Lecture 29

This chapter takes up the question of growth versus income distribution. The chapter examines five questions: 

· What is the extent of relative inequality and poverty in LDCs? 

· What are the economic characteristics of the poor? 

· Who benefits from economic growth? 

· Are economic growth and more equitable income distributions compatible objectives? 

· What policies will reduce absolute poverty? 

The concepts of size and functional income distribution are defined as common measures of income distribution. Within this section, the following topics are covered: 

· A review of Lorenz curves and measures of inequality. 

· A discussion of functional income distributions and the role of labor supply and demand in determining wages. 

The issue of measuring poverty is tackled next. Headcount indices and poverty gap measures are discussed first, and then the Foster-Greer-Thorbecke poverty measure and the Human Poverty Index are described. 

The text goes on to discuss the relationships between poverty, inequality, and social welfare, beginning with a general discussion of why inequality is such a bad thing. Three stylized typologies, modern-sector enlargement, modern-sector enrichment, and traditional-sector enrichment, are described in terms of their effects on inequality. Empirical evidence on the relationships between inequality and income level and between inequality and economic growth is presented. This evidence suggests a weak or absent relationship in both cases. 

Empirical evidence on inequality and absolute poverty is presented. Country and regional data includes size distribution of income, Gini coefficients, and numbers living in poverty. 

The economic characteristics of the poor are described. This helps explain who benefits from growth, and can provide guidance to policymakers who want to reduce poverty. In particular, rural dwellers, women, and ethnic minorities are disproportionately affected. 

Policy options for addressing poverty and inequality while maintaining growth are considered: 

· Remove factor price distortions. 

· Redistribution of asset ownership, such as land reform. This topic is discussed further in Chapter 9. 

· Progressive income and wealth taxes to reduce income inequality. 

· Direct transfer payments and public provision of goods and services to reduce the extent of poverty. 

Appendix 5.1 takes up the issue of appropriate technology and how factor price distortions may lead to inappropriate choices regarding production technique. 

Appendix 5.2 explains the Ahluwalia-Chenery Welfare Index in detail. GNP is shown to be a biased indicator of development and welfare, and equal-weighted and poverty-weighted measures are demonstrated to be better indicators of who is benefiting from the growth of production. Data is presented for 12 countries. 

