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1

Globalization and Poverty
in Asia: Can Shared Growth
Be Sustained?

Machiko Nissanke and Erik Thorbecke

Background debate in the
globalization—-poverty nexus

The opportunities offered for economic growth through globalization can
be large, and the forces of globalization have the potential to provide a
major reduction in poverty in the developing world. However, the question
is often raised as to whether the actual distribution of gains is fair and, in
particular, whether the poor benefit proportionately less from globalization
and could under some circumstances in fact be hurt by it. The risks and
costs incurred by globalization can be significant for fragile developing
economies and the world’s poor.! The fear that the poor have been bypassed
or even hurt by globalization has been highlighted by the findings from a
number of recent studies, which point towards a continuing high inequal-
ity in world income distribution, and limited (if not a lack of) convergence
among participating national economies and across regions as the world
economy has become more interdependent and more integrated.? There is
much empirical evidence suggesting that openness contributes to more
within-country inequality.

The regional trends in income inequality measured by the Gini coeffi-
cient show that inequality has increased markedly in all regions except in
the group consisting of the advanced, high-income OECD countries since
the early 1980s (Milanovic 2005a, 2005b; Birdsall 2006). Within high-
income countries too, there are many that have experienced growing
inequality. The progress on poverty reduction has also been uneven. The
share of the population of the developing countries living below US$1 per
day declined from 40 per cent to 21 per cent between 1981 and 2001, but
this was achieved mainly by the substantial reduction of the number of
poor in Asia, in particular in China (Chen and Ravallion 2004). Overall in
Asia between 1990 and 2001, the number of people living on less than
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US$1 a day declined from 931 million to 679 million, or from 31 per cent
to 20 per cent of a growing population (UNESCAP/ADB/UNDP 2005).
Furthermore, the total number of people living on less than US$2 per day
actually increased worldwide. More specifically, poverty has increased sig-
nificantly in Africa in terms of poverty incidence as well as the depth of
poverty.?

Though any trend in poverty and income inequality observed so far can-
not be attributed exclusively (or even mainly) to the ‘globalization’ effect, as
such, these various estimates, even the most optimistic ones, cannot dismiss
the concerns raised that as it has proceeded so far it may have had at least
some adverse effects on poverty and income distribution. Indeed, globaliza-
tion has created winners and losers at numerous levels throughout modern
history.* The losers include many of those who have participated actively in
the process of globalization. These concerns have generated a passionate
debate worldwide as well as a powerful anti-globalization movement. The
question of how globalization affects the world’s poor is one of the most
pressing issues in international political economy and international rela-
tions, as many current problems are related to how fair the international
economic and political system is perceived vis-a-vis the poor in developing
countries.

The globalization-poverty relationship is complex and heterogeneous,
involving multifaceted channels. It is highly probable that these relationships
may be non-linear in many aspects, involving several threshold effects. Indeed,
each subset of links embedded in the globalization (openness)-growth-income
distribution-poverty nexus can be contentious and controversial. As well as the
‘growth’ effects of globalization on poverty (that is, the effects of globalization
on poverty filtered through economic growth), the process of increased inte-
gration within the world economy is known to create winners and losers
directly through other channels, affecting both vertical and horizontal inequal-
ities (Ravallion 2004a). Because these multifaceted channels interact dynami-
cally over space and time, the net effects of globalization on the poor can only
be judged on the basis of context-specific empirical studies. Cross-country stud-
ies requiring precise measurements and definition of the two key concepts —
globalization and poverty — tend to fail to give a robust insight into this critical
nexus. Both concepts are multidimensional, and not easily captured in a com-
posite index to be used in a meaningful manner in cross-country comparative
studies or regressions.

Building on earlier research projects, UNU-WIDER initiated a study on
‘The Impact of Globalization on the World’s Poor’ in 2004. The main
objectives of the project were to produce a set of rigorous theoretical and
empirical economic analyses, which would: (i) deepen our understanding
of how conditions facing the world’s poor have been evolving under glob-
alization; and (ii) provide a framework yielding the elements of a strategy
for ‘pro-poor globalization’. In addition to the methodological and
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conceptual conference held in Helsinki in October 2004, the project held
three regional conferences, in Tokyo, Johannesburg and Rio de Janeiro
during 2005-6.°

In Nissanke and Thorbecke (2006a, 2006b), various channels and trans-
mission mechanisms were identified and explored through which the
process of globalization affects different aspects and dimensions of poverty
in the developing world. The first and most important of these mecha-
nisms is the growth-inequality-poverty channel. Other channels in the
globalization-poverty nexus operate, respectively, through changes in
relative factor and goods prices, factor movements, the nature of techno-
logical change and technological diffusion, the impact of globalization on
volatility and vulnerability, the worldwide flow of information, global dis-
inflation, and institutions, respectively.

This volume contains nine further chapters originally presented at the
regional conference for the project, “The Impact of Globalization on the Poor
in Asia’, held in Tokyo in April 2005. The Asia perspective on this critical
issue is interesting and important, since Asia is the region widely regarded as
having benefited most from the dynamic growth effect of the recent wave of
globalization. Poverty has been declining steadily since the 1970s in most
Asian countries, notably in China and India. The growth pattern achieved
through increased trade and foreign direct investment (FDI) in East Asia is
particularly seen as being highly inclusive, and is often viewed as a model of
‘shared growth’ (World Bank 1993; Campos and Root 1996; Ahuja et al.
1997). Yet, there is growing evidence that inequality has been rising through
the integration process in many parts of Asia. Hence, detailed examinations
of mechanisms at work in the globalization-poverty nexus in Asia are both
intellectually exciting for academics as well as highly relevant to policy-
makers. Before turning to the synthesis of the nine detailed case studies, in
the next section, we shall present some key features characterizing the glob-
alization-poverty relationship typical of Asia as a region.®

Globalization and poverty in Asia

In discussing the openness-growth link, several general observations
appear to be relevant (Nissanke and Thorbecke 2006b, 2006c¢). First, open-
ness through trade, foreign direct investment and financial markets can
contribute significantly to economic growth through both static and
dynamic efficiency gains. However, the direction of causality in this link is
still being debated (the consensus view is that the causality is more likely
to go from trade to growth rather than the reverse) as well as how trade and
capital flows could be interlinked into a virtuous circle. Furthermore, the
positive openness—-growth link is neither automatically guaranteed nor uni-
versally observable. The growth-enhancing effect of trade openness depends
critically on the way a country is integrated into the global economy.
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Similarly, the transfer of technology, skills and management know-how
that is assumed to accompany FDI is not necessarily automatic or guaran-
teed. Further, the postulated positive effects of portfolio and other capital
flows (hot money) on growth have been questioned increasingly in recent
years. Rather, it is widely recognized that short-term capital flows con-
tribute to increased vulnerability to external shocks within the recipient
developing countries. In turn, the poor in these countries are likely to suf-
fer the most following financial crises without an adequate safety net in
place.

