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FOREWORD

THREE NEW AND COMPELEING 1DEAS ABOLUT REDUCING POVERTY IN DEVEIL.-
oping countries have emerged over the last decade.

The first is that the poor need access to savings and asset accumulation
services just as much as—and possibly more than—they need access to
credit. CGAP, a World Bank affiliate, puts it this way: “When savings
accounts in financial institutions serving the poor outnumber micro-loan
accounts seven to one, one thing is certain: microfinance clients want
savings services.” And at the same time, advocates of asset development for
the poor (also a novel idea) have asked, “Savings for what?” spawning new
programs and policies worldwide to enable the poor to leverage their
savings for land, livestock, homes, businesses, and the like.

The second is conditional cash eransfers, or CCTs, which reward the
poor with cash payments if and only if they do the kinds of things that
governments, NGOs, and other non-poor donors want them to do: keep
their kids in school, take them to the doctor, eat the right foods, and so
on. CCTs made their debut in Mexico in 1997 and have since spread
throughout Latin America and to Africa, Asia, Central Europe, and the
United States. Research results have demonstrated that many positive
economic, social, and health outcomes are associated with CCTs, so they
are likely to spread even further.

The third new idea—the subject of Just Give Money to the Poor: The
Development Revolution from the Global South—may be the most simple,
and radical, of all. In their inspiring, well-researched new book, Joseph
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Hanlon, Armando Barrientos, and David Hulme argue that simply giving
money to the poor—no strings, no conditions, no kidding—may be the
most promising approach not just for avoiding hardship and reducing
poverty, but for long-term development as well.

The authors present data from direct cash transfer programs around
the world and conclude that (1) such transfers are affordable for govern-
ments and other donors; {2) recipients use the money efficiently; (3) cash
transfers reduce immediate hardship and poverty effectively; and (4) they
have the potential to reduce longer-term poverty by facilitating both eco-
nomic and social development.

However, not all cash transfer programs are created or implemented
equally. Experience has shown that these four outcomes are most likely to
be achieved when the programs are “fair and assured”—that is, when there
is agreement among citizens and policymakers about who is eligible to
receive the cash, and when those recipients can be assured of receiving
regular, monthly payments. In fact, this book offers five principles to
guide those aiming to adopt cash transfer programs worldwide: Such pro-
grams should be fair; assured, practical (Are the civil service and banking
infrastructures sufficient to administer the program?); not pennies (Are the
cash payments large enough to make a difference?); and popular (Are the
programs politically acceptable?}.

The authors don’t deny the importance of a good education, health
services, and access to financial services and productive assets, but they
wisely obsetve that “the biggest lesson has been that people must have at
least enough money to take advantage of the schools, health facilities, and
land that are available. And if they do have that money, they can rake the
lead in their own development.”

The authors are refreshingly honest about the limitations of cash
transfer programs and about two related areas of intense debate: rargeting
and conditions. Although it is clear that such programs must be well tar-
geted in order to be politically acceprable, achieving this in practice is
challenging. Moreover, as much as the authors passionately argue for un-
conditional cash transfers-—admirably trusting the poor to make the best
decisions about how to use the money—they acknowledge the powerful
donor and policymaker preference (especially outside the Global South)
for reciprocity. “Not only must you be among the ‘deserving’ poor; you're
also going to use our funds in ways that we see fit for your well-being” is
the common command; hence the popularity of conditional cash transfers.
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Thankfully, the authors don’t shortchange these important questions and
debates but, rather, offer good examples and data o make their case for
targeted bur unconditional transfers.

Hanlon, Barrientos, and Hulme also buck another powerful trend in
academic and policymaker circles worldwide: the tendency toward “soft
paternalism” and the larger “behavioral economics” framework behind ir.
The premise of this anti-neoclassical theory of economics is that human
beings are anything but rational when it comes to decisions about their
health, wealth, and happiness. Indeed, the theory gocs, we often make
decisions against our self-interest and cannot, therefore, be trusted. Be-
cause of our general inability to look out for ourselves, policymakers and
others need to make decisions for us, “nudge” us to do the right things,
construct a “choice architecture,” and establish “default” settings to help
ensure chat we make the “best” choice. The Obama administration is smitten
by this approach, and new academic centers have sprung up at Harvard
and elsewhere to apply this thinking to poverty, pensions, and potbellies
around the world.

It’s hard to imagine a premise more offensive to the authors of Just
Grive Money to the Poor. Instead, they trust the ability of the poor to make
decisions that promote their own well-being, and they are convinced that
donors {whose strategies over the last generation are reviewed in the book)
will continue making poor decisions on behalf of the poor.

Now, I happen to believe thar the behavioralist approach holds real
promise, becauase many of the results of its application thus far are en-
couraging. However, concerns are surfacing about the loss of freedom this
approach implies; perhaps paternalism has gone too far. fust Give Money
to the Poor makes it clear that there is a real debate abour this tssue. Do
poor people simply lack the money to improve their own lives and thus,
over time, the economic status of their community and country? And if
unencumbered by conditions, will they largely make the right choices
about how to use cash transfers? Or do they also need paternalistic nudges
to push them roward being healthier and happier human beings? I don't
think we know the answer vet, nor have we debated the question enough.

Wherever we fall on the freedom/paternalism, or the trust/non-trust, or
the conditional/unconditional assistance, o the credit/savings spectrum, we
owe a great debt to Joseph Hanlon, Armando Barrientos, and David Hulme
for writing Just Give Money to the Poor. They have enriched an important
and timely debate with their brave, powerful, well-documented, and often
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counterintuitive arguments for direct cash transfers to the poor—a debate
on which the lives and livelihoods of hundreds of millions of people depend.

—~Ray Boshara
Vice President, New America Foundarion
Washington, DC
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Introduction

“I BAKE 100 ROLLS PER DAY AND SELL EACH FOR ONE NAMIBIAN DOLLAR
[12¢]. I make a profit of about N$400 per month [$50]” said Frieda
Nembaya.' She began baking rolls in 2008 when she started to receive a
grant of N$100 [$12] per month and thus, for the first time, had the
moncy to buy flour and firewood.? In neighboring South Aftica, younger
adults living in pensioner households are significantly more likely to go
out and look for work, because the older person can afford to provide
child care and small amounrs of money for food and bus fare for the job
seeker,

In Mexico, families receiving a child benefit (averaging $40 per fam-
ily per month) car better—spending more on protein and fruit and veg-
etables—which improves the health of the entire family, cutting days off
work due to illness by one-fifth. Mexican children who do not go to
school hungry do better in class and are much less likely to fail at the end
of the year.? “Before, we ate tortillas with chili and salt, and that was it.
Now we live better. Sometimes we can even buy meat,” said Elvira Fran-
cisco Casimira, from Ixtlahuancillo, Veracruz, Mexico.* In South Africa,
social pensions have a direct effect on children. Children living in pen-
sioner households are better nourished® and more likely to go to school.

These stories point to a wave of new thinking on development that is
sweeping across the Global South. Instead of maintaining a huge aid in-
dustry to find ways to “help the poot,” it is better to give money to poor
people directly so that they can find effective ways to escape from poverty.
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These stories come from studies of programs in Mexico, South Africa, and
Namibia that give cash to people on a long-term basis. And they point to
a litde-understood reality of the developing world: The biggest problem
tor those below the poverty line is a basic lack of cash. Many people have
so little money that they cannot afford small expenditures on berter food,
sending children to school, or searching for work. It is nort a lack of moti-
vation; people with littde money spend their days actively trying to find a
way out of poverty. It is not a lack of knowledge; they know what they
need and manage their money extremely well. Mexico, South Africa, and
Namibia are not alone. Brazil, Indonesia, India, and many other countries
have introduced programs to give regular cash payments to large numbers
of people on a longer-term basis, and there are countless stories of small
amounts of money making a huge difference.

In Brazil, 18 million households (74 million people, or 39% of the
population) benefit from cash transfers—a family grant (Bolsa Familia) or
pension. South Africa’s child benefir reaches 8 million children (55% of all
children}, and a social pension reaches 2 million older or disabled people
(85% of all older people). In Mexico a family grant {Oportunidades) goes
to over 5 million households {24 million people, or 22% of the popula-
tion; in the three poorest states, it reaches more than half of all families).
In Indonesia a grant went to 19 million poor families (40% of the popu-
lation). Tn India, over 43 million houscholds benefit from an employment
guarantee scheme.

Taking into account the outcomes of these programs, an African Union
conference in 2006 issued the “Livingstone Call for Action,” which main-
tained that every African country should have social transfer programs “in-
cluding the social pension and social transfers to vulnerable children, older
persons and people with disabiliries.”

This book draws on this rapidly growing pool of research to highlight
the potential and limrtations of cash transfers for transforming the lives of
people in poverty in developing countries. There is quite a broad consen-
sus that many cash transfers have proved remarkably successful, and this
has led at least 30 other developing countries to experiment with giving
money to people directly, through “cash transfer” programs.

Four conclusions emerge repeatedly: These programs are affordable,
recipients use the money well and do not waste it, cash grants are an effi-
cient way to directly reduce current poverty, and they have the potential
to prevent future poverty by facilitating economic growth and promoting
human development. But two areas remain the subject of intense debate:
rargeting and conditions. Should smaller grants be given to many people
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or larger grants to a few? Should recipients be asked to satisfy conditions,
such as sending their children to school or doing voluntary labor? Important
challenges surround the financing and delivery of these programs, especially
in low-income countries. And transfer programs remain controversial; some
people are still skeptical about their ability to reduce long-term poverty.
These issues, too, are discussed in this book.

Changed Thinking

In industrialized countries, there was a major change in thinking in the
20th century, and cash transfers are now considered an effective and nor-
mal means of addressing poverty. There are child benefits (for example,
£18.80 a week for the first child and £12.55 a week for cach additional
child in Britain, and €166 per month for the first two children and €203
for subsequent children in Ireland) paid without regard to income. Britain
gives winter fuel payments of £200 a year to everyone over 60.7

Other cash transfers are income-related. In Britain, a housing benefit
and income support are available for those of working age, and the gov-
ernment guarantees thar no one over 60 receives less than £124 per week.
In Canada, the child benefit is reduced for higher-income families. Some
benefits are made conditional on actions by the recipient; an example is
the job seekers allowance in Britain. Thus in industrialized countries we
have become accustomed to giving cash. Indeed, Article 25 of the Univer-
sal Declaration of Human Rights, adopted by the United Nations in 1948,
states that everyone has the right to an “adequate” standard of living.

But this right had been questioned in two ways with respect to less de-
veloped countries. First, it had been assumed that social grants were a lux-
ury for the relatively rich. Poorer countries could not “afford” to give
money to their own poorest, because so many of their citizens have low in-
comes, so these countries would have to wait until economic growth made
them more “modern” before they could extend this right to their poorest
citizens. Second, the right does not distinguish between the deserving and
the undeserving poor. The rich and powerful always argue that the poor
are at least partly responsible for their own poverty and therefore unworthy
of support; poor people must be guided or even compelled to act in the
best interests of their children.

Over the past decade, countries in the developing world have challenged
both of these beliefs. They argue that they cannot afford zef to give money
to their poorest citizens. And not only is it affordable to do so, it is often
much more efficient than systems promoted by conventional international
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aid and financial agencies. They argue that people living in poverty use the
money well. And responsibility for eradicating poverty, as the Human
Rights declaration implies, is shared by all.

Cash transfers represent a paradigmatic shift in poverty reduction,
These grants are not short-term, emergency “safety nets” or charitable do-
nations; they do not assume poor people are poor because of stupidity and
cupidity. Instead they are often broadly based, covering a significant part
of the population in poverty; they are seen as partly satisfying the right to
an adequate standard of living. Although the cash clearly reduces immedi-
ate poverty, these grants are seen not just as palliatives for current poverty
but also as building productive capacity among those in poverty and pro-
moting development programs, This is the southern challenge to an aid
and development industry built up over half a century in the belief that
development and the eradication of poverty depended solely on what in-
ternational agencies and consultants could do for the poor, while discount-
ing what the citizens of developing countries, and the poor among them,
could do for themselves. The response has been an exceptional amount of
research on southern cash transfer programs. And researchers have been
surprised to find that, by and large, families with little money have honed
their survival skills over generations and that they use a little extra money
wisely and creatively-—without armies of aid workers telling “the poor”
how to improve themselves.

A quiet revolution is taking place based on the realization that you
cannot pull yourself up by your bootstraps if you have no boots. And giv-
ing “boots” to people with little money does not make them lazy or re-
luctant to work; rather, just the opposite happens. A small guaranteed
income provides a foundation that enables people to transform their own
lives. In development jargon, this is the “poverty trap” model—many peo-
ple are trapped in poverty because they have so little money that they can-
not buy things they know they need, such as medicines or schoolbooks or
food or fertilizer. They are in a hole with no way to climb out; cash trans-
ters provide a ladder.

In industrialized countries, cash transfers are seen in part as a form of
redistribution; that is, money paid in taxes by the better off goes to those
less well off. In Europe, government grants have largely replaced charity
and discretional payments. The more developed countries in the South are
using cash transfers as a means to redistribute much-needed support to the
worst off. At a global level, there is now a growing recognition of the need
for redistribution, between developed and underdeveloped countries and
between the better off in the North and the less well off in the South. So far,
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classic charity language. The change in thinking coming from the South
is to apply globally the positive lessons of industrialized countries and
build institutions that can redistribute at a national level, helped by global
redistribution.

ANTI-POVERTY AND DEVELOPMENT

“The N$100 [$12] we receive seems small but it is a blessed money. Many
things have changed in our lives. We have bought blankets, clothes, school
clothes, paid school fees and a strong plastic to put on the roof of our
house. We do not any more suffer from the severe hunger we were in be-
fore,” explained grant recipients Johannes and Adolfine Goagoses in Otji-
vero, Namibia. And the grant has changed the community. “We don't any
more hear of people complaining of hunger or asking food around. The
theft cases have also reduced tremendously. Many people bought corru-
gated zincs and repaired their houses.”

Each country has done its cash transfers differently; some use pensions
and child benefits, and others use family grants aimed at the poorest. But
there is substantial research to show that most cash transfers reach those
with the least money and reduce poverty levels in both developed and less
developed countries. Money is spent on immediate needs such as food and
medicine, and then on children—particularly for clothes, shoes, and school
supplies. Quite small amounts of money reduce the intense pressure on
cash-poor families, and this has longer-term implications. Children can go
to school instead of walking the streets selling sweets or single cigarettes.
None of this is because an NGO worker came to the village and told peo-
ple how to eat better or that they should go o a clinic when they were ill;
people in the community already knew that, but they never had enough
money to buy adequate food or pay the clinic fee.

The major cash transfer programs all report substantial contributions to
poverty reduction. In Brazil, the percentage of people in poverty remained
stubbornly at 28% for nearly a decade. Then in 2001 the government in-
troduced Bolsa Escola, and in 2003 this school grant was integrated with
several other programs into a family grant (Bolsa Familia); most com-
mentators credit these programs, along with the increase in the minimum
wage, with poverty levels’ dropping dramatically to 19% in 2006 and con-
tinuing to fall to 17% in 2008. Extreme poverty fell from 7% in 2003 to
below 5% in 2006.° In northeast Brazil, the country’s poorest region, Bolsa
Familia brought a 45% reduction in chronic child malnutrition (stunting,
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inequitable countries in the world, but innovative social policies have
brought about a substantial decrease in poverty and inequality.”

Halfway across the world in Mongolia, one of the poorest countries in
Asia, a new child benefit has reduced the percentage of children in poverty
from 42% to 27%." India’s rural employment guarantee scheme is re-
ported to have “had 2 significant impact on rural poverty,” leading not
only to an important increase in food consumption but also to a 40% in-
crease in the purchase of clothing.'?

Children are the main beneficiaries of all cash transfers, not just of
child benefits. Cash transfers in whatever form, including pensions, im-
prove child health and reduce malnutrition, increase school attendance,
and reduce child labor, For example, a non-contributory rural pension in
Brazil not only increases the income of the elderly bur also significantly in-
creases school registration and artendance by children in the houschold. '
Millennium Development Goal 4, to reduce under-five mortality by two-
thirds, is unlikely to be met. The United Nations warns that “between 1990
and 2006, about 27 countries—the large majority in Sub-Saharan Africa—
made no progress in reducing childhood deaths. In Eastern Asia and Larin
America and the Caribbean, child mortality rates are approximately four
times higher than in developed regions.”'* The respected British medical
journal The Lancet cites “regular cash transfers, such as child benefits or
pensions, as one crucial intervention to get Millennium Development Goal
4 back on track.”

Moving families out of malnutrition and improving their health and
housing could be considered justification enough for cash transfers. But the
real impact is felt in the longer term. The poverty trap stretches over gen-
erations, because children who are malnourished and badly educated are
likely to remain in poverty as adults. 7he Lancet adds, “Even more com-
pelling is the argument that the effect of lifting households with young chil-
dren out of poverty will last for many generations to come.” South Africa
shows the impact: a child benefit in the first two years of life improves nu-
trition so much that the average child will be 3.5 cm tatler as an adult.”
Because of their impact on children, cash transfers break the intergenera-
tional poverty cycle and help to prevent future poverty.

Firtuous Spiral

Transfers can create a virtuous development cycle at the household and
community level—and nationally. Families with an assured, though small,
income begin to take small risks by investing in their future: buying better
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seeds to try to increase farm production, purchasing goods that can be
resold locally, or even spending more time looking for better jobs. In im-
poverished communities, it is hardly worth starting 2 business because no
one has money to buy. When they have a bit of extra income, most fami-
lies spend the money locally, buying food, clothing, and inputs. This stim-
ulates the local economy, because local people sell more, earn more, and
buy more from their neighbors, creating the rising spiral.

This basic insight challenges two aspects of the reccived wisdom that
governed global development policy in the 20th century. The first is the
extreme free market, or “neo-liberal,” view espoused by the International
Monetary Fund and World Bank, promoted by the US Treasury over the
past three decades, and often imposed on the least developed countries.
Proponents of this view argue that removing restrictions on global trade
and domestic markets will create rapid growth from which everyone will
gain—a rising tide lifts all boats. But recent history has shown that growth
is not enough to ensure that those in extreme poverty can escape from
their predicament. Many are left behind, vulnerable to the instability in
the global economy that caused the Asian financial crisis of the late 1990s
and the global financial crisis of 2008. And a rising tide sinks leaky boats,
especially among those so poor that they cannot participate in the new
global marker.

The second aspect of the received wisdom is that money spent on peo-
ple in poverty is merely charity, is “unproductive,” and takes resources away
from real development. Mozambique has a cash grant program giving $4
to $10 per monrh to more than 150,000 people, mainly elderly women,
but the country’s minister of women’s affairs and social welfare, Virgilia
Matable, wants to reduce this. “Whether we want to admit it or not, these
are alms,” she said, and the government should not give alms.'® But the new
revolution in thinking is that money spent on those with little cash can be
productive and developmental if it is guaranteed and provided in the
longer term. If they can depend on receiving a grant sufficient to ensure
subsistence, even people with little money can afford to send their chil-
dren to school or experiment with new crops or new businesses. Thus reg-
ular and reliable transfers to families in poverty can be an investment in
growth and in the future,

Indeed, research on cash transfers shows two important differences be-
tween the relatively poor and the relatively rich. Poorer people spend more
on food and locally produced goods, whereas those who are better off buy
more imports, so any transfer from rich to poor stimulates the domestic
and local economy. Second, poorer people are much more likely to use small



amounts of money to try to leverage increases in Income—by investing in
their farm, by trading, or by looking for work. Thus grants can be explic-
itly developmental,

A final change in thinking that has come from the South is the real-
ization thar social protection in the industrialized world has been prima-
rily job related; that is, deductions from salary (matched by government)
provide unemployment insurance and pensions. But these benefits are not
available ro many women and casual workers, and in the developing world
they exclude the vast majority who are small farmers or work in the infor-
mal sector. In developing countries, where informality is rife, cash trans-
fers are the alternative ro job-related protection.

FAILING TO MAKE POVERTY HISTORY

The number of people living in chronic poverty is actually increasing. '
Those who campaigned in 2005 to “Make Poverty History” increasingly
ask what went wrong. Two best-selling books, Dambisa Moyo's Dead Aid:
Why Asd Is Not Working and How There Is a Better Way for Africa and Paul
Collier’s 7he Bottom Billion, claim that aid has failed and largely blame
poor countries for misusing the money. Moyo, who worked for Goldman
Sachs and the World Bank, says that aid prevents development and forces
countries to borrow and be disciplined by the banks.2® Oxford professor
and former World Bank research director Paul Collier calls on donors to
impose yet more “good governance” conditions on aid.*! The theme of less
aid and more conditions feeds nicely into the agendas of governments try-
ing to cut spending after the 2008 economic crisis, while still maintaining
a large industry to “help” the poor.

The South desperately needs che money. When you remove China’s
phenomenal poverty reduction from the 1990-2010 global figures, it be-
comes clear that life has improved relacively little in the rest of the world.
The poverty in Africa, South Asia, and other parts of the world remains
dire. And the North often forgets that these countries stll bear the marks
of distorted economic, social, and governance systems caused by the slave
trade, colonialism, unfair trade, overthrow of governments, and the “hot
wars” that were fought in the South during the Cold War era. There is a
debt to be paid.

Aid has not failed; what has failed is an aid and anti-poverty industry
tha thrives on complexity and mystification, with highly paid consultants
designing ever more complicated projects for “the poor” and continuing to
impose policy conditions on poor countries. This book offers the southern
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alternative: Give the money directly to those who have the least of it, but
who know how to make the best usc of it. Cash transfers are not charity
or philanthropy but, rather, investments that enable poor people to tak.e
control of their own development and end their own poverty. Thus, this
book is a direct challenge to Moyo, Collier, and much of the current pop-
ular writing on aid. ‘

Moyo herself estimates that 500,000 people are employed by the aid
industry and have strong incentives to maintain the status quo.?2 Indeed,
in 2000, when Joseph Stiglitz, then senior vice president and chief econo-
mist of the World Bank, pointed out that growth was most rapid in
China, which did not follow IMF and World Bank policies, he was pushed
out and the Fund and Bank did not change their policies.

Both Moyo and Collier acknowledge the past failures of these policies.
Moyo cites banks’ bad lending to developing countries for more than two
centuries and the very recent disruption of poor country developm-ent by
banks “jumping in and our to garner short-term gains,” and Collier ac-
knowledges failures of conditionality since the 1980s. Yet both have a
breathtaking belief that #his time, when the rich North tells the poor South
what to do, the North will finally be getting it right.

The history of northern prescriptions has not been good. lnte'rna—
tional banks in the 1970s promoted excessive borrowing by corrupt dicta-
tors in countries from Zaire to the Philippines, leading to the 1980s debt
crisis. Banks even paid kickbacks to Philippine dictator Ferdinand Ma.rcos
o encourage him to borrow $2.3bn for the Batan nuclear power station,
which was knowingly built on an earthquake fault at the foc?t of a volcano.
(Thankfully, though completed in 1984, the power station was never
used.)* Moyo was writing her book in praise of the reformed bankers just
as the economic crisis was taking hold—a crisis attributable to “subprime
lending” in the United States identical to the uncontrolled lending_to poor
countries in the 1970s. As for good governance, one of us (JH) has written ex-
tensively on Mozambique,” where the government has alwa_y.s wanted uni-
versal primary education. Imposed “good governance” condltlo-ns meant in
1995 that it had to accept (and say, publicly and loudly, that it at_ccepted)
that it was too poor to afford universal primary education. Then in 2000,
with the Millennium Development Goals, “good governance”‘meant Mo-
zambique had to aim for universal primary education, but without more
teachers and thus with classes sometimes including more than 100 pupils.
Then, suddenly, in 2005 the donor community decided that “good gov-
ernance” meant Mozambique had to hire 10,000 more teachers whom it
had not been allowed to train the year before. People in Mozambique, the
Philippines, and the now Democratic Republic of Congo are not impressed
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by the “good governance” discipline imposed by donors, banks, and the
World Bank, which has been based on rapidily changing fads and has led
to great waste of aid and to policies that kept the majority in poverty.

An alternative to Moyo and Collier is offered by Roger Riddell in his
2007 book Does Foreign Aid Really Work?** which is a much more nuanced
look at aid. Riddell is a member of the British government’s Independent
Advisory Committee for Development Impact, and his book concludes,
“Aid works, but not nearly as well as it could.” Riddell studied aid in de-
tail and concludes that there must be fundamental change, not just the
“marginal change” (into which Collier and Moyo put their trust) cthat does
“not even begin to address some of the most fundamental problems which
continue to impede the greater impact of aid.” The core problem, says
Riddell, is that hundreds of donors remain in almost total control of their
aid and that, because of political, strategic, and commercial interests, they
are not prepared to give up that control. Thus “the ald which is provided
is not allocated in any systematic, rational or efficient way to those who
need it most.”

“Just give cash to those who need the aid,” concludes Riddell. The re-
tusal of donors to give money to poor people is “linked to the paternalis-
tic and condescending view that poor people do not know how best to use
it. These beliefs sit uncomfortably alongside the increasingly mainstream
view that beneficiary choice and participation are fundamental to the aid
relationship.” Cash transfers have proved effective, and “the case for sig-
nificantly enhancing the impact of aid by giving it directly to poor people
would seem to be compelling.”

Just Give Money to the Poor?

The southern response is a quiet revolution that has created a new devel-
opment paradigm. It says that, rather chan international sources giving aid
to government bureaucrats and consultants, North and South, it should
be given directly to poor people so they can pull themselves out of the
poverty trap. Cash transfers are a direct challenge to the traditional belief,
explicit or at least subconscious, thar impoverished people are at least partly
responsible for their plight. The new paradigm dovetails in many ways with
contemporary thinking on the politics of development. The fall of the
Berlin wall marked the end of an era of state-dominated economic devel-
opment. Bur the successor vision of global development led by international
corporations and banks lasted only 15 years before it, too, was shown o be
~ a failure.
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Individuals were supposed to be at the heart of both visions: a social-
ist vision in which each individual would be provided for, and a capitalist
vision in which individuals would realize their potential as free agents in
the market. Bur what actually characterized both failed visions was a be-
lief that very large institutions could somehow micro-manage global de-
velopment, and the individuals became marginalized.

The new development paradigm draws from both failed visions. Cash
cransfers recognize the right of each individual to an adequate standard of
living. But cash transfers also provide the resoutces for people, individu-
ally and collectively, to participate in the economy and develop themselves
and their countries.

Of course, no one argues that all social spending or aid money should
suddenly be given to poor people. Spending on health, educarion, infrastruc-
ture, and government itself remains essential. But without cash, poor people
cannot make adequate use of these facilities. Thus giving money direcdy to
paor people is just as important as spending on health and education.

FAIR AND) ASSURLED

Cash transfers in developing countries are mainly a phenomenon of the
last decade and so are still being developed. There seems broad agreement
on one overriding principle, however: Cash transfers work when they are
fair and assured. They must be seen to be fair in that most citizens agree
on the choice of who receives money and who does not, and to be assured
in the sense that every month the money really arrives and families can de-
pend on it.

There will always be too many demands and too litle money, so re-
source allocation is always fraught. Furthermore, taxpayers and finance
ministers instinctively resist simply handing out money. And it is obvious
that a cash transfer program cannot be run by driving through the coun-
tryside throwing $10 bills or 10 peso notes out of a car window. ‘

So far, each country has handled cash grants in a different way, the main
differences being in aspects of allocation and control. There is a natural de-
site to give money to the poorest, but very strict targeting is expensive—in
gencral the smaller the percentage of people to receive grants, the higher
the administrative costs—and strict targeting can be inaccurate and socially
divisive. Therefore, different countries have sclected recipients in a wide
range of ways. Some governments give money (o everyonc; Alaska, in the
United States, distributes oil revenues to all residents of the state {$2,069
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per person in 2008). Others give to categories of people, such as children or
the elderly; Lesotho gives an old-age grant o all citizens aged 70 or over.
And some countries identify only the most impoverished, as in Zambia,
where a donor program secks to give money only to the 10% of the popu-
lation who are “ultra-poor” and cannot work. There is a similar wide range
of views on whether conditions should be imposed on recipients.

This book looks at the extensive experiences of cash transfer programs
in the past decade. These programs are only a decade old, and cash transfers
are on the cutting edge of development policy. They have been extensively
researched, and the results have been used o improve existing programs.
In such a rapidly evolving area, only a small part of the research is published
in peer-reviewed academic journals. Research institutes, often within the
country, have carried out many evaluations. Donor agencies and the World
Bank have done other studies. Inevitably, some of the studies are contra-
dictory or disputed, and in the footnotes we supply detailed references and
websites so that readers can refer to the original reports.

In this book, we describe the extensive experience of cash transfer pro-
grams, examine their successes and limitations, review intense debate over
issues of design and implementation, and explore the still unresolved de-
bates on the extent of targeting and the effectiveness of conditionality. We
identify and discuss the main challenges ahead, especially in the context of
low-income countries. It is possible to give money directly to the poor, but
each country must design its own program. And cash transfers do not work
alone; rather, they are the essential additional factor that makes healch serv-
ices, education, and road building much more effective in reducing poverty
and promoting development.

Cash transfer programs are already being introduced across the South,
as an explicit alternative to the development model promoted by the rich
countries and their institutions. These programs work, and many south-
etn governments see cash transfers as the front line in their battle against
poverty and their efforts to promote development.
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From Alms to Rights
and North to South

HELPING POOR PEOPLE 18 ONE OF THE FUNDAMENTAL DUTIKS PRESCRIBED
in all of the world’s major religions. In a phrase probably written in the
7th century BCF, the Jewish Torah and Christian Bible (Deuteronomy
15:11) say that “The poor will never cease to be in the land; therefore 1
command you, saying, ‘You shall freely open your hand to your brother,
to your needy and poor in your land.”

As the phrase “your land” in Deuteronomy shows, in peasant societies
it was largely the family and clan that provided those support systems. Over
the centuries, production systems and our attitudes have slowly changed.
Our “land” has become the entire world, and we no longer accepr that the
poor will always be with us. Ending poverty has become a global goal.

Oher recent centuries, there have been four paradigm shifts in think-
ing about the poor and about the well-being of the vulnerable—those who
could become poor if they lost their jobs or had a health problem. Each
new paradigm builds on its predecessors: :

¢ In 16th-century England, a government for the first time accepted the
collective responsibility for ensuring subsistence for all.

e In late-19th-century Europe, government social spending increased,
and pensions and sickness and old-age insurance were introduced.

» [n the mid-20th century, an adequate standard of living became a human
right and a government responsibility, and the rich North accepred a re-
sponsibility toward the poorer South.
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* At the beginning of the 21st century, countries of the Global South took
the lead in construing cash transfers as a right and in using them as a
way to end poverty and promote development—the subject of this

book.

A brief review of some of the milestones that occurred in each phase will
put these paradigms in context.

SHIFTS IN TUINKING ABOUT THE POOR

Poor Laws to Increase Labor Mobifity

More intensive agriculture, landlessness, and population growth led to
changes in thinking about poverty. Traditionally, the poor depended on
charity from churches and the wealthy. But in England during the reign
of Elizabeth I (1558-1603), a series of “poor laws” were introduced. These
were some of the first in the world, and they created the first social secu-
rity system in which the government accepted the collective responsibility
for ensuring subsistence for all. In 1572, for the first time, government and
taxpayers took responsibility for the poorest citizens. The parish (a town or
neighborhood with its own church, then the smallest administrative unit)
was given responsibility for its own poor citizens, and a compulsory poor
tax was introduced. A 1662 law made parishes responsible for people born
in the parish, no matter where they lived. This created a social security sys-
tem that covered the entire county, and for the first time ever, people
could expect to be provided for, wherever they were in the country.

Simon Szreter, Cambridge University reader in history and public pol-
icy, points out that this encouraged labor mobility; farmers and landown-
ers could more easily hire and lay off shore-term labor.! Social security for
workers, combined with provision for the aged, meant that peasants were
less dependent on the Jand and family for social security and could take
the risk of moving to towns in search of work. This, in turn, spurred eco-
nomic growth. Szreter argues that England “moved from a position as a
small, average economy on the European periphery to that of world leader,
primarily because of the increased efficiency of its agrarian economy.”
Around the middle of the 17th century, England became the first country
to escape national famine-related deaths.

Szreter argues that English history has direct implications for devel-
oping countries today. He says thar “the self-righteous (and hypocritical)
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western rhetoric denouncing ‘corruption’ in government and throughout
society in the world’s poorest countries is in part a deep mis-reading and
misunderstanding.” Wichout a social security system, it is highly rational
to try to accumulate wealth and to cultivate patrons who will protect you.
It is often claimed that less developed countries cannot afford social secu-
rity, but Szreter argues that the lesson of history is that poorer countries
cannot afford ot to develop social security systems, which are an essential
precursor to economic growth and which encourage market growth and

the mobility of labor and capital.

Principles Behind the “Poor Laws”™

The Elizabethan poor laws established a pattern of thinking about poverty
that in many ways has persisted until today. In 1563, three groups were

defined:

» Those who would have worked but could not: the able-bodied or
deserving poor for whom jobs or wages should be created to support
them until they were needed again on farms or in workshops.

» Those who could have worked but would not: the feckless or idle
poor who were responsible for their own poverty and should be
punished. William Hogarth’s 1750 princ “Gin Lane,” which shows
at its center a drunken mother letting her baby fall from her arms,
has become the iconic image of the undeserving poor.

¢ The old and ill: those who had little money and could not work
through no fault of their own, who were to be looked after in alms-
houses or hospitals. This category also included orphans and chil-
dren of poor people, who deserved help so that they could and would
work when they grew up.

Progress and Obstacles

Over the next 250 years, there was slow growth in support for people liv-
ing in poverty in England, first in response to the need to feed landless
agricultural workers during the winter when there was no farm work, and
later in response to economic crises, famines, and food riots. Social spend-
ing also began to grow in other parts of Europe, but it remained limited;
by the end of the 18th century, only England, Belgium, and the Nether-
lands were spending 1% of national income on poor people. In England
spending reached 29.”
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The mid-19th century saw a total reversal. The rich and powetful ar-
gued that the system was too generous, and for nearly 50 years the poor
were blamed for their poverty and were often incarcerated in workhouses
or forced-work colonies. After passage of the New Poor Law of 1834, En-
glish spending was slashed from 2% to 1% of national income, and re-
cipients were stigmatized. Slowly a movement grew in reaction to this.
The title character in Charles Dickens's 1839 novel Oljver Tivist became a
powerful symbol of this reaction against neglect and exploitation of the
poor. (As part of a group of workhouse boys desperately hungry for more
gruel, Oliver steps forward, bowl in hand, and makes his famous request:
“Please, sit, [ want some more.”} A similar debate was occurring elsewhere
in Europe; Victor Hugo's novel Les Misérables was published in 1862.

Late-19th-Century Social Spending

The mid-19¢h century did, however, see the rise of public primary school-
ing. In 1840, only in Prussia, Norway, and the United States were more
than half of all children enrolled in state primary schools. But by the end
of the century, tax-funded primary schooling was common across much of
Europe and in other countries ranging from Japan to Jamaica.

Around 1880 there was a radical change in attitudes. For the next 50
years, social spending increased and covered more areas, This probably re-
flects the expansion of democracy and literacy. Five countrics took the
lead: Denmark enacted the first public pension law in 1891; Germany made
employer-funded accident, sickness, and old-age insurance mandatory in
the 1880s; and Sweden, Norway, and Britain were all spending more than
2% of GDP on social transfers by 1930.

These social changes had dramatic economic effects. In 1913 Sweden
guaranteed a state pension to all men and women over the age of 67 and,
beginning in 1917, developed a universal health-care system that indi-
rectly brought about a rapid decline in infant moreality. Historically, having
children was the only viable old-age insurance system, and birth rates fall
when people trust that they will be protected in old age. With fewer work-
ers, Sweden moved to a highly skilled, high-wage, more productive econ-
omy. Thus a cash transfer (the non-contributory pension} and universal
health care were essential precursors to the economic development of Swe-
den.? Notre Dame University Professor ]. Samuel Valenzuela has compared
Chile to Sweden. At the start of the 20th century, these countries were
very similar in development, population, and natural resources, with high

levels of poverty and child mortality. Up to the 1920s they were identical
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in gross domestic product (GDP) per capita.? But Chile did not develop
pensions and universal health care, so fertility levels remained high, and
growth in GDP per capita in Chile fell far behind that in Sweden. Health

care and the pension made the difference, argues Valenzuela.

Mid-20th-Century Rights

The Great Depression of the 1930s made more people realize that it was
not just the undescrving who could become impoverished, and economic
growth after World War 1T made larger social transfers possible. But the
most dramatic change in thinking was to challenge the assumption that
the poor will always be with us and to replace that assumption with the
belief that people have a right not to be poor. The Universal Declaration
of Human Rights was adopted by the United Nations General Assembly
on December 10, 1948. Article 25 says, “Everyone has the right to a stan-
dard of living adequate for the health and well-being of himself and of his
family, including food, clothing, housing and medical care and necessary
social services, and the right to security in the event of unemployment, sick-
ness, disability, widowhood, old age or other lack of livelihood in circum-
stances beyond his control.” Everyone also has the right to “social security”
(Article 22), the right to work and to protection against unemployment (Ar-
ticle 23), and the right to free primary education (Article 26).

Two major political changes occurred, as governments attempted to put
the principles behind these rights into practice. Three different groups of
countries created their own development policies based on equity: the so-
cialist and communist countries, the Scandinavian social democracies, and
the “Asian Tigers” such as South Korea. The second political change was a
slow globalization of these new rights. Industrialized countries accepted a re-
sponsibility to their former colonies and other less developed countries, and
there was a new focus on what was then called the Third World and is now
called the Global South. Industrialized countries made a serious attempt,
through aid and development programs, to help not only poor people but
poor countries as well. Just as in the past, these social programs also had eco-
nomic content, and “aid” was linked to the need to acquire raw materials
and to gain new markets. These processes continued through the 1970s.

A 27st-Centwry Revolution from the South

And just as had happened a century before, there was another paradigm shift
in thinking about poverty. But while the North dithered, this radical change
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in thinking was for the first time led by the Global South. Beginning in the
late 19905, better understandings of neoliberalism, social protection, and
aid came together to shape a totally new way of thinking. Most important
was a growing realization that blaming poor people for poverty had failed
as a development strategy for countries of the Global South, while the un-
fettered globalization of financial flows caused first the 1997-1998 Asian
tinancial crisis and then the 2008-2009 world depression. In three south-
ern countries that took the lead on cash transfers (South Africa, Mexico,
and Brazil), the overwhelming majority of people atrribute poverty to an
unfair society, not to any failings of the poor themselves. This insight en-
abled those countries to make this crucial paradigm shift.

