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Preface

This paper is one of a series of working papers, reports and policy briefings on different aspects
of childhood poverty published by the Childhood Poverty Research and Policy Centre (CHIP).
CHIP is a collaborative research and policy initiative involving academic institutions and Save
the Children in China, India, Kyrgyzstan, Mongolia and the UK. It aims to:

® deepen understanding of the main causes of childhood poverty and poverty cycles,
and increase knowledge of effective strategies to tackle it in different contexts

® inform effective policy to end childhood poverty, ensuring that research findings are

widely communicated to policy-makers, practitioners and advocates

® raise the profile of childhood poverty issues and increase the urgency of tackling
them through anti-poverty policy and action

® work globally to tackle chronic and childhood poverty in developing and transition

countries.
Financial support from the Chronic Poverty Research Centre, the UK Department for
International Development - DFID - (grant no. R8005), Save the Children UK and the
International Save the Children Alliance have made this publication possible and are gratefully
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For further information and to download all our publications, visit www.childhoodpoverty.org.
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Glossary

Balance of payments: the economy’s total net foreign transactions, comprising: the current
account (net trade in goods and services; official transfers, ie aid grants less interest payments
on debt; and private transfers, eg remittances), and the capital account (net foreign borrowing,
eg aid loans and foreign investment). Either these two accounts balance (and the balance of
payments is therefore in equilibrium at zero) or the deficit (or surplus) must be met through a

decrease (or increase) in foreign exchange reserves.

Capital markets: the market in which savings are converted into investment, eg via the lending

activities of banks. International capital movements include (shorter-term) foreign purchases of
domestic currency and other financial assets and (longer-term) foreign direct investment. Capital
controls are restrictions on international capital movements (into and out of a country) imposed

by governments.

Counter-cyclical: the movement of economic indicators in an opposite direction to the evolution
of economy-wide (aggregate) demand, which tends to expand and contract over time. For
example, it is often argued that government spending should be counter-cyclical, so that it
increases to support economic activity during recession, when demand is depressed and
unemployment rising, and falls during booms, when demand for employment is recovering.
This must be achieved by borrowing, since government revenues are inherently pro-cyclical, ie

tax receipts fall during recession.

Current account deficit: where net earnings from international trade, private transfers (eg
workers’ remittances) and official transfers (eg aid) are negative; that is, on a net basis, money
from these sources is flowing out of the economy. This differs from the fiscal deficit, which
concerns the money flowing into and out of the government budget.

Exchange rate: the price at which one currency can be exchanged for another. Broadly speaking,
there are two types of exchange rate. Under fixed exchange rates, the central bank attempts to
hold the exchange rate fixed by buying and selling foreign currency in the currency market.
Under flexible exchange rates, the exchange rate is determined freely in the currency market.

Exchange rate devaluation/depreciation: the immediate effect of devaluation/depreciation
is to increase prices of imports (since a given amount of domestic currency now buys fewer
units of foreign currency) and improve competitiveness of exports (since a given amount of
foreign currency now buys more domestic goods). Devaluation occurs under fixed exchange
rates, where the adjustment must be carried out by the authorities. Under flexible exchange
rates, the adjustment is determined by market forces, and is termed depreciation.

Fallacy of composition: the idea that decisions which are feasible strategies for individual
economic advancement become less feasible when pursued simultaneously by many. In the context
of international trade, the promotion of exports of a small group of primary commodities by many

developing countries depressed world commodity prices, reducing the gains to each producer.

i
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Fiscal (or public sector) deficit: where public spending exceeds revenue collection and is
financed by borrowing.

Fiscal policy: decisions on government revenue raising (through taxation and non-tax revenue
sources such as privatising state-owned enterprises) and government spending, determining
the fiscal deficit. Fiscal expansion (or contraction) stimulates (or reduces) aggregate demand by
increasing (reducing) net spending (and therefore increasing (or decreasing) the fiscal deficit).

Foreign direct investment: investment by foreigners in domestic business or property.

Indexation: the automatic adjustment of earnings (eg from wages, interest, public transfers
such as pensions and unemployment benefits) in line with general prices, to maintain their real

value (purchasing power).

Monetary policy: the control of the central bank over the money supply, in order to manage
demand in the economy. The central bank attempts to increase (or reduce) aggregate demand
through monetary expansion (or contraction). This can be done by: (1) lowering (or raising)
the rate of interest charged by the central bank on short-term borrowing by commercial banks,
which sets the minimum limits on interest rates subsequently charged by commercial banks to
borrowers; (2) buying (or selling) securities such as government bonds and treasury bills to
increase (or decrease) the money supply directly; or (3) controlling money creation of
commercial banks through reserve requirements, which determine the amount of lending the

banks can make given the value of deposits.

Pro-cyclical: the movement of economic indicators in the same direction as the movement in

demand - the opposite of counter-cyclical.

Progressivity: generally refers to a system in which poor people get a larger share of benefits
from a programme than their share of income or consumption. Progressive taxation is that
which takes a greater proportion of income from richer people. In contrast, regressive taxes
take a higher proportion of income from poorer people.

Purchasing power parity: equalises the cost of an identical basket of goods in two countries.
Comparisons between countries based on standard currency exchange rates undervalue incomes
in poor countries. Purchasing power parity exchange rates are more useful for making comparisons

of living standards between countries because they account for differences in costs of living.

Tariffs and non-tariff barriers: the instruments that governments use to restrict foreign
trade. Tariffs are taxes charged on imports, raising prices in the domestic economy. Non-tariff
barriers are restrictions that use other means to reduce imports - eg quotas, which set limits on
the number of goods that can be imported in a given time, and domestic content requirements,
which determine a minimum value to be added to goods by producers operating domestically
in order to be sold there.

iit
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Executive summary

Deprivation during childhood, even over relatively short periods, can have major long-term,
irreversible consequences, resulting in life-course or inter-generational (ie chronic) poverty
transmission. Avoiding childhood poverty and ensuring that children are protected even from
temporary acute periods of deprivation should be a major focus of development policy. Despite
increased emphasis on children’s wellbeing in recent years (such as in the Millennium
Development Goals and the Convention on the Rights of the Child), little explicit recognition is

made of children in standard economic policy-making.
This paper argues that economic policies affect childhood wellbeing principally through:

® public services provision, where fiscal policy decisions determine the level and progressivity
of taxation and spending, and prioritisation determines the share of spending accorded to
basic services for children, such as education and health

® the household economy, since children are affected by changes in household income, assets
and livelihoods and by the household’s response strategies to changing economic condi-
tions, particularly where these impact on household structure and carers’ time-use.

Because issues related to public service provision have been addressed in detail elsewhere (for
example in CHIP Report 9), this paper concentrates on policies that affect children principally
through household economies. As few studies directly draw out implications for children, this
paper draws substantially on evidence concerning the impact of different policies on poverty. It

focuses on three specific areas of economic policy.
. Growth, inequality and poverty reduction

The development orthodoxies of the 1980s and 1990s which focused on liberalising markets in
order to boost economic growth can be criticised for failing to:

® achieve the higher growth rates they promised

e convert effectively what growth there has been into poverty reduction

® avoid or minimise the short- to medium-term adverse effects, which were often particularly

severe for children.

Overall, the experiences of economic reform in the past two decades coincided with a
deterioration in the rate of improvement of children’s living standards, in particular those
closely mediated through households and livelihoods, such as nutrition.
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While empirical research demonstrates that incomes of poor people tend to increase during
periods of economic growth, growth is not sufficient for poverty reduction and improving child
wellbeing for the following reasons:

1 The extent to which growth leads to poverty reduction depends largely on inequality.
Growth is a more effective poverty reduction tool in less unequal societies, whereas more
unequal societies require more redistribution for growth to reduce poverty. Since different
growth policies have different implications for distribution, it is those which benefit poor
people the most that will have the strongest impact on poverty.

2 Aggregate poverty statistics can hide significant movements of different groups into and
out of poverty. While aggregate poverty statistics may remain favourable, a narrow focus on
pro-growth policies with insufficient attention to equity, may lead to the long-term deprivation
of certain groups of poor people or push others into poverty, both of which can have

adverse consequences for children.

3 While growth is important for sustaining improvements in human development over long
periods and income does matter, other factors such as public spending priorities are crucial,

particularly for childhood wellbeing.

4 Since policies currently advocated are not reducing poverty swiftly enough for the
Millennium Development Goals to be met, particularly in sub-Saharan Africa and South

Asia, more extensive redistribution is necessary.

5  The role of redistribution for poverty reduction is often downplayed, presumably because
of fears that redistribution may harm incentives and growth. However, they are often
complementary and a combination of growth-oriented and distributional measures is usually

most effective for poverty reduction.

6 A genuine commitment to fast poverty reduction requires policies, such as asset transfers
and credit assistance, that explicitly benefit poor people particularly in rural areas. Specific
pro-child policies such as increased public spending on basic services to improve health,
nutrition and educational outcomes, as well as specific policies for women, will be beneficial
for growth in the long term. This requires a greater focus on redistribution for poverty
reduction at both the national and international levels, given rapidly rising world inequality.
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2.Trade liberalisation

International trade has the potential to generate great improvements in the wellbeing of poor

people. The key issue is how to achieve these benefits.

1

Proponents of trade liberalisation often:
e draw on evidence based on cross-country studies which is both ambiguous and provides
an inadequate guide to what a specific country should do, since much context-specificity

is removed from these studies.

e overlook the fact that the theoretical benefits for incomes of reducing trade restrictions
depend on assumptions which, when violated (as they usually are) mean that expected
gains may well not be realised. Furthermore, they ignore the potential social implications.
For example, international competitiveness can be achieved in ways which are detrimental

to children, such as by exploiting child labour.

® ignore historical experience which suggests that nearly all successful development,
including the recent experiences of East Asian ‘Tiger’ economies, has occurred through

selective and temporary protectionism.

e dismiss the fact that simultaneous export promotion among many low-income countries
depresses world commodity prices, lowers (or even reverses) growth of producer

incomes, and perpetuates low-income traps.