In the case of most Asian countries, however, there is very little disagree-
ment over the powerful growth-enhancing effects of openness through trade
and FDI. In particular, following an aggressive ‘outward-orientated develop-
ment strategy’, most East Asian economies not only accelerated the process
of integration into the world economy but also upgraded their linkages in
the years of their rapid economic growth. Furthermore, prior to the financial
crisis of 1997-8, many of the East Asian economies registered not only
‘admirable’ growth rate but also accomplished a substantial poverty reduc-
tion process with dynamically evolving changes in their socio-economic
structures. A number of earlier studies, such as The East Asian Miracle,
Everyone’s Miracle, and Shared Growth by the World Bank and the Brookings
Institution (World Bank 1993; Campos and Root 1996; Ahuja et al. 1997)
attributed their successful growth performance to an appropriate set of eco-
nomic policies and institutions well suited to the conditions prevailing in
East Asia during that period.” The relatively quick turnaround of many
emerging economies in East Asia in the years following the severe crisis of
1997-8 is often attributed to their strong export performance and renewed
adaptability and flexibility in responding swiftly to new opportunities
offered by globalization.

Any discussion of the impact of growth on poverty reduction needs to
define the meaning of pro-poor growth — a concept that is used widely in the
literature. At one extreme it can mean that growth is only required to yield
a positive reduction of poverty. In this sense, it would be enough for a major
increase in GDP per capita to reduce poverty by a single person to satisfy the
above definition. Hence any elasticity of poverty reduction with respect to
growth algebraically larger than zero would be considered as pro-poor. This
is a weak definition. Although used widely and part of the conventional wis-
dom, it has elicited a reaction within the development community leading
to an alternative definition of pro-poor growth requiring the poor to benefit
more than proportionally from growth than do the non-poor. A corollary of
this relative definition of pro-poor growth is that it will bring about a more
equal (or less unequal) distribution of income. Since different authors adopt,
either explicitly or implicitly, the weak or the strong definition, above the
discussion of pro-poorness can be confusing. Since income inequality has
increased in most (if not all) Asian countries since the 1980s, as discussed
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below, the growth pattern can only be considered to be pro-poor under the
weak definition above. At the same time it should be emphasized that the
elasticity of poverty reduction with respect to growth under the weak defin-
ition can cover a very wide range, from O to —1. If it is close to the latter, a
high growth rate can translate into a major, yet less than proportional,
reduction in poverty.

Notwithstanding the ongoing urbanization process, the great majority of
the poor in Asia continue to be in the rural areas — 63 per cent at a recent
count (Cook 2006). The accelerating rural-to-urban migration has con-
tributed to economic growth in urban areas and to the alleviation of poverty
in rural areas by reducing surplus labour in agriculture and the remittances
from migrant workers that at present account for a significant share of rural
household income.

Ozawa (2006) explains the catch-up process and associated growth
dynamism in Asia as a whole, in terms of the ‘flying geese paradigm’,
wherein a sequence of staggered catch-up growth has taken place succes-
sively in the region since the end of the Second World War: the early growth
success of Japan was followed first by the NIEs (Hong Kong, Singapore,
Taiwan and South Korea), then by ASEAN-4 (Thailand, Malaysia, Indonesia
and the Philippines) and more recently by China, India and Vietnam.
Importantly, as Ozawa notes, throughout the growth process a very sub-
stantial reduction of abject poverty has been achieved in many economies:
the headcount ratio of US$1 a day in China decreased from 53 per cent in
1984 to 13 per cent in 2003; in Indonesia from 38 per cent in 1984 to 7 per
cent in 2003; in Thailand from 18 per cent in 1988 to 1 per cent in 2003;
and in India from 46 per cent in 1987 to 31 per cent in 2003 (Asian
Development Bank 2004, 2005). The most recent estimates by the Asian
Development Bank predicts that the incidence of extreme poverty as mea-
sured in the headcount ratio below the ‘US$1 a day’ poverty line further
declined to 7.1 per cent in 2005 in China, and it has practically disappeared
in Thailand. In Vietnam, it is estimated to have declined from 51 per cent
in 1990 to 7 per cent in 2005 (Ali and Zhuang 2007; Asian Development
Bank 2007).

These figures illustrate that if the growth rate of GDP per capita is high a
major reduction in poverty can be achieved even when the poor do not
share the benefits of growth proportionally as much as the non-poor. Ozawa
further observes that poverty alleviation has been occurring, in flying-geese
style, among these rapidly-catching-up Asian economies. The incidence of
extreme poverty is estimated to have declined dramatically from 33 per cent
in 1990 to 7 per cent in 2005 in East Asia including China, and from 24 per
cent to 7 per cent in South East Asia for the same period, whereas it declined
less, from 42 per cent to 32 per cent in South Asia.?

In addition to other policy and institutional factors, Ozawa explains this
particular pro-poor growth pattern (weak definition) in terms of the flying
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geese paradigm of comparative advantage recycling in production and export
of labour-intensive goods. He argues that the region’s economic develop-
ment is pro-growth as well as pro-poor, because the economies in this region
have successfully initiated a succession of growth in spurts based on a strong
demand for unskilled labour, driven by exporting labour-intensive goods
and pro-trade FDI through effective transfer of technology and knowledge
skills. In flying geese style (or the hegemon-led growth model), growth clus-
tering develops, in which a hegemon economy (the lead economy or
‘goose’) propagates growth stimuli to its closely aligned cohort of countries
at various earlier stages of development and structural transformation. The
stimuli include dissemination of technology, knowledge, information, skills
and demand (via access to the hegemon’s home market), and provision of
development finance — and, above all, transplantation of growth-inducing
institutional arrangements. Ozawa suggests that the region’s synergistic
interactions result in agglomeration economies, enabling the entire hierar-
chy of countries mutually to gain, grow and prosper.

