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Foreword

The basic mission of the World Bank and the core of its assistance
program is the reduction of poverty. The Bank's overall mandate to
promote development arises from this fundamental imperative.

The issue of poverty was analyzed in depth in the Bank's World
Development Report 1990. The Report showed how some countries have
succeeded in reducing poverty, and it laid out a broad strategy for others
to do so. This strategy has two main elements. The first, aimed at
expanding employment and income-earning opportunities, especially
for the poor, is concerned with the nature and rate of economic growth.
This includes, for example, improving the macroeconomic and sectoral
policy framework and faciitating the development of a broadly based
private sector. The second, aimed at enhancing the ability of poor people
to respond to the opportunities presented and at improving their welfare
directly, is concerned with their access to health services, education, and
other social infrastructure. In addition, social safety nets, designed to
protect the poorest and most vulnerable people from extremes of priva-
tion, are important to the overall strategy.

This document elaborates on the implications of these insights for the
Bank's policy and operational work It consolidates and describes the
evolution of our longstanding approach. Earlier this year, our Executive
Directors, in reviewing the Bank's assistance strategies to reduce pov-
erty, confirmed that the Bank should support the two-part approach and
agreed with the key recommendations set out in this document. Con-
certed efforts to implemen,t these recommendations are already under
way. Through the publicalion of this document, we hope to encourage
an open exchange of ideas with other agencies, governments, and indi-
viduals with similar concerns.
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6 Assistance Strategies to Reduce Poverty

Reducing poverty is not just a label to be attached to particular social
programs. It is an integrating theme for the analysis of a country's
development strategy, policies, and expenditure program. For the Bank,
it is central to our assistance strategies and a pivotal concern for our
work.

Barber B. Conable
President

The World Bank
August 1991



The World Bank' WrdDvlpetRot190 outlined a two-part
strategy for reducing povrerty. The strategy was based on efficient,
labor-absorbing growth anid on systematic investment in the develop-
ment of human resources, especially among the poor. It also pointed to
the need to develop well-targeted transfers and social safety nets' for the
most vulnerable groups Twhich minimidze incentive distortions and are
fiscally feasible. This paper shows how this approach can be fully
integrated into Bank opercations. It uses examples drawn from Bank
experience to demonstrate! how assistance strategies can and should be
grounded more firmly in a country-specific analysis of poverty. And it
proposes measures to accelerate widespread adoption of currently avail-
able best practice.

The key ingredients of the approach are:
* Analysis. Assessing tihe consistency of each country's policies, pro-

grams, and institutions with the reduction of poverty
* Design. Formulating; recommendations for country policy and

designing the Bank's program of assistance to support and comple-
ment country efforts to reduce poverty.

The two are linked. Analysis of the appropriateness of public policy,
especially the effectiverLess of economic management in securing
broadly based growth and the adequacy of basic social services, will
shape both the Bank's policy dialogue and its program of assistance.

1. Social safety nets provide' some form of income insurance to help poor people
through short-termn stress and calamidties. This definition is taken from World Bank,
World Developmnent Report 1990 (New York: Oxhford University Press, 1990), p. 90.
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8 Assistance Strategies to Reduce Poverty

Bank assistance strategies should reflect and be consistent with an
analysis of the factors determrining poverty.

The examples of existing Bank analysis of poverty described in this
paper reveal the importance of adequate data. Through the Living
Standards Measurement Surveys and the Social Dimensions of Adjust-
ment Project, the Bank has helped countries to undertake household
surveys, and these efforts should be continued. But for many countries
simpler methods may be more cost-effective. The paper identifies a
number of indicators that track poverty well and, if available regularly,
can strengthen the capacity of countries to analyze poverty and design
appropriate policies.

Finally, the paper argues that Bank analysis of poverty will provide a
firmer basis for discussions on aid coordination. Through consultative
group meetings and other aid foruns, the Bank can work with other
donors to improve the effectiveness of external assistance in reducing
poverty.



The eradication th g force behind most
of the World Bank's efforts. Drawing on this experience and the results
of detailed country studies, World Development Report 1990 identified the
key fadtors associated withi successful attempts to reduce poverty. This
paper shows how the findings of that report can strengthen existing
efforts to reduce poverty.

The paper's objective is to demonstrate how Bank assistance strategies
can be designed to contribute more effectively to the reduction of pov-
erty. Although the focus of this paper is on the Bank's practices and
programs, most of the recommendations and conclusions are generally
applicable to other donor aissistance programs as well. Two observations
underlie the paper's main thrust. First, because all public policies and
programs affect the poor either directly or indirectly, the Bank's iefforts
to assist countries in reduc:ing poverty must be comprehensive. Targeted
interventions are importaLnt, but are only part of this overall approach.
Second, because the depth and nature of poverty varies significantly
among countries, the approach must be flexible enough to allow coun-
try-specific solutions. For this reason, the paper concentrates on defining
a process that would lead to appropriate assistance strategies rather than
defining the strategies themselves.

The proposed process has two steps. The first is to assess more
systematically the degree to which each country's policies, programs,
and institutions are consi.stent with poverty reduction. Undertaken pe-
riodically, such assessments would be the key input into the second
step-the design of World Bank assistance strategies. This paper argues
that a firmer analytical base would strengthen the lnk between the
Bank's assistance strategy and the countiy's own efforts to reduce pov-
erty. It draws on examt les of best practice to both substantiate the

9



10 Assistance Strategies to Reduce Poverty

argument and illustrate what can be achieved. It concludes with several
recommendations intended to encourage wider and more consistent
adoption of best practice.

The paper has five sections. By way of background, the first section
recapitulates the two-part strategy of World Development Report 1990 and,
in doing so, establishes the intellectual underpinning for the present
paper. The second section describes the analytical work that is required.
In line with the two-part strategy, it emphasizes economic management
and human resource development, but also covers the extent and reli-
ability of social safety nets. The third section illustrates the link between
the analysis of poverty and the design of Bank assistance strategies.
Because country circumstances vary so much, this section uses country
examples to illustrate the basic principles. The fourth section outlines
ways of improving the information system for analyzing poverty, with
or without large-scale household surveys. The fifth section focuses on
implementation. It brings together the recommendations implied by the
preceding discussion.



Reducing Poverty: The Two-Part Strategy

World Developmen Rpr190WD190deonstrated that poverty
has declined in countries that adopted a two-part approach. The first
part requires the encouragement of broadly based economic growth.
Policies that absorb and miake productive use of the poor's most abun-
dant resource-labor-are consistent with rapid growth and reduced
poverty. The second part r-equires the provision of social services, espe-
cially primary education, basic health care, family planining, and nutri-
tion, both to improve livinig conditions and increase the capacity of the
poor to respond to the income-earning opportunities arising frmeco-
nomic growth.

To implement the first part of the strategy, countries must put in place
incentive structures that promote the best use of their available re-
sources, including those of the poor. By maintaining competitive ex-
change rates and avoiding excessive protection of 'manufacturing,
countries such as Indonesia and Thailand have encouraged agricul-
ture-the most labor-intensive sector in the economy-and achieved a
fast-growing and relatively labor-intensive form of manufacturing. But
this is not enough. Public expenditure programs to support the activities
in which the poor are engaged are also required. Ensuring that the
delivery of services-such as roads, irrigation, and extension-is not
biased against the poor is equally important. Again, both Indonesia and
Thailand are good examrples. Indonesia has provided physical hinfra-
structure throughout rur-al Java, while Thailand has maintained a net
flow of public resources into agriculture. In both countries labor has been
rapidly absorbed, the inc:omes of the poor have increased, and poverty
has declined sharply.

But even if growth generates income-earning opportunities for the
poor, many will be unable to take full advantage of them because of ill

E11<M 



12 Assistance Strategies to Reduce Poverty

health, lack of skills, illiteracy, and malnutrition. Ensuring access for the
poor to basic social services-especially primary education, basic health
care, and family planning-is doubly essential: it alleviates the immedi-
ate consequences of poverty, and it attacks one of the principal causes
of poverty. Countries such as Costa Rica and Sri Lanka have achieved
widespread access to social services by making adequate provision for
this purpose in their budgets and by developing effective delivery
systems to reach the poor.

