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ProPro--Poor  Policy DefinedPoor  Policy Defined

ProPro--poor policy aims to target those who are most poor policy aims to target those who are most 
disadvantaged, in income, opportunity or hardshipdisadvantaged, in income, opportunity or hardship

ProPro--poor policies will lead to:poor policies will lead to:
•• An increase in the income levels of the poor faster than the An increase in the income levels of the poor faster than the 

average rate of growth in income as a wholeaverage rate of growth in income as a whole

•• A reduction in recorded poverty levels: MDG 1 and national A reduction in recorded poverty levels: MDG 1 and national •• A reduction in recorded poverty levels: MDG 1 and national A reduction in recorded poverty levels: MDG 1 and national 
poverty linespoverty lines

•• An improvement in other MDG indicators, andAn improvement in other MDG indicators, and

•• An improvement in the HDI and HPI indicatorsAn improvement in the HDI and HPI indicators

MDG Reports suggest that growth has NOT been MDG Reports suggest that growth has NOT been 
propro--poor poor -- or at least not sufficiently proor at least not sufficiently pro--poor to be poor to be 
making a real impact on poverty and MDGsmaking a real impact on poverty and MDGs



Stylized FactsStylized Facts

Policy may be proPolicy may be pro--poor when: poor when: 
•• It is labour rather than capital intensiveIt is labour rather than capital intensive
•• Targets sectors in which the poor are employed or engagedTargets sectors in which the poor are employed or engaged

Rural: agriculture and fisheries (rural)Rural: agriculture and fisheries (rural)
Urban: labour intensive sectors  including construction, Urban: labour intensive sectors  including construction, 
servicesservices

•• It creates income and employment for the poor and It creates income and employment for the poor and •• It creates income and employment for the poor and It creates income and employment for the poor and 
disadvantaged:disadvantaged:

Youth and other unemployed (lowYouth and other unemployed (low--skilled)skilled)
WomenWomen
Other disadvantaged groups (elderly, disabled, Other disadvantaged groups (elderly, disabled, 
displaced people, rural/urban migrants)displaced people, rural/urban migrants)

•• Targeted at individual disadvantaged and poor groupsTargeted at individual disadvantaged and poor groups
•• Serves to reduce inequalityServes to reduce inequality

Growth is a necessary but not sufficient condition for Growth is a necessary but not sufficient condition for 
poverty reductionpoverty reduction



Growth and MDGs: A TwoGrowth and MDGs: A Two--way Causalityway Causality

•• Growth leads to Human development and Growth leads to Human development and 
poverty reduction poverty reduction 

•• Human development and poverty reduction        Human development and poverty reduction        
leads to Growthleads to Growth

�� MDGs are an end in themselves but also a MDGs are an end in themselves but also a 

means to achieving high quality, sustainable means to achieving high quality, sustainable 
growthgrowth



An Indian Case StudyAn Indian Case Study



An Indian Case Study (contd.)An Indian Case Study (contd.)



An Indian Case Study (contd.)An Indian Case Study (contd.)



Who are the Poor in India?Who are the Poor in India?



Who are the Poor in India? (contd.)Who are the Poor in India? (contd.)



Poverty DimensionPoverty Dimension



A Diagrammatic Representation of A Diagrammatic Representation of 
Conditional and Structural RigiditiesConditional and Structural Rigidities

Structural Rigidities

Conditional 

Rigidities



YEARYEAR Less than national Less than national 
average (34.45%):average (34.45%):

More than national More than national 
average (34.45%):average (34.45%):

19711971 Andhra Pradesh, Assam, Andhra Pradesh, Assam, 
Bihar, Haryana, Punjab, Bihar, Haryana, Punjab, 
Madhya Pradesh, Orissa, Madhya Pradesh, Orissa, 

Karnataka, Kerala, Karnataka, Kerala, 
Gujarat, Maharashtra, Gujarat, Maharashtra, 
Tamil Nadu, West BengalTamil Nadu, West Bengal

Grouping of States According to Grouping of States According to 
Literacy RatesLiteracy Rates

