REALIZING INCLUSIVE GROWTH

conomic growth in the Asia-Pacific region has

been quite spectacular over the last few decades
as real incomes per capita on average have doubled
since the early 1990s. That growth has lifted millions
of people out of extreme poverty and has enabled
the region as a whole to attain — before the 2015
deadline — the first target under the Millennium
Development Goal of eradicating extreme poverty
and hunger by halving the proportion of people
whose income is less than $1 a day.

Economic growth is a critical element in the
development process. It creates opportunities for the
enhanced well-being of people, through for example
the generation of employment opportunities, which
in turn contributes to the process of reducing poverty.
Moreover, as employment expands and incomes
increase, Governments are able to raise more
resources — through such measures as taxation
— for investment in additional production, which
fosters further growth and development, thereby
creating a virtuous circle that enables acceleration
of the poverty reduction process.

“‘Development”, however, encompasses much
more than increasing the levels of income and
reducing poverty. It is a multidimensional concept,
as highlighted in the first Human Development
Report: “The purpose of development is to offer
people more options. One of their options is access
to income [....] But there are other options as well,
including long life, knowledge, political freedom,
personal security, community participation and
guaranteed human rights” (UNDP, 1990, p. iii).

In this context, articulation of the Millennium
Development Goals has been an important
milestone in the development discourse as those
Goals highlight the importance of social and
economic factors through the inclusion of, for
instance, health, education and gender-related
dimensions. Overall, however, progress towards
achieving the Goals has been uneven within as well
as between countries in the region. An estimated
743 million people in the region still remain trapped
in extreme poverty. In addition, gaps in development
achievements have widened between rural and



urban sectors in general, and between the “haves”
and “have-nots” in particular, especially in the major
developing countries in the region.

The year 2015 is a watershed in global policymaking
in the pursuit of inclusive and sustainable
development as it marks the deadline for achieving
the Millennium Development Goals, and it is
expected to be the year when the United Nations
launches a set of sustainable development goals
to provide a framework for the formulation of future
development policies. In that context, now is an
opportune time to take stock of just how inclusive
economic growth has beeninthe Asia-Pacificregion.
For this purpose, the discussion in this chapter,
while highlighting the region’s achievements in
terms of economic growth and poverty reduction,
points to trends that have taken place in individual
countries. Those trends are reflected in important
indicators of development other than just economic
growth and poverty reduction. This is done to
emphasize that social and environmental factors
are also important elements that need to be
considered in tandem with economic factors when
determining just how inclusive such growth has
been. Although noteworthy improvements have
been made across countries in expanding access
to health and education, significant divergence
exists in the achievements made within countries
on, for example, gender issues across the rural and
urban sectors and between regions. Furthermore,
progress that has taken place in the economic,
social and environmental dimensions has often
disproportionately benefited better off people.

In this chapter, it is argued that inclusiveness
is essentially an unobserved multidimensional
concept. In presenting a measure of inclusiveness
that combines multidimensional economic, social
and environmental indicators, an index is made
available to enable measurement of just how
inclusive growth has been in the region since the
1990s. This measurement is carried out to draw
attention to the fact thata broader approach than one
based on economic growth only is important when it
comes to assessing people’s well-being. Moreover,
based on trend analysis of the three dimensions
that underpin inclusiveness (economic, social and
environmental), policies are identified that have
contributed to making growth more inclusive, that is,
policies that would enable the benefits of economic
growth to be spread more evenly within countries.
In doing so, attention is drawn, for instance, to the
importance of reenergizing the development of the
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rural sector through rural industrialization. It is also
argued that the developmental role of monetary
and fiscal policy needs to be strengthened.

Although GDP growth in developing economies
has been subdued in the Asia-Pacific region
since the 2008 global financial crisis, it has been
spectacular to the extent that levels of real income
per capita have on average doubled since the early
1990s. In countries such as Bhutan, Cambodia
and Viet Nam, real income per capita has tripled,
while in China it has grown more than sevenfold
since 1990. In contrast, in the economies of Brunei
Darussalam, Georgia, Kyrgyzstan and Palau real
per capita income has decreased by up to 14%,
while in Tajikistan it has contracted by a third
(annex table I).

Despite this performance, the developing Asia-
Pacific region is characterized by a large degree of
divergence in social and in economic development
indicators. For instance, income per capita ranges
from $409 per person in Nepal to almost $37,000
in Singapore, a tremendous gap that has in fact
been growing since the 1990s. Economies in the
region are also characterized by large differences
in poverty and inequality. The question thus arises
as to whether or not growth has been inclusive.
Addressing this issue requires, however, a clear
definition of “inclusiveness”. While a number
of definitions have been applied to the concept
of inclusiveness (see box 3.1), in this chapter
inclusive growth is viewed as a multidimensional
concept.

Thus, the terms income, income insecurity, poverty
and inequality relate to an economic dimension
of inclusiveness. With the current focus of the
development community being on sustainable
development, inclusiveness should also capture
development achievements relating to social and
environmental indicators. Also to be considered
under the term inclusiveness should be the nature
of policies for enhancing opportunities to access
public goods. For instance, dimensions that should
be addressed include “limited or lack of access
to education and other basic services; increased
morbidity and mortality from illness; homelessness
and inadequate housing; unsafe environments;
and social discrimination and exclusion” (United
Nations,1995).



Realizing Inclusive Growth

To address the issue of inclusiveness of growth, it is necessary first to identify, understand and define the concept.
While the term “inclusive growth” has been widely used in recent years by Governments, international organizations and
other stakeholders, consensus is still lacking on what constitutes a clear understanding of the concept. For instance,
when measuring and determining the inclusiveness of growth, Anand, Mishra and Peiris (2013) considered economic
growth as pro-poor as long as the extremely poor benefit.? Dollar and Kraay (2002) defined growth as being inclusive
when the income of the bottom quintile does not decrease. Balakrishnan, Steinberg and Syed (2013) integrated equity
and growth in a unified measure so that they could consider income growth and income distribution. In so doing, they
found that growth was not inclusive in Asia. According to de Mello and Dutz (2012), “...inclusiveness goes beyond
poverty and income distribution and encompasses other dimensions, such as well-being, voice in the political process
and participation in social life...”. Khan (2012) argued: “Growth is inclusive if it supports high levels of employment and
rising wages”.

Among the various definitions that have been used by Governments and institutions, that of the Indian Planning
Commission is quite comprehensive. In its Eleventh Five Year Plan, it defined inclusive growth as “...growth that reduces
poverty and creates employment opportunities, access to essential services in health and education especially for the
poor, equality of opportunity, empowerment through education and skill development, employment opportunities...,
environmental sustainability, recognition of women’s agency and good governance”.? By encompassing economic, social
and environmental aspects of development, this definition captures the essence of the commitments that representatives
of Member States agreed in the outcome document® of the United Nations Conference on Sustainable Development, held
in Rio de Janeiro, Brazil, in June 2012. In that document, entitled The future we want, the signatories clearly committed to
ensuring the promotion of an economically, socially and environmentally sustainable future for the planet.

2Under the relative definition, growth is pro-poor if and only if the income of poor people grows at a faster rate than that of the population as a whole. Under the
absolute definition, any increase in the income of the poorest is considered pro-poor.
bSee Government of India Planning Commission, Eleventh Five Year Plan (2007-2012), vol. 1 (Inclusive Growth), chap. 1, para. 1.9. Available from http:/

planningcommission.nic.in/plans/planrel/fiveyr/welcome.html.
°See General Assembly resolution 66/288.

Overall, the concept should be sufficiently broad
to capture, for instance, access to energy services
and environmental goods, such as clean air and
water. The inclusion of a broader range of variables
would therefore contribute to a better understanding
of inclusiveness that could further strengthen the
sustainability of economic growth. Moreover, the
concept of inclusiveness should capture output
variables, as opposed to input variables, such as
policies. Broadly, this chapter defines inclusiveness
in terms of the following broad social objectives:
(a) increasing the average standard of living of
the population (captured here by average real
income per capita); (b) reducing income inequality;
(c) reducing levels of extreme poverty and (d)
expanding and broadening equality in opportunities,
such as access to public goods, including health and
education services. Achievement of these social
objectives should lead to an increase in people’s
well-being, which is the ultimate objective of any
society. In the following subsections, economic
and social inclusiveness are discussed before
considering the wider concept of inclusiveness with
respect to environmental factors.
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Economic growth should be broad-based and
inclusive, enabling all segments of the population
to benefit from such growth while incorporating the
needs of the extremely poor and vulnerable. The
elimination of extreme poverty should be one of
the primary social objectives of all Governments,
without which inclusive growth cannot be realized.
In this regard, economic growth in the Asia-Pacific
region has been quite successful: whereas in
1990 more than 1.6 billion people, equivalent
to 51% of the region’s population, were living
in extreme poverty, by 2011 the incidence of
extreme poverty had dropped to about 18% of
the population. As previously mentioned, when
considered as a whole the region has already
attained the Millennium Development Goal of
reducing extreme poverty by half. Nonetheless,
it should be remembered that about 743 million
people in the Asia-Pacific region are still trapped
in extreme poverty.
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While poverty rates are uneven across the region,
the incidence of absolute poverty decreases
markedly with income per capita (figure 3.1). The
poverty rate exceeds 30% in only 3 countries,
Bangladesh, India and the Lao People’s Democratic
Republic, compared with more than 12 countries
at the beginning of the 1990s. Moreover, extreme
poverty has all but been eradicated in Azerbaijan,
Kazakhstan, Malaysia, the Russian Federation and
Thailand.

In fact, rates of extreme poverty have declined in
almost all countries in the region (table 3.1). In most
economies, when using the $1.25 per day poverty
line, the rates of extreme poverty had already
declined by half or more than half by 2010, with the
notable exceptions of Bangladesh, India, the Lao
People’s Democratic Republic and the Philippines.
However, although extreme poverty has declined
significantly in the region, poverty measured at the
$2 poverty line is still very high. In India, 68.8% of
the population was living below that line in 2010; in
Nepal, 6 out of 10 persons were living below that
line in 2010.

Despite the success achieved in reducing levels
of extreme poverty in the Asia-Pacific region,
large divergences exist in poverty rates within

countries, such as significant gender differences in
poverty rates (see box 3.2). In addition, there is a
large divide between rural and urban areas, with
extreme poverty in rural areas usually being higher
than in urban areas. For instance, the incidence of
extreme poverty in urban China is almost negligible
while in rural parts of the country it is quite high
(figure 3.2). Thus, although China’s performance
in reducing poverty is widely applauded, its
impressive economic growth has to some degree
bypassed the people in rural areas, as withessed by
a rural-urban poverty gap that is much wider than
that in India. This may be due to the strict control
of rural-to-urban migration, which has reinforced
segmentation of the rural and urban sectors in
China (Fan, Chen-Kang and Mukherjee, 2005). In
contrast, while the rural-urban gap in India is much
lower than that in China, poverty rates are higher
in India than in China. Arguments that have been
put forward to explain this phenomenon point to
the comprehensive land reforms that took place
in China after the revolution of 1949. That incident
altered the asset distribution in the country, whereas
in India significant land reforms involving substantial
redistribution of assets did not take place to the
same extent (Ghosh, 2010). Furthermore, growth
rates have been significantly higher in China,
where they averaged 9.7% annually between 1990
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BELI M Extreme poverty ($1.25/day PPP) rates and their changes

Poverty rate
(percentage of

Decline in
percentage
points

Latest poverty rate
(percentage of
population)

population) in
early 1990s

Armenia 17.5 2.5 -85.9%

Bangladesh 70.2 43.3 27.0 -38.4%

Cambodia 44.5 18.6 25.9 -58.2%

Fiji 29.2 5.9 23.3 -79.8%

India 49.4 32.7 16.7 -33.8%

Iran (Islamic Republic of) 3.9 1.5 2.4 -62.3%

Kyrgyzstan 18.6 5.0 -73.0%

Malaysia 1.6 0.0 1.6 -100.0%

Nepal 68.0 24.8 43.2 -63.5%

Philippines 30.7 18.4 12.3 -40.0%

Sri Lanka 15.0 4.1 10.9 -72.6%

Thailand 11.6 0.4 1.2 -96.7%

Turkmenistan 63.5 24.8 38.7 -60.9%

Source: ESCAP statistics and World Bank, World Development Indicators. Available from http://data.worldbank.org/data-catalog/world-development-indicators.

and 2013, than in India, where they averaged 6.4%.
By contrast, in Indonesia the incidence of poverty
is slightly higher in urban areas than in rural areas.