Opponents of liberalisation cite the hypocrisy of the global trading system and the huge
bias of existing trade rules against poor countries. However, they seldom recognise that
blanket trade restrictions nearly always impose welfare costs on society - most obviously by
raising prices and therefore lowering real incomes - and may stifle growth in developing

countries by raising the costs of capital inputs to production.

Liberalisation pursued on its own and too rapidly has not benefited the poorest countries.
In low-income countries, liberalisation should be preceded by public investments, especial-
ly in human capital. Failure to address this problem will leave poor countries trapped in
vicious cycles of low-value primary commodity production, low human capital attainment

and low growth.

For poor households to benefit from liberalisation:

Policies promoting investment in infrastructure are necessary to enable poor people,

particularly in remote rural areas, to access markets.

Equally important are policies to enable poor people to increase production or shift production
into other areas by promoting equitable access to production assets, such as water and irrigation
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programmes, appropriate technology and credit. However, given significant public resource
constraints and competing priorities in many developing countries, donor support will be

important in this regard.

3 Promotion of labour-intensive manufacturing is an important secondary strategy. The major
issue is in achieving industrialisation through selective and temporary import controls and

export subsidies, and preventing capture by vested interests.

4  Effective institutions are necessary to manage trade - these need to be competent and
independent from industry to provide effective regulatory oversight. This includes rules at

international level that are fairer to poor countries.

The impact of trade liberalisation on household poverty is highly context-dependent:

1 The immediate impact is to alter prices of internationally-traded goods. In many cases, agri-
cultural producers have benefited from agricultural trade reforms through the higher
prices they have earned or through exposure to new markets. However, where prices of
staple foods rise, trade reforms need to be accompanied by support for children and moth-
ers’ nutrition in urban areas (and net food purchasers in rural areas) in order to prevent

worsening nutritional outcomes.

2 Asecond impact is on employment: long-term parental unemployment has key negative
implications for children’s schooling and future labour force outcomes.

3 Household responses that may be detrimental to children include male out-migration and
increased female working hours, where this directly reduces childcare time. Policy-makers
thus need to be aware of how economic reform impacts on social structures and traditional

support mechanisms.

4 While greater openness to international trade may raise incomes, it may also increase economic
insecurity by exposing poor producers to more shocks. This is particularly the case where
liberalisation involves deregulation of state purchasing of agricultural products, as the
ensuing instability of prices (and reduced access to inputs formerly provided by marketing
boards) can cause income fluctuations which, however temporary, can lead to deprivation

with potentially long-term implications for children.

5 There is some evidence that trade liberalisation has reduced fiscal revenues in low-income

countries, which has adversely affected education spending.

6  An adequate system of social protection is essential before liberalisation should be undertaken,
particularly to protect mothers and children nutritionally and to enable children to remain

in or access education.
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3. Inflation and fiscal deficits

In economies with spiralling inflation and unsustainable public sector (fiscal) deficits,
macroeconomic adjustment is unavoidable and will usually be beneficial for both the economy
and poor people. Sound macroeconomic policy clearly requires deficits to be well-managed and
unsustainable deficits reduced to sustainable levels. Deficit sustainability is determined by the
rate of growth of debt in relation to growth of total income and, therefore, the ability to repay.
Where deficits support investment in physical and human capital development, thus raising
growth, this should increase the sustainable level of debt, possibly by more than it increases the
debt itself.

1 Conventional macroeconomic adjustment programmes, including those of the IMF, have
aimed for excessively low (single digit) inflation and public deficits, and not to minimise

impacts on poor people nor have a pro-poor public spending orientation.

2 Rapid stabilisation, through huge increases in interest rates and reductions in public spending,
has generated severe and avoidable recessions in Latin America, East Asia, Africa, Central
and Eastern Europe and Central Asia, with long-lasting economic and social consequences
for poor families and children, eg by cutting public expenditure and reducing deficits too

rapidly, leading to rising unemployment.

3 incomes and employment are important for poor people, macroeconomic policies should
aim to minimise fluctuations and maintain full employment. However, this is not compatible

with IMF programmes which target excessively low inflation and fiscal deficits.

4  During macroeconomic crises, interventions targeting children and mothers are essential
to protect many from the worst effects and can be successfully administered even while
overall public spending falls. However, the optimal policy to protect children and families is
macroeconomic policy which reduces the instability of employment and the likelihood of a

Crisis.

5  Another key issue is to limit the susceptibility of countries to short-term destabilising

international capital flows through international agreements on capital controls.
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Conclusions

Given that many of the policies that will be most beneficial to children (such as the promotion
of health and education, and the empowerment of women) will also be beneficial for the rest of
society, policy-makers must put the needs of children first. In addition to pursuing pro-poor
policies along the lines outlined above, this means:

1 There needs to be support for positive reforms that will improve the wellbeing of poor
families directly; in particular, to assist chronically poor families in breaking poverty cycles,

by enhancing human and physical assets.

2 Key public services, in particular social security programmes to protect children, will play a
vital role in minimising the adverse effects of economic reform and prevent families from
falling (further) into poverty. This is particularly important where household and community
responses to economic reform cause indigenous social support mechanisms to break
down. Such measures are unlikely to be compatible with excessively tight public budget
constraints or without concerted efforts to maintain (or implement) social policies in a
context of competing uses for scarce resources. The role of donors will be of particular

importance in this regard.
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|. Introduction

Childhood poverty, like adult poverty, is a multifaceted concept capturing material and non-material
welfare, the latter including basic nutritional, educational and health-related needs and more
subjective factors like security and voice. However, childhood poverty differs from adult poverty
in that childhood is the most vital period in the body’s mental, physical and social development.
Deprivation during childhood, in terms of factors such as nutrition, healthcare, education and
security, even for relatively short periods, can have major long-term, irreversible consequences,
resulting in life-course or inter-generational (ie chronic) poverty transmission (Harper et al,
2003).1 Avoiding childhood poverty and ensuring that children are protected from temporary
acute periods of deprivation should therefore be a major focus of development policy
(Falkingham, 1999).

Emphasis is increasingly being placed on children’s rights and wellbeing, as demonstrated in the
near-universally ratified Convention on the Rights of the Child as well as the strongly-supported
Millennium Development Goals, three of which directly concern children and the remainder of
which have explicit or implicit links to children.” However, despite the importance of mechanisms
linking economic policy to children - particularly in terms of important implications for future
successes in anti-poverty - there is little explicit recognition in standard economic policy-making
of children’s wellbeing as an outcome of policy, still less as an explicit policy objective
(Micklewright, 2000). A closer integration of economic policy with children’s wellbeing at the
level of policy decisions should generate greater sensitivity to policy choices which place children
at greater risk, as well as better appreciation of positive policies to improve childhood wellbeing,
including fundamental social spending programmes for children.

Since the 1980s, most developing countries have undergone programmes of macroeconomic
adjustment (ie tight macroeconomic policies to combat inflation and balance of payments
problems) and structural adjustment (eg trade liberalisation, privatisation). The reforms advocated
can be criticised for failing to achieve the higher growth rates they promised and for failing to
convert effectively what growth there has been into poverty reduction. At a broad level, economic
reform in the past two decades has coincided with a deterioration in the rate of improvement
of children’s living standards, in particular those closely mediated through households and

livelihoods, such as nutrition.

1 Of course, children are not a homogeneous group: different age periods are important for development of different functional
capacities. Also, as Yaqub (2002) notes, individual children have different ‘resiliencies’ to the long-term effects of deprivation;
thus some are more affected than others by early childhood deprivation. An emphasis on effective anti-poverty strategy for
children does not preclude targeting adults among the chronically poor, given that adults may be able to catch up on some
areas of missed childhood development (eg if adult education is available), and the importance of parents’/carers’ wellbeing

for that of children.

2 Goals directly relating to children are: to achieve universal primary education by 2015; to eliminate gender disparity in primary
and secondary education by 2015; and to reduce the 1990 under-five mortality rate by two-thirds by 2015. Others, such as the
Goal to halve extreme poverty and hunger by 2015, include child wellbeing measures as official indicators, in this case the

share of underweight under-fives (Black and White, 2003: Table 1.3).
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Economic theory is often ambiguous regarding real-world implications. Therefore, economic
policy-making should ultimately be an exercise in pragmatism, utilising relevant evidence
wherever possible, and seeking to optimise welfare, rather than treating welfare as a by-product
of growth. It should also recognise and use individual countries’ specific circumstances and
developmental needs to inform decisions. A more balanced approach to short- and longer-term
consequences of economic reform is essential, particularly with respect to children’s wellbeing.
With this in mind, this paper attempts to provide a non-technical review of evidence of the
impact of key macroeconomic and structural policies on poverty reduction in general and on
children in particular. The ultimate objective, where possible, is to draw conclusions concerning

policies which are generally likely to be positive or negative for reducing childhood poverty.

The next section informs the discussion by presenting an overview of data issues and the
conceptual framework that is used to link childhood wellbeing with economic policy. Section 3
discusses evidence relating three major areas of current economic policy orthodoxy to children:
the interrelation between economic growth and poverty reduction, with specific attention to
inequality and policies for pro-poor growth; trade policy and trade liberalisation; and

macroeconomic issues relating to inflation and fiscal deficits. Section 4 concludes the paper.
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2. Measuring childhood poverty
and conceptual framework

The term ‘childhood poverty’ encapsulates the various forms of material and non-material
deprivation experienced by many children and young people in the world. These experiences
may include: having inadequate livelihoods to meet financial and nutritional needs; lacking
opportunities for human development through, for example, education, healthcare, clean water
and sanitation; lacking family and community structures that nurture and protect; and being
powerless and lacking political voice (CHIF, 2003).