Internationally, there are substantial national differences in attitudes
toward the causes of poverty, and this drives very different responses to
poverty. In opinion surveys in a wide range of countries (before the recent
global cconomic crisis), respondents were asked why they thought some
people in their own country lived in need. Table 2.1 sets out the responses.
And the differences are dramatic. In the US and Japan, 61% and 57%, re-
spectively, blame the poor for their poverty. But in Europe, 65% to 87%
blame an unfair society.

Equally important in the paradigm shift have been changes in the nature
of work, the family, and the role of women. In the industrialized world, so-
cial protection had been provided largely through insurance for a century.
Workers and their employers paid into social funds (run or regulated by gov-
ernment) that provided pensions, insurance against impoverishment via ac-
cident or unemployment, and in some countries health insurance as well.
This approach is based on a model of (mainly) male workers spending most
of their lives working for the same company, or at least in the same industry,
and being the chief breadwinners for their families. By the late 20th century,
however, women made up nearly half the workforce, and people changed
jobs more often. At the same time, the neoliberal economic model reduced
workers' rights and relaxed regulations on social funds, making them less ef-
fective. It has proved difficult for the North to change its traditional social
protection systems. Meanwhile, in the Global South, development was no
longer based on formal-sector jobs with registered employers who could pay
into social funds, but instead was based on what was called “informal” em-
ployment: sclf-employment or working in tiny, unregulated businesses that
had no links to social funds. Indeed, most people could not be included in
job-based insurance progtams. This meant that the paradigm shift took place
first in the Global South, because the problem was greater there.

The new southern cash transfer paradigm rests on four principles: It is
rights-based; it is non-contributory, with money coming from government;
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Table 2.1 Why Are People in Need?

Percent of respondents answering Percent of respondents answering
that poor people are poar because of that poor people ate poor
Yaziness and lack of will power because of an unfair sociery ‘

- 0,
Unired States 61% 39%

China 58 ié
Japan 57 .
Australia 50 2
Korea 49 s
India 472 o
Chile 40 P
Norway 35 p
Sourh Africa 34 oy
Argentina 26 s
Mexico 25 e
Sweden 22 r
Armenia 22 s
Brazil 21 o
Pakistan 20 o
Spain 19 &
Germany 13

Notes: In a range of surveys berween 1993 and 2000, people were asked: “Why, in your opinion,
are there peaple in this country who live in n;ed?” _

The survey was not cartied out in the United Kingdom.

Source: World Values Survey, hetps/ fwww.wotldvaluessurvey.arg/.

transfers (or at least guarantees) are usually longer-term, elig'{ble. recipients
can be confident of receiving them, and the transters cover a significant part
of the population; and cash transfers arc seen as :?.central part of a l?roadeli
development strategy. The six countries thar initially Fleveloped !31g cas
cransfers—South Africa, Mexico, Brazil, India, Indonesia, and China—are
newly industrialized countries that can afford to pay for the grants from
taxes. And they have the domestic political support for -thc programs. Later
in this book, we will argue that even the poorest countries can afford to pay
for cash transfers from the government budget.

OECDH COUNTRIES

Cash transfers are normal in all industrialized countries. But as we have al-
ready noted, industrialized countries developed insurance schemes Fhat w:.r;
initially based on male, formal-sector workers. The fourth paradigm shift
now taking place in the South is toward direct goveer.ent—funded trans-
fers and away from insurance schemes. In the Organisation for Economic
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Co-operation and Development (OECD) countries, cash transfers are nearly
16% of GDP (13.2% is from social insurance schemes and 2.5% is from
the kind of social, government-funded cash transfers discussed in this book,
according to World Bank estimates).’

In 2008 OECD published a major study provocatively titled Growing
Unequal?® which concluded that “there has been an increase in income in-
equality that has gone on since at least the mid-1980s and probably since
the mid-1970s.” The numbers of those living in poverty have also risen
over the past two decades. But the study added that “governments have
been taxing more and spending more to offset the trend towards more in-
equality—they now spend more on social policies than at any time in his-
tory.” The study explicitly cautions thae “work is not sufficient to avoid
poverty. More than half of all poor people belong to households with some
earnings, due to a combination of low hours worked during the year and/
or low wages. Reducing in-work poverty often requires in-work benefits
that supplement earnings.”

The OECD study then looks in much more dertail at the combination
of public cash transfers to households and the raxes and social security
contributions paid by houscholds. Across the OECD countries, tax sys-
tems are progressive and reduce inequality, but the public cash transfers
have a much greater impact on reducing inequality and poverty.” And the
study shows that cash transfers and a progressive tax system can dramati-
cally reduce poverty in individual countries.® Using slightly different defi-
nitions that do not distinguish between social and insurance transfers, the
OECD itself estimates cash transfers as 12% of GDP on average, half or
more of which is typically accounted for by pensions and the next large
chunk by family grants, including child benefits, as Table 2.2 shows. The
table also shows the huge variation in poverty reduction, For this estimate,
the income poverty line is set at 50% of median income, which means that
before tax and benefit, between half and one-third of people arc in
poverty. But Sweden uses the tax system and cash transfers o pull 80% of
those people out of poverty. And the average among the OECD countries
is that more than half of households are taken out of poverty. The United
States is the main exception; there, two-thirds of the income-poor remain in
poverty. The table also shows that, in general, larger cash transfers are linked
to greater poverty reduction.

But just as a century before, there was a backlash, particularly in the
1980s and 1990s, that affected both the industrialized countries them-
selves and their “aid” programs. Memories of the 1930s depression and of
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Table 2.2 Poverty Reduction and Cash Transfers in Selected OECD Countries

Poverty rate Poverty rate
(%) (%) Poverty Cash transfers,

before taxes after taxes reduction as % of GDB,

and transfers and transfers (%) 2005
Country Mid-2000s Old age Family Total
Sweden 27% 5% 80% 7% 1.5% 14%
France 31 7 77 11 1.4 17
Hungary 30 7 76 8 1.9 14
Austria 23 7 71 12 24 18
United Kingdom 26 8 68 5 2.2 10
Germany 34 11 67 1t 1.4 16
Ttaly 34 11 66 12 0.6 17
OECD average 26 11 60 6 1.2 12
Australia 29 12 57 3 2.2 8
Canada 23 12 48 4 0.9 7
Japan 27 13 45 7 0.3 10
United States 26 17 35 5 0.1 8

Nate: Poverty threshold = 50% of median income
Sewurce: Data extracted on Ocrober 2, 2009, from OECD.Star.

colonialism faded, and poor countries and poor people were blamed for
their plight. Wealth was glorified, and the United States and many other
industrial economies adopted what came to be called neoliberal economic
policies, which entailed a smaller role for government and less redistribu-
tion. Welfare and social spending was cut, and the gap between rich and
poor widened dramatically. Indeed, for some neoliberal radicals, increased
inequality was seen as a good thing, in the sense that it would lead to in-
creased competition and more growth. Both Oliver Tivist and Les Misér-
ables were reincarnated as successful stage musicals 120 years after the novels’
publication, just as the anti-poor backlash was intensifying. And, reminis-
cent of the response of Dickens and Hugo a century before, there was in-
creased writing and discussion of the harm that neoliberal policies were
doing to the weakest. Progressive thinkers also warned that helping the
rich and penalizing the poor was failing to bring growth and development
to poor countries.

There have been shifts in thinking in the industrialized North, both
with respect to its own social protection policies and in attitudes toward
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the Global South. But these changes have been slow and inconsistent, and
the psychological and political impact of the 2008 financial crisis remains
unclear.

Meanwhile, “aid” to poor countries in the late 20th century went
though much the same changes of thinking that affected help to poor peo-
ple in the 19th century. Aid peaked in 1992 and then fell by one-quarter
in the next five years, returning to 1992 levels only in 2002.%° Initially
construed as a form of charity, aid increasingly became a way of changing
the behavior of those living in poverty, who were again seen as responsible
for their plight. But just as 19th-century workhouses and harsh treacment
of the poor failed to end poverty and bring economic growth, the neolib-
eral policies and social spending cuts that were imposed failed to bring de-
velopment to poor countries. And, just as in the late 19¢h century, there
was a growing realization that industrial growth depended on cheap labor
and that keeping labor cheap required housing and other support. Thus,
in the late 20th century there was an understanding thar globalization de-
pended on poor countries providing cheap commodities. The fair trade
movement grew, and aid was increasingly understood as compensation for
ever lower commodity prices.

With aid falling, the 1990s saw cuts in social spending in poor coun-
tries and the creation of “safety net” programs to provide temporary relief
to those in poor countries who were harmed by imposed neoliberal poli-
cies of structural adjustment. The Millennium Development Goals called
for a reversal of cuts in health and education spending, and aid increased.
But poor people were still seen as responsible for their own long-term
poverty, particularly by not sending their children to school and to health
services.

Divisions have grown within the aid community, many of them char-
acterized by growing gaps between the attitudes in Europe and in the
Washington-based institutions (World Bank, IMF, USAID) and even within
these institutions.! Just as a century carlier democratization meant that
those with little money had rights and could vote, so the 1990s saw the
growth of a “rights-based” approach to aid, which began to take seriously the
1948 Universal Declaration of Human Rights. Aid was seen less as alms for
the poor and more as a transfer of resources 1o help to satisfy their right to
a decent standard of living. The rights-based approach reflects awareness
that donors can no longer impose harsh conditions on what they see as the
undeserving poor. But as recent books on the failure of aid, cited in Chap-
ter 1, make clear, this new thinking remains seriously contested.
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THE SOUTHERN REVOLUTION
BUILDS ON NORTHERN HISTORY

In the North, thinking about the poor and vulnerable went through three
phases: First, government accepted collective responsibility for ensuring sub-
sistence for all (England in the 16th century); next, old-age insurance and
sickness benefits were introduced (Europe in the late 19th century); and fi-
nally, an adequate standard of living became a human right (United Na—
tions, the mid-20th century). These changes created a firmer underpinning
for development in the industrialized countries by giving people more secu-
tity and promoting labor mobility. There were backlashes in the mid-19th
century and the late 20th century, as the rich accused the poor of being re-
sponsible for their poverty and thus being “undeserving” of assistance. Sur-
veys show that these attitudes persist primarily in the United States.

At the very end of the 20th century, a group of six large southern
countries led a fourth paradigm shift, creating a new model. They were re-
sponding to two problems. First, the neoliberal economic model pro-
moted by the rich North had failed to spur development in the South, and
poverty was increasing, while the global economic model triggered the
Asian financial crisis of the later 1990s. Meanwhile, the northern model
of social protection was based on insurance programs that assumed male
workers in relatively steady employment, whereas in the South many peo-
ple work in the informal sector without security or are peasant farn‘lers.
The southern response was cash transfers from the state that were neither
contributory nor insurance-based but, instead, were funded by tax rev-
enue. The cash transfer paradigm challenged the neoliberal model by as-
signing a greater role to the state and by giving money to large numbers
of poor people. Cash transfers are seen as a cenral part of a broader.dfavcl-
opment strategy. They are granted on a long-term basis, eligible recipients
can be confident of their continued availability, and they cover a significant
part of the population.

NOTIES
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Cash Transfers Today

FLCONOMIC AND FINANCIAL CRISES OF THE LATE 19908 [ED SiX OF THE. MOST
important newly industrializing countries (Mexico, Brazil, South Africa,
India, China, and Indonesia) to formulate a southern response to wide-
spread poverty and vulnerability. Recognizing that poverty is often multi-
dimensional and persistent, they opted for new strategies giving money to
the poor directly, as an enritlement, not charity, and guaranteed for a pe-
riod of time. Encountering incredulity on the part of the North and their
own conservatives, who were sure the feckless poor would simply waste the
maoney, the first three in the group set up ongoing evaluations of their cash
transfers. Each of the six countries has handled the transfer differently, buc
the studies offer strong evidence that cash transfers work both to reduce im-
mediate poverty and to promote longer-term human development.

This, in turn, has triggered an avalanche of other cash transfer programs
in the South, ranging from small pilot projects to nationwide schemes. Each
is different, responding to different levels of social development, institu-
tional structure, perceived needs and priorities, and political conditions. A
program in Zambia gave ZMK 30,000 ($6) per family per month to “re-
duce extreme poverty, hunger and starvation in the 10% most destitute and
incapacitated (non-viable) households.” By contrast, Indonesia gave an un-
conditional grant of Rp100,000 ($8) per month to 19 million families—
more than 40% of the population—to ease the impact of rising prices.”

Most programs have multiple goals. Non-contributory pensions and
child benefits are now provided by a growing number of countries, reflecting
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the recognition that children and older people are more likely to live in
poorer households and that society has a responsibility to the young and
old. Grants are often implicitly or explicitly intended to build human de-
velopment, and it is usually expected that the money will be spent locally
and will promote economic growth. A core issue of development is that
the children of poorer people tend to be poor themselves, so many grants
have a goal of reducing intergenerational poverty. If the poor cannot af-
ford to invest in their children, can money be directed to promote better
nutrition, regular school attendance, and less child labor? Many programs
have a particular focus on the extreme poor, who might be stuck in
“poverty traps.” Brazil's family grant reaches 12 million families (25% of
the population) and has the dual goals of reducing deprivation in poor
households and breaking the cycle of the intergenerational transmission of
poverty. Nicaragua’s Red de Proteccién Social (Social Protection Network)
gave C$12 (US$19) per month to selected poor families, with some of the
most precise goals: increasing food expenditure by the poorest, increasing
attendance and reducing dropout rates during the first four years of pri-
mary school, and increasing health center visits by children under age 3.7

Mexico's Progresa-Oportunidades is intended explicitly to “redistribute
income to families in extreme poverty,” and its two other goals are to en-
courage completion of primary and secondary education and to improve the
heaith and nutritional status of poot households, in particular so that chil-
dren’s school performance is not affected by ill health or malnourishment.*

BALANCING GOALS

The design of a cash transfer program depends on the goals and priorities
set by policy makers: Who is it supposed to benefit and what are the ob-
jectives? Every cash transfer program is different because each country has
made different choices. In this section, we divide the goals and objectives
of cash transfers into four broad groups. Every program chooses from this
list; none can meer all of the goals, and some possible goals can be con-
tradictory, so it is important to be clear about objectives.

Social Protection and Security

In developing countries, cash transfers have as their core purpose raising the
income of the poor and poorest. There are three general types of objectives
related to protection and security.
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* Young, old, and disabled. Societies have always acknowledged their

responsibility to those who cannot be productive. We were all
young once, and most of us will have children and will one day be
old; thus the broader community and state increasingly share the
responsibility to provide the support required by these groups. In
developed countries, social insurance schemes assist the young,
pregnant mothers, and the old through funds that pool contribu-
tions from workers and distribute them to those in need. In devel-
oping countries, where social insurance schemes cover at best a
small fraction of the labor force, non-contributory pensions, family
allowances, and child grants have become the southern prefer-
ence. Figure 3.1 shows how severe child poverty is in Africa, and
Figure 3.2 shows that a child benefit can take many children out of
poverty.

Raising incomes of the working poor. Most of the chronically poor
are actually working,” but either they do not earn a living wage or
the incomes from their tiny ficlds are too small to support their

Figure 3.1 Poverty in Some African Countries

u Poverty
headcaunt

1 Poverty
headcount
children 519

Cote d'lvoire
Ethiopia
Ghana
Uganda e
Burkina Faso
Madagascar
Malawi
Zambia

Note: Percentage of population and pereentage of children between 5 and 10 years old living in
poverty. Data from 1997-2001.

Seurce: Nanak Kakwani, Fabio Soares, and Hyun Son, “Conditional Cash Transfers in African
Countries,” Working Paper 9 (Brasilia: Internarional Poverry Centre, 2005}



30 JUST GIVE MONEY TO TIIE POOR

Figure 3.2 How Much Would a Child Benefit Reduce Poverty?

30%

25%

20% A

15% -

10% -

HH
0% - T T T T T T T

-3 1] o o [ E -]
£ 3 £ 5 £ o x z 3
> 2 & g £ 8 @ = g
= £ o o S g g (]
- i =] m = N
E] =
=] &
o S

Note: Simulated impact of a child benefit. For the countries in Table 3.1, this is the percentage of
children now in poverty who would be taken cur of poverty by a child benefic which transferred 30%
of the poverry line to all children under 16.

Source: Nanak Kakwani, Fabio Soares, and Hyun Son, “Conditional Cash Transfers in African
Countries,” Working Paper 9 (Brasilia: International Poverty Centre, 2005).

families. Cash transfers have an immediate effect in bringing those
earnings nearer to the poverty line.

* Safety nets. The old attitudes of help for the “deserving poor” (those
who would work but cannot) remain strong. Thus there is broad ac-
ceptance of help for those who cannot work because they are ill or
injured, or who cannot find jobs during economic downturns, or
whose crops fail because of bad weather. In developed countries, in-
surance and employee social funds play a key role. But even in ad-
vanced countries such as the United States, there are state benefits,
including food and food vouchers, as well as job creation schemes
such as labor-intensive road building and tree planting. And there
is a long history of simply giving people cash, either through unem-
ployment insurance programs in industrialized countries or through
government cash payments. Short-term emergency measures for the
victims of floods and other disasters are commeon; the United States
gives $500 to any family displaced by a major disaster.® Cash has also
been used to compensate people for temporarily higher living costs. In
2008 every adult and child who lived in Alaska—more than 600,000
people—received $1,200 from the state, to offset higher fuel costs.”
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Development and Fconomic Growth

More than simply preventing immediate hunger and suffering, cash trans-
fers should be a springboard for the economic growth of poor countries.
Poor people (and poor communities) are caught in what is called the
poverty trap. Thar is, their poverty and marginalization make it more dif-
ficult and more expensive for the poor to do things than for the berter off.
Borrowing, starting a business, sending their children to school, and even
just obtaining documents are all more difficult for pooter people. With-
out any kind of insurance, it is much more dangerous for poor people to
risk growing new crops or going further afield to search for work. It has
been argued that governments cannot afford to provide cash transfers and
social protection until after development and economic growth have oc-
curred, but the opposite is actually true: Cash wransfers are essential to pro-
mote growth and development.

Increased understanding of the “poverty trap”—appreciation of the
fact that you cannot pull yourself up by your bootstraps if you have no
boots—has led to the use of cash transfers as a way of enabling peaple to
participate actively in the economy. Cash transfers compensate them for
the higher opportunity costs and higher risks experienced by those with
the least money. Cash transfers work to stimulate economic growth at
three levels: Individuals can invest and earn more, the local economy is
stimulared by increased spending, and this positive spiral of local eco-
nomic growth helps to promote economic growth on the national level.
Thus cash transfers are important in the following three ways:

+ Stimulating demand. Cash grants are a direct way of stimulating
demand, because poor people spend the extra money locally. The
total amount of money spent on grants may be small, typically 1% of
GDP But it can increase the spending power of poor families by 20%,
and this can give a huge boost to a local community. UNCTAD,
the United National Conference on Trade and Development, in its
Least Developed Countries Report 2006, stressed that “domestic demand
makes the largest contribution to economic growth.”™ UNCTAD
goes on to point to the “massive informalization of non-agricultural
employment” and to emphasize that “the critical factor which en-
ables increased informal sector earnings is the stimulus of demand.”
Even developed countries use cash transfers o stimulate demand.
In early 2009 the Australian government gave 1% of GDP as a one-
off grant of A$950 (then US$700, £440) to 14 million low- and
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middle-income Australians {more than half the population of the
country) to support jobs.’

* Security to promote investment. UNCTAD also argues that “all-
pervasive economic insecurity at the household level associated with
generalized poverty adversely affects entrepreneurship as it leads to
short-termism and limits risk-taking.”™ An assured cash transfer pro-
vides a form of insurance; families know that a certain amount of
money will be available each month, which reduces insecurity and
decreases the need to save for emergencies such as sickness or crop
failure, releasing money for investment. This, in turn, makes smaller
levels of saving tolerable and thus allows more investment (such as
buying stock for trading, inputs for manufacturing, or fertilizer and
improved sceds for farming) and more risk taking {such as experi-
menting with new, higher-yielding crops, making a different prod-
uct to see whether there is a market, or going further afield to look
for work).

* Start-up capital. Rich people tend to assume that cash transfers will
be used only for immediate consumption, but in fact they are used
partly for productive investment. The World Bank, in its World De-
velopment Report 2006: Equity and Development, argues that “mar-
kets in developing countries are highly imperfect, and those who do
not have enough wealth or social status tend to undetinvest.” The
report cites various studies showing that the poor and those with
lower social status have less access to credit and are charged higher
interest rates, yet their investments tend to be more productive and
have higher rates of return. This means that redistribution can acrually
be an efficient way to promote investment and economic growth."
Cash transfers often provide the initial capital that enables the poor
and socially marginalized to invest.

Human Capital and Breaking the Intergenerational Poverty Cycefe

Cash transfers directly improve the well-being of people on low incomes:

* Nutrition is improved because grants provide money to buy food.

* Health standards are raised by better nutrition, by increased ability
to attend clinics, and by having more money for medicines and
treatment.

* Education standards are raised because children are better fed and
can go to school instead of working; indeed, reducing child labor is
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an explicit goal in many programs. Cash grants can increase the
school attendance of girls.

Alchough improved health and education can be seen as valuable gains
in themselves, they also improve the productive capacity of poor house-
holds. The main assets that poor people have are themselves and their
labor power, and cash transfers can boost their productive capacities—in-
creasing what economists call their human capital.

In its World Development Repors 2006: Equity and Development, the
World Bank declares that the

adverse effects of unequal opportunities and political power on develop-
ment are all the more damaging because economic, political, and social
inequalities tend to reproduce themselves over time and across genera-
tions. We call such phenomena “inequality traps.” Disadvantaged chil-
dren from families at the bottom of the wealth distribution do not have
the same opportunities as children from wealthier families to receive
quality education. So these disadvantaged children can expect to earn less
as adults. Because the poor have less voice in the political process, they—
like their parents—will be less able to influence spending decisions to
improve public schools for their children. And the cycle of under-
achievement continues.

The Bank also notes that “intergenerational immobility is also ob-
served in rich countries: new evidence from the United States (where the
myth of equal opportunity is strong) finds high levels of persistence of
socioeconomic status across generations: recent estimares suggest that it
would take five generations for a family that earned half the national average
income to reach the average.”"?

» Breaking the intergenerational poverty link has become a major ex-
plicit goal of cash transfers, because they are a key way to redress in-
cqualities by helping to ensure that children in poor families are
better fed, are healthier, and have more education than their parents.

“Mly life would have been different if there had been something like
Oportunidades [the Mexican family grant] in my time. I simply wasin't
able to study,” notes Andrés Ponce Herndndez. In the tiny village of Zon-
gozotla in a coffec-growing area of Mexico, he lives in a makeshift house
of bricks and cardboard that leaks when it rains. But his children “are not
going to live like us. They will have a better life. They don’t know so much
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poverty anymore, or at least not as we have known poverty.” The key thing
has been that he was able to send his daughters to secondary school. “If I
didn’t have the help of Oportunidades, I would have had to tell my daugh-
ters that they could not study anymore and should just join with some fel-
low to support them.”!?

Because of the importance placed on breaking the intergenerational
poverty chain, cash transfers are often combined with access to public ser-
vices, and many are conditional (for example, they may require attendance
at school, clinics, or parenting classes). Whether conditions are necessary
is intensely debared and is discussed in Chapter 8.

Rights, Equity and Fairness

Many proponents of cash transfers see them as having important ethical or
moral components and as encouraging fairness, equity, and empowerment.

* The right to an adequate standard of living is guaranteed to everyone, de-
serving and undeserving, by the Universal Declaration of Human Rights,
and this right can be accorded to recipients through cash transfers.

* Redistribution of money from the richer to the poorer, along with the
attendant reduction in inequality, is often an implicit goal, because in
more unequal societies redistribucion is the only way to reduce poverty.
The growth of European social democracy was built on a belief that so-
cieties should be more equal and that there should be some redistribu-
rion of wealth from the rich to at least the “deserving poor,” with cash
transters running in parallel with a progressive tax system and state-
funded services, particularly for education and health. Table 3.1 gives two
measures of income inequality for a range of countries. In Sweden, which
is quite equal, the richest ten percent earns 6 times the income of the poor-
est fifth; Britain and the United States are less equal, with ratios of 14:1
and 16:1; whereas Brazil and South Affica are among the most unequal
countries in the world, with ratios of 41:1 and 35:1. The other measure
of income inequality is the Gini index, which measures the extent to
which the distribution of income is unequal: 0 reflects rotal equality and
100 indicates complete inequality (one person has all the income). Cash
transfers and other policies have made Sweden more equal. Figures 3.3
and 3.4 give the proportion of national income that goes to five groups
of people. As Figure 3.4 shows, in Sweden the pootest fifth of the pop-
ulation has 9% of national income, compared to 5% in the United States
and only 3% in Brazil. A number of studies* show that more equal so-
cieties are happier, are healthier, and experience more rapid economic
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Table 3.1 Measures of Inequality

Ratio of income of richest 10%

Country to thar of poorest 10% Gini Index
Sweden [ 25
Bangladesh G 31
Mongolia 9 33
United Kingdom 14 36
Indonesia 11 39
United States 16 41
Ghana 16 43
Mexico 21 48
Brazil 41 53
South Africa 35 58

Source: World Bank World Development Indicators online database. Dara from: Sweden 2000,
Bangladesh 2005, Mongolia 2005, United Kingdom 1999, Indonesia 2005, United Srares 2000,
Ghana 2006, Mexico 2006, Brazil 2007, and Souch Africa 2000.

development. Cash transfers can be part of a program to redistribute

money and reduce inequality.
* Empowerment and choice can be explicit or implicit goals of cash trans-
fers. Raising income above the poverty line means that people need no
longer be chained to the demands of immediate survival. Rather, they
have more time and resources to make choices about their own lives and
to be politically active, which promotes democracy. Cash transfers some-
times replace food aid or subsidies on particular goods such as maize;
giving people money instead of goods enables them to choose how the
money is spent. This, in turn, can increase competition between providers
and may improve quality and efficiency via supply-side impacts.
Improve status of women. Child and family benetits are normally given
to women, which is a direct gain for women struggling to feed a family.
Having an additional income can also raise the status of women within
the household. Young women in many countries face sexual demands
from teachers and employers, and a regular income makes it possible for
some young women to resist these sexual pressures. Social (non-contrib-
utory) pensions also benefit women morc than men, partly because
women live longer and tend to be poorer, but also because men are more
likely o have had a job thar inctuded them in a formal pension system.
Distribute mineral revenues. The “resource curse,” in which corrupe elites
of Nigeria or Guinea divert revenues {rom oil or minerals to their own use
instead of national development, has become an increasingly urgent issue.
Cash transfers can be used o distribute the income from natural resources
more faitly, to reduce poverty and support citizenship instead of lining
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Figure 3.3 Income Inequality
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Figure 3.4 Share of Income of the Poorest 20%
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ministers’ pockets. Mongolia, Bolivia, and the US state of Alaska distrib-
ute part of the income derived from oil, gas, and metals as cash transfers.

Brazilian researchers Degol Hailu of the International Policy Centre
for Inclusive Growth and Sergei Suarez Dillon Soares of the Institute for
Applied Economic Research (IPEA) note that “the economics profession
has long debated whether there is a tradeoff between growth and equity.
Countries thar pursued inequality-reducing strategies have been warned
that growth will be affected, and hence that poverty increases. The har-
bingers of doom advocated a growth-focused strategy. Their assumption was
that the income of the poor rises in direct proportion to economic growth.
The truth is more like this: economies with more equal income distribution
are likely to achieve higher rates of poverty reduction than very unequal
countries.”"?

Cash transfers do not automatically reduce inequality. Many pension
systems actually benefit the better off.'¢ Other transfers do reduce extreme
poverty, but often by redistributing cash from the middle classes to the poor,
so they do little to change overall inequality. Furthermore, the amount trans-
ferred, typically 1% of GDP, will not on its own have a major impact on
inequality. Nevertheless, as part of a broader program, cash transters can
play a part in reducing inequality. Not all countries will see this as a pri-
otity, and differing attitudes toward wealth and poverty will lead countries
to have varying attitudes toward redistribution. Thus clear goals will be
important in the design of a cash transfer program.

Mexing Goals

All cash transfers are designed in an effort to satisfy several of these aims.
A child benefit provided as part of society’s recognition of the need to give
extra money to families with children may also be conditional on sending
those children to school as part of ending intergenerational poverty. Sim-
ilarly, increasing evidence that less developed countries grow more rapidly
if they are more equal means that redistribution can have direct develop-
mental impacts.

The African Union 2006 Livingstone Call for Action underlines the
multiple goals.'” It cites five different purposes for social transfers: directly
reducing poverty and inequality; addressing generalized insecurity; pro-
viding cash directly to poor people to enhance economic growth; increas-
ing human capital by helping people to stay healthy, by assisting them in
educating their children, and supporting families affected by HIV/AIDS;
and stimularing local markets to benefit whole communities.
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It is difficult ro fulfill all purposes at once. Thus there are huge differ-
ences between programs in different countries because of different Starting
points, priorities, social attitudes, and spending levels. Tn this book we will
look at the differences and consider the range of choices and outcomes.
This approach underlines our view that there are no universal models that
can be directly applied. We believe that cash transfers are proving effective

and should be more widely used, but each country must shape its own
program.

CASH TRANSI'ERS TODAY—THE I.EADING SIX

The combination of a global economic crisis, the increasingly obvious fail-
ure of the neoliberal development model, and domestic political consider-
ations demanding an engagement with poverty led Brazil, India, Mexico,
South Africa, and China all to begin .cash transfer programs in the late
1990s; Indonesia joined them soon afterwards. More than 90 million fam-
ilies receive cash transfers in these six countrics. These programs have been
heavily evaluated, and there have been many changes, but they remain the
largest programs and continue to provide data and experiences from which
other countries can learn, These grants are not simple and are character-
ized by changing eligibilities and varying grant levels.

SOUTH AFRICA ended white minority rule (apartheid) and Nelson
Mandela was elected president in 1994, bur this did not bring job creation
or dispel poverty for the majority. Under apartheid, there had been some
racially determined social protection, and the initial demand was to ex-
tend these programs to all citizens.

In 1928 the South African state introduced non-contributory old-age
pensions for poor white and “colored” people, and in 1944 this was ex-
tf?nded to “African” people, although at a much lower rare, wich black pen-
sioners receiving Y2 of what was given to whites.'* By the 1950s, black
Sourh Africans were a majority of the recipients of non-contributory pen-
siomns, and by the end of the apartheid era, pensions had become one of
the most important sources of income for rural black South Africans.'?
Only in 1993, in the dying days of apartheid, did the white government
agree that all non-contribucory pensions would be ar the same level 20 By
2009 there were 2.3 million people receiving a social pension (85% of the
population 63 and older) and another 1.3 million receiving a similar dis-
ability grant. Whereas the majority of white older people live alone or with
other older people, three-generation households are the rule among black
South African families with pensioners. This means that social pensions
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directy improve the lives of millions of non-pensioners. There are six people
in the average South African pensioner household; households with a pension
are larger and have more children than houscholds without a pension. One-
third of black children under the age of 16 live with a social pensioner.”

In 1998 South Africa introduced the child support grant, which in
mid-2009 went to more than 8.5 million children (55% of all children).
The grant is R240 ($27) per month, and it goes to families where the main
caregiver has a monthly income below R800 ($89) in formal dwellings in
urban areas and below R1100 ($122) in informal dwellings and rural
arcas.”? The grant began in 1998 for children under 7 years old, but it has
been steadily extended, and by 2009 it was available for children under 15,

South Africa’s grants are not conditional, but applicants do have to
satisfy a verified means test. The means test for the child support grant is
quite complex; that for the pension is less so. Cash delivery is very straight-
forward. One-quarter of beneficiaries receive their money electronically,
and the rest collect the cash from shops, banks, and moebile cash machines.

In the 2009-2010 financial year, South Africa expects to spend R80
billion ($9bn) on grants and cash transfers; this represents 12% of the
total national budget and 3.5% of GDP. “This makes South Africa one
of the world’s biggest spenders on social grants,” says the South African
Treasury.”

BraziL faced a series of economic crises in the mid-1990s and was af-
fected by the Asian financial crisis of 1998. Fernando Hentique Cardoso,
president from 1994 to 2002, introduced a series of cash transfers during
1996-1999, including money for very poor houscholds to buy food and
gas and the Child Labour Eradication Programme ($11--17 per child per
month for poor houscholds with children aged 7-14 working in hazardous
or degrading conditions, a program that had 866,000 beneficiary children
in 2002). The Bolsa Escolar (school grant) program started as a local pro-
gram in municipalities. Initiated in Brasilia in 1995 by the newly elected
Worker's Party (PT), it had reached 100 municipalities when it was made
national in 2001. The grant was $5-15 per houschold for poor households
with children aged 6-15; 8.2 million children, living in 5 million households,
were covered in 2002, representing 5% of the population.,

Luiz Indcio Lula da Silva of the PT was elected president in 2002 and
reelected in 2006 to serve untl 2010. In 2003 he consolidated the cash
transfers into one family grant (Bolsa Familia). [n mid-2009, 11.6 million
families (50 million people,” representing 26% of the population) were

receiving grants. Eligibility is linked to the minimum wage, and families
with a per capita monthly income of less than R$69 ($35, 15% of the min-
imum wage) receive a family grant of R$62 ($31) per month. In addition,
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all families with a per capita monthly income below R$137 ($69, 30% of
the minimum wage) are covered, and children receive R$20 or R$30 pet
month per child (depending on age) up to five children. The maximum
benefit is R§182 ($91).% People must apply for the grant, but municipal-
ities largely accept a family’s declaration of income. The grant requires
clinic attendance and 85% school attendance, but these are “soft” condi-
tions. That is, if the conditions are not met, the grant is not cur off, but
social services are called in to support the family. The system is highly de-
centralized and is administered ac the municipal level. Payments are made
through agents—banks, shops, lottery sales agents—and cash machines.

There are also two social pension schemes, both of which pay a ben-
efit equivalent to the minimum wage. A non-concributory rural pension
(Previdencia Rural) was introduced in 1991 and, two years later, an urban
pension (Beneficio de Prestagio Continuada, or BPC, which replaced the
Renda Mensal Vitalicia, or RMV). In 2007 pensions were paid to 1.2 mil-
lion individuals aged 65 and over living in households with per capita
household income below a quarter of the minimum wage; a disability pen-
sion was paid to 1.3 million people, and a rural pension was paid to 5.4
million people who had worked in the informal sector.?* Half of pensioner
households also include children. The average pensioner household con-
tains 3 people, and 24 million people are in families benefitting from these
pensions.” Thus 74 million people, or 39% of the population, benefit from
cash transfers.” The three pensions cost R$31bn in 2007, and Bolsa Familia
that year cost $R8bn for a total of R$39bn ($22bn at the exchange rate in
2007), or 1.5% of GDP for all the cash transfer programs.”

MEXICO faced a major crisis in the mid-1990s. Its joining the North
American Free Trade Agreement in 1994 triggered the Zapatista rebellion
in Chiapas province. Ernesto Zedillo took office as president on December
1, 1994, and immediately faced a major economic crisis. The poor were
badly hit, threatening to make a sick joke of Zedillos campaign slogan
“well-being for your family” (Bienestar para tu familia). Over the next two
years, the Mexican government completcly rethought anti-poverty pro-
grams. Food subsidies on bread, tortillas, maize, beans, and other staples
had been in place for up to 30 years, but it was argued that the subsidies
largely benefitted the better off who consumed more. In 1997 Mexico
launched its cash transfer program, Progresa, giving money to 300,000
families. This program was steadily expanded. Renamed Oporrunidades
in 2002, it reached 5 million families in all 31 states by 2004, thus serv-
ing 24 million people, or 22% of the population. In the three poorest
states, it reaches more than half of all families. The cash grant averages $38
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per month, which is 27% of the average household income of the rural
poor and 20% of that of the urban poor. The 2008 budget for Oportu-
nidades was 42 billion pesos, about $4bn, which is just 0.3% of GDE

Poor households that are to receive the grants are identified by a point
system (called a proxy means test) based on the age, gender, and education
of each family member, on whether the house has electricity and tap water,
and on whether there are assets such as a radio, television, and bicycles.
The grant is quite complex, depending on age and school level. Part of the
grant is paid to the mother or to whoever is responsible for the children.
But children who attend school more than 85% of the time receive their
own cash transfer, which increases as children become older. Finally, fam-
ilies receive food supplements and free medicines. For the entire family,
the average cash transfer is $30 per month, and in-kind transfers are worth
$6 per month. The maximum cash transfer per family is $153 per month.
There are no restrictions on how the money is spent.?

Unlike the programs in Brazil and South African, the Mexican program
imposes a set of conditions on recipients. In part this reflects the influence
of attitudes of the neighboring United States on Mexican elites as well as on
the Inter-American Development Bank, which played a major role in de-
signing the program.?' As in Brazil, mothers must attend health clinics with
their children, to ensure that the children are monitored and thar they receive
vaccinations, Bur in Mexico mothers must also artend talks on health, nueri-
tion, and reproductive health, must attend community meetings, and must
take part in community labor such as cleaning schools or sweeping streets.
Teenagers must attend talks related to reproductive health and drug addic-
tion. Those who fail to comply lose their grants. Also unlike Brazil and
South Africa, “Oportunidades is not a programme to reduce poverty in the
short-term. It was designed to break the ‘inter-generational circle of poverty
through a medium- and long-term process of human capital construction,”
explains Mercedes Gonzdlez de la Rocha of the Mexican Social Anthropol-
ogy Research Institute (CIESAS).?” The program was unusual in that there
was extensive independent research and evaluation from the start, not only
by Mexican researchers and academics but also by the Washington-based In-
ternational Food Policy Research Instirute (IFPRI).

INDIA has adopted a very different strategy with its National Rural
Employment Guarantee Scheme (NREGS). This program guarantees each
rural houschold 100 days of unskilled wage labor per year at a wage of no
less than Rs 60 ($1.25) per day. It is sometimes called workfare®® because
it requires the recipient to actually work to earn the money, bur it differs
from traditional public works programs in that it guarantees a right to work,
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and thus a right to an income when the recipient needs it, which is typi-
cally when there is no agricultural work. One-quarter of Indians are poor,
and three-quarters of those live in rural areas; most are small farmers or
landless farm workers who cannot find work during slack farming sea-
sons-—around April in many parts of India. The program began in Maha-
rashtra state in 1979 and was tried in other states, including Bihar; work
was promised within 2 weeks of an application, and if work was not avail-
able, approved applicants would still be paid the minimum wage.