1.1.2. Inclusiveness and income inequality

Economic growth is necessary but not sufficient
for realizing inclusive growth. Indeed, despite the

In addition to the urban-rural divide, there is also impressive progress made in reducing extreme

a significant gap in poverty rates across regions
and ethnicities in several countries. For instance,
in India, poverty at the state level differs widely;
in Kerala, only 7.1% of the population are poor
compared with 39.9% in Chhattisgarh. In Central
Nepal, the poverty rate is less than half that in the

Far-Western Development Region.

poverty in the region, increases in levels of real
income have not always been distributed evenly
within countries. On the contrary, income inequality,
as measured by the Gini coefficient, has increased
in many countries in the region, especially in
the major developing countries. As reported in
previous issues of the Survey, between the 1990s
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In spite of the remarkable achievements made in reducing poverty in the Asia-Pacific region, poverty among women
is usually higher than among men, largely as a result of systemic vertical and horizontal discrimination in the labour
market. In spite of improvements in educational attainment, women'’s labour-force participation remains significantly lower
than that of men. Access to economic opportunity is limited also by cultural norms, discriminatory laws and the lack of
supportive infrastructure and services that would facilitate women'’s labour-force participation.

As information on poverty is usually collected at the household, rather than at the individual, level, there is a dearth of sex-
disaggregated data. However, for five economies that submitted information to ESCAP for the 2014 Asia-Pacific Survey
on Progress in Implementation of the 12 Critical Areas of Concern of the Beijing Platform for Action, it was shown that
the proportion of the female population living in extreme poverty ranged from 0.4% to 43.3% (ESCAP, forthcoming, b).

That survey also revealed that across the Asia-Pacific region the reported proportion of female populations at the national
level living in poverty ranged from a low of 1.7% (Macao, China, 2012) to a high of 70% (Timor-Leste, 2013) (see figure
A below). In their observations of poverty among women and girls, the respondents noted the particular vulnerability
of female-headed households and of sole-parent households, the majority of which are composed of women. They
further reported that greater proportions of women than of men fall within low-income brackets or within “disadvantaged
populations”.
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Note: Data for the Pacific (Kiribati, Nauru, Republic of Palau and Tuvalu) from the period 2005-2012; for South-East Asia (Myanmar, Philippines, Thailand and
Timor-Leste) from the period 2009-2012; for East and North-East Asia (China; Hong Kong, China; Macao, China; and Mongolia) from 2012/13; for North and
Central Asia (Azerbaijan, Kazakhstan, Kyrgyzstan and the Russian Federation) from the period 2012-2014; and for South and South-West Asia (Bangladesh,
Bhutan, Sri Lanka and Turkey) from the period 2009-2013.

and 2014, the population-weighted mean Gini
coefficient for the entire region rose from 33.5 to
37.5. Thus, for the region as a whole, growth has
not been inclusive if considered in terms of income
inequality, as measured by the Gini coefficient. In
a recent report, it was estimated that, if inequality
had remained stable in those economies where

it actually increased between 1990 and 2010, an
additional 240 million persons in the region would
have been lifted out of poverty.

In some countries, the Gini coefficient of income
inequality has increased considerably since the
1990s, including in the region’s larger economies,
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s[RI M Poverty headcount ratio in urban and rural sectors, selected economies in Asia and the Pacific, in 2010
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namely China, India and Indonesia, whereas the (table 3.2). The Gini coefficient exceeds 40 in
Gini coefficient has decreased quite significantly in  China, Fiji, Georgia, Malaysia, the Philippines, the
Kyrgyzstan, the Russian Federation and Thailand Russian Federation and Turkey.

JELISRWA Gini coefficients for selected Asia-Pacific countries, 1990-2012

Country 1990 2012 Change
Azerbaijan 35.0 33.7 -1.3
Cambodia 38.3 36.0 -2.3

India 30.8 33.9 3.1

Iran (Islamic Republic of) 43.6 38.3 -5.3

Kyrgyzstan 53.7 334 -20.3

Malaysia 47.7 46.2 -1.4

Pakistan 33.2 30.0 -3.2

Russian Federation 48.4 40.1 -8.3

Thailand 45.3 39.4 -5.9

Viet Nam 35.7 35.6 -0.1

Source: ESCAP statistics.
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While in almost all countries with available data,
growth of per capita incomes accelerated in the last
decade; however, income inequality also increased
in many of them (annex table Il). A widely observed
phenomenon in the world is that inequality in urban
areas is higher than in rural areas. This is true for
both India and Indonesia. However, the opposite is
the case for China where rural inequality is much
higher than urban inequality (table 3.3), suggesting
that the rural areas of China have been left out of
the country’s otherwise very fast growth path.

The Gini coefficient is quite sensitive to changes
in the middle of the income distribution, but less
sensitive to changes at the extreme ends of
the distribution (Atkinson, 1970). A more policy-
relevant measure therefore may be to look at the
income share that is held by the different population
quintiles and to compare the top and bottom income
quintiles.

In comparing the share of income held by the
top quintile (20%) to that of the bottom quintile in
countries and tracing how this ratio has evolved
since 1990, a mixed picture emerges in the Asia-
Pacific region. Data from 28 countries in the region
show that the income share of the top quintile
relative to that of the bottom quintile increased
in 12 countries when comparing the 1990s with
the period 2000-2012. In addition, in almost all of
these 12 cases, except for Turkey and Viet Nam,
the richest quintile was able to increase its share
in national income, while the share of the lowest
quintile declined. This pattern of a worsening of
relative income shares between the top and bottom
quintiles also took place in the region’s more
populous economies, including Bangladesh, China,
India and Indonesia. In China, the ratio has doubled
since 1990; in 2009, the top quintile accounted for
10 times more income than the lowest quintile,

2015

which placed China within the 5 countries in the
region with the worst income distribution between
quintiles (figure 3.3).

Nevertheless, in many countries the income
distribution between the top and bottom quintiles
has improved, with large declines in North and
Central Asia, such as in Armenia, Kyrgyzstan,
the Russian Federation and Uzbekistan. The
largest decline in the income distribution ratio was
observed in Maldives, where it dropped steeply
from a massive 46.6 in 1998 to less than 7 in 2004.

Growth and income inequality. Overall while
there is no strong evidence in the economic
literature that growth affects income inequality or
that income inequality affects growth, it has been
generally concluded that high initial inequality is
weakly associated with lower later growth. One
reason for the lack of a clear relationship between
growth and equality may be that growth rates are
too volatile to give meaningful results; therefore,
growth periods should be looked at (Pritchett,
2000). Moreover, while changing inequality — in
either direction — leads to lower growth (Banerjee
and Duflo, 2003), this could be because growth and
inequality appear to derive from common underlying
causes (Lundberg and Squire, 2003). However,
recent research suggests that lower inequality may
drive growth and enable societies to enjoy longer
periods of economic expansion (Ostry, Berg and
Tsangarides, 2014). Thus, high inequality can
contribute to greater social, economic and political
instability; when incomes are distributed more
unevenly, the ruling classes may extend more effort
in protecting their wealth and strengthening rent-
seeking activities than in generating inclusive patterns
of growth. Such a situation may undermine the quality
of governance, but could also increase pressure for
implementing inefficient, populist policies.

China
India

Indonesia

Source: Kakwani (2014).

40.6 35.7
30.0 39.3
31.5 38.1
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Note: Periods compared are Armenia (1996-2010); Azerbaijan (1995-2008); Bangladesh (1992-2010); Bhutan (2003-2012); Cambodia (1994-2009); China (1990-2009); Fiji
(2003-2009); Georgia (1996-2010); India (1994-2010); Indonesia (1990-2011); Islamic Republic of Iran (1990-2005); Kazakhstan (1993-2009); Kyrgyzstan (1993-2011); the Lao
People’s Democratic Republic (1992-2008); Malaysia (1992-2009); Maldives (1998-2004); Mongolia (1995-2008); Nepal (1996-2010); Pakistan (1991-2008); the Philippines
(1991-2009); the Russian Federation (1993-2009); Sri Lanka (1991-2010); Tajikistan (1999-2009); Thailand (1990-2010); Turkey (1994-2010); Turkmenistan (1993-1998);
Uzbekistan (1999-2003); and Viet Nam (1993-2008). For those countries with only one period observed: Afghanistan (2008); Australia (1994); Hong Kong, China (1996); Japan
(1993); the Republic of Korea (1998); Marshall Islands (1999); Federated States of Micronesia (2000); New Zealand (1997); Papua New Guinea (1996); and Singapore (1998).

In the past, it was assumed that the relationship
between growth and inequality followed an inverted
U shape, or what has come to be known as the
Kuznets curve. The common interpretation was
that, at low levels of income, inequality rises as
people move from low-productivity agriculture
to the more productive industrial sector, where
average income is higher and wages are less
uniform. As society matures and becomes richer,
the underlying assumption is that the urban-rural
gap is reduced and social transfers, including old-
age pensions, unemployment benefits and the like,
lower inequality (Kuznets, 1955). Thus, market
forces first increase and then decrease economic
inequality as an economy develops. However, the
experience in the Asia-Pacific region confirms the

literature, in which it is argued that the Kuznets
curve does not reflect a robust relationship:
although inequality is negatively correlated with
GDP per capita at the global level, this is not so
when looking only at developing countries in the
region (figure 3.4).

For one, it is not evident that the relevance of
the Kuznets curve, which was extrapolated from
cross-sectional data, is valid for time-series data.
Indeed, some have argued that new international
panel data with consistent time-series data for a
large number of countries show no evidence of
a Kuznets curve. Rather, these data show that
inequality can decline in low-income countries and
increase in high-income countries (Gallup, 2012).
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For instance, Frazer (2006) found examples of
low-income countries with significantly decreasing
inequality, such as India until its per capita GDP
passed$1,700, whereasothers, suchasthe Republic
of Korea, have achieved considerable advances
in per capita GDP despite experiencing relatively
small changes in inequality. Indeed, it has been
argued that, while the concept underlying Kuznets’
hypothesis is correct — that inequality follows from
structural change in economies — identification of
this one particular structural change is too simplistic
(Galbraith, 2010). For instance, during the three
decades up to 1990 several economies in East Asia
experienced rapid economic growth and declining
inequality, a phenomenon that has been described
as the “East Asian miracle”, due to the combination
of fundamentally sound development policies (a
stable macroeconomic environment) and systemic
governmentintervention to foster development. This
trend changed starting in the late 1980s, coinciding
with the introduction of deregulation, privatization,
globalization and pro-cyclical macro policies, which
processes, though conferring benefits, have led to
greater inequality.

