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Preface

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

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

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

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

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

reduction

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

The country studies demonstrate the strong link between overall
economic growth and the speed of poverty reduction. The incidence
of poverty fell in the 11 countries that experienced significant growth
during the period, and rose in the three countries that saw little or no
growth (Zambia, Indonesia and Romania). On average, a 1 percent
increase in GDP per capita for these countries reduced poverty by 1.7
percent during this period (figure 1). The reduction in poverty was par-
ticularly spectacular in Vietnam, where poverty fell by 7.8 percent a year
between 1993 and 2002, halving the poverty rate from 58 percent to
29 percent. Other countries with impressive poverty reductions include
El Salvador, Uganda, Ghana, India and Tunisia, each with declines of
3 to 6 percent a year.

Figure 1 Growth reduces poverty

Annual change in poverty headcount (%)
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Source: Data from country case studies. For years see table 1.1.
Note: The results are very similar if the growth rate in mean consumption/income is used instead of GDP data. The regression coefficient becomes —1.6.
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In growing countries, most of the absolute reduction in poverty was
in rural areas, where the majority of poor households lived. The pro-
portional decline in poverty rates was more marked, however, in these
countries’ urban areas, characterized by higher growth. For instance,
trade liberalization, market-oriented reforms, export incentives and
massive increases in infrastructure and education helped to reduce ur-
ban poverty by 11 percent a year in Vietnam between 1993 and 2002.
In the Sub-Saharan countries, where most agricultural growth came
from export crops, the deepest cuts in poverty were for those growing
them (cotton in Burkina Faso, coffee and cotton in Uganda, cocoa in
Ghana). But given the predominance of poor households in producing
foodcrops, they accounted for the greatest share of poverty reduction
even in these countries.

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

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

While the power of growth in reducing poverty is undeniable, the
experience of the 14 countries in this study also shows that growth
was more powerful in reducing poverty in some countries than others.
Greater poverty reduction was observed where policies were in place to
enhance the capacity of poor people to participate in growth. Several
of these policies are the same as those required to foster higher growth.

Greater poverty
reduction

was observed
where policies
were in place

to enhance

the capacity

of poor people
to participate
in growth
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The country
studies
illustrate the
value of viewing
growth through
a pro-poor lens

For example, trade liberalization and incentives for manufacturing en-
terprises helped expand employment opportunities for semiskilled and
unskilled labor (and particularly women) in Bangladesh, El Salvador,
Tunisia and Vietnam. The liberalization of imports and marketing of
agricultural inputs allowed poorer Bangladeshi farmers to expand their
use of low-cost irrigation pumps, in turn facilitating their use of higher
yielding Green Revolution technology. Coffee sector reforms at a time
of rising world prices helped lift a significant number of rural Uganda
households out of poverty.

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

Increasing the participation of poor households in growth

Making agricultural activities more productive

Because the vast majority of poor people live in rural areas and draw
their livelihoods from agriculture, the discussion begins with factors
that can raise the incomes of poor people who continue to rely on
agriculture. Bangladesh and Uganda typify some of the policies and
constraints that affected the agricultural earnings of poor farmers. In
Bangladesh liberalizing imports of agricultural inputs and machinery
improved access to low-cost irrigation, which along with greater invest-
ments in flood infrastructure and safety net programs, led many poorer
farmers to adopt Green Revolution technology, raising their productiv-
ity and incomes. In Uganda poorer farmers benefited from rising coffee
prices in the mid-1990s. But since the late 1990s agricultural earnings
have stagnated, particularly for poor farmers, and rural poverty reduc-
tion has slowed significantly. What constrains earnings growth for poor
farmers? Thin input markets, despite liberalization. Extension and mi-
crofinance services that are still accessible mainly to larger farmers. And
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land market and use rights that remain unclear, reducing incentives for Five polz'cy
smallholder farmers to invest. interventions
Five policy interventions were important in helping to raise the agri- were important
cultural earnings of poor households in the 1990s. in belpz’ng
* Improving market access and lowering transaction costs. to raise the
* Strengthening property rights for land. agricultuml
* Creating an incentive framework that benefits all farmers. earnings of
* Expanding the technology available to smallholder producers. poor households
* Helping poorer and smaller producers deal with risk. in the 1990s