This two-part approach ensures that the poor both gain from and
contribute to growth. Some poor people, however, the old and the
infirm, will not be able to respond to new opportunities. And others,
although benefiting, will still not have incomes adequate for basic ne-
cessities or will be vulnerable to such income-reducing shocks as
drought or loss of the family breadwinner. To help such people, WDR
1990 calls for a system of transfers and safety nets as an essential
complement to the basic approach.

This brief review highlights a key message of WDR 1990-the com-
plete range of policies and programs affect the well-being of the poor
either directly or indirectly. This suggests that the eradication of poverty
is the "integrating theme for the many facets of the Bank's work, and it
is the raison d'etre for our operational emphases."2 Private sector devel-
opment, for example, is important because it leads to growth and to
income-earning opportunities for the poor. The burden of poverty falls
disproportionately on women, so it is essential to promote their role in
development by increasing their income-earning opportunities and
their access to social services. Women can also play a crucial role in
improving the quality of family life. Maintaining the environment is
critical if current gains are to be sustained and if future increases in
poverty are to be avoided. And so on. In each case, the eradication of
poverty is the integrating factor. Recognition of this integrating function
does not, however, eliminate tradeoffs. For example, the pursuit of
econornic growth and the reduction of poverty will not always be
consistent with efforts to safeguard the environment. In such circum-
stances, difficult choices will have to be made, and these can only be
resolved case by case.

The next two sections describe the type of analysis and the interaction
between analysis and the design of assistance strategies that is required
to ensure that the reduction of poverty-the central concem of the World
Bank-is captured fully in its operational practices and procedures.

2. Barber B. Conable, Address to the Board of Governors of the World Bank Group,
September 25, 1990 (Washington, D.C.: World Bank, 1990).



Analyzing Country Policy

This section illustrates how the World Bank's analytical work can peri-
odically assess the consistency of each country's policies, programs, and
institutions with the reduction of poverty, and, in doing so, provide the
basis for Bank policy recommendations. Much of the required analytical
work is already well known to Bank staff, but it is not always brought
together in one place to provide a comprehensive account of trends in
poverty and the appropriateness of public policy. Several recent internal
Bank economic reports on India, Indonesia, Malawi, and elsewhere,
which focused on poverty issues, have demonstrated the feasibility and
value of such assessments.3 This section draws heavily on them.

These assessments should cover the two-part strategy described in
WDR 1990. That is, they should analyze and make recommendations on:

i The effectiveness of economic management (short-term and long-
term) in generating growth that makes productive use of labor

• The adequacy of government efforts to provide basic social and
infrastructural services to the poor.

In addition, they should examine:
* The extent, reliability, and affordability of social safety nets.
As the following discussion shows, Bank analytical work can be

designed to provide the necessary inputs for such assessments.

3. For a review of recent World Bank poverty studies, see Nancy Gillespie, 'Selected
World Bank Poverty Studies: A Summary of Approaches, Coverage, and Findings,"
Policy, Research, and External Affairs Working Paper 552, World Bank, Policy Review
Department, Washington, D.C., 1990.

13



14 Assistance Strategies to Reduce Poverty

The Effectiveness of Economic Management

The evidence in WDR 1990 demonstrates the broad but by no means
precise link between the rate of growth and the rate of poverty reduction
(see figure 1). Bank staff are already well equipped to analyze the policies
required to achieve growth. Raising investment levels and improving
the efficiency of investment are the traditional areas of concentration in
Bank economic analysis.4 It is apparent from figure 1, however, that the
link between growth and poverty is not automatic-the pattern of
growth also has an important bearing on changes in the incidence of
poverty. The main modification to existing practice, therefore, must be
a periodic review and analysis of the links between growth and poverty.

The recent internal Bank reports on India and Malawi Mustrate the
required analysis well. Both begin with a traditional analysis of recent
economic events and a macroeconomic assessment. They then investi-

Figure 1. Poverty and growth in selected developing countries
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Analyzing Country Policy 15

gate trends in poverty and the characteristics of the poor. Among the
characteristics identified and examined are location, demographic char-
acteristics, sources of income, patterns of expenditure, access to social
services, and so on. The enmerging "poverty profile" provides the key
input into the subsequent analysis of the interaction between macroeco-
nomic and sectoral policies on the one hand and the incidence of poverty
on the other.

From this starting point the analysis for these periodic assessments of
poverty should try to idenlify the factors leading to the observed out-
comes and draw the implications for policy. In some cases this may
suggest the need for changes in the structure of incentives-especially
exchange rates and tariffs. The India report, for example, points to the
bias against labor-intensive industries inherent in the current structure
of protection. In other cases the problem may lie in poorly functioning
markets for labor and capital, as argued in the Malawi report. And in
still other cases, public expenditures-on roads, irrigation, extension
services-may be biased against the poor, especially those in rural areas,
or may otherwise fail to reach the poor. The key steps are, first, the
juxtaposition of the analysis of overall economic policy and the poverty
profile and, second, an attempt to trace some of the key links between
the two.

A similar point arises with respect to short-run economic manage-
ment. WDR 1990 confirmed the critical importance of effective adjust-
ment to the long-run reduction of poverty and demonstrated that, in
general, adjustment programs move economies in a direction consistent
with the two-part approach. But efforts to restructure and stabilize the
economy can have short-nmn costs. Although some of these costs may be
unavoidable, analysis of likely consequences for the poor can improve
design and provide a firmer basis for judging the need for compensatory
programs.

An example from Ghana illustrates how a poverty profile can reveal
the first-round effect of restructuring policies. According to the Ghana
Living Standards Survey, more than 20 percent of total sales of crops by
the poor comes from cocoa (even though most sales of cocoa are from
nonpoor farmers). As parl: of its effort to restore agricultural incentives,
the government progressively increased the real price of cocoa to the
farmer by 150 percent between 1984 and 1989. This has been associated
with increased production (some of which may reflect reduced smug-
gling) of about 90 percent over the same period. Price and volume effects
worked in the same direction, and, as may often be the case with
restructuring policies, the immediate impact was beneficial to the rural
poor. Implementation of this and similar policies, therefore, would not
generate a need for compensatory programs.
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Stabilization, on the other hand, will usually result in lower incomes
in the short run for the poor and nonpoor alike. For example, exchange
rate adjustment may lead to a decline in the real wage in the short run
but enable future growth in the incomes of the poor. The institutional
characteristics of the labor market will also affect the distribution of
costs. In particular, if wages in the formal sector are indexed and those
in the informal sector are flexible, then devaluations may be expected to
increase the gap between formal and informal wages. Figure 2 shows
how returns to two different types of labor have evolved in Sri Lanka.
From 1984 to 1988, devaluation was accompanied by a tight fiscal and
monetary policy, resulting in a depreciation of the real exchange rate.
This in turn was associated with an increasing gap between formal
sector wages for government employees and informal sector wages,
such as those for paddy workers. Wage indexation for government
employees protected the nonpoor and increased the burden of devalu-
ation and demand management policies on those receiving unindexed
wages, such as the poorer paddy laborers. Additional analysis of labor
markets would reveal the need for changes in program design (for

Figure 2. Adjustment and the labor market in Sri Lanka, 1980-88
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Analyzing Country Policy 17

example, to eliminate indexation) or help identify those most in need of
compensatory programs.

Whether the concern is iwith long-run growth or short-run economic
management, reviews of public expenditure programs are critical in an
overall assessment of efforts to reduce poverty-a point that applies
equally to spending on physical infrastructure and to that on social
services. The Bank has already developed considerable experience in this
area. Although reviews have been undertaken in many countries, few
have examined the distribution of expenditures between the poor and
the nonpoor. A recent internal survey of World Bank reviews of public
expenditures noted that distributional consequences have not received
adequate attention.

