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Solve global poverty?

My guess of the
percent of attention
(broadly speaking) in

development
discourse (popular and
professional)

Programs targeted at the poor (e.g. micro-finance (savings,
credit, insurance), social enterprises, entrepreneurship,
(gender focused), livelihoods, livestock, job training, cash

. o 80%
transfers, empowerment, provision of specific
goods/services (e.g. water, sanitation), targeted scholarships,
etc.)
Broad based economic growth
¢ 19%

Reducing restrictions on the mobility of low-skill labor 19
0



My argument is that this allocation of
time, attention, research, resources is
exactly wrong

All of the difference in poverty across countries is
accounted for by differences in the median (middle
point) of the distribution of consumption
expenditures. Broad based growth is necessary and
sufficient for eliminating poverty

For a given level of income across countries far and
away (by orders of magnitude) the most reliable
and cost-effective means of reducing poverty is
reducing existing restrictions on the mobility of low
skill labor



The most common measure(s) of

“poverty”

! Poverty line

Everyone
in HHs
below

the PLis

poor

Consumption expenditures
per personin a HH

Three standard measures:

Headcount: number or
percent in poverty

Gap: money amount of gap
from existing incomes to
poverty line

Intensity: Square of the
distance to poverty line

(technically, in continuous
distributions these three are
weighted partial integrals of
the distribution of
consumption expenditures)



Option 1: Kink it up
Imagine an
externally
financed | Poverty line
transfer to

eachHH of | /‘ Green dashed distribution is the post

“perfect targeted” anti-poverty

difference L N . . .
I v, intervention (with a kink at the poverty
between pre- line)
program /! \
. / u
consumption \
. /
expenditurgs l \\
4
and povelr,ﬂ "\ Distribution without “intervention” or
line K : \\ “program”
U
,I \~~I _
ll l _ =~y
¢ "-__- .

,/, u
L'_—4

Consumption expenditures
per person in a HH



Option 2: Uniform shift to the right
(everyone increases by the same
proportionate amount)

_ Poverty line

Blue is “before” and Green is “after”

Consumption expenditures
per person in a HH



Option 3: Change place: person/HH
shifts to a different place with a
different distribution

_ Poverty line
Blue is “place moving from” and Green is “place

Consumption expenditures
per person in a HH



That was set-up, core of the
presentation is three empirical facts
(each with a cool graph)

* First, all of the differences across countries in the
level of headcount poverty are accounted for by
differences in the median of the distribution

* The best gain from in situ targeted programs is
small and costly to get

* The gains from low skill labor mobility are
massive—and roughly, can be, free (or better) to
the receiving country and so are cost-effective as
mobility (can) pay for itself



Headcount poverty rate
0.2 03 04 05 06 0.7 08 0.9

The correlation of actual headcount poverty and poverty

1.0

0.0 0.1

predicted from the median of the distribution is .994

I . I

I

- = Predicted (powers —2 to 5) $1.90/day, Rsq=0.983

Predicted (powers —2 to 5) $3.20/day, Rsgq=0.988
Predicted (powers —2 to 5) $5.50/day, Rsq=0.988

1000

Median annual income/consumption (country/years<8000)

© Actual $1.90
Actual $3.20
A Actual $5.50
;,-'.:‘_ N
...".:-; “ Al
A A %‘; |
iy AA A §AA&A
@CS(%%?O S %Aﬁiéa N A g A . A
:', e ‘:'f:f..‘.“, % -.'\:‘: et \ A’ er*'%% «u, ,‘ :_ -‘ :yw_, ’fé\ A
2000 3000 400 5000 6000 7000 8000




Headcount poverty rate at $1.90/day
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At most 1.7 percent of the differences in headcount
poverty rates can be attributed to anything about a
country, conditional on the median

Features of a country’s politics—democracy or not, left
or right ideology

“Policies” generally
Inequality

And the net effect of variation across countries in the
impact of existing anti-poverty programs on headcount
poverty—of all the types that are widely discussed and
debated, anything that might have shifted the
distribution that affected poverty—are a sub-set of this
1.2 to 1.7 percent of the variation.



What is going to be the best you can do for the poor
with direct targeted income/well-being enhancing
programs in place?

e Start with the economists’ presumption that people
are mostly doing the best they can for themselves.

* This implies that there should not be extraordinarily
high return investments in what are “private goods”
(e.g. rival, excludable goods with (potential)
markets)—Ilike productive assets, training,
information(ish), etc.

