Growth, Inequality, and Poverty Reduction:
Africa in a Global Context

By
Augustin Kwasi FOSU
Deputy Director, UN University-WIDER

Seminar presentation

Brookings Institution

Washington, DC, USA
15 June 2010

Fosu@wider.unu.edu




Outline

Introduction

The Growth Record - SSA vs. World
Growth-Poverty Record — SSA vs. Other Regions
Poverty Trends - SSA vs. Other Regions and an
Emerging Giant

m Poverty Transformation Vectors by Country

m Hstimating the Income and Inequality Elasticities

Contributions to Poverty Reduction by Country:
Income vs. Inequality

[llustrative Simulations

Summary and Conclusion

Fosu@wider.unu.edu




Introduction

® On average, growth most powerful engine for
development, such as poverty reduction [Ask Dollar
and Kraay (2002, [EG); also see Fosu (2004, AJES;
2002, ODS) for evidence on human development
(HD)], BUT...

There 1s a large variance in its importance relative to
income distribution (and the level of income) [for

African evidence see, e.g., Fosu (2009, JDS)]

Importance of income and inequality in recent poverty

reduction record, by country = ? [Background paper:
Fosu (2010): ‘Growth, Inequality and Poverty
Reduction in Developing Countries: Recent Global
Evidence’.]
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The Growth Record: SSA vs. the World
(Data source: World Bank, WDI Online 2009)

GDP per capita growth, 1961-2007




growth versus poverty reduction by region
[Source: Fosu (2010)]
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Trends in poverty (headcount ratio) by region, §1.25: 1981-2005
[Source: Fosu (2010)]
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Trends in poverty (headcount ratio), $1.25: SSA vs. SAS & India,
1981-2005 [Source: Fosu (2010)]
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Trends in poverty (headcount ratio) by region, $2.50: 1981-2005
[Source: Fosu (2010)]

$2.50 standard




Trends in poverty (headcount ratio), $2.50: SSA vs. SAS & India,
1981-2005 [Source: Fosu (2010)]

$2.50 standard
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Progress on Poverty by Country, early-mid-1990s to present [Source: Fosu (2010)]
Poverty growth
$1.25 (min-max)

Decile

Poverty growth
$1.25 (min-max)
Azerbaijan
Estonia
Jamaica

Latvia

Poland

Russian Fed.
Tunisia

Ukraine

Belarus
Costa Rica
Malaysia
Mexico
Romania
Thailand
Uruguay-Urb.
Venezuela

Armenia

Chile
China-Urb.
Ecuador
Indonesia-Urb.
Jordan
Pakistan

Brazil
China-Rur.
Indonesia-Rur.
Kazakhstan
Moldova
Nicaragua
Paraguay
Vietham

El Salvador

Honduras

Poverty growth Decile
$2.50 (min-max)
Azerbaijan

Latvia

Mexico

Poland

Russian Fed.

Tunisia

Ukraine

Venezuela

Brazil
Chile
China-Urb.
Costa Rica
Ecuador
Estonia
Jordan
Romania

Egypt

El Salvador
Honduras
Indonesia-Urb.
Jamaica
Nicaragua
Thailand

China-Rur.

Pakistan
Paraguay
Sri Lanka
Vietnam

Indonesia-Rur. 10.
Malaysia

Moldova

Nepal

Panama

Philippines

Egypt
Lao PDR
Nepal
Panama
Sri Lanka

Cambodia
Dominican Rep.

Philippines

Bangladesh

Morocco

Peru

Colombia

Iran

Kyrgyz Rep.
Mongolia

Turkey

Albania
Argentina-Urb.
Bolivia
Djibouti
Georgia

Poverty growth
$2.50 (min-max)
Cambodia

Dominican Rep.

Kazakhstan
Lao PDR
Morocco

Bangladesh

Albania
Armenia
Colombia

Mongolia

Argentina-Urb.
Belarus
Bolivia
Djibouti
Georgia
Kyrgyz Rep.
Uruguay-Urb.
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‘Poverty transformation efficiency’, by country [Source: Fosu (2010)]

Country Efficiency Vector Country Efficiency Vector
Albania (2, 8, 10, 9) Kyrgyz Rep. (5, 10, 9, 10)
Argentina-Urb. (9,9, 10, 10) Lao PDR (3,6,6,7)
Armenia (1, 10, 3, 9) Latvia (1,1,1,1)
Azerbaijan 1,2,1,1)

Bangladesh (4, 8, 8, 8)

Belarus
Bolivia

Brazil

Cambodia

Chile
China-Rur.
China-Urb.
Colombia

Costa Rica

Djibouti

Dominican Rep.