Poverty and inequality are important elements
of the multidimensional concept of economic
inclusiveness. Other important economic factors

include the availability of productive and decent
employment, which is a decisive factor in whether
a person can be lifted out of poverty and whether
economic growth reduces income inequalities.
Indeed, the lack of productive employment is one of
the major reasons for the high incidence of poverty
in many developing countries, whereas in many
countries that successfully achieved both growth
and equity, abundant employment opportunities
had been created for the poor. Labour-intensive
industrial expansion was the main vehicle for
achieving this result in the Republic of Korea, for
example, where light industries already produced
labour-intensive goods in the 1960s and where
subsequent investment in infrastructure helped
to reduce unemployment substantially (Kniivil3,
2007). To reduce the risk of being trapped in a
low-wage, low-productivity but labour-intensive
development stage, countries need to strengthen
the link between wages and productivity through
appropriate wage and labour market policies.

Official unemployment rates are calculated on the
basis of the number of registered unemployed
people. As there is little benefit in registering in
most countries (due, for instance, to the lack
of unemployment insurance), formal rates of
unemployment are relatively low in the region,
declining to less than 10% in all of the 18 countries
shown in Figure 3.5. Yet, in contrast, vulnerable
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employment is quite high — in most countries
exceeding half the number of the persons employed.

Vulnerable employment is particlarly significant
among women. For example, in East Asia, 52.7%
of women that are employed are engaged in
vulnerable employment, compared with 45.4%
of men. In South-East Asia and the Pacific, the
corresponding percentages are 65.9% and 58.5%,
and in South Asia the figures are 83.8% and 75.5%,
respectively. Moreover, women who choose or are
compelled to combine work with childcare may
find themselves in insecure jobs in the informal
sector. It should also be mentioned that, in the
Asia-Pacific region in 2012, 28.9% of females were
engaged as contributing family workers compared
with 9.2% of males (ESCAP, 2013a). Although
some progress has been made, the gender wage
gap persists, including in Australia, Cambodia,
Mongolia, Myanmar and Sri Lanka. While the gap
has narrowed over time, in 2011 it was particularly
wide in Azerbaijan, Georgia and Pakistan. It is
worth pointing out that the gender pay gap has
narrowed in several economies, including Armenia;
Azerbaijan; Georgia; Hong Kong, China; and

Philippines
Kyrgyzstan
Indonesia
Maldives
Kazakhstan
Azerbaijan
Pakistan

Nepal
Bangladesh

India

Republic of Korea
Mongolia
Malaysia

Bhutan

Viet Nam
Thailand

Lao People’s Democratic Republic

Thailand, while it increased or remained the same
in other economies where data are available.

One reason for the uneven progress that has
taken place within economies is the fact that
economic growth has not necessarily resulted in
a commensurate rise in employment. Since the
1990s, the Asia-Pacific region has seen growth
in both productivity and employment. Yet, the
employment intensity of that growth, which is a
numerical measure of how employment varies with
economic output, was lower in the period 2008-
2012 than in the 1990s in three subregions: East
and North-East Asia; South and South-West Asia;
and South-East Asia (table 3.4). This means that
more jobs per unit of output were created in the
1990s than is currently the case. In contrast, in the
Pacific subregion and in North and Central Asia, the
number of jobs has increased since the 1990s.

The low employment elasticity of growth implies that
economic growth is generating lower employment
but more productive jobs, which is not necessarily
unsatisfactory. However, in a region where large parts
of the labour force are working in the informal, less

Cambodia

® Vulnerable employment

Source: ESCAP statistics.

40 60 80 100
Percentage
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Subregions

GDP growth rate
(percentage)

1990- 2000- 2008-
1990 2007 2012

East and North-East Asia 3.2 4.4 3.8

BECRRM Average growth of output and employment, and employment intensity of growth in Asia-Pacific subregions

Total employment,
change per annum
(percentage)

1990- 2000- 2008-
1999 2007 2012

1 1.1 0.5

Employment
intensity of growth
(percentage)

2000-

2007

0.25

1990-
1999

0.31

2008-
2012

0.13

Pacific 3.3 3.4 2.3

South-East Asia 5.4 5.6 4.7

Source: ESCAP calculations.

productive sector, or where underemployment is a
concern, more emphasis must be given to creating jobs.

The lower employment elasticity of growth may be
the result of differences in relative performance
of agriculture, industry and services that can be
observed in many countries. In India, for instance,
economic growth has been driven mostly by the
expansion of the services sector, which grew
by 9-10% per annum between 2002 and 2012,
compared with agricultural growth of only about

GDP by sector in 1990

3% per annum. Owing to differences in growth
rates, the contribution of agriculture to GDP has
thus declined in India from more than 50% in
1950 and about 30% in 1990 to 18.2% in 2013.
Yet, agriculture still accounts for almost half of
total employment in that country. Indeed, while
the contribution of agriculture to GDP has almost
halved in developing ESCAP countries since 1990
and currently contributes to only 10% of output, 4
out of 10 workers are still employed in this sector
(figure 3.6).

Hl[V[(-ICHM \/alue added in GDP and percentage distribution of labour, by sector, developing ESCAP economies

GDP by sector in 2012

Employment by sector in 1990

Employment by sector in 2012

m Agriculture  ®Industry = Services

Source: ESCAP statistics.
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1.2. SOCIAL INCLUSIVENESS

As had been pointed out in the Survey for 1979,
which widened the discussion of inequality beyond
income and wealth, inequalities emerge in many
other components of development (ESCAP, 1980).
Indeed, “inequality in income” must be distinguished
from “inequality of opportunity”, which refers to
inequalities resulting from circumstances that are
beyond an individual's control. Thus, outcomes,
such as “earnings” or “income”, can be determined
by factors for which a person can be responsible,
such as the amount of effort exerted in a job, as well
as factors that are beyond a person’s control and
are often dependent on family circumstances. In
this context, there are multiple forms of deprivation,
many of which tend to overlap and reinforce each
other, which can be expressed as inequalities.

Two critical factors that are usually beyond a
person’s control are the availability of education
and health services. Indeed, access to health care
and education are important objectives in their own
right, to the extent that they are enshrined in the
Universal Declaration of Human Rights. Health
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CHAPTER 3

and education are therefore critical social factors
in identifying whether growth has been inclusive.
They are also critical in the actual process of growth
itself as improving health and education outcomes
serves to accelerate economic growth.

1.2.1. Education

The region as a whole has made significant
progress in improving access to education. One
success is that most countries in the region, with
the exception of Afghanistan and Pakistan, have
achieved universal primary education. However,
the picture is different for secondary education
and even more so for tertiary education. There are
still several countries where more than half the
children of secondary school age are not enrolled
in school. In several countries, girls’ secondary
enrolment lags behind that of boys. However, some
countries also face a new form of gender imbalance
in education, where significantly more girls than
boys receive education — in many cases because
families put their boys to work. In several countries,
net enrolment in secondary school among girls is
relatively higher than among boys (figure 3.7).

HNICRM Secondary school net enrolment of boys and girls, selected economies in the Asia-Pacific region, 2012

0 10 20 30

40 50 60 70 80 90 100

mFemales ™ Males

Source: UNESCO Institute for Statistics.

Notes: 2 2011 data, ® 2008 data, ¢ 2009 data, ¢ 2006 data, © 2005 data, f 2010 data, ¢ 2007 data.
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It also should be noted that disparities within
countries occur not only along gender lines, but
also particularly between rural and urban areas
and according to income group. Available data
show that in general higher-income groups receive
more years of schooling than lower-income groups.
Moreover, while in many countries girls in lower-
income quintiles receive fewer years of education,
in higher-income quintiles the gap between boys
and girls is significantly smaller, if one exists at
all. For example, in India in the lowest-income
quintile, girls receive on average half as many
years of education as boys. In Pakistan, the gap
is even more glaring (table 3.5). Thus, in many
countries, gaps in education between boys and
girls are primarily an issue of income. This is
especially so in many countries where there are
differences in the quality of the education received,
with the poor attending mainly poorly maintained,
overcrowded public schools, whereas the children
of wealthier parents can attend well-funded private
schools, a situation which over time aggravates
intergenerational inequality.

Data from household surveys also show that there
are disparities in secondary school attendance

2015

between rural and urban areas and that gender
gaps are often more pronounced in rural areas
(figure 3.8). In some countries, such as India, Nepal
and Viet Nam, more girls in urban areas than boys
in rural areas attend school, making the rural-urban
gap wider than the gender gap. In Bangladesh
and Indonesia, girls’ school attendance is higher
than that of boys in rural areas. Specific policies
that encourage girls’ school attendance in rural
areas may be the reason for this phenomenon
(Khandker, Pitt and Fuwa, 2003).

While much has been achieved in increasing
school enrolment in the region, there are still large
disparities in the quality of education that different
population strata can access. Using educational
achievement as an indicator, disparities are
particularly great between different income groups
(see box 3.3). For example, in India in 2005, 62%
of those in the lowest-income quintile were found
in the bottom 20% of the distribution of years of
schooling attained for the age groups 17-22 years
and 23-27 years, compared with only 3% of the
highest-income quintile. Moreover, in India only
20% of assessed children in the lowest-income
quintile completed primary school and achieved

Armenia 8.3 8.1 8.8 9.2
Azerbaijan 9.4 10.1 10.1 10.3
Bangladesh 3.5 3.8 4.5 4.8
Cambodia 2.8 4.0 3.7 4.9
Georgia 10.6 10.2 11.2 11.0
India 3.0 5.7 5.0 7.2
Indonesia 6.7 6.6 7.9 7.8
Kazakhstan 11.6 1.2 121 11.4
Kyrgyzstan 10.5 10.4 10.6 10.4
Lao PDR 45 7.4 8.6 9.0
Myanmar 3.4 3.8 4.5 4.9
Nepal 24 5.0 3.3 5.6
Pakistan 1.1 3.8 23 5.0
Philippines 71 5.8 8.9 7.7
Tajikistan 8.6 9.8 8.6 10.1
Turkey 5.2 7.4 7.4 9.0
Viet Nam 5.2 6.8 7.8 7.8

9.3 9.0 9.5 9.6 9.6 10.1
10.4 11.0 10.9 1.1 1.4 1.4
5.6 5.6 6.6 6.8 8.1 8.0
4.7 5.8 5.8 6.9 7.8 8.7
11.3 1.4 12.0 1.7 12.7 12.4
7.3 8.4 9.2 9.5 11.2 111
9.0 9.0 10.0 10.0 11.0 1.3
12.4 11.9 12.8 12.5 13.4 13.1
10.6 10.4 10.7 10.4 11.0 10.8
8.3 9.0 7.6 9.0 8.2 8.0
5.5 5.6 6.6 6.5 7.7 7.7
4.3 6.4 5.9 7.4 8.2 9.3
4.4 6.2 6.4 7.3 8.8 9.1
9.9 9.0 10.9 9.9 11.0 11.0
9.2 10.1 9.2 10.3 10.3 1.3
8.4 9.2 7.4 8.7 8.9 9.4
8.5 8.8 9.5 9.2 10.2 10.7

Source: UNESCO, Deprivation and Marginalization in Education (DME) database. Available from www.unesco.org/fileadmin/MULTIMEDIA/HQ/ED/GMR/html/dme-1.html.
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an international minimum learning standard in
reading, compared with 55% of children in the
highest-income quintile. These statistics suggest
that there are large differences in the quality of
education received according to income quintiles.
Similarly large wealth disparities also exist in
Mongolia, where 55% of the poorest population
group was found in the bottom educational
quintile, but only 3% of the richest were found
in that quintile. By contrast, wealth disparities
in educational attainment are relatively low in
North and Central Asia, including in Uzbekistan,
where the richest people are more likely to be
found in the lowest educational quintile than the
poorest people. It is also necessary to take into
consideration that secondary enrolment rates are
very high in North and Central Asia.

