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1.1 Abstract: 

The developing countries are noticeable for substantial inequalities. The special effects of the 

disparities are multidimensional, and they are always present in the interchanges between 

nations, regions, and the whole globalised world with its markets, trade patterns and political 

constructions. But it also affects people’s lives, their daily dealings, proficiencies and 

empowerment. Not least it affects the great part of the population that lives under extreme 

poverty. Economic development is believed to be the key to overcome these problems, and is 

seen as the main objective of the world’s economies. It is a complex issue that can be defined 

as improvement of welfare, and the focuses have developed as the views of development 

have done so. But when focus shifts from growth to one of the greatest problems it is aimed 

to reduce, it opens up for questions. Does economic growth reduce poverty? Or are economic 

policies necessary instruments to redistribute the additional resources from the increased per 

capita GDP? This paper aims to investigate whether there is a relationship between extreme 

poverty and economic growth across low- and middle-income countries. How come a great 

number of countries face a relatively rapid growth in per capita GDP, while simultaneously 

suffering from a huge level of poverty? The goal is to show empirically if economic growth 

has a reducing impact on the level of extreme poverty, thus some relevant theories will be 

examined. An econometric cross-sectional regression analysis will be conducted. The 

dependent variable will consist of yearly percentage change in poverty, using the headcount 

ratio. The independent variables that will be included are economic growth, level of poverty, 

initial level of GDP per capita, education, employment in industry, and public spending on 

education. 

Keywords: Economic Growth, Poverty, Development, Developing Countries, Less 

Developed Countries.  
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1.2 Introduction 

Economic growth is the most powerful instrument for reducing poverty and improving the 

quality of life in developing countries. Both cross-country research and country case studies 

provide overwhelming evidence that rapid and sustained growth is critical to making faster 

progress towards the Millennium Development Goals – and not just the first goal of halving 

the global proportion of people living on less than $1 a day. Growth can generate virtuous 

circles of prosperity and opportunity. Strong growth and employment opportunities improve 

incentives for parents to invest in their children’s education by sending them to school. This 

may lead to the emergence of a strong and growing group of entrepreneurs, which should 

generate pressure for improved governance. Strong economic growth therefore advances 

human development, which, in turn, promotes economic growth. 

But under different conditions, similar rates of growth can have very different effects on 

poverty, the employment prospects of the poor and broader indicators of human development. 

The extent to which growth reduces poverty depends on the degree to which the poor 

participate in the growth process and share in its proceeds. The pace and pattern of growth 

thus, largely affect the poverty. A successful strategy of poverty reduction must have at its 

core measures to promote rapid and sustained economic growth. The challenge for policy is 

to combine growth-promoting policies with policies that allow the poor to participate fully in 

the opportunities unleashed and so contribute to that growth. This includes policies to make 

labour markets work better, remove gender inequalities and increase financial inclusion. 

Asian countries are increasingly tackling this agenda of ‘inclusive growth’. India’s most 

recent development plan has two main objectives: raising economic growth and making 

growth more inclusive, policy mirrored elsewhere in South Asia and Africa. 

Future growth will need to be based on an increasingly globalised world that offers new 

opportunities but also new challenges. New technologies offer not only ‘catch-up’ potential 

but also ‘leapfrogging’ possibilities. New science offers better prospects across both 

productive and service sectors. Future growth will also need to be environmentally 

sustainable. Improved management of water and other natural resources is required, together 

with movement towards low carbon technologies by both developed and developing 

countries. With the proper institutions, growth and environmental sustainability may be seen 

as complements, not substitutes. But ultimately the biggest determinants of growth in a 

country will be its leadership, policies and institutions. 

 

1.3 Importance of Economic Growth Developing and Less Developed 

Countries  

‘Historically nothing has worked better than economic growth in enabling societies to 

improve the life chances of their members, including those at the very bottom’ (Rodrik, 

2007).  

1.3(a) Growth helps people move out of poverty  

Research that compares the experiences of a wide range of developing countries finds 

consistently strong evidence that rapid and sustained growth is the single most important way 
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to reduce poverty. A typical estimate from these cross-country studies is that a 10 per cent 

increase in a country’s average income will reduce the poverty rate by between 20 and 30 per 

cent (Ravallion, 2009). The central role of growth in driving the speed at which poverty 

declines is confirmed by research on individual countries and groups of countries. For 

example, a flagship study of 14 countries in the 1990s found that over the course of the 

decade, poverty fell in the 11 countries that experienced significant growth and rose in the 

three countries with low or stagnant growth. On average, a one per cent increase in per capita 

income reduced poverty by 1.7 per cent. 

Numerous other country studies show the power of growth in reducing poverty: 

• China alone has lifted over 450 million people out of poverty since 1979. Evidence 

shows that rapid economic growth between 1985 and 2001 was crucial to this 

enormous reduction in poverty. 

• India has seen significant falls in poverty since the 1980s, rates that accelerated into 

the 1990s. This has been strongly related to India’s impressive growth record over this 

period. 

