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Introduction

This special report, commissioned by the Credit 
Suisse Research Institute at the occasion of 
the 2018 World Economic Forum, focuses 
on one of the most complex and seemingly 
unresolvable issues we face today: eradicating 
extreme poverty. 

The aim to reduce and ultimately eliminate 
poverty has been followed by the development 
community for many years. Most recently, the 
international commitment has been reinforced in 
form of the Sustainable Development Goals that 
were articulated by the United Nations (UN) in 
September 2015 and strive to eradicate poverty 
“in all its forms everywhere by 2030”. According to 
UN data, over 700 million people live in extreme 
poverty today without access to water, sanitation, 
health services, or education. More than two thirds 
of the extremely poor people worldwide live on a 
daily budget of less than USD 1.90 - the challenge, 
however, is by far not limited to the developing 
world. In fact, 30 million indigent children grow up in 
the world’s richest countries.

Our publication takes a closer look at several 
topics in relation to addressing extreme poverty. 
Notably, we explore how investor interest in social 
impact has developed over time and argue that 
social entrepreneurship can represent an important 
extension to mainstream investment and the 
currently developed social finance solutions can 
become especially valuable sources to deal with 
poverty going forward. We further examine two 
demographics that deserve particular attention in 
relation to extreme poverty and its elimination. 

First, with gender inequality being one of the 
most pervasive forms of inequality across the globe, 
we look into the vast benefits of investment into 
women’s health and education. With an improved 
economic standing of women, we see significant 
positive spill-over effects to the society conducive 
to economic growth. Also crucially, educated 
and empowered women are more likely to take 
leadership roles, motivating others and pushing 
for more accountable leadership and further 
empowerment. 

Second, although disability is closely associated 
with poverty and other indicators of economic 
deprivation and people with disabilities are 
statistically overrepresented among those living in 
poverty, this group is often neglected as recipients of 
international support. Data shows that children with 
disabilities are less likely to have access to education 
and subsequently lack earnings opportunities on 
the labor market. Simultaneously, living in poverty 
is connected with conditions that increase the 
chances to develop a disability, including the risk of 
malnutrition or infectious diseases. 

In light of continued challenges to eradicate 
poverty, we hope that this report will make a 
contribution to the awareness of some of the 
most neglected groups.  I wish you an interesting, 
valuable read.

Urs Rohner 
Chairman of the Board of Directors 
Credit Suisse Group AG
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Foreword 

“Like slavery and apartheid, poverty is not natural. It is man-made, and it can be overcome and  
eradicated by the actions of human beings…” – Nelson Mandela 

It has been one hundred years since the birth of one of the greatest global citizens of our time,  
former President of South Africa, Dr. Nelson Rolihlahla Mandela. Tata Madiba, as he was fondly  
referred to, was greatly concerned with the cause of the poorest and most marginalized members 
of society. He challenged us to “be that great generation” and to end extreme poverty within our 
lifetimes. Over the next 12 months, we will celebrate Mandela’s humanitarian legacy, while also lever-
aging political and corporate commitments toward alleviating extreme poverty in Mandela’s memory.

Hugh Evans, Chief Executive Officer at Global Citizen

In the development sector, we often like to tell the 
stories of progress. And while great progress has 
indeed been made in the struggle to end extreme 
poverty over the course of the last three decades, 
there is still much more to be done. Ten percent of 
the world’s population – approximately 750 million 
people – still remain in extreme poverty (defined by 
the World Bank as living under USD 1.90 per day)  
– this is intolerable in 2018. 

Economic growth and international trade – 
rightly regarded to have played the critical role in 
lifting people out of extreme poverty in recent 
decades  – can no longer be regarded as a panacea 
to poverty. These 750 million people often reside 
in marginalized excluded communities, completely 
disconnected from the engines of economic 
growth. Without focused targeted interventions, we 
risk missing the target of ending extreme poverty 
by 2030 as enshrined in the United Nation’s 
Sustainable Development Goals. Reaching this 
deadline will require renewed resources and political 
will, including, but not limited to, first, supporting 
countries as they work to meet their foreign aid 
commitments, particularly the funding needed to 
meet health, education and women’s health – all of 
which are critical to ending extreme poverty; second, 
removing or eliminating discriminatory practices 
that prevent people from participating in society as 
active fulfilled individuals; and third, unleashing the 
full potential of women through investing in their 
economic empowerment and health.

It has been written that Nelson Mandela did not 
care much for tributes. Rather, he was concerned 
with action, results and impactful outcomes to 
ensure the restoration of the dignity of all the people 
of South Africa, Africa, and the globe. If we are 
able to achieve that, then we might be able to fulfill 
Mandela’s unfinished work and thus live up to being 
that “great generation” he so desired and believed 
we were capable of being.  ■
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Escaping poverty: Investing in  
women’s human capital 

Policymakers in developing countries continually search for effective policy measures to promote 
economic growth and lift people out of poverty. Historically, investments in human capital have  
proven to be among the most effective means of accomplishing these ends. Recent research has 
provided evidence that investing in women’s human capital may have an especially powerful effect 
on economic growth and poverty reduction.

Dr. David E. Bloom, Clarence James Gamble Professor of Economics and Demography in the Department of Global 
Health and Population at the Harvard T.H. Chan School of Public Health
Dr. Michael Kuhn, (Co-)leader of the research group on population economics at the Wittgenstein Centre and Vienna 
Institute of Demography
Dr. Klaus Prettner, Professor of Economics at the University of Hohenheim, Stuttgart, Germany

Investing in the education, health and empowerment 
of women magnifies both their direct and indirect 
contributions to the economy. Direct contributions 
include paid and unpaid labor, and indirect 
contributions include reduced fertility, spillover 
benefits to the health and wellbeing of family 
members, and increased social engagement. By 
embracing policies that support female education, 
health and empowerment, national leaders can 
make an outsized impact on the economic wellbeing 
of their people. 

This article1 discusses women’s distinct role in 
the transition to sustained economic growth and 
thereby in poverty reduction. Based on substantial 
evidence in the economic literature, we claim that 
women’s empowerment and investments in their 
health and education are highly effective policy 
measures to promote economic development and 
reduce poverty. While moral and ethical grounds 
for social equity and human rights alone justify 
devoting public resources to advancing women’s 
education and health and to ensuring that women 
have unhindered opportunities, the economic case 
for such spending is also gaining strength.

Background

Global poverty has been declining for decades, 
both in absolute numbers of individuals affected 
and even more so as a fraction of the population 
living below the poverty line (a predefined income 
level per day adjusted for purchasing power). Fast 
economic growth worldwide – particularly in China 
and India lifted almost one billion people above the 
absolute poverty line of one dollar per day (in 2005 
prices) over the last three and a half decades. This 
progress unfolded against the backdrop of global 
1.  The authors would like to thank Daniel Cadarette and 
Vadim Kufenko for outstanding research and editorial 
assistance. This article is an updated and expanded version 
of an earlier article ‘Invest in Women and Prosper,’ originally 
published in Finance & Development magazine in September 
2017.

population growth of more than two billion people 
over the same period (Chen and Ravallion, 2010; 
Deaton, 2013, pp. 44–46; Milanovic, 2016, pp. 
30–31).

Figure 1 illustrates the evolution of the poverty 
headcount ratio, defined as the fraction of the 
population living below USD 1.90 a day (adjusted 
for purchasing power with a base year of 2011), 
which corresponds to the poverty line used in the 
World Bank’s Poverty and Equity database from 
which we obtain the data. Worldwide, the poverty 
headcount ratio declined from 35.3% in 1990 to 
just over 10% in 2013. Poverty declines in East 
Asia and the Pacific primarily drove this decrease, 
where the poverty ratio fell from 61.4% to 3.7%. 
The poverty ratio in Sub-Saharan Africa, however, 
declined by much less, from 54.4% in 1990 to 
41% in 2013. This is because the absolute number 
of persons living below the poverty line of USD 1.90 
a day in Sub-Saharan Africa has grown. Although 
offset by even faster overall population growth, the 
growing number of poor people in Sub-Saharan 
Africa shows that poverty reduction has not been 
uniformly successful throughout the world.

“Worldwide, the poverty headcount 
ratio declined from 35.3% in 1990  
to just over 10% in 2013”

Figure 2 shows a country map of the average 
poverty headcount ratio (for a poverty line of USD 
1.90 a day) between 2000 and 2015. We refer 
to the average because most countries do not 
report yearly data. The darker areas of the map 
represent countries with higher poverty headcount 
ratios. Those countries, which are concentrated 
in Sub-Saharan Africa are also those with the 
lowest economic growth rates over the time period 
examined. By contrast, fast-growing countries such 
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Figure 1

Poverty headcount ratio in % at USD 1.90 a day in 2011 (adjusted for purchasing power), 1981–2013

Note: For years in which data were not available, a linear interpolation has been used to impute the values. 
Source: World Bank (2017), Poverty and Equity Database and authors’ calculations.

as China and India have been very successful in 
poverty reduction. This observation is in line with 
previous findings that economic growth is the main 
pathway to reduce poverty (see, for example, Dollar 
and Kraay, 2002).2  Given the established connection 
between growth and poverty reduction, the question 
of which policies are likely to instigate economic 
growth in areas that suffer from high poverty rates, 
particularly Sub-Saharan Africa, is clearly important. 
Policies and interventions that support women’s 
empowerment, health and education represent one 
particularly high-leverage category of investments 
for fueling economic growth.

Women’s contribution to economic 
growth 

Women contribute to economic growth and 
development directly and indirectly. The direct route 
encompasses paid and unpaid (or market and non-
market) productive activities. Women’s participation in 
the paid workforce boosts output – and thus income, 
savings and tax contributions at the household, 
community and national levels. The extent of the 
contribution depends on how many women enter 
the workforce, how many hours they work, and how 
productive they are. Women also contribute much 
more than men through unpaid labor, particularly at 

2. Several authors argue that the findings of Dollar and 
Kraay (2002) are to some extent driven by the choice of 
poverty measure and that they shield a lot of heterogeneity 
(e.g. Donaldson, 2008; Son and Kakwani, 2008). Don-
aldson (2008) identifies several factors that are conducive 
to poverty reduction aside from economic growth. These 
include stability and employment opportunities for the poor, 
progressive redistribution, state-sponsored welfare pro-
grams, and structural readjustment based on liberalization.

home. They often take  (or are socially assigned) 
primary responsibility for child rearing. In addition, 
they often care for elderly family members and others 
in their household who need help. Women haul 
water, prepare food, do other household chores, and 
volunteer in the community. A 2015 United Nations 
Department of Economic and Social Affairs report3 
estimates that women outwork men by an average 
of 30 minutes per day in developed economies and 
50 minutes per day in developing economies when 
accounting for all paid and unpaid labor. 

“Women also contribute much 
more than men through unpaid 
labor, particularly at home”

Women contribute indirectly to economic 
development and poverty reduction as well. Their 
indirect economic contribution takes various forms. 
When women’s economic standing improves, 
spillover benefits to other family members tend to 
occur. For example, when women earn more and 
account for a larger share of household income, a 
greater share of household spending goes toward 
the health of the family, which positively affects the 
economy (Hoddinott and Haddad, 1995). Women 
can also be powerful instruments of social change 
in a manner that is conducive to economic growth. 
Furthermore, educated and empowered women are 
more likely to take leadership roles in the community 
and be less tolerant of gender inequity, which may 
help to push for more responsive leadership and 
further empowerment of women. 

3. UN Department of Economics and Social Affairs, 2015
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Figure 2

Average poverty headcount ratio at USD 1.90 a day (in 2011, adjusted for purchasing power), 2000–2015

Note: Average poverty headcount ratios were calculated for 2000–2015 because single-year data are missing for most countries. 
Source: World Bank (2017), Poverty and Equity Database and authors’ calculations.

