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Preface

The Inter-American Development Bank observes its fiftieth anniversary at a critical 
time for Latin America and the Caribbean. The financial crisis in the developed countries 
has put years of the region’s economic and social progress at risk. 

The latest test to which this region is being subjected should not, however, 
cause its inhabitants to lose sight of the achievements of the last half century. Judg-
ing from traditional indicators, the region has made some impressive gains. Per capita 
income (at 2000 prices) has more than doubled, from approximately US$2,000 in 1960 
to more than US$4,500 today. The average Latin American can expect to live almost 73 
years, compared to just 56 in 1960. The literacy rate has increased from 63 percent in 
1960 to 86 percent in 2000. Today, children in the region attend school an average of 
seven years, compared to only three-and-a-half years in 1960.

In terms of employment growth, Latin American countries have outperformed 
most other developing nations, creating an average of 12 jobs per year for every thou-
sand people of working age between 1990 and 2004. In addition, although Latin Amer-
icans have poured into cities with unprecedented speed, the region has managed to 
democratize urban home ownership and provide basic services to the vast majority 
of urban dwellers. Two out of three families own their homes, even among the poor. 
Nearly 95 percent of the urban population has access to electricity, and over 85 percent 
has access to running water and telephone service (the latter thanks to the recent ex-
pansion of mobile telephones).

Of course, not all the news is positive. International test scores show that Latin 
American students lag behind their counterparts not only in OECD member states, but 
in other developing nations as well. Poor education is taking a real toll on the region’s 
competitiveness, reflected in the low productivity growth that has been acting as a 
brake on higher wages and economic growth throughout Latin America and the Carib-
bean. Furthermore, while cities have burgeoned around the region, their infrastructure 
has not always kept pace with the demand and needs of the population, while atten-
dant crime and pollution often go unchecked.

The data from afar paint a heartening picture of a population whose standard 
of living has improved dramatically, but in too many ways the real quality of people’s 
lives is not measurably better. So how do Latin Americans themselves feel about their 
lives against the backdrop of the past half century? What do they think of their lives, 
societies, cities, health, education, and jobs? Are their perceptions in tune with the 
facts as measured by traditional economic and social indicators? Does it matter for 
policy?

On the occasion of its fiftieth anniversary, the IDB took on the challenge of con-
sulting its most important constituency—the people of the region—about the quality 
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	 vi	 Preface

of their lives. Using data from the Gallup World Poll and other public opinion surveys, 
the Bank uncovered some fascinating results. Overall, Latin Americans are satisfied 
with their lives, but interestingly, people in some of the poorest countries are the most 
optimistic while citizens of some of the most-developed countries are the most pessi-
mistic. Not surprisingly, people with higher incomes are more satisfied with their lives 
than those with lower incomes, but economic growth actually breeds discontent rather 
than greater happiness, at least in the short run. 

Despite the proliferation of low-skill jobs and informal employment, most Latin 
Americans are pleased with their work. Perhaps even more startling is the generalized 
preference to work in the informal economy over the formal, salaried sector because of 
the flexibility, autonomy, and opportunity for personal growth that informality seems 
to offer. In terms of social services, the majority of Latin Americans are satisfied with 
their education systems because they value discipline, safety, and the physical infra-
structure of their schools more than the scores their children achieve on academic tests. 
And even in countries with poor health profiles, people are largely satisfied with their 
own health and the health care services they receive.

These results have great significance for the Bank’s program of activities and 
for public policy in countries throughout the region. Clearly, there are political costs to 
growth policies that are likely to increase, rather than decrease, public dissatisfaction. 
If at-risk countries and social groups are tolerant of their health problems, prevention 
policies and efforts to improve health services will likely bypass them. And how can the 
region hope to have human resources capable of competing in the world economy if 
the majority of its people are blind to the failings of their education systems? 

With this volume, the Bank hopes to spark a healthy discussion of these issues, 
since it has learned that policies must enjoy public support to be effective. Public opin-
ion matters; it matters for politics and it matters for policy. Taking the pulse of the 
opinion enriches public discourse and enhances the political viability of public policy. 

In the final analysis, the IDB is at the service of the citizens of Latin America and 
the Caribbean. It is fitting that it should mark its first half century of operation by ask-
ing them how they have fared after five momentous decades of economic and social 
changes. It is also fitting that this special volume on such a special occasion should be 
the first edition of the IDB’s new Development in the Americas series, which replaces its 
annual Report on Economic and Social Progress as the Bank’s flagship publication.

I am pleased to present this volume to the policymakers of the region, to our 
partners in academia and in the nongovernmental advocacy world, and, most of all, to 
the people of Latin America and the Caribbean, our inspiration. 

Luis Alberto Moreno
President
Inter-American Development Bank
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setting the stage
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	 Quality of Life Viewed through Another Lens	 3

Quality of Life Viewed 
through Another Lens

We are all very ignorant, but not all ignorant 

of the same things—Albert Einstein

Since Plato and Aristotle, philosophers have debated the topic of quality of life. 
Everybody seeks a better quality of life, although few people are able to define with pre-
cision the objective of their quest. If the key to a good quality of life were simply to have 
a good income, governments could concentrate their efforts on economic growth and ig-
nore what people need for personal development and what society needs to achieve the 
public good. Reality, however, is quite different. In any democratic society, governments 
and the political systems that include them are judged not only by the quality of mac-
roeconomic results, but also by their capacity to interpret and respond to the demands 
of the electorate on the most varied of fronts, ranging from national security to access 
to justice, and from the delivery of public utility services to the operation of hospitals 
and schools. A few basic economic and social statistics and a good dose of intuition to 
interpret public opinion and the actions of politicians are generally the main sources of 
information available to government leaders in making judgments and decisions. 

Without disregarding these sources, it is also possible to go directly to individu-
als to find out what they think about the most important aspects of their lives, such as 
their health, their education, their jobs, and their housing, and how they perceive the 
main aspects of public policies and of the economic and social environment in which 
they live. Toward this end, more and more use is being made of surveys sponsored by 
private organizations or by governments themselves. The Gallup World Poll is the most 
ambitious effort available today for gathering information on perceptions of quality 
of life.

Through comparisons of data among various countries, and between the region 
of Latin America and the Caribbean1 and the rest of the world, it is now possible to dis-

1

1 Throughout this study, for brevity and ease of reading, the terms “Latin America” and “Latin Americans” are 
used inclusively to embrace the countries and people of the Caribbean as well. The databases used include various 
Caribbean countries. 
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	 4	 Chapter 1

tinguish the economic and social factors that most influence the perceptions individuals 
have of their own lives and of the situations in their countries. It is also possible to de-
termine up to what point perceptions reflect reality according to official statistics on in-
come, growth, unemployment, or poverty, or equally or more important, realities such 
as crime and the quality of education, which are typically ignored in official statistics. 

This battery of data and analyses offers a new perspective for governments that 
want to identify the true needs of their citizens, for politicians who want to detect 
problems and controversial issues as the basis for their campaigns and decisions, and for 
companies and economic agents that need to better understand the behaviors of their 
markets and customers. 

A Brief Overview

Are Latin Americans Different? 

Although newspaper headlines frequently proclaim that one Latin American country or 
another is the happiest in the world or the most optimistic about its future, Latin Ameri-
cans do not belong to another galaxy. In fact, South Asians and Western Europeans are 
consistently more positive in their opinions than Latin Americans. Nevertheless, there is 
great diversity within the region: Costa Ricans and Guatemalans stand out as the most 
optimistic in all aspects of their lives, whereas Chileans are seen as the most pessimistic. 
Perceptions fit psychological and cultural patterns: individuals are more positive in their 
opinions of themselves than in their opinions of other people or society as a whole, and 
the poor are kinder than the rich in their opinions of public policies, which constitutes 
an “aspirations paradox.” This diversity of opinions reflects more the variety of indi-
vidual viewpoints than the diversity of countries, although the latter does influence 
the former. Age, gender, employment status, and religious inclinations are a few of the 
individual factors that affect the opinions people have of themselves and of the situa-
tions in their countries.

To illustrate the parallel between subjective opinions and objective indicators, 
this study introduces a Subjective Human Development Index, comparable to the well-
known United Nations Human Development Index. Based on this index, in Latin Ameri-
ca, Peruvians demonstrate the widest gap between their perceptions and the reality of 
their own lives and the situations in their countries. Argentines and Chileans are fairly 
critical, while Costa Ricans and Bolivians have a very benign opinion of the social situa-
tions in their countries.

The Conflictive Relationship between Income and Satisfaction 

The direct relationship between income and satisfaction is the basis of all economic 
theory. But this relationship does not fully reflect what happens in practice. In general, 
people in countries with higher income levels feel more satisfied in all aspects of their 
lives. Nevertheless, in countries that experience more rapid growth, people are more 
likely to feel less satisfied, which implies an “unhappy growth paradox.” Also, in gen-
eral, within each country people with higher incomes feel better off than those with 
lower incomes. However, when a person is surrounded by others with higher earnings, 
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	 Quality of Life Viewed through Another Lens	 5

his or her satisfaction with his or her own work, housing, and all the things he or she can 
buy and do is reduced. These findings have important implications for policymaking, 
which are discussed in several chapters of this volume. 

Social Policies

Perceptions regarding health, education, and employment are analyzed with revealing 
results throughout this study. People’s toleration of their own health problems is an 
obstacle for prevention policies and for improving health services among certain social 
groups and in some of the countries with the worst health indicators. Similarly, accep-
tance by the majority of Latin Americans of their education systems does not square 
with the pitiful results achieved by the countries of the region on international academic 
achievement tests. This acceptance contributes to the fact that the academic quality 
of schools is not considered important in the decisions Latin American parents make 
regarding the education of their children. More important factors are discipline, safety, 
and the physical appearance of schools. 

Job Quality 

Low-productivity jobs, informal employment, and work instability are palpable realities 
in all Latin American countries, yet these apparently negative realities stand in stark 
contrast to the opinions of the workers themselves. Most people in the region are happy 
with their jobs, and there are more salaried workers who would prefer to work for 
themselves than informal workers who dream of becoming employees. Although labor 
policies require that workers have social security, guarantees of stability, paid vacations, 
and many other benefits, these benefits are not what is valued by those who are happy 
with their jobs. What is important to them is flexibility, autonomy, respect, and oppor-
tunities for personal growth. This suggests the need to redesign labor legislation in the 
region to take into account the interests and needs of workers so that no conflict arises 
between their interests and preferences and their opportunities to be employed by 
high-productivity companies and sectors. 

Cities 

People’s satisfaction with their own housing and cities depends on several variables 
that are regularly measured in censuses and other standard sources of official informa-
tion, such as the delivery of services and the quality of housing materials. But it also 
depends on aspects that are less studied, and in many cases ignored by policies, such as 
property titling, neighborhood safety, public transportation, sidewalk and road con-
ditions, and proximity to green areas. Some of these features are reflected in home 
prices, but others are not and therefore tend to be ignored by the market. Problems 
differ from city to city and neighborhood to neighborhood, highlighting the diversity 
in tastes and lifestyles among inhabitants. In this study, we propose methods for the 
valuation of urban public goods that may prove useful for understanding the operation 
of housing and land markets and for designing public service and taxation policies at 
the local level.
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	 6	 Chapter 1

The Political Economy of Public Opinion 

Along with offering policy recommendations for each issue analyzed, this study also 
draws attention to the effects that perceptions can have on political processes and on 
public decision making. The beliefs and the perception and interpretation biases of both 
the electorate and politicians and government leaders exert considerable influence on 
the supply and demand of public policies. Information possessed by various actors in the 
political process can affect (in ways that are not always consistent) the perceptions of 
issues among the different players, which in turn affect the policy discussion, formula-
tion, and implementation process. On those bases, strategies are proposed herein to 
reduce the information gap and the influence of perception biases so that the public 
debate may involve better options for producing policies that contribute to improving 
the quality of life.

In light of the findings of this study, a government strategy focused on efficiency 
and economic growth has little chance of political success, given that growth in income 
may not result in increases in satisfaction with different aspects of life, especially if such 
income growth unequally benefits different groups of individuals, or if it substantially 
changes expectations for material progress. Hence, it is not surprising that Washington 
Consensus policies have been the subject of popular rejection, especially in countries 
where the promoters of such policies have tended to exaggerate their potential ben-
efits. 

To avoid the loss in satisfaction with life that typically accompanies periods of ac-
celerated economic growth, it would be effective to reduce the income of those families 
or individuals who are visible reference points for the social groups most vulnerable to 
changes in expectations (especially the upwardly mobile urban middle classes). Some 
expropriations, price controls, or special taxes on successful sectors may serve short-
term political purposes, but over the long haul they are unsustainable because they are 
harmful to growth.

It is more feasible to garner political support through strategies that combine 
growth policies with initiatives for economic and social inclusion and with measures that 
address immediate demands for health, education, employment, or housing services. 
But in any case, inclusion and social service delivery strategies that maximize political 
support are not necessarily those that produce the greatest improvements in the living 
conditions of the poor. Because of the “aspirations paradox,” generating dissatisfaction 
with social policies may be a requirement for creating political demand for better ser-
vices in education, health, or social protection. 

These incongruities between what may prove to be politically effective and what 
is effective in economic and social terms constitute a dilemma confronting politicians 
and government leaders today, especially in fragmented and high-inequality democra-
cies, such as those of Latin America. 

Because policy decisions in a democratic system are the result of conflicts and 
negotiations between groups with different interests and visions, rarely can these con-
tradictions be resolved solely by appealing to technical arguments. Public debate may 
be more fruitful if opinion leaders and economic advisers to governments and political 
organizations begin to mine the riches hidden within the opinions of the people, so as 
to detect the limitations of traditional economic and social statistics and to better un-
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	 Quality of Life Viewed through Another Lens	 7

derstand the motivations and needs of individuals, with all the opportunities and risks 
that this implies.

A Question of Approach 

This study focuses on the opinions that Latin Americans have of their own lives and of 
the situations in their countries. This approach stands in stark contrast to the traditional 
approach of economists, who have avoided the use of subjective data both for theo-
retical reasons and because of the practical difficulties of measuring and interpreting 
opinions. 

Traditional economic theory is based on the assumption that individuals are “ra-
tional” in the sense that they make decisions in order to pursue their own welfare in a 
coherent manner. According to this approach, the behavior of individuals is sufficient 
for deducing what advances their welfare (“revealed preferences” in economic jargon). 
Thus, if people work more, this implies that the welfare they derive from this increased 
work is greater than that which they would have obtained from the leisure they sacri-
ficed in working more. If individuals spend the income received through this additional 
effort on luxury cars or upscale clothing instead of on a larger or better-located home, 
it is because they see the former as having greater utility than the latter. It is deduced, 
in accordance with traditional theory, that the higher the levels of income or consump-
tion of any individual are, the greater his or her welfare will be, because of the increased 
options for choosing what will produce greater satisfaction or utility that the increased 
levels of income or consumption will provide him or her.2 And if all individuals increase 
their levels of income or consumption, it is deduced that this group of individuals will 
necessarily have greater utility, that is, a better quality of life (i.e., the situation is “Pa-
reto superior,” in the abstruse parlance of economists).3 

Although this is an eminently theoretical approach, it exerts an enormous influ-
ence on the manner in which economists are accustomed to broaching the quality of life 
issue. First, it assumes that, because individuals are rational, their decisions must gener-
ally coincide with the objective of improving their utility or their quality of life. Second, 
it assumes that it is people’s decisions, more than their opinions, that reveal what brings 
them well-being and what does not. Third, and as result of the above, it posits that it is 
not necessary, and it may even be misleading, to try to measure directly the well-being 
that individuals experience or to attempt to compare the well-being of some individuals 
with that of others. 

These conclusions, however, are debatable. Using a different approach, a grow-
ing school of psychologists and, more recently, economists and political scientists has 
attempted to establish some patterns of behavior of individuals vis-à-vis their consump-

2 Unless the act of working more is not the result of a free decision, but instead an imposition. 
3 In cases in which some individuals have suffered losses in income or consumption, it cannot be deduced with 
certainty whether society as a whole is better or worse off, because according to traditional economic theory, 
it is not possible to observe directly or to compare among them the well-being of these individuals. In keeping 
with this theory, it is necessary to introduce some value judgment to compare the incomes of various people. This 
value judgment may be reflected in the weighting (negative) that would be given to inequality within a func-
tion of social well-being (such a function is the simplified representation of the values that society as a whole or 
a hypothetical “benevolent social planner” would assign to average income and to its distribution among the 
population). 
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	 8	 Chapter 1

tion decisions or their attitudes toward risk. This school has also tried to measure, using 
various methods, the sensations and perceptions of well-being and is exploring their re-
lationship with individual factors and with the economic, social, and cultural conditions 
of individuals. This new approach, although still lacking the elegance and conceptual 
coherence of the theoretical apparatus of traditional neoclassical microeconomic theo-
ry, is opening new horizons for understanding such paradoxes as “unhappy growth” or 
satisfaction amid poverty as the result of a lack of aspirations. 

Economists’ suspiciousness in regard to opinion surveys is not based solely on 
theoretical reasons but also on the biases in people’s opinions of their satisfaction vis-
à-vis the different aspects of their own lives or the situations of their countries, as well 
as on the errors in measuring such opinions. The morale of the respondents at the time 
the survey is taken or the phrasing or order of the questions may affect survey results.4 

But inasmuch as better statistical and econometric methods have been developed, these 
difficulties have been reduced. Additionally, a growing number of surveys have yielded 
highly consistent results for phenomena once considered impossible to measure, such 
as happiness. The opinions people have of their well-being tend to reflect accurately 
the positive and negative sensations that they experience inwardly or that they express 
physically. These opinions also conform to those of close family members or friends in 
regard to the individual’s well-being and are associated with physical measures, such as 
high blood pressure or cardiac pulse rate.5

This study makes ample use of opinion surveys, not only to find out how indi-
viduals perceive their own well-being, but also to explore how they value the different 
aspects of their lives, how satisfied they are with their health, with their education 
and that of their children, with their work, and with various public goods—from urban 
infrastructure to safety. Of course, people’s opinions are not all that matter, and they 
can, in fact, lead to erroneous conclusions. For example, the opinions of individuals 
regarding their own health may not be accurate, or the manner in which they evaluate 
the education of their children may be conditioned by the limitations of their own edu-
cation. Similarly, opinions regarding their work conditions may be affected by conform-
ism, habit, or ignorance of labor rights. Many people may feel quite good about their 
cities, unaware of serious pollution or safety problems, while others may exaggerate the 
scale of these problems. 

For these reasons, the many quality of life indicators based on perceptions may 
create confusion. Their usefulness for public policies depends on an understanding of 
how perceptions are formed and what factors influence them, as well as on recogniz-
ing the incongruities between perceptions and the economic and social indicators that 
society has chosen as its objectives.

Defining Quality of Life 

Although quality of life, as applied to persons, has increasingly preoccupied medical, 
psychological, and social research since the 1970s, there still does not exist sufficient 

4 Bertrand and Mullainathan (2001) discuss the most common statistical problems of surveys, and Veenhoven 
(2007) analyzes the possible biases and measurement errors involved in the questions on life satisfaction. 
5 See the reviews of the validity of well-being measures in Diener (2005) and in Kahneman and Krueger (2006). 
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	 Quality of Life Viewed through Another Lens	 9

consensus on how to define the term, as each discipline has emphasized different as-
pects of the phenomenon. Multiple definitions of personal quality of life may be found, 
such as that which deals with the set of necessary conditions for happiness, with subjec-
tive life satisfaction, with the potential for adaptation, or with the basic commitment 
to improve one’s life. Multiple meanings of the term as applied to countries may also 
be found. 

However, the various accepted meanings of the term recognize that it is a broad 
concept that embraces more than the “living conditions” approach, which focuses on 
the material resources available to individuals. Quality of life also includes the circum-
stances in which people lead their lives. Accordingly, it is accepted that it is a multi
dimensional concept, not only because it requires that the diverse aspects of people’s 
lives be taken into consideration, but also because it comprises aspects that are external 
to individuals and the interrelations among them. There is, however, no agreement on 
what these dimensions should be or how they should be selected or weighted to obtain 
a synthetic measure of the quality of life. Although the inclusion of subjective indicators 
to measure some of these dimensions or quality of life as a whole was the subject of 
much debate up until a few years ago, it is now accepted that subjective indicators are 
also relevant, and that the combined use of objective and subjective indicators provides 
a more comprehensive view.

Various taxonomies have been proposed for ordering the different elements 
involved in the quality of life. A common objective of these classifications is to organize 
the variables so as to later construct a comprehensive measure of quality of life (see Box 
1.1). However, there is no need to construct a synthetic measure to study quality of life. 
On the contrary, given that there is no agreement on the definition of quality of life, or 
on the dimensions that make up the concept, or on how they should be combined with 
one another, the construction of synthetic indices contributes very little to understand-
ing the complexity of the factors and viewpoints that influence quality of life. 

Rather than as a basis for constructing synthetic indices of quality of life, the 
usefulness of a taxonomy of elements connected with quality of life lies in ordering the 
different meanings and dimensions of the concept of quality of life and of the variables 
involved. To quote Veenhoven (2000: 2), “Since we cannot force the use of words, we 
can better try to clarify their meanings.” 

The taxonomy used in this study is summarized in Table 1.1. The central structure 
of the table is provided by the distinction between individual and “national” variables 
(the table’s columns) and by the distinction between “objective” variables and opinion 
variables (its rows). 

Whereas individual variables refer to personal characteristics, to living condi-
tions, or to the opinions of a particular person, “national” variables are aggregates for 
the country (and occasionally for the city or state, hence the use of quotation marks). 
In some instances the “national” variables consist of the sums or averages of individual 
variables, but this is not always the case. Policies or national institutions, for example, 
are not measured by statistical aggregation of individual observations. Individual vari-
ables that prove relevant to the concept of quality of life are not only those that are 
internal and specific to the individual, such as age, income or one’s opinions of oneself, 
but also those referring to the individual in relation to others, such as marital status, 
relative income position, and one’s opinion of others or of society as a whole. 
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	 10	 Chapter 1

Box 1.1  Quality of Life Components 

Recognizing that quality of life is a multidimensional concept, academics 
from various disciplines have proposed alternative ways to classify its compo-
nents, which are the conceptual basis for the hundreds of existing alternative 
measures of quality of life. A typical example of such measures, from a medical 
point of view, is Health Survey SF-36 (Ware, 1998), which assesses the quality of 
life of the respondent through its mental and physical components. The physical 
component is measured on the basis of 22 questions that inquire about physical 
limitations in regard to performing everyday tasks and work, the presence of pain, 
and perception of health status. The mental component combines the responses 
to 14 questions regarding vitality, emotional or physical limitations to social func-
tioning, emotional limitations to work performance, whether the respondent char-
acterizes him- or herself as nervous, and his or her degree of enjoyment of life. 

A scale for measuring quality of life well known in the world of psychol-
ogy is that proposed by Cummins (1997), which considers quality of life to be an 
aggregate of objective and subjective components. Each component includes 
seven domains: material well-being, health, productivity, intimacy, safety, place 
in the community, and emotional well-being. 

One of the first attempts to measure the quality of life of a population in 
general was the Study of Comparative Welfare for Scandinavia, under the direc-
tion of Erik Allardt (Allardt and Uusitalo, 1972). This study considered the follow-
ing criteria: income, housing, political support, social relations, irreplaceability, 
doing interesting things, health, education, and satisfaction with life. These indi-
cators made it possible to distinguish between “having,” “loving,” and “being,” 
considered the three basic dimensions of welfare based on the humanistic psy-
chology prevailing at that time. 

Another outstanding effort to measure the progress of societies is that de-
veloped by Richard Estes of the University of Pennsylvania through his Weighted 
Index of Social Progress (WISP), which covers 163 countries.  WISP consists of 40 in-
dicators that constitute 10 subindices of the following quality of life components: 
education, health status, situation of women in the society, military expenditure, 
economy, demography, environment, social chaos, cultural diversity, and wel-
fare effort.

Source :  Based on Veenhoven (2000). 
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	 12	 Chapter 1

In principle, the distinction between objective and subjective variables involves 
the former being verifiable or externally observable, while the latter are not. Socio
demographic characteristics of individuals, inflation or gross domestic product are ob-
jective variables. Opinion variables are by definition subjective. However, the distinction 
is less clear than it seems at first glance. For example, most indicators of the quality of 
public institutions contain elements of subjective judgment by experts. Elements of sub-
jectivity are also present in attempts to measure externally the abilities or knowledge of 
individuals. Nonetheless, for want of a better term, herein “objective” covers all those 
variables that constitute the foundations of life for individuals or society, as well as the 
observable results of their individual and collective actions and behaviors.

The taxonomy proposed in Table 1.1 is useful because it makes it possible to 
situate some of the concepts most commonly used in quality of life studies and relate 
them to the variables used in this study. For example, the abilities with which individu-
als confront life, such as their personalities, health, education levels, and experiences 
(the upper left-hand portion of the table) relate to the concept of quality of life un-
derstood as the “ability to live” (Veenhoven, 2000). Amartya Sen (1985) in particular 
has highlighted the importance of this aspect of people’s quality of life by emphasizing 
the development of abilities as a necessary condition for personal fulfillment and social 
development. 

The material conditions of life, which include income, consumption, housing, 
access to health and education services, and employment conditions, are the objective 
results at the individual level. These results have been the focus of studies that have at-
tracted the attention of economists, sociologists, and anthropologists since the 1970s. 

Observing the quality of the economic, social, and institutional environment in 
which individuals live is another approach to defining quality of life. In this case, the 
approach involves objective conditions external to individuals that shape their existence 
and include both the policy and institutional variables that are the foundations for the 
functioning of society and the “national” results, whether economic, social, or environ-
mental, for the country as a whole. This set of variables (the upper right-hand portion of 
the table) reflects how “livable,” to use a term of Veenhoven (2000), a society is. 

In contrast to objective variables, or “facts,” are opinions (shown in the lower 
portion of the table). Within the opinion variables, the most important section in qual-
ity of life studies is related to individual assessments of results in regard to themselves 
(the lower left-hand section of the table), that is, the subjective evaluation that indi-
viduals make in regard to their life in general or to various dimensions of their lives or 
“domains” (material standard of living, health, education, employment, housing, etc.). 
In the past, this type of variable was virtually the exclusive preserve of psychologists 
and philosophers, but increasingly it is attracting the attention of economists as well. 
When the assessment refers to life as a whole, more precise terms are used, such as “life 
satisfaction” or the concepts of “happiness” or “overall happiness,” all of which are 
employed interchangeably (depending solely on the questions in the survey). More pre-
cisely defined, “overall happiness is the degree to which an individual judges the overall 
quality of his/her own life as a whole favorably. In other words: How much one likes the 
life one leads” (Veenhoven, 2007: 8).

In recent years remarkable progress has been made in measuring happiness (or 
satisfaction with life), as discussed in Chapter 4. Measuring happiness is the only way 
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	 Quality of Life Viewed through Another Lens	 13

in which an encompassing evaluation of the quality of life can be attempted. It is not 
feasible in any of the other approaches to assessing quality of life (through abilities, ma-
terial conditions of life, or quality of the economic, social, and institutional environment 
of the country) to have a measure that encompasses the whole set of variables, simply 
because it is not possible to define a priori which components are valid and which are 
not, or how to assign a relative weight to each component. Neither does it make sense 
to combine indicators belonging to different approaches, although this has been the 
practice in the production of the hundreds of available quality of life indicators. 

Although one’s level of happiness or satisfaction with life is an encompassing 
assessment of the quality of life of individuals, this does not imply that public policies 
should be designed to produce maximum happiness or satisfaction. Since the reasons 
will be revealed in the chapters that follow, and summarized in the last chapter, suffice 
it to note here that happiness is an externally manipulable valuation, subject to incon-
sistencies and contradictions, and affected by biases that tend to favor the opinions that 
individuals have of themselves. 

Happiness or satisfaction with life reflects quite imprecisely—and sometimes 
inconsistently—the opinions that individuals have of the situations of their countries or 
their societies (individual assessment of results in regard to the situation of the country 
or society in the lower portion of Table 1.1). Also, these opinions fail to clearly reflect the 
variables with which the quality of the economic, social, and institutional environment 
of a country is measured. The same holds true for the opinions of individuals in regard 
to the different dimensions or domains of their lives or within their societies.

Perhaps for these reasons, governments and analysts have so far paid very little 
attention to individuals’ perceptions regarding their own quality of life or regarding 
the situations of their countries or societies. Although ultimately this study relates to 
public policies and their effectiveness, there are nonetheless valid reasons to investigate 
(in general and in each domain) how perceptions of the quality of life are formed and 
how they influence the decisions of individuals. First, this is an approach to quality of 
life that is valid in itself. Second, perceptions can influence the policies that are adopted 
in a democratic system, through the impact of voters on public decisions and on the 
control of government officials and public institutions. Third, perceptions can influence 
the effectiveness of policies so as to produce results, not only for the reasons already 
stated, but also because they can affect the expectations of individuals, their trust in in-
stitutions, and their attitudes of cooperation with state entities. Lastly, perceptions can 
provide information for the public debate on whether or not the policy objectives of the 
government correspond to the objectives of the people in their pursuit of well-being or 
to people’s perceptions of happiness.
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	 The Personality of Quality of Life Perceptions	 15

The Personality of Quality 
of Life Perceptions

Unrealistic optimism is a pervasive feature of 

human life; it characterizes most people in most social 

categories. —Richard H. Thaler and Cass R. Sunstein

Latin American and Caribbean public opinion on quality of life is a constant 
source of surprise. For example, it might be expected that Costa Rica would be the 
country in the region where the most people declared themselves satisfied with their 
lives, whereas Haiti would be the country where the lowest proportion of the popula-
tion would hold the same opinion. This is because, although the average level of earn-
ings among Costa Ricans is not the highest in the region, the vast majority have access 
to health care, education, and basic public services—a stark contrast to the situation in 
Haiti. If the same reasoning is applied to other cases, however, it is indeed surprising 
that Guatemalans declare themselves to be nearly as satisfied with their lives as Costa 
Ricans, or that Chile is one of the countries where more people express dissatisfaction 
with their lives.

Latin American and Caribbean perceptions of the quality of education and em-
ployment also turn out to be rather disturbing. Although all countries in the region 
have ranked very low in internationally recognized tests of academic achievement in 
which they have participated, two out of every three people in the region say they are 
satisfied with the schools to which their children have access. And although employ-
ment informality and the lack of employment stability are endemic phenomena in Latin 
America and the Caribbean (hereafter “Latin America”), it is one of the world’s regions 
where the highest share of the working population declare themselves to be satisfied 
with their work.

In light of these contradictions, it may seem reasonable for governments and 
analysts in the region to continue to concentrate almost exclusively on “objective” qual-
ity of life statistics such as the well-known Human Development Index (HDI), which 
combines income per capita, life expectancy, literacy levels, and schooling coverage, 
the indicators of unmet basic needs used in many countries, or the wider combination 
of indicators associated with the Millennium Development Goals (MDGs), which include 
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	 16	 Chapter 2

extreme poverty; gender equality; maternal health; prevalence of AIDS, malaria, and 
other illnesses; and various indicators of environmental sustainability. 

Even though objective indicators are irreplaceable, a knowledge of perceptions 
is crucial to the understanding of those aspects of quality of life that are impossible to 
measure via external observation but are central to the decision-making process and im-
plementation of public policy in democratic societies. If the majority of the population 
are satisfied with their economic situation and standard of living, how will they then be 
willing to accept the sacrifices and uncertainties that might be entailed, for example, by 
a free trade agreement that promises to generate higher levels of income and consump-
tion in the future? If parents consider the education system to be working well, how will 
they then apply pressure in order to raise teaching standards? If the majority of people 
are satisfied with their work, including those who are self-employed or working without 
social security or labor protection of any kind, what chance does government then have 
in its efforts to reduce employment informality?

Given that perceptions of the quality of life cannot be inferred via external ob-
servation, opinion polls provide an invaluable source of information. They are, however, 
a problematic source whose limitations and possibilities must be understood in order to 
separate the wheat from the chaff.

What Do Latin Americans Think about Their Quality of Life?

In recent years, surveys of quality of life perceptions have become more widespread. 
Since 2003, the European Foundation for the Improvement of Living and Working Con-
ditions has carried out various polls in 28 European countries (the 27 current EU member 
states, plus Turkey), with the aim of understanding not only the differences in lifestyles 
and standards of living in those countries, but also the differing aspirations and needs 
expressed by the diverse populations that make up the new, expanded European Union.1 

In Latin America, the Latinobarometer (managed by the Corporación Latinobarómetro, 
based in Chile) has, since the mid-1990s, researched various aspects of the quality of life 
in 17 Ibero-American countries in the region.