Yet it is widely acknowledged that globalization and market-driven eco-
nomic growth tend to increase inequality, as ‘global markets are inherently
disequalizing’ (Birdsall 2006: 18).° With the current wave of globalization,
‘within country’ income inequality has been steadily rising (Milanovic
2005a).19 Asia is no exception to this trend. In the early period, the prevail-
ing initial conditions of lower levels of inequality in income and productive
assets, as well as public policy and institutional arrangements in many high-
performing East Asian economies, were known to be extremely favourable to
the generation of a process of relatively shared growth (World Bank 1993).
However, the growing inequality in East Asia, including China, Thailand and
Indonesia, was already evident before the financial crisis of 1997-8, and the
rising spatial disparity in growth performance was seen as a characteristic
phenomenon (Ahuja et al. 1997). The financial crisis undoubtedly exacer-
bated this trend in the region.

As discussed below, while both China and India have accelerated the
catching-up process, resulting in a very fast growth in their mean national
incomes, income inequality among provinces and states, as well as interper-
sonal inequality, has been rising in both countries in recent decades, partic-
ularly after a decisive step was taken towards opening the respective
economies. Cook (2006) notes that the Gini coefficient of income inequality
increased in most Asian developing countries between 1980 and 2002; for
example, from about 0.24 to 0.35 in China, and from 0.25 to 0.32 in
Bangladesh. Disturbingly, there is growing evidence that ‘within-country’
inequality has been increasing at an accelerated pace across most developing
economies in Asia over a roughly ten-year period from the early 1990s to the
first half of 2000s. Among twenty-one developing countries, fifteen coun-
tries registered a rise in the Gini coefficient. The sharp increase of 5-10 per
cent in the Gini coefficient is observed in five countries, including Nepal and
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China (Asian Development Bank 2007; Ali 2007). Growing inequality is
observed both in terms of income inequality and non-income inequality,
such as in health and education. This rising inequality in most developing
Asian countries is the result of ‘the rich getting richer faster than the poor’
rather than ‘the rich getting richer and the poor getting poorer’ (Asian
Development Bank 2007).

As noted in Nissanke and Thorbecke (2006b), in contrast to the classical
approach of viewing income inequality and wealth inequality as a necessary
condition for faster capital accumulation and economic growth at the earlier
stage of economic development (Kaldor 1956), the new political economic
theories argue that growth patterns yielding more inequality in income dis-
tribution would, in turn, engender lower future growth paths.!!

A number of UNU-WIDER studies (Addison and Cornia 2001; Cornia
2004; Shorrocks and van der Hoeven 2004), argue that the widespread rise in
inequality has been detrimental to the objective of poverty reduction,
because large rises in inequality have stifled growth, and because poverty, at
any given growth rate of GDD, falls less rapidly in the case of a more unequal
distribution than in the case of a more equitable one. The obvious policy
implication following from these studies is that successful poverty allevia-
tion depends not only on favourable changes in average GDP per capita
growth but also on favourable changes in income inequality.

A critical question is whether or not inequality is an impediment to
poverty-reducing growth or, in other words, whether high inequality atten-
uates the growth elasticity of poverty (Ravallion 2002). Ravallion’s analysis
confirms that the elasticity of poverty with respect to growth is found to
decline with the extent of inequality. Taking this line of argument, we argue
that while it is most likely that the poor will benefit from growth, the ulti-
mate poverty reduction effects will depend on how the growth pattern
affects income distribution. Inequality is the filter between growth and
poverty reduction. If growth leads to an increase in income inequality, the
poor may benefit only slightly or, in some instances, in fact be hurt by the
globalization process.

We argue specifically that the pattern of economic growth and develop-
ment, rather than the rate of growth per se, may have significant effects
on a country’s income distribution and poverty profile. Indeed, the recent
debate on the meaning of pro-poor growth is related to the complex tri-
angular relationships between poverty, growth and inequality. Clearly, sig-
nificant poverty reduction would require some combination of higher
growth and a more pro-poor distribution of the gains from growth. Hence,
what is relevant for poverty reduction is a ‘distribution corrected’ rate of
growth, as Ravallion notes (2004b), and in our view, growth is considered
to be pro-poor if, in addition to reducing poverty, it also decreases
inequality consistent with the strong definition of pro-poor growth
discussed above. Economic growth can be considered to be genuinely
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pro-poor only if that growth is accompanied by a decline in inequality in
such a manner that the poor benefit relatively more than the non-poor
(Kakwani and Pernia 2000).

In Asia, it appears that economic growth has so far produced a marked
reduction in poverty despite the adverse distributional changes with regard
to the poor; that is, growth produced an adverse distribution effect, but the
former was so vigorous that it more than compensated for the latter (Asian
Development Bank 2004). A number of empirical studies have been carried
out to examine the dynamic trajectory of the interrelationships between
poverty, growth and inequality in Asia by decomposing the changes in
poverty into two components: the growth component, and the distribution
component. The results of the earlier decomposition study for five countries
in East Asia (Malaysia, Thailand, Indonesia, rural China and the Philippines)
generally confirm that growth was sufficiently buoyant to more than com-
pensate for greater income inequality and keep poverty reduction on track
(Ahuja et al. 1997).

The recent ‘decomposition’ study for India by Bhanumurphy and Mitra
(2006) shows that the growth effect dominates the inequality (distribution)
effects in poverty reduction in two periods: (i) 1983 to 1993-94; and (ii)
1993-94 to 1999-2000 (the two periods are taken broadly to represent the
pre-reform and post-reform periods, respectively). This is the case for both
rural and urban areas of the fifteen major states, as well as for the all-India
level. Their analysis suggests that the growth/mean effect dominates the
inequality effect in both periods. India’s economic growth, increased
markedly from the ‘Hindu rate of growth’ of 4 per cent to the ‘Bharat rate of
growth’ of 6 per cent after the deliberate policy shift towards pro-growth and
pro-globalization in the early 1990s. This growth acceleration succeeded in
reducing overall poverty, despite the rise in inequality in the second period.
As the growth accelerated, there was a marked shift in the composition of
GDP, with a sharp decline in the share of agriculture and a corresponding
increase in the share of services. However, since no such shift was observed
in the employment structure, with the agricultural sector still absorbing a
majority of the labour force, the debate continues as to whether the increase
in output growth in India is a ‘jobless growth’ or not.