Large regional disparities also exist within
countries. In India, for instance, 38% of the
population between 20 and 24 years of age in
the state of Bihar were in the bottom quintile of
educational distribution, whereas this was the
case for only 2% in Kerala. In the Philippines,
45% of the population aged 17-27 years were
in the bottom 20% of the distribution of years of
schooling attained, compared with only 7% for
those from the National Capital Region.

Access to health services is a further critical
element in identifying whether growth has been
inclusive. Better health, for instance, contributes
to growth in several ways. For one, it improves
the motivation and productivity of workers. It also
reduces absenteeism within the workforce and
can therefore contribute to strengthening growth.
Better health may result in a decline in the dropout
rate among school children and thus reinforce the
positive impact of education on growth and equity,
especially intergenerational inequality. As is the
case with education, improvement in the health
status of the poor is likely to increase their income-
earning potential and thus reduce the prevailing
disparity in distribution. Access to well-funded,
high-quality health services should be available
to the entire population. This can be done through
the introduction of a variety of health insurance
schemes. For Governments, health concerns also
extend to such areas as improved sanitation and
the provision of safe drinking water.

Access to health services is defined by accessibility,
which is largely related to geographic location;
affordability, which entails whether people can afford
those services that are available; and acceptability,
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To achieve inclusive growth, Governments should strive to expand opportunities and make opportunities equitable for their
people. This is particularly relevant for education, as having the opportunity to attend schools that are egalitarian and well-funded
is critical for the future of any society due to the importance of having a skilled workforce and an informed citizenry. Thus, if
children are deprived of opportunities to attend school, then the society will have no hope of building its human capital, which is
a critical requirement for inclusive growth.

An opportunity index, which takes account of both the level of opportunities and the equity of opportunities across income quintiles
in terms of enrolment in primary and secondary schooling (and hence ignores quality), is presented in figure A below for seven
countries in Asia and the Pacific.? The data show that Sri Lanka offers the best opportunities for children in the primary and
secondary school age groups (6-11 years and 12-17 years, respectively) followed by Viet Nam, Indonesia and the Philippines.
Pakistan offers the fewest opportunities, followed by Bangladesh. In all seven countries, the percentage of children attending
school increases monotonically from the bottom quintile to the top quintile between the two most recently available household
surveys. This means that children coming from rich households have a better opportunity to attend school than those coming
from poor households.

In Sri Lanka, almost all children in the primary school age group are attending school. The percentage of such children attending
school was 99.39 % so there were hardly any children who did not attend school. The value of the equity index being 100 means
that all children, regardless of their economic circumstances, have the opportunity to attend primary school. The situation in Sri
Lanka is in stark contrast to the one in Bangladesh and Pakistan. In Pakistan, for instance, educational opportunities available
to children are very few and largely determined by the economic circumstance of parents: only 57.4% of children from lowest-
income quintile attended primary school in 2007/08 compared with 93.2% of those in the top quintile. Similarly, only 34.1% of
children from the lowest-income quintile attended secondary school compared with 83.2% of those from the richest quintile.

In Indonesia, government policies have resulted in an improvement in the availability of opportunities for children of both primary
and secondary school age. For instance, in 2005, Indonesia launched its Education for All National Plan of Action. Its strategies to
achieve education for all, particularly in the secondary education sector, included the goal of reducing the cost of schooling as far
as parents and communities were concerned, building more school facilities, improving quality assurance procedures (curriculum
and examination systems) and developing a professional teaching force. In order to lighten education costs for poor students
and to keep students in school, the Government committed to abolishing school fees, including tuition and monthly fees, at the
primary and lower secondary levels.® Thus, 87% children aged 6-11 years attended school in 2000. In other words, an estimated
3.24 million children in the primary school age group had previously been deprived of the opportunity to attend school. By 2009,
94.3% of children were attending primary school, despite the relevant cohort being larger in size, suggesting that the opportunity
for children of primary school expanded over the 9-year period. Nonetheless, 1.25 million children were still being deprived of
the opportunity to receive primary schooling in 2009. With regard to secondary schooling, in 2002, 6.62 million children in the
secondary school age group had been deprived of the opportunity to attend school; by 2009, this number decreased to 4.92
million children.

In contrast, opportunities for children of secondary school age in the Philippines declined significantly and became less equitable
between 2002 and 2008, as the opportunity index decreased by more than 5% to 74.4. Thus, when looking at secondary schooling
as an indicator, the pattern of growth in the Philippines cannot be said to be inclusive.
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Sri Lanka Viet Nam Indonesia  Philippines Bhutan Bangladesh  Pakistan
(2009-10) (2008) (2009) (2007) (2007) (2000) (2007-08)

= Primary school age groud = Secondary school age group
Source: Based on Kakwani (2014).

a Kakwani (2014) developed an opportunity index, which is the product of the average opportunity available to the population and the equity of opportunity; the
index informs how equitably opportunities are enjoyed by the population. The opportunities are said to be equitable (inequitable) if the equity index is greater (less)
than 100. Since both equity indices are less than 100, it may be concluded that opportunities are inequitable.

b See UNESCO, Secondary Education Regional Information Base: Country Profile — Indonesia (Bangkok, 2010). Available from www.uis.unesco.org/Library/
Documents/Indonesia.pdf.
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which relates to the question of whether people are
willing to use services when they are available and
possibly affordable.

Accessibility of health-care services. While most
countries in the Asia-Pacific region have made
efforts to establish a system for the provision of
public health, there are still spatial differences which
in some cases have even intensified. For example,
a large number of countries in the Asia-Pacific
region cited the tendency to concentrate services
in urban areas as a major reason for the lack of
progress in the reduction of maternal mortality and
infant mortality (United Nations, 2014c). A study
conducted in several states of India found that 32%
of respondents in rural areas did not have access
to an outpatient care facility within 5 km of their
homes, while only 17% in urban areas did not have
access to such a facility. In rural areas, 63% of the
respondents had to travel more than 5 km to access
an inpatient facility, while in urban areas, only 27%
had to travel more than 5 km to the closest inpatient
facility (IMS Institute for Healthcare Informatics,
2013).

In addition, while Bangladesh, where 70% of the
population reside in rural areas, has a relatively
extensive public health infrastructure, only 44%
of the major government facilities are rural-based
(Rahman, Ashaduzzaman and Rahman, 2005).
Moreover, many public health centres do not have
qualified and experienced health professionals,
with the result that the service that they can provide
is often of poor quality. Rural-urban divides are
even more pronounced in archipelagos or countries
where the population lives in distant mountainous
areas. For example, in Papua New Guinea the
doctor-to-patient ratio is lower than 1 doctor per
10,000 people. Moreover, in 2010 less than 60%
of health-care facilities in rural areas had a water
supply in delivery rooms (WHO and Papua New
Guinea, 2012). Similarly, in the highlands of Viet
Nam, lack of transport facilities is often considered
to be the key barrier to accessing health-care
services (Bedford and others, 2013).

Affordability of health-care services. In many
cases, people may not be able to afford health-
care services even when they are available. In
some instances, people may be able to access
health-care services but only after they have
made detrimental reductions in other household
expenditures to afford so-called catastrophic

payments. Indeed, in several countries, most
health-care expenditure has to be borne by private
households. This is reflected in the percentage of
out-of-pocket payments compared with the total
expenditure on health. If health-care costs have
to be borne largely by the households themselves,
then such expenditures are barely affordable to
many of the households. Out-of-pocket payments
in the Asia-Pacific region range from almost none
in Kiribati and Tuvalu to almost 80% in Afghanistan
and a number of other countries. In 13 countries in
the region, almost 50% of all health expenditures
emanate from private households, a situation that
constitutes a major barrier for people to access
health-care services (figure 3.9).

Surveys have shown that, particularly in lower-
income quintiles, the cost of services is cited as
the main barrier to using health-care services. For
example, the Lao People’s Democratic Republic
introduced user fees for health-care services in
1995. To date, a relatively large proportion of
health-care expenditures stems from out-of-pocket
payments. Thus, financial barriers are considered
as a key constraint for using health-care services,
particularly among the poorest households. In rural
areas, households in the highest-income quintile
are three times more likely to seek hospital care
than households in the lowest-income quintiles
(WHO and Lao People’s Democratic Republic,
2012).

However, there are also several countries in the
Asia-Pacific region, among them several least
developed countries, where private households
bear only a small proportion of health expenditure.
For example, Kiribati provides a system of free
public health-care services for all its citizens,
which is largely a tax-funded benefit although it is
also funded by official development assistance.
In that country, access to health-care services
is determined largely by geography — there is
less access in the outer islands — as well as by
other factors, such as the limited decision-making
power of women. Several other countries have
achieved almost universal health-care services,
whether through public service provision or
through universal public health insurance, such
as in Thailand. Other countries keep out-of-pocket
payments low through the involvement of civil
society actors in the provision of social services,
such as faith-based organizations in Papua New
Guinea (WHO and Papua New Guinea, 2012).
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Source: World Bank, World Development Indicators. Available from http://data.worldbank.org/data-catalog/world-development-indicators.

Acceptability of health-care services. There are
also instances where people refrain from using
health-care services even though they are available
and affordable. In some cases, this may be due to
the perceived lack of good-quality care, such that
those who can afford to do so visit health facilities
in other countries. In other cases, the services
may not be considered as socially or culturally
appropriate, which is particularly the case when it
comes to sexual and reproductive health services.
Studies have shown that, among patriarchal-
oriented societies, husbands or in-laws often decide
whether women in the household should make use
of health-care services (Bedford and others, 2013).
Forexample, studies on Bangladesh contain reports
of numerous examples when women were denied
pre- and antenatal health-care services because
male family members considered the use of such
services to be inappropriate. However, studies have
also shown that the use of sexual and reproductive
health services as well as health-care services for
children increases with the educational level of both
women and husbands, and it increases for younger
women. Thus, cultural norms preventing women

from using health-care services are more prevalent
among the older generation and groups with lower
education.

Studies on Viet Nam have also found that minority
ethnic groups tend to use health-care services to
a lower extent than majority ethnic groups. For
example, indigenous communities in that country
often do not make use of health services, even if
their household is in close proximity to a health-
care facility (Bedford and others, 2013). Yet,
across income quintiles, public health facilities are
relatively equitably utilized (box 3.4).

As a result of focusing on such factors as
accessibility, affordability and acceptability, it can
be found that the use of skilled birth attendants
in many countries tends to be significantly lower
in rural than in urban areas and also tends to be
lower among lower-income groups than among
higher-income groups. It also has to be considered
that lower-income groups are also characterized
by lower educational levels. Thus, in some cases,
income is not the major determinant; education is.
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The experiences of Asia and the Pacific in terms of access to health care and treatment received are quite varied. For
instance, the health-care system in Indonesia is inequitable and favours the rich more than the poor. For instance, while
only 18.7% of babies were delivered by qualified doctors in 2014, among the poorest 20% of the population, only 7.8% of
babies were delivered by doctors compared with more than 40% for the richest 20% of the population. An equity index of
only 0.76 shows that a large proportion of poor women are deprived of this very basic health service which is critical for
the health of both mothers and babies.?

In terms of access to health-care facilities, the equity index for private hospitals is only 0.54, which implies that the poor
do not have much opportunity to utilize private hospitals which tend to provide much higher-quality health care compared
with public hospitals. Moreover, it is striking to note that the equity index for government hospitals is only 0.78, which is
much less than 1, meaning that even when utilizing government hospitals the poor enjoy less opportunity than the non-
poor. Since public hospitals are funded largely by the Government, it is critical to ensure that poor people can more readily
access them. Currently, the richer population is utilizing more of services in both private and public hospitals.

