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Plan; of the presentation

PoVerty, grewih and inequality;

s What Is the relative imposrtance of grewth and ineguality. fior
POVErtY reduction?

s What de we know! abeut the sensitivity’ off poverty: te growth?

Fhe relatienshipr between: growitiha andi imeguality

s Doees faster growth “per se” lead te more ineguality?
s Does less ineguality “per se” lead to; less; growitin?

PolICIES) anafpPeVeNLy

s IS a pro grewth strategy: the best pro poer strategy?
m Are there policies that present growith poverty: trade: ofifs?




Erom; policies to) peverty...
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SOME pPapers focus on the growtn
& distripution - poverty: relationship
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Others on the growihn - Inequality,
ielationsnip
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Einally, ethers on the inpact of
policies on growtha andiinegquality,
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Poverty, grewth and ineguality

We knew! that: growth IS geod! fier peverty: reduction

WWeralser knew! that growthraccompanied by’ progressive

distrbuitienal change s even hetter (at least It peIincome
IS albove the PL).

But...

x| practice, how: Impoertant Is each of these elements for peverty.
reduction?

s What de we knew abheut thelr determinants?
Impact of lewer ineguality” on' the: grewith' elasticity’ off peverty.




Relative Importance: off petential
SOUrces) of poverty reduction

Kiraay: (M Os) finds thait:

s About 40 percent in short-run changes in (HC) poverty: cam e
explained by grewthrin average Incomes.

x In the medium- to leng-run abeut 75 percent 1 (HC) poverty: Is

due: ter growih Inf average InCemes.

s Cress country differences in the sensitivity of poverty te growth
I average nmeoemes; (I.e. 1n the elasticity) are very: smalil.

Thisiweuld suggest: that

s A policy package fiecusing en grewith sheuld Be at the center of
any pre  poor growih strategy: (at least iffwe adopt a leng-run
NoMzZon)).




The sensitivity: off peverty to grewtn

Ravallion (EL 97) focuses on hew. the growth elasticity, of
POVERLY IS related to Inequality:

s Changes in (HC) peverty=k(1-Ginr>*grewith

Ravallien (VI 04) impreves this: (empirical) moedel but the
PAsIC message remains the same.

This implies that the peverty reductien asseciated to a
gIvVen grewth rate 1s negatively related 1o, the: existing
level offinequality:

s FOor a given grewth rate, moere unegual countries will find it
narder te reduce poverty.

s Reducing poverty fast will reguire paying attention to
distributional I1Ssues.




Do Initial conditions matter?

S0 far..
a Growith matters, (Kraay)
x Inequality: matters (Ravallion)

BUt doreach of them matter Il Some: Countries

more than In others?

s [0 answer this We assume: that inecome fiellows a leg-noemmal
distrbution (Bourguignen (MF02)) finds, that -at least for PO- this
approximation; Seems te) be: extremely: precise)

s [his assumption; permits' identifying precisely the contribution of
grewth and distributional change for poverty reduction as a
function of level off develepment and initial ineguality.




The sensitivity off peverty toe
growth (Under leg-noermality)

Growth Elasticity
PL?/ Gini . 0.4 0.5 0.6
0.16 i -3.3 -2 -1.2
0.33 -2.2 -1.3 -0.9
0.5 i -1.6 -1 -0.7
0.66 i -1.2 -0.8 -0.5
0.9 i -0.9 -0.6 -0.4
1.1 -0.7 -0.5
Inequality FElasticity
PL®/ Gini 0.4 0.5
0.16 l. 7 53
0.33 ) 3.3 2.4
0.5 ) 1.7 1.4
0.66 ) 0.9 0.8
0.9 i 0.4 0.4
1.1 ; 0.1 0.2




The Impoertance ofi growin fier
POVEerty reduction




Some simulations...

. b
Scenario 1l

0.4 . .
16 -5.7 -2.2 -0.7 0.4

33 -6.8 -3.3 -1.5 -0.7
50 -5.9 -3.1 -1.6 -0.9
66 -5.1 -2.7 -1.6 -0.7
90 -3.8 -2.3 -1.4 -0.8
110 -2.9 -2 -1.3 -0.9

Scenario 2®
0.4
-6.6 .
33 -8 -4.4 -2.6 -1.8

50 -5.6 -3.2 -2 -1.4
66 -4.2 -2.4 -1.6 -1
90 -2.8 -1.8 -1.2 -0.8

-1.4
Difference
0.4
. -4.4 . .
33 -1.2 -1.1 -1.1 -1.1

50 0.3 -0.1 -0.4 -0.5
66 0.9 0.3 0] -0.3
90 1 0.5 0.2 0)

110 0.9 0.6 0.3 0.1




Al alls..

