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1. INTRODUCTION

Learning from the experience of other countriest #xhieving certain
development goals, is not an easy task, becausgedif nations vary in their cultural
settings, geo-political conditions and mobilisatioh resources, necessary for such
achievements. However, despite these limitatidres)darning process can be useful, in
providing necessary inputs, for designing polieied implementing them, to accomplish
the goals. The success of China against povertynglthe last three decades, has
attracted the attention of economists, social sistsrand international organisations to
draw some lessons, for other developing countitedjghting against poverty, in their
own settings. For example, Ravallian (2008) hagntg given a number of policy
messages, worth thinking about in an African cantiat emerge from the literature on
how China was so successful in the fight againgtgy. Heilig,et al. (2005) have drawn
three lessons, from the Chinese experience, foer otioverty-affected developing
countries, in Africa, Asia and Latin America. Fitstey argue that, it is essential for these
countries to get their economic systems in orded, @econdly, to develop a clear
concept of regional development. Thirdly, ‘specifioverty alleviation measures are
necessary that must be highly targeted to impragichiving conditions, education and
health among the poverty affected population’ [igedt al (2005)].

China has been successful in poverty reductionlevgaverty in Pakistan has
fluctuated, during the last three decades. At piteg®verty in Pakistan is as high as it
was in the early 1990s. In the mid-2000s, when pig¥ell sharply, the MDG target of
halving poverty was likely to be achieved by 20d5wever, the last available MDG
report (2010) concludes that ‘it is expected th&@®/targets related to Goal 1(poverty
and hunger) will not be met for all the indicatofRakistan (2010)]. Two relevant
guestions are: why has Pakistan lagged behind? ¥dhait learn from other countries
that made remarkable progress in poverty reductidhi®a is surely a good case to
view achievements in this direction. The closetiets between China and Pakistan
make the case for comparison and learning evenggro

China is a Middle Income Country (MIC), and Pakistetively aspires to this
status, in coming years. The recent debate on pokeduction searches for ways to
bring growth inclusiveness to both low-income anilidte-income countries. The
concept of inclusive growth demands for widespregglansion of opportunities, so
that all segments of the society can benefit frosonnemic expansion [Osmani
(2008)]. It requires a longer term perspective, the focus is on productive
employment, as a means of increasing incomes xidueed groups. Two pillars of

Note: This study was completed under the joint profdPIDE and Asian Development Bank
(ADB) entitled Regional Knowledge and Partnerstop Poverty Reduction and Inclusive Growth. The
earlier version of the study was presented in tegiéhal Workshop on “Social Inclusiveness in Asia’s
Emerging Middle Income Countries”, held on 13th t8agber 2011 in Jakarta, Indonesia.
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inclusive growth are: maximisation of economic ogpoities, and provision of
equal access to these opportunities. How has Chsan MIC, been successful in
creating such opportunities?

Three major objectives of this study are: (i) taderstand China’s success
against poverty, particularly the mechanism throwdtich, the economic reforms
led to poverty reduction; (i) to give a historicadview of poverty reduction
strategies in Pakistan, and understand why thetpooould not succeed in poverty
reduction; and (iii) to draw some policy lessonsnirthe success of China against
poverty.

The study is organised as follows: some methodo#dgissues in poverty
comparison between China and Pakistan are discumsefty in the next section,
followed, in Section 3, by a review of income, pdyemacroeconomic and political
conditions, in both the countries. The Chinese ssg@gainst poverty is examined in
Section 4, whereas poverty reduction strategieakistan are reviewed in Section
5. Section 6 addresses the key question of whysRakicould not succeed in its
poverty reduction efforts. Some policy lessons Rakistan are drawn in the
penultimate section, followed by concluding remadrkthe final section.

2. METHODOLOGICAL ISSUES IN POVERTY COMPARISON

The poverty comparison, between China and Pakisdéampt straightforward
because of the differences in methodologies useddwerty estimation in both
countries. The Chinese government, internationahneigs, economists and social
scientists have made serious efforts, during tls¢ tlree decades, to develop a
consistent poverty series in China, so that therdture on poverty in China, is
extensive. This literature is primarily on ruralgoty, because in the late 1970s, per
capita income in rural China was extremely low, andund one-third of the total
rural population was without access to sufficieabd or income, to maintain a
healthy and productive life [Fart al. (2004)]. Therefore, rural poverty reduction
was the early focus of the Chinese government.

Since the early 1980s, the Chinese governmentpgyaieée a rural poverty line,
based on a standard of 2100 calories per dayad|ssted for the non-food component
[China Development Research Foundation (CDRF) (ROB@&cause of the lack of an
official urban poverty line, no uniform standardgse for assessing urban poverty in
China. A widely acknowledged practice is to reeatcity’s security line for minimum
subsistence. The CDRF (2009) inferred that therggdime, for minimum subsistence,
deviates from the actual poverty line for a majoof cities; but variation trends in
poverty incidence, in a certain period, are gehetiad same.

For poverty estimation, in Pakistan, the 1963-20688od can be divided into
two broad groups; 1963-1992, for which poverty mates are usually based on
secondary or published, grouped data, using gdyeta calorific norm of 2550
calories per day per person. For the 1992-200@®g@epoverty has commonly been
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estimated, in Pakistan, by applying the officiakedy line (based on 2350 calories
per adult per day) on micro-data (Household Inccane Expenditure Surveys-

HIES). Poverty estimates, in Pakistan, are availdbt both rural and urban areas.
During the early period, or until 1992, it was coomto have different threshold

levels for urban and rural areas, keeping in viber liigher calorific needs of rural

population for physical activities. Since the anmoement of the official poverty

line, in the late 1990s, a uniform threshold of @®@%alories per adult per day is used
for rural as well as urban poverty estimates.

Despite these differences in methodologies uses athailable poverty data
are adequate for the trends comparison, betweemaGind Pakistan. When a longer
period of time, say, the last three decades, isntakto account, irrespective of the
methodologies used, poverty trends are the same.

To examine poverty trends, and strategies for ggweduction, in China and
Pakistan, this paper has used the 1978-2010 pérluelreason for the selection of
1978, as the starting point, is that China intr@tluceforms in rural areas in this
year. It was an ideological shift—shifting of ecomo empowerment to people of
China, through the provision of land. It is wortbting that no such massive policy
shift was observed, in the late 1970s, in Pakisextept for two significant
developments. First, the last land reforms wereiedrout in 1977; these reforms
have been discussed later in the paper. Secodd,7in, Martial Law was imposed in
Pakistan, and during this military regime, the s of nationalisation,
implemented by the Pakistan People Party’'s govenhr{972-77), was not only
stopped but also reversed, to denationalisation.

3. AREVIEW OF INCOME, POVERTY, MACROECONOMIC
AND POLITICAL CONDITIONS

3.1. Rural Poverty Trends

Poverty data for China and Pakistan, are presentd@ble 1 and Figures
1-2. As noted earlier, around one-third of the totaal population of China was
living, in 1978, below the poverty line (Table Bnd in terms of numbers, these
were 250 million (Figure 1). The corresponding fuysapulation, living below
the poverty line, in Pakistan, was also approxinya®3 percent; Figure 2 shows
the rural poor population in Pakistan as 19 million1978. Rural poor in China
(250 million) in 1978, were more than three timbs total rural population of
Pakistan, and 13 times of its poor population. Kegpn view the relatively high
threshold level (2550 or 2350 calories), used ia Bakistan poverty line, as
compared to the Chinese low threshold level (21@0rges), rural poverty in the
late 1970s could be much lower in Pakistan tha@hma, if one threshold level
is used for the two countries.



Table 1
Incidence of Rural and Urban Poverty in China arakiBtan, 1978—2005
(Percentages)
China Pakistan
Rural Poverty (Official) Urban Poverty Rural Poverty Urban Poverty

1978 32.9 NA 325 25.9
1980 27.1 NA NA NA
1981 24.3 NA NA NA
1982 175 NA NA NA
1983 15.2 NA NA NA
1984 111 NA NA NA
1985 11.9 NA 25.9 21.2
1986 12.0 2.0 NA NA
1987 111 2.2 NA NA
1988 104 2.4 18.3 15.0
1989 12.4 2.4 NA NA
1990 115 2.0 NA NA
1991 111 2.1 23.6 18.6
1992 10.6 3.8 NA NA
1993 9.4 5.1 28.3 24.6
1994 8.2 5.0 NA NA
1995 7.6 5.1(5.0) NA NA
1996 6.7 5.0 NA NA
1997 5.8 5.1 33.1 22.6
1998 4.8 4.8 NA NA
1999 3.8 4.1(6.7) 34.7 20.9
2000 3.7 4.0 NA NA
2001 - - 39.3 22.7
2002 - (3.1) NA NA
2003 - - NA NA
2004 - - NA NA
2005 25 - 28.1 14.9
2006 - - 27.0 13.1

Source: For China,China Statistical YearbookBeijing: China Statistical Publishing House, vaso
years); for Pakistan, Economic Survey of Pakisi®97-98 to 2006-07).



Fig. 1. Rural Poverty in China: Population Living Below the Poverty Line
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Fig. 2. Rural Poverty in Pakistan: Population Living Below the Poverty Line
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The headcount poverty, in China, fell to only 2érgqent, in 2005, when the
numbers of poor were counted as 23.6 million, texes$ lower than the poor in 1978.
The decline in poverty incidence in Pakistan, fog torresponding period (1978
2005), was marginal from 33 percent to 28 perdiet;,country has not experienced
a secular decline in poverty, rather, poverty hactfiated over time (Table 1).

The proportion of rural population, living belowetipoverty line, in Pakistan,
first declined from 33 percent in 1978 to 18 petdanl989, when the numbers of
poor were counted as 14 million (Table 1 and FigR)e The decade of the 1990s
witnessed a sharp increase in rural poverty ind®akj as it jumped to 39 percent at
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the beginning of the new millennium. The numbergobr reached 38 million in

2002. The rural poor population doubled in Pakidtatween 1978 and 2002 (Figure
2). The decline in rural poverty from 39 percent2id02, to 28 percent in 2005,
helped reduce the numbers of poor from 38 millior2® million. However, when

the longer period is taken into account, the numbarrural poor, in fact, have

jumped from 19 million in 1978, to 29 million in @B (Figure 2).

China’s rural poor outnumbered Pakistan’s by 13t11978, and by 2005
Pakistan overtook China in the total count of rgmbr (Figures 1 and 2). No official
poverty data are available for more recent periodBakistan, but because of the
high inflation since 2008, the common observat®that overall poverty (in rural as
well as urban areas) could be around 33 percedtthas figure has been reported in
the official documents [Pakistan (2009)]. Sinceatupoverty in Pakistan, has
generally been higher than urban poverty, the nooal population at present could
be much larger than the above reported number aofiti@n.

It is noteworthy here that, during the last threeatles, China has had more
favourable demographic conditions than Pakistam, doverty reduction. China
entered the period of demographic transition welioke 1980 [Ravallion (2009)],
while in Pakistan, it started very late, in thelpd990s. And this transition is slow.
The population growth rate in Pakistan was aroundeBent per annum in the
1980s, and at present it is 2.1 percent, whichvisnehigher than the Chinese
population growth rate of 1.6 percent per annum1l978. This high population
growth rate in Pakistan has surely had an impaetat on the number.