The most ambitious system of surveys on the quality of life is one recently es-
tablished on a worldwide level by the Gallup Organization. Since 2006, this entity has 
carried out an annual worldwide poll in more than 130 countries (the Gallup World Poll). 
It constitutes the most uniform and widely based source of quality of life perceptions 
currently available (see Box 2.1). The system is therefore the prime source of informa-
tion on quality of life perceptions used in this book, because it facilitates international 
comparisons. However, as the samples are representative only at a national level and 
the coverage of certain topics is limited, in the sectorial chapters of this book other 
multinational opinion polls are also used, such as the Latinobarometer and Vanderbilt 
University’s Latin American Public Opinion Project (LAPOP), as well as surveys carried 
out by national institutes of statistics in certain countries.

In order to analyze quality of life perceptions, a distinction must first be made 
between individuals’ perceptions of themselves and their personal living conditions on 

1 The results are analyzed in European Foundation for the Improvement of Living and Working Conditions 
(2004).
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	 The Personality of Quality of Life Perceptions	 17

one hand and, on the other, those same individuals’ perceptions of the city or country in 
which they live. Using this distinction, the principal Gallup questions on various aspects 
or “dimensions” of the quality of life analyzed in this study are shown in Table 2.1. These 
dimensions have been chosen according to their relevance for policymaking in Latin 
America, not because they are considered, a priori, to be more important than others 
for the quality of life from an individual’s point of view. As will be shown in Chapter 4, 
friendship, religion, or family relationships can be more important for many people than 
the dimensions included in the table, although it is doubtful whether these are areas in 
which the state could, or should, intervene.

The Highs and Lows in Quality of Life Perceptions

Newspapers often point out that one country or another in Latin America is the “happi-
est” or most optimistic in the world. This has given rise to the belief that Latin Americans 
tend to express more positive opinions than people in other regions. If the region as a 
whole is considered, however, there is no firm basis for this belief.

Box 2.1  The Gallup Worldwide Quality of Life Survey

In 2006, the Gallup Organization established a survey system that uses 
uniform methodologies to gather information about various aspects of the quality 
of life in more than 130 countries around the world. Twenty-two Latin American coun-
tries were included in the 2006 round, 20 in the 2007 round, and 22 in the 2008 round 
(still unavailable for consultation as this volume went to press).

In the majority of countries surveyed, a sample of 1,000 people is used, 
but in more populous countries such as China, the United States, and Brazil, larger 
samples are called for. The samples are representative of the entire population 
aged 15 or older. The polls are carried out by telephone in those countries in which 
more than 80 percent of the population has access to a landline telephone and 
by face-to-face interview in all the others. (All of the Latin American countries fall 
into the latter category.) The interviewees are selected at random among house-
hold members, in order to avoid the representativeness bias that often arises when 
only the first available household member is interviewed.

Interviews given in the home last approximately one hour and those car-
ried out by telephone last 30 minutes. The same basic questionnaire is used in all 
countries, although in some regions additional questions are included.

At the request of the IDB, additional questions were included in the 2007 
survey for the countries of Latin America concerning perceptions of and condi-
tions of access to health and education services, perceptions of the quality of 
employment, affiliation with a pension system, and perceptions about diverse as-
pects of urban life, including safety conditions.

Source: Gallup (2007).
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	 18	 Chapter 2

Judging by their own perceptions of the quality of life, people in the region are 
not far from the worldwide average in their perceptions of the different dimensions of 
their personal lives. Based on the 2006 and 2007 Gallup World Polls, on a scale of 0 to 
10, Latin Americans, on average, rate the quality of their own lives at 5.8, which is about 
the midpoint for all the world’s regions (see panel (a) of Figure 2.1). When people in 
the region are asked if they are satisfied with all that they can do and buy, 68 percent 
respond in the affirmative—a figure that might seem surprisingly high, bearing in mind 
that 35 percent of all Latin Americans are officially rated as poor. It is, however, close 
to the midway point between Sub-Saharan Africa (39 percent) and Western Europe (86 
percent) (see panel (b) of Figure 2.1). The vast majority of the region’s population de-
clare themselves to be satisfied with specific aspects of their lives: on average, nearly 
80 percent are content with their health, work, or housing. Although such high levels 
of satisfaction might suggest blind optimism, even in the poorest regions of the planet, 
the average level of satisfaction with these life dimensions is above 50 percent, and in 

Table 2.1  Questions on Satisfaction in Gallup World Poll
	 Self-perceptions and perceptions	 Perceptions of society  
Area 	 of immediate surroundings	 and other external circumstances

General	 “Please imagine a staircase with the  
	 steps numbered from zero to ten,  
	 where zero is the lowest step and ten  
	 the highest. Suppose that the highest  
	 step represents the best possible life for  
	 you and the lowest step represents the  
	 worst possible life for you. On what step  
	 of the staircase do you presently  
	 see yourself?” 

Standard of	 “Are you satisfied or dissatisfied with your 	 “Would you say that current economic 
living	 standard of living, that is, with all the 	 conditions in your country are good, 
	 things you can buy and do?” 	 or not?”

Health	 “Are you satisfied or dissatisfied with 	 “Do you have confidence in the  
	 your health?”	 medical and health system of your  
		  country?”

Education	 No questions in this area	 “In the city or area where you live, are  
		  you satisfied or dissatisfied with the  
		  education system and the schools?”

Work	 “Are you satisfied or dissatisfied with 	 “Are you satisfied or dissatisfied with  
	 your work or job?” 	 efforts to increase the number and  
		  quality of jobs in your country?”

Housing	 “Are you satisfied or dissatisfied with 	 “In the city or area where you live, are  
	 your housing or the place you 	 you satisfied or dissatisfied with the  
	 currently live?” 	 availability of good homes at  
		  affordable prices?”

Source: Gallup (2006, 2007) World Poll questionnaire.

“Imagine a staircase with the steps 
numbered from zero to ten, where 
zero is the lowest step and ten the 
highest. Suppose that the highest step 
represents the best possible situation 
for your country and the lowest step 
represents the worst possible situation 
for your country. Please tell me the 
number of the step where you believe 
your country is at this time.”
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d. Perceptions of Local Education System
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Figure 2.1  Graphical Summary of Quality of Life Perceptions
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Note: No information is available on confidence in the medi-
cal system in Venezuela.
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the richer regions it rises to around 90 percent (see panels (c), (d), (e), and (f) of Figure 
2.1).2 Latin Americans do not differ greatly from the rest of the world in the way that 
they rate various dimensions of life in their countries, as demonstrated by points on the 
same panels of the figure. 

In a region as diverse as Latin America, however, regional averages can be quite 
deceptive. Quality of life perceptions expressed by Venezuelans and Costa Ricans might 
come close to those expressed by North Americans and Europeans on various life dimen-
sions. Surprisingly, though, given its low level of economic and social development, Gua-
temala appears in the list of countries with the highest satisfaction levels with various 
life dimensions. Guatemalans are the most satisfied with their jobs and their housing 
and, after Costa Ricans, are the ones who are the most content with their standard of 
living and state of health.

At the other end of the spectrum, various Caribbean countries declare very low 
levels of satisfaction, similar to the averages obtained in the poorest regions of the 

Figure 2.1  Graphical Summary of Quality of Life Perceptions (continued)

Source: Authors' calculations based on Gallup (2006, 2007).
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f. Perceptions of Own Housing and of the
Housing Market 
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2 As will be shown in Chapter 3, it is not possible to affirm the existence of an optimistic bias for the region as a 
whole, when the influence exerted by income per capita on opinions on the quality of life in its diverse dimensions 
is isolated. The only exception is found in regard to satisfaction with employment, which turns out to be signifi-
cantly higher in statistical terms than might be expected, given the levels of per capita income in the countries 
of Latin America. 
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world. It is no surprise to find Haiti near the bottom, as it is the poorest country in the 
region. Trinidad and Tobago, however, the richest country of not just the Caribbean but 
the region as a whole, appears to express some of the lowest levels of satisfaction with 
some aspects of life (see panels (a)–(f) of Figure 2.1). These apparent anomalies arise 
because a country’s cultural traits wield great influence in regard to reported levels of 
satisfaction, as will be shown later.

Although country rankings may provide attractive newspaper headlines, the 
greatest wealth of information about quality of life perceptions is found elsewhere. 
A country ranking is merely the comparison of average values of a single variable, or 
of various variables reduced to a single dimension. Country rankings hide more than 
they reveal, given that, by considering a single variable, such rankings do not take into 
account the relationship between different dimensions of the phenomenon under in-
vestigation. In addition, because rankings average out the opinions of many individuals, 
they ignore the diversity of those opinions. Consequently, although country rankings 
might provide a good starting point, one must look further afield in order to explore 
the complexities of quality of life perceptions. First, it must be recognized that various 
behavioral traits can exert systematic influence upon opinions. Second, the variety of 
opinions existing within any group of individuals must always be taken into account.

Positive on Private Life, Negative on Public Life

In order to understand quality of life perceptions, one of the constants of human behav-
ior must be borne in mind at all times: the marked tendency always to be more critical 
of society than of one’s own situation. 

When individuals assess different dimensions of the quality of life, they tend 
to be more positive in regard to their own conditions than they are in regard to their 
country, city, or community. In some respects, the differences are marked: whereas 83 
percent of Latin Americans express satisfaction with their work, only 35 percent believe 
that governments are doing enough to “increase the number and quality of jobs avail-
able.”

The systematic differences registered in favor of one’s own circumstances are 
present as much in the more general aspects as in each of the more specific life dimen-
sions shown in the panels of Figure 2.1. This observation is suggested by the fact that 
the points in the figure representing respondents’ opinions on society are usually found 
inside the bars representing their opinions about themselves or about the conditions 
of their personal lives. This characteristic is not unique to Latin America: in all world 
regions, people in general hold a higher average opinion of their own personal situa-
tions than they do of the situations of others in all aspects of life. The differences are 
less noticeable in the more general aspects of the quality of life (panels (a) and (b) of the 
figure) than they are in more specific dimensions (panels (c)–(f)), but it is important to 
recognize that responses to questions about the condition of individuals are not strictly 
comparable to responses to questions about a country as a whole. 

As noted in the epigraph at the beginning of this chapter, unrealistic optimism 
is a pervasive feature of human life and characterizes most people in the majority of 
social categories. For this reason, 90 percent of drivers believe that their driving skills are 
above average, and nearly everyone thinks that his or her sense of humor is better than 
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everyone else’s. Optimism affects aspects of life that are essential to well-being. For ex-
ample, even though nearly half of marriages in the United States end in divorce, nearly 
all couples are certain that this will not happen to them, even if one of them has already 
experienced a divorce (Thaler and Sunstein, 2008). Although individuals judge their 
own situation more positively than that of society as a whole, this does not mean that 
the latter perceptions are more objective: both are influenced by cultural patterns. 

The Influence of Culture

Individuals from different cultures appraise their own lives and the conditions of their 
countries in different ways. The importance of cultural factors in the formation of 
perceptions has been recognized by diverse authors.3 The tendency to value personal 
satisfaction, for instance, is stronger in Western cultures than in Asian cultures. In the 
individualistic Western cultures, behavior is focused more upon the attainment of indi-
vidual goals and achieving recognition for the positive consequences of decisions made, 
whereas in Asian cultures, consideration of the group as a whole results in behavior 
geared more towards avoiding losses and negative consequences. These differences 
contribute to the fact that Westerners express more satisfaction with their lives than do 
members of Asian societies. Perceptions expressed by individuals about themselves and 
their personal circumstances are also influenced by the importance that the individu-
als’ culture places on happiness and personal satisfaction in relation to other values. In 
general, Latin American cultures assign more importance to these factors than do, for 
example, those of the countries of East Asia. 

Within Latin America, Costa Rica, Guatemala, and Mexico stand out as optimis-
tic cultures, with a tendency for individuals to express high levels of satisfaction in all 
aspects of their lives, whereas those who live in Chile, Paraguay, Peru, and Trinidad and 
Tobago are culturally more cautious in their judgments, as is demonstrated by statistical 
analysis of the Gallup World Polls (see Box 2.2). Measurements of cultural bias should 
always be treated with extreme caution, however, and cannot be considered either im-
mutable factors or traits that can be applied equally to all aspects of people’s lives or, 
obviously, to all individuals within a country. Nonetheless, given that the extent of cul-
tural bias seems to be appreciable, these measurements suggest that all comparisons 
of opinions between one country and another must take the influence of culture into 
account.

Mainly as a result of the influence of cultural traits, a direct comparison between 
perceptions and objective social and economic indicators can be deceptive. In some 
quality of life dimensions, the national averages of people’s opinions tend to reflect 
objective indicators quite well (see Table 2.2). Based on calculations for all countries in 
the world for which information is available, the correlation between general satisfac-
tion with life in a particular country and its GDP per capita rises to 81 percent. Yet in 
other cases the correlation is lower: for example, the correlation between the opinion 
expressed about the general situation in a country and its GDP per capita is 59 percent. 
In others, it is startlingly low: there is a correlation of only 22 percent between the opin-
ion about a country’s economic situation and its GDP per capita, and of only 13 percent 

3 For a comprehensive literature review, see Diener, Oishi, and Lucas (2003).
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Box 2.2  A Possible Measurement of Cultural Bias

Cultural bias is a recurring theme throughout this book. It might be 
expected that people’s quality of life is determined as much by social advances 
and  the objective problems experienced in each country as by the degree of con-
formity, tolerance, and optimism that characterizes each culture. If a high degree 
of this kind of cultural bias, which might be simplified under the general heading 
of “optimism,” is clearly present, it follows that people might declare themselves to 
be satisfied with various aspects of their lives (health, employment, and housing, 
among others) irrespective of their objective individual condition or the problems 
faced by their country. Based on this simple concept, it is possible to construct ways 
of measuring optimism using information in the Gallup World Poll. The methodology 
employed in the calculation of cultural bias is based on techniques set forth in work 
carried out by van Praag and Ferrer-i-Carbonell (2007), designed to isolate the ef-
fect of individual psychological traits. 

The measurement is the gap, for each individual in each country, between 
reported individual satisfaction and predicted satisfaction based on various ob-
jective characteristics of the individual and the country in which he or she lives. This 
measurement could yield drastically differing results, depending on the satisfac-
tion variable employed and according to the objective variables selected to form 
the prediction. The metric presented in the figure shown in this box is the synthesis 
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between perceptions of a country’s economic situation and its annual rate of economic 
growth. In some cases, an unexpected relationship is observed between objective in-
dicators and opinions: satisfaction with one’s personal standard of living is negatively 
correlated with economic growth in one’s country, constituting the “unhappy growth 
paradox” (discussed in Chapter 3). There are very low correlations when perceptions of 
personal health or national medical services are compared with life expectancy or rates 
of infant mortality, or when opinions on a country’s education system are compared 
with a country’s average years of schooling.

In certain dimensions of the situation of a country or its people, opinions are 
more a reflection of the country’s cultural leanings than of traditional objective indica-
tors. This is especially true in the case of collective dimensions. For example, as demon-
strated in Table 2.2, the opinions (on average, per country) that people around the world 
have about the economic situations of their countries can be explained to a greater 
degree by the measurement of cultural bias (59 percent) than by levels of income per 
capita or by the countries’ economic growth rates. In the same way, at least 60 percent 
of the differences between countries in confidence levels in the national medical sys-
tem, the education system, or government policy on job creation can be explained by 
cultural differences between countries, and very little by traditional objective indica-
tors. However, as will be shown from Chapter 5 onwards, this is also because these in-

of four different measurements, combining eight variables of personal satisfac-
tion, four objective individual variables, and ten objective national variables.a The 
indicator of optimism has been calculated for 70 countries.

Variances in cultural biases toward optimism among the Latin American 
countries are similar in pattern to those existing between the different world re-
gions. For example, Chile is nearly as pessimistic as the countries of Eastern Eu-
rope, whereas Paraguay, Peru, and Trinidad and Tobago are more pessimistic 
than the countries of Sub-Saharan Africa. At the other end of the spectrum, Costa 
Rica and Guatemala are among the countries with the highest optimism bias in 
the world.

These measurements should be considered with a high degree of caution. 
Their value resides solely in the fact that they demonstrate that cultural bias can 
be very pronounced and affect the perceptions that individuals have about them-
selves as much as the perceptions they have of society as a whole.

a The eight variables of personal satisfaction are satisfaction with the life that a person expects to 
lead in five years’ time; personal economic satisfaction; satisfaction with health; satisfaction with 
housing; expectations held for the state of the country as a whole in five years’ time; satisfaction 
with the national economic situation; confidence in the national medical system; and satisfac-
tion with the education system. The four objective individual variables are gender, age, residen-
tial zone, and marital status. Finally, the ten objective national variables are GDP per capita, 
economic growth, inflation, levels of democracy, life expectancy at birth, infant mortality, school 
enrollment levels, political stability, government effectiveness, and the rule of law.

(continued) 
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dicators do not fully capture the quality of services or the aspects of those services that 
people value most.

Consequently, when perceptions of quality of life are being compared across 
countries, it is crucial not only to recognize the importance of cultural bias, but also to 
bear in mind that the same bias has a greater influence on the ways in which people 
judge their societies than on how they assess their own personal lives.

The “Aspirations Paradox”: Poor People Express More Positive Opinions 
on Society

In addition to the importance of cultural differences between countries, the question 
must be asked whether there are also significant differences among diverse socioeco-
nomic groups. The answer is no, although the similarity of the perceived quality of life 
among different income groups does seem surprising, especially considering the enor-
mous inequalities in income between rich and poor people in Latin America.

Table 2.2  Correlation among Opinions, Objective Indicators, and Cultural Bias
		  		  Correlation with 
		 Correlation with objective indicators		  cultural bias

Satisfaction with own life	 Per capita GDP	 0.81	 0.29 
	 Human Development Index 	 0.79

Satisfaction with the situation	 Per capita GDP	 0.59	 0.44 
  in the country	 Human Development Index 	 0.60

Satisfaction with own standard	 Per capita GDP 	 0.65	 0.51 
  of living	 Annual economic growth rate	 –0.30

Satisfaction with the economic	 Per capita GDP	 0.22	 0.59 
  situation in the country	 Annual economic growth rate	 0.13

Satisfaction with own health	 Life expectancy	 0.21	 0.39 
	 Infant mortality rate	 –0.16

Confidence in medical system 	 Life expectancy	 0.29	 0.60 
	 Infant mortality rate	 -0.28

Satisfaction with local 	 Years of schooling	 0.38	 0.68 
  education system	 Scores on PISA test 	 0.42

Satisfaction with own work	 Unemployment rate	 –0.26	 0.36

Satisfaction with government	 Unemployment rate	 –0.44	 0.66 
  policy on job creation

Satisfaction with own housing	 Coverage of basic servicesa	 0.76	 0.41

Availability of affordably	 Home ownership rateb	 0.23	 0.51 
  priced good homes

Subjective Human 	 Human Development Index	 0.55	 0.63 
  Development Index–Individual

Subjective Human 	 Human Development Index	 0.41	 0.73 
  Development Index–Social

Source: Authors’ calculations based on Gallup (2006, 2007), World Bank (2007), and UNDP (2007). Countries are the 
unit of observation. Each correlation is calculated for all countries in the world for which information is available.
a Drinkable water, electricity, fixed telephone line (Gallup, 2006, 2007).
b Available only for Latin America and Sub-Saharan Africa.
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As might be expected, individuals belonging to higher socioeconomic groups 
express more favorable perceptions of all aspects of their personal living conditions. 
However, perception curves are noticeably flat for differences of income or consump-
tion. Based on the 2006 and 2007 Gallup World Polls, in Latin American countries, the 
quintile of highest income earners in each country receives an average of almost 57 
percent of the country’s total income, whereas the poorest quintile receives only 4 per-
cent. Differences in perceptions between these quintiles, however, are very slight: the 
highest quintile rates its level of life satisfaction at 6.5 (on a 0–10 scale), whereas the 
lowest quintile rates its life satisfaction at 5.0. Similarly, 79 percent of individuals in the 
quintile of highest income earners in the country express satisfaction with material liv-
ing standards, compared to 57 percent of those in the quintile of lowest income earn-
ers. The same can be said for each of the more specific dimensions of personal life (see 
panels (a)–(f) of Figure 2.2). This implies that the lowest-earning groups have a higher 
optimism bias than the higher-earning groups. As will be further discussed in Chapter 
3, although higher levels of income are associated with greater satisfaction in all im-
portant dimensions, the relationship between income and satisfaction is tempered by 
expectations and by the points of reference whereby individuals compare themselves to 
one another.

When it comes to perceived living conditions and government policy in each 
country in the region, the poor tend to hold a similar opinion to—or even a more pos-
itive opinion than—the rich, which would seem to constitute a truly disturbing “as-
pirations paradox.” For example, in Latin America, the lower quintiles express more 
confidence than the higher ones in both health services and government performance 
in implementing policies to create more and better employment. When more precise 
distinctions are drawn between the poor and the nonpoor, based on income and access 
to goods and services (according to criteria addressed in Chapter 3), the poor are found 
to have a more positive opinion of government policy aimed at combating poverty or 
creating employment than do the nonpoor.

The differences between the opinions of the poor and nonpoor with regard to 
such government policy are not insignificant, ranging from seven to ten percentage 
points (Gasparini et al., 2008). This variation could be attributed to the fact that govern-
ment policy really does favor the poor. Then again, it could also be due to differences 
in information, either because the opinion of poor people is influenced by the image 
that the government or ruling politicians wish to promote or because the nonpoor have 
better information on the limitations of social policy—or because the nonpoor are less 
in agreement than the poor about the design or orientation of policy. This divergence 
could also reflect different expectations of what governments can or should do. Un-
tangling all of these possible interpretations of the “aspirations paradox” is crucial in 
order to understand how opinions on government policy are formed and how they in-
fluence the process of public decision making. Chapter 3 will explore in detail the influ-
ence brought to bear upon opinion by so-called reference groups, whereby individuals 
compare themselves with each other. In the field of social policy, dissatisfaction among 
individuals increases as standards reached by the group to which the individuals belong 
rise. Complementary hypotheses will be examined in later chapters. C
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Figure 2.2  Comparing Perceptions on Public and Private Domains in Latin America
(averages by income quintile)

Source: Authors' calculations based on Gallup (2006, 2007). Respondents have been classified into income quintiles accord-
ing to per capita household income in each country (not in the region as a whole).
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	 28	 Chapter 2

The Divergence of Opinion 

Given that the differences of opinion between income groups are slight, the conclu-
sion could be drawn that the divergence of opinion between individuals is also small. 
Yet, nothing could be further from the truth. The source of the wealth of opinions on 
the quality of life is not to be found either in the differences between countries or the 
aforementioned income groups, but rather in differences between individuals. In the 
language of statistics, the variance of opinions within countries or income groups is 
substantially greater than the variance between (the averages of) countries or income 
groups. As the main part of this study is dedicated to the examination of these differ-
ences, only a brief outline of some general traits is given here to aid understanding of 
the dimensions of such variance. Subsequent chapters will deal with possible reasons for 
differences of opinion in diverse quality of life dimensions. 

The Divergence of Opinions on Society Is as Great as the Divergence of Opinions 
Held by Individuals about Their Own Lives

It is not surprising that individuals hold a wide range of opinions on various aspects of 
their personal lives. Living conditions can be influenced by a multitude of factors per-
taining to individuals, such as personality, abilities, or education, or factors external to 
them, but differentiated from each other, such as employment or housing conditions 
(consider the classification of variables in Table 1.1). Of all individual factors, personality 
traits perhaps exert the greatest influence over an individual’s opinions on his or her 
own life.4 

It is even more surprising that such a wide divergence of opinions exists among 
individuals with respect to society. If society is an object external to individuals and 
equally observable by all, it might be expected that opinions on it would show much 
less variance than people’s opinions about their personal lives. Nonetheless, as the 
information on the “General” domain in Table 2.3 shows (with calculations based on 
individual-level information for 130 countries), the divergence of individuals’ assess-
ments of their own lives is only slightly higher than the divergence of their assessments 
of the situation of their country as a whole. (The standard deviations of the assessments 
on a scale of 0 to 10, meaning the typical distance between any individual’s assess-
ment and the average assessment of all the individuals, are 2.22 and 2.07, respectively.) 
In more specific life dimensions, such as economic situation, health, employment, and 
housing, the divergence of opinions on society is greater than, or at least equal to, the 
divergence of opinions on private life, as shown in the information for these domains 
found in the first column of Table 2.3. (For these domains, the standard deviations are 
measured on a scale of 0 to 1, given that they are taken from the responses of individu-
als to the question of whether they are satisfied in each of the dimensions.)

4 Diener, Oishi, and Lucas (2003: 406–7) maintain that “demographic factors such as health, income, educational 
background, and marital status account for only a small amount of the variance in well-being measures.” Key 
facets of personality, such as “agreeableness and conscientiousness, correlate approximately 0.20 with subjective 
well-being.” Other psychological factors that seem to be closely related are “the way we approach our goals . . . 
and having a coherent sense of one’s personality and acting in accordance.”
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	 30	 Chapter 2

Divergence of Opinion Is More a Reflection of the Diversity of Individual Points of 
View within a Country Than of Variations between Different Countries

In spite of great differences found between the richest and poorest countries in the 
world across all life dimensions, divergence of opinion on life dimensions is much great-
er among the individuals of a given country than among countries of the world. This 
holds true as much in private life dimensions as in collective life dimensions.

Differences between countries (i.e., between the average values for countries 
discussed previously in this chapter) account for only approximately a third of all diver-
gence of opinion expressed by the world’s individuals in any given dimension of the 
quality of life, whether private or collective. For example, in a private dimension such as 
the level of satisfaction with one’s own life, only 37.7 percent of the variance is due to 
differences in average values between one country and another (see the second column 
of Table 2.3). The rest is made up of the differences among individuals within the same 
country. In a collective dimension such as the overall situation in one’s home country, 
practically the same percentage (36.8 percent) is attributable to differences between 
countries. In other aspects of quality of life, differences between countries account for 
even lower percentages of difference in opinion, as much in private as in collective di-
mensions. In regard to satisfaction expressed with personal health, only a fifth of the 
variance is due to differences between countries, and in satisfaction with national medi-
cal systems, only a quarter.5

Divergence of Opinion Is Very High within Latin American Countries

In all countries of the world, divergence of opinion among individuals is high, but among 
the countries of Latin America it is even higher. For example, in assessments (on a scale 
of 0 to 10) made by Latin Americans about their own lives or about their country’s situa-
tion, typical differences of more than two points are found within countries, more than 
in any other region of the world (see Figure 2.3). Contrary to what might be expected, 
though, this variance is not attributable to socioeconomic differences, as similar values 
are observed in each income quintile. 

The wide variance in Latin America is partly a reflection of the fact that the re-
gion’s countries occupy an intermediate position in the worldwide panorama. In the rich-
est and poorest countries of the world, for example, there is less divergence of opinion, 
because objective conditions are more uniformly good or bad for the majority of the 
population. Beyond objective conditions, if in a given country the vast majority of people 
feel satisfied or dissatisfied—for cultural reasons, for example—with a particular life di-
mension, the divergence of opinion in that country will be, by definition, less than that 
in a country where half of the people declare themselves satisfied and the other half 
do not. Panel (a) of Figure 2.4 represents this relationship in regard to satisfaction with 
the medical system. In Costa Rica and Uruguay, divergence of opinion on the medical 
system is as low as in European countries, given that the levels of satisfaction are similar. 

5 The breakdown shown in Table 2.3 refers to all countries in the world in which interviews for the Gallup World 
Poll were conducted. However, the breakdown is similar when applied to the countries of Latin America. For ex-
ample, 25.8 percent of the variance in responses concerning satisfaction with one’s own life and 18.0 percent of 
the variance regarding satisfaction with personal health is attributable to differences between countries.
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In contrast, maximum variance is 
observed in the group of countries 
including Brazil, Chile, and Peru, 
because half of the people in those 
countries express satisfaction with 
the national medical systems, while 
the other half do not.

In the region as a whole, a 
higher divergence of opinion ex-
ists with regard to collective as-
pects than to private aspects of 
life. This ties in with the fact that, 
as discussed above, respondents 
express relatively positive opin-
ions of private life dimensions and 
are more critical regarding public 
life dimensions (see panel (b) of 
Figure 2.4). 

These are rather mechani-
cal relationships between averages 

and variances, because they are based on questions that can be answered only “yes” or 
“no.” However, when variance is measured in questions offering more response options, 
it becomes clear that divergence of opinion among people in Latin America is greater 
than that in other regions of the world. Figure 2.5 (in which every point represents a 
country) presents the averages of and deviations in the answers to the Gallup question 
concerning satisfaction with one’s own life (on a scale of 0 to 10). As might be expected, 
in countries where average values of satisfaction are situated towards the middle of 
the scale, the divergence of opinion tends to be greater. The lower concave curve in 
the figure represents the relationship between the average and the deviation for all 
countries in the world. As can be observed, the relationship for Latin America (shown 
by the upper concave curve in the figure) is at a substantially higher level, representing 
a significant difference in statistical terms.

Consequently, in part because Latin America is largely made up of intermediate 
countries, and in part for other reasons, opinion on diverse dimensions of the quality 
of life diverges widely among individuals within countries in the region. Since this is ex-
pressed in regard to public as well as private life dimensions, it could be said that there 
is no such thing as a shared collective vision in the countries of the region. However, this 
variance is not attributable to socioeconomic differences, as similar results are obtained 
in all income quintiles.

Subjectivity Affects Opinions but Does Not Invalidate Them

The diversity of the opinions of individuals in Latin America on all aspects of life and 
society suggests that subjectivity has a bearing on these opinions. In effect, the combi-
nation of perceptions, on a personal level, of different quality of life dimensions can be 
explained to a degree of 28.5 percent by purely individual factors (after the influence 

Source: Authors' calculations based on Gallup (2006, 2007).  

1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4
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Satisfaction with Own Life and on the Situation in the 
Country

East Asia and Pacific

Western Europe

North America

Sub-Saharan Africa

South Asia

Eastern Europe and Central Asia

Middle East and North Africa

Latin America

Regional average of variances by 
country

Satisfation with own life Evaluation of the situation in the country

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	 32	 Chapter 2

exerted by all observable objective 
factors is taken into account).6 

It can also be said that an indi-
vidual’s opinion on the quality of life in 
his or her country might be “contami-
nated” by that individual’s assessment 
of his or her own particular standard of 
living. Consider, for instance, respon-
dents’ assessments of their own lives 
in general and of the general situation 
in their country, as shown in the first 
domain of Table 2.3. The correlation 
between the two assessments is not in-
significant (44.5 percent) and declines 
relatively little (to 33.6 percent) when 
adjusted by extracting the portion of 
the correlation due to differences in av-
erage values by country for both types 
of opinion.7 Similarly, if more specific 
life dimensions are examined, a certain 
degree of contamination from opinion 
on private matters to opinion on public 
matters is confirmed (between 10 per-
cent and 25 percent).

Among the numerous factors 
that influence perceptions are ideo-
logical differences, varying ways of 
interpreting questions, and differ-
ences in tastes and life objectives. All 
of these could well be associated with 
personality traits. Furthermore, re-
spondents might answer untruthfully 
for a wide variety of reasons, such as 
pride, status consciousness, or seeking 
public benefits.8 

Figure 2.4  Relationship between Average 
Satisfaction and Its Dispersion
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6 This statistic was obtained by calculating the discrepancy between observed satisfaction and predicted satisfac-
tion in 17 countries of the region, using six different variables of satisfaction. Predicted satisfaction was based on 
five objective individual variables. The six discrepancies were then combined using principal components analysis 
in order to obtain the share of the variance explaining the first principal component. Finally, this share was aver-
aged for all 17 countries in question. 
7 These calculations refer to the full sample of individuals and countries included in the Gallup World Polls. When 
limited to just Latin America, the results are very similar: the correlation between assessments made about one’s 
own life and about the general situation in the country is 33.7 percent, and is reduced to only 33.6 percent if the 
differences between countries are extracted.
8 In a study carried out on Mexico by Martinelli and Parker (forthcoming), it was observed that, in order to save 
face, people claim to have assets that they do not in fact have, but that are desirable and possessed by other 
people, such as water, sanitation, and concrete-built housing. However, in order to claim advantages such as 
subsidies intended for the poor, they may also claim not to have goods such as household appliances that they 
do, in fact, possess.
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Subjectivity is inherent in the 
more general perceptions of quality 
of life, but instead of being treated as 
a deficiency, it should be considered 
part of the wealth of this sort of in-
formation. The degree of satisfaction 
with their own lives that people ex-
press through opinion polls can help to 
identify the aspects of life that are of 
greater or lesser importance to them, 
as shown in Chapter 4. In the same 
way, when responses about satisfac-
tion with housing are compared to 
objective information about housing 
characteristics, it is possible to deduce 
the aspects of housing that are most 
important to respondents. Similarly, 
when individuals’ responses about sat-
isfaction with their neighborhood are 
compared with information about the 
state of the roads, the diversity of available services, or levels of public safety, the rela-
tive importance that individuals assign to each of these aspects of urban life can be 
established (see Chapter 8).

