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FOREWORD

The Asian Development Bank has been involved in a range of poverty-
related issues in its developing member countries for many years,

but until now has not had a comprehensive strategy to guide its overall
operations for reducing poverty.  A growing consensus, nationally and
internationally, that poverty reduction must be the primary and most
urgent priority of development efforts in Asia has led the Bank now to
declare poverty reduction as its overarching goal. A comprehensive
strategy has become necessary in order to achieve this goal.

Work to prepare a poverty reduction strategy for the Bank began
in late 1997. In view of the different needs and conditions with respect
to reduction of poverty in the various subregions and individual coun-
tries, an essential step was to consult a cross-section of major borrow-
ing countries. This was done through Regional Technical Assistance
(RETA) 5798–Consultations on Strategies for Reducing Poverty. The
aim was to discuss, in a series of forums, national policies, program
strategies, processes, and approaches for reduction of poverty in order
to develop a strategy and approaches that the Bank might adopt to best
support poverty reduction.

The key issues emerging from the country consultations, in terms
of lessons learned, strategies used, and implications for national and
Bank policies, are summarized in this report. The major findings have
been used to guide the preparation of the Bank’s strategy for reducing
poverty.

The views expressed in this paper do not necessarily represent
the official position of the Asian Development Bank. However, I hope
the findings reported herein will be useful to all the Bank’s developing
member countries as well as to other multilateral and bilateral agencies
working in the region.

Kazi F. Jalal
Chief

Office of Environment and Social Development
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As part of the preparation of a poverty reduction strategy for the
Asian Development Bank, consultations on strategies for reducing

poverty were held between November 1998 and April 1999 in Bangladesh,
People’s Republic of China (PRC), India, Indonesia, Kyrgyz Republic,
Nepal, Philippines, Sri Lanka, and Viet Nam. These countries are major
borrowers from the Bank and represent three groups of developing mem-
ber countries–East and Southeast Asia, South Asia, and countries
undergoing transition to market economies–that have common charac-
teristics in terms of their needs and opportunities for reducing poverty.
Extensive meetings were held with government officials, development
agencies, academics, nongovernment organizations (NGOs), and donor
communities in each country except in Bangladesh.1

In most countries, a formal consultation was conducted to bring
key stakeholders together in an interactive situation. The major focus of
the consultations was on the lessons that had been learned from poverty
reduction efforts in each country, the strategies now emerging, and the
manner in which the poverty reduction strategy of the Bank might best
support national efforts and priorities.

This report provides an overview of the key issues emerging from
the consultations and is intended to serve as a basis for discussion of
their potential implications for the poverty reduction strategy being pre-
pared by the Bank. For each country, a summary analysis was also
produced, copies of which are available from the Social Development
Division of the Office of Environment and Social Development of the Bank.

I. INTRODUCTION AND BACKGROUND

1 Planned consultations in Bangladesh were severely interrupted because of an extended
hartal (civil disturbance).
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A. The Importance of Poverty Reduction

The challenge of poverty reduction was without exception, the prior
ity concern in all countries participating in the consultations.

Accordingly, the Bank’s planned poverty reduction strategy received wide-
spread interest and support among all those consulted. In some quarters,
it was even suggested that the Bank should strengthen its policy objec-
tive from poverty reduction to poverty eradication. All the countries have
set ambitious poverty reduction targets and although many will need to
be adjusted in view of the financial and economic crisis in Asia, there is
clearly widespread commitment to the new international agenda2 for
poverty reduction.

As a reflection of this heightened focus on poverty, a number of the
countries are systematically reviewing both the effectiveness of past ef-
forts and the optimum role of external assistance. In Sri Lanka and Viet
Nam, where this process is already well advanced, it is likely that the
Bank will in the future be expected to respond to a much stronger de-
mand environment than in the past. It is also likely that the Bank will be
expected to coordinate support more closely with other agencies.

 A division was apparent between those countries that focused on
the poorest and those that focused on the poor. Countries that chose to
give priority attention to the poorest did so by establishing more absolute
poverty lines than did those that preferred to tackle poverty more broadly
(Figure 1). These more extreme poverty lines were used by some coun-
tries with a strong socialist/egalitarian tradition as part of a two-phase
process in which abject poverty would first be eliminated3 and then gen-

II. PERCEPTIONS AND PRIORITIES FOR
REDUCING POVERTY

2 Clear definition of this agenda emerged from the 1995 Copenhagen Summit Meeting
on Social Development, and is best reflected in the targets set by the Organisation
for Economic Co-operation and Development (OECD) for poverty reduction, which
include a commitment to reduce poverty levels by half before the year 2015 as well
as a range of related social development targets. (Source: OECD Development Assis-
tance Committee. 1996. Shaping the 21st Century: The Contribution of Development
Cooperation. Paris: OECD.) This agenda is also referred to as Strategy 21.

3 Both Viet Nam and the PRC, for example, have set early target dates for the elimination
of “hunger”.
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Sources: World Bank. 1998. World Development Indicators 1998. Washington DC, for
national poverty lines except for Indonesia (http://www.bps.go.id/statbysector/
consexp/table2.shtml)), Sri Lanka (World Bank. 1995. Sri Lanka Poverty Assess-
ment Report. Report No. 13431-CE. South Asia Region, Country Department
I. Washington DC), and Viet Nam (World Bank. 1995. Viet Nam: Poverty Assess-
ment and Strategy Report. Report No. 13442-VN. East Asia and Pacific Region,
Country Department I. Washington DC).
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Figure 1.A. Poverty Incidence: National vs. International (US$1/day) Poverty Lines

 Figure 1.B. Deviation of Poverty Incidence between National Poverty Line and
International (US$1/day) Poverty Line
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eral poverty would be tackled. Such a strategy seems based on an ap-
parent confidence that, given appropriate opportunities, all people have
the potential to raise themselves above the poverty line. As described in
the PRC, however, application of this policy is now encountering a phase
of diminishing returns since costs and difficulties appear to rise in solving
residual poverty among the very poorest communities. By contrast, other
countries, such as Sri Lanka, appear to have concluded that a significant
percentage of the very poor will not be responsive to opportunities for
economic advancement and will be better catered for via appropriate
welfare provisions.

B. Rising Inequality

A new and immediate concern expressed widely was the phenom-
enon of growing inequality within the countries. Although civil society
representatives highlighted this concern, governments with a strong
commitment to egalitarianism such as the PRC and Viet Nam also ex-
pressed serious concern at growing inter- and intraregional income dis-
parities and the consequent potential for social upheaval. Recent
Indonesian history served to heighten the sense of urgency over this issue.

C. Poverty Definitions

Poverty tended to be discussed and defined in classical terms of
the minimum income necessary to purchase a basic calorie intake. As
depicted above, the choice of where the particular poverty line is drawn
is a reflection of local values and has important strategic implications.
For most of the countries, this limited definition of poverty is understand-
able because the development of reliable national databases on any
parameter of poverty is relatively new, and income/expenditure satisfies
the need emphasized in some countries for a simple, basic indicator. In
reality, all governments recognized the multiple dimensions of poverty by
measuring and targeting a range of health, education, and other stan-
dards regarded as fundamental to human well-being.

The most advanced attempt to define and implement a holistic
matrix of poverty ingredients was the Philippines’ Minimum Basic Needs
concept, in which poverty is defined in terms of a three-tier needs hierarchy
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commencing with survival: food/nutrition, health, water/sanitation, and
clothing; security: shelter, peace, income, and employment; and enabling:
basic education/literacy, people’s participation, family care, and psycho-
social. For these needs, 33 specific indicators have been developed.4

The Minimum Basic Needs approach appears to have considerable value
and flexibility as a community planning tool, particularly when measure-
ment is coupled with self-perception techniques for identifying priorities.
Unfortunately, predictable standardization problems arise when attempts
are made to aggregate figures to create a broader database. Similar
problems were reported in other countries where holistic poverty mea-
sures have been pursued.

III. A FRAMEWORK FOR REDUCING POVERTY

A. Introduction

The development of a comprehensive strategy for reducing poverty
is necessarily daunting because of poverty’s multitude of definitions,

multidimensionality, and infinite number of causes and effects. To assist
in identifying the essential elements of a comprehensive poverty reduc-
tion strategy, a framework was constructed during the course of the
consultations with the objective of identifying the critical components.
Such a framework sees poverty in its most basic form as implying a lack
of essential physical, social, and psychological assets. Accordingly,
poverty reduction involves the creation of a situation in which the poor are
either given, or enabled to acquire, those assets necessary to achieve
a minimally acceptable level of existence. In essence then, the critical
task of a government is to create a system through which the poor can
increase their asset base. The assumption underlying this process is
that the poor already possess the most critical quality for poverty reduc-
tion, i.e., a powerful desire to acquire and use assets to improve their
own well-being and reduce their vulnerability.

What are the critical assets for poverty reduction? Among the
physical assets, land has historically been the most common asset

4 Indicators include incidence of domestic violence, participation in election processes,
minimum four months breast-feeding for babies, family planning access and practice,
etc.