Different people in different places and at different times have different needs and so experience
different aspects of poverty and deprivation; anti-poverty policy should therefore follow a
multi-pronged strategy. Differences between income and non-income dimensions are particularly
highlighted. For example, a family’s’ income may be above the poverty line but, because of
poor public service provision, its children are unable to satisfy basic educational needs and are
therefore considered poor. Income changes can underestimate welfare impacts because coping
strategies in response to adverse economic shocks often entail non-financial costs to limit
income effects. For example, in the face of an initial loss of income, families may maintain income

levels by withdrawing children from school and/or engaging children in the labour force.

In addition, children of different ages and gender have different needs, so different indicators of
childhood poverty are needed for different groups. For example, malnutrition is particularly
detrimental during the pre-natal period, as well as for young children (aged up to about three
years). ‘Short-term’ economic shocks which adversely affect the nutrition of young children
have been associated with higher mortality rates and lower lifetime earnings in Africa, by
increasing risks of permanent growth stunting and lowering educational attainment and cognitive
ability, and therefore increasing chances of life-course and inter-generational poverty transmission
(Carter and Maluccio, 2003; Dercon and Hoddinott, 2003). As children get older, schooling
becomes more important; achieving basic education and literacy are usually seen as crucial
determinants of earnings over the lifetime, as well as the health and wellbeing of the next
generation. For teenagers, economic changes leading to lower participation in education, labour
market and civil society may result in feelings of social exclusion and anti-social behaviour
(Falkingham, 1999).

Childhood poverty should therefore be measured using, where possible, information on a
broad range of factors including narrow income-poverty, health, education, carers’ time use, the

3 Household and family are used inter-changeably in this paper, although many households in developing countries comprise

both kin and non-kin members, as well as multiple families.

10
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physical and social environment, as well as measures of vulnerability and subjective information
gathered using participatory techniques. Time poverty is very important with regard to children.
Where parents work longer hours, and alternative sources of good quality care are unavailable,
children may experience adverse effects in terms of nutrition, learning outcomes, security and,

more generally, adult attention.

Children’s participation in the labour force is another important indicator of wellbeing,
although data on child labour need to be interpreted with caution. Where children have to
work in order that they or their families can meet basic needs, child labour may be necessary in
certain circumstances. On the other hand, where young children are enticed out of school into
the labour market due to an increased demand for their labour (ie not because of need), child
labour will be unambiguously harmful for their long-term development. Child labour may also
be poorly related to income poverty. For example, female children of land-rich households in
Ghana and Pakistan were found to be more likely to work and less likely to attend school than
children in land-poor households (Bhalotra and Heady, 2003).

There are, however, some important issues relating to data on child wellbeing and poverty,
more generally, which complicate this analysis.

® FEstimates of individual income and consumption poverty are indirect: income and consumption
data are collected at the household level and assumptions are made about (a) intra-household
distribution (usually based on pre-determined adult equivalence scales, which assign shares
of household resources to different age and gender groups according to their perceived
needs) and (b) economies of scale (costs of consuming household public goods like heating
may not rise when another person is added), which are then applied evenly across all
households.” While it is not practically possible to measure precisely individual income levels
if there is joint household production or consumption - since many items, including the
main consumption goods (food) are purchased for all household members at one time - efforts
can be made to produce more reasonable estimates of child consumption levels. Evidence
suggests that intra-household resource allocations are not constant across households. For
example, White and Masset (2002) determine intra-household shares of consumption more
accurately and show that children’s shares do indeed vary between households.

4 It is usually argued that aggregate poverty incidence figures are likely to underestimate relative incidence among children,
because poor people tend to have more children and analyses of income poverty usually find that poverty is higher among
large households. However, this may purely be a by-product of standard estimation methodology, because economies of scale
in household consumption of public goods are not usually accounted for. White and Masset (2003) argue for Vietnam that
standard estimation procedures actually overstate childhood poverty, but also understate poverty among female-headed

households and ethnic minorities.

11
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® In addition to problems of measuring intra-household differences, some authors also express

reservations about using standard income or expenditure poverty lines at all to measure
poverty among children.’ For example, Gordon et al (2003) argue that extreme poverty lines
which are set at the level of expenditure necessary to achieve minimum nutritional standards,
are particularly unsuitable for young children who have relatively small food requirements
but large non-food requirements. Instead, they argue for a multi-dimensional basic needs
approach to measuring childhood poverty (see Box 1).

e Although information on children such as mortality rates, nutritional status and educational

attainment are more reliable than income poverty for assessing children’s welfare directly,
problems remain (Norton et al, 2000). Data are often unavailable at sufficiently disaggregated
levels to infer accurately determinants of child wellbeing such as socio-cultural identity (eg
ethnicity and caste), which are important to combat social exclusion. Data on aspects of
children’s wellbeing such as power, security and quality of social relations are often
unavailable; aspects which children themselves often consider the most important

(O’Malley, 2004).

In relation to all the types of data discussed so far, some of the most vulnerable children

(eg street children, orphans) live outside households and are therefore not included in any
data sets. While these represent a relatively small number of total children in many countries,
some groups (such as children affected by HIV, including orphans) are growing very rapidly
and represent substantial numbers in the worst affected countries in Southern Africa.

N

The utility of the international purchasing power parity dollar-a-day poverty line in measuring poverty across countries and
across time has also been questioned - partly due to methodological problems in generating purchasing power parity
exchange rates that adequately account for the types of commodities consumed by poor people (Reddy and Pogge, 2002).
The dollar-a-day line is essentially arbitrary: it was estimated based on an average of ten national poverty lines in low-income
countries, rather than corresponding to the resources required to meet clearly defined minimum needs (as a poverty line
should). In comparison with national poverty lines, the dollar-a-day line overestimates income poverty in poorer countries,
and underestimates it in richer countries. These seem to cancel each other out at a global level, but, when China and India
are excluded, result in an underestimation of poverty in the rest of the developing world (Minujin et al, 2002). One could
propose an alternative approach, eg the income corresponding with a set level of child mortality (based on the statistical rela-
tionship between the two), or a broader set of (child) welfare indicators, such as those in Box 1 (although the latter would be
more complex). This would be a halfway house between the two approaches, making the link with economic policy clearer,
while also making more explicit what is ‘acceptable’. At any plausible level of child mortality, this would almost certainly be
above the dollar-a-day line (Woodward, 2004).

12
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Box |I. New estimates of global childhood poverty

Gordon et al (2003), in a study commissioned by UNICEF, have developed a multi-dimensional
basic needs indicator of childhood absolute poverty and applied this to representative
survey data to produce estimates of global childhood poverty. The authors argue the basic
needs approach to be superior to one based on income measurement, given inter alia

problems in determining a suitable poverty line for children.

Basic needs are defined for food, safe drinking water, sanitation facilities, health, shelter,
education, and information, corresponding theoretically to ‘circumstances that are highly
likely to have serious adverse consequences for the health, wellbeing and development of
children.” (ibid: 7). Children not meeting any one of these basic needs are therefore defined
as ‘severely deprived’. ‘Absolute poverty’ here relates to deprivation based on two or more
of these types of human need. This reduces potential over-counting, since certain types of
deprivation can also arise from discrimination, which is not necessarily the same thing as,

although is often correlated with, poverty.

The results indicate that almost 40 per cent of the world’s children (roughly equal to their
total world population share, although not regional shares of population) live in absolute
poverty, mainly in sub-Saharan Africa and South Asia. Poverty in rural areas (in terms of
incidence, as indicated in the table below, as well as total numbers) vastly exceeds urban
poverty in all regions. In terms of individual measures of deprivation, the results show that
56 per cent of children (over one billion) are severely deprived of at least one basic need,
with sub-Saharan Africa and South Asia having rates exceeding 80 per cent and rural
deprivation substantially exceeding urban deprivation.

Total poverty | Number Rural Urban
Region incidence (000s) incidence | incidence

(%) (%) (%)
Latin America and Caribbean 17 33,085 41 6
South Asia 59 329,613 70 22
Middle East and North Africa 40 61,153 57 9
Sub-Saharan Africa 65 206,927 78 25
East Asia and Pacific 7 43,471 9 3
Developing World 37 674,249 48 12

The report highlights that experiences of poverty and deprivation, measured using these
categories and definitions, are different across the world. There can therefore be no
anti-poverty policy blueprint for children. The report emphasises that the issues in most
need of attention now are: deprivation of water (20 per cent of children in the developing

world ‘are using unsafe (open) water sources or have more than 15-minute walk to water’);
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Box | - continued

information (25 per cent ‘lack access to radio, television, telephone or newspapers at
home”); shelter (34 per cent ‘live in dwellings with more than five people per room or
which have mud flooring’); and sanitation (31 per cent ‘have no toilet facilities whatsoever”).
Together, inadequate shelter and sanitation affect the greatest numbers of children throughout
the world and are therefore the main symptoms of absolute poverty as defined here.

However, the measures of deprivation are more severe than those normally used in poverty
analysis (eg in the Millennium Development Goals) and therefore provide minimum estimates
of child deprivation. Some measures can particularly be criticised in this respect, and may
be driving some of the report’s conclusions. For example, the definition of education depri-
vation (‘children aged between 7 and 18 who had never been to school’) excludes all those
who had attended school but had subsequently dropped out before a discernible impact on
capabilities was attained - arguably a better measure would factor in attainment, eg grade
completion. There are also some crucial areas of child wellbeing that the report does not
discuss, notably voice and power. Including these dimensions would require representative
data comparable over large scales. These do not exist and it remains unclear whether s
ubjective indicators can be made comparable to the extent required.