Madhya Pradesh, Orissa, Madhya Pradesh, Orissa, 

Rajasthan, Uttar PradeshRajasthan, Uttar Pradesh

Less than national average Less than national average 
64.8464.84

Tamil Nadu, West BengalTamil Nadu, West Bengal

more than national more than national 

average 64.84average 64.84

20012001 Andhra Pradesh, Assam, Andhra Pradesh, Assam, 
Bihar, Madhya Pradesh, Bihar, Madhya Pradesh, 
Rajasthan, Uttar Pradesh, Rajasthan, Uttar Pradesh, 
OrissaOrissa

Karnataka, Kerala, Karnataka, Kerala, 
Gujarat, Maharashtra, Gujarat, Maharashtra, 
Tamil Nadu, West Tamil Nadu, West 
Bengal, Haryana, PunjabBengal, Haryana, Punjab



The FactsThe Facts

InIn thethe EastEast AsianAsian context,context, forfor example,example, itit isis thethe
egalitarianegalitarian educationeducation policiespolicies whichwhich havehave playedplayed aa
pivotalpivotal rolerole inin theirtheir economiceconomic growthgrowth ..

ItIt isis furtherfurther arguedargued thatthat thethe increasedincreased equalityequality
hashas ledled toto enhancedenhanced politicalpolitical andand socialsocial stability,stability,
therebythereby creatingcreating aa betterbetter investmentinvestmenttherebythereby creatingcreating aa betterbetter investmentinvestment
environmentenvironment..

TheThe cognitivecognitive skills,skills, inin additionaddition toto increasingincreasing thethe
literacyliteracy rate,rate, maymay bebe consideredconsidered asas aa

preconditionprecondition forfor economiceconomic developmentdevelopment..



The FactsThe Facts

TheThe lacklack ofof complementarycomplementary factorsfactors suchsuch asas
nonnon--availabilityavailability ofof skilledskilled labourlabour furtherfurther
addedadded toto thethe problemproblem ofof capitalcapital flowflow toto thethe
capitalcapital--poorpoor countriescountries..

TwoTwo aspectsaspects ofof qualityquality ofof educationeducation andand
skillsskills.. InIn somesome countries,countries, schoolingschooling hashas
beenbeen enormouslyenormously effectiveeffective inin transmittingtransmitting
knowledgeknowledge andand skills,skills, whilewhile inin othersothers itit hashas
beenbeen essentiallyessentially worthlessworthless andand hashas createdcreated
nono skillsskills..



The IdeaThe Idea

ThereThere hashas beenbeen aa dearthdearth ofof empiricalempirical literatureliterature inin
thethe IndianIndian contextcontext analyzinganalyzing thethe diversediverse picturespictures
thatthat relaterelate thethe transformationtransformation fromfrom
manufacturingmanufacturing toto knowledgeknowledge economyeconomy acrossacross
IndianIndian statesstates..IndianIndian statesstates..

ThisThis isis importantimportant inin thethe IndianIndian contextcontext duedue toto thethe
factfact thatthat thethe countrycountry isis benefitingbenefiting duedue toto positivepositive
contributioncontribution mademade byby aa selectselect groupgroup ofof statesstates andand
theirtheir educationeducation systemsystem..



Possible Interactions Between Possible Interactions Between 
Education and DevelopmentEducation and Development

TheThe literatureliterature offersoffers severalseveral argumentsarguments predictivepredictive
ofof anan interactiveinteractive effecteffect betweenbetween educationeducation andand
developmentdevelopment..

TheseThese argumentsarguments cancan bebe organisedorganised withwith referencereference
toto thethe levellevel ofof developmentdevelopment reachedreached byby aa givengiven
economyeconomy.. TheThe firstfirst argumentargument pertainspertains toto thetheeconomyeconomy.. TheThe firstfirst argumentargument pertainspertains toto thethe
efficiencyefficiency ofof thethe educationaleducational systemsystem..

SomeSome writerswriters implyimply thatthat thethe efficiencyefficiency ofof thethe
educationaleducational systemsystem maymay dependdepend onon thethe numbernumber
ofof humanhuman capitalcapital thatthat isis availableavailable inin aa givengiven
economyeconomy.. Hence,Hence, thethe demanddemand forfor educationeducation risesrises
withwith thethe levellevel attainedattained..