Detailed analysis by income group will not be possible in most coun-
tries, but analysis by location and type of service should be feasible in
all cases. Avoiding excessiLve urban bias (most of the poor are rural) and
protecting or expanding basic services (primary education, basic health
care, family planning, extension services, roads) are the first steps in
increasing the effectivene5s of public expenditures.

In analyzing public expenditures, the physical delivery of services will
often be the key issue. lifficulties in reaching the poor may reflect
inappropriate design of programs; inadequate attention to gender, cul-
tural, and other issues; or constraints faced by the poor. The lessons of
experience point increasingly clearly to the importance of responding to
local needs and involving the poor in the design, implementation, and
evaluation of public programs. This lesson is being incorporated into the
Bank's own projects and should also be reflected in its reviews of public
expenditure programs.

The Adequacy of Social Services

Judging the adequacy of social services is the second element in assess-
ing the consistency of a country's policies with the objective of reducing
poverty. In principle, analyzing the link between public provision of
services and measures of health and educational attainment is straight-
forward. In practice, many problems arise. For example, in some coun-
tries social services are the primary responsibility of state or local
governments and in others the private sector plays an important role, so
that exclusive focus on expenditures by the central government would
be misleading. Furthermore, there is increasing evidence that the link
between expenditures and such social indicators as the mortality of
children under five years old is not as strong as might be expected at
least in the short run. Declining health expenditures in Latin America,
for example, have apparently occurred along with further reduction
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in under-five mortality.5 Nevertheless, a careful analysis of public ex-
penditures for basic social services should be an important input into the
overal assessment, as was indeed the case in both the India and Malawi
reports.

Although demonstrating that investment in the basic health and
education of the poor yields high returns, WDR 1990 argued for limited
cost recovery. Investment in the human capital of the poor contributes
to economic growth and, depending on the source of finance, could be
an important redistributive mechanism. One implication of this argu-
ment is that the fiscal costs of providing free or heavily subsidized social
services must be carefully monitored. At the same time, analysis of
financing-including greater cost recovery from the nonpoor-would
also be important.

The World Bank has developed considerable expertise in analyzing
the provision of social services, just as it has in judging the effectiveness
of economic management. In fact, analysis of the kind advocated here
has been done for many countries. It is now necessary to extend best
practice to other countries.

The Extent and Reliability of Social Safety Nets

WDR 1990 sees safety nets as an important complement to the basic
two-part strategy. This distinction reflects the difference between poli-
cies that move people permanently out of poverty and those-safety
nets-that are designed to temporarily relieve the symptoms of poverty.

WDR 1990 stressed the importance of confining food subsidies to the
poor, in order to keep these subsidy costs within fiscally manageable
levels, and also gave cautious support to the use of public employ-
ment schemes. Bank staff have frequently analyzed food subsidies6 but
have done relatively little work on safety nets except in the context of
adjustment operations. This is an area that merits additional effort. As
with food subsidies, the key issues are effectiveness in reaching the poor,
possible adverse effects on incentives, and fiscal cost. For example, fewer
than half the participants in Bolivia's Emergency Social Fund came from
the poorest 40 percent of the population, whereas 90 percent of the
participants in Bangladesh's Food for Work Program had incomes below

5. Margaret Grosh, Social Spending in Latin America: The Story of the 1980s, World
Bank Discussion Paper 106 (Washington, D.C.: World Bank, 1990).

6. For example, in a 1988 internal study of social programs in Jamaica; see also
Karim Laraki, Food Subsidies: A Case Study of Price Reform in Morocco, Living Standards
Measurement Study Working Paper 50 (Washington, D.C.: World Bank, 1989).
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the poverty line. Further evaluation of country experience is required on
this issue.

The Benefits of Periodic Assessments

A number of recent internal Bank country economic reports have dem-
onstrated the advantages of a periodic assessment of poverty. First, such
assessments can bring together the results of a wide range of economic
and sector analysis. For example, the bibliography to the recent eco-
nomic report on India lists supporting studies on gender and poverty,
public expenditures on social services, urban poverty, employment
creation in manufacturing, and so on. Similarly, such assessments can
serve as a means of identifying the needs for future economic and sector
analysis.

Second, the approach captures the interaction between broad eco-
nomic policy and poverty. By combining the analysis of macroeconomic
and sectoral policy with the poverty profile, the analyst is simulta-
neously alerted to the general impact of policy on the poor and reminded
of the need to design programs for the poor within a consistent, macro-
economLic framework. This is handled particularly well in the recent
economic report on Malzwi, which analyzed four approaches to the
reduction of poverty-creation of employment opportunities, increased
productivity in smallholder agriculture, expanded provision of basic
social services, and income transfers-within the constraints imposed
by the macroeconomic balances.

Third, and most important for present purposes, a periodic assess-
ment of each country's policies and their impact on the poor provides
the foundation for the Bank's policy dialogue and the design of its
assistance strategies. Through careful analysis the Bank, in collaboration
and dialogue with the relevant governments, will be well placed to
design a program of assistance that most effectively incorporates the
goals of poverty reduction into the country's own efforts.



Designing Assistance Strategies

The objective of the second step is to ensure that the volume and
composition of Bank assistance supports and complements the efforts of
individual countries to reduce poverty. The periodic assessments de-
scribed in -the previous section provide the basis for a constructive
dialogue and interaction with governments on the orientation of their
policies and programs. Bank assistance strategies should then, in the
normal way, support the ensuing recommendations. The three main
elements of these strategies would be as indicated in section 2. However,
since these strategies depend on circumstances in each country, they wil
have to be country-specific. Moreover, many factors-political, institu-
tional, and economic-will influence their design. Recognizing the need
for country specificity, this section first sets out some general principles
for Bank assistance strategies and then illustrates the approach with
several country examples. Again, although the principles and discussion
are framed in terms of World Bank policies, programs, and strategies,
they would be similarly relevant to many other bilateral and multilateral
assistance programs.

General Principles

*The volume of lending should be linked to a country's effort to
reduce poverty.

If a country's polices, programs, and institutions are broadly consis-
tent with the two-part strategy, the prima facie case for substantial Bank
support is strong. The evidence in WvDR 1990 shows that external assis-
tance is most effective in such countries. ff a country is not comnmitted to
such policies, extemnal assistance is unlikely to be effective in either
promoting efficient growth or reducing poverty, and significant flows

20



Designing Assistance Strategies 21

of Bank assistance cannotbbe justified. Intermediate cases would warrant
intermediate levels of assistance.

The allocation of resources to individual countries by the International
Development Association (IDA), the concessional affiliate of the World
Bank, has for many years been linked to judgments on the country's
efforts to reduce poverty. This paper reaffirms the importance of the link.
The required judgments will be more firmly based as a result of assess-
ment of the consistency of govermnent policies-especially effectiveness
of econormic management, provision of basic social services, and reliabil-
ity of social safety nets-with the objective of reducing poverty. For
countries that borrow from the Bank through the International Bank for
Reconstruction and Development (IBRD), funds are not rationed in the
same manner as IDA resources. Issues of creditworthiness and exposure
are the important constraints on IBRD lending. Within these constraints,
however, lending allocations should reflect the country's performance,
including government efforts to reduce poverty as demonstrated by the
effectiveness of economnic management, the adequacy of social services,
and (an increasingly important consideration in a number of countries)
the extent and reliability of safety nets.

The composition of lending should support efforts to reduce poverty.
In addition to influencing the volume of lending, the periodic assess-

ments should influence the composition of lending. The balance of
payments and the strength of the government's economic program will
determine the choice between adjustment lending and investment lend-
ing. But within adjustment: and investment lending, issues arise regard-
ing both the type of intervention and the choice of sector. For example,
if the incomes of the poor are increasing rapidly but their access to social
services is stagnating, the Eank will work with the government to redress
the imbalance by emphasizing provision of social services. This could be
advanced by increasing Bank lending to these sectors or by linking
lending to appropriate actions on the part of the borrower to correct
imbalances. Within sectors Bank lending can influence the pattern of
public investment and expenditures by emphasizing programns most
likely to benefit the poor--infrastructure in rural areas and the urban
informal economy, agricultural programs that benefit women farmers,
basic health care centers, family planning programs, primary education,
and so on. In these areas the Bank, in conjunction with other donors, will
often play a leading role in working with the government.

