed 
to protect the interests of poor workers, can restrict formal labor mar-
kets and the access of poor workers. Indian states with more restrictive 
labor market regulation recorded lower growth and less efficiency in 
reducing poverty. States that had pro-employer regulations recorded 
significantly higher growth rates than states with pro-worker regula-
tions. In addition, pro-worker regulation led to less output in registered 
manufacturing and lower levels of investment.
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In Bolivia and Romania “pro-worker” regulations, encouraged by 
unions and the economic elite, kept employment in the formal labor 
market below levels otherwise possible. In Bolivia the share of informal 
employment is among the highest in latin america, and since the late 
1990s nearly all employment creation has been informal (world Bank 
2004b). labor regulations there increase labor costs by an estimated 42 
percent (world Bank 2001). kaufmann, Mastruzzi and Zavaleta (2003) 
cite tight regulation of the formal labor market (minimum wages, dis-
missal protection) as restricting access of rural workers and the urban 
poor to formal income-earning jobs in Bolivia. entering formal employ-
ment is particularly difficult for women, for people for whom Spanish is 
not the mother tongue and for those who are poorly educated (tannuri-
Pianto, Pianto and arias 2004). and when workers with these character-
istics enter the formal sector in Bolivia, they earn less than others. 

During Romania’s negative growth period, workers were forced to 
return to agriculture in large part because labor markets were inflexible, 
due to high payroll taxes, a cumbersome bureaucracy and tight labor 
regulations (especially for unemployment benefits and the minimum 
wage). By contrast, Indonesia’s high degree of labor-market flexibility 
during the Suharto years promoted formal employment and labor-in-
tensive growth. Real wages were relatively low, but average earnings 
rose in the 1980s, as the incomes of poorer sections of the community 
increased through the transfer of labor into new industries (Ravallion 
and huppi 1991 and Manning 1998). But since the asian crisis, the 
minimum wage increases prompted by union activity have left almost 
all employment growth to the informal sector, at wages below those in 
the formal sector.9

three important caveats: First, labor market regulations are only one 
of a set of factors that affect the investment climate and the willingness 
of a firm to formalize. other critical constraints include policy uncer-
tainty, fiscal burdens, cost of finance, corruption and the quality of courts 
(world Bank 2005c). Second, loosening labor market regulations in some 
regions, particularly africa, may have little impact on labor markets, es-
pecially if employment is mainly in agriculture (Burkina Faso). third, 
labor market regulations, though imperfect, constitute a form of social 
protection. the extent of labor market regulation needs to reflect a bal-
ance between workers’ needs and employers’ needs, a balance that hangs 
on a country’s labor market conditions and level of development. 

Increasing access to infrastructure. Increasing access to infrastructure, 
especially roads and electricity linking rural areas to small towns and 
urban centers, along with strong nonagricultural growth, contributed 

Indian states 
with more 
restrictive 

labor market 
regulation 

recorded lower 
growth and 

less efficiency 
in reducing 

poverty



66	 Pro-Poor	Growth	in	the	1990s:	Lessons	and	insiGhts	from	14	Countries	

to rising nonagricultural sector employment in rural Bangladesh, India, 
Vietnam and el Salvador. nonagricultural employment in rural areas 
was greater and more effective in reducing poverty when it was linked 
to the rapidly growing and more urban industrial and service sectors 
and expanding commercial agriculture. 

In Bangladesh the nonfarm sector was traditionally stimulated by 
agricultural growth, but in the 1990s rural areas witnessed an expan-
sion into productive large enterprises generating demand for wage labor 
and reducing poverty more than in the previous decade. as a result, 
returns to rural nonfarm activities in 2000 were about twice the returns 
to casual wage labor and self-employment in agriculture (more for the 
nonpoor) (osmani, Mahmud, Dagdeviren and Seth 2003). 

