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Overview

The global economic and food crises have called into ques-
tion the possibility of achieving the Millennium Develop-
ment Goals of halving poverty and hunger by 2015. Before 
the crises, the number of poor people, defi ned in the MDGs 
as those living on less than $1.25 a day, had fallen: from 
1.8 billion in 1990 to 1.4 billion in 20051 (see fi gure O.1). 
Progress across regions was, however, varied with East Asia 
experiencing the sharpest fall – thanks to China’s rapid 
growth – and sub-Saharan Africa the least. Even if globally 
the poverty rate is reduced by half by 2015, as the latest 
United Nations progress report on the MDGs suggests,2 
about one billion people will still be mired in extreme pov-
erty by 2015. Furthermore, according to estimates of the 
Food and Agriculture Organization of the United Nations 
(FAO), the number of malnourished individuals rose above 
the one billion mark in 2009 for the fi rst time.3

Persistent poverty in some regions, 
and growing inequalities worldwide, 
are stark reminders that economic 
globalization and liberalization have 
not created an environment conducive 
to sustainable and equitable social 
development

FIGURE O.1: Global and regional trends in extreme 
poverty, 1981–2005
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Income and wealth inequality have also increased in most 
countries, as have inequalities based on gender, ethnicity 
and region. In developing countries, children in the poorest 
households and those in rural areas have a greater chance of 
being underweight than children in the richest households 
or those in cities and towns.4 In some of the least developed 
countries, children in the poorest households are three times 
less likely to attend primary school than those in the richest 
households. And globally, girls account for a much higher 
percentage of those who drop out of school than boys.

Persistent poverty in some regions, and growing inequali-
ties worldwide, are stark reminders that economic globali-
zation and liberalization have not created an environment 
conducive to sustainable and equitable social development. 
Even now, when poverty reduction is relatively high on the 
international policy agenda and governments are launch-
ing direct assaults on poverty through various programmes, 
poverty and inequality are proving intractable foes. 

When a substantial proportion of a 
country’s population is poor, it makes 
little sense to detach poverty from the 
dynamics of development

This report explores the causes, dynamics and persistence of 
poverty; it examines what works and what has gone wrong 
in international policy thinking and practice, and lays out 
a range of policies and institutional measures that countries 
can adopt to alleviate poverty. The report argues that cur-
rent approaches to poverty often ignore its root causes, and 
consequently do not follow through the causal sequence. 
Rather, they focus on measuring things that people lack to 
the detriment of understanding why they lack them. 

The report analyses poverty reduction as part of long-term 
processes of social, economic and political transformation, 
but also draws important lessons from the experiences of 
those countries that have successfully combined economic 
development and active social policy to reduce poverty 

over relatively short time periods. It is critical of current 
approaches to poverty reduction that treat the poor as a 
residual category requiring discrete policies. When a sub-
stantial proportion of a country’s population is poor, it makes 
little sense to detach poverty from the dynamics of develop-
ment. For countries that have been successful in increasing 
the well-being of the majority of their populations, long-term 
processes of structural transformation, not poverty reduction 
per se, were central to public policy objectives. 

The report also examines the complex ways that poverty alle-
viation outcomes are shaped by the interconnection of ideas, 
institutions, policies and practices in a triad of economic 
development, social policy and politics. It advocates a pat-
tern of growth and structural change that can generate and 
sustain jobs that are adequately remunerated and accessible 
to all – regardless of income or class status, gender, ethnic-
ity or location. It calls for comprehensive social policies that 
are grounded in universal rights and that support structural 
change, social cohesion and democratic politics. And it makes 
the case for civic rights, activism and political arrangements 
that ensure that states are responsive to the needs of citizens 
and that the poor have infl uence in how policies are shaped. 

Such an approach contrasts with contemporary efforts to 
reduce poverty through discrete social policies that are often 
weakly related to a country’s system of production or macro-
economic policies. This has been the case with three of the 
dominant approaches to poverty reduction in the past decade, 
including the IMF– and World Bank–led Poverty Reduction 
Strategy Papers (PRSPs), the introduction in many countries of 
targeted poverty reduction and social protection programmes, 
and the UN–led Millennium Development Goals (MDGs) 
(see box O.1).

In the fi ve years that remain of the MDG process, it is impor-
tant that the world community continue to concentrate 
on meeting the agreed-upon targets, drawing lessons from 
recent experience about the most effective mechanisms for 
doing so. It is equally important to begin an inquiry into 
how to sustain progress towards equitable development and 
poverty reduction in a post–MDG world. This report aims 
to contribute to this endeavour.
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BOX O.1: Contemporary approaches to poverty reduction

Poverty Reduction Strategy Papers

Poverty Reduction Strategy Papers lay out the economic and social policies that governments in low-income countries should pursue 

to achieve growth and reduce poverty. The PRSPs share a strong lineage with the structural adjustment policies of the 1980s, which 

sought to correct the macroeconomic imbalances of crisis-affected countries. The defl ationary and social consequences of these 

policies galvanized the international community, in 1996, to launch the Heavily Indebted Poor Countries (HIPC) initiative, which 

focuses on reducing countries’ debts while helping to spur growth and reduce poverty. Through this process, the PRSPs emerged as a 

framework aimed at ensuring that resources freed up by debt relief would be used for poverty reduction. The IMF’s Poverty Reduction 

and Growth Facility (PRGF), established in 1999, subsequently became the key instrument for providing loans. The PRGF was expected 

to support the PRSP goals of growth, poverty reduction and country ownership. In practice, however, it has remained narrowly focused 

on achieving fi scal stability.a Rather than being designed to support PRSPs, therefore, it often pre-determines the macroeconomic 

frameworks and low infl ation targets of the PRSPs. The resulting fi scal frameworks tend to be pro-poor in the sense that aid policy has 

been reoriented towards basic services. However, they have failed to be pro-growth, especially in terms of infrastructure investment 

and support for other growth-related activities that will expand capacity in agriculture and industry.b

Programmes that target the poor

In the 1980s, fi scal constraints, as well as criticism of the capture of resources by elites, forced many governments in developing 

countries to shift priorities, placing less emphasis on the goal of universal social protection and more emphasis on targeting the poor. 

Social programmes were often cut back to residual interventions to cushion the worst effects of adjustment measures, while narrowly 

targeted mechanisms gained popularity on effi ciency grounds. Since then social spending on health and education has often increased 

but targeted approaches have remained. While there are many positive examples of initiatives that have reduced poverty, sustained 

consumption and encouraged labour market participation, there are also shortcomings associated with this approach. Identifying and 

reaching those most in need requires a degree of state administrative capacity that is often not present in low-income countries, or that 

has been undermined in recent decades as a result of structural adjustment policies and public sector retrenchment. Where poverty 

is widespread, targeting is unlikely to make signifi cant inroads. Moreover, targeted programmes that are not linked to a broader 

strategy aimed at ensuring that all citizens have access to basic services and income or consumption guarantees may exacerbate 

exclusion, resulting in lower quality services for the poor. Targeting also mitigates against the building of links among classes, groups 

and generations that enhance social solidarity.

Millennium Development Goals

The MDGs are a clear demonstration that world leaders can come together to address the major challenges of our time – not only 

war and fi nancial crisis, but also poverty. The MDGs acknowledge the multidimensional nature of poverty, going beyond simplistic 

measures of income to identify other elements that defi ne the experience of being poor. Leaving aside the improbability that people 

in some parts of the world could even survive on $1.25 a day – the current defi nition of extreme poverty – such income metrics fail 

to account for the vulnerabilities and indignities that plague the lives of many people in poor countries. Such concerns are refl ected 

in the inclusion in the MDGs of other targets, such as alleviating hunger, promoting universal primary education, reducing maternal 

and child mortality, advancing gender equality and easing the burden of major diseases. Despite an ambitious agenda, the MDGs 

nonetheless represent a cautious approach to social development. A number of critical issues and obstacles to overcoming poverty 

have not been addressed, including the mechanisms required to achieve the goals individually, or the synergies among them; the role 

of employment; growing levels of inequality; the often contradictory impact of certain macroeconomic policies; and the political and 

social relations that structure power and exclusion.

Notes: a Gottschalk 2008; McKinley 2004. b Gottschalk 2008; UNCTAD 2006.
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Seven Arguments towards 
the Reduction of Poverty and 
Inequality

Poverty reduction requires growth and 

structural change that generate productive 

employment

A fundamental precondition for poverty reduction is a pat-
tern of growth and structural change that generates produc-
tive employment, improves earnings and contributes to the 
general welfare of the population. Employment represents a 
crucial channel through which income derived from growth 
can be widely shared. If people have adequately remuner-
ated jobs, they can lift themselves out of poverty, participate 
in social insurance schemes that enhance their well-being, 
and improve their educational and health status. In short, 
employment-centred growth can have a strong multiplier 
effect on various MDG targets. However, growth in many 
low-income countries has not been sustained and has failed 
to deliver jobs. Labour is still moving out of agriculture. 
But it tends to be absorbed into low-value activities in the 
urban informal sector where prospects for improving pro-
ductivity and incomes are limited. 

