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The Australian Centre for International Agricultural 
Research (ACIAR) commissions research that leads 
to more productive and sustainable agriculture 
for its developing-country partners. In line with 
Australia’s development-assistance strategy, ACIAR’s 
program of research has adopted a greater focus 
on poverty reduction over the past decade. The 
success of this approach was highlighted in the 
Australian Government’s response to the review of 
aid effectiveness, with the acknowledgement that 
agricultural research remains an important driver of 
agricultural productivity. The Government’s response 
endorses ACIAR’s role in research and recognises the 
impressive results from its work.

There is general consensus that, since 1980, there 
has been a significant reduction in poverty in many 
developing countries, with some countries achieving 
ahead of time the Millennium Development Goal 
of halving extreme poverty by 2015. Many studies 
pointed to the strong link between agricultural growth 
and poverty reduction. Nevertheless, the interest of 
government policymakers and the donor organisations 
in agriculture declined from the 1980s onwards, 
regaining momentum only when the price of staple food 
crops started to rise sharply in the mid 2000s.

This report outlines the poverty experiences of five 
countries— China, India, Indonesia, South Africa and 
Vietnam—all of which have been substantial long-term 
research partners with ACIAR. The poverty status 
of each country was examined in terms of monetary 

(unidimensional) indicators and an emerging alternative 
indicator, the Multidimensional Poverty Index. The 
key linkages between agricultural development 
and poverty reduction are defined, with the forms 
of rural development most conducive to poverty 
reduction examined.

The authors concluded that all the countries studied in 
this report had made substantial progress in reducing 
poverty, although their performance had been uneven. 
While the largest reductions had been achieved in China 
and Vietnam, Indonesia had also made impressive 
progress. Poverty reduction in South Africa was slow 
and heavily dependent on social protection, because 
of the retarded growth in sustainable employment 
generation. India, the country with the largest number 
of poor in the world, had made slow but steady progress 
in poverty reduction.

The report stresses that, regardless of past performance, 
major challenges remain ahead for all five countries. 
Such challenges must be tackled to achieve further 
reductions in poverty and reduce vulnerabilities due to 
external shocks. This advice should prove valuable to 
ACIAR in assessing future program directions.

Nick Austin
Chief Executive Officer, ACIAR

Foreword
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studied in this report have made substantial progress in 
reducing poverty, although their performance has been 
uneven. While the largest reductions have been made in 
China and Vietnam, Indonesia has also made impressive 
progress. Poverty reduction in South Africa has been 
slow and heavily dependent on social protection. India, 
the country with the largest number of poor in the 
world, has made slow but steady progress in poverty 
reduction. Regardless of past performance, major 
challenges remain for all these countries to achieve 
further reductions in poverty and reduce vulnerabilities 
due to external shocks.

Growth in agriculture—an important driver of 
poverty reduction

The literature on poverty concludes that the potential to 
make a significant contribution to poverty reduction is 
related to the composition of, and growth in, economic 
sectors (agriculture, industry, services) in developing 
countries. Most studies also come to the conclusion that 
growth in agriculture is highly beneficial for poverty 
reduction, although the importance of agriculture 
diminishes as economies grow and become more 
diversified.

The importance of agriculture in poverty reduction 
derives from two basic circumstances: (a) the incidence 
of poverty is disproportionately high in developing 
countries, which still rely heavily on agriculture 
for output and employment; and (b) as the poorest 
households also have few assets and no skills, they 
typically rely more on agriculture, and generally face 
many obstacles in connecting with the non-agricultural 
economy for income and employment. As a result, 
poverty in developing countries is primarily rural, as 

Poverty—a multidimensional concept

Poverty is now increasingly acknowledged to be 
a multidimensional concept that encapsulates 
deprivations in several dimensions that limit 
opportunities for a happy, healthy and productive life. 
The key deprivations include income poverty, hunger, 
malnutrition, gender bias, social exclusion, and lack 
of access to education, health services and housing. 
There has been a shift away from focusing only on 
income or consumption towards defining poverty as a 
multidimensional condition and developing adequate 
ways of measuring it over time and across nations. The 
Multidimensional Poverty Index (MPI) launched in 
2010 by the United Nations Development Programme 
(UNDP) and the Oxford Poverty and Human 
Development Initiative (OPHI) at the University of 
Oxford are the latest among several multidimensional 
measures of poverty. Most countries are still using 
poverty measures based on income or consumption, 
primarily for ease of temporal comparisons of progress, 
although some countries have expressed a clear 
intention of adopting the MPI in the future. Vietnam is 
one such example.

Poverty has declined, but challenges remain

The incidence of poverty depends on the particular 
measures used, but there is general consensus that, since 
1980, there has been a significant reduction in poverty 
in developing countries, some of which have achieved 
ahead of time the Millennium Development Goal of 
halving extreme poverty by 2015. All the countries 

Executive summary
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poverty, but non-agricultural growth is more powerful in 
reducing poverty among the better-off poor (i.e. income 
≤US$2.00 per day). The effectiveness of agriculture 
in reducing extreme poverty is also known to decline 
as countries become richer and as income inequality 
increases, but whether this is due to the declining role of 
agriculture in overall production or to a declining impact 
of each additional unit of agricultural value-added on 
poverty is a matter requiring further examination.

The variable importance of agriculture in 
reducing poverty

The poverty-reducing impact of agriculture varies 
across countries for several reasons, including the 
types of agriculture, the relative size and growth rate 
of agriculture in comparison with the non-agriculture 
sectors, the level of public and private investment in 
agriculture, and the level of government policy support.

China

Agriculture is recognised as having been the major 
source of poverty reduction in the initial stages of 
China’s rural reforms in the 1980s, when the household 
responsibility system, combined with supportive 
policies, public investments in infrastructure, and 
research and development, unleashed massive gains in 
agricultural productivity. A related aspect of agricultural 
growth in China is that it reduced urban–rural income 
disparities, whereas industrial growth accentuated 
them. Some estimates suggest that, if the same aggregate 
growth rate had been balanced across China’s economic 
sectors, the same reduction in poverty rates could have 
been achieved in half the time—10 years rather than 20 
(Ravallion 2008).

India

Growth rates in Indian agriculture have been modest, 
ranging from 2.6% per annum in the 1950s, falling to 
1.7% in the 1970s, rising to 2.0% in the 1980s, then rising 
for the first time to, and staying at, 3.2% per annum in 
the 1990s and in the 2000s. A 4.0% target for agricultural 
growth was set in the 11th Five Year Plan, but on the 
basis of the Mid-term Appraisal of the 11th Plan, it is 
now accepted that the best that can be expected is about 

nearly 72% of those in poverty in these countries live 
in rural areas (IFAD 2010). In Sub-Saharan Africa the 
figure is 75% and in South Asia it is more than 80%. 
Social and economic exclusion further reduces 
alternative opportunities that may be open to certain 
minority groups, including women, youth, ethnic 
minorities and Indigenous people. Thus, by providing 
a greater share in employment of the poor and the 
unskilled workforce, agriculture plays, either directly 
or indirectly, a crucial role in making economic growth 
more pro-poor.

The impact of agriculture on poverty reduction depends 
on the interaction of several effects. First of all, the 
direct effect of growth in the agriculture sector is to 
raise the income levels of those employed in this sector. 
Many poor people have a marginal attachment to 
employment in agriculture, and growth in the sector 
will provide them with more substantial and/or better 
remunerated employment. Second, how much the poor 
people benefit from agricultural growth depends on the 
rate and nature of their participation in agriculture. This 
remains high in many developing countries, but can 
vary, depending, for example, on the type of agriculture 
or the ownership structure in a particular location. 
In India, for instance, rapid growth rates in livestock 
agriculture have contributed to poverty reduction 
because of the high labour intensity of this subsector. 
Third, growth in agricultural incomes generally will 
provide increased demand for both rural and urban 
services in surrounding areas, some of which (e.g. 
construction, transport and personal services) can be 
provided by poor people.

Many studies provide empirical support for the view 
that agricultural growth has been a major driver of 
poverty reduction in the developing world. In addition 
to agriculture and construction, some services also help 
in poverty reduction by employing unskilled workers. 
In Indonesia, for example, urban services have been 
identified as the most important source of poverty 
reduction, although whether the growth in these 
services can be linked to the expansion of agriculture 
needs to be explored further.

In recent years, some studies have provided more 
nuanced, and qualified, support for the role of 
agriculture in poverty reduction, by suggesting that 
growth in agriculture plays a leading role in the 
reduction of extreme (i.e. income ≤US$1.25 per day) 
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2005 still almost half of South Africans were living in 
poverty, according to the national Cost of Basic Needs 
poverty line. Thanks to the social protection programs 
put in place by the Government of South Africa, access 
by poor households to most of the basic services has 
increased significantly since 1994, but the poorest 
households still lack adequate access to all assets, in 
particular to piped water and flush or chemical toilets.

South Africa is very different from the other four 
countries studied, as its economy consists of an 
advanced, modern sector coexisting with typical 
developing-country institutions and problems. In 
agriculture, this is manifested in a mix of large-scale 
commercial agribusiness and small-scale agriculture, 
together with rapid structural change. As a result of 
the structural transformation that has occurred in the 
South African economy, only 5.1% of South Africa’s 
workforce is employed in agriculture, and this sector 
lost 594,000 jobs between 1995 and 2009.

The South African economy is going through a difficult 
period. While employment in commercial agriculture 
has fallen, growth of the non-agriculture sectors has not 
been rapid enough to absorb the growth in the labour 
force. Employment growth has been concentrated in 
two main sectors—wholesale and retail trade, and 
financial and business services—which are together 
responsible for two-thirds of total employment growth 
since 1994. Despite the emphasis given by the South 
African Government on the role of agriculture in 
contributing to economic growth and job creation, the 
scope for this might be limited unless several issues are 
resolved. The most critical include support for emerging 
farmers, in terms of skills development, improved 
support and extension services, improved access to 
financial services, and further progress with the land 
redistribution process.

Vietnam

According to standard income measures, the poverty 
rate in Vietnam fell from 58.1% in 1993 to only 19.5% 
in 2004. While alternative measures may give different 
results, the overall finding of a substantial reduction 
in poverty in Vietnam over the past two decades or so 
is widely endorsed. It is also clear that agriculture has 
played a key role in this reduction—rapid growth in 
Vietnam’s agriculture (4.1% per annum growth over 
1990–2008) has opened pathways out of poverty for 

3.0%. In recent years, growth in India’s gross domestic 
product (GDP) has been driven by the services sector, 
but employment in this sector has been growing at a 
slower pace than its output. Furthermore, the poor and 
the unskilled cannot find employment in the rapidly 
growing, high-skill areas of the services sector.

India’s agriculture sector is dominated by the crops 
subsector, which accounts for more than 42% of the 
total value of agricultural output. The other subsectors, 
with their shares in total agricultural output in brackets, 
are livestock (24%), horticulture (20%), forestry 
(10%) and fisheries (4%). The livestock subsector has 
been growing strongly since 1980, and this growth 
is considered to be particularly helpful for poverty 
reduction, and gender and social equity. This subsector 
employs about 21 million people. It is an important 
source of livelihood for smallholders and landless 
labourers. The distribution of livestock is also more 
egalitarian than that of land.

Indonesia

In Indonesia, growth in agriculture has been found to 
be not the most effective source of poverty reduction. 
Growth in urban services appears to have had a 
greater impact on poverty reduction, in both urban 
and rural areas, than growth in agriculture. The role 
of agriculture sector growth nevertheless remains 
important in reducing poverty in rural areas, and 
two factors may qualify the finding about the relative 
impacts of agriculture and urban services. One is that 
the geography of Indonesia’s urban centres may have 
a bearing on the role of urban services in poverty 
reduction. In other words, it appears that large numbers 
of rural poor in Indonesia may be able to engage in 
urban services without the need to migrate, longer term, 
to urban areas, and the growth in those services may be 
influenced by the level of agricultural incomes. Equally 
important is the point that the neglect of agriculture in 
Indonesia may also have contributed to the inability of 
agriculture to contribute more to poverty reduction.

South Africa

The incidence of both absolute and relative poverty 
in South Africa has declined since the advent of 
democracy, not only in aggregate but also for the 
largest population group, namely Africans. The gains 
in terms of income have been modest, however, and by 
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Working Group believes (UN WEHAB 2002) that the 
donor organisations dropped agriculture as a priority 
for world development in the 1990s, when agriculture in 
the developed countries was considered to be associated 
with overproduction, environmental pollution and 
budgetary subsidies. Many developing countries 
took this as a lead and also dropped agriculture as a 
priority. It is suggested that, together, these factors 
pushed agriculture into the low-priority sectors when 
development strategies were focused on export-oriented 
manufacturing and services as the key drivers of 
national economic growth.

One result has been a substantial decline in public-
sector support for agriculture. Because private 
investment has not flowed in to fill the gap, agriculture 
and the broader rural economy in most countries have 
suffered from the withdrawal of public investment.

In common with the worldwide trend, public 
investment in Indian agriculture also fell, and the sector 
drifted into relative policy neglect from the 1990s 
onwards. Growth in agricultural productivity also 
decelerated during the same period and this continued 
up to the middle of the last decade. Agriculture in 
Indonesia has also suffered from policy neglect after the 
Asian Financial Crisis of 1997–98 as the government’s 
agricultural policy became narrowly focused on 
achieving self-sufficiency and price stability for the 
import-competing commodities, particularly rice, 
sugar and palm oil. The Indonesian Government has 
used input subsidies and export taxes to achieve these 
objectives, and both of these policy instruments have 
been shown to be highly inefficient and inequitable 
means for supporting rural incomes.

In China, the ‘urban biases’ in government development 
strategy and the policy neglect of agriculture are 
contributing to the persistence of rural poverty. 
Institutional reforms have also suffered from policy 
neglect in China. For example, private ownership of 
agricultural land is still subject to many constraints 
that severely limit economic opportunities available 
to the rural population. Currently, farmland cannot 
be mortgaged or sold, limiting the ability of a farmer 
to raise loan capital for either education of children or 
investment in new technologies on the farm.

It is encouraging to note that, in recent years, interest 
in the development of agriculture appears to have 
increased, partly because of the increases in food 

farming households. A central reason for Vietnam’s 
success in poverty reduction appears to lie in the 
pattern of development and the nature of Vietnamese 
institutions in rural areas, which involve a relatively flat 
and equitable land distribution and powerful ruling 
groups in the rural areas that were not dependent upon 
control over land for their positions.

The government’s Resolution 10 in 1988 promoted 
privatisation in agriculture, on which more than 70% 
of its population depended. Under this resolution, 
the distribution of lands was relatively equitable in 
proportion to the size of the farming household. Food 
production, which was essential for poverty reduction 
over the 1990s, increased from 19.5 million tonnes 
in 1988 to 21.7 million tonnes in 1991, 32.1 million 
tonnes in 2001 and 39.5 million tonnes in 2005, a rate 
of growth in food production that was unprecedented 
in the country’s recent history. The Land Law of 1993 
also played a substantive role in reducing poverty 
by allowing land-use rights to be legally transferred, 
exchanged, mortgaged and inherited. The near-universal 
literacy and selected technical and higher education has 
also helped to attract foreign investors and facilitated 
industrial and technological development in Vietnam.

Agriculture has been neglected by policymakers 
and investors

It is widely acknowledged that the interest of both 
government policymakers and the donor organisations 
in agriculture declined from the 1980s until there was 
a new resurgence of interest when food prices started 
rising in the mid 2000s.

Some observers have associated this neglect of 
agriculture with a broader shift in economic strategy 
in many countries that occurred in the 1980s, focused 
single-mindedly on reduction in budget deficits and 
resulting in a reduction in public investment, especially 
in agriculture. Others, including the World Bank, 
have attributed the falling productivity in agriculture 
and the poor performance of many agricultural 
development projects to the decline in the world price 
of food and the rising appeal of East Asia’s export-led 
manufacturing growth miracle. The United Nations 
Water, Energy, Health, Agriculture and Biodiversity 
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The role of research and development (R&D) in 
agricultural progress and eventually in poverty 
reduction needs a special mention. The challenges 
facing agriculture in most developing countries 
include raising crop yields, increasing the efficiency of 
energy and water use, improving product quality and 
protecting the environment. Meeting these challenges 
requires new and innovative technologies and processes 
that are suited to the local conditions in different 
countries. Pioneering work by scientists in developing 
high-yielding varieties of wheat and rice in the 1960s 
revolutionised the crops subsector of agriculture in parts 
of India and Pakistan. Australian researchers have also 
contributed significantly to these challenges. Further 
effective investment in agricultural R&D across many 
countries will be necessary if the potential of agriculture 
to meet emerging food needs and to contribute to 
poverty reduction is to be realised.

prices, concerns about food security in some regions 
and the impact of growing demand for biofuels. An 
important part of this revival of interest in agricultural 
development is also due to the efforts of organisations 
such as the International Fund for Agricultural 
Development, the Food and Agriculture Organization 
of the United Nations, the Organisation for Economic 
and Co-operation and Development, United Nations 
agencies and the World Bank.

The task ahead

The fact remains that, given the high concentration of 
the world’s poor in developing countries and in rural 
areas within them, further substantial reduction in 
poverty requires lifting the growth of the agriculture 
sector through increased agricultural productivity and 
within a social context that will best facilitate flow-on 
to the poor. Agriculture still provides employment to 
a large proportion of the workforce, and growth in the 
non-agricultural economies of developing countries 
cannot absorb all the surplus labour from agriculture, 
especially for the poorest workers. In other words, a 
transitional period is needed during which agriculture 
will continue to sustain employment at higher 
levels. Further work is needed to better understand 
the economic and social conditions under which 
agricultural growth facilitates poverty reduction.
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reduction. This discussion shows that all the countries 
studied in this report have made substantial progress 
in reducing poverty, although their performance 
has been uneven. While the largest reductions have 
been made in China and Vietnam, Indonesia has also 
made impressive progress. Poverty reduction in South 
Africa has been slow and heavily dependent on social 
protection. India, the country with the largest number 
of poor in the world, has made slow but steady progress 
in poverty reduction. Regardless of past performance, 
major challenges remain for all these countries, if they 
are to achieve further reductions in poverty and reduce 
vulnerabilities due to external shocks.