Possible Interactions Between Possible Interactions Between 
Education and DevelopmentEducation and Development (contd.)(contd.)

TheThe secondsecond argumentargument focusesfocuses onon thethe financialfinancial
constraintsconstraints facingfacing poorpoor economieseconomies..

ItIt isis arguedargued thatthat thethe poorerpoorer thethe economy,economy, thethe
smallersmaller thethe amountamount ofof expenditureexpenditure onon educationeducation ..

Interestingly,Interestingly, thethe secondsecond argumentargument pointspoints toto thetheInterestingly,Interestingly, thethe secondsecond argumentargument pointspoints toto thethe
factfact thatthat aa lowlow levellevel ofof humanhuman capitalcapital andand growthgrowth
areare thusthus mutuallymutually reinforcingreinforcing aa situationsituation wherewhere
anan economyeconomy getsgets stuckstuck inin aa povertypoverty traptrap oror
drivendriven towardstowards sustainedsustained growthgrowth



Structure of Indian Economy: The Structure of Indian Economy: The 

States’ ScenarioStates’ Scenario
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Figure 1

Structure of the Economy (Tertiary contribution-wise)
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Income per capita Income per capita –– divergent view:  Indian Statesdivergent view:  Indian States
( Rising Disparities)( Rising Disparities)

Coefficient of Variation (CV) of Per Capita Income

0.39
0.39

0.40

0.41

0.41

0.40

0.41

0.42

0.36

0.36

0.39

0.36
0.36

0.37

0.37

0.37
0.370.37

0.37
0.36

0.38

0.39

0.35

0.36

0.37

0.38

0.39

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

C
V



60%

80%

100%

Figure 2

Structure of the Economy (Secondary contribution-wise)

0%

20%

40%

Bih
ar

W
es

t B
en

ga
l

Ker
al

a

Pun
ja

b
U

tta
r P

ra
de

sh

Ass
am

O
ris

sa
And

hr
a 

Pra
de

sh
M

ad
hy

a 
Pra

de
sh

R
aj

as
th

an

Kar
na

ta
ka

M
ah

ar
as

ht
ra

Tam
il 

N
ad

u

H
ar

ya
na

G
uj

ar
at

Agriculture, forestry & fishing percentage with GDP Industry percentage with GDP Services percentage with GDP



60%

80%

100%

Figure 3

Structure of the Economy (Primary contribution-wise)
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Figure 4

New Services vs GDP

Karnataka

West Bengal

Maharashtra

Tamil Nadu

Kerala

AP

GujaratPunjab

Haryana

25,000

30,000

35,000

40,000

P
e

r 
C

a
p

it
a

 G
D

P

Assam

Bihar

UP

Orissa

MP

Rajasthan

0

5,000

10,000

15,000

20,000

10 15 20 25 30

New Services as % of GDP

P
e

r 
C

a
p

it
a

 G
D

P



Figure 5

New Services vs All Services
(Size of Bubble Represents Per Capita GDP)
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Figure 6

Mfg and New Services
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Figure 7

Per Capita NSDP vs Literacy Rate

Kerala

Maharashtra

Punjab

Haryana

Gujarat
Tamil Nadu

Karnataka

India

West Bengal

AP
10000

12000

14000

16000

P
e
r 

C
a
p

it
a
 N

S
D

P

Bihar

West Bengal

Rajasthan

MP

Orissa

UP
Assam

2000

4000

6000

8000

40 50 60 70 80 90

Literacy rate

P
e
r 

C
a
p

it
a
 N

S
D

P



Figure 8

Per Capita NSDP vs %BPL
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Figure 9

Services and Edu Instts (Per Capita)

 Maharashtra

 Kerala

 Tamil Nadu

Haryana 

15000

20000

25000

P
e

r 
C

a
p

it
a

 S
e

rv
ic

e
s

Haryana 

 Karnataka 
 Andhra Pradesh

Gujarat
West Bengal

 Punjab 

 Rajasthan

 MP
 Assam

 Bihar

 UP

Orissa 

0

5000

10000

- 5 10 15 20 25 30 35

Per Capita Prof Instts

P
e

r 
C

a
p

it
a

 S
e

rv
ic

e
s



Figure 10

Electrification vs Literacy
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Empirical ResultsEmpirical Results

