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 This report’s objective is to develop the evidence base for policy 
 making in relation to poverty reduction. It produces a diagnosis 
 of the broad nature of the poverty problem and its trends in India, 
 focusing on both consumption poverty and human development 
 outcomes. It also includes attention in greater depth to three 
 pathways important to inclusive growth and poverty reduction—


harnessing the potential of urban growth to stimulate rural-based 
 poverty reduction, rural diversifi cation away from agriculture, 
 and tackling social exclusion.


India has maintained steady progress in reducing poverty as 
 measured by consumption. Using the Government of India’s offi cial 
 poverty lines, in 2004–05, 28 percent of people in rural areas and 
 26 percent of people in urban areas lived below the poverty line, 
 down from 47 percent and 42 percent, respectively, in 1983. Improve-
 ments in the last two decades represent a continuation of a long-term 
 secular decline of both urban and rural poverty under way in India 
 since the 1970s. At this pace, acceleration of progress against pov-
 erty since economic reforms began in earnest in the early 1990s is 
 suggested, but it is too early to say that that is a (statistically) robust 
 new trend.


Data issues cloud our assessment of whether the growth process 
has become more or less pro-poor in the postreform period. Poverty 
has declined and growth has tended to reduce poverty, including in 
the postreform period. However, the data present no robust case for 
saying that the responsiveness of poverty to growth has either 
increased or decreased since the early 1990s. The main source of 
data uncertainty is the large and growing gap in mean consumption 
per person found by the household surveys and by the national 
accounts. With the available evidence, it seems likely that the surveys 
are missing the growth in top-end incomes and, therefore, do a better 
job of measuring poverty than inequality or aggregate growth. High 
premium should be placed on better understanding and resolving the 
sources of discrepancy between India’s national surveys and the 
national accounts.



(20)xviii executive summary
 New drivers of poverty reduction—urban growth and nonfarm 


growth—have emerged since the 1990s. Historical evidence in India 
 from the 1970s to the early 1990s has shown agricultural growth to 
 be a major factor in reducing poverty. Indeed, for decades, poverty 
 reduction in India has been synonymous with rural and, in particu-
 lar, agricultural growth. But since the 1990s agriculture has lagged 
 other sectors, shrinking in its contribution to less than half of rural 
 GDP. That poverty reduction has continued apace despite a slow-
 down in agriculture points to the emergence of new drivers of pov-
 erty reduction. This report draws on survey evidence to identify 
 two—urban growth and nonfarm growth.


Since the 1990s, urban growth has reduced urban poverty as 
 before, but evidence is now appearing of a much stronger link from 
 urban growth to rural poverty as well. With nearly three-quarters 
 of India’s poor residing in rural areas, any driver that does not affect 
 the rural poor is unlikely to make a signifi cant dent in Indian pov-
 erty. This report shows that urban growth, which has increasingly 
 outpaced growth in rural areas, has helped to reduce poverty for 
 urban residents directly. In addition, evidence appears of a much 
 stronger link from urban economic growth to rural (and therefore 
 overall) poverty reduction. Stronger links with rural poverty are due 
 to a more integrated economy. Urban areas are a demand hub for 
 rural producers, as well as a source of employment for the rural 
 labor force. They are aiding the transformation of the rural economy 
 out of agriculture. In urban areas, it is small and medium-size towns, 
 rather than large cities, that appear to demonstrate the strongest 
 urban-rural growth links. Urban growth also stimulates rural-urban 
 migration. But although some increase in such migration has occurred 
 over time, migration levels in India remain relatively low compared 
 to other countries.


The process of rural transformation out of agriculture toward 
the nonfarm sector is assuming a greater role in reducing Indian 
poverty. Between 1993–94 and 2004–05, rural nonfarm employ-
ment has grown about four times as fast as farm employment, and 
more rural jobs have been created off-farm than on. The fact that 
even the lowest-paid nonfarm jobs—casual wage employment—on 
average, pay considerably more than those in agriculture (the wage 
premium is about 45 percent) suggests that the growth of the non-
farm sector is likely to have been poverty reducing. Nonfarm 
employment also reduces rural poverty indirectly by driving up agri-
cultural wages. Agricultural wage growth in the 1990s slowed; the 
analysis shows that in the absence of labor market tightening due 
to the nonfarm sector, agricultural wage growth would have been 
slower still.