In this context, Bhanumurphy and Mitra (2006) also examine the net
effect of population mobility on poverty, which depends on the rural and
urban components of poverty. This effect is seen to capture the changes in
the spatial composition of growth, reflected in terms of rural-urban devel-
opment disparity, which tends to lead to the migration of population from
rural to urban areas. The decline in the incidence of poverty (rural-urban
combined) depends on whether urban employment opportunities are large
enough to absorb the increasing supplies of labour migrating from the rural
areas. It is thought that even when the incidence of urban poverty rises as a
result of the rural-urban migration, the decline in the combined poverty
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ratio may occur as a result of a fall in the rural poverty incidence following
out-migration, as rural poverty dominates the poverty profile for all areas
combined in the Indian economy. In India, the incidence of poverty
declined in both rural and urban areas: rural poverty fell from 46 per cent in
1983 to 37 per cent in 1993-4, and further to 27 per cent in 1999-2000,
while urban poverty was cut from 42 per cent in 1983 to 34 per cent in
1993-4, and further to 24 per cent in 1999-2000.

According to their decomposition analysis, there is a small ‘population
shift effect’ in poverty reduction in rural areas resulting from the rural-urban
migration, in the first period, but that effect was marginal compared to the
growth effect. They conclude that, despite some variations across states,
overall, the economic growth realized through pro-globalization reforms has
produced a large decline in the incidence of poverty in India by raising
labour productivity and employment opportunities with the shift in value-
added mix towards industry and tertiary activities such as information tech-
nology, business process outsourcing services, financial institutions and
infrastructure services.

Hayami (2006) also emphasizes the employment-creating impact of glob-
alization benefiting landless labourers as an important conduit for reducing
rural poverty. Using the survey data collected over three decades in a rice-
cultivating village in East Laguna in the Philippines, he examines the trans-
formation of the village community under the forces of globalization
manifested through: (i) population growth resulting from the importation of
advanced medical and public health technology; (ii) the Green Revolution
that brought the transfer of advanced agricultural technology and the intro-
duction of irrigated double cropping; (iii) land reform programmes, shifting
land tenure status from sharecropping tenancy towards leasehold tenancy
and owner-farming; and (iv) the expansion of non-farm employment oppor-
tunities as well as the greater use of hired labourers who had been affected
negatively by the land reforms. The first two channels are considered to be
the outcomes of international knowledge transfer under the current wave of
globalization. While the Green Revolution reduced real rice prices received
by farmers, it also kept the cost of wage goods (and thus also the wage rates
in labour-intensive manufactures) from rising. This process allowed this
rural community, as elsewhere in East Asia, to gain a competitive edge in
producing industrial goods at the lower end of skill requirements, as part of
the region’s recycling of comparative advantages under the process of glob-
alization discussed above.

Hayami further suggests that the creation of non-farm employment oppor-
tunities associated with rural-based industrialization under globalization is
seen as a most significant and direct factor in creating opportunities for rural
communities to reduce poverty and inequality in East Asia. In this context,
he places a special emphasis on the importance of public investment in trans-
portation and communication infrastructure, industrial extension activities
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and school education as well as building market-supporting institutions to
protect property rights and enforce contracts.

Indeed, as Ozawa (2006) remarks, the pro-poorness of growth (weak defin-
ition) in East Asia as a whole is not purely a manifestation of market-driven
growth effects. In addition, pro-active policy interventions and institutional
arrangements were in place to lessen the adverse distributional effect and
produce shared, pro-poor growth. Ozawa further articulates that because
poverty reduction is a public good, pro-poor policy interventions and insti-
tutional set-ups can always be justified and required to spawn growth-led
poverty reduction. For example, the pro-poor pattern of public expenditure
in favour of the rural poor, such as extensive public provision of education,
and physical and social infrastructure was a decisive contributing factor sus-
taining the shared growth in many countries in East Asia.

Despite the impressive achievement in poverty reduction, the growing
inequality under globalization has become a particularly pressing concern in
China. As Zhang and Wan (2006) explain, since the late 1980s the engine of
China’s economic take-off has shifted from agricultural growth spurred by
the de-collectivization of the rural areas to manufacturing exports fuelled by
large FDI inflows. At the same time, progress in poverty reduction has stalled
in urban China since the late 1980s (Ravallion and Chen 2004), or has even
been reversed (Hussain 2003; Khan et al. 1999). This casts doubt on the claim
made by Dollar and Kraay (2002) that the poor benefit from globalization as
much as the rest of the population.

Through the estimation of the probability density functions for all the
provinces, Zhang and Wan (2006) find the following characteristics of urban
poverty in China: (i) the income of the poor has not grown as fast as average
income, and the income shares of the poor have fallen accordingly; (ii) the
income growth of the poor has been particularly slow since the mid-1990s
and, in several provinces, real income growth of the poor has stagnated; and
(iii) the further one moves away from the coast, the less favourable income
distribution tends to become for the poor.

Further, they present the results of a number of regression analyses, based
on provincial level data, of the impact of globalization measured in open-
ness to foreign trade and foreign investment on urban poverty. Their find-
ings indicate that when the globalization is accounted for separately in
addition to the income growth measured by per capita income, globaliza-
tion in general, and trade openness in particular, increases the income
shares of the poor.!? However, their results confirm that the inequality-
reducing effect of trade was significantly weakened after 1992. Further, they
find that the benefit from globalization accrues to the urban poor in the
inland provinces just as much as it does to their counterparts in the coastal
region. Hence, they conclude that globalization cannot simply be charac-
terized as a process of pro-rich or pro-coastal provinces in China, as was
popularly feared.
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Overall, the preceding review suggests strongly that the process of
integration of many Asian economies into the global economy has gener-
ated such a strong growth impact that the poor have not been omitted
from its beneficiary effects. This is particularly so when economic growth
was accompanied by increasing employment opportunities for the poor. At
the same time, the Asian experience underscores the importance of policy
and institutional measures to build up the productive assets of the poor
through substantial investment in education, health, extension services
and infrastructure as well as through the redistribution of assets in favour
of the poor - for example, through land tenure reforms. However, there is
also mounting evidence that the distribution-effect engendered by the
globalization process generally does not favour the poor, and that growth
has been increasingly disequalizing over time in the region. In this sense,
the economic growth of the globalizing Asian economies is certainly not
‘pro-poor’ in the sense that the poor benefit proportionately more than the
non-poor.

