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CURRENCY

Rs/ US$
Currency Official Unified Market a

Prior to June 1966 4.76
June 6, 1966 to mid-December 1971 7.50
Mid-December 1971 to end-June 1972 7.28

1971-72 7.44
1972-73 7.71
1973-74 7.79
1974-75 7.98
1975-76 8.65
1976-77 8.94
1977-78 8.56
1978-79 8.21
1979-80 8.08
1980-81 7.89
1981-82 8.93
1982-83 9.63
1983-84 10.31
1984-85 11.89
1985-86 12.24
1986-87 12.79
1987-88 12.97
1988-89 14.48
1989-90 16.66
1990-91 17.95
1991-92 24.52
1992-93 26.41 30.65
1993-94 31.36
1994-95 31.40
1995-96 33.46
1996-97 35.50
1997-98 37.16

Jan 1998 39.36
Feb 1998 38.91
Mar 1998 39.50

Note: The Indian fiscal year runs from April 1 through March 31.

Source: IMF, International Finance Statistics (IFS), line "rf"; Reserve Bank of India.

' A dual exchange rate system was created in March 1992, with a free market for about 60
percent of foreign exchange transactions. The exchange rate was reunified at the beginning of
March 1993 at the free market rate.
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ECONOMIC DEVELOPMENT DATA

GNP Per Capita (US$, 1996-97): 380a

Gross Domestic Product (1996-97)

Annual Growth Rate (% p.a., constant prices)
% of 70-71- 75-76- 80-81- 85-86- 92-93 93-94-

US$ Bln GDP 75-76 80-81 85-86 91-92 96-97
GDP at Factor Cost 323.7 90.0 3.4 4.2 5.4 5.2 5.3 7.1
GDP at Market Prices 359.7 100.0 3.3 4.2 5.6 5.4 5.3 7.0
Gross Domestic Investment 90.7 25.2 5.3 3.7 5.7 6.6 12.3 11.4
Gross Domestic Saving 78.8 21.9 4.4 2.6 4.6 7.9 9.7 12.5
Current Account Balance -4.7 -1.3 -- -- -- -- - --

Output, Employment and Productivity (1990-91)

Value Added Labor Force b V. A. per Worker
US$ Bin. % of Tot Mill. % of Tot. US$ % of Avg.

Agriculture 82.5 31.0 186.2 66.8 443 46.4
Industry 78.0 29.3 35.5 12.7 2198 230.2
Services 105.7 39.7 57.2 20.5 1848 193.7
Total/ Average 266.2 100.0 278.9 100.0 954 100.0

Government Finance

General Government Central Government
Rs. Bln. % of GDP Rs. Bln. % of GDP
96-97 96-97 90-91-96-97 96-97 96-97 90-91-96-97

Revenue Receipts 2476.1 19.4 19.3 1531.4 12.0 11.5
Revenue Expenditures 2936.8 23.0 23.1 1834.1 14.4 14.9
Revenue Surplus/ Deficit (-) -460.8 -3.6 -3.8 -302.7 -2.4 -3.4

Capital Expenditures d 436.6 3.4 4.3 399.9 3.1 3.7
External Assistance (net) ' 29.9 0.2 0.6 344.3 2.7 2.3

Money, Credit, and Prices

90-91 91-92 92-93 93-94 94-95 95-96 96-97
(Rs. billion outstanding, end of period)

Money and Quasi Money 2658.3 3170.5 3668.3 4344.1 5314.3 6040.1 7001.8
Bank Credit to Govermment (net) 1401.9 1582.6 1762.4 2039.2 2224.2 2577.8 2888.2
Bank Credit to Commercial Sector 1717.7 1879.9 2201.4 2377.7 2927.2 3446.5 3753.6

(percentage or index numbers)
Money and Quasi Money as % of GDP 49.6 51.4 52.0 53.6 55.2 54.0 54.8
Wholesale Price Index (1981-82 = 100) 182.7 207.8 228.7 247.8 274.7 294.8 314.6

Annual Percentage Changes in:
Wholesale Price Index 10.3 13.7 10.1 8.4 10.9 7.3 6.7
Bank Credit to Government (net) 19.7 12.9 11.4 15.7 9.1 15.9 12.0
Bank Creditto Commercial Sector 13.2 9.4 17.1 8.0 23.1 17.7 8.9

a. The per capita GNP estimate is at market prices, using World Bank Atlas methodology. Other
conversions to dollars in this table are at the prevailing average exchange rate for the period covered.

b. Total Labor Force from 1991 Census. Excludes data for Assam and Jammu & Kashmir.
c. Transfers between Centre and States have been netted out.
d. All loans and advances to third parties have been netted out.
e. As recorded in the government budget.



Balance of Payments (US$ Millions) Merchandise Exports (Average 1990-91-1996-97)

1994-95 1995-96 1996-97 US$ Mil % of Tot.

Exports of Goods & NFS 32,990 39,668 42,379 Tea 386 1.6
Merchandise, fob 26,855 32,311 33,764 Iron Ore 486 2.1

ImportsofGoods&NFS 41,437 51,213 54,271 Chemicals 1,919 8.1
Merchandise, cif 35,904 43,670 48,063 Leather & Leather products 1,457 6.2
of which Crude Petroleum 3,285 3,442 4,797 Textiles 3,000 12.7
of which Petroleum Products 2,396 3,759 5,239 Garments 2,875 12.2

Trade Balance -9,049 -11,359 -14,299 Gems and Jewelry 3,894 16.5
Non Factor Service (net) 602 -186 2,407 Engineering Goods 3,229 13.7

Others 6,363 26.9
Resource Balance -8,447 -11,545 -11,892 Total 23,610 100.0

Net factor Incomea -3,711 -3,497 -3,863 External Debt, March 31, 1997
Net Transfersb 8,093 8,506 11,071

US$ Mil.
Balance on Current Account -4,065 -6,536 -4,684 Public & Publicly Guaranteed 74,406

Private Non-Guaranteed 7,382
Foreign Investment 4,922 4,794 5,834 Total (Including IMF and Short Term) 89,827
Official Grants and Aid 416 345 410
Net Medium & Long Term Capital 1,539 -382 -4,197 Debt Service Ratio for 1996-97

Gross Disbursements 6,715 6,641 3,044
Principal Repayments 5,175 7,023 7,240 % curr receipts

Public & Publicly Guaranteed 20.6
Other Capital Flowsc 3,228 -1,169 5,397 Private Non-Guaranteed 1.3
Non-Resident Deposits 818 944 3,439 Total (Including IMF and Short Term) 24.5
Net Transactions with IMF -1,174 -1,719 -972

IBRD/ IDA Lending, March 31, 1997 (US$ Mil)
Overall Balance 6,858 -2,004 6,199

IBRD IDA
Change in Net Reserves -5,684 3,723 -5,227 Outstanding and Disbursed 8,768 17,616
Gross Reserves (end of year)d 21,160 17,436 22,664 Undisbursed 3,097 4,368

Outstanding incl. Undisb. 11,865 21,984
Rate of Exchange

End-Mar 1998e US$ 1.00 =Rs. 39.50

-- Not available.

a Figures given cover all investment income (net). Major payments are interest on foreign loans and charges paid to IMF,
and major receipts is interest earned on foreign assets.

b. Figures given include workers' remittances but exclude official grant assistance which is included within official loans
and grants, and non-resident deposits which are shown separately.

c. Includes short-term net capital inflow, changes in reserve valuation and other items.
d. Excluding gold.
e. The exchange rate was reunified at the market rate in March 1993.
f. Total exports (commerce); net of crude petroleum exports.
Sources: Natinal Accounts Statistics; Ministry of Commerce; Union Budget Documents;

Reserve Bank of India; 1991 Census;World Bank Debt Reporting System.



India Social Indicators
Latest single year Same regiontincome group

South Low-
1970-75 1980-85 1990-96 Asia income

POPULATION
Total population, mid-year (millions) 613.5 765.1 945.1 1,265.8 3,236.2

Growth rate (% annual average) 2.3 2.1 1.8 1.9 1.8
Urban population (% of population) 21.3 24.3 27.1 26.6 29.1
Total fertility rate (births per woman) 5.6 4.4 3.1 3.4 3.2

POVERTY
(% of population)
National headcount index .. 35.0

Urban headcount index .. .. 30.5
Rural headcount index .. .. 36.7

INCOME
GNP per capita (US$) 180 280 380 380 490
Consumer price index (1987=100) 45 85 227 233 275
Food price index (1987=100) .. 83 238

INCOME/CONSUMPTION DISTRIBUTION
(% of income or consumption)
Lowest quintile 5.9 .. 9.2
Highest quintile 49.4 .. 39.3

SOCIAL INDICATORS
Public expenditure

Health (% of GDP) .. .. 0.7 0.8 1.5
Education (% of GNP) .. 3.4 3.8 3.0 3.6
Social security and welfare (% of GDP) .. ..

Net primary school enrollment rate
(% of age grup)

Total
Male
Female

Access to safe water
(% of population)

Total 31 54 81 78 76
Urban 80 80 85 83 80
Rural 18 47 79 74 72

Immunization rate
(% under 12 months)

Measles .. 1 84 82 80
DPT .. 41 86 83 81

Child malnutrition (% under 5 years) .. .. 66

Life expectancy at birth
(years)

Total 50 52 63 62 63
Male 51 52 62 61 62
Female 49 51 63 63 64

Mortality
Infant (per thousand live births) 132 101 65 73 68
Under 5 (per thousand live births) 202 173 85 93 94
Adult (15-59)

Male (per 1,000 population) 324 261 229 239 231
Female (per 1,000 population) 353 279 219 230 206

Matemal (per 100,000 live births) .. 460 437

World Development Indicators 1998 CD-ROM, World Bank.



ExEcuTIvE SUMMARY

1. The reforms India started in 1991 hold the and raise the poor's health status and education provide
promise of considerably improving the living standards them with the skills to take advantage of opportunities
of the country's 320 million poor. The economy has for better paying jobs, while avoiding the ravages of
responded well to the reforms, and the government has ill-health. Such policies have worked in other
explicitly committed itself to accelerate the developing countries and in some Indian states.
development of the country's human resources. By
maintaining its commitment to economic liberalization, 4. The central finding of this follow-up report is that
redirecting towards infrastructure, health and basic the success of education and public health in reaching
education the large resources now absorbed by ill- the poor depends not only on more spending but on
targeted subsidies, and improving the effectiveness and improving the quality of service they receive. The
targeting of spending in education, health, and anti- importance of effective delivery of education and
poverty programs, India can give its long battle to health is underscored both from qualitative surveys in
reduce poverty a new impetus. India's poorest districts in UP and Bihar and from a

new empirical assessment of the degree to which the
Where does India stand? poor benefit from public spending on education,

health, and anti-poverty programs.
2. In the half century since its independence, India

has made many notable social and economic 5. The report suggests that targeting govemment

achievements in a democratic political setting: among spending to primary education, reducing

them, the eradication of famine, the reduction in communicable diseases, improving water and

population growth and the creation of a large pool of sanitation, and reducing household insecurity through

technical and scientific talent. It also managed to public works programs would do most to reduce

reduce poverty over that period, but only since about poverty. Early results from the implementation of the

1975 has the decline become fairly steady, albeit slow. TPDS in UP and Bihar indicate that the poor seem to

And, although the incidence of poverty has declined be benefiting more than the non-poor from the

from 45 to 36 percent between 1950 and 1993-94, subsidies on foodgrains. If this finding is generalized

population growth caused the numbers of the poor across India, then targeted foodgrain subsidies could

almost to double in the same period from 164 to 320 supplement public works programs to reduce

million. Of that total, more than three out of four (76 household food insecurity.
percent) live in rural areas.

The face of poverty in India
3. Where policies have increased growth,
particularly agricultural growth, and improved human 6. Being poor in India means lacking the good
development (as measured by various indicators), health and skills to make the most of the economic
poverty has fallen faster, as indicated in the World opportunities growth can open. Over half of India's
Bank's 1997 Poverty Assessment. In contrast where children under 5 years of age still suffer from
growth was slow, or where human development malnutrition and, later in life, from the illnesses to

policies lacking, or ineffective, or misdirected to the which an ill-nourished childhood exposes those who
politically or economically more-advantaged, poverty survive it. Being poor in rural India means, as well, a

reduction has been relatively slow. Policies that higher than 50-50 likelihood of being illiterate. In the
sustain and accelerate labor-intensive economic growth states of Andhra Pradesh, Bihar and Rajasthan, barely

half the rural men (poor or not) can read; in Rajasthan
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and Bihar barely a quarter of all the women are infant mortality rate and the highest rates of male and

literate, a percentage that drops to 17 percent in rural female literacy, managing to get almost as high a level
Rajasthan and 22 in rural Bihar. of enrollment in primary school for its poorest children

(88.7 percent) as for its wealthiest (97.5 percent).
7. The incidence of poverty and the poor's access to Having forgone such investments, Bihar-the poorest

social services varies considerably from state to state among India's 16 largest states-has the lowest level

and even within states. Poverty in rural Bihar, for of male literacy, the second lowest level of female

instance, was almost twice as widespread (a 58 percent literacy and the sixth highest level of infant mortality.

rate of incidence) in 1993-94 as in rural Kerala (31
percent). Even within a single state, the variance can Are the poor benefiting from public spending?

be striking, as for example, between rural poverty
incidence in southern (68.8) and northern (45.5) 11. Public spending on education does not benefit the
Orissa, and inequality is higher within wealthier poor, who either do not send or do not keep their
regions. Similarly, living in Kerala than in Bihar made children in school, on an equal footing with the better
an average child 25 percent more likely to attend off, even at the primary level. The evidence in Chapter
school. And the better health status of the poor in 2 shows that enrollment and attainment levels of the

Kerala is largely explained by Kerala's better two social-economic groups differ enormously. Fewer
education, water and sanitation, and basic than half the children from poor households enroll and
infrastructure services. when they do, only one in five of them completes basic

education. By contrast, wealthier households do send

8. Even more noticeable than geographic differences their children of both sexes to school no matter where
in poverty, social indicators, and regional inequality they live, and over 80 percent of them complete grade
are the inequalities that persist across gender, caste and 8. Poor girls, in a brutal contrast that highlights gender

ethnic groups. The size of the gender gap in schooling barriers, are only one-eighth as likely to complete
varies widely across states, but works out to a grade 8 as their female counterparts among the well-to-

significant average disadvantage for girls wherever do. Of course, failure to enter or complete primary

they live and however affluent or disadvantaged their education means that the poor also do not benefit from
families. Boys all over India are about 20 percent more the large subsidies to secondary and tertiary education.

likely than girls to have finished the 8 years of basic

education. Being a poor, pregnant woman means 12. Despite the economic and social returns to
risking death. India's maternal mortality is so high primary schooling, approximately 33 million
(437 per 100,000) that the nation accounts for one in youngsters (out of 105 million) between the ages of six

every four maternal deaths worldwide. and ten do not attend school and four in five of those
who enroll never complete basic education. It can be

9. Similarly, members of scheduled castes, presumed that their parents felt that the benefits from
particularly their children are more likely to die schooling, or the costs to undertake it were not worth
prematurely (Chapter 3). What is sadly consistent the effort. That unfortunate decision is made easier

across states and regions is the higher risk of poverty when, as many villagers from UP and Bihar reported,
among women, illiterates, the landless and members of classrooms are too far away or ill-equipped, teachers
scheduled castes and tribes. are absent most of the time and not well qualified, and

potential students from disadvantaged social groups are

10. The differences in reaching the poor and reducing made to feel unwelcome. Poor parents, moreover, are
poverty reflect more than natural advantages or less likely to invest in the education of their daughters
disadvantages. They partly mirror conscious decisions because the returns on such investment are seen to

(as in Kerala) to improve the poor's health and their accrue to the family into which the daughters marry.

education and, consequently, their opportunities to gain
a share of economic progress. Kerala has the lowest
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13. In health, the poor face a disproportionately 16. Priority for human capitaL The returns on

higher risk than the rich of falling sick, particularly primary education are huge: better family health,

from infectious diseases. They are more likely to lose smaller family size and healthier children for educated

their children before they reach the age of two. Poor women, for instance. A mother's primary education

members of scheduled castes run even higher risks of may do even more than food subsidies to improve

premature death. And because they are less likely to child nutrition. Educated workers can take advantage

be educated and they must often use shared sources of of growth in demand for labor to raise their

water and surface water (lakes, streams, ponds) without productivity and earnings. And because educated

adequate sanitation facilities, they are dangerously parents are more likely to send their children to school,

exposed to illness (Chapter 3). Perhaps the most education (even if limited to the primary level)

important finding of the research carried out for this perpetuates the benefits from one generation to the

report is the failure of India's primary health centers to next. It is no coincidence that Kerala has enjoyed the

deliver the care needed to reduce infant mortality. The highest levels of both male and female literacy and the

study could not find any significant correlation fastest decline in the incidence of poverty over the past

between child survival and the availability of public forty years.

health facilities.
17. If India is to meet its objectives of sustaining

14. Traditional anti-poverty programs are not high rates of economic growth with equity, then

compensating for the shortcomings in the fields of schooling must reach the economically and socially
education and health. Indeed, they are funneling disadvantaged. This would require policies that can

many of their benefits to the non-poor. According to expand both the quantity and quality of schooling and

data from the 1993-94 NSS, seventy-six percent of the that work to eliminate social exclusion based on

wealthiest rural households, for instance, are likely to income, gender or caste. The problems are

take advantage of the subsidized prices for food under concentrated in Andhra Pradesh, Bihar, Madhya

the Public Distribution System while, at the opposite Pradesh, Orissa, Rajasthan, Uttar Pradesh and West

end of the wealth scale, less than 70 percent of the Bengal. Notwithstanding the remarkable

poorest households benefit from food subsidies. The accomplishments of the District Primary Education

poor do participate in rural public works and to a lesser Project (DPEP) in increasing enrollment in lower

extent in credit programs (IRDP), but all three schemes primary education, three quarters of the 33 million 6-

(PDS, IRDP, and public works) remain loosely to-10 years-olds in these seven states are still not in

targeted. school.

Reducing poverty: What could public policy do 18. The policy prescriptions for bringing the poor

better? children into school are not obvious. Success will
depend on much stronger political commitment to

15. Since the bulk of the required investments to educate the children of the poor. There is no question

build human capital comes from public rather than that spending levels on education inputs (teachers,

private sources in India, and yields many externalities, classrooms, textbooks and instructional material) need
it is important that poverty-reduction strategies focus to increase. Chapter 2 provides estimates of the
increased public spending on expanding the poor's resource needs to put all children 6-14 years old in

access to quality education and health care. To avoid school. That said, the empirical findings in this report

increasing the already large fiscal deficit, the funding and those of other research in India produce a

for these needed increases could come from reducing consistent picture that increased spending alone will
the costly and integrated subsidies that are currently the not be enough to improve enrollment and attainment,
source of large fiscal imbalances and microeconomic of the poor. Improvement in quality of schooling is

distortions, as discussed in the World Bank's 1997 and crucial to attract poor children to school and retain

1998 Macroeconomnic Updates. them there as shown in Chapter 2. Because the
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opportunity cost is high for them and their families, not as easy as increasing spending and therefore a

poor children would not go to school if they perceive it stock-taking exercise of what has worked elsewhere in

as a waste of their time. the world and within India is also needed to inform

public policy about the design of an effective
19. Improving quality of education needs educational system.

fundamental reforms to change the incentive

framework within which teachers, school officials, 22. Effective health programs must complement

bureaucrats and politicians operate. The accumulated education in raising the potential productivity of labor

experience under the DPEP, the Lok Jumbish, and the to reduce poverty. Yet, the research carried out for this

experiences of states such as Kerala and Himachal report found that the public sector has failed to deliver

Pradesh should be analyzed to help provide the some of the promised care to India's poor. This raises

information necessary to underpin such deeper important issues and more research is needed to

educational reforms, particularly in the seven states understand fully the factors behind the poor

with the highest incidence of school dropouts or non- performance. This should constitute a priority research

enrollnent. Interesting findings from recent theoretical area because the policy implications would be different

and empirical research provide some guidance to if the main reason is poor quality than if it is because

reforms that are likely to improve outcomes. Some of of the availability of an easily accessible and large

these reforms are already under way in many states in private sector or both.

India. These include decentralization of control over
the provision of schooling to the local areas 23. Public expenditure on health as currently

themselves; direct parental involvement; competition constituted, is likely to have only a limited

through school choice, and community involvement. redistributive impact. Despite its relatively equitable
Madhya Pradesh, for example, is by far the most distribution, it is small relative to overall health use

advanced in decentralizing school management to local and, its effects on health outcomes appear to differ
institutions such as the Panchayati Raj Institutions with greatly from one intervention to another and place to

a consequent increase in enrollment and retention place, especially in its impact on the poor. Chapter 3

among children of underprivileged groups. of this report identifies four priority areas for
increasing the impacts of public spending on the health

20. The process and the potential for bringing of the poor, and indeed on the economy in general.

education closer to its users and beneficiaries through First, combating communicable disease and expanding
decentralization has generated significant optimism, public health interventions (see below) would deliver
but also considerable caution. The chief fears reflect substantial gains from public health spending

concem that decentralization could perpetuate, and particularly for the poor. Second, improving access to

quite possibly increase, regional disparities in school safe water sources and sanitation facilities and
quality, and social and economic inequities in access to vaccinations would help reduce infant and child

good schooling. Lowered funding levels for education mortality and thus reduce fertility and improve

also might be a problem if local control serves as a maternal health. Because these are activities in which

pretext for diminishing central responsibility. the poor are vastly underserved, relative to the non-

poor, public interventions in these areas will achieve
21. Guidance on the choice between the various their biggest impact on the poor. The net cost to the

options and the likelihood of success requires further government of extending water and sanitation facilities

analysis, however, to understand better what changes to poor areas may not be very large since willingness

would be required to the underlying incentives to pay for these goods is usually quite high and could

framework for teachers and officials to perform better. cover the extension of the system. Third, analyses

Gradually expanding the DPEP model and collecting have shown that health education concerning basic

appropriate information to assess its impact on hygiene, the value of better nutrition and preventive

educational attainment is essential. Raising quality is care such as public campaigns against tobacco use and
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for the use of appropriate measures to avoid programs (preferably through reallocation of spending
contracting HIV-AIDS and other sexually transmitted away from the other less effective poverty programs),
diseases are an important part of encouraging while benefiting the poor most, would also reduce the
behavioral changes needed for long-term extent to which the non-poor could capture their
improvements in health outcomes. benefits. The priority would therefore appears to focus

on improving the effectiveness of public works
24. Fourth, because the rural poor must often meet through effective targeting to the genuinely needy, and
the financial burden of medical emergencies through making them fiscally sustainable. Effective targeting
debt, distress sale of real assets or reductions in food or need not be exclusive targeting. Some level of
other important consumption items, there is merit in spillover to the non-poor is unavoidable if political
subsidizing hospital treatment. The benefit of support for such programs is to be maintained. Such
providing this "in effect" social insurance-on top of targeting could be done by setting the wage rate at a
the value of the service itself-is in the range of 40-70 level which is no higher than the prevailing market
percent of the costs of providing the service to patients wage where the scheme is introduced. Willingness to
in the lowest 40 percent of the population, people for work at this wage rate would be the only eligibility
whom insurance is not a realistic option. Public criteria. The scheme could also be geographically
subsidies to hospital care can thus play an important targeted to poor areas and create assets that are of value
redistributive role as long as referral systems are to poor people in these areas.
reformed to ensure that access is based on need rather
than income and social status. 27. In sum, the challenge that India faces in reducing

poverty faster and more effectively than it has in the
25. The provision of medical care to the poor as an past is enormous. Last year's poverty report concluded
insurance does not have to be provided only through that growth accounted for most of the reduction in
publicly managed hospitals. The poor could also be poverty incidence over 1951-1993. Improvements in
served by public financing of private provision of redistribution (which occurred either through deliberate
services in rural areas (with an appropriate system of government policies or independently) achieved their
incentives and monitoring); by a major effort to greatest impact by the mid-1960s, but even that was
increase the quality of care through training, changes in minimal. As shown in last year's report, the gains to
incentives and regulations; or by community-based the rural poor since 1970 have been due almost entirely
insurance schemes. India's policy makers will need to to growth. That report also documented the
evaluate the option of subsidizing hospital treatment ineffectiveness of the direct poverty programs in
against other alternatives and choose what services raising the living standards of the poor. The benefit
they will subsidize and what type of provision they will incidence analysis in this report confirms that finding.
promote. Further research is needed, here again, to It is clear that there is a need to phase out a number of
underpin the necessary reforms to both public and the anti-poverty programs as suggested in the
private health systems in India and further guide the Approach Paper to the Ninth Plan, and direct some of
policy. the savings to ensure quality education which the

analysis has shown is more effective in reducing
26. Reforming anti-poverty programs. Public works poverty over the long-term than various poverty
programs are generally considered to have been programs. For the poor to take advantage of the new
relatively successful in reaching the poor. However, educational opportunities, however, their health status
the benefit incidence analysis based on data gathered needs to improve and this calls for allocating public
on such programs in the 1993-94 NSS has found that spending where it is expected to deliver the highest
the non-poor benefit fairly significantly from such gains to the poor: attacking communicable diseases and
programs, although less so than under the IRDP or the increasing access to the poor of good quality water
PDS. The marginal incidence analysis suggests that and sanitation facilities. Improved access to basic
expanding access of the poor to the public works services will not only make the poor healthier and
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better educated persons, it will also allow them to reforms are needed in the way in which the public
contribute to growth through the higher productivity sector delivers health and education services to the
that education and good health bring and raise their poor, in order to allow them to take advantage of
level of welfare through higher earnings that both opportunities for raising their living standards that will
higher productivity and growth would offer. The come with rapid, labor-intensive growth.
message for India is therefore clear: fundamental



CHAPTER 1: POLICIES FOR GROWTH AND POVERTY REDUCTION:

THE CHALLENGES AHEAD

Introduction
Box 1.1: Poverty reduction: The primacy of growth

1.1 Can India overcome poverty? Although the and human capitat development
proportion of poor people below the poverty line in

Differing performances in rural poverty reduction:
India has dropped from 45 percent in 1950 to 36 were due to both differing initial conditions in human
percent in 1993-94, the total number of poor has nearly resource development and physical infrastructure and
doubled from about 164 to 320 million. Of these poor different rates of agricultural growth. For instance, the

incidence of poverty in Bihar declined at an annualpeople, more than three out of four (76 percent) live in rate 2.1 percentage points below that in Kerala, but
the countryside, where sustained investments in human only about half of that differential is explained by the
development and infrastructure have been lacking or initial conditions. Other factors, particularly the slow
ineffective (or misdirected, in the case of many growth in agricultural output per hectare, have been

important in explaining Bihar's unimpressive
government poverty programs, to the politically or performance. It is nonetheless notable that if Bihar,
economically more advantaged). Yet it is those had started off with Kerala's level of human resource
investments, as complements to overall economic development in the 1960s, the differential in the rates

of poverty reduction between the two states could have
growth and to agricultural growth in particular, that the been narrowed to less than half their observed levels.
World Bank's 1997 Poverty Assessment found to offer Also the implicit trade-offs can be large. For Bihar to
the greatest prospect of reducing poverty. The report overcome the adverse effects of its initially
found that policies which sustain and accelerate labor disadvantageous human resource development relativeto Kerala would have required that its agricultural
intensive economic growth and develop the human yields grew annually at a rate 3.4 percentage points
capital of the poor by raising their levels of health and higher than Kerala's.. The study's results also suggest
education offer them opportunities to escape from that Kerala's low growth rate in farm yields inhibited

its rate of poverty reduction. Kerala's trend rate of
solely selling their unskilled labor at wages too low to reduction in the poverty rate would have been 3.1
escape poverty. Such policies have worked in other percent per year, rather than 2.3 percent it has actually
developing countries, and most importantly, in some achieved had it had the same trend growth rates in
Indian states (Box 1.1). If recent high rates of growth farm yields as Punjab-Haryana-
can be sustained, and with the committed Source: Datt and Ravallion, 1996b.
implementation of effective public policies, India can :I_
and will shrink its massive rural poverty. poverty-reducing effects of industrialization and the

role of urban areas in this process. Along with the
1.2 The stage is set for progress. Wherever in prospects for robust agricultural performance as a
India policies to encourage growth and develop human result of deregulation, India's recent high rates of
resources and infrastructure have been effectively growth and its continued integration into the world
combined, poverty has diminished rapidly (Box 1.1). economy open the way for a concerted effort aimed at
From these results, the lessons for the future are maximizing the beneficial impact of the expected
clear. A more open trade regime since 1991, a future rapid and labor intensive growth itself on rural
significant reduction in distortions, and a liberalized poverty and most likely on urban poverty. Butfor that
economy with a major role for the private sector have effort to bear fruit, investments in human resources
already improved agricultural incentives. They also are cruciaL They are thefocus of this report.
are creating the conditions for labor intensive
industrialization that will not only enhance the 1.3 Even in a setting of strong growth, poor
country's growth prospects but also increase the women, men, and children must count largely on their
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own human capital to enable them to participate in and public spending (Chapters 2, 3, and 4), undertakes a

benefit from a private-sector led growth, otherwise longer-term examination of the prospects for reducing

they will be left behind. Their access to such social and possibly eliminating persistent chronic poverty

services as health and education is therefore crucial to through more effective public policies to encourage

their prospects for moving permanently out of chronic and sustain rapid and broad-based growth (Chapter 1)

poverty and expanding that access is a key component and to bolster the human capital of the poor through

of the long-term strategies for sustained economic the provision or pricing of education and health

growth and poverty reduction (Box 1.2). services (Chapters 2 and 3). Recognizing, however,

that transient poverty in poor households due to old
1.4 This report, after reviewing the profile of the age, drought years, disability, death of the bread

poor (Chapter 1) and their share in the benefits of winner or other blows to income will remain an
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important concern, Chapter 4 proposes a possible Table 1.1: Poverty In India: 1993-94
framework for erecting effective safety nets. Estimates based on the Expert Group methodology.

Rural Urban Total
1.5 This report primarily, although not Head-Count 37.1 33.2 36.1
exclusively, addresses rural poverty about which our Number of poor (mill.) 244.0 76.0 320.0

Percent of total 76.3 23.7 100.0
understanding rests on a much stronger analytical Poverty gap 8.4 8.4 8.4
underpinning. While population trends point to a Squared poverty gap 2.8 3.1 2.9
continued rise of the urban sector, current poverty Source: Haque, Lanjouw and Ravallion, 1998.

incidence as well as numbers of poor remain reduction among the states is so wide that Kerala's
considerably higher in rural than in urban areas which progress in lowering the headcount index of poverty
are, moreover, relatively better off in terms of access to (2.4 percent per year, on average, between 1957-58
and use of publicly provided social services. and 1993-94) outpaced Bihar by more than 120 times
Nonetheless, the report's analysis and and Rajasthan by more than four times. Kerala is the
recommendations are still likely to be of much top performer overall among the sixteen major Indian
relevance to the urban sector. That said, further states-which together accounted for more than 97
analytical research will be undertaken to better inform percent of India's population in 1991 (Table 1.2).
public policy on how the workings of the urban During 1993-94 when Kerala had brought the
economy affect the poor and what public policies are proportion of its rural population living in absolute
needed to improve their welfare. poverty down to 25.4 percent, the figure for the state of

Bihar (the worst performer and home to 10 percent of
Poverty incidence: India-wide and by region. -. *overty incidence: ndia-wide andbyregionIndia's people) was 58 percent-almost twice as high.