When the Congress Party of India returned to power in 2004, it took
up the idea, and the national program was launched in 2006. It was rap-
idly expanded to all 600 rural districts by 2009 and was planned to involve
44 million households. Most of the work is on labor-intensive, small-scale
construction projects for roads, water supply, irrigation, flood control,
land development, and reforestation. Total expenditure is $4bn per year
(0.3% of GDP); the average salary is $1.70 per day, and the average house-
hold does 40 days of work per year. Projects are intended to encourage
higher agricultural productivity and improve market access, and they are
partly selected by local development committees. The guarantee means
thar projects are demand driven and must be designed to handle large vari-
ations in labor supply.

CHINA was faced with the collapse of its old safety nets, and the Min-
imum Livelihood Guarantee Scheme (Di Bao) was introduced in Shang-
hai in 1993 and expanded to other Chinese cities in 1999. By 2005 it
covered 22.3 million people in 7.4 million families. Although the num-
bers are large, the grant is relatively small, and the program covers only a
small fraction of the population. Di Bao is restricted to “registered” urban
residents, and thus it excludes many migrants from rural areas who do not
have a formal right of residency and are often the poorest people in urban
areas. The grant is unconditional and goes to all registered families below
a poverty line set at the municipal level, which averages Yuan 230 ($28)
per person per month. It now covers about 6% of urban residents and
costs 0.1% of GDP. Families claim the grant by reporting an income
below the poverty line, and local authorities and neighborhood commit-
tees try to ensure that recipients are genuinely cligible by looking at assets
such as consumer durables and at housing conditions. The World Bank es-
timates that Di Bao covers only one-quarter of urban households below
the poverty line. The grant is small, averaging Yuan 26 ($3) per person per
month and representing only 10% of the income of recipients. It is ac-
cepted thar this small transfer will be largely spent on food, so many areas
have introduced separate medical assistance programs.* Di Bao is being
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expanded into rural areas, and in August 2009 China announced plans for
a rural pension that would combine personal pension payments by farmers
and a government subsidy, apparently guaranteeing Yuan 260 per month
to everyone over 60.%

INDONESIA was hit hard by the 19971998 Asian financial crisis, and
poverty increased sharply; popular uprisings forced President Suharto to
resign in 1998. Various anti-poverty and safety net programs were intro-
duced, particularly around community infrastructure development. In
2005 a fuel subsidy (which largely benefitted the better off) was replaced
by a cash transfer program that gave Rp100,000 ($8) per month to 19
million poor families (40% of the population) for 12 months in 2005
2006. It was called the Program Bantuan Langsung Tunai (BLT) and cost
about 0.5% of GDP. In tesponse to the rise in fuel prices, BLI" was given
again for 9 months in 2008-2009. By then Indonesia was already design-
ing a different kind of cash transfer program, one that is longer term, car-
ries conditions, and gives more money to fewer families. Program Keluarga
Harapan (PKH) by late 2009 covered 2 million houscholds and aimed to
reach 6.5 million poor families. Each family will receive money for 6 years,
Transfers will depend on the size of the family, will range from Rp50,000
($4) to Rp183,000 ($15) per month, and will average Rp1 16,000 ($10).
BLI' was unconditional, but PKH is explicitly modeled on Mexica’s Op-
ortunidades and requires school attendance and visits to clinics. Targeting
is based on a proxy means test, and the household must have a child; money
is given to women heads of households and is collected from the post
office.?

The six big cash transfer programs already in operation show just how
varied such programs can be. They are unconditional, soft conditional,
and hard conditional; are targeted narrowly and broadly; and vary greatly
in what proportion of houschold income they provide.

OTHER CASH TRANSFERS IN THE SOUTH

Social Penstons

BoOLIVIA is the only country in Latin America to have a universal non-
contributory pension. Bolivia is one of South America’s poorest countries;
29% of the population live on less than a dollar a day, and most people
work in the informal sector with no sccure income. Bolivia introduced
Bonosol in 1996, using funds from the privatization of Bolivias utility
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companies. In 2001 Bonosol was providing an annual pension of Bs900
($125) to every man and woman over the age of 65; this pension was in-
creased to Bs1800 ($250) in 2003. In 2008 it was renamed Renta Digni-
dad and reformulated to be financed from a tax on gas exports following
renationalization. The age of eligibility was reduced to 60, and benefits were
set at two levels: Bs2400 for those without any pension and Bs1800 for
those with some kind of contributory pension.*

There are clusters of countries with social pensions in South Asia
(INDIA, BANGLADESH, NEPAL}, southern Africa (SOUTH AFRICA, BOTS-
wANA, NAMIBIA, LESOTHO, SWAZILAND, MAURITIUS), and South America
(CHILE, ARGENTINA, BrazIL, URUGUAY, ECUADOR).*

Families and Children

At least 26 countries have introduced child benefits or family grants. Three
such programs are large and cover a significant portion of the children in
the country.

MONGOLIA, one of Asia’s poorest countries, introduced a targeted
Child Money Program (CMP) after both main political parties promised
it during 2004 elections.* Targeting proved ineffective, however, and in
2006 CMP was converted to a universal child benefit, over the objection
of donors. The initial program provided Tog 36,000 ($31) per child per
year. In 2007 this was increased to Tog 136,000 ($117) per year, which
made possible a 35% increase in spending for the poorest tenth of house-
holds. This child benefit has reduced the percentage of children in poverty
from 42% to 27%. The cost of CMP increased from 0.8% of GDP to
3.9% of GDP; CMP is largely funded from a new rax on mineral exports
and is publicly presented as sharing the mineral wealth of the country. The
program started with a range of conditions, but now it requires only school
attendance.

EcuADOR has one of the biggest of the newer programs. Bono de
Desarrollo Humano was launched in 2003, and by 2006 it covered 5 mil-
lion people in more than 1 million households—40% of the population.
Beneficiaries are selected by a proxy means test, and the program is uncon-
ditional. The cost is 0.6% of GDP.

PERU’s Programa Juntos had reached 125,000 households wich $33
per month by 2006. The target is to reach the 1.5 million houscholds in
extreme poverty, 28% of the population, which would cost 2% of GDP.
The poorest communities are selected, and then a proxy means test is applied
to select poor households; there is a community validation.

CASIT TRANSFERS TODAY 45

The members of another group of programs reach around 15% of the
population:

COLOMBIA’s Familias en Accién is a child benefit that had reached 1.7
milfion houscholds, more than 15% of the populadon, by 2007. The
grant is $8-33 per child, depending on age, and is conditional on school
and clinic attendance. The cost is 0.2% of GDP.

HONDURAS gives $113 per year to 240,000 households in the 1,000
poorest communities, reaching 15% of the population. The cost is 0.3%
of GDP.

ARMENIA has a family grant that in 2003 gave $15 per month to
141,000 households, about 17% of the population, at a cost of 0.9% of
GDP. Eligibility is by a proxy means test, and the program has been scaled
down from its peak in 1999, when it reached 212,000 families ar a cost of
2% of GDFE

PaNAMA's Red de Oportunidades reaches 50,000 households (15% of
the population) with $35 per month, costing 0.4% of GDP. There is a geo-
graphic selection of the poorest communities, and then a proxy means test is
used o select the poorest households. The grant is conditional on artendance
at schools and clinics and on mothers attending human development lessons.

JAMAICA has a combined child benefit, pension, and disability benefit
aimed at the poorest. By 2008 it had reached 300,000 people, or 12% of
the population. Grants range from $7 to $12 per month per person. The
cost is 0.2% of GDT.

GHANA's Livelihood Empowerment Against Poverty (LEAP) aims to
reach the 19% of the population who are identified by the Ghana Living
Standard Survey (GLSS) as falling into the category of extremely poor.
Grants are $6—10 per household per month. LEAP started in 2008 with
8,000 houscholds and had reached 35,000 by 2009. It expects to reach
165,000 houscholds by 2012 at a cost of 1% of GDI.

Ten programs reach less than 15% of the population, sometimes with
quite small amounts of money, but each gives money to more than 1 mil-
lion people:

The PHILIPPINES picked the 150 poorest municipalities and cities and
then used a proxy means test to select the 380,000 poorest houscholds,
which receive $11 per month plus $7 per month for each child, up to age
3. The program is conditional on attending school and health clinics. The
cost is 0.1% of GDP.
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CHILE has two cash transfers, Subsidio Unitario Familiar (SUF) gives
$10 per mopth to poor houscholds and reaches 1.2 million people (7°g/ f
the population). Chile Solidario gives extra money and exp};i y o
;up;laort families in extreme poverty and to change their behavior, settin
amily an‘d government responsibilities for action on seven dimen,sions ogf
POVeLLy: 1t requires regular meetings with a social worker. The program
targets the 5% of houscholds estimated to be in extreme pover : G%
start at $21 per month and decrease to the $10 per month of ;YUF ?ts
18 months. The cost is 0.1% of GDP ’ -
Thﬁf KYRGYZ REPUBLIC has two main benefits that cover 500,000
poor children, about 10% of the population, at a cost of 0.6% of GI,)P
' BANGLAF)ESH gives a stipend of Tk100 ($1.50) per month to 5.3 m;l—
lion poot primary school pupils at a cost of 0.2% of GDP The (;ld-a e
pension scheme, introduced in the face of donor resistance, now providgs
Tk250 ($3.75) per month to almost 1 million old people {mainly widows)
. In PAKISTAN, in Punjab stare, 450,000 girls at secondary school re:
ceive $3 per month. A food support program gives a quite small amount
of money, a single annual payment of PRs 3000 ($36) per family to a large

number of people—1.5 million househ 1
i g gbrople 1 on households, 6% of the pepulation. The

citly tries to

Other programs include the following;

EL SALVADOR’s Red Solidaria gives up to $20 per month to 100,000
extremely poor households in the 100 poorest municipalities. ,

-CAM‘BOI:TLA has a conditional program for education of poor girls and
ethnic minority children, which gives $45-90 to 15,000 children ii 75
ondary schools located in the poorest communes of 17 provinces -

PARAGUAY has two programs that reach 22,000 families wich -$18ﬁ36
per month, at a cost of 0.1% of GDP

MALAWT had several pilot programs targeting the 10% of families that
are ultra-poor and lack sufficient labor. This program started in four di
tricts, had expanded to seven districts and 24,000 families by 2009 ans(i
plans to cover the encire country and reach 273,000 houscholds b 2,013
The grant averages $14 per month and is projected to cost 1.4% zf GDI;
by 2013. Malawi also offers a fercilizer subsidy, costing up to 4.7% of GDP
that reaches families with land and labor. e ’

Smaller family programs, typically pilots reaching fewer than 20,000

hOUSGh()ldS are bEIIl n l l( EN YA I ZA IA
b > b AN N
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Workfare

ETHIOPIA is the only African country to opt for a labor-based program sim-
ilar to Indias. Its Productive Safety Nets Programme (PSNP) began in 2005
and was initially financed by a consortium of donors as an alternative to re-
peated emergency food aid programs. It is targeted at 262 chronically food-
insecure woredas (districts) and aims to provide predictable cash transfers for
5 years, By 2008 it had reached more than 7 million people and had an an-
nual budger of $500 million (2% of GDP, which makes this the largest pro-
gram in Sub-Saharan Africa, after South Africa). The main part of PSNP is a
public works program paying 8 birr ($1) per day for 5 days of work per
month between January and June, when less labor is needed for farming. The
second component is direct support, which gives money to vulnerable house-
holds with no able-bodied members who can be employed on public works
projects. One-third of PSNP households also benefit from a package of pro-

duction-increasing services such as credit and agricultural extension.!

GIVING MONEY TO 110 MILLION FAMILIES

At least 45 countries in the Global South now give cash transfers to more
than 110 million families. This policy revolution has swept the South in
the past decade and is challenging attitudes in the North. Every program
is different and there are huge variations, from universal child benefits in
Mongolia to pensions in Africa to family grants in Latin America. Some
grants are tiny—only $3 per month-—whereas others give families more
than $100 per month; some cover more than one-third of the population,
and others aim only for the very poorest. The size of public spending also
varies enormously, from as little as 0.1% of GDP up to 4% of GDP, al-
though most programs fall in the range of 0.4% to 1.5%. Six countries took
the lead and still have the biggest programs—Brazil, Mexico, South Africa,
India, Indonesia, and China—bur several countries (including Mongolia,
Ecuador, Peru, and Ghana) are introducing cash transfers that will reach a
large portion of their population. ‘

The huge variation in cash transfers reflects significant differences in
local politics, history, resources, and goals, Each transfer program chooses
from a broader menu of possible goals:

* Social protection and security. Alleviating immediate poverty with
money for the young, old, and disabled and for the working poor,
as well as creating “safety nets” for those temporarily in poverty.
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* Development and economic growth. Giving poor people enough
additional money to enable them to invest profitably in new crops,
trade, or the search for a better job, while providing a small buffer
that makes it easier to take risks. Initial spending is within the local
community, which creates demand and promotes an upward spiral
of local economic growth. Local growth in poor arcas then spurs na-
tional economic development.

* Breaking intergenerational poverty. Children of poor parents are
less likely to be poor if they are better fed, healthier, and better ed-
ucated, all of which can be promoted by cash transfers.

* Rights and equity. Cash transfers help to satisfy the human right to
a decent standard of living. They can also reduce income inequal-
ity, and less inequality tends to promote development. They can
promote the status of women. And they can be important in a fair
distribution of mineral revenucs, preventing the “resource curse.”

Cash transfers are becoming popular precisely because they are tools
that can be effectively used for a range of goals, but they are always based
on the understanding that it makes sense to give money directly to poor
people because they will use it productively and wisely.
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“THE GRANT DOESN'T COVER KVERYTHING. IT'S ONLY ENOUGH TO BUY FOOD
and keep my son in school,” explains Licia, a mother in Bacabel, north-
eastern Brazil.! A study in Brazil showed that the main increases in spend-
ing were on food, children’s clothing, and costs related to children’s health
and education,? and this is true of most cash transfers. In general, half the
grant is spent on more, better, and more varied food—typically more meat
or fish, as well as more fruit and vegetables. In Colombia the grant “greatly
increased” total food consumption and particularly increased consump-
tion of food rich in proteins: milk, meat, and eggs.® After food, the main
increase in spending was on children’s clothing and shoes. In Mchinji,
Malawi, families in the cash transfer program ate meat or fish three times
a week, compared to once every three weeks for families not in the pro-
gram.® In South Africa, for those families that receive the child support
grant, it accounts for 40% of household income, and half of all family ex-
penditure is on food.”> Indeed, without the grant, most houscholds would
not have sufficient income to cover their food needs. Of the 12 million
South Africans who receive social grants, 70% are still below the poverty
line, but without the grants it would be 94%.°

In poor households in Mexico before Oportunidades, diet was monot-
onous, with 75% of calories coming from grains. Oportunidades meant
that people ate 8% more calories, but what was striking was the increase in
vegetables, fruit, and meat and animal products, particularly in the poorest
households. Most of the improvement is due simply to increased income,
hur marr af the increase in varietv of foods seems to be attributable to health
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talks given to mothers.” Children in Oportunidades who are between one
and five years of age have 2 12% percent lower incidence of illness than
children outside the program, and adult beneficiaries have 17% fewer days
incapacitated by illness and can to walk 7% farther than non-beneficiaries.®

Whatever their precise targets, most cash transfer programs are shared
across the family, but with an emphasis on children (even in the case of
pensions), and all cash grants, whether or not the grants have conditions,
improve child health and school attendance. Children usually have priot-
ity in the family, so high levels of child mortality,” malnutrition, and illness
are indicarors of family poverty. Each year, more than 9 million children
die before they reach the age of five—one child every 3 seconds. As Fig-
ures 6.3 and 6.4 in Chapter 6 show, in some African countries between 1
in 10 and 1 in 5 children die before their fifth birthday. In Bangladesh and
Indonesia it is more than 1 in 13 for the poorest children. Undernutrition
is an undedying cause in more than one-third of all deaths in children
under five, according to the United Nations, and most of these deaths
could have been prevented with a few dollars’ worth of food.!

Lack of money, and thus lack of food, is one of the key causes of mal-
nutrition, and thus the most important marker of the success of cash
transfer programs should be dedline in child mortality and malnutrition.
In northeast Brazil, Bolsa Familia brought a dramatic reduction of 45% in
chronic child malnutrition (stunting, measured by height for age).’* Stud-
ies in both Nicaragua and Mexico show significant improvements in child
nutrition as a consequence of grants.”? An elegant study in South Africa
used the introduction of the child support grant to compare height for age
of children born more than a year before their mothers received the grant
with height for age of children born after the start of the grant. Children
born before the grant were significantly shorter than average, whereas chil-
dren born after mothers began receiving the grant were significantly taller
than average—and were likely to be 3.5 cm taller as adules.'? Children in
pensioner households in South Africa were also taller.'* Most cash transfers
report a decrease in stunting, although the amount of the grant matters;
grants that make a substantial contribution to household income are more
effective.'? Children in Oportunidades are 1 cm taller after two years, and
even after six years they are 0.67 cm taller.'®

Key mental and physical development takes place in the first ewo years
of life, and any losses that occur then are irteversible. Malnutrition in early
childhood permanently undermines physical and cognitive development,
educational achievement, adult heighr, and even adult earning capacity.”
The period of the transition from breastfeeding to other foods is particularly
important. The importance of early childhood nutrition was underlined
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in a study in Mexico of Oportunidades. Teresa Cen, of Tixmehuac, Yuca-
tan, explained that “my two sons could not pass the seFond grade becausc
they did not learn how to read. One learned to read in two hours when
we told him we would buy him a toy airplane, but the other has a hard
head and cannot learn to read for anything.” Maribel Lozano Cortés of the
Universidad de Quintana Roo, who carried outr the study, comments,
“These deficiencies are, withourt a doubt, what health experts have labeled
as a product of the poor nutrition thar the children of SOL.ltlll Yucarén re-
ceive. This generates low intellectual and physical productl-wty levels that
will stay with them for the rest of their lives.”"® QOportunidades was too
late for one of Teresa Cen's sons.

Children in poorer households are more likely ro be in poor heal_th
and to be shorter and more poorly nourished than those in wealthier
houscholds. Their mental development is restricted, and as they grow
older they have a smaller vocabulary than richer childrf:'n, which affects
their earning capacity as adules. A World Bank study in Ecuador. con-
firmed this general pattern but found that cash transfers could s:gmﬁ—
cantly change it."” A relatively modest cash transfer to poor women led to
substantial improvements in child outcomes for the poorest ch1ldrffn.
The study looked at Bono Solidario,” which began in 1998 :and provided
an uncondirional grant of $15 per meonth to poor families; this rcPresented
only 10% of family expenditure, but it was enough to ma}(e a difference.
Because of the way the program was rolled out, it was possible to compare
participating families with similar ones the grant had not yet reached. .As
expected, the children in poor families receiving the grant were healthier,
bur the study looked more closely at mental development and found the
children to have a significantly larger vocabulary and better short- z?nd
long-term memory as well, They were also noticeably better behaved. Sim-
ilar improvements in cognitive development due to a cash transfer were
found in Nicaragua.”

More money in poor households makes possible the p_urchasc of more
soap, warm clothing, and shoes, which also has a direct 1mpa_Ct on ch_lld
healch 2 Several programs, including those in Colombia, M#awl, and Za{n-
bia, report large decreases in children's illness.” In Sout}_l {\frlga, pension in-
come is also used to upgrade houschold sanitation facilities.”

More Kids in School

All cash transfer programs produce an increase in school enrollment a‘nd
attendance, regardless of conditions and of whether or not such an in-
crease is an explicit goal of the program. This even occurs where primary
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school attendance is already required by law. Both South Africa and Mexico
have high primary school attendance rates, and the grants in both countries
increase school attendance. In South Africa primary school attendance was
already 96%, but the child support grant cut non-auendance in half, with
98% of children in grant families going to school. This is a greater impact
than in Mexico, where the increase on a similar base was just over 1%6. This
is surprising, because school attendance is a condition of the grant in Mex-
ico, and the South African grant is unconditional.”

“One norices the difference with Oportunidades: the kids are better
dressed,” said teacher Eloisa Cobd of Tixmehuac, Yucatin, Mexico.?® So-
corro Palma Cazabal, 2 mother in San Felipe Teotlancingp, in the state of
Puebla, confirms this: “Before Oportunidades, there werent many chil-
dren who went to school well dressed. They went with their shoes broken
or with very simple clothes. Now, they go wearing new clothes, or very
neat. There are more children and the school is improving. "%’

For Mexico, the major changes are beyond primary school (grades 1-
6). Teenagers in Oportunidades are 33% more likely to be enrolled in
middle school or junior high school (grades 7-9, called secundaria in Mex-
ico). Children in Oportunidades are 23% more likely to finish grade 9
than those outside the program. In rural arcas, high school (medio supe-
rior, grades 10-12) enrollment has doubled.”® Before Oportunidades it
was rare for poor pupils to stay on for secondary school, but now it is the
norm. “Many more students are reaching high school. T am the director of
a primary school, and today 1 find that almost all of my students go on to
high school,” reports Efren Hernandez of Tzucacab, Yucatin. A study showed
that graduation rates of high school students in the southern Yucatdn had
greatly increased, in large part thanks to Oportunidades. High school
principal Casimiro Dzib of Chacsinkin, Yucatdn, argues that “they come
to school because of the scholarships; if they were to be taken away, the
students would no longer come,””®

Some programs have shown a proportionately greater increase in at-
tendance by gitls, reducing the gender imbalance. Oportunidades has dif-
ferential scholarships for girls and boys; by grade 12, girls receive $15 per
month more. The schooling and attendance gender gap has disappeared
in grades 7-12.* “I would have liked to continue studying. T took the test
to enter senior high and passed, but my parents had no money. I missed out
on studying,” says Miguelina Ramirez Alvarez in Zacate Colorado, Veracruz,
Mexico. She sighs sadly: “If Oportunidades had existed back then, I would
most certainly have continued studying,”!

And it is not just Mexico. In Brazil the unconditional rural pension
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girls berween 12 and 14 years old.” The northeast is Brazil’s poorest region,
which is home to 30% of the national population, but to 49% of those
who are poor and 63% of those considered indigent.*> Not surprisingly,
half of Bolsa Familia recipients are in the northeast. Because of the way
Bolsa Familia has been rolled out, it is possible to do comparisons between
families with the grant and others who are not yet receiving it. In the north-
east, school attendance has increased and children in Bolsa Familia families
spend more time studying.**

Some cash transfer schemes, such as Bangladesh’s Female Secondary
School Stipend Programme, have explicitly focused on the goal of women's
empowerment. One evaluation found “a wide range of positive impacts of
the stipend programme on girls’ lives, such as increase in age at marriage,
greater birth spacing, positive attitude to smaller family size, and higher
employment and earning levels.” But Simeen Mahmud of the Bangladesh
Institute of Development Studies also found that “there is unintended ex-
clusion of the poorest girls because the amount of the stipend is too low
to cover all costs of sending a girl to school [and] it has also failed to reach
gitls in under-served areas due to poor private investment in educational
institutions in those areas.””

The main beneficiaries are not always girls. In Colombia girls are much
more likely to go to school than boys, especially to secondary school. Pri-
mary school enrollment is already high, buc the grant Familias en Accidn
increased secondary school attendance by almost 10%; both girls and boys
were more likely to go to school, but boys were the biggest gainers.*®

Reducing Inequality

Because cash transfers go the poor and poorest, they contribute to reduc-
ing inequality as well as poverty. Mexico, Brazil, and South Africa have all
seen rapid reductions in inequality. These three countries have other social
programs as well, so it is hard to disentangle the effects of different pro-
grams, and the specific impact of cash transfers on inequality is highly
debated. In Brazil, for example, there was also a large increase in the min-
imum wage. A 2009 study of Brazil argues that one-third of the decline in
inequality was directly due to cash transfers.”” In turn, most of the cash
transfer’s contribution to reducing inequaliry comes from Bolsa Familia
and less from the social pension,”® which together reach 39% of the popu-
lation—74 million people. Researchers Degol Hailu and Sergei Soares
argue that the second third of the inequality reduction derives from the

“knock-on effects of better income distribution” and that the final third is
r . ol e Al Abene 10O0OR 39
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In Brazil, the share of people in poverty in 2003 was 28%, but this
had fallen to 17% in 2008,% as measured by Brazil’s own poverty line, ot
from 22% to below 13% using the World Bank $2-per-day poverty line—
a record any government would be proud of {see Table 4.1). Inequality is
sometimes measured by the Gini index, which is 0 if everyone has the
same income and 100 for total inequality (one person has all the income).
As Table 3.1 showed, the countries where income is most equally divided
have a Gini index of around 25, whereas in unequal countries such as Brazil
and South Africa, the Gini index is over 50. Cash transfers can be only one
part of a package, but it is clear that if a government chooses to reduce in-
equality, it can do so. In Mexico the Gini index fell by 5 points in eight
years,*! in South Africa the Gini index declined by 3 points in five years,*
and, as the table shows, Brazil’s Gini index dropped 4 points in six years.

IMPACT ON WOMEN

Child benefit and family grants are paid preferentially to women in nearly
all cash transfers. Jorge Morales Pablo lives in Yunuén, a tourist island in
Lake Pétzcuaro, Mexico, He thinks it is better that the money is given to
women, because “they are the ones to carry out the administration of the
families. If the money was given to men they would spend it in the can-
teens with their friends—throw money around and say, ‘Later I'll see how
I'll manage.” With women, in contrast, the monecy is safer. Many women,
when they get their benefits, get a good bunch of corn, beans, rice, and
sugar. They buy enough so they don't have to worry about what to eat to-
morrow or the day after tomorrow. I respect them for that.”*

A study in northeast Brazil showed that paying cash transfers to women
increased the bargaining power of women within the household, as shown
by an increase in the decisions about spending made by women rather than
men.* In Mexico, “men have increasingly accepted the nature of the trans-
fers and the fact that women decide how to spend them. Women, on the

Table 4.1 World Bank Estimate of Poverty Reduction in Brazil

2001 2003 2005 2007
Gini Index 59 58 56 55
Population under $2/day (PPP)* 22% 22% 18% 13%

Note: a. $2/day at World Bank purchasing power parity (PPP)
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other hand, feel they have gained an area of relative autonomy and power,”
explain Augustin Escobar Latapi and Mercedes Gonzélez de la Rocha®® of
Mexico's Social Anthropology Investigation Centre (CIESAS) in Guadala-
jara. “On balance, most women see themselves in a better situation to fulfill
their roles as care providers and, increasingly, as economic providers.”

But Oportunidades is aimed at the next generation, and mothers are ex-
pected to sacrifice themselves. Oportunidades imposes on recipients many
conditions, known as “co-responsibilities,” and the burden of the program
is entirely borne by women. Indeed, the program assumes that women do
not do extensive work outside the house; most “co-responsibilities” need to
be carried out during normal working hours, and interview teams inten-
tionally arrive during the day without warning.

This provaked harsh criticism by Maxine Molyneux of the Institute
for the Study of the Americas, University of London. Daughters “are in-
vested in as citizens, and their capabilities and life chances are expanded
through education and health; the mothers, meanwhile, are treated as hav-
ing responsibilities rather than needs and rights.”’

Mothers’ “co-responsibilities” became a key focus of the debate, be-
cause all studies agree that the classes (pléticas), meetings, voluntary labor,
and other requirements add a substantial amount of time to women’s al-
ready large burden. A detailed study on women's views of Oportunidades
by a group headed by Michelle Adato® of [FPRI concluded that “almost
all [women] felt that the benefits of participation outweighed the costs.”
The group’s statement continues: “For some, through being able to leave
the house more often without their husbands; by gathering in mectings
and health pldricas and speaking to cach other about concerns, problems
and solutions; by developing more comfort with speaking out in groups;
and through health, nutrition, sanitation, family planning and family carc
education they are receiving in the health pléticas, women say they have
developed greater confidence, a greater awareness of their situation as
women, and in general they know more.”

Adaro’s team stresses that “because it is confronting longstanding gender
biases, the program's success in the long-term depends to some extent on
changing attitudes and beliefs among men and women.” Thus women them-
selves stress the importance of educating their daughters. “Women also feel
that by making them beneficiaries, the government is recognizing them.”

Women feel that Oportunidades is personally empowering because it
gives them more opportunities to leave the house and provides spaces in
which to communicate with other women in new ways. The importance
of this should not be underestimated, because research on Bolsa Familia in
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that women felt a high degree of isolation and confinement to the house,*
a pattern that is in some way broken in Mexico by the co-responsibilities.

But the Adato study also points to limitations. Although there is valu-
able personal empowerment, Oportunidades has no system of “collective
empowerment” to “build . . . organizational capacity that could produce
second-round social or economic benefits.” Furthermore, although the
women really appreciate and need the health talks, “we found that other
types of adult education linked to productive activities would meet women’s
strongest aspirations. . . . They ask for government programs that will give
them skills that will help them engage in productive activities and earn in-
come. They also want to learn to read and write.” And women said they
would like Oportunidades to give similar talks to men on health care, family
planning, and domestic relations in order to equip them to understand and
help deal with the problems the women face at home. Escobar Latapi and
Mercedes Gonzilez de la Rocha confirm that Oportunidades has “no com-
ponent designed to empower housewives”; instead, “the emphasis [is] on co-
responsibility and investing in the future generation of citizen/workers.”

Maolyneux argues that women “may gain a sense of greater self-esteem
or status withour gaining any greater control over their lives.”* Oportu-
nidades reinforces a social policy that is “familial, patriarchal and paternal-
istic” and “creates a dependency on a subsidy which confirms mothering as
women’s primary role.”'

Escobar Latapi and Gonzilez de la Rocha respond that “although con-
ditional cash transfer programmes do place a significant burden on women,
and particularly on mothers, participation in these programs has never-
theless generated a number of positive outcomes for women of different
age-groups.”

The Oportunidades program itself has tried to refute the criticism via
interviews with women who have been empowered by the program. Irma
Huerta Gonzdlez lives in Emiliano Zapata los Molinos, in the municipal-
ity of Atlixco Puebla, Mexico. She was afraid of her husband, who would
not let her out of the house. But then, after she signed up for Oportunidades,
she left him. “I decided to act because I counted on some money from
Oportunidades so I didn’t have to depend on him economically and this
way I could provide for my two daughters.”

Adela Alejandre Flores, from Capula in Michoacdn state, Mexico,
points to an indirect change brought abour by Oportunidades.“Before
Oportunidades there was a serious alcoholism problem. Men drank a lot
and bear their women. . . . This has changed. Thanks to the conferences
they give us we have decided not to cross our arms but to act to solve
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wine late at night or to children.” Women have learned not to let men beat
them. “Now they defend themselves. Now all women go out to work, they
do not stay deing nothing, because before they were not even allowed to
go out. It all began because they had to go our to get their benefits, and
their husbands, who were interested in the money, let them go. You should
see how different our community is now! . . . We owe this all to the Opor-
tunidades Program.”

NOT A MAGIC BULLET

Cash transfer programs “are as close as you can come to a magic bullet in
development,” said Nancy Birdsall, president of the Center for Global De-
velopment, a Washington-based research group. “They're crearing an in-
centive for families to invest in their own children’s furures. Every decade
or so, we see something that can really make a difference, and this is one
of those things.”*

Birdsall was referring specifically to Brazil’s Bolsa Familia. Brazil is one
of the most successful examples of cash transfers, but it also provides some
key insight into why cash transfers arc not a single “magic bullet” and can-
not work on their own. Even the rapid reductions in poverty and in-
equality in Brazil are due not just to cash transfers but also to 2 doubling
of the minimum wage over five years. This had a ewo-fold impact: Pen-
sions and disability grants are at the minimum wage, and in the informal
sector, wages do tend to rise in parallel with the minimum wage.

Although the grants do increase school attendance, there has not been
an increase in children passing from one year to the next and graduating,*
It appears that children from poor backgrounds actending school for the
first time are not supported but are just dumped in the back of the class-
rooms. Without parallel improvements in education (in particular, training
for teachers to help them support students from the poorest backgrounds),
Bolsa Familia on its own cannot improve educational outcomes. Similarly,
Bolsa Familia does not increase vaccinations or prenatal care for pregnant
women, apparently because people living in the poorest areas lack access
to health facilities. Thus there is clearly a need for parallel improvements
in health care.

Improvements Yel to Be Made

What Bolsa Familia shows is that a cash transfer, on its own, reduces
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cash transfer is not sufficient. Government interventions to increase the
minimum wage played an equal role. And action is needed to improve
health and education and to reduce racial discrimination.

Many cash transfers, conditional or not, trigger a substantial increase
in the demand for services. The first problem is simply to provide enough
schools and clinics. “When T finished primary school, there was no high
school in Tixmehuac; the closest one was 18 kilometers away in Tikax, it’s
too far to go and return by bicycle, therefore few of my friends were able
to continue going to school,” explained 16-year-old Wendy Canché, of
Tixmehuac, Yucatdn, Mexico.*® A school had only just opened in Tixme-
huac because of the increased demand, but it was too late for Wendy.

The second issue is ensuring quality and making certain that teachers
and health workers have the training to deal with the problems of poorer
people who have not used the services before. The failure of Bolsa Familia
and other cash transfers to improve educational outcomes is often attrib-
uted to teachers not paying special attention to children from poor fami-
lies who joined their classes.

Data from the World Bank®” show that simply sending a poor child to
school is not very uscful; the qualiry of the education offered must be high
enough to ensure that the child learns, Nicaragua’s Red de Proteccién So-
cial had an interesting fillip to respond to this. Every schoolchild was given
C$7 (US 50¢) per month to give to the teacher (called bono a la oferta); the
teacher kept half, and half was given to the school. Thus both teacher and
school gained from the extra children who arrived because of the program.
And it seems to have made a difference; children in the program were 8%
more likely to move up to the next grade than those in the control group.

Nicaraguas Red de Proteccién Social program included parallel in-
creases in spending for both health and education in the whole area, for both
program and control communities. The number of teachers and the num-
ber of school sessions each day were increased, and a school meals program
introduced. The Ministry of Health increased distribution of vaccines and
iron supplements, and there were other improvements in health services
that decreased waiting time throughout the area. Nicaraguas program was
introduced first in just some municipalities and only two years later in ad-
joining ones, which made it possible to compare people who were in the
program with similar people who were not.”® Nicaragua had relatively
poor health and education systems. Primary school enrollment was just
72%, and it jumped to 93% in the second year of the program, but the
control group also increased to 79%. Similarly, before the program only

74% of children under 3 had been taken for a health check in the previous
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six months; after two years of the program this jumped to 93%, but in the
control group it also jumped to 84%. Thus one-third of the health im-
provements and half of the education improvements derived simply from
better services, but the grant led to much greater increases, which shows
that the lack of money had also been a major constraint.

Not Just Schools and Health Posts

In Namibia, Sister Mbangu, the nurse at Otjivero clinic, reported that at-
tendance jumped fivefold when the basic income grant started—not be-
cause of an increase in ill health, but because more people could afford the
N$4 (50¢) fee. Indeed, Sister Mbangu noted that after the grant started,
she did not see a single case of malnutrition, and there was a sharp reduc-
tion in severe diarrhea because better nutrition had made people health-
ier.”” Namibia already has a pension, and 14% of the pension is spent by
pensioners on their own health. In Malawi 12% of the grant is spent on
health.®® Other cash transfer studies also report significant spending on
medicines and clinic fees. This spending shows a real suppressed demand
for health care that the poor cannot afford, and cash transfers play an im-
portant role in meeting this demand. But that raises a bigger issue: Is this
what the cash should be used for? If health services were better and free to
poorer families, this money could be invested in better housing and pro-
ductive activities. Similarly, there is significant expenditure on secondary
school fees and on textbooks, notebooks, and other education-related costs.
Clearly, the grants are enabling children to go to school, but should in-
come be a criterion for secondary school attendance? All things consid-
ered, this is a further argument that cash grants increase the demand for
social services, including health and education, bur that the grants should
go hand-in-hand with increases in supply.

Finally, many people have trouble obraining grants because of lack
of documents: birth certificates, identity cards, marriage licenses, residence
documents, and so on. And it is often the poorest people, who most need
the grants, who have the most trouble obtaining documents. This is a
problem reported in many countries, including Mozambique and South
Africa. Thus the introduction of cash transfers must be accompanied by
improved systems to issue key documents—and by rules that do not insist
on so much documentation.

Santiago Levy, the architect of Mexico’s Progresa-Oportunidades, com-
ments that cash transfers “may be an essential component of the solution,
[but] a single program cannot solve a problem that has multiple causes.”®
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REDUCING POVERTY KEY ISSUES

Cash transfers meet their first goal of reducing poverty. Typically, half of
the grant is spent on more and better food, and the results are visible: chil-
dren are taller and healthier. Key mental and physical development takes
place in the first two years of life, and there is no way to compensate for
losses in growth that children sustain then. Thus grants make a measura-
ble difference to small children that stays with them for the rest of their
lives. And all grants, including pensions, increase school attendance.

Most cash transfers go to women. They increase the workload of
women, both because children who now go to school can do less around
the house, and because the burden of meeting conditions falls on women.
Nevertheless, women report that the increased money and responsibility
enhance their self-estcem and status.

Cash transfers are not a magic bullet; they cannot accomplish every-
thing on their own. Cash transfers help to reduce inequality, but other
government programs also contribute. Children cannot attend school if
there are no schools. And it is not just buildings. More children may at-
tend school, but they do not do better unless the schooling is of high qual-
ity and is redesigned to give more support to children from poor families.

It is hardly surprising the money reduces poverty. But because poor
families use the money wisely and well, the impact of cash transfers on nu-
trition, health, and education is dramaric.

NOTES

1. Magda Nucia Albuquerque Dias and Maria do Rosdrio de Fitima e Silva,
“A Condi¢io de Pobreza das Familias Beneficidrias do Programa Bolsa Familia no
Municipio de Bacabal—MA: a Importincia do Beneficio” (Brasilia: UNDP Inter-
national Poverty Centre, 2008), available at Biblioteca Virtual do Bolsa Familia,
hup:/fwww.ipc-undp.org/publications/mds/34P pdf.

2. Diana Oya Sawyer, Sumdrio Executivo—Avaliacio de Impacto do Programa
Bolsa Familia, Ministro do Desenvolvimento Social ¢ Combate 3 Fome, 2007.

3. Orazio Artanasio and Alice Mesnard, “The Impact of a Conditional Cash
Transfer Programme on Consumption in Colombia,” Fiscal Siudies, 27, no. 4
(2006): 421-42. See Ariel Fiszbein and Norbert Schady, Conditional Cash Transfers:
Reducing Present and Future Poverty (Washington, DC: World Bank, 2009), p. 113,
for a comparison table of five countries.

4. Jennifer Yablonski with Michael O’Donnell, Lasting Benefits: The Role of Cash
Transfers in Tackling Child Mortality (London: Save the Children, 2009), available at
http:/Fwww.savethechildren.org.uk/en/docs/LastingBenefits.pdf.

EATING MORE—AND BETTER 65

5. Aislinn Delany et al., Review of the Child Support Grans: Uses, Implemen-
tation and Obstacles (Johannesburg: Community Agency for Social Enquiry for
UNICEF and The South African Social Security Agency, 2008).