The contribution of agriculture to poverty reduction is 
discussed in Chapter 4, where the extensive literature on 
this subject is reviewed. It is clear from this review that 
there is no linear relationship between rates of economic 
growth and poverty reduction, and that sectoral 
composition of economic growth is an important factor 
in poverty reduction. Most studies have concluded that 
growth in the agriculture sector is highly beneficial for 
poverty reduction, although some recent studies have 
also found that the importance of agriculture diminishes 
as economies grow and become more diversified. 
The finding of this recent literature is that growth 
in agriculture plays a leading role in the reduction 
of extreme poverty (income ≤US$1.25 per day), but 
non-agricultural growth is more powerful in reducing 
poverty among the better-off poor (income ≤US$2.00 
per day).

This discussion also shows that the poverty-reducing 
impact of agriculture varies across countries, 
depending on the types of agriculture, the relative size 
of agriculture in the national economy, growth rates 
of agriculture in comparison with the non-agriculture 
sectors, the level of public and private investment 
in agriculture and the level of government policy 

In spite of the impressive progress made in some 
developing countries, particularly China and Vietnam, 
poverty remains a universal challenge. For the 
developing countries of South Asia and Sub-Saharan 
Africa, where the highest proportion of world’s poor 
is concentrated, the challenge of reducing poverty is 
particularly daunting. Economic growth in these regions 
has been feeble and there has been a deceleration in the 
growth in the agriculture sector.

The consequences of the global financial crisis and 
the subsequent recession, which have added some 
64 million more people to extreme poverty according to 
the World Bank’s World Development Indicators 2010, 
have substantially increased the challenge of meeting 
the targets of the Millennium Development Goals 
(MDGs). The effects of the crisis were transmitted from 
high-income economies to developing economies as 
exports, private capital flows, commodity prices and 
workers’ remittances declined. The aim of this report is 
to assess the role that agricultural growth has played in 
poverty reduction in the past and what role it can play 
in the future.

How poverty is measured is a central issue in assessing 
how and where poverty has been reduced. Poverty can 
be measured in several different ways. Recently the 
focus has turned to multidimensional poverty and to the 
Multidimensional Poverty Index (MPI) launched by the 
United Nations Development Programme (UNDP) and 
the Oxford Poverty and Human Development Initiative 
(OPHI) at the University of Oxford in 2010. These 
issues are discussed in Chapter 2. Chapter 3 details 
the incidence of poverty in the five countries covered 
in this study, using both monetary (conventional) and 
multidimensional measures. These particular countries 
were selected due to their different development models, 
sectoral composition of national output, variable 
success in poverty reduction, and strategies for poverty 

1 Introduction
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A central reason for Vietnam’s success in poverty 
reduction appears to lie in the pattern of development 
and the nature of Vietnamese institutions in rural 
areas, which involve a relatively flat and equitable land 
distribution and powerful ruling groups in the rural 
areas that were not dependent upon control over land 
for their positions.

These findings about the role of agriculture in poverty 
reduction need to be tempered by the fact that the 
agriculture sector suffered from neglect by policymakers 
and investors during the 1980s and 1990s. Some 
observers associate this neglect with a broader shift in 
economic strategy in many countries. This occurred in 
the 1980s and focused single-mindedly on reduction 
in budget deficits and resulted in a reduction in public 
investment, especially in agriculture. Others, including 
the World Bank, attribute the falling productivity 
in agriculture and the poor performance of many 
agricultural development projects to the decline in 
the world price of food and the rising appeal of East 
Asia’s export-led manufacturing growth miracle. The 
United Nations Water, Energy, Health, Agriculture and 
Biodiversity Working Group believes (UN WEHAB 
2002) that the donor organisations dropped agriculture 
as a priority for world development in the 1990s, when 
agriculture in the developed countries was considered 
to be associated with overproduction, environmental 
pollution and budgetary subsidies. Many developing 
countries followed the lead of the developed world 
and also dropped agriculture as a priority. These issues 
are discussed in Chapter 6. The need for, and the role 
of, new investments in agricultural R&D, innovation 
and rural institutional development in rejuvenating 
the agriculture sector in developing countries are also 
discussed in this chapter. Chapter 7 provides a summary 
of the main conclusions.

support. These features of agriculture in the selected 
five countries and their impact on poverty reduction 
are discussed in Chapter 5. It is noted that growth 
rates in Indian agriculture, which is dominated by 
smallholders, have been modest. The crops subsector 
dominates India’s agriculture, accounting for more 
than 42% of the total value of agricultural output. The 
livestock subsector—employing about 21 million people 
and contributing 24% of total value of output—has 
been growing strongly since 1980 and this growth 
is considered to be particularly helpful for poverty 
reduction and gender and social equity. Agriculture 
is also recognised as having been the major driver of 
poverty reduction in the initial stages of China’s rural 
reforms in the 1980s, when the household responsibility 
system, combined with supportive policies, public 
investments in infrastructure and research and 
development (R&D) unleashed massive gains in 
agricultural productivity. Agricultural growth in China 
during this period also helped to reduce urban–rural 
income disparity.

The growth in agriculture has been found to be not 
the most effective source of poverty reduction in all 
countries. In Indonesia, the growth in urban services 
appears to have had a greater impact on poverty 
reduction, in both urban and rural areas, than growth in 
agriculture.

South Africa is very different from the other four 
countries studied, as its economy consists of an 
advanced, modern agriculture sector coexisting with 
typical developing-country institutions and problems. 
In agriculture, this is manifested in a mix of large-scale 
commercial agribusiness and small-scale agriculture, 
together with rapid structural change. As a result of the 
structural transformation that has occurred in the South 
African economy, only 5.1% of South Africa’s workforce 
is employed in agriculture, and this sector lost 594,000 
jobs between 1995 and 2009. Poverty reduction in 
South Africa has been driven more by the growth in 
urban services and social protection programs than by 
agricultural growth.



16  The contribution of agricultural growth to poverty reduction (IAS 76)

by the World Bank to US$1.25 in 2008 at 2005 prices. 
This monetary measure is reflected in the MDG No. 1: 
‘Halve, between 1990 and 2015, the proportion of 
people whose income is less than US$1 a day’.

Some monetary measures are derived from macro-
economic data, e.g. gross domestic product (GDP) per 
capita, but other poverty line measures are calculated 
from databases containing detailed information on 
expenditure and consumption on food and other items, 
derived from household surveys, either developed 
nationally or in multicountry surveys.

There is general agreement that monetary-based 
indicators for measuring poverty do not adequately 
convey the highly complex, context-specific and 
multifaceted attributes of poverty, particularly the way 
in which they deal with non-food items. For example, 
while some poor people may receive education and 
health services free of charge from the government, these 
services may show up as expenses for other households. 
Food items, using a benchmark based on energy intake, 
do not take into account variable energy requirements or 
important micronutrients, and using the same basket of 
foods for different countries, or different regions within a 
country, ignores regional dietary preferences.

These shortcomings and, most importantly, the fact that 
monetary measures do not reflect the many dimensions 
of poverty, have given rise to the development of 
new approaches, mainly to complement, rather than 
replace, monetary indicators. There are several types of 
alternative indicators and one way of classifying them 
is as unidimensional or multidimensional indicators. 
While the former may be included in a system of 
indicators in several dimensions, e.g. MDG indicators, 
each deals with a single dimension, such as health. 
Multidimensional indicators, on the other hand, include 
several dimensions in the same indicator.

In this chapter, the way poverty is measured is discussed 
first as this is a central issue in the assessment of 
the role of agriculture in poverty reduction. What 
constitutes an appropriate poverty measure has been 
subject to debate. Traditionally measured in monetary 
terms, it is increasingly recognised that such measures 
do not convey sufficient information to be of use to 
policymakers. Some shortcomings of a monetary 
approach are discussed below. In an effort to broaden the 
understanding of poverty, alternative ways of measuring 
it have emerged and, after a brief introduction of 
monetary and unidimensional non-monetary indicators, 
an emerging alternative indicator, the Multidimensional 
Poverty Index (MPI), is discussed in detail. Finally, this 
section concludes with reflections on rural and urban 
poverty, and poverty and social exclusion.

2.1 Monetary income measures

Poverty measured in monetary terms, whether 
according to a national poverty line or by international 
benchmarks, is the most widely used method in the 
academic literature and by various agencies. It captures 
the levels of income or consumption expenditure per 
capita or per household. Monetary poverty measures 
are often referred to as a single indicator, but Ravallion 
(2011) argues that these are in fact composite measures 
of consumption and income, derived from market 
prices in aggregation. The World Bank’s frequently cited 
‘dollar-a-day’ international poverty line is probably 
the best-known poverty indicator. This poverty line, 
which was initially US$1, is expressed in purchasing 
power parity (PPP) terms adjusted to 1985 prices using 
national price indexes, then converted to US dollars 
using PPPs (World Bank 2008). It was officially revised 

2 Conceptual issues



The contribution of agricultural growth to poverty reduction (IAS 76)  17

The Multidimensional Energy Poverty Index developed 
by Nussbaumer et al. (2011) is another example of 
this. While it appears unidimensional in its focus 
on energy, the index also considers appliances and 
telecommunications, to capture both the incidence and 
intensity of energy poverty.

In his critique of the MPI, covered in the next 
section, Ravallion (2010) points to several benefits of 
unidimensional indicators:

  they are more practical for policymakers because 
they can be used to indicate outcomes of specific 
policies

  they can better take into account consumer choice 
in a market economy

  there is no requirement for multicountry data 
availability and consistency across several 
indicators, e.g. components of multidimensional 
indicators for international comparisons are 
constrained by similar data being available in 
different countries

  they can have relevant denominators, e.g. those 
relating to children can use total number of children 
as the denominator

  the weights and cut-off points for poverty in 
multidimensional indicators are arbitrary and, 
according to Stiglitz et al. (2009), often reflect value 
systems of those responsible for defining these 
measures.

In general, unidimensional indicators require fewer 
assumptions than multidimensional indicators for their 
construction. The latter, by their very nature, might not 
be as explicit in showing the ways in which important 
aspects of the complex phenomena involved have been 
handled.

2.3 Multidimensional indicators

Influenced by Amartya Sen’s writings on capabilities and 
deprivations (e.g. Sen 1989), there has been growing 
interest in multidimensional measures of poverty in the 
academic literature and among some United Nations 
(UN) agencies, particularly the UNDP. According to the 
capability approach, wellbeing depends on a person’s 

2.2 Unidimensional indicators

A strong advocate of a system of unidimensional rather 
than multidimensional indicators, Ravallion (1996, 
pp. 1332–1333) suggested a system of four sets of 
indicators:

(i) a sensible poverty measure based on the 
distribution of real expenditure per single adult, 
covering all market goods and services (including 
those obtained from non-market sources)

(ii) indicators of access to non-market goods for 
which meaningful prices cannot be assigned, such 
as access to non-market education and health 
services

(iii) indicators of distribution within households; 
measures of gender disparities and child 
nutritional status

(iv) indicators of certain personal characteristics 
that entail unusual constraints on the ability to 
escape poverty, such as physical handicaps or 
impairments due to past chronic undernutrition.

The more than 60 indicators established for measuring 
progress towards achievement of MDG No. 1 provide a 
more extensive range of non-monetary unidimensional 
indicators, sometimes with more than one indicator 
measuring a specific target. For example, Target 1C, 
‘halve, between 1990 and 2015, the proportion of 
people who suffer from hunger’, is measured by two 
separate indicators: the prevalence of underweight 
children under 5 years of age and the proportion of 
the population below a minimum level of dietary 
energy consumption.

Unidimensional indicators can also be composite, 
e.g. the annual Human Development Reports 
(HDRs) of the UNDP, contain several tables with 
unidimensional measures that can be indicative 
of wellbeing in various domains. For example, 
Table 9 in the 2010 HDR, has an indicator of overall life 
satisfaction; a composite of satisfaction with personal 
dimensions of wellbeing and elements of happiness. 
Each of these has, in turn, individual indicators, such 
as ‘treated with respect’ and ‘social support networks’. 
This illustrates that the demarcation between uni- and 
multidimensional indicators is not always clear-cut. 
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that the former aggregated deprivation indicators from 
different populations and could therefore not identify 
specific households or larger groups of people as jointly 
deprived, e.g. for a specific region or ethnic group, 
rendering it less useful for policymaking purposes 
(Alkire and Foster 2011).

In the short time since it was published in 2010, the 
MPI, developed by OPHI at the University of Oxford, 
has received much attention. It is based on the Alkire 
and Foster (2009) method and uses principles derived 
from Foster et al. (1984), who introduced a new class of 
poverty measures with axiomatic properties of additive 
decomposability and subgroup consistency, enabling 
coherent evaluation of poverty across population 
subgroups. The former requires overall poverty to be a 
population share weighted average of subgroup poverty 
levels, enabling the construction of consistent profiles 
of poverty, the identification of factors contributing to 
poverty and estimates of the contribution to overall 
poverty by a subgroup. Subgroup consistency deals 
with the link between subgroups and overall poverty 
and requires the overall poverty in a population to rise 
whenever poverty in a subgroup increases but remains 
the same in the rest of the population and there is no 
migration across subgroups. It is the consistency property 
that makes this approach relevant for regional and other 
targeted policies aimed at reducing overall poverty.

Suitable for measuring acute poverty in less-developed 
countries, the MPI captures direct failures in 
functionings that the capability approach argues 
should form the focal space for describing and 
reducing poverty, rather than equating poverty solely 
with low incomes. The MPI considers several distinct 
deprivations and their overlap in the dimensions of 
health, education and living standards, and combines 
the number of deprived people and the intensity 
of their deprivation. The specifics of the MPI are 
discussed below and, unless otherwise stated, the 
information has been derived from UNDP (2010) and 
Alkire and Santos (2010).

2.3.1 Components and calculations of the 
Multidimensional Poverty Index

In the MPI, the poor are identified through two forms of 
threshold: a cut-off within each dimension to determine 
whether a person is deprived in that dimension, and a 
cut-off across dimensions, identifying the poor using a 

capabilities or freedoms to achieve certain valuable 
‘doings and beings’, called functionings, so that expanding 
people’s capabilities should be the prime objective of 
human development. While income is important, it is 
not an end in itself, but the means through which an 
individual gains ‘command over resources’ (Anand and 
Sen 2000), which can then be converted into capabilities 
and functionings. In this framework, poverty is viewed 
as capability deprivation. Multidimensional measures, 
indicating levels of achievement below certain minimum 
levels, reflect the complexity of wellbeing and poverty in 
that they convey the extent to which a person is poor in 
several distinct and independently important dimensions 
(Foster et al. 2010).

Benefits of a multidimensional approach have been 
argued mainly from the capability approach perspective, 
as it reflects one of the approach’s major tenets, namely 
that several things matter simultaneously. Sen (1976) 
regards the poverty measurement problem as involving 
the identification of the poor and the aggregation of the 
characteristics of the poor into an overall indicator that 
quantifies the extent of poverty.

In the context of discussing quality-of-life indicators, 
Stiglitz et al. (2009), while acknowledging the benefits 
of unidimensional indicators, point to the awareness-
raising attributes of a multidimensional index. For 
example, there is considerable awareness of GDP 
per capita and the dollar-per-day poverty line. They 
argue that, in the absence of a single alternative to 
monetary indicators, monetary measures will prevail, 
thus retaining the focus on money in the context 
of development.

The Human Development Index (HDI) has, to some 
extent, performed the role of an alternative attention-
attracting tool with a compelling policy message since 
it was first introduced in the UNDP’s HDR in 1990 
(UNDP 1990). Consisting of indicators related to 
leading a long and healthy life, to being knowledgeable 
and to enjoying a decent standard of living, the HDI 
attracts interest mainly in conjunction with the media 
releases at the launch of UNDP’s annual HDRs, but 
does not feature much in the ongoing poverty debate. 
The Human Poverty Index (HPI), published in the 
HDRs since 1997 and replaced by the MPI in the 2010 
HDR (UNDP 2010), has attracted even less attention. 
The HPI used the same three dimensions as this new 
MPI. The key difference between these two indexes is 
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The MPI weights each dimension equally at 3.33 (10/3), 
and each indicator within the dimension has equal 
weight. This means that each health and education 
indicator has a weight of 1.67 (3.33/2) and each of the 
living standards a weight of 0.56 (3.33/6). The HDI is also 
weighted equally between dimensions, but does not place 
equal weights on indicators within a dimension; e.g. in 
the education dimension, the HDI places a 2/3 weight on 
adult literacy and 1/3 on gross enrolment ratio. Alkire and 
Santos (2010) discussed possible approaches to setting 
the weights, but did not offer a specific justification for 
the weights used in the MPI. They did, however, subject 
the MPI to sensitivity analyses with different weights and 
found them to be quite robust.

To identify the multidimensionally poor, the deprivation 
scores for each household are summed to obtain the 
household deprivation. A cut-off of 3 (30% of the 
indicators) is used to distinguish between the poor 
and non-poor; i.e. a household with an aggregate 
weight of 3 or more is defined as multidimensionally 
poor (although it is possible to get this score within 
one dimension). Households with a deprivation count 
between 2 and 3 are considered at risk of becoming 
multidimensionally poor. Everyone in the household 
is defined in the same way, despite the likelihood that 
some members might be multidimensionally poor while 
others are not.