The majority of people in any given country might feel satisfied with their health, 
even though life expectancy is short, because they might not be aware of their own 
health limitations, or might compare their health to very modest models (see Chapter 
5). People’s opinions about the quality of the education system in their localities might 
not reflect traditional objective variables, such as school enrollment rates or the results 
achieved by students in internationally recognized academic examinations, because in 
their opinion as parents, the fact that their children are safe at school and are treated 
with respect might seem to be enough (see Chapter 6). The vast majority of Latin Ameri-
cans might feel content with their work, in spite of high levels of employment informal-
ity and low levels of affiliation with the social security system, because many people 
place more value on their independence and flexibility than on the potential benefits of 
a health insurance policy or a pension plan (see Chapter 7).

A Subjective Human Development Index

It might be argued that the Human Development Index is the objective quality of life 
yardstick that exerts the greatest influence on governments and organizations promot-
ing development around the world. In accordance with Sen’s (1987) conceptual ap-
proach, this index does not seek to measure results achieved by individuals, but rather 
the capacities at their disposal to fully develop their lives according to their own prefer-
ences and decisions. By employing simple indicators that are available for virtually all 
countries in the world, on income, health, and education, and an elemental weighting 
system, the HDI can be used to draw up a worldwide country ranking of the basic hu-

Figure 2.5  Satisfaction with Own Life: Relationship 
between Averages and Dispersion

Source: Authors' calculations based on Gallup (2006, 2007). 
Note: Each point represents a world country. Black points 
represent Latin American countries.
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man capital available in each country. How does this country ranking compare with the 
perceptions that individuals have of themselves and of their countries? What particular 
characteristics would a human development index have, if it were based not on objective 
data, but rather on perceptions?

In order to tackle these questions, Néri, Sacramento, and Carvalhaes (2008) pro-
pose the construction of a Subjective Human Development Index, the inspiration for 
the calculations presented in this section. Using econometric techniques, Néri and his 
team have developed an index combining diverse indicators of opinion. Here, a simpler 
method is adopted, allowing the creation of two subjective indicators of the HDI. The 
first of these indicators is the Subjective Human Development Index–Individual (SHDI-I), 
which synthesizes three measures of individual satisfaction in the same three dimensions 
that make up the original HDI (income, health, and education), using the same weighting 
system as the original HDI. The second indicator is the Subjective Human Development 
Index–Social (SHDI-S), which is differentiated from the SHDI-I by the use of measure-
ments of satisfaction in the same three dimensions, but referring to the state of the 
country or society, rather than to individuals.9

Under the original HDI’s methodology, a country would obtain a perfect score (i.e., 
a value of 1) if it fulfilled four prerequisites: an income per capita of at least US$40,000 
(at purchasing power parity), an absence of adult illiteracy, full access to all three levels 
of the education system, and a life expectancy of 85 years. In the case of the SHDI-I, a 
country would obtain the maximum score if all persons in that country were satisfied 
with the things they could do or buy, satisfied with the education system in their town 
or city of residence,10 and happy with their own state of health. In practice, no country 
attains a perfect score, either on the original HDI or on the proposed subjective index. 
The indices do, however, measure the discrepancy between the actual and the perfect 
score, and thereby permit comparisons both between different countries and between 
the different versions of the HDI. 

Figure 2.6 shows country scores on the two versions of the SHDI: the individu-
al version is represented in bars and the social version as points. Three Latin American 
countries (Costa Rica, Guatemala, and Venezuela) reach levels of subjective human de-
velopment similar to those found on average in North America or Western Europe. The 
lowest positions in the region are occupied by Haiti and Peru, followed by Chile, Trinidad 
and Tobago, and Argentina. The position of several of these countries in regard to their 
scores on the SHDI-I contrasts with the position attained based on their scores on the 
traditional HDI, which is shown on the right. In spite of these discrepancies, the correla-
tion between the HDI and the SHDI-I for all countries is 55 percent, and that between 
the HDI and SHDI-S is 41 percent. Consequently, the subjective versions of the HDI do not 
exactly reflect the original HDI based on objective indicators, although they are not far 
off the mark.

Given the information provided by the subjective indices, it is possible to deter-
mine whether a crossover exists between a country’s objective achievements and the 

9 The questions considered in each case are to be found in Table 2.1. It should be pointed out that the question 
concerning satisfaction with education is the same for both indicators, given that there is no specific Gallup ques-
tion for determining whether a person is satisfied with his or her own level of education.
10 It should be remembered that owing to a lack of information, opinion expressed on education refers to its col-
lective aspect and not its individual aspect.
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perceptions people have regard-
ing their own conditions. Using the 
statistical tool of cluster analysis, 
the 117 countries for which infor-
mation is available can be sorted 
into seven different groups.11 
Panel (a) of Table 2.4 summarizes 
the objective HDI averages and 
the subjective HDI averages for 
the individual version for each of 
the seven groups and indicates to 
which group each Latin American 
country belongs. The majority of 
countries in the region are in the 
two groups in which a crossover 
exists between objective and sub-
jective human development. The 
most interesting groups are those 
in which perceptions lag behind 
reality, which happens in the case 
of Argentina, Chile, Peru, and Trin-
idad and Tobago, countries where 
perceptions are very negative in 
the face of very real achievements 
in human development.

Similarly, panel (b) of Table 
2.4 presents the results of the clus-
ter analysis applied to the social version of the SHDI. All countries analyzed in Latin 
America belong to groups in which perceived human development is not equal to objec-
tive human development, which would seem to suggest a negative cultural bias in how 
collective aspects of human development are assessed. This discrepancy is particularly 
pronounced in two groups: the group in which Chile appears, alongside Trinidad and 
Tobago, and the group including Guatemala, Paraguay, and Peru. 

As this analysis suggests, the subjective versions of the HDI do not reflect the ob-
jective HDI with any great precision, mainly because the former are heavily influenced 
by each country’s cultural differences. In effect, the correlation between the aforemen-
tioned indicator of cultural bias and the individual version of the SHDI is 63 percent. The 
correlation with the social version of the SHDI is even higher (73 percent), which would 
seem to confirm that cultural leanings exert greater influence on opinions expressed 
about society than on opinions expressed about aspects of private life. Cultural bias 
explains 16 percent of the differences between the objective HDI and the SHDI-I, and 
accounts for 17 percent of the differences between the objective HDI and the social ver-
sion of the SHDI.

11 The total number of groups results from statistical analysis and is not determined a priori. 

Source: Authors' calculations based on Gallup (2006, 2007) and UNDP 
(2007).
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As is often the case with perceptions, those that refer to individual dimensions 
tend to be more positive than those concerning society in general. In effect, the points 
representing the SHDI-S in Figure 2.6 are always situated within the bars that represent 
the SHDI-I.

Given that the SHDI is based on individual perceptions, it is possible to calcu-
late the indices for different segments 
of the population. Figure 2.7 graphs 
average scores for Latin America on 
the two versions of the SHDI accord-
ing to the income quintiles of individu-
als within a given country. The curve 
representing the individual version of 
the SHDI has the expected gradient, 
but it is noticeably flat for underlying 
income inequalities. For the social ver-
sion of the SHDI, the gradient is nega-
tive, which confirms the “aspirations 
paradox,” wherein poor people express 
more positive opinions on society as a 
whole than do rich people in the same 
country.

The SHDI further allows for the 
identification of the source of variance, 
given that it can be calculated for each 
individual according to his or her opin-
ions. Returning to Table 2.3, the last 
two rows indicate that only a third of 
the divergence of opinions shown in the 
SHDI can be attributed to differences 
of opinion between countries, whereas 
most of the divergence of opinion de-
rives from differences within the coun-
tries themselves. Table 2.2 demonstrates 
that divergence of opinion within the 
social version of the SHDI (73 percent) 
is higher than in the individual version 
(63 percent). Finally, Figure 2.8 shows 
that divergence of opinion within Latin 
America is rather high (consistent with 
the fact that many countries in the re-
gion occupy an intermediate position in 
the SHDI). In this way, the SHDI permits 
verification of all traits characterizing 
the formation of opinions on the qual-
ity of life, as summarized in the chapter 
conclusion, which follows. 

Figure 2.7  Subjective Human Development 
Index by Income Quintile, Latin America

Source: Authors' calculations based on Gallup (2006, 2007) and 
UNDP (2007). Respondents have been classified into income 
quintiles according to household per capita income in each 
country (not in the region as a whole).  
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Conclusion: The Personality Traits of Perception 

This chapter has introduced the main actor in the rest of the book: public opinion, which 
turns out to be a surprising and truly versatile character. 

Opinion is not merely a reflection of the objective reality that traditional eco-
nomic and social indicators attempt to measure, although it is never divorced from these 
indicators. Opinion is greatly influenced by different cultures within different countries. 
Opinion is relatively positive in regard to private dimensions of life, and clearly more so 
than in regard to public dimensions. Contrary to what might be expected, in collective 
dimensions the opinions of the poor are generally more positive than the opinions ex-
pressed by the rich, giving rise to the so-called aspirations paradox discussed above.

Opinion, moreover, is not just a single character—it is numerous and diverse 
characters rolled into one. Although countries represent an important source of diver-
sity, far greater variance flows from the diversity of individuals within a given country. 
One of the many intriguing traits of opinion is that divergence of opinion on collective 
life turns out to be at least equal to divergence of opinion about private life; in many 
cases it is even greater. While divergence of opinion within Latin American countries is 
greater than that found in other regions of the world, this diversity is not due, directly 
at least, to the stark economic inequalities found in those countries, but rather to other, 
more personal factors that will be identified in the rest of this volume. Now that the 
character traits of this new actor have been revealed, it is time to show how this actor 
relates with other, better-known characters, such as income.
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The Conflictive Relationship 
between Income and Satisfaction

Men do not desire merely to be rich,

but to be richer than other men.—John Stuart Mill 

Income is the most-revered variable in economics. At the aggregate level, the 
total income generated in a given country is a measure of the size of its economy. Per 
capita income reflects the conditions of productivity and the purchasing power of the 
population, and the growth rate of this variable is the yardstick by which the mate-
rial progress of a country is most commonly measured. On an individual level, personal 
disposable income represents the various options open to individuals in order for them 
to achieve maximum satisfaction with life. In accordance with conventional economic 
theory, each increase in income gives rise to more satisfaction, albeit in ever-decreasing 
quantities as needs become increasingly satiated.

However, when these theoretical predictions are matched against the opinions 
of people all around the world, it becomes apparent that the relationship between in-
come and satisfaction is more complex and less harmonious. It is true that satisfaction in 
nearly all dimensions tends towards a higher average in those countries enjoying higher 
levels of per capita income. This chapter, however, will demonstrate the existence of an 
“unhappy growth paradox”: economic growth, instead of elevating, actually reduces 
the satisfaction experienced in various aspects of people’s lives, especially in countries 
that have already reached a certain standard of income and consumption. 

In a similar way, although higher earnings on an individual level tend to be re-
flected by higher levels of satisfaction, an increase in income for the social group to 
which an individual belongs produces the opposite effect, especially within the ma-
terial dimensions of well-being. In this way, changes in expectations and aspirations 
can counteract the gains in satisfaction produced by increased income. This “aspiration  
treadmill” can lead to the paradoxical situation in which some of the most economically 
successful groups, with the highest aspirations, might have lower levels of satisfaction 
than economically and socially marginalized groups with lower aspirations.

Individual well-being does not depend exclusively on the consumption of private 
goods. Access to public goods and services and subjective models of evaluating one’s 
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own situation also affect well-being. Consequently, the distinction between those who 
are poor and those who are not can be made by combining these three dimensions 
of well-being in different ways. In Latin America and the Caribbean (hereafter “Latin 
America”), many individuals who are classified as poor according to objective indicators 
of private consumption and restricted access to certain public services do not consider 
themselves to be poor. Distinctions between poor and nonpoor according to objective 
and subjective criteria are relevant, because the relationship between income and satis-
faction differs in each case.

The complex relationship between income and satisfaction poses multiple politi-
cal conflicts. Is economic growth desirable, bearing in mind that it may decrease—at 
least temporarily—satisfaction and increase subjective poverty? Conversely, is it justifi-
able to maintain the ignorance of those who lack social aspirations in order to avoid a 
subsequent drop in satisfaction? Should efforts to improve the quality of life be con-
centrated on those considered poor according to objective criteria or upon those who 
consider themselves poor from their own subjective viewpoint? Given that political de-
cisions in a democratic system are reached as a result of negotiations between groups 
with different visions and interests, the answers to these questions can result only from 
public debate on the conflictive relationship between income and satisfaction.

Satisfaction, Income, and Growth at the Aggregate Level

Tremendous efforts are made by governments to track the gross domestic product 
(GDP), the best-known measure of productive activity and of the size of an economy. 
Although GDP per capita is usually considered a good indicator of a society’s standard of 
living, it was not initially conceived with this end in mind. GDP does not take into account 
a number of activities that generate well-being, such as leisure, whereas it does include 
others that might indeed even give rise to problems, such as narcotics production or the 
depletion of nonrenewable natural resources (see Box 3.1). In spite of these deficiencies, 
GDP does measure (after some accounting adjustments that need not be specified in this 
chapter)1 the total income that people receive—and  therefore has a bearing on satisfac-
tion, because an individual’s potential to consume is limited by income.

In the last few decades, the principal objective of economic policy in Latin Amer-
ica has been to accelerate the growth of GDP. After the “lost decade” of the 1980s, 
governments in the region embraced, to a greater or lesser extent, the tenets of the 
Washington Consensus, which promised to raise growth rates in a sustainable man-
ner through a combination of policies aimed at ensuring macroeconomic stability while 
freeing up markets to augment efficiency. Since then, growth has indeed improved, but 
the gains have been modest in comparison with those experienced in other regions of 
the developing world, especially Southeast Asia. In the present decade, per capita in-
come in the region has grown somewhat more quickly than that in the developed world, 
but it is still a long way from recovering from the gap accumulated in previous decades. 
Whereas in the 1970s and 1980s per capita income in Latin American countries was equal 

1 Personal disposable income is obtained by deducting from GDP the costs of capital depreciation, earnings with-
held by companies, government income from its own properties and enterprises, net transfers of income from 
families to the government, and net transfers of income to the rest of the world.
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Box 3.1  Is GDP an Indicator of Well-Being?

The idea of creating an accounting system dealing with national income 
and production arose as a result of the Great Depression of the 1930s, as a way 
to monitor the productive activity level. The idea was first put into practice in the 
United States in 1942, to monitor potential wartime production levels.

From its inception, GDP was thought of as a measure of productive activity 
or, more accurately, of the market value of the production of goods and services. 
Goods such as leisure or services carried out by people in their own homes are 
not included in GDP, although they contribute to well-being. On the other hand, 
all production arising from the marketplace, such as manufacturing of arms and 
production of narcotics, is included regardless of whether it increases well-being.

As GDP takes into account only production and income flows, but not vari-
ations in reserves and stocks, oil production is included, whereas a reduction in oil 
reserves is not. Additional forms of depletion of natural or other resources are also 
ignored. Therefore, a country suffering a natural catastrophe might even see an 
increase in its GDP due to reconstruction activities, in spite of deaths and loss of 
capital resulting from the catastrophe.

These shortcomings hamper comparison of GDP between countries that 
conserve natural resources and those that deplete them, or between countries 
obliged to dedicate a substantial part of their resources towards combating crime 
and those enjoying relative security. There are also difficulties in establishing in-
ternational comparisons because of differences between currencies and relative 
prices, although such difficulties can be overcome by valuing goods and services 
at a common price (that is, in U.S. dollars, based on purchasing power parity).

In view of these limitations, various proposals have been introduced to 
adjust the way that GDP is calculated. James Tobin (Nobel Prize for Economics in 
1981) and William Nordhaus suggested in the 1970s that the value of household 
and leisure services should be included in GDP, while certain “evils,” such as pol-
lution, should be discounted, as well as other activities, such as police services, 
which are aimed at correcting social problems rather than generating goods. 
Similarly inspired, other measurements have also emerged, such as the Genuine 
Progress Indicator (GPI), calculated by Redefining Progress, a private organization 
in the United States, and the Measure of Domestic Progress (MDP), produced by 
the New Economics Foundation in the United Kingdom. In both cases, the tradi-
tional aggregates are tempered by the value of environmental and social costs.

The United Nations, which since the 1950s has set international standards 
for GDP calculation, has expanded the original national accounting system with 
the aim of measuring various forms of capital stocks and their variations. Although 
these modifications provide an enhanced description of a country’s economic 
system, they do not provide a good indicator of well-being. The quality of health 
care and education in a country, the general conditions of personal safety, and 
political stability are important dimensions of quality of life in that country that 
cannot be fully captured by national accounting alone. C
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to 33 percent of income in developed 
countries, today it represents barely 25 
percent (see panel (b) of Figure 3.1). 

It is important to remember, 
however, that Latin America is a high-
ly heterogeneous region in regard to 
both economic growth and per capita 
income. During the current decade, the 
richest country in the region, Trinidad 
and Tobago, has also experienced the 
highest growth, with rates comparable 
to those of India or China. Trinidad and 
Tobago is followed in income by Chile, 
whose recent performance, although 
not matching that of previous decades, 
is still respectable given the standards 
of the region. In contrast, Mexico 
ranks high in terms of income but has 
achieved only a modest growth rate. 
It is further troubling to note that the 
countries achieving the lowest growth 
rates are also among the poorest in the 
region, such as Haiti, Guatemala, and 
Paraguay, where income per capita is 
comparable to average incomes in the 
poorest regions of the world (see Fig-
ure 3.2).

If all the world’s countries were 
classified into two groups according 
to levels of per capita income, then 
the majority of Latin American coun-
tries would belong in the high-income 
category. The only exceptions would 
be (in descending order of income) 
Guatemala, Paraguay, Bolivia, Guy-
ana, Honduras, Nicaragua, and Haiti. 
But if the world were divided into two 
groups based on the rate of growth of 
per capita income during the period 

2001–2006, then the majority of the region’s countries would belong to the group of 
countries experiencing slow growth. Only the following countries (in descending or-
der) would appear in the group achieving rapid growth—Trinidad and Tobago, Ecuador, 
Peru, Chile, Panama, the Dominican Republic, and Costa Rica—and even some of those 
countries would be only temporary members of that group.  

Figure 3.1  Comparisons of GDP per Capita by 
Region and Decade, 1981–2006

a. Average annual real GDP per capita growth
(percent)
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Source: Authors' calculations based on World Bank (2007).
Note: In panel (a), data for Eastern Europe and Central Asia are 
unavailable for the decade 1981–1990.
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Satisfaction and Per Capita 
Income

In line with the principles of eco-
nomic theory, the satisfaction ex-
pressed by individuals with various 
aspects of their lives and with their 
societies is higher in countries en-
joying higher levels of per capita 
income. Figure 3.3, based on data 
from the 2006 and 2007 Gallup 
World Polls and World Bank (2007), 
shows that the link between gen-
eral satisfaction with life and per 
capita income is strong. Statistical 
analysis confirms that the relation-
ship with income is significant in 
all dimensions of personal satisfac-
tion, and in several of the collective 
dimensions considered in Chapter 2 
(see Table 3.1). 

Owing to the logarithmic 
method used in calculating per 
capita income, the results imply 
that increased income does con-
tribute to the enhancement of 
various aspects of satisfaction, but 
with diminishing returns. In order 
to increase average life satisfac-
tion by one point on a 0–10 scale, 
in a country with an annual per 
capita income of US$2,000—the 
average annual income of Latin 
American countries—per capita in-
come would need to be increased 
to US$7,500. To obtain the same in-
crease of one point in life satisfac-
tion in a developed country with 
a per capita income of US$10,000, 
a per capita income of US$36,000 
would have to be achieved. Simi-
larly, an increment from US$2,000 
to US$5,000 would be needed to 
increase by 10 percent the propor-
tion of the population declaring it-
self satisfied with its material living 
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Figure 3.2  Comparisons of GDP per Capita, World 
Regions and Latin American Countries, 2001–2006

a. Average annual real GDP per capita growth
(Percent)
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Source: Authors' calculations based on World Bank (2007).
Note: Dotted lines represent median value of growth per capita: in 
panel (a), median world economic growth between 2001 and 2006 for 
122 countries (2.65 percent); in panel (b), median per capita GDP for 
2001–2006 for 122 countries (US$5,089 in constant 2005 dollars at 
purchasing power parity). C
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standards in an average Latin American 
country, whereas in a developed coun-
try, an increase of per capita income 
from US$10,000 to US$25,000 would 
be necessary. 

It should be noted that the co-
efficients on the variables of personal 
satisfaction in the table, except for 
those pertaining to the area of health, 
are higher than those on the variables 
that pertain to an individual’s city or 
country of residence.2 This implies that 
when opinions about different aspects 
of human life are compared, greater 
differences between rich and poor 
countries are found than when a com-
parison is made between rich and poor 
country opinions on society in general. 
This coincides with one of the constants 
of perception formation mentioned in 
Chapter 2.

Previous studies, carried out for a smaller number of countries than in the Gallup 
World Polls, on which these findings are based, have concluded that beyond a certain 
threshold, increased levels of per capita income do not translate into improved well-
being (Diener and Diener, 1995). This conclusion can no longer be sustained, however, 
in light of the information provided in this chapter.3 When the worldwide sample of 
countries is divided in two according to the level of per capita income, life satisfaction 
levels are observed to be slightly more sensitive to income level in those countries enjoy-
ing above-average income, even though the difference is not statistically significant. If, 
however, instead of satisfaction with life in general, opinions on the state of a country or 
its economic situation are canvassed, then this sensitivity is appreciably greater in those 
countries with an above-average level of income. In some specific dimensions of satisfac-
tion with individual life aspects, such as work or housing, a lesser sensitivity is observed 
with respect to income in the countries in the above-average group, but in any case, sig-
nificant and positive coefficients are obtained that are incompatible with the threshold 
hypothesis. 

Consequently, at the aggregate level, the grounds for conventional economic 
theory regarding the relationship between per capita income and the diverse dimensions 
of satisfaction are confirmed.

Figure 3.3  Higher Income, More Satisfaction: 
Relationship between GDP per Capita and 
Satisfaction with Life

3

5

4

6

Source: Authors’ calculations based on Gallup (2006, 2007) 
and World Bank (2007). 
Note: Values for satisfaction with life are medians of the vari-
able in 2006 and 2007. This figure is based on data from 122 
countries.
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	 48	 Chapter 3

The “Unhappy Growth Paradox”

In the relationship between income and satisfaction, however, not only the level but 
also the growth rate of per capita income intervenes. According to the simplest conven-
tional economic theory, all things being equal, growth should not be expected to exert 
any additional influence on satisfaction levels, over and above that already exerted by 
commensurate increased income. The empirical results presented in the second column 
of Table 3.1 call this theoretical simplification into question, as various dimensions of 
satisfaction deteriorate in the face of economic growth. Similarly, Figure 3.4 suggests 
that general satisfaction with life and economic growth are inversely related.4

For each additional point in the average annual growth of per capita income 
during the five years preceding the 2006 Gallup World Poll, on a scale of 0 to 10, satisfac-
tion with life in general drops on average 0.07 points. The percentage of the population 
that is satisfied with its living standards declines by 1.8 points, and the percentage of 
people who say they are happy with their state of health falls by 1.6 points. There are 
also negative coefficients in other dimensions of the perception of the quality of per-
sonal or community life, although they are statistically less significant.5

Although the “unhappy growth paradox” implies that the relationship between 
income and satisfaction is somewhat more complex than basic economic theory sug-
gests, it does not entirely contradict the theory. One possible explanation for this is that 
satisfaction depends not only on income (to the extent that income limits purchasing 
power), but also on consumer expectations. The fact that growth is linked more strongly 
and negatively with perceptions of individual quality of life than with perceptions of a 
country’s standard of living suggests that growth increases expectations and extends 
the parameters within which individuals assess their own situations. It is to be expected 
that if expectations and aspirations move in this direction, they will do so with more 
potency in societies in which the majority of the population has already surpassed those 
levels of consumption necessary to cover their basic needs and where spending power 
provides wider options for consumption and emulation.6

This is exactly what can be observed if a comparison is made between the coeffi-
cients of the growth variable of those countries that are above and those that are below 
the median level of per capita income. In the relatively richer countries, among which 
the majority of Latin American countries are numbered, growth is clearly and nega-
tively associated with all personal aspects of life quality and even with some community 
aspects, such as the state of the nation or confidence in the health service. Among 
relatively poorer countries, however, growth is clearly and negatively associated only 

4 The conclusions are practically identical whether the effect on satisfaction of income per capita is controlled 
for or not, given that the correlation between economic growth and per capita income is practically nonexistent 
(more precisely, 0.05 for the growth in income per capita during the period 2001–2006 and the level of income 
per capita in 2006).
5 These results are not greatly affected if, instead of growth in the period 2001–2006, a longer (1996–2006) or 
shorter (2005–2006) period is considered. Given that the Gallup World Poll dates back only to 2006, it is still impos-
sible to tell which time length is the most adequate reference period.
6 Alternatively, growth could generate dissatisfaction by demanding changes in working practices or in people’s 
lifestyles, which could have a detrimental effect on their forms of economic organization and cultural traditions. 
This kind of dissatisfaction should be strongest among poorer societies to the extent that they become integrated 
into the market economy. This hypothesis, however, does not coincide with the results that are shown below. At 
the end of this section, alternative explanations are offered.
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with one personal life dimension, that 
of health. This link might be explained 
by changes in the standards by which 
individuals judge their own state of 
health or by a genuine deterioration 
in health associated with economic 
growth, due to the effects of pollu-
tion, stress, or obesity.7

If the negative effect of eco-
nomic growth upon satisfaction is 
due to increased expectations, the 
“unhappy growth paradox” should 
be observable when growth rates are 
high, but not when they are low or 
negative. If an economy enters into 
recession, there is no reason to sup-
pose that consumers are going to feel 
better, because they are not going to 
give up their expectations of material 
improvement. Calculations based on 
the 2006 and 2007 Gallup World Polls 

show that, indeed, if the sample is divided into two groups of countries with an average 
per capita income growth rate above and below the world median, then this inverse 
association between satisfaction and growth is maintained only in those countries with 
above-median income growth rates (seven of which are Latin American countries, as 
mentioned above). In these countries, the higher the growth rate, the lower the number 
of people who express satisfaction with their lives, with the things that they can do or 
buy, or with their state of health (Table 3.2). General confidence in the country’s health 
system and in the government’s housing policy is also significantly reduced. On the 
other hand, among countries with an average per capita growth rate below the world 
median, those with higher growth rates declare higher levels of satisfaction in all as-
pects of life, both public and private. These higher levels are significant (in the statistical 
sense) in regard to opinions expressed by people on the state of the nation, their own 
state of health, and the effectiveness of government policy in the creation of jobs.  

In sum, although satisfaction and the level of income demonstrate the relation-
ship supposed by basic economic theory, economic growth seems to have a negative ef-
fect on various dimensions of individuals’ satisfaction with themselves and their person-
al conditions (and sometimes even their satisfaction with community conditions). The 
explanation behind the “unhappy growth paradox” is seemingly found in the increased 
expectations and aspirations generated by economic growth, especially in countries 
with relatively high income levels and countries experiencing high growth rates. This 
hypothesis will be examined later, at which point, instead of trying to explain the differ-

Figure 3.4  The Unhappy Growth Paradox: 
Relationship between GDP per Capita Growth 
and Satisfaction with Life

3

5

4

6

Source: Authors’ calculations based on Gallup (2006, 2007) 
and World Bank (2007).
Note: Values of satisfaction with life are medians of the vari-
able in 2006 and 2007. This figure is based on data from 120 
countries.
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7 In a study of causes of death in the United States, Ruhm (2000) found a procyclical pattern in mortality rates, in 
8 out of 10 cases analyzed, in the incidences of tobacco consumption and of obesity. He also found that when the 
economy improves, physical activity drops and less-healthy foods are consumed.
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ences between countries, emphasis will be placed on accounting for differences within 
countries, and it will be demonstrated that an individual’s satisfaction depends not only 
on his or her income, but also on the income levels of others. It should be pointed out, 
however, that the hypothesis of expectations does not rule out the existence of other 
factors that might contribute to an explanation of the negative effects of growth upon 
some aspects of satisfaction, which will be discussed later herein.

Figure 3.5 illustrates how sat-
isfaction levels in various countries 
are influenced by income levels and 
growth rates according to the previ-
ous discussion. Each curve in the figure 
represents a level of “isosatisfaction” 
that might be achieved using different 
combinations of per capita income and 
economic growth. There are equal dif-
ferences between the selected coun-
tries in average satisfaction levels (ap-
proximately 0.6 points between each 
country and the one it follows), but 
the curves tend to move further away 
from each other, because  greater and 
greater increases in income are need-
ed to keep increasing satisfaction. The 
populations of Kenya and Honduras 
report relatively low average levels of 
life satisfaction (4.4 and 5.1, respec-
tively, on a scale of 0 to 10) and are 
furthermore insensitive to changes in 
the economic growth rate. The countries found on the right of the figure, Chile, the 
Czech Republic, and Finland, display higher satisfaction levels, but they are more sensi-
tive to changes in growth when it exceeds a certain critical level (Gm). 

When a country finds itself with a low level of income per capita, any growth 
rate can result in increased satisfaction levels (that is, moving gradually towards higher 
positions of satisfaction). However, after a certain income level has been reached (Ym), 
acceleration in growth above the critical point (Gm) will lead initially to a reduction in 
satisfaction. For example, an increased rate of per capita income growth for Chile from 
3 percent to 5 percent would take the country from point A to point B in the figure. A 
period of time would ensue in which satisfaction would be lower than it was before the 
acceleration in growth had taken place. Only after income had reached the level cor-
responding to point C would Chile regain its initial level of satisfaction. From then on, 
satisfaction levels would be higher as production levels per inhabitant keep on grow-
ing. This simple conceptual framework coincides with popular opinion on the effects 
of structural reforms in accelerating growth. Initially the reforms, although they stimu-
late economic growth, provoke feelings of unease that, in this conceptual framework, 
are caused by expectations as well as the possible costs faced by individuals forced to 
change their employment or adapt to new conditions of production designed to in-

Figure 3.5  Relationship among Economic 
Growth, GDP, and Satisfaction with Life
(isosatisfaction curves)
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crease efficiency.8 By their very nature, some structural reforms, such as opening up to 
international trade, generate a redistribution of income between labor and capital and 
also between different forms of labor, which has repercussions for satisfaction levels. 
(As a result of aversion to losing money, well-being subsequently declines more for in-
dividuals who lose income than it increases for those who gain income.)9 If the reforms 
are reversed, the country may return to its initial position and thus avoid loss of satisfac-
tion, but it will thereby sacrifice the possibility of achieving a faster increase in future 
satisfaction rates following the initial period of loss. 

Hedonism, Jealousy, or Solidarity?

The relationship between levels of per capita income and the various dimensions of 
satisfaction holds true not only when separate countries, but also individuals within 
a country, are compared. This clearly requires the use of information about individu-
al income levels that is not always accurately reported in opinion polls. In the Gallup 
World Polls, those interviewed are asked only to indicate their own and their family’s 
income brackets, which generally range widely (and are not always easy to compare 
across countries). However, the income medians for Latin American countries that can 
be deduced using this information10 hold up very well in comparison to figures obtained 
from more reliable sources, such as the household surveys carried out by national statis-
tics institutions. There are other differences in the distributions of income between one 
source and another: distributions resulting from the Gallup World Polls can undervalue 
the income shares of the highest and lowest quintiles in the majority of Latin American 
countries (Gasparini et al., 2008). 

