CHAPTER II

THEORETICAL BACKGROUND AND LITERATURE REVIEW

2.1 Introduaction

The consistent attention that has been paid to the issue of poverty over the
last several decades clearly indicates that poverty is an issue that refuses to
disappear despite different experiments of ""develbpment.” Development is always in
the center of debates between the contrasting perspectives of different actors within
and between communities. In important ways a discourse of development can
determine how a country, a people and their past are represented.

In particular, the relationship between knowledge and power in development
is also crucial, and it is necessary to explore the constitution of socially important
knowledge of development. The different ways of perceiving development create
complexity and diversity of development. The definition and impact are various also
among the ethnic, society, locations and generation. At the same time, the analysis
of poverty, its meanings, causes and conSeqﬁchce has thrown up more complex
aspects of the issue in development.

In most of the developing countries such as Sri Lanka, development policies
were dominated by western ideology. However, within the variety of global and
national development institutions each institution adopts its own myths of ‘positive
change.” In the last three decades, empowerment through participation and
microfinance became a key concept in the methodologies that emerge during this
period _(even today) in reference to people’s engagement with development, and
poverty ‘allevi‘ationr * programs. Gfassroots “development is often termed
‘participatory’, but it is importaﬁt to recognize wﬁaf this meahs. In this section I will
examine briefly, the theoretical background of these concepts and also how these
concépts impact the country developmient and poverty alleviation in the context of
Sri Lanka. |
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2.2 The Construction of Development

Development is a process by which the range of choices, economic as well as
non-economic, become increasingly available to people. HOwéver, development
means something different to different individuals, groups, and organizations.
Throughout the twentieth century, Western governments sought to achieve
‘development’ not only in their own counties, but also in other regions of the world,
particularly in Africa, Asia, Latin America and the Caribbean. Conversely,
development has become an important concept io the last 50 years or so since the
end of the Second World War. The meanings of development are hotly contested
and indeed the very idea of development is under challenge.

In particular, I'I ok at how ‘development’ has been defined, who has defined

~ it, and at what scale ‘development has been examined. The main definitions of

“development’ and ‘development theory’ are descnptwe approaches to development
~ that have changed over time. While some theorists view economic growth and
“increased economic wealth as the key definition of ‘development,’ others coosioer

‘development’ to encompass ideas of greater autonomy and choice about how
individuals live their lives. These definitions reveal different viewpoints and focuses
toward rural and urban development and hence are helpful for one to consider while
dealing with development.

As Polanyi (1957) analyzed, the development of capitalism throughout the
nineteenth century and the huge disruptions of the first part of the twentieth, the idea
of ‘globalization’ has dominated thoughts about development. In the new era of
globalization, the question of the appalling poverty of large numbers of the world’s
people, with continuod inequitieé bétweeo the rich and the‘ poor; remains as potent as
ever. The studies by Wallman (1977) and others show how. people s development
goals may be very different from those of the planners, Dcvelopment is not always a
peaceful and effective process. Note that the idea of who the poor are is different in
different societies, and is likely to depend on value systems as well as economic
factors. _ 7 _

Friedmann (1992) outlines ho_xfz the basic needs approach could have

represented. a real alternative to previous development approaches and policies,




24

particularly with its focus on grassroots participation and wealth redistribution.
According to Friedmann (1992) the politics of alternative development does not
negate the need for continued growth in a dynamic world economy. He said that it
would be absurd to attempt to substitute a people-centered development, or to
reduce all development guestions to the micro_s.tructures of household and locality.
For Cowen and Shenton (1996) in their discussion of the history of the idea of
development, the era of industrial capitalism has also been the period of the ‘modern
doctrine of development’. Cowen and Shenton (1996) also argue that development
should be conceptually differentiated from progress.

The second half of the twentieth century has been called the era of
development. Sachs (1992) mentions that the last 40 years can be called the age of
development, Esteva (1992) defines development in terms of escaping from
underdevelopment. Sachs and Esteva, the leading members of the °‘post-
development sphool’,’ _a.rglié that development has always been unjust, never worked,
- and has clearly failed. However éccording to Sachs, “the idea of development stands
like a ruin in the intellectual landscape,” and “it is fifne to dismantle this mental
- strucfure“- (Sachs, 1992 p.1). |

- Thomas (2000) points out that development has failed,‘o'r that it has always

been a ‘hoax’ designed to cover up violent damage being done to the so-called
‘developing’ world and its people. Although Thomas (2000) claims that poverty
means a lack of development, development may occur without poverty alleviation.

The centralized approach to development rarely provides the poor with
sustainable solutions to the problem. These policies are designed by someone at the
center and implemented by some others on a top-down channel which ends up
producing unsatisfactory’ and sometimes undesirable results for the poor. In that
'development process, the péor are regarded as mere “recipients” of these policies.
The failures of centralized large-scale policies have induced a search for new ways
to undertake the problem of poverty via development.. For others, however, the idea
of development has been of leading importance over the past half century and
remains salient today. While there have been recurrent disappointments, it can be

claimed that there have also been successes (Thomas, 2000).
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For many people, ideas of development are linked to concepts of modernity,
and they also define development as modernity, while looking at development
largely in economic term. In economic terms, ‘modernity’ encompasses
industrialization, urbanization and increased use of technology within all sectors of
the economy. ‘Modemity’ in its broadest sense means the condition of being
modern, new or up-to-date, so ‘the idea of ‘modernity’ situates people in time’
{Ogborm, 1999). |

However, within the variety of globél éﬁd. natiénél deﬁelopment institutions
each institution adopts its own myths of ‘positive change’ and in which the poor are
. represented and development becomes a material reality. The meaning of
development built around humanitarian and emergency discourses raises all kinds of
questions about the legacies of the past. Yet nowadays, this term is still a central
discourse in developing countries, such as Sri Lanka.

However, Sri Lanka was a poor country with a remarkably highly developed
welfare state; with this poIicy influenced from the British colonial time. These
development pol1c1es were less supportive - of economic growth (Perera and
: Femando 1980).. Consequently, Sri Lanka’s economic growth lagged behind when
compared with East Asia. Most development policies were mainly focused welfare
. devefopment. It may be one reason for léck of economic growth. Arai (2000) said
| that after iﬁdépendence Sri Lankan leaders were unable to present a clear-cut policy |
for nation building. Due to the spread of the education system, the Iabor market was
supplied with highly educated school graduates every year, but the country failed to
create a private labor market to absorb them.

Nevertheless, the year 1977 was a signiﬁcaint fandmark in the history of Sri
Lanka for the reason that in the late 1977 a series of policy reforms were introduced
on the advice and direction of the International Monetary Fund (IMF) and World
Bank (Lakshman, 2000)‘. The government has been engaged in market-oriented
‘economic reforms for over 25 years and. has made considerable progress towards
achieving a more liberal trade policy fegime. Moreover, it has achieved a high level
of human development due to the heavy investments by the successive governments

in social infrastructure (Karunanayake, 2002). However, in the mid-1980s the World
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Bank and the government renewed negotiations and in 1989 introduced a new set of
.st;'uétural adjustment initiatives, amid widesprcad social unrest arising partly from a
public perception because, the economic liberalization had failéd to generate the
promised benefits for the poor (Shaw, 1999). |

The Sri Lankan NGO sector played a significant role in the development
process; wealthy people ih urban areas managed these NGOs. After a hiatus during
the mid-1980s the W(;rld Bank and the Sri Lankan government renewed
negotiations and in 1989 introduced a new adjustment measures and an expensive
poverty safety net known as the Janasaviya Program (JP). JP operated until 1994,
when the new govem'mrer_xt_ changed the name of the project to the National
Development Trust Fund (ND‘TF). I_.ts ‘mandate was fo promote the role of
intermediary organizatidns as welfare delivery agents by providing financial and
technical support to local government agencies and NGOS to iﬁplement poverty
reduction projects. But, before the 1990s, the NGO sector was not well-established.
Many of the new NGOs scan the environment and flock to whatever sectors seem to
offer the best opportunities for securing donor funds in the short term. Observers
have noted the emergence of a large number of “brief-case NGOs” (i.e. agencies run
by one or two persons and driven primaﬁly b.y'-the opportunism of their leaders)
(Klrlwandemya etal, 1997 World Bank, 1995. cited in Shaw, 1999).

Current estimates show that the number of NGOs in the country varies from
around 300 to several thousand but only two, Sarvodaya and the SANASA
movement, have nationwide coverage. These programs are not primarily a poverty
reduction program but most of program members are low-income people. The small
size, inexperience and financial wéakness of many NGOs limit their ability to design
and implement coinplex projects (Shaw, 1999).