Qualitative data are another source which can provide essential insights into children’s living
conditions. Economists often dismiss qualitative data because the data are more subjective and
sampling may be less meticulous than that used for quantitative surveys. They thus perceive
analyses based on such data to be less rigorous than those based on quantitative data. Certainly,
qualitative data are less suited for analysis in some instances (eg in generating internationally
comparable measures of subjective dimensions of poverty, like security and social exclusion).
However, there is often a wealth of qualitative evidence that can be used to enrich quantitative
analysis. For example, qualitative evidence documenting maltreatment of poor relatives in some
African households and debt bondage practices (where a household member, often a female
child, is exchanged for credit), common in parts of West Africa, should be factored into
economic models of household behaviour, to produce more realistic poverty estimates grounded
in specific social contexts (White, 2002). In other cases, qualitative data have provided valuable
insights into the conditions of people that quantitative data analysis has missed entirely. For
example, in Zambia, despite quantitative statistics indicating persistent falls in poverty throughout
the period of liberalisation in the 1990s, evidence from participatory research indicated growing

economic insecurity among many poor households (Oxfam/IDS, 1999 cited in McCulloch et al, 2001).
The analysis of links between economic policy and children is complicated by two further problems,

one relating to the nature of the existing literature on childhood poverty and another relating to
conceptual issues. First, while there is a wealth of causal analyses examining aspects of children’s
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living conditions - such as nutrition, mortality, educational enrolment and attainment, and child
labour - most studies relate to shocks operating within households and communities rather
than at an economy-wide level. It is difficult to make inferences about the impact of economic
reform policies from such studies, particularly as the policy solutions may be very different. For
example, household-level (‘idiosyncratic’) economic shocks brought about, for instance, by
illness or death may be mitigated through informal co-insurance, but these mechanisms will
break down under aggregate (‘covariant’) shocks. Second, since policies have often been
implemented together, and during times of economic crisis, it is difficult to determine the
separate effects of the different policies, as well as to distinguish the impacts of reform from the
crisis that preceded them. For these reasons, convincingly documenting macro-micro linkages

has remained one of the more challenging areas of empirical research.
Methodology

The introduction to this paper articulated a distinction between childhood and adult experiences
of poverty, thereby implying that specific programmes for children are needed. However, outside
of the primary importance of parental care, children’s wellbeing (particularly poverty-related
aspects) is largely determined by general economic policy and anti-poverty strategy, as well as
by external shocks and the international economic system and their interactions with policy.
Children, as household members, share (to a greater or lesser extent) in the household’s economic
fortunes and mishaps. Also, as the largest group of users of public health and education services,
children are directly affected by public spending decisions. Particular attention is given in this
paper to the mechanisms through which economic policy is transmitted to children through its
effects on livelihoods, including how households and individuals adapt to new economic
conditions. The ways in which economic policy impacts on children through these routes is
much less discussed than the relationships between economic policy and child wellbeing
through public services. This paper refers to some of the issues relating to public services
provision but, for brevity, omits others.°

The empirical evidence reviewed in this paper examines welfare implications of economic policy
at a variety of levels and through a variety of direct and indirect routes. Economic policy aims to
promote welfare by raising incomes. However, the extent to which living standards of poor people
improve will depend on the specific policies implemented; there are other aspects of wellbeing
- those particularly important for children include education and carers’ time - that a focus on
income growth alone ignores or may even conflict with. It is therefore necessary to go beyond
the simple analysis of growth and poverty to examine the specific channels linking macro-level

changes to micro-level outcomes.

6 See CHIP Report 9.
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Figure 1 presents a diagrammatic framework linking economic policy to child wellbeing outcomes
in terms of factors such as nutrition, health (mortality and morbidity), literacy, security (economic,
physical and emotional) and leisure.” Economic policy affects children through its interactions
with proximate causes of child wellbeing, such as food availability, maternal education and
access to basic services such as water, sanitation, health and education (UNICEF, 1990).

It is useful to distinguish two routes through which economic policy affects children (although
it should be borne in mind that most child wellbeing outcomes are dependent on both).

One route is through public services, where fiscal policy decisions determine the level and
progressivity” of taxation and spending; prioritisation determines the share of spending accorded
to basic services for children; and use of services is determined at the household-level by factors
such as maternal education (eg determining immunisation). The other route operates through
the household economy: children are affected by changes in household income, assets and
livelihoods and by the household’s response strategies to the new economic conditions, where
these impact on nutrient availability, family structure, carers’ and children’s time use, living
environments, working conditions, etc. Of particular importance is distribution within the

household, since this determines the share allocated to women and children.

7 Figure 1 is simplified for clarity. Most arrows should ideally point in both directions, due to effects operating from changes at
child and household level through markets and public revenue, and on to policy. Proximate causes of child wellbeing differ
by welfare outcome. Effects of lags in benefits of policy variables are not presented - eg educating girls will impact on the

health status of the next generation of children.

8 Public spending is progressive where the share of spending received by the poor exceeds their current income share.

Taxation is progressive where it takes a higher share of income from higher income groups.
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Economic policy affects the household principally through the markets for goods and labour
(determining prices, wages and employment) and credit and insurance. For example, macroeconomic
policy affects inflation (eg through monetary and fiscal policies) as well as relative prices (eg
through exchange rate policy, subsidies and taxation). Structural changes such as trade liberalisation
also alter the prices of different goods which the household consumes and produces. However,
the extent to which price changes are transferred to households depends on the competitive
structure of goods markets - where markets are uncompetitive, it is less likely that beneficial
changes will be passed on - as well as whether the household has access to markets at all (eg
remote households may have limited or no market access). Finally, economic policy can be an
important determinant of aggregate employment and access to credit. Macroeconomic policy
determines real interest rates (setting minimum costs of borrowing) and spending on public
sector employment programmes. Macroeconomic and structural reforms can have large negative

impacts on employment in the short and medium term.

The close relationship between household structure and household economy is an important
area of analysis. For example, where male family members respond to new economic circumstances
by migrating in search of work, women and children left behind may be at greater risk of falling
into poverty, particularly where men are unable to secure work or send regular remittances, or
where men do not return to the household.” A substantial literature documenting the feminisation
of poverty suggests that, in many contexts, female-headed households are more likely to suffer
poverty and their children less likely to attend school and more likely to work. This has important
implications for chronic poverty transmission, although the opportunities open to women in a
particular society are also critical in determining whether or not children are disadvantaged
(Harper et al, 2003).

The conceptual framework is not intended to suggest that child wellbeing depends solely on
economic factors: social, biological and environmental factors will often be as, or even more,
important. In addition, economic policy can have important implications for families through its
effects on other factors. For example, unpopular reforms, or failure to tackle social inequalities,

can generate tension and conflict, which are particularly distressing for children.

Finally, it is important to recognise that children’s social, cultural and demographic characteristics
will determine their needs and therefore how they are affected by economic policy. Aside from
age differences, discussed above, there may also be gender differentials which usually operate
to disadvantage girls, although not always. For example, in contrast to conventional wisdom,
many studies of nutrition among infants are finding either no gender difference or that boys are
more likely to be malnourished, even once other biological, economic and social factors are
controlled for." Similar results have been found for mortality (eg Howlader and Bhuiyan (1999)

9 Migration of the whole household can have substantial adverse effects too, for example, interrupting education, language

change and social dislocation, although it can equally enhance children’s educational and other opportunities.

10 Madise et al (1999) and Stifel et al (1999) provide evidence from sub-Saharan Africa.
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and Kishor and Parasuraman (1998) for South Asia), although for children aged over 12 months,
girls’ mortality tends to exceed boys’. In pastoralist societies in Central Asia and Mongolia, boys’
rates of access to education are lower than that of girls’ (Government of Mongolia/UNDE, 2000).
In addition, children’s specific cultural characteristics, especially ethnicity and caste, will also be
important determinants of how economic policy affects them, if these result in social exclusion.
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3 Economic policy and
childhood wellbeing:
the evidence

During the 1980s and 1990s, development support lending focused on liberalising markets in
order to boost economic growth. This often entailed the promotion of tight macroeconomic
policies to combat immediate inflation, public debt and external (balance of payments) imbalances,
as well as structural reforms (eg liberalisation of internal and external trade, privatisation) aimed
at improving efficiency and growth and at preventing macroeconomic imbalances from recurring.
Proponents of these policies often justify them by arguing that they have supported dramatic
global income growth since their introduction. However, this is incorrect. The annual rate of
global growth fell by more than two-thirds between the periods 1960-80 and 1990-98 - from 2.6
per cent to 0.8 per cent (Cornia, 2001) - and has generally been slower in poorer countries than
richer ones in recent decades. Growth of median incomes'' in developing countries slowed
from 2.5 per cent in the 1960s and 1970s to zero between 1980 and 1998 (Easterly, 2001).
Coupled with a reversal in the earlier trend towards more equal distribution of income within
countries, this has seriously impeded progress in reducing poverty and improving childhood
wellbeing.

Changes in measures of childhood deprivation and wellbeing over time are presented by region
in Table 1. While the indicators have generally improved, overall progress since the 1980s was
slower than in earlier decades. This slowdown is evident across most developing regions, with
the exception of South Asia - although this region’s children are among the most disadvantaged
in the world in terms of mortality, primary school enrolment and malnutrition, indicated by the
proportion of stunted under-fives which, estimated at 45 per cent, is the worst of all regions
(UNICEEF, 2003). In sub-Saharan Africa, primary school enrolment and malnutrition rates actually
deteriorated." Data limitations restrict analysis of changes in child wellbeing over time in
Eastern Europe and Central Asia, particularly in malnutrition rates, but it is likely that these have
worsened substantially given that income poverty more than trebled in this region during the
1990s." Furthermore, wellbeing on various other measures, such as educational enrolment

especially at secondary level, have also deteriorated in Central Asia (Yarkova et al, 2004).

11 The median income (ie the income of the person in the middle of the distribution when people are ranked by income level)
is a better reflection of average incomes than the arithmetic mean (ie income per capita) where the distribution of income is

unequal, as it is in all countries and particularly severely so in developing countries.

12 This corresponds to the virtual standstill in the reduction of income poverty incidence and the increase in total numbers living
in poverty by 50 million during the 1990s (World Bank, 2000: 23).

