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What is pro-poor growth?

There are two main approaches to defining pro-poor growth. Both require that ‘the poor’ be
identified by specifying a poverty line, such as the international $1 a day line or a national poverty
line. The people whose incomes lie below this line are the poor.

The absolute definition of pro-poor growth considers only the incomes of poor people. How pro-
poor’ growth is should be judged by how fast on average the incomes of the poor are rising. On
this definition, the correct measure of pro-poor growth is that used on the vertical axis of the
figure above. Its ranking of countries would put Chile and India at the top, followed by Ghana,
Bangladesh and Brazil, and with Zambia (where the incomes of the poor fell) at the bottom.

The absolute definition of pro-poor growth is closely related to the speed at which absolute
poverty is reduced: if the rate of pro-poor growth accelerates, then all standard measures of
income poverty fall faster. In other words, if the incomes of poor people were to grow faster, this
would lead to a more rapid reduction both of the extent of poverty (as measured, for example, by
the proportion of people living on less than $1 a day) and of the depth of poverty (how far most
poor people are below the poverty line)."

The relative definition of pro-poor growth compares changes in the incomes of the poor with
changes in the incomes of people who are not poor. Growth is pro-poor’ if the incomes of poor
people grow faster than those of the population as a whole. In other words, for growth to be pro-
poor on this definition, income inequality must fall. In the figure, only Ghana’'s growth was clearly
pro-poor in this relative sense (although Zambia’s negative growth was also ‘pro-poor’ inasmuch
as the poor suffered less because inequality fell).

Which of these two definitions of pro-poor growth is preferable depends on one’s objectives. If
the objective is to reduce absolute poverty, the absolute definition is evidently better. This can be
seen in the figure by comparing Ghana with India. On the relative definition of pro-poor growth,
Ghana comes out ahead of India. But the incomes of the poor grew faster in India (3.2% p.a.)
than in Ghana (1.6% p.a.). In other words, despite its falling inequality, Ghana’s slower overall
growth resulted in less poverty reduction than in India, which had rising inequality but a higher
overall growth rate.

In light of DFID’s commitment to the Millennium Development Goal of halving absolute income
poverty by 2015, the absolute definition of pro-poor growth is preferable. By emphasising growth
in the incomes of poor people, it links more directly with DFID'’s focus on poverty reduction.
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Pro-poor growth and inequality

A preference for the absolute definition of pro-poor growth does not imply that inequality should
be ignored in the design of poverty reduction strategies. As the figure shows, the outcome for
poor people depends both on the overall rate of growth and on changes in inequality — so policy-
makers should aim to find the most pro-poor combination of these two ingredients for their
country. In most countries, policies to achieve dynamic redistribution will be needed to achieve
this optimal combination. This is especially so in countries where the initial level of inequality is
high, for two reasons. First, there is more scope for reducing inequality where its level is high.
Second, high inequality slows growth — both by reducing the ability of the poor to contribute to
production and by causing social and political tensions, which discourage investment. In many
middle-income countries, for example, lowering high levels of inequality is important for poverty
reduction as well as for improving other aspects of social well-being.

How to measure pro-poor growth?

To measure the rate of pro-poor growth in a particular country over a given period requires data
on the distribution of income at the beginning and end of the period, usually from household
surveys. The data need to be adjusted for inflation, so that they measure real incomes. A poverty
line is also needed, as explained above. Using this line enables one to identify the households
living in poverty at the beginning of the period. One can then calculate the growth of income over
the period for each of the initially poor households. The average of these household-specific
growth rates is the rate of pro-poor growth (on the absolute definition)." It measures what
happened over the period to the incomes of the part of the population that was poor at the start
of the period.

A more detailed description of how to do this calculation is available from the intranet address
below. It can be done in somewhat different ways, depending on the purpose of the calculation
and the availability of data. For example, in the figure above, which compares different countries,
it makes sense to use a common absolute poverty line — the international $1 a day line.” If the
focus is on one particular country, it may be better to use the national poverty line.

However the calculation is done, it has two limitations, which should be borne in mind. First,
averaging the income growth rates of the poor conceals income ‘turbulence’ — some poor people’s
incomes may go down even if on average the incomes of the poor are rising. This problem is
common to all standard measures of poverty. Second, a comprehensive measure of pro-poor
growth would also need to take into account the non-income dimensions of poverty, such as
malnutrition, access to education and child mortality.
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Building coalitions for pro-poor growth

If the absolute definition of pro-poor growth is preferable because it is more closely linked with
poverty reduction, why talk about pro-poor growth at all? Why not focus directly on poverty
reduction? The answer is that the ‘pro-poor growth’ banner is useful because it aligns economic
growth with changes in the well-being of the poor. This helps to build coalitions between
developing-country governments, the private sector and donors. In particular, it makes clear that
policy-makers do not have to choose between ‘pro-growth’ and ‘pro-poor’ policies. The two
outcomes overlap, because most policies that increase growth also reduce poverty, and many
policies that are effective for reducing poverty also increase growth. For example, giving the poor
better access to assets and markets contributes to growth for the simple reason that it allows
more of a country’'s resources — its people — to become more productive. Pro-poor growth
strategies therefore enable poor people to participate in, as well as benefit from, the growth
process.

Summary

Given DFID’s objective of eliminating absolute poverty, as reflected in the MDG of
halving income poverty by 2015, the most appropriate measure of pro-poor growth is
the average growth rate of the incomes of the poor.

For more information, contact the Pro-Poor Growth Team on growth@dfid.gov.uk or visit the Team'’s
intranet site.

This guidance is part of the Policy Division Info series. Ref no: PD Info 008 © Crown copyright 2004. Any part of this
publication may be freely reproduced providing the source is acknowledged.

' For an overview, see Robert Eastwood and Michael Lipton, ‘Pro-Poor Growth and Pro-Growth Poverty Reduction: Meaning,
Evidence and Policy Implications’, Asian Development Review (19), (2001); or Stefan Klasen, ‘In Search of the Holy Grail: How to
Achieve Pro-Poor Growth’ (2001). See also David Dollar and Aart Kraay, ‘Growth is Good for the Poor’, World Bank Development
Economics Research Group (2001), and Aart Kraay, 'When is Growth Pro-Poor? Evidence from a Panel of Countries’ (2003).

" The figure is based on World Bank data: the Global Poverty Monitoring Database and the Dollar & Kraay dataset. The vertical
axis measures the growth in income of the quantile of the population that was initially below the $1 a day poverty line. The
selection of countries was largely based on data availability. The time periods vary across countries: India (1983-97), Bangladesh
(1984-2000), Chile (1987-98), Ghana (1987-97), Zambia (1991-98), and Brazil (1985-96).

" The absolute definition of pro-poor growth was proposed by Martin Ravallion and Shaohua Chen in ‘Measuring Pro-Poor Growth’,
Economics Letters (78), (2003). It is closely related to the rate of decline in one particular measure of poverty, known as the Watts
index.

Y In practice, it is rare to have data that identify individual households and track their incomes over time. The calculation thus
usually needs to be done with data on households grouped according to their positions in the income distribution. For example, if
35% of the population were below the poverty line at the beginning of the period, the pro-poor growth rate could be calculated by
averaging the income growth rates of each of the 35 lowest percentiles of the distribution. This method, proposed by Ravallion and
Chen (2003), was used to calculate the pro-poor growth rates shown in the figure in this note.

¥ By contrast, Dollar and Kraay (2001) compare countries by using a common relative poverty line (the income of the bottom 20%
in each country), which is a second-best approach, since the absolutely poor may be 5% of the population in one country and 45%
in another.
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