The MPI value is the product of two measures:

H × A (1)

where H is the multidimensional headcount ratio and A 
the intensity (or breadth) of poverty.

The headcount ratio, H, is the proportion of the 
population that is multidimensionally poor:

H = 
q
n— (2)

where q is the number of people who are multidimen-
sionally poor and n is the total population, reflecting 
the proportion of the weighted component indicators in 
which, on average, poor people are deprived. For poor 
households only, the deprivation scores are summed 
and divided by the total number of indicators and by the 
total number of poor persons:

A = 
qd

q
c1—

∑
 (3)

(weighted) count of the dimensions in which a person 
is deprived. The MPI has been derived from household 
surveys, but the index is expressed with respect to 
the total population. Following identification of the 
multidimensionally poor households, each household 
is multiplied by the number of household members 
to obtain the headcount ratio. The MPI thus works on 
the principle that if at least one household member is 
deprived in an indicator, all household members are 
treated as being deprived in that indicator. The MPI is 
the product of two factors:

  the multidimensional poverty headcount (the share 
of people who are multidimensionally poor)

  the average number of deprivations each 
multidimensionally poor household experiences 
(the intensity of their poverty).

The indicators and thresholds in respective dimensions 
are as follows.

  Health: nutrition and child mortality—at least one 
malnourished household member and having at 
least one child die.

  Education: years of schooling, children enrolled—
no household member has completed 5 years of 
schooling and at least one school-age child (up to 
grade 8) is not attending school.

  Living standards: electricity, water, toilet, cooking 
fuel, floor, assets—no access to electricity, clean 
drinking water, or adequate sanitation, using ‘dirty’ 
cooking fuel (dung, wood or charcoal), having a 
home with a dirt floor, and owning no car, truck 
or similar motorised vehicle, and owning at most 
one of these assets: bicycle, motorcycle, radio, 
refrigerator, telephone or television.

Thus, the MPI uses the same three dimensions as 
the HDI and the HPI, but with different indicators. 
With the exception of electricity and flooring, all the 
indicators relate directly to the MDGs, thereby reflecting 
international consensus about dimensions of serious 
disadvantage. Electricity was included because of its 
importance in the pursuit of other functionings, and 
flooring serves to give an indication of quality of housing 
and as an influence on hygiene. The MPI dimensions are 
also emphasised in human-capital approaches that seek 
to clarify how each dimension is instrumental to income 
growth (Alkire and Santos 2010).
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human rights. The data constraints also precluded the 
incorporation of gender aspects. Another drawback of 
having to rely on data from existing sources is illustrated 
in Table 1, which shows that the MPI for some of the 
countries included in this study, particularly for China, 
South Africa and Vietnam, would have been quite 
outdated at the time of publication.

Table 1. Data sources for the Multidimensional Poverty 
Index

Country Data source Year

China World Health Survey (WHS) 2003

India Demographic and Health 
Survey (DHS)

2005

Indonesia DHS 2007

South Africa WHS 2002

Vietnam DHS 2002

Source: UNDP (2010)

However, it is not necessary to rely on these 
multicountry databases when constructing MPIs for one 
or a group of countries, as most countries conduct their 
own household surveys, some of which are longitudinal. 
As long as there is reasonable commonality between 
surveys in countries being studied, it should be possible 
to construct more timely multidimensional indicators, 
possibly incorporating additional indicators that can 
capture wider aspects of poverty and social exclusion.

2.3.3 Results of application of the Multidimensional 
Poverty Index

Table 2 shows the incidence of poverty in terms of 
both income and multidimensional criteria. The values 
in this table include only the population in the 92 
countries for which both types of data were available. 
The number of multidimensionally poor people 
(1.74 billion) lies in between the two income poverty 
measures of US$1.25 per day and US$2.00 per day. This 
means that the international poverty line for measuring 
extreme income poverty underestimates the incidence 
of poverty as defined by the multidimensional poverty 
index, suggesting that a larger number of people (than 
those below the extreme poverty line) were deprived 
in relation to access to education, health care and basic 
living conditions.

where c is the total number of weighted deprivations the 
poor experience and d is the total number of component 
indicators considered (10 in this case).

The MPI thus represents the share of the population that 
is multidimensionally poor, adjusted by the intensity of 
deprivations they suffer.

2.3.2 Data sources used for the Multidimensional 
Poverty Index

All data used for the MPI have been sourced from 
existing survey databases: neither the OPHI nor 
UNDP conducted surveys for the MPI. All data 
used to construct the indicators for a country must 
come from the same survey, as the cut-off point for 
multidimensional poverty is determined on a household 
basis. If data were sourced from different surveys for 
the same country, e.g. one survey for the education 
dimension and another for the health dimension, it is 
unlikely that the same household would be surveyed 
and it would be impossible to estimate the MPI 
headcount and/or intensity. As there is no survey 
covering all countries, three main existing household 
survey databases were used to compute the MPI:

  Demographic and Health Survey (DHS)—funded 
by the United States Agency for International 
development (USAID 2010), used for 48 countries

  Multiple Indicators Cluster Survey (MICS)—a 
United Nations Children’s Fund (UNICEF) survey, 
used for 35 countries

  World Health Survey (WHS)—a World Health 
Organization database, used for 19 countries.

Where more than one survey was available for the same 
country, the preference rankings were DHS, MICS and 
WHS, on the basis of available data in each survey.

The MPI has been calculated for the 104 countries 
for which all 10 indicators are available, representing 
5.2 billion people, which was approximately 78.5% of 
the estimated world population in 2007. Alkire and 
Santos (2010) included details on sample sizes in each 
country and percentage of missing information for each 
indicator and described how they dealt with these.

Similar to the construction of the HDI and the HPI, 
the MPI is constrained by available cross-country data, 
which prevented the inclusion of other important 
dimensions, such as employment, empowerment and 
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families between urban and rural areas results in a loss 
of traditional ‘safety nets’, contributing to higher levels 
of divorce, single-parent families, domestic violence, 
delinquency in children left behind and depression 
(UNESCAP 2008; Friel et al. 2011).

Notwithstanding the ambiguous definitions, data are 
available on rural and urban poverty as defined in each 
country. Despite some countries being on track to meet 
the MDGs on average, this is often not the case for rural 
and remote areas where extreme poverty tends to be 
more prevalent than in urban areas. In the context of 
discussing spatial disparities in poverty at the country 
level, a UN (2009) report pointed to the rural–urban 
divide, referring to the poor as tending to be heavily 
concentrated in rural areas, often with limited access 
to roads, schools, hospitals and other public assets. 
It also noted disparities between different regions in 
some countries, e.g. the central and western regions of 
China compared with the eastern coastal regions, and, 
in India, the gaps between the southern and northern 
states. According to Sharma and Kumar (2011), there is 
evidence to show that inequalities in several dimensions, 
including income, consumption and human 
development outcomes, have increased between rural 
and urban areas and some regions and states in India.

But poverty is not confined to rural areas. By 2008, 
the urban areas in the Asia–Pacific region were home 
to almost 43% of the people, of whom approximately 
one-third lived in slums (UNESCAP 2010). With lack 
of assets, limited economic opportunities, and poor 
education and capabilities, as well as disadvantages 
rooted in social and political inequalities, poor people 
from rural areas face specific risks in several domains, 
particularly those related to health, climate change and 
insecurity of access to land. Children in rural areas have 
lower access to education than in urban areas, partly due 
to inadequate educational infrastructure, particularly 
beyond primary level, and partly because of reliance on 
child labour (IFAD 2010).

A study by Fotso (2006) showed that while malnutrition 
is, on average, higher in rural than urban areas, 
socioeconomic inequalities are, to a large extent, higher 
in urban than in rural areas. The consequences of 
nutritional deficiencies associated with poverty can, 
as pointed out by Fotso, have longer term implications 
in addition to short-term impacts, such as increased 
risk of both morbidity and mortality from infectious 

Table 2. Incidence of poverty using monetary indicators 
and the Multidimensional Poverty Index

Number of income poor at 
US$1 .25 PPPa/day

1 .44 billion

Number of multidimensionally poor 1 .74 billion

Number of income poor at US$2 .00 PPP/day 2 .60 
billion

a Purchasing power parity

In analysing the results of the MPI, Alkire and Santos 
(2010) identified different clusters of deprivations, 
suggesting these would improve understanding of 
interconnectedness among deprivations, thereby being 
useful in the identification of poverty traps. Such 
understanding would also facilitate the design and 
targeting of poverty-alleviation policies, a benefit of the 
MPI over both monetary and unidimensional poverty 
measures. For example, the Somali have the highest 
MPI of all ethnic groups in Kenya, followed by the 
Masai. The composition of the MPI also shows that 96% 
of the Masai and 88% of the Somali are poor. Poverty 
among the Somali is, however, more intense; on average 
they are deprived in 67% of dimensions, the Masai in 
62%. We can also learn from the MPI that the Somali 
are more deprived in education and have higher child 
mortality, whereas malnutrition and standard-of-living 
indicators are worse among the Masai.2  So the MPI 
opens out a wider field of information and can assist 
policymakers to develop more-tailored policy responses 
than would be the case if they relied on income poverty 
indicators only.

2.4 Rural and urban poverty

The distinction between rural and urban poverty is not 
always clear-cut, as many families have a foot in each 
camp. When family members migrate to urban areas to 
support livelihoods in their rural areas of origin through 
remittances, they often end up living in poverty in urban 
areas to which they have migrated. The separation of 

2 This example is from the response of Sabina Alkire (2011) 
to Martin Ravallion, available at <www.ophi.org.uk/policy/
multidimensional-poverty-index/mpi-debate>, accessed 
on 25 September 2011.

http://www.ophi.org.uk/policy/multidimensional-poverty-index/mpi-debate
http://www.ophi.org.uk/policy/multidimensional-poverty-index/mpi-debate
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humiliation, and violence. The UNDP 2010 HDR 
reiterated the importance of such indicators and 
acknowledged that better data would be required in core 
areas such as informal work, empowerment, safety from 
violence, and human relationships (social capital and 
respect) (UNDP 2010, p. 94).

Women’s social exclusion has been widely recognised. 
Despite often being the primary caregivers and 
performing a large part of the agricultural work, rural 
women have fewer critical assets, especially land, or less 
secure access and control over them (IFAD 2010). They 
also tend to suffer a higher degree of violence, identified 
as another dimension of poverty (Diprose 2007). 
Concerns for physical safety and security emerged as a 
key concern in the ‘Voices of the Poor’ study (Narayan 
et al. 2000), which summarised work undertaken for 
the World Bank’s 2000–01 World Development Report 
on the theme of poverty and development. The project 
involved interviews with 60,000 poor men and women 
in 60 countries.

Theft of animals and crops is a specific security issue 
related to agriculture and of such magnitude that it is 
included in the International Crime Victim Surveys 
for Africa and can incite violence between neighbours 
and villages.

Time is another dimension often missing in poverty 
studies. Moving beyond static assessments of poverty 
to a more dynamic view would facilitate distinction 
between chronic and transitory poverty, and also 
consider vulnerability to poverty. The different forms 
of poverty affect the type and level of social exclusion, 
which is usually associated with chronic capability 
failure (Gunther and Klasen 2009). Social exclusion 
can also be seen as lack of functionings, e.g. a person 
could be educated, but prevented from exercising 
associated capabilities due to discrimination. Treating 
social exclusion as the weighted sum of functionings 
from which a person is excluded, Chakravarty and 
D’Ambrosio (2006) developed an approach for 
measuring social exclusion at an aggregate level as a 
function of individual exclusions.

There is a growing awareness and interest in the 
convergence between agricultural growth and social 
protection, as reflected in the recommendations of 
FAO (2008) relating to issues arising from increased 
food prices, which suggested an integrated approach, 
combining traditional transfers in the form of social 

diseases. These can be manifested in impaired cognitive 
or delayed mental development, resulting in reduced 
learning abilities and work capacity, which can lead, in 
turn, to poverty.

The link between nutrition and education points to 
the importance of using multidimensional indicators 
to reflect the simultaneously occurring deprivations 
in different dimensions to get a sense of the poverty 
intensity. While the MPI incorporates both malnutrition 
and education, a major weakness is that it does not 
explicitly include social exclusion. This dimension is 
discussed in the next section.

2.5 Poverty and social exclusion

While some of the domains from which people can be 
socially excluded are covered in the MPI, this is not 
the case for many other dimensions, some of which are 
included in the long, but non-exhaustive, list of Silver 
(1995, p. 60) consisting of:

… a livelihood; secure, permanent employment; 
earnings; property, credit, or land; housing; minimal 
or prevailing consumption levels; education, skills, and 
cultural capital; the welfare state; citizenship and legal 
equality; democratic participation; public goods; the 
nation or the dominant race; family and sociability; 
humanity, respect, fulfilment and understanding.

Exclusion from the above and other domains is often 
geographically based, suffered by the rural poor and in 
some cases compounded by intergroup disparities based 
on ethnic group and/or religion, which can also be 
linked to location.

Having to rely on indicators available in existing 
multicountry databases, Alkire and Santos (2010) 
acknowledged that many dimensions of poverty had 
to be excluded due to lack of data on comparative 
indicators in what Alkire (2007) referred to as ‘missing 
dimensions’. She pointed to the absence of ‘indicators 
related to shame of being associated with poverty or 
stigma of poverty’. The special issue of the journal 
Oxford Development Studies (2007, volume 35, issue 4), 
where that paper was published, was dedicated to 
identification of missing indicators, with papers on 
employment, agency and empowerment, shame and 
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measured in terms of consumption rather than income, 
and that government in China should adopt a broader 
conception of poverty to include access to affordable 
basic services in education and health. The benefits of 
a multidimensional approach for policy development 
were also illustrated in a study of 10 provinces in 
China (Yu 2011), which noted that the worsening 
deprivation in education between 2000 and 2006 raised 
new policy concerns. As the study was conducted in 
different provinces, the policy recommendations varied 
depending on the outcome in each province; e.g. in 
Guangxi, reducing income deprivation should be given 
priority, while in Guizhou and Henan, improving 
education was more critical.

In contrast, Sharma and Kumar (2011) consider 
income-related indicators more appropriate for 
tackling poverty in India because, in their opinion, 
raising incomes will also help in the reduction of other 
forms of deprivation. With respect to the nutrition 
component in the MPI, Sharma and Kumar highlight 
the influence of food habits and cultural practices for 
nutritional outcomes, pointing to the relatively high 
malnutrition levels in Kerala, despite its good health 
facilities, and high levels of energy deficiencies in the 
more prosperous states of India. The diverse views on 
the appropriateness of a multidimensional approach in 
addressing poverty might be also associated with trust, 
or lack thereof, in the ability of governments to deliver 
benefits in the different dimensions. For example, high 
rates of absenteeism among teachers in government 
schools in rural India is a well-known phenomenon, 
which households could respond to by sending their 
children to private schools if they had sufficient 
financial resources.

safety nets and policies enabling smallholders to 
respond quickly to market opportunities. There is thus 
a role for the government in overcoming deprivation, 
in terms of both the provision of services and 
policy formulation.

However, due to widespread corruption and inadequate 
government administration, safety nets do not always 
reach the intended recipients, as highlighted by a World 
Bank (2011) study on poverty reduction schemes in 
India. This establishes a clear link between poverty 
and governance.

2.6 Policy implications of poverty measurements

The definition of poverty and the approach to 
measuring it have policy implications, but there is no 
consensus on the most efficient measurement type for 
policy formulation and evaluation. While Ravallion 
(2011) argues that unidimensional measurements are 
more efficient, Alkire and Santos (2010) suggest that, 
by showing interconnectedness among deprivations, 
the MPI would facilitate the design of better poverty-
reduction policies. It appears that the Government of 
Vietnam has embraced this approach by indicating 
in its latest poverty-reduction strategy for 2011–20 
(GOVN 2011) that it will pay more attention to 
multidimensional poverty in formulating practical and 
sustainable support policies. An understanding of the 
key factors leading to movement of people in and out of 
poverty is also useful for policy formulation.

In its policy recommendations for reducing poverty in 
China, the World Bank (2009) suggested that poverty be 
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multidimensionally poor.3 Of the three components of 
MPI (education, health and standard of living), living 
standards were found to make the highest contribution 
to poverty in India (IFAD 2011).

To obtain a deeper understanding of poverty in China, 
India, Indonesia, South Africa and Vietnam, details on 
poverty estimates from each of them are discussed below.4

3.1 China

China’s record on poverty reduction since the 1980s has 
been impressive, with a decrease in the headcount ratio of 
income poverty (US$1 per day) from 64% in 1981 to 7% 
in 2007. The World Bank (2009, p. iii) noted that despite 
lifting more than 500,000 people out of poverty between 
1981 and 2004, an achievement that is ‘without historical 
precedent’, China still faces considerable poverty-reduction 
challenges, with more than 254 million people living in 
poverty in 2005. The World Bank report also points out 
that the responsiveness of poverty to growth declined 
from –2.52 during 1981–1985 to –1.02 during 2001–2005, 
leading to greater inequality in people’s livelihoods, as 
reflected in an increase in the Gini coefficient of income 
inequality from 30.9 in 1990 to 45.3 in 2003.

3 In addition to India, 51% of Pakistan’s, 58% of Bangladesh’s 
and 65% of Nepal’s population was MPI poor. Only Sri 
Lanka had a low figure of 5% MPI poor. 

4 Unless otherwise indicated, information was sourced from 
the country papers presented at the Centre for Strategic 
Economic Studies – Australian Centre for International 
Agricultural Research international workshop, ‘The 
role of agriculture in poverty reduction’ (Melbourne, 
6 May 2011). Those papers are listed in the references to 
this report and are available at <http://www.vu.edu.au/
centre-for-strategic-economic-studies>.

