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Foreword

Poverty reduction comes about through individuals, families and communities taking advan-
tage of the opportunities available to them by working, investing and innovating to better their
lives. But we live in a world of extraordinary inequalities in opportunity, both within and across
countries. Even the basic opportunity for life itself is disparately distributed: whereas less than
half of one percent of children born in Sweden die before their first birthday, this is the case for
close to 15% of all children born in Mozambique. Within El Salvador, the infant mortality rate
is 2% for children of educated mothers, but 10% for those whose mothers have no schooling.
In Eritrea, immunization coverage is close to 100% for children in the richest fifth of the popu-
lation, but only 50% for the bottom fifth.

These children can not be blamed for the circumstances into which they are born, yet their
lives—and their ability to contribute to the development of their nations—are powerfully
shaped by them. That is why the World Development Report 2006, the twenty-eighth in this
annual series, looks at the role of equity in the process of development. Equity is defined in
terms of two basic principles. The first is equal opportunities: that a person’s life achievements
should be determined primarily by his or her talents and efforts, rather than by pre-determined
circumstances such as race, gender, social or family background. The second principle is the
avoidance of deprivation in outcomes, particularly in health, education and consumption levels.

For many if not most people, equity is of intrinsic importance as a development goal in its
own right. But this report goes further, by presenting persuasive evidence that a broad sharing
of economic and political opportunities is also instrumental for economic growth and devel-
opment. This is for economic reasons, because greater equity can lead to a fuller and more effi-
cient use of a nation’s resources. It is also for political and institutional reasons: excessive
inequalities in power and influence can lead to political, social and economic institutions that
are less conducive to long-term growth. Few today’s prosperous societies, if any, developed by
excluding the majority of their people from economic and political opportunities.

The implication of this message for the work of the World Bank and others in the develop-
ment community is that a focus on equity should be a central concern in the design and imple-
mentation of policy for development and growth. This insight needs to be integrated into both
analytical and operational work on core areas of development design, including the role and
functioning of markets. Public action should seek to expand the opportunity sets of those who,
in the absence of policy interventions, have the least resources, voice and capabilities. It should
do so in a manner that respects and enhances individual freedoms, as well as the role of markets
in allocating resources.

Equity in the international arena is also a central concern, and can play a powerful comple-
mentary role to domestic action. In a globally interconnected world, leveling the international
playing fields, both economically and politically, will help domestic efforts to combine equity
with efficiency and growth.

In my view, the evidence that equity and economic efficiency as well as growth are comple-
mentary in the long run helps to integrate the main two components of the World Bank’s
poverty reduction strategy. The focus on broadening opportunities strongly supports the first

Xi
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pillar of the Bank’s development strategy, namely enhancing the investment climate for every-
one. Together with the interdependence between the economic and political dimensions of
development it also reinforces the importance of empowerment. This report shows that the
two pillars are not independent from each other in supporting development, but instead are
intricately linked with one another. It is my hope that this report will have a real influence in the
way that we and our development partners understand, design and implement development
policies.

Paul D. Wolfowitz
President
The World Bank
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Abbreviations and Data Notes

Abbreviations

The following abbreviations are used in this Report:

AA Affirmative action

AIDS Acquired immune deficiency syndrome

CCP Chinese Communist Party

DAC Development Assistance Committee

DHS Demographic and Health Survey

ECD Early child development

EPL Employment protection legislation

FDI Foreign direct investment

GDP Gross domestic product

GHG Greenhouse gas

GNI Gross national income

HIPC Heavily Indebted Poor Countries

HIV Human immunodeficiency virus

ICOR Incremental Capital-Output Ratio

ICRISAT  International Crop Research Institute
in the Semi-Arid Tropics

IDA International Development Association

ILO International Labour Organization

IMF International Monetary Fund

IMS Intercontinental Marketing Services

KDP Kecamatan Development Project

MDG Millennium Development Goals

MMM Movement Militant Mauricien

MSF Médecins Sans Frontieres

NAFTA  North American Free Trade Agreement

Data notes

The countries included in regional and income groupings in
this Report are listed in the Classification of Economies table
at the beginning of the Selected World Development Indica-
tors. Income classifications are based on GNP per capita;
thresholds for income classifications in this edition may be
found in the Introduction to Selected World Development
Indicators. Group averages reported in the figures and tables
are unweighted averages of the countries in the group, unless
noted to the contrary.

Xiv

NGO Nongovernmental organization

ODA Official development assistance

OECD Organisation for Economic Co-operation and
Development

PPA Participatory Poverty Assessment

PPP Purchasing-power parity

PROMESA Promocién y Mejoramiento de la Salud

SMEs Small and medium enterprises

TAC Treatment Action Campaign

TIMSS Third International Mathematics and Science
Study

TRIPs Trade-related aspects of intellectual property
rights

UN. United Nations

UNCTAD  United Nations Conference on Trade and
Development

UNDP United Nations Development Programme

UNAIDS  Joint United Nations Programme on HIV/AIDS

UNICEF  United Nations International Children’s
Emergency Fund

VAT Value added tax

WHO World Health Organization

WTO World Trade Organization

WWII World War I

The use of the word countries to refer to economies implies
no judgment by the World Bank about the legal or other status
of a territory. The term developing countries includes low- and
middle-income economies and thus may include economies in
transition from central planning, as a matter of convenience.
The term advanced countries may be used as a matter of conve-
nience to denote high-income economies.

Dollar figures are current U.S. dollars, unless otherwise
specified. Billion means 1,000 million; trillion means 1,000 bil-
lion.



Overview

Consider two South African children born on
the same day in 2000. Nthabiseng is black,
born to a poor family in a rural area in the
Eastern Cape province, about 700 kilometers
from Cape Town. Her mother had no formal
schooling. Pieter is white, born to a wealthy
family in Cape Town. His mother completed
a college education at the nearby prestigious
Stellenbosch University.

On the day of their birth, Nthabiseng and
Pieter could hardly be held responsible for
their family circumstances: their race, their
parents’ income and education, their urban
or rural location, or indeed their sex. Yet
statistics suggest that those predetermined
background variables will make a major dif-
ference for the lives they lead. Nthabiseng
has a 7.2 percent chance of dying in the first
year of her life, more than twice Pieter’s 3
percent. Pieter can look forward to 68 years
of life, Nthabiseng to 50. Pieter can expect to
complete 12 years of formal schooling,
Nthabiseng less than 1 year." Nthabiseng is
likely to be considerably poorer than Pieter
throughout her life.” Growing up, she is less
likely to have access to clean water and sani-
tation, or to good schools. So the opportuni-
ties these two children face to reach their full
human potential are vastly different from
the outset, through no fault of their own.

Such disparities in opportunity translate
into different abilities to contribute to
South Africa’s development. Nthabiseng’s
health at birth may have been poorer, owing
to the poorer nutrition of her mother dur-
ing her pregnancy. By virtue of their gender
socialization, their geographic location, and
their access to schools, Pieter is much more
likely to acquire an education that will
enable him to put his innate talents to full
use. Even if at age 25, and despite the odds,
Nthabiseng manages to come up with a

great business idea (such as an innovation
to increase agricultural production), she
would find it much harder to persuade a
bank to lend her money at a reasonable
interest rate. Pieter, having a similarly
bright idea (say, on how to design an
improved version of promising software),
would likely find it easier to obtain credit,
with both a college diploma and quite pos-
sibly some collateral. With the transition to
democracy in South Africa, Nthabiseng is
able to vote and thus indirectly shape the
policy of her government, something
denied to blacks under apartheid. But the
legacy of apartheid’s unequal opportunities
and political power will remain for some
time to come. It is a long road from such a
(fundamental) political change to changes
in economic and social conditions.

As striking as the differences in life
chances are between Pieter and Nthabiseng
in South Africa, they are dwarfed by the
disparities between average South Africans
and citizens of more developed countries.
Consider the cards dealt to Sven—born on
that same day to an average Swedish
household. His chances of dying in the
first year of life are very small (0.3 percent)
and he can expect to live to the age of 80, 12
years longer than Pieter, and 30 years more
than Nthabiseng. He is likely to complete
11.4 years of schooling—S5 years more than
the average South African. These differences
in the quantity of schooling are com-
pounded by differences in quality: in the
eighth grade, Sven can expect to obtain a
score of 500 on an internationally compara-
ble math test, while the average South
African student will get a score of only
264—more than two standard deviations
below the Organisation for Economic Co-
operation and Development (OECD) median.

1
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Nthabiseng most likely will never reach that
grade and so will not take the test.”

These differences in life chances across
nationality, race, gender, and social groups
will strike many readers as fundamentally
unfair. They are also likely to lead to wasted
human potential and thus to missed devel-
opment opportunities. That is why World
Development Report 2006 analyzes the rela-
tionship between equity and development.

By equity we mean that individuals
should have equal opportunities to pursue a
life of their choosing and be spared from
extreme deprivation in outcomes. The main
message is that equity is complementary, in
some fundamental respects, to the pursuit
of long-term prosperity. Institutions and
policies that promote a level playing field—
where all members of society have similar
chances to become socially active, politically
influential, and economically productive—
contribute to sustainable growth and devel-
opment. Greater equity is thus doubly good
for poverty reduction: through potential
beneficial effects on aggregate long-run
development and through greater opportu-
nities for poorer groups within any society.

The complementarities between equity
and prosperity arise for two broad sets of
reasons. First, there are many market fail-
ures in developing countries, notably in the
markets for credit, insurance, land, and
human capital. As a result, resources may
not flow where returns are highest. For
example, some highly capable children, like
Nthabiseng, may fail to complete primary
schooling, while others, who are less able,
may finish university. Farmers may work
harder on plots they own than on those
they sharecrop. Some efficient developing-
country producers of agricultural com-
modities and textiles are shut out of some
OECD markets, and poor unskilled workers
have highly restricted opportunities to
migrate to work in richer countries.

When markets are missing or imperfect,
the distributions of wealth and power affect
the allocation of investment opportunities.
Correcting the market failures is the ideal
response; where this is not feasible, or far
too costly, some forms of redistribution—
of access to services, assets, or political
influence—can increase economic efficiency.

The second set of reasons why equity and
long-term prosperity can be complementary
arises from the fact that high levels of
economic and political inequality tend to
lead to economic institutions and social
arrangements that systematically favor the
interests of those with more influence. Such
inequitable institutions can generate eco-
nomic costs. When personal and property
rights are enforced only selectively, when
budgetary allocations benefit mainly the
politically influential, and when the distri-
bution of public services favors the wealthy,
both middle and poorer groups end up with
unexploited talent. Society, as a whole, is
then likely to be more inefficient and to miss
out on opportunities for innovation and
investment. At the global level, when devel-
oping countries have little or no voice in
global governance, the rules can be inappro-
priate and costly for poorer countries.

These adverse effects of unequal opportu-
nities and political power on development are
all the more damaging because economic,
political, and social inequalities tend to repro-
duce themselves over time and across genera-
tions. We call such phenomena “inequality
traps.” Disadvantaged children from families
at the bottom of the wealth distribution do
not have the same opportunities as children
from wealthier families to receive quality
education. So these disadvantaged children
can expect to earn less as adults. Because the
poor have less voice in the political process,
they—like their parents—will be less able to
influence spending decisions to improve
public schools for their children. And the
cycle of underachievement continues.

The distribution of wealth is closely corre-
lated with social distinctions that stratify peo-
ple, communities, and nations into groups
that dominate and those that are dominated.
These patterns of domination persist because
economic and social differences are rein-
forced by the overt and covert use of power.
Elites protect their interests in subtle ways, by
exclusionary practices in marriage and kin-
ship systems, for instance, and in ways that
are less subtle, such as aggressive political
manipulation or the explicit use of violence.

Such overlapping political, social, cultural,
and economic inequalities stifle mobility.
They are hard to break because they are so



closely tied to the ordinary business of life.
They are perpetuated by the elite, and often
internalized by the marginalized or oppressed
groups, making it difficult for the poor to
find their way out of poverty. Inequality traps
can thus be rather stable, tending to persist
over generations.

The report documents the persistence of
these inequality traps by highlighting the
interaction between different forms of in-
equality. It presents evidence that the inequal-
ity of opportunity that arises is wasteful and
inimical to sustainable development and
poverty reduction. It also derives policy
implications that center on the broad concept
of leveling the playing field—both politically
and economically and in the domestic and
the global arenas. If the opportunities faced
by children like Nthabiseng are so much
more limited than those faced by children like
Pieter or Sven, and if this hurts development
progress in the aggregate, then public action
has a legitimate role in seeking to broaden the
opportunities of those who face the most
limited choices.

Three considerations are important at
the outset. First, while more even playing
fields are likely to lead to lower observed
inequalities in educational attainment,
health status, and incomes, the policy aim is
not equality in outcomes. Indeed, even with
genuine equality of opportunities, one would
always expect to observe some differences in
outcomes owing to differences in preferences,
talents, effort, and luck.* This is consistent
with the important role of income differences
in providing incentives to invest in education
and physical capital, to work, and to take
risks. Of course outcomes matter, but we are
concerned with them mainly for their influ-
ence on absolute deprivation and their role in
shaping opportunities.

Second, a concern with equality of oppor-
tunity implies that public action should focus
on the distributions of assets, economic
opportunities, and political voice, rather than
directly on inequality in incomes. Policies can
contribute to the move from an “inequality
trap” to a virtuous circle of equity and growth
by leveling the playing field—through greater
investment in the human resources of the
poorest; greater and more equal access to
public services and information; guarantees

on property rights for all; and greater fair-
ness in markets. But policies to level the eco-
nomic playing field face big challenges.
There is unequal capacity to influence the
policy agenda: the interests of the disenfran-
chised may never be voiced or represented.
And when policies challenge privileges,
powerful groups may seek to block reforms.
Thus, equitable policies are more likely to be
successful when leveling the economic play-
ing field is accompanied by similar efforts to
level the domestic political playing field and
introduce greater fairness in global gover-
nance.

Third, there may be various short-run,
policy-level tradeoffs between equity and effi-
ciency. These are well recognized and exten-
sively documented. The point is that the
(often implicit) cost-benefit calculus that
policymakers use to assess the merits of vari-
ous policies too often ignores the long-term,
hard-to-measure but real benefits of greater
equity. Greater equity implies more efficient
economic functioning, reduced conflict,
greater trust, and better institutions, with
dynamic benefits for investment and growth.
To the extent that such benefits are ignored,
policymakers may end up choosing too little
equity.

By the same token, however, those inter-
ested in greater equity must not ignore the
short-term tradeoffs. If individual incen-
tives are blunted by income redistribution
schemes that tax investment and produc-
tion too steeply, the result will be less inno-
vation, less investment, and less growth.
The history of the twentieth century is lit-
tered with examples of ill-designed policies
pursued in the name of equity that seriously
harmed—rather than spurred—growth
processes by ignoring individual incentives.
A balance must be sought, taking into
account both the immediate costs to indi-
vidual incentives and the long-term benefits
of cohesive societies, with inclusive institu-
tions and broad opportunities.

While careful assessment of policy design
in local contexts is always important, equity
considerations need to be brought squarely
into the center of both diagnosis and policy.
This is not intended as a new framework. It
means integrating and extending existing
frameworks: equity is central both to the
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investment environment and to the agenda
of empowerment, working through the
impact on institutions and specific policy
designs. Some may value equity for its own
sake, others primarily for its instrumental
role in reducing absolute poverty, the World
Bank’s mission.

This report recognizes the intrinsic value
of equity but aims primarily to document
how a focus on equity matters for long-run
development. It has three parts.

+ Part I considers the evidence on inequal-
ity of opportunity, within and across
countries. Some attempts to quantify
inequality of opportunity are reviewed
but, more generally, we rely on evidence
of highly unequal outcomes across
groups defined by predetermined cir-
cumstances—such as gender, race, fam-
ily background, or country of birth—as
markers for unequal opportunities.

+ Part II asks why equity matters. It dis-
cusses the two channels of impact (the
effects of unequal opportunities when
markets are imperfect, and the conse-
quences of inequity for the quality of
institutions a society develops) as well as
intrinsic motives.

+ Part IIT asks how public action can level
the political and economic playing fields.
In the domestic arena, it makes the case
for investing in people, expanding access
to justice, land, and infrastructure, and
promoting fairness in markets. In the
international arena, it considers leveling
the playing field in the functioning of
global markets and the rules that govern
them—and the complementary provi-
sion of aid to help poor countries and
poor people build greater endowments.

The remainder of this overview provides a
summary of the principal findings.

Inequity within

and across nations

From an equity perspective, the distribu-
tion of opportunities matters more than
the distribution of outcomes. But opportu-
nities, which are potentials rather than
actuals, are harder to observe and measure
than outcomes.

Within-country inequities

have many dimensions

Direct quantification of inequality of
opportunity is difficult, but one analysis of
Brazil provides an illustration (chapter 2).
Earnings inequality in 1996 was divided
into one share attributable to four predeter-
mined circumstances that lie beyond the
control of individuals—race, region of
birth, parental education, and paternal
occupation at birth—and a residual share.
These four circumstances account for
around one-quarter of overall differences in
earnings between workers. Arguably, other
determinants of opportunity are equally
predetermined at birth but not included in
this set—for example, gender, family
wealth, or the quality of primary schools.
Because such variables are not included in
the inequality “decomposition,” the results
here can be seen as lower-bound estimates
of inequality of opportunity in Brazil.

Unfortunately, predetermined (and thus
morally irrelevant) circumstances deter-
mine much more than just future earnings.
Education and health are of intrinsic value
and affect the capacity of individuals to
engage in economic, social, and political
life. Yet children face substantially different
opportunities to learn and to lead healthy
lives in almost all populations, depending
on asset ownership, geographic location, or
parental education, among others. Consider
how access to a basic package of immuniza-
tion services differs for the rich and the
poor across countries (figure 1).

There is substantial inequality in access
between, for example, Egypt, where almost
everyone is covered (on the left), and Chad,
where more than 40 percent of children are
excluded (on the right). Yet the disparities
can be as large within some countries as they
are across all nations in the sample. In
Eritrea, for instance, the richest fifth enjoys
almost complete coverage, but almost half of
all children in the poorest fifth are excluded.

Significant gender differences also per-
sist in many parts of the world. In parts of
East and South Asia, notably in certain areas
in rural China and northwest India, the
opportunity to life itself can depend on one
single predetermined characteristic: sex.
These regions have significantly more boy
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Figure 1 Wealth matters for the immunization of children
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Source: Authors’ own calculations from Demographic Health Survey (DHS) data

Note: * indicates that the poorest quintile have higher access to childhood immunization services than the wealthiest quintile.

The continuous orange line represents the overall percentage of children without access to a basic immunization package in each country,
while the endpoints indicate the percentages for the top and the bottom quintile of the asset ownership distribution.

infants than girls, in part because of sex-
selective abortion and differential care after
birth. And in many (though not all) parts of
the world, more boys than girls attend
school. The hundreds of millions of dis-
abled children across the developing world
also face very different opportunities than
their able-bodied peers.

These inequities are usually associated
with differences in an individual’s “agency”—
the socioeconomically, culturally, and polit-
ically determined ability to shape the world
around oneself. Such differences create
biases in the institutions and rules in favor
of more powerful and privileged groups.
This is seen in realities as diverse as the low
chances for mobility of scheduled castes in
a village in rural India and the frequent
episodes of discrimination against the
Quichua people in Ecuador. Persistent dif-
ferences in power and status between

groups can become internalized into behav-
iors, aspirations, and preferences that also
perpetuate inequalities.

Inequalities of opportunity are also
transmitted across generations. The chil-
dren of poorer and lower-status parents
face inferior chances in education, health,
incomes, and status. This starts early. In
Ecuador, three-year-old children from all
socioeconomic groups have similar test
scores for vocabulary recognition and are
close to a standard international reference
population. But by the time they are five, all
have faltered relative to the international
reference group, except for those in the
richest groups and with the highest levels of
parental education (figure 2). Such pro-
nounced differences in vocabulary recogni-
tion between children whose parents had 0
to 5 years of schooling and those whose
parents had 12 or more years are likely to
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Figure 2 Opportunities are determined early
Cognitive development for children ages three to five in Ecuador differs markedly across family

backgrounds

Wealthiest and poorest quartiles

Median score
110

100 \Wealthiest 25%

90

Poorest 25th%

40

Source: Paxson and Schady (2005).

50
Age in months

60

Maternal education
Median score

110

100 12 or more years

90
80
0-5 years
70
60
70 40 50 60 70

Age in months

Note: Median values of the test of vocabulary recognition (TVIP) score (a measure of vocabulary recognition in Spanish,
standardized against an international norm) are plotted against the child’s age in months. The medians by exact month
of age were smoothed by estimating fan regressions of the median score on age (in months), using a bandwidth of 3.

