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Inequality and the Imperative  
for Inclusive Growth in Asia 

IFZAL ALI  

Developing Asia’s rapid growth rates that have contributed to a remarkable 
decline in the incidence of poverty have also been accompanied by rising 
income and expenditure inequalities and persistence of high levels of 
nonincome inequalities. These inequalities could be traced to various 
dimensions of unevenness in the growth process. In turn, the unevenness 
arises from policy factors as well as from structural transformation associated 
with growth. Further, unevenness arises from constraints to access to public 
services and inputs like land and credit. To address these causes of 
inequalities, the paper advocates a strategy of inclusive growth. This strategy 
rests on three anchors, i.e., expanding opportunities, broadening access to 
opportunities, and social protection that acts as a safety net and a springboard. 
These anchors reinforce each other to facilitate a process of allowing all 
members of society to participate in, and contribute to, the growth process on 
an equal footing regardless of their individual circumstances. Public policy to 
address the disadvantages of circumstances and thereby ensure an even 
playing field for all is the bedrock of inclusiveness 

 
I. INTRODUCTION 

 
Stellar growth rates leading to a spectacular decline in the incidence of 

poverty in developing Asia showcase the region’s development success over the 
last 10 years. As many developing Asian countries enter the next phase of their 
development stage, the emergence of two faces of Asia is a cause for economic, 
social, and political concern. Responding to the opportunities of globalization, 
technological change, economies of scale, and competition, a “shimmering” Asia 
is emerging where a small segment of the population is benefiting from an 
extraordinary boom. In sharp contrast, large segments of the population are stuck 
in a “shivering” Asia with low wages, little or no social services, and little 
opportunity for improved mobility. These two faces of Asia are both a beacon of 
hope and a symbol of despair. Merging these two faces toward a gleaming Asia is 
the development challenge over the near and medium term and is the focus of this 
paper. 

The key messages of the paper are as follows. Rising income inequalities 
and the persistence of unacceptably high levels of nonincome inequalities pose a 
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clear and present danger to Asia’s sustained progress. Inclusive growth that 
focuses on both creating opportunities rapidly and making them accessible to all 
including the disadvantaged and the bypassed is a necessary but insufficient 
condition for reducing inequality outcomes. Inclusive growth that focuses on 
understanding and addressing the causal factors underpinning inequality 
outcomes is process-oriented and is primarily concerned with ex ante policy 
formulation. Ex post measurement of inclusive growth assesses the extent and 
degree of inclusiveness attained. Finally, inclusive growth needs to address 
economic, social, and political constraints in generating opportunities, as well as 
ensuring equal access to them. 

 
II. INCOME AND NONINCOME INEQUALITIES IN ASIA1

 
A. Inequalities are Rising 

 
Figure 1 presents estimates of the Gini coefficient, a popular measure of 

relative inequality. Seven countries have Gini coefficients of around 40 or more; 
the remaining countries have Gini coefficients of 30 to 40. These current levels of 
inequality represent increases over the last 10 years (see Figure 2). An increase in 
inequality is registered for a majority of economies. The increases in inequality in 
Bangladesh, Cambodia, People’s Republic of China (PRC), Nepal, and Sri Lanka 
are noteworthy. 

                                                           
1This section draws heavily from the special chapter “Inequality in Asia” in Key Indicators 2007 (Asian 

Development Bank 2007a). 
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Figure 1.
(expenditure and income distributions)

Gini Coefficients in ADB Developing Member Countries

Note: Pre-household income distributions are used for Korea (urban wage and salaried
households only) and Taipei,China. Per capita expenditure distributions are used
for the rest.

Source: ADB (2007).

 
Moving to an absolute measure of inequality provides an even more 

compelling story. Figure 3 describes changes in per capita expenditure levels of 
the top 20 percent and bottom 20 percent. The bars represent the level changes 
while percentage changes are provided in parentheses. The richest 20 percent 
have been experiencing the largest gains in expenditures in all the economies 
depicted in the figure. This is also the case for those economies where the bottom 
20 percent registered a higher growth rate in per capita expenditure than the top 
20 percent (for example, Indonesia). 
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Figure 2.
(percentage points)

Changes in Gini Coefficient for Expenditure/Income Distributions,
1990s–2000s

Note: Years over which changes are computed are as follows: Armenia (1998–2003); Azerbaijan
(1995–2001); Bangladesh (1991–2005); Cambodia (1993–2004); PRC (1993–2004); India
(1993–2004); Indonesia (1993–2002); Kazakhstan (1996–2003); Korea (1993–2004); Lao
PDR (1992–2002); Malaysia (1993–2004); Mongolia (1995–2002); Nepal (1995–2003);
Pakistan (1992–2004); Philippines (1994–2003); Sri Lanka (1995–2002); Taipei,China
(1993–2003); Tajikistan (1999–2003); Thailand (1992–2002); Turkmenistan (1998–2003);
and Viet Nam (1993–2004); Income distribution for Korea and Taipei,China; expenditure
distribution for the rest.

Soure: ADB (2007).

-5 0 5 10

Nepal

PRC

Cambodia

Sri Lanka

Bangladesh

Lao PDR

India

Korea, Rep. of

Taipei,China

Viet Nam

Turkmenistan

Azerbaijan

Tajikistan

Philippines

Pakistan

Indonesia

Mongolia

Malaysia

Kazakhstan

Armenia

Thailand

 



INEQUALITY AND THE IMPERATIVE FOR INCLUSIVE GROWTH IN ASIA 5 

Figure 3.
(in 1993 PPP dollars)

Changes in Per Capita Expenditures,
Bottom 20% and Top 20%, 1990s–2000s

Note: Years over which changes are computed are as follows: Bangladesh (1991–2005);
Cambodia (1993–2004); PRC (1993–2004); India (1993–2004); Indonesia (1993–2002);
Lao PDR (1992–2002); Malaysia (1993–2004); Nepal (1995–2003); Pakistan (1992–2004);
Philippines (1994–2003); Sri Lanka (1995–2002); Thailand (1992–2002); and Viet Nam
(1993–2004). Numbers in parenthesis pertain to annualized growth rates.

Soure: ADB (2007).
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The picture that emerges is that in a majority of Asian countries, inequality 

has increased. However, this is not a story of the rich getting richer and the poor 
getting poorer. Rather, the rich are getting richer faster than the poor. This point 
is important because while economists focus on relative inequality, politically 
and socially, absolute inequalities can get considerable attention. 

Inequalities in income and expenditure represent only one dimension of 
inequality. Inequalities in health, education, and economic assets such as land 
could be high even in countries where income inequality is not high. As an 
example, India and Pakistan, which do not have high income inequalities, have 
very unequal outcomes in terms of how severely underweight children are 
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distributed across rich and poor households. In India, 5 percent of the children are 
severely underweight among the richest 20 percent of households. In the case of 
the poorest 20 percent of households, this share is 28 percent. Education 
outcomes show a similar pattern, with Bangladesh, India, Nepal, and Pakistan 
having very unequal education attainments. 

Low levels of income inequality can also coexist with high levels of 
inequality in asset ownership and access to infrastructure services. The 
distribution of land, one of the most important economic assets in developing 
Asia, is heavily concentrated. This is particularly true in the South Asian 
countries where income/expenditure inequalities are low. A similar phenomenon 
is seen in terms of access to public services like clean water, health facilities, 
sanitation, electricity, and schools. Banerjee, Iyer, and Somanathan (2007) show 
that a great proportion of the population in lagging subnational regions in Asian 
countries have little or no access to these public services. This is especially true 
for South Asian countries like India and Nepal. 

The description of inequalities in developing Asia highlights three issues. 
First, income/expenditure inequalities are rising in many Asian countries. Second, 
low levels of income/expenditure inequality can coexist with high levels of 
inequality in important dimensions of well-being that could circumscribe the 
capacity of people to participate in productive economic activities. Third, a 
concentration of assets implies that for the economically disadvantaged, potential 
economic opportunities may be difficult to seize. 
 
B. Drivers of Rising Inequalities 

 
The key factor responsible for increases in inequality appears to be 

unevenness in growth.  Three dimensions of uneven growth seem especially 
pertinent in accounting for increases in inequality in many parts of the region.  
First, growth has been uneven across subnational locations (i.e., across provinces, 
regions, or states). Second, growth has been uneven across the rural and urban 
sectors. Finally, growth has been uneven across households, such that incomes at 
the top of the distribution have grown faster than those in the middle and/or the 
bottom. In particular, the growth of incomes has tended to be the highest for the 
best educated. 

One can ask what policy factors are behind these patterns of uneven 
growth. The policy factors are complex. However, some broad themes emerge.  
First, there has been a relative neglect of the agriculture sector by policymakers.  
While economic development entails a move off the farm to industry and 
services, deficiencies in public investments in agriculture, and the rural economy 
more generally, has been problematic precisely because the productivity of 
agriculture determines the standards of living of so many people in Asia. Even 
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today, a majority of the labor force of many Asian countries, especially its largest 
ones, is to be found engaged in agriculture. 

Second, the interplay between market-oriented reforms, globalization, and 
technology has played a role in unequal growth. In several countries, for 
example, dismantling state-owned enterprises has been part and parcel of market-
oriented reforms. Typically, state-owned enterprises have had fairly compressed 
wage distributions. As the importance of the private sector has grown, it would be 
natural to find increases in wage inequality. 

Similarly, globalization—or increased international integration—has 
tended to benefit certain subregions within countries over others. For example, in 
the PRC, there is a general consensus among analysts that sharpening income 
disparities between coastal and interior regions have been driven by the 
countries’ increased openness. The costs of shipping goods from the coastal 
regions to major international trade centers is far lower than that of shipping 
goods from interior regions. The lowering of barriers to trade has probably also 
reduced the bargaining power of workers relative to capital. This has happened 
on account of the fact that capital and skilled workers are far more mobile across 
countries than relatively unskilled workers. 

Finally, new technologies display a bias in favor of skills. The same is true 
of foreign direct investment. Either way, the demand for skilled workers has 
increased faster than the demand for unskilled workers. The result has been faster 
growth of wages among the skilled. Since these are precisely the group of 
workers who would have been better paid to begin with, inequality would 
increase. 

Turning to inequalities in access to public services, a major issue is the 
rapid decline in the effective delivery of these services (ADB 2006, World Bank 
2006b, Tandon and Zhuang 2007). A deterioration of public ethics, public 
institutions, and public administration have together resulted in significant 
leakages of public expenditures that do not reach the target groups. As a result, 
schools with errant teachers, measles immunization that never reach rural areas, 
and child nutrition programs that are not delivered are commonplace in many 
Asian countries. A lack of accountability on the parts of governments to deliver 
public social services is widespread. 

Land reforms that never took place are at the root cause of inequality in 
land or access to it. Lack of political will and/or elite capture of political 
institutions make meaningful land reform exceedingly difficult in many countries. 
Related to inequality in land or access to it is the lack of access to credit that 
compounds the problem. Debt, penury, pauperisation all go together. 
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C. Inequality Matters 
 
An influential view in the development community is that greater 

inequality is inherent in the growth process (Lewis 1983). In the process of 
structural transformation and growth, certain regions in certain sectors can be 
expected to benefit first. This would cause some increase in inequality initially. 
As growth proceeds, more regions and sectors undergo beneficial transformation 
and inequality declines. This view is consistent with the famous “Kuznets curve” 
where inequality first rises and then falls with economic growth.  

There are two problems with this viewpoint. First, the empirical evidence 
for the “Kuznets curve” is weak. In the Asian context, Republic of Korea and 
Taipei,China clearly demonstrated in their rapid period of growth between the 
1970s and 1990s that a rapid and sustained increase in inequality is not an 
inevitable result of high economic growth. Their income-based Gini coefficients 
never reached 40 during their period of rapid growth. In fact, they declined over 
some periods of high growth. Second, there are compelling reasons to believe that 
high levels of inequality may in fact hinder future growth. The specific 
mechanisms work through wealth effects and political economy channels. 

People with little wealth or low incomes find it difficult to invest in wealth- 
or income-augmenting activities. This is compounded by imperfections in 
financial markets that seriously constrain the ability of otherwise credit-worthy 
individuals to borrow to finance investments in education or business 
opportunities. Underinvestment by people with little wealth or low income 
impacts negatively on growth. 

An alternative way of looking at the same problem has been recently 
enunciated (Banerjee 2007). Against the phenomenon of the rich getting richer 
faster than the poor, it becomes harder for the poor to compete with the rich for 
limited resources including capital. With too much capital concentrated in the 
hands of the rich, allocative inefficiency in investment will impact negatively on 
growth. 

The political economy considerations operate at three different levels. 
First, high levels of inequality lead to pressures to redistribute, which, if executed 
through a distortionary manner, may lower growth. Second, the persistence of 
inequalities reinforces the capture of political, economic, and legal institutions by 
an elite who ensures that the benefits of public policy, public investment, and 
public services accrue to the most favored. The capture of political power by an 
elite that leads to political inequality aggravates the initial inequality in 
endowments and opportunities (Bourguignon, Ferreira, and Walton 2006; Rajan 
and Zingales 2007). Third, the call for redistribution and sharing political power 
can range from peaceful and prolonged street demonstration to violent civil war. 
In its extreme form, these tensions could lead to armed conflict as has currently 
occurred in Nepal (Murshed and Gates 2005). A lack of opportunities as 
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indicated by higher poverty rates or lower literacy rates has been found to be 
significantly associated with a higher intensity of violent conflict (Do and Iyer 
2006). 

Clearly, rising inequalities in Asia pose a clear and present danger to social 
and political stability, and therefore the sustainability of the growth process itself. 

 
III. INCLUSIVE GROWTH: A CONCEPTUAL FRAMEWORK 

 
The discussion on the nature and drivers of inequalities points to three 

noteworthy issues. First rising inequalities could be an inherent by-product of the 
growth process, and knee-jerk reactions to eliminate increases in inequalities may 
stifle the growth process itself. Second, lack of access to basic public services, 
credit, and risk-mitigating instruments perpetuate the lack of capabilities and 
opportunities for large sections of society. Third, the marginalization and 
bypassing of significant sections of society could undermine the sustainability of 
growth. 

Inequality is an outcome, and how it should be addressed must begin with 
identifying the drivers of inequality. Inequalities can be associated with efforts 
that respond to market incentives. Inequalities also arise from lack of access to 
social services, geography, and social exclusion that are related to circumstances. 
An individual's circumstances such as religious background, parental education, 
geographical location, and caste (in India) are exogenous to and outside the 
control of the individual, for which he or she should not be held responsible. 
Inequalities due to differences in circumstances often reflect social exclusion 
arising from weaknesses of the existing systems of property and civil rights, and 
thus should be addressed through public policy interventions. On the other hand, 
an individual's efforts represent actions that are under the control of the 
individual, for which he or she should be held responsible. Inequalities due to 
differences in efforts reflect and reinforce market-based incentives needed to 
foster innovation, entrepreneurship, and growth. Incentives should not be 
disregarded. 

Differences in outcomes, such as differences in incomes across individuals 
reflect some combination of differences in efforts, i.e., the set of actions that are 
under the control of the individual; and differences in circumstances, i.e., the 
factors, including economic, social, or biological ones that are outside the control 
of the individual (Roemer 2006). 

The inequality that results from differences in efforts are acceptable and 
even desirable to the extent that they reflect the incentives that an economy 
provides to its citizens for working harder, looking out for new opportunities, and 
taking the risks entailed in seizing them. However, inequalities resulting from 
differences in circumstances are not only ethically unacceptable, they result in 
wasted productive potential and misallocation of resources. Disadvantages of 
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circumstances are doubly undesirable. In addition to the disadvantages that they 
create as when access to education, health care, and job opportunities is unevenly 
distributed, they can create additional disadvantages by negatively influencing 
the amount of effort that an individual in unfortunate circumstances is willing to 
make. Inequality of opportunities caused by circumstance-based inequalities 
should be the target of public policies. 

The distinction between inequality outcomes resulting from efforts and 
circumstances provides the basis for the definition and rationale for inclusive 
growth. Inclusive growth is growth that not only creates new economic 
opportunities but also one that ensures equal access to the opportunities created 
for all segments of society including the disadvantaged and the marginalized. 
Growth is inclusive when it allows all members of a society to participate in, and 
contribute to, the growth process on an equal footing regardless of their 
individual circumstances (Ali and Zhuang 2007). 

The importance of equal access to opportunities for all lies in its intrinsic 
value as well as instrumental role. The intrinsic value is based on the belief that 
equal access to opportunity is a basic right of a human being and that it is 
unethical and immoral to treat individuals differently in access to opportunities. 
The instrumental role comes from the recognition that equal access to 
opportunities increases growth potential, while inequality in access to 
opportunities diminishes it and makes growth unsustainable, because it leads to 
inefficient utilization of human and physical resources, lowers the quality of 
institutions and policies, erodes social cohesion, and increases social conflict. 

The differentiation of inequalities arising from efforts from those arising 
from circumstances leads to an important distinction between “inequalities of 
outcomes” and “inequalities of opportunities” (World Bank 2001a and 2006a). 
Inequalities of opportunities are mostly due to differences in individual 
circumstances, while inequalities of outcomes such as incomes reflect some 
combination of differences in efforts and in circumstances. If policy interventions 
succeed in ensuring full equality of access to opportunities, inequalities in 
outcomes would then only reflect differences in efforts, hence could be viewed as 
“good inequalities” (Chaudhuri and Ravallion 2007). On the other hand, if all 
individuals exert the same level of efforts while policy interventions cannot fully 
compensate for the disadvantages of circumstances, the resulting inequalities in 
outcomes are “bad inequalities.” While these two extreme cases are useful for 
analytical purposes, in reality, inequalities in outcomes would consist of both 
good or desirable, and bad or undesirable inequalities. Equalities in opportunities 
that emphasize eliminating circumstance-related bad inequalities so as to alleviate 
inequalities in outcomes are at the core of inclusiveness and at the heart of an 
inclusive growth strategy. 

The recognition that equality of opportunities need not necessarily translate 
into equality of outcomes, i.e., lower levels of inequality achieved is important. 
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Inclusive growth with its simultaneous focus on rapidly expanding opportunities 
and ensuring equal access to these opportunities results in an inherent tension. 
The tension arises from the coexistence of effort-based or good inequality and 
circumstance-based or bad inequality. An increase in effort-based inequality 
could swamp out the decline in circumstance-based inequality resulting from 
equalizing access to opportunities, leading to an overall increase in inequality 
outcomes. It needs to be recognized that even in this case, a with and without 
counterfactual would suggest that inequality would be lower with an inclusive 
growth strategy as compared to the without an inclusive growth strategy scenario. 
As a consequence, inclusive growth is a necessary but not a sufficient condition 
for lower inequality. 

The distinguishing feature of the inclusive growth process is that it focuses 
attention on understanding the causal factors behind inequality outcomes and 
then addresses the causal factors. Inclusive growth depends on average 
opportunities available to the population and how opportunities are shared among 
the population (Ali and Son 2007b). Whether growth is inclusive depends on the 
contribution of increasing average opportunities in society with distribution of 
opportunities constant, and the contribution of changes in distribution when 
average opportunities do not change. As long as the combined effect is positive, 
growth would be inclusive. With inclusive growth, there would be improvements 
in social welfare. Thus, as an ex ante instrument of policy formulation, the 
concept of inclusive growth provides a powerful analytical tool that links the 
diagnostics of inequality to policy formulation, which in turn addresses the 
drivers of inequality. The tradeoffs between growth of average opportunities and 
their distribution, if any, are factored in at the outset. 

Public policy to address the disadvantages of circumstances and thereby 
ensure an even playing field for all is at the core of inclusiveness (Roemer 2006). 
Market and government failures that result in a lack of or inadequate access to 
basic public goods and services will need to be addressed in a responsible and 
accountable manner (ADB 2006). 

 
IV. INCLUSIVE GROWTH: A STRATEGY 

 
In terms of opportunities and access to them, labor market outcomes in 

Asian countries tell a powerful story. Four features are noteworthy (Felipe and 
Hasan 2006). First, corresponding to rapid output growth, employment growth 
has been far lower in recent years. Second, in both relative and absolute terms, 
the differences in real wages between the bottom and top quintiles of the labor 
force in urban areas increased significantly over the last two decades. At the same 
time, rural–urban differentials in real wages have also widened. Third, 
employment in the informal sector where productivity levels and wages are low is 
either on the rise or persistently high. Last, the nature of employment in the 
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formal sector, which has been historically associated with regular contracts and 
job security, is changing toward that which is more characteristic of the informal 
sector. These features of labor market outcomes are contributing factors, albeit 
very important factors, of lagging opportunities and lack of access to 
opportunities in Asia. This has led to an advocacy for countries to adopt the goal 
of full, productive, and decent employment (Felipe and Hasan 2006, Felipe 
2007). Creating opportunities is the first pillar of inclusive growth. 

Equalizing opportunities means that the opportunities generated by growth 
are available to be shared across the entire spectrum of the population including 
by those who are less well-off. Equalizing access to economic opportunities is 
multidimensional, i.e., addressing the disadvantages of circumstances. In 
particular, strengthening human capabilities enable individuals to qualify for 
productive and decent employment. Ensuring equal access to economic 
opportunities is the second pillar of inclusive growth. 

There is increased recognition that even if access to opportunities was 
equalized, there will always be some chronically poor who, for a variety of 
reasons, will not be able to participate in and benefit from the opportunities 
provided by the growth process. Social protection through the provision of social 
safety nets will be required for the chronically poor to enable them to survive 
with a modicum of dignity. Further, social protection systems could enable 
vulnerable individuals to invest in potentially high-return activities. In this way, 
social protection policies not only act as safety nets but also as springboards to 
enable vulnerable households to break out of  the poverty trap, by allowing them 
to invest in building human capital and to make profit-maximizing decisions 
(World Bank 2001b). Social protection constitutes the third pillar of inclusive 
growth.  

The three pillars of inclusive growth are integrated in this flow chart 
(Figure 4): 
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Figure 4. Three Pillars of Inclusive Growth 
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The flow chart has to be supplemented by the measurement of inclusive 

growth and how it is related to poverty reduction. Given that what cannot be 
measured cannot be managed, inclusive growth needs to be measured. 
Conceptually, measurement has to focus on average opportunities and 
distribution of opportunities (Ali and Son 2007a). Measurement of inclusive 
growth can be carried out for individual components, e.g., employment, access to 
education, access to health facilities, etc. The advantages of measuring the 
inclusiveness of growth by component is that the extent of progress can be 
determined individually before decomposing the change by major drivers, which 
are needed to design policy interventions. 

Turning to poverty reduction whose measurement depends on the poverty 
line, mean expenditure of household expenditure distribution, and inequality of 
the distribution, the focus is on outcomes. Basically, getting people just below the 
poverty line to cross over has been the implicit focus of most development 
practitioners. Issues on the severity of poverty and poverty gaps associated with 
the level of inequality receive less attention (Son 2007). 

An inclusive growth strategy encompasses the key elements of an effective 
poverty reduction strategy and, more importantly, expands the development 
agenda. A poverty reduction strategy based on a single and absolute income 
criterion ignores the issue of inequalities and the risks associated with them. In 
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contrast, an inclusive growth strategy addresses circumstance-related inequalities 
and their attendant risks. Inclusive growth is not based on a redistributive 
approach to addressing inequality. Rather, it focuses on creating opportunities 
and ensuring equal access to them. Equality of access to opportunities will hinge 
on larger investments in augmenting human capacities, including those of the 
poor, whose main asset—labor—would then be productively employed. 

Overall, inclusive growth with its focus on the process of expanding 
opportunities will result in more effective poverty reduction. In particular, with 
its focus on addressing inequalities, inclusive growth will address issues of 
poverty gaps and the severity of poverty, thereby enlarging the poverty reduction 
agenda. The more important point is that inclusive growth is concerned with the 
overall welfare of society, which includes the poor. 

 
V. CONCLUSION 

 
Merging the “shimmering” and “shivering” faces of Asia into a 

progressively prosperous region, i.e., a gleaming Asia, is the development 
challenge over the next generation. While high and sustainable growth are 
absolute requirements, the fruits of growth must be shared more equally. Asia’s 
movement from low, to medium, to high levels of income and nonincome 
inequalities is worrisome as social and political tolerance to growing inequalities 
is getting lower. The sustainability of growth could thus be undermined. It is in 
this context that inclusive growth with its focus on rapidly expanding 
opportunities and ensuring equality of access to these opportunities is desirable 
on both intrinsic and instrumental considerations. 

The thrust of inclusive growth is on the positive, emphasizing expanding 
opportunities and capability enhancement at the economywide and household 
levels. The directional change is from entitlement to empowerment. 
Circumstance-based disadvantages must be addressed by public policy 
interventions that guarantee an even playing field so that people can be 
empowered to lift themselves up by their bootstraps to exploit the opportunities 
generated by rapid and sustained growth.  

While the adoption of an inclusive growth strategy is a natural evolution in 
Asia’s development process, the reform agenda required to effect it is complex 
and ambitious. Reforms relating to governance, institutions, and policies that 
address both economic and political inequality will need to be addressed 
simultaneously. An enlightened and an active state will be needed to partner with 
the private sector and civil society in the pursuit of shared prosperity. 
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New Global Poverty Counts 
NANAK KAKWANI 

The main objective of this paper is to compute an international poverty 
threshold based on the food requirement that ensures adequate calorie intake 
for the world’s poorest. The study proposes a new methodology based on 
consumer theory to provide a caloric-based international poverty threshold. 
Using this methodology, the international poverty line is estimated to be equal 
to $1.22 in 1993 purchasing power parity exchange rates. According to this 
new yardstick, almost 1.37 billion people were poor around the world in 
2001. The study also provides global estimates of hunger, according to which 
13.28 percent of the world population—equivalent to 687 million people—
suffered from hunger in 2001. 

 
I. INTRODUCTION 

 
Global estimates of poverty can play an important role in monitoring the 

level and change in poverty at the global level. It is true that an in-depth analysis 
of country-specific poverty profiles is more useful for understanding the nature of 
poverty and for devising poverty reduction strategies, but global counts can be 
used as a powerful device to create political awareness in giving priority to 
poverty reduction, as well as providing benchmarks for individual countries. The 
World Bank is the main institution that produces global estimates of poverty. It 
presented global poverty estimates for the first time in its World Development 
Report 1990 (World Bank 1990). The Report chose $1-a-day as the poverty line, 
measured in 1985 purchasing power parity (PPP). PPP exchange rates are used 
because they take into account the local prices of goods and services that are not 
traded internationally. 

The $1-a-day poverty line was chosen because it was the most typical 
poverty line among the low-income countries for which poverty lines were 
available. This poverty line has come to be regarded as providing the absolute 
minimum standard of living, below which meeting basic needs is not fully 
possible. Based on this poverty line, Ravallion and Chen (1997) estimated that 
1.30 billion people in the world are poor.  

Recently, Chen and Ravallion (2001) have produced much improved 
global estimates of poverty based on an expanded database consisting of 297 
household surveys spanning 88 countries. They have also provided estimates of 
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the change in global poverty over time. The most important feature of the new 
estimates is that they are based on vastly improved 1993 PPP exchange rates for 
consumption. These rates are superior to the earlier ones in terms of coverage of 
countries and are based on price and consumption baskets prevailing in 1993.  

The World Bank determined a new poverty line of $1.08 per person per 
day at 1993 prices, which is the median of the national poverty lines in 10 
countries: Bangladesh, People’s Republic of China, India, Indonesia, Nepal, 
Pakistan, Thailand, Tanzania, Tunisia, and Zambia. In its calculations of global 
poverty, the World Bank has now recalculated the number of poor based on this 
new poverty threshold, which is still referred to as the $1-a-day poverty line 
(Chen and Ravallion 2001).  

The root idea of the poverty line is that it should reflect the cost of 
achieving basic human needs. However, the $1-a-day (or $2-a-day) poverty line 
does not reflect the cost of achieving any kind of basic human needs. It was 
chosen mainly because it was a typical poverty line prevailing in the 1980s in a 
sample of 33 countries, which included only 10 low-income countries. Thus, 
there is a clear-cut need to revise the global poverty estimates so that they take 
into account some basic capabilities (Sen 1999). 

One of the basic human needs is the capability to be adequately nourished. 
According to Lipton (1988), “access to [an] adequate source of nutrition” is a 
good indicator of quality of life; health, shelter, education, even mobility, are all 
reflected in nutritional status, although not in a linear or otherwise simple way. 
The main objective of this paper is to compute an international poverty threshold 
based on the food requirement to ensure adequate calorie intake for the world’s 
poorest. The study proposes a new methodology based on consumer theory to 
provide caloric-based international poverty thresholds. In the construction of 
poverty thresholds, the study utilizes unit record data for 19 low-income countries 
(four in Asia and 15 in Africa). Since the surveys in different countries were 
conducted in different years, the latest available survey in each country is used.  

The international poverty threshold developed on the basis of 19 countries 
is used to produce global poverty counts utilizing the World Bank database 
consisting of over 450 surveys for about 100 countries covering 93 percent of the 
population of low- and middle-income countries in the world. 

 
II. PURCHASING POWER PARITY 

 
Purchasing power parity exchange rates are the essential ingredients of 

determining internationally comparable poverty lines. PPP exchange rates are 
essentially the cost of living indices among countries. They allow international 
comparisons of costs of living in different countries. For instance, the World 
Bank has determined that $1.08 in 1993 PPP dollars is an appropriate 
international poverty line. Utilizing the 1993 PPP conversion rates, the equivalent 
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value of this poverty line in the country’s local currency in 1993 prices can be 
estimated.  

Suppose that we want to estimate the poverty rate of the ith country for 
which household survey available is for 2000, then we need to know the ith 
country’s poverty line in 2000. This can easily be estimated using the inflation 
rate that occurred between 1993 and 2000. Thus, the estimation of global poverty 
rates requires both PPP exchange rates and national consumer price indices (CPI). 
The accurate estimation of global poverty rates depends on the accuracy of both 
PPP exchange rates and CPI.  

It must be emphasized that PPP exchange rates were not designed for 
making international poverty comparisons; they were mainly designed for 
comparing aggregates from national accounts.1 PPP exchange rates are based on 
prices of commodities that are not representative of the consumption baskets of 
the poor (Rao 2003). More importantly, weights in the PPP baskets of goods and 
services do not adequately represent the consumption basket of the poor.  