Because individual income levels are not precisely measured in the Gallup World 
Polls, it is difficult to know exactly what influence they have on quality of life percep-
tions. It is likely that the econometrically estimated coefficients are skewed downwards 
(because of the “attenuation effect”) and that the sensitivity of satisfaction with re-
spect to individual income is therefore greater. However, as shown in Table 3.3, income 
has a positive, considerable and significant effect on all dimensions of satisfaction that 
relate to personal conditions. It is not surprising to find that its greatest influence is 
found in those aspects of people’s lives that have most to do with their ability to gen-
erate income and consume material goods, such as employment, standard of living, or 
housing. Nonetheless, income also seems to have an important influence on satisfaction 
with health and life satisfaction in general. As might be expected, there is a looser re-
lationship between individual income and satisfaction with community aspects of life. 

8 This is a plausible hypothesis, given that the phenomenon occurs only in countries experiencing relatively rapid 
growth and where the effort required of people to adapt to boost production levels is arguably greater. This 
would coincide with the strongly negative influence of economic growth on health in this group of countries. But, 
if this were the explanation, why should satisfaction with the standard of living deteriorate?
9 The reforms can also cause disquiet for ideological reasons, or because the implementation process is not trans-
parent or democratic. For a synthesis of public opinion on the structural reforms in Latin America and the effects 
of the reforms on production and growth, see Lora and Panizza (2001). For a discussion of their political and 
electoral effects, see Lora and Olivera (2005).
10 In order to assign values to individual incomes, Gasparini et al. (2008) randomly give each individual an amount 
of income within the range of incomes declared in the survey. In this section, the individual income values are 
used, just as they were assigned by Gasparini. 
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That relationship is  positive and significant only in relation to opinions expressed about 
a country’s economic situation, which suggests that an individual’s personal economic 
situation might color judgments he or she makes about the national situation.11 How-
ever, with regard to other collective aspects, income is not commonly associated directly 
with satisfaction (for example, with government policy on job creation or housing provi-
sion), and when it is, the association is inverse. This confirms the “aspirations paradox” 
discussed in Chapter 2, which implies that individuals with higher incomes are more 
demanding of public policy (for example, in terms of confidence in state health and 
education systems).

Consequently, people’s opinions about personal aspects of their lives are congru-
ent with the basic tenets of neoclassical economic theory, which predicts that greater 
individual income will lead to higher utility derived from the consumption of a combina-
tion of diverse goods and services. But it is possible that, apart from having this effect, 

Table 3.3  Relationship between Individual Satisfaction and Personal Income 
and Income of Others 
			   Average monthly  
		  Monthly	 per capita  
		  household per	 income of  
		  capita income,	 reference group,  
		  $US at PPP, 	 $US at PPP,	 Number of  
		  natural	 natural	 observa- 
	 Dependent variables	 logarithm	 logarithm	 tions

General	 Satisfaction with life 	 0.410	***	 0.254	*	 8,593
	 General situation of the country 	 0.131	***	 –0.077		 8,496

Economic	 Personal economic situation	 0.370	***	 –0.217	*	 8,525
situation	 Economic conditions of the country	 0.116	***	 –0.109		 8,131

Health	 Satisfaction with health	 0.196	***	 0.003		 8,588
	 Confidence in the medical system	 –0.035		 –0.348	**	 7,912

Education	 Satisfaction with local education	 –0.048		 –0.390	***	 8,345 
	 system

Job	 Job satisfaction	 0.379	***	 –0.429	*	 3,449
	 Policies to increase the quantity	 0.005		 –0.397	***	 8,405 
	 and quality of jobs

Housing	 Satisfaction with housing	 0.261	***	 –0.236	**	 8,592
	 Availability of good and affordably	 0.056		 –0.278	*	 8,095 
	 priced homes

Source: Authors’ calculations based on Gallup (2006, 2007). For further details see Lora and Chaparro 
(2008).
Note: Each individual considered in the regressions belongs to a reference group that is made up of all per-
sons of the same gender, within the same country and age range, and with similar levels of education. The 
regressions for satisfaction with life and general situation of the country are ordered logit, and the remaining 
regressions are logit. Each row in the table represents a separate regression that includes the following control 
variables: age, age squared, marital status, religion is important, and has friends to count on. Satisfaction 
with life and general situation of the country are measured on a 0–10 scale. All other dependent variables are 
measured as population percentages. PPP = purchasing power parity.
*Coefficient is statistically significant at the 10 percent level; **at the 5 percent level; ***at the 1 percent level; 
no asterisk means the coefficient is not different from zero with statistical significance.

11 Since the regression analyses on which these conclusions are based include country dummies, the impact of the 
average income of all people in each country has already been isolated. 
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income might also exert influence 
on satisfaction, depending on the 
extent to which tastes and aspira-
tions change. 

Under the individualist ap-
proach of neoclassical economics, 
a person’s well-being is influenced 
neither by the situation of other in-
dividuals, nor by their relative posi-
tions in society. This point of view 
contrasts with sociological theories, 
which have always held that behav-
ior, assessments, and aspirations 
arise as the result of interaction with 
society (see Box 3.2). Although some 
economists as influential as Adam 
Smith, John Stuart Mill (quoted in 
the epigraph to this chapter), and 
Karl Marx have emphasized the im-
portance of the relative positions of 
individuals and social groups, until 
recently the subject has been largely 
ignored by the profession.12 How-
ever, in recent decades the topic has 
resurged, thanks mainly to the pio-
neering studies of Richard Easterlin 
(1974), which demonstrate that rela-
tive income is the explanation for 
the apparent paradox that differ-
ences in per capita income between 
countries are closely linked to the 
average satisfaction levels in those 

countries, whereas increases in income over time in a given country do little to improve 
the average levels of satisfaction enjoyed by its inhabitants.13

The explanation, according to Easterlin, is that individual satisfaction improves 
only when an individual moves into a better position relative to his or her social group 
as a result of an an increase in income. Other authors have verified that, in effect, rela-
tive income does influence satisfaction (van Praag and Ferrer-i-Carbonell, 2007; Ball and 

12 Two important exceptions are Veblen (1899), who emphasizes the role of conspicuous consumption, and 
Duesenberry (1949), who demonstrates that patterns of consumption and saving are significantly influenced by 
relative income.
13 The United States clearly exemplifies this paradox. However, it is important to point out that Easterlin’s paradox 
has become rather blurred with the appearance of data covering more countries and longer periods of time. An 
exhaustive analysis of the available polls, carried out recently by Stevenson and Wolfers (2008), has come to the 
conclusion that no such paradox exists: not only is satisfaction with life in general higher in richer countries, but 
the slope of that relationship is very similar to that resulting from analysis over time or in comparisons between 
individuals within the same country. 

Box 3.2  Reference Groups: 
Sociological Theories

Sociologists have long accepted that peo-
ple’s behaviors, evaluations, and aspirations 
are not individualistically determined; rather,  
they depend on comparisons. Available lit-
erature concerning reference groups exam-
ines whom individuals compare themselves 
with and the types of comparisons they 
make (Merton, 1957; Hyman, 1960; Felson 
and Reed, 1986). Michalos (1985) has devel-
oped his Multiple Discrepancy Theory, which 
states that subjective well-being assessments 
are based on comparisons made in many 
aspects of life (economic situations, health, 
families, work, etc.). Michalos believes that 
these associations lead to discrepancies be-
tween what a person has in his or her pres-
ent life and what he or she had at one time 
(historical discrepancies), what others have 
(group comparison), and what he or she 
would like to have (aspirational discrepan-
cies). According to Michalos, a person’s as-
sessment of his or her situation depends on 
these discrepancies.
 
Source: Rojas (2008).
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Chernova, 2008; Luttmer, 2005). It has also been observed that satisfaction depends 
on “aspirational discrepancy,” meaning the difference between an individual’s current 
income and the income that he or she considers necessary to satisfy his or her needs, 
which tends to increase at the same rate as his or her current income. This “aspiration 
treadmill” means that a higher level of income (usually double an individual’s current 
salary) is always deemed necessary and, consequently, satisfaction does not increase (or 
increases much less than proportionally) with increased income (Stutzer, 2004; McBride, 
2005). 

In practice, it is difficult to determine the social group that each individual com-
pares him- or herself with in order to judge his or her own economic situation. Accord-
ing to some studies, the pertinent comparison is made with people living in the same 
region (e.g., Stutzer, 2004); others maintain it is with the country as a whole (e.g., Ball 
and Chernova, 2008); and a third group of studies conclude that the most relevant com-
parison is with individuals in the same profession or of a similar ethnic background (e.g., 
Senik, 2004; Gandhi Kingdon and Knight, 2004).14 These conclusions arise more from 
the limited availability of information than from theoretical considerations.15 Accord-
ing to Ferrer-i-Carbonell (2005), the most useful method for defining reference groups 
involves splitting up samples by age ranges, education, gender, and country.16 

When the influence of the average income of a reference group, defined in this 
way, is taken into account, it becomes clear that in the material aspects of private life, 
there is an effect of comparison—or jealousy—that reduces satisfaction. This occurs in 
satisfaction with standards of living, with employment, and with housing (as shown by 
the negative and significant coefficients in the “Average monthly per capita income of 
reference group” column in Table 3.3). In these aspects of life, the satisfaction of indi-
viduals greatly depends on what they see others do and consume. In the words of Dan 
Ariely, a prominent researcher in behavioral economics: “We are always looking at the 
things around us in relation to others” (Ariely, 2008: 7). 

When the income of an individual’s reference group increases at the same rate 
as the individual’s, the improvement in satisfaction with standard of living that would 
normally accompany greater individual income is strongly counteracted by the compari-
son effect (see Box 3.3), and improvements in satisfaction with employment or hous-
ing disappear completely. Accordingly, it could be said that employment and housing 
behave like positional goods in the sense that they generate satisfaction only to the ex-
tent that they are better than those possessed by the people with whom one compares 
oneself (see Box 3.4). This does not happen with other aspects of personal life that are 
more difficult to display or compare, such as health, or with satisfaction expressed with 

14 For an extensive discussion of the specialized literature on this subject, see Rojas (2008).
15 In a study of the population of Santiago, Chile, based on theoretical models of perception formation in regard 
to income distribution, Núñez (2007) observes that although the majority of people tend to describe themselves 
as middle class, the higher a person’s income, the higher the income he or she believes a middle-class person re-
ceives. This suggests that individuals’ reference groups depend on the economic stratum to which the individuals 
belong.
16 More precisely, the following results are based on information from 19 Latin American countries. Within each 
country, they distinguish six age groups for each gender (from 15 to 75 years, with 10-year intervals), which are 
split into four education groups (primary incomplete, primary completed, secondary incomplete, and secondary 
completed). A reference group is considered to have a sufficient number of observations to allow statistical de-
ductions when it has at least 20 individual members. As such, between 182 and 258 reference groups are formed, 
depending on the regression. Each individual can belong to only one reference group.
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Box 3.3  Income of the Reference Group and Satisfaction

In the material aspects of people’s lives, reaching a satisfied state tends to be a race in 
which the pace of others becomes important. The figure below clearly illustrates this phe-
nomenon. Based on the case of a 30-year-old Argentinean male who has completed 
secondary education, the figure indicates the probability that he is satisfied with his eco-
nomic situation in terms of two variables: his personal income and the average income 
of other similarly placed Argentineans. If this person receives a monthly salary of roughly 
US$150 and the average income of his peers is the same, then the probability that he will 
be satisfied with his income is approximately 65 percent. This situation corresponds to 
point A in the figure. If this person manages to increase his income to US$400 and, at the 
same time, there is no commensurate increase in his peers’ incomes, the probability that 
he will be satisfied increases to 75 percent (point B). Here, attention should be drawn to 
what takes place when other people’s incomes increase to match his (point C). Accord-
ingly, the probability that this individual will express satisfaction with his economic situa-
tion decreases to approximately 70 percent. Although income and economic satisfac-
tion are directly related, the situations of other people can affect economic satisfaction 
in the opposite direction. 

A

B C

80%

75%

70%

65%

60%

55%

50%

1,097

665

403

245

148

90

55
55 90 148 245 403 665 1,097

Average per capita income of the reference 
group in U.S. dollars at purchasing power 

parity (logarithmic scale)
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Note: The areas in the figure represent the probability that a person is satisfied with his economic situa-
tion as a function of personal income and the average income of his reference group. Along the main 
diagonal, personal income is equal to the average income of the reference group. The calculations of 
probability were undertaken for married Argentinean men between 25 and 30 years of age who have 
completed secondary education. The reference group is made up of all persons of the same gender, 
within the same country and age range, and with similar levels of education. The question on eco-
nomic satisfaction is the following: "Are you satisfied or dissatisfied with your standard of living, that is, 
with all the things you can buy and do?"
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Similarly, the figure below helps illustrate the joint effects of personal income 
and the reference group’s average income on satisfaction levels with housing. In this 
case, the negative effect of other people’s incomes counteracts the positive effects of 
an individual’s own income. Thus, the probability of satisfaction does not depend on 
personal income, but on the gap between that income and the average income of 
one’s reference group. It should be noted that all the points situated on the principal 
diagonal, which represent cases of individuals earning personal income in parity with 
the average income, correspond to people with equal probability of being satisfied 
with their housing, approximately 83 percent. 

However, not all aspects of life function similarly. There is a favorable effect on 
levels of satisfaction with life in general when others are doing well, whereas opinions 
expressed about the country’s general economic situation are not affected by other 
people’s well-being. Important differences also exist between various groups of peo-
ple: men and women, or the wealthy and poor, react differently to the success or failure 
of their respective reference groups.

A

B
C

1,097

665

403

245

148

90

55

Conflictive Relationship among Satisfaction with Housing, Personal Income, 
and the Income of Others

Average per capita income of reference 
group in U.S. dollars by purchasing

power parity (logarithmic scale)

55 90 148 245 403 665 1,097

75%

79%

83%

87%

91%

Household 
per capita income 

in U.S. dollars at 
purchasing

power parity 
(logarithmic scale)

Source: Authors’ calculations based on Gallup (2007).
Note: The areas in the figure represent the probability that a person is satisfied with his housing as a 
function of personal income and the average income of his reference group. Along the main 
diagonal, personal income is equal to the average income of the reference group. The calculations of 
probability were undertaken for married Argentinean men between 25 and 30 years of age who have 
completed secondary education. The reference group is made up of all persons of the same gender, 
within the same country and age range, and with similar levels of education. The question on satisfac-
tion with housing is the following: "Are you satisfied or dissatisfied with your housing or the place where 
you are presently living?"
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life in general. On the contrary, in 
the last case the effect is one of soli-
darity rather than jealousy: satisfac-
tion with life in general is greater to 
the extent to which the members of 
one’s reference group have a higher 
average income.

Note that the effect of soli-
darity on life satisfaction at an indi-
vidual level does not correspond to 
the result at a national level, where 
those in countries that experience 
more growth declare less satisfac-
tion, especially those in rich coun-
tries. This suggests that if expecta-
tions play a role in life satisfaction, 
they are not based on comparisons 
with the successes reached by oth-
ers, but possibly they respond to 
economic growth through other 
channels. Such channels do not cor-
respond to any of the private or col-
lective dimensions of satisfaction an-
alyzed in this chapter, since within all 
of them there is a negative effect of 
the comparison with (the income of) 
others. This establishes a “paradox 
of life satisfaction” that echoes the 
paradox of Easterlin, and for which 
there is no clear answer.  

These results confirm that individual well-being depends not only on personal 
economic conditions, but also on the conditions experienced by others. In the more ma-
terialistic dimensions of personal well-being, there is an urge to compete with others, 
whereas in a more general assessment of personal life, there is a sense of empathy with 
the economic situation of other members of one’s social group.

What can now be said about opinions held about society in general? Do other 
people’s incomes have an influence here too? With respect to satisfaction with commu-
nal aspects of life, such as confidence in the health or education systems, satisfaction 
with government policy on job creation, or the availability of housing, the average in-
come of the group to which each person belongs always has a significant and negative 
influence. However, in this case the negative influence is not due to the competitive 
effect caused by comparison of personal income with the average income of the refer-
ence group. In fact, personal income has no bearing whatsoever on these opinions (once 
the influence of the average income of the group has been taken into account). On the 
other hand, the negative influence of group income coincides with the fact (discussed 
in Chapter 2) that social groups with greater incomes are more demanding with respect 

Box 3.4  Positional Goods

In a positional society, a concept 
introduced by Hirsch (1976), one’s status de-
pends on one’s relative situation, rather than 
one’s absolute situation. De Botton (2004) 
popularized the importance of status in his 
book Status Anxiety. Alpízar, Carlsson, and 
Johansson-Stenman (2005) and Carlsson, 
Gupta, and Johansson-Stenman (2005) 
show that some consumer goods play a 
greater positional role in status than oth-
ers; for example, televisions are highly po-
sitional, whereas vacation lengths are not. 
Satisfaction arising from a positional good 
depends on its relative consumption, and 
thus the utility gained from purchasing a 
larger television might  therefore be nullified 
if everybody in the neighborhood were to 
do the same, whereas the satisfaction value 
of an extra week of vacation does not de-
pend on whether other people take longer 
or shorter vacations.

Source: Rojas (2008).
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to public policy and collective results. Instead of an individualized mechanism of increas-
ing aspirations along with each person’s income, in this situation there seems to be a 
group mechanism of aspirations that increases along with the average income of all the 
members of the reference group. Consequently, opinions on collective aspects of life are 
influenced as much by the individual’s personal conditions (at least the economic ones) 
as by those conditions experienced by the group to which the individual belongs.

Nevertheless, the assessment made by individuals of their countries in general 
and of the economic situation of their countries in particular seems to follow a different 
logic. In contrast with material aspects of personal life, one’s evaluation of one’s coun-
try is influenced neither by a competitive mechanism nor by a sense of solidarity, as is 
the case with satisfaction with life in general. In contrast with other collective aspects 
of life, this evaluation is not affected by a mechanism of growing aspirations within a 
social group. Assessment by Latin Americans of their particular national situation seems 
to depend more on their personal income than on the income of others. It might be 
stated that people judge their country’s situation with their own pockets. In that case, 
any opinion expressed about the collective situation is heavily conditioned by personal 
considerations.

These conclusions are generalizations that presume that all sociodemographic 
groups behave in a similar manner. But men and women, rich and poor, city dwellers and 
people living in the country might all shape their terms of reference and expectations 
differently. Men are more susceptible than women to competition with their peers with 
respect to material living standards, whereas women are more susceptible than men to 
the accomplishments of their peers in terms of their satisfaction with employment and 
housing (Table 3.4). In comparison with the poor, rich people worry more when people 
from their own economic and sociodemographic group earn a higher income than they 
do, which affects their satisfaction levels with material goods, with their employment, 
and even with the general situation in their country. However, as the reference group 
of poor people begins to earn greater income, the poor will become more demanding 
in regard to issues concerning their own health, with the health system in general, and 
with government policy on job creation.

In urban areas, people have more opportunities to consume and consequently 
more opportunities to compare their consumption standards with those of others. In 
cities, consequently, increased average income in one’s reference group means a reduc-
tion in satisfaction with standards of living and employment, something that does not 
occur in rural areas. In cities, higher average earnings are usually associated with greater 
demands for better education and effective policies for job creation.

Changing Social Mobility and Expectations

As discussed, when opinions are compared between countries, it is apparent that eco-
nomic growth has a negative effect on the satisfaction that people feel with their 
standards of living, and that when information is used concerning individuals within 
countries, it appears that an individual’s satisfaction with standards of living heavily 
depends on his or her income level when compared to the average earnings of his or 
her reference group (with reactions differing between some groups and others). These 
results suggest that individual aspirations depend on the economic context in which an 
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individual lives and works. These approaches might also suggest, although incorrectly, 
that patterns of comparison used by individuals are always the same (the country as a 
whole in the first case, and the sociodemographic group in the second). Various stud-
ies have demonstrated that comparison patterns can change—sometimes drastically—
along with people’s economic situation and may also be different across various dimen-
sions of an individual’s personal life.17

In a study on Peru, Graham and Pettinato (2002a) observe many cases of “frus-
trated achievers.” These are people whose income has increased substantially as a con-
sequence of economic reforms but who have evaluated their economic performance as 
poor and who, as a consequence, are unlikely to be in favor of the reforms that have (in 
absolute terms) benefited them. The authors conclude that frustration could be the re-
sult of comparison effects, as achievers tend to compare their income to that of people 
in higher income groups (who could have experienced skyrocketing wage increases in 
the wake of the reforms). This suggests that a person’s reference group may change 
along with rising income. The authors also conclude that the relative income effect is 
larger for people in high income deciles and smaller for people in lower income deciles. 
This finding is probably related to differences in the positional content of the basket of 
goods purchased by people with a high or a low income (that is, the rich are more prone 
to consume goods that represent status). 

An interesting study from Gandhi Kingdon and Knight (2004) highlights the im-
portance of distinguishing between a person’s relative income with respect to people of 
his or her own ethnic or racial group and with respect to people of other ethnic or racial 
groups. They conclude that, while increased income for those that belong to the same 
ethnic or racial group is seen as beneficial, increases in income for people from other 
groups diminish satisfaction.

The influence of relative income can also vary between the long and short term, 
as originally suggested by Hirschman (1973). When other people’s incomes begin to 
increase, it may give rise to the hope that one’s own income will increase. But if, after 
some time, one remains permanently behind one’s peers, that same hope will turn into 
frustration.

Political attitudes can also respond differently to measures that benefit everyone 
versus those that benefit just a few people. In the most-fragmented societies, policies 
that favor only selected groups can provoke tremendous opposition. Attitudes towards 
inequality might differ according to whether the inequality is found within the social 
group to which an individual belongs, or between the groups themselves as a whole. It is 
to be expected that there will be greater opposition towards this latter form of inequal-
ity. However, attitudes towards inequality can also be determined by the breadth of 
opportunities that society offers. As demonstrated by Alesina, Di Tella, and MacCulloch 
(2004), in an interesting comparative study of Europe and the United States, there is a 
higher degree of tolerance towards inequality in the latter as a result of the commonly 
held perception that the opportunities for economic advancement are greater.18

17 The survey that follows is based on Rojas (2008).
18 In Graham and Felton (2005a) attitudes towards redistribution policies are discussed, while in Graham and 
Sukhtankar (2004) people’s attitudes towards the market economy are analyzed, taking into account the role of 
relative incomes and inequality in subjective well-being.
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Do Poverty Lines Make Sense? 

Given that satisfaction depends not only on personal income, but also on the income 
of others and, generally speaking, the social and economic context in which people live 
and work, it is only fair to ask if it makes sense to separate so sharply those who are 
deemed poor from those who are not on the basis of income alone.19 It has long been 
argued that deprivation goes beyond the income dimension. Amartya Sen (1987), for 
instance, has convincingly argued in favor of extending the measurement of depriva-
tion to the dimension of functionings and capabilities. The Human Development Index 
of the United Nations Development Programme is perhaps the most well-known mea-
sure that follows the spirit of Sen’s approach.

There is also growing interest in Latin America in going beyond the income 
paradigm in the measurement of poverty.20 Several Latin American countries routine-
ly compute indicators of multidimensional poverty, usually based on access to hous-
ing, water, sanitation, and education (from which the indicators of unsatisfied basic 
needs are developed). The measurement of multidimensional deprivation has been the 
subject of numerous studies aimed at developing and applying techniques to reduce 
(through a system of weights) to a single poverty line the diversity of variables that may 
be relevant for the well-being of the poor.21

Given that data on income, consumption, and economic activity are much more 
reliable and readily available than information concerning people’s opinions, studies 
of multidimensional poverty rarely take into account subjective variables, which might 
offer valuable information on factors affecting the situation of poor people. By taking 
advantage of the fact that the Gallup World Polls gather data on a wide range of vari-
ables, both objective and subjective, Gasparini et al. (2008) have constructed diverse 
indicators of well-being or deprivation based on information from these polls; some of 
the indicators include subjective information.

The most simple poverty indicator that Gasparini and colleagues have con-
structed is that which is based on a conventional income poverty line. Using the pover-
ty line of US$2 per capita daily income (adjusted to allow for differences in purchasing 
power), national poverty rates obtained are on average 16 points higher than those 
calculated on the basis of surveys by national statistics institutes (which would seem to 
imply a pronounced tendency to underreport earnings in the Gallup World Polls). How-
ever, the correlation between the two sources’ poverty rates is high, especially if the 
Caribbean countries (0.86) and Venezuela (0.92) are omitted.22 It is also evident that 
the profile of poor people is rather similar in the two surveys, based on the variables 
that bear reasonable comparison.23

19 This section is based entirely on Gasparini et al. (2008).
20 See a review of the literature and applications in Attanasio and Székely (1999).
21 For a technical discussion, see Bourguignon (2003), Bourguignon and Chakravarty (2003), Duclos, Sahn, and 
Younger (2006), and Silber (2007).
22 For all countries, the correlation is 0.59.
23 There are, however, serious problems with some of the variables in various countries, and the representative-
ness of the samples is questionable in some countries.
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The second poverty indicator that Gasparini et al. have devised takes into ac-
count the combination of services to the home and durable assets considered by the 
2006 Gallup World Poll (water, electricity, telephone, television, computer and Inter-
net). By applying conventional methods of factorial analysis in order to reduce this 
combination of variables to a single dimension, an index of assets can be formulated. 
Then a threshold on this index is defined so that 37.2 percent of all the population falls 
below it (since 37.2 percent is the poverty rate by income for the whole region). Ac-
cording to this multidimensional poverty indicator (by assets), Argentina, Chile, Colom-
bia, Costa Rica, Jamaica, and Uruguay have poverty rates below 20 percent, whereas 
Bolivia, Haiti, Honduras, Nicaragua, Paraguay, and Peru have poverty rates above 50 
percent. The correlation between these poverty rates and those obtained by respective 
national household surveys is high, although it is far from perfect.24

Finally, Gasparini and colleagues have also constructed a subjective poverty in-
dicator that combines (using the same method of factorial analysis) responses on the 
following five items involving people’s quality of life: satisfaction with life at present, 
with life five years ago, and with life five years in the future (using the “ladder” ques-
tion in each case, based on a 0–10 scale), as well as satisfaction with the standard of 
living (yes/no) and whether money has been unavailable to purchase food (yes/no).25 
Once again, a threshold is established in order to separate the poor from the nonpoor 
in such a way as to classify 37.2 percent of the total population of the region as being 
poor.

As might be expected, Gasparini et al.’s three indicators of poverty correlate 
positively. However, the correlations are moderate, which indicates that poverty can-
not be reduced to one single measure capable of portraying each and every one of its 
aspects. The correlation (for individual observations) between the income and assets 
indices is 0.46, that between the income and subjective indices is only 0.28, and that 
between the assets and subjective indices is 0.35. The correlations are also significant, 
although moderately so, when computed not for the values of the three indicators, but 
for how consistently they classify the population between poor and nonpoor. In each 
of the three methods, 37.2 percent of the population is classified as being poor. But 
the classification according to incomes coincides in only 42.8 percent of cases with the 
classification by assets and in only 43.3 percent of cases with the classification based 
on subjective opinions (between the classification based on assets and that based on 
subjective opinions, the coincidence is 48.6 percent).

It follows that poverty lines based on incomes are clearly insufficient to por-
tray poverty. This does not mean, however, that they are irrelevant. Gasparini et al. 
have found two persuasive ways to demonstrate this. The first consists of letting the 
statistics speak for themselves to answer the question of whether information about 
incomes is relevant. The second consists in testing whether the income threshold on 

24 Paraguay and Mexico, for example, score very high levels of poverty on this indicator (due to very low rates of 
access to water in Paraguay and very low rates of telephone coverage and computing in Mexico) in comparison 
with official surveys. 
25 In Table 2.1, the text of the “ladder question” and of the question involving satisfaction with the standard of liv-
ing can be found. Regarding the lack of money to buy food, those interviewed were asked the following question: 
“During the last 12 months, has there been a time when you or your family had insufficient money to purchase 
all the food you need?”
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the poverty line is near the critical level of income at which a Latin American becomes 
indifferent to the question of whether he or she is satisfied or unsatisfied with his or 
her own life. The two tests are so technically complex that only an intuitive explanation 
can be offered here.

In the first of these tests, in order to determine whether information on incomes 
is relevant for an accurate portrayal of poverty, a statistical procedure (the so-called 
factorization of principal components) is employed, which places the income variable 
in competition with other variables that, a priori, would seem to be relevant to well-
being. The variable (or combination of variables) that wins the competition is the one 
that manages to explain to the greatest extent the behavior of all the other variables 
(and the losing variables are those that are explained by other variables and therefore 
have nothing extra to contribute). This procedure generates an interesting result: the 
winning variable is a combination of income and goods and services that can be pur-
chased with income (Internet, computer, and land-based and mobile telephones). In 
second place comes the combination of the five variables of opinion used in the subjec-
tive poverty indicator mentioned above, and in third place, a combination of domestic 
services. The most surprising aspect of the result is that all the variables can be grouped 
together into these three families, which indicates that each of the three dimensions 
must have a bearing on well-being. In other words, although income is important, it is 
not all-important; well-being really does have a multidimensional nature.

Gasparini et al. additionally test the relevance of income—or more accurately, 
the poverty line based on income—by calculating the level of income at which people 
become indifferent to the idea of whether they are satisfied or dissatisfied about some 
aspect of their lives, and then determining the relationship of that level with the pov-
erty line. In order to put this approach into practice, the researchers use the answers 
given to Gallup World Poll questions regarding satisfaction with the standard of living 
and a lack of money to buy food. Their results show that, with monthly earnings of 
US$37, a Latin American (average in all other respects) has the same probability of hav-
ing responded yes or no in the survey that he or she, or his or her family, has on occa-
sion lacked sufficient money to eat. This sum of money comes very close to the income 
threshold of US$1 per day commonly used to define extreme poverty (or indigence). 
This poverty line, therefore, makes sense. The researchers do not find similar justifica-
tion for the poverty line of US$2 per day, although they do for a somewhat higher line, 
close to US$5. In effect, with a monthly income of US$163, the probability of not having 
enough money to eat is reduced to 34 percent, and with US$177, the probability of a 
person’s declaring him- or herself satisfied with his or her standard of living increases 
to 64 percent. 

The Implications of Expectations for Political Economy

One of the central questions of modern political economy is why so many democrat-
ic governments maintain policies that are contrary to economic growth and limit the 
incomes of the majority of the population. The adoption by many countries of the 
Washington Consensus reforms prompted this question. During the 1990s, various the-
ories attempted to explain why those reforms (which comprised monetary and fiscal 
discipline measures, market liberalization, and privatizations) had not been adopted 
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before, and why they were adopted at different times and with varying intensity by 
each country. The explanations revolved around the distributive struggles that blocked 
progress on the adoption of reforms until one group could force others to accept the 
costs of those reforms. In order to speed up the reform process, it was thought conve-
nient to implement at the same time various reforms that offered cross-compensations 
to those groups holding veto power, given that promises to compensate the future los-
ers from a single reform lacked credibility.26

The evidence presented in this chapter suggests an alternative explanation of 
the political obstruction of progrowth policies that has received very little attention 
in theoretical or empirical studies of political economy. The explanation is the loss of 
satisfaction that arises from an increase in expectations and aspirations and is pro-
duced during economic growth by improvements in the incomes of individuals’ refer-
ence groups. The most marked loss of satisfaction occurs in the material dimension of 
people’s lives and tends to be strongest in the richest and most-urbanized societies, as 
well as in the countries with the highest growth rates. It could be that the expansion 
of communications media and publicity might also contribute to raising expectations, 
and there is some evidence to suggest that the societies that are the most culturally and 
ethnically fragmented are the ones most likely to suffer the negative effects that com-
petition has on satisfaction. The inverse association between satisfaction and reference 
group income levels is not limited to the private aspects of people’s lives: for example, 
individuals in Latin American societies with the highest income levels often feel less 
satisfied with the results of government policies on health, education, job creation, or 
housing provision than more needy people do.

In light of this evidence, any government strategy that focuses exclusively on 
improving efficiency and achieving economic growth may fall victim to its own suc-
cess. This is especially true if, as occurred with the Washington Consensus, proponents 
exaggerate potential benefits, which tends to raise expectations. It is more feasible 
to garner political support via strategies that combine policies favoring growth with 
strategies aimed at social and economic inclusion and reforms in the areas of health, 
education, employment, and housing. The majority of Latin American governments 
learned this lesson the hard way during the 1990s. One visible consequence has been 
the notable increase in social expenditure, from 8.8 percent to 11.3 percent of GDP and 
from US$264 per capita in 1990 to US$418 per capita in 2005 (measured in year 2000 
constant dollars), according to ECLAC (2007). 