Fertility reduction is another powerful indirect 
pathway because high fertility is the main obstacle 
to long-run economic development, as Galor and 
Weil (2000), Bloom et al. (2003), Galor (2005, 
2011), and Li and Zhang (2007) show. Families 
with large numbers of children are often caught 
in a poverty trap as the demands of raising many 
children result in relatively few resources being 
left for savings or for investment in schooling 
and child health. Consequently, children in large 
families tend to have low income, perpetuating 
poverty over generations. Investing in women’s 
human capital helps to break this link and to shift 
a society from a poverty trap with high fertility to a 
regime of sustained growth with low fertility, which 
in turn contributes to lower poverty levels. In such 
a situation both overall economic growth and the 
reduction in fertility contribute to poverty reduction, 
whereby the reduction in fertility is the precondition 
for sustained growth in the first place.

“Gender equity remains  
far from the global norm”

Despite the numerous economic arguments 
for investing in women’s human capital – and the 
clear moral imperative – gender equity remains far 
from the global norm. In low-income countries, 
fewer girls than boys are enrolled in secondary 
school (36% versus 43%). Rates for female 
enrollment are particularly abysmal in Niger (17%) 
and South Sudan (7%) (UNESCO, 2017). India 
spends less on women’s health than on men’s 

across all demographic and socioeconomic groups 
(Saikia et al., 2016). Globally, women have fewer 
opportunities to enter high positions in business 
and government. As of 2016, women held fewer 
than a quarter of parliamentary positions worldwide, 
and only 11 women are currently heads of state 
(excluding figureheads) (UN Women, 2017). 

To address these inequities and thereby promote 
economic development and poverty reduction, 
policymakers need to act decisively. 

In the next section, we discuss some pathways 
through which women’s empowerment and 
investments in women’s health and education 
support economic development and poverty 
reduction. We also describe the complementarities 
between investing in women’s education and health. 
In the third section, we discuss policy instruments 
available for enhancing women’s education 
and health in less-developed countries and for 
strengthening the social standing of women. 

Pathways

Empowerment
Female empowerment has the potential to reduce 
fertility by two main channels. The first channel 
is rooted in the preference structure outlined by 
Prettner and Strulik (2017). Following evolutionary 
psychology studies and in line with empirical 
regularities in less-developed countries (see Becker, 
1999; Cox, 2007; Miller, 2008; Doepke and Tertilt, 
2014; USAID, 2017), Prettner and Strulik (2017) 
assume that women, unlike men, tend to prefer 
having fewer better-educated and healthier children 
to having more less-educated and less-healthy 
children. When women’s societal and household 

8  Eradicating Extreme Poverty



standing increases, they are more likely to be able to 
enact their preference for fewer children. This results 
in a faster transition from a state of high fertility, 
low education and health, and sluggish economic 
growth to one of low fertility, high education and 
health, and sustained economic growth (see Bloom 
et al., 2003; Li and Zhang, 2007; and Galor, 2011). 
Prettner and Strulik (2017) show that this channel 
is particularly strong in countries where men’s and 
women’s preferences differ to a large extent; it 
might not be operative in countries where men and 
women differ to a lesser degree in their preference 
for children. This could reconcile Duflo’s (2012) 
findings (according to which some randomized 
controlled trials conducted in areas where men and 
women hold similar preferences find only a weak 
and/or insignificant effect of female empowerment 
on economic development) with empirical studies 
based on cross-country regressions that find a 
positive effect (see, for example, Klasen, 2002; 
Knowles et al., 2002; Abu-Ghaida and Klasen, 
2004; Klasen and Lamanna, 2009; Schober and 
Winter-Ebmer, 2011).

The second channel is rooted in the recent trend 
toward the elevated importance of “brain” relative 
to “brawn” in the labor market, which has been 
spurred by technological progress and structural 
transformation. Women, who have a comparative 
advantage in “brain,” have become – and continue 
to be – more successful in the labor market because 
their skills are in increasing demand (Galor and 
Weil, 1996; Kimura and Yasui, 2010; de la Croix 
and Vander Donckt, 2010; and Diebolt and Perrin, 
2013). This raises female labor-force participation 
and female wages, and thereby increases the 
opportunity costs of childcare. Fertility declines 

Figure 3

Total fertility rate over time by country income group, 1950–2015

Source: UN Population Division (2015), World Population Prospects: The 2015 Revision

as a consequence (see Figure 3), triggering a 
demographic transition,4 which releases resources 
that can be invested in education and health. 

Given what we know about these two 
channels, how can investments in women’s human 
capital help to bring the economy onto a path to 
development? In the following, we will consider 
the roles of female health and education and the 
way in which investments in the two complement 
each other.

Health and education

That health and education play a central role in 
economic development and poverty reduction is 
now common knowledge (see Galor and Weil, 
2000; Galor, 2005, 2011; Cervellati and Sunde, 
2005; Weil, 2007; Strulik et al., 2013; and Bloom 
et al., 2014). However, that women’s health and 
education play a greater role than those of men, 
and that investments in women’s human capital are 
likely to yield disproportionately large returns, may 
be more surprising (see, for example, Summers, 
1992; Lagerlöf, 2003; Bloom et al., 2009, 2015; 
Stenberg et al., 2014; Onarheim et al., 2016; and 
UNFPA, 2016).

Recent studies strongly support the hypothesis 

4. The term “demographic transition” refers to the transition 
of societies from a state of high fertility and mortality to a 
state of low fertility and mortality. With fertility and mortality 
both high in the initial state, the population barely grows. 
An initial decline in mortality drives a wedge between fer-
tility and mortality such that population growth speeds up. 
Eventually, the fertility rate also declines, and population 
growth slows down again.
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that education is instrumental to growth (e.g. Cohen 
and Soto, 2007; Lutz et al., 2008; Hanushek and 
Woessmann, 2012), and evidence is mounting that 
restraining female education particularly hinders 
economic development (Klasen, 2002; Knowles et 
al., 2002; Klasen and Lamanna, 2009). Additionally, 
evidence shows that educational inequality in and of 
itself harms economic growth (Sauer and Zagler, 
2014). Educating women also has implications for 
social and political organization. Lutz et al. (2010), 
for instance, show that improved female education 
fosters the transition to democratic forms of 
government. This in turn might have independent 
effects on long-run economic prosperity. 

“While an increase in household 
income resulting from men’s health 
improvements leads to increased 
fertility, the converse holds true for 
females”

Bloom et al. (2015) account for gender 
differences in health and develop a theoretical 
dynamic general equilibrium framework that shows 
how female health improvements accelerate the 
demographic transition and thereby fuel long-run 
economic development, while improvements in male 
health tend to delay the transition. This relationship 
between female health and the demographic 
transition stems from the positive effect that health 
has on productivity and the negative effects that 
female labor-force participation and earnings have 
on fertility. While the increase in household income 

resulting from men’s health improvements leads, 
ceteris paribus, to increased fertility because 
children are treated similarly to normal goods within 
households, the converse holds true for female 
health improvements. The reason is that increased 
earnings for women have a more pronounced effect 
on the opportunity costs of childcare, particularly 
in less-developed countries, where mothers spend 
vastly more time on childcare than fathers do 
(Berniell and Sánchez-Páramo, 2011).

It is worrying that studies continue to find 
discrimination against women and girls in the 
developing world in terms of access to healthcare and 
healthcare spending (e.g. Bloom et al., 2001; Self 
and Grabowski, 2012; Saikia et al., 2016), in terms 
of health outcomes during childhood (Bhalotra, 2010; 
Baird et al., 2011), and in terms of education (e.g., 
Aslam and Kingdon, 2008; Zimmermann, 2012; 
Sperling and Winthrop, 2016).5  In regard to the latter, 
disparities occur not only in terms of the “quantity” of 
education received, but also in terms of educational 
“quality,” as measured by differential attendance of 
private versus public schools (Aslam, 2009).6  

5. At an even more basic level, discrimination against women 
is evidenced in “missing girls” or “missing women,” reflecting 
an unnatural bias in the sex ratio against females, especially 
in East and South Asian countries (e.g. Das Gupta, 2005; 
Bhaskar and Gupta, 2007; Ebenstein and Sharygin, 2009) 
and, at more mature ages, also in Sub-Saharan Africa 
(Anderson and Ray, 2010).
6. Showing that in patrilineal kinship systems the birth of 
a son often leads to the completion of fertility, Filmer et 
al. (2009) argue that girls therefore tend to grow up in 
larger families and for this reason tend to receive lower 
investments.
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Complementarities
Investments in female health and education 
are important drivers of economic development 
independently. However, they can be all the 
more forceful when combined because they are 
complementary forms of human capital (Becker, 
2007): Better survival and lower morbidity due 
to improved health increase the lifetime return to 
education and the opportunity to acquire education. 
Along the same lines, increased education tends to 
improve an individual’s ability to care for him/herself 
and increases the incentive to do so, as investment 
in personal health protects one’s accumulated 
human capital (see Figure 4). While human capital 
complementarity arises for women and men alike, 
it may be particularly forceful where poor health 
entraps women in a cycle of poor education. 
Jayachandran and Lleras-Muney (2009) show how 
a healthcare program aimed at lowering maternal 
mortality in Sri Lanka boosted girls’ literacy rates. 

A second type of complementarity cuts across 
generations. Most directly, in-utero effects link 
mothers’ health statuses and behaviors with 
their children’s health. Bhalotra and Rawlings 
(2011, 2013) demonstrate the intergenerational 
persistence of disadvantageous health patterns. 
They also show that mothers’ enhanced education, 
child immunization programs and income growth 
can break these patterns. Field et al. (2009) provide 
evidence of a female-specific intergenerational 
complementarity: Improved maternal iodine 
intake has a particularly strong effect on the 
health and educational outcomes of girls. Finally, 
intergenerational complementarity stretches across 
types of human capital. If healthier women are more 

active in the labor market or have more clout in the 
household, educational investment in their children 
tends to increase (Bratti and Mendola, 2014).7 In 
addition, some studies show that better-educated 
mothers are prone to do more for the health of their 
children (Aslam and Kingdon, 2012).

“Healthier, better-educated women 
are likely to have a better bargaining 
position”

Finally, women’s health and education 
improvements may contribute to changing social 
norms that militate against female labor-force 
participation. This is because healthier, better-
educated women are likely to have a better 
bargaining position within the household and 
ultimately have a greater say in decision-making at 
the societal level. Micro-level evidence in Fernandez 
et al. (2004) supports such a view, showing that 
wives are more likely to work if their husbands had 
a working mother. Chung and Das Gupta (2007) 
provide a macro-level account of how economic 
development and policymaking combined to overturn 
strong preferences for sons arising from a patrilineal 
kinship tradition in South Korea. This is suggestive 
evidence for a third type of complementarity, namely 
that between human capital investments in women 
and girls and their social and political empowerment. 
Where anti-female social norms are strong, robust 

7. See, however, Alam (2015) for conflicting evidence in a 
context of child labor.

Figure 4

Female life expectancy and secondary education enrollment ratio by country, 2014

Note: All data are for 2014.  Source: UNESCO Institute for Statistics (2017), Enrollment by level of education and UN Population Division (2015), World Population Prospects: 
The 2015 Revision
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policy initiatives may be required to empower women 
and girls to initiate investment in human capital – for 
themselves or their daughters – even against these 
norms and thereby give rise to a virtuous cycle.

Policy implications

Insofar as educated, healthy, and empowered women 
tend to be a powerful spur to economic development, 
a central policy question is how to equip large 
numbers of women in such a fashion. We propose 
four distinct categories of policy response: (1) direct 
more resources to the education and health sectors 
overall; (2) direct relatively more education and health 
spending to girls and women to ensure they are not 
disadvantaged vis-a-vis boys and men; (3) improve 
access to birth control; and (4) level the institutional 
playing field with respect to access to jobs, executive 
positions and political office. 