The World Bank’s $1-a-day poverty line was based on 1985 PPP exchange 
rates.  Recently, the Bank has changed the base to 1993. The changing of the PPP 
base can make a lot of difference to the poverty lines as well as to the poverty 
rates. The present study uses the 1993 PPP exchange rates. Table 1 presents the 
CPI for 19 countries in 1993 and the survey periods, which are utilized for 
constructing the poverty thresholds. This table also presents the 1993 PPP 
exchange rates. 

 

                                                           
1There are two main limitations to the PPP. Firstly, as PPP comparisons weigh prices by share in world 

consumption, worldwide relative prices closely track relative prices in Japan, Western Europe, and United States. 
Using such rich country prices will inflate poor country incomes (and vice versa). As a result, this underestimates 
world poverty. Thus, if food prices are only used, which was done in this paper, this will reduce the bias. 
Secondly, to be transitive, PPP comparisons are built using the geometric mean of all two-country comparisons. 
This suggests that the prices of luxury goods in rich countries will affect comparison.  
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Table 1. Consumer Price Indices, 1993 PPP Exchange Rates, and National Poverty Lines 
 

Consumer Price Index 

Countries 
Survey 
Year 1993 

Survey 
Year 

1993 PPP 
Exchange Rate 

National 
Poverty Line in 

1993 PPP Dollars 

Burundi 1998 73.0 186.5 56.3 1.21 
Burkina Faso 1998 74.4 107.1 103.4 0.99 
Ivory Coast 1998 70.2 111.1 159.1 1.77 
Cameroon 1996 70.5 103.6 142.4 1.81 
Ethiopia 2000 87.2 106 1.3 1.50 
Ghana 1998 50.2 223.7 178.9 2.34 
Guinea 1994 90.9 94.7 339.3 2.26 
Gambia 1998 91.8 106.1 2.4 2.52 
Kenya 1997 76.5 121.2 11.8 1.95 
Madagascar 2001 48.2 172 530.3 1.11 
Mozambique 1996 39.7 144.6 808.0 1.73 
Malawi 1997 40.5 150.2 1.5 1.86 
Nigeria 1996 36.8 129.3 11.5 0.76 
Uganda 1999 88.5 122.4 260.0 1.70 
Zambia 1998 48.3 221.6 223.4 1.14 
Bangladesh 2000 159.0 235.0 12.7 1.42 
India 2000 100.0 168.0 7.0 1.00 
Lao PDR 1998 78.0 207.0 209.9 1.09 
Nepal 1996 82.0 104.0 9.2 1.11 
Source: Authors’ calculation. 

 
III. HOW DID THE WORLD BANK ARRIVE AT  

THE $1-A-DAY POVERTY LINE? 
 

The 1990 World Development Report presented the first-ever global 
estimates of poverty on the basis of the $1-a-day poverty line measured using a 
1985 PPP exchange rate. The World Bank arrived at the $1-a-day poverty line 
based on the country-specific national poverty lines for a sample of 33 countries. 
These poverty lines were obtained from a wide range of sources within and 
outside the World Bank. It should be noted that these should not be considered as 
“official” poverty lines, either of the governments or of the World Bank. Many 
were estimates from independent researchers. Thus, these poverty lines were 
evolved using widely different methodologies.  

Some countries had more than one poverty line. For instance, if they had 
separate poverty lines for urban and rural areas, then the lowest poverty line was 
chosen. The correct procedure would have been to use the weighted average 
poverty line with weights proportional to the population of the urban and rural 
areas. 
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The national poverty lines so selected were constructed around the mid-
1980s. Since then, many countries have revised their local poverty lines (and 
some have even changed the methodology). This implies that the $1-a-day 
poverty line constructed on the basis of mid-1980s national poverty lines may not 
be applicable in the new millennium.  

The $1-a-day line is said to be representative of the poverty lines found 
among low-income countries. It is obvious that this line should have been derived 
from a sample of low-income countries. But the World Bank’s sample of 33 
countries consisted of only 10 low-income countries. It included many rich 
industrialized countries such as Australia, Belgium, Canada, West Germany, 
Japan, and United States, which do not have absolute poverty. They generally use 
relative poverty lines. 

The World Bank attempted to derive the international poverty line by 
fitting a cross-country semi-log function, relating a country’s poverty line with its 
mean per capita private consumption, both in 1985 PPP dollars. Since 
econometric analysis failed to yield a reasonable international poverty line, the 
World Bank then decided to determine the poverty line by eyeballing the scatter 
plot of this equation. This eyeballing method gave rise to the poverty line of $31 
per month, which became well-known as the $1-a-day poverty line. The World 
Bank’s claim that $1-a-day is representative of poverty lines found among low-
income countries has a very weak foundation.2

 
IV. CHANGING THE PPP BASE FROM 1985 TO 1993 

 
In the 1990s, the World Bank released the 1993 PPP exchange rates, which 

are superior to the earlier ones in terms of coverage of countries and are based on 
prices and consumption baskets constructed by the 1993 International 
Comparison Project (ICP). The new PPP conversion rates are now available for 
110 countries, while the earlier Penn World Tables provided the PPP rates for 
only 60 countries. 

While the new and improved PPPs for 1993 are welcome, they also raise 
some questions, mainly, what should be the poverty line at 1993 PPP dollars that 
is equivalent to the $1-a-day at 1985 PPP dollars? The inflation rate in the US 
between 1985 and 1993 was roughly about 50 percent (about 5.5 percent per 
annum), which means that a $1-a-day poverty line in 1985 would be equivalent to 
$1.50 a day in 1993. The World Bank did not adopt this poverty line because it 
was well above the median of the 10 lowest poverty lines in the sample of 33 
countries. The 10 countries with the lowest poverty lines in 1993 PPP dollars 

                                                           
2Defenders of $1-a-day argue that one of the most important merits of this approach is simplicity. The 

argument is that if the definition of poverty lines becomes too complex, then the debate on poverty will revolve 
around technical aspects of how to define the poor, and not on the measures and policies necessary to lift them 
from poverty. On the other hand, policy efforts focused on the wrong target, though simple, may be self-defeating.  
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were Bangladesh, People’s Republic of China, India, Indonesia, Nepal, Pakistan, 
Tanzania, Thailand, Tunisia, and Zambia. The median poverty line of these 10 
countries was calculated to be equal to $1.08 per person per day. Thus, the World 
Bank adopted $1.08 in 1993 PPP dollars to be its new international poverty line, 
which is still referred to as $1-a-day poverty line. 

Many critics have pointed out that the World Bank has lowered the real 
poverty line. The equivalent poverty line in 1993 PPP should have been $1.50 
and not $1.08. The World Bank has defended against this allegation by saying 
that one cannot simply adjust for inflation in the US between 1985 and 1993 to 
update the poverty line because there has been a PPP devaluation of poor 
countries relative to the US with the switch from the 1985-based to 1993-based 
PPP, as a result of both the new price data available and better methods of 
calculating the PPP exchange rates. If this argument holds (for which an adequate 
explanation has not been provided), the correct procedure would have been to 
estimate the degree of devaluation and then to determine the equivalent poverty 
line in 1993 PPP. Instead, the World Bank adopted on an ad hoc basis the median 
of the 10 lowest poverty lines. Thus, $1.08 in 1993 PPP is not equivalent to the 
original $1-a-day line in 1985 PPP.  

The $1.08 a day is the median of the poverty lines of the 10 countries with 
the lowest poverty lines among a sample of 33 countries. It cannot be regarded as 
a typical poverty line of low-income countries; the countries with the lowest 
poverty lines are not necessarily the countries with the lowest incomes. For 
instance, Tunisia is a relatively rich country with per capita consumption of $ 
8.00 in 1993 PPP, but is included in the 10 countries with the lowest poverty 
lines. Similarly Indonesia and Thailand are not low-income countries. 

 
V. A COMPILATION OF NEW NATIONAL POVERTY LINES 

 
As noted in the previous section, the national poverty lines compiled by the 

World Bank were constructed around the mid-1980s. Since then many countries 
have revised their national poverty lines (and some have even changed the 
methodology). This implies that the $1-a-day poverty line constructed on the 
basis of the mid-1980s local poverty lines may not be applicable in the new 
millennium. It is, therefore, important to fix an international poverty line that can 
be considered representative of the poverty lines found among low-income 
countries in the recent past. 

To do that, this study compiled the national poverty lines for a sample of 
19 low-income countries: 15 in Sub-Sahara Africa and four in Asia. The national 
poverty lines were obtained from the World Bank’s various poverty assessment 
reports. Most of these poverty lines were constructed in the mid-1990s to late 
1990s. The national poverty lines were converted from local currency to PPP 
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dollars using the CPI and PPP exchange rates as given in Table 1. These lines are 
presented in the last column of Table 1.  

It is interesting to note that most of the countries in this study’s sample of 
19 countries in Africa and Asia have poverty lines that are much higher than 
$1.08 in 1993 PPP. There are only three countries—Burkina Faso, India and 
Nigeria—which have lower poverty lines than the World Bank poverty line. 
Thus, $1.08 a day is not a typical poverty line for poor countries. 

In the sample of 19 countries, the median poverty line is calculated to be 
equal to $1.50 in 1993 PPP. Thus, $1.50 could be regarded as a typical poverty 
line of low-income countries. The World Bank’s poverty line of $1.08 appears to 
be rather low. Moreover, the poverty lines, which the World Bank has used, were 
constructed around the mid-1980s; the present study’s poverty lines are more 
recent, from the 1990s.  

Using this typical poverty line of $1.50, the percentage and the number of 
poor for the six regions based on the World Bank classification were computed. 
These estimates are referred to here as typical poverty line (TPL) estimates. 
According to the World Bank poverty line, 1.098 billion people in 2001 lived in 
poverty, but the TPL estimates show that 1.865 billion people lived in poverty in 
2001. Thus, there is a wide divergence in global poverty counts between the 
World Bank’s estimates and this paper’s new estimates based on a more typical 
poverty line among low-income countries. 

 
Table 2. Percentage and Number of Poor by Region, 2001 

 

World Banka TPLb World Bank TPL 
Region   Percentage of Poor Number of Poor (million) 

East Asia and Pacific 14.89 28.54 271.12 519.66 

East Europe and Central Asia 3.46 8.63 16.34 40.76 

Latin America and the Caribbean 9.96 15.68 52.21 82.19 

Middle East and North Africa 2.35 9.04 6.95 26.74 

South Asia 31.89 56.58 439.23 779.29 

Sub-Saharan Africa 46.38 61.82 312.57 416.63 

Total 21.27 36.12 1098.42 1865.26 
TPL = typical poverty line. 
a World Bank estimates based on $1.08 per day at 1993 PPP. 
b Estimates based on TPL among low-income countries in the late 1990s. 
Source: Authors’ calculation. 
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VI. PROPOSED METHODOLOGY BASED ON CONSUMER THEORY 
 

A poverty line specifies the society’s minimum standard of living to which 
everybody in that society should be entitled. Defining a minimum standard of 
living is not easy. An obvious way to define it is in terms of the utility an average 
person derives by consuming a given bundle of goods and services. Suppose an 
international minimum standard of living to which everybody should be entitled 
exists, and which is measured by a utility level denoted by u*. Anyone whose 
actual enjoyment of utility is less than u* is identified as poor. If u* is fixed for all 
countries, then such estimated poverty counts will obviously be internationally 
comparable.  We may define a utility function as:  

 

⎥
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⎤
⎢
⎣

⎡
=

n
,

r
uu nf qq

 (1) 

 
where  and   are the quantity vectors of food and nonfood items of 

consumption, respectively;  r is the average calorie requirement of a country, and 
n is a measure of some other basic needs in a country. In a country with extreme 
climate, n may be the additional nonfood requirement such as expenditure on 
extra clothing and heating.  

fq nq

It is evident from (1) that if u is fixed at the u* level for all countries, the 
food basket and nonfood baskets, denoted by  and , respectively, will be 
different for different countries because the countries differ with respect to their 
basic needs as measured by r and n. If all countries have the same basic needs, 
then there will be a single poverty line, which will be internationally comparable.  

fq nq

The utility function given in (1) cannot be directly estimated from 
household surveys. However, we can make some judgment about its magnitude 
indirectly. This study develops a model based on consumer theory, which helps to 
arrive at internationally comparable poverty lines. A detailed discussion of the 
model is in the Appendix.  

The model helps demonstrate that the calorie cost in food PPP dollars is a 
monotonically increasing function of the utility people enjoy. This result implies 
Lemma 1 (the proof of which is given in the Appendix). 

 
Lemma 1: If the people in two countries have the same calorie cost in food 
PPP dollars, then they will enjoy the same level of utility.  
 
This lemma has an important implication. It tells us that we can obtain 

internationally comparable food poverty lines if we determine the food poverty 
line in each country using a constant calorie cost in food PPP dollars across all 
countries. Thus, the internationally comparable food poverty line will be obtained 
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by multiplying a country’s calorie requirement r by the calorie cost (ccost*) in 
food PPP dollars. The food poverty lines so obtained for each country will imply 
the same utility level enjoyed by the people in different countries.  

Our model presented in the Appendix also demonstrates that we can obtain 
the nonfood poverty lines by utilizing the food and total expenditure functions 
derived from consumer theory. The nonfood poverty lines estimated in this way 
would be comparable across countries because they will provide the same level of 
utility to individuals at the poverty lines but living in different countries. The 
total international poverty lines will be obtained by summing the food and 
nonfood poverty lines. This procedure is described using Figure 1. 

In Figure 1, the horizontal axis represents utility level and the vertical axis 
represents expenditures. Figure 1 depicts the food and total expenditure 
functions, which tell us how much expenditure food and nonfood, respectively, 
will be required in order for the consumers to enjoy a given level of utility. These 
expenditure functions are monotonically increasing in the utility level u. C is the 
point that corresponds to the food poverty line on the food expenditure function. 
Corresponding to point C, B is obtained on the x-axis, which gives the utility 
level u* that is implicit in the food poverty line. At this point consumers will 
enjoy the minimum basic standard of living, which will meet their calorie 
requirements.  

Corresponding to point B on the x-axis, point D is obtained on the total 
expenditure function, which gives BD as the total poverty line that is consistent 
with the utility level u*. Obviously then, CD will be the nonfood poverty line. 
The nonfood poverty line so obtained will be consistent with standard consumer 
theory. Note that this method of calculating the nonfood poverty line is 
equivalent to Ravallion’s (1998) upper poverty line, which he derived using a 
different methodology. 

Ravallion (1998) also suggested estimating the nonfood poverty line using 
the idea that if a person’s total income is just enough to reach the food threshold, 
anything that a person spends on nonfood items will be considered as basic 
nonfood needs. According to this idea, the nonfood poverty line is the 
household’s nonfood expenditure at which the household’s total expenditure is 
equal to the food poverty line. At this point, the household’s income is just 
sufficient to buy only the nutritionally adequate food basket so that any 
expenditure a household incurs on nonfood will be absolutely essential. 

In the figure, E is the point at which the total expenditure is equal to the 
food poverty line. At this point, FE will be the nonfood poverty line, which will 
always be less than CD. The nonfood poverty line corresponds to the utility level 
_u*, whereas the food poverty line corresponds to the utility level u*. Thus, the 
food and nonfood poverty lines do not imply the same level of consumer utility. 
Thus, Ravallion’s method may be regarded as inconsistent with standard utility 
theory. CD is instead recommended as the nonfood poverty line. 
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Figure 1. Determination of Nonfood Poverty Line
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VII. ESTIMATES OF A NUTRITION-BASED INTERNATIONAL  
FOOD POVERTY LINE 

 
A. Calorie Requirements 

 
The basic needs approach is used to construct the food poverty line. This 

approach requires the caloric requirement (or needs) of individuals. It must be 
emphasized that these requirements depend on several factors such as age, sex, 
body weight, climatic conditions, and activity levels. The United Nations’ Food 
and Agricultural Organization (FAO) is mainly concerned with the measurement 
of undernutrition in the world, so it provides calorie requirements for different 
countries in the world. This study compiles the average calorie requirement (per 
individual per day) for a sample of 19 countries. The first column in Table 4 
presents the calorie requirements per person per day.  
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B. Caloric Cost and Food Poverty Line 
 

The food poverty line of a household can be determined by multiplying the 
calorie requirement of the household by the calorie cost. It was demonstrated in 
Section II that the calorie cost has a monotonic relationship with the utility level: 
the higher the utility level, the greater the calorie cost. This means that by 
knowing the calorie cost of the poor, the utility level enjoyed by the poor would 
also be known. How do we find out the calorie cost of the poor when we do not 
know who the poor are? The following procedure is employed. 

First, determine how the calorie cost varies with the standard of living as 
measured by the household’s per capita consumption. To do so, the population is 
divided into five quintiles by ranking the households according to their per capita 
final consumption. The final consumption is defined as a sum of all net cash and 
in-kind expenditures. A food basket is constructed for each quintile.  

Household surveys generally provide expenditures and quantities of each 
food item consumed by households. The average expenditure and average 
quantity of each food item in each of the five quintiles is determined.3 Thus, five 
food baskets (one for each quintile) are constructed. The quantity to calorie 
conversions were also acquired, which provided the total calories obtained from 
these baskets. Knowing the total food expenditure for each quintile and the total 
calories obtained from the food basket for each quintile, the calorie cost for each 
quintile could be calculated by dividing total food expenditure by total calories. 
The calorie costs for Bangladesh are presented in Table 3. 

In Bangladesh, people belonging to the first quintile spend Taka 7.62 on 
food in order to obtain 1000 calories. The calorie requirement for Bangladesh is 
2080 calories per person per day, so the average food poverty line for Bangladesh 
would be 7.62 2080 /1000× , which is equal to Taka 15.85 per person per day. 
This is the food poverty line for Bangladesh. 

 
Table 3. Caloric Cost per 1000 Kilo Calories in Bangladesh 

 

Quintiles Taka in 2000 1993 PPP dollars 

Quintile 1 7.62 0.41 

Quintile 2 9.78 0.52 

Quintile 3 11.47 0.61 

Quintile 4 13.81 0.74 

Quintile 5 19.15 1.02 
Source: Authors’ calculation. 

 

                                                           
3Quintiles were constructed using households’ per capita consumption expenditure.  
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It can be noted that the calorie cost increases as we go from a lower 
quintile to a higher quintile. This result holds for all countries. This supports the 
conclusion from the model that the calorie cost is an increasing function of the 
standard of living (measured by the per capita total consumption).4

In order to make a comparison of calorie costs across countries, we need to 
convert the calorie costs in local currency to PPP dollars. This is easily done 
using the CPI and PPP exchange rates given in Table 1. The caloric cost in 
Bangladesh for the people in the first quintile is US$0.41 in 1993 PPP dollars. 
This gives the food poverty line for Bangladesh in 1993 PPP dollars as equal to 
0.41 x 2080/1000, which is US$0.85 cents person per day. In these calculations, a 
judgment has been made that the first quintile is a reasonable reference group. It 
is essential to make such a judgment about the reference group. Using the first 
quintile as a reference group implies that the food poverty line of US$0.85 per 
person per day is the absolute minimum food requirement in Bangladesh, below 
which meeting the basic nutritional requirement is not possible.     

In the construction of food poverty lines for different countries, our model 
suggested that we should use the same calorie cost in PPP dollars for all 
countries. This requirement will ensure that the minimum standard of living 
remains the same for all countries, which implies that the food poverty lines will 
be internationally comparable.  

If the objective is to make an international comparison of poverty rates, 
then a calorie cost that is typical of the whole world should be used. This would 
require calculating the calorie cost for all countries in the world and calculating 
the median calorie cost. This task, clearly, is beyond the scope of the present 
study. It is also very unnecessary. The calorie cost of a typical low-income 
country may be used. In this study, Bangladesh is selected as anchor country. 
This selection was partly motivated by the fact that detailed food baskets for 
other low-income tropical countries were not available. Thus, the food poverty 
lines in 1993 PPP dollars for the 19 countries presented in Table 4 were 
computed by multiplying the caloric requirements of each country by the caloric 
cost of US$0.41 per 1000 calories.      

                                                           
4An intuitive interpretation of this result is that richer households obtain their calories from more 

expensive food items, for example, substituting meat for potatoes. Richer households may also be paying higher 
prices for the same food items because they generally buy higher-quality of food items (for example, a superior 
quality of rice).  
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Table 4. New Nutrition-based Poverty Line at 1993 PPP Dollars 
 

Poverty Line in 1993 PPP Dollars Countries 
  

Calorie 
Requirement*

Food Nonfood Total 

Burundi 2070 0.85 0.20 1.05 

Burkina Faso 2080 0.85 0.50 1.35 

Ivory Coast 2170 0.89 0.74 1.63 

Cameroon 2170 0.89 0.74 1.63 

Ethiopia 2000 0.82 0.39 1.21 

Ghana 2170 0.89 0.52 1.41 

Guinea 2130 0.87 0.68 1.56 

Gambia, The 2160 0.89 0.34 1.22 

Kenya 2140 0.88 0.30 1.18 

Madagascar 2110 0.87 0.21 1.07 

Mozambique 2200 0.90 0.35 1.26 

Malawi 2080 0.85 0.30 1.16 

Nigeria 2120 0.87 0.27 1.14 

Uganda 2050 0.84 0.63 1.47 

Zambia 2110 0.87 0.27 1.14 

Bangladesh 2080 0.85 0.38 1.23 

India 2140 0.88 0.41 1.29 
Lao People’s 
Democratic 
Republic 2000 0.82 0.28 1.10 

Nepal 2120 0.87 0.34 1.21 

Median 2120 0.87 0.35 1.22 
* Per capita per day. 
Source: Authors’ calculation. 
 

 
VIII. ESTIMATES OF GLOBAL HUNGER 

 
A household may be defined as suffering from hunger if it does not have 

enough income to be able to meet its basic food needs. Since the food poverty 
line determines the minimum basic food needs of the household, it can be said 
that that household suffers from hunger if its per capita total consumption is less 
than the food poverty line. Further if a household suffers from hunger, it can be 
assumed that all its members also suffer from extreme poverty. Under these 
assumptions, the percentage of the population that suffers from hunger can be 
calculated. 
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The median food poverty line is US$0.87 per person per day (in 1993 PPP 
dollars). This poverty line is applied to measure the percentage of people 
suffering from hunger. The estimates are presented in Table 5. It is noted that 
13.28 percent of the population (685.78 million people) in the world suffered 
from hunger in 2001. The majority of people suffering hunger are residing in 
South Asia and Africa.  

 
Table 5. Percentage and Number of People Suffering from Hunger, 2001 

 
Regions Percentage of People  Number of People (million) 

East Asia and Pacific 7.99 145.48 
East Europe and Central Asia 1.58 7.46 
Latin America and the Caribbean 6.4 33.55 
Middle East and North Africa 0.93 2.75 
South Asia 18.02 248.19 
Sub-Saharan Africa 36.85 248.34 

Total 13.28 685.78 
Source: Authors’ calculation. 

 
IX. NONFOOD POVERTY LINE 

 
In Section VI, it was demonstrated that if the food poverty line is known, 

consumer theory can be used to estimate the nonfood poverty line, which takes 
account of country specific nonfood basic needs.  

The basic idea of consumer theory is the nonfood poverty line is 
determined at the point where per capita household food consumption is equal to 
the food poverty line. The following nonparametric approach is used to calculate 
the nonfood poverty line for each country.5

(i) First, calculate the ratio of a household’s per capita food expenditure 
to the food poverty line multiplied by 100. This ratio will be equal to 
100 when the household’s per capita food expenditure is equal to the 
household’s per capita food poverty line. 

(ii) Arrange the households in ascending order according to the food 
poverty line ratio in (i) using household survey data. 

(iii)  Select the households whose food-poverty line ratio lies between 95 
and 105.6

                                                           
5A nonparametric approach is suggested. To implement this methodology, we unit record data on 

household expenditure surveys are required. One can also use a regression model (as proposed by Ravallion 1998), 
although the nonparametric approach is more robust.  

6Households whose per capita food expenditure is equal to the food poverty line should be selected, 
which means households should be selected at the point where the household’s food-poverty line ratio is equal to 
100. Since it is impossible to calculate this ratio at a point, it is reasonable to select a range in the neighborhood of 
100. A range of food-poverty line ratios lying between 95 and 105 was selected. 
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(iv) Calculate the average nonfood poverty line for the individuals 
belonging to these households. 

The above procedure provided the nonfood poverty line for each country in 
local currency. To make international comparisons of nonfood poverty lines, they 
need to be converted to PPP dollars. This was easily done using the CPIs and PPP 
exchange rates, which are given in Table 1. The nonfood poverty lines in 1993 
PPP dollars are presented in Table 4.  

 
X. TOTAL POVERTY LINE AND POVERTY RATES 

 
The total poverty lines for 19 countries were obtained by adding up the 

respective food and nonfood poverty lines in 1993 PPP dollars. The median 
poverty line among 19 low- income countries is calculated as equal to $1.22 (per 
person per day), varying from $1.05 in Burundi to $1.63 in Ivory Coast.  

 
Table 6. Percentage and Number of Poor Using Nutrition Based Poverty Line, 2001 

 

Regions  Percentage of People  Number of People (million) 

East Asia and Pacific 19.23 350.14 

East Europe and Central Asia 4.96 23.42 

Latin America and the Caribbean 11.58 60.70 

Middle East and North Africa 4.09 12.10 

South Asia 41.13 566.50 

Sub-Saharan Africa 52.27 352.26 

Total 26.43 1365.13 
Source: Authors’ calculation. 

 
This new international yardstick is used to compute global poverty counts 

(see Table 6). It is noted that 26.43 percent of the population (1.365 billion 
people) lived in absolute poverty in 2001, majority of which lived in South Asia. 

 
XI. CONCLUDING REMARKS 

 
Every society has its own views on what constitutes a minimum standard 

of living. Strictly speaking, we should not be able to make cross-country 
comparisons of poverty rates since it would be virtually impossible to agree on a 
common poverty basket that is acceptable to every country. 

In spite of this, global estimates do play an important role in monitoring 
the level and change in poverty around the world. They can be used as a powerful 
tool to heighten public awareness about the need to fight poverty and achieve the 
Millennium Development Goals. 
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The efforts made by the World Bank to produce global poverty counts 
based on an internationally comparable threshold must be applauded. 
Unfortunately, the World Bank has paid little attention to improving the 
methodology for constructing such a threshold. This paper demonstrates how 
shaky the World Bank methodology has been. The national poverty lines 
compiled for the purpose of determining the original international poverty line 
were constructed around the mid-1980s. Many countries have revised them and 
some have even changed the methodology for their calculation. It is therefore 
important to fix an international poverty line that is representative of the poverty 
lines of low-income countries in the recent past.  

This study has attempted to address this deficiency by compiling the 
national poverty lines for a sample of 19 low-income countries, 15 in Sub-Sahara 
Africa and four in Asia. The study’s estimates are based on a more typical 
poverty line prevailing in the mid-1990s among the low-income countries. A 
poverty line of $1.50 was obtained, compared to the World Bank’s figure of 
$1.08. Using this poverty line, nearly 1.9 billion people around the world are 
estimated to live in poverty in 2001. This figure is considerably higher than the 
1.1 billion poor reported by the World Bank.  

However, the main objective of this study has been to compute an 
international poverty threshold based on the food requirement that will ensure 
adequate calorie intake for the world’s poorest. The study proposes a new 
methodology based on consumer theory to provide a caloric-based international 
poverty threshold. Using this methodology, the international poverty line was 
computed as being equal to $1.22. According to this new yardstick, almost 1.37 
billion people were poor around the world in 2001. 

This study has also provided global estimates of hunger. A person is 
defined as suffering from hunger if he or she does not have enough income to be 
able to meet his or her basic food needs. According to this definition, 687 million 
people in the world are suffering from hunger. These estimates will clearly be 
helpful to international donor agencies that are concerned about achieving the 
Millennium Development Goal of reducing world hunger. 

These calculations clearly suggest that an effort must be made to improve 
the methodology for estimating the number and percentage of poor people around 
the world. In fact, the World Bank’s poverty counts are in need of serious 
adjustment if they are to more accurately reflect the situation of the world’s 
poorest in the new millennium. 
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APPENDIX: PROPOSED MODEL 
 
This appendix presents the model that helps to arrive at internationally 

comparable poverty lines.   
Suppose  and  are the price vectors of food and nonfood items of 

consumption, respectively; then, using the conventional treatment of consumer 
choice, we maximize utility function  

fp np

 

u = u ⎥
⎦

⎤
⎢
⎣

⎡
n

,
r

nf qq
 (A1) 

 
subject to budget constraint  
 

xnnff ≤⋅+⋅ qpqp  (A2) 

 
where x is the total expenditure or income that is available to the consumer. It is 
assumed that all countries have the same utility function as (A1) but different r and n. 

This maximization procedure yields the food and nonfood demand functions as  
 

( )nfff nprpxrgq ,,=  (A3) 
and 
 

( )nfnn nprpxngq ,,=  (A4) 
 
respectively. These equations are the Marshallian demand functions (Marshall 1930). 
Substituting (A3) and (A4) into (A1) yields the expenditure function 
 

( )nf nprpuex ,,=  (A5) 
 
which is the minimum cost of buying the individual utility u at given food and 
nonfood prices. 

Further, substituting (A5) into (A3) and (A4) yields the Hicksian food and 
nonfood demand equations (Hicks 1946): 

 
( )nfff nprpurgq ,,=  (A6) 

 
and  
 

( )nfnn nprpungq ,,=  (A7) 
 



34 ASIAN DEVELOPMENT REVIEW 

respectively. 
The food and nonfood poverty lines are then obtained by substituting  

u = u* in (A6) and (A7), respectively, as 
 

( )nfffff nprpugrpqpF ,*,==  (A8) 
 

and  
 

( )nf
*

nnnn np,rp,ugnpqpNF ==  (A9) 
 
Equations (A8) and (A9) give the food and nonfood poverty lines at the point 

where individuals of the country concerned enjoy the given level utility u*. These 
lines are internationally comparable because they maintain the same utility level 
across countries. The problem is: How do we determine u*? The following solution is 
proposed. 

