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Chapter 3: Equity from a global perspective

3.1 In examining the inequality of opportunities within countries, the previous chapter
emphasized people’s “predetermined circumstances,” or life chances beyond their
control, as distinct from their “efforts” and “talents” as individuals. One of these
circumstances is a person’s place of birth. In many countries, access to basic public
health services, for example, is significantly lower in rural areas than in urban areas.

That can mean much for surviving the first year of life—the infant mortality rate in Rio
de Janeiro was 3.3 percent in 1996, less than half the 7.4 percent in northeast Brazil.

3.2 But, just as being born in a village or a city is one circumstance that should be
irrelevant to a person’s chances in life, being born in a specific country is another. Why
is it objectionable for, say, Turkish women to have inferior opportunities and outcomes
compared with Turkish men, but not so objectionable if the comparison is between
Turkish men and English women? After all, in many dimensions of well-being, major
differences in opportunities and outcomes exist between citizens of different countries, in
some cases differences larger than those between various groups within countries.

33 This chapter tries to answer two questions. First, how much does one’s country of
birth determine one’s opportunities in life? Second, does one’s country of birth mean

less for life chances today than in the near or distant past? To answer these questions, we
discuss inequalities in health, education, income, and power in the global arena. We
show that the inequalities between countries are staggering despite some improvements
over time.

Examples and concepts

34 There is no doubt that we live in a world with massive inequalities in the
opportunities to live a free, healthy, and fulfilled life. As Angus Deaton writes,

We are living with appalling inequalities, in which the poor of the world die of
AIDS, and, more broadly, where poor people around the world die of diseases that
are readily preventable elsewhere, including in the first-world hospitals and
clinics that serve the rich in poor countries.'

In 2000 the life expectancy of a child born in Sierra Leone (37 years) or Botswana (39
years) was less than half that for a child born in the United States (77 years).” The
average educational attainment (unconditional on quality of schooling) of an individual
born in a Sub-Saharan country between 1975 and 1979 is less than 6 years, but more than

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

2 Botswana, which has one of the highest HIV/AIDS infection rates in the world, has seen its life
expectancy drop from its peak of 60 years in the mid-1980s to 39 years in 2000.
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12 years in OECD countries. Inequalities in income are also high among individuals in
different parts of the world.’

3.5 How do we view large average improvements in the world, set against this picture
of unacceptable inequalities between countries? Sen (2001) describes the current state of
the world while making the case for a fairer distribution of the fruits of globalization:
“Even though the world is incomparably richer than ever before, ours is also a world of
extraordinary deprivation and staggering inequality.” He argues that whether there have
been some gains for all is not as important as whether the distribution of gains has been
fair. Inequalities in affluence—and in political, social, and economic power among
countries—are central to the debate on globalization. As long as the sharing of potential
gains from globalization is viewed as unfair by many, the inequalities described in this
chapter will be deemed unacceptable. This, despite the fact that absolute poverty has
declined in the last two decades—though by no means uniformly.

3.6 To put global inequalities in well-being in perspective, it helps to examine two
countries at opposite ends of the spectrum—Mali, one of the world’s poorest countries,
and the United States, one of the richest. A baby born in Mali in 2001 had an
approximately 13 percent chance of dying before reaching age one, with this chance
declining only slightly (to 9 percent) even if the baby were born to a family in the top
quintile of the asset distribution. By contrast, a baby born in the United States the same
year had a less than 1 percent chance of dying in its first year. The picture for under-five
mortality is even more egregious: 24 percent of children will not reach age five in Mali,
compared with less than 1 percent of American children. Even a child born into the
richest quintile in Mali is more than 16 times likely to die before age five than an average
American child.

3.7  The picture does not improve for education. The average American born between
1975 and 1979 has completed more than 14 years of schooling (roughly the same for men
and women, and in urban and rural areas), while the average school attainment for the
same cohort in Mali is less than two years, with women’s attainment less than half that
for men, and virtually zero in rural areas. If one considers the quality of the education
received, the inequalities in learning achievement are possibly much larger.

3.8  Itis not surprising, then, that many citizens of Mali, having survived immense
hardships as children and without much education, can barely eke out a living as adults,
on average living on less than $2 a day ($54 a month) in 1994. By comparison, the
average American earned $1,185 a month, more than 20 times that for the average
Malian.

3.9  While there is probably some consensus that inequalities in health, education,
income, and voice are large globally, there is much less agreement on whether things
have been getting better or worse. Is one’s country of origin more or less pertinent today
to the life chances that she faces at birth than it was 20, 50, or 200 years ago? The debate
on inequalities in various dimensions of well-being and their relation to globalization

* Bourguignon, Levin, and Rosenblatt (2004a), 3.
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rages on as you read this report.* It is indeed harder to assert whether inequalities
increased or decreased over time. Various questions have to be answered first:
inequality of what, over which time period, using which concept of inequality? While
there is some evidence of convergence in opportunities in health and education and some
divergence in incomes (or at least lack of convergence), these results cannot be stated
without many qualifications and caveats. Box 3.1 introduces some underlying concepts
that need to be clarified.

Box 3.1 Three competing concepts of inequality: global, international, and intercountry

On the welfare gains from globalization, the two sides of the debate often make statements that are
diametrically opposed, all the while examining the same data. While there are some differences in and
problems with data, the wide discrepancy in views on the topic seems to stem from the fact that the two
sides do not share the same values about what constitutes a just distribution of the gains from globalization.

Considered here are three different concepts of inequality, drawing from Milanovic (2005) and
Ravallion (2004a). Both authors, and the globalization debate in general, discuss these “competing
concepts” in the domain of incomes. But these concepts can be extended to other dimensions, such as
health and education (especially for inequality between countries). The conclusions one would draw in
each of these dimensions of well-being then depend on the concept of inequality adopted. It is impossible
for the two sides to communicate without first making these concepts clear.

Has global income inequality increased or not? Before we can answer this, we have to define
what we mean by global inequality and how that differs from what we will call international and
intercountry inequality.

Global inequality: forget country boundaries, each person has his or her real income

Global inequality is easy to define: simply forget countries, line up all citizens of the world, and
calculate the inequality in the distribution of their real incomes, adjusted for purchasing power parity.” The
global inequality measures that belong to the general entropy class, such as a mean log deviation or Theil’s
index, can be neatly decomposed into inequality attributable to inequalities between persons within each
country and the mean differences of income between countries (Shorrocks (1980)).

Within-country inequality is what the overall inequality in the world would be if there were no
differences in mean consumption across countries but each country had its actual inequality level. Between-
country inequality can be interpreted as measuring what the level of inequality in the world would be if
everyone within each country had the same (the country-average) consumption level. Total inequality in the
world is the sum of these two parts, and the ratios of the respective parts to total inequality provide a measure of
the percentage contribution of between-country and within-country inequality to total inequality.