3.2. Urban Poverty

Table 1 also presents data on urban poverty, fon Ghina and Pakistan.
Urban poverty, in China, did not draw much attemtirior to the 1990s [CDRF
(2009)]. The rate of urban poverty, measured bgnmne level, was around 2 percent
before 1990; the rate began to rise after 199(ingpat about 7 percent, in 1999. It
then started declining, and in 2002, it was onlyeBcent. When one looks at these
very low urban poverty rates over time, it is ndficllt to understand the reasons
why the Chinese government continued its focusawegy reduction, in rural areas,
during the last three decades. However, the sitmati urban Pakistan is different. In
1978, urban poverty in Pakistan was as high as &@ept, which was only 7
percentage points lower than the rural poverty [@4a. It declined to 15 percent by
1989, but, like rural poverty there was a surgerivan poverty in the 1990s, and it
reached the level of about 25 percent in 1994. eSitheen, urban poverty has
gradually declined to 13 percent in 2006. Accordinghe 1998 census, around 33
percent of the total population was in urban araas, independent sources put the
urbanisation level as high as 39 percent [Arif @J0At present it could be even
higher. So, it appears that, the numbers of urkmor,gn Pakistan, are likely to be
around 8 to 10 million.
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This very brief review of poverty trends, in Chiaad Pakistan, indicates the
success story of the former in reducing not onlsalrgpoverty rates, but also the
number of poor. The poor population is concentrata@mote areas of China, where
it is difficult to trickle down the benefits of esomic growth [CDRF (2009)]. The
case of Pakistan is different; not only povertyesatin both rural and urban areas,
after three decades, are high by all standardsalset the numbers of poor have
doubled. Poverty is widely spread in Pakistan. Hewe empirical research has
identified high-concentration areas, including euh Punjab, cotton/wheat belt of
Sindh and rural areas of KPK and Balochistan.

3.3. Social Poverty

Trends in social poverty, in China and Pakistae, examined very briefly,
through a composite measure of health, educatidrirammome, known as the Human
Development Index (HDI). This has been developedheyUNDP, to assess levels
and progress, using a concept of development, rbocader than that allowed by
income alone. According to this composite measudrsogial poverty, China has
shown a considerable improvement, during the p@sgears, when HDI increased
from 0.37 in 1980 to 0.66 in 2010. The correspogdimcrease, in Pakistan, was
much lower, from 0.31 to 0.49. The gap between $akiand China, in HDI, has
risen to 0.17 percentage points in 2010, from @@&&entage points in 1980 (Figure
3). However, in China, the HDI indicators in remotgal areas, where poverty is
high, also remain poor [CDRF (2009)]. Pakistan’sfgrenance, in the social sector,
remains poor. Literacy rate is still low and neli@al enrolment has not improved,
satisfactorily. As in the case of poverty, Pakisisiunlikely to achieve the health,
education and nutrition related targets set inMIDEGs.

Fig. 3. Human Development Index Trends, 1980-2010
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3.4. Macro-economic and Socio-political Conditions

Macroeconomic stability, and a favourable sociatfpall environment, are
necessary conditions for implementing poverty réidacpolicies, and ensuring that
benefits of such policies reach the poor and nebdyhe macroeconomic context,
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the focus in this section, is on growth performariafiation, unemployment and
inequality, while for the socio-political situatipnsome indicators related to
governance and institutions have been discussedrd=-i4, shows the outstanding
performance of China, in economic growth, but reddy larger swings in Pakistan’s
performance. The Chinese economy continued to gilaving the last three decades,
at a rapid pace, and also had low inflation (Fidar€The average annual growth rate
for fifteen years, 1990-2004, was 10 percent, tighdst growth rate in the world,
while the corresponding rate for Pakistan was 4&f&nt per annum, with a great
jump from only 1.7 percent in 1997 to 7.5 percen2004. In Pakistan, in addition to
the recent very high inflation, Figure 5, also sekamuble digit inflation episodes, in
the early 1980s, and during most years of the 19%8e unemployment rate in
Pakistan has historically been low, but it hastfiated, during the last three decades.
The unemployment rate in China has historicallynblesv, as well (Figure 6).

In short, with high sustained economic growth, lowflation and
unemployment, China has a more favourable macrassimncontext for poverty
reduction, since the 1980s. However, the risingjiradity is a real challenge for
China (Figure 7). Both relatively low and unstalleonomic growth, and high
inflation, were among the major macro-economic lelmgles for poverty reduction in
Pakistart Inequality is a challenge for Pakistan, as weilj(Fe 7).

The key success of the Chinese government in regipaiverty is rooted in its solid
political determination and powerful organisatioahllity. China has been a strong central
government, with all the political authority; hovegyits role is just as a ‘motivator’, as it
has delegated all economic powers to the localrgowvents where the counties are the
basic units for all decisions and implementaticingial poverty-reduction policies. Since
the late 1970s, the government of China has corepsafely implemented its poverty
reduction programmes, and sustained them duringgshthree decades.

Fig. 4. GDP Growth Rate of Pakistan and China, 198-2009
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The role of remittances, in both the macro-econaroiutext, and poverty reduction, in Pakistan
has been significant. Pakistan has received at@utilion US dollars from 1980 to 2008 through the
formal banking channel. Its impact on economic dhowand poverty reduction, is well documented
[Amjad and Kemal (1997); Siddiqui and Kemal (2006)]



Fig. 5. Inflation (CPI) in Pakistan and China, 198-2009
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Fig. 6. Unemployment Rate (%)
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Fig. 7. Income Inequality (Gini-coeffic
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Pakistan, which has been governed by civil andtamili regimes, since its
independence (1949), could not develop a good igallitsystem. After its
independence, the country saw an unstable demoaegime (1947-1958), with
frequent governmental changes. During the firsitany} regime (1958-1969), the
high GDP growth, and foreign aid, only benefited @iite industrial society. During
the democratic period (1972-1977), the governmeni&asures, including the
nationalisation policies and restrictions on inda$ists, created a considerable
uncertainty, resulting in a fall in private invegnt and flight of capital. During the
second military regime (1977-1988), again, the ghorate remained high, due to
foreign aid and remittances, which fuelled the gtgv and public consumption
expenditures. Again the country saw a democraticderring the 1988-1999 period,
with frequent changes in government, deterioratavg and order condition and a
poor economic situation. The military take-over, 1899, continued till 2008.
Economic growth remained high, during the 2003—-2p86od, during which the
external factors played a major role, in shapirggebonomic landscape of Pakistan.

In addition to political instability, Pakistan h&sced poor governance, natural
disasters, conflicts and terrorism. These are seiimpediments, in the way of growth
and poverty-reduction efforts. Its rankings, iffetint governance and social indicators,
are much lower as compared to China’s rankingsléTab Both China and Pakistan,
have experienced natural disasters, in the recast, puch as the 2008 Sichuan
earthquake, and the 2008 South flood in China,th@d®005 earthquake and the 2010
severe floods in Pakistan. The major natural dissstmildly affected the Chinese
national economic growth, but the disasters indtakihave adversely affected economic
growth, and added more in the poor population [Atifl. (2010); Doroshet al.(2010)].

Since the 1980s, China has not faced serious adteonflicts, and security
risks. The situation in Pakistan has been complatéferent, during the last three
decades. In addition to continuous tension withdnBakistan has been in a war-like
situation, because of the Afghan—USSR conflicthie 1980s, US intervention in
the region after the 9/11 event, extremism, tesrariand ethnic and sectarian
conflicts. All these conflicts have badly affectdue security and law and order
situations in Pakistan. Their adverse impacts oonemic growth, inflation,
unemployment and poverty-reduction efforts are alsaous.

Table 2
Governance and Institution Indicators in PakistardaChina
Indicators Pakistan China
Judicial Independence 74/139 62/139
Public Trust of Politicians 91/139 22/139
Burden of Government Regulation 72/139 21/139
Irregular Payments and Bribes 117/139 63/139
Property Rights 107/139 38/139
Favouritism in Decisions of Government Officials /B30 37/139
Business Cost of Terrorism 138/139 79/139
Organised Crime 127/139 76/139
Transparency of Government Policy-making 115/139 /138

Source:Global Competitiveness Report: 2010-11.
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3.5. Should China be an Economic Role Model?

One issue, which has been discussed in the reamrdrty literature, is
whether China should be an ‘economic role model’'diher developing countries,
facing high levels of poverty. Should Pakistan fefiom China’s success against
poverty? This question is particularly importangchuse some Chinese policies,
reflect unusual circumstances in Chinas Ravallion (2001) notes,

‘the period since 1980 has seen a sequence ofn(oéidical) economic
reforms in China, which moved the economy from béirghly controlled to
more market-oriented. These reforms naturally ctdi@ (relatively unusual)
circumstances in China, and make little or no sexssa blueprint for policy-
making anywhere else’.

However, there are strong reasons, for Pakistaleam from the Chinese
success against poverty. First, poverty levelsu@io33 percent) were the same in
China and Pakistan, in the late 1970s. It is tthat during the last three decades, in
addition to economic reforms, China has had moweueable socio-political and
demographic conditions than Pakistan has had.tBetlesson to be learnt is about
how China succeeded in improving the living staddaof its rural population.
Second, the sustained high economic growth, a sapesondition for poverty
reduction, has remained a challenge for Pakistdring® industrial and service
sectors growth, was actually based on the fundaheagricultural reforms,
introduced 30 years ago [Heiligt al. (2011)]. Pakistan can learn from these Chinese
policies. Third, rapid economic growth and activacno-economic, industrial and
social policies propelled China into the ranks bé tmiddle-income countries
(MICs), and Pakistan actively aspires to MIC statnscoming years. How can the
Chinese experience be utilised to achieve thisistat

However, there are four major limitations in leagieffectively, from China’s
success against poverty. First, until the late $97@st economic resources in China
were under state control, and through reforms there equitably distributed in rural
areas. It empowered the poor. The power and pallstcucture, in Pakistan, is entirely
different, comprising of civil and military bureaacy, political and religious forces,
landed rural élites, and strong caste, dmchderi (clan) system. Throughout its
reforms, the Chinese government has targeted thertyestricken regions, whereas it
is difficult to distribute economic resources, dawd, in poor regions of Pakistan,
where a few families control the land. Second,aspared to China, Pakistan tends to
have weaker state institutions, and this has aneradv effect on both the
implementation of anti-poverty programmes and th@rigion of key social services
and infrastructure to the people. Third, populatgyowth in Pakistan is still high,
around 2 percent per annum, despite the onsetrtditfedecline, in the early 1990s.

%One can also argue that Pakistan should first lfzeam the Indian experience of a high sustained
growth rate. But the success of India against gguemot impressive.
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The high dependency ratio, because of high fertlieems to be a binding constraint,
for economic growth and poverty reduction. Finathe poor law and order situation

linked with extremism and terrorism, after the 9¢lent, could be a serious constraint
to designing pro-poor policies and implementingrihe

4. UNDERSTANDING CHINA'S PROGRESS AGAINST POVERTY

4.1. Rural Reforms

During the first phase of rural reforms (1978-198%he Household
Responsibility System (HRS) was introduced, in \whquitable land was allocated
to millions of individual farmers, with remuneratidinked to output. Because of the
opening of the Chinese market, and the sharp iseréa prices of agricultural
products, agricultural production grew rapidly, ahded to growth in income and
reduction in rural poverty. This process benefiteg entire rural Population [CDRF
(2009)]. The ruraper capita income increased at a rate of 15 pementnnum,
during 1978-1984 periods (Table 3). Consequentlyalrpoor population declined
from 33 percent in 1978 to only 11 percent in 1984.