The food poverty line should satisfy the requirement that calorie intake is equal 
to calorie requirement. Suppose c is the vector that converts a food quantity vector qf 
into calories. c is fixed for each country depending on the kind of food the country’s 
population is consuming. c× qf is the number of calories that are obtained from the 
food basket qf , which should be equal to the calorie requirement r. Thus, using (A6), 
we obtain 

 
1=)np,rp,u(g.c nf

*
f  (A10) 

 
If this equation is to hold for all exogenously determined values of r, pf , n, and 

pn, then the function  should not contain rp)np,rp,u(g nf
*

f f and npn as its 
arguments, that is, it should depend only on u*. The food poverty line in (A8) will 
then be given by 

 
( )*

ffff ugrpqpF ==  (A11) 
 
Since the food poverty line can also be written as the product of calorie 

requirement and calorie cost (which is the expenditure on food per calorie), (A11) 
immediately gives the calorie cost function as 

 
( )*

ff ugptcosc =  (A12) 
 
Thus the calorie cost of a country depends on two factors, food prices and the 

utility level u*. The calorie cost in (A12) is in local currency of the country. 
The PPP converts prices in local currency of a country to prices in US dollars. 

Suppose  is the vector of international food prices, the PPP conversion rate k is 
given by 

*
fp
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*
ff kpp =  (A13) 

 
which on substituting in (A12) gives 
 

)u(gptcosc *
f

*
f

* =  (A14) 
 

where  is the calorie cost in food PPP dollars. Since  is the 
international food price (which is same for all countries) and 

ktctc /coscos * = *
fp

( )*
f ug  is a 

monotonically increasing function of u*, from (A14) the calorie cost in food PPP 
dollars is a monotonically increasing function of the utility people enjoy. This proves 
Lemma 1 given in Section II. 
 

Lemma 1: If the people in two countries have the same calorie cost in food 
PPP dollars, then they will enjoy the same level of utility.  

 
As pointed out in Section II, Lemma 1 tells us that we can obtain 

internationally comparable food poverty lines if we determine the food poverty line in 
each country using a constant calorie cost in food PPP dollars across all countries. 
Thus, the internationally comparable food poverty line (denoting by F*) will be 
obtained by multiplying a country’s calorie requirement r by the calorie cost (ccost*) 
in food PPP dollars. 

Given F*, which is in PPP dollars and the food PPP exchange rates, we can 
determine the food poverty line for each country in local currency, which we denote 
by F. Substituting F into (A11), we can solve for u*, which is the utility level enjoyed 
by people at the food poverty line and is fixed across countries. Further, substituting 
u* into (A9), we can solve for the nonfood poverty line, NF, which will be the 
nonfood poverty line in local currency. Using the nonfood PPP conversions, we 
obtain the nonfood poverty line in international dollars. The nonfood poverty lines 
estimated this way would be comparable across countries because they provide the 
same level of utility to individuals at the poverty lines but living in different 
countries. The total international poverty lines are obtained by summing the food and 
nonfood poverty lines.  

 
REFERENCES 

 
Chen, S., and M. Ravallion. 2001. “How Did the World’s Poorest Fare in the 1990s.” Review of 

Income and Wealth 47(3, September):283–300. 
Hicks, J. R. 1946. Value and Capital. Oxford: Clarendon Press.  
Lipton, M. 1988. The Poor and the Poorest. Discussion Paper No. 25, World Bank, Washington 

D.C. 
Marshall, A. 1930. Principle of Economics, 8th ed. London: Macmillan & Co.  



36 ASIAN DEVELOPMENT REVIEW 

Rao, P. 2003. “Integration of CPI and PPP: Methodological Issues, Feasibility and 
Recommendations.” Paper presented at the Joint World Bank-OECD Seminar on 
Purchasing Power Parities, Washington, DC. 

Ravallion, M. 1998. Poverty Lines in Theory and Practice. LSMS Working Paper No 133, The 
World Bank, Washington, DC. 

Ravallion, M., and S. Chen. 1997. “What Can New Survey Data Tell Us about Recent in 
Distribution and Poverty.” World Bank Economic Review 1(2):357–82. 

Sen, A. 1999. Development as a Freedom. Oxford: Oxford University Press. 
World Bank. 1990. World Development Report 1990. New York: Oxford University Press. 
 



                                                                          
Hyun H. Son is an economist in the Economic Analysis and Operations Support Division, Economics and 
Research Department, Asian Development Bank. The author would like to acknowledge helpful comments 
and suggestions from two anonymous referees. She also thanks insightful comments from Ifzal Ali and 
Nanak Kakwani, which helped improve an earlier draft of the paper.  
 
Asian Development Review, vol. 24, no. 2, pp. 37−63 © 2007 Asian Development Bank 

Interrelationship between Growth, Inequality, 
and Poverty: The Asian Experience 

HYUN H. SON 

This paper examines the relationships between economic growth, income 
distribution, and poverty for 17 Asian countries for the period 1981–2001. It 
deals with two distinct but related issues. First, it investigates how much 
growth is required to offset the adverse effect of an increase in inequality on 
poverty. This trade-off between inequality and growth is quantified using a 
tool called the “inequality-growth trade-off index.” The trade-off index 
measures how much growth in mean income or expenditure will be required 
to offset a 1 percent increase in inequality, with poverty remaining 
unchanged. This is an ex ante analysis based only on one period household 
survey. Second, the paper looks into the issue of pro-poor growth. This is an 
ex post analysis concerned with whether the growth process in a country has 
been pro-poor or anti-poor. Pro-poor growth is defined as growth that benefits 
the poor proportionally more than the nonpoor. By using a measure called the 
“poverty equivalent growth rate”, which is a composite index of a level of 
growth rate and the distribution of benefits of growth, the paper examines 
both (i) how growth in mean income or expenditure has fared in Asia, and 
(ii) how the benefits of growth are distributed between the poor and the 
nonpoor. 

 
I. INTRODUCTION 

 
Recent years have seen a renewed emphasis on poverty reduction as the 

central goal of development policy and development cooperation. The 
Millennium Development Goals, agreed by world leaders in 2000, have put 
poverty reduction at the center of the development agenda. The first goal is 
directly concerned with halving absolute income poverty, but many of the other 
goals are also essentially about poverty reduction in a wider sense.  

While sustained high growth can significantly reduce absolute income 
poverty, only a few countries—particularly in East, Southeast, and more recently 
South Asia—have enjoyed such growth levels. In many others, growth has been 
slow, highly volatile, or even negative for sustained periods of time leading to 
little progress in poverty reduction. Even in many high-growth countries, growth 
has been associated with rising inequality (which can retard the impact of growth 
on poverty) so that the poverty impact of growth has been slower than it could 
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have been. As a consequence, the impact of inequality on poverty reduction has 
received renewed attention given that poverty reduction will be slower in 
countries that experience rising inequality, as well as in countries with high initial 
inequality. Conversely, reducing inequality would directly abate poverty, increase 
the poverty impact of growth, and might even increase growth itself (and thus 
further accelerate poverty reduction; see Klasen 2004).  

To accelerate poverty reduction, it is thus crucial to devise strategies of 
“pro-poor growth.”1 There is a substantial amount of debate about what exactly 
constitutes pro-poor growth and how it can be measured (Ravallion and Chen 
2003, Kakwani and Pernia 2000, Klasen 2004). This study adopts a definition 
proposed by Kakwani and Pernia, which defines growth as pro-poor if it benefits 
the poor proportionally more than the nonpoor. When there is a negative growth 
rate, growth is defined as pro-poor if the loss from growth is proportionally less 
for the poor than for the nonpoor. Under this definition, a pro-poor growth 
scenario will reduce poverty more rapidly than an antipoor growth scenario.  

The pattern of growth is determined by its linkage with changes in poverty 
and inequality. This study examines this issue using a cross-country analysis of 
17 Asian countries for the period 1981–2001. It deals with two distinct but 
related issues. First, the study investigates how much growth is required to offset 
the adverse effect of an increase in inequality on poverty. This trade-off between 
inequality and growth is quantified using a tool called the “inequality-growth 
trade-off index (IGTI).” This trade-off index measures how much growth in mean 
income or expenditure will be required to offset a 1 percent increase in inequality, 
with poverty remaining unchanged. This is an ex ante analysis based only on one 
period household survey. Second, the paper looks into the issue of pro-poor 
growth. This is an ex post analysis concerned with whether the growth process in 
a country has been pro-poor or antipoor. For this purpose, a measure called the 
“poverty equivalent growth rate (PEGR)” is used, which is a composite index of a 
level of growth rate and the distribution of benefits of growth. Using the PEGR, 
this paper studies how the benefits of growth have been distributed between the 
poor and the nonpoor over a time period. 

The study is organized as follows. Section II provides a brief discussion on 
the trade-off between inequality and growth and discusses empirical results based 
on the methodology presented in the Appendix. Section III explains what is 
meant by poverty equivalent growth rate (see the Appendix for more 
methodological details on this concept) Section IV provides a discussion of the 
empirical results. For empirical studies, group data on income distribution, which 

                                                           
1Son (2007) provides a review of the current approaches to defining and measuring pro-poor growth. For 

this purpose, five approaches that have been most commonly used in recent years are selected. In the study, 
methodological and empirical issues related to these approaches are presented to analyze each approach’s relative 
strengths and weaknesses in defining and measuring pro-poor growth. Empirical illustrations are made using a 
common data set to carry out comparative studies of the five methods.  
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are now readily available on the website of the World Bank, are used. Section V 
presents the major findings of the study.   

 
II. ANALYZING INEQUALITY–GROWTH TRADE-OFF 

IN ASIAN COUNTRIES 
 

The relation between growth and inequality has been dealt with by a 
number of studies. The growth–inequality debate can be traced back to Kuznets’ 
hypothesis. In his 1955 article, Simon Kuznets found an inverted-U pattern 
between per capita income and inequality across countries: as per capita income 
rises, inequality first worsens and then improves. This pattern was presumed to be 
driven mainly by a structural change that shifted labor from a poor and less 
productive traditional sector, to a more productive and differentiated modern 
sector. Kuznets’ hypothesis had been supported by a number of studies, but has 
been challenged by recent development literature on growth and distribution. For 
instance, Deininger and Squire (1996) conducted a comprehensive test of the 
hypothesis using higher-quality data containing 682 observations on the Gini 
index for 108 countries and found that there was no evidence of an inverted-U 
curve for individual countries.  
 
A. Inequality–Growth Trade-Off 
 

How much growth would be required to offset the adverse effect of an 
increase in inequality on poverty? To quantify this trade-off, a tool called 
inequality–growth trade-off index (IGTI) proposed by Kakwani (1993) is used 
here. IGTI is defined as minus times the ratio of the poverty elasticity of 
inequality to the poverty elasticity of growth. While the former captures the 
impact of changes in Gini on poverty, the latter measures the impact of changes 
in mean income (or expenditure) on poverty. Thus, the trade-off index indicates 
how much growth in mean income (or expenditure) will be required to offset a 1 
percent increase in inequality, with poverty remaining unchanged. For instance, if 
the IGTI is equal to 3.0, this implies that a 1 percent increase in the Gini index 
will require a growth rate of 3 percent to offset the adverse effect of the 
inequality increase. Alternatively, if a 1 percent fall in the Gini index stems from 
following pro-poor policies, then this strategy is equivalent to achieving an 
additional 3 percent in growth rate. Overall, this suggests that the larger the IGTI, 
the greater will be the benefits from following a pro-poor strategy that would 
reduce inequality. Hence, the magnitude of the IGTI can be indicative of the 
growth or development strategy that a country might consider following.2 For a 

                                                           
2See the Appendix for a detailed discussion on the inequality–growth trade-off index. 
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country where the trade-off index is small, say less than 1, its policy focus should 
be on enhancing growth to achieve poverty reduction.  
 
B. Empirical Findings on IGTI for Selected Asian Countries  
 

This subsection presents an analysis of the inequality–growth trade-off for 
17 Asian countries for the period 1981 to 2001. The empirical estimates of the 
IGTI for individual countries are presented in Appendix Table 1. There are a few 
interesting findings that emerge from Appendix Table 1.  

First, as depicted in Figure 1, the inequality–growth trade-off index rises 
monotonically as we move from the headcount ratio to the poverty gap ratio and 
further to the severity of poverty. For all countries, the trade-off index for the 
headcount ratio is smaller than the index for the poverty gap ratio, which is in 
turn smaller than the index for the severity of poverty. These findings thus 
suggest that if adopted, pro-poor policies would benefit the ultra-poor much more 
than the poor living closer to the poverty line. 

 
Figure 1. Trade-off Index by Different Poverty Measures 
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Note:  This graph was drawn by taking the last survey period (1999 for some countries and 2001 for other 

countries) from Appendix Table 1. 
 
Second, the IGTI increases monotonically with the level of income. As 

shown in Figure 2, the trade-off index is greater for a higher level of income. This 
indicates greater effectiveness of pro-poor policies in countries with higher 
incomes than in countries with lower incomes. As mean income rises, the poverty 
elasticity of inequality increases at a faster rate than the poverty elasticity of 
growth. Thus, poverty reduction could be in fact facilitated by pro-poor 



INTERRELATIONSHIP BETWEEN GROWTH, INEQUALITY, AND POVERTY:  
THE ASIAN EXPERIENCE 41 

strategies. At the same time, the results suggest that a relatively smaller growth 
rate would be required to offset a 1 percent increase in the Gini coefficient, to 
achieve the same proportional reduction in poverty, if a country’s mean income 
were lower rather than higher. 

 
Figure 2. Inequality–Growth Trade-off with the Level of Income 
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Note: All growth spells in the graph are arranged in ascending order of mean expenditure at 1993 PPP.  

 
It is further interesting to compare the case of the People’s Republic of 

China (PRC) and India. Table 1 presents the levels of mean expenditure and 
poverty estimates for the two economies for the period 1984 to 1999. From the 
table, it is clear that the PRC is far better off than India. In terms of growth, the 
PRC outpaced India with its per capita mean expenditure jumping by 75.7 
percent from 1984 to 1999, compared to India’s 20.1 percent. Growth was 
particularly strong in the PRC during 1990 to 1993. This could have been largely 
contributed by the government’s economic reforms that resulted in rapid 
globalization and privatization of state-owned enterprises (Liu 2006).  

A similar story emerges from poverty. Poverty statistics for all three 
measures are lower in the PRC than in India. More importantly, poverty reduction 
in the PRC has been much faster than in India. For instance, the headcount ratio 
fell by 84.7 and 33 percent, respectively, in the PRC and India over 16 years. 
Furthermore, ultra poverty declined even faster for both countries. Over the 
period, the severity of poverty fell by 127.1 and 79.7 percent for the PRC and 
India, respectively. 
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Table 1. Monthly per Capita Expenditure and Poverty Estimates  
for the PRC and India 

Year 
Mean Expenditure

(at 1993 PPP) 
 

Headcount Ratio 
 

Poverty Gap Ratio 
Severity 

of Poverty 
 PRC India PRC India PRC India PRC India 

1984 45.71 40.93 41.39 49.49 11.94 14.86 4.78 6.08 
1987 57.05 43.59 28.70 45.88 8.24 12.52 3.33 4.68 
1990 57.62 44.14 32.55 42.06 8.76 11.09 3.28 4.04 
1993 68.60 45.40 27.70 42.13 7.17 10.81 2.62 3.87 
1996 86.67 46.86 16.95 41.86 3.72 10.44 1.12 3.61 
1999 97.41 50.05 17.75 35.60 4.18 8.45 1.34 2.74 

PPP = purchasing power parity. 
Note:  Values are weighted averages of rural and urban areas where weights used are population shares. 
Source: Author’s calculations are based on information obtained from the Povcal database.  

 
Furthermore, on a disaggregated level (by urban and rural areas), data for 

the PRC and India provide interesting insights. Table 2 presents poverty 
elasticities3 of growth (of mean expenditure) and inequality as well as the IGTI. 
For both the PRC and India, growth in the urban sector had been stronger than 
that in the rural sector over the period 1984–2001. As pointed out earlier, growth 
performance is far more impressive in the PRC than in India for both urban and 
rural sectors. 

The responsiveness of a 1 percent growth to changes in poverty differs 
between the two countries. This responsiveness is captured through the poverty 
elasticity of growth, which, under distribution-neutral growth, provides a 
magnitude of poverty reduction that would be expected from a 1 percent growth. 
This argument is indeed supported by the negative signs for the poverty elasticity 
of growth in Table 2. For the rural sector in the PRC and India, the poverty 
reduction in response to a 1 percent growth has been quite parallel. They differ 
substantially for the urban sector wherein poverty reduction in urban PRC is 
much greater compared to India’s urban sector. 

Table 2 also shows the proportional changes in poverty with respect to a 1 
percent change in Gini, given by the poverty elasticity of inequality. As would be 
expected, a 1 percent increase in Gini leads to an increase in poverty, other 
factors held constant. This is substantiated by positive signs for the poverty 
elasticity of inequality in Table 2. For both the PRC and India, the poverty 
elasticity of inequality is much greater for the urban sector than the rural sector. 
Comparing the PRC with India, the former experienced a sharper increase in 
poverty than the latter, with a 1 percent increase in the Gini coefficient. This is 
true for both rural and urban sectors. In the urban sector, moreover, the difference 
in the poverty elasticity of inequality between the two countries is remarkable. 
Within the PRC, the poverty increase contributed by a 1 percent increase in 
                                                           

3See Appendix for a detailed discussion on poverty elasticities. 
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inequality escalated from the year 1993. Equivalently, the poverty reduction 
would have been extremely high if there had been a 1 percent decrease in 
inequality in the PRC, particularly in the urban sector. 

 
Table 2. Poverty Elasticities and Inequality–Growth Trade-off Index  

for the PRC and India 
Actual 

Growth Rate 
(per annum) 

Poverty 
 Elasticity 
of Growth 

Poverty 
 Elasticity of 
Inequality 

Growth– 
Inequality 
Trade-off 

Year PRC India PRC India PRC India PRC India 
 Rural 

1984 – – –1.56 –1.37 0.14 0.12 0.09 0.09 
1987 6.73 2.67 –1.67 –1.63 0.56 0.29 0.33 0.18 
1990 –1.47 0.07 –1.75 –1.76 0.49 0.32 0.28 0.18 
1993 2.61 0.35 –1.88 –1.81 0.72 0.35 0.38 0.20 
1996 8.89 –0.03 –2.37 –1.80 1.90 0.35 0.80 0.19 
1999 0.14 2.64 –2.13 –2.01 1.73 0.59 0.81 0.29 
2001 1.61 – –2.12 – 1.85 – 0.87 – 

 Urban 
1984   –4.89 –2.45 7.16 1.85 1.46 0.76 
1987 6.45 0.61 –3.91 –2.19 7.78 1.73 1.99 0.79 
1990 0.56 0.75 –4.03 –2.44 8.23 2.02 2.04 0.83 
1993 7.31 1.71 –3.88 –2.56 10.82 2.37 2.79 0.93 
1996 5.20 2.53 –3.92 –2.88 13.43 3.10 3.43 1.08 
1999 5.07 1.18 –3.43 –2.54 14.26 2.92 4.15 1.15 
2001 6.25  –3.70  17.91  4.84  

Note: Poverty elasticities are estimated for the headcount ratio based on the $1-a-day poverty line. 
Source: Author’s calculations. 

 
Table 2 indicates further that the IGTI is greater for the PRC than India, 

irrespective of sectors. For both countries, the rural sector requires smaller growth 
rates to offset an increase in inequality to reduce a given level of poverty, 
compared to the urban sector. This suggests that the rural sector may adopt 
growth-enhancing policies. Such policies appear to be applicable for the Indian 
economy as a whole. For the PRC, however, a different policy needs to be 
recommended for the urban sector. As shown in the table, urban PRC has grown 
extremely faster, especially after 1993 when the economy underwent a rapid 
transformation to a market economy. The rapid growth has resulted in an equally 
impressive reduction in poverty. However, this impressive performance in growth 
would have been enhanced if there had been a reduction in income inequality in 
urban areas. The findings suggest that the urban sector in the PRC needs to focus 
on pro-poor policies that reduce inequality. 
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This subsection explores further the trade-off between growth and 
inequality across country groupings. Bivariate tabular analysis (also known as 
crossbreaks) is used, which is particularly useful in summarizing the intersections 
of independent and dependent variables and in understanding the relationship (if 
any) between those variables. Chi-square analysis is used to test the statistical 
significance of the results. It is well known that chi-square analysis is used more 
frequently to test the statistical significance of results reported in bivariate tables.  

Table 3 tests the strength of the correlation between countries classified 
into three groups—Central Asia, PRC-India and Other Asian countries—and the 
IGTI greater or less than 2.4 The estimated chi-square shows that the relationship 
is strong: chi-square value is statistically significant at both 0.05 and 0.10 levels. 
The result suggests that the inequality–growth trade-off index generally exceeds 2 
in the growth spells included for Central Asia, whereas the index is mostly less 
than 2 for the other two groups. This implies that poverty reduction can be 
facilitated by pro-poor policies in Central Asia, but by growth-enhancing policies 
in the other two groups. However, this is not true for individual countries within 
the groups. As discussed earlier, for the PRC-India group, growth spells in the 
PRC urban sector had an IGTI way above 2. Similarly, for other Asian countries 
there are a number of countries that show relatively high values for the trade-off 
between growth and inequality, namely Malaysia and Thailand. For these 
countries, pro-poor policies that reduce inequality would be more effective in 
mitigating poverty. 

 
Table 3. Inequality-Growth Trade-off (percent) 

 Inequality–Growth Trade-off Index 
 Less than 2 Greater than 2 Total 

Central Asia 5.1 9.0 14.1 
PRC and India 29.5 6.4 35.9 
Other Asian Countries 34.6 15.4 50.0 
Total 69.2 30.8 100.0 
Chi-Square (2) = 7.77 
Note: Although figures presented in the table are in percentage, raw frequencies or number of growth 

spells have been used to compute chi-square. The degree of freedom is 2 in this tabular analysis. 
Critical values of 2χ  with 2 degrees of freedom are 5.99 and 4.61 for 5% and 10% level, 
respectively. 

Source: Author’s calculations. 
 
Finally, another interesting finding that emerges from the IGTI is that the 

index increases steadily with the level of inequality. As seen from Table 4, 81.3 
percent of total growth spells have a Gini index greater than 0.3; on the other 
hand, 56 percent of the growth spells have Gini ranging between 0.3 and 0.4, and 

                                                           
4For this study, countries are grouped into three. The grouping was largely controlled by the number of 

growth spells available for each group.  
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25.3 percent of the spells have Gini greater than 0.4. Statistical tests show that 
based on the results in Table 4, there is a highly significant positive relationship 
between the trade-off index and the level of inequality: the higher the inequality, 
the greater will be the growth rate required to compensate for the increase in 
inequality to achieve a given level of poverty reduction. Hence, it is valid to 
conclude that inequality-reducing pro-poor policies will be more effective in 
achieving poverty reduction when the level of inequality is high. 

 
Table 4. Inequality–Growth Trade-off by Inequality (percent) 

 Growth–Inequality Trade-off Index 
 Less than 2 Greater than 2 Total 

Gini less than 30 13.3 5.3 18.7 
Gini between 30–40 46.7 9.3 56.0 
Gini greater than 40 8.0 17.3 25.3 
Total 68.0 32.0 100.0 
Chi-square (2) = 16.20 
Note:  Although figures presented in the table are in percentage, raw frequencies or number of growth spells 

are used to compute chi-square. The degree of freedom is 2 in this tabular analysis. Critical values of 
2χ  with 2 degrees of freedom are 5.99 and 4.61 for 5% and 10% level, respectively. 

Source: Author’s calculations. 
 

III. POVERTY EQUIVALENT GROWTH RATE 
 

Section II has focused on identifying the development strategy that a 
country could follow, i.e., whether it should focus on enhancing growth rates or 
reducing inequality. The analysis presented in the previous section was purely ex 
ante. In this section, an ex post analysis of growth pattern is presented. A new 
measure of pro-poor growth called the poverty equivalent growth rate, developed 
by Kakwani and Son (2008), is used for this purpose. It is the counter-factual 
growth rate that would have generated the same percentage change in poverty if 
the Lorenz curve had remained constant. Growth is declared “pro-poor” if the 
PEGR is greater than a benchmark. In this study, the benchmark is the actual 
growth rate in the mean income (or expenditure). This implies that there is a gain 
in the growth rate when growth is pro-poor, which benefits the poor 
proportionally more than the nonpoor.5 If the PEGR is less than the actual growth 
rate, there is a loss of growth rate when growth is anti-poor, which benefits the 
nonpoor proportionally more than the poor.6  

                                                           
5This definition of pro-poor growth is also adopted in Kakwani and Pernia (2000). But the measure of 

pro-poor growth proposed by them (called the pro-poor index) focuses only on the distribution of benefits of 
growth between the poor and the nonpoor and, therefore, is not sufficient to determine any change in poverty. 

6The difference between the PEGR and the benchmark growth rate (i.e., actual growth rate of mean 
income) captures gains or losses of the growth rate due to changes in the distribution of income. The gains imply 
pro-poor growth that will require lower rates of growth to achieve the same level of poverty reduction; the losses 
imply anti-poor growth that will require higher growth rates to achieve the same level of poverty reduction.   
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The PEGR can be calculated for any poverty measure. For the countries in 
this study, empirical results of PEGR are presented for the three most widely used 
poverty measures, namely headcount ratio, poverty gap ratio, and severity of 
poverty.7 

As expected, the proportional reduction in poverty is a monotonically 
increasing function of the PEGR, wherein the larger the PEGR, the greater the 
proportional reduction in poverty. Thus, maximizing the PEGR implies a 
maximum reduction in poverty. This basic condition is not always satisfied by 
many measures of pro-poor growth proposed in the literature, including those of 
Kakwani and Pernia (2000) and Ravallion and Chen (2003).8 Hence, the PEGR 
provides not only a necessary but also a sufficient condition for poverty 
reduction. 

 
IV. PRO-POOR GROWTH IN ASIA 

 
This section analyzes the pro-poor growth in 17 low- and middle-income 

Asian countries. The analysis is based on detailed estimates of pro-poor growth as 
shown by empirical estimates of the PEGR for individual countries in Appendix 
Tables A.2 and A.3. Aggregate results are presented in Tables 5 and 6. 

Table 5 summarizes the estimates of pro-poor growth based on a $1-a-day 
poverty line. The results reveal that out of 59 growth spells, 17 (28.8 percent) had 
negative growth rates and 42 (71.2 percent) had positive growth rates. Of the 42 
spells when growth rates were positive, there were an equal number of cases 
when growth was pro-poor and anti-poor, i.e., 21 cases (or 35.6 percent of the 59 
growth spells). In seven out of the 17 growth spells of negative growth rates, the 
poor proportionally suffered a greater decline in their income compared to the 
nonpoor. Thus, growth processes in Asia have generally been favorable to the 
poor. The findings suggest further that poverty reduction in Asia has been 
generally contributed by positive growth and facilitated by the pro-poor growth 
pattern. Note that these findings are true for the case where pro-poor growth is 
defined in terms of the headcount ratio. 

The story changes, however, when pro-poor growth is calculated using the 
poverty gap ratio and severity of poverty measure. Results show that growth 
processes in Asia have not been favorable to the extremely poor who live far 
below the $1-a-day poverty line. On the whole, while growth in Asia has been 
generally positive, it has benefited mostly the poor clustered around the poverty 

                                                           
7A detailed discussion on the PEGR is provided in the Appendix. 
8This paper shows that Ravallion and Chen’s (2003) measure satisfies monotonicity under highly 

restricted conditions.  
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threshold, but not the very poor. The same conclusion emerges when calculations 
are based on the $2-a-day poverty line (see Table 6).9 

 

Table 5. Pro-Poor Growth, Summary Results for 17 Asian Countries 
(based on the $1-a-day poverty line) 

  Positive Growth Negative Growth All Growth Spells 
Based on the headcount ratio 
Pro-poor 21 (35.6%) 10 (16.9%) 31 (52.5%) 
Not pro-poor 21 (35.6%) 7 (11.9%) 28 (47.5%) 
Total spells 42 (71.2%) 17 (28.8%) 59 (100%) 
Based on the poverty gap ratio 
Pro-poor 13 (22.0%) 13 (22.0%) 26 (44.1%) 
Not pro-poor 29 (49.2%) 4 (6.8%) 33 (55.9%) 
Total spells 42 (71.2%) 17 (28.8%) 59 (100%) 
Based on the severity of poverty 
Pro-poor 15 (25.4%) 11 (18.6%) 26 (44.1%) 
Not pro-poor 27 (45.8%) 6 (10.2%) 33 (55.9%) 
Total spells 42 (28.8%) 17 (28.8%) 59 (100%) 

Source: Author’s calculations based on Appendix Table A.2. 
 

Table 6. Pro-poor Growth, Summary Results for 17 Asian countries 
(based on the $2-a-day poverty line) 

  Positive Growth Negative Growth All Growth Spells 
Based on the headcount ratio 
Pro-poor 26 (44.1%) 7 (11.9%) 33 (55.9%) 
Not pro-poor 16 (27.1%) 10 (16.9%) 26 (44.1%) 
Total spells 42 (71.2%) 17 (28.8%) 59 (100%) 
Based on the poverty gap ratio 
Pro-poor 13 (22.0%) 5 (8.5%) 18 (30.5%) 
Not pro-poor 29 (49.2%) 12 (20.3%) 41 (69.5%) 
Total spells 42 (71.2%) 17 (28.8%) 59 (100%) 
Based on the severity of poverty 
Pro-poor 13 (22.0%) 8 (13.6%) 21 (35.6%) 
Not pro-poor 29 (49.2%) 9 (15.3%) 38 (64.4%) 
Total spells 42 (71.2%) 17 (28.8%) 59 (100%) 

Source: Author’s calculations based on Appendix Table A.3. 
 