However, théée NGOs were with little 'experience in or commitment to
participatory development and had a poor understanding of basic social mobilization
concepts and approaches. Few had a Cbhvincing strategy for maintaining their
programs after the termination of NDTF. However, In the case of Sri Lanka, those
considerable spatial imbalances exist in rural and regional development, and also

local and regional variation in its geography, economy and society. The Western
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Province’s total GDP fn | 1995 ‘amoﬁn‘ted' to 43.3° p'erc'erit-,' Its share in the
manufacturing sector increased from 56.8 percenf in 1981 to 72.4 percent in 1995,
But in the same time, the Central Pfovince contribﬁted 9.7 percent to the GDP, and
Uva and North Central Provinces were 5.1 and 6.4 'pcrcent' respectively (see
appendix C). However, infrastructure development in the Southern, Central and
North Western Provinces is more developed than other regions in the periphery. The
development problems and potentials of ciifferent regions are also not uniform, and
even the same areas different society:.: This diversity makes most centrally-
‘ détemiﬁed,,unifonﬁ, and all-_em‘bracing general solutions to the problems not only
: inadequét_e, 'bﬁt also inaﬁﬁrdpriate (Gooneratne, 2001). The polarization of Colombo
as the core area has become one of the major regional development issues in the
country.

In 1977 more liberalized economic policy aimed to develop the whole
country, but its benefits were limifed to the Colombo Métropoli'tan Region, and do
not appear to be spreading to other regions. More and more industrial and service
centers are being 'déx./eloped in CoIombd; people have migrated to the Western
province from the remote rural areas. Because the rural development policy gives
less support to the industrial-based pro'duétion' séctor, rural people are suffering
unemployment or underemployment. On the one hand, compared to other regions,
Colombo is the more developed. But on the other hand half of the city population is
living in the low-income settlements.

There are many Sri Lankan government development projects that aim to
improve the living conditions of local people. These policies on socio economic
development are to promote domestic production, industrialization, education,
health services, and other service sectors, Among the attempts at social economic
development one of the most significant has been the development of the major fand
settlement and large multipurpose irrigation schemes such as Mahawel
Development Scheme additionally, land reform has been aimed at benefiting the

- poor. Despite such progress in human development, Sri Lanka has continued to have
a high incidence of poverty over the last decade, with about 30 per cent of its

population living below the poverty line.
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2.3 Perspectives of Poverty and Specific Context in Sri Lanka

Poverty has .many dimensions and definitions. Thé‘.' most commonly used and
probably the easiest to measure and understand is that of income poverty. Those not
obtaining an adequate income for their needs é.re defined as the poor. However,
poverty can be perceived, defined and analyzed in various ways. This definition was
dominated by Western ideology for the model of development in the Third World.
Also they are poverty is defined in accordance with economic growth, the
urbanization process, social development and overpopulation in the Third World,

However, who are the poor? In different cultures and languages it is such
that, all in all, everything and everyone under the sun could be labeled as poor, in
one way or another (Rahnema, 1992). There may be as many poor and as many
perceptions of poverty as there are human beings. Remenyi’s (1994) study remains
10 date, the most detailed analysis availablé on ]ﬁoverty; This study identified that we
all have a natural tendency to believe that we know what it means to be poor, and
that most of the poor people, homeless refugees, vulnerable children, and families
are bereft of assets, education, good health or opportunities for self-help. However,
for the great majority of the poor people in the Third World, the everyday reality is
quite different.

Following in the broad tradition of underdevelopment theory, Michael
Lipton’s theory of _‘urban bias’ and an explanation for distorted, uneven
development in the ‘-‘"li"h_irc'l World”, has generated considerable debate among writers
 on the left. Lipton believes that fhe main reason wlhy development is held back in the
Third World, and ‘why poor people stay poor’, is Because of the existence of
- paramtlcal and corrupt urban elites (Lipton, 1977). |

Sen (1981) has described this disjunction between supply and effective
demand as the entitlement approach to poverty analysis. The people can starve in the
midst of plenty of food as a result of a collapse in their means of command over
food. Undue emphasis on aggregate food availability, Sen argues, diverts atention
from the more fundamental issues of how particular individuals and groups of
people gain access to and control over food. Thus scarcity is the characteristic of

people not having enough..., it is not the characteristic of there not being enough.
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While the latter can be the cause of the former, it is one of many causes {Sen, 1981.
1). Sen mentions that ownership relations are one kind of entitlement relation. It is
necessary to understand the entitiement systems within which the problem of
starvation is to be analyzed, 7 |

Moreover, this applies more generally to poverty as such and more
specifically to famines as well. Absolute lack of resources may be only one of a
number of reasons for people not gainiog access to the resources they need for
sustaining livelihoods. He also mentioned that “poverty implies the inadequacy of
exchange entitlement” in respect to the affected social group (Sen, 1981). This
would be primarily a case of lack of access to jobs and income-eamning
opportunities, and inability to generate the above-poverty-line income. These
entitlement relations may be based on processes such as production, own-labor,
trade, inheritance or transfer. His concern was therefore to examine how different
people derive entitlements from their endowments and so improve their well-being
or capabilities. | n )3

Chambers (1983) revealed that poor people have to struggle against five
interlocking disadvantages, which trap them into deprivation. Those disadvantages
- are poverty itself, physical weakness, isolation, vulnerability and powerlessness.
Poverty contributes to physical weakness through lack of food, small bodies,
malnutrition, inability to pay the cost of schooling and the like. Physical weakness
also contributes to poverty in several ways such as low productivity owing to weak
labor, inability to cultivate larger areas or working longer hours, Due to physical
weakness, the poor become isolated which results for instance, 1n lack of education,

and remoteness, belng out of contact, etc: Powerlessness also contributes to poverty

o in many ways, These five disadvantages are the key problems interrelated with each

other to which many face difficulty in finding solutlons _

| Income poverty itself has at least two dimensions: absolute and relative
poverty Webster (1990) explains that absolute poverty is then falrly gasy to define
in objective though gruesome terms. Absolute poverty describes a situation in Wthh
people barely exist, where the next meal may literally be a matter of life or death.

For one fifth of the peoole in the world, absolute poverty is related to low levels of
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| nutfition, healfh, hdusing, clothing and opportunity. The recognized nature of
poverty led academics, development agencies, and some aid donors in the North to
propose a different approach to the Third World development known as the ‘basic
needs strategy.’ According to Webster (1950) the basic needs strategy seeks to do
two things. First, is to relieve as quickly as is possible the absolute poverty through
intensive direct assistance to those in desperate. circumstances. Second, is to meet
the basic needs of all in terms of material needs such as -food, clothing, shelter and
fuel, and social needs such as education, human rights and ‘participation’ in social
life through employment and political involQernent.

The subsistence concept of poverty is based on an estimate of the level of
money necessary for buying food to satisfy the average nutritional needs of each
family. This concept has dominated official policy in Western Europe and the
United States since the turn of the 20" century. Nevertheless a number of problems
emerge in this approach. The critics of the subsistence approach challenge its
simplistic assumption that the basic needs of an individual or family can be
determined merely through an assessment of the biological and physiological
demands of the human body (Webster, 1990). - o

Chambers (1997) suggests several criteria for understanding poverty. There
are disabilities, lacking resources such as land, live-stock, farm equipment, being
" unable to send their children to schools, bad housing, children labor, access to only
low-status work, food security for only a few months each year, and lacking social
support, being single parents, and dependence on'common property resources. These
criteria give significant insight to characteristics of poor people, and seem to be a
tragedy in a human life. Most of these charactéristics are inter-related with the
problem of low income due to low saving, low investment and low production. That
is the cycl-ical- procéssr commonly knbwﬁ as the »;‘vicious circle of poverty”. Some
* criteria that signify characteristics of poor people are a tragedy in a human life,
when describing the nature of poverty.

‘However, most of the devélopment policies were formulated by international
aid agencies in tandem with Third World government. In the 1950s and 19605' the

more developed countries believed the main way of reducing world poverty was
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through economic growth. They assumed that rising GNP levels meant real growth
. whereby poverty would be eventually eradicated. While a number of countries’ per
capita income had improved, the population’s standard of living did not improve.
Indeed, over the period in question, more people joined the ranks of hundreds of
millions already suffering from absolute poverty (Webster, 1990).

Economic growth is most often believed to be the pathway toward poverty
reduction, but while in general and in the aggregate, growth goes together with

po'vcrty‘reductid'n, and‘it"is not possible to say how this relationship works out in

- - practice for any particular country, region or com_mﬁnity (_Kriéhna, 2004). It’s noted

that poverty applies to individuals and households, whereas development also refers
~ to large-scale processes of change at the community level. The World Bank
lrr‘aéasures é. person’s income and establishes a poverty line which represeﬁts an
income level below which a person is held to be in “extreme po{rerty.” 4.

Defining and measuring poverty is a difficult task. The global target for
reducing poverty uses a single poverty line for the whole world, income less than
US$ 1 per day. Poverty clearly does not only mean a lack of income, falling below a
poverty line necessary for the purchase of a minimum basket of commodities for
basic nutrition, or for the purchasing power parity at which local currency is
standardized in 1985 d'olllars enough for a person to buy minimum commodities to
sustain life~often set at $1 or $2 a day (Bush, 2004), The World Bank also measures
the level of development of diffefeﬁt countries with the groés national product
(GNP) per capita to measure the average income based on market valuations. GNP
per capita says nothing about the distribution of wealth between the rich and the
poor and underestimates both subsistence and collective goods.