Employment represents a crucial 
channel through which income derived 
from growth can be widely shared

Three issues undermine efforts to adopt growth strategies 
that are employment centred. First, increased globalization 
has weakened the organic links between agriculture and 
industry. In many countries today, the urban population 
is largely fed by importing food rather than by supporting 
domestic agriculture; many countries also import most of 
their manufactured goods rather than expanding domestic 
production. In least developed countries with high levels 
of poverty, both agriculture and industry have stagnated 
because of this trend. Second, technological change and 

sources of productivity growth are increasingly determined 
by foreign fi rms, reducing the demand for labour. The third 
issue relates to the continued hold of neoliberal ideas on 
macroeconomic policies, which emphasize fi scal restraint, 
privatization and liberalization. Within this framework, 
employment is seen as a by-product of growth that does 
not require direct policies. Even the macroeconomic 
frameworks of the PRSPs, which are supposed to help low-
income countries generate growth and reduce poverty, are 
constrained by standard structural adjustment programmes 
that have been strongly criticized as defl ationary. 

Governments can achieve employment-centred structural 
change by pursuing deliberate policies in a number areas. 
These include:

instituting selective and well-managed industrial • 
and agricultural policies that connect the agricultural 
sector more productively to industry and other sectors 
of the economy; 
stimulating and maintaining an adequate level of • 
labour demand by expanding domestic production and 
raising the demand for domestic goods and services; 
investing in infrastructure as well as education, • 
training and research to improve skills, productivity 
and the mobility of the population; and
adopting a macroeconomic framework that avoids • 
procyclical policies or restrictive monetary and fi scal 
policies during periods of slow growth.

In addition, the international community can 
provide support to the least developed countries • 
by reducing vulnerability to commodity price and 
interest rate shocks, phasing out agricultural subsidies 
in rich countries and granting more access to rich 
country markets.

Comprehensive social policies are essential 

for successful poverty reduction

Even when employment levels are high, social poli-
cies play an essential role in enabling people to extricate 
themselves from poverty. A number of welfare policies are 
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feasible and affordable for countries at fairly low levels of 
income. In fact, evidence from across the world, including 
high-income countries, suggests that poverty levels are 
drastically reduced after social transfers have been imple-
mented, with the most signifi cant reductions occurring in 
countries with comprehensive social policies that aim at 
universal coverage. 

Although the MDGs are fundamentally about the promo-
tion of social development, they do not provide a social 
policy framework for achieving the targets and exploiting 
the synergies among them. In efforts to meet the MDG tar-
gets, many countries, sometimes with the support of donors, 
have introduced targeted social assistance programmes. In 
countries where such programmes are well funded and sta-
ble, and reach large numbers of people, the results have 
been positive. However, where poverty and deprivation are 
widespread, targeting is unlikely to make signifi cant and 
sustained inroads into poverty, may fail to build support 
among middle-income groups that are needed for funding 
and providing good quality services, and may condemn the 
poor to inadequate services.

An effective social policy framework for rapid and sustained 
poverty reduction must be grounded in universal rights. 
It should aim to:

reinforce the redistributive effects of economic policy; • 
protect people from income loss and costs associated • 
with unemployment, pregnancy, sickness, chronic 
illness or disability, and old age;
enhance the productive capacities of individuals, • 
groups and communities; and
reduce the burden of the growth and reproduction of • 
society, including care-related work, which is unfairly 
borne by women. 

This suggests that social policy, at its best, is transformative, 
and cannot be separated from efforts to create employment-
centred growth and structural change since they allow for 
the incorporation of more people into social insurance 
schemes that are redistributive across classes, groups and 
generations. Employment-centred growth and structural 
change also facilitate the provision of universal social 

services and the funding of complementary social assist-
ance programmes out of public revenues. Social polices 
must also acknowledge and reward the unpaid care work 
that goes into sustaining families, households and societies 
by investing in social infrastructure and basic services, and 
reducing the workload of women.

Social policy, at its best, 
is transformative, and cannot be 
separated from efforts to create 
employment-centred growth and 
structural change

High levels of inequality are an obstacle 

to poverty reduction 

The PRSPs and MDGs are concerned primarily with abso-
lute levels of poverty; neither directly addresses the issue of 
inequality.5 In contexts of high inequality, growth is often 
concentrated among sectors that benefi t the elite; the poor, 
on the other hand, are likely to be excluded from mar-
ket opportunities or to lack the resources to benefi t from 
growth. High levels of inequality make it harder to reduce 
poverty even when economies are growing, while the evi-
dence also reveals that poor countries are generally more 
unequal than rich ones. Poverty and inequality must thus 
be considered as interconnected parts of the same problem. 
Poverty is closely related to various dimensions of inequal-
ity, including income status, gender, ethnicity and location. 
And inequalities are manifest across several dimensions, 
such as employment, earnings and access to social services. 
These inequalities are often interlocking and dysfunctional 
for development for a number of reasons. 

Poverty and inequality must be 
considered as interconnected parts 
of the same problem
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First, they make it harder to incorporate the poor and dis-
advantaged in the growth process; inequalities constrain 
their productive capacity and their potential contribution 
to development. Second, in highly unequal societies, the 
poor are more likely to be locked into a subsistence econ-
omy. This may limit the size of the domestic market and 
thus retard the potential for sustained growth. Third, high 
levels of interlocking inequalities may undermine the reali-
zation of civil, political and social rights; they may raise the 
level of crime and plunge societies into confl ict. Fourth, 
high levels of inequality may create institutions that main-
tain the political, economic and social privileges of the 
elite and lock the poor into poverty traps from which it is 
diffi cult to escape. 

Countries can adopt a number of redistributive policies 
to tackle the multiple dimensions of inequality. These 
include: 

providing the poor (differentiated by gender, ethnicity • 
and other relevant characteristics) with greater access 
to productive assets, such as land;
investing in social infrastructure to reduce the drudgery • 
of domestic work; 
pursuing affi rmative action policies for disadvantaged • 
groups within a framework that incorporates all citizens 
in national development and welfare provision;
stimulating investment in rural infrastructure, • 
creating public works programmes and increasing 
access to credit; 
pursuing fi scal reforms that improve tax administration, • 
prevent tax evasion, and limit opposition to progressive 
taxation and redistribution; and 
creating a stable global economic environment that • 
responds to the needs of low-income countries.

Poverty reduction requires effective state action

Sustained progress in combating poverty requires effec-
tive states that are both developmental and redistributive. 
Countries that have successfully reduced poverty in rela-
tively short periods of time had purposeful, growth-oriented 
and welfare-enhancing political systems; they also built and 

maintained competent bureaucracies. Such effective states 
must be able to overcome critical market failures, assist in 
the acquisition of new technologies, mobilize and channel 
resources to productive sectors, enforce standards and regu-
lations, establish social pacts, and fund and manage ser vices 
and social programmes.

Countries that have successfully 
reduced poverty had purposeful, 
growth-oriented and welfare-enhancing 
political systems; they also built and 
maintained competent bureaucracies

Building state capacity requires a focus on three crucial 
dimensions: 

the crafting of political coalitions needed to set and • 
carry out policy; 
mobilizing resources with which to implement • 
development objectives; and 
allocating resources to productive and welfare-enhancing • 
sectors and enforcing rules governing their use. 

Building political coalitions and strengthening resource 
mobilization capacities can improve policy space and are 
likely to be effective when governments embrace agen-
das that provide wide-ranging and good quality services 
to broad sections of the population. And enforcement 
capa city can be enhanced when citizens participate in 
monitoring resource use. States with a broad power base, 
well-organized ruling parties, competent bureaucracies and 
an activist citizenry have effectively implemented redis-
tributive policies and tackled poverty. 

Current approaches to state-building have focused largely 
on market-enhancing reforms of good governance, 
managerialism and decentralization. Aspects of these 
reforms are desirable goals for all countries, but they do 
not necessarily generate and sustain growth or produce 
socially equitable outcomes. 
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Politics matters for poverty reduction 

The protection of civic rights, active and organized citizens, 
and political parties that effectively engage the poor and 
other disadvantaged groups are all important for sustained 
progress towards poverty reduction. Most low-income 
countries have relied on the participatory frameworks of 
PRSPs to involve citizens in designing and implement-
ing anti-poverty strategies. However, the consultative 
process adopted has generally failed to give citizen groups 
the power to effect real change or to get policy makers to 
deliver on agreed-upon goals. Many such groups typically 
feel that real decisions on important policies lie elsewhere. 
Similarly, current international efforts to involve big busi-
ness in poverty reduction through corporate social respon-
sibility, private regulation and stakeholder dialogue have 
largely failed to take account of how, historically, business 
collaborated with states and social groups in societies that 
have alleviated poverty. 

The protection of civic rights, active 
and organized citizens, and political 
parties that effectively engage the poor 
are all important for poverty reduction

Lessons from successful democracies suggest that effective 
strategies to combat poverty require that:

rights be institutionalized to allow citizens to organize • 
and contest public policies as autonomous actors; 
political parties are embedded within broad social • 
coalitions that include the active participation of the 
poor, women and other disadvantaged groups;
bargaining regimes or social pacts are constructed that • 
give groups voice and infl uence in holding corporations 
and states to account and in shaping development 
policies and outcomes; and
the democratic regime is suffi ciently competitive to • 
create uncertainties in electoral outcomes, allow for 
periodic changes in power and prevent ruling parties 
from becoming complacent.