Table 3

Per Capita Income and Incidence of Rural PovertZina
Year Per Capita Income (Yuan) Poverty Rate Gimfiocient
1978 220 32.9 0.21
1984 522 11.1 0.26
1989 674 12.4 0.30
1995 846 7.6 0.34
2000 1,169 3.7 -
2005* 25

Source:China Statistical Yearbook (Various Issues).
*Numbers taken from CDRF (2007).

After 1984, the growth of the rural economy dedlirzad it adversely affected
the growth of peasants’ incomes. The central gawent carried out a national rural
development plan for poverty alleviation, and inmpénted it in two stages. During
the first stage (1986-1993), the focus was mainty depressed areas and rural
poverty decreased to 80 million in 1993, from 12#liom in 1985. On the basis of
equitable intervention, the poor regions have endasadevelopment in terms of
culture, education, health care and other socidétakings [CDRF (2007)]. During
the second stage (1994-2000), the government ladghith poverty alleviation plan
in which 592 poor counties were designated as dnati poor counties’ where 79
percent of the total poor were located. A spedali§ was given to livestock raising,
cash crop planting and labour migration. As a teshie rural poor decreased to 30
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million by the end of 2001. The pattern of publesding, during these two phases,
played a major role in increasing both agricultypedduction and incomes of the
rural population [Faret al (2004)].

Since the start of the new millennium, China sthris flagship poverty
alleviation programme with community based decdisttion ideology. By the end
of 2001, about 21 percent of all rural villages &B00 villages), were officially
designated as poor villages. These villages wegetad by providing education,
training, subsidised loans, and agricultural taeragtions to peasants [Park and
Wang (2010)].

Around the 1980s, rural dwellers were allowed tovento small towns only.
Township and Village Enterprises (TVESs) were enaged, and they became initial
drivers of China’s economic growth. This form obdaur mobility has been called
“leave the land, but not the village” [Fei (1989).absorbed a large quantity of
surplus agricultural labour, in the manufacturiegter, by adopting labour-intensive
techniques [Byrd and Lin (1994); Zhou (1994)]. Aegent, TVEs have the leading
role in various industries, e.g., the share of T\tEsonstruction material industry
measured in production value and employees is 7tept and 69 percent,
respectively. It lifted out millions of people oot poverty [Cai,et al (2004)]. Over
the last three decades, the rural non-farm seet®mbt only played a leading role in
rural poverty reduction, by contributing in the inal economy, it has also played
an important role in diversifying rural income. Tald shows that income from non-
farm sources in China increased from 22 percert980 to 51 percent in 2001,
implying an extensive sorting out of rural houselsobetween those who stayed as
pure farmers, and those who embraced mixed aguiredfton-farm activities [Alain,
et al. (2005)].

Table 4

Composition of Rural Income in China by Producthativities (%)
Year Primary Sector Secondary Sector  Tertiary Sector  Other Incomes

1980 78.2 10.1 0 11.7
1990 74.4 10.3 11 4.2
1995 63.2 18.2 12.4 6.2
2001 49.2 22.5 22.6 5.7

SourcesNational Bureau of Statistics of China, 2003.

4.2. Public Investment in Education, Research anthfrastructure

The Chinese agricultural growth and rural povesguction are linked to
public investment. As Famt al. (2004) argue, these are the several prior deaafdes
government investment which made it possible, thhothe economic reforms that
began in 1979, to achieve rapid economic growth @akrty reduction. The first
phase of reforms (1978-1985), was mainly an irgtital reform, in which the
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government started to invest in agricultural reskaand development (R&D)
(Figure 8). Since 1986, the government startedivest heavily in roads, education
and irrigation, which, later, stimulated agricudilrproduction, and created
employment opportunities, in farm and non-farm eect The ‘9-year compulsory
schooling system’, since 1978, improved the qualityhe labour forcé.Under the
commune system, and before the reform period aitiog investment rose rapidly as
the government mobilised a large number of rurbblaers in irrigation projects.
Overall, the public spending policies have maindygeted the poverty-stricken
regions, and marginalised groups, with the aimulimy them out of poverty.

Fig. 8. Public Investment in Rural China
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Source:Fan,et al.(2004).

4.3. Labour Absorption in Non-farm Sector and Urbanisation

Until the late 1970s, the Chinese labour marketaieed under central
command, with a managed employment system. DutiegGreat Leap Forward
(1958-1959), backyard furnaces and other rural strihlisation schemes were
pursued for labour absorption, while the rural/urbmigration was controlled by
household registration systeninukou’ As a result, the share of urban population
increased only to 18 percent in 1978, from 13 pdrae 1950. The restructuring of
state-owned enterprises (SOEs), and economic reforfate 1970s, started to erode
this division by shifting resources toward the riarm sector and urban arefas.

The rural reforms led to a rise in agriculturalguction, and facilitated the newly-
rich farmers to enter the cities [Banister and ®ayl990)]. The stagnant agricultural
production during 1985-1989 also encouraged farrterieave the land. While the
government continued to control rural/urban migrafiAlain, et al. (2005)], in response

%State Statistical BureaGhina Statistical YearbooR001.
4Cai, Park, and Zhang (2004); Fox and Zhao (2008)ght and Song (2005).
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to strong push factors from rural areas and wedlkfgetors from cities, the Chinese
farmers developed non-farm activities in rural ategestablishing TVEs and specialised
households [Zhou (1994)]. The high public investtriareducation and infrastructure,
also provided opportunity to develop these non-fanterprises [Farmt al. (2004)]. The
rural non-farm employment rose by 61 and 34 peréerit984 and 1985, respectively.
Total employment in TVEs rose from 28 million in7B) to 70 million in 1985, and to
123 million by 1993 [Cai,et al. (2004)]. This phenomenon had two important
consequences for the Chinese labour market. Fiastsorbed rural labour and facilitated
industrialisation, without relying on migration. cead, because TVEs were relatively
unregulated, their free entry increased competitidche market and created pressure for
SOEs reform [ADB (2007)].

Since 1986 China has adopted a migration policystiactly control the
development of large cities, rationally develop medsized cities, and encourage
the growth of small towns’. As a result, the numbgtowns increased from 2,786 in
1983 to 20,358 in 2005 [China in Brief (2005)]. ingr this period, a number of
‘push’ and ‘pull’ factors spurred rural workers sgeek employment in cities as the
growth of TVEs eventually slowed, and parallel emmic reforms brought
opportunity in urban areas, with a surge in demfandabour, leading to a gradual
relaxation of migration controls.

The urban share in total population rose from I8qrd in 1980, to 44 percent in
2006. Since 1990, the urban employment grew oragee3-4 percent per annum, while
the share of agriculture in total employment felhtinuously from 70 percent in 1978, to
45 percent in 2005 with stagnant rural industnggfe 9). As noted by World Bank
(2007), this rural-urban migration has not only dsee the main pathway of poverty
reduction in China, but also remained an importanitributor to strong economic
growth and labour-based comparative advantage abablmarkets. By analytical
decomposition, Ravallion and Chen (2007), havemestid that almost one quarter of
poverty reduction over the 1981-2001 period, carattrbuted to urbanisation, even
holding poverty measures constant in both ruralusbdn areas.

Fig. 9. Employment in China
By Sector By Urban/Rural
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Source:NBS (2005, 2006).
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4.4. Regional Cooperation and Globalisation

The trade reforms in China were initiated in 1988d accelerated in the mid-
1990s when SEZs were extended to the whole cou@trina got access to WTO in
2001 [Ravallion and Chen (2007)]. Since 1993, CHiaa been boasting the largest
amount of FDI flows of all developing countries, ielh not only fuelled
industrialisation by diffusing new technologies, magement skills and establishing
global networks but also contributed in institumeforms [Dollar (2007)]. The
major objectives of the Chinese FDI policy are:esgthening the country’s
industrial base with value addition, increasing feeel of exports, promoting
regional development and transferring technologynd- (n.d.)].

Coastal open cities, and open economic regionsjged exclusive economic
incentives to local and foreign investors. Threpety of high-tech parks were
created, withspark parksin remote and lagging areas to stimulate growthigi-
tech innovationstorch parksin small and medium-sized cities to enhance gramwth
surrounding hinterlands andomprehensive high-tech parks large cities and
metropolitan areas [Laquian (2005)]. Although FDidatrade reforms played a
limited role in poverty reductionthey laid the foundation for future institutional
reforms, PRC’s access to world markets and largalegoverty alleviation plans.

4.5. Rising Inequality in China

A serious consequence of the PRCs economic progiess 1978 is the
widening gap between rich and poor. In 2004, ab@upercent of total PRC income
went to the top 25 percent of the population, while bottom 20 percent received
only 4.7 percentNew York Time§l6 October 2005)]. The increase in inequality (7
percent per decade) implies that China will be ghhhequality country by 2015,
with Gini index of 50 percent. Another serious gesb is that the progress against
poverty has remained geographically uneven, wheretvastal areas remained better
than inland areas [Ravallion (2009)], thus leadity regional inequality.
Urbanisation in China is also associated with dqmiablems; about 20 percent of
the population of big cities consists of temporamgrants or floating population,
living in cities for many years but without offitimon-agricultural worker status.
They are not entitled to urban benefits such ampeent jobs, standardised wages,
health services and education for children.

The rapid decline in population growth in China e to an increase in old
age population. In 1990 only 9 percent of Chinapydation was over the age of 65,
but by 2030 this proportion is projected to 22 pate—more than a quarter of the
world’s old people will live in China. In 2001, tlgovernment was spending only 2
percent of GDP on formal systems of old age suppoitit will have to spend more
than 10 percent in 2030 if it follows the same ktra¢ Western countries [CDRF

®Ravallion and Chen (2004, 2007); Lin and Liu (20@®vallion (2007).
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(2007)]. Since late 1990s, China is following a poehensive social security system
comprising basic medical insurance, unemploymersurence and subsistence
security for urban residents. However, the ongadogial security system is not
rightly covering the low-income population, as theverty-stricken regions are
facing huge financial burdens to provide the mimmiivelihood security lines
[Wang and Fan (2005)].

Overall, the schooling and health facilities in PRSe over time; however, a
deeper bias across the various income groups agidnse also arose [Ravallion
(2009)]. In 2005, the schooling rate of all childr@ages 7-15 years) in rural areas
was 97.2 percent; it was 90.1 percent for childrem poverty-stricken families. A
rural survey in 15 poor provinces, in 2006, shoWwat tabout 61 percent of the
families are hardly covering their medical expersed educational expenditure of
their children [CDRF (2007)].

5. POVERTY REDUCTION STRATEGIES IN PAKISTAN:
A HISTORICAL VIEW

In the late 1970s, as discussed earlier, pover®akistan, particularly in its
rural areas, was at least as high as in Chinandroue-third of the rural population
was below the poverty line. Two fundamental questiare: (i) what approach has
Pakistan used to alleviate poverty, and (ii) sipoeerty is still high in Pakistan, why
have the approaches or policies not worked for gg\aleviation? While the second
guestion is the subject matter of the next sectiomfirst question is addressed here.

Although urban poverty remains a challenge in Raki¢see Table 1), poverty
is largely considered a rural phenomenon, becausmd 70 percent of the poor live
in the countryside. The poverty reduction strategie the rural areas for the last
three decades (1980-2010) can be broadly groupedtle following categories;
land reforms, agricultural growth, rural developitseprogrammes, non-farm sector
development and urbanisation, human developmert, ra@t or income transfer
programmes to the poor.

