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MESSAGE FROM THE
ACTING ADMINISTRATOR

| am pleased to present USAID’s Vision for Ending
Extreme Poverty. USAID has been at the forefront of
global poverty reduction efforts since our founding, and
President Obama’s clarion call to join with our allies to
end extreme poverty by 2030 has revitalized our mission.
The accomplishment of Millennium Development Goal
#|—cutting extreme poverty in half—has galvanized the
world to believe that ending extreme poverty is possible
and has launched a global movement behind this effort.
This document articulates how USAID defines extreme
poverty, how we can achieve a world without extreme
poverty and what USAID’s role in this global effort will be.

This Vision comes as the Millennium Development Goals
(MDGs) expire and the 2030 Agenda for Sustainable
Development is adopted. Nearly one billion people have
been lifted out of extreme poverty since 1990. This goes
beyond mere measurements of income or consumption
—we have seen remarkable progress across every
dimension of poverty. A child born today is twice as likely
to survive into adolescence as in 1990, while malnutrition
and youth illiteracy have both substantially decreased.

This progress is heartening, but it is not enough. One billion
people continue to live in extreme poverty. If anything, recent
gains compel us to do even more to finish the job and ensure
that no child goes to bed hungry, that nobody is forced to
choose between sending her daughter to work or sending
her to school and that everybody has the opportunity to fully
participate in the economic and civic life of their country.

The U.S. commitment to ending extreme poverty is
enshrined in the 2015 National Security Strategy, in the
2015 Quadrennial Diplomacy and Development Review
and in USAID’s mission statement: We partner to end

extreme poverty and promote resilient, democratic
societies while advancing our security and prosperity.

As the lead development agency of the United States,
USAID is uniquely positioned to partner with the
international community in this effort. Whether we

are promoting agricultural productivity and improved
nutrition, partnering to increase energy access or
investing in global health and education systems—we are
working to support inclusive and sustained economic
growth and reduce extreme poverty. Utilizing an
approach to development that brings together local
ownership, expanded partnership, science, technology
and innovation and relentless focus on results and
accountability, we will hone our efforts to help eradicate
extreme poverty.

This document is the product of an extensive, yearlong
consultative process that included the 2014 Frontiers in
Development Forum, multiple rounds of engagement

by both internal and external stakeholders, a robust
synthesis of the current state of knowledge and a summit
with leading experts, voices from the field, and USAID
staff. It forms a strong foundation that can forge a path to
lift the remaining billion people out of extreme poverty
and set them on a path towards prosperity and well-
being, in collaboration with country governments, civil
society, businesses and local actors.
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EXECUTIVE SUMMARY

A CALL TO ACTION

President Obama has powerfully asserted in consecutive
State of the Union addresses that a world without
extreme poverty is within our reach. The United States
is helping to lead a concerted, international effort to end
extreme poverty. Success will depend, foremost, on the
actions of governments and citizens in the countries that
are home to the world’s extreme poor. USAID, as the
U.S. Government’s lead development agency, will act

as partner and catalyst to achieve this goal, which lies at
the core of our mission statement: We partner to end
extreme poverty and promote resilient, democratic
societies while advancing our security and prosperity.
USAID’s vision for ending extreme poverty frames our
role in this collective effort. It lays out our definition of
extreme poverty; our understanding of what has driven
progress; an analysis of pertinent trends and challenges;
and a strategic framework for USAID’s approach. This
vision is not a new initiative—but rather an opportunity
to sharpen our enduring commitment to sustainable,
inclusive development that reduces extreme poverty in
all its forms. By seizing this opportunity together with
our partners in the U.S. government, we will advance
U.S. leadership on this global priority and enhance U.S.
national security.

DEFINING EXTREME POVERTY

Extreme poverty is the inability to meet basic
consumption needs on a sustainable basis. The
persistence of extreme poverty is a complex and
multidimensional phenomenon. People who live in
extreme poverty lack both income and assets and
typically suffer from interrelated, chronic deprivations,
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including hunger and malnutrition, poor health, limited
education and marginalization or exclusion. Women
and girls in particular face distinct challenges. The
extreme poor often face discrimination, marginalization
or exclusion and are vulnerable to falling further into
extreme poverty, lacking the resilience to cope with
economic setbacks, natural disasters or illnesses.

A THEORY OF CHANGE FOR
ENDING EXTREME POVERTY

The development record is clear: The driver of extreme
poverty reduction is inclusive economic growth supported
by a foundation of effective governance and accountable
institutions. Each country’s path is unique, but there are
commonalities across success stories. Economic growth
spreads through dynamic, vibrant and open markets; it
thrives on investments in people’s capacity and human
capital; it relies on modern infrastructure; it flourishes

in peaceful and just societies; and it both benefits from
and contributes to strong, reliable safety nets. Local
ownership and political will are paramount. Growth itself
must be sustainable and cannot rely on the destruction
of environmental assets as the extreme poor often rely
heavily upon irreplaceable natural resources.

THE CURRENT AND FUTURE
DEVELOPMENT CONTEXT

The eradication of extreme poverty within a generation
is feasible—but it is far from guaranteed. Projections of
economic growth are highly uncertain, but unless growth
is both rapid and inclusive, extreme poverty is likely to
persist in today’s poorest countries, many of which are



in sub-Saharan Africa. A significant number of vulnerable
people also remain in Asia, and pockets of extreme poverty
continue to exist in all regions, even in countries that have
grown into middle-income status. There are daunting
challenges associated with conflict and fragility and with
climate change, and the implications of urbanization may
vary sharply across countries. Emerging opportunities

lie in evolving sources and mechanisms of development
finance, including greater attention to domestic resource
mobilization; youth bulges that can provide a demographic
dividend if supportive social and economic policies are

in place; and the transformative potential of data and
technology. These global trends will shape individual country
trajectories; USAID’s task is to help push these trajectories
toward their most promising possibilities.