13 For example, prevalence of long-term malnutrition (stunting) rose in Tajikistan from about 40 per cent to 43 per cent
between 1996 and 1998 (Falkingham, 1999).
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Table I: Annual rates of growth in childhood wellbeing indicators (%)

Under-5 mortality | Gross primary Malnutrition prevalence rate

Region
& rate enrolment rate |(share of underweight under-5s)

1960-80 | 1980-99 | 1960-80 | 1980-95 [ 1970-80 | 1980-90 1990-95

Europe and
Central Asia - 2.8 - 0.0 — _ _

East Asia and

Pacific -4.3 3.2 0.5 0.3 -2.7% -2.4% -0.5%
Latin America

and Caribbean 3.2 3.8 0.8 0.5 5.3 -0.7 3.6

Middle East and

North Africa 2.9 4.6 2.4 0.7 -1.8 267 -0.07
South Asia -1.4 3.1 1.6 1.8 -1.3 -1.8 -1.6

Sub-Saharan -1.5 -0.6 3.7 -0.2 -1.9 -0.0 1.7

Africa

All regions 2.3 2.3 1.0 0.6 2.1 -1.6 -0.8

Notes: * East Asia, ™ 1985 and 1985-95.
Source: Cornia and Menchini (2002)

In this paper, we are concerned with relating such trends in childhood wellbeing to eco-
nomic policy and economic performance. In general, although progress in health and
education decelerated in most regions in recent decades, the slowdown appears more
acute in aspects more closely related to household incomes and livelihoods, such as mal-
nutrition (Cornia, 2002).

Liberal economic reforms are not solely to blame for limited poverty reduction; debt,
falling commodity prices and increasing instances of financial crisis have all contributed -
although they are also closely linked to liberal reforms. In Africa, civil conflict and the
impact of HIV/AIDS have been among the greatest developmental challenges. Liberal
reforms are also not solely responsible for good economic performance and poverty
reduction where these have occurred. For example, in addition to gradual and selective
liberalisation (see Box 5), East Asian economies have pursued strongly inclusive human
development programmes and initial equitable land reform - policies which arguably con-
tributed to improvements both in productivity and the rate at which growth increases the
incomes of poor people (Watkins, 1998).

In many cases, macroeconomic adjustment was necessitated by unsustainable macroeco-

nomic imbalances and economic collapse. Structural reforms (eg trade liberalisation)
have also been implemented in most developing countries, although in most cases they
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have failed spectacularly to induce long-term recovery. Reform programmes have aimed to bring
about macroeconomic adjustment over short periods using excessively harsh methods, often at
the same time as structural reforms such as trade liberalisation (with important areas of conflict
between the two), resulting in severe economic recession and large increases in unemployment.
In addition, similar reform strategies have been carried out simultaneously on a global scale,
depressing commodity prices and therefore growth rates of many low-income exporters. Many
countries have been left severely indebted after experiencing years of economic stagnation or
decline, in particular in sub-Saharan Africa and the former Soviet Union,"* and with worsening

socio-economic indicators, there are harsh consequences for children.

In recent years, there has been some recognition of these failures by the international community.
It is for these reasons that poverty reduction has been prioritised by the international lending
community, as demonstrated by the Millennium Development Goals - which have been
endorsed as the guiding principal for aid by the Organisation for Economic Co-operation and
Development donors and G-7 finance ministers, as well as receiving policy commitment by
developing countries - and the Poverty Reduction Strategy Paper initiative, originally linked to
Heavily Indebted Poor Country debt relief and now a prerequisite for all World Bank concessional
lending. A recent review of Poverty Reduction Strategy Papers, however, concluded that they say
very little about childhood wellbeing specifically, as well as retaining much of the earlier ideological
bias, by giving absolute priority to growth promotion and insufficient weight to equity issues
(Marcus et al, 2002).

3.1 Growth, inequality and poverty reduction

Standard pro-growth policies, such as maintaining low inflation rates and promoting openness
to international trade, are not pro-poor. The speed at which growth policies have improved the
income and non-income dimensions of wellbeing of poor people varies greatly across countries
and, within countries, across regions and sectors. In other words, whether and how many people
are lifted out of poverty by growth depends on how the extra income that is generated is
distributed. Where inequality is initially high or rising, a given amount of growth will be converted
into less poverty reduction.

Growth is not only insufficient for rapid poverty reduction, but achieving it may reduce some
elements of non-income welfare, notably time available for leisure and childcare. For example,
a strategy for increasing income growth in the short term may be to send children to work
(and remove them from school). However, this will have costs for growth in the longer term,

as well as harming multi-dimensional poverty reduction.

14 Arguments that deterioration in growth and poverty in former Eastern bloc countries was inevitable, given the huge
adjustments being made in the transition from a centrally-planned to market-oriented economy, are fallacious. Experience
from other reforming centrally-planned economies like China and Vietnam, both of which have experienced rapid growth
and poverty reduction during liberalisation, demonstrates the virtues of a domestically-driven reform programme that pays
particular attention to a country’s institutional capacity and needs and enables a more gradual and selective liberalisation
(Griffin, 2000).
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A genuine commitment to rapid poverty reduction requires policies which are explicitly beneficial
to poor people, in particular to promote development in rural areas, where 70 per cent of the
world’s poorest people live, through asset transfers and credit assistance. Pro-child policies such
as increased public spending on basic services to improve health, nutrition and educational
outcomes, as well as specific policies for women, should also be beneficial for long-term growth.
However, this means a much greater focus than is presently the case, on redistribution for

poverty reduction at national and international levels, given the rapidly rising global inequality

(White, 2001).
Why growth is important for poverty reduction

Economic growth reduces income poverty directly where it is driven by advances in poor people’s
own production and investment and (as is more commonly perceived) less directly by increasing
demand for goods and services produced by poor people, and by increasing demand for
production resources (eg unskilled labour) owned by poor people (Danielson, 2001). Growth
should also promote non-income poverty reduction by increasing tax revenues and funds available
for public services, as well as enabling poor people, at higher personal income levels, to satisfy
more basic needs. In turn, human development enhances growth by raising worker productivity.
Periods of growth contraction (recession) are usually accompanied by rising poverty, as recently
evidenced most notably in the former Soviet Union and parts of sub-Saharan Africa.

In sum, economic growth is an important component of poverty reduction strategies: without
growth it is difficult and usually impossible to sustain improvements in income and non-income
dimensions of poverty."” However, this is strictly true only over very long periods, and it does
not imply that growth maximisation will maximise poverty reduction. Furthermore, there is

much debate about how best to achieve poverty reduction through growth.

Empirical research demonstrates that incomes of the poor, as a group, tend to increase during
periods of economic growth.'® There is a wealth of recent cross-country studies, many originating
from the World Bank’s research department, showing that growth in per capita income and the
dollar-a-day poverty incidence are strongly negatively correlated across countries (Ravallion,
2000; Adams, 2002)."” These studies suggest that each successive one per cent increase in a
country’s average income growth would reduce its headcount dollar-a-day poverty incidence by

15 For example, holding total income constant (ie with zero growth), reductions in income poverty must come about through
progressive redistribution, which (at sufficiently high levels of redistribution and/or sufficiently low levels of pre-tax income
inequality) may be bad for future growth rates and, therefore, for poverty reduction in the long term. However, the theory

and evidence concerning the impact of inequality and redistribution on growth is controversial (see Box 2).

16 There are few cases where growth has been associated with rising poverty incidence. Notable examples where poverty inci-

dence has remained virtually constant despite overall per capita growth include Burkina Faso and Tanzania in the 1990s.

17 Cross-country studies analyse data from a cross-section of countries over a relatively limited period, often to approximate
relationships which, in economic theory, are long-term in nature, but for which long enough time-series data are unavailable.

However, drawing longitudinal conclusions from cross-sectional data is highly questionable.
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2.5 per cent on average.® Of course, it is relatively easy to reduce income poverty simply by
moving the least poor up over the poverty line (and leaving the extreme poor where they are),
and the headcount poverty incidence would not pick this up. However, research has also shown
that, on average, growth generates improvements in indicators of poverty sensitive to incomes
below the poverty line, which suggests that the poorest people have also shared in the benefits
of growth (Adams, 2002).

Although the results suggest that there are important links between poverty reduction and
economic growth, they can be criticised for at least four reasons. First, they do not provide useful
policy guidance: they can be interpreted as either growth rates, explaining a large part of the
variation in rates of poverty reduction around the world, or as poverty reduction being more
effective in generating growth than non-poverty oriented growth-promotion.” Poor people are
commonly considered passive beneficiaries of economic change who benefit from growth in the
economy where it stimulates employment and demand for their products: this is what is
commonly referred to as ‘trickle-down’. Yet growth will translate into poverty reduction fastest
where it is driven by advances in poor people’s own production. To paraphrase Watkins (1998)
‘it is not just the size of the national income cake and the distribution determining how that
cake is shared, but also who bakes the cake that matters for growth to be pro-poor’.

The empirical estimates of Ravallion (2000) and Adams (2002), among others, are based on the
assumption of distribution-neutral growth - that is, that growth, on average, is not associated
with changes in the distribution of income and, therefore, that growth translates into poverty
reduction at the same rate across countries and time. However, growth is not distribution-neutral:
different growth policies will have different implications for the distribution of income and,
therefore, the rate at which growth reduces poverty. The substantial variation around the averages
in empirical results indicates that individual regions and countries convert growth into poverty
reduction at greatly different rates due to differences (and, to a lesser extent, changes over
time) in the distribution of income (Ravallion, 2000). To be serious about poverty reduction,
the aim of policy should not be to increase growth - assuming that poor people will benefit
proportionally because of the assumption that growth and distribution are independent - but
rather to increase the incomes of poor people. This will result in economic growth as (hopefully)
the by-product of poverty reduction, rather than the other way round - that is, to move away
from what essentially remains a variant on the ‘trickle-down’ model to a ‘trickle-up’ approach
(Woodward, 2004).