More educational resources will draw more 
youth and adolescents – female and male alike – 
into school and provide them with a higher-quality 
education that aligns better with the demands of the 
labor market. Funds are needed to train teachers and 
administrators; establish performance incentives; 
update curricula and learning materials; and establish 
strong links among the primary, secondary and 
tertiary levels of the overall education system. 

Increasing resources to the health sector will 
strengthen the health system and should yield lower 
rates of morbidity and mortality, resulting in higher 
productivity, income and educational attainment. 
Bloom et al. (2015) indicate that this could also 

lead to lower fertility and redirect family and public 
investments away from the quantity of children 
toward their quality. 

Targeted efforts are needed to boost school 
enrollment rates among young and adolescent 
women so they rival those of their male counterparts. 
In many developing countries, the need is greatest 
at the secondary and post-secondary levels. 
Secondary education system reforms should 
focus on improving school infrastructure, including 
ensuring that running water and working toilets 
are available, because the absence of such 
infrastructure deters many girls from enrolling in or 
attending school once they reach puberty (Bloom, 
2014). Increasing the density of schools will 
also encourage female enrollment because long 
travel distances and times create personal safety 
concerns that are more likely to deter women (and 
their families) than men (see, for example, Sperling 
and Winthrop, 2016). Ensuring menstruating girls 
have sanitary products may further promote school 
attendance, although evidence on this front has 
been mixed (Bloom, 2014).

“Secondary education system  
reforms should focus on improving 
school infrastructure”
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With respect to the health sector, considerable 
scope exists to improve access to reproductive 
health services, such as sexual counseling and 
providing access to contraceptive supplies that 
can prevent sexually transmitted infections and 
unwanted pregnancies. Vaccination programs 
for adolescent girls and boys to prevent human 
papillomavirus (HPV) infection and transmission 
are especially desirable (Luca et al., 2014). 
Strong health systems also offer adolescent girls 
and adult women regular PAP smears to detect 
HPV-related cervical lesions that can evolve into 
deadly cancers. Increased access to treatment 
for various diseases may encourage women 
(and men) to seek screening and testing aimed 
at early detection, when many diseases are 
more easily and inexpensively addressed. Iodine 
supplementation to address iodine deficiency 
– the world’s most common cause of cognitive 
impairment – is also a high-impact intervention 
that disproportionately benefits girls and women 
because of their disproportionate susceptibility to 
iodine deficiency’s effects (Field et al., 2009). 

Das Gupta (2013) surveys several natural 
experiments in empowering women by facilitating 
access to birth control. Evidence from Rosenzweig 
and Wolpin (1980), Rosenzweig and Zhang (2009), 
and Joshi and Schultz (2013) on various Asian 
countries and from Miller (2010) on Colombia 
shows that fertility reductions are indeed associated 
with increases in schooling and greater health 
investments. While programs that enhance birth 
control may therefore be important triggers of 
human capital investments in a developing country, 
they also tend to disproportionately benefit the poor, 
as Salas (2012) and Jones (2015) show for the 
Philippines and Ghana, respectively. Thus, such 
programs may be instrumental in curbing poverty, 
both across countries and within a country. 

“Initial policies must be sufficiently 
intense to make a genuine impact”

While the complementarities among health, 
education and fertility reduction mean that human 
capital investment in these areas can spark a 
virtuous cycle once these investments take effect, 
insufficient investment also has the potential to 
result in stark development traps. This poses a 
challenge to policymakers: Initial policies must 
be sufficiently intense to make a genuine impact, 
and they may need to be sustained for a certain 
period before triggering take-off. This may impose 
considerable strain on public budgets and therefore 
require the bundling of efforts in targeted programs. 
At the same time, policymakers must take care in 
determining which areas (health, education, or birth 
control) of policy investments are likely to be most 
effective, or whether targeting certain subgroups of 

the population with comprehensive policies is better. 
Bell and Gersbach (2009) show that if human 
capital levels are low throughout the population, then 
targeting particular subgroups is more effective in 
stimulating development, but that this often comes 
at the cost of greater initial inequality. Targeting 
women may be a good strategy then, as this would 
likely result in restoring equity to some extent rather 
than disrupting it.

Moreover, labor, financial market and 
macroeconomic policies that aim to eliminate 
inefficient distortions and promote robust gender-
blind access to steadily created “good jobs” will 
serve to incentivize investment in women’s education 
and health, promote female empowerment, and 
discourage early marriage and childbearing. Jensen 
(2012) shows that creating job opportunities 
induces young women to enter employment, invest 
in their education, and aspire to a smaller family 
size. Heath and Jayachandran (2017) point out 
that developing female labor market opportunities 
complements improvements in female education. 
Bandiera et al. (2017) show that a program aimed 
at allowing poor women to enter livestock-rearing 
led to a sustained increase in asset accumulation 
and poverty reduction among program participants 
without compromising the outcomes of noneligible 
households. Hashemi et al. (1996) show that 
microcredits targeted to women have significantly 
positive effects on female empowerment.

“Microcredits targeted to women 
have significantly positive effects  
on female empowerment”

As far as the general social context is concerned, 
enhancing women’s involvement at the community 
level could have a substantial impact on young 
women’s educational attainment and on the career 
aspirations of both young women and their parents 
(Beaman et al., 2012). Reserving governmental 
leadership positions is one mechanism for promoting 
greater political involvement; this tactic has the 
benefit of increasing the likelihood that other women 
will succeed in subsequent elections (Beaman et 
al., 2009). Finally, Jensen and Oster (2009) and 
La Ferrara et al. (2012) reveal a strong impact of 
television on fertility norms, as popular television 
programs often depict wealthy, urban families 
with relatively few children. Indeed, Das Gupta 
(2013) attests to an important role for the media 
in increasing the acceptability of contraception and 
of women taking greater control over their fertility. 
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Conclusions

Countries continually search for policies that will 
promote growth and reduce poverty. Economists 
and policymakers have come a long way over the 
course of centuries in identifying good practices 
and sound policies to achieve these aims. High 
on the list of favorable policies are those that 
facilitate investments in human capital. However, 
not all investments in people yield the same results. 
Evidence and sound reasoning strongly suggest 
that investments in women – especially investments 
in their education, health and empowerment – pay 
disproportionate dividends.

“The potential for female  
empowerment to fuel economic 
growth and reduce poverty is a 
strong incentive for policymakers  
to invest in women’s health and  
education”

Indeed, countries in which women fare better 
with respect to education, health and empowerment 
tend to perform better economically than countries 
in which the situation for women is worse. Table 1 
compares the top- and bottom-performing countries 
in the United Nations Development Programme’s 
Gender Inequality Index (GII) in six regions for the 
year 2014. In each region, gross national income 

(GNI) per capita is substantially higher in the country 
with the lowest relative level of gender inequality 
than in the country with the highest level of gender 
inequality. Of course, an element of reverse 
causality is likely at play here, as countries with 
higher-performing economies have more resources 
to invest across all elements of society, which may 
result in greater equity. But, as we have sought 
to argue and document in this essay, substantial 
evidence shows a positive relationship between 
women’s improved social standing and superior 
economic outcomes.

Empowering women and promoting women’s 
health and education are, of course, highly important 
aims in and of themselves. However, beyond the 
obvious moral imperatives to seek greater gender 
equality and improved wellbeing for all, the potential 
for female empowerment to fuel economic growth 
and thereby to reduce poverty is a strong incentive 
for policymakers to invest in women’s health and 
education.  ■

Table 1

GNI per capita in top- and bottom-performing countries by GII, 2014

Note: GNI per capita is adjusted for purchasing power (current international USD). Source: UN Development Programme (2015), Human Development Report, Gender Inequality 
Index and World Bank (2017), World Development Indicators online database

                                                                        Gender Inequality Index (GII)  

Region Lowest country Highest country

Arab states United Arab Emirates
GNI per capita: 67,330

Yemen
GNI per capita: 3,740

East Asia and the Pacific Singapore
GNI per capita: 79,660

Papua New Guinea
GNI per capita: 2,800

Europe and Central Asia Slovenia
GNI per capita: 30,360

Georgia
GNI per capita: 9,130

Latin America and the Caribbean Chile
GNI per capita: 21,470

Haiti
GNI per capita: 1,740

South Asia Bhutan
GNI per capita: 7,330

Afghanistan
GNI per capita: 1,960

Sub-Saharan Africa Rwanda
GNI per capita: 1,640

Niger
GNI per capita: 930
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Disability and development:  
An economic perspective

Eliminating poverty is the ultimate aim of the international development community. Persons with 
disability are overrepresented among those living in poverty, and yet have typically been left outside 
the focus of major development initiatives. One of the barriers may have been the scarcity of evi-
dence about the relationship between disability and economic development.

Dr. Marc Suhrcke, Senior Researcher at the Luxembourg Institute for Socioeconomic Research and Professor of 
Global Health Economics at the Centre for Health Economics, University of York

Reducing – and ultimately eliminating – absolute 
poverty worldwide has long been the aim of 
the international development community, as is 
reflected by the renewed commitment expressed by 
the Sustainable Development Goals (SDGs). The 
SDGs were agreed by the international community 
in September 2015, striving to eradicate poverty “in 
all its forms”. Out of the estimated one billion people 
living with at least one disability, 80% are thought to 
reside in low and middle income countries (LMICs). 
While it is not known with certainty how many 
of these live in absolute poverty, it is not hard to 
imagine that they make up an at least significant 
part of the population that the SDGs are in fact 
targeting.  It is well documented that living with 
a disability is associated with lower likelihood of 
employment and higher odds of little or no formal 
education relative to persons without disability 
(World Health Organization (WHO)/World Bank 
2011). Taken together, this would suggest that if 
the ambitious poverty reduction targets are to be 
met, some serious consideration ought to be given 
to the likely specific situation and needs of persons 
with disabilities (PwDs). 

And yet, PwDs have traditionally suffered from 
neglect within the overall development research, 
policy and practice. From a disability perspective, 
the predecessor of the SDGs, the Millennium 
Development Goals (MDGs), that were agreed 
upon among all 191 UN member states (and 
numerous international organizations) and were set 
for 2015, failed to explicitly acknowledge disability 
as a development issue (Groce & Trani 2011). 
Fortunately, this omission has at least partly been 
rectified in the SDGs, which comprise a total of 
17 goals and 169 targets – numbers high enough 
to accommodate several references to disability, 
mainly in the sections related to education, growth 
and employment, inequality, accessibility of 
human settlements, as well as data collection and 
monitoring of the SDGs. 

While this commitment may be seen as an 
important step towards the recognition of disability 
as an important development issue, it remains to 

be seen in how far the verbal commitment will 
translate into real action. Moreover, from a scientific 
perspective, there is reason to believe that in terms 
of underlying empirical evidence many questions 
remain unanswered. This evidence gap may, in 
turn, represent a significant barrier to policy action 
(alongside several others). In this chapter we set 
out to review the actual state of the evidence about 
various dimensions of the relationship between 
disability and (economic) development. 

“Living with a disability is associated 
with lower likelihood of employment 
and higher odds of little or no formal 
education relative to persons without 
disability”

Section 2 starts with some basic, and yet 
far from straightforward, discussion of how the 
concept of disability can best be defined, and how 
it can be – or at least thus far has been – measured. 
How disability is defined and then measured is at 
the very heart of any assessment of the poverty 
consequences (and determinants) of disability. 
While there is variation across measures, there is 
no doubt about disability affecting a considerable 
and far from absolutely marginal share of the 
population in LMICs. 