 As a benchmark, the historic real rate of return on US
stocks is around 6 percent—so a 10 percent return
(at the risk of the US market) is a fantastic return



A return of 10 percent off of a low
base in a small number

Population weighted average gain

from low skill labor mobility (lower...

10 percent increase over the Global
Poverty Line

NPV of gain sustained for 50 years,
discounted at 5 percent

NPV, 10 percent

10 percent increase over average
low skill wage

NPV of wage gain sustained for 50
years, discounted at 5 percent

NPV of 10 percent gain sustained for
50 years discounted at 10 percent

(98]

3

7,115

What would you pay for an annuity that
paid you $277 a year for the rest of

your life if your discount rate was 5
percent?

$277 forever for $1000 today would
have a 28% return and NPV(5) of about
S4000.

$277 forever for $10,000 today would
have a 1.4% return (lower than your
discount rate so a negative NPV)

H $4,70

5o 4000 $g000 512,000 SHEHBY js what you could pay and have

zero NPV.



The “Graduation” approach to raise incomes of the ultra-poor
generates $344 in year 3 income with $4545 in year 2 costs
(rigorous RCT evaluation across six countries)

18000 M Year 3 nondurable
consumption ITT
$16,000 515,375
$14,317 treatment effect
$14,000 . 513,845

$13,119

B NPV of total costs (line 2
of table 4)

$12,000

$10,000

$8,000
m NPV at 5 percent of

benefits less costs of
multifaceted poverty
program

$6,000

$4,000 -

B Lower bound of the
estimate of the annual
wage gain of low-skilled

$2,000 -

$0 -

Ethiopia India Pakistan Ghana Peru Average .
(excluding male worker (correctlng

Honduras)

for selection)



The “best you can do”: among anti-
poverty programs think of “cash” as
the “index fund”

Many anti-poverty programs do not outperform just
giving targeted HHs cash because the costs of
delivering interventions are often high and the gain of
intervention versus cash low (or negative)

Even the “best” programs (like graduation) have a
return that is modest (around 7 percent) and only
debatably beat cash.

This means would should expect a dollar of gains to the
poor should cost a dollar (which, given declining
marginal utility of income could be a terrific thing)
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The marginal utility of the lowest quintile of US
consumption is 12 times higher than the 80" percentile
in India—which is 2.3 times as high as the $2.50 poor
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The least you can do for the global
poor is way better than the best you
can do



The “price equivalent” of border based
restrictions on labor

* The tariff of 10 percent on a specific product (say, sugar) would be
expected to raise the domestic price of the product by 10 percent.

e Suppose that instead of a tariff the government imposed a quota that
limited imports to 10,000 tons of sugar. We could ask: “how much
higher is the price of sugar due to this quota?” There is some tariff on
imported sugar such that the demand would be 10,000 tons. That
tariff is the “price equivalent” of a quota of 10,000 tons.

* In 1987 the supply price of sugar to the USA was 18.5 cents/kg the
domestic price was 48.1 cents/kg and hence the “tariff equivalent” was
29.6 cents/kg or ad valorem tariff of 160 percent.

* Now suppose that instead of a simple and transparent quota of a
certain tons of sugar there was a complex regime that banned all
imports except those that received a special license. How would we
estimate the “price equivalent” of this complex set of restrictions?
Compare the price in supply countries to the price in the receiving
country



The (selectivity adjusted) wage of observationally
equivalent workers in India is P$4,021 versus P$23,846
in the USA—a “tariff equivalent” of border based
restrictions on labor of 500 percent

Figure 5 Upper envelope of wages forgone curve (2,) by wocking-age population
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The income gains from allowing an additional “typical” low skill worker (male, 35

years old, urban, formal sector) to move to the USA is a 15-49 aged population

weighted average of P$17,115 (based on countries with 1.4 billion youth)

Country Income in USA  Income in home Difference Pop’l
(selectivity
adjusted)

$23,846 $4,021 $19,825 545

$21,194 $3,423 $17,771 117
CIE 523,818 $7,005 $16,813 97
$19,315 $3,804 $15,510 67
Pakistan  EEEESINIP) $3,705 $17,957 65
$18,689 $1,186 $17,503 57
Mexico  [EESVASE $6,849 $10,662 54

10 largest $20,266 $4,286 $15,981 1,156

- $21 855 $4.740 $17.115 1,435
Wages per hour
(assuming 2080 hours) $10.51 S2.28 $8.23

Source: Author’s calculations from results in Clemens, Montenegro and Pritchett
2016.