In Bangladesh access to the high-growth nonfarm sector depended 
on the human capital of workers (especially completing primary educa-
tion) and access to such infrastructure as roads and electricity. that 
poorer households in rural areas tend to have lower education and access 
to infrastructure may explain why nonagricultural income was so dis-
equalizing. traditional nonfarm activities linked to agriculture tended 
to be equalizing in the early 1990s, but by the late 1990s nonfarm 
income had become highly disequalizing, reflecting the trend toward 
higher productivity nonfarm activities accessible only to households 
with access to education and infrastructure. while the Gini index of 
farm income remained constant between 1991/92 and 2000, the Gini 
of wage and particularly nonfarm enterprise incomes increased signifi-
cantly, along with income from transfers and remittances (figure 2.11 
and box 2.7). as a result, the contribution of nonfarm income to rural 
income equality in Bangladesh rose from 12 percent to 27 percent be-
tween 1992 and 2000, and the Gini for overall inequality in rural areas 
from 0.26 to 0.30. 

In Vietnam access to nonfarm income also became more linked to 
nonagricultural growth and more concentrated around areas with good 
infrastructure and market access, reflecting the government’s policy to 
target public investment to priority regions (box 2.8).

Investments in infrastructure were most effective in expanding 
nonagricultural income generation opportunities for poor households 
when provided in packages, including roads, electricity and education. 
tannuri-Pianto, Pianto, arias and Sanfeliu (2004) analyze panel data 
for rural households in el Salvador for 1995–2001 find evidence of 
important complementarities between rural investments and house-
hold characteristics that highlight bundling of packages of infrastruc-
ture investments and education. Sectoral mobility in el Salvador was 
heavily influenced by having at least primary education, larger asset 
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Box 2.7 Remittances reduced poverty but in some countries also increased inequality

Private transfers, mainly international and domestic remittances, provided important income to 
poor and non-poor households in the 1990s, but they were also a source of rising inequality. the 
largest remittances were associated with international migration, but domestic migration was more 
frequent, with migrants often moving to other rural or urban areas in their province or state. 

Remittances have been important both in raising the incomes of the poor facilitating investments 
in agriculture and particularly nonagricultural enterprises. But in many countries richer households 
have tended to benefit more from remittances than the poor. 
• el Salvador shows how remittances grew in the late 1990s, helping to reduce poverty but also 

contributing to rising inequality. Between 1998 and 2002 monthly average remittances increased 
by 40 percent for urban households and by 65 percent for rural households. By 2002 remittances 
were received by about 20 percent of the urban and rural households in relative poverty. But 
the value of remittances received by nonpoor households was twice the value received by poor 
households. 

• In Ghana remittances grew from less than 14 percent to more than 20 percent between 1991/92 
and 1998/99, an important source of poverty reduction in the rural forest region. the reduction 
of poverty among foodcrop farmers was primarily a consequence of increased remittances, rather 
than increased agricultural productivity, profitability or involvement in nonagricultural activities 
(Coulombe and Mckay 2003). there is also evidence that the better off and more skilled workers 
were more able to migrate out of the rural forest zone. 

• In Bangladesh remittances from internal migration appeared to be only mildly disequalizing, 
while remittances from abroad emerged as a highly disequalizing source of income, accounting 
for about 19 percent of rural inequality.

Source: Country case studies. 
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holdings, stable access to electricity and residence close to a paved 
road. 

the lack of infrastructure in the african case countries constrained 
access to attractive nonagricultural employment in rural areas and kept 
the rural poor engaged in more traditional and lower return nonfarm 
activities linked to agriculture. nonagricultural employment in africa 
generally stagnated, reflecting a more traditional sector closely tied to 
foodcrop agriculture (which experienced very little per capita growth 
in most of the countries). In addition, high transaction costs in rural 
areas undermined the ability of rural workers to connect to the faster 
industrial and services growth in urban areas. 

In Uganda access to critical infrastructure was biased toward the 
nonpoor (96 percent of which are in rural areas). whereas nonpoor 
households accumulated total physical assets at about 4 percent a year 
during the 1990s, poor households did so at 0.3 percent (Deininger and 
okidi 2003). the proportion of nonpoor households with electricity 
in homes grew from 13 percent to 17 percent between 1992 and 2000, 
while that for poor households fell from 6 percent to 2 percent. Ghana’s 
growing nonagricultural employment was concentrated almost exclu-
sively in accra, where there was access to services and infrastructure 
and demand to stimulate tourism, construction, trade and services. as 
a result, inequality within accra fell sharply, and the rate of pro-poor 
growth was 7.6 percent, more than three times the national average of 
2.1 percent. 