A FA FA FA FA FRAMEWORKRAMEWORKRAMEWORKRAMEWORKRAMEWORK     FORFORFORFORFOR R R R R REDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY
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through which people have met their basic needs. The natural resources
of river, forest, and marine environments also provided the basis for de-
velopment for many communities. With the progressive exhaustion of
these traditional asset bases, the development of human capital, in the
form of education and skills, has now become the major avenue for in-
creasing the asset base of the poor. Opportunities for deploying such
newly acquired skills depend, however, on the existence of a conducive
social and economic environment. The existence of an appropriately
supportive environment is closely related to the final asset needed by the
poor, viz. access to social capital.5 Where social capital is strong and
the poor are in a position to have their voices heard, government and
institutions will strive to assist the poor to improve their well-being and
to protect them against misfortune. Where social capital is weak, the
asset-building process for the poor is likely to be compromised and
supplementary poverty reduction strategies will be necessary (see below).

B. Framework for Poverty Reduction

In general, the effectiveness of a nation’s overall poverty reduction
or asset-building process will be determined by three factors: economic
growth, distributional efficiency, and population growth. In line with this
general framework, the observations and lessons learned have been
synthesized into an assessment of key strategic components for each
of these three factors. The relationship between them can be notionally
expressed as follows:

Economic Growth x Distributional Effectiveness
Poverty Reduction  

Population Growth

Table 1 identifies, for each of the above three factors, the elements
necessary for effective poverty reduction in areas of (i) policy,
(ii) institutions, and (iii) program focus.

5 Social capital is broadly defined as the strength and diversity of associations that exist
between members of a community and foster trust and cooperation.



77777

Table 1: Elements of a Poverty Reduction Strategy

Policy Environment

A. Economic growth

• Market friendly
• Sound fiscal

management
• Unsound public

enterprises divested
• Inflation-controlled
• Sound use of

subsidies
• Effective public

investments
• Sound labor market
• Environmental

sustainability
• Limited government

borrowing

Institutional Factors

• Free of political
distortions

• Efficient
• Accountable
• Eliminate corruption
• Performance-rewarding
• Demand-based
• Transparent

• Effective participation of
poorer communities

• Effective participation of
women

• Effective participatory
planning

• Minimum political
distortion

• Accessible labor markets
• Mobile labor force
• Client-focused govern-

ment agencies
• Program transparency/

accountability
• Pro-poor judicial system
• Social capital

strengthened

• Gender-sensitive
institutions/staff

• Effective mother/child
health centers

• Significant number of
female teachers/health
workers

Program Focus

• Financial sector stability
• Established capital

market
• Stable government

policies
• Essential infrastructure

• Targeted programs for:
– empoverished areas/

sectors
– empoverished ethnic

groups
– women

• Basic health care
• Basic education
• Basic infrastructure

• Targeted economic
growth in areas of high
population growth

• Female education and
empowerment

B. Distributional Effectiveness

• Labor-intensive growth
• Universal education
• Pro-poor government

subsidies
• Effective, broad-based

tax collection
• Needs-based resource

allocation
• Efficient/equitable

social safety nets
• Minimum labor

standards in place
• Land tenancy/titling

reform
• Accessible courts

C. Population Growth

• Reproductive health
access for men and
women

• Universal education
for girls

A FA FA FA FA FRAMEWORKRAMEWORKRAMEWORKRAMEWORKRAMEWORK     FORFORFORFORFOR R R R R REDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY
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C. Economic Growth Strategies

Provided adequate social capital exists,6 the major requirement
for governments to be able to provide the poor with needed assets is
economic growth. With growth comes the opportunity for governments to
link the poor to its benefits, either by collecting and redistributing rev-
enue or, ideally, through establishing a direct linkage between the poor
and the growth center. In practice, that linkage usually takes the form of
work opportunities either as paid labor in the formal sector, or more
commonly, in the informal sector that emerges in parallel to any new
growth area. As demonstrated in the PRC and other East Asian coun-
tries, the application of good governance and sound economic manage-
ment can lead to high economic growth rates and high rates of employ-
ment generation.

The general principles listed in Table 1 can, if followed, usually be
expected to stimulate economic growth. However, this is not to under-
estimate the very many challenges involved in creating a stable, market-
friendly policy environment underpinned with efficient, transparent account-
able institutions and expanded via carefully prioritized investments.
Achievement of this enlightened level of governance requires a range of
reforms, many of which may be strongly resisted. Participants in the
consultations noted the valuable, if uncomfortable, role to be played by
external agencies such as the Bank in providing assistance that would
help developing countries to challenge vested interests and cushion
negative impact.

One major limitation has been that the very market forces that
create efficient growth are most likely to stimulate growth in nonpoor
areas, i.e. areas where infrastructure and human capital are already at
a more advanced level. The most significant manifestation of this prob-
lem invariably appears in rural areas where more straightforward produc-
tivity gains have already been achieved (through investment in irrigation,
green-revolution technology, etc.). Within this sector, shrinking landhold-
ings and residual policy defects have characteristically led to inefficiency,
lack of investment, and a typically widespread oversupply of labor. Despite
the challenges, most governments now see the strategic need to increase
support for the continuing intensification of agriculture. While certain

6 Where social capital is inadequate or stratified as, for example, due to domination by
an elite, governance will also usually be flawed and some form of reform will be
required before economic growth strategies will be effective in reducing poverty.
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offsetting strategies are possible, such as increasing labor mobility and
offering inducements to decentralized growth (see below), all the coun-
tries have experienced a strong asymmetry between the locus of growth
and the locus of poverty.

Growth that raises agricultural productivity and returns to farm labor
will remain a critical strategy for poverty reduction, because more than three
quarters of Asia’s poor remain in rural areas. For the poorer countries in the
region, more attention will have to be given to less-favored lands in setting
priorities for policy and public investments since these previously neglected
areas probably offer the only viable short-term means of raising incomes
and creating employment on the scale required.

While out-migration and economic diversification will be increas-
ingly important for low potential areas, new and improved approaches for
agricultural intensification will also be essential. Such approaches will
be based upon much stronger partnership and linkages between donors,
government research and extension agencies, NGOs, and community-
based organizations. Governments will also need to consider the need
for reform in agricultural pricing policies and in all aspects of land entitle-
ment and tenancy, as well as in fostering the role of the private sector
wherever increased efficiencies are needed. Increased government inter-
vention will also be required in promoting essential infrastructure, financial
markets, and ancillary support facilities for agriculture and agro-industry.

D. Distribution Strategies

Apart from the asymmetry induced by economic growth, most
nations also inherit substantial asymmetry derived from long-standing
social and geographic differences. A critical challenge in poverty reduc-
tion is therefore the effective targeting of government asset-creating ini-
tiatives to those areas and persons in greatest need. The first step in an
effective distribution process is, however, to establish an effective rev-
enue generation system (principally through a broad-based tax collec-
tion system). Once established, such revenue can then be used to expand
physical/human capital and create opportunities for the poor to deploy
these new assets. The second step involves the development of adequate,
pro-poor budgetary allocations for basic education/health services, and
appropriate social safety nets. The final step is the selection of priority
investments in the creation of additional assets such as extension services

A FA FA FA FA FRAMEWORKRAMEWORKRAMEWORKRAMEWORKRAMEWORK     FORFORFORFORFOR R R R R REDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY
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or credit access. To achieve allocation efficiencies, governments require a
clear analysis of the major contributing factors to poverty (see below). Within
key individual sectors like education and health, further detailed analysis
is also needed in order to target public subsidies to provide maximum benefit
to the poor, or poorest.

Targeted Poverty Reduction Programs

All the countries have made use of various targeted poverty reduc-
tion programs to create assets and employment among individuals,
communities, and regions in backward areas where poverty is highest.
Targeting invariably involves trade-offs in two areas: firstly, between the
cost of administration and the accuracy of the targeting; and secondly,
between providing short-term tangible assets such as small livestock/
credit packages and long-term intangible assets such as health and
education. In practice, the type of priority assets required by the poor will
depend very much on the specific reasons why they are poor and the
most likely opportunities they will have for escaping from poverty in the
foreseeable future. In general, the basic options lie in a combination of
short- and long-term strategies to increase human capital and stimulate
income/employment opportunities.

Targeted Human Capital Development

The value of universal education and access to health services is
by now well understood and enshrined in the policies of virtually all the
countries. In the education sector, the task of a poverty reduction strat-
egy is to ensure that priority is given to using public funds to expand
universal, primary education/literacy rather than for higher levels of edu-
cation. Further prioritization and recognition of the specially disadvan-
taged position of women is also desirable along the lines of the Strategy
21 targets, viz.:

• eliminating all gender discrimination in primary (and second-
ary) education by 2005;

• reducing by two thirds the mortality rates of under-five-year olds
by 2015; and

• reducing by three quarters the mortality rates of mothers by 2015.
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For many countries, analysis of past failure to achieve the above
goals reveals that the problem, and hence the solution, lies beyond simply
ensuring an adequate availability of resources. As illustrated in the case
study below (Box 2), in extreme situations, low education levels may reveal
a systemic antipathy to the education of poor people, especially girls, from
low-caste/class backgrounds. Where social exclusion (see below) is a factor
in limiting education, new and appropriately sensitive policy and implemen-
tation arrangements will be essential to achieve targets.

