
DRAFT 

 1

Economic Exclusion and Poverty Linkages –  
Reflection on Conecpt, Consequences and Remedies in  

Asian Context 
 

Sukhadeo Thorat1  
 

 
Introduction  
Exclusion on the basis of race, religion, ethnicity, national or social origin   exits in many nations 
under diverse social, economic and political system including several countries in Asia. Number 
of countries in Asia like China, India, Japan, Malayasia, Pakistan  and others have developed 
equal opportunities policies to overcome the consequences of economic discrimination. 
Notwithstanding these policies, our understanding about the forms and natures of market 
discrimination and their consequences on economic growth and poverty is limited.  This has 
affected our capacity to develop appropriate policies to over come the market failure associated 
with discrimination. and to make market work in competitive and neutral manners.  In Asian, 
there are limited studies both of theoretical and empirical nature, although some of the countries 
have developed policies against market and non market discrimination. In this sense the policy 
has been placed ahead of theory and empirical insights. 
 
In this paper therefore we deal with selected issues related to market discrimination and its 
linkages with poverty and economic growth. It tries to bring some clarity on the (a) concept of 
market discrimination and its application to Asian context (b) consequences on poverty and 
economic growth and (c) the possible policies against  market discrimination .  
 
Concept of Economic Discrimination  
 
Broadly speaking  social exclusion has been defined  as “the process through which 
individuals or groups are wholly or partially excluded from full participation in the society 
within which they live.  Two defining characteristics of exclusion are particularly 
emphasized, firstly the societal relations (or institutions) that cause exclusion and secondly its 
consequences in terms of deprivation in multiple spheres – coming mainly through denial of 
equal rights. The concept thus focus attention on the process that exclude some groups and 
the social and economic institutions that underlie this process and its adverse consequences in 
multiple spheres on the excluded groups. It is, therefore, necessary to understand diverse 
ways in which social exclusion can cause  deprivation and poverty.  
 
Amartya Sen draws attention to various meanings and dimensions of the concept of social 
exclusion. Distinction is drawn between the situation where some people are being kept out 
(atleast left out), and where some people are being included (may even be forced to be 
include d)- in deeply unfavorable terms, and described the two situations as "unfavorable 
exclusion" and "unfavorable inclusion." The "unfavorable inclusion", with unequal treatment 
may carry the same adverse effects as "unfavorable exclusion". 
 
Sen also differentiated between "active and passive exclusion". For the casual analysis, and 
policy response, Sen argued that "it is important to distinguish between "active exclusion" -
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fostering of exclusion through the deliberate policy interventions by the government, or by 
any other willful agents (to exclude some people from some opportunity), and "passive 
exclusion", which works through the social process in which there are no deliberate attempts 
to exclude, but nevertheless, may results in exclusion from a set of circumstances. 
 
Sen further distinguishes the "constitutive relevance" of exclusion, from that of "instrumental 
importance". In the former, exclusion or deprivation have an intrinsic importance of their 
own. For instance not being able to relate to others and to take part in the life of the 
community can directly impoverish a person's life, in addition to the further deprivation it 
may generate. This is different from social exclusion of "instrumental importance", in which 
the exclusion in itself, is not impoverishing, but can lead to impoverishment of human life. 
 
Further elaboration of the concepts of exclusion or discrimination has come from the 
mainstream economics in the context of race and gender. The mainstream economic literature 
throws more light on discrimination that works through markets and developed the concept of 
market discrimination with some analytical clarity. In the market discrimination framework, 
exclusion may operate through restrictions on the entry in market, and/or through "selective 
inclusion", but with an unequal treatment in market and non-market transactions (this is close 
to the Sen's concept of unfavourable inclusion). 
 
These developments in social science literature indeed enable to comprehend the meanings 
and manifestations of social exclusion, and its applicability to Asian situation. The concept of 
social exclusion in general and economic exclusion in particular, thus, essentially refers to the 
processes through which groups are wholly, or partially, excluded from full participation in 
the society in which they live. It emphasizes on two crucial dimensions involving the notion 
of exclusion, namely the "societal institutions"-economic and social, (of exclusion), and their 
"outcome" (in terms of deprivation). In order to understand the dimensions of exclusion, it is 
necessary to understand the societal interrelations and institutions, which lead to exclusion of 
certain groups.  Therefore, for understanding the concept of exclusion, the insights in to the 
societal process, and economic institutions of exclusions are as important as the outcome in 
terms of deprivation for certain groups. 
 