Another basic health service is the vaccination of babies and young children, which is critical as children who have been
deprived of appropriate doses of vaccination can be at risk of contracting various diseases and suffering serious health
issues or even dying. Moreover, the provision of vaccination for all children is the cheapest kind of intervention that the
Government can provide. Overall, using polio as an example of a highly dangerous disease, 9.3% of children had no
protection in Indonesia in 2014. Yet, the equity index of 0.99 indicates that the children from both poor and non-poor
households have more or less equal probability of getting a polio vaccination. Thus, family circumstances do not play a
key role in protecting the children from serious diseases.

The Philippines is also characterized by serious inequity in accessing even very basic health services. For instance, in
2007 the equity index measure for seeking treatment from medical professionals was only 0.84, implying that there is
a large degree of inequity in getting treatment from professional medical personnel. Yet, the equity index of 0.91 in the
utilization of government hospitals suggests that the inequity is relatively smaller than that observed for Indonesia in
2014. Overall, the utilization rate was about 26.7% among the poorest 20% of the population, which increased to almost
35.8% among those belonging to the third quintile. The utilization rate among the richest 20% of the population was the
lowest at about 23.2%.

In contrast, public health facilities are relatively equitably utilized in Viet Nam, such that family circumstances do not play
a key role in the overall provision of access to health services. Thus, government facilities have an equity index equal
to or greater than 1, with the exception of provincial hospitals and other State-owned hospitals, which are however not
equitable because they are utilized largely by the urban population. Furthermore, private hospitals are located largely in
urban areas and are utilized mainly by the richer population.

Source: Based on Kakwani (2014).

2 Kakwani (2014) developed an opportunity index which is the product of average opportunity available to the population and equity of opportunity, which informs.
how equitably opportunities are enjoyed by the population. The opportunities are considered to be equitable (inequitable) if the equity index is more (less) than
100.

In some countries in the Asia-Pacific region, there
are almost no differences in the presence of skilled
birth attendants by income group or by rural and
urban area, in spite of relatively high out-of-pocket
expenditures involved with this service. This means
that services are available, and there is a high
awareness of the need for skilled birth attendants.
This is the case in North and Central Asian
economies, such as in Armenia and Kazakhstan,
where initially the level of human development and
the quality of human capital was much higher than
in other developing countries with similar levels of
income. Indeed, in the early 1990s several of these
countries, including Uzbekistan, had developed a

system of social institutions at a level comparable
with rich countries which offered free health care,
primary, general secondary, secondary-special and
higher education (Djamalov and Eshonov, 2014).

In other countries, the use of skilled birth attendants
increases with income, but not proportionally, which
shows that other factors in addition to affordability
also play a role. For example, in Bangladesh in
2011, skilled birth attendants (doctors and other
health-care staff) were present for 20.8% of births,
yet there was a large degree of diversity among
income groups, with the percentage of skilled birth
attendants ranging between 11.5% for the lowest-
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income quintile to 63.7% for the highest-income
quintile. The difference between the fourth and fifth
income quintile was particularly high. In contrast,
in Turkey, the use of skilled birth attendants
increases most strongly between the lowest and
the second lowest-income quintile, while close to
100% of births in the highest-income quintile are
attended by skilled personnel (figure 3.10). The
utilization of maternal health services, including
skilled birth attendants, varies between countries
due to differences in total health spending and
proportion of government spending on health (Kruk
and others, 2007). Moreover, utilization of skilled
birth attendants across income quintiles has been
found to be more equitable when higher health
expenditures are accompanied by redistributive
education policies (Kruk, Prescott and Galea,
2008).

There is general agreement that economic growth,
as measured by per capita national income,
negatively affects environmental quality (Costantini
and Martini, 2010). While degradation of the
environment has adverse impacts on everyone,
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the poor are particularly affected as they are less
resilient to the negative impacts of environmental
degradation. At the same time, it is important
to point to the two-way relationship between
the environment and inequality and poverty. In
particular, inequality and poverty also contribute to
environmental degradation. This is because in less
developed countries and for the poor in general,
the focus is less pronounced with regard to the
complex issues of the environment and how the
environment affects their economic future. Rather,
increasing one’s income and securing one’s
survival are often more relevant. Environmental
degradation can therefore also be an outcome of
economic inequality.

When moving up the development ladder and
tackling poverty and inequality, efforts must be
made to safeguard the environment and to increase
the access of people to basic infrastructure,
such as electricity, clean drinking water and
sanitation. Indeed, access to these forms of basic
infrastructure can contribute to the improvement of
health conditions and to a reduction in hazardous
deaths. As such, it is important to consider the
inclusiveness of growth while taking environmental
factors into account.

Income quintiles

—==Bangladesh =@=Cambodia

—@-—Pakistan

=== Philippines === Timor-Leste

India Indonesia ==¢==Nepal

Turkey

Source: United States Agency for International Development, Demographic and Health Surveys, DHS Program STATcompiler. Available from www.statcompiler.com.
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Asia-Pacific countries made important progress
in increasing access to improved water sources
from 1990 to 2011. In fact, in the whole region,
the percentage of people without access to
improved water sources dropped from about 27%
to about 8% during the above-mentioned period.
The percentage of the population with access to
improved water sources ranges between 88%
in the Pacific and 93% in North and Central Asia
(figure 3.11). Despite this progress, disparities still
exist between rural and urban areas. For instance,
in Afghanistan, Cambodia, Mongolia, Timor-Leste
and Turkmenistan, the percentage of the population
having access to improved water facilities is about
50% higher in urban areas than in rural areas.

Compared with the accomplishments recorded
in increasing people’s access to improved water
sources, achievements in their access to improved
sanitation have been relatively moderate, with
only about 59% of the Asian-Pacific population
having access to such facilities in 2012 compared
with about 36% in 1990. The South and South-
West Asian subregion is conspicuous for having
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the lowest level of access to improved sanitation
owing to the very low rates recorded in Afghanistan,
Bhutan, India, Nepal and Pakistan. As a result,
798 million people lack access to these facilities in
South and South-West Asia. In Nepal and Pakistan,
this situation may be linked to increasing pressures
from urbanization as the number of people living
in slums in urban areas has increased significantly
(figure 3.12).

Moreover, access to improved sanitation is also
characterized by important disparities between
rural and urban areas. The percentage of people
having access to improved sanitation in urban
areas of Bhutan, Cambodia, India, Pakistan and
Timor-Leste was equal to more than twice that
recorded in rural areas in 2012.

Greenhouse gas (GHG) emissions increased
considerably in the Asia-Pacific region between
1990 and 2010 on the back of the significant
economic expansion recorded in many economies
in the region. Such emissions jumped by an average
growth rate of 4.1% between 2000 and 2010, over
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Source: ESCAP, Statistical Yearbook for Asia and the Pacific 2014 (ST/IESCAP/2704, Bangkok).
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Revision (ST/ESA/SER.A/352); and United Nations, The Millennium Development Goals Report 2013 (Sales No. E.13.1.9).

the average growth rate of 0.9% during the 1990s
(figure 3.13). The contribution of the Asia-Pacific
region to total global GHG emissions was more
than 50% from 1990 to 2010, with most emissions
originating in East and North-East Asia; China
accounts for more than 80% of the emissions.

East and North-East Asia
Asia and the Pacific

South and South-West Asia
South-East Asia

World

Pacific

North and Central Asia

The increase in GHG emissions, comprising a
sizeable quantity of carbon dioxide (CO2), was
driven mainly by the combustion of fossil fuels
for electricity generation, transport and industrial
uses. Even if the CO2 intensity (measured in metric
tons of CO2 emissions per $1,000 of GDP) during

[N Percentage of change per annum in total greenhouse gas emissions, by subregion, 1990-2010

m2000-2010

m1990-1999

Source: ESCAP, Statistical Yearbook for Asia and the Pacific 2014 (ST/ESCAP/2704, Bangkok).
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the reference period had been decreasing, it still
remains quite high and was approximately 50%
higher than the global average intensity in 2010. This
reflects the significant use of fossil-fuel-intensive
technologies in the region. In such countries as
Cambodia, the Lao People’s Democratic Republic
and Mongolia, the CO2 intensity was into two-digit
levels in 2010, while the intensity was equal to 1.2
in the Asia-Pacific region and 0.8 at the global level.

In responding to the increasing demand for
energy, the production of electricity has increased
significantly since 1990. Compared with urban
populations, however, rural populations in many
countries still do not have access to basic energy
services (figure 3.14). Thus, at least 620 million
people lack access to electricity in the region and
almost 1.9 billion people still rely on biomass for
cooking (International Energy Agency, 2014). The
use of biomass is a significant health concern due to
the amount of air pollution it produces when burned
indoors; more than 1 million premature deaths
annually in India and China can be attributed to
exposure to household air pollution (WHO, 2014).

In terms of sources of energy, renewable ones, such
as biofuels, are becoming increasingly important but
fossil fuels, particularly coal, remain major energy

CHAPTER 3

sources used in production processes. Biofuels
are produced mainly by China, India, Malaysia, the
Philippines and Thailand; the coal production of
China and India accounts for more than half of the
global output (UNESCO, 2014). However, the use
of both categories of products also poses issues
of water stress because their production processes
are water-intensive, and the production of biofuels
increases the demand for arable land — thus leading
to deforestation.

Only marginal efforts have been made to conserve
forest areas in the region; as a result, the
percentage of conserved forest areas has barely
increased, inching up from 30.5% in 2005 to 30.6%
in 2012. The scant growth is attributable mostly
to the achievements recorded in China and India
where more trees have been planted than in other
areas. In fact, by excluding China and India from
the regional analysis, a regression would have
been recorded, with East and North-East Asia
and South-East Asia (excluding the Philippines,
Singapore and Viet Nam) being the subregions
most adversely affected by deforestation. These
developments affect the poorest populations as
they rely heavily on forests to ensure their access
to food, medicine and several other non-wood
products needed to sustain life.

Fiqure 3.14 Access to electricity in selected Asian economies, 2012, and sources of electricity production
SRR in the region, 1990-2012
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Source: ESCAP, based on data from the International Energy Agency, World Energy Outlook 2014 (Paris, OECD/IEA, 2014); and ESCAP, Statistical Yearbook for Asia and the
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The foregoing discussion shows that any judgement
call on whether growth has been inclusive in
Asia and the Pacific becomes clouded once the
multidimensional character of inclusiveness is
considered. For example, while a country may
have made significant advances in terms of social
development, its success in accelerating poverty
reduction or reducing income inequality may be
less obvious. Indeed, even within each category of
the three dimensions of sustainable development,
that is, economic, social and environmental
development, it may not be clear whether growth
has been inclusive. How would one judge, for
instance, the case of the region’s two most populous
countries, India and China? In terms of economic
inclusiveness, the rate of extreme poverty has
declined in these countries by 34% and 80%
respectively since 1990, yet this has happened at
the cost of a large increase in income inequality,
with the Gini coefficient increasing by 10% and
30% respectively.

To address this issue in a more methodological
manner, this section presents a composite index
for each of the three dimensions of sustainable
development, comprising the indicators presented
above, as well as a composite index of the three
indices to gauge how growth has impacts on overall
inclusiveness.

