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· Attached is a revised draft of the Annua 1 Speech. It 
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earlier draft. The main changes are in the diagnosis of the problem 
and in institutional arrangements proposed to help the small farmer. 
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complete by the end of today, before we proceed any further with our 
redraft. 
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1. 

POVERTY IN THE DEVELOPING WORLD 

I. Profile of Poverty 

REVISED .DRAFT 
PPKuczynski/MHaq/rso:pa 
May 18, 1973 

A year ago in Washington, I discussed with you some of the problems 

of the lowest income groups in the developing countries. This year, I would 

1 ike to advance this dialogue a little further and talk to you about some 

initiatives of the Bank Group which, I hope, will help to support new approaches 

in the attack on this enormous and complex problem. 

2. Let me first emphasize that no successful attack on the problem of 

poverty can effectively take place without an environment of economic growth. 

Growth will not only increase the total economic b~nefits to be shared but 

will also make it easier to ensure that these benefits are widely distributed. 

In the poorest countries in the developing world, rapid growth is obviously 

a pre~requisite for distribution. In developing countries which are relatively 

better off, policies for redistribution of exjsting income can accompany policies 

for continued growth. While it may be necessary to redistribute incomes, and . 

even assets, the concept of redistributing the benefits of growth is likely to 

be found in many cases to be a more acceptable and operationally meaningful 

target. 

3. The urgency of the problem is obvious: 

The gap between incomes in the industrialized countries and in 

the developing world is enormous; allowing for purchasing power 

differences, the average income per person in the former is about 

ten times larger than in the latter. However, in the last few 

years, compared to ~he increasing disparity in rates of growth 

in most of the sixties between the rich and the poor countries, 
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the economies of the developing world have been expanding at a 

faster pace, so that average per capita incomes have been 

increasing at percent compared to percent in the industrial 

countries. 

However, within the developing world itself, a small group of 

semi-industrial countries accounts for much of the dynamism as 

it embarks upon rapid economic growth, drawing away from the 

poorer countries. These industrializing economies - including 

Brazil 1 Korea, Mexico, Singapore, Taiwan, Turkey and Yugoslavia, 

with less than 10 percent of the population of the developing 

world - have expanded at an annual average rate of percent 

in the last five years compared to percent for the remainder 

of the developing countries. An important sign of modernization 

in these countries has been the increasing importance of manufacturing 

as_ a source of employment and of export expansion. 

Finally, and most important, within developing countries themselves, 

economic expansion has been accompanied by increasing income­

disparities in the majority of cases. National economic growth 

has done little for the lowest income groups. Although the avail­

able evidence demonstrates that the process of development can 

eventually lead to a more even distribution of the benefits of 

growth, the _time required is too long and the likelihood of the 

trend too uncertain in relation to the aspirations created by 

development itself. 
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The Lowest Forty Percent 

4. Let us focus our attention on the lowest income group. Of the 

2 billion people who live in the developing world outside China, at least 

Boo million, or 40 percent, live .on less than $75 annually. Translated into 

effective purchasing power terms, this means that 800 million ~eople subsist 

on less than 30 U.S. cents a day. The bulk of this low-end poverty is concentrated 

in South Asia and parts of Africa, with important groups elsewhere, such as Haiti 

and Northeast Brazil. The lowest income groups have a number of common features: 

They have shared little in the benefits of growth. Estimates 

for five major developing countries in the 1960's show that 

less than 10 percent _of income growth went to the poorest 40 

percent of the population. For example, consumption surveys 

taken in India in 1961 and 1968 showed that the per capita 

income of this income group in rural areas stayed at about 

$30 - for the period. In Brazil, between 1960 and 1970, the 

lowest 40 percent received 2 percent of the increase in income. 

In general, the income of the lowest 40 percent grew at less than 

half the rate of GNP . in many of the developing countries. 

They are largely in rural areas. Since over 60 percent of the 

population of the developing world is in the countryside, poverty 

tends to be concentrated there. Invariably, urban incomes are 

higher, although the difference is generally less in the poorest 

countries. Recent research in the Bank indicates that in the last 

decade the average per capita urban income compared to that in 

rural areas was four times larger in Brazil, five times in Honduras, 

double in Tunisia and fifty percent higher in Pakistan. A large 

proportion of the lower income groups in rural areas are landless. 
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They receive a very small proportion of public services. Public 

services are concentrated in the larger metropolitan areas. This 

applies not only in essential services such as health and educa­

tion, but also in the provision of credit and extension for small 

farmers. In the Philippines, where the relative amount of 

institutional credit is among the highest in Asia, small farmers 

in 1970/71 received only 2 percent of total institutional credit 

for agriculture. In Zaire, the Kinshasa metropolitan area, with 

7 percent of the total population, has over half the primary 

school teachers in the country. 

The Setting for Change 

s. While there is thus evidence that growth of output has in many, if 

not most, -developing countries been accompanied by a worsening in the relative 

distribution of income, it is equally clear that little can be accomplished 

in redistributing income unless there is growth. The question is not whether 

growth is desirable, but how it can best be distributed so that lower income 

groups will receive a fair share. There is nothing inevitable about the patterns 

of development which have been followed by many developing countries; however, 

if a different pattern of development is to emerge, a basic change in attitudes 

is necessary: 

We need to measure not only the increase in output, but who is 

obtaining the benefit of that output. Recent studies carried 

out by our Development Research Center on income distribution 

estimates for 44 developing countries show that, on average, 

the top quintil e of t he popu lat ion receive 55 pe rcent of 

disposable income; with the income of the next quintile-
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another 20 percent of total income - the top 40 percent of the 

population account for three-quarters of na~ional income. The 

GNP index thus measures essentially what is happening to only a 

part of the population. It follows that we shoL,ld evaluate the 

performance of countries differently than we do now. The GNP 

index must be modified to reflect what has been happening to 

income distribution. One way to do this would be to weight the 

percentage income growth of each group by its percentage in the 

total population. There are of course other possible types of 

weights, but a proportionate percentage weight is sufficient to 

illustrate the main point. For 13 developing countries for which 

comparable e5timates on income distribution exist at two points 

of time in the last twenty y£ars, the comparison shows that the 

modified growth index was substantially below actual GNP growth in 

five cases, indicating that the growth of output had been accom-

panied by a declining share of lower income groups in the benefits 

of growth. On the other hand, some countries managed to achieve 

high growth rates without a deteriorating pattern of income 

distribution. In these countries, the income of the lowest 

40 pe~cent increased at the same pace as the national average, 

compared to annual increases of only 1-2 percent in some of the 

other major countries studied. 

We need to look at investment possibilities in the light of 

their broad impact on major income groups. The income stream 

from a project should be given different weights depending on 

who the real beneficiaries are. This does not mean that we can 
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afford to disregard the output benefits of ~articular Investment 

decisions - to do so would run the risk of promoting inefficiency -
I 

but that we must temper this requirement with other considerations. 

To do this by redistributing consumption in the form of 11welfare11 

payments is not only costly and inefficient - as the experience of 

industrialized countries has demonstrated- but also does not attack 

the basic problem of the poor, namely their lack of capital to 

increase their earning ability. Both skills and assets are 

essential · in order to make a dent in the problem. A significant 

redistribution of the increase in the stock of capital in favor 

of the poor is not only feasible, but could be achieved within a 

generation in a rapidly developing economy. Typically, the lowest 

40 percent of the population of many developing countries rP.ceive 

in the neighborhood of 10 percent of income and possesses probably 

5 percent or less of the total capital stock. Since the largest 

part of this population is in rural areas, the major part of the 

effort has to be to raise productivity on the land. If 2 percent 

of GNP annually were devoted to increasing the capital stock of 
1/ 

the lowest 40 percent, their income would double in 25 years. 

The target is feasible, but its achievement requires a fundamental 

change in attitudes, and in the direction of public investment. 

1/ If investment and GNP are growing at 5 percent annually, the assumption here, 
this means that the lowest 40 percent would be · getting ~0 percent of total 
investment. In order to achieve this, of course, a larger proportion of 
public investment will have to be devoted to the lowest 40 percent. 
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Even before whatever resources are available can be put to use, far­

reaching decisions are needed on the priority of the effort. Today, 

the bulk of professional and managerial talent in the developing 

world, and indeed in most countries, is directed to the areas of 

government and business in the modern industrial sector. The 

contact with the poor is left to the lower echelons or to charitable 

organizations with minimal funds. If the efforts in the industrial 

countries have something to teach us on the merits of a war on 

poverty, it is that such efforts will fail unless the best avail­

able talent is involved in these programs, the active participation 

of the poor is sought, and unless appropriate incentives are 

established so that careers in rural areas can begin to compete 

with those in the cities. No rural development effort, no low-

cost housing program, no literacy campaign can succeed if it is 

controlled from afar by functionaries who feel, or for whom the 

incentive structure makes them feel, that such activities are of 

secondary importance in the structure of power. No program can 

be viable if the most talented are drawn to the urban areas and 

to schools which prepare them in very large numbers, to join the 

ranks of the 11 educated unemployed", while the poor lack the 

technological and administrative skills to increase their 

productivity. A drastic shift in attitudes and incentives is 

thus essential for the success of any significant action program. 
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I I. A Program of Action 

6. Although we do not have very precise data, it is rather easy to 

define the broad dimensions of poverty. The data that do exist bear out the 

frequent visual impressions and fragmentary analysis which sh~w all too 

clearly the very large numbers of the unemployed, the undernourished, the 

ill-housed and the illiterates in every country. We can, and we must, improve 

our data and analytical understandi ng of the problem, we must learn more about 

the effects of various policies on the principal elements of poverty, and we 

must learn what the relationships are between accelerated growth and more equal 

distribution of benefits. But our ignorance should not stand in the way of 

action. While we do not know its exact dimensions, we do know the problem 

is large- involving more than a billion people; while we do not know the 

precise remedies, we do have some inklings about what appropriate policies 

might be. 

]. Because poverty is so closely interwoven with the social and 

political structure of each country, the responsibility for the alleviation 

of mass poverty is an indigenous responsibility. Indeed, it will be a great 

disservice on the part of the industrialized countries if they were to convince 

the developing world, or themselves, that policies for employment and distribution 

can be fashioned and delivered from abroad. The problem must be perceived and 

dealt with in the developing countries. And it will require nothing less than 

a major intellectual revolution. It is not enough to collect some data and 

indices on the profiles of poverty. It is necessary to go beyond these 

statistics to see who the really poor are, what the causes of their relative 

poverty are , what thei r bargaining position in t he pol i t ical an d soc ia l life 

is, and whether powerful forces within the system can be persuaded and motivated 
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to change their condition of miserable existence. Unlesl the best intellectual 

and managerial resources of the system are devoted to th ~ s task, the task will 

never get done - bes t-1 aid p 1 ans wi 11 not get imp 1 emented, we lJ .oeconce i ved 

legislations will become largely ineffective, new institutions will be created 

only to be discarded again. Let us be clear that what we are talking about is 

a fundamenta 1 change in ' these societies. The so·l ut ions are po 1 it i ca 1, not 

technocratic. 

8. I have, therefore, no set solutions to offer. But let me explore 

with you, in a spirit of enquiry, some of the elements we may all have to 

consider in formulating an actionable program for mass poverty. 

Rural Poverty 

9. The bulk of the poor live in rural areas- 1.6 billion out of a 

totar population of 2.5 bi 11 ion in the developing world. They all suffer 

certain common characteristics: 

The income of the rural inhabitants is significantly lower 

than in the urban areas. For instance, the difference between 

urban and rural incomes is 2:1 in Malaysia. In Guatemala, where 

the average per capita income is $400, about half of the popula-

tion has an average income of only $75 and it is all living in 

the ru ra 1 areas. 

The income in the rural areas has generally been growing at a 

much slower pace than the rest of the economy because of the 

low rates of agricultural growth. Per capita agricultural 

production in the developing world rose by only one percent 

during 1960-70 compared to a 26 percent rise in the average 
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per capita income • . Even in South Asia, with the dramatic 

increases in yields due to the Green Revolution, per capita 

agricultural incomes have barely risen since the mid-sixties. 

Agricultural holdings are generally small. At present, 700 

million workers in the developing world- including Mainland 

China- farm about 600 million hectares of cropland, with each 

agricultural worker having an average slightly less than one 

hectare. 

The rural poor who have land are mong the fortunate since many 

have no land at all. In Latin America, less than 5 percent of 

the farms occupy more than 75 percent ·of the farmland. In Asia, 

where land-man ratios are extremely low, the distribution of owner­

ship leaves ·the vast majority of the rural population either land­

less or with uneconomic size fars. In India, the ownership of 

40 percent of the total cropland is held by only 8 percent of the 

land-owning farmers. About 46 million rural households (or over 

200 million people) in India are landless today. 

The rural poor are generally an exploited class, both economically 

and socially. In many countries, the tenants pay 50 to 60 percent 

of their gross product as rent, do not enjoy any security of 

tenure and constantly face eviction at the will of their landlords. 

The rural poor are generally underemployed or unemployed and receive 

a very inadequate share in the distribution of public services. 
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10. To reach the bulk of the rural poor, we must. find some means · of 

transforming subsistence agriculture, some way of reaching and motivating 

the small farmer. This is not only a social imperative but is fast becoming 

an economic imperative as well because of the widening food gap in most part~ ~ 

of the developing world. 

The Growing Food Gap 

11. If past trends in agricultural production continue, the gap between 

demand and supply of food and livestock products will widen, and, according to 

an earlier FAO estimate, this will oblige the developing countries to spend 

$43 billion on imports by 1985 compared to $6 billion today. Obviously, food 

imports at this level will squeeze out development imports and greatly .restrict 

the choices of the developing world. 

12. Vastly increased production of foodgrains and livestock products 

is, therefore, a must. And much of this has to come from the present 

subsistence sectors and the existing small farms as the possibilities for 

any large scale colonization of additional arable land are both limited and 

costly. 

13. It is estimated that the developing world as a whole could bring a 

total of 1.15 billion hectares of cropland under cultivation; of the increase 

of 550 million hectares, 400 million would be in Latin America (largely in 

South America, particularly in the Amazon basin), slightly over 100 million 

in Africa, and only 30 mill ion in Asia. The average minimum capital cost to 

bring one additional hectare under controlled cultivation is estimated at 

$1,000 so that the total cost of cultivating all potential arable land would 

be near ly $600 bi l 1 ion. And it would stili add only 0.7 hec t ares to the present 

availability of a little less than one hectare per agricultural worker. 
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Small Farmer 

14. We must, therefore, accept the fact that the real challenge in 

the developing world is to increase agricultural p\ oductivity on the small 

farms which are their dominant production unit. tn Asia (excluding mainland 

China and Japan), the average size of holding of crop l~nd is 2.3 hectares 
I 

and 78% of all farms have less than 5 hectares; in Africa the average size 

is 5.3 hectares and 72% of all farms have less than 5 hectares, while in 

South America the average size is 7.9 hectares and 36% of all farms have 

less than 5 hectares. If small holdings are considered to be less than 

5 hectares in size, there are probably more than 175 mill ion such holdings 

in the three major regions that form most of the developing countries, 

with more than 60% in Asia and between 15% and 20% in Latin America and 

Africa respectively. There are probably close to 70 million holdings 

that are between one and two hectares in size. The incomes of between 

· 850 million and 1 billion or so persons are directly 1 inked to the output 

of holdings-of less than 5 hectares in size; and in much of the world, 

these incomes are less than US$100 per capita, because of the low output 

per acre. Making these relatively small farms more productive will raise 

rural incomes -so alleviating rural poverty- as wel·1 as bringing the 

benefits of increasing national agricultural production to the bulk of 

population. 

15. It is sometimes argued that small farmers cannot become very 

productive because of their small holdings, limited savings, poor 

education and resistance to modern technology. This is simply not 

true. A recent study shows that output per hectare on the smallest 

farm size groups was 37 percent higher than that on the largest farm 

size groups in t he ca se of India , 33 pe rcent hig he r in Brazil, 

67 percent in Taiwan and 92 percent in Guatemala. And it is output 
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per hectare which is the relevant measure in land-scarce, labor-surplus 

economies, not output per worker. 

16. There is ample evidence that small scale farmers can exploit 

the natural potential for abundance. ·scale of operation need be no 

technological barrier to raising yields. On a national basis, farmers 

in Japan and Taiwan, where average size of holding is less than 2 hectares, 

have increased output between 3% and .5% a year over recent years; 

similarly in those areas of Asia where the green revolution has occurred, 

small scale farmers, often with holdings of less than two hectares, have 

raised output of rice and wheat by anything from 30 to 100% in less than 

five years. In other regions, such as Mexico, and more recently Malawi, 

small scale farmers growing corn have increas~d output by more than 5% 

a year in recent years. Elsewhere, in dryland areas such as in Mali, 

small scale producers have rai -sed cotton y~elds substanti,ally with yields 

rising fourfold in six year. 

17. The dominant factor behind low productivity is not the size of 

farms but the tenancy system and the absence of institutional support, 

particularly credit, for the small farmers. On average, an Indian 

farmer obtains $4 in the form of institutional credit for every ton 

of wheat he produces compared to $42 in Japan. Only a small fraction 

of the institutional credit is geherally available to rural areas-

less than 10% in Iran, Nigeria and Tunisia, 15% in Bangladesh, Sri Lanka 

and Thailand, 20% in Mexico and El Salvador, 28% in India. Of this 

small amount, generally less than one-tenth is available to the small 

farmers. 

18. Perhaps the grea t es t ins titutional obstacle hindering successful 

agricultural development is the prevailing agrarian structure in many 

countries. As pointed out earlier, the ownership of land is often 

concentrated in the hands of a small minority. Furthermore, these 
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agrarian structures are frequently characterized by tenancy arrangements 

based on the worst forms of crop-sharing and insecurity of tenure. Without 

security in a minimum-size farm, there are no incentives for increased 

production and the .way is blocked to improving standards of living of 

millions of agricultural workers. This does not always mean land 

redistribution, though this may often be necessary; it may require land 

.consolidation,, new tenancy legislation and organized services for the 

small farmer. 

19. Another essential step is to increase the resources which 

are saved in the rural areas and to channel them to investments which benefit 

the rural poor. Even if aggregate savings are high as a percent of GNP 

and often they are not in the low income countries - the distribution of 

investible funds favors the modern industrial and agriculture sectors. 

Efforts to help the ·poor take the perverse form of low interest rates for 

agricultural credit which means low rates on deposits and little rural 

savings. The inadequate supply of credit then becomes available to 

the rural rich and powerful while the rural poor have to rely heavily on 

the money lenders. There is no reason to suppose that the small farmers 

will not react rationally to adequate incentives by increasing their 

savings which will increase investible funds in rural areas. 

Measures to Increase Productivity 

20. Increased productivity and better distribution have to be 

planned together. Particularly in those countries where the problem 

is that of absolute poverty, the income of the small farmer cannot be 

increased significantly without a major improvement in the productivity 

of the subsistence sector. In the last analysis, more production has 

to be obtained out of every hectare of land that an agricultural worker 

cultivates. 
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21. The problem is that a hectare is, economically, not a 

homogeneous unit. With very few exceptions, one hectare in developing 

countries produces an agricultural output estimated in 1960 to range 

from $50 to $150. In India, one hectare produces $91 while in Japan 

it produces close to $1,000. In a sample study of the agricultural 

output of 19 countries in 1960, the average output per hectare for the 

top four countries was estimated at $660, compared with $83 for the 

lowest four where the majority of the developing world population lives 

and $160 for the other countries. 

22. The global survey of agricultural yields published by the FAO, 

shows that for cereal production which occupies more than half of the total 

arable lands of Africa, Asia and South America, the variations are equally 

striking. In 1970, the cereal yields per hectare amounted to 6,720 kgm 

in Japan. But on average it amounted to only 1,270 kgm in Africa, 

1,750 kgm in Asia and 2,060 kgm in South America. 

23. Taking these magnitudes as indicators of the potential which 

can be tapped from existing ~ands, it will not be unrealistic to think 

in terms of a target of doubling agricultural yields in developing countries 

by 1985, that is to reach an overall level of productivity per hectare equal, 

on average, to one-fifth of that achieved by Japan. Such a target would 

certainly require a tremendous effort. But in terms of economic growth, 

fulfilling such a target would amount to as much as a 50 percent increase 

in the combined national incomes of the developing countries. To achieve 

equivalent growth through industrialization, industrial output, which at 

present contributes some 15 percent of GOP on average, would have to 

inc r ease by over 350 percent. Neither the a bsorp t ive capaci t y nor re source 
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availability would make such an industrial target worth discussing. 

This does not mean that industrial development is not necessary. 

It is, in fact, a must but industrial development alone will not allevia~e 

mass poverty. The major attack on poverty must be through rural development. 

24. To double agricultural yields by 1985 will require a massive and 

multifaceted effort which must include: 

A. Credit 

25. New varieties of wheat and rice recently introduced in Asian 

countries have .greatly increased crop yields on irrigated lands provided 

that a combination of inputs (fertilizers and insecticides) are applied. 

The cost of these purchased inputs is around $22 per hectare. It would 

be naive to advise developing countries to achieve a more wide-spread 

application of the Green Revolution formula unless funds are available 

to provide credit at reasonable terms for farmers to finance the purchase 

of these inputs. Today, the .average farmer purchases less than $6 worth 

of inputs per hectare. Of this insufficient amount, a very minor portion 

is provided for through institutional credit. At least a four-fold - increase 

in the present volume of agricultural credit will be required by 1985. 

The global bill for that purpose would have to rise from about $3 billion 

at present to $12 billion by 1985. Not all of this needs to be additional. 

A reorientation of investment priorities is both feasible and necessary. 

B. Fertilizer 

26. Agricultural output per hectare is closely related to fertilizer 

application. Today, the developing countries of Asia, Africa and Latin 

America, with 46 percent of the world total land under cultivation, use 

only 15 percent of the world total consumption of commercial fertilizer. 
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In 1970, the developing regions applied 8.7 million tons of fertilizers 
\ 

on a cropped area of 600 mill ion hectares, an aver~ge of 14 kgm per 

hectare, compared with an average of over 70 kgm per hectare in the 

developed regions. It would require an annual rate of increase to 

about 12 percent in fertilizer application if the developing countries 

are to reach by 1985 the leve~ of use in the developed countries today~ 

In terms of quantity, this would mean that the global supply of fertilizers 

would have to increase by 35 million tons, a 60 percent expansion over 

present levels of fertilizer production. Efforts of similar magnitudes 

are required to expand the availability and use of other inputs and farm 

equipments. 

c. Extension 

27. Because of the low literacy rates in rural areas, a sizable 

extension corps is needed to help the small farmer reap the benefits of 

the Green Revolution. In the developed countries today, the number 

of professional and technical workers in agriculture is around 5 percent 

of the agricultural labor force. In developing countries, the comparable 

percentage is an insignificant decimal. Realistically, the FAO World 

Indicative Plan aims for developing countries to achieve a ratio of 

0.4 percent of the agricultural labor force by 1985 - less than one-tenth 

of that already achieved in developed countries. Even then, a major 

expansion of agricultural education programs would be necessary to provide 

additional trained agricultural personnel - some 100,000 senior workers and 

500,000 field workers. The global bill for that purpose would be around 

$ ________ billion annually, but much can be accomplished by reorienti~g the 

present output of t he educationa l system . Simultaneously, basic education 

will need to be improved in rural areas to spread the adoption of better 

farming practices. 
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D. Infrastructure 

28. Rural areas are not adequately served wi~ h feeder roads and 
I 

other transport infrastructure and equipment. Rural electrification 

does not cover but a handful of villages in most develo? ing countries; 

the standard of medical services is abominably low; piped water · 

supply flows only to a few; education facilities do not exist in 

most villages, and where they do, the educational content is in most 

cases irrelevant to the needs of modern agriculture and a catalyst 

for urban migration. 

29. No exact figure of the cost of providing or improving 

all the necessary ingredients for a fuller human life and endeavour 

in the rural sectors of the developing regions of the world is 

possible but approximate orders of magnitude can be estimated. 

· rhe FAO estimated the global capital costs needed for land improvement, 

farm equipments and machinery, livestock and building in the region of 

$10 billion annually. For the expansion of land and water resources 

development, some $8 billion are required per annum. A $5 billion 

annual program for the establishment of social and economic infrastructures 

could have a visible impact. For improved seeds, fertilizers and crop 

protection, the annual working capital requirements would be around $10 

b i 11 ion. 

30. $33 billion, wnile a large sum, is 1/3 less than the total cost 

of importing food by the developing regions in 1985, if performance of their 

agricultural sectors does not improve dramatically. Investment allocations 

for agricultural and rural development in national plans will have to 
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increase substantially, from an average of some 10 percent of total 

resources to some 20 percent. Needless to say, t ~ese percentages 

vary widely for individual countries. But, for a global point of reference, 

overall annual investment in agriculture in developing ~ountries, which 

was in the range of $10-12 billion in the early 1970's, will have to 

increase substantially before the end of the decade. But not only must 

investments increase, they must be directed specifically to the smallholder 

and to the poor. The aim is not only increased output, but increased 

~utput equitably distributed. 

Urban Migration 

31. If such an increase in agricultural yields is not achieved 

there is likely to be a growing food deficit and, what is even more 

important, there may be a greater drift of population from rural 

areas to urban cities, creating major problems for urban infrastructure 

and leading to political and social unrest. It is presently estimated 

that of the 800 million increase in population during 1970-85, about 

500 _million will either be in, or migrate to, urban areas. But the 

estimate of urbanization could well be larger depending on what is 

happening in the countryside. Unless rural areas can provide an 

environment which is economically viable, an explosive problem may be 

created for many cities in the developing world. 

32. The problem is aggravated by the tendency of the urban 

drift to be attracted to one major city. Of the total urban 

population of Argentina, 56 percent live in Buenos Aires; in 

Egypt 38 percent 1 ive i n Cairo; in Sri Lanka 60 percent li ve in Colombo ; 

in the Philippines and Thailand 45 percent live in Manila and Bangkok 

respectively; in the Sudan 34 percent live in Khartoum and 50 percent 
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of the urban population of Kenya live in Nairobi. On the basis of a 

\ 
UN sample survey, already over 30 percent of the u1ban population of Africa 

and Asia live in slums and uncontrolled settlements; the ratio is even 

higher in most of Latin American countries. 
) 

33. The economic cost of improving the present situtation, of 

accommodating natural growth and of receiving the additional urban 

immigrants is almost prohibitive. Comparative information on costs 

of urban infrastructure is scarce. Available data indicate that 

the incremental capital cost per urban family is $1,000 for water 

supply and sewage, $500 for electricity, a minimum of $1,000 for 

housing and $450 per student place for primary schooling. Further 

investments would be required in transport infrastructure and equipment, 

health and other urban facilities. For the additional 500 mill ion 

urban population expected between 1975 and 1985, the total bill is 

colossal. 

The Bank Program 

34. Although Bank Group lending for agriculture has tripled 

since 1968, this is not enough. ~t is our intention to earmark 

about $5 billion in the next five years to support the agricultural 

and rural development programs of our member countries. Such an 

allocation would imply a 250 percent increase over our 1971 

commitments for agriculture and would far exceed the current external 

assistance to agriculture from all sources which averaged $630 mill ion 

a year for the period 1966 through 1970. Moreover, we propose that a 

large portion of these funds should be directed to programs of integrated 

r ura l development which benefit the smal l farmer, both directly and 

indirectly. To help develop new approaches and to accelerate the 

preparation of these programs, we have established a unit in the 
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Bank to provide expert assistance to member countries upon request. 