1.6 India's pervasive poverty, predominantly rural 1.8 While the relative position of a state is rarely
(Table 1.1, Annex 1, Table 1), is mirrored in health, identical across different indicators of well-being,
education, and nutrition indicators that remain too certain regularities appear across the columns of Table
low-even accounting for India's low per capita 1.2. States such as Bihar, Orissa, Uttar Pradesh- a
income. Although infant mortality rates, as one . .

state whose 160 million people outnumber the
example, fell from 146 deaths per thousand births in populations of all but five of the world's nations-
the 1950s to 80 at the start of this decade, the Indian Madhya Pradesh, Rajasthan and to some extent An&a
rate is still one of the highest in the world. Life Madehy pra Rsthan nditor soe nexten anwayPradesh (poor social indicators) are nearly always
expectancy at birth, now twice the 30 years that was
the Indian average in 1947, remains well below that of

account for more than half of India's population. By
China (69 years). In 1993-94 (NSS Survey), adult

contrast, Kerala, Punjab and Haryana home to less than
literacy rates ranging from 42.8 percent to 49 percent 8 percent of India's population cluster near the top for
were recorded in six (Bihar, UP, Rajasthan, Madhya most indicators.
Pradesh, and AP) out of India's 16 states. And female
literacy rates were much lower: 25.6 percent 1.9 Even within states, because of wide
(Rajasthan), 26.3 (Bihar), 29.7 percent in UP (Annex 1, geographic variations, poverty data needs to be broken
Table 2). High maternal mortality (437 per 100,000) down beyond aggregate levels of incidence. Following
accounts for a quarter of all maternal deaths on the similar work (Dreze & Srinivasan, 1996) and using the
planet. quinquennial National Sample Survey (NSS) surveys

which have large enough samples to allow such a

development-oriented states and laggards between disaggregation, a recent study (Haque, Lanjouw &
development-orien,betweedtat s and laggards,beeen, Ravallion, 1998) has separated India into 62 regions
womn ad mn,betweenurbana l adls. T and cin, a based on agro-climatic conditions in order to analyze

the incidence of poverty by region for 1993-94 (Table
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1.3, Annex 1, Table 3). The observation, at the state of the inequality among those with the lowest
level, that Bihar and Orissa were very poor is strongly consumption levels and is therefore more sensitive to
supported by the regional data. Of the ten poorest changes in inequality at the lower end of distribution.
regions in 1993-94-as in 1987-88-four were in The Atkinson measure shows more inequality the
either Bihar or Orissa. The regional poverty incidence larger is the inequality aversion parameter epsilon. On
confirms the particularly deprived positions of rural the basis of this measure, of the ten regions with
population in Bihar, UP, and Orissa (North Eastern highest poverty incidence, Maharashtra Inland Central
states poverty belt). It also confirms both the variation was the most unequal region followed by Madhya

of poverty incidence within particular states-the rate Pradesh South-West, Uttar Pradesh South, Uttar
in Uttar Pradesh's Himalayan region is significantly Pradesh Central, and Bihar South. West Bengal
lower than in the state as a whole (Annex 1, Table 3)- Himalayan shows the least inequality followed by
and the consistency of intrastate rankings and Assam Plains West, Orissa South, Bihar Central, and
differences over the six years since 1987-88 during Bihar North (Table 1.3). Of those regions with lowest
which significant economic reforms were thought, by poverty incidence, AP Coastal was the most unequal
some, to be worsening the plight of the poor and region (Atkinson epsilon=2), followed by AP Inland
raising the incidence of poverty. The broad parallels of North, AP Inland South, Maharashtra Coastal. Gujarat
the 1993-94 data with the earlier findings indicate, on Saurashtra was the region with the least inequality.
the contrary, that reform has had no particular negative Overall, the two different measures of inequality are in
effect on poverty in any particular region. broad agreement. The ranking of regions in terms of

inequality based on the Atkinson index is confirmed by
1.10 Inequality is high within wealthier regions. the Gini index. They confirm again that Bihar is very
The different measures of inequality: Gini and poor overall. The Atkinson index shows that in Bihar
Atkinson indices place different emphasis on where people are equally poor overall (inequality is low both
individuals are in the distribution on per capita within Bihar and compared with other regions) and

consumption within a region. While the Gini measure there is not much variation among them. There is in
is more sensitive to changes in inequality at the middle other words a large population mass at the lower end of