A MOMENT OF OPPORTUNITY

USAID is sharpening its focus on ending extreme poverty
by integrating this overarching objective into policy,
planning and programming. We have developed analytical
tools, conducted case studies, hosted learning events
and incorporated this priority into selected Country
Development Cooperation Strategies. USAID will continue
to build on this momentum around four lines of effort:

* issuing operational guidance on integrating extreme
poverty into the Program Cycle;

* tailoring our analytic tools to Mission needs to
embed a greater focus on extreme poverty;

*  rigorously measuring and evaluating the effects of
our extreme poverty-reducing programs; and

* planning strategically to create the flexibility to focus
resources where extreme poverty persists.

In the short term, we will exploit opportunities

to enhance the impact of existing resources and
programming in reducing extreme poverty. This ensures
a strong, focused and clear commitment within existing
budget limitations and relevant program areas. Over
the longer term, USAID will focus even further on
countries where extreme poverty is likely to persist

and on challenges where we are most likely to make

an impact. We will continue to work with developing
country governments, civil society, other donors, local
actors and the private sector to define the most effective
approaches. This does not simply mean targeting pockets
of extreme poverty or limiting our engagement to

very poor countries; in line with a systems approach,

it involves much more than the direct provision of
assistance to the extreme poor. As we join with our
partners to achieve the 2030 Agenda for Sustainable
Development, our Vision for Ending Extreme Poverty
sets a strategic direction for the Agency. It does not
provide all of the answers, but by better understanding
how we can more effectively contribute to this goal,

we can move forward with a new clarity of vision.
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A CALL TO ACTION

President Obama has powerfully asserted in consecutive State of the Union addresses that a

world without extreme poverty is within our reach.' This view embodies the global consensus
expressed in the 2030 Agenda for Sustainable Development, the successor framework to the
Millennium Development Goals (MDGs). The United States is helping to lead this concerted,
international effort to end extreme poverty, and we are committed to implementing this agenda
with our partners to drive development progress by mobilizing action and resources at scale.

“In many places, people live on little more than a dollar a day.
So the United States will join with our allies to eradicate such
extreme poverty In the next two decades.”

— President Barack Obama, 2013 State of the Union Address

Our optimism stems from unprecedented progress in
recent years: Between 1990 and 2011, the share of the
world’s population living on less than $1.25 a day—the
global benchmark measure for extreme poverty—fell

by more than 60 percent. Much of this progress stems
from extraordinary growth in China, India and other
emerging markets in Asia. Yet there have been remarkable
improvements across all regions, especially in the last
decade. Driven by rapid economic growth, rising incomes
are complemented by improvements in health, education,
gender equality, security and human rights.2 These striking
advances reflect broad-based economic and social
progress—enabled by more responsive governments,
more evidence-based policies and a new generation of
leaders taking charge of their countries’ development.
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Yet | billion people still live below the international
poverty line, with disproportionate shares in low-income
countries (LICs), conflict-affected states, rural areas and
among children and disadvantaged groups.* We need to
build on recent momentum to secure gains and extend
these promising trends. Success will depend, foremost,

on the actions of governments and citizens in the countries
that are home to the world’s extreme poor, and the
United States can support these efforts directly. U.S.
leadership can also help inspire and mobilize others to do
their part. U.S. policies on investment, trade, immigration,
climate change, corruption and other issues that reach
beyond our borders can bolster global prosperity, stability
and access to opportunity. U.S. development efforts can
help build pathways for sustainable escapes from extreme
poverty for millions of people globally.



To this end, in 2014, USAID officially adopted a new
mission statement. USAID’s mission statement establishes
ending extreme poverty as an overarching Agency goal
and underscores the inextricable linkages between
reducing extreme poverty, fostering resilience and
building democratic institutions. It also connects global
development directly to U.S. interests, a point reiterated
in the 2015 National Security Strategy, which elevates
ending extreme poverty as a priority for our national

security.” Importantly, the mission statement emphasizes

the centrality of partnership to long-lasting success.

BOX I
USAID’S MISSION STATEMENT

We partner to end extreme poverty and promote
resilient, democratic societies, while advancing our
security and prosperity.

This paper presents USAID’s vision for how we—
collectively—can end extreme poverty and what USAID’s
role is in this effort. The paper offers our definition of
extreme poverty; our understanding of what has driven
progress to date; our analysis of emergent trends and
challenges; and a plan for USAID to better contribute to
this moral, economic and security imperative.

PHOTO: MORGANA WINGARD FOR USAID




DEFINING EXTREME POVERTY

USAID recognizes that extreme poverty is a complex and multidimensional phenomenon;® its
causes and consequences are not monolithic, and they vary according to region, gender, age and
other variables.” In addition to financial hardship, for instance, people living in extreme poverty
also tend to be in poorer health and lack basic, employable skills.

BOX 2:

USAID’S DEFINITION OF EXTREME POVERTY

Extreme poverty is the inability to meet basic consumption
needs on a sustainable basis. People who live in extreme

poverty lack both income and assets and typically suffer

from interrelated, chronic deprivations, including hunger
and malnutrition, poor health, limited education and
marginalization or exclusion.