There are many paths 

to poverty reduction 

Different countries have pursued divergent paths to achieve 
development. Most countries that have been successful in 
exploiting the benefi ts of globalization have adopted het-
erodox policies that refl ected their national conditions, 
rather than fully embracing market-conforming prescrip-
tions. Evidence from such countries suggests that industri-
alization provides a powerful pathway to improved incomes 
and well-being. However, industrialization is not the only 
viable route out of poverty. If governments in low-income 
agrarian societies commit to supporting agriculture by 
improving productive capacities, incomes and services in 
rural areas, agriculture can provide a solid foundation for 
development and for enabling low-income households to 
move out of poverty.

The global economic crisis has given added impetus 
to the calls from developing countries for greater policy 
space. This is a potentially important development, but it 
should not be reduced to issues such as less donor condi-
tionality or the possibility of developing country govern-
ments adopting countercyclical policies. Policy space also 
means that countries and peoples should have the option 
to adopt different models of development in which issues 
of employment-centred growth and structural change, 
transformative social policy, and democratic politics 
that elevate the interests of the poor in policy making, 
fi gure prominently.

Most countries that have 
been successful in exploiting the 
benefi ts of globalization have adopted 
heterodox policies that refl ected 
their national conditions, rather 
than fully embracing market-
conforming prescriptions
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Poverty is reduced when economic and 

social policies, institutions and political 

arrangements are mutually supportive

Rapid and sustained progress towards poverty reduction 
requires recognition of, and action on, the interconnectedness 
of different policies and institutions. Reducing poverty entails 
not only having employment-centred growth strategies, or 
pursuing comprehensive social policies, or even getting the 
politics right. It is also about consciously coordinating policies 
and institutions in those three domains to deliver maximum 
impact. Governments should focus on the way institutions 
and policies are linked across spheres and the synergies they 
create in tackling specifi c problems. Effectiveness of one insti-
tution or policy in a particular sphere may lead to, or require, 
complementary institutions or policies in others. 

The exploitation of synergies requires 
conscious design of both economic and 
social policies, backed by suffi ciently 
powerful coalitions to see them through

Pursuit of one set of policies in one domain and the neglect 
of others may undermine the full realization of the benefi ts 
of the chosen set of policies. For instance, if countries pur-
sue only employment-centred growth, segments of the pop-
ulation that are disadvantaged or excluded from the labour 
market may be negatively affected. Similarly, if social policy 
is detached from the dynamics of production, the resources 
required to support social policy may not be generated, and 
economies may experience crisis or infl ation if social pro-
grammes are expanded, ultimately worsening the position 
of the poor. Also, strategies that succeed in mobilizing citi-
zens but fail to expand productive capacities and opportu-
nities may produce politically unstable outcomes.

Achieving institutional complementarity requires – but 
should not be reduced to – policy coherence. Institutional 
complementarities or policy regimes are a product of com-
peting values on rights, differences in the weights accorded 

to markets and non-market institutions in coordinating 
activities, and differences in power structures that have 
evolved historically. The exploitation of synergies among 
different sectors and subsectors is important in overcoming 
poverty and inequality. However, such synergistic relation-
ships are not automatic. They require conscious design of 
both economic and social policies, backed by suffi ciently 
powerful coalitions to see them through. 

Summary of the Report

This report is grounded in extensive research on contemporary 
and historical approaches to poverty reduction and draws out 
important insights and implications for policy. It is based on 
research by the United Nations Research Institute for Social 
Development (UNRISD) that includes more than 40 back-
ground papers, as well as in-depth case studies and overview 
papers of countries or territories with different development 
experiences (see box O.2). It explains why some countries 
have been more successful than others in combating poverty, 
and how economic and social policies, and politics, can be 
organized to produce good anti-poverty outcomes.
 
Section one of the report analyses the dynamics of structural 
change in diverse country, economic and social contexts. It 
advocates a pattern of growth and structural change that 
can create and sustain decent jobs that are accessible to all 
regardless of income status, gender, ethnicity or location. 

Section two examines the central role of social policy in 
combating poverty and inequality. It advocates a universal 
approach to social protection, along with selective inter-
ventions to reach the most excluded groups; universal 
provision of social services, including care; and fi nancing 
mechanisms that are redistributive and sustainable in eco-
nomic and political terms. 

Section three discusses the importance of effective state 
action and types of business practices and democratic 
politics that are conducive to poverty reduction.
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BOX O.2: Preparing this report: A note on case studies and approaches to poverty

As inputs to this report, UNRISD commissioned in-depth studies on Botswana, Brazil, Costa Rica, India, Kenya, Malaysia, South Africa 

and Taiwan Province of China. These were classifi ed according to regime characteristics of democracy and authoritarianism and fi ve 

patterns of structural change:

• economies that have made successful transitions to manufacturing; 

• cases of high levels of industrialization with dualist labour markets; 

• cases of service-led growth; 

• economies in which agriculture dominates; and 

• mineral-rich economies.

The research focused on six broad themes: 

• development strategies, structural change and poverty reduction; 

• wealth and income inequality; 

• social protection; 

• social services; 

• organized interests, development strategies and social policy; and 

• developmental state capacity.

In addition, overview papers addressing similar issues were commissioned on China, Finland, Ireland, the Republic of Korea, 

Singapore, the former Soviet Union, Sri Lanka and Viet Nam, representing:

• late industrializers with high levels of structural change; 

• countries with a good record in poverty reduction that have pursued heterodox economic policies in opening up to the world market; 

• countries that historically have done well in human development with low per capita incomes; and 

• countries with a previously good record in poverty reduction and that have transitioned from communism to capitalism. 

Many of these cases appear repeatedly in various chapters of the report and are used to shed light on the links between structural 

change, social policy and politics. UNRISD also commissioned more than 40 background papers to complement the fi ndings of the 

case studies. Apart from their rich insights on certain themes that are relevant to the report, some of these papers also yielded 

detailed information on an additional set of countries: Argentina, Cambodia, Côte d’Ivoire, Ghana, Indonesia, Mexico and Senegal. 

The report also draws substantially on previous work by UNRISD. The case studies used national poverty lines rather than $1.25 a 

day measures.a Although this makes comparisons of the incidence of poverty across cases diffi cult, it throws light on the dynamics 

of poverty in different contexts. No income metric can account for the complex of deprivations that exists in poor countries, which 

underscores the importance of studying poverty from a multidimensional perspective. However, in order to highlight the centrality of 

employment in poverty reduction and the nature of poverty risks for different types of sectors and social groups, some of the chapters 

of the report focus on income poverty. The limitations of income measures of poverty have been highlighted by many scholars.b For 

instance, fast-growing India has done well in income-poverty reduction but has experienced regression or slow progress in other 

dimensions of poverty, such as infant mortality and child nutrition. The report, therefore, addresses multiple aspects of well-being, 

such as educational achievements, life expectancy and nutrition, which are identifi ed in the capability approach, which focuses on 

the type of life individuals can live rather than their income. Such an approach draws attention to the importance of social rights and 

freedoms, a theme that runs throughout the report. That said, the capability approach also shares a common feature with the income 

approach in that it fails to pay adequate attention to group dynamics and the causes of poverty.c The approach to poverty used in this 

report is rooted in power relations, global dynamics and group analysis. It seeks to explain why people are poor and why inequalities 

exist, as well as what can be done to rectify these injustices.

Notes: a For a critical review of the dollar a day poverty measure, see Pogge and Reddy (2006); UNDESA (2010). b Sen 1999; Stewart et al. 2007; Deaton and 
Drèze 2002. c Stewart et al. 2007.
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Section One: Socially Inclusive 
Structural Change 

Structural change involves continuous shifts in the shares 
of manufacturing, services and agriculture in output and 
employment in favour of more dynamic sectors. How 
these sectors are organized, and how individuals, groups 
and communities are integrated into them, have implica-
tions for people’s livelihoods. Employment represents the 
single most important source of income for the majority 
of the world’s people – either directly through their par-
ticipation in the labour market, or indirectly through their 
membership in households sustained by earnings from 
employment. Structural change that improves employment 
opportunities will therefore be more inclusive than that in 
which the quality of employment stagnates or deteriorates. 
Conversely, unequal access to decent work and persistent 
labour market inequalities will frustrate efforts to reduce 
poverty. Labour market inequalities manifest themselves 
in relation to class, gender and ethnicity, and may take 
the form of casual, irregular and unprotected employment, 
longer working hours and low pay. They are also linked to 
other dimensions of inequality, such as asset holdings and 
access to services, social protection schemes and political 
power. Strategies for socially inclusive structural change 
should therefore be based on employment-centred growth 
and redistributive policies that address multiple inequali-
ties of class, gender and ethnicity.

Generating employment should be a central 

objective of structural change 

Chapter 1 outlines elements of a framework for incorporat-
ing employment more centrally in development policy. It 
highlights the potential and limits of different growth paths 
in generating employment and points to the importance of 
national policy space in formulating employment-centred 
development strategies. It argues that economic growth or 
industrialization per se will not necessarily lead to sustained 
improvements in employment, income and well-being. 
The traditional rich-country pattern of structural change, 

in which economic growth fuelled a shift from agriculture 
to industry and from industry to services, as well as a shift 
from informal sector to formal wage employment, is diffi -
cult to replicate in the context of open economies without 
deliberate policies. Workers are still moving out of agricul-
ture in the vast majority of countries. But they typically fi nd 
work in low-value services and informal employment with 
limited opportunities for sustained growth in productivity 
and incomes. The free-market orientation of development 
policy in the last few decades has made matters worse, since, 
in many countries, it has been associated with expanding 
labour market inequalities, persistent informalization and 
the emergence of precarious forms of employment. 

