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Motivation
• In all development endeavors over last two decades, be those 

in the guise of PRSP, MDGs, or for concerns with equity and 
inclusive growth, the general concern was one of reaching out 
to those who are left out – excluded.

• MDGs, 2 and 4 to 7 in particular, aim at extending the 
coverage under various social services. And much of the SSNs
finding rationale in MDG 1, deal with extending supports to 
those excluded from regular market-based exchanges.

• In some cases, we talk of ‘inclusion’ in the very process of 
generating/producing the goods & services from which some 
people are excluded (employment-intensive growth). In others, 
one needs independent effort to deliver/extend the goods & 
services that are already produced (SSNs). Failures to ensure 
‘inclusiveness’ in growth is found to be associated with 
increasing divisiveness of local society.



Motivation (continued)
• Often, development practitioners put the blame on market 

failures; and pretend to be the supra-agency immune from all 
market vices (and merits!) to circumvent the problems markets 
often create. But, can we?

• There is increasing concern with social instability arising from
inequity, segmentations in education, and even those arising in 
the spheres of SSN services received. Need to reflect on the 
approach we use in understanding reality.

• Exclusion has long been considered a subject in the domain of 
the sociologists. Even the best of the economists tried to 
explain exclusion using ‘languages’ alien to economics. Can 
the basic economics give us new insights?

• Can we classify the external interventions ex ante in terms 
their implications for faster realization of MDGs?



Outline

• A demand-supply framework to identify various types of 
exclusion. For a review on current perspectives, see, 
http://www.ergonline.org/documents/Exclusion_and_Poverty
%20.pdf. 

• Where does service delivery come in? In some other exercises, 
the focus had been on interlinked services and the ‘club good’
characteristics of services. Here, the discussion follows from 
the classification of ‘exclusion’ and the major types of service 
delivery that are called for.

• Segmentation, a natural corollary of some interventions (in the 
spheres of service delivery); and their implications.

• Concluding observations – lessons for MDG implementation.



Exclusion 1: lack of effective demand
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Assumption
Prices received by the suppliers in main 
market are equal to those paid by end 
consumers. Implies zero additional cost to 
avail from market & no social exclusion.
Of those with effective demand at non-
negative prices, q1q2 are unable to avail the 
service at going market price of P.
Options to include them
1. Reduce production cost, S shifts down
2. Subsidize price – P=0 is the extreme,
3. Introduce a differentiated product that 
can be afforded by some of the left outs
4. Increase income to shift D to right – tied 
transfer is an option
Note
Say, N (>0q2) is the number of people. 
There will be q2N not interested in the 
service even at zero price. Discussed later.



Exclusion 2: Positive transaction cost
Assumption
Prices received by the supplier is less (by Po-
P) than those paid by end consumers. 
Absence of market to enable zero transaction 
cost. Social exclusion is a special case.

With single source of supply, many of those 
with positive ‘transaction’ cost are excluded, 
and those included derive extra benefits.
Options (in addition to earlier ones)
1. Cost-reducing innovation in service 
delivery
2. Improvements in connectivity and/or 
growth in market size attracting providers
3. Positive synergy from ‘network good’
Exclusion 3
Lack of awareness or presence of competing 
factors – no demand even at zero price
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Remark on Social Exclusion
• By reducing the concepts of exclusion (including that 

of social exclusion) to tractable cost equivalence does 
not undermine the importance of the processes that 
generate exclusion. Yet, it is important to note that 
the subject of exclusion is of interest to development 
practitioners since they believe that one can ‘include’
the ‘excluded’ ones; and that there are costs involved 
for all such efforts towards inclusion.

• ‘Transaction’ cost of availing goods & services from 
the main market may be substituted, in the figures 
used for illustration, by the cost of ‘inclusion’.



Summary

                              Various ways to 
                           Reduce exclusion 
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Market (homogenous) exclusion          
‘Transaction’ cost – social exclusion          
‘Transaction’ cost – other than SE          
Zero demand – lack of awareness          
Zero demand – competing factors          
 Note: From a household perspective, availing a good or service is not always a binary choice. Thus, 

multiple types of exclusions may underlie a given choice.



Selected Examples
• Grameen Bank’s model of providing microcredit is a case in 

hand for innovation in delivery system that takes the 
transaction point closer to rural people (previously excluded 
from the formal banking system). Also, informal education.

• There are ample instances of population (and market size) 
increasing in (say) remote areas, which previously had to avail 
services from hubs located in distant towns. With improved 
communication infrastructure, the size of exclusion reduced.

• Dynamics set in by initial network established by (say) MFI/ 
NGOs had positive fallouts . The apex body was able to use 
the contacts and its staffs at field levels to engage in delivery 
of other services (say, education, targeted supports during 
slack seasons, health services for the ultra poor, etc.) at a cost 
lower than that otherwise possible (by, say, private business).