This discussion bears on the important Bank concept of the Core
Poverty Program. According to an internal report on poverty reduction
and Bank operations, this program comprises all projects whose "pri-
mary purpose is the reduLction of poverty of identifiable groups." In
practice, however, there has been some confusion in the interpretation
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of what projects are to be included in the program. For operational
purposes, therefore, it has been proposed that projects be included if
their design meets one of two criteria:

1. The project indudes a specific mechanism for identifying and
reaching the poor.

2. Where no such mechanism is used, the participation of the poor in
the project significantly exceeds the countrywide incidence of poverty.

In line with this definition, the Core Poverty Program is being re-
named the Program of Targeted Interventions. All loan documents on
investment operations identified as being in the Program of Targeted
Interventions would demonstrate that they meet one of the above criteria.

Examples of projects falling within this definition include projects
designed to increase the productivity of groups such as small and
marginal farmers, landless laborers, and slum dwellers; provision of
primary education, basic health care, nutrition services, water supply,
and sanitation to those, especially women and children, who lack access
to basic services; projects confined to regions of concentrated poverty;
compensatory programs introduced as part of adjustment operations;
and projects or project components concerned with safety nets for the
poor. The important point is that inclusion of such projects in the Bank's
lending program will complement and be integrated with the
government's own efforts and will flow from the analysis undertaken in
a periodic assessment.

Country Examples

The following examples illustrate these two principles.

GHANA. After fifteen years of economic decline, Ghana initiated a major
economic reform in 1983 that led to considerable macroeconomic prog-
ress. Gross domestic product (GDP) has increased 6 percent a year,
inflation has fallen to 25 percent a year, and public sector investment has
increased from 1.4 to 8.3 percent of GDP. These developments notwith-
standing, poverty remains a problem of daunting dimensions. Using the
poverty line defined in WDR 1990-per capita income of $370 a year-60
percent of the population is poor. Other indicators are just as worrisome.
Life expectancy is only 54 years; infant mortality is 77 deaths per 1,000
births; and for the poorest 30 percent of households, school enrollment
for children ages 6 to 10 is only 57 percent. Although much has been
accomplished since 1983, the terrible wastage of the 1970s has yet to be
turned around.

Several features of poverty in Ghana govern the choice of approach.
First, the depth and breadth of poverty mean that continued economic
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growth is fundamental-and that the rate of investment will have to be
increased from its current 14 percent of GDP. Second, poverty is largely
a phenomenon of low productivity among self-employed workers, usu-
ally farmers, so agricultural policies are critical. Third, the poor do not
dominate either consumption of any single staple or participation in any
single income-producing activity, so there are no obvious, cost-effective
vehicles for targeting consumption or production subsidies to the poor.
Fourth, the low level of social indicators points to the urgency of in-
creased expenditures on social services. And fifth, the remaining transi-
tional costs of adjustment may require special compensatory
interventions.

Much of the government's current approach reflects well the five
points just listed. For example, public investment has increased from a
very low base and has been an important source of growth. Similarly,
agriculture is being revitalized through improved incentives, more ef-
fective extension services, arid expanded feeder roads. Furthermore, the
government has resisted pressures to introduce subsidies on particular
consumption or production items but has increased the share of the
budget allocated to health (from 3.4 percent in 1987 to 8.2 percent by
1990) and education (from 7.4 percent to 18.3 percent) when the total
budget has also been increasing. Efforts to offset the costs of adjustment
for the poor have also been initiated under the Program of Actions to
Mitigate the Social Costs of Adjustment (PAMSCAD). Moreover, all this
has been accomplished without heavy reliance on domestic borrowing
that could crowd out the private investment so essential to the genera-
tion of productive employment opportunities. In fact, there has been a
net flow from the government to the domestic banking system, allowing
an economywide expansion in credit for the private sector.

This progress could not have been achieved without substantial exter-
nal assistance. Because Ghana's needs are great and its resources are
generally being used effectively, the argument is strong for such large
flows of external assistance. This conclusion is fully consistent with the
approach advocated in WDR 1990-substantial support should go to
countries pursuing policies consistent with the rapid and effective re-
duction of poverty.

The Bank's assistance strategy for Ghana-in both volume and com-
position-has developed in line with observed needs. Annual Bank
lending rose from $24 million in 1983 to $260 million in 1989. Compared
with fiscal 1986-90,7 lending in fiscal 1991-95 will shift from adjustment

7. The Bank's fiscal year is July 1 to June 30. Fiscal 1991, for example, began on July
1, 1990, and ended on June 30, 1991.
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operations to investment operations-with the share of agricultural
lending expected to increase from 13 to 25 percent and that for the social
sectors from 9 to 18 percent. Ghana thus provides a striking example
where the Bank is making a substantial contribution to a government
program that is highly consistent with the approach in WDR 1990.

ZAIRE. Zaire contrasts sharply with Ghana. Its indicators of poverty are
as bad as those in Ghana, if not worse, but its current domestic policies
and programs hold no promise of resumed growth and poverty reduc-
tion. GNP per capita has declined dramatically over the past twenty
years, life expectancy is only 52 years, infant mortality is 96 deaths per
1,000 births, and only 64 percent of girls are enrolled in primary schools.
Public expenditures have been characterized by conspicuous consump-
tion and uneconomic investment, and shortages of local financing have
jeopardized the implementation of Bank projects. Zaire's experience
substantiates the argument that, where macroeconomic policy and ex-
penditure programs are not consistent with the reduction of poverty, the
effectiveness of foreign assistance is correspondingly impaired.

In these circumstances, lending should be limited, and special mea-
sures would be required to protect budgets and ensure implementation
of those projects that are undertaken. One potentially effective approach
in such adverse circumstances would be to focus on targeted interven-
tions in the social sectors-immunization programs, feeding programs,
and basic health care that could be implemented by local nongovern-
mental organizations (NGOs)-and on basic infrastructure. Although
poverty in Zaire will almost certainly increase, and increase rapidly,
such a limited response designed to protect the most vulnerable mem-
bers of society and maintain physical assets is appropriate.

EL SALVADOR Despite a similar deterioration in incomes and equally
modest progress in improving social indicators, an entirely different
response is in order in El Salvador, because of the commitment of the
government. A new government committed to a broad program of
economic and social reform took office in June 1989. Its approach is
consistent with that of WDR 1990, and the Bank has responded by
stepping up its assistance from virtually zero to a proposed $220 million
for fiscal 1991-95.

In El Salvador poverty is being explicitly addressed in the design of a
structural adjustment operation. Within the framework required for
macroeconomic stability, the structural adjustment loan (SAL) explicitly
identifies the key interventions needed to help the poor. For example,
improvement in the agricultural terms of trade is identified as one of the
most important steps to increase the incomes of the poor. Similarly, the



Designing Assistance Strategies 25

share of public expenditures devoted to basic social services in the
budget is to be reviewed under the SAL. In addition, the SAL proposes
strengthening and rationalizing the existing system of safety nets
through a social investment Fund and better targeting of food subsidies.

El Salvador is a model for integrating poverty reduction into the
Bank's assistance approach in general and structural adjustment opera-
tions in particular. It also serves as an important reminder: reviewing
trends in poverty is not by itself a sufficient guide for the formulation of
Bank assistance strategies. As always, a broader assessment of govern-
ment commitment, policy, and performnance is the critical factor.

