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This Working Paper is an abridged version of the book The Impoverished: humanity’s informal majority 
which was published by KEPA and Like Publications in August 2004. The book was received enthusias-
tically among people related to development cooperation and global issues in general. 

The Impoverished is a book about the over half of the world’s inhabitants who make their living 
through economic self-sufficiency in rural areas, villages and cities. For them being ‘outside the law’ is 
a normal situation, whereas legality and official formality are an exception and privilege of the few. 

The book was a result of an intensive cooperation. Kent Wilska wrote the text together with Max 
von Bonsdorff, Matti Lahtinen and Juha Rekola. Hence, KEPA’s Information and policy officers wrote 
stories from different parts of the world to demonstrate how these people survive in their everyday 
life.

In this cooperation impoverishment was brought up as a useful concept for KEPA’s programme.    
KEPA uses the concept of impoverishment to underline that poverty is not created by itself. Poverty is 
the outcome of people’s active deeds or inactivity which maintains existing injustices. Poverty is a re-
sult of structures that feed societal inequality. The eradication of poverty, ending of impoverishment , 
can be successful only if these structures and practices are dismantled.

Later on, Kent Wilska wrote an abridged version of The Impoverished with an epilogue. This versi-
on summarises the book’s theoretical part, which clarifies how the structures, institutions and practi-
ces that impoverish these people function.

We wish you inspired reading.

Helsinki, Finland, March 2009
Outi Hakkarainen

Foreword

This Working Paper has been published in Finnish (Working Paper no. 15), Portuguese and Spanish 
(Reports 88 and 93). This English version has also been published in 2007 as part of the report Loca-
ting Impoverishment (87) which includes four of the above-mentioned cases published in The Impo-
verished, those of Cuba, Mozambique, Nicaragua and Zambia, and an analysis on impoverishment 
in seven local communities in Indonesia, Tanzania and Zambia. These studies have been published 
also as separate Working Papers (5, 6 and 7). All these publications are available at http://www.kepa.
fi/palvelut/julkaisut.



�

Impoverishment on 
the margins of the 
global village

All agree that poverty is a multifaceted pheno-
menon. It’s not just a matter of insufficient in-
come or meagre consumption. Rather, it con-
cerns housing, nutrition, health or education. It 
may involve insecurity, vulnerability, or being 
exposed to violence, crime or natural disasters. 
It may be the lack of opportunity to take part in 
decision-making or being incapable of joining in 
the activity of the community. There are many 
efforts to gauge the different dimensions of po-
verty, but when we extend our conception of po-
verty beyond income poverty, measuring it has 
proved more difficult.

No one is poor or rich at birth. After they are 
born, people become part of the activities of a 
community, as a result of which they may be-
come rich or poor in relation to others.� Different 
kinds of societal institutions create the settings 
in which people become rich or poor. In some 
countries the structures and institutions are such 
that the majority of people are driven into pover-
ty. These structures can make up an almost un-
surpassable void that cuts across generations. 

Poverty is nearly always relative compared 
to something else. We can say, however, that 
people who experience hunger are poor in every 
sense, though their situation wouldn’t be compa-
red to the living conditions of other people. But 
poverty has a deeper and political significance if 
a person’s situation is compared with another’s, 
for instance in relation to money, food, housing, 
literacy, and possibilities for decision-making or 
participation. There is no other absolute objecti-
ve poverty limit than death. Despite this, there 
is a constant effort to set various limits. What if 
everyone in the world earned a dollar a day? The 

�  It used to be said that to be born in Finland was a lot-
tery win. People possible have a reasonable future before 
them if of all the countries in the world they are born in 
Finland. This is because of the fairly extensive possibilities 
for equality among residents. Although parental wealth 
and position make significant differences, Finns have fairly 
good opportunities to build their lives equitably. Central to 
this is public healthcare, education and social protection. 
Finns are included in society from birth.

definition of different poverty limits is affected 
by what others have.

There wouldn’t, therefore, be poverty wit-
hout wealth. All the talk about the problem of 
poverty only pays attention to one protagonist. 
The problem is the weaker one. It’s not the one 
that has entitled itself to framing the problem. 
Amidst much rhetorical dexterity up pops a new 
‘objective’ reality – poverty. This new reality is 
debated in terms of how it should be measured 
and tackled. Nevertheless, poverty is born of so-
cial conditions that distinguish the rich and the 
poor.�

Poverty and riches, impoverishment and en-
richment, indigence and wealth are inseparab-
ly interlinked. One person’s wealth or poverty 
brings about economic, social, political and cul-
tural interaction. Poverty is therefore the result 
of some activity.

The reasons for poverty are those structures 
that feed societal inequality. The existence and 
maintenance of these structures is impoverish-
ment.� Impoverishment is what makes a person 
become poor. Impoverishment is the result of the 
active workings (or inactivity) by mechanisms 
or people, it does not occur of itself from passive 
poverty

The Western roots of 
development thought
‘Development’ and growth have been considered 
natural and positive things in the Western tradi-
tion since the time of Aristotle. Progress and ra-
tionality became strengthened at the end of the 
17th century, in contrast to the superstition and 
stagnation of the Middle Ages. The core of Wes-
tern thought was that the development of socie-
ties was founded on certain natural principles. 
This societal development dogma was consolida-
ted at the end of the 19th century.�

Western development ideology was linked to 
a strong belief in the imperative of growth. The 
good life can be assured to all through technolo-
gical progress and an ever growing production 
of commodities and services. Such development 
offered the promise of superabundance. It was 
considered natural, positive, necessary and in-
disputable. Development is a social creation but 

�  Rist 2002.
�  Impoverishment, the act of making someone poor.
�  Rist 2002.
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it seeks present itself as a ‘natural’ phenomenon 
that has its own dominant community law.�

At the end of the 19th century Western so-
cieties were seen as superior to others. The West 
was in the lead because the size of its production 
was bigger and because it had more scientific and 
technological inventions. Comparisons became 
central, and areas beyond the West were not vie-
wed intrinsically. Different countries were simp-
ly bunched together as ‘developing countries’.�

The central problem with these quasi-defi-
nitions was that they were based on the imagi-
nings of one or more people about what was the 
ideal condition of social existence. The definition 
of these imaginings is wholly dependent on the 
speaker’s own subjective viewpoint. Such imagi-
nary worlds are very often pleasant and desirab-
le. Who wouldn’t want a world in which everyo-
ne was happy, lived longer and better, without 
disease, poverty, exploitation and violence? Con-
sequently a broad consensus was created around 
irrefutable values. If, however, development is 
just a word that describes the sum of broad good 
humanitarian values, we can conclude that the-
re is no development anywhere, and there pro-
bably won’t be.� Many development visions are 
lists of good universal things around which it’s 
easy to build a consensus. The ambiguity of the 
definition of development enables it to be advo-
cated from many different starting points. One 
person’s ‘development’ can in fact be another’s 
‘anti-development’. We can talk of development 
that is right and wrong, good and bad.

Due to the UN Human Development Report 
we can see the abandonment of faith in the holy 
cow of economic growth. In its thinking the re-
port clearly distinguishes between the acquisi-
tion of wealth and the ‘good life’.� The definition 
of development in the UNDP’s reports is nevert-
heless normative. The authors describe what 
they hope to see. At first sight ‘enlarging people’s 
choices’� appears a positive measure. In the final 
analysis the solution doesn’t offer much that’s 
new, the process is open, it leads to the possibili-
ties of such enlarging and in principle is limitless. 

�  Rist 2002.
�  Rist 2002.
�  Rist 2002.

�  Rist at the same time sarcastically questions whet-
her earlier development was ‘inhumane’. What use has 
development been if it hasn’t taken account of people; has 
it taken long to come up with this? The first Human Deve-
lopment Report was published in 1990. (Rist 2002)
�  ‘Enlarging people’s choices’ is the term used in the report.

Development does not necessarily help everyone 
in choosing just what they want. Expanding the 
range of products on offer responds to demand 
but people’s access to fresh air, pure water or 
clean food is curtailed. The development process 
also includes loss, destruction.10

Your freedom is my slavery?
Within a functioning consumer society condi-
tioned by a market economy people compound 
in principle a common concept of what develop-
ment is. For very many it’s in practice increased 
consumption, and for that you need production 
growth. It’s the hope of a better job from educa-
tion, a higher wage, new clothes, a washing ma-
chine and television, buying a car or house and 
using services, going to movies, and travel. 

However, not all communities living in the 
capitalist system are necessarily unanimous 
about the referent regulations of the market 
economy or about the means by which welfare is 
decided as a joint aim. In some people’s opinion 
the market economy and capitalism means that 
everyone takes care of themselves by themsel-
ves. Others think that everyone should be gua-
ranteed certain prerequisites to participate in 
building welfare. A central part of the economic 
policy debate of the last couple of hundred years 
has concerned the extent of freedom of economic 
activity and the limiting and regulation of mar-
kets.

Free markets certainly deserve credit and the 
need for them should be recognised, because the 
free participation in economic exchange is of ba-
sic importance in social life. The role of markets 
should not hinge only on what they can do but 
also on what they are allowed to do. There are 
groups whose interests the activity of markets 
gracefully serve, but there are also groups for 
whom this same activity is a disadvantage.11

It should be kept in mind that wealth is only 
an instrument for realising the ‘good life’. Deve-
lopment can be seen as people’s enjoyment of 
the enlargement of real freedoms. Freedom of 
political participation, freedom to take part in 
basic education or healthcare are the construc-
tive elements of development.12 The individual’s 

10  Rist 2002.
11  Sen 2001.
12  In stressing the importance of the market economy 
Milton and Rose Friedman also emphasise that people’s op-
portunities should not be limited by gender, birth, nationality, 
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ability to enjoy these freedoms depend howe-
ver essentially on economic, social and political 
structures.13

Not everyone in the world has the same pos-
sibilities, neither internationally nor within a 
single country. Unregulated market mechanisms 
produce and increase these differences. Everyo-
ne barring the most hardboiled fundamentalists 
admit this.14 The main issue is precisely that one 
person’s freedom to act in the market economy 
may limit another’s rights, opportunities or free-
doms.

Is your own way of life 
longer possible?
There are nevertheless still communities in the 
world that are not part of the market economy 
and mass consumption society.15 Some members 
of these communities do want to become a part 
of this present and to leave behind their old ha-
bitations in the rural areas. Some of these com-
munities and people would still like to live gui-
ded by other values in harmony with nature in 
a sustainable way. One is not ‘bad’ nor the other 
‘good’. Some people have to leave against their 
will, while some stay though they don’t want to. 
Different worlds live side by side, overlapping 
and on top of one another.