2,3, 2,3)

(8, 7, 10, 10)

(8, 5,4, 2)

(3,6,3,2)
(1, 2,4, 4)
(1,1, 3, 2)
(9,7,9,9)
(6, 4, 2, 2)

(10, 10, 10, 10)

(3,7,7,7)

Malaysia

Mexico
Moldova
Mongolia

Morocco

Nepal

Nicaragua

Pakistan
Panama
Paraguay

Peru

4,9, 2,5)

8,2,2,1)
(4,6,4,5)
(3,9,9,9)
(6, 8,8,7)

(7,2,6,5)
(5, 4, 4, 3)

(7,3, 3, 4)
(6,. 8, 6, 5)
(10, 8, 4, 4)
(6, 5, 8, 6)




‘Poverty transformation efficiency’, by country - continued

Country
Ecuador
Egypt

El Salvador

Estonia

Georgia

Honduras
India-Rur.

India-Urb.

Indones-Rur.

Indones-Urb.

Iran
Jamaica
Jordan

Kazakhstan

Efficiency Vector

8,2,3,2)
(5, 6,6, 3)
(8,5,5,3)
1,3,1,2)

(1, 10, 10, 10)

(7, 3,5, 3)
(2,7,7,7)
(2,7,8,6)
(7,4, 4,5)
(7, 3, 3,3)
4,9,9, 8)
(9, 2,1, 3)
(6, 6, 3, 2)
(2,8,4,7)

Country

Philippines
Poland

Romania

Russian Fed.

Sri Lanka

Thailand
Tunisia

Turkey

Ukraine

Uruguay-Urb.

Venezuela
Vietnam

Yemen

Efficiency Vector

(6,6,7,5)
(2,1,1,1)
4,1, 2,2)
(3,8,1,1)

(3,5, 6, 4)

(5, 6, 2, 3)
(3,4,1,1)
4,7,9,5)

(5, 3,1, 1)
(8,9, 2, 10)
(10, 2, 2, 1)
(1,1, 4, 4)
(6, 10, 10, 10)




Models and Estimation [Source: Fosu (2010)]

m ()p=Db, + by +byG +by(Z/Y)+ bg+
b, sG '+ b g(Z/Y) + byG! + b Z/Y

= (2) B =b, +b,G' +bZ/Y

= 3)E, = b, + b,G' + b-Z/Y

For $1.25 standard:
m (4 Ey = -9.757 + 2.307 G' + 1.333 Z./Y
m (5) Eg = 14.391 -3.649 G' —2.754 Z./Y
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Income Elasticity of Poverty vs. Initial Inequality

[Source: Fosu (2010)]
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Inequality Elasticity of Poverty vs. Initial Inequality

[Source: Fosu (2010)]
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Xplaining poverty growth since mid- Js, income vS. Inequality

Countries with poverty reduction, $1.25 headcount [Source: Fosu(2010)]
A =] A+B
Country Region Povg E,*dInY Es*dInG Pred Povg
Armenia EECA -7.122 8.580 -13.363 -4.783
Azerbaijan EECA -62.506 -11.656 -27.118 -38.774
Belarus EECA -24.964 -17.208 16.707 -0.501
Brazil LAC -7.142 -5.505 -3.198 -8.704

Cambodia

Chile
China-Rur.
China-Urb.
Costa Rica
Dominican Rep.
Ecuador

Egypt

El Salvador

Estonia




Countries experiencing poverty reduction (§1.25), continued

Honduras
India-Rur.

India-Urb.

Indonesia-Rur.
Indonesia-Urb.
Jamaica
Jordan

Kazakhstan

Lao PDR

Latvia

Malaysia

Mexico

Moldova

Nepal




Countries experiencing poverty reduction ($1.25), continued

Nicaragua

Pakistan
Panama
Paraguay
Peru
Philippines
Poland
Romania

Russian Fed.