There is, of course, some controversy in creating
composite indicators by adding up indicators from
different fields to arrive at a total score, as reducing
any multidimensional phenomenon to a simple
numerical value raises technical and political issues
(Atkinson and Marlier, 2010). Doing so has, for
instance, raised concerns and issues regarding the
substitutability between components of composite
indicators to achieve higher scores (Ravillion, 2012).
Keeping these caveats in mind, the creation of an
aggregate performance measure is nevertheless
useful when presenting an overall picture and when
drawing comparisons between countries and over
time. Indeed, several composite indicators that
arguably capture “inclusiveness” have already been
created. These include, for example, the World
Bank’s Country Policy and Institutional Assessment
for policies to bring about social inclusion and
equity, and the Human Development Index of
UNDP. The Asian Development Bank has created
the Framework of Inclusive Growth Indicators (box
3.5), although it is not a composite indicator. It

2015

should also be mentioned that the scoring methods
of these indicators are not always clear, and for
some indices the choice of weights is discretionary.
Moreover, in some cases input variables that
represent policies are mixed with output variables
of inclusiveness.

The discussion on indicators of economic
inclusiveness presented in the previous section
demonstrated that country experiences, when
considering different dimensions of economic
inclusiveness, vary considerably. Whereas almost
all countries have made significant progress in
reducing rates of poverty, the levels of inequality
have increased in many countries, and access to
decent and productive employment, including for
females, remains precarious. Creating a composite
index that captures the above-mentioned elements
would enable a simple comparison across
countries and time. The following indicators are
therefore combined into a composite indicator that
gives equal weight to each of the 5 components:
(a) the poverty headcount ratio at $1.25 per day in
2005 PPP (percentage of population); (b) the Gini
coefficient; (c) the ratio of income shares held by
the highest quintile to the share held by the lowest
quintile; (d) the unemployment rate (percentage),
and (e) the ratio of the female-to-male labour-force
participation rate (percentage). Data availability
enabled scoring for 22 countries across the periods
1990-1999 and 2000-2012 (table 3.6).

Data show that scores for economic inclusiveness
increased since the 1990s in all countries except
Georgia and Turkey. In Georgia, all five components
of the index deteriorated, while in Turkey the
decrease was driven by a decline in employment
and the relative female labour-force participation
rate, as well as an increase in the share of income
held by the highest quintile relative to that of the
lowest quintile. The largest increase in scores
occurred in Armenia, Azerbaijan and Maldives.

Overall, however, it must be noted that economic
inclusiveness is primarily driven by the region’s
overwhelming success in reducing rates of extreme
poverty. In fact, the increase in this (normalized)
indicator is sufficiently large to offset the worsening
in income inequality and in employment that has to
a large degree characterized the region, especially
in the three most populous countries, China, India
and Indonesia.

120



Realizing Inclusive Growth

To help guide the allocation of International Development Association lending resources, the World Bank has since 1998
included governance and social policy indicators as part of its Country Policy and Institutional Assessment (CPIA). This
mechanism is used to assess the quality of a country’s current policy and institutional framework. A total of 16 CPIA
criteria are grouped into four clusters, one of which, the CPIA for Policies for Social Inclusion and Equity, is particularly
relevant for measuring just how inclusive economic growth has been in a country.? This cluster represents the average
score of five criteria: (a) gender equality; (b) equity of public resource use; (c) the building of human resources; (d) social
protection and labour; and (e) policies and institutions for environmental sustainability. Data on this cluster, spanning the
period 2004-2013, are available for 28 countries in the Asia-Pacific region.

Overall, the scoring of countries in the region ranks between 2.6 and 4.1, where countries are rated on a scale from 1
(low) to 6 (high). A rating of 1 corresponds to a very weak performance; a rating of 6, to a very strong performance. Since
2005, there have been improvements in most countries in terms of their scoring for policies for social inclusion and equity,
suggesting that development has become more inclusive in those countries. Azerbaijan and Nepal have improved their
scores by one full point in the human resources rating. Nepal has improved its gender equality rating score by 1 and
Mongolia has improved its score by 1 for the rating on policy and institutions for environmental sustainability. Yet, scores
in eight countries in the region have remained unchanged, and in five countries scores have actually deteriorated.

The human development index (HDI) of UNDP is a widely used indicator to gauge how countries are faring in terms of
their development. This index was created to emphasize that people and their capabilities should be the ultimate criteria
for assessing the development of a country, not economic growth and income alone. Thus, HDI represents the score
of a composite statistic of life expectancy, education and income indices used to rank countries into four tiers of human
development.

Similarly, the UNDP gender inequality index (Gll) affords an overview that uses a “gender lens” to measure the inequality
of access to labour markets and high-level positions. The multidimensional poverty index (MPI) provides information on
deprivation in non-income dimensions, such as education, health and living standards. However, some shortcomings in
the use of these indicators are that HDI and MPI are not integrated in one dimension, that is, MPI is based on household
surveys and Gll has been developed only recently.

Overall, regarding HDI, almost all the 45 economies in Asia and the Pacific with available data have seen improvements
in their human development score since the 1990s. In several countries, the increase has been significant, exceeding
40% in, for instance, Afghanistan, Bangladesh, Cambodia, China, the Lao People’s Democratic Republic and Myanmar.?

The divergence of human development scores is quite significant in the region. In 2013, Singapore had the highest score
in the region and ranked in the ninth position (out of 187 countries); Afghanistan ranked the lowest in the region, at a
global rank of 169. Indeed, in 2013, the human development score for Afghanistan, Papua New Guinea and Solomon
Islands was below that achieved by China in 1990.

Among other studies, the Asian Development Bank has developed an integrated framework of inclusive growth indicators
where poverty and inequality outcomes of inclusive growth are measured by three income-related indicators and three
non-income-related indicators for assessing progress on income poverty as well as non-income poverty. On the basis of
this framework, McKinley (2010) derived a composite index for six countries in the region. However, the scoring method
of this index is not clear and the choice of weights for each component is discretionary. Moreover, the framework presents
some weaknesses as input variables that represent economic policies are mixed with output variables of inclusiveness.
Sugden (2012) assessed the growth experience of 22 developing economies in the region, paying special attention to
11 economies, using a distribution-weighted measure that was used to analyse individual indicators. Anand, Mishra
and Peiris (2013) estimated a unified measure of inclusive growth for emerging markets. Yet, they did so by integrating
countries’ economic growth performance and income distribution outcomes using data over three decades, thereby
ignoring the multidimensional aspect of inclusiveness.

2 The three other clusters relate to: (a) economic management; (b) structural policies; and (c) public sector management and institutions. See World Bank (2011).
® The only country which has experienced a marginal decline in its human development score is Tajikistan, where HDI contracted by 0.5% between 2013 and
1990.
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JELJSRNM Score and rank of economic inclusiveness, selected countries in Asia and the Pacific

Rank
2000-2012 1990-1999 2000-2012
0.68 21 18

Score

1990-1999
0.60

Armenia

Bangladesh 0.69 0.70 15 15

China 0.74 0.75 6 10

India 0.67 0.68 17 17

Iran (Islamic Republic of) 0.61 0.65 20 22

Lao People’s Democratic

Republic L

0.80 3 4

Maldives 0.49 0.76 22 8

Pakistan 0.61 0.67 19 21

Russian Federation 0.74 0.79 ® 7

Tajikistan 0.71 0.75 1 9

Turkey 0.69 0.67 16 20

Sources: ESCAP calculations.

Note: The index scores (columns 2 and 3) range between 0 and 1, with a higher score referring to more inclusiveness.

2.2. The social dimension of inclusive growth

Performance within and between countries in the
region is mixed in terms of social opportunities that
are available. To capture social inclusiveness, the
following indicators were used: (a) gender parity
at the secondary school level; (b) gross secondary
school enrolment; (c) average years of schooling; (d)
percentage of live births attended by skilled health
staff; and (e) the mortality rate of children under age
5 (per 1,000 live births). Measuring the quality of
education is important, though technically difficult
due to the absence of indicators. Completion rates
are one indicator of the quality of education, yet
available data for the region are scant. However,
as improvements in completion rates contribute
to rising average years of schooling as younger

cohorts mature over time, it can be argued that
capturing the latter implicitly captures the former. A
decrease in the mortality rate of children under age
5 is one of the outcomes of a good health system.
Overall, data availability enables ranking the social
inclusiveness index for 23 countries across the
periods 1990-1999 and 2000-2012 (table 3.7).

The scores reveal that in all countries there were
improvements in terms of social inclusiveness, as
captured by the composite indicator. In several
countries, the improvement was quite significant,
particularly in those ranked lowest in the 1990s.
Thus, although their relative ranking did not change,
scores increased by more than 40% in Bangladesh
and Cambodia and by more than 60% in Nepal and
Pakistan.
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JELICRWM Score and rank of social opportunities, selected countries in Asia and the Pacific

Rank
2000-2012 1990-1999 2000-2012
0.50 20 20

Score

1990-1999

Bangladesh 0.35

Cambodia 0.34 0.49 21 21

Fiji 0.81

0.86 6 6

Indonesia 0.51 0.73 16 15

Kazakhstan 0.83 0.90 3 4

Maldives 0.64 0.72 14 16

Myanmar 0.46 0.58 17 17

Pakistan 0.25 0.42 23 23

Philippines 0.68 0.74 10 14

Sri Lanka 0.81 0.92 5 2

Thailand 0.71 0.81 9 10

Turkey 0.59

Sources: ESCAP calculations.

0.77 15 12

Note: The index scores (columns 2 and 3) range between 0 and 1, with a higher score referring to more inclusiveness.

2.3. The environmental dimension of inclusive
growth

In this component, the indicators track changes
that have occurred in the air and in forest areas
and in the consumption of fossil fuels, as these
aspects may relate to important damaging impacts
on the environment. The indicators also measure
the deprivation of people in terms of their access
to basic facilities, such as improved drinking water
sources and sanitation facilities. Thus, the following
five indicators are used: (a) the percentage of the
population with access to improved sanitation
facilities; (b) the percentage of the population with
access to improved water sources; (c) annual
increase in total GHG emissions; (d) annual
percentage change in forest area; and (e) annual

percentage change in the share of fossil-fuel energy
consumption in the total consumption of energy. Itis
assumed that high increases in GHG and fossil-fuel
energy consumption and deforestation contribute
to unsustainable development.

Overall, scores for 25 countries were computed
(table 3.8). They reveal that five of the six countries
that saw a decline in their scores since the 1990s
are located in North and Central Asia. In those
economies, the increase in GHG emissions was
the primary driver of the worsening of their score.
In Cambodia, the one country out of the six not
located in that subregion, this increase more than
offset gains in the score due to improved access
to sanitation facilities and improved water sources,
whereas in Armenia, Georgia and Tajikistan a
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ELCRRSM Score and rank of environmental opportunities, selected countries in Asia and the Pacific

Rank
2000-2012 1990-1999 2000-2012
0.69 4 13

Score

1990-1999
0.75

Armenia

Bangladesh 0.59 0.62 17 19

China

0.57 0.63 18 18

Georgia 0.81 0.73 1 7

Indonesia 0.54 0.59 20 20

Kazakhstan 0.78 0.74 2 6

Mongolia 0.53 0.58 21 22

Nepal 0.45 0.57 24 23

Philippines 0.64 0.69 14 12

Russian Federation 0.69 0.69 11 10

Tajikistan 0.73 0.67 6 15

Turkey 0.68 0.72 12 8

Viet Nam 0.72 0.75 7 5]

Sources: ESCAP calculations.

Note: The index scores (columns 2 and 3) range between 0 and 1, with a higher score referring to more inclusiveness.

significant increase in the share of fossil-fuel energy
consumption in the total consumption of energy
contributed further to declines in environmental
sustainability. In contrast, the three economies with the
most significant improvement in their environmental
sustainability scores, Myanmar, Nepal and Sri Lanka,
each experienced a significant decline in the per-
centage of change per annum in the share of fossil-
fuel energy consumption in the total consumption
of energy and important improvements in access to
sanitation facilities and improved water sources. Yet,
as Myanmar and Nepal had very low scores in the
1990s, despite their improvement, they did not move
up in the relative ranking of countries.