TableTable 11 presentspresents thethe resultsresults ofof unitunit rootroot teststests
obtainedobtained usingusing thethe augmentedaugmented DickeyDickey--FullerFuller testtest..
TheThe evidenceevidence doesdoes overwhelminglyoverwhelmingly supportsupport thethe
presencepresence ofof unitunit rootsroots (in(in termsterms ofof levels)levels) inin allall
thethe seriesseries forfor allall countriescountries..
ThisThis isis confirmedconfirmed byby thethe factfact thatthat thethe nullnullThisThis isis confirmedconfirmed byby thethe factfact thatthat thethe nullnull
hypothesishypothesis thatthat thethe seriesseries (in(in levels)levels) areare nonnon--
stationarystationary isis rejectedrejected inin everyevery instance,instance, underunder
differentdifferent assumptionsassumptions..
Clearly,Clearly, forfor allall cases,cases, bothboth seriesseries appearappear toto bebe II
(I)(I) sincesince thethe nullnull hypothesishypothesis ofof aa unitunit rootroot inin thethe
firstfirst differencedifference isis rejectedrejected inin favorfavor ofof thethe
alternativealternative hypothesishypothesis thatthat thethe series,series, inin firstfirst
difference,difference, areare stationarystationary..



Table 1:  Augmented Dickey-Fuller Unit Root Test

Intercept

Country EDUE DEDUE GROWTH DGROWTH

Andhra Pradesh
Haryana

0.53158*-
3.7379

-3.8315*-
-2.6798*

0.7367*
-3.7379*

-3.7379*
-3.105***Haryana 3.7379 -2.6798* -3.7379* -3.105***

Trend and Intercept

Country EDUE DEDUE GROWTH DGROWTH

Andhra Pradesh
Haryana

-4.5326*
-4.3943*

-1.5326*
-2.130***

-4.5326**
-4.3943

-3.1834*
-4.7865***

Notes:
D in front the variables indicates first difference.

EDU:  Education; DEV: Development

*,** and *** denote statistical significance at the 1%, 5% and 10% levels respectively.

Source: For critical values, see MacKinnon (1991).



Contd.Contd.

GivenGiven thesethese results,results, thethe nextnext stepstep involvesinvolves
applyingapplying EngleEngle--GrangerGranger twotwo--stepstep coco--integrationintegration
procedureprocedure toto determinedetermine whetherwhether GROWTHGROWTH andand
EDEEDE areare coco--integratedintegrated forfor allall ofof thethe statesstates.. TheThe
optimumoptimum laglag lengthslengths areare determineddetermined usingusing thethe
AkaikeAkaike finalfinal predictionprediction errorerror (FPE)(FPE) criterioncriterion..AkaikeAkaike finalfinal predictionprediction errorerror (FPE)(FPE) criterioncriterion..

TheThe resultsresults ofof thethe ADFADF testtest appliedapplied toto thethe
residualsresiduals ofof thethe coco integrationintegration equationsequations areare
presentedpresented inin TableTable 22.. TogetherTogether withwith thethe results,results,
thethe valuesvalues ofof thethe slopeslope coefficientscoefficients andand CoCo
integrationintegration RegressionRegression DurbinDurbin WatsonWatson (CROW)(CROW)
statisticsstatistics areare alsoalso presentedpresented..



Contd.Contd.

BasedBased onon thethe ADFADF test,test, thethe resultsresults
presentedpresented inin TableTable 22 suggestsuggest evidenceevidence ofof
coco--integrationintegration betweenbetween GROWTHGROWTH andand EDEEDE
inin allall StatesStates.. ThisThis findingfinding isis confirmedconfirmed byby
thethe CRDWCRDW statisticstatistic.. TheseThese resultsresults
necessitatenecessitate aa longlong runrun relationshiprelationshipnecessitatenecessitate aa longlong runrun relationshiprelationship
betweenbetween educationeducation andand developmentdevelopment inin allall
ofof thethe statesstates..
Furthermore,Furthermore, sincesince thethe twotwo variablesvariables areare
coco--integratedintegrated inin allall states,states, aa VectorVector ErrorError
CorrectionCorrection ModelModel (VECM)(VECM) isis estimatedestimated toto
determinedetermine thethe naturenature ofof causalitycausality betweenbetween
GROWTHGROWTH andand EDEEDE..