6. Miriam Altman and Gerard Boyce, “Policy Options to Leverage the Sys-
tem of Social Grants for Improved Access to Economic Opportunity. Paper 1:
Overview of Grant Beneficiary Households” (Pretoria: Human Sciences Research
Council, 2008).

7. John Hoddinott and Emmanuel Skoufias, “The Impact of Progresa on
Food Consumption” (Washington, DC: IFPRI, 2003), available at heep://www
Aifpri.org/divs/fend/dp/papers/fendp150.pdf.

8. Emmanuel Skoufias, “PROGRESA and Irs Impacts on the Welfare of
Rural Households in Mexico” (Washington, DC: IFPRI, 2005), available at
heep:/ www.ifpri.org/pubs/abstract/139/1r139.pdf.

9. As noted in Chapter 1, Millennium Development Goal 4 is to “reduce by
two thirds, between 1990 and 2015, the under-five mortality rate.”

10. United Nations, The Millennium Developmens Goals Report 2008 (New
York: United Nations Department of Economic and Social Affairs, 2008), avail-
able at htep://mdgs.un.org/unsd/mdg/Resources/Static/ Products/Progress2008/
MDG_Report_2008_En.pdf.

11. Sawyer, Sumdrio Executivo.

12. Sudhanshu Handa and Benjamin Davis, “The Experience of Conditional
Cash Transfers in Latin America and the Caribbean,” Development Policy Review,
24, no. 5 (2006): 513-36.

13. Jorge M. Agiiero, Michael R. Carter, and Ingrid Woolard, “The Impact
of Unconditional Cash Transfers on Nutrition: The South African Child Support
Grant,” Working Paper 39 (Brasilia: UNDP International Poverty Centre, 2007);
and Esther Duflo, “Child Health and Household Resources in South Africa: Ev-
idence from the Old Age Pension Program,” American Economic Review, 90, no.
2 (2000): 393.

14. Yablonski, Lasting Benefits, p. 42.

15. Yablonski, Lasting Benefits, p. 10.

16. Lynette Neufeld et al., “Impacto de Oportunidades en el Crecimiento y Es-
tado Nutricional de Ninos en Zonas Rurales,” pp, 17-51. In Alimentacion, Vol 3,
FEvaluacion Externa de Impact al Programa Oportunidades 2004, edited by Bernardo
Hernandez Prado and Mauricio Hernandez Avila (Cuernavaca: Instimato Nacional de
Salud Publica y CIESAS, 2005).

17. Yablonski, Lasting Benefits, p. 16.

18. Maribel Lozano Cortés, “Evaluacién Cualitativa de los Impactos del Pro-
grama Oportunidades, en Alimentacién, Salud y Educacién en los Municipios del
sur de Yucatdn (2004-2005)” {(Quintana Roo, México: Universidad de Quintana
Roo, 2000), p. 25.

19. Christina Paxson and Norbert Schady, “Cognitive Development Among
Young Children in Feuador,” The Journal of Human Resources, 42, no. 1 (2007):
49-84: and Christina Paxson and Norbert Schady, “Does Money Marter? The



66 JUST GIVE MONLEY TO THE POOR

Effects of Cash Transfers on Child Development in Rural Ecuador,” World Bank
Policy Research Paper No, 4226 (Washington, DC: World Bank, 2007).

20. Replaced in 2003 by Bono de Desarrollo Humano,

21. Fiszbein and Schady, Conditional Cash Transfers, p. 154.

22. Yablonski, Lassing Benefits, p. 13.

23. Yablonski, Lasting Benefits, pp. 40, 41,

24. Martn Williams, “The Social and Economic Impacts of South Africas
Child Support Grant (Extended Version),” Working Paper 39 (Cape Town: Fco-
nomic Policy Research Institute, 2007), p- 19,

25. Martin Williams, “The Social and Economic Impacts of Seuth Africa’s
Child Support Grant,” Working Paper 40 (Cape Town: Economic Policy Re-
search Institure, 2007), p. 40.

26. Coreés, “Evaluacion Cualitativa,” pp. 25, 27,

27. Mauricio Carrera, Oportunidades: Historias de Fxito (México, D.F: Sec-
retarfa de Desarrollo Social, Coordinacién Nacional del Programa de Desarrollo
Humano Oportunidades, 2008). Published in English as Oportunidades: Stories of
Steceess, p. 21.

28. Direccién de Comunicacién Social, Programa de Desarrollo Humano
Oportunidades, “Oportunidades, un Programa de Resuftados” (Méico: Sedesol—
Secretarfa de Desarrollo Social, 2008),

29. Cortés, “Evaluacién Cualitariva,” pp. 25, 27,

30. Augustin Escobar Latapi and Mercedes Gonzilez de la Rocha, “Girls,
Mothers and Poverty Reduction in Mexico: Evaluating Progresa-Oportunidades.”
In The Gendered Impacts of Liberalisation: Towards “Embedded Liberalism” edited
by Shahra Razavi (New York and Abingdon: Routledge/UNRISD, 2009).

31. Carrera, Oportunidades, p. 57.

32. Marcelo Medeiros, Tatiana Britto, and Fibio Veras Soares, “Targeted
Cash Transfer Programmes in Brazil: BPC and the Bolsa Familia,” Working Paper
46 (Brasilia: International Poverty Centre, 2008).

33. “Indigent” means an income below that needed for a minimum food bas-
ket; “poor” in this study means below a poverty line set at double the minimum
food basket. Francisco Ferreira, Peter Lanjouw, and Marcelo Neri, “A Robust
Poverty Profile for Brazil Using Multiple Data Sources,” Revista Brasileira de Eeo-
nomia, 57, no. 1 (2003): 39-92,

34. Sawyer, Sumdrio Executivo.

35. Simeen Mahmud, “Female Secondary School Stipend Programme in
Bangladesh: A Critical Assessment” (Dhaka: Bangladesh Institute of Development
Studies, 2003), available at http://portal,unesco.org/.

36. Orazio Awtanasio, Emla Fitzsimons, and Ana Gomez, “The Impact of a
Conditional Education Subsidy on School Enrollment in Colombia” {London:

Institute of Fiscal Studies, 2005), available at http:/."www.ifs.org.uk/publications/
3329.

EATING MORE—AND BETTER 67

37. Degol Hailu and Sergei Suarez Dillon Soares, “%at Explains the De-
cline in Brazil's Inequality?” Institute for Applied Economic Research, One Pager
89 (Brasilia: International Policy Centre for Inclusive Growth, :2009). .

38, Fabio Veras Soares et al., “Cash Transfer Proglja.mmes in Brazil: lmPacz
on Inequality and Poverty,” Working Paper 21 -(BraSLha: UNDP Intcrnatll(zin
Poverty Centre, 2006), available at http:/ fwww.ipc-undp.org/pub/IPCWorking
Papcf’?; ‘I[jl(:ifiu and Soares, “What Explains the Decline in Brazil's Ineq.u;?lit,}:?" '

40, Marcelo Corres Neti, “Poverty, Inequality and Income Policies (R.lo de
Janeiro: O Centro de Politicas Sociais, Fundagio Getulio Vargas, 2007), available
at hup:/fwww3. fgv.br/ibrecps/RET3/engl/index.htm; povsar?y defined as belov:if
R$125 per month per capita in 2006, then as 36% of the minimum wage. Updé.ltf.!
to 2008 in “Bvolucio da Miséria” (Rio de Janeiro: O Centro de Polltllcas Sf)cn:.ns,
Fundagio Gerulio Vargas), available ac heep://www.fgv.br/cps/pesquisas/miseria_

clicavel/. -

quedz—]g‘r;f;ﬁ; Veras Soares, Rafael Perez Ribas, and Rafael Guerreiro 056r1‘0,
“Evaluating the Tmpact of Brazils Bolsa Familia: Ca.sh‘ Transfer Pro:')grammcs in
Comparative Perspective,” [PC Evaluation Note 1 (Brasilia: International Poverty
Cem;;. Zl\?lioc—;)ael Samson et al., “Review of Targeting Mechanisms, Means Tests a_nd
Values for South Africa’s Social Grants—TFinal Report” (Cape lown: Economic
Policy Research Insticute, 2007), available at http:waw.wahenga.netf.upl(;ads!
documents/news/Main%20Report%2ORevicw%200f%20Targ?t1ng % 20
Mechanisms Means%?20Test%20and%20Values%200{%205A%20Grants%20
final.pdf.

43. Carrera, Oportunidades, p. 49.

44. Sawyer, Sumdrio Executivo. .

45, Latapf and de la Rocha, “Girls, Mothers and Poverty Reduct{on.”

46. Latapf and de la Rocha, “Girls, Mothers and Poverty Rec’lucuon. |

47. Maxine Molyneux, Conditional Cash Transfers and Women’s Empowerment:
Annorated Bibliography (Waterloo, Ontario, Canada: IGLQO Network of.the Cen-
tre for International Governance Innovation, 2008), available ar www.igloo.org/

ownload-nocache/currentdoc/conditiona.
path‘zgslﬁichelle Adato et al., The Impact of PROGRESA on Womens Status cfnd
Intrahousehold Relations (Washington, DC: IFPRcll,f 2008), available at hetp:/fervw
ifpri mes/progresa/pdf/Adato_intrahh.pdf. ’

‘1Epr1;}c;r.gl’\,f[l:;nzslj\iocl)§neux{3“ Conditional Cash Transfers: A“Pathway o Womens
Empowerment’?” Pathways of Women’s Empowerment Working Paper 5 (Brlghton%
UK: Institute of Development Studies, 2009), available at hetp://fwww.pathwayso
empowerment.org/ Pathways WP5-website. pdf. .

50. Molyneux, “Conditional Cash Transfers: A Pathw?y.

51. Molyneux, Conditional Cash Transfers and Women's Empowerment.



68 JUST GIVE MONEY TO THE POOR

52. Carrera, Opormunidades, p. 42.

53. Carrera, Oportunidades, p. 71.

54. Celia W. Dugger, “To Help Poor Be Pupils, Not Wage Farners, Brazil
Pays Parents,” New York Times, January 3, 2004,

55. Sawyer, Sumdrio Executivo.

56. Cortés, “Evaluacién Cualitativa,” p. 27.

57. Fiszbein and Schady, Conditional Cash Transfers.

58. John A. Maluccio and Rafael Flores, “Impact Evaluation of a Conditional
Cash Transfer Program—The Nicaraguan Red de Proteccién Social,” Research
Report 141 (Washingron, DC: IFPRI, 2005).

59. Claudia Haarmann et al., Towards a Basic Income Grant for All, Basic In-
come Grant Pilot Project First Assessment Report (Windhoek, Namibia: Basic In-
come Grant Coalition, 2008), available at www.bignam.org.

60. Michelle Adato and Lucy Bassett, “What Is the Potential of Cash Trans-
fers to Strengthen Families Affected by HIV and AIDS? A Review of the Evidence
on Impacts and Key Policy Debates,” Review for the Joint Learning Initiative on
Children and HIV/AIDS (JLICA) (Washington, DC: IFPRI, 2008), available at
hup://programs.ifpri.org/renewal/pdf/JLICACash Transfers.pdf, citing C. Miller
and M. Tsoka, “$13 a Month for Half a Year: Round 2 Impact of the Mchinji Cash
Transfer,” PowerPoint Presentation to the National Social Protection Steering
Committee, Government of Malawi (Lilongwe, December 11, 2007).

61. Santiago Levy, Pragress Against Poverty: Sustaining Mexicos Progresa-
Oportunidades Program (Washington, DC: Brookings Institution, 2006), p. 20.

Pro-poor Growth:
Turning a $1 Grant into $2 Income

ECONOMIG GROWTH IS CENTRAL TO DEVELOPMENT, AND THE GOAL OF ANY
developing country’s finance minister must be to promote growth that
benefits the poor, and especially the poorest. Although cash transfers are
sometimes presented as charity or “social” spending, they are in fact an es-
sential part of any pro-poor growth strategy. Historically, as we noted in
Chapter 2, they created the conditions for economic growth in Europe.
And the new generation of cash transfers instituted over the past decade
have been shown to be capable of promoting growth. Individually, cash
helps people out of the poverty trap and gives them the boots to lif them-
sclves by their bootstraps. And the increased spending of the poor pro-
motes local economic development by creating jobs and encouraging
growth in a positive cycle; much more than the better off, poorer people
spend locally, and they buy more locally produced goods.

“There is an interaction between low income and risk aversion,” ex-
plains Santiago Levy, the main architect of Mexicos Progresa-Oportunidades:

Living under the constant threat of 2 sudden drop in income—and hence
consumption—probably makes poor families, on average, more risk
averse than non-poor families. That affects their ability to participate in
the labor market by searching for better jobs, or it may limit the possi-
bility of migrating to other communities or of introducing new crops or
improved technologies. Poor families may be induced to cling to small
parcels of land or traditional farming methods that generate lower but
safer returns, limiting the benefits that they may be able to obtain from
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rural development programs or urban training programs. For those rea-
sons, reducing poor households’ uncertainty regarding food consumption
could allow them to engage in riskier productive projects or investments
with longer planning horizons.!

Studies show that in both Ethiopia and Maharashtra state in India,
cash transfer recipients buy more fertilizer and use higher-yielding seeds;
in India they took the risk of planting higher-yielding but less drought-
resistant crop varieties.” In Mexico a World Bank study found that “transfers
from the Oportunidades program to houscholds in rural Mexico resulted
in increased investment in micro-enterprise and agricultural activities. For
cach peso transferred, beneficiary households used 88 cents to purchase
consumption goods and services and invested the rest. The invesunents
improved the household’s ability to generate income with an estimated
rate of return of 17.55%, suggesting that these households were both lig-
uidity and credit constrained. By investing transfers to raise income, ben-
eficiary houscholds were able to increase their consumption by 34% after
five and a half years in the program.™ Investments were highly profitable,
with a rate of return triple the real interest rate. The researchers continue:
“We find that beneficiaries invest in production and draft animals, and
that previously landless beneficiary households obtain land for agricultural
production. Furthermore, there are significant increases in the number of
households that operate micro-enterprises.” In the economists jargon, they
find that households are “liquidity constrained” and that “houscholds face
imperfect credit markets.”

In other words, without any advice from aid agencies, government, or
nongovernmental organizations (NGOQOs), poor people already knew how to
make profitable investments. They simply did not have the cash and could
not borrow the small amounts of money they needed.

Tiny Investments

An Oportunidades beneficiary in rural Mexico explained that with money
from the grant, “we saved 600 pesos [$50] to buy wood and the other ma-
terials for building a chicken coup, and with what was left we bought a
few chickens. Since then, we have raised many chickens which we some-
times sell, and we collect 10 to 15 eggs per week that we eat ourselves.™
Poor people live in an uncertain environment and face a range of shocks,
such as drought or pests in agricultural areas. With no insurance, to sur-
vive they must act in a risk-averse way and, if possible, save a bit of money
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(which is not invested). The World Bank study found that people in
Oportunidades actually reduced their precautionary saving. Knowing, that
they would have money coming from Oportunidades cach month gave
them a cushion to fall back on—and the option of saving less, investing
more, and taking investment risks—exactly the behavior that should be
encouraged as part of economic development.

In Mexico, evaluations found more improvements in housing, the reg-
ulation of land, and some asset accumulation in general; 7% of recipients
were making productive investments (cattle, vehicles, machinery, small
shops) compared to 5% of a similar group outside Oportunidades. This is
believed to be due to higher income over the medium term, less vulnera-
bility to shocks thanks to stable income, and improved family health.
Shopkeepers saw recipients as more trustworthy and allowed them credir.’

The gains in Mexico were not unexpected. A study of the Procampo
program in 1995-1997, a cash cransfer for 3 million farmers to compen-
sate for the negative effect of the North American Free Trade Agreement
{NAFTA), showed that small farmers doubled the value of any cash they
were given.® Farmers simply bought more of their current inputs; there
was no technological change or introduction of new activities. The multi-
plier for all households was in the range of 1.5 to 2.6 and was highest for
those with irrigated land. Farmers knew what to do profitably, but they
lacked the cash and were caught in the poverty trap.

In South Africa, a small part of both pensions and child benefits is
spent on widely varied ways to increase income. In urban areas this typi-
cally involves buying things that can be resold, ranging from sweets to beer
to vegetables.”

Money is also saved for farger purchases. In South Africa, 42% of child
benefit recipients have bank accounts, compared to 24% of eligible non-
recipients, and 20% have some form of savings, compared to 11% of eligi-
ble non-recipients. Savings are in banks or informal saving clubs known as
“stokvels.” One recipient in Orange Farm, Gauteng province, commented
that the grant “helps a lot in the home, not just for buying food. You can
join a ‘stokvel’ and save the moncy. Maybe if they don't have beds, when
you get that lump sum, then you can use it to buy them the beds.™

Bolivia has a universal pension, the only one in Latin America. A
World Bank study” found that among pension beneficiaries in rural areas,
overall consumption rises by almost twice the amount of the benefit. This
is because of increased home production of meat and vegetables, which in
turn results from increased use of land when pension money is available ro
spend on inputs and animals. Sebastian Martinez of the World Bank
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explains that thanks to agrarian reform following the 1952 revolution,
83% of houscholds own land, but they cannot make the best use of it
because they lack cash to invest; in cconomist-speak, they are “liquidity
constrained.” The social pension enables poor farmers to make essential

investments, which they already know how to do but simply lack the
money‘.

Starting the Upward Spiral

“Pension payday is when the wheel of the local economy goes round in
rural Brazil,” comments an International Labour Office study. The study
adds that in small towns, it is frequently pension payments that keep local
bank branches in business.'” Bolsa Familia has a similar effect. One shop-
keeper commented, “We also depend on this program. Outside the period
when people receive money, sales almost stop.” Another said, “With Bolsa
Familia, things changed a lot. When people receive their grant, there is
much more movement. If the program stopped, traders around here would
lose 40% of their business,”!

The cash transfer program in Mchinji district in Malawi shows the
economic impact of even a relatively small program. An average grant of
MK2,000 ($13) per month goes to the 10% of families who are both
ultra-poor and labor constrained. Of this grant, more than 90% was spent
locally on food, houschold goods, and services, and many local businesses
reported increased sales.”? But as would be expected for labor-constrained
households, they spent part of the money to hire people, typically other
members of their extended family, to till fields or repair their house. And
of people in this very poor area who said they did day labor, 27% did it
for those who received the grant; 12% of the families in the village reported
that they did some work for the 10% receiving the grant. Thus even this
small grant created a positive economic cycle. A study of a grant in Dowa
district of Malawi showed that it had a local multiplier of more than 2.
That is, each dollar received as a cash transfer was not simply spent by the
recipient but was spent at least twice more by other local people before the
dollar finally left the area. Thus the cash transfer clearly stimulated the
local economy. And the study found that it was the small local farmers
who gained most after all spending rounds were counted.’

This is not unexpected. The UN Conference on Trade and Develop-
ment, in its Least Developed Countries Report 2006, argued thar lack of do-
mestic demand, especially in rural areas, was one of the biggest constraints
on economic growth. The poor simply do not have enough money to buy
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basic goods, and if they do have more money, they tend to buy both food
and non-agricultural goods produced by other poor people.'*

Michael Samson, research director at Economic Policy Research Institute
(EPRI), argues that cash transfers promote investment, economic growth, and
job creation. He notes that “the poor spend more of their income on food—
which in South Africa is produced domestically, and in a labour intensive
manner. Upper income households spend more on transportation—often
imported automobiles, Social transfers shift spending power from upper to
lower income households—the composition of spending tends to shift from
automobiles to food grains. In South Africa, the composition of spending
tends to shift from imports to domestic goods, from capital intensive to labour
intensive.”* Social grants in South Africa are 3.5% of GDP so the transfer
of resources to lower-income houscholds is not insignificant.

CASH DOES NOT MAKE PEOPLE LAZY

“Emerging data from cash transfer programmes, conditional or uncondi-
tional, largely dispel the counter arguments that these programmes pre-
vent adults from secking work or create a dependency culture which
perpetuates intergenerational poverty,” concludes the British medical jour-
nal The Lancet.'® That giving people money promotes laziness and depen-
dency is one of the arguments most often advanced against cash transfers,
yet it is proving to be a huge myth. Because it is such a strong counrer ar-
gument, it has been included in many research projects, and none has
found any evidence for it. Indeed, the evidence is that, ac least on average,
people work harder because the cash helps them out of the poverty trap.
In this sense, the poor really are different from the better off. If you
give money to a person who is relatively well off, such as one of the writ-
ers of this book, he or she is likely to take an extra holiday or buy better
wine. The poor, on the other hand, find that the cash encourages them to
work harder, because they are no longer caught in the poverty trap and can
now see a way out. Thus, there is a serious danger that better-paid people
in aid agencies, the World Bank, consultancies, and universities assume
that the poor act as zhey would and will work less if given more moncy.
In Brazil, 3% more adults in Bolsa Familia families were participating
in the labor market, compared to similar households not in the program.'’
In Mexico, Oportunidades does not decrease or increase labor force par-
ticiparion.'® But it does appear to increase migration to the United States,
probably because families can afford to finance a riskier but potentially
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more profitable migration.!” In high-emigration towns and villages of
Mexico, Oportunidades may spur emigration by the male head through
the regular income base that it provides, which reduces the risk posed by
emigration.”

Namibia Bishop Dr. Zephania Kameeta points to concerns that a
grant could create dependency and a culture of laziness. “Opponents said
that if you give people money, and especially poor people, they will sic
down and become lazy. If you receive manna from heaven, why should
people work?” The research on grants refutes this claim. “Moreover, if you
look in depth at Exodus 16, the people of Tsracl in the long journey out of
slavery, they received manna from heaven. But it did not make them lazy;
instead it enabled them to be on the move to travel through the desert. In
Namibia, we know how harsh the circumstances of the desert can be. In
this context nobody would say the manna made the Israclites dependent.
To the contrary; it enabled them to move,™

South Africa: The Poor Are Different

Because the myth that grants make people reluctant to work is so strong
there, South Africans have done an unusual number of studies of job seek-
ing and employment. And the studies show that the response of very low-
income South Africans to a small increase in their income is significantly
different from the response of median-income South Africans. People on
very low incomes try to use any cxtra money to leverage further gains,
building on small extra income to try to find jobs or increase wages. Middle-
income people are more likely to use extra money for leisure or to gain more
spare time. South Africa has very high unemployment rates and a long his-
tory of labor migration from rural to urban and mining areas. Both pensions
and child benefits promote work seeking, migration in search of jobs, and
petty trade to try to increase income.

Pensions are important in South Africa because many households
have three or four generations, and income tends to be shared. One study
looked at the poorest quintile (fifth) of three-generation homes where no
adult was working in 2004. During the year, in houses without pensions
13% of adults actively looked for work, whereas in pension households it
was 15%. In the non-pension households 7% found jobs, compared to 9%
in the pension households.”” Thus the pension significantly increased the
likelihood of looking for and finding a job.

Another study looked at three-generation African households and
found that, on average, each household had one migrant working outside the
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home.?> With the end of apartheid, female migration increased significantly.
Financial and child care constraints limit migration. Poor houscholds can-
not afford the direct costs of initial migration and living costs during the
job search, bur these could now be funded through the child benefit or
pension grants. Furthermore, pension income enables others, particularly
grandmothers, to take over the care of children.” Thus cash transfers pro-
vide potential labor market participants with the resources and economic
security necessary to invest in high-risk/high-reward job seeking,

A more recent study confirms this, finding that “large cash transfers
to the elderly lead to increased employment among prime-aged adults,
which occurs primarily through labor migration. The pension’s impact is
attributable to the increase in household resources it represents, which can
be used to stake migrants until they become self-sufficient, and to the pres-
ence of pensioners who can care for small children, which allows prime-
aged adults to look for work elsewhere.”*

This study also notes that, in addition to prime-age adults being more
likely to be working and to be labor migrants in a pension household,
when the pension is lost because the pensioner dies then household mem-
bers are significantly less likely to be employed or to be labor migrants.

Another piece of research showed that although women are significantly
less likely than men to be migrants, a pension in the household significantly
increased the number of women migrants, particularly in households with
less access to land and fewer young children.*

A child benefit has a similar effect. The age of eligibility rose in steps
from 7 in 2002 to 14 in 2005, so it was possible to compare families with
and without the grant. And the study found a significant increase in
women looking for and finding work.” What all these studies show is that
grants provide a boost to help people out of the poverty trap.

The research also shows that grants increase men’s participation in the
labor market less than that of women. One explanation is the benefit trap—
the median salary for women entering employment is well below the child
benefit threshold, whereas the median salary for a martied man is much
closer—so the potential losses to the family for a man taking work are much
greacer.?®

“There is no way you won't want to work in order to live on 190 Rand
a month,” explained a mother in Mdantsane, new East London. This was
the size of a child benefit, about $25 per month, and “when you work, you
earn more than that. Yes we are hungry, we are used to poverty, but there’s
no way you won't work only to depend on R190. By the time the R190
comes, your child needs a multitude of things from milk to shoes. You buy
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shoes and other small things and after that it’s finished.”* Group interviews
with grant recipients in South Africa made it clear that it is not simply that
the grant is too little to live on. Having a job was seen as central to sc.lf-
worth and personal dignity. “Everyone would prefer to have a job—wn.:h
a job you have a hope and a vision,” said a disability grant recipient in
Makhaza, Cape Town. The disability grant is enough to live on, but “it is
more than just food and clothing. With a job you can keep your dreams
alive.” Tt was clear from group discussions that despite the huge unem-
ployment levels in South Africa, joblessness had not become “normalized.”
Economic migration is common, and people in the groups largely sup-
ported extending the grants to cover all unemployed, because grants helped
people travel to find work. Finally, in high-crime South Africa, it was re-
peatedly argued that there should be grants to the unemployed to reduce
crime. “The reason why we have so much crime is because people are not
working,” explained a disabled man in Makhaza. Wirh a grant, “at least
people will be able to buy food. People do bad things, not that they want
to buy drugs, but because they are starving.” ‘

One of the other myths surrounding grants is that teenage girls will
have babies in order to live on the child benefit. But a study in South
Africa showed thar just the opposite happened. Tecnage mothers were ac-
tually less likely to apply for a child benefit than older mothers.”!

Do Women and Chiddren Work Ham’er?

The two exceptions to the general rule are that women in heavily condi-
tional programs such as Oportunidades, and children in genera!, de’crease
their participation in formal labor. What appears to be happening is that
going o school and studying, and (for mothers) meeting program co-
responsibilities, take substantial amounts of time. Some of this time is
taken from farm or other “productive” labor (which shows up as a decrease
in formal labor participation}, and some is taken from leisure time, which
is also reduced. A key question for any cash program is whether this re-
duction of formal labor by women and children is desirable. Is it better for
a mother to spend more time with her family and less rime trying to earn
money? Some programs, such as Bolsa Familia in Brazil, have reduction of
child labor as one of their goals. Both Bolsa Familia and Oportunidades
do significantly reduce children’s participation in the labor force. South Afri-
can pensions increase school artendance and significantly reduce the hours
worlked by schoolchildren.®

PRO-POOR GROWTH 77

Despite cash transfers, people remain poor. Socorro Palma Cazabal in
San Felipe Teotlancingo, in the state of Pucbla, makes candles to sell to
tourists. “We were surviving from what we sold, we couldn’t afford to send
our children to school or to take them to the doctor.” She has seven chil-
dren and now receives grants for five, so all go to school. But it is still hard.
“They are not only good students, they also help us. My two older sons
work, When they finish school, they go to cut some flowers. Later, at
around five or six in the afternoons, we all gather to help with the candles.
We all participate. My husband makes them, but each one has a task.
Some of them pick up the pieces, some others place them in boxes, and
some others pack them. This is good, becausc it teaches them to work and
not only to conform to the bencfits we reccive.”?

A study in Colombia showed that the cash transfer program Familias
en Accién substantially increased school participation by 14- to 17-year-
olds but did not decrease income-generating work. Instead, domestic
work decreased and there was a reduction in children’s leisure time.

The position of women in the labor force is more complex. A survey
in Brazil showed that in Bolsa Familia families compared to similar non-
beneficiary families, men were 3% more likely to participate in the labor
market, but women were 4% more likely. Also, women were 6% less likely
to quit their job. But the one group of women less likely to participate in
the labor force were female heads of households.*

Studies of Oportunidades in Mexico show two problems. First, the
“time demands on women associated with satisfying program obligations
are significant,” according to Augustin Escobar Latapi and Mercedes Gon-
zdlez de la Rocha* of Mexico’s Social Anthropology Investigation Centre
(CIESAS—Centro de Investigaciones y Estudios Superiores en Antropolo-
gia Soctal) in Guadalajara. Women in Oportunidades

are more likely to report spending time in both taking household mem-
bers to schools, clinics etc. as well as having a greater participation in
community work. [They] must attend health talks and participate in lo-
cally defined fzenas (collective tasks), which include cleaning the school
or clinic, sweeping the streets or participating in sanitary campaigns. To
this must be added the inevitable community meetings in which they
are informed of news, changes in programme rules and so on. Our eval-
uations have found that some women find these burdens overbearing,
They ecither drop ourt of the programme or drop a job in order to comply
with their own and their family’s obligations to the programme. This is
particularly acute among households lacking an additional breadwinner.”
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A second problem is that there is clear evidence that increased school en-
rollment means reduced time spent in domestic work.”

All told, this means significant extra work for mothers, and there is clearly
a negative impact on some women’s ability to do paid work,

There is an even more serious problem with programs in India and
Ethiopia that provide paid labor. Women in Ethiopia complained about
the difficulties in managing domestic and child care responsibilities as well
as laboring on the public works projects.?®

LIMITATIONS

Education and motivation may be increasing, but a lack of new jobs is a se-
rious problem. This issue has been examined most closely in Mexico. When
families begin to receive the grants, both men and women use the oppor-
tunity to decrease their involvement in less lucrative non-salaried activities
(such as agricultural work) and look for wage labor, but after a few months
they return to the less profitable family enterpriscs, probably because of a
lack of jobs.*? Augustin Escobar Latapi and Mercedes Gonzilez de la Rocha®
of Mexico’s Social Anthropology Investigation Centre (CIESAS) in Guad-
alajara point out that job opportunities in many parts of Mexico have been
declining for 25 years, which has forced people increasingly to take refuge
in “the informal sector and a sharply impoverished subsistence production”
or in emigrating to the city or the United States. They continue: “One aim
of the programme in its original design cannot be said to have succeeded
(yet). Youths leaving school are not in general finding substantially better
paid employment opportunities than their parents, due to the sluggish
growth of employment and, possibly, the low quality of rural schools. This
may provide negative incentives for their younger siblings, thus thwarting
programme goals.” In particular, “one trend visible in national statistics is
the lower labour force participation of young men and women.”

The Ceba household is one of the worst off in the already desperately
poor area of Mount Frere in the Eastern Cape, South Africa. Two of their
children have matriculated and moved to town burt have been unable to
secure anything but short-term jobs. In spite of this, the household passes
on the lion’s share of the three child support grants they do receive to their
two daughters in grade 11. When asked why they continue to invest in their
children’s schooling when it has not paid off in the case of the older children,
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Mrs. Ceba made clear the expectation that the children would help them
and replied that she had not yet given up hope.® The faith in education
remains strong, both among poor people themselves and among policy-
makers who see education as the way to end poverty. But as more poor
children with grants finish school and find there are no jobs, will this faich
be retained?

There is some evidence, however, that social grants help people stay on
the land and not migrate to the city to chase scarce jobs. In South Africa,
households receiving the child support grant are significantly more likely to
continue farming activities than houscholds not receiving the grant.** An
International Labour Office study showed that non-contributory pensions
in Brazil reduced rural-to-urban migration: “Regular income, independent
of weather—unlike income from agricultural production—allowed the ac-
quisition of working instruments, seeds and the capitalization of the fam-
ily production units, offering a basis on which the rural peasant economy
subsisted” throughout the 1990s.%

The other issue thar is raised by the slow creation of jobs is thar it is
important not to look at cash transfers as short-term or temporary. A study
of Brazilian cash transfers for UNDP’s International Poverty Centre warns
that altering the labor market and the educational level of the labor force is

not a quick or easy task. “Transfers, therefore, should not be regarded as a
temporary solution,”

Micro-credit Is Not an Alternaiive

This chapter has highlighted the poverty traps that stop poor people from
improving their lives and the pressing need that they have for small sums
of cash to make investments or to reduce risk and vulnerability. But why
give money to poor people? Why not lend it to them? Micro-credit has
been one of the great successes of development policy in the last 20 years.
Can't it meet the needs of the poor for cash?

The simple answer is “no,” as one of us influentially argued back in
the 1990s.* Micro-credit, or more accurately microfinance (which in-
cludes micro-loans, micro-savings, micro-insurance, and micro-transmission
of remittances), is best understood as a platform that can help some poor
people more adequately manage their complex livelihoods. It is not a “sky-
hook™ that lifts all micro-credit recipients out of poverty, as many people
presented it in the 1990s. (These advocates included the Nobel laureate
Professor Mohammad Yunus of the Grameen Bank, who has moderated
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his claims since thart time.)** Microfinance can indeed help some poor peo-
ple improve their condition,” but it is far from being the panacea for
poverty reduction that the Micro-credit Summit Campaign used to claim.
There are a number of reasons for this.

First, in most parts of the developing world, microfinance is not avail-
able. This is particularly the case in Sub-Saharan Africa and northern India.
Despite decades of government and nongovernment activity, microfinance
institutions (MFIs) have found it hard to establish viable programs where
populations are dispersed and where cconomies are stagnant. Second, even
where microfinance is functioning well, as in Bangladesh, many poor peo-
ple are unable to access services, especially if they are extremely poor—or
young or old or disabled. Self-exclusion (which occurs when people are
worried about taking on the additional risk of being in debt), social ex-
clusion (which occurs when MFI group members feel thar some people
are “not suitable” because of their ethnicity, religion, caste, or other fac-
tors), and MFI staff exclusion (which occurs when staff think people are
“wo risky or too poor”) stop many people from using MFIs. % BRAC, one
of the world’s most successful microfinance providers, explicitly acknowl-
edges this and has ser up a Targeting the Ultrapoor Program (TUP} to help
800,000 extremely poor houscholds in Bangladesh eventually access its mi-
crofinance. This involves an investment of around US$270 per household
and the provision of cash grants, economic and social training, and an asset
transfer.*” Third is the cost of micro-credit. To stay viable, many MFIs charge
interest rates of 36% to 120% per annum for their loans. While some bor-
rowers can cover such costs, if they are involved in high turnover trading,
many cannot. In particular, interest rates are much too high for poor farm-
ets in Africa, who must take loans for several months if they are to borrow
for improved seeds and fertilizer.

The assumptions of neoclassical economists, who view credit markets
in poor countries as having “imperfections” that need to be overcome, sim-
ply do not match the realities people face on the ground. In the real world,
“perfect credit markets” are unlikely to solve the problems of poor people.
Rather, they need a web of services (formal and informal microfinance,
basic health services, primary education, cash transfers, and other supports)
to bulwark their personal efforts to improve their lives. Microfinance is one
component of such services, but it is no panacea.

The poverty trap means that poor people need a minimum income
before they can make use of micro-credit and other services. Furthermore,
in many low-income contexts it may be more difficult, and perhaps more
costly, to establish viable MFls than to administer cash transfer programs.
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So the starting point must be giving money to the poor to lift them out of
the poverty trap.

THE UPWARD ECONOMIC SPIRAL: KEY ISSUES

Cash transfers promote economic growth. “We can safely argue that well
designed and targeted social policies stimulate aggregate demand and con-
sumption,” concluded Hailu and Soares in their 2009 study of cash trans-
fers in Brazil. “The transmission mechanism is straightforward. A virtuous
cycle of increases in the income of poorer families, together with wage
growth, has enlarged the domestic market. Greater consumption of mass-
market goods has led to growing labor demand for these same families,
spurring further increases in their income and purchasing power.”

Inirially, poor people spend the cash transfer locally, typically in local
shops, or in rural areas buying locally produced food. This already helps
to stimulate the economic cycle, supporting local farmers, tailors, and
traders. Rural people who are older or disabled sometimes spend some of
the money to hire local people to help in their fields.

Perhaps more important, however, is that even very poor people invest
some of their small cash transfer in a way they hope will increase their in-
come.”® The fear of the rich is that giving money to the poor will make
them lazy, but just the opposite happens. Small amounts of money loosen
some of the constraints on poor people. In South Africa, pensioner house-
holds have more people working and more people looking for work than
non-pensioner households. This is because the extra money helps to pay
the expenses of looking for work, such as the costs of transport and food,
and provides funds for child care. Typically, a grandmother with the pen-
sion will look after her grandchild, enabling her daughter to work in a
town or city. Insurance is the second key factor; when a grant is guaran-
teed, poor people can risk going farther away to look for work or trying
out a new crop, knowing that if the venture fails, at least some money will
still be coming in and the family will not starve. Finally, from Mexico to
South Africa, evidence is piling up that poor people know how to make
small and profitable investments, and the main constraint is lack of cash.
With a bit of extra money, they do buy fertilizer and better seeds, the raw
materials for small local products, or goods they can sell in the community.

Cash transfers stimulate the cconomy and create conditions that enable
people to search for work or to produce or trade more profitably. They do
much more than simply reduce immediate poverty.
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To Everyone or Just a Few?
The Targeting Dilemma

“YHSj [ AM POOR. I 1IAVE TO WORK TWICE A8 HARD 10 EARN ENOUGH
money,” says Francisca. “I work today in order to eat tomorrow. [ do laun-
dry, I cook, I do whatever pays.” In the same town, Maria Jose makes a
distinction: “No, I am not poor. But I am needy. Being poor is a terrible
thing.” Isaura argues that being poor is “not having a house and living on
the street, not having your daily bread. I am not poor because I have rice
and beans every day, but I am not rich.”

These three women live in the small city of Bacabal in northeastern
Brazil, where more than half of families have income low enough to re-
ceive the Bolsa Familia. Their discussion of “poor,” “needy,” and “nort rich”
is repeated everywhere, and it underlines an issue that arises in all cash
transfer programs. If a central goal of cash wransfers is poverty reduction,
should the “poorest” people be targeted, and can they be identified?

If we apply Francisca’s definition, then being poor is about not having
enough money for food tomorrow; that is, it is about income. This is the
most common definition. In Europe there are negative income tax pro-
grams, in which, instead of paying tax, people on low income reccive
money back through the tax system. But that would not wotk for Fran-
cisca, who is in the informal sector, is being paid in cash, and probably is
not in the tax system at all. Brazil’s Bolsa Familia gives grants to families
with low income from all sourccs.