18 The headcount poverty incidence is the percentage of the national population falling below the poverty line. Measures of
poverty which are more sensitive to incomes below the poverty line include ‘depth’ and ‘severity’ which quantify, respectively,

the average income gap from the poverty line and inequality among people below the poverty line.

19 In fact, all that they demonstrate is that income distributions do not vary systematically with growth, ie that inequality on
average remains constant given growth. Deininger and Squire (1998) provide cross-country empirical support for this.
However, the results do not indicate that growth does not affect distribution, only that it does not do so uniformly - ie in

roughly half the cases, growth was associated with rising inequality, while inequality fell in the other half.
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Second, aggregate poverty statistics can hide significant movements of different groups into and
out of poverty, as well as more marginalised groups’ experiences of long-term poverty because,
for example, of country-specific gender and ethnic inequalities. Even where overall poverty
statistics indicate favourable trends, such dynamics clearly matter for those families losing out,
as well as for their children’s long-term potential. Panel surveys - in which the same households
are repeatedly sampled over time - enable poverty dynamics to be analysed. For example,
following the financial crisis in Russia, poverty incidence rose by two percentage points, yet
underlying this overall trend, 18 per cent of the population had fallen into poverty, while a
further 16 per cent escaped poverty during the same period (Lokshin and Ravallion, 2000 cited
in Ravallion, 2000).

Panel data from China, Ethiopia, Pakistan and South Africa suggest that, rather than incomes
gradually rising with growth, most poor households experience movements into and out of
poverty over time - ie they are vulnerable to transitory poverty (Baulch and Hoddinott, 2000).
This is mainly because households have insufficient asset holdings and are unable to support
consumption when income falls, eg because of seasonal changes or household shocks such as
illness. Informal social insurance is often important in mitigating the effects of such shocks, thus
the impact of economic reforms on such arrangements is very important. In India, for example,
there is evidence from village studies that in some cases traditional institutions, such as permanent
labour contracts, have deteriorated with economic development (in this case due to increased
short-term migration) leading to increased insecurity, and it is unclear whether the general
increase in incomes has compensated for this (Jayaraman and Lanjouw, 1999). Another finding
from panel studies is that households with high fertility rates and high dependency ratios, and
those where the main breadwinner lacks formal education, consistently seem less able to gain
from change and escape from chronic poverty (Baulch and Hoddinott, 2000).” Those with no
assets - eg an elderly woman looking after several orphaned grandchildren - are in no position
to benefit from growth other than through state or private sector transfers.

The implication of all this is that, even while aggregate poverty statistics remain favourable, a
narrow focus on policies that promote growth, with insufficient attention to equity, can keep
certain groups of poor people in long-term deprivation or push others into poverty, perhaps for
shorter periods, both of which can have adverse consequences for children.

Third, most of the literature on economic growth and poverty employs a narrow income-based
definition of poverty. However, income poverty is but one aspect of deprivation and the rela-
tionship between average income and improvements in non-income dimensions of (childhood)
poverty across countries is less robust. For example, countries with higher income levels tend
to have lower infant and child mortality rates, but there is a considerable degree of variation:
low mortality rates are achievable at relatively low income levels (Hanmer et al, 2002).

20 Most studies find that poverty is mainly transitory. However, given problems in measurement error which tend to exaggerate
consumption variability, it is likely that chronic poverty is more important quantitatively than is often assumed (McKay and
Lawson, 2003).
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Furthermore, there is almost no correlation between income growth and improvements in the
Human Development Index*' across countries (Minujin et al, 2002). In China, infant mortality
fell rapidly during the 1960s and 1970s, despite slow growth; in more recent decades, growth
has been rapid but reductions in infant mortality have slowed (White, 2003). Improvements in
under-five mortality have even been achieved in the face of negative growth, as demonstrated in
Zambia between 1965 and 1997, although mortality rates have since increased (Norton et al,
2000). Clearly, income does matter, and growth is arguably important for sustaining improvements
in human development over long periods, but other factors are also important, especially public
spending priorities.

Fourth, the policies currently advocated for growth are not reducing poverty rapidly enough.
World Bank (2000) estimates show that the dollar-a-day headcount in the developing world
(excluding China) fell minimally between 1990 and 1998 (from 28 to 26 per cent), while
population growth meant that the total numbers living in dollar-a-day poverty increased, mainly
in sub-Saharan Africa. There is great concern that income and non-income poverty reduction is
not proceeding fast enough for the Millennium Development Goals to be met (Black and White,
2003).

Vandemoortele (2003) estimates that current progress will have to increase, in most instances
markedly, in order to achieve the Goals in income poverty, education, gender equality, under-five
and maternal mortality, child malnutrition and HIV/AIDS.** Other studies use more sophisticated
econometric techniques to reach similar conclusions (Hanmer and Naschold, 2000). The
conclusion that emerges is that income and non-income Millennium Development Goals are
unlikely to be met at current rates of income growth, particularly in sub-Saharan Africa and
South Asia. Since it is very unlikely that growth rates will be raised to sufficient levels to achieve
the Millennium Development Goals, getting ‘on track’ requires policies that ensure growth is
more equitably distributed. Redistribution of the required level need not generate large
inefficiencies since very small changes in income distribution can have substantial impacts on
the incomes of the poor. White and Anderson (2001: 277) provide a good illustration of this:
‘Calculations show that in many countries growth of 8 per cent is needed to achieve the [Goal]
of halving poverty. So if overall growth is 4 per cent a redistribution of 4 per cent [of the
incomes of the poor] is needed. Assuming the poor’s current income share is 6 per cent (the

international median), this is a redistribution of 0.24 per cent of national income’.
Why redistribution matters

It has been argued that the role of redistribution in generating poverty reduction is highly limit-
ed - at least in comparison with growth-oriented policies - and some studies have claimed

21 UNDP’s composite index of infant mortality, literacy and life expectancy.

22 Only one Goal is ‘on track’, which is to halve the proportion of people without access to safe water by 2015, but this hardly
represents an achievement when the original target set in 1990 was to reach universal access to safe water by 2000
(Vandemoortele, 2003).
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empirical support for this (eg Dollar and Kraay, 2002). However, such arguments are misplaced,
not least because the limited impact of redistribution on poverty reduction in some empirical
studies may simply reflect the low priority given to redistribution in orthodox economic development
strategies (White and Anderson, 2001). In other words, redistribution has not been seriously
attempted; thus, such conclusions lack an evidence base.

The impact of growth on poverty depends on how equally or unequally the benefits are distributed
among the population, and this is usually strongly influenced by the existing distribution of
income and productive assets and the policies used to achieve growth. Where income and
assets are distributed unequally or where growth is associated with rising inequality, poor people
will benefit less, although this outcome may be improved by pro-poor public expenditures
which growth makes possible. For example, Hanmer and Naschold (2000) find that growth is
three times more effective in reducing the incidence of poverty in low inequality countries than
in high inequality countries. Ravallion (2000) estimates that, of countries with positive income
growth, income poverty reduction has been about ten per cent per year on average where
inequality has fallen, but just over one per cent where inequality has risen.

In other words, even for those who do not regard inequality as intrinsically important (as it is,
for example, from the perspectives of social exclusion and health) inequality matters because it
determines the extent of growth-driven poverty reduction. Another reason that inequality is
important, elaborated in Box 2, is that initial inequality and redistribution (positively or negatively)
affect subsequent growth and, therefore, poverty reduction in the long term.

Researchers have attempted to use cross-country regression analysis™ to ascertain the relative
importance of growth (and pro-growth policy) and redistribution in generating poverty reduction.
In a much cited, but controversial, paper Dollar and Kraay (2002) estimated that, across developed
and developing countries, factors such as low inflation and liberal trade were, on average, good
for growth, but did not systematically increase or decrease incomes of the poorest quintile,
implying that growth, and the policies used to promote it ‘benefit the poorest in society as
much as everyone else’ (ibid: 219). On the other hand, public spending on health and education
and primary education enrolment are not found to be significant determinants of the incomes
of the poorest quintile, once their impact on average incomes is accounted for, implying that
redistributive spending is, therefore, an ineffective way to combat income poverty.24

23 Regression analysis is a statistical technique used to determine the relationships between a variable of interest, such as

growth, and multiple explanatory factors simultaneously.

24 By looking at the bottom quintile, Dollar and Kraay’s (2002) results pertain to relative poverty and are not generalisable to
absolute poverty, since absolute (dollar-a-day) poverty incidence varies considerably across countries (eg from one per cent
of the population in Algeria in 1988 to 80 per cent in Zambia in 1993) (Minujin et al, 2002). In addition to the heavily biased
conclusions that were drawn (given the substantial departure from the average as indicated in Dollar and Kraay’s results),
there are also some methodological problems with Dollar and Kraay’s paper, which relate to an arguably flawed estimation
strategy lacking proper tests to ascertain the robustness of results for many explanatory variables (White and Anderson,
2001).
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However, there are important methodological problems with cross-country regressions which
call into question the robustness of results.”” Results are often highly dependent on methodology
and the choice of explanatory factors, meaning that different studies point to different factors of
importance for poverty reduction and sometimes present conflicting results, although the
significance of per capita income is generally acknowledged. For example, Gundlach et al (2001)
employ the same methodology as Dollar and Kraay (2002), but use different education indicators
to demonstrate the opposite conclusion: achievement in education - where quality is accounted
for - does directly increase the incomes of the poorest income quintile in addition to its indirect
effects by raising growth. To cite another example, Filmer and Pritchett (1999) argue that public
spending on healthcare does not explain differences in infant and child mortality across countries,
once per capita income is controlled for. Yet Hanmer et al (2002) use more robust methods to
show that specific health indicators, notably immunisation coverage and the number of doctors
per person, do directly explain differences in mortality rates across countries, in addition to
those explained by income differences. While such issues do not negate cross-country analyses -
and, as in the latter case, attempts are often made to mitigate some of the problems - their
usefulness in informing policy at country-level is certainly questionable.