                                                           
9These conclusions are drawn based on ex post analysis. On the other hand, the results emerging from 

Section II are based on ex ante analysis. The two are different issues while they are related. Nevertheless, issues 
relating to who benefits from growth appear to be more complex in practice. Whether growth benefits 
proportionally more (or less) the ultra-poor or the poor near the poverty line seems to differ across countries, 
depending upon policies adopted by a country. Policy tools targeting the ultra-poor would be different from those 
aimed at helping the poor near the poverty line. 
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Based further on the detailed estimates of pro-poor growth in Appendix 
Tables A.2 and A.3, countries with extreme losses and gains are identified (see 
Table 7). Losses and gains of growth rate are those resulting from anti-poor and 
pro-poor growth patterns. A growth spell with extreme loss is one showing a loss 
of growth rate of more than 5 percent per annum because of the anti-poor growth 
pattern over the growth spell. Similarly, a spell is defined as having an extreme 
gain if the gain of growth rate is greater than 5 percent per annum due to the pro-
poor growth pattern between the growth spell.  

Table 7 shows two countries in Central Asia (Kazakhstan and Kyrgyz 
Republic) as having extreme gains in the 1990s.10 Although their growth 
performance was not impressive as they were in the transition period from 
socialist to market economy, the patterns of growth occurred in a way that 
benefited the poor proportionally more than the nonpoor. In the case of Armenia, 
the gains of growth were even much greater for the very poor during 1996–1999: 
gains of growth rate at 6.41 percent based on the severity of poverty, is far greater 
than 2.57 percent based on the headcount ratio. 

The same table shows that three growth spells in the PRC rural sector have 
been identified as having extreme gains of growth rate that stemmed from the 
pro-poor growth pattern over the spells. Two growth spells occurred in the 1980s 
and the other in the mid-1990s. The former spells could have resulted from 
economic reforms launched since 1978, while the latter spell could have been due 
mainly to the opening up of the PRC market to the global economy since 1992. 
More interestingly, the gains of growth rate have fallen over the period. This drop 
may not be due to the lack of income growth, but due to rising income inequality. 
The PRC used to be a rather egalitarian society in both the urban and rural sectors 
before economic reforms (Yao et al. 2004). Since the reforms, inequality 
increased almost continuously over time.  

Has fast growth accompanied more rapid increases in inequality in the 
PRC? This does not appear to be true. For the PRC rural sector, the periods of 
falling inequality (1981–1987 and 1993–1996) had the highest growth in average 
rural household income (Appendix Table A.2). Nevertheless, as discussed in 
Subsection II-B, poverty reduction in the PRC would have proceeded much faster 
if inequality had not increased, given the same level of growth.  

In addition, there is an uneven growth between the poor and the very poor 
in the PRC rural sector. This is based on the observation that while extremely 
high gains are recorded for the headcount ratio, losses are estimated for both the 
poverty gap ratio and severity of poverty. This suggests that the very poor in the 
PRC rural sector may have been left behind in the benefits of economic growth 
over the period. This can be also observed in the case of Pakistan.  
                                                           

10Armenia (1996–1999) could be also included as having extreme gains if we consider these gains in 
terms of the poverty gap ratio (6.04) and the severity of poverty ratio (6.41). Armenia was not included here 
because its gains of growth rate were only 2.57 for the headcount index.  
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Table 7. Countries with Extreme Losses and Gains 
Gains (+)/losses (-) of Growth Rate  

(per annum) 
Countries 

Growth 
Spells Headcount Poverty Gap Severity 

Change in Gini 
(percentage 

points) 

Countries with growth spells (gains > + 5)     
PRC - rural 1981–84 38.10 –0.57 –0.72 0.02 
  1984–87 9.28 –0.60 –1.23 0.03 
  1993–96 8.78 –0.51 –1.34 0.02 
India - rural 1984–87 5.83 –0.38 –0.14 0.00 
  1996–99 7.38 0.38 0.14 –0.00 
Indonesia 1996–99 6.31 4.06 4.39 –0.06 
Kazakhstan 1996–99 9.11 6.68 7.92 –0.02 
Kyrgyz Republic 1993–99 20.59 19.29 22.67 –0.07 
  1999–01 6.18 9.90 13.33 –0.09 
Pakistan 1990–93 8.20 –0.73 –0.57 0.01 
  1996–99 5.21 –1.34 –1.51 0.02 
Countries with growth spells (Losses < - 5)    
PRC - urban 1987–90 –8.85 –7.89 –10.01 0.12 
Lao PDR 1993–96 –12.25 –3.24 –4.48 0.07 
Malaysia 1993–96 –10.22 –4.15 –4.89 0.01 
Sri Lanka 1990–93 –6.29 –3.39 –3.70 0.04 
Source: Author’s calculations based on Appendix Table A.3 using the $2-a-day poverty line. 

 
Table 7 also presents four growth spells that are identified as having 

extreme losses. Extreme volatility in losses (or gains) of growth rates can occur 
due to changes in inequality. This reflects a growth pattern that is not stable. As 
shown in the table, all four growth spells with extreme losses have shown an 
increase in the Gini index over the spell. In theory, there is no monotonic 
relationship between gains (or losses) of growth rate and a fall (or rise) in the 
Gini index. Yet, the empirical results show that the growth spells with extreme 
losses coincide with a rise in the Gini coefficient over the growth spell. In 
particular, the Gini index showed a sharp increase in the PRC urban sector during 
the 1987–1990 period. At the same time, the benefits of the growth flew to the 
nonpoor proportionally more than the poor. The same can be said about the other 
countries with extreme losses, namely, Lao PDR, Malaysia, and Sri Lanka. 

 
V. CONCLUSIONS 

 
There are a number of valuable lessons that can be derived from taking this 

analytical approach to the current study on interrelationship between inequality, 
growth, and poverty in Asia. These are all relevant for analytical as well as policy 
perspectives. 
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First, to analyze the trade-off between inequality and growth, this study 
used an analytical tool called inequality–growth trade-off index. In addition, a 
measure of pro-poor growth—called the poverty equivalent growth rate—
proposed by Kakwani and Son (2008) was also employed to study the 
distributional impact of growth. Although these two analytical tools were applied 
to cross-country data sets for 17 Asian countries, data quality was often a major 
concern. Hence, one should be cautious when applying these tools for cross-
country analysis.  Instead, it would be highly recommendable to use micro unit 
record household surveys for such analyses. 

Corollary to the foregoing, it should be noted that while cross-country 
analysis is useful and has generated many insights, this approach tends to neglect 
country heterogeneity in the growth–inequality–poverty relationship and is 
empirically unable to generate robust determinants of pro-poor growth that are 
valid across the developing world. Therefore, policy recommendations emerging 
from cross-country analysis should not be prescribed for individual countries 
without analysis at a specific country level. 

Third, some policy implications that emerge from the empirical analysis 
are as follows: 

 
(i) Pro-poor policies that reduce inequality, if adopted, would benefit the 

ultra-poor much more than the poor living close to the poverty line. 
(ii) The IGTI increases monotonically with the level of income. This 

indicates greater effectiveness of pro-poor policies in countries with 
higher incomes than in countries with lower incomes. Equivalently, 
growth-enhancing policies would be more effective for countries 
where mean income is low and the trade-off index is very small, say 
less than 1. 

(iii) When the level of inequality is higher, the trade-off index will be 
greater. Where high inequality persists, inequality-reducing pro-poor 
policies would be more effective. 

 
Finally, this study shows that the scope for future research in this area 

remains vast. It is true that the pro-poor growth debate has successfully stirred 
public awareness on the importance of redistributing the benefits of growth 
among the poor and the nonpoor. Until this stage, this debate has largely focused 
on income dimensions. Nonetheless, there are nonincome dimensions that are 
material and remain significant for human well-being. Hence, extending and 
linking the pro-poor growth analysis to nonincome dimensions of human well-
being should be pursued as a research and policy agenda. 

 



INTERRELATIONSHIP BETWEEN GROWTH, INEQUALITY, AND POVERTY:  
THE ASIAN EXPERIENCE 51 

APPENDIX 
METHODOLOGY 

 
Inequality–Growth Trade-off Index 
 

The Foster, Greer, and Thorbecke (1984) poverty measures are the mostly 
widely used in the poverty literature. These measures are given by 

 

0
( )

α

α ∫
−⎛ ⎞= ⎜ ⎟

⎝ ⎠

z z xP f x dx
z

 (1) 

 
where z is the poverty line, f(x) is the density function individual income x, and α is 
the parameter of inequality aversion. When α = 0, Pα = H, which is the headcount 
ratio; when α = 1, Pα = PG, which is the poverty gap ratio; and when α = 2, Pα = SP, 
which is the severity of poverty measure and also called the gap-squared measure of 
poverty. This paper focuses only on these three measures because they capture all 
important aspects of poverty.  

The degree of poverty depends on two factors: average income and income 
inequality. While an increase in average income reduces poverty, an increase in 
inequality increases poverty. The responsiveness of poverty to changes in mean 
income when inequality remains fixed can be measured by the poverty elasticity of 
growth. A poverty measure can always be written as 

 
P = P(μ L(p)) 

 
where μ is the mean income of the society and L(p) is the Lorenz curve measuring the 
relative income distribution. L(p) is the percentage of income that is enjoyed by the 
bottom 100×p percent of the population. The poverty elasticity of growth is defined 
as 
 

η = 
μ

μ
∂
∂
P

P
 

 
which is the percentage change in poverty in response to a growth rate of 1 percent, 
provided income inequality measured by the Lorenz curve does not change. This 
elasticity is always negative.  

Kakwani (1993) derived the poverty elasticity of growth for the Foster, Greer, 
and Thorbecke poverty measures as 

 

H
zzf )(

−=αη ,  when α =  0 
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      [ ]
α

ααα
P

PP −
−= −1  , when   1≥α  (2) 

 
Substituting α = 1 in (2) gives the poverty elasticity of growth for the poverty 

gap (PG) ratio as 
PG

PGH )( −
− . Similarly, substituting α = 2 in (2) gives this elasticity 

for the severity of poverty (SP) as 
SP

SPPG )(2 −
− . 

Measuring the effect of inequality on poverty is a difficult task because 
inequality in distribution can change in infinite ways. It is not possible to establish a 
simple formula relating changes in aggregate measures of inequality such as the Gini 
index to changes in poverty. To explore the impact of inequality on poverty, a more 
precise shift in the Lorenz curve needs to be identified.  

Kakwani (1993) made a simple assumption that the entire Lorenz curve shifts 
proportionally over the whole range. This gives the analytically tractable elasticity of 
poverty measures Pα with respect to the Gini index, denoted by αε  which may be 
called the poverty elasticity of inequality: 
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which is the percentage change in poverty when the Gini index increases by 1 percent 
while mean income remains constant (when growth rate is zero). This elasticity 
should always be positive. Substituting α = 1 in (3) gives the poverty elasticity of 

inequality for the poverty gap (PG) ratio as ( )μ − +⎡ ⎤⎣ ⎦z H zPG
zPG

. And substituting α = 2 

in (3) gives this elasticity for the severity of poverty (SP) as 
zSP

zSPPGz ])[(2 +−μ . 

The total proportional change in poverty can be expressed as: 
 

G
dGd

P
dP

αα
α

α ε
μ
μη +=  (4) 

 
where the first term in the right hand side measures the impact of growth on poverty 
and the second term captures the impact of changes in Gini on poverty. Equating the 
total proportional change in poverty to zero leads to the inequality–growth tradeoff 
index (IGTI) proposed by Kakwani (1993) as 
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G
IGTI  (5) 
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The IGTI calculates the percentage of growth in mean income that is required 
to offset the increase in the Gini index by 1 percent. This suggests that with larger 
values of the growth–inequality tradeoff index, the benefits of adopting pro-poor 
policies that reduce inequality will be greater. 
 
Poverty Equivalent Growth Rate 
 

Suppose μ is the mean income of the society and γ is the actual growth rate of 
μ, then we can write γ = dLn(μ). The total poverty elasticity is defined as the 
proportional change in poverty (measured by Pα) divided by the growth rate of mean 
income γ: 

 
γδ αα /)(PdLn=  

 
which measures the responsiveness of poverty measure Pα with respect to the growth 
rate of mean income. Following Kakwani and Son (2008), total poverty elasticity can 
be written as the sum of the two components: 
 

ααα ζηδ +=  

 
where ηα is the poverty elasticity of growth as defined in (2) and ζα measures the 
inequality effect of poverty reduction. This shows how poverty changes due to 
changes in inequality that accompany the growth process. The growth is pro-poor 
(anti-poor) if the change in inequality that accompanies growth reduces (increases) 
total poverty.11 That is to say, the growth is pro-poor (anti-poor) if the total elasticity 
of poverty is greater (less) than the growth elasticity of poverty. 

Kakwani and Pernia (2000) developed the idea of a pro-poor growth index 
defined as the ratio of the total poverty elasticity to the growth elasticity of poverty: 

α

α
α η

δ
ϕ =  

From this, a growth process is said to be pro-poor (anti-poor) if φα is greater 
(less) than 1. In addition, a growth process is defined as distribution-neutral if φα = 1. 

                                                           
11 Many studies measure the pro-poorness of growth by changes in the Gini index. The Gini index is not 

an appropriate measure of inequality to measure pro-poor growth because there is no monotonic relationship 
between changes in the Gini index and poverty reduction. With mean income remaining the same, an increase or a 
decrease in the Gini index can still leave poverty unchanged; similarly, an increase or a decrease in the Gini index 
can lead to a reduction or an increase in poverty. Thus, a change in the Gini index cannot always tell us whether or 
not growth is pro-poor. ζ defined in (10) has a direct relationship with changes in poverty. It is derived from that 
part of the Lorenz curve that directly affects the poor. 
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However, this index φα merely measures how the benefits of growth are 
distributed across the population. Nevertheless, a change in poverty depends on both 
growth rate in mean income and distribution of benefits of growth. Thus, Kakwani 
and Pernia’s pro-poor growth index is not sufficient to determine any change in 
poverty.  

To address this issue, Kakwani and Son (2008) introduced the idea of a  
poverty equivalent growth rate (PEGR). It is the growth rate γ*α that would result in 
the same proportional reduction in poverty as the present growth rate γ if the growth 
process did not accompany any change in inequality (i.e., when everyone in society 
received the same proportional benefits of growth). The actual proportional reduction 
in poverty is given by δαγ, where δα is the total poverty elasticity. If growth were 
distribution-neutral (i.e., inequality did not change), then the growth rate γ*α would 
achieve a proportional reduction in poverty equal to ηαγ*α, which should be  
equivalent to δαγ. Thus, the PEGR denoted for poverty measures Pα by γ*α is given 
by 

 
αγ * = ( γηδ αα )/ = αϕ γ  (6) 

 
which can also be written as 
 

( )γϕγγ αα 1* −+=  

 
The PEGR measured by γ*α is the effective growth rate of poverty reduction. 

The second term on the right hand side of this equation gives a gain (loss) in growth 
rate when growth is pro-poor (anti-poor).  

The PEGR can be estimated if there is household income and expenditure 
survey for two periods. Suppose μ1 and μ2 are the mean incomes in the periods 1 and 
2, respectively, then the growth rate in mean income between the two periods can be 
estimated as  

 
γ̂  = Ln (μ2) – Ln (μ1) (7) 
 
The total poverty elasticity can similarly be estimated as  
 

[ ] [ ]( )2 1
ˆ ˆ/α αδ γ= −Ln P Ln P  (8) 

 
where Pα1 and Pα2  are the poverty measures estimated for periods 1 and 2, 
respectively. 

The poverty elasticity of growth can be estimated for any period using 
equation (2) given above. In order to satisfy the monotonicity of proportional 
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reduction in poverty and the PEGR, the poverty elasticity of growth for each period 
needs to be utilized. It can be easily shown that the monotonicity requirement will be 
satisfied if the poverty elasticity of growth is estimated as  

2/)ˆˆ(ˆ 21 ααα ηηη +=  (9) 

 
where 1ˆαη  and 2ˆαη  are the estimates of poverty elasticity of growth in periods 1 and 

2, respectively. Using (7), (8) and (9) into (6) gives a consistent estimate of the PEGR 
as  

αγ *ˆ = ( γηδ αα ˆ)ˆ/ˆ  

APPENDIX TABLES 
 

Appendix Table A.1. Growth–Inequality Trade-Off Index 
(based on the $1-a-day poverty line) 

Growth–Inequality Trade-off Index 

Country 
Survey 
Period 

Mean 
Expenditures
at 1993 PPP 

Headcount 
Ratio 

Poverty Gap 
Ratio 

Severity of 
Poverty 

Central Asia 
Armenia 1996 134.58 3.11 4.26 5.41 
  1999 85.78 1.62 2.53 3.53 
Azerbaijan 1996 94.41 1.88 2.77 3.67 
  1999 118.68 2.62 3.62 4.79 
Kazakhstan 1996 147.7 3.51 4.44 5.56 
  1999 149.15 3.56 4.45 6.16 
Kyrgyz Republic 1993 319.67 8.76 15.51 20.94 
  1999 158.84 3.85 5.44 8.70 
  2001 104.57 2.19 2.61 2.99 
Turkmenistan 1993 69.91 1.14 1.87 2.27 
  1996 93.83 1.87 2.71 3.28 
PRC and India 
PRC - rural 1981 26.28 0.00 0.25 0.48 
  1984 35.69 0.09 0.53 0.82 
  1987 43.68 0.33 0.87 1.24 
  1990 41.8 0.28 0.75 1.04 
  1993 45.2 0.38 0.86 1.17 
  1996 59.02 0.80 1.31 1.57 
  1999 59.27 0.81 1.37 1.65 
  2001 61.21 0.87 1.45 1.74 
PRC - urban 1981 70.38 1.15 1.70 3.01 
  1984 80.68 1.46 2.18 4.34 
  1987 97.89 1.99 3.27 7.97 
  1990 99.54 2.04 3.10 6.17 

continued next page. 
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  1993 123.96 2.79 4.17 7.71 
  1996 144.9 3.43 5.05 8.74 
  1999 168.71 4.15 6.41 13.43 
  2001 191.16 4.84 7.03 12.14 
India - rural 1984 35.68 0.09 0.58 0.87 
  1987 38.66 0.18 0.64 0.92 
  1990 38.74 0.18 0.62 0.87 
  1993 39.15 0.20 0.62 0.88 
  1996 39.11 0.19 0.61 0.84 
  1999 42.33 0.29 0.71 0.93 
India - urban 1984 57.49 0.76 1.28 1.65 
  1987 58.55 0.79 1.33 1.60 
  1990 59.89 0.83 1.38 1.76 
  1993 63.04 0.93 1.45 1.79 
  1996 68.01 1.08 1.61 2.00 
  1999 70.46 1.15 1.70 1.97 
Other Asia 
Bangladesh 1996 54.96 0.68 1.12 1.42 
  1999 47.2 0.44 0.86 1.08 
Indonesia 1987 55.67 0.70 1.17 1.40 
  1993 68.54 1.09 1.48 1.64 
  1996 76.07 1.32 1.75 2.01 
  1999 74.21 1.27 1.65 2.02 
  2001 81.84 1.50 1.84 2.12 
Lao PDR 1993 74.44 1.27 1.59 1.96 
  1996 59.19 0.81 1.39 1.82 
Malaysia 1984 236.9 6.24 8.09 10.13 
  1987 228.54 5.98 7.13 8.13 
  1990 242.73 6.41 7.80 10.12 
  1993 257.04 6.85 7.48 -- 
  1996 209.8 3.74 7.13 8.15 
Mongolia 1996 84.15 1.57 2.24 2.71 
  1999 55.57 0.70 1.40 1.88 
Pakistan 1987 41.05 0.25 0.79 1.11 
  1990 41.66 0.27 0.83 1.17 
  1993 51.48 0.57 1.10 1.44 
  1996 50.84 0.55 0.99 1.30 
  1999 65.21 1.06 1.45 1.87 
Philippines 1984 77.72 1.37 2.06 2.39 
  1987 79.83 1.44 2.08 2.36 
       

Appendix Table A.1. continued. 
 

continued next page. 
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 1990 87.86 1.68 2.41 2.74 
  1996 107.45 2.28 3.05 3.40 
  1999 104.13 2.18 2.95 3.30 
Sri Lanka 1987 80.45 1.46 1.99 2.48 
  1990 86.84 1.65 2.22 3.04 
  1993 80.65 1.46 1.95 2.35 
Thailand 1987 84.55 1.58 2.25 2.53 
  1990 116.51 2.56 3.11 3.37 
  1996 143.87 3.39 3.69 4.13 
  1999 136.81 3.18 3.31 -- 
  2001 133.86 3.09 3.20 -- 
Viet Nam 1993 75.4 1.30 1.79 2.09 
  1996 86.89 1.65 2.13 2.47 
  2001 112.94 2.45 2.75 3.14 
-- indicates a zero value for the severity of poverty.  
Source: Author’s calculations. 

 
 

Appendix Table A.2. Pro-Poor Growth Estimates for 17 Asian Countries 
(based on the $1-a-day poverty line) 

Poverty Equivalent  
Growth Rate 

Gains(+)/Losses(-)  
of Growth Rates 

Country 
Growth

Spell 

Actual
Growth 

Rate 
(per 

annum)
Head-
count 

Poverty 
Gap Severity

Head-
count 

Poverty 
Gap Severity 

Central Asia 
Armenia 1996        
  1999 –15.01 –9.39 –8.47 –10.36 5.62 6.54 4.65 
Azerbaijan 1996        
  1999 7.63 6.07 7.08 7.64 –1.56 –0.54 0.02 
Kazakhstan  1996        
  1999 0.33 6.16 7.17 7.73 5.84 6.84 7.41 
Kyrgyz 
Republic 1993        
  1999 –11.66 18.19 21.48 27.81 29.84 33.14 39.46 
  2001 –20.90 4.78 5.52 15.04 25.68 26.42 35.94 
Turkmenistan 1993        
  1996 9.81 8.06 5.40 4.78 –1.75 –4.41 –5.03 

continued next page. 

Appendix Table A.1. continued. 
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Appendix Table A.2. continued. 
PRC and India 
PRC - rural 1981        
  1984 10.20 15.79 9.41 9.13 5.59 –0.80 –1.07 
  1987 6.73 6.99 4.56 3.69 0.26 –2.17 –3.04 
  1990 –1.47 –1.74 –1.15 –0.10 –0.27 0.32 1.37 
  1993 2.61 3.07 2.00 1.87 0.46 –0.61 –0.74 
  1996 8.89 9.70 6.42 6.63 0.81 –2.47 –2.26 
  1999 0.14 –2.27 –1.50 –1.59 –2.41 –1.64 –1.73 
  2001 1.61 0.30 0.20 0.12 –1.31 –1.41 –1.49 
PRC - urban 1981        
  1984 4.55 7.62 10.43 16.52 3.07 5.88 11.97 
  1987 6.45 5.86 8.90 13.74 –0.59 2.45 7.30 
  1990 0.56 –14.31 –21.80 –41.99 –14.86 –22.36 –42.55 
  1993 7.31 3.04 4.28 8.40 –4.27 –3.03 1.09 
  1996 5.20 6.30 9.00 16.08 1.10 3.79 10.88 
  1999 5.07 –2.19 –3.21 –9.73 –7.26 –8.28 –14.80 
  2001 6.25 6.19 8.92 21.68 –0.05 2.68 15.43 
India - rural 1984        
  1987 2.67 4.43 2.77 3.12 1.75 0.09 0.45 
  1990 0.07 2.21 1.42 1.52 2.14 1.35 1.45 
  1993 0.35 0.04 0.03 0.12 –0.31 –0.32 –0.23 
  1996 –0.03 0.24 0.15 0.50 0.28 0.19 0.54 
  1999 2.64 3.95 2.51 2.43 1.31 –0.13 –0.21 
India - urban 1984        
  1987 0.61 –1.34 –0.93 –0.12 –1.95 –1.54 –0.73 
  1990 0.75 2.09 1.46 0.53 1.34 0.71 –0.23 
  1993 1.71 2.07 1.49 1.93 0.36 –0.22 0.22 
  1996 2.53 1.98 1.43 1.25 –0.55 –1.10 –1.28 
  1999 1.18 0.68 0.47 1.12 –0.50 –0.71 –0.06 
Other Asia 
Bangladesh 1996        
  1999 –5.07 –3.88 –2.54 –2.05 1.20 2.53 3.03 
Indonesia 1987        
  1993 3.47 5.86 3.00 3.08 2.40 –0.47 –0.38 
  1996 3.47 2.35 1.37 0.62 –1.13 –2.11 –2.86 
  1999 –0.83 5.39 4.29 3.30 6.22 5.11 4.12 
  2001 4.89 1.23 1.01 2.61 –3.66 –3.88 –2.29 

        
 
 

continued next page. 
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Appendix Table A.2. continued. 

Lao PDR 1993        
  1996 –7.64 –17.54 –15.40 –18.23 –9.90 –7.76 –10.59 
Malaysia 1984        
  1987 –1.20 5.80 5.73 8.18 7.00 6.93 9.37 
  1990 2.01 3.60 3.72 1.83 1.59 1.71 –0.18 
  1993 1.91 4.99 5.62 -- 3.08 3.71 -- 
  1996 –6.77 –16.13 –16.46 -- -9.36 –9.69 -- 
Mongolia 1996        
  1999 –13.83 –14.60 –11.65 –12.53 –0.77 2.19 1.30 
Pakistan 1987        
  1990 0.49 0.40 0.26 0.00 –0.09 –0.23 –0.49 
  1993 7.06 9.90 6.81 7.15 2.85 –0.24 0.10 
  1996 –0.42 3.88 2.77 3.18 4.29 3.19 3.60 
  1999 8.30 8.16 6.79 6.61 –0.14 –1.51 –1.69 
Philippines 1984        
  1987 0.89 2.21 1.29 1.53 1.31 0.39 0.63 
  1990 3.19 –0.34 –0.19 –0.33 –3.54 –3.39 –3.53 
  1996 3.35 3.07 1.71 1.57 –0.28 –1.64 –1.78 
  1999 –1.05 –1.58 –0.86 –0.76 –0.53 0.18 0.29 
Sri Lanka 1987        
  1990 2.55 6.06 5.89 5.19 3.51 3.34 2.64 
  1993 –2.46 –6.46 –6.03 –4.46 –4.00 –3.57 –1.99 
Thailand 1987        
  1990 10.69 12.84 7.29 7.06 2.15 –3.39 –3.63 
  1996 3.52 5.53 3.56 4.05 2.02 0.05 0.53 
  1999 –1.68 2.82 1.19 -- 4.49 2.87 -- 
  2001 –1.09 0.90 0.26 -- 1.99 1.35 -- 
Viet Nam 1993        
  1996 4.73 4.93 3.86 3.66 0.20 –0.87 –1.06 
  2001 5.24 5.11 4.79 5.82 –0.14 –0.45 0.57 
-- indicates that the severity of poverty is zero.  
Note: Gains and losses were calculated by taking the difference between poverty equivalent growth rate and 

annual growth rate. 
Source: Author’s calculations. 
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Appendix Table A.3. Pro-Poor Growth Estimates for 17 Asian Countries 
(based on the $2-a-day poverty line) 

Poverty Equivalent Growth 
Rate 

Gains(+)/Losses(-) of Growth 
Rates 

Country 

Growt
h 

Spell 

Actual
Growt
h Rate 

(per 
annum) Headcount

Poverty 
Gap Severity Headcount

Poverty 
Gap Severity 

Central Asia 
Armenia 1996               
  1999 –15.01 –12.44 –8.98 –8.60 2.57 6.04 6.41 
Azerbaijan 1996          
  1999 7.63 6.58 5.24 5.47 –1.04 –2.39 –2.15 
Kazakhstan 1990          
  1996 –1.65 –5.14 –3.57 –3.95 –3.49 –1.91 –2.30 
  1999 0.33 9.43 7.01 8.24 9.11 6.68 7.92 
Kyrgyz 
Republic 1993          
  1999 –11.66 8.94 7.64 11.01 20.59 19.29 22.67 
  2001 –20.90 –14.73 –11.00 –7.57 6.18 9.90 13.33 
Turkmenistan 1993          
  1996 9.81 9.36 6.01 5.91 –0.45 –3.80 –3.90 
PRC and India 
PRC - rural 1981          
  1984 10.20 48.31 9.63 9.48 38.10 –0.57 –0.72 
  1987 6.73 16.01 6.13 5.50 9.28 –0.60 –1.23 
  1990 –1.47 –6.16 –2.55 –2.02 –4.70 –1.08 –0.56 
  1993 2.61 4.77 1.79 1.88 2.17 –0.81 –0.72 
  1996 8.89 17.67 8.39 7.55 8.78 –0.51 –1.34 
  1999 0.14 –1.51 –0.81 –1.08 –1.65 –0.95 –1.22 
  2001 1.61 1.49 0.81 0.56 –0.12 –0.80 –1.05 
PRC - urban 1981          
  1984 4.55 7.36 5.62 6.16 2.81 1.07 1.61 
  1987 6.45 7.82 6.82 6.59 1.37 0.38 0.14 
  1990 0.56 –8.29 –7.33 –9.45 –8.85 –7.89 –10.01 
  1993 7.31 4.43 3.71 3.57 –2.89 –3.61 –3.75 
  1996 5.20 5.29 4.59 5.09 0.09 –0.62 –0.11 
  1999 5.07 1.27 1.14 0.30 –3.80 –3.93 –4.77 
  2001 6.25 2.78 2.55 3.49 –3.47 –3.70 –2.75 
India - rural 1984          
  1987 2.67 8.50 2.29 2.53 5.83 –0.38 –0.14 
  1990 0.07 3.93 1.11 1.23 3.86 1.04 1.16 
     continued next page. 
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Appendix Table A.3 continued. 
  1993 0.35 –0.45 –0.13 –0.08 –0.80 –0.48 –0.43 
  1996 –0.03 –0.65 –0.17 0.00 –0.62 –0.14 0.03 
  1999 2.64 10.02 3.01 2.78 7.38 0.38 0.14 
India - urban 1984          
  1987 0.61 –1.17 –0.62 –0.78 –1.78 –1.23 –1.38 
  1990 0.75 3.11 1.67 1.70 2.35 0.92 0.94 
  1993 1.71 2.59 1.44 1.46 0.88 –0.26 –0.24 
  1996 2.53 1.94 1.09 1.03 –0.59 –1.44 –1.50 
  1999 1.18 3.44 2.00 1.60 2.26 0.82 0.42 
Other Asia 
Bangladesh 1996          
  1999 –5.07 –4.47 –1.78 –2.09 0.61 3.30 2.99 
Indonesia 1987          
  1993 3.47 5.66 3.06 3.03 2.19 –0.40 –0.44 
  1996 3.47 3.95 2.23 2.16 0.47 –1.25 –1.31 
  1999 –0.83 5.48 3.23 3.57 6.31 4.06 4.39 
  2001 4.89 1.42 0.85 0.79 –3.48 –4.05 –4.10 
Lao PDR 1993          
  1996 –7.64 –19.89 –10.88 –12.12 –12.25 –3.24 –4.48 
Malaysia 1984          
  1987 –1.20 1.72 1.28 2.10 2.92 2.48 3.30 
  1990 2.01 5.31 3.90 4.05 3.31 1.89 2.04 
  1993 1.91 -2.02 –1.43 –0.80 –3.93 –3.34 –2.71 
  1996 –6.77 –16.99 –10.91 –11.66 –10.22 –4.15 –4.89 
Mongolia 1996          
  1999 –13.83 –17.57 –11.62 –11.56 –3.74 2.22 2.27 
Pakistan 1987          
  1990 0.49 2.31 0.80 0.58 1.82 0.31 0.09 
  1993 7.06 15.25 6.32 6.49 8.20 –0.73 –0.57 
  1996 –0.42 2.99 1.32 1.90 3.41 1.74 2.32 
  1999 8.30 13.51 6.96 6.79 5.21 –1.34 –1.51 
Philippines 1984          
  1987 0.89 1.57 0.94 1.01 0.68 0.05 0.12 
  1990 3.19 1.12 0.68 0.31 –2.08 –2.52 –2.88 
  1996 3.35 3.71 2.32 2.10 0.36 –1.03 –1.25 
  1999 –1.05 –1.76 –1.11 –1.05 –0.71 –0.06 0.00 
Sri Lanka 1987          
  1990 2.55 6.81 4.58 4.80 4.26 2.03 2.26 
  1993 –2.46 –8.76 –5.85 –6.17 –6.29 –3.39 –3.70 
         
 

continued next page. 
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Appendix Table A.2. continued. 
Thailand 1987        
  1990 10.69 14.62 8.48 8.32 3.93 –2.21 –2.37 
  1996 3.52 7.95 4.62 4.57 4.44 1.11 1.06 
  1999 –1.68 –3.79 –2.20 –2.18 –2.11 –0.53 –0.50 
  2001 –1.09 –0.96 –0.54 –0.35 0.13 0.55 0.74 
Viet Nam 1993          
  1996 4.73 8.36 5.06 5.27 3.63 0.33 0.54 
  2001 5.24 6.63 3.95 3.83 1.39 –1.29 –1.41 
Note:  Gains and losses were calculated by taking the difference between poverty equivalent growth rate and 

annual growth rate. 
Source: Author’s calculations. 
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Priority Integration Sectors in ASEAN: 
Supply-side Implications and Options 

THITAPHA WATTANAPRUTTIPAISAN 

There are 12 priority integration sectors of strategic importance for the 
Association of Southeast Asian Nations (ASEAN). Exports from the nine 
largely goods sectors, with almost three quarters of merchandise export value, 
are dominated by electronics-related equipment and products. Priority goods 
have diverse supply and trade characteristics but among the common 
performance issues and development options for attention in ASEAN are the 
high levels of trade and nontrade costs and complications. These are mainly 
caused and compounded by inadequate transport connectivity, cross-border 
clearance problems, and diverse and exacting trade rules and technical 
regulations. Meanwhile, greater supply linkages have yet to be achieved for 
enhanced collective efficiency in textiles and clothing within the region 
and/or across ASEAN, People’s Republic of China, and South Asia. Higher 
levels of product and process creativity and innovation, moreover, are needed 
to lift local value addition and to upgrade to high-premium, more 
sophisticated activities and services, especially in electronics-related sectors. 
All these issues and options have become more pressing against the backdrop 
of People’s Republic of China’s speedy progress in competence building, 
technology catch-up, and manufacturing competitiveness. The extensive and 
complex agenda for further research and information dissemination 
concerning regional integration and competitive globalization in ASEAN, and 
more generally East Asia, is thus well highlighted. 