However, strategies that are aimed at economic inclusion and the provision of 
social services, and that achieve the widest political support, are not necessarily the 
ones that produce the greatest improvements in the living conditions of poor people. 
One policy aimed at avoiding loss of satisfaction might consist of reducing the income 
of some families or individuals who are the visible role models for those social groups 
that are most vulnerable to changes in expectations (in particular, the upwardly mo-
bile urban middle class). In the same way, a social policy that is effective from a po-
litical point of view could be based on concentrating improvements in the quality and 
extent of services provided to the upwardly mobile middle and upper classes, whose 

26 For an introduction to these debates, see the brief summary and bibliographical references contained in the 
entry “Washington Consensus” in Reinert et al. (forthcoming).
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demands tend to increase along with their growing income, while keeping the lower 
social groups, whose expectations from social policy are more modest, misinformed.

In democratic societies, it is healthy to air in a public debate these inconsisten-
cies between what is politically effective and what truly contributes to the economic 
and social progress of the population. This debate would be more fruitful if opinion 
leaders, government economic advisors, and political organizations abandoned their 
simplistic thesis that increased income always leads to increased satisfaction (and there-
by, political support), and in its place, accepted that the relationship between income 
and satisfaction is inherently conflictive.
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Satisfaction beyond Income

Happiness . . . is the best, noblest, and  

most pleasant thing . . . yet evidently . . .  

it needs the external goods as well.—Aristotle

A broadened understanding of satisfaction challenges the traditional economic 
theory that assumes that individuals maximize their well-being based on decisions 
that correctly predict basic well-being derived from consumption and from other key 
decisions, such as the allocation of time between work and leisure activities. In reality, 
human behavior does not adhere to such simple propositions.1 The motivations that 
intervene in decisions are diverse and include momentary impulses, commitments, 
or simple routines that give rise to decisions that do not necessarily lead to achieving 
maximum satisfaction. A paradoxical conclusion of satisfaction studies is that the explicit 
pursuit of happiness can be counterproductive, because it affects individual aspirations 
and because people make systematic misjudgments about what produces happiness. 
In general, people fail to predict future utility or welfare effectively; thus they overes-
timate the effect of extrinsic attributes (particularly, the value of consumer goods) and 
underestimate the benefits of intrinsic attributes (friends, family, hobbies). In analyzing 
the factors that influence levels of satisfaction, it is apparent that beyond income and 
what can be obtained with it, other aspects of life have a greater impact on maintaining 
them.

Since satisfaction depends on income, as well as other factors, the following 
mental experiment is pertinent: if a person undergoes a sudden critical change in some 
aspect of life, how much would his or her income have to be increased to maintain 
the same level of satisfaction? Although this concerns a completely hypothetical exper-
iment, it is enlightening; it shows that greater income can hardly substitute for many of 
the most important facets of life, such as friendships or health. For example, for a Latin 
American, the average “value” of friendship is nearly seven times his or her income, 
which argues, as many people have stated, that a good friendship is priceless.

4

1 The challenges that the “science of happiness” presents to economic theory are surveyed by Frey and Stutzer 
(2002); many of them were identified in the 1970s by the Leyden school (see van Praag, 1985) and by Brickman 
and Campbell (1971).
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Previous chapters have analyzed various domains of individual satisfaction in 
parallel. With a different focus, this chapter concentrates on life satisfaction in general 
to explore how it is affected by diverse factors, beyond income, and how the different 
dimensions of people’s lives are reflected synthetically in their level of satisfaction. Life 
satisfaction in the Gallup World Polls—which are the source of information for this 
chapter—is measured according to the life satisfaction “ladder” question, which asks 
respondents, “On what step of the ladder do you feel you are currently, with the highest 
step [10] representing the best possible life for you and the lowest step [0] representing 
the worst for you?”2 This is one of a number of methods of investigating life satisfaction 
and measuring its subjective utility (see Box 4.1).

Individual Factors and Life Satisfaction

In surveys that use the “ladder” scale from 0 to 10 to determine a respondent’s level 
of life satisfaction, the answers are concentrated mainly at the midpoint, but this does 
not mean the gradation lacks importance. Simply comparing the way in which answers 
are distributed in wealthy countries to their distribution in poor countries makes it clear 
that wealthier countries have a greater level of life satisfaction (as analyzed in Chapter 
3). Using this scale, a little more than 80 percent of the people surveyed in the poorest 
countries rate the quality of their current life between 0 and 5, whereas in the richest 
countries barely 25 percent of respondents give scores in this range (see Figure 4.1). This 
would suggest that in order to understand life satisfaction, one must explain the dif-
ferences between countries. Nonetheless, this route does not stretch very far; beyond 
the income per capita of the countries and the growth rate in past years, no other 
“national” variable makes a significant contribution to explaining the differences. Even 
if it did, it would not lead very far, since only a fraction (37 percent, to be exact) of 
the differences in levels of life satisfaction between some individuals and others is due 
to diversity among countries. The most effective gauges in analyzing life satisfaction 
are individuals, not countries. Individual satisfaction levels differ according to age, sex, 
and employment status. Within these characteristics and many other differences among 
individuals (many of them impossible to measure) lies the great diversity that reveals 
satisfaction levels.

Age and Gender

In general, Latin Americans experience a slight reduction in their satisfaction level in 
the first years of their adult lives, and an increase in the later years of their lives. The 
critical point seems to be reached at around age 56 for men and 60 for women, fol-
lowing a very stable trend, in spite of other factors that influence their satisfaction. 
Based on the Latinobarometer surveys, Graham and Pettinato (2000) have calculated 
that the lowest level of life satisfaction is reached at age 46. Many studies have found a 
U-shaped relation between age and satisfaction (e.g., Clark and Oswald, 1994; Oswald, 
1997; van Praag, Frijters, and Ferrer-i-Carbonell, 2003). Both static studies (also called 
cross-sectional studies), like this one, and longitudinal studies (which evaluate infor-

2 The complete text of the question appears in Table 2.1 (general domain of self-perception).  
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Box 4.1  Measurements of Subjective Well-Being 

In recent years, the use of surveys that investigate sample individual 
opinions on diverse aspects of life, including life satisfaction in general, has 
resurged. In Latin America, the annual Latinobarometer surveys, which cover 17 
countries, have included this type of question since 1996. The World Poll of the 
Gallup Organization, applied in 23 Latin American countries and in more than 130 
countries since 2006, includes numerous questions regarding life satisfaction. The 
World Value Surveys (WVS), which currently cover 80 countries, also explore life 
satisfaction. Based on diverse sources, for 11 developed countries, these surveys 
have gathered data concerning life satisfaction for 25 years or more. 

In order to measure life satisfaction, respondents are asked to answer 
questions such as “Generally speaking, how happy are you with your life?” or “How 
satisfied are you with your life?” with answer options that range from four different 
levels to a scale of 0 to 10. Though psychologists usually prefer the question of 
“satisfaction” to that of “happiness,” both are narrowly correlated. According to 
Blanchflower and Oswald (2004) and Graham and Pettinato (2002b), the correla-
tion coefficient between answers to both questions varies between 0.5 and 0.6. 
The “ladder” question employed in the Gallup World Poll is unusual in that it asks 
respondents to frame their evaluation of life satisfaction supposing “that the high-
est step represents the best possible life . . . and the lowest step the worst possible 
life,” which imposes a certain comparative structure that does not exist in other life 
satisfaction measurement strategies.

Although these surveys are the best-known source of information on sub-
jective welfare, there are other methods. The experience sampling method col-
lects real-time data several times per day with regard to the respondents’ feelings 
of well-being in their routine activities. This method has already been applied to 
representative populations in the United States, and studies have concluded that 
the most satisfactory daily activities include interactions with others and diverse 
leisure aspects, while some of the least satisfactory take place in work environ-
ments.

The day reconstruction method asks respondents how satisfied they are 
at different moments of the day. The U-index (for “unpleasant”) of displeasure is 
equal to the portion of the day that an individual has unpleasant feelings. The 
brain imaging method measures brain activity associated with negative and posi-
tive feelings. These two last methods are quite costly and to date have been ap-
plied only in experimental form. 

The broad consensus among academics is that subjective well-being is 
measurable to a certain degree of precision, moderately stable, and sensitive to 
changes in living conditions. The measurements are well correlated with diverse 
aspects of behavior associated with happiness, such as frequency of laughter in 
moments of social interaction. People who are happy according to such measure-

(continued on next page) 
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(continued) 
ments are also considered happy by their friends and family; such individuals 
express positive emotions more frequently and are more optimistic, sociable, and 
extroverted. They also sleep better and are less likely to commit suicide. 

Recently, a group of 50 notable academics proposed a system of Na-
tional Indicators of Subjective Well-Being and Ill-Being (Diener, 2005; Kahneman 
et al., 2004). 

Such new ideas and methods for measuring subjective well-being have 
revived the old dream of maximizing well-being, considered the final objective 
of public policies by economists since the eighteenth century, such as Bentham 
(1781), and some as modern as Tinbergen (1956) and Theil (1964). In the past, this 
dream was considered unattainable because of obstacles in measuring well-
being​ on a cardinal scale that allowed for comparisons between individuals and 
the difficulties in building a consistent social function starting with individual pref-
erences and involving diverse outcome variables (Arrow’s famous Impossibility 
Theorem). 

Today, measurements of subjective well-being provide the cardinal scale 
and comparability among individuals that were lacking, and consequently, in 
principle they permit the construction of social well-being functions. For instance, 
the sum of happiness scores for individuals (i.e., on a scale of 0–10) can be ad-
opted as a simple and intuitive social welfare function, yet there are many objec-
tions to this hypothesis. 

Sources : Frey and Stutzer (2007) and Veenhoven (2007).

mation on people over time) have come to this same conclusion. Such studies do not 
account for differentiation among generations; thus they cannot predict how the level of 
satisfaction of the youngest generations surveyed will be affected when they reach more 
advanced ages. Nevertheless, studies in the United States indicate that in recent decades 
all new generations have lower levels of satisfaction than previous ones. 

Following a universal trend, Latin American women have declared themselves to 
be more satisfied with their lives, on average, than men, but the gender gap is more pro-
found than a simple comparison of answers reveals; in fact, based on equivalent levels 
of income and other influential factors, which will be analyzed herein, women have 
indicated substantially higher levels of life satisfaction. For example, whereas a woman 
living under normal conditions has a 15 percent probability of giving a score of 8 (on a 
scale of 0 to 10) in terms of life satisfaction, this can reach 18 percent if the woman is in 
socioeconomic conditions similar to those of the average man. That said, although men 
usually have more favorable financial circumstances, it is women who feel more satisfied 
overall. This suggests that possibly their positive experiences are more intense or lasting 
(Diener et al., 1999). 
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Beyond these demographic 
trends, there are numerous individual 
factors, which can be considered objec-
tive (in other words, externally observ-
able), that are associated with life 
satisfaction. It is expedient to begin with 
the capacities of individuals and gradu-
ally expand the focus to encompass the 
environment that surrounds them.3

The Importance of Capabilities

Good health is the basis of all capabil-
ities. It is important to recognize that 
there is no universally accepted objective 
measurement of individual health. Some 
known variables related to health, at 
least in the population (not for each indi-
vidual separately) are height and body 
mass. The Gallup World Polls include a 
set of quasi-objective questions on basic 
individual health conditions (known as 
EQ-5D and described in further detail in 
Chapter 5). Based on an indicator com-
posed on the basis of answers to those questions,4 it is apparent that those people with 
better health have, effectively, greater possibilities of declaring themselves more sat-
isfied with life. The effect is very strong and statistically very solid (Table 4.1). Take, for 
example, a Mexican woman who in all aspects apart from health is considered at the 
midpoint within her country’s population; in other words, she is a “median” person (in 
a statistical sense)5 who has median income and education levels and a median amount 
of material comforts. If this woman does not have any health deficiencies, she will most 
likely rate herself a 7 on the scale of satisfaction. If her state of health corresponds to 

Figure 4.1  Life Satisfaction in Rich and 
Poor Countries
(percentage of individuals selecting each rating)
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Source: Authors’ calculations based on Gallup (2007) and 
World Bank (2007).
Note: Income groups were constructed using 2005 GDP per 
capita at purchasing power parity (PPP). The total sample was 
split into four different groups with the same number of people. 
Poorest countries are those with GDP per capita at PPP below 
US$2,077. Richest countries have a GDP per capita at PPP above 
US$13,977. 

3 Throughout this discussion, the direct impact of income has been kept isolated, as it has already been discussed 
in the previous chapter. There, the influence of the principal individual variables (gender, age, marital status, edu-
cation, the significance of religion and friendships), which are discussed in the present chapter, is also controlled 
for. This approach is necessary because otherwise, the impact of other variables that are correlated with income, 
which may have their own influence on life satisfaction (such as education), may be attributed to income.
4 The responses to the set of EQ-5D questions are converted into a single index using a formula that attaches 
a weight to each of the possible health states. The scoring algorithm is taken from Shaw, Johnson, and Coons 
(2005). For further details, see Lora (2008).
5 An explanation may be in order for those not versed in statistics: median and average are not the same thing. 
The median of a set of values is the value of the variable at the midpoint of all the values in the set, so that exactly 
half the values are above the median and half below, whereas the average is the sum of all the values divided by 
the number of values. Where the variable involved is “income,” the median income is typically much less than the 
average income because the rich, though comparatively few in number, earn disproportionately large amounts, 
which distorts the average, inflating it well above the median value. (To give a crude example, consider a popula-
tion of five individuals whose incomes are $100, $200, $300, $400, and $1,000,000; the median income for the 
population is $300, whereas the average income is a whopping $200,200.) Thus the median, rather than the aver-
age, individual is used to refer to the most typical or characteristic person within a particular population.
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that of a median woman, her level of satisfaction will probably be reduced to a 5, and 
if her health status corresponds to that of the 25 percent of Mexican women with the 
worst health conditions, her level could feasibly be a 4. 

It is well-established that one’s health status has a major impact on one’s life sat-
isfaction; in fact, the investigations of Dolan (2006) and Graham, Eggers, and Sukhtankar 
(2004) conclude that it is the most important determinant. Among the countries of 
the Organisation for Economic Co-operation and Development (OECD), where arterial 
hypertension is most common, it has been observed that average happiness levels are 
lower (Blanchflower and Oswald, 2007). Likewise, being obese increases the probability 
of leading a life with which one is less satisfied (Graham and Felton, 2005b; Graham, 
2008). 

Consequently, individuals with known health problems declare less satisfaction 
with their lives than healthy individuals. Probably there are causality relations in both 
directions, a question discussed in Chapter 5. However, stronger than the link between 
life satisfaction and individuals’ objective health indicators is the relation between life 
satisfaction and health satisfaction, since both are influenced by traits of the individuals’ 
personalities (van Praag, Frijters, and Ferrer-i-Carbonell, 2003; Argyle, 1999; Diener and 
Seligman, 2004).

The self-development capacity of any individual depends essentially not only 
on his or her health status, but also on his or her education level. Chapter 6 discusses 
the limitations of conventional methods of measuring education based on the level 
of formal schooling attained or the overall years of education completed, especially 
in a region such as Latin America and the Caribbean (referred to herein simply as 
“Latin America”) in which deficiencies in the quality of schooling are so pronounced. 
Regardless of these limitations, surveys clearly show that the most-educated individuals 
tend to have greater life satisfaction levels. In the Gallup World Polls, respondents are 
asked only what level of education they have reached, and not the number of years 
spent in formal schooling. Nevertheless, the results clearly show that those individuals 
who have reached the tertiary level are more satisfied with their lives than those who 
have completed only secondary education, while at the same time, the latter individuals 
declare greater life satisfaction than those who have finished only primary school or 
have no formal education. 

Since this statistical analysis accounts for the relation between income and sat-
isfaction separately, the significance of education in life satisfaction levels is implicit for 
other reasons. It is difficult to interpret the many reasons why individuals with higher 
levels of scholastic attainment feel better. In part, the root may be an inverse causality: 
those individuals with more positive attitudes and greater self-assurance achieve higher 
levels of education. Nevertheless, this explanation does not go far in countries such 
as those in Latin America, where educational opportunities are so poorly distributed. 
There, it is more probable that the most-educated individuals enjoy a higher social status 
and can seek jobs and activities that offer them enhanced personal enrichment oppor-
tunities. Also, it is likely that such individuals have a greater potential to appreciate the 
nonmaterial aspects of life, including their interpersonal relations (Diener et al., 1999). 
In other words, more-educated people have more options not only to satisfy their con-
sumption needs (although perhaps subject to greater aspirations, as observed in the 
previous chapter), but also to feel more autonomous, capable, and connected. 
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Interpersonal Conditions

Family conditions, friendships, and other interpersonal relations constitute part of the 
objective foundations of people’s lives on which their self-development possibilities also 
depend (recall Box 1.1). Happiness studies regularly conclude that, when compared with 
single adults, married people feel better and divorcees and widows and widowers feel 
worse (Argyle, 1999; Oswald, 1997). Nevertheless, the dominating influence is unclear: 
whether having a stable partner enhances well-being or whether those individuals with 
a greater sense of life satisfaction have more possibilities in finding a partner and main-
taining a stable relationship (Diener et al., 2000). The estimates included in Table 4.1 
give partial support to these conclusions. In Latin America, only divorce seems to affect 
life satisfaction (and only once the influence of personality traits is isolated, as is dis-
cussed later in the chapter). Other marital statuses have no impact (in comparison to 
being single), whereas they do in the rest of the world. 

Since having children is one of the most important decisions for any individual, 
it is conceivable that children contribute to life satisfaction; however, this is not what 
comes out of opinion surveys in Latin America or other parts of the world. Perhaps this 
sounds surprising, but diverse studies (though not the present one) have found that, 
based on the number of offspring per family, children can have a negative, although 
modest, effect on life satisfaction (Argyle, 1999; Clark and Oswald, 1994; Frey and 
Stutzer, 1999; van Praag, Frijters, and Ferrer-i-Carbonell, 2003). Nevertheless, no uni-
versal verdict exists on this subject. For example, whereas in western Germany children 
seem to diminish the level of life satisfaction, the opposite is found on the other side of 
the country (Frijters, Haisken-DeNew, and Shields, 2004a, 2004b). Those who have con-
ducted in-depth studies into the channels through which having children may affect life 
satisfaction have concluded that children can create dissatisfaction, as they can augment 
levels of anxiety, stress, and depression, above all in the case of single parents. When 
such feelings manifest themselves, they have a stronger influence on the life satisfaction 
of men than women (Kohler, Behrman, and Skytthe, 2005; Ferrer-i-Carbonell and 
Frijters, 2004). The impact children have on life satisfaction seems to depend on diverse 
conditions. The first child (and, in certain cultures, especially when it is male) produces 
greater satisfaction when the couple to whom it is born has a stable relationship than 
when that relationship is not stable. Teenage pregnancies or unwanted children tend to 
result in diminished satisfaction.

Beyond family structure, life satisfaction seems to depend mainly on the 
potential to interact with others and on spiritual beliefs (Ellison, 1991). Analysis of the 
Gallup World Polls confirms that people feel more satisfied when they consider friends 
and religion important factors. Compared to the rest of the world, for Latin Americans, 
being religious has a greater influence on life satisfaction, and having support from 
friends has a smaller impact. One’s work environment provides an outlet for interper-
sonal development, and worldwide it plays a critical role in life satisfaction. In Latin 
America, the effect is less pronounced, but this does not mean that the noneconomic 
dimensions of employment have less importance for Latin American populations; on 
the contrary, Chapter 7 shows that Latin Americans with paid employment especially 
value recognition and respect in the workplace, which confirms the importance of the 
relational dimension of the work environment. Nevertheless, many Latin Americans 
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show a preference for self-employment because of the autonomy and flexibility it 
offers them.

It is important to keep in mind that when people express satisfaction with their 
lives and assert that religion or friendships are important factors, this may be a simple 
reflection of their personality and may not necessarily indicate that they dedicate 
more time or attention to activities that incorporate such factors. A method of testing 
whether personality is actually behind this correlation is to determine whether the level 
of satisfaction is maintained when a variable that synthesizes certain personality traits 
of each individual is considered.6 As can be observed in Table 4.1, the majority of the 
results are maintained; in particular, those people who consider religion and friendship 
important continue to express higher satisfaction with their lives when the personality 
traits variable is taken into account. On the other hand, the positive effect of being 
employed diminishes, which suggests that the association between life satisfaction and 
having a job is more complex: perhaps those who feel more satisfied with life have a 
predisposition toward having a job, or perhaps being employed contributes to a more 
favorable opinion overall.

Material Life Conditions

For most people, having access to a variety of goods and basic services is a prerequisite 
for life satisfaction, as pointed out clearly by Aristotle in the epigraph of this chapter. 
The conditions of material life have been the focus of numerous studies and one of 
the main concerns of international development agencies since 1970. The most recent 
studies on happiness or life satisfaction support this position. 

Clearly, income is the most obvious measure of people’s economic capacity to 
satisfy their needs. However, even after income is accounted for, having access to spe-
cific goods and services contributes independently to life satisfaction. This could be the 
result of fluctuating income and the fact that some individuals lack access to credit 
or other financial assistance to satisfy their needs when their income is temporarily 
reduced, or because certain goods hold a value for people that surpasses their purchase 
price (or, more specifically, that such goods can surpass the satisfaction value that can be 
derived from other similarly priced goods). 

From the Gallup World Polls, it has been observed that currently the life satis-
faction levels of many people in Latin America are limited by their inability to cover their 
basic needs in regard to food or housing (occasionally or permanently). Some countries 
have reported alarming figures: 64 percent of those polled in Haiti declared that on 
some occasion in the preceding 12 months they lacked sufficient funds to buy food (see 
Figure 4.2). In El Salvador, 27 percent of respondents reported that in the preceding 12 
months they had gone through periods in which they could not afford to pay for their 
homes. Food deprivation rates in various Latin American countries are abnormally high 
based on the income levels per capita in the region. 

However, those goods traditionally considered essential (beyond individual in-
come) are not the only ones that can affect life satisfaction. The statistical analyses 
summarized in Table 4.1 indicate that life satisfaction for the average Latin American 

6 This variable was introduced in Chapter 2, so no additional explanation of it is offered here.
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currently depends on having access 
to telephone service (fixed or mobile) 
and possessing a variety of durable as-
sets, including a television, computer, 
automobile, washing machine, refrig-
erator, and DVD player. It is impossible 
to obtain precise estimates as to which 
of these durable goods are the most 
essential, although it is clear that the 
more of these assets inviduals have, 
the greater level of satisfaction they 
assert. (Table 4.2 shows the posses-
sion rates for the services and goods 
mentioned in this analysis and the syn-
thetic index constructed to summarize 
them.) 

Based on the impact of indi-
vidual aspirations and comparisons of 
people regarding the satisfaction de-
rived from consumption (see Chapter 
3), it could be presumed that life sat-
isfaction depends not only on, or not 

greatly on, one’s own possessions, but rather more on the goods possessed by those 
around one. Based on data from the Gallup World Polls, there is no evidence to support 
this hypothesis. Nevertheless, Chapters 6 and 8 include analyses of the diverse aspects of 
the effect of the conditions of others on life satisfaction in certain realms. For example, 
in Santiago, Chile, spatial segregation has an impact on the poor population’s ambitions 
and levels of satisfaction with education: the most segregated have decreased ambi-
tions and do not demand that education for their children meet the same standards 
as those who live near families with higher education levels. In La Paz, Bolivia, homes 
located where there is a greater concentration of indigenous people have lower values, 
probably because this factor reduces the satisfaction that nonindigenous people have 
with their dwellings and neighborhoods.

How Much Are Certain Sources of Satisfaction Worth? 

An interesting digression is to recall previously discussed results in regard to “valuing” 
those personal capacities, interpersonal conditions, or goods that contribute to life sat-
isfaction—for example, the value of friendship. Perhaps it is crass and ill-mannered to 
ask how much friendship is worth in monetary or other material terms, since the satis-
faction derived from having friends is a value on its own. It is not necessary for friend-
ships to generate material benefits or to be considered good business in order for them 
to be important in the lives of many people. Nevertheless, because of the satisfaction it 
offers, it is possible to compare friendship with income, which also produces satisfaction 
(directly or indirectly). In view of this, a typical (or “median” in the statistical sense) Latin 
American woman ”values” her friendships at 6.6 times her income (see Figure 4.3). 

Pe
rc

e
n

ta
g

e
 o

f s
u

rv
e

ye
d

 in
d

iv
id

u
a

ls

Latin American countries

Source: Authors’ calculations based on Gallup (2007) and  
World Bank (2007).
Note: Percentage of surveyed individuals refers to those who 
declared encountering some type of economic restriction in 
buying food for their families at some point in the preceding 12 
months.
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Now consider this result 
from a different angle. This median 
woman receives an income equiv-
alent to US$163 per month and in 
all other aspects of her life, she is a 
typical person: she is 30 years old, 
lives in a city, has a secondary edu-
cation, is married (her spouse has 
more or less the same income), has 
no children, considers her friends 
and religion important factors in 
her life, and lives in a modest home 
with all the basic services and an 
amount of household goods similar 
to that of other married women. 
She is in good health and does not 
suffer any serious economic limita-
tions on her ability to pay for her 
housing or food.7 If this woman lost 
her friendships, her life satisfaction 
level would crash, to a point at 
which if someone wanted to com-
pensate her monetarily for this loss 
and make her feel the same level of 
life satisfaction again, that person would have to increase her income to US$1,246 per 
month. At that level, she would have the same probability of declaring the same level 
of life satisfaction as before.8 This, of course, is a completely hypothetical exercise, but 
it reliably demonstrates that life satisfaction involves more fundamental factors than 
income.

This same method of appraisal is appropriate for other variables that have an 
impact on life satisfaction.9 Health problems can also have a very large effect on satis-
faction. If the health status of the “average” Latin American woman described herein 
were to deteriorate to the point that 25 percent of the overall population was in worse 
health, her income would have to increase to US$581 per month for her to report an 
equivalent level of life satisfaction. In other words, her good health status is worth 
US$418 per month (the difference between US$581 and her actual income). Figure 
4.3 illustrates the valuation of other hypothetical life changes in this Latin American 

Figure 4.3  Amount of Income Needed to Maintain 
Individual's Initial Level of Satisfaction When Faced 
with Change
(U.S. dollars)
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Source: Authors’ calculations based on Gallup (2007).
Note:  Individual depicted in this figure is a married 30-year-old Mexi-
can woman with no children and secondary education, employed, 
with friends and religious beliefs, who lives in a modest house with all 
public utilities. Each bar represents the income this woman would 
need to receive in order to keep her level of life satisfaction constant 
given the occurrence of the event described in the label at the left of 
the bar.     
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7 As attentive readers will have detected, these are all the significant variables that help explain life satisfaction 
for Latin Americans.
8 On a scale of 0 to 10, we have supposed that this woman’s level of life satisfaction was originally rated a 6, the 
most probable level given her personal conditions. Conceptually, the calculation is very simple: it considers the 
income level required to equal the probability of reaching the same level of life satisfaction after another explana-
tory variable (in this case the dummy variable that says she has friends that she can rely on) is changed. 
9 Note that the valuations herein measure the willingness to pay, not the ability to pay. In fact, several of these 
appraisals surpass the individuals’ incomes and consequently are more than they would be able to pay. However, 
as a result of the attenuation bias (resulting from the measurement error) in the income coefficient, the valuations 
may be biased upwards.
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woman’s life, such as facing divorce and losing her religious beliefs, her durable assets, 
or her job. It is important to remember that because one’s assets and occupation are 
important factors in life satisfaction, in addition to income, this implies that their values 
surpass their effect directly related to income.10 If this hypothetical woman were to 
lose her job, her income would have to increase to US$264 per month, a level almost 
US$100 over her current income, for her to report an equivalent level of life satisfaction, 
because her job is not only a source of income, but possibly a valuable source of inter-
personal relationships and personal achievements. Similarly, if this hypothetical woman, 
a secondary school graduate, completed university studies, she could feel equally sat-
isfied with life with a lesser income. Nevertheless, in this case it is important to bear in 
mind that this hypothetical exercise does not consider the possible effects of additional 
education on income and consumption aspirations. As discussed in Chapter 3, shifts in 
aspirations can have a considerable impact on satisfaction.11 

Life Satisfaction as a Synthesis of Different Life Dimensions

The previous section explored the relationship between life satisfaction and the diverse 
individual characteristics and conditions that can be observed externally or that respon-
dents can presumably report with some objectivity. It is important to emphasize the 
word “some,” because an individual can only judge, for example, whether he or she is 
experiencing pain or anguish, and whether its intensity is moderate or not (these are 
some of the health questions that form part of the EQ-5D survey mentioned previously), 
both of which imply subjective judgments, as well as to use personal judgment to decide 
whether friendships or religion are important.

In this section, an opposing approach is adopted; instead of trying to explain 
life as a function of variables that are—to a certain point—objective, the approach here 
is to determine the importance that subjective appreciations of different aspects of 
individuals’ lives have on life satisfaction. This assumes that when people evaluate their 
lives in responding to the “ladder” question, they implicitly assign a certain importance 
to each aspect of their lives. It is not necessary to ask the respondents directly how 
much importance they attribute to each dimension; it is sufficient to evaluate the corre-
lation (quantified in Table 4.3) between the answers to the “ladder” question and those 
regarding satisfaction with different realms. (According to some surveys that request 
explicit answers regarding the importance of the different realms, there is ample 
agreement between the two methods.) 

Table 4.3 indicates that Latin Americans assign the greatest importance to sat-
isfaction with their standard of living, more specifically, everything they can buy or do 
with their income. After this, the important factors are friendship, job and health satis-
faction, and finally, satisfaction with their homes. (For those who are unemployed, job 
satisfaction is obviously not relevant, but the others are ranked similarly.) It is important 

10 If the price paid for some good corresponds to the equivalent satisfaction of the same amount spent on other 
things, then the good would not appear as an additional source of satisfaction in the regressions presented in 
Table 4.1, as the entire effect would be captured by income. For a technical discussion, see van Praag and Ferrer-
i-Carbonell (2007), Chapter 11.
11 Here, comparison effects with the reference groups have not been considered because of the limitations im-
posed by group sizes in the estimations (see Chapter 3).
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to bear in mind that these are the topics of personal life covered in the Gallup World 
Polls.12 Other private domains include satisfaction with individual autonomy and the 
importance of religion in one’s personal life, but these two fields do not seem to have 
much weight for Latin Americans in evaluating their personal happiness. It is possible 
that other personal domains exist in which being or not being satisfied affects overall 
life satisfaction. 

In contrast with the importance of the personal life aspects, most social or col-
lective dimensions do not seem to have significant weight in the subjective appraisals 
of well-being. For example, no association has been found between satisfaction with a 
country’s economic situation, its health system, or its job creation policies and the resi-
dents’ evaluation of life. Moreover, in the cases of satisfaction levels with the education 
system and city of residence, there is an inverse association with levels of well-being, 
possibly because as people satisfy their personal needs, they begin to worry about what 
surrounds them and their society and therefore become more critical about the defi-
ciencies of certain policies (this assumes that in reality, the inverse association reflects a 
causality in the opposite direction—in other words, from life satisfaction to satisfaction 
with these public domains). 

Perhaps what is stated above is not surprising, as it is to be expected that the 
appreciation each person has for his or her own life reflects, above all, his or her valu-
ation of his or her personal conditions and interpersonal relations, more than a valu-
ation of the environment where he or she lives. This is a significant conclusion that 
reveals that there are few individual motivations to influence public policies if they have 
no direct effect on personal conditions. 

The relative importance that people of other regions assign to various private 
domains is similar to that which Latin Americans assign to those domains. Also, the con-
clusion that people attach little significance to public aspects in the valuation of their 
own lives is valid worldwide. In this sense, the only difference is that elsewhere in the 
world the level of satisfaction with the national economy seems to have a significant, 
although modest, importance (statistically) in the appreciation of life.