Table 2:  Results of Engle-Granger Cointegration Test

Country Conintegratio
n Equation Slope CRDW

Calculate
d ADF for 
residuals   

Andhra Pradesh DEV  = f (EDU)
EDU = f (DEV)

0.0310* 1.7257*
1.950**

-
4.204*EDU = f (DEV)

1.52281*
1.950** 4.204*

-
3.592*

Haryana DEV  = f (EDU)
EDU = f (DEV) 0.033*

2.439*

1.328*
1.102

-
3.226*

-2.616Notes:

*, ** and *** denote statistical significance at the 1%, 5% and 10% levels respectively.

Critical values at the 1%, 5%, and 10% levels are –2.637, -1.951, and –1.611, respectively.

Source: For critical values, see MacKinnon (1991) and Engle and Yoo (1987).



Contd.Contd.

Furthermore,Furthermore, sincesince thethe twotwo variablesvariables areare
coco--integratedintegrated inin allall states,states, aa VectorVector ErrorError
CorrectionCorrection ModelModel (VECM)(VECM) isis estimatedestimated toto
determinedetermine thethe naturenature ofof causalitycausality betweenbetween
GROWTHGROWTH andand EDEEDE..
TheThe VECMVECM isis representedrepresented byby equationsequations ((22))TheThe VECMVECM isis representedrepresented byby equationsequations ((22))
andand ((33)).. TheThe errorerror--correctioncorrection termsterms δδtt--jj
andand ptpt--jj representrepresent thethe longlong runrun impactimpact ofof
oneone variablevariable onon thethe other,other, whilewhile thethe
changeschanges ofof thethe laggedlagged independentindependent
variablevariable describedescribe thethe shortshort runrun causalcausal
impactimpact..



Contd.Contd.

TheThe empiricalempirical resultsresults ofof thethe estimatedestimated VECMVECM areare
presentedpresented inin TableTable 33.. TableTable 33 indicatesindicates aa mixedmixed
setset ofof outcomesoutcomes..

InIn bothboth thethe shortshort andand longlong run,run, thethe evidenceevidence
suggestssuggests thatthat educationeducation expenditureexpenditure isis drivingdriving
growthgrowth andand developmentdevelopment inin Kerala,Kerala, AndhraAndhragrowthgrowth andand developmentdevelopment inin Kerala,Kerala, AndhraAndhra
Pradesh,Pradesh, Karnataka,Karnataka, TamilTamil NaduNadu andand
MaharashtraMaharashtra..

However,However, developmentdevelopment causescauses expenditureexpenditure onon
educationeducation inin otherother statesstates consideredconsidered forfor thethe
studystudy.. TheseThese resultsresults provideprovide somesome evidenceevidence ofof bibi--
directionaldirectional causalitycausality inin thethe shortshort inin thesethese statesstates



Table 3:  Results of Vector Error Correction Model 

Vector Error Correction Model (VECM)

Does EDU cause DEV? Does DEV cause EDU?

Country t-Statistic
for ecm

F-Statistic
for EDU

t-Statistic
for ecm

F-Statistic
for DEVfor ecmt-1 for EDU for ecmt-1 for DEV

Andhra Pradesh
Haryana

0.79299
0.051428

4.168487*
1.284721

-0.555367*
-0.9333**

4.571634**
13.64055**
*

Notes:

Ecmt-1 denotes the error-correction term

*,,**, and **denote statistical significance at the 1%, 5% and 10% levels respectively.

The F-Statistics are computed to test whether the variables are jointly insignificant.

Source: For critical values, see Gujarati (1995).



Conclusion and Policy Conclusion and Policy 
ImplicationsImplications

II havehave appliedapplied coco--integrationintegration andand vectorvector errorerror--
correctioncorrection modelsmodels toto analyzeanalyze thethe causalcausal
relationshiprelationship betweenbetween educationeducation expenditurteexpenditurte andand
development/growthdevelopment/growth inin selectselect IndianIndian StatesStates usingusing
datadata fromfrom 19801980//8181 toto 20042004//55..