Institutional Arrangements 

35. The developing countries face the formidable task of 

devising new institutions which will work for the small farmer: 

which will provide him credit at reasonable terms for more fertilizer, 

new seeds and additional irrigation; which will offer him adequate 

incentives to produce and facilities for his marketing; which will 

give him a reasonable return on his saving and his investment; 

which will protect him against exploitation; which will extend 

to him an equitable share of public services- including education, 

health, water supply and roads -which are so far the privilege 

of only a few urban areas; which will overcome. the handicap of his 

smallness by bringing him together in cooperative arrangements to pool 

-his political and economic power; and, above all, which will motivate 

him to increase his productivity and to give back to him the rewards of his 

effort. 

36. It is not possible to involve the small farmer in meaningful 

economic activity unless an appropriate institutional framework is 

created first. Let us candidly recognize that it is not easy to 

help the small farmer under prevailing institutional constraints in 

many developing countries. 

37. Firstly, most developing countries do not have sufficient 

funds available to extend adequate credit to the small farmer. Even 

when these funds are augmented, they must be supplemented by the 

savings of the farmers themselves . 
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38. Secondly, past experience shows that the cost of making 

credit available to the small farmer is likely to ~e fairly high, 

probably in the region of 20-30% of the value of t~e loans, in view 

of the small size of the loans and the high risk of default. 

39. Thirdly, even if sufficient credit can be extdnded to the 

small farmer, there is no assurance that it would be used productively 

and not wasted on inessentials. With only one trained extension worker 

available to service 30,000 farmers, it is difficult to assure the best 

utilization of credit. 

40. Finally, the small farmer faces all the difficulties, mentioned 

previously, regarding his uncertain marketing outlets, his uneasy control 

over hts supplies and his inadequate access to essential inputs. 

41. Many of the inputs used in agriculture are divisible so that 

most new technologi-es ·are neut·ral wi·th regard to the scale of operations. 

It is clear .though, that, institutions responsible for developing 

agriculture are not neutral to size but are biased toward assisting 

larger producers. If governments wish to alleviate rural poverty and 

increase output, then special efforts have to be undertaken to create conditions 

which give small farmers the opportunity to be more productive. 

42. Small scale farmers should be given the opportunity to replicate 

the advances that have been made in agriculture in various parts of the 

world. This will necessitate millions of farmers having access to modern 

technology and this will have to be accomplished at low cost and with a 

minimum of skilled persons. The achievement of these ends may well require 

a departure from some of the more traditional approaches. 
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43. In the first instance, it will become increasingly important 

that in some countries there be greater emphasis on group activity and 

group responsibility at the farm level. The numbers of farmers involved are 

too great for all small scale producers to be handled on an individual basis. 

For example, it is inconceivable that lending institutions can provide 

millions of individual loans at low cost- these may well be handled 

at a low cost by dealing with groups. 

44. There will have to be other departures from traditional approaches 

that may have succeeded in various parts of the world in the past. Clearly 

the prospects are remote for expanding extension services to reach more 

than 100 million small farmers on an individual basis. There will have 

to be increasing resort to relying on farm leaders -who have been trained 

for the tasks - being the purveyors of changes in their own communities. This 

in turn will call for much greater reliance in developing low cost methods 

of mass training of these leaders. There will have to be systems whereby 

supporting technical skills can be made available to these leaders through 

mobile teams -a practice which is not commonly followed but which is 

essential to bring a wide spread of change at low cost. In general, there 

will have to be greater reliance on creating institutions that will operate 

on a decentral ised basis, that will be controlled by farm groups to 

provide inputs and services to their members. 

45. We also need intermediary institutions through which national 

governments and donors abroad, including the World Bank Group, can 

channel much-needed resources for the small farmers, without substituting 

their local decisions and indigenous va lues. We have already seen over 

the course of the last two decades a remarkable growth in the development 

finance companies (DFCs) through which resources are being channelled to 
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the organized, commercial sector in indu.stry and, to a lesser extent, 

in agriculture. What we need to develop now are development finance 

companies for the poor, to extend ·credit and services to the unorganized 

sectors, particularly to the small farmer. These DFCs for the poor 

will naturally have a different character altogether, with much greater 

participation of the local leadership from all walks of life. They 

will have . to be fashioned in the context of the needs of each country 

and must be socially responsive. But it is time that some thought be 

given to the setting up of intermediary institutions along these lines. 

46. What is important, of course, is not so much the setting 

up of any formal institutions but the commitment of the scarce managerial 

and intellectual resources of society to the task of mass poverty. 

Today, these resources are often pre-empted by urban bureaucracies and 

glamorous projects in industry and public utilities. If adequate 

institutional responses are to be fashioned for the urgent and complex 

task of alleviating mass poverty, then the developing countries will have 

to begin by a major redirection of their national effort. 



TROD UC TION 

1 • A year ago in Washington, I discussed with you some of the problems 

of the lowest income groups in the developing countries. This year, I would 

like to advance this dialogue further and talk to you about some initiatives 

of the Bank Group which, I hope, wii 1 help to support new approaches in the 

attack on this enormous and complex problem. 

2. Let me first emphasize that no successful attack on the problem of 

poverty can effectively take place without an environment of economic growth. 

Growth will not only increase the total economic benefits to be shared but 

will also make it easier to ensure that these benefits are widely distributed. 

The urgency of the problem is obvious: 

The gap between incomes in the industrialized countries and in 

the developing world is enormous; allowing for purchasing power 

differences, the average income per person in the former is ?bout 

ten ~imes larger than in the latter. However, in the last fe 

years, compared to the increasing disparity in rates of growth 

in most of the sixties between the rich and the poor countries, 

the economies of the developing world have been expanding at a 

faster pace, so that average per capita incomes have been 

increasing at_,_ percent compared to __ percent in the industrial 

countries. 

However, within the developing world itself, a small group of 

semi-industrial countries accounts for much of the dynamism as 

it embarks upon rapid economic growth, drawing away from the 

poorer countries. These industrializing economies - including 

Brazil, Korea 1 Mexico, Singapore, Tah•tan , Turkey and Yugoslavia, 

with less than 10 percent of the population of the developing 



4 '4-



- 2 -

world - have expanded at an annual average rate of 
~ 

percent 

in the last five years compared to ~ percent for the remainder 

of developing countries. An important sign of modernization in 

these countries has been the increasing importance of manufacturing 

as a source of employment and of export expansion. 

Finally, and most important, within developing countries themselves 

· economic expansion has in the majority of cases been accompanied 

by increasing income disparities. National economic growth has 

done little for the lowest income groups. Although the available 

evidence demonstrates that the process of development can 

eventually lead to a more even distribution of the benefits 

of growth, the time required is too long and the likelihood of 

the trend ·too uncertain in relation to the aspirations created 

by d~velopment itself. 

The Lowest Forty Percent 

3. . Let me focus our attention on the lowest income group. Of the 

2 billion people who live in the developing world outside China, at least 

$800 mill ion, or 40 percent, live on less than $75 annually. Translated 

into effective purchasing power terms, this means that 800 million people 

subsist on less than 30 U.S. cents a day. The bulk of this low-end poverty 

is concentrated in South Asia and parts of Africa, with important groups else­

where, such as Haiti and Northeast Brazil. The lowest income groups have a 

number of common features: 

They have shared 1 ittle in the benefits of growth. Estimates 

for five ma jor develop i ng coun tries in the 1960's show that 

less than 10 percen t of income growth went to the poorest 40 

J 
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percent of the pop·u 1 at ion. Fo·r e·xamp 1 e·, consumption surveys 

taken in India in 1961 and 1968. showed that the per capita 

income of this income group in rural areas stayed at about 

$30 for the period. In Brazil between 1960 and 1970 the lowest 

~0 percent received 2 percent of the increase in income. 

They are largely in rural areas. Since over 60 percent of the 

population of the developing world is in the countryside, poverty 

tends to be concentrated there. I nva ria b 1 y, urban incomes are 

higher, although the difference is generally less in the poorest 

countries. Recent research in the Bank indicates that in the last 

decade the average per capita urban income compared to that in 

rural areas was four times larger in Brazil, five times in Honduras, 

double in ~unisia and fifty percent higher in Pakistan. A large 

proportion of the lower income groups in rural areas are landless. 

They receive a very small proportion of public services. Public 

services are concentrated in the larger metropolitan areas. This 

applies not only in essential services such as health and educa-

tion, but also in the provision of credit and extension for small 

farmers. In the Philippines, where the relative amount of 

institutional credit is among the highest in Asia, small farmers 

in 1970/71 received only 2 percent of total institutional credit 

for agriculture. In Zaire, the Kinshasa metropolitan area, with 

7 percent -of the total population, has over half the primary 

school teachers in the country. 
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The Setting for Change 

1 • While there is thus evidence ·that growth of output has in many if not 

most developing countries been accompanied by a worsening in the relative 

distribution of income, it is equally clear that little can be accomplished 

in redistributing income unless there is growth. The question is not whether 

growth is desirable, but how it can best be distributed so that lower income 

groups will receive a fair share. There is nothing inevitable about the patterns 

of development which have been followed by many developing countries; however, 

if a different pattern of development is to emerge, a basic change in attitudes 

is necessary: 

We need to measure not only the increase in output, but who is 

obtaining the benefit of that growth. Recent studies carried 

out by our Development Research Center of income distribution 

estimates for 44 developing countries show that on average the top 

quintile of the population receive 55 percent of disposable income; 

with the income of the next quintile- another 20 percent of 

income - the top 40 percent of the population account for three­

quarters of income. The GNP index thus measures essentially what 

is happening to only a part of the population. For the purpose 

of evaluating the type of growth which is taking place, we can 

weight the percentage income growth of each group by its percent-

age in the total population. There are of course other possible 

types of weights, but a proportionate percentage weight is sufficient 

to illustrate the main point. For 13 developing countries for which 

comparable estimates on income distribution exist at two points in 



- 5 -

the last twenty years, the comparison shows that in five cases 

the weighted growth index was substantial] ~ below actual GNP 
I 

growth, indicating that the growth of output had been accompanied 

by a declining share of lower income groups in C1e benefits of 

growth. On the other hand, other countries managed to achieve 

high growth rates without a deteriorating pattern of income 

distribution. In these countries, the income of the lowest 40 

percent increased at the same pace as the national average, compared 

to annual increases of only 1-2 percent in some of the other major 

countries studied. 

We need to look at investment possibilities in the light of 

their broad impact on major groups. This does not mean that 

we can afford to disregard the output benefits of particular 

investment decisions- to do so would run the risk of promoting 

inefficiency- but that we must temper this requirement with other 

considerations. To do this by redistributing consumption in the 

form of "welfare" payments is not only costly and inefficient -

as the experience of industrialized countries has demonstrated-

but also does not attack the basic problem of the poor, namely 

their lack of capital to increase their earning ability. Both 

s k i 11 s and as s e t s a r e e s sen t i a 1 i n order to rna k e a dent i n the 

problem. A significant redistribution of the increase in the stock 

of capital in favor of the poor is not only feasible, but could be 

achieved within a generation in a rapidly developing economy~ 
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Typically, the lowest 40 percent of the population of many developing 

countries receive in the neighborhood of 10 percent of income and 

possesses probably 5 percent or less of the total capital stock. 

Since the largest part of this population is in rural areas, the 

major part of . ~ the effort has to be to raise productivity on the land. 

If 2 percent of GNP annually were devoted to increasing the capital 

stock of the lowest 40 percent,l/ their income would double in 25 

years. The target is feasible, but its achievement requires a 

fundamental change in attitudes, and in the direction of public 

investment. 

- Even before whatever resources are available can be put to use, far-

reaching decisions are needed on the priority of the effort. Today, 

the bulk of professional and managerial talent in the developing 

world, and indeed in most countries, is directed to the areas of 

government and business in the modern industrial sector. The 

contact with the poor is left to the lower echelons or to charitable 

organizations with minimal funds. If the efforts in the industrial 

countries have something to teach us on the merits of a war on poverty, 

it is that such efforts wi 11 fail unless the best available talent 

is involved in these programs, the active participation of the poor 

is sought, and unless appropriate incentives are established so that 

careers in rural areas can begin to compete with those in the cities. 

No rural development effort, no low-cost housing program, no literacy 

campaign can succeed if it is controlled from afar by functionaries 

who feel, or for whom the incentive structure makes them feel, that 

such activities are of secondary importance in the structure of power. 

1/ If investment and GNP are growing at 5 percent an~ually, the assumption here, 
this means that the lowest 40 percent would be getting 40 percent of total 
investment . In order to achieve this, of course, a larger proportion of public 
investment will ' have to be devoted to the icwest 40 percent. 
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No program can be viable if the most talent\d are drawn to the 

urban areas and to schools which prepare th~m in very large numbers, 
I 
I 

to join the ranks of the 11educated unemployed'',whi le the poor lack 

the technological and administrative skills to increase their 

productivity. A drastic shift in attitudes and incentives is 

thus essential for the success of any significant action program. 
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1. The following is some preliminary material on the cost of 

administering agricultural credit to small farmers - as you requested. 

Aericultural Credit: 

2. In general, lending to small farmers carries a higher average 

administrative cost per $ lent than the provision of larger loans to 

large farmers. There are various components to the cost of providing 

credit, namely; (a) the opportunity cost of funds (some 5-10%), (b) 

tpe technical assistance cost of ensuring efficient use of credit by 

small fanners.·(some 7-11%), (c) the administrative cost of the program 

(some 8-12%), and (d) the costs due to losses by default (some 5-10%). 

These percentages are based on a number of surveys (cited in this and 

in previous related memoranda) and indicate that the total cost of 

small loans to farmers is in the region of 20-30% of the value of the 

loan - excluding the costs associated with delinquency. It should be 

noted, however, that in many surveys the conclusion reached was that 

this high cost is still a fraction of the additional agricultural output 

resulting from the enhanced capacity of the farmers who benefited from 

credit availability. 
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3. Regarding the opportunity cost of capital, which is high ·in 

less developed countries, credit institutions established for the 

purpose of helping small farmers seldom account for it. They usually 

receive funds at a subsidized rate either through rediscounting 

facilities at the Central Bank, from the Government o~ international 

agencies. A typical example is that of the Philippines Agricultural 

Loan Fund which makes available 3-year time deposits - to rural 

branches of commercial banks - bearing 3% interest instead of the 

usual 6%. A rebate of one haif of this 3% is given to those banks 

who hire their own technicians. The Government further guarantees 
1/ 

85% of a production loan when granted under supervised credit.-

In Brazil, the rate of interest for institutional rural credit ranges 

.from 6~8% with a legal ceiline of 12%. The latter is lower than the 

average increase in the general price index and therefore constitutes 
2/ 

a significant subsidy.-

4. In most cases because of the weakness of the national 

extension services, a large number of agronomists have to be hired by 

the credit institution to assist small farmers. Again a typical case 

is that of Nicaragua where the rural credit division of the National 

Bank had 120 experts in 1971, as well as 9 USAID-financed expatriates 

for that purpose. Its branch offices rose to 14 in 1960 and to 28 in 

1971 in order to serve some 24,000 small borrowers. Because of high 

staff turnover, 15 training and orientation courses for these experts 

2/ 

USAID, Credit and Small Farmer Development in the Philippines, 
October 1972, p. 31. 

C. R. Wharton, Jr., "Subsistence Agriculture and Economic 
Development", Chicago 1969, p. 432. 
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were conducted in the period 1959-71 with a total of 404 personnel 
ll \ 

attending.- The USAID which provided some $425 mill4on in farm credit 
\ 
I 

program to various countries during the period 1950-72, backed that 

program with 387 man years of technical assistance in the ~ield -

slightly less than one expatriate per $1 million per year. The range 

is from $400,000 per expert in Asian and African programs to $1.2 

million in Latin American programs. At the prevailing international 

salary standards, this i tern alone would amount to 5-10% of the value 
21 

of the . loans disbursed.-

5. In assessing the total administrative cost of providing rural 

credit, the extent of delinquency should also be considered. Delin-

quency tends to increase as the coverage of institutional credit expands. 

In Nicaragua, delinquency which was moderate until 1966 (7.5%) rose 

considerably to 32% in 1971 mainly because of a wider coverage of small 
31 

farmers and organizational deficiencies.- In Morocco, the average 
including delinquency but 

expenditure per loan is about 10.2% of the amount of credit given/-
41 

excluding the cost of the extension assistance provided to borrowers.-

6. In Korea, administrative costs amount to 15% of total 

agricultural loans (1971) including farm guidance expenses but 
51 

excluding the discounted values of delinquent loans (10%).-

21 

31 

4/ 

51 

R. Ramirez, "Report on Credit to the Small Farmer in Nicaragua", 
National Bank of Nicaragua, September 1972, p. 12. 

E. B. Rice,. ''History of AID Programs in Agricultural Credit 11 , 

Spring Conference, 1972, p. 11. 

Ramirez, op. cit. pp. 10, 18, 19, 49. 

N. Ulsaker, "Small Farmer Credit Programs in Morocco", 1972. 

R. B. Morro1-r & Paul White, "Farm Credit in Korea", USAID 1972, 
pp. 52, 55. 
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1/ 
In Thailand the ratio is 12.6% for the same year. In Bolivia the 

administrative cost for small loans is prohibitively high. The average 

size of loan which the Banco Agricola de Bolivia must give, in order 

to cover the costs of granting and securing the loan, was calculated 

at $5,000 - the average size of all loans made to individual compesinos 
2/ 

between 1964-71 was $523.- The delinquency ratio in Bolivia amounted 

to some 19% of all agricultural loans during 1964-71. The range, 

however, was from 6% for loans to small farmers to 27% for large 
3/ 

farmers.-

7. A detailed cost analysis of administering the AGAR credit 

program in Brazil revealed that the supervision costs represented 

between 7% -and 11% of the value of the loan and the cost of loan 

administration and collection about 8%. However, the same study 

showed that in comparison with the value of increase in annual output 

per farm, the rate of return is 6.5 times the supervision and admini-
41 

strative cost.-

8. To a large extent the high administrative cost is due to 

the treatment of small loans (in terms of enquiries by the lender, 

guarantees and other fonnali ties) as in the case of large loans. 

y 

'Y 

USAID, "Sprin Review of Small Farmer Credit", 1972, p. 78. 

T. Rayden, "A Review of Small Farmer Credit in Bolivia", laPaz 
1972, p. 55. 

Ibid, p. 50. 

\iharton, op. cit. p. 433. 
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The procedures ,followed by government banks to exten4 credit to small 

farmers are usually very complex. These procedures ~e long,and time 

consuming - some 31 operations are necessary to approve a loan and 

approval involves 26 days in Jordan and 21 days in Turkey. Even for a 

small loan from the Lebanese Bank for Agricultural and · Industrial 

Development, it takes a minimum of 36 days to obtain ·the loan; against 
. 1/ 

a few hours in the case of money lenders.-

9. Because of the largely fixed nature of t.he adrninistrati ve 

costs, there are three possibilities for their minimization: 

(a) Increasing the number of loans per borrower per annum. 

(b) Increasing the number of borrowers. 

(c) Increasing the size of the loans. 

The first alternative is closely related to multiple cropping within 

overall agricultural development programs (based on controlled 

irrigation systems) - a longer term solution. The second is seriously 

hampered by the collateral and guarantees problems in almost all 

countries surveyed. The third alternative is what appears to be taking 

place in most countries - larger loans for the larger farmers. 

1/ T. Stickley ( et al), "Agricultural Credit for Small Fanners in th.e 
Middle East", American University of Beirut, 1972, pp. 6, 7. 
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Suggested ~eorganization of P 

( 
I. RECONCILING DISTRIBUTION AND GROWTH 

Introd.--link to last year's speecbh 

A.Disequilibrating effects of Growth 

1. Bontinuing research conftrms tendency of growth to 

be concentrated in certain countries, regions, groups. Uneven spread of 

modernization, reinforced by f~pt~ accumulation of assets and 

lack of government action to offset it. 

2. Tanee manifestations of this general trend: 

--gap between industrialized and LDCs. Was widening 

until recently, probably not now 

-- new group of ~industrializing (or tr~nsitional) countries--

Brazil, Yugoslavia, Korem, Taiwan, Mexico, Turkey (perhaps 200 million 

population)--growing at 6-10% and dravoing away from poor countries. 

Produces gre~ter inequality within LDCs, ~ 

--within developing countries. Tendency to increased 

inequality· in majority of countries studied (but not all). Main 

area for policy action. 

~lie~ needed to deal w·th these tendencies 

--objective is not to curtail growth, but to distribute 

benefits more equally. 

--adaptation in internal policies most important--can 

see some encouraging examples of countries that have ff1 stopped or reversed 

trend. 
--ada ptation of external policies--both to reinforce 

internal actions (in distribution of public faciiliities, etc.) and to 

support poorest countries with most difficult problems (IDA distribution etc.) 

B. Measurement of Benefits of ~rowth (sec II of "Framework ) 

c. Types of Policies 
l.Genera 1 list 2. Public investment (sed. III of Framework) 
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1. Here are some further material on agricultural credit, 

extension, nutrition and education as pertaining to poverty. 

Agricultural Credit: 

2. Institutional credit remains a minor proportion of the 

total rural credit availabilities, institutional funds represent 

some 10% in Iran (1963), 15% in Ceylon (1968), 28% in India (1965) 

and less than hO% in Pakistan and Korea (1969). The rest is provided 

through money lenders and other private and trade sources often at 

exorbit~1t rates of interest amounting to 3-5 times that which is 

charged by credit institutions. In Chile, where 85% of agricultural 

credit is obtained from institutional sources, still only hO% of 
1/ 

the small landowners (less than 5 ha) have access to these sources.-

S~~larly, in Costa Rica where institutional credit is highly 

organized less than 15% of the disbursed agricultural crem. ts in 
2/ 

1969 were for the small farmers.- In the Philippines, where next 

to Japan and Taiwan the amount of institutional credit supplied to 
3/ 

agriculture on a per hectare basis is the highes.t in Asia,- only 27% 

2/ 

1/ 

C. T. Nisbet, "Informal Lenders as Suppliers of Devel0!)1ilent Credits 
to Small Farmers", January 1 972. 

Claudio Gonzalez-Vega, "S!TLall Farmer Credit in Costa Rica", Stanford, 
1973, - .. 26 # 

Shigeru/Shika-..ra, 17Agricult"JJ'cl Development Strategies in Asia", 
Asian Development B::.1nk, 1970, p. 43. 
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y 
of the small landowners obtained credit from institutional sources 

and the amounts borrowed represent less than 2% of total credits to 
v 

agriculture. 
3/ 41 

3. In Bangladesh- and Thailand- , institutional sources meet 

less than 15% of the agricultural credit needs. In Tunis, the 

coverage is less than 10% - almost all of which is lent to large and 
51 

medi wn farmers. In Morocco, 90% of farmers are considered "low 

subsistence lacking physical and technical resources and cannot 
6/ 

benefit from credit.~~-- Agricultural credit expanded rapidly in Taiwan in 
in 1970 

past two decades from T$1.3 billion in 1956 to T$17 billie~ Neverthe-

less, the average farmer still holds one-third ·as much non-institutional 
7/ 

loans as he holds in institutional credit.- Over the period 1960 to 

1970, the r eal value of institutional agricultural credit in Brazil 

increased Inore than four fold. But the percent of loans and of the 

total loan value lent to small farmers actually declined from 68% 
8/ 

(1961) to 31% (1971).- In Bolivia, the number and amount of loans 

Institute of Philippines Culture, "Socio-Economic Study of Nueva 
Ecija Rice Farmers", 1970. 

USAID, "Small Farmer Credit in the Philippinesrr, 1972, p.8 and 
Table 10. 

Hujibur Rahman, "Farm Credit Situation in Bangladesh -A Surveyrr, 
1973, p.5. 

"Thailand Third National Economic Plan", 1971, quoted in USAID, 
Spring Review of Small Farmer Credit, 1972, p. 15. 

W. Joh."1son "Agricultural credit in Tunisia", USAID, Dec. 1972, p.l5. 

N" Ulsaker "Small Farm Credit Program in Morocco", USAID, 1972, p.5. 

D. Adams, H.Y. Chen and C.Y. Hsu, "Rural Capital Harket and Small 
F'armers in Tai.wa..."'l", 19.52-72, Ohio, 1972, P.35. 

R. Meyer, D. Adams and N. Ra.zk, "Rural Capital Markets and Small 
Farmers in Brazil l96o-72 " , Ohio, 1972, p.39. 
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to small farmers have been declining sharply while loans to large 

farmer associations have doubled; small loans amounted on average 
1/ 

to only 3.5% of the total credit during the period 1964-71.-

Extension 

4. Without a major upgrading of the agricultural extension 

personnel, it is doubtful that a major increase in food production, or a 

stimulation of the growth of rural incomes can be achieved. Developed 

economies today have about one trained agricultural worker for each 

20 persons in the agricultural labor force. The current averages for 

the developing countries run as low as one trained worker to 30,000 

agricultural workers. Wbile the optimum ratio is around 1:500, the 

FAO considers a reasonable target for the developing countries of 

about 1 to 1,000. For areas wm.ch are cropped intensely, or which 

may be undergoing rapid change, a considerably higher ratio of trained 

agricultural personnel would be required. 

5. The projected annual output of trained personnel from exist-
"t/ ~ 

ing institutions can only satisf less than half) of the total needs. 

The gap in the projected supply and demand for trained agricultural 

personnel vary; Asia will need 10% more senior level staff and 66% 

more field level staff; Africa 75% at the senior level ~~d 70% at the 

field level; the Near East 10% and 17% respectively, and Latin America 

will need approximately 60% more field level staff than will graduate 
2/ 

from currently projected training programs.- The annual cost of 

1/ T. Rayden, "A Review of Small Farmer Credit in Bolivia", La Paz 
Boliv~a, 1972, p. 47. 

FAO Provisional Indicative World Plan, p. 469-473. 
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training the needed junior and senior level staff is estimated by the 

FAO to be quite low in relation to the total GDP of ~eveloping 
' 1/ 

economies; on average less than one half of one percent.-

Education 

6. It is difficult to conceive an effective program to ameliorate 

poverty conditions in developing countries without a substantial 

improvement in educational levels. In 1968, between 30-35% of the children 

of secondary school age in Latin America, Africa and Asia attended 

schoolds of any level. In Africa the ratio is 15%, while in North 
2/ 

America, it is 92%.- The UNES CO estimates world total adult 

illiterates at 780 million people in 1970; all but 50 million resided 
'J! 

in the developing countries. While the rate of increase in public 

educational expenditures during the sixties has been over 10% annually 
4/ 

in these countries, only 30 percent of the young people aged 5 to 
51 

19 were enrolled in formal education.- Moreover, improvement in the 

quality of education i s hardly discernible and the educational systems 

in many countries are feeding the reservoir of educated unemployed. 

Such unemployment (in 1970) is two to three times greater among this 
6/ 

group of young people than among adults over the age of 25.-

y 
y 

Ibid, p. 478-h79. 