Where more profound differences can be noted is among Latin Americans who 
earn above and those who earn below the average income for the region (US$157 in 
monthly income per capita per household in terms of purchasing power parity).13 When 
these two groups of workers are compared, it is clear that, in regard to private aspects 
of life, the wealthier groups consider health and job satisfaction more important than 
those with less income, for whom well-being depends solely on their satisfaction with 
their living standards and friendships. This difference suggests that in the case of the 
most affluent people, perhaps satisfactory employment supplies some of the needs oth-
erwise supplied by interpersonal relations, whereas for those with less resources, friend-
ships provide part of the economic security and protection mechanisms that employment 
provides for others. 

12 Actually, friendship is not a domain that can be judged in terms of satisfaction, but rather in terms of impor-
tance. This is equally true of religion. 
13 Here, this way of partitioning the sample is preferred to dividing the population based on the poverty lines 
discussed in the previous chapter, to maintain more-balanced samples between the two groups, which facilitates 
the estimations.
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In reference to the collective aspects of life, Latin Americans above the midpoint 
in terms of income level also function distinctly from those below. The inverse relation 
between life satisfaction and satisfaction with one’s city of residence holds only among 
the poorest segment of the population, and the inverse relation between life satis-
faction and satisfaction with the education system arises only among the wealthiest. 
The interpretation given herein to such inverse associations suggests that the poorest 
tend to be conscious of deficiencies of the cities in which they live in direct relation to 
the level to which they have met their personal needs, while for the wealthiest, some-
thing similar occurs, but in relation to the education system.

A brief additional explanation with regard to the method employed in arriving 
at these conclusions may be useful for the more technically inclined reader. When cor-
relation is sought between levels of life satisfaction and each of its domains, without 
consideration of the personality traits of individuals, many domains appear important. 
Clearly, this is because individuals’ personality traits are reflected in their opinions on all 
aspects of life. Consequently, the estimations isolate this influence. If information were 
available for all domains, the estimations should simply try to explain life satisfaction as 
a function of satisfaction with all domains and the variable that captures the personality 
traits, without including objective variables in the regression. Nevertheless, when infor-
mation is lacking in some domains, there are debates over methods for capturing this 
information adequately to avoid biasing the other results. In the results documented 
in this chapter, consideration has been given to other variables for which there is some 
subjective information regarding overlooked domains (friendships, religion, security). It 
could be argued that one must also consider objective variables related to disregarded 
domains—for example, education variables, given that there is no information on peo-
ple’s satisfaction with their own education. The problem is that the education variables 
can be correlated with many other things that are included (such as living standard sat-
isfaction). In any case, the coefficients obtained for the domains with information are 
stable in terms of these options.14

The subsequent chapters explore some fundamental dimensions of the lives 
of individuals: health, education, employment, and housing situation and urban envi-
ronment (as much in their physical dimensions as in terms of security). Throughout this 
chapter, it has been clear that subjective quality of life is associated with these dimen-
sions, whether objective indicators are considered or an attempt is made to evaluate the 
weight that individuals subjectively assign to their satisfaction level with these domains. 
Nevertheless, the dimensions that are examined in the chapters that make up the 
remainder of the volume have not been selected because they are the most important 
for quality of life. In fact, it could be argued that friendships or religious beliefs have a 
more powerful influence on the subjective welfare of many people than the dimensions 
chosen for study here. However, these are not areas in which the government is able to, 
or should, intervene; rather they belong to a personal realm that should remain out of 
the public arena. On the other hand, health, education, employment, housing, urban 
infrastructure, and personal security are amenable to government intervention. These 

14 For a detailed technical discussion, please see van Praag and Ferrer-i-Carbonell (2007), Chapter 4.
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are central areas for public policy, because what national and local governments do or 
do not do in these areas can affect quality of life. 

Nevertheless, this does not mean that the objective of public policies in these 
or other areas should be to maximize satisfaction with life in general or with specific 
life domains. The final chapter of this volume revisits this discussion and underscores 
the possible conflicts between individual happiness and collective welfare. Clearly, 
public policies have a role to fulfill. Understanding people’s opinions can contribute to 
improving the public debate, as well as to optimizing the design and implementation 
of public policies, but generating more positive opinions cannot be the determining 
criterion in making public decisions.
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Getting a Pulse 
on Health Quality

With health, everything is a source of pleasure; 

without it, nothing else, whatever it may be, 

is enjoyable.—Arthur Schopenhauer

The health of people in Latin America and the Caribbean has improved ​
tremendously over the last 50 years along most dimensions and for almost every defin-
able class or group, yet surveys show that people are sometimes dissatisfied with their 
health and chances for leading healthy lives. This chapter describes how objective health 
measures have evolved over time, explores how popular perceptions sometimes reflect 
and sometimes diverge from these objective measures, and considers the implications of 
these findings for public health policies.

No effort to understand personal and social well-being can ignore health. It 
strongly influences people’s chances for happiness, improves their ability to participate 
in social and economic life, and affects the way they experience their lives. Neverthe-
less, health is not an isolated feature of life. Health is, itself, strongly influenced by other 
aspects of a person’s social and physical environment—education, employment status, 
social networks, safe water, and sanitation, to name just a few.

Health gains in Latin America and the Caribbean (hereafter “Latin America”) 
over the last century are unprecedented in the region’s history. People are living 10 years 
longer today than they were in 1960. Consider, for example, that average life expectancy 
for children born in Bolivia today is 64 years, which is higher than average life expec-
tancy was in the United States in 1940 (62 years), when the United States already had a 
much higher level of income.

While these gains should be recognized and celebrated, large differences in 
health status that have persisted or increased over this same time frame cannot be ne-
glected. In addition, personal access to the kinds of health care services and environ-
mental conditions that are conducive to maintaining good health are not universally 
enjoyed. Complicating this picture further, medical technology is continually expand-
ing the range of adverse health conditions that can be prevented or cured, while the 
population’s epidemiological profile—the kinds of diseases commonly experienced—

5
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continues to shift away from a preponderance of infectious diseases toward noncom-
municable and chronic illness. 

Because of all these factors, the way people in Latin America perceive their 
health and chances of living a healthy life is not a direct reflection of objective measures 
of health and access to services. People in the region are generally satisfied with their 
health, but this varies across countries in ways that are weakly related to health status, 
health care systems, and income, suggesting that cultural factors play a significant role. 
People appear to be more tolerant of ill health in some countries than in others, and 
within countries different socioeconomic groups experience health and health care ser-
vices differently.

Therefore, political efforts to mobilize support for changing public health poli-
cies must contend with at least two ways in which popular views diverge from objective 
indicators. In countries where individuals have a high tolerance for ill health or weak 
health care services, it may be difficult to mobilize support for improving health care 
systems. In countries where individuals have low tolerance for ill health and tend to view 
public health policies negatively, simply maintaining support for well-functioning health 
care programs may be difficult.

Healthier Than Ever

People in Latin America are healthier than ever, and this is true for almost every social 
group. Unlike in other aspects of development, such as education and economic growth, 
Latin America has done quite well in terms of health outcomes. Today, the region has the 
greatest longevity and lowest child mortality rates among all developing regions (see 
Figures 5.1 and 5.2).

Life expectancy around the world has increased more rapidly in the last 50 years 
than ever, and Latin America has been at the forefront of this trend. The average country 
in Latin America had a life expectancy of only 56.2 years in 1960, yet by 2005 this aver-
age had increased to 72.7 years (see Table 5.1). This average, however, masks important 
differences across the region. Haitians born today can expect to live 17 years longer than 
those born in 1960, yet their life expectancy is still only 59.8 years. At the other extreme, 
citizens of Chile and Costa Rica have life expectancies above 78 years, representing gains 
of 20.9 and 16.6 years, respectively. Eight countries experienced gains in life expectancy 
of more than 20 years over this period: Bolivia, Chile, Ecuador, El Salvador, Guatemala, 
Honduras, Nicaragua, and Peru. 

Life expectancy in the region appears to have improved in almost every social 
group; however, large differences remain, and in some cases, may have widened. For 
example, in 2000, life expectancy at birth was 71 years for the Brazilian population as 
a whole, but only 65.7 years for people of African descent (Borges Martins, 2004). In 
Honduras, life expectancy at birth for indigenous men was only 36 years compared to 65 
years for all men, and only 43 years for indigenous women compared to 70 years for all 
women (PAHO, 1998). In Mexico, the nonindigenous population has a life expectancy of 
74 years, about 5 years longer than that for the indigenous population (PAHO, 2002).

Historically, declines in infant and child mortality have been the main sources 
of rising life expectancy. In Latin America, infant mortality rates have declined fairly 
steadily from the end of the nineteenth century right into the present. The average child 
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mortality rate (deaths for those below 
five years of age) in Latin America was 
about 150 deaths per 1,000 children in 
1960—about one in every seventh child. 
By 2005, the average child mortality 
rate was only 28 per 1,000—less than 
one child out of 30 (see Table 5.2).

As with life expectancy, child 
mortality varies across regions and so-
cial groups. For example, in 1998, the 
mortality rate for children born alive 
in Ecuador to indigenous mothers was 
twice that for children of nonindige-
nous mothers (10.5 percent and 5.1 per-
cent, respectively) (Hall and Patrinos, 
2005). In 1997, indigenous Mexicans ex-
perienced a child mortality rate of 120 
per 1,000 live births, while the national 
average was only 59 per 1,000 live births 
(PAHO, 2002).

Declining Fertility Has Contributed to 
Better Health

Greater longevity and declining infant 
and child mortality are tied to a massive 
demographic shift, which has revolu-
tionized family structure, transformed 
economies, and altered perspectives 
on well-being. As mortality rates fell 
in the nineteenth and twentieth cen-
turies, populations started to grow. 
For a variety of reasons, fertility rates 
subsequently declined as well. Fertil-
ity rates in Latin America were among 
the world’s highest in 1960 at 5.9 births 
per woman, while today they are lower 
than the world average at 2.4 births per 
woman (ECLAC, 2004). Chile, Costa Rica, 
and Uruguay have the lowest fertility 
rates of about 2.0 births per woman, while Bolivia, Paraguay, Haiti, and Guatemala have 
the highest (3.7, 3.7, 3.8, and 4.3, respectively).

An important consequence of reduced fertility is improved maternal and child 
health. Short intervals between births deplete a mother’s nutritional reserves and in-
crease the risks of infant mortality and maternal complications (Merchant and Martorell, 
1988; Curtis, Diamond, and McDonald, 1993; Pebley and Stupp, 1987). In addition, with 
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Figure 5.1  Life Expectancy at Birth

Source: World Bank (2007).
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fewer children, parents are able to in-
vest more in the education and physical 
nourishment of each of their children. 
Furthermore, undesired pregnancies 
are related to low birth weight, pre-
term delivery, and less healthy mater-
nal behaviors—such as late seeking 
of prenatal care, smoking and alcohol 
consumption during pregnancy, and 
lower propensity to breast-feed (Egg-
leston, Tsui, and Kotelchuck, 2001; Pul-
ley et al., 2002; Joyce, Kaestner, and 
Korenman, 2000). For these interre-
lated reasons, the trend toward lower 
fertility rates has made important 
contributions to the overall decline in 
mortality and morbidity.

Longer Lives Are Also Healthier 
Lives

Greater longevity is a broad measure of 
a population’s health, but a longer life 
could be miserable if it is an unhealthy 
one. Fortunately, increasing life expec-
tancy has been accompanied by large 
declines in morbidity as well. One of 
the best summary measures available 
for this improvement in health is the 
rising average height of the adult pop-
ulation. 

After genetic differences are 
adjusted for, environmental conditions 

explain a considerable proportion of the difference in body size between populations. 
Nourishment, in particular, is strongly associated with growing taller, particularly in sen-
sitive periods—prenatal, neonatal, early childhood, and adolescence (Eveleth and Tan-
ner, 1976). Other inputs consumed by individuals, such as shelter and clothing, contribute 
to an individual’s physical growth. Protection from illness increases the probability that 
individuals will fully achieve their potential for such growth as well. 

In fact, children who are raised in optimal conditions show similar growth rates 
regardless of their race or location. Growth curves for children under 24 months of age 
are nearly overlapping in some countries, with children in India and Brazil reaching the 
same height for age as children in Norway and the United States. These similarities per-
sist in children up to five years of age, and are so close across countries that it has led 
the World Health Organization (WHO) to establish a single global standard for assess-
ing a child’s health with height-for-age measurements. Thus, nutrition, health care, and 

Table 5.1  Life Expectancy at Birth by 
Country, 1960–2005 
(years)

			   Difference 
Country	 1960	 2005	 2005–1960

Haiti	 42.4	 59.8	 17.4
Bolivia	 42.8	 64.8	 22.0
Guyana	 56.3	 65.6	 9.3
Trinidad and	 63.7	 69.4	 5.7 
   Tobago
Honduras	 46.7	 69.6	 22.9
Guatemala	 45.9	 69.7	 23.8
Suriname	 59.8	 69.8	 10.0
Peru	 48.0	 70.8	 22.8
Jamaica	 64.4	 70.9	 6.5
El Salvador	 50.8	 71.3	 20.5
Paraguay	 63.9	 71.4	 7.5
Belize	 61.7	 71.8	 10.1
Brazil	 54.8	 71.8	 17.0
Dominican	 52.1	 71.8	 19.7 
   Republic
Nicaragua	 47.3	 72.1	 24.8
Bahamas	 63.3	 72.4	 9.1
Colombia	 56.8	 72.4	 15.6
Venezuela	 59.8	 74.2	 14.4
Mexico	 57.3	 74.4	 17.1
Ecuador	 53.4	 74.7	 21.3
Argentina	 65.2	 74.8	 9.6
Panama	 60.9	 75.2	 14.3
Uruguay	 68.0	 75.6	 7.6
Barbados	 64.5	 76.5	 12.0
Cuba	 64.2	 77.8	 13.6
Chile	 57.3	 78.2	 20.9
Costa Rica	 61.9	 78.5	 16.6

Average	 56.2	 72.7	 16.5

Source: World Bank (2008).
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environmental conditions appear to 
be more important for determining 
average growth patterns in a popula-
tion than genetics or ethnicity (WHO 
Multicenter Growth Reference Study 
Group, 2006).

A population’s average adult 
height is a good measure for sum-
marizing health status. This average 
is correlated with other widely used 
measures of health status, such as life 
expectancy, is inversely associated 
with morbidity, and is associated with 
greater functionality (see Box 5.1). In 
Brazil and Colombia, average popula-
tion height increased by more than 
0.5 centimeters per decade during the 
twentieth century (Ribero and Núñez, 
2000; Strauss and Thomas, 1998). De-
mographic and Health Surveys (DHS) 
in seven Latin American countries 
showed similar height gains of about 
0.5 centimeters per decade for wom-
en, with most height gains occurring 
between 1955 and 1970 (Piras and 
Savedoff, 1999). Evidence from specif-
ic populations sometimes shows even greater gains; for example, girls born in Pelotas, 
Brazil, in 1982, whose mothers measured between 152 and 160 centimeters, were on 
average about 5 centimeters taller than their mothers when they were measured at age 
19 (Gigante et al., 2006).

A Changing Disease Profile

As the population’s health has improved, the kinds of illnesses and conditions that it fac-
es—its “disease burden”—have changed as well. The disease burden is a more compre-
hensive measure of population health because it includes all forms of illness and injury, 
not just those that are fatal. The most common measure for estimating the disease bur-
den is the disability-adjusted life year (DALY), which measures how many years of “good 
health” are lost to each disease or condition and sums them across the population.

Using this measure of the disease burden, the major causes of death and dis-
ability in Latin America in 1950 were infectious and communicable diseases, while today 
the most common threats to good health are from noncommunicable conditions such as 
diabetes, heart disease, and cancers. By 2005, vaccine-preventable diseases were no lon-
ger among the top 10 leading causes of child deaths in the region, remaining significant 
only in Central America, Haiti, and the Dominican Republic (PAHO, 2007). Between 1970 
and 2000, the disease burden fell in all major categories; the burden of communicable 

Table 5.2  Child Mortality Rates by 
Country, 1960–2005 
(deaths per 1,000 live births)

			   Difference 
Country	 1960	 2005	 2005–1960

Cuba	 54	 7	 –47
Chile	 155	 10	 –145
Costa Rica	 123	 12	 –111
Uruguay	 61	 13	 –48
Argentina	 73	 16	 –57
Brazil	 176	 21	 –155
Colombia	 122	 21	 –101
Venezuela	 79	 21	 –58
Paraguay	 94	 23	 –71
Panama	 88	 24	 –64
Ecuador	 178	 25	 –153
El Salvador	 191	 27	 –164
Peru	 239	 27	 –212
Honduras	 204	 29	 –175
Jamaica	 75	 31	 –44
Mexico	 133	 36	 –97
Nicaragua	 193	 37	 –156
Guatemala	 202	 43	 –159
Bolivia	 255	 65	 –190
Haiti	 247	 84	 –163

Average	 154	 28	 –126

Source: World Bank (2008).
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diseases fell by half, while that for non-
communicable conditions fell by about 6 
percent (see Figure 5.3). Between 1990 
and 2002, it appears that the share of 
deaths due to communicable illnesses 
fell from 42 percent to about 18 percent, 
while the share due to noncommunica-
ble causes rose from about 43 percent to 
about 67 percent. The share attributed 
to injuries remained roughly the same at 
15 percent (Bulatao and Stephens, 1992; 
WHO, 2004). 

This epidemiological shift to 
noncommunicable diseases changes the 
kinds of health care services needed by 
the population. While age, sex, and ge-
netic predisposition contribute to the 
burden of noncommunicable disease, 
many risk factors for these diseases can 
be reduced. Such risks include behav-
ioral factors (e.g., diet, physical activity, 

Figure 5.3  The Changing Burden of Disease: 
Deaths by Cause, 1970–2000
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Sources: Bulatao and Stephens (1992) and WHO (2004).
Note: Deaths classified by causes due to infectious diseases, 
maternal and perinatal conditions, noncommunicable di-
seases, and injuries and other causes, using WHO's system of 
international classifications.
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Box 5.1  Adult Height as a Measure of Health

Many studies have found height to be correlated positively with life 
expectancy, such as the studies of Komlos and Baten (1998) for developed 
economies.

Taller individuals also appear to suffer less from contagious and chronic 
diseases. For example, Waaler (1984) shows mortality risk is lower for taller Norwe-
gian men. Men who are 162.5 centimeters tall are twice as likely to die in any given 
year as those who are 20 centimeters taller. Fogel (1994) also demonstrates that ill 
health is inversely related to height among U.S. men.

There is also indirect evidence that height is a good measure of physical 
and mental functioning from its relationship with worker productivity and earnings. 
In Brazil, after education is controlled for, a 1 percent increase in stature is associ-
ated with a 4 percent increase in wages (Strauss and Thomas, 1998). In data from 
Colombia’s urban areas, the relationship is even stronger: a 1 percent increase in 
stature is associated with a 7 to 8 percent increase in wages (Ribero and Núñez, 
2000).

Sources: Komlos and Baten (1998), Waaler (1984), Fogel (1994), Strauss and Thomas (1998), and 
Ribero and Núñez (2000).
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1 This ranking applies to a group that includes all of the IDB’s borrowing member countries with the exception of Bo-
livia, Ecuador, Guatemala, Haiti, Nicaragua, and Peru. These latter countries face larger health risks from malnour-
ishment, unsafe sex, and unsafe water. This is a reminder that each country’s specific profile should be addressed 
when setting priorities, rather than relying on broad group averages.

smoking); biological factors (e.g., hypertension, obesity); environmental factors (e.g., 
exposure to toxins); and social factors (e.g., workplace stress). For most of the region’s 
countries,1 the three highest risk factors, measured by their contribution to the loss of 
disability-adjusted life years, are alcohol (6.2 percent), high blood pressure (5.0 per-
cent), and tobacco use (4.0 percent) (WHO, 2002). Fortunately, a number of very effec-
tive interventions are available to address these risks (see Box 5.2).

While these trends in risk factors for noncommunicable disease are worrisome, 
it is important to remember that, on the whole, the burden of most of these diseases 
has actually declined. The mortality rate among adults in Latin America in 2000 was 173 
per 1,000—about 35 percent lower than in 1960 (see Table 5.3). The concern with non-
communicable illness is due largely to the latter’s rising share within the overall disease 
burden. However, for particular conditions—notably tobacco-related cancers, diabetes, 
and cardiovascular disease—even the mortality rates are rising.

In sum, people in Latin America are now healthier than ever. Overall, they are 
leading longer lives with fewer risks of contracting the infectious diseases that were 
leading causes of mortality in the last century. Yet, these very successes mean that 
people are living long enough to succumb to noncommunicable diseases and chronic 
conditions, including strokes, diabetes, and cancers. Moreover, alcohol abuse, tobacco, 
hypertension, and obesity have become pervasive, leading to heart disease, diabetes, 
and cancers among poor and rich alike (see Box 5.3). Nevertheless, vaccine-preventable 
illnesses and other infectious diseases, malnutrition, and disability associated with re-
productive health continue to be serious problems among the region’s poor popula-
tions, indigenous groups, and people of African descent. 

Many Factors Have Contributed to Improved Health

While rising agricultural productivity and improved nutrition contributed to health 
gains in the nineteenth and early twentieth centuries, evidence suggests that these have 
not been the major contributors to longevity in the last 50 years. For example, among 
countries with the lowest caloric intake, life expectancy at birth rose by almost eight 
years above the gain that could have been expected from nutrition alone (Soares, 2007). 
Rising income and material wealth have also played a role in improving health, but their 
contribution, too, is relatively modest (Palloni and Hill, 1997). 

The story of why health has improved is difficult to tell, because so many so-
cial factors have played a role and changed over the same period. Increased female la-
bor force participation, women’s empowerment, and reductions in fertility over recent 
decades have all contributed to improvements in health. Urbanization was possible, 
in part, because of investments in infrastructure to preserve health, but urbanization 
also accelerated the dissemination of improved hygiene, nutrition, and shelter. More 
widespread education promoted women’s autonomy, with positive effects on political 
and economic participation, reproductive health, and children’s growth. Education also 
helped disseminate knowledge of how disease can be spread through microbes and an 
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Box 5.2  Effective Ways to Reduce Noncommunicable 
Disease

Chronic and noncommunicable diseases are increasing as a share of 
the overall disease burden in Latin America. Some of these conditions are expen-
sive and difficult to address, but cost-effective approaches are available for others. 
While many of these approaches involve improvements in health care services, oth-
ers involve public policies outside the health sector.

Alcohol abuse in the region contributes to an estimated 3 percent of all  
DALYs lost through intentional and unintentional injuries; neuropsychiatric disor-
ders represent another 3 percent; and an additional 2 percent comes from car-
diovascular and other noncommunicable diseases. As much as one-half of the 
89,000 annual road traffic fatalities may be attributable to alcohol abuse alone. 
Among the most cost-effective interventions are raising excise taxes by 50 percent, 
reducing hours of sale at retail establishments, and comprehensive bans on ad-
vertising. One study estimates that the total cost to the region of these three pro-
grams would be fairly modest: US$110 million, US$85.2 million, and US$76.7 million, 
respectively (Rehm et al., 2006).

Tobacco use significantly increases the risk of death and disability from a 
wide range of cardiovascular diseases and cancers, and is responsible for about 
260,000 deaths in Latin America each year. Among those who were smoking in 
2000, tobacco will cause premature deaths for 40 million, reducing each lifetime 
by an average of 20 to 25 years. A number of cost-effective policies could sig-
nificantly reduce this loss of life, including bans on advertising, raising cigarette 
taxes, and providing counseling and assistance in quitting. For example, the pro-
jected 40 million premature deaths could be reduced by an estimated 2.3 to 6.7 
million if countries were to introduce a 30 percent increase in cigarette taxes (Jha 
et al., 2006).

High blood pressure is the leading risk for developing cardiovascular dis-
eases, including strokes, infarctions, and hypertensive illness. Heart disease and 
strokes account for about 500,000 deaths each year in Latin America. High blood 
pressure, considered the leading risk, as well as high cholesterol levels and obe-
sity contribute to this disease burden. Promising approaches to reducing blood 
pressure include community and personal interventions to encourage changes 
in diet and physical activity, as well as medications such as beta blockers and 
aspirin. Some studies, such as Wald and Law (2003), suggest that cardiovascular 
risk from hypertension could be reduced by as much as 50 percent through treat-
ments that include aspirin and statins. 

 
Sources: Rehm et al. (2006), Jha et al. (2006), Wald and Law (2003), and Savedoff (2007).
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understanding of what conditions modern medicine can prevent and treat. In places 
where social safety nets have been introduced and become effective, they have helped 
workers to survive unemployment, families to weather economic hardship, and elderly 
people to avoid impoverishment.

Broader social characteristics, most notably socioeconomic inequalities, have also 
been shown to affect population health through a variety of channels. Socioeconomic 
inequalities influence the distribution of power in a society and, consequently, influ-
ence the distribution of resources. They also influence social norms, behavioral patterns, 
and stress in ways that contribute to health inequities (Marmot and Wilkinson, 2006). 
While these inequalities are likely to be significant factors in explaining health inequi-
ties in Latin America, there has been no major reduction in socioeconomic inequalities 
across the region that could account for the health gains experienced across the entire 
population.

While environmental and social changes are significant factors in health improve-
ments, health care services also need to be recognized—both for their past role and for 
their increasing importance. In Latin America, public investments in sanitation, vaccina-
tion, education, and combating disease vectors made significant inroads against vaccine-
preventable illnesses, like measles and tetanus (see Box 5.4); respiratory illnesses, like 
pneumonia, bronchitis, and influenza; and other widespread diseases, like malaria (Pal-
loni and Hill, 1997; Palloni and Wyrick, 1981). The availability of new medications has 
reduced the number of infections and deaths attributable to tuberculosis and respiratory 
infections. New treatments, such as organ transplants, chemotherapy, and angioplasty 
have reduced deaths from conditions which were invariably fatal 50 years ago.

More Access to Health Care Than Ever 

The increasing access to health care services is remarkable when contrasted with the 
pace at which the demand for such services has grown. The region’s population has 
increased threefold over the last 50 years, from about 180 million to 569 million today, 
and the physical resources available to provide health care have expanded even more 
rapidly. Between the censuses of 1960 and 2000, the ratio of doctors per 1,000 people 
increased from an average of 0.33 to 0.90 in five Latin American countries. The number 

Table 5.3  Age-Specific Mortality Rates, World Regions
	 Mortality rate, infant	 Mortality rate, under-5 	 Mortality rate, adult  
	 (per 1,000 live births)	 (per 1,000 live births)	 (per 1,000 adults)

Regions	 1960	 2000	 1960	 2000	 1960	 2000

Europe and Central Asia	 45	 16	 56	 20	 160	 165
East Asia and the Pacific	 130	 30	 195	 39	 560	 150
Latin America  	 97	 27	 149	 33	 269	 173
Middle East and North Africa	 157	 41	 252	 50	 299	 165
North America	 26	 7	 30	 8	 177	 111
South Asia	 145	 70	 243	 96	 425	 228
Sub-Saharan Africa	 149	 102	 247	 165	 498	 492

Source: Soares (2007).
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of medical schools, hospitals, and health facilities has also grown dramatically through 
most of the region over the course of the last century. The expansion has continued 
in recent years. For example, between 1990 and 2005, the number of hospital beds in 
Mexico’s public sector alone increased from 63,122 to 78,643 (SSS, 2008). Since 1995, the 
share of the Costa Rican population living farther than 25 kilometers from a hospital has 
declined from 30 percent to 22 percent (Rosero-Bixby, 2004).

Box 5.3  The Puzzle of Rising Obesity and Persistent 
Stunting

Malnourishment has always been an important factor in Latin America’s 
disease burden. Stunting persists as a serious problem, with about 16 percent of 
children in the region suffering from some degree of malnutrition, mostly among 
poor and socially excluded populations. For example, in Guatemala in 2000, the 
prevalence of stunting among nonindigenous children was high (33 percent); how-
ever, indigenous children had a rate almost twice that (60 percent) (Marini and 
Gragnolati, 2003). 

With rising income in most of the region, malnourishment and stunting 
have declined, only to be replaced by a growing share of people who are over-
weight, and therefore at risk for a variety of noncommunicable illnesses, including 
diabetes and cardiovascular disease. In fact, abdominal obesity appears to be 
more strongly associated with heart attack risk in Latin America than in other parts 
of the world (Smith, 2007). 

Obesity has spread quite rapidly; for example, in Chile in the 1950s, some 
70 percent of children less than six years old suffered some degree of malnutrition, 
while today fewer than 2 percent are malnourished. Over the same period, how-
ever, the share of overweight adults has increased dramatically: today more than 
half of Chilean adults are considered overweight (i.e., a body mass index higher 
than 25 kilograms per square meter) (Uauy, Albala, and Kain, 2001). 

In most countries, the share of adults who were overweight in the early 
1980s was below 20 percent; today the share is close to or above 50 percent ow-
ing to a combination of social and economic changes that have led people to 
increase their consumption of energy-dense foods at the same time as they have 
reduced their physical activity. For example, in Mexico, fat as a share of total en-
ergy intake increased from 24 percent to 30 percent between 1988 and 1999. Be-
tween 1984 and 1998, household purchases of fruits and vegetables declined by 
29 percent, while soft drink purchases increased by 37 percent. As a result, the 
share of overweight Mexicans rose from 28 percent in 1987 to 55 percent in 1999 
and reached 70 percent in 2005. Today, about 41 percent of Mexicans are over-
weight and 29 percent are considered obese (i.e., a body mass index higher than 
30 kilograms per square meter) (Rivera et al., 2004). 

Sources: Smith (2007), Rivera et al. (2004), Marini and Gragnolati (2003), and Uauy, Albala, and 
Kain (2001).
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This rapid expansion of health care service resources does not necessarily mean 
that more services were available to everyone, since the increase could have been highly 
concentrated in major metropolitan regions. However, census data for five countries in 
the region—Brazil, Chile, Costa Rica, Ecuador, and Mexico—show that the opposite is 
the case. For example, in Brazil, of the 15 states for which there are comparable census 
data between 1960 and 2000, the number of doctors per person grew slowest in São 
Paulo and fastest in Rio Grande do Norte. By 2000, São Paulo still had the highest ratio 
of doctors to 1,000 people (1.58), about double the rate in 1960 (0.76), but the ratio in 
poorer rural states tripled or quadrupled (Savedoff, 2008). 

These increases are almost certainly associated with a surge in the number 
and quality of health care services provided to the population, because productivity 
has probably increased as well. Even though it is unclear whether the management of 
health care services has become more or less efficient, advances in medical technology 
have certainly increased the productivity of health care professionals. It is reasonable to 
believe that the rapid expansion of the health care workforce, above the rate of popula-
tion growth, reflects greater availability of health care services in most of the region. 

Box 5.4  Progress in Immunization 

Immunization programs are among 
the more remarkable successes of public 
health in the second half of the twentieth 
century (Levine and the What Works Work-
ing Group, 2006), having contributed 
to dramatic reductions in infectious dis-
eases around the world. In the Americas, 
these successes have included eradica-
tion of smallpox and polio, along with 
steep declines in the prevalence of diph-
theria, tetanus, and measles.

These successes are largely due 
to the increase in coverage of immuni-
zation programs. In 1970, fewer than 10 
percent of children in Latin America were 
vaccinated for DPT (diphtheria, pertussis, 
and tetanus), whereas in 2001, more than 
90 percent received this vaccine (see 
figure). 

Sources: de Quadros (2004) and WHO (2008).
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More People Have Financial Coverage

Access to health care services also appears to have increased when measured by enroll-
ment in public insurance. For example, Chile and Costa Rica have effectively reached 
universal health insurance enrollment. When those two countries created Social Secu-
rity Institutes, in 1924 and 1941, respectively, very few people were covered. Yet, today, 
almost everyone in those countries has health insurance coverage, whether through 
public insurance in Costa Rica, or through mandatory health insurance in Chile, where a 
little more than 80 percent are enrolled with public insurance and the remainder with 
private insurers. Other countries in the region have been less successful with this strat-
egy. For example, the Instituto Ecuatoriano de Seguridad Social (IESS, Ecuadorian Social 
Security Institute) covers only 20 percent of the Ecuadorian population, 70 years after 
its predecessor, the Instituto Nacional de Previsión (National Social Security Institute), 
began to offer medical services to its affiliates. 

Of course, social security is only one form of public financial support for the use 
of health care services. Many governments directly provide free or low-cost medical care 
in government facilities or subsidize services for particular populations through pay-
ments to providers. Some people also purchase private health insurance.