The exclusion could also manifest itself in diverse ways in terms of "causes and outcomes". 
Sen therefore refers to various meanings and manifestations of social exclusion, particularly, 
with respect to the causes of discrimination in a given society. Exclusion could occur through 
direct exclusion, violating fair norms of exclusion (that is unfavorable exclusion), or through 
inclusion, but under unfavorable conditions, again violating fair norms of inclusion (that is 
unfavorable inclusion), or through deliberate government policies (that is active exclusion), 
and through unintended attempts and circumstances (passive exclusion), or exclusion caused 
through inability of some persons to relates to other persons (constitutive relevance).  
 
For the purpose of conceptual clarity it is necessary to recognise the group characteristic of 
exclusions.  It is also equally necessary to recognise, that economic exclusion or 
discrimination is independent of income, productivity or merit of individuals in the group.  
Often people do get excluded from access to markets due to lack of income or in employment 
due to low productivity/skill or in admission due to low merit. In these cases low income, 
productivity and merit is direct cause of   exclusion. In the case of group based exclusion on 
the other hand, the basic of exclusion is group identity and not the economic characteristics of 
a group.  The centre of exclusion is social group and not individual.  It is a different matter 
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that exclusion necessarily lead to denial of economic opportunities such a access to capital 
assets, skill, education and also civil rights.  But low income, productivity or less merit is not 
the original sources, it is the out come of exclusion associated with group identity and is its 
characteristic feature.  The group characteristic needs to recognised when we discuss the 
policy and remedies against discrimination. It is also possible that some individuals in the 
discriminated group may be economically better off and they may have some advantage in 
overcoming the effect of discrimination compared with their poor counter part.  But since 
exclusion has group focus they would also suffers from discrimination–may not be in same 
degree and magnitude as the poor member of their group.  
 
These developments in social science literature indeed enable to comprehend the meanings 
and manifestations of the concept of social exclusion in general and economic, and its 
applicability to Asian situation.  
 
Consequences  of Economic Discrimination- Growth, and Poverty  
 
Why are we concerns about economic discrimination? Is discrimination only an 
equity/income distribution issue, or it also involve economic cost to the society?  Are the 
costs it imposes on the society more social and political than economic?  The conclusion of 
standard theoretical economic analysis indicate that economic discrimination, particularly the 
market discrimination does hampered economic growth, bring unequal income distribution  
and create potential situation for inter-group conflict. 
 
In case of implications of discrimination on economic growth the theories implies clearly the 
adverse impact on profits, wages and efficiency in the allocation of labour.  Economic theory  
implies that the economic discrimination will slow down economic  growth by reducing 
efficiency due to less than optimal allocation of labour among firms and economy, 
(employing fewer than optimal number of labour who are discriminated as they received 
lower wage than their marginal product), by reducing job commitment and efforts of workers 
who perceive themselves to be victims of discrimination and by reducing the magnitude of 
investment in human capital by discriminated group and return on this investment. 
 
In case of poverty it is quite clear that in so far as exclusion and discrimination involve the 
denial of access to resources, employment, education and common facilities that other have it 
can certainly impoverishes the lives that individual from excluded groups can enjoy. 
Discrimination thus become an issue not only of equity but also economic growth.  Economic 
discrimination  may aggravate poverty indirectly by slowing down the economic growth and 
directly by reducing the access to various market resulting lack of access to income earning 
assets, jobs, education. 
  
By exacerbating current inequality between groups, and by contributing to its perpetuation 
from one generation to the next, discrimination and exclusion also led to inter-group conflict. 
 
Socially  Inclusive policies  

Reducing economic discrimination thus is essential because it is likely to increase economic 
growth, reduce poverty and inequality between groups and also reduce the potential for 
conflict to which inequality between groups may give rise. Conclusions regarding the 
consequences of market discrimination on economic growth and income distribution are 
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derived from the main stream  economic theory.  The same theory also predicts that, in highly 
competitive markets, discrimination will prove to be a transitory phenomenon as there are 
costs associated with market discrimination to the firm/employer which results in lowering 
the profits. Firms /employers who indulge in discrimination, face the ultimate sanction 
imposed by the markets. This theoretical perspective thus sees the resulting erosion of profits 
as a self-correcting dimension of discrimination.  
 