In 1980, although 60 percent of the rural househeldre cultivators, only 38
percent owned some land. More than one-third ofdbentry’s total farms were
reported to be smaller than 5 acres, and thesesfacoupy only 7 percent of the
total farm area [Khan (1998)]. Only 3 percent afnia were 50 acres or more, and
the total area under them was 24 percent [MalilOR2D The situation has hardly
changed in three decades. In 2000 only 37 perdeniral households owned land,
and 61 percent of these owned fewer than 5 acepéicent of total land). Two
percent of households owned 50 acres or more, atoguor 30 percent of the total
land [World Bank (2007)]. The overall Gini-coeffiit of land ownership remained
almost constant at 0.66 during the last four desdd@able 5). In Pakistan, land is
distributed far more unevenly than income [Adan®98); Hirashima (2009)].
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However, the tenurial status of rural farm housdtdias markedly changed
during the last three decades. The proportion ofiesveperated farms increased
from 55 percent in 1980 to 78 percent in 2000, whsrthe proportion of farms
operated by owner-cum-tenants and tenants declivex time (Table 6). This
decline shows that some households engaged irvatidih do not have access to

land any more. Today, a large rural populationegitias no access to land or owns
and cultivates a small piece of land.

Table 5
Distribution of Landownership in Pakistan
1972 1980 1990 2000
Gini-coefficient 0.66 0.65 0.66 0.66
% of Landless Households - 63.0 62.0 63.3
% Share of Holdings < 5 Acres
(a) Households 47.3 Na 54.4 61.2
(b) Land 5.4 Na 114 14.8
% Share of Holding 50 + Acres
(a) Households 3.3 Na 2.8 2.0
(b) Land 22.4 Na 34.0 29.7
Source:World Bank (2007).
Table 6
Percentage Distribution of Farms by Size and TyjpEemure
Owner Owner-cum-tenant Tenant
Size of Farm (acres)1980 1990 2000 1980 1990 2000 1980 1990 2000
<5 70.7 78.8 83.0 8.9 5.8 4.1 204 170 129
5t0<125 451 590 701 220 158 124 329 25275
125t0< 25 46.0 58.7 67.6 280 223 186 26.0 91813.8
2510 <50 500 629 732 320 238 179 180 13.8.9
50 and More 62.7 727 787 284 205 154 8.9 6.8.9 5
All Farm 550 688 776 190 124 8.4 26.0 18.8 014.

Source:Malik (2005).

5.1. Land Reforms

In order to correct the land distribution and impdhe living standards of the
rural poor, three land reforms have so far beeniethout in Pakistan. In all the three
reforms, a landownership ceiling was fixed and dhea owned over and above the
ceiling was resumed by the government (Table 7)wél@r, the resumed area was
small, and the land distribution impact of thestonms was limited, as in three
reforms only 2.542 million hectares could be distted among 0.6 million
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beneficiaries (Table 7). The resumed area was 6npercent, 2.5 percent and 8
percent of the total cultivated area in 1959, 18Ad 1980 respectively (Table 7).
Although the Gini-coefficient of land ownership inoped because of these reforms,
it had little impact on the incomes of the rurapptation [Naqvi,et al (1989)]. The
distributed land was not of high quality and ndtkaneficiaries were the landless
sharecroppers. More importantly, landless agricaltworkers were not included in
any list of the beneficiaries [Khan (1998)]. Thesas also a lack of follow-up
system, including lack of distribution of farm ciednd inputs. Thus, all the three
major attempts of redistributing land in Pakisthaye failed to correct the skewed
land distribution [World Bank (2007)].

The government in the past, has also distributaté siwned land among the
landless peasants. But this has also had littleaaipn the rural poor, because the
distributed land was too small as compared to #edy, landless, rural population
[Qureshi (2001)]. Unlike China, where the land refe initiated in the 1980s,
benefited the entire rural population, the benafies of land distribution in Pakistan
were limited in numbers, and the landless were imotuded in the list of
beneficiaries.

Table 7

Land Reforms in Pakistan (000 Hectares)
Ceiling (Acres)

Irrigated Non- Area Area Beneficiaries

Reforms irrigated Resumed Disposed of Balance (000)

1959 500 1000 1022.9 955.7 62.3 186.6
(5.6%)

1972 150 300 481.2 295.9 185.3 715
(2.55)

1977 100 200 1578.3 1290.1 288.2 272.6
(8%)

Source:Qureshi (2001). In parentheses are the resumed asepresent of total cultivated area.

5.2. Agricultural Growth and Rural Poverty

In addition to land reforms, agricultural growth@hina played a key role in
rural poverty reduction (see Section 4). Figurepi@sents historical data on GDP
growth, agricultural growth and population growthr fPakistan. The growth in
agricultural output affects the growth rate of GO higher the agricultural growth
the higher the GDP growth. The growth in both G agriculture has not always
been higher than the annual population growth. [&kter, for instance, was higher
than the former in 1997-98, 2000-01 and 2008-08rethy, affecting adversely the
well-being of the population.



20

In the late 1970s, the annual agricultural growtsvaround 4 percent and
until the early 1990s, it remained between 3 apeértent per annum. Several policy
changes with respect to agriculture, including faable adjustments in the prices of
outputs and inputs, and introduction of new cott@mieties contributed to this
growth. Public sector institutions, also, expandestit for mechanical technology
and investment in large-scale private farming anoc@ssing, during this period
[Khan (1998)]. The performance of the agricultigettor, in the 1990s, was low and
it was affected by natural calamities, politicastability and economic imbalances,
reduced vigour of crop seeds and sharp increatbeinost of production. During the
1990s, the unprecedented level of corruption adsoan adverse impact on economic
growth and poverty [Hussain (2003)].

When a longer period is taken into account, tha dhbw that ‘apart from a
period of slow growth in the first half of the 1%/Gverage growth (in agriculture)
exceeded 3.2 percent annually in each quinquenfriunm 1960 to 2000, due in large
part to high growth in the crop sector in the 19&0d 1980s as a result of the Green
Revolution’ [World Bank (2007)]. Severe drought asrvironmental factors are the
major reasons for the weak performance of the alji@l sector during recent years
(Figure 10).

Fig. 10. GDP, Population and Agricultural Growth ©%6)
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It seems that despite year to year variations énayricultural growth rate,
overall the sector has performed modestly durirggléist three decades. However,
the benefits of this growth have accrued mainljatge and medium farmers rather
than to small farmers or landless households. Aafdit increments of agricultural
income, in the 1980s, contributed in raising theqimality (Table 8). The data, for
more recent periods, also show that medium ane lengd owners (those with 12.5
acres or more), account for 10 percent of agricalthouseholds and receive an
estimated 32 percent of agricultural incomes [Wda&#hk (2007)]. The magnitude of
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growth linkage effects can determine, the extent wbich non-agricultural
households, gain from agricultural growth. A WoBdnk study, based on simulation
results, of a 10 percent increase in the outpuatlahajor crops (wheat, basmati and
IRRI rice, cotton and sugar cane) shows that:

the largest gains of increased agricultural crag@pction accrue to large and
medium land owners, whose incomes rise by 7.2 peréecomes of small
farm owners and pure tenants also rise by aboyperéent. Due to multiplier
effects, incomes of non-farm rural household graamsise by 3.4 percent on
average. The poorest rural household groups (dgniatilabourers and rural
non-farm poor, 29 percent of the rural populatiaegp only 6.7 percent of
the total income gains, and their incomes rise iy &.6-4.1 percent. Much

of the income gains accrue to the owners of capitddoth rural and urban
areas [World Bank (2007)].

This limited impact of agricultural growth, on inoes of the rural non-farm
poor, is influenced by both the segmentation ofiftak’s agricultural labour market
and agriculture’s declining contribution to bothtalo GDP and rural household
incomes. Thus, the agricultural growth has a smatfigpact on GDP growth and
rural poverty reduction today than it did in thespaAlthough agricultural growth

still has a positive impact on rural poor incoméss is smaller than it was three
decades ago [World Bank (2007)].

Table 8
Factor Inequality Weights of Source Incomes in @lféncome Inequality

1986-87 1987-88 1988-89
Source of Income wc wg wc wg wc wg
Agriculture 0.456 0.377 0421 0355 0.426 0.387
Livestock 0.030 0.065 0.077 0.110 0.009 0.060
Non-farm 0.062 0.170 0.074 0.172 0.105 0.187
Rental 0.220 0.201 0.216 0.164 0.339 0.238
Transfer 0.232 0.187 0.211 0.199 0.120 0.128
Total 1.000 1.000 1.000 1.000 1.000 1.000

Source: Adams (1995, Table 4). wc is the factor inequalityight calculated from the coefficient of
variation, and wg is the factor weight calculateshf the Gini-coefficient.

The beneficiaries of almost all major agricultupalicies in the past, seem to
be mainly large owners and traditional landlordbdld (1998)]. For example, during
the 1960s, the large farmers were the beneficiarfesitial agricultural subsidies
[Arif and Ahmed (2001)]. The withdrawal of governmedevelopmental subsidies
on inputs, in the 1990s, affected the productiosméll farmers [Kemal (2001)]. No
taxation on agricultural incomes maintains inediesdi between income groups
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operating within the agricultural sector and, ailgsiin the other sectors. Small
farmers get a very small proportion of loans frdra formal sources (Table 9). The
landless and sharecroppers without collateralpateeligible for credit from formal
sources such as banks [Khan (1998)]. The situdtamnot changed much after 30
years; in 2002-03, according to World Bank (20(0, percent of the cultivating
households participated in the credit market, ua-thirds of the total credit came
from informal sources. Only 11 percent of the farsnebtained loans from formal
sources.

The agricultural price system and market mechanam,highly reflexive in
Pakistan. Though the government has procuremewregrof some agricultural
products, the coverage and implementation is lanitnd it has generally under-
priced the agricultural products with lower profitirgins for farmers. The command
over land determines social status, political poamat economic well-being in rural
settings [Hirashima (2009)]. Thus, landed élitesrural Pakistan, have a decisive
influence on the social and economic life of poesidents. The rural poor,
particularly tenants and small farmers, much dependn landlords anarthisto get
loans for agri-inputs, generally have to pay higlgs for inputs [Hussain (2003)].

Table 9

Distribution of Loans by Agricultural Developmerdrik of Pakistan, 1982-83
Ownership Status Loan Amount (Million) Percent &har
Landowners
Upto 5.0 Hectares 463.74 20.1
Over 5.0 to 10.0 Hectares 800.48 34.6
Over 10.0 to 20.0 Hectares 512.30 22.2
Over 20.0 Hectares 342.52 14.8
Landless 191.40 8.3

Source:Khan (2005).

