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rom human development to growth—and back
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Human Development Report 1996

"Human development is the end -
economic growth is the means...”



After the lost decade for Latin America
and Sub-Saharan Africa...

Table 1.3 Income growth bands

Annual GOP p=r capita growth rate, 1990—=2003 (%)

Region Megative 0% —1% 1%—2% Moere tham 2%
Arab States

Courtries 5 4 2 5
Population (millions) b | TO 19 130
East Asia & Pacific

Courtries 4 1 3 13
Population (millions) 3 & ] 1,814
Latim America & GCarbbean

Courntries 4 8 9 12
Population (millions) 43 T4 345 79
South Asia

Courtries 0 u] 1 T
Population (millizns) 0 i} 1562 1,324
Sub-Saharan Africa

Courntries 18 g g 1
Population (millions) 319 108 17 TG
Central & Easterm Europe & the CIS

Countries 10 L 1 11
Population (millizns) 253 1] 10 85
High-imcome DECD *

Courntries o 2 5] 15
Population {millions) 0 135 224 510
World

Countries 41 28 32 T
Population (millions) B53 450 1,081 4,030

a. Excludez the Rapublic of Korea, which is included in Exst Azia and Pacific.
ZSpwres: Indicator ables S and 14.




Where did all that growth go?

|15 f Decline In Income poverty, 1981-2001

Share of people living on kss than $1 (PPP US$) a day (%)

Region 1881 1984 1987 19490 1993 1996 19949 2001
East Asia & Pacific BB.T B8 28.0 205 24.0 1540 16.3 14.3
Eurcpe & Central Asia 0.8 0.6 0.4 05 ar 44 f.3 35
Latin America &

Caribbean 101 12.2 1.3 116 11.8 094 10.5 9.0
Middle East &

North Africa 5.1 3.8 3.2 23 168 20 27 24
South Asia 51.5 46.8 45.0 41.3 401 36.7 32.8 3.0
Sub-Saharan Africa LA :] 48.3 46.0 445 441 461 45,7 464
Warld 40.4 33.0 285 2740 26.3 223 21.5 207

Spures; World Bank 20024,




Income poverty reduction slowed down in the
1990s

o Poverty fell in the past decade at one-fifth the
1980-96 rate

o SSA has lower average incomes today than in
1990

o Real per capita incomes fell by over 10% in
Kyrgyzstan, Russia, Ukraine; over 40% in
Georgia, Moldova and Tajikistan.



Human Development has improved in most
regions except in Sub-Saharan Africa

Human daveloprent index
1.000

High-inzoma OECD

Centrd and Eastem
Europe ard tha CIS
Latin Amarica &
the Caribbaan

Bt Asia & the Pacific

Arab States

Sauth Asia

Sub-Saharan Africa

N

A
16875 1985 1885 a3

Sowee Cdculsied on the basis of data underying indicator table 2.



Is growth reflected in Human
Development achievements?

Income growth China and India
and child fall behind In
mortality child mortality
improvement Under-five mrtalfy rate
:::Ierg:l I!I: 1o fper 1,000 live births)
200
Change from 19808 average growth rates
{percentage points) 180
China 160
1900-2003
Incomes grow faster 140
120
100
India
India o Bangladesh
1980-90 average 60 E——
Chima
India 40

China
19902003
Child mortality

N
i T

Spwres: Caloulaied on the besis of data on child
marialty from LNICEF 20058 and data an G0F 1950 1000 2000 2003
peer capita (2000 LIS from World Bank 20061, Source: UN 2005,



Growth, inequality and poverty
reduction

The state of the debate

(The naive, the skeptical and the
sanguine)




nequality in income

G Namibia

. . Share of the richest 20%
Central African Republic
Brazil Share of the poorest 20%

90

Guatemala
Peru
Inequality within countries Mexico
Namibia 70.7
Sub-Saharan Brazil 59.3 ke
Africa 72.2 South Africa 57.8 South Africa
Chile 57.1 Bolivia
World 67.0 Zimbabwe 56.8 )
Mexico 54.6 Malaysia
Zambia 52.6 Mali
Latin America & Argentina 522
the Caribbean 57.1 Malaysia 492 China
East Asia & Philippines 48.1 United States
the Pacific 52.0 China 447 K
| Thailand 432 enya
Kenya 425 Thailand
Central & Eastern Unitid States 40.8 atan
Europe & CIS 42.8 = Viet Nam 370 United Kingdom
High-income United Kingdom 36.0 Tanzania, U. Rep. of
OECD 36.8 D= Egypt 34.4 S
South Asia 33.4 Poland 34.1 ‘
Sri Lanka 33.2 Viet Nam
France 327 Nepal
Russian Federation ~ 31.0 2
Ethiopia 30.0 Russian Federation
Albania 28.2 lid5iEED
Hungary 26.9
Sweden 25.0 Germany
Bangladesh
o Sweden

Czech Republic

Source: Regional data, Dihkanov 2005; country data, indicator table 15. Source: Indicator table 15.



The Poverty-Growth-Inequality Triangle
(PGI)

O ‘“Poverty reduction in a
country at any given time is
fully determined by the rate
of growth of the mean Absalute poverty and
income and the change in the poery edeton
distribution of income.”

