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Foreword 
 
 

This paper attempts to answer three related questions about growth income distribution 
and poverty.   First, are there any general patterns that can be expected between the categories 
national income, inequality and poverty for present day developing countries?  Second, if 
there are patterns, are there any systematic differences across low and middle- income country 
samples (that we can use to signify transitions) in the relationships between national income, 
distribution and poverty. Third, what is the relationship between social rights and poverty 
reduction?  

In answering these questions the paper also uses estimates of poverty that have 
corrected for the inconsistencies between the world bank data and national income accounts. 
It is therefore also gives an important applied comparison of two data sets on poverty. It 
would seem that by and large the NA accounts consistent data produce better results than the 
World Bank poverty data.  

The results show that over the long run, not much can be said about the hypothesis that 
countries increase inequality first and reduce it later. However, in the world of present day 
developing countries it is true that inequalities are lower in low-income countries than in the 
higher income bracket.  It is also argued that long run trend on inequality and growth, if there 
were one, says little about whether increased inequality facilitates or retards growth in the 
shorter or medium term.  

On poverty, while national income and inequality both affect poverty in expected ways, 
the importance of national income in affecting poverty diminishes and the importance of 
inequality increases over the development process. This is an important finding. Changes in 
national income by and large bring about changes in poverty but changes in inequality can 
alter poverty commensurately only in middle-income countries. This suggests that in general 
social and institutional conditions that govern the dynamics of distribution across countries at 
lower levels of income are sufficiently heterogeneous; while in middle- income countries the 
situation is more dynamically smooth.  

On the issue of social rights and poverty, it is found that on the WB data there is some 
evidence of “tradeoffs”; and on NA consistent data, which generally produces better results, 
there is no independent relationship that comes through between poverty and social rights, 
once inequality and national income are taken in to account. So we need to be cautious in 
taking a priori positions about the independent beneficial effects of social rights on poverty 
reduction in all developing country contexts.  As far as mediated effects go, the effect of 
social rights on national income is a beneficial one in low-income countries. The effect of 
social rights on inequality is non-beneficial one in middle- income countries. So in net terms 
we may get the growth effect of social rights dominating low-income countries and the 
distribution effect of social rights dominating middle- income countries. 
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1. Introduction 
 
 
Economists in the 1950s, notably Arthur Lewis and Simon Kuznets1 advanced theories of 
development that invoked a linkage between the expansion of national income and its 
distribution. A very significant amount of subsequent development literature was built upon 
arguments in these two seminal articles. While Lewis’ theory suggested an increase in 
inequality with economic expansion over time for the developing countries of his day, 
Kuznets’ work made an adjustment to this implied hypothesis in Lewis for the later part of the 
development cycle when countries were considered “developed”. In a sense Kuznets 
periodisation of development was a longer one than that of Lewis. There were differences in 
emphases between these theories but there were important commonalities. Three issues 
relating to (i) the role of economic forces in the explanations, (ii) the status of the worst off 
sections of the population and (iii) the social conditions in which transition takes place; are 
particularly relevant for the present exercise. These are discussed below. 
 
The role of economic forces 

While Lewis’s focus were developing economies (surplus labour economies) of the time and 
their long-run development (until that surplus was exhausted) there was a clear argument 
about the critical role of savings what he called “capitalist surplus”, as a key driver of 
investment in the development process. This meant that in the process of growth in the two-
sector model in which labour transferred from the lower productivity (and lower inequality) to 
the higher productivity (and higher inequality) sector and accumulation was financed by 
savings, there was a clear view taken on the distribution of income altering in favour of the 
saving class. 

Kuznets began by observing empirical trends in a few developed economies, trends that 
he found to be showing an initial stable distribution of income and then a decline. His 
demonstration was based on three case studies of the United States, England and Germany 
and limited data for one or two years on three poor countries, India, Ceylon and Puerto Rico2. 
Noting the scant evidence that existed, he attempted to explain why the postulated trends 
could be as he thought they were.  While he acknowledged the important arguments related to 
the concentration of savings and shift from agricultural to non-agricultural sectors in the early 
development process that would explain increasing inequality, he also discussed counter 
tendencies to the trends that were likely to set in later.  He invoked demographic factors that 
reduced the population of top income echelons relative to bottom sections, shifts within 
industry due to technical change and the function of new entrepreneurs in this shift, the role of 
services incomes and importantly government intervention in relatively later stages of 
development to disfavour accumulation based on the concentration of savings. Most critically 
however many of his counter arguments suggested that the main offset of the tendency of 
widening of inequality in a developing economy was the rise in income of the lower groups 
                                                 
1  See W.A. Lewis, “Economic development with unlimited supplies of labour”, Manchester School 32, pp139-91; S. Kuznets, 
“Economic growth and income inequality”, American Economic Review 45, pp. 1-28, 1955)  
2 Many authors assume things about the Kuznets (1955) paper that are difficult to sustain.  For example, in a otherwise very 
important book by P. Aghion and G. Williamson  (Growth, Inequality and Globalization – Theory, History and Policy,  
Cambridge University Press, 1998), Aghion says the following on Page 8, para (b): “Based on a cross section of GNP per 
head and income distribution across a  large number of countries  Kuznets (1955) found an inverted U- shaped relation 
between income inequality (measured by the Gini coefficient) and GNP per head”. Kuznets in that paper suggests the inverse 
relationship with characteristic caution, in fact he is in favour of suggesting stable inequality and then a decline for little 
evidence he does have, as he only has patchy country data for three developed countries over time as opposed to a cross 
section of a large number of countries; he does not use cross country regressions and most of analysis of inequality is based 
on top and bottom shares of population and not on Gini coefficients.  
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within the non agricultural sectors, and that this was much more plausible in later stages of 
development where democracies were functioning. Thus, the swing in the inequality trend 
was established as a hypothesis. An increase in first phase and a decline in the second with a 
gap between the two phases, constituted what came to be known as the long-run “inverted U 
curve”. 

However, in both theories the expansion of national income and its distribution were in 
themselves factors to be explained as they represented economic categories that drove change. 
Thus assumptions about propensities to save and invest by sectors and groups, respective 
inequality structures across sectors, the shifts between agriculture to non-agricultural sectors 
in the development cycle or the shifts within the non agricultural sectors due to technology 
etc. played an important role. However, these things would naturally tend to happen in an 
evolving market economy. 
 
Implicit assumptions on the inequality-poverty relationship 

It is important to note that these theories in many ways recognised that worsening 
inequality would not necessarily increase the proportion of people considered “badly off” 
because total output was increasing more than population. Even though considerations with 
respect to an absolutely defined “worst off” group were not directly entertained, the incentives 
for labour to move in both theories suggested that with growth the proportion of the worst-off 
in the population would decline or at least not increase.  It is well known that in the two sector 
models the motivation to migrate is predicated on the real wage differential between the two 
sectors. Therefore, it is not entirely correct to suggest that the issue of poverty was absent in 
these theories, even though it was not was not explicitly invoked. 
 
The social conditions of transition   

Transition in these early development theories - in Lewis it was the movements from a 
situation of unlimited supplies of labour to limited supplies, in Kuznets it was the switch in 
the sign the inverted U curve- appeared to be a smooth process.  However Kuznets when he 
was explaining the switching of the sign from a positive to a negative one invoked very 
interesting societal arguments that underpinned the economic factors mentioned above.  This 
needs to be elaborated. He argued that essentially the trend towards the concentration of 
savings that produced a positive slope for growth and inequality faced non-market factors that 
countered it. Government intervention (e.g. taxation, property legislation) by:  

 
“…limiting the effects of accumulation of past savings in the hands of a few…  ...reflect(ed)  the view of 
society (my emphasis) on the long run utility of wide income inequality”.  
 
It was this ability of State and society to review and question the financing of 

accumulation, it was argued, that was a vital force, which would operate, in democratic 
societies. In other words the argument for the switching of the sign from a positive to a 
negative one in the inverted U was in good part based on policy and had to do with 
democracy 3, at a stage of development when a certain degree of accumulation had been 
achieved. The argument essentially was one in which the concentration of savings- the basis 
of investment, revealed itself in increasing inequality, as national income grew and labour 
also slowly improved its well being. The halt in inequality trend in this scheme came through 
policy interventions by the State- at a juncture when it would become “socially” unsustainable 

                                                 
3 Many present day capital market imperfection arguments about declining inequality -that suggest that it becomes easier to 
borrow with development whereby the savers / investors identity can be relaxed -complement the larger democracy argument 
as well as the new entrepreneurs arguments of Kuznets. 
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to keep the growth process going without altering distribution; and when it was also 
economically feasible for the financial architecture (capital markets) in the country to de- link 
savers from investors. 
 
 

2. Objectives of the paper 
 
 
National income, income distribution and poverty are aspects of the same process of 

development. While they are distinct conceptual categories, their measures typically draw on 
estimates of parameters of a country’s national income and population. Ever since the 
classical theories of the 1950s, sketched in section I, debates have taken place on the 
appropriate definitions of categories, the relationship between these categories in general and 
over time both at conceptual and empirical levels.  