But Isaura’s view is that not having a house constitutes being poor. Both
Mexico and South Africa use the family’s asses, particularly a permanent
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house built of blocks or bricks and with a proper roof, as a defining crite-
rion for not being poor.

Maria Jose raises another issue. She recognizes that she is not as poor
as some other people in Bacabal, but she defines herself as “needy.” Should
she receive a cash transfer? In Brazil the Bolsa Familia criteria mean that
she does, but in some other countries she would not.

These three women demonstrate another issue as well. Informaliza-
tion means that many people who appear in statistics as economically in-
active, or as on a pension, or as disabled or going to school still do some
kind of work—child care, cleaning, domestic service, selling by the road-
side, or tending small plots of land. This income may be tiny, variable, and
insecure, but for them and their family ic is more than nothing. This small
additional income makes it even harder for oursiders to define family in-
come and poverty lines. On the other hand, having a low wage in the for-
mal sector can exclude people who need assistance, Estate workers in Sri
Lanka have some of the lowest incomes and worst health and education
conditions in the country, but because they have formal income and hous-
ing they are excluded from many social grants thac people with much
higher, but informal, incomes receive.’

The decision of who should receive money—the “targets” of the pro-
gram—is political, social, financial, and economic. In different countries,
the strength of social institutions will vary, and available funds will depend
on the tax base, aid, and natral resources. Leadership matters; political
elites will have more or less commitment to the plight of the poor, minis-
ters of social welfare may be weak or strong, and finance ministers may or
may not support social protection.

The first issue is about the goals of the program. Zambia and Malawi
have embryonic social welfare programs aimed at the “ultra-poor” who
cannot work. All three Bacabal women would probably not qualify for the
Zambian grant, yet even if the goal is purely poverty reduction, at least
some of these women deserve assistance.

Equally important wil] be the other goals of the cash transfer, as set out
in Chaprer 3. If an important goal is to reduce intergenerational transmis-
sion of poverty, then more money will go to families with children, and per-
haps even to the children themselves, to encourage them to attend school.
The children will be relatively poor, but many will not be destitute or ultra-
poor. In Bangladesh, the Stipend for Secondary Education program has
sought to ensure that girls gain improved access to secondary education. It
has been praised for its success with this goal but has also been criticized for
supporting girls from lower-middle-class households rather than the poor.
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Growth is a target of many programs, which is interpreted to mean
that money should go to those who can work and who have some assets.
The World Bank comments that redistribution should not go just o the
poorest of the poor, but also to those who are most likely to make pro-
ductive investments. “It may be more effective to help people who are
slightly richer, because with some help they may actually be able to starta
business.” The working poor are a critical group. The United Nations
2009 report on the Millennium Development Goals* notes that in Sub-
Saharan Africa and Southern Asia, 74% of working adults are self-employed
or are wotking on family farms and businesses; in Southeast Asia it is 61%.
These are people whose income is often very low but who could produc-
tively invest extra money from cash transfers. And for those who are em-
ploved, in Sub-Saharan Africa 64% are living on less than $1.25 per day.

Thus the mix of goals of the program will determine whether it is to
assist just the destitute, to include the ncedy and the working poor, or to
include slightly less poor school children and self-employed people who
may be able to graduate from poverty permanently. Once goals have been
agreed upon, the characreristics of each country will shape the design of
the program.

Whichever mix of goals is selected, governments have limited budg-
ets, and most programs will make some attempt to rarget poorer house-
holds, with a view to maximizing the poverty reduction impact of the cash
transfer program. However, in developing countries it is not easy to iden-
tify poor and non-poor households or to characterize different categories
of the poor. For countries with low administracive capacity, any such ef-
fort can be costly and sill end up inaccurate. Countries may choose sim-
pler but less accurate targeting.

The first step is to look more closely at poverty: Are most people poor
or is there an identifiable smaller target group? An important indicator of
poverty and ill health is child mortality. Most children die from a combina-
tion of malnutrition, poor water, and untreated diseases, conditions that are
easily preventable at relatively low cost. A high child death rate usually indi-
cates 2 much broader malnutrition problem, which in turn permanently im-
pairs children’s development; undernourished children of poor parents are
highly likely to remain poor. Thus child mortality is an important indicator
both of poverty and of intergenerational transmission of poverty.

The next step is to look at the distribution of child mortalicy by in-
come group. Figure 6.1 compares Bangladesh and Indonesia in terms of
the mortality of children under five. For the richest and poorest, the rates
are similat, but for Bangladesh the mortality rate is high for more than half
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the population, whereas in Indonesia the rate falls off more quickly. As we
noted in Chaprer 3, Indonesia had a grant that went to 40% of the pop-
ulation but has moved to one targeted more carefully at the poorest 20%.
Figure 6.1 supports the decision of Indonesia to concentrate only on the
poorest fifth, bur it suggests that any program in Bangladesh would need
to target three-fifths of the population, and perhaps more.

Figure 6.2 shows three typical African countries. The mortality rate for
the wealthiest is lower than for other groups, although wealthy African chil-
dren are more likely to die than poor Indonesian children (see Figure 6.1).
Bur what is most striking is how flat these graphs are; even children in the
relatively well-off fourth quintile are almost as likely to die as the poorest.
This is an indication of the extreme and generalized poverty in Africa.

A group writing in the UK Institute of Development Studies Bulletin
distinguishes between what it calls “bottom inequity,” in which a small
minoriry is much worse off than everyone else, and “top inequity,” in which
a small minority is much better off than the broad mass of the population.
Most Sub-Saharan countries are characterized by top inequity, and there is
very litde difference between families in the borrom half of the popula-
tion, whereas [ndonesia is characterized by bottom inequity.*

Figure 6.1 Child Mortality by Income Quintile in Bangladesh and Indonesia
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Figure 6.2 Child Mortality by Income Quintile in Ghana, Malawi, and Mali
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Instead of speaking just in terms of bottom and top inequity, one can
divide countries into three groups. Many countries in Asia and Latin Amer-
ica are like Indonesia, where there is bottom inequity and a peor group that
can be rargeted. Another group is like Bangladesh, where roughly half the
population is impoverished and at risk of ill health, and whose children will
struggle to improve their lot. The third group consists of those countries
with top inequity and poverty rates of 70% to 80%—most of Africa and a
few countries in Latin America, the Caribbean, and Asia—and where it
may male less sense to try to rarget the “poorest.” Tt is necessary to think
very differently about Africa. A study of targeting done for the Zamb-ian
government argues that “there is certainly no point in even attempting
means testing . . . where over 75 percent of households are living in extreme
poverty.” In such circumstances targeting may only serve to exclude poor
but recently lucky households—those who had no sickness last year or sold
a goat—and next year they will probably be poor again.

Politics Matters

Thus the choice of goals, government income, and the poverty distribution
in the country will significantly affect how the target group is chosen. Bur
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the final decision will be political, based on a judgment of what will win
support from the electorate and the taxpayers (and, in poor countries,
what will be acceptable to the donors). On the one hand is the view that
smaller amounts of money will be more effective if well rargeted. On the
other hand, voters may be more likely to support a broader-based transfer.
Middle classes may be more likely to support a cash grant if they are in-
cluded (as with the British child benefic) or could benefit easily if they
needed help. In some contexts, the need to gain the support of middle-
class voters could be a factor in designing a program. Finally, there is the
intangible issue of fairness. Precise identification can be expensive and still
may not be accurate; choices can be highly contentious and divisive. Do
people feel that the right families are receiving the grant, or do they believe
that they have been unfairly excluded and a neighbor unfairly included? As
we will see later, non-contributory (social) pensions are not the best way
to reach the poor, but they are politically popular and are scen as fair and
transparent, so pensions have been the first cash transfer program to be in-
troduced in many countries. Even though economists and technical spe-
cialists nearly always prefer complex targeting approaches, the public usually
prefers very simple targeting of readily identifiable groups, such as the eld-
erly or children.

Politics has played an important part in the differences between pro-
grams in Africa and Latin America. Tatiana Feitosa de Britto of the Univer-
sity of Brasilia notes that “electoral concerns seem to have been important in
both Brazil and Mexico. Cash transfers establish a direct and regular link
berween the national government and beneficiaties. . . . The logic of the
programme seems to have been to rerain or win votes for the governing
party through the maximization of the number of beneficiaries, even if the
amount of the transfer was kept low.”” She cites three other political factors
as well. First, conditional cash transfers “appeared at a time of economic
crisis in Latin America, when the need for social safety nets was wide-
spread.” This was linked to elites’ fear of violence. Second, the programs
were designed to be acceptable to the middle classes by purting emphasis
on ending intergenerational poverty and improving national competitive-
ness in the world through increases in human capital. This is also linked
to conditions, particularly in Mexico, so that grants are seen to help the
“deserving poor.” Third, there scems to be a broad consensus in Latin
America about public goods and the state’s responsibility for providing ed-
ucation and safeguarding health.

Sam Hickey of the University of Manchester {and colleague of two of
the authors of this book) has studied the politics of cash transfer in Africa.
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He finds promoters there of cash transfers struggling wich a varie_ty of polit-
ical pressures.® The first source of pressure is the question (raised in Chaprer
2 and Table 2.1) of why people are poor—and the related issues of whether
to distinguish between deserving and undeserving poor and “whether the
causes of poverty are linked to a perceived ‘lack of effort’ by the poor or o
‘wider forces.” Elite attitudes are particularly important, as are what Hickey
calls “heated debates between elites.” But on the other side are “popular per-
ceptions of how ‘people like them’ will fare under a given progira‘fnme:”

A study of the Mongolian child benefic comments that- it p.rov1des-a
graphic example of the role of electoral politics and public :.utlt.udes in
condemning a targeted programme to failure and substituting it v?flth a far
more popular universal programme.” Mongolia is a former socialist coun-
try that has been badly hit by the transition to a globalized.markeF econ-
omy, and families still expect the government to provide social services. In
the 2004 clection both parties promised a child benefit, and a rargeted one
was introduced, but targeting was ineffective and unpopular. Donors and
technocrats wanted to improve the targeting, but the political pressure was
in the other direction. Families saw the grant as a way to ensure the well-
being of all children, and politicians presented the child benefit as a way
in which mineral wealth could be shared by all families. Thus the pressure
to move to a larger and universal benefit was overwhelming, and spending
jumped to nearly 4% of GDI.

Whatever the size of the budget, some choices have to be made about
who receives money, and those choices are often more political than tech-
nical. As Mongolia, South Africa, and a number of Latin American coun-
tries show, it is Mot necessary to assume a fixed budget. Indeed, some
countries have designed programs that can start small in a way and can be
easily expanded if the program gains political support. For c?(ample, they
may start with the very poorest districts or with just young children. When
countries make the political choice to go ahead with a program, they are
sometimes able to find very large amounts of money. And the pressure 1s
often to increase the size of the grant or expand it to additional people. In
2 World Bank study; Johan Gelbach and Lant Pritchett developed a stylized
model in which the poor, the middle-class, and the rich sectors are roughly
equal in size, and all vote on the budget of a redistributive program. In
these conditions, including the middle class in the program tends to per-
suade them not only to support the program but also to support increases
in the program and higher taxes (largely paid by the rich).’® But if a fixed
amount is targeted to the poor alone, then both the middle class and the
rich vote against taxes to pay for it, and the rich gain because they pay less
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taxes. Gelbach and Pritchett’s intervention was partly tongue-in-cheek, but
it made the important argument that politics matters, that the economists’
perfect rargeting may not be the most politically sensible, and that the size
of the pie need not be fixed.

POPULIST OR MORE FOR THE POOR?

Not surprisingly, every country has established its cash transfer program
differently, there is no obvious “best” way to do so, and a vigorous debate
over targeting is raging in the academic and practitioner literature. We will
not resolve that debate in this book, but we would like to give some flavor
of the more outspoken arguments on the non-academic side. One group
argues that it is unethical and improper to give money to the rich and that
targeting and proxy means tests can be improved to a point where money
can be given only to those who need it. Others prefer categorical and/or
exclude-the-rich systems, on the grounds that no means tests has yet been
found that really works, and means testing is socially divisive and ineffi-
cient. Does a human rights perspective imply that all grants should be uni-
versal? Or does it imply a poverty perspective in which transfers to the
poorest must be maximized? This is a debate that mixes politics and tech-
nical solutions in equal measure.

The donor-funded southern African Regional Hunger and Vulnera-
bility Programme (RHVYP) hosts the Wahenga website, which is intended
to encourage policymakers and practitioners “to engage in the hunger and
vulnerability debate.” One such debate unfolded between Stephen Dev-
ereux of IDS Sussex and Charles Knox of HelpAge International. Devereux
dismisses untargeted benefits as “populist” and argues that

universal programmes are more expensive by orders of magnitude than
are targeted interventions. Giving a dollar a day to everyone costs five
times as much as giving a dollar a day to the poorest 20%. Alternatively,

. 2 given resoutce envelope will have five times mote impact on
poverty if it is disbursed to the poorest 20% than if it is thinly spread
over an entire population. Poverty targeting may be tricky to do well,
but it may also be the mast cost-effective and equitable use of scarce
public resources for achieving poverty reduction. Redistribution from
rich to poor also narrows income gaps and reduces inequality, which
is less “neoliberal” than is diverting public money [rom poot to rich

people.!!
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“While Dr. Devereux doesn’t want the rich to benefit from non-
contributory pensions, there are strong arguments to the concrary. If by
incorporating the rich, many more resources go to the poor, then isn't this
a good thing? And, if the rich pay taxes, can't we argue that they could/
should also benefit? We cannot divorce social protection financing from
the politics of the real world,” replies Knox. He adds thar Devereux

assumnes perfect targeting, a situation that does not exist anywhere in the
world. It’s a great example of simplistic economics. . . . Lets try and base
our discussion on evidence and realism. First of all, we need to recognize
that no one knows how to do poverty targeting in poor countries with
low administrative capacity. Let’s stop precending that it is possible. . . .
In contrast, we know how to undertake universal categorical targeting.
Look at the success of universal pensions in countries such as Namibia,
Botswana, Lesotho, and Mauricius.'?

John Rook, RHVP policy coordinator, summarized the debate by say-
ing there is no perfect targeting approach. Targeting requires a realistic and
pragmatic approach that reflects a national consensus:

Where social transfer agendas are nationally owned and driven, the ap-
proach to targeting has been pragmatic and has usually favored categori-
cal interventions such as old age pensions and child benefits. Conversely,
where there has been a high degree of external engagement, targeting has
become a protracted and even divisive issue, especially where countries
have become the “battle ground” for external agencies to argue out their
opposing approaches. The result of this has often been to further erode
already weak national ownership and even to lead to disengagement and

disillusion on the part of host governmenl:s.'3

WE ARIY ALL POOR HERE

Donor agencies have sponsored pilot programs in Zambia and Malawi ex-
plicitly targeting only 10% of the population. Zambia’s Ministry of Com-
munity Development and Social Services,'* the German agency GTZ, and
Care run a program that is explicitly called the Social Safety Net Project.
The ministry argues that the lack of social protection in Zambia necessi-
tated the development of a “social safety net for the most vulnerable
houscholds in Zambia.” The objective is to “reduce extreme poverty, hunger
and starvation in the 10% most destitute and incapacitated (non-viable)
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households in the pilot region. The focus lies mainly—but not exclusively—
on households that are headed by the elderly and are caring for OVC [or-
phans and vulnerable children] because the breadwinners are chronically
sick or have died due to HIV/AIDS or other reasons.” The 10% cutoff was
chosen in Zambia and Malawi pilots because a study in Malawi showed
that 22% of the population was “ultra-poor” {which typically means those
who consume only one meal per day and own no valuable assets) and half
of those did not have adequate labor in the family to feed their houschold
{which usually means that each adult has more than three dependents)."

Zambia and Malawi are very poor countries with limited budgets. But
because 70% of the population is poot, choosing just 10% has triggered
an often angry debate. Measures of ultra-poverty and inadequate labor lie
on a continuum, and neither of those cutoff points is precise. There are
permanent insecurity and constant movement of income level in the bot-
tom half of the pile. Good rains and the right crop can lift a poor family
from the bottom for a few months; sickness or an insect attack can push
a family from the middle to the botrom.

“The sentiment ‘we are all poor here’ accurately reflects the very small
differences in personal and family circumstances separating everyone falling
within the bottom 50-60 percent of per capita consumption in poor mainly
rural SSA [Sub-Saharan African] countries,” according to Frank Ellis, School
of Development Studies, University of East Anglia, UK, whose studies lead
him to argue against choosing just 10%.'¢ He continues that beneficiary se-
lection “occurs within a context of very close proximity in well-being, life
styles, command over assets and income streams, and real material con-
sumption of this proportion of the population.” These are, he says, “wafer
thin differences.”

A study in Malawi showed poor rural communities in the central and
southern part of the country opposed to targeting, fearing it would disrupt
social harmony.!” Whete everyone feels they are poor, giving money to just
some people raises questions of witcheraft and nepotism.

Even a small grant lifts people from the bottom 10% to the upper half,
which means that anyone who is chosen jumps above her or his neighbors.
The Malawi social protection team, Harry Mwamlima and Reagan Kalu-
luma, consider this outcome a “positive result” and are encouraged that such
a poor houschold is able to improve its status by so much.'® But Fllis finds it
“ethically dubious” because the families that gain the grant leapfrog over very
similar families, and it is hard to distinguish between them. Choices berween
families “often involve seeking tiny variations in circumstances that ordi-
nary people do not perceive as real differences, in order to select a lucky few
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people as transfer recipients. This inevitably creates social tensions and divi-
sion, as well as personal strategies to work around the selection criteria.”'?

Studies in both Zambia® and Malawi*' found that more than 10%
were ultra-poor and labor constrained, and called for the threshold to be
raised to 15% or 20%. The Malawi study found households excluded by
the 10% cutoff “in a desperate situation: eating one to two meals per day,
wearing rags, lacking blankets and adequate housing.”

It is a general experience of public works projects and distribution of
food or seeds that if only some people in a poor community can benefit,
then the community itself splits up the resources more equally among all
community members.”* An evaluation of the Mchinji cash transfer showed
that it had clearly triggered some social changes, and 87% of those receiv-
ing grants shared them with other family members and neighbors in an av-
erage of 2.6 additional households.?® Half of that sharing was in the form
of employing labor to till fields or repair housing, as might be expected be-
cause by definition these are labor-constrained households. But the other
half of the sharing was the sharing of food and money, and in 59% of cases,
the recipients of this sharing begged for help. Clearly, these families who
were once ultra-poor but are suddenly much better off than their neigh-
bors feel strong social obligations. Indeed, 39% of non-beneficiary house-
holds borrowed from those who had grants. Of those who received grants,
13% report increased jealousy among neighbors, and 16% report increased
begging,

But perhaps the core question about the 10% cutoff is one of the
goals. Targeting 10%, as both Zambian and Malawian ministries state, is
abour providing social welfare to destitute and non-viable households. But
the major goals of most cash transfers are developmental and intergenera-
tional—to actually provide assistance to viable households so that they can
invest and raise their productivity and income, and rto raise the nutrition
levels and school attendance of poor children. In Africa that means tar-
geting more than half the population, rather than just 10%, and finding

the money to reach a larger group may be more productive in the longer
term.

PRINCIPLES AND EVIDENCE

‘largeting is probably #he most controversial issue surrounding cash trans-
fers. Different individuals and agencies take different positions based on
principles and interpretations of the growing empirical evidence. Technical
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specialists and researchers often argue for tight targeting to ensure that the
poorest gain the benefits. Politicians in search of votes and righes-based
NGOs argue for the broader provision of cash transfers to all people within
a caregory or even to all citizens.

The dilemmas of targeting inspire both economic and political analy-
sis. Economic analysis asks which program, targeted at which people, will
besc achieve the goals. Political analysis poses different questions, asking
which form of targeting will be popular now. But the more tar-reaching
question is: Whar form of targeting will be politically and financially sus-
tainable in the long term and will contribute to a fairer and more cohesive
society in the future? Political leaders need ro balance the political accept-
ability and sustainability of choices about who benefits now and how
presently available funds are distributed with the knowledge that such de-
cisions will determine the future of the program.

No targeting decisions are engraved in stone. “Old age” can first be
defined as beginning at 70 years old and later reduced to 65; a target of
the poorest 10% can be expanded to the poorest 20%. Bur once estab-
lished, the shape of the program tends to be fixed.

Targeting decisions made in Brazil, Mexico, India, and South Africa
have been radically different. Yer within their national political contexts,
they have been popular and robust. Intense debate and shared experiences
help. But when the technical and political meet, local context and history
will determine the outcome,
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Identitying Recipients

IN UGANDA IN THE LATE 19905, ONE OF Us (DH) WAS INVOLVED IN EXAM-
ining a scheme to share the income from tourists visiting national parks
with “poor neighboring communities.” At Lake Mburo civil servants drew
up a complex and highly logical geographic tatgeting system based on the
population size of each neighboring parish and on social and economic in-
dicators. The bigger the population and the poorer the social and eco-
nomic indicators, the greater the grant the parish would receive. Perfectly
logical, but the parish leaders rejected this idea unanimously and agreed
that each parish would get the same size grant, regardless of population
and poverty indicators, William Othello, a parish chairman, explained this
to us: “If we go for their system, then who can count the population with
so many people moving abour, where do the poverty figures come from,
and who can check the sums? We will all be claiming to have big popula-
tions and some people might bribe the civil servants to increase cheir
poverty figures. If we share the grants out equally, we can all see whar is
happening and we shall not start quarreling with each other.” The civil ser-
vants thought this “crazy and unfair” but had to give way.!

Dividing pots of money is fraught with difficulties under any circum-
stances. The main objective of cash transfer programs is usually to reduce
poverty and vulnerability, so there is a strong desire to reach the poorest
and most vulnerable. But transparency, politics, and ditferent views of what
is “fair” all come into play.

This is a technically complex area. Different countries have used many
different ways of setting eligibility criteria; none is perfect, so most countries
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usc a mix of methods. In this chapter we look in considerable detail ac the
targeting alternatives and at the experiences of cash transfer programs. The
“bottom line” is to maximize the amount of money going to the poorest and
most vulnerable, but, as at Lake Mburo, the context is political and social.

Selection Stralegies

There are five main types of selection strategies:

Cartegorical. Selection is based on categories of households or indi-
viduals that are closely correlated with poverty and vulnerability,
such as children, older people, and adults with disabilities.

Geographic. Communities that have high (or higher than average)
poverty incidence, which is typically determined on the basis of
census or survey data, are selected.

Houschold or individual means test. The poor or poorest individuals
or families are identified by some sort of externally set criteria.

Community-based targeting. Neighbors decide who in the commu-
nity needs help the most.

Self-selection. People are guaranteed the right to work, usually at phys-
ical labor for a minimum wage, and choose whether to accept the

offer.

As we will see below, each of these methods has distinct advantages and dis-
advantages. For example, targeting the poorest households is theoretically a
more effective way to reduce poverty, but applying selection strategies based
on an assessment of households or individuals can be time-consuming and
may tempt potential beneficiaries to adapt their circumstances to ensure el-
igibility. Often two or more methods are used together. There are categor-
ical non-contributory pensions in Mauritius and Lesotho, and Britain has
a universal child benefit; in both cases, benefits go to everyone in the cate-
gory, rich or poor. But most categorical benefits are also means-tested.
Indeed, as we were writing this book there was a debate in Britain,
where one group maintained that the country could not afford the grant
and that it should be means-tested so that it would go only to the poor.
The Child Poverty Action Group rejected this, arguing that the take-up
rate of the child benefit is an incredible 98% only because it goes to every-
one, which means it is easy to claim and carries no stigma. Bur the critics
respond thar the state should not be supplying “middle-class welfare” by
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giving grants to families that do not need them and will spend the money
on luxuries.’

South Africa is an example of combining targeting methods, Tt scarts
with categorical grants—pensions and child benefits—but then uses means
tests to exclude the better off. The pension gaes, in effect, to every person
over 63 who is not already receiving a private or civil service pension, and
it goes to more than 85% of older people. But the child benefit has more
complex targeting. Families are divided into three groups: families living
in rural areas, families living in urban areas in an “informal dwelling,” and
families living in permanent housing in urban arcas. Those in the first two
groups are seen as more in need of help, so the grant goes to families with
a family income under R1100 ($110) per month. Families in the chird
group receive a grant only if family income is under R800 ($80). Thus this
categorical child benefir has a geographic component and two means tests:
income and what is known as a “proxy test” to measure assets—in this case,
the quality of the house.

Three of the five strategies rely on the government choosing a set of
people to receive the grant, and this is still the most common approach.
The other two strategjes we have cited do not involve government choice.
One is community-based selection, and the other is self-selection, usually
in the form of workfare. One of the largest cash transfer schemes is the Na-
tional Employment Guarantee Scheme in India, which guarantees 100
days of employment on demand to unemployed heads of houscholds in
rural India.

Finally, there is the option of not targeting at all. One such method is
to give everyone a small amount of money, known as a citizen’s income or
basic income grant. There has been a strong campaign for this in South
Africa, Namibia is running a pilot, and it has been seriously discussed in
Brazil; Alaska distributes oil revenue equally to everyone living in the state.
Another alternative is subsidies, particularly for the purchase of fertilizer.
None of these programs is well targeted on the poorest, but all three have
important developmental implications and can gain political support.

Political and Practical

Targeting has both political and practical dimensions. If immediare poverty
reduction is the goal, it makes sense to try to make transfers to those who
need money most. Figure 7.1 presents the results of a modeling exercise for
Uganda. Under the assumptions applied in this simulation (see the figure
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Figure 7.1 Poverty Reduction from
Grants Allocating 1% of GDP in Different Ways
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caption), either a child benefit or a pension will reduce poverrty levels, and
targeting the poor will reduce poverty further,

But targeting is complex and nor always accurate, and it can be divi-
sive. For example, excluded families may claim they are just as poor as in-
cluded ones, leading to allegations of corruption, favoritism, or tribalism,
as well as jealousy and even acts of sabotage. Targeting requires skilled ad-
ministrative staff, who are more likely to exist in Latin America than in
low-income countries in Africa. That staff must be paid, so targeting
comes ar a price. The greater the time and costs of targeting, the less funds
remain in the budget for actual grants.

Finally, selection cannot be perfect. It is subject to “inclusion errors”
or “leakage”™—giving grants to people who do not have a right to them—
and to “exclusion errors” or “under-coverage”—omitting from eligibility
people who should receive the grant. To reduce errors, more sophisticated
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methods can be employed, but they are harder to implement, and they
may lead to some of the poorest people being excluded because they do
not have the right documents. How many people who should receive the
grant can we afford to miss, and how many can be included who do not
qualify?

A study’ of a large number of targeted interventions found that of 33
cash transfers the investigators could evaluate, 20 seemed to have effective
targeting, with poor people receiving at least 30% more money than they
would have received from a universal grant. Of those interventions, 11—
more than half—were child benefits, which seem from this study to be the
most effective way of targeting poverty. Of those 11 child benefits, 8 also
involved either a means test or geographic rargeting, The effectiveness of
child benefits should not be surprising, given that half the world’s poor are
children.* Of the remaining 9 successes, 8 involved means testing. The
other important lesson was that a skilled civil service helps; half of the suc-
cesses were in Europe. But others were administered in Jamaica, Costa
Rica, Indonesia, Mexico, and Nicaragua, so it seems that developing coun-
tries can do successful targeting,

But it is also clear from the study that successful targeting is difficult.
Of the remaining 13 programs, 3 were very regressive, meaning that the
better off gained; the worst was a Vietnam pension program in which the
poor gained only half of what they would have received as a universal ben-
efit. Six had an impact similar to a universal benefit, and another 4 gave
between 10% and 30% more to the poor than a universal benefit (proba-
bly not enough to cover the additional costs of targeting). Pensions proved
very mixed; 3 of the top 20 were pensions, yet 6 of the poorly targeted 13
were also pensions. The same study notes that in South Africa, “rargeting
the eldetly is an effective method for reaching poor children.”

CATEGORICAL—EASIER, BUT WHO IS LEFT OUT?

Traditionally, societies have readily accepted a responsibility to older peo-
ple, children, and those who cannot work; such recipients are “deserving”
of help, and all of us were young once, hope to be old, and fear we might
be injured or disabled. Categorical grants are politically popular; “feeding
children,” “supporting the elderly,” and “caring for the disabled” are ideal
sound bites for politicians. But they are also very practical in terms of oper-
ation and outcomes. Identifying children, the eldetly, and the physically dis-
abled is relatively simple and is transparent to local communities. Investing
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in children to improve their health and increase their education makes
them more productive adults. Because people die at different ages, collec-
tive pension systers reduce the risk that we will outlive our resources, and
thus they reduce the amount that people must save or invest to provide for
themselves in old age.

Poor people in developing countries have more children in the hope
that at least one will survive to care for them in their old age.® Historically,
state pensions have reduced fertility rates, because parents no longer need to
depend on their children in old age. This, in turn, makes it possible to in-
vest more in each child, thus boosting survival rates and education levels, so
lower fertility rates promote broader economic development. State old-age
benefits have existed for more than a century, but they were traditionally
linked to payments made by employed workers. This discriminates against
women and people in the informal sector who are not in pension-linked of-
ficial jobs, and awareness of this inequity has led to a shift to categorical so-
cial pensions not linked to individual contributions over a working life.

Categorical grants, particularly pensions and child benefits, are easier
to administer and are seen as fair. They also cover most low-income fam-
ilies. Combining grants to children, the old, and people with disabilities
could reach a large majority of poor houscholds, and there is convincing
evidence from a range of countries to show that pensions—at least those
paid to women-—are used in large part to support children.

“Categorical targeting has the considerable added advantage of estab-
lishing a right to the social transfer for all those who meet the simple cri-
terion that defines the category (such as an age threshold in the case of
social pensions). Moreover, in the case of social pensions, social invidious-
ness does not occur because all citizens understand that if and when they
reach the age threshold, they, too, will be entitled to the benefit,” declares
Frank Ellis in his study “We Are All Poor Here.” In countries where citi-
zens do not trust the state or the civil service, most people prefer simple
and “fair” targeting approaches to a theoretically betrer technical system
that is controlled—and possibly manipulated—by burcaucrats and elites.

However, all studies show that not all houscholds with older people
are poor; categorical grants may give money to the children of the wealthy,
and they exclude poor families without children or old people. South
Africa excludes from social pensions the very small proportion of people
who already have a private or civil service pension, and it also excludes the
better off from the child benefi.

Caregorical grants {those that go to everyone in the category, such as
all elderly people) are the easiest to administer and the most transparent.
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And they do effectively target the poorest if all three—pension, child ben-
efit, and disability grant—are used in combination. But this can be an ex-
pensive mix. One way to reduce cost is to means-test the benefit. Another
alternative is to try to target poorer families; broadly based family grants
such as Bolsa Familia in Brazil and Oportunidades in Mexico may be bet-
ter at giving poorer people more money. Both face problems, as discussed
below. But that takes us back to the political question of the previous chap-
ter: Does one give a small amount of money to many people or try to give
a larger amount to those who are poorer?

Larry Willmore, of the International Institcute for Applied Systems
Analysis (IIASA) in Austria, argues against means-testing pensions; rather,
he supports giving smaller pensions to all elderly instead of larger pensions
to the poorest, on both political and practical grounds.® First, such pro-
grams are politically attractive because they provide a guarantee of a basic
income for a/l voters’ old age, and for thar of their parents and friends.
Starting with a modest universal pension, the pressure from voters is to in-
crease the size of the pension, as has happened in New Zealand and Mau-
ritius. “Means tests promise fiscal savings, but tightly targeted benefits lack
political appeal, so a means-tested benefit runs the risk of becoming smaller
and smaller relative to wages and per capita GDE” Willmore warns. The
second argument for avoiding means tests is that they send the wrong sig-
nals to workers. They discourage low-income workers from saving for their
old age and from continuing to work, even on a part-time basis, beyond
normal retirement age.

Geographic Choices
Choosing the three categories of children, the elderly, and people with dis-

abilities is effective because it is relatively simple but includes most poor
people. However, it spreads the money thinly and includes the better off
in those categories. An alternative relatively simple method is to try to pick
out the areas of the country with the highest concentrations of poor or
marginalized people. Again, this gives grants to the better off living in those
areas, but geographic targeting proves to be more accurate than one mighe
expect. A study of Zambian targeting found that geographic targeting based
on census wards is cheapest and most effective, even assuming the need to
collect the sample data.” El Salvador opted for geographic targeting, simply
selecting the 100 poorest municipalities and then all households with chil-
dren.'® Some countries, such as Malawi, use geographic criteria to pick the
poorest places and then expanding to other areas. But the obvious objection
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to geographic targeting is that it excludes poor people in better-off areas,
who can be a politically and socially important group. In Africa, it is often
argued that rural people are poorer than those in urban areas. However,
existing poverty measures are being criticized for not taking into account
some of the higher costs of urban life, such as the costs of paying rent, buy-
ing water, and traveling to work. Also, poor urban youth can be a volatile
and politically important group.

IDENTIFYING THE POOREST

Whether or not categorical and geographic criteria are used, many pro-
grams also try to identify poorer families. Informalization means that peo-
ple’s income is often very irregular and seasonal. It is difficult to take into
account the small amounts that may be carned by children and elderly
people, and it is hard to quantify the food that people raise for themselves.

A key question is how narrowly the cash transfer is to be targeted.
Drawing boundary lines proves difficult, and there is an incentive to mis-
report income on simple means tests. Planners have looked for other ways
to identify those most in need of grants, such as using “proxy means
tests”—that is, indicators based on houschold characteristics other than
income. The indicarors used include the size and quality of the house, as-
sets such a radios and bicycles, family size, number of children, and num-
ber of adults capable of working. Proxy means tests have another advanrage
in that they enable program managers to rank-order potential beneficiarics
from poorest to moderately poor, and thus reach the poorest. Proxy means
tests are used extensively and successfully in middle-income countries, but
applying them is more challenging in low-income environments.

Proxy means tests have two other advantages because they are often
based on asscts and family members, rather than on income. Family in-
comes fluctuate, and it is not sensible or feasible to be taking people near
the boundary on and off the list of beneficiaries. And there is the danger
of an income line becoming a barrier and disincentive—the “benefit trap.”
If an income threshold s strictly enforced, people will not take day labor
or small jobs that might push them over the line, causing them to lose
more in benefits than they might gain from a week’s work. But small shifts
in income do not change the proxy values and thus do not lead to benefit
loss.

Oportunidades and its predecessor Progresa in Mexico use a complex
proxy means test. Once a community is selected via geographic criteria, a
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household census is conducted, and data are collected on household com-
position; literacy and education of members; economic activity and diverse
sources of income; presence of handicapped persons; dwelling characteris-
tics and availability of services; and possession of assets, including land
and animals. A statistical technique is next used (separately for each geo-
graphic region) to identify the characteristics that best discriminate between
poor and non-poor households, and an index is developed. Households are
then identified along values of this index, and those below a predetermined
threshold are selected as bencficiaries. Community validation is employed
to adjust the final lists of beneficiaries."

In Zambia, although geographic targeting worked best, the next best
option was a complex proxy model that used six variables: household size,
the number of orphans, the number of disabled people, the household
head’s age, the household head’s education, and whether the houschold
head is a woman. This model selected 61% of houscholds below the
poverty line.'” World Bank studies found that proxy means tests excluded
a quarter of the extreme poor in Panama but only 5% in Ecuador.'? a very
accurate outcome. Another study found that proxy means tests accurately
identify extremely poor households, but that they make more errors iden-
tifying moderately poor houscholds, and that the advantages over simple
geographic targeting are small,'* Recent studies in Bangladesh showed that
a relatively simply proxy means test—Iland area, type of shelter, and main
occupation—identified 95% of the income-poor.'?

A broader study of rargeting found that a whole range of targering
methods, including proxy means tests, were little better than just asking
about houschold consumption, defined simply as the ability to purchase
goods through markets. Other indicators may be better, but the targeting
errors (both exclusion and inclusion errors) are highly concentrated around
the poverty line, so they make little real difference to overall welfare. Thus
more complex systems may not be worth the effort.'¢

The debate on narrow versus broad targeting continues. South Africa
and Brazil attempt only to exclude the better off, and grants go to a ma-
jority of people in many areas. They have found that self-declaration of in-
come, with limited verification and a measure of social control caused by
better-off people not wanting to be seen to take the grant, has proved ac-
ceptably accurare. Mexico, Brazil, and Chile all have family grants that are
considered to be quite well targeted on the poorest. An International Poverty
Centre study concluded that “the Brazilian programmes’ targeting results are
almost as efficient as their counterparts in neighboring countries, frequently
cited as best practices. Mexico and Chile, which use extensive and thorough
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questionnaires to identify beneficiaries, have reached an outcome similar
to the highly decentralised targeting process used in Brazil.”” Compared
to Bolsa Familia, Mexico’s Oportunidades reaches fewer of those who
should qualify bur excludes more of those who should not. Thar is, Mex-
ico has a higher exclusion error, or under-coverage, but a lower inclusion
error, or leakage—the percentage of grants going to people who have no
right to receive them.'® However, the leakage of Brazil's Bolsa Familia and
the social pension, Beneficio de Prestagio Continuada (BPC) goes to fam-
ilies living near the poverty line,”” and they are also poor.

Black Boxes and Other Problems

Although proxies have the potental to select those most in need, there arc
a range of problems with indicators. As the Lake Mburo, Uganda, example
at the beginning of the chaprer showed, a formula administered by out-
siders is sometimes seen as an intrusive and impersonal “black box” that
people do not understand and thus do not consider fair. Transparency can
undermine a proxy means test because if houscholds know the indicators,
they can manipulare the resules—for example, by hiding a radio or bicycle;
thus the criteria for proxy means tests are sometimes kept secret. In Mex-
ico beneficiaries and non-beneficiaries both attribute selection to luck or a
lottery, and non-beneficiaries hope they will be luckier next time. “Some
beneficiaries expressed guilt or discomfort because of their better luck.”

Michelle Adato did focus-group interviews with 70 communities in
six states early in the development of the Mexican program.?* She concludes
that “the social cost of targeting ar the household level may be high in
these communities where the distinctions made by the program between
poor and extreme poor, or needing assistance and not needing assistance,
are not apparent in the view of the people who live there, who see them-
selves as ‘all poor” and ‘all in need.””

Mexico has a skilled and experienced civil service, and the program
has broad support, so these initial problems serve as a caution to any coun-
try trying to introduce a proxy means test. Nicaragua first did geographic
targeting and then, within selected communities, used a proxy means test
to identify beneficiaries. But that second stage had to be abandoned because
it was widely perceived as unfair and created tensions in the community.”
The proxy means test was not understood. One person in a geographically
targeted area said, “Some people wonder why they werent targeted even
though they live in this same area. So we tell them thar the Bible says that
many are called but few are chosen.”
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Mongolia had to abandon its proxy means test and move to a universal
child benefit.”* The original proxy formula used 11 indicators ranging from
houschold members to livestock and transport. Bur it was extremely inac-
curate, and officials and applicants manipulating the process made matters
worse. Leakage was 51%, so more than half of recipient children were not
poor, and under-coverage—the proportion of poor children missed—was
21%. Donors wanted to improve the proxy formula and target more effec-
tively, but the government instead decided to switch to a universal benefit,
which increased leakage only to 58% but cut under-coverage to 8%.