These simple poverty indicators such as income (see Table 2.1), while easy
to record, tell us nothing about why people are poor or what they might do to
overcome their poverty. The World Bank includes other factors, such as nutritional
status, l_ife ¢X§ec_taﬁpy, under-five mortality, and school enrollment rates in what are

- termed the Priority Poverty Indicators. -
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. Table 2.1 Poverty Indicators

Dimension . Indicator
Economic -
[ncome Number of people below poverty line
Social
Nutrition 'y Calorie intake
Sanitation and water Access to potable water
Energy Access to electricity
Health Access to primary health care and
reproductive services, under 5s mortality
Education Access to primary education

Enabling environment

Access to-means of production Partlclpatmn in decision makmg capital
| availability
Access to technology and information

Vulnerability ' Marginal areas (esp. Slums, hillsides)
High environmental hazard
Insecurity (intimidation, crime, conflict)

Isolation and alienation

Isolatlon - : ' Poor market and poor infrastructure

Source Gunawardena (2005)

The Department for International’ Development’s (UK-DFID) White Paper
{ 1997) builds on these indicators to 1nclude gender equality in education, access to
reproductive health services, democratic accountability, protection of human rights,
and environmental sustainability, Ultimately, however, people’s own perception of
their poverty is most important and participatory poverty assessment is now gaining
acceptance as a methodology. More recently, enabling environmental indicators
such as access to means of production, vulnerability, and isolation are being
considered (Henninger, 1998, cited in Jones, 1999).

However, poverty alleviation has re-emerged as an important item on the
agenda of global development. Changéé’.in the political and ideological climate
during the last two decades pose major challenges to how anti-poverty strategies are
conceptualized and implemented. The 1980s, an era of fiscal belt-tightening in both
the South and the North, saw a shift in the approach of major multilateral agencies,

away from redistribution and basic needs and towards structural adjustment and
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market-oriented economic reforms. By the 1990s, a new poverty agenda had
surfaced (the World Bank’s World Development Report 1990) as a counterpart of
. the so-called “_Washingtorll Conseﬁsus-’ on structural reforms.

o '. The basic principl:es'of this policy have been endorsed by most development
agencies, and widely adopted for the development of poverty reduction solutions
(Moser, 1998). This new agenda stresses the importance of market-led growth itself
as the most important method to address poverty. The role of the state, and of
focused anti-poverty strategies, is viewed as seconldary in this approach. The state’s
role is limited to policies in selected social sectors such as health, edugation, and to
programs focusing on safety-net provisions for the vulnerable people. To the
importance of understanding issues of opportunity, empowerment and security in the
World Bank’s World Development Report- (2000) reported this new language is
mostly concerned with efficiency of markets, economic liberalization, and the
importance of social and human capital, where education and the knowledge
economy are intended to provide the umbrella under which the forces of
globalization operate.

Another recent trend that has been more positive, especially during the
1990s, is the greater visibility of gender concerns through the series of UN global
conferences. These conferences have become an impetus that has strengthened
networking and joint action. There are conceptual and institutional challenges to
engendering poverty reduction strategies and. progtains. The challenges that
institutions face operate at different levels, including global, national, and local
depending on the level at which the institution itself functions, and the strategies it
espouses.

According to these definitions, poverty could be identified as a
multidimensional phenomenon, encompassing iﬁability to satisfy basic needs, lack
of control over resources, lack of education and skills, poor health, malnutrition,
lack of shelter, poor access to water and sanitation, vulnerability to shocks, violence
and crime, and lack of political freedom and voice.

‘ ‘Pox)erty is nbt‘_ a problem of the few in fh'e ltropics; it is a normal condition of

the bulk of people hence, while the absolute poor must be targeted as beneficiaries
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of development, a further 40-50 percent of the population of the Third World can
claim that development has not banished their poverty, They ought to be targeted as
beneficiaries of successful development.

In the sl'lc)pping1 list of policy reforms intended to improve income
- distribution ‘aﬁd‘redu‘ée péver;y, very little is said about the people who are poor,
“how t}-ley' are identified, how they exprés's' their grievances at being poor and how,
under whatever circumstances by which poverty is to be reduced, the essential driver
of such a strategy must be the women and men who are poor. They, moreover, must
be seen as agents of social change rather than just victims of exclusion (Jordan,
1996). | |

Recently, in terms of the political and economlc regime, poverty should be
viewed from the perspectlve of a specific nation or region with its own development
needs. Countries in South Asia have a long experience of being colonized, so the
influence of the Western European ideold.gy is more or less a matter of course. The
process of development is imposed accompanied by modernization bringing about
wealth, and economic and commercial growth in the city center, The state
development policies and programs have been helping the poor, but poverty remains
serious. The so-called modern cities contained all the advantages and extravagances
of European urbanization together with the additional disadvantages of general
poverty (Gilbert and Gugler, 1992).

However, many of the practices and policies in place have not been
adequately impacting on poverty. The issue of poverty, and particularly of poverty
alleviation, has been given much emphasis in variousinternational and national
arenas, since the declaration of the Millennium Goals by the United Nation in 2000.
The declaration focused strongly on alleviating world poverty within the next
decades. The World Bank has also supported this goal by taking up poverty as a key
issue in their World Development Report (2000/2001), under the aggressive title of
“Attacking Poverty.” Indeed, the World Trade Center terrorist attack in 2001 has
added yet another dimension to the issue of poverty, with some countries
maintaining that sustainable and appropriate development could be a further strategy

to prevent terrorism and violent conflict (Marcus and Wilkinson, 2002),
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This means that how poverty is defined and undefsfood is to be further
debated, There is, without doubt, an increased acceptance nowadays, that poverty is
not solely about economics and that one has to go well beyond purely economic
terms in order to understand the processes and causes of poverty.

_ However, income and consumption based concepts are still widely used to
identify the poor and to"design poverty :r-elated‘ project interventions, Marcus and
' Wilkinsbn (20'02) aléo_‘po_int out that most countries still apply a rather static
' measurefnerit df poverty':‘while poverty statistics were sometimes disaggregated into
poor and extremely poor..., the distinction between chronic and transient poverty
was never mentioned, nor was the meaning of vulnerability in a particular country,
region or social context spelt out. ‘

Researchers within the poverty sector have to investigate such distinctions of
povérty if they a;*é to help governments and other national and local agencies to
identify and use innovative and effective poverty alleviation strategies based on real
understandings of poverty processes and experiences (Marcus, 2003). Whereas the
concept of poverty has been expanded ‘in many ways beyond solely economic
considerations, new elements have been recognized as being crucial to sustained
poverty alleviation at national levels. This has also contributed to significant
changes in the ways poverty has been conceptualized by major donor agencies over
the last years. Marcus (2003) show that discussion on “new” poverty concepts by
agencies such as the World Bank, Asian Development Banks and UN circles more
or less focus on three main key components: pro-poor growth, good governance, and
social development. These components point towatds many of the necessary factors
for sustained poverty alleviation efforts; it is doubtful how far the above components
actually improve the design and implementatidri of poverty alleviation strategies.

All these considerations hold for a Sri Lanka that has long been regarded as a
- model] for successful welfare policies and goﬁernment provided social security
measures that have led to comparatively good social indicators of literacy, life
expectancy, fertility decline and low infant mortality (Jayasuriya, 2000).

However, the validity of the current measurement of these indicators is being

increasingly questioned, considering the confused political and socio-economic past
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of Sri Lanka over the last 2 decades. Globalization and the introduction of
liberalization and open economic policies created new social and economic
opportunities, but have also had various negative effects on local economics
(Jayasuriya, 2000, and Kelagama, 2000). An intensifying violent conflict with the
Tamil separatist movement in the north and east as well as youth unrest in the south
would most certainly have jeopardized developmental achievements of the past
(Arunatilake ef al., 2000). e

Notwithstanding, the long history of programs for poverty alleviation in Sri
Lanka, the population below the poverty line remains significant. On the one hand,
politicization of poverty alleviation programs has problems. This may lead to
situations in which the genuinely poor are excluded while the non-poor are included.
Although it is noted that some 2.1 million houscholds benefit from the Samurdhi
program (Central Bank, 2000), recent research finds that the program does not assist
some 40 percent of the poorest income quintile at all. This suggests that the program
both misses a large number of the poor and provides benefits to many non-poor
hduscholds'. On, the other hand, lack of coﬁgrﬁencé between macro and micro
development policies have surfaced from time to time (Karunanayaka, 2001).

At present the government is concefned with the adoption of a more
inclusive strategy for poverty alleviation and this finds expression in the policy
document titied ‘Sri Lanka: A Framework for Poverty Reduc_;tion of the N-at‘.ional
Planning Department’ (2002). It points out that the past efforts aimed at combating
poverty have not altogether been successful and hence the need for a more inclusive

approaches to alleviate pbverty (Markus, 2003).