As noted in Section 2.3.3, the incidence of poverty 
depends on the poverty measures used. Using the 
US$1.25 per day extreme poverty line, 1.4 billion people 
lived at or below this level in 2005, the latest estimate 
available (UNDP 2010). This was a reduction from 
1.9 billion in 1981. Based on world population figures of 
4.4 billion and 6.6 billion in 1981 and 2005, respectively 
(UNDESA 2011), this corresponds to a proportional 
reduction of the poverty rate from 43% to 21% over 
those 24 years.

Among the poor, there is a considerable group of 
‘ultra-poor’ living well below the poverty line, and close 
to 1 billion people suffer from hunger. At least 70% of 
the world’s very poor people and 50% of the poor in 
East Asia live in rural areas and a large proportion are 
children and young people (IFAD 2010). Some of the 
poor live in chronic poverty, whereas others move in 
and out of poverty. If food prices continue to rise, the 
number of people living below the poverty line is likely 
to increase. According to an estimate by UNESCAP 
(2011), a price increase in 2011 of half the rise in 2010, 
combined with an oil price of US$105 per tonne, 
would prevent 8.3 million people in Asia and the 
Pacific from moving out of poverty and an additional 
1.5 million people would join them below the poverty 
line. Some poor farmers might be able to benefit from 
the price increases, if they do not consume more than 
they produce.

Turning to multidimensional poverty, Table 3 shows 
that the incidence of poverty in four of the five countries 
included in this study was less than the incidence of 
extreme income poverty. India is the only country in 
Table 3 in which the incidence of multidimensional 
poverty was higher than that of extreme income 
poverty (US$1.25 per day). This reflects the fact that 
MPI poverty is highest in South Asia, which is home 
to nearly 30% of world’s population but 51% of world’s 

3 Incidence of poverty
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and Hunan in central China, and Guizhou and Guangxi 
in western China, are the most marginalised provinces.

The results showed that 95% of the households covered 
in the survey were deprived in fewer than two of 
the five dimensions in 2009, i.e. less than 5% of the 
population was multidimensionally poor. This reduction 
is primarily due to expansions of China’s social 
security system. Having been the major contributor to 
multidimensional poverty before 2006, deprivation in 
social security had fallen dramatically by 2009, from 
40% to 4%. Multidimensional poverty in rural areas was 
1.4–1.5 times higher than in urban areas throughout the 
study period. At a cut-off for poverty at two dimensions, 
the study found that the proportion of poor households 
fell from 21% to 4% between 2000 and 2009. An 
important finding was also that economic growth did 
not automatically reduce poverty.

3.2 India

India has the highest incidence of poverty among the 
five countries covered in this study. As recorded in 
Table 3, 41.6% of the Indian population was extremely 
poor (i.e. living below the international poverty line 
of US$1.25 per day) in 2005. If the poverty line of 
US$2.00 per day is considered, the incidence of poverty 
rises to 75.6% of India’s population. The incidence of 
multidimensional poverty was estimated to be 55.4%. The 
official estimates of poverty in India are based on different 
(national) poverty lines, which measure poverty in terms 

More than 99% of China’s poor live in rural areas. 
Migration from rural to urban areas increased from 
84 million in 2001 to 137 million in 2007, often leaving 
behind the most vulnerable, such as the older and less 
educated people.

Nearly one-third of China’s rural residents were found 
to be consumption poor at least once between 2001 
and 2004. The World Bank (2009) cautions that for 
domestic consumption to supplement investment and 
external trade as a central driver of China’s economic 
growth, vulnerability to poverty must be reduced. 
Growing constraints on publicly funded health care and 
basic education add to the vulnerability of households, 
potentially forcing many back into consumption 
poverty, because of the need to fund education and 
health care (Meng et al. 2005). China’s government has 
been aware of the remaining challenges of poverty and 
inequality and has been searching in recent years for 
an alternative development model that provides greater 
equality, especially in respect of access to health and 
education (Sheehan 2010; Grewal and Ahmed 2011a).

A study on poverty in five dimensions, using data from 
the China Health and Nutrition Survey concluded that 
deprivations had reduced between 2000 and 2009 in 
income, health, social security and living standards, 
but had increased for education, measured as less than 
5 years schooling. Among the nine sampled provinces, 
Heilongjiang and Liaoning, located in north-eastern 
China, have the highest level of industrialisation and 
urbanisation. Shandong and Jiangsu, in eastern-coastal 
China, were among the most successful in achieving 
rapid economic development since 1978. Henan, Hubei 

Table 3. Alternative poverty measures for China, India, Indonesia, South Africa and Vietnam

Country Year Multidimensional 
poverty

Income poverty

(US$1.25 per day) (US$2.00 per day)

(Proportion of population poor, %)

China 2005 12 .5 15 .9 36 .3

India 2005 55 .4 41 .6 75 .6

Indonesia 2007 20 .8 29 .4 60 .0

South Africa 2003 3 .1 26 .2 42 .9

Vietnam 2002 14 .3 21 .5 48 .4

Source: Alkire and Santos (2010)

Note: These estimates are also in UNDP (2010) .
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3.3 Indonesia

In Indonesia, the poverty rate is calculated by the 
government’s statistical agency based on data from the 
National Socioeconomic Survey (Susenas). The poverty 
line is estimated based on food corresponding to 
2,100 kilocalories (8.8 MJ) per person per day plus some 
essential non-food allowances. Before 2002, the poverty 
rate was calculated every 3 years and, since then, it 
has been calculated every year. Poverty rates before 
and following 1998 are not directly comparable as the 
method of establishing the poverty line was changed.

The poverty rate has been declining in Indonesia since it 
was initially estimated in 1976, with two exceptions. The 
first was linked to the Asian financial crisis in 1997–98, 
when the poverty rate increased from 17.3% in 1996 to 
23.4% in 1999, caused by a combination of declining 
incomes and hyperinflation. The second exception 
followed an increase of 125% in domestic fuel prices in 
2005, leading to an inflation rate of 18% and an increase 
in the poverty rate from 15.9% in 2005 to 17.8% in 2006.

The pace of poverty reduction in the period following 
the Asian financial crisis has not caught up with the rate 
during the pre-crisis period, when poverty reduction 
averaged 1.44% per annum. Indonesia was then among 
the best performers in reducing income poverty in 
relation to economic growth, particularly in rural areas. 
Between 2002 and 2010, the average annual poverty 
reduction slowed to 0.61% per annum, and it took 
until 2003 before the poverty headcount rate returned 
to its 1996 level. Regardless, with population growth, 
the annual absolute number of people living in poverty 
between 1999 and 2008 remained higher than it was 
in 1996.

The absolute number of people living in rural areas, and 
the proportion of the poor that are classified as rural, 
have changed significantly since the mid 1990s. While the 
number of poor people in rural areas fell from 25 million 
to 22 million between 1996 and 2008, urban poverty 
increased from 10 million to almost 13 million during the 
same period. This represents an increase in the urban share 
of poverty from 27% to 35%, and a corresponding decrease 
in the rural poor from 83% to 65%. While more than half 
of the poor still derive their livelihood from agriculture, 
the proportion of the poor deriving their livelihood from 

of consumption (energy intake). The most recent of these 
estimates was made by the Tendulkar Expert Group 
in 2009. This poverty-line approach is based on the 
minimum consumption expenditure for the standardised 
national consumption baskets, set at 2,400 kilocalories 
(10 megajoules, MJ) and 2,100 kilocalories (8.8 MJ) for 
rural and urban areas, respectively. According to Sharma 
and Kumar (2011), this was estimated at Rs 49.09 and 
Rs 56.64 (A$1.05 and A$1.19 at the 2011 exchange rate) at 
the 1973–74 prices for rural and urban areas, respectively, 
and the price is updated regularly to take price changes 
into account. According to these estimates, shown in 
Table 4, more than 37% of India’s population was poor in 
2004–05. These figures also show that poverty rates are 
much higher (nearly 42%) in the rural than the urban 
population (26%). The values in Table 4 also show that, 
while both rural and urban poverty has been reduced 
since 1993–94, the pace of poverty reduction has been 
quite slow.

Table 4. Percentage of poverty in rural and urban 
populations in India

Years Rural Urban Total

Old estimates based on National Sample Survey data 

2004–05 28 .3 25 .7 27 .5

1993–94 37 .3 32 .4 36 .0

New estimates by the Tendulkar Expert Group 2009

2004–5 41 .8 25 .8 37 .2

1993–94 50 .1 31 .8 45 .3

Source: Sharma and Kumar (2011)

These aggregate data mask not only differences between 
the different parts of India, but also those between 
different social groups. Poverty in India is also heavily 
concentrated in certain regions. The five poorest 
states—Bihar, Jharkhand, Madhya Pradesh, Chhattisgarh 
and Uttar Pradesh—accounted for more than 50% of the 
poor people in the country. The concentration of poverty 
in Bihar and Jharkhand is particularly severe, as around 
80% of the population in these states are classified as poor. 
Poverty rates among scheduled castes and scheduled 
tribes and women are also generally much higher. 
Economic growth has, according to Grewal et al. (2010) 
and Grewal and Ahmed (2011b), not reduced social 
barriers to inclusion. The poor population also remains 
highly vulnerable to the consequences of illness.
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the lower poverty line of R174, also in 2000 prices, 
poverty fell from 31% to 24% during the same period. 
The relatively larger decline at the lower poverty line 
suggests that those in deeper poverty experienced a 
relatively larger improvement in their living standards 
over the period. Relative poverty, as measured by 
the poverty gap ratio, displays a similar trend. At the 
R322 line, the poverty gap index declined from 26% 
to 21%. This means that the average poor person 
lived about 26% below the R322 poverty line in 
1995 and about 21% below it in 2005. At the lower 
poverty line, the poverty gap ratio declined from 
12% to approximately 8%. However, race and gender 
have remained key markers of vulnerability. Despite 
reductions in South African poverty, African female-
headed households accounted for a disproportionate 
share of those living below the poverty line.

The 2010 OPHI/UNDP estimates based on the 2003 
data in Table 3 show that 26.2% of the population 
lived below US$1.25 per day in 2003, but only 3.1% in 
poverty in MPI terms. This indicates that South Africa’s 
government has been more successful in the delivery 
of basic services than in raising incomes, particularly 
electricity for lighting, but also access to housing, piped 
water and sanitation.

this sector declined from 57.7% in 2002 to 52.3% in 2008. 
In 2007, as shown in Table 3, 29.4% of the total population 
lived in extreme poverty (US$1.25 per day) and 60.0% on 
less than US$2.00 per day.

3.4 South Africa

The latest information on poverty available from 
South Africa is from the 2005–06 Income and 
Expenditure Survey, conducted by Statistics South 
Africa, the government agency responsible for 
household surveys. Poverty measures are calculated 
from household surveys, using individual per-capita 
household expenditure. The headcount rate, shown 
in Table 5, refers to the share of the total population 
with expenditure below a predefined poverty line. 
The poverty gap ratio is a measure of the average 
expenditure of the poor relative to the poverty line.

The headcount rate of poverty declined in the first 
decade of democracy in South Africa. At the higher 
poverty line of 322 rand (R) in 2000 prices, poverty 
declined from 53% in 1995 to 49% in 2005, while at 

Table 5. Poverty shift by race of household head in South Africa, 1995–2005

Category Headcount index (%) Poverty gap ratio (%)

Year 1995 2005 1995 2005

322 rand per month (approximately A$47) poverty line 

African 63 .04 57 .55 31 .86 25 .23

Coloured 39 .00 35 .13 14 .66 13 .51

Asian 4 .71 8 .43 1 .03 2 .32

White 0 .53 0 .38 0 .22 0 .11

Total 52.54 49.03 26.04 21.29

174 rand per month (approximately A$24) poverty line 

African 38 .18 28 .17 14 .71 9 .01

Coloured 14 .62 12 .94 4 .09 4 .09

Asian 0 .82 1 .60 0 .14 1 .09

White 0 .23 0 .07 0 .09 0 .00

Total 30.92 23.55 11.77 7.54

Source: Bhorat et al . (2011)
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The MPI, based on surveys in 2002, showed that the 
major areas of comparative success were related to 
schooling, electricity, housing, cooking fuel and assets. 
The major problem areas were sanitation, drinking 
water and child mortality. Other metrics also show 
that child mortality was of overriding importance. 
According to the MPI, poverty was far more intense for 
the rural poor.

Based on partial calculations of multidimensional 
poverty carried out by the Vietnamese statistics office 
from 2008 data, the national poverty rate was 28.9%, 
which is higher than the expenditure poverty rate. Some 
regions with lower expenditure poverty, e.g. the Mekong 
Delta, had higher multidimensional poverty, while the 
reverse was the case for the Red River Delta and the 
north–central and central coast areas.

Vietnam’s government is reportedly supportive of the 
continued use of multidimensional poverty indicators, 
as Mr Ha Hung, the Vice Chairman of the National 
Assembly’s Committee for Ethnology was quoted as 
saying (Chaobuoisang.net 2011) in conjunction with the 
release of the 2011 to 2020 poverty reduction strategy: 
‘Previously, poverty was purely judged based on income, 
from now on, we’ll have a more multidimensional 
approach to the matter’.

3.5 Vietnam

Vietnam has achieved remarkable reductions in poverty 
since the 1990s, measured through consumption 
from the government’s Vietnam Household Living 
Conditions Surveys. A real income poverty line applied 
uniformly across the country indicates a reduction in 
poverty from almost 60.0% in 1993 to 18.1% in 2004, 
15.6% in 2006 and 13.4% in 2008. By 2010, the poverty 
rate had fallen to 9.45% (GOVN 2011). Between 2004 
and 2008, the reported poverty incidence in urban areas 
fell from 8.6% to 6.7% and in rural areas from 21.2% 
to 16.1%. Based on expenditure measures, the national 
poverty incidence declined from 37.4% in 1998 to 14.5% 
in 2008. The highest regional rates of poverty, near 
or above 20% in 2008, were found in the uplands and 
mountainous areas, inhabited by ethnic minorities and 
large numbers of inward ‘kinh’ migrants. Expenditure 
poverty rates among ethnic minorities moved as follows: 
1993, 86.4%; 1998, 75.2%; 2002, 69.3%; 2004, 60.7%; 
and 2006, 52.3%. According to the poverty reduction 
strategy for 2011 to 2020, released in May 2011, the 
highest priority for poverty reduction will be given 
to poor ethnic minority people and those living in 
mountainous areas (GOVN 2011).

While poverty has declined rapidly in rural areas, 
the decline seems to have plateaued or perhaps even 
reversed in urban areas, due to the higher cost of living 
in booming economic hubs, affecting particularly those 
just above the poverty line.
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Many studies provide empirical support to the view that 
agricultural growth has been a major driver of poverty 
reduction in the developing world. Ravallion and Datt 
(1996), for example, found that growth in agriculture and 
the rural economy had been highly beneficial to reducing 
rural poverty in India.6 Having reviewed the literature 
on the role of agricultural productivity in alleviating 
poverty in developing countries, Thirtle et al. (2001) 
reported that there are significant relationships between 
productivity growth and both poverty and nutrition, and 
that agriculture had a greater impact on poverty than 
the other sectors. Their estimate was that, on average, 
every 1% increase in agricultural productivity reduces 
the percentage of people living on less than a dollar a 
day by between 0.6% and 1.2%. In a subsequent study 
on India, Ravallion and Datt (2002) found that although 
higher farm yields, higher state development spending, 
higher non-farm output and lower inflation all reduced 
poverty, the rates of growth in farm output were the most 
important factor benefiting the poor in Indian states. 
Virmani (2007) found that higher agriculture growth in 
India has an impact on poverty reduction in addition to 
its normal contribution to overall GDP growth: every 
1% increase in agricultural growth reduces the rate of 
poverty by 0.45%, in addition to its effect on average 
per-capita GDP. In principle, growth in agriculture is 
found to reduce poverty through four transmission 
mechanisms. These are: a direct and relatively immediate 
effect of improved agricultural performance on rural 
incomes; the benefit of cheaper food for both urban 
and rural poor; agriculture’s contribution to growth 
and the generation of economic opportunity in the 
non-farm sector; and agriculture’s fundamental role 

6 Discussing the situation in China, Ravallion (2008) empha-
sises the role of strong state institutions implementing 
supportive policies and public investments, coupled with 
promotion of agriculture and the rural economy.

4.1 Does growth in agriculture reduce poverty?

The literature on poverty reduction is unanimous in 
concluding that the sectoral composition of economic 
growth makes a significant difference to poverty 
reduction. Most studies also come to the conclusion that 
growth in agriculture is highly beneficial for poverty 
reduction, although its importance diminishes as 
economies grow and become more diversified.

The importance of agriculture in poverty reduction 
derives from two basic circumstances: (a) the incidence 
of poverty is disproportionately high in developing 
countries, which still rely heavily on agriculture for output 
and employment;5 and (b) as the poorest households 
also have few assets and no skills, they typically rely 
more on agriculture and generally face many obstacles 
in connecting with the non-agricultural economy for 
income and employment. Social and economic exclusion 
further reduce alternative opportunities that may be 
open to certain groups, including women, youth, ethnic 
minorities and Indigenous people. Thus, by providing 
a greater share in employment of the poor and the 
unskilled workforce, agriculture plays a crucial role in 
making economic growth more pro-poor.

The linkage between agricultural growth and rural 
poverty can be gauged from the fact that 76% of the 
population in India lives in rural areas. Among rural 
households, 59% are involved in agriculture either as 
farmers or as agricultural labourers—34% are self-
employed in agriculture and 25% are in agricultural 
labour households (Sharma and Kumar 2011).

5 This is true in spite of the fact that, as these countries grow, 
the share of agriculture in GDP and total employment falls. 
This point is discussed in greater detail in a later section. 