5.3. Rural Non-farm Economy

It appears from the previous discussion, that aljial growth, alone, is not
sufficient for rapid rural poverty reduction, besalits benefits in the past have accrued
mainly to households with access to land, and thenity of the rural households does
not own land. Thus, an increase in rural non-famocomes, in addition to increases
arising from growth linkages associated with ineesain agricultural incomes, is
critical for rapid rural poverty reduction. The fer of this section is on two
dimensions of the rural non-farm sector: employrmaam income. Table 10 presents
data from the Labour Force Surveys on industriahgosition of rural employed
workers for the 1974-2008 period. The employmeiarsiof the agricultural sector
has declined from 72 percent in 1974-75 to 61 pdrce2007-08,a reflection of a



Table 10
Percentage Distribution of Employed Persons of 10 Years Age and Above by Major Industry, 1974-2008

Agriculture Wholesale, Financing, = Community, Activities
Forestry,  Mining Electricity, Retail Trade, Transport, Insurance Real Social and Not
Huntingand and Manufac- Gas and Restaurant Storage and Estate and Personal Adequately
Fishing  Quarrying turing Water Construction and Hotels CommunicationBusiness Services Services Defined
2007-08 Total 44.65 0.12 12.99 0.70 6.29 14.62 5.46 141 13.66 0.10
Rural 60.94 0.14 8.37 0.42 6.09 9.19 4.42 0.44 9.96 0.03
Urban 6.21 0.07 23.89 1.36 6.75 27.45 7.92 3.70 3P2. 0.26
2001-02 Total 42.09 0.07 13.84 0.81 6.05 14.85 5.90 0.89 15.50 -
Rural 59.01 0.07 8.68 0.57 6.23 9.20 4.81 0.29 311 -
Urban 5.18 0.06 25.10 1.34 5.66 27.19 8.27 2.19 035. -
1990-91 Total 47.85 0.15 12.23 0.83 6.62 13.24 5.24 0.89 13.27 0.06
Rural 63.79 0.14 8.08 0.54 6.63 7.77 3.68 0.34 8.97 0.06
Urban 7.63 0.17 22.35 155 6.59 26.57 9.07 2.25 723. 0.07
1982-83 Total 52.73 0.10 13.44 1.13 4.80 11.94 4.69 0.82 10.19 0.27
Rural 67.69 0.11 9.38 0.96 412 7.14 3.09 0.26 6.94 031
Urban 6.70 0.08 25.94 1.65 6.88 26.70 9.20 2.54 1720. 0.13
1974-75 Total 54.80 0.15 13.63 0.49 4.20 11.90 4.87 0.67 9.78 0.33
Rural 72.08 0.13 9.32 0.23 341 5.81 2.94 0.09 570 0.29
Urban 6.20 0.19 25.74 1.23 6.41 25.93 10.30 231 2621 0.44

Source: Various editions oEconomic Survey of Pakistan andLabour Force Survey of Pakistan.
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shift away from the agricultural to the non-agrtawhl sector. This shift is primarily
to the service, trade and construction sectors. sifage of rural manufacturing in
total employment, at best, remained constant om edeclined. This shift also
represents the movement of labour from commoditgpction to the production of
services. The rural non-agriculture economy haoimecservices-oriented because
of changes in agrarian structure [Arift al. (2000)]. It is worth repeating here that
the corresponding shift of labour from agricultuoe other sectors in China was
relatively larger; the employment share of agriewdt dropped from 70 percent in
1978 to 45 percent in 2005 (see Figure 9).

The study carried out by Arifet al. (2000) shows that in 1996-97 the
overwhelming majority of non-agricultural workersasveither self-employed or
earning wages. The situation remained unchange@0@1-02 [World Bank
(2007)]. The self-employed workers are engaged Ipaim trade (53 percent),
services (15.2 percent), manufacturing (13.2 pejcemd transport (12.4
percent). The wage employees are found in constnu¢B1.7 percent), services
(31.4 percent) and manufacturing (13.2 percentjosedArif, et al. (2000)]. The
World Bank study has estimated from the 2004-05 M Slurvey that there are
about 3.8 million rural non-farm enterprises, arddpercent of rural households
own these enterprises (a shop and/or a busingds)average 1.4 persons were
employed in a rural enterprise. Most of them weamify members. They are
thus a source of employment for family members’ifAet al. (2000)]. However,
the rich or better-off families own more enterpad@7 percent) than the poor
households (24 percent), showing a positive astonidbetween wealth status
and ownership of a rural enterprise (Table 11).

Table 11
Percentage of Rural Households in Pakistan that Qlvap and/or Other Businesses

Quintiles Pakistan Punjab Sindh KPK
Poorest Quintile 24 28 14 20

2 27 33 18 24

3 29 35 16 30

4 30 35 20 33

5 37 41 24 45

Total 29 34 19 30

Source:World Bank (2007: Table 4.1).
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Table 12 shows the data on sources of income forperiods: 1986-89 and
2002. The former shows the three-years averageltmasa small data source of 727
households, collected from four districts [Adam898)], while the data for 2002 is
based on a national representative survey [Malik0%3]. Although, because of
different sample sizes, data may not be strictlynparable, the two studies have
used the same categories of income sources whipluhderstand the importance of
the non-farm sector. The two studies are not diffein the share of non-farm sector
in total household income. However, there are nthdkferences in other sources of
income. Table 12 shows the dependency of poor ldaadaind small farmers) on the
non-farm sector. For the landless group, the nomfincome accounts for 47
percent of the average total income in 1986—-82002, non-farm income (wages
and salaries) was 76 percent of the total incomkmdless households. There is a
negative relationship between landholdings and rmedrom non-farm sources,
while the relationship is positive between landiadd and crop income. Thus ‘the
poor have not benefited much from the direct effeat accelerated growth in
agriculture’ [Adams (1995)]. The majority of theral poor households in the non-
farm sector are engaged in unskilled and low-prodeactivities, and derive their
income from the construction sector, where neaaly &f them are under-employed.
The better-off households in the non-farm secterivé their incomes from the
services and manufacturing/mining and trade sefidatik (2005)].

Table 12
Source of Income by Operated Landholdings, 198682002
Wages
and Transfer Crop Rental Livestock All %
Size of Landholding Period Salaries Income Income Income Income Income Households
No Land 1986-89 46.5 11.3 26.6 1.2 14.4 100
2002 76.3 20.1 14 0.7 15 100 56.6
Upto 1 Acre 1986-89 54.7 21.6 4.8 2.7 16.2 100
2002 45.5 24.1 26.7 1.0 2.7 100 5.1
Upto 5 Acres 1986-89 30.4 23.7 24.2 4.4 17.2 100
2002 23.4 10.3 61.2 25 2.6 100 18.0
Upto 12.5 Acres 1986-89 25.6 17.3 21.7 19.9 15.5 100
2002 9.4 4.3 82.4 1.6 2.2 100 14.0
More than 12.5 Acres1986-89 17.6 10.9 29.7 30.4 11.4 100
2002 45 2.1 89.1 3.0 1.3 100 6.3
All Households 1986-89 32.2 15.2 249 13.3 14.4 100
2002 35.8 111 49.5 17 1.8 100 100

Source: For 1986-89, Adams (1995, Table 8); for 2002,ik&005, Table 7).

Note: 1986-89 refers to 3 years average. For 1986-88dhethe last two categories of landholdings are
5-<10 acres and10 acres respectively. The column on wages andiesleorresponds with the
non-farm income.
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It has been discussed earlier that rural povertyigher in southern Punjab,
cotton/wheat belt of Sindh, KPK and Balochistane Bources of income vary across
these agro-climatic zones, and also across powdfus in each zone. In pure
agricultural zones i.e. cotton/wheat Punjab, lotemsity Punjab, cotton/wheat
Sindh, rice/other Sindh, the resources are lesssified and the majority of the poor
rely on crops as their sources of income, whileother zones, such d@arani
Punjab, where poverty is low, wages and salari¢sedamajor source of income for
the poor rural households (Appendix Table). Thuw tvailability of income
(through job opportunities) from non-farm sourcas go a long way to reduce rural
poverty in Pakistan. These opportunities are lichitemost regions of the country.

5.4. Urbanisation

The growth of the non-farm sector, also, has angtrassociation with the
growth of towns and cities, which provide job ogpaities to labour that could not be
absorbed in the rural economy. Job opportunitiethénrural sector, both agricultural
and non-agricultural, are limited in Pakistan. Toyiens doors for the rural population
to move to towns and cities. Unlike China, Pakidtas alaissez-fairepolicy toward
internal migration [Tahiret al. (2004)]. So, two questions are relevant here. \tilat
has rural-urban migration played in urbanisatiorsg® lthe urbanisation contributed in
improving the well-being of the urban as well aatpopulation?

In 1951, the period when the economy of Pakistas pr@dominantly rural-
based, the level of urbanisation was only 18 pdrc@wer the last six decades,
Pakistan has experienced a large increase in populwith different population
growth rates for urban and rural areas [Arif (2Q03) present, Pakistan with an
urbanisation level of about 37 percent (FigureHds the highest population share in
urban areas as compared to the other South Asiantrées. By 2030, the urban
population is expected to have grown by 80 milliomaching 135 million, or 50
percent of the total population (Figure 11).

Fig. 11. Trends in Urban and Rural Population, Palstan
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Both natural increase and net migration are theomapntributory factors to
urban population growth in Pakistan. The contrilbutiof migration to urban
population growth has been around 20 percent dihiegntercensal periods—1972-
1981 and 1981-1998. By using the Pakistan Demogzalrvey data, Karim and
Nasar (2003) estimated that about 24 percent otdta annual urban population
growth could be attributed to in-migration, and ab80 percent of population loss in
rural areas to out-migration during the 1981-9&ric¢nsal period. Since the early
1980s, rural to urban flows of population have dwated the other flows, e.g., rural
to rural and urban to rural [Irfaet al. (1983); Arif and Hamid (2010)].

Overall, 50 percent of the urban population is emtiated in 7 major cities of
the country, with a population of a million or mofiéarachi, Lahore, Faisalabad,
Rawalpindi, Hyderabad, Multan and Gujranwala). Ua872, the growth rate of
large cities was higher than the growth rate of inmadand small cities. Since then a
decline in the growth rate of major cities, andrarease in the growth rate of small-
and medium-sized cities has been observed [Arif larghim (1998)]. This change
in growth of cities by size, shows the movementunél population, not only to large
urban centres, but also towards their nearby sonatiedium towns.

Because of thdaissez-fairepolicy toward internal migration, urbanisation, in
Pakistan, is largely considered as haphazard becfitst, the concentration of urban
population in the major cities has relegated aelangmber of other urban centres into a
status of under-developed. Second, the developafenfrastructure has not kept pace
with urbanisation. A large proportion of urban plagion, primarily migrants, is living in
katchi abadig(settlements with no regular status) which lackhhsic urban facilities.
Third, cities are characterised by a small indaistrase, high unemployment, particularly
among youth, poverty, mainly in slum areas, shertaighousing, inadequate transport,
poor governance and environmental degradation$Rek{2010)].

But, all these problems should not hide the pasitigontribution of
urbanisation in socio-economic development, as agpoverty reduction. Similarly,
it is not possible to defend the argument that nidzdion in Pakistan is haphazard,
because of the concentration of population in Bdarge cities. The fact is that
movement of population, towards these centres, iwagsponse to the problems
associated with the refugees’ movement at the tidadependence in 1947, as well
as the industrial growth which took place in thé0® and 1960s. Because of better
infrastructure, major investment (37 percent) waadenin Karachi, followed by
Lahore, Hyderabad, Faisalabad and other majorscifibe city system in Pakistan

The four provinces of Pakistan show huge variatiothe nature of urbanisation. More than 60
percent of the population of urban Sindh lives iar&chi. The situation is different in Punjab wh2age
percent of the urban population lives in Lahore] &alf of the total provincial urban populationdiin
five large cities. The capital of KPK, Peshawars hapopulation of approximately one million (wittiou
counting the Afghan refugees), which is 33 peraginthe urban provincial population. The share of
Quetta, the capital city of Balochistan, in thetetrban provincial population is 37 percent.
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cannot be considered haphazard. Its four largescitiflect the rank-size rule, which
also applies well on the medium-sized cities [AZD03)].