Economic growth or industrialization 
per se will not necessarily lead 
to sustained improvements in 
employment, income and well-being

The chapter shows that structural change can have mul-
tiple trajectories, such as situations of stalled industrializa-
tion and dualistic labour markets (that is, a formal sector 
that offers high wages, benefi ts, security and prospects for 
upward mobility; and an informal sector characterized by 
low incomes and less job security, training and mobility), as 
found in many Latin American and other middle-income 
countries. Other countries have experienced service-led 
growth paths or have economies in which agriculture still 
dominates. In still other countries, the course of structural 
change is determined by mineral wealth. The chapter dis-
cusses the extent to which these different patterns of struc-
tural change are socially inclusive in terms of their capacity 
to generate jobs and improve incomes and well-being. It 
shows that growth paths that are driven by low-produc-
tivity activities in agriculture and services, or by mineral 
rents in which structural change is stuck in the primary sec-
tor, have produced highly segmented and unequal labour 
markets. In these types of economies, the poor are often 
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locked out of dynamic growth sectors. Poverty may take the 
form of persistent unemployment; part-time work with low 
remuneration and protection; longer working hours at low 
pay; or widespread underemployment and low incomes in 
informal and agricultural activities. 

The structure of households – that is, the composition of 
earners and dependents – directly infl uences how employ-
ment opportunities translate into changes in poverty out-
comes. The report employs a working poor poverty rate to 
examine the relationship among different types of employ-
ment and poverty outcomes. The working poor are defi ned 
as individuals who are employed and living in households 
whose income or consumption levels fall below a poverty 
threshold. The working poor poverty rate is the number of 
working poor in a particular employment category expressed 
as a percentage of the total number of people in the same 
employment category. Working poor poverty rates tend to 
be higher in agricultural versus non-agricultural employ-
ment and in informal versus formal employment.

The report argues that policy is crucial for generating struc-
tural change that realizes better quality employment and 
poverty outcomes. However, there is no one-size-fi ts-all 
approach to employment policy; and the critical institu-
tions for inclusive outcomes often lie outside the labour 
market itself. Macroeconomic policy, fi nancial institutions, 
the international structure of production, the nature and 
composition of households, gender dynamics and social 
policy all infl uence employment outcomes and the poten-
tial for better opportunities to translate into real differences 
in people’s lives. Countries that seek to expand employment 
opportunities must adopt macroeconomic frameworks that 
avoid restrictive monetary and fi scal policies during peri-
ods of poor growth since they tend to reduce the growth of 
domestic demand, which affects employment generation.6 

Countries that have been successful in reducing poverty 
relatively quickly used industrial and agricultural policies to 
facilitate employment-centred structural transformations. 
The precise policy confi guration differs across countries, 
but they share a number of common features, including:

public investment in infrastructure;• 

development fi nance to channel credit to specifi c • 
productive activities; 
well-managed industrial and agricultural policies • 
such as subsidies, tax credits, extension services and 
land redistribution;
management of the investment-export nexus;• 
the pursuit of dynamic competitive advantage by • 
nurturing the development of strategic industries and 
activities; and
social policies that improved the skill levels and welfare • 
of the population.

Similar kinds of interventions can be used in many coun-
tries today that have the governance capacity to transform 
the structure of employment, nurture productive linkages 
between industry and agriculture, and encourage the devel-
opment of a solid foundation of decent work opportunities. 
Such strategies will have to be sensitive to the constraints 
of climate change, which require additional efforts to sup-
port technological capacities that will propel countries 
onto high-growth paths that are low carbon-intensive.7 

Reducing income inequality is 

essential for poverty reduction

Inequality is considered by some to be of little social con-
cern. So long as poverty is minimized, it is argued, there 
should be no principled objection to the unbridled gains of 
the very rich. In some hands, this argument becomes one of 
active advocacy: that the concentration of wealth should 
be cultivated to generate savings, investment and growth.8 
Yet the fact that high levels of inequality are often found 
in the poorest countries exposes the weakness of this argu-
ment. Evidence suggests, in fact, a two-way causal relation-
ship between poverty and inequality. But there are other 
grounds on which concern about inequality is warranted. 
The international human rights framework commits 
governments to uphold equality in civil and political 
rights and to take steps progressively to achieve this. 
Furthermore, some notion of equity is central to the 
construction of inclusive societies and the realization of 
substantive citizenship.9 
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Evidence suggests a two-way 
causal relationship between poverty 
and inequality

Apart from a commitment to eliminate gender disparities 
in primary and secondary education, the MDGs virtually 
ignore the issue of inequality. Recent reports10 have under-
scored the intrinsic value of equality as well as its relevance 
for achieving growth and reducing poverty. But the view 
articulated in the World Bank’s World Development Report 
2006, for example, emphasizes equality of opportunities 
as opposed to outcomes. This argument justifi es unequal 
outcomes if the processes that generate them are fair,11 
and advocates interventions only to protect those who 
fall below an absolute threshold of need. The result is a 
weak redistributive agenda that shies away from any seri-
ous consideration of wealth and income redistribution now, 
emphasizing instead investments in opportunities that 
might produce a more equitable future.12 

Chapter 2 examines the causes, patterns and dynamics 
of inequality, with a particular focus on inequalities of 
income and wealth, often referred to as vertical inequali-
ties. Emphasis is placed on both the intrinsic and instru-
mental value of redistributive policies and processes that 
lead to equitable outcomes. The chapter demonstrates that 
increases in inequality are linked to a range of economic 
policies that have dominated the development agenda 
in recent decades. These include fi nancial liberalization, 
regressive taxation, privatization in the context of weak 
regulation, public expenditure policies that fail to protect 
the poor during crisis or adjustment periods, and labour 
market policies that lead to precarious forms of fl exibil-
ity, informalization and an erosion of minimum wages and 
union bargaining power.13 

Despite the importance of structural change in determining 
levels of inequality, there is no single pattern that holds for 
all countries across time. Instead, (i) redistributive policies 
can moderate inequalities even at early stages of industri-
alization, and (ii) rapidly industrializing economies with a 

previously egalitarian income distribution may experience 
rising inequalities in the absence of corrective measures. 
Furthermore, (iii) most low-income agrarian societies that 
have not yet experienced sustained growth and industriali-
zation, and whose public policies lack a redistributive focus, 
generally have high levels of inequality, and (iv) the grow-
ing dominance of the fi nancial and technological sectors in 
national economies, especially in contexts where economic 
policies favour market liberalization and less redistribution, 
increases inequality. 

The chapter also shows that structural change – in terms 
of the changing roles of agriculture, industry, technology 
and fi nance in an economy – and the global terms of trade 
among these sectors are closely related. In the short run, 
global terms of trade have a direct effect on inequality 
in a liberalized economy. For instance, a fall in global 
commodity prices will tend to drive up inequality in agrar-
ian economies by lowering the relative incomes of com-
modity producers. A technology bubble raises incomes 
at the top. High interest rates, in general, penalize debt-
ors and reward creditors; they thus raise inequality since 
the latter are almost invariably richer than the former. 
This underscores the importance of global governance of 
fi nancial and commodity markets and the management of 
global monetary policy.

Since reducing inequality has value in its own right, and 
also yields substantial benefi ts in terms of both poverty 
reduction and growth, the chapter suggests a number of 
mutually supportive redistributive policies that countries 
can adopt. They include:

land reform, especially in highly unequal economies • 
where the poor depend substantially on land for their 
livelihoods; 
fi scal reforms that improve tax administration, prevent • 
tax evasion and avoidance, and limit opposition to 
progressive taxation and redistribution; 
income-generating employment opportunities; and• 
a number of expenditure-related policies that • 
will enhance the welfare of the poor (such as 
the range of social policies discussed in Section two 
of this report). 
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Redistributive policies can help mitigate ethnic 

and regional inequalities

Structural change affects individuals, groups and regions 
differently. Group membership is intrinsic to human devel-
opment, and when the benefi ts and costs of structural 
change correspond to ethnic or religious affi nities, or geo-
graphic location, individuals may perceive development in 
terms of those cleavages. Such inequalities may be a source 
of confl ict and adversely affect well-being. However, meas-
ures of inequality that rank individuals and households by 
income often exclude group and spatial dimensions.

Group inequalities are closely linked to the ways in which 
groups are integrated into different sectors of the economy, 
as well as in their representation in political and social 
institutions. They are also refl ected in how identities are 
valued in the cultural sphere. Such inequalities are there-
fore multidimensional and encompass economic, social, 
cultural and political aspects. Achieving equality in each 
of these dimensions has intrinsic value, as well as being 
instrumental in promoting equality along other dimen-
sions, or in achieving other development goals. 

Chapter 3 analyses the evolution of inequalities among 
different regions and ethnic groups as well as policies 
for their mitigation. It highlights a number of reasons 
why ethnic and spatial inequalities are critical in under-
standing poverty.

First, between-group (or horizontal) inequalities make • 
up a large component of overall inequality within 
any country. A focus on only vertical inequality may 
obscure important differences among groups or regions. 
Some groups may be seriously disadvantaged or have 
higher than average concentrations of poverty even 
when overall vertical inequality is low. 
Second, regional inequality in large industrializing • 
countries as well as in most developing and transition 
economies appears to be on the rise. If ethnic groups 
are geographically clustered, industrialization or 
development may bypass groups that are not located 
in economically dynamic zones, intensifying poverty 
in neglected areas. 