International inequality: each person has his or her country’s mean income

Throughout the rest of the report, we will refer to this between-country inequality as international
inequality, the inequality in the distribution of all of the world’s citizens, but with each person assigned the

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

> Doing this in practice requires household survey data and various adjustments and assumptions—all far
from simple—which is why so many people discuss international or intercountry inequality using National
Accounts data instead of global inequality.
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mean income of his/her country instead of his/her own income. Global inequality is calculated by simply
adding international inequality to within-country inequality.

Intercountry inequality: each country has one representative at its mean income

These two concepts, however, are not enough to settle the debate. Think of the following statement in
support of the argument that inequality in the world has been increasing: “The GDP per capita of the richest
country in the world was about 9 times that of the poorest around 1870 compared with 45 times by 1990.”°
Notice that while this statement seems to be referring to something akin to international inequality, there is a
subtle but very important difference: the size of the richest or the poorest country plays no role in this
statement. The statement remains the same whether the richest country is Palau and the poorest country is
Jamaica, or whether they are China and India.

This is why a third concept is needed. In this concept, all countries of the world (instead of all
citizens) line up together, and each of them is assigned her mean income. We will call the inequality in this
distribution (of roughly 200 or so countries of the world) intercountry inequality. Milanovic (2005) refers
to our intercountry, international, and global inequality concepts as Concept 1, Concept 2, and Concept 3
inequality (box figure 1).

Why use intercountry inequality

The implicit value judgment in using intercountry inequality instead of international inequality is
that countries, not people, should get equal weight in assessing the fairness of the division of the gains from
globalization. The measures most widely quoted by the critics of globalization treat each country as one
observation, while decompositions of world inequality into between-country and within-country
components described above give people equal weight, whether they live in China or Chad.

Note that in the globalization debate, the choice of the measure of inequality can also depend on
the question one is trying to answer. If one is interested in the impact of some “globalizing” policies on
growth or distributional outcomes at the country level, it might be preferable to use a measure of
intercountry inequality.

Why use international inequality—as we do in this report?

Alternatively, if we are trying to determine whether world poverty or inequality decreased as a
result of “globalizing” policies, then we might be more inclined to examine measures of international
inequality.

No right or wrong choice

Arguments can be made in favor of each of these two concepts when assessing trends in inequality
between countries. This choice is not a matter of what is right or wrong. When it comes to judging
inequality, intelligent people can disagree about whether countries or people should be weighted equally—
something that Ravallion (2004a) argues in detail. The point: the judgments (or the questions of interest)
that affect the choice of the inequality concept employed in empirical work matter greatly to the assessment
one can make about the distributive justice of current globalization processes.

8 Pritchett (1997).
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Box figure 1 Three concepts of inequality illustrated
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Sources: Milanovic (2005) and Ravallion (2004a).

Global inequalities in health

3.10 The unweighted and weighted international distributions of life expectancy at
birth (ignoring the distribution of life expectancy at birth within countries) both show a
clear “twin-peakedness” in 1960.” Data show that 50 countries had life expectancies
between 35 and 45 years, 41 countries had life expectancies between 65 and 75 years,
and there was relatively little mass in the middle of the distribution.

3.11 By 1980 the left-hand mode of the distribution had decreased considerably in size.
The distributions began to look more right-skewed, unimodal, especially in the weighted
international distribution: 73 countries had a life expectancy between 65 and 75,
compared with 31 countries between 55 and 65, and 35 countries between 45 and 55. But
by 2000 the two modes become evident once again, especially in the unweighted
distribution, although there is more mass in the right mode of the distribution.

"It is important to note that all the evidence presented here refer to intercountry or international inequality
in life expectancy at birth, and not to global inequalities, because we do not use any evidence on within-
country differences in life expectancy.
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Figure 3.1 Vanishing twin peaks in life expectancy at birth
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3.12  In 1980, the average life expectancy in four regions—Middle East and North
Africa, East Asia (excluding China and Japan), South Asia, and Sub-Saharan Africa—
was below the world average.® Between 1980 and 2000, rapid increases in life
expectancy in the first three of these regions were globally inequality-reducing, while the
decline of life expectancy in Sub-Saharan Africa in the 1990s boosted inequality by
stretching the bottom tail of the distribution. By 2000, only South Asia and Sub-Saharan
Africa were below the world average, with the difference in life expectancy at birth
between these two regions having increased from 5.8 years to 15.6. Between-country
inequality declined until the early 1990s and then increased back to its 1980 level by
2000. The large decline in life expectancy at birth in Sub-Saharan Africa more than
offset the inequality-reducing effect of growth in South Asia in the 1990s.

3.13  Over a longer period (1820-1992) Bourguignon, Levin, and Rosenblatt (2004a)
show tremendous gains in life expectancy at birth (rising from approximately 27 years to
61 years), unequally distributed at first, then equalizing in three waves between late
nineteenth century and 1990. Decades of consistent improvements in life expectancy at
birth came to a screeching halt in the 1990s (table 3.1). Between-country inequality
among developing countries is as high as it has ever been since 1960.

¥ Goesling and Firebaugh (2004).
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Table 3.1 Increases in life expectancy at birth slowed down dramatically in the 1990s

1960 1970 1980 1990 2000
Mean 53.4 57.4 61.0 64.0 64.8
Coefficient of 0.233 0.203 0.183 0.173 0.194
variation
Theil-T 0.0273 0.0211 0.0173 0.0157 0.0199
Theil-L 0.0281 0.0220 0.0182 0.0166 0.0214

Source: Schady (2005).

Note: Theil-L and Theil-T are two inequality measures that belong to the general entropy class, with
parameters 0 and 1, respectively (unweighted).

3.14  So, there is some convergence in life expectancy at birth over a long period,
although there are significant losses in the 1990s in Sub-Saharan Africa, mainly caused
by AIDS, and in some European and Central Asian countries.” With the developed
countries reaching a biological limit at the top of the distribution and many regions
catching up to them, the inequality of life expectancy in the world will become more a
function of changes in health and population growth in Sub-Saharan Africa—barring a
major health catastrophe elsewhere in the world. (We revisit this issue at the end of the
chapter.) But for now there remain two worlds with significantly different life
expectancies: the gap in life expectancy between Sub-Saharan Africa and Europe and
North America in 2000 is higher than it was in 1950."°

3.15 Health outcomes of even the rich citizens in poor countries remain well below the
average in OECD countries. For example, for all countries with average per capita GDP
below the $2 a day threshold, the child mortality rate of the richest 20 percent of the
population is more than 10 times the OECD average of six years.'' While this is also
certainly the case with many other indicators, it is difficult to make statements about how
large differences between countries are in comparison with inequalities within countries.
Unlike the income inequality literature, there are no accepted practices for decomposing
inequalities in health into within-country and between-country components. >

3.16 Consider, however, a simple thought experiment. In the 45 developing countries,
for which a Demographic Health Survey was available in 2000, 4.9 million infant deaths
could be prevented by bringing their infant mortality levels to the OECD average. But if
one eliminated the infant mortality gap between the rich and the poor within each of the
same countries by lowering the infant mortality rate for everyone to the level of the top

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

1" Deaton (2004).