Figure 3 Life expectancy improved and
hecame more equal—until the onset

of the AIDS crisis
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carry over to their performance once they
enter primary school, and will likely persist
thereafter. Intergenerational immobility is
also observed in rich countries: new evi-
dence from the United States (where the
myth of equal opportunity is strong) finds
high levels of persistence of socioeconomic
status across generations: recent estimates
suggest that it would take five generations
for a family that earned half the national
average income to reach the average.’
Immobility is particularly pronounced for
low-income African Americans.

Global inequities are massive

If unequal opportunities are large within
many countries, they are truly staggering on
a global scale. Chapter 3 shows that cross-
country differences begin with the opportu-
nity for life itself: while 7 of every 1,000
American babies die in the first year of their
lives, 126 of every 1,000 Malian babies do.
Babies who survive, not only in Mali but in
much of Africa and in the poorer countries
of Asia and Latin America, are at much
greater nutritional risk than their counter-
parts in rich countries. And if they go to
school—more than 400 million adults in
developing countries never did—their
schools are substantially worse than those
attended by children in Europe, Japan, or
the United States. Given lower school qual-

ity, undernutrition, and the earnings a child
can generate by working instead of study-
ing, many children leave school early. The
average person born between 1975 and
1979 in Sub-Saharan Africa has only 5.4
years of schooling. In South Asia, the figure
rises to 6.3 years; in OECD countries, it is
13.4 years.

With such differences in education and
health, compounded by large disparities in
access to infrastructure and other public
services, it is not surprising that opportuni-
ties for the consumption of private goods
differ vastly between rich and poor coun-
tries. Mean annual consumption expendi-
tures range from Purchasing Power Parity
(PPP) $279 in Nigeria to PPP $17,232 in
Luxembourg. This means that the average
citizen in Luxembourg enjoys monetary
resources 62 times higher than the average
Nigerian. While the average Nigerian may
find it difficult to afford adequately nutri-
tious meals every day, the average citizen of
Luxembourg need not worry too much
about buying the latest generation cell
phone on the market. Because of the much
greater restrictions on the movement of
people between countries than within
countries, these inequalities in outcomes
among countries are likely to be much more
closely associated with inequalities in
opportunities than within countries.

Global inequality trends have varied.
Between 1960 and 1980 there was a pro-
nounced decline in the inequality in life
expectancy across countries, driven by
major increases in the poorest countries in
the world (figure 3). This welcome develop-
ment was due to the global spread of health
technology and to major public health
efforts in some of the world’s highest mor-
tality areas. Since 1990, however, HIV/AIDS
(predominantly in many African countries)
and a rise in mortality rates in transition
economies (largely in Eastern Europe and
Central Asia) have set back some of the ear-
lier gains. Because of the AIDS crisis, life
expectancy at birth has fallen dramatically
in some of the world’s poorest countries,
sharply increasing the differences between
them and richer societies.

Inequality in access to schooling has also
been falling around the world, within most



Figure 4 A long-run diverging trend in income
inequality begins to reverse because of growth
in China and India
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countries as well as across them, as average
schooling levels rise in the vast majority of
countries. This too is a welcome develop-
ment, although concerns over the quality of
schooling provide reasons for guarding
against complacency.

While our primary concern is with
inequality of opportunities, the large dif-
ferences in income or consumption across
countries surely affect the life chances faced
by children born today in those different
nations. Trends in life expectancy at birth
and years of schooling were converging, at
least until 1990, but a different picture
emerges for income and consumption.
While the recent trends depend greatly on
the specific concept chosen (discussed in
great detail in chapter 3), global income
inequality has steadily increased over the
long run until the onset of rapid economic
growth in China and India in the 1980s
(figure 4).

It is possible to decompose total
inequality across individuals in the world
into differences among countries and dif-
ferences within countries. Between-coun-
try differences were relatively small early in
the nineteenth century, but they came to
account for a larger part of total inequality
toward the end of the twentieth century. If
China and India are excluded, global
inequalities have continued to rise, owing
to the continuing divergence between
most other low-income countries and rich
countries.

Why does equity matter
for development?

Why do these persistent inequalities—
both within and across countries—matter?
The first reason is that the interconnec-
tions and resilience of these inequalities
imply that some groups have consistently
inferior opportunities—economic, social,
and political—than their fellow citizens.
Most people feel that such egregious dis-
parities violate a sense of fairness, particu-
larly when the individuals affected can do
little about them (chapter 4). This is con-
sistent with the teachings of much politi-
cal philosophy and with the international
system of human rights. The core moral
and ethical teachings of the world’s lead-
ing religions include a concern for equity,
although many have also been sources of
inequities and historically have been linked
to unequal power structures. There is also
experimental evidence suggesting that
many—but not all—people behave in
ways consistent with a concern for fair-
ness, in addition to caring about how they
fare individually.

Important as these intrinsic reasons are
for caring about inequality of opportunities
and unfair processes, the primary focus of
this report is on the instrumental relation-
ship between equity and development, with
particular emphasis on two channels: the
effects of unequal opportunities when mar-
kets are imperfect, and the consequences of
inequity for the quality of institutions a
society develops.®

With imperfect markets, inequalities in
power and wealth translate into unequal
opportunities, leading to wasted productive
potential and to an inefficient allocation of
resources. Markets often work imperfectly
in many countries, whether because of
intrinsic failures—such as those associated
with asymmetric information—or because
of policy-imposed distortions. Microeco-
nomic case studies suggest that an ineffi-
cient allocation of resources across produc-
tive alternatives is often associated with
differences in wealth or status (chapter 5).
If capital markets worked perfectly, there
would be no relation between investment
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and the distribution of wealth: anyone with
a profitable investment opportunity would
be able to either borrow money to finance
it, or to sell equity in a firm set up to under-
take it. But capital markets in just about
every country (developed and developing)
are very far from perfect: credit is rationed
across prospective clients, and interest rates
differ considerably across borrowers, and
between lenders and borrowers, in ways
that cannot be linked to default risk or
other economic factors affecting expected
returns to lenders. For example, interest
rates decline with loan size in Kerala and
Tamil Nadu in India, and across trading
groups in Kenya and Zimbabwe, in ways not
explained by risk differences.” In Mexico,
returns to capital are much higher for the
smallest informal sector firms than for
larger ones.

Land markets also have imperfections
associated with a lack of clear titling, histo-
ries of concentrated land ownership, and
imperfect rental markets. In Ghana, lower
security of tenure among women leads to
an inefficiently low frequency of land fal-
lowing and, hence, to progressive declines
in land productivity.

The market for human capital is also
imperfect, because parents make decisions on

Figure 5 Children’s performance differs when their
caste is made salient
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Note: The figure depicts the number of mazes correctly completed
by low-caste and high-caste children from a set of Indian villages
in a number of different experiments. The difference between the
first two and the last three columns refers to payouts: whether
children are paid per correct maze completed (piece rate) or only
if they complete the most mazes (tournament).

behalf of their children and because the
expected returns to investment are influenced
by location, contacts, and discrimination—
on grounds of gender, caste, religion, or
race. Discrimination and stereotyping—
mechanisms for the reproduction of inequal-
ity between groups—have been found to
lower the self-esteem, effort, and perform-
ance of individuals in the groups discrimi-
nated against. This reduces their potential for
individual growth and their ability to con-
tribute to the economy.

Striking evidence of the impact of
stereotyping on performance comes from a
recent experiment in India. Children from
different castes were asked to complete sim-
ple exercises, such as solving a maze, with
real monetary incentives contingent on per-
formance. The key result of the experiment
is that low-caste children perform on par
with high-caste children when their caste is
not publicly announced by the experi-
menter but significantly worse when it is
made public (figure 5). If a similar inhibi-
tion of talent occurs in the real world, this
implies a loss of potential output owing to
social stereotyping.

Economic and political inequalities are
associated with impaired institutional
development. The second channel through
which inequity affects long-run processes
of development is the shaping of economic
and political institutions (chapter 6). Insti-
tutions determine the incentives and con-
straints people face and provide the context
in which markets function. Different sets of
institutions are the outcome of complex
historical processes that reflect the interests
and structure of political influence of
different individuals and groups in a soci-
ety. From this perspective, market im-
perfections may arise not by accident but
because they distribute income or power in
particular ways. In this view, there will be
social conflict over the institutions of
society and incentives for people who con-
trol power to shape institutions in ways
that benefit them.

The central argument here is that
unequal power leads to the formation of
institutions that perpetuate inequalities in
power, status, and wealth—and that typi-



cally are also bad for the investment, inno-
vation, and risk-taking that underpin
long-term growth. Good economic insti-
tutions are equitable in a fundamental
way: to prosper, a society must create
incentives for the vast majority of the
population to invest and innovate. But
such an equitable set of economic institu-
tions can emerge only when the distribu-
tion of power is not highly unequal and in
situations in which there are constraints
on the exercise of power by officeholders.
Basic patterns in cross-country data and
historical narratives support the view that
countries moving onto institutional paths
that promoted sustained prosperity did so
because the balance of political influence
and power became more equitable.

One example comes from a comparison
of the early institutions and of the long-
term development paths of European
colonies in North and South America. The
abundance of unskilled labor prevalent in
the South American colonies—where either
native Americans or imported African
slaves were available in large numbers—
combined with the technology of mining
and large plantation agriculture to provide
the economic base for hierarchical and
extractive societies, in which land owner-
ship and political power were highly con-
centrated. In North America, by contrast,
similar attempts to introduce hierarchical
structures were foiled by the scarcity of
labor—except where agro-climatic condi-
tions made slavery economically feasible,
such as in the southern region of the United
States. Competition for free labor in the
northern areas of North America led to the
development of less unequal land owner-
ship patterns, a faster expansion of the fran-
chise, and rapid increases in literacy and
basic education. The resulting economic
and political institutions persisted over
time, with positive consequences for long-
run economic development.

Leveling the economic
and political playing fields
So a portion of the economic and political

inequalities we observe around the world is
attributable to unequal opportunities. This

inequality is objectionable on both intrinsic
and instrumental grounds. It contributes to
economic inefficiency, political conflict, and
institutional frailty. What are the implica-
tions for policy, and do they give rise to an
agenda that is different from the poverty
reduction agenda already embraced by the
World Bank, other multilateral institutions,
and many governments?

We argue that an equity lens enhances
the poverty reduction agenda. The poor
generally have less voice, less income, and
less access to services than most other peo-
ple. When societies become more equitable
in ways that lead to greater opportunities for
all, the poor stand to benefit from a “double
dividend.” First, expanded opportunities
benefit the poor directly, through greater
participation in the development process.
Second, the development process itself may
become more successful and resilient as
greater equity leads to better institutions,
more effective conflict management, and a
better use of all potential resources in soci-
ety, including those of the poor. Resulting
increases in economic growth rates in poor
countries will, in turn, contribute to a
reduction in global inequities.

One manifestation of the greater partic-
ipation of the poor in economic growth is
the fact that the growth elasticity of
poverty reduction falls with greater income
inequality. In other words, the impact of
(the same amount of) growth on poverty
reduction is significantly greater when ini-
tial income inequality is lower. On average,
for countries with low levels of income
inequality, a 1 percentage point growth in
mean incomes leads to about a 4 percent-
age-point reduction in the incidence of $1
per day poverty. That power falls to close to
zero in countries with high income
inequality.® Policies that lead to greater
equity thus lead to lower poverty—directly
through expanding the opportunities of
the poor and indirectly through higher lev-
els of sustained development.

An equity lens adds three new—or at
least often neglected—perspectives to devel-
opment policymaking:

+ First, the best policies for poverty
reduction could involve redistributions
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of influence, advantage, or subsidies
away from dominant groups. Highly
unequally distributed wealth associated
with unduly concentrated political
power can prevent institutions from
enforcing broad-based personal and
property rights, and lead to skewed pro-
visioning of services and functioning of
markets. This is unlikely to change
unless voice and influence, and public
resources, shift away from the domi-
nant group toward those with fewer
opportunities.’

Second, while such equity-enhancing
redistributions (of power, or access to
government spending and markets) can
often be efficiency-increasing, possible
tradeoffs need to be assessed in the
design of policy. At some point, higher
tax rates to finance spending on more
schools for the poorest will create so
much disincentive to effort or invest-
ment (depending on how the taxes are
raised), that one should stop raising
them. When making a policy choice
along such tradeoffs, the full value of the
benefits from equity enhancement
should be considered. If greater spend-
ing on schools for lower-caste children
means that, over the long term, stereo-
typing will decline in society, with atten-
dant increases in performance that are
additional to the specific gains from
greater schooling today, these gains
should not be ignored.

Third, the dichotomy between policies
for growth and policies specifically
aimed at equity is false. The distribution
of opportunities and the growth process
are jointly determined. Policies that affect
one will affect the other. This does not
mean that each policy needs to take
equity into account individually: for
example, the best way to deal with
inequitable effects of a particular trade
reform is not always through fine-tuning
trade policy itself (which might make it
more susceptible to capture) but through
complementary policies for safety nets,
labor mobility, and education. The over-
all package and the fairness of the under-
lying process are what matter.

The analysis of development experience
clearly shows the centrality of overall politi-
cal conditions—supporting the emphasis
on governance and empowerment in recent
years. However, it is neither the mandate
nor the comparative advantage of the
World Bank to engage in advice on issues of
political design. In turning to policy impli-
cations, we focus instead on the core areas
of development policy, while recognizing
that policy design needs to take account of
the broader social and political context, and
that accountability mechanisms influence
development effectiveness.

Because economic policies are deter-
mined within a sociopolitical reality, how
policies are designed, introduced, or
reformed matters as much as which specific
policies are proposed. Policy reforms that
result in losses for a particular group will be
resisted by that group. If the group is pow-
erful, it will usually subvert the reform. The
sustainability of reforms, therefore, may
depend on making information about its
distributional consequences publicly avail-
able and, perhaps, forming coalitions of
middle and poorer groups that stand to
gain from them to “empower,” directly or
indirectly, relatively disadvantaged mem-
bers of society.

How policies are implemented has a
technical aspect as well. Just as we empha-
size that the full long-term benefits of redis-
tributions need to be taken into account
when making policy choices, so must all
their costs. A focus on equity does not
change the facts that asset expropriations—
even in instances of historical grievances—
may have adverse consequences for subse-
quent investment, that high marginal tax
rates create disincentives to work, or that
inflationary financing of budget deficits
tends to lead to regressive implicit taxation,
economic disorganization, and reduced
investment and growth. In short, a focus on
equity must not be an excuse for poor eco-
nomic policy.

The report discusses the role of public
action in leveling the economic and politi-
cal playing field under four main headings.
Three of the headings concern domestic
policies: investing in human capacities;
expanding access to justice, land, and infra-



structure; and promoting fairness in mar-
kets. The fourth turns to policies for greater
global equity, in terms of access to markets,
resource flows, and governance.

Throughout the discussion, the report
weighs a desire to be specific and practical
against the fact that the best specific policy
mix is a function of country context. The
educational challenges facing Sudan are
different from those facing Egypt. The
optimal sequencing of reform in the public
sectors of Latvia and Bolivia are unlikely to
be the same. The capacity for implement-
ing health finance reform in China and
Lesotho are also different. So the detailed,
specific policy advice always needs to be
developed at the country—or even subna-
tional—level. Everything that is said below
therefore retains some level of generality
and should be interpreted accordingly, and
cautiously.

Human capacities

Early childhood development. In many
developing countries, the actions of the
state in providing services magnify—rather
than attenuate—inequalities at birth. A
guiding principle is to shape public action
so that the acquisition of human capacities
is not driven by circumstances of their
birth, although it can reflect people’s prefer-
ences, tastes, and talents.

Because differences in cognitive devel-
opment start to widen from a very early
age (see figure 2), early childhood develop-
ment initiatives can be central to more
equal opportunities. Evidence supports the
view that investing in early childhood has
large impacts on children’s health and
readiness to learn and can bring important
economic returns later in life—often
greater than investments in formal educa-
tion and training.

An experiment in Jamaica focused on
undersized children (ages 9 to 24 months)
and found that they suffered from lower
levels of cognitive development than those
of normal height. Nutritional supplements
and a program of regular exposure to men-
tal stimulation, helped offset this disadvan-
tage. After 24 months, kids who received
both better nutrition and more stimulation
had virtually caught up developmentally

Figure 6 Catching up through early interventions
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Note: The development quotient is an index of progress on four behavioral and cognitive indicators of childhood
development. Number of months refers to the time after entry into the program—generally at an age of nine months.

with children who started life at a normal
height (figure 6). This illustrates how deci-
sive and well-designed public action can
substantially reduce the opportunity gaps
between those least privileged and the soci-
etal norm. Investing in the neediest people
early in their childhoods can help level the
playing field.

Schooling. The process continues through-
out the school system. Actions to equalize
opportunities in formal education need to
ensure that all children acquire at least a
basic level of skills necessary to participate
in society and in today’s global economy.
Even in such middle-income countries as
Colombia, Morocco, and the Philippines,
most children completing basic education
lack an adequate level of achievement, as
measured by internationally comparable
test scores (chapters 2 and 7).

Access to schooling matters—especially
in very poor countries—but, in many coun-
tries, it is only a small part of the problem.
Greater access needs to be complemented by
supply-side policies (to raise quality) and
demand-side policies (to correct for the pos-
sibility that parents may underinvest in the
education of their children for various rea-
sons). There are no magic bullets for this, but
increasing teachers’ incentives, enhancing
the basic quality of the school’s physical
infrastructure, and researching and imple-
menting teaching methods to increase the
learning performance of students who do

_ - Stimulation and nutritional supplement
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not do well when left to their own devices are
some of the suggestions on the supply side.

On the demand side, there is now a con-
siderable body of evidence showing that
scholarships conditional on attendance have
significant impacts. Such transfers work in
countries from Bangladesh to Brazil, with the
impacts often greater for girls. There are also
promising approaches to bring in excluded
groups—as in the Vidin model of reaching
Roma in Bulgaria—and to bring up those left
behind through remedial education—as in
the Balsakhi program using young women as
para-teachers in 20 cities in India. As argued
in World Development Report 2004, devel-
oping the accountability of schools and
teachers to students, parents, and the broader
community can help ensure effective service
provider behavior.

Health. Two areas stand out in reducing
inequity and tackling economic distortions
in the provision of health services. First,
there are many cases when the benefits spill
over beyond the direct beneficiary in a
range of areas of service provision: for
immunization, for water and sanitation,
and for information on hygiene and child
care. Public assurance of provisioning
makes sense in these areas. Demand-side
subsidies to provide incentives for maternal
and child health increase use, offsetting
possible information problems as in Mex-
ico’s Oportunidades program.

Second, insurance markets for -cata-
strophic health problems are beset with fail-
ures. (Here “catastrophic” is in relation to the
capacity of the household to deal with the
direct costs and the loss in earnings.) The tra-
ditional supply-side model of relying on pub-
lic hospitals works badly, especially for poor
and excluded groups. What can work better is
public provisioning or regulation that pro-
vides some insurance for all. Examples
include risk pooling in Colombia, health
cards in Indonesia and Vietnam, and Thai-
land’s “30-baht” universal coverage scheme.
As with education, these interventions need
to be combined with incentives for providers
to be responsive to all groups.

Risk management. Social protection sys-
tems shape opportunities by providing peo-

ple with a safety net. In addition to ill health,
macroeconomic crises, industrial restructur-
ing, weather, and natural disasters can con-
strain investment and innovation. The poor,
with the lowest capacity to manage shocks,
generally are the least well covered by risk-
management structures, although in most
countries many among the non-poor risk
falling into poverty. Broader social protec-
tion systems can help prevent today’s
inequalities—sometimes generated by bad
luck—from becoming entrenched and lead-
ing to tomorrow’s inequities. Just as safety
nets can spur households to engage in riskier
activities that can yield higher returns, they
can also help complement reforms that pro-
duce losers.

Safety nets typically target three groups:
the working poor, people viewed as unable to
work or for whom work is undesirable, and
special vulnerable groups. If safety nets are
designed in a manner appropriate to the local
realities on the ground in each country, indi-
vidual targeted interventions in these three
categories can be combined to provide an
effectively universal public insurance system.
In such a system, each household that suffers
a negative shock, and falls below some prede-
termined threshold of living standards,
would qualify for some form of state support.

Taxes for equity. Successful interventions to
level the playing field require adequate
resources. The main aim of good tax policy is
to mobilize sufficient funding, while distort-
ing incentives and compromising growth as
little as possible. Because taxes impose effi-
ciency costs by altering individual choices
between labor and leisure and consumption
and savings, most developing countries are
likely to be best served by avoiding high mar-
ginal taxes on income and relying on a broad
base, especially for taxes on consumption.
Public spending should play the primary role
in actively furthering equity. Nevertheless,
there is some scope for making the overall tax
system moderately progressive without large
efficiency costs. Societies that desire such an
outcome can consider simple exemptions for
basic foodstuffs, and an expanded role for
property taxation, for example.

While the capacity of the tax administra-
tion and the structure of the economy influ-



ence the ability to raise revenues, the quality
of institutions and the nature of the social
compact are also critical. When citizens can
rely on services actually being provided, they
likely are more willing to be taxed. Con-
versely, a corrupt or kleptocratic state engen-
ders little citizen trust in authority and little
incentive to cooperate. As a general rule, a
more legitimate and representative state may
be a prerequisite to an adequate tax system,
even as the notion of adequacy varies from
country to country.