The free market solution is not however final and practical remedy as  for number of  reasons  
market discrimination particularly the  labour market discrimination might persist over long 
periods with or without prevalence of free market situation.  First, not all markets are highly 
competitive. The persistence over decades of labour market discrimination in high income 
countries attests to that. Indeed in developing countries, monopoly power is quite significant 
which enable them to indulge in market discrimination. Second even if competition in all 
markets exist it is not a sufficient condition for the elimination of discrimination.  The market 
discrimination in competitive market situation will still prevail if all the employers are 
discriminators. Therefore, discrimination will still continue. Thirdly, the discriminated 
worker may not have an opportunity to prove their productivity potential and therefore 
discrimination will still persists. 
 
The  limitation  of the  competitive market as solution are summarised by Shulmen and 
Darity,   : 
 
“The analytical stance of the main stream neo-classical economists is charateristized as 
methodological individualism and it presumes that economic institutions are structured such 
that society-wide outcomes result from an aggregation of individual behaviours. It presumed 
that if individuals act on the basis of pecuniary self-interest then market dynamics dictate 
equal treatment for equal individuals regardless of inscriptive characteristics such as race. 
Consequently, observed group inequality is attributed to familial, educational, or other 
background differences among individuals who are unevenly distributed between social 
groups. The causes of a dissimilar distribution of individuals between social groups may be 
genetic, cultural, historical, or some combination thereof. The differences in cultural 
attributes include the value families and neighbourhoods place on education, attitudes, and 
work habits. The historical refers primarily to the impact of past discrimination on current 
inequality., In contrast, economists who may be classified as methodological structuralism do 
not accept this interpretation. Structuralism as an analytical method holds that aggregate 
outcomes are not the result of a simple summation of individual behaviours, but rather arise 
from the constraints and incentives imposed by organizational and social hierarchies. In this 
view, individual behaviour achieves its importance within the context of group formation, 
cooperation, and conflict. Economic and political outcomes are thus a function of  the 
hegemony exercised by dominant groups, the resistance offered by subordinate groups, and 
the institutions that mediate their relationship. Discrimination, in this view, is an inherent 
feature of economic system. Competition is either not powerful enough to offset the group 
dynamics of identity and interest, or it actually operates so as to sustain discriminatory 
behaviours. --- Discrimination is due to the dynamics of group identification, competition, 
and conflict rather than irrational, individual attitudes.  Market mechanisms, far from being 
relied upon to eliminate discrimination of their own accord, must be scrutinized and 
pressured to further the goal of equality of opportunity”. 
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The policy implications of this view on persistence of discrimination are obvious. Since the 
markets will continue to operate in imperfect manner the discrimination will persist.  It will 
also persist even if market forces are competitive in nature under certain condition mentioned   
above it therefore call for intervention in the form of legal safeguard and fair/equal access 
affirmative action policies  and other measures as safeguards. The state interventions in the 
form of equal opportunity policy are required in various markets like land, labour, capital, 
produce, consumer and social services such as education, and housing as the discriminated 
groups face discrimination in exchange carried through market and non market channels.  
 
International Experience  
 
Several counties in world which have problem of discrimination developed policies against 
economic, social and political discrimination in multiple spheres. Measures against market 
discrimination however vary from country to country.  Some distinguish features of these 
interventions need to be clearly understood.  Two aspects need special consideration.  These 
relate to (a) type of the economic sector or market which are covered or included for equal 
opportunity policy and (b) the method of  equal opportunity policy. 
 
Firstly as regard the economic spheres, most of these countries such as USA, Northern Ireland, 
South Africa, and Malaysia, have mainly developed ant-discriminatory measures for minorities 
or discriminated groups for labor market and other markets. However, in some countries 
affermative action policy is also used for other economic and social spheres such as housing, 
education and various government contracts – latter include government contracts for 
construction and for government purchase of product and consumer goods. In the developing 
countries like Malaysia and South Africa where substantial portion of population is engaged in 
agriculture sector,  in addition to labor market, the  affirmative action policies are  also  extended 
to agriculture land market and private capital - domestic and foreigner capital market - in 
addition to social service like education, housing etc, 
 
Secondly in these countries various methods, legal or non legal practices” have been used to 
provide protection and   equal participation  to discriminated groups in various markets.  
 