Section 3 proceeds to examine how far 
disability is linked to economic development (and 
hence poverty): the question of whether indeed 
disability is – as one might expect – more likely 
to be found among the poor (countries and 
people) than among the rich. While, again, data 
and measurement are critical, this relationship 
appears to hold at country level. At individual and 
household level, while empirical evidence remains 
scarce in the LMIC context, a recently growing 
evidence base also does overwhelmingly support 
the hypothesized relationship. 
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While showing correlation between disability 
and economic outcomes (including poverty) is 
important, as it points at the potential of vicious 
circles of poverty and disability, it is precisely the 
causal understanding that is needed to credibly 
inform policymakers, for instance about the extra 
costs incurred by PwDs as a result of their disability. 
Therefore, in Section 4, we critically review the 
existing literature on one direction of the causal 
link – the impact of disability on costs at household 
and individual level. Section 5 concludes by briefly 
discussing the policy and research implications of 
the presented findings.

Defining and measuring disability

As the UN Convention on the Rights of Persons 
with Disabilities (UNCRPD) – the international 
human rights treaty of the United Nations intended 
to protect the rights and dignity of PwDs – states, 
disability is an evolving concept. An early traditional 
view used to take a predominantly medical 
perspective, viewing disability as a problem of the 
individual that is directly caused by a disease, an 
injury or other health conditions, and that requires 
prevention interventions or medical care in the 
form of treatment and rehabilitation (Johnstone 
1998). This “medical model” of disability soon gave 
rise to the rather opposing view that attributed 
disability entirely to the social environment (“the 
social model”), which, as opposed to medical 
interventions, saw the solution primarily in social 
change (Shakespeare 2006).

“Disability became seen as the  
umbrella term for impairments, 
activity limitations and participation 
restrictions”

The International Classification of Functioning, 
Disability and Health (ICF) model, adopted 
among others by the WHO/World Bank 2011 
flagship report on disability, subsequently offered 
a compromise between the two extreme models. 
According to this “bio-psycho-social model,” 
functioning and disability was considered as the 
outcome of a dynamic interaction between health 
conditions and contextual factors, both personal 
and environmental. Disability became seen as the 
umbrella term for impairments, activity limitations 
and participation restrictions. While the UNCRPD 
refrains from an explicit definition, this is also how it 
conceptualizes disability.

A further influential and not necessarily mutually 
exclusive conceptual view has been put forth by 
economics Nobel laureate Amartya Sen, who viewed 
disability as a double handicap, which (1) reduces the 
ability to generate an income (“earning handicap”) 
and (2) reduces the ability to convert money into 
good living (“conversion handicap”) (Sen 2004).

With such a multitude of definitions and 
concepts, it may not be surprising that it has been 
hard to come up with a widely accepted harmonized 
measure of disability (even though in some cases 
differences in definition and measurement of 
disability may be explained by differences in the 
purposes for which they have been collected 
(e.g. the collection of prevalence data versus the 
provision of services).

Recent efforts have tried to harmonize 
measurement internationally: in 2001 the Washington 
Group on Disability Statistics was set up by the United 
Nations Statistical Commission as an international, 
consultative group of experts to facilitate the 
measurement of disability and the comparison of data 
on disability across countries. The questions selected 
by the Group use the World Health Organization’s 
International Classification of Functioning, Disability, 
and Health as a conceptual framework, with the focus 
being on functioning in basic actions, as opposed to 
approaches that are based on impairments or bodily 
functions. The severity scale is used in the response 
categories in order to capture the full spectrum of 
functioning from mild to severe.1 

“15.6% of adults (aged 18+) could 
be considered as disabled”

As definitions and measures of disability have 
evolved, so have global estimates of disability 
prevalence. In 1981, the WHO Expert Committee on 
Disability, Prevention and Rehabilitation put the figure 
at 10% of the world population, based on “expert 
opinions” (WHO 1981). The 2004 WHO Global 
Burden of Disease (GBD), adopting a predominantly 
medical perspective, suggested – based on extensive 
epidemiological modeling – that 19.4% of adults 
aged 15+ suffered from severe or moderate disability 
and 3.8% have a severe disability. In the GBD, 
disability prevalence is inferred from data on health 
conditions and impairments alone using available 
data on distributions of limitations that may result 
from health conditions and impairments. 

The WHO/World Bank (2011) flagship report, 
which put forth the one billion global disability 
prevalence estimate mentioned in the introduction, 
found that 15.6% of adults (aged 18+) could be 
considered as disabled, as derived from responses 

1. The exact wording of the short version of the set of 
questions is as follows: “The next questions ask about 
difficulties you may have doing certain activities because of a 
HEALTH PROBLEM. (1) Do you have difficulty seeing, even 
if wearing glasses? (2) Do you have difficulty hearing, even 
if using a hearing aid? (3) Do you have difficulty walking 
or climbing steps? (4) Do you have difficulty remembering 
or concentrating? (5) Do you have difficulty (with self-care 
such as) washing all over or dressing? (6) Using your usual 
(customary) language, do you have difficulty communicating 
(for example understanding or being understood by others)?” 
For each question, four response categories are used: (1) 
No, no difficulty, (2) Yes, some difficulty, (3) Yes, a lot of 
difficulty and (4) Cannot do it at all.
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to 15 questions of the WHO’s World Health 
Survey in 59 countries. More recently, Mitra & 
Sambamoorthi (2014), using the same survey 
(but for 54 countries and using a subset of four 
questions to identify disability), estimated that 14% 
of adults (aged 18+) have a disability, as measured 
by having at least one severe or extreme difficulty.

Empirical evidence on the relationship 
between disability and (economic) 
development

In a chapter entitled “Disability and Development,” 
the obvious question arises: what precisely is the link 
between disability and (economic) development? 
Is it indeed the case, that – as one would expect 
– the poorest countries have the highest levels of 
disability and that as countries grow richer and out 
of poverty, disability prevalence does decline? Or, 
taking the relationship to the within-country level: 
are people with disabilities (or households with 
disabled members) more likely to be among the 
poor in a given country? In this section, we seek 
to answer those questions in turn, relying on recent 
data and on the current published evidence, first 
from a cross-country perspective and, second, from 
a within-country perspective. Before turning to the 
empirical evidence though, we briefly discuss the 
potential mechanisms behind what is widely seen 
as a bi-directional relationship. 

As Figure 1 illustrates in a somewhat stylized 
manner, there are multiple ways in which disability 
may lead to poverty. For instance, children with 
disabilities are less likely to attend school than their 
non-disabled counterparts, with long-term adverse 

effects on the human capital they accumulate, 
and subsequent lower employment and earnings 
opportunities on the labor market (Filmer 2008). 
Some of the adverse educational and employment 
outcomes may come about as the result of 
discrimination in (access to) schools and in the 
labor market, and some may be driven by reduced 
productivity (Mitra 2017). In addition, there are a 
range of potential extra costs incurred by PwDs 
which affect the economic wellbeing of the individual 
or household concerned. At the same time, living in 
poverty exposes people to a number of conditions 
that increase the chances for people to develop a 
disability, e.g. via the risk of malnutrition or infectious 
diseases, greater exposure to violence, lack of 
access to safe water and sanitation infrastructure 
(Emerson et al 2006, Peters et al. 2008).

“There are multiple ways in which 
disability may lead to poverty”

Cross-country perspective
From a cross-country perspective, providing an 
accurate picture of the empirical relationship 
between disability and (economic) development 
hinges on the availability of data that is comparable 
across countries. We have mentioned above the 
challenges in this respect (which will hopefully be 
overcome as the ongoing harmonization efforts 
spurred on by the Washington Group take effect). 
Figure 2 makes use of the latest (publicly) available 
data on disability prevalence, based on a dedicated 

Figure 1

The bi-directional relationship between disability and poverty

Note: The listed potential mechanisms do not necessarily present an exhaustive list, and neither does the framework account for potential inter-
relationships between the different channels. Source: Modified based on WHO/World Bank (2011)

 ȩ Discrimination
 ȩ Reduced school attendance /  

       educational attainment
 ȩ Reduced employment chances / 

       earnings
 ȩ Additional costs
    – Direct (e.g. medical care,  
       assistance
    – Indirect (e.g. transport)

 ȩ Lower birth weight
 ȩ Malnutrition
 ȩ Lack of access to clean water  

       and adequate sanitation
 ȩ Unsafe work and living conditions
 ȩ Violence

Disability Poverty 
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effort by Mitra & Sambamoorthi (2014), and 
plotted against the standard proxy for the economic 
wealth of a country (which is closely correlated with 
absolute poverty levels across countries). 

The first thing to note about Figure 2 is the 
considerable variation in disability prevalence among 
the lower-income countries alone, ranging from 
3.1% in Malaysia to 30% in South Africa. While 
there is much variation, on average the expected 
inverse relationship is confirmed. (Using a slightly 
different disability measure, but with a similar data 
source, i.e. the one employed in the WHO/World 
Bank 2011 report, but for more countries, a broadly 
similar pattern emerges.) Hence, across a large set 
of countries world-wide, disability indeed appears to 
be associated with poverty on average.

Within-country perspective
An inverse correlation between disability and 
economic status at country level does not necessarily 
mean that the same, yet intuitively expected, 
correlation holds at the level of the individual or 
household within a given country. A review on 
disability and poverty in LMICs published in 2011, 
revealed that (1) the evidence base (at least back 
then) was severely limited, (2) some studies did 
show strong links, but also that what evidence 
existed sometimes presented a more nuanced 
complex relationship between disability and poverty 
(Groce et al. 2011). A very similar picture emerged 
from a review on childhood disability and socio-
economic indicators in LMICs (Simkiss et al. 2011).

A most recent review (Banks et al. 2017) has 
thoroughly re-assessed and updated the evidence 

base, by systematically and critically appraising the 
peer-reviewed literature published from 1990 to 
March 2016. This study represents the latest, most 
comprehensive stock-take of what is known on 
the subject. The study finds a total of 150 relevant 
studies, of which the majority (81%) found evidence 
supporting the hypothesis of a positive disability 
and poverty link. On the whole, the relationship 
appeared robust to the inclusion of controls for a 
set of measurable, potential confounders (e.g. age, 
gender, education), and across all regional contexts, 
impairment types, study designs and age groups.2  
There was also evidence of a dose-response 
relationship – with greater severity of disability being 
associated with greater odds of poverty, and vice 
versa. Table 1 gives a break-up of the reviewed 
papers by geographic region, income grouping, 
disability type and study design.  

2. At the same time, it is important to recognize that the evi-
dence is not without nuance. For instance, studies in low-in-
come countries or in certain regions (notably sub-Saharan 
Africa and Europe/Central Asia) were less likely to observe 
a relationship between disability and poverty, perhaps due to 
challenges in accurately and appropriately measuring poverty 
in complex and varying economies. Or it may be the case 
that PwDs are left behind as regions develop economically, 
so that the gap in poverty between those with and without 
disabilities will be larger in areas that are less poor. There 
was also some slight variation in the results by age group. 
Analyses focused on older adults were slightly less likely to 
be positive, compared to working-age adults and children. 
Moreover, as economic poverty has been linked consistently 
to lower life expectancy (Marmot & Allen 2014), poorer 
individuals who survive into older age may be healthier than 
their wealthier counterparts.