Justice, land, and infrastructure

The development of human capacities will
not broaden opportunities if some people
face unfair returns on those capacities and
unequal protection of their rights, and have
unequal access to complementary factors of
production.

Building equitable justice systems. Justice
systems can do much to level the playing
field in the political, economic, and socio-
cultural domains, but they can also rein-
force existing inequalities. The report pays
attention to both codified law and the ways
in which the law is applied and enforced in
practice. Legal institutions can uphold the
political rights of citizens and curb the cap-
ture of the state by the elite. They can equal-
ize economic opportunities by protecting
property rights for all and ensuring nondis-
crimination in the market. They underpin
and reflect the rules of the game in society
and thus are central to fair process—and to
the broad-based property rights and un-
biased dispute resolution mechanisms so
important for investment.

The law can also accelerate shifts in
norms, and justice systems can serve as a
progressive force for change in the social
domain by challenging inequitable prac-
tices. For example, the U.S. Civil Rights Act
of 1964 and Medicare in 1965 enforced the
desegregation of hospitals and led to large
reductions in infant mortality for African
Americans. Affirmative action programs
have also been shown to reduce group-
based differences in earnings and educa-
tion. But they can become politically
entrenched and limited to helping the bet-
ter-off among disadvantaged groups.

Equity in laws and fairness in their imple-
mentation involve striking a balance between
strengthening the independence of justice
systems and increasing accountability—
especially to counter the risk that the pow-
erful and wealthy might corrupt, influence,
or ignore the law. Measures to make the
legal system more accessible—mobile
courts, legal aid, and working with custom-
ary institutions—all help reduce the barri-
ers that excluded groups face. Customary
institutions raise complex issues and may
incorporate inequities (for example, with
respect to gender), but they are too impor-
tant to be ignored. South Africa is an exam-
ple of a country that is pursuing a policy
that balances recognition of customary
practices with the rights and responsibilities
in state law.

Toward greater equity in access to land.
Broader access to land does not necessarily
have to come through ownership (chapter 8).
Instead, improving the functioning of land
markets and providing greater security of
tenure for poorer groups may be a more
fruitful area for policy—as in rural Thailand
and in urban Peru. Redistributive land
reform can make sense in some circum-
stances in which land inequalities are extreme
and the institutional context allows for
designs that effectively redistribute land to
smaller farms and support this with comple-
mentary services, without large transitional
costs. But this can be difficult, and tradeoffs
may be large when property rights have a
high degree of legitimacy.

Expropriating land (with compensation)
is probably the most disruptive redistribution
instrument. Divesting state lands and recu-
perating illegal settlements, possibly in
exchange for titling a portion of the settle-
ment, may be two cost-effective alternatives.
Market or community-based approaches that
allow community members to obtain subsi-
dized credit for land rentals or purchases
according to the willing-buyer-willing-seller
principle, as in Brazil and South Africa,
appear promising. A land tax can be a useful
complement, generating revenues to pur-
chase land to redistribute or encouraging
redistribution by disproportionately taxing
large or underused plots.

Overview
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Providing infrastructure equitably. Access to
infrastructure—roads, electricity, ~water,
sanitation, telecoms—is typically highly un-
equal across groups. For many people in
developing countries, lack of access to
affordable infrastructure services means liv-
ing in isolation from markets and services
and having intermittent or no supply of
power or water for productive activities and
daily existence. This often results in a signifi-
cant curtailment of economic opportunities.

While the public sector will in many
cases remain the main source of funds for
infrastructure investments aimed at broad-
ening opportunities for those who have the
fewest, the efficiency of the private sector
can also be harnessed. Although utility pri-
vatizations have often been attacked for
having unequal effects, the evidence indi-
cates a more complex reality. Privatizations
in Latin America typically led to expansions
in access to services, particularly in electric-
ity and telecommunications. In some cases,
however, postprivatization increases in
prices more than outweighed gains from
quality and coverage, leading to widespread
popular discontent.

Privatizations are therefore a classic case
of a policy that may or may not make sense,
depending on the local context. If the public
system is highly corrupt or inefficient, and
one expects postprivatization regulatory
capacity to be adequate, it can be a useful
tool. In other cases, poorly designed privati-
zations may be captured, transferring pub-
lic assets, at excessively low prices, into pri-
vate hands.

Experience suggests that whether infra-
structure services are provided by private
operators or public utilities seems less
important for equity than the structure of
incentives facing providers and how
accountable these providers are to the gen-
eral public. We argue that policymakers can
improve the equitable provision of infra-
structure services by focusing on expand-
ing affordable access for poor people and
poor areas—which often means working
with informal providers and targeting
subsidies—and strengthening the gover-
nance of the sector through the greater
accountability of providers and the
stronger voice of beneficiaries.

Markets and the macroeconomy

Markets are central to shaping the potential
for people to convert their assets into out-
comes. When market transactions are influ-
enced by the wealth or status of participants,
they are both inequitable and inefficient—
and can also influence the incentives for
different groups to expand their assets
(chapter 9).

Financial markets. Captured banking sys-
tems exchange favors: market power is pro-
tected for a few large banks, which then lend
favorably to a few selected enterprises, which
may not be those with the highest expected
risk-adjusted returns. This may lie behind a
cross-country association between greater
financial depth and lower income inequal-
ity. Achieving more equal access to finance
by broadening financial systems thus can
help productive firms that were previously
beyond the reach of formal finance.

These relations are only suggestive, how-
ever, so the report draws on case studies
from middle-income economies, such as
the Republic of Korea, Malaysia, Mexico,
and the Russian Federation, and poorer
economies, including Indonesia and Pak-
istan, to provide more concrete evidence.
These studies suggest an apparent paradox.
Societies with extensive inequalities in
power and wealth, weak institutions, and
controlled financial systems typically suffer
from narrow financial sectors that are ori-
ented to the influential and hide weak asset
quality. Opening the financial system would
seem to be an obvious solution. Liberaliza-
tion, however, has also often been captured
by the influential or wealthy, in countries
ranging from Mexico (in the early 1990s) to
transition economies such as the Czech
Republic and Russia.

Gradual deepening and broadening thus
needs to be combined with stronger horizon-
tal accountability (in regulatory structures),
greater openness to societal accountability,
and, where feasible, external commitment
devices (such as the entry of Central Euro-
pean and Baltic states to the European
Union). Programs targeted to the poor—
such as microcredit schemes—can help but
are no substitute for the overall broadening of
access.



Labor markets. Leveling the playing field in
labor markets consists of seeking the right
(country-specific) balance between flexibility
and protection to provide more equal access
to equal employment conditions to as many
workers as possible. Many countries have
fairly extensive regulations and provisions for
formal sector workers, and far fewer for “out-
siders” in the unregulated (and often less safe)
informal sector. There is usually a degree of
voluntary movement between the sectors,
and great diversity within the informal sector
itself, ranging from microentrepreneurs and
some of the self-employed with incomes
above formal sector workers to many with
much worse employment conditions. This
mix leads to inadequate protection for poorer
workers, while regulations for formal workers
can reduce the flexibility of employment and
often are a poor deal for the workers them-
selves, such as when job-related social secu-
rity systems are inefficient.

Two broad labor market approaches are
relevant for equity. First, interventions in
the labor market should ensure effective
application of the core labor standards
across the whole market, implying no slave
or indentured work, no dangerous forms of
child labor, and no discrimination. Workers
should be free to assemble and form associ-
ations, and their unions should be free to
have an active role in bargaining. Second, in
all areas the policy mix needs to be assessed
in ways that balance protection (for all
workers) with allowances for the restructur-
ing so central to dynamic growth and
employment creation.

Worker security is often provided by vari-
ous excessively stringent forms of employ-
ment protection legislation, which, in general
make it costly to hire and, in some cases,
make it even costlier to hire unskilled, young,
and female workers—exactly those the laws
seek to protect. For many countries, less dis-
tortionary and more inclusive policy alterna-
tives are available, which may make the play-
ing field more even in labor markets. These
alternatives include unemployment insur-
ance schemes (more likely in middle-income
countries) and low-wage employment
schemes (ideally with an employment guar-
antee), which can be applied successfully even
in poor countries or states.

Figure 7 Better to be close to economic opportunities
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Source: Nicita (2004).

Product markets. There is substantial het-
erogeneity in the effects of opening a coun-
try’s product markets to trade, at least in the
short to medium term. This can be due to
geographic location, as illustrated by the
varying impact of trade liberalization in
Mexico (figure 7). This illustrates the
importance of interactions between domes-
tic product markets and patterns of infra-
structure provision. There are also often
strong interactions with skills in the labor
market. In many countries, opening to
trade (often coinciding with opening to for-
eign direct investment) has been associated
with rising inequality in earnings in the past
two decades. This is especially so for mid-
dle-income countries, notably in Latin
America. Opening to trade often boosts the
premium on skills as firms modernize their
production processes (skill-biased technical
change, in the jargon of economists). This is
bad for equity if the institutional context
restricts the capacity of workers to shift into
new work—or limits future cohorts’ access
to education.

Macroeconomic stability. This report argues
that there are two-way relationships between
inequitable institutions and macroeconomic
crises, with mostly bad effects for equity and
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long-run growth. Weak and captured institu-
tions are associated with a greater propensity
for countries to experience macroeconomic
crises. When crises occur, they can be costly
for the poor, who have weaker instruments
to manage shocks. In addition, crisis resolu-
tion is often regressive, through a variety of
mechanisms (most of them not captured in
traditional household survey instruments):
declines in the labor share, at least for formal
workers; capital gains for those who get their
money out; and fiscal workouts that bail out
the influential at substantial cost. Such
bailouts must be paid for through some
combination of higher taxes and lower
spending. Because taxes are typically propor-
tional and spending is often progressive at
the margin (notably in Latin America), the
cost of bailouts is borne disproportionately
by poorer groups. High inflation has also
been found to be both bad for growth and
regressive in its impact.

A concern for equity would lead, in gen-
eral, to a highly prudent stance on macroeco-
nomic management and financial regulation.
Populist macroeconomic policy, sooner or
later, is bad for equity and bad for growth.
Policy design can increase equity through the
pursuit of countercyclical fiscal policy, build-
ing safety nets before a crisis, reducing risky
lending, and supporting only smaller deposi-
tors in bailouts. But, as in other policy areas,
these responses need to be underpinned by
institutional designs that combine greater
institutional freedom from political influence
(such as independent central banks and auto-
nomous financial regulatory agencies) with
greater information and debate in society.

The global arena

One predetermined circumstance that most
powerfully determines a person’s opportuni-
ties for leading a healthy and productive life is
his or her country of birth. Global inequities
are massive. Reducing them will depend pri-
marily on domestic policies in poor countries
through their impact on growth and develop-
ment. But global action can change external
conditions and affect the impact of domestic
policies. In this sense, global and domestic
actions are complementary.

We live in an integrated world in which
people, goods, ideas, and capital flow across

countries. Indeed, most policy advice given to
poor countries over the last several decades—
including that by the World Bank—has
emphasized the advantages of participating
in the global economy. But global markets are
far from equitable, and the rules governing
their functioning have a disproportionately
negative effect on developing countries
(chapter 10). These rules are the outcome of
complex negotiating processes in which
developing countries have less voice. More-
over, even if markets worked equitably,
unequal endowments would limit the ability
of poor countries to benefit from global
opportunities. Leveling the global economic
and political playing fields thus requires more
equitable rules for the functioning of global
markets, more effective participation of poor
countries in global rule-setting processes, and
more actions to help build and maintain the
endowments of poor countries and poor
people.

The report documents some of the many
inequities in the functioning of global mar-
kets for labor, goods, ideas, and capital.
Unskilled workers from poor countries, who
could earn higher returns in rich countries,
face great hurdles in migrating. Developing-
country producers face obstacles in selling
agricultural products, manufactured goods,
and services in developed countries. Patent
protection restricts access to innovations
(particularly drugs) for poor countries, while
new research is strongly oriented to the
diseases of richer societies. Rich-country
investors often get better deals in debt crises.
In most cases, more equitable rules would
bring benefits to developed- and developing-
country citizens. Benefits vary across markets
and countries, with those from greater legal
migration likely to be greatest (and to accrue
directly to migrants) and those from trade
likely to accrue mostly to middle-income
rather than the least developed countries.

The report discusses options to reduce
inequities in the functioning of global mar-
kets, including the following: allowing greater
temporary migration into OECD countries,
achieving ambitious trade liberalization
under the Doha Round, allowing poor coun-
tries to use generic drugs, and developing
financial standards more appropriate to
developing countries.



The international laws that govern global
markets are the product of complex negotia-
tions. In some cases, as for human rights
covenants, the processes generating the laws
are perceived to be fair. In other cases,
processes and outcomes are perceived as
unfair, even though the formal regulations
are equitable. Within the World Trade Orga-
nization (WTO), for example, each country
has a vote and each can block proceedings.
Even so, WTO processes are at times per-
ceived as unfair because of the underlying
power imbalance between strong commercial
interests and the public interest, in both
developed and developing countries. These
imbalances manifest themselves, for instance,
in the number of staff employed in Geneva
by different WTO members. More effective
representation of poor countries in global
institutions would help improve processes
and may lead to more equitable rules.

The impact of reducing imperfections in
global markets varies by country. The larger
and fast-growing developing countries stand
to benefit significantly from freer global
trade, migration, and capital flows, helping
them sustain fast growth (while equitable
domestic policies both help underpin long-
run growth and the broad internal sharing of
this growth). Countries left behind in the
global economy stand to benefit much less
from global markets in the short run and will
continue to rely on aid. For them, global
action that helps compensate for unequal
endowments is truly essential. Action to build
endowments is primarily domestic, through
public investments in human development,
infrastructure and governance structures. But
global action can support domestic policies
through resource transfers in the form of aid,
which is not offset by debt repayments, and
investments in global public goods, particu-
larly global commons.

Aid levels need to be bolstered in line with
the commitments rich countries made at the
2002 Monterrey Conference and concrete
plans should be made to reach the target of

devoting 0.7 percent of gross national income
to aid. Larger volumes of aid will only help,
however, if aid is effective in alleviating con-
straints and spurring development in the
recipient countries. Greater effectiveness can
be achieved by emphasizing results, moving
away from ex ante conditionality, and pro-
gressively shifting design and management
from donors to recipients. Aid should not be
undermined by debt, for debt reduction that
is not financed by additional resources can
actually undercut effective aid programs.
Innovative mechanisms to expand develop-
ment assistance should be explored, includ-
ing global taxes and private contributions.

Equity and development

Bringing equity to the center of development
builds on and integrates the major emphases
in development thinking of the past 10 to 20
years—on markets, on human development,
on governance, and on empowerment. It is
noteworthy that this year equity is the focus of
both this World Development Report and the
Human Development Report of the United
Nations Development Programme. The plea
for a more level playing field in both the pol-
itics and the economies of developing coun-
tries serves to integrate the World Bank’s
twin pillars of building an institutional cli-
mate conducive to investment and empow-
ering the poor. By ensuring that institutions
enforce personal, political, and property
rights for all, including those currently
excluded, countries will be able to draw on
much larger pools of investors and innova-
tors, and be much more effective in provid-
ing services to all their citizens. Greater
equity can, over the long term, underpin
faster growth. This can be helped by greater
fairness in the global arena, not least through
the international community’s meeting its
commitments made at Monterrey. Faster
growth and human development in poorer
countries are essential to reducing global
inequity and to reaching the Millennium
Development Goals.

Overview
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Introduction

Nthabiseng and Pieter—the hypothetical
South African children who opened the
report’s overview—are not unusual exam-
ples of people who face highly disparate
initial opportunities. A girl born to a lower-
caste family of nine in the slums of Dhaka
has vastly different opportunities from a
boy born to well-educated and affluent
parents in the well-heeled neighborhoods.
An AIDS orphan in rural Zimbabwe is
almost certain to have fewer chances and
choices in life than a compatriot born to
healthy and well-educated parents in
Harare. Those differences are even greater
across borders: an average Swiss, American,
or Japanese child born at the same instant
as Nthabiseng will have incomparably
superior life chances.

Such staggering inequalities in opportu-
nity are intrinsically objectionable, and
almost every culture, religion, and philo-
sophical tradition has developed argu-
ments and beliefs that place great value on
equity for its own sake. In addition, Part II
of this report will argue that we now have
considerable evidence that equity is also
instrumental to the pursuit of long-term
prosperity in aggregate terms for society as
a whole. But before one can describe
inequity, or assess its impact on growth and
development, a clear definition of the term
is needed.

This introductory chapter presents our
working definition of equity and briefly dis-
cusses its main component—equality of
opportunity. It then turns from our central
normative concepts to one of the report’s
key positive concepts: inequality traps. An
inequality trap encapsulates the mutually
reinforcing nature of various inequalities,
which leads to their persistence and to an
inferior development trajectory.

Equity and inequality of
opportunity: the basic concepts
What is equity? As with any normative con-
cept, the word “equity” means different things
to different people. It is a difficult concept,
with a history of different interpretations,
varying by country and academic discipline.
Economists link equity to questions of distri-
bution. Lawyers tend to think of principles
meant to correct the strict application of the
law, which may lead to an outcome judged to
be unfair in specific circumstances. Philoso-
phers have produced the most headway in the
thinking about equity. Indeed, the attributes
that would characterize a just and fair society
lie at the foundation of Western political phi-
losophy, from Plato’s Republic and Aristotle’s
Politics onward. Equity is also central to most
of the world’s great religions, including Bud-
dhism, Christianity, Hinduism, Islam, and
Judaism, as well as to most other faith tradi-
tions. More recently, social choice theory, and
the closely related domain of welfare eco-
nomics, have been concerned with the aggre-
gation of preferences into some form of
“social optimum.”

Summarizing such long-standing and
nuanced characterizations is perilous, but
the common denominator of these many
different views is that equity relates to fair-
ness, whether locally in families and com-
munities, or globally across nations. We do
not dwell on the different approaches to
equity here, but we do elaborate on them in
chapter 4, which reviews various categories
of evidence in support of the intrinsic
importance of equity. For this report, we
think of equity as being defined in terms of
two basic principles:

«  Equal opportunity. The outcome of a
person’s life, in its many dimensions,



should reflect mostly his or her efforts
and talents, not his or her background.
Predetermined circumstances—gender,
race, place of birth, family origins—and
the social groups a person is born into
should not help determine whether peo-
ple succeed economically, socially, and
politically.'

«  Avoidance of absolute deprivation. An
aversion to extreme poverty, or indeed a
Rawlsian® form of inequality aversion in
the space of outcomes, suggests that
societies may decide to intervene to pro-
tect the livelihoods of its neediest mem-
bers (below some absolute threshold of
need) even if the equal opportunity
principle has been upheld. The road
from opportunities to outcomes can be
tortuous. Outcomes may be low because
of bad luck, or even because of a person’s
own failings. Societies may decide, for
insurance or for compassion, that its
members will not be allowed to starve,
even if they enjoyed their fair share of
the opportunity pie, but things some-
how turned out badly for them.

The equal opportunity principle is con-
ceptually simple: circumstances at birth
should not matter for a person’s chances in
life. But to measure inequality of opportu-
nities is much harder. Chapter 2 briefly dis-
cusses one approach, which decomposes
observed income inequality into one part
that can be attributed, in a statistical sense,
to predetermined circumstances—such as
race, place of birth, and parental back-
ground—and one part that cannot. The
first component captures a lower bound
value for the opportunity share of income
or earnings inequality. But it is generally
very difficult to measure things like family
background precisely: years of schooling
and broad occupational categories are
imperfect proxies for a family’s endow-
ments of human, physical, and social capi-
tal.

A superior approach would be to capture
the inherently multidimensional and group-
based nature of inequality of opportunity.
How do the factors that determine a per-
son’s chances in life—the access to health
and educational opportunities, the ability to

connect to the rest of the world, the quality
of the services available, the way institutions
treat them—relate to one another? And how
do these factors vary across groups? Such an
approach would require a focus not only on
the dispersion of univariate distributions
(such as income inequality or life expectancy)
but also on the correlations among them
(how do health outcomes vary across socio-
economic groups?). This is the approach
taken in most of chapter 2, which summa-
rizes information on inequalities (with em-
phasis on the plural) in the various building
blocks of opportunity and on their interre-
lationships.

In taking this route, the report recognizes
that predetermined circumstances, or mem-
bership in prespecified groups, affect oppor-
tunities in two ways:

+  The circumstances of one’s birth affect the
endowments one starts with, including all
kinds of private assets, such as physical
wealth (including land and financial
assets), family background (the human,
social, and cultural capital of one’s par-
ents), and access to public services and
infrastructure (sometimes referred to as
geographic capital).