(21)Continued debate about the appropriate sectoral focus for pov-
 erty reduction efforts is warranted. Agriculture is still the employer 
 of too many of India’s poor (and especially the female and elderly 
 poor) to be ignored, but urban growth and nonfarm rural employ-
 ment deserve greater attention. The rural nonfarm sector as a sus-
 tainable source of poverty reduction will need close scrutiny—the 
 quality of nonfarm employment has been falling in a trend toward 
 growing “casualization” of the sector. Within the urban sector, large 
 cities may well continue to drive India’s growth. But as small and 
 medium-size towns are home to 80 percent of India’s urban poor, 
 and given the strong links between such towns and rural areas, it is 
 necessary to make sure that any barriers to small-town growth, or 
 biases in policy stances that prevent small towns from realizing their 
 potential, are eliminated. One place to look for such biases is in 
 access to basic infrastructure services. 


In contrast to consumption poverty, India’s record on improving 
 basic health and education indicators is mixed. Although some out-
 comes are improving, others remain stubborn and are worse for, but 
 not confi ned to, the poor. Child undernutrition, in particular, remains 
 extremely high, and improvements have been only half what would 
 be expected given India’s pace of GDP growth. In education, literacy 
 rates are improving, and children are much more likely to be attend-
 ing school. The most rapid improvements in school attendance are 
 occurring among girls and children from poor households and in 
 rural areas and relatively educationally backward states. But learn-
 ing outcomes among Indian school children are very low, relative to 
 their curriculum, and inequality in learning levels is high.


Inequality is on the rise and may be higher than often thought. 


Consumption inequality has fallen over the longer term in India but 
 is now on the increase. Rural growth switched from being pro-poor 
 (largely benefi ting the poorer) between 1983 and 1993–94, to ben-
 efi ting income groups equally between 1993–94 and 2004–05. In 
 urban areas, over the same period, growth went from being distrib-
 uted equally, to favoring the rich—that is, the gap between the rich 
 and the poor widened. And the gap between rural and urban areas 
 also widened. The resulting moderate increase in inequality revealed 
 in the survey data likely understates the increase in inequality as a 
 result of underreporting of consumption at the top end. 


Some types of inequality, but not all, are harmful for poverty 
 reduction.  Everything  else being equal, a rise in inequality will 
 dampen the poverty-reducing impact of an increase in mean incomes. 


But everything else is not equal, and some growth accelerations may 
not be possible without an increase in inequality. The recent experi-
ence of India might fall into such a category, as increasing returns to 
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 education are an important factor driving the rise in inequality. The 


growing importance of education fi ts exactly with a story of accel-
 erating urban growth and a growing nonfarm sector, as the less the 
 economy is dominated by agriculture, the more important education 
 is. National accounts data also point to growing disparities between 
 states, although the household survey data do not reveal similar pat-
 terns. Even so, other sources of inequality may be more structural in 
 nature and may hold back participation of some groups in the devel-
 opment process. 


Structural inequalities by caste, tribe, and gender are present 
 and visible. Scheduled tribes are being left behind. Structural 
 inequalities take different shapes in different parts of India. Overall, 
 however, although multiple welfare indicators for scheduled castes 
 and scheduled tribes are improving, the gap between them and the 
 general population is large and persistent. Scheduled tribes today 
 (2004–05) experience levels of poverty seen in the general popula-
 tion 20 years earlier (1983), while scheduled castes lag 10 years 
 behind the general population. Female disadvantage in India contin-
 ues, despite high rates of growth, and women die both in infancy 
 and in motherhood, with poorer outcomes for women from sched-
 uled castes and tribes. Economic and social outcomes for women are 
 underpinned by low levels of security within and outside their home. 


Caste remains a potent indicator of labor market outcomes and 
 social status, but positive signs of dynamism are also appearing 
 within the caste hierarchy. Indicators that India’s educational expan-
 sion is leaving scheduled tribes behind, especially at the secondary 
 school and higher levels, are worrying. Scheduled tribes show the 
 least improvement in intergenerational mobility in education and 
 also display the worst indicators of child nutrition and mortality. 


Scheduled tribes appear to be at risk of becoming locked out of shar-
 ing in India’s growth and prosperity. 


