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Editor’s Note: This presentation is about poverty and redistribution in 
emerging economics. It was prepared for the Asian Development Bank’s 
Distinguished Speakers Program held on 25 October 2011 at the ADB 
Headquarters. Various types of poverty alleviation programs are discussed, 
and the central role of information in program design is highlighted. The 
informal style of presentation has been preserved. 
 
 
 
 
 
 
 

 
I.  INTRODUCTION 

 
In this lecture I will try to construct a theoretical framework to understand 

poverty policy. In doing that I am very conscious that dealing with poverty is not 
just a matter of developing a theoretical model that will tell you what to do, 
because dealing with poverty is massive, very important, and with many specific 
details and issues that I will not touch on or do not know nearly enough about. So 
this is going to be seen from a rather broad standpoint. I would not call it 
macroeconomics, but compared to many of the issues that matter for the relief of 
poverty, this is a relatively macro point of view. 

I am going to start from basics that I know are familiar to most of you 
using the standard extreme poverty line, or essentially $500 per person per year. 
There were apparently at least a billion people below that line in 2005— certainly 
probably more than less. Since then, population has grown, particularly the rural 
population, and the lower-income economies have grown faster. There are almost 
certainly fewer than a billion now, but it is still a pretty large number. How much 
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would it cost to get rid of that extreme poverty is what I am going to be focusing 
on.  

On average, one might reasonably guess that the people below the poverty 
line need about $100 a year to rise above it. $100 is not the average of 500 but 
there are many more people close to the poverty line than there are close to zero 
unless one gets down to focus on a day at a time perhaps. If there are still as many 
as a billion people in extreme poverty, then simple arithmetic seems to say that is 
needed in order to get everybody above that poverty line is just a hundred billion 
every year. There are people who could regard this figure as an understandable 
number. So on the face of it, it should not be a big problem even if there are a lot 
of difficulties about getting the money to the people who need it. From that point 
of view, it seems perhaps a little strange that we have left anyone in extreme 
poverty. But naturally, we all understand very well that these numbers are 
completely misleading. 

Even if one were to take the standard economic model, the very simplified 
economic model that many of us have used in trying to understand taxation, we 
will think that the way to eliminate poverty is to have redistributive taxation, or to 
redistribute from those with higher incomes toward those with low or practically 
negligible incomes. We call this business of making transfers, of taking money 
away from some people and giving it to others, the tax system. Of course 
redistributive taxation in that sense includes subsidies to people with low 
incomes, to provide a minimum level of consumption to absolutely everybody. I 
want to imagine a very simple example, and I suggest you imagine it for the 
whole world rather for any particular country. You could set up a system in theory 
that would give anyone who had no other income –$500 a year, paid out at 
weekly intervals or something like that. And then you would introduce a 
system—it does not particularly matter if you call it a means-tested subsidy 
system or a tax system—that would, according to jargon, “claw back” certain 
amounts of any income that a person would earn, so that somebody who actually 
earned $500 would have to pay, would have this basic benefit of $500 reduced by 
half to $250, up to the point where there would be no subsidy at all. This comes in 
at a little above $1,000 a year. Even with this total Utopian system— which is as 
like a simplified version of the subsidy systems that exist in most of the 
developed world—you can see that it is going to take a lot more money to give 
subsidies than under the previous imagined system where you simply took people 
above the poverty line and only did what was required. In this case, it is not at all 
easy without more work than I put in to get a reliable estimate. Nevertheless we 
do not need a reliable estimate—rough and ready estimate of the cost to do this is 
now $500 billion rather than the $100 billion I mentioned earlier. 

Of course $100 billion is less than the total aid budget, while $500 billion is 
rather more. And that is all rather misleading since a great deal of development 
aid goes on within countries where a lot of the expenditure on various important 
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things in the country comes out of the government’s own budget collected out of 
taxes (although some certainly does come from aid). So $500 billion is not 
impossible with current levels of taxability and generosity. But that system is 
clearly not workable. This is simply because it would actually be difficult to raise 
that much. Above all there is the obvious difficulty that one cannot easily identify 
the needy. I am sure you are thinking straightaway of schemes like Grameen 
Bank where a fair amount of resources is spent dealing with each loan just to 
discover something about people’s circumstances, just to set up the details. So 
those schemes would cost something to get information, and it may cost quite a 
lot to get reliable information.  