" Pritchett (forthcoming). The richest quintile is defined based on an asset index created by Filmer and
Pritchett (1999).

2 One example of such decomposition is Pradhan, Sahn, and Younger (2003), who claim that less than
one-third of the world inequality in child health is attributable to differences between countries.
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decile, 3.1 million infant deaths could be prevented.> While the average infant mortality
rate for the rich in these poor countries is almost five times larger than the OECD
average, it seems that eliminating within-country differences between the rich and the
poor (by improving the health of the poor), at least in this particular case, would get us
about two-thirds of the way to the number of total preventable deaths (by moving
everyone to the OECD average).

3.17  So, while large differences in health outcomes remain between countries and
within them, it is not possible to make definitive statements about the relative weight of
these components in global health inequalities. One can say, however, that there is no
clear presumption that inequalities between countries dwarf those within them. This
finding, as we will see later in this chapter, stands in sharp contrast to that in incomes but
is congruent with that in education.

3.18  While technical change in private and public health knowledge may be more
important to account for the overall better health,'* income may be important in the
poorest countries, through its impact on the adoption of even inexpensive techniques,
adequate nutrition, and water and sanitation infrastructure. Life expectancy increases
steeply with income among the poorest countries (figure 3.2)."

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

' Preston (1980) as cited in Deaton (2004).

1> Also note that all of the countries that are significantly below the curve, that is, those with much lower
life expectancy at birth than their GDP per capita would predict, such as South Africa, are in Sub-Saharan
Africa.
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Figure 3.2 Life expectancy is highly correlated with income, particularly in poor countries
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Source: Deaton (2004).

Note: The curve is nonparametrically fitted, weighted by population. The figure plots country life
expectancy (using circles whose size is proportional to population) against GDP per capita in purchasing
power parity (PPP) dollars at the turn of the twenty-first century.

3.19 But differences in income growth explain less than a sixth of the variation in
improvements in life expectancy at birth. More important determinants are clean water,
health systems, demand for adequately operated and equipped health systems, and basic
sanitary knowledge, the latter two having much to do with education, particularly
women’s education.'®

3.20  While life expectancy at birth continued to increase, and the infant and child
mortality rates declined, the last decade of the twentieth century has seen a divergence
between rich and poor countries.'” The difficulties faced by Europe and Central Asia
countries during transition, and the spread of HIV/AIDS and civil conflicts, were major

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

' The increase in inequality between countries in life expectancy at birth in the 1990s is also confirmed by
Goesling and Firebaugh (2004).
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factors in this, but they are not solely responsible.'® Cornia and Menchini (2005) cite
changes in health spending, public health programs, and the structure and stability of
households as possible reasons for the slowdown in health progress in developing
countries.

Global inequalities in education

3.21 The unweighted distribution of adult school attainment was clearly left-skewed in
1960 (figure 3.3). This reflects the fact that many countries, particularly in Africa and
Asia, had mean years of schooling close to zero. The weighted distribution, like that for
life expectancy at birth, was bimodal, with one peak around two years of mean schooling
and a smaller peak around eight years.

Figure 3.3 The distribution of years of schooling improved greatly in the second half of the twentieth
century
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Source: Schady (2005).

3.22  Many of these countries saw large increases in enrollments in the 1960s, 1970s,
and 1980s. As these younger cohorts aged, the mean years of schooling in their countries
increased, and the skewness in the unweighted international distribution of schooling
disappeared. Note that the bimodal distribution of schooling across persons (weighted by
population) persisted until the 1990s and then gave way to a unimodal distribution only
by 2000.

3.23 By any measure the international distribution of years of schooling has undergone
dramatic changes between 1960 and 2000. As mean levels have risen, inequality has

'8 A recent paper by Brainerd and Cuttler (2004) cites increased alcohol use and psychosocial stress
brought on by an unpredictable future as the two main contributors to the decline in life expectancy in
Russia and other countries of the former Soviet Union.
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fallen, decade after decade (figure 3.4). The mean years of educational attainment for the
world almost doubled from 3.4 to 6.3 (table 3.2). Sub-Saharan Africa, the Middle East
and North Africa, and South Asia started with high inequalities (not shown here) and
reduced them over time—the Middle East and North Africa region was particularly
successful. Latin America and the Caribbean and East Asia also had some inequalities,
which they essentially eliminated for their youngest cohorts. Despite the progress, mean
levels of educational attainment in Sub-Saharan Africa and South Asia remain low even
for the youngest cohorts.

3.24  While significant disparities remain in educational attainment across countries
despite evidence of significant catch-up by poorer countries in the past half century, there
is also large variation within countries (chapter 2). In fact, less than 20 percent of the
inequality in educational attainment between adults born between 1935 and 1979 is
attributable to that between countries, a share that has been steadily declining over time.
While both inequality within and between countries is declining, the rate of convergence
in country means has been faster.

3.25 The story remains the same when decomposing inequality in educational
attainment into inequalities between men and women. Roughly a quarter of global
inequality in educational attainment is attributable to differences between men and
women, but this gap is again declining over time, from 31 percent in the oldest cohort in
our sample, to 16 percent in the youngest. But there are large differences in this
convergence by region (figure 3.5). While Latin America and the Caribbean, East Asia,
and Europe and Central Asia seem to have reached gender parity in education, along with
other developed countries, the progress in South Asia, Sub-Saharan Africa, and the
Middle East and North Africa has been slower. Women still lag far behind men in
educational attainment.

Table 3.2 Mean years of schooling increased continuously while inequality declined

1960 1970 1980 1990 2000
Mean 3.38 3.82 4.67 5.55 6.30
Coefficient of 0.739 0.705 0.612 0.518 0.461
variation
Theil-T 0.281 0.259 0.195 0.143 0.115
Theil-L 0.392 0.365 0.250 0.179 0.144

Source: Schady (2005).

Note: Theil-L and Theil-T are two inequality measures that belong to the general entropy class, with
parameters 0 and 1, respectively (unweighted).
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Figure 3.4 Mean years of schooling increased while inequality declined across birth cohorts
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Figure 3.5 Gender disparities in years of schooling declined but remained significant in some regions
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3.26 It should not be assumed that high attainment necessarily implies high
achievement, and vice versa. An analysis of the relationship between attainment
(measured by the percentage of 25 to 34 year olds with upper-secondary education) and
achievement (measured by reading proficiency of 15 year olds) in 27 OECD countries
(plus Brazil) shows a rank correlation coefficient between these two variables of 0.57. It
is clear that the rankings of countries according to these two indicators are not the same.
The Republic of Korea and Japan (at the top of the OECD distribution) and Mexico,
Portugal, and Turkey (at the bottom) have similar ranks for both attainment and
achievement. But the Czech Republic, Norway, and the United States do worse in
achievement than attainment. And achievement rankings of Australia, Finland, and
Ireland are much higher than their rankings in attainment.