Targeted Income/Employment Generation

The asset most governments seek to provide via targeted poverty
reduction programs is that which generally represents the highest prior-
ity of Asia’s poor, viz., access to income generation or employment
opportunities. Most commonly in the region, the poor are rural dwellers
who have become tenant farmers or whose landholding asset has shrunk
to the point of near landlessness and who cannot avail of other off-farm,
income sources. In this setting, the options for government to assist are
few. The short-term imperative is to create employment opportunities that
are accessible to the rural poor, no easy task when skills and mobility
are usually limited. Most governments have sought to stimulate
agroprocessing and decentralized growth zones.

Some governments such as the PRC have successfully estab-
lished township/village enterprises to promote rapid economic growth in
areas as close as possible to depressed rural areas. This situation has
been achieved by providing appropriate infrastructure, taxation, and macro-
policy inducements. The inherent danger in this process is that if the
new enterprises are not an accurate reflection of market forces, then
eventual failure rates may be high.7

As a short-term response, most governments use public works
programs to create employment opportunities. Such programs provide
easily targeted8 wage employment opportunities for the poor, particularly

7 An estimated one third of township/village enterprises are unprofitable and have
consumed a significant proportion of the subsidized credit provided under the 8/7
targeted poverty reduction program.

8 By setting daily wage rates at or just below local wage rates, such schemes in general
attract only the poor.

A FA FA FA FA FRAMEWORKRAMEWORKRAMEWORKRAMEWORKRAMEWORK     FORFORFORFORFOR R R R R REDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY
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Box 1. Barriers to Education in Uttar Pradesh

Among the region as a whole, the 140 million inhabitants of the Indian
state of Uttar Pradesh (UP) lag far behind in most areas of social de-
velopment including literacy, mortality, nutrition, gender equality, etc.
Income poverty does not appear to be the origin of this situation since
income levels in UP do not differ significantly from those of India as a
whole. Similarly, the level of government expenditure on health and
education in UP is only around one fifth less than comparable expen-
ditures in South India. However, in terms of facilities and impact, child
mortality and female illiteracy remain twice as high in UP as in South
India. The following case study of primary education in UP illustrates
some of the social and governance issues underpinning this anomaly.

The study consisted basically of an unannounced visit to primary
schools in a cross-section of 16 villages. All but two of the villages had
a primary school. In the two exceptions, the construction of one had
been blocked because of opposition of powerful high-caste landlords
while in the other a school provided for under a special scheduled
caste development scheme had actually been misappropriated by a
neighboring high-caste settlement. The physical condition of all schools
was extremely dilapidated with most of the furniture and some of the
space having being appropriated by village heads, landlords, or teach-
ers. Special equipment provided under the central Government’s
Operation Blackboard remained largely unused and usually resided in
the home of the head teacher.

At the time of the visits, two thirds of the teachers were absent and no
active teaching was taking place in any of the sample schools. The
general ambience was of a chaotic child minding center. Teachers,
when they attended, routinely came late and left early. None of the
schools had a female teacher and only one third of those enrolled were
female. Not surprisingly, teachers did not consider it their duty to ac-
tively encourage school attendance as absenteeism was high. In gen-
eral, parents were highly critical of the education system and described
the situation as deteriorating. Accountability in government schools
was extremely weak.

By contrast, private schools in the same area displayed a high level of
enthusiasm and maintained high attendance and performance. Given
the lower salary scale in these schools, the main explanation for the
differences appeared to be the high level of accountability of the schools
and their teachers to the fee-paying parents.
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Despite the abysmally low quality of education in the villages studied,
some, usually high-caste, students fared much better than other, usu-
ally low-caste students. Although few overt barriers were observable,
it was evident firstly, that the traditional gender division of labor deval-
ued the incentive to educate females and secondly, that a range of
subtle caste discriminating practices provided strong discouragement
to low-caste students persisting with their education.

Source: Drèze, Jean, and Haris Gazdar. 1997. Uttar Pradesh: The Burden of Inertia. In
Indian Development, edited by Jean Drèze and Amartya Sen. Delhi: Oxford University
Press.

in off-seasons or in times of drought or financial downturn, as is currently
the case in Indonesia. Where local governance is of reasonable quality,
experience has been positive, with such programs being rated both in the
PRC and India as probably the most effective large-scale targeted pov-
erty reduction programs. Where programs are well integrated into the
local community, opportunity exists for creating valued long-term
infrastructural assets. However, where this is not the case, recurrent costs
may be difficult to justify, especially if leakage and underpayment of
workers are common.

Because the labor absorption rate of rural industry invariably lags
behind the rate of new entrants, some countries have attempted to cre-
ate an environment conducive to the development of the informal sector
by promoting accessible finance and marketing opportunities. Unfortu-
nately, in the past, many of the directed, subsidized rural credit pro-
grams of South Asian and some other countries have not only been ex-
pensive failures but may have also served to enrich and entrench a landed
political elite, thereby contributing to the continuing low quality of gov-
ernance in rural areas. By contrast, the experience of Indonesia’s unit
desa and similar microbanking institutions has been extremely positive
in supporting the informal sector. The Grameen Bank and similar
microfinance institutions in Bangladesh have been widely acknowledged
in helping the very poor, if not the poorest, to engage in low-yielding but
life-supporting income- and employment-creating opportunities.

It is a matter of priority to improve the record and increase the
impact and efficiency of targeted poverty reduction programs because of
their potential importance. In view of the consistent problems reported in
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9 Principally via limiting the size of benefits, so as to deter nonpoor, e.g., via low-level
loan ceilings in microcredit programs, minimum wages in public works programs, and
small livestock rather than cows.

10 Best results appear to have been obtained where a relationship of trust has been
established from the outset by the facilitator, where sufficient time and information is
given to allow the community to make informed demands, and where standard designs
can be adapted to local requirements.

11 Government-appointed facilitators in the Inpres Desa Tertingal (Presidential Instruc-
tion on Development of Backward Villages) or IDT program of Indonesia enjoyed an
indifferent reputation. However, the German Agency for Technical Cooperation (GTZ)
and NGOs such as Bina Swadiya reported very positive results when using carefully
chosen and highly trained facilitators.

such programs, future expansion and/or refinement must emphasize
design features that encourage self-targeting,9 demand-based planning
and high levels of transparency and accountability. These characteristics
highlight the need for local-level organizations of the poor or organiza-
tions in which the poor are easily able to participate. Predictably, the
existence of such organizations is likely to be least common in those
areas where local governance is worst and programs are most likely to
be distorted.

There has been a high failure rate among induced organizations
(i.e., those created externally to achieve externally designed objectives).
The effectiveness and sustainability of local-level organizations or com-
munity-based organizations have been closely linked to the manner in
which they were formed10 and the quality of the facilitators11 used in the
process. The invaluable role of NGOs in this process is now accepted
to such an extent that in high-priority poverty areas, the Indian Govern-
ment actually funds the setting up of community-based organizations
and self-help groups among the poor. In general, the involvement of
nongovernment personnel has assisted programs to build credibility among
people whose past experience has frequently left them suspicious of
contact with “officials”.

Exclusion

The above asset-building strategies are appropriate for individuals
whose only reason for being outside the mainstream of society is that
they have not yet acquired sufficient assets to overcome their poverty.
In many countries, however, there are significant groups of people di-
rectly excluded from the mainstream, physically and/or socially, who will
not therefore be able to respond to the above strategies. Physical exclu-
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sion is typically suffered by communities living in remote areas such as
small islands and mountain ranges. In countries such as the PRC and
Viet Nam, where such exclusion includes a major proportion of those
currently below the poverty line, trade-offs are being calculated between
the cost of ensuring adequate infrastructure connection and the cost of
voluntary resettlement.12 Pilot programs in Nepal13 report positive re-
sults and considerable cost savings in organizing local communities to
build basic, village access roads.

Social exclusion may be due to class, caste, ethnicity, or gender.
In India and Nepal where the legacy of centuries of caste stratification
still lingers, close correlations are evident between poverty and low caste
status. Since people from such communities also frequently have no
assets in terms of land and education, special remedial strategies are
obviously required (doubly so, if the persons are also female). For such
communities a long-term process of empowerment is required that fre-
quently requires the use of facilitators who are untainted from associa-
tion with the prevailing power structures. A common feature of the moun-
tainous regions of Asia is the presence of ethnic minorities who may
suffer a combination of both physical and social exclusion.