• Product differentiation is too common an instrument to expand 
coverage.



Why Segmentation?
• Administering different prices for the same service is feasible 

only if you can segment markets – the classical monopoly case
• In the quality space, which normally has unique relation with 

cost and (often) with providers, essential services are availed 
by potent consumers from different providers. To what extent, 
it is a choice, and to what extent it is an outcome of exclusion
from higher quality markets is a matter of empirical 
investigation. Moreover, such exclusions may be socially 
(with all the other non-financial connotations to the term) 
imposed, or price-driven. Education sector in Bangladesh is a 
prime case of segmented markets – and different providers 
have created a niche for their services – religion-based schools 
are no exceptions. 

• Identifying Poor – are we messing around with segmentation?



Implications for Segmentation

Note: NA = Not Available.

Intervention type Implication 
Innovation reducing production cost (1) Inclusive in nature, no segmentation 
Price subsidy (2) If applied to all, inclusive. Targeting requires segmentation. 
Innovation introducing differentiated 
product (3) 

Segments, which may be irreversible in the short to medium 
term and may percolate into other spheres 

Innovation in delivery that reduces 
‘Transaction’ cost (4) 

Reduces segmentation 

Improve connectivity (5) Reduces segmentation 
Promote/ avail agencies with network 
capital (6) 

If governed properly, reduces transaction cost and therefore 
reduces segmentation 

Social awareness (7) If rightly pitched, reduces social differences 
Increase income/transfers (8) If accompanied by reduced inequality, reduces segmentation 
Address competing factors (9) Reduces segmentation 
 



Reflections
• Singular focus on targeted figures on coverage may blind one 

from appreciating the segmentation process such initiatives 
tend to fuel. It is important to recognize that realizing MDGs
pre-supposes segments in some cases; and introduces 
segmentations in others. And all these may converge into 
spheres of politics.

• Dispersion of growth centers at sub-national levels will 
increase income of those away from the center, increase the 
size of distant markets to attract other service providers, all of 
which will reduce exclusion (and increase coverage).

• Strengthening grass-root organizations and their networks 
need to be given new meanings beyond MFI/NGOs for 
poverty alleviation. In order to make these agencies work 
towards cost-effective delivery of services, their governance 
and incentive structures need to be examined.

• Government agencies had constituted the traditional network 
whose potential needs to be harnessed.



Additional Slides



A note on the perspective
• When economists engaged in development discourse on exclusion, they 

dealt with poverty and deprivation, not always resorting to the basic tools 
in economics. There is however a literature on ‘economics of exclusion’, 
which surfaces primarily in the context of competition and anti-trust laws 
of developed economies.

• Poverty and exclusion are viewed to be closely related. Often they are 
perceived to be overlapping and at times even indistinguishable. It is 
however recognized that there are instances of exclusions, which exist in 
the absence of poverty; and there are instances of poverty, which may not 
be rooted in social exclusion. Once the concept of exclusion is broadened 
beyond social exclusion, one may hardly find an instance of poverty, which 
is not associated with some form of exclusion. Such a concept of exclusion 
is broad enough to include deprivations, and is proposed to provide new 
insights into our understanding of poverty and inequalities in the society. 
For the current presentation, the 



Exclusion from Health Services
Rural Bangladesh, 2005

Note: Those reported ill but did not seek consultation due to mild nature of illness were not considered 
among those excluded from health services.
Source: HIES-BBS (2005).

% distribution of the excluded ones by reasons 
Non-Food 
Expenditure 
Groups 

Excluded 
(% of ill not 

attended) 

Expensive and 
apprehension 

of more severe disease Distance 
General fear and 

Other reasons 
Lack of initiative 

by family members 
Lowest 5% 19.52 60.98 2.43 19.52 17.07 
5-10% 14.91 87.80 2.44 2.44 7.31 
10-25% 9.57 72.63 5.96 9.52 11.90 
25-50% 5.35 72.85 1.23 12.35 12.35 
50-100% 3.12 54.76 5.95 19.06 19.06 

 



Assessing Programmes: an illustration

  Asset transfer 
Wage 

employment 
Credit in 

kind 
Credit in 

cash RMP 

Did it reduce exclusion in  
Food Y Y Y/- Y in need Y 
Employment/Labor self-employm Y - - Y 
Access to      
Productive assets Y - Y - - 
Financial services Y Y Y Y Y 
Housing/shelter Y Y - - - 
Health services Y Y - - - 
Education Y Y - - - 
If included, did it lead to segmentation in 
Food N N Y/N N N 
Employment/Labor Y, initially Y, initially NA NA Y 
Access to 
Productive assets Y NA Y NA NA 
Financial services Y N Y Y Y 
Housing/shelter - - NA NA NA 
Health services Y Y NA NA NA 
Education Y Y NA NA NA 