Third, inequalities between ethnic groups can lead to • 
confl ict, which may affect development. Indeed, most 
confl icts today tend to have an ethnic dimension14 and 
are diffi cult to resolve. 
Fourth, horizontal or between-group inequalities are • 
signifi cant because, in some situations, it may not be 
possible to improve the position of individuals without 
tackling the position of the group. 

Ethnic and spatial inequalities are 
critical in understanding poverty

In ethnically diverse societies, regional and ethnic inequal-
ities may be closely interrelated, although the dynamics 
may differ when ethnic populations are highly mobile or 
dispersed. Typically, regional inequalities increase in early 
stages of development and decrease in more mature stages. 
However, it is hard to predict how ethnic inequalities will 
change over time as incomes increase. Ethnic inequalities 
are often created by a foundational shock that may propel 
a country along a particular development trajectory. Once 
that shock has ended, those inequalities often persist for 
long periods, and individuals may become mired in pov-
erty because of the diffi culties of moving across groups. 
Groups that start out in a privileged position may forge 
ahead, while those that have been underprivileged histori-
cally may be trapped in a vicious cycle of poverty. Breaking 
through these cycles is crucial to tackling poverty levels 
among disadvantaged groups. 

The chapter argues that redistributive policies can help to 
mitigate ethnic and spatial inequalities. It is easier to cor-
rect ethnic inequalities when an economy is growing, the 
targeted population has strong links with policy-making 
institutions, and the redistributive policy is part of a larger 
strategy to transform the economy and eliminate pov-
erty irrespective of ethnicity. Affi rmative action policies 
that target disadvantaged groups may improve horizontal 
in equalities but worsen intra-group and (overall) vertical 
inequalities. Policies that target both ends of the distribu-
tion curve may lead to improvements in both inter- and 



COMBATING POVERTY AND INEQUALITY

14

intra-group income distribution; those that focus on the 
upper end of the curve may lead to a worsening of intra-
group inequality. Regional disparities appear to respond well 
to regional development strategies. Even poor countries 
that have pursued such strategies have reduced poverty in 
the worst-off areas. Correcting horizontal inequalities is 
inherently political. Without political inclusivity, there is 
little chance of implementing effective remedial policies 
for disadvantaged groups. 

Reducing gender inequalities requires both 

redistributive and regulatory measures

Over the past two to three decades there have been sig-
nifi cant changes, many of them positive, in the social 
and economic status of women that have helped reduce 
gender inequalities. Such changes in women’s lives are 
associated with the social transformations that attend eco-
nomic development. But they are not simply a by-product 
of economic growth. In many instances, change has been 
instigated or accelerated by state reforms and social move-
ments. The last decade of the twentieth century was partic-
ularly signifi cant, since it was marked by a series of political 
transformations that included the transition from author-
itarian rule in many parts of the world. Women’s move-
ments, both national and transnational, took advantage 
of the altered political context (that they themselves had 
helped to shape) to advance women’s rights, working both 
in and outside state machineries for legislative and policy 
reforms. However, the positive outcomes of the past dec-
ade – in terms of girls’ enrolment in primary and secondary 
education, women’s representation in politics and new leg-
islation prohibiting violence and discrimination – must be 
qualifi ed in the light of continuing gender inequalities and 
a less than favourable economic environment.

The ambivalent nature of women’s achievements is illus-
trated most strikingly in what has been termed the femini-
zation of labour. As chapter 4 shows, not only has women’s 
access to paid work increased in most countries (with the 
exception of Eastern Europe and Central Asia) but, at the 
same time, a deterioration has occurred in the terms and 

conditions of much of the work on offer. Informal employ-
ment tends to be a greater source of employment for women 
than for men in most developing regions, with women often 
concentrated in the most casual and exploitative forms of 
work. In some contexts, earnings are so low that even the 
existence of multiple earners is not suffi cient to pull the 
household above the poverty line. 

Positive changes in the social and 
economic status of women have 
helped reduce gender inequalities, 
but they are not simply a by-product 
of economic growth

Given these realities, many have argued that poverty has 
a female face or is increasingly feminized. The chapter 
shows a more complicated picture. While labour market 
segmentation by gender is pervasive, with women often 
clustered into the more casual and low-paid segments of 
the informal economy, this is not always refl ected in pov-
erty outcomes. Such outcomes, measured at the household 
level, depend not only on women’s individual earnings 
but also on the structure of their households and the 
possibilities it presents for pooling household income. 
The chapter argues that current measurement methods 
can easily hide gender inequalities in access to income and 
economic security. A household is considered poor if the 
joint income of all members falls below a given poverty 
threshold, assuming that household income is equitably 
divided among all household members. Even where this 
highly problematic assumption holds true and adult women 
are able to escape material poverty by pooling income with 
other household members, this can leave them in a situa-
tion of fi nancial dependence. 

Reducing gender inequalities requires both redistribu-
tive and regulatory measures. Socially inclusive structural 
change, for instance, requires a strengthening of women’s 
links to the formal labour market as well as stronger regu-
lation and protection of informal workers, among whom 
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women are overrepresented in many countries. The chap-
ter discusses cases in which the extension of labour law, 
social protections and regulations is already taking place, 
especially in relation to domestic work, and where it has 
improved wages and working conditions without adverse 
consequences for employment. Though women are fre-
quently excluded from social insurance programmes as 
workers in their own right, they are being targeted by 
many new social assistance programmes, often because of 
their role as mothers. However, cash transfers are unlikely 
to resolve the problem of gendered poverty and inequal-
ity unless they are underpinned by policies that promote 
women’s access to long-term economic security. Reducing 
and redistributing the amount of unpaid care work that 
women and girls undertake to meet their social obligations 
is essential to achieving these goals.

Section Two: Transformative Social 
Policy and Poverty Reduction

Social policy can contribute to economic growth as well as 
social welfare. It is an integral part of the growth strategies 
of countries that have experienced far-reaching structural 
change and reduced poverty rapidly. As late industrial-
izers, these still developing countries adopted a number of 
welfare policies at fairly low levels of income that covered 
a substantial share of their populations. This contradicts 
a conventional “stages” view of social policy and develop-
ment, which posits that specifi c policies may be structurally 
impossible or premature to adopt at certain levels of income. 
The empirical evidence used to support this view includes 
the fact that social expenditures are highly correlated to 
levels of economic development and that, in rich countries, 
the sequence of rights secured followed a certain pattern – 
civil rights, political rights and then social rights. In con-
trast, the report argues that, although structural constraints 
matter, there are no prerequisites for social and economic 
policies that seek to eradicate poverty. Nor are there stages 
of development through which countries must inevita-
bly pass when introducing various aspects of social policy. 

Latecomers can exploit the advantages of catching up by 
absorbing lessons from the pioneering countries. This allows 
for leap-frogging. 

The experience of successful countries offers a crucial lesson 
about the transformative role of social policy.15 For social pol-
icy to be transformative, it must not be confi ned to a residual 
role of providing only a safety net for the poor. Rather, it 
must address broader economic, social and political goals, 
such as distribution, protection, production and reproduc-
tion, which are consciously coordinated to deliver maximum 
impact.16 If not, pursuit of one goal and neglect of the oth-
ers may undermine the full realization of the benefi ts of the 
chosen goal. For instance, if countries pursue only redistribu-
tion and neglect the productive side of social policy, they 
may plunge their economies into crisis, generate high levels 
of infl ation and ultimately worsen the position of the poor. 
Similarly, if social policy is made too production-focused, seg-
ments of the population that are disadvantaged or excluded 
from the labour market may be negatively affected. And if 
social policy neglects the reproductive side, the burden of 
growth and reproduction of society may be unfairly borne 
by women, which may ultimately strain the social fabric and 
reduce fertility rates to below replacement level. 

This underscores the need to uphold both the intrinsic and 
instrumental values of social policy. For instance, savings 
accumulated as social insurance funds, such as pensions or 
provident funds, can contribute to infrastructure develop-
ment and industrialization. Similarly, investment in human 
capital will not only improve the education and health of the 
population, it will also raise the productivity of labour and 
help fi rms and employees to manage adjustments in labour 
markets during economic downturns. Social policies may 
also act as powerful stabilizers, since income-replacement 
schemes may help smooth economic cycles and avoid defl a-
tionary crises by stabilizing demand and domestic markets. 
Social policy can also legitimize the political order, enhance 
social cohesion and contribute to political stability.

Typically, a fall in poverty has had less to do with policies 
aimed at poverty per se than those aimed at much wider 
social objectives. Indeed, in a number of countries that have 
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successfully dealt with poverty, its alleviation was just one of 
several goals prompting the introduction of social policies. In 
the Nordic and East Asian countries, for example, broader 
social objectives – including catching up, equality, full 
employment, solidarity and nation building – had far-reaching 
implications for poverty. And in more recent years, signifi cant 
declines in poverty have taken place in some countries before 
clear shifts towards more focused poverty reduction strate-
gies. In fact, some have argued that the narrow preoccupation 
with poverty may actually work against the broad and long-
term efforts that are required to eradicate poverty.17 A UNDP 
report on China points in the same direction (see box O.3). 
The idea is not to dethrone poverty from the policy agenda, 
but to stress that the factors that may eventually reduce pov-
erty are not those that address its proximate causes.