3.27 Achievement differences between developing countries and OECD countries
remain strikingly large. Using internationally comparable assessments of reading,
mathematics, and science, Pritchett (2004b) shows that developing countries do not just
constitute the lower tail of the learning distribution, but that most actually do far worse
than the poorest performing OECD countries. For example, children in Argentina,
Mexico, and Chile perform about two (OECD) standard deviations below children in
Greece—one of the poorest performing countries in the OECD. In reading competence
(based on PISA 2001), the average Indonesian student performed at the level of a French
student at the seventh percentile. Considering children who have never attended school,
those who enrolled but dropped out, and those who completed grade nine but whose test
scores remain more than one standard deviation below the OECD mean in mathematics,
Pritchett finds that 96 percent of 15 to 19 year olds in Morocco lack achievement in

“adequate learning”."

Global inequalities in income and expenditure

3.28 The answers to basic questions—such as whether income inequality has been
increasing or decreasing—depends, among other things, on which concept of inequality
is under the microscope: intercountry inequality (in the distribution of unweighted
country means), international inequality (in the distribution of country means weighted
by their population size), or global inequality (in the distribution of individual incomes).

3.29  We start the discussion by presenting the median and mean incomes of selected
countries by region for a range of years between 1997 and 2002, as well as the dispersion of
those incomes within each country (figure 3.6). Large differences across countries and
across people within countries are striking. For example, an individual in the tenth
percentile in the U.S. distribution enjoys a level of income higher than an individual earning
the mean income in Brazil or Argentina.”* While a Chinese individual living in a rural area
has a mean income similar to an average Cambodian, an urban Chinese enjoys a similar

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

20 While making these comparisons between countries, the reader should bear in mind the discussion on the
comparability of these data from box 2.4 and not interpret these differences literally.
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income to an average Brazilian.”! A South African at the bottom of the income distribution
in her country earns as much as the average individual in Mali while a South African at the
ninetieth percentile of that income distribution enjoys a standard of living (in income)
comparable to that of a median Irish individual.

Figure 3.6 Incomes range broadly across countries and individuals
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Source: Authors’ calculations.

Note: Years range from 1997 to 2002 as measured by adjusted (1993 PPP $) monthly per capita income
(red) or consumption (gray). The lowest point of each line represents the income level at the tenth
percentile, followed by that at the median, the mean (the two edges of each box), and the ninetieth
percentile (top of each line).

3.30 The difference in the evolution of intercountry (unweighted) and international
(weighted) inequality between 1950 and 2000—borrowing from Milanovic (2005), who
calls this the “mother of all inequality disputes”—could hardly be more dramatic (figure
3.7). When countries are the unit of observation, (intercountry) inequality has been
undeniably increasing, especially since the 1980s. But international inequality has been
steadily declining, thanks mostly to the income growth in some populous countries,
mainly China and India. Note that intercountry inequality and international inequality
without China and India track each other quite closely from 1980 onward, coinciding
with the period of rapid growth in these two countries, the slower average growth in other
developing countries, and the declines in measured output in Eastern Europe and former
Soviet Union countries.

2! The urban and rural figures for China (and India) have not been corrected for cost-of-living differences.
Given that rural-urban price differentials have been increasing over time and are significant today (Chen
and Ravallion (2004), the figures here exaggerate the differences in living standards between the rural and
urban Chinese.
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Figure 3.7 Since 1950 intercountry inequality increased while international inequality declined
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3.31 If Luxembourg and Nicaragua, at opposite ends of the world income distribution,
grew at the same annual rate of 2 percent per capita a year for the next 25 years, the per
capita yearly incomes in Luxembourg would increase from $17,228 (PPP-adjusted) to
$28,264, an increase of more than $10,000 dollars. That of Nicaragua, by contrast, would
increase by a mere $375, from $573 to $940, during the same period. Atkinson and
Brandolini (2004) note that “with annual per capita growth rates of 5 percent in China
and 2 percent in the United States, the absolute income gap between the two countries
would widen for a further 41 years before starting to narrow, to finally disappear in 72
years.”

3.32  The evaluative judgments drawn about the distributional changes associated with
globalization may depend crucially on whether one thinks about inequality in absolute
terms or relative terms. There is no economic theory that tells us that inequality is
relative, not absolute. Again, as with intercountry and international inequality, it is not
that one concept is right and the other one wrong. Nor are they two ways of measuring
the same thing. Instead, they are two different concepts. The revealed preferences for
one concept over another reflect implicit value judgments about what constitutes a fair
division of the gains from growth. Those judgments need to be brought into the open and
critically scrutinized before one can take a well-considered position in this debate.

3.33  An examination of international inequality using absolute rather than relative
measures of inequality reveals a steady increase over the long run, as well as in recent
decades—this latter finding contrasts with relative international inequality trends.
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Atkinson and Brandolini (2004) find that absolute indexes of inequality, such as the
Absolute Gini and the Kolm Index? (with various parameters of inequality aversion),
have been increasing steadily since 1970 (figure 3.8).%

Figure 3.8 Unlike relative inequality, absolute inequality has been steadily increasing
(Indexes: 1970=100)
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Source: Atkinson and Brandolini (2004).

3.34  What happened to global inequality in the past 20 years or so has been the subject
of fierce debate in the context of globalization and is perhaps the hardest question to
answer. Some authors** claim that global inequality increased slightly, while others™
argue that they have declined.

3.35 Examining global inequality requires knowledge of the distribution of inequality
within each country. Household surveys that collect such data are a relatively new
phenomenon, having become more common since the 1980s even in developing
countries. So, if we want to know about the distribution of income for everyone in the
world, we are confined to a much shorter time period. We have selected three waves,
similar to those used by Milanovic (2005): 1986-1990, 1991-96, and 1997—current.

3.36  Global inequality (measured by the mean log deviation) did not change
significantly over this period, although there is a slight decrease between 1993 and 2000

2 Kolm (1976) proposed the following class of absolute measures of inequality:

n

K= lln[%zz e 7y‘)] , where 10 is a parameter that captures inequality aversion.

K i=1
3 Atkinson and Brandolini (2004) discuss changes in international as well as global inequality. We use
only their results on international inequality to make our point on the trend differences when one switches
from a relative concept of inequality to an absolute one.
* Such as Milanovic (2005).
% See Firebaugh and Goesling (2004), Sala-i-Martin (2002).
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(figure 3.9). The mean log deviation for the world would have increased without China
and India, consistent with the consensus in the literature that international inequality
declined in this period thanks largely to these two countries. But if global inequality
stayed roughly the same while international inequality declined, inequality within
countries must have increased by approximately the same amount—a subject that we
discuss below.