With increased availability of datasets, a host of advances in our understanding of the 
nature of the issues surrounding poverty, inequality and national income have been made as 
research has allowed for these issues to be theorised and tested with greater precision. 
Although extensive datasets are more available to day, we are still a way from having good 
country level long-run time series data for a large number of developing countries. However, 
questions about patterns between national income, inequality and poverty in the process of 
development can be asked with sufficient certainty only upon a time series basis. The problem 
is that we only have usable and complete data sets on present day developing countries 
maximally for a few points in time. Consequently it is only feasible to use cross-sectional data 
to answer questions that are properly addressed by time series data, and this has been done 
extensively in the past decade or so. 

The objective of this paper is not to go over theory or the details of the relevant 
empirical findings but to empirically examine- still mainly using a cross sectional data set - 
the relationships between national income, inequality and poverty with a focus on the 
development process at work in the present day developing countries4.  There is an 
expectation that some patterns can be found, and on the basis of these regularities inferences 
can be made regarding the importance of these relationships.  This emphasis entails thinking 
of economic growth as a process of distributional change that affects the poor. The 
relationships can thus be conceived of as patterns in the dispersion of an income distribution 
and its change over time as the economy expands.   

There are three related questions that are posed in this paper. First, are there any 
general patterns that can be expected between these categories for present day developing 
countries?  Second, if there are patterns, are there any systematic differences across classes of 
developing countries that link national income, distribution and poverty.  Third, given the 
patterns between national income, distribution and poverty what can we say about the role of 
social rights in reducing poverty. These questions are however asked based on expectations 

                                                 
4 Limitations of definitions and capture with respect to absolute poverty notions notwithstanding, the exclusion of developed 
economies from the analysis is because we use a common international absolute notion of poverty. The policy aim of growth 
in developed economies is not so much about reducing poverty in such an absolute sense. This is because such poverty has 
largely been eliminated and the extent to which it has not, it is dealt through institutional mechanisms that are in place and 
with financial reserves set aside for it- mechanisms and resources that do not depend on future growth to be activated. In 
developed economies then the aim of development and growth in a welfarist sense is distributional, to increase prosperity in 
which more and more people share. On the other hand the aim of growth in developing economies must be significantly if not 
primarily about the elimination of absolute poverty to begin with. Consequently in a prescriptive sense we have a difference 
between developing and developed countries, that is likely to be blurred if we took relative measures of poverty and assessed 
the three relationship for all countries, developed and developing, together.  
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some of which were broadly indicated above in the context of the historical development 
literature. 

Conceptually in such an analysis one is taking three instances of the distribution 
function itself 5. In principle the statistical relationships, upon which the empirical proxies are 
based, make it perfectly possible to argue that most combinations are possible. There is a 
certain a priori indeterminacy about the relationship between these categories. This is because 
we know that poverty, national income and its distribution can interact and influence each 
other over time. While any two categories can influence each other directly, each can also 
have mediated effects on the relationship of the other two. The particular relationships we get 
between these generic categories of national income, distribution and poverty are also driven 
by the choice of measures or proxies we take to represent these categories. These in turn can 
be specific to the way we calculate the proxy6 as well as to the target of that proxy7. 

The developmental pattern that is best known and most generally accepted is the 
relationship between poverty and growth 8. Experience of the last two decades has shown that 
growth is by and large, good for poverty reduction. This is at the level of direction, i.e. that 
there is an inverse relationship between the per capita output level and poverty headcounts 
across cross sections of countries, which is interpreted as a relationship between poverty 
reduction and growth. At a country level where longer run time series data exist this is also 
true and here an elasticity interpretation is more valid. Of course the expansion of national 
income can, in theory, also leave the poor population intact or even increase it (i.e. by altering 
distribution in such a way that the poor lose out or do not gain), but mostly if not always (and 
for almost any measure of poverty) it does decrease poverty. 

Inequality and poverty also seem to be positively related in the literature. This is true 
both for absolute notions of poverty, as well as relative notions of it. There is an expectation 
that high inequality will be associated with high poverty.  Of course, and this also depends on 
the measure we choose, it is possible that an increase in inequality is such that the poor are 
left intact or do not increase, but often an increase in inequality is also associated with an 
increase in poverty. 

The national income and inequality relationship is more of a longer run relationship and 
as we have discussed in the context of development theories there are hypotheses about it. 
Empirically there is disagreement on this matter. However if there is an inequality-national 
income linkage then it would affect the relationships between poverty on the one hand and 
inequality and national income respectively on the other.  

The minimum consensus on these relationships can be characterised as the following: 
Poverty is generally reduced by the growth of national income as well as a decline in 
inequality, whatever happens to inequality with that growth in the longer run. 
 

                                                 
5 One of which is a summary measure of all resources and income, the other a summary measure of all those whose property 
rights keep them below a level of resources and income, and the third a measure which is less summary and more reflective 
of the overall the distribution of resources and income  
6 For example, the share of income in a given bottom percentile of a distribution; a headcount index; or poverty-gap index 
would be different ways to measure poverty. 
7 The target of the measure may be selective too. For example in the case of inequality for the tail ratio measure of 
distribution the middle part of the distribution is “excluded”.  This targeting is possible in poverty measures as well. For 
example we can focus on particular groups of the poor  (e.g. children, or women or those who work). Different proxy 
measures within each category are likely to be related to each other as well. Targeting alters the focus of the inquiry but the 
expectation is that does so in such a way that general inference are still possible to make between the categories. 
8 This relationship is of course also shown in country level time series analyses. 
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3.  Data and variables   
 
 

In this paper we mostly use a completed data set that has observations of real per capita 
national income, headcount poverty, and inequality for developing countries, excluding 
transition economies9. Given the time- limitations of data, our way to identify a possible 
development process is to divide the cross sectional sample of developing countries for which 
we have data in to four categories: an early period and a late period, and in to low-income 
developing countries and middle- income developing countries.  By middle-income 
developing countries we refer to all those developing countries that are not very poor10. Our 
middle- income countries group includes many lower-middle- income countries according to 
the World Bank classification. These classifications can be seen as two stylised ways to 
capture ends of the development process for developing countries. Both the periodic and 
income based demarcations are of course ultimately arbitrary but they can be seen as 
imperfectly corresponding in some sense to sequential parts of the development process (with 
national income as the criterion). There is flexibility in interpretation needed here. 11 
Countries pooled across income and differentiated by periods, and countries pooled across 
time and differentiated by income group need to be seen with the same purpose. The latter 
classification of countries on low and middle- income basis is of greater interest and is used 
more in the paper, since the time gaps between observations on the same country vary and are 
not always large enough to capture change or periodise too well. The data is roughly for the 
mid 1980s for period 1 and mid 1990s for period 212.  We also have a smaller data set on 
change for common countries between the two periods.  

The focus in the empirical analysis is on the signs of the relationships between 
indicators of poverty, inequality and output as opposed to their magnitudes. If magnitudes are 
of concern here, they are more so in relative terms (e.g. restricted comparisons of coefficients 
on the same relationship between two samples representing a difference that we wish to 
capture).  

There are of course many problems with existing estimates especially of poverty and 
there is no attempt to discuss these here 13.  However, we use alternative data for 
measurements of headcount poverty. One is the well-known measure from the World Bank 
(WB), the second is a measure, which the ILO has been developing, and it is a measure that is 
more consistent with national income accounts (NA)14.  The reason for using alternative 
estimates is that World Bank estimates have sometimes been found to be inconsistent with 
national income accounts income and expenditure data and hence also with many other 
macroeconomic aggregates that are based on national accounts with which they are often used 
in analysis. The NA consistent estimates essentially correct for this by applying  adjustment 
factors to the World Bank survey estimates based on the survey and national accounts 

                                                 
9 See Appendix. 
10 The cut off point chosen is real GDP per capita of 1800 US dollars. See Appendix.  
11 Given limitation of observations it would be too mechanical to always place low-income countries in period 1 in the 
earliest period of development and middle-income countries in period 2 in the last phase of the data set, but this is the 
implication of the periodisation in a strict sense. 
12 There are some additional implications. While both periods are characterised by economic reforms the latter period is one 
of reforming countries in an increased “globalised” world.  There is consequently a case for bearing in mind this difference, 
when looking at the results. 
13 A. Deaton (“Counting the World’s Poor: Problems and Possible solutions”, The World Bank Research Observer, Vol. 16, 
No. 2, pp. 125-147, Fall 2001) discusses many of the serious problems in the poverty estimates and associated with using 
purchasing power parities (PPP) as well as inconsistencies with national income accounts that cast doubts on both global 
estimates as well as country trends. 
14 M. Karshenas, (2002), Global Poverty: New National Accounts Consistent and Internationally Comparable Poverty 
Estimates, ILO Mimeo. See Appendix. 
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measurements of average. While we have both $1 a day estimates and $2 estimates of a 
poverty line, the paper reports results on a $1 poverty line. However, for poverty, which is 
generally the dependent variable in this paper, the measure is the proportion of those who are 
poor in a population, the poverty headcount ratio.  

Two alternatives are also used for the inequality indicators. One is the Gini coefficient 
of income distribution. The second proxy of inequality used is the ratio of the share of RGDP 
in the top decile to the same for the bottom decile of the population (Tail Inequality)15. The 
reason for this is that the Gini- index, the alternative, is supposed to be more sensitive to 
middle distributions.  