Figure 2

Disability prevalence (% of adults) and economic development (GNI per capita) in 54  
countries worldwide

Source: Disability data from Mitra & Sambamoorthi (2014), Gross national income (GNI) per capita data from World Bank World Development 
Indicators (https://data.worldbank.org/data-catalog/world-development-indicators)
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Table 1 shows that – reassuringly – each region 
is covered by at least some analysis, though the 
majority has been focused on East Asia and the 
Pacific, possibly due to better data availability. The 
geographic distribution is at least partly reflected 
in that by income grouping: the richer the country 
covered, the more likely there is empirical evidence 
available on the link between disability and poverty. 
The majority of disability types addressed by the 
studies is based on mental disorders, a finding 
which could be driven by the fact that there is a 
distinct and growing research community out there 
that focuses on mental disorders in the context of 
global health.3 Classifying studies by study design 
reveals the dominance of cross-sectional designs, 
which severely limit the extent to which the nature 
of the relationship can be explored in any further 
depth, beyond the description of a correlation or 
lack thereof. 

Despite the mostly consistent picture emerging 
on the close link between disability and poverty, 
this evidence does not allow an assessment of the 
direction of causality between the two, or indeed 
whether the relationship may be driven by a third, 
hard-to-measure factor.

3. See for example the Lancet Special Series on Global 
Mental Health in 2007 and 2011, as well as major reviews 
focusing particularly on the link between mental health and 
poverty (Lund et al. 2010, 2011).

The costs of disability

This section reviews what is known about some of 
the dimensions of the (broadly interpreted) “costs” 
of disability. This is important for several reasons. 
First, in the case of labor market consequences 
(e.g. employment chances, earnings), it provides 
an indication of the benefits that could result from 
more effective inclusion in the labor market, and it 
may point toward potential discrimination for PwDs 
in the labor market.4  Second, understanding 
the additional costs PwDs experience as a 
consequence of their disability can inform by how 
much social security systems should compensate 
those costs through the provision of benefits. 

“The evidence does clearly indicate 
that individuals with disabilities face 
sizable extra costs”

Third, estimates of the extra costs of disability also 
help to provide an adequate assessment of the 
poverty level in a given country, and especially in 
LMICs where the majority of the world’s population 
with disabilities reside. In turn, this allows us to 
properly assess progress toward the SDG poverty 
reduction goal, taking into account the extra costs 
of disability that are required. Fourth, knowledge of 
the true costs of disability is important from a policy 
perspective in light of the commitments countries 
have made under the UNCRPD. The CRPD 
requires signatories to protect the right of persons 
with disabilities to have an adequate standard of 
living for themselves and their families, including 
adequate food, clothing and housing, as well as 
to safeguard access by families living in situations 
of poverty to social protection assistance with 
disability-related expenses (Palmer et al. 2016).

In the literature, multiple approaches have been 
used to estimate the extra costs of disability.5 A 
recent review by Mitra et al. (2017) has synthesized 
the evidence base on the extra costs of disability 
worldwide – measured in different ways – as 
published in the peer-reviewed literature from 1995 

4. The studies reviewed below do not focus specifically on 
the labor market consequences of disability. For a thorough 
assessment in some LMICs, see Mitra (2017).
5. See Morciano et al (2015) for a description of five 
different measurement approaches, including (1) assum-
ing that the political process has resulted in an acceptable 
evaluation of disability costs by using an income measure for 
distributional analysis which excludes any receipt of disability 
benefit, on the assumption that income from disability 
benefit is exactly offset by the extra costs of disability, (2) 
asking a panel of experts or disabled people themselves, 
(3) an “objective” equivalence approach constructing an 
equivalence scale by using the consumption pattern as an 
indicator of living standards in a comparison of a sample of 
disabled people with matched individuals who are unaffected 
by disability, (4) a “subjective” equivalence approach, based 
on individuals’ reported satisfaction with their well-being, and 
(5) the SoL approach described in the text.

Table 1

Selected descriptive characteristics of disability and poverty studies 
reviewed by Banks et al. (2017)

Source: Banks et al. (2017)

Number of 
studies

 (%)

Region East Asia/Pacific 40 26.7%

Latin America/Caribbean 31 20.7%

South Asia 26 17.3%

Sub-Saharan Africa 22 14.7%

Middle East/North Africa 11 7.3%

Europe/Central Asia 4 2.7%

Multi-region 16 10.7%

Income group Low 38 26.4%

Lower-middle 42 29.2%

Upper-middle 48 33.3%

Mix 16 11.1%

Disability type Visual impairment 12 7.5%

Hearing impairment 2 1.3%

Physical impairment 12 7.5%

Intellectual/cognitive impairment 23 14.5%

Mental disorders 73 45.9%

Mixed impairments/functional limitations 37 23.3%

Study design Cross-sectional 124 82.7%

Case-control 11 7.3%

Cohort 13 8.7%

Other 2 1.3%
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to 2014. The review only located 20 relevant 
studies, the majority of which were in high-income 
countries, hinting at the lack of reliable evidence on 
the subject, particularly for LMICs, where the vast 
majority of PwDs live. That said, the evidence does 
clearly indicate that individuals with disabilities face 
sizable extra costs. These direct costs appear to 
vary according to the severity of disability, life-cycle 
and household composition. As the methods used 
across the studies are highly heterogeneous, we 
focus below on the findings based on one method, 
i.e. the increasingly popular, so-called Standard-of-
Living (SoL) approach. 

The SoL approach is related to Sen’s above-
mentioned concept of the “double handicap,” which 
implies that the additional expenditures incurred by 
PwDs for goods and services as a result of their 
disability have the effect of creating disadvantage 
because higher income is required so that households 
with disabled members can achieve the same level 
of well-being as an otherwise similar household.  The 
extra expenditures may relate directly to disability 
(e.g. assistive devices or medication) or indirectly 
(e.g. transport). Because of these additional costs, 
PwDs experience a lower standard of living than 
their non-disabled counterparts. The absolute costs 
of disability can then be identified as the additional 
income required by a disabled person to reach the 
same standard of living as a non-disabled person, 
holding constant other characteristics. A key 
advantage of the “indirect” estimation followed by 
the SoL approach is that it does not rely on the 
often challenging collection of individual disability-
related expenditures.

As Table 2 reveals (which draws on the results 
of the studies in Mitra et al. 2017, complemented 
by further primary studies), expressed as a share of 
average income, the extra cost estimates vary hugely 
from 3% to 158%. Where studies have assessed 
costs by severity of the disability, they find a clear 
expected gradient in the costs. Comparing results 
for high-income countries (HICs) versus LMICs, 
it is apparent that the percentage of extra costs is 
lower in the latter. (The intuitively surprising pattern 
of households with disabled members in richer 
countries facing on average higher disability costs 
than poorer ones also emerges from the Antón et 
al (2016) study that compares disability costs in 31 
EU countries.) This may be explained by relatively 
low level of household resources to devote to 
disability-related costs or lower levels of availability 
of, and accessibility to, disability goods and service 
markets (e.g. rehabilitation services) in less-wealthy 
countries. In LMICs, there may also exist stronger 
family and community networks to care for people 
with disabilities. And overall living standards will be 
low, which may further mitigate the extent of disability 
costs estimated under an SoL approach.

Some of the studies summarized in Table 2 
assessed estimated disability costs against the 
receipt of income support from government. In the 
UK, Cambodia and China, public transfers have 
been found to fall significantly short of disability-

cost estimations (Zaidi/Burchardt 2005; Palmer et 
al.; Loyalka et al. 2014). This suggests that public 
support programs are not sufficiently taking into 
account the extra costs associated with a disability.

The study on Cambodia (Palmer et al. 2016) 
also estimated what the extra costs meant for the 
absolute poverty levels of households with disabled 
members. The authors find that, if the additional 
costs of disability are accounted for, the poverty 
rate among households with disabled members 
almost doubles, increasing from 18% to 34%. 
This underlines the point made earlier about the 
importance of taking proper account of the extra 
costs of disability when measuring poverty levels in 
the context, for instance, of SDG poverty reduction 
progress assessments.

Table 2

Estimates of extra costs of disability, using the Standard-of-Living (SoL) 
approach 

Notes: * In Morciano et al (2016), the cost is expressed as a share in the net weekly pre-disability household 
income. ** Precise numbers are estimated from visual inspection of Figure 1 in Antón et al. (2016). No 
precise numeric information was given in the paper. Source: Mitra et al (2017), Morciano et al. (2015), 
Palmer et al (2016), Antón et al (2016)

Study Country Age Extra costs as % of  
average income

Brans & Anton (2011) Spain 17+ 40% (moderate disability)

70% (severe disability)

Braithwaite & Mont 
(2009)

Bosnia All ages 14%

Braithwaite & Mont 
(2009)

Vietnam All ages 9%

Cullinan et al 2011 Ireland All ages 23%
30% (moderate)

33% (severe)

Cullinan et al 2013 Ireland 65+ 40%

Loyalka et al (2014) China NA For households with disabled 
adults: 8%–43%

For households with disabled 
children: 18%–31%

Moderate 3%–116%

Severe 14%–158%

Mont & Cuong 2011 Vietnam NA 12%

Saunder 2007 Australia NA 29%

30% (moderate)

40% (severe)

Zaidi & Burchardt 2005 UK 11% (mild)

34% (moderate)

64% (severe)

Morciano et al 2015 UK 65+ 62%*

Palmer et al 2016 Cambodia All ages 17%

Anton et al 2016 EU-countries (31) All ages ca. 18%–98%**
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Concluding remarks

In this chapter, we have briefly reviewed selected 
(but by no means all) aspects of the relationship 
between disability and (economic) development, 
with a primary interest in LMICs. We have seen that, 
despite the still-significant measurement challenges 
and the overall scarcity of evidence in this field, 
several key conclusions emerge:

   1)  Disability affects a noticeable share of the 
population, the vast majority of which live in LMICs.
     2)  While it is not (yet) known exactly how many 
PwDs live in absolute poverty, and hence would 
be part of the prime target group of international 
poverty-reduction efforts via the SDGs, we do know 
that disability is closely associated with poverty and 
other indicators of economic deprivation at both the 
country and individual/household level.
   3)  There is also a growing body of evidence 
documenting the sizeable additional costs incurred 
by PwDs as a direct or indirect consequence of their 
disability, underlining the increased risk of PwDs 
(and the households they are part of) falling under 
the absolute poverty line in any given LMIC.

Taken together, this adds significant weight to 
the case for making disability a key consideration of 
any serious, comprehensive poverty-reduction effort 
– a case that appears to have been verbally adopted 
in the SDGs, but will need to be followed through 
with concrete policy action.

Looking ahead, there remains massive scope 
for more evidence on the link between disability and 
poverty, particularly as far as the causal nature of the 
relationship is concerned, of which we currently know 
fairly little. Collecting and using longitudinal survey 
data would go some way toward this end, particularly 
if analyzed with advanced econometric methods 
able to provide causal inference. As more and better 
causal evidence becomes available, the more reliable 
information there would be about relevant entry points 
for policies to break the cycle between disability and 
poverty. More evidence would also be required to 
improve our understanding of how disability leads to 
extra costs of living and poverty in LMICs, as this 
would provide useful information about the design of 
social protection programs (e.g. via social insurance 
programs, pension or cash transfer programs). 