These measures include (a) Reparation or compensation for the denial of property rights for long 
time in the past (b) legal provision against discrimination particularly in labor market   in the 
form of “Equal Employment Opportunity Act”. These acts prohibit any firm from discrimination 
of worker un related to productivity or related to non economic considerations. (c)  Fair Access 
strategy  to ensure equal participation of minorities  (or discriminated groups) in employment 
described by various names like affirmative action policy, reservation, fair access or new 
economic policy – either by promoting balance (racial /religious) employment, with certain  
general  bench mark without  quotas or with fixed quotas in proportion of population of minority 
groups. 
 
The difference in the purpose and mechanism of these methods however needs to be understood 
clearly.  The policy of “Reparation or Compensation” is used to compensate for the denial of 
property rights to certain groups in the past.  It is considered as compensatory payment for an 
acknowledged grievous or social injustice to a group.  In history there are examples where 
compensation or reparations have been used.  The second anti-discriminatory method is the 
enactment of “Equal Employment Opportunity Act” (EEOA).  Such acts legally prohibit the 
discrimination of person in employment and other economic spheres and made it subject to legal 
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action. Person from minority group could use this provision in the event of discrimination in 
hiring and other spheres. 
 
The Equal Employment Opportunity acts   however do not involve any positive or affermative 
action or steps on the part of government to guarantee or ensure equal participation   of minority 
groups in employment and other economic spheres. Therefore several countries have taken an 
additional steps and made provision to give share to the member of minority groups in 
government and private employment, government contract and educational institute – public and 
private, housing and other.  In such affirmative practices certain bench mark are fixed without 
quota or with quota to give adequate representation to the discriminated groups.  However ever 
country has developed the method of measuring the fair access-mostly in term of population 
share or labour force share.  
 
In country like Northern Ireland has also introduced system where by all firm/industries are 
required to register with Equal Employment Office and to indicate their employment 
composition by religious groups to bring more transparency and to help to develop policies for 
religion-wise balance employment pattern.    
 
Need to undertake research Economic Discrimination, its consequences on poverty and 
Growth   and to develop Inclusive policy  
 
Given the fact that the market discrimination aggravate poverty, directly by reducing the 
access to income earning opportunities and indirectly by affecting economic growth and that 
there is lack of   insight on these issue, particularly in Asian context  it is necessary that 
research on these issues is undertaken .Proper insights  through systematic studies will help to 
develop appropriate policies .I suggest that IFPRI should undertake research on the following 
aspects .  
 
Structural context of Exclusion/Discrimination  
Theoretical research on the institution of exclusion associated with caste, ethnicity, religion, 
colour and other forms of group identity, effects of discrimination on economic growth, 
access to sources of income; poverty; governance and theoretical analysis of remedies against 
discrimination and deprivation. 
 
Nature and Dynamics of Discrimination/Exclusion 
Empirical research on economic, social and political conditions of excluded groups  
Research on the forms and dynamics of pre-market and market discrimination – land, capital, 
employment, products, inputs and consumer markets and social services like education, 
housing, health, etc.; discrimination in public institutions and political bodies. 
 
Consequences of Discrimination 
Empirical Research on consequences of discrimination on the excluded groups, on access to 
sources of income; land, capital, employment, education, housing, health services, etc.; 
impact on livelihood and poverty, political participation, and civil rights,governance and 
economic growth . 
 
Policy Research 
Analysis of government’s policies for the poor, policies for the eradication of discrimination/ 
exclusion and poverty; and empowerment of the marginalized social groups in economic, 
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educational, political and socio-cultural spheres in  Asia; policy experiences of other 
countries; civil society initiatives and issues relating to implementation and governance.  
Collection Action 
Research on forms of collective actions by the deprived groups and other sections of society, 
political parties, social organisations, and NGO’s for human rights. 
 