PAKISTAN AND SRI LANKA. Pakistan and Sri Lanka have made significant
progress in improving one aspect of poverty but not the other. Sri
Lanka's success in improving such measures of well-being as life expec-
tancy and school enrolhmeni: is well known-as is Pakistan's failure (see
table 1). But for incomes, the situation is reversed. The incomes of the
poor in Pakistan have increased while those in Sri Lanka have stagnated
(see table 2).

This simple comparison points to the priorities for each country's
approach. Rapid and equitable growth is required in Sri Lanka to pro-
vide the poor with the employment and earning opportunities to make
use of their human capital. In Pakistan, by contrast, much more attention
must be devoted to the development of human resources, so that the
poor can take advantage of the opportunities of economic growth.

These differing priorities are reflected only to a degree in the strategies
pursued by these countries and in the Bank's program of assistance. The
Bank's assistance approach for Sri Lanka emphasizes the importance of
restoring macroeconomic stability in order to promote growth. Since the
poor depend heavily on wages and self-employment, and about one-
quarter of the labor force in poverty is unemployed, the link between the
pattern of growth and the opportunities for income and employment is
critical. Although this link; is recognized, too little analysis has been
devoted to it.

Table 1. Social indicators in Pakistan and Sri Lanka

Indicator Pakistan Sri Lanka

Life expectancy (years) 55 (1987) 70 (1987)
Infant mortality (deaths per 1,000) 109 (1987) 33 (1987)
Primary enrollment (percent): boys 55 (1986) 104 (1986)

girls 32(1986) 102(1986)

Source: World Bank, World Development Report 1989 (New Yorlc Oxford University
Press, 1989).
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Table 2. Income indicators in Pakistan and Sri Lanka

Indicator Pakistan Sri Lanka

Average annual growth of incomes
(percent) 2.2(1962-84) 0.9(1963-82)

Average annual decline in poverty
incidence (percentage points) 1.4(1962-84) 0.5 (1963-82)

Average annual growth of agricultural
real wages (percent) 6.9(1980-87) -0.3 (1980-87)

Source: World Development Report 1990.

Pakistan's low enrollment rates and high child mortality reflect inad-
equate provision for social services in the public budget. In order to
encourage the government to place greater emphasis on social services,
the Bank's lending program could be shifted in favor of the social sectors
or additional Bank lending could be made conditional on increased
social spending by the government. Recent Bank lending to Pakistan,
however, has not emphasized the social sectors-only two projects were
directed to those sectors in fiscal 1987-90. The Bank has in recent years
undertaken substantial sector analysis in Pakistan, which now places the
Bank in a stronger position to make a significant contribution. Even so,
only three social sector projects are scheduled for fiscal 1991-93, amount-
ing to a mere 10 percent of total lending.

MALAWI. Malawi's economy grew by 5.5 percent a year from the mid-
1960s to the late 1970s. This apparently successful performance masks
two facts of vital significance to the reduction of poverty. First, govern-
ment policy encouraged growth in the large estates; it was less successful
in developing smallholder agriculture, the main source of income for
most of the poor. In fact, smallholders were discouraged, until recently,
from producing certain profitable export crops. Second, the provision of
social services, especially those most beneficial to the poor, did not
receive adequate attention. As a result, neither the incomes of the poor
nor their social indicators improved to any significant extent, despite the
satisfactory aggregate growth rate.

Several external shocks, including an influx of refugees from Mozam-
bique, buffeted Malawi in the 1980s. Consequently, and despite substan-
tial support from the Bank and a sustained commitment to adjustment,
the incomes of the poor have almost certainly declined since 1980, and
social indicators remain among the worst in Africa. A thorough review
of poverty in Malawi was presented in the recent internal Bank report.
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This economic report revealed the causes of the slow progress in the
1970s and-by emphasizing the potential contribution of the poor to
growth-pointed to a more effective approach for the future.

The key ingredients are not new. But the analysis provides compelling
quantitative substantiation J:or the approach, even though the informa-
tion base relating to poverty is weak. Since the poor derive their incomes
primarily from smaflholder agriculture, this sector must be a central part
of the overall approach. This is fully recognized in the Bank's lending
program. In fiscal 1990-92, 4L0 percent of total lending will be mainly for
smallholder agriculture, rather than large estates. Development of
human resources will also be supported-with two investment opera-
tions and one adjustment operation. These are being designed to in-
crease the returns to labor by improving particularly the functioning of
labor markets. Malawi shows how well-focused economic analysis can
reorient the assistance approach to the benefit of the poor.

MNiaco. In many low-income countries poverty is widespread, affecting
50 or 60 percent of the population. At the same time, the administrative
capacity to implement finely targeted programs is limited. In such
countries-Ghana and Malawi, for example-efforts to reduce poverty
should be focused on improving the economywide structure of incen-
tives and sectoral policies and on the widespread provision of physical
infrastructure and basic social services. In middle-income countries,
however, the incidence of poverty is much lower-only 7 percent in
Latin America according to WDR 1990's definition of poverty. Moreover,
poverty is often localized, and the capacity to implement targeted pro-
grams is much greater. In these circumstances, there is a much stronger
justification for targeted interventions within an appropriate macroeco-
nomic framework.

Mexico provides an example. The incidence of poverty in the states of
Chiapas, Guerrero, Hidalgo, and Oaxaca is higher than the nationwide
average, and together the four states account for about 20 percent of
Mexican poor. In the immediate future, migration is not going to solve
the problem. Accordingly, the Bank is focusing a series of projects-
Decentralization and Regional Development, Basic Health Care and
Nutrition, and Basic Education-on these states to provide them with
basic infrastructure and social services. These projects redress past im-
balances in public spending and are being undertaken in the context of
a greater devolution of authority to lower levels of government. This
approach illustrates how careful identification of concentrations of pov-
erty can increase the effectiveness of public spending in reaching the
poor.
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CONCLUSION. Although the general approach can be implemented in
diverse circumstances, as the examples illustrate, it is difficult to judge
its impact in advance. It is clear, however, that more systematic analysis
of poverty will not necessarily imply the need for radical changes in
lending strategies. In Ghana the analysis simply confirmed the appro-
priateness of the Bank's existing approach. But in Malawi the Bank's
basic approach was modified in the light of the analysis of poverty that
was carried out by the Bank. For most countries, however, neither
confirmation nor modification of the lending strategy can be determined
without a more systematic effort to analyze poverty.

It is also clear that the proposed approach is adequately flexible.
Consistent application across countries leads to different conclusions for
different countries-an emphasis on agricultural productivity in many
Asian countries for example, compared with a concern for urban unem-
ployment and safety nets during adjustment in Eastern Europe.

The examples also shed light on the role of finely targeted interven-
tions. They are likely to be most important in two situations: by necessity
in countries where government efforts in general are not consistent with
the reduction of poverty (Zaire) and by design in countries where
poverty is localized and administrative capacity is relatively well devel-
oped (Mexico). In low-income countries with extensive poverty, the
magnitude of the problem calls for broadly based growth and for con-
centrated effort to expand the provision of basic social services. Never-
theless, in most countries, some targeted interventions are likely to be
needed to reach disadvantaged groups and backward areas.



_ 4

Developing an Information Base

The value of the apraIrpsdi hspper would be greatly
strengthened if countries hiad access to better and more timely data.
Large-scale household surveys are important sources of informlation,
and they have provided a scund and detailed basis for analyzing poverty
in several reports. But according to WDR 1990 only twenty-one countries
in the developing world conducted reasonably reiable national house-
hold surveys in the 1980s. Both the Living Standards Measurement
Study (Lsms) and the Social Dimensions of Adjustment Project (SDA) are
helping countries to conduct such surveys, and these efforts should be
continued. In the meantime, however, simnpler approaches may be more
cost-effective. This sectioi identifies several variables that indicate
changes in the well-being of the poor and are relatively easy to collect.
The choice of variables wl depend on country-specific needs and
administrative capacities. Nonetheless, in ine with the two-part strat-
egy, they should reflect the incomes of the poor (income indicators) and
their access to social services (social indicators).