It is expensive to distribute to the needy. I suppose that something like 
dropping food from planes in Southern Somalia would be an extreme case just to 
show how expensive it may be to give aid to needy people but it can stand as a 
good illustration of the problems one might have. Perhaps one of the things we 
have to think of first would be to what extent people who are handling the 
distribution of money to the poor may actually cream some of that money off the 
top or in fact quite a lot of it. There is a lot of evidence, not merely anecdotal 
evidence but actual measurements, of the amount of money and resources that 
disappears in the course of attempts to give aid. Hence, it is indeed expensive to 
distribute to the needy and to difficult  to identify them. 

It may well not be best to think of distributing to the poor entirely on the 
basis of income or in the form of money. Many of the very poor are poor because 
they have had a serious illness and are unable to work, or somebody in the family 
may have had an illness that is very expensive to treat. Disability is, even in the 
richest countries, a very serious and widespread issue, certainly so in lower-
income countries. This is a matter of major importance, one I take as the leading 
example why we do not really want to distribute the same amount of money to 
everybody with the same income. One’s circumstance actually depends also on 
other costs. Age is something else that clearly matters—a child, in some sense, 
does not need quite as much money as an adult. Older people may have rather 
different kinds of needs. And of course, education would not be equally 
distributed; more education is distributed to the young, and one should probably 
distribute more education to people with particular abilities that may be relevant 
even if they are the very poorest.  

Another issue that has to be taken into account, although it does not look as 
though it would necessarily increase the costs of the system, is that costs may be 
really quite different in different places. The usual contrast is between the costs of 
living in the city and in rural areas in low-income countries. There are large 
differences between the two. One factor is the cost of travel within the city. 
Another is the high cost of housing in many cities. Also, food is likely to be very 
differently priced, so very different if you grow it yourself or buy it in a shop in 
the city.  
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But fundamentally, the issue we have is that the standard model assumes 
that it is possible to take money away simply by legislating tax, to take it from 
people and make it all available to spend, and possibly legislate a subsidy, which 
means simply taking money out of government revenue and transferring it 
directly into the pockets of whoever deserves it. But actually that is simply an 
inaccurate description of the real world. A standard model assumes that incomes 
can be observed more generally at no cost. And then of course, having made that 
assumption, the model uses information about the individual’s income or 
circumstances as a basis for tax or subsidy that the individual may pay or receive. 
In fact as I keep emphasizing, in low-income countries it is often very costly to 
find out people’s income or circumstances. There are a variety of problems that 
lie behind this—a lot of poverty is because a farmer has had a bad harvest, caused 
probably by a particular insect infestation that attacked a particular farm, or 
holding, or village. In any case it is going to cost something to discover the cause.  

Moreover, many people have informal jobs, or jobs where no 
straightforward record of employment can be freely accessed by government 
officials. Many employees, even those with full-time jobs, may be working for 
firms where information is very hard to obtain. It is not always perfectly easy to 
discover the size of a family. Serious illness and disability, even in the richest 
countries, are a tricky problem to assess and measure. On top of all that, there are 
reporting errors. Even if none of the previous issues existed, there will still be 
noise. That noise might be generated accidentally, for example, the person you 
asked to estimate how much was produced in the farm this year or this week has 
forgotten some of the items or has not remembered them accurately. In addition, 
people may deliberately misreport, or the misreport may not result from the 
person who actually had the income but perhaps the person who had been sent out 
to observe it. And of course, we are all too aware that people may also be paid to 
make fraudulent reports.  