of the distribution, Atkinson index gives an indication the consumption distribution within Bihar and the other

~~~TIle12Stat aknsi til basi o. alteatv _n catrsof wl-eing, 1993-400>:t % 00-

e coun= t Idex 0 Life MExpetanc0 In t ieCy .ptc

Punjab 16 16 16 13 12 14 8 1 1

AndhraPradesh 15 15 14 7 5 8 2 5

Gujarat 14 14 15 6 6 10 11 9
Kerala 13 11 10 14 13 15 16 16
Haryana 12 13 12 11 10 7 9 8
Rajasthan 11 10 11 4 4 4 4 l

Himachal Pradesh 10 12 13 - - - 14 14

Kamataka 9 7 7 10 7 9 7 7

Tamil Nadu 8 6 6 9 9 12 12 12

Maharashtra 7 5 4 12 1 1 13 15 13

West Bengal 6 9 8 8 8 1 1 10 10
Asssam 5 8 9 - - 5 13 15

Uttar Pradesh 4 4 5 2 3 3 3 3
Madhya Pradesh 3 3 3 1 1 2 5 4
Orissa 2 2 1 3 2 1 6 6
Bihar 1 1 1 5 - 6 1 2
Notes: a.1993-94; b. early 1990s; c.1995. The ranking is from highest (16) to lowest (1) performance.
Source: Haque, Lanjouw and Ravallion, 1998 and Economic Survey 1996-97.
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regions where poverty is high and inequality low. In landless household and those who depend on wage

contrast, in regions where poverty is low, the Atkinson earnings (Box 1.3).

index indicates that there are within these relatively

well off regions, subgroups with living standards far

below the average or median in those distributions. Box 1.3: Who is poor?
Evidence from village studies in UP and Bihar

1.11 Even more noticeable than geographic
A, typical "poor" household, according to villagers, is
one at the low end of the caste hierarchy (most often a

inequality are the inequalities that persist across member of the Scheduled Castes (SCs) or Scheduled
gender, caste and ethnic groups. For example, while Tribes (STs)). While the SCs and STs households are

80 percent of girls from households in the top 20 usualy grouped in a separate hamlet at the edge of the
village, a few of these families occupy a homestead

percent of population complete the 8 years of basic plot in the village which belongs to their upper-caste

education, only 9.5 percent of those from the poorest employer. Landlessness in terms of lack of access to
40 percent do (Chapter 2). Similarly, members of fertile, well-watered agricultural land was mentioned

as a' cause and characteristic of poverty in every
scheduled castes, particularly their children are more village. Lack of a homestead plot was said to be

likely to die prematurely (Chapter 3). particularly grave, since the homeless are often forced
to enter into an attached labor agreement with a

1.12 These differences reflect more than natural wealthy household in order to secure a place to live.
Attached laborers usually receive a small plot of land

advantages or disadvantages. They mirror, instead, (homestead and/or agricultural), and other benefits

conscious decisions (as in Kerala) to invest in the poor, from their patron, such as access to credit and food
specifically in improving their health and their during lean periods. In the worst cases, the attached

education and, con y tlaborer is further bound to his patron through chronic
indebtedness. Debt bondage, though illegal in India,

a share of economic progress. Having forgone such can still be found. In return, the attached laborer must
investments, Bihar-the poorest among India's 16 work on the agricultural fields of the patron whenever

largest states, has the fifth lowest level of male life called upon to do so, usually at a wage that is no more
than half the rate for unattached casual labor. When

expectancy, the lowest level of male literacy, the not working for the patron, the attached laborer may
second lowest level of female literacy and the sixth work for 'other employers' on a casual basis. Even
highest level of infant mortality. Kerala, by contrast, those who have homestead land are considered poor if
has .he lowest infant mo.-tality rate and the highest they have no source of income other than seasonal
has the lowest infant mortality rate and the highest casual labor or collection of forest products.
rates of male and female literacy (Table 1.2).

Particularly in areas with high tribal populations, the
Who are the poor? very poor were often characterized as those who must

'spend most of the- year relying on gathering and
selling firewood or fodder for their livelihood. The

1.13 Profiles in poverty: The role of gender, women and children of these households are often the
literacy, landownership, employment status, and primary collectors of these products. Contributing in
caste. Rural poverty in India does not wear a uniform this way to household subsistence deprives these

children of educational opportunities that would equip
face. Many of the poor manage to provide a steady them to break the cycle of poverty. In addition to

subsistence level of income for themselves and their -endangering their lives, collection and sale of forest
families. Others, truly destitute, are often without any products adds significantly to the "double burden" of

means o livelhood. ost ganed thir lowsocio- domestic and external responsibilities that all, but themeans of livelihood. Most gained their low socio- wealthiest women must bear. Widows or the

economic status as an inheritance and remain prisoners abandoned wives of migrant laborers are particularly
of it because they own little or no land, few productive vulnerable: Particularly if they have small children' to

assets, no knowledge of reading and writing and ill- support, these women were invariably placed-among
assthe "poorest" by interviewees in all the study villages.

nourished bodies which make them prey to frequent

illness. At even higher average risk are illiterate rural Source. Valene Kozel et al: Determinants of Poverty
women, members of a scheduled tribe or caste or of a in UP and Bihar, forthcoming.
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-fpfe -WX - coeficlnt eW,

1. Highest incidence ofpoverty in 1993-94
Orissa Sth 68.8 0.22 0.04 0.08
MadhyaPradesh Sth/W 67.8 0.29 0.07 0.14
UttarPradesh Sth 67.4 0.30 0.08 0.14
Bihar Sth 62.3 0.26 0.06 0.10
Bihar Nth 58.6 0.24 0.05 0.09
West Bengal Himal 58.4 0.15 0.02 0.04
Bihar Cent 53.6 0.23 0.04 0.08
UttarPradesh Central 50.2 0.29 0.07 0.12
AssamrPlainsW 50.0 0.19 0.03 0.06
Maharashtra Inland Cent 49.8 0.38 0.13 0.22
I. Lowest incidence ofpoverty in 1993-94
PunjabNth 7.3 0.28 0.07 0.12
Karnataka Coast/Ghata 9.0 0.28 0.08 0.13
Gujarat Saurashtra 12.2 0.23 0.06 0.10
AndhraPradeshInSth 13.0 0.31 0.09 0.15
Andhra Pradesh In Nth 13.9 0.33 0.09 0.16
Kamataka Isle East 14.5 0.27 0.06 0.11
Maharashtra Coast 15.2 0.29 0.07 0.13
Madhya Pradesh North 16.6 0.27 0.06 0.12
Andhra Pradesh Coast 17.1 0.32 0.10 0.16
Punjab Sth 17.4 0.29 0.07 0.12

Source: Haque, Lanjouw and Ravallion, 1998.

1.14 Social stratification based on caste, ethnicity, from poor districts in UP and Bihar and from other

and gender impedes mobility of India's poor. From the states indicate that the poor are not generally well

village studies it is evident that the lowest castes, in placed to take advantage of non-farm employment

general, remain easily distinguishable from the rest of opportunities (Box 1.4 ) likely to lead to better lives.
village society in terms of both their very low material While better able to list the causes of downward

well-being and their limited opportunities to improve mobility than causes of economic betterment, the

their living standards (see below). Even when poverty villages did identify household members who had

recedes, traditional inequalities largely remain. gained employment and a degree of security outside
Paradoxically, in some households where increasing the agricultural sector. In general, upward mobility,

affluence leads to the adoption of higher caste rituals when it is observed, usually occurs when a family
and customs, women's ability to engage socially and member finds employment in some regular, salaried,

economically outside of the household declines. The non-agricultural occupation. Although government jobs

small degree of variance in economic inequality both were particularly sought, good connections-which the
from poor to affluent region and over time cannot poor usually lacked-were required to secure positions
disguise the profound effects on the poor of other than those reserved for SCs and STs. As part of

discrimination based on gender and social status. the gradual transformation of the rural economy, village
elites have become more interested in non-agricultural

Escaping poverty: Barriers in UP and Bihar sources of income, so that the poor now face stiffer

competition for those non-agricultural sources of income
1.15 Rural poor see non-farm employment as which are available. Non-government jobs outside the
route to upward mobility. Interviews with villagers
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Box 1.4: Labor market imperfectons and the distributional Impact of non-farm employmentin India

Along with a-noticeable decline sincethe nid-I1970s in the proportion of the workforce employed in agriculture in rural India,
'non-farm employment has emerged in some places as an important vehicle for povert alleviation. The end is.drive by two-
distinct processes. On the one hand, agricultural growth in' ural areas and expanding relationships between urban employers
and rural workers, stimulates non-agricultural activities througlh various forward and backward linkages. On the otherhand,,::
population growth outstripping expansion of cultivable land rmay push people.out of agriculture and into a residual, low-
productivity, non-farmsector.

Both processes occur in rural India, but on balance the expanding non-fann sector is more cormnonly characterized.as,a
dynarmc one pulling rural workers out of agriculture, than as a residual sector into which the destitute have; been pushed.
However, the degree:to which even a dynamic non-farm sector helps the poor, depends on the factors which influence access
'to non-farm incomes. Evidence from detailed studies in Garat and Uttar Pradesh, suggests that the poor are notegenerally
well-placed to take advantages of such new opportunities.

In a study of six villages in Mehsana district, Gujarat, in 1995-96, Unni (1997) examines the influence of individual,
household and community characteristics on the likelihood that an individual would be employed in the non-farm sector, as-
well as on the, earnings of that individual from such employrnent. She distinguishes between wage and self-employment
sources of incomes and finds that both types are associated with higher average incomes than in agriculture. Her findings
indicate that education is a critical factor influentcing-both-employment opportunities and earnings from non-farm activities.
However, Unni (1997) identifies several factors which act as impediments to such employment opportunities, even after,
controlling for the influence of education and a host of other factors. First,. although fenale participation rates in the districtz
are generally very high, women are severely:'underrepresented in the non-farm sector. -Second, those without a circle of
contacts in the non-farn sector seem less well-placed to gain access to such employment opportunities.-Finaly, lower caste
villagers are significantly less likely to engage .in non-agricultual self-employment activitie. Ev.en if they do,"they earn
considerably less.:

A longitudinal study of one village in Moradabad district, Uttar Pradesh; documents the striking expansion of regular non-
farm employmentopportunitiesbetween 1973 and 1993 (Lanouw and'Stern; 1997). Employnetint 'andeamningsfrom; such-:
activities are positively related to education and the'nunber of adult males in the household. They are negatively linked to:
'landholdings. Individuals who belonrg to' the lowest caste in the village not only appear to 'face higher barriers to access, but
also,earn significantly less if they do;manage to gain entry.

lwabor Market imperfections thus haveseriously weakened the force of the non-fam sector in directly reducing poverty. Even-
so, the sector' is likely to play an important positive (if indirect) role; in poerty alleviation by raising&wage rates in casual.
agricultu labor-the sector where may of IndiaWs rural poor are concentrated,

Sur. Lanjouw, Pn. d, . ' n .1997.

village were also mentioned as sources of betterment, Their experience of investing in agriculture to improve
with Bihar, in this respect, differing from UP. In income, however, is more the exception than the rule,

Bihar, the movement of migrant laborers to urban areas largely because the price of agricultural land places its

was said to be so common that it is disrupting family acquisition entirely out of the reach of the rest of the

structure and worsening the economic situation of poor landless households. The govermment has been
women and children. In the UP study villages, migrant tying to increase land ownership by redistributing

labor is less common. In a few cases, though, it is a patta lands but this policy has not been vigorously

significant source of income, particularly among enforced and the poor have been unable to gain actual

Muslims who migrate to the Middle East. possession of lands they own on paper.

1.16 Another path: access to land. Poor 1.17 Little enthusiasm for education in India, a
households in the Other Backwards Castes (OBCs) in result of past development strategy and remaining
Bihar have begun to move up the economic ladder, social barriers. Although researchers had expected
through shifts to cash crops or animal husbandry. participants to name education as a source of upward
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mobility and avenue to employment, few did. India's school, have fewer of them, and treat their girls as they

past development strategy which focused on a strategy would their boys.

of capital intensive industrialization behind closed
doors required skilled labor few of the poor could 1.20 India's overarching development objective
provide. And now their children, some of whom with during its Ninth Plan period is growth with equity-
limited primary level education, have few opportunities achieving and sustaining annual rates of growth of 7-8
outside the farm sector. In some of the Bihar villages, percent and ensuring that this economic progress

informants observed that many of the educated poor benefits the poor. The rapid growth of the last few

were unable to find white-collar jobs. These persons years has shown how much India and the poor stand to

were consequently useless to themselves and their gain from a more market-oriented development

families. They refused to work as casual agricultural strategy. The strong economic performance has helped
labor and were therefore unemployed. An important build support across India's political spectrum for the

implication of these processes, however, is that more liberalization of the economy. At what speed this will
than in the past, the poor stand to gain from reforms be pursued remains however an unresolved-yet
that would increase agricultural and non-agricultural critical-issue. The pace will determine the country's

productivity, growth, employment opportunities, and growth performance and the potential for poverty
hence wages (Box 1.2). reduction.

1.18 Exposure to risks stemming from ill-health What needs to be done?

or loss of income emerged as one of the most
important barriers to escaping poverty. The factors 1.21 Sustaining growth requires higher and more
informants described as leading to downward mobility efficient investments, intensified reform. Since
reflected the characteristics of the poor mentioned previous country economic memoranda and the 1998

above. Additionally, forces or events which often economic update have discussed the policy priorities
drove families into debt and under the burden of needed to advance the country's development goals,
accumulated debts, into poverty included shocks such this report will only mention the crucial need for higher
as a breadwinner's death or disability, expensive investments to raise both India's production

illnesses, crop failures and other natural disasters. possibilities and demand for goods and services and

Other causes of loss of economic well-being seemed to hence ensure rapid reduction of poverty. Increasing
be related to human fertility, such as the birth of too the retums of such investments is however conditional
many daughters with consequence marriage expenses, on further reforms to reduce the country's persistently

and division of lands due to excess sons or separation high fiscal deficits, overcome its tremendous
of the joint family into nuclear units. infrastructure problems, improve the efficiency of its

financial sector, and liberalize parts of the economy
Growth and poverty reduction: Policy priorities that remain heavily regulated-such as agriculture,

small scale industry, and urban land markets.
1.19 The primacy of growth and human capital

development. Growth-enhancing public policies, the 1.22 What is especially relevant to this report's

Bank's 1997 poverty assessment concluded, are the focus is the fact that the overall growth slowdown in

sine qua non of lasting progress in reducing poverty. 1997-98 was largely due to a sharp fall (10 percentage
The strongest impetus to poverty alleviation in India points) in agricultural growth. Because the incomes of
has come from economic growth. Economic growth the poor are so closely associated with the fortunes of
widens economic opportunities, provides the resources the agricultural sector, this chapter concludes by re-

needed to invest in human development, and creates emphasizing the need to extend the reforms to unleash

the very foundation that will increase its returns-and productivity growth where, by boosting real rural

thus families' willingness to send their children to
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wages, it has historically contributed most to poverty not only the main source of India's large fiscal

reduction. imbalances; they also contribute to costly resources

misallocation and inefficiencies that often extend well
1.23 How sustainable is agricultural growth? As beyond the agricultural sector. In their place, growth-
the 1990s began, India's agricultural growth was both enhancing public expenditure programs can reverse
accelerating and spreading more evenly across states declining productivity growth. Strong empirical
(particularly the eastern highly populated and high- evidence shows that public investments in rural
poverty-incidence states), including rain-fed regions- infrastructure (roads, canal irrigation, and
the result of a remarkable production performance in electrification), rural services (deregulated markets and
non-foodgrains, notably oilseeds and massive commercial banking) and human capital (education
investments in rural infrastructure. Evidence indicates, and health) encourage private investment and
however, that the beneficial impact of exchange rate production in agriculture. These same studies also
devaluation and the reduction of manufacturing-sector indicate that private and public, domestic and foreign
protection that virtually eliminated anti-.agricultural technology development and dissemination, rural
bias and improved agricultural terms of trade are no infrastructure, irrigation, and human capital are the
longer sufficient to boost agricultural growth in the major determinants of (total factor) productivity
short-term. The lack of fundamental, structural, growth in Indian agriculture (World Bank, 1996).
agricultural reforms is acting as a brake on the sector's
growth potential. Not only is agricultural growth 1.26 Poverty reduction depends heavily on such
declining in the high-productivity and the historically productivity-enhancing investment policies as well as
best-performing states: Punjab and Haryana; it is also on public investment in rural infrastructure and human
deteriorating in states such as West Bengal and UP, capital that would boost the non-farrn economy and
where poverty rates are high but where agricultural enhance productivity in agriculture. Falling rice and
growth was either strong or improving. The declining wheat prices during the 1 980s contributed significantly

performance of foodgrains is also raising additional to the rise in the real rural wage (goods) and therefore
concerns. to the reduction in poverty. A more open trade regime,

fewer biases against agriculture, fast rising domestic
1.24 Recent evidence showing the continuation of and external demands for Indian agricultural products,
a ten-or-more-year declining trend in total factor make the prospects of falling agricultural prices in real
productivity (a measure of technical change) indicates terms quite remote. Productivity growth, accordingly,
that technological change, the long-term source of assumes even greater importance in raising real rural
rapid agricultural growth is being eroded. As a wages.
consequence, long-term prospects for agricultural
growth and the scope for higher agricultural wages and 1.27 Market deregulation would set the stage for
returns from family-farming are shrinking and so will potentially large gains in agricultural efficiency by
rural off-farm employment opportunities. Consistent providing the basis for ending subsidies and instituting
with this observation, during the 1990s, real rural growth-enhancing public spending in agriculture.
wages fell or stagnated in 7 major states (AP, Bihar, Future liberalization needs to focus, in particular on the
Gujarat, Karnataka, Rajasthan, UP, and West Bengal) deregulation of agriculture and of small-scale
and grew at a much slower rate in another 4 states industries-areas which offer livelihood to many of the
(Haryana, Maharashtra, Orissa, and Punjab). poor (Box 1.5). Intimately related to such

liberalization is the deregulation of domestic trade so
1.25 These worrying signals indicate an urgent as to eliminate discrimination against domestic
need for policy reforms to turn agricultural producers and processing and of agro-processing
performance around. Public resources spent on non- industry important segments of which are still shackled
targeted subsidies for power, water, and fertilizer are by licensing requirements or scale limitations that
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impose large costs on activities which should benefit poverty reduction must remain at the forefront of

from economies of scale. Liberalization of agricultural of ficial concer and become the subject of the same

policies would not only have positive growth effects, it imaginative, thorough, change-minded actions as the

wvould also help reduce poverty-two compelling country's experiments in stabilization and structural

reasons for crucial, urgent action. The forthcoming adjustment. Public policy and investments, at the same

rural development report recommends actions on time, need to concentrate on improving the provision

whichto base a new growth-enhancint nfrastructure and social services to the

agricultural sector and for poverty reduction. underprivileged. Financing for such programs can
come from cutting the large share of resources now

1.28 Given the challenges that India has previously absorbed by input subsidies to agriculture, and from

met and mastered and the foundation being laid elininating existing, ineffective poverty programs.

through economic liberalization for faster growth, it is Among the areas most in need of reform and added
altogether possible that India can reduce poverty in the investment are efforts meant to raise the human capital

future more rapidly and more effectively than it has in of the poor. That priority is the focus of the rest of this

the past. To insure such progress, as the Bank's 1997 report.
poverty assessment also concluded, the challenge of



CHAPTER 2: POVERTY, GENDER, SCHOOL AVAILABILITY AND QUALITY

2.1 No long-term strategy for assuring sustained they live, and over 80 percent of them complete grade
economic growth and reducing poverty can slight the 8. Poor girls, in a brutal contrast that highlights gender
contributions of education and health services to barriers, are only one-eighth as likely to complete
strengthening a nation's human capital and improving grade 8 as their female counterparts amnong the well-to-
equity. Poor people can try many escape routes from do. Among the most disadvantaged social groups, the
poverty, but without the support of reliable health care ratios are even worse: literacy rates of just 19 percent
and access to good schooling, their chances of breaking among scheduled-caste women and of 46 percent for
out of poverty are slim. men. And where poverty is deepest, female literacy is

exceptionally low. In general, where social indicators
2.2 The relation between education, whether reflect little progress, poverty has also been very slow
primary, secondary or higher, growth, and well being to decline.
in development is too obvious to be a subject of debate
(Box 1.2). A mother's primary education may do even 2.4 Different states perform differently, both on
more than food subsidies to improve child nutrition the education front and in poverty reduction,
(Alderman et al. 1992, Sen and Sengupta 1983). depending on the policies they pursue to promote
Educated workers can take advantage of technological school quality and to ease access to school for the poor
change to raise their productivity and earnings. And and for girls. Though it is an essential requirement, the
because educated parents are more likely to send their analysis found that it is clearly not enough to have a
children to school, education (even if limited to the school physically present if the goal is to bring poor
primary level) perpetuates the benefits from one children into classrooms and keep them there for a full
generation to the next. cycle. Realizing that goal requires overconing

obstacles of social norms based on caste, gender, and
2.3 For the estimated 33 million Indian children poor quality of teaching, to bring enrollment levels of
aged between 6 and 10 who are out of school, to take poor children closer to those of the rich. Unless it
one striking example, the future is far bleaker than for shrinks these gaps and assures its poorest girls and
the 72 million of their contemporaries who are in class. boys entry and a full stay in primary and secondary
So is the future of a nation that forgoes many of the classrooms, India is unlikely to sustain rapid growth
huge returns that primary education pays: better family and reduce poverty. Nor is it likely to improve the
health, smaller family size and healthier children for general well being of its population.
educated women, for instance. Against this certainty,
however, stand disturbing trends in India's 2.5 In addition to using data from the 1993-94
performance in this vital field. Because the poor who NSS data on school enrollment, this chapter focuses on
either do not send or do not keep their children in information from the unique database of the National
school are not benefiting from public spending on Family Health Surveys (NFHS) to explore the factors
education on an equal footing with the better off, behind the wide, income-related gaps in enrollment
enrollment and attainment levels of the two groups and achievement (see Annex 2). The chapter focuses
differ enormously. Fewer than half the children from on long-term policies to reduce poverty and thus does
poor households enroll and when they do, only one in not address short-term issue of reducing adult
five of them completes the 8-year cycle of basic illiteracy. This chapter builds on the extensive analysis
education. By contrast, wealthier households do send contained in the "Primary Education in India" book
their children of both sexes to school no matter where (World Bank, 1997a) and extends that analysis in two
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important respects. First, by using the NFHS 2.7 Current subsidies to primary education are
household survey data which contains data on well about as pro-poor and inclusive as the best-targeted,
being (asset ownership) as well as school attendance, most effective of the programs directed explicitly at
the chapter provides for the first time a direct fighting poverty and gender discrimination. The
relationship between poverty, gender, and enrollment benefit incidence analysis for subsidies to primary
and attainment gaps across India's income groups and education show that the poor would benefit
states. Second, the analysis extends to the whole 8 disproportionately more from an increase of spending
year-basic education cycle; completing therefore the on primary education (particularly on that spending
analysis in the book which focused on the first five which would improve school performance) than what
years of elementary education. the average incidence would suggest. While the

average rates of enrollment in Table 2.1 suggest that
How much do the poor benerit from public spending the share of the total subsidy going to the poorest
on education? quintile is only 14 percent (0.71 times one fifth), the

2.6 Table 2.1 shows that average primary school marginal rates in Table 2.2 imply that the poorest
enrollment rates for children aged 5-9 years tend to be quintile would obtain about 22 percent (1.10 times one
lowest for the poorest quintile, and to increase as fifth) of an increase in the total subsidy going to

consumption*per person increases.Th average odds primary education. And while the average odds of poorconsumption per person increases. The average odds
of enrollment thus suggest that subsidies (the cost of children being in school are higher for boys (0.75
providing primary education services) to primary versus 0.66), the marginal odds are almost identical

schooling would mildly favor the non-poor but that (1.09 vs. 1.08).
conclusion is reversed with marginal rates of How does the distribution of public spending affect
enrollment (MOE)-which are more relevant for educational outcomes?
determining public spending (see Annex 4.1 for details
of calculations of MOE). The MOE fall sharply with 2.8 Combining education attainment data with
rising expenditure (Table 2.2). Note that the calculated indicators of economic status (Table 2.3) helps show
enrollment rates from the NSS are appreciably lower the ties between achievement and household economic
than those obtained from schools themselves on which status and the variances from state to state. While the

official enrollment rates are based. The official all India population weighted average is only 68
primary enrollment rate for India was over 100 percent percent, the proportion of 6-to-14-year-olds reported as
in 1993. There are differences in definition. For being "in school" is lower than the national average in
example, confining the analysis to the age group 5-9 Bihar (51 percent), Rajasthan (59 percent), Uttar
misses late starters. However, there are reasons to Pradesh (61 percent), Madhya Pradesh (63 percent)
believe that biases in official sources lead to and Andhra Pradesh (64 percent). It is near the
overestimation of enrollments in India (Kingdon, 1996, national average in states like West Bengal (68
World Bank, 1997a, Dreze and Sen, 1996). percent) and Orissa (69 percent) and much higher than

the national average in states like Kerala (95 percent),
Tamil Nadu (83 percent) and the Punjab (81 percent).

Poorest 42.6 0.75 31.6 0.66 37.2 0.71
2nd 53.4 0.93 43.1 0.91 48.6 0.90
3rd 60.5 1.07 50.3 1.06 55.8 1.08
4th 66.1 1.16 58.6 1.26 62.6 1.21
5th 69.9 1.23 65.2 1.38 1 67.7 1.31
Source: (Lanjouw & Ravallion, 1998). The table gives the average primady school enrollment rates as a percentage of children aged 5-9, and
the odds of enrollment, defined as the ratio of the quintile-specific enrollment rate to the overall mean. Calculations based on the 1993-94
National Sample Survey.

, . . .~~~~~~
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2.9 These varying enrollment rates reflect a 44 Table 2.2: Marginal odds of primary school enrollment
Quintile Boys Girls Total

percentage point higher likelihood that a child aged Poorest 1.09 1.08 1.10

between 6 and 14 from a rich, rather than a poor, (6.90) (9.65) (8.99)
household will be in schooL The availability of a 2nd 0.91 0.91 0.97

(6.05) (6.99) (7.92)
comparable wealth index (Annex 2) across states 3rd 0.92 0.84 0.87

allows a comparison of enrollment rates for rich and (5.85) (6.54) (7.65)
4th 0.66 0.66 0.67

poor and of the gaps between them. Column 2 of table (4.10) (4.28) (4.77)

2.3 shows that only half the children from poor 5th 0.53 0.70 0.67
(4.08) (5.53) (5.69)

households are enrolled, compared to 94 percent of Note: T-ratios between percentages.

children from better off households. Source: Haque, Lanjouw and Ravallion, 1998.

current) school-going, the analysis uses the experience
2.10 As with average enrollment rates, there are of a cohort of 15-to-19-year-olds at the time of the
veryfew differences across states in the enrollment of survey; most of whom had largely completed their
the better off. For the richest 20 percent, enrollment is schooling (Figure 2.1) to draw a profile of attainment
uniformly high: above 90 percent in nearly every state. according to location and economic status. In Andhra
In contrast, comparable rates for children in the poorest Pradesh, for example, 97 percent of the 15-19 year olds
40 percent of Indian households vary widely across from rich households completed grade one, but only 39
states (Table 2.3). Whereas children in the top income percent of those from poor households did so. Over
bracket in Kerala and Uttar Pradesh have nearly six out of ten, in other words, either never crossed the
identical chances of being at school, 98 and 94 threshold of a classroom or left without finishing their
percent, respectively, children from poor Keralan first year. In contrast, 86 percent of the children from
households are almost twice as likely-89 percent-to rich households-as opposed to only 16 percent of poor
be in classrooms as those of the same economic status children-completed Grade 8, the end of the cycle of
in Uttar Pradesh (48 percent). basic education. Not only did poor children not begin

school as often; they were also more likely to leave it
2.11 These aggregate figures do not distinguish before completing either primary or basic education
between children who never enrolled and those who befole 2.4).
drop out of school. To gain insights into recent (if not (Table 2.4).

Table 2.3: Proportion of 6 to 14 year olds who are currently "in schooPl, by economic group
(percent)

State Average Bottom 40 Middle 40 Top 20 Wealth gap.:.
percent percent percent (top - bottom)

Andrah Pradesh 63.9 45.7 70.1 91.7 46.0
Arunachal Pradesh 71.1 58.5 77.2 86.5 27.9
Assam 70.3 61.5 86.6 84.6 23.1
Bihar 51.4 37.8 70.7 94.2 56.4
Delhi 87.2 47.7 72.3 92.4 44.8
Gujarat 75.7 55.2 77.1 96.2 41.0
Goa 93.7 77.4 93.1 97.3 20.0
Hinmachal Pradesh 90.8 72.4 91.3 97.0 24.6
Haryana 81.3 60.5 78.9 95.7 35.2
Jammu 85.7 66.6 86.8 97.9 31.3
Kamataka 70.8 50.7 75.8 94.3 43.7
Kerala 94.9 88.7 96.1 97.5 8.8
Meghalaya 74.9 60.1 81.7 95.9 35.8
Maharashtra 82.0 67.1 83.9 96.2 29.0
Manipur 90.2 80.4 93.9 99.1 18.6
Madhya Pradesh 62.6 46.1 74.4 93.7 47.6
Mizoram 90.7 76.8 93.8 97.4 20.5
Nagaland 89.6 82.4 90.2 98.0 15.7
Orissa 69.7 55.2 86.2 96.9 41.6
Punjab 80.8 42.7 76.8 95.7 53.1
Rajastan 59.3 41.4 65.4 91.0 49.6
Tamil Nadu 82.5 71.7 85.9 95.0 23.2
Tripura 79.5 71.0 86.9 87.3 16.3
Uttar Pradesh 61.4 48.4 69.3 93.9 45.5
West Bengal 67.8 52.7 82.2 90.2 37.5
All India 67.7 50.0 76.7 94.2 44.2
Source: Filmer & Pritchett, 1998. Calculated from NFHS data, 1992-93.
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2.12 As in the rich-poor educational gaps, the size 20 percent of households where 85 percent of boys and

of the gender gap in schooling varies widely across 80 percent of girls complete grade 8. While between
states, but works out-even with such differences-to rich and poor children the average gap in the group
a significant average disadvantage for girls wherever who complete basic education is 62 points, rich girls
they live and however affluent or disadvantaged their are even farther ahead of poor ones-by a staggering
families. As Table 2.5 indicates, boys all over India 70.5 percentage points. Among boys the discrepancy
are about 20 percent more likely than girls to have is 54 points.
finished grade 8. That average is exceeded
substantially in Andhra Pradesh, Bihar, Haryana, 2.14 Looking at success rates in bringing
Kamataka, Maharashtra, Madhya Pradesh, Orissa, youngsters through the fifth grade and comparing
Rajasthan, and Uttar Pradesh. The gap is narrower, on those levels of achievement to the incidence of poverty
the other hand, in Tamil Nadu (14), West Bengal (11), still highlights wide differences from state to state.
Himachal Pradesh (12), and Goa (8), and there is For instance, Tamil Nadu (37 percent) and Rajasthan
actually a slight female advantage in Delhi, Kerala, and (43) are simnilar in the percentage of their households
the small states of Meghalaya, Mizoram, and falling into the India-wide bottom 40 percent, but
Nagaland. where almost three-fourths of the enrolled fimish grade

5 in Tamil Nadu (74 percent), only a little more than
2.13 For the poor, however, the gender gap is half (52 percent) manage to do so in Rajasthan (Table

wider than for the rich. Only 9.5 percent of the 2.4). And while 52 percent of children from the
daughters in disadvantaged households complete 8th bottom 40 percent of the population in Tamil Nadu and
grade, compared to 31 percent of the boys (Table 2.5). 53 percent in Himachal Pradesh finished grade 5, in
That 21.5 percent difference all but vanishes in the top Rajasthan, however, only 29 percent get that far. No

Table 2.4: Simulated flow of 100 children through elementary schooling, by economic group
AM: Bottom 40 percent Top 20 percent

Cohort FlnishFd Finished Cohort Finished Frnisbed Finisbhed Cohort Finished Frnished Finlished
grade 1 grade - grade S grade 1 grade S grade 8 grade I grade S grade a

Andhra 100 63 57 42 100 38 31 16 100 97 95 86
Pradesh

Arunachal 100 75 60 34 100 64 44 18 100 79 58
Pradesh
Assam 100 72 58 42 100 59 41 23 100 94 91 87
Bihar 100 54 50 38 100 36 30 18 100 95 94 86
Delhi 100 88 85 68 100 100 93 91 77
Goa 100 95 89 70 100 77 62 34 100 99 97 85
Gujarat 100 79 70 50 100 54 41 21 100 98 96 84
Haryana 100 79 72 48 100 54 44 19 100 95 92 73
Himachal 100 88 84 56 100 63 53 23 100 97 95 82
Pradesh
Jammu 100 83 78 54 100 57 50 20 100 97 94 83
Karnataka 100 69 61 45 100 44 35 20 100 95 93 82
Kerala 100 98 94 75 100 94 86 53 100 99 97 92
Madhya 100 66 60 37 100 47 39 17 100 97 95 83
Pradesh
Maharashtra 100 83 75 58 100 59 47 28 100 98 96 83
Manipur 100 90 81 61 100 79 64 36 100 98 93
Meghalaya 100 74 57 33 too 53 34 15 100 97 87 67
Mizoram 100 98 86 57 100 92 57 19 100 99 95 84
Nagaland 100 92 85 57 100 87 71 35 100 96 86
Orissa 100 67 56 40 100 50 35 19 100 98 96 91
Punjab 100 79 75 57 100 38 33 15 100 93 91 78
Rajastan 100 57 52 34 100 35 29 14 100 91 90 77
TamilNadu 100 83 74 52 100 68 52 27 100 98 96 84
Tripura 100 88 71 40 100 78 54 19 100 95 79
Uttar 100 61 57 42 100 44 40 24 100 94 92 84
Pradesh
West 100 72 56 34 100. 53 34 14 100 91 86 73
Bengal
All India 100 70 62 45 100 47 38 20 1 00 96 93 82
Source: Filmer and Pritchett, 1998. Calculated from NFHS data 1992-93.
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such disproportions affect the rich in those states or and supply-side factors are behind these differentials,

elsewhere. Grade 5 attainment rates for them are 96 successful states such as Himachal Pradesh

percent in Tamil Nadu versus 90 percent in Rajasthan, implemented policies aimed at both expanding the

an insignificant margin. Indeed, nearly every state number of classrooms and lowering the social barriers

recorded above 90 percent of the rich as reaching grade and cost to the poor of sending their children to school.

5. For the poor, however, the range of such

achievement varied widely from a high of 86 percent 2.16 On the demand side, household behavior and

in Kerala to about a third of poor children in Andhra the social and economic characteristics of the

Pradesh, Punjab, Orissa, West Bengal, and Bihar. household help explain the overall gaps as well as the
gender gaps. Poor parents prefer to educate sons.

What causes such gaps in enrollment and While they value a son's education for its effects on his
achievements? eaming potential and on the family's future status. And

even if education is not thought of as reducing a
2.15 The causes of this large difference can be
found in the varying degrees of school access and daughter's marriage prospects, poor parents are in
retention for the poor across India's states. State general less likely to invest in the education of their

p rh gaps in daughters because the returns on such investment are
poverty incidence alone does not explain these expcte toacuiothnagtr' nlw.As

eductionl enollentsand ttanmens. Tmil expected to accrue to the daughters' in-laws. Also
affecting household decisions on schooling is the

Nadu and Himachal Pradesh for example are much
Nadu adHncaPrehfrxmopportunity cost of children's time which appears to be

poorer than Andhra Pradesh (head count index basis), higher for girls; surveys suggest that girls spend 15-30
yet they have been more effective in reaching a percent more time working than boys do. While the
significant share of the poor and bringing them into the main reason given for girls not enrolling or dropping

educational system. Recognizing that both demand

' Table 2.5: Gedegpsnhpr oprtion of 15t.S S~ea ls w hve cmpltedtre8,b tconmigrp

* ~ ~ ~~ Ge ~~~~~. ~~~G¶ki~Qjd`fr I . Gender,
State .Male ,1~~~emale gap. M~~le~ Femalep ~i~W a M Me Female . a

Andrah Pradesh 52.0 32.8 19.2 25.4 7.2 18.1 90.6 82.0 8.6
Arunachal Pradesh 39.6 28.3 11.3 22.2 15.0 7.3
Assam 47.0 37.4 9.6 28.0 18.3 9.7 90.4 81.9 8.5
Bihar 51.6 25.7 25.9 31.8 6.5 25.3 87.5 85.1 2.5
Delhi 66.9 70.5 -3.6 .. .. .. 75.1 78.4 -3.3
Gujarat 57.5 43.0 14.5 30.9 10.0 20.9 88.7 80.4 8.3
Goa 74.5 65.9 8.6 45.8 22.9 22.9 87.0 82.5 4.5
Himachal Pradesh 62.7 50.6 12.1 .. 13.6 .. 82.8 80.8 2.0
Haryana 56.3 37.9 18.4 30.3 5.6 24.6 74.1 71.5 2.6
Jammu 62.0 45.6 16.4 29.0 8.9 20.1 84.4 81.9 2.5
Kamataka 54.8 35.5 19.3 33.2 9.8 23.4 83.6 79.7 3.9
Kerala 72.8 76.8 4.0 47.4 57.9 -10.5 90.9 93.7 -2.8
Meghalaya 32.2 33.0 -0.8 16.7 13.3 3.4
Maharashtra 67.2 49.0 18.3 42.1 13.8 28.3 87.0 79.9 7.1
Manipur 62.2 59.9 2.3 39.2 31.7 7.5 87.8 95.9 -8.2
Madhya Pradesh 46.5 25.1 21.4 27.4 5.3 22.1 87.3 78.8 8.5
Mizoram 53.8 59.6 -5.8 18.9 19.1 -0.3 84.6 84.3 0.3
Nagaland 57.0 57.3 -0.3 43.9 29.3 14.6 81.8 89.6 -7.7
Orissa 50.0 29.7 20.3 29.6 9.5 20.1 93.3 88.1 5.2
Punjab 57.2 57.0 0.3 19.3 8.9 10.4 78.2 77.3 0.9
Rajastan 47.2 19.3 27.9 24.6 1.7 23.0 82.6 71.0 11.6
Tamil Nadu 59.2 45.3 13.9 37.9 17.7 20.2 85.9 82.1 3.8
Tripura 43.9 35.4 8.5 21.2 16.5 4.7
Uttar Pradesh 54.5 29.6 24.9 37.4 8.1 29.4 84.7 82.6 2.1
WestBengal 39.4 28.4 11.0 18.4 9.4 9.1 83.8 64.8 19.1

All India 53.7 35.5 18.2 31.3 9.5 21.8 85.2 79.6 5.6
Note: Cells are empty if there are fewer than 40 individuals from which to calculate the quantity.
Source: Filmer and Prichett, 1998.
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out was domestic work, for boys, it is more parents' Pradesh) whereas income of household was an
inability to pay for school expenses. Few rural Indian important determinant of school enrollment in all but

parents can afford the direct and indirect cost of three states. Since only about 17 percent of villages in
sending their children to school. Empirical evidence the NFHS sample reported lacking a school and since
on these costs is limited but in general not counting the availability generates only an estimated 4 percent
forgone labor, a household could spend up to Rs. 400 a incremental rise in enrollment, expanding the number
year to send a child to school (World Bank, 1997a). of villages with school buildings without improving

significantly the quality of teaching will not be enough
2.17 School quality also affects household to expand enrollment rates of poor children.
behavior and children's motivation to learn. Since
primary school attendance is a prerequisite for the 2.19 This is not surprising since there is ample

higher levels of education to which the children of the evidence to show that the presence of a school in a
rich can and do aspire, they will respond to low public village is no guarantee of the genuine availability of
school quality not by dropping out, but rather by education. First, schools may be dysfunctional (World
getting tutoring and other private preparations for the Bank, 1997a, Dreze et al. 1996) because of high
necessary promotional examinations. Poor children, teacher absenteeism (Box 2.1), diversion of physical
however, who rarely have expectations for education facility to other uses, absence of minimum materials
beyond the first eight grades, value primary school for such as textbooks, tables and chairs. Second, social
its own sake, for what learning it might actually impart, barriers may hinder universal availability. Parents may
not as a gatekeeper determining access to higher levels. judge single-sex schools facilities and all-male
Where this is the attitude and where quality of teaching faculties not appropriate for their daughters. Other
is so low that children learn very little, poor parents, social barriers such as caste or income also play a role
on the other hand, are likely to respond by withdrawing in blocking school access to individual children who
their children from school rather than transferring them are made to feel directly or indirectly unwelcome.
to other schools. Improving quality, in other words, is Teaching practices that discriminate against girls and
not just a way of boosting the achievement of those communicate lower expectations for them than for
already in school but a powerful lever for increasing boys also contribute to the gender gap. So do families
enrollments of the poor. and communities negative perceptions of the role of

education for women. The Lok Jumbish project has
2.18 These demand-side considerations seem to
have a relatively larger effect on poor household Box 2.1: Availability of government primary schools:
decisions to enrolling their children, particularly their mmunity perceptions from UP
daughters, and keeping them in school than the mere Bikar Two-thirds are satisfied with the school's
availability of a school. In addition to its household- performance. Female teachers are on time,
level survey, the NFHS questioned informants about Sandwa Only one-third satisfied due to high
the availability of primary, middle and secondary absenteeism. Teachers (who-commute from

the city) are: absent or arrive late and leave
schools in the rural villages studied. For a child in an early most times..
Indian village, the probability of being in school Haithigan The school isclosed for rmost days, ineluding
increases by 11 percent if he were to belong to the : dayof theinterviewersvisit.
second rather than the poorest quintile. In contrast, Taraon About-two-fifth satisfied. The school is new.

1 s s s- s v s r 1_ - ~~~~~~~~~but-the teaeher communtes flrom te city (3Qthat probability shrinks to 4 percent if he were to but t teacher commutes froni t - -(
knin) and is gnrlylate.:

belong to the poorest quintile and if there is a school is
Amnbai- - Only one-ffth :satisfied. PoQr teaching and-

his village. The importance of school availability to -: teacher ismostof-tetime senf -
enrollment of the poor (when comparing a village Kesaria About halfwere satisfied. Theappointment of
having various levels of schools versus village with no a fmae teacher was seen as having-improved
schools) was found to be significant in only 5 states teaching.
(Kamataka, Madhya Pradesh, Orissa and Uttar Sorce -Snvastava,1NS 1998.
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successfully focused on eliminating these perceptions 2.22 The impact of this social or community-

to raise girls enrollment (see for more details Lok specific quality effect on demand for schooling by the

Jumbish, 1998 and World Bank, 1997a, Chapter 5). poor is consistent with other findings from village

studies in UP and Bihar and other states in India
2.20 According to Indian researchers findings (Kozel, et al 1998, Dreze et al, 1996, World Bank
(World Bank, 1997a, pp.134-138), overt discrimination 1997a). Empirical estimations of such community-

against scheduled castes while declining still occurs in specific effects show that both village and district
primary schools where children are required to sit averages of parents' education and wealth are

separately in one corner of the classroom or at the door important determinants of school attendance and

outside the classroom. Teachers and peers often achievements. The results show that children school
convey a distinct message of social inferiority to attendance depends not only on their parents education
scheduled caste children. Overt discrimination has level and income but also on the average level of
been exacerbated by the composition of the teaching education and income of other households in the

corps. Most teachers are from non-scheduled castes village or the district. In Himachal Pradesh, for
and hence may not be sufficiently sensitive to cultural example, demand for schooling particularly for girls

issues for scheduled caste students. Research in low- increases due to the impact of the Total Literacy
literacy districts in eight Indian states (World Bank, Campaign (TLC).
1997a, p.138), found that schools with a high
concentration of scheduled tribe students had fewer of What are the implications for public policy?
the type of resources often associated with higher
learning achievement: fewer pukka buildings (Madhya 2.23 If India is to meet its objectives of sustaining
Pradesh, Orissa), less furniture and equipment (Kerala, high rates of economic growth with equity, then
Marahashtra, Orissa, Tamil Nadu), fewer instructional schooling must reach the economically and socially

aids (Assam, Tamil Nadu), fewer teachers educated to disadvantaged. Policy makers who have often opted to
grade 10 or above (Assam, Madhya Pradesh, Tamil expand the number of schools as a means of
Nadu) and fewer teachers with recent in-service increasing enrollment of the poor may need to
training (Assam, Madhya Pradesh, Marahashtra, reexamine that premise and its corollary that
Orissa, Tamil Nadu). improvements in quality assist only the children of the

rich, already enrolled and therefore the presumed

2.21 The poor suffer doubly from poor quality. In principal beneficiaries of higher quality education.
addition to being in schools with superior services, Analyses are uncovering a different reality: the poor
children from better off households benefit from their may not be in school precisely because of its low
parents inputs into the schooling process by, for quality. The analysis carried out for this report clearly
example, making sure that the child attends school, shows that states success in reaching the poor and
does homework, and pushing school management and bringing them into the education system explains the
teachers to do a better job. Allocation of better off differences in attainment across income groups within
household resources (whether in terms of money or and across states. To include the children of the poor
time) to increase the quality of schooling will then more fully in the educational system, India needs
have positive external effects, reaped by poor children policies that can expand the quantity and quality of
in the same school. These positive extemalities schooling and that work to eliminate the consequences
disappear and impair further the already poor quality of in education of social exclusion based on income,
schooling when schools are concentrated in gender or caste. Box 2.2 summarizes the main
predominantly poor and socially disadvantaged recommendations for reform, discussed in greater
villages. details in the 1997 World Bank report on primary

education. This report will focus on the potential for
decentralization to improve the quality of education.
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Public actions to raise the enrollment of the poor Education (NEP). Through DPEP, the Government of
India provides grants to states equivalent to 85 percent

2.24 Constitutionally, education is a concurrent of the cost of approved investment, with the states
responsibility of both central and state govermments. providing the balance for programs targeted to districts
State goverrnents fund almost all recurrent with below-average female literacy rates. The NEP
expenditures for primary education and around 63 was updated in 1992 with sharper priorities given to
percent of the plan expenditures. The central girls and to improved quality in primary education
government is responsible for developing education under an integrated and decentralized approach to the
policy in cooperation with the states and also finances development of primary education systems so that
the rest of plan expenditure. In 1993, the Central districts gain greater capacity to plan and manage
Government, in close consultation with the states, primary education. The remarkable accomplishments
intensified its efforts to increase enrollment, retention of DPEP in increasing enrollment in lower primary
and the quality of primary education through DPEP education notwithstanding, about 33 million 6-to-10
(Box 2.3), an innovative and initially well financed years-olds are still not in school and three quarters of
reform program aimed at strengthening primary them live in Andhra Pradesh, Bihar, Madhya Pradesh,
education, with a strong focus on quality to implement Orissa, Rajasthan, Uttar Pradesh and West Bengal.
the recommendations of the 1986 National Policy on

Box 2.2: The basics of reform: specific challenges

To stay, the course, and increase the pace of improvement, the central, state, and local governments will need to focus
clearly on the basics of school reform: what is required to get children into school, to keep them for the full primary cycle,
and to enable them to learn. The specific challenges are many, but the follo wing stand out as priorities.

Improving access and efficiency. With a basic system in place, attention should now turn to enrolling the 32 million
primary-school-age children presently out of school and keeping those children in school for the full cycie. .The key-.is t
increase family demand for education and to.improve school quality. Some reanalysis.of the strategies in place t in
demand may be needed.

.Enhan,cng learning achievement., Raising the very low levels of learning achievement in rural schools is essential if
children are to gain basic skills. This will require sustained attention to improving the quality of key inputs and of scool

anagement, 'including community participation.

Reducing the gaps in enrollment, retention, and achievement. Targeted strategies for girls and for scheduled casto aM
scheduled tribe children-strategies based on research-and carefully monitored-can help achieve these goals.

Improving teachers 'performance. Improving the ability of teachers to function effectively irn small rural -schools with:
students of, widely, ranging ages is the central challenge, in raising. learning achievement... lI-service traininga,.strnger,
participation by community organizations and local governments, and more effective and efficient pre-service educatio
for teachers are all promising approaches, although none is easy to implement.

!mprowng the quality of textbooks and the efficiency of their production. Textbooks cay the curriculun and are th-e-
pincipal source of knowledge and i:structional guidance for students and teachers alike. 'Having accomplished the
-massive tsk of providing textbooks to virtually al1 students, educational authorities now face the challenge of im
.tihquaity oftextbooks and the-efficiency of their production.

Building managerial and instifutional capacity. Giving. local communities responsibility for p ductiad
'irec.ogoiz'ing the.imnportance of:good school management for school performance place management of change squ y-on
ihe reform agenda. Developing management systems,7and managers, for this new kind of-work is a fonridable task.

Increasingflinancingfor primary education.: Based on reasonable assumptions regarding the cost of classrooms to be built,
teachers' salaries, provision of books and other incentives, total'requirements'are projected atR.s. 195 billion-in 2007 at
1993 prices. This includes improving. schooling quality through rebuilding or rehabilitation of classroorns' in needf
mnajor repairs, provision- of drinking water and toilet facilities, provision 'of :instructional mnaterial and, teacher.training
Approximate estirnation suggests that the required resources can be obtained if India-grows by 5 percentin real terms and
share of-GDP spent on education increases.- However in an era of fiscal discipline, providing aequate resourcs-for
universail schooling will require both sustained political wil -and 'abetter analytical nderstaing of-the
possible-patterns of education finance.

Source:Primary Education in India, WorldBank, 199?7a.
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Bo .3: District primar dcto rga (DPEP

The Ceta Govenet, 4 state; governments (AnhraPrades,; Assamn, BVihar,. Gujarat, 0Haryana, HiahalPaeh
. Karnataka, Kerala, Madhya Predesh, MNaharashtra, Orissa, Tamil Nadu, URttar Pradesh: and WWest Bengal), and the World 
Bank have an intensive diaogue on prmareducaion This dialg wi incudes ky Indinreseachtittion,
partner agenci:esS and many parts fof thje civil society is Ubeing jsupported tby five IDA-financed projects (totaling over US$I 
bilo) Uttar Pradesh Basc AEduainProjectsf (UBEP) I: ad H and DPEPj1tt I,: H; and II I ;. gg: ttt

Thes jpnmrojcs sup orre lcab utinbeadcst -effective intervenios imd at:(i expanding accss olwe

$ groups (gils, sch eduecatsadrie,working chidre, children with mild to odeate learning disabilities ianldi othe
* gpoor children twho have limited access to educationa opportunities); UIPBEPi also expandsk access to upper iprim ar schfool0f0 
for 11 -to- i 3,-year- olds; (ii): increasing: retention and imEproving lea rniing jachievements through: strengthenjed co,mmunity;g;
paticipation, early childhood education, curricu!um and textbook revision, in-service reacher training, targeted programs

*; for women Xand girls, jaFnd strengthenegd school jmanagemnent; aEndq (m) strengthening the capacity of national, state,tdistrIct,.
sub-district and : cormmunityg institutions kand organizations for the xplanning, management: and evaluation of primary

U0 0IPBEP andDPlEP now cover almost 0150 0lowv liNteracy 'and sociallydisgladvantaged distric,ts in 14 Indian states with about;
:;f;38 million children enrolled in primary ;schools.; Another 36 jdistricts in Andhra Pradesh, UJttar :Pradesh and Rajasthan (to 

becmthe15thDPEPstate) withanadditionalenrollmentofabout9 milionchildrenareinthepip9The second-
generation DPEPinterventtons are part of state-wide economic and fiscal reform programsa(Andhra Pradesh, Rajasthan).

Thi mrigevdnend. h rjcs aaen ifraion sytmadohrpeiinr7eerhfnig

indicaThe thaticyE diescrictiosoteforme non-DPEP diestrct insTt enrllen (4rtoi17 percntagine pits; wihgirlsofth

enrolent i ct ounting for over 5ess of he cause learn ing achievements overe1993-97 Aordin qualito ,

study bypendEA(97 on a cstong ssltiand remmtmentin tno impnroeasedt byin qaverag 8o5 peceolnt i (ab utc630,00
euaetchildren)vr9-fr3 of the 42or.PEP Itrt districnts.Ti wttastpo sinfcntyhidren tha tcheo aveag inretasntem inre

prteeimlarysconlenrolmentsInyia-wide(25 perucnt).Teionde forGenduer Eutye isprportedit coto bemre thang 9 for 1hm8n
ouretl ofqu36 ed.E districs fo whihedtao tar t spilbendn hi aiis orcide.ol o ot coli

Prvelionar reporatsiof leringut (tahers, clstuisrconductedei f ecive PP istats suggestsoe ipovtementiine lheafrnin
skilloos ilandntuctionand mahmateics. Data to ass reassDeP. ipaconineasfingsudetretentisonwan teaherattendisrniance

will csoon 6bea rs oldle sThe rease nciansen ollmento ftesalso led dtoants isu s npptew
sjgcholols (aout 4,i700), classroos an0(ovtyer 6,300), teachers,textbooks, tfeac 'hing: and learning maerials, toiletsanid drinkingt:0

water facilities at the \> school st. finding of a huge la whc shows that,

2.25 The policy prescriptions for brinng these illustrate this crucial point. Since the children of the

children into school are, however, less obvious because better off are in school independently of its quality,

they depend on a strong political commitment to improvement in quality of schooling is crucial to
educate the children of the poor. To start, enforcement attract poor children to school and retain them there.

of the legislation for compulsory basic education is Because the opportunity cost are high for them and

urgently required. There is no question that spending their families, poor children would not go to school if

levels on education inputs (teachers, classrooms, they perceive it as a waste of their time. The first

textbooks and instructional material) need to increase. pannel of Figure 2.2 shows that indiscriminate

Box 2.2 provides estimates of the resource needs to put spending on elementary education alone will not

all children 6-14 years old in school. increase the enrollment of the poor. This is supported
by the findings of a huge literature which shows that,

2.26 That said, the empirical findings in this report while additional spending has the potential to raise

and those of other research in India (Filmer & school quality, it will not necessarily do so. Similarly,

Pritchett, 1997, Dreze et al. 1996, 1997, World Bank, the first pannel of Figure 2.3 shows no clear

1 997a) produce a consistent picture that increasing relationship between total state level expenditure on

resources wvill not be enough to improve enrollment elementary education and a reduction in the gap in

and attainment of the poor. Figures 2.2 and 2.3 enrollment of children from different economic groups.
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2.27 In contrast, the second panels of Figures 2.2 Jumbish-intended to raise the quality of education for

and 2.3 show that expenditure (both of parents and the all children and targeted to poorer districts will

government) on textbooks (a measure of quality of improve the quality of schooling. Other interventions

schooling) increases the probability of poor children such as Early Childhood Development programs will

enrolling thus reducing the gaps in enrollment between help reduce the gender bias and improve leaming
the rich and the poor. States with higher levels of achievement of the poor. Focusing on those actions is
expenditures on textbooks have much lower gaps in the a top priority.
enrollment rates between the rich and poor. These
empirical results are indicative. They do not literally 2.28 Improving quality of education needs

mandate a single-minded focus on textbooks alone, but fundamental reforms to change the incentives

buttress instead three points about state-level framework within which teachers, school officials,

educational policies. First, there is a need to spend bureaucrats and politicians operate. The accumulated
more and spend better to achieve the goal of universal experience under the DPEP, Lok Jumbish, and the
basic education Second, while expanding access may experiences of states such as Kerala and Himachal

bring the poor into schools, it may not retain them up Pradesh should be analyzed to help provide the

to the fifth, let alone the eighth grade, without information necessary to underpin such deeper
significant improvement of the quality of basic educational reforms, particularly in the seven states

education. Third, specific actions-among them the with the highest incidence of school dropouts or non-
interventions under the District Primary Education enrollment. Interesting findings from recent theoretical

Program (DPEP) and other initiatives such as the Lok and empirical research (Filmer and Pritchett, 1997) on
Figure 2.2: Spending per student and enrollment

Expenditures on elementary education and the (conditional) The value of textbooks and the (conditional) probability that
probability that a child 6 to 14 is "in school" a child 6 toks is "in schoonl

400 500 600 700 800 900 1000 1 100 0 10 20 30 40 50 60

State per "student" expenditures on elenentary education State average "per student" total cost of textbooks
Rank correlation coefficient: 0.050 (p=.860) Rank correlation coefficient: 0.464 (p=.151)

Figure 2.3: Spending per student and the gap in enrollment between the richest and poorest group

State expenditures on elementary education and within state State value of textbooks and within state gaps in the

gaps in the enrollment of chidreni from different economic enrollmenLt of chidren from different economic groups
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educational production functions provide some beneficiaries has generated significant optimism but

guidance to reforms that are likely to improve considerable caution. Decentralization is expected to

outcomes. These include decentralization of control increase accountability and efficiency but there are

over the provision of schooling to the schools fears that it could jeopardise equity. This section

themselves; direct parental involvement; competition discusses each of these issues in tum.

through school choice, community involvement. Some
of these reforms are already under way in many states 2.30 The increased power of voice through
in India. Madhya Pradesh, for example, is by far the decentralization as control of services are brought

most advanced in decentralizing school management to within "shouting distance" of users is expected to lead
PRIs with a consequent increase in enrollment and to improvements in cost effectiveness through
retention among children of underprivileged groups increased accountability, and a better match between
(Box 2.4). local preferences and conditions. Internationally, one

school of thought argues that decentralization can
2.29 Can decentralization improve delivery of improve school performance only if it leads to school

education services to the poor? Too early to tell? autonomy and only if it empowers users. There is a

Following 1992 amendments to the Constitution, rich literature examining the relationship between the

India's states have only recently begun sorting out their level and composition of educational spending and the
new options for transferring control over primary, outputof the educational process using evidence based
secondary, adult, non-formal and vocational education on cost effectiveness methods, education production
and technical training to local-level Panchayati Raj functions estimates, or direct evidence from differences
Institutions (PRIs), few of which have management in performance from parental control within
experience in the field. The process and the potential educational systems (Pritchett and Filmer, 1997 for a

for bringing education closer to its users and review). An important part of this literature maintains

Sachyt leel mpoeredto&tedeiions re- 0educay tion aesithj00
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that school autonomy and direct parental influence- marginalized by poverty and illiteracy. Accountability

through school boards for example-are needed to of local officials may pose a challenge when local
improve school performance. Others argue that governments are not confined to spending what they

offering parents a choice of schools (private or public) have collected from their constituencies. Most states
through financial incentives improves efficiency as have allowed PRIs little ability or authority to mobilize
schools will be forced to improve quality or risk losing resources. Own revenues (from taxes and fees) form a
students and the associated revenue. An example from significant resource base only in a few states such as
Himachal Pradesh illustrates how useful it can be that Kerala, Gujarat and Maharashtra. When resources
decision-makers are within 'shouting distance', (whether in the form of staff or money) come from

whether voice takes formal channels or not. In afar, discipline from citizens who check that they get
Khalimi, a suburb of Shimla, the state capital, the their benefits presupposes that they are informed of the
community organized a rally of four hundred persons resources availability and who is in control. In some
who were outraged by non-performing teachers, all states such as West Bengal, a combination of policy
selected by wrongful criteria and not teaching. They initiatives and political mobilization have put pressure

marched to the state's chief minister to demand their on elected leadership to share information and have
removal, and eventually all were transferred. There are increased demand for such information. In other states,
numerous other examples across India. Through privileged information, helped by complex
decentralization, political, bureaucratic, and other administrative rules, has been nurtured and exploited
channels for voice are made less costly and possibly by officials as a major source of corruption. Attempts
more efficient. If a problem is school specific, then it to address this problem are recent government orders

is easier to push for action if an entity is near and and legislation on "freedom of information" in states
responsible for one or a few schools than if it is far and such as Madhya Pradesh, Rajasthan, and Uttar Pradesh.
responsible for thousands. Mandatory holding of general meetings (gram sabhas)

and social audits, posting of information regarding
2.31 Closer proximity, better information and local receipts and expenditures, are being tried out with
knowledge can lead to increased accountability. While, various degrees of success. These measures, combined
lower levels of institutional capacity may be weak and with the strong independent journalism in India, social
local power structures biased, local governments- mobilization, political competition as well as controls
such as the gram panchayats-may nonetheless have and performance audits from higher level governments
other factors that compensate for these weaknesses. hold the promise of improving the effectiveness of
Proximity gives them an advantage both in monitoring "people as monitors" and reducing leakages and
and reacting faster and directly. Incentives are the other corruption.
powerful instrument at their disposal. A community
may be better placed to really watch and react 2.33 Another important ingredient is whether local
appropriately. As potential beneficiary of the assets to institutions (PRI, or school committees, for instance)
be created (the children's human capital, in this case), obtain the necessary powers to impose accountability.
the family is genuinely interested in quality and Without such powers, the community cannot hold PRIs
efficiency, while for a bureaucrat, such an interest has accountable for school performance and
to be created by institutional design. For schools, few decentralization will therefore not make a difference.
doubt that parents have a cost-advantage in monitoring In India today, to take one example, transfer of staff to
problems such as teacher absenteeism, and that the undesirable areas is the only available instrument to
critical issue is whether they can be given adequate penalize chronic non-performers, and even this
powers to react. recourse may be blocked by political intervention.

State line ministry officials as well as PRIs
2.32 This requires transparency and easy access to representatives argued-quite fairly-that the issue of
information which may be lacking if there are large staff performance is linked to the broader problem of
initial inequalities and if the potential clients are civil service performance which is far beyond their
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powers and responsibilities. However, some states have areas. One of the great benefits of decentralization is

already started to experiment with contractual staff in that it offers a broad field for innovation and
teaching (Himachal Pradesh, Rajasthan) and PRI- experimentation that might lead to successful models

devolved teacher hiring (Madhya Pradesh) as a way of which will be replicated and sustained.
increasing their ability to manage staff accountability
and improve school performance. 2.35 Finally, the chief fear that decentralization

could perpetuate, and quite possibly increase, regional
2.34 Another benefit of decentralization is the disparities in school quality and social and economic
allocative efficiency gains local governments are inequities in access to good schooling if funding levels
thought to bring through matching of program design for education drop, may not materialize if the central
to local conditions and preferences. The following and state governments retain responsibility for
illustrates that local decisionmaking had to be relied redistributive goals. Under a decentralized system of
upon to solve a local problem. In an effort to enroll provision and funding at the district or village level,
more girls into primary schools in Rajasthan, the Lok the poor may be almost as badly served as if they had

Jumbish project chose an approach based on gender- to fend for themselves (Table 2.6). So, even if PRIs
based mobilization, school mapping and are given complete autonomy over school
microplanning. School mapping is based on local management, it is important that that both central and
conditions while microplanning is an interactive state govermments continue to fund primary education.
process involving the local community in finding
solutions to the community's problems. In a remote 2.36 Equity considerations should not however
muslim community with less than 10 percent girl create adverse incentives for performance. In a system