Edgar Faure (and others) - "The World of Education Today and 
Tomorrown, tJNZSCO, 1972, p. 33. 

Ibid, p. 29. 

Ibid, p. 45. 

UNESCO, Statistical Yearbook 1971, pp. 27, 89o 

Faure, op. cit. 
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Curricula are outdated and many school programs ar·e irrelevant and 

ill-adapted to provide the skills to tackle the development problems 
y 

facing their societies. 

Nutrition 

7. Even with the projected growth in world food production, the 

calorie/protein imbalance between rich and poor countries is expected 

to become more pronounced in many areas because the present protein 

characteristics of diets are not expected to change to any significant 

degree. Calorie intake of people in developed countries averages 15% 

above minimum requirements and their protein intake averages about 

20-25% above minimum standards. In the less developed countries, 

diets provide, on average, about 94% of caloric requirements and only 

93% of the minimum ·needed protein supply. These averages do not 

sufficiently convey the magnitude of the nutritional problems facing 

many millions, specially those in equatorial countries where roots 

and tubers are the staple food; their daily caloric intake m~ 

average 70% or less of requirements and their daily protein intake is 

even lower. 

8. The situation for a large number of people in some developing 

countries could become even more serious. The FAO estimates that in 

1975 the supply gap could amount to about 30 calories and 2 grams of 

animal protein per person. Unless the application of modern technology 

in food production accelerates appreciably, the gap could widen signi-

ficantly to reach some 3.5 billion tons of protein in the 1980 1s -

Ibid, p. 64. 
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appreciably more than the amount of animal protein cf nsumed today 

by the Common Market countries, or by all of the countries in Africa, 

Latin America and the Near East combined. 
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1. Here are some additional material on the distribution of 

development benefits and unemployment as further indicators of the 

growing poverty. Additional data on agricultural credit and extension 

are being processed and will be sent before noon tomorrow. 

Distribution of Development Benefits 

2. The modest 4 - 6 percent average economic growth in the 

developing regions harbours a great deal of inequity in the distribution 

of development benefits. Analysis of the data obtained for S major 

countries in Asia and Latin America (Korea, the Philippines, Mexico, 

Brazil and India) with a combined population of some 7 So million, is 

revealing. Incomes of the lowest 40 percent grew during the 1960's 

at a significantly lower pace than those of the upper 20 percent, the 

allocation of development benefits seems to have worsened the pattern 

of income distribution seriously; over 70 percent of the increase in 

national incomes went to the upper 20% of the population and less than 
1/ 

10% of the increase in incomes was shared by the poorest 40 percent.-

3. Even in those countries where per capita income of the lowest 

40% increased at a faster rate than that of national income, as in Iran, 

Costa Rica, Colombia, El Salvador and Ceylon, the pattern of distribu-

tion benefits is still contribution to the widening of the absolute gap 

1 I H. B. Chenery and M. Ahluwalia, "A Conceptual Framework for the 
Analysis of Poverty"- First Draft, May 8, 1973, Table 3. 
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between rich and poor - on average some 50 percent of the increase in 
. 1/ 

incomes during the Sixties was enjoyed by the upper 20 percent.-

4. In Colombia the poorest 40 percent of the rural population 

receive 12 percent of national income. The upper 15 percent share 60 

percent of the national income with the top 5 percent enjoying over two-
1/ 

third of that share.- Perhaps of greater significance is that the 

share of agricultural income going to land and capital has risen sub-

stantially from some 25 - 35 percent in the 1930's to same 60 - 65 

percent in the Sixties. In contrast, over the same period, the share 

of landlords and money lenders in Taiwan declined from 26 percent to 
2/ 

6 percent.-

.5. In Thailand, the position of the poorest 50 percent of the 

rural frunilies have worsened considerably during the Sixties. In the 

Northeast region their average income declined from about half to less 

than 20% of the region's average. Indeed the average income of 

50% of the rural households suffered a negative growth rate both in 

the Northeast and the South. In the North the rate of growth was some 
in 3/ 

1.4% and/the Central Region some 6.5%.-

1/ 

2/ 

Albert Berry "The distribution of agriculturally based 
income in Colombia 1960." 

P. Dorner, "Land Refonn and Economic Development", Po 89. 

U. s. State Department, "The Einployment Problem in Thailand, 
September 1972. 
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6. In the Northeast region of Brazil, the reli income of the 

poorest 50 percent of the population increased by on~y1.6 percent 

annually during the 196o 1s. B.Y contrast incomes of the richest 

10 percent grew by 5.1 percent. As a measure of rural poverty in 

that region of the world, the rural household income in 1970 amounted 

to $132 shared by 3.4 dependents - a per capita income of around 
1/ 

$40 - less than one-tenth of the national average.-

1. Between 1950 and 1960, 80 percent of the increase in 

agricultural production in Mexico came from only 3 percent of the 

farms. The number of landless rural laborers increased from 2.3 

million to 3.3 million. Because of the labor-displacing style of 

mechanization, the number of days worked by each laborer declined 

by virtually one-half, from 194 to 100. The extremely low incomes 

of these workers actually declined from $68 to $56 per year during 

the decade at the same time that per capita income for Mexico as a 
2/ 

whole increased from $308 to $405.-

Unemployment 

8. The pattern of development in the sixties not only led to 

more inequiteous income distribution in many countries but had also 

squashed the hopes for accelerated employment. Using the narrow 

Western definition of unemplo~~ent, a study by the Organization of 

J 

American States estimated that the total number of unemployed in Latin 

IBRD, Economic and Social Development in Brazil, Volume IV, 
March 1973, p. 14. 

2/ Roger D. Hansen, The Policies of Mexican Development (Baltimore: 
Johns Hopkins Press, 1971), pp. 81, 210. 
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America rose from 2.9 million in 1950 to 8.8 million in 1965, or 

. frt>m 5.6 percent of the labor force to over 11 percent. If the 

definition is expanded to encompass the underemployed, the percentage 

rises significantly to some 25 percent of the labor force or more 
1/ 

than double the official estimate. 

9. In Pakistan while domestic sale price of wheat has been 

maintained at double the world price, the larger farmers who are the 

main beneficiary of the Green Revolution, have been paying comparatively 
2/ 

half what a farmer in the United States p~s for a tractor7 With 

the price of tractors subsidized in this fashion, it is p~ng the 

large farmer to displace his farm work force with tractors. 

10. Before the political change in Cuba the average unemploy-

ment rate was 16 percent, with a further fifth of labor force reported 
}_/ 

as partially unemployed. Peru and Chile are today facing similar 

problems. Recent troubles in the Caribbean have been blamed heavily 

on high rates of unemployment, especially among the young. The 

subsequent failure of implementing employment-generating programs 

helped to spark the insurgency in Ceylon in April 1971. 

3/ 

Eric Thorbecke, "Unemployment and Underemployment in the Developing 
World" in Barbara Ward ( ed.) The Widening Gap: Development in 
the 1970s (New York: Columbia University Press, 1971), pp. 116-118. 

The price distortions in the Asian Green Revolution countries 
are discussed in Falcon, "The Green Revolution: Generations of 
Problems," (Paper presented to the Summer Meeting of the American 
Agricultural Economics Association, Columbia, Missouri, August 
1970), pp. 13-15; Kaneda, Green Revolution, pp. 28-31. 

B. H. Pollitt, "Employment Pla.."'l.S, Performance, and Future Prospects 
in Cuba, " Ronald Robinson , and Peter J ohnston, (eds .), "Prospect s 
for Dnployment Opportunit ies in the Nineteen Seventies" (London 
HMSO, 1971), p. 60. 
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11. Under political pressures from the groups that support 

them, governments have encouraged large-scale, capital-intensive 

industries and large-farm, mechanized agriculture. Interest rates 

have been kep low, so that politically powerful entrepreneurs are 

favored with subsidized credit to expand their agricultural and 

industrial operations. Foreign exchange had been undervalued so that 

they can import at artificially low prices. Because of scarcity of 

skilled manpower wages in the modern sector of the economy have been 

forced upward, encouraging the use of capital instead of labor. This 

artificial system of pricing has benefited the elites at the expense 

of creating new jobs and accelerating economic growth. 



F N 7 5 I NTERNA TI ONAL BANK FOR 
O (~ • t5g j RECONSTRUCT I ON AND DEVELOPMENT 

INTERNATIONAl FINANCE INTERNATIONAL DEVElOPMENT 
CORPORATION ASSOCIATION 

Date 

ROUTING SLIP 

NAME ROOM NO. 

To Uandle Note and Fi 1e 
Appropriate Disposition Note and Return 
App rova 1 Prep are Rep 1 

Comment Per Our Conversation 
Full Report Recommendation 
Information 
In i ti a 1 

REMARKS 

From 



' i 

, 

..:., 

' 

' : 

Table l: 
r 

C. L \\SS \ F t c_~ \ l..o N ~ ,)\-:: ~DU..~\\2. 1-'=-<; .G "-{ 
--:s:.NC...OM~ L£VE L~ A N:U :.\-~SQR~Ll...\( lJ 

HIGH . INEQUALITY 

G!Nl > ·50 
MODE~\TE INEQUALITY 

· r.r::t = uo-so 
LOW INEQUALITY 

GUH < 40 

£,-cu.~t~ nntio~ Ql!!l (c.u..,t-1 ll£.ll2_.i.l Ql1Q ~~:- -
Bolivia G~ (138) 9.2/57.7 .53 Ceylon 1. -53(126) 14.0/54.0 .4" 

·ceylon '3' '1o (155) 
"l.\0 

b\ India S?,- ~ 1 (75) El Salvudor~\(~~~) 12.0/61.4 .52 Taiwan (14 7) 14.0/52.2 .45 

Hondurasbl-tg(224) 7. 3/6 7. 5 .61 Dom. Rcp.f>9 (234) 13.0/54.0 .47 Korea !O (180) 

Iran S<1 (192) 12.0/57.0 .51 Guyana S"S -5(;(272) 14.0/45.7 .40 Libya f,l.. (220) 

Low Income2::J Sierra Leone (139) 10.0/67.0 .61 India bO (83) 14.0/52.0 .46 Pakistanbj.-~83) 

< us $ 300 
GS . 

Iran fo'S (2 79) 12.5/54.5 .47 .. ~ 
Philipp lues( \(149) 12.1/56.4 

I :.56 
Ph 111 pp J nesf:>5f..l SO) 11.6/55.4 

,51; 
~ 

Tanzania (;1 (70) 14.0/57.0 • 48 

Zambi.:1 . SC\ (150) 14.f./57.0 .49 

Costa Rica' t" (340) 13.8/60.0 .5t /\rgcntba G I (681) 17.~/52.0 .42 . 
Japan (,1... {515) 

2J Costa Rica{,'l (423) 14.0/60.0 .503 Chile 6~ (42 7) 13.0/56.8 .49 Spain 64-bS {572) 
. Hiddle lncorne Jamaica 5?:, (388) 8. 2/61.5 .56 Co s ta Ric.:111 (423) 14.7/50.6 .43 Yugoslaviab3 (428) 

.,. 
J)O - 7CO Lcba!lon S5·· {J"> (454) 13,0/61.0 .52 Urugu.:1y b1 (460) 14.3/47 •. 4 .42 Yugoslavia~~ (451) v 

t!cxico b .. !:J (419) 10.5/58.5 

~-Hexico 6~ {464) 10.2/65.8 

France ~ (1159) ·11.6/51.1 .46 Canadn C:, \ (1754) 

France b 1. (1373) 9.5/53.7 ,~o 
Canada (, S 9. (2057) 

Puerto RicoG~988) 13.7/50.6 .44 Hungary 01 (870) 

Venezuela b2-(752) 13.3/29·. 7 .41. N. Zealand (±_(1~ 
. <6 . ~ 

ll 
U.K. b ' 

High Income u.s. ~b (3195) 

> us $ 700 

r 

.1J ihe_ ·t~.J~\e. \~ b~SEu cY\ ""0~\.~5~{)\c\ ~~z-6: c},i\"Q..."!.\:,~\oN · ~~-\-ct. 
~ Fi~xres ip Parentheses are per Cnpita income in 196u U.S. $ for nenreat year 
3\ Ratios are ratio of bottoM uO percent to t op 20 pe:l'CC(.t 

Ratio ---:JJ 
17.0/46.0 

20.0/42.0 

18.0/45.0 

23.5/37.0 

17.5/45.0 

. 15.3/46.0 

17.0/'•5.2 

19.0/41.3 

18.5/41.5 

19.8/39.0 

20.0/40.2 

30.0/26.0 

22.0/39.0 

18.8/39.0 

15.0/lt4.0 

I 

I 
I 

~ 
.37 

.33 

.36 

.26 

.37 

.40: 

.37 

.33 

.33 

.31 

.32 

.14 . 

.30 

.32 

• 39 



. 
1 
i 

r· ·:· - . . . -: - ~ -:-:-:-:- . . ·_ 

-. ·:-: L ~ . . -. r. : : :: : . ~ 1 _- • : --;-: : T .. ~ -:-:-_:-: · · · 1 -·-·· - · ·-··- • -
t ' ... ·- • ~ l ~ . 

• . . : ·- ·j .. - . ...... : - ... - - . . . . . . . : -- : I 
r- - -- - - --· ____ .. - ------- --- - - · - - ------

~ Annual Qrollth 
ot 

. .. - -1. - . . ·-· . - .. - f . ' l ' . - · ~ . . . . . ... l ::..: . . ; · : .• :.: 

.. . 

• - • 4- - • • • - • • 

. . .. ... . - - .-' . .:.. ·- - · -- .- .: 

~ i ~ :. - ~ ::: : 1 
I - . - - ..... - ....... ·- . ... i . - ·:. -· ' . 

~-------~------- ... -----·-------- .. --
- .. .. t ·-· .. 

J •••• I I 
. • • • • • • • • -- • .. . I • -· • • 
- ..• . - . t --·- . • . - . . ; • ••.• - . 
.. · · --- ·· --- · · -· -- --- - I()r.. (64-7otiJ 

- .,..... t ... .. . 
.. t ·-· .. . .. .. ' •.• •. 

. .. : ~: i : : ~ - . . . ~. : . : .. : . . . . . ; . . . . . 
.. ~ - - ~~~-- :i~-~_l-~~~::: ~ .J ~ ~ .. ;. ~~~~ f :. ::: ~L ~ ~~ . :· ::: :: -~: ~ ~.:_-~-~-+- :-: ~- _ : ~Bw.Caru-- . (S7-60) 0 . ·-···· .. . _ 

. t ·· · 
--.!- . -· 

- " t · · t - - · · • · t · · • .. ! "' - - - · · r • • • ' • • • • ,... ~ • -
f . , . . .. · - -·· - ~ t: : ___ ___ ! ... .. , .. .... ~ : - .. :.: z ,~- - ·--·-···- · · 

; : : ~- : _. : : - . 1 : : . : : : : : :. ~ . ~ ~ ·: . . . . ·. . : : ~ :· : : : :-: : : . . : - : : : : -:- ; : : ~ ~ ·-. . - . : - ·. : ~ .-.: : - . - . -

L .~ ~~:~;~ ~ ~~::: _ : ~ ~.L~:: ··--·-··· ···· Mexia) ~6)-68 )(i) · - . ---· . . .... . .... . .. . 

. ----·--- - ~.:..__ - -----7--------. __________ _:_:,_:_,:__· _. --------· ---.--· -----·---~-·-: _____ _ -- --- - ---- -------------

-1 

i . :. .. 

r · . 

i 

.. .. - •• ' t . ... • . . ... : ; : : • • •• ~ :- .. i 
4 --- • ' - • .. • • • .. t .. - . -

. - • • ·.- ... ! . • - . - . 

·-. - -~ ·. : : ~ -~: - p .. ~ (6?-611 ® 
, -- . . ... . 
- :.: i : :: : .·. : . 

• • . • + - • • .. 
-I ..• 

t ... 

·- -------------------
I •. 

. . . _, -· . . . .. . .. .. ; .. . 
: .. : ::· :·· . 
. . . , . I • .. 

. ; 

. .. . .. . . .. . . 
. . . . ·. ·.: .: :; .. 
I .. 

I ... . -. , 

•ruU (6o-7o\S· .· 

1:-&ne.. ( S6-62 ) -
C...'l.&d.& (b!-6; J.t 

. 
. . . : :·: . r .::: : ! ' . .. 

.. . .. . .. . . ' .. .. ~ . . " .... 
: . ·· - · I · ." 

<oi..¢1( ·-- • ---- · -----·--·· · --·---- -· ··· ---__ .. 
• t . . • Flnle.'\d ($2-¢.?) .. - .... - I . . . . . • - . ! ••• .. : ~ . : : :: • 

• • . l • • ! .. . ::.:: l. . . / .• .. .. -- I : .. . : : • . F~:.::: .. '-~ <> 
· - - -~ -~---- ---:._ __ ~_: . _:_:_ ___ ~~Q~-~d. ~~~-·~ ~~~ •~//~ · -- · ~--· ~. _ _ _:_ _:_ (1.JCor.& -JUCA (66-71) I . . . · 

~ . · ; ; ~ ;;~- -~ . :; .. ~a .(~~-6Jl<i) ~ - / ~ :. ~~loD01& (~.-~0 ~ -- - _ . . . ... -· · :::· : :. ·• · ; ~~:: ~- • . 

I . : · ~ . Yl.l(Oal&YiA (6)-68) d . -.- .. -.... ---. . -. ... . . ; . . . l :·:: . . . . ' . .. . .. . .. .. , . .. . . - .. .._ . . - . - ... - .. . ... .. _.. .. . .. . ... .. -. · ~ ··- ... - , . - . . . . ... __ : _ :~--- -~ :n-~: -- ~ (. :-:: ~ :! ;;T· (:)-70) ;:::.~:~~:~~9( :~ ~:-- ; ~:~-n~_: -~~r--l: ·-L .;. -~: 
Pbllipplnea (61-65) tfj . --~-----·--- ·----------- ·-· -------- : _ ~ .. .--. -.-. -:--~- ... ----··----- # 

0 

. t 

I 

. . ~ 
4 - - . .... - • • ' 

. t 
. · · · · · : : : · _ L~ : . _ _ ~ . . : · i : : ·: : : : : · . t ~ :-: · 

.• - - . I • !- . • .. - - . ... l I -- .... - . I - -

I . . ·. i,· :. ,· - . •· : ~: ; . l • : : : i :. :· : : . . . . ! :. ~ -
. , . - . I . I ~ -- . · - · · · · · 

__ _ ___!.. _ __ L...:___ -- .-- ~-----· I . ._.. ______ .,_._ _ _. ____ •- - - ··- -
- . : : i . . ~ ~ : : : . . ! : . . . - - . . --. . . - ! • . : : : . ! :· : : . 

• • ' . ' .. - - - . . i . . · ....... - . • - . . 

·. : : __ :.- : .. ~ ~- i.' ;_~ : __ ~ ~- ~- ~ ·.: :· . i ~ : . . . .. . .. . ' -. - . ~ . : . : ~ :. : ~ ; . ~ ~ :: :-~ ~ ~-: ; : -: : ': ~.: ~ : i : : : .. . 
I • 

-..... .. -.. -. . ! : ~ . :- . : :· ~. 1 :·:-: . . ... . l ::-: 
. : -~-- ~-~~--·-_ -~--, -. --·-. -. -. --r.-:---:--:-:-:-::--:------. ·-:-:· -. ---. -:--:-·.. . ·-· ,--
. ! • . : : : : : .. i ~ - ... - • • I - • . . • • - • • .. • • • • 1 . .. • . ' . ~ t • • . • :_: • • : : 
· • ·- • · • • t • t ··- - · 1 . . I. · : L : : :: ~ : . : l . : . : :_ : · ~: . . . ; : : : -. : : i . . -: L : : ~.- .. .. .... --.. : : : . -. -- I 

. l . I . . . . • . .. • .. - . . . . . - . . . .. . - • • . I... . . • • . . . 
-·----··t--·---r------~----- ---:--.-.---. -.-. -. --- ·--· - - ------ --;------:--------· ·;~----- - --- ----- -

~ ~st.a !tic:& (~"l-71) 
l.. s t I g ~ lo 

1~ - ~i_(J f~VP--



A CONCEPTUAL FRAMEWORK FOR THE ANALYSI S OF POVERTY 

H. B. Chenery and Montek Ah l uwalia 

Introduction 

More than half of last year's Address .to the Governors 

was devoted to a discussion of social equity in relation to 

development policy; some aspects of this theme will be elabo-

rated this year and probably next. Since the speeches them-

selves cannot give a very complete diagnosis of the sources 

of poverty and the merits of alternative policy approaches, it is 

important for us to develop for internal use a conceptual frame-

work thatcan guide the drafting and further elaboration of these 

themes. Given the limited extent of scientific investigation 

in this field in contrast to the vast amount of speculation -

and political rhetoric -- the conceptual basis can only consist 

of a set of working hypotheses that will be elaborated or 

discarded in the light of ongoing research. Some of the 

elements of empirical evidence and policy diagnosis that are 

. most relevant to this year's Address are set out below. 

! 
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I. EMPIRICAL EVIDENCE 

1. Size Distribution bf Incbme. Since few developing 

countries have even minimal time series on the size distri-

bution of income, empirical generalizations must rely 

heavily on intercountry comparisons. Some classification 

of countries is also useful in the discussion of policy, 

since the nature of the poverty problemr varies consider-

ably with the economic and social structure. 

The Development Research Center {Tiemann) has now 

compiled and evaluated data on the size distribution of 

income for 61 countries; 44 less developed, 13 developed, 

and 4 centrally planned. The tabulation includes nine 

(Argentina, Brazil, Ceylon, Colombia, Chile, Costa Rica, 

India, Korea, and Mexico) for which there is some basis 

for comparison of changes over the past decade, although 

none of these is entirely satisfactory. Brazil,Mexico 

and India were cited in last year's Address. 

I 
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Two types of summary measure have been found useful 

in comparing income distributions; decile shares and 

the coefficient of concentration (Gini coe~ficient). 

-In focusing on lower-end poverty, it is appropriate to 

compare the share of income (of individuals or households) 

received by the poorest 30% or 40% (this is an arbitrary 

range, but less sensitive to error than the lowest 20% or 

less). Redistributive possibilities are shown by the share 

received by the rich (upper 5%) or the upper 20% (which is 

more reliably estimated) . Decile figures are consolidated 

in the Lorenz curve, which is obtained by plotting the 

cumulative percent of recipients against the cumulative 

share of income. The coefficient of concentration(which 

is defined as the ratio of the area between the Lorenz curve 

and the diagonal to the area under the diagonal) measures 

overall inequality but is not the best measure of low-end 

poverty. 

I 
.. ~ 
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All the developing countries for which data are 

available are classified by means of all three of these 

measures in table 1. The classification is based on the 

median values of the three measures: 

Gini coefficient .45 

Share of upper 20% 50% 

Share of lower 40% 15% 

Discussion of table 1: 

-- relation of income level and inequality. Inequality 

increases in middle income (200-500), then decreases with 

elimination of duality, redistributive policies (Kuznets, 

Weisskopf, Adelman). 

I 

-- difference in poverty problem of poorest countries 

(little gain from redistribution) and middle income (large 

redistributive possibilities). 

* We have used household data f or this purpose wherever 
available; otherwise individual income data. The difference 
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2. International Distribution of Poverty: 

-- based on absolute poverty standard ($50 p.c. 

income in exchange rate terms or $100 in purchasing power). 

Caution: do not base welfare statements on exchange rate 

comparisons. 

policy significance only for international transfers 

table 2: rough estimate of distribution by region 

(or major countries) of absolute poverty. Can be calculated 

from Lorenz curve and per capita income for country groups 

with sufficient accuracy. (Substitute for present figures 

in Speech}. E.g.: Asia 500 million (excl. China), Africa 100, 

Latin America 60, EMENA 40 . 

. ~ Ar 1 3. Income Distribution· by Sect·or and Occupation: 
\- [JV' ~~ ' 

P~~~· greater policy relevance than size distribution, 

and more data available(?). (Kuznets [1963] gives some 

useful comparisons) 

greater within-sector inequality in developing 

countries. Leads to identification of several target groups 

.f 
I 
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(small farmer, landless rural labor, urban "informal"). 

4. Regional differences. Last year distinguished 3 types 

of poverty: poor countries, poor regions, lowest 40% 

within region. Poor regions useful target in poverty-focused 
I 

policies for administrative and political reasons. Regional 

difference-s in p.c. income of 3-4 times in almost all larger 

countries above poorest(data for Yugoslavia, Brazil, India, 

Thailand, Turkey, Mexico, ••• ?) 

II. RECONCILING GROWTH AND 
DISTRIBUTIONAL OBJECTIVES 

While it is now common to talk of the tradeoff between 

growth and distributional objectives, the terminology is 

misleading because it is likely to su9gest inefficient 

policies for reducing poverty. We should take the oppor-

tunit~ of the 1973 President's Address to restate the overall 

objective as the "redistribution of 

or some such phrase. 

I 
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In analytical terms, the basic issue is the weight 

to be given to the welfare of different income groups. 

Although this is not an economic question, it is crucial 

to the analysis of economic policy and · has been much 

discussed by economists. For our purposes, it will be 

sufficient to show that the adoption of a plausible system 

of welfare weights in place of those implicit in the use 

of GNP permits a restatement of the dis-tributional objective 

in a much more useful way. 

This approach to the problem can be illustrated 

by comparing the effects of using three alternative weighting 

systems for evaluating social welfare 

I. GNP weights; 

II. Egalitarian weights (one man, one vote); 

III. Poverty weights. 

GNl? 
The/index values a dollar increase in consumption 

(or investment) equally, regardless of the recipient. In 

I 



welfare terms, the only justification is in terms of maximi-

zing investment and long-term growth. 

--Egalitarian preferences would give equal _weight 

to a 1% increase in consumption by any member of society. 

Numerically, this implies weights that are the reciprocal 

of the per capita income {or consumption) of each income 

. group. 

Poverty weights would give higher values to a 1% 

increase in income for ·:ID.e poorer than for the richer groups. 

Table 3 gives an evaluation of the growth performance 

of a hypothetical economy having the growth rates and 

income distribution of Mexico: population .growth of 3%, 

GNP growth of 6.6% over a ten year period. The initial 

growth rates of each size group {Assumption A) vary from 

2% per capita for the poorest quintile to 4% per capita 

for the richest, w~ich is probably less unequal than the 

actual Mexican experience. 

Case I assumes ~hat the welfare increase is measured 

by GNP growth (i.e., 3.6%}. Using egalitarian weights (case II), 

,! 
I 

·• ~ 
~~ 
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welfare growth is reduced to 3%. With the assumed poverty 

weights of case III, it drops to (2.5%). 

From these assumptions as to typical growth by 

income groups, we can proceed to evaluate two redistributive 

alternatives that would aim at 4% per capita growth of the 

lowest quintile in assumption B and 5% in assumption C. 

These two examples are designed to illustrate the effects 

of "redistributing growth". It is assumed for simplicity 

that redistribution would cause some loss in GNP growth 

but no loss in welfare growth as measured by egalitarian 

weights, which stays constant at 3%. The evaluation of 

the three assumptions in terms of rates of welfare increase 

over a decade is as follows. 