Indeed, despite the sharp reduction in the incidence of extreme poverty
measured in the ‘US$1-a-day’ poverty headcount ratio, poverty remains
high in much of developing Asia, if it is measured on the basis of the ‘US$2-
a day’ poverty incidence. It is estimated that the latter declined from 86 per
cent in 1990 to 77 per cent in 2005 in South Asia; from 66 per cent to 43 per
cent in South East Asia; and from 72 per cent to 29 per cent in East Asia
(dominated by China) over the same period. The reduction in this measure
is appreciable, in particular in East Asia, but poverty is still widespread in
Asia, and the challenge facing policy-makers in the region in attacking
poverty of this magnitude is non-trivial. The ‘inequality-increasing’ effect
of globalization should be attenuated by public policy measures to ensure
that benefits from globalization-induced growth are shared more equally
and equitably. In this context, it is worth remembering that the pattern of
shared growth from wealth-sharing policy measures provided legitimacy for
governments to pursue pro-growth and pro-business economic policy in the
early drive for rapid industrialization in many countries in East Asia (see
Campos and Root 1996). Sustaining the shared growth is therefore critical
to ensure that economic growth continues under this era of globalization.
Alternatively, growing inequalities can weaken social cohesion and risk
reducing the momentum for economic growth and integration in the
region.!'?

As discussed earlier, detailed and specific case studies are required to
enhance our understanding of the critical relationships between globaliza-
tion and poverty, since the globalization—-poverty nexus is very complex and
context-specific, involving numerous channels, counteracting forces and
threshold effects. The following nine chapters examine different aspects of
the globalization—-poverty nexus from a context-specific perspective in
several different Asian settings. Many of the case studies included in this
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volume use panel data based on a series of households surveys to scrutinize
the globalization-inequality-poverty links.

Synopsis of the book

Chapter 2, by Kakwani and Son, examines the interrelationship between
economic growth, inequality and poverty under globalization by defining
and measuring the ‘pro-poorness’ of economic growth. After discussing dif-
ferent definitions of pro-poor growth, they advance the concept of ‘poverty
equivalent growth rate’ (PEGR), which takes into account not only the mag-
nitude of growth, but also how the benefits of growth are distributed to the
poor and the non-poor through changes in inequality. They suggest that,
since proportional reduction in poverty is a monotonically increasing func-
tion of the PEGR, the larger the PEGR, the greater the proportional reduction
in poverty will be. Applying the PEGR to the household survey data, they
present an evolution of the extent of the ‘pro-poorness’ in the growth pat-
tern as observed in three Asian countries — Korea, Thailand and Vietnam - in
the 1990s. According to their calculations, while Korea and Vietnam experi-
enced a pro-poor growth pattern in the 1990s, the growth pattern in
Thailand was on the whole not pro-poor. They argue that, as the Vietnam
experience suggests, a ‘growth with redistribution’ strategy (such as land
reforms) could be instrumental in ensuring that economic growth under
globalization is pro-poor. Further, the episode of the deep financial crises
experienced by both Korea and Thailand reaffirms the importance of enact-
ing social safety nets promptly to protect the poor from their extreme vul-
nerability to economic shocks associated with globalization.

Indeed, Vietnam is often considered as one of low-income countries which
has benefited most from integration into the global economy since the late
1980s. Its pro-globalization reform programmes produced impressive growth
rates in output and exports, with some substantial poverty reduction. While
its growth pattern is described as pro-poor by Kakwani and Son (Chapter 2),
trade liberalization has generated winners and losers, and the growing spa-
tial inequality has become an increasing concern. Applying an integrated
micro simulation CGE (computable general equilibrium) model to house-
hold survey and census data, Fujii and Roland-Holst examine in Chapter 3
the changes in the spatial incidence of poverty in Vietnam in response to its
accession to the WTO. They first calibrate a macroeconomic CGE model for
Vietnam to the 2000 Vietnam Social Accounting Matrix for a baseline sce-
nario, and then compare three counterfactual scenarios to the baseline:
Unilateral Liberalization (UL); Full Liberalization (FL); and Doha Special and
Differential Treatment (DSDT). Under each scenario, a poverty map is
drawn. Their simulation results show that aggregate poverty falls when
Vietnam removes all import tariffs and export subsidies under the UL sce-
nario. The amount of improvement would be even larger if other countries
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also remove tariffs against Vietnamese products under the FL scenario. On
the other hand, the DSDT scenario leads to a slight increase in poverty.
Importantly, impacts of Vietnam’s accession to the WTO are spatially het-
erogeneous. The heterogeneity is particularly large under the FL scenario.
The poor provinces in the north-western region may benefit little from trade
liberalization. Hence, they advocate the need to develop geographic target-
ing policies that complement trade liberalization policies, which could con-
serve public resources and prevent poor areas from lagging further behind.

Chapter 4, by Sawada and Estudillo, investigates how the two channels of
globalization - that is, integration through international trade, and emigra-
tion — affected poverty reduction in the Philippines. The Philippines has
increased its economic openness through trade and FDI substantially during
the period 1985-2000, though this trend was interrupted by the Asian finan-
cial crisis of 1997-8. The process was facilitated by the creation of the Special
Economic Zones for labour-intensive manufactures, which were relocated to
four regional zones from the national capital region during this period. The
Philippines is also known as a major supplier of international migrants to
Saudi Arabia, Japan and other Asian NICs, as well as to the USA. The number
of these immigrant workers increased markedly during the period under
consideration.

Using Family Income and Expenditure Surveys (disaggregated by
province) for selective years between 1985 and 2000, they found the follow-
ing results:

(i) Openness per se, measured as the ratio of the value of regional exports
to regional GDP, increases poverty. However, when the openness mea-
sure is included separately for each year of observation, the results reveal
that trade openness reduced the poverty headcount in 1988 and 1994,
but not in 2000 because of the debilitating effect of the financial crisis
of 1997-8.

(ii) The growth elasticity of poverty reduction in the Philippines is —0.44,
much smaller compared with other Asian economies as well as other
developing countries, including countries in Sub-Saharan Africa. It
would require an increase of the annual rate of income growth to 6. 5
per cent from the historical trend of 1.3 per cent to halve the poverty
incidence by 2015 as targeted in the Millennium Development Goals.

(iii) Inequality, measured through the inter-provincial standard deviation of
household income, increases poverty. The size of the inequality effect is
large. Lowering the level of income inequality by one standard devia-
tion can lead to a 30 per cent reduction in poverty.