Empowering the Poor

Empowering is recognized as an essential element in creating a
sense of dignity, confidence, and self-reliance in the poor and is thus
important both as means and end in poverty reduction. In the past, the
design and delivery arrangements of some targeted poverty reduction
projects have served to increase the sense of dependency and power-
lessness of the poor and often also their sense of political indebtedness.
Apart from eliminating this welfare orientation of poverty reduction projects,
increased attention needs be given to improving the psychological and
social strength of the poor by including appropriate empowerment
strategies.

12 Resettlement may take the form of special training programs to facilitate the out-
migration of younger workers or it may be a whole village relocation program. The
latter option, however, raises difficult financing, site selection, and social issues.

13 The so-called green roads program promoted by the German Agency for Technical
Cooperation (GTZ) has generated high rates of off-season employment by mobilizing
communities to plan environmentally sensitive, basic roads using labor-intensive
principles.
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The process of empowerment will be automatically supported
by both of the interventions described earlier, viz., increasing human
capital and targeted economic opportunities. However, because the
very poor also frequently face social exclusion, empowerment strategies
will normally need to make use of community mobilizing and organiz-
ing techniques featuring group-based activities such as women’s savings
groups or community-based organizations. Empowerment can also
be supported by introducing appropriate policies for equitable land
distribution, tenurial reform, and security of property and user-group
rights.

Social Capital

While individual projects and programs can begin the process
of empowering the poor, sustainability can only be assured by insti-
tutionalizing this process, and progressively building organizations
in which the poor can participate as equals in all aspects of society.
Once established, such organizations contribute to the strengthen-
ing of social capital and civil society and help to ensure more effec-
tive and equitable governance. The process of increasing social capi-
tal is essentially long term. However, all programs aimed at institu-
tionalizing participation of the poor offer immediate returns by creat-
ing a more inclusive environment. Then it becomes possible to accel-
erate the process of poverty reduction by creating more opportunities
for the poor to access essential asset-building resources.

Devolution/Local Government

The central governments of virtually all the countries are currently
pursuing some form of devolution, i.e. transferring powers to local au-
thorities. This trend is generally seen as a response to perceived weak-
nesses in the efficiency of traditional center/periphery administrative and
fiscal arrangements. Devolution offers a major opportunity to create forms
of local government that are more responsive and accountable, particu-
larly to the poor. In many of the regionally targeted poverty reduction
programs described earlier, most of the commonly reported problems of
targeting, cost recovery, and leakages were related to the quality of local
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governance. The experience of India highlights the potential of poverty
reduction programs under good governance14.

The creation of a form of local government that is both represen-
tative and effective involves complex planning challenges. With its strict
quota reservations for women and for backward communities, India’s
recently modified Panchayati Raj legislation has ensured that the poor
will not only participate in but will actually become leaders of local gov-
ernment institutions. This model thus offers the potential to break the
stranglehold of traditional rural elites and provide a platform for the pro-
gressive empowerment of those who have been excluded in the past from
participation in civil society, particularly rural poor women. Approaches
underway in the Philippines15 also provide a promising, if incomplete,
model for decentralized planning and service delivery.

E. Social Protection Strategies

Finally, even if the conditions for rapid economic growth can be
met, systematic asset-building programs put in place and policies of
inclusion implemented, there will still be those who remain poor. Such
will be persons made vulnerable by virtue of age, illness, or shocks re-
sulting from natural or human-made disasters. For such groups, most
countries have ad hoc programs except for the Central Asian Republics,
which have elaborate and comprehensive social safety nets. As dramati-
cally demonstrated in all of these Republics, however, comprehensive
safety nets are very difficult to sustain financially. Based on emerging
experiences, most governments can only afford to establish comprehen-
sive safety nets if they work first to preserve the existing widespread,
family-based security systems, and at the same time bolster the effec-
tiveness of the informal sector so as to provide the maximum number of
livelihood opportunities.
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14 Compared with national averages, Kerala, for example, has 20 percent greater life
expectancy, 37 percent lower birth rate, and 80 percent higher literacy rate, as well
as the nation’s most innovative social protection system.

15 The 1991 Local Government Code provided for the normal devolution of basic gov-
ernment services, regulatory powers, and revenue generation. However, the Code also
provided for allocation of seats to NGOs and people’s organizations in key local bodies
and for their systematic involvement in all planning processes, particularly those related
to poverty reduction. Despite the positive potential, significant weaknesses have ap-
peared as detailed in the Bank’s 1998/99 Rural Asia Study.
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Social investment funds, while mainly used as a social protection
strategy, are also being widely used to encourage asset-creating growth
in areas of poverty. As part of broader, targeted poverty reduction invest-
ments, most governments have sought to finance community-based
infrastructure development, particularly in rural areas. An integral ele-
ment of the strategy, and the one least compromised according to par-
ticipants in the consultations, is the undertaking of labor-intensive public
works. Although these programs are designed to provide enduring pro-
ductive facilities for the local community, defective implementation ar-
rangements and local vested interests frequently frustrate this goal. In
India’s well-known Maharashtra Employment Guarantee Scheme, how-
ever, participants claimed excellent outcomes from infrastructure schemes
undertaken in rural areas with strong community/NGO participation.
Among the various components of the PRC’s 8/7 Program, wage labor
generation was likewise regarded as the most successful.

F. Population Growth

The importance of managing population growth rate is well accepted
in virtually every country in the region. Surprisingly, the urgency of this
task did not feature highly during the consultations. In some cases the
task appeared to have been relegated to a lower priority, based on the
assumption that as much as possible was already being done in such
a socially sensitive area. To avoid the eventual necessity of taking dra-
conian measures, greater effort was proposed in pursuing the indirect
solution via enhancing the quality of life of women. In particular, consul-
tations suggested that highest priority must be given to ensuring the
universal education of girls and the provision of readily accessible repro-
ductive health services. The experience of NGOs in Bangladesh also
highlighted the importance of expanding the economic opportunities (and
status) of women by improved employment and income-generation op-
portunities. The weakness of many well-designed government programs
was linked to implementation failures at the local level and was seen as
a further consequence of poor local governance.
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G. Summary

A comprehensive framework for reducing poverty is likely to in-
clude the following components.

1. Indirect strategies:
* removing obstacles to development,
* improving governance,
* reforming restrictive policies, and
* developing capacities for sound public sector

management.

2. Direct strategies:
* enabling the poor to increase their human capital,
* accelerating growth in priority poverty areas via

targeted investments, and
* providing social protection (for those awaiting the

impact of the above strategies).

3. Population growth strategies:
* universal education for girls,
* reproductive health services access,
* employment/income-generating opportunities

provided through sensitive institutions and staff, and
* involvement of men in family planning.

IV. MAJOR FINDINGS

The consultations produced many critical lessons in relation to
approaches for reducing poverty. Some, such as the nonsustainability of
command economies, the importance of basic health care and educa-
tion, the fragility of the environment, and the importance of participation,
have been accepted as fundamentals but, for various reasons, have yet
to be fully addressed. Because these fundamentals are fully accepted,
they receive little attention in this report. Instead, the focus is on why
many countries have yet to attain sustainable economic growth of a type
that reduces inequality and poverty in all its manifestations.
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A. Economic Growth vs. Poverty Reduction

The critical role of economic growth in providing the employment
opportunities and government revenues necessary to tackle poverty was
recognized by all countries. While some ambiguity may have existed in
the past, there appears now to be a universally accepted view that eco-
nomic growth and poverty reduction are not in conflict but are mutually
reinforcing. The most spectacular poverty reduction accomplishments
have invariably been attained by those countries that have been able to
achieve high rates of economic growth. The removal of policy and insti-
tutional distortions and the pursuit of efficiencies based on market forces
are now recognized as important in generating high growth rates. Most
South Asian countries, however, despite having pursued many of the latter
policies, have been frustrated in their ability to increase growth rates
much above 5 percent.

Among these South Asian (and some other) countries, the prevail-
ing combination of economic growth rates in the range of 3–5 percent,
inefficient (re)distributional arrangements, and relatively high population
growth rates has led to rates of poverty reduction well below national and
international targets. In worst case combinations, such as Nepal, pov-
erty reduction has stalled while even in countries like Sri Lanka with high
levels of human capital and lower fertility rates, officials are frustrated by
the slow rate of progress. Because of the progressive erosion of the natural
resource base and the decline in growth rates of rural production, it is
unlikely that major breakthroughs as seen in the past16 will be achieved.
Thus, many countries are now undertaking systematic reviews of the key
constraints to poverty reduction and seeking to identify the range of
reforms that will be necessary.

The strategies that provided the basis for the development of the
more successful East Asian nations are becoming increasingly less
applicable. Extensive land reform, which was a hallmark of most of East
Asia’s rural transformation, faces massive obstacles in South Asia. This
factor, coupled with population growth, suggests that it is no longer realistic
to expect agrarian development to provide a dramatic first-step solution

16 In the PRC, for example, poverty incidence plummeted following the introduction of
the Household Responsibility System, which effectively ensured that all households
had a productive base (landholding), and could take advantage of a liberalized
agricultural production system that encouraged enterprise and productivity.
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to rural poverty. In Bangladesh and many of the poor regions of Asia, the
majority of rural people are now either functionally landless or tenant
farmers. As discussed later, much can be done to reinvigorate the rural
sector.