BOX O.3: Poverty reduction in China: 
Getting the policies right

“The poverty incidence [in China] fell most rapidly before 

there were specifi c poverty alleviation programs in existence. 

When these programs were fl ourishing, on the other hand, 

poverty reduction at times stagnated and even suffered 

reversal. This is not because China’s poverty reduction 

policies and programs have been useless or counter-

productive; on the contrary, there is reason to believe they 

have made a difference in the localities where they were 

carried out. Rather, it is because much larger forces have 

determined the shape and speed of poverty reduction, 

namely, macroeconomic and other general economic policies 

and trends. These include, inter alia, policies concerning 

farm prices, factor prices, state investments, fi scal structure, 

fi nancial reform and the social safety net and social insurance 

regimes. When the constellation of such policies was strongly 

pro-poor, poverty reduction occurred at a breathtaking speed, 

despite the absence of explicit poverty reduction institutions. 

Yet when the general policy constellation was not pro-poor, 

then the course of poverty reduction was much less rapid. 

A key conclusion from a review of this history is that there 

are many ways in which China’s macroeconomic policies and 

economic institutional set-up could be made more pro-poor 

than they have generally been.”

Source: Bouché et al. 2004:15.

The report makes a strong case for the progressive realiza-
tion of universal social rights that are grounded in a social 
contract when poor countries address issues related to pov-
erty. When poverty is widespread, targeting the underserved 
is unnecessary and administratively costly. Targeting is also 
fraught with problems such as asymmetries in information, 
distortion of incentives and moral hazard. In addition, the 
process of identifying the poor and underserved may lead 
to discretion and arbitrariness, and subject targeted indi-
viduals to stigmatization and invasive processes. Thus the 
universalism that guided social policy in many countries in 
the past was in fact dictated by underdevelopment – target-
ing was simply too demanding in terms of available skills, 
information and administrative capacity.18 Targeted poli-
cies may be necessary when background conditions make 
it diffi cult for segments of poor populations or other dis-
advantaged groups to access universal programmes. How-
ever, targeting can be most effective when pursued within a 
larger framework that leans towards universalism. 

Towards universal social protection

Protecting individuals and households during periods 
when they cannot engage in gainful employment or obtain 
enough income to secure their livelihoods – due to unem-
ployment, sickness, chronic ill health or disability, old age 
or care responsibilities, for example – is a key development 
goal. However, the majority of the world’s people still lack 
adequate access to basic social protection. Instead, they 
provide for themselves or rely on the support of families, 
communities or non-governmental organizations (NGOs).

Chapter 5 argues that there are good reasons, from both 
normative and instrumental perspectives, to invest in pub-
lic social protection policies in developing countries. Social 
protection programmes not only provide access to income 
and social services throughout the lifecycle and in times of 
economic transition or crisis; they also reduce income and 
human poverty in its various dimensions by contributing 
to development and achieving more equal and socially 
inclusive societies. Social protection is particularly ben-
efi cial in the context of late development, since it affects 
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productivity as well as economic and political stability in 
a positive way by cushioning the adverse social effects of 
rapid structural change. The chapter advocates a univer-
sal and rights-based approach to social protection, which 
fosters solidarity, social cohesion and coalition building 
among classes, groups and generations.

A universal and rights-based approach 
to social protection fosters solidarity, 
social cohesion and coalition building 
among classes, groups and generations

An analysis of experiences and developments in social pro-
tection across a number of countries suggests that no sin-
gle approach predominates. Rather, the extension of social 
insurance and social assistance follows a range of pathways 
in different countries and regions, depending on policy 
choices as well as the nature of existing institutions, level 
of economic development, and features of their social and 
economic transformation. However, market-oriented struc-
tural reforms that have been implemented during recent 
decades and have aimed at privatization, decentralization 
and the targeting of social protection programmes have not 
yielded the expected results. In fact, they have produced a 
number of adverse effects, such as declining coverage, lack 
of horizontal and vertical redistribution, higher exposure to 
market risks and high costs. Countries that have successfully 
reduced income poverty and improved social conditions on 
a broad scale have developed comprehensive social protec-
tion policies that are grounded in claimable entitlements 
(derived from rights or contribution payments) covering a 
majority of the population. 

More recent trends in social protection reform have con-
centrated mainly on social assistance. Non-contributory 
tax-fi nanced protection schemes, including public works 
programmes and different types of cash transfer programmes 
for the poor and vulnerable, are especially important in 
contexts where the informal economy is widespread, the 
majority of the population works in the agricultural sector, 

and chronic poverty and persistent deprivation affect large 
segments of the population. In these settings, social protec-
tion has to include policies that enhance people’s living 
conditions and enable them to lift themselves out of pov-
erty. The provision of an income source to poor and vulner-
able households through the social assistance programmes 
reviewed in the chapter is a step in the right direction. 

Such programmes frequently target based on income and 
impose conditionalities. These principles are questionable 
and do not necessarily produce the expected results, espe-
cially when investments in the programmes are minimal 
and not supported by efforts to tackle the structural causes 
of economic insecurity. Rather, targeted social assistance 
should be used as a complement to universal schemes and 
services, and not as a substitute for them. When cash trans-
fers are provided on a universal, unconditional, stable and 
long-term basis, they have a stronger potential to boost peo-
ple’s capabilities to pursue a decent and sustainable liveli-
hood. Non-conditional cash transfer programmes, such as 
child benefi ts and old-age pensions, which are based on 
categorical targeting rather than means-testing, seem to be 
more promising paths for the extension of social protection 
in developing countries.

Ultimately, the extension of social protection schemes 
cannot be separated from efforts to create sustainable and 
employment-intensive growth paths and advance demo-
cratic participation. Both of these pursuits facilitate inclu-
sion of more citizens into contributory social insurance 
programmes and the fi nancing of social assistance out of 
general revenues. 

Universal social services are a key component 

of transformative social policy

Social services – in areas such as health, education, care, and 
water and sanitation – can enhance individual well-being 
and raise productivity, contributing to a rise in the overall 
quality of life. Such services enable families to care for and 
sustain their members and reduce both the costs and time 
burden of work and other daily activities. They increase the 
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chances that individuals and their families can break out of 
poverty and live dignifi ed and productive lives. The kinds, 
quantity and quality of services individuals enjoy provide 
a good measure of their well-being: indeed, poverty can be 
perceived as a failure to achieve certain basic capabilities 
arising in part from the absence of social services.19 

The kinds, quantity and quality of 
services individuals enjoy provide a 
good measure of their well-being

The instrumental value of services, particularly educa-
tion and health care, in promoting growth and alleviat-
ing poverty and inequality is now widely acknowledged in 
academic and policy circles. Evidence clearly demonstrates 
the complementarities among different services (health, 
education, water, sanitation and nutrition, for example), 
as well as between social service provision and other eco-
nomic policy goals, such as increased productivity. More-
over, access to certain social services, specifi cally education 
and health care, is considered a right enshrined in numer-
ous United Nations declarations, a key goal of rights-based 
approaches to development, and essential to the achieve-
ment of several MDGs. 

Chapter 6 argues that a universal approach to the provision 
of social services is essential to realizing their full potential 
as a component of transformative social policy. Achieving 
broad-based and inclusive coverage can contribute not only 
to improved well-being, but also to enhanced productivity 
and earnings and to reduced inequalities across income, 
class, gender, ethnicity and location. The challenge of 
extending effective provision to populations often mar-
ginalized or excluded by these inequalities lies at the heart 
of efforts to reduce poverty and reach the targets of the 
MDGs. Narrowly targeted interventions may make inroads 
into particular aspects of poverty for specifi c population 
groups. However, without broad-based coverage that aims 
to redress such inequalities and generate solidarity around 
development goals, these gains may not be sustainable.

Drawing on evidence principally from the health and edu-
cation sectors, the chapter argues that integrated systems of 
social service provision grounded in universal principles can 
be redistributive, act as powerful drivers of solidarity and 
social inclusion, and improve the capabilities of the poor. 
By contrast, systems that are fragmented – with multiple 
providers, programmes and fi nancing mechanisms aimed 
at different population groups – have limited potential for 
redistribution, and generally result in high costs, poor qual-
ity and limited access for the poor. Dominant policy trends 
since the 1980s, in a context of crisis, liberalization and 
public sector retrenchment, have been towards the com-
mercialization of social services, undermining previous 
progress towards universal access in many countries, raising 
out-of-pocket costs particularly for the poor, and intensify-
ing inequality and exclusion. 

The chapter draws on the experience of countries that have 
pursued different paths in the provision of social services at 
varying income levels. The evidence shows that it is pos-
sible to institute social service regimes that lean towards 
universalism at relatively low income levels. It demon-
strates the importance of substantial public involvement – 
whether in direct provision or in the fi nancing or effective 
regulation of services. Public interventions are essential to 
ensure that services reach rural and remote areas, urban 
slums, and marginalized groups, and thus that their produc-
tivity-enhancing and distributional benefi ts are obtained.