(iv) Disaggregating income into non-transfer and transfer income, the
study finds that at the provincial level of aggregation, the growth of
non-transfer income is a significantly more important driving force
behind poverty reduction than transfer income.
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The regression analysis at the household level, on the other hand, reveals
that both non-transfer and transfer incomes reduced the incidence and
depth of poverty significantly, but transfer income had a greater impact on
reducing the poverty of poor and non-poor households alike. In the
Philippines, about 5 per cent of total household income comes from overseas
transfers, and about 4 per cent from domestic transfers. Since overseas job
placements require a significant sunk cost for job placement fees and pocket
money, credit availability is a key deciding factor for a household to invest in
overseas emigration. Their regression results show that the effect of land
reform in inducing transfer income from abroad was significant only in the
1990s, when land pawning revenues had become important in paying job
placement fees overseas. Yet, as the ultra poor are commonly landless house-
holds that were left out as beneficiaries of the land reform, they are also
excluded from receiving overseas transfer income because of their disadvan-
tages in obtaining credit. As discussed earlier in reference to the work by
Hayami, non-farm employment opportunities are the most important
mechanism for reducing the poverty of these landless households.

It was suggested in Nissanke and Thorbecke (2006b) that the globaliza-
tion-poverty relationship might be non-linear, involving some threshold
effect. Chapter 5 by Liang investigates the nonlinearity of the impact of
globalization on the poor, applying recent endogenous threshold regression
techniques to panel data from rural provinces of China over the period
1986-2002. Hence, Liang’s chapter on the effect of globalization on the rural
poor complements the paper by Zhang and Wan with its focus on the urban
poor, reviewed above.

China has experienced a sharp reduction in rural poverty since the market-
orientated reforms were initiated in 1978. According to China’s official
poverty line, more than 220 million people have been lifted out of absolute
poverty in the rural regions over the period, from 250 million in 1978 to 28
million in 2002. Alternatively, using the World Bank’s international standard
poverty line of income measure of US$1 per day (in purchasing power par-
ity), the number of China’s rural poor decreased dramatically from 261 mil-
lion in 1990 to 88 million in 2002. When estimated with the poverty line of
consumption set at US$1 per day, the number of rural poor experienced an
even greater drop, from 358 million in 1990 to 161 million in 2002. There is
not much dispute over the fact that the evolving patterns of rural poverty
reduction are highly influenced by the country’s reform policies and devel-
opment strategies. China experienced one of the most impressive rural
poverty reductions in history during the period of 1978-85, mainly a result
of de-collectivization, with the rural poverty incidence falling dramatically
from 30.7 per cent in 1978 to 14.8 per cent in 1985, based on China'’s official
estimates. While there was a marked slowdown in the rate of poverty reduc-
tion for the period of 1986-93, the subsequent concerted efforts in attacking
rural poverty meant that the headcount ratio declined further to 3 per cent
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in 2002. However, the special concentration of rural poverty in the western
inland region poses a serious challenge to the Chinese government.

Against this background, Liang’s results with an endogenous threshold
regression technique show that the globalization index, as measured by the
ratio of the sum of exports and imports to GDP, has a non-linear relationship
to rural poverty, as applied to panel data covering twenty-five provinces in
China: poverty will increase at low levels of globalization, while high levels
of globalization lead to a decline in poverty. While this threshold effect may
be a reflection of the strong spatial concentration in both the globalization
index and the rural poverty in China, the regression results also confirm the
significant influence that both income growth and the specifically-targeted
government funds for alleviating rural poverty have had on reducing
poverty in rural China. Liang suggests that effective policy measures should
be in place for the poor to be given more opportunities in the accelerated
process of China’s integration into the global economy.

China covers a large territory of heterogeneous regions with different com-
parative advantages. Chapter 6, by Lin and Liu, advances a framework of jux-
taposing two ‘mutually exclusive’ development strategies as the key to
understanding the relationship between openness, growth and poverty: (i) a
comparative advantage-defying (CAD) strategy, which attempts to encour-
age firms to deviate from the economy’s existing comparative advantages in
their entry into an industry or choice of technology; and (ii) the comparative
advantage following (CAF) strategy, which attempts to facilitate the firms’
entry into an industry or choice of technology according to the economy’s
existing comparative advantages. They argue that the accumulation of per
capita capital, which will be faster under a CAF strategy than under a CAD
strategy, will provide a basis for upgrading the industrial/technological struc-
ture of the economy; and that by following CAF strategy, the speed of
endowment structure (capital-labour ratio) upgrading and technological
progress will be faster than under a CAD strategy. They also suggest that effi-
ciency and equity can be achieved under a CAF strategy, where initial rela-
tive endowments would favour the creation of employment opportunities
for unskilled workers.

Using this framework, they identify the beginning of economic reforms
in 1978 in China as a distinctive switch from a CAD strategy to a CAF strat-
egy. However, they argue that the degrees to which various regions devi-
ated from their comparative advantage differed before reform, and their
degrees of shifts to a CAF strategy also vary across regions. They observe
that, after reform, all levels of government, especially local government,
often use administrative measures to encourage firms to ignore the region'’s
specific comparative advantages in their choice of industries or technolo-
gies. They conjecture that the regional divergence in the rate of rural
poverty reduction is related to the differences in the development strategy
followed across the regions, and test this hypothesis using provisional
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panel data. Their econometric results confirm that: (i) the greater the
deviation from the CAF strategy in a province, the less open that province
will be, and the higher the incidence of rural poverty in that province.
Foreseeing a likely increase in the severity of urban poverty and poverty
among migrants from rural areas as well as a continued adverse tend in
income inequality, they strongly advocate an adoption of a CAF develop-
ment strategy and a promotion of labour-intensive industries as a strategy
for poverty reduction in both urban and rural areas across all regions in
China.

The poor in low-income countries are much more vulnerable to large
shocks emanating from a deeper integration into the global economy, as wit-
nessed by the impact of the Asian financial crisis (see Chapter 2, by Kakwani
and Son). Applying a framework of Fuzzy models to the Indian economy,
Chapter 7, by Kumar and Viswanathan, develops regional level indices of
vulnerability for two time points: one in 1990-1 and the other in
1999-2000, representing ‘pre’- and ‘post’-reform periods, to capture the
impact of globalization - in particular, trade liberalization — on rural poverty.
In their analysis, the vulnerability is conceptualized and measured as a mul-
tidimensional function of its exposure, sensitivity and adaptive capacity.
Sixteen Indian states are then ranked accordingly in terms of their vulnera-
bility to welfare loss.

