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INTRODUCTION:

Income inequality and poverty are separate, though
related, objects of study. Related, because extreme
inequality, like that of Latin America, makes it likely that a
substantial proportion of the population will fall below the
"poverty line." Separate, because an increase in inequality,
as indicated by a rise in the Gini coefficient, does not
necessarily mean a corresponding increase in poverty.
People feel poor, not only because their absolute level of
consumption is low, but because others in the society are
apparently well-off. Thus, we come back to the distribution
of income as a central fact of life.

Very poor families need more than a simple income
subsidy. They need the sustained support of social services
so as to be able to access these services effectively.
Developing countries that aim to reduce excessive
inequalities in their distribution of income need to know
how to best achieve their aim. Actually, governments
intervene by:

»= Adjusting the Size Distribution through Progressive
Redistribution of Asset Ownership: An example of
such redistribution policies is land reform, where
tenants are transformed into small landholders.

* Increasing the Size Distribution at the Lower Levels
through Direct Transfer Payments and the Public
Provision of Goods and Services: For example,
increasing public health centers and schools in rural
and marginalized areas, direct money transfers to
the those most in need, and subsidized food
programs.

These policies tend to create a social safety net for
people who may become more vulnerable by the
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development process. However, these policies cannot be
applied equally effective in all countries. They must be
tailored according to the economic and social conditions to
achieve equitable distribution of income.

RESEARCH PROBLEM:

Egypt has achieved high rates of economic growth
during the 1990s and 2000s. However, this rising growth
has not been accompanied by an improvement in living
conditions or an obvious alleviation of poverty, in addition
to a persisting gap between the rich and the poor and
between the rural and urban areas. In addition, the
prevailing income redistribution policies do not effectively
achieve their aim. For instance, food subsidies are costly
and are not reached by many poor households. The
benefits of the subsidies are uniformly distributed across all
income groups, much of which goes to wealthier
households who are able to buy more of the subsidized
goods. This leakage is caused by inadequate and weak
targeting mechanisms. Even the eligibility criteria for the
ration-card system are not well enforced with almost 63.5%
of the households in the richest quintile hold green ration
cards.!

The energy subsidies also are costly, reaching 6% of
GDP in 2009, with most of their benefits accruing to the
rich income groups. In addition, they exert a distorting
impact on economic decisions by encouraging investment in
capital- and energy-intensive products rather than labor-
intensive products.

! Akhter Ahmed et al., The Egyptian Food Subsidy System, Structure,
Performance, and Options for Reform, International Food Policy Research
Institute, Research Report # 119, 2001, p. 38

> World Bank, Middle East and North Africa Region, Regional Economic
Update, May 2011, p. 14
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