The lifetime NPV of the proven “best you can do” is less than a
third of the annual wage gain from allowing workers to move

$18,000
M Year 3 nondurable
$16,000 s15375 consumption ITT
treatment effect
$14,000

$13,119

$12,810

m NPV of total costs (line 2
of table 4)

$12,000

$10,000

$8,000

m NPV at 5 percent of
benefits less costs of
multifaceted poverty
program

$6,000

$4,000

B Lower bound of the
estimate of the annual
wage gain of low-skilled
male worker (correcting
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$0 -

Ethiopia India Pakistan Ghana Peru Average
(excluding

Honduras) for selection)



This relaxing restrictions on labor
mobility is the “least you can do”

The gains in wages are because some places are just more
productive—for all factors of production—and this is “in
the air” —this means these gains are free (pay for
themselves)

The future of jobs in the US suggest there are more “low
skill, non-substitutable” created than there are net increase
in the native born labor force in total

For Europe the question isn’t “can they absorb these
refugees” but “where can they find the labor they need”

The distortion to labor markets means the scarcest factors

in the world are, perversely, busy economizing on the most
abundant factor



Not unproductive people: People in
really low productivity places

-~ Notenough Air to be
4« productive
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The main thing we have learned from
empirical growth economics is that

- |

a) most of the productivity differential
across countries is “A”—an “in the

Not

enough A air” productivity multiplier of
(TFP) to be factors

productive

b) A has not been converging as
economics thought it would—so is
a much deeper, more intractable,
concept than “(codifiable)
knowledge”



So why is labor mobility not on the
global or national agendas as an anti-
poverty program?

* Because rich country voters hate it.

(that’s it, nothing else)



Is there a “goldilocks” approach?
DF,LS,R,LM

Is there a political possibility of more:

* Development friendly (including human rights
of movers respecting)

e Low-skill
e Rotational

Labor mobility?



High skill,
citizenship
path

Economic risk to natives
(lost wages, jobs, fiscal
costs)

Security risk (terrorism,
crime)

Political risk (will change
political outcomes, race to
the bottom, ethnic
cleavage)

“Way of life” risk (will
look/act ‘foreign’ in ways
that irritate natives)

Morality risk (movers will be
abused in ways natives)

Low skill,
citizenship
path

Low skill,
rotational

Refugee or
asylum



The “economic risks” to host country natives from low skill
mobility are mostly BS smoke screens to avoid the real issue

 There is amazing and near complete scientific
consensus about impact of low skill mobility
on host country wages—zero impact on
average, and even zero impact on wages of
low skilled.

* The “fiscal costs” are design features of a
program of labor mobility, not “facts” (or, the
existing facts about fiscal costs of migrants are
design contingent)



Been there, done that, stopped making the t-shirt in

Got rid of a program for >100,000 seasonal

Mexican workers in the early 1960s and the

impact on domestic employment was:
Nothing (dark line are affected states)

Figure 3: Number of seasonal farm workers employed, state averages grouped by exposure
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America...the impact of Bracero exclusion in 1964

The effect on wages was: Nothing
(dark line are affected states)

Fgure 2: Quarterly average real farm wages m stafes grouped by =xposure to fracer axcinsion
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Figure 1. Most New US Jobs Will Be in Low-Skill Work That Cannot Be Offshored

or Mechanized, but Fewer and Fewer Americans Want Them
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Source: Clemens and Pritchett



https://www.cgdev.org/publication/ft/time-bound-labor-access-united-states-four-way-win-middle-class-low-

“We asked for workers. We got people
instead.” (Max Frisch)

 The main concerns with DF,LS, R, LM (development
friendly, low skill, rotational, labor mobility) are

balancing “way of life” concerns and “morality”
concerns

* “Way of life” concerns arise from the fact that people
are not widgets or tons of steel but are people...and

people, as people, are fundamentally tribal and like
“us” and don’t like “them.”

* “Morality” concerns are making sure that the basic

human rights (and contractual promises) of movers are
respected.



“Goldilocks” approach

Create a “trade association” of actors (governments, employers,
labor brokers, NGOs, workers) engaged in existing low skill labor
flows, starting with existing corridors of major movement and a
‘coalition of the willing” (as existing international/global efforts have
too many blocking vetoes).

This trade association will do what many such associations do:

— Create dialogue around what are “best practice” or “achievable
practice” ways of engaging in DFLSRLM (e.g. voluntary engagement in
accreditation among universities)

— Provide low-cost services in arbitration and enforcement of
agreements as a means to protect worker rights

— A platform for the promotion the industry: documenting benefits.
“The people who move people”