In many countries, the extreme poor face discrimination,
marginalization or exclusion—whether defined by
characteristics such as age, sex, gender identity, sexual
orientation, ethnicity, race, caste, religion, origin,
geography, disability, legal status or, in many cases,

by multiple, intersecting minority identities. Many are
vulnerable and may make progress only to fall back

into extreme poverty, lacking the capabilities to cope
with economic setbacks, natural disasters or illnesses
that deplete or destroy assets and reduce incomes. For
many, extreme poverty is a chronic condition extending
from one generation to the next. Acknowledging these
inherent complexities, USAID is adopting the definition
of extreme poverty in Box 2.
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Women and girls in particular face distinct challenges,
including gendered aspects of extreme poverty that
manifest themselves within homes and are therefore
masked by poverty statistics at the household level that are
rarely disaggregated by sex or sensitive to gender. Women
spend at least twice as much time in unpaid domestic
work as men, meaning less compensation for longer
hours.? Disparities in land holdings are also severe in many
developing countries, where women constitute fewer
than 20 percent of agricultural holders and the plots they
own tend to be smaller and less fertile.’” Further, gender-
based violence can reduce school enrollment, increase
absenteeism and increase dropout rates,'® disrupting
learning and diminishing future economic opportunities.

We will continue to rely on the World Bank’s
international poverty line* as a benchmark for
monitoring broader progress. People at such a low
level of consumption—or below—Ilack even the most
essential goods and services and tend to face other

* The international extreme poverty line is currently set at individual
consumption equivalent to $1.25 per day at 2005 prices, adjusted for
differences in purchasing power across countries. This line will likely
be updated to $1.75 or more at 2011 prices, with the adjustment
determined by new data on relative purchasing power in 2011. [At the

time of this reprint the World Bank has updated the line to $1.90].


http://www.worldbank.org/en/publication/global-monitoring-report

deprivations such as inadequate shelter. Nevertheless,
while a consumption-poverty line serves as a useful
benchmark for measuring extreme poverty, it does not
define extreme poverty, nor does it convey the whole
story. Those living just above the international poverty
line remain vulnerable to shocks and stresses that could
lead to impoverishment. National strategies to address
poverty and exclusion often feature considerably higher
lines. Our partnerships to reduce extreme poverty
clearly cannot stop once the last person gets above the
international line.

We also believe that USAID should be tracking its
contribution to extreme poverty reduction beyond
consumption poverty at the international poverty

line. This effort should build on existing indicators for
monitoring and evaluating programs that contribute both
directly and indirectly to ending extreme poverty through
the theory of change presented in the next section.

Extreme poverty is a complex
and multinational
phenomenon.

PHOTO: AHMED OUOBA / AFP
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A THEORY OF CHANGE FOR
ENDING EXTREME POVERTY

The past two decades have witnessed extraordinary global declines in extreme poverty.'
Between 1990 and 2011, the total population living on less than $1.25 per day fell by more than
900 million people."> Alongside rising incomes, we have seen improvements in other dimensions
of well-being: A child born in the developing world today is nearly twice as likely to survive

into adulthood, about 40 percent less likely to be malnourished, and 16 percent more likely to
finish primary school.” Figure | depicts annual proportional changes for seven key development
indicators, relative to 1990 levels."

FIGURE I:
EXTREME POVERTY HAS FALLEN PRECIPITOUSLY
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Along with economic growth across the
developing world, extreme poverty—in
all its dimensions—has fallen precipitously.
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This section lays out USAID’s understanding of the recent,
rapid reductions in extreme poverty. It begins with the
individual-level, interrelated outcomes of extreme poverty
reduction inherent in our multidimensional definition and
then explains the relevant factors driving progress at the
systemwide level. These various elements are explained in
turn and then pieced together to form a theory of change
for ending extreme poverty. When this theory of change
is combined with the individual-level outcomes, it forms a
comprehensive conceptual framework.

Just as individual consumption is an indispensable but
limited measure of extreme poverty, higher income is a
vital but insufficient condition for ending it. In addition

to increasing incomes, households must be able to build
assets—especially productive assets—that sustain their
future consumption and provide security in times of crisis.

Eradicating extreme poverty depends on multiple
individual or household-level outcomes (see Figure 2).
Improved food security and nutrition, better health and
well-being, enhanced skills and knowledge, and greater

freedom and autonomy are mutually reinforcing outcomes.

While progress on any one dimension does not guarantee
improvements on the rest, each outcome supports the
others."® For example, higher incomes allow households
to afford more nutritious foods and reduce malnutrition,
which leads to improvements in health and productivity.
The resultant asset accumulation provides a buffer against
shocks that could endanger the household’s food security
and lead to children being pulled out of school.'®

The following sections explore how gains are achieved and
describe the system-level factors that are important for
enabling and making progress across the individual-level
outcomes laid out above—that is, the various dimensions

FIGURE 2:

of extreme poverty. The primary driver of extreme
poverty reduction is inclusive economic growth supported
by a foundation of effective governance and accountable
institutions. We explain the importance of these elements
and then describe the supporting pillars that enable inclusive
growth, e.g., vibrant markets and modern infrastructure.

DRIVER: INCLUSIVE
ECONOMIC GROWTH

Extreme poverty is—in simple terms—a deficit of the
most basic resources. There are two ways to reduce

it: expand the pool of resources overall or reallocate
existing resources. Historically, both factors—growth
and changes in the income distribution—have been
important, but only the former has been indispensable.
No country has rapidly and sustainably reduced extreme
poverty without substantial economic growth. Across
countries, aggregate growth—Ilifting incomes across the
economic spectrum—Ahas accounted for at least two-
thirds of reductions in extreme poverty."”