Although historical data are lacking, the low levels of financial coverage for 
health care services in the 1950s have almost certainly been surpassed in the region; 
nevertheless, the population share with financial coverage varies significantly across 
countries. In the 2007 Gallup World 
Poll, only 8.8 percent of Uruguayans 
responded that they would have to 
pay for hospitalization out of pocket, 
and more than 91 percent said they 
were financially covered, whether 
by public programs, private health 
insurance, or the social security sys-
tem. More than 80 percent of those 
polled in Brazil and Costa Rica also 
reported that they had some form of 
financial protection against hospital 
costs for an accident or illness, while 
by contrast, less than 30 percent of 
those in Bolivia, Ecuador, Honduras, 
Paraguay, and Peru felt that they had 
recourse to some form of financial 
coverage (see Figure 5.4).

Access to many health care 
services is also easier today than it 
was 50 years ago because costs have 
actually declined in real terms; this is 
the case, for example, with the real 
cost of childhood vaccines, aspirin, 
and off-patent antibiotics. The dra-

0 20 40 60 80 100 

Figure 5.4  “If you had to go to a hospital because 
of an accident or illness, who would take care of 
the cost of your assistance?” 
(percentage of respondents by country) 

Source: Authors' calculations using Gallup (2007).
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matic decline in the unit cost of anti-retrovirals in the last decade is only the latest ex-
ample of how prices for similar drugs usually decline over time, especially after patents 
expire. A literature review found no information specific to Latin America, but studies 
in the United States have also documented declines in the costs of certain treatments 
(Griliches and Cockburn, 1994; Cutler and McClellan, 2001).

Declining unit costs for health treatments seem to contradict the common per-
ception that health care is increasingly expensive; however, it is the newest and most 
expensive treatments that tend to be foremost in people’s minds. Technological advanc-
es in medicine affect health spending in two directions. For certain interventions, the 
same amount of health gain can be achieved at lower cost, particularly for treatments 
that become routine or for which patent protections expire. For other interventions, 
costs for treating a particular illness may be higher, but the increased cost is more than 
compensated for by the resulting increase in health—that is, the price for each unit of 
health gain, whether an additional year of life or reduced disability, is lowered. The net 
impact is greater access to effective health care as existing interventions become rela-
tively cheaper and new, more effective interventions become available.

More People Use Health Care Services

Utilization of health care services is a practical, but imperfect, measure of health care 
access. Although it has increased throughout the region, in most countries it remains 
inequitable. For example, in Peru the utilization of health care services ranges from 25 
percent for the poorest fifth of the population to 48 percent for the richest fifth (Val-
divia, 2002). The share of people in the richest income quintile seeking care when they 
are ill is about twice as high on average in Latin American countries as for the poorest in-
come quintile (Dachs et al., 2002). The exceptions are countries like Argentina and Chile, 
where the differences are relatively small. For example, in Chile, despite an income dif-
ference of 20 to 1 between the richest and poorest quintiles, the share of the popula-
tion that uses health care services differs modestly across income groups: between 8.8 
percent and 9.7 percent of each income group use preventive health care, and between 
2.8 percent and 3.7 percent utilize emergency care (Sapelli and Vial, 1998). 

Another indicator of access to health care services is the coverage of skilled birth 
attendance, which is high in the Latin American region relative to other developing 
regions. Based on United Nations data, in South Asia only 37 percent of births are at-
tended by a trained professional, compared to an average of 82 percent of births in Lat-
in America—rates that are closer to those of the East Asian and Pacific region. Thirteen 
out of 21 Latin American countries with comparable data since 2000 report that skilled 
personnel attend 90 percent or more of births (see Figure 5.5). 

In some countries, access to these services may be widespread and equitable. 
For example, despite its relatively low income, the Dominican Republic has a remark-
ably high rate of utilization of these services—over 90 percent for all income quintiles 
(Gwatkin et al., 2007). However, in many countries, skilled birth attendance is not wide-
spread or equitably distributed. Data from 2000 to 2003 for Bolivia, Guatemala, Haiti, 
and Peru show that fewer than half the pregnant women in the poorest quintile have 
professional birth attendance, despite rates of over 90 percent among pregnant women 
in the richest quintile. 
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Nevertheless, in recent 
years gains have been made. The 
coverage of skilled birth atten-
dance for women in the poorest 
quintiles rose from 61 percent to 
72 percent in Colombia between 
1995 and 2005, from 20 percent 
to 26 percent in Bolivia between 
1998 and 2003, from 89 percent 
to 94 percent in the Dominican 
Republic between 1996 and 
2002, and from 33 percent to 78 
percent in Nicaragua between 
1997 and 2001 (Gwatkin et al., 
2007).

In sum, environmental 
conditions and cultural factors 
have made enormous contribu-
tions to health gains in the re-
gion, but access to health care 
services has also played an im-
portant role. The region has 
been particularly successful at 

reducing the burden of vaccine-preventable illnesses, and has also made substantial 
progress in expanding the reach of critical health care services related to reproductive 
health. Whether the region’s health care systems will meet the growing challenges 
posed by noncommunicable diseases and chronic conditions remains to be seen.

Health Really Does Make Life Better

Objective measures of health and the factors that contribute to better health show 
enormous gains over the last 50 years. But do these gains mean that people are better 
off? While good health is desirable in and of itself, it also contributes substantially to 
an individual’s life chances and can play a direct role in overall life satisfaction.

In Latin America, health is the third most important factor contributing to life 
satisfaction—ranked below food security and having friends, but above employment, 
housing, and several other factors (see Chapter 4). Better physical health has been 
shown to be associated with greater life satisfaction in the United States, Latin Ameri-
ca, and Russia (Graham, 2008), and increased longevity represents a significant part of 
the welfare gains experienced during the twentieth century (Soares, 2007). 

Health affects well-being in many ways, but principally because some level of 
physical and mental functioning is necessary to engage in the individual and social ac-
tivities of which a life is made. Health is essential to an individual’s ability to live with 
autonomy, which is a universal prerequisite to well-being (Doyal and Gough, 1991). 
Healthy individuals have a wide range of capabilities that contribute substantively to 
their “positive freedoms” and consequently their chances of living a longer life with au-

0 2010 4030 6050 8070 10090

Figure 5.5  Percentage of Births Attended by Skilled 
Professionals in Selected Countries

Source: UN (2008a).
Note: Countries selected for inclusion in the figure are those for which 
the United Nations reports comparable data after 1999.
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tonomy, material comfort, and meaning. The importance of health for those capabili-
ites implies that social arrangements to ensure that individuals can become educated 
and have access to necessary medical care and healthy living conditions are an essential 
part of progress and development (Sen, 1999). 

Good health enhances a person’s ability to be productive and earn a living. 
Though income is certainly a factor that can improve and maintain health, the reverse 
has also been demonstrated. For example, agricultural workers are more productive 
when they have healthy iron levels in their blood; people in better health miss fewer 
days of work; and children’s cognitive abilities improve when they are well-nourished 
(Thomas and Frankenberg, 2002). Healthier people, as measured by height and body 
mass index, also tend to earn more in the labor market (Strauss and Thomas, 1998).

Reproductive health plays a unique role in affecting life satisfaction. Women 
declare greater happiness when they have the number of children that they desire.2 

Both men and women are happier with the birth of a first child, although women’s life 
satisfaction may decline with additional children (Kohler, Behrman, and Skytthe, 2005). 
It is known from many studies that autonomy, individual self-determination, and a 
sense of control in a person’s life all have positive influences on life satisfaction. To the 
extent that the number and timing of children have profound effects on an individual’s 
life, autonomy in making these choices fundamentally contributes to well-being.  

In sum, improved health and access to health care services in Latin America has 
improved life in many ways. First and foremost, increased longevity and lower rates of 
morbidity represent direct improvements in well-being. Secondly, improved health has 
probably increased the population’s ability to engage in individual and social activities 
in ways that increase their positive freedoms. Third, better health has contributed to 
greater material wealth, giving people resources with which to pursue their person-
al, family, and social goals. Finally, improved health may have contributed directly to 
greater general satisfaction with life, particularly as it improves the individual’s capac-
ity to exercise self-determination and autonomy in many spheres of social life and in 
choices about family size.

Feeling Healthy Is Not the Same as Being Healthy

Objective measures of health outcomes (e.g., longevity) and opportunities for preserv-
ing health (e.g., access to health care services) clearly have improved over recent de-
cades in the Latin American region. Following Veenhoven’s multidimensional frame-
work proposed in Chapter 1, though, well-being also encompasses a range of subjec-
tive dimensions. How do people experience and interpret these large gains in health 
and access to care? 

While happiness, or satifaction with life, is clearly related to health, the rela-
tionship between how people perceive their health and their objective health status 
is less obvious. There are at least four reasons that a person’s perceptions of his or her 
own health might diverge from objective measures. 

2 Alfonso, Duryea, and Rodríguez-Pombo (2007) examine the links between the reproductive and psychosocial 
health of Bolivian women and find that unwanted pregnancies are significantly associated with decreased life 
satisfaction.
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First, certain health conditions are not physically or visually perceptible. For ex-
ample, people with high blood pressure, diabetes, or many internal cancers may not be 
aware of their condition until the illness reaches a very advanced stage, especially if they 
do not undergo routine medical exams. 

Second, a person’s mental processes filter and interpret his or her health condi-
tion. Thus, a health condition that might cause an individual with a generally negative 
attitude to feel very sick might, in another person with a more positive outlook, be 
considered minor or unimportant.3 

Third, a person’s health perception may be influenced by how he or she feels rel-
ative to others. For example, elderly people may report themselves to be in good health 
despite an illness or disability if they are comparing themselves only to others their same 
age (Groot, 2000; Parker, 2000). In general, however, health is not a positional good like 
housing or employment, for which satisfaction depends on a person’s relative ranking 
(see Chapter 3). People’s satisfaction with their own health is not higher when people 
in their reference group experience poorer health.

Finally, health perceptions are influenced by a person’s culture and language. 
For example, a physical experience considered to be an illness by Western medicine, 
such as epilepsy, may not be considered a health problem at all in some communities, 
but may be interpreted instead as a spiritual experience. In more subtle ways, culture 
and language can encourage or discourage self-reflection on, and verbal expression of, 
one’s health and health problems.

Despite these caveats, self-rated health is an important measure in its own right. 
For some health conditions, like pain and suffering, subjective responses are the only 
valid source of information. In other cases, self-rated health provides information that is 
complementary and additional to objective health measures. For example, after objec-
tive health indicators are controlled for, a person’s self-rated health provides additional 
information about his or her risk of mortality (Mossey and Shapiro, 1982; Idler and An-
gel, 1990; Idler and Benyamini, 1997). In fact, in some studies self-rated health has been 
found to be a better predictor of subsequent death than objective health measures. In 
other cases, self-rated health is associated with objective measures of morbidity (Lora, 
2008).

Satisfaction with Health Is High  

People in Latin America tend to report relatively high levels of satisfaction with various 
aspects of life. The 2006 and 2007 Gallup World Polls confirm this finding: 85 percent 
of Latin American respondents report they are satisfied with their health, a rate that 
is comparable to that in most other regions but somewhat higher than that in Eastern 
Europe and Central Asia. While health satisfaction is certainly related to health status, 
the relationship is weaker than expected, and the two measures diverge in important 
ways. This can be seen both across countries and across individuals. The rest of this sec-

3 Of course, mental processes are themselves a feature of health, and it could be argued that a person with a 
negative, perhaps even depressive, outlook should be considered more unhealthy than a person with a positive 
outlook. The point here is that the perception of a particular health condition (e.g., paralysis, cancer, shortness of 
breath) would not be the same in people with different mental states.
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tion will discuss the diverse factors that influence health satisfaction, as reported in Lora 
(2008).

To explore this relationship, a health status measure is needed. Researchers have 
found that health status can be measured quite reliably with a parsimonious set of ques-
tions, referred to as EQ-5D, which inquire about people’s ability to move around, to take 
care of themselves, and to undertake normal activities, and whether they experience 
pain or feel anxious and depressed. When this tool is used, people in Latin America 
report generally good health, but they still experience a range of ailments: about 25 
percent report that they live with some pain; 18.5 percent live with anxiety; 10 percent 
report that they have limited mobility; 9.5 percent report having physical limitations 
that affect their daily activities; and 3.8 percent report that they have difficulties caring 
for themselves. 

Health Status and Health Satisfaction Strongly Related 

The relationship between health status and how people feel about their health is 
surprisingly weak when country averages are examined. Though people in countries 
with higher life expectancy are more 
likely to say they are satisfied with 
their health (hereafter referred to as 
“health satisfaction”), the effect is 
small and conceals wide variation (see 
Figure 5.6).

When the units of analysis are 
the individuals, not the countries, it 
is found that health satisfaction and 
health status (according to the ques-
tions of EQ-5D) are highly correlated. 
Extreme pain, moderate pain, extreme 
anxiety, and extreme limitations on 
daily activities are significantly associ-
ated with a person’s reporting lower 
health satisfaction. Moderate limi-
tations on daily activities, moderate 
problems with anxiety, and moder-
ate difficulties with mobility also have 
some influence. By contrast, other 
conditions—such as extreme difficulties with mobility and limitations on self-care—do 
not show statistically strong relationships with health satisfaction, either because they 
are less frequent or because individuals more readily learn to adapt to or compensate 
for these conditions. 

Health Satisfaction Varies by Age and Gender

Among other factors, a person’s age and gender have some impact on health satisfac-
tion. Older people are generally less satisfied with their health than the young. For men, 

Figure 5.6  Health Satisfaction and Life 
Expectancy

Source: Authors' calculations using Gallup (2006).
Note: Black dots represent Latin American countries. Selected 
data points are labeled for illustrative purposes.
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this decline in health satisfaction is fairly steady over time, while for women health satis-
faction declines rapidly until 50–55 years of age, and then declines more slowly thereaf-
ter. Overall, men are more likely to report that they are satisfied with their health than 
women.  Nevertheless, men and women do not demonstrate significant differences in 
their tolerance for ill health. Their responses to questions about health satisfaction are 
equally sensitive to their actual health status.

More Income, More Satisfied—but More Growth, Less Satisfied

A country’s income level has a relatively weak and complicated effect on health satisfac-
tion. As might be expected, people in countries with higher income per capita tend to 
report greater health satisfaction, but 
the effect is small—doubling per capi-
ta income adds only a few percentage 
points to the share of the population 
reporting that they are satisfied with 
their health (see Figure 5.7).

Surprisingly, health satisfaction 
is lower in countries experiencing eco-
nomic growth.4 A similar finding has 
been documented with longitudinal 
data in the United States, where mor-
tality rates for eight out of 10 causes 
rise during periods of economic growth 
compared to periods of recession. Risk 
factors like tobacco consumption, 
weight gain, physical inactivity, and 
unhealthy eating also increase during 
economic upturns (Ruhm, 2000). 

This pattern is but one dimen-
sion of the “unhappy growth paradox” 
discussed in Chapter 3. As with life sat-
isfaction and several other satisfaction domains, health satisfaction is positively related 
to income levels and negatively related to income growth. More income allows people 
to consume goods and services that improve their health, but it can have adverse effects 
on some aspects of health, and may even raise expectations more rapidly than objective 
health conditions can improve.

Whose Satisfaction Is Affected More: The Rich or the Poor?

Health satisfaction also varies across income groups within Latin American and Caribbe-
an countries. Higher-income individuals are more likely to report that they are satisfied 
with their health than poorer individuals in all but three of these countries (see Table 
5.4). On average, the gap between health satisfaction among those in the richest and 

Figure 5.7  Health Satisfaction and GDP 
per Capita

Source: Authors' calculations using Gallup (2006).
Note: Black dots represent Latin American countries. Selected 
data points are labeled for illustrative purposes.
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4 Deaton (2007) reaches the same conclusion on the basis of the 2006 wave of the Gallup World Poll.
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poorest income quintiles is 7 percent. The gap is highest in Chile (21 percent), Colombia,  
El Salvador, Nicaragua, and Peru (each 13 percent). It is equal or less than 3 percent in Bra-
zil, Guatemala, Mexico, and Uruguay (and negative in Belize, Guyana, and Honduras).5 

The difference in health satisfaction across income groups is driven largely by 
real differences in health status. For example, moderate difficulties with mobility, self-
care, daily activities of living, pain, and anxiety affect more people in the lowest than in 
the highest income quintile (by as much as 8.7 percent in the case of pain). Extreme dif-
ficulties with these same conditions differ less among income quintiles, and in the cases 
of extreme difficulties with mobility and self-care, the relationship is actually reversed. 
Because extreme conditions are relatively rare, it may be that these latter differences 
are less precisely measured, or that they arise from conditions that are more evenly dis-
tributed across the population.

The poor do not tolerate ill health better than the rich. To the contrary, cer-
tain conditions—extreme difficulties with mobility and moderate difficulties with daily 
activities—reduce reported health status among the poor more than among those in 
higher income quintiles. By contrast, moderate difficulties with self-care and extreme 
difficulties with anxiety have less of an impact on reported health status among the 
richest quintile than in the rest of the population. 

Table 5.4  Percentage of Respondents Who Are Satisfied with Their Health
	 Income quintile	 Difference

Countries 	 (1)	 (2)	 (3)	 (4)	 (5)	 (5)–(1)

Chile	 58	 59	 65	 72	 79	 21
Colombia	 77	 82	 81	 90	 90	 13
El Salvador	 80	 83	 84	 85	 93	 13
Nicaragua	 73	 77	 85	 78	 86	 13
Peru	 71	 72	 79	 83	 84	 13
Bolivia	 76	 85	 87	 85	 88	 12
Paraguay	 74	 78	 80	 87	 85	 11
Ecuador	 73	 83	 77	 85	 83	 10
Venezuela	 88	 92	 98	 91	 96	 8
Argentina	 85	 84	 83	 83	 92	 7
Costa Rica	 91	 90	 91	 98	 98	 7
Dominican Republic	 85	 79	 83	 84	 89	 4
Panama	 88	 90	 89	 94	 92	 4
Brazil	 82	 87	 89	 81	 85	 3
Guatemala	 92	 95	 92	 96	 95	 3
Mexico	 86	 83	 85	 86	 89	 3
Uruguay	 82	 79	 86	 85	 84	 2
Belize	 94	 95	 95	 72	 93	 –1
Guyana	 90	 79	 86	 90	 85	 –5
Honduras	 92	 91	 86	 91	 87	 –5

Average	 82	 83	 85	 86	 89	 7

Source: Authors’ calculations from Gallup (2007).

5 Sampling problems may be behind these anomalous results, especially in Belize and Guyana, where sample sizes 
are just 500 individuals.
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This disaggregation suggests that differences in cultural outlook do not explain 
differences between how the rich and poor regard their health. Rather, it suggests that 
the poor are more sensitive to particular ailments because they rely more on physical 
labor and/or because they have fewer resources with which to compensate for ill health. 
The wealthy, on the other hand, do have resources with which to purchase support ser-
vices and physical aids that may diminish the impact of ill health on their self-reported 
health status and, thereby, on their health satisfaction.

 
Cultural Differences Are Significant

Health status, age, gender, income, and income growth all affect health satisfaction, 
but their impact is small relative to that of variables associated with cultural and social 
differences between countries and regions of the world. Knowing a country’s religious 
composition, or its distance from the equator, is a better predictor of the population’s 
health satisfaction than its national income, economic growth, public health spending, 
life expectancy, or infant mortality. For example, countries as different as Costa Rica and 
Guatemala have higher than average health satisfaction, while countries in the South-
ern Cone, such as Chile and Paraguay, report lower than average health satisfaction. The 
share of Guatemalans who report that they are satisfied with their health is very high, 
despite mortality indicators and health inequality measures that are worse than else-
where. Chileans are the least satisfied with their health among Latin Americans, despite 
enjoying longer lives with fewer diseases and impairments. 

One way of thinking about this divergence between health perceptions and 
health is to ask how likely it is that people will report they are satisfied with their health 
for any particular level of health. When such a measure is used for Latin American coun-
tries, Chileans appear to be the least 
tolerant of poor health status, while 
Guatemalans, Costa Ricans, Hondurans, 
and Panamanians are the most tolerant 
(see Box 5.5). For example, for any given 
health state, on a scale of 1 to 10, Gua-
temalans are much more likely than Chil-
eans to state they are satisfied with their 
health (see Figure 5.8).

These cross-country differences 
in tolerating ill health are difficult to ex-
plain without reference to specific histor-
ical and social features that distinguish 
cultures. Explaining why people in cer-
tain countries take a more stoic attitude 
toward their health, while in other coun-
tries people tend to experience ill health 
more keenly and/or express their dissatis-
faction more readily, is beyond the scope 
of this study. Nevertheless, regardless of 
its cause, this variation in tolerance for 
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Box 5.5  Tolerating Poor Health

The measure of health tolerance uses information from two health 
indicators extracted from the Gallup 2007 World Poll. The first indicator comes from 
asking, “Are you satisfied or dissatisfied with your health?” The second is the response 
to “Using a scale from 0 to 10, in which the best state you can imagine is marked 10 
and the worst state you can imagine is marked 0, indicate how good or bad your 
own health is today.” 

By comparing the points in different countries at which the probability of 
reporting health satisfaction changes most sharply relative to a person’s reported 
health state, it is possible to measure how countries differ with regard to the way 
poor health affects the population’s perceptions of its health status. This measure 
shows that among Latin American countries surveyed, for a given level of reported 
health, Chileans are the least likely and Hondurans are the most likely to express 
satisfaction with their health.

Source: Lora (2008).

 

0 1 2 3 4 5 6

National Measures of Intolerance of Poor Health

Source: Authors' calculations using Gallup (2007).
Note: The intolerance measure is the interval in which the slope of the 
relation between one’s self-evaluation of one’s health status (on a 
scale of 0–10) and satisfaction with health status reaches a maximum.
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poor health has important implications for public policy. In countries with poor health 
conditions, high tolerance for ill health may make it difficult to mobilize support for 
funding and implementing public health interventions, or reforming poor-performing 
health care services. By contrast, in countries with good health conditions, low tolerance 
for ill health might undermine support for relatively well-functioning systems.

In sum, while a person’s health satisfaction is clearly related to his or her health, 
perceptions of health and objective measures of health diverge systematically. Men tend 
to rate their health satisfaction higher than women, and younger people are generally 
more satisfied with their health than the elderly. In most countries, richer people are 
more satisfied with their health than poorer people, and their subjective experience of 
health is less sensitive to impairments. Contrary to expectations, the range across gender, 
age, and income is quite small, while differences across countries are quite large. Recog-
nizing how sensitive different populations are to ill health is important both for choosing 
and for promoting good public health policies. 

Are Health Systems Perceived to Be Adequate?

One of the factors that may make people feel differently about a health problem is 
whether they have access to health care services or social support to treat or alleviate 
their condition. Moderate difficulties with self-care may be less problematic, and there-
fore reduce satisfaction less, if other people are available to interact and assist. Treat-
ments, physical aids, or constructing community buildings according to standards that 
assure accessibility can play a part in overcoming difficulties with mobility.

In general, the environmental conditions and availability of health care services 
have improved considerably in Latin America over the last 50 years. Yet, as with health 
satisfaction, personal perceptions of these conditions and services may diverge dramati-
cally from objective indicators of the same. 

Perceptions of health care access have been influenced by dramatic changes over 
the last 50 years in population, technology, education, income, and culture. A threefold 
population increase has driven rising demand for health care services. As the popula-
tion’s epidemiological profile has changed, the kinds of services that are demanded 
have also changed.

People demand access to more health care services today than ever for sever-
al reasons. Rising income and rising educational attainment increase the demand for 
health care services by increasing the population’s purchasing power and by socializing 
individuals to seek care more readily. Social trends have also contributed to this increas-
ing demand—with modernization and urbanization, the tendency to seek treatment 
from Western medical practitioners, rather than traditional healers, has grown. Wider 
dissemination of ideas through electronic media makes people aware of medical servic-
es to treat conditions that might otherwise have been ignored, remained unrecognized, 
or been accommodated. Finally, the political process itself often raises expectations, and 
expedience may lead politicians to promise more than government can deliver.

Health care service systems differ in their ability to meet these demands and, not 
surprisingly, satisfaction with the availability and quality of health care varies consider-
ably across Latin American countries (see Table 5.5). Based on the 2007 Gallup World 
Poll, more than 70 percent of people in Costa Rica, Uruguay, and Venezuela report that 
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they are satisfied with health care services in their city or area, in contrast to less than 
half of those in Belize, Brazil, Chile, Paraguay, and Peru. 

Men and women do not have significantly different perceptions when it comes 
to their confidence in the health care system or their satisfaction with the health care 
services available in their community. The only significant difference in perceptions 
across demographic groups is by age. Based on the same Gallup poll, after other factors 
are controlled for, Latin Americans in their fifties and sixties express greater satisfaction 
with health care services than those in their twenties (see Table 5.6).

Perceptions of health care services are also largely unrelated to income, despite 
evidence that poorer individuals have less access to health care services when they are 
sick and that the services they receive tend to be of poorer quality. This suggests that 
poorer people are more tolerant of poor-quality health care services than those who 
are wealthier, perhaps because their health care service aspirations are lower, consis-
tent with the “aspirations paradox” discussed in Chapter 2. Because poorer people in 
the Latin American region who receive health care services are often beneficiaries of 
public programs, it may be that they are less demanding and more grateful for access 
to care that higher income groups might consider inferior in quality. In fact, people 
who report that they would use public health care services—a group that is dispropor-
tionately from lower income groups—express confidence in the health care system as 
much as those who are covered by social security or private insurance. Only people who 
expect to pay out of pocket for major health expenditures express significantly lower 

Table 5.5  Percentage of Respondents Who Are Satisfied with the Availability of 
Quality Health Care in the City or Area Where They Live, by Income Quintile  
	 Income quintile

Country 	 1	 2	 3	 4	 5	 All

Argentina	 59.7	 65.5	 61.4	 57.9	 54.5	 59.8
Belize	 37.5	 58.8	 52.9	 35.3	 52.9	 47.6
Bolivia	 59.8	 55.6	 54.9	 57.1	 60.2	 57.5
Brazil	 43.9	 47.1	 48.3	 44.8	 46.6	 46.1
Chile	 50.3	 46.8	 43.0	 45.6	 37.8	 44.7
Colombia	 54.0	 60.3	 56.7	 54.3	 58.9	 56.8
Costa Rica	 78.6	 80.9	 73.5	 77.1	 74.2	 76.9
Dominican Republic	 50.7	 63.3	 55.6	 51.3	 56.3	 55.5
Ecuador	 42.2	 58.5	 54.7	 50.8	 50.8	 51.4
El Salvador	 60.7	 62.1	 62.8	 55.2	 62.1	 60.6
Guatemala	 53.0	 47.0	 51.0	 58.0	 57.0	 53.2
Guyana	 55.0	 72.5	 68.3	 62.5	 63.4	 64.4
Honduras	 61.9	 55.9	 50.8	 57.6	 54.2	 56.1
Mexico	 56.9	 58.1	 58.9	 52.7	 59.5	 57.2
Nicaragua	 49.7	 56.1	 57.2	 61.1	 55.6	 56.0
Panama	 60.8	 57.0	 63.5	 61.4	 63.5	 61.2
Paraguay	 43.3	 46.1	 48.8	 45.5	 51.5	 47.0
Peru	 46.3	 35.2	 43.0	 50.3	 45.5	 44.1
Uruguay	 84.4	 78.9	 74.8	 73.2	 79.7	 78.2
Venezuela	 75.2	 69.3	 79.7	 71.9	 68.2	 72.8

Average	 56.2	 57.7	 57.4	 56.3	 56.9	 56.9

Source: Authors’ calculations from Gallup (2007).
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confidence in the availability of quality 
health care (see Figure 5.9). 

People who think health care 
services are available and good also 
tend to be more satisfied with their 
own health. In particular, individuals 
who answer affirmatively that they are 
“satisfied with the availability of qual-
ity health care” are more likely to ex-
press satisfaction with their health and 
rank themselves to be in better health. 
However, the direction and mecha-
nisms of causality between perceptions 
of health and health care services are 
complex. The strong association men-
tioned above could indicate either that 
better health care services make people 
healthier, or that healthier people feel 
more optimistic about the availability 
of health care services. 

Table 5.6  Percentage of Respondents Who Are Satisfied with the Availability of 
Quality Health Care in the City or Area Where They Live, by Age
	  Age Groups

Country 	 15–19	 20–29	 30–39	 40–49	 50–59	 Over 60	 All

Argentina	 70.5	 66.8	 68.1	 65.0	 66.2	 69.6	 67.5
Belize	 57.7	 57.6	 62.8	 55.8	 55.1	 38.9	 57.8
Bolivia	 73.8	 66.4	 61.5	 63.5	 61.3	 73.6	 66.4
Brazil	 56.3	 45.9	 40.9	 51.5	 59.9	 61.0	 51.7
Chile	 50.7	 39.4	 45.2	 50.6	 51.0	 62.7	 51.3
Colombia	 61.8	 61.2	 65.7	 60.6	 74.0	 75.2	 65.6
Costa Rica	 78.3	 72.8	 69.1	 78.3	 82.3	 87.5	 76.6
Dominican Republic	 72.9	 62.9	 57.1	 65.6	 68.0	 77.9	 65.9
Ecuador	 61.4	 50.0	 50.6	 51.2	 55.5	 39.7	 51.3
El Salvador	 63.1	 55.0	 51.6	 51.7	 46.9	 59.1	 54.5
Guatemala	 64.5	 49.0	 51.0	 47.9	 51.2	 38.0	 52.0
Guyana	 70.2	 63.9	 65.4	 67.9	 61.9	 62.2	 65.7
Honduras	 70.1	 60.2	 60.4	 54.3	 60.2	 61.7	 61.4
Mexico	 64.8	 66.9	 68.4	 62.1	 69.0	 72.7	 66.5
Nicaragua	 70.0	 67.4	 65.3	 77.5	 66.7	 80.3	 69.8
Panama	 57.0	 57.3	 60.7	 64.8	 62.4	 62.4	 60.5
Paraguay	 52.3	 53.1	 45.0	 52.6	 50.0	 50.0	 50.4
Peru	 59.9	 55.5	 44.4	 51.4	 51.5	 51.5	 52.4
Uruguay	 77.2	 81.6	 73.0	 77.6	 71.4	 85.3	 78.9

Average	 65.3	 59.8	 58.0	 60.5	 61.4	 65.3	 61.3

Source: Authors’ calculations from Gallup (2007).

Figure 5.9  Percentage of Respondents Who 
Have Confidence in Health Care and Medical 
Systems, by Income Quintile and Financial 
Coverage 
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Source:  Authors' calculations using Gallup (2007).
Note: Financial coverage is based on the likely source to 
pay for medical expenses if the respondent were to require 
hospital care.
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What to Do When Perceptions and Objective Measures Diverge 

Improvements in health and health care services over the last 50 years have been ex-
traordinary and unprecedented in Latin America. People are living longer, healthier 
lives than ever, yet many feel dissatisfied with their health. Access to the conditions nec-
essary to preserve health and health care services has also reached larger shares of the 
population than ever; nevertheless, the percentage that is satisfied with the availability 
of health care is relatively low.

Perceptions diverge from objective measures of health and health care service 
coverage for many reasons, but social and cultural factors appear to be particularly im-
portant. The greater tolerance for poor health exhibited by people in Honduras, Gua-
temala, Panama, and El Salvador contrasts strongly with that in countries that, by ob-
jective measures, enjoy better health, such as Chile, Uruguay, and Colombia. Within 
countries, the poor tolerate ill health less, probably because relative to wealthier people 
they lack resources with which to compensate or adapt. On the other hand, the poor 
report similar or higher levels of satisfaction with health care services, despite having 
access to poorer-quality care than those who are wealthier.

Effective public policies have to take all of these factors into account—objective 
measures of health as well as subjective ones, public interventions to directly improve 
health outcomes, and access to resources that improve a population’s chances of leading 
healthy lives. 

Pursue the Policies That Improve Health Outcomes

In terms of health outcomes, a large number of people still unnecessarily suffer from dis-
eases and conditions that have been eliminated or significantly reduced among society’s 
affluent. Addressing this tragic burden requires that countries implement programs that 
have been proven and implemented around the world—increasing immunization cover-
age, controlling disease vectors, expanding access to safe water and sanitation, ensuring 
adequate maternal care and family planning, and providing basic education. 

Another set of health outcomes, related to chronic and noncommunicable illness, 
is more challenging because these outcomes often require behavioral changes and/or 
more complex health care services. Nevertheless, effective public policies—including 
taxes, building codes, community programs, and reorganizing medical care—are avail-
able to address many of these problems. 