 
I. INTRODUCTION 

 
Leaders of the Association of Southeast Asian Nations (ASEAN) decided 

in October 2003 to establish an ASEAN Economic Community (AEC) by 2020 
(the Bali Concord II). Paving the way for the AEC is the accelerated integration 
of 11 priority sectors,1 with logistics as the 12th priority integration sector (PIS) 
added in 2006. The Framework Agreement for the Integration of Priority Sectors 
                                                           

1 These 11 priority sectors are: agro-based goods, air transport, automotive products, e-
ASEAN (including ICT equipment), electronics goods, fisheries, health care products, rubber-
based goods, textiles and clothing, tourism, and wood-based products. 
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(Framework Agreement) and its Integration Protocols for the 11 sectors were 
signed in November 2004. Additionally, the target year for AEC formation was 
accelerated to 2015 at the ASEAN Summit in January 2007. 

Sector-level integration and AEC building is expected to foster and 
multiply regional linkages forward and backward, thus transforming ASEAN into 
a single market and production base, thus sustaining the region as a dynamic and 
competitive player in the global value chains and supply networks. Nevertheless, 
there has been no comparative, in-depth analysis to date of PIS trade performance 
and development issues for consideration of government and business, and for 
information dissemination within and outside ASEAN. As is evident below, the 
agenda for further research is both complex and extensive. The following paper is 
part of the series of comparative papers and policy briefs on PIS and AEC 
building at the ASEAN Secretariat. It focuses on nine priority-goods sectors, thus 
excluding the air transport, tourism and logistics sectors.2

The discussion is organized as follows. Section II clarifies certain issues 
concerning PIS data and product coverage. The major features of PIS structure 
and trade performance are examined next. Section IV then considers some of the 
policy measures and options for enhancing PIS supply-side efficiency, 
competitiveness and linkages in ASEAN. Due attention is given to information 
and communications technology (ICT) equipment, electronics, and textiles and 
clothing (T&C), which collectively account for around 80 percent of total 
priority-goods exports. 

 
II. COVERAGE OF DATA AND PRODUCTS  

 
PIS products included in this paper are those listed at the 2-digit chapter 

level and, as appropriate, at the 4-digit heading level of the Harmonized 
Commodity Description and Coding System (HS).3 Detailed trade data on those 
products are available only up to 2004 when this research work was carried out. 
Also notably, a large number of priority goods are “parked” in the negative lists 
of the Framework Agreement at present, and different ASEAN countries have 
different lists for each of the nine PIS. The total number of tariff lines in all the 

 
2Notably, several sectors (such as air transport, e-ASEAN, health care, tourism, and 

logistics) have an important services dimension. However, there are tariff lines and serial data 
for only nine priority sectors of the Framework Agreement, hence the focus on those nine 
sectors only. 

3Thus, the agro-processed sector comprise HS 01-02 and 04-24; the automotive sector, 
HS 87; the e-ASEAN sector (ICT equipment), HS 84-85, 90, and 3818 (but excluding those 
within the electronics sector); the electronics sector, HS 8414-5, 8418, 8471 8509, 8510, and 
8516; the fisheries sector, HS 03; the health care sector, HS 3303-07, 3401, 9018, 2936-37, and 
3001-06; the rubber-based sector, HS 40; the T&C sector, HS 50-63; and the wood-based 
sector, HS 44-48. A detailed rationale for adopting the above levels of product aggregation in 
the nine PIS is provided by Austria (2004). 
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negative lists from each country, however, has to be less than 15 percent of the 
4,273 ASEAN Harmonized Tariff Nomenclature tariff lines covered in the 
Framework Agreement. 

Negative-list goods are not subject to tariff reductions or removal in 
accordance to the Common Effective Preferential Tariff (CEPT) Agreement of 
the ASEAN Free Trade Area (AFTA).4 The inclusion of negative list products in 
the nine priority-goods sectors is necessary because the period of analysis, 2000–
2004, predates the Framework Agreement. Thus, the computed data will be useful 
as baseline benchmarks for the monitoring and evaluation of priority-sector 
integration and AEC building efforts in ASEAN. In addition, the AEC is 
envisaged as a single market and production base with a free flow of goods and 
services, among others. Thus, most priority-sector products are likely to be 
candidates for graduation out of their negative lists before 2015. 

The period of analysis, 2000–2004, provides a longer-term perspective to 
the discussion, and 5-year averages are frequently used to smooth out 
considerable year-to-year fluctuations. Meanwhile, the discussion focuses on 
ASEAN-8, as there are incomplete details on PIS trade in the case of Lao 
People’s Democratic Republic (Lao PDR) and Viet Nam; the latter is a sizable 
priority-goods trader (more in Section IIIA). The absence of complete data on 
these two countries, however, does not alter the main structural features and 
overall trade performance of priority goods in ASEAN as a whole. On the other 
hand, most of the implications and options for enhancing PIS efficiency and 
integration in ASEAN-8 (as examined in Section IV) are also of direct relevance 
to Lao PDR and Viet Nam. 

In several parts of ASEAN, there is a thriving but nonformal border trade 
in, among others, agro-based, fisheries, T&C, health care, ICT, and electronics 
products. However, reliable and multi-year estimates concerning such trade do 
not exist. Also notably, PIS data include re-exports, which are substantial only in 
the case of Singapore. It is impossible, on one hand, to approximate such re-
exports because of inadequate data at the sector and product levels of re-exports 
and related imports, which are subsequently re-exported. 

                                                           
4AFTA was initiated in January 1992 and the tariff reduction exercise began a year later. 

The CEPT Agreement of AFTA provides for 0–5 percent tariff rates on most traded products 
by 2003 in ASEAN-6, by 2006 in Viet Nam, by 2008 in Lao PDR and Myanmar, and by 2010 
in Cambodia. As of July 2007, some 98.7 percent of the products in the CEPT Inclusion List of 
ASEAN-6 have been brought down to the 0–5 percent tariff range, with about 71.5 percent of 
those products having zero import tariffs. Thus, the CEPT tariffs now average around 
1.6 percent, down from 12.8 percent in 1993. As regards ASEAN-4, almost 97.3 percent of 
their traded products have been moved into their respective CEPT Inclusion Lists. About 
86.9 percent of those items are already within the 0–5 percent tariff band. The consolidated 
tables in year 2007 of the AFTA/CEPT packages of all ASEAN countries are available at 
http://www.aseansec.org/20937.htm. 

http://www.aseansec.org/20937.htm
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On the other hand, netting out all the re-exports from priority-goods trade 
is also not fully justified for the purpose at hand. Firstly, the distinction between 
re-exports and re-imports and goods for (outward) processing is increasingly less 
clear-cut conceptually and less accurately recorded by way of statistical 
collection (IMF 2004). This problem is further compounded by the spread of 
international production sharing and the fragmentation of vertical integration in 
cross-border value chains and supply networks involving East and Southeast 
Asian economies (Asian Development Bank 2006). Secondly, the paper is more 
concerned with PIS trade flows and their current and prospective integration in 
ASEAN. Re-exports are important in this regard as they produce substantial 
economic benefits for the producers or countries concerned.5

 
III. TRADE PATTERNS AND CHARACTERISTICS 

 
A.  Overall Structure of Priority Goods Trade 

 
Firstly, priority-goods exports averaged US$310.3 billion a year, or 

73 percent of total merchandise exports from ASEAN-8 during 2000–2004. The 
lower level of imports related to priority goods, averaging US$238.2 billion 
annually, led to trade surpluses which were healthy but showed only a modest 
expansion: US$71.7 billion in 2000 and US$74.5 billion in 2004. On average, 
priority-goods exports were growing more slowly (5.1 percent a year) than 
priority-goods imports (6.4 percent), merchandise exports (7 percent) or 
merchandise imports (8.2 percent) between 2000 and 2004. As a result, the 
priority-goods export surplus was equal to 21 percent of merchandise imports of 
ASEAN-8 in 2000 but only to just over 16 percent in 2004. Measures and options 
for supply-side strengthening are discussed in Section IV below. 

Secondly, non-ASEAN economies accounted for an average of 77–
78 percent of both exports and imports related to priority goods during 2000–
2004. In particular, some 90 percent of exported T&C, electronics, and fisheries 
products went extraregionally. Cambodia, Philippines, and Thailand had higher 
than average ratios of extraregional exports of priority goods (80–96 percent). 
The great importance of extraregional economies to ASEAN provides thus a 

 
5Intermediation in re-exports used to focus on matching external buyers to the regional 

suppliers of final goods. However, trade intermediation now covers the entire supply chain, and 
the many intermediate steps involve and necessitate frequent cross-border, round-trip 
transactions (Meredith 2006). For such services, intermediaries’ commission is around 7–
12 percent of the value of filled re-export orders. In the case of Hong Kong, China, for 
example, mark-ups on re-exported goods from the People’s Republic of China (PRC) averaged 
24 percent during the period 1988–1998. Earnings on such services were equal to as much as 
10 percent of Hong Kong, China’s gross domestic product (GDP) in 1996, compared to 
7 percent for manufacturing value-added (a sharp structural change from 24 percent of GDP in 
1980). For details, see Hanson and Feenstra (2001). 
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sharp contrast to the rapid increases in and the higher levels of intraregional trade 
seen in several other preferential trade arrangements (PTAs) and free trade 
arrangements (FTAs), as will be examined further in Section IV below. 

Thirdly, Singapore and Malaysia had a stable average share of 58.5 percent 
(or US$181.5 billion) of priority-goods exports, while Indonesia and the 
Philippines had 21.2 percent in 2000–2004. Thailand’s relative share, however, 
was up from 16.8 to 19.5 percent between 2000 and 2004 to an average 
18 percent (or US$55.9 billion) for the whole period. Other ASEAN-8 economies 
are minor traders of priority goods. Generally, these goods have generated 
substantial trade surpluses for the main regional economies, for example, 
US$24.9 billion (or 35 percent of the total priority-goods surplus) for Singapore 
plus Thailand in 2000, and US$35.8 billion (or 48 percent) in 2004. The surplus 
in priority-goods trade of Indonesia and Malaysia was stable at US$17–18 billion 
each while that of the Philippines declined from around US$12 to US$3 billion in 
those two respective years.6

For the sake of completeness, priority goods such as T&C, wood products, 
and coffee accounted for one-half of merchandise exports (US$0.36 billion in 
2004) from Lao PDR. Electricity exports brought in another US$0.1 billion. 
Large trade deficits, however, persisted in that country in the recent years (for 
example, US$0.14 billion in 2004). Viet Nam’s earnings on exported T&C, 
fisheries, wood-based products, rice, and coffee were worth US$9.5 billion (or 
36 percent of merchandise exports of US$26.5 billion) in 2004. Export growth 
averaged almost 17 percent a year between 2000 and 2004 but the merchandise 
trade deficits, for example, amounted to US$5.4 billion in 2004 (Asian 
Development Bank 2005). 
 
B. Sector-level Trade Flows  
 

Firstly, priority-goods trade in ASEAN-8 is heavily concentrated in ICT 
goods, which averaged 58.7 (72.3) percent of total priority-goods exports 
(imports) during 2000–2004 (Table 1). However, the average ICT export growth 
was 4.1 percent a year, compared to 6.6 percent for ICT imports; this faster rate 
reflected the rapid spread of e-usage and the related demand increases in the 
region. Consequently, the ICT trade surplus fell from US$15.9 billion (or 
22.2 percent of the priority-goods export surplus) in 2000 to US$9.5 billion (or 
20 percent) in 2002; and further to US$1.9 billion (or just 2.4 percent) in 2004. If 
continued, this accelerating trend will soon lead to a deficit position.7 Some of 
                                                           

6The patterns, characteristics and performance of ASEAN-8 as traders of priority-goods, 
and the related policy implications and options in regional sourcing and integration, are matters 
for consideration in other papers and briefs on the PIS at the ASEAN Secretariat.  

7Terms of trade movements are pertinent in this context. There are, however, no studies 
on the relative changes in ICT-related inputs and final-product quantities, values, and unit 
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the policy implications and options for improved competitiveness and local value 
addition of the ICT sector are discussed at greater length in Section IV.  

 
Table 1. Export Values and Relative Shares of Priority Goods 

in Nine PIS Exports and in Total Merchandise Exports  
of ASEAN-8 in 2000, 2002, and 2004 

(values in US$ billion and relative shares in percentage) 
 

2000 2002 2004 
Sectors EV RS EV RS EV RS 
Agro-based  21.5 7.0 24.6 8.8 32.9 9.0 
Fisheries 4.9 1.6 4.1 1.5 4.5 1.2 
Health Care 3.4 1.1 3.4 1.2 5.1 1.4 
Rubber-based  6.6 2.2 7.1 2.5 12.5 3.4 
Wood-based  13.5 4.4 12.2 4.3 13.6 3.7 
Textiles and Clothing 23.9 7.8 21.1 7.5 23.8 6.5 
Electronics 40.3 13.2 37.6 13.4 47.0 12.8 
ICT 186.2 61.0 164.9 58.7 216.8 59.1 
Automotive 5.0 1.6 5.7 2.0 10.8 2.9 
Subtotal: PIS-9 exports 305.3 100.0 280.7 100.0 367.0 100.0 
Total Exports 410.1 74.4 383.9 73.1 525.6 69.8 

EV = export values; RS = relative shares; ICT = information communications technology. 
Source: Computed from the trade database at the ASEAN Secretariat. 

 
Secondly, much smaller in size are the electronics sector, with an average 

relative share of 12.9 (5) percent of annual priority-goods exports (imports) of 
ASEAN-8 during 2000–2004; and the agro-processing sector, with an annual 
share of 8.3 (7.3) percent. However, these PIS have performed well: electronics 
has the largest trade surplus, which averaged US$28.2 billion per year during 
2000–2004 but which amounted to US$33.6 billion (or 49.4 percent of the 
priority-goods export surplus) in 2004. The agro-trade surplus is smaller but agro-
based exports expanded faster, by 13.3 percent on annual average, so that the 
excess agro-exports, at US$12 billion in 2004, was about double the surplus level 
in 2000. 

Thirdly, T&C had a relative share of just below 8 percent of priority-goods 
exports, and the T&C trade surpluses averaged US$11.2 billion a year during 
 
prices at a sufficiently disaggregated level in ASEAN. Export and import quantities and values 
on the six largest (in terms of export earnings) ICT products and components at the eight-digit 
HS level are available from Indonesia and the Philippines for 2002–2004. They showed 
generally better terms of trade for those products between 2002 and 2004. The improvement 
was particularly sharp for the Philippines’s integrated circuits and micro-assemblies, storage 
units, and portable data processing machines; and for Indonesia, its printers, parts and 
components of printers, and printer heads. However, 2001 witnessed a downturn in ICT-related 
demand and prices. It is therefore not clear to what extent the terms-of-trade improvements 
during 2003–2004 reflected the upswing phase of the ensuing electronic cycle. The falling 
export surplus of the ICT sector implies thus the overwhelming impact of the quantum jumps 
in ICT import demand on ICT-related total spending in ASEAN, relative to the region’s 
earnings on total ICT-related exports. 



70 ASIAN DEVELOPMENT REVIEW 

2000–2004. However, the value of both T&C exports and surpluses were 
stagnant, implying thus falling relative shares in priority-goods trade earnings and 
export surpluses. In particular, the combined market share of the five largest 
ASEAN exporters of garments to the United States (US) and the European Union 
(EU) fell from 13.2 (7.8) percent in 2001–2002 to 12.7 (6.3) percent in 2004–
2005. In comparison, the PRC’s shares in the US went up from 9 (18.9) percent 
to 17.9 (26.8) percent in those respective periods.8 The stronger competition in 
quota-free global trade could possibly lead to even lower T&C exports and 
surpluses for ASEAN-8 producers from 2006.9 The prospects for intra- and extra-
ASEAN T&C supply chain formation for enhanced efficiency and 
competitiveness are discussed further in Section IV. 

The relative trade shares of five other PIS, although less than 4 percent 
each in ASEAN-8, showed a more dynamic export performance, and greater 
competitiveness and better growth prospects than some of the major PIS reviewed 
above. In particular, rubber-based exports (at US$12.5 billion in 2004) expanded 
by 22 percent a year between 2000 (with a relative share of 4.2 percent of 
priority-goods export earnings) and 2004 (9.4 percent share). Similar to the case 
of agro-processed goods, the rubber-based trade surplus also doubled to US$9.4 
billion in 2004. Thailand accounted for around 43 percent of natural rubber 
production (some 7 million tons) in ASEAN, with approximately another 
48 percent coming from Indonesia plus Malaysia in the mid-2000s. Generally, the 
prospects for more rubber-based manufacturing in ASEAN are promising: 
regional consumption is only about 15 percent of output and some three-quarters 
of the exported rubber are used as raw materials in the tire industries. 

 

                                                           
8Indonesia, Cambodia, Thailand, Philippines, and Malaysia, respectively, were the five 

largest regional exporters of clothing to the US in the early 2000s. Four of those countries plus 
Viet Nam (replacing Malaysia) were also the five biggest ASEAN exporters of T&C to the EU. 

9For the relevant discussions and estimates on post-quota scenarios, see Asian 
Development Bank (2006), Whalley (2006), Wattanapruttipaisan (2005b), Mayer (2004), 
Nordas (2004a), and the references cited therein. 
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Table 2. Trade Surpluses or Deficits (ES/D) of Priority Goods in Total PIS Trade  
and Total Merchandise Trade Surpluses of ASEAN-8 in 2000, 2002, and 2004 

(surpluses or deficits in US$ billion and as percentage  
of total PIS surpluses or deficits) 

 
2000 2002 2004  

Sectors ES/D Percentage ES/D Percentage ES/D Percentage 
Agro-based  5.9 8.2 7.8 12.3 12.0 16.1 
Fisheries 3.4 4.7 2.3 3.6 2.2 3.0 
Health Care –0.4 (0.6) –0.6 (0.9) –0.6 (0.8) 
Rubber-based  4.2 5.9 4.7 7.4 9.4 12.6 
Wood-based  7.2 10.0 6.7 10.6 6.7 9.0 
T&C 11.7 16.3 10.5 16.5 12.4 16.6 
Electronics 28.6 39.9 26.1 41.1 33.6 45.1 
ICT 15.9 22.2 9.5 15.0 1.9 2.6 
Automotive –4.7 (6.6) –3.7 (5.8) –3.1 (4.2) 
Subtotal: PIS-9 surplus 71.7 100.0 63.5 100.0 74.5 100.0 
Total export surplus 64.3 n/a 55.7 n/a 65.7 n/a 

ES/D = trade surpluses or deficits; T&C = textiles and clothing; ICT = information communications technology. 
Source: Computed from the trade database at the ASEAN Secretariat. 

 
Most dynamic, however, is the automotive sector, with export growth 

averaging 29 percent a year between 2000 and 2004 (worth US$10.8 billion). 
Health care goods exports were also expanding rapidly, by 13 percent annually to 
reach US$5.1 billion in 2004. There are debit items, nevertheless: both sectors are 
very small and have a persistent deficit. The health care trade deficit remained 
stable at about 10 percent of health care imports during 2000–2004. The large 
automotive deficit, which fell rapidly from 48 to 22 percent of automotive 
imports between those two years, is likely to decline further in the medium term. 

However, the automotive sector in ASEAN could face difficult challenges 
ahead without greater integration and technological upgrading. The sector is 
small-scale and predominantly of a product cycle nature with limited 
opportunities and prospects for product and process innovations locally (more in 
Section IV). Small- and medium-size enterprises (SMEs) are also prominent in 
the automotive supply chains. Externally, the PRC (and possibly India) could 
become a major competitor of ASEAN in the export of both vehicles and 
automotive parts and components in third- and home-markets, as has been the 
case with many other manufactured goods (see footnote 10 below).  

The two remaining PIS, fisheries and wood-based products, have not 
performed as well, showing largely stagnant export earnings of US$4–5 billion 
for fisheries and US$13 billion for wood-based products in recent years. 
Consequently, their trade shares and trade surpluses among the priority goods 
were declining; the surplus had been sizable in 2000 (US$7.2 and US$3.4 billion 
for the wood-based and fisheries sectors, respectively). Fisheries production in 
ASEAN, mostly for domestic consumption, has shifted increasingly from capture 
to culture in response to the ongoing decline in the coastal stocks and the 
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associated economic and ecological losses. There is also a need to ensure 
compliance with exacting and multiple standards and other requirements in the 
major import markets. By and large, the same issues of concern as regards over-
exploitation (for industrial raw materials or commercial agriculture) and 
compliance also apply to the wood-based sector. 

 
IV. SUPPLY-SIDE IMPLICATIONS AND OPTIONS  

 
Greater integration and closer linkages of ASEAN economies and their 

priority sectors would lift collective efficiency and reduce transactions costs. The 
consequent gains are estimated to shave off as much as one-fifth of production 
costs of consumer goods in ASEAN (Schwarz and Villinger 2004). But 
integration gains can still be elusive without on-going improvements in the PIS 
supply side.10 Some of the options and measures for enhancing the efficiency, 
competitiveness, and intraregional and extraregional linkages among the priority 
goods producers and suppliers are considered below. 
 
A. Nontrade Costs 
 

Distance determines the initial geography of trade flows but it is the speed, 
frequency, and ease of transport and its connectivity; border clearance and transit 
services; along with the expenses of wholesale and retail distribution and 
language and currency barriers that have determined trade, and hence a country’s 
socioeconomic development itself. More trade leads to less expensive, faster, 
more frequent, and better timeliness of both transport and transport connectivity 
and cross-border clearance and transit services, which in turn lead to greater and 
more diversified trade (UNCTAD 2007, 161–6). However, nontrade costs have 
remained more substantial than tariff barriers for developing countries despite 

                                                           
10On one hand, external competition is now much stronger and comes from all over the 

globe. In particular, the PRC has become a formidable competitor in both world and home 
markets, including in T&C, footwear, furniture, engineering products, automotive parts and 
vehicles, and ICT equipment (Wattanapruttipaisan 2005a, Lall and Albaladejo 2004). On the 
other hand, higher benchmarks of performance, product and process innovation, and good 
manufacturing practices are now expected from all producers, competitors, and workers alike 
(Wattanapruttipaisan and Lam 2006, Lam and Wattanapruttipaisan 2005b). All these have led 
to the constant introduction of new, differentiated, safer, more reliable, and better designed 
goods and services. At the same time, there is the speedy appearance of less expensive 
substitutes for, as well as cheaper imitations of, those newly introduced goods and services 
themselves. In particular, the time lapse between the introduction of a new product and the 
appearance of largely the same product from competitors was about 33 years during 1870–
1906, 14 years during 1927–1946, and less than 3.5 years in the two decades ending in 1986 
(Agrawal and Gort 2001, 161–77). 
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globalization, proliferation of interregional value chains and industry supply 
networks, and rapid advances in ICT and transport technologies and equipment. 

Indeed, it is not developed-country import tariffs per se that are a direct 
hindrance to trade. The estimated tariff barriers on developing countries’ exports 
average 3 percent in the EU and the US. A reduction of 40 percent of such tariffs 
would lead to market access gains of only 2.3 percent for developing countries. 
The full elimination of import tariffs in the Organization for Economic 
Cooperation and Development (OECD) countries, an unlikely development under 
most scenarios, would increase developing economies’ and world exports 
respectively by 6 and 10 percent on average (Djankov et al. 2006). In 
comparison, the costs of institutional, logistical and regulatory barriers to trade 
are estimated to be equivalent to an average tariff rate of 44 percent on 
developing countries’ exports (Asian Development Bank 2006, 293; Anderson 
and Wincoop 2004, 4). 

Among the negative externalities of inadequate and inefficient logistical 
services are excessive spoilage for perishable products (e.g., agro-based and 
fisheries goods); missed seasons (T&C, electronics, etc.); and costly damage of 
consignments in transportation and transit. A survey conducted by McKinsey and 
Company in 2005 shows that many companies in Asia have experienced late 
deliveries of up to a quarter of all consignments while some 2–4 percent of all 
consigned goods are damaged in transit. Late or damaged deliveries add 
substantially, estimated at $100–140 million a year, to the indirect costs of inland 
transportation (Dobberstein et al. 2005).11 More importantly, they have a 
magnified adverse impact on supply chain operations that depend primarily on 
such good operational practices as just-in-time delivery and lean manufacturing 
(e.g., automotive, food and other processed products, ICT equipment and 
microelectronics, and T&C).  

Overall, each additional day required in logistics is estimated to reduce the 
value of trade by 0.5–1 percent, while a 10 percent increase in the time needed to 
move goods from factory to ship can lower the value of time-sensitive goods by 
7 percent. Specifically, customs inspections and documentation (pre-arrival 
paperwork especially) and foreign trade regulations account for about three 
quarters of the time delay in imports; while physical infrastructure (including port 
and terminal loading/unloading and transportation), another quarter.12 Other 

 
11Other indirect costs include deep discounts and contract penalties because of missed 

seasons or rapid changes in style (e.g., in the case of toys, fashion-related T&C and consumer 
electronics). Delayed and unpredictable deliveries also necessitate the holding and insuring of 
larger (pipeline and safety) inventories at both ends; this adds another 4–6 percent to 
production and marketing expenses. 

12The data sample includes detailed questionnaires completed by trade facilitators at 
freight- forwarding agencies in 146 countries in 2005. For exports, the time lapse extends from 
the packing of goods at factory to their loading and departure at the port of exit. In the case of 
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estimates indicate that border-related costs are twice higher than those for 
transportation (references cited in the previous paragraphs in the text).  

Broadly speaking, among the priorities of ASEAN customs authorities are 
the simplification and harmonization of procedures, formalities, and documents 
for more uniform customs treatment and speedier clearance and release of 
shipments as part of the trade facilitation strategy set in motion since 2002. A 
pilot project on ASEAN Single Window for the integrated and automatic 
processing of cargo and customs documents, for example, was carried out with 
success. The ASEAN Single Window Agreement and the ASEAN Single 
Window Protocol were signed in December 2005 and December 2006, 
respectively. The National Single Windows of six ASEAN countries are expected 
to be operational in 2008 while four remaining ones will do so before 2012. 
Meanwhile, parallel efforts have also been made by ASEAN to develop other 
logistics subsectors and their networks as well as to improve the 
interconnectivity, interoperability, and intermodality of the regional networks 
with the national, regional, and international gateways. 