Improving human development outcomes for the poor remains a 
key challenge for India. It is central to improving their income-
earning opportunities and welfare. Given the recent record, it is sim-
ply not the case that continued rapid economic growth will auto-
matically translate to commensurate improvements on human 
development outcomes. Our analysis of structural inequalities 
would, for instance, suggest a redoubling of efforts to retain sched-
uled tribe children in school past the primary level. At the same time, 
some problems, such as undernutrition and poor learning outcomes, 
are endemic and alarming and are not confi ned to the poor. That 
suggests that improving human development outcomes is not merely, 
or even primarily, an issue of better targeting of existing programs 
and services to the poor. Larger, and systemic, challenges of service 
delivery remain.
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India’s Poverty Challenge


India is a country of continental proportions, and poverty is a 
 multidimensional phenomenon. Not surprisingly, the debate over 
 poverty in India—its extent, trends, causes, and cure—is complex 
 and controversial. 


Fortunately, India also has a much higher quality and more sub-
 stantial evidence base than most other countries for understanding 
 poverty. Questions of poverty in India have engaged a large com-
 munity of researchers over the years. But in recent decades, because 
 diffi cult measurement issues have arisen, a disproportionate amount 
 of attention has been devoted to assessments of the extent of poverty 
 and the rate of poverty decline. Much less is known about how the 
 rapidly changing economic landscape has altered the underlying 
 profi le of poverty—and how that affects the consequent search for 
 its causes and cure. This report seeks to fi ll that gap.


We work with two objectives. The fi rst is to produce a diagnosis 
of the broad nature of the poverty problem and its trends in India, 
relying primarily on household survey data. We focus on both 
consumption poverty and human development outcomes.1 Second, 
we attempt a more detailed treatment of a subset of issues that have 
been identifi ed as particularly important for achieving  inclusive 
growth, a central objective of the Government’s Eleventh Five-Year 
Plan. Sustained and rapid growth is a central component of any 
poverty reduction strategy. But the fact that the responsiveness of 
poverty reduction to economic growth has been uneven over time 
and across regions leads us to analyze potential pathways to make 
growth more inclusive. It is clearly not feasible to aim for an exhaus-
tive treatment of all the myriad pathways that are likely to be of 
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 relevance in India. Instead, the focus in this second objective is on 
 three key themes revealed in the diagnostic section to be important. 


First, since the early 1990s, urban growth has emerged as a much 
 more important driver of poverty reduction than in the past. Our 
 analysis of urban poverty examines the specifi c nature and dimen-
 sions of urban poverty, focusing in particular on the role of small and 
 medium-size conurbations in India, both as the urban subsector in 
 which urban poverty is overwhelmingly concentrated and as a sub-
 sector that could potentially stimulate rural-based poverty reduction. 


Second, in rural areas we focus on the nature of transformation out 
 of agriculture to the nonfarm economy. Stagnation in agriculture has 
 been accompanied by dynamism in the nonfarm sector, but debate is 
 vigorous about whether the growth seen has been a symptom of agrar-
 ian distress or a source of poverty reduction. Finally, alongside the 
 accelerating economic growth and the highly visible transformation 
 that is occurring in India’s major cities, inequality is on the rise, raising 
 concern that economic growth in India has bypassed signifi cant seg-
 ments of the population. The third theme, social exclusion, asks 
 whether despite the dramatic growth, historically grounded inequal-
 ities along lines of caste, tribe, and gender have persisted.


It is not possible to tackle every poverty-related issue in a single 
 report, and this report does not attempt to do so. It does not focus 
 on the international (for example, the impact of globalization on 
 poverty), class (the divide between landlords and tenants, for exam-
 ple), or sectoral dimensions (export industry and different manufac-
 turing sectors, for example). The choice of focus must be made, and 
 in this report, we select themes of clear importance for which a 
 combination of data availability and analytical tractability offers 
 some prospect of new insights.


The government has launched many initiatives that have a bear-
 ing on poverty, for example, in areas of rural infrastructure (Bharat 
 Nirman), employment (National Rural Employment Guarantee 
 Act), education (Sarva Shiksha Abhiyan), rural health (National 
 Rural Health Mission), and urban infrastructure (National Urban 
 Renewal Mission). Indeed, the task of poverty reduction is one on 
 which almost every policy instrument of government has a bearing. 