Targets for Lowest Quintile: 

Criteria 

I. GNP growth 

II. Egalitarian 
weights 

III. Poverty weights 

Share of Growth 
to lowest 40% 

A: (2%) 

3.6% 

3.0% 

(2. 4%) 

B: (4%) C: (5%) __ ...;..___..;_ 

2.3% 

3.0% 

(3.1%) 

(1. 6%) 

1J;O%) 

(4.0%) 

C\ 

( 
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This example suggests several ways of describing 

redistributive policies: 

-- as giving greater weight to lower income groups. 

Egalitarian weights would be sufficient for most purposes, 

and would also provide a convenient basis for measuring 

welfare growth and the shadow prices needed for project 

evaluation. 

-- as giving the poor a larger share in the increment 

to GNP than their existing share. This is implicit in 

the targets now stated in the draft, but has less value 

for judging alternative policies since .it ignores what 

happens to the remaining 60% of the population. 

The choice among alternatives of the type suggested 

is of course constrained by political will, administrative 

capacity, and the distribution of physical and human 

capital. (The latter constraint is taken up in section III.) 

I 
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III. LIMITS TO DISTRIBUTIONAL POLICIES 

While the speech will outline various types of distri-

butional policies, it will focus on those that the govern-

ment can implement directly, largely through the re-

allocation of budgetary resources, external assistance, 

and goverr~ent personnel. In suggesting how much can be 

achieved for lower income groups over a period of say ten 

years by this type of program, we need to consider it in 

the context of the government's total budgetary resources 

and other resource limits. This will be done here on 

an illustrative basis, assuming a resource transfer large 

enough to implement the type of policy of "redistribution 

through growth" that was outlined above. 

'Initial Distribution of Resources 

Apart from a few countries that have already adopted 

redistributional policies (Yugoslavia, Italy, •.•• ), 

poverty. groups (where they can be separa,tely identified) 

have substantially less physical and human capital avail-

! 
1\ 
':! 
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able to them than the average for the economy. (Can 

illustrate with data for Thailand, Brazil, Mexico •••• ). 

In accounting for the variations in income levels among 

regions and occupational . groups, the bulk of the differ-

ence can be explained by the availability of capital and 

land for productive units and of education for wage 

earners (to be qualified), although in some cases a lower 

productivity of total resources in poor areas has also 

been demonstrated . 
. ( 

In respect to overhead capital, this situation tends 

to be accentuated both for poor regions and poor sections 

of the rural and urban economies. The reasons are in 

part the . greater political power of the modern sector, 

in part the limited ability of the central government to 

redistribute resources by fiscal means. Since more than 

half the cost of transportation, power, education, etc. is 

borne by state and local budgets, which are at best pro-

portionate to income levels, the gap in public facilities 

I 
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between richer and poorer segments of the community tends 

to widen over time. 

Effects of Redistribution of Growth 

The main mechanism for the redistribution of growth 

is the allocation of additional public and private invest-

ment (plus public services) to target poverty groups in 

amounts greater than their existing per capita share of · the 

total. Policies that may be used to bring about this incre-

mental redistribution include the redirection of public 

investment, incentives to private investment, extension 

services, etc. In addition to changing the composition of 

resource increments, it may also be necessary to redistribute 

~gricultural land. To produce a redistribution of income, 

the amounts of resource inputs reallocated must be suffi-

ciently large to offset any differences in productivity. 

While there is no reason to expect such differences ~o 

persist indefinitely, they may be significant in a period 

of 5-10 years, reflecting learning phenomena and limits 

! 
I 
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to absorptive capacity. 

To test the feasibility of growth targets for poverty 

groups that may seem desirabl on welfare grounds, we will 

~xamine the possibilities for incremental shifts in (i) invest-

ment in overhead facilities, and (ii) directly productive 

investment. Although we are concern~d with the welfare of 

the lowest 40% of the population, it is unlikely that 

programs of this sort can be devised to reach more than 

half of them directly through regional programs, credit to 

small farmers, urban construction, etc. By way of simpli-

fication, we can think in terms of a resource redistribution 

from a rich to a poor region (Sao Paulo to the Northeast, 

Bangkok to the Northeast), although the analysis applies 

equally to any other target group. 

The analysis(being worked out by Ahluwalia) will assume that 

a large enough proportion of GNP will be transferred to the 

poor region (20% of population?) to increase its share in 

,{ 
I 
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incremental investment substantially above its initial 

proportion. Given alternative assumptions as to productivity, 

savings, tax revenues, etc., regional growth will be simu-

lated in a simple aggregate model. (Without specifying 

I 

the market for the increased production, this exercise 

will be useful mainly in testing the plausibility of targets 

for growth of production or. employment that may be used in 

the Speech) • 

! 
I 



Lor11 Income 

< us $ 300 

Midcile Income 

$ J)O - 700 

High Income 

> us $ 700 

HIGH INEQUALITY 

GINl > .50 
Ratio 

Bolivia (138) 9.2/57.7 

El Salvador (249) 12.0/61.4 

Honduras (224) 7.3/67.5 

Iran (192) 12.0/57.0 

Sierra Leone (139) 10.0/67.0 

Costa Rica (340) 13.8/60.0 

Co s ta Rica (423) 14.0/60.0 

Jamaica (388) 8. 2/61.5 

Lebanon (454) 13.0/61.0 

Mexico (419) 10.5/58.5 

Hexico (464) 10.2/65.8 

GINI 

. 53 

.52 

.61 

• 51 

.61 

.5! 

.503 

.56 

.52 

.5 

~ 

MODERATE INEQUALITY 

GU:I = 40-50 

~ 
Ceylon (126) 14.0/54.0 

Taiwan (14 7) 14.0/52.2 

Dom. Rep. (234) 13.0/54.0 

Guyana (2 72) 14.0/45.7 

India (83) 14.0/52.0 

Iran (279) 12.5/54.5 

Philippines (149) 12.1/56.4 

Philippines (150) 11.6/55.4 

Tanzania (70) 14.0/57.0 

Zambia (150) 14.f./57.0 

Argentina (681) 17.3/52 .0 

Chile (427) 13.0/56.8 

Costa Rica (423) 14.7/50.6 

Uruguay (460) 14.3/47.4 

France (1159) 11.6/51.1 

France (1373) 9.5/53.7 

Puerto Rico (988) 13.7/50.6 

Venezuela (752) 13.3/29 •• 7 

GJNI 

.4t 

.45 

.47 

.40 

.46 

.47 

~ . 
.48 

.49 

.42 

.49 

.43 

.42 

.46 

if 
.44 

.44 

Figures in Parentheses are per Cupita income in 1964 U.S. $ for nearest yea:r 

Ratios ~re r~tio of bottom 40 p0rcent to top 20 percent 

LOW INEQUALITY . 

GINI < 40 

~ Qlli!. 

Ceylon (155) 17.0/46.0 .37 

India (75) 20.0/42.0 .33 

Korea (180) 18.0/45.0 .36 

Libya (220) 23.5/37.0 .26 

Pakistan (83) 17.5/45.0 .37 

Japan (515) 0 15.3/46.0 .40: 

Spain (572) 17.0/45.2 .37 

Yugoslavia (428) 19.0/41.3 ·.33 

Yugoslavia (451) 18.5/41.5 .33 

Canada (1754) 19.8/39.0 .31 

Canada (2057) 20.0/40.2 .32 

Hungary (870) 30.0/26.0 .14 ° 

N. Zealand 

~1~~ 
22.0/39.0 .30 

U.K. 18.8/39.0 .32 

u.s. (3195) 15.0/44.0 .39 
L ' 
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rt s. McNamara, President Hay 8, 1973 

Hollis • Chenery, ~~ Development Policy 

1973 Annual Speech 

1. Attached is a paper describing the analytical 
background for the annual speech. This frrunework should 
help us to define better the target poverty groups, to 
identify realistic objectives for governmental programs 
(and ours) in dealing with the poverty problems. 

2. The principal conclusions which emerge are: 

~ 

A. The rates of growth of income by quintiles show 
significant differences as between countries. • 
For instance, the income of the lowest 40% grew 
at l~ss than half the rate of GNP. • In India, 
where the distribution of income is not very 
skewed, the rate of growth of income of the 
bottom 40% was, however, also less than half 
the national growth rates. By contrast, in 
Mexico with its very unequal distribution of income, 
the income of the lowest 40% grew almost as rapidly 
as GNP. This suggests that from a policy viewpoint, 
we should focus more on the· shares in growth of the 
income groups in relation to the1r average shares 
in total income. 

B. The diagnosis and the prograns ·should focus on how 
to redistribute the benefits of growth rather than 
red1~tr1butin nQgme- While 1 nay still e 
~ecessary to redistribute asset~ (e.g. land}, 
the concept of redistributing the benefits of 
growth is a more acceptable and operationally 
meaningful target for governments to focus on. 

c. 

I 

It follows that we should evaluate the performance 
of countries differently than we do now. Table 3 
shows the G1~ growth rates of 13 countri~s and their 
growth rates if equal \'teight were given to each 1% 
increase in income by any member of the society. 
Both our judgements on performance and creditworthiness 
depend largely on overall and sectoral growth rates. 
Using-equit¥ _W · 'ng would substantially change 

1 

our assessments. In addition, the use of poverty 
weighted growth rates provides a different framework 
for project analysis. Investment programs aimed at 
the poor would have a much more favorable rate of 
return than they do in the standard GNP derived analysis. 
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3. During your absence, we will incorporate these 
concepts, plus the suggestions in the Yudelman paper, 
into a revised technical draft for the speech. 

Attachment 

EStern/HBChenery:lm 



A CONCEPTU.l\L F RA1·1EvJORK FOR THE Ar 1ALYSI S OF POVERTY 

H. B. Chenery and Montek Ahluwalia 

More than half of last year's Address to the Governors 

was devoted to a discussion of social equity in relation to 

development policy; some aspects of this theme will be elabo­

rated this yea~ and probably next. Sine~ the speeche~ them~ 

selves cannot _ give a very complete diagnosis o"f the sources 

.. 
• ' 

of poverty and the merits of alternative -policy approaches, it 

is important for us to develop for internal use a conceptual 

fr~ework . that can guide tlie drafting and the further elaboration 

of these themes • . Given the limited extent of scientific investi-

gation in this field -- in contrast to the vast amount of specula-

tion and political rhetoric -- the conceptual framework can only 

consist of a set' of working hypotheses that will be elaborated 

or discarded in the light of ongoing research. Some of the 

elements of empirical evidence and policy diagnosis that are 

most relevant to this year's Address are set out below. 

I. RELATIVE AND 'ABSOLUTE NEASURES OF POVERTY 

1. · Size D~stributiort of ·rrtcome. Since few developing 

f countries have reliable time series on the size distribution 

·} of ~ncome, empirical generalizations must rely heavily on 
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intercountry comparisons. Some classification of countries 

is also useful in the discussion of policy, since the nature 

of the poverty problem varies considerably with the economic 

and social structure. 

The Development Research Center (Tiemann} has now 

compiled and analyzed data on the size distribution of 

income for 61 countries: 44 less developed, 13 developed, 

and 4 centrally planned. The tabulation includes twelve 

developing countries having some basis for comparison of 

changes over a recent five to ten year period which are 

analyzed in th.e next section. 

Two types of summary measure have been found useful 

in comparing income distributions; decile shares and the 

coefficient of concentration (Gini c~efficient} .!/ In focus~ng 

on lower-end poverty, it is appropriate to compare the share of 

income (of individuals or households} received by the poorest 

40% (this is an a~bitrary measure, but less ·sensitive to error 

than the lowest 20%}. 'Redistributive possibilities are shown 

by the share received by the upper 20%. 

1/ Decile figures are consolidated in the Lorenz curve, which 
is obtained by plotting the cumulative percent of recipients 
against the cumulative share of income. The Gini coefficient 
·(which is defined as the ratio of the area between the Lorenz 
curve and the diagonal to the area under the diagonal} measures 
overall inequality; lower values indicate greater equality. 
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Table 1 gives a cli~sification of 29 less developed and 6 

developed countries by income level and inequality (a more complete 

listing will be given in the next draft}. With few exceptions, the 

same classification would result from using the ratio of the share 

going to the top 20% to that of the lowest 40% in place of the Gini 

coefficient. 

This classification tends to .cohfirm the hypothesis advanced 

by Kuznets and Myrdal in the 1950s that income distribution tends 

to worsen in the course of development,, but that this tendency is 

offset at higher levels of income · by redistributive measures and 

the spread of modernization. Countries with a high degree of 

inequality are shown to be condentrated in the $200 to $500 income 

bracket. The poorest countries '(few of which are shown here} have · 

more equal distributions because economic development is just getting 

started. 

The main factor causing the growing inequality that is 

characteristic of the middle-income countries is the greater dynamism 

of the modern sectors of industry and agr~culture, combined with 

their _ greater access to resources and public services. Rapid popu­

lation , growth accentuates this tendency, since it prevents the 

modern sector from absorbing all of the increments to the labor 

force at rates of growth of less than 8 or 9%. 

Table 1 is useful in illustrating the range of observed 

variation in income distribution; which can be related to their 

social structure and economic policies (cf. Adelman paper}. This 
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tabulation ·also suggests that we should consider acoefficient of 

concentration of .40 -- or a share of the lowest 40% of 17% of ( 

GNP -~ as relatively favorable, and concentrate attention on 

countries in which income distribution is more unequal. The 

extent of change in the developing countries for which several 

observations are available is analyzed in Section II . 

• 
• 
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2. The International· Dist·ribut·ion· ·o·f Poverty. 

For most purposes, relative measures of poverty within 

countries are needed since action will be taken by the government 

of the country. International measures based on some absolute 

standard of poverty are of some use in focusing world attention on 

the problem and in the allocation of IDA and other sources of inter-

national assistance. 

Since passing reference is made in the Speech to this question, 

we are compiling a rough breakdown based · on per cap~ta GNR by major 

country and the coefficient of conc.entration, which together will 

indicate the proportion of the population fa~ling below a given 

income level ($50 GNP per capita), measured at average exchange 

rates.~ For comparative purposes, a rough correction for non-traded 

goods and services will be made, which will have the effect of raising 

the poverty level to say $100 GNP per 'capita {if comparisons to more 
\ 

advanced .countries are implied). _. 

3. Targe·t · Grou·ps. ·since poverty programs are designed to reach 

particular ·ta!get groups -- small farmers, landless laborers, urban 

unemployed, etc. -- it. is important to determine the relation of 

each to the overall poverty problem in each country and the economic 

characteristic of each group. For this purpose the size distribution 

of income by itself is of little use, and we need a cross-classificati 

indicating the relation between the main occupational sectoral and 

regional cat~gories ~nd the overall distribution of poverty • . 

Although this type of analysis has only been done for a very 
I 

few countries (Puerto Rico, Brazil, .•. ),we will assemble the avail-

able material over the · next month to get a better idea of the "povert~ 

t- l ~ 2- ~ ~r ~.~ 
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profile" in several cases. At a minimum, it is important to have 

an idea of what proportion of the problem we are covering in the 

typical target groups that are discussed and what proportion of 

a country's resources might be used for a given type of program. 

Two dimensions of the problem on which considerable information 

is available are the rural-urban split and the per capita income 

by region in the larger countries. {Kuznets 1963 article also 

contains an ext~nsive discussion of the variation in labor returns 

by major econom~c sectors among countries.) 
, 

Next year's Address will presumably cover other aspects of 

poverty and we should by then be in a better position to fill in 

the profile in more detail. This approach also forms the background 

for the Bank/Sussex paper on distribptional pol~cy. 
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II. . RECONCILING GROWTH AND DISTRIBUTIONAL OBJECTIVES 

The recognition of the importance of income distribution 

and employment by policy makers has not yet led to an adequate 

restatement of social and economic objectives for development 

policy and project evaluation. After giving considerable 

thought to the alternative approaches (which was a main topic 

of our Bank/Sussex meeting at Bellagio) , we have developed a 
. . 

more precise formulation of the concept of ·"redistribution 

through growth", which we pro20se for incorporation in the .. 
( Address. It is based on the observations .that (a) relatively 

! little can be done through redistribution without growth, and 

(b) ·the formulation should be suffici~ntly flexible to allow 

policy makers to incorporate their ·own preferences in an 
I 

acceptable common framework. 

It is almost universally agreed that sociai policy should 

give greater weight to the ~elfare of the .poor than is i~plied 

by the GNP meas~re of economic performance. Most people would 

also agree that the absolute increase in consumption of the · poor 

is the critical element rather than the increase relative to 

the rich (although it may also be considered desirable to reduce 

luxury consumption in order to limit its demonstration effects}. 

On these assumptions, we can express the growth of social 

welfare as the weigh~ed average of the growth of consumption 

of different income groups. Dividin~ the population into 

quintiles by income level, this means: 
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where G is the rate of .growth of social welfare and g1 ... g5 are the 

growth rates of the five size groups. 

The GNP index gives equal weight to each dollar of income, 

which implies that the weights are the shares of each quintile in 

the national income. Typical shares for developing countries 

would be: 
? 

~ wl = .51 
I 

w2 = • 2p ( 

w3 = .11 
" 

W4 = .08 

ws = .05 

The GNP index therefore measures essentially the growth of the 
. . 

upper 40%, who account for three quarters of the total, and is 

not much affected by what happens to the remaining 60% of the 

population. 

Although any number of alternative weighting systems 

can be devised, one which is · firmly rooted in liberal philosophy 

is the notion of "one man, one vote". In economic terms, this 
K,ti).;~l ?_ 

means _ giving equal weights to each incorne group. One way of doing · 
A 

... 

this is to assume that a 1% increase in consumption in one decile 

group would have equal value with a one percent increase in any 

other decile. This implies that a dollar increase to the lowest 
I 

quintile would be valued at~times a dollar to the upper quintile 

for the example above. The "egalitarian" welfare index constructed 

on this principle is simply the average of the growth rates of each \ 
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income category weighted only by the numbers of people in 

group. 

For many individuals (and some countries) , egalitarian 

weights are not sufficiently radical. They would put most 

(or all) of the weight on the consumption increases of the lower 

groups. To illustrate the effects of such "poverty '"'eights", we 

will _ give a weight of .67 to the growth of the lowest 40%, of .33 

to the next 40%, and of zero to the top 20%. 

Effects bf Welfare Weights. This form of analysis is applied in 

Table 3 to 12 developing countries (plus Finland) for which we 

have measures . of the change in income distribution over an interval 

of five years or longer. To minimize the effects of random fluctua­

tions, we treat only three income classes: the top 20%, ·the middle 

40%, and the lowest 40%. Growth rates for these three groups for 

the relevant period are shown in columns (1) to (3). The effects 

of the three we~ghting systems are _ given in columns (4) to (6). · 

Measures of the income distribution in the terminal year are given 

in columns (7) to (9), and the shares of the increase in income· 

over the period going to the upper 20% and lowest 40% in columns (10) 

and (11). For _ graphical comparison, the _ growth rates of the top and 

bottom_ groups are plotted against GNP growth in Charts I and rr; · 

which also include some advanced countries. 
. ' 

Table 3 rev~als a great variety of country experience, demons-

trating that the use of either egalitarian or poverty weights would 

substantially alter our assessment of the relative performance of 

the 13 countries. 
~fA') 1{J., 

tl t l. . 6 b 
lNf'> fe-() )I 0 I 'i) i. l .r ic 
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--In four countries (Brazil, Panama, Mexico, and India), 

performance is notably worse when measured by either 

set of welfare weights. Perhaps the simplest way of 

·describing the worsening of the income distribution in 

these countries is to say that between 62% and 85% of 

the increment of GNP went to the top 20% -- raising its 

share by 5% of GNP or more -- while the increment to 

the lowest 40% (Column 11) was less than their initial 

• share. Using welfare weights, Mexico, Br~zil and ~anama 

are shifted from abov~-average to below-average performers. 

--In three countries (Ceylon, El Salvador and Colombia) ·, the 

incomes of the lower groups have been increased faster 

I. than those of the top 20%; their performance measured by 

poverty weights is therefore considerably better than that 

shown by the GNP index. These cases indicate the feasibility 

of raising t~e share of the lowest 40% by 1% of GNP per 

decade by maintaining the incremental share of the lowest 

. group some 20% _above its initial share, while the top 20% 

receive correspondingly less of the increment. 

--Two countries (Korea and Yugoslavia) had already achieved 
' 

relative~y equal income distributions by· the early sixties 

a~d have grown with little change. Where there is little 

scope for further redistribution, all three weighting 

I systems give equal results and the GNP index is an adequate 

welfare measure. 
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~tj_Policy Implications. Until there has been further statistical 

work on income distribu-tion, we should be cautious about drawing 

policy conclusions for individual countries. However, the general 

patterns of change shown here are confirmed by other evidence, and 

the method of analysis provides a useful guide to policy formulation. 

Principal policy conclusions are the following: 

--Redistributive policies should be stressed in countries 

in which the lowest 40% receive less than 15% of the . 

GNP or the top 20% receive more than 50% with emphasis 

in proportion to the departure from these levels. This 

group would include almost all of the ·" countries of high 

and moderate inequality in Table 1 (Gini coefficients 

greater than .40). 
~-d 

--As shown in Chart·r, the overall growth of GNP is eft€ 
l~?._e._f~~-r 

~fi determinant of the growth of the lowest 40%; in 

half the countries the two rates were within 1% of each 

other. Countries in which the growth of the lowest 40% 

-,~·Jags by more than 1% should receive particular attention. 

{It may be noted in passing that Finland and France are 

in this category before taxes, put probably not after 

taxes.) 

--Growth rates of the lowest 40% can be maintained at 

1% or so · above the growth of GNP for 10 to 20 years in 
I 

countries where the initial distribution is quite unequal 
~w\-

to start with,~this difference cannot be maintained but 

for longer. periods. 



These examples also suggest several ways of describing 

redistributive policies: 

as giving _ greater weight to lower income groups. 

Egalitarian weights would be sufficient for most 

purposes, and would also provide a convenient basis 
---------

for measuring the shadow prices needed for project 

evaluation. 

as giv~ng the poor a larger share in the increment 

to GNP than their existing share. This is a simple 

formulation .and illustrates the main conclusion.of 

the analysis~ but it has less value in .judging alterna-

tive policies. 

The extent to which governments are able to redistribute 

income is of course determined by factois such as political will, 

administrative· capacity, and the need to change the distribution 

of physical and human capital. The latter constraint is taken up 

below. 

, . 
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. 
. III. LIMITS TO l;)TSTRIBUTIONAL 'POLICIES 

While the speech will outline various types of distri-

butional policies, it will focus on those that governments can 

implement directly, largely through the reallocation · of budgetary 

resources, external assistance, and government personnel. In 

suggesting how much can be achieved for lower income groups over 

a period of ten to twenty ye·ars by this type of program, we need . 

to . consider it in the context· of the · government's total budgetary 

resources and other resource limits. This will be done here on 

an illustrative basis, assuming a · resource transfer large enough 

to implement a policy of "redistribution through growth" that:-

----~-----------------------transforms an uneq~al into a relatively equal distribution within 

twenty years. 

Poverty . groups (where they can be separately identified) 

can be shown to have substantially less physical and human capital 

available to them than the average for the economy. (Can illustrate 

with data for Thailand, Brazil, Mexico.~ .• ) • . In accounting for the 

variations in income levels among regions and occupational groups, 

the bulk of the difference can be explained by the availability of 

capital and land for productive units and of education for wage 

earners (to be qualified), although in some cases a lower productivity 

of total resources in poor areas has also been demonstrated. 
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In respect to overhead capital, this situation tends to be 

accentuated both for poor regions and poor sections of the rural 

and urban economies. The reasons are in part the greater political 

power of the modern sector, in part the limited ability of the 

central government to redistribute resources by fiscal means. 

Since more than half the cost of transportation, power, education, 

etc. is borne by state and local budgets, which are at best pro­

portionate to income levels, the gap in public facilities between 

richer and poorer segments of the community tends to widen over 

time. Possibilities for reversing this trend are illustrated in 

the following examples. 

, . 

\ 
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Resource Implications of Distribution Via Growth 

The essence of distribution via growth is that government policy 

should concentrate on raising productivity and income levels in lo1ver income 

groups. Since the diagnosis of poverty in these groups is _ the lack of human 

and nonhuman productive assets, public policy must aim to provide an approp-

riate package through various types of public inves~~ents and institutional 

support. What are the resource implications of such a strategy? One way of 

examining this question is to identify the share of total capital resources 

owned by poverty groups such as the- lowest 40 ~ercent and to project changes 

in this share over time to achieve distributional goals. These target changes 

can then be compared with projected ownership in the absence of any poverty 

oriented development strategy and the difference can be interpreted as "re-

source transfer requirements" to be achieved -largely through public invest-
' 

ment and poverty oriented development progr~s. .An illustrative example with 

plausible numbers is given below. 

We divide the economy into three income classes: · the top 20 percent 

the middle 40 percent and the lowest 40 percent and the income structure of 

such an economy is summarized in Table 4 below. ·Col. 1 shows shares -of total : .. , .. ·_ 

income accruing to each group and reflects median values for ~DCs with rela-

tively unequal income ~stributions as reported in various size distribution 
1/ ·_ 

estimates.- In our table total income comprises three sources of income: 

Si~e distribution data refer to personal income which excludes undisbibuted 
corporate profits and institutional income but our example is consi~tent 
with the necessary corrections. 
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Profit income which includes essentially modern sector profits 

and income from property of various kinds; 

Wages and salaries which includes wage payments to labour in 

the modern sector and also the agricultural sector; 

Income from self-employment which includes both high and low 

productivity self-employment. 
.... . 

These income categories constitute 3D percent, 40 percent and 30 percent 

respectively of total income and are distributed as shovm in Cols. 2,3 and 4. 

The distribution between income classes is arbitrary but not unresonable 

since it is made consi?tent ~rlth total income shares estimated independently. 

I 
Profits go entirely to the top 20 percent while both wages and income from 

self-employment are distributed to all three income classes as shown. 

Table 4 

Income Structure: Table Income 100 

1 2 3 
Share of Cop1ponents of Total Income 

Total Income Profit ~'}ages Self-Fmployment 

Top 20% &J .30 10 20 

V.d.ddle 40% 30 - 20 10 
I 

cl 10 - 5 5 jO ~owest 40 

. -
TOTAL 100 30 35 35 
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The incomes of the lowest 40 percent consist of wage income (mainly 

unskilled labour) and income from self-employment which would include small 

farmers, artisans a"1d other small craftsmen. .Any distribution cum growth 

strategy must aim at increasing the share of these components of total income 

through additional employment, upgrading of labour by education, and pro-

vision of capital, infra-structure and other resources for productive self-

employment. Most of these require substantial investment of additional 

resources to supplement the existing share of the bottom 40 percent in both 

human and non-human capital. The magnitude of this transfer is estimated 

below on the basis of (a) an estimate of the change in share of capital stock 

and (b) an estimate of investment implications of this change in share. 

a) Redistribution and Share in Capital Stock of Lowest 40 percent 

It is obvious from the composition of income of the lowest 40 percent 

that the capital stock ownership of this group consists of assets owned by the 

self-employed. If we take half of ·all self-employment income to be capital income 

or"profits" the total profits in the economy amount to 47.5 units of which only 

2.5 units accrue to the bottom 40 percent. If this is taken as a measure of capital 

stock ownership it implies a share of about 5 percent in total capital stock, _._which 
I ' 

is fairly reasonable given a 10 percent share in total income and the heavy depen-

dence upon wage incom~s in this group. 

