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Growth Promotion vs. Poverty Reduction
--World Bank's Rethinking of Aid Policy and the Developing Countries--

Shigeru ISHIKAWA, M. J. A.
1. For about ten years after the end of the cold war regime, the World Bank, in paralld
with the IMF, was engaged in rethinking about its economic aid policy toward the developing
countries, and at the end of the 1990s, a concluson was reached. Its policy, or its economic
development drategy, was thus far characterized by “growth promotion” of the recipient
developing countries taken as its god and the framework of the aid policies evolved to achieve
that god. The new policy has shifted its god to “poverty reduction”, and the policy framework
geared to it containing new methods and contents. Thus after July 2002, dl kinds of the
concessiona aid of the World Bank are to be conducted on the basis of the new policy. In terms of
procedure, the same new policy isto be reflected in adocument called Poverty Reduction Strategy
Paper (PRSP) which should be prepared by the recipient governments and approved by the Board
of Directors at the World Bank before starting the concenssional aid.

2. This article examined these results of the World Bank'’s rethinking of the development
drategy in terms of its robustness as practicable system of ad policy. Tentative conclusons are
that (1) The new development strategy isinteresting and persuasive in terms of the new directions
of the aid policy as well as its theoretica bases, which reflect the intellectual support of Joseph
Stiglitz and Amartya Sen. (2) However, in terms of policy measures, or action plans to be financed
by budget expenditures, its robustness does not seem very large, asits program for action isyet in
severa partsincomplete and not yet passed through the tests of its gpplication to the development
redlity. Moreover, the underdeveloped system of fiscal administration obstructs the compilation of
reliable budget expenditure program to support the action plan, even if it were well formulated. (3)
Further investigations in the article also suggested that there is no such event emerging yet as that
the developing countries desire for “economic independence via indudtridization” which
motivated them ever since politica independence has been achieved, and hence succeeded by the
desire for complete eradication of poverty in the economy.

3. Under these conditions, if the World Bank imposed its new strategy uniformly and
inflexibly, it is likely that some developing countries with relatively good development
performances and relatively strong “ownership” will present opposing views and policies. The
article discussed the case of what happened in Vietnam in this connection.

4. Tentative conclusion of the articleisasfollows:
(1) The new World Bank development strategy which has been presented in the form of a
PRSP-based aid seems better be improved so as to make it more complete in terms of policy
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measures and more widely acceptable among low income countries with varying development
performances. Congdering, however, the changing aid-rated Situations including appearance of
new theories, it would no longer be redlistic to consider the improvement in terms of the issue of
determining whether the appropriate goa is growth promotion or poverty reduction.

(2) The more practical issue isto consder how to identify the appropriate combination of two sets
of expenditures for poverty reduction in two agpproaches, namely, (i) the approach by way of
“broad-based growth” and (ii) the approach by way of “pro-poor targeting.” The expenditures by
pro-poor targeting approach are for the various uses which serve directly the purpose of poverty
reduction. In contrast, the expenditures by broad-based growth gpproach are for the uses which are
a firgt to contribute to GNP growth and only then to poverty reduction by means of the resulting
increase in savings that are channeled through government budget or banks to particular uses for
poverty reduction. The World Bank prefers the larger alocation of public resources to pro-poor
targeted expenditures, whereas the disputing recipients with better development performances
would prefer broad-based growth expenditures (such as Vietnamese government does).

(3) The optimum combination of two sets of poverty reduction expenditures in two different
approaches may be achieved uniquely for each recipient country since the relaive efficiency of
expenditures for poverty reduction between the two approaches depends mainly on (i) the
economy’s rate of GNP growth, (ii) the economy’s rate of time discount and (iii) degree of
financid locdism and regiondism. The objective and scientific determination of the optimal
combination of two approaches would become instrumental for avoiding the disputes that are
likely to arise between the World Bank and some of the recipient counties due to the reasons
described above. It should be stressed, however, that the above solution is possible only when the
total sum of available public resources for poverty reduction is given and fixed. If that is not the
case and hence the items and the sum of the pro-poor targeted expenditures and those of the
broad-based growth expenditures, both for poverty reduction, should be separately determined,
smultaneoudy with other kinds of expenditures of the economy, different methods for solution are
required, for instance, relying on the CGE framework with necessary modifications.

(4) However, despite whatever method for solution is sought for, the starting work for improving
the World Bank’s new development strategy should be to conduct in each recipient country the
detailed empirica studies of poverty conditions relating to individual items of both pro-poor
targeting and broad-based growth expenditures. The results of the studies should be summarized
in terms of a number of the mechanisms of poverty reduction, in a form that is usable for the
above andysis in a broader framework. The mechanisms often incorporate the poverty arising
phase, as wedll. Although this work may seem smple, it actually requires aslot of empirical work.
Therefore, a the end of the article, an example of the study for working out a mechanism of
poverty emergence and reduction is shown, taking the case from the poverty of Centra Highland's
ethnic minorities in Vietnam, which her government considers presently the most urgent pro-poor
targeted undertakings.
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