* Group membership and initial circum-
stances also affect how one is treated by
the institutions with which one must
interact. Two individuals may both live in
areas where formal labor markets exist,
where courts are agile, and where a police
force is present. But if these two (other-
wise identical) people, because of their
gender, race, religion, sexual orientation,
political beliefs, residential address, or
any other morally irrelevant reason, are
differently rewarded for the same work in
the labor market, are discriminated
against by the court of law, or are treated
with bias by the police force, then the
rules are not being applied fairly. There-
fore, these two people do not have the
same opportunity sets. Equity also
requires fairness in processes.

Endowments that are less unequal,
processes that are fair, and protection from
deprivation are not always mutually con-
sistent. At the policy level, there may be
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tradeoffs among them. Indeed, some policies
or institutions developed to further one of
the principles may compromise the other.

For example, a policy of affirmative
action that seeks to correct past inequities
in the access to educational opportunities
for one group—to equalize endowments—
may imply that individuals of greater merit
(but from another group) are excluded, cre-
ating unfair processes. For another exam-
ple, the taxes needed to raise government
revenues to make transfers to poor individ-
uals (desirable to avoid deprivation) expro-
priate some fruits of the efforts of hard-
working men and women. This might be
seen as violating property rights or the
rights to appropriate the fruits of one’s own
labor, again creating unfair processes.

Whenever such tradeoffs exist—which is
most of the time—no textbook policy pre-
scription can be provided. Each society must
decide the relative weights it ascribes to each
of the principles of equity and to the effi-
cient expansion of total production (or
other aggregate). This report will not pre-
scribe what is equitable for any society. That
is a prerogative of its members to be under-
taken through decision-making processes
they regard as fair.

Inequality traps

If people care about equity, and if political
systems aggregate people’s views into social
preferences, why don’t the distributions we
observe represent optimal choices? Why do
inequalities of opportunity persist, if they
are both unfair and inimical to long-term
prosperity? And how do these inequalities
reproduce themselves? The short answer is
that political systems do not always assign
equal weights to everyone’s preferences.
Policies and institutions do not arise from a
benign social planner who aims to maxi-
mize the present value of social welfare.
They are the outcomes of political economy
processes in which different groups seek to
protect their own interests. Some groups
have more power than others, and their
views prevail. When the interests of domi-
nant groups are aligned with broader col-
lective goals, these decisions are for the
common good. When they are not, the out-
comes need be neither fair nor efficient.

Figure 1.1 The interaction of political, economic, and
sociocultural inequalities

Political
inequalities

Sociocultural Economic
inequalities inequalities

w7

The interaction of political, economic,
and sociocultural inequalities shapes the
institutions and rules in all societies. The
way these institutions function affects peo-
ple’s opportunities and their ability to invest
and prosper. Unequal economic opportuni-
ties lead to unequal outcomes and reinforce
unequal political power. Unequal power
shapes institutions and policies that tend to
foster the persistence of the initial condi-
tions (figure 1.1).

Consider the status of women in patriar-
chal societies. Women are often denied prop-
erty and inheritance rights. They also have
their freedom of movement restricted by
social norms that create separate “inside” and
“outside” spheres of activity for women and
men. These social inequalities have economic
consequences: girls are less likely to be sent to
school; women are less likely to work outside
the home; women generally earn less than
men. This reduces the options for women
outside marriage and increases their eco-
nomic dependence on men. The inequalities
also have political consequences: women are
less likely to participate in important deci-
sions within and outside the home.

These unequal social and economic
structures tend to be readily reproduced. If
a woman has not been educated and has
grown up to believe that “good, decent”
women abide by existing social norms, she
is likely to transmit this belief to her daugh-
ters and to enforce such behavior among
her daughters-in-law. An inequality trap
may thus prevent generations of women
from getting educated, restrict their partici-
pation in the labor market, and reduce their
ability to make free, informed choices and
to realize their potential as individuals. This



reinforces gender differences in power that
tend to persist over time.

Similarly, the unequal distribution of
power between the rich and the poor—
between dominant and subordinate groups—
helps the rich maintain control over re-
sources. Consider an agricultural laborer
working for a powerful landlord. Illiteracy
and malnourishment may prevent him from
breaking out of the cycle of poverty. But he is
also likely to be heavily indebted to his
employer, which puts him under the land-
lord’s control. Even if laws were in place that
would allow him to challenge his landlord’s
dictates, being illiterate, he would find it diffi-
cult to navigate the political and judicial insti-
tutions that might help him assert his rights.
In many parts of the world, this distance
between landlords and laborers is com-
pounded by entrenched social structures:
landlords typically belong to a dominant
group defined by race or caste, tenants and
laborers to a subordinate group. Because
members of these groups often face severe
constraints from social norms against inter-
marrying, group-based inequalities are per-
petuated across generations.

Poor individuals in geographically isolated
regions and racial and ethnic minorities also
have less political power and less voice in
many countries. This affects their ability to
propose and implement policies that would
reduce their disadvantage, even if such poli-
cies might be growth-enhancing for the coun-
try.” The correlations between the unequal
distribution of assets, opportunities, and
political power give rise to a circular flow of
mutually reinforcing patterns of inequality.
Such a flow, and its associated feedback loops,
help inequalities persist over long periods—
even if they are inefficient and deemed unfair
by a majority of the population.*

Economic and political inequalities are
themselves embedded in unequal social and
cultural institutions.” The social networks
that the poor have access to are substantially
different from those the rich can tap into. For
instance, a poor person’s social network may
be geared primarily toward survival, with
limited access to networks that would link
him or her to better jobs and opportunities.
The rich, by contrast, are bequeathed with
much more economically productive social

networks that maintain economic rank. Rich
parents can use their social connections to
ensure that their child gets into a good
school, or they can call a few good friends to
make sure that their son gets a good job. Con-
versely, poor parents are more subject to
chance. Connections open doors and reduce
constraints.

Social networks are closely allied with cul-
ture. (By “culture” we mean aspects of life
that deal with relationships among individu-
als within groups, among groups, and
between ideas and perspectives). Subordinate
groups may face adverse “terms of recogni-
tion,” the framework within which they nego-
tiate their interactions with other social
groups.’ One obvious expression is explicit
discrimination that can lead to an explicit
denial of opportunities and to a rational
choice to invest less at the margin.

But the process may also be less overt. A
person born into a low social class or a
socially excluded group may adopt the domi-
nant group’s value system.” Religious beliefs
may propel this: women may take on gen-
dered beliefs about their economic and social
role, and low castes may absorb the upper
castes’ view of their “inferior” status. In
schools, a stigmatized group may face a
“stereotype threat,” adopting the dominant
group’s view of their ability to perform in
cognitive tests or in occupations historically
controlled by dominant groups.® This can
affect a discriminated group’s “capacity to
aspire.”” It also implies that “voice,” the capac-
ity of individuals to influence the decisions
that shape their lives, is also unequally dis-
tributed and that “effort” and “ability” are not
necessarily exogenous (predetermined)."

The existence of these inequality traps—
with mutually reinforcing inequalities in the
economic, political, social, and cultural
domains—has two main implications for this
analysis. The first implication is that, because
of market failures and of the ways in which
institutions evolve, inequality traps can affect
not only the distribution but also the aggre-
gate dynamics of growth and development.
This in turn means that, in the long run,
equity and efficiency may be complements,
not substitutes.''

Capital, land, and labor markets in devel-
oping countries are imperfect. Informational
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asymmetries and contract enforcement prob-
lems imply that some people with good
project ideas (and thus a potentially high
marginal product of capital) end up con-
strained in their access to capital. This, even
as other people earn a lower return on their
(more abundant) capital. In agriculture,
land market failures mean that some farm-
ers exert too little effort on some plots
(where they are sharecropping), and too
much effort on other plots (which they
own)."? Investment in human capital can
also be allocated inefficiently, because of
intrahousehold disputes, because credit-
constrained households lack the resources
to keep their children healthy and in school,
or because discrimination in the labor mar-
ket reduces the expected returns to school-
ing for some groups. What do such diverse
market failures have in common? They
cause differences in initial endowments—
such as family wealth, race, or gender—to
make investment less efficient.

There also are political and institutional
reasons why equity and efficiency are long-
term complements. Markets are not the
only institutions in society. The function-
ing of states, legal systems, and regulatory
agencies—indeed, of all the institutions
that assign and enforce property rights and
mediate conflicts among citizens—is influ-
enced by the distribution of political power
(or influence, or voice) in society. Unequal
distributions of control over resources and
of political influence perpetuate institu-
tions that protect the interests of the most
powerful, sometimes to the detriment of
the personal and property rights of others."

Those whose rights are not protected
have little incentive to invest, perpetuating
poverty and reproducing inequality. Con-
versely, good institutions that protect and
enforce personal and property rights for all
citizens have led to higher sustained eco-
nomic growth and long-term prosperity.
Equity can, once again, help societies grow
and develop.

This does mot mean, of course, that
efficiency-equity tradeoffs have somehow
been abolished. In some cases, equity
enhancements bring immediate—as well as
long-run—benefits for efficiency. If we
reduce discrimination against women in

one segment of the labor market, such as
management, and if this brings a new pool
of talent into that segment, efficiency is
likely to increase even in the short run.'* In
other cases, however, expanding the oppor-
tunity sets for the disadvantaged may
require more costly redistribution. To
finance better-quality schooling for those
who have the least educated parents, and
who attend the worst schools, it may be
necessary to raise taxes on other people.
The basic economic insight that such taxa-
tion distorts incentives remains valid. Such
policies should be implemented only to the
extent that the (present) value of the long-
run benefits of greater equity exceed the
efficiency costs of funding them."

The point is that some of these long-
term benefits of pursuing greater equity are
ignored in the conceptual calculus of policy
design. The fact that better-schooled chil-
dren who are poor and from a racial minor-
ity will be more productive is usually taken
into account. But the fact that they may
acquire greater political voice and help
make social institutions more inclusive—
which, in turn, may increase the stake of
that group in society, potentially leading
to greater trust, less conflict, and more
investment—may not be. To the extent that
such indirect (but important) benefits of
equity-enhancing policies are ignored, too
few of them are pursued—even assuming a
purely benevolent government.

By placing equity and fairness as central
elements of an efficient development strat-
egy, developing countries will be better able
to reach sustainable growth and develop-
ment trajectories. Such equitable growth
paths are likely to lead to faster reductions
in the many dimensions of poverty, the cen-
tral objective of development everywhere.'®

The second implication of the existence
of inequality traps is that no real-life policy
or institution is entirely exogenous: no
existing organization or application of a
policy idea has been implemented on a
purely technocratic basis. All policies and
institutions exist because the political sys-
tem has brought them into being or allowed
them to survive. The political system
reflects the distribution of power and voice
attained at a particular time and place. This



distribution is, in turn, influenced by the
distribution of wealth, income, and other
assets and outcomes in that society. Such
“circular causality” for wealth, income,
social and cultural capital, and power,
mediated through institutions, evolves
throughout time and history.

Acknowledging history and social and
political institutions is crucial to avoid pol-
icy mistakes. But a fatalistic view of the
world is not only wrong, but also counter-
productive. To propose policies without
understanding history, or the specific con-
text for developing these policies, often
leads to failure. But this acknowledgment is
not equivalent to the view that no policies
should be suggested at all. Such a view fails
to recognize how purposeful social and
political action can achieve significant pol-
icy and institutional changes—and would
result in fatalistic inaction.

History is not endlessly repetitive and, as
this report documents, many countries have
taken on the challenge of breaking inequality
traps with some success. Groups have also
changed their circumstances or changed
social and political institutions. Consider
the civil rights movement in the United
States, the democratic overthrow of
apartheid in South Africa, the more partici-
patory budgeting practices in some Brazil-
ian cities, and the reforms in access to land,
education, and local government in the
Indian state of Kerala. The challenge for
policy is to ask when and how such changes
can be supported.

A brief preview of the Report

Part 1 summarizes evidence on inequity
within and across countries. Part II asks why
equity matters for development, both intrin-
sically and instrumentally. Part III turns to
the policy implications. If unequal opportu-
nities and absolute deprivation are inimical
to long-term prosperity—as well as intrinsi-
cally objectionable—there is scope for policy
and institutional reform aimed at leveling the
economic and political playing fields.

An equity lens and the focus on leveling
the playing field add three basic points. First,
redistributions from richer and more power-
ful groups to poorer groups that face more
limited opportunities are sometimes neces-
sary and should be pursued. Second, when
considering policy tradeoffs between equity
and efficiency, the full long-term benefits of
equity—including on the development of
better and more inclusive institutions—need
to be taken into account. Third, all categories
of economic policy—macro and micro—
have effects on both efficiency (and growth)
and equity (and distribution). Because our
ultimate goal is the reduction of poverty
through the equitable pursuit of prosperity,
the policy suggestions in these chapters are
consistent with good poverty-reduction poli-
cies, which the World Bank has been advocat-
ing since at least the publication of the World
Development Report 1990." These sugges-
tions are also in line with the 2000 World
Development Report’s three pillars of oppor-
tunity, empowerment, and security.18
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Inequality traps stifle economic development in a north Indian village

Villagers differ markedly from one another in the opportunities they have to improve their welfare and in their abilities to
use the assets and endowments available to them. Mirrored in village economic and social institutions—and in the politi-
cal processes for seeking change—these deep-seated inequalities have prevented the village from improving human devel-

opment and accelerating economic growth.

he village of Palanpur, in the north

Indian state of Uttar Pradesh, has

been the subject of intensive study
by a group of development economists
between the late 1950s and early 1990s."
Researchers visited the village repeatedly
and collected detailed quantitative and
qualitative information. While a single vil-
lage study covering a specific period of time
cannot be used to draw inferences about
development in rural India as a whole, it
does provide a distinct window into the
kind of processes that can shape growth
and equity over time.

The study documents modest economic
progress over time with slow growth in per
capita incomes and some declines in income
poverty. But alongside this sluggish growth is
evidence of stagnation and even deteriora-
tion along other dimensions of well-being.

Different groups of villagers, defined by
such predetermined characteristics as caste
or gender, face radically different opportuni-
ties for economic and social mobility. Their
economic endowments differ markedly, as
do their education, health, occupational
mobility, and capacity to influence and
shape social and political institutions in the
village. Disadvantage in one dimension of
opportunity is generally reinforced by disad-
vantage in others, combined in a way that
perpetuate the stark inequities over genera-
tions.

These deep-seated inequalities of
opportunity shape, and are shaped by, mar-
ket imperfections in the village, resulting in
suboptimal investments and impeding
growth. Inequalities are also mirrored in
village institutions. State and central gov-
ernment policies that were introduced in
the village were inevitably filtered through a
highly unequal distribution of power and
influence. Rather than stimulating broad
economic and social progress, public policy
has simply reproduced the prevailing pat-
terns of inequality.

Caste

Caste in Palanpur defines opportunities
and determines the activities villagers pur-
sue, even independent of occupation, edu-
cation, and other standard household char-
acteristics. The three largest castes in
Palanpur are Thakurs, Muraos, and Jatabs.

At the top is a martial caste known as
the Thakurs, which accounted for about a
quarter of the population in 1993. Thakurs
are disproportionately represented in jobs
such as the army and police that accord well
with their martial past. They are typically
averse to wage employment in the village,
because this would place them in a subordi-
nate position. Alert to nonfarm employ-
ment opportunities outside the village, they
are well placed to take advantage of them,
thanks to stronger information and social
networks.

Just below the Thakurs is a cultivating
caste, the Muraos, also accounting for a
quarter of the population. Muraos are tra-
ditional cultivators who have continued to
specialize in agriculture. Very hardworking,
they have seen a rapid rise in wealth and
economic status in the village. While they
may still not enjoy the same social status as
Thakurs, they have become more prosper-
ous and now challenge the previously
unquestioned political and economic dom-
inance of the Thakurs.

At the bottom are the scheduled castes
known as Jatabs, accounting for 12 per-
cent of the population. Traditionally
“untouchable” leather workers who now
engage primarily in agricultural wage
labor, Jatabs have not seen any of the
social mobility of the Muraos. They
remain a caste apart, with little or no land,
poor education, and little access to non-
farm employment outside the village.
Despite some slight improvement over the
years, Jatabs continue to endure many
forms of discrimination, including that
from government officials.

Gender

Gender inequalities in Palanpur are pro-
nounced. In 1993 there were 84 females for
every 100 males, strikingly lower than in
most parts of the world (where the ratio is
usually greater than one). Child mortality
rates are much higher among girls than
among boys. As the researchers reported,
“We witnessed several cases of infant girls
who were allowed to wither away and die in
circumstances that would undoubtedly
have prompted more energetic action in the
case of a male child””

Young girls leave their village to join
their husband’s family. Marriage is “the gift
of a daughter” In the new household, the
girl is acutely vulnerable with no income-
earning opportunities, no property, no pos-
sibility of returning home permanently.
Giving birth to a child improves her sta-
tus—particularly if it’s a boy. But family
planning practices are limited, leading to
high fertility rates and short birth-spacing.
Repeated pregnancies take an enormous
toll on women’s general health and put
their lives at risk at the time of delivery. Old
age is strongly associated with widowhood,
in part because of the typically large age dif-
ference between husbands and wives. To
survive, widows depend overwhelmingly
on adult sons.

The participation of women in the labor
force in Palanpur is extremely low. Of 313
women age 15 or older in 1993, only 14 had
anything other than domestic work as their
primary or secondary occupation. This low
female participation in the labor force and
society, more generally, has extensive conse-
quences. For example, the survival disad-
vantage of girls compared with boys tends
to narrow only when adult women have
wider opportunities for gainful employ-
ment. Similarly, the virtual exclusion of
women from most representative institu-
tions in Palanpur has limited the focus and
quality of local politics and public action.



Schooling

Inequalities in education are wide, declining
only slowly. In the late 1950s, just under 20
percent of males age seven or older, and only
1 percent of females, were literate. By 1993,
male literacy had risen to 37 percent and
female literacy to just below 10 percent. Yet
education is clearly of great value in Palan-
pur. Years of schooling strongly increase the
likelihood that an individual will find
employment in a regular job outside the vil-
lage. Among farmers, too, direct observation
strongly suggests that better-educated farm-
ers in Palanpur have been crucial in techno-
logical innovation and diffusion.

The perceived value of female education
is quite different from that for boys, because
girls are expected to spend most of their
adult life in domestic work. Although there
is good evidence of the benefits of educa-
tion in domestic activities, it is not clear
that the effects of maternal literacy on child
health, for example, are recognized. Even if
benefits are correctly perceived, they might
not be of direct interest to the parents,
because daughters are “transferred” from
the village when they marry. Those who
bear the costs of female education thus
share little in the benefits.

The upper-caste Thakurs have a view
(adopted by many others) that education is
not important or even suitable for the lower
castes. Blatant forms of discrimination
against children from disadvantaged castes
have disappeared from the schooling sys-
tem, but subtler forms of discrimination
have remained—for example, the high-
caste teacher considered any form of con-
tact with Jatab children as “repulsive,”
which likely affected his or her rapport with
them and probably discouraged their atten-
dance.

Work

Occupational divisions in Palanpur have
widened as the village has shifted from an
overwhelmingly agricultural economy to
one in which nonagricultural activities have
come to account for 30 to 40 percent of vil-
lage income. In 1957-58 some 13 villagers
(of 528) were employed in regular or semi-
regular nonfarm jobs. By 1993, this number
had increased more than four times to 57
jobs (the total population had only dou-
bled).

Outside jobs are associated with higher
and more stable incomes, and the work is

often less strenuous and demanding than in
agriculture. Access to nonfarm jobs is far
from equal, however. Workers who wish to
obtain a regular job generally have to pay
bribes and, more important, get a recom-
mendation or introduction from a friend or
relative. Such rationing by personal con-
tacts and influence implies that people with
low social status tend to be at a disadvan-
tage in the competition for nonfarm jobs,
even for given education levels, skills, and
endowments.

The least advantaged segments of the
labor force in Palanpur are highly repre-
sented in agricultural wage labor. Casual
wage labor in agriculture can be described
as a “last-resort” occupation, one taken up
by those who have no significant alterna-
tive. Agricultural wage rates have risen over
time, but slowly, and there are prolonged
periods of seasonal unemployment.

Econometric analysis indicates that—
controlling for a large number of house-
hold characteristics (caste, demographic
characteristics, education, land, and so
on)—the probability of engagement in
agricultural labor is 50 to 60 percent higher
for households that had engaged in this
occupation a decade earlier. Occupational
inequalities thus result in income inequal-
ity, and they persist over long periods.

Incomes, assets, and liabilities

Per capita incomes in Palanpur have grown
at around 2 percent a year between 1957-8
and 1983—4 and income poverty fell from
around 47 to 34 percent during this period.
Incomes in the village are distributed about
as unequally as they are in India as a whole,
and income inequality has remained rela-
tively stable over time.

An assessment of economic inequalities
based on wealth provides a different pic-
ture. Ownership of durables has expanded,
and the value of land and other productive
assets has grown, implying a significant rise
in gross wealth. But there has also been a
dramatic and uneven expansion of liabili-
ties. Inequality in the distribution of net
wealth has widened in Palanpur from a
Gini of around 0.46 in 1962-3 to a conserv-
atively estimated 0.55 in 1990.

