COMMENT

Poverty Reduction in
Developing Countries
No consensus but plenty of solutions
Michael Chibba

Poverty reduction in developing
countries is a core Millennium
Development Goal (MDG). However,
poverty has always been central to the
topic of economic development. For
example, nearly forty years ago,
Dudley Seers stated:
The questions to ask about a country’s
development are…What has been happening to poverty? What has been happening to unemployment? What has
been happening to inequality? If all
three of these have become less severe,
then beyond doubt this has been a
period of development for the country
concerned. If one or two of these central problems have been growing
worse, especially if all three have, it
would be strange to call the result
‘development’ even if per capita
income has soared. (Seers 1969)
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(Coyle 2007) concludes that a mix of
aid, advice, sound institutions (in
terms of transparency, good governance,
and
accountability,
for
instance), sensible macroeconomic
policies and, perhaps most importantly, evidence-based policy—not
prior beliefs—is going to possibly
provide the answer to economists on
how best to tackle poverty in developing countries. In 1972, Derek Healey
reached a somewhat similar conclusion
on the subject of development theory
and policy (with particular reference to
prior beliefs):
There can be little doubt that a thorough survey of opinion on the problem
of economic development would show
that at the end of the 1960s and the
beginning of the 1970s, a new consensus began to emerge. Like all new attitudes, it arose not in a vacuum but in
response to the demonstrable failure of
past beliefs and practices.

The suggested focus on evidencebased policy is (also) not a new idea.
For example, Muhammad Yunus, the
2006 Nobel laureate, started his microcredit operation about three decades
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ago as both economic theory and prevailing practices provided inadequate
solutions to tackle poverty. Gradually,
as the practice of microcredit spread, it
provided compelling evidence that
gave rise to the global microfinance
movement as an important means to
address poverty. The drawbacks of evidence-based policy include the fact
that it is often country-specific or sitespecific (hence, it is not widely applicable); and second, that it takes a long
time for it to be accepted.
Thus, the conclusions that Diane
Coyle offers are in fact “traditional” in
many respects. Today, the international development community, as
well as both the theory and practice of
development economics, is still far
from reaching a consensus on how best
to address poverty in developing countries. A survey of current literature on
the subject provides ample proof of
this (see, for example: Dasgupta 2007,
IFPRI 2007, Ravallion 2007, Berg et al.
2008, Chibba 2008). The major multilateral and bilateral institutions (such
as United Nations agencies, World
Bank Group, Asian Development
Bank, the United Kingdom’s Department for International Development)
have their own perspectives on how
best to address poverty. While some of
this divergence is due to the fact that
each institution is guided by its own
mandate and limited resources, and
hence there is a desire to complement
each other’s key areas of focus for the
biggest “bang for the buck”, there is
also significant divergence due to
unique perspectives and viewpoints,
both institutionally and by experts
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working within each such institution.
The theories, policies and practices to
tackle poverty are today as diverse as
can be.
Yet, possibly due to this very climate
of a prevailing lack of consensus on the
subject, development economics and
the study and practice of poverty
reduction are breeding grounds for creative and innovative theories and practices. For example, path-breaking
lessons on poverty reduction, emanating from inclusive development
efforts, are being drawn from diverse
areas such as political economy (as is
the case in post-apartheid South Africa
and its focus on inclusive development
as well as its use of a consensus-driven
model to promote financial inclusion),
the use of technology (especially,
telecommunications and its beneficial
impact on financial inclusion) and
market-based strategies. For instance,
in The Next 4 Billion, Hammond et al.
(2007) draw attention to market-based
approaches to increase productivity
and incomes of low-income earners
and the poor generally:
Four billion low-income consumers, a
majority of the world’s population, constitute the base of the economic pyramid. New empirical measures of their
aggregate purchasing power and their
behaviour as consumers suggest significant opportunities for market-based
approaches to better meet their needs,
increase their productivity and
incomes, and empower their entry into
the formal economy…The four billion
people at the base of the economic
pyramid (BOP)—all those with
incomes below $3,000 in local purchasing power—live in relative poverty.
Their incomes in current US dollars are
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