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Asia’s success story has been highlighted by the remarkable
social transformation and poverty reduction accompanying rapid

economic growth. Some three decades ago, more than half of the
region was poor, just two of five adults were literate, and the average
person could hope to live only 48 years. Currently, the proportion of
poor people is down to one third, 70 percent of adults are literate,
and life expectancy is up to 68 years. And while the region’s popu-
lation has increased from 1.8 billion to 3 billion, the number of poor
people has dropped from more than 1 billion to below 900 million.

Contrasts between Countries

However, Asia is so vast and heterogeneous that overall
averages mask the sharp disparities in economic and social
conditions persisting between and within countries. The contrast
between economies in South Asia and those in East and Southeast
Asia continues to be stark. What account for the marked differences
in poverty rates? How much can be explained by differentials in
economic growth, and how much by dissimilarities in institutional,
political and socio-cultural factors – generally referred to as
“institutions”? (Following North [1989], the term “institutions” refers
to “the humanly devised constraints that structure political, economic,
and social interactions” [or “rules of the game”].)

Aggregate analysis across countries ascribes a very large role
to economic growth. It concludes that the incomes of the poor move
one-for-one with overall average incomes, suggesting that growth is
sufficient, or nearly so, for poverty reduction (Dollar and Kraay 2000).
But that is open to question: first, because the concepts and
measurements of poverty, inequality and income vary widely across
countries, making the data inconsistent; and, second, because the
relationship between growth and poverty is highly country-specific,
and so must poverty reduction strategies and policies be.
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Subnational Analysis

A better analytical approach to the growth–poverty nexus is to
use data on regions, states, provinces, or districts within a country.
Subnational econometric analyses on India, Philippines, and Thailand
reveal a still large but lesser role of growth in poverty changes.
Several other factors significantly come into play. In the case of India,
literacy, higher rural-to-urban income levels, and other state-specific
attributes contribute importantly to poverty reduction (Ravallion and
Datt 1999). In the Philippines, education, infrastructure, province-
specific characteristics, local governance, and agrarian reform are
important (Balisacan and Pernia 2001). In Thailand, income inequality
and dependency burden (or fertility) raise poverty incidence, while
education and economic growth reduce it (Deolalikar 2001). What
these studies show is that there is much more to poverty reduction
than just economic growth. Still, more empirical research of this type
is needed to arrive at more robust conclusions, including specifying
further what these other factors influencing poverty are and how they
relate to growth itself.

Political Economy

The primary prerequisite for poverty reduction is firm political
will and commitment. But how is this political will to be formed? An
evolving school argues for the importance of democracy: such basic
liberties as freedom of expression and dissension hold governments
accountable for their actions, thus improving performance.
Nonetheless, civil liberties per se do not lead to poverty reduction.
In a democratic setting, three elements are critical: (i) coherent and
stable leadership, (ii) market-oriented economic policy coupled with
good governance, and (iii) pro-poor ideology.

Governments are prone to lobbying by special interest groups.
The political feasibility of poverty reduction depends on the
distribution of benefits from anti-poverty interventions, which in turn
hinges on the prevailing configuration of pressure groups, such as
industrialists, landlords, labor unions, peasant movements, consumer
associations, and women’s groups. The potential for poverty
reduction is better when there are strong coalitions of the poor that
can pressure governments to act in their favor. Salient examples
include the successful land reforms in the Republic of Korea and
Taipei,China, on one hand; and the slow, largely ineffective agrarian
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reforms in Pakistan and the Philippines, on the other. Other examples
from India show how dominant caste groups in some states (e.g.,
Karnataka and Uttar Pradesh) have colluded with district-level
administrators and taken over village panchayats (or councils),
thereby ”capturing” the benefits from government antipoverty
programs. By contrast, coalitions of the rural poor and civil society
organizations have in recent years managed to bring poverty to the
top of the government’s agenda in Thailand.

Civil Society and Social Capital

The poor also need to build alliances with other groups, such
as nongovernment organizations (NGOs) and community-based
organizations (CBOs). Examples of such coalitions that have worked
are  the Bangladesh Rural Advancement Committee and Grameen
Bank, India’s Self-employed Women’s Association, and the
Philippines’ Congress for a People’s Agrarian Reform. Coalitions
should also be extended to the middle class by emphasizing the
positive externalities to the nonpoor of a relatively poverty-free
society.