In that connection, trade liberalization and economic deregulation and 
privatization in ASEAN have led to the greater participation of private-sector 
enterprises in the logistics industries, including through joint ventures with their 
overseas counterparts. Scale and alliances are important, especially in the 
transport and communications segments. Nevertheless, the number of logistics 
players on a regional and global scale is limited in ASEAN.13 Besides, many 
logistics subsectors remain fragmented and most logistics suppliers are SMEs in 
the region. There is, moreover, much scope for greater harmonization and better 
enforcement of existing policies and regulations; for improved and less costly 
services (particularly in various transport and communications modes and their 
maintenance and operations); for larger agglomeration economies through 
improved clustering of transport and communications nodes; and for better 
networking and alliances among the regional logistics suppliers. 

As a whole, nontrade costs are still significant within ASEAN, especially 
in the less developed and newer members of the grouping. In 2005, for example, 
the number of days needed for exports (imports) were in the range of 43–66 (55–
78) in Cambodia and Lao PDR; 20–35 (22–36) in Indonesia, Malaysia, 
Philippines, Thailand, and Viet Nam; and 6 (8) in Singapore. Comparatively, the 
 
imports, the time lapse starts from the ship’s arrival at the port of entry to their delivery at the 
factory warehouse. For further details on sample size and methodologies, see World Bank 
(2006), Djankov et al. (2006), and Hausman et al. (2005). Nordas (2004b) provides a review of 
published papers on trade-related transport costs.  

13The most notable exception is Singapore, which overtook Hong Kong, China in 2005 
as the world’s largest container port, handling 22.3 million of 20-foot equivalent containers. 
The Port of Singapore Authority International (formerly known as PSA only) processes some 
41 million containers a year at 19 ports it operates in 11 countries. The top 10 port operators 
control one half of the global container shipping business (Levinson 2006, 36 and 40). 



PRIORITY INTEGRATION SECTORS IN ASEAN: 
SUPPLY-SIDE IMPLICATIONS AND OPTIONS 75 

                                                          

time periods required for exporting (importing) are 20 (24) in the PRC and 36 
(43) in India (World Bank 2006). In several parts of ASEAN, furthermore, 
telecommunications remain more costly, while intraregional transport services are 
generally less adequate and more expensive in terms of frequencies, the required 
time lapses and costs than those for the extraregional shipment of a comparable 
cargo. Deservedly, therefore, logistics was selected in 2006 as the 12th priority 
sector for accelerated integration in the region. 
 
B. Trade-related Constraints 
 

Diverse and exacting tariff packages, rules of origin (RoO), and technical 
standards and requirements have comprised another set of barriers to trading, 
increasing trade frictions and lowering the certainty and transparency of trade-
related treatment over time (Krishna 2005, Nixson and Wignaraja 2004, Augier et 
al. 2003, and Brenton and Manchin 2002). Indeed, it remains a formidable 
challenge to all stakeholders concerned in ensuring in various PTAs and FTAs 
limited and time-bound product exclusions as well as clear, simple, and consistent 
implementing regulations as regards RoO, tariff, and technical barriers to trade. 
All those, and their impact and implications on ASEAN competitiveness and 
integration, highlight once again the encompassing agenda awaiting further 
policy research and dissemination of business-related information. 
 

1.   Exacting Trade Regulations and Standards 
 

Globally, estimates show that inside-the-border barriers and difficulties in 
accessing information on, and complying with, technical standards reduce the 
export shares of developing countries’ firms by 18 percent.14 Mandatory 
standards and conformity assessments (including testing, certification, labeling 
and marking, and inspection requirements) lower these firms’ export shares by a 
further 9 percent.15  Verification for enforcement, and proving origin and 

 
14The ability to prove origin and conformity, for example, necessitates not just the use of 

costly imported inputs, among others. Sophisticated and expensive accounting procedures and 
machinery and time-consuming paperwork are needed to keep track of diverse inputs from 
different origins and to prove the compliance and consistency of such inputs with the prevailing 
RoO, technical rules, and standards. Compliance typically raises both fixed and variable 
(operational) costs. It may require significant redesign, retooling, recombination of inputs, 
improvements in sourcing and quality control, personnel training, different packaging and 
marketing, etc. These costs are much greater in PIS and industries with high certification 
intensity, such as electrical and electronics machinery and components, automotive engine 
parts and components, pharmaceuticals, leather processing and finishing, and food and wood 
processing. 

15The study sample is based on 619 firms in Eastern Europe, Latin America, Middle 
East, South and Southeast Asia, and sub-Saharan Africa (Chen et al. 2006). 
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compliance to standards are both time-consuming and costly on both sides. In 
fact, compliance has become a complicated and costly issue for ASEAN and 
other developing-country producers in their major export markets (Francois et al. 
2005, Sanchez and Butler 2005, and Evans and Harrigan 2004).  

On one hand, there are many time-sensitive and perishable priority goods, 
a large number of which are also of significant domestic sensitivity in the major 
import markets. Many PIS firms, on the other hand, rely on lean manufacturing 
and just-in-time delivery from a large number of local and/or trans-border 
subcontractors. Those firms are thus facing higher operating costs in ensuring 
their own compliance to multiple standards on the same goods exported under 
different trading arrangements or to different countries; not infrequently, several 
of those standards are of a nontrade nature or come from diverse interest groups. 
Those same export firms also have to verify compliance with multiple standards 
of all their local and imported inputs, unless those inputs were already certified in 
advance or come from certified enterprises. 

Indeed, large-scale product recalls and input rejections, the clearest 
manifestations of supply chain management problems, are not infrequent even for 
long-established, globally well-known branded goods ranging from automobiles 
to consumer electronics products and toys. As such, firm-level certification is 
likely to become a prerequisite for even third-tier subcontractors in both domestic 
and trans-border value chains and supply networks. Although being a global 
player for a long time in many traded products, ASEAN enterprises are still 
building up capabilities in compliance for certification. Take the 9001 (2000 
series) certificates of quality management systems from the International 
Organization for Standardization, for example. Indonesia, Malaysia, Philippines, 
Singapore, and Thailand had 18,498 certificates, and ASEAN had 20,493 
certificates (or 3.1 percent of the global total) as of December 2004 (ISO 2005). 
The PRC, comparatively a newer comer in production and trade, had a stock of 
132,926 certificates (or 19.8 percent). 

Exacting tariff packages, RoO, and technical standards and requirements 
are among the major factors behind the underutilization or even abandonment of 
the allocated quotas in several sensitive goods sectors in the importing countries. 
T&C, in particular, are a time-sensitive and economically sensitive product that is 
universally subject to strict RoO and escalated tariffs (for processed textiles and 
made-up garments) in most industrial markets. In 2000, for example, 21 out of 43 
specific quotas in the US (the largest global consumer of T&C) had a utilization 
rate below 50 percent, with zero utilization for three quotas. In the EU (Canada), 
28 (19) out of 37 (27) T&C quotas had a utilization rate below 50 percent (WTO 
2001). 

There are other examples as well. EU firms have relied heavily on outward 
processing trade arrangements (OPTAs) with Central and Eastern European 
economies. OPTAs are accorded preferential (duty-free) tariffs in the EU. 
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Nevertheless, most favored nation (MFN) duties were paid on 28 percent of 
OPTA imports from economies of the European Free Trade Association (EFTA) 
in the early 2000s. This is because those duties are lower than the cost of proving 
OPTA origin so as to gain duty-free status. There is, moreover, the risk of 
rejection of even valid documents at the customs points and the substantial 
expenses incurred by EFTA exporters and EU importers from the consequent 
delays, and from additional storage and clearance charges (Brenton and Machin 
2002). 

Regionally, the RoO in AFTA and ASEAN-related FTAs are 
comparatively less complicated and restrictive than those in many other FTAs, 
including the North American Free Trade Agreement (NAFTA) and the series of 
FTAs between the EU and several Eastern European and Southern Mediterranean 
countries.16 Nevertheless, the value of preferential trade under the ASEAN 
Industrial Complementation (AICO) scheme has been very modest.17 It was 
around 10 percent or less of the amount of intra-ASEAN trade in the recent years 
(ASEAN Secretariat 2005). Meanwhile, intra-regional trade itself has remained 
largely stagnant at around one quarter of total trade since 1995. Comparatively, 
these trade levels are much less buoyant than those of other economic 
groupings.18

Among the contributing factors to that trend is the eroded margin of 
preferences between the AFTA/CEPT rates and the MFN rates (including duty 
drawbacks on imported inputs used in the exports involved). Similar to the case 
of OPTA in the EU, there are also various nontrade transaction costs in ASEAN. 
These include difficulties and delays in proving origin and obtaining AFTA 
certificates of origin for preferential tariffs (the so-called Form D). As a result, 

 
16Indeed, NAFTA-related agreements, and most of the FTAs entered into by the EU, 

tend to be associated with multiple criteria for determining origin and more restrictive variants 
of individual criteria. More restrictive RoO, by and large, tend to be found in PTAs and FTAs 
between countries where there are relatively higher tariff and nontariff barriers and/or where 
the differences in tariffs are relatively high (Productivity Commission 2004).  

17AICO aims at fostering regional industrial complementation and integration through 
the granting of preferential tariff rates (0–5 percent) on qualified manufacturing inputs 
imported for further processing or final use in ASEAN. Those tariff rates became zero in six 
ASEAN members from 2005 and in another three from 2006. Myanmar has granted an AICO 
preferential tariff rate of 0 percent since 1 January 2005. As an additional incentive, the 
ASEAN national equity requirement, set at a minimum of 30 percent, had been waived for 
AICO applications up to 31 December 2007. 

18For example, intraregional trade amounted to 38 and 46 percent of total NAFTA trade 
between 1990 and 2003, respectively. The corresponding proportions were 39 and 64 percent 
in the case of the EU-15. Also notably, intraregional trade in total trade went up by 41 percent 
in the first 10 years of the EU, by 17 percent in the first 7 years after the inception of the 
NAFTA, and by 67 percent in the first nine years of MERCOSUR, a free-trade zone 
comprising Argentina, Brazil, Paraguay, and Uruguay (Asian Development Bank 2006, 
Schwarz Villinger 2004). 
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AICO trade is most heavily used by transnational corporations in high tariff 
sectors, automotive especially. Notably in this context, South Asian Association 
for Regional Cooperation (SAARC) preferential tariffs have not created much 
intraregional trade for similar reasons (Asian Development Bank 2006, 274; 
Rajan and Sen 2004, 30–1). The RoO and the related certification procedures 
under AFTA/CEPT are currently under revision to address the above concerns, 
among several others (more below).  
 
C. Diverse Trade Packages and Commitments 
 

A compounding factor in the above context is the proliferation of FTAs 
that are increasingly crisscrossing at the transregional, regional, and bilateral 
levels. ASEAN as a group or several ASEAN members are partners in 10 current 
and prospective FTAs with countries both within and outside the region. In 
addition, an ASEAN–EU FTA and ASEAN–Pakistan FTA are now on the card 
while other FTAs with the US and Canada are being foreshadowed. Meanwhile, 
individual ASEAN members are involved in another 34 current and prospective 
bilateral FTAs with developed and developing economies in Asia and elsewhere. 
The newer and less developed ASEAN countries, notably, are not a party to any 
bilateral FTAs, except for one between Lao PDR and Thailand.19 In comparison, 
Singapore has entered into more bilateral FTAs than any other regional economy.  

Typically, the margins of preferences or reductions on the same groups of 
manufactures and commodities are not the same in different FTAs. Besides, the 
categories of manufactures and commodities of major interest to the regional 
economies are eligible for preferential or reduced tariff packages in some FTAs 
but not in other FTAs. Pertinent in those contexts is a common feature shared by 
the Framework Agreement (signed in November 2004 for implementation from 
August 2005), and the FTAs covering trade in goods between ASEAN and the 
PRC (signed in November 2004 for implementation from July 2005), and 
between ASEAN and Republic of Korea (signed in May 2006). Signatory 
countries have their own exclusion (negative) lists for sensitive and highly 
sensitive products. The listed products, which are different among the regional 
countries and their external FTA partners(s), are also subject to various rates, 
methods, and timetables of protection (or trade liberalization).  

There are then two other related issues. One, the RoO (and for that matter, 
product and process standards and other conformance requirements on specific 
products) have yet to be harmonized among different FTAs involving different 
                                                           

19All those FTAs involving ASEAN originated from the early 2000s except for three—
namely the Asia-Pacific Trade Agreement of 1975 (formerly known as the Bangkok 
Agreement until the name was changed in November 2005); the Global System of Tariff 
Preferences of 1989 (which is a PTA among developing countries, and not an FTA); and the 
AFTA of 1992 (Asian Development Bank 2006). 
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trade partners and/or in different years. Currently, the RoO under AFTA/CEPT 
are under revision to ensure greater consistency of RoO in ASEAN FTAs with its 
dialogue partners. It is recognized that the AFTA/CEPT RoO could serve as the 
benchmark for RoO in ASEAN FTAs more generally and as such they should be 
as, if not more, liberal than the RoO in ASEAN FTAs with its dialogue partners. 
For example, if the product-specific rules in the RoO of those FTAs are less 
restrictive, then those rules should be adopted under the AFTA/CEPT, and vice 
versa. 

The second issue is the great complexity of RoO from several developed 
countries. This can be seen from the large chunk of text, for example, some 200 
pages in the case of NAFTA (1994) and of the Agreement to establish the 
European Economic Area signed in 1992 between the then European Community 
and the EFTA economies. Virtually the same RoO are attached by the EU and the 
US to many of their FTAs; those in the FTA between the US and Singapore, in 
particular, are product-specific and cover some 280 pages. There are currently no 
reasons to expect that ASEAN would be presented with substantially different 
sets of RoO in the prospective FTA negotiations with the EU and the US.20

The net result of diverse trade packages and commitments is a daunting 
challenge to regional producers and exporters of priority and other goods, and to 
their local or transborder supply chain partners too. They all have to figure out 
which products or inputs qualify for what margins of tariff concession, under 
what standards and regulations, at what stage and level of (RoO-required) 
processing, in what markets, and during what timeframes. Trade-offs have also to 
be factored in because taking advantage of a particular FTA may require 
changing long-established value chains and supply networks (e.g., because of 
diverse RoO and standards requirements). This can lead to costly disruptions to 
production arrangements and compliance certification, and to the possible loss of 
existing market access and shares as well (Batson 2006, Asian Development 
Bank 2006). All these embody yet another important and extensive area for in-
depth research on the net impact and outcomes of the multiplying PTAs and 
FTAs a few years down the road.  

 
20A complicating factor is the pan-European system of RoO. This system, which came 

into force in 1997, has provisions for diagonal cumulation. It applies to the trade agreements 
between the EU and the four EFTA economies and some 10 economies in Central and Eastern 
Europe plus Turkey (from 1999). The EU has also signed Association Agreements with at least 
another 10 Southern Mediterranean economies (with provisions for only bilateral cumulation in 
most cases). These Southern Mediterranean economies have agreed in principle to adopt the 
pan-European system. However, in order to avail of the same RoO provisions (including those 
for diagonal cumulation), each of these Southern Mediterranean partners would have to sign 
FTAs with all other pan European economies and adopt identical RoO (Augier et al. 2003).  
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D.  Cumulation Levers for Supply Chain Formation 
 

Intra-ASEAN exports of T&C have remained at a low level, averaging 
around US$2 billion (or just over 9 percent of total T&C exports) over 2000–
2004. What is more, the absolute amount and relative share of intraregional trade 
in T&C has changed little, for example, since 1997 (Austria 2003). There is thus 
much scope for increased trade and supply linkages for greater collective 
efficiency and competitiveness among the T&C sectors in the region and in the 
neighboring non-regional countries as well. 

 
1. Transregional Supply Chains 
 
The Generalized System of Preferences (GSP) tariffs are considerably 

lower than the corresponding MFN rates on (qualified) exports from developing 
countries. On their own, however, several countries in ASEAN and elsewhere are 
not able to meet the cumulation provisions and/or to prove origin for GSP tariffs. 
In this connection, the preference schemes administered by Canada and the EU 
can serve to encourage regional T&C integration by permitting the use of lower-
value (or higher-value) fabrics in combination with more complex (or simpler) 
made up garments.21   

During 2004–2005, for example, Canada imported on average US$4.5 
(US$5) billion of textiles (clothing) a year, with some 94 percent coming from 
developing Asia and 12 percent from ASEAN. Canada’s RoO requirements for 
duty- and quota-free access by the least developed countries (LDCs) are relatively 
liberal: a minimum of 25 percent of import content from Canada, from LDCs, or 
from developing countries eligible for Canada’s preferential tariffs such as those 
in ASEAN (except Myanmar) and East Asia (except Taipei,China).  

Imported T&C into the EU averaged US$82 billion annually in the same 
period, with 55 percent being sourced from Asian developing economies and 
another 27 percent from Turkey and countries in Central and Eastern Europe and 
North Africa (Whalley 2006). Imports from ASEAN members (except Myanmar) 
and from the SAARC economies are qualified for regional cumulation and for 
derogation to the EU–GSP rules on T&C in the case of the regional LDCs (except 
Myanmar). Specifically, EU preferential tariffs are given to T&C imports with 

                                                           
21The T&C imports are largely excluded from the US GSP schemes so that just over one-

half of dutiable imports from developing countries are eligible for preferences in the US 
(Brentton and Manchin 2002). Besides, the RoO under NAFTA involve a relatively stringent 
“triple transformation” requirement (covering yarn production; grey fabric finishing, cutting, 
and sewing). There is, however, some recent flexibility: the RoO under United States-Central 
American Free Trade Agreement (CAFTA) allows cumulation between NAFTA and CAFTA 
partners (Asian Development Bank 2006).  
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double transformations (or double jumps) from yarns to fabrics and from fabrics 
to garments. Single transformation is acceptable under certain circumstances but 
the import contents (e.g., imported yarns or imported woven fabrics for knitted or 
woven garments) must be less than or equal to 40 percent of the ex-factory prices 
of the products concerned (Mekong Capital 2003, 11).22

Thus, through suitable procurement and production mixes, the EU and 
Canadian markets offer great opportunities for supply chain linkages involving 
ASEAN, East Asian, and/or the SAARC economies. In this context, India can 
play a complementary role in an ASEAN-SAARC supply network. Textiles 
account for almost 50 percent of India’s global T&C exports, compared to 
8 percent or less in the case of ASEAN (Wattanapruttipaisan 2005b). Such a 
marked difference in trade production and specialization means that, for now, the 
potential complementarities between ASEAN and India in supply chain formation 
are more important than the potential competition from India in home and world 
markets of ASEAN (more below). 
 
E. ASEAN–PRC Supply Network 
 

Another possible linkage stems from the PRC’s substantial imports of 
textiles, almost US$22 billion in value (with another US$1.4 billion spent on 
imported garments) a year during 2004–2005. An integrated ASEAN or ASEAN–
PRC supply chain would enable ASEAN not only to meet part of the PRC’s 
massive import of textiles and fabrics. It would also help to lower ASEAN’s own 
dependence on imported upstream products, which totaled US$10.4 billion (with 
another US$2.7 billion for imported garments) per year during 2004–2005. 
Another by-product of such a supply chain partnership is the reduced competitive 
pressures on ASEAN from the PRC; the setbacks in T&C exports from ASEAN 
to the US and the EU in the recent years were indicated earlier. 

A number of downsides in T&C relocation and supply chain development 
must now be noted. To begin with, the major prerequisites to pull in and anchor 
such development and relocation are not yet operational and will take much time 
and resources to set up in many parts of ASEAN, the less developed regions in 
particular. These prerequisites include a skilled and technologically experienced 
workforce, affordable and adequate power and water supplies, an efficient and 
interlinked transport and communications infrastructure, and speedy and 

 
22Those RoO requirements account for a lower proportion of Cambodian garments (27.4 

percent or 107.5 million euros in 2001) entering duty-free in the EU, compared to 57.6 percent 
(equivalent to 73.5 million euros) for Lao PDR. Many inputs for Laotian garments are linked to 
sources from Thailand, thus qualifying for regional cumulation. However, Cambodia relies 
more heavily on imported inputs from East Asian economies that do not qualify for such 
regional cumulation or for regional derogation under the RoO requirements in the EU (Mekong 
Capital 2003, 14). 
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inexpensive transborder clearance within the region. All these factors partly 
explain the persistence so far of the limited levels of intra-ASEAN trade and 
linkages in T&C, and of the high nontrade costs in several parts of the region as 
previously mentioned. 

Meanwhile, India’s formidable strength in textiles production and sizable 
and expanding domestic market can be a decided advantage over ASEAN in the 
bidding for, and the hosting of, textiles-related upstream activities to be relocated 
from the developed and the East Asian economies. Also notably, the PRC has 
been developing its own upstream textiles industries through, among other 
means, the formation of joint investment ventures with overseas partners. The 
Republic of Korea, in particular, has shifted textiles production facilities, with the 
PRC being the host for one third of the offshore investment of US$2.6 billion 
(Thomas 2005, 42). As a result of such relocation-driven improvements, the 
proportion of imported textiles in total T&C trade of the PRC has fallen from 
31 percent in 1990, to 28 percent in 1995, and further to just below 17 percent in 
2005. This rapid decline, which can be expected to continue, will limit the local 
needs for imports of upstream textiles goods and hence the opportunities for 
ASEAN in supply chain formation in the long run.23

 
F. Limited Research and Innovation 
 

In contrast to the T&C sector, intra-ASEAN exports of ICT and electronics 
products are much higher, averaging 24 percent of annual exports of the same 
goods during 2000–2004. This represents the market-driven establishment of 
ASEAN as a major player in the global and regional value chains and supply 
networks. ICT and electronics products are characterized by fast-paced, 
disruptive changes in technology and design that highlight, in turn, the critical 
importance of product and process invention and innovation. Such technological 
creativity is indispensable as a bridgehead for further integration and linkages, 
especially in higher value-adding and sophisticated activities and services such as 
design, branding, and marketing. 

Generally, most regional producers (both large firms and SMEs) are still 
engaged in ICT and electronics segments and components that are labor-intensive 
and standard (instead of top-of-the line), have limited value-added and high 
import content, and rely on mature and widely available technologies. Within 
ASEAN, Malaysia’s ICT and electronics industries (with 57 percent of 
merchandise export earnings in 2004) are the largest in terms of employment. 
Local value added, however, was less than one percent in computers, 7 percent in 
consumer electronics, and 21 percent in semiconductors testing and calibration. 

                                                           
23Reportedly, a meter of polyester fabric costs Rp7,000 (about US$0.70) to make in 

Indonesia compared to Rp2,300 for the same material made and woven in the PRC (Ng 2005).  
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Such limited value addition was also rising slowly, by 10 percent or less, between 
1994 and 2000 except in consumer electronics due to the initially low base of 
value addition in this subsector (Yusuf et al. 2003, 272). Subdued productivity 
and value addition are characteristic, too, of the electronics industries in Thailand 
(36 percent of merchandise exports), Philippines (66 percent), and Indonesia 
(14 percent).24

Exceptionally, Singapore has developed an integrated base of 
microelectronics production (with 55 percent of gross exports) embodying high 
capital and skilled-labor intensities, and high value addition (Lam and 
Watttanapruttipaisan 2005b). Locally owned Chartered Semiconductor 
Manufacturing is notably the largest single owner of invention patents granted by 
the United States Patent and Trademark Office (USPTO) to ASEAN inventors. 
That helped Singapore to become the source of 77 percent (or 2,299) of all 
USPTO patent grants to ASEAN countries in the decade 1995–2004. USPTO 
invention patents in microelectronics secured by firms in other regional 
economies are negligible for all practical purposes.25  

Among other stimuli, public spending on research and development (R&D) 
has risen to 1.8 percent of GDP in Singapore since the mid-1990s, compared 
generally to less than 0.4 percent of GDP in other ASEAN countries. For a 
perspective, R&D outlays were in the range of 2.5–3 percent in Japan and the 
Republic of Korea, and 1.2 percent in the PRC in the early 2000s. Meanwhile, 
R&D by private enterprises are insignificant in ASEAN, except again in 
Singapore, while the interactions between the research institutions and the 
business sector leave much to be desired in the region, with the possible 
exception of those in Singapore from the late 1990s (UNCTAD 2005; Lam and 
Wattanapruttipaisan 2004, 77–9). 

Low levels of R&D spending have led to a narrower scope and smaller 
base of science and technology (S&T) and R&D. In turn, this has contributed to 
bottlenecks in job creation in the S&T and R&D sectors; to low enrolment rates 
in the hard sciences; and to grossly limited supply of scientists, engineers, 
research technologists and technicians, and knowledge managers and workers in 

 
24For a more detailed discussion on these matters, see Tham (2004); Tangkivanich, 

Nikomborirak and Krairiksk (2004), Lall (2003), UNCTAD (2003), Dodgson (2000), and 
Linden (2000). Lam and Wattanaprutipaisan (2005a and b) examine at some length the new 
electronics-based specialization in production and trade in ASEAN, and the related opportunity 
costs in terms of defensive and positive industrial restructuring plus the heightened 
vulnerability to cyclical external demand.  

25For context, Taiwan Semiconductor Manufacturing Company (TSMC) and United 
Microelectronics Corporation (UMC) in Taipei,China is respectively the world’s largest and 
second largest dedicated chip foundry. Both are highly profitable businesses with significant 
local addition of high-premium design contents. TSMC was the recipient of 2,239 USPTO 
invention patents and UMC, 1,526 patents during 2000–2004 (Lam and Wattanapruttipaisan 
2005b). 
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many critical manufacturing sectors of most ASEAN economies.26 In particular, 
the proportion of knowledge professionals and workers in the labor force was 
only 12 percent in the Philippines and Thailand, and 25 percent in Malaysia in the 
early 2000s. For Singapore, it was 36 percent, a ratio slightly higher than the 
Organization for OECD countries’ average of 31 percent (Lam and 
Wattanapruttipaisan 2004). 

Moreover, what matters is the availability of professionals not only with 
formal qualifications but also with the requisite practical experiences (Amsden, 
Tschang, and Goto 2001, 11–2). Essential in this connection are the tried and 
tested periods of apprenticeship, understudy, and multitasking for the necessary 
enriching of the quality, skills, experience, perceptions, and versatility of the 
existing but highly limited pool of qualified human resources. Expatriate 
professionals and the returning engineers and business managers are particularly 
valuable in that regard. They have helped to bridge the knowledge gap among 
enterprises and industries in Republic of Korea; Singapore; Taipei,China; and 
increasingly, the PRC (see below). However, this is not a solution or option 
equally feasible in other ASEAN economies in the foreseeable future.  

Another matter for consideration by both government and business is that 
major companies in the PRC are spending significantly more on R&D than the 
international norm of R&D expenditure of about 5 percent of sales revenue.27 
This reflects their preparation for business internationalization through product 
and process innovations, outward foreign direct investment (FDI), and mergers 
and acquisitions overseas. Meanwhile, R&D activities are also much facilitated 
by the high quality of engineering schools in the PRC and their large pool of 
engineering graduates. In 2004, for example, two schools were ranked among the 
world’s top 15, while another six appeared in the global top 100. In contrast, no 
engineering school from Indonesia, Philippines, or Thailand made the list. 
Another facilitating factor is the very large number of graduates of engineering 
schools in the US from the PRC. Among the foreign-born engineers and scientists 
who have no plans to stay in the US, 25 percent are from the PRC, compared to 
one percent from Indonesia, Philippines, and Thailand combined (Puga and 
Trefler 2005, 21). 

                                                           
26The pertinent causes and effects, and their implications on human and institutional 

capacity building, are examined at length in Lam and Wattanapruttipaisan (2004), Best and 
Rasiah (2003), Lall (2003), UNIDO (2002), Ernst (2000), and Hobday (2000).  

27Huawei Technologies Company, a major ICT player, has already allocated more than 
10 percent of revenue on R&D relating to ICTs. Other budding transnational companies in the 
PRC with R&D outlays of 4–6 percent of sales revenue include the Haier Group (maker of 
household appliances with sales revenue of US$9.7 billion in 2003); TCL and Lenovo (both 
belonging to the ICT sector with sales revenue of US$3.4 and US$3 billion, respectively); and 
the SVA and Galanz Groups (consumer electronics and home appliances maker, respectively). 
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The PRC is now regarded as competitive in many advanced technologies. 
Indeed, the consensus among industry observers is that the PRC had overtaken 
the US as the center for handset technology from the mid-2000s.28 Meanwhile, 
there has recently been a steep rise in invention patents owned by US entities but 
with various contributions from the PRC (or, for that matter, Indian) inventors.29 
For example, the number of such patents in the technologically mature 
automotive sector, which had averaged less than 65 a year during 1999–2000, 
jumped to over 200 annually in 2003–2004. In contrast, joint inventions and 
patenting activities in the same sector have been low or have declined (from low 
peaks) in many other popular destinations of automotive-related FDI—including 
Eastern Europe, Latin America such as Mexico, and Southeast Asia including 
Thailand (Pugo and Trefler 2005, 1–3). 

 
V. CONCLUSION 

 
The priority sectors for integration are of strategic importance in ASEAN 

as a major source of employment, foreign exchange earnings through external 
trade and inward FDI, skills formation and deepening, and enhanced social status 
and independence of women though their greater participation in the labor force. 
The accelerated integration of priority sectors starting from August 2005 will 
certainly help to underpin the AEC building process in the region. For many 
stakeholders, nevertheless, the timely and sustained implementation of many PIS 
roadmap measures is likely to remain a matter for concerted efforts in follow-up 
and coordination at both the national and regional levels. The multifaceted gap in 
development within ASEAN, moreover, is an overarching issue that will likely 
condition both the extent and pace of sector-level integration and AEC building.  