enrollment, it took about two years to build confidence seeking in part to support the poor, there is always the

and design solutions to enrolling girls in school. For danger that incentives are created-either for lower

acceptance, it proved important to change hours such level governments or for individuals-either to appear
that school attendance would not conflict with religious poor or not to perform well enough to grow. For
teaching in the Mosque. Also, the comnmunity was example, states such as Kerala and Himachal Pradesh
more interested in Urdu teaching than in Hindi, and are concerned that if they continue to do well, they will

now the schools are teaching both. Over a four period, receive less funds from the center. Reducing the risk

enrollments increased to 65 percent according to Lok of penalizing the good performers and rewarding the
Jumbish's statistics (1998). This is no short of poor performers on equity considerations requires
remarkable if it can be sustained, and a great gift to improving the design of current inter-governmental
other areas if it can be replicated. In Himachal Pradesh, transfers. The latter have a built-in negative incentive

state authorities are increasingly relying on PRIs to effects which have discouraged state fiscal discipline
help increase demand for education from the remote and reduced allocative efficiency. In this context, it is

Tablez 2.6:Change insi qua forl t0 ento it e raliatin

1M, 1N> t' ally finded 'State-Funded ,Distr'it-ud Vila'ge-funded Household-4unded
(base~~~~ ease) (iN~comparison)~

Andhra Pradesh 100 0 -9 -25 -41

Bihar 100 -17 -31 -43 -53

Kerala 100 +9 +4 -2 -17

Rajasthan 100 0 -13 -28 -41

Tamil Nadu 100 +3 -9 -20 -36

Uttar Pradesh 100 -6 -25 -31 -46

Note: The quality indicator represents the uniform service quality (measured by funding) that could be supported by the mean wealth
of each jurisdiction, setting All-India's to 100. So under national provision, India's bottom 40 percent household will have a service
quality of 100. The household comparison (last column) is the cutoff wealth level for the poorest 40 percent of households in the
state sample. Assuming that quality is proportional to expenditure is optimistic, since wealthier jurisdictions also will have higher
quantity and quality of other inputs such as parents' time.
Source: Eskeland, 1998.
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unfortunate that the current process of decentralization them and the next generation and generations

through PRIs is taking place without a corresponding thereafter. India has a plethora of nutrition and child

reform of the center-state transfer mechanisms. development programs (see Chapter 4) but they have
not been as effective as hoped in raising the nutritional

2.37 Link between health, nutrition and status of poor children (World Bank, 1997b). Early
schooling. In addition to raising school quality there evidence indicates that the mid-day meals program

are specific actions that can be taken to increase the seems to be having a positive impact on school
demand for schooling by raising its benefits or attendance at least but most obervers doubt that it has
reducing its costs, or otherwise lowering the barriers to had an impact on nutritional status of children.

participation of the children of the poor in education. Chapter 3 of this report has provided some

There is substantial evidence that healthy and well recommendations on maximizing the benefits to the
nourished children use educational inputs more poor from public spending on health to improve their
productively. Children who experience early growth health status. The findings of the forthcoming study on
failure as a result of malnutrition or of infection are reducing the incidence of malnutrition among poor
more likely to delay enrollment. Undernutrition is also children should help in the design of coherent and
found to have a greater impact on poor children effective public policies for the development of India's
cognitive and behavioral development than on children poor children. Of particular importance are the needed
who are not poor (Martorell, 1997). Protein-energy reforms to transform the current Integrated Child

malnutrition, temporary hunger, and micronutrient Development Program into a more effective program

deprivation all adversely affect learning achievement. for early child development (Chapter 4).
Moreover persistent illnesses that foster repeated
absence from school impair learning (Lockheed and 2.40 Gender specific actions. Although a range of

Verspoor, 1991). strategies has been proposed in rural low-literacy

districts to reduce the gender gap in enrollment and
2.38 For a child the early years are critical. By dropout rates, few have been comprehensively tested.
investing in early child development programs that Some aim at lowering the opportunity cost to parents
target nutrition, health care, and access to safe water to of educating their girls by offering direct incentives
children 0-8 years of age, these programs follow such as grants, vouchers, or direct provision of fees,
children from pre-school to early primary school years books, food, uniforms, and transport. Others target the

and help them form a sound foundation for continued supply-side: increasing the number of schools for girls,
growth and development. Simulations using a appointing more female teachers, opening NFE
hypothetical cohort of 100 children from a low-income centers, constructing toilets for girls. A rigorous
country with social indicators similar to those of India evaluation of the impacts of these programs is needed
shows that more than half of the 100 children will to find out which ones are working. The sparse
never have a chance to reach their full potential. Some available evidence shows that-like the anti-poverty
will die, although most will survive. Of those who programs-not all the intended beneficiaries are
survive, many will become subsistence farmers, benefiting from the cash-based incentives. Here again
inhabitants of shanty towns, illiterate and ill-prepared there is an urgent need to carefully examine the results
for modern, industrial, competitive economies (van der achieved under the Lok Jumbish and DPEP projects to
Gaag in Young, 1997). see what works and what could be replicated to raise

girls enrollments and learning achievements.
2.39 Sound public policies need to be designed for

the children who survive to protect them from 2.41 That said, results from effective early child
malnutrition and disease and to provide the health care, development programs (ECD) suggest that thei*
preschool and primary education and related areas (for benefits could help reduce the gender gap in India.
example water and sanitation) that will enable them to ECD programs enable older siblings particularly sisters
reach their full potential. Without appropriate to attend school by releasing them from the
interventions, the vicious circle of poverty will capture
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responsibility of providing daily childcare for their the contributions to economic growth a more skilled,

younger brothers and sisters. Parents involvement in more aware, more responsive work force can make to

ECD activities also helps, parents acquire knowledge accelerate a nation's development. Educating the

that also goes to their daughters about good nutrition, poor, educating women, educating the disadvantaged

health risks and health behaviors, learning and is as good an investment as any India can make. India

cognition, parent-child interactions, family faces many educational challenges and particularly

relationships and other related subjects in early those of narrowing or closing the gaps between rich

childcare and development. This acquired knowledge and poor, boys and girls, privileged groups and

and awareness will benefit their daughters, reducing undercastes. All the evidence-including the

the likelihood of parental discrimination against their experience of different Indian states and other non-

daughters in food intake, health care and education. governmental initiatives-points to the possibility of

These benefits underscore the urgent need to reform meeting those challenges successfully, to the need for

the ICDS into an effective program for early child substantial and steady funding of education whether

development activities. from central or other resources and to the value of

quality learning for the poor.
2.42 Education pays significant dividends in

reducing poverty. Good education pays high returns in



CHAPTER 3: POVERTY, HEALTH STATUS, AND HEALTH POLICY
TO REDUCE POVERTY

3.1 Of the assets needed to grow out of poverty, distributional effect of services can be assessed through
good health ranks as high as education. No country can geographical targeting, i.e., providing services in areas
secure sustainable economic growth or poverty where the poor are in disproportionate numbers, or it
reduction without a healthy, well nourished, and can be by type of provider if people choose different
educated population. Yet, more than a third of India's venues for treatment according to their income, or, it
population is poor, malnourished, illiterate and in bad can be by type of disease. This chapter examines the
health. While India has succeeded over the last four relative burden of disease of the poor and its
decades in doubling life expectancy and reducing determinants as well as the extent to which the poor
infant mortality, its death rate for infants under five have benefited from public spending on certain health
remains one of the highest in the world. Communicable services.
diseases and prenatal and maternal mortality, which
account for 12.5 percent of the annual deaths of rural 3.3 Based on the findings of this "benefit
women aged 15-45, cause about 470 deaths per incidence analysis", the chapter discusses options for
100,000 population in India-a rate four times that of providing or financing those services that are most
China and 2.5 times that of the world as a whole. likely to have a greater impact on the health status of
Tuberculosis alone kills 500,000 people a year. Half of poor households and their children. While of critical
all children under five are malnourished and, because importance to the poor, nutrition and reproductive
their mothers often are as well, one third of all health policies are not discussed here as they are the
newborn babies are underweight. And fewer than half subject of more in depth treatment in other studies.
the children from poor households are in school,
reducing their prospects for escaping the poverty that 3.4 In addition to other sources of information,
plagued their parents' lives. the chapter uses the 1992-93 NFHS data set which

contains nearly identical household surveys done in
3.2 For a variety of reasons, poor individuals are each of the major states with smaller states combined
unable to make sufficient investments in themselves or regionally. The NFHS data contains information on
their children which justifies a role for government's approximately 88,000 households, 500,000 individuals
intervention in promoting equity. Public spending is a and 34,000 births in the two years preceding the
potentially powerful instrument for fighting poverty if survey. Not only is the sample very large; it also
it actually reaches the poor by helping them gain better includes three types of data that are hard to find in the
access to public goods and services. In general, public same household survey; household living conditions,
subsidies will benefit the poor most when the items the prevalence of different disease conditions, and the
subsidized are used disproportionately by the poor use of public health facilities. Because the NFHS data
relative to the non-poor (Box 4.1, Annex 3.2). If it is did not contain questions about income or consumption
possible to identify the poor and deliver these services (which are used to measure poverty), it has been
exclusively to them, then the provision of any medical widely assumed that such data set are not suitable for
care (or anything else, for that matter, even cash the assessment of differences in health status across
transfers) would do equally well and would serve as a income groups. However, since the surveys do ask
perfectly good redistributive device. For cases where questions about ownership of a wide variety of
poor individuals cannot be identified perfectly, indirect consumer durables and other household assets, it was
targeting methods are required. In health, the possible to construct an index of wealth or socio-
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economic status against which health status and service between the poorest and richest quintiles are

use can be measured (see Annex 2 for the construction summarized in Table 3. 1, showing, for example, that a

of such an index). This is an important contribution as member of a poor household is over four times more

recent burden of disease assessments have not likely to contract tuberculosis and over three times

distinguished between the problems of the poor and more likely to get malaria than a member of a rich

those of the rich. A second drawback of the survey is household. Even this limited data set shows that the

that a full description of the burden of disease on the poor suffer disproportionately more from

poor is not possible since the survey's coverage of communicable and vector (pest) borne diseases which

various disease conditions is limited. However, this is is also borne out by other analyses. Tuberculosis,

not an important limitation when discussing the general malaria, leprosy as well as the mortality rate of

types of illnesses that affect the poor most and which children less than two (which is dominated by diarrhea

should therefore form the focus of poverty reduction and respiratory ailments) are all examples of such

strategies diseases. This pattern of greater correlation between

income and communicable diseases has been noted in
3.5 The research carried out for this report found other countries (Murray et al., 1992).

that the poor face a disproportionately higher risk than

the rich of falling sick, particularly from infectious
diseases. They are more likely to lose their children 7Fiure3.1 Under2mortalityinpercent

before they reach the age of two. Poor members of 6

scheduled castes run even higher risks of premature 

death. And because the poor are less likely to be 4

educated and must often use shared sources of water 13 3

and surface water (lakes, streams, ponds) without

adequate sanitation facilities, they are dangerously
exposed to illness and premature death. The study Poo-est 2 3 4 Richas

further finds that the public sector is failing to deliver

the promised care to reduce India's high infant Figure 3.2: Prevalence/incidence ofdisease conditions

mortality. These issues are discussed in turn in the I

following sections. 7 -t
|5 M it3

Health status of the poor 5 

03 -

3.6 It should come as no surprise that poor 2 1 - i -|
people are in worse health than others. Bad health
and premature death are, arguably, the most tragic Pt 2 3 4 Rid 1

manifestations of poverty. Figures 3.1- 3.3 show the Incomequintiles

dependence of several health indicators by quintiles of
Figure 3.3: Percentage of children with diarrhea or symoptoms of

wealth. These are thie under-two child mortality rate ARI during survey period
10 777-77

(Figure 3.1), and whether a household member is l '°i_rrhe
currently suffering from tuberculosis, leprosy,

blindness or limb impairment or has had malaria in the 7 -6

past month of the survey (Figure 3.2). Figure 3.3
shows the probability of a child having had diarrhea or 4,V

"fever with rapid breathing", symptoms of acute 2

respiratory infection, in the two weeks preceding the I

survey. The ratios of the occurrence of these diseases | Poorest 2 3nconttRiquhntslet
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3.7 The findings of this study further confirm Table 3.1: Prevalence of disease
earlier studies' results that disparities in health status Condition Ratio Poor to Rich
between rich and poor in India are much more
important for communicable than non-communicable Tuberculosis 4.5
diseases (Annex 3.1, Tables 4-9 show the results of the Learosay 28
econometric analyses for the other disease conditions Mortality (under 2) 2.2
as presented in Figures 3.1-3.2). Non-communicable Limb impairment 1.8

Blindness ~~~~~~~1.7diseases are not as closely linked to poverty as the Blindness
communicable diseases. variables included in the regressions. Scheduled castes,

on the other hand, being interspersed in communities
may be subject to discrimination not detected by the
included variables. Why this should be true

3.8 hat eterinesgoodhealh an illess? independently of income and the other observable
Several factors influence the variability in health status detenants lt above is thy other analysis.

acros incme goups.Thes are(i) fctor not determinants listed above, is worthy of further analysis.across income groups. These are (i) factors not
What makes members of scheduled castes more prone

dlrecly rlate to OIIC-mcone, CCuptlOn to losing their children? Are they less able to takepersonal characteristics and state of residence; (ii)

factors related to policies outside the health sector- advantage of even physically accessible public
services? Do informal networks carry less health-

education levels, access to electricity or good roads; relat D informat to th or are me subtle
(iii) factors partly related to health policy but in the
nature of public goods or with important extemal aspects of social exclusion-going beyond wealth and

poverty-at work and at fault?effects such as water, sanitation and vaccinations; and
(iv) factors related to clinical care such as access to 3.11 Public policies outside the health sector have
PHC, subcenter, hospitals and other publicly provided direct implications for health. Female education, if
medical services. taken as a whole, and higher education levels in

3.9 Variables independent of health policy particular have their usual importance in protecting
inl c mchildren. Similarly, the study finds that in those areas

i;nfluence mortality rates among children. In whr thr iseetiiy. hl otlt srdcd
particular the study finds, controlling for the whole where there iS electricity, child mortahty IS reduced.
range of variables that: (i) children of scheduled castes Establishing the reasons for this may require further
and of very young mothers are more likely to die investigation. Electricity could be having an impact
before their second birthday; (ii) somewhat through its effect on safer food handling through
surprisingly this effect is not found among children of refrigeration. It could also be capturing the effect of

some omitted variables.
scheduled tribes; and (iii) there are no clear
independent effects on child survival from state 3.12 Turning to policies more directly related to
policies not already accounted for by the state's level health, immunizations save young lives, out many
of income, education, and public infrastructure (Annex poor, rural children go unvaccinated. Among the
3.1, Tables 1-3). factors determining an Indian one-year-old chances of

reaching the age of five, no single element matters as3.10 The role of underage mothers in complicating muhavcinto,hesdyfd.Extlwy
- , ~~~~~~~~~much as vaccination, the study finds. Exactly why

pregnancy and harmning children's chances of survival immunization should have such a strong effect when
is well documented in the literature. The surprising the number of deaths from vaccine-preventable causes
finding about the children of tribal people merit further is not sufficient to explain much variation is not clear.
investigation. It is possible that because tribal people

liv searaelyfrm oher., f ter isdisrimnaton More importantly because both income and education
were controlled for, this strong effect of vaccination

against them, it will be seen by the lack of roads, indicates that either there are more subtile determinants
electricity, etc. which are already captured in the of demand or that there is a distinct role for promotion
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from the supply side. Getting one's child vaccinated the study finds, there is no correlation between having

signals a particular parental interest in or sensitivity to a public facility in the village and being immunized

health matters. Parents who vaccinate their children are when controlling for income and education. This is a

perhaps more likely to be aware of the importance of plausible finding since the government organizes an

good hygiene, safe food handling and good nutrition. extensive annual drive for vaccinations using schools,

These are personal characteristic not properly ICDS centers, and other facilities.

accounted for in the econometric analysis and more

research is clearly warranted. In the mean time, there is 3.16 The lack of impact shown in this analysis

sufficient evidence from India and elsewhere in the raises important issues. Both sub-centers and PHCs
world that continuing the active promotion of free should have had an effect on child survival at least in

immunizations is important. the way they have been set up. Sub-centers are
designed to provide vaccinations, family planning,

3.13 Water, privately accessible, is an important basic preventive and curative care while PHCs treat

determinant of child survival too. Access to sanitation children with ARIs, (Figure 3.5) diarrhea and other.

and, especially, private access to water, is important for medical services which should have an impact on

the survival of children under two in both urban and children. This means that either the services are not

rural areas. The study further finds that when this oriented towards the type of care needed or located in

effect is combined with differences in access to water areas where the poor cannot access them, that services
and sanitation facilities across the income groups, it are not functioning as they should or that the large

explains a substantial part of differences in mortality private sector (including unlicensed) is substituting for
rates of poor children compared to those of the rich. the public sector especially for relatively inexpensive

Yet, the poor are especially deprived of such life care.

saving access. Figures 3.4(a)-3.4(h) show the
distribution of water, sanitation, and education across 3.17 Figure 3.6 shows that the presence of a PHC

income categories and show, not surprisingly, that the facility in the village is strongly related with income

healthier and wealthier have far better access to piped per se while the presence of a subcenter is not. If, for

and other exclusive sources of water than the poor. some reason, those with better health (and health is

The latter, reflecting the powerful role income plays in related to wealth) end up with PHC facilities while

determining access to different sources of water and those with worse health end up with subcenters, this
types of sanitation, rely heavily on shared sources and would explain the absence of any direct effect of

surface water (lakes, streams, ponds). That access, in facilities on health outcomes. Sub-centers might

tum, is a major determinant of vulnerability to or actually delay getting appropriate treatment.
protection against many kinds of illness and disease. Furthermore, the land on which PHCs are built in poor

villages is usually donated by rich landlords and

3.14 But access to public health facilities is not situated far from the village. This may explain why the

among the determinants of child survival. Consistent poor would not use them if the opportunity cost is high
with previous studies (Jain, 1988, Srinivasan 1988) relative to using a more easily accessible private

which control for income and education, this study doctor, particularly for relatively inexpensive

does not find any correlation between the availability treatment. In addition, having a building is not the

of sub-centers and primary health care centers (PHCs) same as having medical care. The difficulties in

and child survival-among either the poor or the non- properly staffing, managing and provisioning such

poor. facilities are myriad, and well-known (World Bank,
1995, 1997d) and bome out by evidence from village

3.15 One might think, given the strong results on studies (Box 3.1).
vaccines that the public health care centers may be

important as a vehicle for vaccination delivery. This

makes sense but is not bome out by the data. Further,
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Figure 3.4(a): Source of water, urban areas Figure 3.4(b): Source of water, rural areas
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3.18 Although this finding is limited to analysis of

facility use in rural areas from the 1992-93 NFHS O2JUofpbchelhaiiy

survey, it does suggest that India is not getting the ' ' '

returns it should from its spending on public health and

more importantly that the poor are not benefiting from th h m6w recent n
much of that spending. These results are consistent ria-dboth dssofnyidenndh:

with the findings from the rich literature documenting ato t * the p s fn adi

the poor performance of India's publicly-run health . eousry-raiszd>heaih andeisabiit

systems (World Bank, 1997d). n 'f

Figure 3.5: Place of treatment for ARI symptoms Fm o nea shtp m mg
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supply issues in the health sector. While capital communicable diseases and expanding traditional

investments and the supply of inputs are necessary to public health interventions of guaranteeing safe water

increase access, they are not sufficient to improve and sanitation, as well as for disseminating information
outcomes. Demand is also an important factor, to the public on basic hygiene and the value of
because goods must be consumed and services used to preventive care would deliver the highest gains from

be effective particularly when the latter are targeted to public health spending, particularly for the poor. The

the poor. People's perceptions about quality and application of targeting principles would argue for

effectiveness of care, the attitude of health care allocating public spending on the basis of relative

providers, and the availability of essential consumables burden of disease rather than its absolute burden.

such as drugs, have a dramatic impact on service Attacking a problem which imposes a large burden on

utilization and health outcomes And carelessness in both the poor and non-poor alike is not as good a

program management and execution, such as a vehicle for achieving redistributive goals as one that

momentary break in a vaccination cold-chain or imposes a small burden on the poor but a much smaller

inappropriate judgment on when to refer complicated burden on the non-poor. Therefore, to the extent that

cases, can make entire programs ineffective (World public expenditures on health are meant to serve the

Bank, 1997e). poor disproportionately, it makes sense in India today

to allocate public spending in favor of dealing with
3.21 The lack of correlation between public health communicable diseases. Non-communicable diseases
facilities and child survival could also be due to the such as cancers and heart disease are growing among
difficulty of measuring impact in the absence of the poor and will account for a larger share of total

carefully collected information on health outcomes deaths or other measures of ill health than will
before and after service provision. This is consistent infectious diseases. However, other things being equal,
with recent World Bank evaluations of investments reallocating public spending from diseases with a
projects in health, nutrition, and population which higher poor to non-poor ratio of victims to a lower one
concluded that it was difficult to attribute will be regressive (Box 3.2). Interventions addressing
improvements in health status, nutrition, and fertility non-communicable diseases are, in general, less well

that have occurred during the past 20 years directly to targeted to the poor than are those for communicable
such spending. diseases.

3.22 In sum, while it is not possible to come to any 3.24 A standard approach to setting priorities for
final conclusion about the effect of public health public expenditures is to compare the degree of

facilities on child survival, the evidence from this improvement over market allocations that different
analysis, although partial, is not encouraging. Much types of public spending will have. Traditional public
more research is needed, for example, to understand health policies rank high in this regard as well as in
fully how much of the lack of correlation is due to low their relative impact on rich and poor. It is not
quality of service provided, how much is due to common to find policies in which there is such strong
interaction of demand for public and private services, complementarity of equity and efficiency goals and it
and how much is mere statistical artifact. This should is important not to let this opportunity go unexploited.
constitute a priority research area because the policy

implications differ depending on whether the main 3.25 Tuberculosis control is a good example. It
reason is poor quality, or the availability of an easily attacks a disease with very clear external effects where
accessible and large private sector or both. every person effectively cured represents, on average,

another saved from infection (Murray et al, 1993). The
What are the implications for health policy? cure, however, is long and costly relative to average

Indian income levels, let alone those of the poor, and
3.23 A number of policy implications can be for well established economic reasons, there is virtually

no private insurance market in rural and (for most
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~~3~b ~~ drugs, adequate regulation, as well as disserrlinatinrg
33~~~~ 3j ~~~~ information to the public to encourage behavioral

2 _ 3 X changes needed for long-term improvements in health

3g2 gov cr;me;iti iv eve, e; outcomes. Such health promotion programs include the

33 X 333 33~3~ collection and dissemination of information on basic

b2W'froxi' either prbgat1~ ~hygiene and the value of preventive care such as anti-

g3k3333}3 .smoking, promotion of better nutrition, and appropriate
~ ~ 33 tOfltt2tOflI~~ measures to avoid contracting HIV-AIDS and other

. sespFt.jQQ0 *opulatiol lR 313fo#g 33~ sexually transmitted diseases.

Disease~A E Ns B 3.27 Third, the prevalence of infectious disease

;3~j ,~, I 333~ among the poor; the importance of the type of water
~~ P~~, source a family uses to child survival; and the high

te tl~4disease B~ffect~ i4iore poot~eople tl~an does barriers between the poor and good sources of water

gjhea>sp = R;fe;t? pCeople tJgIn and sanitation, constitute additional empirical support
3333333~ 333 333~33 ~3, 3 3 [ ~ that enviromnmental/externality correcting interventions

;&the * ~ ailti~ritiea3 \v~nt to~ ~tise ~ are of critical importance on both equity and efficiency
'p t 1 hgrounds. Figure 3.7 shows the effect that differential

pre~~nmg ~ ~ u~~4ti~~ ~ access to safe water and sanitation facilities has in
-re~t dis1"~ ~ ~burd~It~ '~ explaining the difference in child (under two) mortality

~~oSice2 * N6 ; ' t >: between the richest and poorest quintiles. The
33 ~ ~ ~ ~ ~~~ 3~~~ difference in mortality is 3.8 percentage points (3

3.• 3g enMg:3~ ies~i~e ~ percent vs. 6.8 percent) in urban areas and 3.43 percent

3~3her~e~eVp~toug33~hepoo 'uffr; or 3~tri33 in rural areas. Of these, for the urban areas, 1.3

P'stban tIe the ~ 7 ~percentage points are attributable to differential

-preventi4 disea~A 'i~i~i}~ "~ pattems of water sources with another 0.4 percentage

ii;i 3 ~~~~ ~ 333 ~point attributable to different patterns of sanitation.
33~3~ 3333333 3 333 3 3~333~j ~ 3For the rural areas, the equivalent numbers are 0.73

people) in urban areas to cushion the expense. But if percentage points of the 3.43 point difference

drug therapy is discontinued prematurely, because attributable to water and 0.2 percentage points for
symptoms have disappeared, not only does the disease sanitation. In other words, if poor people had the water

reappear in patients; there is also an increased risk of and sanitation facilities of the rich, the gap between
contributing to the development of drug resistance. their mortality and that of the rich would be lower by

This is a clear and serious externality, where individual 45 percent ((1.3 + 0.4)/3.8) in urban areas and 26.5

action can substantially increase the cost to others. On percent ((0.73 + 0.2)/3.4) in rural areas.

grounds of attacking severe externalities as well as the

consequences of missing markets, TB control is a high Figure 3.7: Effect of water and sanitation on under 2 mortality

priority activity. The distributional impact in favor of 7 ~ 3 333 333 ~ 
the poor is also very beneficial. Similarly, for diseases 6 21 ~ 33~ 3~'3'3

for which transmission is decreased by the number of S 353' 333 ~ UUa 

children imimunized, an immunization program will 4 33 

confer an external benefit in addition to the benefit 3 33' ' 31 E>'
gained by the immunized child. 2_E

3.26 The second area with highest returns for

public spending is the traditional public health Pott With With Richat
quintile war of wata and quindle

measures of guaranteeing safe food, water, sanitation, rkrsht sanitation
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3.28 The jump from these results to policy
implications is not straightforward. While, it is very Figure 3.8: Percent of users of public facilities (for fever,

ARI and diarrhea) by income group
important to extend water and sanitation coverage, it is

30
not necessarily important to do this with public 25 P H

expenditure. The pattern of access indicates that --. r L Hadsuets

current subsidies for water and sanitation are highly 25

regressive. This "average" incidence of expenditure
would call for raising charges for these services and
thereby reducing the amount of subsidy going to them.
However, expansion of the use of better water and PM.1 2 3 4 Richest

sanitation facilities would benefit the relatively poor Income_Quintiles

and thus has a "marginal" incidence that is progressive.
These seemingly opposing considerations can be provision for inpatient care at hospitals reflects a high
reconciled by noting that research in India and many degree of equity since people in lowest expenditure
other places in the world has found a high enough quintiles are at least as likely to receive subsidized care
willingness to pay for safe, reliable water and as those in the higher income expenditure brackets. In
sanitation services and that services with appropriate almost all states, for both rural and urban areas,

charges can be extended with small net public hospitalized episodes reported by the lowest
spending. However, the role of basic health education expenditure classes were more likely to be treated in
conceming hygiene, washing of hands and the value government facilities. Against this background,
and appropriate use of water is a critical feature of subsidizing the provision of medical care may serve an
public health services and should therefore be financed important insurance function with the benefits
out of public funds. expected to be potentially higher for the poor than for

the non-poor (see Annex 3.2 for the details of how the
3.29 Fourth, because public facilities are value of this insurance is estimated). This study
equitably distributed, they could be a powerful estimates the welfare gain that would come from
channel through which to offer the poor a form of subsidized hospital care-on top of the value of the
insurance. The rural poor must often meet the service itself in medical terms-to be in the range of
financial burden of medical emergencies through debt, 40-70 percent of the costs of providing the service to
distress sale of real assets or reductions in food or other patients in the lowest 40 percent of the population,
important consumption items, sacrifices which are very people for whom insurance is not a realistic option.
real but may not show up in health status at all. In Figures 3.9 and 3.10 show this value increasing with
addition, the poor tend to use both inpatient and the cost of the service-reflecting the need for
outpatient services in public hospitals because they are insurance against relatively expensive treatment. They
free and because the quality of service offered at PHCs also show it decreasing with income, reflecting the
is poor. This is confirmed by earlier studies (World greater capacity of richer people to absorb any given
Bank, 1995) and Figure 3.8 showing that public sudden expenditures. Finally, the value of the

Figwe 3.9: Value of insurance as percentage of expected cost by Figure 3.10: Value of insurance as percentage of expected cost by
level of income and typoe of service cost of service and Income
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insurance relative to the cost of providing it goes down hospital care for the poor, raise some questions about

with the likelihood of the condition. That is, it is conventional wisdom in health policy. In international

cheaper to insure rare events for the value of insurance health discussions, the primary health care model of

offered. service delivery is a standard prescription. In the Indian

context, this should be assessed against the practical
3.30 However, whether public provision of such issues of implementation. Publicly-provided simple

treatment is a progressive expenditure depends and relatively inexpensive curative care could be a

critically on the referral system. If the referral system good policy only if the problems of mnanaging such a
is such that access to expensive hospital care is based vast, decentralized system of medical services can be

on medical need, this is potentially a great boon to the solved. The perennial problems of posting doctors and

poor. If the referral system cannot assure this and other personnel in poor or remote areas, of maintaining
access to free care depends on income and social status an adequate supply of medicines and other materials,

rather than need then, expansion of hospital based and of the difficulty of providing sufficient

services will be regressive. India is fortunate to have a supervision to ensure diligence on the part of health

pattern of public hospital use that is relatively workers remain. Yet, they need to be solved if public
equitable, in contrast to many other developing expenditures are to have their intended redistributive
countries. This serves as a strong base from which impact. Similarly hospital care is a progressive use of
protection against the risk of financial loss can be public expenditures only if the referral system assures
successfully offered to the poor. The potential benefits equitable access. Thus, policy prescriptions need to be
can be enhanced further if the current problems of evaluated against a realistic assessment of the ability to
transportation and communication are solved to manage and implement them.

increase access to hospitals particularly in rural areas.

3.33 Finally, policy should be pragmatic and
3.31 These are obviously issues which India's should be driven by what really works. There is a need

policy makers need to address. This study showed the for serious evaluation of programs and investments to
potential benefit to the poor for public subsidies to understand fully the factors that influence the
hospital care. India's policy makers will need to performance of health systems. A basic requirement,
evaluate this option against other possible alternatives for instance, for ensuring good allocation of public
and make the choices of what services they will be expenditures is to determine whether policies have

willing to ensure against and what type of provision their intended effect. Assessing the actual impact of

they would like to promote. For example, the public policy-how much of the subsidy reaches the

provision of medical care as an insurance mechanism poor and how valuable it is to them-is seriously

does not have to be provided through publicly hampered by lack of relevant evidence. The available
managed hospitals. The poor could equally be well data does not lend itself for such an evaluation. Since

served by public financing of private provision of there is such a large private sector, the impact of any
services in rural areas; by a major effort to increase the public action has to be assessed on the population as a

quality of care through training, incentives, regulation, whole. Wider coverage of public facilities may have a
or by community-based insurance schemes. Further large effect on quality access to care by the poor or it
research is urgently needed, however, to underpin the may simply replace private care. This can only be

necessary reforms to both public and private health found out by assessments of health status before and

systems in India and further guide the determination of after such expansion and not by inward looking
the major policy directions. assessments of the care given in public clinics alone.

Better regular studies of health status and services can
3.32 The discouraging results regarding the help direct resources to where they are most useful.
effectiveness of sub-centers and PHCs, combined with They can also help to keep policy makers focused on
the preceding analysis of the potential benefits of the real life effects of their policies.



CHAPTER 4: HOW DO ANTI-POVERTY PROGRAMS BENEFIT THE POOR ?

Introduction 4.2 That evidence amounts to an urgent call to
reexamine India's safety net strategy and-based on

4.1 India's anti-poverty programs, the 1997 that scrutiny-to devise and fund a streamlined
Poverty Assessment found, have at best partial success approach that makes the best use of scarce funds and
in reaching their intended beneficiaries. In the delivers the most help to those most in need. This
Integrated Child Development Services (ICDS) many chapter will propose options to target more effectively
poor are not covered while one in five of those helped the food subsidy as well as public works programs.
are non-poor. In some others, such as the public Options to redesign the IRDP are taken up in the
distribution system (PDS), the proportion can reach forthcoming Rural Finance Report.
three out of five. Additionally, better performing
programs are often under-funded; complex and costly Background: Government anti-poverty programs
administration results in many schemes canrying
delivery costs higher than the value of the resulting 4.3 As a portion of the total central budget,
benefits; ill-defined and multiple objectives reduce estimated expenditures on the eight categories of
quality and accountability; and inadequate monitoring officially classified anti-poverty programs detailed in
often uses indicators that distort programs' true Table 4.1 have increased from over 5 percent in 1990-
objectives. Drawing on the 1993-94 NSS, this chapter 91 to close to 7 percent in 1997-98. If spending on
provides new empirical eyidence of the incidence of basic needs program is added, what central government
the PDS, IRDP, and public works programs on per- spending was close to 9 percent in 1997-98. Typically,
capita consumption. Results of qualitative assessments state-level spending adds an additional 25-50 percent.
from districts in UP and Bihar, two of India's poorest The initiatives range from food and kerosene subsidies
states, are also used to add to the on-going efforts of to child health and nutrition efforts as well as job-
evaluating the impacts of public spending on some of creating public works programs and small loans for
India's wide array of anti-poverty programs. The rural households. Their variety is more impressive
analysis suggests that the poor benefit more, on than their effectiveness in reducing poverty.
average, from public works programs than the non-
poor. But that the non-poor continue to benefit 44 The PDS, to start with the oldest and costliest
sini.fiat from the notepror wel as bfro single program, distributes rice, wheat, edible oil,
significantly from the otheT programs as well as from krsn,adsgra usdzdpie hog 
public works. kerosene, and sugar at subsidized prices through a

network of some 400,000 fair-price shops in urban and

Table 4.1: Central plan budgetary expenditures on antitpoverty programs: 1990-91 to 1997-98
:d -ural :( ~;:i - -- - :;- percent of total expenditure)
- F.ood;- Riiralb . JRI?P -, SociaI Welfare Total Center

Subsidy' Employment - and Welfare & NRY of SC/STs Center APP and
Programs Related. Nutrition APP Basic

Needs3

1990-91 2.3 1.9 0.4 0.3 0.1 0.3 5.3 6.4
1991-92 2.6 1.6 0.3 0.4 0.1 0.4 5.3 6.6
1992-93 2.3 2.1 0.3 0.4 0.1 0.4 5.6 6.7
1993-94 3.9 2.8 0.5 0.4 0.1 0.4 8.0 9.4
1994-95 3.2 2.9 0.4 0.9 0.0 0.5 7.9 9.3
1995-96 3.0 2.7 0.4 0.8 0.0 0.4 7.3 8.9
1996-97 3.0 2.5 0.3 0.7 0.0 0.4 7.0 8.9
1997-98 3.2 2.3 0.2 0.7 0.0 0.3 6.7 8.9

1. Non-plan expenditure.
2. Includes JRY, EAS, Indira Awas Yojana, and Million Wells Schemes.
3. Basic needs programs include outlays for elementary education, adult education, accelerated rural water supply program, rural

sanitation, urban water supply and sanitation, child welfare (incl. mid-day meals program), backward area development
programs (drought prone, desert, wastelands).

Source: Based on Govemment data.
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rural areas throughout India. Its total subsidies have targeted than the ICDS. Other programs for tribals and

stabilized at around 0.5 percent of GDP in recent years. scheduled castes provide a wide variety of services,

If the PDS functions as designed, consumers are ranging from cash and in-kind transfers to employment

protected against price fluctuations in the open market, generation and investment projects. A National Social

farmers are shielded against excessive losses during Assistance Program, introduced in 1995, for the first

periods of surplus and, in poor harvest years, the public time provides a mechanism for direct central

at large is cushioned against food shortages and government assistance to states in providing old-age
famine. pensions, survivor and maternity benefits.

4.5 Recognizing that the food subsidies often did 4.7 Among the largest and best known of the

not reach the poorest households, authorities numerous urban and rural employment programs are

introduced the targeted PDS (TPDS) in 1997 to link the Jawahar Rojgar Yojana (JRY) and the Employment

state-level allocations (and so the PDS subsidy) Assurance Scheme (EAS), both designed primarily to

directly to each state's share of total population living help ensure gainful employment for poor households

below the official poverty line and to provide poor and contribute to the expansion of infrastructure and
households with 10 kg of cereals each month at half other social overhead capital in backward areas. In

the prevailing economic cost. Poor households are 1997-98, JRY and EAS received roughly equal levels

defined as those with income levels below the official of funding (0.14 percent of GDP) from the central

poverty line (BPL) as distinct from APL (above the budget, although the two are administratively very

poverty line) households. For the present, APL dissimilar. The JRY is administratively complex. Of

households are permitted to purchase food grains and its total funds, 75 percent are earmarked for various

other goods at normal PDS prices, but these limited rural infrastructure schemes (i.e. the Million Wells

subsidies are to be gradually phased out. Early reports Scheme, housing construction under the Indira Awas
suggest that since the 1997 targeting, India's poorer Yojana-both targeted to SC/ST households). The rest

states are receiving a substantially higher share of PDS goes to social forestry projects. All, however, are

subsidies. Wheat offtake in UP (one of the poorest and allocated to the States according to a set formula based

largest), for example, increased from 4.4 percent of the on the proportion of poor persons residing in each one.

total (207.8 tons) in 1994-95 to an estimated 12.6 States in turn allocate JRY funds to districts based on

percent of the total (695.4 tons) in 1997-98. Bihar population shares and an index of backwardness. From

(another large, poor state) also increased its wheat there JRY funds pass down to block and village level

offtake shares from 4.7 percent of the total (222.3 tons) strictly according to population shares. Unique in its

to an estimated 7.5 percent (410.7 tons) over the same level of decentralization-work plans and contracts are

time period. administered by the village panchayats, subject to basic
program guidelines and overall clearance of the work

4.6 The Integrated Child Development Services program by the DRDA-the JRY generates an

(ICDS), a nutrition and child development scheme estimated one billion days of employment each year,

targeted at children up to the age of six provides an an achievement which translates into the likely

integrated package of services including growth participation of some 30-40 percent of potential

monitoring, health education for mothers, early beneficiaries.

childhood education, health check-ups, irmmunization,
referral and supplemental feeding in a program aimed 4.8 In contrast, EAS is demand driven. District

to attack the malnutrition-disease cycle by bringing authorities apply directly to its central administration
nutritionally deprived children into the formal health for funding, and allocations are made based on the size

system. Another important nutrition scheme is the and backwardness of blocks included in each district.
mid-day meals program for school children. Also, unlike the JRY, the District Collector/Deputy
Significantly more extensive, it is also less well Commissioner (DC) has overall responsibility for
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coordinating work and allocating funds between blocks measure more rigorously and with more recent

within the district. information the success of three anti-poverty programs

in reaching the poor and; (ii) better understand the
4.9 Finally, India's Integrated Rural Development processes and systemic factors operating at the local
Program (IRDP) is the country's most well-known level which may hinder or improve the performance of
credit-based anti-poverty scheme. To date the program anti-poverty programs in particular and public services
has reached roughly 50 million families, annually more generally.
providing between 2 and 2.5 million loans in recent

years. The Development of Women and Children in 4.11 Boxes 4.1 and 4.2 discuss two of the main

Rural Areas, a sub-plan of the IRDP, specifically approaches usually used to measure the benefits from

targets women (about 0.5 million a year) in poor rural public spending: the benefit incidence approach and a

households. Another sub-plan of the IRDP-Training non-quantitative variant of the behavioral approach-

of Rural Youth for Self Employment-teaches also referred to as village studies. Typically the latter

technical and entrepreneurial skills to rural youth (0.3 provides information which cannot always be easily

million annually). The credit portion of IRDP, which distilled from larger-scale households surveys: a

is administered through the banking system, is rounded perspective on the life of rural households,

purpose-specific, charges centrally fixed interest rates relationships with surrounding communities and the

and includes a subsidy on loan principal. role of village institutions. (The 1997 India Poverty

Assessment discussed the contribution of village
How much do the poor benefit from these poverty studies to the understanding of poverty determinants in
programs? India). The two methods complement each other,

producing data and analyses that can better inform the
4.10 A wealth of governmental and other studies of debate on the effectiveness of public policies in
India's wide array of anti-poverty programs provided reducing poverty. By refining average benefit
the raw material for last year's poverty report. The incidence analysis, the findings of this report could

data ranged from research that drew on very small enable policy makers to assess better the distributional
samples and often used mainly beneficiary assessment impact of expanding or contracting a given anti-
techniques (focus groups, rapid appraisal) to a few poverty program using the marginal odds of

larger-scale and more rigorous inquiries (e.g. National participation (see below and Annex 4.1). The latter is
Council of Applied Economic Research [NCAER] and an advance in understanding the effectiveness of public
earlier work using the 1986-87 NSS-at least on PDS). spending in reducing poverty.
Most of these studies found that the poor are not well-

served by existing anti-poverty programs. This chapter 4.12 India's National Sample Survey (NSS) for

while providing new empirical backing for those 1993-94 contains data about household participation in

conclusions, goes a step further. It attempts to: (i) three key programs: public works schemes (identifying

'Table '4.2: Average participation rates for Irdiaas main anti-poverty programs in rural areas

Public Works Pr grams nr R Dt PubliDistribuDvion
Program, System

Qwintlje of Participation Average, Partifcipation Average Participation . Averige odds 'of
,expenditure per rate o,.d ads of rate odds of rate particiatin
capita . / t - pdp.ado. - ((%/4) parti"ipationl art on " t, (me '" )

--- i;- ;;; - :-- : E (mean=I., ----- ---- -- i (nseanwt.Oy--! ;-<E -
Poorest 5.0 1.23 6.5 1.03 69.5 0.92
2nd 4.6 1.13 7.1 1.13 76.7 1.01
3rd 4.2 1.04 6.4 1.03 77.9 1.03
4th 3.5 0.86 6.0 0.96 78.1 1.00
5th 3.4 0.83 5.6 0.89 76.1 1.00
Note: The table gives the average odds of participation, defined as the ratio of the quintile-specific participation rate to the overall mean for
each program. Calculations based on the 1993-94 National Sample Survey.
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households members who worked on one for at least The sample size (rural areas only) of the 1993-94 NSS
60 of the previous 365 days), the Integrated Rural was 61,464 households. The analysis is done at the
Development Programme (IRDP) (for households level of the 62 NSS regions in 19 states (see Haque,
receiving assistance during the last 5 years) and the Lanjouw & Ravallion, 1998).
Public Distribution System (PDS) (for households
making subsidized commodity purchases within the 4.13 Of these three main anti-poverty programs
last 30 days). Collating data on such participation operating in rural India in 1993-94, new World Bank

(while recognizing that such data are not very refined) research that uses benefit-incidence methodology

with data on total consumption expenditure per person (Lanjouw, Ravallion, 1998) shows that the poorest
at the household level makes it possible to determine quintile is well served by public works programs,
the current distribution of benefits from public with the credit program (IRDP) in second place and

spending across income groups in India (Box 4.1). the food program (PDS) doing least well in reaching
the poor. Even more significant in its consequences

, for public policy is the finding that a non-negligible

share of non-poor benefit from even the public works
programs. There is a need to investigate further who

path-breaing w~rk~n ~ eermn~(19~O~ these non-poor are.

resrgece f nteestintheappoah hs'be~'re'i~ed 4.14 For both the public works programs and the

in Yan de Walle and Nead (1995 ~ - -- " -- IRDP (Table 4.2) participation rates fall as expenditure

Beneit icidece aalyis selcsto- ni~aureper person increases (movement from poorest to richest
-n anti poverty programs&apd quintile). However, the rate of decline is not large; in

servces uchas halth~an eduatio~adil~ite~ public works programs the odds of the poorest quintile

the iistibuton te 'sze ad alocaton ~participating are 1.23, versus 0.83 for the richest
~spedin andthebehaio~C'bf~ia1~' s~ho~is '~ quintile, and participation rates among the richest 20

* gr te th efectie cst '~'' thlowr ~tl~ percent in terms of consumption per person are high.
siihs¢4y =i bodied recovery, ~e ~Ai ~ The rate of decline is even lower for IRDP, and as

0econd ' -- o7:I9,m<i, 7 wbo the expected, the PDS participation rate is actually lowest
service _that the goverpment provide~; Kl~ is only byfor the poorest quintile and highest in the middle-

the.serie. (fo intane, prtiipai~i~an ant.poexpenditure quintile.

How much would spending reform benefit the
9ene,it incid9ne:'anaIsi~ tl~refor~bringstogethepoor?

(estimated 's the unit a cst ~ro diz g t~eserv~e'1*4.15 To see how (or if) extra or reallocated
mhy'~5st~recbvei~t m~~allocated to ~the ~' categories spending under any of these programs would increase

caie~ e~.) , nd m m~io~ iizpjl ~balnd ~om~ their reach to the poorest income groups, it is necessary
houseold urvey op ~e'~f the~ seviceto go beyond the widely used and informative average

- ~*~ndivj'ua'f and ousehld~~ -* -participation rates to estimate the likelihood that

I~n ~en~ra, gtwer~imnt ~ lll ~participation by the poor in a given program would
ustd yad9ly by ~ ~ ~, p increase more than proportionally if spending on that

~~i~td~' program rose. Table 4.3 presents the results of this

| analysis in terms of the Marginal Odds of Participation

(MOP)-or gain in per-capita subsidy incidence for
go for~euvic~ou*idnot ~ ~ each quintile-in public work's, IRDP and PDS
gr9ups~~, ~~ ', ~ ~ programs assumed to follow from a one Rupee
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increase in aggregate spending on each (see Annex 4.1 from this analysis are that the marginal incidence of

for calculation of MOP). For both the public works public works programs and IRDP appears to be more

programs and IRDP, it is notable that the MOP tend to progressive than the average incidence would suggest.

fall more steeply (Table 4.3) from the poorest to the The poor would benefit more than average and the

richest quintiles than do the average odds (Table 4.2). non-poor even less.

The shift is less striking within the PDS.
4.17 Benefit incidence analysis provides a useful

4.16 This deeper look at the distribution of the tool for assessing the quantitative distribution of

benefits of these three anti-poverty programs reveals benefits from public spending. The data broadly

that, by itself, a measurement of the average odds of confirm the conclusion that public works programns
participation underestimates how "pro-poor" a perform best at reaching India's poorest, that IRDP is

spending increase on one or another program would be more effective within the three middle quintiles

(see Van De Walle, 1998, Annex 4.1). The contrast is (including those living at the poverty line-roughly the

particularly dramatic for IRDP, where the average odds 40th percentile) and that food subsidies flow

of participation are marginally higher for the poorest disproportionately to those least in need. The analysis

quintile than the richest (1.03 versus 0.89) but widely therefore suggests that switching a significant share of

different (1.11 versus 0.39) in the MOP. When PDS funds to public works programs would benefit the

compared to the average odds of participation (as poorest mnost. To refine these observations further, it is
traditionally done in benefit incidence studies), the necessary to see how valid they are across India's

share of total IRDP spending imputed to the poorest diverse regions.
40 percent of the population is over 11 percent higher,
while that imputed to the richest 20 percent is 56 Regional distribution of benefits

percent lower. Similarly, while the average odds of 4.18 Although some states have done far better

participation in public works are higher for the poorest than others at reaching the poor, the same states do
quintile than the richest (1.23 versus 0.83), the spread not always perform well in all three programs and
in the MOP (1.16 versus 0.55) is even wider. When poor states do not necessarily achieve better results

compared to the average odds of participation, while than wealthier ones. The wide variation in
the share of total spending on public works imputed to performance-true of anti-poverty programs, as of
the poorest 40 percent of the population increases by investments in health and education-between states

over 4 percent, that imputed to the richest 20 percent and across regions of India is typified by participation
falls by 28 percent. The poor would benefit more than rates of the poorest 20 percent of rural households in
what the average incidence would suggest from public works programs in Orissa and Himachal

subsidies under either the IRDP or public works while Pradesh that are, respectively, almost three and well

the non-poor would capture less. The conclusions over four times higher than those of the richest 20

Table 43* Margiaal d of partcipation for hdiis n toyetypr:grame
Q ;- -- :;Pblic Wou ics. Programs Integrated Ruralobtelopnieat - .Publk Dsrbu -i-E

irog~ram~ ytm
Poorest 1.16 1.11 1.06

(3.27) (15.49) (8.14)
2nd 0.93 1.28 0.99

(3.64) (17.73) (7.26)
3rd 0.80 1.21 0.91

(2.98) (23.52) (6.88)
4th 0.92 0.96 0,86

(4.32) (19.09) (7.16)
5th 0.55 0.39 0.81

(3.29) (8.06) (6.27)
Notes: The table gives the instrumental variables estimate of the regression coefficient of the quintile-specific program participation
rates across regions on the average participation rate by state for that program, based on the 1993-94 National Sample Survey. The
leave-out mean state participation rate is the instrument for the actual mean (see Annex 4.1 for details). The numbers in parentheses are
t-ratios.
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percent. For Maharashtra, the participation rates of the middle and upper classes; IRDP is used more by the

poorest 20 percent of households in both public works middle quintiles.

and IRDP are higher than those of the richest 20
percent. At the other extreme, states such as Andhra 4.20 Village studies of poverty and the use of

Pradesh, Gujarat, Kerala, and Tamil Nadu show the public programs recently undertaken in 30 villages

poorest quintile with a below average participation located in southeastern UP and North and Central

rate. Annex 4.2 gives a state-by-state breakdown of Bihar (Box 4.2) complement quantitative incidence

participation rates. analysis with a rich and varied picture of poverty and
the effectiveness of anti-poverty programs in some of

4.19 Since UP and Bihar are among the poorest India's poorest areas. Government programs that were

and most populous states, India's anti-poverty cited as most visible and most beneficial to villagers in

programs should, if they were well targeted, achieve the sample communities included: (i) schools; (ii) the

broad coverage and function effectively in both of PDS; (iii) drinking-water schemes and (iv) irrigation

them. That is not the case. Incidence analysis (Annex investments. In contrast, researchers found Anganwadi

4.2) shows, on the contrary, that public works centers (ICDS) functioning in only a few of the study
programs and IRDP are only marginally targeted villages. In most, the aims of the ICDS program were

towards the poor in Bihar, and that PDS is used by poorly understood, and in none did informants say that

households across the income distribution. In UP, only they had received any significant benefit from an

public works programs serve the poor more than the Anganwadi Center. Supply of clean drinking water is

seen as a major success of government action

(primarily through the Minimum Needs Scheme).

Box 4 2: PRA participants' perceptXions of central However, poor women are often still required to walk

governmen povtrty-alleviatioo programs long distances to handpumps, and low-caste

A sudyof ovety n bckardares o UPandBihr, individuals must sometimes suffer humiliation when
/nitiated in early 1997, addressed a number of questions wells are located only in high-caste tolas.

Eualitatie phase of the study, PiRA methods and semi- 4.21 The most extensively used of the anti-poverty
strantured interviews wlre used in a sample of 30 programs, the PDS is nevertheless not well-targeted

illages locate in three districts in Soth Eastern .P towards the poor, a weakness that the advent of the
TPDS in 1997 may be remedying. PDS Fair Price

Cental Bliar(Jehnaba, Vasbal, Muger,and stores existed in every village the study covered, but
Saharasa). ~~~~~~~were nearly always to be found in the wealthier

communities within the village which may contribute

Use an Percption of Goernmet Prorams, to the diversion of the food subsidy to the non-poor.

awarenesso| theirentitlemnts to ani-povertprogram 4.22 Early evidence from the village studies
and services; (ii availability and functioning of various suggests that targeting measures taken under the TPDS

pereivd iporanc ofthee bnefts o. mprve hei may have at least significantly increased the amount of
welf!re levels. The mod.was administered.3.f&s :PDS foodgrains reaching the poor. BPL lists had been

ginpa ithn ech illge(cosisingof ndiiduls developed in the majority of study villages and new

ration cards (so-called red cards) actually distributed in

.po~r.wrn.n).Sem-stuctued ntevies wre lso over half of them. Many of the study respondents felt

.cmiied out w.jib.lower income individuals to bett that most of the poor-particularly the very poor-
Xiirderstan iheir felt needs for education~ hlt were included on the lists, although researchers also

understand.the.barriers.that.Ipre.Vent hoUs.dsfrom heard numerous reports of inappropriate inclusion and

utiUziag _~dsting scrvicesi exclusion. Nevertheless, TPDS suffers from many of
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the same implementation problems as its predecessor- that most but not all poor households were on the

the PDS. For example, the poor said they were IRDP list as were some of the non-poor, the benefit

discouraged from using the PDS by irregular hours of incidence analysis finding that IRDP finds went

store operation, lack of information about when rations mostly to rural middle income groups appears

would be available, insults from shopkeepers and high confirmed.

transport costs relative to expected savings. Poor
informants in UP complained that by the time they 4.25 The village studies found that IRDP loans
learn of a delivery, most of the grain has already been were virtually the only form of formal credit locally

distributed to the (wealthier) households living near the available to the poor. Village money lenders, an

shop. Sugar rations were rarely available, and many alternative source of credit but at premium interest

informants claimed to receive less than their full 10 kg rates (50 to 100 percent a year), tend to increase
allocation. interest rates according to the borrower's urgency and

desperation. Although few IRDP loans were reported

4.23 In contrast to the familiarity and near- in recent years, many people (poor and less-poor alike)

universal dissatisfaction with PDS, public awareness of in the study areas had taken them at some point over

the JRY and EAS programs as sources of employment the past 10 years. Few loan recipients, however, had
opportunities for poor villagers varied according to acquired (and retained) productive assets. A high
location. In most of the study areas, informants did not percentage of the loans underwrote consumption in the

know that the basic objective of these programs was to case of marriages, sickness and other surplus

provide employment security for them. Instead,
villagers perceive the JRY/EAS as infrastructure Box 4.3: Lkget te o n-poor dertie
projects to build roads, bridges, install hand-pumps and - -publiwb rks programs-
irrigate previously unproductive lands (through the mu f pl w o;-ective-

The instances of misuse of public,works obeetivt
Million Wells Scheme, previously part of the JRY). In a c the fng o -- - b i -niec.also: confirm: the JR4n gs of thi beneintMin&dence -
several cases, housing for SC/STs had been built under analysis. Since public wows are meant to :be'el-
the aegis of the JRY. As such, the programs were targeting its benefits: to the poor should have benl

. . hier than iose mdtea~~ted itable. 4.2.:1 . X ;liow- 
valued by the poor for improving village living E t t- employment impact of the employment generation
conditions and access to outside employment. In p.ograo waspervasivea t overed unde
Gorakhpur, where the JRY was seen as a program that the study. -in Allahabad District, -for exkimXle the

EAS wscarrying- out, constuction in- onlyonhad opened chances for new jobs for the rural poor- v-Elage designatd ua Ambskr villagei owey er,c
-village, -designated. an A-f 6rbdkatr viliage;. However, 

although women were generally excluded- there was -ore activity reported under t .

interviewers heard reports of misuse of JRY funds by Handpunmpshad beeninstaledl andvillage roads were
officials in some areas and in the EAS schemes. Work ibeing constructed or repaired inall.he villages utderi

the JRY, but little work lhad taken place dg 
on vanous projects was carried out by contractors y . n i. . two Years,, in tifiar village pathways iai--
using trucks and tractors instead of more labor- had been constructed, but rarely by .-laors from the
intensive approaches (Box 4.3). village itself. -In CSMN (previously Banrda) DitctY

-wells had been repaired and bridges built, but ai a -

4.24 Opinions on the IRDP are also mixed. The e a.nongthse ntr iewaiditeyh ivedemployment under these schemes In CSMN:isttic:-
village studies in UP and Bihar-like the incidence the researche were told that one ran ha-

analysis above-suggest that IRDP does benefit poor -. ecWed that a-pro hd -bee- e ected -;a-
scheduled tribe b.sAf (locality) :whenin fact it had

households, but not those at the very bottom of the o i his o - b. .nbecarri6d: out.i ilhis; ow uppeRaste;-basl: -i: .,
income distribution (i.e. the lowest quintile). The another reported insiance, villagers who had

credit-based and income means-tested IRDP studied in p some work under these progrm had not

Maharashtra, for instance, was found to be far less well- been d f it. i the-All vilages men
Eopined tat -employmet under -tese scbemes is

targeted than the state's Employment Guarantee Scheme pio ddolrh r;neronspor o

(Rural finance Report). Given the general consensus woer ill to sign forhge wages X t,o .
.hey atulyeeiyed+- 4 l--;..........:-:.. -;.
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expenditure. Numerous examples were cited of people 4.26 Because the 1993-94 NSS survey did not

imprisoned for defaulting on IRDP loans, and few include questions on participation in such anti-poverty

respondents expressed interest in obtaining new ones. programs as the ICDS and other rural infrastructure

Overall, access to IRDP loans has generally led to programs, it has not been possible to extend the benefit

more indebtedness rather than sustained income incidence analysis of the previous section to these

generation, and, as with public works programs, IRDP programs. Most evaluations concluded that the
has experienced significant leakages to the non-poor, performance of the program has been mixed. Program

particularly officials (Box 4.4). objectives are ambitious, resources are limited and

services are often stretched thin on the ground.

Evidence from UP and Bihar indicates that public
* o~ 4.4W ¢DivertingiRfliP funds : rto thenon r X awareness of the ICDS program is low. The reasons

Reprtsof orrpton nd ayofs o iddemei wre cited for the failure of the ICDS to operate were
p =rvasive, and few households;claimed to have strikingly similar across regions-lack of training of
utilized loans fo : prd v rpse. For instace, a Anganwadi workers, inadequate financing and

t sdsupervision and misuse of state-allocated funds and

of misconiictundW IRwD?~ h~t pexiled th targe food supplies. Recruitment practices were also
igr6tipi Bwhksin _ 1 deducted criticized. For example, in some cases, the daughters-

wer= told or perceived that rin-law of rich families were recruited for a task they

* thia~~etpr~pay~ could not perform as they remain veiled whenever they
are outside their homes. Despite extensive spending on

-dditionally nuddlem~n ka~tu~ed ~ubs~ies them, Anganwadi Centers almost everywhere were
Ct.dit-b2sed anti poverty pr$raniL, ~ffectily found to be falling short as providers of early

of3l2 "weak" borrowers in Tarnil Nadu t ,jm Xl ~ childhood education.

niiSney" amounting to ws~*21 for every Rs lOQ ~ 4.27 Weaknesses were identified in the

- ~prted- "workg fr ~hsubi4y nd toduingimplementation of the program in many locations.
~ui~~ moey?'in 4diton t ~oerin nor~af Over one-third of AWWS, for example, were found to
expeses - uch"fled' tin~ci~nCoss, venJf~ be unable to perform the growth monitoring function

X legiiCimate \~.rer no~ jnily, ~hi~h ~but~ ~er~itl~ that is critical to identifying children in need of

g -~ -~- - supplemental nutrition. Although ANMs provided
~~ ~~~ ~~~; ~~~~ inmmunization support to 80 percent of Anganwadis,

~~ eli~~~~~ili~~~~' ~ few received support in identifying children at risk or

t|ri~ -- Their participation In of canie~ health education. In some cases, an overburdened and

;bfficia~s ~o repa~iieptreco~ds ~'~O services as outreach or health education in order to

Ihe loan M in;h!_6tiui ~f~ba~ ~lie ~ fulfill the basic feeding, weighing and childhood
education requirements of her position. The

synergistic character of the ICDS program suffers
_______ w m-, ,,when any of its components is short-changed or

~ ~ ~lteWa;c~ ~ abandoned. Other studies have concluded that children
i~~e~sei~~ ~r~~k&ni~r ~ ~ spend most of their time sitting or sleeping, crowded