Many of the liabilities come from pub-
licly provided and subsidized credit sources
that have expanded sharply over time, but
that have been associated with pervasive
corruption. Disadvantaged groups, such as
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the Jatabs, are the principal targets of fraud-
ulent accounting practices that have
resulted in a dizzying accumulation of
debts and dramatically raised the cost of
borrowing for such households. Those
without access to cheap formal credit have
to fall back on private moneylenders, at
high interest rates.

Collective inaction

The different bases of social division in
Palanpur have led to multiple solidarities
and oppositions. The village society is
highly fragmented, with few solid rallying
points for collective action, whether coop-
erative or adversarial. The limited reach of
collective action, in turn, is responsible for
some of the most serious failures of its
development. For example, the village
assembly (panchayat) is constituted every
few years, but it rarely meets. In 1984 it was
made obligatory that at least one woman
participant be selected, but in Palanpur she
is never consulted and has never attended
any panchayat meetings. All decisions and
responsibilities are effectively taken by a vil-
lage headman, who has always come from
one of the privileged groups. There also is
ample scope for self-serving patronage and
fraud. Modern arrangements (elections,
reserved seats for low castes, and women on
the panchayat) have not profoundly altered
the elitist and nonparticipatory character of
local politics in the village.

The dominance of privileged groups
over collective institutions has had far-
reaching consequences. Between the late
1950s and early 1990s, no fewer than 18
types of government-provided programs
were introduced to the village: a public
works road-building program, free school-
ing, free basic health care, old-age pensions,
a fair-price shop, a farmer’s cooperative,
and so on. Most of them remained non-
functional, particularly when there was a
redistributive component. Only programs
that enjoyed strong backing from the polit-
ically advantaged in the village were
allowed to succeed. The authors of the
study conclude, “There is little prospect of
major improvement in the orientation and
achievements of government intervention
without a significant change in the balance
of political power, both at the state and at
the local level >

Source: Dréze, Lanjouw, and Sharma (1998).
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[nequity within countries:
individuals and groups

Across the world, individuals and groups
face highly unequal opportunities to better
themselves economically and socially.
Inequalities, as such, might not be of particu-
lar concern if outcomes varied for reasons
that had to do mainly with individual efforts.
But, taking our cue from the first chapter, we
are concerned here with systematic differ-
ences in opportunities for individuals and
groups who differ only in skin color, caste,
gender, or place of residence, predetermined
characteristics that can be argued to be
“morally irrelevant.” As illustrated in focus 1,
on the Indian village of Palanpur, when such
inequalities of opportunity are pronounced,
they are often reproduced over time and not
only affect welfare directly but also act to sti-
fle human development and economic
growth.

On the basis of what predetermined
characteristics should groups be defined
such that we would not want to see sys-
tematic differences in their opportunities?
Clearly there is no single answer. Roemer
(1998) argues that society has to make this
choice through some kind of ethical and
political process. The circumstances could
include social origin variables outside an
individual’s control, such as sex, race, eth-
nicity, caste, parental education and occu-
pation, wealth, or place of birth. Cogneau
(2005) notes that a society’s choice of
circumstances establishes a direct link
between equality of opportunities and the
intergenerational transmission of out-
comes. In this chapter, we are largely com-
pelled to let data availability dictate the
group definitions we consider. We can
thus present only a partial, and often rudi-
mentary, picture of the full range of
inequity that might exist in a country.
Because we wish not only to look within a

country but also to compare across coun-
tries, we use group definitions of broad
relevance.

Although economic inequalities are
clearly part of the story, this chapter goes
beyond incomes to emphasize inequalities
in key dimensions of opportunity, such as
health, education, and the freedom and
capacity of people to participate in and
shape society. There is a special concern
with inequalities that tend to perpetuate
differences across individuals and groups
over time, within and across generations.
These result in “inequality traps” that are
pervasive in many countries. Such inequal-
ity traps reinforce our concern with equity
on intrinsic grounds, but they can also be
particularly detrimental to the development
process, because they act to curtail eco-
nomic dynamism.

A key objective here is to show how
inequalities combine, interact, and are
reproduced through interlinked economic,
political, and sociocultural processes. Indi-
viduals and groups differ markedly in their
power to influence these processes; indeed,
they differ even in their capacity to aspire
to such influence. The report emphasizes
that such “agency” is a dimension of
opportunity, alongside education, health,
and wealth. And inequalities of agency are
central in explaining how inequalities of
opportunity are transmitted over time
(box 2.1).

This chapter presents evidence of a
high degree of inequality of opportunity
in many developing countries—inequali-
ties manifest in a variety of dimensions,
such as health, education, and income. It
then focuses on the specific dimension of
inequality of power, or agency. Through-
out the chapter, we emphasize that



inequalities in different dimensions can
interact with, and reinforce, one another
over time. To highlight these connections,
we end by focusing on the specific case of
gender inequity.

Inequalities in health

Alongside the intrinsic importance of
health as a dimension of welfare, poor
health can directly influence an individ-
ual’s opportunities—his or her earnings
capacity, performance at school, ability to
care for children, participation in commu-
nity activities, and so on. This important
instrumental function of health implies
that inequalities in health often translate
into inequalities in other dimensions of
welfare. And these inequalities are repro-
duced over time. We focus here on chil-
dren, while recognizing that differences in
social status, wealth, and health also mat-
ter for adults.

Demographic and Health Survey (DHS)
data indicate that health status varies
sharply across population groups. To what
extent does it vary across population groups
defined by characteristics that are predeter-
mined and arguably have no moral rele-
vance? We draw on DHS data from 60
countries to examine how the health of
children varies across population groups
defined by mother’s education, rural or
urban residence, and parent’s economic sta-
tus, proxied by an index of household own-
ership of consumer durables. (We look fur-
ther at cross-country differences in health
in chapter 3.)

Infant mortality. For these countries,
infant mortality rates vary markedly—
from a low of around 25 per 1,000 live
births in Colombia and Jordan, to more
than 125 in Mali, Niger, and Mozambique
(figure 2.1). But even where overall infant
mortality rates are high, the figures for
children whose mothers have a secondary
education or higher are dramatically
lower. The risk of death among children
with well-educated mothers in Mali, for
example, is about the same as that for the
average child in Indonesia. And while the
overall infant mortality rate in Brazil lies
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BoX 2.1 Unequal opportunities persist across generations

in Brazil

As a prelude to the themes in this chapter,
we describe one attempt to quantify the
level and persistence of inequalities of
opportunity in Brazil, based on nationally
representative household survey data. Brazil
was selected for a reason. With a Gini coeffi-
cient of per capita incomes just below 0.6
and persistent over time, it is generally per-
ceived to be one of the world’s most
unequal countries.*

Brazil's main household survey, the
Pesquisa Nacional por Amostra de Domicilios
(PNAD), included in 1996 a set of
supplemental questions on the parents of
respondents. This permitted an analysis of
the intergenerational persistence in
inequalities. Using four circumstance vari-
ables (parental schooling, father’s occupa-
tion, race, and region of birth), Bourguignon,
Ferreira,and Menendez (2005) investigated
how inequalities of opportunity generate
inequality in current earnings across differ-
ent cohorts of adult individuals. Applying a
conceptual framework closely related to
that in chapter 1, they decomposed earn-
ings inequality into a lower bound compo-
nent attributable to the inequality of oppor-
tunity—to the effect of the four observed
circumstance variables—and a residual
component, which would account for per-
sonal effort, luck, measurement error, transi-
tory income, and other unobservable char-
acteristics. They found that the four
variables accounted for more than a fifth of
the total earnings inequality within gender

cohorts. Of the four, family background was
most important.

This distribution of certain opportuni-
ties and outcomes has persisted across gen-
erations.When the authors estimated
econometrically the relationship between
schooling and race, region of origin,
parental education, and father’s occupation,
only the coefficient on parental education
seems to have fallen across cohorts. In other
words, race, region of origin, and father’s
occupation continue to predict an individ-
ual’s education level. And even for educa-
tion, mechanisms are at work to reproduce
schooling levels across generations, espe-
cially at the lower end of the distribution.

Brazil underscores the need to look at a
range of outcomes (of which incomes are
only one, with education, health and services
also of great concern).It also underscores the
need to look at a range of processes—of
which income and economic wealth-based
mechanisms form only part, and for which
group-based interactions are as central as
household and individual conditions, behav-
iors,and characteristics.

Source: Bourguignon, Ferreira,and Menendez
(2005).

*The perception of particularly high inequality
in Brazil may to some extent be a result of the
way income is measured there. Alternative
approaches to measuring inequality, based on
other welfare indicators, indicate that Brazil
may be less of an outlier in Latin America than
previously believed. See box 2.5 and also De
Ferranti and others (2004).

below 50 (estimates from 1996), the rate
for children whose mothers have not been
educated is roughly twice as high. Further
analysis, not reported here, indicates that
infant mortality rates are also sharply differ-
entiated across population groups defined
by rural-urban residence and economic sta-
tus, proxied by asset ownership.

Stunting. Another dimension of health,
extreme stunting (with height-for-age
below three standard deviations from the
reference population), also varies markedly
across countries. Overall rates are as high
as 30 percent in Pakistan and the Rep-
ublic of Yemen, but negligible in Trinidad
and Tobago and very low in Jordan, Arme-
nia, Brazil, and Kazakhstan (figure 2.2).



Figure 2.1 Infant mortality varies across countries but also by mother’s education within countries
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Source: Authors’ calculations from Demographic Health Survey (DHS) data.
Note: The continuous dark line represents the mean infant mortality rate in each country, while the endpoints of the whiskers indicate the infant mortality rates by different levels of mother’s education.

Figure 2.2 Stunting levels of children born in rural versus urban areas are far from the same
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Figure 2.3 Access to childhood immunization services depends on parents’ economic status
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Source: Authors’ calculations from Demographic Health Survey (DHS) data.

Note: The continuous dark line represents the percentage of children without access to a basic immunization package in each country, while the endpoints of the whiskers indicate the

percentages for the top and the bottom quintile of the asset ownership distribution.
* Indicates that the poorest quintile have higher access to childhood immunization services than the wealthiest quintile.

The difference between children born in
rural and urban areas can be dramatic,
particularly at higher overall stunting lev-
els. In Guatemala, stunting rates for chil-
dren in urban areas are around 10 percent,
but in rural areas they are as much as three
times higher. Children in Guatemala clearly
have no choice in deciding whether they
are born in the countryside or the city, but
their opportunities to achieve good health
are clearly much less assured in rural than
in urban areas. As for infant mortality
rates, stunting among children is also
sharply differentiated by mother’s educa-
tion and household economic status.

Access to immunization. Children born in
families whose asset ownership places them
in the top quintile of the distribution of
economic status have a high probability of

access to health services, proxied here as
having received at least one of three key
childhood vaccinations—bacille Calmette-
Guérin; diptheria, pertussis, and tetanus; or
measles (figure 2.3). This is so even in
countries where the overall percentage of
children without any coverage is as high as
40 percent. Conversely, children whose par-
ents are in the bottom quintile are much
more likely to lack access to such basic
health care. In Morocco, where roughly 5
percent of children have not received even
one of these three vaccinations, the propor-
tion for children in the poorest quintile is
well above 15 percent.

High-impact health services. The World
Bank (2003j), drawing on DHS data from
30 low- and middle-income countries, finds
that the poor are considerably less likely
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than the non-poor to have access to high-
impact health services, such as skilled deliv-
ery care, antenatal care, and complemen-
tary feeding. Similarly, Wodon (2005) draws
on household survey data from 15 African
countries to indicate that, while virtually all
urban households are within one hour’s
travel time to a health center, the propor-
tion in rural areas is generally only around
half, and as low as 35-38 percent in Niger
and Ethiopia.

Disability. Data from a number of coun-
tries suggest that disabled people are
much more likely to be poor. Hoogeveen
(2003) reports that in Uganda the proba-
bility of poverty for urban dwellers living
in a household with a disabled head is 38
percent higher than for those who live in a
household with an able-bodied head. The
Serbian Poverty Reduction Strategy
reports that 70 percent of disabled people
are unemployed. In a study drawing on
10 household surveys in eight countries,
self-reported disability was found to be
more correlated with nonattendance at
school than other characteristics, includ-
ing gender or rural residence.' Sen (2004)
emphasizes that the disabled face not only
an “earnings handicap,” associated with a
lower probability of employment and
lower compensation for their work, but
also a “conversion handicap.” By this he
means that a physically disabled person
requires more income than an able-
bodied person to achieve the same living
standard.

Social inequalities damaging health. Not
only are health outcomes correlated with
inequalities in other dimensions, but such
social inequalities can be argued to be
detrimental to individual health out-
comes.” In his comprehensive review of
the literature, Deaton (2003) argues that,
while it is certainly plausible that various
inequalities (such as those in power) cause
bad health, it is not clear that inequality of
income is the main culprit. He provides
evidence suggesting that, after controlling
for an individual’s income, income in-
equality at the group level does not matter
independently for individual health. Thus,

the main inequalities that affect health
may not be in the income space. He cites
examples of other key dimensions of
inequality: land ownership, women’s
agency (health and fertility in India), and
democratic rights (in England in the
1870s and in the U.S. South in the 1960s).
In general, an individual’s rank in the rele-
vant hierarchy has been found to be im-
portant to health in animal and human
experiments. Repeated stress associated
with insults and the lack of control that
comes from low rank has a well-developed
biochemical basis.’

The consequences of poor health are
reflected in education achievements, eco-
nomic prosperity, and future generations.
Consider the plight of AIDS orphans in
southern Africa, the stark inequalities of
opportunity they face, and the possible role
for public action (box 2.2).

DHS data (figures 2.1-2.3) provide
detailed insights into the relationship
between inequalities in health and some
key circumstance variables. But they are
not particularly well suited to capturing
the contribution of detailed spatial factors,
such as place of birth, in overall inequality,
because of the limited sample size. In one
attempt to get around this problem, child
height in Cambodia was estimated at the
commune level based on a statistical pro-
cedure to combine DHS data with popula-
tion census data.* The study documents
considerable heterogeneity across Cambo-
dia’s more than 1,600 communes in the
prevalence of stunting and being under-
weight among children under the age of
five (figure 2.4). The analysis provides
clear evidence that in Cambodia a child’s
opportunities for good health have a
strong spatial dimension to them. Yet
clearly, no child is able to determine in
which locality he or she is born.

Trends

Average health in most countries improved
in the twentieth century (chapter 3).
Deaton (2004) documents that improve-
ments in health are likely to have accom-
panied economic growth, but he also
emphasizes the globalization of knowl-
edge, facilitated by local political, eco-
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BoXx 2.2 Unequal assets, unequal opportunities: AIDS orphans in Southern Africa

Itis hard to imagine people with fewer assets,
through absolutely no fault of their own, than
AIDS orphans. Left to fend for themselves on the
death of one or both parents from a progressively
debilitating, heavily stigmatized, and costly-to-
treat disease, their plight would be of concern
even if they numbered but a few. In southern
Africa, however, the United Nations Children’s Fund
(UNICEF) estimates that there were 12.3 million
AIDS orphans in 2003, a veritable demographic
group in their own right. By 2010, UNICEF projects
that there will be 1.5 million AIDS orphans in
South Africa; by 2014, 1 million in Zambia.

An entire generation of Africans is emerging
who will have been raised, if they are lucky, by
grandparents or extended family members
(themselves likely to be impoverished,
overwhelmed, and suffering from the disease).
At worst, they will grow up in child-headed
households or in situations in which their basic
rights to food, clothing, shelter,and adequate
care are routinely denied.

Wills and schooling

Beginning to overcome the huge disadvantages
that AIDS orphans start life with requires special
attention on numerous fronts (box 7.11 consid-
ers a variety of policy options).From a legal
standpoint, parents who know their death is
imminent and who have young children need to
be encouraged (even if they are illiterate) to pre-
pare enforceable wills that will protect the inher-
itance rights of their children to ensure that sur-
viving adults do not just forcibly take their land,

savings, or other valuables. From an education
standpoint, it is vital to keep children in school,
where the acquisition of even basic skills can
give them some viable prospect of being able to
move out of poverty.Where a child is the head of
a household and perhaps its sole income earner,
however, the pressures to drop out of school are
enormous. Numerous studies document signifi-
cantly higher dropout rates of AIDS orphans.In
Kenya, one extreme example found that“52 per-
cent of the children orphaned by AIDS were not
in school, compared to 2 percent of non-
orphans” (UNAIDS 2002, 135).

Attending school is also important from a
civic perspective: it socializes children into the
norms and mores of society, and gives them the
confidence and capacity to participate more
fully in it. Without such socialization, vulnerable
young children are easy targets for those offer-
ing them security and status through member-
ship in a street gang, criminal network, or militia
movement. If AIDS orphans continue to stay
from school at their current rate, comments one
senior U.N. official,“you will have a society where
kids haven’t been to school and therefore can't
fulfill even basic jobs...a society where a large
proportion can have antisocial instincts because
their lives have been so hard.You [will] have a
generation of children who will be more vulnera-
ble to exploitation and to disease because they
won't have the same sense of self-worth” (cited
in Fleshman 2001, 1). Such children face the dis-
mal prospect of failing to accumulate assets
because of the extreme burdens thrust on them

in their most formative years and the paucity of
opportunities available to them thereafter.

Avoiding infection

The most immediate priority, however, is ensuring
that AIDS orphans do not themselves become
infected with the disease, thereby increasing the
likelihood that they will perpetuate the cycle. AIDS
orphans face precisely such a risk, however,
because the stigma of HIV/AIDS means that people
often assume that the children of parents who died
from AIDS must be infected, shunning, shaming, or
exploiting them accordingly. Some AIDS orphans
have even been denied access to schools and
health clinics because of the fear their very
presence generates. Children grieving the loss of a
parent are also vulnerable to the sexual predations
of those putatively claiming to offer them comfort.
Indeed, the desperation and apparent hopeless-
ness of their circumstances—all the more so if it
coincides with a natural disaster such as drought—
can drive AIDS orphans into prostitution.

The plight of AIDS orphans provides a
graphic illustration of how cycles of disadvantage
can perpetuate themselves, and how social isola-
tion and exclusion (especially at a young age) can
preclude the acquisition of assets and undermine
the capacity to sustain participation in the insti-
tutions that provide the best path out of poverty.

Sources: Avert.org (2004) http://www.avert.org/
aidsorphans.htm. Accessed December 14,2004.
Fleshman (2001). Hargreaves and Glynn (2002),
Lewis (2003), UNAIDS (2002), UNICEF (2003), USAID,
UNAIDS, and UNICEF (2004).

Figure 2.4 Stunting and underweight in Cambodia

nomic, and educational conditions. In the
1980s and 1990s, however, progress
slowed—a result of the worldwide HIV/
AIDS epidemic and rises in cardiovascular
mortality in Eastern Europe and former
Soviet Union countries.

How have inequalities in health evolved
within countries? Data from DHS provide
some clues. For a subset of countries, mul-
tiple rounds of DHS data are available to
document changes in infant mortality over
time. Of some 36 “spells” of health change
that could be identified, roughly 25 corre-
sponded to improved health outcomes in
the form of lower infant mortality rates.
Although overall health improved in these
25 cases, the gaps between urban and rural
areas, between groups defined by mother’s
education, and between groups defined by
durable asset ownership did not univer-
sally decline alongside the overall declines
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BOX 2.3

Paxson and Schady (2004), drawing on mul-
tiple rounds of DHS data, document the
declining infant mortality rate in Peru
between the late 1970s and late 1990s.A
general downward trend exhibited a sharp
setback during the major economic crisis
between 1988 and 1992, but resumed after
the crisis.The downward trend remained
evident even after adjusting for age of
mother, recall period, education, and urban
status—indicating that the overall trend
decline in infant mortality was not attributa-
ble only to general improvements in educa-
tion, an aging population, or urbanization. In
addition, the fact that infant mortality rose
sharply around 1990, even after these
adjustments, supports the notion that the
decrease in household income and the col-
lapse of public expenditures on health as a
result of the crisis were important.

Infant mortality rates in Peru varied
markedly with the education level of the
mother in late 1970s and the 1980s (see fig-
ure below). During the economic crisis,
increases in mortality were largest among
infants born to women with less education.
After the crisis, the gap between infant mor-
tality rates associated with different mater-
nal education levels declined steadily, sug-
gesting an overall decline in inequality in
mortality alongside the decline in overall
mortality rates.

There is some support for the view that
changes in the amount and composition of
public expenditures on social programs
drove these improvements. Real total
expenditures increased two and a half times
between 1991 and 2000, and such public
spending did not bypass the poor.

Adjusted infant mortality rates by maternal education
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in infant mortality.” The improvements in
health were not necessarily shared across all
groups in the population.