The recent regional economic and financial crisis appears to have
raised fears concerning excessive dependence on the role of export-led
manufacturing as an engine of poverty reduction. Partly for this reason,
growing importance is now being given to ensuring that economic growth
is focused in areas likely to have maximum sustained effect on poverty
reduction. Thus, India’s Ninth Five-Year Plan (1997/98–2001/02) has cho-
sen to highlight rural development in backward regions, and the PRC,
Indonesia, Philippines, and Viet Nam have each made similar policy de-
cisions even though the rural investment climate is recognized as less
attractive than in the past. In general, the earlier preoccupation with eco-
nomic growth per se appears to be evolving into a more sophisticated
analysis of overall economic management in which greater account is
taken of such issues as impact distribution, sustainability, governance,
and equity.

B. Targeted Poverty Reduction Programs

Most countries have long undertaken large-scale targeted poverty
reduction programs. Some, like India’s Integrated Rural Development
Program (IRDP) or the PRC’s 8/7 Program, have channeled vast sums
of subsidized credit to the rural poor in the hope of stimulating employ-
ment and income generation. In general, such programs have yielded
disappointing results because of poor targeting,17 leakage of funds, poor
choice of investment, and poor loan recovery.18 Most governments have
progressively attempted to eliminate the welfare aspects of their pro-
grams so as to encourage enterprise and initiative and reduce costs. The
majority of programs, however, appear to suffer from innate political or
institutional compromises built into their delivery systems. Sri Lanka’s

17 Mistargeting appears to have been more or less equally inclusion of unintended ben-
eficiaries and exclusion of intended beneficiaries.

18 IRDP loan recovery is currently around 30 percent, the 8/7 Program is 50 percent; while
up to 1998, the Philippines’ 117 livelihood programs have averaged only 40 percent
recovery.
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Samurdhi program, for example, suffers from a long tradition of welfare
politics and currently caters to twice the number of people than are actually
below the poverty line. The use of social investment funds (see below)
undertaken in the same politically charged environment has suffered from
a comparable range of distortions.

C. Human Capital Investments

Many of the region’s greatest achievements have been in the area
of improved education and health. No country or region has done well in
income poverty reduction without first providing widespread basic school-
ing and health services. In the case of the PRC, the Government has
improved education so as to increase capacity and labor mobility. Around
one third of the 250 million who escaped from poverty between 1978 and
1990 are believed to have done so via migration to employment centers.
Indonesia and Viet Nam have recorded similar experiences, while in the
Philippines gains from such migration have been offset by the continuing,
high rural population growth rate. In South Asia, Sri Lanka and states
such as Kerala and West Bengal in India have demonstrated the
achievability of high levels of human development even in low-income situ-
ations. Where attention has been paid to the education of women, double
benefits have been obtained through the resultant improvements in repro-
ductive health and decline in fertility rates.

D. The Failure of Local Governance

Closely linked to the weaknesses of redistributional and targeted
poverty reduction strategies was widespread disillusionment at failures
in governance, particularly at the grass-roots level. The importance of
governance issues in areas of public management appears increasingly
well understood at the national level. Comments both from government
officials and NGOs, however, highlighted a significant level of concern at
the capacity of government systems at grass-roots level to respond to
the legitimate needs of the poor (Box 2).

Lower levels of government were described by participants in India
and Nepal as being more likely the cause of, rather than solution to, the
problems of the poor. Indonesia’s planning authorities have instituted
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emergency systems to bypass line agencies in order to ensure effective
delivery of emergency support to the poor within a public service culture
that is now openly characterized by the local acronym KKN (Corruption,
Collusion, Nepotism). Despite the socially sensitive political traditions of
Sri Lanka, frustration is evident at political interference at village level
and lack of participation of the poor in a situation described by one senior
official as being, from a village perspective, “the five-yearly election of a
new band of dictators.” Even within the acknowledged benevolence of
local governance systems in the PRC and Viet Nam, NGOs and bilateral
agencies reported significant untapped potential of alternative processes
that reduced paternalism and ensured genuine participation of the poor
in the planning and execution of local-level development initiatives.

In the past, the above problems were frequently viewed as an in-
evitable transitional phase on the way to a more enlightened and equi-
table form of development. Evidence19 is now accumulating, however,
that the poor governance-corruption linkage is actually a cause, rather
than a consequence, of poverty and inequality. Unless challenged, there-
fore, the frequent exploitative linkages between local politicians, landed
elites, and public servants will continue to result in poor quality public
services, mistargeting of government asset distribution programs, and
a tendency for investment in projects that yield maximum opportunities
for personal gain rather than for maximum impact on poverty.

E. Empowerment

Both the PRC and Viet Nam have recently moved away from pro-
viding food and clothing to the poor in remote locations with ethnic mi-
norities. The Indian Government has changed the name of the Ministry
of Welfare to Ministry of Social Justice and Empowerment, while the
Government of Sri Lanka has tried to revamp its social safety nets to
encourage graduation out of poverty. Such changes indicate that most
governments have now recognized that some communities have over time
been rendered powerless via a complex of past negative social and

19 See, for example: Gupta, Sanjeer, Hamid Davoodi, and Rosa Alonso-Terme. 1998.
Does Corruption Effect Income Inequality and Poverty? Working Paper 98/76. Wash-
ington DC: International Monetary Fund.
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Box 2. How Local Governance Discriminates Against the Poor

Access to Education

The case study on rural primary education (Box 1) describes a situation
in which an already deplorable educational standard is actually declining
despite government efforts. On the surface, the major cause of this
problem is the rampant absenteeism and careless performance of teach-
ers, despite their reasonably good salaries. Such problems, however,
are far less evident in private rural schools or in government urban schools
in the same region. The explanation for the higher quality of the latter
schools is basically that accountability to parents is much higher. The
low accountability in government rural schools is a reflection of a close
alliance between schoolteachers and the local officials and elite. Teach-
ers frequently owe their original appointment to the latter but are them-
selves often in a position to assist local elites in their supervisory role
at times of elections, survey taking, welfare programs, etc.

Access to Justice

In rural areas, the poor are frequently the victims of a wide range of
transgressions, including beatings, sexual abuse of women, denial of
access to public land, water supply, theft of assets, etc. If the perpe-
trators are also from a poor community it may eventually be possible
to obtain justice provided a range of unofficial fees are paid. If, as is
frequently the case, the perpetrators are from the upper class, the mere
reporting of the alleged offence might well result in a beating from the
police or other local authorities. In the rare cases that might reach a
court, the judicial system will almost always favor the more privileged
defendant because of either explicit or implicit rewards.

Access to Poverty Reduction Programs

Poor governance affects poverty reduction programs in several ways.
Firstly, through capitulation to pressures from local authorities and
elites, mistargeting is widespread with up to 50 percent of ineligible
persons typically enrolled. In effect, the funds available for poverty re-
duction are automatically diluted by this same proportion. Additional
more direct distortions can be seen within the implementation of such
programs, for example: “In another case, Gangajalghati and Ranibandh,
almost no beneficiary of the Integrated Rural Development Program
satisfied the eligibility criteria. Their participation in the program came
about through political interference, lack of proper information systems,
and decisions by some bank officials to ignore poor repayment records.
Once the program participants obtained the loan in the form of goats,
the animals were sold and the proceeds used for other purposes.”

Source: World Bank. 1998. Rural Finance Report, Washington DC.
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Access to Finance

For the unskilled landless, especially women, access to microfinance
can provide an invaluable opportunity to become involved in activities
such as small-scale livestock raising, manufacturing or trading. Such
access can be even more valuable in helping survive the economic
devastation of health and other natural emergencies. Despite this de-
mand and the positive repayment record of the poor, traditional finan-
cial institutions generally exclude the poor, ostensibly on the basis of
high transaction costs. In reality, the record of most rural lending in the
region has been dismal not because of transaction costs but because
of unpaid loans provided to large/influential borrowers regardless of
risk or merit. Where banks are involved with the poor through special
government schemes, the same poor governance can directly exploit
the poor, for example: “Banks in the sample improperly deducted 10
percent of the loan as charges and most beneficiaries were told or
perceived that they did nor have to repay the loan portion. Additionally,
entrepreneurs captured subsidies of credit-based anti-poverty pro-
grams, effectively increasing the cost of such programs. A sampling
of 312 “weak” borrowers in Tamil Nadu turned up “incidental expenses”
and “speed/quick or push money” amounting to Rs21 for every Rs100
of subsidy.”

Source: World Bank. 1998. Rural Finance Report. Washington DC.