The proxy of national income is the real gross domestic product per capita (RGDP).  
We also use two indicators that can proxy for social rights. They have problems related 

to both construction and time that cannot be fully discussed here. Briefly the problem with 
construction is that these are qualitative indicators with typical problems of judgement 
entailed in them. The problem with respect to time is that one of these indicators is for the late 
1990s and the other for the mid 1980s and our poverty data are distributed between 1980s and 
1990s. Our first indicator is a civil liberties index from Freedom House16.  The second 
indicator is a more focussed one on Freedom of Organisation 17.  

The relationships between the aforementioned variables are examined with level (static) 
data and sometimes with change (dynamic) data. The change data is for a smaller subset of 
countries.  
 

4. The broad patterns in the data  
 
 
We first casually examine the data our set at the most general level. Since simple 

averages over number of countries can mislead because they are not weighted and because 
samples are different across the periodisation, we use population-weighted averages for each 
of the periods of the 1980s and 1990s. 

 
Table 1 

Population weighted means in the data set for $1 poverty line 
 
 

1980s 1990s

Proportion of poor  (Pr) World Bank 31.957 29.089

Proportion of poor (Pr) National Accts. Consistent 17.628 17.054

Real GDP per capita  in US $ (RGDP) 1759 2154

Gini Coefficient 0.362 0.363

Tail inequality 8.831 9.308

                                                 
15 These could be justified in terms of being akin to capital and labour proxies, or the relative shares of profits and wages in 
national income corresponding more to these parts of the distribution. See Appendix on calculation of deciles. 
16 This is the Freedom House indicator measured on a scale of 1 to 7. See Freedom House, Freedom in the World, Freedom 
House, Freedom House, 1999. Countries with best civil liberties indices are given the value of 1 and those with the worst 7 
are given the value of 0. The index is dated 1998-99.  
17 See M. Coppedge and W.H. Reincke, Measuring Polyarchy  in A. Inkles (ed) On Measuring Democracy: Its consequences 
and Concomitants, pp 47-69. Transaction Publishers, Rutgers University, New Jersey, 1991. This index is focussed on both 
freedom to organise and operate for both political parties and trades unions.  It is based on a scale of 1 to 4 where 1 is the best 
rank and 4 the worst. It is dated 1985. 
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The data in our sample show expected patterns at the broadest level that are not 
inconsistent with what we know from other studies18. The broad results suggest that while 
there has been some growth in developing countries, inequalities have tended to increase. On 
poverty rates the aggregates differ according to the estimate source. There has not been much 
change in poverty rates in the NA data although it is clear that there are some declines in the 
WB data19.  

 
5. National income and inequality  

 
 
Before we go on to examine our data with a focus on poverty, we need to probe this issue of 
the inequality-national income relationship beyond our data set, because of the availability of 
many more observations on indicators of inequality and national income. Of course since it is 
supposed to be a long run relationship, it ought to have a chance of revealing itself when we 
have observations spread over a wider period of time. It is important to explore this 
relationship because as mentioned above, it has consequences for the poverty-national income 
and poverty- inequality relationships we aim to focus on in this paper. 

The relationship in the Kuznets hypothesis runs from growth to inequality in the long- 
run. Initially as income increases inequality increases, then it is argued over the longer run 
inequality declines with further growth. A corollary of this would be to expect lower GDP per 
capita and higher GDP per capita countries to have lower inequality than middle level GDP 
per capita countries 20. The inverse U shaped hypothesis has been challenged, with respect to 
the direction as well as causation21. For a long time the Kuznets hypothesis had become 
something that was taken for granted but within the last decade new data sets have been used 
to consistently suggest that it may not hold. The reason for why it was taken for granted was 
two fold. On the developing country side there was insufficient data, and on the developed 
country side there was a trend decline in inequality. It is the latter, which changed. There is 
now some evidence that inequality may be increasing in some advanced economies. It needs 
to be pointed out that this change of view on the inverted U has had more to do with the 
reversal of trends observed in developed economies than a thorough assessment of what was 
happening in the developing world  22.  

                                                 
18 The comparison is only indicative since the countries are not all the same in p1 and p2. 
19 S. Chen and M. Ravallion (How did the world’s poorest fare in the 1990s), Working Paper 2409, World Bank, 
Washington, 2001) show fairly conclusively on world bank data that this was the case in the overall incidence of absolute 
poverty using 297 national sample surveys between 1987 and 1998. 
20 In fact, in part, this is what is the case in our data on developing countries only. Countries with incomes over 1800 US 
dollars have a Gini of around .43 and a tail inequality measure of around 15.5 compared with .32 for the Gini and 5.4 for the 
tail in countries below 1800 dollars. 
21 For example K. Derringer and L. Squire “Measuring income inequality: a new database”, World Bank Economic Review 10 
(3), pp. 565-591, Washington, 1996) suggest that for 90% of countries in their sample of 108 countries the Kuznets curve 
cannot be accepted. Others like A. Alesina and D. Rodrik “Distributive politics and economic growth”, Quarterly journal of 
Economics 108, pp. 465-489, 1994; and T. Persson and G. Tabellini “Is inequality harmful for growth?”, American Economic 
Review 84 (3), pp. 600-621, 1994- find that there is a negative relation between average growth and inequality for a 25-year 
period between 1960 and 1985. 
22 Inequality declined in developed countries until the 1970s-80s and thus the Kuznets curve was more or less accepted. 
These advanced countries were supposed on the second half of the curve. But for the last decade or so inequality has shown 
increases in developed nations. Many commentators concern for re-examining the Kuznets hypothesis is because of this 
“reversal” in advanced economies. The focus of Kuznets hypothesis however was also development in early stages, not just 
in later stages even though his empirical material was mainly from on developed economies. If the pattern reverses in 
advanced countries in a “new era”, that is of interest and positing a new phase of “very advanced countries” can 
accommodate this observation, making the hypothesis in to a cycle. However the relevant part of the hypothesis to investigate 
for poor developing countries is still the first half of the curve in which the long-run relationship is supposed to be generally 
positive. Interesting, as it is to see this reversal in the context of a more globalised world, for advanced economies, it still 
leaves the original hypothesis for developing countries to be investigated separately. 
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Table 2 and Figure 1 below classify countries according to available data on real GDP 
per capita and Gini coefficients of 726 observations spread across the period of 1950 to 1997. 
Countries are divided in to four groups of income: 1 to 4 in ascending order. Table 2 
compares means on a one-way analysis of variance. The results show that the within groups 
estimated variance is lower than the between groups estimated variance. The means are 
significantly different. These are presented in Table 2 and plotted in Figure 1 below. 

 
 

Table 2 

 Means and one way ANOVA of income Gini coefficients 
for 726 observations from 1950 to 1997 

N Mean

Country real per capita income is < $ 760   42 39.48
Country income real per capita is between $761 
and $3030 

223 40.31

Country real per capita income is between $3031 

and $9361 

246 37.15

Country real per capita income is > $9361 215 32.94
All countries  726 37.01

ANOVA 

Mean Square F Sig.  Between Groups 
2080.882 25.676 .000

Within Groups 81.043

Sources: Deininger, and Squire (1996); Kraay, Loayza, Serven and Ventura 
(2000).   

 
 
 

FIGURE 1. The income inequality curve from 1950 to 1997 
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Figure 2 Plot of gdp and inequality
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Figure 2 above plots the gini coefficients of the data set we are using for developing 
countries and their real gdp per capita. There is a positive relation here. However this is a 
restricted data set, both in terms of time (spanning 1980s and 1990s) and in terms of space 
(developing countries only). 
If the Kuznets curve was only a hypothesis about patterns of inequality and national income in 
different “stages of development”, then there are some grounds to be doubtful of it, though 
not reject it out right. The point about not rejecting the Kuznets curve as a hypothesis is that at 
least declining inequalities are not evidenced at very low levels of GDPs for countries even 
though evidence for increasing inequalities that exists may not be very pronounced. Declining 
inequalities on the other hand can be seen for higher income classifications,  – if we 
progressively look at country averages beyond a level of national income – despite the fact 
that in some advanced countries there is now evidence of increasing inequality.  

What of the other less tentative evidence? Longitudinal studies of present day developed 
economies do provide some grounds for the inverse U curve. The evidence, as we pointed out, 
though in more recent data, suggest a change in the sign of the relationship from negative to 
positive. The evidence is more ambivalent for developing countries. Time series data is 
limited for low-income developing countries. Cross-sectional data based support for the 
hypothesis can be found in a number of stud ies.23. Qualifications on such studies point out 
that the addition of other variables reduces the significance on the national income variable. 
This shows that there are other factors related to income (i.e. like education) that explain 
inequality better. The hypostasised association between inequality and national income 
remains. More specific querying with respect to a turning point requires long run information 
in country studies (these can at best be attempted for a few developed countries), so this 
search is likely to be limited if it is done on a cross sectional basis. Evidence on panel data 
also due to Squire and Deininger (1998) using decadal country averages which are the most 
extensive test available in the literature, do at first confirm an inverted U relationship, even 
though “robustness tests” and a Latin American dummy render the relationship insignificant. 
Their results on difference over the decadal data set reject the inverted U.  