Unpaid care work is an essential but often 

invisible contribution to well-being

A neglected but important and often invisible input to 
well-being is the unpaid work that goes into sustaining 
families, households and societies. This includes direct care 
of persons (whether young, old, frail or able-bodied) as well 
as the other activities that are preconditions for personal 
caregiving, such as preparing meals, shopping and cleaning. 
In countries where access to piped water, electricity, sanita-
tion and technology is limited, these tasks are particularly 
time-consuming and arduous, and women and girls are often 
the main providers of these services. There are, however, 
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serious limits to how far burdens can be shifted from the vis-
ible parts of the economy (the public sector, markets) to the 
invisible and unpaid economy of households, families and 
communities. These limits are often stretched in crisis situ-
ations, where public services are overburdened and under-
funded and market provision is out of reach. When such a 
crisis occurs, households and families are forced to cope on 
their own, which can damage human capabilities, entrench 
class and gender inequalities, create care defi cits and erode 
the social fabric. Chapter 7 addresses these issues.

To monitor policy effectiveness in meeting care needs and 
in reducing and equalizing care burdens, timely and regular 
indicators are needed to capture both inputs into caregiv-
ing and outcomes in terms of enhanced well-being and 
reduced poverty. Despite its enormous impact on poverty, 
well-being and development outcomes, unpaid care work is 
excluded from calculations of GDP. Similarly, no mention 
is made of such work in the MDGs, despite its importance 
in meeting many of the goals (including reducing child 
mortality, achieving universal primary education and com-
bating major diseases). In other words, there is a need for 
better measures of the inputs into care (including time and 
money), rather than capturing only some of the outputs, in 
terms of improved health and education. 

The chapter shows that while highly specialized social care 
services (such as early childhood care, elderly care and care 
for those with disabilities) tend to be underdeveloped in 
many lower income developing countries, policies that 
are good for care are not a luxury that only high-income 
countries can afford. Care policies more broadly conceived 
are often harnessed to a variety of policy goals, from social 
protection and assistance, to employment, infrastructure 
development, and education and health services, which are 
not limited to established welfare states. 

However, policy confi gurations and priorities are context 
specifi c. In many low-income countries, investment in 
social infrastructure can signifi cantly reduce the drudgery 
of unpaid domestic work and free up time for other pur-
suits. Likewise, the availability of decent work and uni-
versal health and education services can help reduce the 

burden of care assumed by families and households. For 
many middle-income countries that are putting in place 
preschool education and care programmes, often through 
a mix of public and private providers, the challenge is not 
only to expand coverage, but to do so in a way that reduces 
class and regional inequalities so that the policy rhetoric 
of equal opportunity does not remain a mantra. The policy 
challenge is to shift from strategies that rely on fragmented 
market and voluntary-sector provision of the most informal 
and exploitative kind to strategies that nurture professional 
and compassionate forms of care. This can be accomplished 
through effective regulations that involve states and organ-
izations of care workers and of care recipients. The goal is 
to build public confi dence in such services and sustain their 
fi nancing, through general taxation where possible.

The policy challenge is to shift from 
strategies that rely on fragmented 
market and voluntary-sector provision 
to those that nurture professional and 
compassionate forms of care

Social policy is affordable even at low 

levels of development

A number of studies of low-income countries with good 
social indicators have shown that social policy is affordable 
even at low levels of development. Chapter 8 describes how 
funds can be generated for social programmes through vari-
ous sources – internally through taxation and social insur-
ance schemes, externally in the form of aid or remittances 
or, for mineral-rich countries, by channelling resource rents. 
In the fi nal analysis, decisions about revenue policies and 
how to allocate public funds are political. The fi nancing 
of social expenditure has distributional effects, and not all 
groups may benefi t equally from public transfer schemes and 
social investments. Infl uential groups may oppose progres-
sive direct taxes on wealth and income, especially if such 
groups do not benefi t directly from the funded programmes. 
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There is a strong case to be made, therefore, that the more 
universal social programmes are, the easier it is to support 
them through progressive funding policies in which high-
income groups pay relatively more. 

The chapter highlights a number of issues that are relevant 
in mobilizing different revenue sources to fi nance social pol-
icy. Tax and social insurance schemes tend to be highly var-
ied in both developed and developing countries, with labour 
market characteristics and policy models playing a major 
role. High-tax (including social contributions) regimes 
are more common in countries following a manufacturing-
led growth path, such as the East Asian developmental 
states, the former socialist countries in Eastern Europe and 
Central Asia and some of the dualist states, such as Brazil 
and South Africa. Tax shares are usually lower in countries 
following a growth path led by services, minerals or agriculture. 
Improving tax systems and extending coverage of contribu-
tory social insurance or pension schemes remain a challenge 
for most developing countries, especially where informal-
ity is widespread and state capacity is weak. Pension funds 
combine the protective and productive functions of social 
policy since they provide old-age security and can be used to 
fi nance investment in social infrastructure. Macroeconomic 
stability and regulatory capacity are preconditions for mak-
ing funded pension schemes work and, even then, important 
fi nancial risks remain – as the global fi nancial and economic 
crisis has demonstrated. Privatization of public pension 
schemes, a reform option that was highly recommended in the 
Washington consensus period of the late 1980s, has shown 
a poor record in terms of coverage and redistribution and 
produces high fi scal costs for several decades.

Revenues from booming commodity sectors open up the 
possibility of channelling more of these rents into social 
programmes. However, prudent management particularly 
of mineral rents is crucial in coping with the effects of 
price volatility and “Dutch disease” (a situation in which 
the real exchange rate appreciates in periods of resource 
booms, thereby negatively affecting competitiveness in 
non-mineral tradable sectors, particularly agriculture 
and industry). Aid fl ows, although still lagging behind 
donor promises, are of special importance to low-income 

countries and have a positive impact on public social 
spending. To be more effective, aid fl ows should be predict-
able and increase national capacity and policy space.

Remittances are of growing importance to many countries 
and contribute to poverty reduction, higher income secu-
rity and increased social expenditures in households that 
receive them. However, remittances lose their counter-
cyclical role during global shocks, such as the 2008–2009 
economic crisis, and, more importantly, should not be con-
sidered a substitute for domestic income creation and poli-
cies for providing universal social services.

The chapter concludes that domestic fi nancing instruments 
such as taxation and social insurance are best suited to cre-
ating synergies between economic and social development, 
to strengthening links that foster democracy and solidarity, 
and to supporting a social contract between citizens and their 
political leaders. They should form the bedrock of instruments 
that fi nance social policies. External fi nancing, although 
second best from an economic and political point of view, 
has the potential to complement public domestic fi nancing, 
especially in low-income countries that are characterized by 
a high degree of informality, low tax takes and low coverage 
of social insurance schemes. The global economic crisis puts 
further pressure on both types of fi nancing resources.

Section Three: 
The Politics of Poverty Reduction

Power relations lie at the centre of development. What 
interests prevail in the political arena and how such inter-
ests are translated into effective policies underpin all suc-
cessful attempts at signifi cant poverty reduction. Strategies 
that seek to bring about changes in poverty and inequality 
must therefore take into account the need to shift relation-
ships and the exercise of power. Active citizenship, medi-
ated through group politics, is central in this regard and 
in ensuring that governments and corporations respond to 
social needs. Such strategies need effective states that are 
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able to mobilize and direct resources to productive sectors; 
regulate business and other actors whose decisions affect 
public welfare; establish social pacts for managing the pro-
cess of development; and fund, provide and regulate ser-
vices and social programmes. 

The corporate social responsibility agenda 

remains limited in its scope and effectiveness 

The dominance of a pro-market development ideology in 
recent decades has generated fundamental changes in rela-
tions between state, society and business actors. Economic 
and governance trends have not only expanded commer-
cial opportunities for transnational corporations and other 
enterprises; they have also drawn them more directly into 
the arenas of social policy and poverty reduction. This is 
particularly apparent in four areas: the role of business in 
the privatization of social services; the adoption of corpo-
rate social responsibility (CSR) principles and practices; 
new roles for business organizations in standard setting and 
other aspects of business regulation; and participation (par-
ticularly of large corporations and business associations) 
in processes of global governance and public policy. These 
changes in state-business-society relations contrast with 
the traditional role of business in social development. In 
countries where poverty was reduced relatively quickly, this 
role varied considerably. But it centred to a large extent 
on some combination of employment generation, tax pay-
ments, philanthropy, corporate social welfare obligations 
and implicit support for welfare states.

Today’s world is quite different. The number of transnational 
corporations has vastly increased, as has their economic 
power. Moreover, corporate tax rates have declined sharply 
over more than two decades, the percentage of workers cov-
ered by company health plans has decreased in many coun-
tries, and social pacts that aligned business interests with 
welfare state models have weakened. At the same time, 
international development policy has made an important 
shift towards engaging the private sector far more directly 
and proactively in national and international strategies to 
raise social and environmental standards and reduce poverty. 

More and more companies are associating themselves with 
the MDGs, participating in public-private partnerships con-
cerned with the provision of basic services, adopting volun-
tary initiatives associated with an expanding CSR agenda, 
and targeting the world’s poor in their investment, produc-
tion and marketing strategies. However, whether or not such 
approaches enhance corporate accountability and promote 
inclusive development remains an open question.