The next step i~ the analysis is to identity the target share of capital 

resources•that should be owned by the lowest forty percent to achei;e stated 

distributional goals. We assume that the distributional goal is to raise the share 
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of income of the lowest 40 percerrt from 10 percent to 20 percent - a very large 

shift by any standards since it represents the highest levels achieved in the 
, 

countries listed in Table 3. Let .us consider the implications of achieving this 

target through expanded income from self-employment. This requires self-

employment income to expand from 5 percent of income (Table 4) to 15 percent. 

Assuming a constant average capital output ratio, this increase requires a three 

increase in the share of capital stock owned by the lowest 40 percent from about 

5 percent to 15 percent. This target change in the sl).are of capital stock must 

then be translated into investment requirements. 

b) Targets for Investment Allocation 

We assumethat the capital stock in the economy will grow at _about 5 

percent per annum with a net investment rate of about 15 percent of GDP (This 

is consistent with an over all growth rate of slightly more than 5 percent in 

GDP). Table ~ sununarizes the implications· for achieving the target · share in 

capital stock in 10, 15 and 20 years respectively. For each terminal year the 

volume of the total capital stock is shown (base = 100; projected growth at 5 

percent per annum). Column A gives capital ownership in the absence of re-

distribution when we assume that shares of each incqme group will remain stable 

compared to the base year. Column B gives the target capital ownership by 

applying the target share to the terminal year capital stock. The difference 

between the t\10 gives , .the resource transfer to be achieved over 
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the period. This transfer can be expressed as a proportion of total 

net investment over the period which is equal to the difference 

between terminal year capital stock and base year CtJ.pi tal stock. 

Since we lmoH that . the net investment rate is 15 percent of GDP we 

can express the transfer of resource$ as in the ape~e~t 

. ~ / 

ro1-1 5- of Table 5. 

Table 5 

Investment Implications of LOublins Share 10f LoHest 40 

Case I / Case Case III 

Base I 
I 

Year 1 

. I 
Terminal Yea Terminal Year 20 Terminal Ye~r 10 

I A: I B:· A: ~~ = B: 
~Vi thout 1 V\6.th Without Without . \-lith 
Reclist Reclist Reclist Redist Redist --- --- ----

Capital Stock 100.0 208 .o 265.0 
a) 0-m1ed by lowest hO% 5-9 10.4 13.3 

b) Owned by rest 95.0 197.6 176.8 

Total Net Investment 

Over Period: ·6.3.0 63.0 108.0 108.0 16S.o 

Total Transfer Over Period 16.·3 20.8 

Transfer as % Net Inv. 25.9 1 ~·3 

Transfer as % GDpll J.9 2.9 

1/ Since Net Investment is 15 percent of GDP this figure is obtained by 
multiplying the figure in row 4 by • 15. 

16~0 

26.5 

.-- 16.1 

2.4 

'!he simple simulation described above shows that the r ·esource transfer 

required to achieve a doubling of the share of the lowest hO percent amounts 

to 3.9 percent of GDP if the target is to be achieved over a ten year period 
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and declines to 2.4 percent of GDP as the horizon is extended to twenty 

years. It is obvious that similar exercises can be undertaken to show 

that for any given time horizon the proportionate resource transfer will 

be smaller for more modest increases in the income share of the bottom 

40 percent. Raising income share from 10 to 15 percent, for example, calls 

for resource transfers between 2 percent and 1.2 percent of GDP, depending 

upon whether the 10-year horizon or the 20-year horizon is assumed. 

Drawing conclusions from essentially illustrative numerical examples 

obviously calls for extreme caution. The calculations above are presented 

as suggesting the following: 

(i) Quite substantial changes in income shares and as-

• 
set concentration patterns can be achieved by operating 

on the increment to ·capital stock providing governments are 

willing and able to divert between 2-4 percent of GDP to 

asset formation to support lower income groups. 

(ii) A strategy of direct support ,of consumption will in the 

long run be more expensive th~n allocation of resources to 

build up .productive potential at lower income levels.· This 

is not an argument against consumption trans·fers but it points 

to the importance of designing effective programs to increase 

productive potential as a ''self-supporting" ·long run strategy. 

(iii)The volume of resource transfer required is ' not small 

but neither is it totally infeasible especially .if resource 

mobilization and performance in this field can be adequately 

supported by external resources. Resource transfers of this 

order of magnitude have been carried out in Southern Italy, Yugo-

slavia, Ceylon and Brazil. It is obvious that in some cases the 

object of the resource transfer (supporting productivity at low 

income levels) may not be achieved. Indeed the design of invest-
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ment programs to ensure that they reach target groups may well prove the 

most intractable problem. · .. 

Attachments 
Table 1 
Table 3 
Chart I 
Chart II 

, . 



Lo•..r Income 

< us $ 300 

. ~iidcile Income 

$ J)O - 700 

- (_ 

High Income 

> us $ 700 

HIGH INEQUALITY 

GINl > .SQ 

Hatio 

Bolivia (138) 9.2/57.7 

El Salvador (249) 12.0/61.4 

Honduras (224) 7.3/67.5 

Iran (192) 12.0/57.0 

Sierra Leone (139) 10.0/67.0 
-

Costa Rica (31~0) .. 13.8/60.0 

Costa Rica .(423) . 14.0/60.0 
-

Jamaica . (388) 8. 2/61.5 

Lebanon (454) 13.0/61.0 

I.---Mexico (419) . 10.5/58.5 

1- .:.:.:.: i c 0 (464) 10.2/65.8 
-

Gr.H 

.53 

.52 

.61 

.'51 

.61 

Table 

NODERATE INEQUALITY 

ca:;r = 40-50 

~ 
Ceylon (126) 14.0/54.0 

Taiwan (14 7) 14.0/52.2 

Dom. Rep. (23!t) 13.0/54.0 

Guyana (2 72) 14.0/45.7 

India (83) 14.0/52.0 

Iran (279) 12.5/54.5 

Philippines (149) 12.1/56.4 

Philippines (150) 11.6/55.4 

Tanzania '• (70) 14.0/57.0 

·Zambia (150) 14 .(,/57 .. 0 

.5:t Argentina (681) 17.3/52.0 

.503 · Chile (42 7) 13.0/56.8 

,56 Costa Rica (423) 14.7/50.6 

.52 Uruguay (460) 14.3/47.4 

~-~~ 

France (1159) 11.6/51.1 

France (1373) 9.5/53.7 

Puerto Rico (988) 13.7/50.6 

Venezuela (752) 13. 3/29'. 7 

~ 
.46 

.45 

.47 

.40 

.46 

.47 

~ 
~ 
.48 

• 49 

.42 

.49 

.43 

.42 

.46 
;j,o 
.44 

.44 

Fi~es in Paren~~e~es are per C~pita income in 1964 U.S. $ for nearest year 
Ratios nrc r~tio of bottom 40 percent to top 20 percent 

LOW INEQUALITY . 

GINI < 40 
-

~ 'Qllil •. 

Ceylon · (155) 17.0/46.0 .37 

India (75) 20.0/42.0 ·.33 

Korea (180) 18.0/45.0 .36 

Libya (220). 23.5/37.0 .26 

Pakistan (83) 17.5/45.0 .37 
' 

. ~ . 
Japan (515) .. 15.3/46.0 .40: 

Spain (572) 17.0/45.2 .37 

Yugoslavia (428) 19.0/41.3 ·.33 

Yugoslavia (451) 18.5/41.5 .33 

Canada (1754) 19.8/39.0 .31 

Canada (2057) 20.0/40.2 .32 

Hungary (870) ·. 30.0/26.0 .14 . 

N. Zealand 

~ 
22.0/39.0 .30 

U.K. 
c 

18.8/39.0 ,·32 

u.s. (3195) 15.0/44.0 ·.39 

~-

, 
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Table 3: INCOHE DISTRIBUTION AND GROWTH 

I. Income Growth II. Annuai IncrPase :m HeiTare · III. Income Distribution IV. Share of Increase to 
(A) (B) (c) 

Upper Middle Low~st GNP Equal PovArty Gini Share of 
Period 2o,t 4~ hot We1 ghts Wci r, hts Weights Coeft. Upper 20:. LO\ver 4ot UEper 2q:t Lower 40% 

1. Korea 64-70 13.1 . . 10.2 11.7 .11.7 11.4 J 11.3 .360 45.0 18.0 48 18 

2, Panama 60-69 8.7 9.0 3.1 8.1 6.6 5.1 .537 59.3 9.4 62 5 

3. Iran 59-68 7.5 a·. 1 8.5 8.0 8.4 IJ 8.6 . .473 54.5 12.5 52 13 

4. Mexico 63-68 6.1 6.7 4.8 X 4.5 .579 . 65.8 
- . -- --- 9.0 1.3 10.2 85 v" 9 

5. Costa Rica 61-69 5.9 5.1 6.2 . 5.9 5.9 6.0 .504 6~.0 14.0 60 . 15 

6. Colombia 64-70 h.8 7.4 7.3 5.8 6'.8 7.3 .542 59.5 . 9.4 51 11 

7. Brazil 60-70 6.3 4.7 1.2 5.4 3.6 ;\' . 2.4 ·.614 66.7 . 6.5 74 ' 2 ..7 

8. E1 S a1vador 61-69 ).2 9.2 6.0 . 5.3 6.7 7.1 .451 Si.o 12.7 34 14 

9. Ceylon 53-~ 4.0 5.9 6.2 5.0 5.6 6.0 .373 46.0 17.0 40 19 

10. Finland 52-62 5.1 4.~ 1.9 h.8 ).8 .>( 2.8 .455 · 49.3 11.1 56 5 

11. Yugoslavia 63-68 4.3 4.3 ).6 4.2 4.0 ).8 .333 41.5 18.5 42 16 

12. India 54-63 4.7 2.7 l.h " ).6 2.66 X 1.8 .461 54.0 14.0 72 9 · 

13. Philippines •ol-65 3.0 4.7 2.4 v 3.5 3.44 ).2 .496 55.4 . '11.6 48 8 y' 

.... 
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DRAFT 
EStern/1m 
5/7/73 

TO: Mr. Robert S. McNamara, President 

FROM: Hollis B. Chenery, VP, Development Policy 

SUBJ: 1973 Annual Speech 

1. Attached is a paper describing the analytical 

-framework for the annual speech. The framework help us to 

define1Jetter the target poverty groups, to identify the 

·~bjectives of governmental programs and ours in dealing with 

:~e problems of poverty, and. it provides a focus for our 

~action · program. . __ .. :;.; .. -_ 

The pri~cipal conclusions which emerge are: 
-~ 

_.:;_-__ A. The rates of growth of income by quintiles show 

significant differences as .between countries. 

For . instance, the income of the lowest 40% grew 

at less than half the rate of GNP. In India, . 

where the distribution of income is not very skewed, 

the rate of growth of income of the b~ttom 40% was, 

however, also less than half the national growth 

rates. By contrast, in Mexico with its very unequal 

.· distribution of income, the income of the lowest 

40% grew almost as rapidly as GNP. " This suggests 

that from a policy viewpoint, it is more on the 

shares i n growth of the income groups than on their 

average shares i n to tal income . 
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B. The diagnosis and the programs should, therefore, 

focus on how to redistribute the benefits of growth 

rather than redistributing -income. It may "still be 

necessary to redistribute assets (e.g. land), but 

the concept of redistributing the benefit of growth 

is a much more operationally meaningful target for 

governments to focus on. 

C. The Bank has a welfare objective, then it follows 

that we must evaluate the performance of countries 

differently than we do now. · Table · shows the 

GNP growth rates of 15 countries and their growth 

rates if equal weight were given to each 1% increase 

in income · by any member of the society. (In the 

GNP, a 1% increase in the top income group - income 

-of $1,.000 - has a weight of 10, while a 1% increase 

in the income of the bottom group - income of say 

$50 -would be 0.5.) Both our judgements on per­

formance and creditworthiness depend largely on 

overall and sectoral growth rates. Using eq·ui ty 

weighting would substantially change our assessments. 

In addition, these use of weight growth rates 

provide a different framework for project analysis. 

Investment programs aimed at the poor would have a 

much more favorable rate of return than they do in 

the standard GNP derived analysis. 

During your absence, we will incorporate these concepts, 

plus · the suggestions in the Yudelman paper , into a revised technical 

draft for the speech. 



PPK 

Subj: Annual Speech 

The attached article by J . Grant 

'--- has some points which may be 

useful . Particulalrly note 

the table on P• 1 8 re education 

If 1-re could have more countries 

to add it v1ould be helpfulo 

Also Annex A makes an interesting 

point. 



EQUAL ACCESS AND PARTICIPATION 
vs 

TRICKLE DOWN AND REDISTRIBUTION 
The Welfare Issue for Low-Income Societies 

by 
James P. Grant 

Overseas Development Council 
1717 Massachusetts Avenue, N. W. 

Washington, D. C. 

One Asia Assembly 1973 
New Delhi, India 

February 5-7, 1973 

/" 



Equal Access and Participation vs Trickle Down and Redistribution: 
The Welfare Issue for Low-Income Societies 

by 
James P. Grant 

The unparalleled economic growth rates achieved by most developing 

countries during the 1960s brought relative affluence to many in these countries, 

but had little effect on most of the three-quarters of the world 1s people who con-

tinue to live in desperate poverty. The increased output of goods and services 

somehow did not "trickle down" to the poorer half of the citizenry as expected. 

And those developing countries such as Sri Lanka and Uruguay which introduced 

massive welfare programs to redistribute goods and services to the very poor 

have found themselves in great financial difficulty, with their economic growth 

stunted by heavy taxation and lack of capital for investment, and consequently 

with growing unemployment •. 

Yet the experience of several less developed countries with different 

ideological backgrounds during this period offers some encouraging evidence that 

an effective mix of domestic as well as international policies can be designed--

and implemented--to create new jobs, increase social services, reduce income 

disparities, and check population growth. The development record of these coun-

tries indicates, contrary to the assumptions of the 1960s, that policies which 

enhance social equity need not deter, and may even speed up, overall economic 

growth. We are learning that if the little farmers and the nnderemployed urban 

workers are provided opportunities to participate in the development process equal 

to that given the traditionally advantaged and more affluent, larger farmers, 

entrepreneurs and skilled workers, they too can become highly productive, 
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with high capability for savings and effective investment. Their output can 

"trickle up" to accelerate significantly the development process. 

GNP and Human Welfare 

During the 1960s, the developing countries achieved a 5. 5 per cent 

average annual increase in gross national product (GNP)--a rate unequalled 

by the developed world at any time in its history. But in many of these coun­

tries, unemployment levels nevertheless continue to increase, some even 

exceeding those of the Great Depression in the United States; the income gap 

between the poorest half of the population and those relatively well off is 

actually widening, and urban squatter settlements are mushrooming because 

of massive rural migrations. In -many areas, these problems .become more 

unmanageable every day because population growth continues unrestrained. 

Thus the experience of most developing countries over the past decade 

indicates that a rising GNP growth rate is no guarantee against worsening 

poverty. Take the case of Mexico. By traditional standards, Mexico has been 

very successful: its GNP has risen by 6 to 7 per cent annually for the past 

fifteen yearso Yet unemployment in Mexico has been increasing at the same 

time, and the income disparity between the rich and the poor has been widening. 

This is not only because of Mexico 1s very rapid population growth (far greater 

than that experienced by any presently industrialized country, including Japan), 

but also because government policies have encouraged the use of labor-saving 

production technique so In addition, the jobs, housing, education, and health 

facilities provided by the government have generally favored higher income 

groups. In the early 1950s, the ~otal income of the upper fifth of the population 
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was ten times that of the lowest fifth; by 1969, it was sixteen times as great. 

Nor are these trends representative of Mexico's experience alone; a similar 

serious worsening of income distribution has occurred in many other countries, 

including the Philippines, Brazil, Pakistan, and Ghana. The implications are 

clear: economic growth policies in most developing countries have led to a 

dual economy which has provided considerable benefits for a sizable part of the 

population--civil servants, large landowners, and indus trial workers --but the 

underprivileged majority has shared very little--if at all--in the new prosperity. 

Development Redefined 

To continue to measure development by GNP increases alone is to 

forget that, · after all, the goal is human progress. Development planners need to be 

equally, if not more, concerned with how GNP increases than with the rate by 

which it increases. To greatly reduce malnutrition, disease, and widespread 

unemployment, the poor countries need to expand their goal of economic growth 

to encompass jobs and minimum standards of health, nutrition, education, 

and income. Their development needs to be evaluated in terms of improve-

ments in these factors for most of the population, not only in terms of overall 

economic growth. What is urgently needed is increased experimentation with 

development strategies that will harness the human resources of the poor coun­

tries more effectively and distribute the domestic benefits more evenly. 

A New Development Strategy 

There is growing evidence that policies that are carefully designed to 

raise the income of the poorest half of the population by il~tcreasing their ability 

to participate in the development process can actually accelerate, not hinder, 

growtho 
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The role of savings provides a good example. It has long been a 

premise o£ most economists that the rate at which poor people save is 

very low because they spend any additional income on consumer goods and 

services. Hence, in the low-income countries, most government policies 

to increase savings and investment--the necessary precondition for 

economic progress--generally have been aimed chiefly at the higher income 

groups and larger firms. Conventional economic wisdom thus had a built-iri 

conflict with social justice, at least in the short-run, in that it favored the 

already successful and underestimated the role of the little producer, who 

was considered both inefficient and unwilling to save. 

But we are now learning a different lesson from the savings performance 

of urban workers in some cities, as well as that of small farmers in a range 

of developed and developing countries. The experience of these countries is 

that the savings rates and productivity of the poor on any increased income can 

be very high if they own or rent their own economic eq1 ipment or facilities, 

and if governments encourage a nationwide network of institutions and economic 

incentives to support their participation in development. 

+n Singapore, an imaginative, popular withholding scheme, requiring 
\ 

both the worker and the employer to contribute an amount equal to 12 per cent 

of the worker's salary, finances the down payments for their flats and subsequent 

mortgage installments. The benefits of these savings are not deferred until 

some remote retirement date. Through largely self-financing devices such as 

this, a majority of Singapore's slum-dwellers have dramatically improved their 

living conditions in the past ten years. In Japan, Egypt, South Korea, Taiwan, 
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and Yugoslavia, small farmers--who have achieved extraordinarily high per 

acre yields on farms averaging 2 to 3 acres with the help of credit and 

technical advice from effective farmers 1 associations--have also shown that 

they can provide much of the savings needed for development. We know that 

the marginal savings rates of the small farmers in Taiwan, for example, 

ranged from 30 to 50 per cent during the 1960s. 

There is a similar beneficial impact on per acre productivity and 

employment where the small farmer has effective access to credit, market-

ing facilities and technology. We have long been told that the small farm 

is "inefficient 11 and 11less productive 11 per acre than large farms. This simply 

need not be true, as is shown by Table I below. 

Table I 

India Taiwan 
(Value of Output per Acre- Rupees) (Net Farm Income per Acre­
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Sources: Taiwan - Raymond P. Christensen, TuL\van 's Agricultural 
Development: Its ReleJ•ance for Developing Cotmtries Today (Washing· 
ton, D.C.: Economic Research Service, U.S. Dept. of Agricul turc, 1968), 
p. 41. India - Lester Schmid. Relation uf Si::e of Farm to 
ProJuctiriry (Madison, Wise.: Land Tenure Center, University of Wis-
consin). -
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The crucial difference in productivity in the countries shown in Table II 

below and in Annex A and B is not cultural habits toward work, but how 

the agricultural system is organized. In those countries where small farmers 

have access to credit and other facilities, they work hard and are productive. 

Where given the opportunity as in Northeast Asia and Egypt, small farmers 

are demonstrating a very high capacity to employ greater amounts of technology 

and labor to complement rather than to substitute for each other. 

Country 
Japan 
Taiwan 
Korea 
Sri Lanka 
Philippines 
Pakistan 
India 
Thailand 

Net Agricultural 
Production/hectare 

(in U.S.$) 
1,350 

696 
477 
352 
186 
169 
133 
112 

Agricultural Working 
Population/lOG hectares 

216 
195 
196 
120 

71 
109 

90 
110 

~:~Asian Productivity Organization (APO), Report on the Expert 
Group Meeting on Agricultural Mechanization, Tokyo, 1968, 
Vol. II, Table 10, pp 23-24. 

The average small farmer in Northeast Asia is far more productive per acre 

than his counterpart in the Indian or Pakistan Punjab, primarily because the 

entire agricultural support system of credit and marketing institutions, 

agricultural extension, and farm technology is designed to serve the average 

farm of just over 2 acres. (The legal maximum is 7i acres.) The Indian 

agricultural system, on the other hand, is geared to providing effective support 

for larger farms, and the Pakistan Punjab system for still larger farms. As 

a result, the smaller farmers in these South Asian countries do not have 
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adequate access to credit or to technology appropriate for small farms and 

are far less productive than they should be. Their small farms are described 

as "inefficient" when the real fault lies with the system rather than with the 

farmer or the size of his farm. 

Under a different system and after considerable experimentation (including 

sizable unemployment in the 1950s when following the Russian capital-intensive 

model), China since the early 1960s has been following a set of policies with many 

similarities to those pursued by the Northeast Asian countries, including Japan at 

an earlier period: an agriculture which is far more labor-intensive than that of 

most developing countries, a decentralized, small-scale industry which also has 

been far more labor-intensive than that of most developing countries, a "manage-

ment system" for agriculture and rural industry based on an essentially cooperative 

structure built around the commune (township farmers 1 association), and sub-

ordinate ''production groups" (village co-ops), a heavy industry which is capital-

intensive, and, finally, an extensive system of social services far more effective 

than those found in rr.ost developing countries, which provides the average worker 

with rudimentary education and health services. 

All of the countries whose development"successes" have been cited earlier 

have found a way to increase the ability of the average worker to participate 

effectively in the development process, thereby helping both the individual and 

his society. This has required not only favoring use of plentiful labor over 

. . 
scarce capital, but also providing the incentive to encourage savings, establishing 

or supporting insitutions to give small farmers and entrepreneurs ready access 

to capital and technology, and ensuring the availability of rudimentary but mean-

ingful education and health services for virtually all. Through such policies, these 

countries have made social justice a major ally of growth. Their acceleration of 

growth by full employment should not surprise us, as it not only means a stake in 

society for more people, but also increases national output by putting idle labor 

resources to work and making more efficient use of capital and foreign exchange. 
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Effective Policies in Developing Countries 

As a first major step, most developing countries need to assign more 

realistic values to capital, labor, and foreign exchange. These countries are 

generally labor-rich and capital-poor, yet many have adopted policies 

encouraging the use of scarce capital for equipment rather than making 

effective use of idle labor. Thus, foreign exchange often has been undervalued, 

with the result that labor-displacing equipment has been imported at artificially 

low prices. At the same time, most developing countries have made it far 

easier for producers to borrow money to buy equipment (often at subsidized 

interest rates) than to borrow money to obtain the working capital to employ 

~ocally available laborers. The prohibition of imports to protect import 

substitution industries frequently creates a quasi-monopoly situation which also 

favors the wholesale use of foreign technology without reference to the lower 

cost of labor in the developing country. This artificial system of pricing 

and controls has benefited a small group of entrepreneurs and skilled 

industrial workers at the expense of creating new jobs and distributing the 

benefits of growth more widely. 

Industrial Technology 

For some industries, such as steel and fertilizer, the most modern 

technology used in the West may still be the most efficient in the poor countries, 

regardless of the changes in the price structure. A modern steel mill produces 

steel much more cheaply and of much higher quality than does a small backyard 

furnace. Thus, during the "great leap forward," China decided to create 
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employment by use of small-scale technologies in the steel industry and found 

they were a very costly drain on resources. The effort created some jobs 

but only at the cost of a lower quality and higher cost product. If employ­

ment is accorded sufficient priority, this type of technology may be worthwhile, 

but it will result in lower rates of economic growth. 

However, there are a wide range of other industries, such as those 

engaged in making nondurable consumer goods, and in processing, construction 

and agriculture, where there does appear to be a viable range of technologies. 

If the price of capital relative to labor is raised, entrepreneurs can shift to an 

alternative technology, using more labor and less machinery, to produce 

equally as good a product at less cost than with the use of Western. technology. 

Let us take ditch-digging as a simple example, and let us assume that a bull­

dozer can do the same work as 120 men with shovels. If, under the typical 

price structure, a bulldozer and driver can be rented for $100 per day whereas 

the wages for a man with shovel are $1 per day, it would obviously pay a con­

tractor to use a bulldozer. If, on the other hand, the price of capital were to 

be raised 25 per cent, then it would cost the contractor $125 per day to rent the 

bulldozer, so that it becomes more profitable for him to employ the 120 men. 

In practice, of course, most decisions on industrial technology are much more 

complicated than this simplified illustration, but similar considerations apply. 

As an actual example, we can look at the rubber products industry in Asia. 

The following table from a study by Dr. M. M. Mehta of the ILO gives the 

cost of investment per worker in five Asian countries. 
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Table III 

Rubber Products, Investment per Worker 

Year $ 
Philippines 1965 2,645 
Japan 1965 1,765 
India 1963 1,272 
Taiwan 1965 756 
Korea 1966 626 

One would expect that Japan, with its high per capita income and 

availability of capital, would be using the most sophisticated technologies and 

that this would be reflected in a higher investment per worker than for the 

workers of the developing countries of the region. Instead, in the Philippines, 

because machinery was subsidized and import substitution heavily protected it 

has been profitable until recently to import Western technologies wholesale. In 

Japan, on the other hand, where machinery is more expensive than in the West 

because capital is scarcer and where the more abundant labor is cheaper, the 

technologies have been adapted to that situation. The same sort of relationship 

applies to the differences in investment per worker between India and Korea and 

Taiwan. The rubber products produced in Korea and Taiwan appear to be just 

as good and just as profitable as those made in India, and they provide nearly 

twice as much employment for a given amount of investment in the industry. 

There are many other industries with similar examples in which more labor-

intensive products can be competitive, given the right price structure. 

But where are these technologies to come from? Here we encounter a 

vast vacuum of knowledge that needs to be filled. In some cases Western 

machinery can be adapted as has been done so effe ctively in Northeast Asia. 
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Alternatively, it may be necessary to experiement with entirely new tech­

nologies developed especially for the conditions of the low-income countries, 

as is being done by the Chinese in many areas, and by IRRI in the Philippines 

for rice. But it should be noted that little research is being done in this 

field and that there are few institutions devoted to the discovery of appropriate 

technologies in particular industries. Perhaps 98 per cent of all research 

and development expenditures is made in the rich countries. We desperately 

need an expansion of research in this area, as well as on the effect of 

project design and contracting procedures on the use of labor-intensive rather 

than capital-intensive means in such areas as road building, dams, tube wells, 

and irrigation works. 