Box 2.8 Targeting public investment in Vietnam 

Vietnam has also made massive investments in infrastructure, targeting infrastructure investments 
to regions with high numbers of poor people and high growth potential. In 1996–2000, the main 
emphasis was on upgrading the trunk roads and other basic infrastructure in the growth triangles 
of the northern, central and southern regions. In 1997 these regions generated about 75 percent of 
the country’s GDP and attracted more than 80 percent of foreign direct investment. 

the Red River Delta and the South east developed a good rural road network, where nearly 100 
percent of the communes had roads that allowed access of automobiles to the commune center. In 
contrast, roads were still rather under-developed in the poorer regions. In 2000, 8 percent of all 
communes in the northern Uplands and 13 percent of those in Mekong River Delta still had no 
motorized road to their centers (Fan, huong and long 2004). 

Vietnam chose to prioritize large infrastructure investments over rural infrastructure in an effort 
to maximize growth. the objective was to promote urban centers as capital and skill intensive 
production areas and to redistribute the returns through public transfers to rural areas. although 
the growth and poverty impact of this strategy was very successful, regional imbalances are growing. 
So the government proposed significant increases in investment in rural transport for 2001–05—to 
better link remote areas to productive markets.
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lifting infrastructure constraints, increasing access to electricity, 
roads and education, particularly in high-density rural areas and small 
towns, are thus priorities in raising nonagricultural earnings for the 
poor. and as more governments engage in decentralization, increasing 
the capacity of local governments to undertake and manage invest-
ments in basic infrastructure will attract businesses in economically 
underdeveloped regions. Indonesia’s Investment Climate Survey reports 
that decentralization in the early 2000s heightened investor concern 
about corruption, policy uncertainty and business licensing (world 
Bank 2005d). 

Increasing infrastructure investments in Sub-Saharan countries 
could accelerate both agricultural and nonagricultural earnings for 
poor households. Yet while health and education spending has been 
increasing, infrastructure spending has been declining, despite a falling 
fiscal deficit (figure 2.12). Improving access to infrastructure depends 
not only on expanding public investments but also on improving insti-
tutional quality. In Uganda weak institutions may have prevented the 
improvement of power infrastructure (keefer 2000). 

Notes
1. Poor workers also contribute to growth because they make up an important 
share of the workforce. In Vietnam in 1993 more than half the workforce lived 
under the poverty line—by 1998 only one-third of the workers were poor. 
and as their earnings increase, poor workers contribute to growth by increas-
ing their consumption and particularly investment. the country studies did 
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not, however, analyze factors affecting the contribution of the poor workers 
to growth. 

2. the longer the distance between points for any one country, the larger were 
the changes in land or labor productivity. this analysis was not carried out 
for tunisia or Romania. 

3. Data were not available to compute the purchasing power parity agricul-
tural GDP growth rate for Zambia. But based on agricultural GDP at official 
exchange rates, Zambia clearly belongs in the africa group.

4. Besley, Burgess and esteve-Volart (2005) identify services and then second-
ary employment as the main contributors to poverty reduction across Indian 
states between 1958 and 1994.

5. employment data from the Fao indicates that 80 percent of the national 
workforce was employed in agriculture in 2001, down from 84 percent in 1990 
(statistical appendix).

6. a good investment climate is characterized by: a regulatory framework that 
balances the need to improve opportunities for workers, while also fostering 
incentives for firms to invest, create jobs and expand; well functioning finan-
cial markets; good access to reliable infrastructure (most notably roads and 
electricity); and transparent and accountable public institutions.

7. Informal employment refers to wage employees for whom the employer 
does not pay social security contributions (may be approximated by the lack 
of written agreement); self-employed (own-account workers and employers) in 
nonagricultural household enterprises; and unpaid family workers in nonag-
ricultural household enterprises. In the countries with data, the share of total 
nonagricultural employment located in the informal sector is around 60–70 
percent; the exception is tunisia, where it was 40 percent (Schneider 2000).