Nevertheless, growth is not all that matters—positive
societal outcomes are not guaranteed, and the averages
mask significant differences in country experiences. The
widespread distribution of gains—that is, the inclusiveness
of growth—is essential, not just for sharing the benefits
of growth widely, but for accelerating and sustaining

the growth process itself.'® Furthermore, economic
growth must be sustainable over the long term to avoid
sacrificing future progress for short-term gains.

Many countries with high rates of extreme poverty rely
heavily on agriculture as the basis of their economies."
Across Bangladesh, the Democratic Republic of

INTERRELATED OUTCOMES FOR ENDING EXTREME POVERTY
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Congo (DRCQ), Ethiopia, Madagascar and Tanzania, for
instance, agriculture accounts for anywhere from 16

(Bangladesh) to 45 percent (Ethiopia) of gross domestic

product (GDP) and for a significantly higher share of

employment.2’ With large shares of the extremely poor
in these countries living in rural areas and depending on

farming and related activities, agricultural productivity

growth remains key to reducing extreme poverty. Across

sub-Saharan Africa, in particular, growth in agriculture
has been associated with much larger reductions in
extreme poverty than growth in other sectors.?!

For the extremely poor, inclusive growth entails—
above all—obtaining more productivity from their
labor. Increased productivity happens every day in
commonplace ways: the use of modern seed varieties

and other improved inputs to increase output and sales;

a new, better-paying job in a nearby factory or shop; a
mobile phone to allow online banking; another year of

learning in school to provide employable skills; insurance
to defray unexpected health costs; a connection to the

BOX 3:

DEFINING INCLUSIVE ECONOMIC GROWTH

Inclusive growth is economic growth that includes all
major income groups, ethnic groups and women, and
significantly reduces extreme poverty. It is essentially
synonymous with broad-based or pro-poor growth, and
USAID has used the terms interchangeably. For instance,
USAID’s most recent Strategy for Economic Growth calls
for rapid, sustained and broad-based economic growth.
USAID’s interpretation of pro-poor growth is in line with
the absolute definition, which focuses on increases in

the incomes of the poor. This is opposed to the relative

definition, which characterizes growth as pro-poor only
if the incomes of the poor grow faster than those of the
population as a whole, i.e., if inequality falls.

energy grid to allow a child to do schoolwork at night;

a cleaner, closer water source to reduce the burden of
fetching water on a woman'’s time and energy; the use

of modern contraception to enable smaller families and
more women in the labor force; a vote for a more honest
and capable leader, with the promise of less corruption
and more local investment. The cumulative effect of
everyday improvements like these is what propels
extreme poverty reduction.

Sustainable escapes from
extreme poverty require
preventing impoverishment
by reducing vulnerabllity to
shocks and stresses.

Economic growth, however, is often variable, volatile and
unevenly distributed—not everyone benefits equally.22

In addition to concerns about the equity of non-inclusive
growth, increasing inequality can lessen the impact of
growth on extreme poverty? and also stifle further
progress as lower inequality is associated with faster and
more durable long-term growth.?* Inequality has decreased
in recent years both globally?® and within most developing
countries?® —including unprecedented improvements over
the last decade in Latin America.” There are nonetheless
still many countries where inequality remains high or has
increased in recent years. Resource riches, for instance,
may only enrich a corrupt elite or corporations that control
commodity exports, or a thriving technology sector may be
slow to benefit rural areas.

In many countries, certain regions face historical
inequities and neglect, and particular ethnic, religious or
caste groups face entrenched discrimination, leading to
disproportionately high levels of extreme poverty.

Other characteristics like disability; lesbian, gay, bisexual,
transsexual and intersex (LGBTI) orientation; and non-
citizenship or asylum status are commonly correlated
with higher poverty rates due to social or economic
exclusion.?® These patterns can generate significant
economy-wide costs due to decreased labor and
productivity, underinvestment in human capital, and an
inefficient allocation of human resources.”

The extreme poor are highly vulnerable to shocks and
stresses, including weather extremes and other effects

of climate change, which can render the benefits of
economic growth unsustainable.*® Many are dependent on
land-based, climate-sensitive economic activities such as
farming, fishing and tourism. Extremely poor communities
tend to live in harsh, disaster-prone areas with higher
temperatures, variable rainfall patterns, greater flood risk,
and increasingly frequent severe weather.
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BOX 4:

HOW USAID REDUCES EXTREME POVERTY

USAID’s existing lines of effort promote development

progress and provide a significant contribution to reducing

extreme poverty. Yet these programs can be refined and
reinforced to achieve even greater impact. This does not
require a radically different approach or a new, standalone
initiative, but, rather, an extension and deepening of the
work we carry out with our partners:

Increase food security
Improve lives through education and learning

Promote global health and strong
health systems

Promote sustainable, broad-based
economic growth

Prevent and respond to crises, conflict,
and instability

Provide humanitarian assistance and support
disaster mitigation

Expand and sustain the ranks of stable, prosperous
and democratic societies

Reduce climate change impacts and promote low
emissions growth

Boxes 5 through |3 highlight how USAID’s existing core
development objectives and strategic priorities contribute
to ending extreme poverty. These diverse programmatic
examples strongly reinforce that the multidimensional
nature of the extreme poverty problem requires we take a
multidimensional approach.