As Cornia and Menchini (2005) note,
mortality differentials across groups tend
to narrow with an improvement of the
average only if policies focus explicitly on
equity. Without such a focus, improve-
ments in the average may not translate to
declining group differences. For example,
in the United States between the 1950s and

1990s, the overall decline in the infant
mortality rate to 7.9 in 1994 was accompa-
nied by an increase in the ratio of black to
white infant mortality rates from 1.6 in
1950 to 2.2 in 1991. Inequality in health
does not inevitably fall as overall health
improves, but such a virtuous process is
possible (box 2.3).

Inequalities in education

Education is of great intrinsic importance
when assessing inequalities of opportunity.
It is also an important determinant of indi-
viduals’ income, health (and that of their
children), and capacity to interact and com-
municate with others. Inequalities in educa-
tion thus contribute to inequalities in other
important dimensions of well-being.

Measuring inequality in education is
not easy. Census and survey data in most
countries can generally yield statistics on,
for example, years of schooling. But such
information does not capture well the
quality of education and how that might
vary across individuals. Nor is it easy to
compare years of schooling across coun-
tries, because those years might mean
something quite different from country to
country.

Test results. Despite the measurement diffi-
culties, there is considerable evidence of
inequalities of opportunity in education in
the developing world. Consider the differ-
ences in test performance among Ecuado-
rian children ages three to six years across
population groups defined by parental
education, region of residence, and wealth
(box 2.4).

Test results among very young children
capture well the inequality in opportunity
in education, but such data are not readily
available for large numbers of developing
countries. So we look instead at the percent-
age of household heads with no education
by gender and by urban-rural residence.

Male and female household heads. The
overall percentage of household heads
without any education varies dramatically
across our sample of 60-odd countries
(figure 2.5). In the high-income countries,
the percentage rates are negligible. But at



the other extreme, in Burkina Faso and
Mali, for example, the overall percentage is
more than 80 percent. What is similarly
striking is that, in most countries, the likeli-
hood that the household head is uneducated
is dramatically higher than average when
she is a woman. In the Laos People’s Demo-
cratic Republic, for example, although the
overall percentage of household heads with
no education is about 20 percent, the rate is
closer to 70 percent for female household
heads.

Rural and urban household heads. Simi-
lar patterns can be observed for rural and
urban areas (figure 2.6). In general, house-
hold heads are far more likely to have no
education when they are based in rural
areas than in urban areas. Even in coun-
tries where the overall percentage without
education is very high, the rate in urban
areas can be dramatically lower. For exam-
ple, in Burundi, the percentage of house-
hold heads with no education in urban
areas compares with the national average
in Mexico, the Dominican Republic, and
Brazil.

Access to teachers. A recent study of primary
schools and health clinics in Bangladesh,
Ecuador, India, Indonesia, Peru, and Uganda
has identified teacher absenteeism as an
important, common, problem. The study
found that higher income areas generally
have lower teacher absentee rates than
poorer areas.’ It also found that higher paid
teachers, generally more educated and expe-
rienced, appear equally or more likely to be
absent than contract or less remunerated
instructors, perhaps because these instruc-
tors sense a lower risk of being fired for their
absence. And although salaries in rural areas
were often higher than in urban areas,
teacher attendance in these areas was typi-
cally lower than in urban areas. In most sur-
veyed countries, the quality of infrastructure
and the frequency of monitoring appeared to
contribute to lower absenteeism.

Trends

Another way to assess inequalities of
opportunity in education is to calculate an
overall index of inequality for years of edu-
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That education achievements vary
markedly by population groups—and that
this can have profound implications—is
brought out forcefully in a recent study by
Paxson and Schady (2005).They show that

110

cognitive development of Ecuadorian chil- 100
dren ages three to six years, as measured by

a test of vocabulary recognition (TVIP), 90
varies significantly depending on the

wealth of their household, their place of res- 80
idence, the education of their mother,and

that of their father.The extent to which 70
these circumstance variables are associated

with performance on cognitive tests is typi- 60

cally more pronounced for the older
children in their sample.

These socioeconomic characteristics
are significantly associated with cognitive
development even after controlling for
child health and home environment.The
researchers point to the striking evidence
that, in Ecuador, the youngest children,

110

irrespective of wealth quintile or educa- L
tion of their parents, perform broadly as

well as their comparators. But as children 90
in Ecuador get older, their cognitive devel-
opment, relative to this benchmark, falters 80
significantly. Only children in the top half

of the wealth distribution and with highly 70
educated parents maintain their perform-

ance relative to their comparators. By the 60

time they are six years old, most children
in the sample are so far behind in their
cognitive development that it is uncertain
whether and how they could ever catch
up.

BoX 2.4 Child testscores in Ecuador: the role of wealth,
parental education, and place of residence
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Source: Paxson and Schady (2005).

cation and to assess how much overall
inequality of education can be attributed to
mean differences between “morally irrele-
vant” groups. Araujo, Ferreira, and Schady
(2004) find that the inequality of adult
education, measured by years of schooling
for 124 countries, can be pronounced. They
also find that it is strongly (and inversely)
correlated with mean years of schooling
across countries.”

The data assembled by these authors also
indicate that the inequality of education for
specific subgroups of the population can
change. While female schooling achieve-
ments relative to male achievements were
dramatically lower among the oldest cohorts,
particularly in Sub-Saharan Africa, South
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Note: The continuous dark line represents the percentage of household heads with no education in each country, while the endpoints of the whiskers indicate the percentages for male and

female-headed households.
* Indicates that female-headed households have higher average levels of education than male-headed households.

Asia, and to a lesser extent the Middle East
and North Africa, these disparities are
noticeably lower for the younger cohorts,
particularly in Sub-Saharan Africa (figure
2.7). Additionally, disparities in years of
schooling between urban and rural areas
have been falling in some regions, most
strikingly in the Middle East and North
Africa and in Eastern Europe and Central
Asia. But in Sub-Saharan Africa there has
been little, if any, change. The (urban-rural)
between-group contribution to inequality
in this region has hovered at around 30 per-
cent across all the cohorts examined.

Economic inequalities

An individual’s consumption, his or her
income, or his or her wealth have all been
used as indicators of the command of an

individual over goods and services that can
be purchased in the market and that con-
tribute directly to well-being. It is clear too,
that individuals’ economic status can deter-
mine and shape in many ways the opportu-
nities they face to improve their situations.
Economic well-being can also contribute to
improved education outcomes and better
health care. In turn, good health and good
education are typically important determi-
nants of economic status.

An ideal measure of economic well-
being for assessing inequality will capture
an individual’s long-term economic status.
But it is difficult to produce such a compre-
hensive indicator accurately. In practice, it is
common to work with measures of current
income or consumption compiled from
household survey data. While consumption
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Figure 2.6 Education levels vary by country and between rural and urban sectors

Percentage of household heads with no education

100
n
_ L
80
i
i
60 1
[
Rural
40
20 J
Urban
IEIE-EE}IEIE
OIIIIIIII'..I.
VD2AINDNDOAANNITS 2.0 RSN AT DO OIS DD DD OS.L R A S I SN R S S N <
S S S S S S S S S S S S S8 S SSSS S ST S SEE S SSEssé
S eSSV SO " 3868 oSS S S I I TS X SOCTE LI I EISS " hRFOLSSTELS«
¢$§b@§@A*%’\Qo’? S £& ST SPTVS ISR VCEIICSTEF&ELTNET® S FSEES o
S SRS > KON LG5S/ CV & LT D S HISD S JILO9FsS .
SRS SOLY s S &Y A S 5’3 7S JLESES & IS <</$ S
@ © By s S Q N
s & > $ S X
N N IS §
S @ &
g Sy
<
&
9

Source: Authors’ calculations from household survey data.

Note: The continuous dark line represents the percentage of household heads with no education in each country, while the endpoints of the whiskers indicate the percentages for urban and
rural households.

* Indicates that rural households have higher average levels of education than urban households.

and income inequality are eXPected to cor- Figure 2.7 The share of inequality in years of schooling attributable to differences between
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being, it is unclear exactly how well they Between-group contribution to total inequality
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box 2.5).
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BOX 2.5

Because countries differ in their data collection
systems, cross-country data on economic
inequality are generally based on a variety of
indicators that are treated interchangeably.The
lack of a uniform basis for measuring economic
inequality in different countries has serious
implications for comparability.

One of the main sources of noncomparabil-
ity of inequality is that some countries use
household income as indicator of well-being
while others use consumption expenditures
(Atkinson and Brandolini 2001). These two indi-
cators capture different aspects of economic
welfare, with the former perhaps seen better as
a measure of welfare opportunity and the latter
as a measure of welfare achievement.In most
countries, measured inequality based on
income is higher than if it is based on consump-
tion. But this is not inevitable, and the degree to
which the two indicators disagree varies from
country to country (see table to the right).

The problem of comparability is not
confined to the choice of welfare indicator. An
important but underappreciated additional
issue is that, even for a given indicator, its defini-
tion varies considerably across countries and
even within countries over time. Consumption
inequality based on different definitions of con-
sumption can vary markedly,and will depend
on a variety of factors, including the following:

+ The length of the recall period over which
consumption is recorded.

+ The degree of disaggregation of consump-
tion items.

+ The methods for imputation of housing and
durables consumption.

Similarly,income inequality can vary depending
on whether income—

+ Isintended to capture pre- or post-tax income,
+ Includes actual and implicit transfers, and
+ Refers to full income or earnings only.

Additional factors confounding comparabil-
ity include differences in survey nonresponse
rates across countries (which are likely to affect
measured inequality—see Korinek, Mistiaen,
and Ravallion forthcoming). Differences across
countries in the availability of spatial price
indexes can also affect conclusions. Thomas
(1987) demonstrates that adjusting for spatial
price variation can affect conclusions about the
degree of income or consumption inequality.
Across countries there tends to be little unifor-
mity in whether, and how, spatial price variation
is accommodated.

Cross-country datasets on economic
inequality generally incorporate some attempts
to improve comparability, but they typically fall
far short of achieving strict comparability. With-
out a concerted effort to harmonize data collec-
tion across countries, it is unlikely that such
global databases can be relied on to provide
more than a tentative picture of differences in
inequality across countries.

Inequality: summary measures in a selection
of countries: consumption versus income

Gini coefficient

Year Consumption Income

Panama 1997 0.468 0.621
Brazil 1996 0.497 0.596
Thailand 2000 0.428 0.523
Nicaragua 1998 0.417 0.534
Peru 1994 0.446 0.523
Morocco 1998 0.390 0.586
Vietnam 1998 0.362 0.489
Nepal 1996 0.366 0.513
Albania 1996 0.252 0.392
Bulgaria 1995 0.274 0.392
Russian

Federation 1997 0.474 0.478
Bangladesh 2000 0.334 0.392

Source: Authors'’ creation.

Figure 2.8 Market capitalization
controlled by the top 10 families in
selected countries, 1996

Indonesia NG 57.7%
Philippines | INEG_—_ 52.5%
Thailand [N 46.2%
Hong Kong, China NN 32.1%
Republic of Korea | 26.8%
Singapore [ 26.6%
Malaysia [ 24.8%
Taiwan, China I 18.4%
Japan | 24%

Source: Claessens, Djankov, and Lang (2000).

only marginally higher than the figure for
the Philippines. More generally, Davies and
Shorrocks (2005) report estimates pub-
lished by Merrill Lynch and Forbes that
some 20 percent of the world’s millionaires
come from the developing world. Similarly,
Morck, Stangeland, and Yeung (2000) find
a higher ratio of billionaire wealth to gross
domestic product (GDP) in Latin America
and the Caribbean, and East Asia, but not
India and South Africa (see chapters 6 and
9 for further discussion). These figures
imply that the distribution of wealth may,
on average, be more concentrated in devel-
oping countries than in the developed.
When wealth is associated with political
influence, such inequalities also translate
into political capture and can provide a
window on this added dimension of
opportunity.

Bearing in mind the warnings offered in
box 2.5, figure 2.9 provides an approximate

picture of how economic inequality is dis-
tributed across countries. The highest levels
of recorded inequality occur in Africa, the
second highest in Latin America. But in-
equality measures for Latin America come
largely from income data, while those in
other regions, such as South Asia, come
mainly from consumption data. As box 2.5
illustrated, income data tend to produce
higher measured inequality. Within regions,
the data suggest that inequality can vary
markedly between countries: consumption
inequality in South Africa is extremely high,
while in Mauritius it is lower even than in
OECD countries.

How much overall economic inequality
within countries is attributable to differ-
ences across population groups? Unlike
health and education inequalities, the sys-
tematic decomposition of income inequal-
ity by population groups has long been sub-
ject to analysis in the economics literature.



Figure 2.9 Africa and Latin America have the world’s highest levels of inequality
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These decomposition exercises seek to
understand what share of inequality can be
attributed to differences between groups
and what to inequality within groups. There
are several attractions to studying certain
population groups in this way and to com-
paring findings across countries.

Our interest here is to define groups by
circumstances we might consider “morally
irrelevant,” thereby gaining a window on
the importance of inequality of opportu-
nity in the economic sphere. Additionally,
decomposition results generally are far less
sensitive to differences in definitions of
underlying welfare indicators than are

Figure 2.10 Between-group inequality decompositions: social group of the household head
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Source: Authors’ calculations from household survey data.

measured levels of inequality. In that sense,
some of the difficulties with cross-country
comparisons described in box 2.5 are atten-
uated by subgroup decompositions.

Between-group shares

of total inequality

While the “between-group” share of overall
inequality is an appealing indicator of the
salience of differences across groups in the
overall assessment of inequality, there are
concerns about its interpretation.® In par-
ticular, empirical measures of between-
group shares are generally found to be
quite low (see figures 2.10 and 2.11).” The
conventional presentation of between-
group inequality is relative to total inequal-
ity. Elbers and others (2005), however, note
that total inequality can be viewed as the
between-group inequality that would be
observed if every household in the popula-
tion constituted a separate group. Clearly,
against such a benchmark, one would
rarely observe a high share of between-
group inequality.

Elbers and his colleagues propose an
alternative, comparing the actual between-
group inequality with the maximum possi-
ble inequality that would be obtained by
keeping the number of groups and their sizes
at actual levels. For example, an assessment
of the contribution of gender differences to
inequality compares actual between-gender
inequality with the hypothetical between-
gender inequality that would be obtained by
sorting the income distribution so that all
males appeared at one end of the distribu-
tion and all females at the other. This ratio
provides a measure of how far actual
between-group inequality lies below the
maximum between-group inequality that is
feasible given the existing configuration of
groups.

Economic inequality can be decom-
posed in a large sample of countries based
on several population breakdowns, two of
which are presented in figures 2.10 and
2.11: social group and education of house-
hold head. Such decompositions can follow
the conventional decomposition method-
ology, complemented by the Elbers and
others (2005) measure of feasible group
decomposition.
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Figure 2.11 Between-group inequality decompositions: education of the household head
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Different population breakdowns con-
tribute to differing extents to overall
inequality. In general, the conventional cal-
culation of the between-group contribu-
tion points to a fairly low share attributable
to between-group differences. But in some
countries even the conventional share is
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high. For example, in Paraguay, when
inequality is decomposed between groups
by language spoken at home, the conven-
tional between-group share is approxi-
mately 30 percent (figure 2.10). And
when inequality is decomposed for five
broad education groups in Guatemala,
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the between-group contribution is above

40 percent (figure 2.11).

In most countries, the between-group
share is noticeably higher for decomposi-
tions based on the alternative, “feasible” cal-
culation. Based on this approach, observed
between-group differences are indeed sub-
stantial in many countries—for the group
definitions here. To the extent that these cir-
cumstances are judged “morally irrelevant,”
the findings suggest that in economic life,
just as in health and education, a substantial
portion of observed inequality in many
developing countries can be linked to

inequalities of opportunity.

Spatial differences

As with inequalities in health, conventional
survey data cannot say much about the con-
tribution of finely detailed spatial hetero-
geneity to overall inequality—because of the
limited sample size. In an exercise analogous
to that for health in Cambodia (figure 2.4),a
variety of studies have applied statistical
techniques to combine survey data with
population census data to produce tentative
estimates of inequality at the community
and district levels. Elbers and others (2004)
document the contribution to overall esti-
mated inequality of differences in mean
consumption for subdistricts in Ecuador,
They
demonstrate that the between-subdistrict
contribution to total estimated inequality
ranges from a low of 22 percent in Mozam-
bique to more than 40 percent in Ecuador
(table 2.1). Based on a similar approach,
World Bank (2004e) reports between-com-
mune differences in Morocco, accounting
for 40 percent of overall estimated con-
sumption inequality. The general impres-
sion is that spatial differences across locali-

Madagascar, and Mozambique.

Table 21 Decomposition of inequality between and within communities

Level of Number of Within-group inequality Between-group inequality
decomposition communities (percent) (percent)

Ecuador 1,579 58.8 41.2
Madagascar 1,248 74.6 25.4
Mozambique 424 78.0 22.0

Source: Elbers and others (2004).

Note: Our communities in Ecuador are zonas in urban areas and parroquias in rural areas. Communities in Madagas-
car are firiasana (communes) and in Mozambique they are administrative posts. The decompositions are performed
using the conventional methodology.

ties account for a larger share of total
inequality as the number of localities
increases. The analysis confirms that for
some countries the spatial dimension of
inequality is of considerable importance.
This conclusion carries over even more
powerfully at the global level, where the
between-country contribution to global
inequality is dramatic (chapter 3).

Other studies and methodologies cor-
roborate the finding that spatial differences
within countries are important. Using farm-
household data for rural China, Jalan and
Ravallion (1997) identify “spatial poverty
traps,” where poorer areas have lower provi-
sions of essential public goods (such as
roads) and, as a result, households in the
area experience lower productivity on their
investments. Various studies find spatial
effects on living standards, even after con-
trolling for nongeographic household char-
acteristics. Ravallion and Wodon (1999)
demonstrate that place of residence is an
important determinant of poverty in
Bangladesh. They also note that important
spatial differences can be discerned even
within urban areas—households in the dis-
trict of Dhaka are markedly better off than
their counterparts in other urban districts.

Many studies suggest that spatial differ-
ences in incomes are driven by policy. In
China, Kanbur and Zhang (2001) find a
measurable polarization between inland and
coastal regions where factors unrelated to
physical geography—development of heavy
industry in certain provinces, trade open-
ness, and government investment in coastal
regions—are associated with widening
interregional inequality. Escobal and Torero
(2003) compare coastal Peru with the high-
lands and find that average per capita expen-
ditures vary markedly and that this variance
is associated with fewer and weaker infra-
structure services in the highlands.

The role of infrastructure is thus central.
Although it is not disputed that physical geog-
raphy can also influence poverty directly, the
association between geographic variation in
poverty and geographic variation in infra-
structure access is typically strong. Accord-
ingly, it is argued that the influence of
regional geographic location on inequality
will diminish as access to transport and



communications services improve; being
geographically isolated will matter less
because infrastructure improvements will
help compensate for distance.'

The relationship between group
differences and inequality

As is clear from the discussion here, our
interest in the contribution of group differ-
ences to total inequality extends beyond
normative considerations of fairness and
justice. Differences between groups are also
thought to explain overall inequality out-
comes, particularly the reproduction of
inequalities over time. The basic idea is that
between-group differences in income
inequality, for example, will tend also to be
mirrored in between-group differences in
health and education inequalities—and in
the agency of groups in influencing their
circumstances (see below). These group dif-
ferences will then reinforce one another.
Group differences in education, for exam-
ple, will translate into differences in
incomes and in political voice and partici-
pation. These inequalities will, in turn,
affect health inequalities between groups,
which are passed on to education inequali-
ties and so on. “Inequality traps” are the
result. A corollary of this idea is that efforts
to moderate overall inequality levels might
require a focus on reducing between-group
differences.

It is difficult to systematically document
this instrumental role of group differences.
Figure 2.12 illustrates one attempt. Overall
inequality is correlated with the between-
group share for the sample of countries in
figures 2.10 and 2.11, controlling for region
and whether the underlying welfare indica-
tor is income or consumption. Nothing in
the mechanics of the calculation forces
overall inequality to be correlated with the
share attributable to between-group differ-
ences. Yet, for this sample of countries,
higher overall inequality is associated with a
larger between-group share of overall
inequality, which is attributable to the
rural-urban breakdown, to differences
across social groups, to differences in edu-
cation, and (weakly) to differences in broad
occupation class of the household head."'

Inequity within countries: individuals and groups
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Figure 2.12 Location, education, and social groups can make a difference: regressions of total

inequality on shares of between-group inequality of different household characteristics
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Note: Regressions include as controls (X) regional area dummies and a welfare measure (Y/C) dummy. The shares of

the between component of inequality across gender and age of the household head, and regions within the country

were not significant.

One interpretation of these findings is
that between-group differences account for,
and possibly explain, a non-negligible por-
tion of overall inequality. This is consistent
with the broader theme of this report: that
group differences reinforce one another
and in this way contribute to the replica-
tion of inequality over time. But these sim-
ple correlations, while suggestive, could
also be pointing to other processes and on
their own cannot exclude other competing
explanations.