To change the model, we should introduce better measurements of the 
information. Here is what would be a first apparent answer:  decide if you can do 
should you be unable to get the information. One way would be to pay a uniform 
subsidy to everybody and collect revenue in whatever way you can. “Whatever 
way you can” presumably means you will derive tax revenue from the usual 
battery of taxes or sales taxes, which of course are not going to collect any tax 
revenue on the basis of what is produced in a self-cultivated farm and consumed 
at home. Misinformation about informal sector incomes presumably means you 
will just get tax revenue from the formal sector and incomes generated there. I 
suppose it is generally believed that the income that can be taxed is the income 
that is paid into bank accounts, which in most low-income countries, is not going 
to be a very large proportion of the population although it may be quite large a 
proportion of the incomes generated.  
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And then there is another important source of revenue that deals with 
poverty, which is development assistance. Hence, it is not that there is not any 
revenue that could be used to pay a uniform subsidy to everybody. Ideally that 
subsidy ought to eliminate poverty. Remember there are going to be some people 
who have nothing, therefore the subsidy should be $500 per head following the 
illustrative numbers that I was using earlier. For many countries some 30 to 40 
years ago, I suppose that would have been a substantial part of their gross 
domestic product. Fortunately, many countries now have poverty headcounts and 
the number of people below $500 per head per year is less than 20%, and many of 
the lower-income countries even have lower than that, I believe the Philippines, 
for example. But on top of that of course, there needs to be various other 
provisions like free or cheap education, health care, various kinds of 
infrastructure, water supply, sanitation, roads, public services, etc. Some of these 
will be very small items but it is really the poor that we are thinking of. Quite a lot 
of money will be needed and really, for many countries, it is not inconceivable to 
do this.  

Even a general subsidy of the kind I was just describing would certainly 
look at least feasible provided that you have some form of administration to do it, 
i.e., a kind of institution where people will make the payments, people will raise 
the taxes, and people will distribute the payments. Presumably you also need 
nowadays an electronic means of getting the payments to the right place. Births 
and deaths, and locations and perhaps even marriages, need to be recorded and 
recorded securely. You also need reliable methods of payment. All of that seems 
to require a rather serious administrative infrastructure. Everybody would want 
reliable methods of payment. It is one thing to say you need it; quite another to 
ensure that it can happen, and quite plainly, many countries are not going to be 
able to do that.  

Universal banking appears to be a minimum need. Here I do not necessarily 
mean banks of the kind that we have in the United Kingdom, or Hong Kong, 
China, but simple banks. The fact that Latin American countries such as 
Argentina, Brazil, and Mexico  can set up cash transfer schemes shows that this 
kind of thing can be done. Although in all of this, only Brazil is even moderately 
low-income. India is currently establishing a record system to record everybody 
in the country by giving them all cards that could well be a basis for the kind of 
transfers we are talking about. But for the solution that I was mentioning that 
entails an enormous cost, a $500 per year payment to everybody could not 
possibly accomplish this. Do we need to find something better?  

It seems to me that there are two different ways of doing this. One is to 
somehow find information that is useful and relevant to determine whether or not 
somebody qualifies for a subsidy, i.e., we may agree that it is going to be 
impossible to get detailed income information about many of the lowest income 
people, nevertheless, there might be relevant information that would give an 
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imperfect proxy of the income that a person has, on the basis of which we can 
decide the level of subsidy to be given. The second method is to devise some 
form of subsidy that automatically limits the recipients, i.e., not everyone who 
apparently qualifies for a transfer subsidy will in fact choose to take it. Ideally 
you think up a way of having a subsidy that only the deserving would accept. I 
can give you that kind of answer in imagination so that you can then think of real 
world possibilities of this kind.  

Imagine that you can somehow rather train people at school that they 
should not accept any money from the state unless they are in real need. In that 
case you could make the offer but only people who are in real need would take 
the money. Of course I mention this in part because there is something of that in 
reality already. It was found in the United Kingdom that many people did not in 
fact apply for welfare benefits that they were entitled to and as far as could be 
determined, because there are many people who simply do not want to accept 
charity from the state or perhaps from anyone. For example, there were a lot of 
people on the old-age pension in Britain. The basic pension was just slightly 
below the poverty line so that they were all entitled to a small additional payment 
out of the general welfare budget, and they would not be losing very much by 
refusing to take this further charity. They certainly accepted the pension without 
regarding it as a charitable payment. Both of these methods are already in fact 
used in various ways so what I am trying to do is to provide a rationale for a 
number of features of poverty relief programs. This leaves the challenge as to 
whether I have perhaps missed some possible ways of doing it as I probably have.  

