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Non-farm Income and Inequality 
in Rural Pakistan * 

RICHARD H. ADAMS, JR. 

In the past many researchers and policy-makers have viewed the rural 
economy of the Third World as being synonymous with agriculture. According to 
this view, rural households receive the bulk of their income from the production and 
sale of crops. 

Within the past few years this view has begun to change. There is now a 
growing recognition that the rural non-farm sector-which includes such diverse 
activities as government, commerce, and services-also plays a vital role in the 
economies of many rural Third World households. Household budget surveys in 
developing countries suggest that non-farm income represents between 13 and 67 
percent of total rural household income. I According to these surveys, the 
contribution of non-farm income to total rural income is especially high in those 
areas where unfavourable labour-to-Iand ratios constrain / income-earning 
opportunities in agriculture. 

Despite the growing attention being focused on non-farm income, there is 
still no general agreement about the impact of this income source on poverty and 
income distribution. On the one hand, studies by Chinn (1979) and Ho (1979) in 
Taiwan indicate that non-farm income reduces rural income inequality. On the 
other hand, studies by Reardon, Delgado and Matlon (1992) in Burkina Faso, and 
Collier, Radwan and Wangwe (1986) in Tanzania find that non-farm income has a 
negative impact on rural income distribution. 

This paper proposes to clarify the impact of rural non-farm income on 
poverty and income distribution by analysing the results of a new rural household 
survey in Pakistan. The paper seeks to make two contributions. First, it uses 
decomposition techniques to pinpoint the contribution of five different sources of 
rural income-including non-farm income-to total inequality. Second, the paper 
decomposes the sources of non-farm income inequality with a view to 

*Owing to unavoidable circumstances, the discussant's comments on this paper have not been 
received. 
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lIn their review of 13 rural household budget surveys, Braun and Pandya-Lorch (eds) (1991) fmd 

that the share of non-farm income in total rural income ranges from 13 percent (Brazil) to 67 percent 
(Burkina Faso). 


