- ~~~~~~~~~into a dark room with little pre-school education
provided (Martorell in Young, 1997). And the

program as a whole is bypassing those most
vulnerable: children under the age of two and pregnant
women.
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4.28 While not functioning as a part of India's food 4.31 Anti-poverty program failures: the non-poor

security system because grain rations of 3 kilos each go to the head of the line, the poor to the back

month are too low and supplies are not linked to needs Describing what has gone wrong makes it easier to

or shortages, the Mid-Day Meals Program does appear suggest directions for reform. The benefit incidence

to be providing an incentive for poor households to analysis set out in this chapter, for instance, suggests

send their children to school. that the non-poor have been able to capture significant

shares of the resources flowing through these programs
What reforms can best reduce non-poor capture of while the poor, the intended beneficiaries, only begin
program benefits?..

to participate as spending rises. The geographic

pattern of participation by quintile suggests that

4ill29s Reformdia'sstrategyforreducing Atoverty PT e t although high marginal gains to the poor emerge later,
pillars of India's strategy for reducing poverty are thno-oredtobtefistoeeitwna
accelerated and sustained labor-intensive growth and nonram i ted. Thirstewe besult whe a

investment in developing human capital. Designed to program is introduced. This skewed result is due either
to imperfect targeting or to varying costs. In the first

provide supplementary but important support to that
case, the government either lacks the information and

central effort, the various anti-poverty programs incentive structure to target perfectly or finds it

consume significant resources but yield little gains in p n
raising the living standards of the poor. Because of the

support of the non-poor through perfect targeting of

unsustainable fisrealcosngthe and the disa intig the poor. The second factor applies when costs and
performance~~~~~~~ inrahnhh or,tegvrmn enefits of program participation vary with the scale of

already has started to look at options for streamlining the program and its location. Social programs
functioning and targeting. Such is the intent of the invaram varios ocots on. prcipa suchras
redesigned PDS and the recommendations for reforms inaning throug fes, tnsporticosts or
contained in the approach paper to the Ninth Five Year c osthof ting publicogas by
Plan. opportunity cost of participating in pubhc programs by

attending a nutrition center or sending a child to

4.30 The reformn options suggested in the approach school, or hidden costs such as bribes paid to secure

paper, however, are too modest. They envision only access to programs. Since poor areas are often more

marginal improvements in the cost effectiveness of remote, initial placement there will tend to be lower.

anti-poverty programs that beg for a thorough-going 4.32 The results from the surveys on the social and

overhaul. Three kinds of flaws, in particular, need to economic determinants of poverty in India's most

be remedied. First, the programs are still burdened by backward rural areas-South and Eastem UP and

multiple and sometimes conflicting objectives between North and Central Bihar-confirm the conclusions
serving the poor, stabilizing commodity prices or above in three broad findings. First, overwhelming

building rural roads. Second, the problems that the evidence shows that many of the resources intended to
programs are designed to address (i.e. widespread be spent on anti-poverty programs have been diverted
poverty, malnutrition, mass illiteracy) are too massive

to serve the needs of the rural elites (Boxes 4.3 and
to be resolved through public resources allocated to 4.4). Second, th. expected positive impacts of

these programs, however efficient resource use is; and, decentralization on targeting and effectiveness of anti-

third, many anti-poverty programs have become highly poverty programs have yet to be fully realized in the
politicized. India's complex socio-political study areas. Poorer/lower caste members of the

environment makes it very difficult to change existing community who felt they had far more knowledge in

programs, as shown during the effort to reform the the choice of what would benefit them most still lacked
PDS. the political power to shift spending patterns to their

benefit. Third, an ongoing economic and to some

extent social transformation in the study regions has
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caused the poor to depend more rather than less on 4.34 To be effective, safety nets need to be part
government-financed safety nets and welfare schemes. and parcel ofpolicies for human capital development.

