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The world bank and donors: Poverty and economic growth

By The Mirror Economist

Poverty is a central
theme of donors and mul-
tilateral agencies these
days. Despite various ach-
ievements in economic
growth globally, the prob-
lem of poverty persists.
Poverty has grown rather
than diminished, especial-
ly ifone is looking at rela-
tive poverty and the mat
distribution of incomes.

Therefore it is not sur-
prising that the World
Bank, donors and other in-
stitutions are focussing
heavily on poverty. In oth-
er words, it is also an ad-
mission that their strat-
egies of the past have
failed to reduce poverty.
Whether their current
strategies are any better in
resolving the fundamental
problems that give rise to
poverty and fail to reduce
poverty is another moot
question.

Much of the assistance
that is forthcoming for
poverty reduction has as
its approach the develop-
ment of infrastructure and
support for economic
growth. There is no doubt
that infrastructure devel-
opment improves the eco-
nomic opportunities and
incomes of the poor.
Equally true is the factthat
economic growth is the
best overall factor that
could reduce poverty.

The economic growth
experience of East and
South East Asia demon-
strates this rather clearly.
With  rapid economic
growth these countries re-
duced their poverty levels
to below 10 per cent of
their households, some
muchless.

The rapid rates of eco-
nomic growth in the 1980s
and 1990's resulted in in-
creases in wages, growth
in employment opportuni-
ties and a better distribu-
tion of incomes among the
lower income groups. On
the other hand, in South
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Asia the lower rates of
economic growth ailed to
raise the poor from pover-

This is so with respect
to Sri Lanka as well where
about one forth of the pop-
ulation is estimated to be
below the poverty line.
Evep though there is some
evidence to show that the
level of poverty may have
declined somewhat in re-
cent years, the statistic of
one quarter of the popula-
tion remaining poor has
been a feature for the last
two decades.

Poverty in Sri Lanka is
essentially a rural phe-
nomenon. Most of the
poor live in rural areas.
Since about 70 per cent of
the population live in rural
areas, unless their condi-
tion is improved, the aid
flow will not makea sig-
nificant impact on the

bulk of the poor. It has to
be pointed out that not on-
ly are the larger number of
the poor in rural areas, the
incidence of poverty is al-
so highest in rural Sri
Lanka. About 27 per cent
of the rural population is
estimated to be poor com-
pared to only 14 per cent
of the urban population
being poor. The poverty
on the estates is estimated
at slightly lower than in
rural areas.

There are also signifi-
cant variations in poverty
with the highest incidence
of poverty being in Uva,
Central, North Western,
Sabaragamuwa and North
Central Provinces. The
North- East is no doubt
suffering the worst depri-
vations. The pertinent is-
sue is whetherthe aid flow
will in fact reach these
areas to benefit the large
numbers in poverty in
these areas? On the other
hand it must be pointed
out that poverty as well as
human deprivation is least
in the Western Province,
which is the most industri-

alised and has the best
economic and social infra-
structure. Do we improve
the infrastructure in this
area or in the hinterland?

A mistaken view of the
East and South East Asian
experience is to attribute
the reduction in poverty to
economic growth alone.
The distribution of in-
comes, the developments
in agriculture, investments
in rural developments and
land policies also played
an important role in the re-
duction of poverty.

Therefore strategies for
rapid economic growth,
especially through export
led growth in the modern-
ized industrial sector,
should also be comple-
mented with other support
measures and economic
reforms that are applica-
ble of improving the ca-
pacity of the poor to ac-
cess the economic oppor-
tunities. These must com-
plement the overall meas-
ures.

Without such efforts and
policies economic growth
can exacerbate income

differentials and have lit-
tle impact on the poor.

There is scepticism that
the donor assistance is far
too weighted in the direc-
tion of supporting overall
economic growth. The
fear is that even though
these measures may assist
the economy and indirect-
ly the poor, the main gains
would be to the more
prosperous sectors of the
economy.

The gains would in due
course trickle down, but
as the phrase itself signi-
fies, it is a trickling down

effect, where only the
crumbs will reach the
poor.

And it will also take

time for any benefits to
reach the poor. With refer-
ence to infrastructure de-
velopment too there can
be different approaches. If
the resources were spent
on large projects in the ur-
ban areas and for the ben-
efit of the industrial sec-
tor, these would only help
the poor marginally.

In the other hand, of the
infrastructure is especially

targeted to the develop-
ment of the rural econo-
my, then the direct bene-
fits to the poor would be
larger. Improvements in
infrastructure that in-
crease the productivity of
agriculture would have a
more significant impact
on poverty than those that
build highways and ports.
Investments in agricultur-
al research, extension, im-
prove marketing of agri-
cultural produce, build ru-
ral roads, irrigation, rural
transport and communica-
tion, can have a more ben-
eficial and durable impact
on poverty reduction.

No doubt some of the
aid would be so directed.
The assistance for housing
and infrastructure in the
war affected areas of the
North and East would
have such an impact.

Similarly the Japanese
assistance of Rs. 50 mil-
lion for women 's' projects
in the South would direct-
ly improve the condition
of poor women and their
families. The other Rs. 50
million would essentially
go towards the poor in the
North and East.

The extent to which the
aid moves into such areas
could be a very important
determinant of the success
of aid for poverty reduc-
tion. It is one thing to in-
vest in general infrastruc-
ture development and
quite another to direct aid
to the ruralpoor.

It is not only the amount
of aid received that would
be important, it is the way
it is utilised to improve
the conditions ofthe poor
that  wouldmatter in
whether poverty would be
reduced to any significant
extent.

Pastexperience does not
offer much hope that the
aid flow would benefit
thepoor significantly. Let
us hope the new thrust on
poverty would be very dif-
ferent.