Here is a good start with a particularly simple example of using information 
that is probably pretty accurate: poverty is greatest among the elderly. But of 
course it is not quite true that everybody who is old has a low income. Subsidies 
could be introduced for everyone over 60 or 65. In other words, have a universal, 
publicly-funded pension. Many countries in fact do that (although it should 
obviously be a different rate in rural and urban areas because of the price 
differences). A very specific advantage to this is that it just does not help the 
elderly. Once you introduce this program, younger people who sometimes have to 
work or manage to produce something on their plot will no longer have to try to 
save quite so much or will no longer have to have more children in order ensure 
support in their old age. This induces a different behavior and in particular would 
raise the level of consumption that people have. This is not to say that I would 
prefer to see measures of poverty that are based on consumption rather than 
income for this is something that varies from country to country. Rather, I see the 
introduction of a universal publicly funded pension as a way of raising everyone’s 
consumption, or raising consumption at all times for people on low incomes.  

Similarly, there’s a case for having subsidies on behalf of children—in 
other words, paying something to parents on the basis of the number and age of 
children that they have. But both of these age-dependent subsidies, child subsidy 
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and elderly subsidy or pension, also involve payments to people who are not poor. 
The desirable level of subsidy will therefore be lower than if it had been possible 
to target the poor more precisely. Whether this is a very serious problem is not 
clear. I do not suppose that introducing things of this kind and therefore making it 
clear that money spent on the programs will not only go to the very poorest. I do 
not think that will necessarily reduce the moral claim on money from 
development assistance or from higher-income tax payers significantly. But at 
least in theory, we are thinking of an ideal redistributive tax system. We would 
have to say that the level of subsidy and the level of the pension will be lower 
than would have been the case under an ideal system where one has full 
information about everybody’s circumstances.  

Here is another perhaps more useful method. It is possible to use local 
information that can be obtained much more cheaply per person than individual 
information. Instead of getting an accurate measurement of one farmer’s harvest, 
one can have an estimate of the total crop in the neighborhood or village, and the 
level of subsidy for all of the people in the neighborhood or the village could be 
related to that estimate. Or one could use the results of an employment survey in 
the village as a basis for determining what sorts of payment should be made. Of 
course these are imperfect measures, but if we cannot get perfect measures, what 
can we do?  

The size of the cash transfer can be based on the state of the local economy. 
We have plenty of examples of this being done, famine relief being one. Famine 
relief is food—probably food, tents, etc.— brought into specific regions or towns, 
or wherever because there is clear evidence of need. In most sophisticated 
economies, one might also set about getting detailed information about an 
individual’s needs. But in poorer economies you simply use that—an earthquake 
or whatever it might be—as a signal that you should transfer resources to the area. 
What I am saying is this ought to be used more widely and ought to be based on a 
systematic set of rules that could be understood as being reasonably fair. There is 
no way that it could be understood as completely fair because of course many 
people who would like to receive subsidies and who, even in the sense we mean 
here, deserve them, would lack the subsidy, because they happen to live in a 
village that was on average relatively well off. But in principle this should be 
quite doable, and so long as one can use the kind of administrative structure from 
simple banking that I mentioned earlier, administrative losses should not be 
enormous—perhaps 25% due to corruption, but that is probably about it.  

What about the other idea that one might be able to find other kinds of 
subsidies that are self-limiting? In an ideal world, health care would only be 
accepted by people who needed it. For example, one would only go to the surgeon 
to have an amputation if it was a really serious problem. That is the strongest 
argument for having a free health care service: it is a way of making transfers to 
those who need it. The need is not on the basis of first collecting information, but 



8  ASIAN DEVELOPMENT REVIEW 

leaving it to the potential recipient to reveal that they indeed need that medical 
care. Of course many health conditions imply that people need more than just 
health care, as when there is disability resulting from ill health, as mentioned 
earlier. If somebody is unable to work and so long as he is unable to work because 
of his health problems, then he would like to receive a transfer subsidy so as to 
prevent serious poverty.  

Which countries do this kind of thing? Many developed countries provide 
subsidies to people who receive medical care. Poor countries should do this too 
because the disabilities can be easily and cheaply monitored through the treatment 
rather than through special individual monitoring, which is expensive and 
unreliable. There is a problem here of course about how long the treatment goes 
on, but that is another matter. 

Here is another example. Free or cheap commodities—notice I am not 
saying money now because if it is money, it is hard to see why people should not 
accept money, though they might not accept certain commodities—that people 
will only accept if they are poor, that can be provided. In here I provide a 
justification for social housing programs. However, I suspect that making low-
quality housing available is only a good method for reducing urban poverty rather 
than rural poverty. Most people would not want free or cheap, low-quality 
housing because if they used it, they would not be able to enjoy better 
accommodation. How so, you may say, couldn’t they just accept it and then rent it 
out? Not if the supply of this accommodation is enough that the equilibrium price 
would be zero. So if it is freely supplied in sufficient quantity, then there is simply 
no reason for anyone to accept it unless they will use it.  