Incomes of the Poor

Tracking the incomes of the poor requires knowing the sources of their
income. Although WDR 1990 shows that land and labor are the two key
sources for most of the poor, their relative importance varies from
country to country. It is thus useful to start with a country-specific profile
of poverty groups and their sources of income.

POVERTY PROILES. Table 3 shows that the incomes of the poor in Ghana
depend primarily on what happens to the prices of agricultural prod-
ucts-both directly through agricultural production and indirectly

29
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Table 3. Sources of income for the poor, Ghana, 1987-88

Percentage of total income
Income source of poor households

Agriculture 65.1
Nonfarm self-employment 22.8
Wage employment 4.4
Other 7.7
Total 100.0

Source. E. Oti Boateng, Kodwo Ewusi, Ravi Kanbur, and Andrew McKay, Poverty
Profilefor Ghana, 1987-88, Social Dimensions of AdjustmentWorkingPaper5 (Washington,
D.C.: World Bank, 1990).

through nonfarm self-employment. Wage employment is negligible.
This pattern suggests that, for economies like Ghana, changes in real
agricultural purchasing power per rural dweller-or per capita value
added in agriculture deflated by the prices of goods consumed by the
poor-is often a good indicator of changes in the incomes of the poor
(see box 1).

Box 1. Agricultural purchasing power and poverty

The countries of East Asia illustrate the relationship between agricultural
purchasing power and the incidence of poverty (see box table 1.1). In these
countries land is distributed relatively evenly, so that many of the poor have
access to land and rely heavily on land as a source of imcme. In these
circumstances, agricultural purchasing power tracks poverty well.

In other circumstances, this variable may be less useful. For example,
part of agricultural value added accrues to the nonpoor, and in some
countries this may be very significant. The large tea and tobacco estates
in Malawi, for example, account for 23 percent of agricultural value
added, suggesting that in this case the link between total agricultural value
added and poverty may be muchweaker. This difficulty can be surmounted
by focusing exclusively on the crops the poor produce. More generally,
where land is distributed unevenly or where poverty is mainly an urban
phenomenon, real wages will be a more useful indicator (see box 2).

Another problem with value added is that data become available only
with a lag. Agricultural value added would not, therefore, be a very
useful variable for tracking short-run changes in poverty, especially
during periods of adjustment. This difficulty can be partly overcome by
focusing on the terns of trade for poor farmers: that is, on the prices of
crops produced by poor farmers deflated by the prices of commodities
they consume. Infornation on this variable can be collected with very
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In other countries the real wage rate for unskilled and unorganized
labor will be the most useful indicator. In Sri Lanka, for example, many
of the rural poor-especiallU nonagricultural and agricultural laborers-
rely on wages as their main source of income (see table 4). In low-income
economies where land is unevenly distributed or where the labor-land
ratio is high, and in middle-income economies where labor market
participation is extensive, umskilled wage rates will usually prove the
most reliable indicator (see box 2). Moreover, this indicator can be
disaggregated to allow for cLifferences by region or gender.

COST OF LIVING. The income variables selected, whatever they are, will
have to be deflated by a price index for the items consumed by the poor.
Such an index may be available in some countries, usually based on the
consumption pattem of thie bottom 30 or 40 percent of the population.
In other cases, such as the Indonesian index of nine essential commodi-
ties, it will simply represent a basket of goods thought to be important
to the poor. Where no such index exists, a crude reweighting of the

little lag. Indonesian data confirm the potential of this approach. During
the period 1970 to 1987, when the incidence of poverty declined by
forty-one percentage points, the terms of trade for poor farmers moved
from 100 to 144. This variable is especially useful for crops whose prices
are determined in world mnarkets or by govermnent policy. But for crops
whose prices are determined by the interplay of domestic supply and
demand, price movements are often negatively correlated with volume
changes, so that the net elfect on revenue (or value added) is indetermi-
nate. In such cases, inforrmation on production is also required.

Box table 1.1. Agricultural purchasing power and poverty in East Asia

Decline in incidence Increase in per capita
of poverty agricultural purchasing

Country Period (percentage points) power (percent)

Indonesia 1970-8 30 38
1984-87 11 15

Malaysia 1973-84 22 26
1984-87 1 1

Thailand 1962-81 39 37
1981-86 - 6 -10

Source World Developmnent Report 1990.
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Table 4. Sources of income for the rural poor, Sri Lanka, 1985-86,
by type of household head

Household headed by

Nonagricultural Agricultural Own-account
Income source laborer laborer agriculturist

Own wages 73 66 17
Farm consumption 6 10 32
Profits 4 7 32
Other 17 17 19
Total 100 100 100

Source Sri Lanka Department of Census and Statistics, Income Distribution and Poverty
in Sri Lanka (Colombo, 1989).

Box 2. Unskilled wages and poverty

As box table 2.1 shows, unskilled wage rates and changes in poverty are
closely related in many middle-income countries. In these economies the
poor depend heavily on direct participation in the labor mnarket, so that

Box table 2.1. Unskilled wages arid poverty in middle-income
countries

Decline in incidence Increase in real
of poverty unskilled wages

Country Period (percentage points) (percent)

Brazil 1980-83 -12 -10
1983-86 15 83
1986-87 -8 -36

Colombia 1971-78 16 52
1978-83 -1 17

Costa Rica 1971-78 17 43
1978-83 - 8 -10
1983-86 12 22

Poland 1978-80 - 3 - 3
1980-82 - 8 -30
1982-84 -3 4
1984-86 6 6
1986-87 -7 -7

Source World Development Report 1990.
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national consumer price index can be undertaken to reflect more accu-
rately the consumption pattern of the poor. Since the poor typically
spend a larger percentage of their incomes on food than the nonpoor-69
percent in Ghana, 70 percent in El Salvador, and 65 to 68 percent in Sri
Lanka-increasing the weight of the food component would be the
appropriate adjustment.

Many countries subsidize the prices of key consumer goods-food
and fuel, for example. Since movements in these prices can have a
significant impact on both the well-being of the poor and the public
budget, it would be desirable to monitor them individually.

In most countries it is necessary to track more than one income
indicator. Individual circumstances will determine the preferred set of
variables in each country, but generally four indicators are desirable:

movements in real wages have immediate and significant consequences
for the poor. Moreover, since a fal in the real wage reflects a weakening
of the labor market, price (wage) and volume (employment) effects tend
to be correlated, thus making changes in wages a highly sensitive mea-
sure of changes in poverty.

Even in low-income economies, unskilled wages may prove the most
useful indicator, especially where land is unevenly distributed. In India,
for example, the majority of the poor are casual agricultural workers who
own little or no land and earn most of their income from wage employ-
ment. In this case, reliance on agricultural value added or the rural terms
of trade could be misleading, especially in the short run, since most of
the poor are net consumers of agricultural produce. But as seen from box
table 2.2, real agricultural wages prove an effective indicator.

Box table 2.2. Agriculhtral wages and poverty in India

Decline in incidence Increase in real
of poverty agricultural wages

Period (percentage points) (percent)

1965-57 to 1961-62 15 9
1961-62 to 1966-67 -18 -18
1966-67 to 1971-72 16 27
1971-72 to 1977-78 2 8
1977-78 to 1983-84 5 9

Source: Sarthi Acharya and Gustav Papanek, "Agricultural Wages and Pov-
erty in India," Asian Center Discussion Paper 39, Boston University, 1989.
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* Agricultural value added per capita or the rural terms of trade for
the poor who rely mainly on land for their income

* Real farm agricultural wages for the rural landless poor
* Real unskilled wages for the urban poor
* Key consumer prices.
The first two are often correlated, especially over long periods, but

they can easily diverge in periods of structural adjustment when relative
prices may be changing rapidly. In many countries, it may be enough to
focus on the last three indicators. Where reliance is placed on wage rates,
however, it is essential to ensure that the monitored wage is genuinely
market-determined and not the result of minimum wage legislation or
some other administrative or nonmarket mechanism. Furthermore, as
indicated in section 2, since declines in real wages may improve employ-
ment opportunities and incomes for the poor, they should be interpreted
with care.