8. In India multivariate analysis shows a significantly positive relationship 
between enrollment rates and growth in per capita state income, particularly 
strong for female enrollments (trivedi 2002).

9. Manning (1998) notes that increased minimum wages may also exacerbate 
inequality in Indonesia. If gains in productivity and new job creation in ex-
port-oriented industries do not materialize, those displaced by the minimum 
will place pressure on wage rates in the informal sector and among small 
businesses. 
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the relationships between poverty, growth and inequality in the 14 
countries in the 1990s and early 2000s confirm the importance of 
growth for poverty reduction. they also indicate that the growth-pover-
ty relationship, while strong, is not invariant across countries. and they 
suggest that while economic growth led to significant poverty reduction 
in the 14 countries in the 1990s, some poor households were less able to 
take advantage of the opportunities generated by faster growth. 

the 14 country cases underscore the importance of having policies 
that promote strong and sustained growth at the core of a pro-poor 
growth strategy. But they also reveal the importance of putting into 
place policies to enhance the capacity of poor households to participate 
in growth. 

Policy lessons for pro-poor growth
the macro, structural and sectoral policies of the country cases in the 
1990s and how they affected the ability of poor households to increase 
their agricultural and nonagricultural earnings provide several impor-
tant policy lessons. Five policy messages emerge for agriculture:

• First, investments in infrastructure connect poor households with 
economic potential to higher growth markets in small towns and 
urban areas, particularly in the low income countries of Sub-Sa-
haran africa and remote areas of the asian and middle income 
countries in the sample.

• Second, strengthening property rights of poor households, and 
in particular women, and reinforcing market institutions that 
support fair and equitable land transactions strengthen the in-
vestment incentives for small farmers and facilitate out-migration 
from agriculture.

• third, creating an incentive framework that does not discriminate 
against those economic activities where poor households are engaged 
(as was the case prior to the reforms for export crops in many african 
countries) is essential for pro-poor growth. In addition, when carry-
ing out price and trade policy reforms, which will expand long-run 
growth opportunities, there may be some short-run transition costs 
that are particularly difficult for poorer farmers to incur.

• Fourth, improving the technology available to both men and 
women smallholders in arid climates, particularly foodcrop pro-
ducers, raises the incomes of poor rural households and helps meet 
rising urban demand for food products, particularly in Sub-Saha-
ran africa.

• Fifth, helping poorer households reduce and cope with risk helps 
avoid deprivation but also has important secondary effects through 
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encouraging poorer households to invest in higher yielding but 
higher risk activities.

Strong growth in services and industry increased earnings in non-
agricultural employment. But to help poor workers reap the benefits of 
nonagricultural growth, the study identified four policy lessons: 

• First, the quality of the investment climate, including the macro 
and trade framework, and the incentives for labor-intensive pro-
duction (labor market regulations, overall regulatory framework 
for formal enterprises, manufacturing export promotion policies) 
determine the quality and quantity of employment opportuni-
ties for poor workers, particularly in the more attractive formal 
sector. 

• Second, access to secondary and girls’ education is important for 
poor households, given the growing skill bias of nonagricultural 
employment. Increasing girls’ education, associated with falling 
fertility rates and rising female labor market participation, is es-
sential in a pro-poor growth strategy.

• third, designing labor market regulations that balance workers’ 
needs and employers’ needs, while reflecting the country’s capac-
ity to implement the regulations, can expand attractive employ-
ment opportunities for poor workers in the formal sector.

• Fourth, increasing infrastructure access stimulates growth of non-
agricultural earnings in poorer areas. Greater spending is required, 
but so is addressing the institutional quality of service delivery and 
ensuring that core infrastructure inputs are provided together (for 
example, roads and electricity).

Country conditions affect pro-poor growth priorities
the priorities, phasing and implementation of pro-poor growth strate-
gies will differ across countries. as with growth strategies, the binding 
constraints that need to be addressed to enhance the ability of poor 
people to participate in growth will depend on country conditions. Six 
country conditions that were particularly relevant for the case study 
countries are: 

• Population density and its degree of urbanization. a country’s popu-
lation density and degree of urbanization determine the extent 
to which transaction costs and remoteness preclude rural house-
holds from participating in growth and the relative importance 
of a targeted infrastructure strategy. For example, in Bangladesh 
transaction costs are less of a constraint than in Uganda, where 
the population density is much lower. Variations in population 
density within countries also influence regional priorities. In Viet-
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nam transaction costs may not be a major constraint for rural 
entrepreneurs in the Southwest, but they are for producers in the 
remote northern mountain region. 