The report does not focus on how specifi c government programs are 
working or how the current poverty situation refl ects specifi c policy 
measures taken in the past. Its objective is to develop the evidence 
base for policy making in relation to poverty reduction. While the 
focus of the report is resolutely on descriptive analysis rather than 
on the articulation of policy recommendations, certain general 
policy directions and questions do emerge. They are summarized at 
the end of this overview. 



(25)The poverty reduction challenge facing India needs to be defi ned 
 broadly. Our analysis argues against a narrow defi nition of the pov-
 erty reduction challenge confronting India. As discussed in chapter 1 
 and summarized in fi gure 1 below, little difference is evident in con-
 sumption levels between the poor and a large section of the middle 
 class, especially in rural areas. The median rural person in India lives 
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Figure 1  India’s Middle-Class Lives Barely or Not Far above 
 India’s Poverty Line, and Below International Poverty Lines, 
 Especially in Rural Areas


Source: Authors’ estimates from NSS 2004–05 Schedule 1.0.


Note: Consumption estimates are in all-India rural or urban rupees and are cor-
 rected for cost-of-living differences between states using the offi cial poverty lines. 


International poverty lines were converted to rupees using 2005 purchasing power 
parity rates of 11.4 Rs/$ in rural areas and 17.24 Rs/$ in urban areas. 
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 on Rs 15 per day (with a purchasing power parity, or PPP, of $1.30), 
 spending only Rs 3 each day more than a person on the offi cial 
 Indian rural poverty line. India’s poverty line is very low by inter-
 national standards, and 80 percent of the rural population lives 
 below the median developing-country poverty line of Rs 22 (PPP 


$2) a day.2 Qualitative surveys show that most Indians think of 
 themselves as poor. Moreover, when the defi nition of poverty is 
 expanded to include other dimensions of well-being, such as access 
 to education, health care, and basic infrastructure, then poverty 
 clearly continues to affl ict more than half of India’s population. 


Inequality is on the rise, raising concerns that India’s history of 
 social stratifi cation may be excluding groups from the development 
 process. For all these reasons, although a large portion of the report 
 is devoted to analysis of households falling below India’s offi cial 
 poverty line, the report also examines how outcomes are changing 
 for the offi cially nonpoor. 


The report is structured around three themes: consumption pov-
 erty and growth, human development, and inequality and social 
 exclusion. Chapters 1 to 3 of the report analyze trends in consump-
 tion poverty in India and the links between it and the pattern of 
 economic growth. Chapter 1 focuses on trends and patterns of pov-
 erty. Chapters 2 and 3 focus on two new drivers of poverty reduction 
 in India: urban growth and rural nonfarm employment. Chapter 4 
 turns to the nonincome dimensions of poverty. It analyzes trends in 
 relation to education and health, including nutrition. Chapter 5 
 examines and attempts to understand India’s rising inequality. The 
 final chapter examines disadvantaged groups, with a focus on 
 women, scheduled castes, and scheduled tribes. This overview fol-
 lows the same approach. 



Poverty on the Decline


India has continued to record steady progress in reducing con-
sumption poverty. Focusing on the experience of the last 20 years 
and using the offi cial poverty lines, in 2004–05, 28 percent of peo-
ple in rural areas and 26 percent of people in urban areas lived 
below the poverty line, down from 47 percent and 42 percent, 
respectively, in 1983 (fi gure 2). With population growth, however, 
it has proved diffi cult to reduce the number of poor at a comparably 
rapid pace. So despite India’s success in bringing down its poverty 
rate, more than 300 million people remained in poverty in 
2004–05.



(27)Improvements in the last two decades represent a continuation of 
 a long-term secular decline of both urban and rural poverty under 
 way in India since the 1970s (fi gure 3). At this pace, accelerated 
 progress against poverty since economic reforms began in earnest in 
 the early 1990s is suggested, but it is too early to say that it is a 
 (statistically) robust new trend.


Defi nitive views on the pace of poverty decline are hostage to 
 data uncertainties. India’s offi cial poverty lines have been criticized 
 on multiple counts and are in urgent need of an overhaul. The recent 
 report of an expert group constituted by the Planning Commission 
 (GoI 2009), which addresses the price index problems that currently 
 plague comparability over time as well as comparisons between 
 urban and rural areas, is a welcome step in that direction. Revision 
 of offi cial poverty lines and price indexes after due deliberation of 
 the expert group’s recommendations will help put poverty measure-
 ment on a sounder footing. The growing divergence shown in fi gure 4, 
 between mean consumption per person from the National Sample 
 Survey (NSS) and the private consumption component of the national 
 accounts statistics (NAS), also per person, further confounds efforts 
 to be defi nitive. In levels, aggregate household consumption implied 
 by the NSS is barely half that of the household component of the 
 NAS. Such a gap is unusually large by international standards. It is 
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Figure 2  Evolution of Poverty since the Early 1980s


Source: Authors’ estimates using unit-record NSS Schedule 1.0 data.
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also notable that the NSS series does not refl ect the large gains in 
 mean consumption indicated by the NAS from the early 1990s on. 