Figure 3.9 The inequality decline between countries was neutralized by increases within countries
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3.37 Most of the world’s income inequality can be explained by the differences in
country means—that is, by international (or between-country) inequality. Our estimates
show that the share of global inequality, which can be attributed to inequality between
countries, declined steadily from 78 percent around 1988 to 74 percent around 1993 and
to 67 percent by around 2000. With global inequality staying roughly the same during
this period, within-group inequality increased at a somewhat steady pace (figure 3.9).
These results are consistent with the evidence (in chapter 2) of increasing inequality
within countries in many parts of the world, including Bangladesh, China, the United
Kingdom, and the United States.

3.38 The between-country share of global inequality is also consistent with Milanovic
(2005), who puts this figure at about 71 percent in 1998. It is possible that the Milanovic
figures overestimate between-country inequality because he assigns all households in a
decile the same income instead of estimating a Lorenz curve (for percentiles). Our
results use slightly improved data from Milanovic in three aspects. First, for many
countries, we calculate our welfare measures using raw data at the household level, while
Milanovic (and many others) use grouped data. Second, we incorporate more recent data
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for the current period, possibly providing an improvement in data quality, especially for
Eastern European countries. Third, for the countries with grouped data, we estimate
Lorenz curves instead of assigning everyone in the group with the same income.”® That
most of the global inequality in incomes is explained by between-country inequality
seems to be a robust finding in the literature, in stark contrast with the picture in health
and education.

3.39  Over a much longer period (1820-1992) Bourguignon and Morrisson (2002)
estimate that global inequality has been steadily increasing, because of a rapid increase in
international inequality until World War II, and then to smaller increases in both within-
country and international inequality between 1970 and 1992 (figure 3.10).>” They also
argue that international inequality was essentially negligible at the turn of the nineteenth
century (accounting for roughly 12 percent of global inequality), but that it increased very
rapidly until World War II, and then continued to increase, but at a much slower pace.
Within country inequality, however, reached its peak around 1910 and declined
dramatically between the two world wars (mainly because of equalizing forces in the
now-developed countries), and started creeping back up only since the 1970s. The
combined effect of these changes is an increase in the share of international inequality
from roughly 10 percent in 1820 to more than 60 percent by 1992.

Figure 3.10 Inequality between countries became much more important over the long run
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*% Our analysis shows that we can estimate GE(0), that is, mean log deviation, from grouped data,
especially if the number of groups is larger than 10, without any significant bias using our smoothing
techniques.

?7 The difficulties in assembling a database to calculate global inequality over such a long time period are
detailed in Bourguignon and Morrisson (2002), 729-30.
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3.40 In summary, while the world got richer, income inequality—relative and absolute,
international and global—increased tremendously over a long period of time (1820—
1992). But the story is less clear-cut for a more recent time frame. In the post-World
War II era, intercountry inequality (unweighted) has continued to increase while
international inequality (weighted for population) declined. International inequality
declined in the final decades of the twentieth century, because the inequality-reducing
effects of income growth in China and South Asia more than offset the inequality-
boosting effects of continued steady income growth in the now-developed countries and
the declining incomes in Sub-Saharan Africa.

3.41 Pritchett (1997), examining the period between 1870 and 1990, argues that while
there was convergence of incomes for today’s developed countries (what Maddison
(1995) calls the “advanced capitalist” countries), the growth rates between developed and
developing economies show considerable divergence. He provides evidence that “the
growth rates of developed countries are bunched in a narrow group, while those of less
developed countries are all over with some in explosive growth and others in implosive
decline.”*®

3.42  Further evidence of convergence among rich countries and divergence between
rich and poor countries comes from Schultz (1998), who estimates that international
inequality accounted for about two-thirds of total inequality (measured by log variance)
between 1960 and 1990; however, there also were large differences by region. Inequality
between the countries of OECD (and the rest of Europe including Turkey) decreased by
50 percent during this period, at the end accounting for only one-third of total inequality.
During the same period, international inequality in Sub-Saharan Africa nearly doubled,
causing its share in total inequality to increase from 20 percent to 36 percent. In both
Sub-Saharan Africa and Latin America and the Caribbean, overall inequality levels
remain high, while high-income countries show signs of convergence.

3.43  One can also examine inequality trends by focusing on the mobility of countries
rather than by taking an anonymous approach to inequality comparisons. Poor countries’
mobility from the bottom has been limited in the past 25 years. With the exception of
China, the six countries that occupied the bottom decile (population-weighted) in 1980—
all in Sub-Saharan Africa—had no growth worth noting.”’

Table 3.3 Mobility matrix in absolute country per capita incomes, 1980 to 2002

Income in 2002
Income in 1980 710 711-1,1001,101-2,8902,891-10,00010,001>
<710 1.28%1.64% 0.00% 97.08% 0.00%
711-1,100 8.23%3.89% 87.88% 0.00% 0.00%
1,101-2,890 8.09%0.56% 59.08% 32.28% 0.00%
2,891-10,000 [0.00%0.00% 0.98% 90.84% 8.17%
10,001> 0.00%0.00% 0.00% 3.99% 96.01%

Source: Bourguignon, Levin, and Rosenblatt (2004a).

2 Pritchett (1997), 14.
¥ Bourguignon, Levin, and Rosenblatt (2004a).
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3.44  While there is significant upward mobility between 1980 and 2002—the 97.08
percent entry in the first row is China—there is also troubling stagnation and downward
mobility (table 3.3). Note that approximately 8 percent of each of the second and third
income ranges fell into the bottom range over these two decades. “It is clear that no
Pareto improvement has taken place in the world between 1980 and 2002, which leaves
room for different value judgments about the evolution of world welfare, inequality, and
relative poverty.”*® Milanovic (2005) also point out the “downward mobility” of many
countries in the past 40 years or so. Those who do not share the view that inequality
between countries fell in the past 20 to 25 years—that is, those who take the
“unweighted” view of the world—may have such mobility concerns in mind.

3.45 Absolute poverty rates have declined in the past 20 years or so, and a variety of
studies have confirmed this trend (figure 3.11).*' Overall, while there are roughly 400
million fewer people who live on less than a $1 a day in 2001 than there were in 1981,
the number of poor people in Sub-Saharan Africa almost doubled, from approximately
160 million to 313 million. While some populous countries, almost exclusively in Asia,
such as Bangladesh, China, India, and Pakistan, made significant headway against
extreme poverty, almost all increases in extreme poverty—especially in countries with
high initial headcount rates—took place in Sub-Saharan Africa.>* Among the larger
countries with rising headcount rates are Nigeria, South Africa, and Tanzania.