• Mozambique illustrates the rapid reduction in poverty associated with growth over a 

shorter period. Between 1996 and 2002, the economy grew by 62 per cent and the 

proportion of people living in poverty declined from 69 per cent to 54 per cent 

(Braithwaite, & Mont, 2009). 

1.3(b) Growth transforms society  

The positive link between growth and poverty reduction is clear. The impact of the 

distribution of income on this relationship – in particular, whether higher inequality lessens 

the reduction in poverty generated by growth, is less clear. Initial levels of income inequality 

are important in determining how powerful an effect growth has in reducing poverty. For 

example, it has been estimated that a one per cent increase in income levels could result in a 

4.3 per cent decline in poverty in countries with very low inequality or as little as a 0.6 per 

cent decline in poverty in highly unequal countries (Garrett, 2010).The experiences of 

developing countries in the 1980s and 1990s suggest that there is a roughly equal chance of 

growth being accompanied by increasing or decreasing inequality. In many developing 

countries, rates of inequality are similar to or lower than in developed countries. A series of 

studies using cross-country data all suggest that growth has neither a positive nor a negative 

effect on inequality. 

1.3(c) Growth creates jobs  

Economic growth generates job opportunities and hence stronger demand for labour, the 

main and often the sole asset of the poor. In turn, increasing employment has been crucial in 

delivering higher growth. Strong growth in the global economy over the past 10 years means 

that the majority of the world’s working-age population is now in employment. At the same 

time, in every region of the world and particularly in Africa, youth unemployment is a major 

issue. This is reflected in higher than average unemployment rates: young people make up 25 

per cent of the working population worldwide but 47 per cent of the unemployed.  

Nevertheless, since the early 1990s, global employment has risen by over 400 million. While 

China and India account for most of this increase, almost all of the new jobs have been 

created in developing countries (Bourguignon, 2003).Real wages for low-skilled jobs have 
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increased with GDP growth worldwide, which indicates that the poorest workers have 

benefited from the increase in global trade and growth. Fears that greater global integration 

and ever more ‘footloose’ international investors would push down wages have proved to be 

unfounded. Indeed, evidence on foreign direct investment suggests that firms are attracted to 

countries with higher, not lower, labour standards (Bashir, 2007). 

1.3(d) Growth drives human development  

Economic growth is not just associated with reducing poverty. There is also clear evidence 

for a positive link between economic growth and broader measures of human development. 

Economic growth is not fundamentally about materialism. Nobel laureate Amartya Sen has 

described economic growth as a crucial means for expanding the substantive freedoms that 

people value. These freedoms are strongly associated with improvements in general living 

standards, such as greater opportunities for people to become healthier, eat better and live 

longer. 

1.3(e) Improved health and education through growth  

There is overwhelming evidence that higher incomes lead to a better quality of life, not least 

in terms of the Millennium Development Goals on health and education. Key research 

findings here include the following:  

• Higher levels of income reduce infant mortality. India demonstrates the strength of 

this relationship: a 10 per cent increase in GDP is associated with a reduction in infant 

mortality of between five and seven per cent. 

• Primary and secondary school enrolment rates are positively associated with higher 

levels of per capita income. 

• Life expectancy is clearly positively related to the level of per capita income, 

according to cross-country evidence. 

• In addition to beneficial effects on health and education, political, gender and ethnic 

oppression are typically lower the wealthier the country. 

 

1.4 Approaches to Sustainable Growth 

The central lesson from the past 50 years of development research and policy is that 

economic growth is the most effective way to pull people out of poverty and deliver on their 

wider objectives for a better life. In discussions of development of developing and less 

developed countries two general approaches have been recommended: 

1. The fight against poverty: This approach focuses on the problems of widespread 

poverty, hunger and misery in developing countries and on the question of what can 

be done in order to realise improvements of the situation in the short term. 

2. The analysis of long-term economic and social development: This approach 

concentrates on comparing developments in different countries, regions and historical 

periods in order to gain a better understanding of the factors that have long-term 

effects on the dynamics of socio-economic development.  

One of the characteristics of the first approach is a strong involvement with the problems of 

developing countries and their inhabitants. Most people who study development issues do so 
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because they feel that present levels of poverty, misery and injustice are simply unacceptable. 

Their aim is to arrive at concrete recommendations for action. This approach is closely linked 

with development policies and strategies at international, national, regional or local levels. 

Some people choose a technocratic interpretation, focusing on policies, instruments and 

projects; others choose a more radical--political interpretation. The latter argue for political 

action in order to achieve dramatic changes in the existing order of things. 

A potential drawback of strong involvement is certain trendiness in thinking about 

development. To illustrate this, one can point to the endless succession of ideas and slogans 

that have played a role in post-war discussions of development: the idea that large-scale 

injections of capital are the key to development (‘big push’); the ‘small is beautiful’ 

movement; human capital as the missing link in development; the green revolution as a 

technological fix for agricultural development; community development; appropriate 

technologies; basic needs; integrated rural development; self-reliance; delinking from the 

world economy; the New International Economic Order; market orientation and deregulation; 

promotion of the informal sector; structural adjustment policies; or sustainable development. 