Access to Housing

Housing improvement is one of the most compelling and urgent is-
sues among the sprawling squatter areas of Manila. In recognition of
this high priority the Philippine Government allocates direct and indi-
rect subsidies to the value of almost 1.5 percent of gross domestic
product (GDP). Detailed analysis undertaken in 1998 penetrated the
low transparency of these subsidy schemes to reveal significant
mistargeting. Because of their good connections and better knowl-
edge of the system, 42 percent of the overall subsidy actually went to
high-income groups. As well as receiving only a fraction of the subsidy
captured by high- and middle-income groups, low-income groups also
suffer from the disproportionately higher loan delinquency of the more
affluent borrowers. This problem has reached such proportions ac-
cording to World Bank estimates, that over US$500 million is now
required to recapitalize the Government’s major housing loan mort-
gage facility.

Source: Llanto, Gilbert, Aniceto Orbeto, Ma. Theresa Sanchez, and Marie Christine Tang.
1998. A Study of Housing Subsidies in the Philippines. Discussion Paper 98-42. Manila:
Philippine Institute for Development Studies.

MMMMMAJORAJORAJORAJORAJOR F F F F FINDINGSINDINGSINDINGSINDINGSINDINGS



RRRRREDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY: M: M: M: M: MAJORAJORAJORAJORAJOR F F F F FINDINGSINDINGSINDINGSINDINGSINDINGS     ANDANDANDANDAND I I I I IMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONS2 62 62 62 62 6

sometimes political experiences. When dealing with such communities,
many traditional poverty reduction efforts are now recognized as having
been futile simply because they failed to first employ a process of em-
powerment to increase the self-confidence of the poor and restore hope
and initiative among them.

Some governments have recognized that, ironically, their own be-
nevolent intentions and welfare programs have at times encouraged a
dependency mentality among the poor and stifled initiative. Unfortunately,
situations have also occurred where this dependency creation has been
institutionalized by politicians seeking power on the basis of shortsighted,
populist promises.20 A recurrent difficulty in this situation is that those
local agencies and authorities that would normally be made responsible
for implementing some form of empowerment process are themselves
frequently compromised and discredited because of the way they have
dealt with the poor in the past.

F. Safety Nets

The crisis faced by the Kyrgyz Republic and other Central Asian
Republics has served to focus attention on the role a comprehensive
safety net system plays in the elimination of poverty. The need to cush-
ion the effects of structural adjustment processes and most recently, the
economic and financial crisis in Asia have together sensitized both gov-
ernments and the Bank to the problems faced by the victims of transition
or shock. As highlighted in the Indonesia consultations, however, this
process has also drawn attention to the anomaly of providing safety nets
for those who have slipped temporarily because of a one-time crisis when
at the same time no such support is given to vast numbers for whom
poverty and crisis is a way of life.

Despite the challenging financing issues involved, these experi-
ences have highlighted the need to develop a comprehensive approach
to social protection as part of a nation’s overall poverty reduction strat-
egy. The Asian family, which traditionally provided a social safety net, is
also changing rapidly and no longer constitutes a source of automatic

20 Several consultations produced comments to the effect that some politicians have
established vote banks among the poor via vote buying and other devices so that it
is now in the interests of those politicians to maintain rather than reduce poverty.
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support in times of trouble. This further underscores the need for com-
prehensive social safety nets.

G. Collaboration with Other Agencies

Some countries highlighted past weaknesses in donor coordina-
tion and a recognition that, in view of the new poverty agenda, much more
genuine commitment was expected in aid coordination. The frequently
dominant role played by the international financing institutions was noted
and a call made for reduced unilateralism. Similar concerns were more
vigorously expressed by stakeholders in aid-dominated Nepal, where it
was suggested that development agencies should be more accountable
and should strive for genuine synergy in their support. Comparable con-
cerns were echoed in individual meetings with development agencies,
such as the United Nations Development Programme (UNDP), German
Agency for Technical Cooperation (GTZ) and Swedish International De-
velopment Authority, who proposed that, despite the difficulties involved,
the Bank’s powerful investment capacity could usefully be linked to the
proven community-organization technology that such agencies had es-
tablished through earlier pilot and district-level programs.

H. Poverty Monitoring and Analysis

All countries expressed strong concern to monitor poverty effec-
tively. However, observed capacity and commitment were very uneven.
Most countries with weak monitoring capacity had benefited significantly
from the Living Standards Measuring Systems support provided by the
World Bank as well as other capacity-building support from UNDP and
bilateral donors. Although further refinement is still required in some
countries, the region as a whole is now in a position to reliably monitor
poverty levels on a periodic, three- to five-year basis via national expen-
diture surveys. Because of the need for still faster information supply,
countries such as the Philippines have also now introduced annual pov-
erty indicator surveys designed to provide more rapid feedback to plan-
ning officials.

Equally important as the speed of feedback and accuracy of pov-
erty data is the ability of political leaders and officials to make use of the
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information to improve strategies and impact. Given the complexity of the
task of measuring impacts of specific strategies and of juggling priorities
among competing options and pressures, it is hardly surprising that
poverty reduction strategies are frequently flawed. In some cases, the
inadequacy is serious, as indicated by one senior planning official who
pleaded that the Bank’s most useful potential contribution to his country’s
poverty reduction efforts would be support to establish a high-caliber policy
analysis unit.

Closely linked to an administration’s analytical capacity is the
overall level of focus and coordination on poverty reduction by the gov-
ernment concerned. In some countries, such as Indonesia, a separate
Coordinating Minister has been appointed in the Cabinet, while in the
PRC, an elaborate administrative network has been established specifi-
cally for poverty reduction. By contrast, some countries have continued
to rely on the initiatives of traditional line ministries.

V. IMPLICATIONS FROM THE CONSULTATIONS

A. Increasing Poverty Focus

The consultations revealed a convergence between national and
international agendas in terms of a renewed confidence and determina-
tion that poverty reduction should be made the primary and most urgent
priority of development efforts. As pointed out by several participants in
the consultations, Asia encompasses the world’s greatest concentration
of poverty and, as such, poverty reduction should reasonably be the
principal concern of the region’s multilateral development bank. While
the Bank’s five separate strategic development objectives (SDOs)21 have
in the past provided a useful degree of strategic flexibility, the recent
announcement of poverty reduction as the Bank’s overarching goal now
provides a clear unifying focus that should accelerate the rate of the
Bank’s own institutional development and capacity to respond to this
priority need of its clients with optimal, integrated support programs.

21 These SDOs, which set the goals for Bank operations under its Medium-Term Strategic
Framework 1995–1998, are to promote economic growth, reduce poverty, support human
development, improve the status of women, and protect the environment.
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With the establishment of targets for reduction in poverty levels
and the progressive introduction of comprehensive monitoring mecha-
nisms, a detailed framework is then in place for monitoring performance
and managing poverty reduction in a systematic manner. Internally, the
existing SDOs, with the addition of governance, can continue to provide
a basis for monitoring inputs. However, fundamental changes will be
needed in the Bank’s classification scheme so that the full extent of the
Bank’s poverty reduction efforts is accurately recorded. The specific
changes needed should be based on a more comprehensive definition of
poverty (for example, by incorporating all support for basic human devel-
opment services), and by developing a broader concept of poverty-tar-
geted projects.

The Bank’s recent evolution into a broad-based development insti-
tution has already paved the way for the further changes needed to be-
come a poverty-focused institution at the operational level. The major
differences would likely be (i) the need for more detailed and systematic
analysis so as to optimize the poverty reduction impact of the Bank’s
investment program, and (ii) the need to place more emphasis on mea-
suring the poverty reduction impact of projects and programs and their
contribution to national poverty reduction targets. Accomplishment of
these tasks would, of course, entail significant reallocation of resources
and the development of new skills. To achieve maximum effectiveness
and synergy at an institutional level, it is likely that a broader re-orientation
program would also be needed.

B. Poverty-Focused Development Institutions

Development institutions need the capacity to undertake in-depth
analysis of poverty causes and solutions so as to be able to offer high-
quality policy advice to developing countries as well as investment sup-
port. Many countries pointed out the disadvantage suffered by the Bank
because of its thin representation in the field22 and questioned how, with-
out strong poverty-focused, field staffing, the Bank could develop the nec-
essary in-depth knowledge of critical poverty-related issues and a capac-

22 In most countries, the level of professional staffing at Bank Resident Missions is only
a small fraction of that now maintained by the World Bank or even major bilateral
agencies.

IIIIIMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONS F F F F FROMROMROMROMROM T T T T THEHEHEHEHE C C C C CONSULTATIONSONSULTATIONSONSULTATIONSONSULTATIONSONSULTATIONS



RRRRREDUCINGEDUCINGEDUCINGEDUCINGEDUCING P P P P POVERTYOVERTYOVERTYOVERTYOVERTY: M: M: M: M: MAJORAJORAJORAJORAJOR F F F F FINDINGSINDINGSINDINGSINDINGSINDINGS     ANDANDANDANDAND I I I I IMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONSMPLICATIONS3 03 03 03 03 0

ity to be innovative. Without appropriate immersion in these key issues
and without sufficient experienced professionals in the field, it was sug-
gested that the Bank would lack the capacity to sustain informed policy
dialogue or to make significant contributions to the design of coordinated
responses.