Some fear that income redistribution through taxation, by lowering incentives for undertaking
risky investment, may lower growth and, therefore, slow poverty reduction in the long term.
However, this is difficult to test for, and theory is equally consistent with the opposite effect.
Furthermore, any potentially adverse effect needs to be weighed up against the positive impact
on growth that redistributive transfers through taxation can have by correcting market failures
(eg investing in human and physical capital), as well as the notion that increments to income
produce greater welfare benefits for poorer people.26 Additionally, recent evidence has cast
doubts on the traditional argument that inequality is necessary for growth. Most evidence shows
that high inequality, particularly in asset distribution, impedes growth in poor countries by lowering
investment in human and physical capital and generating crime and social unrest (see Box 2).

25 Temple (1999) provides an overview of studies which examine the determinants of growth across countries using regression
analysis. Particular problems arise because: (1) unobserved country-specific factors such as institutional capacity can bias
regression estimates; (2) it is often difficult to distinguish the effects of policy inputs from more easily observed outcomes
(eg international trade policy and the actual amount of international trade a country participates in are not equivalent measures
of openness - see Section 3.2); and (3) determining the direction of causality - and therefore providing policy guidance - is
problematic (eg while income growth does lead to human development, a better educated workforce is also more productive,

innovative and adaptive to change).

26 Income is a highly imperfect proxy for what economic policy really wants to promote - that is, welfare. It is used because it is
easily measured and can be simply aggregated; but, apart from omitting large areas of welfare entirely, it contains an inherent
distortion. The welfare effect of $1 of additional income depends critically on the initial income (and wealth) of the recipient,
but is equally weighted regardless of who receives it. This leads to a systematic over-valuation (in welfare terms) of the incomes
of the rich at the expense of the poor. Growth-maximisation institutionalises this distortion; and consideration of income

distribution, even if it were taken as seriously as growth, would not provide an adequate corrective (Woodward, 2004).
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Thus, in some instances (eg asset redistribution), growth and progressive distributional change
are complementary. However, in areas where trade-offs occur, assuming diminishing returns to
both growth and redistribution, the optimal solution to reduce poverty will necessarily be a
combination of growth-oriented and distributional measures. There is a direct trade-off between
income growth and children’s wellbeing in the short to medium term, most clearly because
sending children to school instead of making them work, has immediate costs for income but
long-term benefits by enhancing growth rates.

Since the early- to mid-1980s, inequality has risen within most developing countries for which
reliable time-series data are available - in all Central and Eastern European and Central Asian
countries, most Latin American and many South and East Asian countries - and often substantially
(Cornia and Court, 2001). Cornia and Court contend that this increase in inequality cannot be
explained by changes in ‘traditional’ causes of inequality, such as an urban bias in development
spending and concentration of land and natural resources. Rather, the rise in inequality is most
likely to be the result of the macroeconomic and structural reform policies pursued during the
period. For example, excessively harsh and rapid inflation stabilisation often generates recession,
which usually increases inequality in developing countries by lowering the wages of unskilled
workers.”” Where macroeconomic adjustment has been achieved through cuts in public expenditure,
access to basic health and education services has declined, even as incomes rose, eg in Tanzania
(Danielson, 2001). (These issues are discussed further in Section 3.3.)

Estimates for the world (excluding China) show that international inequality, measured by
comparing countries’ per capita incomes, has increased since the early 1980s (Milanovic,
2002a).”® This is important because it indicates the level of international redistribution that could
be achieved, especially given rising global income, to support poverty reduction in developing
countries - eg through aid budgets.

27 In the former Soviet Union, recession has reduced wages for most employees, including skilled people, the majority of
whom, particularly in the public services, have suffered a serious wage decline (Rachel Marcus, personal communication).
Here, part of the reason for the rapidly rising inequality has been the severe concentration of state assets among former

managers due to poorly designed industrial and, in some cases, agricultural privatisation programmes.

28 A number of studies estimate that world income inequality (ie inequality among the world’s population) rose during the
1990s, mainly due to the rise in inequality between countries (Milanovic, 2002a). Others make contrary claims. For example,
Sala-i-Martin (2002) estimates world income inequality to have fallen since the 1970s, and consistently throughout the 1990s.
However, Milanovic (2002a) argues that this study is based on dubious assumptions, selective use of data (such as the exclusion
from the sample of former Soviet countries which have experienced large rises in inequality), and methods which tend to

artificially reduce estimates of within-country inequality and therefore world inequality.
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Box 2. Does inequality affect income growth?

Redistribution is often unpopular with economists, presumably because traditional economic
theories imply a trade-off between growth and equality. The ‘rich’ are argued to save a
greater proportion of income than the ‘poor’; therefore, attempts to redistribute income
from rich to poor people directly lower aggregate savings and funds available for investment,
as well as reducing productive incentives, thereby lowering growth.

A certain degree of inequality is inevitable in a market economy because of individuals’ differing
skills and abilities,” and the need to reward effort and entrepreneurial risk. However, the
arguments that inequality is necessary for growth and that redistribution necessarily slows
growth are unreasonable, not least because investments in human capital through public
healthcare and education can be efficient because they raise worker productivity. In fact,
poor people may have higher human capital investment rates than rich people in terms of

education, because they are likely to invest a greater portion of additional income in schooling.

Recent evidence (eg Deininger and Squire, 1998; Barro, 1999) has generally concluded that
inequality, at least in land distribution and in low-income countries, is bad for long-term
growth because it results in low rates of investment in physical and human capital.
Concentration of land ownership often means that a large proportion of land is administered
by tenants who often rent under contractual arrangements like share-cropping where tenant
incomes are determined by production. However, because this means that tenants only
receive a portion of any extra revenue generated by investment, the arrangements lead to
under-investment in the land. Therefore, progressive land redistribution, by promoting
incentives to invest in production, as well as providing collateral through which poor people

can gain access to credit, is both equitable and may enhance investment and growth.

Imperfectly functioning credit markets,50 which affect low-income countries particularly
severely, limit poor people’s (especially those with limited assets to use as collateral) access
to loans. It therefore also limits their ability to invest in education, healthcare and productive
assets, while at the same time concentrating investment resources among the wealthy, whose
marginal investments are relatively less productive because of diminishing returns (Addison
and Cornia, 2001). The implication is that land redistribution and/or income redistribution to
subsidise poor people’s investments in human and physical capital will be efficient.

> > >continues overleaf

29 The extent to which these differ between rich and poor people depends partly on childhood experiences of nutrition,

healthcare and education (Harper et al, 2003).

30 Credit market imperfections arise, inter alia, where creditors are unable to determine the likelihood of investment success
and/or of borrower repayment, or are unable to effectively spread risk between loans, resulting in borrowers facing high

interest rates, requiring large collateral reserves or not being given credit at all.
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Box 2 - continued

High levels of inequality can also undermine socio-political stability, because a system in
which rewards accrue to the wealthy or to particular social or ethnic groups will be seen as
unfair, potentially leading to crime and social unrest, which discourage investment (Alesina
and Perotti, 1996). The undermining of social cohesion is particularly detrimental for children
who place high value on the quality and stability of social relations (Harper, 1999 cited in
Norton et al, 2000). In extreme cases inequality can generate conflict, which destroys production
and existing human and physical capital stocks and has disastrous implications for children’s
development. Once again, in such cases redistribution will promote growth and child welfare
by enhancing social cohesion.

Addison and Cornia (2001) argue that the impact of inequality on growth is dependent on
the level of inequality or, more accurately, on how observed inequality diverges from potential
inequality that would arise under conditions of equal opportunity and socially acceptable pay
structures. Low levels of inequality and excessively high taxation reduce incentives to exert
effort and take risk, thereby stifling growth. At high levels of inequality, growth is restrained
because of insufficient human and physical capital investments due to credit market failures
or socio-political instability. The authors find some preliminary evidence for this relationship

in cross-country data.

Policies to generate pro-poor growth and maximise benefits to children

A great deal of the debate on growth and poverty reduction has been concerned with the
extent to which growth at the macro-level is ‘pro-poor’ - in other words, the extent to which
poor people share in aggregate growth.”’ However, as elaborated above, the policies usually
advocated to promote growth are not adequate to generate pro-poor growth. Growth is not fast
enough to reduce significantly the number of poor people in countries with high inequality
and/or fast population growth - as in sub-Saharan Africa, which experienced negative per capita
growth between 1990 and 2001. This is not to argue for a return to unsustainable public sector
budgeting and restrictive trade policies that discriminate against goods produced by poor people.
Macroeconomic stability is an important prerequisite for growth, although it is hardly a growth

strategy and countries that trade more with the rest of the world also have higher incomes.

31 There have been few attempts to define ‘pro-poor growth’ explicitly. McCulloch and Baulch (1999) define growth as pro-poor
if the poverty reduction generated is at least as much as that which would be achieved in a situation in which distribution
remained unchanged. White and Anderson (2001) go a step further to argue that growth should count as pro-poor if poor
people benefit by more than their current income share. The problem with the latter is that countries are judged unequally:
for example, growth in country A, in which the poor benefited proportionally more than in country B, could actually be ¢
onsidered less pro-poor if country A’s initial inequality was sufficiently greater than B’s. This implies support for the
measurement of pro-poor growth according to some international norm (White and Anderson, 2001). If the norm chosen
were international average (median) share of the poorest quintile, equal to about 5.5 per cent (Hanmer and Booth, 2001),

this would mean that growth would count as pro-poor if incomes of the poor rose by more than 5.5 per cent.
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However, there is much debate about the levels at which eg inflation must be brought down
and the ways in which countries can use trade policy to stimulate growth. (These issues are
discussed in Sections 3.2 and 3.3.)

Ensuring that the poorest benefit from economic change requires a specific focus on policies that
benefit the poorest people. Two issues are particularly important to consider when formulating
policies to maximise the pro-poor characteristic of growth:

1 Growth will produce the most poverty reduction where it is concentrated in unskilled
labour-intensive sectors of the economy where poor people are mostly engaged - usually
agriculture, small enterprises and, in some cases, industry, depending on the structure of
the economy and labour force. Using policy to support these sectors is therefore essential,
but it is not enough: support has to be given in a way that increases poor people’s incomes
if poverty reduction is to be achieved.