Another matter for focused attention from both government and business, 
meanwhile, is the need for ongoing improvements in PIS supply side in ASEAN. 
Nontrade costs remain significant in many parts of the region, the less developed 

 
28Nokia’s mobile handset 6108 was first produced in the PRC with significant local 

design content. Despite competing bids from heavyweights, 3Com of the US purchased in 
November 2004 the first high-end series 8800 electronic switching system for data and 
telecommunications largely designed and manufactured in the PRC. The networking gear 
involved claims twice the performance of a comparable switch from Cisco Systems 
Incorporation, a giant in the field also from the US. Yet it is 25 percent less expensive. 

29According to USPTO practices, the assigned nationality or location of a patent is 
determined by the address of the first inventor listed in the patent application. Increasingly with 
the internationalization of R&D and transborder networking among S&T institutions 
(UNCTAD 2005), an invention patent is likely to be the composite product of research 
personnel and corporate entities resident in different countries. This raises further issues as 
regards the main sources of intellectual property creativity and the distribution of relative 
benefits from the inventions among the stakeholders and, by implication, the effectiveness of 
domestic frameworks and systems to foster invention and innovation, and technological 
capabilities themselves (Lam and Wattanapruttipaisan 2005b). 
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and newer ASEAN members in particular. This can be a constraint on sourcing 
strategies and dissipate some of the hard-earned gains from integration. 
Meanwhile, the adverse impact on priority-goods trade and integration from 
exacting trade rules and technical regulations and requirements is compounded by 
diverse packages of trade liberalization and RoO under the proliferating FTAs 
with ASEAN as a group or a bilateral partner. Again, it remains a formidable 
challenge to all regional and nonregional stakeholders to ensure in various trade 
arrangements limited and time-bound product exclusions as well as clear, simple, 
and consistent implementing regulations as regards RoO, tariff, and technical 
barriers to trade. 

ASEAN has experienced setbacks in T&C exports in the recent years. In 
this regard, significant opportunities exist for enhanced collective efficiency and 
competitiveness through supply chain formation involving ASEAN economies, or 
between these economies and those in SAARC and/or the PRC. Such supply 
linkages are facilitated by the available preferential tariffs, particularly those in 
EU and Canada. Meanwhile, market-driven intra-regional linkages are much 
denser in the case of ICT equipment and electronics. A major issue for supply-
side strengthening in ASEAN is the need for higher levels of local value addition 
through product and process inventions and innovations. Technological creativity 
has been an Achilles heel of regional businesses, with the partial exception of 
those in Singapore. This issue has become more pressing against the backdrop of 
the PRC’s rapid progress in competence building, technology catch-up, and 
competitiveness and dynamism in manufacturing industries. All these highlight 
once again the rich agenda awaiting further research, information dissemination, 
and human and institutional capacity building in ASEAN. 
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Economic Growth and Poverty Reduction: 
Evidence from Kazakhstan 

PRADEEP AGRAWAL  

This paper empirically examines the relation between economic growth and 
poverty alleviation in the case of Kazakhstan using province-level data. It 
shows that provinces with higher growth rates achieved faster decline in 
poverty. This happened largely through growth, which led to increased 
employment and higher real wages and contributed significantly to poverty 
reduction. Rapidly increasing oil revenues since 1998 have helped 
significantly raise both gross domestic product growth and government 
revenue in Kazakhstan. Part of the oil fund was used to fund a pension and 
social protection program that has helped reduce poverty. However, 
expenditure on other social sectors like education and health has not increased 
much and needs more support. It is also shown empirically that increased 
government expenditure on social sectors did contribute significantly to 
poverty alleviation. This suggests that both rapid economic growth and 
enhanced government support for the social sectors are helpful in reducing 
poverty. 

 
I. INTRODUCTION 

 
Kazakhstan is one of the most successful Central Asian countries among 

those that emerged from the breakup of the former Soviet Union. Indeed, most 
observers would agree that Kazakhstan has essentially completed its transitional 
phase. As such it holds many lessons for other transitional and developing 
economies, and its economic performance and policies deserve to be studied 
carefully. This paper analyzes issues and evidence relating to economic growth 
and poverty reduction in Kazakhstan.  

Kazakhstan’s economy has gone through stages of decline, stagnation, and 
high economic growth after independence from the Soviet Union in 1990. The 
period from 1990 to 1997 was the period of negative economic growth, or at best 
stagnation (in 1995−1997, economic growth was close to zero) as the economic 
arrangements in the former planned economy broke down while new ones took 
shape. It was only from 1998 that Kazakhstan entered the phase of strong and 
sustained growth. Over the period 1998–2004, the population living below the 
poverty line in Kazakhstan declined significantly from 39 percent in 1998, to 
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about 20 percent in 2004 (Statistical Agency of Kazakhstan 2004; see Appendix 
for definition of poverty line1). 

Given this incidence of poverty, the reduction of poverty is still an 
important policy goal for Kazakhstan, which could also affect achievement of its 
many other development goals. Reduction or elimination of poverty is essential 
for greater equality in society and for providing a dignified life to all citizens. 
Poverty reduction can also help in the advancement of education (especially 
higher education), which can lead to a more skilled workforce. It is often argued 
that poverty reduction can also contribute to improvements in maternal health, 
child mortality, control of infectious diseases, greater gender equality, etc. 
through the spread of education. These contributions, however, may have limited 
relevance in the case of Kazakhstan, which already has close to 95 percent 
secondary enrollment for both boys and girls of the corresponding age group. 

Many economic studies have emphasized the role of higher economic 
growth to tackle the problem of poverty. This has been supported empirically by 
the work of Jain and Tendulkar (1995), Tendulkar (1998), and Ravallion and Datt 
(1996).  Dollar and Kray (2002) show data from nearly 75 countries, which support 
the view that higher growth rates of real gross domestic product (GDP) per capita is 
associated with a more rapid reduction in poverty. The role of economic growth in 
poverty reduction has also been supported by Deaton and Dreze (2001), 
Bhagawati (2001), and Datt and Ravalion (2002).  

Kazakhstan has gone through periods of negative, slow, and rapid 
economic growth and so provides an interesting case study of the role of 
economic growth in reducing poverty. It is useful to learn the role of various 
policies and events in promoting growth or reducing poverty in Kazakhstan as 
this deepens the understanding of the process and how it may work in other 
transition economies. The independence of Kazakhstan from the Soviet Union in 
1990 had created an economic upheaval, because under the Soviet Union’s 
planned economy, Kazakhstan was producing few finished industrial goods; 
rather, industry was geared to producing specific components of several industrial 
products (supposedly to exploit economies of scale). Similarly, agriculture 
specialized in producing grain for much of the Soviet Union, far in excess of 
local needs. As many countries specializing in producing other parts of these 
industrial products broke away from the Soviet Union, and Russia itself went 
through its own socio-political turmoil and economic reorganization, the entire 
arrangement broke down, leading to a sharp decline in industrial and agricultural 
output. Many previously prosperous company towns practically shut down 

                                                           
1These poverty estimates are based on the number of people below the subsistence minimum (which 

includes the food basket cost plus an additional 43 percent for other expenses, and amounted to $41.75 per month 
or $1.40 per day in 2004. A lower estimate of poverty (called incidence of extreme poverty) is also available, 
which is the number of people below the food basket cost, and amounted to $1.00 per day in 2004 (see the 
Appendix for more details).  
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leading to widespread unemployment and poverty.2 This was further exacerbated 
by the fact that pensions for the elderly and unemployed became worthless due to 
runaway inflation in the early 1990s. 

Thus in the early 1990s, the government of Kazakhstan faced the daunting 
task of creating a new constitution and legal framework, reorganizing industry 
and agriculture along the market economy system, managing a new currency and 
runaway inflation, creating a new privatized banking system, and so on. That this 
work has been largely completed in about a decade can be a matter of much 
satisfaction (even if critics can always argue that even more could or should have 
been achieved). Indeed, this success has made Kazakhstan the most successful 
economy of Central Asia. 

The reorganization of the economy along the market economy system has 
included creation of a new constitution and privatization of agriculture and 
industry (except for very large industries of strategic importance, which are run as 
public sector undertakings). It also included creation of a central bank and highly 
successful financial market reforms (which included prudential and capital 
requirements in line with the Basel Agreement introduced in 1995, and deposit 
insurance introduced in 1999). The financial sector reforms have led to the 
development of a well-functioning banking system with many private, public, and 
foreign banks. The success of these reforms can be gauged from the fact that the 
ratio of financial assets (mostly bank deposits) held by the public to GDP has 
increased. Likewise, the credit to GDP ratio, which had fallen to about 10 percent 
during 1995−1999 following a run on the banks in 1994, has risen to a very 
respectable 30 percent by 2005 (IMF 2006). The well-functioning financial 
system has aided the redevelopment of the industrial sector by extending 
adequate credit to it. This has also been helped by the openness to foreign direct 
investment, of which Kazakhstan has been the  largest recipient of among Central 
Asian countries. These policies have led to a gradual revival of the industrial 
sector in Kazakhstan.  

In addition, the Kazakhstan economy has received a big boost from the 
discovery of rather large reserves of crude oil and gas (Kazakhstan is expected to 
become one of the 10 largest oil exporters by 2012). These have not only 
generated substantial revenue for government through export of crude oil, but 
have also generated growth in many other related sectors of the economy such as 
construction, transportation, etc., which in turn have generated much 
employment. Indeed IMF (2003) estimated that nearly half of the GDP growth 
and over two thirds of Kazakhstan’s exports over 1999−2002 were attributable to 

                                                           
2Another problem is that geographically, Kazakhstan is a large, spread-out country with many remote 

villages where poverty is common (initially some of them were probably close to some other population centers or 
businesses that have since closed down). Since it is hard to create jobs and social infrastructure like schools and 
hospitals in such remote villages, poverty continues to persist. Thus the Government of Kazakhstan is trying to 
close down these villages and move their inhabitants closer to other population centers. 
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crude oil and gas extraction and related economic activities. The oil revenue has 
also allowed the government to expand the social security system in a big way 
beginning in 2003. This has helped reduce poverty. 

While the above discussion sheds some light on the likely causes of 
economic growth, the rest of this paper will empirically analyze the role of 
economic growth, inequality, employment growth, and government expenditure 
on social sectors (social security/pension, education, and health) in reducing 
poverty and meeting other development goals of Kazakhstan. The paper is among 
the very first to provide econometric evidence on these issues. As reliable data 
has begun to be gathered only recently in Kazakhstan, econometric analysis has 
been undertaken using the time series cross-section data for the various provinces 
(oblasts).  

The rest of the paper is organized as follows. Section II presents some 
analytical aspects of the relation between economic growth, poverty, and 
inequality and briefly reviews the available evidence on these and related issues. 
Section III presents empirical evidence regarding how growth has affected 
poverty and has helped meet other development goals in Kazakhstan. In 
particular, it discusses the role of economic growth in increasing employment and 
real wages (which help reduce poverty) and in increasing government revenue 
and expenditure on social sectors. The section also considers whether increased 
government expenditure on social sectors like social security, education, and 
health services help to reduce poverty. The main conclusions are summarized in 
Section IV. Definitions of various measures of poverty and inequality are 
provided in the Appendix. 

 
II. THE RELATION BETWEEN GROWTH,  

POVERTY, AND INEQUALITY  
 
The headcount ratio of poverty (P) is defined as the percentage of the 

population whose income is below a given poverty line. Thus, P will generally 
depend on average income per capita (Y*) and the poverty line (Y), both 
expressed in constant prices. It will also depend on the income inequality or 
distribution (D): 

 
P  =  P(Y*, Y,  D) 

 
The change in poverty level from period 0 to period t can be decomposed 

as follows (to keep the notation simple we suppress Y from P since Y is constant 
over the period 0 to t): 

 
ΔP  =  P(Y*t, Dt) − P(Y*0, D0) 

       =  [P(Y*t, Dt) − P(Y*0, Dt)] + [P(Y*0, Dt) − P(Y*0, D0)] (1) 
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The first term above is the growth effect, which measures the change in 

poverty due to the change in the average income over the period 0 to t for a given 
income distribution. Clearly, for a given income distribution and poverty line, 
growth in average income of the population would lead to reduction in poverty 
since in that case P(Y*t, Dt) < P(Y*0, Dt). The second term above is the 
distribution effect, which measures the change in poverty due to the change in the 
income distribution over the period 0 to t for a given average income. Clearly, for 
a given average income and poverty line, a more equal income distribution 
(lowering of income inequality) would lead to reduction in poverty since in that 
case P(Y*0,  Dt)  < P(Y*0, D0). 

Given the fact that the income distribution often tends to remain relatively 
stable in most countries, the above decomposition suggests that the growth in 
income per capita is the main source of reduction in poverty in most countries. 
This has been supported by the work of Dollar and Kray (2002), Tendulkar 
(1998), Ravallion and Datt (1996), Bhagawati (2001), and Datt and Ravalion 
(2002).  

Despite an emerging consensus on the relationship between growth, 
inequality and poverty reduction, there continues to be significant debate on how 
to conceptualize and measure pro-poor growth. While there are a number of 
definitions proposed for pro-poor growth that differ along several dimensions, the 
debate seems to have boiled down to a “relative” and “absolute” camp. In the 
“relative” sense, growth can only be called pro-poor if the growth rate of income 
of the poor (suitably aggregated) exceeds the average income growth rate. In 
other words, growth needs to have a relative bias to the poor in the sense that the 
income growth of the poor exceeds the average. This definition has been widely 
used in the literature due to its intuitive appeal, but it also has limitations. 
Concentrating solely on the inequality aspect disregards the absolute levels of 
growth and might end up favoring growth strategies that are suboptimal for both 
the poor and the rich. The “absolute” definition avoids this problem by 
concentrating on the absolute level of growth for the poor. Growth is considered 
pro-poor in the “absolute” sense if the poor population benefits from it in 
absolute terms, irrespective of how the total gains are distributed within the 
country in question. Most economists and policymakers, however, take into 
account both absolute as well as relative aspects of poverty, thus recognizing the 
possible tradeoffs between high growth and distribution of growth according to 
class.  

One of the important issues that have dominated the recent literature on 
poverty is why has economic growth been more pro-poor in some countries than 
in others. In turn this has raised questions about the causes of such diverse 
poverty reduction performances across countries with comparable growth 
performances. What are the factors that are responsible for this variation? Are 
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these diverse experiences mainly due to differences in the rate and sectoral 
pattern of economic growth, or are there important differences in the poverty-
reducing impact of that growth across countries? Is it due to differences in 
government policies in support of the poor, or is it due to initial conditions (level 
of literacy, health facilities, etc.) existing across countries/regions?  

Some economists have argued that a high initial level of inequality can be 
harmful to the pace of economic growth in poor countries. For example, writing 
about Asia in the 1920s and 1930s, Gunnar Myrdal (1968, 154) argues that 
“…equalization in favor of the low-income strata was also a productive 
investment in the quality of people and their productivity.” A number of 
arguments have been made as to why high inequality can impede growth (Aghion 
et. al. 1999). A plausible argument in this context is that credit market failures 
mean that the poor are unable to exploit growth-promoting opportunities for 
investment in physical and human capital. The higher the proportion of poor (and 
hence credit-constrained) people in the economy, the lower the rate of growth. A 
support for the argument can be found in Binswanger et al. (1995), Benabou 
(1996), and Aghion et al. (1999), among others. Some economists, like Dreze and 
Sen (1995) have argued that although a reasonable rate of economic growth is 
needed for poverty reduction, effective government intervention in favor of the 
poor through social welfare policies can also make an important difference in 
poverty alleviation. The World Bank (1993 and 1997) suggests that poverty 
reduction depends not only on rapid economic growth but also on basic human 
development, that is, the level of social indicators such as literacy, life 
expectancy, health facilities, etc. could also be important. Thus, to some extent, 
the relatively high level of education etc. prevailing in Kazakhstan might be the 
reasons for the rapid decline of poverty when economic growth was restored.  

Empirical research has long been trying to analyze the factors affecting 
poverty in various countries. Such studies have looked at both developed 
economies as well as developing ones. The factors most often cited as being 
important for effective poverty reduction include economic growth, inequality, 
and government social expenditure on sectors such as health, education, welfare 
programs and social security, which subsidize important services for the poor and 
reduce vulnerability of elderly, single mothers, and children. To examine what 
factors were significant for reducing poverty in Kazakhstan, the impact of some 
of these factors for Kazakhstan is evaluated in the next section. 

 
III. ECONOMIC GROWTH AND POVERTY ALLEVIATION 

IN KAZAKHSTAN  
 
What economic forces were unleashed by high economic growth that 

reduced poverty and inequality? There are of course multiple channels through 
which high growth can affect poverty levels. However, one important channel is 
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through the creation of more employment and increased wages (see Ravallion and 
Datt 1996, and Bhagwati 2000). Moreover, an increase in government tax 
revenue can enable provision of more assistance to the poor through increased 
spending on social welfare, health, and education facilities for the poorer sections 
of the society. Previously, Ravallion and Datt (1996) had argued that higher 
growth reduces poverty by inducing higher employment and higher real wages, 
while Sen (1996) has strongly emphasized the need for higher government 
expenditure on social assistance to the poor. Empirical evidence from Kazakhstan 
shows that economic growth increased employment as well as real wages, which 
helped reduced poverty. Also, economic growth helped increase government 
revenue, but not government expenditure on social sectors like education, health, 
and social security.  

The province or oblast-level data on poverty, GDP growth, inequality, 
unemployment, government revenues and expenditures on different sectors, etc. 
used in the empirical work that follows is taken from the Kazakhstan InfoBase of 
the United Nations Development Program (see 
http://www.undp.kz/infobase/start.html), which is based on data provided by the 
Statistical Agency of Kazakhstan, a government agency entrusted with collecting 
and preparing primary data on these subjects.  
 
A. Economic Growth and Poverty Alleviation  

 
To present the impact of growth on poverty in Kazakhstan, Figure 1 plots 

real GDP per capita, growth rate, incidence of poverty (percent of population 
with incomes below subsistence minimum income), and incidence of extreme 
poverty (percent of population with incomes below the food basket cost). The 
figure shows that in 1996, as high as 35 percent of the population was below the 
poverty line (could not afford the subsistence minimum). The ratio continued to 
rise thereafter and by 1998 had increased to 39 percent, the highest level for 
Kazakhstan since 1996. After that, the ratio began to decline, and by 2003, it had 
fallen sharply to 19.8, roughly half the level of 1998. Similarly, the proportion of 
the population that was suffering from extreme poverty (could not afford the 
basic food basket needed for survival) declined sharply from 16.2 percent in 1998 
to 6.3 percent in 2003. Thus it is clear that the post-1998 period of high growth of 
real GDP per capita coincides with the period of rapidly declining poverty. It 
should be noted here that although the GDP growth rates declined from the very 
high rate of 13 percent in 2001 to about 8–9 percent in 2002–2003, these are still 
very high rates of growth that would continue to support rapid reduction in 
poverty. Another way of looking at it is to consider GDP per capita, also shown 
in Figure 1. Equation (1) derived in Section II above implies that as long as GDP 
per capita increases, i.e., GDP grows faster than the population growth rate (close 
to zero in the case of Kazakhstan), incidence of poverty should decline. 

http://www.undp.kz/infobase/start.html
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Figure 1. Relation between Poverty Indexes, Real GDP Per Capita

and its Growth Rate

1996 1997 1998 1997 2000 2001 2002 2003

Incidence of poverty (below subsistence minimum) in %
Incidence of extreme poverty (below food basket cost) in %
Growth rate of real GDP per capita
Real GDP per capita (in 1999 tenge)
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To further examine the relation between growth and poverty reduction, 
econometric regression analysis was also carried out between the change in the 
incidence of poverty (ΔPOVERTY) and the growth rate of GDP per capita 
(GROWTHpc) using panel data analysis of province-level data for 2000–2002 
(this is the only period for which all relevant data was available). Generalized 
least squares with cross-section weights and different constants for each province 
(i.e., the fixed effects model) was used. The following results were obtained. 

 
ΔPOVERTY = -0.113 GROWTHpc 
       (–13.324)** 
Adjusted R2 = 0.964, SE = 5.747     
** Denotes significance at 1% confidence level. 
 
It is seen that higher growth rates of GDP per capita are found to be 

strongly associated with larger declines in poverty across the provinces. These 
results provide a strong confirmation for Kazakhstan of the result that a high GDP 
growth rate reduces poverty. Thus the international evidence that high GDP 
growth is associated with declining poverty is found to be equally applicable for 
Kazakhstan.  
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B. Economic Growth and Inequality 
 
As suggested by equation (1) above, declining inequality (falling Gini 

coefficient) is likely to result in a faster decline of poverty for any given level of 
growth. In a World Bank study of 88 instances where a country achieved positive 
per capita GDP growth for a decade, inequality improved slightly in about half of 
the cases and worsened slightly in the other half. Thus, it is of interest to examine 
what has happened to inequality in Kazakhstan, especially over the period of 
growth since 1998.  

Figure 2 shows the Gini coefficient of income inequality as well as the 
GDP growth rates for Kazakhstan. It is seen that while inequality increased over 
the negative and low growth period over 1910–1998, it has remained largely at 
the same level since then, and even seemed to decline slightly over 2001–2003. 
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Figure 2. Relation between Gini Coefficient and Growth Rate
of Real GDP Per Capita

 
Source: Data from the Statistical Agency of Kazakhstan. 

 
 

Econometric analysis was performed between the change in the incidence 
of poverty (ΔPOVERTY), the growth rate of GDP per capita (GROWTHpc), and 
the Gini coefficient of inequality (INEQUALITY) using cross-section time series 
analysis of province-level data for 2000–2002. Using the fixed-effects model: 
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ΔPOVERTY = -0.097 GROWTHpc  + 50.701 INEQUALITY 
       (-6.550)**      (9.657)** 
Adj R2 = 0.955 
** Denotes significance at 1% confidence level. 
 
It is seen that while poverty in Kazakhstan declined with a high growth 

rate of GDP per capita (Growthpc), it increased with increasing inequality. These 
results are fully consistent with the theoretical predictions of equation (1). The 
rapid decline of poverty since 1998 is seen to be largely the result of high growth 
of incomes per capita, since the Gini coefficient of inequality has not changed 
much. 

Further, the fact that the poverty gap index—a measure of inequality that 
gauges how far the average income of the poor is below the basic subsistence 
minimum and the poverty severity index—had also improved further suggests 
that not only the incidence of poverty but also the condition of the population still 
under the poverty line has improved over the high-growth period of 1998–2003 
(see Figure 3).  

 
Figure 3. (percent)Poverty Indexes of Kazakhstan
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C. Economic Growth, Employment, Wages, and Poverty 

 
It is evident that the high GDP growth period of 1998–2003 was associated 

with a sharp reduction in poverty as well as some reduction in inequality. How 
did this come about? The next sections examine how applicable is the creation of 
more employment and increased wages in the case of Kazakhstan. 

High economic growth means that the production of goods and services 
increases rapidly in the economy, which should require increased manpower. 
Thus, high growth is likely to be associated with increased employment, although 
the elasticity of employment can vary from country to country depending upon 
the economic situation. As noted earlier, in the case of Kazakhstan, the crude oil 
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and gas sector was the leading sector in growth and led the growth of many other 
related sectors such as construction and transportation.  

The dynamics of employment rates, wage levels, and income distribution 
indicators are important factors in the linkages between economic growth and 
human development. According to official statistics, the number of unemployed 
has been steadily declining since 2000. However, the overall situation in the labor 
market has been improving more slowly than it appears because official statistics 
do not take into full account the number of illegal workers coming from 
neighboring countries (UNDP 2003).  

Statistics related to labor force and employment is presented in Table 1. 
The table shows that both labor force participation and employment improved 
between 1998 to 2002. Similarly, unemployment and the unemployment rate have 
gone down over the same period. These improvements in the labor market can be 
attributed to sustained economic growth as economic growth stimulates economic 
activities and, therefore, employment. However, at 8.8 percent in 2003, the 
unemployment rate was still high in Kazakhstan. This high level of 
unemployment can be largely attributed to the closure of most of the Soviet era 
industries, resulting in large-scale unemployment.3 Many of the older workers 
have been unable to adjust to the new economic conditions and opportunities, 
thus leading to a much higher structural unemployment in Kazakhstan than would 
otherwise be the case. 

 
Table 1. Labor Force, 1998–2003 

 
 1998 1999 2000 2001 2002 2003 
Labor force participation rate (percent) 65.9 66.0 66.0 70.2 70.1 70 
Employed (thousands) 6,127.6 6,105.4 6,201.0 6,698.8 6,708.9 6,985.2 
Employment rate (percent) 86.9 86.5 87.2 89.6 89.1 91,2 
Unemployed (thousand people) 925.0 950.0 906.4 780.3 690.7 672.1 
Unemployment rate (percent) 13.1 13.5 12.8 10.4 9.3 8.8 
Registered unemployment rate 
(percent) 

3.7 3.9 3.7 2.9 2.6 - 

Source: Living Standards of Population in Kazakhstan (Kazakhstan Statistics Agency 2003). 
 
Figure 4 plots the growth rates of employment and of real GDP per capita 

for 1996–2003. It is clear that there is a strong association between the two 
variables, and that higher GDP growth is associated with a faster increase in 
employment. The figure suggests that the elasticity of employment rate with 
respect to GDP growth rate might be close to one in the case of Kazakhstan. 

 

                                                           
3Soviet era industries were often producing specific components of a product, whose other components 

were also produced in several other locations within the former Soviet Union. With the breakup of the Soviet 
Union and the general political and economic upheaval after 1990, the production arrangement broke down. 
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Growth of real GDP per capita
Employment growth
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Figure 4.
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Economic theories suggest that economic growth results in employment 

growth, which in turn may lead to increase in real wages. Thus, it is important to 
analyze the impact of economic growth on real wages as it affects the standard of 
living, hence the incidence of poverty. Figure 5 shows the relationship between 
the real average monthly wage rate and real GDP per capita. The figure shows a 
close, long-run association between real GDP per capita and real monthly wage 
rate, which suggests that higher GDP growth rate also led to higher growth in real 
wages over time as the demand for labor increased.  

This increase in employment and in the real wage rate is likely to have 
contributed to decrease in incidence of poverty identified in the previous section. 
To examine this, econometric analysis on the change in the incidence of poverty 
(ΔPOVERTY), with the growth rate of GDP per capita (GROWTHpc), Gini 
coefficient of inequality (INEQUALITY), change in unemployment rate 
(ΔUNEMP), and change in real wages (ΔRWAGE) as explanatory variables was 
performed.  Time series cross-section data at the province level for 2000–2002 
using the fixed-effects model were analyzed.  
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Figure 5. Relation between Real Monthly Average Wage
and Real GDP per Capita for Kazakhstan, 1996 2003–

1995 1996 1997 1998 1999 2000 2001 2002 2003

Real monthly average wage (thousands tenge)
Real GDP per capita (thousands tenge)
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ΔPOVERTY = -0.090 GROWTHpc + 0.960 INEQUALITY  + 1.440 ΔUNEMP - 
0.256 ΔRWAGE 

  (-3.989)** (5.707)** (8.025)** (-5.781)** 
 
Adj R2 = 0.987, SE = 4.290  
** Denotes significance at 1% confidence level. 
 
These results confirm that an increase in unemployment increased poverty, 

while an increase in real wages reduced poverty. Also, the incidence of poverty is 
negatively affected by increased growth and positively affected by increased 
inequality—a result also found and discussed earlier in Section III. These results 
are fully consistent with the discussion above.  

 
D. Economic Growth and Social Assistance 

 
Another important channel through which poverty is reduced is through 

increased government revenue that enables government to increase expenditure 
on social sectors such as education and health services; and provision of social 
protection for the elderly, unemployed, single mothers, and others in need (Dreze 
and Sen 1995, Bhagwati 2001).  

The need for social protection (social security/pension, etc.) of the elderly, 
unemployed, single mothers with young children, etc. is self-evident—it is 
important not only from the human angle but also from the perspective of 
protecting the future quality of life and economic productivity of children from 
poor families. Such assistance is of great help in reducing poverty in any society 
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and is even more relevant in the case of Kazakhstan, where the closure of a large 
number of industries and associated company towns meant that a fairly large 
number of people who could not retrain or readjust themselves into the 
increasingly market-oriented economy had to be rendered unemployed and facing 
acute hardships.  

The importance of health and education has been strongly emphasized by 
several economists (see for example, Shultz 1993, Becker 1978 and 1995, and 
Sen 1996). Sen has argued that health and education are among the basic 
necessities that give value to human life. Health and education are the basis for 
work productivity; the capacity to learn; and the capability to grow intellectually, 
physically, and emotionally. In economic terms, health and education are the two 
cornerstones of human capital which, as Shultz and Becker have argued, are the 
basis of an individual’s economic productivity. Education has a clear and 
comprehensive effect on quality of life. A higher education level in a country—
all factors being equal—should lead to higher labor productivity, increased GDP, 
and reduced poverty. The well-being of households has direct links to the 
educational levels of their members. In low-income households, the educational 
level of the heads of families is lower compared to that of all households. Around 
94 percent of low-income households had none or only general secondary 
education. Improved education, especially of women and girls, contributes to 
better health status of females as well as their family members, especially 
children. Education is not a panacea for all social problems—for example, not 
everyone has the same ability for higher education, and all the educated ones may 
not necessarily be absorbed by the labor market. Nonetheless, a society with 
better quality and  better access to education for all provides a better quality of 
life and better economic opportunities to its citizens (especially when its economy 
is growing rapidly), at the same time reducing poverty and inequality (as many 
from poorer families also get good education). 

Usually, in the case of broad-based industrial economy, economic growth 
can lead to higher government revenue, which in turn leads to higher expenditure 
on social sectors. However, as discussed in the introduction, in the case of 
Kazakhstan, the oil sector has been the leading sector that has spurred much 
economic activity, and been responsible for at least half of the economic growth. 
Oil exports constituted as much as 22 percent of GDP by 2003, up from a mere 7 
percent in 1998, partly due to rising oil prices (see Table 2). It has also 
contributed handsomely to government revenues.4 Thus the dominant role played 
by the oil sector and oil revenues is quite clear from Table 2.  