At present, contribution of the urban-based econdmyakistan's GDP is
more than 78 percent, and cities are gradually ngpto steer economic growth. The
rising income level of the urban population has @igntributed to the expansion of a
middle class in towns and cities [Pakistan (20N¥yab (2011)]. Urban poverty is
much lower than rural poverty, and in the late 088d mid-2000s, it was in single
digits. Urban poverty is largely concentratedkaichi Abadiswvhich are the home of
migrant populations. However, these migrants’ livistandards in urban slums are
much better than their socio-economic conditionskbia rural communities. Had
migrants not moved to town and cities, rural povevbuld have been much higher
than its present level.

This point is substantiated when one looks at tis¢rict level statistics on
both poverty and urbanisation. These statisticsagedlable for the Punjab province
only, and are presented in Figure 12. Generally,districts with high incidence of
urbanisation have lower levels of poverty, in batban and rural areas. Poverty in
Punjab is concentrated in southern and westerriatsstwhere levels of urbanisation
are, in general, lower than districts located imtimern and central Punjab, where
levels of urbanisation are high, but poverty infbatral and urban areas is low.

Fig. 12. Poverty and Urban Population in ProvincdPunjab (%)
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In some parts of the country, urbanisation, linkégth industrialisation, has
integrated the rural population into the cities &mdns. One such system is found in
Lahore and its surrounding districts, Gujranwalais&labad and Sheikhupura. The
new emerging cluster of districts, Gujrat, Siallamid Gujranwala, famous for light
industry, is another example of integration of tyrapulation into cities and towns.
Rural areas, surrounding the Rawalpindi and Isladatistricts, have access to the
formal urban services sector—in armed forces awill departments. According to
Adil (2011), ‘travelling on the Grand Trunk Roaaiin Lahore to Rawalpindi is like
passing through a city thoroughfare from one ph# mega city to the other’.

The district level data also show that urbanisaktias contributed in achieving
high levels of literacy. For example, districtsnarthern Punjab, mostly in the high-
literacy belt, are more urbanised than districtssouthern Punjab, with below
average levels of literacy. Similarly, in Sindh, rehi, Hyderabad and Sukker are
the most urbanised districts. The same is the witheQuetta in Balochistan. On the
basis of deprivation indices (calculated from thstritt-level data on education,
housing quality and congestion, residential housieryices and employment), the
high-literacy districts are mostly the least depdwones.

The contribution of urbanisation, in reducing urband rural poverty, is
through the integration of the rural populationoirtities and towns, education,
probably skill development, and the provision oftéejob opportunities. However,
large variations in urbanisation, across more tham districts of the country, seem
to be the major obstacle in giving the rural popataaccess to the urban non-farm
sector. The growth of small- and medium-sized siis commercial and industrial
centres, can go a long way to improve the livingndards of the poor rural
population, particularly the landless household® few growth strategy, developed
by the Planning Commission, aims to make citieshiies of commerce by relaxing
zoning and building regulations, privatising statered land, encouraging
competition among developers and focusing on rekeand development in low-
cost energy efficient construction techniques [Baki (2011)]. The timely
implementation of this strategy will, surely, cabtrite in improving the well-being
of both the urban and rural populations.

5.5. Public Spending

5.5.1. Rural Development

Since the First Five-Year Plan (1956-1960), sudeeg®vernments have tried to
address the issue of poverty reduction and soelaldpment, primarily through rural
development programmes. Such programmes date bablk t11950s when the Village
Aid (1952-1961) programme was launched (i) to imseeagricultural as well as village-
based industrial production; (i) to establish sihoand health centres; and (i) to

"Jamalgt al.(2003) Mapping the Spatial Deprivation of Pakistre Pakistan Development Review.
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provide basic facilities such as farm-to-marketdspawater supply, and sanitation
facilities. Different governments initiated sucéessrural development programmes,
under various names, but with similar objectivaés: Rural Works Programme (1963—
1972), the People’s Works Programme (1972-1988)|ntegrated Rural Development
Programme (1972-1980), the Five-Point Programm@&5A1088), the Tameer-e-Watan
Programme (1991), and the Khushal Pakistan Progeafh®91—2001).

After 2001, the expenditure on rural developmenitastructure and irrigation are
included in 17 pro-poor sectors, as identifiedhia Poverty Reduction Strategy Paper
(PRSP). Table 13 shows that resource allocatiorufai development, in the 1980s and
1990s, was not adequate to bring a change in lifgaDuring the PRSP period, the
public spending has modestly increased only igatidn, probably because of large
dams. Figure 13, in fact, shows a decline in putpiending on rural development, and a
modest increase in infrastructure expenditure. $\dmskessing public spending during the
five-year plans, Khan (2003) argues that not alesidgvelopment plan has achieved its
financial targets. Governments are apt to cut demndevelopment expenditure in
periods of fiscal adjustment, without assessingttst benefit of such an action.

Table 13

Special Programmes for Poverty Reduction and HuBwwelopment
Expenditure

Programme Period (Rs Billion)
Prime Minister’s Five-Point Programme 1985-1990 2.7
People’s Programme 1988-1991

1994-1997 12.4
Tameer-e-Watan Programme 1991-1993

1998-2000 7.3
Social Action Programme 1985-2002 355.6
Khushhal Pakistan Programme 1991-2001 22.7
Total 1985-2002 400.7

SourcesKhan, M. A. (2003). Public Expenditure, Poverty didman Development: the Experience of
Pakistan. IlPakistan Human Condition Report 2008lamabad: Centre for Research on Poverty
Reduction and Income Distribution, and United Nagi®evelopment Programme.

Note: Expenditure values are given at constant 199grig@s.

Fig. 13. Public Investment in Pakistan, 2001-09 &Billion)
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In terms of achievements, the experience of PR®Pbeat be considered as
mixed. The 2003-07 period was successful in imprgvieconomic indicators,
moving real GDP growth from 3.1 percent in FY 2@2Lto 9.0 percent in FY 2004-
05, surpassing PRSP targets for the said years,naidtaining a high average
growth rate of 7.0 percent over the four yearsque(FY 2003-04 — FY 2006-07).
The overall poverty during this period declinedrphg by more than 10 percentage
points (see Table 1). However, the second phaseR8P, covering the 2008-11
period, has not been successful in sustaining theth momentum achieved in the
mid-2000s. All recent literature considers that gty has increased to a level
similar to that witnessed at the beginning of tRSP process [Pakistan (2010)].

5.5.2. Social Development

Figure 14 presents data on health and educatioenéeitpire, as percentage of
GNP; it increased from1.6 percent in the 1980s pei@ent in the 1990s, and for the
2000s decade this share declined to 2.8 percenauBe of poor performance of the
country in the social sector, particularly in hbakind education, the resource
allocation cannot be considered adequate. It ishamentioning here that the Social
Action Programme (SAP), launched by the governnierthe mid-1980s, in two
phases, focused on education, health, water sugmdysanitation, and population
welfare. Out of the total allocated budget of mthran Rs 600 billion for the SAP,
less than 60 percent (Rs 356 billion) could be ffs€de main shortfall occurred
during the programme’s second phase (1997-2002nvamly 45 percent of the
allocated money was uséd.

Fig. 14. Education and Health Expenditure (as % oGNP)
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8khan, M. A. (2003). Public Expenditure, Poverty dfdman Development: The Experience of
Pakistan. InPakistan Human Condition Report 200Blamabad: Centre for Research on Poverty
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°ADB (2002). Hari Issues, Final Report, Additional PreparatoryoW on the Sindh Rural
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Like the earlier development programmes, the SARdcnot bring about any
real qualitative change in the country, particylan rural areas. Even the services
that have been made available have neither realhefited communities, nor been
fully utilised because of: (i) lack of awarenesg,gbsence of people’s participation,
and (iii) centralised decision-making. Public spegdunder the SAP, despite the
shortfall mentioned earlier, may have been sufficfer providing a reasonable level
of basic public services, but weak public instdus at all levels of government, and
the mismanagement, misuse, and wastage of resotmas meant that desired
results have not been achieved. According to KR@AJE), one of the most important
lessons to be learned from the SAP is that incoegugblic expenditure is a
necessary, but not sufficient, condition for exgagdaccess to and improving the
quality of social services. Unless institutiondi@éncy is enhanced, and the broader
participation of communities ensured, the SAP epee indicates that public
resources will continue to be mismanaged. Chinaegmis a different picture. As
discussed earlier, during 1986-2000, it was thdepatof public spending that
contributed the most to economic growth and povextiuction. The government of
Pakistan has not used its resources effectivelythén past, to alleviate poverty
through social development (Figure 14).

5.5.3. Safety Nets and Income Transfer Progrartfimes

A relatively new element in Pakistan’s poverty retitn strategy is targeting
of the poor and vulnerable, whereby benefits aaasferred directly to the poor.
However, the extent of benefits to the poor, fremgéted programmes, has always
been in some doubt. Zakat, the Food Support Pragenun by the Pakistan Bait-
ul-Maal, the Employees Old Age Benefit Instituti(@OBI), the Workers Welfare
Fund, and Employees Social Security InstitutionSSE) are all important social
safety nets. The EOBI, Workers Welfare Fund, an®&IESare essentially labour
welfare schemes for the formal sector, which emplayly a small proportion of the
total workforce. The Government’'s current microdtreditiatives are executed by
the Khushali Bank, the Pakistan Poverty Alleviatiband (PPAF), and the Zarai
Taragiati Bank.

The Food Support Programme and Pakistan Bait-ulkMa@ funded by
federal budgetary allocations; organisations suehE8SIs and Workers Welfare
Fund boards, receive funding in the form of conttibns from organisations or
individuals. Zakat is deducted, at source, by faiahn institutions on savings
accounts, fixed deposit savings certificates, aational income tax units. Labour
welfare schemes, such as those run by the EOBIk&®Welfare Fund, and ESSIs
have inadequate national coverage: owing to thk tdcresources relative to the
scale of the problem, only 4 percent of the noneagiural workforce employed in

®The contribution of Benazir Income Support ProgranBISP) in household well-being or
poverty reduction has not been discussed becaissa ielatively new initiative.
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the formal sector benefits from these schemes. i@ewp two income transfer

programmes, Arif and Bilquees (2007) show that rdkagenerally distributed

among the poor, but it does not help the recipiémtsiove out of poverty. Rather,
zakat in its present structure creates dependemay,probably reduces dynamics,
among the chronically poor, particularly in ruraéas. Similarly, Bait-ul-Maal has

not been successful in pulling the poor out of ptywe

6. WHY PAKISTAN COULD NOT SUCCEED IN
POVERTY REDUCTION

Based on discussion in the previous section, thiepamerty campaign in
rural Pakistan, for the 1978-2006 period, can lassified into three stages. First,
until the late 1980s, when poverty declined considl, the successive
governments have tried to address the issue ofrjyokeduction, primarily through
land reforms and rural development programmes. T@n goals of these
programmes were to give the poor access to laottase employment opportunities
and provide essential infrastructure in rural ang-lIncome urban areas, by building
farm-to-market roads, rehabilitating water suppthesmes, and repairing existing
schools, small roads, streets, and drains. Howeéwgrspverty reduction during the
1980s, the major role was played by foreign remdés from the Middle East; both
land reforms and rural development have a limit@d m poverty reduction during
the period. Second, in the 1990s, when povertyeamed in Pakistan, the Social
Action Programme (SAP) dominated, with a focus aucation, health, water
supply and sanitation, and population welfare. B#d>, however, could not bring
about any real qualitative change in the countitye &nti-poverty campaign in the
2000s, the third stage, is primarily based on theeRy Reduction Strategy Paper
(PRSP), initiated in 2001, with a focus on economiowth, improving social
development indicators, governance reforms, trarsffgrowth benefits to the poor
and vulnerable and infrastructure development. murihis stage, poverty first
declined and then increased (see Table 1). Sostaakhas not experienced a secular
decline in poverty; rather poverty has fluctuateding the last three decades. There
could be several reasons for Pakistan not beingesséul in poverty reduction. This
section, however, has identified some importantofac in the context of the
discussion, carried out earlier in this paper, ehibmparing the experiences of
China and Pakistan during the last three decades.