Inequality and growth, economic
structure, and trade

Systematic exploration of the impact of
between-group shares on overall inequality
has not, to date, been a major topic of
empirical investigation. A longer-standing
question in economics has been how
inequality evolves with economic growth
more generally. Pioneering work by Kuznets
in the 1950s launched an enormous
amount of empirical work on this question,
stimulating much debate. There is still no
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BOX 2.6

The starting point of the literature linking eco-
nomic development and income inequality
dates to the well-known works of two Nobel
Prize winners, W. Arthur Lewis (1954) and Simon
Kuznets (1955). Lewis, in his classic 1954 article
“Economic Development with Unlimited Sup-
plies of Labor,” developed a theoretical model in
which growth and accumulation in a dual econ-
omy would start in the modern industrial sector,
where capitalists would hire at a given wage
and reinvest a share of their profits.The number
of traditional agricultural laborers willing to
move to this high-productivity, high-wage sec-
tor was assumed to be unlimited. In this process
of development, and as long as these assump-
tions would prevail,inequality in the
distribution of income would increase as aver-
age incomes rose. There would be a turning
point after which inequality would fall again as
the surplus labor phase ends and the dualistic
economy becomes a single-sector, fully industri-
alized economy.

Although Kuznets did not explicitly model
the intersectoral shifts of population as part of
the development process, he did build on them
to articulate his basic idea of an inverted-U rela-
tionship between economic growth and income
inequality (the “Kuznets curve”).In his presiden-
tial address at the Annual Meeting of the Ameri-
can Economic Association in 1954, he hypothe-
sized that in the process of growth and
industrialization, inequality would first increase,
because of the shift from agriculture and the
countryside to industry and the city, and then
decrease as returns across sectors equalized.The
data Kuznets used to make this statement came

from a long-run series of inequality indicators
for England, Germany, and the United States,
and from a single observation in time for three
developing countries—India, Ceylon (Sri Lanka
today), and Puerto Rico.These were the data
available at that time, and Kuznets was well
aware of the limitations of the empirical backing
of his argument, in his own words, on“5 percent
of empirical information and 95 percent specu-
lation, some of it possibly tainted by wishful
thinking.”

Kuznets based his speculation primarily on
longitudinal data and called for in-depth case
studies of the economic growth of nations. But
many subsequent studies simply used
aggregate cross-country data (often of not par-
ticularly high quality) and reduced-form models
to explore and support the hypothesis of an
inevitable tradeoff between development and
equality.The Kuznets curve became one of the
most quoted stylized facts of the study of
income distribution for nearly four decades.

Cross-country data can be misleading

for dynamic processes

With the development of much larger data sets,
such as the Deininger and Squire (1996) interna-
tional inequality database (following on from
Fields 1989), empirical “tests” of the Kuznets
curve were widely conducted. But it has become
understood that the use of cross-country data
to analyze what are essentially dynamic
processes can be strongly misleading. Moreover,
numerous studies have shown that the
evidence in favor of the Kuznets curve is not at
all robust to econometric specifications, sample

composition, and period of observation. See,
among others, Bourguignon and Morrisson
(1989), Fields and Jakubson (1994), Deininger
and Squire (1998), and Bruno, Ravallion, and
Squire (1998).Bruno, Ravallion, and Squire
(1998), while drawing in part on cross-country
data, also analyzed one country—India—for
which relatively long time-series data had
become available, and again found no sign that
growth increased inequality.

Why the Kuznets curve does not hold in prac-
tice probably has to do with the fact that devel-
oping countries do not generally satisfy the
assumptions on migration processes and sectoral
development underlying the Kuznets hypothesis.
To explain international differences in inequality
of incomes, it is important that the link between
economic inequalities and other factors, such as
economic dualism, land, education, and regional
differences, be more carefully analyzed.

No straightforward relationship between
income and inequality

To conclude, there is today something of a con-
sensus that no straightforward relation between
income and inequality can be established. As
argued by Kanbur (2000) in his exhaustive
review of the Kuznets curve literature in the
Handbook of Income Distribution: it seems to us
far better to focus directly on policies, or combi-
nation of policies, which will generate growth
without adverse distributional effects, rather
than rely on the existence or nonexistence of an
aggregative, reduced form relationship between
per capita income and inequality.”

Source: Authors’ creation.

consensus on a systematic relationship
between the long-term growth processes of
industrialization and urbanization—and
overall inequality (box 2.6).

Cross-country studies have also analyzed
the relationship between inequality and eco-
nomic structure. Bourguignon and Morri-
son (1990), for example, argue that “develop-
ing countries which are comparatively
endowed with mineral resources and land
(climate) tend to be less egalitarian than oth-
ers, although the effect of the agricultural
comparative advantage may be offset by the
distribution of land.” They also find that the
labor productivity difference between agri-
culture and the rest of the economy is a pow-
erful explanatory factor for differences in
income inequality in a number of developing
countries in the 1970s and 1980s."

A large body of literature has also
explored the relationship between trade
openness and inequality but has not reached
a consensus. For example, Dollar and Kraay
(2002) and Dollar and Kraay (2004) find no
effect of trade openness on inequality, but
Lundberg and Squire (2003) do find such
an effect. Ravallion (2001) and Milanovic
(2002) report that at low incomes openness
may be inequality-increasing, but that this
effect reverses at higher incomes.

Trends

The discussion above highlights the many
mechanisms for hypothesizing how aggre-
gate economic growth, and the evolution of
different sectors of the economy, can influ-
ence economic inequality. Popular lines of
argument have emphasized Lewis-Kuznets



type processes, the race between relative sup-
ply and demand for skills along with house-
hold adjustments to participation, educa-
tion, and fertility; the transitions from
controlled to market-oriented economic
systems; and various forms of power and
bargaining-related views of the world. In
the end, and perhaps not surprisingly, it is
difficult to identify a single overarching
explanation. Until recently, this did not
seem to matter much because there was a
general perception that inequality does not
vary markedly over short periods."” In ear-
lier studies, few countries having data on
inequality over multiple time periods indi-
cated sharp changes.

For countries and regions. Empirical investi-
gation of how inequality evolves in a country
is subject to concerns similar to those for
comparisons of levels (see box 2.5). But there
is a growing sense that the impression of sta-
ble, unchanging income inequality may well
be misleading. A few recent examples of
changing inequality bear mentioning. First,
careful work by Atkinson (2003) has docu-
mented the evolution of inequality in OECD
countries during the second half the twenti-
eth century. He finds that inequality in the
United States has been rising steadily since
the early 1970s (after seeing little change, and
possibly some decline, in the preceding
decades) and has risen dramatically in the
United Kingdom since 1980. Between 1984
and 1990, the Gini coefficient in the United
Kingdom rose by 10 percentage points (but
then did not increase further)—an unprece-
dented increase over such a short time. Else-
where in the OECD, inequality changes have
been less marked. But to the extent that the
early and middle decades of the twentieth
century were associated with declining
inequality in these countries, this trend
seems to have halted by the century’s later
decades.

Second, inequality in China was
markedly higher at the end of the 1990s
than it had been in the early part of the
1980s. In general, the recent evidence in
East Asia suggests that inequality has risen
faster in the second round of high growth
Asian economies—such as China and Viet-
nam—than had been observed in the first
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round—Hong Kong (China), Republic of
Korea, Malaysia, Singapore, and Taiwan
(China). A complete picture of the factors
behind this process is as yet unclear.
Although it is likely that at least part of the
story is linked to intersectoral transfers, as
emphasized by Lewis (box 2.6), Ravallion
and Chen (2004) indicate that inequality in
China grew fastest during periods when
economic growth and poverty reduction
were slow. They argue that China provides
little support for the view that rising
inequality is inevitable with rapid economic
growth and poverty reduction.

Third, South Asia has generally been
perceived as a region with relatively low
inequality. This probably is due, in part, to
inequality being measured by consump-
tion. In this region, too, the prevailing view
has been that inequality changes little over
time. But the stylized fact of low and stable
inequality in South Asia has also been chal-
lenged. In India, the largest country in the
region, some uncertainty remains over how
inequality has evolved, because of well-
publicized issues concerning data compa-
rability over time."* The best available esti-
mates suggest that inequality in India has
been rising, but with no solid assessment of
by how much."

In Bangladesh, Nepal, and Sri Lanka,
however, recent and reliable data show very
large increases of inequality in the late
1980s and 1990s. In Bangladesh, income
inequality (as opposed to consumption
inequality) has been documented to have
risen from a Gini of 0.30 to 0.41 between
1991 and 2000.'° In Sri Lanka, the increase
in consumption inequality has been very
similar, from 0.32 to 0.40 between 1990 and
2002." And, in Nepal, the Planning Com-
mission has produced estimates suggesting
that consumption inequality rose from 0.34
to 0.39 between 1995-6 and 2003—4."® Only
in Pakistan is the evolution of inequality
not clear, because of difficulties with data
comparability.

In other regions of the world, the recent
picture on inequality trends is more diffi-
cult to summarize. For Latin America, De
Ferranti and others (2004) indicate that
inequality increased in most countries, by a
sizable margin, during the “lost decade” of
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the 1980s. But during the 1990s, inequality
continued to rise in only about half of the
countries in the region, and less rapidly. The
authors note that, in Argentina, inequality
has risen sharply in the growth period and
during the crisis years. In Brazil and Mex-
ico, the 1990s witnessed some small
declines. In Eastern Europe and Central
Asia, changes in inequality during the early
1990s, associated with the transition to the
market economy, have been difficult to doc-
ument systematically because of data prob-
lems, according to World Bank (2000c).
Between 1998 and 2003, consumption
inequality declined in the former Soviet
Union countries (with the exception of
Georgia and Tajikistan), while there was no
clear trend in eastern and southern Euro-
pean countries (World Bank, 2005a). In
Africa and the Middle East, it is difficult to
point to broad trends, largely because of
concerns with data comparability over
time.

To what extent does our examination of
levels and trends in income inequality bear
on the themes of this report? This report is
most concerned about changes in inequali-
ties in incomes, and other specific dimen-
sions, if these dimensions are associated
with changes in underlying inequalities of
opportunities. Rising income inequality in
Russia during the 1990s, for example, is of
concern precisely because of its strong asso-
ciation with rising political influence and
state capture.

But this is not inevitably the case. A
recent study of income distribution dynam-
ics in six East Asian and Latin American
countries by Bourguignon, Ferreira, and
Lustig (2005) decomposes income distri-
bution dynamics into the underlying driv-
ing forces. They show that complex and
country-specific  interactions  between
powerful underlying social and economic
phenomena imply that distributional expe-
riences must be assessed country by country.
For example, improvements in education
(equalizing opportunities) may be associ-
ated in one case with falling income inequal-
ity—Brazil or Taiwan, China—but in
another country with rising inequality—
Indonesia or Mexico. Our assessment of
the equity implications of changes in

income inequality will thus differ across
countries.

Across generations. Our assessment will also
depend on the degree to which inequalities
are transmitted across generations. The
study of intergenerational transmission of
welfare is not straightforward, because of
the scarcity of datasets containing informa-
tion on various generations of adults in the
same family. Data from long panels are rare,
and questions about family background of
individuals are not always asked in surveys
(the Brazil data described in box 2.1 are a
rare exception). Information about educa-
tion or occupation for various generations
can be captured relatively easily in recall
questionnaires. But information about
other dimensions, such as the incomes,
earnings, or even health status of earlier
generations, is not easily remembered by
individuals (not least because they often
change during a lifetime). The scarcity of
intergenerational data is particularly strik-
ing in developing countries. Even though
the persistence of inequalities across gener-
ations is often thought to be much more
acute in developing countries, studies on
intergenerational mobility in the develop-
ing world remain few and far between.

Even when the data exist, differences in
methodologies and data often limit the
scope for comparisons across countries.
The most widespread measure of intergen-
erational mobility in the economics litera-
ture is the intergenerational earnings elas-
ticity, or the elasticity of sons’ earnings
with the earnings of their parents. This
measure generally comes from a log-linear
regression of sons’ earnings (although it
could also be income or years of schooling)
on fathers’ observed earnings (or its pre-
dicted value using such other information
as education or occupation). The closer the
elasticity is to zero, the more mobile the
society is supposed to be. This elasticity has
been widely used in the U.S. literature,
where longitudinal data are relatively
abundant. And for comparability, it has
also been calculated in most other coun-
tries’ recent studies.'’

Until recently, estimates of the intergener-
ational elasticity of earnings were thought to



be around 0.4 in the United States, suggest-
ing a reasonably mobile society in incomes.”
More recently, however, Mazumder (2005)
uses new data and recent econometric tech-
niques to correct for transitory fluctuations
in earnings—he shows that the previous esti-
mates of intergenerational elasticity were
biased downward by about 30 percent. He
argues that the true estimate is somewhere
around 0.6 for the United States.

An intergenerational elasticity of 0.6 com-
pared to 0.4 paints a dramatically different
picture of mobility in American society. For
example, it implies that a family whose earn-
ings are half the national average would
require five generations instead of three
before it substantially closed the gap. Obvi-
ously a difference of two generations, or
about fifty years, is quite substantial and sug-
gests the need to examine policies that foster
greater mobility.”!

In parallel analyses, estimates of inter-
generational mobility in Canada, Finland,
or Sweden, among others, have tended to
report elasticities closer to 0.2 or lower, sug-
gesting that these societies are considerably
more mobile than the United States. A rela-
tively early study of mobility in the United
Kingdom (Atkinson, Maynard, and Trinder
1983) reports an elasticity of 0.43, while a
more recent study by Dearden, Machin, and
Reed (1997) estimates an elasticity of 0.57.
These studies indicate that people in the
United Kingdom are about as mobile as
those in the United States. Because of the
data limitations, only a few exceptional
studies on intergenerational earnings elas-
ticities for less-developed countries have
been carried out. These provide evidence of
relatively low mobility.”

In another literature review of cross-
country differences in intergenerational
earnings mobility, Solon (2002) asks
whether there is any link between cross-
sectional inequality within a generation
and the intergenerational transmission of
inequality. Although there is greater cross-
sectional inequality in the United States
and the United Kingdom than in Sweden
or Finland, Canada also has relatively high
inequality. The evidence needed to pro-
vide a clear answer to this question is
therefore still fragmentary, and only “con-
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tinuing research (on international evi-
dence of intergenerational mobility) will
improve our understanding of why the
intergenerational transmission of eco-
nomic status is strong in some countries
and weak in others.”*

The intergenerational transmission mech-
anisms of inequalities will differ across coun-
tries and within countries across different
population groups. As described above,
Mazumder (2005) points to rather low lev-
els of intergenerational mobility in the
United States. He also highlights an impor-
tant racial dimension to this limited mobil-
ity and finds evidence of substantial immo-
bility at the ends of the distribution. He
shows that of the individuals whose fathers
were in the bottom decile of the earnings
distribution, 50 percent will be below the
thirtieth percentile and 80 percent below
the sixtieth percentile. He finds the evidence
to be consistent with the hypothesis that
such immobility “might be due to the
inability of families to invest in their chil-
dren’s human capital due to the lack of
resources.” By contrast, more than 50 per-
cent of the individuals whose parents were
in the top decile will remain above the
eightieth percentile and two-thirds will be
above the median.

In another U.S. study, Hertz (2005) con-
firms the findings of Mazumder (and oth-
ers) on the size of the intergenerational
elasticity. He then shows evidence that it is
largely driven by the especially low rate of
mobility of black families from the bottom
of the income distribution. While only 17
percent of whites born to the bottom decile
of family income remain there as adults, the
corresponding figure is 42 percent for
blacks. He also finds that “rags-to-riches”
transitions from the bottom quartile to the
top were less than half as likely for black as
for white families. He further provides evi-
dence that the black-white mobility gap is
not “appreciably altered by controlling for
parents’ years of schooling.” Last, he pro-
vides evidence that the incomes of black
children are unresponsive to small changes
in parents’ incomes at the bottom of the
distribution.

To recap, summary measures suggest that
even in such developed countries as the

47



48

WORLD DEVELOPMENT REPORT 2006

United States and United Kingdom there is
rather limited intergenerational mobility
across generations. Research in these coun-
tries has highlighted important hetero-
geneities in the patterns of reproduction of
different inequalities across populations
groups. For most developing countries, rela-
tively little is known about intergenerational
income mobility. But given the acute group-
based inequalities in many developing coun-
tries, there appears to be little basis for
expecting much intergenerational mobility.

Agency and equity:

inequalities of power

The foregoing discussion has raised explic-
itly the question of how inequalities are
determined and reproduced. It has pointed
to the potentially important role of group
differences in this process. This focus on
process and the factors that account for the
persistence of inequality over time puts the
spotlight on how much inequality is rooted
in deeper institutions in society—institu-
tions of governance, access to land, control
of labor, market regulation. Chapter 6 deals
with the emergence and effects of such
institutions in more detail. Here we turn to
different kinds of evidence—and tradi-
tions of analysis—to discuss the unequal
capacity of people to influence the form
taken by these institutions and the conse-
quences of unequal institutions for contin-
uing inequality in such capacities. For

poverty the inequalities in capacity to forge
the institution or society can be as impor-
tant as inequalities in health, income, and
education.”*

A recent study of inequalities in gover-
nance in four slums of Delhi found that
access to formal government by slum
dwellers is more available to the better off
and to those who have good contact net-
works.” Community leaders in these slums
facilitate access primarily to their caste
members, and slum dwellers are more likely
to delegate custodianship of their interests
to better-educated community leaders. The
study concludes that because access to
bureaucracy and political representation for
slum dwellers in Delhi is largely the pre-
serve of the better off and better connected,
decisions of formal policymakers do not
seek to represent slum interests as a whole,
producing interventions that do not target
those in most need. The lack of broadly dis-
tributed “voice” thus results in patterns of
resource allocation, and income generation,
that are far from egalitarian.

The nature of this unequal capacity can
be captured through the sociological con-
cept of agency. Agency refers to people’s
capacity to transform or reproduce such
societal institutions. Some of this capacity is
conscious—for example, when interest
groups lobby for a change in land tenure
legislation, or when women refuse to accept
laws around marriage that systematically
disadvantage them. Some of it is uncon-

BoXx 2.7 Inequitable agencies and institutions in Pakistan

A recently completed Human Development
Report for Pakistan provides rich documenta-
tion of the skewed distributional impact of cor-
ruption (United Nations Development
Programme 2003).The report notes that corrup-
tion raises the costs of getting things done—for
setting up a new business, for crossing borders,
for obtaining a driver’s license. In Pakistan these
costs fall most heavily on those least able to
afford them: the poor. According to the Pakistan
Human Development Report, 16.7 percent of
the extremely poor reported paying a bribe to
run their business enterprise, handing over an
average of 6,800 rupees.Only 6.7 percent of the
non-poor paid a bribe, of 9,300 rupees. In rural
areas, the contrast is even starker: 20 percent of

the extremely poor paid a bribe, while only 4.3
percent of the non-poor had to do so.In urban
areas, the extremely poor paid on average 8,700
rupees in bribes, while the non-poor paid only
1,200 rupees.

Similar patterns emerge for mediating dis-
putes.The extremely poor not only pay a higher
price to seek a resolution than the non-poor, but
also they are less likely to receive a satisfactory
outcome (38.5 percent versus 80.8 percent).
Indeed, the fee the extremely poor must pay is
often higher than their annual household
income, leaving many to choose to suffer the
consequences of a dispute even when they are
clearly in the right.In addition, the extremely
poor receive less assistance from the police (the

most immediate representatives of the formal
justice system), who are involved in only 1 per-
cent of their disputes but nearly 5 percent of the
disputes of the non-poor.The poor perceive that
the police will be slow and inefficient in
handling their cases, and they frequently experi-
ence outright harassment and intimidation.
Even to register a case of kidnapping with the
police requires paying a bribe. In these
situations, it is hardly surprising that the poor
find it more expedient to take the law into their
own hands, creating in many urban areas a host
of new problems related to gang violence and
vigilantism.

Source: United Nations Development Programme
(2003).
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BoX 2.8 Legacies of discrimination and the reproduction of inequalities and poverty among the

Batwa in Uganda

The Batwa, who are described in many parts as
pygmy peoples, live in Eastern Uganda, eastern
Democratic Republic of Congo,and Rwanda.
Batwa have been subject to negative stereotypes
since at least 1751, when Edward Tyson
concluded that pygmies were not human but
rather apes or monkeys.They suffer multiple
asset depletion and wide ranging forms of dis-
crimination, a situation that public actions have
at times made worse.Though longstanding forest
dwellers, the British sought to expel them to cre-
ate forest reserves in the 1930s.1n 1991, the
Uganda National Park authorities increased
efforts to enforce this exclusion from forest areas.
Although the World Bank—which was funding
some of the park authorities’ work—required that
the government assess the impact on indigenous
communities and follow defined compensation
procedures, these did not take sufficient account

of power differences among Batwa and other
affected groups, nor consider Batwa preferences.
All communities were viewed as uniform, a prac-
tice that the authorities later recognized “did not
take into account Batwa realities and left them
with nothing” (Zaninka (2003), 170).