2.4 The Poor in the Formal and Informal Sectors

The distinction between formal and informal has become the standard way to
characterize urban labor markets in developing countries (Soest and Pradhan, 1995).
Commonly, the urban poor profile popular notion that the urban labor market may
conveniently be separated into “fdrmal_’; and “informal” sectors. These sectors are
taken to be largely without linkage to each other and are.thdu'ght to possess

characteristics that, in stylized fashion (Linn, 1987), can be summarized as Table
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2.2. It is shows that different and much more complex picture than the simpie
dichotomy between formal and informal labor markets.

Linn (1987) also noted that the concept of formal is based on the
employment of waged labor within a framework of rules and regulations, usually
devised and implemented by the state, based on working hours, minimum wages,
health and safety at work, or the social secﬁrity_obiigations of employers and
- employees. Jobs in thé formal sector are relatively secure and in lretui'n for regular
wages)salaries, individuals contribute to the public good via taxes on their earnings
‘ ,that-are'used to provide public seri/ices; such as health or education. However, the
vast xhajority of the poor’s labor force is self-employed and neé.rly 35 percent are

engaged in casual wage work. In other words, the urban poor are mostly employed

in self-managed low paid jobs in the informal urban sectors.

Table 2.2 The Conventional View of the Urban Labor Market

Formal Sector

Informal Sector

High and middle income .

Poor and very poor

Low unemployment

‘High unemployment

Industry, business, government -

- Artisans, services, petty trade

Large-scale operations

‘Small-scale operations

Wage employment

Self-employment and family employment

High-skill employment

Low-skill employment

Restricted entry Easy entry
Regulate Unregulated
Taxed Untaxed

Native population.

Recent migrants

| Productive employment

Residual (unproductive) employment

Mainstream

Marginal

Source: Linn, 1983

Gugler (1982) and Riddell (1978) widely accepted that informal sector is

marginal and isolated, and a relatively nonproductive artifact of an old, traditional
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way of life. Workers in this type of employment are labeled as “under” or
“misemployed” (Gugler, 1982). “Casual work™ in temporary jobs, street vending,
a}nd work in family enterprises are characterized by “the underutilization of labor”
and represent “underemplbynﬂent,”'whil_é “misemployment” is work done in socially
useless jobs. According to Smith (1996) -recenf research on .Th.ird World cities
suggest that viewing the formal sectdr as nonprodudtive is inaccurate.

The concept of an “informal” economy is po§sibly much easier to grasp than
a definition, about which much divergence persists. There is agreement, however,
that it incorporates legal and illegal activities and is a very significant part of the
labor force in the mega-cities in the de'veloping world. While the measurement
problem is not insignificant, most observers a-grre.‘e' that the informal economy is large
- and g;dwingr'and it vﬁr_i!l'_be an enduring feature of the economy of mega-cities for
some time (Lds el al., 2.002). ' :

However, the informal sector has emerged in the process of state
development. The sector includes many kinds of job: petty traders, drivers of non-
public and privatized public transport services, street vendors, domestic workers,
small factory workers, self-employment and so on. In the major cities of the low-
developed countr.i'es streets are cluttered with tens of thousands of wquers in the
informal sector who eke out marginal eﬁistences in jobs with long hours and no
fringe benefits. Families barely manage to make ends meet by having all able-
bodied members, including women and .chi'Idren, 15articipating in such employment
{Berenmann, K. et a/, 2002).

There are a number of arguments on the reasons why the informal sector is
important as a focus for development study. Hart (1973) emphasized the great
variety of both legiti’mate and illegitimate income opportunities available for urban
poor. Subsequently McGee (1976) explored various approaches towards what he
called the ‘proto-proletariat’. The response to Hart’s statement that a historical,
cross-cultural comparison of urban economies in the development process must
grant a place to the analysis of ‘informal® as well as *formal’ structures was nothing
less than overwhelming. Linn (1983) argued that urban open unemployment is not

the primary cause of the urban poverty.
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The urban poor cannot afford to remain without some form of employment,
since they do not have any alternative source of subsistence. Some younger
members of family in both the poor and middle-income groups are relatively well
educated, but they engage in low salary occupations or like training. In the last few
years, there has been a return to the facilitator approach to the informal sector that
(;haracterized' the approach. of the Inte;-rnati(')nal Labor -Organization (ILO) in the
early 1970s. The ‘new right’ perceives the infor_mal and formal sectors as
complementary, and ciistinguished by the institutibna_l mechanisms which prevent
informal-sector access to markets and resources, It plac’eé the problem of
employment and wealth creation in the informal sector.

Gilbert and Gugler (1992) believes that the informal sector is “only
functional to the needs of capital in specific circumstances”, and describes the
“normalization’ process as that which -demands “a shift to a more flexible
relationship between labor and capital, so that labor can be absorbed or discarded in
a more sensitive respofise to economic market forces.” Gilbert and Gugler (1992)
characterized the informal sector in urban areas as a denial occupation from the
government’s viewpoint. They support Hart’s argument in the notion that the
informal sector provided a range of low-cost, labor-intensive, competitive goods and
services. According to them, the informal activities are ease of entry, reliance on
indigenous resources, small scales of operation, labor intensive and adapted
technology, skillé ac'ciuired outsidé the formal school system and unregulated and
competitive markets. These informal activities are largely ignored, rarely supported,
often regulated and sometimes acti‘..re.lsi.'discoufaged by the government. The
characteristics of formal sector activities are opposite compared to these informal
sectors.

Many formal sector workers enjoy a measure of protection through
legislation and collective bargaining. Their wages and benefits, working conditions,
job security, and social security coverage as a rule, compare favorable with those of
other workers. Most of the poor, low level, formal sector employment includes
occupations such as cleaners, garment factory workers, municipal council and water

supply board labor, state sector official aides. The informal sector provides the
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answer to the _urbén‘ employment problem, which is reinforced by the notion that it -
receives little support from government.

However, these vrho work in the informal sector may face unempioyment
because of its msecurrty from the government’s protection in a competitive market
economy m the “urban sector More generally, while formal-sector firms typically
enjoy pnvxleged access to credit, foreign exchange, and tax concessions,
entrepreneurs in. the 1nforma1 sector can be seen to enjoy competxtwe advantage vis-
a-vis large-scale 1ndustry in so far as they escape taxatron, soc1al secunty levies, and
govemment regulatxon of wages working condmons and- _]Ob secunty Also the
informal sector rs usually against the law, in some cases by. occupymg roads or
public spaces N

Many scholars have observed that informal sectors are playmg a very
1rnportant role in the urban economy, especially for low i mcorne people who obtain
their main income from the informal sector. They show that the informal sectoris a - ‘-
suppller of jOb opportumtles to the urban poor and is a cheap supplier of services to
- the urban populatron This means that these services are not simply the
: underemployment of poor unskllled people, but a necessity for society.

Moreover, income from the informal sector is important for poor households.
Under rapid socio-economic change people in rural society have diversified their
economic activities, because it is so difficult to survive on only a farming income. In
the case of a mining community in South Africa, income from mining, that is, men’s
carnmgs was not enough to support the whole household (Batley, 1992, cited in.
Gilbert.1992). Other income sources, such as women’s work have been important in
househo]ds Their work  in the informal sector was quite significant for the-
household economy. 'in that mining community. When we focus on the issue of
poverty,-it is crucial to examine the several sources of income and its value in a . |
household. Sometlmes income from the informal sector may be very small, but it is ' _
importarit for hous'ehold survival.

chever 1nformal sectors are also difficult to maintain. On the one hand,’
there is msecunty of employment because of little protectlon under the law, and on

the other hand workers such as petty traders are unsure of their day-to-day earnings.
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In commonly, most of the poor migrants move to urban areas for economic reasons.
When people are asked why they moved, they usually cite the better prospects in the
urban economy as their chief reason. - | ' |

. The informal sector is 31gn1ﬁcant as a gender issue because many women
work in this sector than men. Nelson’s (1988) dctalled study of the economic

activities of women in a squatter settlement in Nairobi shows women to bé much

more restricted than men in their choice of economic activities (cited in Gilbert and

Gugler, 1992). Women are easily involved in the informal sector because it needs
skills which women use in their daily lives (Diem, 2003). Also those who live in
urban communities have a low iricome and mostly work in the informal sector that’
needs little skill and capital. | '. '
However, in Sri Lanka a number of social, cultural, economic and rehglous.
prejudices prevent the full participation of women on equal terms with men United
| Nations, 1993). Since the manufacturing mdustry waé estabhshed in Sn Lanka,
I many unmarried people (especially women) have been employed in factories which
can be regarded as a formal occupation. But in the Free Trade Zone industries where:
women workers predominate, exploitation in forms of longer workmg hours, -
inadequate pay and rest periods, and lack of basic welfare amenities is evident
~ (Kottegoda, 2000). More young men and women are now entering the labor market,
attracted by the incentives of the modern sector. The lower grade occupations appear
to be taken up mainly by thc low-income groups from both the rural and urban |
sectors. Self-employment is a significant development among both employed males
and females. However, most of the activities carried out by the urban, poor represent -
“residual,” “unproductwe,’_’ or “superﬂuous” employmcnt (Kottegoda, 2000). Many:
poor are employed i 1n modern sector activities, although at low wages and w1th low

| productivity.