Economic growth cannot rely

on the destruction
of environmental assets.
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The extreme poor also have the least capacity to cope
when disaster does strike, or to rebuild in its aftermath.
Sustainable escapes from extreme poverty thus require
preventing impoverishment—that is, falling back into
extreme poverty. Growth itself reduces the risk of
impoverishment, but sustainable escapes from extreme
poverty also require building resilience to immediate
shocks such as an earthquake or drought; long-term
stresses like changing weather patterns; and personal or
systemic risks such as a bout of malaria, the loss of land,
an economic slowdown or a civil conflict.®

Growth itself must also be sustainable, without sacrificing
long-term stability and competitiveness for near-term
gain. With nearly 1.6 billion people in the developing
world relying on forests for part of their livelihood and
500 million depending on fisheries,*? growth cannot rely
on the destruction of environmental assets by myopically
sacrificing irreplaceable resources such as land, forests,
bodies of water or other natural capital. Energy and
industry, for example, are fundamental to a country’s
economic transformation but can produce harmful
externalities that aggravate global climate change, alter
weather patterns, cause respiratory disease or other
ilinesses, and endanger local species.

The extreme poor are to a far greater degree the victims
of environmental degradation than the perpetrators, and
the sound management of common resources such as
wildlife, forests and watersheds is essential to long-term
prospects for ending extreme poverty.

In summary, the development record is clear: Inclusive
economic growth drives extreme poverty reduction.
While there is no one path to growth,® there are
broad commonalities across successful episodes of
growth and extreme poverty reduction. As outlined
later in this section, inclusive economic growth spreads
through dynamic, vibrant and open markets; it thrives
on investments in people’s capacity and human capital;
it relies on modern infrastructure; it flourishes in
peaceful and just societies; and it both benefits from
and contributes to strong, reliable safety nets—public
and private, formal and informal. At the base of these
pillars of inclusive growth lies a foundation of effective
governance and accountable institutions.>*



FOUNDATION: GOVERNANCE
AND INSTITUTIONS

The fundamental difference between societies that
sustain high levels of prosperity and human development
and those that do not lies in the formal and informal
policies and institutions that govern the exercise

of political power, relations within society, and the
functioning of markets.*® Therefore, all components of
our theory of change rely on a foundation of effective
governance that must ultimately be sustained by a web
of accountable institutions in both the public sector

and civil society. Governments that secure the safety

of their citizens, implement smart fiscal and regulatory
policies through accountable institutions, and expand the
scope for political voice and participation not only drive
inclusive growth, but also sustainably reduce poverty in
all its dimensions. Many governments, including across
Africa, have been doing just this.*

Extreme poverty is
underpinned by poor
governance and corrupt
instrtutions.

Strengthening the underlying mechanisms of voice and
accountability will be crucial to reinforcing ongoing
advances in domestic revenue mobilization and ensuring that
all segments of society have access to quality public services,
whether in agriculture, health, education or infrastructure.*”

Conversely, in a country in which institutions are
ineffective, the prospect for eradicating extreme
poverty are dim. Fragile states are home to an increasing
proportion of the world’s extreme poor (for further
discussion, see Section 4).3® These countries are prone
to dysfunction in how the state operates or interacts
with its citizens because of ineffective policies and
institutions, illegitimate leadership and corrupt politics,*
or a combination of these factors. USAID’s Democracy,
Human Rights, and Governance (DRG) Strategy emphasizes
that extreme poverty is underpinned by poor and
undemocratic governance, corrupt institutions, and
entrenched power dynamics that lead to exclusion.*°

BOX 5:
ADAPTING TO CLIMATE CHANGE THROUGH
CLIMATE-RESILIENT GROWTH

USAID’s Global Climate Change and Development Strategy
seeks to promote low-emission, climate-resilient
economic growth. It is organized around three strategic
objectives: mitigation to accelerate the transition to low-
emission development through investments in clean energy
and sustainable landscapes; adaptation to increase the
resilience of people, places and livelihoods; and integration
to incorporate climate change considerations into core
development programs. For example, communities in the
high mountains of Asia are extremely marginalized and
poor given the inaccessibility of their locations and their
proximity to the impacts of climate change. Glacier retreat
and more erratic snows are reducing the available water
supply and affecting communities dependent on highland
agriculture and pastoralism. In response, USAID supports

the planning and implementation of adaptation practices in

highly vulnerable communities living at the headwaters of
Asia’s great rivers.

Many fragile states have been devastated by past conflict
or are highly conflict-vulnerable today, which further
impedes meaningful prospects for stability and growth.
Maintenance of peace and stability is a core function

of governance and a critical enabler of investment and
growth (see the discussion of the Peace and Justice pillar).

The role of democratic political institutions in growth
and extreme poverty reduction is complex and
subject to ongoing debate. Recent evidence suggests
that democratization increases GDP per capita by

20 percent over the long-run*' and that it is good for
development overall.* But sequencing of political, social
and economic reforms depends on country context,
local ownership, and political will. In terms of social
outcomes, democracies have performed better than
non-democracies in achieving the MDGs, on average,
though the difference is small.*
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BOX 6:

STANDING WITH CIVIL SOCIETY

In addition to voicing citizens’ views and holding
governments accountable, the innovation and energy
that civil society actors bring are essential to tackling
complex issues like ending extreme poverty. In recent

years, however, constraints on freedom of expression

and assembly and limitations on foreign financing have
narrowed civil society space in many countries around the
world. In response, President Obama launched Stand with
Civil Society in September 2013, a multilateral, multiyear
effort to support, defend and sustain civil society across
the globe. USAID plays a leading role in implementing
Stand with Civil Society by strengthening the legal and
regulatory environments; supporting regional civil society
innovation hubs; and fostering innovation, partnerships
and support for the activities of civil society in their
efforts to end extreme poverty. For example, USAID is
leading the Civil Society Innovation Initiative, a multidonor
partnership that, together with civil society leaders, will
create six networked regional civil society innovation hubs
around the world by 2016.