Figure 3.11 Absolute poverty declined globally, but not in every region
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Source: PovcalNet (http://iresearch.worldbank.org/PovcalNet/jsp/index.jsp).

30 Ravallion (2004a) as cited in Bourguignon, Levin, and Rosenblatt (2004a).
31 See, for example, Chen and Ravallion (2004).
32 Vietnam and Thailand practically eliminated $1 a day poverty during this period.
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3.46 If the poverty trends discussed here continue, the Millennium Development Goal
of halving the proportion of people living on less than $1 a day will be met. But only
East and South Asia will reach this goal. We cannot be satisfied if this were to happen.
Other things equal, we would prefer to see the poverty rate falling at the same pace in all
countries. Currently, hundreds of millions of people in numerous developing countries
lack the opportunity to avoid hunger, poor health, and low access to vital services, such
as education and clean water.”

Global inequalities in power

3.47  One of the main arguments in the concluding chapter of this report is that the
rules and processes in global markets can be unfair to developing countries. A country’s
power in decision making in multilateral banks is usually correlated with its economic
strength. Even when each country has equal representation in an international body, such
as the United Nations system or the World Trade Organization (WTO), powerful forces
can chisel away at developing-country interests (through separate bilateral agreements,
for example). And the capacity of developing countries to make informed decisions can
be limited.

Poor countries lack the financial and human capital resources that would allow
them to be equal participants in the international bodies in which decisions are
taken that affect them and, beyond that, in setting the rules under which the
international system operates.>*

3.48 In the International Bank for Reconstruction and Development (IBRD)—the
market-lending arm of the World Bank—a country’s voting power depends on the
percentage of IBRD shares it holds. The largest shareholders are the United States with
16.4 percent of the vote, Japan with 7.9 percent, Germany with 4.5 percent, France and
the United Kingdom with 4.3 percent. Each has a representative on the Board of
Directors. By contrast, all Sub-Saharan countries together have two representatives and
5.2 percent of the vote. China and India both have 2.8 percent of the vote.™ Country
influence in setting the agenda for the institutions is not limited to board membership. A
1998 study by Filmer and others (1998) shows that roughly two-thirds of the senior
management—level positions at the World Bank are occupied by citizens of Part I (mainly

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

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

33 Voting shares in the soft-lending arm of the World Bank, the International Development Association, are
similar: Part I countries hold 61 percent of the vote and Part II countries 39 percent. Developing countries
are somewhat better represented in regional development banks, but developed countries hold large voting
shares there too.
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OECD) countries, although these countries account for less than one-fifth of the global
population and a smaller share of the number of member countries.

3.49 Atthe WTO, each member country has one vote. Moreover, because decisions
are by consensus, each country effectively has veto power. So the WTO is, at least on
paper, perhaps the most democratic of international organizations. In practice, the ability
of countries to influence the agenda and decisions depends crucially on their capacity to
be present, to follow negotiations, to be informed, and to understand fully the impact of
the complex issues at hand. A rough indicator of a country’s capacity is the size of its
representation in Geneva. A study by Blackhurst, Lyakurwa, and Oyejide (2000) found
that only 8 of the 38 Sub-Saharan countries had close to five (the WTO average) resident
delegates listed in the WTO directory. Worse, 19 of the 38 countries—half of the Sub-
Saharan WTO membership—had no delegate resident in Geneva. Only Nigeria had a
delegation that deals solely with the WTO.*

3.50 Even when country representation in the international arena is considered
adequate, it is debatable whether the representatives of some countries are fully
accountable to their citizens. There are considerable differences among countries in the
extent to which their political and legal institutions provide citizens with fair, transparent,
and inclusive environments to enhance and leverage their assets. While there are
numerous problems with trying to measure such things, Kaufmann, Kraay, and Mastruzzi
(2004), in the most comprehensive comparative assessment to date, integrate data
collected by 25 separate sources constructed by 18 (commercial and advocacy)
organizations. The authors used the data to provide a common empirical basis to assess
the relative differences among countries of the quality of their “governance.”

3.51 Figure 3.12 summarizes information on “voice and accountability,” which refers
broadly to the extent to which citizens have freedom of expression, a free press, and open
elections, using standardized measures for selected countries (the same ones as in figure
3.6). The upper bar for each country represents the country’s percentile rank in the
“voice and accountability” distribution with the intersecting black rule line representing
the confidence interval. The lower bar is the average percentile score for the income
category to which the country belongs.’” The top of the “voice” rankings is filled with
wealthy countries, such as Denmark, the United States, Ireland, and Israel. The voice
ranking of such countries as South Africa, Poland, and especially Mali and India exceed
their ranks in incomes. The opposite is true for China, Ethiopia, Pakistan, and the
Russian Federation. Cambodia and the Republic of Yemen are both quite poor and rank
low in freedom of expression. It is clear that there is no one-to-one relationship between
citizens’ voice and average income at the country level.

3% In all other cases, the delegates in charge of economic matters may be covering, in addition to the WTO,
also UNCTAD, ITU, ILO and WIPO.

37 Each country belongs to one of the following four categories based on its GDP per capita in 2002: low
income, lower-middle income, higher-middle income, and high income.
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Figure 3.12 There is no one-to-one relationship between voice and income
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Source: Kaufmann, Kraay, and Mastruzzi (2004).

Note: “Voice and accountability” refers broadly to the extent to which citizens have freedom of
expression, a free press, and open elections based on a statistical compilation of responses on the quality of
governance given by a large number of enterprise, citizen, and expert survey respondents in industrial and
developing countries, as reported by a number of survey institutes, think tanks, nongovernmental
organizations, and international organizations. Countries’ relative positions on these indicators are subject
to margins of error that are clearly indicated. Consequently, precise country rankings should not be inferred
from these data.

A glimpse of the future

3.52  Despite improvements over time, inequalities among countries in various
dimensions remain unacceptably high. Each year 10.5 million child deaths are
preventable in the sense that these children would not have died if they had been born in
rich countries.”® The mean educational attainment level for adults born in 1975-79 in
Sub-Saharan Africa remains at 5.4 years, compared with 10.1 years in Latin America and
Caribbean and 13.4 years in developed countries. Developing countries also face
massive challenges in influencing the global rules and processes that determine
outcomes, which matter greatly to the well-being of their citizens.

3.53 International inequalities in educational attainment have been steadily declining.
This is also true in health—one’s country of birth 50 years ago was much more pertinent

¥ Lopez (2000) as cited in Deaton (2004).
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to survival than it is today. In this sense, opportunities across countries are equalizing.
But improvements in life expectancy at birth have reversed since the early 1990s, because
of the devastating effects of HIV/AIDS and the difficult circumstances facing citizens of
some transition economies. The world distribution of incomes, by contrast, was
becoming secularly more unequal from the early nineteenth century until about the end of
World War II. Since the war, international inequality between countries has decreased
immensely, because of the fast growth in China and India in more recent times, and
global inequality has leveled off. Because China and India are only two countries,
intercountry inequality in incomes has continued to increase.