DRAFT 

 8

References 
 

1. Action Aid  ,Delhi(2004) ‘The Untouchability in Rural India”( ongoing study ) 
2. Akerlof, George (1976) "The Economic of Caste and of Rat Race and Other Woeful 

Tales" Quarterly Journal of Economic, XC.4. Nov. 1976. 
3. Akerlof, George (1980) "The Theory of Social Customs, of which Unemployment may 

be one consequences, "Quarterly Journal of Economics" XCIV-4, June 1980 
4. Ambedkar B.R. (first Published 1987), "Philosophy of Hindism" Vasant Moon (Edit) 

"Dr. Babasaheb Ambedkar Writings and Speeches" Vol.3 Page 1-94 
5. Ambedkar B.R. (first published 1987), "The Hindu Social Order - Its Essential Features" 

in Vasant Moon (Edit), "Dr. Babasaheb Ambedkar Writing and Speeches", Vol.3, Page 
95-115, Deptt. of Education, Govt. of Maharashtra, Bombay 

6. Ambedkar, B.R. (first published 1987) "The Hindu Social Order- Its Unique Features" in 
Vasant Moon (Edit) "Dr. Babasaheb Ambedkar Writings and Speeches" Vol.3, Page 
116-129, Deptt. of Education, Govt. of Maharashtra 

7. Banerjee, Biswjit and Knight J.B. (1985) "Caste Discrimination in Indian Urban Labour 
Market" Journal of Developing Economics. 

8. David Romer (1984) "The Theory of Social Custom :A Modification and some 
Extension" in Quarterly Journal of Economics 

9. Haan, De. Arjan, Extreme Deprivation in Remote Areas in India: Social Exclusion as 
Explanatory  concept, Manchester conference on Chronic Poverty,April2003, session 
“Social Exclusion, Rights and Chronic Poverty”. 

10. Haan, De. Arjan (1997), Poverty and Social Exclusion: A Comparison of Debates on 
Deprivation. Working Paper No. 2, Poverty Research Unit at Susex. Brighton: 
University of Sussex. 

11. Jamaluding, Faridah, “ A Study of the Malaysian Economy: The New Economic 
Policy (1971-2000) and National Development Policy (1991-2000)” Journal of Social 
Science and History, Fall 1988. 

12. Lal Deepak (1984) "Hindu Equalibrium", Cultural Stability and Economic Stagnation, 
Vol. I Carendor, 1988 Oxford  

13. Nancy Birdsall and Richard Sabot (1991) "Unfair Advantage - Labour Market 
Discrimination in Developing Countries" World Bank Studies 

14. Randive, B.T. "Caste, Class, and Property Relations EPW, Annual No. Feb. 1997. 
15. Scoville, James G.L. (1996) "Labour Market Under Pinnings of a Caste 

Economy-Failing the Caste Theoream" in "The American Journal of Economics and 
Sociology" Vol.55, No.4, Oct. 1996 

16. Scoville, James G.L. (1991) "Towards a Model of Caste Economy" in James G. 
Scoville, (Editor) "Status Influences in Third World Labour Markets, Caste, Gender 
and Custom, (Berlin and New York, 1991) 

17. Sen, Amartya, 2000 “Social Exclusion: Concept, Application, and Scrutiny”, ADB 
Working Paper 

18. Thorat S.K., (1999), "Caste and Labour Market Discrimination" (With R.S. Deshpande) 
Indian Journal of Labour Economic, Conference Issue, November. 

19. Thorat S.K, (2002) Operession and Denial : Dalit discrimination in the 1990s, EPW, 
February 9. 

20. Thorat S.K., (1996) "Ambedkar on Economics of Hindu Social Order : Understanding 
Its Orthodoxy and Legacy" in Walter Fernandes "The Emerging Dalit Identity" Indian 
Social Institue, Delhi. 



DRAFT 

 9

21. Thorat S.K. (2003) “Labour Market and Occupation Discrimination in Rural Areas in 
India”, IIDS, Delhi. 

22. William Darity Jr. (Edit) "Economics and Discrimination Vol. I, An Elgar Reference 
Collection (U.S.) 

23. William Darity, Jr. & Steven Shulman, (1989), “Question of Discrimination – Racial 
inequality in the U.S. labour market ”, Wesleyan University Press, Middletown, 
Connecticut. 

24. William Darity, Jr.,(1997) “Reparations” in Samuel L. Myers,Jr. (Edited), Civil 
Rights and Race Relations in the Post Reagan-Bush Era,  Praeger, London. 