Increasing inequality, in a certain period of development, does not mean that we can 
deduce from this whether inequality enhances or retards further increases in national income, 
especially in the shorter run. That is a different if not altogether separate issue. 
                                                 
23 For an early example see M. S. Alhuwalia (“Inequality, poverty and development”, Journal of Development Economics  3, 
pp. 307-342, 1976). More recent work on the subject can be found in F. Bourguignon and C. Morrison “Income distribution, 
development and foreign trade: A cross-sectional analysis”, European Economic Review 34, pp. 1113-1132, 1990; F. 
Bourguignon  “Growth, distribution, and human resources”, in: Ranis, G. (Ed.), En Route to Modern Growth, Essays in 
Honor of Carlos Diaz-Alejandro, Johns Hopkins Univ. Press, Washington, DC, pp. 43-69, 1994; and B. Milanovic Poverty, 
inequality and social policy in transition economies , Research Paper 9, The World Bank, Transition Economics Division, 
Washington DC, 1995. 
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 We ought to distinguish between two connected questions. Kuznets of course asked 
both questions and his informed guesses for early periods of development to both were in the 
affirmative. 
 

(1) Does inequality increase with growth?  
(2) Does more inequality enhance future growth? 
 

The difference between these questions is best understood by suggesting that one is more 
about an empirical pattern, the causes of this pattern need not be directly invoked in 
answering the question. So it can be argued that in development process somehow inequality 
increases with national income first and then much later declines. The answer to the second 
question requires a particular set of reasons as to why inequality may be related to growth in 
the way it is observed to be. For example, if it increases with national income first and then 
decline over time, the reasons for this behaviour if found could be distinct. It may be argued 
(as it was in the classical development theories) that inequality increases because of capital 
market imperfections and declines because of political, social and institutional reasons. It may 
also be arguable that in a world where these reasons did not obtain anymore the pattern would 
no longer be observed 24. In any case, whatever answer we give to the second question, yes or 
no, it can be consistent with observed inequality increasing as national income expands. 
Inequality may constrain growth and yet be seen to increase with it; it may enhance growth 
and still be seen to increase with it.  

In an ideal situation, the first question can just be answered by examining trends in 
inequality and national income. This is best assessed at the level of an individual country on a 
long run time series, an exercise that can be repeated for several countries, after which an 
informed judgement can be made, if there are grounds to do so, about all countries. When 
time series data is patchy, analysis can be done on a cross-sectional basis on single point 
observations, country groups, longer run averages or on change spells. Here there are always 
problems of interpretation.  

The second question as suggested is a connected but a separate one from the first: Does 
more inequality enhance future growth or retard it?  This can be tested both at the time series 
and lagged cross sectional level.  

Once again, what should be kept in mind is that we can find the following.  In one set of 
countries while inequality may be increasing (or not declining) with national income over 
some the medium run, it can be the case that higher inequality levels could have translated in 
to even higher growth in some shorter/ medium run. In another set of countries while 
inequality may be increasing (or not declining) with national income over some medium run it 
can be the case that lower inequality levels could have translated in to even higher growth in 
some shorter /medium run.  

While it would be unrealistic to expect a significant correlation between inequality and 
national income over our smaller data set that spans around a decade25 since distribution 
changes slowly, Table 3 looks at the issue with lagged data, which could suggest to us 
something about whether inequality facilitates or retards growth. This is done for the smaller 
subset of country observations we have on two periods. The relationship between inequality 
in the first period and change in RGDP seeks to ask if lower inequality is associated with a 
positive or negative change in RGDP. The correlation between inequality ratio in the second 
period and change in RGDP asks the same question differently: whether high growth itself 
means that we end up with high inequality.  

                                                 
24 Of course, we could separate the two parts and focus on one part of the above example. In the case of developing countries, 
the focus would be on  rising inequality with national income. 
25 In fact no statistically significant relationship is found. 
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Table 3 
Correlation coefficients: Change in national income  (dRGDP) 

Inequality in period 1 (tail ineq Y1 or gini Y1) 
Inequality in period 2 (tail ineq Y2 or gini Y2) 

 DRGDP  DRGDP
 All 
 

All

Tail Ineq -Y1 (-0.147) Gini –Y1 (-0.174)

Tail Ineq-Y2 (-0.108) Gini -Y2 (-0.047)
 
Middle income Middle income

 Tail Ineq-Y1 (0.133) Gini-Y1 (-0.135)
Tail Ineq -Y2 (-0.003) Gini -Y2 (0.240)
 Low income 
 

 Low income

Tail Ineq -Y1 -0.476* Gini –Y1 -0.509**
Tail Ineq -Y2 (-0.255) Gini-Y2 -0.345**
Note: All estimates are significant at less than 1%, except ** at less than 5%,  
* at less than 10% and  ( ) not significant.  

 
Although the all country results that we get are non-significant, it appears that there is 

some difference across the low and middle- income country classifications between the effects 
of initial level of inequality on growth respectively. The finding is that the signs of the 
relationships between inequality and national income when significant are negative and this is 
the case in low-income countries. There is thus some case to be made for a beneficial effect of 
greater equality on growth only in low-income countries26. So while we may indeed observe 
inequality to be increasing (or not declining) with national income in present day developing 
countries it may still be the case that they had been less inequality there would be more 
growth.  

 
 

Table 4 
Correlation coefficients: national income in period 2 and inequality in period 1 

 All countries 
 

Middle income countries 
 

Low income countries 
 

 Tail inequality Y1 .253** (.263) (-.172) 

 Gini Y1 .328 .350* (-.066) 
Note: All estimates are significant at less than 1% , except ** at less than 5%, * at less than 10% and  ( ) not 
significant. 
 
In Table 4, we look at the same issue by focussing on the level of national income (not 
change) in period 2 and the inequality measure in period 1. For low-income countries the sign 
is a negative one, though it is not significant. Equally interesting is to find that in middle-
income countries the sign is positive (though significant in one case at the chosen levels) and 
at the overall all country level we find a positive relationship. In other words, there is at least 

                                                 
26 It may be worth exploring the hypothesis in illustrative case studies that while initial inequality may constrain growth in 
low-income countries (when the proportions of the poor are high), in middle-income countries high initial inequality does not 
effect or facilitates growth (when the proportions of the poor are low). 
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some case to be made for inequality facilitating the expansion of national income in middle-
income countries.  

The results of Table 3 and Table 4, taken together suggest that while there may be a 
case to be made that inequality retards growth in low-income countries, in middle income 
countries there may be a case for inequality enhancing growth. In other words in poorer 
developing countries (less than 1800 per capita US dollars) more equality tends to facilitate 
growth, but in developing countries with somewhat higher incomes, there are signs of a 
Kuznets-process beginning 27. 

This difference is an important one to explore further. The point is not much about the 
cut off that is taken to classify groups, but a general one that at lower levels of national 
income inequality may constrain growth and at slightly higher levels it may facilitate it. More 
weakly stated, inequality is unlikely to enhance growth at lower levels of income just as it is 
unlikely to constrain it at slightly higher levels. To get a clue as to why such an asymmetry 
may obtain, let us assume that inequality increases in both the stylised closed economy 
contexts of low-income and middle-income countries.28 

It can be argued that in the low-income country context, poverty levels are high, and 
importantly middle classes are not well formed. Suppose inequality increases, it is likely to 
have an effect of further reducing the limited ability of consumers to demand products, the 
demand side effect dominates and is likely to dampen investment (despite the fact that 
increasing inequality in the past has provided a good incentive structure for investors) as well 
as growth in successive rounds. In a middle income economy, where if we assume by contrast 
that poverty levels are not very large and middle classes are in a more resourced state of 
formation, an increase in inequality may not dampen demand and may well provide credible 
and realisable incentives for increased investment and growth in successive rounds.  In short 
the difference between the effect of inequality on growth in low income and higher income 
developing economies may to some extent also lie in the extent to which a middle class exists 
in each. 
 

6. Poverty, national income and inequality 
 

 
We can now systematically examine the relationship between poverty and national 

income and inequality respectively, running regressions for an equation in which our chosen 
indicators of real GDP per capita and inequality explain poverty headcount ratios.  

Our objective was not to measure the value of coefficients, since that is more legitimate 
to do with time series data, so we have been freer in choosing functional forms 29.  Our main 
focus was to assess the relative importance of the explanatory variables for which 
standardised beta coefficients are reported here, as they are better to use for this purpose 30.  