The ever wider spread of the market economy 
threatens to change those people’s ways of living 
that still exist beyond this system or on its frin-
ges. The forced export of the market economy to 
communities is these people’s impoverishment. 
They should have the freedom to choose ”deve-
lopment”, or what they want to aim for in life. 
This would be people enjoying the enlargement 

race, faith or secondary characteristic. The only limit should 
be ability. They are heavily critical in relation to the results of 
equality – that everyone should end up with the same result 
regardless of how much work they do or attempt. The starting 
points of their work “Free to Choose” are close to the ‘develop-
ment as freedom’ thinking, as the Friedmans do not believe 
in the limitation of  such freedom in any circumstances 
(Friedman - Friedman 1982). If biologically inherited qualities 
should not be allowed to limit people’s opportunities, why 
should inherited wealth or the lack of it? Impoverishment is 
seen as a characteristic that extends over generations.
13  Sen 2001.

14  Helleiner 2000. Milton and Rose Friedman (1982) 
consider the idea that free market capitalism increases 
inequality to be a myth. They think that the gulf between 
rich and poor is no wider than in those societies where the 
free market can’t function.
15  Rostow 1961, the age of high mass-consumption.

of real freedoms. But now many don’t have the 
freedom to choose development and instead are 
offered just a single model.

This is not a philosophical question, because 
the frontiers of the market economy widen eve-
ry day. It encloses community lands, privatises 
water, puts traditional knowledge into private 
ownership, patents natural diversity. These con-
crete actions limit people’s possibilities to live 
outside the West’s market economy.

These communities become poor because 
they are robbed of the possibilities to live in the 
way they want. And yet the communities can 
be extremely wealthy. It may be spiritual, a har-
monious life with other natural life forms or the 
possibility of all to increase their own multiform 
cultural tradition that goes back thousands of 
years. Their wealth is not mainly comprised of 
goods and services or their consumption. If, ho-
wever, these communities are robbed of the pre-
requisites of life, food and water, there will soon 
be nothing left of their other riches.

Consumer propaganda spread by the mass 
media can also be thought of as limiting real 
freedom of choice. In principle this can be fought 
against by closing our eyes and ears, unlike say 
confronting the armed guards of a forest felling 
company.

Is it possible for self-sufficient communities 
to survive as adapt to the world’s present de-
mands? Is the end result inevitable destruction, 
or is it possible to have peaceful coexistence and 
institutional pluralism?16 Can communities be 
ensured the possibility to preserve their way of 
life, if they so wish?

The system thrown off track
Over half of the world’s inhabitants make their 
living through economic self-sufficiency or from 
their own work in rural areas, villages and cities. 
A large number of these people live outside of the 
networks of decision-making and support or so-
mewhere on the ‘official’ and ‘unofficial’ border-
lines. In many developing countries informality 
or being ‘outside the law’ is a normal situation, 
whereas legality and official formality are an ex-
ception and privilege. 

16  Amartya Sen thinks that the threat to indigenous 
communities is inevitable as economic and technological 
power is extremely difficult to resist. “The threat to native 
cultures in the globalizing world of today is, to a conside-
rable extent, inescapable”, Sen 2001, 240.
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Informality is the reality for the majority of 
humanity, in which people’s lives are directed 
and controlled by norms and practices beyond 
the law. For housekeeping this means, for 
instance, that you won’t have water unless you 
get it yourself from the river kilometres away, 
you won’t have electricity unless you drag cab-
les from the power lines to your cardboard and 
corrugated iron shack. You won’t have money 
unless you make it somewhere. There’s no so-
cial security. The formal social norm ‘Don’t steal’ 
quickly becomes ‘Steal what you can from where 
you can, because it’s the only way to keep your 
kids alive.’

Most economic activity in developing count-
ries has never been formal in the same way as 
in Western countries. Relatively few formal jobs 
are nowadays generated in developing count-
ries. The formal arrangement of their creation 
has to do with local and foreign companies and 
the public sector. Alongside this slowly growing 
system is the massive, lively and rapidly growing 
informal economy.

From the standpoint of development policy 
making what is decisive is whether to take peop-
le and their daily reality as the point of departure 
or just the parameters of the macro economy and 
their reality.

The widespread ignorance of groups of peop-
le or the deliberate exclusion of them from for-
mal networks is their active impoverishment. 
Economic parameters may improve but there is 
no significant decrease in poverty. One after the 
other, different economic strategies fail in trying 
to reduce poverty, because improving the living 
conditions of people existing outside the formal 
networks is not the primary aim of political ac-
tors – or because political decision-makers living 
in their ivory towers simply don’t understand 
how ordinary people exist, and so measures car-
ried out never achieve their desired results.

Birth of the global village
The Peruvian economist Hernando de Soto has 
declared that capitalism has lost its way in the 
developing and former communist countries. 
There capitalism has  has no connection with 
those who should be its basis. It has become 
the self-consuming command ideology of busi-
nessmen and technocrats. It makes no sense to 
demand current liberal economic reforms if you 
don’t admit that they open the doors to just a 

small globalised elite and shut out the majority 
of humanity.17

When European capitalism spread during 
the colonial period to the regions of today’s de-
veloping countries, the majority of people in the 
new world countries were left out of the new 
formal economic and political structures. Tho-
se who were integrated into the formal system 
started to play by European rules but remained 
with the traditional system of life or – where the 
old system was crushed but nothing was built in 
its place – with nothing.

The start of Europe’s rise coincides with the 
renewal of trading in the 11th century.18 In the de-
velopment of local and international exchange 
Europeans’ contacts with other customs and cul-
tures increased. New forms of production spread, 
autarky diminished and cities flourished.19 As mi-
gration from the rural areas grew, cities develo-
ped increasingly more restrictions on economic 
activity to protect their own guilds. Not all rural 
migrants found work. Cities gradually bulged 
with street merchants. Professional practices and 
entrepreneurship beyond the law expanded.20

Access to ‘legal’ professions was restricted. 
With the tightening of laws and stipulations ent-
repreneurs were driven into the suburban areas. 
Unauthorised workers were punished and even 
killed in France, Spain and England. The govern-
ments of Europe were however soon to give in to 
the growth of informality and to expand legality 
and to integrate the largest population groups as 
part of the formal system. Conflicts between the 
power elites and the majority of the population 
led to popular uprisings and unrest around Euro-
pe. One of the background causes of the French 
and Russian revolutions can be seen as the gulf 
between those who belonged to the formal sys-
tem and the majority people living outside it.21

In industrial countries workers became a part 
of the formal machine with the establishment of 
jobs legally or ‘officially’. At the same time, they 
became part of the development of formal wor-
king regulations. The state began to regulate and 
restrict the activity of the labour market through 
legislation. This did not, however, take place by 
itself, but due to the organisation of the working 
class. In England, for instance, the deduction of 

17  Soto 2000.

18  Maddison 2001.
19  Braudel 1984, Pipitone 1995.
20  Braudel 1984, Soto 2000, Pipitone 1995.
21  Soto 2000, Pipitone 1995.
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working hours was the result of a struggle las-
ting hundreds of years.22

The success of present industrial countries is 
found in connection with the remarkable history 
of public activity, including education, healthca-
re and land reform. In the West the distribution 
of social opportunities included the bulk of peop-
le in economic growth.23 The exclusion of a part 
of the population from formal society is active 
impoverishment.

As colonial masters Europeans were not 
concerned with including the people of the con-
quered territories in the formal circles of society. 
The inhabitants of colonies were of secondary 
importance in the view of Europeans. In develo-
ping countries the majority of people never be-
cause part of the formal structure, many didn’t 
even have birth certificates and were not registe-
red – to the authorities and those in power they 
didn’t therefore exist. Illegal immigrants don’t 
have personal documents, and they can’t open 
bank accounts or conduct what to us are every-
day legal transactions. They don’t own formally 
registered property or work within the official 
economic sector under formal contracts.

People living in rural self-sufficient econo-
mies and informal workers in cities are equal-
ly excluded from political decision-making. To 
them the state machinery is abstract and distant. 
In many countries it has become patently clear 
that the authorities and economic elites are neit-
her able nor want to integrate the informal and 
self-sufficient economy into the formal organisa-
tion of society. In part this leads to a lack of eco-
nomic and human capital. And in part it’s also a 
matter of lack of vision.

22  See for example Marx 1867.
23  Sen 2001, 7, 143.

On the margins of 
the global village 

The ‘formal’ areas of society always lean for sup-
port on the norms and regulations drawn up by 
government. The terms of exchange born within 
their frameworks are always calculated, as jobs, 
GDP figures, how many people educated, how 
many sick, exports, imports etc. This is not so in 
the ‘informal’ areas. Regulations can be created 
for each and every situation or relationship se-
parately, or then they are ascribed common con-
ventions. These are not always written down, 
but they are always in mind. The extent of their 
terms of exchange can only be guessed.

The daily lives of most people in developing 
countries take place in this ‘informal’ setting. 
This does not mean that there are no rules, norms 
or settlement or solution of disputes associated 
with it. These rules are not necessarily the same 
as those for the ‘formal’ sector. They are not as 
generally comprehensive. In a small community 
it’s easy to monitor and direct compliance with 
rules. In cities or in other multicultural inter-
change the parties don’t necessarily have com-
mon value based norms. Therefore agreement is 
‘free’, its dictate often more powerful and more 
‘rich’.

This informal economy is found everywhere. 
The majority of the world’s poor still make their 
living from self-sufficient agricultural produc-
tion, but the cities are swelling with increasing 
speed. In 20-30 years the majority of people in 
the world will live in cities

Extreme entrepreneurs
People everywhere have to do something to make 
a living. In those countries where social security 
is weak or non-existent people are forced to work 
for themselves by whatever means, if they can’t 
find jobs or are not wealthy enough to manage 
without working. Income has to be secured so-
mehow without legal help or the protection of 
social security. This way people become workers 
in the informal economy, because the setting up 
of an enterprise in developing countries is often 
too complicated, expensive and time consuming. 
This is not a marginal phenomenon. It’s the rea-
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lity facing most people outside the industrialised 
world.

Unemployment is conceived of as part of 
the official labour market. The unemployed are 
those who actively seek work but don’t find it. 
The definition is for the most part irrelevant for 
those countries in which there is a large informal 
sector, because in practical terms everyone, in-
cluding children, is involved in some kind of eco-
nomic activity in order to live. It’s meaningless 
to make a conceptual difference between those 
who are employed in the formal sector and the 
unemployd.24

The proportion of urban and rural informal 
work in relation to overall employment is extre-
mely large in many developing countries. Nearly 
every second person working outside the agricul-
tural sector in developing countries earns their 
income from informal work. At the extreme end 
are countries in which informal work constitu-
tes three-quarters or more of total employment. 
Such countries include Benin, Philippines, Gui-
nea, Indonesia, India, Kenya and Chad.25

In the 1950s and 1960s it was still thought 
that poor ‘traditional’ economies would rapid-
ly change into modern developed economies. It 
was thought that street hawking, small producti-
on and different kinds of occasional work would 
disappear and melt into the modern and formal 
market economy. By the 1970s it started to be 
clear that this would not be so, at least not very 
quickly. The term ‘the informal sector’ came into 
use at the beginning of the 1970s, and since then 
it has become part of the development discour-
se.26 The legal-formal nature of economic activity 
or its external-informal character has neverthe-
less been a feature of human history.

According to the definition of the Internatio-
nal Labour Organisation (ILO), informal emplo-
yment covers all remunerative work, both self-
employment and wage employment that is not 
recognised, regulated or protected by existing le-
gal or regulatory frameworks and non-remune-

24  UNHSP 2003, 98.
25  ILO 2002.
26  ILO 2002. Roubaud (1995) lists nearly 30 terms used in 
the discourse on the ‘informal’ economy, such as: unregiste-
red economy, secret economy, alternative economy, parallel 
economy, grey economy, black economy, marginal economy, 
peripheral economy, illegal economy, independent economy, 
indiscernible economy, hidden economy, underground 
economy, secondary economy, dual economy, unregulated 
economy, shadow economy, and so on. The inconsistent use of 
these terms in the media and research affects the climate of 
systematic analysis.

rative work undertaken in an income-producing 
enterprise. Sometimes informal work takes place 
in very small scale business activity.27

Informal economic activity takes place in 
many different forms. It comprises household 
production for self consumption, which inclu-
des self-sufficient agriculture. Domestic workers 
are also reckoned as belonging to the informal 
economy, if they do not have contracts. Infor-
mal sector enterprises may be one-person pro-
jects, when the individual works for themselves. 
When informal micro businesses employ family 
members and outsiders, their labour relations 
too are informal. Labour linked to the informal 
economy may also be performed in formal enter-
prises. Here workers are those who do not have 
contracts and whose employment does not incur 
legal protection or social security. These workers 
include family members working in an enterpri-
se who do not have contracts.28

Micro-business owners 
live from hand to mouth
Although the informal and formal economy is 
defined as separate things, in reality they are 
interconnected in many different ways. The line 
between them is fairly vague.

Many informal businesses have production 
or distribution agreements with formal enterpri-
ses.29 Many formal enterprises use people wor-
king without contracts as part of a very formal 
chain of distribution. Such workers include, for 
instance, the masses of ice cream or newspaper 
sellers seen on the intersections of big cities. 
They can be distinctive, standing out because 
of the work clothes they wear as representati-
ves of certain employers, but they nevertheless 
don’t work for them. Working clothes may be 
just a simple vest or they may be a dress suit. In 
Santo Domingo the French cell phone operator 
Orange fitted out the menials of its distribution 
channels in orange waistcoats, which in additi-
on to the firm’s logo is equipped with a uniform 
plastic phonecard box. This way Orange wanted 
to present the image that the phonecards sold by 
the hawkers are the firm’s own and not forgeries. 
With this sort of closeted formal activity it’s typi-
cal that the employee has just one client. It may 
be the local branch of a multinational corporati-

27  ILO 2002, Tripp 2001.
28  ILO 2002, see also UNHSP 2003.
29  ILO 2002, CMT 2002.
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on or a street corner grocery store. It’s not a ques-
tion of actual entrepreneurship.

A second group in trade and distribution are 
informal entrepreneurs. This may involve just a 
single person. However, such entrepreneurs have 
many clients or they can act on their own account 
and buy goods to sell themselves. The sellers may 
work from a fixed place of business or may go 
from town to town. In addition to trading, there’s 
plenty of informal work made in the service sec-
tor, such as cleaning, shoe-mending, plumbing 
and electrical work, shoe-shining, porterage, dri-
ving and attending parked cars. Informal work is 
also found in manufacturing in which business 
owners make or process products for sale. Such 
work includes various kinds of wood and metal 
working, sewing and handicrafts.30

The growth of the informal economy does not 
always happen as a result of conscious activities 
to avoid registration, payments or taxation. Self-
employment may be the only way of staying 
alive when there’s no social security or unemplo-
yment insurance. People do not employ themsel-
ves outside the formal system because it’s chea-
per to do so than within the formal structure. Far 
from it, it may often work out more expensive. 
Micro-businesses have to pay high interest rates, 
permit costs and bribes.

Micro-business owners have to invest all 
their capital practically daily. Similarly, the next 
day’s investment opportunity depends on the sa-
les of the day before. So, if things go badly it’s not 
only that you’ll lose that day’s meal but also your 
next procurement. You have to get money from 
somewhere to get new goods for sale. Keeping 
food for sale is especially a problem in tropical 
countries. The timeframe of the micro-business 
owners living from hand to mouth is short and 
the ability to take risks imposes limits on ensu-
ring the daily survival of the family.

Rural women the heroes 
of informal labour
The proportion of self-employment outside of ag-
riculture is in many countries 60% or more. The 
rest are in informal wage labour. In many count-
ries statistics produced on the informal economy 
don’t take account of agriculture, and only speak 
of the urban informal sector.

If agriculture is brought into the equation, 
the importance of informal labour increases re-

30  See also Soto 1990.

markably. Invisible in statistics, the rural infor-
mal sector produces for local markets from self-
sufficient work or family-based production.31

Informal work involves women above all. In 
nearly every country, if statistics are available, 
the level of women’s employment in the infor-
mal urban sector is higher than men’s, with the 
exception of Arab countries.32 Women are also 
greatly employed in self-sufficient agricultural 
production, in which the significance of women’s 
informal labour is more far reaching than statis-
tics on urban employment suggest.

Different forms of 
the free economy
Informal economic activity comprises the entire 
economic activity people do outside of govern-
ment regulation, and which can also be called 
the free economy. This activity is also an infor-
mal structure insofar that it does not fulfil legal 
or other regulatory demands. Most of the hou-
sing in the big city slums is informal or illegal. 
Slums are areas that broadly have these features: 
lack of clear water available, lack of sewage sys-
tems and other basic infrastructure, bad housing, 
overpopulation and unsure housing administra-
tion and ownership.33

People save up money even though there 
are practically no more banks in the cities than 
the rural areas of remote regions.34 But statistics 
don’t cover the savings and finance mechanisms 
that take place outside the formal financial insti-
tutions. The more traditional means of savings 
is to have a feed pig or partially of a built house. 
You build the roof while there’s a bit of extra cash 
and then, when there’s more, do the floor. If you 
get a small capital loan you can set up a credit cir-
cle together with your companions and work fri-
ends. The weakness of informal savings methods 
in terms of the national economy is that savings 

31  ILO 2002.
32  For example, in Tunisia informal commerce accounts 
for about 88% of employment in total commerce, but the 
proportion of women in commerce is only 8%. In Benin 
women make up 92% of informal sector commerce. (ILO 
2002, 53)
33  UNHSP 2003, 12.
34  Banks in Mexico did not consider small savers as impor-
tant clients. From 1980-1994 banks lost over 15 million small 
clients’ accounts, the growth of which had take over 50 years. 
Only fewer than 6% of the population had savings accounts in 
formally regulated financial institutions. (IRELA 1996)
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can’t be efficiently channelled through them to 
productive activity.35

Actual interest charged by money lenders is 
astronomical and repayment times short. Secu-
ring funding is often much more expensive for 
entrepreneurs in the informal economy than for 
those in the formal economy. The annual rate of 
interest may be more than 1000% for debts owed 
to money lenders.36

In defining the informal economy it’s worth 
making a distinction between the sorts of unre-
gistered economic activity whose operational 
logic is to do with coping, self-employment or a 
traditional community form of labour, and actual 
illegal organised crime, such as drug dealing. For 
instance, in Thailand the illegal economy is mas-
sive. It includes drug dealing, gambling, prostitu-
tion, smuggling of foreign labour, oil smuggling 
and arms trading.37 On the other hand, within 
the informal economy there are also registered 
actors that for instance circumvent taxes and 
payments to reduce production costs.38 The link 
between the criminal and formal economy may 
also be highly important. In money laundering 
it’s a question of criminally earned wealth being 
brought into the arena of the formal economy, so 
that it can be legally used as capital in producing 
profits for owners. 

35  IRELA 1996. A low level of national savings may be a 
significant barrier to a country’s economic development. In 
the absence of domestic savings economic growth has to 
be funded for foreign capital, which can expose a country 
to the fluctuations of the international market economy 
with tragic consequences. Latin America offers many 
examples of this over the last 20 years. The high levels of 
savings in East and South-East Asian countries is seen as 
an important background factor in their high economic 
growth in the 1970s and 1990s.  (Wilska 2002; IRELA 1996).
36  See for example Tripp 2001.
37  Kuronen 2003.
38  Roubaud 1995. The distinction is partly artificial. For 
instance, drugs can be considered the same as any other 
product. It’s just that in many countries the state has 
decided to restrict their production, trading and consump-
tion. In the same way we can consider an individual who 
starts to deal in drugs as survival and making a living for 
the family. In defining illegal informal activity it’s maybe 
worth giving attention to the extent and organisation of 
the activity. Tripp (2001) considers illegal activity in the 
informal sector to be that which does not correspond to an 
equivalent licenced one in the formal economic sphere. A 
market stall may apply for an appropriate permit, whereby 
informal work becomes formal. This is not possible when 
the issue concerns drug dealing or blackmail.

Public services discriminate 
against the informal 
sector 

The urban poor live in a world outside the law, 
in areas not shown on maps. There is no waste 
disposal in such areas, nor other public services. 
Neither do residents pay tax. Officially they don’t 
exist. Mafiosos or other slum bosses may act as 
the local ‘authorities’ far more than city council 
members. Representatives of the formal system 
may often not even dare to come to these areas 
and do not try to reinforce their authority. Resi-
dents have neither ownership rights nor any de-
finite administration concerning residence. They 
have to make different sorts of decisions at a high 
price on the informal and unregulated parallel 
market. Slum residents are unable to be part of 
most of society’s formal institutions. Without le-
gal addresses they often can’t use social services, 
healthcare or education. Instead of assisting the-
se people, governments usually drive them away 
and prevent them from trying to build up the ba-
sics of life – a roof over their heads and some kind 
of income.39

Although in many countries more attention 
is being given to the informal economy, in dra-
wing up development policy it’s still considered 
a separate entity from other economic sectors. 
There is no desire to clearly see its connections 
to the formal economy and there is a lack of com-
prehensiveness. For instance, foreign trade poli-
cy usually doesn’t pay attention to the protection 
of those products that are produced in the infor-
mal economic arena. In general economic policy 
measures more often favour large formal private 
and public companies with customs and tax be-
nefits, subsidies and funding. This reveals preci-
sely that the integration of the informal economy 
as uniform part of the national economy in many 
countries is not a priority, even though the majo-
rity of the population supports itself outside the 
formal network.40

For instance, government doesn’t often give 
much thought to improving transport, or electri-
city, water or refuse disposal in areas where the-
re is a lot of informal activity. Slums are razed to 
the ground even without warning their residents 
beforehand. Often informal businesses become 
the subjects of direct harassment and outrages 
by the authorities. Street traders are driven away 

39  UNHSP 2003.
40  Tripp 2001.
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and their goods confiscated if they fail to pay pro-
tection money or bribes. Informal entrepreneur-
ship is sometimes much more expensive than 
activity within the formal economic sphere.41

Problem or solution?
Some emphasise the qualitative differences bet-
ween informal economic activity for its reciproci-
ty, fairness and morality compared to the ‘formal 
capitalist economy’. For instance, in Africa many 
entrepreneurs seek to curtail competition by sha-
ring production and marketing ideas. A poor cus-
tomer may get a cheaper price or a healer may 
not ask for a pay. Occasional payment defaults in 
credit circles can be forgiven, because you never 
know when you’ll have problems yourself and 
it’ll be your turn to need help.42

The solidarity aspect of the informal economy 
is however only part of the truth and it shouldn’t 
be overestimated for ideological reasons. The-
re are also many disadvantages with informal 
economic activity. Workers are often exposed 
to abuse, and in its worst forms informal work 
is forced labour, debt labour and slavery. People 
often have to work in unhygienic conditions, ex-
posed to poisons and filth.43

Income from informal work is also often 
poor, though it may sometimes be better than 
that from formal employment.44 Despite this, in-
formal work appears to be clearly tied to poverty, 
uneven income distribution, poor working con-
ditions and feeble security.45

Nevertheless, informal economic activity 
is not only a negative phenomenon. It’s also a 
means of survival. The streets of big cities in de-
veloping countries are abuzz with the bustle of 
robustly developing business activity. Such ac-
tivity develops small and medium-large compa-
nies, jobs and welfare. Families build their homes 
themselves as if from nothing, struggle against 
seemingly impossible odds. Hernando de Soto 
is indignant that these ‘hero entrepreneurs’ are 

41  Tripp 2001. See also Soto 2000, 1990. Tripp (2001) also 
mentions the example of African countries where very litt-
le attention is given to basic education in the teaching and 
learning of skills that would be of use to pupils for future 
informal work, which most of them will be involved in.
42  Tripp 2001.
43  CMT 2002.
44  CMT 2002.
45  ILO 2002.

presented as having an impact on poverty.46 To 
him they are the solution. Keeping these people 
outside capitalism is active impoverishment. Wit-
hout formal property it doesn’t matter how much 
people work or amass wealth – they so not suc-
ceed within capitalist society. They remain outsi-
de of the ‘radars’ of policy makers and official sta-
tistics and so are economically invisible. At issue 
is a deficiency of proper institutions, the exclusion 
of people, for instance from education, guidance, 
permits, spaces, formal property rights or via be-
longing.

The formal and informal economies are broad-
ly understood as operating in parallel and in con-
tact with one another everywhere in the world. 
The key issue is whether the reciprocity of for-
mal and informal economies is an impoverishing 
mechanism. When the world’s largest economic 
players unite and the majority of the inhabitants 
of the rich countries work in the formal economic 
sphere the doubt arises that those left outside of 
this system can fully take part in the globalisati-
on of the market economy and equitably benefit 
from it.

Local communities’ 
means of survival
The majority of the world’s poor make their living 
from self-sufficient agricultural production.47 They 
produce agricultural goods mainly for their own 
consumption. They take decisions concerning their 
lives from information and skills found in their 
immediate surroundings and resting on people 
nearby, natural resources and taking advantage of 
simple available materials. Building welfare is in-
tertwined with the shaping of people’s social, cul-
tural and political identity. The form of local com-
munity systems is, in addition to creating people’s 
material welfare, a foundation of cultural identity 
of broader significance. Real development can’t 
advance without understanding and taking into 
account local special features and their customs 

46  Soto 2000. In fanciful national and global communities 
the poor are often reckoned to be lazy unemployed, dirty 
beggars, vagrants, disease carriers or a dirty population that 
destroys nature  (Tammilehto 2003)
47  ILO 2002. The definition of the informal economy also 
covers self-sufficient agricultural production. In many count-
ries informal agricultural labour constitutes an extremely 
large portion of the overall labour force. For instance, in 
India almost all agricultural work is informal, in Mexico 94% 
of it is and in South Africa 58% of it is.
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and networking activities, which help people 
cope in everyday life.

The production and productivity of self-suffi-
cient cultivation is minor. Tools used in cultivati-
on are extremely simple and capital investments 
very small. The most important production fac-
tors are land and labour. In the rural self-suf-
ficient economy life contains many risks and 
uncertainties. The main aim of production is to 
safeguard your own subsistence. Small growers 
don’t maximise profits, but rather their families’ 
possibilities to survive. When the life of the fami-
ly is at stake, you approach risk taking and new 
inventions and experiments with caution.48

How people maximise their chances of sur-
vival need to be understood. The economy that 
functions through the networks of rural fami-
lies of small growers can be examined as a joint 
responsibility operation, which gives rise to 
communities’ traditional working customs and 
organisations. Work is based more on voluntary 
solidarity than the maximisation of individual 
profits. The aim is to generate work, not amass 
capital. The issue is not only the difference based 
on scale or legislation but that of a qualitative 
difference in activity. Activity is usually based 
on cooperation and the collective ownership of 
the means of production. Income gained can be 
invested in the development of the community 
or divided among its members.49

The individual and 
common economy
The majority of people’s work is aimed at getting 
material benefit, though it can’t be denied that 
people derive advantages and satisfaction from 
different sorts of work. People won’t make great 
efforts and try unless they or those who they see 
as entitled to it benefit from the results of work. 
Community work can seem strange when loo-
ked at from a society that stresses individuality. 
But in a small village, where everyone knows 
everyone else, common efforts for the common 
good can be an extremely effective incentive for 
improving living conditions. In a tight commu-
nity the ‘those who they see as entitled to it’ re-
quirement is carried through. The limitation is 
that the benefits are local and no-one benefits 
essentially more than the others. Community 

48  Todaro 1988.
49  CMT 2002.

economy is based on the loyalty and impartiality 
of the group.50

Community economic activity is threatened 
to be destroyed in the spread of individualism or 
when individuals spot the opportunities for wi-
der trading. The community economy based on 
trust and loyalty operates well in stable circum-
stances. The system can also adapt to changes as 
long as they benefit everyone equally. However, 
this is not typical of economic development.51

In old societies the working unit was the fa-
mily, clan, craft guild or some other such group. 
This sort of working unit is a kind of cooperative. 
Carrying out work together has its advantages, 
especially in a community with a self-sufficient 
economy, because it provides protection and se-
curity. A large family is efficient social security 
in a community living at subsistence level. Just 
as in society, where it’s awkward to rely on the 
outside, family members offer the opportunity to 
broaden undertakings. It’s also fairly usual that 
farmers make up groups in individual areas for 
carrying out work or building houses. The com-
munity form of production is not, however, able 
to become very large as it’s based on the mutual 
trust of the people participating in it and a sense 
of belonging.52

Members of a community can shoulder the 
same problems that threaten the community’s 
existence. Day to day survival is the propelling 
force of economic activity. The members of the 
community know that their own future depends 
on the survival of the other community mem-
bers. The values steered by economic activity are 
not at the time stipulated according to the mar-
ket but by the community, family or kin.53 Instead 
of the market or planned economy we can speak 
of the ‘survival economy’.

With people moving to cities these old 
community forms of survival strategy have to 
be adapted to new circumstances. More clear 
mechanisms for maintaining reciprocity and 
trust are needed, as the basis of activity is no lon-
ger necessarily the rural emotional relations of 
family, clan, ethnicity or similar foundation.54

50  The Theory of Economic Growth, published in 1955 is 
a classic work on development economics. Sir Arthur Lewis 
received the Nobel prize in 1979.
51  Lewis 1958.
52  Lewis 1958
53  Tripp 2001.
54  Tripp 2001
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Rights to land and 
natural resources

The mystery of capital
Capital gives the tools for specialisation, the 
exchange of production and wealth in an expan-
ding market. Capital is a growing source of pro-
ductive and national welfare, but it’s not located 
in specific wealth, rather in its potential, which is 
at the disposal of new production. This potential 
is abstract. It has to be processed and attached to 
something tangible before it can break free. Ca-
pital is often confused with money, which is just 
one of the forms in which it moves. Money is not 
fixed to capital. Capital loses much of its mystery 
when it’s not thought of as money.55 In the West, 
capital came about via the indiscernible proces-
ses that buried property systems. Those proces-
ses, circumstances and rules that made certain 
kinds of property formal are tied to those sorts of 
wealth that can be used as active capital.

From the legitimate property system emer-
ged the links by which states transferred wealth 
from the world in its natural state to the concep-
tual world of capital. In the West intricate juri-
dical and enterprise structures have over time li-
mited participatory activities by diminishing the 
uncertainty of social reciprocity. Such structures 
include closely defined and implemented proper-
ty rights, formal agreements and securities, tra-
demarks, company shareholders’ limited liability 
and bankruptcy legislation. In developing count-
ries some of these structures are either weak or 
nonexistent.56

55  According to Soto, Marx clearly saw that economic life 
could be created in parallel to physical wealth. Soto consi-
ders that Marx did not, however, see that the mechanisms 
of the system of wealth can in themselves provide wealth, 
and the form of the labour invested in it that would 
demand the creation of capital. Marx understood better 
than anyone at the time that economic resources have to 
be seen more widely than their physical properties. Money 
and commodities are just forms that capital takes and 
every so often abandons. Formal ownership is much more 
than the right of ownership. Formal wealth has to be seen 
as a necessary process that gives people the cognitive tools 
to focus their resources on those aspects from which they 
can extract capital. (Soto 2000, Marx 1867)
56  Bardhan 2001, Soto 2000. See Chang (2002) on the 

The contribution of formal wealth to econo-
mic development is not the protection of pro-
perty, as is often thought. The real revolution is 
to improve the communication between formal 
wealth and its potential. Owners become ‘econo-
mic actors’ who can transform wealth within a 
larger network. Property systems safeguard the 
individual’s business activities. Property binds 
its owners, they become answerable and accoun-
table. Owners can be recognised and located. The 
power of formal property is centrally connected 
to the accountability it creates. People can be 
held to their commitments, their property can 
be located, they can lose their creditworthiness 
or they can be distrained by interest on arrears, 
fines or maintenance payments.57

The advantages of formal property are also 
the divisibility and combinability of property. 
There may be countless owners of a factory who 
can sell off their shares without having a palpab-
le effect on the factory. The majority of people in 
developing countries don’t have formal proper-
ty, and so they are unable to conclude produc-
tive agreements with non-familiars, be granted 
credit or carry out other economic legal activities 
with anyone other than people in their own im-
mediate circle.58

The formal organisation of wealth gives 
birth to capital. Any movement of wealth on 
the market is very difficult unless it’s part of the 
formal property system. This is the central diffe-
rence between the majority of people of western 
and developing countries. In the West wealth is 
exactly marked and registered. Only in western 
countries and among small well-off enclaves of 
people in developing countries is it possible to 
mark and present wealth, in other words to pro-
duce and use capital effectively. Foreign and lo-
cal investors are just a small minority, and most 
people in developing countries are excluded from 
capitalism’s private club.59

Hernando de Soto stresses the formalisation 
of property rights as one solution to developing 
countries’ problems. His arguments for this are 
strong, if we analyse why capitalism has not 
worked well outside the West.60

history of limited liability corporations and other ‘good’ 
institutions.
57  Soto 2000.
58  Soto 2000.
59  Soto 2000.
60  Soto 2000, 1990. The 2003 annual report of the UN 
Human Settlements Programme notes that the notions 
according to which legislative organisations would have 
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Despite their certain ideological stamp, 
Soto’s ideas are certainly relevant from the angle 
of wealth creation.61 However, formal property 
rights would not overcome many of the internal 
problems of the market economy. They would 
not eliminate income gaps and poverty. The real 
inclusion into society of the majority of people of 
developing countries demands an active role by 
the state, for instance in education, healthcare, 
income distribution and legislation. Part of this 
inclusion would be the integration of the infor-
mal economy with ‘formal’ society. This would 
not succeed without the pulling power of the 
state. Because the governments of developing 
countries have not started to do this, pressure 
has to be exerted via civil organisations. 

New ownership system?
Conflicts are likely if a common property arran-
gement is started to be built by force at the be-
hest of the political and economic elite, without 
taking notice of local community conditions. The 
consensus of the rarefied viewpoint of the power 
elite is not enough, even though it might have 
the blessing of the parliament sitting in the na-
tional capital. Large groups of people in develo-
ping countries have always lived outside formal 
democracy. 

The problem is to construct the kind of pro-
perty system that enables broad pluralism, for 
instance protects community property and the 
rights if indigenous people to natural resources. 
It’s therefore a question of a great juridical effort 
requiring significant political will. The end result 
may not necessarily be economically the most ef-
ficient, but it could both satisfy and be more just 
and sustainable than the current model. 

The linking of money, trade and individua-
lism to remote communities involves a new logic 
thoroughly reformed the economic potential of the infor-
mal sector by making them free are neoliberal. In the same 
report the organisation views the problem as a failure of 
institutions and legislation (UNHSP 2003). Whatever the 
case, people in the informal sector have the right to take 
part in the modern life of society. According to neoliberal 
thinking it may be that the formalising of ownership rights 
would eradicate problems related to poverty and that 
other economic or social policies wouldn’t be needed.
61  Soto explains, “I am not a diehard capitalist. I do not view 
capitalism as a credo. Much more important to me are free-
dom, compassion for the poor, respect for the social contract 
and equal opportunity. But for the moment, to achieve those 
goals, capitalism is the only game in town. It is the only sys-
tem we know that provides us with the tools required to create 
massive surplus value” (Soto 2000, 208-209)

and begins a transformation process that is hard 
to stop. But the issue shouldn’t be romanticised. 
In many of these communities there are people 
who happen to want to join up with the develop-
ment of the rest of the world, and there are ot-
hers who don’t.  You can’t come from outside and 
say “stay there in the forest, because your lives 
are really much richer and it’s a whole lot more 
beautiful where you are than in the city.” At the 
same time, those communities shouldn’t be coer-
ced into the consumer society.62

If traditional ways of life are threatened, for 
instance in the name of cutting poverty, then 
those people who are directly affected should 
have the opportunity to take part in the decision-
making on the matter. Modernism can’t be uni-
laterally set aside at the demand of politicians, 
religious leaders or anyone else wanting to put 
traditional cultures in museums.63 Communities 
should be allowed the possibility to decide on 
their own way of life. The indigenous people of 
the coast of Nicaragua live in the present world 
and are conversant with money and control 
technology and information. They know what 
they want, but land and the opportunities to 
realise their visions have been taken away from 
them.

Knowledge capital
Ideas and knowledge have become more impor-
tant factors in business. Most of the value of high 
technology is based on invention, innovation, 
research, design and experimentation. Wealth is 
created increasingly on the knowledge and ideas 
contained in products traded. Knowledge is an 
important production factor. The ownership of 
this factor is a central issue from the viewpoint 
of the creation and distribution of wealth.

The starting point of industrialised countries 
of fashioning immaterial and patent rights legis-
lation has been heavily criticised. It rests on pro-
tecting the free flow of the common heritage of 
human knowledge and resources from the South 
to the North, but in the opposite direction there 
is nothing but protected private property. The 
legislation of industrialised countries has long 
been based on the assumption that informati-
on must be safeguarded in order for people and 

62  Tammilehto (2003) strongly criticises prevailing non-
ecological cultural chauvinism, where local self-sufficient 
enterprises are forced to become extinct and integrate 
with the consumer society.
63  Sen 2001, 31-32.
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enterprises to make new inventions and goods 
from research and development. Private owner-
ship rights to knowledge and natural resources 
are an alien notion to indigenous communities. 
The conflict between these systems is exacerba-
ted by robbing communities of knowledge and 
had serious consequences for the preservation of 
communities and natural diversity.64

The WTO agreement on trade-related aspects 
of intellectual property rights (TRIPS) industrial 
and copyrights can be seen as an instrument for 
privatising intellectual commons. This enclosu-
re of knowledge and natural diversity continues 
the chain of enclosures started by by the colonial 
conquests. Vandana Shiva considers multinatio-
nal companies guilty of the blatant robbery of 
knowledge and biopiracy, a result of which is that 
food and medicinal crops are in danger of beco-
ming patented by Western corporations. Millions 
of traditional communities in India have made 
use of nature’s diversity as one of their resour-
ces over hundreds of years. The common inven-
tiveness acquired by communities has been the 
basis of the local economy and culture. People’s 
nutritional and health needs have been met by 
the solutions based on the traditional knowled-
ge of medicines, agriculture and fishing.65 These 
people’s livelihoods are under threat if they are 
forced to pay for what was once the use of com-
mon wealth.

The problem isn’t that legislation concerning 
immaterial rights recognises informal, commu-
nal, inventive systems. The protection of imma-
terial rights emphasises the private ownership 
of knowledge. It’s as if knowledge had existed in 
an isolated time and place. But knowledge is by 
its nature communal and grows from a previous 
foundation. The knowledge of indigenous com-
munities is not changing into a commodity but 
is communally owned and shared. What should 
be developed, therefore, is a protective structure 
of pluralistic immaterial rights that would sa-
feguard the knowledge systems and practices 
of indigenous communities and the livelihoods 
based on them.66 New legal means are needed 
related to the ownership of knowledge. Without 
these, the conflicts between the business practi-
ces in the arena of the ‘formal’ market economy 
and the communities living on its margins will 
increase. They will end in the defeat of the latter, 
as survival on the fringes of the dominant sys-
tem is extremely precarious.
64  Shiva 2003.
65  Shiva 2003.
66  Shiva 2003.

Some, however, view the West’s system of 
protecting immaterial rights as being from the 
outset incompatible with the nature of traditio-
nal knowledge. Immaterial rights are based on 
the isolation of individual fragments of knowled-
ge from their contextual origin. Traditional kno-
wledge is intrinsically indivisible. It’s destroyed 
if it’s isolated from the social, economic, cultural 
and intellectual environment of which it’s a li-
ving part.67

The protection of traditional knowledge may 
then require the protection of the whole way of 
life of indigenous peoples and communities – by 
strengthening these communities’ rights of self-
determination concerning both land and culture. 
The development of the system of knowledge 
ownership should emanate from this principle. 
The basis of legislation should be the customary 
law of communities.

Those quarters interested in the uses of natu-
ral resources have both wealth and technology. 
Such investors or economic actors operate within 
the framework of the formal economy. For their 
investments they need the protection of owner-
ship rights that can be implemented. Arrange-
ments existing in developing countries outside 
the formal legislative framework comprise diffe-
rent combinations or rules borrowed from legis-
lation, case-related improvisations, old practices 
or locally-developed customs. They are kept to-
gether by a social contract that the community 
has adopted and which leaders chosen by the 
community oversee. This sort of property arran-
gement does not, however, function as capital 
outside the community.68

The logic of economic reform is internally 
functional as long as there is the desire in tho-
se countries to take the economic development 
based on capitalism forward. The decisive issue is 
whether small, self-sufficient communities have 
the possibility to survive in the market economy. 
Is there space in the world for alternative ways of 
living? Are community ownership69 and the sus-
tainable control of natural resources compatible 
under modern capitalism?

67  Kuyek 2004.
68  Soto 2000.
69  There are differences with community land owner-
ship. Many people are entitled to use the same area of 
land, for instance for grazing or hewing wood. Or many 
people may work in the same together in the same area 
and pool production. There are also systems where each 
person has the independent right to use the land but their 
right to transfer the entitlement is limited. The fragmenta-
tion of land areas into individual units due to inheritance 
hampers production for many reasons (Lewis 1958).
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The formal 
economy’s solutions

The aim of many developing country govern-
ments in recent years has been to integrate with 
the international market economy. In reality the 
inclusion in the international economy of people 
living within the national economies of develo-
ping countries is very marginal. Alongside the 
‘global sector’ in foreign and domestic owner-
ship, and in part its competitors, are national pri-
vate and public enterprises. In many developing 
countries this sector is weak and narrow. Econo-
mic models so far have not been able to involve 
large groups of people or they have actually ta-
ken away the traditional livelihoods from many 
communities. This is clear from the growth in 
inequality, the slowing in the reduction of pover-
ty and social and political unrest.

From economic abstractions 
to real people 
Why is it that the economic policy practiced in 
recent decades in so many developing countries 
has spent so little time on cutting poverty? This 
is partly because part of the population remains 
outside the analysis of political factors. The cent-
ral goals of economic policy are not selected from 
the viewpoint of this overshadowed population. 
This is why the benefits trickle down to them 
only very slowly, if at all.

Measurement ideology has since the 17th 
century played an essential role in justifying the 
choice of system used. Only that which can be me-
asured and presented in figures is real. Measure-
ment results refute what we see and sense to be 
the case.70 From its point of departure, the exami-
nation of the macro economy, foreign trade and 
investments at national level leaves aside most 
developing country reality. True, the poorest of 
the poor, landless coffee picker has a microscopic 
input in the stream of the global economy, but 
the greater the abstract level on which we act the 
more distant is the view of how other people re-
ally live. And the further away we are from other 

70  Tammilehto 2003, 88.

people’s real lives, the harder it is for instance to 
plan how their poverty can be reduced.71

Take the example of one of the world’s le-
ast developed72 countries, Mozambique. The UN 
Commission for Africa reported that country is 
in the midst of economic structural change. In-
dustry is becoming the country’s widest econo-
mic sector. The GDP share of agriculture dropped 
in the early 1990s from about a third to a fifth in 
2001. At the same time, industry grew, especial-
ly aluminium industrial production and gas and 
electricity.73 But the issue is still only that of GDP 
structural change, not economic structural chan-
ge. The absolute majority of the Mozambican 
working population, about 80%, still make their 
living from agriculture.74 Self-sufficient farming 
is the population’s primary source of income and 
the mainstay of the economy.

Analysis of people’s income and labour as the 
actual starting point alters the practice of deve-
lopment policy crucially. The mental exercise is 
more difficult, time consuming and revolutiona-
ry than you would first think. You have to get out 
of your air-conditioned jeep and try to really un-
derstand how others live. 

When talking about the interests of a deve-
loping country it’s easy to confuse the interests 
of the country’s economic elite and those of the 
population. The reality of the narrow formal 
economic sector of developing countries is very 
different from that of self-sufficient farmers in 
rural areas. When speaking about the growth 
in foreign trade or GDP many think that the be-
nefits involve the country as a whole. But there 
are no distributive mechanisms that automati-
cally have such an impact. Income distribution 
in many developing countries is extremely une-
ven.75

Analysis of GDP or trade flows among states 
gives a misleading view from many different 
standpoints. It often gives the idea that the local 
trade and economy are unimportant. Let’s just 
examine the export income derived from foreign 

71  See Tammilehto (2003) global imaginary communities 
and local real communities.
72  UN human development index measure (UNDP 2003).
73  UNECA 2003.
74  FAO 2003, UNECA 2003.
75  In assessing the overall effectiveness of different eco-
nomic systems it should be remembered that, for instance, 
GDP is a calculatory gross unit. Wealth is, however, always 
actually distributed among some people. In other words, 
GDP growth is no great joy unless it is channelled to inc-
reasing the welfare of the majority of people.
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trade and forget about where people work, and 
from what and how they make a living. Total 
production value is determined on the market by 
supply and demand, not by where people work. 
The use of machinery and appliances as well as 
low labour input can produce ten times more va-
luable production than a huge amount of people 
working in rural self-sufficient production. But, 
when we talk about poverty, we can’t be oblivio-
us to where they get their income.76

76  The concept of labour value is the central dividing line 
between Marxist and neoclassical economics.

Looking for 
alternatives

The concept of ‘economic globalisation’ is so over 
used that it’s worth making a few clarifications.77 
Technological development has shrunk time 
and place. This has come about from the deve-
lopment of both transport and communications. 
This technological development has facilitated 
the fierce growth of international activity by fi-
nancial operators. It would be almost impossible 
to halt technical and scientific development. On 
the other hand, the freeing up of trade and finan-
ce flows is an economic policy choice. There are 
alternatives and possibilities in that area for con-
scious decision-making. Economic globalisation 
is therefore not an irrevocable, uncontrollable 
advancing force.78

The rise and fall of paradigms
Firm believers in the power of markets think that 
their economic model is the only option. There 
has been an effort to shroud economics as being 
politically neutral, above and beyond existing 
realities. There is an effort to distance politics as 
far as possible from economics.79 The economics 
Nobel laureate Milton Friedman believed that 
economics is an objective science similar to any 
natural science.80

However politics has by no means dropped 
out of economics. Belief in the free market is a po-

77  According to Tammilehto (2003, 9) the term globa-
lisation “covers the shrinking of cultural differences by 
the worldwide mass communications, the increase of 
knowledge worldwide, the compression of time-space, the 
diminishing importance of nation states, the growing sig-
nificance of internationalisation or supranationalisation, 
the recent changes in the worldwide economic system or 
the recent incarnation of the capitalist world system.”
78  Helleiner 2000.
79  Teivainen (2000) analyses the antitheses of economy, 
trade and politics in Peruvian contexts during the 1980’s 
and 1990’s.
80  Friedman 1953. Sometimes economic laws have their 
believers from representatives of different ideological 
extremes. Addressing the first Congress of the Communist 
Party of Cuba in 1975, Fidel Castro said that he had not 
been aware of the objective laws at work in the economy 
but had been guilty of idealism. (Tablada 1987).
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litical decision. The issue is also partly to do with 
the reduction of competing schools of thought in 
economics, compared for instance to the 1950s-
1970s, when economics was more openly politi-
cal and visa versa.

The market mechanisms prescribed for deve-
loping countries over the last couple of decades 
have mainly come from the International Mone-
tary Fund, the World Bank and regional develop-
ment banks. Many opponents of the new econo-
mic globalisation consider these institutions and 
the WTO as the main preachers of neoliberal eco-
nomic policy. But are these international econo-
mic monoliths really as significant as we’re led 
to believe?

The development debate progresses continu-
ally, but the World Bank is still accused of preach-
ing neoliberal economic policy. But many of the 
original dogmas held by the Bank have been 
abandoned or have been reworked and supple-
mented. The World Bank’s economists do not 
exist in isolation from academic and other com-
munities where development issues are delibe-
rated.81 Over the years, the Bank’s development 
thinking has also changed. Now it emphasises 
sustainable development, new growth theory, 
social capital, the building and running of the 
right institutions.82 This thinking will develop 
further, and the things now being stressed are 
not the final word.83 Mainstream ideas in develo-
ping thinking live only a certain period of time.

Can the place of the paradigm attained in 
economic thinking contain as valid truth as in 
mathematics, astronomy or chemistry? Have 
neoclassical economic ideas become normal 
science where the bases of theories are no longer 
questionable? Is the analysis of new phenomena 
central or can the problems initiated by the issue 
only be resolved within the paradigm? Many of 
the lessons of market belief are drawn from the 
conclusions of basic neoclassical economic tex-
tbooks and have spread beyond economics.84 

81  Meier 2001, Rodrik 2002.
82  Meier 2001.
83  There is awareness within the World Bank of the deve-
lopment and change of such ideas. For more on this see for 
instance the World Bank’s own publication edited by Meier 
and Stiglitz (2001) Frontiers of Development Economics, 
though the book is not the official view of the Bank on 
these matters.
84  Neoliberalism is not the same as neoclassical eco-
nomics. The core of the newclassical paradigm was put 
first put forward clearly by Alfred Marshall (1890) in the 
book Principles of Economics. The work gradually rep-

Gradually, unorthodox ideas are removed from 
school and other textbooks and confined to the 
tomb of economic history.85 It was not long ago 
when nearly every young economist was able to 
identify situations in which market mechanisms 
were weak. The same error list was repeated in 
textbooks. Now referring to potential weaknes-
ses of the market is labelled old fashioned and 
opposed to modern culture.86

There is often no rationally sensible decisi-
on on changing paradigms. It can be compared 
to changing beliefs. The validity of the truth is 
contested only in crises, when defenders of the 
new paradigm try to highlight its ability to solve 
problems better than was done in the past.87

The lack of economic policy alternatives is 
therefore in part a delusion. The options are few 
because solutions are sought from within the 
existing paradigm, which limits the attainment 
of concrete solutions at the national and inter-
national level, for instance concerning the debt 
problem, the structure of the world economy or 
the management of economic crises.

laced John Stuart Mill’s Principles of Political Economy, 
the mainstream groundwork on economics. The main 
elements of the neoclassical paradigm are found in just 
about any mainstream textbook on microeconomics. 
Neoclassical economics is not necessarily neoliberal. We 
can distinguish two livels: neoliberalism within neoclassi-
cal economics. On the other hand we can speak of neoc-
lassical in relation to alternative schools of thoughts such 
as Marxism. We can also ask whether neoliberalism is an 
economic theory at all. Milton and Rose Friedman’s 1982 
book Free to Choose can be seen as a highly political neoli-
beral pamphlet, which is based on their scientific work on 
monetary economics and critique of Keynesianism.
85  Kuhn 1970.

86  Yesterday’s inscrutable belief is today’s heresy and 
yesterday’s heresy is the new superstition. Sen 2001, 111. 
Todaro (1988). In Finland too, just a few years ago the Tur-
ku School of Economics was using the third edition of the 
1985 text book Economic Development in the Third World, 
which describes markets as the new alternative to central 
economic planning. Todaro describes how increasingly 
western economists, ministers for development and the 
leaderships of international development organisations 
have started to defend the widespread use of market 
mechanisms as the key factor in efficient and rapid econo-
mic growth. (Source used from the Spanish translation of 
the work, 1988, p 573).
87  Kuhn 1970, Lakatos 1974, Watkins 1974.
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Need for historical perspective
The answer to development problems is not black 
and white. It contains shades of grey. No country 
has in practice taken any big steps on develop-
ment according to textbook formula. The answer 
to development can’t be found from traditional 
antithesis: inward-oriented strategies against 
export-oriented, the private sector against the 
public sector, markets versus regulation. Success 
stories are often a mix of orthodox and unortho-
dox economic policies. There is much experien-
ce of this for instance from East Asia.88 What is 
needed, therefore, are solutions tailored to local 
circumstances.

Economic globalisation is believed to have 
made the world extremely similar. This is true of 
only a small part of it. Most people in the world 
live in very different circumstances than those 
in industrialised countries. You’re not however 
supposed to look in the rear-view mirror. But 
shouldn’t developing countries draw lessons 
from the earlier development of industrialised 
countries? How are poor countries supposed to 
attain the same development goals together 
with rich countries using the same means but 
different starting points? Unless there are econo-
mic policies planned from developing countries’ 
own starting points they will probably always 
trail behind.

Neoclassical economics has however cate-
gorically abandoned inductive, empirical reaso-
ning, and current development policy debate has 
become particularly unhistorical. Development 
literature is now crammed with theory-based 
propositions along the lines of ‘free trade bene-
fits everyone’.89 If only such exponents would 
set aside theoretical models and their desperate 
search for variants for a moment and go and see 
what reality looks like.