O ““The real challenge when
reducing poverty is not in the
relation between poverty and

growth and poverty and / 'Development stategy" \

inequality but in the —

. . b Distribution and Aggregate

Interaction between distobutional M income Level and
. . . imcone 1evel and

distribution and growth.” changes srowth




“The reduction of absolute poverty
necessarily calls for strongly country-
specific combinations of growth and
distribution policies”



Why inequality matters?

o Social justice

o Extreme inequality is bad for growth...
o And for poverty reduction

o Political legitimacy

Intrinsic and instrumental reasons are mutually
reinforcing



Average income matters, but so does
inequality

GOP per capita, 2003 (PPP LIEE, thousands)

10

Ayerage
fjarage
B
Ayerage
Byverade
Poorest
Poorest
0
Brazil Viet Nam Mexico Sri Lanka

Sowra: Calculated on the basis of data on GOP per capika (PPF LSS) from
irdicator table 14 and data on the income share of the poareat 205 from
indicator table 15.




Chains of disadvantage - income inequality
effects human development for the poor

Ratio, poorast 20%: to richest 20% Poorest | Richest

Bolivia, 1098 Cameroon, 1998 Tanzania, 1999 Zambia, 2001

Births attended by skillad heafth staff
School participation, gins

School completion, women

Children saverely under height for age

LInder-five mortality rate

Equality Equakty Equality Equality
Saursa: Gwatkin and othars forthcoming.



The poor in rich countries fare no better

Infant mortality rate, 2003
ideathes par 1,000 liva births)

15 Wﬂ; ;
= |15 African Amaricans

= |lruguay

10

Saroa: Inda data, IPS and OAC Macro 2000,
LS data, The Hanry Kaiser Famiy Foundation 2005;
national data, indicator table 10.



China: human development varies in the fastest
growing economy

Human davaloprent inde, 2003

1.000
Aan Portugal —
Argartina e Bgijing
800 Malaysia e GLIANG A ORI
CHINA mmn Sichuan
700 ot
Marmibia — et GuiiZhoU
600

Sowrca Calculted on the basis of China, National Buregu of Statistics 2004
and UNOF 2002



From pro-growth to pro-poor
growth




Improving the distribution of income in Brazil

- Doubling the income of the poor would take a small transfer from the rich

Income distribution before and after hypothetical wealth transfer

Density Distribution

after transfer

Extreme
poverty line

| | |
10 100 1,000 10,000
Income (reais, log scals)

Note; The area under each curve represents 100% of people, The simulated distribution reflects 8 fransfer proportionate t Income from the richest 20% large enough to doutte the income of those Eelow the poverty line.
The size of the transfer recelved I inversaly proportionate to Income below the poverty ling,
Source; Fuentes 2005,



Improving the distribution of income in Mexico

- Doubling the income of the poor would take a small transfer from the rich

Income distribution before and after hypothetical wealth transfer

Mexico

Distribution
after transfer

Density

Extreme
poverty ling

I I I
1,000 2,000 10,000

Income (Mexican pesos, og scale)

Note; The area under each curve represents 100% of people, The simulated distribution reflects 8 fransfer proportionate t Income from the richest 20% large enough to doutte the income of those Eelow the poverty line.
The size of the transfer recelved I inversaly proportionate to Income below the poverty ling,
Source; Fuentes 2005,



o Shifting 5% of the income of the top 20%
will lift large numbers of people out of
poverty

o In Brazil about 26 million would be lifted
above the $2 a day poverty line, cutting
the poverty rate from 22% to 7%

o In Mexico about 12 million people would
be taken out of poverty reducing the
poverty rate from 16% to 4%




Pro-poor growth:

o If the poorest 20% share in future
growth will increase from 1 cent to
2 cents for every dollar

o For Brazil it shortens the time it
takes the median household to
cross the poverty line by 19 years.

o For Mexico it shortens the time by
15 years.



Improving the distribution of income in Kenya

- Doubling the income of the poor would take a small transfer from the rich

Income distribution before and after hypothetical wealth transfer

Kenya

Density Distribution

after transfer

Current

Income losses

Income gains for the richest

for the poorest

Extreme
poverty line

| ' [ |
1,000 10,000 100,000

Income (Kenyan shillings, log scalg)

Aote: The area under each curve represents 100% of people. The simulated distribution reflects a transfer praportionate o income from the richest 20% large enough o double the income of thise below the poverty line,
The size of the transfer recelved |s inversaly proportionate to income below the paverty line,
Souree: Fuentes 2005,



o Distribution of growth also matters
in low income countries

o Poverty rate would decline from
23% to 4%

o Pro-poor growth would reduce the
time horizon for halving poverty in
Kenya by 17 years.




Kenya 1997

Doubling the income share of poor people: static transfer from the richest quintile

Poverty rate decline 23% 10 4%
People out of poverty (millions) 5
Transfer as share of total household 700
income (%)

Transfer as share of richest quintile’s 149

income (%)
Year median household is out of poverty under different growth pattems
Simulation 1 (no change in distribution) 2030

Simulation 2 (pro-poor growth) 2013




Some effective steps to achieve pro-poor
growth

o Education for all increases efficiency and
growth

o Reducing health inequalities increases
productivity

o Income, employment and incentive-based
fiscal transfer

o Public investment in rural infrastructure



o Distribution should be put at the
centre of strategies for human
development.

o Increasing poor’s people share of
growth should be a central part of that
strategy.

o The nature of growth is not neutral.
Countries should put in place policies
favoring progressive growth.
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