A related, significant evidence gap that could 
not be discussed within the space of the present 
chapter is in the rigorous evaluation of the impact 
of programs and policies intended to improve the 
wellbeing of PwDs, for instance in the domains 
of social protection, labor market, education or 
health. Ideally, such evaluation should consider not 
only effectiveness but ought also take into account 
suitable concepts of ‘value for money’. While 
the latter is well developed in the field of health 
technology assessment (Drummond et al. 2015), 
where it can usefully inform priority-setting under 
given budget constraints, significant conceptual and 
measurement challenges remain when trying to apply 
similar assessments in the context of disability.  ■
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Capitalizing social change: Social  
entrepreneurship and social finance

Partly as a consequence of this circumstance,2  
the three main institutional pillars of liberal 
democracies  – the state, the market, and 
the third sector3  – have all been undergoing 
processes of reform and change over the past 
30 years. Perhaps the most striking set of such 
institutional changes has been the emergence of 
new hybrid organizations and institutions. Such 
hybrids respond to failure of the status quo by 
blending elements from the conventional sectors 
into novel forms that are better adapted to today’s 
“wicked problems.” It is from within these patterns 
of institutional change and hybridity that modern 
social entrepreneurship has emerged.4

Social entrepreneurship

Social entrepreneurship operates in a broad range 
of sectors from arts and culture to social care, from 
financial inclusion to Fair Trade, and from healthcare 
to education. At its simplest, social entrepreneurship 
is private action for public good or the application 
of principles and models from the private sector to 
create value normally associated with the public and 
third sectors. However, more clarity about the shape 
and scope of the social entrepreneurship field can 
be achieved by considering four defining features: 
social intent, innovation, market orientation and 
hybridity (see Figure 1).5  

2.  These changes have also been ideologically driven – 
notably during the 1980s and 1990s when Keynsian welfare 
models were increasingly replaced by market models.
3.  Such a tripartite structure is much less clear in non-liberal 
democracies such as China. Although here too all three 
sectors are undergoing reform.
4.  See Dees, J.G. (1997), The Meaning of “Social Entre-
preneurship”, The Fuqua School of Business, Duke Universi-
ty, Durham, NC.
5.  Nicholls, A. (Ed.) (2006), Social Entrepreneurship. New 
Models of Sustainable Social Change, Oxford University Press.

Two important innovations of potentially global significance are social entrepreneurship and social 
finance. In the following, we outline their relevance in terms of the pressing challenges of the 21st 
century. The contention here is that, in tandem, social entrepreneurship and social finance can help 
drive important changes in global markets, political institutions and the third sector as a part of a 
wider set of reforms aimed at resolving the key challenges of the modern age.

Dr. Alex Nicholls, Professor of Social Entrepreneurship within the Skoll Centre for Social Entrepreneurship at Saïd 
Business School, University of Oxford

Today the world faces a series of complex and 
seemingly unresolvable issues, including climate 
change, poverty and inequality, mass migration, 
pandemics, growing nationalism and terrorist 
extremism, and water and food scarcity. These 
types of challenges are often grouped under the 
umbrella term “wicked problems”1 – meaning that 
they are multi-systemic, dynamic and multi-level. 
While such problems may be mitigated by various 
means, they typically defy a single solution. One 
obvious conclusion from this is that the status quo 
of global institutions and their inter-relationships 
are no longer well placed to address such multi-
dimensional and shifting challenges.

1.  Rittel, H., and Webber, M. (1973), ‘Dilemmas in a 
General Theory of Planning’, Policy Sciences 4, pp. 
155–169. 

Figure 1

Defining social entrepreneurship

SE

Social intent

Innovation Hybridity

Market
orientation

Source: Nicholls, A. (ed) (2006), Social Entrepreneurship, Oxford University Press
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Key features
First, social entrepreneurship has a stated intent 
to create social or environmental value as its prime 
strategic objective. Of course, intent is hard to 
test, but, in social entrepreneurship, it is typically 
demonstrated in problem-driven strategies focused 
primarily on creating social or environmental value. 
Thus, unlike conventional entrepreneurs, social 
entrepreneurs begin by identifying a problem 
or “social” market failure, not a profit-making 
opportunity. Moreover, social entrepreneurs pay 
careful attention to evidencing their impact in 
alignment with their social or environmental strategic 
objectives – in practice this means measuring and 
managing (and reporting) relevant impact data and 
reporting it transparently.

Second, social entrepreneurs innovate. This 
offers a clearer commonality with mainstream 
entrepreneurship than the issue of social intent, 
but also has distinctive features. Primarily, 
innovation in social entrepreneurship focuses on 
how best to transfer value from the organization 
to key target populations (the private action for 
public good). Thus, value creation and value 
appropriation are not aligned here as they typically 
are in profit-maximizing firms. Moreover, innovation 

in social entrepreneurship can be seen at different 
structural levels. Thus it can be incremental and 
micro-level, offering small improvements to existing 
products and services in order to re-purpose them 
more effectively to address social or environmental 
issues, e.g. by lowering the cost of components 
in an irrigation foot-pump or tablet computer to 
make them affordable to poorer populations. 
Alternatively, innovation can be disruptive and 
macro-level, driving more substantive changes 
in society. For example, microfinance and mobile 
banking dramatically altered the structural 
relationships between capital markets, banks and 
the very poor.

“Microfinance and mobile  
banking dramatically altered  
the structural relationships  
between capital markets, banks 
and the very poor”
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Third, social entrepreneurship is characterized by 
a strong market orientation. This takes two forms. 
First, many social entrepreneurs harness the power 
of commercial markets to advance their social or 
environmental mission by creating businesses for a 
social purpose, usually known as “social enterprises.” 
Textbook examples include Fair Trade companies 
such as Café Direct in the UK that operate in 
consumer-facing markets (e.g. coffee, tea or textiles) 
or “work integration social enterprises” that address 
labor market failures to start businesses that employ 
populations that cannot otherwise access jobs such as 
Digital Divide Data in Cambodia that employs ex-sex 
workers and land-mine victims in high-value-added 
computer outsourcing contracts. Second, when not 
operating in actual markets, social entrepreneurs 
still behave as if they are competing in terms of their 
social or environmental performance. This means that 
they measure and manage their impact carefully and 
relentlessly drive toward innovation and improvements 
in their organization. Thus, social entrepreneurs bring 
the performance logic of commercial firms into the 
social or environmental impact space.

Finally, social entrepreneurship is enacted in 
hybrid organizational forms. Hybridity in social 
entrepreneurship represents the blending of 
institutional practices and norms from different 
sectors (public, private, third) into new models that 
innovate around social or environmental problems 
and issues (see Figure 2). Between the private and 
third sectors lie social enterprises or businesses for a 
social purpose. These organizations use the market 
to address their social or environmental goals and 
have to manage two bottom lines simultaneously 
– profit and impact. An example of this is Divine 
Chocolate – a UK luxury chocolate brand part owned 
by African cocoa farmers. Between the private and 
public sectors are various public-private partnerships 
that typically engage social enterprises to deliver 
government contracts or welfare programs. An 
example of this is Hackney Community Transport 
in London. Between the third and public sectors 
are examples of the “shadow state” where social 
entrepreneurs deliver public welfare as if they were 
the state in cases where the existing government 
provision is inadequate or absent. An example is 
BRAC in Bangladesh, which provides access to 
finance, education and healthcare outside of the 
state. Finally, some hybrids blend elements of 
all three sectors. An example of this is the Social 
Impact Bond Model discussed further below.

Social innovation
One further issue of definition has emerged since 
the mid-2000s – the meaning of social innovation. 
For some time, this term was used to differentiate 
social entrepreneurship focused on social change 
from examples using market or business models 
to advance their objectives (e.g. social enterprises 
or social business). More recently, however, social 
innovation has come to be redefined as key changes 
in socio-structural relationships or power structures 
that bring about social change objectives – having 

Figure 2

The relationship of key concepts

Social enterprise

Social entrepreneurship

Social innovation

Structural changes in social 
relations via new ideas, 
models, discourses, frames, 
inspirations

Organizations/ 
projects/social  
movements that enact 
social innovation

Businesses for a 
purpose

Source: Nicholls, A., and Murdock, A. (eds) (2011), Social Innovation, Palgrave MacMillan
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much more in common with social movements than 
social enterprises.6  Powerful institutions, such 
as the European Union, have now endorsed this 
redefinition and the term has become linked with 
a variety of public policy agendas from the USA to 
South Korea (see Figure 3).7

Data
While social entrepreneurship has gained increasing 
attention over the past decade, data on the size 
and scale of the sector remains difficult to gather 
– primarily because there is no single legal form for 
the field globally. As a consequence, it is impossible 
to extract meaningful information easily from 
national data sets. However, some valid indicators 
can be identified. In the UK – which has one of the 
most developed social entrepreneurship sectors 
– government data suggests that nearly 9% of 
all UK small businesses are social enterprises or 
roughly 100,000 firms employing around 1.5 million 
people.8  These social enterprises contribute roughly 
GBP 18.5 billion to the UK economy annually.9

6.  Nicholls, A., and Murdock, A. (2012), Social innovation 
Palgrave Macmillan; Nicholls, A., and Ziegler, R. (2017) An 
Extended Social Grid Model For The Study Of Marginal-
ization Processes And Social Innovation, CRESSI Working 
Paper 2/2015 available at: https://www.sbs.ox.ac.uk/
sites/default/files/research-projects/CRESSI/docs/CRES-
SI_Working_Paper_2_2017rev_Chp2_April17.pdf
7.  Edmiston, D (2015),  EU Public Policy, Social Innova-
tion and Marginalisation: Reconciling Ambitions With Policy 
Instruments, CRESSI Working Paper 18/2015 available at: : 
https://www.sbs.ox.ac.uk/sites/default/files/research-proj-
ects/CRESSI/docs/CRESSI_Working_Paper_18_EU_So-
cial_Innovation_Policy_Edmiston.pdf
8.  Department for Digital, Culture, Media and Sport (2017), 
Social Enterprise: Market Trends 2017, UK Government
9.  https://www.socialenterprise.org.uk/faqs/what-data-is-
there-on-the-size-of-the-social-enterprise-movement 



The British Council10 has suggested that social 
entrepreneurship accounts for 3.5% of US Gross 
Domestic Product (GDP) – a greater proportion 
than Silicon Valley. The same report concluded 
that, in continental Europe, the “social economy” 
(consisting of social enterprises and co-operatives) 
accounted for 20% of GDP in Spain, 15% in Italy 
and 10% in France. Other proxy indicators of the 
size of the social entrepreneurship sector include 
the scale of the global Fair Trade market – which 
has grown at double-digit annual rates for over ten
years to EUR 8 billion in 201611 – or the scope of 
global microfinance loans – up 9% in 2016 to a loan 
portfolio of USD 102 billion reaching 123 million 
customers.12 

Challenges
Despite the undoubted progress in the 
institutionalization of social entrepreneurship as 
a field of action globally,13 there remain several 
problematic challenges. These include little evidence 
of achieving true scale (with the exception of micro-
finance), a limited willingness to share and learn from 
failure, and a continued debate concerning how best 
to account for impact. However, perhaps the most 
significant challenge concerns access to resources, 
most notably investment capital. Nevertheless, here 
too, innovation is under way as a bespoke set of 
instruments, funds and models is emerging under 
the umbrella heading of social finance.