On the whole, autocracies have experienced more
volatile growth patterns and more extreme growth
episodes. While a few have seen rapid growth and

development, these constitute a small minority of non-

democracies, and others have seen comparably dismal
development results.*

Countries with sustained development progress tend, at
minimum, to have sufficient controls on executive power,45
and powerful national legislatures can provide such checks

and disperse power more evenly.*® Successful countries
typically embed leadership in an effective institution,
e.g., a political party, bureaucracy or parliament. Sound

economic governance is embodied by efficient regulatory
and trading systems that protect the competitive process

and allow enterprises to grow and prosper in a manner

that brings prosperity to all. This also requires the capacity

to implement and enforce policies and to ward off rent-
seekers, and the ability to overcome informational and

coordination constraints through constructive engagement

with the private sector (see Box 10).¥
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PILLARS OF INCLUSIVE
ECONOMIC GROWTH

VIBRANT MARKETS: EMPLOYMENT
AND ENTREPRENEURSHIP,
ECONOMIC TRANSFORMATION

Labor income plays a crucial role in the ability of extremely
poor households to exit poverty. These incomes reflect
the interplay between the amount and type of labor the
household can supply and the wages or self-employment
incomes available to labor in locations accessible to the
household. At the household level, therefore, labor income
is constrained by the household’s demographic, health

and education history, which determines its endowment

of labor. For low-skilled households, this endowment can
generate vastly different incomes, depending in large part on
system-wide determinants of productivity, wages and the
self-employment income available to the extremely poor.

Most of the extreme poor work as part of small-scale
enterprises in the farm sector, rural non-farm sector or
urban informal sector, and often rely on multiple sources

of income. Income gains in these activities therefore pay

a disproportionate return in reducing extreme poverty.*
Nearly half of the extreme poor of working age are
employed as wage workers, whether in farm or nonfarm
enterprises.” In the agricultural sector, key system-wide
determinants of increased labor and self-employment
income include the introduction of new crops or techniques
through extension activities, and secure property rights that
incentivize productivity-enhancing investments.*

Integration into international value chains is another
increasingly important determinant, as improvements

in transport and communications reduce the cost of
participating in wider markets. In urban areas and the rural
nonfarm sector, improvements in the business environment
can generate sustained increases in the return to unskilled
labor, including market reforms that allow small-scale
enterprises to flourish, remove barriers to formalization,
and encourage the expansion of profitable private
enterprises in manufacturing and services.

The extreme poor also benefit greatly from wage-labor
markets that are open to all workers. This is particularly
true of women—who comprise approximately

43 percent of the agricultural labor force in developing
countries®’—and other marginalized groups, who



often face systemic barriers in accessing wage-labor
opportunities and acquiring the inputs necessary for
profitable self-employment and entrepreneurship.>

Better functioning financial institutions and markets are
crucial to growth and extreme poverty reduction via
business investment and the demand for labor.>* While
there are limitations to the transformative impacts of
microcredit, it can provide more freedom of choice and
the opportunity to be more self-reliant.>*

Across all sectors, mobile technologies are expanding the
access of the extreme poor to formal financial services,
including secure vehicles for saving. In combination with
other interventions, including financial literacy training
and transfers of productive assets, financial inclusion has
been shown to generate sustainable increases in labor
income for the extreme poor.>

At the economy-wide level, a twofold economic
transformation has played a key role in the achievement
of inclusive and sustained economic growth in countries
with large rural populations. At the heart of this

process is a transformation of rural markets, driven by
improved and more input-intensive farm technologies
and increased agricultural output per hectare. This rural
transformation includes the development of a flourishing
rural nonfarm sector.

FIGURE 3:

Non-farm earnings account for half of rural income in
Asia and Latin America, and at least one-third in Africa.*
Alongside this rural transformation is a shift in the
economy’s labor force from agriculture to sectors with
higher labor productivity. Jobs in industry and services add
nearly twice the value per worker as jobs in agriculture.
And within all sectors, there is a shift from informal to
formal occupations, along with diversification into new and
higher-value market activities.” The details differ sharply
according to context,® but the transformation of local

and national economies is essential to providing market
opportunities and broadening options for sustainable
escapes from extreme poverty.

Successful integration into international markets will
continue to be a hallmark of rapid growth and extreme
poverty reduction.*® Globalization will continue to favor
“production cities” that reduce extreme poverty through
the expansion of jobs in export-oriented manufacturing
and services. Africa’s exports, by contrast, continue to be
dominated by primary commodities, often in sectors that
generate large economic rents such as oil and minerals.
These exports can sustain high rates of urbanization,

but with little formal-sector job creation or direct
contribution to economy-wide productivity.®
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BOX 7:

INCREASE FOOD SECURITY

Feed the Future is the U.S. Government’s cornerstone
initiative to combat extreme poverty, hunger and food
insecurity through inclusive agriculture-led growth, promoted
by increasing agricultural productivity, expanding markets and
trade, increasing investment and job generation, and improving
nutrition. Across the areas where we work, Feed the Future
aims to reduce extreme poverty by an average of 20 percent
as measured by the $1.25 a day consumption threshold.

As an example, in the Senegal River Valley, Feed the Future
supported the Project for Economic Improvement (PCE),

which focuses on building smallholder-based rice value chains.

In 2014, almost 61 percent of PCE households reported having
improved their farm operations through increased sales, use
of transport services, machinery acquisition, fertilizer use,

and land rental or purchase, with greater access to loans to
finance their productive investments. Furthermore, in Africa,
Feed the Future helps to strengthen regional institutions
through capacity building and technical and financial assistance,
including support for the Comprehensive Africa Agricultural
Development Program (CAADP), an Africa-owned policy
framework for improved food security and nutrition,
agricultural transformation, and inclusive economic growth.