6.1. Policy Gaps or Poor Implementation

There is no doubt that Pakistan has a long histdrypoverty reduction
policies. But the question is: are there any gaphése policies while addressing the
poverty issues? Or could Pakistan not achieve tverpy reduction targets because
of poor implementation of right policies and pragraes? A close look at the
analysis, carried out earlier in this paper, poiotgards the existence of both policy
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gaps and poor policy implementation. For examphey tienesis of the Chinese
success against poverty reduction is in its largplémentation of empowerment-
policy, through the allocation of all agricultudaind, during a short period of five
years (1978-83), to individual farmers, on equialbasis [Martin (2008)].
Landholding is the main source of empowermentHerrural population, and access
to it can bring a qualitative change in their livB$irashima (2009)]. The land
distribution in China empowered the poor, to conth@ir own labour and land. In
Pakistan most land is owned by individuals; thus $kate cannot take the radical
step of distributing the private land to landlessiseholds. Pakistan’s three land
reforms were aimed at getting land from large lamkers and distributing it among
the peasants. However, there were policy gapsrinsteof fixing high ceilings in
these reforms—500 acres in 1959, 250 acres in #2100 acres in 1977—and
giving other concessions to keep more land for amt$, tube-wells etc. Moreover,
the poorest of the rural poor, landless househal@se not included in the list of
beneficiaries of land resumed during these reforms.

Unlike China, which developed multiple public padis, beneficial to
peasants, agricultural policies in Pakistan suckuissidies, taxation and the price
system have largely been more beneficial to largeraedium farmers, than to small
farmers, peasants and non-farm, poor householasoffter major policy-gap relates
to the non-farm sector. In fact, Pakistan has dicyp®o develop the rural non-farm
sector, which employs half of the rural labour ar®ural enterprises, in Pakistan,
remained traditional and immature, with lack of dmations, and good quality
products. Because of poor public investment, incatian and health, the majority of
the owners and managers of these enterprises tendbet uneducated and
inexperienced. The Pakistan Rural Investment CBm@RIC) survey (2005),
indicates, that access to formal finance, partityllang-term financing, is the major
challenge for rural entrepreneurs in Pakistan. &g there are policy gaps in
managing urbanisation, or creating an environmeningke cities the engines of
growth, so they can absorb the growing rural ladotce. The new growth strategy,
which aims to make cities hubs of commerce and @mimn activities, is a step in a
right direction; there is a need to implement it.

The implementation of poverty reduction policies lgenerally been poor.
Three sectors (or programmes) are noteworthy.,Firsal development, as a poverty
reduction tool, has been part of all the 5-yearettgyment plans, starting from the
mid-1950s. But, because of the lack of adequateuress, and poor implementation,
rural development remained poor in Pakistan. Therse is the SAP of the 1990s.
Although considerable resources were allocated itfobecause of poor policy
implementation, the set targets could not be aelieVhird, during the first phase of
the PRSP, high economic growth led to poverty rédaocBut, the sustainability of
the PRSP, in improving the well-being of poor hdwdds, seems to be difficult.
With the devolution of several ministries, both thglementation, and monitoring,
of the PRSP has also become difficult.
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6.2. Weak Institutions, Poor Governance and Detesrating Law
and Order Situation

Unless institutional efficiency is enhanced, arigh broader participation of
communities ensured, the experience of Pakistaindtes that public resources will
continue to be mismanaged. At present, the pooem@ance, and deteriorating law
and order situation, are also among the major olestato running business in
Pakistan. The rising militancy, during the last fe@ars, has created an overall
uncertainty, which led to lower investment, andlighecin FDI. It has also limited the
government capacity to spend on pro-poor experafitwtue to a massive spending
on the anti-terrorism campaign, during the lastrfowears. The institutional
dimensions of governance uncover a negative, aydfisiant, association between
rule of law and poverty [Hacgt al. (2007)]. At present, the state of governance, in
Pakistan, is a serious impediment in the way oignaand poverty reduction efforts.

6.3. Neglect of the Social Sector

Pakistan is hardly spending 2 percent of its GDReducation, and allocation
for the health sector is stagnant at only 0.6 percé GDP. As reported earlier,
education expenditure, as a percent of GDP, haiddcduring the recent period.
Pakistan is unlikely to achieve, health and edocatélated, MDG targets. The skill
level of the labour force has not improved overetifihis neglect of the social sector
has negative implications for achieving sustainkijh economic growth, and
reducing poverty. In China, investment in humanitedpsuch as compulsory 9-years
schooling, has made a significant contributiorstfim agricultural growth, and then,
in industrial growth by shifting the labour betwetbrese two sectors.

At the micro level, the incidences of poverty aighly linked with literacy and
education. Education is considered to be the migstfisant factor distinguishing the
poor from the non-poor. Educational differences a@sgplain the poverty gaps in rural
and urban areas, supporting the idea that litdsaliely to have higher returns in urban
areas [Jafri (1999); World Bank (2002)]. Educatamd skill levels are also directly
related to employment. The poor usually have lovelte of skill, and can only find
employment in low-paid jobs. Poor health has comynbaen related to the incidences
of poverty and changes in poverty status [Huss2003)]. Most of the poor households
suffer from ill health, and are forced to bear ltigh cost of medical treatment. lliness is
often a catalyst in pushing households deeper poteerty, and thus, ill health and
poverty are linked in a vicious cycle. In fact, Rtdn has paid a high price, for neglecting
social sector development, during the last 5-6 diesa

6.4. Power Structures in Rural Areas!

The highest, and most persistent, levels of povectur in those rural areas
of Pakistan, which are traditionally consideredd&y such as rural Sindh, southern

Mt depends heavily on Arif and Farooq (2011).
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Punjab, the tribal areas of Khyber PakthunkhawakKKénd Balochistan. In rural
areas, landed élites have a decisive influencepnlyt on the social and economic
life of residents, but also on local, as well astd and provincial decision-making.
The size of landholding is regarded as directlypprtionate to power, and the
landed elite in Pakistan, enjoys more power than litdian counterpart. The
dependency of the poor on local power structurdestaa variety of forms.
Distortions in the input and output markets, fumeing against the poor, tend to
generate poverty in rural areas [Hussain (2003gnants, as well as small farmers,
who cultivate their own land, generally have to pakatively high prices for inputs,
while receiving relatively low prices for outputss compared to large farmers. At
the same time, the lack of access to formal cmeditkets, often, forces poor tenants
to borrow from their landlord. This generates arfamf forced labour, and tenants
are sometime obliged to work on their landlord’snfaat less than market wage
rates, or, even without wages [Hussain (2003); &104)]. Landlords may also
exert control, over water courses, which influentiesir relationship with their
tenants, because it provides the former with albsokontrol over cultivation
[Hooper and Hamid (2003)].

6.5. Lack of Effective Targeting

Pockets of poverty still exist in China’s rural ase particularly in the central
and western parts of the country, where naturatiitioms, ethnic and cultural factors
are associated with the persistence of poverty.villkeges of poverty counties are
typically separated from regions with modern maantufang industries, and wealthy
consumer markets, by long distances, insufficiafmastructure or natural barriers,
such as mountain ridges, deserts, swampy landspigity rivers [Heilig, et al.
(2005)]. The Chinese government has launched igldpment-oriented, poverty-
alleviation programme (2001-2010) in poor countiasth the aim of solving
subsistence problems of the poor, and improvingr tdevelopment capability.
Although poverty in Pakistan is spread widely, éhare pockets of poverty in
southern Punjab, rural Sindh, KPK and Balochistdo.attempt has, so far, been
made to target poor regions for development ancegpvweduction. Thus, there is
higher inequality, across regions and provincesteims of physical and social
infrastructure. The province Punjab has better irappkwhile the two provinces,
KPK and Balochistan are poor by all infrastructimdicators. Even within Punjab
and Sindh, the rural Sindh and southern Punjale paer level of access to physical
and social infrastructure, as compared to the eonttand central Punjab. These
infrastructural differences across the regions,larpthe poverty and inequality
differences, as the regions with a poor level @fistructure have comparatively less
social and economic integration, in terms of diifesd resources, human capital,
and access to jobs in the formal market [Aetfal. (2011)].
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6.6. High Population Growth

In the 1980s, Pakistan’s annual population growate was around 3 percent,
and fertility transition began late, in early 1998wt the population growth rate is
still high, 2.1 percent per annum. This high grovdte has several implications for
economic growth and poverty reduction. The growiagour force cannot be
absorbed productively in the weak economy, leadingigh youth unemployment
and underemployment. A large part of the laboucdas unskilled or semi-skilled,
and its contribution to industrial and economicwgttois low. It works, largely in the
informal sector, on low wages, insufficient to geegoverty. At the micro level,
high fertility leads to high child dependency ratithat have adverse implications for
savings and investment. As discussed earlier, Ciérsaa much better demographic
situation than Pakistan since the late 1970s. fidgscontributed in poverty reduction
in the former.

6.7. Conflicts and Poverty Reduction

Finally, the Afghan crisis, since the late 1970ss haffected Pakistan’s
external and internal dynamics. It has promotedeexism, drugs and weapons in
Pakistan. As a result, the law and order situadtanted to deteriorate from the 1990s
accompanied by political instability. The recentSUled war on terror in
Afghanistan, since 2001, has significantly affedteel internal and external scenario
of Pakistan, by promoting regional instability amdeating severe economic
challenges for her. The rising militancy, and woisg law and order situation,
during the last few years, have adversely affetitedmacroeconomic and political
atmosphere. The estimated cost of the ‘War on TetwoPakistan was around Rs
678 billion in FY09, and this has led to massivemployment, especially in the
affected regions.

7. POLICY LESSONS FOR PAKISTAN

To draw lessons for developing countries, from@nese success in poverty
reduction, Heilig,et al. (2005) distinguished three types of poverty: {iytematic
poverty caused by an inefficient and dysfunctice@dnomic system that is isolated
from the world economy, e.g., that found in thenfer USSR, Eastern Europe,
Maoist China and several African nations; (ii) padyecaused by geographical and
ecological conditions such as insufficient preeipdn, a too cold or too hot climate,
high altitude, steep slopes, chemical or mechamicélconstraints or serious water
or wind erosion; and (iii) distributional povertyaused by social and economic
injustice, cultural factors, or individual handicdpseems, from the analysis carried
out in this study, earlier, that Pakistan is laygehpped in distributional poverty,
which, according to Heiliget al. (2005), is ‘the most difficult and resistant type
poverty, because very often it is associated wétitimments of guilt, inferiority, and
hopelessness, among those who are affected’. Taceethis type of poverty in
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Pakistan, the following general lessons can be difa@m the Chinese experience of
poverty reduction.