Social finance

Social finance can be broadly defined as the allocation 
of capital for social or environmental return, as well 
as in some cases for a financial return.14 Of course, 
social finance – like social entrepreneurship – is not 
entirely new. Capital has been allocated for social 
impact for centuries via philanthropy or faith-based 
donations, but it seems clear that, today, there is 
a new wave of social finance emerging partly in 
response to the capital needs of the growing social 
entrepreneurship sector as well as other pressing 
development and impact capital gaps.15

10.  https://www.britishcouncil.org/sites/default/files/brit-
ish_council_-_seuk_think_global_report_graph4.pdf
11.  https://www.statista.com/statistics/247491/estimat-
ed-retail-sales-of-fairtrade-products-worldwide/
12.  https://group.bnpparibas/en/news/microfinance-ba-
rometer-2017-global-trends-sector
13.  For example, social entrepreneurship now has several 
bespoke legal forms globally including Community Interest 
Companies in the UK and Type Two Co-operatives in Italy. 
Policy makers have also developed focused fiscal policy 
for the field (Social Investment Tax Relief in the UK; the 
Corporate Social Responsibility Act in India) and government 
commissioning practice (The Public Services [Social Value] 
Act in the UK).
14.  See Nicholls, A., Emerson, J., and Paton, R. (2015), 
Social Finance, Oxford University Press.
15.  It is estimated, for example, that there is US$2-3 trillion 
per annum capital gap to achieve the UN Sustainable De-
velopment Goals by 2030 (UK National Advisory Board on 
Impact Investing [2017], The Rise of Impact investing: Five 
Steps Towards an Inclusive and Sustainable Economy).
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Figure 3

Hybrid models

Third sector

Social enterprises Shadow state

Public-private
partnerships

Private sector Public sector

Multi-sector 
collaborations: SIBs

Source: Nicholls, A. (ed) (2006), Social Entrepreneurship, Oxford University Press

The precursor to the development of today’s 
social finance market emerged in the 1990s as 
“socially responsible” investment (SRI). SRI aims 
to combine market level financial returns with an 
investment management strategy that takes into 
account social and environmental variables, largely 
by screening out so-called “sin” stocks (alcohol, 
gambling, arms, tobacco and so on) from portfolios. 
Today, the SRI market accounts for roughly 1 in 4 of 
all assets under management globally or more than 
USD 23 trillion.16 

“Today, the SRI market accounts  
for roughly 1 in 4 of all assets under 
management globally or more than 
USD 23 trillion”

A proportion of SRI is more pro-active in 
its investment strategy – choosing socially or 
environmentally positive stocks rather than just 
screening out negative stocks – and this provided 
the first models for the subsequent development of 
the social finance market.

Social finance spectrum
Today, the social finance market can be best 
understood as a spectrum of capital allocation from 
grants and engaged philanthropy to market-rate-
return investments (see Figure 4). Within this capital 
spectrum from grants to market returns, there are 

16.  Global Sustainable Investment Alliance (2016), 2016 
Global Sustainable Investment Review, available at: http://
www.gsi-alliance.org/wp-content/uploads/2017/03/
GSIR_Review2016.F.pdf.



a number of interesting innovations. First, venture 
philanthropy takes a venture capital approach to 
grant making that aims to maximize the impact of 
such capital. This approach alters the institutional 
logic of the philanthropic process from hands-off 
gift-giving to deep engagement around a grant. 
Venture philanthropy offers highly engaged grant-
making plus a range of non-financial consultancy 
and networking support linked to clear and agreed 
outputs and outcomes.

“Estimates have suggested  
that the (impact) market could grow 
to USD 250–300 billion by 2020”

Second, mission-related investment (MRI) and 
program-related investment (PRI) aims to align the 
invested capital held in foundation endowments 
with their social impact objectives. Currently, 
the majority of charitable assets is not directed 
toward social-finance opportunities, but rather is 
invested in standard market-rate products that 
aim to maximize return and minimize risk in order 
to generate returns that can be given away as 
grants. In the USA, the ratio is typically 5% of total 
assets deployed as mission-focused grants and 
95% invested in the mainstream markets. Aligning 
foundation assets with impact thus opens up a 
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Figure 4

The social finance spectrum

Source: Nicholls, A., Paton, R., and Emerson, J. (eds) (2015), Social Finance, Oxford University Press
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substantial new pool of social finance capital as 
well as making better use of foundation assets that 
total over USD 1 trillion globally.17

Finally, impact investment aims to achieve social 
or environmental outcomes and financial returns of 
at least the principal investment to the investor, 
sometimes with a further upside return.18 In the 
first major report published on this new market, 
impact investment was defined as: “Investments 
intended to create positive impact beyond financial 
return. As such they require the management of 
social and environmental performance…in addition 
to financial risk and return.19”

The Global Impact Investing Network (GIIN) 
annual investor survey report estimated a market size 
of USD 114 billion of impact investment assets under 
management in 2016 (compared to USD 60 billion 
in 2014).20 Other estimates have suggested that the 
market could grow to USD 250–300 billion by 2020.21 

17.  http://data.foundationcenter.org.
18.  See Bugg-Levine, A. and Emerson, J. (2011). Impact 
Investing: Transforming How We Make Money while Making 
a Difference. Innovations: Technology, Governance, Global-
ization, 6(3), pp.9-18.
19.  O’Donohoe, N., Leijonhufvud, C., and Saltuk, Y. 
(2010), Impact Investments: An Emerging Asset Class, J.P. 
Morgan and Rockefeller Foundation.
20.  Global Impact Investing Network (2017). Annual Impact 
Investor Survey 2017. Seventh Edition. The GIIN annual 
survey offers a likely minimum size of the impact investing 
market, given that its sample does not capture the entire 
impact investor population.
21.  Barclays Wealth and Investment Management (2015), 
The Value of Being Human: A Behavioural Framework for 
Impact Investing and Philanthropy.



Data on impact investment returns is difficult to 
obtain and somewhat ambiguous. Nevertheless, 
there is evidence that some impact investments 
have equaled or outperformed other market-rate 
risk-adjusted investments. There is also evidence 
of losses. Overall, it seems that impact investments 
may reasonably be expected to return 3%–10% in 
many cases (see Figure 5).

Blended deals
One further important feature of the social-finance 
spectrum is that it allows for a far greater diversity 
of deal and fund structures than the mainstream 
because it can blend different risk and return capital 
together in innovative ways to maximize social and 
environmental impact. For example, grant makers 
may find it very attractive to deploy their 100% loss 
grant capital in deals or funds where 50% may 
actually be returned to be recycled, thus doubling 
the impact of their money. This is particularly the 
case if their grant capital is used as a loss guarantee 
or subordinate capital in a deal or fund that can 
then leverage other – more market – capital into a 
structured or blended capital “stack” with a social 
or environmental impact. For example, in 2011, 
Fair Finance – a UK-based micro-lender – raised a 
GBP 2 million loan from Societe Generale and BNP 
Paribas that was underwritten by GBP 750,000 of 
philanthropic patient capital and a GBP 350,000 soft 
loan from the UK’s Big Society Capital wholesale 
social investment bank. Guarantees or underwriting 
have also been important in structuring other social 
finance contracts, notably for Social Impact Bonds 
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Figure 5

Impact investment annual average returns (actual and expected)

Source: Financial Times, Investing for Global Impact, 2017
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(SIBs) in the USA (where Bloomberg Philanthropies 
underwrote 70% of Goldman Sachs’ investment 
in the Ryker’s Island SIB) and Australia (where the 
New South Wales government underwrote a portion 
of the first Social Benefit Bond).

“The absence of any fully  
functioning “social” stock markets  
is a major challenge to growing this 
form of social investment”

Instruments
In terms of specific instruments, the social finance 
market includes the conventional options of debt 
and equity, but adds grants and a range of other 
novel models (see Table 1). There are five basic debt 
options available to social entrepreneurs: personal 
credit cards, personal bank overdrafts, mortgage 
finance, commercial loans and lines of credit from 
banks at market rates, and commercial and semi-
commercial loans from government and other social 
investors. Semi-commercial loans typically offer 
non-market interest rates, long repayment periods, 
and sometimes repayment “holidays” that suspend 
interest (and sometimes principal) repayments 
for agreed periods. Debt has the advantage that, 
assuming the investee has collateral assets and/
or sustained cash flows, it can often be quicker to 
obtain than grants. 



30  Eradicating Extreme Poverty

Terms may be flexible (short-, medium-, or long-
term) and open to renegotiation over time. Debt is 
useful in bridging funding gaps and helping build 
for growth and scale. Debt contracts also typically 
attract fewer reporting requirements than grants, 
and offer greater autonomy for the borrower. On 
the other hand, not-for-profit organizations may not 
be able to access debt since it must be repaid with 
interest and, furthermore, the need for collateral 
may put assets at risk in the case of default.

For the most part, equity in social finance is 
very similar, if not identical, to equity investments 
in mainstream companies. The main differences 
usually lie in the governance arrangements of 
the company. These might restrict the freedom 
of the board in some way in order to ensure the 
continuance of a social mission, or to provide for a 
certain percentage of any surpluses to be invested 
socially or retained by the company, or other socially 
oriented limitations such as an “asset lock” or 
“golden share” that prevents a take-over. Issuing 
“social” public equity (sometimes known as an 
Alternative Public Offering) can raise large amounts 
of capital on a permanent basis without the need 
for repayment. However, social entrepreneurs must 
give up some ownership and control when issuing 

Financial 
instrument

Purpose of finance Type of finance Examples

Private grant Fulfilling mission 
capacity building

(Venture) philanthropy 
PRI 
MRI

Impetus Trust 
FB Heron Foun-
dation 
Calvert Foundation

Government grant Regeneration

Market development

Community develop-
ment loans

Unclaimed assets

Community Devel-
opment Finance 
Institution (CDFI)

Social investment 
bank

Government con-
tracts

Outsourcing welfare 
services

Contractual exchange Greenwich Leisure
Ealing Community 
Transport

Debt Economic and social 
development

Microfinance Grameen Bank
Citibank

Quasi-equity Growth capital Share of ownership Bridges Community 
Ventures
Catalyst

Sub-market equity Growth capital Restricted “ethical” 
shares

Cafédirect
Ethical Property 
Company

Market equity Growth capital Standard shares London Bridge 
Capital
Compartamos Bank

Joint equity Growth capital Co-operative owner-
ship (IPS)

Mondragon
BayWind

Table 1

Social finance instruments

Source: Nicholls, A., Schwartz, R., and Jones, C. (2015), ‘Building the Social Finance Infrastructure’, 
in Nicholls, A., Paton, R., and Emerson, J. (eds), Social Finance, Oxford University Press, pp. 488-520

equity, and this is often either unattractive (for fear 
of mission drift) or impossible (because of legal 
limitations). The absence of any fully functioning 
“social” stock markets – despite several important 
current initiatives in the UK, Brazil, South Africa 
and Singapore/Mauritius – and the resultant lack of 
liquidity in social equity is also a major challenge to 
growing this form of social investment. 

“Quasi-equity” was developed specifically for the 
social finance market. It aims to give investors returns 
that look like equity returns with the feature of being 
tied to the organization’s underlying performance. 
This is usually done by linking investor returns to 
the revenue growth of the social enterprise. Quasi-
equity is, in fact, usually some sort of debt contract. 

In addition to the examples outlined above, 
other instruments for social finance investment that 
are distinct from the mainstream have emerged. 
These include:

 ȩ Revenue-based financing strategies in which 
future returns to investors are based not on 
loan repayment or an ownership position, but 
rather through commitments to share future 
revenue on the basis of percentage growth in 
future enterprise revenue.

 ȩ Revenue redemption structures that allow 
investors to purchase equity with the company 
agreeing to repurchase shares out of a 
percentage of future revenue.

 ȩ Crowdfunding strategies that enable potential 
investors to allocate capital at various levels to 
both not-for-profit and for-profit firms.

 ȩ Direct Public Offerings in which a company is 
able to raise capital on a crowdfunding basis from 
both accredited and non-accredited investors.

 ȩ Co-operative and mutual investment that 
allows enterprises to be owned by employees, 
customers or the local community.

 ȩ ESOPs (Employee Stock Ownership Plans) 
are a US example that has been actively used 
to offer employees an equity stake in the 
company where they work.