C. Partnership

The emergence of poverty reduction as a common unifying objec-
tive among countries and donors and the universal acceptance of the
need for agreed poverty reduction targets highlights the necessity for
greater coordination of development efforts. In order to respond to this
challenge (and to meet the expectations of stakeholders in the consul-
tations), the Bank, like all other development agencies, would need to
establish a very close dialogue with each developing member country
about targets, strategies, policies, and inputs. A similar process would
then need to be repeated within the donor community in order to agree
on comparative advantages and identify potential synergies.

There is considerable scope for the Bank to build on, and expand,
successful pilot operations undertaken by bilateral agencies and UNDP,
as suggested by examples in the PRC and Indonesia, and despite some
potential management difficulties. At the national level, continuing efforts
would be required to ensure that true ownership of the targets remained
with the government concerned and was not usurped by the donor com-
munity. As indicated by one planning authority, the Bank’s importance
and leverage could be relied upon to secure agreement from borrowers
to all manner of loan conditionality and other reforms. However, such
agreements would bear little relationship to the actual level of political
commitment and thus to the likelihood of achieving and sustaining
promised reforms.

D. Poverty Analysis

There is now a clear need for detailed poverty analysis as the starting
point for any systematic and efficient poverty reduction strategy. Such
an analysis should be prescriptive rather than descriptive and begin with
identification of the poor based not simply on their geographic or socio-
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economic characteristics but also on (i) the totality of reasons for their
poverty, and (ii) their likelihood of response to traditional poverty reduc-
tion strategies (or the need for alternative approaches).

From this starting point, further analyses would be required of the
macroeconomic framework in terms of sector-wise job growth rates, tar-
geting effectiveness of social sector subsidies and poverty reduction
schemes, coverage trends in social protection, labor market effective-
ness, etc. On the basis of this information as well as detailed poverty
statistics, estimates could be made of poverty reduction rates versus
targets and necessary adjustments made to targeting and implementa-
tion procedures. In keeping with an increased results orientation, it is
likely that the Bank would need to increase its involvement in the area
of poverty monitoring and the provision of support to clients in order to
strengthen their own monitoring work.

E. Governance

The quality, at the national level, of economic management, regu-
latory functions, civil service efficiency, and distributional characteristics
will continue to have a major effect on the overall effectiveness of govern-
ment and accordingly on its capacity to reduce poverty. On the assump-
tion that efforts will continue to be made to improve the situation at this
macro level, attention needs also to be focused on the question of local
governance. In many respects, similar issues need to be addressed, the
first being a reassessment of the role of local government itself. In some
countries, local government has been given responsibilities it cannot re-
alistically fulfill.23 Although private sector capacity is itself quite uneven,
it is clear that in the long term, there are efficiencies in optimizing public/
private sector roles at the local level.

Civil society representatives argued strongly that governments must
abandon the notion that they should themselves supply all public needs;
rather, governments should move to a position where they would pur-
chase necessary services from the most efficient supplier, whether State
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23 For example, pradeshiya sabhas (local governments), in Sri Lanka are legally respon-
sible for providing and maintaining village water supply systems. However, not only
are they lacking in resources to undertake the task but also most villages would prefer
to undertake the task themselves as has been demonstrated in the recent World Bank-
funded Community Water Supply and Sanitation Project.
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or private sector.24 Implicit in this is the requirement for a re-examination
of the role of traditional line agencies, many of which have been more
closely linked to the better-off than to the poor and, as described earlier,
may well have become an obstacle to poverty reduction.

In redefining the role of line agencies, there may be a requirement,
for reasons of both impact and efficiency, to establish new forms of de-
mand-based, institutional relationships between community and govern-
ment. Community-based organizations offer the possibility of reducing
transaction costs25 on the supply side and increasing participation, ab-
sorption, and impact on the demand side.

Bank support for the above processes would, in the medium term,
help to increase transparency and accountability and, over the longer
term, create an institutional framework that would increase empower-
ment and strengthen social capital. In order to improve the targeting and
impact of poverty reduction programs, it may often be necessary to
strengthen the organizational capacity of the poor so that they can genu-
inely participate in both the design and implementation. Since the low
quality of governance is frequently a major reason for the perpetuation of
rural poverty, future Bank programs could deliberately seek opportunities
to increase accountability by helping to build and institutionalize the par-
ticipation of the poor directly within local government institutions.

F. NGOs/Civil Society

Implicit in a number of the above issues is a need for, and expec-
tation of, enhanced participation of stakeholders at every step in the
process. All the steps, from securing agreement and commitment to
develop goals and strategies for national poverty reduction, to identifying
innovative strategies for overcoming social exclusion, to reorienting local
government, require strong interaction with, and support from, civil soci-
ety. Just as many governments are reassessing their role and limita-
tions, so too are NGOs in many countries. Indian NGOs, for example,

24 In some areas, governments may have to create appropriate regulations to ensure that
social objectives are not jeopardized in the transfer to private sector suppliers.

25 In the above water supply project, unit costs were around 40 percent lower than equivalent
costs if undertaken by a public service facility.
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are questioning the implicit dependency they are creating in the thou-
sands of self-help groups (SHGs) they have established among the poor,
and are now experimenting with the promotion of direct linkages between
SHGs and local government. In Sri Lanka and elsewhere, some NGOs
are also questioning the impact of traditional mobilization strategies and
are now seeking ways of better linking groups to the market economy.
In Indonesia, the liberalization process has opened many new opportu-
nities for NGOs to act as trusted facilitators in the reform of local gov-
ernment and the promotion of genuine participation.

Thus, it may be prudent for the Bank to strengthen its recognition
of the valuable role NGOs can potentially play in many aspects of poverty
reduction and to seek ways by which it might assist the NGO commu-
nity to strengthen that role. However, with the growing demand for NGO
participation in Bank-supported and other development projects, oppor-
tunities have arisen for the emergence of many quasi-NGOs with dubious
motives and capacities. Therefore, it will become increasingly important
for NGOs to pursue the path being taken in the Philippines and
Bangladesh26 of self-regulation and skills development.

The purpose of offering support to the NGO sector should not be
simply to respond to a need for more intermediaries that can help to
ensure the success of individual projects. Such a focus would risk divert-
ing attention from the underlying problems of weaknesses in existing
public institutions. It is also important to recognize the need in civil society
for the existence of a group of NGOs that are not focused on implemen-
tation questions but on broader policy-related issues through appropriate
research and advocacy.

G. Participation and Social Capital

The Bank has already embarked upon a strategy to ensure the
participation of all stakeholders in the development and implementation
of its programs and projects. While there will be a continuing need to
strengthen and refine this strategy, there is also mounting evidence of

26 NGO capacity-building and policy environment has been effectively supported under
the Bank’s Technical Assistance TA 2088-BAN (Institutional Strengthening for Govern-
ment - NGO Cooperation) and TA 2849-TUV (Small Scale Technical Assistance to
Establish an Investment Fund).
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the need for an even broader strategy that recognizes the importance of
institutionalizing such participation in a manner that will progressively
increase the quality of governance, particularly at the local level. In many
backward rural areas, it appears likely that only by increasing the level
of participation in this way, will the performance and accountability of
local administration be likely to improve.

Institutionalization of participation will at the same time strengthen
the functioning of civil society and increase social capital. The impor-
tance of social capital in providing the institutions and values necessary
for sustainable economic growth is now increasingly recognized, even
though the means of achieving this goal are less well understood. While
the process is necessarily a long-term one, the usually shorter-term
involvement supported by the Bank must contribute to, rather than hinder,27

the process. More positively, the Bank can contribute to social capital
formation through, e.g. support of appropriate local government programs,
social investment funds, and capacity building of NGOs, community-based
organizations, etc. As recognized by other multilateral development
banks,28 such social development areas inevitably require a much longer-
term involvement than do traditional physical development projects.

H. Social Investment Funds

Social investment funds, as described above, offer an opportunity
to both stimulate economic growth and reduce poverty in priority areas
and, at the same time, strengthen local initiative and social capital. In
essence, social investment funds are simply facilities to provide grant
support to small-scale projects based on local initiative and co-financing.
Projects are generally implemented by NGOs, community-based orga-
nizations, or small contractors using labor-intensive techniques. Funds

27 Any projects or programs that increase dependence on government without commen-
surate strengthening of accountability to its clients, may be considered as hindering
the development of social capital.

28 The Inter-American Development Bank, for example, increasingly uses multi-stage
projects in which the first stage (5-6 years) is used to establish the minimum policy,
institutional and staff training requirements necessary to undertake the full program
in subsequent stages.

Source:Inter-American Development Bank (IADB). 1988. Strategy for Rural Poverty
Reduction. Washington DC: IADB.)
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are designed in such a manner as to reinforce a sense of local partici-
pation and ownership.