Although the measurement issues cloud efforts to quantify the rate 
 of poverty decline or to determine whether poverty reduction has 
 accelerated over time, little doubt remains that poverty levels today 
 are lower than they were in the past.


High premium should be placed on understanding the sources of 
 discrepancy between the National Sample Survey and National 
 Accounts Statistics estimates of consumption. Discrepancies such as 
 these will also have implications for poverty and inequality measure-
 ment.3 The extent of bias in poverty estimates depends on how much 
 of the discrepancy is attributed to the NSS or the NAS. Choosing 
 between the NSS and NAS is not easy and is well beyond the scope 
 of this report. With the available evidence it is likely that surveys do 
 a better job of measuring poverty than inequality. Getting to the 
 bottom of, and resolving, sources of differences should be a priority 
 for India’s statistical system. 


Growth has tended to reduce poverty. But problems with data 
 cloud our assessment of whether the growth process has become 
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Source: Datt and Ravallion 2009.


Note: Data based on Datt-Ravallion poverty lines and annual rounds of NSS con-
sumption data, except between 1978 and 1988 for which only four rounds of NSS 
data are available. 



(29)more or less pro-poor in the postreform period. Per capita income 
 growth has clearly picked up: per capita GDP grew by only about 1 
 percent in the 1960s and 1970s, at about 3 percent in the 1980s, and 
 at about 4 percent to 5 percent after 1992. The evidence that growth 
 has tended to reduce poverty, including in the postreform period, is 
 also clear. However, the evidence on whether the responsiveness of 
 poverty to growth increased or decreased in the postreform period 
 is inconclusive. The answer depends crucially on whether one is talk-
 ing about growth in mean household consumption, as measured in 
 the surveys, or growth based on the national accounts. As it is, we 
 do not see in the data a robust case for saying that the poverty elas-
 ticity has either risen or fallen. 


The pattern of growth matters for the pace of poverty reduction. 


Agricultural growth, long considered the key driver of poverty 
 reduction in India, has slowed. It appears that, in its effect on pov-
 erty reduction, the acceleration of nonagricultural growth has only 
 been able to offset the reduction in agricultural growth, roughly 
 speaking. (Note the rapid reduction in poverty shown in fi gure 1 for 
 the 1970s refers to a period when aggregate growth was low but the 
 Green Revolution was under way in agriculture.) Of course, if the 
 growing discrepancy between the National Sample Surveys and 
 the National Accounts Statistics shown in fi gure 4 is due to an 
 underestimation by NSS of consumption among the poor as well as 
 the rich, then the rate of poverty reduction after the 1990s might 
 well be signifi cantly underestimated. But on balance, the evidence 
 points to the NSS underestimating the incomes of the rich rather 
 than those of the poor.
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Figure 4  NSS and NAS Consumptions Are Diverging


Source: Datt and Ravallion 2009.
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 Calorie poverty has not declined. Although consumption poverty 
 has steadily declined in India, the number of people who actually con-
 sume calories above the minimum level associated with the poverty 
 line—2,400 and 2,100 kilocalories per day in rural and urban areas, 
 respectively—has not risen (fi gure 5). As of 2004–05, as many as 
 80 percent of rural households were estimated to be “calorie poor.”