E 2 5 leehhood of the Urban Poor

The livelihoods approach 1s a generalization of the more estabhshed -
literature on poverty and provides a way of thinking about the scope, objectives and

priorities of development. Most commonly understood livelihoods approached as. .
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means of gaining a living. However, there are various debates on livelihood.
Chambers and Conway (1991) argue that a livelihood comprises “the capabilities,
assets and activities required for a hvmg According to Camev (1998), a livelihood
comprises the capabilities, assets (mcludmg both material and socral resources) and
activities required for a means of living. A livelihood is sustamable when it can cope
with and recover from stresses and shocks and maintain or enhance its capabrlltres
and assets both now and in the future, while not undermining the natural resources
on which it is based (Carney, 1998, cited in Korf, 2003). However, according to a
: ‘more recent definition, the term livelihood is not ]ust what people do in order to
' ‘make a living, but the resources that provrde them with the capability to build a
satlsfactory living (Ellis and Freeman, 2005).

. Chambers and Conway (1991) show that household hvehhoods depend on
| 'household assets that include: tangible assets (resources and stores) and intangible

' assets (clalms and access) Most poverty analysts 1ncreasmgly ‘seek to understand

. " what the poor have, rather than what they lack examining the nature of these assets.

| Moser (1998) points ‘out that asset ownership is closely hnked to vulnerability.
| Vulnerability in urban areas also appears to be diverse and highly complex (Moser
. 1998) The more assets people have the less vulnerable they are, and the greater the

erosion of people’s assets, the greater their msecunty /

However, the asset ownershlp/vulnerablhty debate has mainly concemed the
rural sector. Therefore, in the context of an urban study it is also important to
~ identify any distinctive features of urban vulnerahility deriving from the particular
assets that the urban poor control (Moser, 1998).

In recent. years, Sustairrable Livelihood Analysis (SLA) has emerged as an
alternative way of conceptuahzmg poverty alleviation, including its context,
.objectives and priorities. It focuses on one of the most fundamental aspects of life:
the ability of people to support themselves, both now and into the future. SLA takes
into account the range,of tangible assets and largely invisible intangible assets
necessary to buiild a livelihoo_d, identifying five types of. ‘capital’- or core assets
(DFID, 2000). | ' '
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According to the Department of international Development (2000) building a
11ve11hood requires to some extent inclusion of all five. “Human capital” denotes
‘ skllls knowledge, good health and ab:hty to work. Health status determines pec)ple s
capacny to work, skills, and education, which determine the return to their labAor.
Fluman capital is a factor of the amount and quality of labor available, “Social
capital” refers to formal and informal social relationships, including their degree of
trust, social networks, membership of groups, and access to wider institutions of
society upon which people draw in pursuit of livelihood. “Natural capital” consists
of natural resources, including their flows and services. “Physical capital” refers to
producer goods and physical infrastructure. “Financial capital” includes financial
resources such as pens'io-ns, saving, supplies of credit or regular remittances or
perisions, which provide them with differerit Ili.ve'lihood options.

Korf (2003) shows that the strength of the livclihodd frame compared to
earlier development frameworks is that it emphasizes people-’s_' potential in a holistic
way rather than concentrating their problems, constraints and needs. However, there
are close relationships between these assets and they constitute a system of
livelihoods. Therefore, a livelihood itself is dynamic. Changmg one factor in the
system leads to changes of the whole system.

Moser ( 1998) indicate that the three generalized characteristic of urban life
often 1dent1ﬁed as’ dlfferentlatmg urban from rural areas are levels of
- commodmzatlon, environmental hazard, and social fragmentation. The highly
“commoditized” nature of the urban sector means that labor is the urban poor’s
most important asset, generating income either directly in terms of its monetary
exchange value through wage employment, or indirectly through the production of
goods and services which are sold though informal sectér self-employment
activities. S ) |

Also the urban households pay for their food and shelter rather than rely on
their own production and more dependent upon purchasing services such as
transportation and education. In the urban context housing is an important asset that
generates income through, for instance, renting rooms and the use.of its space for

home-based production activities, While the urban poor may benefit from public
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sector services provision; poor quality housing and inadequate water supplies,

- sanitation, and solid waste disposal are all environmental risks that often have a

particularly serious impact upon the urban poor’s human capital, health and well-

being (Hardoy et all., 1990). Finally, the vrban poor may be particularly vulnerable
| ‘to 'spcial fragmentation, In the urban study, the extent to which economic. érisis
increases or eroded social capital may have important long-term cbnsequences for a
community’s ability to create and sustain alternative delivery services if publicly
provided services deteriorate (Moser, 1998).

Gender, age and other social differences may significantly affect access to
livelihood assets within the household and other groups. When households become
poorer, the common response was for more women to join the labor force. The
urban study shows that household asset stocks are the net result of accumulation
over time. The understanding and perception of liye[_ihoods between men and
women are quite different. Therefow, livelihood ‘stratcg'ie's are constructed
differently by gender (Hart, 1986). | o |

However, Livelihoods are not simply a localized phenomenon, but connected
by environmental, economic, political and cultural proccsSes to wider national,
regional and global arenas. It is clear that livelihood strategies of local people are
diverse and flexible. Livelihoods are not something that already exist, but they have
been' constructed and reconstructed in",the_ wayé local people synthesize their
pfactical experiences, by combining livelihood resources. Livelihoods strategies are
._ what 'pe"opl,e ﬁeréeiv‘e‘aﬁd ‘kr‘iow about thé environment, ecology and society. The
'qu‘esti'on of a livel'ihood’s' capacity for sustainability involves evaluating current .

circumstances and assessing future trends, as well as past conditions and patterns.

2.6 Participation, Empdwerment and Gender in Poverty Alleviation Program

~ The concept of ‘participation’ in itself has various understandings and points
of view. In recent. years, many govennncnts of the developing countres,
international organizations, and NGOs have paid more “attention to local people’s
roles in development projects and environmental management in which participation

is a key word. Participation is usually used as an umbrella term to refer to the
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involvement of local people in development activities, often NGO-based. One of the
key routes through which empowerment is meant to be achieved is through

‘participation.” Grassroots .development is often termed ‘participatory, but it is

. important to recognize. what this means. Participation ¢an take place in a number of

ways and at different stages in the setting up of development projects. NGO
practitioners and researchers nave begun to use a range of different methods in order
o find out more aboﬁt the understandings local people have of a range of topic'sl._

During the late 19805 and into the 1990s the discourse about community has
been complimented by an increasingly ubiquitous discourse about ‘people’s
participation’ and ‘empowerment’. When the concept of popular participation was
initially advanced by itS promoters as a key element in creating an alternative,
human-centered development, it was intended to perform at least four functions:
cognitive, social, instrumental and political function. Popular participation was to
carve out a new meaning for a common search for popular knowledge (Polanyi,
1957). Most definitions are similar, in principle.

In the prcsent'context, to borrow from Polanyi’é (1l95‘7)‘ description of the
modern economy, participation has‘come‘ to be disembodied from the socio-cultural
roots which had always kept it alive. It is now simply-perceived as-one of the many
resources needed to keep the economy alive. More.over, 'the'concept is further
refined as “popular participation™ capable of saving the development from its
present crisis and giving it new stamina to enable the grassroots population to
regenerate their life. — |

‘ According to Lele (1975) participatién means that, in its broadest sense, to
| _ sensitize pcoplé and thus to increase the receptivity and ability of rural people to
réSpoﬁd to development programs and to encourage local initiatives as well. The
United Nations Research Institute of Social Development (UNRISD), point to
“participation” as an actual social reality (UNRISD, 1980). In an earlier UNRISD
report (1975), popular participation is defined as “a process of activities...
comprising people’s involvement and decision-making, contf‘ibuting to the
devélopment efforts and sharing -equitably in’ the’ benefits derived there from”.

However, several definitions of participation have been offered.
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The concept of popular participation was brdadly' conceived. it is not only
required the creation of opportunities for political involvement but the adoption of
measures that would enable ordinary people to share fully in the development
process Wolfe (1982). According to Rahnema (1992) the words ‘participation’ and
‘participatory’ _aﬁpeared for the first time in the development jargon during the late
. 1950s. Receﬁtly,. p'e.o“ple_"s pafticipation has become the more central issue and
pe‘oplé are urged to pafﬁéiinate in the events and processes that shape their lives,
Facilitating ‘people participation’ is now on the agenda of most international
development institutions. However, the increasingly widespread acceptance of the
idea of participation suggests that it has been severely diluted and has lost some
radical political potential. Government and development‘insfitutions are no longer
scared by the outcomé of people’s participation...there is little evidence to indicate
that the participatbry approach, as it evolves, succeeds in bringing about new forms
of people power (Rahnema, 1992).

However Rowlands (1998) has hiéh_l’ighted, "empowerment’ has become one
of the key buzzwords in development policy since the early 1990s. The concept of
‘empowerment’ itself, as reflected in the focus of participatory action research, is
rooted in the basic goal of social progress.