Stepwise regression procedures were used to generate best- fit models31. The results 
reported are for country income group classifications 32. 
                                                 
27 If there is a tendency for inequality to increase across all developing countries then this observation allows us to understand 
why how the very poor countries may get locked in to a low growth-poverty trap. 
28 While inequality can increase because of growth, it can also do by decree  (e.g. a change in property rights like rules on 
ownership of land), the cause of its increase is not at issue here. 
29 We however ended up with the typical double natural logs forms that are used : 
ln (Poverty proxy ) =  a + b ln (National Income proxy ) +  c  (Inequality proxy)  
We do not  interpret the coefficients b and c as elasticity values in the sense they may be in time series results. 
30 They measure change in the dependent variable in standard deviations resulting from a change of one standard deviation 
change in the independent variable. There are consequently better at assessing the relative strength of coefficients. 
31 Results reported are for all observations. For separate periods the model choice is similar. For period 1 the stepwise 
procedure yielded the chosen model consistently making our model selection the right one. In period 2 in most cases the 
choice of variables was still first best or in one case second best in a stepwise procedure. T 



 13

 
Table 5A 

OLS regression: dependent variable: Ln (Poor Headcount Ratio),  
World Bank data 

 

Low 
Income 

Countries 
wb 

Middle 
Income 

Countries 
wb 

All 
Countries 

 
wb 

Low 
Income 

Countries 
wb 

Middle 
Income 

Countries 
wb 

All 
Countries 

 
wb 

       

       
Ln(RGDP) (-0.240) (-0.022) -0.636 (-0.246) (-0.115) -0.649 
Tail Ineq. (0.240) 0.549 0.349    
Gini    (0.139) .579 0.282 
       
R2adj .062 .249 .357 .022 .271 .348 
N 31 34 65 33 36 69 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant.  
 
 

Table 5B 
OLS regression: dependent variable: Ln (Poor Headcount Ratio), 

National accounts consistent data 

 

Low 
Income 

Countries 
na 

Middle 
Income 

Countries 
na 

All 
Countries 

 
na 

Low 
Income 

Countries 
na 

Middle 
Income 

Countries 
na 

All 
Countries 

 
na 

       

       
Ln(RGDP) -0.653 (-0.113) -0.764 -0.644 -0.280 -0.802 
Tail Ineq (0.296) .710 0.507    
Gini    0.369 0.806 0.520 
       
R2adj .512 .445 0.566 .557 .502 .596 
N 31 34 65 34 35 69 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant. 
 
 

The overall results are fairly clear. In the WB data, the results are weak while in the NA 
data they are stronger. Looking both sets of results we can say that while RGDP and 
inequality are both important in reducing poverty in developing countries taken together, 
RGDP seems more important in low-income countries in explaining the incidence of poverty, 
while in middle-income countries it is distribution (i.e. inequality) that is of greater 
importance33. Moreover, the Gini seems to often produce better and generally no worse 
results than the tail inequality. In particular, RGDP and inequality are both significant with 
the expected relative strengths and signs with NA data. With WB data, it is possible to 
recognise this pattern at the all country group classification. 

                                                                                                                                                        
32 Very similar results are obtained for samples split up between period 1 and period 2 countries at the low and middle-
income levels.  
33 See Robert J. Barro (1999), Inequality , Growth and Investment NBER Working Paper No. 7038, for similar results. 
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7. Changes in poverty, national income and inequality 
 
 

In cross sectional data there are two ways to look at change directly. If we have two 
observation sets at different points in time for some countries then for this group of countries 
the independent variables can be lagged to the first period and regressed on the dependent 
variable of the second period. Secondly, we can use “change” variables in the regressions. 
The second way has some issues of interpretation associated with it.  

We will start with the analysis of lagged independent variables, i.e. the effects of first 
period national income and inequality on second period poverty levels. These are presented in 
Table 6a and 6b. The first thing to note is that WB data again produces weaker results than 
NA results. Only RGDP is significant for low-income countries in the WB runs. So the higher 
the initial level of income in low-income countries, the lower the level of poverty will be in 
the second period. This is intuitively obvious too.  

In contrast, using NA data, the low income and all pooled country results show both 
initial RGDP and inequality variables to be significant in explaining poverty in the following 
period. In middle- income countries it is only the initial inequality coefficients that are 
significant. Generally, the Gini is again found to be better than the tail indicator to use for 
inequality. 

 
 

Table 6a 
Dependent variable:  World Bank period 2 poverty 

Independent variables: period 1 RGDP and inequality 

 
Low 

income 
Middle 
income 

All 
countries 

Low 
income 

Middle 
income 

All 
countries 

 Countries Countries  Countries Countries  
       
 
 LnRGDP1 

 
-0.473** 

 
(-0.007) 

 
-0.555 

 
-0.474** (0.014) -0.531 

 D10/D1Y1    (0.217) (0.344) (0.302) 
Gini Y1 (0.108) (0.271) (0.257)    
       
R2adj .046 .052 .197 .089 .003 .210 
N 12 18 30 12 16 29 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant. 
 

Table 6b 
Dependent variable: NA Poverty- period 2 

Independent variables: period 1 RGDP and inequality proxies 

 
Low 

income 
Middle 
income 

All 
countries 

Low 
income 

Middle 
income 

All 
countries 

 Countries Countries  Countries Countries  
       
 LnRGDP1 -0.609* (0.088) -0.597 -0.642 (-0.205) -0.663 
Tail Ineq Y1 (0.416) 0.595* 0.527    
GiniY1     0.423* 0.620* 0.531 
       

R2adj .393 .22 .382 .395 .183 .378 

N 12 17 29 12 18 30 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant. 



 15

Another way to look at dynamic relationships in a cross sectional context is to examine 
change variables. There are some issues of interpretation here that need to be pointed out. 
With level cross sectional data to infer that the coefficient on RGDP is an “elasticity” proxy 
reflective of the growth effect on poverty reduction is permissible only at a very general level 
where “other” social and institutional conditions in each country in the cross section are 
assumed to be very similar. Data on “change spells” analysed in a cross section, which have 
some characteristics of change built- in to observations incorporate these differences. Apart 
from these differences, it may also be the case and is probably likely that changes in national 
income (or shifts in distribution) in a country when they work to reduce poverty, do so with 
lags and via complex mechanisms34.  

If there is an elasticity interpretation on the coefficient possible on level cross section 
data it comes with a heavy proviso on “other” conditions being the same.  With “dynamic” 
data on change or spells although we can check if the same or similar associations come 
through that were observed in level or static cross section analysis, two things need to be kept 
in mind. On the plus side, the assumptions made about “other” conditions being the same can 
be relaxed, but by the same token the interpretation on the coefficients is now altered in 
general 35. 

Should we expect faster poverty reduction to be associated with faster growth? Should 
we expect a faster poverty reduction the faster decline in inequality?  The answer to these and 
such questions is not clear. Often it is suggested that we should not, not across space and time. 
The table below gives results on change variables36.  
 

Table 7 
OLS Regression: dependent variable: Change in poverty headcount ratio (d Pr) 
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DATA WB   WB   NA   NA   
d RGDP -0.439** -0.786 -0.690* -0.408* -0.556* -0.733* -0.579 -0.792 -0.633 -0.608** -0.666 -0.677 

d Tail Ineq    (.092) 0.517* (0.223)    (-0.11) (.398) (-0.115) 

d Gini (.173) 0.683 (-0.019)    (0.033) 0.510 (-0.174)    
             

R2adj .133 .467 .342 .094 .345 .545 .271 .391 .263 .302 .386 .285 
N 25 14 10 22 12 10 25 14 11 22 12 10 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant. 
 
 The first point to note here is that for middle income countries in 3 out of 4 cases, across 
the WB and NA estimates, both RGDP and inequality change variables show an expected 

                                                 
34 Country specific data on a time series again are the only real basis on which such associations can be seriously examined 
for policy implications for a particular country. 
35We need not expect any relationship here, or at least the expectations are bound to get weak, as the links over here, 
expressed by the coefficients are between the change variables themselves- for example, the coefficient expresses the ratio 
between a “growth rate of national income” on the one hand and a “rate of poverty reduction” on the other.  In fact variable 
coefficients in this context can plausibly imply a rate of change interpretation as opposed to just change. Thus, in level cross 
sectional analysis if- the coefficient on the variable ‘RGDP’ is understood as being indicative of “change in poverty” with 
respect to “unit change” in RGDP,- then with change cross sectional data, the coefficient on the variable ‘change in RGDP’ is 
better understood as being indicative of the “rate of change in poverty” associated with a “unit rate of change” in RGDP.  
36 Logs are not used because changes can be negative.  
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relationship to change in poverty.  Secondly, in all cases for low-income countries the 
inequality coefficients are insignificant. For low-income countries, the results suggest that the 
dynamics of distribution – i.e. institutional and social conditions under which change in 
income is actually distributed – vary. In middle- income countries by contrast there is a greater 
homogeneity. Thus, on the more exacting test on change variables, we find that only in 
middle- income countries there is a relationship between change variables (covering both 
inequality and RDGP) and poverty change. A certain degree of convergence can be proposed 
for social and institutional conditions insofar as they relate both inequality and national 
income changes directly to changes in poverty. These could of course be related to many 
things, including more inclusive labour market structures as well as public provisions that 
provide support mechanisms to the poor.  
 