7.1. Asset Creation

Land is the major asset in a rural setting. It basn shown, earlier, that the
bulk of rural poverty in China declined between 8@nhd 1983 (Table 1), when land
was distributed, almost equally, among peasantma&hagricultural policies, which
followed this distribution, brought a qualitativdnange in incomes of the rural
population. In Pakistan, as noted earlier, landowmed by individuals and its
distribution is skewed, limiting the benefits ofriagltural growth mainly to large
and medium landowners. Land distribution is alsoagor source of social inequality
in rural Pakistan. Three land reforms in 1959, 19r#@ 1977, respectively, were
failed attempts to improve the land distributionur® poverty still concentrates
among the landless and small farmers. In this sagnand reforms could be one
obvious choice to empower these poor families. Th#ectiveness depends upon
the existence of a strong political will and theyailing socio-economic structure in
rural society. However, ‘if the solution is sougtithin the framework of the market
economy, total household income should grow fastugh to be able [to have]
access to the land market in due course of timgaftiima (2009)]. Two factors are
crucial for this purpose: the diversification ofalihousehold income through high
quality education, particularly technical educatiand the strong policy intervention
to manage land prices, so that the future incometarelationship favours the
landless and near landless rural population [Hiragai{2009)].

7.2. Growth Inclusiveness

The agriculture growth-poverty linkage, in Pakistaas not been very effective,
in poverty reduction. The spill-over effect of agdtural growth, in the past, has been too
weak to reduce poverty on a sustained basis, Whiiea's experience supports the view
that promoting agricultural growth, and rural deyehent, is crucial for pro-poor growth
[Ravallion (2008)]. Moreover, agricultural policigs Pakistan, have been biased against
small farmers. The focus of these policies shoeldhe small farmers, to increase their
incomes. A faster growth with enhanced investmentinfrastructure, should be
rigorously pursued. There is a need of more intgiwr, in the area of livestock, to
diversify resources of small farmers and landlessséholds. Productivity gains, in the
livestock sector, are especially important for powmr, rural income growth, since the
distribution of livestock in rural Pakistan is maguitable, than the distribution of land
[Adams (1995)].

7.3. Macroeconomic Stability

As Heilig, et al. (2004) argue, the poverty-affected developing taesy need
to first get their economic systems in order. Armbunacroeconomic system with
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stable inflation is a prerequisite for eradicatmhpoverty and inequality. For this
purpose, fiscal policy and monetary policy play artant roles. Through fiscal
policy, the fiscal deficit and the debt burden barreduced, and the level and quality
of public investment programmes can be enhanceweS2008, the economy has
faced severe macroeconomic challenges, with risift@tion, poor growth especially
in the real sector, rising unemployment, unstalbleent account deficit and rising
debt burdens. At present, the government is fasggere hurdles in sustaining the
ongoing pro-poor, development expenditures, dugdaving fiscal deficits. Without
macroeconomic stability, especially growth in thgrieultural and manufacturing
sectors, ensuring sufficient employment generationthe job seekers, is merely a
daydream.

7.4. Enhancing Capacity of Institutions

Chinese success, in poverty reduction, has beesilpe@shrough strong public
institutions implementing supportive policies, apdblic investment. Pakistan is
lagging behind in this respect. The system of twall bodies, introduced in 2000,
has been abolished, thus creating a vacuum in tiye aff implementing poverty
reduction policies. Pakistan must enhance the dgpatinstitutions to implement
policies.

7.5. Integration of Markets—Development of Non-fam Sector/Urbanisation

Unlike China, the agricultural sector in Pakistaashnot provided a
breakthrough for the development of rural non-faeator. While the TVEs in China
complement, and compete with, the urban industmgsé enterprises in Pakistan
remain traditional and immature, with lack of inatiens and good quality products.
However, the urbanisation process in Pakistan bas positive in developing rural-
urban linkages, enhancing literacy and reducingepgvn urban, as well as in rural
areas. For self-help to happen there must be apoftymity’. Rural to urban
migration, a step toward self-help, could be a way of poverty. The city is an
opportunity for the poor. Chinese experience hasvahthat poverty is eliminated in
cities. These cities provide opportunities to tbhemfrom the rural hinterland, when
the land is unable to support them. The implemantaif the new growth strategy,
by making Pakistani cities the hubs of commerce, loelp alleviate poverty in a
reasonable time frame.

7.6. Public Investment

High quality education in rural areas, particulatgchnical education, is
necessary for poverty reduction. Knowledge andisskite the driving forces of
economic growth and social development. The paitténpublic spending in China
played a key role in, improving, both the infrasttue and human capital. Faat,al
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(2004) have empirically shown that while ‘duringetheriod 1978-84, institutional
and policy reform was the dominant factor bothriarpoting growth and in reducing
rural poverty, during the period 1985-2000, puhbliwestment [in education,
irrigation, R&D and infrastructure] became the kstsource of economic growth
and poverty reduction’. By learning from the expade of China, the Government
of Pakistan needs to set priorities in its spendihg focus should be on education,
health and rural infrastructure.

7.7. Reducing Regional Disparities

In Pakistan, there are higher, and rising, inetjealiacross the regions. The
poor regions are still deprived, in terms of so@al physical infrastructure, and
industrial setup. Although inequality and regiodedparities are high in China, it has
developed strategies to target the poor regiongf@stment. This type of targeting
is missing in Pakistan. Poor regions should bestayfor more investment.

7.8. Reaping the Demographic Dividend

Finally, the fertility transition has started inkistan. It brings about sizeable
changes in the age distribution of population;ghaportion of children declines, that
of the elderly cohort increases modestly, and, niogiortantly, that of adults of
working-age increases sharply. Thus, the demograptansition presents the
economy with a “demographic gift”, in the form ofarge in the relative size of the
working-age population. There is a need to absbrb population in productive
employment. Moreover, this is the right time fokkiBgan to pursue the small family
norm in the country, particularly in rural areaisTwill lead to a low dependency
ratio, more household savings and reduction in gg\érif, et al. (2011)]. To reap
the demographic dividend, investment in youth, emts of enhancing their skill
levels, and providing them productive employmerd aecessary conditions. The
new growth strategy has also considered chang#wiage structure of population
as a source for economic growth. The provisionobf ppportunities for youth can
help reap the demographic dividend, and steerdhatcy to high sustained growth.

8. CONCLUDING REMARKS

This study has reviewed the poverty reduction meisha through which
China has been successful in reducing its poveutynd the last three decades.
Pakistan, however, could not succeed in its effduténg this time period. In the late
1970s, rural poverty rates, in both China and Rakjswere around 33 percent;
poverty fell about 9 times both in rates and nuraberChina during the 1978-2005
period, while in Pakistan it fluctuated, and reneairhigh. This historic Chinese
success in poverty reduction was mainly based anal ragricultural reforms
introduced in the late 1970s, massive targetedigublestment since the mid-
1980s, promotion of the rural non-farm economy arznisation in 1990s.
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Moreover, the foundations of Chinese success, imeqtg reduction, are
rooted in its solid political determination and pful organisational ability, which
ensured macroeconomic stability and successful pppadleviation policies at the
macro level, and empowered the poor at the micvelleSuccessive policies and
programmes have also been launched in Pakistathéythave not brought any real
change in poverty, mainly due to policy gaps, goglementation, weak institutions
and poor governance, low public spending, low hurepital, population pressure
and conflicts.

The economy of Pakistan is highly dependent oncaljure, with large
swings in agricultural growth, and, stagnant prauhty. As a result, the bulk of
poverty in Pakistan has concentrated in those aress, which are highly dependent
on agriculture, i.e., southern Punjab and rurat®inn response to a similar reality,
as the one Pakistan is facing today, China, in ltte 1970s introduced rural
agricultural reforms that provided foundations feducing poverty, establishing the
rural non-farm economy and rapid industrialisatiolt present, the growth-
promoting strategies, in Pakistan, are mainly fowyusthe manufacturing and
services sectors, to absorb the surplus labour. @difination in sectoral
development priorities is required for Pakistan,d&velop the rural economy, by
focusing on the farm as well as the non-farm sectand reforms, livestock
promotion and availability of inputs could be somE the obvious choices to
empower the small farmers and landless househbidparallel, long-term public
investment in irrigation, agriculture R&D and phyai and human infrastructure is
crucial to raise agricultural productivity.

The provision of high quality, basic education, tgatarly technical
education, will not only provide the skilled labofwr various sectors of the
economy, but also provide a breakthrough to devébeprural non-farm sector in
Pakistan.

The role of urbanisation in Pakistan has been ipesdnd encouraging in
reducing urban and rural poverty, and developinfgwva clusters where the rural
population is well integrated into city life. Howewy cities in Pakistan are
characterised by small industrial bases, shortdd®wases, and poor infrastructures
and transportation systems. A planned urbanisgtdicy is required, for Pakistan to
build better rural-urban integration, by establighgsmall and medium-sized cities, as
the hubs of commercial and industrial activitiesspgecial effort is also required to
raise the capacity of local governments and mualgipstitutions.

A major drawback, of Pakistan’s poverty alleviatipolicies, was that the
majority of the policies were ‘universal’, in whidhe entire country and/or entire
population was equally targeted. As a result, theecage and implementation of
these policies remained inadequate. The Chineseriexige suggests geographical
targeting, where populations of the poor regiorestargeted for different schemes
and programmes.
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The demographic transition, in Pakistan, has douteid to increasing the
working-age population, and lowering the dependematios; however, the
progress is slow. To reap the demographic dividénid,study suggests enhancing
the knowledge base and skill levels of youth andvjating them productive
employment opportunities. This inclusiveness witiny economic and social
prosperity to the country.

Appendix
Appendix Table
Sources of Income by Agro-climate Zone and Po&#aius
Wages
Poverty and Transfer Crop Rental Livestock Total
Status Salaries Income Income Income Income Income
Rice/Wheat Punjab Poor 63.28 9.04 24.83 1.52 132 00 1
Non-poor 29.62 13.99 50.4 4.24 1.75 100
Total 37.39 12.85 445 3.61 1.65 100
Mixed Punjab Poor 48.48 12.28 33.6 131 4.33 100
Non-poor 31.44 16.73 46.12 3.09 2.63 100
Total 37.6 15.12 41.59 245 3.24 100
Cotton/Wheat Punjab Poor 39.36 4.4 53.39 0.65 22 00 1
Non-poor 18.04 5.93 71.34 2.37 2.32 100
Total 26.45 5.33 64.26 1.69 2.28 100
Lower-intensity Punjab Poor 36.11 7.84 51.93 1.11 .013 100
Non-poor 26.01 9.51 58.79 3.35 2.23 100
Total 31.05 8.68 55.37 2.23 2.68 100
Barani Punjab Poor 64.85 19.24 14.94 0 0.97 100
Non-poor 54.79 31.98 12.5 0.07 0.66 100
Total 56.94 29.26 13.02 0.05 0.73 100
Cotton/Wheat Sindh Poor 30.13 0.87 67.65 0.05 13 001
Non-poor 29.37 1.58 66.93 1.13 0.98 100
Total 29.76 1.22 67.3 0.57 1.15 100
Rice/Other Sindh Poor 34.02 1.16 64.21 0.18 043 0 10
Non-poor 39.85 2.55 55.57 0.79 1.23 100
Total 37.14 1.9 59.59 0.51 0.86 100
KPK Poor 44.92 28.87 23.38 1.27 1.56 100
Non-poor 39.05 37.1 20.15 2.42 1.29 100
Total 41.38 33.84 21.43 1.96 1.4 100
Balochistan Poor 56.24 1.49 40.6 0 1.67 100
Non-poor 53.05 4.87 38.65 0.56 2.88 100
Total 54.16 3.69 39.33 0.36 2.46 100
Rural Pakistan Poor 41.66 7.96 47.78 0.69 1.9 100
Non-poor 32.08 13.16 50.58 2.38 1.8 100
Total 35.18 11.14 49.49 1.73 1.84 100

Source:Malik (2005), based on HIES data 2001-02.
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