The discussion in chapter 9 reveals that the mainstream 
CSR agenda, which supports the notion that businesses can 
signifi cantly improve their social and environmental per-
formance through voluntary initiatives, has raised aware-
ness of the societal impact and responsibility of business 
and the need to regulate business activities. However, the 
agenda remains limited in scope and effectiveness. It covers 
only a small fraction of transnational corporations and the 
private sector more generally and tends to promote particu-
lar regulatory instruments that are quite weak in practice. 
Furthermore, it pays scant attention to both key aspects of 
business behaviour and assessing developmental outcomes, 
and often ignores the structural context and power relations 
that shape business conduct. In view of the limitations of 
this approach, the analysis suggests that far greater atten-
tion must be paid to the notion of corporate accountability 
and the way business interests infl uence public policy. 

Far greater attention must be paid to 
the notion of corporate accountability 
and the way business interests 
infl uence public policy

The analysis suggests that, from the perspective of inclu-
sive development, a key challenge is reasserting social con-
trol over markets and large corporations via various forms 
of regulation and the reconfi guration of power relations. 
A crucial element is the need to strengthen countervail-
ing forces and institutional arrangements, including state 
regulatory and inspection capacity. Rather than seeing 
voluntary initiatives as a preferred option to mandatory 
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regulation, an important area of regulatory design lies at the 
interface of voluntary and legalistic approaches. Clearly in 
the context of globalization, international norms and law 
must play a crucial role in regulating transnational corpora-
tions and mobile capital. But the tendency for international 
“hard” law to be reserved for strengthening corporate rights 
associated with foreign direct investment, trade liberaliza-
tion and intellectual property, and international “soft” law 
and voluntary norms for promoting corporate responsibil-
ity, needs to be corrected. 

The chapter concludes by advocating support for 
civil society action and broad-based coalitions to • 
moderate perverse business infl uences and practices;
the forging of social pacts between business • 
and government;
the promotion of international norms and law that • 
regulate transnational corporations; and
the building of effective state capacity to • 
regulate business.

State capacity for poverty reduction can be 

built from the ground up

Chapter 10 discusses the institutions, policies and dynam-
ics that have enabled some states to build up develop-
mental and welfare-enhancing capacities. Countries that 
have succeeded in alleviating poverty in a relatively short 
time span had purposeful, growth-oriented and welfare-
enhancing political systems; they also created and main-
tained competent bureaucracies. Successful states often 
lacked the appropriate bureaucracies when they embarked 
on their development projects, but they subsequently built 
them. Building state capacity requires a focus on three cru-
cial dimensions: crafting effective political capacity; mobi-
lizing resources for development objectives; and allocating 
resources to productive and welfare-enhancing sectors and 
enforcing rules governing their use. 

Strategies for constructing these three dimensions of state 
capacity differ in authoritarian and democratic regimes. 
Authoritarian strategies tend to be top-down, whereas 

democracies are usually compelled to engage citizens more 
actively in the building of capacities. Authoritarian strate-
gies were lauded in much of the development literature of 
the 1960s as necessary to accelerate the growth process, 
achieve modernization and build nation-states out of com-
plex ethnic cleavages that tended to undermine stability. 
However, in most countries such strategies turned out to be 
unstable and non-developmental and provoked pressures for 
democratization. A few countries, largely those in East Asia, 
did succeed in transforming their economies and breaking 
out of poverty in a sustained way. And they shared with 
democratic developmental states an ability to provide wide-
ranging and good quality services to broad sections of the 
populace. But even for these authoritarian developmental 
states, coercion alone was insuffi cient to construct effective 
state capacity. And authoritarian approaches to state-build-
ing proved unsustainable in the long run. All of these varied 
experiences suggest that developmental outcomes can be 
achieved without recourse to authoritarian practices. 

Countries that have succeeded in 
alleviating poverty had purposeful, 
growth-oriented and welfare-enhancing 
political systems; they also created and 
maintained competent bureaucracies

Chapter 10 argues that high levels of domestic resource mobi-
lization or fi scal capacity can improve policy space, enable 
governments to avoid capture by powerful groups, anchor the 
state in society, provide state leadership in the development 
process and strengthen capacity to infl uence the behaviour of 
investors and service providers. What distinguishes success-
ful from unsuccessful states in directing development is the 
latter’s failure to generate governance capacities to enforce 
rules on how the resources allocated are used. Allocative 
and enforcement capacities can be improved through citizen 
participation in monitoring development agents and serv-
ice providers. For this to happen, governments must provide 
the necessary information and support that can help citizen 
groups to hold business agents and providers to account. 
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Current approaches to state building have focused largely 
on market-enhancing strategies of good governance, mana-
gerialism (or New Public Management) and decentraliza-
tion. Many of these are desirable goals for all countries. 
However, they should not be confused with the institu-
tions required for generating and sustaining growth and 
producing socially equitable outcomes. The large degree of 
overlap in the good governance scores of developing coun-
tries with high growth and those with poor growth suggests 
that growth is not likely to be sustained in poor countries 
by simply implementing market-enhancing reforms. How-
ever, the high disparity in growth rates between converg-
ing and diverging countries also suggests major differences 
in the effi ciency of resource use, which may be due to sig-
nifi cant differences in other types of governance capabili-
ties ignored by the good governance agenda. Managerial 
reforms that improve service delivery to the poor require 
high levels of regulatory capacity, which can be achieved 
when countries have been able to create the basic founda-
tions of a Weberian or modern bureaucracy. The impact of 
decentralization on poverty is ambiguous. Success requires 
both governing elites committed to changing local power 
structures in favour of the poor and a network of citizen 
groups that can engage in policy-making processes.

In democratic societies, poverty reduction is 

ultimately a question of political power

The types of development policies states pursue and the 
possibilities for achieving redistributive outcomes depend 
substantially on politics, the way power is distributed, 
and the institutions that structure state-society relations. 
Social movements and interest groups do not often organ-
ize around issues of poverty per se.20 Rather, they frame 
their discourse around rights, asset distribution, services, 
or work-related earnings and benefi ts, which opens up the 
possibility of addressing the structural roots of poverty. 
Although democracies offer opportunities for participation 
and contestation in policy making, redistributive outcomes 
cannot be taken for granted. Indeed, many new democ-
racies have fallen short in promoting general well-being 
and redistribution. 

Chapter 11 examines the politics of reducing poverty and 
inequality within a democratic context. It presents evi-
dence that shows that current democracies face two types 
of constraints. The fi rst is the capture of economic policy 
by investors, fi nancial institutions and donors through 
various types of conditionality. Governments face consid-
erable pressure to limit policy making to technocrats and 
to limit policy options to a set of objectives that emphasize 
fi scal restraint, privatization and liberalization. In the pro-
cess, governments become more answerable to multilateral 
agencies and investors than to representative institutions 
and the wider public. Such styles of policy making affect 
the way governments respond to issues of employment and 
social policies, which may be sidelined or forced to conform 
to predetermined policy objectives that emphasize fi scal sta-
bility. The second constraint relates to the limited nature 
of industrial transformation in most new democracies, the 
varying quality of democratic institutions and processes, 
and ethnic cleavages that shape choices and capacity for 
collective action. 

Even though the PRSPs support the participation of social 
groups in designing anti-poverty programmes, the pro-
cess has mostly been reduced to consultation rather than 
genuine engagement that effects real change. The type of 
participation associated with the social pacts that produced 
rapid poverty reduction historically differs substantially 
from the NGO–centred bargaining approach of the PRSPs, 
in which the balance of power is strongly weighted against 
these groups. In the past, successful participation took the 
form of social pacts. Key features of such pacts included 
the recognition granted to representatives of labour and 
employers in negotiations over wages, employment, work-
ing conditions and welfare; the ability of group repre-
sentatives to ensure members’ compliance when decisions 
were reached; and the mutual recognition of each actor’s 
importance in achieving goals, including the relative 
capacities of parties to obstruct outcomes that were not 
based on consensus. Such pacts were not confi ned to the 
industrial sector. Agrarian pacts were also forged in many 
countries and improved farm incomes as well as narrowed 
rural-urban inequalities in countries where farmers’ votes 
were important.
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Using fi ve broad types of cases involving interest group and 
social movement activism, the chapter reveals that democ-
racies have been able to deliver outcomes that are benefi -
cial to the poor under the following circumstances: 

when rights are institutionalized, allowing the poor to • 
exercise political choice, build alliances with others 
and hold leaders to account;
when groups with strong ties to the poor demonstrate • 
capacity for organization and mobilization; 
when they are able to transcend or reconcile horizontal • 
divisions; and
when they create structural links to actors involved in • 
policy making, leading, at times, to social pacts.

In some contexts, success can be achieved without formal 
group ties to state actors, but this requires high levels of con-
testation and continuous mobilization to sustain gains. Elec-
toral competitiveness in which there is a high probability 
that governments may lose offi ce can also act as an incentive 
for redistribution and progressive reforms. However, elec-
toral competitiveness without effective group organization 
and contestation may produce weak redistributive outcomes 
or confi ne redistribution to the electoral cycle. The poor suf-
fer when interest groups and social movements are weak and 
the electoral system is not suffi ciently competitive.

Concluding Remarks

Coordinating economic, social and political 

forces to deliver for the poor

The concluding section highlights the importance of under-
standing the ways in which institutions and polices are 
interconnected. Combating poverty and inequality requires 
processes of structural change, macroeconomic policies 
and social policies that are complementary and synergistic. 
Such interconnections need to be consciously designed. 
Achieving policy coherence, however, is much more than 
a technocratic exercise. It also needs to be backed by active 
citizenship and suffi ciently powerful coalitions. 
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