Vulnerability (to external shock) of a system is hypothesized to increase
with exposure and sensitivity, but decline with adaptive capacity. Exposure
is captured through two indicators: instability in cereal production; and
share of investment in the manufacturing sector. Sensitivity is assessed
through three broad indices: agricultural, demographic and health. In turn,
adaptive capacity is measured through three broad indices: economic,
human and infrastructure. With a decline in exposure and sensitivity, along
with improvement in adaptive capacity, all states reduced their vulnerability
in the ‘post’-reform period compared with that in the ‘pre’-reform period.
Further, the changing ranks of states is seen to reflect the dynamic charac-
teristic of vulnerability, and hence the vulnerability index is regarded as
more forward-looking compared with other welfare indicators such as HDI
and the proportion of the population below the poverty line.

Measured by the vulnerability index developed by Kumar and Viswanathan
in Chapter 7, Andhra Pradesh is ranked among the states that are less vul-
nerable throughout, in both the pre- and post-reform periods. A north-western
region (Telangana) in Andhra Pradesh is chosen by Aggarwal in Chapter 8 as
the context for her detailed case study examining how globalization affects
resource-poor farmers — small and marginal farmers with no access to any
assured source of irrigation. These farmers participated aggressively in the
new market opportunities that opened up with trade reforms in India, but
experienced a worsening in their welfare. Andhra Pradesh is an interest-
ing case for studying the globalization-poverty nexus, as it was at the
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forefront of the World Bank-led reforms initiated in the areas of fiscal
discipline, decentralized governance, and the encouragement of foreign
direct investment, and received a great share of funding from multilateral
organizations as well as private investors. Since the mid-1990s, Andhra
Pradesh has witnessed higher growth rates than the average for the rest of
the country, and has been widely hailed as the ‘state that would reform
India’. It has become known for a particularly impressive performance in the
area of information technology. Yet it experienced an increase in rural
poverty and agrarian distress, with a rising trend in the rate of farmers’
suicides.

Aggarwal argues that these small and marginal farmers, far from being left
behind, were at the frontier of the globalization wave: they increased their
participation in export markets (in both absolute and relative terms) and
have been highly receptive to international technology transfers in the form
of hybrid seeds, fertilizers and pesticides. She illustrates how resource-poor
farmers who shifted to cotton production have been led into a debt trap and
chronic poverty. As cotton prices increased sharply following the reforms, a
number of poor farmers shifted to cotton cultivation, involving higher risks
because of rainfall variability and large price fluctuations. Cotton cultivation
requires much greater technical expertise, working capital and a larger mar-
keting network than those needed for traditional crops.

In addition to a sharp reduction in public investment in rural infrastruc-
ture and services, state support to farmers and agricultural production,
including formal bank credits and extension services, declined drastically
under the economic reform. At the same time, the network of private traders
expanded rapidly to meet not only the marketing needs of the new crops but
also to provide working capital, technical expertise and information. She
shows how this expanded, and largely unregulated, operation of private
traders in multiple markets also provided them with the opportunity to
extract greater surplus from the farmers. She argues that while increased par-
ticipation in external markets exposed farmers to greater price risks and
fraudulent dealings by the private traders, the shrinking role of the state
reduced the farmers’ ability to cope with these risks. The result was a decline
in average incomes of the resource-poor farmers and rising levels of indebt-
edness, as costs of production grew sharply. Thus, as several pro-poor public
investments and social programmes were cut back, markets grew fast, but
regulation and governance over market activities lagged far behind. The
poor suffered disproportionately from these unregulated activities.

She shows, through a regression analysis of a household survey data set
collected under the ‘Situation Assessment Survey of Farmers’ in 2002-3,
how resource-poor cotton farmers are likely to suffer from rising indebted-
ness. She concludes that for the poor to take full advantage of new oppor-
tunities presented by their integration into the global economy, there
should be complementary measures such as the provision of institutional
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credit, targeted safety nets, and technical and marketing support. In the
absence of these measures, globalization could lead to higher input costs for
poor farmers, rising indebtedness and chronic poverty, as well as environ-
mental degradation.

Chapter 9, by Giné and Klonner, examines the effects of globalization on
the livelihoods of fishing communities in Tamil Nadu, South India. Tamil
Nadu is one of the least vulnerable states in India according to the vulnera-
bility index developed by Kumar and Viswanathan (see Chapter 7). Giné and
Klonner focus their analysis on one facet of globalization effects - the diffu-
sion of a capital-intensive technology (beach-landing fibre-reinforced plastic
boats — FRP), and the resulting income and inequality dynamics within a
fishing village. Through a carefully conducted case study based on house-
hold survey fieldwork, they show that inequality and lack of asset wealth is
responsible for a socially inefficient sequence of individual adoptions,
whereby the rich and not the most able fishermen adopt first. They suggest
that lack of wealth delays technology adoption, mainly through credit con-
straints and, to a lesser extent, higher risk aversion among poorer house-
holds.

During the diffusion process, inequality follows Kuznets’ well-known
inverted U-shaped curve. Initially, technological innovation widens the gap
between rich and poor, but after the entire community has completed the
technological shift, inequality drops to a lower level than before, which
implies that, in the long run, the innovation studied benefits the poor more
than proportionally. Applying simulation analysis, they conclude that redis-
tributive policies favouring the poor result in accelerated economic growth
and a shorter duration of sharpened inequality.

Today, the environmental impacts of globalization have increasingly
become one of most pressing issues facing the global community. Chapter
10, by Mahvash Qureshi, examines the environmental consequences of
trade liberalization in Pakistan. She first places her study in a general con-
text, where the effect of trade liberalization on the environment is debated
in terms of: (i) the scale effect, whereby trade-induced economic growth
causes over-exploitation and misuse of environmental resources; and (ii) the
composition effect, whereby low-income countries, as a result of lax environ-
mental regulations, treat the environment as a relatively abundant factor of
production and specialize in the production of pollution-intensive products
as a result of trade liberalization. Environmentalists argue that the scale
effect complements the composition effect, exacerbates natural resource
degradation, and causes ecological poverty that accentuates economic
poverty and gravely limits prospects for growth in these countries. In con-
trast, the proponents of free trade assert that the lowering of barriers to trade
and investment facilitates the cross-border movement of environmentally
friendly technologies, management techniques and information. Hence,
they argue that trade gives rise to a positive technique effect, which has
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the potential to outweigh the negative scale effect of increased production.
Moreover, they argue that liberalization leads to a positive and not negative
composition effect via income growth: an increase in per capita income
induced by greater openness enhances consumers’ preference for environ-
mentally friendly products, advances cleaner production techniques and
reduces the share of pollution intensive products in the total output.