• Asset and income inequality. the initial asset and income inequal-
ity influences the poverty-reducing impact of future growth. It 
may also reveal gender or ethnic discrimination or other inequal-
ity traps that keep certain groups from having an equal footing in 
factor or input markets. 

• Importance of agriculture. the relative importance of agriculture in 
the economy and the workforce determines the need to raise agri-
cultural earnings or encourage mobility. For example, in Uganda 
where 90 percent of poor households are in rural areas and 80 
percent of the workforce is engaged in agriculture, promoting sec-
toral growth for smallholders and sectoral mobility will be central 
to the country’s pro-poor growth strategy. 

• Importance of climatic variability. Climatic instability affects agri-
cultural earnings and the need for risk management initiatives to 
protect poor farmers and to encourage their investments in higher 
yielding but riskier activities. 

• Fertility. the fertility rate indicates how women, particularly 
poorer women (since they tend to have higher birth rates), can 
participate in the workforce. where the fertility rate remains high, 
as for most of Sub-Saharan africa, countries should accelerate 
girls’ education.

• Institutions. the quality and capacity of institutions (accountabil-
ity and transparency) for service delivery affect how much public 
investments can help link the poor to growth.

Country analysis of growth-poverty linkages
these country conditions are only some of the characteristics affecting 
the design and implementation of pro-poor growth policy packages. 
Strategies need to be built around a thorough analysis of what limits 
the participation of poor households in the growth process in specific 
countries. annex 1 outlines 10 lines of enquiry to consider in designing 
country-specific studies to understand growth-poverty linkages. the 
main elements of growth-poverty analysis are discussed here. 

the analysis needs to start with a good understanding of poverty trends, 
the distributional pattern of growth and the evolution of sources of income 
for poor households. Panel data on how income-generating strategies of 
poor men and women have evolved over time, if available, would help in 
understanding sectoral mobility, the variability in earnings and income 
and the extent to which households can shift to areas of faster growth.
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the analysis would then evaluate the patterns of economic growth, 
along with key macro and structural policies affecting growth trends 
(price, trade, labor market regulations, quality of investment climate in 
urban and rural areas). Because political economy considerations affect 
the design of structural policies, it would be important to understand 
the concerns of key proponents and key opponents for, say, labor and 
land market policies and agricultural pricing.

Understanding market participation rates and how they vary for dif-
ferent regions and groups (by gender, ethnicity, occupation, education) 
can help identify some of the key constraints that make it difficult for 
poor households to share in the benefits of growth. For example, identi-
fying households who are participating in land rental markets can pro-
vide insights on the evolution of land distribution and on the households 
that are intensifying or reducing their involvement in agriculture. 

Because public expenditures are one of the most important instru-
ments in a pro-poor growth strategy, determining the incidence of edu-
cation and infrastructure spending as well as the quality of service deliv-
ery (particularly if governance is an issue) is a core part of the analysis. 

Areas for further research
the experience of the 14 countries in the 1990s underscores three broad 
areas of future research to help policymakers understand how to in-
crease the participation of poor households in growth and accelerate 
poverty reduction.

• First, moving from agricultural to nonagricultural employment 
was important in raising the incomes of poor households in many 
countries. But there is also evidence that the more educated, better 
connected workers were more successful in this regard. Under-
standing how sectoral mobility might be enhanced is an impor-
tant area for further research.

• Second, the impact of growth was uneven across regions within 
countries. Understanding how to craft public investment strategies 
that can address subregional constraints is another important area 
for further analysis. the findings may differ for low and middle 
income countries and be particularly important for countries with 
decentralized governments.