A possible explanation for this paradox is a shift in food prefer-
 ences and reduced caloric requirements. Declining poverty, based 
 on consumption expenditures, implies that India’s households could 
 buy more calories. The Indian poverty line was originally anchored 
 in the amount that would enable minimum calorie needs to be met, 
 if a household so chose. So why aren’t households devoting incre-
 mental consumption spending to additional calories? There is tenta-
 tive support for two reasons: First, some evidence is seen of a shift 
 in food preferences from cheaper sources of calories toward more 
 expensive foods. That is likely to be due to changes in incomes and 
 relative food prices, as well as nonincome factors (such as exposure 
 to new foods, imitation of consumption patterns of the wealthy, the 
 infl uence of advertising, and changes induced by public policy). Sec-
 ond, calorie requirements may be less as a result of improvements in 
 the public health environment. A number of developments over the 
 last two decades also imply a decline in activity levels, particularly 
 in rural areas, including greater mechanization of agricultural 
 activities and domestic work, greater ownership of consumer dura-
 bles, greater access to safe drinking water, and expansion of trans-
 portation networks.4 In this regard, it is interesting to note that 
 self-reported hunger has fallen. The share of individuals reporting 
 inadequate food fell from 17.3 percent to 2.5 percent between 
 1983 and 2004–05 in rural areas.


Consistent with the decline in consumption poverty, communi-
 ties also self-report improvements in well-being or declining per-
 ceived poverty. Improvements are seen not only in increases in 
 incomes and purchasing power, but also in some education and 
 health outcomes and an increase in personal freedom and choices 
 (related to reduced dependence on patrons in rural areas and greater 
 enterprise in urban areas).5 In self-reported evaluations of well-being 
 in the 2006 World Gallup Poll survey for India, half the respondents 
 said that their life is “getting better.” Only 12 percent felt that their 
 lives have been getting worse over time (Srinivasan 2007).


Large differences in poverty levels persist across India’s states 
and indeed are growing in urban areas. Figure 6 shows that rural 
areas of India’s poorest states have poverty rates that are comparable 
to the highest anywhere in the developing world. In contrast, urban 
areas of Punjab and Himachal Pradesh have poverty rates that are 
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(33)similar to those found in countries such as Turkey or the richer Latin 
 American countries. There is no clear pattern over time in the spread 
 of rural poverty across India’s states, but in urban areas the range of 
 poverty rates across states has been increasing. 


It is still the case that because poorer states in general are also the 
 most populous, a large proportion of the poor are concentrated in the 
 poorest states. Accelerating progress in the poorest states is important 
 as they are also the states where fertility rates are particularly high.



City Size Matters: Urban Growth and Poverty 


Urban growth not only reduces urban poverty, which is assuming 
 increased importance in relative terms in India, but since 1991 it is 
 also helping to bring down rural poverty. Urban poverty in India is 
 becoming more important relative to rural poverty for two reasons. 


First, India’s urban population is on the increase, especially since 
 1990. In the 40 years after 1950 the urban sector’s share of India’s 
 population only rose from 17 percent to 26 percent, but in the 
 15 years after 1990 it is projected to have risen to 29 percent. Sec-
 ond, urban and rural poverty rates are converging, at least if offi cial 
 poverty lines are used (see fi gure 1). Even though the gap between 
 urban and rural mean consumption levels is growing, urban inequal-
 ity has increased, with the result that urban poverty reduction has 
 been slower than that in rural areas (fi gure 7). 


Urban growth obviously helps to reduce urban poverty directly, 
 but since 1991 evidence has also appeared of a much stronger link 
 from urban economic growth to rural (and therefore overall) poverty 
 reduction (fi gure 8). That could be due in part to the more rapid rural-
 urban migration that urban growth now appears to be inducing—


though migration levels in India remain low compared to those in 
 other countries. Evidence is also seen that other horizontal links 
 have strengthened: urban areas are a demand hub for rural produc-
 ers, a place of employment for rural workers, and, increasingly, a 
 source of domestic remittances. Indeed, the analysis of the nonfarm 
 sector, discussed below, confi rms that urban areas act as a stimulus 
 for rural nonfarm growth.


Urban poverty reduction and urban growth have been most vis-
 ible in large cities. The share of metropolises (cities with 1 million 
 people or more) in India’s urban population increased from just 
 19 percent in 1983 to 27 percent in 2004–05. During that period, 
 poverty levels have halved in these large cities, from 29 percent in 
 1983 to 15 percent in 2004–05. 


However, more than 70 percent of India’s urban population lives 
in towns with a population of less than 1 million, and roughly 



(34)12 perspectives on poverty in india


1.05
 1.10
 1.15
 1.20
 1.25
 1.30
 1.35
 1.40


ratio percent
 1.45


1950 1960 1970 1980 1990 2000 2010
 year


20
 25
 30
 35
 40
 45


1950 1960 1970 1980
 year


1990 2000 2010
 b. Gini index of inequality


a. Ratio of urban mean to rural mean


rural urban


Figure 7  Even Though Urban and Rural Consumption 
 Levels Are Diverging, Rising Urban Inequality Explains 
 Why Urban and Rural Poverty Levels Are Converging


Source: Datt and Ravallion 2009.