ExpenditureExpenditure onon educationeducation perper capitacapita waswas usedused asasExpenditureExpenditure onon educationeducation perper capitacapita waswas usedused asas
thethe proxyproxy forfor education,education, whilewhile statestate domesticdomestic
productproduct perper capitacapita waswas thethe proxyproxy forfor
developmentdevelopment..

TheThe empiricalempirical resultsresults showshow thatthat inin bothboth thethe shortshort
andand longlong run,run, thethe evidenceevidence suggestssuggests thatthat perper
capitacapita educationeducation expenditureexpenditure isis drivingdriving growthgrowth
andand thusthus developmentdevelopment inin fivefive statesstates



Conclusion and Policy ImplicationsConclusion and Policy Implications
(Contd.)(Contd.)

However,However, growthgrowth andand developmentdevelopment causescauses
perper capitacapita educationeducation expendituresexpenditures inin otherother
statesstates inin thethe shortshort runrun.... TheseThese resultsresults
provideprovide somesome evidenceevidence ofof bibi--directionaldirectional
causalitycausality inin thethe shortshort runrun ..causalitycausality inin thethe shortshort runrun ..

ThisThis findingfinding isis ratherrather interestinginteresting becausebecause itit
contradictscontradicts mostmost ofof thethe theoreticaltheoretical
expectationsexpectations.. Furthermore,Furthermore, thisthis findingfinding isis
probablyprobably reflectingreflecting somesome shortcomingsshortcomings inin
thethe availableavailable datadata..



Conclusion and Policy ImplicationsConclusion and Policy Implications
(Contd.)(Contd.)

Nonetheless,Nonetheless, thethe empiricalempirical resultsresults forfor fivefive southernsouthern statesstates
havehave fourfour policypolicy implicationsimplications.. First,First, thethe empiricalempirical resultsresults
seemseem toto bebe suggestingsuggesting thatthat statesstates withwith higherhigher perper capitacapita
educationeducation expendituresexpenditures areare nownow reapingreaping thethe benefitbenefit
revealedrevealed inin theirtheir growthgrowth.. ThisThis findingfinding seemsseems interestinginteresting forfor
thethe otherother statesstates ofof IndiaIndia ..
Second,Second, improvingimproving thethe levellevel ofof educationeducation appearsappears toto havehave
failedfailed toto stimulatestimulate developmentdevelopment inin thesethese somesome states,states, aafailedfailed toto stimulatestimulate developmentdevelopment inin thesethese somesome states,states, aa
findingfinding thatthat is"is" possiblypossibly reflectingreflecting thethe beliefbelief thatthat thethe
educationaleducational systemssystems inin thethe somesome statesstates havehave notnot beenbeen
adequatelyadequately developeddeveloped andand tailoredtailored towardstowards thethe
implementationimplementation ofof curriculumscurriculums alongalong thethe lineslines ofof technicaltechnical
andand scientificscientific subjectssubjects neededneeded forfor industrialindustrial growthgrowth andand
developmentdevelopment (Banik(Banik andand IyareIyare 20032003))..



Conclusion and Policy ImplicationsConclusion and Policy Implications
(Contd.)(Contd.)

Third,Third, toto aa largelarge extent,extent, thesethese statesstates
eithereither failedfailed toto provideprovide conduciveconducive
environmentsenvironments forfor boostingboosting production,production, oror
promotedpromoted atmospheresatmospheres forfor productionproduction thatthat
fellfell farfar behindbehind thosethose inin otherother statesstates thatthat
areare consideredconsidered anan idealideal destinationdestination ofofareare consideredconsidered anan idealideal destinationdestination ofof
foreignforeign investmentinvestment.. Fourth,Fourth, thethe currentcurrent
levellevel ofof unemploymentunemployment ratesrates inin otherother
statesstates suggestsuggest thatthat improvementsimprovements inin thethe
qualityquality andand levellevel ofof educationeducation hashas notnot
beenbeen focusedfocused onon allowingallowing labourlabour toto taketake
advantageadvantage ofof thethe opportunitiesopportunities offeredoffered byby
technologicaltechnological progressprogress..
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