Non-Batwa locals have resisted efforts to pro-
vide more appropriate compensation to the
Batwa. A Participatory Poverty Assessment (PPA)
highlighted persistent discrimination, describing
the Batwa as a“group of people who are
despised”and who “have no means of production
such as land, credit and training.They are
regarded by other ethnic groups in Kisoro as a
people with no rights.”This leads to everyday and
institutionalized forms of exclusion, with the
Batwa suffering discrimination in access to both
public spaces and services. While some Batwa
respond to this by organizing themselves, others

respond in ways that—however rational and self-
protecting—often reproduce the extent to which
they are excluded.The same PPA reports some
Batwa children saying that they did not attend
school because it was so unfriendly to them.
When asked what they wanted to do upon com-
pleting school, one child replied that she wished
to be“a cleaner.” Discrimination and prejudice
diminish the capacity to aspire to and imagine a
different future.

Repudiation and discrimination can also
lead the Batwa to self-exclude from the public
sphere.The PPA notes that no Batwa attended
PPA exercises. Non-Batwa locals explained:
“Batwa would never come to such meetings, so
there is no point in mobilizing them.”

Source: Moncrieffe (2005), citing Participatory
Poverty Assessment reports.

scious—for example, when people engage
in land transactions without questioning
them, they reproduce the institutions of
land tenure and the markets in land. When
a disadvantaged group accepts its disadvan-
tage as “taken for granted,” the effect is to
allow the continuing existence of the rela-
tionships that create such disadvantage.

The internalization of disadvantage
leads to pernicious forms of agency that
perpetuate inequalities. From inequalities
in agency come inequalities in power, voice,
and self-confidence—a major part of our
story (box 2.7). Inequalities of agency are as
much products of dominant institutions as
sources of those institutional arrangements.
Maintaining these arrangements both
reflects and produces the distribution of
power among people. As for health, educa-
tion, and income, though, this distribution
can change—and it has. Indeed, it has often
changed in relation to changes in these
other distributions.

Internalization of disadvantage

and inequalities of agency

Recent work on urban slum dwellers in
India®® (and elsewhere)”” suggests that a key
form of powerlessness for the poor involves
living with “negative terms of recognition.”
This concept highlights the conditions and
constraints under which the poor negotiate

the very norms that frame their social lives.
Being so routinely treated with contempt by
government officials, employers, and fellow
citizens—and encountering such enormous
obstacles to advancement—means that
excluded groups can, over time, come to
subscribe to norms about themselves and
their situation “whose social effect is to fur-
ther diminish their dignity, exacerbate their
inequality, and deepen their lack of access
to material goods and services.”**

In these circumstances, the poor are not
only persistently and overtly discriminated
against. Their problems are further com-
pounded and consolidated by their apparent
complicity in it, their revealed “adaptive
preference”® for menial occupations and
ascription to norms and subservient behav-
iors that only legitimize and perpetuate their
powerlessness. Dire material circumstances,
rational expectations about their limited
prospects for upward mobility, and strong
beliefs about the legitimacy and immutabil-
ity of their situation conspire to create a
vicious circle from which it may be very dif-
ficult for the poor to escape (see box 2.8).”

Inequality traps may cause crime and
violence. First, people who perceive their
poverty as permanent may be driven by
hostile impulses rather than rational pur-
suit of their interests. Second, sensitivity
to inequality, especially by those feeling
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trapped at the bottom, may lead to higher-
risk tactics like crime, when the expected
payoffs from socially legitimate activities
are poor. Third, people may be particularly
sensitive to group-based inequalities. If, for
example, racial heterogeneity and income
inequality are correlated and consolidate
status distinctions in a society, this could
spell potential for violence. Finally, as Mer-
ton (1938) elegantly states,

... when a system of cultural values empha-
sizes, virtually above all else, certain common
symbols of success for the population at large
while its social structure rigorously restricts
or completely eliminates access to approved
modes of acquiring these symbols for a con-
siderable part of the same population, . . . anti-
social behavior ensues on a considerable
scale. (italics reflect original emphasis)

A lack of upward mobility in a society, com-
bined with a high premium on economic
affluence, results in anomie—a breakdown of
standards and values.”’

Changing between-group inequalities
of agency and institutional power
Inequality of agency often leads to institu-
tions that reproduce such inequality. But
these relationships are not immutable.
There are ample cases in which interven-
tions—by civil society, reformist public
officials, external actors, religious institu-
tions, and others—have given more self-
confidence and assertiveness to disadvantaged
groups, worked against the internalization of
disadvantage, and created new channels for
excluded groups to exercise voice with greater
effect. These changes improve the terms of
recognition for the powerless: they become
recognized by more powerful groups who
otherwise would not acknowledge them at all,
leading to empowerment of disadvantaged
groups in economic, social, and political
realms.

Empowerment can occur in many ways.”>
Change typically occurs through the interac-
tion between the opportunities for action
created by dominant political structures and
the capacity of poorer or middle groups to
engage. The “political opportunity struc-
ture’—that shapes the possibilities for
action—is itself a function of the openness
of political institution, the coherence and

positions of elites, and the effectiveness of
governments to implement approved courses
of action. The capacity of subordinate groups
is influenced by their “economic” capital—
their education and economic resources—
their “capacity to aspire,” and the closely asso-
ciated capacity to organize.’

In Indonesia, the Kecamatan Develop-
ment Project (KDP) illustrates change
occurring through action from above and
below: it aims to improve the terms of recog-
nition and the political agency of marginal
groups, and to create new institutions for
greater agency to lead to material changes in
patterns of public investment. Consistent
with the ongoing process of democratization
in Indonesia, the source of change comes
from public policy rather than nongovern-
mental action, allowing the project to oper-
ate on a large scale (see also focus 4 for exam-
ples of change occurring at the local level).

A recent study’® of the efficacy of the
KDP on challenging and changing the
terms of recognition of participants sug-
gests that it does provide villagers with a set
of deliberative routines for more equitably
managing the conflicts it inevitably trig-
gers.”® These routines introduce marginal
actors to more equitable spaces of engage-
ment with more organized and influential
actors. But building this conflict manage-
ment capacity among marginal groups
depends on more than just forging collabo-
rative routines. It also requires a set of
rules—defined by the KDP—that limit the
unfair exercise of power by dominant
groups. With the KDP cultivating collabo-
ration and tangible points of political
power for marginalized groups, the results
include a well-functioning school or med-
ical clinic but equally important a style of
group (re)definition and defense.

Changes in the agency of indigenous
peoples in Ecuador since the 1960s provide
another example in which mobilization
from below came to change national and
local structures. These changes are clear at
both local and national levels. In the 1960s
in the Andean province of Chimborazo,
the indigenous Quichua people suffered
multiple deprivations. They were subject
to everyday forms of violence and to dom-
ination and racism in their interactions



with other ethnic groups and with author-
ities.”® Power was concentrated in the tri-
umvirate of landowner, priest, and local
government authority. Much indigenous
labor was tied to large rural estates on
which labor relations were sometimes vio-
lent and returns to labor manifestly unfair.
Life expectancy was short, alcoholism
severe, and children’s access to education
and health acutely constrained.

At the start of this twenty-first century,
indigenous people now occupy several
county mayorships and have a majority of
councilors in several counties. The provin-
cial prefect is also Quichua. Similarly at a
national level, former leaders of national
indigenous people’s organizations are now
ministers. And the national Confederation
of Indigenous Nationalities of Ecuador has
control of the directorate of bilingual edu-
cation, the indigenous development coun-
cil, and the office of indigenous health. It
also played a big part in negotiating and
administering a World Bank and Interna-
tional Fund for Agricultural Develop-
ment—supported national Program for the
Development of Indigenous and Afro-
Ecuadorian Peoples. By any calculation,
power relationships have changed in
Ecuador, becoming more equitable, with
indigenous people participating more
completely (and more equitably) in their
society.

The inequality trap for women

Unequal opportunities in health, education,
economic welfare, and political agency can
be readily observed in most developing
countries. The preceding sections have
emphasized that these different manifesta-
tions of inequity are not generally inde-
pendent from one another and that this
interdependence can replicate inequalities
over time. This interrelationship can be
vividly illustrated by examining the nature
and implications of the inequality that traps
many women in developing countries.

Men and women around the world have
starkly different access to assets and opportu-
nities, reinforced by unequal norms and
social structures, perpetuating gender differ-
ences over centuries. Gender inequity directly
affects the well-being of women and deci-
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BOX 2.9 Sexratiosand “missing women”

Gender inequity causes many societies to
display some preference for male children.
But the “son preference”is strong enough
to result in substantial excess female child
mortality in parts of East and South Asia—
leading to the phenomenon of what
Amartya Sen calls “missing women.” (Sen,
1990). In China and India the practice of
female infanticide was noted at least a
century ago, and in the Republic of Korea
and India high juvenile sex ratios (the pro-
portion of male to female children below
the age of 4) have been documented since
the first modern censuses were taken. By
contrast there seems to be little son pref-
erence in Southeast Asia or in most other
parts of the developing world.

The reasons for this seem to stem from
rigid patrilineal inheritance systems. While
most societies deny women inheritance
rights, in other parts of the world there is
some flexibility in these rules.In peasant
Europe and Japan, for instance, women
could inherit land if their parents had no
sons. Despite egalitarian laws, customary
practices in China, the Republic of Korea,
and northwest India permit a man, if he
does not have sons, to adopt one from
other male kin.In the past, it would also
have been possible to take another wife.
The driving motivation is to use whatever
means possible to continue the male fam-
ily line.Thus, girl children are undervalued.

During pregnancy, sex-selection may
lead to aborting female fetuses, reflected in
sex ratios at birth that are more masculine
than the biological rate of 105 boys for
every 100 girls. Sex-selection can also hap-
pen through infanticide, although the data
make it difficult to distinguish between
selective abortion and infanticide. The third,
and most common, mechanism is the neg-
lect and other practices that result in higher
mortality rates for girls than boys during
early childhood.””

In China, intense efforts by the govern-
ment resulted in a brief improvement in the
sex ratio during 1953-64 (see figure to the
right). But since the 1980s it has steadily

Juvenile (newhorn to four years old) sex ratios in
China, the Republic of Korea, India, and Punjab
and Haryana, 1950-2000
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risen. In the Republic of Korea stark declines
have become only apparent in the last
decade—perhaps because of
improvements in labor market opportuni-
ties for women. India, as a whole, does not
have juvenile sex ratios that are far different
from many other parts of the world. But
northwest India has seen some particularly
worrying trends, with sex ratios sharply ris-
ing between 1981 and 2001, much attribut-
able to the higher incidence of sex-
selection in abortion. Other parts of India,
especially the south, have more equitable
labor markets and fewer restrictions on
women'’s mobility and inheritance.

Source: Das Gupta and others (2003).

sions in the home, affecting investments in
children and household welfare (box 2.9).
Gender inequity is the archetypical
“inequality trap.” Most societies have norms
that preserve the prevalent social order, delin-
eating different roles and spheres of influence
for men and women. The male sphere is typi-
cally outside the home in market work and
social interactions that enhance the family’s
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status and power. The female sphere is usually
inside the home—looking after household
work, rearing children, and contributing to
the stability of the household. So, women’s
activities serve primarily as inputs into the
household’s collective well-being, while men
are ostensibly at its center—its breadwinners
and its link to the larger world where eco-
nomic and social status are determined.

Marriage and kinship systems preserve
these structures of patriarchy. Most societies
are “patrilocal,” with women moving from
their parents to their husband’s home after
marriage. Marriage can therefore be thought
of as a framework that serves to exchange
women between households, and marriage
decisions are made with a view toward ensur-
ing that this exchange of women promises the
maximum gain to both households. The
man’s household is the point of reference—
while the woman is simply an input into the
processes for households controlled by men
to generate economic and social returns.”®

Inheritance tends to be consistent with
this pattern. Most societies are not just
patrilocal—they are also patrilineal, with
inheritance and property rights primarily
passed on to men. The majority of countries,
outside of Europe and Central Asia and Latin
America and Caribbean, restrict inheritance
rights to women.” Some countries have leg-
islation that guarantees equality in inheri-
tance laws. But these laws often are not
enforced, and real authority over decisions
on inheritance rests in the hands of village
elders and chiefs, who follow customary
practices that discriminate against women.

Most countries that have unequal inheri-
tance laws also have unequal property rights
regimes.”’ Indeed, the vast majority of land
owners are men.*' Many societies compound
this by denying women the right to divorce.
This inequality in property rights regimes
persists even in countries where agricultural
production depends heavily on women’s
labor, such as many in Sub-Saharan Africa.
In Cameroon, women make up more than
51 percent of the population and do more
than 75 percent of the agricultural work, but
they are estimated to hold fewer than 10 per-
cent of all land certificates.*> So, if women
work on farms, they are usually working on
farms owned by men.

In addition to being denied inheritance
and property rights, women in many soci-
eties face restrictions on their mobility. For
example, in the state of Uttar Pradesh in
northern India close to 80 percent of
women require their husband’s permission
to visit a health center, and 60 percent have
to seek permission before stepping outside
their house.”” These mobility restrictions
may be socially imposed, as with gunghat
among Hindus—or have religious sanc-
tions, as with purdah among Muslims. Such
practices are not just socially enforced, they
can be internalized by women who treat
them as marks of honorable behavior. These
norms are transmitted by parents to their
children, ensuring their continuity over gen-
erations; in many societies, they are enforced
by older women in the community.**

Restrictions on mobility and rules of kin-
ship and inheritance help shape social per-
ceptions about women’s roles. If women are
socially and economically directed to focus
their attention and energy on activities in the
home, this is not just what men expect of
them—it is also what other women expect of
them. In much of the developing world,
women’s participation in the labor market is
more a function of adversity than active
choice—because husbands cannot earn an
adequate income or because of an unantici-
pated shock, such as a childs illness.
Bangladeshi women described it this way,
“Men work to support their families, women
work because of need.”* Women around the
world participate in a fair amount of market-
based activity for a wage, but they have to con-
tinue to perform most household chores (fig-
ure 2.13). They thus face a time squeeze,
spending more time at work, both in and out
of the home, than men do.

Because social and economic factors
determine women’s life chances more in mar-
riage than in labor markets, parents invest less
in their human capital. Throughout the
developing world, women are much less
likely to be enrolled in secondary school or
university than men.*® So, they typically work
in less lucrative occupations. Moreover, labor
markets may themselves be discriminatory,
paying women less than men for the same
work. For these reasons, even when women
participate in the labor market, they earn less



than men. Low earnings are a further disin-
centive for women to enter the labor market,
perpetuating traditional social roles.

Inequality in the home

For a long time, economists did not ade-
quately recognize that gender inequity has an
impact in the home, and models of the
household assumed that decisions were taken
by one person—with no room for different
choices across spouses. The consequence of
this world view is not just academic. It sug-
gests, for instance, that policy interventions
that attempt to alleviate poverty should not
bother with targeting by gender—or suggests
that taxes on a household will not affect the
allocation of resources within it.

Economists now question this view,
developing models of household decision
making that allow for inequality between
spouses. The new models start with the
assumption that households are efficient, in
the sense that they make decisions that max-
imize the use of the household’s resources.
With this assumption, the models show that
a spouse’s share in household resources is
determined by two factors. The first is the
fallback option for the spouse in the event of
divorce—laws of inheritance, property, and
divorce would matter here. Second is the rel-
ative size of the spouse’s contribution to the
household’s income, which is determined by
their opportunities in the labor market.*” If
husbands and wives have different prefer-
ences, an increase in a woman’s outside
options or in her labor market opportuni-
ties should reflect consumption choices
more in line with her preferences.

Econometric work confirms that an in-
crease in a woman’s relative worth and an
improvement in her fallback options have
effects on consumption patterns.”® The
health of Brazilian children improves when
additional nonlabor income is in the hands of
women.* In the United Kingdom, when leg-
islation ensured that child support payments
were made directly to mothers, expenditures
on children’s clothing tended to rise.”® In
Bangladesh and South Africa, women bring-
ing more assets into the marriage increase
household expenditures on children’s educa-
tion.”! The patterns seem to indicate that,
when women are better off, children seem to

Inequity within countries: individuals and groups

Figure 2.13 Women work longer hours than do men
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Note: Data refers to rural Bangladesh in 1990, urban Colombia 1983, rural Guatemala 1977, urban Indonesia 1992, rural

Kenya 1988, urban Kenya 1986, rural Nepal 1978, urban Nepal 1978, rural Philippines 1975-77, urban Venezuela 1983,
Australia 1992, Austria 1992, Canada 1992, Denmark 1987, Finland 1987-88, France 1985-86, Germany 1991-92, Israel
1991-92, Italy 198889, the Netherlands 1987, Norway 199091, the United Kingdom 1985, and the United States 1985.

benefit more than when men are better off.
The most obvious way to explain bargaining
and sharing is to assume that women intrin-
sically care more about children than men do,
but this risks being tautological.

Perhaps the explanation can benefit from
understanding that social and economic dif-
ferences outside the household can matter
not only for determining bargaining power
but also for socially determined perceptions
of what men and women consider impor-
tant. If men and women occupy different
“outside” and “inside” spheres of influence, it
seems to make sense that improvements in
women’s incomes would have a greater
impact on investments in the household.
Improvements in the income of men, by
contrast, are more likely to result in socializ-
ing activities outside the home and in pur-
chases that reflect social status.

Another consequence of this separation
between inside and outside roles is that
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Table 22 Percentage of women who have ever
experienced physical or sexual violence by an
intimate partner

Physical violence Sexual violence

Bangladesh, rural 42

Brazil, urban 27 10
Ethiopia, rural 49 59
Namibia, urban 3 17
Peru, rural 62 47
Samoa 4 20
Serbia and

Montenegro 23 6
Tanzania, urban 33 23
Thailand, rural 34 29

Source: Unpublished data from the WHO Multi-Country Study on
Women's Health and Domestic Violence Against Women obtained
from a presentation by Claudia Garcia-Moreno at the World Bank’s
Conference on Gender-Based Violence. The final published com-
parative report is forthcoming.

Note: Data refer to different time periods. Brazil, Peru, and Thailand
refer to 2000. Reference period for Bangladesh, Ethiopia, Namibia,
Samoa, Serbia and Montenegro, and Tanzania are unknown.

inequalities in the home are also manifested
in differences in access to information,
which can be used to manipulate intra-
household bargaining. In an ethnographic
study of Bangladeshi garment workers,
Kabeer (1997) found that men and women
tried to control information about their
incomes from their spouses so that they
could make purchases without consulting
them. Women may also hesitate to share
information with their husbands, or to col-
laborate efficiently in farming their plots of
land, to retain control over their property. In
studying the farms owned by men and those
owned by women in Ghana, Udry (1996)
found, keeping other things constant, that
women-owned farms were less productive
than those owned by men. When wives and
husbands are not sharing information, or
manipulating the flow of information, they
clearly are not using their resources opti-
mally. In other words, intrahousehold
behavior is not efficient—contradicting an
important assumption in economic models.

The widespread domestic violence in the
family is another type of inefficiency. Recent
World Health Organization (WHO) data
show that both physical and sexual violence
are widespread in diverse parts of the world
(table 2.2). An important reason for domes-

tic violence is that it allows husbands to
institute a regime of terror to control their
wives’ behavior. In India, Bloch and Rao
(2002) find that husbands systematically use
violence as a means of extracting a larger
dowry from their wives. This “instrumental”
use of violence has widespread acceptance
among both men and women. Surveys have
found that large percentages of respondents
in developing countries report that men
have the right to beat their wives when they
answer back or disobey them.”

Gender inequity is thus the result of an
overlapping set of economic, social, cultural,
and political inequalities that reinforce each
other. They cause women to have less access to
property rights, wealth, and education—and
limit their access to labor markets and to
spheres of activity outside the home. This, in
turn, constrains their ability to influence
household decisions. Also limiting this influ-
ence are asymmetries of information in the
household and the use of violence to control
women’s behavior. All of this maintains a clear
demarcation between the roles of women and
men, readily reproduced across generations.

There are some signs that changes in
labor markets and interventions by the state
can break this inequality trap. The develop-
ment of the garment industry in Bangladesh
has resulted in a sharp and visible increase in
women’s access to a lucrative labor market,
expanding their ability to influence house-
hold choices.”” Higher wages for women
seem to compensate for restrictive practices,
such as purdah, by reducing limits on
women’s physical mobility, and increasing
their say in household decision making.”*
Globalization has expanded opportunities
for women in Mumbai and increased their
access to schooling.” A comparative study of
the Philippines, Sumatra, and Ghana found
that patterns of land inheritance and invest-
ments in schooling have became more egali-
tarian because of changes in labor market
opportunities for women.”® And although
China, Republic of Korea, and India started
out with similar discriminatory social struc-
tures, intervention by the state has improved
gender equity much more in China than in
Republic of Korea or India.”’
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In examining the inequality of opportuni-
ties within countries, the previous chapter
emphasize