3.54 What explains the convergence in health and education and the lack of it in
incomes? Deaton (2004) points out that, while gains in income were undoubtedly
important for improving nutrition and funding better water and sanitation schemes, some
countries made progress in reducing child mortality even in the absence of economic
growth. These improvements came from the globalization of knowledge, facilitated by
local political, economic, and education conditions. A possible explanation for the
disconnect between the convergence in education and the divergence in incomes is that
education is not translating into human capital and that the rise in per worker schooling
explains only a small part of the growth in output per worker.*’

3.55 We have seen that the story of income inequality in the world has been a story of
falling international inequalities and rising within-country inequality. For global
inequality, these two effects are offsetting, and the conclusion drawn depends on
knowing which effect dominated. The decline in international inequality is largely due to
fast income growth in China and South Asia.* But as China and South Asia catch up to
the world average, their equalizing effect will diminish. And if they continue to develop
at similar rates to that in the past two decades, the effect of their growth will increase
international inequality.*’ Without the offsetting effect of declining international
inequality, global inequality would also be on the rise again unless inequality within
countries starts to decline and Sub-Saharan African economies begin to experience
healthy growth. This suggests that the future of world income inequality will
increasingly be a function of economic growth in Africa (and some other low-income
countries under stress), especially if the population growth rates in Africa remain above
the world average. That both population growth and economic growth in Africa have
been stunted by the AIDS tragedy is doubly disturbing.

3.56  On whether today’s poor countries with stagnant economies will take off, some
researchers are optimistic. Lucas (2003) suggests that the countries that have not yet
joined the industrial revolution (which he attributes to socialist planning, lawlessness, and
corruption) will become the miracle economies of the future. He reckons that the growth
rates in these catch-up countries may be quite high and that they will also go through a
similar demographic transition experienced by today’s developed countries. The world
population will stop rising and world production growth will stabilize until all countries,

39 Pritchett (2001) and Pritchett (2004b).
0 Firebaugh and Goesling (2004).
! Sala-i-Martin (2002).
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economically, start resembling countries like the United States, thanks to free trade and
the diffusion of technology.

3.57  Pritchett—who calls this idea “advantage to backwardness”*—remains more
cautious. Conceding that such rapid gains in productivity are a possibility, he argues that
“the cases in which backward countries, and especially the most backward of countries,
actually gain significantly on the leader are historically rare.”* He observes that there
are also forces for “implosive” declines in these countries, suggesting that backwardness
may also carry “severe disadvantages.”

3.58  On health in Sub-Saharan Africa, the UN Population Division projects that life
expectancy at birth in Africa will decline over the next 5 to 10 years and then start
climbing again, reaching 65 years by about 2050.* These projections assume that
HIV/AIDS prevalence rates in Africa will peak sometime before 2010 and then decline
over the next decades. But the Joint United Nations Programme on HIV/AIDS estimated
that 43 percent of pregnant females in 2000 were HIV positive in Botswana and 19
percent in South Africa.* Thus, millions of babies are being infected at birth, which is
mostly preventable with proper interventions. Life expectancy in Africa would not
improve much, and certainly not soon, if these assumed improvements in HIV/AIDS
prevalence rates do not materialize.

3.59 Because South Asia has almost caught up to the world average in life expectancy,
Sub-Saharan Africa will be the only region significantly affecting health inequalities
between countries, barring a major catastrophe elsewhere.*® So, improvements in life
expectancy in Sub-Saharan Africa are the key to future declines in international health
inequalities. Chapter 2 documented within-country inequalities in health opportunities
for children born to poor or rich parents, educated or uneducated mothers, in rural or
urban areas, and so on. Steep gradients in health opportunities and outcomes exist along
these dimensions in many countries. A confident assessment of past and future trends in
health inequality awaits future research.

3.60 If the trends that brought about the catching up of many poor countries outside of
Africa continue in health, education, and incomes, the biggest challenges will remain in
Africa and some poor countries in other regions. Growth with equity needs to be revived
in stagnating economies around the world, and the AIDS tragedy (along with the folly of
preventable diseases) needs to be addressed urgently, especially in Sub-Saharan Africa.
These remain the biggest global challenges in development today.

*2 Pritchett attributes this phrase to Gerschenkron (1962).
* Pritchett (1997), 15.

* As cited in Goesling and Firebaugh (2004).

5 As cited in Sala-i-Martin (2002).

* Goesling and Firebaugh (2004).
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Focus on empowerment
Popular participation and equitable transitions at a local level

Promoting equity through public action requires changes in the existing
configurations of power and influence. Because established institutions privilege
certain interests and marginalize others, making governance institutions more
democratic and more equity-enhancing calls for reforms that increase the possibilities
for effective participation by traditionally marginalized groups.

S2.1 Local government is a critical domain for the exercise of democratic rights and
for making effective public choices. But several factors have conspired against good
governance, democracy, and equity at the local level in much of the developing world.
The social and economic power of local elites has often translated into disproportionate
influence over the political process, and top-down, insulated, and nontransparent
decision-making structures have made it difficult for ordinary citizens to exert voice.*
Democratic deepening in the developing world often begins with the democratization of
local government, and that is precisely what two participatory governance initiatives—in
the Indian state of Kerala and in a variety of municipalities in Brazil—have tried to do.

7

S2.2  In 1996 the state government of Kerala launched what is widely viewed to be the
most ambitious initiative for democratic decentralization in India: the People’s Campaign
of Decentralized Planning. The government not only devolved significant resources and
authority to Kerala’s 1,214 panchayats and municipalities, but it also promoted direct
citizen participation by mandating village assemblies and citizen committees to plan and
budget local development expenditures.

S2.3  In Brazil, the city of Porto Alegre launched a participatory budgeting initiative in
1990 that has since been copied in at least 400 municipalities throughout the country.
The process begins with neighborhood assemblies in which citizens deliberate and set
budgeting priorities, and ends with a citywide budget formulated by delegates directly
elected by neighborhood assemblies. The success in Porto Alegre has seen its steady
diffusion, with at least 100 municipalities, including Sao Paulo, implementing variations
of participatory budgeting in 1996-2000, and some estimated 250 municipalities in
2000-04.

S2.4  These two initiatives have much in common. They were both conceived as direct
and conscious efforts to break with the elite-dominated and clientelistic politics of local
government by promoting redistributive policies through broad popular participation.
Thus, they both shifted the political opportunity structure and involved action to
strengthen the agency of subordinate groups.*® Both have, in effect, complemented
representative forms of democracy with participatory forms of democracy by opening
institutions to the direct engagement of civil society. And both have strengthened public

47 Evans (2004).
* See Petesch, Smulovitz, and Walton (2005) for the interactions between opportunity structure and the
agency of subordinate groups.
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authority and public action by increasing both the depth and scope of democratic decision
making.

