Jobs, not transfers, the big poverty-buster

Between 2005 and 2012, structural changes drove poverty reduction — non-agricultural incomes rose the fastest,
and the largest shifts from farm to salaried non-farm employment were seen among the poorest.

With closer integration of the rural and urban, domestic remittances rose steeply.
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The significant shift from farm
work to non-farm sources of income
accelerated the decline in poverty in
India. Non-farm jobs pay more than
agricultural labour, and incomes
from both were propelled by a steep
rise in wages for rural unskilled
labour. While lower dependency
rates and transfers — from
remittances and social programmes
— have contributed to a reduction
in poverty, they are not the primary
drivers of the poverty decline
between 2005 and 2012.

Source: IHDS, 2005 and 2012

Factors contributing to poverty decline
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Contribution of agricuttural activities includes (a) income from agricuttural wage employment; (b) income from agricuttural self-employment,

(c) share of workers in agricultural wage employment, and (d) share of workers in agricultural self-employment, and analogously for the contribution of
non-agricultural activities. Contribution of wage/salaried work is the sum of contributions of (a) income from agricultural wage employment, (b)
income from non-agricultural wage employment, (c) share of workers in agricuftural wage employment, and (d) share of workers in non-agricuttural
wage employment, and analogously for the contribution of self-employment. Non-labour income includes remittances, benefits and other income.

CARLOS FELIPEBALCAZAR,
SONALDE DESAI, RINKU MURGAI
ANDAMBARNARAYAN

APREVIOUS article in this series examined
how India’s structural and spatial transfor-
mation — the shift from agriculture to serv-
ices and industry, and from rural to urbanar-
eas — is changing the relationship between
economic growth and poverty reduction.
We now examine how household incomes
.grew and helped reduce poverty. We ask
how different sources of income contributed

to poverty reduction. We also examine how
these contributions compare with the effect
of changes in the composition of households,
including demographic changes.'

Our analysis shows that the changes
commonly associated with structural trans-
formation were the primary drivers of
poverty reduction at the household level
during 2005-2012. Increase in labour earn-
ings was a major factor in reducing poverty.
While both agricultural and non-agricultural
earnings increased, the rise was most rapid
for non-agricultural wages and salaried
work. This was in turn linked to workers

shifting out of agriculture toward
wage/salaried non-agricultural work that
yields higher earnings. The largest shifts oc-
curred among the poorest, which was ac-
companied by rising wages in casual em-
ployment. In broad sectoral terms, rising
income from the non-agricultural sector was
the most important driver of the observed
changes, contributing to nearly 46 per cent
of national poverty reduction. In terms of
employment categories, changes in
wage/salaried work contributed to nearly
half of the reduction in poverty (see figures).

As expected, there are urban-rural differ-

ences. Rising incomes from non-agricultural
employment and self-employment were
more important for poverty reductionin ur-
ban areas. In rural areas, on the other hand,
shifts inemployment away from agriculture
contributed much more to poverty reduc-
tion. The pace of transformation was thus
morerapid in rural areas, which had amuch
higher share of employment in agriculture
than urban areas to start with.

Changes in the composition of house-
holds contributed to poverty decline as well
(see figures). This occurred as the share of
working members in households rose. These

changes were partly due to afall in the share
of household members who were too young
or too old to be of working age; in other
words, due to a change in dependency ra-
tios. This demographic dividend makes
more workers available at the macro level
and complements the structural transfor-
mation of the Indian economy.

Rising incomes from other sources — pub-
lic and private transfers, rent, or interest in-
come — contributed to poverty reduction as
well. This was more so in rural areas. The
largest share of non-labour income came
from remittances, which increased signifi-
cantly. The steep rise in domestic remittances,
which form a part of total remittances, sug-
gests that urban and rural areas are becom-
ing increasingly integrated, highlighting an-
other marker for structural transformation.

_ Thus, faster poverty reduction since 2005
appears to be closely linked to the pattern of
structural transformation occurring inIndia.
The falling dependency ratio and, crucially,
the steep rise in wages for unskilled work,
reinforced the effects of structural transfor-
mation. The growth in unskilled wages,
however, occurred due to a somewhat for-
tuitous confluence of factors, which we will
examine in a future article in this series.

Looking ahead, important challenges re-
main. These include accelerating the speed
at which the chronically poor — many of
whom belong to the Scheduled Tribes — es-
cape poverty. Another challenge is to ramp
up the pace of upward mobility so that
households increasingly become part of an
economically secure middle class. This calls
for faster creation of higher-productivity
jobs.Upcoming articles in this series will ex-
amine these challenges in detail.

Carlos Felipe Balcazar is research analyst at
World Bank, Washington DC;

*  Sonalde Desai is Professor of Sociology at
University of Maryland and Senior Fellow at
National Council for Applied Econoric
Research; Rinku Murgai is Lead Economist,
World Bank, New Delhi; and Ambar
Narayan is Lead Economist, World Bank,
Washington DC.

5 s

'We are able to do this analysis thanks to the India Human Development Suirvey = a nationally representative panel survéy that provides data on the same set of households for two years (2005 and 2012) that are rgughly

identical to the period bookended by the official NSS surveys:



