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Poverty Traps

A poverty trap is a self-reinforcing, low-output equilibrium that occurs in a context where
multiple equilibria (including some that involve higher levels of output) are possible

• Individuals whose initial conditions are below the cutoff converge to the low equilibrium

• Individuals who begin above the cutoff converge to the high-output equilibrium

A one-off transfer that shifts a person above the cutoff permanently eliminates poverty

• There is considerable debate about whether poverty traps exist
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Do Micro-Level Poverty Traps Exist?

• Subsistence farmers and manual laborers might be in a nutritional poverty trap if their
wages do not allow them to purchase enough calories to be productive workers

▶ Seems unlikely to exist given observed income elasticity of caloric intake among the poor,
though preventive health investments may function in a similar way (theoretically)

• A lumpy investment poverty trap can exist when opportunities to save and borrow are
extremely limited, but productive capital can only be purchased at some minimum scale

▶ Motivation for microfinance, cash and in-kind grants to potential entrepreneurs

▶ A reasonable description of herd dynamics among Borana pastoralists in Ethiopia

• Impatience and present bias, limited attention, and social norms (e.g. related to gender)
may contribute to behavioral poverty traps at the individual or community level

▶ Helping people out of a poverty trap may be the easiest way to prove it exists
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BRAC’s Graduation Approach

Source: J-PAL and IPA (2015)
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Participatory Wealth Ranking

Source: BRAC (2017)
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The Economic Lives of Ultra-Poor Women

Source: Balboni et al. (2015)

Economics 204 (Professor Jakiela) Graduation Programs, Slide 6



Implementing the Graduation Approach in Bangladesh

Source: Balboni et al. (2015) and J-PAL and IPA (2015)
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Implementing the Graduation Approach in Bangladesh

Source: Balboni et al. (2015) and J-PAL and IPA (2015)
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Implementing the Graduation Approach in Bangladesh

Source: Balboni et al. (2022)
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The Impacts of the Graduation Approach in Bangladesh: Labor Supply

Source: Bandiera et al. (2016)
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The Impacts of the Graduation Approach in Bangladesh: Consumption

Source: Bandiera et al. (2016)
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Replicating the Graduation Approach in Other Contexts

Source: J-PAL and IPA (2015)
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Replicating the Graduation Approach in Other Contexts

Source: J-PAL and IPA (2015)
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Replicating the Graduation Approach in Other Contexts

Source: Banerjee et al. (2015)
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The Impacts of Graduation Programs: Consumption

Source: J-PAL and IPA (2015)
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The Impacts of Graduation Programs: Food Security

Source: J-PAL and IPA (2015)
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The Impacts of Graduation Programs: Household Assets

Source: J-PAL and IPA (2015)
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The Impacts of Graduation Programs: Other Outcomes

Source: J-PAL and IPA (2015)
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Costs and Benefits of the Graduation Approach

Source: J-PAL and IPA (2015)
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