Access to Social Services

Because the second part of the approach is providing social services to
the poor, it is also necessary to measure the poor's access to basic health
care and primary education. Fulfilling this requirement is difficult,
however. Measures of access are usually averages for a country, which
may mask the true conditions of the poor. In the few cases where more
disaggregated information is available, wide variation is generally ob-
served within countries. For example, in C6te d'Ivoire the rate of pri-
mary enrollment for the poorest fifth of the population is only half that
of the richest. Moreover, annual "observations" of such variables as life
expectancy are often only extrapolations. These difficulties notwith-
standing, some progress can be made with a judicious choice of indica-
tors. As with the income indicators, social indicators can be identified
that are closely related to poverty and for which data are relatively easy
to collect.

TREND iNDICATORS. The rates of net enrollment in primary school and
mortality of children under five provide a preliminary indication of
access by the poor to social services. Although these are countrywide
averages, they are sensitive to changes in the well-being of the poor,
reflecting the fact that the nonpoor invariably have access to social
services before the poor. As a result, an expansion in access to basic social
services will mainly benefit the poor. For example, 74 percent of the
relevant age group in South Asia was enrolled in primary schools in
1985, whereas the share of the nonpoor in the total population (using the
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poverty line of $370) was only 49 percent. This pattern implies that some
of the poor were already enrolled, but more important, that further
expansion will almost exdusively benefit the poor. Similar conclusions
can be drawn for the other regions and other indicators. Thus, reductions
in the under-five mortality rate are likely to reflect the increasing cover-
age of basic health care and hence the increasing participation of the
poor.

Data on net primary enrollment and under-five mortality reveal gen-
eral trends dearly (see box 3). Since changes in these indicators tend to
be low, they provide a good basis on which to make preliminary Judg-
ments about progress. For t]he same reason, however, they do not reveal
short-run changes. Moreover, new information (based on fresh observa-
tions rather than extrapolations) only becomes available with a lag. For
short-run analysis, therefore, other variables that yield more current
information are required, especially during periods of stabilization and
economic restructuring.

SHORT-RUN INDICATORS. Two variables that are available for some coun-
tries and highly sensitive to short-run changes are immunization cover-
age and nutritional status. Because the target population changes from
one year to another, immunization coverage can change significantly if
programs are not maintained. Thus, 93 percent of Benin's infants were
protected against polio in 1984 but only 16 percent in 1985. Similarly,
some countries collectinformation on nutritional status monthly in areas
of concentrated poverty. These data reveal short-run changes quite
dearly, including the effect of seasonal variations in income.

PUBuC EXPEND1TURXS. Public expenditures on social services are another
useful source of information because allocations can be monitored an-
nually. But total spending on education or health is not always related
to progress on the indicators of interest because expenditures may be
primarily geared to expensive curative care and tertiary education. In
health, an estimated 70 to 85 percent of the developing world's total
spending goes for curative care (which mainly benefits the nonpoor)
rather than for preventive care. Ideally, therefore, information is re-
quired on spending for basic health care and primary education. Table
5 demonstrates the importance of distinguishing total expenditures and
expenditures on primary education. It also reveals that countries with
universal primary enrollment, such as Botswana and Malaysia, are
allocating a substantially larger share of GNP to primary recurrent expen-
ditures than are countries such as Malawi and Pakistan, where enroll-
ment rates are much lower.
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Box 3. Primary enrollment and under-five mortality

The broad differences in net primary enrollment in selected countries-
the decline in Tanzania in the 1980s, the sharp contrast between India
and Pakistan, the weak performance of some Latin American countries
(Guatemala) compared with the general good performance in the region
(Argentina)-emerge clearly from box table 3.1.

Box table 3.1. Net primary enrollment rates in selected countries,
1965-85

(percent)

Country 1965 1970 1975 1980 1985

Tanzania 23 24 37 58 47
India 64 65 69 71 81
Pakistan 29 31 36 34 43
Guatemala 44 50 54 61 65
Argentina 93 97 98 95 -

Source: Jacques van der Gaag, Elene Makonnen, Pierre Englebert, "Trends in
Sodal Indicators and Social Sector Financing,' Policy, Research, and External
Affairs Working Paper 662, World Bank, Population and Human Resources
Department, Washington, D.C., 1991.

Similarly, the rate of under-five mortality provides a clear picture of
trends in health status. Box table 3.2 shows the significant progress in
Indonesia, the vastly lower levels of mortality in Sri Lanka compared
with Pakistan, and the faster rate of reduction in Colombia than in
Mexico.

Box table 3.2. Under-five mortality rates in selected countries,
1960-85

(deaths per thousand)

Country 1960-65 1965-70 1970-75 1975-80 1980-85

Indonesia 225 201 175 146 122
Sri Lanka 101 87 79 66
Pakistan - 239 226 200 -
Colombia 135 119 89 64 42
Mexico 127 113 100 87 77

Source: Van der Gaag, Makonnen, and Englebert, "Trends in Social Indicators."
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Table 5. Social expenditures in selected countries, 1985
(percentage of GNP)

Total education Primary recurrent
Country expenditures expenditures

Malaysia 6.6 2.1
Botswana 7.0 2.8
Pakistan 2.2 0.7
Malawi 3.5 1.0

Source: Marlaine Lockheed and Adriaan Verspoor, Improving Primary Education in
Developing Countries (New York: Cxford University Press, forthcomning).

TRANSFERS AND SAFETY NETS. Reliance on transfers and safety nets varies
tremendously from counbty to country. In some cases, food and fuel
subsidies are an important part of public expenditures and thus warrant
careful monitoring. In other cases, employment schemes may be the
primary mechanism for protecting the poor. And in still others, there
may be no functioning mechanism at all.

Monitoring expenditures on these items would supplement the infor-
mation on subsidized prices and provide a useful basis for assessing the
adequacy and fiscal burden of transfers and safety nets.

Although the selection of social indicators will vary among countries,
three areas should be covered:

* Long-run progress as revealed by levels and trends in primary
enrollment and under-five mortality

* Short-run movements in immunization coverage and nutritional
status

* Levels and trends of public expenditure on basic health care, pri-
mary education, family planning, and transfers and safety nets.

Summary

The analysis of poverty in several countries has revealed the importance
of good data. The analyst, whether from the country or the Bank, must
continue to do as much as possible with existing sources, but ultimately
the quality of the analysis depends on the quality of the underlying data.
The Bank, together with the other United Nations agencies, can assist
countries to improve their capacity to collect and analyze relevant data.
The variables suggested here can be tailored to the specific circumstances
of individual countries to provide at least a partial indication of the
country's characteristics and trends with regard to poverty.



Implementation

This paper has described how Bank analysis and the design of its
assistance strategies can be strengthened to support more effectively the
efforts of developing countries to reduce poverty. This section sets out
the actions that are required to implement the paper's approach. As
preceding sections have revealed, good examples of the approach can
be found in current Bank practice. The recommendations in this section
are intended to strengthen existing guidelines, introduce new ones
where necessary, and accelerate the spread of the best practices. For
convenience, the key recommendations are brought together in box 4 at
the end of the paper.

Analysis and Assistance

The ultimate objective is to ensure that the assistance programs under-
taken by the Bank dlearly help to reduce poverty. This paper has argued
that, to achieve this goal, additional analysis is necessary. The first round
of assessments required to underpin proposed assistance strategies
should be undertaken for almost all countries within three years so that:

Al assistance strategies reflect and are consistent with an analysis
of the main factors determining poverty.

Periodic assessments shotud follow to ensure the overall consistency
between each counthy's policies and programs and the objective of
reducing poverty. These assessments should cover economic manage-
ment, basic social services, and safety nets and should draw together the
results of al relevant economic and sector analyses. Since the broad
assessment may not change dramatically from year to year, a substan-
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tive analysis could be followed by a briefer update in subsequent years,
which would analyze specific poverty issues in depth.