Now this is more complicated than I am setting it out here. Many people 
may have a certain inertia moving into out of accommodations, and once they no 
longer really want or deserve this low-quality accommodation, they may still stay. 
Here is where there are problems. Nevertheless, they might not be big enough to 
be serious. So one can indeed set this scheme up with no incentive to cheat, 
although of course all of the poor who get this accommodation should enjoy the 
same level of accommodation. This could go up to a level of income or need 
above what you would have ideally chosen, so that it is going to cost more to 
achieve this accommodation for people than you would have liked.  

I think this is a model that still needs to be worked out properly  and it is 
quite likely that it would be better to charge some price as in Hong Kong, China 
or in Singapore, rather than to have it free. If the supply is sufficient for the 
equilibrium price to be zero, say  nobody else wants it, it may be worth imposing 
a higher price and accepting that some people will try to cheat. One probably has 
to do some inspection to deal with the problem. 

Are there any other cases like that? There seems to be something special 
about social housing because broadly-speaking, only one unit can be occupied. 
There are many complications to this. There are large households in some 
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countries. It may be difficult to have low-quality housing suitable for a family of 
10 that does not approximate luxury accommodation for a family of two. But on 
the face of it, it should be possible to get around that.  

Still other possible examples might be lower-quality food grains, millets of 
various kinds, or lower-quality rice. No doubt this would have resale markets, but 
the issue of resale is perhaps not all that serious because of the relatively small 
quantities to be involved. Simple mobile phones, and certainly water standpipes in 
the street are other examples. These are all imperfect subsidies. They distort 
consumption choices and provide for some people who are less in need. But as 
part of the battery of a whole collection of policies to reduce poverty, they may 
have a place and perhaps a big one.  

Growth itself will reduce poverty. I certainly would not wish to deny that 
poverty can be reduced by methods other than redistribution. As incomes rise, 
provided that growth happens in the right sectors of the economy, people will 
gain, and growth in one sector can influence incomes in another sector through 
general equilibrium changes of prices, such as when people being employed in 
cities may increase the incomes of people employed in rural areas despite 
reducing the rural population. While I happen to have my doubts about the size of 
that effect, it certainly exists. In a recently published paper, Montalvo and  
Ravallion (2009) argued that in the People’s Republic of China, poverty reduction 
was mostly—by most I mean more than 50%—due to agricultural growth. A 
significant element of poverty reduction also comes from the population not 
growing very much as a result of the country’s one child policy. In that case 
subsidized fertilizers seem to have been important and of course these benefits are 
larger for better endowed farmers than others. But nevertheless, it made 
numerically a very substantial contribution to reduction in poverty. I simply think 
that there could have been a yet larger contribution had it been supplemented by 
redistribution.  

Picking up on agriculture one wonders: could agricultural subsidies avoid 
being regressive? By regressive I mean that people who use more fertilizers, who 
have bigger farms, and who generate more will get a bigger subsidy. Agriculture 
procurement could pay higher prices for smaller amounts supplied. Or one could 
pay as much to somebody who supplies a small amount, as does somebody who 
supplies a larger amount; this is one way of administering a basic subsidy. The 
advantage happens just to agriculturalists, the farmers, but if productivity goes up 
as a result, i.e., the value productivity in farms will rise, which will increase wage 
rates in rural areas generally, making the benefits more widely distributed. In this 
case, does it mean that inequality in the People’s Republic of China was between 
villages? Subsidies could have varied with locality, and this becomes more 
important the more progressive the subsidy system is. 

In conclusion, can we eliminate poverty? It is so inefficient to leave 
poverty relief to growth, particularly since agricultural incomes seldom grow 
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nearly as fast as urban incomes. Subsidies—cash transfers using local and other 
information, free schools, health care, basic pension, child allowances, social 
housing, and local public goods like water, sanitation and roads—can speed up 
the whole process. There is plenty more that can be done, and I know it sounds 
expensive, but I believe there is scope for more. 
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