Rural Develop1nent 

Far more attention also needs to be paid in many developing countries 

to increased output in the rural sector and more effective use of its large 

pool of underemployed labor. After all, the developing countries are still 

essentially a rural world and most of their people will live in the rural areas 

at least for the next generation, and these people are the hard core of the 

world 1s poverty problem. In the past, many countries have ignored either 

increasing agricultural production or the participation of the small farmer, 

or both, while the development of heavy industry and of urban centers has 

been favored. This is inefficient, since the majority of people in developing 

countries live in rural areas, and improvement in their productivity and their 

living conditions could (1) make more food available; (2) slow the flow of 
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unemployed people to the cities; (3) provide a mass market for labor-intensive 

products such as textiles and shoes by increasing the purchasing power of the 

poor majority; and (4) provide large numbers of nonfarm jobs in rural labor­

intensive industries which spring up to service this market and with the 

further benefit of de centralizing indus try. 

The problems of rural development are enormously complex, and they 

vary both between countries and between different regions of the same country. 

We are, however, learning that in many areas of the world, small-scale labor­

intensive farming is a viable proposition: a farmer with suitable water control 

and no more than two or three acres can make a decent income for his family, 

providing that he has access to credit, fertilizer, high-yielding seeds and a 

place where he can sell his produce for a reasonable price. Perhaps the 

most striking demonstration of this is to be found in Northeast Asia 1s recent 

agricultural history. Thus, between the period 1911-15 to 1961-65, total 

agricultural production quadrupled in Taiwan, despite the fact that population 

pressure halved the average farm size from about five acres to a mere two and 

a half acres. All this was done with the intensification of farming which 

employed technologies appropriate to farm size on the island--using irrigation, 

new seed varieties, small-scale machinery and diversified patterns of crops 

(including vegetables, fruits and livestock). During this period the total amount 

of agricultural work doubled, as the number of agricultural workers rose 50 

per cent and the number o£ days worked by each person increased one-third. 

The agricultural output per worker also rose by 250 per cent during this 

period, so that the productivity and incomes of the growing labor force also 
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increased significantly. Elsewhere in the world, however, a great deal of 

research is still needed, in order to find more suitable crops, varieties and 

technologies for the small peasant farmers of the third world, especially 

those in dry areas. 

While agricultural technology is the source of this hope, it is also 

providing a threat to its realization. The danger is that labor-displacing 

tractors and combines may be introduced at a time when the poor countries 

must find jobs in the countryside. The use of advanced machinery is being 

encouraged by the same economic forces that are working in industry--the 

present price structure makes it profitable. Until recently, for example, 

an Indian or Pakistani farmer could buy a tractor without taxes or import 

duties, at the world market price. But the price he receives for his wheat 

is higher than the world price. So he pays much less in terms of wheat than 

his American counterpart for the same type of tractor. The possibility is 

imminent, therefore, that larger farmers in the poor countries will buy tractors, 

displace workers and cut their costs so that they corner the market for agricul­

tural products. This would force many peasant farmers back off the farm or 

back to where they were only producing for their own families. The is sue of 

agricultural mechanization is highly involved, since there are some areas where 

increases in production depend on the use of tractors. However, if tractors 

are encouraged, the general prospect is for a dual system of farming--a group 

of large commercial farmers making handsome profits with which they can buy 

more land and machinery, and a host of small subsistence-level farmers. This 

development would cause the displacement of many laborers and tenant farmers 
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who have no alternative jobs and would lead to a further concentration of 

income and migration to the cities. 

An alternative approach to rural development which should be more 

suitable for job creation would be to work for a single agricultural system of 

viable sn1all-holders. A prerequisite for this would be a serious attempt to 

redistribute land. If nearly all plots were relatively small, there would be no 

need for large tractors. This approach would also redistribute income and 

stimulate demand for those basic goods that tend to be more labor-intensive 

in production. There is no reason why this approach should not also increase 

the supply of food, provided of course, that the land reform is accompanied 

by measures such as credit and irrigation that allow the new landholders to 

farm profitably. Indeed, the available evidence on land reform--in Mexico, 

Bolivia, Chile, Japan, Taiwan and Egypt--shows that, although in some cases 

there was an initial decline, average productivity increased rather subs tan-

tially after the reforms. For example, a study by an Egyptian economist, 

Mohamed Ghonemy, compared yield increases over the period 1951-64 on 

estates expropriated during the land reform with the average yield increases 

for the whole of Egypt. He found the following percentage comparisons: 

E x propriated estate increases 
National increases 

Cotton Wheat Corn Rice 
(in percentage) 

79 
29 

51 
43 

135 
10 

88 
86 

Sugarcane 

41 
17 

Though agriculture provides most of the employment and income for those 

in the rural areas, we should not neglect other employment opportunities there. 

The growing commercialization of farming, along with the use of new technologies, 
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is likely to add to those opportunities. In the first place, this trend requires 

much higher levels of inputs such as seeds, tools, fertilizer and credits. The 

I 

provision and distribution of these inputs will all create jobs. In the Pakf, stani 

Punjab, for example, the town of Dasca has grown into a center for the manu-

facture of simple diesel engines for tube wells and grain mills. There are now 

more than 100 small factories producing diesel engines from principally local 

materials. More than 1, 000 workers are employed there, all of them entirely 

trained in the local factories. There are many similar examples elsewhere. 

Second, the increased flow of agricultural products must be processed, 

transported and marketed: all of these activities will also create more jobs. 

And finally, the increased incomes that farmers obtain will be spent on goods 

and services, particularly of a labor-intensive nature. Much of this activity 

associated with agriculture can be located outside the main urban centers in 

smaller market townso In this way, medium- and small-scale industries 

could form the nuclei of a network of rural growth centers which would also 

help to increase the level of employment and the demand for food. This net-

work would consist of a series of small country towns strategically placed to 

supply goods and needed services to rural villages. They, in turn, would be 

linked to service centers and supply lines in large towns. The Green Revolution 

presents an ideal spur to such a strategy because the new agricultural tech-

nologies encourage the growth of the market economy and increase the demands 

for productive inputs, marketing facilities and consumer goods. The growth 

centers could help meet these needs as well as provide social services quickly 

and cheaply to the farming community, thus raising its real income. They 
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could have agricultural processing facilities and, like Dasca in Pakistan 

they could manufacture simple, improved tools for the new technologies. 

The centers could provide seasonal employment for laborers during the slack 

agricultural periods. They could also serve as alternative foci of migration 

for surplus farm workers who would otherwise move to metropolitan centers. 

Thus, growth centers could make a vital contribution to a rural employment 

strategy. 

Public Works Programs 

Several poor countries, most notably Brazil, Korea, India, Bangladesh, 

Indonesia, Morocco and Tunisia, have tried to absorb some of their unemployed 

by using them in public works programs, similar in nature to the Works 

Projects Administration of the 1930s in the United States, which tried to absorb 

some of the depression unemployed in government-financed efforts designed 

to improve public facilities. Attempts to put such projects on a long-term, 

large-scale basis have been frustrated by the fear of inflation caused by food 

shortages. Now, however, the situation is altered. In many poor countries, 

the advent of new agricultural technologies allows the supply of food to be 

more responsive to demand. This gives governments an opportunity to experi­

ment with more ambitious public programs as a partial solution to their 

employment problem. 

Of course, if the programs are simply used to clean up public places, 

their effect is likely to be of short-term duration. But it is possible to use 

public works as a means to create investment, that in turn will create new 
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jobs. If the labor in these programs is used for canals, dams and houses, 

it will help to create an infrastructure that is essential to rural regeneration. 

And this in turn will provide long- term employment opportunities in intensified 

agriculture. These projects are likely to be far more profitable in the 

context of rapidly increasing agricultural productivity: the returns on the 

investment in farm-to-market roads and in small-scale irrigation are very 

high when they enable farmers to use the new agricultural technologies. At 

the same time, the wages paid to the laborers on these projects will largely 

be spent on food and other basic essentials, which will further stimulate 

demand for these products and employment in their production. 

Social Services 

A far greater effort also needs to be made by most developing countries 

to bring education, health, and other social services to the majority of the 

population living far from the main cities. This can be done despite th:e very 

limited availability of financial resources. For example, thanks to the exten­

sive use of paramedics, rural clinics, and other low-cosc approaches to mass 

medical care, infant mortality rates of Cuba and Sri Lanka are about half those of 

Brazil and Turkey whose health systems are patterned along essentially 

Western lines. Similarly, in Korea and Taiwan, where public education 

budgets mainly support the lower grades rather than higher education, the 

great majority of the people consequently does receive a meaningful primary 

school education. By contrast, Brazil and .Mexico, whose per capita income is 

double that of Korea and Taiwan, respectively, devote the lion's share of 

their education budgets to subsidizing the costs of university education--with 
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the result that great numbers of the rural poor remain virtually without any 

education at all. 

Welfare and Birth Rates 

Table IV 

Allocation of· Government Funds According to 
level of Education in South Korea and Brazil 

South Korea m1 
52% Brazil 

40% 

34% .J 

Primary Secondary College 

SOURCE: Data for Brazil from Publicacion Anuario Brasil· 
eiro de Educacao, 1964, published by Brazil's Ministry of 
Education and Culture, 1966, page 29. Data for Korea 
f~om Social Development, 1970, published by the South 
Korean Ministry of Health and Social Affairs, 1970, page 

233. 

Above all, there can be no long-term solution to the welfare problems 

of the developing countries unless population growth is brought under control. 

Conversely, it may not be possible to halt rapid population gro"\vth in most 

developing countries without major improvement in the well-being of the majority 

of their peoples. We now know that once better medical care, housing, jobs, 

and the possibility of a better life become available, old attitudes favoring large 
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family size begin to change rapidly. Encouraging evidence from societies as 

different as China, Barbados, Singapore, Uruguay, the Punjab, Taiwan, and 

South IZorea indicates that birth rates have been declining sharply in some 

areas even before the introduction of large-scale family planning measures-­

and at much lower income levels than in the West. Preliminary examination of 

these cases reveals a common factor. In each of these countries, the popu­

lation as a whole has shared in the economic and social benefits of progress 

to a far greater degree than in most developing countries--and far more so 

than in Western countries during their comparable period of development. 

Recent evidence increasingly suggests that more equitable growth and 

intensified family planning programs are necessary "allies 11 if population 

stabilization is to be achieved. The latter alone is not enough. Annex C 

indicates the relationship between economic and social develop1nent and the 

motivation for smaller families. Basically there is an inverse correlation 

between per capita GNP and birth rates--the higher the income the lower the 

birth rates. The exceptions --where there are high birth rates with high per 

capita GNP or low birth rates with relatively low per capita GNP--are 

explainable largely on the basis · of unusual patterns of income and services 

distribution. Thus, Venezuela with an extremely high disparity of income 

and a large group living under conditions of serious poverty has high birth 

rates despite its per capita income of nearly $1,000. Conversely, South 

Korea, Cuba, Taiwan, and, reportedly, China, with their well above average 

patterns of equitable income and services distribution, have relatively low 

birth rates despite their modest per capita incomes. 
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Economic and Social Equity Can Be Efficient, Inequity Inefficient 

That policy changes of this kind across a broad sweep of the economy 

to provide more opportunity for the "little man 11 to participate in development 

can be highly efficient in helping economic growth is amply demonstrated by 

the following table and Annex Do Table v · shows the amount of new investment 

needed to increase GNP by $1 for a number of countries over the decade of 

the 1960s. 

Korea 
Taiwan 
Brazil 
Israel 
Japan 
Mexico 
Philippines 
United States 
India 
Colombia 

Table V 

Investment Cost of Increasing 
GNP by One Dollar (1960-69) 

1.70 
2.10 
2~80 

2.90 
2.90 
3.10 
3.50 
3.70 
3.90 
4.30 

Average Annual Increase in 
Per Capita GNP (1960-69) 

6 .. 4% 
6. 3% 
3. 2% 
5. 3% 

10. O% 
3. 4% 
1. 9% 
3. 2o/o 
1.1% 
1. 5% 

Source: World Bank, 1971; Organization for Economic Cooperation and Develop­
ment, 1971; and U~ S. Agency for Internati~nal Developme.r:t, 1970. 

In other wo~ds, for_ each $3.90 invested, India increased its GNP by $1. 00, 

the Philippines by $1.11, Taiwan by $1.86 and Korea by $2. 29. This efficient 

use of appropriate technologies in both industry and agriculture, and of appro-

priate sys terns in education and health, goes a long way to explaining the extra-

ordinary performances of the latter two countries in both production and employ-

ment over the last decade. It has also resulted, as is shown in Annex D, and as 

might be expected, in these two countries over the past 20 years having dra-

matical1y decreased the disparity of income controlled by their top 20 per cent 
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of income recipients compared to the bottom 20 per cent at a time when the disparity 

has been increasing in most countries. If comparable data were available for 

China and Cuba, it could be expected to show significant improvement in the 

distribution of income and services in both countries, with considerable but 

not dramatic increases in per capita GNP in China, and little if any in Cuba. 

Role of the U.S. and Other Developed Countries 

While it is now clear that economic growth alone will not solve the 

problems of the low-income countries, neither will these problems be readily 

solved without achieving higher economic growth rates. Quite simply, higher 

rates of grow~h make it easier for a determined governm~nt to carry out 

necessary reforms without major violence; or extreme authoritarianism, and 

for these reforms to succeed when introduced. And the achievement of higher 

rates of growth requires more machinery, raw materials, and technical 

know-how--all of which in turn require foreign exchangeo Thus it is no acci-

dent that most of the development"successes" cited in this paper took place 

in countries that had broad access to foreign aid, trade, and investment. Many 

developing countries can acquire some additional foreign exchange by adopting 

more outward-looking economic policies. However, the international economic 

environment frequently is not congenial to their development. Policies of 

developed countries and the structure of international institutions often dis-

criminate against the poor countries in both trade and finance. There must be 

l 
major changes in the ways rich countries relate to the poor countries if there I 

r is to be anything like the needed increase in the transfer of resources in the 

1970so Additional sources of foreign exchange must come from trade, 
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investment, aid, and possibly, from such new global sources as the raw 

materials of the seabed and the foreign exchange made available by the Inter­

national Monetary Fund through the Special Drawing Rights (SDR) mechanism. 

Let us take the case of trade as an example of the predicament of the 

developing countries and an example of how the developed countries, including 

the United States, can alleviate that predicament while helping themselves at 

the same time. Trade is the greatest potential source of foreign exchange 

earning~ for the developing countries, but world demand patterns and national 

trade policies continue to block their effort-s in this critical field. In 1971, 

for example, the price of manufactures (the main imports of the developing 

countries) rose by 6 per cent, while the prices of agricultural commodities (the 

main exports of these countries) rose by only 4. 7 per cent. Furthermore, the 

products which the poor countries can produce best--those with a high labor 

content, such as textiles and shoes --are frequently the very products upon which 

the U.S. and other developed nations are placing import restriGtions in order 

to protect their own less efficient producers of these goods. 

If the poor countries are to "earn" their way, therefore, rich nations 

will have to reduce barriers to imports from developing countries. But the 

responsibility of those concerned with improving human welfare cannot end 

with encouraging freer trade. For increased imports of low-cost products--

while benefiting American consumers generally, as well as workers in its 

export industries --will also displace some United States workers in its 

less competitive industries. And just as we should not prevent poor-country 

products from competing with those from developed countries, we should 

not allow their success to penalize disadvantag ed United States workers 
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/ largely belonging to minority groups, working in low productivity industries. 

The United States Government, as well as the larger corporations, must 

accept a major responsibility for assisting and retraining American workers 

who are displaced as a result of efforts to reduce barriers to free trade. 

New, more effective policies are urgently needed in the United States to phase 

out low-paying, non-competitive jobs and to help place workers in higher­

wage industries encouraged by free trade. 

Development Means Reform 

Adoption of many of the policies outlined here requires major changes 

in the way in which power is exercised in many countries. Such changes will 

not be easy. Establis hed interests in any country naturally resist reforms 

aimed at removing much of their power. Effective land reform programs 

require a shift in power from landlord to tenant. Similarly, effective low-cost 

health systems that reach an entire population require changes in doctors' 

professional attitudes and standards to allow widespread use of less costly, but 

also less qualified, paramedics. Unions are reluctant to slow their demands 

for wage increases where surplus labor is available in order to reduce incen­

tives to use labor-saving machinery. Freer trade policies require the resisted 

phase out in both low- and high-income countries of industries that are 

inefficient for their societies. 

We know how difficult such adjustments are to handle in a wealthy, 

modern society like the United States; Americans are still at odds over the 

"hows" and "whys 11 of full employment, free trade, and national health care 

policies. How much more complex such changes are to achieve in a low-income, 
I 
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more traditional society! Yet if the leaders of the developing countries pursue 

economic growth without reforming existing political, economic, and social 

structures, the ultimate result will be failure to reach national goals. As the 

American and European experience of the past century demonstrates, develop­

ment is not possible without constant change in these structures. The growth 

of one sector leads inevitably to forces for change elsewhere, and if change 

does not occur, tensions rise to a dangerous level. 

How to bring about these needed changes? Some, such as the intro­

duction of more realistic interest and foreign exchange rates and changes of 

government practices in such areas as project design and contracting which 

currently favor unduly the use of equipment over labor, are relatively easy to 

introduce once a determined government has a correct perception of the is sues. 

In general, it appears that a sense of crisis or urgency is the determining 

factor in forcing governments to act and to create the needed climate for 

change--the apparent political costs of inaction need to exceed the perceived 

costs of action. Thus the serious food shortages in South Asia in the mid-1960s 

partially explain why the necessary policy changes were made in India and 

Pakistan to make possible a Green Revolution but have yet to be made in most 

Latin American countries. Similarly, the major reforms in Singapore were 

greatly facilitated by the sense of urgency created by. major crises of the past 

eight years--separation from Malaysia with its loss of the Malaysian market, 

the economic confrontation with Indonesia, and the unexpectedly rapid British 

withdrawal. The "New Deal" social revolution in the United States of the mid­

thirties was a direct consequence of the Great Depression. The truly massive 
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Marshall Plan of the late 1940s and the major reforms it helped engender in 

Europe were greatly facilitated by the rapidly escalating Cold War and the 

critical need for post-war reconstruction. 

Effective land reform is particularly difficult. The 7i acre land 

ceiling in Japan was forced on it by the U.S. military occupation authorities, 

and in Taiwan it was legislated by a still fearful authoritarian government 

which had learned some important lessons from its disasters on the mainland. 

Drastic land reform was belatedly introduced in South Vietnam only three 

years ago when it became increasingly obvious that the conflict was not going 

to be settled through force of arms. Most recently in the Philippines, the 

economic and social conditions had deteriorated to the point where the public 

apparently was prepared to acquiesce in President Marcos seizing authoritarian 

powers to introduce sweeping reforms. A principal is sue now is whether his 

social reforms in, say, land tenure will turn out to be largely words, as in 

Pakistan recently, or will be effective measures. 

Political power needed to enable a chief executive to make major 

reforms obviously need not come only from authoritarian rule. President 

Roosevelt had great power to make reforms in the 1930s, and Prime Minister 

Gandhi probably had equal or greater power after her successful electoral 

and military victories of t~1.e early 1970s. 

The media in both developed and developing countries clearly can affect 

the climate for reform and change. The media can greatly increase governmental 

and public awareness of key issues .which need address, such as growing 
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unemployment and widening income disparities in .low-income countries. 

The media also has an important role in promoting perception of 

alternative solutions and their costs and benefits. Reforms have been made 

far more difficult in many countries by widespread dis semination of such 

myths as "social justice measures can be implemented only at the cost of 

economic growth, " "small farms are inefficient, " "the poor won't save, " 

"free trade means export of jobs, " et cetera. 

The media in the developed countries also has a major role to play in 

alerting its audiences to global problems and alternative solutions. In 

America, for example, the decision-makers and the public generally need to 

be made far. more aware of the rapidly growing dependence of the United 

States on the cooperation of other nations, including importantly the developing 

countries, for _cont~ued progress in American living_ standards. By 1985 the 

United States will depend on imports for more than one-half its energy needs, 

and by the end of the century can conceivably be dependent on foreign sources, 

largely in developing countries, of a major share of 12 of the 15 basic raw 

materials required by a modern industrial economy. Threats to the environ­

ment, such as pollution of the seas, do not always respect national frontiers. 

There also are international problems of narcotics control, aircraft hijacking 

sharing the resources of the seas, shaping the potential of burgeoning 

technology, and assessing the implications of the multinational corporation. 

We are approaching a time where the international trade and monetary systems 

may not work very well for the rich countries unless they also benefit develop­

ing countries far more than before. Progressively, common action among 
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states --including developing states --will be required if countries are to find 

satisfactory solutions for their problems. 

Conclusion 

We have seen that income distribution policies cannot readily be 

divorced from growth policies. And that once national and international pro­

duction has been so organized as to leave a fairly large number of people 

unemployed or otherwise disadvantaged, and certain nations largely outside 

parts of the international economic system, it becomes very difficult to 

redistribute incomes to those who are not participating effectively in the 

production process. The interplay of economic and political systems is such 

that not only are those favored by the economic system reluctant to participate 

in a large-scale redistribution but the actual mechanics of doing so are fre­

quently difficult. Therefore, it is more effective to distribute income more 

fairly in the first place largely through a system which results in meaningful 

jobs for virtually all. 

Reforms within developing countries as well as changes in the trade, 

investment, and aid patterns between rich and poor nations, have become 

more than requirements of justice; they are becoming fundamental to the 

political survival of nations 3.nd of the international economic system. Greater 

equality of opportunity to participate, rather than more welfare, important 

as that may be, is the most urgent need of both the poor within countries 

and the low-income states within the community of nations. And, as we 

have seen, equity can be more efficient than inequity in advancing growth in 

countries both rich and poor. 



ANNEX A 

TOO MANY FARMERS IS NOT THE PROBLEM 

Agricultural Workers per 100 acres, 1965 

Cormtry 

Japan 

South Korea 

Taiwan 

Egypt 

Sri Lanka 

India 

Philippines 

Colombia 

Brazil 

Mexico 

Morocco 

Israel 

United States 

Number of Workers 
Per 100 Acres 

87 

. 79 

79 

71 

49 

36 

29 

20 

17 

12 

10 

11 

1 

Source: Derived from tables in FAO Prod~ction Yearbook, 1970 



ANNEX B 

THE CAPACITY OF RURAL SOCIETIES TO USE TECHNOLOGY 

.... Yi e ld s pe r Acre for Foodgrains, 19 ,18 ·-so to l 9G 8-70 (Pounds Per /--r -:-. ) \ \. .. ,;: . 

High Performance 
Count :-ics 1'948-50 1968-70 Incr2a se 

Taiwan 1800 3510 17:0 

Egypt 2.120 3370 1250 

Korea 1640 2850 1210 

Yugoslavia 1145 2185 1040 

Less Performanc e 
Countr ie s 

Tho.iland 1190 1670 480 

Chile 1125 1630 505 

Indones ia 1240 1530 29Q 

Colo;-rlbia 915 1480 .1565 

Mexico 700 1265 565 

Br-:;.zil 1170. 1225 55 
/ 

Phil~pp ~ ne s 930 1145 215 

Turkey 835 1105 .. 270 -

India 640 945 305 

Iran 9GO 950 50 

Ot~er 

Ccuntries 

Japan 2920 4585 1665 

Denmark 2670 3860 1190 

Greo t I3ri tu 'in 2155 3170 1015 

United St~tc s . 1495 2895 1400 

Sourc(:~ : }'/\0 ? rorluct ion Ycu rbook , I< o me , 1970 and 
\V0rld C !"C[J s t;) tl ~; t : c ~ ) ' 19GG 



ANNEX \. - Page 1 
Fertility Levels and Social Indic"'4-ors for Developing Cormtries, 1970 

Crude Birth Rate Per Capita Per Cent Death Life Infant Extent of Family 
(birth I thousand) GNP Literacy Rate Expectancy Mortality Planning Programs 
1970 1960 (1000 births) Per Cent 

Argentina 21 23 l,068d 91 8 67 56 0.6g 
Barbados 21 30 523('69) 92 8e 65a 42 
Singapore 22e 35. 6f 960 75 5 68 21e 64.0h 
Uruguay 22 24 833 91 9 69 54 1. 9g 
Trinidad-Tobago 23 40 890 89 6 66 37 19.6g 
Taiwan 27e 37.lf 373 85 5e 68 18e 56. Oi 
Chile 28 35 854 84 9 61 92 11.3g 
Cuba 29 32 280 94 7 69 4lc n. a. 
Sri Lanka 29e 35. lf 169 75 8 62 50 
South Korea 29e 39.3f 258 71 lOe 58 60e 30. Oi 
Costa Rica 33 48 539 84 7 65 60 17.4g 
Jamaica 36 42 630 82 7c 65 32 3.3g 
Brazil 37b 40 394 67 9b 64 94 1. lg 
Guyana 37 42 330b 80 7 61 43 
Egypt 37e 49.3£ 200 26 17e 53 120e 13.0h 
India 38e 44.2f 96 28 16e 50 128e 13. 2i 
Malaysia 38e 4l.lf 355 43 lOe 63 75e 13.0h 
Turkey 39e 41. Of 257 46 13e 54 119e 5. Oj 
Venezuela 41 46 93ld 76 7 67 46 6.2g 
Mexico 42b 45 670 76 9b 61 66 l.Og 
Thailand 42e 44.2f 174 68 9e 56 68e 18. 7i 
Colombia 42-44 46 320 73 10 60 76 4.lg 
Paraguay 43b 41 246 74 lOb 58 67 2.3g 
Peru 43b 46 446 61 12b 54 62 0.2g 
Pakistan 43e 51.3f 150 16 16 51 132 
Bolivia 44 44 203 40 19 50 108 n.a 
Ecuador 44 47 267 68 11 52 80 1.8g 
Philippines 44e 46. 6f 266 72 lOe 55 78e 8. li 
El Salvador 44b 50 294 49 lOb 58 63 10.5g 
Indonesia 45e 46.6£ 105 43 18e 48 135e o. 8j 
Dominican Rep. 48b 49 356 65 14b 58 72 6. 8j 
Morocco 49e SO.lf 211 14 16e 51 149e 4. Oi 
Honduras 49-51 49 267 45 17 49 136 5. 9g 
Kenya 51e 47. Of 141 20-25 17e 48 liSe 2.2k 

SEE PAGE 2 FOR .FOOTNOTES AND SOURCES 



Footnotes 

a Average of male and female life expectancies, 1951-69 
b 1970 estimate 
c 1968 data 

ANNEX ( Page 2 · 

d Income distribution in Argentina is better, and in Venezuela worse, . than the average for Latin America; in Venezuela 
the poorer half of the population receives a smaller proportion of total income than any other country of the region. 
ECLA, Income Distribution in Latin America (U.N. Publication Sales No. E. 71.11. G. 2), pp. 41-61. 

e 1971 data 
f Average 1960-1965 data 
g Accumulated acceptors as a percentage of women of fertile age 

j 
k 

h Acceptors as a percentage of married women, 15-44 years, in 1972 
Users as a percentage of married women, 15-44 years, in 1972 
Acceptors as a percentage of married women, 15-44 years, in 1971 
Users as a percentage of married women, 15-44 years, in 1971 

i 

Sources 

AID Economic Data Book, Latin America, October 5, 1972. 
Selected Economic Data for the Less Developed Countries, AID, June 1972. 
Population Program Assistance, AID, December 1971, p. 210. 
1972 World Population Data Sheet, Population Reference Bureau, Inc. Population Table 19. 
Statistical Yearbook 1971, United Nations, p. 76. 
Data on percentages of accumulated acceptors are from Benjamin Viel, M.D., "Family Planning in Latin America: 

The Past, Present, and Future Role of IPFF, 11 n. d., p. 8, prepared for the International Planned Parenthood 
Federation, Western Hemisphere Region, Inc. 