Finally, proxy means tests are based on surveys, and this immediately
introduces problems. In Vietnam, households colluded so that one could
obtain a grant, and then the grant was shared; conflicts subsequently
arose when the recipient household failed to honor its part of the bar-
gain.** And proxy indicators can also be subjective; that is, responses may
depend in part on how the question is asked. A Boston University team
commented that “we found houscholds that consumed pumpkin at meal-
time but said they had no meals because, for Malawians, pumpkin alone
does not count as a meal, which contrasts with houscholds that do not
even have pumpkin.”®

South Africa Struggling to Target

South Africa has one of the largest and most effective social grants pro-
grams, but it is not withourt problems. Tt starts with categorical grants, and
then its child benefit and pension are means-tested. But this has proved
not to be straightforward. The child support is triply targeted; it is means-
tested and also determined by geography (urban-rural) and a proxy (qual-
ity of housing). It currently reaches 55% of all children and has been
highly effective as an anti-poverty and development program, as we have
noted in previous chapters. But its targeting proved extremely controver-
sial. South Africa found that means testing is extremely difficult when
large numbers of people are working in the informal sector or are involved
in casual or seasonal work. Less than one-half of 1% of applicants are re-
jected,* and there is substantial underesrimation or under-declaration of
income; however, most of those included incorrectly are quite close to the
poverty line. On the other hand, a national survey of caregivers in 2006
shows that a significant number who did qualify had not applied because
they were employed or thought they were not poor enough; the study
argued that they had been put off by the complex means test.” Table 7.1
(where mn denotes “million”) sets out some of the key issues.
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Table 7.1 South Africa Child Benefit, 2007

Total children under 14 13.4 mn

Eligible to receive grant 8.3 mn
Percent eligible to receive grant 62%
Children receiving grant 5.8 mn
of whom eligible 4,5 mn
of whom ineligible 1.3 mn
Inclusion error = wrongly in, as percentage of those with grant 22%
Exclusion etror = missed out, as petcentage of those eligible 45%

Source: Michael Samson er al., “Review of Targeting Mechanisms, Means Tests and Values for
South Africa’s Social Granis—Final Report” (Cape Town: Economic Policy Research Institute, 2007).

Another issue involves farm workers.?® If farm workers are paid the
minimum wage, then their children are not eligible for the child support
grant. Most farm workers are seasonal laborers in places where no other
jobs are available. Yer South Africa does not allow their seasonal income to
be averaged across the year, which would take them below the threshold,
and instead requires farm workers to reapply each time the season ends,
which is complex and time-consuming. Another problem is thar many
farms do not pay the minimum wage but are unwilling to admit it, mak-
ing verification of income difficult.

South Africa has trouble with both its geographic (urban—rural) and
its proxy (house with brick, concrete, or asbestos walls) indicators. A study
by the Children’s Institute of Cape Town University found that within the
East London social security office, even senior officials disagreed about the
definitions. The district office in Atlantis disagreed with the provincial de-
partment about whether farm villages (called dorps} were rural or urban.®
The government agency Statistics South Africa abandoned an attempt to
make the distinction between urban and rural explicit at a detailed level.”

The other issue for South Africa is thart targeting makes the cash trans-
fer process very bureaucratic, with 15 different social security officials in-
volved in each decision. Applicants have to present a range of documents,
including marriage and divorce certificates, proof of income, identity
documents, evidence of occupancy of a house, and often bank statements,
pay stips, rent books, and a host of other financial papers as part of the
means test. Some offices require documents to be certified.”" Collecting all
the documents is difficult and time-consuming. A study in Western Cape
province showed that it typically required more than four visits to benefit
and other offices and the police, more than 12 hours of time, and R27
($3) for travel costs and photocopying.* Lack of documents seems to be
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one of the main reasons why so many poor families do not claim the
benefit.

South Africas other grants also have problems. Its pension has a means
test, but over time it has been considerably simplified. Originally there was
an asset test, but this was dropped as too complex. Both child benefit and
pension means tests are now being less rigidly enforced, which has increased
the take-up by those who are eligible.* And there is a problem of corrup-
tion, One study found that in Mount Fere, Eastern Cape, “it appeared to be
common knowledge” that it was possible to buy a disability grant.*

ASKING THE COMMUNITY

People tend to know their neighbors, so the community is often used as a
way of checking eligibility, and many systems publish the list of recipients.
For example, China’s Di Bao program posts the names of all recipients in
a public place for two weeks. In Bangladesh, BRAC's Targeting the Ultra-
Poor program has the community draw up an initial list, to which the
NGO then applies a means test.

Asking people to identify the most impoverished in their community
had seemed a good way to target, but the results have proved less successtul.
Wahenga, the Regional Hunger and Vulnerability Programme in southern
Africa, says baldly, “community based targeting of the poorest does not
work,”*

Malawi has had several pilot grants that aimed to find the 10% who
were both ultra-poor and labor constrained. Recipients are selected through
community-based targeting. A Community Social Protection Committee
(CSPC) is elected and is trained by the District Social Cash Transfer Sec-
retariat (DSCT) to rank households from the most to the least destiturte.
A community meeting is held to discuss the rankings, and the District So-
cial Welfare Officer (DSWO) must then approve the list. The Mchinji dis-
trice 2007 pilot was evaluated by a Boston University team headed by
Candace Miller. It found that only two-thirds of eligible families were in-
cluded (the exclusion error was 37%).% In terms of inclusion error, 24%
of recipients did not meet the labor constraint criterion.”

Households in Mchinji were surveyved, and 32% said the program was
not fair. Respondents maintained that people who were ineligible or
wealthy were receiving the transfer, that too many people who are eligible
were left out, and that nepotism was an important problem. There were
particular complaints that benefits were given to families linked to chiefs
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and members of the CSPC.* An explicit program guideline is that village
leaders are not allowed to serve on CSPCs because of the unfair influence
they might have on committees. Nevertheless, headmen included them-
selves or their deputies.’® The Boston University team notes that “we
found cases where village leaders influenced CSPCs to include their fam-
ily members” in the recipient lists. In total, 9% of household membets in
recipient households were “ghosts”; some households listed as many as
five “ghost” children and two “ghost” adults or fake members, CSPC mem-
bers themselves see a high risk of corruption and comment on the lack of
monitoring. *

Another study in Malawi found communities unwilling to pass what
they saw as life-or-death judgments on their neighbors; they said rargeting
went against the traditional spitit of wmodz; (togetherness). Community-
based targering also led to charges of witchcraft and bred suspicion, hatred
and corruption. , j

- Targeting costs 8% of the Malawi cash transfer program, and the
Miller studies show that it is not enough. And this is just the cost to the
government; it does not include community time. In Zambia the average
committee member spent 60 hours on targeting, Zambia and Malawi
pilots have also included substantial NGO time, which has not been in-
cluded in the costs, and some district officials’ time tends to be excluded
as well. In a study of targeting in Zambia, Ben Warkins®' notes thar “no
method is both cheap and accurately selected the poorest households.” He
argues that there is no reason why communities should be any betrer than
outsiders at observing income and asset levels and that outsiders are actu-
ally less likely to exhibit bias and favoritism. To prevent bias, there are
always more community members involved than outside evaluators, so
c'ommunity—based targeting is “generally more expensive than administra-
trve targering . . . because it involves more training, more steps, and more
people. Unless community time is a great deal less valuable than official
time, _CBT [community-based targeting] will be more costly” than other
targeting options. Thus it should be used only if it is significantly more
accurate.®

In Zambia a study of community-based targeting in two districts re-
vealed huge problems. In Chipata district, half of those targeted were non-
poor, and 30% of the population believes that powerful households had
preferential access. In Kazungula district, the poverty levels of the chosen
group were no different from those of people who were not selected. In
Kalomo district, community-based targeting was combined with proxy and
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administrative elements, and there were very high supervision costs. This
approach was better at targeting the neediest, but despite high supervision,
there was also evidence of elite capture, and high-income households were
included. In Zambia, 87% of Community Welfare Assistance Committee
(CWAC) members said they came under pressure from family or friends,
and 47% experienced pressure from headmen or local chairpeople.* And
when the Kolomo program was expanded with less intensive supervision
and fewer external resources, it proved to be less accurate in targeting the
poorest.* In Malawi, village headmen took a cut from recipients’ cash trans-
fers, justifying this practice by claiming they should be paid for the time

they spent organizing the program.®

Discretion Begets Corruption

Systemns that are characterized by a high degree of administrative discre-
tion or based on small differences or survey data are all subject to manip-
ulation. Political and social elites can include their own friends and family.
Party membership cards can be required. And bribes can be demanded. In
Varanasi district, Uttar Pradesh, older people applying for the pension of 125
rupees ($2) per month reported that bribes are often expected and paid at
various stages of the application process. With 85% illiteracy among older
people in this area, the requirement for written application forms and sup-
porting documents presents a considerable hurdle and creates opportunities
for manipulation.® In the late 1990s, in response to the Asian financial
crisis, Indonesia introduced a scholarship program for poor children. But
as a study found in West Java and Lombok, the children who received
scholarships were from well-off families. “The poor were unaware of the
criteria by which children were being selected. Village and school author-
ities told them only that the lists of recipients was decided ‘from above’ (by
authorities outside the village) or that their children were not clever enough
to qualify. In reality the Social Safety Net scholarships had no merit-based

criteria and were meant to help the neediest of children.™

ALTERNATIVES TO ADMINISTRATIVE CHOICE

All of the targeting systems discussed so far involve some degree of admin-
istrative and government choice. Three alternatives that do not involve ad-
ministrative choice, but have other shortcomings, are also in use.
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For centuries, projects have been created to give work to willing labor-
ers, and this practice continues in many parts of the world. Often called
workfare, it satisfies a basic demand of the better off that the poor should
work for their money, and it is self-targeting because people have the op-
portunity to choose whether to do hard labor for a minimum wage. The
most important change in policy, which makes these programs equivalent
to cash transfers, is that India and Ethiopia are guaranteeing work to any-
one who wants it. Both of these programs are very large. India’s National
Rural Employment Guarantee Scheme (NREGS) guarantees each rural
household 100 days of unskilled wage labor per year. It involves 44 mil-
lion houscholds as a cost of $4 billion per year. Ethiopiz’s Productive Safety
Nets Programme (PSNP) has reached more than 7 million people with an
annual budget of $500 million (this is 2% of GDP, which makes PSNP
the [argest program in Sub-Saharan Africa, after South Africa’s).

The shift to guaranteeing work means that these schemes offer the ad-
vantages of other cash transfers: The assured additional income not only
improves the diet but also makes investment and risk taking possible. And
they are self-targeting (available to all without any administrative target-
ing), which ensures fairness. Labor schemes also have one more general
benefit. They effectively set a wage floor, which can buoy up the very low
wages paid in the informal sector and for day labor, because otherwise
people will choose the government scheme instead. Bur labor schemes
have four problems that mean they are less widely used: (1) They have very
high design, administration, and supervision costs. (2) They specifically
exclude those who cannot work—the young, old, ill, and disabled, as well
as mothers of small children—who are often a target of cash transfers. (3)
There is an opportunity cost; working on labor schemes means forgoing
the often small income from other activities. (4) Although they are self-
targeting, they are not well targeted on the poor. In Amhara, Ethiopia,
vulnerable non-poor and moderately poor households were more likely to
be included than the poorest.®® In Maharastra, India, the poor made up
only half the workers, and only 15% of poor adults participated.*

Both Ethiopia and India have faced problems with slow payment;
payments were delayed an average of 39 days in Ethiopia® and up to four
months in Andra Pradesh, India.>! If you arc hungry, that’s a long time to
walt.

Administration costs and costs to the poor themselves are high. Work
sites are often far from where poor people live, imposing hidden transporta-
tion costs. A World Bank modeling exercise for India compared a workfare
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scheme with a universal grant that would give the same amount to every-
one.” The study found that an untargeted grant to everyone “has a greater
impact on poverry” than a labor scheme that spends the same amount of
money. “The greater cost in terms of leakage to the non-poor from untar-
geted transfers is not enough to outweigh the extra costs (to both the poor
directly and the government)” of labor schemes. Yet just as in many tech-
nical arguments surrounding grants, the finding may be accurate bur pol-
itics may be more important, and in India political support is much greater
for “workfare” than for unconditional grants.

Basic Income Grant

The idea of providing a minimum or basic income to everyone, uncondi-
tionally and as a righe, has been around for at least two centuries without
gaining much traction. But the concept of a Basic Income Grant (BIG)
has been taken most seriously in South Africa and neighboring Namibia.
High unemployment led the Congress of South Africa Trade Unions
(COSATU) to back the BIG, and it has gained support from government
commissions.” The government-appointed Taylor Committee’* looked at
a grant at the destitution level, R100 (then $9) per month, going to every-
one, rich and poor, and found that “a Basic Income Grant is most able to
eliminate destitution and have a developmental impact on the poorest.”
And the committee called for a “solidarity grant,” effectively a BIG, to go
to all South Africans within three years. This was not accepted by the gov-
ernment. The BIG has also been promoted in Namibia, where a three-year
{2007-2010) pilot project is being conducted. Two issues are central to the
debate: cost and the ethics of giving a grant to the rich. Proponents argue
that income tax and value-added tax (sales tax) can be adjusted to take
the grant back from the better off, and perhaps to pay for the whole pro-
gram. A “solidarity grant” for all can be financed by a “solidarity tax” on
the rich.

Subsidies

Subsidies, typically on the purchase of food or fuel, have been popular with
many governments, but they tend to benefit the better off who consume
more; cash transfers benefit those who are poorer or at least benefit every-
one equally (in the case of categorical or universal benefits). In several coun-
tries, including Indonesia and Mexico, cash transfers have been funded by
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ending regressive subsidies. Subsidies direct consumers toward certain goods,
whereas cash transfers enable people to make their own choices.

Malawi’s fertilizer subsidy scheme has been widely discussed. First in-
troduced for the 2004—2005 scason, it dramarically increased maize pro-
duction and turned Malawi from an importer of maize into an exporter.
The program is intended to give able-bodied farmers who cannot afford
fertilizer two vouchers authorizing the purchase of 50-kg bags of fertilizer
for MK 950 (about $7).” The program reaches 1.7 million households;
70% of Malawi smallholders receive the vouchers.® In 2007-2008, the sub-
sidized price was 28% of the market price. The cost rose from 1.4% of GDP
in 2004-2005 to 2.8% of GDP in 2007-2008; unusually high fertilizer prices
made it 4.7% of GDP in 2008-2009.

A study of 170 houscholds in Mlomba, Machinga district, for the
2007-2008 maize season found that the average subsidy was MK 2871
($20) but the average increase in income was MK 5096 ($36), which meant
that household income increased by MK 2225 ($16) more than the sub-
sidy cost.”” The Mlomba study argues that without the subsidy, few house-
holds would have been able to buy fertilizer. But even at the subsidized
price, the poorest households could not use all the vouchers; in the poor-
est 40% of the houscholds, 70% used only one voucher and 19% used
only half a voucher. All farmers gained something; better-off farmers
gained more, bur this is a poor area, so “better-oft” farmers are still poor.

Nicaragua has a similar program, Zero Hunger, which gives farmers a
loan of $1,500 to buy animals and feed and to plant fruit trees. To partic-
ipate, however, houscholds must have 1.4 hectares (3.5 acres) of land, a
condition that excludes many poor Nicaraguans.*

There is a potential link between Malawi’s fertilizer subsidy and its
cash transfer program. Fertilizer vouchers go to households with farms,
whereas the cash transfer goes to ultra-poor households without adequate
labor. Thus the cash transfer goes to households without farms, and for
those with farms, it provides the means to purchase fertilizer and hire labor.
Thus the two programs can be seen as compatible, not competitive.

MAKING CHOICES: KEY ISSUES

Cash transfers inevitably involve choices about who should receive money
and who should not. Should the grants be concentrated on a small percent-
age of households or thinly spread across more tamilies? This choice is highly
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political, but it is also about allocation of scarce resources, administrative
capacity, and goals. Fairness and transparency are always important. And
the human right to a decent standard of living is an idea that is increas-
ingly coming to the fore. _

Categorical grants—grants to children, to the elderly, and to disabled
people—satisfy a broadly felt social responsibility to support the young,
the old, and those too weak to support themselves. They speak directly to
us, because we all have been young and hope to be old. They also have the
obvious advantages of being seen as fair and transparent and of being eas-
ier to administer. Most poor households contain elderly people and/or
children, and there is strong evidence that grants are shared throughout
the family. Political pressure can sometimes push the paymenr level high
enough to provide real lifelines for poor families, and wealch cutoffs can
be introduced. Thus there are strong administrative, social, and political
reasons for preferring categorical grants.

However, categorical grants face two interrelated problems. First, not
all poor adults live in households with children or older people, so they
miss out on the grants. Second, categorical grants give money to better-
off people who may not be as needy as others who are not receiving
grants, and money is spread across the entire category of people instead
of being given to the poorest. Because children in such better-off homes
receive a child benefit, those in poorer homes receive less. Categorical
grants can have wealth cutoffs, as in South Africa, to exclude these who
manifestly do not need the grant. Many countries have opted to target
the grants on smaller numbers of people, who are seen as most needy or
most likely to benefit—especially when foreign aid is involved. Proxy
means tests require a civil service that can do good surveys and adminis-
ter complex systems, but at their best, such tests can better identify the
poorest. However, one study of Africa argued that “some broad targeting
measures, such as targeting rural children only, give results almost as good
as income-linked targeting and, given their low administration costs, are
to be preferred.”™® ‘

The simplest choice is geographic: selecting the poorest wards or dis-
tricts. But thar excludes poor people elsewhere. There are other simpler
choices. South Africa’s social pension excludes those with other pensions.
Brazil's Bolsa Familia tries to exclude the better off and expects people to
identify themselves; it largely trusts people and makes only the most lim-
ited checks, and research suggests that people have responded to that show
of trust by not registering if they do not need the grant.
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Other countries have tried to target more precisely and often to select
smaller groups, hoping to make spending more effective and efficient in
reducing poverty. Various methods have been used, including simple means
tests, simple proxy tests based on characteristics such as housing quality,
more complex proxy means tests, and additional requirements such as too
few able-bodied adults to support the family. Means testing is difficult to
do accurately, and proxies are not straightforward: Is a family counted as
having a radio if it has no barteries and so does not work? Furthermore,
people’s income and assets are on a continuum without sharp dividing
lines, and a person’s income rank can change dramatically when a job is
gained or lost, or when there is a good crop or poor rains.

Fach option has advantages and problems. Four factors come into play
in targeting choices, and they are different in cach country:

ADMINISTRATIVE CAPACITY: Can the civil service carry out more com-
plex targeting, and can it be trusted to act honestly and objectively?

GoALs: Is the program just a safety net, or is it to be broader and more
rights-based? Are other goals coming into play? For example, giv-
ing a higher priority to gender might raise the importance of a
universal pension because of the way women are discriminared
against in work-based pensions. An empbhasis on trying to reduce
the intergenerational transmission of poverty and on building hu-
man capital will give priority to children over other groups.

INCOME DISTRIBUTION plays a central role. If nearly everyone is poor
and there is little difference within the poorest half or rwo-thirds
of the population, then strict targeting will be inaccurate and un-
popular, and it also is not likely to meet program goals, However,
if there is a clearly identifiable poor group, it is sensible to target.

POPULAR PERCEPTION: The public’s sense of fairness plays a role, as do
elecroral judgments about what will be popular with voters, and
clite opinions matter.

Deciding who is to receive a cash transfer—and thus who will not—
will always be fraughe with difficulty. Each country will need to look at a
host of factors, make its own choices, and design its own program, and
then it must be willing to modify that program in response to subsequent
events and oucomes. But a decade of development and the very wide range
of choices made by different countries offer a wealeh of experience to draw
on. Targeting techniques have been finely honed, and the political tradeoffs
are better understood. Perhaps most important, countries are learning to
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mix and match, choosing several targeting techniques and combining
them in ways that satisfy local conditions—and thus ensuring that millions
of poor people (and their children) benefit from cash wansfers.
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Co-responsibility and Services:
The Conditionality Dilemma

“MY TWO BOYS WERE EXPELLED FROM SCHOOL 7 MONTEHS AGO, BECAUSE |
could not pay their school fees. It hurts me ro see my children out of
school. They used to ask me, ‘mummy when are we going back to school?””
This was recorded in an interview with Willemina Gawises, a single
mother in Namibia, before she started to receive a cash transfer.! Evidence
from many studies shows that people without money want to attend clin-
ics and send their children to school, and that the biggest constraint is lack
of funds; cash transfers substantially increase school attendance and health
service use. Willemina sent her children to school and used her grant to
pay the fees and buy the school uniforms.

Her story raises two important issues. First, Willemina wanted to send
her children to school, but should she have been forced to? Many coun-
tries have compulsory primary school, and very often children must at-
tend school until they are 16 or even 18 years old. But programs such as
Oportunidades in Mexico make school attendance a condition of receiv-
ing the grant. Compulsory school attendance is widely considered correct
and useful. But is it right to impose on poor people even a reasonable con-
dition that is not imposed on others? Does Willemina have fewer rights
than people who are better off?

The second issue raised by Willemina is that cash transfers increase
demand for services. Thus cash transfers need to be matched with more
and better schools and health centers. Mexico speaks in terms of “co-
responsibilities” —the government takes responsibility for providing the
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grant and improving services, while the recipient takes responsibility for ac-
tions such as going to school that will help to pull the family out of poverty.
This chapter examines co-responsibilities.

Options for Conditions

The Universal Declaration of Human Rights commitment to an adequate
standard of living is unconditional; it does not exclude the “undeserving”
poor or bad parents. A South African team writes, “Conditional social se-
curicy, based on assumptions that poor parents are in some way culpable
if their children fail to attend school or attend clinic, is inconsistent with
the structural explanations of poverty which are implicit in the [South
Africa] Constitution.” There is also an issue of power: Who sets the con-
ditions and who has the power to restrict the rights of the poorer and less
powerful?® On the other hand, the human rights declaration also says that
“everyone has the right to work” (Article 23), which implies that work is
the norm, and that “everyone has duties to the community” (Article 20).
Not surprisingly, cash transfer programs exhibit a tension between rights
and responsibilities.

Cash transfers in developing countries are new; many countries are
still experimenting, and programs are changing. There is also a lively in-
tercontinental interchange, with countries trading ideas and experiences.
Four models of cash transfers are emerging. All transfers have a mix of
goals, but the first two models put more stress on reducing immediate
poverty, and the second two place more emphasis on preventing intergen-
erational transmission of poverty-—helping the children of poorer parents
not to become poor adults.

WORKFARE. India, with one of the largest cash transfers in the world,
and Ethiopia guarantee work to all who demand it. Manual labor
is therefore a condition of the grant, although this scheme is some-
times paired with grants for those who cannot work.

UNCONDITIONAL. Social pensions are largely unconditional; there is
not much point in asking elderly people to carry our acrivities, al-
though in developed countries there is sometimes a requirement
that recipients of social pensions no longer be working, South Africa
has the largest unconditional child benefit. Unconditional grants
are evolving in southern Africa, where poverty is widespread and
civil services are weak, and there is a preference for systems that are
easier to administer. Advocates of unconditional grants argue that
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the main problem for poor people is lack of money, not lack of
knowledge or will.

CONDITIONS OR CO-RESPONSIBILITIES. Family grants and those tar-
geted at children often require that small children be vaccinated
and attend health clinics, and that older children attend school;
mothers sometimes are expected to attend parenting lessons. Op-
ortunidades in Mexico inidally required voluntary labor. Latin
America, with more experienced civil services to administer more
complex systems, has led in programs based on this model. The
conditions imposed can be “hard,” where a family loses all or part
of the grant when conditions are violated. In Nicaragua, 10% of
households failed on some conditions and lost some money.* Or
they can be “soft,” as in Brazil, where families who violate the con-
ditions are given additional support by social services and other
government agencies. Justin Lin, World Bank chief economist,
and Joy Phumaphi, vice president for human development, actu-
ally define conditional cash transfers as programs that “transfer
cash while asking beneficiaries to make prespecified investments
in child education and health.” Confusingly, they go on to call
these “safety net programs.” Mexico’s Oportunidades fits the model
best; it puts its main stress on human capital formation and on re-
ducing the intergenerational transmission of poverty.

Many countries give student grants, bursaries, and scholarships (bolsa
de estudo in Portuguese, beca in Spanish). In practice, these are conditional
cash transfers. But instead of evoking the pejorative connotation of “con-
ditions,” they recognize thar secondary school students and college students
are young adults old enough to take paid work and make some decisions
for themselves. Thus the scholarship is seen as a social payment that en-
ables the teenager to continue in education rather than starting employ-
ment. In poorer families, young adults who want to contribute to the
family may see themselves as being paid to go to school rather than as sat-
isfying a condition. Payments to the students themselves are often part of
a family grant that includes money for parents,

BEHAVIOR CHANGE OR PERFORMANCE BONUSES. Money is given for
children passing exams or progressing to the next school year, for
babies being the appropriate weight, or for adults atrending classes.
This relatively uncommon and controversial practice is discussed
below.
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All four models are evolving, and, as we have noted, some countries
have programs that include features drawn from more than one model.

WHY CONDITIONS?

Reasons for conditions on transfers are as varied and overlapping as the
difterent goals for transfers identified in Chapter 3. Proponents of condi-
tions give three justifications, which Ariel Fiszbein and Norbert Schady
address in their World Bank report Conditional Cash Transfers® “Essen-
tially, there are two broad sets of arguments for attaching conditions to
cash transfers,” they explain. The first argument is cthat parents’ invest-
ment in the human capital of their children is too low. “Paternalism will
be justified if the individuals in question hold persistently erroncous be-
liefs” and “somehow are not capable of choosing what is in their best in-
terests” or in the best interests of their children or the broader society.”

“The second argument applies if political economy reasons mean that
there is little support for redistribution, unless it is seen to be conditioned
on ‘good behavior’ by the ‘deserving poor.” They add, “People who object
to targeted transfers as ‘pure handouts” might support them if they are part
of a ‘social contract’ that requires the recipients to take a number of con-
crete steps to improve their lives or those of their children.”

If there is “little evidence” for under-investment in human capital, or
that voters do not need the appeal of “co-responsibilities,” then uncondi-
tional cash transfers may be preferable, Fizbein and Schady conclude.

They then cite a third justification for conditions and poeint to its dif-
ferent ideological and attitudinal underpinnings. In Brazil “the conditions
fundamentally are viewed as enconraging beneficiaries to take up and exer-
cise their right to free education and free health care, so noncompliance is
taken to be a manifestation of some kind of obstacle that the family can-
not overcome to access the service rather than an unwillingness to com-
ply.” Chile Solidario is a unique program in which the main purpose of
the cash transfer is to pay people to make use of social workers.!?

The World Bank’s Norbert Schady is a strong advocate of conditions.
He told a London meeting'! that there is a problem with “persistently mis-
guided beliefs” on the part of the poor that means their children remain
poor. Some poor people do not act in the best interests of their children,
either because they see no point to schooling, particularly for girls, or be-
causc the adults want to usc the money for themsclves, To reduce inter-
generational poverty, sometimes “we must compel the family to make the
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necessary investment in human capital that they would not otherwise
make.” He accepted that this is “old school paternalism,” and he argued
that governmenrs know better than low-income people how they should
raise their children.

Artitudes toward poverty, as shown in Table 2.1, are again significant.
In the United States, where people tend to blame the poor for their
poverty, conditions may be more important, but in countries where this is
less true, it may be better to put less stress on blame and behavior modi-
fication. Conditions and an emphasis on the next generation, rather than
on present poverty, have been particularly important in Latin America be-
cause of the key role there of the Washington-based institutions, the
World Bank and the Inter-American Development Bank, which have been
financing some of the cash transfer programs with human-capital invest-
ment loans."

But even the World Bank is divided on the issue. Fiszbein and Schady’s
book is called Conditional Cash Transfers,” and it hardly mentions South
Africa because cash transfers there are unconditional. But in For Protection
¢ Promotion: The Design and Implementation of Effective Safety Nets, also
published by the World Bank in 2008, Margaret Grosh and colleagues
take a much more nuanced view of conditions.” While arguing that “donors
and the public prefer to provide transfers to the deserving poor with chil-
dren while being reassured that beneficiaries will do the right things for
their children,” they accept that there are also situations in which condi-
tions are inappropriate.

Why Impose Conditions?

As we showed in Chapters 4 and 5, there is substantial evidence that peo-
ple with little money do know how to make good use of additional funds.
It also seems that most people can learn more abourt health, saniration, and
parenting and that many people are eager to attend health promotion talks.
The issue, then, is about the usefulness of compelling only those poor
enough to be eligible for cash transfers to change their behavior. Conditions
are often criticized as demeaning because they apply only to poor people
receiving grants (unlike, for example, compulsory school attendance laws,
which apply to everyone) and because they imply that recipients are irra-
tional or incapable of acting in their own best interests.

Linking conditions to inadequate parents who need compulsion cre-
ates two important perception issues. First, “most people believe that they
are not bad parents,” admit Fiszbein and Schady."” This leads them to argue
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that because most parents think they are good parents, inadequate parents
“are unlikely to respond either to an information campaign or to home-
visiting programs in which social workers teach them how to be better par-
ents.” Compulsion is necessary to force them to attend meetings and lectures.
But there is a danger of the opposite occurring—that people who think
they are good parents may be eager to learn more but will avoid the lectures
aimed at inadequate parents.

Second, from a political economy standpoint, as we noted in Chaprer
0. targeting a program on the poor who are bad parents (precisely the “un-
deserving poor”} means that the vast majority who think they arc good
parents are told the program is not for them, and thus the cash transfer
program is unlikely to gain widespread public support.

Whereas some in the World Bank and elsewhere in Washington—and
often among local clites in poor countries—believe the undeserving poor
must be compelled to act in the best interests of their children, there are
several more subtle reasons why conditions are drawing some public sup-
port in the South. Perhaps most important is that most conditions, no-
tably actending clinics and seeing that children go to school, are not a
burden because they are what most poor parents already want to do—and
are able to do because of the extra money. On the other hand, most would
accept that there are a few feckless and incompetent parents (rich and
poor), and conditions may be justified o reach that small group. An in-
crease in school attendance of 1% or 2% may seem small, but that change
at the margin can have far-reaching effects. This is a justification of com-
pulsory schooling, for instance.

As with compulsory education, there may be a need to pur pressure on
older children, rather than on their parents, to continue attending school.
For older, secondary school children, a conditional grant means that they
are effectively being paid a wage to attend school—and thus are doing pro-
ductive work and contributing to the family. Genaro Poot, of Chaksinkin,
Yucatdn, Mexico, comments that “these are hard times, many children dis-
obey their parents, and the fact that the schools are so far away means that
parents do not check how their children are doing in school. . . . The par-
ents are left clueless about what time the kids leave school; many students
do not go to school at all, instead they spend the day in town. . . . The
truth is that young people do not want to study, who knows why, all they
want now is to look good, they have nice shoes and clothes, but they don’t
do anything. "

Finally, under certain circumstances, conditions can enhance dignity and
self-respect. Women often receive the money and must satisfy the conditions,
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which, as we noted in Chapter 4. is a highly contested issue, But in many
cases, satistying the conditions does increase the power of women within the
household. Conditions in Mexico that require mothers to go to meetings
and do communal fabor force husbands to let their wives leave the house.

Do Conditions Work?

Despite the importance of conditions, their effectiveness has not been
studied separately from the programs that include them, and it tends sim-
ply to be assumed that they work. In fact, there is almost no evidence that
conditions make any major difference. Bernd Schubert and Rachel Slater
comment that “Latin American countries assisted by the World Bank and
the Inter-American Development Bank are spending millions of dollars on
administering conditionality without ever having analysed how much the
conditions contribute to the impact of social cash transfer programmes
and whether this contribution is worth the costs involved.”"”

It is very difficult to distinguish between the effects of conditions and
those of the grant itself. Norbert Schady and Maria Caridad Araugo of the
World Bank looked at four provinces in Fcuador when the Bono de Desar-
rollo Humano was introduced.'® It had been announced that the grane would
be conditional on school arrendance, bue this condition was not enforced.
Within the sample, one-quarter believed attendance was compulsory and
one-quarter did not; the first group was significantly more likely to send their
children to school. Perhaps this is proof that conditions really do have an
effect. However, the first group was also better educated, and parents with
more schooling usually are more likely to send children to school.

Alan de Brauw and John Hoddinott report that in Mexico, the re-
quirement of school attendance increased the number of children making
the transition from primary to secondary school, although conditions made
no difference in primary school attendance."” But this is contested, and it
may be that the carrot can work as well as the stick. Two other studies of
Mexico put much greater weight on the fact thar secondary students receive
larger grants and showed that increasing the size of the grant would cause
more students to stay in school.?” This does not argue against the condition
claim, because to receive the larger grant, children had to attend school. But
in Nicaragua, where enrollment in fifth grade or higher was not a condition,
the grant had the unanticipated result of greatly increasing the number of
children who passed from fourth ro fifth and sixth grades. Further evidence
for the carrot, also from Mexico, is thar a higher grant for girls has brought
abourt a gender balance in secondary schools.
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Paving by Results

The most extreme type of condition is payment for results. In Argentina,
Becas recipients not only had to attend school but also had to pass and re-
cetve adequate marks.”' This reflects another level of condition: Program
administrators are not simply ticking a box to indicate thar someone was
present but, rather, are paying for performance. This is significantly more
controversial.

New York City is now running a three-year pilot of performance pay-
ments that breaks with most precedents.” New York City Mayor Michael
Bloomberg set up a Commission for Economic Opportunity; in a meet-
ing after its report was presented, a commission member who had worked
in South Africa suggested thac country’s model of unconditional cash
transfers for New York. Bloomberg was intrigued and went to Mexico in
2007 to look at Oportunidades. The result was Opportunities NYC, which
is explicitly called a conditional cash transfer and cites Mexico as the model,
but which is, in fact, radically different from any southern cash transfer, be-
cause it consists entirely of payment for actions and results. It is a three-year
$53 million pilot program funded entirely with private donarions, includ-
ing money from the wealthy mayor himself. It largely bypasses government
structures and the city council, has few community links, and has not at-
tempted to build a political base. Opportunity NYC is based on the belief
that the root of low educational achievement in poor families rests entirely
in the family and is caused by lack of role models; it rejects all traditional
ideas about education being seen as liberating. Instead, education is a job,
and children should be paid in accordance with the results achieved. Pay-
ments range from $25 for artending parent—teacher conferences to $600 for
passing one of the state final high school exams. Further, the program makes
no attempt to improve services or change the supply side of education, and
it largely ignores schools and teachers.

Fiszbein and Schady suggest that New Yotk will serve as a model for
the South: “serious thought should be given to the possibility of paying
parents not only for school enrollment, but also for their children’s per-
formance on standardized tests.”* Laura Rawlings of the World Bank sup-
ports performance payments and has suggested that parents of small children
might be given extra money if the children’s growth met WHO norms.*
Something similar was tried in Nicaragua, where one version of the cash
transfer was conditional on children’s maintaining a healthful weight. The
result was that the poorest households with ill children were punished,?” and
some households stuffed their children with food and water on growth-
monitoring days to avoid penalties.?®
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Distortions

Satisfying the conditions of a grant can produce a range of distortions. In
Argentina the Programa Nacional de Becas Estudiantiles gave grants to
poor parents of secondary school pupils, but continuation of the grant into
the second year was dependent on performance. Some teachers relaxed
standards and promoted Becas students into the next year so that poor
families would not lose their grants.””

A study of Mexico warns that “conditionality can create an opportu-
nity for corruption, as individuals responsible for certifying that condi-
tions have been met, demand payments for doing s0.”** In Mozambique
and many other African countries, there are particular problems. Teachers
often force students to perform chores for them, such as fetching wood
and water, and some demand money or sexual favors in exchange for pass-
ing grades; asking teachers to sign forms for grants would make the process
much worse. Other studies have shown political interference and corrup-
tion in programs in Argentina, Nicaragua, and India. “One time I lost my
benefit because of the teacher,” complained a beneficiary from La Gloria,
Nicaragua. “He just reported that she [my daughrer] didn’t go to class, and
that was a lie.”* Indeed, any program that increases administrative discre-
tion is open to corruption and influence, and this needs to be taken into
account.

Punitive conditions penalize those who need help most. The house-
holds that are often in the most desperate straits are the ones that cannot
meet all the conditions and lose their grant. Augustin Escobar Latapi and
Mercedes Gonzdlez de la Rocha® of Mexico’s Social Anthropology Investi-
gation Centre (CIESAS—Centro de Investigaciones y Estudios Supetiores
en Antropologfa Social) in Guadalajara found that there was a serious prob-
lem with co-responsibility for the poorest households, especially those where
the mother was the main earner. “Some particularly poor households, nev-
ertheless, are in fact excluded from the programme due to non-compliance
with their co-responsibilities, and this is worrying.” A grant in Honduras
required women to participate for 6-8 hours each week of training sessions
for six months, but many poor women did not have the time.*

CO-RESPONSIBILITY AND EXPANDING SERVICES

Many of the programs in Latin American and increasingly in some parts of
Africa are best understood as cash transfers plus services—health, education,
and information. There is a synergy: Services make a major difference for
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poor people, while the cash makes it possible to use the services. Nutrition
lectures for mothers are useful only if mothers can buy better food for
their children. Seen in this way, co-responsibility really is a joint commit-
ment. The government commits itself to giving a grant and improving
services, while the recipients commit themselves to using those services.
Nicaragua, for example, increased the number of teachers, introduced a
school meals program, and sent more vaccines to clinics.”

When a team was investigating a possible conditional cash transfer
pilot in Chipata, Zambia, it found that primary schools were already turn-
ing away applicants and would have no new places for additional children
from cash transfer families.*® Two attempts to introduce very simple health
conditions on the child benefit were defeated because of a lack of clinics.
In Brazil, too, there are complaints that many municipalities do not have
available the basic social services that recipients would need to seek our in
order to satisfy the conditions of Bolsa Familia.*

A report from Britain’s Overseas Development Institute found that in
West Africa and Central Africa, the main obstacles thar women encoun-
tered in trying to access health services were difficulty finding the money
for treatment, distance to the clinic, and cost of transport.?® User fees in-
troduced in the 1980s under pressure from the World Bank are still widely
collected in Africa. Cash transfers are used to pay fees and transport costs,
but more and better clinics are needed as well.