Go and check out reality!
The building of endogenous processes and one’s 
own institutions is believed to be the correct way 
to higher development. Present industrialised 
countries are able to realise their own economic 
and social policies far more independently than 
present developing countries. In their current si-

88  World Bank 1993, UNCTAD 1996, Rodrik 2002, Tammi-
lehto 2003.
89  Chang 2002. In deductive models conclusions are 
drawn

tuation they have managed by trial and error. In-
stitutions can’t be acquired from outside without 
important local adjustments. The shape of these 
adjustments demands an active role by the state 
and civil society. Collaboration is needed to pro-
mote the building of enterprises and institutions. 
There is a need for less universal consensus and 
more experimentation.90

There is no need for worldwide general 
instructions that should be acted on and valid al-
ways and everywhere. Many developing count-
ries are now free to choose just one option. Deve-
loping countries need their own thinkers, whose 
ideas emanate from their own starting points 
and their own countries’ realities, as well as spa-
ce to try them out.

The further we get lost considering macro 
economic and global economic policy issues the 
greater the distance grows in tackling people’s 
existing individual problems.

The fact that vast groups of people in develo-
ping countries live outside of formal social struc-
tures partly explains why certain well-meaning 
economic or development policies do not achie-
ve their desired results. There should be a better 
understanding of self-sufficient and informal 
economic activity. Attention needs to be focused 
above all on the points of contact between the 
formal and informal economy, in order to analy-
se what possibility there is of the benefits of the 
formal economy trickling downward.

Towards local participation 
using poverty programmes
The role of civil society and emphasis on the local 
gave emerged into the mainstream of interna-
tional development policy debate. The perspec-
tive that special national conditions have to be 
taken into consideration is also growing among 
the universal teachings offered by international 
finance institutions. It’s hoped that the inclusion 
and participation of civil society will improve the 
ownership of development strategies and that 
the results of programmes will improve. These 
sorts of elements are especially built into the Po-
verty Reduction Strategy Papers91 drawn up un-
der the direction of the World Bank.

In emphasising the significance of special 
national features the aim is to stress that develo-
ping countries themselves have to have a strong-

90  Rodrik 2002.
91  Poverty Reduction Strategy Papers, PRSP.
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er opportunity than before to determine their 
own development priorities. Developing country 
ownership of their own national politics92 has be-
come the new key concept of the 21st century in 
development cooperation circles.

Now, the development of different kinds of 
national action programmes are appended to, 
and even required by, many international deve-
lopment programmes. In order to receive inter-
national aid poor countries have to define their 
own development goals.

The central starting point and principle of 
PRSP policy is that it’s a national poverty reduc-
tion programme, prepared with the participati-
on of the country’s citizens and approved by its 
democratic structures. It should therefore reflect 
the goals of citizens, particularly the poor and 
vulnerable population groups.93

Although the UN Millennium Development 
Goals have been lauded as the central global fra-
mework of international development policy, 
they have also been criticised. According to some 
critics, these global strategies do not seriously 
take account of local contexts and needs, and in 
many cases are not based on how development 
really happens.

UN circles stress that the MDGs should not be 
regarded as a development programme as such 
that should be directly applied nationally. Their 
intention is more to be a yardstick for progress 
in national and international development po-
licy and not as determinants of national policy 
priorities. Within the UN it is pointed out that 
the millennium goals can only be achieved if 
they are really relevant to the billions of people 
whose welfare and preconditions for life they 
aim to address. The hope is that the MDG aims 
will be anchored in the national discussions in 
developing countries. Then different civil society 
groups and communities can use them and be 
supported by them to demand political reforms 
from their own governments.94

Although the viewpoint that says develop-
ment processes have to be led by developing 
countries themselves has become more general, 
there are still noticeable problems with the ap-
proach. The conditions and background assump-
tions of development programmes can set im-
portant limits on real endogenous development. 
And what determines these limits is the existing 
development paradigm.

92  Policy ownership.
93  World Bank PRSP Sourcebook.
94  UNDP 2003

According to many studies, the PRSP proces-
ses have increased political openness in develo-
ping countries. In many such countries represen-
tatives of civil society have had more of a part and 
more possibilities to influence the PRSP processes 
than was the case in connection with correspon-
ding ones earlier. Many critics have however said 
that the consequence of these processes has not 
yet done anything important for the political st-
rength of civil society. Opinions have also been 
expressed that the participation of many impor-
tant groups and social movements was limited, 
or didn’t happen at all in the first generation of 
PRSP discussions. Such groups include members 
of parliament, trade unions, women and many 
poor groups from the population.95

Political conditions from above
What is also problematic from the angle of de-
mocratic development is that accountability 
for seeing the programmes through runs from 
the governments of the developing countries to 
their donors, and not from the parliaments to the 
people. The PRSP processes have not originated 
as a result of developing countries’ peoples’ own 
political movements and campaigns, but instead 
as a condition set by international policy. So it’s 
not surprising that developing countries’ own 
broad-based NGOs, such as trade union move-
ments, have not immediately adopted them as 
their own but have considered them as alien.

The journey from the realities of population 
groups to the PRSP consultations led by civil ser-
vants is often very long. Some critics have said 
that it’s not always clear where in the extensive 
PRSP processes participating NGOs really repre-
sent the interests they say they do.96 Many eva-
luations express astonishment at how similar 
the poverty reduction strategies are for different 
countries, both to one another and compared to 
the previously economic structural adjustment 
programmes imposed from outside.97

An evaluation carried out by a Finnish de-
velopment research team in 2003 also took up 
this issue. In their view, the goals and priorities 
built into the Africa PRSP programmes are often 
at variance with the aims and objectives of poor 

95  Stewart & Wang 2003
96  For instance Stewart & Wang 2003, Gould & Ojanen 
2005
97  UNCTAD 2002, Stewart & Wang 2003, Craig & Porter 
2002.
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people in Africa. They reckon that the PRSP pro-
grammes reflect more the interests of the deve-
loping country governments and international 
finance institutions than those of poor popula-
tion groups. The research team also emphasises 
that despite all the talk, within the donor’s PRSP 
consensus there does not appear to be sufficient 
political will for strengthening the political in-
fluence of the poor and taking their viewpoint 
into account in the democratic process.98

Analysts say that the construction of the 
Finnish welfare state was something totally 
different from a bureaucratic project planned 
and presented to the people by the top-down 
method. It has been a very difficult and painful 
process lasting hundreds of years, in which or-
dinary people, churches, communities, workers 
movements, businesses and political parties rep-
resenting different ideologies have, against the 
backdrop of Finnish beliefs, culture and history, 
been ready and willing to learn from their mista-
kes, differences and common interests to build a 
society for all Finns.99

The historical experience of Finland and many 
other industrialised countries indicates that only 
transformation processes and campaigns led by 
social development movements can eradicate 
poverty sustainably. These days too, movements 
searching for alternatives are springing up and 
growing in different parts of the world. They 
do not only operate locally but seek increasing-
ly strong international cooperation with people 
and their movements campaigning on the same 
problems of impoverishment

Local answers to 
global questions
With economic activity some people may benefit 
and some may lose out. Limiting economic acti-
vity also benefits some people, while for others 
it hampers their room to manoeuvre. Where to 
draw the line by which some people’s freedoms 
can be limited so that others can enjoy what they 
have? How are choices and limitations carried 
out? These are crucial questions. And it’s preci-
sely these questions that people should have the 
right to influence – locally.

This is an important challenge. The expansi-
on of economic globalisation has shown that de-
cisions on people’s living conditions are increa-

98  Saasa et al. 2003
99  Saasa et al. 2003, 52

singly made by international institutions, such 
as the World Trade Organisation and the World 
Bank.100 The democratisation of global politics is 
an important political problem. We must not ho-
wever lose sight of people nearer at hand, of local 
and national political institutions and of safe-
guarding their conditions for operating. Does our 
era of global policy era impoverish the opportu-
nities for national and particularly local politics? 
Will the role left for the local and national level 
only be that of adjusting to the set frameworks 
of rules, agreements and programmes agreed at 
global level? There seems to be increasingly little 
space for civil society movements to put through 
changes locally. Politics is being impoverished.

The current logic of economic globalisati-
on requires the spread of western consumption 
habits and the basic institutions of the western 
market economy, such as the system of owner-
ship rights. Although this process will certainly 
create stronger conditions for economic and so-
cial development in certain areas and states, it 
will at the same time impoverish many people 
and population groups. 

Economic globalisation aims to expand the 
terrain of activity and manoeuvre as widely as 
possible around the world for business and in-
vestment, not people. This requires national poli-
cies in different countries that regulate and limit 
these activities a little as possible and create the 
same kinds of operating conditions – institutions 
and standards – in different parts of the world. 
The freedom of mobility of international trade 
and capital has long been at the heart of global 
policy. This developmental path hampers the 
possibilities for people and communities to choo-
se different societal policy alternatives, because 
it locks politics into a single model.101 

The struggle is always local
In speaking of impoverishment instead of pover-
ty we have sought to underline that poverty is 
caused by many often highly complicated and 
multilayered societal phenomena. What they of-
ten have in common is that with the consequen-
ces of the impoverishment processes most of the 
suffering, the poor and the vulnerable hardly 
have any possibilities to influence these proces-
ses themselves. They are usually far from the de-

100  Patomäki et al. 2002 present a broad initiative to 
promote global democracy.
101  Gill 1998.
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cisions and decision-makers who have a crucial 
impact on their society’s development. In recent 
decades political power has shifted increasingly 
to the supranational level. This has further debi-
litated democratic possibilities worldwide. 

This text especially deals with characteristics 
and disparities of the informal and formal worlds. 
For the majority of humanity these in practice 
mean that formal public policy – the state – is 
unable to guarantee the basic security of its citi-
zens. This is why people have to seek their basic 
income from beyond the scope of government.  
In the process they are left outside of formal so-
ciety, or at least on its margins. And yet everyo-
ne should have the same possibility to construct 
their own welfare from their own starting points 
and be proper members of their own society.

It’s important to see that in many different 
developing countries the state is a weak organi-
sation. This is not just because of lack of resour-
ces, for in many developing countries the whole 
appropriateness of the existing social contract is, 
from the viewpoint of the majority of people, du-
bious. States are weak because within national 
borders there in practice there is a single formal, 
minority social structure with a broad network 
of communities existing on its margins or out-
side it altogether. That’s where the majority of 
people live. There is no rule by the people unless 
the people rule.

Social contracts are born out of the political 
struggles and mutual agreements of different in-
terest groups. In order for these contracts to be 
socially sustainable and just, the poorer sections 
of the population have to be involved in drawing 
them up.