United Nations Population Division, Working Paper No. 38, "Estimates of Crude Birth Rates, Crude Death Rates, 
and Expectations of Life at Birth, Regions and Countries, 1950-1965, 11 Feb. 1971. 

Agency for International Development, "Population Program Assistance, Aid to Developing Countries by the United 
States, Other Nations, and International and Private Agencies, 1

' forthcoming (1972) is sue. 
Dorothy Nortman, "Population and Family Planning Programs: A Factbook, 11 Reports on Population/Family Planning, 

Population Council, September 1972. 



CON:PARI SON OF TH E f CONOMIES OF THE PHiliPPINES, 
TAIWAN , r-.1EXICO, BRJ\Z I L, A N D KOHEA 

Indicator: 

Per capit a income ( 1960) 
(1969) 

GNP growth rates in 60s 

Annual increase in 
industrial jobs 

Unemployment and gross 
underemployment • 

Ratio of.income controlled 
by top 20% of income 
recipients to bottom 20% • 

I nco me improvement of 
poorest 20% over past 20 years• 

Investment cost of increasing 
GNPby$1 in 1960s 

Exports 
($millions) 

(1960) 
(1970) 

Effective land reform 

Agricultural working population 
per 1 00 hectares 

Percentage of farmers belonging 
to coopera tives (late 1960s) 

Yields per acre for food grains 

Literacy 

Life expectancy 

Infant mortality per 1000 births 

Rural households electrified • 

Consumption of electric power 
(kilowatt hours per person) 

Population growth rates 

Phil ipp ines 

s 169 
203 

6% 

3% 
(1960-69) 

14.5% ( 1961) 
15% ( 1968) 

12:1 
16:1 

(1956) 
(1965) 

Neglig ible 

$ 3.50 

$ 560 
961 

No 

71 

17% 

1,145 

72% 

55 

72 

6% 

39 ( 1951) 
184 (1968) 

2.4% ( 1952) 

Taiwan 

s 176 
334 

1 o~;, 

10% 
( 1963-69) 

1 0°o ( 1963) 
4 -;;, (1963! 

15: 1 (1953) 
5:1 (1969) 

200% 

s 2.10 

$ 164 
1,428 

Yes 

195 

Virtually 
100% 

3,570 

85% 

68 

19 

75% 

116 (1949) 
745 (1968) 

.3.8% (1951) 

Mexico 

s 441 
606 

7% 

5.4% 
(1969-70) 

Significant and rising 

10: 1 (1950) 
16:1 (1969) 

Negligible 

s 3.10 

$ 831 
1,402 

No 

35" 

5% 

1,225 

76% 

62 

68 

162 (1948) 
481 (1968) 

3.0% (1963) 3.0% ( 1963) •• 
3.5% (1955) 
3.4% ( 1963) 
3.4% ( 1970) 3.4% ( 1970) 2.2% (1970) 

• Approximate figures 

"*Intensive family planning program started 

NOTE : The five countries have many differences in their back­
grounds, but each has fashioned its own variant of a vi gorous entre­
preneurial system and has had its own special form of access to 
American resources and technology : Mexico via proximity , tourist 
earnings, and access to Wall St ree t financ e; the Philippines by special 
treaty and tariff relationships, large sums from the U .S. via sugar 
quotas, veteran payments, etc., and moderate foreign aid; and Tai­
wan throu gh large amounts of U.S. military aid and support•ng eco­
nomic assistance until the m id- 1960s. Ta iwan did not beg in to per­
form spectacularly until 1t made a series of major policy ch anges. for 
the rural areas in the early 1950s, and for the industrial export 
sector in about 1960. The same is true for Korea, whose perfor­
mance bears many similarities to Taiwan and Brazil, whose growth 
rate went up to 10 per cent in 1970-71 after f111anc ial reforms in 
late 1960s. 

ANNEX D 

Brazil 

s 268 
348 

6% 

2.8% 
( 1966-69) 

10-12% (19701 

22:1 ( 1960) 
25:1 ( 1970) 

Negligible 

$ 2.80 

$1,269 
2,310 

No 

43 

1,280 

61% 

59 

89 

200 ( 1952) 
390 ( 1966) 

3.0% (1960) 
2.9% ( 1970) 

Korea 

s ' 138 
242 

9% 

7.5% (1970) 

5:1 

Over 100% 

s 1.70 

s 5.2 
835.2 

Yes 

197 

Virtually 
100% 

2,850 

71% 

64 

41 

27% 

55 I 1953) 
200 ( 1968) 

3.0% (1958) 
2.7% ( 1964) •• 
2 .0% (1971} 
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dap~ i{( 

THE SCOPE FOR POLICY INTERVENTION l/ 

/ 

The operational significance of any planning exercise necessarily 

reduces -to the extent to which it helps in choosing between alternative com-

binations of policy instruments available to the policy maker. In this sense 

planning is essentially an attempt to trace the relationships between ''in-

strument variables" which are under the control of the policy maker and "tar­

get variables" in. terms of which the objectives are defined_.?./ Planning models 

may or may not explicitly identify policy instruments but when they do not it 

is left to the policy maker to consider how to design policy packages that 

will induce the economy to follow the particular solution simulated by the 

planning model. In either case successful planning depends crucially upon 

the availability of a wide range of policy instruments to give the planner 

maximum maneuverability in plan implementation. This is particularly t r ue 

in planning for income distributions and employment relat-ed objectives which, 

as we have seen, cover a whole range of different "target variables" each of 

which may need very diff~rent types of policy instruments. In this chapter 

we will attempt to identify the broad types of policy instrument~ that are ·· 

available in most countries, their potential impact on distribution and em-

ployment related objectiv~s, and some of the considerations relevant in choosing 

combinations of such instruments. 

ll This chapter is based on a discussion paper submitted to the Bellagio work­
ing party entitled "Policy Instruments and Planning Models for Income Distri­
bution and Employment", by Montek S. Ahluwalia and Jorge Cauas. 

]:_/ If we define target variables in terms of ultimate targets and not "proxi­
matetttargets (e "g. the rate of growth rather than ·the rate of savings) then the 
target variables are the arguments of the objective function of optimizing models 
with "welfare weights" on each target. 

'I 



i. Areas of Intervention: A Framework of Analysis 

Any classification scheme for policy instruments is necessarily 

arbitrary and can only be defended on the grounds that it illuminates some 

analytical aspects of the problem. The classification scheme we have adopted 

is to group policy instruments according to the "areas of intervention" at 

which they are directed. Thus all policies affecting factor prices can be 

classed together as the feasible set of factor market interventions as opposed 

to interventions of a similar kind aimed at commodity markets. This classi­

fication enables us to separate the particular instrument (be it tax or sub­

sidy or quantitative restriction) from the area of intervention at which it 

is directed. Indeed it is on those "areas of intervention" on which we should 

concentrate since they represent separate components of a linked general equi­

librium framework for the determination of income distribution and employment 

in the economy. We shall argue that the scope and desirability of interven-

ing in some areas rather than others can be determined on the basis of structu~al, 

institutional and other ~'typological" characteristics of the economy and the 

particular nature of the distribution-employment problem. The choice of par­

ticular instruments to achieve intervention in a desired direction in a par­

ticular area is essentially a matter of detailed designing and is discussed for 

each area separately. 

" I 

We distinguish between five broad areas of intervention which cor­

respond to the five elements in the determination of income and employment in 

an economy: 

(i) determination of factor prices, utilization levels and factor 

shares in the factor markets; · 



(ii) concen~ration patterns of productive assets and labor 

skills in the population and changes in these patterns 

over time; 

(iii) fiscal correction of market determined income distribution 

through direct taxes; 

(iv) provision of public goods or direct transfers by the state; 

(v) determination of output prices and production levels. This not 

only affects real income given money income but in a properly 

closed general equilibrium model it must be consistent with 

factor prices and utilization levels. 

Most "policy instruments'' that are usually discussed in the context of in-

come distribution and employment related problems can be seen as intervening 

in one or other of these five areas . This is true whether we define policy 

instruments narrowly to include only the traditional economic variables or 

broadly to include institutional and even legal changes. A major problem 

with most economic analysis is that it tends to ignore the importance of 

. . . 1 f . . d 1 . . bl l/ 1nst1tut1ona actors concentrat1ng 1nstea on pure y econom1c var1a es.~ 

This is particularly unfortunate when the plan objectives involve major 

structural change in which the importance of institutional changes may be 

overwhelming. In the rest of this chapter we will attempt to emphasize the 

institutional implications for successful policy interventions in particular 

areas. Our general conclusion is that in most cases institutional reform is 

a necessary complement to successful use of economic policy intervention. 

I~deed the detailed design of policy within particular areas of intervention 

ll In effect, behavioral and technological relationships are defined on the 
assumption that the institutional factor is given. Institutional factors are 
implicitly assumed in the equilibrium conditions of the model which are usually 
based on perfect competition but sometimes relaxed to include monopoly behavior. 

"l 



should be viewed not only as defining the appropriate policy instruments 

but also the institutional framework in which they are to operate. 

J. Relative Factor Prices and Employment 

Neo-classical production theory has emphasized the existence of 

a unique relationship between relative factor prices and employment levels 

as a basis for a theory of functional income distribution (distribution by 

factor shares). This framework is often implicit in many policy recommend­

ations aimed at increasing employment levels in the economy. In essence, 

these recommendations boil down to using various policy instruments to re­

duce the relative price of labor to capital in the economy. Abolition of 

minimum wage limitations, removal of payroll taxes and social security con­

tributions by employers, pursuit of lower wage policies in the public sector 

to prevent "trend settingu are all examples of price intervention aimed at 

the relative price of labor. These are paralleled by a whole range of re­

commendations directed at raising the price of capital~ These include higher 

interest rates, abolition of effective exchange rate subsidies on capital 

imports (through undervaluation of the exchange rate and/or diff.eren~ial 

protection) and abolition of various investment incentives based on the fixed 

capital component of investment such as various types of investment allow­

ances and accelerated depreciation provisions. 

If we accept the neo-classical theory underlying these recommend­

ations the scope for such price intervention to achieve employment and income 

distribution objectives depends crucially upon the technological possibilities 

for substituting labor for capital. This is essentially the empirical question 

which must be settled for the particular country in question and indeed for 

particular sectors. Such evidence as is available does not~ however, suggest 

much ground for optimism. Most empirical findings on the elasticity of sub-

'I 



stitution parameter suggest that whi_le. it is greater than zero for most sectors 

it is also, in most cases, somewhat less than unity. Even these results re-

late to .long-run elasticities of substitution with the short-run elasticities 

being typically much lower. These results suggest that the scope for employ-

ment promotion through relative price intervention is fairly limited in most 

sectors. The implications for the share of labor in the neo-classical frame-

work are somewhat different f~om the implications for employment and generally 

more pessimistic. As long as the elasticity of substitution is less than 

unity any additional employment obtained from changes in the relative price 

of labor must necessarily be at the expense of a decline in labor share since 

employment increases by a smaller proportion than the decline in wages to the 

employer. This implies that the distributional effect of the relative factor 

price chang_~s would need to be offse:t by very substantial fiscal transfers. 

Unless the change in relative prices is itself achieved through labor subsidies 

increased employment is likely to be achieved at the cost of rcd~ULJ lab o ~ r ~0~e 

'l 

3. Concentration Patterns in Asset Holdings and Labor Skills 

G;i._ven factor price Q._etermination and employment levels for: each type 

of factor an,d the .earnings _ of each_ asset .it is the distribution of these assets 

and factors ~mong hous~ho.lds {~d .t _he patterns of concentration therein) that 

determines the <;listribut_ion ot persona;L income. At the root of high concen­

trations of income we_ will find highly concentrated patterns of asset holdings 

and _skill endowments. This pattern is necessarily an "initial condition" for 

any planner but it is also an<;l "area_ of intervention" in which government 

policy can aim to change this ,pattern of concentration over time. The great 

appeal of this approach is that. it separates the question of "efficiency 

pricing" of f_ac.tors from . the question of income distribution. Distributional 



changes induced by changes in the patterns of concentration are more permanent, 

especially since such changes are likely to be self reinforcing in terms of 

h . ff f . . l/ t elr e ects upon actor prlclng- • The main questiqn is how to implement 

changes in the existing patterns of asset distribution. Policy makers are 

faced with several alternatives implying very different institutional and 

political constraints and time horizons for income distribution. 

(a) Land Reform and Nationalization 

The most immediate and correspondingly most radical approach is to 

undertake direct redistribution of the existing stock of asseta. ~vo forms 

of redistribution can be envisaged. In the first case, concentrated "hold-

ings" of productive assets can be distributed to lower income units. Land 

reform aimed at transforming tenant cultivators into small holders are an 

example of this policy. An alternative to redistribution is "co.llectivi·-

zation" whereby the ownership of the asset (and the earnings therefrom) are 

"socialized". In this case, the impact on income distribution depends up en 

'l 

the "distributional impa_ct" of the socialized sector of the economy both in 

terms of wage and employment policies and use of undistributed surplus. Ex~ 

amples of such policies are land reforms aimed at "collective farming" or "state 

farms" and nationalization of indus trial enterprises. 

How far are such measures likely to be effective in redistributing 

income assuming that they are politically feasible? This requires a comparison 

of two critical elements:(i) the size of compensation payments, if any, 

in acquiring assets, and (ii) the earning ability of the asset in the re-

distributed form. The simplest rule is that compensation payment necessary 

~/ Improvements in the distribution of income are frequently associated with 
consumption patterns which are labor using and thus likely to reinforce the 
initially favorable impact of asset redistribution. 
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should be less than the earning ability of the asset in .. its redistributed 

form. Indeed, policy makers should aim as far as possible for the minimi-

zation Qf the one and the maximization of the other. The first is essential-

ly determined by political constraints although these are not insuperable. 

Even if compens~tion _ p~yments for expropriated _assets are politically neces-

sary, in most cases it .w::!-11 s1,1ffice to pay only .a part of the value of the 

asset to the previous owner (espe~ial~y if _payment is made in money terms 
. . ... ·- .. 

over time and, t4erefore, sig~ificantly eroded by inflation). The need to 

maximize the _ earning _ a~il;)..ty _9f tqe _xedistributed . asset is self evident on 

examination but is oft~n ~gnore~ in practice. In principle there should 

be no difficulty in tp;i.s . .conn~ct:ion. .. In many cases the potential value of 

the asset __ .may be ... ~':-l~~t~~ti.ally __ higher .:af~~r .. reqistribution - e.g. in the 

case of land_ ref~H1Jl~ -. i~ is_ fr~que~tly . argued.-t:hat:. land productivi ty in yeJ.ative-

ly large holding~ is _low compar~d _ to land productivity in small holdings, 

suggesting much greater potent~al ~or increased utilization after redistri-

bution. Nevertheless, th~ · reqi~tribution _ of assets fails to redistrib ute 

income due _ to the failu:z:-e tQ -proyiQ.e the _necessary institutional infra-

structure ~d. complerp.entary inputs _ for _the redistribution to be successful • . 

Thus, ;L~c;l - r~form may _,b_e. inef:fecti.ve as an instrument of income 

distribution if 9ther distort~ons in . the system p~event small holders from 

being efficient p~ogu~~r~. _A whole range o~ institutional constraints are 

relevant in this ~ <;:ont~~~ . -:: ed~~~t:i,on and skill .. level of beneficiaries of 

the reform, provision of critical inputs such as marketing, credit, ferti-

lizer, seeds, .et<;!. Instit:.~ti9nal .. structu~~s proviqing these resources be-

fore the land reform are unlikely to adapt rapidly to the changed circumstances 

'I 
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and failure to anticipate these difficulties will undoubtedly lead to high 

"trade-offs" in the short run. Similar problems obviously arise in the 

nationalization of indus try as a "feasible" asset coll.ecti vization policy. 

He r e again it is important to ensure that these collectivized assets remain 

productive after nationalization - a concern that is not particularly evi­---------dent in the experience of several countries. Institutional change of any 

significant dimension invariably implies some short term trade-offs in the 

sense of output losses as the economy adjusts to a new equilibrium. Un-

fortunately, in this process of transition the economy may be forced to accept 

unnecessary trade-offs which could have been .minimized through effective 

planning. 

(b) Public Investments 

Public investment determines the accretion over time to the stock 

of public capital and its deployment in different sectors has obvious impli-

cations for income distribution. It affects the pattern of concentration of 

assets by offsetting the process of private asset accumulation through the 

pattern of "public asset" distribution. The crucial question is how do public 

assets help income distribution? We may distinguish in this context between 

two different approaches to public investment from the point of view of in-

come distribution policy. The first approach is to move forward some sort 

of semi-socialist or 11 mixed economy" situation in which increasing proportions 

of the total capital stock are socially owned. The second is· to attempt to 

increase the earning ability of low income and low productivity occupations 

by "poverty focussed" public investment programs"' 

The socialist or "mixed economy" approach is one in which public 

investment is seen. primarily as a means towards increased socialization of 

the producing sectors of the economy. This approach has obvious advantages 

in terms of the influence on inter-generational perpetuation of concentration 

'l 



,. 

patterns, but it also presents several problems on both production and dis-

tributional grounds. On the production side there are the familiar problems 

of public sector inefficiency which reflect to a large extent the· failure 

to develop appropriate institutions to ensure economic efficiency of public 

. 1/ s e ctor enterpr~ses.- These constitute "trade-offs" for the achievement 

of inter-generational equity. On the distribution side the problem is that 

public sector enterprises in the various industrial sectors are most likely 

to be in the high wage sector of the economy and also in the highly capital 

intensive branches of industry. Such enterprises have a minimal impact on 

the distributional problem in its most serious form: open unemployment of 

unskilled and low skilled categories, disguised under-employment of the self-

employed in low productivity occupations and, of course, the bulk of the 

disguised and/or open unemployment in the rural areas. 

In general, the distributi onal impact of public sector inves tment 

in the modern producing sectors is ultimately limited by the technological 

characteristics of these sectors which do not favor increased labor absorption. 

In this situation, distr_:lbutional gains depend primari"ly on such familiar 

factors as output and productivity and the growth of public assets through · 

higher rates of re-investment. 

The poverty focussed approach is one in which public investment 

is directed primarily at improving earnings and income ·levels of the poor-

!/ The question of public sector efficiency is invariably controversial and 
in almost ali cases a large number of specific explanations can be provided 

'I 

to explain low productivity of public sector enterprises. Whatever the reasons 
there can be no doubt that public sector efficiency is well below the levels 
necessary if a generalized policy of socialization of assets is to be pursued 
without excessive trade-offs in terms of output losses. Measures to improve 
existing efficiency levels will vary in different · countries but they will need 
to be widespread enough to be termed 11 institutional change". 
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The great advantage of this approach is that it constitutes direct and visible 

action aimed at increasing earnings (or providens employment) at .lower i~come 

levels, hopefully its benefits are concentrated on identified poverty -groups 

t hat are otherwise difficult to reach. Rural development programs aimed at 

providing a balanced addition to (and improvement of) rural infrastructure in 

the form of land improvement, drainage, small irrigation, feeder roads, credit 

and marketing institutions, etc., are examples of this approach. The aim of 

public investment in such programs .is to provide "complementary assets" to 

increase the earning ability ·of small holders and through the purchasing power 

of those directly benefited to stimulate other productive activity in rural 

areas. 

'l 

The limitations of this approach are fairly obvious. In the first place, 

the institutional constraints on successful implementation of such _pr ograms 

are extremely severe. Selectivity is ·not automatically ensured by designing 

such programs and much of the "benefits"·' may still spill over into non-target 

groups. This is particularly· so in rural development programs, where the 

ability to benefit from complementary assets may itself depend ~on the owner-

ship of other assets · and privileged access to institutions. Attempts to 

develop "poverty focused" programs are, therefore, likely to be substantially 

diluted unless these institutional constraints are tackled simultaneously. The 

second major problem with poverty focussed public investment is the productive 

potential of such programs. ·How far does selective and carefully designed 

public investment actually complement the productive capability of low income 

groups? This is ·in ·principle ·an empirical question but it also is frequently 

an act of faith. We would exPect that the answer would depend essentially 

upon objective circumstances of each particular case. Where a few key const-

raints contribute to a very low average level of productivity unidentified 



po~erty groups selective poverty focussed programs will be most effective in 

raising productivity. On the other hand, where poverty is a reflection of 

relative.ly complete absence of owned assets, the "comp;Lementaryn character of 

public asset formation is correspondingly unimportant and poverty focussed 

programs shoud perhaps be aimed at direct support of consumption and health 

(see Publicjloods below). It is obvious however, that public . investment 

aimed at increased "productive po-vreru has very strong appeal as a viable 

permanent improvement in income distribution patterns. But, if there is no 

scope for ucomplementary low income activities" to increase productivity, 

public investment must be aimed at creating productive assets overtline in 

the low income groups. The most obvious case of this is education. 

(c) Education Promotion 

The concern -vTi th unemployment and poverty is frequently accompanied by the 

call to expand educational opportunities for the population through appropi­

ate public expenditure policies. Education is widely accepted as a sector for 

substatial public sector-involvement and the political constraints upon imp­

lementing various types of educational policies are on the whole less rest­

rictive than some of the other policies discussed. 

What are the education policy's? It is self-evident that the observed 

relationship between poverty and education should not be taken as implying 

causality. The effect of education on productivity and earnings depends 

essentially upon the production characteristics of the economy and the type of 

education provided. Increased education will over time increase the supply of 

higher skilled . ~abour an~ alte~ the skill compo s{tion of the labour force, but 

if the capacity of the economy to absorb skilled labour in relatively high 

productivity occupations remains limited, it is unlikely that income distribu-

.. 
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tion will improve. Proponents of education oriented strategies therefore 

implicitly believe that the marginal product of skilled labour will remain 

relat ively high although as the supply of sld.lled labo.ur increases some of 

t he scarcity premium associated with sld.lled labour may well decline. Couched 

in neoclassical terms the argument is essentially that the production structure 

is sufficiently flexible over time to absorb a gradually skill-upgraded labour 
1 

force at fairly high levels of productivity. 

An additional advantage of vigorously pursuing education oriented 

policies is that it ~idens the opportunities for employment to incl .ude 

large sections of the people. IkM&x This is quite distinct fro, the 

ability to absorb skilled labour at productive occupations since it 

holds even where job opportunities are relatively limited and there 

is ~n excess supply of skilled l ab our. Ln this environment depending 

upon the selection process adopted in the job market there is at least 

some scope for upward social ~ability with obviously beneficial effects 

upon income distribution. . 

[~ ~~ }o ~ 0y.loet~~ to'""~ wV~.N~c~ ·v{ rc-br j) 
IJ L-Gc h tSY"'I , Q._ 'VV.. +-i tvLt-; o ~ t. h...a . e_e__J_ - _.j r , .I ,~ 

( d ) ~J e a 1 t h a n d I n h e r i t a n c e T a x e s ~ V\ ---t::""\ · 

Wealth and inheritance taKes are the traditional fiscal instruments 

ai ~ ed at correcting inter-generational ~x perpetuation of concebtration 

patterns in asset ownership. Experience with these taxes in under-

d e v e l o p e d c o u n t r ~ ~ s d o e s n o t h o w e v e r (U't)g g e s t m u c h 0 p t i m i s m • H h e r e t h e Y 

exist they are clearly marginal and in most cases highly ineffective 

_ 9~~ng to difficulties in implementation. 
1 G' -

1ve~ the availab~e evidence on the hi gh elasticit 
~etween labour at d1~feren~ levels of skills this may 
1n the share of unsk1lled labour through substitwtio~ 
higher skills. 

' i 

of s ubstitution . 
imp l y some worsening 
in favour of 

/cont. •o• 



3. Direct Taxation of Market Determined Income ~ 

Much of the welfare b ~sis of neo· classical theory is based 
I 

on the ability to correct 11marke_t d~terlnined:~· , ~nequ~lity patterns through 

direct taxation of personal incomes and dire.ct transfers to lower income 
I 
t 

groups either through money transfers or pro~ision of pUblic consumption 

goods. 
j 

Available evidence suggests that whereas governments have 

been reasonably successful in raising the proportion of tax revenues to 

GNP these increases have not been accompanied by any very significant 

improvements in tne progressivity of the tax system. Two kinds of 

problems arise in this context. Firstly there is the difficulty of 
I 
r 

extending direct taxation to cover ·all categories of higher income 

earners. In most countries there is widesp~ead evasion of taxation 
! 

among high income groups except for the small range of middle and 

higher salaried workers in government and to some extent also the 
l 

modern corporate sector. The problems here are primarily institutional 
I 
I 

but there is no reason to suppose that these problems are less important 

than those which arise with- other policy instruments. Note that the 

trade-off usually associated with this poliqy instrument relates to 

"incentives" which may be adversely affected by such policy measures. 

' \. ; 
Strictly speaking if the ~onomy is closed for factor movements (an 

l 
important ass·umption) the incentives question relates essentially to 

the work-leisure choice and this is ultimately again an act of faith . 

and judgement by the poli cy maker. 

4 . Provi sion of Public Goods 

Section to be added here to emphasize the importance of 

public provision of consumption goods. This is important when "particular 

section of the population" need to be"raised above the poverty line" 

~faster than can be achieved througn market determined income distribution. 

Ai so since all consumption wants cannot be satisfied public action can 

help to neet "key" consumption gaps of "child. nutrition programs". All 

sucn policies compete with public invest~nt from scarce resources. 
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£ ... Gu-tnut Patterns aii R2lative Prices 

The fourth IJI.ajor area for government intervention i .s in the commodity 

markets where governments may intervene to affect either the patt~rn 

of out n-u.t of relative prices of particular types of output. A whole 

range of instruments is availilil..e in s uch interventions - taxes and 

sub3idies on production and consumption, tariffs on imported g oods, 

q u:J.ntitativ& restrictions on dom2!stic or import markets . Inde ed 
( 

::-J.uch . of traditional pls~nning hs been concerned exclusiv·ely with such 
I 

q_ uestions of r esource allocation betwe e n sectors a lthough not in 

:p ur·s ~ j t of income distribution obj e ctives. How c an int e rvention 

i n ~his araa help mEx& income ~istribution and employm0nt objectives? 

Two sorts . f int ervention are freQuently rGccowflend.<C!d. The first 

calls ~or stimulating sectors whGre the production chs racteristics 

fav i ur income distribution c;:nd employment. The second r-:;li c s on 

st i mula<bing the production of lTLt ss con~umption g oods to me.in·~ ai1~ 

high r ....;a incomes. It shoulO. be noted ths.t in mb.ny cas :.; s both 

appro <: .. ches may lead to th,2 same sectorsJ being expc..nded on tho grovnQS 

that wage g ooO.s t end in most cases to be relatively labmur intensive. 

l 

'I 
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Choosing Policy Packages: Direct vs Indirect Approaches 

Given this wide variety of areas of intervention the problem -facing 

the practical planner is to devise a framework in whic~ the net effects 

and relative merits (including complementarities and contradictions) of 

intervening at particular points can be evaluated. The problem of choosing 

a policy package is not a simple matter of choosing from the available menu. 