Not Just Sitting in School

Behavior with respect to education is perhaps the area most often cited by
Wortld Bank and other economists as an example of how poor people un-
dervalue investment in their children. Specifically, they take children out
of school to work and earn small amounts of money to keep the family
alive, but this is a wrong choice in the long run because, it is claimed, these
children would earn much more over their lifetimes with a higher level of
education. The economists justify their view by citing a myriad of studies
showing thar the greater one’s education, the higher one’s income. Bur the
economists are making an unwarranted assumption about cause and ef-
fect, and they are ignoring class, social capital, and the quality of educa-
tion. Merely pushing more poor children into overcrowded schools does
not produce better-educated adults with jobs. Rather, education must be
accompanied by a job-creating growth strategy.

In many countries universal primary education remains a dream, sec-
ondary school is still for the privileged few, quality is appalling, and there
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is huge pressure for more practical education that includes farming and
nutrition information. Tn South Africa, which is wealthier than its neigh-
bors, education is described as “parlous” with “poor teaching and lack of
leadership in under-resourced schools.” Even in Asia and Latin America,
low quality and limited access remain serious problems, reducing the gains
of cash transfers and making it harder to meet condicions.

Many studies show that better schools improve attendance. A study in
Mozambique showed that distance to school was eritical, especially for
poor families, who apparently could not afford the lost labor time if chil-
dren had to walk long distances to school. Three other factors affected pri-
mary school enrollment: school quality, household income, and adult
literacy.*” In Mexico, children were much more likely to enroll if the sec-
ondary school was within the community, and enrollment dropped off
rapidly if the school was more than 3 kilometers away.* Two studies in
Honduras showed similar effects. Two-thirds of school days missed were
due to the school being closed, and days open varied from the official
school year of 172 days down to as little as 110 days.* And there was a sig-
nificant increase in enrollment if the school quality was perceived as high.*

The World Bank’s Fiszbein and Schady note that although there is
clear evidence of increased attendance at school as a consequence of cash
transfers, “there is little evidence of improvements in learning outcomes”;
indeed, in many places children sit in school but learn hardly anything.*!
The problem would appear to be poor-quality education, and particularly
an inability to support children who are brought into school by cash trans-
fer programs and tend to be poorer. These children often seem less able,
because parents have already sacrificed to send to school those who appear
brighter.** Ariel Fiszbein norted that in Chile, schools seem unable to deal
with the new pupils, who are just told to sit at the back of the class.®
Schools often have large classes, and teachers tend to focus their attention
on the children who have had a head start by coming from less impover-
ished backgrounds. Conditional cash transfers may overcome the social
discrimination that keeps the poorest children out of school, but other
processes and actions will be needed to tackle the day-to-day discrimina-
tion that occurs within the classroom. Children from the poorest families
already have a large gap in cognitive development before they reach school,
and withour special support, they are unlikely to catch up. Several studies
show improved learning outcomes only for better-off students or when the
quality of education is higher, especially with a more experienced teacher.
But cash transfers are often geographically targeted, and schools in poor areas
arc often worse than average.*
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It will be important to consider what kinds of opportunicies children
have when they eventually leave school; some worry that pupils supported
by cash transfers will not gain better jobs. Three factors come into play.
First, despite extra schooling, such students are not better educated. Sec-
ond, most countries are not creating new jobs rapidly enough to match the
increases in the numbers of students who are completing their schooling.
Third, as a consequence, success in job secking depends increasingly on
contacts (what economists call social capital) and on knowing people in the
place of employment. This circumstance, of course, discriminates against
young people from very poor backgrounds. Nevertheless, the handful of
studies that have been complered on the long-term impact of schooling-
related transfers support a moderately optimistic judgment on this issue.

On the other hand, improved service provision can make a difference.
A study of the Programa Nacional de Becas Estudiantiles, a conditional
cash transfer to families of pupils in sccondary school in Argentina, showed
that after the program began, more students stayed on and received higher
grades in better schools with more supportive teachers.*® Also, many of the
schools had special programs to integrate Becas students and to focus on
the priorities of low-income students. In Brazil, one of the precursors to
Bolsa Familia was the Eradication of Child Labour Programme, which com-
bined a cash transfer with an extended school day, mixing culture, play, art,
and sports with an average of two hours extra for tasks related to regular ed-
ucation. The Brazilian Court of Audit evaluated the program and found
that by broadening knowledge and skills, it effected a significant improve-
ment in school performance, social life, and self-esteem.?

If cash transfers are to work, co-responsibilitics must be real. Grant re-
cipients should atrend schools and clinics. But at the same rime, govern-
ments must raise the quality and quantity of health and education services
and must take other actions to promote the creation of jobs for new school
graduates.

BALANCING POLITICS AND ADMINISTRATION

Conditions substantially increase the administratve burden on civil ser-
vants, service providers, and parents and grant recipients. ‘Teachers and
health workers have to fill in special attendance sheets, and other adminis-
trators have to verify compliance. In countries, particularly in Africa, where
schools and administrations are already overextended, there may not be the
capacity to administer conditions.
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Conditions exist because of an implicit or explicit assumprion that
poor people do not act in the best interests of themselves and their chil-
dren and must be pressured to do so. But the shift to the term “co-
responsibilities” reflects a more nuanced understanding of the social contract.
Children must go to school, but the state must provide schools. Babies
must go to clinics and be vaccinated, but the government must ensure that
there are adequate health services. This underlines the realization that cash
transfers do not work on their own; they require the expansion of basic
services, and those who provide these services must take into account the
fact that the poorest people start from a disadvantaged position.

Each country must analyze the political and administrative questions
involved and make its own choice about whether to impose hard condi-
tions, soft conditions, or no conditions. Polirically, the middle class is key.
Will conditions win them over because the poor must take “co-responsi-
bilicy”? Or will the middle class be lost because they think they themselves
are not bad parents and thus will never be able to use the benefit? Are con-
ditions worth imposing at all? Can health, educarion, and social services
be provided to those who must meet conditions? And does the country
have the administrative capacity to administer conditions successfully?

A study of Oportunidades in Mexico set out the costs quite well:

The administrative costs employed in getting transfers to poor house-
holds appear to be small relative to the costs incurred in previous pro-
grams and for targeted programs in other countries. According to the
program cost analysis, for every 100 pesos allocated to the program, 8.9
pesos are “absorbed” by administration costs. Dropping household tar-
geting would reduce program costs from 8.9 pesos to 6.2 pesos per 100
pesos transferred, while dropping conditioning would reduce the pro-
gram costs from 8.9 pesos to 6.6 pesos per 100 pesos transferred. Dropping
both would reduce these costs to 3.9 pesos per 100 pesos transferred.*®

Each country designs its own cash transfer program, and each has to de-
cide whether targeting and imposing conditions are worth the cost.
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Cash Transfers Are

Practical in Poor Countries

THE, WAVE OF INTEREST TN CASIT TRANSIERS 1748 REACIIED SOME OF THE
least developed countries. But they face many more difficulties than larger
and wealthier states such as Brazil, Mexico, and South Africa, which began
the “revolution from the South” of giving money to the poor. Low-income
countries usually have a majoricy of the population below the poverty line.
These people are typically in the “informal” economy or are involved in
low-technology peasant agriculture. Thus they are outside any employ-
ment-related pension or soctal insurance schemes, which have been lim-
ited to the civil service, the military, and a tew highly paid private sector
workers. The least developed countries also have weaker civil services and,
partly because of informalization, less ability to collect taxes. They gener-
ally lack health and education infrastructure. Low-income countries, like
poor people, are caught in a poverty trap; they lack the money to pull
themselves out of the hole so that they can start developing.

We argued in Chapter 1 that aid has failed to promote development in
the poorest countries because it has been misdirected by donors—partic-
ularly by being channeled chrough thousands of projects—and because it
has come tied to conditions that actually retarded development. International
financial insticutions argued that low-income countries should concen-
trate on market-based economic growth because countries had to grow be-
fore they could start redistributing wealth and combating poverty. But the
failure of that approach has led to a broader understanding that equity and
social protection are essential prerequisites to growth and development.
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This perspective more accurately reflects the experience of developed
econormies, where the establishment and extension of social protection fea-
tured prominently in facilitating economic growth and in srrengthening
state financial and administrative capacity.

After a decade of success of the big cash transfer programs, govern-
ments in poorer countries are looking ro cash transfers as a way to kick-
start a rising development spiral and pull themsclves out of the poverty
trap. Some donors, the World Bank, and internarional studies are increas-
ingly backing cash transfers. The independent and eminent Joint Learn-
ing lnitiative on Children and HIV/AIDS (JLICA) advocated cash
transfers in its final report.' Tt argues that “while elaborate, multisectoral
strategies may appear desirable, . . . the most fruitful approach is to ‘get
the basics right'—focus first on doing a few relatively simple things well.”
The report goes on to conclude that “economic strengthening for families
aftected by AIDS is crucial to improving outcomes for children” and points
to “the most effective actions that countries can take to provide vulnera-
ble families with basic economic security. [The study] argues that national
social protection policies are the best tools for this task and shows that in-
come transfers can be an especially effective approach.” The JLICA report
also cites six reasons for supporting income transfers as a priority: They
“are efficient and direct,” “do not require families to have pre-existing ca-
pacities,” “empower women and reduce gender inequalities,” “serve as a
springboard to other services,” “are relatively simple to administer,” and
“are AIDS-sensitive.”

In this chapter we argue that cash transfers are practical in even the
poorest countries, but only if governments take control, design their own
programs, and pay for them largely out of government revenue.

This is increasingly possible because of changing atticudes. Building a
domestic political constituency is discussed further in the next chapter.
But several points are central. Democratization has given the poor a greater
voice, though it is still constrained in many countries. There has been a
backlash against the corruption fostered by the “greed is good” attitudes
promoted by the international financial institutions. Elites both are fright-
ened by rising crime and violence among unemployed youths and again
are promoting the concept of developmental states. The southern alterna-
tive of cash transfers fits well in these new politics.

South-South cooperation and learning from neighbors have become
another driver, Brazil is advising Ghana; Mexico is assisting Indonesia; the
South African pension model is spreading throughour southern Africa.
This affects both the thinking around cash transfers and, sometimes more
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important, the mechanics—how to do registration, targeting, and hand-
ing out the money.

Donors and NGOs continue to promote pilot studies. But the distin-
guished British medical journal 7he Lancet commented that “family poverty
and undernutrition can be addressed through income-transfer program-
mes, such as Mexico’s Oportunidades programme or South Africas child
support grants.” It goes on to argue that “any developing country, no mat-
ter how poor, can afford social protection packages for children.” And it
concludes that “the positive effect of this policy is now established beyond
doubt and no further pilot studies are needed.™

NEW TECHINOLOGY MAKES IT POSSIBLE

New technology is transforming the administration of cash transfers, mak-
ing it practical in even the poorest countries, and with a significant num-
ber of cash transfer systems in operation, there is a lot of experience to
learn from. No cash transfer system is simple, but new computer and elec-
tronic communications systems make registration, discribution of funds,
and audits much more practical than even a decade ago.

In this chapter we examine practical issues surrounding registration,
handing out the money; and verification. Then we look at costs and con-
sider where low-income countries might acquire the money.

Registration

The process starts with registracion. For countries that already have a good
identity card sysrem, such as South Africa, that system can be the basis.
Chile and Brazil already had registers of potential recipients of a range of
benefits. But if a new registration is required, the technology already de-
veloped for electoral registration is effective, easy to use, and inexpensive.
Indeed. in many countries more people have photo voters cards than have
ID documents, and in Lesotho, voters cards were successfully used for ini-
tial identification for pensions.

A widely used voter registration system is based on a briefcase con-
raining everything needed for registrarion: a laptop computer, camera, fin-
gerprint readet, and card printer. The ID card is printed out and sealed in
plastic and then handed to the person registering. The card usually has the
person’s name, address, photo, and fingerprint; an identificarion number;
and often a machine-readable barcode. The process takes just minutes, and
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the system is robust enough to be carried into remote areas. Tt runs all day
with a pair of batteries, which can be recharged overnight. Data are stored
on a CD-ROM or memory stick and taken back to the provincial or na-
tional capital for processing, where basic fingerprint reading and other
software can be used to reduce multiple registrations. Registration is not
expensive; Mozambique in 2007-2008 registered 9 million votets at a cost
of $4 each.?

The system can also be adapted. Lesotho allows other people to col-
lect pensions for incapacitated elderly people, and this option is chosen by
15% of pensioners, but a photo of the person collecting the pension must
also appear on the ID card.?

Other identification systems have developed around electoral registra-
tion, so that when people have no identity documents of any sort, re-
spected individuals in the community (such as elders, religious leaders,
teachers, or even neighbors who do have documents) can confirm that the
registrant is who he or she claims to be and can give some estimate of age.

Child and family benefits need birth registration, which is already pro-
moted by UNICEF as one of the rights of the child. All primary health-
care programs and the Millennium Development Goals are linked to
cfforts to ensure that pregnant women attend clinics and give birth in some
structured framework, even if it is at home with a traditional birth atten-
dant. Thus there is a need to link pre- and post-natal care to birth regis-
tration, which should be made possible locally.

Registering potential recipients is the easiest part. The nexrt step de-
pends on the type of grant and on the program’s goals and rargeting. For
a pension, the identity card is sufficient. For a family grant or child bene-
fit, the adult receiving the grant will need a card. Older children should
also be given cards, because the fingerprint limits multiple registration and
will also facilitate school registration and record keeping, especially for a
conditional grant. Young children would need a birth certificate or at feast
a receipt indicating that a birth certificate had been applied for and where
the application was filed.

Disability grants have another level of complexity. They usually re-
quire certification by a health worker, and they may require the registra-
tion of a caregiver who will collect the grant; in this case a double photo
card may be issued, as with the Lesotho pension. The identification of some
disabilities (such as loss of limbs, blindness, paralysis, and Down syndrome)
is relatively straightforward, but other forms of disability (such as learning
difficulties and chronic mental health problems) are more difficult to iden-
tify, and administrative capacities need to be developed over time.
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Up to this point, registration can be done—as is common in electoral
registration—with temporary teams or brigades. These tcams are often made
up of school teachers during the holiday period, and their members need
only a few days of training. Many grants also involve a means test, how-
ever, and that more complex approach requires a larger administrative sys-
tem. Very simple means tests can be verified locally. For a social pension
that simply requires that the beneficiary not be a recipient of another pen-
sion, a respected person in the community can confirm that the person
did not work for the government, in the mines, or for a big employer. A
simple cutoff for a child or family benefit is that the family earns oo lit-
tle to pay taxes, which can be verified via a check with the tax office and
confirmation by a respected person that the registrant is not regularly em-
ployed and is not earning significant amounts from trade. This verification
also can be done by brigades or teams with limited training. The results may
not be perfect, but the overall goal—getting cash to priority households—
should be achievable with limited leakage to the better off and limited ex-
clusion of families that should qualify.

It is useful to remember the Brazilian means test, which is self-declaring
with only the most rudimentary checks. When the cutoff line is high
enough to include all those seen locally as poor, people seem to be relatively
honest and do not claim benefits when they should not.

If a more precise means test is required, either because it is politically
necessary or because the cutoff is very low and thus divides people who
think “we are all poor here,” then applying much more complex means
tests will require more and better-trained officials. Both direct means tests
and proxy means tests require interviews and site visits, although the bal-
ance is different, If there is a straight means test, then staff need o be
trained in interview techniques and in completing what might be quite
complex forms or questionnaires. Usually there is a follow-up visit, at least
on a sample basis, to confirm that assets do not vastly exceed those associ-
ated with the income claimed. If a proxy means test is used, then survey
teams tend to visit the houschold, and they need to be trained how to
make distinctions about assets, such as the quality of a house. Some inrer-
viewing will also be required to establish household characteristics, such as
family composition and education of household head. Eligibility derived
on the basis of means tests or proxy means tests is often assessed centrally.

The final step is often to post the list of recipients. This allows neigh-
bors to say, “She really doesn’t have seven children” or “I remember when
he was born and he is not 70”—or, conversely, to identify poor or indi-
gent people who were omitted from the list, perhaps because they did not
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apply. Knowing that lists will be posted is in itself a strong deterrent to
making improper applications. Of course, posting lists increases the risk
that some applicants will stay away because they fear stigma, especially
where the cutoff is low and people are being labeled as indigent or as
living in non-viable households. But the community will know in any
case when the person or family receives money, and it is hoped that the

prospect of improved circumstances will carry more weight than possible
embarrassment.

Handing Out Money

Most transfers require that the recipient collect the money. From Indonesia
to Lesotho, the most common pay point is the post office, because most
medium-sized towns have post offices. Bur a wide range of institutions that
already handle money are also used for payments; these include bank
branches, shops, lottery sales offices, and local government offices. Usually
the recipient needs no more than the identity card; often there is 2 small
electronic point-of-sale terminal that can read the barcode. A number of
countries, however, have moved to machine-readable cards such as credit or
debit cards. Some require the user to remember a PIN {personal identifica-
tion numbser), and others require a fingerprint. Reliable, low-cost technolo-
gies now mean that these “high-tech” mechanisms can be widely accessible.

Several countries where security is a problem use armored cars with
cash machines to drive around the country, arriving at the same place on
the same day each month. For very sparsely populated countries such as
Namibia, this proves more effective than using shops or post offices. Mex-
ico contracts with the post office to make payments. In rural areas, armored
cars take money to pay points in community centers and other local facil-
ities; in urban areas, banks are used. Nicaragua contracted with security
companies that went to municipal centers and distributed the money to
recipients.

Brazil subcontracted distribution to a state bank, Caixa Fconémica Fed-
eral, which offers a simplified current account and has more than 15,000
banking points in lottery sales offices, supermarkets, and petrol (gas) sta-
tions. The outlets are linked electronically by point-of-sale terminals (as
used for credit cards). Two-thirds of Bolsa Familia beneficiaries collect
their grant from lottery sales points.® Bangladesh recently stopped paying
social pensions through municipal offices and now uses banks; this has
been shown to be more convenient for recipients and to reduce corruption.

A pilot in Kenya contracted with Equity Bank but made grant pay-
ments through shopkeepers and local traders, who paid mainly from their
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own cash; thus large amounts of money did not need to be transported.®
Recipients could access grants easily-—and they often spent some of the
money in the shop. B

Fchiopia makes its payments from municipal and government offices.
There have been various experiments with vouchers or coupons, which work
if they are accepted by a large number of traflers and banks l?ut do not work
if recipients have to sell them at a discount in order- to'obtam cash.

Problems can occur when many people are paid in the same place on
the same day; there were complaints in Honduras, f;or ‘example, of people
waiting more than nine hours to collect their grant.” Either there must be
cnough pay points, or payment days need to be spread out. -

Some countries offer the option of depositing the money into a bank
account. This is controversial in three ways. First, forcing people to collect
the money has the helpful effect of discouraging those W}IIO do not really
need it from registering. Second, depositing the money into an account
encourages saving, which is good if a goal of the grant is to promote in-
vestment, but bad if the grant is intended to promote 1mmed1ate' con-
sumption, notably of food. Third, automatic transfers to banks facilitate
fraudulent transfers to “ghosts” on grantee lists. ‘ .

Finally, mobile telephone technology is advancing raplfily, and phom?s
are already being used for banking and money transfer. It is already possi-
ble to deposit the grant in 2 mobile telephone account and to use text }:nes—
sages to transfer the money—for example, t0 .rna.ke payments in sdoE})ls.
Mobile telephone banking began in the PhlllPPIDES in 2005, and the
Kenya M-Pesa scheme started in 2007. Money is transff:'rrcd by text mes-
sage, and cash can be deposited by giving money to a registered agent, typ-
ically a local shop, which credits the account. '

These standard methods cover most people, and experience suggests
that people are prepared to travel for a day or two to collect grants 1};11rg§
enough to be important. Nevertheless, there are remote areas that are har
to reach, and in many parts of Africa there are no shops, and basic goods
are sold only by traveling traders. In the rainy season, thes.e areas may be-
come completely cut off and inaccessible. Often a prominent local per-
son—a chief or elder or teacher—is designated to hand out the money.
The money may be delivered to recipients, or they may have to go to the
nearest town with a post office to collect their grant—perhaps only every
two or three months. '

Several countrics, including Mozambique and lanzania, use commu-
nity representatives to make payments. ”_Fhis arrangement is more COIEP{ZX
and expensive, but it increases the likelihood that the poorest households
will benefit from cash transfers.
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Administration

Administration of an income transfer system is usually entrusted to a spe-
cial government agency, either a new agency created for the program or
one already established to deal with government pensions or social wel-
fare.® Some countries, such as Mexico, do all the administration centrally,
whereas others, such as Brazil, delegate a large part of the administration
to municipalities and local governments.

Means tests and conditions demand a substantial increase in adminis-
trative capacity, and they usually entail the hiring of extra staff and the cre-
ation of specialized units at the national or local level. In poorer countries
with a weaker civil service, this can be a serious problem. The conditions
themselves often require an expansion of health and educarion services,
and where work is being guaranteed, projects must be identified and over-
seen. In countries such as Brazil and Chile where, in different ways, cash
transfers are seen as part of broader social support for the poorest, there is
a need to expand social services departments. Conditional grants also re-
quire that the ministries of education and health be incorporated into the
program, which may be hard to do in a country with weak and compet-
ing ministries, The design of the program and the choices made must take
into account capacity. In Colombia, the program Familias en Accién was
restricted to municipalities that had a bank and an adequate health and
education apparatus.” This simplified administration of the program, but
it also left out poor people in more remote and war-affected areas; other
countries may opt for a cash transfer system that requires less administra-
tion and fewer facilities.

Finally, it is necessary to verify that the conditions have been met. This
requires special forms and procedures. It can be handled centrally, or recip-
ients can be required to obtain the necessary certificates and signatures and
hand them in to a cash transfers administration office. Sometimes existing
documents can be used; for example, the widely used “road-to-health” card
already records a child’s immunizations and health center visits, as required
by many grant conditions.

Updating and Auditing

To function effectively, transfer systems require regular updating: People
are born and die, move and marry, and get and lose jobs. Some cash trans-
fers, especially means-tested ones, are for a specific period—typically three
years; most allow people to remain in the system for another period if they
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still qualify. Child benefits normally assume that the grant will be given
until the child reaches a certain age, and social pensions are for life, but
some young children and the elderly die, at which point their grants should
be stopped. Even in industrialized countries there are cases of deaths not
being registered so that families can continue to collect pensions, often for
many years. This problem is particularly hard to address when benefits are
deposited directly into a bank account rather than collected in person.

Many of the same problems apply to electoral registers, which are usu-
ally updated annually or every two years via a combination of advertising
campaigns and registration brigades traveling around the country. Similar
systems can be used for benefit registration, whete people need to provide
their fingerprint to prove they are still alive and living in the area.

One of the more difficult administrative problems is dealing with
changes, such as a move to another town, the births of children, the loss
of 1D cards, and a change of caretaker, In South Africa, the child grant fol-
lows the child but is given to the adult caretaker; if a mother goes out in
search of work and the grandmother becomes the caretaker, then the grant
should be transferred, but in some cases this process has proved slow.
Moves to a new town are often a problem in decentralized systems where
records are kept at the municipal level and have to be transferred.

Last but not least, and of particular importance to taxpayers and
donors, are transparency and audits, Accounting systems need to be clear
enough for money to be traced from the central level down to the benefi-
ciary. Independent auditors are essential. Spot checks of recipients are also
needed. One common fraud is the creation of “ghost” recipients who do
not really exist, such as extra family members or entirely nonexistent fam-
ilies; this fraud is sometimes perpetrated by middle-level administrators
who siphon off the money. Unfortunately, the drive to lower program
costs and discourage local corruption by using information technology has
created opportunities for centralized theft by “white-collar” criminals. An-
other common fraud is to give grants to people who manifestly do not
qualify, such as families of chiefs, healthy people who have “bought” (that
is, bribed someone to issue) a disability certificate, or others who pay the
administrator or doctor a share of an improper grant. These frauds are
combated both by spot checks and by the publication of lists of benefici-
aries. Spot checks are also important to ensure that recipients are receiving
their full benefit and that “commissions” have not been extracted or pay-
ments missed.

Having active local councilors can make a difference. In Kapashia,
Bangladesh, one of us (DH) found Shahida, an elected councilor, waging
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an effective campaign against a councilor who took “commissions” from
widows with pensions. One widow, Muhira Noore, told us, “I used to get
Taka 1000 [$15] every few months but it is now Taka 1500 since Shahida
talked to the parishad [council].” Shahida threatencd to expose her male
colleague: “I told him, I shall tell the parishad meeting you steal from old
women.”

Maintaining the credibility of a cash transfer system requires ensuring
that payments are regular and correct, that lists are accurate and up to date,
that honest people can make changes easily, and that the system can be in-
dependently audited to prevent misconduct.

HOW MUCH WILL IT COST?

Cash transfers are rarely enough to lift a family out of poverty. But as we
noted in Chapter 4, most of the money is spent on food, and it can make
a huge difference to a poor family. Mexico’s Oportunidades increases pur-
chased consumption levels by an average of 20%."" An alternative way to
measure the grant is as a proportion of the poverty line, and in both Latin
America and Africa, transfers range from 5% to 30% of the national
poverty line.'!

Mozambique gives a social pension ranging from $45 to $135 per year
to 150,000 older people.'* That may not seem like much money in Man-
chester (England or New Hampshire), but the average cash income in rural
Mozambique is only $30 per person per year, and for the poorest 40% of
families, cash income averages $12 per person per year,"” so this pension
makes a huge contribution to family consumption. By contrast, the family
grant in Honduras amounted to only 4% of a rural family’s expenditures,
which was not even sufficient to buy enough food to improve nutrition
outcomes,' so it was too small to have any real impact or to be worth much
effort on the part of recipients.

It appeats that grants need to increase family consumption by at least
10% to be seen by recipients as useful (as in China, Fcuador, Jamaica, and
Brazil’s Bolsa Familia} and by 15-20% (as Mexico and Colombia) for sub-
stantial impacts to be achicved.

That, in turn, is directly linked to the targeting question. Money is
inevitably limited, and if the cash is spread too thin, the grant becomes
ineffective.

The cost of a program is best estimated as a percentage of GDP (gross
domestic product), which is the country’s output of goods and services,
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excluding income from abroad such as aid. As noted in Chapter 3, South
Africa is one of the biggest spenders, with 3.5% of GDP (12% of the total
national budget) spent on child benefits and social pensions. Brazil spends
1.5% of GDP on pensions and only 0.3% on Bolsa Familia; similarly,
Mexico spends 0.3% of GDP on Oportunidades.

One question is whether the grant should be indexed and, if so, to
what. There is a tendency to set the grant level, leave it at that level (which
means that as inflation increases, the grant’s value declines), and then per-
haps raise the grant level at election time. Brazil has been very progressive
and indexes its grants to the minimum wage, which in recent years has
been rising more rapidly than inflation. Stephen Devereux'® of IDS Sus-
sex warns that protecting poor people against rising food and fuel bills re-
quires that cash transfers be index-finked to the price of a basket of basic
goods or to the consumer price index (CPI).

The UN'’s International Labour Organization (ILO) has locked at the
cost of basic social protection. It estimates thar a universal old-age and dis-
ability pension would cost between 0.5% of GDP (for richer countries
such as India) and 1.5% of GDP for poorer countries (such as Tanzania
and Nepal). Lesotho is one of the very poor countries that already has a
pension, and it costs 1.4% of GDP. ILO estimates that a universal child
benefit would cost between 1.53% and 3.5% of GDP

Although this can be a big chunk of a government budger, there are two
other ways to assess this. First, we must remember that oz providing grants
entails a cost—a cost measured not directly in GDP bur in preventable
deaths, stunted children, family breakdown, and weakened social cohesion.
Second, and surprisingly, the World Bank notes that “the idea that govern-
ments cannot afford to redistribute income to the poor must be contrasted
with the evidence that they regularly redistribute income to the nonpoor.”
Energy subsidies go largely to the berter off; Egype spent 8% of GDP and
Indonesia 4% of GDP on such subsidies. Pension subsidies are quite large
and often go to the better off. “Another example of where governments have
found money to assist the rich but not the poor is the bailouts made o fi-
nancial sectors,” notes the World Bank. After the Asian financial crisis, In-
donesia’s bank bailout cost 50% of GDP, whereas spending on the poor was

under 3%; Korea spent 27% of GDP on banks and 2% on the poor.

And How: to Pay

The countries that have started cash transfers have paid for them largely
through their own tax revenues, in some cases supplemented by loans from
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international financial institutions.”” Not all such arrangements involved
tax increases. Initial programs in Indonesia and Mexico replaced fuel and
food subsidies that tended to benefit the better off; in many poor coun-
tries it should be possible to retarget some subsidies to cash transfer pro-
grams. Ghana is initially funding its LEAP (Livelihoods Empowerment
Against Poverty) program with money saved from debt service payments
after debts were canceled under the HIPC (Heavily Indebted Poor Coun-
tries) initiative.

Counties with high levels of cash transfers tend to have higher tax col-
lections. Britain and South Africa, for example, both collect 28% of GDP
as tax, Ghana 23%. By contrast, two countries with much less social pro-
tection, the United States and India, both collect only 12% of GDP as
tax.'® Chile uses the proceeds from an extra 1% of value-added tax (VAT)
and tobacco taxes to finance social programs. Namibia is currenty dis-
cussing a program costing 3% of GDP that would be funded by a 2% in-
crease in VAT plus a small increase in the highest rate of income tax. Even
though they would pay higher levels of VAT, those with lower income
would be net gainers."”

One problem is the very different revenue structures in the South. The
United States may collect only 12% of GDP in taxes, but it collects more
than that from employers and employees in social security insurance pay-
ments, which in rurn fund most of its cash transfers. Most poor countries
collect more than 12% of GDP in taxes, but the whole point of adopting
cash transfer systems is that so few people are in formal-sector employ-
ment on which insurance payments can be made. In many poor countries,
customs durties on imports were once an important source of government
revenue, but the pressure for free trade and removal of tariff barriers has
largely ended duties. And taxes on corporations have been kept low to en-
courage foreign investment. All that is left is higher taxes on consumption
or income. Poor countries rend also to have low tax collection because of
badly functioning and sometimes corrupt tax offices. Increasing tax rev-
enue is essential, and there have been experiments with semi-autonomous
revenue authorities, where there is close cooperation with the Ministry of
Finance, but ministry officials and politicians are not involved in day-to-
day operations. These approaches are sometimes linked to group bonus
systems, where bonuses are paid to staff in departments {(Customs, VAT,
Income Tax, and so on) that exceed revenue targets.”

Finally, many poor countries have substantial mineral and energy re-
serves; oil and gas discoveries from Mozambique to Uganda to Ghana, di-
amonds in Zimbabwe, and a wide range of minerals in Congo promise
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new streams of revenue. Notorious and blatant corruption in the handling
of mineral revenues has led many countries, often induced by domestic or
foreign pressure, to join the Extractive Industries Transparency lnitiative
(EITT) under which mining and energy companies publish what they pay
and governments disclose what they receive. Some low-income countries
may follow the examples of Alaska and Bolivia and pay for grants directly
out of earnings from mineral and energy exports.

What Is the Responsibility of the North?

The gap between the world’s rich and its poor is increasing. Yale University
philosophy professor Thomas Pogge’s views on global justice are widely re-
spected, and he argues that “If the global economic order plays a major
role in the persistence of severe poverty worldwide and if our govern-
ments, acting in our name, are prominently involved in shaping and up-
holding this order, then the deprivation of the distant needy may well
engage not metely positive duties to assist but also more stringent negative
duties not to harm.”' He continues that “in the real world, the global
poverty problem—though it involves one third of all human deaths—is
quite small in economic terms.”

Nearly 3 billion people live below the international poverty line of $2
per day. Ir would take $900 billion per year to bring them up to the
poverty line, but that is under 3% of the incomes of the billion people in
the high-income economies. Similarly, ILO estimates that it would cost
only 2% of global GDP to provide basic cash transfers for the world’s
poor. World military spending reached $1.5 wrillion in 2008 (of which
42% was by the United States).?” This is 2.4% of world GDP and is equiv-
alent to $2.25 per day for every child in the world under 15 years old. As
Pogge concludes, “Clearly, we could eradicate severe poverty—through a
reform of the global order or through other initiatives designed to com-
pensate for its effects on the global poor—without ‘sacrificing’ the fulfil-
ment of our own needs ot even mildly serious interests.” L

Some internarional donors are committed to increasing aid. The G20
wealthiest countries, meeting in London on April 2, 2009, promised sub-
stantially increased aid for “social protection” and “income support,”
which includes cash transfers. Donors are rarely able to make long-term
commitments and money is often tied to projects, while poor countries
cannot sustain permanent programs without an assured revenue stream.
But it is sometimes possible to usc external money for some of the start-up
costs. Brazil, for example, used World Bank funds to establish its cadustro
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#nico, which is a centralized register used for all social programs, includ-
ing Bolsa Familia.

Donors are increasingly giving aid as “general budget support,” in
which money goes directly into government coffers. Although budger de-
tails must be agreed upon with donors, the money can be spent just like
tax revenue and orther income, and it can be used to fund cash rransfers,
as is done in Ghana, Pakistan, and Mozambique.

For a number of years there have been calls for global redistribution,
and global taxes and alternative global transters outside the formal aid sys-
tem are increasingly under discussion. Taxes on financial transactions, airline
tickets, and carbon use are being promoted more widely to satisfy two goals
at the same time: to slow speculative banking transactions and slow global
warming, while also generating revenue that might be used to reduce poverty
or create a global child benefit. There would probably be some initial dis-
quiet about money going directly into the government budget, but national
cash transfer systems are usually run by a semi-autonomous agency with
transparent accounting systems, and thus they already exist as possible re-
cipients of external funds outside the normal donor and NGO system. If
necessary, it might be possible to restructure the board of a cash transfer
agency to include national government and civil society representatives,
preferably ensuring 2 national majority, but to have bankers or other in-
ternational representatives on it as well. In that way, taxpayers of rich
countries could be assured that their carbon or other tax was assisting poor
people. This may still scem a long way off, but governments and donors
might start in pairs or groups by making a long-term pledge to fund a ben-
efit in a single country or region.

Keeping Donors on Board But Not in Controf

Donors retain overweening power in the policies of the least developed
countries. The poorest countries will be dependent on aid for decades to
come, and tensions about who is driving the policy agenda will continue.
Donors are moving away from food aid and from emergency aid programs
and shifting toward support for cash transfers, although often with quite
strong agendas, particularly to concentrate on human capital development
or safety nets, rather than using cash transfers for redistribution and to
promote long-term economic development. Donors and international
NGOs often demand eternal pilots or excessive complexity to satisfy their
own accounting demands. There is a long history of donor fads: several
years of pushing a priority and then dropping it suddenly and moving on
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to something else. Least developed countries cannot be dependent on the
whims of donors if they are to make long-term commitments to cash
transfers. Rather, they must have locally designed and politically owned
programs that can be funded from government revenue (which may in-
clude donor budget support burt should include donor project funds only
if those projects are unusually long-term.)

Where there is strong domestic political support, donor-dependent
governments can act. This is illustrated by three examples of policies in-
troduced recendy in southern Africa over strong donor objections,
Lesotho introduced its pension in 2004 at a cost of 1.4% of GDP In 2005
Malawi began a fertilizer subsidy that originally cost 2% of GDP but was
quickly increased to 5%. Mozambique in 2006 introduced a decentralized
district development program costing 0.6% of GDP. In Asia, donors to
Bangladesh said they were enthusiastic about non-contributory social pro-
tection but did not support non-contributory old-age pensions, so the
government went ahead with a domestically funded social pension.

Although the administrative costs of cash transfers are relatively low,
start-up costs (including registration) can be significant, and it is tempt-
ing to turn to donors for initial support. But that can give donors too much
power over the design of the program, while excluding local interests. Zam-
bia has been reluctant to extend four pilot programs that were pushed, fi-
nanced, and largely managed by international partners.”* In Nicaragua, a
development bank—dtiven program was abandoned because it failed to
gain local support.

Even for the poorest countries, it may make more sense to start the
program locally, funded from the state budget, and try to bring donots on
board to expand.

MAKING THE HARDEST CHOICES

Many successful cash transfer programs start out in the range of 0.5% to
1.5% of GDP—Iarge cnough to have an impact but small enough to be
fundable and politically acceptable both domestically and to donors. Many
start small and expand. South Africa’s child benefit began with children
under 7 and was expanded slowly to children under 15. The Bangladesh
pension started with just 5 elderly people in each ward (local adminis-
trative unit); later this was increased to 10, and there are plans for further
increases. India’s rural employment guarantee scheme began in just one
state, Maharashtra. Several programs started with the poorest districts. If
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a program is successful, domestic political and voter pressure often drives
its expansion.

Any program must be politically, administratively, and financially fea-
sible. Politically, it must be seen to be fair and useful. It must be within
the administrative capacity of the civil service and contractors. In middle-
income countries, quite large programs are not terribly expensive; Balsa
Familia in Brazil and Oportunidades in Mexico cost 0.3% of GDP (and
there are much farger subsidies to pension and social insurance schemes
that benefit the better off). But in the least developed countries with large
percentages of poor people, even 1% of GDP will not fund a large pro-
gram of grants. It has to start somewhere—but where?

Returning to Chapter 3 and the discussion of goals, three choices have
to be made. First, what is to be the balance berween reducing current
poverty (the southern Africa preference) and reducing future poverty by
investing in the next generation (the Latin American option)? Second,
does one target the poor (a majority in the least developed countries) or
only the poorest and indigent (perhaps 10% or 15%)? Third, is this pro-
gram to be seen as purely social welfare (thus targeting only economically
inactive households, as in Zambia) or is it to be developmental (and there-
fore designed to support houscholds thar will use the grant to invest in or
support job seeking)? These are political as well as practical choices.

Different countries have followed a variety of paths. After several
donor-supported pilots, Ethiopia is moving to its Productive Safety Net
Programme, which combines dry season labor-intensive public works with
direct support for labor-deficient houscholds. More than 7 million people
were benefiting in 2008. But this program has a number of problems. Its
seasonal nature means it does not provide a guaranteed income. All public
works require a high level of administration and management, and if the
quality is not good, this may mean high maintenance costs in the future.

In 2006 Malawi launched a program in Mchinji district that attempts
to identify the 10% of poorest, non-viable households. By early 2009, the
program had reached 7 districts and 23,561 houscholds. Because of the
limited capacity of the district and national administration, it will take the
program at least until 2013 ro reach all 28 districts. By then it will reach
273,000 households, including 1.2 million people, 720,000 of whom are
children. On average, households receive $14 per month, and the cost will
be 1.4% of GDP* But even then the program will reach only the ultra-
poor in labor-constrained households, which means half of the ultra-poor
and all the rest of the poor will not be included. Although the program does
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have some developmental impact (labor-constrained households hire people,
and money is spent locally, particularly on food), this is still a social welfare
and not a development program. However, this social welfare program for
labor-constrained houscholds complements the fertilizer subsidy, which
helps those families that are not labor constrained, so the two programs to-
gether probably reach most poor households.

