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Aid Traps and Poverty Traps

Related and Compelling Concepts
1 Chronic Poverty as extreme deprivation
2 Poverty Traps{needless, foregone potential

While much dispute, and much to learn, about these
concepts, here we ask about their implications for design and
implementation of social assistance
Simulation of a poverty trap economy reveals:

1 Multiple Chronic Poverties: rooted in assets, ability and
vulnerability

2 Relief to Underdevelopment: needs-based assistance is subject
to an aid trap

3 Triage: threshold targeted social protection can break this trap
4 Tradeo�s: but need creative solutions to resolve tension

between short-term relief and long-term development
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The Micawber Frontier and Two Dimensions of Chronic Poverty
Vulnerability and the Expansion of Needless Poverty

Missing Financial Markets and Poverty Traps
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Dynamic Choice Model
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The Micawber Frontier and Two Dimensions of Chronic Poverty
Vulnerability and the Expansion of Needless Poverty

The Micawber Frontier and Chronic Poverty
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The Micawber Frontier and Two Dimensions of Chronic Poverty
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Vulnerability Expands Chronic Poverty
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The Micawber Frontier and Two Dimensions of Chronic Poverty
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Vulnerability Most Hurts Mid-ability Individuals
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The Micawber Frontier and Two Dimensions of Chronic Poverty
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Simulations for Archetypical Individuals

Non- Risk without Full
Stochastic Shocks Stochastic

Low Ability (� = 0 :94; k0 = 4 :9)
Discounted Stream of Utility 2.7 2.7 1.2

Discounted Stream of Income 26.7 26.4 25.6
Medium Ability ( � = 1 :10; k0 = 2 :1)
Discounted Stream of Utility 4.0 3.8 3.3

Discounted Stream of Income 37 29 28
High Ability ( � = 1 :22; k0 = 1 :1)
Discounted Stream of Utility 5.5 5.5 4.7

Discounted Stream of Income 44 43 40
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A Stylized Poverty Trap Economy
Baseline Results

Stylized Poverty Trap Economy

Village economy with 100 agents

Ability distribution calibrated on Santos/Barrett work

Initial endowments of capital randomly distributed

All agents behave in dynamically optimal fashion, but no
economic nor social interactions
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A Stylized Poverty Trap Economy
Baseline Results

Ability-Asset Distributions
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A Stylized Poverty Trap Economy
Baseline Results

Indicators of Growth and Distribution

1 Production Measures: household income, national income and
technology adoption. Under the initial asset distribution, the
GDP of this stylized economy is 187, with 60% of individuals
initially using the high yielding technology.

2 Standard static or single period poverty measures based on
the Foster-Greer-Thorbecke (FGT) family:

Py

 =

1
n

X

yi < yp

�
yp � yi

yp

� 


wheren is total number of individuals,yp is income poverty
line, yi is individuali 's income, and
 is the usual FGT
sensitivity parameter. Initially, Under the initial asset
distribution, Py

0 = 33% and Py
1 = 7%.
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A Stylized Poverty Trap Economy
Baseline Results

Evolution of GDP and Poverty under Di�erent Regimes

10 30 50
Year

185

200

215

G
D

P

Triage
NeedsBased
Autarchy

10 30 50
Year

0

20

40

60

80

T
ec

hn
ol

og
y 

A
do

pt
io

n 
(%

)

Autarchy
Needs-based
Triage

10 30 50
Year

0

10

20

30

40

50

P
ov

er
ty

 H
ea

dc
ou

nt
  (

%
)

Triage
NeedsBased
Autarchy

10 30 50Year

0.00

0.02

0.04

0.07

P
ov

er
ty

 G
ap

 (
F

G
T

(1
)

Triage
NeedsBased
Autarchy

Christopher B. Barrett, Michael R. Carter, Munenobu Ikegami Social Protection and Poverty Traps



Poverty Trap Theory
Growth and Poverty Dynamics without Social Protection

Analysis of Alternative Assistance Regimes
An Agenda for Moving Forward

Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Needs-based Targeting

1 After each production cycle, the government calculates the
total poverty shortfall for the economy,S =

P
yi < yp

(yp � yi ) ).

2 If the available budget,B, exceeds the shortfall (BS > 1), then
all poor individuals are given transfers to increase their income
to the level of the poverty line.

3 If B
S < 1, then each poor individual is given transfers that

move them to an income level equal toBS yp.
4 This targeting methods makes the largest transfers to the

least well-o�.
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Ability-Asset Distributions
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Evolution of GDP and Poverty under Di�erent Regimes
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Triage or Threshold-targeting

1 The budget,B, is �rst allocated to individuals pushed below
the Micawber Frontier. Denote these transfers asproductive
safety net, or PSNtransfers. If the budget is insu�cient, then
funds are �rst allocated to those closest to the Micawber
Frontier so as to minimize the increase in the headcount of
needless poverty.

2 If B > PSN, then mid-ability individuals already below the
Micawber Frontier are givencargo net, or CNtransfers that
lift them over the Micawber Frontier. IfCN > B � PSN, then
the budget is again used to help those closest to the
Micawber Frontier.

3 If B > PSN + CN, then the residual budget is allocated
according to the needs-based formulation discussed above.
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Ability-Asset Distributions
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Evolution of GDP and Poverty under Di�erent Regimes
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Criteria for Optimality

How do we aggregate up these sequences to pick and design
best policy?

1

SWF = (1 =n)
nX

i =1

TX

t =1

� T � t u(yit )

2

Pfta
i (
 ) =

TX

t =1

� T � t I fta
it

�
yp � yi

yp

� 


Searching for optimal, budget-neutral solutions
1 Mixed need-based/triage
2 Borrow against future budget

And of course, there is always the big push
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Poverty Traps and Aid Traps under Needs-based Assistance
Triage or Threshold-targeted Social Protection
Alternatives to Supersede Tradeo�s

Which is the Best Policy?

Autarky Humanitarian Triage Triage*
(G1 = 7 :0)

GDP per-capita 36.38 37.12 38.91 39.01
Benthamite SWF 5.13 5.88 5.80 5.82

Calvo-DerconPfta (0) 28.57 28.28 13.35 13.06
Calvo-DerconPfta (1) 3.73 2.02 1.33 1.56
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An Agenda for Moving Forward

Dynamic Moral Hazard
1 Positive M-H and crowding-in accumulation with social

protection
2 Negative M-H?

Empirical Identi�cation of Micawber Frontier

Putting ideas to the test with pilots interventions
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