The approach of development that evolved in the 1970s slightly altered the
concepts of development and participation and established a direct link between the
two, Development was defined as economic growth with equitable distribution of
the fruits of growth (World Bank, 1995); participation was to be the nexus where
people and government met in the process of development. This nexus was to be
located at the implementation stage of developmient projects. Decentralization was
the new strategy introduced to ensure participation (Sawter, 1993).

However, the concept of empowerment created important change in the
 current thinking of rural and urban development, namely a shift from top down
planning and bureaucratic implementation to a participatory approach.

Empowerment is the process and the way through which the powerless
empower themselves or the powerful enable the powerless. Empowered people have

freedom of choice and action. However, the meanings of “being empowered” vary
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across time, culture and domains of a person's life. Empowerment is a cross-cutting
issue ranging from education and health care to governance and economic policy, or
all activities which seek to empower poor people to increase development
opportunities, development outcomes and people's quality of life (Friedmann, 1992).

In practice, most development pregram policy is made and implemented by
men, ‘Empowerment’ is a phrase, which is beginning to be used by development
agencies. Though, by simply drafting women, for example, programs will do little to
empower women, The term ‘empowerment’ is now used regularly by the World
Bank and other sections of the ‘development industry’ (Ferguson, 1990) to showcase
their commitment to popular participation in decision-making for development.

Escobar (1995) also seems disillusioned with the development concept of
participation and empowerment, pointing out that development planners and
politicians have often tried to manipulate the experience of participation to suit their
own ends. Giving full voice to the disempowered sectors of the population tends to
follow a certain sequence. Political empowerment would seem to require a prior
process of social empowerment through which-effective participation in politics
becomes possible. For instance, social empowerment, especially when oriented to
women, can lead to the release from household drudgeries, and the time thus won,
like any surplus resource, can now be variously applied, including to political
practice. |

As pointed out by Batliwala (1993) the most conspicuous feature of the term
empowerment is that it contains w1th1n it the word “power”. Empowerment is about
- power and about changmg the balance of power. In every society, there are powerful
and powerless groups. Power is exercised in socaal, economic and political relations
between individuals and groups. Participatory development takes place when people
are empowered with the knowledge and means to decide their own priorities, to
1mprove their own skills, to meet their needs and find their own fulﬁIlment
Therefore, participatory process basically represents the initiative of people seeking
life improvements through a process of awareness built up and organized through

group actions directed towards self-reliance.
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However, Participation is a problematic concept (Stiefel and Wolfe, 1994).
They said this is partly because it is contrary to the dominant individualist, consumer
basis of society, and contradicts the socialization of many people. Another problem
with participation is the problem of tokenism (Ife, 1995). The history of community
participation projects is riddled with examples of tokenism, and people have rightly
fearned to look on exhortations to community participation with extreme skepticism,
as most people have better things to do with their time than to spend it in token
participatory ex'erlcises.. ‘This will inevitably take time, and it must be achieved
- quickly; it is a slow, developnient process. Deepite the difficulties of achieving
genuine participation, here are a number of ways in which participation can be
‘ encouraged It is important to emphasize that non~partxc1pat10n is not natural, nor is
it necessanly inevitable that people will participate in comrnumty structures, under
the right conditions (Ife, 1995), o

Cooke and Kothari (2001) talk about participation being the ‘new tyranny’ in
development work. What they mean by this i¢ that development policy and
‘participation’ and participatory approaches’ are encouraged by multilateral
organizations such as the World Bank. But, Francis (2001) suggests that these are
ideas which have been taken on board, and the dimensions of participation that
could challenge existing'practices and power relations are not engaged with (Willis,
2005). When individual projects are examined, the limitations of the participation
discourse become apparent. , | |

In the present context, Willis (2005) shows that far too often this form of
participation is not achieved. Instead local people are involved in meetings or
contributing labor, but this is not participation in the wider sense which can be
linked to empowerment. Willis (2005) also shows that truly participatory
development projects come from the pressures. of the so-called ‘development
mdustry ThlS means that many projects -are more likely fo react to the requirements
and favorlte toplcs of the potential donor not local people needs, because NGOs

, _depend oh donor fundmg




49

During the late 1980s and into the 1990s m Sri Lanka, the discourse about .
community has been complemented by an increasingly ubiquitous discourse about
“people’s participation” and “empowerment”. While community has by no means

- completely disappeared from public and private discourses on development,
everyone, from farmers to international donors, has begun to speak the language of
“participation” and “empowerment” (Woost, 1997). But Woost goes on to argue,
‘the mainstream use of participatory rhetoric in Sri Lanka offers little in the way of
alternative development.

Although using the rhetoric of participation and empowerment, the way in

which development has been constructed in Sﬁ _Lénka ‘sets definite limits on
" people’s participation.. It does not give them the power to.define development for
themselves (Grillo, 1997), The problem lies ih how the grassroots can empower
| ‘ther‘nsel'ves through participation. Empowerment emerged from unequal power
refations in society, and from the conflicts between class and sta_lté or the rich and the
poor. Some state agencies and government propose a “tOp—down“. épproach that
views the marginalized people as the powerless; but NGOs and some development
agencies insist on the “bottom up” approach that sees the poor as not completely
powerless. The poor have their own potential and capability in the form of local
knowledge and local wisdom. _

However, in Sri Lanka the poverty alleviation strategies so far have failed to
'integrate their outcomes or to eliminate the causes of poverty, which keep
reinforcing ‘the conditicl)né._ that resulf “in impoverishment. - The participatory
development programs are mainly aimed -at sustaining the poor-by granting cash
transfer until they are able to rise out of povérty through éompulsory saving
components of the program. To enable the poor to Bebofne entrepreneurs the credit
facilities are made available, which are in inaccessible to the ultra poor through the
market (Wickramasinghe, 2004).

~ The problem remains, hoWeveri, that participatory processes are often
undertaken ritualistically by developme'nt"ég:encies and NGOs and that those
proces_Se_s hav'e'turhe'd out to be manipulat'ive, or even harmful to ‘those who were

: si}pposéd'to be empowered’ (Cornwall, ‘2003). These ‘new forms of people power’
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relate, in part, to local experiences of governance and development and the politics
of everyday challenges to the establishment (Power, 2003).

In recent decades, the issues of gender equality ahd empowerment of women .
have been given increasing attention in national and regional development efforts.
By the end of the twentleth century, all approaches to development involving a focus
- on women had been amalgamated into a Gender and Devclopment (GAD) approach
(Young, 1987). Based on the concept of gender (the socially acquired ideas of
masculinity and femininity) and gender relation (the socially constructed pattern of
relations between men and women) they analyzed how development reshapes these
power relations. Drawing on feminist activism, gender analysts explicitly see
women as agents of change, Gender relations are those socially, culturally and
‘ ﬁs'ychologically cons'ii-tuted.relati_ons between men and-women' which are shaped and

* sanctioned by the norms and values held by members of the society concerned
' (Showalter, 1989). | | |

‘However, the development process affects women and men in different
ways. The penetration of capitalism, leading to the modernlzatlon and restructuung
of subsistence and centrally planned economies, often increases the gender -based
disadvantages. Nevertheless, gender is a widely used and often misunderstood term.
It is sometimes conﬂated with sex or used to refer only to women because women
are more marginalized in our society than men (Kabeer, 1994). For example,
although a majority of the better-paid jobs involving new technology go to men,
male income is less likely to be spent on the family. Women often lose control over
resource such as land aﬁd' houses. By comparison, men tended to be more concerned
with political risks such as terrorist ,acti'vitiles and harassment by government and
city council officials. These factors include wdmenfs limited roles in household
decision-making (including decisions 'regarding the use 'o_f their own income),
limited access to and control over household resources (physical and financial
assets), and women’s low level of individual assets. |

Kabeer (1994) also highlights gender differences among microfinance clients
that suggest women clients may be more vulnerable than men. Women are burdened

with heavy domestic workloads and suffer "from limited mobility, knowledge, and
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skills. Low self-confidence and self-esteem are related factors. However, women
experience different risks than men. Women tend to perceive more risks associated
with domestic factors than men.

GAD considers WID’s view that women’s marginalization from the
development process was, because of the unequal access to new technologies and
skills, as an over-simplification. I.t points’ oﬁt that capital accumulation separated
direct producers from men and women fjfdm_méans_ of pmducﬁon. Although women
had been integrated into the development process, they‘wcré‘in.teg‘rated onIy' at the
bottom of an inherently hierarchical and contradictory ‘structu‘re of production and
accumulation. The outcome of this structural process is seen as the formation of
different classes and gender relations in society (Amarasinghe, 1999).