A common characteristic of these recipes for development is their short term perspective. 

Time and again, proposals have been put forward in order to achieve certain goals, preferably 

within a decade or two (Brandt, 1980; 1983; Brundtland, 1987; UNDP, 2003). In the 

meantime, developments that take place irrespective of the fashion of the day are ignored or 

disregarded. These fashions often evoke a brief surge of enthusiasm in the world of politics, 

policy and the development sciences. But when the immediate results are slow in 

materialising, disenchantment sets in again. The issue disappears from the public eye, and 

new and more appealing solutions and catchphrases emerge. The greater the involvement, the 

harder it is to distinguish between desirability and reality, and the greater the disappointment 

that follows when the real world proves less manageable than one had hoped (Elias, 1970). 

Some of the major mistakes in development policies are a direct consequence of erroneous 

advice from development advisers and experts. An example is the neglect of the agricultural 

sector in the drive for industrialisation at all costs in the 1950s. 

The long-term approach to development is more detached. One tries to comprehend why, in 

the long term, such great differences in development have occurred in the different parts of 

the world (Szirmai, 1993). One tries to identify the factors that may help to explain different 

patterns of development, such as the accumulation of production factors, the efficiency with 

which these factors of production are being used, technological changes, external political 

and economic influences, historical factors, institutions and cultural differences. Economic 

and social policies figure among these factors, but considering policy as only one of many 

relevant factors may help to deflate immoderate pretensions and hopes of policy makers, 

politicians and scientific advisers. 

The long-term approach emphasises that economic growth in its modern form is intimately 

associated with the economic development of the Western countries since the mid-eighteenth 

century (Landes, 1998; & Maddison, 2001). Therefore, the history of the economic 

development of prosperous European and North American countries will often serve as a 

point of reference in our comparative discussions of the experiences of developing countries. 

This is not simply to advocate the copying of Western solutions by developing countries. 

Rather we hope to gain an insight into the similarities and differences in development 

processes. The history of modern economic growth is also associated with industrialisation 
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and a process that Szirmai & Verspagen (2015) have ironically described as ‘getting rid of 

farmers’. Again this historical relationship between industrialisation and economic growth 

cannot be applied indiscriminately to developing countries. It does, however, serve as another 

point of reference. 

Finally, the historical study of processes of economic growth reveals the importance of 

processes of saving and investment in the accumulation of factors of production. Such a study 

leaves us under no illusion with regard to the human costs of economic growth. In the past, 

economic growth has always been coupled with an enormous increase in the capital--labour 

ratio. In order to invest in capital goods a considerable portion of the national income has to 

be saved. In poor countries, saving means that people living at subsistence levels have to 

postpone present consumption for the sake of investment in future production. This is not 

easy. In Western countries such savings have been realised through the ruthless workings of 

the market mechanism of nineteenth-century capitalism, which kept wages low. In the 

centrally planned economies of the twentieth century exploitation of people by people 

through the market was replaced by direct coercion by the state. Both mechanisms have 

resulted in the transfer of income from consumers to social groups (capitalists, entrepreneurs, 

government officials) that were both able and willing to save and invest.  

The choice between the two approaches is not a matter of all or nothing. Both are important. 

It is perfectly legitimate for politicians, policy makers, engineers, entrepreneurs or aid 

workers to ask for support and advice from scientific researchers and development experts. 

Also, strong involvement with the plight of individuals in developing countries does not 

preclude independent judgement or critical analysis. On the other hand, a long-term approach 

offers a starting point for a realistic assessment of the effects of national and international 

development strategies and policies. It provides us with greater insight into the significance 

and scope of socio-economic policies amidst the many factors that impinge on processes of 

development. 

 

1.5 Summary and Conclusion 

The current paper has examined the poverty-reduction performance in developing and less-

developed countries during the more recent period of relatively rapid growth globally. Using 

the most recent comparable data, we first presented evidence on GDP growth, income 

growth, and poverty reduction since the 1980s for the various regions of the world. In the 

latter sub-period, per capita GDP increased for all regions. Moreover, those regions 

experiencing higher GDP growths also exhibited greater declines in poverty. The rate at 

which GDP growth was translated to poverty reduction, however, differed across regions. As 

the two most populous nations and ‘emerging giants’, the performance of China and India has 

received special attention in the present study. While both countries have registered 

substantial poverty reductions since 1981, the rate of decrease is much larger for China than 

for India. Income growth in India has been rather minimal despite its substantial per-capita 

GDP performance. In particular, low-income countries would conversely require greater 

efforts on both income growth and decreases in inequality to reduce their poverty levels. Yet 

it is these countries that must urgently decrease their poverty levels. This quandary suggests 

not only that low-income countries must try harder internally, but also that a reasonable case 

can be made for external assistance. 
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