The value of this analysis would be greatly increased if it were widely
available among concerned parties and agencies. The sharing of results
would help to coordinate and stimulate both donor and local efforts to
reduce poverty. At the country level, this would include consultative
group meetings and other aicd coordination mechanisms. At the interna-
tional level, the members of the Development Assistance Committee of
the Organisation for Economic Co-operation and Development have
agreed on a policy statemeni: on the reorientation of their development
cooperation in the 1990s. They have agreed to review and adapt their
policies to support broadly based growth, human development, partic-
ipation, and environmentally sustainable development more effectively.
The World Bank will be actively assisting in this effort.

The Bank's own routine reporting should also be modified, as neces-
sary, to indude a description of what the government is doing to reduce
poverty and how the program of assistance supports and complements
those efforts. This goes beyond current reporting requirements, which
at present include sections on poverty alleviation (dealing with targeted
subsidies and social programs) and the social impact of adjustment (in
the case of structural adjustmnent loans) but not the overall impact of the
program on the incomes of the poor. It is now proposed to put more
emphasis on ensuring that the country's policy package as a whole is
consistent with the long-run reduction of poverty. The case of El Salva-
dor illustrates how this may be done. For IDA countries without adjust-
ment programs, the Bank's approach should be spelled out in the first
investment operation of each fiscal year. Since the concern in these
countries is primarily with the long-run reduction of poverty, the basic
content of the country approach is unlikely to undergo sharp changes
from year to year.

Improving the Information Base

To help countries improve the quality and reliability of data related to
poverty, two steps are proposed. First, the Bank, together with country
counterparts and the relevant UN agencies, should prepare proposals to
improve poverty-related data. These proposals need to reflect the spe-
cific requirements of different countries, as well as their differing adrnin-
istrative capacities. They could range from large-scale, multipurpose
household surveys to simple, low-cost systems based on some of the
income and social indicaters described in section 4. For countries with
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adjustment operations, it is especially important to introduce a system
rapidly, even if initially it is only a simple one, so that changes in the
well-being of the poor arising from adjustment can be tracked.8 The
analysis of proposals to improve poverty-related data could be under-
taken in the context of the first round of the periodic assessments of
poverty.

Second, where agreement has been reached on a proposal to improve
data, the Bank should be prepared to help organize appropriate financial
support and technical assistance (both LSMS and SDA are well placed to
assist in these efforts). In addition, a table of the most pertinent poverty
indicators for each country should be updated annually and should
appear in the Bank's Social Indicators of Development (Baltimore: Johns
Hopkins University Press).

Follow-up Tasks

Follow-up work within the Bank is continuing on two fronts-a best-prac-
tice poverty handbook for operational task managers and an operational
directive on poverty, summarizing guidelines on operational issues.

The objective of the handbook will be to provide operational staff with
ready access to relevant examples of the best practices from Bank and
country experience. It will begin with methodological issues relevant to
measuring poverty and to assessing the impact of macroeconomic,
sectoral, and regulatory policies on poverty. The emphasis will be on
relating the poverty indicators-both income and social-to the obsta-
cles that prevent the poor from sharing in growth and on designing
policies to correct or offset those obstacles. The methodology for analyz-
ing the distributional impact of public expenditures-often a key factor
in determining how the poor share in growth-will also be discussed in
a best-practice context.

The handbook will describe problems that arise in designing and
executing projects that reach the poor and give examples of innovative
and effective solutions to those problems. In many cases, these involve
institutional structures that respond to local needs and improve the
access of the poor to employment opportunities, to human capital ser-
vices, and to safety nets. Particular attention will be paid to the scope for
improving project design in donor-financed activities. In relating pov-
erty to the other operational emphases of the Bank, the handbook will

8. This has already been made a condition of Bank lending in some operations, such
as the 1988 structural adjustment loan to Burundi, where preparation of a monitoring
system was a condition for release of the second tranche.
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highlight both areas of substantial convergence and areas where
tradeoffs may arise. In some areas, such as women in development and
population, the convergence is essentially complete. In other areas,
particularly the environment and adjustment, there may be far less
convergence, and tradeoffs may be necessary, particularly in the short
run. More broadly, the handbook will provide best-practice examples of
how the various instruments available (lending, economic and sector
analysis, technical assistance, and donor coordination) can be deployed
to assist countries in their efforts to reduce poverty.

The handbook will be prepared jointly by the operational staff and the
research and policy staff of the Bank. It is intended to accelerate the flow
of ideas and analysis among researchers and practitioners and to
sharpen the operational focus of the best research and methodological
approaches. The handbook will also facilitate the exchange of ideas and
approaches across regional Bank departments, enhancing consistency in
the analysis of poverty issues.

Compiling the handbook will also help establish an agenda of opera-
tional policy issues that need to be addressed in the operational directive
on poverty. Specific issues include the mechanisms for implementing
the recommendations of this paper. A number of other operational
issues will also be involved. Among them are distributional considera-
tions in the methodology for evaluating investment projects, such as the
appropriateness and feasibility of using social weights to evaluate costs
and benefits. This approach was developed in the 1970s but has never
been systematically implemented. It raises complex issues of analysis
and measurement, as well as comparability among projects. Additional
issues include cost recovery and local and recurrent cost financing-es-
peciallyin the social sectors, where local and recurrent costs tend to form
a higher share of total costs than in the other sectors.

Other Implications

Changes in the composition of Bank lending are expected to emerge
from the recommended process but cannot, and should not, be imposed
in advance. Nevertheless, the case studies presented earlier suggest the
likely direction of such compositional change-expanded provision of
basic infrastructure and social services to encompass the poor (see the
examples of Malawi, Mexico, and Pakistan). The share of Bank lending
for human resources, including education, population, health, and nu-
trition, is expected to grow significantly in the years ahead.

The effect of the proposed approach on the use of Bank staff resources
is difficult to predict, although it is likely that suitable country assess-
ments will be relatively staff-intensive. The two recent intemal reports
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on India and Malawi, each with a central focus on poverty, required
substantial outlays of staff time. However, these reports covered issues
routinely handled in Bank country economic reports, and, because of the
depth of analysis in these reports, future assessments for those countries
should be much less costly. Moreover, these country assessments should
usually be able to draw on analysis undertaken for other purposes. A
report prepared for Mexico, for example, was far less demanding of staff
time because it was able to build on existing sector analysis. Reorienting
Bank economic and sector work toward the analysis of poverty, as was
done for India and Malawi, would seem to be feasible with only modest
increases in staff input. On the other hand, assisting countries to improve
the quality and reliability of data on poverty could require significant
resources.

Box 4. Key Recommendations

* Bank assistance strategies should reflect and be consistent with
an analysis of the factors determining poverty.

* For this purpose, periodicassessments of the consistencybetween
government policy and the reduction of poverty should be pre-
pared and presented in country economic reports or similar
documents.

* Given the progress to date, the first round of such assessments
should be completed for almost all countries within three years.

* Documents routinely presented to the Bank's Board of Executive
Directors (specifically, policy framework papers, adjustment
loans, and the first investment operation of each year for IDA
countries without adjustment programs) should indicate how the
Bank's assistance strategy supports and complements the
country's own approach to reducing poverty.

* The Bank should discuss its analysis of poverty and coordinate
its program of assistance with other donors.

* In the context of the first round of periodic assessments, Bank staff
together with country counterparts and relevant UN agencies
should prepare proposals for improving the quality and reliabil-
ity of data related to poverty.

* Where a proposal to improve the quality and reliability of data
related to poverty is accepted by a country, the Bank should
undertake to organize appropriate financial support and techni-
cal assistance for implementation.

* A poverty handbook, providing examples of best practice analy-
sis and operational work, and an operational directive on poverty,
providing practical guidelines to Bank staff, should be prepared.
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