4 Agriculture and poverty reduction
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Case studies on individual countries also provide 
evidence of increase in rural incomes in the wake of 
growth in agricultural productivity (Dev 1998; DFID 
2005). In a study of the relationship between output 
growth and poverty in more than 50 countries, Loayza 
and Raddatz (2010) found that the composition of 
growth in terms of intensive use of unskilled labour, 
which is the kind of input that the poor can offer to the 
production process, matters significantly for poverty 
reduction. Sectors that are more labour-intensive (in 
relation to their size) tend to have stronger effects on 
poverty alleviation. They found that agriculture is the 
most poverty-reducing sector, followed by construction 
then manufacturing, while mining, utilities and services 
by themselves do not seem to help poverty reduction 
(Loayza and Raddatz 2010, pp. 21–22).

The rural concentration of poverty in developing 
countries highlights the importance of agriculture in 
poverty-reduction strategies of these countries, because 
most of the rural population relies directly or indirectly 
on agriculture. According to the International Fund 
for Agricultural Development (IFAD 2010), poverty in 
developing countries is primarily rural: nearly 72% of 
those in poverty in these countries live in rural areas. 
In Sub-Saharan Africa, the figure is 75%, and it is more 
than 80% in South Asia. According to simulations 
done by IFAD (2011), meeting the MDG of halving the 
poverty in Asia and the Pacific region would require 
increases of 28% in agricultural expenditure, 23% 
in fertiliser use and 24% in agricultural investment 
during 2007–13, together with a 56% increase in official 
development assistance to agriculture.

Despite the major roles agriculture plays, Hasan 
and Quibria (2004) caution against what they call 
the misplaced ‘agricultural fundamentalism’, or the 
argument that agricultural growth always leads to more 
rapid poverty reduction, because they found that, while 
agriculture was the most effective driver of poverty 
reduction in South Asia and Sub-Saharan Africa, 
poverty reduction in East Asia resulted more from the 
growth of the industry sector, and that the services 
sector had the greatest impact on poverty reduction in 
Latin America.

De Janvry and Sadoulet (2010) found that growth 
in agriculture is nearly three times more effective in 
reducing poverty than is growth in manufacturing and 
nearly double that of growth in construction. They 

in stimulating and sustaining economic transition, as 
countries (and poor people’s livelihoods) shift away from 
being primarily agricultural towards a broader base 
of manufacturing and services. The practical impact 
on poverty resulting from a given rate of growth in 
agriculture in a country depends upon several factors, 
including the concentration of population close to the 
country’s poverty line, its system of land ownership, 
agricultural wages and so on. As these conditions differ 
across countries, so too does the precise impact of 
agricultural growth on poverty.

Warr (2002) has suggested that, in addition to providing 
employment to unskilled workers, the agriculture sector 
also contributes to poverty reduction by stimulating 
growth in the secondary and the tertiary sectors. For 
example, increased commercial agricultural activities 
may lead to the expansion of small food-processing 
industries, thereby increasing, in turn, labour mobility 
from rural to urban areas. In a similar vein, Pack (2009), 
who doubts whether South Asian countries would be 
able to follow the same growth path in manufacturing 
and exports as was followed by the East Asian countries, 
points out that, in South Asia, growth in rural incomes 
and employment should be propelled by an expansion 
in agricultural productivity that gives rise to increased 
demand by rural families for household products and 
agricultural inputs that can be efficiently produced 
in rural areas. Pack further notes that, even in China, 
Korea and Taiwan, a dramatic increase in agricultural 
productivity had supported the growth of the small and 
medium enterprise (SME) sector that sells its products 
to the farms.

Ravallion and Chen (2007) found that, in China over the 
period 1980–2001, the impact of the primary sector on 
headcount poverty reduction was 3.5 times higher than 
the impact of either the secondary or tertiary sector. 
They estimated the poverty elasticity of growth in China 
at –7.85 for agricultural and –2.25 for non-agricultural 
economy; that is, 1% growth originating in the primary 
sector brings a 7.85% reduction in poverty, whereas 
the same magnitude of growth originating in the 
non-primary sectors results in only a 2.25% reduction in 
poverty. The lead role of the primary sector in poverty 
reduction in China was further confirmed by a more 
recent study that used provincial panel data (Montalvo 
and Ravallion 2010).
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example, employment of unskilled labour may not be 
high in highly mechanised agriculture.

Some studies have suggested that when growth 
in agriculture is accompanied by investment in 
infrastructure, education and health, its effect on 
poverty reduction is further enhanced. In a study of 
15 Asian countries, Habito (2009) analysed sectoral 
contribution to poverty in two stages, first using 
pair-wise correlations, then multiple-regression 
equations. The pair-wise correlations revealed only 
weak evidence of any systematic relationship between 
sectoral growth and poverty reduction, especially for 
agriculture and services. However, when using multiple-
regression equations, it was found that the joint effect 
of agriculture-driven growth, good governance and 
social expenditures by the government appear to well 
explain the variation in poverty elasticity of growth 
across Asian countries. Contrary to the puzzling 
results obtained under pair-wise correlation analysis, 
agriculture’s role this time emerged as a significant 
determinant of the poverty elasticity of growth, in the 
expected direction. However, its impact on this measure 
was still considerably weaker than those of governance 
and public expenditures on education and heath, with 
governance having the strongest effect.

The impact of agriculture on poverty reduction depends 
on the interaction of several effects. First of all, the 
direct effect of growth in the agriculture sector is to raise 
income levels of those employed in the sector. Second, 
how much the poor people benefit from agricultural 
growth depends on the rate of participation of the 
poor in agriculture. This depends, in turn, on the type 
of agriculture in a particular location. For example, 
in highly mechanised agriculture, the participation of 
the poor and unskilled people may be minimal. On 
the other hand, in subsistence agriculture, or in fruit 
and vegetable farming, the rate of participation of the 
poor may be relatively high. As noted above, Loayza 
and Raddatz (2010) emphasised the importance of 
the intensity of unskilled labour use in agriculture in 
determining its ability to reduce poverty. Third, the 
total contribution of agriculture to poverty reduction 
depends on the relative size of the sector; i.e. the share 
of the agriculture sector in the national economy. 
Finally, there are indirect contributions that growth in 
one sector of the economy make for enhancing growth 
in the other sectors and helping to reduce poverty.

found that labour productivity gains in agriculture 
(measured by the value-added per worker) were large 
in East Asia during 1993–2002, when rural poverty 
rates also fell sharply. They also found that growth 
in agricultural productivity had large positive effects 
on poverty reduction in the developing countries of 
Sub-Saharan Africa and other parts of Asia, but not 
so in Latin America and the Caribbean. The authors 
suggested that, in Latin America and the Caribbean, 
gains in agricultural productivity did not translate into 
lower rural poverty rates because they were driven 
by capital and thereby created fewer employment 
opportunities. According to these authors, an important 
determinant of a sector’s impact on poverty lies in the 
intensity of its employment of unskilled workers, and 
because agriculture and construction are the leading 
sectors in this regard, both have a large impact on 
poverty reduction.

In recent years, some studies have provided more 
nuanced, and qualified, support for the role of 
agriculture in poverty reduction. Thus, for example, 
based on an examination of a sample of 25 countries, 
Cervantes-Godoy and Dewbre (2010) found that growth 
in agriculture plays a leading role in the reduction of 
extreme poverty (i.e. income ≤US$1.25 per day), but 
non-agricultural growth is more powerful in reducing 
poverty among the better-off poor (i.e. in reducing 
the US$2.00 per day poverty headcount). They found 
that the dominance of agriculture in reducing extreme 
poverty declined as countries became richer and as 
income inequality increased. They also found that more 
than 52% of the average poverty reduction in 12 of the 
25 countries studied was due to agricultural growth, 
while remittances contributed to 35% of the reduction 
and the rest was due to non-agricultural growth. A 
further finding was that high initial income inequality in 
a country reduced the impact of agricultural growth on 
poverty reduction.

But agriculture and construction are not the only sectors 
that employ unskilled workers—some service industries 
also do so; for example, domestic and cleaning services 
in the tourism industry. Studies by Suryahadi et al. 
(2009) and Suryahadi and Hadiwidjaja (2011) reported 
that urban services have been the most important 
source of poverty reduction in Indonesia. At the 
same time, different types of agriculture had different 
intensities for employment of unskilled labour. Thus, for 
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products such as meat, dairy, fruits and vegetables, 
providing an additional demand boost for agriculture 
and thus larger reverse linkage effects.

The current awareness of climate change has further 
strengthened the indirect multiplier effect of agriculture 
by increasing the demand for fuel derived from 
agricultural products (World Bank 2007).

The whole process of sectoral transformation creates 
forward and backward linkages between the agriculture 
and non-agriculture sectors. The demand from the 
growing agriculture sector also feeds into higher growth 
in non-agriculture sectors. In addition to the demand 
for manufactured products such as tractors, tube wells, 
fertilisers and pesticides, rising agricultural incomes 
are also spent on purchasing industrial products for 
households and on services including education, 
health care, and financial and domestic services. Thus, 
agricultural growth also has a multiplier effect on 
non-agricultural growth. Many studies suggest that the 
agricultural multiplier is significantly greater than 1, 
especially in relatively closed, non-trading economies 
of the sort found in rural Africa, where the multiplier 
is often between 2 and 3 (Timmer 2009). But even in 
the more open economies of Asia, where rice is more 
tradeable than in most African countries and staple 
foods and local prices more easily reflect world prices, 
the agricultural multiplier is close to 2 in the early stages 
of agricultural modernisation when productivity gains 
are the fastest.

Most developing countries are currently going through 
their sectoral transformation, but not all are moving 
at the same pace. For example, in 1961 the share of 
agriculture in employment was roughly the same in 
China, India and Indonesia, when all three countries 
had about 74% of their workforce employed in 
agriculture. By about 2008, this share had dropped to 
around 40% in China, 42% in Indonesia but by much 
less, to about 52%, in India. This indicates that, for 
various reasons, employment in industry and services 
has not been growing as rapidly in India as it has in 
China and Indonesia.

In its 2008 World Development Report, the World 
Bank (2007) delineated three classes of developing 
countries—agriculture-based economies, transforming 
economies and urbanised economies—to emphasise 
the point that policy responses need to be shaped by 
the specific conditions in each country; in particular by 

4.2 Agriculture, economic growth and structural 
change

As economies grow, they go through a sectoral 
transformation that is characterised by falling shares 
of agriculture in both GDP and employment, even 
when the absolute size of the agriculture sector 
continues to grow in terms of output. All the developed 
countries have gone through this process during their 
economic development. A common feature of this 
sectoral transformation is that the share of agriculture 
in a country’s economy (i.e. GDP and employment) 
falls as the industry and services sectors grow. The 
main driver of this transformation is captured in the 
so-called Engle’s Law.7 The rate at which the share 
of the agriculture sector declines differs between 
countries and depends on many factors, including 
how rapidly the alternative sectors of an economy are 
growing, how equally or unequally non-agricultural 
income is distributed, and how strong the feedback 
effects of urbanisation are on demand for agricultural 
products. As urban incomes grow, demand also 
increases for agricultural products, such as meat, eggs, 
milk, vegetables and fruits, generating further growth 
within the agriculture sector. Haggblade et al. (2007, 
p. 14) explain this process of sectoral transformation 
as follows:

As countries grow, the role of agriculture as a generator 
of overall growth declines, and new drivers emerge 
both in the rural non-farm economy (urban-to-rural 
subcontracting) as well as the urban economy 
(e.g., manufactured exports), a phenomenon widely 
observed over the past decades in the Asian economies. 
With rapid (urban) income growth comes a significant 
diversification of diets into higher value agricultural 

7 Engle’s Law is the name given to the relationship, first 
articulated by 19th century German statistician Ernst 
Engle (not to be confused with Friederich Engels, the 
collaborator of Karl Marx), between growth in income and 
the proportion of income spent on consumption in general, 
and food in particular. Engle found that as the level of 
income rises, the proportion of income spent on food falls, 
although the absolute amount of expenditure on food does 
not decrease. This relationship suggests, therefore, that as 
a country experiences economic development, the share 
of agriculture in its economy declines (and that of the 
industry and services sectors increases). 
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These general suggestions for policy focus must be 
adjusted according to the importance of heterogeneities 
of agriculture within a given country. In the different 
regions of China, India, Indonesia, South Africa and 
Vietnam, there are many different types of agriculture, 
depending upon climatic conditions. It would be 
sensible therefore to align policies for agricultural 
growth and poverty reduction accordingly. In some 
places, for example, large commercial farming coexists 
with smallholders. Some smallholders are subsistence 
farmers, while others sell a part of their produce in 
the markets. Price-support policies, commonly used 
in developing countries, would benefit the net sellers, 
but not the net buyers. As the World Bank (2007, p. 6) 
notes, balancing attention to the favoured and less 
favoured subsectors, regions and households is ‘one of 
the toughest policy dilemmas facing poor countries with 
severe resource constraints’.

the share of agriculture in a country’s GDP and whether 
there is rural or urban dominance of poverty. In the 
agriculturally based economies (mostly in Sub-Saharan 
Africa8), agriculture accounted for around 29% of GDP, 
and 68% of the population lived in rural areas. In the 
transforming economies (mostly South Asia, East Asia 
and the Pacific, and the Middle East and North Africa), 
agriculture accounted for 13% of GDP on average, and 
63% of the population were rural. Most of the urbanised 
economies are in Latin America, the Caribbean, Europe 
and Central Asia where, on average, 6% of GDP came 
from agriculture and 26% of the population was rural.

While raising productivity in both agriculture and 
non-agriculture sectors remains the fundamental 
challenge for developing countries, policy responses 
need to be designed according to county-specific 
conditions. According to the World Bank (2007), the 
focus of policies should be on raising agricultural 
productivity by greater investment in R&D and 
innovation, as well as in developing supportive 
institutions for facilitating growth in rural non-farm 
employment. Depending upon the heterogeneities of 
agriculture within the countries, smallholder farms 
should be targeted with policies for promoting improved 
seeds and better use of fertilisers, and improving access 
to markets and credit facilities. In the transforming 
economies, the main thrust of policies might be 
on improving the quality of sectoral public goods 
such as rural education, infrastructure investment, 
and agricultural R&D and extension services. In 
the urbanised economies, while improvements in 
agricultural productivity may be still targeted, the 
main thrust of policies should be directed at reducing 
urban poverty.

8 This includes South Africa, but the shares of agriculture 
in GDP and employment in South Africa are much lower 
than the averages for this region (see Chapter 5). 
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irrigation, R&D and rural infrastructure. Their 
argument is that these investments had prepared the 
ground for the great increase in agricultural production 
and incomes following the decollectivisation of farming 
brought in under the Household Responsibility System 
introduced in 1978 under the Four Modernizations 
Campaign.

Before the reforms began, the returns to government 
investment were inhibited by policy and institutional 
barriers. The mountainous topography of many parts 
of China had hindered the development of roads, 
resulting in the isolation of rural communities from 
urban markets and employment opportunities. The 
government gave highest priority in its investment 
portfolio in the 1980s to rural road construction, 
electrification of rural areas and development of 
irrigation systems. These reforms reduced the barriers, 
enabling investments to generate immense economic 
growth and poverty reduction. Fan et al. (2004, p. 408) 
estimated that, between 1978 and 1984, rural reforms 
accounted for more than 60% of total production 
growth in Chinese agriculture and more than 51% 
of poverty reduction, and that public investment 
accounted for 12% of growth and 45% of poverty 
reduction. They found that public investment in 
education had the highest impact on poverty reduction, 
lifting 12 people out of poverty for every 10,000 yuan 
of investment in education. Investment in agricultural 
R&D had the second-largest impact on poverty and the 
largest impact on agricultural GDP growth.

Ravallion (2008) largely supports the findings of 
Fan et al. (2004). In particular, he reiterates the role 
of government investments in complementing the 
rural decollectivisation reforms. ‘China’s success was 

5.1 China

The contribution of China’s agriculture to poverty 
reduction was discussed earlier in this report. Following 
the continuous migration of rural labourers into urban 
areas, urban poverty and inequality have become 
serious problems in China. The migrant workers and 
their families have received different treatment in terms 
of health, education and other social services, and have 
also been discriminated against in the local job markets, 
factors which tend to generate social divisions and even 
social unrest in the more developed urban areas.

New poverty has also emerged in China’s pastoral 
regions. The growth rates in the incomes of herders have 
been lower than those of the farmers in some regions 
of Inner Mongolia. Factors responsible for this include 
declining productivity because of land degradation, a 
drought that lasted for several years, policies that were 
aimed at protecting grassland (partial or full grassland 
enclosures), deterioration in the agricultural extension 
and technical support services for animal production, 
and limited scope for herders to diversify their income 
sources. The new poverty has also been caused by an 
increase in living costs, especially for education, medical 
care and fuel.

Fan et al. (2004) argue that, even with the economic 
reforms that began in 1978, it would not have been 
possible for China to achieve rapid economic growth 
and poverty reduction in the absence of the substantial 
government investment that had occurred in the 
decades before and after those reforms. They refer to 
huge amounts of public investment in rural education, 

5 Agriculture and poverty: 
country perspectives
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This does not mean that everything is rosy with China’s 
agriculture. Indeed, it is facing several challenges, which 
are discussed in the next chapter.