(35)–0.2 –0.1 0.0 0.1
 0.1


0.05


0.00


–0.05


–0.1


–0.15


0.1


0.05


0.00


–0.05


–0.1


–0.15


0.2


–0.05 0.00 0.05 0.10


change in log urban mean (%)
 change in log urban mean (%)


change in log head-count index, with controls (%)change in log head-count index, with controls (%)


a. Pre-1991


b. Post-1991


Figure 8  Growing Poverty Impacts of Urban Economic 
 Growth


Source: Datt and Ravallion 2009.


Note: The shaded area shows 95 percent confi dence intervals. 



(36)14 perspectives on poverty in india
 85 percent of the urban poor can be found in these smaller cities and 
 towns. Poverty rates in small towns (population less than 50,000) are 
 signifi cantly higher than in medium-size towns (population 50,000 to 
 1 million), which again are signifi cantly higher than the average for 
 metropolises. Access to key services in small towns also lags behind the 
 larger cities. Small and medium-size towns contain the bulk of India’s 
 urban population (about 70 percent) and, because they are poorer, an 
 even larger proportion of India’s urban poor (about 85 percent).


These smaller towns are poorer, but they have also experienced a 
 15-percentage-point reduction in their poverty levels. Poverty is falling 
 in small towns and large cities alike, at roughly the same rate in abso-
 lute terms. Thus, smaller and larger towns are contributing to poverty 
 reduction more or less in line with their population shares. Overall, 
 only about 10 percent of aggregate urban poverty reduction is due to 
 the increasing size of the more affl uent metropolises. Since small and 
 medium-size towns hold the bulk of India’s urban population, they are 
 responsible for the bulk of India’s urban poverty reduction.


More remote urban centers also tend to be poorer. A recent “pov-
 erty mapping” exercise for three states—West Bengal, Orissa, and 
 Andhra Pradesh—which combined NSS household survey data with 
 census data to estimate poverty at a much more disaggregated level 
 than previously possible, shows that the fi nding of smaller towns’ 


having more poverty survives even when infrastructure access is con-
 trolled for. Distance from a large metropolis is also shown to be a 
 signifi cant determinant of urban poverty. 


Not only would poverty reduction in these smaller conurbations 
 target most of India’s urban poor, but there is also evidence that it 
 would have a larger spillover effect on rural poverty. We present 
 evidence that poverty reduction in small towns has a larger spillover 
 effect on rural poverty reduction than poverty reduction in large 
 cities. Various mechanisms might explain the greater connection of 
 small towns with rural areas. For example, small towns might offer 
 greater scope for daily commuting from rural areas to town, rather 
 than full migration; employment opportunities in small towns may 
 be less skill and human capital intensive; and many small-town ser-
 vices and industries may be oriented around the support of agricul-
 ture in surrounding areas. 



A Casual Transformation: Rural  Nonfarm Employment


Rural areas are being slowly transformed by growth of the nonfarm 
sector. Traditionally, agricultural growth and rural growth have been 



(37)regarded as synonymous. That has always been a simplifi cation, but 
 it is one that has become increasingly misleading. Chapter 3 focuses 
 on the nonfarm sector, which now provides 30 percent of jobs in 
 rural areas, up from 20 percent 20 years ago. In the last 10 years, 
 nonfarm employment has been growing about four times as fast as 
 farm employment, and more rural jobs have been created off-farm 
 than on (fi gure 9).


While the number of people moving into nonfarm employment is 
 growing, the quality of nonfarm employment is falling. Contrary to 
 popular perception, more than two-thirds of nonfarm jobs are in the 
 service sector. Construction is the fastest-growing rural nonfarm sec-
 tor and now provides almost 20 percent of nonfarm employment, up 
 from 10 percent only a decade ago. About 50 percent of participants 
 in the nonfarm sector are self-employed, a ratio that has stayed fairly 
 constant over time. The share of casual employment in total nonfarm 
 employment has risen from 24 percent in 1983 to 29 percent in 2004. 