Deepening democracy

S2.5 The evidence shows that these initiatives have deepened democracy, expanding
the range of social actors participating in the political arena. In Porto Alegre, an
estimated 100,000 adults have participated at some point in the budgeting assemblies.
Other cities that have adopted some form of the process have also experienced active
participation, including municipalities without established civil societies. In Kerala,
nearly one in four households attended village assemblies in the first two years of the
campaign, and despite routinization of the process in subsequent years, these assemblies
continue to draw large numbers. Hundreds of thousands of citizens have undergone
training in planning and budgeting, and the committees that actually design and budget
specific projects have been composed primarily of civil society actors.

S2.6 A redesign of institutional incentives and new mobilizational efforts saw women
account for 40 percent of the participants in village assemblies (a level otherwise unheard
of in India) and the participation rate of dalits has exceeded their representation in the
population.*’ Moreover, both these initiatives have created a new cadre of grassroots
politicians who either did not exist before (delegates in Brazil) or who previously had no
powers (the 14,000 elected panchayat councilors in Kerala). The local public sphere—
the sina qua non of any vibrant democracy—has become more extensive, more inclusive,
and more meaningful.

Extending democracy

S2.7  These initiatives have been marked by the extension of democracy, specifically
public decision making in arenas of authority previously dominated by private and state
elites. Municipal budgets in Brazil have long been the preserve of oligarchic parties and
narrow sectoral interests. Panchayats in Kerala have long been little more than passive
recipients of top-down projects designed and delivered by state bureaucracies. In both
cases, citizens now have voice in determining how public resources are allocated. In the
most successful participatory budgeting cases, the entire budget of the municipality is
discussed and approved by delegates acting on priorities established by neighborhood
assemblies, with citizens deliberating on capital and operational segments of the budget.

S2.8 In some municipalities, direct participation has been extended to thematic areas,
such as economic development, public transportation, education, social services, and
urban planning. In Kerala, panchayats have been given authority of up to 35 percent of
the development budget, a fivefold increase in their resources base. Panchayats have
ranked, designed, and implemented hundreds of projects a year across all development
sectors. These have included housing for the poor, small-scale irrigation, local roads and
infrastructure, agricultural projects, support services in health and education, and a range
of projects specifically targeted at women and dalits.

* Chaudhuri and Heller (2003).
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Enhancing equity

S2.9  These initiatives have generally had equity-enhancing effects. In Porto Alegre,
the best known and most documented case, there is clear evidence that expenditures on
poorer areas of the city increased steadily with the introduction of participatory
budgeting. In other large cities with participatory budgeting, such as Belém and Belo
Horizonte, expenditures have also targeted the poor. A statistical analysis of all Brazilian
municipalities in 1997-2000 revealed that participatory budgeting cities had significantly
higher expenditures on sectors that affect the poor most directly.”

S2.10 In Kerala, a large survey of key respondents found that “disadvantaged” groups
were the prime beneficiaries of targeted schemes. Case studies show that panchayats
have emphasized the need to bring all households up to a certain baseline well-being,
with a heavy emphasis on providing sanitation facilities, decent housing, and safe water
to needy families.

S2.11 In both cases, there is also strong evidence that the incidence of rent-seeking has
fallen sharply.”' The greater transparency of the budgeting process alone has raised the
transaction costs of predation and patronage.

Empowering the most marginal groups

S2.12 The Kerala and Porto Alegre cases illustrate the value of improving the
accessibility, transparency, and accountability of local government. However, even when
such initiatives have been undertaken, and where the economy is otherwise growing, the
most marginalized social groups—widows, slum dwellers, sex workers, the very poor—
may continue to be excluded. What can be done? The challenge is greater when the
extent of commitment from above and mobilization from below is less than in these two
cases.

S2.13 As discussed in chapter 2, the most marginal groups are often stuck in more sever
forms of an “inequality trap”—a situation characterized by dire material circumstances,
rational expectations about limited mobility opportunities, and internalized beliefs
regarding the legitimacy and immutability of their circumstances. Breaking out of such
inequality traps and improving the terms by which the poor are “recognized” by others
starts with building both a “capacity to aspire” and, equally important, a “capacity to
engage.” This includes being able to envision and enact alternative futures, believing
that it is desirable and possible to move out of poverty, and being able to more

meaningfully participate in forums where decisions affecting their welfare are made.

S2.14 Acquiring a “capacity to aspire” is largely a product of developing more broadly
accessible and equitable mechanisms for interaction between the poor and elites,
mechanisms that are reciprocally linked to attaining greater voice in associational

%% Baiocchi, Chaudhuri, and Heller (2005).

*! Chaudhuri, Harilal, and Heller (2004).

52 The concepts of “terms of recognition” and “capacity to aspire” come from Appadurai (2004); “capacity
to engage” is from Gibson and Woolcock (2005).
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interactions. It thrives in and through group organizing and public dialogue, and the
opportunities these afford for practice, repetition, exploration, conjecture, and refutation.

S2.15 An association of sex workers in a Calcutta slum, for example, gave its individual
members a voice, a public presence, and a capacity to realize its interests and aspirations
that would have been denied them otherwise.” Young, female, often illegal immigrants,
contractually bound to work long hours for ruthless bosses, and facing sure rejection by
their families if they managed to escape and return home, the sex workers had virtually
no capacity to exercise their voice and realize their interests. Persistent efforts to
organize the women into a union, however, eventually gave them the confidence and
competence to bring about a change in the behavior of their clients.

S2.16 In Indonesia, the Kecamatan Development Project (KDP), which operates in
28,000 villages across the country, seeks to improving the “terms of recognition” and
political agency of marginalized groups. °* The project allocates grant money at the
subdistrict level, for which several groups of poor villagers (two of whom must be
women) are invited to compete for funds on the basis of the presentation of a formal
subproject proposal. KDP’s procedures, institutions, and norms are largely decentralized,
they focus on joint public problem solving, they invite broad public participation and
scrutiny, and they occur in a more or less continuous and institutionalized way.>

S2.17 Recent work assessing the impact of KDP on local decision making finds that
KDP helps marginalized groups cultivate access to more constructive spaces and
procedures for addressing project and nonproject conflicts.® The beginning stage of
such a transformation—in which unequal groups build the capacity to peacefully engage
one another—is a humble but nontrivial outcome for a development project.

33 Rao and Walton (2004).

>* On the origins, structure and goals of KDP, see Guggenheim (forthcoming).
>3 Gibson and Woolcock (2005).

36 Barron, Diprose, and Woolcock (2005).
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