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

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

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

Strengthening property rights for land improved the incentives to in-
crease production and diversify into higher value crops in Vietnam.
In 1988 land was decollectivized, and under the 1993 Land Law cer-
tificates of use were issued to all rural households, stimulating the in-
tensification and diversification of agricultural production into higher
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Creating an
incentive
framework
that benefits all
farmers was an
important part
of the structural
reforms by

the African
countries

value-added crops. For the poorer farmers in the African case stud-
ies, clear tenure and transparent land markets were important. Weak
land market institutions—often reflecting the partial implementation
of land laws (Uganda, Burkina Faso), the lack of full transparency in
local land management decisions (Zambia) and the difficulties in gain-
ing access to land for non-community members (Ghana)—were key
constraints on the ability of all farmers, but particularly poorer farmers,
to invest in their land. The lack of secure tenure and of legally recog-
nized ownership rights, particularly for inheritance, affected poor rural
women in the African countries, who often are the primary producers
of foodcrops. In many African countries, improving the security of land
tenure for poorer farmers will require developing formal systems that
strengthen and complement customary land practices.

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

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

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

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

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

Taking advantage of nonagricultural and urban employment
opportunities

Urbanization is continuing at a fast pace. Understanding the factors
that can allow poor households to take advantage of nonagricultural
jobs in rural areas and job opportunities in urban areas is crucial for a

Helping poorer
and smaller
producers deal
with risk bhas
stimulated the
adoption of
higher yielding
agricultural
techniques
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The country
cases
underscored
four policy
options to
enhance

access to
nonagricultural
earnings for

poor households

pro-poor growth strategy. In Vietnam trade liberalization and export
promotion in labor-intensive manufacturing—combined with rising
domestic demand stimulated in part by fairly high rates of agricultural
growth—increased nonagricultural employment and earnings for poor
households in urban and more connected rural areas. In Burkina Faso
informal employment expanded rapidly in services, but earnings fell,
due to insufficient demand, reflecting slow agricultural growth, a weak
investment climate and difficulties in accessing international markets.

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

households.

* Improving the investment climate.

* Expanding access to secondary and girls” education.

* Designing labor market regulations to create attractive employ-
ment opportunities.
* Increasing access to infrastructure.

As with policies to expand agricultural earnings for the poor, the
relative priorities and the appropriate design and scope of these policy
options vary across countries.

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

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

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

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

Increasing access to infrastructure (especially roads combined with
electricity) linking rural areas to small towns and urban centers, along
with strong nonagricultural growth, contributed to rising informal sec-
tor employment in rural Bangladesh, India, Vietnam and El Salvador.

Labor market
regulations can
restrict formal
labor markets
and the access
of poor workers
to these markets
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Successful pro-
poor growth
strategies need
to be built on

a thorough
analysis of
what limits the
participation of
poor households
in the growth
process

In contrast, the lack of infrastructure in Africa constrained access to
attractive informal employment in rural areas, and kept the rural poor
engaged in more traditional and lower return nonfarm activities linked
to agriculture. As such, lifting infrastructure constraints to improve
market access, as well as increasing access to electricity and education
in high density rural areas and small towns, may raise nonagricultural
earnings for the poor. But improving access to infrastructure requires
more than expanding public investments—it also requires higher in-
stitutional quality. Poor institutions in Uganda may have prevented
improvements to the power infrastructure (Keefer 2000).

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

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

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

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

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

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

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

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

The experience of the 14 countries in the 1990s underscores three ar-

eas of future research to help policymakers understand how to increase

the participation of poor households in growth and accelerate poverty

reduction.

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

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

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

The 14 country studies give us useful insights on how to better inte-

grate short-term and long-term policies to increase the impact of growth

on poverty reduction. While policymakers cannot systematically “trade

less growth for more equity,” they can and should focus on country-
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to increase
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of growth

on poverty
reduction
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specific interventions that may make growth more poverty-reducing.
Ensuring that national planning and strategic processes, such as pov-
erty reduction strategies in low-income countries, take more fully into
account the factors discussed here, and how they apply to different
countries, will be a key ingredient for reducing poverty more rapidly in
the coming decade.

Note

1. These messages are broadly similar to the findings of the 2006 World Devel-
opment Report, “Equity and Development,” which calls for growth to increase
the opportunities of the poor, using a broader definition of opportunities
than this study to include asset endowments (including human capital assets),

wealth and power, market access and process fairness (World Bank 2005e).