2.4. Inclusive growth

Asdetailed above, inclusivenessis a multidimensional
concept. To reflect the definition of sustainable
development that representatives of Member States
agreed in the outcome document of the 2012 United
Nations Conference on Sustainable Development,
scores and rankings that capture economic, social
and environmental aspects of inclusiveness have
been computed as shown in table 3.9 for countries
with available data. These scores can be combined
to create a single score, thereby capturing all three
dimensions of inclusiveness (economic, social and
environmental).
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Overall, data were available to compute the scores
for each of the three dimensions of inclusiveness for
16 countries in the region covering the 1990s and
the period 2000-2012. These 16 countries account
for 92% of the region’s population and 88% of its
GDP. Table 3.9 shows the ranking for the period
2000-2012 when considering the following: (a)
only social and economic inclusiveness; and (b) all
three dimensions of inclusiveness. The addition of
environmental inclusiveness produces a negative
impact on the ranking of some countries. For
instance, due to a lower ranking in the environmental
dimension of inclusiveness during the period 2000-
2012, the overall position of Cambodia, China,
Indonesia, Sri Lanka and Tajikistan decreases once
all three dimensions are combined.

Table 3.10 shows the score and rank of countries
for overall inclusiveness for the 16 countries with
available data for each of the economic, social
and environmental dimensions. Overall, growth
has been the most inclusive in Kazakhstan, the
Russian Federation and Thailand and the least
inclusive in Bangladesh, India, Nepal and Pakistan.
The data suggest that growth has been inclusive

over recent years at the macroeconomic level in the
Asia-Pacific region, as indicated by the increases
in index scores. Yet, some countries made more
progress than others in increasing their scores. For
instance, owing to the rapid increase in scores for
China, the Islamic Republic of Iran and Sri Lanka
that increased between the 1990s and the period
2000-2012, Tajikistan fell from fifth to eighth rank.
More inclusive growth in China and the Islamic
Republic of Iran also led to a decline in the ranking
of the Philippines to tenth place. In addition, scores
increased significantly in those economies ranked
at the bottom of the table in the 1990s.

In this chapter, inclusive growth is defined in terms
of broad social objectives which are not mutually
exclusive: (a) increasing average standard of
living of the population; (b) reducing inequality;
(c) reducing extreme poverty; and (d) expanding
and broadening opportunities. The sections above
show that growth has been more inclusive at the
country level; yet, large divergences in indicators of
inclusiveness exist within countries between sexes
and across the rural and urban sectors as well as
between regions in countries.
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JELICRION Scores and ranking of countries for inclusiveness of growth, 1990s and 2000-2012

Social, economic and environmental inclusiveness

Rank
1990-1999 2000-2012

Score
1990-1999 2000-2012

Kazakhstan

Thailand 0.73 0.79 3 3
Sri Lanka 0.71 0.77 6 5
ran (slamicRepublicof) 086 07 8 6
China 0.65 0.73 10 7
Tejiisan o2 0m® 58
Turkey 0.65 0.72 9 9
Prilppines 08 070 7 10
Indonesia 0.58 0.68 1 1
Bangadesh 08 00 121z
Nepal 0.48 0.60 15 13

Cambodia 0.56 14 15

Sources: ESCAP calculations.

Of particular concern is that income inequalities are
large and widening in many countries, as differences
in access to critical public goods, such as education
and health services, differ across income quintiles.
With wealthier people being able to secure access
to better education and better health services,
thereby increasing their employment prospects,
intergenerational inequities have the potential to
be perpetuated unless inequalities in income are
addressed.

Several reasons have been put forward to explain
the widening of income inequalities. For one, market-
oriented reforms that countries have embraced as
they integrate more closely into the global economy
have affected income distribution within countries.
Thus, in many countries, real wage growth has
lagged productivity growth, thereby contributing to
a declining share of labour income in output and
a widening of income inequality due to the more
unequal distribution of capital (Zhuang, Kanbur and
Rhee, 2014). Procyclical fiscal policy, increased
financialization of the international economy and
the privatization of State-owned enterprises that
has diminished the role of the State, all have

contributed to further widening of inequalities in
income (Jaumotte, Lall and Papageorgiou, 2005).

To make growth more inclusive, therefore, requires
concerted efforts of both the public sector and the
private sector. Indeed, while the private sector plays
a critical role in making growth more inclusive (see
box 3.6), doing so requires revisiting the role of the
State in development and strengthening its role.

Principally, the main role of the Government is to
provide basic public goods and to create an enabling
environment for the private sector to act as the
main engine of growth in an economy. Principally,
Governments should ensure that equality of
opportunities exists, such as by broadening
access to education and health services and by
strengthening social safety nets, through a policy
framework that fosters the creation of employment.
Moreover, ensuring strong legal and regulatory
frameworks, improving the coordination and
accountability of various institutions and ensuring
macroeconomic-financial stability through prudent
policies should enable the private sector to nurture
a strong spirit of entrepreneurship. This should be
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The private sector plays a critical role in making growth more inclusive. Without a vibrant and strong private sector,
tackling poverty and rising levels of inequality and creating jobs would not be possible. The private sector is the driving
force behind economic growth, exports, employment and the generation of tax revenues, among other such aspects.

Thus, increased private sector participation drives economic growth through investment and business creation, innovation
and knowledge transfer, and other multiplier effects from its operations and activities. As such, stronger private sector
engagement can lead to increased trade, investment and financial sector linkages, which are critical to boost trade
opportunities and ultimately create employment. By providing people with livelihoods and furnishing the means to lift
them out of poverty, the private sector has the ability to make growth inclusive by generating decent jobs and creating
income-earning opportunities for the working population. Indeed, about 90% of jobs in developing countries are created
by the private sector, although only about one fourth of the working-age population in developing countries is engaged in
productive and decent employment. In particular, small and medium-sized enterprises are important for generating jobs
in these economies.

The private sector is also the primary source of tax revenues, providing Governments with the means to finance essential
public goods and services. A stronger, more vibrant private sector is therefore able to deliver higher levels of tax revenues,
thus enabling Governments to provide more and better public services, thus creating a virtuous circle.

The private sector is an important actor in terms of social development due to its role in the provision of health and
education services. Furthermore, there is tremendous scope in advancing its role in managing public services, including
water and sanitation services, and social funds for disability. At the same time, the private sector’s role is becoming
increasingly important in terms of creating an environmentally sustainable and inclusive development trajectory. For
instance, while it is increasingly involved in the provision of energy services in developing countries, the private sector is
also critical in developing new technologies that may mitigate the negative impact of development on the environment.

The private sector has a critical role to play in making growth more inclusive. However, market failures can prevent
it from meeting its potential to do so, thus highlighting the need for public intervention and institutional solutions. For
instance, property rights in land ownership may be fragmented due to, for instance, poorly defined land rights and multiple
claims on land, which can cause market failure in the land market, thereby making it impossible for investors to expand
investment in developing countries (Khan, 2012). In addition, large externalities in, for instance, human capital formation,
require public intervention to ensure that good-quality education is available to all. Moreover, progressive taxation and a
functioning social protection system are required to ensure a minimum degree of distributional equity.

supported by risk-tolerant financial institutions and
legal systems that actively encourage businesses
and the development of micro, small and
medium-sized enterprises, especially by women
entrepreneurs.

In addition, it is important that countries do not
assign to fiscal policy the role of serving as a
tool for reducing government deficits or restoring
macroeconomic balance alone. Rather, its role as
a powerful instrument for promoting employment,
and thereby inclusive growth, must be recognized.
Similarly, monetary policy is not just a means for
controlling inflation; rather, it should be treated as
a versatile instrument through which both the price
and volume of credit, for instance, can be effectively
used in the pursuit of development objectives.

Given the widespread nature of vulnerable
employment, greater efforts must be made to
foster employment if growth is to become more
inclusive. In many countries, this means giving

greater attention to the development of small and
medium-sized enterprises in general, and the rural
sector, especially agriculture, in particular as large
proportions of the population live in this sector and
as the incidence of poverty is generally higher in
rural than in urban areas. Indeed, the rural non-
farm sector was a major contributor to China’s
remarkable growth (Mukherjee and Zhang, 2007).

Despite the importance of agriculture in terms of
providing livelihoods for large proportions of the
population, in most developing countries in the
region the services sector and industry were the
primary drivers of growth, leading to a significant
decline in the contribution of agriculture to the
region’s GDP (as shown previously in figure 3.6).
As was argued in the Survey for 2008, addressing
the neglect of agriculture is crucial for reducing
poverty and inequality. One way to strengthen the
role of agriculture is to diversify into high-value
crops, so far limited to a few countries. In addition
to focusing on quality and standards, investments
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in research and development and in human capital
would significantly increase agricultural productivity
(ESCAP, 2008).

However, developing the non-farm sector is
just as important. Policies should therefore also
emphasize development of the rural sector;
ultimately, structural change in the economy should
follow an agriculture-industry-service sequence
rather than jumping from agriculture to services
without concentrating on manufacturing. One way
to do so would be by fostering rural industrialization
through small-scale industries. This would require
linkages between agricultural and non-agricultural
sectors producing both backward-forward and
production-consumption linkages within agriculture
and between the agricultural and non-agricultural
sectors. For instance, during the 1980s and 1990s
the labour market in Bangladesh underwent
significant diversification, especially in terms of
access to non-farm activities, thus improving the
returns to labour and wage rates in rural areas.
The rising employment opportunities in the rural
non-farm sector opened up new opportunities for
addressing poverty dynamics in the rural areas
and making growth more inclusive. The structural
shift in the rural non-farm sector, especially since
the 1990s, in favour of micro and small enterprises,
instead of exclusive dependence on self-employ-
ment activities of the earlier period, created greater
scope for engaging in wage labour activities,
improved productivity and enhanced wages,
thus leading to accelerated inclusive growth. In
Bangladesh, agroprocessing and the marketing of
processed food now have the potential to emerge
as new engines of inclusive growth (Mujeri, 2014).

In addition, agricultural productivity growth and
consumption linkages generated by increased rural
incomes would stimulate the rural economy further.
For instance, the additional income generated
by the ready-made garments sector, which has
registered phenomenal growth and has emerged
as the leading industry of Bangladesh, has
provided a boost in terms of demand, especially for
services and other non-tradable goods. Since the
large majority of garment workers are poor women,
many of whom migrated from rural areas, their
spending patterns largely favour the purchase of
goods and services produced by the informal non-
tradable sector (Osmani and others, 2003). The
rapid emergence of this sector is thus an interesting
example of how a rising industrial activity can
create significant spillover effects on demand for
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non-tradable goods and services, creating positive
impacts on poverty dynamics in both urban and
rural areas and the development and diversification
of small and medium-sized enterprises through
backward and forward linkages.

Development of technology is also important for
inclusive growth. For example, the spread of the
so-called green revolution to the poorer states in
India has shown its potential for reducing regional
disparities in development. In addition, small-
scale farmers have benefited from technology;
the experience with information technology is
encouraging as this technology may also offer the
prospect for raising productivity in agriculture and
industry.