The Bank’s involvement in such funds has so far been limited,
although they are widely supported by multilateral developmental banks
in other regions. One of the possible reasons for this lack of past support
has been the challenge of negotiating an appropriately independent and
demand-based implementation system in a region where many govern-
ment agencies are more accustomed to a culture of supply and control.
A second challenge of social investment funds is the involvement of the
very poor who are frequently excluded from demand-based projects unless
adequate time and commitment are applied.

I. Adaptable Lending

While the design and implementation of a highway or similar infra-
structure project can normally be expected to follow a predictable path,
such is not the case with projects promoting changes in human behavior,
whether within institutions or communities. Most poverty-targeted activi-
ties could be satisfactorily managed within the normal loan framework,
although more intensive preparation and supervision would generally be
required.29 In certain pioneering areas, however, it would be difficult, if
not impossible, to predict reliably client demands and responses several
years in advance. In such circumstances, it would be desirable for the
Bank to have available a loan product that is reasonably small and flex-
ible so that new approaches can be tested and modified well before full-
scale funding would be offered. If the Bank seeks to help countries tackle
some of the emerging challenges in areas of social exclusion, empow-
erment, and social capital development, it is likely that a degree of
uncertainty would be involved, especially in the early stages, and thus
a strong process approach would be required.

J. Nonconcessional Funding

In most of its borrowing countries, the Bank is able to offer a certain
proportion of funds from its Asian Development Fund (ADF) soft loan

29 Comment based on interviews with Bank staff involved in such projects.
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facility. Normally, such funds are used disproportionately in support of
poverty-focused projects. In the two countries in the region with the greatest
number of poor people, the PRC and India, ADF funds are not available.
In both countries, officials stated a strong desire for the Bank to be
significantly involved in poverty-related lending. Currently, however, Bank
lending is restricted to investment areas where demonstrable short-term
revenue generation can be assured, such as in the infrastructure and
energy sectors. This situation has occurred because of the nonavailability
of concessionary funds and the Bank’s limited leverage in determining
preferred sectoral involvement.

Considerable effort is currently being directed at finding creative
solutions to this dilemma, but it may be that little more than marginal
change can occur in the near term.30 There are several options that might
be considered given the above constraints:

(i) Continue the present search for arrangements that simulta-
neously achieve high poverty reduction impact and rapid
economic returns.31

(ii) Develop new instruments such as pilot grants or conces-
sionary term loans whereby the Bank can become directly
involved in selected critical poverty issues and develop the
expertise to make a valued contribution to supporting national
poverty reduction efforts. For example, in both the PRC and
India, there is considerable interest in, and scope for, ex-
panding the availability of microfinance facilities for the poor.
Because of nonconcessional interest rates and other fac-
tors, the Bank may not be able to take a significant role in
financing this emerging subsector. However, the provision of
strategic technical support would be a logical extension of
the Bank’s concerns with the financial sector.

30 In the PRC, for example, the Bank has extremely limited leverage given that the
Government can borrow funds domestically at rates similar to or lower than those
offered by the Bank. At the same time, the PRC’s extensive foreign exchange reserves
mean that foreign borrowing has little positive attraction given its associated exchange
rate risks.

31 These might include hybrid arrangements where internal cross-subsidy is possible or
Bank lending is sited in poverty areas (for details, see individual reports on the PRC
and India).
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(iii) Accept that where there is sound governance and demon-
strable progress in poverty reduction, the Bank’s contribu-
tion need only be indirect.

K. Expanding the Knowledge Base

As expressed continually by countries undergoing major transi-
tion, there is a strong demand for knowledge and development technol-
ogy in critical areas32 affecting poverty reduction, whether in the pres-
ence or absence of investment funds. Both the nature of and demand for
knowledge are uneven among the countries, just as the requisite tech-
nical expertise is probably unevenly available within the Bank. The de-
gree to which needs and demands need to be harmonized would depend
on how far the Bank wishes to move towards supplying knowledge-based
support over and above the supply of investment support. One example
of the type of nonproject support required was in the finance sector where
many countries including the PRC and Viet Nam are looking closely to
microfinance as a key instrument for strengthening off-farm rural incomes
and bolstering the employment creation capacity of the informal/small
enterprise sector.

The past tradition of subsidized credit in these countries creates
a challenge for the Bank to be able to offer sensitively a possible tran-
sitional strategy towards sustainable financial institutions. Appropriate
policy advice on transitional strategies towards a market-based,
sustainable microfinance system is thus now much in demand. The study
of rural financial markets carried out under the aegis of the Bank’s 1998/
99 Rural Asia Study provides important recommendations for increasing
the sustainability and coverage of microfinance institutions.

L. Revisiting the Agriculture Sector

In any listing of the causes of poverty, the low level of growth in the
agriculture sector invariably appears near the top in virtually every country.

32 Issues relating to pension reform, microfinance, community-based management/cost
recovery, etc. were frequently raised as areas where policy guidance and technology
transfer were much needed.
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In response to declining returns, Bank involvement in the sector has
contracted significantly in recent years. Although financial returns of rural
investments are now much more likely to be marginal, in terms of their
impact on rural job creation they may yet prove to be among the Bank’s
most effective contributions to national poverty reduction.

The Rural Asia Study provides positive suggestions for Bank and
government in supporting agricultural and agrobased rural development
and rural poverty reduction. In practice, future investments might demand
that much greater efficiency must be pursued in all areas of agricultural
production. In the rural domain generally, governance must be especially
effective and responsive rather than the opposite, as currently reported.
Thus, the recent emphasis on user-group formation might be further in-
stitutionalized so as to strengthen sustainability and ultimately, social
capital.

M. Human Capital Investment

Social sector priorities in recent years have become increasingly
pro-poor and the overwhelming focus of Bank loans in the social sector
is already on the supply of basic services. (The irony that such activities
are not counted as part of the Bank’s poverty reduction efforts is an
indication of the inadequacy of the present loan classification system).
If the Bank chooses to heighten its commitment to poverty reduction, it
is likely that social sector activities would need to change in only minor
ways.

The precise areas of change would be dictated, as in other sec-
tors, by the more detailed poverty analysis that would be expected to
underlie the operational strategy for each country. It is likely that, on this
basis, more emphasis would be given to policy analysis and to the pro-
vision of support to countries to strengthen the targeting and poverty
reduction impact of public subsidies.

The Bank’s division of resource allocations between health, edu-
cation, and water supply/sanitation, etc. would also likely need to be
revised and re-prioritized in terms of their comparative poverty reduction
impact. Similarly, in resource allocations between the Bank and the World
Bank, additional analysis in specific countries may indicate the desir-
ability of a mutual focus on very high priority areas, e.g., primary edu-
cation for girls, rather than on a division of labor among different subsectors.
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N. Social Protection, Safety Nets, and Urban Poverty

The experience of the Central Asian Republics and more recently
Indonesia has propelled the Bank into a relatively new and challenging
area of social safety net development. At the same time, the realization
that safety nets are still considered a luxury for many of the region’s very
poor creates a dilemma both for the Bank and its developing member
countries. In principle, there can be no argument that in establishing
social protection mechanisms, the poorest and most vulnerable should
be given first priority. Indeed, most countries do try to offer some support
even if the amount is extremely limited because of budgetary constraints.
As discussed earlier, it is unlikely that adequate solutions will be found
in the short term. In the longer term, however, the challenge of creating
effective social protection will remain a major priority for all the Bank’s
developing member countries.

It may be appropriate, under these circumstances, for the Bank to
progressively expand its involvement in this sector and, given that growth
in urbanization and urban poverty is inevitable, to develop a specific urban
poverty policy. The Bank is already involved in a range of urban poverty-
related issues, and such a policy would allow these issues to be ad-
dressed in a more systematic way. The policy would need to focus on
new ways of improving participation, governance, and financing so as to
accelerate the upgrading of informal settlements where the quality of
housing and access to services is notoriously low.

O. Infrastructure Support

The major impact of any increased poverty focus on the Bank’s
infrastructure investments would likely be to push the focus of invest-
ment further down towards basic infrastructure, e.g., the cheapest form
of road that would provide an essential farm-to-market linkage. A dilemma
for the Bank may be to determine the threshold of economic justification
for such tertiary roads. Estimation would need to take into account the
complex and comprehensive social gains (health, education, out-migra-
tion, innovation, reduced dependence, entrepreneurism, etc.) that ac-
crue from increasing social contact for physically isolated communities.
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P. Poverty Monitoring

It is already apparent that there will be an increasing need to
measure the poverty reduction impact of programs and strategies. Da-
tabases for monitoring poverty will need to be updated periodically to
reflect changing situations, and in many countries assistance will be
needed to help local institutions build capacities to analyze the strategic
implications of changes in poverty levels. In consultation with its devel-
oping member countries, the Bank might usefully work with other devel-
opment organizations (especially UNDP and the World Bank) to provide
technical assistance to help countries better monitor, and thus manage,
their poverty reduction strategies.