Each policy instrument will affect more than one target variable usually 

(although not necessarily) in opposite ways in terms of the objectives and 

this is the essence of the trade-off problem. Successful planning requires 

the minimisation of these trade-offs by selective choice of policy instru­

ments. At one extreme this can only be done in a formal planning model 

(whether economy wide or sectoral) which simulates the time path of 11 target 

variables 11 for given combinations of policy instruments. Available planning 

models and their likely successors in the near future do provide some scope 

for such exercises and this is discussed in detail in Chapter y; but there J.s 

no doubt that we do not ?ave at present planning models powerful enough to 

endogenise all policy choices. 

In the absence of formal models can we at least speculate on the sort 

of considerations that would determine in what areas to intervene and what 

sort of policy combinations should be chosen? Fbr this purpose it is useful 

to treat the various areas of intervention discussed above as belonging to 

one or the other of two rather different approaches. Firstly we have the 

indirect approach which attempts to intervene in the commodity and factor 

markets to change the market determination of real income distribution with­

out significently altering the pattern of concentration of assets. Secondly 
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we have the direct approach which att empts to alter the pattern of asset 

and skill distributions through various measures. As we have seen this 

approach may be more or less radical depending upon v.rh_ether the aim is to 

expropriate and re-distribute existing assets or bring about longer term 

changes in concentration patterns through public investment and education. 

We have also seen that each approach suffers from its own limitations. The 

indirect approach relies heavily upon the extent and speed of market response 

to price intervention, and this depends upon short and long run substitut. -

ability in both demand and production. It whould be noted that such inter­

ventions are particularly difficult to implement if they involve a whole 

series of interventions precisely tuned for individual sectors. Attempting 

to redistribute assets is a familiar radical slogan and has very strong 

appeal particularly because it does not rely .upon continuous intervention 

in the market. This approach faces obvious political constraints, and the 

effectiveness of this approach is usually discussed only in terms of poli tical 

feasibility. In fact we have argued that there is an additional problem to 

consider ~ : the institutional constraints upon the productivity of the 

re-distributed asset. Asset redistribution will only lead to significant 

"income redistribution 11 if these constraints are tackled simultaneously. 

"I 

The two approaches to income distribution policy should not be treated 

with planners having to rely upon one or the other as polar opposites. In 

fact we would expect that a successful policy package would consist of a 

judicious mixture of the two approaches depending upon the structural charact­

eristics of the economy and the particular nature of the distribution problem. 

The precise mixture adopted would dep end on several factors eg: 
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- the production structure of various sectors and the degree of factor 

substitutability which determines technological flexibility. The 

greater the flexibility the greater the scope for factor price inter­

vention ..(A...4vow-- 1lflloo~ vt.Ltl tecJA~~· 
- the distributive character of the sector including existing patterns 

of asset concentration. ( This is particularly important in the 

case of land in agriculture or natural resources in mining and extra­
t~fr,·~ 

active • e1 s : s) • In general the more concentrated the pattern of 

asset holding within a particular sector and the smaller the degree 

of 'technological substitution the more attractive are asset redist-

ribution policies for the sector. 

- relationship of the sector to the production equilibrium of the rest 

of the economy. Output losses following from distributional policies 

in2.y be particularly s~rious for nkey sectors 11 where the economy cannot 

adjust- easily in response to -such losses. (Exports are an obvious ·; c 

example). In different countries particular production sectors may 

be in some sense "key _ sectors 11 which should be insulated from distribu-

tion policies. 

11 

- scope for expanding tax revenues through ''progressive" direct and in- . 

directtaxation. This combined with the ability to "redirect public expena ... 

lture determines the limit for distribution oriented public consumption 

and investment programs. 

- existence of clearly identifiable "poverty groups" which are largely 

outside the structure of market relationships and will have to be helped · 

by specific public investment and public consumption programs. 



· As these characteristics vary substantially across countries we would expect 

the optimum set of distribution policies to vary accordingly. 

Finding the optimum set of distribution policies .for a given planning 

environment in the absence of formal models is a major planning problem. 'What 

we need is a systematic linkage in the planning process wherby (a) trade-offs 

·at the micro-level in terms of the 

detailed~esign of alternative possibilities can be examined and 

(b) implications of a whole. range of policies at sectoral or micro 

levels can be examined at an aggregate level. The elegant way 

of doing this is by constructing multi-level planning models which 

are formally linked (see Section III). Until this is operationally 

feasible planners will have to rely upon infor~al linkages of various 

sorts. 

An important aspect of establishing such linkages is that they emphasise 

that the need to develop and implement various types of macro-

policies aimed at controlling aggregate demand and/or the.Balance of 

Payments have an important bearing on the mix of distribution po~icies 

that should be pursued. The experience of many countries (Chile; 

~~¥X~ Sri Lanka) suggests that particular distribution oriented 

policies have led to cumulative disequilibrium well beyond the 

capacity of the planners to manage at aggregate levels. Attempts 

to establish appropriate links should be seen as informal iterations 

which led to more consistent planning on the whole. 

The problems involved in handling such linkages through informal 

means are discussed in Section II (ILO chapter) 

.. 





v / 
Messrs. E. Stern, M. Haq 

Hollis B. Chenery 

Draft Annual Sueech 

April 25, 1973 

J.-1 CJ.~UIL1ara has asked me to give first priority to this 
topic so I have spent tl1c morning going over your d raft. 
I ~1ink it ia a t least as far along as the first drafts 
of pr e vious y ears and contains nany good ideas. I will 
outline my n egative corrmcnts now and try to produce some 
more constructive ones after the j e t fatigue wears off. 

t/ 

Style and Organization. The speech needs a clearer 
analytical line anu pro gression fron diagnosis to cure 
tl1an it has at present. Lach wection goes back and for~~ 
bet\leen problcn:s an solutions in a rathe r confusing .. ay. 
liS in many !lc~Jamara speeches, too much \'rcigl t is put on 
exCL-nplcs which to r.1y mind should be used to illustrate a 
general principle which has already been enunciated but 
not in place of general principlea. 

d~Jl,,} ' 

Concepts. Several conceptual problens need to be 
clarified. I have no objection to talking about poverty 
in both a relative and an absolute sense but it should be 
clear which one is appropriate to the context which is not 
always the case here. He should get away from making 
intercountry comparisons based on conversions of per capita 
GNP at exchange rates since ~~ere is about well-kno\vn bias 
in such estimates. Even a rough correction for purchasing 
power and the prices of non-crcdi t goods \vould be better. 
In this case, the difference between rich and poor countries 
is cut do~~ by a factor of 2 (see Balassa or Paul David 
article). ~ 

I think a ne\V' conce ptual basis is also needed for discus­
sing the distribution of benefits bet\·leen upper and lo\ver 
income groups. I would find it clearer to talk about the )'~); 
proportion of growth which goes to different incone groups 
in comparison to their initial shares. If the marginal 
sharing of incremental income is more favorable to the poor 
than ti1eir initial average share this is progress even though 
gaps may be widening and the increment may seem quite small. 
This is obscured in the measures used here. (In many countries 
o f course t he mar gint. l sharin ..; is i n fact v:orse t han the ini t.i a l 
average.) 
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Policy Instruments. In the intc~est of a more orderly 
approach to the problem, I would suggest having a section 
dealing with policy instruments rather than introducing 
them on an ad hoc basis. In this connection, L'1e paper 
prepared by ~1luwali? and Cauas f9r _th~ D~ll9gio ~eetinq is 
useful and the reara t by ·7alia after discussions should 
be better. There are also drafts on "Employment Focused \ 
Approaches" and 11 Poverty Focused Approachesn by the Sussex 
Group that you might find interesting \vhen r1ontck returns at 
the en~ of the week. 

I do not find the injection of targets \iithout any ~ 
particular rationale to be a helpful way of presenting ).l~? 
policy recolTUTLendations unless the targets gro\-1 out of sene ~ 
analysis which is at least coosistcnt with the rational 
allocation of resources (which there is no evidence of in 
the present uraft), e1ey seem very superficial. If you (or 
1-lcNarnara) feel it useful to rely on illustrative tarryets, I 
think they might be compare<.l to the rcsul ts of a vlell \ orked 
out distribution-oriented program in one or t\•ro countries to 
see \'That is feasible when all the appropriate con5traints are 
recognized. 

Conclusion. As you see, my reaction to the present 
draft is rather negative for the reasons which \':e anticipated 
from the beginning -- we do not have a great deal new to say 
on this subject. I think there are soMe ne\'1 things to be said 
but it will take more digging to assenilile them. 

~ .. 

HBChenery:csm 

(dictated but not read) 

I 
I 
·I 
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TO: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
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INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr . E. Stern, Senior Adviser, Office - V.P. DATE: April 30, 1973 

FROM: Jo~~ ,~imm~, ~ 
SUBJECT: Au@st Speech to the Board of Governors 

;> 

You have asked for ideas on education and poverty . The attached 
paragraphs (hardly a paper) are my second foray . A copy of the first is 
also attached . I assume that there is not much space for explanation in the 
speech . Listeners familiar with the educational policy area will know what 
these paragraphs ar e all about. If I had more time , I would provide more 
evidence . My time is EMENA 1 s until mid June . 

It has been exactly one year since the Santiago speech, still 
unread by a significant proportion of the Bank staff . Mr . McNamara promised 
both leadership and determination . For the education sect or the Bank has 
produced neither . He said, "What are required are feasible ••• educational 
reform measures" . We haven't suggested any . "What is needed most of all 
is a determination to move against the inequities of income distribution . " 
Central Projects hasn ' t even produced a set of guidelines on education and 
income distribution for Bank missions yet! and we are spending about a 
million dollaiS a day to support students from the upper 20% not the bottom 
40%! 

Is the objective lacking? or is it the management? or a determination 
to manage by objective? 

Attachments 

JSimmons :ed 

cc : Messrs . A. Stevenson 
R. Gulhati 
D. Turnham 

, 



Education for Poverty? 

John Sinunon·s 

April 1973 

The World Bank began investing in education in 1962. The Board 

of Directors has authorized more than 72 projects, but only 9 have graduated 

their first class of students. The rate of lending has reached almost 

US$400 million per annum. But this limited experience when combined with 

other research and experience has encouraged us to reconsider our educational 

investment policy. We will make a detailed statement about our new policy 

in the near future, but let me suggest several ideas we are studying. 

As we look around the world we see -one inescapable fact. The 

children of upper income parents tend to get more education than low income 

children. Job applicants with more education tend to get better paying jobs. 

Thus i~ the next generation the gap in income increases. Only a few countries 

like Tanzania and China seem to have policies designed to avoid this perverse 

investment effect. 

There are many reasons for this result. They include the disadvantages 

that poor children face like inadequate nutrition and parental encouragement, 

and the high cost of attending post prim~ school, even in countries where educa­

tion is "free n. Rich children av aid these disadvantages, and have several crucial 
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advantages. · These include hearing the foreign language at home which is 

taught in prima~ school and is essential for passage into secondary. 

Schooling shapes behavior. Children who do poorly in school develop 

a sense of failure which can prevade non-school activities. Teachers often 

reinforce this failure syndrome by paying more attention to the bright student 

rather than the dull. 

Exams are often biased to test the cultural knm-1ledge of the 

middle and upper income children, rather than the low income. 

The vast inefficiency in educational investment and management 

is both economically costly and socially regressive. Dropout and repeating 

rates are high for primary school. Only one Brazilian out of three finishes 

the 4-year primary cycle. Dropout rates are high for secondary. In an 

increasing number of countries v ccational and secondary school graduates do 

not find jobs. In Ceylon 25% of the secondary school graduates who are in 

the 15-24 age interval are unemployed. Often the vocational training is not 
*I 

geared to manpower needs7 Only one out of two Tunisian found jobs for which 

they were trained. Primary school children often get their certificates 

without being able to read and understand materials comparable to the difficulty 

of a national newspaper. Primary systems around the world are producing 

illiterates. 

!( The fallacy of vocational training was discussed in the literature ten 
years ago to the month: it 1 s about time the Bank the Bank recognizes what 
it sees in the field, writes in its supervision reports, and gets with it! 
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These observations are more applicable t o some countries than 

others . But the regres sive nature of education investment exists in most 

countries . Our review of the evidence has l ed to two major conclusions . 

First , after this r eview we now r eali ze that we need t o know a 

great deal more . wnat does schooling do , and what doesn 1t i t do, fo~ students 

and the society1 

Some research in the LDCs tends to support research in v-restern 

countries showi ng that i nvestment in improving the qualit y of schooling 
*I 

like teacher tr aining ha s lit tle effect on improving achievement sc ores.-

Furthermore, an addi tional year of schooling seems to have a small ef f ect 

on improving lifetime earnings, or personal satisfaction. These l imited 

findings need further s tudy. If schooling does not make much differe nce 

in achievement scores and lif etime earnings, what does? How can poli~f-

makers intervene with direct investment in people to improve individual 

incomes and economic development? 

Because of these unanmvered questions, we plan to launch a 

program of research and development. The program will be a coordinated 

effort. A consortilli~ of aid agencies and policy-makers from the developing 

countries would develop an agenda for R & D investment. The program would 

be executed by researchers in the developing countries. This effort will 

not have an immediate impact, but should make the significant difference 

over time. The research and development efforts required for the new wheat, 

rice and corn varieties required more than 15 years. Thus our first new 

policy direction will be in.researchaand development effort. 

*I 12% of the Bank educational lending has gone for teacher training. 
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Second, we do not need additional evidence to show that 

investment i education can have a regressive effect. But it does not 

have to. Follo-:·Ting Ba-:1k objectives that our projects should improve 

the efficiency of the investment and development processes, and contribute 

to an improvement of income distribution, we will strictly limit our. 

investment in secondary and vocational training to the few countries that 

have clear economic need, and that can show that the effects will not be 

socially regressive. We will continue to expand our assistance to primary 

education with the goal of proriding a useful experience to the vast 

majority of students who will never receive additional formal education. 

Finally, we will expand our efforts of assistance to improve the planning 

of investment in human resources. 
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22 , 1 :17.3 
Se _ior . 1v-. e L! eloy nc, Pol ~ 
Jc: 

Th.anks .~. cr t.l.e cor.-.. i:cnt s on the f:L. t d:-aft. or rrrr olicy . .... -:.. er . 
The paper is meant to raise some pulic-.r is~ues · u. ::ov .:-, "U;ntat 'le i::cy ... "~"d 
thus ::;erve s a tool for openine r~·tt.er tha.z l ir .. itin& ::1. ·· 0U'73 io· 1 -~ '::'1-:: ~.::_: .. 2r 
will be re ised af cr anot her round or t aJlts with t he Itegiona~ and Central 
Projects peo?lt .• 

I h ave se ·er "' t houghts about a po3 3j_ l e secti on on e ·uCE.tion or 
the Auo-ustJ s _ ~ecll. T.ne speech could clar~ f7 the ed cat o proble .: and 
suggest fUture directions . The speec 1 · N t sugbest 1~ sc. ol. car~ot · o, 
what t hey can do , and ";hat t he &'11'1~ is doi.~ to help . 

1 ) 'the de!!lVstification of schoolin:? . It uas of t en ans ,rted t m "' 
• wwr d nv-~~~~-:.---~··.a 

sehools co· 1 d !1 t do eYe.ry-t:.hir;t"' ·~o r t · .. e s ·t.t:d(, , p ent or society . Heste 
r~search dur:ing t ne past t ~enty ye s has nm1 produced cor sl.s t ent 1 stU.ts 
ShOWing .. t ha SC.hool:l.ns dOE:S e Vt:JU l eSS f or 8. hio "Orr..ent SCO!'eS th~"l e. '1-ators 

had thoug..lJt . Fu.rt.hormora , s choolil a .:.s sl o~m to afl. eot havioral ·t, ... ai t s 
in often U..l'lcontr lied and perverse direc ·ions . 

\--Jl't.at are the imPlicat ions of' the ~lestern research for the devel o· ing 
countries? First, there are t hree f acts . 

a) M~ children in the developing countries do not get to school, 
of if t hey do , t hey are f ailed before t hey reach a f unctional level o£ reading 
and arithmetic abilit y. 

b) The amount of research on the developing countries is limite • 

e) That research which does exist gives results comparable to the -
Western data. 

· In short, while many children are not in school in the poor countries, 
those who are in school t end to l earn in v.eys similar to their Western 
counterparts. ThUB we would expect that further research in t he dev·elo:':!!· ] 
countries will only confirm t hese initial !L~dings and substantiate ~ot13ses 
based on the JenCKs concllls ions • 
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Several ge. eralizations from t he t!' rli v~ .• n.... sA s~.1o ld be 
debtmked . 

a ) Th~ F J[) a d UNESCO nubl c tions P • rt that 1! creaa ing 
product ivity per h -1cta.ra or psr is eonst~· · ··: 'hv .:.u_~.e a ·y and 
insufficien-t schooling aJT~.On armers. iot 0 1"\1 '..; _..:~ li-,,.~. e iii~nca exist 
to supp:>rt ~.he~e asse~·~iom , .. ~'\t the n.sse!"t:!.o~ a-=~ c:ntradic .:; .~i ld 
obser-v-c.ti c. , e~o~c:n · c logic , -- .. d r-esoarc'1 . (~ .::~··1·J h.::.tJ Ju~t cOJ-wlet&d 
a six-ye'tr exp.~ .ri.11e .tal P- o;.;rax1 cost.i .z ,$...,0 l!l.ill::.rJ._ dolla u!"~u(;ccssfully 
tryin~ to staol ish the ca s ality.) 

b) Edueato. s and orue planners asse~~ tat t~re schooling per 
student i s a l1ays a U' ... t benefit "tO t he indiviau~ 1 ,. d t~'le ociet • This is 
not t rue . Evi~'e!loo ~""111 r..any poor countries su.:, est ~· a t-nde.z ce at 

eco ... 'Y 3 ~! ·ool aliero.t9s s ·t.u.den+ f rom uor1-ir. · ;n.:wl .;::.z ds . J ditional 
evidenec -gest s t .. t vo~· t i cnal tr~ining ca.: s~:"":ici ntJ.y z !is-+.:.... st ,ents 
to malta them .. ess e .f.a.t:ctive rlorkers t .. 1 if' t hey h!t a.B apprentices . 

c) Som'-J ec 01 omists assort t hat 't:itr..out except i on investr1ent in 
schooling enjoys a posit.i e ., 3.l'ginal. utility . ...h i3 needs "U:llif'i c t~on . In 
~v countries pril. ry stude 1ts drcp out Cl' br.::: .. du.ate b.Jfore le.:~ it f! to read 
ootSJr i:l.ls J.il·e e~ls·oap:!r • secoodcu--y 1 t.ecl·mic.J.l :1J U..."liv .. rs ·.ty dropouts and 
graduates h:lv·3 often lo.:.Jt their ability J . ~- cu. ';!1 lack of pr actice . Furthern"tJre, 
trhen non- t9c: ni cal stu ·ants f ind jobs , tt~y rrcy dis place an ind:tvidual t-rho was 
perfonnin~ ei'_~e~ v vely, but h9.d less schooling . This domino eff.~ct is ter'tled 
ubunrpi..Tlgu by rr~'lnpoTrer plazr1ers. 

2) .~at ca."'\ sc .. ool s do? School attendance and certificates in !!lOSt 
poor countries ru"e e8,.'en-~ f r perso. a1 ecancmic advence a.~d social status . 
Children who are e i the:- excluded or dr pped out of· pril718rY school thus have a 
lo¥ probability of €cooonrl.c advance, rega.1•dl ess of their abilities . Given 
present hirin~ p~acticea for adolascente, schooling is essential to open most 
e~loyt1ent oppor tuui ties . Thus basic schooling is needed if adolescents are 
not to be excluded from consideration for job opportunit ies . 

Basie schooling can also assist in teaching use.t\tl skills and 
information. l'he pro~ :ibilit;1 of o.a.·'d.mizing t hese results is greatest when 
basic sohooli."l£: is con~idared as an e!1d in it el.f rather than the f :-st step 
tOHarCS a ~ C:=t .... ity ce~c • Present pri:.~ ,.......{ ~ '"! ~OOlinz tiOlJ.ld req-:1ire S.:: r 'lificant 
reform to J.;..'lO ... easo its private and social util• t y . I:e:f'm•rna are al...,o :n3eded for 
secon ary an higher education, but tbdy are less important than primary sit~ee 
most students as percentage or their age groups do not, and wil1 not.~ go ut 
the primary. 
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.3 - !l.. ~\' "':1 22' ~ 97.3 

di .. t.-:. _i., .. ti 8.rh:1 

a F.v:t io~ dime· 0 

Itt e 

upper j_n·~c-.18 }.-?··rit-icn~ ::'~r th-~ .·.t::T "nco.~L u .. ou.pn 1 :>..."1~ :.rru~ l~-1 . ~.t, ·i. ~ i~ a"'!"'c:~ 
to thes po.Ji ·~:~0.1:..1 .1~0.:.~ hi1:r'-l inuon~ ) ... 0'\.J.PS , t~ -..... t.:~·~ t? .. r}~te~~ ijic.:.~_.J. ::.--::.~~c ....;.:; ~:r:..::J 
not be a litic~l con~"radiction. ~c...:rpleo of c:> mt~"'ies in thi..J Clt ..... -:;o!J 
would incl "ae Al~~ria., Bul, a.ri:-- , Ta"1ZaV}..:.a, Yuzo~1avia, ?ern, Cuba ~d n:L."'l!! . 

If the oducation?-l reform e.re oing to foe-as on :Int~1~1~.1 and 
external effie~ e .. cry a..Tld t:Bglect L'1COl:te di.; i~ut ·on el'J:ects, t.t:~n th.3 poli ~o. ieal 
implications o~ .,., e reforTr.s are still :iq)ortc~ t but lc~s r.wee .. ing . ---x. ··~ lc3 
of :reforrns v.TOuld ba :L:.t_yrovin~ the cos · oi'.i\.,ctiv Jness "" t eacher t,rainmg and 
initiating realist1.c a~icultural traini.n,. . The raj or polit.:.ca~ prcbJ.e:a.s 
arise from the ncl-1cational t.oU!blisl .. ent lrho s e a t.hreat to their pe'Tror t'.> 
initiate and mana~e t..,;.e edu.catioilal processes . 

1/ - The rn.ajor goal of the r eforms has been to ~ove t.~e co~itive ae!lie mgnt 
scores of the students. The recent rcvic~~ of the research suggest ... t.at 
it is unres.sonable to expect t hat school reform wtll grea.tlj" eJ. ter a · ieve­
ment scores . 1.'<~.nt reforms might be ~,ble -:.o achie·:e m"'e c:1<:nces !.~ be..: ~vioral 
traits a.11d improvement in ~oth enployr1ent g~nern.!,ion and illCC!:.S distr1',-~tion. 
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5) 

I .1esitate to put this sectio il'l .K .. :, 

oof)'e<Jt anm·1ers in ....,e "e:re.l rr1omha . The foll ·. :i· .. ~ 
tentati e . 

~2, 1973 

lX> · ~ cy _ J. r tdll 
~ .. e.fo"!.'" crude and 

a) Cant a the presen-r, policy of :~ :..--:..i:..!"C7" .:. ~c . eral 
secondary and vocatio:1~l educa.t:ioA , w-ith n.ssi~t:·. !"' 8 "i:o ~~aci1er tr ing . 
c l tin~e t ~-:; J ·-:I t~ ) COL text of o.~h'.:. C'·::-"riC".!2.u.n ·T. _e ; i. ,._; ho_ .. izcn ro. 
extending this policy i3 l :ililited since · e Bat,, ;;~ t-oo 1 : · 1 c t o~ projects 
in th se area~ • 

b) Realize that i~l ~l .ost.. cotu1tries the .c\C>d56 1t ~ lic • .r is wiuening 
the inco!lles gap i'or the bo~tOii 4(0 4c l td l~asting ·v..::o.1.rc s . Given the in cox~ 
distribution o~jecti~.re ol B~·n: )Olley_, l e·lc. t .:J c :y '1~l'lc HhJ.c"1 .. h .re t' is 
objec i'le - d : '":!; ch uo· d tvelco .le a G,u::: 'ltit3.tiv·... · ;!'1 1a2..ita · :.!.v.:. :.npr<> e., t 
in basic ec C3.ticrl . Si. ce it is ·:,}leB.r l :).1 l!O ,Jo -~1 . - i ~ -.i.jt:.iJ'lt •i J:jtJ , th~~ 

would ~ ~ a1'l · :L'"'.l;-JOrt:Lnt 1~£1.! nln~ experi - 4c~ f.v~ .bU ~~~~' an · t!. r L1ter:.}a7ted 
observers . 

Th:l.s a.ltarn tiY :nl.C:To.t ne.J.i. C(A1 •~13!ltra. · . .;.. f' tll .. Bat~ ' ~ ·d-ucation !U;.lds 
in a s:r:: 1 -?r nu.ffi·";er Ol. co10tri:!s, .:md ineycv rcdu ~ iu:r -r,er.T_9ol ily - hG ~lk' s 

. corr~ tm0nt :in edu ation in ord·3r to d ..... e .. U.L8 w-1: .. .J. t .. ~o o·· J~i:,-:1 · eauoation pro 
will be . 

e) Declare a ten-year morator.ur;1 on v· k loo lS to educa. ion . vest 
s ignificant r eso1. ,_ cas into l"Bsearch and eYBluat.:..o •. of iae4i.S and prnt_;rrui1B v.. at 
ap-pear p-r<Y..-·liS :Jn~, and then try ~F.nd replicat£ t. eu1 aa p:Uot projects in U"'erent 
t ypes or countries . 

The tn .:..e pcli cy o _ tions lll.:iY be eBen as extre100 by some obse rvers • 
Cer t ainly nunerou~ per:nutations <:.nd comb:L"'lations ru possibl e . E'J.t f or t hose 

ho are :L"'lvolvad daily with the crisi s i n educ~tion, o the1• alternatives may 
appear as panaceas •. 
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Mr . Ernest stern - $- 22, 1973 

Tl.c ec!ucation co:r.n.mity has so fDr bc::r! ,;.12 .;1:; t ..... ~ .... :-;:r .. -!.de leadcl:"ship 
in how to handle t-.e crisis in eaucation. Tl.e ~~ 't; -l 1 ··.'a;. -a Z~i"~_, .... :-tij.ror 1;1...: OJ 
was expected to begin to !ill the ~eaclership V"' ":: ·-~' }.1 , L•u~ i,; :; --:_ · ~o j• Tho fo-rmJ.a­
tion or real.:.stic res~arch prozrama and policy n1"'- ... •. ~t.ives i:J ur entJ,y ll.-3a ·ad . 

Ernie , pleas note that I ;ill be o·l. a :·a.~ic Lcon'"'mic Miasio fr 
February 12 -- !'!arch 19 (1'unisia). 

See John Sht.'no ~s, nane step forward d "bTo st .. ps bn.c:: con~e::ni."lg th 
Cl .. isi in educa ion: ' he Report of the ~~au...-a. ·or""nission u, Ilraft, Ib..~, 
Januacy 1973. 

JSimmons:ad 

ooa l·~ssrs . Haw ins 
King 
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