2 Pro-poor growth strategies need to tackle income inequality and will, arguably, be most
successful where they deal with its causes, ie inequalities in the distribution of productive
assets such as land, capital and education. Poor people’s production and investment
possibilities are often extremely limited, and this can be very inefficient as well as
inequitable, and therefore detrimental to growth. Redistribution of productive assets,
including human capital, by improving productive capacities and providing greater control
over assets so that people are more willing and able to invest, enables more poor families

to engage in new opportunities and can, therefore, reinforce growth.

In this context, two types of policies can be identified that are particularly important for generating
growth that benefits children: improving the accessibility and quality of basic services, and

promoting women’s wellbeing.

Basic services (in healthcare, education, water and sanitation) are essential, not only to protect
children from deprivation, but also to promote human capital due to the strong complementarities
between investments in human development and income growth. While income growth is
necessary to sustain reductions in income and non-income poverty, low levels of human
development and widespread poverty reduce possibilities for income growth. The positive
relationship observed across countries between human development and growth has been
referred to as a ‘virtuous circle’, where income growth and equitable policies reinforce one
another; in the same way, inequitable policies can exacerbate ‘vicious circles’ of weak growth
and low human development (White, 1999; Ranis et al, 2000). It is easy to see the channels
through which these effects operate. For example, uneducated workers are likely to be less
innovative and responsive to change; poor health and nutrition reduce labour productivity;
extreme poverty and vulnerability reduce the willingness and ability to undertake investments
or shift towards more profitable, but risky, production.
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Much evidence provides support for the dual promotion of economic growth and human
development for generating sustained improvements in living conditions over long periods. The
United Nations Development Programme has long emphasised that attention to both economic
growth and social development is essential for long-term improvements in children’s wellbeing.
Mehrotra and Delamonica (2002) highlight significant inter-linkages or ‘feedback loops’
between interventions to promote economic growth, on the one hand, and social development,
on the other. The most widely cited cases are East Asian economies, which achieved unprecedented
increases in living standards using this strategy among other policies (see Box 5), but there is
also evidence for complementarities between growth and human development from other
regions. In empirical studies, education is usually found to be a key determinant of economic
growth (eg Temple, 1999) as well as a fundamental determinant of the poverty alleviating potential
of growth. For example, Datt and Ravallion (2002) find that in India during the 1990s, literacy
rates explained over half the difference in the extent to which non-agricultural growth reduced
poverty between Bihar and Kerala (the states with, respectively, the lowest and highest degrees
of responsiveness to growth). There is evidence that education also raises agricultural productivity:
it has been documented as the most important determinant of people’s willingness to adopt
new agricultural technology in sub-Saharan Africa and parts of East Asia (Quisumbing, 1995;
Danielson, 2001).

There is some evidence suggesting that human development is of primary importance. In a
study by Ranis et al (2000), which assessed 67 countries’ growth and human development
between 1960 and 1992, all countries with a relative bias towards economic growth and away
from human development - Cote d’Ivoire, Gabon, Sierra Leone, Togo, Brazil, Egypt and Pakistan
- fell into a vicious circle over time. On the other hand, countries with an orientation towards
human development (eg China, Indonesia and Chile), often graduated to a virtuous circle over
time. This implies that pro-poor growth strategies need to be preceded by or have inclusive
human development policies from the start (White, 1999).

It is beyond the scope of this paper to discuss in detail issues of public versus private provision
of services such as healthcare and education which are vital for children’s development. The
theoretical case for public provision of basic services is strong (see Box 3), although there may
be instances where private provision is the only feasible option.”

32 Evidence from UNICEF studies in Barbados, Botswana, Costa Rica, Cuba, Kerala in India, the Democratic Republic of Korea,

Malaysia, Mauritius, Sri Lanka, and Zimbabwe in the 1980s supports this argument (Mehrotra and Jolly, 1997).

33 For example, there may be public resource constraints in physically remote or low population density areas. However, this
provides a stronger case for additional public resources, eg from increased aid, since expansion of the private sector may

have a detrimental effect on public services through competition for scarce inputs.
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Box 3.The case for public provision of basic services

Markets require certain conditions such as competition and an effective regulatory environment
to be most effective. But even where these exist, markets are unlikely to provide adequately
services vital for childhood development like basic healthcare and education. There are at
least three reasons for this, which relate to both equity and efficiency concerns.

1 Privatised healthcare and user charges are highly inequitable, not only because poor and
many non-poor people are least able to afford them, but also because poor people are
likely to have higher rates of morbidity across all types of disease.

2 Introducing market competition into public services is dangerous because it is the quality
of public goods and services that matters for the consumer (while the free-market ideal
relates to price competition). Private actors may lower costs at the expense of quality of
service - eg in Malaysia, many private clinics provided cervical screening to new clients
seeking family planning services only if asked to do so (Swan and Zwi, 1997; Save the
Children UK, 2004). Markets can generate competition on quality, but this requires
consumer sovereignty in order to work efficiently - ie consumers need full information in
order to make informed choices about the products they demand, which is relatively easy
to do where comparisons are made on the basis of price. However, this assumption is
often violated in education and particularly health services, where consumers have limited
knowledge about health status and necessary treatments, enabling healthcare providers
to under-provide when paid on a per capita basis or over-provide when paid on a
fee-for-service basis. In addition, particularly at the upper end of the market, competition
often arises through non-price aspects of service which do not affect (or may even
perversely affect) the effectiveness of health services - eg waiting times, use of injections
rather than oral drugs, unnecessary high-tech interventions and checks, luxurious

surroundings, etc - which increase prices but do little to increase quality.

3 Finally, there are significant external benefits from healthcare and education which private
actors would not consider in their production decisions. For example, one individual’s
treatment for a contagious disease will have benefits for others who would otherwise have
contracted the disease. Educated workers raise the productivity of the uneducated workers
they come into contact with when they share knowledge that is beneficial for production.

Mehrotra and Delamonica (2002) argue that current levels of public spending on basic services
in developing countries are far too low, particularly in sub-Saharan Africa. Total public spending
rarely exceeds 25 per cent of GDP in developing countries - compared to 40 per cent on average
in industrialised countries - and spending shares of GDP on basic health and education are also
lower in developing countries, eg revenue bases are below ten per cent in many sub-Saharan
African countries. These trends reflect lower revenue collection in developing countries: it is
very difficult to raise revenue where a substantial share (or even the majority) of the population

lives below the income poverty line and works in the informal and/or non-monetised sectors.
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What matters for service delivery is expenditure per person. For example, the World Health
Organisation’s Commission on Macroeconomics and Health (2001) found that a minimum of
$30-40 per person is necessary for a functioning healthcare system, which is far above feasible
revenue levels in many low-income countries, especially in sub-Saharan Africa. Even if low-income
countries were able to significantly increase the share of expenditure in GDF, many of them
would not reach required levels. There are therefore strong arguments for donors to increase
total aid budgets by increasing aid from current historical lows - less than 0.3 per cent of donor
incomes - to the Development Assistance Committee-agreed 0.7 per cent target. However, the
ability of public sectors to absorb and benefit from large increases in aid may be limited by
available resources and government administrative capacity, implying initial prioritisation of additional
aid towards resolving these problems and strengthening tax collection capacity. Important
issues relating to debt sustainability also imply that in highly-indebted countries, any increase in
aid would need to be in the form of grants or at least highly-concessional loans.

A second key policy to promote children’s wellbeing in the context of economic growth is the
empowerment of women which is an important end in itself. Women’s power in the household
is a key determinant of children’s allocation of resources, since women generally spend a
greater proportion of their incomes on children than men. Quisumbing and Maluccio (1999)
find that in a broad group of countries (Bangladesh, Ethiopia, Indonesia and South Africa),
households where women’s control over assets, including human capital, is relatively strong,

also have greater expenditure on children’s education and clothing.

However, in many societies, discrimination against women remains pervasive, particularly in
South Asia and Africa. For example, Smith et al (2003) estimate that under conditions of equal
gender status, there would be 13 per cent (13 million) fewer underweight children in South
Asia and three per cent (nearly two million) fewer in sub-Saharan Africa. Tackling discrimination
in society directly is clearly an important long-term action. However, there are other methods
of positive discrimination towards women over shorter periods, for example through female
bias in development spending by prioritising investments in water supply and sanitation and
labour-saving technology (including providing appropriate technology for women to use) to
reduce the burden of domestic work. Where this increases the time available for childcare,
particularly in the context of external changes enticing or pushing women into more economic

activities outside the home, this may be particularly beneficial to children.

Another important strategy is to help women gain access to credit for investment and provide a
means to save for insurance purposes. However, there are likely to be significant constraints to
improving insurance and credit for poor households both financially and in terms of administrative
capacity in poor countries. Microfinance schemes such as the Grameen Bank in Bangladesh
have helped many women in these respects (although not always the poorest). Evidence on the
impact of microfinance on children’s wellbeing is relatively sparse. However, studies from
Bangladesh, Honduras, India and Uganda have indicated that children of households receiving
microfinance are more likely to attend school and less likely to drop out. Evidence from
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Bangladesh and Ghana suggests that children of microfinance recipients have better nutritional
outcomes, while evidence from Bolivia, Ghana and Uganda suggests that women participating
in microfinance programmes which also provided basic health education, had better breastfeeding
practices and were more likely to give better healthcare to their children (Littlefield et al, 2003).

Promoting gender equality in education is likely to be important for future generations of children,
since educated women often have lower fertility rates and may provide better physical care for
their children, all other things being equal. Educating women can therefore have a substantial
payback in terms of economic growth. For swifter impacts on children, eg as part of a strategy
to reduce malnutrition during periods of rapid economic and social change, there