• third, political economy considerations often affect the distri-
butional outcomes of structural and investment policies, often 
at the expense of poor households. Understanding how efforts to 
make governments more accountable can enhance the ability of 
the poor to participate in and influence government processes is 
also an area for further explanation. 
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the 1990s saw a substantial reduction in poverty (in its income di-
mension) across much of the developing world. But the decline was 
uneven across geographic areas, with east and South asia, especially 
China and India, accounting for large reduction, while Sub-Saharan 
africa made little progress. although the country studies do not provide 
all the answers for this differentiated performance, they do give useful 
insights on how to better integrate short-term and long-term policies to 
increase the impact of growth on poverty reduction. while policymak-
ers cannot systematically “trade less growth for more equity,” they can 
and should focus on country-specific interventions that make growth 
more poverty-reducing. ensuring that national planning and strategic 
processes, such as poverty reduction strategies, take more fully into 
account the factors discussed here, and how they apply to different 
countries, will be a key ingredient for reducing poverty more rapidly in 
the coming decade. 
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Annex 1: Ten lines of enquiry for country analysis
the report underscores that the priorities and phasing of policies to 
enhance pro-poor growth will differ across countries.1 as with growth 
strategies, the binding constraints that need to be addressed to enhance 
the ability of poor people to participate in growth will vary depending 
on country conditions. So, successful pro-poor growth strategies will 
need to be built around a thorough analysis of what limits the participa-
tion of poor households in the growth process in specific countries. In 
carrying out this analysis, it is desirable to use a 7-10 year time frame to 
get a sense of medium-term trends and the overall distributional pattern 
of growth during a business cycle. ten specific lines of enquiry for such 
an analysis are highlighted below, as well as some suggestions on the 
elements of such studies. 

1. there is a need for better analysis of the sources of growth, par-
ticularly in low income countries and remote regions in middle 
income countries. assessing the macroeconomic framework (infla-
tion, output variability, sectoral growth, investment, foreign direct 
investment, trade flows), the sources of past and future growth 
as well as binding constraints should be the main focus. as part 
of this analysis it is important to understand the constraints sur-
rounding agricultural development, particularly in low income 
countries, as well as the constraints for the development of non-
agricultural activities in rural areas and small towns. 

2. Country-focused growth and especially poverty analytical work 
should unpack the relationships among growth, income and non-
income poverty measures and distributional change by analyzing 
changes in welfare across the income distribution and how it var-
ies for households with different characteristics. 

3. how does the country score on the key initial conditions identi-
fied as affecting the participation of poor households in growth 
for other developing countries at similar income levels and 
other countries in the region (fertility, population density, level 
of inequality, frequency of climatic instability, role of agricul-
ture)? Use this information to start setting priority areas for the 
study. 

4. what are the sources of income for the poor and, if they are in-
volved in agriculture, what type of activities are they engaged 
in and how do they differ for nonpoor households? what share 
of income is from agriculture, informal employment and formal 
employment? If possible use income data for households for these 
estimates, because occupation is often misleading since poor 
households tend to have multiple sources of income.
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5. Country analytical work should understand the access of poor 
households to productive assets in different regions/sectors (land, 
roads, electricity, primary and secondary education)? Do they 
have access to infrastructure (roads, electricity, irrigation), and 
how does access vary across households in the income distribu-
tion and by region? this information will help in gaining a better 
understanding of the extent to which the poor households are 
equipped to take advantage of growth opportunities. 

6. to what extent do poor households participate in factor and prod-
uct markets, and how is their access affected by regulatory and 
institutional policies? what is the policy framework for product 
markets (input, agricultural, manufacturing), and how does it af-
fect the ability of poor households to increase their agricultural 
and nonagricultural earnings? how do market transactions costs 
vary across regions, particularly in rural areas? as for market par-
ticipation, this would require modifying many household survey 
questions, which do not always track participation in agricultural 
product markets? to what extent do poor households participate in 
different factor markets, if possible differentiated by region (land, 
formal and informal labor, financial), and how is this participa-
tion affected by the market’s institutional framework? again, this 
would require modifying many household survey questionnaires, 
which often do not track market participation. 

7. what is the quality of the investment climate, and does it vary 
across regions, for firms of different sizes, or depend on the capac-
ity of local governments? this would involve expanding many 
investment climate surveys to include small-scale entrepreneurs 
and informal firms in rural areas and secondary cities. 