Growith IS crucial for peverty: reduction,, but distrkutienal
change alse matters.

On the balance of pre: grewitnr and pre: Pooer: PolICIES:

I counitres with very lew inceme, it will lbe: difficult ter achieve
poverty reduction; enly, through distrikutional change.

In contrast, In richer countries, redistribution can be effective.

In Very unegual ceuntries, the impact of a given; growth rate on
poverty reduction willtlhe small.

I centrast I more equall countries, the Impact off a given
grewth rateron poverty: reduction will e more effective.

Einally;, 1ni very peor and very unequal countries...




The relationship Between
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The relationship Between
growthr anai inceme aistrnution

Impact of growtharen Income distriution

s lechnological change may lead te a rise in inequality’ threugh a
Shift In relative: lalnor demand tewards skilled 2ol

s But growth can'alse leadi te) ani increase in the pool of skilled
Workers and therefiere reduce inequality-

Impact of iIneguality’ en: growii

s Investment maivisibilities o RIgher prepensity: to save inithe. rch
may Imply: that imeguality:Is, geod for growth.

a Political ecenomy, crime, or Incentives to iIncrease human capital
considerations may. Imply: that eguality: enhances growtn.

Impact of redistrikutien eni grewii

a Incentive considerations may imply: that redistribution negatively
afifects growith.

s Capital markets imperfections considerations may: hewever imply.
that redistribution pesitively affect growth.




The relationship Between
growthr anai inceme aistrnution

Impact off grewithren Income distrnution
s Dollarand Kraay (JEG 02) -NO Impact
s Easterly (JEG 99) -NO Impact
s Cheniand Ravallion (WBER 97) -N0O Impact
s Deininger and Sguire (WBER96) -NO Impact

Impact el Inequality: enI grewi
Forbes (AER 00) -positve
Lifand Zhou (RDE 98) -positive
Barre (JEG 00) -Ne IMpPact
Alesina and Roedrk (QJES4) -Negative
Perottl (JEG 96) -nNegative

Impact of redistrikutien oni grewth
a Easterly and Rebelo (JME 93) -positive
m Perotti (JEG 96) -positive




Seme Implications...

Lack of a trade ofiff between! growiirand Income
distrlutien:

s Standard growtn enhancing pPolicies; sheuld e at the
CENterR of poverty reduction strategies.

Impact of ineguality/redistribuition; anal grewin

x \We need to investigate this ISsue: much mere with
theoereticalland empircal werk that evaltiates the
channels threugh Which these variables are: related

Political economy.

Incentives

Capital market Imperfections
Education and skills
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Policies/institutions and poverty

Prehakly: the mest interesting| part oi this, delhate
PELA o PElICY Makers and for operauienal staili:

Unfertunately It IS the weakest strand! of the
literature.

Usually: lvased e cross, countny regressions, that
nave produced mixed results. EeCUS has heen

Potentiallimpact ofi pelicies/outcomes, Rl growith and inequality.

Potentiall conflicts between the growth and the peverty Impact of
some policies.

Potentiall dynamics in poverty: (different short and leng run
effiects).




Policies and poverty

Dollar and Kraay (VEGH 02) and Kraay: (IVF03)

s Find littler evidence: that relative ICOmES are
correlated with' standarad explanatony vamakles used 1n
the literature:

Implicatien: Adept a pro growin package

Barre (JEG 00), Lirand Zhoul (AEE 02), Lundiherg
and Sguire: (EJ 03) anad Lopez (IMF03)

a Eind some evidence (stllfweak) that seme. pre; grewii
policies may: negatvely affect ineguality (poetential
trade: ofifs)

Implication: When adopting a pro grewth package keep an
eye on the pessible Impact on Inequality: (at least i the short
run).




Policies, and Inequality;

B(2000) D&K(200 L&Z(200zK(2003) L&S(2003L(2004)
Better Education +
More Trade

More Financial. Devel,
Less Government Spending
Better Rule of Law

Lower Inflation




Summing up...

There seems to be some consensus In a few
areas:

s GrowthiIs fundamental for peverty: reduction, and in principle growih
“asisuch™ doesinot affect Ineguality.

Grewth accompanied by progressive distibutional’ change Is even better:
than| growih alene.

The level eff development and the level eff inequality’ off a given country

shieuld be taken inte account When designing peverty: reduction
strategies.

Better education and lewer inflatien: are: typically: asseciatea with Iower
poverty.

BUt beyond that there seems; te be little’ else:

The role efi ineguality seems; more significant in; the: short run.

We knew very littie aboui the petential impact of inital ineguality’ levels
and redistribution: en: grewitn.

There may be seme policies that present growth-inequality trade offs,
but admittedly we know: very little regarding about the petential impact
off pelicies oni inequality.
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