The ‘struggle against poverty’ is not an 
abstract goal or to attain the indicators of set pa-
rameters. Ending impoverishment is a struggle 
for raising real people out of poverty. It’s pursued 
in their interests. And in the end the struggle is 
therefore always local.

Epilogue

The struggle against 
impoverishment
The book The Impoverished: humanity’s informal 
majority published in 2004 was the first book in 
a series of reports to be written on global deve-
lopment issues by the Service Centre for Deve-
lopment Cooperation (KEPA). One of the aims of 
this first book was to give substance to the main 
concept of the 2004-2006 policy programme of 
KEPA, ‘impoverishment’. The book did not, ho-
wever, aim for an exhaustive definition of this 
concept or to set out a clear political programme 
for ending impoverishment, which is why there 
is no particular place in the book with a concise 
and ready answer to what is impoverishment is 
or how it can be stopped.

The book departed from local level indivi-
dual experiences in developing countries and 
attempted to anchor this reality to theoretical 
literature. The book had three broad goals. It had 
to be academically sound, easy to read and it had 
to contain a clear political message. The first of 
these goals seems to have been realised to some 
extent, as since 2005 the book has been an exam 
requirement for students majoring in develop-
ment studies at the University of Helsinki. As to 
the readability of the book, I’ll leave that for the 
reader to judge.

The third aim concerned the political mes-
sage to do with ending impoverishment. The 
details of this have itself been partly clarified 
through the numerous training events, seminars 
and interviews of the last couple of years follo-
wing the writing of the book. This epilogue is an 
attempt to encapsulate my thinking on the con-
cept of and struggle against impoverishment. It 
is an epilogue to the abridged version of the book. 
These ideas are my own and do not necessarily 
represent KEPA’s views or those of the book’s ot-
her authors.

Who defines development 
and poverty?
Before we get into discussing impoverishment or 
its eradication we should take a moment to think 
about what development and poverty actually 



24

are. Opening up the concept of development is 
not a trivial pursuit. Official and civil society dis-
course overflows with vague interjections about 
the ‘development angle’ or ‘development di-
mension’ that mean everything or nothing. The 
starting point of the book is that ‘development’ 
is pretty much a subjective concept. So-called de-
finitions102 of development are often one or more 
person’s ideal conceptions of social existence. 
Development can also be understood as societal 
processes that strive for an ideal. The 1986 UN 
Declaration on the Right to Development defin-
ed development as a comprehensive economic, 
social, cultural and political process that seeks 
the constant improvement of the well-being of 
humanity. This should come about through the 
individual’s active, free and meaningful partici-
pation in development.103

Everyone nevertheless defines the basic fac-
tors in their own well-being, what they want to 
aim for in life. The vision of the one who sets the 
aims is decisive. It is essential to be able to take 
part in determining, choosing and realising these 
‘development goals’. The definitions of develop-
ment are multiple. This is why one person’s ‘de-
velopment’ can be another’s ‘anti-development’. 
In practice, in the real world, there is therefore no 
such thing as ‘development’ that benefits eve-
ryone, though we often act as if there were.

Efforts to end impoverishment hinge on a 
so-called rights-based approach in development 
thinking. In this approach is crucial to analyse 
the structural causes of poverty and to focus on 
inequality, inequity and exclusion, and to sup-
port inclusion.104 Poverty is not just a lack of in-
come or low level of consumption. It may be also 
related to a lack of opportunities to take part in 
decision-making or being unable to join in the 
activities of the community. Because poverty is 
relative, the reasons for it are the societal struc-
tures that feed inequality. Impoverishment is the 
existence and maintenance of these structures. 
People don’t get poor by virtue of some magical 
force, but as the result of economic, social, politi-
cal and cultural interaction and activity. 

Impoverishment and the ending of it are 
political processes. ‘Political’ is understood as a 

102  According to Rist, the listed very universal issues used as 
a definition of development do not meet the requirement of 
scientific criteria, and so the majority of definitions of deve-
lopment are so-called quasi-definitions. Rist 2002.

103  United Nations 1986. 
104  Rights-based approach, see for example. IDS Policy 
Brief 17, May 2003.

process that is basically a question of who gets 
what, when, where and how.105 Development 
and poverty are therefore things related to the 
aspiration or preservation of the interests of or-
ganisations, groups or individuals. So action to 
reduce poverty is not neutral, objective or apoli-
tical, though it is often posited as such.

But how can impoverishment be stopped? 
We first have to ask from whose viewpoint the 
issue is being examined. For whose benefit and 
with whom one intends to cooperate? We have 
to take the vantage point and reality of a certain 
individual or group and begin to analyse the cau-
ses of poverty from local systems towards global 
solutions. There are no very far-reaching uni-
versal answers, because impoverishing societal 
structures and people’s living conditions vary 
greatly depending on their country and place.

Let’s consider the economic dimension of de-
velopment. The physical and immaterial resour-
ces of a particular community are always shared 
in some way among the individuals who belong 
to the community. The individuals – actors – own 
and/or use these resources. The way that resour-
ces are owned and used happens in the frame-
work of certain rules and systems that are agreed 
in common or imposed by others. A result of in-
dividual activity is that some succeed while ot-
hers don’t. Some manage to acquire more wealth 
than others. In time, those who do well are able 
to exploit their position and manage to create 
social contracts or other arrangements  – ‘struc-
tures’ – that benefit them more than other mem-
bers of the community. These structures become 
impoverishing in relation to others. Individuals 
are naturally different, and some have the abili-
ty to succeed despite the existence of impoveri-
shing structures. These structures do not explain 
everything nor do they eliminate individual res-
ponsibility. The majority of people are not, howe-
ver, able to successfully struggle in a disadvanta-
geous environment but are sentenced to a life of 
poverty because they don’t have the chance, for 
instance, to get an education.

The right to participation 
is key to development
Development can be viewed as a process toward 
particular basic rights, such as the realisation of 
universal human rights. The UN Declaration on 

105  See for example Lasswell 1966.
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the Right to Development states that member 
states should undertake at the national level 
all necessary measures to ensure, among other 
things, equality of opportunity for all in their ac-
cess to basic resources, education, health services, 
housing, employment and the fair distribution of 
income. In reality the resources of communities 
are however always limited and not all rights 
necessarily can or are wanted to be realised im-
mediately  or simultaneously. What is central is 
the right to take part in the decision-making of 
the community on what rights are to be realised 
or enforced and when. Only participation makes 
it possible to demand other rights and their ena-
ctment. The right to participation is therefore key 
to the achievement of all other rights.106

Development is largely about selection pro-
cesses concerning communities, in which there 
may be legitimate group and community inter-
ests competing with one another. Political deba-
te and struggle may lead to solutions that either 
benefit all or only some. It is often impossible to 
improve the situation of everyone at the same 
time, and so choices have to be made. Because 
the definition of ‘well being’ is ultimately subjec-
tive, decision-making is often about a situation 
where not everyone can be satisfied.

In addition to setting goals, it is essential to 
take part in the discussion of the measures by 
which it is intended to realise them. For instan-
ce, there is broad consensus the UN Millennium 
Development Goals but they won’t necessarily 
ever be attained. Their accomplishment has to be 
realised by different social-political actions that 
have practical consequences. These consequen-
ces vary in time and place for different people. 
Some of them may even increase poverty.

To stop the impoverishment of a group work 
can be done to support its opportunities to par-
ticipate and influence decision-making at local 
community and national level, where the so-
cietal frameworks are set up in which welfare 
is created. You can also support a community’s 
material and mental requirements for creating 
welfare. Such support can consist of physical 
resources (such as materials, equipment or food), 
mental resources (such as training), money to 
procure these or contributing one’s own work. 
The types of support do not counter one another; 
different kinds of support are needed to meet 
different needs. There may be a direct crisis or 
shortage so that immediate support is needed, 

106  IDS 2003, ibid. See also Sen 2001.

and sometimes it can seem that focusing on un-
certain future processes is pointless. However, in 
terms of ending impoverishment it is not enough 
just to direct support for immediate needs. In or-
der for the impacts of the support to be lasting 
you need a more political approach. Support di-
rected at meeting immediate needs cannot rep-
lace activities that in the long term cut into im-
poverishing societal structures. This is why the 
role of donors always comes second compared to 
a community’s own solutions.

Many impoverishing structures are very clo-
se at hand.  It would however be misleading to 
say that all impoverishing structures are local 
or even national. Individuals and local commu-
nities are connected by economic interchange 
to one another across the world nationally and 
internationally. Nearly all human communities 
in the world are interlinked in one way or anot-
her.107 Global solutions have an increasingly st-
rong impact on our lives and decision-making ta-
kes place further away from local communities. 
At the same time, the further you go from the 
local level the harder it is to indicate the direct 
cause and effect relations linked to impoverish-
ment or to have an impact on them. In terms of 
ending impoverishment it is essential to be able 
to unmask these concealed interconnections. 
The better we succeed in doing so, the more we 
can have an impact on people’s chances of get-
ting out of poverty. We must therefore be able to 
understand our own role as a part of global net-
works. Your own government may for instance 
take part in the system of international treaties 
that contribute to the impoverishment of other 
communities. It’s therefore important to influen-
ce our countries’ decision-making using different 
forums. We must also understand our own role 
as part of the activity of international trade and 
economy. Do our actions take bread from the 
mouths of others? Do my interests wreck the va-
lue of another’s labour? Who has to suffer the en-
vironmental consequences of my consumption 
patterns? As consumers our lives are filled with 
everyday choices: should I buy that carpet that’s 
been made with child labour, do I drink fair-trade 
coffee, should I buy that garden furniture made 
out of illegally cut timber?

It’s not enough simply to do no ‘harm’. Im-
poverishment is not just the outcome of people’s 
active deeds; it can also be the result of inactivity. 
It lies in the maintenance of existing injustices. 

107  McNeill & McNeill 2005.
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Take the situation of ten year-old children living 
by night in the gutters of some Southern city and 
by day scraping a living from the local garbage 
dump: anyone who contributes to things remai-
ning as they are is potentially adding to impove-
rishment. That’s why we must act!

Kent Wilska
Helsinki 7.11.2006
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Impoverished
Humanity’s informal majority
(summary)

Poverty is the outcome of people’s active deeds or inactivity which maintains exis-
ting injustices. Poverty is a result of structures that feed societal inequality. The 
eradication of poverty – ending of impoverishment – can be successful only if these 
structures and practices will be dismantled.

This Working Paper introduces those social structures and practicies which cause 
and maintain impoverishment, and offers ideas to dismantle them. 

This Paper is a strong address on course of development policy and hopefully cont-
ributes to development cooperation work of activists, students and prosessionals.    

This Paper is an abridged version of the book The Impoverished: humanity’s infor-
mal majority which was published by KEPA and Like Publications in August 2004.
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