8. what are the household characteristics associated with sectoral 
and geographic mobility, and who is engaging in upward mobil-
ity? answering these questions fully would require expanding 
the collection of panel data to follow specific households over 
time. 

9. what is the distribution of spending across sectors (education, 
health, infrastructure, agriculture, safety nets), what is the benefit 
incidence of these expenditures (do they benefit the top or bottom 
quintile) and where is the money spent (in urban or rural areas, in 
the wealthiest or poorest regions)? 

10. once the binding policy constraints for pro-poor growth are 
identified, an assessment of the political economy of the proposed 
policy actions and the extent to which there are important groups 
opposing or supporting these reforms should be carried out to 
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help build coalitions to implement the identified policies and 
institutions.

Note
1. two technical notes on tools for analyzing the distributional pattern of 
growth that may be of interest include Fiestas and Cord 2004 and Mckay 
2005.

Annex 2: Interpreting growth elasticities of poverty—a dif-
ficult task
the total growth elasticity of poverty is commonly used in the develop-
ment literature to capture variations in the sensitivity of poverty reduc-
tion to growth. It is generally interpreted as the percentage change in 
poverty for a 1 percent increase in the growth rate. In theory, higher 
growth elasticities suggest a pattern of growth that is more effective in 
reducing poverty due to falling inequality and low levels of initial in-
equality. Despite being a relatively straightforward concept to measure 
the sensitivity of poverty to growth, the usefulness of the growth elastic-
ity of poverty is limited by the fact that it is very difficult to interpret. 
why? Because in addition to reflecting changes in inequality and the 
initial level of inequality, it also reflects the initial level of GDP per 
capita, the growth rate and data issues: 

• First, the growth elasticity of poverty is a gross elasticity that com-
bines two partial elasticities: the partial growth elasticity (how 
poverty changes with growth keeping inequality constant), and 
the partial inequality elasticity of poverty (how poverty changes 
with inequality when one keeps growth constant). as a result, 
the growth elasticity of poverty reflects not only the sensitivity 
of poverty to growth but also the initial level of development and 
inequality. holding all else constant, countries with a higher level 
of development or with a lower level of inequality have higher 
elasticities (lopez 2004b and Bourguignon 2003).

• Second, the growth elasticity is also influenced by the rate of 
growth itself. In countries with the same level of development and 
income inequality, an equal rise in inequality in both countries 
will yield a higher growth elasticity in the country with a higher 
growth rate, and vice versa if inequality falls (lopez and Cord 
2005).

• third, the growth elasticity of poverty measures the change in 
headcount poverty with a 1 percent change in growth. If a high 
fraction of the population near the poverty line is pushed over 
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the line with a small amount of growth, the growth elasticity of 
poverty will be high.

• Fourth, the analysis of the relationship between growth and pov-
erty reduction is complicated by a variety of data issues, which 
more broadly affect the analysis of poverty trends over time. 
- In Romania GDP per capita growth stagnated, but mean con-

sumption levels revealed by the household survey data showed 
a sharp decline, which led to a dramatic increase in poverty 
levels and an unusual positive growth elasticity of poverty. 

- el Salvador and Burkina Faso highlight another common 
problem in comparing poverty levels across time and growth-
poverty relationships. Both countries had high levels of ini-
tial inequality (Gini scores of 0.51 and 0.47 respectively) and 
inequality remained more or less constant in both countries 
during their respective survey periods. But the GeP was 
the second highest in el Salvador and the lowest in Burkina 
Faso—because of differential price inflation, which affected 
the goods disproportionately consumed by the poor differently 
from the average consumption basket used to calculate infla-
tion. In Burkina Faso the 1997/98 drought increased cereal 
prices enormously, and because cereals are consumed by the 
poor disproportionately more than the average, poverty rose. 
In el Salvador the reverse occurred, as prices of goods con-
sumed by the poor increased proportionately more than aver-
age consumption. this caused a strong drop in poverty levels 
in el Salvador and more moderate reduction in Burkina Faso 
(Grimm and Gunther 2004 and Marques 2004).
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