Specifically, Qureshi examines the pollution haven hypothesis resulting
from asymmetries between the environment regulations of developed and
developing countries through a systematic analysis of its trade and produc-
tion patterns. Using bilateral trade statistics from 1975-2003, she tests the
hypothesis that Pakistan’s net exports of pollution-intensive products to the
OECD countries have increased since trade liberalization. She also investi-
gates whether the stringency of environmental governance in the importing
countries plays a part in determining Pakistan’s exports of pollution-
intensive products. The results reveal that there has been a change in the
composition of output and exports, towards pollution-intensive manufac-
turing, that parallels the opening of the economy. Overall, the findings
affirm the pollution haven hypothesis and call for an effective environmen-
tal policy response for poverty alleviation and sustainable development. In
this context, she emphasizes that the poor suffer disproportionately more
from environmental degradation as a result of the absence of effective poli-
cies and concerted efforts on environmental protection. The poverty rate is
very high in Pakistan, where more than 75 per cent of its total population
lives or less than US$2 a day. The poor are particularly vulnerable to falling
into ‘ecological poverty’, as they are subject to both environment-related
health hazards as well as grave threats to their livelihood from severe deple-
tion of natural resources, following the process of pollution-intensive pat-
tern of development over recent decades.

A certain number of conclusions can be drawn from the case studies in this
volume. First, the impact of globalization on growth, inequality and ulti-
mately on poverty tends to be highly context-specific. The impact depends
crucially on the prevailing initial conditions - particularly in terms of the
resource endowment and its distribution among the population - and on the
specific development strategy adopted and pursued.

Second, within the broad Asian context there is persuasive evidence that
the forces of globalization contributed substantially to the observed decline
in poverty. However, globalization also brought about a more unequal
income distribution among households, regions and provinces — a process
that could become potentially destabilizing and dampen growth prospects
and related poverty alleviation. Third, the development strategy followed by
most East and South East Asian countries, of integrating their production
and export structures to conform to the flying geese paradigm within the
region, ensured that they remained faithful to the concept of dynamic
comparative advantage and moved up the product-cycle ladder one rung at
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a time. Finally, the Asian experience underscores the importance of policy
and institutional measures to build up productive assets of the poor through
substantial investment in education, health, extension services and infra-
structure, as well as through the redistribution of assets in favour of the poor,
as observed, for example, through land tenure reforms. Further, special mea-
sures, such as the provision of a social safety net, should be in place so that
the poor are better protected against and less vulnerable to globalization-
induced economic shocks.

Notes

1

Birdsall (2002, 2006), for example, argues that it is the poorer countries and the
poor who tend to bear the risks and costs of the higher volatility brought about by
globalization.

See Nissanke and Thorbecke (2006b) for a review of the literature and a more
detailed discussion of the concepts used for analysing the trends in world inequal-
ity and the related empirical evidence. For historical trends towards income
divergence, see Pritchett (1997). Quah (1996) also discusses the twin peaks in the
world’s distribution dynamics, characterized by the tendency for stratification and
polarization.

See Deaton (2001, 2002) and Wade (2002) for critical discussions of the World
Bank’s estimates of global poverty and inequality used in these studies.

See Williamson (2002) for winners and losers from globalization in modern
history.

See Nissanke and Thorbecke (2006d, 2006e) for main findings from the papers pre-
sented at the conceptual and methodological conferences in Helsinki. Nissanke
and Thorbecke (2006¢) present a preliminary policy framework for encouraging
globalization to be more pro-poor.

Our discussion draws partly on four papers presented at the Tokyo conference
which are to appear in a separate volume devoted to the comparative analysis of
the three regions — Asia, Sub-Saharan Africa and Latin America, as part of our UNU-
WIDER project publications.

The eight countries, referred to as the High Performing Asian Economies in the East
Asian Miracle Study, are Japan, Hong Kong, the Republic of Korea, Singapore,
Taiwan, Indonesia, Malaysia and Thailand. Perkins (1994) groups these eight
economies into three quite distinct categories and models: (i) the manufactured-
export-led state interventionist models of Japan, Korea and Taiwan; (ii) the free
port service commerce dominated model of Singapore and Hong Kong; and (iii) the
natural-resource-rich model of Indonesia, Malaysia and Thailand. The East Asian
Miracle has subsequently been subjected to several critical evaluations. For a sum-
mary of these critical reviews in a comparative perspective, see Nissanke and
Aryeetey (2003).

According to recent estimates (Asian Development Bank 2007), the incidence of
extreme poverty is still very high in both Bangladesh and India, where this ratio
was estimated at 36 per cent in 2005. The incidence of extreme poverty is still very
prevalent in South Asia, where 476 million still live below the US$1-a-day poverty
line at the time of writing. In India, the numbers of the poor increased from 374
million in 1990 to 397 million in 2005, even though the relative share of the poor
declined overall.
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9 Milanovic (2005b) notes that, while the disequalizing force inherent in economic
growth is noted by many classical development writers such as Rosenstein-Rodan
(1943), Myrdal (1957) and Hirschman (1958), the interesting question remains
open whether there are countervailing forces to render growth spatially equaliz-
ing in the long-run.

10 Strictly speaking, the trends in world (global) income inequality depend on which
concept of inequality is used for measurement (Milanovic 2005a; Nissanke and
Thorbecke 2006b). Among different estimates, the ‘between country’ inequality
weighted by population but ignoring ‘within country’ inequality shows a declin-
ing trend largely driven by the China factor, while all other estimates show clearly
that world inequality has been increasing.

11 For a synthesis of this vast literature, see Thorbecke and Charumilind (2002).

12 However, they also conclude that the growth in China has not been pro-poor or
distribution-neutral, as the negative signs on per capita income in their regression
results are interpreted as an adverse effect of average income growth on the
income shares of the poor.

13 See Asian Development Bank (2007) and Ahuja et al. for the concept of ‘inclusive
growth’ and the associated policy strategy advocated for the region.
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