 

8. Poverty and social rights 
  
 
 We had suggested earlier that Kuznets first invoked the democracy argument with respect 
to inequality reduction for countries that had gone through an accumulation process and taken 
off. In particular, we need to ask, what social rights mean for poverty reduction in developing 
countries (when inequality is supposed to be increasing with national income) at a stage of 
development that is before the supposed  “sign-switching” stage? Evidence on the effects of 
civil liberties and democracy on economic growth is generally weak for developing 
countries37, but despite this there is often an association made between more civil rights and 
greater well being of all. This is of course based on historical associations between improved 
rights and enhanced income levels over long sweeps of history especially of present day 
developed economies. Our definition of poverty is based on income; it can therefore also be 
taken as a proxy for basic economic rights.  We use two indicators that can proxy for social 
rights. As mentioned before our first indicator is a civil liberties index.  The indicator is for the 
late 1990s. Our second indicator is a more focussed one on Freedom of Organisation, but this 
is for an earlier period, the early 1980s.   

The existence of rights in a society with a significant number of poor people can affect 
poverty both directly and indirectly.  Because the effects are mediated the effective direction 
of the linkage between social rights and poverty is indeterminate. In particular it is misleading 
to assume that the effect of better rights situation in a society can only translate in to a 
situation of less poverty. This is in fact what is often assumed in many policy discussions. In 
relation to poverty, social rights ought to be also seen as facilities that existing groups in 
society with varying degrees of power can use to further their ends. In a situation of scarcity, 
and no guarantee of a social insurance (i.e. a situation characterised by poverty) “universal 
social rights” -often used with asymmetric power by different groups - are subject to capture. 

Social rights can affect poverty either by influencing distribution or national income. 
These can be seen as the ‘ distribution-effect’ and the ‘income-effect’ respectively.  In 
affecting distribution, they can affect poverty directly or indirectly. The direct-effect case 
would be of social rights in society being used by the poor to directly improve their well 
being; or equivalently, if rights are used on behalf of the poor by others (i.e. by a political 
party) to do the same. Social rights can similarly affect inequality when groups other than the 
poor exercise them to their advantage. If this happens to the extent that in net terms inequality 

                                                 
37 It can at best be argued that that long run volatility in national income is less in democracy than it is autocracies (See D. 
Rodrik, Democracy and Economic Performance, mimeo for Conference on Democratisation and Economic Reform in South 
Africa (Cape Town 1998), 1997). 



 17

increases, poverty can additionally be affected in the following period. The previous sections 
have discussed in some detail how national income and inequality are linked to poverty.  In 
general one needs to note that if access to, use of and returns to rights are better for some 
groups in society relative to others then better rights can worsen distribution just as they can 
improve it. As long as there are distinct social groups with different degrees of power, the 
distribution effect is indeterminate. 

Better social rights can also affect national income directly. They can enhance national 
income by providing a relatively less risky and disruption free environment for investment. 
They can equally be viewed by capital as a deterrent to investment if they are considered to 
affect returns too adversely. Whether investment finds the social rights environment 
obstructive or facilitating depends on its alternatives. The income effect of social rights is 
therefore also indeterminate. 

Social rights affect poverty independently or via the income effect and the distribution 
effect, the net effect of social rights on poverty is not determinate. These can directly benefit, 
worsen or leave the poor the same.  

We now look at the correlations between proxies of social rights indices and other 
variables in the data set. 
 

Table 8 
Correlation matrix of social rights indices, national income and inequality 

 

 All countries Low income  Middle income 
 LNCIVLIB LNFREORG LNCIVLIB LNFREORG LNCIVLIB LNFREORG 
Gini -0.24* -0.37 (0.04) (-0.17) -0.25** -0.35* 
Tail Ineq. (-0.14) -0.27* (0.13) (-0.09) (-0.12) -0.23 
LNRGDP -0.49 -0.51 -0.67 -0.53 (-0.02) (0.09) 
LNPOVWB (0.05) (0.13) -0.22* -0.23** -0.42* -0.29* 
LNPOVNA 0.33 0.26** 0.45** 0.36* (-0.12) -0.26** 
LNCIVLIB 1.00 0.79 1.00 0.68 1.00 0.79 
LNFREORG 0.79 1.00 0.68 1.00 0.79 1.00 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant. 

 
In the all country bivariate correlations, that combine sample of low and middle-income 
countries, there is a positive significant correlation for the NA data while no relation is 
observable for WB data. The reason for a positive correlation here is that in a wide income 
range countries having higher GDPs and low poverty on average also have lower scores on 
rights (i.e. implying better rights). The poverty-social rights relationship differs according to 
the two poverty data sets if we look at low and middle- income countries separately. This fact 
is somewhat disguised when the all country sample is taken. 

 In low-income countries, we find that on NA data there is an expected relationship with 
poverty; i.e. the worse the rights based indices the worse the poverty. It seems that at least on 
the NA data the link between increased social rights and less poverty obtains for low-income 
countries. For middle- income countries in the NA data, at least on one proxy, the relationship 
is the opposite, i.e. a link between increased social rights and worsening of poverty. Whether 
this translates directly in to a significant relationship in a multiple regression analysis is a 
separate matter and it will be discussed later. Interestingly the correlations between social 
rights and poverty on WB data on low-income countries as well as middle- income countries 
consistently and significantly show a negative sign. Insofar as any ‘common’ relationship 
comes through across the two sets of poverty data, it is one where a negative relation obtains 



 18

for middle- income countries (i.e. the worse the rights based indices the better the poverty 
situation).  
 For inequality and rights, one thing that is quite striking is that these indices generally 
seem to be unrelated to proxies of inequality and distribution in the low-income country 
group. There is a preponderance of significant negative signs for the middle- income country 
case, suggesting that a perverse relationship may obtain here. Interestingly when we extend 
the income range to all countries the “perverse” relation between social rights and distribution 
also comes through. The argument that better social rights would be associated with improved 
distribution does not seem to hold too well on a bivariate cross sectional basis, in fact there is 
some basis to explore the idea that better social rights may tend to associated with greater 
inequality especially at middle income levels. So there is a case to expect a non-effect of 
rights on inequality in low-income countries and a perverse effect in middle- income countries. 
 Regarding national income and social rights, at the all country level, it is clear that more 
rights are associated with higher GDP economies at least if a wide enough range of income is 
taken. This is well known. However what also becomes pretty clear is that this relation holds 
particularly for poor countries. In low income countries worse social rights (i.e. high scores on 
the variables) mean lower GDPs. In contrast there is no relation found between social rights 
and GDP in middle- income countries, which of course also on average have better social 
rights. The poorer countries drive the all country correlation.  

Given the interrelationships the overall affect of social rights on poverty is not 
determinate at the level of low and middle- income classifications. Abstracting from the all 
country results that have the positive sign for obvious reasons, what one can say is that on the 
basis of bivariate relationships is that there is evidence in one instance to suggest that there is 
a positive relationship between poverty and rights indices (i.e. worse rights, more poverty). 
This is the case of low-income countries for NA data. In middle-income countries one can 
suggest that there is some chance of a negative relation obtaining (i.e. worse rights, lower 
poverty). The relationships may change when we control national income and inequality in 
regression analysis, which is what is done below. 

The first set of exercises reported in Tables 9a and 9b asks if there is an independent 
affect that social rights have on poverty, independent of the distribution and national income 
effect. For this the models include both national income and inequality measures as dependent 
variables. The second set of exercises reported in Tables 10a and 10b asks what relationships 
can we expect between social rights on the one hand and national income and distribution 
respectively on the other.  

The results in Tables 9a and 9b are generally what we would expect them to be in terms 
of relative strengths for the two standard explanatory variables (national income and 
inequality) in middle and low-income countries. Inequality seems to be more relevant for 
poverty reduction in middle-income countries, while national income is more important in 
low-income countries. In no regressions do we find that improved social rights indices 
reducing poverty. There are some non-significant positive signs for low-income countries and 
negative signs for middle-income countries in the NA data38. In the WB data there is a 
preponderance of negative significant signs.  While the adjusted R-squareds increase in the 
appropriate comparisons 39 for WB data they do not do so with NA data, suggesting that the 
inclusion of the social rights variables is only valid for the WB data set, even though the NA 
results are still better than WB results. 

                                                 
38 It is interesting to note that in the NA results the non-significant signs for low and middle-income countries are in the 
opposite directions, like in the results on inequality and growth. We argued that in low-income countries (with weak middle 
classes) inequality did not enhance growth and in middle income countries (with stronger middle classes) inequality did not 
constrain it. 
39 The comparison is with equivalent columns of Table 5. 



 19

Table 9a 
OLS Regression: dependent variable: poverty headcount WB 
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Poverty 
Data 

WB WB WB WB WB  WB  WB WB  WB  WB WB WB 

LnRGDP -0.916 (-.168) -0.733 -0.725 (-0.048) -0.540 -0.901 (-0.226) -0.753 -0.727 (-0.127) -0.524 
Tail Ineq 0.371 0.577 (0.205) 0.328 0.534 (0.087)       
Gini       0.282 0.567 (0.094) 0.261** 0.554 (0.016) 
Civil Lib. -0.459 -0.431 -0.770    -0.415 -0.369 -0.741    
Freedom 
of Org 

   (-0.173) (-0.145) -0.589    (-0.152) (-0.117) -0.491* 

             
R2adj 0.489 0.407 0.418 0.367 0.246 0.295 0.451 0.358 0.349 0.353 0.238 0.183 
N 65 34 31 65 34 31 69 36 33 69 36 33 
Note: All estimates are significant at less than 1% , except ** at less than 5%, * at less than 10% and  ( ) not significant. 
 