The absolute ascendancy of the upper castes is slowly The effectiveness of public policies in reducing

being eroded; the traditional or jajmani system is on poverty and household exposure to risk depends to a

the wane; attached labor is now less common than free large extent on policy actions in other areas. The

(casual) labor in many of the areas studied. Many of evidence in this report shows that poor households lack

the poor now aspire to jobs outside the village and access to basic social services crucial to their capacity

outside the land-based agriculture sector. While this to contribute and benefit from growth through higher

freedom allows casual laborers to negotiate with productivity and earnings. Their children are less

various employees and to seek higher wages, it has also likely to be in school (Chapter 2), more likely to be

shrunk credit opportunities (e.g. from landlords) and malnourished and more prone to life-threatening

other traditional safety nets within the village. Not diseases (Chapter 3). Yet, as this report shows,

only do the poor look more to government for social spending on primary education could be more effective

protection, but government's ability to respond to these in reducing poverty than any of the anti-poverty

needs may have an important role in facilitating this programs. Giving a mother primary education may do

economic transition. more, studies show, to raise her child's nutritional

status than providing food subsidies to raise household
Options for reform food intake. All these findings bring into sharp focus

the fact that the effectiveness of safety nets is
4.33 Safety nets have a key role in achieving protecting the poor depends heavily on that of the
poverty reduction, but India urgently needs to deieyosuhccalercsasdctonwtr
formulate an anti-poverty strategy that is fiscally adesanitton and publiche ta eareono ster