 
 

                                                           
4Of course, oil production yields fairly large government revenues in the form of taxes, rents, and 

production shares.   
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Table 2. Oil Export Revenue of Kazakhstan 

 
Year Oil Exports 

(million 
barrels) 

Oil Price 
($/barrel) 

 

Oil Export 
Revenue 
(billion $) 

GDP current 
(billion $) 

Oil Export 
Revenue as 

Percent of GDP 
1998 125.95 13.1 1.65 22.14 7.45 
1999 120.00 18 2.16 16.87 12.80 
2000 156.03 28.2 4.4 18.29 24.05 
2001 183.54 24.3 4.46 22.15 20.13 
2002 246.41 20.9 5.15 24.64 20.90 
2003 254.35 27.6 7.02 30.83 22.77 
2004 331.56 37.7 12.5 40.74 30.68 

GDP = gross domestic product.  
Sources: World Development Indicators (World Bank, various years); IMF Country Reports (IMF, various years). 

 
This subsection examines whether the rising government revenues have led 

to increasing expenditures on social sectors, and whether the increase for the 
social sector actually reduced poverty in Kazakhstan. Table 3 shows data on total 
government revenue and expenditures as share of GDP and in real tenge per 
capita. It is seen that the total government revenue has in fact risen faster rather 
than proportionately with GDP, from 17.9 percent of GDP in 1998 to 23 percent 
of GDP in 2003. Government revenue has also been rising rapidly in real terms as 
well as in real tenge per capita. Rising revenue will normally result in rising 
expenditure as can be seen from Table 3. Even though expenditure has remained 
roughly constant as share of GDP, it has risen in both real terms and even in real 
tenge per capita. As a share of GDP, government expenditure has risen less 
rapidly than government revenue over the 1998–2003 period because the 
Kazakhstan government seems to have decided, somewhat prudently, to use much 
of the increased revenue to balance the budget. A more balanced budget can be 
expected to contribute to macroeconomic stability, which is needed for sustained 
economic growth.  

 
 
 
 
 



ECONOMIC GROWTH AND POVERTY REDUCTION: EVIDENCE FROM KAZAKHSTAN 105 

Table 3. National Budget: Total Government Revenue and Expenditure, 1998–2003 
 

 1998 1999 2000 2001 2002 2003 
       
Total government revenues  
(percent of GDP) 17.9 19.8 22.6 23.0 21.9 23.0 

Total real government revenues  
(billion tenge) 

309.5 351.3 449.6 508.9 529.6 609.9 

Real government revenues per capita 
(tenge) 20378 23489 30177 34242 35671 41036 

       
Total government expenditure  
(percent of GDP) 21.8 23.2 23.2 23.4 22.3 23.9 

Total real government expenditure 
(billion tenge) 

377.4 412.8 452.1 517.8 538.0 633.9 

Real government expenditureper capita 
(tenge) 24849 27602 30343 34838 36236 42654 

       
Expenditure on social sectors  
(percent of government expenditure) 39.49 60.27 51.83 47.07 47.53 70.35 
of which:  Social security  14.24 34.01 28.50 24.39 24.45 48.16 
     Education 18.37 16.79 14.25 14.12 14.49 13.82 
     Health 6.89 9.47 9.07 8.13 8.60 8.37 
       
Expenditure on social sectors  
(percent of GDP) 8.6 14.0 12.0 11.0 10.5 16.8 

of which:   Social security 3.1 7.9 6.6 5.7 5.4 11.5 
  Education 4.0 3.9 3.3 3.3 3.2 3.3 
  Health 1.5 2.2 2.1 1.9 1.9 2.0 
       
Real expenditure per capita on social 
sectors (tenge) 9814 16636 15726 16399 17224 30008 

of which:  Social security  3538 9387 8649 8498 8858 20541 
     Education 4565 4634 4325 4920 5249 5894 
     Health 1712 2614 2752 2833 3117 3572 
GDP = gross domestic product.  
Note: Real revenue and expenditure are calculated using GDP deflator with base year 1998. 
Source: Living Standards of Population in Kazakhstan (Kazakhstan Statistical Agency 2003). 

 
Normally, rising government revenue and expenditures would also be 

expected to lead to rising government expenditures in the social sector. However, 
somewhat surprisingly, this was not the case in Kazakhstan. After rising during 
1998–1999, the share of expenditure on the social sectors declined from 
62 percent of total government expenditure in 1999 to 47.5 percent in 2002. The 
cuts were broad-based and affected all the major social sectors, namely social 
security, education, and health services, as can be seen from Table 3. Thus from 
1999 to 2002, government expenditure on social security declined from 34 to 
24.5 percent, expenditure on education declined from 16.8 to 14.5 percent, and 
expenditure on health declined from 2.2 to 1.9 percent. The situation was even 
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worse in terms of percent of GDP, with the expenditure on social sectors 
declining from 14 percent of GDP in 1999 to 10.5 percent of GDP in 2002. 

Despite these cuts in social expenditure as share of total government 
expenditure, rapid growth of GDP and total government revenues and 
expenditure over this period has ensured that social expenditures per capita have 
not declined in terms of real tenge (in 1998 prices). In fact, in real tenge per 
capita, expenditures on social security, education, and health services were 
largely stagnant till 2000 and rose somewhat over 2001–2003. 

However, it is noteworthy that as a result of a major reform of the pension 
system beginning 2003 (which also tried to address the problem of helping the 
unemployed older workers due to the closure of Soviet era industries), payouts 
under the revised pension and welfare schemes became more liberal, and the 
expenditure on social security saw a major increase beginning 2003 both in real 
terms and as a percent of total government expenditure (from 24 percent in 2002 
to 48 percent in 2003). 

Table 4 reports some real indicators of access to health care from 1998 
to2003. The table shows that generally, health facilities have remained stagnant 
after 1998 (some decline in 1999–2000 followed by minor improvement in 2001–
2003). The number of available hospitals beds has decreased from 123,000 to 
114,000 in 2003. Similarly, the number of beds per 10’000 people has gone down 
from 83 beds in 1998 to 77 beds in 2003. Other indicators like number of 
physicians, number of physicians available per 10,000 population, and number of 
paramedical specialists per 10,000 population have also remained stagnant in 
recent years.  

Table 5 reports life expectancy, which shows that it has remained 
essentially stagnant (increased very marginally) over the years 1998–2003.  

Thus, all the indicators of access to health care are sluggish and suggest a 
need for increased budgetary support from the government. 

 
Table 4. Indicators of Access to Health Care, 1998–2003 

(per 10,000 population) 
 

 1998 1999 2000 2001 2002 2003 
Hospital beds       

Total beds 123.5 108.2 106.9 110.2 111.9 114.8 
Beds per 10,000 population 82.6 72.6 72.1 74.4 75.3 76.8 

Number of physicians (not including dentists)       
Total physicians  53.2 50.6 49.0 51.3 53.7 54.6 
Physicians per 10,000 population 35.6 33.9 33.0 34.6 36.1 36.5 

Number of paramedical specialists       
Total paramedics 120.4 110.4 106.5 109.4 113.4 115.0 
Paramedics per 10,000 population 80.5 74.1 71.8 73.8 76.3 77 

Source: Living Standards of Population in Kazakhstan (Statistics Agency of Kazakhstan 2003). 
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Table 5. Life Expectancy at Birth, 1997–2002 
 

 1997 1998 1999 2000 2001 2002 2003 
Both genders 64.4 64.4 65.5 65.4 65.6 65.8 65.8 
Men 58.5 59.0 60.3 59.8 60.2 60.6 60.5 
Women 69.9 70.4 71.0 71.3 71.1 71.4 71.5 
Sources: Poverty Monitoring Indicators in Kazakhstan (Kazakhstan Statistics Agency 2003) and Statistical 

Yearbook for 2003 (Kazakhstan Statistics Agency 2003). 
 
Regarding social security in Kazakhstan, three stages of development can 

be marked. During the first stage (1992–1996) new legislation on social security 
was formulated including employment, labor remuneration, and social guarantees 
for citizens and social protection of most vulnerable groups of population. The 
second stage (1997–1999) was marked by significant economic growth that 
allowed government to pursue more liberal social policies. A number of 
important social programs were adopted, among them the program on micro 
credit, health programs, and education; development of public works, pension 
system reforms, and others. Starting from April 1999, in-kind benefits were 
replaced by monetary payments in the form of so-called “special state benefit.” 
This change allowed for better use of budgetary resources to control budget 
delivery as well as secure targeting and equal access to the state social security 
system for everyone eligible for in-kind benefits. The third stage began in 2003 
with a major revision of the pension and other welfare programs, which required 
considerably larger expenditure on the part of the government, as was seen in 
Table 3. 

Turning to the question whether increased expenditure on social sectors 
helps to reduce poverty, regression analysis was carried out between the change 
in incidence of poverty (ΔPOVERTY) and expenditure on social sectors per 
capita (SocExpPC). Data on both of these variables was available at the province 
level only for the year 2002. A cross-section regression across the provinces 
yielded the following result. 

 
ΔPOVERTY =  38.94     –   0.00134 SocExpPC 
 (8.79)** (3.40)** 
Adjusted R2 = 0.412     
** Denotes significance at 1% confidence level. 
 
These results clearly show that increased expenditure per capita on social 

sectors such as education, health and social security are associated with reduced 
poverty, and as such they are highly desirable.  

Similarly, regression analysis was also performed between the change in 
incidence of poverty (ΔPOVERTY) and expenditure on social sectors as percent 
of GDP (SocExp/GDP) using time series cross-section (panel data) analysis of 
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province-level data for 2000 and 2003. Fixed-effects model was employed, 
yielding the following results. 

 
ΔPOVERTY = -1.022  SocExp/GDP 
       (-10.45)** 
Adjusted R2 = 0.987     
** Denotes significance at 1% confidence level. 
 
Again, it is seen that a larger expenditure on the social sectors as a percent 

of GDP is found to be strongly associated with a larger decline in poverty across 
the provinces, with each 1 percent increase in expenditure on social sectors (as 
percent of GDP) being associated with a 1 percent decline in the poverty 
headcount ratio. 

Further regressions to check the relative merit of the different types of 
social expenditures in reducing poverty were undertaken. The above regression 
was repeated with each of the three subcategories of social expenditure, namely, 
social security expenditure, education expenditure, and health expenditure (each 
as a percent of GDP). The three expenditures were not placed as simultaneous 
explanatory variables as this can lead to unreliable results due to co-linearity 
between the variables. Results show that each of the three variables had a 
negative sign (meaning increase in each expenditure reduced poverty), but while 
social security/pension expenditure was significant at the 5 percent level, the 
education and health expenditures were not significant at the traditional levels of 
significance. However, each of them was significant at the 20 percent level, 
which has to be viewed in light of the fact that data were rather limited. Thus, the 
appropriate interpretation of these results would be that increases in each of the 
expenditures are likely to reduce poverty, with increases in the social 
expenditure/pension as the most important and reliable in reducing poverty. 

The above results provide a confirmation for the case of Kazakhstan of the 
need for increasing expenditure on social sectors, especially on social 
security/pension in a bid to reduce poverty and meet other development goals 
such as human development and improvement in productivity of workers through 
improved education and health, as argued by Sen (1996) and others. Table 6 
shows a comparison of the expenditure on health and education sectors (except 
for social security) as a percentage of GDP for Kazakhstan and several other 
transitional and developed countries. It is seen that expenditure on health and 
education as a share of GDP is on the lower side in Kazakhstan in comparison to 
other developed and transitional countries. The data support the need to increase 
such expenditure in view of the impact this is likely to make on reducing poverty 
and promoting human development in Kazakhstan.   

The evidence presented here suggests that the high growth of 1998–2003 
has reduced poverty in Kazakhstan mainly through increased employment, higher 
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real wages, and increased expenditure on social security/pension. Further, 
evidence was found in support of Sen’s (1996) argument that poverty could be 
reduced more rapidly through increased government expenditure on social 
sectors, most importantly social protection. In the case of Kazakhstan, 
development goals are reached and poverty is reduced by increased expenditure 
on social sectors such as social assistance for the elderly, unemployed, and others 
in need; primary and secondary education; and health care for the poor. Helping 
the elderly, unemployed, and single mothers in particular leads to better 
education, learning of new skills, being free from health problems, and thus more 
productive and satisfying lives.  

 
 

Table 6. Public Health and Education Expenditures as Percent of GDP  
for Selected Countries, 1998–2002 

 
Public Health 
Expenditure 

Public Education 
Expenditure  

 
 
Country  1998 1999 2000 2001 2002 1998 1999 2000 2001 
Kazakhstan 1.5 2.2 2.1 1.9 1.9 4.0 3.9 3.3 3.3 
Other Transitional Countries  
Czech Republic 6.06 6.04 6.03 6.31 6.40 3.93 4.05 4.04 4.16 
Latvia 3.80 3.78 3.29 3.15 3.27 6.30 5.78 5.43 5.53 
Poland 3.92 4.19 3.99 4.31 4.42 5.09 4.75 4.97 5.56 
Romania 3.10 3.76 3.94 4.14 4.15 3.54 3.52 .. 3.28 
Russian Federation 3.41 2.91 3.22 3.26 3.46 3.67 .. 2.94 3.11 
Slovak Republic 5.22 5.30 5.11 5.11 5.27 .. 4.19 3.95 4.03 
Selected Developed Countries 
Australia 5.94 6.21 6.36 6.35 6.45 4.79 4.92 4.80 4.89 
France 7.07 7.07 7.05 7.13 7.37 5.87 5.85 5.75 5.65 
Japan 5.82 6.00 6.18 6.37 6.45 3.52 3.60 3.56 .. 
United Kingdom 5.55 5.80 5.91 6.23 6.42 4.63 4.64 4.74 .. 
United States 5.79 5.76 5.82 6.24 6.56 5.39 .. 5.75 .. 
Sources: World Development Indicators 2005 (World Bank 2005) and Kazakhstan Statistical Agency. 

 
 

IV. CONCLUSIONS 
 
The growing literature on policies for poverty reduction has emphasized 

the importance of economic growth, as well as targeted provision of government 
aid in poverty alleviation and development. Since government aid to the poor is 
dependent on government revenue, which in turn grows with economic growth, 
the key role of economic growth has been emphasized in the literature. This paper 
examined these issues empirically for Kazakhstan and showed that the rapid 
increase in oil  and gas extraction and related activities very significantly 
contributed to economic growth as well as to increased government revenue. A 
portion of these funds was used to improve the social security/pension system, 
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and maintain government demand for goods that helped industrial recovery. This 
played a key role in poverty reduction in Kazakhstan.  

Countries with higher growth rates are likely to experience more rapid 
reduction in poverty. Using province-level panel data, this was demonstrated to 
hold for Kazakhstan. Growth is considered pro-poor if the income share of the 
poor rises with growth or at least their incomes grow in absolute terms. Inequality 
has declined slightly over the recent high-growth period (1998–2003), 
accompanied by reduction in poverty gap and severity. This evidence supports 
the view that the 1998–2003 high-growth period in Kazakhstan has been pro-
poor. 

Growth reduced poverty by leading to increased employment and higher 
real wages. Both government revenue and expenditure increased with growth and 
increased oil and gas exports, both in real terms and as percent of GDP. 
Government revenue, which sharply increased in 2003, was used partly to reform 
and expand the pension system. This provided assistance to many unemployed 
workers who could not adjust to the major and rapid changes from the Soviet era 
industrial structure. However, it did not translate into a corresponding 
improvement in expenditure on the education and health as a share of government 
revenue or GDP. Nevertheless, because of the high growth of government 
revenue and GDP, real expenditure per person on social sectors still rose slightly 
in some periods over 1998–2003. The paper shows that provinces (regions) of 
Kazakhstan that received higher expenditure on social sectors experienced a 
larger decline in poverty. This underlines the need for sustained, increasing 
expenditure for the social sectors in Kazakhstan, more so in the poorer provinces, 
possibly through additional support from the national government. 
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APPENDIX 
DEFINITIONS OF VARIOUS MEASURES OF POVERTY 

AND INEQUALITY 
 

Food Basket Cost 
 
The food basket cost, expressed mainly by calorie intake, indicates nutritional 

intake. In Kazakhstan, the food basket contains the items at the per capita level of 
2172 kcals per day, which is the standard set by the World Health Organization. The 
food basket also considers local/national food habits and availability of the goods in 
the local market. 

 
Subsistence Minimum  

 
Subsistence minimum is the value of goods and services at prevailing prices 

necessary to meet the basic requirements of a human being for supporting life. The 
subsistence minimum in Kazakstan is an objectively determined level of income 
(expenditure) proportionate to the value of goods and services included in the 
consumer basket. It includes the cost of the (subsistence) food basket cost plus 
another about 40 percent for other expenses. 

 
Appendix Table A.1 Subsistence Minimum and Food Basket Costs  

 (per person per month) 
 

 1997 1998 1999 2000 2001 2002 2003 2004
Subsistence minimum, tenge 3,505 3,761 3,394 4,007 4,596 4,761 5,128 5,427
Food basket cost, tenge  2,454 2,601 2,376 2,805 3,217 3,333 3,590 3,799
Exchange rate 75.55 83.8 138.2 144.5 150.2 154.6 144.22 130
Subsistence minimum,  
US dollar 46.39 44.88 24.56 27.73 30.60 30.80 35.56 41.75
Food basket cost,  
US dollar 32.48 31.04 17.19 19.41 21.42 21.56 24.89 29.22
Source: Kazakhstan InfoBase as cited in the UNDP website (http://www.undp.kz/infobase/start.html) based on 

data provided by the Statistical Agency of Kazakhstan. 
 

Poverty Lines 
 
The subsistence cost and the food basket cost are the two commonly used 

poverty lines in Kazakhstan. The percentage of population below the subsistence 
minimum measures the incidence of poverty, and the percentage of population below 
the food basket cost measures the incidence of extreme poverty.  

 

http://www.undp.kz/infobase/start.html
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Incidence of Poverty 
 
The incidence of poverty, expressed as a headcount ratio, is simply an estimate 

of the percentage of people with income below the subsistence minimum. It does not 
indicate anything about the depth or severity of poverty and thus does not capture any 
worsening of the conditions of those already in poverty. 

Incidence of extreme poverty is measured as proportion of the population with 
income/consumption levels below a food basket cost. 

 
Poverty Depth Index 

 
The poverty depth index shows the extent of poverty among the poor. It 

measures average income/consumption shortfall expressed as a proportion of the 
absolute poverty line, z (subsistence minimum in KZ). Thus, if Z denotes the poverty 
line and Yp represents the average income (or consumption) of those below the 
poverty line, the poverty depth index is defined as:   

 
D = (Z – Yp)/Yp

 
Poverty Gap Index 

 
The poverty gap index (PG) is the combined measurement of incidence of 

poverty and depth of poverty or the mean proportionate poverty gap across the whole 
population (zero gap for the nonpoor). PG is also called the Foster-Greer-Thorbecke 
P1 measure. 
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where q is the total number of people below the poverty line and n is the total 
population. The above relation can also be written as PG = D.H where H is the 
incidence of poverty, measured by the poverty headcount ratio (=q/n) and D is the 
“income gap ratio” or poverty depth index for each poor person. 

 
Poverty Severity Index  

 
The poverty severity index (P2) shows how poor are the poorest of the poor, 

i.e., income inequality among the poor. It is the average value of the square of depth 
of poverty for each individual. Poverty severity is an additional characteristic of 
poverty, when the poverty headcount ratio and poverty depth index do not change. 
The higher value of P2, the more severe the conditions of poverty. Poorest people 
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contribute relatively more to the index. The poverty severity index gives a weight to 
the poverty gap (more weight to very poor than to less poor). While this measure has 
clear advantages for some purposes such as comparing policies that aim to reach the 
poorest, it is not easy to interpret. For poverty comparisons, however, the key point is 
that a ranking of dates, places, or policies in terms of P2 should reflect well their 
ranking in terms of severity of poverty. It is the ability of the measure to order 
distributions in a better way than the alternatives that makes it useful, not the precise 
numbers obtained. 
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Gini Coefficient  

 
The Gini coefficient measures the extent to which the distribution of income 

(or consumption) among individuals or households within a country deviates from a 
perfectly equal distribution. A value of 0 represents perfect equality; a value of 1 
represents perfect inequality. 
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methodology, data collection, data review, and data processing.

PoveRty imPact analysis—selected tools and aPPlications (2007)
Edited by Guntur Sugiyarto
The book is written for at least four different groups of audiences. Firstly, it is for policy makers 
and planners, who decide how poverty impact analysis (PIA) should be conducted and, more 
importantly, how public resources should be allocated across competing needs. Secondly, it is 
intended for project managers or project economists, who can use PIA to critically improve their 
current and future projects’ performance. Thirdly, it is for PIA practitioners, who are directly 
responsible for the development and applications of poverty impact evaluation tools. Lastly, it 
can be useful for researchers working in the area of impact analysis and other interested parties 
that could use the information in their various endeavors to help reduce poverty.
$40.00 / PB

laboR maRkets in asia: issues and PeRsPectives (2006)
Edited by Jesus Felipe and Rana Hasan
Unemployment and underemployment are developing into Asia’s most important long-term 
problems. On conservative estimates, the region is home to at least 500 million workers who 
are either unemployed or underemployed. For this reason, helping people as workers is critical 
for poverty reduction. A question being widely asked is why countries in the region manage 
to achieve high growth rates of GDP but the corresponding growth rates of employment are 
somewhat disappointing. Are supposedly rigid labour markets the reason? This volume argues 
that while labour market reforms may be necessary in some specific cases, by no means are 
labour market policies the main explanation for the widespread increase in unemployment and 
underemployment across Asia and country specific studies undermine the case for across-the-
board labour market reforms.
£70.00 / HB / ISBN: 0-230-00791-0 (Co-published with and available from Palgrave Macmillan)

comPetition Policy and develoPment in asia (2005)
Edited by Douglas H. Brooks and Simon J. Evenett
This book looks at the experiences of six Asian countries in terms of developing and implementing 
domestic competition policy. It analyzes how the choice of development policies impacts on 
the state of competition in each country and how competition contributes to development. The 
considerable variation in policies and experiences across the countries provides a rich source 
of information from which lessons and best practices can be drawn.
£65.00 / HB / ISBN: 1-4039-9632-6 (Co-published with and available from Palgrave Macmillan)
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managing fdi in a globalizing economy (2004)
Edited by Douglas H. Brooks and Hal Hill
The rapid growth of developing Asia has attracted, and been facilitated by, foreign direct 
investment (FDI). Potential benefits of FDI inflows extend far beyond financial resources, but 
costs may entail as well. Governments throughout the region have been striving to find an ap-
propriate policy mix for FDI that will maximize the net benefits for their economies. There is 
considerable variation in policies and experiences with FDI across countries. This study looks 
at FDI flows, consequences, and policies in developing Asia. It focuses on a diverse set of six 
Asian countries and draws lessons from their experiences in managing FDI.
£60.00 / HB / ISBN: 1-4039-3655-2 (Co-published with and available from Palgrave Macmillan)

PoveRty, gRowth, and institutions in develoPing asia (2003)
Edited by Ernesto M. Pernia and Anil B. Deolalikar
The theme of this book is that economic growth is key, but institutions and other national 
and subnational attributes matter as well. They are critical to explaining differences in social 
development and poverty reduction across countries and subnational areas that cannot be 
accounted for by growth alone. The book concludes that a more complete strategy needs to 
consider various institutional factors at the national and subnational levels to achieve rapid 
and sustained poverty reduction. Indeed, paying attention to these factors will benefit both 
growth and poverty reduction.
£60.00 / HB / ISBN: 1-4039-1806-6 (Co-published with and available from Palgrave Macmillan)

economic analysis of Policy-based oPeRations: key dimensions (2003)
This study provides a systematic approach to the key dimensions of analysis in support of 
policy-based operations including: understanding the macroeconomic context of sector policy 
reforms using a macro-meso-micro perspective; dimensions of sector diagnosis to identify 
sequential binding constraints to development in a prevailing policy and institutional environ-
ment; approaches to assessing the effects of policy change; assessing policy change effects on 
poverty by identifying the channels through which policies work, and distribution and time 
considerations; assessing the processes and costs of policy change including political economy 
considerations; and incorporating policy change assessments into policy operation design.
$10.00 / PB / ISBN: 971-561-491-4

handbook foR boRRoweRs on the financial goveRnance and management of 
investment PRojects financed by the asian develoPment bank (2003)
This handbook contains information and instructions for borrowers on the financial management 
of investment projects financed by ADB. It reflects ADB policies as set out in the Guidelines 
for the Financial Governance and Management of Investment Projects Financed by ADB and 
supersedes all previous handbooks on financial management. To ensure that financial manage-
ment arrangements for investment projects meet ADB requirements, borrowers and project 
executing agency staff should follow this handbook, particularly on reporting and auditing 
aspects of projects.
$10.00 / PB

local goveRnment finance and bond maRkets (2003)
Edited by Yun-Hwan Kim
The Asian financial crisis has underscored the need for both public and private sectors to 
diversify sources of funds to finance development projects. The domestic capital market is 
a fertile source that has not been successfully utilized for development financing, especially 
prior to the crisis. In particular, domestic bond markets are one of the instruments that could 
help put potential resources to more productive use, and are even a viable alternative source of 
financing for development projects. This publication analyzes the bond markets of the People’s 
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Republic of China, India, Indonesia, Republic of Korea, Malaysia, Pakistan, Philippines, Sri 
Lanka, Taipei,China, and Thailand. Besides the country reports, a comparative assessment of 
bond financing and bank financing by local governments in developing countries is made.
$15.00 / PB / ISBN 971-561-501-5

defining an agenda foR PoveRty Reduction, vols. 1 and 2 (2002)
Edited by Christopher Edmonds and Sara Medina
The books include addresses and papers from leading scholars and policymakers, and cover a 
wide range of poverty issues. Volume One addresses the major themes considered at the Forum 
except for social protection issues, which are considered in Volume Two. The publications are 
particularly timely in light of the ongoing review of ADB’s Poverty Reduction Strategy, and 
provide perspectives and insights regarding how to pursue poverty reduction from academic 
as well as operational perspectives. 
$15.00 / PB / ISBN 971-561-457-4 (Vol. 1); 971-561-474-4 (Vol. 2)

handbook foR integRating Risk analysis in the economic 
analysis of PRojects (2002)
The Handbook provides guidance on integration of risk analysis in the design and analysis 
of projects. To illustrate the ease of use of quantitative risk analysis software, the Handbook 
includes case studies based on actual ADB projects in the agriculture, education, health, and 
power sectors. It also provides direction on how the analysis of risk can be used to improve the 
focus on poverty reduction.
$10.00 / PB / ISBN 971-561-458-2

inteRgoveRnmental fiscal tRansfeRs in asia: 
cuRRent PRactice and challenges foR the futuRe (2002)
Edited by Paul Smoke and Yun-Hwan Kim
Intergovernmental transfers are an important tool of public sector finance in both industrialized 
and developing countries. Critically examining selected intergovernmental transfers in three 
large Asian countries—India, Pakistan, and Philippines—this study highlights lessons that 
other countries intending to reform their intergovernmental transfer systems might apply. A 
summary is provided that synthesizes the results from case studies, examining how they meet 
individual country objectives and how they relate to broader international experience. Two 
more reports on Cambodia and Indonesia are included.
$15.00 / PB / ISBN 971-561-4552-3

goveRnment bond maRket develoPment in asia (2001)
Edited by Yun-Hwan Kim
This book deals with government bond markets in ten Asian developing economies and in 
Australia and Japan; and presents country reports discussing governments’ recent initiatives 
to develop bond markets, the feasibility of developing government bond markets, and policy 
recommendations. It will be a useful reference to policymaking for capital market development 
in developing countries in Asia, with applications worldwide.
$25.00 / PB / ISBN 971-561-364-0

handbook foR integRating PoveRy imPact assessment 
in the economic analysis of PRojects (2001)
This Handbook is intended to assist ADB project analysts in understanding the poverty reducing 
effects of operations by integrating poverty impact assessment in the economic analysis of 
projects. It provides practical recommendations and examples that build on current practice in 
project economic analysis. In addition to discussing conceptual aspects, the Handbook provides 
worked examples based on ADB projects. 
$10.00 / PB / ISBN 971-561-410-8
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coRPoRate goveRnance and finance in east asia:
a study of indonesia, RePublic of koRea, malaysia, 
PhiliPPines, and thailand, vol. 1  (2000); vol. 2  (2001)
This is a regional study of corporate governance and finance in selected developing member 
countries of ADB. The study attempts to identify the weaknesses in corporate governance and 
finance in countries most affected by the 1997 Asian financial crisis, and recommends policy 
and reform measures to address the weaknesses. The findings of the study are presented in 
two volumes. Volume One, A Consolidated Report, presents the framework for analyzing 
corporate governance and finance, summarizes the major findings of the five country studies, and 
provides key policy recommendations for strengthening corporate governance and improving 
the efficiency of corporate finance in ADB member countries. Volume Two, Country Studies, 
 collects the five country reports.
$10.00 / PB / ISBN 971-561-295-4; 93 pp. (Vol. 1)
$15.00 / PB / ISBN 971-561-323-3; 277 pp. (Vol. 2)

financial management and goveRnance issues (2000)
This 8-volume report describes the results of a study of financial management and governance 
arrangements in Cambodia, People’s Republic of China, Mongolia, Pakistan, Papua New Guinea, 
Uzbekistan, and Viet Nam.
$10.00 / PB / ISBN 971-561-326-8; 127 pp.

     
handbook foR the economic analysis of health sectoR PRojects (2000)
It is intended that this Handbook could assist in enhancing the quality of health sector projects 
before their approval, and also in monitoring their implementation and post-evaluation. 
$10.00 / PB / ISBN 971-561-285-7; 156 pp

Rising to the challenge in asia: a study of financial maRkets (2000)
The Asian currency and financial crisis has unveiled many intricate problems and challenges in 
macroeconomic management, banking and capital markets management, institutional capacity, 
and governance of the financial systems in the region. This 12-volume study looks at the financial 
markets in nine developing member countries to analyze and deepen the understanding of the 
sources of the crisis in currency and financial markets, to provide a useful basis for designing 
and implementing preventive measures and refocused country strategies, and to help ADB and 
its member countries build robust and sustainable financial systems in the region.
$20.00 per volume / PB / ISBN 971-561-240-7; 167 pp.
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