Table  9b 
OLS Regression: Dependent Variable: poverty headcount NA 

 A
ll 

co
un

tri
es

 

M
id

dl
e 

in
co

m
e 

C
ou

nt
rie

s 

Lo
w

 in
co

m
e 

C
ou

nt
rie

s 

A
ll 

co
un

tri
es

 

M
id

dl
e 

in
co

m
e 

C
ou

nt
rie

s 

Lo
w

 in
co

m
e 

C
ou

nt
rie

s 

A
ll 

co
un

tri
es

 

M
id

dl
e 

in
co

m
e 

C
ou

nt
rie

s 

Lo
w

 in
co

m
e 

C
ou

nt
rie

s 

A
ll 

co
un

tri
es

 

M
id

dl
e 

in
co

m
e 

C
ou

nt
rie

s 

Lo
w

 in
co

m
e 

C
ou

nt
rie

s 

Poverty 
Data 

NA NA NA NA NA NA NA NA NA NA NA NA 

lnRGDP -0.782 (-0.124) -0.647 -0.744 (-0.125) -0.593 -0.803 -0.277* -0.642 -0.771 -0.285** -0.668 
Tail Ineq. 0.508 0.704 0.296** 0.511 0.695 0.326*       
Gini       0.520 0.806 0.363 0.530 0.796 0.361 
Civil Lib. (-0.030) (-0.033) (0.009)    (-0.002) (-0.011) (-0.028)    
Freedom 
of Org 

   (0.038) (-0.070) (0.117)    (0.060) (-0.048) (0.012) 

             
R2adj 0.560 0.409 0.494 0.560 0.413 0.504 0.590 0.487 0.557 0.592 0.489 0.556 
N 65 34 31 65 34 31 69 36 33 69 35 33 
Note: All estimates are significant at less than 1% , except ** at less than 5%, * at less than 10% and  ( ) not significant. 
 

In the WB data the coefficient on civil liberties index is negative for each regression and 
significant and negative for 9 out of the 12 regressions.  In other words the lower the score on 
the civil liberties index (which is good civil liberties), the higher the poverty rate 40. We either 
get a perverse result (on WB data) or a no- relationship result (on NA data).   

These results are suggestive. If we accept the WB data than we need to explain trade-
offs between what can be called “civil rights” and “economic rights” in developing countries- 
countries (we may remind ourselves) that may be in the broad historical phase when 
inequalities are also increasing with growth. This trade off is the independent effect of social 
                                                 
40 The results on the Freedom of Organisation variable display negative signs but are only significant for low-income 
countries. 
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rights on poverty. This ought to be a subject for further investigation.  The results on WB data 
suggest that we may not only need to distinguish between the ideas of achievement of 
economic rights (poverty reduction) on the one hand and achievement of social rights on the 
other, but need to reflect on historicising these relationship in terms of the levels of 
development of countries. Of course if there is a lesson to draw from the latter it is about the 
importance of having accessible institutional arrangements in society that do not lead to 
capture of rights by interest groups 41.   

Alternatively, with NA data that generally produces better fits, there is a non-result on 
social rights indices. This means that the independent effect does not exist. If anything social 
rights operate on poverty via growth and distribution. There is a pattern in signs of non-
significant coefficients with negative ones dominating middle- income countries.  Even with 
NA results, the casual association in policy circles between poverty reduction and greater 
social rights - if this were accepted as a premise- would seem to be too simplistic, and may 
need to be understood at the level of mechanisms and processes through which social rights 
translate (and in this case do not translate) into gaining of economic rights.    

The use of alternative poverty estimates poses an interesting choice with respect to data. 
If one uses the WB data then one must explain the perverse relationship that is observed 
between poverty and social rights indices. If one opts for the NA data, we still need to 
understand the non-relationship result. In any case, the idea that improved social rights self 
evidently facilitate poverty reduction in developing countries needs to be seriously 
reconsidered. 

We now move to establishing how social rights proxies are linked to national income 
and distribution, through which they must also act on poverty. Tables 10a and 10b give results 
on these models. 
 
 

Table 10a 
OLS Regression: Dependent Variable: LnRGDP 
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Tail Ineq       .202** - (.100) (.146) - (-.211) 

Gini .243** .312** (-.110) .182*** .350 (-.211)       
Civil Lib. -.395 (.035) -.620    -.409 - -.613    
Freedom of Org    -.425 (.158) -.523    -.437 - -.515 

             

R2adj .238 .050 .364 .249 .073 .241 .207 - .361 .223 - .245 
N 81 44 36 81 44 36 77 42 35 77 42 35 
Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant Symbol ‘ – ‘ means the model had no explanatory value. 

                                                 
41 A more direct explanation of this result is possibly in the suggestion that in countries at low levels of income civil liberties 
can also open up the process of capture of rights for middle classes as opposed to the worst off in society. There are also 
arguments that emphasises the varied processes through which democracy tends to affect development not all of which are 
positive. See P. Bardhan, Democracy and Development : A Complex Relationship , in I. Shapiro and  C. Hacker-Corden (eds) 
Democracy’s Value, Cambridge University Press, 1999.  The illustration above is a more specific one between civil liberties 
and freedom of organisation (that are arguably a part of the multi-dimensional “process” of social rights attainment) and 
poverty (that is arguably a very crucial component of development).  
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Table 10b 
LS Regression: Dependent Variable: Gini / Tail Inequality 
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Dependent 
variable 

Gini Gini  Gini Tail Inq Tail Inq Tail Inq Gini Gini Gini Tail Inq Tail Inq Tail Inq 

LnRGDP .290** .302 - .244** -        - (.211) .324** (-.271) (.177) (.163) (-.277) 

Civil Lib. (-.087) (-.168) - (-.019) - -       

Freedom of Org       -.243** -.299** (-.289) (-.159) (-.162) (-.227) 

             

R2adj .092 .079 - .039 - - .131 .143 .024 .059 .001 .008 

N 81 44 36 77 42 35 81 44 36 77 42 35 

Note: All estimates are significant at less than 1% , except ** at less than 5%,  
* at less than 10% and  ( ) not significant Symbol ‘ – ‘ means the model had no explanatory value. 
 
By and large the national income relation with social rights has a negative sign. Better social 
rights indices (low scores on the indices) are associated with higher gdps. Low-income 
countries drive the general result in Table 10a. For middle- income countries, in models where 
we get any result, the relationship is statistically insignificant, but with the opposite sign. 

By contrast we find in Table 10b that social rights indices, show a preponderance of 
negative coefficient signs with respect to measures of distribution, but these are generally 
insignificant. This of course suggests a weak “perverse” relation if any exists.  In other words 
better rights weakly implying a worse distribution. One set of models, with the gini as the 
dependent variable of inequality and the freedom of organisation as an independent social 
rights variable shows a significant negative sign. Middle-income countries drive the result 
here. Therefore if there is a perverse relation between social rights and inequality, it is likely 
to be is driven by middle-income countries. 

In other words we should expect a complementary relation between social rights and 
gdp and no relation between social rights and distribution in low-income countries. Moving to 
higher levels of income the complementarities between social rights and higher gdps would 
tend to disappear and instead a perverse relation between social rights and income distribution 
may appear. This is exactly what our preliminary assessment of the correlation matrix in 
Table 8 suggested.  

The independent affect of social rights on poverty is not significant if we take the NA 
consistent poverty estimates. However social rights do tend to enhance national income at 
lower levels of income and tend to exacerbate inequality at higher levels of income in 
developing countries. 

 
 

9. Conclusions 
 
 

There were three related questions posed at the start of this paper.  First, are there any 
general patterns that can be expected between the categories national income, inequality and 
poverty for present day developing countries?  Second, if there are patterns, are there any 
systematic differences across low and middle- income country samples (that we use to signify 
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transitions) in the relationships between national income, distribution and poverty. Third, 
what is the relationship between social rights and poverty reduction? Some broad answers 
may be in order. 

Over the long run, not much can be said about the hypothesis that countries increase 
inequality first and reduce it later. However, in the world of present day developing countries 
it is true that inequalities are lower in low-income countries than in the higher income bracket. 
The long run trend on inequality and growth, if there were one, says little about whether 
increased inequality facilitates or retards growth in the shorter or medium term. A relationship 
may obtain with respect to the latter. There are grounds to argue that the underlying 
relationship between inequality and national income may be one that is growth constraining in 
low-income countries and growth enhancing in middle- income countries. An explanation of 
this may lie in the difference in the formation of middle-classes in these respective situations. 

On the matter of poverty, while national income and inequality both affect poverty in 
expected ways, the importance of national income in affecting poverty diminishes and the 
importance of inequality increases over the development process. Changes in national income 
by and large bring about changes in poverty but changes in inequality can alter poverty 
commensurately only in middle income countries and thus rates of change in poverty are not 
reflected in relatable rates of change in inequality at low levels of income. This suggests that 
in general social and institutional conditions that govern the dynamics of distribution across 
countries at lower levels of income are sufficiently heterogeneous. By contrast, in middle-
income countries the situation is more dynamically smooth. Changes are more commensurate 
here and changes in inequality relate to changes poverty as well.  