Fostering rural development and rural indus-
trialization requires an inclusive financial system
that offers access to financial products and services,
especially for the poor, including obtaining credit
and insurance on favourable terms and conditions
and accessing payment services for undertaking
transactions and remittances in a secure and cost-
effective manner. Financial development in general
and financial inclusion in particular may affect the
poor through two channels: aggregate growth
and changes in the distribution of income (Beck,
Demirglg-Kunt and Levine, 2007). Better access
to the financial system enables the poor to access
greater opportunities to improve their lives by
utilizing the money available in the formal financial
system. Therefore, not only does such access help
people to become better off, but it also contributes
to economic growth and reduces poverty. In
Indonesia, for example, financial inclusion is one of
the most important factors in the development of
small and medium-sized enterprises (Dartanto and
Ikshan, 2014).

In practice, however, a significant share of the
population, especially the poor and those in the
rural sector, still remain excluded from accessing
financial services offered by the formal financial
sector. In Indonesia, for example, there is a strong
canonical negative relationship between financial
inclusion and the poverty rate at the provincial
level. Provinces with a higher share of agricultural
credit tend to have lower levels of inequality. This
would suggest that a higher share of agricultural
credit indicates an expanding agricultural sector, as
agricultural credit enables farmers to invest in new
technologies, such as mechanization, in addition
to purchase essential inputs, such as fertilizer and
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seeds. A higher share of agricultural credit also
enables them to expand their business, which would
boost the sector and labor productivity, thereby
narrowing the income gap between agricultural
households and non-agricultural households
(Dartanto, 2014).

In this regard, monetary policy can play an important
role in fostering more inclusive growth, given its
ability to affect the price and volume of credit.
Financial regulation is also important for supporting
a framework that encourages the development of a
vibrant banking sector that caters to those currently
marginalized.

Policymakers can also make growth more inclusive
by targeting public expenditure to expand equality
in opportunities. Indeed, econometric analysis
shows that when Governments increase total public
expenditure, social inclusiveness, as captured
by the index presented in the section above,
increases (annex table IllI). Such expenditure
includes, for instance, increasing spending on
such areas as health, education and social safety
nets. It also includes attempts to make existing
expenditure more efficient, more effective and
more development-oriented. In some countries,
such as Sri Lanka, growing inequality is explained
mainly by the growing disparity in households’
access to education and infrastructure (Kelegama
and Jayaweera, 2011). An important dimension
may also be to focus policy on regional economic
development — paying special attention to helping
the most deserving and vulnerable groups in each
region — in order to bridge regional disparities.

Social protection programmes have been
implemented throughout the region to help address
the growing inequalities within countries. Several
countries have introduced direct cash transfers
to the poor as a mechanism to reduce extreme
poverty. There are three types of such transfers:
unconditional cash transfers; conditional cash
transfers; and cash for work. One of the best
known cash-for-work programmes in the region
is that implemented under the Mahatma Gandhi
National Rural Employment Guarantee Act 2005,
through which all adults in each rural household are
provided with a combined 100 days of employment
at the minimum wage. The programme currently
costs about 0.3% of GDP and provides about
50 million households with employment. Work
programmes have also been initiated elsewhere,
such as in Solomon Islands where the Rapid

Employment Project has been operational since
2010; under this arrangement targeted vulnerable
urban populations are assisted by increasing
their incomes through the provision of short-term
employment. Other conditional and unconditional
cash transfer schemes that operate in the region
include the Benazir Income Support Programme
in Pakistan and Jamkesmas, a community health
protection programme in Indonesia, which in 2013
had 86.4 million beneficiaries.

Governments need to increase the quality of their
labour force in order to increase the employability
and productivity of workers and to address the
issue of inequality of opportunities. One way to do
so is to expand investment in education. Another is
to increase access to and the affordability of health-
care systems. Indeed, public expenditure on health
and education has a beneficial impact on social
inclusiveness that is more than twice that of total
public expenditure (annex table III).

Regarding expenditure on education, UNESCO has
recommended that between 15% and 20% of total
government expenditure be allocated to education.
Yet, among the 40 Asian and Pacific countries
and territories where data are available, only 14
currently meet the UNESCO target. Moreover,
in terms of GDP, expenditure on education is
relatively low in the region, with only two non-
island-developing States, Thailand and Viet Nam,
meeting the recommendation of spending at least
6% of GDP on education to ensure quality provision
of learning and education.?22® Of course, simply
expanding expenditure may not be the solution
to address the gaps between boys and girls that
exist in education if social and cultural barriers
impede female enrolment, or if gender gaps are
due to differences in income, as is the case in many
countries in the region.

Governments also need to increase access to and
the affordability of health systems. For instance,
under the Sustainable Development Solutions
Network initiative of the United Nations itis proposed
that “...countries make progress to allocating at
least 5% of national GDP as public financing for
health (with low- and middle-income countries
reducing by at least half the gap between 5% of
GDP and current public funding)” in order to provide
universal health care (UNSDNS, 2014). Yet, apart
from small island developing States, which are
likely to have high levels of health expenditure due
to the lack of economies of scale, no developing
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Asia-Pacific economy currently meets this goal.
Universal access to health care can be provided at
lower expenditure — such as is the case in Thailand,
where universal health coverage is achieved by
spending only 3.7% of GDP (equivalent to $136 per
capita — less than the average health expenditure
for lower-middle-income countries, which stood at
$153) (WHO, 2010). Indeed, even a lower level of
public expenditure on health equal to 3% of GDP
was reached by only eight non-island developing
economies in the region. In many economies, public
expenditure does not even reach 1.5% of GDP,
including in some of the larger economies, such
as Bangladesh, India, Indonesia and Pakistan. In
addition to increasing expenditure, other policies
can be introduced to foster health performance.
An important policy which has helped Sri Lanka,
for instance, in retaining most of the qualified
medical specialists and doctors in the country is the
country’s policy on private practice; it allows such
professionals to engage in private practice after duty
hours, away from government hospitals and clinics
(McNay, Keith and Penrose, 2004). In addition,
compulsory posting of all newly appointed doctors
to all regions in the country and transferring them
on a regular basis is another policy that has been
adopted by Sri Lanka to improve the availability of
medical personnel throughout the country.

The Survey for 2013 demonstrated how expenditure
on health, education and social security is relatively
low in many economies in the Asia-Pacific region
due to the fact that existing expenditure is often not
sufficiently development-oriented (ESCAP, 2013a).
For instance, in many economies significant
spending is devoted to defence: military expenditure
totalled more than $230 billion in 10 countries in
the East Asian region alone; in several countries,
it exceeds that spent on health and education
combined. Similarly, significant resources are
devoted to subsidies, especially energy subsidies.
In East Asia alone, fossil-fuel consumption
subsidies amounted to $76 billion in 2012. In that
year, subsidies on fuel alone reached 3% of GDP
in Brunei Darussalam and Indonesia; 2.6% of GDP
in Thailand; 2.5% of GDP in Viet Nam; and 2.4% of
GDP in Malaysia. Clearly, countries could find ways
to reduce such expenditure on non-development
areas. Energy subsidies are often highly regressive;
moreover, they encourage wastage and result in fuel-
intensive forms of production. Importantly, poorly
targeted energy subsidies have had little beneficial
impact on either enhancing inclusive growth or
reducing extreme poverty.
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While curbing increasing levels of non-development
expenditure and removing or reducing harmful
subsidies are politically challenging tasks, low oil
prices have enabled several countries to move
forward in reducing regressive subsidies and
boost expenditures on education, health and social
protection. These policy measures will further
support their efforts to attain fiscal consolidation
and to release additional financial resources for
inclusive growth. For example, the Government
of Indonesia reduced fuel subsidies in November
2014 and eliminated petrol subsidies in January
2015. Similarly, in Malaysia fuel subsidies were
removed in December 2014.

Reducing non-development expenditure would
free important resources so that they could be
used to strengthen social expenditure and address
the large gaps in infrastructure that are impeding
development of the region, in particular those of the
rural sector, where in many countries supporting
infrastructure for sustained and inclusive growth
is urgently needed. Rural community governments
in China, for instance, have provided critical public
infrastructure in the form of roads, water and
irrigation systems, energy etc., to the extent that
regions with better infrastructure attracted more
investment into the rural manufacturing sector,
which in turn led to greater employment and higher
revenues (Mukherjee and Zhang, 2007). As had
been noted in the Survey for 1950, land tenure
systems can impede rural development (ECAFE,
1951). In Papua New Guinea, for instance, land is
owned by clans and can neither be alienated nor
used as collateral for business loans. Thus, the
mobilization of blocks of land for rural development
is constrained by the fragmentation of ownership,
the difficulties of identifying the “true” owners where
there are disputes, and excessive “compensation”
demands (Naidu, Matadradra and Epeli, 2014).

Yet, while reducing non-development expenditure
would free important resources, in the region an
overall limiting factor to making public expenditure
more effective is the fact that tax revenues are quite
low in many countries, especially as pervasive tax
avoidance and evasion are contributing to the
erosion of revenues (ESCAP, 2014e). Indeed, in
the Survey for 2014 it was shown that untapped
tax potential is quite significant in many economies,
amounting to several percentage points of GDP
(ESCAP, 2014b). Indeed, raising higher levels of
revenue (as a percentage of GDP) does not have
a significant impact on economic inclusiveness,
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as measured above (annex table Ill). This would
suggest that tax policy has not been successful in
redistributing income in the region. Nonetheless,
higher levels of revenue have a highly significant
impact on social inclusiveness, highlighting the
point that raising more revenue (in a progressive
way) to finance development-oriented expenditure
would increase equal opportunities in the region.
However, in some countries recent taxation reforms
relating to a broadening of value-added taxes (VAT)
have largely failed to address income inequality but
have increased the gap between the “haves” and
"have-nots”.

The phenomenal growth that has been witnessed in
Asia and the Pacific over the last few decades lifted
millions of people out of extreme poverty. However,
there is more to well-being and development than
simply increasing levels of income and reducing
levels of poverty. Rather, development and human
welfare comprise a multidimensional concept that
encompasses economic, social and environmental
aspects.

By defining inclusive growth in terms of broad social
objectives that include the need to: (a) increase
average standards of living of the population; (b)
reduce levels of inequality; (c) reduce extreme
poverty; and (d) expand and broaden opportunities,
this chapter has highlighted inclusiveness across
the three dimensions of sustainable development.
It has shown that across countries growth overall
has been inclusive. Thus, in all 22 countries with
available data, social inclusiveness improved more
during the period 2000-2012 than in the 1990s.
Similarly, in 20 of these countries, economic
inclusiveness improved, and in 19 of 25 countries
with data, environmental inclusiveness improved.

However, despite these overall improvements,
the gap between the “haves” and the “have nots”
within countries is widening. For one, greater
economic inclusiveness is largely a result of
countries’ success in reducing rates of extreme
poverty, masking the fact that compared with the
1990s, in most countries the richest 20% of the
population are capturing a larger share of income
than the poorest 20%. This is particularly true in
the region’s three most populous countries, China,
India and Indonesia. Moreover, in addition to wide
income gaps between rural and urban sectors
as well as between different regions, there has

also been a deterioration in labour markets, with
fewer people in formal employment. At the same
time, the analysis shows that, despite a general
improvement in access to basic public services,
including health and education, in all countries since
the 1990s, opportunities within countries are largely
determined by a person’s economic circumstance
or that of his or her parents.

If such dynamics persist, they will ultimately lead to a
vicious cycle in which the better off benefit more from
public services, such as health care and education,
which in turn would increase their employment
prospects, thereby widening the gap between them
and those less well off. Concerted actions of the
private and public sector are therefore needed to
address this issue. This will necessitate making
greater efforts to achieve equality in opportunities,
including more equal access to education, health-
care services and stronger social safety nets.
In particular, it will entail developing a policy
framework that fosters the creation of employment
by supporting the development of micro, small, and
medium-sized enterprises and by strengthening
rural development and industrialization.
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