5.2 India

Agriculture contributed a little more than 51% of the 
total output of India’s economy in the early 1950s. Its 
share has steadily declined to around 18% in 2008 
(Table 6). In 1952, agriculture was the principal 
occupation of more than 72% of India’s labour 
force. During the next two decades, the share of the 
workforce employed in agriculture remained virtually 
unchanged, but started declining, albeit slowly, after 
1971. The latest estimates reveal that about 52% of 
the total labour force was engaged in the agriculture 
sector during the triennium ending 2008 (Table 6). 
As discussed in the previous chapter, these changes 
in the share of agriculture in GDP and employment 
are consistent with the processes of structural 
transformation that accompany economic growth. 
India’s structural transformation has been much slower, 
however, than that of China, Indonesia or Vietnam, and 
Indian agriculture is carrying the weight of providing 
employment to a much larger share of the country’s 
population than is the case in comparable countries.

India’s agriculture is dominated by smallholders, and 
rates of growth in this sector have been modest. Under 
the pressures of population growth and subdivision 
of family farms, the average size of landholdings has 
been falling. The share of farm holdings of less than 
2 hectares (ha) has increased from 70% in 1970–71 to 
83% in 2005–06. Further, more than 60% of the farmers 
in the country are operating on less than 1 ha. Land 
distribution is highly skewed and uneven; the bottom 
83% farmers control about 41% of farmed area. Thus, 
the changing structure of farm holdings in favour of 
smaller size poses a challenge for accelerated poverty 
reduction in rural areas and calls for land reforms.

Rural employment in India has undergone significant 
changes since the 1970s. Total rural employment did 
not experience much growth during the 1970s and 
even declined during the 1980s. But since 1987 total 
employment in rural India has been growing at almost 
2% per annum. Non-agricultural employment has grown 

not just a matter of letting markets do their work’, he 
points out, adding that success would not have been 
possible without strong state institutions implementing 
supportive policies and public investments (Ravallion 
2008, p. 309). Research also played an important role. 
The government established the first publicly funded 
agricultural research organisation, the China Rural 
Development Research Group, in 1980. This was 
followed by the establishment of the Chinese Academy 
of Social Sciences and the Development Research 
Center under the State Council.

No doubt China’s poverty reduction has been greatly 
helped by rapid and sustained growth of its export-led 
manufacturing sector, which grew at an average annual 
rate of 12% over 1985–2005. However, Ravallion 
(2008) argues that it was growth in the rural economy 
that did the ‘heavy lifting’ in reducing the number of 
poor in the early stages of China’s reform process.9 It 
should be recalled that Ravallion and Chen (2007) had 
decomposed the impact of sectoral growth on poverty 
reduction in China over the period 1981–2004 and 
had found that growth in the primary sector had had 
about a four times greater beneficial impact on national 
poverty as had growth in either the secondary or the 
tertiary sectors. Ravallion (2008) argued that the success 
of agrarian reforms in promoting a rapid reduction in 
rural poverty was ‘causally relevant’ to the subsequent 
success in promoting labour-intensive manufacturing.

Another relevant feature of agricultural growth as 
compared with industrial growth in China is that 
agricultural growth reduced urban–rural income 
disparities, whereas industrial growth accentuated 
them. ‘Imagine if the same aggregate growth rate had 
been balanced across sectors’, Ravallion suggested, in 
an attempt to illustrate the superiority of the equality-
enhancing impact of agricultural growth. ‘Then it would 
have taken 10 years to bring the poverty rate down to 
10%, rather than 20 years’ (Ravallion 2008, p. 306).

Thus, agriculture played a highly significant role in 
poverty reduction in the early stages of China’s growth 
and prepared the ground for the subsequent impact 
of the industrial sector and urbanisation on poverty. 

9 Critics may argue that initial success in poverty reduction 
is relatively easier when large numbers of the poor are 
lifted from just below the poverty line and that subsequent 
reductions are more difficult as they have to dig deeper 
into the poverty gap. 
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Growth rates in Indian agriculture have been modest, 
ranging from 2.6% per annum in the 1950s, falling to 
1.7% in the 1970s, rising to 2.0% in 1980s, and then 
rising for the first time to, and staying at, 3.2% per 
annum in the 1990s and 2000s. India’s agriculture sector 
is dominated by the crops subsector which accounts 
for more than 42% of the total value of agricultural 
output. The other subsectors, with their shares in total 
agricultural output in brackets, are livestock (24%), 
horticulture (20%), forestry (10%) and fisheries (4%). 
Growth rates in the crops subsector have been around 
3% per annum since 1990, but had been lower during 
the 1970s and 1980s. Investment in agriculture declined 
throughout the 1990s, leading to a deceleration in 
growth of total factor productivity (TFP) in the north-
western region, especially in rice- and wheat-growing 
areas. The target rate of growth for the crops subsector 
for the 11th Five Year Plan (2007–12) was 2.7%, but the 
actual rate for 2005–10 has been revised down to 1.7%.

The livestock subsector has been growing strongly since 
1980 and this growth is considered to be particularly 
helpful for poverty reduction and gender and social 
equity. This subsector employs about 21 million people. 
It is an important source of livelihood for smallholders 
and landless labourers, as the distribution of livestock 
is more egalitarian than that of land. Smallholders and 
landless labourers together control about 71% of cattle, 
63% of buffaloes, 66% of small ruminants (goats and 

faster than agricultural employment. Between 1999 and 
2004 it grew at 4.7% per annum compared with 1.2% per 
annum in the 1970s and 1.8% per annum in the 1980s. As 
a percentage of total rural employment, non-agricultural 
employment increased from 19% to 22% in 1993, and 
rose further to 28% in 2004–05.

A healthy growth of real agricultural wages appears to 
be necessary to reduce rural poverty. Rural wages in real 
terms have increased faster than both agricultural and 
non-agricultural employment. The growth in real rural 
wages was close to 4.0% during 1972–83, before slowing 
down to about 2.0% in the decade to 1993 then picking 
up again to about 3.4% per annum during 1993 to 2004. 
According to Labour Bureau data, there has been a 
significant increase in real wages in rural areas because 
of the National Rural Employment Guarantee Act. 
A tightening of the rural labour market and a significant 
increase in real wages of agricultural labourers have been 
reported from many parts of India. The government 
investment in rural infrastructure and rural development 
may have contributed to this growth. State-level data 
reveal that, in poor states such as Bihar, Orissa and Uttar 
Pradesh, non-agricultural employment has been less 
important in total rural employment than in the more 
developed states. However, growth rates in non-farm 
employment have picked up in recent years, even in the 
poor states.

Table 6. Share of agriculture in gross domestic product (GDP) and total employment in India

Years Share of agriculture (%)

GDP Employment 

Triennium ending (TE) 1952 51 .4 72 .4

TE 1961 44 .8 71 .9

TE 1971 43 .4 72 .0

TE 1981 35 .2 68 .8

TE 1991 (pertain to 1993–94) 29 .6 61 .0

TE 2001 (pertain to 1999–2000) 24 .7 56 .6

TE 2008 (pertain to 2004–05) 17 .7 52 .1

Source: National Accounts Statistics, Central Statistical Organization, Government of India; Decennial Population Census; different rounds of 
the NSSO surveys on Employment and Unemployment .

Note: Data for employment are for single year . Data for employment for 1951–81 are based on decennial population census, and the 
remaining years from the NSSO surveys on employment and unemployment .
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acknowledged that the best that might be achieved is 
likely to be around 3% per annum (Ahluwalia 2011).

There are several reasons for the poor performance 
of the sector, one of which could be characterised 
as implementation fatigue, causing delays in the 
introduction of key initiatives that were expected to 
raise the growth rates of agriculture. The mid-term 
appraisal report itself provides such evidence 
(GOI 2010, pp. 70–71):

Given these ambitious objectives, the performance 
so far has been most disappointing. Till 31 August 
2009, an expenditure of nearly Rs. 5000 crore10 
[Rs 50,000 million] had been incurred during the 
Eleventh Plan period but this was entirely on old 
projects. No watershed project under the new IWMP 
[Integrated Water Management Programme] had been 
sanctioned till then. There are still about 16,744 ongoing 
projects at various stages of completion, which have been 
unduly delayed on one account or another. This poses a 
serious question over where the massively raised outlays 
for the new IWMP in the Eleventh Plan are going to be 
spent. What is even more worrisome is that the steps that 
need to be taken to actualise the potential inherent in the 
new guidelines have yet to be put in place.

As Table 7 shows, growth rates in all subsectors of 
Indian agriculture are below the target rates for the 
11th Five Year Plan.

In summary, agriculture and the rural economy continue 
to be the primary source of income and employment 
for the majority of India’s population. The process of 
structural transformation has been proceeding more 
slowly in India than in China, Indonesia, South Africa 
and Vietnam, as a relatively greater proportion of the 
population is employed in this sector in India than in 
the other countries. This also reflects that employment 
growth in the secondary and tertiary sectors has not 
been sufficiently high to further reduce the share of 
agricultural employment. In recent years, India’s GDP 
growth has been driven by the services sector, but 
employment growth in this sector has been slower than 
its output. Furthermore, the poor and the unskilled 
cannot find employment in the growing subsectors of the 
services sector.

10 One crore is equal to 10 million.

sheep), 70% of pigs and 74% of poultry. According to 
Sharma and Kumar (2011), the rapid growth of the 
livestock subsector benefits the poorest households the 
most, because livestock contributes nearly half of the 
total income of the smallholders. This subsector also 
has a special role in promoting gender and social equity, 
since around 60% of its total workforce are women. 
Furthermore, the majority of workers engaged in 
livestock belong to socially and economically backward 
communities. Scheduled tribes, and scheduled and 
other backward castes, together constitute about 70% of 
the persons employed.

The fisheries subsector is still small, given the length of 
India’s coastline and its internal waterways. Growth in 
this sector was above 5.0% per annum during the 1980s 
and the 1990s, but has fallen to a little above 3.0% since 
2000. The fisheries subsector was targeted to grow at 
an annual rate of 6.0% during the 11th Five Year Plan, 
but actual growth has been revised down to around 
4.0% per annum until 2009–10. Given the scope of this 
subsector for employing people with little education and 
no particular technical skills, further growth could help 
reduce rural poverty.

It is well documented that while the introduction 
of high-yielding varieties (HYVs) of crops and the 
expansion of irrigation and fertiliser use have been 
major engines of productivity growth in Indian 
agriculture, there have been substantial regional 
differences in the level of application of these inputs. 
By and large, the use of these inputs was low in poorer 
states compared with the developed states. In Punjab, 
for instance, more than 90% of the cropped area was 
planted with HYVs, while in states with high poverty 
rates, such as Bihar and Orissa, about 45% of the total 
cropped area was still planted with traditional varieties 
in 2006–07. Although many factors are associated 
with rural poverty, the lower rates of HYV adoption, 
irrigation and fertiliser use in these states are clearly 
correlated with a higher incidence of rural poverty.

The deceleration in the growth of Indian agriculture 
has contributed to rural distress in parts of the country, 
affecting both large and small farmers. The government 
developed a strategy aiming for a near doubling of the 
rates of growth of agriculture during the 11th Five Year 
Plan (2007–12). The plan had a target rate of more 
than 4% per annum for the agriculture sector but, in 
the light of a mid-term appraisal (GOI 2010), it is now 
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The GDP share of the industrial sector actually declined 
between 1980 and 1990, but its employment share 
continued to increase significantly. This reflects the 
change in Indonesia’s industrial development strategy in 
the mid 1980s, from capital-intensive import substitution 
to labour-intensive export orientation. However, after 
the Asian financial crisis, the employment share of the 
industrial sector declined again and reached 14% in 
2000. During the reform period, this share stagnated and 
remained at 14% in 2010 (Figure 2).

The share of employment in services has been rising 
rapidly since the 1990s and now accounts for close 
to 46%.

In line with Suryahadi et al. (2009), Suryahadi and 
Hadiwidjaja (2011) found that the growth of the 
agriculture sector was not effective as growth in the 
non-agriculture sectors in terms of poverty reduction. 
The growth in the services sector appears to have had 
the highest impact in reducing poverty in Indonesia in 
both urban and rural areas. This result held for both 
the pre– and post–Asian financial crisis eras. The role 
of agriculture sector growth nevertheless remained 
important in reducing poverty in rural areas. However, 
its effect fell slightly after the crisis.

Comparison of the agricultural and services sectors 
shows that growth elasticity of poverty for the services 
sector is higher than that for the agriculture sector, 
both before and after the Asian financial crisis. As the 
estimation of sectoral growth is weighted by GDP share, 
the services sector, which contributes the most in terms 
of GDP, outplays the agriculture sector in its capacity 

While the livestock subsector has benefited from 
policy support and urbanisation, the largest subsector 
of Indian agriculture, namely the crops subsector, has 
suffered from policy neglect and lower investment. 
The use of HYVs and the spread of electrification have 
played a crucial part in the past growth of this sector, 
but have also gone through neglect and are limited 
to only some states. Sharma and Kumar (2011) find 
that rising rural literacy is the most important driver 
of poverty reduction in India, presumably because it 
helps the poor in connecting with non-agricultural 
employment either in the diversifying rural economy or 
in urban areas.

5.3 Indonesia

Suryahadi and Hadiwidjaja (2011) found urban services 
to be the most important force in poverty reduction in 
Indonesia. The share of agriculture in Indonesia’s GDP 
has been falling steadily since the 1970s and is now 
around 14%. Correspondingly, the share of industry and 
services has fluctuated since 1980, although the services 
sector has been growing rapidly and accounts for close 
to 50% of GDP (Figure 1).

Some of these studies also suggest that agriculture 
in Indonesia has been badly neglected in recent 
decades due to the urban bias in government policies, 
particularly since the Asian financial crisis of 1997–98.

Table 7. Growth rates of gross value of output in Indian agriculture and allied sectors

Subsector Share of value of 
output (%)

Average growth 
2000–01 to 

2004–05

Target growth for 
11th Five Year Plan

Average growth 
2005–06 to 

2009–10

Crops 42 .4 1 .0 2 .7 1 .7

Horticulture 19 .8 2 .0 5 .0 4 .1

Livestock 23 .8 3 .3 6 .0 4 .1

Forestry and logging 9 .6 1 .4 0 .0 2 .6

Fisheries 4 .5 3 .7 6 .0 4 .8

Total 100.0 1.7 4.0 3.0

Source: GOI (2010, p . 62)
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Figure 1. Sectoral shares (%) of gross domestic product (GDP) in Indonesia, 1971–2010
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Figure 2. Sectoral shares (%) of employment in Indonesia, 1971–2010
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As a result of the structural transformation that has 
occurred in the South African economy, only 7.4% of 
South Africa’s workforce was employed in the primary 
sector in 2000—5.1% in agriculture and 2.3% in mining. 
The agriculture sector lost 594,000 jobs between 1995 
and 2009, while a further 150,000 jobs were lost in the 
mining sector. Employment growth during this period 
was mainly in the services sector, where 3,290,000 new 
jobs were created. Two subsectors within the services 
sector, namely wholesale and retail trade, and finance, 
have been the engines of growth in employment. In 
the industrial sector, only 271,000 jobs were created 
in the manufacturing industry, while 608,000 were 
created in the construction industry. In 2001, just 
under 1.2 million workers (including farmers) were 
employed in the primary sector. After an increase to just 
over 1.4 million, the number of individuals working in 
agriculture fell to about half of the number employed 
in 2001. Thus, by 2009, fewer than 600,000 people were 
classified as working in the sector.

According to Bhorat et al. (2011), the decline in 
employment was the result of several factors, including 
the increased level of capital intensity of commercial 
agriculture, the introduction of minimum-wage 
legislation and the replacement of permanent farm 
workers with seasonal or casual labour (the last also 
partly in response to the introduction of the minimum 
wage). While it is uncertain whether agriculture has 
played any role in the reduction of poverty levels since 
1995, the decline in the employment of farm workers 
does suggest a loss of income experienced by the 
households of these workers. Evidence suggests further 
that farm workers were also still more likely to receive 
wages below the statutory minimum than workers in 
other sectors governed by sectoral wage determinations.

Furthermore, the evidence on the impact of the measures 
introduced since 1994 suggests that interventions such as 
trade liberalisation, market deregulation and land reform 
policies have been less than successful in increasing 
participation in the sector (particularly by previously 
excluded groups). Small and emerging farmers generally 
lack the skills and experience to take advantage of the 
policy changes. Progress in the land redistribution 
process has also been slow.

It is clear from the above discussion that the South 
African economy is heading towards a difficult period. 
While employment in commercial agriculture has 

to reduce poverty. The fact that the agriculture sector 
excelled during the financial crisis shows that its growth 
is more stable. Nonetheless, growth in the services 
sector is more effective in reducing poverty.

The geography of Indonesia’s urban centres may also 
have a bearing on the role of urban services in poverty 
reduction, as suggested by the greater role of urban 
services in reducing rural poverty. In other words, it 
appears that large numbers of rural poor are able to 
engage in urban services without long-term migration 
to urban areas.

5.4 South Africa

The incidence of both absolute and relative poverty 
in South Africa has declined since the advent of 
democracy, not only in aggregate but also for the largest 
population group, namely Africans. The gains in terms 
of income have been modest, however, and by 2005 still 
almost half of South Africans were living in poverty 
according to a Cost of Basic Needs poverty line. By 
contrast and thanks to the social protection programs 
put in place by the Government of South Africa, access 
by the poor households to most of the basic services 
has increased significantly since 1994. The poorest 
households still lack access to all assets, in particular to 
piped water and flush or chemical toilets.

The agriculture sector in South Africa has experienced 
extensive changes since 1994, first as a result of domestic 
reforms introduced by successive post-apartheid 
governments and, more recently, as a result of the 
stimulation of production in both the commercial and 
small-scale farming sector in the wake of the global food 
crisis in 2008. The basic premise of the Accelerated and 
Shared Growth Initiative for South Africa (ASGISA) 
has been that the agriculture sector has a critical 
contribution to make in achieving the initiative’s goals 
of higher economic growth, poverty reduction and 
increase in employment (Tregurtha 2008, p. 2).