On the issue of social rights and poverty, we find that on the WB data there is some 
evidence of “tradeoffs”; and on NA consistent data, which generally produces better results, 
there is no relationship that comes through between poverty and social rights, once inequality 
and national income are taken in to account. So at least we need to be cautious in taking a 
priori positions about the independent beneficial effects of social rights on poverty reduction 
in all developing countries.  As far as mediated effects go, the effect of social rights on 
national income is a beneficial one in low-income countries. The effect of social rights on 
inequality is non-beneficial one in middle- income countries. So in net terms we may get the 
good growth effect of social rights dominating low-income countries and the bad distribution 
effect of social rights dominating middle- income countries. 

While this paper is not the place to compare datasets and variable choice in detail, a 
couple of broad points can be made in this context as well. It would seem that by and large the 
NA accounts data produce better results than the WB. Second, the Gini coefficient seems to 
do reasonably as an inequality indicator, and the advantages of using tail inequality measures 
may be exaggerated. 

On the whole, it can be argued that the process of accumulation not only brings about 
reductions in levels of poverty, and the increase in the relative importance of inequality in 
dealing with poverty but also triggers a convergence process of social and institutional 
mechanisms.  This process could be one in which middle classes are in a state of 
consolidation and there are no obvious complementarities discernible between social rights 
and poverty reduction. If anything, like inequality facilitating growth, there is a chance that 
the social rights-poverty relation, may turn perverse as national income grows. While the 
search for turning points may indeed be elusive, it is these social conditions of change that 
need to be unpacked further to get clues of how development comes about.  
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Appendix: Data 
 
 

World Bank Survey based (WB) and National income accounts consistent (NA) data sets 
on poverty 
 
The ILO study on alternative estimates of poverty (Karshenas, 2002) generates measures of 
poverty that are not inconsistent with national income accounts data of income and 
expenditure aggregates. Household and Income Expenditure Surveys on which poverty 
estimates are based measure distribution on income and consumption across households. 
Procedures to calculate headcount poverty involve the calculation of a mean, its distribution 
(of income or consumption) and setting a poverty line. There are two types of corrections that 
such estimates are subject to. One concerns errors in estimates of distribution (the distribution 
factor) and the other errors in estimation of the mean (the scale factor). The ILO study focuses 
on correction for the scale factor. For this we need to adjust the survey mean so that it is not 
inconsistent with mean of the population (on income or consumption). The divergence of the 
national accounts data from the survey means is well discussed in the literature. The details of 
the transformation, its advantages and disadvantages are discussed in the aforementioned 
study. Our purpose here is to highlight the main differences between the data sets.  
 
The first point to note is that because of the removal of the inconsistency of WB data with 
national accounts means in the new NA data, there is a prima facie case to expect better 
results when we use NA poverty with national income based variables.  This has in some 
sense has been borne out by the exercises in this paper. 
  
The figure below maps the WB and NA data together. The observations are gaps between the 
NA and WB estimates. We can immediately see that around the 45-degree line, which 
represents NA – WB = 0, observations are spread asymmetrically. Below the 30-40 per cent 
mark there seem to be more observations below the 45-degree line, and above this range there 
seem to be more observations above the 45-degree line.  
 
Figure A.  
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We examine below if these visual patterns are systematic in some sense. As suggested on 
visual inspection they seem to be. Taking an arbitrary cut off point of a 40 per cent poverty 
rate on the NA data we designate those countries with less than 40 per cent poverty as being 
in group 1, and those with levels of poverty more than 40 per cent as being in group 0. The 
same is done for 30 per cent poverty. 
 
Initial simple t-tests confirm that the two means in each group are significantly different from 
zero. On the more appropriate test, which is a t-test on paired samples, we find that the 
difference between poverty rates is significant in both cases. The tables below demonstrate 
this. 
 
Table A. Paired samples testa 
 

Paired differences    
95% confidence 

interval of difference 

 
 
 
na < 41 

Mean Std. Std. 
error 
mean   

t df Sig. (2-
tailed) 

0 Pair 
1  

National account 
– World Bank 

16.7652 17.9321 3.7391 9.0108 24.5196 4.484 22 .000 

1 Pair 
1 

National account 
– World Bank 

-7.7219 12.2213 1.0441 -9.7867 -5.6571 -7.396 136 .000 

a. No statistics are computed for one or more split  

 
Table B. Paired samples test 
    

Paired differences    
95% confidence interval 

of difference 

 
 
 
naregsel <= 30 

Mean Std. Std. 
error 
mean   

t df Sig. (2-
tailed) 

0 Pair 1  Estimate NA  
– Estimate WB 

10.1974 
 

18.3560 
 

.9167 
 

8.3953 
 

11.9995 
 

11.125 
 

400 .000 
 

1 Pair 1 Estimate NA  
– Estimate WB  
 

-7.1824 
 

13.6540 
 

.4905 
 

-8.1452 
 

-6.2196 
 

-14.644 
 

774 
 

.000 
 

   
 
In Table A and B, we find the difference in pairs in each group to be significant. It is positive 
for group 0 and negative for group 1. We conclude that WB data may overestimate poverty 
for countries with poverty rates less than 30-40 per cent, countries in-group 1, while for 
countries with poverty rates greater than 30-40 per cent, the WB data would tend to 
underestimate42. 
 
Growth and Output: Real GDP per capita 

The per capita income category is a summary indicator of output or income. It is basically an 
aggregation of resources in society. This measure essentially ignores the issue of distribution 
of output, or rather assumes it. The World Bank. Real per capita GDP at PPP (RGDP) is 
based on data from the Summers and Heston Penn World Tables Version 5.6.  The data set 
has been extended (a) through 1997 using growth rates of constant local currency price per 
capita GDP from the World Bank for those countries in the Penn World Tables, and (b) across 
countries for about 20 countries not in the Penn World Tables using a cross-sectional 

                                                 
42 Since the number of observations for group 0 was less than 50, we performed the Wilcoxon Signed Rank Test, which 
confirmed the results of the paired test. 
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regression of PPP exchange rates on real per capita GDP to impute a PPP for these missing 
countries.  Details are provided in Aart Kraay, Norman Loayza, Luis Serven and Jaume 
Ventura (2000).  "Country Portfolios".  Manuscript, The World Bank. This data set has been 
used extensively of late, See David Dollar and Aart Kraay, Growth is Good for the Poor, 
2000. The categorisation of low income and middle- income countries is essentially our own. 
We take a cut off point of between all countries classified as developing by the World Bank. 
This is a point of around US 1800 dollars real GDP per capita. Of the countries for which we 
have two observations, there are two countries China and Indonesia that have moved across 
this line in the data sets.  
 
Distribution: Income inequality measures  
 
The distribution parameter is some measure of dispersion of the income and command over 
resources in the society that are aggregated summarily in the per capita income measure and 
that are cut off arbitrarily (by a line) to form a count of the poor. The distribution parameter is 
thus relatively more representative of the process of resource allocation and the conditions 
that govern it in society than either the aggregate output category or the headcount working 
poor category, which can be seen as special cases of a distribution measure.  
 
Data on income distribution are primarily drawn from Deininger and Squire (1996). "A New 
Data Set Measuring Income Inequality".  World Bank Economic Review.  10(3).  It consists 
only of the observations the authors designate as high quality.  Additional observations are 
from Mattias Lundberg and Lyn Squire (1999).  "The Simultaneous Evolution of Growth and 
Inequality".  Manuscript, The World Bank, and the 1999 World Development Report of the 
World Bank.  
 
Gini coefficients and quintile shares used are as reported in the above sources.  They have not 
been adjusted for differences in coverage.  When data on quintile shares were available, mean 
income in the poorest quintile is simply the quintile share times per capita GDP divided by 
0.2.  When only Gini coefficients are available mean income in the poorest quintile is 
constructed using a lognormal approximation. In order to construct a measure of extremes of 
the distribution we calculate the share top 10 per cent of the distribution. Based on the quintile 
shares we transformed the data to generate shares of the top decile. The transformation is 
based on  F. Mehran (1975) "Bounds on the Gini index based on observed points of the 
Lorenz curve," Journal of the American Statistical Association, March 1975. Decile data was 
unavailable at the time.  
 
Interpolation and extrapolation of data 
 
Since the data on poverty did not always correspond to that of the data distribution, some 
cases have been linearly interpolated or extrapolated. For example, if we have values for 1980 
and 1990, but we need a value for 1985, which is between the two known values we linearly 
interpolated, on the other hand if we had values for 1980 and 1990 and need a value for 1992, 
which lies outside two known values we linearly extrapolated. Some subjective element in 
applying the principle has to be introduced. For example if we have 1980 and 1990 values and 
we needed 1992, it would be reasonable to interpolate. However when we have values for say 
1980 and 1986 and we need a value for 1995, then a judgement had to be made whether or not 
to extrapolate. If the difference between 1980 and 1986 was small, extrapolation was reliable, 
but if the difference between 1980 and 1986 was large, we preferred to consider it as a 
missing value. The choice of year is based on the year of the poverty estimate.  
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