' They-also' criticize the Womén in Development (WID) approach for treating
‘women as a homogenous category and they emphasize the important influence of
: differcﬁces ..Qf 'class“,. age, '.marital- status, religion and ethnicity or race on
dévelopmeﬁt c')utcomes.‘ ‘Also, participétory development has generally, like WID,
pursued the liberal project of inserting participatory practices of various kinds into
conventional development activities, mostly talking implementation (Cornwall,
2000). However, within various approaches have been distinguished such as welfare
approach, equity and antipoverty approach and efficiency and empowerment
approach, in respcét to women they broadly fall,

Development specialist in gender and déVelopmént recognized that women
and men have different needs because they have different roles in society. The
development programs aimed at improvin‘g‘socio-economic status of both rural and
urban women and currently recognize the necessity of identifying the strategic needs
of women that result from the changing gender relations in the society. Most of the
poverty alleviation programs designed to grant basic needs to the poor have
consciously and frequently tended to provide for practical needs of women.
However, the question of who participates and who benefits raises awkward

questions for participatory development.
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2.7 Defining Micro-finance as a Concept

* Microfinance and credit two tenné are cloéely related to each other. Poor
péople need micro credit for these various and different purposes. It may be to meet
| ‘the majdr hOu_éehold' expensés; emergency needs Q'f even basic livelihood support.
‘The poor lack the ability to accumulate necessary capital, because they are
constantly struggling to fulfill their basic needs (Singh, 2002).

There are two main systems of microfinance, one is formal and the other is
informal, Both of the systems have their own positive and negative aspects. The
positive of the formal financial system is that loans are available at low rates of
interest with easy -and periodical repayments and with moratorium periods. Also the
most important aspect of this type of credit is that it is available for income
generating activities. But at the same time micro-credit from the formal financial
system is not easily available. Because the system requires collateral or security, it
has complex legal and operational procedures, involving a lot of paper work. The
credit is not available in time. Moreover, there is a stigma attached to the poor
people so that the bankers do not think they are credit worth and feel that the
recovery rate is unsatisfactory.

The positive aspect of the informal system of micro-credit is that the credit
disbursement is easy and relatively quick. No collateral is required and there is less
paper work. Credit can be given for any activity, especially for consumption and
emergency purposes. Credit is generally given fo_r'non-pr'oduqtive purposes as well.
But the negative aspect of this system is its very high interest rates. Exploitation is
also attached with this system. Moneylenders take repayment at one time only.

However, microfinance was created to somehow combine the positive
aspects of both financial systems like low rate of interest, easy process of
disbursement, no collateral or security and less paper work etc. In the recent past,
microfinance has become a critical component of community development and
poverty reduction strategies. In this special issue of the development official
statement the adyantages_ and difficulties of implementing effective microfinance

programs are explored from a number of different 'pc_ars'pcctives.
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Mayoux (1995:2) has identified two broad models of microfinance: the
market model, and the empowerment model. According to;}xim, the market model is
a credit-driven model, which has a reduced emphasis on client savings, except as
security deposits against loans. The empowerment model is based on a mutual or
self-help approach and high levels of group ownership, control and management. It
involves small groﬁps of women who collect their own savings and revolve them as
credit among their members. These savings are often Supplemcnted by external
credit injections from banks or other institutions. This model has lower transaction
costs than either the market approaches or those which provide loans to individuals
(Puhazhendi, 1995). But Mayoux (1995) argues that the very process of making
decisions within the group is an empowering process and so can lead to broader
development outcomes, such as the greater participation of women in [ocal
government processes. In terms of poverty outreach, the mutual model provides
greater opportunities, However, it is not conducive to rapid expansion, as it is

savmgs rather than crcdlt driven, and it has high institutional costs in start-up that in

~ effect aré a cost to the donor, whlch to many would be seen as a subsidy. Also these

models because they are less disciplined and more decentrallzed, are harder to
. fegulate and monitor, and so represent a gfeater risk to the donor (Mayoux, 199'5).
' The Asian Development Bank (ADB) defined it, as “the prpvision of a broad
range of financial services such as deposit, loans, payment services, money
transfers, and insurance to poor and low-income households and their micro-
enterprises.” Most of the microfinance systems are run by NGOs or are using NGO
characters by government programs, and recently commercial banks. However these
systems practice not only financial intermediation for the poor, but also accomplish
much for the poor in terms of economic, social and individual development
(Gunatilaka, 1997)

The Declaration of the Micro-Credit Summit held in Washington, D. C. in
1997 defined micro-credit programs as those f._hat '“erx‘tend small loans to poor people
for self-employment projects that generate income, allowing them to care for
themselves and their families” (Microcredit Summit, 1997). The Taskforce on

Microfinance established by National Bank for Agriculture and Rural Development
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(NABARD) in India defines microfinance as the "provision of thrift, credit and other
financial services and products of very small amounts to the poor in rural, semi
urban or urban areas for enabling them to raise their income levels and improve
living standards" (NABARD, 1999). While these definitions essentially seek to
foreground the purpose of microfinance programs for the “income generation”
through self-employment, the sizes of the financial services offered are “very small
amounts” and the target clientele of such programs are “the poor.”

The current consensus, aggressively propagated by some of the leading
development organizations including the World Bank, the United States Agency for
International Development (USAID) and the Department for International
Development (DFID), that microfinance based programs constitute the single most
" effective development intervention that can be universally adapted and may be
attributed to the close association of microfinance (Ledgerwood, 1999).

Nevertheless, the Microfinance Handbook produced by the World Bank’s
Sustainable Banking with the Poor Project states that while the term microfinance
refers to the provision of financial services to low-income clients, including the self-
employed, many -Microfinance Institutions (MFIs) provide social intermediation
services comprising group formation, ‘crai"ning in ﬁnancial literacy and management
| capabilities and therefore the definition of microfinance encompasses both financial
and social intermediation. It notes that microfinance activities typically involve
- small foans,_ usually for working capital, informal appraisal ~of borrowers and
inveétments, collateral substitutes such as group guarantees or compulsory savings,
access to repeat and larger loans, secure savings products and strearnlined loan
disbursement and monitoring (Ledgerwood, 1999).

The terms “microfinance” and “microcredit” have, in the course of popular
usage. It is not only the goal of reaching financial assistance to a designated target
population, but also to encompass a particular set of lending methodologies and
transactional technologies with a particular set of lending technologies that primarily
comprise lending to néighb_orhood based “primary groups”, “self help groups”, or
“solidarity groups”, so as to reduce transaction costs to the boﬁ*o'wer and the lending

institution. It is important to note that the organizational structure of the equal group
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based channel of delivery of microfinancial services is remarkably heterogencous,
assumes diverse forms across the globe and ranges 'across a spectrum including the
Grameen type groups of Bangladesh, the Indian self help groups, and the village
banking model prominent in Latin America etc. (Nair, 2001).

As the Microfinance Handbook of the World Bank points out, the MFIs in
turri, could be nongovernmental organizations, credit uﬁions, savings and loan
cooperatives, government banks, commercial banks, and non-bank financial
institutions. Although microfinance and microcredit are often used as inter-
changeable terms in the literature, it is generally agreed that microcredit or small
loans for income-generation or consumption purposes refer to one component of a
larger array of microfinance services that could include savings, insurance and other
related business development services as well.

The core of microfinance programs j'goes beyond mere access and
distribution of money, to deeper issues of how money is utilized and invested by
jow-income individuals. It helps in fostering and developing a micro, community-
based environment where existing networks and interlinks are strengthened. It is
important therefore to understand that microfinance doesn’t stand alone, but
overlaps on existing developmental activities and helps in their implementation.
Micro-finance has brought the poor in large numbers- into extensive organizational
. networks,'has. promofed savings and provided credit without collateral, and has

shown that the poor are bankable.

271 Micro-finance in the Financial System of Sri Lanka

There are two main financial systems in Sri Lanka; one is formal and the
other is informal, According to Berensmann et al., (2002) there are three systems,
including the formal, informal and semiformal. The Central Bank of Sri Lanka
(CBSL) regulates formal financial institutions. These institutions are made up of a
number of commercial banks, savings and development banks and regional
development banks,: deposit institutions, contractual savings institutions including
insurance companies and other specialized financial institutions, including leasing
.companies, merchant banks, venture capital companies and finance companies. The

main actors in the informal financial sector are moneylenders and self-help groups.
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A recent study shows that one of the main actors in the formal financial
sector is in the field of microfinance. In the fonﬁal,ﬁnaﬁcial sector, lending activities
“are focused on large individual sums provided to private and government-owned
enterprises in the modern industrial sector. The formal financial sector has
~ undertaken. some efforts to become active in microfinance. Among the institutions
regulated by the central bank, only banks play a relevant rolé'in microfinance.
Mainly, there are two types of banks, which are involved in the micro-finance séctor
in Sri Lanka: Regional Development Banks (RDBs) and commercial banks.

Regional Rural Development Banks (RRDBs) were set up in 1985 as
government institutions with the objective of improving financial services for the
rural poor. Legislation in 1997 provided for the creation of RDBs by combining the
previously operating Regional Rural Development Banks (RRDBs). One reason for
doing this was to donf‘orm to provincial boundaries, in line with political
decentralization, but the other pufpose \.'vas‘,to' profes'si‘dnalizé‘RDB ‘management,
achieve economics of scale, and to reduce Central Bank influence over the operation
of RDB’s. RDBs in Sri Lanka focus their activitie§ on rural areas. Both commercial
banks and RRDBs have been used as conduits for government poverty alleviation
programs involving elements of credit. Thus, the Janasaviya program, which
operated from 1989 to 1994, included .micro-credit disbursed through the state
commercial banks and RRDBS, among other conduits (Berensmann e/ al., 2002).