Sri Lanka*

Thailand

Tunisia

Ukraine
Uruguay-Urb.*
Venezuela

Vietnam

LAC

-6.005

-5.026

-1.609

-6.635




Xplaming pOVCI’tY gl’OWt SINCE mia- S, mcome V8. 1mequa lty

Countries with poverty increases, $1.25 headcount [Source: Fosu(2010)]
A B A+B

Country Region Pov@J E *dInY Eg*dInG Pred Pov@J

Albania EECA 16.077 -2.916 8.253 5.338
Argentina-Urb. LAC 11.700 4.135 2.177 6.312
Bangladesh SAS 0.184 0.257 -0.174 0.083
Bolivia LAC 10.552 -3.176 10.742 7.566
Colombia* LAC 1.676 -2.113 1.865 -0.248

Djibouti

Georgia

Iran*
Kyrgyz Rep.
Mongolia

Morocco




Explaining poverty growth since mid-1990s, income (A) vs. inequality (B):

Countries with poverty reduction, $2.50 headcount [Source: Fosu(2010)]

A B A+B
Country Region g E,*dInY Eg*dInG Pred Povg
Azerbaijan EECA -6.751 -10.520 -17.271
Brazil LAC -2.916 -1.657 -4.573

Cambodia

Chile
China-Rur.
China-Urb.

Costa Rica

Dominican Rep.
Ecuador

Egypt

El Salvador

Estonia




Countries experiencing poverty reduction ($2.50), continued

Honduras
India-Rur.
India-Urb.
Indonesia-Rur.
Indonesia-Urb.
Jamaica
Jordan

Kazakhstan

Lao PDR -1.931
Latvia -14.792
Malaysia 5.429

Mauritania
Mexico
Moldova

Morocco

Nepal




Countries experiencing poverty reduction (§2.50), continued

Nicaragua LAC -2.809 -2.267 -0.764 -3.031

Pakistan
Panama
Paraguay
Peru
Philippines
Poland
Romania

Russian Fed.

Sri Lanka

Thailand
Tunisia

Turkey

Ukraine
Venezuela

Vietnam




Explaining poverty cont’d: Countries experiencing poverty increases, $2.50 headcount

Country Region Povg E,*dInY Es*dInG Pred Povg

Albania EECA 0.473 -1.826 3.478 1.652
Argentina-Urb. LAC 3.515 2.434 1.082 3.517
Armenia* EECA 2.608 4.591 -5.798 -1.207
Bangladesh SAS 0.069 0.147 -0.044 0.103
Belarus* EECA 3.203 -11.339 7.023 -4.316
Bolivia LAC 2.450 -1.833 4.943 3.110
Colombia* LAC 0.543 -1.109 0.945 -0.164
Djibouti MENA 13.644 15.438 3.060 18.498
Georgia EECA 7.745 7.864 2.437 10.301

Iran

Kyrgyz Rep.

Mongolia

Uruguay-Urb.

Yemen




Country Simulation Ilustrations [Source: Fosu(2010)]

Tanzania: Linkage between GDP and Income Matters

Scenario  Link between PC GDP and Income Contrib. of Income to Pov. ($1.25)
Current Weak: Income growth=-4.3%, despite 6.2% (annually) - Rising poverty
Situation = PC GDP growth=2.6% (annually)

Cote d’Ivoire: Rising Inequality Hurts

Scenario Income Inequality Poverty ($1.25)
Current Situation Rising by 4.0% annually Rise by 1.4% (5.6% pred.) annually

Ethiopia: Falling Inequality Helps
Scenario Income Inequality Poverty ($1.25)

Current Situation Falling by 2.9% annually Fall by 4.4% (6.0% pred.) annually
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Country Simulation Illustrations continued

Burkina Faso: L.ow Income is 2 Bane

BURKINA
FASO

Scenarios

Current
Situation

CHILE

Current
Situation

Income GDP Income Income Inequality
Inequality growth Elast. Elast.
(Gini

Coefficient)

- Initial: 0.51 1.5% Lower -0.794 0.260
- Falling annually  Income

2.75% ($40

annually monthly)

- Initial: 0.55 1.5% Higher -3.419 5779
- Falling annually  Income

0.57% ($387

annually monthly)
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Poverty
Headcount
Ratio
($1.25)

Fall by
2.6%
annually

Fall by
8.2%
annually




Summary & Conclusion

Changing trends in SSA’s econ. growth and poverty record
Growth has mattered a great deal

Indeed, on average, growth has been the main driver of poverty
reduction globally

BUT, there are major differences across countries

The relationship between GDP and income has mattered

Initial inequality has mattered

Initial income has mattered (low-income ctrys. need help!)
Income growth has mattered
Inequality changes have mattered

SSA’s record on poverty most recently 1s comparable to SAS’s (and
India’s), despite the large difference in PC growth rates

However, SSA’s recent brisk march toward prosperity must continue
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Thank you!
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