sustainable. To increase their cost effectiveness and . .
- ~~~~~~part of the safety nets. In addition, even actions such

extend their outreach to the really poor, safety nets
as improving the cost effectiveness of food-based

need to be targeted to those who cannot participate im
transfers that are part of the safety net systems are also

the growth process because of physical handicaps dependent on improving the functioning of food

combined with poverty or continuing exposure to market o incre spnd loe prices o that

uninsured risk. Further research in this area is crucially por househ s, among ohr gain grea food

needed to design such a strategy. The findings of the security.

average benefit incidence analysis suggest that the poor

are highly represented among the beneficiaries of 4.35 Sustained, labor-intensive economic growth,

public works programs. Expanding such programs accessible, good quality health care and education are,
further (preferably through a reallocation of spending as previous chapters of this report argued, key policy

away from the less effective poverty programs), would ingredients of any effective, long-term, anti-poverty

increase the benefits to the poor more than what the strategy. As to short-run actions to reduce the

average incidence suggests. The marginal incidence insecurity of poor households, it is urgent to

analysis by making it possible to assess the consolidate all existing central-and state-sponsored

distributional impacts of changes in the levels and schemes into a single, two-faceted approach: (i) one

allocations of spending on the three anti-poverty public works program a la JRY or EAS; and (ii) food-

programs provides the beginning for a firm foundation linked transfers (experimenting with alternative

for building safety net programs that can, through transfer channels such as the TPDS, possibly the ICDS,
effective targeting to the genuinely needy, make them or the public works and social security programs). For

fiscally sustainable. Effective targeting need not be the rest, some of the costliest and less effective anti-
exclusive. targeting. Some level of spillover to the poverty programs need to be eliminated; others could
non-poor is unavoidable if political support for such be merged into these two sub-components.

programs is to be maintained.
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4.36 Since unemployment insurance was not a
feasible way of dealing with rural unemployment, Box 4.5: What makes a good workfare scheme?
India used labor-intensive public works programs to Experience with workfare schemes for poverty
steer income to households at risk. These programs reduction in India has been diverse; some have proved
have less exacting financial requirements than effective in raising incomes of the poorest and at times

of need; others have been far less effective. To achieve
unemployment insurance schemes, have limited the potential for this class of anti-poverty interventions
disincentive effects, and are comparatively easy to it is recommended that:
administer (partly because they are based on a simple * The wage rate should be set at a level which is no
"self-selection" mechanism). India would therefore h t thigher than the prevailing market wage for
gain by keeping such programs but consolidating them unskilled manual labor in the setting in which the
into a single public works venture along the lines of the scheme is introduced.
JRY or ESAS (Box 4.5) whether its aim is to reach the * Restrictions on eligibility should be avoided;

willingness to work at this wage rate should
poor in rural or in urban areas. ideally be the only requirement for eligibility.

* If rationing is required (because demand for work
4.37 The usefulness of keeping the DWCRA as a exceeds the budget available at the wage set) then

the program should be targeted to poor areas, as
credit-based anti-poverty program should be re- indicated by a credible "poverty map". However,
examined in light of the proposal to reform the IRDP flexibility should be allowed in future budget
and rural credit markets (Rural Finance Report, 1998), allocations across areas, to reflect differences in
TRYSEM, and SUWE should be integrated with demand for the scheme.

* The labor intensity (share of wage bill in total
education and vocational training and no longer cost) should be higher than normal for similar
managed as safety net programs. All other "public projects in the same setting. How much higher
works" type programs such as schemes for urban wage will depend on the relative importance attached to

immediate income gains versus (income and
employment, NRY, IAY, SHASU, and MWS should other) gains to the poor from the assets created.
all be consolidated into either a JRY or EAS-type * The projects should be targeted to poor areas and
workfare scheme (Table 4.4). Political considerations should try to assure that the assets created are of

exceted,thiscos-effctiv conoliatio-if RIsvalue to poor people in those areas. Anyexcepted, this cost-effective consolidation-if PRls exceptions-in which the assets largely benefit
manage the programs at the local level-should in fact the non-poor-should require co-financing from
simplify their implementation and monitoring by a the beneficiaries with such funds going back into
single agency. It should help to reduce red tape, the budget of the scheme.

. Performance should be monitored, using careful
administrative and monitoring overhead and the costs independent evaluations.
of targeting, since the task of monitoring eligibility is
likely to be more feasible and less costly at the local Source. Martin Ravallion, "Appraising Workfare

Programs", Development Research Group, World
level with community participation. Bank.

Food-linked transfer programs
half price to the poor (theoretically those with ration

4.38 Retargeted PDS. Recent government efforts cards) and at the regular price to the non-poor. Given
to retarget the previously universally provided food past experience with similar arrangements for kerosene
subsidy (on rice and wheat) to those below the poverty and cooking oil (Radhakrishna & Subbarao, 1997), it is
line is a step in the right direction as far as targeting is unrealistic to expect anything but high levels of fraud.
concerned. While there is some evidence that the poor Although the central government plans to enforce strict
are gaining, TPDS will probably continue to subsidize monitoring, such control is likely to be difficult and
the non-poor as well. One drawback that invites abuse administratively costly.

and diversion of grains from the poor to the non-poor 4.39 There are increasing calls within India to
under the current TPDS is the expectation that the only Those are most cons withe po
retail dealer will supply the same variety of grain at choose only those foods most consumed by the poor

(such as coarse grains and unreffned sugar) as transfer
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instruments for the poor. The evidence is however could be allowed to compete in the market and could

mixed. Results from the qualitative surveys carried out (because of its scale), over time, become an effective
in four states in India in 1996 and more recently in player in the market. Its new role could be to stabilize

Bihar and UP show that the poor produce rather than the price of foodgrains within a band, and to maintain
actually buy these commodities which are not widely strategic buffer stocks or equivalent foreign exchange.
marketed. In addition, the short shelf life of coarse Second, that the subsidy cost saving (as FCI goes out

cereals makes storage problematical, and government of procurement operations) could be distributed to
intervention in the unregulated coarse grain market PRIs in the form of food stamps or vouchers or as a
would not be desirable. When all these considerations conditional cash grant. The poor-identified by

are combined with the evidence from the benefit PRIs-could be given these vouchers to be exchanged
incidence analysis, the highest gains to the poor would for food or, if resold, to make an equally worthwhile

seem to come from (i) subsidizing only rice, wheat and cash transfer. Another easy to implement option
kerosene (for environmental considerations) under the would be to link the food voucher program with other
TPDS; (ii) phasing out completely the second and programs such as JRY/EAS or a nutrition program
untargeted channel of the PDS; and (iii) shifting such as ICDS in regions where it is working. These
progressively more public spending from food measures are most likely to ensure targeting without
subsidies to public works programs. incurring additional costs. At the same time the poor

may be given some choice in the type of grains they
4.40 While better targeting will help improve cost want to purchase as well as the retail outlets they
effectiveness of food subsidy programs, it will not be patronize so as to preclude shop keepers'
sufficient by itself The transfer mechanisms under discriminating against lower castes-a practice
which such subsidies are delivered to the target group identified in qualitative surveys as an obstacle between

matter as well. The study by Radhakrishna & the poor and their share of subsidized food.
Subbarao (1997) identifies a number of transfer
channels under which the food subsidy program could 4.41 While the poor would benefit from better
be made more cost effective. The study recommends targeting of subsidies, they and India would benefit
first a reduced role for the Food Corporation of India even more from a comprehensive reform of

(FCI), with government controls being phased out over agricultural policies as discussed in Chapter I. Such
grain markets as well as procurement operations. FCI change is essential to broaden the base of growth,

g t}i a gaiCSSXX~~~~~~~~"', a3i. SSNII - SH _ w i 11 I: - 'gw, IK -Ai * XXTable~ ~ Ytnsl ~;*pdaiisecurityM'

Jawahar Rozgar Yojana (JRY) 25.46 33.06 35.35 29.55 16.55 19.53

Indira Awas Yojana (IAY) .. . 4.92 11.94 11.44

Million Wells Scheme (MWS) .. .. .. 2.11 3.88 3.73

EmploymentAssurance Scheme (EAS) .. 6.00 11.40 18.16 18.40 19.05

Integrated Rural Development Programme (IRDP) 3.76 6.17 6.25 6.40 5.90 5.16

Training of Rural Youth for Self-Employment (TRYSEM) 0.08 0.08 0.09 0.14 0.14 0.46

Development of Women and Children in Rural Areas (DWCRA) 0.13 0.21 0.31 0.65 0.65 0.62

Nehru Rozgar Yojana'(NRY) 0.71 0.75 0.70 0.68 0.50 0.31

PM's Integrated Urban Poverty Eradication Program .. .. .. 1.00 0.71 0.32

Swama Jayanti Shahari Rojgar Yojana (SJSRY) .. .. .. . .. 1.03

Scheme of Urban Wage Employment 0.01 .. ..

Public Distribution System (Total Civil Supplies) 0.18 0.18 0.41 1.49 0.99 0.42

Food Subsidy (PDS) 28.00 55.37 51.00 53.77 60.66 75.00

Supplementary Nutrition Program 0.25 .. ..

Mid-Day Meal Scheme .. .. .. 6.12 8.00 10.70

Integrated Child Development Services (ICDS) 4.01 4.73 5.37 6.69 6.82 8.35

Total 62.57 106.55 110.88 131.68 135.14 156.12

* All numbers are revised estimates.

Source: Union Budget, Expenditure Budget volume II, various years.
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increase agricultural productivity, and improve the (Levinson, 1998) can finance this additional worker,

living standards of India's poor, of whom the vast the study argues. Other alternatives under

majority lives and works in rural areas. consideration include community financing of part of

the ICDS cost and reducing the food costs which
4.42 As discussed earlier in this chapter, the represent around 70 percent of ICDS unit cost, as the

Integrated Child Development Services (ICDS), Tamil Nadu nutrition program has successfully done.

should be strengthened to become a truly effective The forthcoming study also suggests supplementing
Early Child Development Program (ECD). For years, ICDS formal center-based activities with home visits.

the ICDS has focused on promoting cognitive A cadre of workers-well trained and linked to

development in children 3-5 years of age. As with women's groups and schools-could assist nutrition

Head Start in the United States, judging its success is and health personnel in promoting effective solutions

difficult based on existing evaluations studies to nutritional and health needs while fostering

(Martorell in Young, 1997). Efforts are currently psychosocial development (Martorell, 1997).

underway both to increase the program's cost
effectiveness and to widen coverage. However, 4.44 All suggestions for reform need to be

widening coverage should not be identified with grounded in solid cost-benefit analysis for each option

universalization of the program, as currently proposed before specific recommendations for change can be

by the authorities. Considerable scope still exists for fully endorsed. It is important to avoid adding new

expanding community participation in the management programs to correct the inefficiencies of existing ones

of the program and monitoring of its impact and which, in India, as elsewhere are notoriously difficult

benefits. There is also a need to re-examine the to abolish or change. Before deciding on any

usefulness of having both the AWW and subcenter alternative, the following questions need to be
health worker both carrying out the same functions of answered: can home visits be more effective than

health education and nutrition. center-based ones? Can good nutrition be provided
best by assuring adequate food distribution, by

4.43 A forthcoming World Bank review of India's providing food stamps, making food-for-work

nutrition programs will suggest specific reforms to programs available or improving general adult literacy
consolidate the many nutrition programs (including the programs, particularly for women? Are school feeding

PDS and mid-day meals program) and align them to programs preferable to mothers' education programs,

advance a more coherent nutrition strategy along the as more effective means of promoting nutrition?

malnutrition causality model disseminated by

UNICEF. The study proposes a radical restructuring 4.45 CONCLUSION: Anti-poverty programs that

of the ICDS on the grounds that incremental changes in either do not reach the poor or that bestow a
the areas of training, supervision and monitoring and disproportionate share of their benefits on the non-poor

evaluation, vital as they are, will not be sufficient to are programs in urgent need of reform. The majority
overcome the basic structural inconsistency of ICDS. of India's safety-net initiatives are misusing scarce

The scheme seeks to carry out two quite distinct sets financial resources that could be best invested to

of tasks in one program with one worker-too many increase the poor's access to health and education

objectives and too few instruments. Given the choices services that have been shown to equip the poor to help

available to address this problem, provision of a second themselves. Reform is not needed for its own sake but

worker, the study concludes, appears as the most cost for the sake of India's poor and in the interests of

effective option. Savings gained from shifting having them both contribute to the growth process and

resources for example from the PDS to the ICDS benefit from it.
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Table 1: State poverty rates
Total Rural Urban

State - IC1 PGI SPGI HCI PGI SPGI HCI PGI SPGI

Punjab 11.46 1.84 0.46 11.69 1.90 0.48 10.90 1.69 0.40
Andhra Pradesh 21.87 4.54 1.48 15.89 2.88 0.86 38.82 9.27 3.20
Gujarat 24.15 4.77 1.42 22.16 4.07 1.16 28.28 6.22 1.96
Kerala 25.12 5.59 1.86 25.38 5.61 1.84 24.31 5.53 1.88
Haryana 25.22 4.94 1.51 28.26 5.60 1.74 16.47 3.05 0.85
Rajasthan 27.46 5.62 1.72 26.40 5.21 1.55 31.02 7.00 2.24
Himachal Pradesh 28.58 5.19 1.50 30.36 5.55 1.61 9.26 1.25 0.26
Kamataka 32.91 7.73 2.69 30.11 6.27 2.01 39.90 11.36 4.36
Tamil Nadu 35.40 8.33 3.00 32.95 7.30 2.49 39.92 10.23 3.92
Maharashtra 36.82 9.61 3.65 37.91 9.28 3.34 34.99 10.15 4.15
West Bengal 36.94 7.42 2.21 41.18 8.29 2.45 22.95 4.55 1.41
Assam 41.09 7.46 2.00 44.91 8.21 2.20 7.93 0.92 0.22
Uttar Pradesh 41.55 10.23 3.50 42.32 10.37 3.53 35.10 9.03 3.26
Madhya Pradesh 42.46 10.40 3.68 40.75 9.48 3.26 48.08 13.43 5.05
Orissa 48.64 11.89 4.10 49.81 11.96 4.07 40.64 11.41 4.29
Bihar 55.15 13.83 4.77 57.95 14.66 5.06 34.84 7.86 2.63

All India 36.13 8.42 2.86 37.07 8.43 2.80 33.06 8.38 3.07

Note: HCI: Headcount Index; PGI: Poverty Gap Index; SPGI: Squared Poverty Gap Index.
Source: Tabulations from Haque, Lanjouw and Ravallion, 1998 - A Profile of Poverty for India 1993-94.

Table 2: Proportion literate aged 7+$ 1993-94

Total male Female::;,

St-t- Urban --Rural - -- Total Urban Rural Total Urban Rural Total

Kerala 93.4 91.0 91.6 96.8 94.4 95.0 90.2 89.8 88.5

Asssam 87.6 68.3 70.4 92.0 76.4 78.1 82.6 58.5 61.2

Maharashtra 82.9 58.9 68.1 90.0 72.7 79.5 75.0 44.8 56.1

Himachal 87.4 65.8 67.7 92.5 76.7 78.3 80.7 55.9 57.7
Pradesh
TamilNadu 80.1 59.0 66.5 88.1 72.2 77.9 72.2 46.2 55.4

Gujarat 81.2 55.8 64.2 88.9 69.7 76.0 72.9 40.9 51.4

West Bengal 82.0 57.7 63.7 87.6 68.2 73.2 75.4 46.7 53.5

Punjab 78.9 55.2 62.1 83.4 62.1 68.4 73.9 47.8 55.3

Haryana 76.4 55.3 60.9 83.7 69.1 73.0 67.7 39.7 47.0

Karnataka 76.4 49.0 57.0 83.7 60.3 67.3 68.6 37.6 46.4

Orissa 75.9 47.5 51.2 84.3 60.0 63.3 66.5 34.9 38.9

Madhya 75.2 40.9 49.1 85.0 55.2 62.4 64.0 25.4 34.5
Pradesh
Andhra 70.0 38.8 47.0 79.7 50.7 58.4 60.0 27.1 35.6
Pradesh
Uttar Pradesh 66.7 43.7 46.2 75.6 59.2 61.1 56.6 26.5 29.8

Rajasthan 68.3 37.1 44.4 80.6 55.6 61.5 54.6 16.8 25.7

Bihar 69.7 39.0 42.9 80.1 54.0 57.5 56.8 22.3 26.4

All India 77.4 49.8 56.5 85.2 62.9 68.4 68.9 36.1 43.9

Source: Haque, Lanjouw and Ravallion, 1998.
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Andhra Pradesh Coast 24.05 5.14 1.72 17.07 3.23 1.00 43.45 10.46 3.60
Andhra Pradesh In Nth 18.22 3.39 1.00 13.92 2.25 0.60 30.60 6.69 2.10
Andhra Pradesh In Sth 20.75 4.54 1.44 12.97 2.17 0.50 44.62 11.83 4.20
AndhraPradesh SW 26.92 6.20 2.25 20.85 4.35 1.40 43.07 11.17 4.30
Assam Hills 38.30 5.23 0.99 41.43 5.64 1.00 3.55 0.77 0.10
Assam Plains E 33.49 6.15 1.67 37.06 6.86 1.80 3.50 0.24 0.00
Assam Plains W 46.04 8.42 2.28 50.04 9.23 2.50 11.05 1.36 0.30
Bihar Cent 51.04 12.54 4.27 53.57 13.23 4.50 35.42 8.34 2.80
BiharNth 58.04 14.63 5.11 58.63 14.82 5.10 49.23 11.95 4.20
Bihar Sth 55.36 14.05 4.82 62.25 16.17 5.50 26.51 5.23 1.50
Gujarat Dry Areas 26.17 4.78 1.34 26.35 4.46 1.10 25.27 6.35 2.00
Gujarat East 26.32 5.51 1.59 25.54 5.41 1.50 33.90 6.57 1.80
Gujarat Plains Nth 25.80 4.93 1.43 23.31 3.84 0.90 29.17 6.41 2.00
Gujarat Plains Sth 23.75 5.22 1.69 26.19 5.31 1.50 20.16 5.09 1.80
Gujarat Saurashtra 19.67 3.73 1.18 12.21 2.06 0.70 32.60 6.64 1.90
Harayana East 28.04 5.41 1.70 32.46 6.36 2.00 17.43 3.14 0.90
Harayana West 20.53 4.16 1.20 22.11 4.50 1.30 14.09 2.80 0.70
Himachal Pradesh 28.58 5.19 1.50 30.35 5.55 1.60 9.26 1.25 0.20
Kamataka Coast/Ghata 10.48 1.70 0.45 8.95 1.31 0.30 15.51 2.99 0.90
Karnataka Isle East 19.52 4.07 1.39 14.54 - 2.59 0.80 37.14 9.31 3.10
Karnataka Isle Nth 42.61 10.80 3.95 37.88 8.31 2.70 57.45 18.65 7.80
Kamataka Isle Sth 29.29 6.11 1.91 29.59 5.79 1.70 28.79 6.64 2.10
Kerala Nth 27.94 6.65 2.31 27.78 6.82 2.40 28.43 6.09 1.90
Kerala Sth 23.30 4.91 1.57 23.77 4.81 1.40 21.91 5.20 1.80
Madhya Pradesh Central 50.46 13.58 5.02 49.40 11.91 3.90 52.72 17.17 7.20
Madhya Pradesh Chattisgarh 44.39 9.09 2.75 44.42 8.58 2.40 44.24 11.52 4.00
Madhya Pradesh Malwa 33.51 7.41 2.39 27.83 5.52 1.60 45.51 11.40 3.80
Madhya Pradesh North 23.50 5.67 1.95 16.57 3.55 1.10 44.14 12.01 4.30
Madhya Pradesh Sth 47.64 12.61 4.61 46.43 11.80 4.20 50.71 14.69 5.50
Madhya Pradesh Sth/W 65.84 22.11 9.90 67.82 22.63 10.10 56.75 19.75 8.90
Madhya Pradesh Vindhya 38.70 8.33 2.57 36.72 7.70 2.30 50.85 12.25 3.90
Maharashtra Coast 13.31 2.41 0.67 15.22 2.50 0.60 12.45 2.37 0.60
Maharashtra East 49.80 10.91 3.54 49.30 10.66 3.40 52.72 12.38 4.30
Maharashtra Inland Cent 52.44 17.51 7.85 49.79 15.91 6.80 61.54 23.04 11.10
Maharashtra Inland East 52.61 14.49 5.46 49.11 11.49 3.60 59.03 20.02 8.70
Maharashtra Inland Nth 50.31 12.52 4.47 47.30 10.92 3.60 58.48 16.87 6.70
Maharashtra Inland W 29.30 6.40 2.19 24.92 5.00 1.60 40.17 9.90 3.60
Orisa Coast 45.57 10.67 3.47 45.33 10.33 3.31 47.23 13.07 4.50
Orissa Nth 43.95 10.20 3.49 45.87 10.55 3.54 32.45 8.15 3.10
Orissa Sth 66.07 18.46 6.99 68.84 18.86 7.06 41.94 15.06 6.30
Punjab Nth 7.64 1.10 0.27 7.32 1.07 0.26 8.32 1.16 0.20
Punjab Sth 16.96 2.89 0.73 17.41 2.98 0.77 15.60 2.65 0.60
Rajasthan NE 22.00 4.65 1.47 17.85 3.46 1.05 33.55 8.00 2.60
Rajasthan SE 35.86 8.52 2.81 33.94 7.92 2.56 42.76 10.68 3.70
Rajasthan Sth 44.11 9.33 2.79 46.30 9.77 2.89 26.59 5.89 1.90
Rajasthan W 24.86 4.26 1.18 25.32 4.27 1.19 23.33 4.26 1.10
Tamil NaduCoastNth 41.87 10.49 4.02 44.26 10.47 3.72 38.53 10.52 4.40
Tamil Nadu Coastal 26.05 5.58 1.90 20.80 4.01 1.32 43.00 10.69 3.70
Tamil Nadu Inland 25.54 4.76 1.38 22.15 3.94 1.13 32.02 6.32 1.80
Tamil Nadu South 40.97 10.22 3.71 37.20 8.72 3.05 48.36 13.18 5.00
Uttar Pradesh Central 48.29 13.28 4.84 50.23 13.78 5.01 33.85 9.52 3.50
Uttar Pradesh East 48.11 11.80 3.97 48.78 11.98 4.03 38.62 9.36 3.10
Uttar Pradesh Himal 23.56 4.25 1.06 24.83 4.36 1.08 12.66 3.25 0.80
Uttar Pradesh Sth 68.21 20.28 8.10 67.36 20.17 8.09 74.36 21.06 8.10
UttarPradesh West 29.55 6.32 1.98 29.29 6.08 1.85 31.12 7.74 2.70
West Bengal Cent Plains 26.29 5.45 1.70 31.41 6.74 2.10 18.23 3.43 1.00
West Bengal East 45.96 9.77 3.03 47.49 10.15 3.14 35.14 7.12 2.20
West Bengal Himal 55.51 11.10 3.10 58.42 11.56 3.19 32.62 7.48 2.40
West Bengal W Plains 40.82 7.13 1.89 40.73 6.93 1.81 41.78 9.32 2.70
Source: Tabulations from Haque, Lanjouw and Ravallion, 1998 - A Profile of Poverty for India 1993-94.
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Table 4: State povertyratey; - ranking _ _ - _

Total Rural Urban,
State HCI PGI SPGI HCI PGI. SPGI -HCI PGI SPGI
Ranked by Head Count Index
Punjab 16 16 16 16 16 16 14 14 14
Andhra Pradesh 15 15 14 15 15 15 5 6 7
Gujarat 14 14 15 14 14 14 10 10 10
Kerala 13 11 10 13 10 10 11 11 11
Haryana 12 13 12 11 11 11 13 13 13
Rajasthan I1 10 1 1 12 13 13 9 9 9
Himachal Pradesh 10 12 13 9 12 12 15 15 15
Karnataka 9 7 7 10 9 9 4 3 2
Tamil Nadu 8 6 6 8 8 6 3 4 5
Maharashtra 7 5 4 7 5 4 7 5 4
West Bengal 6 9 8 5 6 7 12 12 12
Assam 5 8 9 3 7 8 16 16 16
Uttar Pradesh 4 4 5 4 3 3 6 7 6
Madhya Pradesh 3 3 3 6 4 5 1 1 1
Orissa 2 2 2 2 2 2 2 2 3
Bihar 1 1 1 1 1 1 8 8 8
Ranked by Poverty Gap Index
Punjab 16 16 16 16 16 16 14 14 14
Andhra Pradesh 15 15 14 15 15 15 5 6 7
Gujarat 14 14 15 14 14 14 10 10 10
Haryana 12 13 12 11 11 11 13 13 13
Himachal Pradesh 10 12 13 9 12 12 15 15 15
Kerala 13 11 10 13 10 10 II 11 II
Rajasthan 11 10 11 12 13 13 9 9 9
West Bengal 6 9 8 5 6 7 12 12 12
Assam 5 8 9 3 7 8 16 16 16
Kamataka 9 7 7 10 9 9 4 3 2
Tamil Nadu 8 6 6 8 8 6 3 4 5
Maharashtra 7 5 4 7 5 4 7 5 4
Uttar Pradesh 4 4 5 4 3 3 6 7 6
Madhya Pradesh 3 3 3 6 4 5 I I I
Orissa 2 2 2 2 2 2 2 2 3
Bihar I 1 1 1 1 1 8 8 8
Ranked by Squared Poverty Gap Index
Punjab 16 16 16 16 16 16 14 14 14
Gujarat 14 14 15 14 14 14 10 10 10
Andhra Pradesh 15 15 14 15 15 15 5 6 7
Himachal Pradesh 10 12 13 9 12 12 15 15 15
Haryana 12 13 12 11 11 11 13 13 13
Rajasthan 11 10 11 12 13 13 9 9 9
Kerala 13 11 10 13 10 10 11 11 11
Assam 5 8 9 3 7 8 16 16 16
West Bengal 6 9 8 5 6 7 12 12 12
Kamataka 9 7 7 10 9 9 4 3 2
Tamil Nadu 8 6 6 8 8 6 3 4 5
Uttar Pradesh 4 4 5 4 3 3 6 7 6
Maharashtra 7 5 4 7 5 4 7 5 4
Madhya Pradesh 3 3 3 6 4 5 1 1 1
Orissa 2 2 2 2 2 2 2 2 3
Bihar I I I I I 1 8 8 8
Source: Tabulations from Haque, Lanjouw and Ravallion, 1998 - A Profile of Poverty for India 1993-94.
Ranked by decreasing order of performance.
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By Quintile
I 68.01 45.48 50.34 69.52 53.29 56.72 66.47 37.12 43.58
2 79.00 58.16 61.73 80.02 64.82 67.51 77.72 50.57 55.06
3 84.39 65.64 69.09 85.06 71.46 73.89 83.79 58.82 63.58
4 85.44 72.31 74.85 86.60 76.67 78.58 84.35 67.30 70.62
5 90.80 77.18 81.31 91.48 80.08 83.55 90.01 73.79 78.67

By State
AndhraPradesh 78.81 58.54 63.69 80.60 64.61 68.80 77.00 52.82 58.76
Asssam 82.66 75.96 76.46 80.70 77.88 78.06 84.44 73.70 74.63
Bihar 70.64 49.12 51.60 72.16 57.20 58.88 68.94 38.71 42.31
Gujarat 84.72 71.07 75.17 85.14 77.31 79.58 84.29 63.86 70.23
Haryana 79.34 69.00 71.50 75.32 74.71 74.86 84.38 62.08 67.40
Himachal Pradesh 94.12 90.09 90.35 92.89 92.22 92.27 95.51 88.01 88.47
Karnataka 83.06 70.80 74.09 85.45 76.39 78.77 81.03 64.91 69.33
Kerala 93.75 92.82 93.01 93.07 93.16 93.14 94.49 92.46 92.87
Madhya Pradesh 80.28 54.60 60.32 81.21 60.28 64.92 79.24 48.16 55.13
Maharashtra 85.45 74.10 77.94 87.45 78.74 81.66 83.50 69.08 74.00
Orissa 70.46 52.78 54.72 71.67 57.19 58.80 69.18 48.24 50.50
Punjab 84.87 78.07 79.98 84.69 79.80 81.17 85.08 75.97 78.55
Rajasthan 71.47 47.95 52.82 76.06 62.76 65.54 65.79 30.21 37.48
Tamil Nadu 91.17 83.52 86.08 91.02 86.94 88.36 91.33 80.07 83.67
Uttar Pradesh 68.40 54.16 55.62 72.02 62.93 63.84 64.28 43.44 45.64
West Bengal 79.99 60.80 64.30 82.26 62.94 66.65 77.25 58.54 61.76

All India 65.26 80.43 61.28 70.31 81.67 67.34 59.56 79.09 54.41
Source: Tabulations from Haque, Lanjouw and Ravallion, 1998 - A Profile of Poverty for India 1993-94.



ANNEX 2: DERIVING THE ECONOMIC STATUS INDEX
From Filmer and Pritchett (1998)

Generation of the wealth index 4. In this analysis, we implement a different

approach, which is to use the statistical procedure of
1.' A major challenge in estimating the influence of principal components. Principal components is a
the various factors affecting the enrollment decision is technique for extracting a small number of variables
a household's economic position yet the NFHS did not that best represent the common information in a larger
collect information on household consumption set of related variables. Intuitively, principal
expenditures or household income. However, the components reduces the N asset variables to a smaller
NFHS did inquire about household ownership of number, q, by creating a series of linear combinations
various assets and characteristics of the household's of the N variables. The first principal component is
dwelling and these variables can be used to create an created by choosing weights for each of the variables
index which proxies for household "wealth" or to create an index that captures the greatest amount of
economic status. conmmon information. We assume that what causes the

t, greatest amount of common variation is a household's
2. Suppose the enrollment of a child in the j wealth, sothatanindexbasedonthe weights generated
household is given by host of factors that can for by principal components is a good proxy for a
expository convenience be divided into household household's long-run economic status.
wealth, other household factors (parents education,
land ownership) and non-household specific factors of 5. In forming the index we use twenty one of the
all types (school availability, school quality, etc.). The NFHS asset questions which can be grouped into three
"wealth" of the household is not observed but a set of types. First, eight questions about household
N asset variables AJ are. The problem is how to form a ownership of certain consumer durables (clock/watch,
linear index of the N asset variables to adequately bicycle, radio, television, bicycle, sewing machine,
proxy for household wealth in explaining enrollment. refrigerator, car). Second, twelve questions about

characteristics of the household's dwelling (three about
3. There are three solutions that have been used in toilet facilities, three about the source of drinking
the literature. First, equal weights for all the assets, water, two about rooms in the dwelling, two about the
which has as its only appeal not seeming as arbitrary as building materials used, and one each about the main
it really is. Second, allowing the regression equation source of lighting and cooking). Third, a question
itself to determine implicitly the weights for the index about whether the household owned more than 6
by not constructing an index at all but simply entering hectares of land.
all N asset variables separately in the regression
equation. This approach, while handling the problem 6. An asset index is constructed for each household.
of "controlling" for wealth in estimating the impact of The means and standard deviations of the variables and
non-wealth variables does not lend itself to easy their associated "scoring factors" are reported in the
interpretation of the wealth effects and does not first three columns of Table 1. Each scoring factor is
separate out wealth and non-wealth components. the weight in the index, where each factor weights the
Third, one could use the prices of various assets to variable normalized by its mean and standard
construct an index of household wealth which could deviation.
only be done accurately if one had the appropriate
relative prices, which we do not. 7. The average value of the index is by construction,

zero, and the standard deviation is 2.3. Since all the
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I =own clock/watch 0.27 0.53 0.50 0.54 0.16 0.74 0.99
I =ownrbicycle 0.13 0.42 0.49 0.26 0.26 0.51 0.62I =own radio 0.25 0.40 0.49 0.51 0.10 0.52 0.84I =own television 0.34 0.21 0.41 0.83 0.00 0.13 0.87
I=own sewing machine 0.25 0.18 0.39 0.66 0.02 0.18 0.58

t=own motorcycle/scooter 0.25 0.08 0.27 0.91 0.00 0.03 0.38
I=own refrigerator 0.26 0.07 0.25 1.04 0.00 0.01 0.35
1=own car 0.13 0.01 0.11 1.21 0.00 0.00 0.06
1=drink.water from pump/well -0.19 0.61 0.49 -0.39 0.80 0.57 0.24
1=drink.water from open source -0.04 0.04 0.20 -0.21 0.06 0.04 0.01
I=drink.water from other (non-piped) srce -0.00 0.02 0.14 -0.01 0.02 0.03 0.01
I =flush toilet 0.31 0.21 0.41 0.75 0.01 0.18 0.80
1 =pit toilet/latrine 0.04 0.09 0.28 0.14 0.04 0.13 0.11
I=nonecother toilet 0.00 0.00 0.11 0.03 0.00 0.00 0.00
I=mainsource of lightingelectric 0.28 0.51 0.50 0.57 0.14 0.70 0.99Number of rooms in dwelling 0.16 2.68 1.96 0.08 1.98 2.97 3.74
I=kitchenniskatseparate room 0.18 0.54 0.50 0.37 0.31 0.64 0.85
I=main cooking fuel is wood/dung/coal -0.28 0.78 0.42 -0.67 0.02 0.84 0.22
I=dwellingallhighqualitymaterials 0.31 0.24 0.43 0.73 0.01 0.22 0.82
=dwelling alllowqualitymaterials -0.27 0.48 0.50 -0.55 0.83 0.31 0.02

I=owne>6oacres land 0.03 0.12 0.32 0.10 0.08 0.16 0.15

EcNnomic status index 0.00 2.32 -2.00 0.07 3.86
Note: Scoring factor is the "weight' assigned to each variable (divided by its standard deviation) in the linear combination of
the variables that constitute the first principal component.
Source: NFHS 1992/93.

variables (except number of rooms) take only the middle 40 and this additional difference is equivalent
values of zero or 1 the weights have an easy to (again, merely as an example of one possible
interpretation as a move from 0 to 1 changes the index combination of assets) owning a motor scooter (.91), a

by s/a where s is the scoring factor and a is the television (.83), having a flush toilet (.75), a house of

standard deviation. A household that owns a clock has all high quality materials (.73) and not using biomass

an asset index higher by .54 units, owning a car raises as a cooking fuel (.67). From now on, purely for
the index by 1.21 units, and using biomass for cooking expository convenience we will refer to these are the
lowers the index by .67 units. poor, the middle and the rich, asking the reader to keep

firmly in mind this is not following any of the usual
8. Each household is assigned to a group depending definitions of "poverty."
on whether their value of the index places them in
eii er the bottom 40 percent, the middle 40 percent, or 9. The last three columns of Table 1 compare the
top 20 percent of households in India. The difference average asset ownership across the poor, middle and

in the average index between the poorest and the rich households. The asset index produces sharp
middle 40 percent is around 2 units. This difference is differences in nearly every asset: clock ownership is 16
equivalent to (as just one example of a combination of percent for the poor versus 98 percent for the rich,
assets that would produce this increase) owning a radio while the poor use biomass (wood/dung/coal) for
(.54), having a kitchen as a separate room (.37), having cooking almost exclusively (96 percent) the rich only
electricity for lighting (.57), and having a dwelling not do so 20 percent of the time. One question is whether
of all low quality materials (-.55). The richest 20 the asset index loads excessively on variables that are
percent have a wealth index four units higher than the dependent on infrastructure (electricity, piped water)
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rather than household specific variables. On this score poverty rate was 36 percent and hence is only roughly
the clean separation on variables like quality of comparable to our cutoff point of the bottom forty
materials in the household (only 0.5 percent of the poor percent. The classification agrees that Punjab,
versus 82 percent of the rich) and having a kitchen as a Haryana, and Kerala have better than average
separate room (31 percent of the poor versus 85 economic status and that Bihar, Orissa and Uttar
percent of the rich) is reassuring. Pradesh are worse than average. The rank correlation

of the poverty rate and the fraction in the bottom 40
10. Also reassuring on this score is that the index percent is .794 (p-value<.001). That said, there are
produces very similar classifications even when differences, like Maharashtra which looks richer (27
different subsets of variables are used. Table 2 percent in bottom 40 versus 37 percent poverty rate)
compares the c lassification of households into the and Andhra Pradesh which looks poorer (39 in bottom
bottom 40 percent comparing the use of the full set of 40, but poverty rate of only 22 percent).
variables as described above with indices based on (1)
including only the ownership of assets (watch, radio, 13. There are similarly high correlations of the
etc. ...) (2) including ownership of assets, housing ranking by the percent in the bottom 40 percent group
quality and number of rooms, and land ownership and and SDP per capita, where the rank correlation is -.864
(3) all the variables except those related to drinking (p-value<.001). Again certain states look different by
water and toilet facilities. The classification is very the two rankings. For example, Kerala looks richer by
consistent as there are almost no households classified the index (15 percent in bottom 40 percent versus a per
in the lowest group according to the index using all capita SDP of 5065) and Assam looks poorer (58
variables that would be classified as "rich" by any of percent in the bottom 40 percent versus a per capita
the more limited measures. The robustness of the SDP of 5056). However, the poverty rate is
results is similar for the middle and rich groups. substantially higher in Assam than in Kerala (41 versus

25 percent) and the percent in the bottom 40 percent is
11. The levels of the index that define the groups are consistent with this which is perhaps reassuring.
calculated on an all India basis so that states differ in
the number of households in each group and Table 3 14. While the first principal component of assets
presents, for each state, the distribution of people might well serve as a reasonable overall index, one
across the different economic status groups. For concem with the use of principal components is
instance, a richer state like Punjab only has 8.4 percent whether or not the first component contains all of the
of its households in the bottom 40 percent and 44 information. The first principal component explains
percent in the top 20 percent while poorer states like 25.6 percent of the variation in the twenty-one wealth
Uttar Pradesh have 48 percent in the bottom 40 percent variables, which is substantial, but not overwhelming.
and only 15 percent in the top 20. However there are additional components in the data

that do not appear to be just noise. The second
12. The fourth column compares these figures with principal component appears to be capturing an
the most recent state rankings by poverty or Net State additional dimension of rich rural households.
Domestic Product (SDP) per capita. Nationwide the

Table?Z: ClaM fcto , tTren s orh otm40pretb wat ae ctrutedfo

Groups based on Bottom 40 pct. 80.24 87.72 95.08
economic status Middle 40 pct. 19.70 12.28 4.92
index using all Top 20 pct. 0.06 0.00 0.00
vaiables Total 100.00 100.00 100.00
Source: NFHS, 1992/93.
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Delhi 1.3 21.9 76.8
Goa 5.6 45.5 48.9 10128
Himachal Pradesh 6.8 71.3 21.9 28.58
Punjab 8.4 47.4 44.3 11.46 10857
Haryana 10.5 58.1 31.5 25.22 9609
Jammu 14.5 55.1 30.4
Kerala 15.1 63.9 21.1 25.12 5065
Mizoram 18.1 61.2 20.8
Nagaland 20.3 65.4 14.3
Gujarat 26.8 43.2 30.0 24.15 7586
Maharashtra 26.9 41.2 31.9 36.82 9270
Kamataka 27.6 52.1 20.3 32.91 6313
Manipur 27.6 54.0 18.4
Tamil Nadu 32.5 45.7 21.8 35.40 6205
Meghalaya 37.9 49.1 13.0 5769
Arunachal Pradesh 38.1 51.4 10.5 6359
Andrah Pradesh 39.0 40.6 20.4 21.87 5802
Rajastan 39.7 42.7 17.6 27.46 5035
Tripura 41.8 50.1 8.0
West Bengal 44.3 38.6 17.2 36.94 5901
Uttar Pradesh 48.6 36.3 15.1 41.55 4280
Madhya Pradesh 49.4 34.3 16.3 42.46 4725
Orissa 54.4 36.5 9.1 48.64 3963
Assam 58.3 32.1 9.6 41.09 5056
Bihar 61.5 27.5 11.0 55.15 3280

All India 40.0 40.0 20.0 36.16 6380
Notes: The rank correlation coefficient between the percent in the bottom 40 percent and the poverty rate is 0.794 (p-
value <.00 1), the rank correlation between the percent in the bottom 40 percent and per capita state product is -0.864 (p-
value <.001). Sources: NFHS, 1992/93 and Haque, Lanjouw and Ravallion, 1998, and Agrawal and Varma, 1996.
Data on the Headcount Index are for 1993/94.

15. This is particularly worrisome because of the rural/urban status so any level difference due to

urban and rural differences in the rankings by the asset measurement error should not affect the analysis.

index versus when households are ranked by poverty
measures. One explanation is that since many of the Comparisons with other countries

asset variables depend on the availability of
infrastructure (electricity, piped water, sewerage) urban 16. One question that we cannot answer with the
households are more likely to appear well-off than India data alone is how well a classification of
rural households. On the other hand this may well households using an asset index would correspond to a

imply that standard poverty measures underestimate re typical ranking based on consumption
the degree of differences between rural and urban expenditures. However, we can use two recent surveys

households by not adjusting incomes for the implicit i neighboring countries that have both the asset
price differentials for certain types of services created variables to construct a principal components asset

by infrastructure. But back on the other hand, for the index and expenditures data to compare the two
analysis of education decisions we want an index that approaches. The surveys we use are the Nepal Living
captures the dimensions of wealth relevant to education Standards Survey carried out in 1996 (NLSS) and the
(or health). In any case, the analysis carried out either Pakistan Integrated Household Survey carried out in

uses rural only data or includes dummy variables for 1991 (PIHS).
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17. The scoring factors used to derive the asset index expenditures appear in the top 20 percent by assets.

for each country are reported in Table 4. There is not a The classification of the richest twenty shows

perfect overlap with the asset variables in the NFHS, somewhat less agreement where 56 percent of those in

although in each case the maximum number of the top 20 by expenditures are also in the top 20 by

variables that were comparable to those used in the assets and 12 percent of those ranked in the top 20 by

Indian analysis were included. In addition we used the expenditures are in the bottom 40 by assets.

consumption expenditures to rank households by total
expenditures adjusted for household size, using an 19. The results in Pakistan show somewhat less

adjustment for economies of scale in the household. coherence between the two rankings. While it is still
the case that only 4 percent of those that are poor by

18. The individuals can be assigned to percentiles expenditures are "rich" by assets only 60 percent are

(bottom 40, next 40, top 20) using either the asset correctly classified. Moreover, only 42 percent of

index or the expenditure measure. Table 5 shows the those in the top 20 by expenditures are also there by

results of the comparison. In Nepal two-thirds of those assets and nearly 22 percent of the top 20 percent of

classified into the bottom 40 by expenditures are also households by expenditures are in the bottom 40

classified into the bottom 40 by assets and only 5 percent by assets.

percent of those in the bottom 40 percent by

L-:-iable-4: SCQiingfao faorthe first principal cmponent :compang India, Nepal and Pakistan

: :--i- -dla. Urban Rural Nepal Pakistan
India Jndia

I =own clock/watch 0.27 0.27 0.31
I=own bicycle 0.13 0.15 0.18 0.12 0.14
1=own radio 0.25 0.24 0.29 0.20 0.08
1 =own television 0.34 0.33 0.34
I=own sewing machine 0.25 0.24 0.26 0.19
1=own motorcycle/scooter 0.25 0.25 0.26 0.20 0.28
1 =own refrigerator 0.26 0.27 0.21
1=own car 0.13 0.14 0.11 0.09 0.19
i=own camera 0.21 0.30
i=own jewelry 0.15
1=own gramophone 0.29
I =drinking water from pump/well -0.19 -0.12 -0.10 -0.02 -0.01
I=drinking water from open source -0.04 -0.06 -0.03 -0.04 -0.08
1=drink water from other (non-piped) source -0.00 -0.03 0.01 -0.11 -0.05
I=flush toilet 0.31 0.29 0.26 0.55 0.39
1=pit toilet/latrine 0.04 -0.09 0.09 0.43 -0.03
I=none/other toilet 0.00 -0.01 0.00 0.00 -0.20
l=main source of lighting electric 0.28 0.28 0.29 0.34
Number of rooms in dwelling 0.16 0.21 0.26 0.24 0.29
I=kitchen is a separate room 0.18 0.23 0.22
I=main source of cooking fuel is wood/dung/coal -0.28 -0.28 -0.14 -0.33 -0.24
1=dwelling all high quality materials 0.31 0.29 0.28
I=dwelling all low quality materials -0.27 -0.26 -0.28
1=walls of cement bonded brick/stone 0.28 0.34
1=floor of stone/brick/cement/tile 0.36 0.36
I=roof of concrete/cement/tiles/slate 0.14
1 =no windows/covering -0.21 -0.22
I=own >6 acr land (1ha in Nepal 10 acr in Pakistan) 0.03 0.06 0.15 0.04 0.15
Proportion of variation explained 0.26 0.24 0.19 0.21 0.18
Note: Scoring factor is the "weight' assigned to each variable (divided by its standard deviation) in the linear
combination of the variables that constitute the first principal component.
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Nepal
Groups based on Bottom 40 %. 65.20 12.63
economic status Middle 40 % 29.85 31.41
index Top 20 %. 4.95 55.96

Total 100.00 100.00
Pakistan
Groups based on Bottom 40 %s d60.48 21.77
economic status Middle 40 %. 35.15 35.52
index Top 20 % 4.37 42.71

Total 100.00 100.00
* Adjusted household size is equal to household size to the power 0.6.
Source: NLSS 1996, PIHS, 1991.

20. The main issue for the present analysis is how a 21. Last, in making the comparison with an asset
classification of households using assets versus index and a measure of economic status based on
expenditures would affect conclusions about the current expenditures we do not mean to imply that the

determinants of educational outcomes. Table 6 asset index is intended as a proxy for expenditures.

compares differences in enrollment and completion Rather, both are proxies for something unobserved: a

indicators between the rich and poor groups when the household's long-run economic status. Therefore,

calculation is done either based on the asset index or while it is reassuring that the two are related,

expenditures. In Nepal the results are almost identical: discrepancies in the classification of households are not
the enrollment of 6-10 years olds is 41 percent higher "mistakes" of the asset index and could as easily be

for the rich than poor when defined by assets and 40 indicating limitations of the use of current
percent higher for the rich than poor when defined by consumption. Particularly, current expenditures would

expenditures. In Pakistan in contrast, the gap in the only be a perfect measure under the unrealistic

proportion of 6 to 10 year olds who ever attended assumption of perfect foresight and perfect capital

school is 34 percent when rich and poor are defined markets. In practice rankings based on consumption

according to assets while there is only a 26 percentage expenditures are not very stable over time.

points difference when the groups are based on Misclassification of households due to the use of

expenditures. current expenditures when long-run status mattered
would tend to underestimate the impact of income for
the usual reasons of attenuation bias.

NO6 Dffeeween t he a

Nepal
Percent of 6 to 10 year olds who ever went to school 41 40 1
Percent of 6 to 10 year olds who are currently attending school 42 41 1
Percent of 15 to 19 year olds who completed at least grade 5 48 49 -I
Pakistan
Percent of 6 to 10 year olds who ever went to school 34 26 12
Percent of 6 to 10 year olds who are currently attending school 33 26 7
Percent of 15 to 19 year olds who completed at least grade 5 44 33 11
Source: NLSS 1996, PIHS, 1991.
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REGRESSION RESULTS

All dependent variables are binary and the estimation was done using probit analysis

Probit analysis assumes an underlying response function:

yi* = ,x+u

where y* is an unobservable continuous variable. We observe a binary variable y defined as:
y = 1 if y*>O
y = 0 otherwise

The probit model also assumes that the u are independently and identically distributed as normal variates, N(O, 02)

and the likelihood function that gets maximized is:

L = rl tD(-|x ) H c(1-xD(l )
y,=o yi=l

Where (D(.) is the cumulative normal distribution function:

D(-Pixi) = r exp( -dt
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Table 1: Dependent variable - under 2 mortality, urban areas

ME - -~~erce gw65y 188J' 099
Scheduled Tribe 0.14601 0.130045 0.2615