Howc‘v,er, most of the _cornmer'ci'a;l. bank‘Were Iimited to involvement in the
micro.ﬁ:rlancé sector, due to the fact that they are unable to assess a clients risk in an
: appropr.iate-nﬁanner. And also the transaction costs involved in processing small and
short term loans are relatively high. The other reason is it is difficult for most banks
to build up a sound relationship with their small-scale enterprises (SSE) and the
poor. For these reasons, the overall commitment to small scale enterprises Is
generally weak. In addition, lack of personal -relatilonships and high administrative
requirements ofteﬁ keep SSE clients from borrowing from barks.

In Sri Lanka, there are 26 commercial barks, two of which are run by the
state, six privately organized and 18 owned by foreign institutions. In the

commercial bank sector, four institutions play a major role in SSE financing: the two
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state banks (the People’s Bank and Bank of Ceylon) and two private banks (Hatton
National Bank and Seylan Bank).

However the Hafton National Bank (HNB) started its microfinance program
~in 1989, which was called Garm Pubuduwa Upadeshaka (GPU) This has been the
subject of a study by the World Bank The bank wanted to reach three major
objectives: social mobilization, 1mprovement of rural savings opportunities,
particularly for women and children, and promotion of- growing micro-enterprises to
enable them to develop into small or even medium-size enterprises. The GPU
program is targeted small and micro-savers and the borrowers in rural and semi-
urban areas, However, according to figures the perfomlance of the HNB program is
better than other commercial banks Eendmg in rural areas (Gallardo, et al., 1997,
+ cited in Conroy, 2000) '

' One popu ar form of credit in Sr1 Lanka is pawnbroking. There are two types
of pawnbroker in Sri Lanka, private and public. It is considered the oldest form of
lending, and it plays a very important role in the micro-finance sector. Most
pawnbrokers are registered and even commercial banks (both government and
private) offer pawnbroking servicés to their clients. Pawnbrokers offer loans against
collateral. This collateral can have \_farious forms: household articles, machines or, a
means very popufar in Sri Lanka, gold. Registe’réd pawnbrokers and banks usually
accept only gold as pawned items. The interest rate is below 2 percent (monthly) at
banks and 5 percent at licensed pawnbfokéfs. This rate is much lower than informal
moneylenders. The main advantage of pawnbroking is the fact that it is extremely
fast. The informal suppliers of micro-credit, however, play an important role in the
country. According to Sanderatne and Senanayake (1989) the informal financial
sector accounts for an estimated 30 percent of all financial transactions in Sri Lanka,

The term “semiformal” is commonly used as a label for the grey area
between formality and informality, Semiformal actors are financial institutions that
are not subject to banking laws, though they do not operate within a country’s legal
system, The most common semiformal financial actors are NGOs and credit co-
operatives. These sectors have been a broad outreach and as a rule provided the

largest share of small loans. NGOs are usually classified as semiformal MFTs, and
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operate between the formal level of bank and the often-informal level of micro-
credit-demanding micro-entrepreneurs or poor individuals. However, NGOs are
sometimes referred to as informal credit suppliers, mainly when the term “NGO” is
used to include local, more grassroots-oriented collective organizations. Historically,
many NGOs have engaged in distributing subsidizéd money as “loans.” This kind of
micro-credit program however, has suffered frorﬁ inefﬁéicncy and low repayment
rates (Berensmann et al., 2002). '

There are several semiformal microfinance institutions that have been
operating in Sri Lanka. The most important financial NGO is the Sarvodaya
Economic Enterprises Development Service (SEEDS). It is the economic
development arm of the Sarvodaya movement, which mainly works in the field of
participatory rural development. This is developed on the foundation of an existing
network of “village banks” of which some 250 were operating in mid 1999, with a
further 2200 societies altogether serving some 294,000 people.

Nevertheless, Credit cooperatives (CCs) also play a significant role in the
provision of finances to poor individuals or entrepreneurs. CCs - are organized
according to basic co-operative principles, and the members of a credit cooperative
provide capital to the CC, mainly equal shares. At the same time, the members can
- deposit savings. Part of this accumulated, self-generated capital can then be
disbursed as loans to members. In country there are two types of cooperatives which
play an outstanding role in microfinance; Cooperative Rural Bank (CRBs) and
Thrift and Credit Co-operatives (TCCs). Both are regulated by the Department of
Co-operatives, not by the central bank. According to Attanayake (1997), CRBs have
been an important source of mobilizing savings but have some difficulties in lending
r-nbney»cfféctively. Ho'wever, today networks of cooperative rural banking unions
- operate 1418 CRBs in the country, _ 7
The TCCs in Sri Lanka are organized in a national federation, which is
. I_{ndwn'as the SANASA movement. It was founded in 1906 in order to increase
financial services in rural areas. Today, SANASA provides a large nurr‘lb-e:r of
products, e.g. microfinance schemes, insurance, and training facilities, and also more

than 8400 primary co-operative societies, which operate 1418 rural bank, mobilize
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~ savings and provide loans for inconﬁe generating activities and consumption
(Kiriwandeniya, 1998). However, SANASA is an effective financial institution
serving rural communities, inclu&ing some of the poor, with the potential to increase
its outreach to the disadvantaged.

There are a number of substantial and well-performing NGOs providing
microfinance in the county. These NGOs are creation for the mainly for religious or
social welfare objéctives, for example, SEEDS‘ and -Jariéshakthi. In addition, the
government has given of the resources for microfinance from the 1989 under official
poverty alleviation schemes, such as Janésaviyé, the National Development Trust
Fund, and the Small Farmer and Landless Credit (SFLC) project. In some cases,
official programs have also engendered community-based organizations of a quasi-
independent nature which provide microfinance services at field level. Samurdhi is
one such organization, which is not strictly an NGO, though sharing some NGO
characteristics, and also in previous program experience was based to the Samurdhi
Program. The major objective of Samurdhi Bank Union microfinance lending is

stated as reducing the “income vulnerability” of the poor.

2.7.2 Relationship of Microfinance and Poverty:

+ Poverty is in many dimensions and it is perceive to be in developing
counties. These dimensions of poverty can be ‘broadly classified into three: (1)
economic dimension, often measured by the level of income and expenditure,
ownership of assets, and employment; (2) vulnerability to risks and income failures:
and (3) powerlessness and low social status (Tilakaratna et al, 2005).

In the case that microfinance has the potential to impact directly or indirectly
on each of the dimension of poverty, it is claimed that microfinance can be an
effective instrument to raise income, productlon and employment of the poor
~ households, Lack of access to credit has been considered as a major obstacle for
them to raise their income and production levels. 7

.On the one hand the poor.suffer not only from low incomes but also from
~ various vulnerability and risks. They often lack reserves to fall back upon in times of
need or buffers to absorb the shocks of income losses. On th_é other hand it is

claimed that microfinance programs facilitate savings among the poorer and provide
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credit, and insurance services that help the pobr to accumulate assets and strengthen

" their cap,aci_fy to deal with. risks. Moreover, these programs help the poor,
- 'p’afticularly the poor wotnen to gain economic and social empowerment such as
improving income, assets and employment opportunities, and social networks.
Participation in microfinance programs can also help to improve self-reliance, social

recognition and social status of the poor.

2.8 Summary

Over the l'a'st 'éentury, Westém coneeptions of the world and History have
been largely characterized by notions of progress, .‘.e'volution, and development.
Since the Second World War “developrﬁéﬁt” has become the most widely used term.
From the time of independence, in the context of development on poverty alleviation
in Sri Lanka, the local people have received special concern from the government,
and development workers as well as researchers inside and outside the country.
They all know well that the country has a high level of human development but low
levels of per capita income. Many of the practices and policies in place have not
been adequately impacting poverty. This means that how poverty is defined and
understood is to be further debated, However, all contemporary poverty discourse in
Sri Lanka, be it conservative, liberal or radical, believers that there is a distinct,
bounded poverty sector in the economy whose problems can be cradicate throughout
economic development but that poverty cannot be eradicated through economic

alone. .
| Nevertheless, by 1990 in the arena of the notion of development, community
and people’s participation became incorporated into the discourse of mainstream
development and poverty alleviation, Many governments and NGOs with a focus on
community-based programs and microfinance were able to access donor funding and
the state facilitated an environment conducive to implementing income-generating

programs and saving and credit schemes at the village level, even today. However,

. one could find that many people have escaped from poverty while many others

people have fallen into poverty. In cause, why some communities and households
benefit more from national economic growth, and even less is known about why

~ some others fall info poverty at the same time. The consequences of national policy
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cannot be traced without a more accurate picture of how people respond and adapt to
national policies. - C |

However, in urban context, poverty is different than in rural context.
Looking at urban poverty from a national point of view provides a very favorable
picture. According to some figures most of the urban population lives in very poor
quality housing and in crowded, unsanitary and insecure conditions with a severe
lack of infrastructure and access to basic services; Money is the primary variable in
all aspects of livelihood. But the culture of poverty view of poverty persists to this

day among many low-income groups. However, poverty is beyond their control.