Categorical Targeting

There are also serious debates about the ability to targer poverty and o
correctly identify just 10% or even 20% of people. Even developed coun-
tries have problems with means-tested benefits, and many poor people
miss out. The most common response to difficulties in targeting poor
families is instead to target categories with high proportions of poor peo-
ple—the old, the young, and the disabled. Pensions have proved ro be the
preferred starring point in many countries, both in Latin America and
southern Africa. Pensions have a strong social resonance, because we feel a
responsibility to our elders, and we all hope to be cared for in our old age;
in low-income countries, older people are disproportionately poor. Ad-
ministratively, categorical targeting is one of the easiest cash transfers to
operate; pensions have a clear target group, and payments can be trans-
parent. Pensions avoid debates about creating dependency. And there is
anecdotal evidence that pension administration suffers less corruption, be-
cause even the most venal bureaucrats have consciences: “Who would rob
a grandmother?” fieldworkers in southern India asked us. Often disability
grants are given by the same agency as old-age grants. Pensions work de-
velopmencally because so many elderly people live in multi-generation
houscholds, and the money supports many people who invest, look for
work, and go to school. The biggest problem is that some very poor house-
holds do not have a pensioner, which means they are not helped. But so-
cial pensions, once established, tend to generate sufficient political support
to ensure their continuation, so they make a good starting point and can
be a springboard for other cash transfers. The TLO estimates that a pension
would cost 0.5% to 1.5% of GDP, which is exactly in the range for start-
ing a cash transfer. Cost can be reduced by setting the starting age high—
the Lesotho pension is for those over 70. Tt is easy to exclude the small group
already receiving pensions (about 4% in Lesotho).

A child benefit is the alternative.”® Most poor households have chil-
dren, so this approach is better at responding to current poverty, while also
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explicitly combating the intergenerational transmission of poverty. In Aftica
the HIV/AIDS pandemic has battered entire communities and hits fami-
lies hard because it is precisely the working-age adults who are dying, leav-
ing orphans to be cared for by grandparents or other relatives, so child grants
provide direct support. A child benefit is relatively easy to administer, but
means testing makes it much more complex. A Brazilian-style self-declaring
means test aimed only at excluding the better off, plus publication of lists,
would probably exclude the top third of the population in many countries
without increasing administration costs significantly. The following three
alternatives have been proposed to provide reduced child benefits, which
would probably start below the 1.5%-0f-GDP threshold but could be ex-
panded later.

* The ILO suggests limiting the benefit to two children per houschold.

* Save the Children UK argues that “cash transfer programmes should
prioritize children under 5 and pregnant women, expanding to older
ages as possible.”” It goes on to add that “the size of the transfer
must be sufficient to allow families to invest beyond their immedi-
ate consumption needs.” This is the model followed by South Africa.
[t is important because it supports children in that critical first two
years of life.

* The ILO has done some modeling on a cash transfer only for school
children aged 7-14. For Tanzania and Senegal the cost would be
2.1% of GDP if the grant went to all school children, and it would
still have a significant effect on poverty.® The most important ad-
vantage of this plan is thar the grants apparently encourage children
to stay in secondary school. An administrative advantage is that the
children are old enough to have their own registration cards, and ben-
efits can be linked to schools. Bolivia has a grant of $25 per year for
primary school pupils (grades 1-5), but it is paid only to pupils of
state schools, a constraint that automarically excludes the betrer off,

Geographic targeting is yet another option. One choice is to start only
with the poorest districts or villages. In most African countries, rural areas
are poorer and most poor people arc rural; a study for che UNDP’s Inter-
national Poverty Centre in Brasilia concluded that “targeting only rural
children is not a bad option to achieve a better poverty outcome.”” But
any kind of geographic targeting can lead to ethnic or political tensions if
one groups fecls that it is disadvantaged.
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And Services

Cash transfers do not end poverty and do not work on their own. Health
and education services are essential, and if grants are to be made conditional,
services must be in place before the grant starts. Indeed, the lack of essential
services leads many to argue that conditions cannot be applied in Africa,
because it is impossible for either governments or people to meet them.
The cost of basic health care is greater than the cost of cash transfers, going
from 1.5% of GDP to as high as 5.5%, the [LO found. An entire package
ranges from 4% to 10% of GDP, which would require significant increases
in revenues for many countries.

There is also a question of priorities. Even many advocates of cash
transfers would argue that a first step is to eliminate user fees; there seems
to be no point in giving people money just so they can pay it back to the
government for schools and health visits. Ghana first ended school fees,
leading to a 20% rise in enrollment in two years. It had already created a
National Healch Insurance Scheme, but this proved too expensive for poor
people, so it was made free to all children under 18. Only then did Ghana
introduce LEAD, a program that is conditional on school attendance and
on registration with the National Health Insurance Scheme.*

LOW-INCOME COUNTRIES
NELD CASH TRANSFERS: KEY ISSUES

There is growing evidence that cash wransfers are an essential component
of an effective development strategy. Rather than a luxury that comes after
development, they are central to helping the poor to climb out of the
poverty trap and join an upward development spiral. By their very nature,
the informal and peasant economies that dominate most lower-income
countries demand cash transfers both as an income guarantee and as a way
to promote broad-based economic growth. Cash transfers must be more
than social welfare. They also need o be productive, going to poor people
who can invest some of the money or use it to fund job searches—and
they must be large enough to make a difference to poor families. This is a
radical, and southern-driven, change in thinking that explicitly challenges
the dominant view in the North that economic growth must come first.
Yet it builds on northern history of a century ago, when cash transfers,
pensions, and basic social security came first and were the foundation of
economic growth and development.
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But setting 2 new agenda means that to be effective, cash transfers must
be domestically driven and must have clear local political credibility; they
also must be designed in such a way as to strengthen government institu-
tons. Simplicity and transparency in design are likely to lead 1o greater
acceptability and buy-in by the middle classes and elites. These programs
will also be easier for weak civil services to administer—an advantage that
may make it worthwhile to sactifice more complex conditions and target-
ing that might theoretically lead to better ourcomes. Finally, cash transfers
will not survive if they are donor- and project-based alone; a domestic po-
litical constituency is also essential,

This chapter has shown thar even the poorest countries can afford cash
transfers and can take the lead, designing the program themselves, learning
from the experiences of other southern countries, and paying for initial
phases from government revenues. Poverty always means that hard choices
must be made. But many avenues are available to enable each country to
create a national, developmental cash transfer program thar can be expanded
and extended to make a significant difference to poor houscholds and to
the prospects for local and even national economic growth and longer-term
social cohesion.
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The Way Forward

CASH TRANSFERS ARK SPREADING ACROSS TIIE GLOBAL SOUTH AND INCREAS-
ingly becoming part of national development strategies. In the short term
they reduce poverty levels and ameliorare suffering, Tn the medium term,
they enable many poor people to exercise their agency and pursue micro-
level plans to increase their productivity and incomes. In the longer term,
they create a generation of healthier and betrer educated people who can
seize econormic opportunities and contribute to broad-based economic
growth. And when sudden crises spread across the world—such as the re-
cent triple whammy of global food, fuel, and financial crises—they help
poor families cope with the consequences of globalization.

Expanding across the South is a heterodox analysis that sees well-
designed cash transfers as contributing to the achievement of several goals
at the same time. Brazil, Mexico, South Africa, India, Indonesia, and China
are leading the way, but the idea is spreading in a genuinely southern rev-
olution. The focus is on trusting the poor to use money wisely and on em-
phasizing what poor people already want to do: send their children to
school, improve their diet, and make small investments to increase their in-
come, Cash transfers work especially well when money is targeted at a rel-
atively large, easily identified group of people and is seen as developmental.

Recognizing that cash transfers have become an important part of so-
cial protection, the rich countries of the North have responded, but they
have not yet accepted such transfers as developmental, and they have much
less trust in the poor. The North tends to use phrases such as “safety nets”
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and “social welfare” and to see transfers as temporary or short-term. The
attitude of the United States, whete the poor are blamed for their poverty
(as Table 2.1 shows}, is to insist on hard conditions—withdrawing money
if children do not attend school or making recipients take jobs with pub-
lic works projects. Norbert Schady, one of the authors of the 2009 World
Bank report Conditional Cash Transfers,' is a strong advocate of conditions
because he is convinced that the problem is the “persistently misguided
beliefs” of the poor.”

In Europe, and especially among European donors, there is less suspi-
cion of the poor and greater support for cash transfers, but also more of a
tendency to view cash transfers as largely welfare or anti-poverty programs.
The emphasis is on targeting to keep expenditures down and ensure that
the ultra-poor are the main (or only) beneficiaries, because poverty reduc-
tion, rather than national development, is the goal.

A century ago, Britain and the rest of Europe shifted from a behav-
ioral to a structural explanation of poverty’—from blaming the poor to
understanding the poverty trap. By contrast, the United States has clung
to the myth that anyone can succeed through hard work alone and, hence,
still subscribes to the behavioral explanation of poverty. This still marks
the fault line between the two northern tendencies.

These three tendencies (southern, US, and European) reflect different
responses both to recent economic crises and to the centrality of market-
led development. Back in 1944, the renowned economic historian Karl
Polanyi outlined what he called the “double movement” in the develop-
ment of modern capitalism. The “self-regulating market” was promoted
by governments with a wave of special legislation, and it did bring growth.
But this free market could not work for labor and the environment. Low
wages and unemployment created poverty and misery on a large scale.
This led to the counter-movement for “social protection,” which was in-
creasingly supported in society, forcing governments to constrain the free
market.* This double movement can be seen in recent history. The US-driven
model of the last three decades of the 20th century (known variously as
Reaganism, neoliberalism, and the Washington Consensus) was predi-
cated on the belief that a totally free global market would create rapid and
sustained growth and would be the “tide that lifts all boats,” especially in
poor countries. Structural adjustment in the 1980s was part of an attempt
by the North to force the South to promote the “self-regulating markee.”
Yet even in the United States the model has not worked; most people have
made no economic gains over the last 20 years, and many have become
poorer. The model has also failed in the South, and the last three decades
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have been lost decades in most developing countries. The lack of develop-
ment and the growth of poverty outside of China and India, culminating
in the 1997 Asian financial crisis, demonstrated the failure of neoliberal-
ism and the Washington Consensus, and it brought about the second part
of the double movement: the push for social protection. The northern re-
sponse was the Millennium Development Goals. These were characterized
by a real increase in social spending and strict social targets for health and
schools, but they still kept governments at arm’s length from the economy.
The southern response has been cash transfers, which shift the emphasis
to providing poor people with the money they need to take action to end
their own poverty and to make full use of economic opportunities.

During the late 1990s Mexico, Brazil, and South Africa introduced
big programs in a clearly Polanyian response to the harm being done by
the free market. And they were challenging neoliberalism, because the pro-
grams are redistributive and involve governments reallocating resources
within the country. The initial response from the North was disbelief, and
huge numbers of studies (on which this book is based) were commissioned.
The studies showed that cash transfers work: They reduce both immedi-
ate and intergenerational poverty, and they stimulate the economy and pro-
mote development. The subsequent reaction has been driven partly by
artitudes about why people are in need, and partly by the desire of the
North to ameliorate poverty through safety nets and welfare, without fun-
damental economic changes, while maintaining pressure on the South not
to constrain the northern-dominated free market.

Word of the success of the three trailblazers has spread across the
Global South. At least 45 countries now have cash transfers, giving money
to more than 110 million families.” Immediate poverty is being reduced.
Hundreds of thousands of children are now in school because their fami-
lies can afford to buy them shoes and school clothes—and can get by with-
out the few pennies the children could earn. And families are investing
small amounts to raise their own income. Now that they have boots, they
are pulling themselves up by their bootstraps. These programs are still
young, and this is a global learning exercise. Experiences are being shared
between continents; research and experiment are leading to rapid modifi-
cations and improvements in programs,

The influence of the US and European tendencies on the develop-
ment of southern programs varies from country to country, but key pat-
terns can be recognized. In middle-income and larger countries, domestic
politicians and planners can consider the conditionality advocated by the
United States and the targeting tendencies of European governments and
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then decide how best to deal with these from a position of relative auton-
omy. In lower-income countries, however, and especially in those thar are
smaller and dependent on aid, the degree of autonomy is restricted, and
there is a real possibility that the policies selected will derive from external
debares rather than arising out of a national policy discussion. The danger
of donors dominating national policy formulation about cash transfers be-
comes real in such cases. But where there is political consensus on an ac-
tion, it can be put into effect despite donor opposition.

BUILDING LOCAL SUPPORT

Building that local consensus for change is critical, but it can be complex,
and the process will surely be different in each country. Political elites
must champion the change, and economic elites must at least understand
the need for cash transfers. Debates at the global level arc also reflected na-
tionally. The better off in poor countries frequently hold the attitudes of
Victorian Britain, blaming the “undeserving paor” for their poverty. These
attitudes have been reinforced by three decades of neoliberalism, which
promoted the idea that it was good to get rich. A study of elites in five
southern countries revealed a consensus that “rickle down”—growth in
the economy as a whole working its way down to the poorest—would
eventually end poverty and that education was the most important thing
for the poor.®

In a study of elites in Malawi,” some admirted thar elites actually ben-
efit from poverty. The poor provide cheap labor and votes, as well as jobs
in the aid industry. One commented, “Even our donors, if there was no
poverty, they would be out of a job.” In Malawi, there is consensus among
the elite that the poor are not lazy and thus there is no division between
deserving and undeserving poor. Nevertheless, clites believe that poverty
will never be reduced and that the poor are responsible for their own
poverty. That is, the poor do not work hard because they are resigned to
poverty as a normal way of life. Thus elites are worried thart cash transfers
will create dependency. This may be reflected in Malawi’s very narrow cash
transfer program, which targets only the labor-constrained ultra-poor. The
preference for the fertilizer subsidy reflected the elite view that people
should be encouraged to work (and it did raise productivity and improve
food security very quickly).

In Brazil, by contrast, only 1% of a sample of 311 members of the
clite blamed poverty on lack of effort by the poor. Nearly half blamed lack
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of state effort or lack of political will, and elites believe that the state has
a responsibility to provide for the poor. Brazilian elites see poverty and- in-
equality as grave problems and are particularly concerned about criminal
violence.® Perhaps it is not surprising that a country where the poor are
not blamed for poverty, and where the state is given responsibility for al-
leviating it, has taken the lead in cash transfers.

Polirics matters, and effective cash transfer programs can be intro-
duced only when a critical mass of support can be created. Sam Hickey,’
of the Institute of Development Policy and Management at the University
of Manchester, makes the point that civil society does not seem to play an
important role in the introduction of cash transfer programs in Africa, be-
cause the old, the poor, and the weak do not create active pressure groups.
It becomes essential to mobilize support within governments, parliaments,
and political parties, and to use the electoral process. It is necessary to tap
the social responsibility attitudes of business and social elites, and to con-
vince both elites and the middles classes that cash transfers are in their in-
terest. The general shift from a narrow welfare approach targeting on-ly the
poorest to a broader developmental approach seems likely to make it eas-
ier to gain support.

Within government, cash transfers are often administered in weaker
ministries. Finance and economic development ministries, which have more
clout inside government, need to take on cash transfers as development
programs. That, in turn, means making the case that cash transters are not
just instruments for mitigating current poverty. They are also pro.ﬁtable
investments in longer-term development that are as effective as invest-
ments made in roads and dams.

Why do low-income governments often prefer fertiliser subsidies to so-
cial welfare programmes (and why do donors appear o prefer welfare
programmes to fertiliser subsidies)? Governments see enhanced access to
agricultural inputs as an investment in production, food securicy and
economic growth. Conversely, they regard welfarist handouts to widows .
and orphans as an unaffordable luxury that generates apathy and de-
pendency among the poor. A great deal of cffort has been expended on
convincing skeptical governments (especially Ministries of Finance) that
they are wrong about cash transfers, which can generate poverty reduc-
tion and economic growth and do not generate dependency. But this ar-
gument is not yet won,

warns Stephen Devereux.'? “Making the case for social protection in low-
income countries requires making it look politically artractive as well as
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fiscally affordable, to stakeholders who have to commit to it and will even-
tually have to pay for it. Politicians are more interested in evidence that so-
cial protection will win votes than in evidence that it reduces poverty,” he
adds."

This point is underlined in a study of drought relief in Africa by Ngo-
nidzashe Munemo." He looked at why some governments have preferred
universal food aid and others—or the same governments at different times—
have opted for workfare-based relief. And he found, not surprisingly, that
incumbent governments thar are vulnerable to loss of power prefer meas-
ures that offer immediate benefits to a broader group of voters, whereas
governments that are secure in their position can afford to opt for pro-
grams that are targeted on a smaller group, are developmental, and have a
longer time horizon.

Political, and even patronage, power needs to be mobilized in support
of cash transfers. This will vary radically among countries. For example,
both China and Brazil have decentralized their cash transfer programs to
municipalities, which enables local elected officials to take the credit.

Artitudes matter, and the media change the way people think. Re-
peated articles about “welfare scroungers” create a climate of thinking in
terms of the “undeserving poor,” but articles about rising school atten-
dance and new businesses begun on a shoestring support approaches de-
signed to lift people out of the household poverty trap. And there is a
symbiotic relationship between political leadership and media coverage.

In Ghana, the Ministry of Manpower did not wait for media coverage
but, instead, launched a strong advocacy campaign to explain to the pub-
lic that giving money to poor people is not about “handouts™ but rather
represents support for children and the elderly and for those who cannot
work." In a Chronic Poverty Research Centre study of non-contriburory
pensions in Lesotho, Namibia, and South Africa, Larisa Pelham concluded
that successful programs build a bond between citizen and state based on
three factors: social solidarity linked to the value and contribution of the
elderly in the household, the understanding that pensions are a permanent
program that can be relied on, and acknowledgment of the role of the state
in securing the welfare of its citizens.

Local and global events can play an important part in creating changes
and openings for introducing social protection policies. The Zapatista re-
bellion in Mexico, the end of apartheid in South Africa, and the fall of the
military dictatorship in Brazil all created space for policy changes. Sam
Hickey points to the way social protection policies come to the fore “when
the social impacts of liberalised capiralist economies become too great to
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be borne in political terms,” which was happening in Brazil and Mexico—
the other half of Polanyi’s double movement.

Sam Hickey’s research underlines the importance of electoral polirics.
Parties attempting to stay in power or secure power can use cash transfers
to win new constituencies or strengthen existing ones. The balance can be
quite complex. Middle-class support is essential, and Hickey points to the
need not to include only the very poorest. Programs that do—or could—
benefit the middle class ate more likely to win support. Fairness, justice,
and social responsibility seem to be important intangibles.

Brazil is a good example of party political dynamics at work. Brazil
had come out of the 19641988 military dictatorship, and the 1988 con-
stitution stipulated that alleviation of poverty was one responsibility of the
state. The idea of a child benefit as a first step toward a basic income was
tabled by the Workers Party (PT, Partido dos Trabalhadores) and became
a subject of public debate. Because of decentralization in Brazil, the idea
was first picked up by municipalities, and by 1998, 60 municipalities and
four states had child benefit programs. Fernando Henrique Cardoso was
standing for reclection as national president in 1998 against the I"I"s Luiz
Indcio Lula da Silva (“Lula”), so he adopred the child benefit (as Bolsa Es-
cola, or School Grant) as a national program. Cardoso won a second term,
and Bolsa Escola was scaled up. Lula won in 2002 and expanded the pro-
gram into the Family Grant (Bolsa Familia)."* That, in turn, increased Lula’s
popularity, and he won reelection in 2006,

“I like Lula a lot—he gave us Bolsa Familia. Many people today have
a berter life,” Selma Aguiar, who runs a luncheonette in Vale do Mearim,
in Maranhio state, told BBC Brazil. “He has improved our life, and that
of many families, a lot. I receive R$122 [$67] per month, I voted for Lula
and T will vote for him again,” added Eliene da Silva Brito, a farmer with
five children.'

In Lesotho, the government was reelected in 2008 partly because of
the popularity of the pension introduced in 2004.

In Mexico, not only did the cash transfer survive the historic change in
the government of Mexico in the 2000 elections, but the new administra-
tion of President Vincente Fox expanded its coverage from rural to poor
urban areas of the country, changing the name of the program from Progresa
to Oportunidades. The program was politically popular because of the over-
whelming and unprecedented evidence that it was alleviating poverty and
encouraging poor rural families to send their children to school.”

In an opinion survey conducted in South Africa, exactly two-thirds of
the population agreed with the statement “The government should spend
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more money on social grants for the poor, even if it means higher taxes.”
Perhaps more important, taxpayers also agreed; the statement had the sup-
port of 59% of the poor and 63% of paid workers. Thus, in South Africa
too, social grants win votes.'®

In Bangladesh the incoming Awami League government of 2009 can-
celed the predecessor government’s “100 days of work” cash transfer scheme,
but then it immediately launched a similar scheme so as not to lose polit-
ical popularity.

Globally, social pensions seem to be the most popular programs. They
are inclusive, satisfy our instinctive desire to support the elderly, are success-
ful and seem fair. For putely selfish reasons, voters are artracted to the idea
of universal pensions, which provide peace of mind regarding one’s own
fate—or the fate of a grandparent, aunt, friend, or neighbor—in old age.
Finance and social welfare ministries also see that older people spend a sig-
nificant part of their pension on children and others in the household, so
pensions have a broad impact. A child benefit, as exemplified in South
Africa, has similar broad appeal.

It does appear that cash transfers can start small, but successful ones
are not narrowly targeted at groups with whom most voters cannot iden-
tify. They are established in a way that makes expansion obvious and pos-
sible. That s, they are targeted on the poorest districts or on individual
municipalities, which makes expansion to other districts a political goal,
or they are targeted at younger, poorer children, which makes expansion
to a full child benefit seem reasonable.

Nicaraguas Red de Proteccion Social (RPS, Social Protection Network)
illustrates what happens to a program without broad support. Tts first
phase (2000-2002) was spectacularly successful, improving nutrition and
health and increasing school attendance.® Bur for its second phase (2002-
2005}, cash payments were cut from $19 per family per month to $12. Al-
though the second phase was also successful, the government abandoned
the program in 2005, even though funding was available. It was a rext-
book case of how oz to design a popular program. First, in an effort to
ensure thar the program was not seen as ‘welfare,” it never mentioned
poverty reduction as one of its goals; instead, the cash was presented purely
as a way of buying behavior change on the parr of the poor, in order to build
human capital. Thus the program had no buy-in from the vast majority of
people who felt they knew how to look afier their children and thus would
never benefit. Second, the program was almost entirely driven by the
Inter-American Development Bank (IDB) and by a small group of key civil
servants with experience in World Bank and IDB programs within che
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Emergency Social Investment Fund (Fondo de Inversion Social de Emer-
gencia, FISE). Program administrators were under huge IDB pressure to
implement RPS quickly, so they had no time to build pOllthE-ll support in
Congress, with President Enrique Bolafios and his Constitutional leer.al
Party (PLC), or with the opposition Sandanistas and their leader Danicl
Ortega, who was elected president in 2006 and was openly opposed to
RPS. Although there was international praise for the program, the.re was
little domestic publicity abour its success. Finally, RPS leaders failed to
build support even within the civil service. In 2002 it was moved from
FISE to the weaker Family Ministry, where there was grumbling, about‘ the
higher donor-funded salaries of RPS staff. And it was the family mimstler
who decided in 2005 not to continue RPS, despite the continued avail-
ability of IDB funds.

Honduras offers another example of the hazards faced by a small and
politicized program. Honduras has been experimenting with its family
grant (Programa de Asignacién Familiar, PRAF) for more than a decade.
Bur the program was too small to gain widespread support anc.i was un-
dermined by competition between IDB and government. Beneficiaries were
often chosen on political grounds rather than on the basis of need. Newly
clected presidents in 2002 and 2006 dismissed the entir.e PR.AF staff and
appointed new people. Not surprisingly, PRAF became identified as a po-
litical project of the governing party.*”

Bur Nicaragua and Honduras are exceptions to a broader pattern.
Where southern governments have been able to take the lead and build a
political consensus reflecting local conditions and history, programs are
ptoving popular, effective, and durable.

CASH TRANSFERS WORK

Cash transfers work. They provide the essential boost to lift people out F)f
the poverty trap—they supply the boots that enable people to pull them-
selves up by their bootstraps. All the evidence is that people spend grant
money wiscly and that grants do not encourage people to be lazy or work-
shy. For most poor people, lack of money is the biggest problem. Small
farmers in Malawi do not need agricultural extension workers to tell them
to use fertilizer on their maize; rather, they need $3.50 to buy half a bag of
subsidized fertilizer. Oportunidades recipients in Mexico have containced
even policymakers that they already knew how to make profitable invest-
ments and that all they needed was the money. Giving people money is
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proving to be the best way to stimulate focal economic development in
low-income countries. Cash transfers are not social programs that can wait
until after development; instead, they are an essential precursor to growth
and a driver of development,

Vuyiswa Magadla lives in a tiny house at the end of an alley in Khaye-
liesha in Cape Town, South Africa. She has diabetes and cannot walk much
or see well, and she has a disability grant. But she still works selling fruits
and vegetables, using money from her grant to buy fresh produce. She
may not be well, but she is a good trader. To replenish her stock of veg-
etables, she travels to a place in Nyanga East, quite far away, rather than
buying from a nearby wholesaler, where vegetables are not as fresh. Forru-
nately, the minibus driver does not charge her extra for the box of vegeta-
bles she brings back with her, because she can carry it on her lap.”'

For the poorest, and for the elderly and disabled, cash transfers are es-
sential social welfare that can lift people out of destitution and enable
them to buy a bit of food for a second meal each day. Burt the importance
of cash transfers is much broader. A key element is helping children to be
better off as adults than their parents are. Breaking the intergenerational
cycle of poverty starts with ensuring that children have more and better
food when they are tiny, which prevents malnutrition, This is critical be-
cause stunting is mental as well as physical, and children who cannor de-
velop when they are small never recapture that lost physical and metal
growth. Next, cash enables children to go to school; they do not have to
work to help supporrt the family, and money is available for clothes and
books. Children who finish secondary school are much less likely to be poor
than those who do not. Thus cash transfers are a critical investment in the
next generation and in the long-term elimination of poverty.

The Southern Alternative

Over the past decade, cash transfers have emerged as the response of the
Global South to the need for economic development and poverty reduc-
tion. The northern-led extreme free market model of the 1980s and 1990s
failed in the South, not only not bringing development but often leading
to increased poverty and inequality. In the industrialized North, social
protection and cash benefit schemes expanded rapidly in the second half
of the 20th century, but these were largely insurance-based schemes that
assumed male breadwinners employed in steady jobs. In the South, how-
ever, most people are still peasant farmers or are working in the informal
sector and cannot be covered by insurance schemes. The US variant of the
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northern model, too, is build on a distrust of poor people and on the as-
sumption that the poor are a relatively small group.

The South has been rethinking the problem from the bottom up.
Poor people, who have siruggled to survive on tiny amounts of cash, are
good economists who use additional money wisely. Giving money directly
to poor people solves three problems at once. First, it alleviates immediate
poverty; much of the money is spent on more and better food. Second, it
enables poor people to invest small amounts in their farms and in small
businesses, and all the evidence suggests that ordinary people already know
how to make profitable investments. Furchermore, money is spent locally,
which stimulates the economy by increasing local demand and creating an
upward economic spiral. Third, poor families can send their children to
school, creating a healthier and better educated next generation who will
play an active role in development.

The key is to trust poor people and directly give them cash—not
vouchers or projects or temporary welfare, but money they can invest and
use and be sure of. Cash transfers are a key part of the ladder that equips
people to climb out of the poverty erap. Letting people make their own
choices about how to spend money is hugely empowering and productive.

The late 20th century was a very conservative period. The North, as
well as elites in many countries of the South, blamed the poor for their
poverty, and some still do not believe that poor people are able to act in
the best interests of their children. The first southern cash transfers began
in middle-income countries that could fund them out of their own tax
revenues and were under increasing political pressure to deal with wors-
ening poverty. The huge distrust in the North meant that these programs
have been extensively studied. This scrutiny only increased when “experts”
simply did not believe the initial resules that showed how well cash trans-
fers were working,

The whole exercise was experimental, bur these programs were big,
giving money to millions of families—and not just to the poorest of the
poor, but to larger groups who were still below the poverty line, Fach coun-
try started differently. Programs were modified in response to initial feed-
back and research. And the ideas and experience spread, as more countries
introduced cash transfer programs. Research continued and there was in-
creased sharing of information, experience, and ideas.

One lesson is that cash transfers are not a magic bullet; they do not
work on their own. There must be schools and health posts, and poor peo-
ple must have access to them, as well as to land and jobs. But the biggest
lesson has been that people must have at least enough money to take
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advantage of schools, health facilities, and land. And if they do have that

money, they can take the lead in their own development.

Northern Responses and Opportunities

Middle-income countries, particularly Mexico, Brazil, and South Africa,
started cash transfers, but their carly success led many low-income coun-
tries to launch such programs, which brought the donors and interna-
tional development banks into the picture. This increased tensions as
northern institutions worried that simply giving money to the poor would
waste their foreign aid and (for some) reduce their power. The Washing-
ton-based institutions, and particularly the IMF, are trying to retain power
by refusing to trust the poor and advocating expenditure ceilings and hard
conditions. Meanwhile, European donors are uneasy because cash trans-
fers can be developmental and thus might replace some of their traditional
development programs, so they tend to support cash transfers only as so-
cial welfare.

Northern institutions are trying to catch up, but the initiative and the
action remain in the South. The southern model of cash transfers is new;
and in a learning culwure it is evolving rapidly. And it is not just about
poverty and welfare. This is a southern-conceptualized and southern-driven
rethinking of the entirc development model: Give money to the poor, pre-
cisely because they can be trusted to make better use of it than aid industry
project officers and social workers. Lessons are being learned and experience
exchanged. New York is drawing on the experience of both South Africa and
Mexico. Indonesia is drawing on Mexico, and Ghana on Brazil. Pensions
have spread from South Africa to neighboring states. South—South cooper-
ation is challenging the received wisdom from Washington and London as
ideas diffuse from Brazil, India, Mexico, and elsewhere.

But just as cash transfers in the South have been groundbreaking, the
most interesting responses in the North have come from outside the nor-
mal aid and development network. President Barack Obama of the United
States specifically asked Indonesia’s President Susilo Bambang Yudhoyono
to speak at the G20 meeting in Pittsburg in September 2009 o promote
his policy of phasing out fuel subsidies and giving the money to the poor
as cash transfers instead. It was an unexpected meeting of several policy
lines. From a climate change perspective, Obama is promoting an end to
fossil fuel subsidies. Just two months before, Yudhoyono had been re-
elected president with more than 60 percent of the vote, and his landslide
victory was attributed in part to increased support from the poor because
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of cash transfers.”? Thus climate change, democracy, and cash transters to
help the poor are coming together in a new way.

Meanwhile, in the North there is increasingly serious advocacy of
taxes on financial transactions and on the use of carbon. In both cases the
intent is to increase costs—the costs of risky financial transactions and of
damaging the environment. But both would raise substantial revenue. In
mid-2009, both French President Nicolas Sarkozy and Lord Adair Turner,
the chairman of Britain’s financial watchdog, the Financial Services Au-
thority, proposed the Tobin Tax. French Foreign Minister Bernard Kouch-
ner argued that a tax of just 0.005% on financial transactions could bring
in up to €30bn ($45bn) a year for development.”® Other proposals that
have been floated include giving individual carbon credits and providing
money to help poor countries mainrain rainforests.

One question that is always raised is how the money would be deliv-
ered. Cash transfers provide an obvious answer. Child poverty expert Peter
Townsend promoted a worldwide child benefit, which could be funded
through such a tax. Bur the most important point is that successful cash
transfers are locally designed and transparent. Local people make the choices
about targeting and about whether to impose conditions, but the distri-
bution of funds is much easier to audit with cash transfers than with con-
ventional northern-funded development projects. Thus with cash transfers,
northern raxpayers could be assured that their money was being distri-
buted to children, to poor families, or to the elderly.

The poorest countries, particularly in Africa, can afford only limited cash
transfer programs with their own resources, so to be effective these programs
will need outside finance for years to come. But the shifts in thinking, away
from conventional aid projects toward budget support and block grants, and
toward non-traditional revenue sources such as the Tobin Tax, all point to
cash transfers as the most effective way to distribute this money. They have
the potential to reduce poverty, while promoting development, slowing cli-
mate change, and reducing the likelihood of another financial crisis.

Five Principles

This book has laid out a wide range of debates about the specific goals, tar-
gets, and conditions of cash transfers. Each country is developing its own
model that reflects its own needs, history, and polirics. There is no single
“best” cash transfer program. But we can outline five overriding principles:
Cash transfers work when they are fair, assured, practical, large enough to
affect household income, and popular.
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Fair: Grants must be seen to be fair in the sense that most citizens
agree on the choice of who receives money and who does not.
Categorical grants—those that give money to all or nearly all chil-
dren or elderly-—are usually seen as fair, but they may not always
target the most needy. A strategy of excluding the berrer off, as in
Brazil and South Africa, is sometimes seen as fairer than trying to
distinguish among shades of poverty. Targeting the poorest or the
ultra-poor requires much more care, because it can be divisive and
can create contlict between neighbors when some receive a grant
and others do not; proxy means tests may be relatively accurate,
burt they are not easily understood by beneficiaries.

ASSURED: Recipients must be convinced that the money will really ar-
rive every month and that families can depend on it. Only then
will families be able to make long-term plans and invest in school-
ing and income generation. The insurance function of grants is
important because people know that if their crop fails or they fall
ill, some money will continue to come in—and this enables peo-
ple to take risks on growing new crops or going further afield to
look for work.

PRACTICAL: Directly related to the requirement that grants be fair and
assured is the need for a reliable system to identify legitimate re-
cipients and to ensure that they receive their grant regularly.
There must be enough trained civil servants to administer the sys-
tem, and there must be a reliable and secure banking or cash dis-
tribution system to hand out the payments. Sophisticated proxy
means tests and complex conditions are of no use if they cannor
be applied correctly and consistently. Some countries have much
more experienced civil services than others, and some countries,
particularly in Africa, may be forced to adopt simpler systems be-
cause of lack of capacity. A growing number of innovative systems
have proved effective in transferring cash where civil services are
weak. For example, grants can be distributed through post offices,
lottery agents, and even mobile phones.

NOT JustT PENNIES: Grants must be large enough to cause a real
change in behavior, such as growing new crops or sending chil-
dren to school. If money is only enough to enable one extra child
in the family to go to school, it is not working, In communities in
rural Africa where cash incomes are very low and people produce
a significant amount of their own food, even a few dollars a month
makes a huge difference. In more industrialized countries where

TIIE WAY FORWARD 179

the cash poverty line is higher, it requires more money to make a
meaningful difference. Indications are that the grant must be not
less than 20% of poor households’ consumption, and where this
criterion is not met, the grants are unlikely to have the desired
effect.

POPULAR: Any grant program must be politically acceptable and (ide-
ally) popular and a vote winner. Cash transfers are an important
step on the path to achieving social contracts in developing coun-
tries and thus replacing conflict and corruption with solidarity and
social bonds. Donor-initiated and donor-driven programs are less
like to win approval than programs that have indigenous roots.

These principles nced interpreting at the national level, because no
“models” can be automatically transferred from country to country. High-
quality technical analysis is needed, alongside the recognition that effective
programs must be based on local political support. Each government will jug-
gle with goals and competing demands for resources and, in so doing, de-
velop its own approach. But a decade of experience shows that cash transfers
work. 1o reduce poverty and promote development, just give money to the poor.
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THIS BOOK 1S BASED ON JUST SOME OF THE HUGE AMOUNT OF RESEARCH
data on cash transfers. There are several key reports that summarize this
research, and several websites present a wide range of studies. The most
important of these sources follow.

Publications
Brooks World Poverty Institute. Armando Barrientos and David Hulme, So-
cial Protection for the Poor and Poorest (Basingstoke: Palgrave Macmillan, 2008).

Save the Children UK. Jennifer Yablonski with Michael O’ Donnell, Lasting
Benefirs: The Role of Cash Transfers in Tackling Child Mortality (London: Save
the Children, 2009), hrep://www.savethechildren.org.uk/en/docs/Lasting_Benefits
.pdf.

World Bank. Margaret Grosh, Carlo del Ninno, Emil Tesliuc, and Azedine
Ouerghi, For Protection and Promotion: The Design and Implementation of Ef-
fective Safery Nets (Washington, DC: World Bank, 2008).

Regional Hunger and Vulnerability Programme. Frank Ellis, Stephen Dev-
ereux, and Philip White, Social Protection in Afvica (Cheltenham, UK: Edward
Elgar, 2009).

Literature Rerviews

Joint Learning Initiative on Children and HIV/AIDS. Michelle Adato and
Lucy Bassett, “What Is the Potential of Cash Transfers to Strengthen Families
Affected by HIV and AIDS? A Review of the Evidence on Impacts and Key
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Policy Debates” (Washington, DC: International Food Policy Research Insti-
tute, 2008}, available at htep://www.jlica.org/.

Maxine Molyneux. Conditional Cash Transfers and Womens Empowerment:
Annotated Bibliography (London, Institute for the Study of the Americas, Uni-
versity of London, 2008) http://www.americas.sas.ac.uk/about/docs/ CCTAN
NotatedBibDFID. pdf.

Hebsites

The United Nations Development Programme (UNDP) International Policy
Cenue for Inclusive Growth (IPC-IG), tormerly the International Poverty
Centre, in Brazil has an excellent Cash Transfers and Social Protection archive,
http:ffWWW.ipoundp.org."CCt.do.

Brazil — Bolsa Familia. In Portuguese: A Biblioteca Virtual do Bolsa Familia,
hutp:/fwww.ipc-undp.org/mds.do.

Mexico — Oportunidades. External evaluations.
In English: hetp://evaluacion.oportunidades.gob.mx:8010/en/index.php.
In Spanish: hetp://evaluacion.oportunidades.gob.mx:8010/es/index.php.

Social Assistance in Developing Countries Database
heep:/fwww.chronicpoverty.org/uploads/publication_files/Social
Assistance_Database_VersionZLAugustZOO8.pdf.

Brooks World Poverty Institute. Working papers on social protection: http://

www.bwpi.manchester.ac.uk/.

Chronic Poverty Research Centre. Research on insecuricy, risk, and vulnera-
biliry: http:f'/www.chronicpoverty.org/rescarc:h—themes—vulnerability.php.
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