Between 1995 and 2005, growth in the output of South 
African agriculture kept pace with the increase in 
aggregate output, and the contribution of the sector to 
aggregate GDP has remained relatively unchanged at 
about 2.3%, although the rate of growth of agriculture 
has slowed since 2000.
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must eventually endanger the sustainability of South 
Africa’s public finances. There is already indirect 
evidence that the opportunity cost of the current social 
protection system in South Africa is adversely affecting 
the government’s budgetary priorities. For example, 
while government expenditure on social grants has 
increased from 3.2% of GDP in 2001 to 4.4% in 2009, 
expenditure on some other budget items, including 
education and health has remained fairly constant in real 
terms (Leibbrandt et al. 2010). The more the social grants 
grow in the future, the more difficult it will become 
for the government to finance public investment and 
expenditure on other productive budgetary priorities.

In South Africa, the well-intended policy of equalising 
the rural and urban wage has had an unintended 
effect of causing higher unemployment of unskilled 
agricultural workers after 2006. This example is also 
relevant for China, where demands for basic service 
equalisation are often made without realisation of the 
costs involved.

It may be concluded, therefore, that despite the 
South African government’s emphasis on the role of 
agriculture in contributing to economic growth and job 
creation, the scope for this might be limited. For the 
sector to play a significant role in poverty reduction, 
several issues need to be resolved. The most critical 
of these include support for emerging farmers, in 
terms of skills development, improved support and 
extension services, and improved access to financial 
services. The slow progress in land redistribution also 
warrants attention.

5.5 Vietnam

The Vietnamese economy grew at an average annual 
rate of 7.9% during the 1990s and at 7.5% per annum 
between 2000 and 2004 (World Bank 2007). The core 
objective of Vietnam’s economic strategy since the 
early 1990s has been a rapid integration into the world 
economy: the development of a diversified portfolio 
of oil, manufactured and agricultural exports, and 
the attraction of direct foreign investment. The share 
of merchandise exports in Vietnam’s GDP rose from 
around 10% in the 1980s to 47% in 2002, then to 70% 
by 2005.

fallen, especially for unskilled workers, growth of 
non-agriculture sectors has not been rapid enough to 
absorb the growth in the labour force. Employment 
growth has been concentrated mainly in two sectors—
wholesale and retail trade, and financial and business 
services—which are together responsible for two-thirds 
of total employment growth since 1994. Three of every 
four jobs created in the financial and business sector are 
those for security services and labour brokers. The high 
incidence of crime in South Africa has in fact resulted in 
a rapid growth in employment within the financial and 
retail trade subsectors, primarily for providing crime 
prevention services.

Although 3.2 million jobs were created between 1994 
and 2009, the labour force grew by 4.7 million during 
the same period, adding further to the already large pool 
of the unemployed. Indeed, the number of unemployed 
more than doubled between 1995 and 2009, and the 
unemployment rate, which has been rising at the 
average annual rate of 5.2%, reached 28.3% in 2009, 
one of the highest rates among developing countries. 
Unemployment rates for Africans and young people 
are even higher, because their share in employment 
has fallen. Thus, growth in the South African economy 
has been inadequate to absorb the growing workforce. 
Unemployment, already alarmingly high, continues 
to grow. African male workers, and households whose 
head lacks secondary education, have not benefited 
from economic growth.

The number of social protection grant recipients 
increased from 3.0 million in 1997 to 9.4 million in 
2005, then to 13.5 million in 2009. Labour market 
outcomes have also generated increasing income 
inequalities. Not only those without education, but also 
those with education only up to grade 12, seem to have 
been unable to access gainful employment. As noted by 
Bhorat et al. (2011), the high level of inequality might 
have been even higher without the growth of social 
protection programs.

While South Africa’s social protection system has helped 
in reducing poverty, from the longer term perspective 
this solution to poverty reduction is unsustainable. It 
is a challenge for the Government of South Africa to 
rebalance the current model of economic growth in 
favour of one that creates sufficient numbers of jobs to 
reduce both poverty and unemployment. The rapidly 
growing fiscal burden of social protection programs 
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rapid growth in Vietnam’s agriculture has opened 
pathways out of poverty for farming households. 
The government’s Resolution 10 in 1988 promoted 
privatisation in agriculture, on which more than 70% 
of its population depended. Under Resolution 10, the 
distribution of land was relatively equal in proportion 
to the size of the farming household. Food production, 
which was essential for poverty reduction over the 
1990s, increased from 19.5 million tonnes in 1988 
to 21.7 million tonnes in 1991, 32.1 million tonnes 
in 2001, then 39.5 million tonnes in 2005, a rate of 
growth in food production that was unprecedented 
in the country’s recent history. The Land Law of 1993 
also played a substantive role in reducing poverty 
by allowing land-use rights to be legally transferred, 
exchanged, mortgaged and inherited. Ravallion and van 
de Walle (2006) found that land allocation in Vietnam 
had become more efficient since the 1993 Land Law. 
Vietnam also succeeded in maintaining agricultural 
output growth beyond the initial, once-off spurt caused 
by land reform. This was done by investing in rural 
infrastructure for raising agricultural productivity. State 
organisations took an active role in building rural roads, 
which facilitated greater access to markets, vocational 
education and training facilities, as well as information 
and communication technologies.

The country’s efforts to integrate deeper into the 
world since 2000 contributed further to boosting 
economic growth and poverty reduction. Price reform, 
replacing plan prices with market prices, was quickly 
implemented in the early days of doi moi 11 and, by 1987, 
most non-essential consumer good prices had moved 
towards market prices.

The near-universal literacy and selected technical and 
higher education also helped attract foreign investors 
and facilitated industrial and technological development 
in Vietnam.

11 Doi moi (meaning ‘renovation’) is the name given to the 
economic reforms initiated in Vietnam in 1986.

According to the Organisation for Economic 
Co-operation and Development (OECD Observer, 
No. 233, August 2002):

Vietnam became the first East Asian country to 
complete a full poverty reduction strategy paper in 
May 2002. But the strain of an externally imposed 
poverty reduction framework on this growth-hungry 
economy became apparent. The country already had 
a five-year plan and a ten-year strategy which defined 
national goals of doubling GDP by 2010 and achieving 
industrialisation and modernisation by 2020. All fiscal 
resources were mobilised accordingly. When some 
eager donors insisted that their poverty reduction 
strategies were the supreme tool for resource allocation, 
the Vietnamese government sternly rejected the idea. 
The differences were papered over, and the resulting 
document—renamed the Comprehensive Poverty 
Reduction and Growth Strategy—is lauded as a model 
by the World Bank! But shouldn’t we rather have 
supported Vietnam’s own growth strategy, instead of 
trying to replace it with an entirely new one?

The Comprehensive Poverty Reduction and Growth 
Strategy for Vietnam reaffirmed the need, if development 
was to proceed, to continue the open-door policy and to 
actively integrate into the international economy (GOVN 
2002, p. 60). The Socio-Economic Development Plan for 
2006–10 continued the strategy, with a projected 16% 
annual increase in export turnover.

The poverty rate in Vietnam (as measured by per-capita 
consumption) came down from 58.1% in 1993 to only 
19.5% in 2004. The poverty rate in 2004 was one-third 
of 1993 levels. The growth elasticity of poverty reduction 
in Vietnam is estimated at 0.95 for 1993–98 and 1.32 for 
1998–2004.

What are the factors that helped this remarkable 
achievement in poverty reduction in Vietnam? 
According to de Janvry and Sadoulet (2010), 
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growth potential of the affected countries and limit 
targeted improvements in social indicators.

According to the United Nations report ‘Rethinking 
poverty’ (UN 2009, p. 87):

The IMF/World Bank programmes and policy advice 
improved the efficiency of tax administration but have 
done little to help raise tax revenues and have tended 
to result in the reduction of direct taxation in favour of 
indirect taxation.

The report argued for a shift in macro-economic policies 
and development strategies towards more inclusive 
growth, and for enhancing the roles of fiscal policy and 
fiscal space in tackling poverty (UN 2009, p. 91):

Macroeconomic policies should strive for both 
short-run stability and long-term development. 
Therefore, public investment for building up 
infrastructure, technological capabilities and human 
resources is critical for growth and productive 
employment generation and, hence, for poverty 
reduction. Public expenditure must also give priority 
to primary health care, universal basic education and 
human security—all of which are pro-poor. There is a 
substantial body of research on pro-poor budgets and 
the poverty alleviating effects of fiscal policy (Roy and 
Weeks 2004; McKinley 2004, 2008). Such an approach 
does not focus on government spending per se, but 
on whether government expenditure reduces poverty 
by disproportionately benefiting the poor relative 
to the non-poor (Osmani 2005), explicitly linking 
macroeconomic policy with poverty reduction and 
human development.

The UN report also noted that promoting full and 
productive employment was proclaimed as one of the 
three pillars of social development by the Copenhagen 
World Summit for Social Development in 1995. In 
2008, a new employment target was added under the 

6.1 Why has agriculture been neglected by 
policymakers and investors?

It is widely acknowledged that, among government 
policymakers and donor organisations, interest in 
agriculture declined in the 1980s, that the decline 
slowed gradually in the late 1990s and that a resurgence 
of interest has been evident since food prices started 
rising in the mid 2000s. Timmer (2009, p. 46) writes:

Agriculture has been seriously undervalued by both 
the public and private sectors in those societies in 
which poverty has remained untouched (or, in some 
cases, has been deepened). That is, market prices for 
basic food commodities have reflected both market 
and government failures in sending appropriate signals 
about the full social value of increased output—a value 
that needs to include the value that society places in 
poverty reduction and reduced hunger, as well as the 
incremental value to GDP.

The neglect of agriculture since the 1980s is also 
associated with a broader shift in economic strategy 
in many countries, which focused single-mindedly 
on reduction in budget deficits and resulted in a fall 
in public investment, especially in agriculture. The 
failure of this strategy to deliver on economic and 
social outcomes was acknowledged by the International 
Monetary Fund in the following terms (IMF 2004, p. 3):

The share of public investment in GDP, and especially 
the share of infrastructure investment, has declined 
during the last three decades in a number of countries, 
particularly in Latin America. Since the private sector 
has not increased infrastructure investment as hoped 
for, significant infrastructure gaps have emerged in 
several countries. These gaps may adversely affect the 

6 The neglect of agriculture
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and support for new technologies, access to credit 
and markets for agricultural produce. As noted by the 
OECD (2006), there has been a substantial decline 
in public-sector support for agriculture and many 
producers have lost access to key inputs and services. 
While public-sector provision of these services was 
not very efficient, it often provided the sole linkages to 
markets for poor rural producers. Today, such links are 
tenuous and complicated by much greater integration 
of the global economy. Smallholder producers now 
compete in markets that are much more demanding 
in terms of quality and food safety, and are more 
concentrated and integrated than in the past. OECD 
agricultural subsidies further distort many of these same 
markets (OECD 2006, Executive summary, p. 2).

The economic reforms of the early 1990s in Africa did 
not promote commercial farming to enhance growth 
of agriculture and therefore there were no major 
improvements in the lives of the rural population. As a 
result of the poor policies and governance, the number 
of people living in extreme poverty increased in Africa 
as agricultural productivity declined. In many countries, 
although the agriculture sector employs a large number 
of people, lack of access to formal financial services has 
hindered increases in large-, medium- and small-scale 
commercial agricultural productivity. Therefore, 
the rural productive sector and small agricultural 
enterprises suffer and are exposed to a multitude of 
market failures. This may include development policies 
that favour urban areas, and lending policies that are 
biased against small-scale agricultural firms and benefit 
urban big business and commercial activities. For 
example, Cromwell et al. (2005) examined the treatment 
of rural productive sectors in Malawi, Nicaragua and 
Vietnam in terms of their potential to reduce rural 
poverty and deliver pro-poor growth. They observed 
that although agriculture is a major contributor to 
growth (about 40%, 18% and 22% of GDP, respectively) 
in those countries and accounts for a larger percentage 
of total workforce employment (about 80%, 31% and 
63%, respectively), appropriate treatment, particularly 
in terms of funding and resource allocation, has not 
been given to rural productive sectors. Their study 
concluded that significant investment and long-term 
policy commitment in rural agriculture is required to 
assist the poor and enhance rural productive sectors. 
A more focused rural development strategy is needed 
that should deliver increased reliability to power supply, 

MDG No. 1 of halving poverty by 2015, with the objective 
of achieving ‘full and productive employment and decent 
work for all, including women and young people’.

In discussing the falling productivity in the agriculture 
sector and the poor performance of many agricultural 
development projects, the World Bank (2007) noted 
that the decline in the world price of food and other 
primary commodities, and the rising appeal of East 
Asia’s export-led manufacturing growth miracle, 
contributed to this neglect. Together, these factors 
pushed the agriculture sector into lower priority when 
the development strategies focused on export-oriented 
manufacturing and services as the key drivers of 
national economic growth.

Donor organisations also dropped agriculture as a 
priority for world development in the 1990s, when 
agriculture was considered to be associated with 
overproduction, pollution and subsidies in the 
developed countries. According to the UN Water, 
Energy, Health, Agriculture and Biodiversity Working 
Group (UN WEHAB 2002), many developing countries 
also did the same and reduced the priority of agriculture 
in their development strategies.

The contribution of the agriculture sector to poverty 
reduction can be witnessed in the historical patterns 
of economic development and poverty reduction in 
African and Asian countries. In the early years of 
independence, most of the African economies relied 
heavily on agriculture to propel economic growth and 
provide income and employment opportunities to the 
masses. Agriculture in Sub-Saharan African countries 
employed a large percentage of the labour force in 
the 1970s and 1980s. As a result, agricultural output 
increased, providing export earnings, mainly from 
primary products, supporting the livelihoods of millions 
of people and giving direct employment to more than 
half of the labour force in these countries (UNDP 2002). 
Similarly, agriculture provided significant employment 
in Asian countries and was a major source of income for 
most of the population in the 1960s to 1980s (Rosegrant 
and Hazell 2000). Thus, agricultural growth has 
contributed to a rapid reduction in poverty.

Government policies play a crucial role in agricultural 
development, through many channels, including land 
reforms, irrigation systems, electrification of rural 
areas, roads and telecommunication systems, pricing 
policies and fiscal support for agricultural inputs, R&D 
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growth in the rest of the economy. This relationship 
grows into a mutually supportive one and matures into 
one where the rest of the economy drives agricultural 
growth by absorbing surplus labour from agriculture. As 
noted above, it is well documented in the literature that, 
in the initial stages of economic reforms, agriculture also 
contributed significantly to poverty reduction in China.

In spite of this evidence, however, agriculture in many 
developing countries is still suffering from policy neglect 
and this is directly contributing to the persistence of 
rural poverty. For example, there are many examples in 
China of what has been called in the literature ‘the urban 
biases’ in government policies. First, the provision of 
basic public services—education, health, social security 
and social welfare—is heavily skewed in favour of urban 
areas. Second, the economic opportunities available to 
the rural population are severely limited by the many 
constraints that still apply to private ownership of 
agricultural land. Thus, farmland cannot be mortgaged 
or sold, limiting the ability of the farmers to raise 
loan capital for either education of their children or 
investment in new technologies on the farm (Chi 2009).

In common with a worldwide trend, public investment 
in Indian agriculture also fell, and the sector drifted 
into relative policy neglect from the 1990s onwards. 
Growth in agricultural productivity also decelerated 
during the same period and continued up to the mid 
2000s, as shown in Table 8. The decade-and-a-half to 
2006 witnessed acceleration in agricultural productivity 
growth in the world as whole, embracing developed 
and developing countries. In China, productivity 
growth accelerated in the 1990s and has remained 
high, but at a slightly lower rate of growth since 2000. 
Vietnam has also maintained TFP growth of more than 
2.8% per annum over the period 1990–2006 (Fuglie 
2008, p. 440). It is clear from these comparisons that 
productivity in India’s agriculture, on which 44% of total 
households rely, has been growing since the 1990s at 
lower rates than in Brazil, China or Vietnam, as well as 
the average rate for developing countries.

Sharma and Kumar (2011, p. 17) have noted that 
economic reforms launched in the early 1990s did not 
have a favourable impact on the agriculture sector in 
India, because economic reforms neglected investment 
in infrastructure development and institutional changes 
in the agriculture sector, and that the slowdown in 
agricultural growth after the mid 1990s was attributed 

provision of transportation and storage equipment, 
better access to roads, investment in skills development, 
better coordination of information and marketing 
of produce. Overall, reforms and capacity-building 
initiatives are needed in the developing world to 
encourage markets to provide the agriculture sector 
with better access to finance and promote land use so 
that it can support rural poverty alleviation.

Cervantes-Godoy and Dewbre (2010) point out that 
agriculture in Indonesia has also suffered from policy 
neglect after the Asian financial crisis of 1997–98, as 
the government’s agricultural policy has been narrowly 
focused on achieving self-sufficiency and price stability 
for the import-competing commodities, particularly rice, 
sugar and palm oil. They noted (Cervantes-Godoy and 
Dewbre 2010, p. 30) that the Indonesian government 
has used input subsidies and export taxes to achieve 
these objectives and that both these policy instruments 
have been shown to be highly inefficient and inequitable 
means for supporting rural incomes.

It has further been suggested that the declining interest 
in agriculture was also responsible for an associated 
decline in efforts to understand the continuing role 
of the sector in both economic growth and poverty 
reduction (Timmer 2009).

