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For the most part of the past quarter century, the Philippine
economy performed poorly, especially seen against the

backdrop of the dynamic East Asian economies. Spurts of growth
were often followed by bust and stagnation. Not surprisingly,
absolute poverty among a significant proportion of the population
has persisted. The country’s real per capita GDP at the turn of the
21st century was just about the same as that in the early 1980s,
which is also partly attributable to unabated population growth.

The growth episodes in the late 1980s through the 1990s,
despite interruption in the late 1990s owing to the Asian financial
crisis and the El Niño drought, appear to be fundamentally different
from the previous ones. Growth took place in an environment of
relative political stability, economic deregulation, and institutional
reforms. While policy coordination problems (e.g., in public
investments) persisted, it can be said that the economy at the end
of the 20th century was more market-oriented than it ever was
(Bautista and Tecson 2002).

How well has this recent growth performance influenced the
welfare of the poor? If growth has not been good enough, what else
matters critically to poverty reduction?

This note summarizes the results of empirical research on the
determinants of poverty reduction in the Philippines from the late
1980s to the late 1990s (Balisacan and Pernia 2002). Departing from
the usual approach to examining the link between growth and
poverty using cross-country averages, the study analyzes the
variations in the growth-poverty performance across the country’s
75 provinces to identify the key factors directly and indirectly
affecting the well-being of the poor.



Overall Growth and Poverty Reduction

Nationally representative household survey data suggest that
average household welfare, as measured broadly by per capita
consumption expenditure (appropriately adjusted for provincial
differences in cost of living), increased by 41 percent between 1985
and 1997, or an average of 3.4 percent annually. In contrast, the
increase in real per capita GDP during this period was much lower
at 1.2 percent a year.

Significant poverty reduction appears to have taken place
between 1985 and 1997, although part of the gain was eroded by
the combined effect of the Asian financial crisis and the El Niño
drought in the late 1990s. The average consumption expenditure of
the poorest 20 percent of the population increased by 28.6 percent
during this period. That poverty fell significantly is quite robust to
alternative assumptions about poverty lines and conventional
poverty indices. For example, when the spatially consistent poverty
lines suggested by Balisacan (2001) are applied to the distribution
of per capita consumption expenditures, poverty incidence is shown
to have declined from 41.5 percent in 1985 to 25.0 percent in 1997,
or an annual average decline of one percentage point for every one
percentage-point increase in overall per capita income. This appears
to be consistent with earlier findings from cross-country analysis that
the incomes of the poor move one-for-one with overall income
growth (e.g., Dollar and Kraay 2001).

What Do Subnational Data Show?

The real story, however, is not as straightforward as it seems.
Other variables that have direct impacts on the well-being of the
poor may be correlated with the growth variable; if these variables
are omitted from the analysis, their impacts would be wrongly
attributed to growth. For example, local infrastructure, institutions
(e.g., social capital), and agrarian structure vary considerably across
provinces and correlate strongly with provincial mean incomes. Not
surprisingly, changes in the welfare of the poor during the 1980s and
1990s vary widely across provinces.
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Econometric estimation techniques that control for these other
province-specific factors suggest a weaker response of the average
welfare of the poor to overall income growth. For instance, for the
poorest quintile of the population, a 10 percent increase in overall
per capita income raises their average welfare by just about
5 percent. This indicates that indeed other factors exert direct effects
on the poor’s well-being, apart from their effects on income growth
itself. Put differently, the quality or type, not just speed, of growth—
or “growth plus”—is critical to poverty reduction.

How well has growth affected the welfare of the other income
groups? Figure 1 summarizes the differential effects based on
provincial panel data for the 1980s and 1990s. It shows that growth
tended to disproportionately (and monotonically) favor the higher
income quintiles of the population.

Growth Plus

If the upper ranges of the income distribution tend to benefit
more than proportionately from overall economic growth, what
policies or institutional arrangements could enhance the benefits of
growth for the poor?
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Schooling, if accompanied by improvements in access to
markets, technology, and information, raises the welfare of the poor.
Complementarities are important, especially in rural areas where
infrastructure is grossly inadequate. Returns to schooling for the poor
will be higher the more accessible are the complementary factors.

Investment in infrastructure also helps mitigate geographic
“poverty traps.”  High transport costs can lead to such traps as the
poor are impeded in taking advantage of economic opportunities
elsewhere.

Changes in economic incentives facing the poor, most
importantly the price of agricultural products relative to the price of
goods in other sectors of the local economy, have a profound impact
on poverty reduction. This result is not surprising: income poverty
in the Philippines is a largely rural phenomenon. Of the rural poor,
nearly two-thirds are dependent on agriculture for employment and
income. Agriculture-dependent households appear to have benefited
from the trade and exchange rate reforms in the 1990s. These
reforms have effectively reduced the overvaluation of the currency,
thereby improving the relative profitability of the tradable sectors,
including agriculture.

Where the distribution of land is highly unequal, poverty will
be hard to alleviate. Highly inequitable distribution of land breeds
social tension and political unrest, thereby inhibiting economic
growth. It also limits the ability of the poor to invest in human capital
formation and in productivity-enhancing techniques. Given
imperfections in credit markets, especially in rural areas, access to
land better enables households to smooth consumption during
shocks, such as during the Asian financial crisis. In the Philippines,
there is evidence that in areas where the agrarian reform program
has been successfully implemented, it has had a direct salutary
effect on the welfare of the poor.

In land-scarce, labor-abundant developing countries,
investment in productivity-enhancing land improvements, such as
irrigation and drainage, is an important policy instrument for poverty
reduction. Indeed, in the Philippines, irrigation has had a pro-poor
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bias. It is land quality, not farm size per se, that tends to positively
influence the incomes of the poor.

Even local politics matters. The provincial panel data suggest
that lack of political competition due to political dynasties hurts the
lower-income groups, particularly the poorest. This is consistent with
the view that dynasty in local politics adversely affects economic
efficiency and, consequently, local economic growth, thereby
restricting the access of the poor to basic services and goods.

The political party affiliation of local chief executives also
matters. Resources for employment generation and poverty
reduction tend to flow more favorably to local governments run by
administrators with direct ties to the country’s ruling political party
(or President).

Conclusion

Evidently, economic growth explains a lot but not everything
about poverty. Institutions and other factors do matter, too. Thus,
while growth is indeed good for the poor, it is not good enough. How
much is not good enough can be investigated further by analyzing
subnational data for other countries as well. This approach seems
superior to the analysis of aggregate cross-national data. As
subnational analysis is extended to more countries, the determinants
of poverty reduction—besides growth—could be more clearly
identified, thereby helping better inform country poverty reduction
strategies and policies.
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