Market structure
The structure of the social finance market is much 
the same as in mainstream investing; namely supply, 
intermediation and demand. On the supply side, 
there is a range of social investors seeking different 
“blended” returns on their capital allocation, including 
individuals (philanthropists, social/ethical investors, 
commercial investors, retail investors),22 institutions 
(foundations, pension funds, co-operative and 

22.  For example, since 1995, more than 13,500 people 
have invested over USD 1 billion in the Calvert Foundation’s 
Community Investment Note to support community devel-
opment and social enterprise in the USA and around the 
world. In France, savers have the option to put their money 
into ”fonds d’investissement solidaires dits 90/10,” which 
allocate at least 10% to funding social enterprises, typically 
with long-term loans at low interest rates. Retail investors 
can range from small-scale retail investors allocating capital 
via crowdfunding platforms such as Kiva or Buzzbnk or social 
finance institutions such as Charity Bank to high-net-worth 
individuals investing via private banks such as UBS.
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mutual funds), and governments.23 Intermediaries 
linking supply and demand in social finance include 
various types of private funds (including pension 
and venture philanthropy funds), microfinance 
institutions, credit unions, community development 
finance institutions, social stock exchanges and 
other “matching” platforms, mainstream financial 
players such as investment banks and asset 
managers,24 insurance companies, specialist banks, 
and wholesale investment institutions.25

Associated with these is an emergent ecosystem 
of specialist professional service organizations 
that support the social finance market, e.g. legal 
firms, consultancies, market makers and capacity-
building organizations. Alongside these investment 
managers, a new set of specialist social finance 
organizations has been particularly influential in 
the evolution of the sector over the past decade 
or so. These include Social Finance (UK, USA, 
Israel), ClearlySo (UK, India), Imprint Capital (USA), 
Impact Assets (USA), Third Sector (USA), Société 
d’Investissement France Active (France), Institut 
de Développement de l’Economie Sociale (IDES) 
and Credit Coopératif (France), and Social Ventures 
Australia (Australia). Finally, the demand side of the 
social finance market includes various investees 
such as social enterprises, charities, co-operatives, 
social “profit-with-purpose” businesses, and hybrid 
organizations (combining elements of the state, the 
private sector, and the civil society sector engaging 
in social innovation). 

23.  For example, the UK government has been a global 
leader in capitalizing the social finance market, investing over 
GBP 1 billion of public money in the sector from 2001 to 
2011. For example, Goldman Sachs and Bank of America 
Merrill Lynch invested in SIBs to tackle recidivism in New 
York City and New York State, and UBS helped launch a 
Development Impact Bond to reduce dropout rates from 
girls’ primary schools in Rajasthan. Morgan Stanley created 
an Investing with Impact Platform for its clients, which it aims 
to grow to USD 10 billion in five years. Black Rock, one of 
the world’s largest asset managers, has also developed im-
pact-investment products. J.P. Morgan has also committed 
almost USD 100 million to Impact Funds.
24.  For example, Goldman Sachs and Bank of America 
Merrill Lynch invested in SIBs to tackle recidivism in New 
York City and New York State, and UBS helped launch a 
Development Impact Bond to reduce dropout rates from 
girls’ primary schools in Rajasthan. Morgan Stanley created 
an Investing with Impact Platform for its clients, which it aims 
to grow to USD 10 billion in five years. Black Rock, one of 
the world’s largest asset managers, has also developed im-
pact-investment products. J.P. Morgan has also committed 
almost USD 100 million to Impact Funds.
25.  In the UK, Big Society Capital was launched in 2013 
as a provider of wholesale social finance. It was endowed 
with over GBP 400 million of unclaimed assets held by four 
high street banks plus GBP 200 million of equity from the 
same source. This model has sparked global interest with 
the Japanese and French governments considering similar 
legislation in 2014. This model could also be expanded to 
draw down not only the unclaimed assets of dormant bank 
accounts, but also dormant life assurance policies and 
pension funds.

“A new set of specialist social  
finance organizations has been  
particularly influential in the evolution 
of the sector over the past decade”

Policy
The development of the social finance sector has 
also been driven in several countries by a proactive 
policy agenda. In the vanguard has been the UK 
government with over 15 years of policy development 
aimed at growing the social entrepreneurship and 
social finance sectors. This has included targeted 
fiscal policy (Community Investment Tax Relief, 
Social Investment Tax Relief), regulation (Community 
Interest Company legislation, the Unclaimed 
Assets Act), direct investment (Futurebuilders, 
the Investment and Contract Readiness Fund, the 
Social Outcomes Fund), and commissioning reform 
(Public Services [Social Value] Act, SIBs), as well 
as a host of research and marketing support. 

Interestingly, this policy agenda bridged a 
change of government in 2010 and culminated 
in 2013 when London hosted the G8 Social 
Investment Forum as a part of the UK convening 
that year’s G8 Summit. This meeting lead to the 
establishment of a G8 (plus Australia and minus 
Russia) Social Impact Investment Taskforce 
that reported back in September 2014 with a 
range of policy recommendations agreed by the 
world’s richest countries. Each member country 
established a National Advisory Board to develop 
an agenda for the local social finance market, 
bringing together policy makers, investors, and 
civil society representatives. The Taskforce 
also initiated four working groups to provide 
further support for an international social impact 
investment agenda exploring asset allocation, social 
impact measurement, social mission lock-in and 
international development. In 2015, a new Global 
Steering Group was established to build upon the 
G8 efforts by engaging a wider range of countries 
across the G20 and beyond.  

Outside of the UK, social finance policy agendas 
have also developed in the USA, Canada, Australia, 
South Africa, South Korea, Japan, France and 
India. For example, many countries are now moving 
public capital into vehicles to support the evolving 
practices of social finance. In Italy, there is a social 
fund to finance impact-driven businesses. In Japan, 
the government provided a USD 210 million grant 
for social innovation during 2010–12 under the 
“New Public” initiative, of which USD 86 million went 
to support over 800 social enterprise start-ups. In 
France, the 2014 Social and Solidarity Bill facilitated 
the financing of social-sector organizations. In the 
USA, the Office of Social Innovation and Civic 
Participation within the Obama White House 
used public money to catalyze additional private-
impact investment for entrepreneurs, particularly 
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via existing social organizations and charities. One 
particularly prominent policy innovation connected 
to social finance has been the emergence of SIBs 
globally.

“Many countries are now moving 
public capital into vehicles to  
support the evolving practices  
of social finance”

Social Impact Bonds
A Social Impact Bond (SIB) represents a contract 
between a public sector body or other outcomes 
payer, social investors and frontline service 
providers. The contract stipulates that investors 
provide upfront working capital to service providers 
to address a welfare problem on the condition that 
the outcomes payer commits to pay investors for an 
agreed measurable improvement in a clearly defined 
social outcome. The rates of return will typically be 
calibrated to the rate of improvement with respect to 
the social outcome. Effectively the SIB acts a social 
“futures” contract rather than a debt instrument.
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SIBs fit within a wider set of welfare reforms 
known as payment-by-result or pay-for-success 
models in which government commissioners 
contract for outcomes rather than processes or 
activities. However, SIBs are unique in that they 
bring in private capital to fund the model.

“One particularly prominent policy  
innovation connected to social  
finance has been the emergence  
of Social Impact Bonds globally”

The SIB structure aims to align the interests of 
key stakeholders around social outcomes including: 

 ȩ Government: The public sector pays only for 
positive outcomes and aims to save money 
overall because of increased efficiency in 
welfare programs. These savings fund the 
returns to investors and leave a surplus. 
There may be some risk transfer to investors 
depending on the SIB structure.

 ȩ Social investors: Social and financial imperatives 
are aligned since investors receive greater 
financial return as social returns improve.
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 ȩ Service providers: The focus is on the social 
value that service providers can offer, rather 
than on the cost of services alone. Providers 
have an incentive to innovate in order to 
maximize outcomes for their target populations.

Each SIB is typically structured around a 
well-defined social outcome in a clearly specified 
intervention area (e.g. youth offending, teenage 
pregnancy, young people not in education, 
employment or training). Appropriate outcomes and 
success metrics are negotiated and agreed between 
government and sector expert intermediaries. 
Having established the terms of the contract, 
private capital is sought from social investors that 
have an interest in targeting the defined outcomes. 
These investors may be asked to take some of the 
risk that the interventions may not lead to the target 
outcomes, but know that, in the event that the 
interventions are successful, they will make a return 
on their investment. 

The first pilot SIB was launched in collaboration 
with the Ministry of Justice on 18 March 2010 
and had a 7-year time-span. It focused on 
reducing re-offending events in a population of 
3,000 short-term low-risk prisoners at HMP 
Peterborough. The initial social investors included 
charities such as the Esmée Fairbairn Foundation 
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and the Monument Trust, as well as social venture 
funds such as Bridges Ventures. The investment 
closed at GBP 5 million. The contract agreed that 
the Ministry of Justice would make payments 
to investors in the event that re-offending was 
reduced below an agreed threshold of 7.5% 
against a national control group. The total cost 
of the project was capped at GBP 8 million.  At 
its conclusion in 2017, the SIB reduced overall 
re-offending events by 9%, triggering a 3% per 
annum payment (plus the principal) to investors. 
Today over 100 SIBs are up and running or in 
development globally, accounting for over GBP 
350 million of investment.

“Social finance appears to  
be here to stay as it becomes  
codified in regulatory and fiscal  
policy across several countries  
as well as attracting increasing  
investor attention”
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Future trajectories
The social finance market is still at an early 
stage of institutionalization and is typified by 
experimentation and a lack of scale, and has yet to 
develop standardized data sets, instruments or fund 
structures. Nevertheless, social finance appears to 
be here to stay as it becomes codified in regulatory 
and fiscal policy across several countries as well as 
attracting increasing investor attention (and capital). 
Looking ahead, three possible future scenarios for 
social finance can be imagined.

Scenario 1 – Assimilation: The first possible 
future scenario would see social finance move 
into the mainstream of financial markets only by 
its assimilation into large financial institutions. The 
acquisition of Imprint Capital by Goldman Sachs in 
2015 may offer a precursor to this scenario. The 
outcome of this could be the dilution of the social 
or environmental impact objectives of social finance 
as a focus on pure financial returns comes to 
dominate. This could lead to investment criteria that 
privilege the most profitable social enterprises over 
those with the greatest impact. 

Scenario 2 – Parallel institutionalization: The 
second scenario suggests that social finance 
would continue to operate on the margins of the 
mainstream market, intersecting with it where 
mutual interest makes this viable (i.e. co-investing 
in profitable social enterprises that are at scale), but 
also working as a separate parallel market supporting 
the wider social economy. This is the current 
situation. In this scenario, venture philanthropy and 
the emerging collaborations between for-profit and 
not-for-profit organizations would play key roles in 
institutionalizing new relationships between formerly 
distinct investment opportunities. A resurgence of 
mutualization would also be a distinctive feature 
of this scenario, seeing a return to regional stock 
markets, new local currencies, a new wave of 
friendly and building societies, and local co-
operatives taking on significant roles in terms of 
public and private sector action. 

Scenario 3 –  Institutional transformation: In the 
third scenario, social finance first institutionalizes 
a unique set of impact-driven instruments and 
funds, and then exports them into mainstream 
capital markets. This scenario would generate 
systemic change across all investment via radical 
and disruptive action seeking a broader or deeper 
transformation of society marked by more explicitly 
political, critical, and counter-cultural orientations. 
The rise of ethical consumption and its effect on 
supply chain transparency more broadly provides 
a possible template for this transformation. In 
this scenario, social finance would act as both 
a symptom and a cause of a re-alignment of 
mainstream investment demanding that risk and 
return calculations are re-embedded in their social 
and environmental context, which is something that 
is already happening in terms of the carbon footprint 
of many industrial businesses. 

Conclusion
Whichever of these scenarios comes to pass, 
social finance offers an important extension of 
the models and logics of mainstream investment. 
This new market is institutionalizing fast and 
growing assets under management rapidly 
across many countries. It also has coordinated 
and focused policy support internationally. The 
new types of blended capital being developed 
within social finance will offer key resources 
to social entrepreneurs to tackle the wicked 
problems noted above effectively in the future. 
Without this combination of social finance and 
social entrepreneurship, it will be increasingly 
improbable that the world can effectively address 
the pressing challenges that face it in the 21st 
century.  ■
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