The neglect of agriculture appears to be at least in part 
the result of a misconception in some policy circles 
that, because the share of agriculture in an economy 
declines as the economy grows, deceleration of growth in 
agriculture is inevitable. While it is true that the statistics 
show falling shares of agricultural GDP and employment 
in the developed and developing economies, this is not 
to say that agriculture is inherently an inferior or losing 
sector. Christiaensen et al. (2010) challenged this view of 
the inferiority of the agriculture sector by showing that, 
between 1960 and 2003, labour productivity in the global 
agriculture sector increased at an average annual rate 
of 2.40% compared with 0.74% in the non-agriculture 
sector. In the East Asia and Pacific regions, the 
comparable rates were 2.9% and 2.7%, respectively, 
and, in Latin America and the Caribbean, 2.3% and 
0.5%, respectively. Only in South Asia, despite the green 
revolution, was the rate of labour productivity growth 
lower for agriculture (1.2%) than for the non-agriculture 
sector (2.2%). This study found an evolving relationship 
between agriculture and the rest of the economy. At low 
levels of development, growth in agriculture encourages 
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services). It is gratifying to note that encouraging 
signs have emerged in recent years to suggest that the 
neglect of agriculture may be receding and giving way 
to the realisation that the full potential of the sector 
for poverty reduction and economic development 
has not yet been realised in any developing countries. 
International agencies such as the Food and Agriculture 
Organization of the United Nations (FAO), the OECD, 
the World Bank and IFAD are generating substantial 
literature on the need to rejuvenate agriculture, for both 
development and poverty reduction. Agricultural prices 
have also risen, lifting the levels of agricultural incomes. 
Greater demand for biofuels is also making agriculture 
more profitable, even though the potential conflict 
between biofuels (which currently depend on heavy 
subsidies) and food security remains to be resolved.

As discussed earlier, economic growth leads to 
structural transformation in every economy. As part 
of this transformation, the share of agriculture in GDP 
and employment declines and the industry and services 
sectors’ shares expand. Because non-agricultural activity 
is generally concentrated in urban centres, it is common 
to observe that urban living standards rise faster than 
those in rural areas. It was also noted above that, in 
China and Vietnam, the industry sector absorbed 
the surplus labour and thereby played a major role in 
poverty reduction. The same has not happened in South 
Asia (particularly India), however, because while the 
share of agriculture in national economies continues 
to decline, the growing sector is not industry, but 
services, which has not generated sufficient employment 
to absorb the labour force leaving agriculture. 

to (1) declining public investment in agriculture; 
(2) deteriorating terms of trade for agriculture; 
(3) no expansion of agricultural markets and irrigation 
in underdeveloped areas; and (4) slow dissemination of 
improved technologies.

India’s agriculture also suffers from implementation 
fatigue, which has been a source of delays in the 
introduction of important policy initiatives. A second 
aspect of the neglect of Indian agriculture is the lack of 
sufficient R&D and extension services. Technology is 
recognised by the Government of India as one of the 
prime movers of agricultural productivity (Sharma and 
Kumar 2011), but India’s expenditure on it remains 
below the average rate for developing countries 
(0.34% in India as opposed to 0.53% of agriculture-GDP 
in the latter). Technology generation in India is also 
dominated by the public sector, which continues to 
follow a supply-driven process that is not well suited to 
meeting the farmers’ needs and has created a widening 
gap between what is available on the shelf and what is 
needed on the ground.

6.2 The untapped potential of agriculture

The result of the policy neglect of agriculture is that 
for more than two decades the agriculture sector has 
been starved of new investment and is desperately short 
of complementary infrastructure and public goods 
(i.e. education, health, R&D, technology and extension 

Table 8. Agricultural total factor productivity (TFP) growth by country and region

Average annual growth rate (%) in TFP index

1970–79 1980–89 1990–99 2000–06

Brazil –0 .54 3 .13 3 .00 3 .66

China –0 .19 2 .47 3 .78 3 .22

India 0 .80 2 .10 1 .74 1 .43

Vietnam … … >2 .80 >2 .80

Developing countries 0 .55 1 .67 2 .31 2 .08

Developed countries 1 .62 1 .48 2 .25 1 .76

World 0 .60 0 .94 1 .60 1 .55

Source: Updated from Fuglie (2008)
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for agriculture in Africa, where farmers do not have 
draft animals for tilling, because sleeping sickness 
kills cattle and horses. African agriculture could also 
benefit from the ‘Roundup-ready’12 crops, which can 
be grown in zero-tillage cultivation. In zero tillage, after 
harvesting of rice, wheat or maize, new crops can be 
planted without ploughing. Because the Roundup-ready 
varieties have built into their seed a gene conferring 
resistance to Roundup®, the herbicide can be used safely 
for killing weeds without harming the crop (Borlaug, 
quoted in Bailey 2000).

Borlaug’s optimism about science and innovation is also 
reflected in the World Development Report 2008, which 
provides quantitative estimates of the contributions 
made by investment in R&D and public infrastructure 
in the past. Thus, it is noted that investment in science, 
roads and human capital from the 1960s onward, 
together with better policies and institutions, drove 
gains in agricultural productivity. TFP of agriculture 
grew at 1–2% per annum in Asia due to technology 
breakthroughs. This growth in TFP of agriculture was 
responsible for half of the output growth in China and 
India, and 30–40% in Indonesia, reducing pressure to 
increase the supply of scarce land. Investments in R&D 
have turned much of developing-world agriculture into 
a dynamic sector, with rapid technological innovation 
accelerating growth and reducing poverty (World Bank 
2007, p. 159).

The contribution of scientific plant breeding to the 
green revolution is one of the major success stories 
of development. The contribution of improved crop 
varieties to yield growth since 1980 has been even 
greater than in the green revolution decades (World 
Bank 2007, p. 159). According to Witcombe et al. (1996) 
and Walker (2007), participatory plant breeding is now 
paying off with strong and early adoption of farmer-
selected varieties that provide 40% higher yields in the 
very poor rainfed rice-growing areas of South Asia 
which, due to lack of irrigation, had not benefited from 
the green revolution.

In the 1980s and 1990s, improved varieties are estimated 
to have contributed as much as 50% of yield growth, 
compared with 21% in the preceding two decades. 
Without those gains in yields, cereal prices would have 

12 Roundup® is a herbicide widely used for weed control in 
crops.

This situation has created for India’s planners a policy 
challenge for generating sufficient employment in both 
the agricultural and non-agricultural economy.

The fact remains that, given the high concentration 
of the world’s poor in developing countries and in 
rural areas, it would be wrong to think that a poverty 
reduction strategy in any of these countries could 
succeed without lifting the growth of the agriculture 
sector. This is not only because agriculture still provides 
employment to a large proportion of the workforce in 
China, India, Indonesia and Vietnam, but also because 
the agriculture sector has suffered from a long period 
of neglect and its full potential has not yet been tapped. 
A successful strategy for poverty reduction should 
focus not only on agriculture, but also on raising 
the level of growth in the broader rural economy, 
including non-farm services, to complement the 
farm-sector growth.

The World Development Report 2008 underscores 
the importance of agriculture as being a crucial 
development and environmental challenge of the 
21st century by making ‘agriculture for development’ 
its principal theme. In the report, the World Bank 
(2008, p. 158) argues that ‘technology for development 
must go well beyond just raising yields to saving 
water and energy, reducing risk, improving product 
quality, protecting the environment, and tailoring to 
gender differences’.

Over the centuries, agriculture has flourished as a 
result of the application of knowledge in the form 
of innovative irrigation technologies, crop-rotation 
practices and management of pastures for livestock. 
In the more recent past, Norman Borlaug, widely 
acknowledged as the father of the green revolution, 
led teams of researchers in the 1960s in using scientific 
research and knowledge to develop new high-yielding 
varieties of wheat and rice, which brought about the 
dramatic increases in crop production in India and 
Pakistan. Wheat and rice output has continued to rise 
since then and the Malthusian predictions that India 
would not be able to feed its population by 1980 have 
been proven wrong. Rising yields on arable land also 
help the environment by stopping further clearing of 
natural forests for crop cultivation.

According to Borlaug, scientific knowledge still has an 
important role to play in uplifting agriculture in other 
regions. For example, biotechnology has great potential 
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Using the example of India, Virmani (2007) argues for 
greater investment in rural roads, which contributed 
about a quarter of the growth in agricultural output 
in the 1970s. The empirical results also justify an 
added focus on rural roads and telecommunications 
connectivity (in addition to the general effects found 
earlier), to the extent that they promote the development 
of agriculture. Development of rural connectivity also 
improves market integration and labour mobility which, 
in turn, will remove the differential and segmented 
impact of growth on rural and urban poverty. Rural 
areas need to be connected to markets and towns. Roads 
and communications infrastructure are needed for this 
to happen. State policies, rules and regulations that 
facilitate this process then lead to faster growth, through 
construction of shops, workshops, restaurants, offices, 
hotels and housing along the town roads extending into 
the countryside, and in roadside villages.

been 18–21% higher in 2000, food energy availability 
per capita in developing countries would have been 
4–7% lower, 13–15 million more children would have 
been classified as malnourished, and many more 
hectares of forest and other fragile ecosystems would 
have been brought under cultivation (Evenson and 
Rosegrant 2003; cited in World Bank 2007, p. 160).

The World Bank considers that these investments will 
be even more important in the future, with rapidly 
changing markets, growing importance of resource 
security and greater uncertainty. Science is changing 
rapidly, offering new opportunities and possibilities 
for future agricultural growth. For example, the 
development of insect-resistant transgenic cotton has 
reduced yield losses, increased farm profits and greatly 
reduced pesticide use for millions of smallholders. The 
benefits of innovation are not limited to crop farming: 
they are also revolutionising aquaculture and livestock 
farming. For example, genetically improved tilapia (fish) 
is changing aquaculture into one of the fastest growing 
subsectors of agriculture in South Asia (World Bank 
2007, p. 163). Figures in Sharma and Kumar (2011) 
confirm that this is the fastest growing subsector of 
India’s agriculture.

Nearly 94% of agricultural R&D in developing countries 
comes from the public sector and did not increase as a 
share of agricultural GDP (remaining at 0.52%) between 
1981 and 2000. In India, the figure had increased from 
0.18% in 1981 to 0.34% in 2000, whereas there had 
been a slight reduction in China from 0.41% to 0.40% 
during the same period. Another problem with public 
sector–dominated R&D is that it has become supply 
driven, whereas there is need for R&D to become 
demand driven—reflecting the needs of the farmers 
and consumers (World Bank 2007, p. 165). Sharma and 
Kumar (2011) also note that innovation systems in India 
are dominated by the public sector.
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Regardless of past performance, major challenges 
remain for all these countries to achieve further 
reductions in poverty and reduce vulnerabilities due to 
external shocks.

The growth in agriculture has been a leading source 
of poverty reduction in most developing countries, 
especially in the case of extreme and rural poverty. 
Agriculture contributes to poverty reduction because 
it provides employment to the poor, who have also 
generally low skills and education, as well as supporting 
the growth of non-agricultural employment in rural 
areas. Growth in agriculture also contributes to a greater 
supply of food and to lower food prices, and benefits 
both rural and urban poor.

While it is true that, as economies grow, demand for 
non-agricultural products and services grows faster 
than for agricultural products, and that the shares of 
agriculture in GDP and employment decline over time, 
the full potential of the agriculture sector for poverty 
reduction has not yet been realised in most developing 
countries. Indeed, it is a broadly shared view among the 
experts that agriculture has been neglected in the past 
three decades, during which time investment in rural 
infrastructure has fallen, reducing the capacity of rural 
economies to generate incomes and employment. It is 
encouraging to note that, in recent years, interest in the 
development of agriculture appears to have increased, 
partly because of rising food prices, concerns about 
food security in some regions and the effects of growing 
demand for biofuels. An important part of this revival 
of interest in agricultural development is also due to the 
efforts of organisations such as IFAD, FAO, the OECD, 
the UN and UNDP, and the World Bank.

Another important conclusion emerging from the 
review of the literature is that the impact of agriculture 
on poverty reduction cannot be assessed by focusing on 

Given that the focus of this report is on assessing the 
role of agriculture in poverty reduction, it was essential 
to clarify at the outset the main issues related to the 
definition and measurement of poverty. Poverty is 
now widely acknowledged to be a multidimensional 
concept that encapsulates deprivations in several 
dimensions that limit opportunities for a happy, healthy 
and productive life. The key deprivations include 
income poverty, hunger, malnutrition, gender bias, 
social exclusion, and lack of access to education, health 
services and housing. There has been a clear shift away 
from focusing only on income or consumption, towards 
defining poverty as a multidimensional condition and 
developing adequate ways of measuring it over time 
and across nations. The MPI launched in 2010 by the 
UNDP and the OPHI at the University of Oxford is the 
latest among multidimensional measures of poverty. 
Most countries are still using poverty measures based on 
income or consumption, primarily because of the ease 
of temporal comparisons of progress, although some 
countries have expressed a clear intention of adopting 
the MPI in the future. Vietnam is one such example.

Obviously, the level of poverty assessed depends on 
the particular measures used, but there is general 
consensus that, since 1980, there has been a significant 
reduction in poverty in developing countries, some 
of it ahead of the MDG of halving extreme poverty 
by 2015. All the countries studied in this report have 
made substantial progress in reducing poverty, although 
their performance has been uneven. While the largest 
reductions have been made in China and Vietnam, 
Indonesia has also made impressive gains. Poverty 
reduction in South Africa has been slow and heavily 
dependent on social protection, because of slow growth 
in sustainable employment generation. India, now 
home to the largest number of poor in the world, has 
made steady but slow progress in poverty reduction. 

7 Conclusions
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and innovative technologies and processes that are 
suited to the local conditions in different countries. 
Pioneering work by scientists in developing high-
yielding varieties of wheat and rice in the 1960s 
revolutionised the crops subsector of agriculture in 
parts of India and Pakistan.

An associated issue is the need to strengthen the 
capacity of public institutions so that an appropriate 
blend of policies, regulatory frameworks and 
investments can be developed to relaunch the 
agriculture sector. Traditional agricultural policies have 
concentrated on increasing agricultural production, 
neglecting investment in postharvest enterprises and in 
non-agricultural assets that could contribute to greater 
diversification of rural economies. In the absence of 
diversified sources of income, rural communities remain 
vulnerable to a variety of external shocks. Pro-poor 
policies need to aim at removing all those barriers that 
increase these vulnerabilities and risks.

Agriculture is also a highly diverse sector and does not 
lend itself to be run by uniform policies and programs. 
Various scales of activity can be identified: large-scale 
commercial agriculture, traditional agriculture that is 
not internationally competitive, subsistence agriculture, 
landless rural households and micro-enterprises, and 
chronically poor rural households many of whom are 
no longer economically active. Then there are distinct 
subsectors in all countries: crops, livestock, horticulture, 
fisheries and forestry. Policies for agricultural growth 
and rejuvenation need to be framed in full recognition 
of this diversity, including, for example, the importance 
of distinct subsectors of agriculture that require 
specific policy responses. The fact is, however, that 
the efforts of policymakers to better understand the 
role of the various subsectors in poverty reduction 
also appear to have become a casualty of the neglect of 
agriculture during the past three decades. In India, for 
example, the importance of the livestock subsector in 
poverty reduction and in promoting gender balance 
is only now being recognised. There is a clear need 
to fully understand the impact of the diversities and 
heterogeneities of agriculture on poverty, malnutrition, 
gender imbalances and social exclusion.

Finally, it is also clear from the literature review that 
better insights can be gained from studies that are 
conducted at a disaggregated level, because they are 
able to capture the full significance of the diversity 

this sector in isolation, because such analysis is likely 
to miss the important forward and backward linkages 
among the various sectors of an economy. Instead, 
the impact of agriculture ought to be considered 
simultaneously with the other sectors. The study by 
Habito (2009) provides a good illustration of this issue. 
When using pair-wise correlations between different 
sectors, Habito found no significant contribution of 
agriculture or industry to poverty reduction. This result 
changed materially, however, when all the sectors were 
analysed by simultaneous equation regressions together 
with social expenditures and governance indicators, 
because it was now possible to capture all the forward 
and backward linkages for sectoral growth. There are 
other examples that reinforce this. The point assumes 
even greater importance in the context of the findings 
of several studies discussed in this report, which suggest 
that growth in the rural economy has a greater impact 
on rural poverty reduction than growth in just the 
narrowly defined agriculture sector.

The basic lesson of structural transformation of 
the economies is that while the absolute size of 
the agriculture sector continues to grow, its share 
in employment will fall because of the more rapid 
employment growth outside agriculture. This growth 
in non-agricultural employment does not necessarily 
have to be all in urban centres. With the support of 
appropriate policies and institutions, rural areas can also 
generate additional employment in non-agricultural 
activities. These policies for rural economic growth 
require an increase in the level and effectiveness of 
public investment on infrastructure and expenditure 
on education, health care, other social services and 
safety nets for vulnerable groups. Several studies have 
emphasised the importance of the impact of public 
expenditure when it is combined with other sectoral 
growth and employment generation policies. This is 
crucial because public investment in agriculture and 
public support for farmers has fallen around the world, 
despite the demonstrated high rates of return and the 
reduction in poverty that come from such investment.

The role of R&D in agricultural development and, 
eventually, in poverty reduction needs a special 
mention. The challenges facing agriculture in 
most developing countries include raising crop 
yields, increasing efficiency of energy and water 
use, improving product quality and protecting the 
environment. Meeting these challenges requires new 
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of agriculture. It is worth pointing out, for example, 
that Habito (2009) was able to find that it was the 
manufacturing sector, not agriculture, that played 
a more important role in poverty reduction in the 
South-East Asian countries, once he had examined 
these countries separately from the larger South Asian 
region. An earlier study by Hasan and Quibria (2004) 
had examined all these countries together as parts of the 
larger South Asian region and found that agricultural 
growth was the leading driver of poverty reduction. 
There is need, therefore, to conduct further research at a 
sufficiently disaggregated level, preferably at the state or 
provincial levels in the larger countries, to obtain more 
accurate and precise results.
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