Water Source- Public pipe system -0.1488 0.120854 0.2182
Relative to Body of water Public tap 0.026106 0.115893 0.8218

Private Pump -0.32484 0.138073 0.0186
Public Pump -0.042 0.130522 0.7476
Private Well -0.35318 0.160852 0.0281
Public Well 0.026962 0.140962 0.8483

=anitation PacihhesEcricate Domicil -0.05 408 0.07718 0.7556

Female 4.996386 10888.75 0.9996

Decile- Relatve to First Second 0.27552 0.14741
Third -0.02094 0.148108 0.8876
Fourth 0.14844 0.13136 0.2585
Fifth 0.060944 0.134196 0.6497
S Pixth 0.122434 0.129276 0.3436
Seventh -0.13512 0.134415 0.3148
Eighth -0.03223 0.132168 0.8073
Ninth -0.00778 0.137566 0.9549
Tenth 0.04347 0.151203 0.7737
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Table 2: Dependent variable - under 2 mortality, rural areas

Category: , a~ale Rsthimate' StdlXr Pr>Chi

lintercept 0.698364 .'0.721185 0.3329
Scheduled Tribe -0.01252 0.045162 0.7815
S6chdled Case 0.059 0.03592 0.0028

Water Source- Public pipe system -0.05309 0.067071 0.4286
Relative to Body of water Public tap -0.04866 0.054756 0.3742

Private Pump -0.10528 0.053124 0.0475
Public Pump 0.072689 0.046153 0.1153
Private Well -0.15531 0.062878 0.0135
Public Well -0.02791 0.045927 0.5434

SanittinFacilities.. Private Toilet -0.02457 0.083533 017687
Rel4tive toNone0C Shared Toilet, 021259 0.181315 0.241

Public Toilot -0.8618 0.273614 0.7528
Private. Pit -0.04987 0.060832 0O4123
Shared Pit -2.IE-05 0.145948 0.999
Public Pit 0.14323 0.210103 0.4954
Electricity in Domicile -0.13791 0.034129 0.0001

Mothers Educatiort 1teratc- Primnary tnot complete -0.17059 0.059142 0.2327
Primiary Sho-0758 0.046488 0.1063
Middle School. -0.20964, 0.065485 0.0014
f4ish school. -0.06755 0.07102 0.3415
University -0.12566 0.178138 0.4806
Female -0.02188 0.287101 0.9393

Mtothe 'Ae 1 .-. :14046 .0.036736 0.001
15-30 ~~~~~~~~~~0.000151- 0.001314 0.9086

30-40 0.004989 0.002087 0.0168
>40 ~~~~~~~~~~~-0.00628 0.011095 0.5712

Decile- Relative to First Second 0.209017 0.048131 0.0001I
Third 0.145122 0.047824 0.0024
Fourth 0.158749 0.050266 0.0016
Fifth 0.15032 0.052067 0.0039
Sixth 0.10309 0.054431 0.0582
Seventh 0.195753 0.057761 0.0007
Eighth 0.11117 0.066713 0.0956
Ninth -0.02909 0.100845 0.773
Tenth 0.169527 0.140645 0.2281

Helt FCilitie$ in Village. Prinmary, Health -0116 0.534 032

Subcenemr 0.074959: 0.034335 0.29~
Hospital -.000753 0.047887 0.875 1
Village Health Guiide 20M0766 0.032382 0.393

Pharmacy ~~~~~~~~~-0.02218 0.033023 0.5019
Traineid Birth Attendant 0.41955 0.030769 0.1727:
Mobile Health; tniti -0.01437 0.04232i 0.7341
Urban area 0 0.
Ptzcca Road to Villag -0,4668z 0.029581 . 0.1145
Distance to Nearest Town 0.000582 0.000272 0.0324

State- Relative to KCeraa Andhra Pradesh 0.251799 0.117168 0.0316
Assam 0.649 0.110453 008

Bibar 0.204793 ~~~~~~~0.107546 0.0569
Gos ~~~~~~~~~~~-0.23652. 0.180198 O0l&93
(3ujarat. ~~~~~~~~~0.42155 0.11592 0.0003

Haryana 0.353866 0.12527 -0.0036
Himaehal Pradesh .0. 193153 0.125897 0.125,

Jammu ~~~~~~~~~~0.141996. 0.12849 0.2691,
KmatoA ~~~~~~04137156 0.111792 0.2199,

MahaPaeih, . A15206 0.026. 0.0001
Mahar..shtra ~~~~~~0.096474 0.12211 . 0.4295
Monjpur. ~~~~~~~~~-0.34294 0.2204 01I
Msghalaya ~~~~~~~~0.18628 0.15 0272 0.145.7
Mizoram ~~~~~~~~~-0.56255 0.375;2691 013 9

k z ~ ~ orss;0.20958 0.113669: 0.0652
Pupab.0462 0.136 0.00.49~

:0.220352 0.105974 .03716
Tan,il Nadu ~~~~~~~~0.340215. 0121-414 -0.0051



66 Annex 3.1

Cer4y4 .VtI) <b77 7 Esima . .¾ G t

At 2.7 Qti2 L LiAI ~K.j



Annex 3.1 67

Table 3: Dependent variable - mortality, ages 1-5

Ctbtegory Variable Estimate Std Err Pr>chi

Intercept -1.98078 1.917355 0.3016:
Scheduled Tribe 0.22193 0.090719 0.0144
Scheduled Caste 0.040856 0.082258 0.6194

Water Source- Public pipe system 0.172722 0.146236 0.2376
Relative to Body of water Public tap 0.091557 0.124761 0.463

Private Pump 0.065085 0.119861 0.5871
Public Pump 0.232108 0.102442 0.0235
Private Well 0.182889 0.133578 0.171
Public Well 0.222295 0.101842 0.0291

Sanitation Facilities- . Private Toilet -0.0059 0.180234 0;9739
Rketative to None Shared Toilet 0.283785 0.345375 0.4113

Public Toilet 0.454962 0.394834 0.2492
Private Pit -0.3071. 0.156438 0.0496
Shared Pit -0.29428 0.382099 0.4412
Public Pit 0.148387 0.433445 0;7321
Electricity in Domicile -0.11254 0.075613 0.1366

Mother's Education- Relative Literate- Primary not complete -0.49701 0.175769 0.0047
to illiterate

Primary School -0.11963 0.096979 0,2174
-.- a: : -. - -- -. Middle School -0.55712 0.18249 0,0023

-High school -0.42083 0.184829 0.0228
University -0.48585 0.408178 0.2339
Female 0 0.

Mother's Age <15 -0.05492 0.106437 0.6059.
15-30 0.018696 0.004053 0 0001
30-40 -0.03579 0.038694 0.3549
>40 -3.11058 13338.93 0.9998

Decile- Relative to Fiyst Second 0.325681 0.108461 0.0027
Third 0.173491 0.112779 0.124
Fourth 0.171616 0.117157 0.143
Fifth 0.254507 0.116329 0.0287
Sixth 0.211551 0.125806 0.0927
Seventh 0.132365 0.135664 0.3292
Eighth 0.206747 0.15124 0.1716
Ninth -0.02829 0.243928 0.9077
Tenth 0.341668 0.322232 0.289

.Halth 1Facilities in Village Primary Health Center 0.006002 0.103483 0.9537
Subcenter 0.107949 0.073388 0.1413
Hospital 0.022967 0.09663 0.8121
Village Health Guide 0.022756 0.069363 0.7429
Pharmacy -0.01915 0.069353 0.7825
Trained Birth Attendant 0.096532 0.065314 0.1394
Mobile Health Unit 0.098815 0.086667 0.2542
Urban area 0 0.
Pucca Road to Village -0.01718 0.063871 0.7879
Distance to Nearest Town -0.00096 0.001399 0.4911

Sate- Relative to Kerala Andhra Pradesh 0.200308 0.275263 0.4668.
Assam 0.583735 0.250004 0.0195
Bihar 0.053046 0.258673 0.837,5
Goa 0 0
Gujarat 0.735093 0.254191 "0.0038
Haryana 0.368916 0.279623 0.1871
Himachal Pradesh '- 0.146693 0.315459 0.6419
Jamnun 0.461263 0.285956 0-1067
Kamataka 0;260966 0.262225 0.3196
Madhya Pradesh 0.435299 0.24442 0.0749
Maharashtra -0.11025 0.312448 0.7242
Manipur -4.87118 6610.513 0.994
Meghalaya 0.589252 0.298372 0.0483
Mizoram 0.849091 0.386602 .0281
Nagaland -4.S154 4737.542 --0999Q
Orissa ;0.138665 . 0.272522 '.-6109
Punjab .0.373967 0.288619 .- 952
Rajasthan 0.421192 0.239535 0.0787
Tamil Nadu 0.242699 I0.22031 .3895
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Vaccination Card Status- Seen Card- No DPT3 0.092276 0.148329 0.5339
Relative to Seen card, DPT3
reported

No seen card- reported DPT3 -0.04103 0.102161 0.688
No seen card- reported no DPT3 0.072611 0.182933 0.6914
No card- reported DPT3 -0.02698 0.126091 0.8306
No card- reported no DPT3 0.250836 0.075433 0.0009
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Table 4: Dependent variable - mortality, under age 2

Category Variaible EOtimatte Std Err Pr>Chi

Interoept ~~~~~~~0.873174 0.369767 0.0182
Scheduled Tribe -0.07074 0.024738 0.0042
Schedule Caste: 0.A05774 0.018655 0.0001

Water Source- Public pipe system -0.0327 0.035 145 0.3522
Relative to Body of water Public tap -0.00839 0.028573 0.769

Private Pump -0.09059 0.027811 0.0011
Public Pump 0.087325 0.024597 0.0004
Private Well -0.15805 0.033812 0.0001
Public Well -0.00174 0.024515 0.9433

Sanitatien.acilities-Private Toilet -0.0050'7 0.42917 0.9059
Relat~ie tNoeShared TDilet 0.655 0.100346 0.5136

Public Toilet -005423 0.13,8222 0.6948
,Priv;tae Pit -6.06199 0.01741 0.0508
Shared Pit 0.013707 0.073584 0.8522
PubIje Pit 0.173942 0.106772 0.1033
Electricity in Domicile -0.12313 0.01781 0.0001

Mother's Education- Rqlativ 'to: Literate- Primar no omlte-197 0.030739 0.52 17

Prifmay School -0.0466 0.024428 0.0005
MiddleSchool -0.19879 0.34224 0.0001
High school -0.09978. 0.037986 0.0086
Uniiversity, -0.9351 0.091233 0.3054
Female -0.04702 0.145411 0.7464

Mothers Age <:15 -0.14704 0.018906 0.0001
15-30 ~~~~~~~~~0.000278, 0.00069 .,06867

30-40 0.004226 0.001092 0.0001
>40 ~~~~~~~~ ~ ~~~-0.00404 0.005739 0.481

Decile- Relative to First Second 0.1 91917 0.025308 0.0001
Third 0.122609 0.025059 0.0001
Fourth 0.132593 0.026334 0.0001
Fifth 0.145821 0.026991 0.0001
Sixth 0.080927 0.028495 0.0045
Seventh 0.170664 0.030062 0.0001
Eighth 0.09097 0.034761 0.0089
Ninth -0.05881 0.053219 0.2691
Tenth 0.175885 0.073749 0.0171

cc*Ra.oVlae 0, 0.
Distance to Nearest Town -0.05971 0.01492 0.0001

Stae- elaiveto Kerala Adia rds 0.24265 0.057574 0.0001
Assan .0.295435 0.054383 0.0001
flibar 0.4550.052257 0.0001
:Goa -0 0 .
GUJaat 0.A46067 0.60144: 0.0001

Haryana 0.37531 0.61474 0.0001
HinmAchat Prade 0A197784 0.064489 0.0022

Jasnniu ~~~~~~~~~0.171517 0.063756 0.0071
Karngata ,0.1387: 0.056161 0.0135.

Mdyraes 0.43503 0.05183 0.0b01
Mwarhassir 0.046283: 0.061 2 8 0.4501

Manipur ~~~~~~~~~-0.23943 0.112283 0.033
~Meghlaya 0.354369 0.072161 9.0001
Mizoram 4-7,461 1 0.187385 0.0111

Nagaland ~~~~~~~~-0.3097 0.J0937 0006
Orissa 0.3650.0741 12 0.0001
-Punjab 0.35034 0.0612191 0.0001
Rajasthan 0 221666 0.052943 0.0001
Tanil Nadu;: 0.340056 0.05968 0.0001
Weat:Bongal 0.6510.053105:::~ 0.0001
utter Predes 039469100455 .01
New Pdblii 0.300807 0.126897 0.0178

Atuasichal Pra4esh ~~~~0.161004 0.077755r :0.0384

Instumntlvariables Primary Health Center -0.00053 0.001726 0.7586
Subcenter -0.00474 0.003431 0.167
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Table 5: Dependent variable - Tuberculosis

Catey- W, .MMl^6o3be,- -W}....... 4--,,, Estif -$Sd-Err PrECld

Decile- Relative to First Second 0.031476 0.027945 0.26
Third 0.140082 . 0.030772 0.0001
Fourth 0.094835 0.030192 0.0017
Fifth 0.169709 0.031916 0.0001
Sixth 0.253352 0.034033 0.0001
Seventh 0.235971 0.035161 0.0001
Eighth 0.317147 0.039498 0.0001
Ninth 0.300414 0.047451 0.0001
Tenth 0.304959 0.073816 0.0001

Scheduled Tribe -0.01725 0.023305 0.4592

Health Facilities in Village Primary Health Center 0.009604 0.032817 0.7698
Subcenter -0.03894 0.023374 0.0958
Hospital -0.02664 0.031157 0.3925
Village Health Guide 0.01381 0.021994 0.5301
Pharmacy 0.040794 0.022562 0.0706
Trained Birth Attendant 0.003606 0.020907 0.8631
MuobileHealth Unit 0.069878 0.027175 0.0101

Age <V5 -0.02508 0.002621 0.0501
15-30 -0.01176 0.001018 0.0001
30-40 -0.00277 0.000702 0.0001
>40 -0.00639 0.000916 0.0001

SouTce of Fuel Wood 0.1887 0.053194 0.0004
Cow dung 0.15915 0.056292 0.0047
Coal 0.228518 0.076619 0.0029
Charcoal 0.047578 0.134372 0.7233
Kerosene 0.1S7026 0.068086 0.006
Petroleum gas 0.367487 0.081869 0.0001
Bio-gas 0.497744 0.173297 0.0041
Electricity 0.092654 0.144249 0.5207
Female 0.196205 0.016441 0.0001
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Table A6: Dependent variable - Limb Impairment

Category Variable Estimate Std Err; Pr>Chi

Intercept 2.602658 0.046674 0.0001
Decile- Relative to First Second 0.016055 0.026988 0.5519

Third 0.032037 0.027284 0.2403
Fourth 0.033157 0.027467 0.2274
Fifth 0.061413 0.028192 0.0294
Sixth 0.090167 0.028708 0.0017
Seventh 0.086663 0.029209 0.003
Eighth 0.109274 0.030095 0.0003
Ninth 0.150031 0.031997 0.0001
Tenth 0.222743 0.036202 0.0001

Education- Relative to Illiterate Literate- Primarytnot complete -0.00362 0.022457 0.8721
Primary School 0.011795 0.023242 0.611$
Middle School 0.026815 0.0279 03365
High school 0.12453 0.030148 , 0001
University 0.237151 0.048307 0.0OOM
Scheduled Tribe -0.00026 0.020121 0.9895
ScheduledCaste 0.042812 0.026255 0.103

Health Facilities in Village Primary Health Center -0.03961 0.028297 0.1615
Subcenter -0.00871 0.019546 0.6559
Hospital 0.006687 0.025746 0.7951
Village Health Guide -0.04501 0.018603 0.0155
Pharmacy 0.039871 0.019039 0.0362
Trained Birth Attendant 0.028288 0.017809 0.1122
Mobile Health Unit 0.011587 0.022813 0.6115

State- Relative to Kerala Andhra Pradesh -0.06848 0.046203 0.1383
Assam 0.171436 0-.5283 0.0012
Bihar. -0.07141 0.042825 0.0954
- - -: ¢oa-'' '''i ' ' ' ~ 0.021655 0.050777 0.669S
Gujarat 0.013272 -' 0.048526 0.7845
' - ' -- -1laryarn ' ' I' , -0.,0968,. 0.04981 0.0718.
Himachal Pradesh -0.05737 0.050221 0.2533
Jammu, -0.0434 0.0503'66 -'3889
Karnataka -0.09459 0.044062 0.0318
Madhya Pradesh -- 0.03482 0.043332 0.4217
Maharashtra 4.93E-05 0.047897 0.9992
;Manipur - ,-7985 0.073184 0.2756
Meghalaya -0.03617 0.073763 0.6239
Mizoram 0.050895 0.078683 0.5177
', Nagaland-' ''-0 4.28633 0.063201 0.0001
Orissa- 0.107097 - 0.047446 0,024
Punjab '0.16084 ' 0.4713 0.0006
Rajasthan 0.015502 '0.043771 0.7232
Tamil Nadu -0.07203 0.046213 0.1191
West Bengal 0.193394, 0.051077- 0.0002
,Uttar Pradesh '- '04142' 0.039904 02993
New Dehli 0.1924$2 0.061633 ' 0.001
Aruanchal Pradesh 0.08645& 0.0-79261 -0.2754,
Tripura 0,104984 0.070641, --0.1372

Age <15 -0.00484 0.001926 0.012
15-30 -0.00174 0.00098 0.0764
30-40 -0.00283 0.000753 0.0002
>40 0.000941 0.001053 0.3716
Urban area ,- -0.31154 0.03687 0.0002

Occupation Class Prof-tech Low Level -0.23769 0.06738 0.0004
Admin/exec/Managers -0.03502 0.104748 0.7382
Clerical -0.14343 0.05508 0.0092
Sales Workers -0.08339 0.041181 0.0429
Service Workers -0.08312 0.05162 0.1073
Farm, Fish, Hunt, Log 0.036611 0.028097 0.1926
Household Duties -0.07431 0.025083 0.0031
Students -0.13066 0.024775 0.0001.
Retired Persons -0.46114 0.060163 0.0001
Beggars -1.26897 0.142343 0.0001
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Cateory0.f ;$t Varl'Ie *$ ,^8;^X<i8*<< X0ERiites7 gg StdwRnS "R

Prisoners -0.37693 0.273359 0.1679
Disabled Persons -0.6316 0.025642 0.0001
Unemployed -0.47237 0.030895 0.0001
FeCala 'I.71582 "aI6 2es001
Female 0.171582 0.016161 0.0001
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Table A7: Dependent variable - Blindness

Category VaibeEstmate ~ Std Err 0

Ttercept .796413 0.032633 04)00k
Decile- Relative to First Second -0.04196 0.01745 0.0162

Third 0.063175 0.018548 0.0007
Fourth 0.046291 0.018586 0.0128
Fifth 0.090499 0.01919 0.0001
Sixth 0.096594 0.019T187 0.0001
Seventh 0.1221 0.02 0.0001
Eighth 0.139307 0.020206 0.0001
Ninth 0.133619 0.020787 0.0001
Tenth 0.226635 0.022838 0.0001

:Education- Relative to liliterate, Literate-P?rinmaynot complete -0.07483 O.013474 Om00
Primaiy School ~ ~ ~ ~ ~~-.0.43278 0.0U141 0.028;

Midl Scoo .03799 0.019125 0.047
WAglscliool' 0.083500 976000

niversity ,-0.01483: 0.02-7019 0.5831
Scheduled Tribe -0.03297 0.013729 0.0163
Scheduled Cast 0.03$614 0062 96

Health Facilities in Village Primary Health Center -0.01786 0.01 8656 0.3383
Subcenter 0.019442 0.013565 0.1518
Hospital -0.03577 0.018084 0.0479
Village Health Guide 0.019769 0.012921 0.126
Pharmacy 0.00376 0.013057 0.7734
Trained Birth Attendant 0.027636 0.012205 0.0236
Mobile Health Unit -0.01272 0.015129 0.4003

Stae- elaiveto Kerala:_ Andhrarak s -0.322 0.031938; 0.0001.
Assams-.13 .~96 .9
Bihar -0.4775~ 0.032305 000

(iarat 404962 .344 000

~~1*aryena ().1085~~~~79 0.~045.U7 0.0tvZ
Himachel Pradeal 40339 0012& 041
Janimi~ ~ ~ ~ ~ ~ ~~60.65 M,0)4925 0~02~

Karnataka. -0.69$4 0~~~~~~~~~~~43 142 ~ 0200

Madhya Praides il!h~~J -0.61914:! o .0157 04)001o

mMmnpur. -0169A1.583 4)

Mizorans ~~~~~~-0429751 00 ~
~Nagaland -9$400500 L00

Raja~~~~tlian ~~~471105 0.0003
TaniiiNadu 0. 196978 44$i 0)0

o 0~~~,043970 0114
Uttar* ?raesh-04807

A al Pr6dsh-02440083 0)8

Aged 41-50 -0.74918 0.013317 0.0001
Aged 51-60 -1.09625 0.012002 0.0001
Aged 61-70 -1.44053 0.013394 0.0001
Aged 70+ -1.71022 0.017168 0.0001
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Table 8: Dependent variable - Malaria

Category Variable Es,imat. S.d E t.4 AC..

Decile- Relative to First Second -0.04934 0.014993 0.001
Third -0.00251 0.015469 0.8711
Fourth 0.020493 0.015931 0.1983

Fifth 0.040846 0.016491 0.0133

Sixth -0.00962 0.016281 0.5544
Seventh 0.048253 0.017275 0.0052

Eighth 0.110571 0.018742 0.0001

Ninth 0.105233 0.021453 0.0001
Tenth 0.183562 0.02682 0.0001

H i IlU�L eiE!Hig s!chooli i0tIi;N0754i 4vs~W
0.0798 0 1q .9h

Scheduled Tribe 0.015184 0.011971 0.2046

Health Facilities in Village Primary Health Center -0.06076 0.016227 0.0002

Subcenter 0.019562 0.01169 0.0942
Hospital -0.08802 0.015193 0.0001
Village Health Guide -0.00541 0.010727 0.6137
Pharmacy 0.021279 0.010983 0.0527
Trained Birth Attendant -0.02785 0.010205 0.0064

Mobile Health Unit 0.044259 0.014309 0.002

~It-Relative to Bod rafwate Pu~nblic tradp -L0.01658 00657083 0.93

P3Arivt Pup 0.07526 " 0016562i 0.0001

Public pip 0.006791 0.014686 0.6001

Private Well 0.007762 0.018574 0.676
Public Well 0.012458 0.014387 0.3865

Epidemic in village last two years -0419803 0.010848 0.00015 5 5 8 ' H W Mad8yea8rds8 ME41571 8,
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Table 9: Dependent variable - Leprosy

Category Variable Estimite- tdERrr PiwCh-

:-i-terp:- 3.56047 - 0351 I627: - 0.
Decile- Relative to First Second -0.04163 0.053747 0.4386

Third 0.049811 0.057266 0.3844
Fourth 0.0337 0.057211 0.5558
Fifth 0.086758 0.060822 0.1537
Sixth 0.127814 0.062237 0.04
Seventh -0.0451 0.057985 0.4367
Eighth 0.097959 0.064444 0.1285
Ninth 0.266746 0.077787 0.0006
Tenth 0.183234 0.077064 0.0174

Edtication- Relatlve to Literate. P}rimary not complete -01493Q 0.042199 .1234

Pri---y - -- 0.027006 .46748
::ddle Scol 0.008845: Q 56072 -. 876
High school -- 06: 0,05971 ;- 2
Univet : -. 094725.. 0: - :--
Scheduled Tribe 0.036087 0.043091 0.4023
: :hedued Caste ~ :E E0.00138 0,053061:-

Health Facilities in Village Primary Health Center 0.041541 0.065488 0.5259
Subcenter 0.090873 0.045302 0.0449
Hospital -0.04992 0.060659 0.4105
Village Health Guide -0.0533 0.038277 0.1638
Pharmacy 0.023174 0.040631 0.5684
Trained Birth Attendant 0.071838 0.037678 0.0566
Mobile Health Unit -0.13018 0.046718 0.0053

State- Relat ive to Kra Andbridesh -0 :489 0;158342 : 0.002
Ass -0.2m41 92S 2
:-Biba:- :-.. - -- 62474 056287 &001

(los -0~~~~~~~~~.01348 . .068. 097
;:;<,i :d;Gt - -15785 0.1126 38

004S7 6.23h&0 604225
; A;h* - 2408 -- 79-0 5 0:- -

::ammu -0-.; 0604; 6 . t .09066
Kaniataka ~ ~ ~ ~ ~ 0.~8688~ 0151554 0.0002

Madhy Pradesh~~ 4L56203 0'5S4 000
,:;;:;htm -0;4 ; 0.316545 -- 010

Man~~~~~pur -0.~~~~4764§9 #46772 0.000
Meg.y -;. 70:1 a5: 39 --0. ga
.... @ ; ... Mizr- -:.; 2 417 - 45037; 03

-- ; : -.-:ag-lad:--:.;... . ... : ... .-... ;--. . ..0:::4.-3 0...1t1: ~ 00.:.-.W....., 
-o.; . .; - -i. --; ; -: -0---;.3S714 0.15763 - -: ---

-- Ptin:- :- 11 ; 0:188281 - 2

TamulNa4 -0.19 - 04-5116:24 :90+5l.000? --
:~eatBen~al 449525 i 0,16545.- '.,U"
M au s -- 7;00A h AI666 9 -- *56
New Dei-0,62858 ii0.oAl5 ;001

Aranhl rdesh 4 30.03 0 T"923
Ttjpura 3~~~~.68037 21.2

Aged 41-50 -0.32084 0.042069 0.0001
Aged 51-60 -0.32976 0.043903 0.0001
Aged 61-70 -0.45179 0.048613 0.0001
Aged 70+ -0.38686 0.074898 0.0001

< z+ -M---.-- § g;e-al :0448 . 42~3 -- ;-.-0+17---





ANNEX 3.2
ON MEASURING THE VALUE OF INSURANCE WHEN MARKETS ARE ABSENT

1. Chapter 3 makes the argument that public managing or regulating insurance is too difficult, it may
provision of health services serves an insurance as well choose to circumvent the explicit provision of insurance
as a health delivery function. The reasoning is that by offering free (or highly subsidized) care. This would
private demand for some health services will not eliminate the same financial risk from the consumer as
emerge, or will be extremely limited without insurance. would insurance.
Many services are simply too expensive for people,
particularly for the poor, to cover out-of-pocket. They 3. The value of this improvement in welfare can, in
could, however, afford actuarially fair insurance for principle, be measured by examnining people's
those same services if insurance were available. That is, willingness to pay for insurance. An approximation can
they could afford an annual payment of the cost of the be made using the concept of a "risk premium". This
service times the probability of needing it in a given concept is illustrated in Figure 1 and measures the
year. Further, they would be willing to make that amount of-money someone would be willing to pay to
payment for the peace-of-mind or protection from avoid sudden losses of purchasing power from medical
financial risk that such insurance would give. Two expenses. The figure shows a utility function, or, the
reasons are traditionally advanced for the absence of relationship between disposable income and the
insurance markets: moral hazard and adverse selection. satisfaction one derives from it. It exhibits decreasing
The first, refers to the effect that being insured will have retumns in that it starts very steep and gets progressively
on people's behavior that could affect the cost of flatter-an extra dollar is worth a lot more to a poor
providing the insurance. In health care, insurance might person than to a rich one. If you are not insured against
lead to excessive demand for treatments or amenities an illness, then you can expect to have an income Y if
that drive up the cost of provision but which are only you are lucky enough to stay healthy but would be left
demanded because the price facing the patient is low or with only Y-C if you fall sich and have to pay for
zero. The second reason, refers to the different treatment out-of-pocket. For a given probability of
likelihood of applying for insurance given people's own illness (we'll call it p) expected utility is found by
assessment of their need for it. Low risk people may not adding the utility of a sick person times the probability
buy insurance at a cost that reflects the average of being ill to the utility of being healthy times the
probability of needing the service if they feel that they probability of staying healthy. In symbols, this is:
will not need it. If they don't buy insurance, the pU(Y-C) + (l-p)U(Y). Note that this same level of
average cost, based on those who do buy it will, in tum, utility could be obtained by making a payment of
rise. This may lead people of moderate risk to stop V+pC each period regardless of whether you're sick or
buying and the whole process repeats itself. In the end, not, thereby avoiding any uncertainty of income at all.
it is possible that no one would be insured even though The quantity pC covers the actual, expected costs of the
they would all want insurance at the expected cost based service and the quantity V is the "risk premium": the
on their own probability. In this case the lack of ability extra value attributable to reducing risk itself. It is also
to buy a desired product imposes a real loss to an equivalent to the maximum amount you would be
individual's welfare. willing to pay for insurance against this illness or, the

amount that makes you indifferent between being
2. The government can improve welfare by insured or not being insured. Mathematically, it is
overcoming this lack of an insurance market. It might expressed as: V= Y-LIT (pU(Y-C) + (l-p)U(Y)).
do this by providing insurance itself. However, if
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4. This expression depends on knowing what the to the cost of providing the service. Besides the

utility function, U(Y), is. Since we don't know this relationships presented in those two figures, it can also

(and everyone's utility could be different anyway), we be shown that the value of insurance as a fraction of

need to make one up. The conventional choice is U(X) expected cost also varies with p and a, falling with the

= X(1 f/(l-a) where X = Y or Y-C depending on former and rising with the latter.

whether the person is healthy or not. The parameter oc is
called the measure of relative risk aversion and 7. This perspective yields several conclusions about

basically govems how "bent" the utility function in priorities for public spending. Public spending should
Figure 1 will be. The higher is a, the more bent the achieve the highest degree of gain in welfare relative to
utility function is, the more risk averse the person is said the status quo without public spending, i.e., relative to

to be and the more valuable is insurance. what the private market would provide. If the private
insurance market does not exist, then public spending is

5. The value of insurance, therefore, depends on four worth V, over and above the value of the service itself.

terms: Y, C, a and p and is specific to both the person Taking only the insurance effect into account, then

and the condition. To construct Figures 3.9 and 3.10 of priorities for public spending should be higher for high
chapter 3 (page 39), p was taken from the NSS 1987 cost items (since V/pC rises with C). Note this effect is
survey and corresponds to the likelihood of needing the exact opposite of measures of "cost-effectiveness"

inpatient and outpatient care. Costs were also taken sometimes proposed as an allocation criterion. Also, the

from the NSS to construct these two figures. Income insurance value per rupee of public expenditure goes

was also taken from the NSS to be conformable to the down with p. This means that greater welfare gains per

cost figures. The average value of income in the lowest rupee of public expenditure can be achieved by

quintile of the income distribution was used in Figure guaranteeing coverage of the rarer diseases. Note this

3.10 while in Figure 3.9 income is allowed to vary. The effect is the opposite of measures of "burden of disease"

coefficient of relative risk aversion, a was taken as which are also sometimes proposed as an allocation

near the mid-point of estimates of this parameter made criterion. The insurance problem is only one of several

by Binswanger (1980) in his study of Indian farmers. in the health sector and so does not provide a complete

ranking of priorities. It is important enough, however,
6. In those two figures, the value of insurance V is to cast doubts on the usefulness of methods of priority

shown as a percentage of the expected cost of providing making which both ignore this effect and give answers

the service, pC. This normalization allows us to see the so much at odds with it.
gain in welfare from replacing insurance alone relative

Figure 3.9: Value of insurance as percentage of expected cost by Figure 3.10: Value of insurance as percentage of expected cost by
level of income and type of service cost of service and Income
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Figure 1

Calculating the value of insurance

U(Y) =Y( -a)/(i a)

utility

expected cost o
/ ~~~~~~~~service,pC

cost of service, C
- - - -- - - - - - - - - - --------I. .................... ...... ... ---

Y-C y
income
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ANNEX 4.1

DOES PROGRAM PARTICIPATION REVEAL BENEFIT INCIDENCE?

EVIDENCE FOR RURAL INDIA, 1993-94

From Lanjouw and Ravallion (1998)

Introduction program or to the distributional impact of a

1. "Benefit incidence studies" which are widely reallocation of the budget among programs. Current
used to infer the distributional impacts of public distributional impacts will depend on how well

spending traditionally rely for their key data on a positioned different socio-economic groups are to gain
survey-based estimate of how the odds of participation from marginal expansions, given the history of the
in various public programs vary with the welfare program. The non-poor, for instance, who may have
indicator. Typically, the average participation rates for been able to capture the bulk of the gain when the

a specific public program will be tabulated against program started, could now be satiated at the margin.
household consumption expenditure per person. A In such a case, the poor may well gain a large share of
subsidy rate for each category of spending is then the marginal benefits from program expansion even
applied to the participation numbers to infer the though their share of average benefits is low.
incidence of the gains from public spending and from Similarly, the non-poor could obtain a high share of
changes in allocations among categories of spending. average benefits at the same time that the poor bear the
Examples of this type of analysis in developing bulk of the cost of a contraction in aggregate outlays.
country settings include Meerman (1979), Selowsky For example, see the results of Bidani and Ravallion
(1979), Meesook (1984), van de Walle (1995), and (1996), who compare the impacts of cross-country
Demery (1997). differences in public health spending on health

indicators for the poor versus the non-poor and find

2. Well established as an important tool in that differences in public health spending matter far
understanding how gains from public spending are more to the health outcomes of the poor than the non-

distributed, the method nonetheless has a number of poor.

limitations. A widely noted concem identified in the
literature on "benefit incidence analysis" is that the Measuring Average and Marginal Participation

subsidy per unit of usage may be a poor indicator of Rates

"benefit"; unlike commodities obtained on

(competitive) markets, the level of utilization of Sampled households fromthe 1993-94 NSS have been

publicly supplied goods is generally unlikely to reveal ranked by consumption expenditure per person,

the value that consumers attach to those goods. For adjusted for differences in the cost of living. The

overviews of the conceptual and practical issues that average participation rate is the proportion of

arise in using this method to measure the gain of the households in a given quintile of consumption per
poor gain from public spending, see Selden and person who participates in the program. The average

Wasyleko (192) andvan deWalle 1995).odds-ratio of participation is given by the ratio of the
Wasylenko (1992) and van de Walle (1995). quintile-specific average participation rate to the

3. Another concern is that average participation overall average. The marginal odds-ratio of
rates need not be a reliable guide to the incidence of a participation (MOP) is defined as the increment to the
change in aggregate public spending on a given program participation rate of a given quintile
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associated with a change in aggregate participation in even when it is ostensibly targeted to the poor. We

that program. Differences between the marginal and believe that the governnent lacks either the

average odds of participation reflect differences in the information or incentives to target perfectly or that

incidence of infra-marginal spending. doing so risks adverse political consequences with the

crucial support of the non-poor being eroded by perfect
The average odds of participation are calculated targeting to the poor. The models differ in the timing

directly from the data. The estimates of the MOP are of program capture by the non-poor, an event which
based on the spatial variation in the 1993-94 NSS data. will depend on shifts in the costs and benefits of
First, average participation rates are calculated for a program participation linked to the scale of the

given program for each quintile and for each of 62 program. Social programs invariably impose various

NSS regions, spanning the 19 Indian states covered by costs on participants, both in the form of direct

the survey. Each NSS region belongs to only one state. cofmancing through fees or more hidden deadweight

The participation rate for a given quintile varies across losses from participation, such as the opportunity cost

regions according to the level of public spending on to parents of children's time at school, or costs to a

the program in the state to which each region belongs, non-poor person of securing participation in a means-

as well as other variables. To estimate the MOP by tested program by illegal means. Such costs could well
program and expenditure quintile, we regress the vary with the scale of the program. For an overview of

quintile specific participation rate across regions on the these issues see Besley and Kanbur (1993). For a

average state participation rate (all quintiles, all model with the political economy of targeting in which
regions) for each program. However, Ordinary Least perfect targeting is not an equilibrium see Gelbach and

Squares regression will give a biased estimate of the Pritchett (1997).

MOP, since the region and quintile specific
participation rate (on the left hand side) is implicitly 5. The geography of program placement can also

included when calculating the overall mean entail scale-related variations in costs and benefits.

participation rate across all regions and quintiles (on Since participation costs naturally include transport

the right hand side). To deal with this problem we use costs and since poor areas are often more remote and

an Instrumental Variables Estimnator, in which the less convenient for program administrators, initial
"leave-out mean" is used as the instrumental variable placement will tend to be in less poor areas. When the

for the state average participation rate. The leave out program is first set up, participation by the poor is

mean is defined as the mean for the state excluding the more costly than after eventual expansion into poor
region and quintile specific participation rate areas. Thus, there is early capture of the program by

corresponding to each observation in the data (see the non-poor, followed after some point by marginal

Lanjouw and Ravallion, 1998, for further details). The gains that start to favor the poor with "trickle down"

following section uses two simple models of two benefits.

stylized cases to examine in general terms the
distinction between average and marginal incidence. 6. General equilibrium effects of a program could

also produce rising costs of participation in a way
Two models of incidence varying with the scale of a which differs between poor and non-poor. For
program example, while a small public works program may well

have no effect on wages in alternative work, a large
4. It will help in interpreting the empirical findings

continedin he rportby onsierin tw sirple one is more likely to bid up wages and hence increase
contained in the report by considering two simple the expected foregone income of program participants.

To the extent that the non-poor enjoy better chances of
gains from a social program might evolve as the getting work, they will fid the public employment
program expands. Both models posit that the non-poor program less and less attractive as it expands. Again,
are able to capture the benefits of social programs,

early capture by the non-poor can be expected. Late
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capture is also possible. For example, it may be far -poore and "non-poor", with roughly equal numbers of

easier for the (theoretically ineligible) non-poor to each. On the vertical axis we have the group-specific

bribe officials to gain access to the program once its participation rate in some social program. On the
wider availability renders a non-poor participant less horizontal axis we have the average participation rate
conspicuous. over both groups. The figure then gives hypothetical

group-specific participation rates as a function of the
7. Two generic cases can be identified here. When average rate. In this example, the non-poor capture the

net gains to the non-poor fall with expansion of the bulk of the gains initially, but become progressively

program, but are positive initially, then the non-poor satiated. At point A, where participation rates of the

will be in a good position to win an early share of the poor and non-poor are the same, the standard method

gains from the social program. If, instead, the cost is would conclude that an expansion in the program

too high for the non-poor at the launch but the net gain would not benefit the poor relative to the non-poor.

rises over time, late capture of the expanded program However, this assumption is wrong; since, as the figure

by the non-poor becomes more likely. demonstrates, the bulk of the gains from an aggregate

expansion of the program from point A will go to the
8. The early capture model is illustrated in Figure 1, poor.
which assumes that there are just two groups of people,

Figure 1: Early Capture

Participation is no higher for the poor at point A, but they capture

the bulk of the gains from program expansion

Participation rate of poor/non-poor Poor ,,

,,,....-.------'''----- .................... " ' . . . .. . .

Increase in
participation by
the poor

....................... ...... -- --------L 
Non-poor

1~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ a 

Increase in average Average
participation rate participation rate
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9. Figure 2 illustrates late capture. Supposing a start then go to the poor, as in Figure 1. By contrast, a food-
from the average participation rate B in Figure 2, the rationing scheme initially targeted to the poor in time
data on group-specific participation indicate that the accommodates political pressures to favor middle
poor are participating more than the non-poor. Yet the income groups and thus bestows higher marginal gains
bulk of the gains from increasing the level of average on the non-poor - the case represented in Figure 2.
participation to point A, for instance, are captured by
the non-poor. 11. Such unintended consequences of public

spending suggest that the average participation rates
10. One expects that some public programs will be routinely used in benefit incidence studies may well
more like the early capture model in Figure 1, and produce misleading inferences about the distribution of
others will be more like Figure 2. Better off parents the gains and losses from program expansion or
are likely, for example, both to be the first to see their contraction. The outcomes in practice will depend on
children gaining from public spending on schooling the specifics of the setting. The evidence for India is
and to become satiated in due course. Marginal gains presented in Chapter 4

Figure 2: Late Capture

Participation is higher for the poor at point B, but expansion favors the non-poor

Participation rate of poor/non-poor Non-poor ,,

Increase in - ,

participation by
the poor

~participation by 9z,', / '

the non-poor

F L. .... .... ..

B A Average
participation rate
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Measuring participation rates for assessing overall mean participation rate across all regions and
incidence quintiles. To deal with this problem we use an

Instrumental Variables Estimator, in which the "leave-
12. Sampled households are ranked by consumption out mean" is used as the instrumental variable for the
expenditure per person, adjusted for differences in the . .' ~~~~~~~~~state average participation rate. This leave-out mean iS
cost of living. The average participation rate is the the mean for the state excluding the region and
proportion of households in a given quintile of quintile-specific participation rate corresponding to
consumption per person participating in the program. each observation in the data. So if one is using the data
The average odds of participation are given by the for quintile 3 in region 5 within state 10 then the leave-
ratios of the quintile-specific average participation out mean is the average for all regions and quintiles
rates to the overall average. within the state excluding quintile 3 in region 5.

13. The estimated marginal odds of participation 16. How can the MOP be interpreted? As with
(MOP) is defined as the increment to the program average participation rates, analysts must also know the
participation rate of a given household or income subsidy rates for the programs to infer overall
group associated with a change in aggregate incidence. In conventional benefit incidence studies,
participation in that program. Differences between the the subsidy rate for each program is typically assumed
marginal and average odds of participation reflect to be one number, constant over income groups and
differences in the incidence of infra-marginal spending geographically, as though , for example, it costs the

(put example here from table). government's budget the same to have a poor person

14. While calculating the average odds of participate as a rich person. Under that assumption, the
participation involves a straightforward use of survey marginal odds of participation can be used to infer the

data, estimating the MOP is a more complicated incidence by quintiles of an increase in public spending
exercise. With only a single cross-sectional survey on a given program.
available, as is typical in benefit incidence studies, 17. Sampled households in the NSS are ranked by
data can be obtained on program participation across total per-person consumption expenditure (including
geographic areas ("regions") within states (or even imputed values of consumption from own production)
households within states if micro data are available), normalized by state-specific poverty lines. Quintiles
Calculating the average participation rates for a given are defined over the entire rural population, with equal
program for each quintile and each region also shows

numbers of people in each so that the poorest quintile
how participation rates for a given quintile vary across refers to the poorest 20 percent of the national rural
regions according to the level of public spending on population in terms of consumption per capita.
the program in the state to which each region belongs,
as well as other variables which are discussed further 18. In a number of ways these data are less than ideal.
below. The relationship between IRDP participation over the

last five years and consumption expenditure over the
15. Toestimte theMOP b progrm and last month may well be a poor indication of the

expenditure quintile we regress the quintile-specific pam's i ene s participn living
participation rates across regions on the average state standards mayhae chnge considably ovrscg
participation rates (all quintiles, all regions) for each period. Part may ao notpraover outa a
program. Our precise method appears to be new. ad .uartidicatorofm utlzatio for PDS if fo
Ordinary Least Squares regression, however, will give q

a biased esiaeoheMPicheexample, the rich only buy a small quantity of the
a biased estimate of the MOP, since the region- and rationed good. (This conjecture is not consistent with
quintile- specific participation rate (the dependent other data on; the incidence of PDS purchases; see
variable) is implicitly included when calculating the radara andthebbaraoen1997.)PAndptheresis;the

Radhakrishna and Subbarao, 1997.) And there is the
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possibility that an individual participant may have a 20. To infer the incidence of changes in public

standard of living different from the household as a spending from the estimated MOP requires, as noted

whole; a poor person within a non-poor household may above, the assumption common in benefit incidence

be attracted to a public works project, for example. In analysis that the average subsidy rate (given

the case of public works, it is also likely that the participation) is a constant. For Public Works

question will pick up participation in public works Programs and IRDP, the subsidy rate conditional on

projects that are not anti-poverty programs as such. participation should not vary by household expenditure

per person within a given state, but variation between
19. The sample size in rural areas only of the 1993-94 states can be expected. For the Public Distribution

NSS was 61,464 households. The analysis is done at System, income effects on demand for the rationed

the level of the 62 NSS regions which span 19 states, goods also could well create differences in the subsidy
with each NSS region belonging to only one state. So rate across quintiles within a given state. Until state-

in the basic model, for any given combination of level program spending data make differentiation

quintile and program, we regress the sample possible, we have assumed a constant subsidy rate in

participation rates across the 62 NSS regions on the this analysis.
average participation rate (irrespective of quintile)

across each of the 19 states.



ANNEX 4.2

PARTICIPATION RATES BY STATE RURAL INDIA, 1993-94 FOR THREE ANTI-POVERTY
PROGRAMS

Percent Percent Percent with access to the Public
State Quintile participating participating in the Distribution System

in Pablic Works IRDP Program
Programs

ANDHRA PRADESH poorest 2.3 2.5 79.0
2nd 2.7 2.9 87.0
3rd 4.1 4.3 84.5
4th 3.3 4.4 82.5
5th 3.2 4.0 81.8

TotaIl 3.3 4.0 82.8
ASSAM poorest 3.6 4.3 84.3

2nd 3.6 2.8 86.4
3rd 4.9 2.2 87.6
4th 2.0 1.9 86.5
5th 1.7 2.9 84.7

Total 3.4 2.7 86.2
BIHAR poorest 5.4 5.8 68.7

2nd 5.8 6.0 77.6
3rd 4.4 5.0 76.2
4th 2.8 4.6 78.1
5th 3.9 2.9 75.2

Total 4.8 5.2 74.4
GOA poorest 0.0 0.0 65.1

2nd 0.0 0.0 100.0
3rd 0.0 0.0 100.0
4th 4.6 0.0 100.0
5th 2.3 2.7 92.1

Total 2.3 1.8 93.8
GUJARAT poorest 2.6 11.3 84.2

2nd 4.6 11.6 90.2
3rd 3.9 8.6 88.5
4th 2.3 9.9 86.3
5th 2.4 7.4 83.8

Total 3.0 9.1 86.3
HARYANA poorest 2.5 7.3 86.9

2nd 5.1 6.8 93.2
3rd 2.0 7.3 91.2
4th 2.1 9.5 90.0
5th 2.1 6.0 86.3

Total 2.6 7.2 89.0
HIMACHAL PRADESH poorest 8.4 5.4 88.0

2nd 8.2 8.5 89.8
3Td 9.0 5.6 91.3
4th 5.9 4.9 91.1
5th 3.0 4.3 82.8

Total 6.2 5.5 88.0
KARNATAKA poorest 2.9 2.8 75.5

2nd 4.0 6.8 78.4
3rd 2.5 5.5 78.9
4th 2.4 5.1 76.5
5th 3.0 5.8 78.1

Total 2.9 5.4 77.6
KERALA poorest 1.5 3.4 93.4

2nd 2.9 5.6 96.3
3rd 3.5 5.2 94.3
4th 4.2 4.2 94.5
5th 3.7 4.1 89.4

Total 3.5 4.4 92.8
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MADHYA PRADESH poorest 5.8 9.7 60.7
2nd 5.7 11.5 66.3
3rd 4.9 6.8 67.8
4th 5.2 8.3 70.6
5th 5.7 9.6 72.1

Total 5.5 9.2 67.5
MAHARASHTRA poorest 9.7 7.7 58.8

2nd 8.0 9.6 68.1
3rd 8.4 8.4 73.3
4th 6.5 8.6 77.3
5th 4.1 5.1 73.3

Total 7.1 7.7 70.5
ORISSA poorest 9.4 6.2 72.6

2nd 5.7 5.6 77.9
3rd 5.9 5.3 83.6
4th 3.3 7.2 87.3
5th 2.2 6.3 81.7

Total 5.9 6.1 79.8
PUNJAB poorest 0.0 4.7 67.3

2nd 3.9 0.5 66.9
3rd 2.3 6.1 65.7
4th 2.3 2.2 71.4
5th 1.9 4.4 72.8

Total 2.1 3.8 70.5
RAJASTHAN poorest 4.2 5.7 62.9

2nd 6.5 7.1 57.9
3rd 4.8 5.3 64.0
4th 4.3 4.0 57.6
5th 2.6 5.5 53.6

Total 4.2 5.4 58.1
TAMIL NADU poorest 2.0 7.5 87.5

2nd 1.9 5.1 86.2
3rd 3.0 6.2 89.7
4th 2.4 5.3 87.2
5th 4.3 5.5 83.6

Total 2.9 5.8 86.6
UTTAR PRADESH poorest 4.0 6.4 55.9

2nd 4.1 7.0 63.2
3rd 4.2 8.1 62.6
4th 3.6 6.7 63.5
5th 2.9 6.7 63.7

Total 3.8 7.0 61.6
WEST BENGAL poorest 3.6 6.2 90.2

2nd 2.4 8.3 91.9
3rd 1.8 8.2 90.7
4th 2.4 5.8 90.0
5th 3.0 5.8 88.6

Total 2.6 7.0 90.4
DADRA & NAGAR poorest 3.4 67.0 69.8

2nd 1.7 77.8 73.1
3rd 5.9 75.0 68.6
4th 1.0 58.0 71.9
5th 0.0 25.4 72.1

Total 2.3 60.7 71.3
DELHI poorest - -

2nd 0.0 0.0 100.0
3rd 0.0 0.0 48.3
4th 3.3 0.0 100.0
5th 1.7 0.0 53.0

Total 1.6 0.0 55.5
NATIONAL TOTAL 4.1 6.3 75.8
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