The impact of poverty and exclusion can be mitigated by social
capital—the informal norms and established relationships that enable
people to pursue objectives and act in concert for common benefit
(Racelis and Castro-Guevarra 2001). The contributions of
government agencies and NGOs to poverty reduction tend be more
effective when carried out within the context of a community’s social
capital or social networks. For instance, social protection programs
should be designed to supplement rather than supplant existing
private safety nets, especially given tight budget constraints.
Targeting of antipoverty programs should focus on well-identified poor
or excluded groups, such as marginal tenant cultivators, ethnic
minorities, women heads of households, child workers, street
children, and orphans.

Public Sector Reform and Decentralization

The reform of public institutions is essential as they play a
pivotal role in mobilizing resources in general and implementing
poverty reduction policies in particular (Brillantes 2001). Such reform
leads to better governance in terms of efficiency, transparency,
accountability, and consistency. For example, Viet Nam’s
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administrative reform in the post doi moi (renewal) era has introduced
a measure of transparency and accountability in government
functions at all levels (e.g., the state budget has been made public).

Decentralization can also make public institutions more pro-
poor (Gaiha 2001). But decentralization in Asia has been slow and
uneven. In most cases, it has been a top-down initiative. In some it
has been motivated by a concern for political legitimacy of
nondemocratic regimes. Thus far, it is not evident to what extent
decentralization has benefited the poor. A few examples, including
the administrative decentralization in the Indian state of West Bengal
and the fiscal decentralization in the People’s Republic of China
(PRC, appear to have contributed directly or indirectly to poverty
reduction. Other decentralization experiences (e.g., Cambodia and
Pakistan) are much too recent to be properly evaluated.
Nevertheless, the potential of decentralization for poverty reduction
remains significant, and its apparent failure to help the poor is mostly
attributable to poor design and implementation.

Decentralization is meaningless without devolution of fiscal
responsibilities and rights to local governments. Incentive-compatible
organizational structures contribute much to the effective functioning
of local governments. For instance, a weakness of the panchayati
system of decentralization in India is the absence of incentives for
the bureaucracy to serve the interests of elected panchayat members.
This has resulted in the bureaucracy taking advantage of its privileged
position to divest village panchayats of  their major responsibilities
in the Indian state of Uttar Pradesh, for example. By contrast, in the
PRC an incentive structure designed for the competitive and
profitable functioning of town and village enterprises (TVEs) has
produced notable results. Through their interaction with the
administration, community leaders were able to gather information
on profitable opportunities and to access credit and other resources
for promoting TVEs. In the process, local governments in successful
coastal provinces have become self-reliant and fiscally prudent.

Participatory Governance and Legal Framework

Participatory governance—whereby stakeholders influence and
share control over development initiatives and decisions—can
improve the quality of public administration and services. Participation
entails direct or indirect consultations and partnerships with the
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citizens in various phases of the project cycle, including project
identification, design, implementation, and evaluation. Noteworthy
examples of participatory approaches to poverty reduction may be
found in Bangladesh, Philippines, and Thailand. In general, citizen
and community participation in governance is still rare in most of Asia.

A strong legal framework is required for the effective
implementation of a poverty reduction strategy. It is needed for
advancing agrarian reform, enforcement of contracts, and safeguard
of property rights. Likewise, it is required to prevent discrimination
and protect the rights of the poor. Nevertheless, in many developing
countries, legal systems leave much room for strengthening.

Conclusion

There is hardly any question that economic growth is crucially
important for poverty reduction. Growth explains a great deal, but not
all, about the evolution of poverty. Growth is necessary but not
sufficient for poverty reduction, especially if the objective is rapid and
sustained poverty reduction. Results of subnational analysis on India,
Philippines, and Thailand indicate that the response of poverty to
overall income growth is far more subdued than suggested by cross-
country analyses. Institutions and other factors play a significant role,
either directly or indirectly through growth and distribution. Poverty
reduction depends not only on the rate of economic growth but also
on the type of growth. Put differently, the poor could benefit even
more from growth if institutions and policies are appropriately
reformed. On the whole, institutions—governance, policies, and
socio-cultural factors—matter not only to poverty reduction but also
to growth.
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