Growth in the formal sector has mainly been at the lower-paid end, 
 and a dual wage structure is emerging in the regular employment 
 category: well-paid regular employees have seen a growth in their 
 average wage; poorly paid regular employees have seen little growth 
 in their average wage and more growth in numbers. The effect is a 
 trend toward the casualization of the nonfarm sector.
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Figure 9  The Nonfarm Sector Is Now the Source of Most 
 New Rural Jobs


Source: Authors’ estimates based on employment and unemployment surveys of 
 respective NSS rounds. 


Note: Employment defi ned on the basis of principal-cum-subsidiary (usual) status. 


Farm versus nonfarm assignment is based on workers’ reported industry, occupation, 
and employment status. The numbers of farm and nonfarm workers are calculated 
using (a) estimated proportions from unit-level data and (b) total rural workforce as 
in Sundaram 2007.
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 Nonfarm growth reduces rural poverty. It is mainly young men 
 who obtain nonfarm jobs. The poor are more likely to obtain casual 
 than regular employment as they are more likely to be uneducated 
 and socially disadvantaged, which are greater barriers to regular 
 than to casual employment. Because casual nonfarm employment, 
 though worth considerably less than regular employment, still pays 
 considerably better than agriculture (the wage premium is about 
 45 percent; see fi gure 10), the rapid growth of casual employment in 
 recent years is likely to have been poverty reducing. 


A regression analysis of the impact of nonfarm employment, 
 which also takes into account its indirect effects, tells a similar story. 


Chapter 3 presents evidence that nonfarm employment reduces pov-
 erty both directly and through upward pressure on the agricultural 
 wage rate. The agricultural wage growth of the 1990s has slowed, 
 but the analysis shows that without the labor market tightening due 
 to the nonfarm sector, agricultural wage growth would have been 
 slower still. All that said, nonfarm employment growth today is nei-
 ther rapid nor inclusive enough to displace agriculture as a key deter-
 minant of rural poverty in India.


India’s nonfarm growth, slow by international standards, is 
 driven by urban growth, education levels, and state and local fac-
 tors. Although India’s nonfarm employment growth has increased, 
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Figure 10  The Increasing Premium of Casual Nonfarm 
 Wages Compared with Agricultural Wages


Source: Authors’ estimates based on employment and unemployment surveys of 
 respective NSS rounds. 


Note: Employment defi ned on the basis of principal-cum-subsidiary (usual) status. 


Farm versus nonfarm assignment is based on workers’ reported industry, occupation, 
and employment status. The numbers of farm and nonfarm workers are calculated 
using (a) estimated proportions from unit-level data and (b) total rural workforce as 
in Sundaram 2007. Mean and median daily wages are in Rs and are calculated for 19 
major states of India.



(39)it remains slow when compared to those in China and other success-
 ful Asian countries. Chapter 3 takes advantage of the variations in 
 the nonfarm sector across the country to explore the determinants 
 of its growth. The analysis fi nds that the expansion of the nonfarm 
 sector in recent years has been more closely linked to urban than 
 agricultural growth, thus confi rming the previous chapter’s fi ndings 
 of the importance of urban growth for poverty reduction in India. 


The nonfarm sector is also seen to be expanding more rapidly in 
 areas of the country where education levels are higher. As might be 
 expected, state and local factors are also important. 



Beyond Consumption: Toward Health and  Education for All, Haltingly


In contrast to the steady reduction in consumption poverty, India’s 
 record on improving human development indicators is mixed. In 
 several dimensions problems remain stubborn, and though worse 
 for the poor, they are not confi ned to the poor. Literacy rates are 
 at par with Sub-Saharan African countries’ and much behind those 
 in China (see fi gure 11). In 1975, 32 percent of China’s adult pop-
 ulation had secondary education, versus just 16 percent of India’s 
 in 2004.


Viewed through the prism of nutrition and health outcomes, 
  Indians are not doing well. In 2005–06, 43 percent of children (age 
 less than fi ve years) were underweight, 48 percent were stunted, and 
 20 percent were wasted (NFHS-III Report). More than half of adult 
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Figure 11  India’s Educational Attainment Is below China 
 30 Years Ago


Source: Riboud, Savchenko, and Tan 2007. 


Note: Educational attainment among the share of the population aged 15 and 
older. Illiterate includes both the illiterate and below-primary-educated populations.
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