Increasing agricultural productivity, therefore, remains
crucial to reducing extreme poverty in Africa. So does
increasing the quality of urban public spending, including
infrastructure improvements that can enhance the
productivity of labor in Africa’s cities and accelerate the
transition to increased reliance on manufacturing and
services and higher-value agricultural production.

HUMAN CAPACITY: EDUCATION
AND TRAINING, HEALTH CARE
AND FAMILY PLANNING

Access to schooling is critical for breaking the transmission
of extreme poverty from one generation to the next.

In developing countries, an additional year of schooling
increases earnings by more than 10 percent.' More
broadly, each 10 percentage point increase in the share of
students with basic literacy boosts economic growth by
0.3 percentage points per year.? Basic literacy and math
skills raise prospects for finding a better job and have
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BOX 8:

IMPROVING LEARNING IN BASIC EDUCATION

USAID’s Education Strategy responds to a stark
reality: Many poor children never learn to read,
despite years spent in a classroom. Worse, as kids
fail to learn, their parents are more likely to pull
them out of school altogether. USAID efforts start
with Early grade Reading Assessments. The program
then tailors interventions to context, including to
increase time devoted to learning (e.g., by combatting
teacher absenteeism); improve teaching techniques,
especially for reading; provide instruction in children’s
native languages; and continually assess whether
students are in fact learning. In Kenya, for example,
USAID partnered with the Ministry of Education to
pilot a program to train more than 5,800 teachers
and principals and gather rigorous data on learning
outcomes. Nearly 316,000 children benefitted from
the improved teaching methods and educational
materials. Evidence of the pilot’s success convinced
President Kenyatta to embrace the approach, which
will be scaled up to serve more than 5 million children.

substantial positive spillovers like improved health, lower
fertility, less crime, and greater civic participation.®®

Improved learning in early grades also paves the way
for better performance in post-secondary learning

and training.®* Yet extremely poor families generally
face barriers in sending their children to school and

in continuing their education. Barriers may include
fees, supplies and uniforms, transport and other out-
of-pocket costs, plus the opportunity cost of keeping
children in school rather than putting them to work.
Under-investment in education is especially common in
areas of conflict—Ileading to fewer years of education
and decreased literacy®*—and in difficult economic
circumstances, particularly in poor countries.®® Ultimately,
however, time spent in the classroom only matters if
students learn valuable skills (see Box 8).

Better health care and nutrition, likewise, improve the
quality of life, increase longevity, bolster learning, and
contribute to a strong and productive workforce. Poor
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nutrition during a child’s first 1,000 days can have a lifelong
impact resulting in 20 percent lower lifetime earnings.®’
Poor health can trap households in extreme poverty due
to diminished earnings and uninsured costs of care, which
diverts savings from productive investments.®® Globally,
malnutrition reduces gross economic output by an
estimated 6 percent.®’ Catastrophic health shocks, like the
death of a breadwinner, can also sink a family into extreme
poverty. These shocks tend to be substantial, infrequent,
and pose lasting effects,” but smaller families are better
able to mitigate their effects.

Women who are able to plan their families are more likely
to have fewer children, be healthier and better nourished,
finish school, and participate in economic and civic life.

As a result, those women and their children are less likely
to be poor. Voluntary spacing of child births and limiting
of family size enhance the ability of families to increase
household savings and invest more resources in each child.
Moreover, lower fertility leads to demographic changes,

reducing the ratio of dependents to income-earners

and increasing the size of the workforce and national
savings.”? In fact, lower dependency ratios accounted for
nearly one-fifth of extreme poverty reduction in a study
of successful countries.”

MODERN INFRASTRUCTURE:
CONNECTIVITY AND ENERGY,
WATER AND SANITATION

Energy and connective infrastructure—both physical
and digital—are essential for economic growth. Roads,
energy access and mobile networks have made it easier
for people to engage in markets and have allowed them
to be more productive with their labor and assets. In
the same way, infrastructure enables business growth—
ports, highways, airports, broadband Internet, and
reliable electricity supply enable firms to increase output
in manufacturing and services and engage more widely
in national, regional and international trade.
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Many of the extreme poor, however, lack access to settings and in stable developing countries. Nearly two-

modern infrastructure, and nearly 1.4 billion people thirds of the extreme poor live in countries affected
lack electricity altogether. The challenges in meeting by high levels of violence from armed conflict that can
infrastructure needs are immense: The total shortfall result in significant hardship at the household level:® a
in developing countries is estimated upward of a trillion breadwinner killed; fear of harm inhibiting or distorting
dollars per year, excluding operation and maintenance, behavior; assets destroyed; displacement from land;
with considerably larger infrastructure costs per capitain  or essential services cut off. In areas of armed conflict
sub-Saharan Africa.” Progress is dependent not only on or high levels of violence, women and men encounter
financing but also on addressing institutional constraints risk in pursuit of their everyday livelihoods and women
that undermine the effective provision of infrastructure, also experience a sharply elevated risk of gender-based
including corruption, weak regulatory regimes, and violence (GBV).% For the broader economy, insecurity
neglect of environmental impacts.” can divert public resources, scare off private investment,

destroy infrastructure, or feed political instability.®’ For
On the other hand, the exponential spread of mobile

example, Syria lost 35 years of development progress
technology—which leapfrogged landline access in Africa—

: - between just 2011 and 2013 as a result of its conflict.®
shows that when technological conditions are favorable,

modern services can flourish even in the poorest

regions, thus transforming economic participation, civic BOX 9:

engagement, and communications for the extreme poor.” STRENGTHENING HEALTH SYSTEMS

Infrastructure is also critical for clean water and sanitation. USAID health programs seek to help our partners break
Water is the most basic necessity, and without it, a person the vicious cycle of health crises and impoverishment—
cannot live, let alone rise out of extreme poverty. One-fifth of in particular, by ending preventable child and maternal

the developing world lacks access to clean water and nearly deaths, achieving an AIDS-free generation, and protecting
half lack adequate sanitation.” Approximately 1.2 billion people communities from infectious diseases. A strong health

live in areas of physical water scarcity, and another |.6 billion system provides the foundation for a healthy society and
people live in countries facing economic shortages in which protects against a disease burden that is shifting rapidly
governments lack the resources to provide adequate water.”® and in unpredictable ways, and we invest in health systems

as a foundational and integral part of our Global Health

For most of the extreme poor, however, water is
P programs. In Rwanda, for example, USAID supports the

available, but it is unclean and sanitation systems are
deficient. This poses health risks due to waterborne
and communicable diseases, parasites and toxins from
tainted water sources; open defecation; unsafe trash
disposal; and poor hygiene practices that lead to chronic

Ministry of Health’s community-based health insurance

system, which now covers 90 percent of the population.
USAID helped assess households’ financial status to
ensure that extremely poor Rwandans can enroll without

. ) being charged for premiums or services.
illness and death. Moreover, water collection perpetuates

gender inequality by imposing a significant time burden
on women in LICs. Poor water and sanitation cost
developing countries 2 percent of GDP, on average, and
up to 5 percent in sub-Saharan Africa—exceeding total
foreign aid to the continent from all donors.®

The rule of law extends beyond personal safety alone:
Property rights and secure land tenure are essential
for enabling entrepreneurs and investors to obtain
land and expand businesses.®? Lack of property rights

PEACE AND JUSTICE: SECURITY AND is also a major barrier undermining women’s economic
RULE OF LAW, CITIZEN VOICE AND empowerment.”® A secure property right allows an adult
SOCIAL COHESION to leave home for work, thus enabling more productive

‘ . . mployment and increasing a h hold’s labor ly.?!
Public order and the rule of law underlie well-functioning employment a creasing a household's labor supply

markets and are vital for securing property and ensuring  Additionally, legal identity is key to legal recognition,
protection from harm. This is true both in conflict including enabling participation, the enforcement of rights

and claims, and the equitable delivery of public services.??
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Nearly 300 million children under the age of 5 lack birth
certificates—more than two-thirds in LICs*—which can
exclude them from essential services such as education or
social protection.®* Exclusionary standards of legal identity
are of particular concern for members of the LGBTI
community who do not fit binary gender definitions.

Constraints on autonomy and opportunity, limited
freedom and mobility, and marginalization or exclusion
from political or social structures are all characteristics
of communities living in extreme poverty. For example,
GBV often goes unreported or unpunished due to
discriminatory cultural norms or limited capacity, and
this can negatively impact the ability of women to
participate productively in the labor force.”® GBV can
have large impacts on aggregate economic output. For
instance, the direct and indirect costs of intimate partner
violence amount to more than 2 percent of GDP each
year in Bangladesh.

BOX 10:

ENABLING THE PRIVATE SECTOR

USAID aims to help achieve growth that is rapid, broad-
based and sustainable. The primary focus of the strategy is
on strengthening markets, primarily through interventions
that help improve the business enabling environment for
private sector activity and employment. Access to reliable
power remains one of the most significant impediments
to growth in Africa, and, in response, Power Africa

is supporting renewable energy projects across the
continent. For example, the U.S. African Development
Foundation and USAID partnered with GE Africa on

a competition to fund innovative energy projects that
benefit energy-poor communities. To date, 28 African
entrepreneurs have been awarded grants to deploy
renewable resources to power economic activities in rural
or peri-urban communities. One winning enterprise, The
Kumasi Institute of Tropical Agriculture, is working with
farmers to install a 20-kilowatt biomass-to-energy plant.
The electricity will be used to process local women'’s palm
oil products in an off-grid town in central Ghana, helping
them to produce better quality goods that can be sold at
higher prices.

Through more meaningful citizen voice—whether through
voting, public discourse, participation in local governance,
or simply the freedom to engage in markets—people living
in extreme poverty can better express their demands and
desires. This applies not just to their governments, but
also to civil society organizations, corporations and foreign
donors. True participation also requires transparency

of rich and accurate information from holders of the

public trust, as well as accountability mechanisms so that
demands are not ignored.

Likewise, stronger social cohesion—signified by social
inclusion, upward mobility and strong community
networks—creates space for debate, forestalls conflict,
and fosters trust among political leaders and bureaucrats,
producers and consumers, and investors and lenders

to support an equitable and well-functioning economy.
When inequality or social tensions are severe, more
effective institutions can defuse their negative effects by
managing conflict, controlling corruption, and enforcing
the rule of law.”

BOX I1:

EMPOWERING WOMEN AND GIRLS

USAID’s Policy on Gender Equality and Female
Empowerment highlights the asset gap women face,

its impact on their earnings and productivity, and the
importance of reducing these disparities. Gender
differences in access to productive inputs, particularly
land and credit, are one of the main factors driving
gender gaps in earnings and productivity.”” Female-
headed households are far less likely to own land than
their male counterparts,® especially in sub-Saharan
Africa. Women individually own just |7 percent of all
documented land in Malawi, |1 percent in Tanzania,

and 5 percent in Niger.®' In contrast, women in

Tanzania with strong land rights are three times more
likely to work off-farm and more likely to have higher
earn