Public policies to address these health problems are of two kinds. The first are 
interventions that are “public health services,” that is, services that are public goods or 
have large externalities and which, therefore, are most effectively provided through 
government action or other collective social institutions. The second are interventions 
that are “personal health services,” that is, health care services delivered to a particular 
individual or family.

Public Health Initiatives Can Make a Difference

Among public health initiatives, immunization campaigns, disease vector control, and 
basic education are among the best known. The challenge facing governments that 
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wish to expand the coverage of such services is to modernize public administration, ad-
dressing whatever obstacles to effective public action are most problematic. In some 
countries, this may require a move toward contracting-out services to nonprofits or for-
profit firms, while in others it may involve negotiating contract provisions that provide 
public servants with intrinsic or extrinsic rewards for good performance, or introducing 
new forms of public accountability. 

Many public policy actions outside the health sector can lead to health improve-
ments in much the same way as these “public health services.” Taxes on tobacco, reducing 
store hours for alcohol sales, and regulating additives that encourage weight gain, like 
trans fats, are all cost-effective public measures for improving health by reducing expo-
sure to harmful substances (see Box 5.2). Changes to the urban environment in the form 
of safer roads, separating pedestrians and vehicular traffic, lighting streets at night, and 
reducing vehicle emissions also reduce injuries and illnesses. Education can teach children 
to adopt healthy lifestyles and empower girls to exercise greater autonomy and partici-
pate more fully in political and economic life—all to the benefit of their own health and 
the health of their children. Redistributive programs, like pensions for the elderly, condi-
tional cash transfers, and unemployment benefits, also improve health (see Box 5.6).  The 
challenge for public action in these areas is often one of political negotiation, dialogue 
between interest groups, and public debate over priorities and trade-offs.

Promising Strategies for Improving Personal Health Services

The second kind of intervention encompasses personal health services (e.g., prenatal 
care and professional birth attendance, growth screening for children, treatments for 
infections, surgery, and chemotherapy). Access to these kinds of health care services is 
often guaranteed by law, but missing in practice. The challenge facing governments in 
this regard is how to make universal access to health care services a reality for the poor 
as well as the rich. 

A number of strategies are available and have been tried with differing degrees 
of success throughout the region. Countries have tried consolidating different health in-
surers into a single institution or into a regulated market, creating a public single-payer 
institution, affiliating the poor with new forms of health insurance, contracting private 
health care providers, decentralizing public services, and modernizing existing public 
health care services. There is little evidence to demonstrate that one strategy is superior 
to another, not only because of a lack of studies, but also because health care services 
are highly complex, interconnected systems that interact extensively with their political, 
social, and economic context, making conclusive analytical work difficult.

Promising strategies, though, seem to share a few common characteristics. For 
example, in countries where access to health care services has been extended to all 
or most of the population, public funding has been central. In the 2007 Gallup World 
Poll, fewer than 30 percent of those in Argentina, Brazil, Chile, Colombia, Costa Rica, 
and Uruguay report that they would have to pay out of pocket for major hospital ex-
penses—all countries in which public funding plays a significant role in the health care 
system (see Figure 5.4).

Second, rapid expansions of access to health care services in recent years have 
generally utilized some form of financial incentives for health care providers. Guatemala 
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has contracted nonprofit organizations to provide a basic package of health care ser-
vices on a per capita basis to populations that previously lacked most services and to 
contract-in services for managing public facilities (IDB, 2006b). Colombia has developed 
a fund to subsidize health insurance premiums for lower-income citizens (Giedion et 
al., 2007).  Brazil has created financial incentives for municipalities and doctors to par-
ticipate in the national Programa da Saúde da Família (Family Health Program). In each 
case, the exact nature of financial incentives is different and, despite such incentives’ 
being an element of many reforms, few studies have been able to demonstrate that 
introducing financial incentives improves performance over more traditional forms of 
public provision (IDB, 2006b).

Box 5.6  Public Policy and Elderly Health in Brazil

Between 1998 and 2003, Brazil enacted a series of laws and implemented 
policy changes that had a demonstrable effect on the health of the elderly popula-
tion. During this period, Brazil reduced the age requirement from 70 to 67 years for 
poor people to be eligible for the Beneficio de Prestação Continuada (Continuing 
Service Benefit), which gave them an income supplement of one minimum salary 
per month. Changes in rural pensions and social security benefits also contributed 
to a significant change in the incomes of elderly people, which rose from 8 percent 
of national income in 1998 to 10 percent in 2003. At the same time, Brazil enacted a 
National Policy for Elderly Health to promote preventive and chronic health care, as 
well as the Elderly Statute, which expanded protections and rights for the aged.

These programs appear to have improved the health of Brazil’s elderly. 
Those reporting that their health was “very good” increased from 37 percent be-
fore the reforms to 41 percent after, during a period with no significant change in 
self-reported health for the rest of the Brazilian population (see table). The elderly 
also increased their utilization 
of health care services, which 
seems to reflect not a larger 
need for health care, but an 
increased use of services that 
contributed to improvements in 
health. The increase in pensions 
had a demonstrable effect on 
the health of the aged, but did 
not appear to generate exter-
nalities, as the health of people 
living in the same household as 
an elderly person eligible for 
such pensions did not improve.

Source: FGV (2008).

Self-Reported Health in Brazil 
(percentage of responses)

	 Elderly	 Others

	 1998	 2003	 1998	 2003

Very good	 37	 41	 82	 81 
  self-reported  
  health

Bed rest in last	 10	 9	 4	 4 
  15 days

Sought health	 26	 30	 12	 14 
  care in last 15 days

Source: FGV (2008).
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Third, improved access is generally accompanied by complementary efforts to 
improve the quality of both public and private health care services. In Mexico, this took 
the form of a Cruzada de Calidad (Quality Crusade) at the same time that the gov-
ernment was extending its Seguro Popular (People’s Insurance). In Chile, the Régimen 
General de Garantías en Salud (Regime of Explicit Health Guarantees), known as AUGE, 
has promoted better access to care by explicitly listing, and publicly disseminating, the 
services that are guaranteed to be available to every citizen.

Finally, many strategies have sought to consolidate otherwise fragmented sys-
tems. In Argentina, where individuals were affiliated with Obras Sociales (social support 
institutions that provide health insurance) on the basis of their employment, reforms 
allowed people instead to choose between them. Colombia’s 1993 health reform also 
eliminated the segregation of individuals into different funds on the basis of where they 
worked. Chile’s health sector regulations have gradually incorporated private health 
insurers (Instituciones de Salud Previsional, or ISAPREs) under the same regulatory au-
thority and requirements as the national public health insurance fund. In Mexico, divi-
sions between the Mexican Institute of Social Security (Instituto Mexicano de Seguro So-
cial, IMSS), and services of the Ministry of Health have been blurred; for example, IMSS 
manages a program financed by general revenues to enroll and cover noncontributing 
individuals (IMSS-Oportunidades). Reforms under Brazil’s 1988 constitution created a 
national health care system, Sistema Unica da Saúde (SUS), integrating all public services 
into a single system.

Experiences with health reforms and cross-country analyses also suggest some 
cautionary lessons. Research on health system financing suggests that systems with 
third-party payers, particularly those with competition among health insurance entities, 
tend to be more costly than systems that rely on single payers or direct public provision. 
This finding also seems to apply to Latin America, where countries like Argentina, Chile, 
and Colombia spend much larger shares of GDP on health than countries like Costa Rica 
or Mexico.

Secondly, in countries that expand public services without ensuring quality, the 
private sector usually expands, while the opposite is true in countries with effective pub-
lic provision. For example, between 1986 and 1996, dissatisfaction with the quality of 
public health care in Brazil contributed to an increase in the number of privately insured 
people from 4 million to over 44 million (Medici, 1999). The opposite occurred in Chile 
where, between 1995 and 2005, investments in the public health care system helped the 
Fondo Nacional de Salud (FONASA, National Health Fund) expand its share of the health 
insurance market at the expense of private insurers (Bitrán et al., 2008).

Finally, dividing responsibility for health care service funding or provision be-
tween different levels of government has had mixed results (IDB, 2006b). On the posi-
tive side, some decentralization reforms have mobilized additional local resources for 
health care (e.g., those in Brazil, Chile, and Colombia) and reduced regional inequities 
(e.g., those in Chile and Colombia). On the other hand, decentralization may have ex-
acerbated regional inequities in some countries (e.g., Bolivia); studies have not been 
able to show efficiency gains from decentralization, and, in some cases, problems in 
implementing decentralization appear to have adversely affected primary health care 
delivery (IDB, 2006b). 
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Address the Perceptions That Influence Policy 

The foregoing recommendations are part of current health policy debates. However, 
the role of perceptions and subjective experience as they influence public policy is not 
commonly considered. If governments are to implement reforms, they need active pub-
lic support. Yet, public support is influenced as much by perceptions of health and access 
to health care services as it is by objective measures.

People’s perceptions of health status and of health care services differ systemati-
cally from objective indicators, and this divergence leads to trade-offs between policies 
aimed at providing what is good and those aimed at providing what people want. These 
trade-offs are well-known among public health professionals who are comfortable ad-
vocating for policies that are at odds with existing social preferences whenever those 
policies can make a significant difference in improving the population’s health. How-
ever, many other people are not comfortable with such an approach, whether they put 
greater value on current norms or on individual autonomy. 

Policy Trade-Offs When Health Status Is Not Accurately Perceived

Trade-offs for public policy emerge as a result of the divergence between perceptions of 
health status and actual health status. First, in many situations, people may feel healthy 
even when they have a condition that requires treatment, or are at risk for a preventable 
illness. For example, in a 2002 survey in Mexico, 3 percent of those surveyed had hyper-
tension and knew it, but 13 percent had hypertension and did not. In the same survey, 4 
percent were diagnosed with diabetes and were aware of their condition, but 7 percent 
had diabetes and were not (Parker, Rubalcava, and Teruel, 2008a). Similar problems oc-
cur when people start taking medications to treat infectious diseases (e.g., antibiotics) 
and think they are cured when they feel better, but actually need to continue the full 
course of treatment to ensure recovery (and avoid developing drug resistance).

One approach to this gap is to use persuasion and, in extreme cases, coercion to 
have people tested, informed, counseled, and offered treatments. In most cases, incen-
tives are combined with public campaigns to encourage people to learn about their con-
ditions. Taking advantage of the ways people are organized in the health care system—
whether through insurance programs, provider networks, or public health services—it 
is possible to promote an appropriate pattern of checkups to detect conditions early 
and prevent them. Success in this area requires that public policy confront the balance 
between individuals’ interest in remaining healthy and their perceptions that such pro-
grams are either unnecessary for them or too bothersome and intrusive.

A second trade-off emerges because most people consider themselves to be in 
good health (85 percent in Latin America) and tend to underestimate their likelihood of 
requiring health care services. This tendency undermines support for collective solutions 
to health care services, whether through public financing or public health services. This 
is similar to the way people fail to save sufficiently for retirement—a tendency which has 
led most countries to establish “forced” savings for pension programs. A key justifica-
tion for introducing single-payer systems, national health services, or mandatory health 
insurance systems is precisely to address this tendency for people to undervalue health  
care services—until it is too late.
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A third trade-off emerges whenever public policies succeed at increasing eco-
nomic growth. For the same levels of health status, people in countries that grow faster 
feel that they are less healthy. Thus, as many countries learned in the 1990s, promoting 
economic reforms without concomitantly promoting improvements in health is likely to 
lead to dissatisfaction with health and to undermine support for such reforms.

Policy Trade-Offs When Health Care Services Are Not Accurately Perceived

The trade-off between what is good and what is wanted also emerges with respect to 
perceptions of health care services. For a number of reasons, expectations regarding 
adequate access to health care tend to rise faster than a country’s ability to respond. As 
medical technology advances, wealthier groups get access first, such that the best pre-
dictor of inequitable access in health care services is a country’s income level (Wagstaff, 
2002). In fortunate countries, these advances are gradually extended to the rest of the 
population until the poor get access to these services at rates that are comparable to 
those for the rich. But by the time they catch up, new services and new standards of 
what constitutes “adequate” health care develop. In this way, success may breed discon-
tent and undermine support for otherwise successful health programs.

Other factors that contribute to rapidly growing expectations are rising incomes 
and political competition. With higher incomes, people demand more health care ser-
vices. If these are not provided with good quality in public sector programs, people will 
express this demand by purchasing private insurance or private medical care. This, in 
turn, tends to drive up wages and prices in the market for health professionals, medi-
cal supplies, and pharmaceuticals. Politicians may also raise expectations by promising 
entitlements or improvements in access to health care that cannot be attained or, at 
least, cannot be achieved quickly. Once expectations are raised, even a well-functioning 
health care service system can lose popular support.

Differences between socioeconomic groups also generate trade-offs. The most 
cost-effective way to improve the population’s health may be to extend good-quality 
health care services to poor people. Nevertheless, politicians are more likely to allocate 
public resources to services demanded by wealthier groups that are better organized 
to pursue their interests. This analysis shows that differences in perceptions may exac-
erbate this imbalance, since poorer groups seem to tolerate lower-quality health care 
services, reducing further their likelihood of demanding change.

Finally, people generally perceive a need for personal health care services in the 
form of advanced technologies and hospital services and fail to see the value of public 
health programs—like vaccines, environmental protection, food safety, and epidemi-
ological surveillance—that contribute much more to a population’s health. Politicians 
frequently respond to this gap between demands and effectiveness by promising new 
hospitals or expanded personal health care, which, in a context of scarce resources, may 
detract from other more cost-effective investments.

Inform and Improve

In essence, two strategies are available to address these inevitable trade-offs. The first is 
to use information, policy debates, and communication to reduce the distance between 
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what is good and what is wanted. The second is to improve the effectiveness and capac-
ity of public health and the health care service system to address both the needs and 
the desires of the population. These two strategies will be complementary to the extent 
that informed public debate reinforces policies that increase the effectiveness of health 
care services, and contradictory otherwise. In this regard, the contrast between Chile 
and Guatemala is quite instructive. Chile’s health care system and high health status are 
accompanied by popular discontent, while Guatemala’s relatively weak health care sys-
tem and poorer health status are accompanied by widespread satisfaction. The right mix 
of policies for addressing the balance between information, mobilization, managing 
expectations, and improving health care services will vary across such different contexts, 
but the key issue—addressing how perceptions influence policy and politics—remains 
central.

Conclusion

As a consequence of rising access to health care services and continuing discontent, 
public policy is often driven by factors that are least likely to improve the population’s 
health status. Building impressive hospitals is more visible and rewarding to most poli-
ticians than distributing bed nets. Guaranteeing everyone access to the same services, 
on paper, is also more attractive than trying to deal with the difficult task of improving 
the efficiency of reimbursement systems, or managing health care provision to improve 
quality.

Two patterns can be discerned in the evidence on perceptions of health and 
health care services. First, people in a number of countries exhibit higher levels of 
tolerance for poor health and for poor health care. In such countries, better informa-
tion about the population’s health, the levels of health that are possible, and access to 
health care may be needed to mobilize popular support for the public policies that can 
ultimately improve health and well-being. Second, people in a few countries exhibit 
very low levels of tolerance for deficiencies in health and health care. In such countries, 
better information may be necessary to help the population recognize their relatively 
good fortune and avoid agitating for changes that could undermine effective public 
policies. 

The full implications for public policy are not entirely clear because society’s 
objectives with regard to health care access are by no means self-evident. Responding 
directly to people’s demands—for example, acting on preferences for treatment instead 
of prevention or interventions that are less cost-effective but more desired—may ad-
dress perceived needs, but at a cost of other health gains foregone. In fact, respond-
ing to perceptions is often a losing game—the expectation of what health care should 
provide to everyone is a constantly evolving target. Ultimately, the quest for improving 
access to health care services in democratic societies must rely on a public dialogue, in 
which popular perceptions are confronted by as much objective information as possible, 
inputs from experts inform the discussion with regard to cost-effective ways to improve 
health, and serious efforts are made by all concerned to increase the productivity of 
health care services through advances in public policy, governance, management, and 
technology. 
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Learning about Education
Quality and Perceptions

To be conscious that you are ignorant 

is a great step to knowledge.—Benjamin Disraeli

The notion that having an education is a prerequisite for a good life is intuitively 
appealing and hardly a new one. It can be traced as far back as Aristotle, who believed 
that the ideal life was the philosopher’s life, understood not as a purely contemplative 
state, but as a reflective practical life, one in which consequential action was guided by 
self-knowledge and enlightened judgment or “eudaimonia.”

In contemporary societies, it is widely recognized that education can affect an 
individual’s quality of life through several avenues:

•	 It has the potential to enhance overall life opportunities, particularly in the 
labor market, leading to better jobs, higher wages, and reduced unemploy-
ment risks.

•	 It can open up opportunities to enjoy cultural experiences and interpersonal 
relations in ways that are not available to individuals who lack education.

•	 It can reduce risks stemming from ignorance of health or environmental in-
formation and principles, and generate positive externalities that benefit the 
individual’s community as a whole.

•	 It can improve overall life satisfaction by enhancing a sense of self-worth and 
easing concerns about future opportunities for descendants.

Thus, it is no coincidence that for at least the last two centuries a powerful universal 
drive to spread education around the globe has led to a world in which having at least 
a primary education is now considered a basic human right, a major developmental 
goal—indeed, reachable within a short time frame—and a widespread social responsi-
bility. Within societies worldwide, education has become an acknowledged and widely 
accepted core component of living standards and a cornerstone of growth and human 
development potential.

Over the last decade, the general push to expand education has received an ad-
ditional stimulus prompted by the realization that the new global economy is largely a 
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knowledge-based economy. In this kind of economy, the production and circulation of 
information and ideas—and their original applications—are central for sustained eco-
nomic growth and competitiveness of national and local economies. The most dynamic 
economic sectors are the knowledge-intensive industries, and having highly qualified 
workforces in place has become a major competitive advantage. Naturally, this has led 
to growing skills requirements, and secondary education is now commonly referred to 
as the primary education of the twenty-first century, conveying the notion that a given 
worker has little chance of finding employment and a good salary in the absence of at 
least 11 to 12 years of basic education.

This chapter explores the relationship between the long-term evolution of educa-
tion and quality of life in Latin America and the Caribbean (hereafter “Latin America”). 
It begins with a review of the quantitative expansion of education across all countries 
of the region, emphasizing that such a significant change has had beneficial impacts 
on many spheres central to the enhancement of the quality of life. Then, the analysis 
turns to why the gains from quantitative expansion have been considerably less than 
expected, given the experiences in other parts of the world, which leads naturally to 
a discussion of the general but serious shortcomings in the quality of education across 
the region—a well-known fact and source of debate in recent years. An in-depth ex-
ploration of the causes of poor education quality lies beyond the scope of this chap-
ter. Nonetheless, its more direct consequences for quality of life in the region, such as 
lower productivity, lagging technological innovation, and lack of a well-educated labor 
force to meaningfully compete internationally, obviously constitute a primary concern 
in much of what follows.

Based on the assumption that quality of life is the product not only of “objective” 
conditions, but also of the way such conditions are individually experienced, the analy-
sis moves on to explore the relationship between objective and subjective measures of 
education quality, highlighting the disconnect between these two dimensions in Latin 
America. The chapter closes with a discussion of the underlying causes of the gap be-
tween perceptions and more objective realities, and presents some policy implications.

The Quantitative Expansion of Education in Latin America

Latin America has been no exception to the worldwide trends mentioned above: educa-
tion has been linked to high expectations of social progress and social mobility. In the 
twentieth century, one country after another expanded primary education, beginning 
with Argentina, Uruguay, and Chile, followed by Costa Rica, then most of the rest of 
South America in the 1950s and 1960s, and finally Brazil, Mexico, and Central America 
in the last quarter of the century. As a whole, basic literacy spread consistently in the 
region throughout the twentieth century, despite the volatile and disappointing records 
of economic growth in most countries (Table 6.1). 

The impact of such general expansion in enrollment is evident (Figure 6.1) in the 
average years of schooling of the population 15 years and older in the region between 
1960 and 2000, which increased from 3.5 to 7. In several of the region’s countries, this 
indicator more than doubled during the same period.

Today, more children attend school than at any other time in the past. More 
importantly, these children represent all socioeconomic and ethnic backgrounds. They 
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enter school earlier and attend longer, com-
pleting higher levels of education than ever 
before. Rapid quantitative expansion has 
occurred from preschool to postsecondary 
education. Access to primary education has 
advanced considerably, allowing countries 
in Latin America, almost without exception, 
to reach the 2015 Millennium Development 
Goal of universal primary education com-
pletion.1 It is worth mentioning a fact par-
ticular to the region: girls of recent cohorts 
have been incorporated into the education 
system on an equal footing with boys, with 
women on average exceeding men in com-
pleted years of schooling in all but a few 
countries in the region (Duryea et al., 2007). 

Table 6.1  Evolution of Literacy Rates by Country in the Twentieth Century,  
Latin America

	 Literacy Rates (Percentages)

	 1900	 1910	 1920	 1930	 1940	 1950	 1960	 1970	 1980	 1990	 2000

Argentina	 51	 60	 68	 75	 82	 88	 91	 93	 94	 96	 97
Bolivia	 19	 20	 23	 25	 28	 32	 44	 58	 69	 78	 86
Brazil	 35	 35	 35	 40	 44	 49	 60	 68	 76	 81	 85
Chile	 44	 53	 63	 75	 73	 79	 84	 88	 92	 94	 96
Colombia	 34	 39	 44	 52	 57	 62	 70	 78	 84	 89	 92
Costa Rica	 36	 47	 58	 67	 73	 79	 83	 88	 92	 94	 96
Dominican	 n.d.	 n.d.	 29	 26	 30	 43	 65	 67	 74	 79	 84 
   Republic
Ecuador	 33	 38	 42	 46	 51	 56	 66	 74	 82	 87	 92
El Salvador	 26	 27	 27	 28	 35	 42	 48	 58	 66	 73	 79
Guatemala	 12	 13	 15	 19	 24	 29	 36	 45	 53	 61	 69
Haiti	 8	 8	 8	 9	 9	 11	 16	 22	 31	 40	 50
Honduras	 28	 30	 32	 34	 35	 40	 45	 53	 62	 69	 75
Mexico	 24	 30	 35	 36	 46	 61	 65	 75	 82	 88	 91
Nicaragua	 n.d.	 n.d.	 39	 36	 39	 38	 47	 57	 61	 65	 67
Panama	 17	 27	 42	 46	 59	 67	 73	 79	 85	 89	 92
Paraguay	 31	 38	 45	 52	 59	 66	 73	 80	 86	 90	 93
Peru	 24	 29	 33	 37	 42	 51	 60	 72	 80	 86	 90
Uruguay	 59	 65	 71	 76	 81	 86	 90	 93	 95	 97	 98
Venezuela	 28	 29	 32	 36	 42	 51	 62	 77	 84	 89	 93

Average	 30	 35	 39	 43	 48	 54	 62	 70	 76	 81	 86

Source: Astorga, Berges, and Fitzgerald (2005).
Note: n.d = No data.

Years of education

Figure 6.1  Average Years of Education 
among the Population 15 and Older

Source: IDB (2006a).
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1 The main exceptions are Haiti and countries with a high 
proportion of indigenous peoples (such as Guatemala 
and Bolivia). See also Marshall and Calderón (2006).
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Preschool education coverage, widely believed to be key in developing the intellectual 
and emotional skills that influence lifelong learning, currently rivals levels reached in 
several developed economies, while secondary education has undergone an accelerated 
expansion in the past 20 years. In the meantime, higher education has gone through 
several waves of growth, advancing from a level reserved for elites at midcentury into a 
now-massive enterprise.

Such data underscore the fact that workers entering the labor force in the re-
gion today have completed more years of schooling than workers from previous genera-
tions; the average number of years of completed schooling has increased from under six 
for cohorts born in 1940 to over nine for those born in 1980 (see Table 6.2).

Education, bound at a maximum of about 25 years (unlike income, which has 
no upper limit), is more equally distributed than income and has played a moderating 
role in terms of the extreme inequalities that characterize Latin America. From genera-
tion to generation and country to country, in spite of the large differences in academic 
achievement observable between the top and bottom of the social scale, the distribu-
tion of education has been steadily equalizing. This is illustrated by Figure 6.2, which 
compares the education Gini coefficient between 1960 and 2000 for several countries 
in Latin America.

This achievement is more remarkable when viewed within the framework of the 
larger demographic trends that dictated high population growth rates in the region 
for most of the twentieth century.2 In other words, Latin American education systems 
continued to expand coverage by including a growing proportion of children at any 
given age, while the number of new entrants grew at a fast pace. A paramount goal of 
education policies during the second half of the twentieth century was to accommodate 
these new students and make certain there were enough classrooms and teachers in 
place to receive them. 

There clearly remain obstacles to be overcome in the process of expanding edu-
cation coverage in the region: even though most children enter school at the right age, 
many leave prematurely; and most indigenous children do not achieve the same levels 
of education as the rest of the population, even if the gaps have been declining in 
Bolivia, Ecuador, Guatemala, Mexico, and Peru (Marshall and Calderón, 2006; Hall and 
Patrinos, 2006). Yet, it can hardly be argued that a quantitative expansion of education, 
such as the one noted above, can occur without producing some visible impact on the 
quality of life of a majority of individuals across Latin America. Access to education has 
broadened, enhancing the educational opportunities and achievements of the majority 
of the region’s population.

2 At the same time the population was growing in absolute size, its age structure was shifting in response to fertil-
ity and mortality declines. In many countries, the absolute cohort size started to diminish in the 1980s (Lam, 2006). 
The size of the youth population relative to the working-age population has also been lower in the past two de-
cades in most countries, which is commonly referred to as a “demographic window of opportunity” for education 
systems in the region. Still, contingents reaching secondary and higher education levels, where the room for ex-
pansion is larger given previous limited coverage, are substantial. Also, political decisions have prompted a rapid 
expansion in age groups previously not served by public systems, such as preschool-aged children.
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Not All Years of Education 
Are the Same

For the majority, access to the school system 
has brought about significant social bene-
fits. The positive externalities believed to be 
associated with universal literacy and basic 
education include, at the very minimum, 
a moderation of population growth, a re-
duction in the obstacles presented by an 
illiterate population to market exchange, 
broad access to key information for public 
and individual health purposes, and an ex-
pansion of civic, cultural, and scientific ho-
rizons for the average citizen. In this sense, 
the education profile of the Latin American 
population has changed so drastically over 
the past half century that social interaction, 
economic activity, and both public and in-
terpersonal communications have been vis-
ibly transformed for the better.

Table 6.2  Average Years of Completed Schooling by Cohort, Latin America 

	 Average years of schooling	 Average increase  
	 across age groups	 per decade

Country	 Year	 55–59	 45–49	 35–39	 25–29	 Total	

Argentina	 2002	 9.19	 10.11	 10.90	 11.19	 0.50
Bolivia	 2002	 5.02	 6.46	 7.91	 9.04	 1.00
Brazil	 2003	 5.27	 6.80	 7.44	 8.14	 0.72
Chile	 2003	 8.38	 10.30	 10.92	 12.02	 0.91
Colombia	 2003	 5.70	 7.08	 7.76	 9.08	 0.84
Costa Rica	 2004	 7.00	 8.61	 8.82	 9.24	 0.56
El Salvador	 2002	 4.32	 5.79	 7.14	 8.30	 1.00
Guatemala	 2002	 2.64	 3.38	 4.51	 5.74	 0.78
Honduras	 2003	 3.52	 4.50	 5.57	 6.08	 0.64
Jamaica	 2002	 7.00	 8.52	 9.54	 9.70	 0.67
Mexico	 2002	 5.14	 6.95	 8.22	 9.35	 1.05
Nicaragua	 2001	 3.14	 4.74	 5.80	 6.53	 0.85
Panama	 2003	 7.57	 9.51	 9.76	 10.22	 0.66
Peru	 2000	 6.95	 8.33	 9.59	 10.65	 0.92
Paraguay	 2003	 5.67	 6.83	 7.93	 8.76	 0.77
Uruguay	 2003	 8.43	 9.75	 10.06	 10.44	 0.50
Venezuela	 2004	 6.59	 7.98	 8.69	 9.22	 0.66

Source: Authors’ calculations based on household surveys.

Gini coefficient (0–1 scale) 

Figure 6.2  Education Gini Coefficient
for the Population 15 and Older, 1960–2000,
Latin America

Source: IDB (2006a).
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However, a set of well-established facts has generated serious concern in terms 
of the ultimate extent and depth of the progress achieved by enrollment growth in 
the region. A preliminary warning can be drawn from the stagnation of productivity in 
the region and the peculiar composition of relevant underlying factors. In contrast to 
Asia, Latin America shows a distinctive growth pattern, primarily supported by the ac-
cumulation of labor, combined with a remarkably minor contribution of human capital 
and technological knowledge, usually included as the main component of total factor 
productivity (TFP) in most estimates (IDB, 2001). At an aggregate level, this suggests 
that growth has been supported in the region by a consistently growing workforce, 
but not necessarily by a more productive one with the skills to generate, apply, and 
assimilate productivity-enhancing means, such as innovations in production, processes, 
and organizations (Figure 6.3).

These facts suggest that a rise in the number of years of education for an 
ever-increasing number of Latin American children does not necessarily translate into 

productivity growth, prosperity, and 
enhanced welfare. Latin Americans 
are not reaping the benefits they 
should expect from longer stays in 
the school system.

This macro perspective natu-
rally links to the micro data gathered 
over the past decade regarding edu-
cation quality in the region. In the 
last 15 years, there has been a major 
improvement in the collection and 
availability of data aimed at incor-
porating quality as a key dimension 
in the analysis of education in many 
parts of the world, making it possible 
to relate education quality within a 
particular school system, jurisdic-
tion, or school to a set of variables, 
such as growth, income, or produc-
tivity (see Box 6.1). Most countries 
administer regular assessment tests 
to gather information regarding the 
extent to which children are learn-
ing in schools. In addition, the emer-

gence of widely recognized international comparative tests, such as the Trends in In-
ternational Mathematics and Science Study (TIMSS), the Programme for International 
Assessment (PISA), and the Progress in International Reading Literacy Study (PIRLS), 
has elevated awareness among national leaders and the public alike that an educated 
workforce is a critical component of developmental prospects in all nations.

Figure 6.3  Economic Growth Decomposed 
by Contributing Factors, 1972–2000, Asia and 
Latin America
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Box 6.1  Education Quality and Economic Growth

For many years, a significant amount of research has confirmed a positive 
link between education, or investments in human capital, and economic growth. 
Countries do not become rich first and then buy education; rather, as skill levels 
increase, gains in productivity and growth follow. The quantity of education, mea-
sured through access to and years of education (e.g., enrollment rates), thus emerg-
es as a basic education indicator associated with economic growth. The quantity 
of education has also been positively linked with other dimensions commonly as-
sociated with quality of life. For example, more years of education are associated 
with lower birthrates, better health outcomes, and lower crime statistics, as well as 
with social mobility.

Yet education has not always delivered on its promise to improve eco-
nomic growth; particularly in the developing world, more extensive education has 
not produced commensurate gains in growth. Certain phenomena, such as the 
migration of qualified segments of the workforce as a result of economic hard-
ship or political instability, may seriously decrease the developmental impact of 
education investments. In the end, the ability of a particular society to use human 
capital is a key determinant of whether such investments are really valuable.

With this in mind, part of the difficulty in drawing a more general conclu-
sion regarding the effect of education on growth is theoretical and reflects the 
limitations of traditional studies of human capital focused on the quantity, par-
ticularly average years of schooling attained, without consideration of education 
quality. Such omissions are serious, and even the casual observer could grasp the 
importance of education quality and agree that it differs significantly between 
countries, and even within schools.

Recent research that highlights such observations has started to bridge 
the gaps. Using literacy scores to measure cognitive skills and as a proxy gauge 
of quality, Hanushek and Woessmann (2007) estimate the contribution of educa-
tion quality to individual income, income distribution, and economic growth, and 
find quality to be a more robust indicator of productivity than years of schooling, 
so much so that the significance of quantity disappears once quality measures 
are considered. The distribution of skills is closely related to income distribution, 
and most importantly, the population’s skill levels are strongly tied to a nation’s 
economic growth rate.

Latin America has not done well in such comparisons; the countries of the re-
gion that have participated in international testing consistently show poor learning out-
comes when compared to countries of the Organisation for Economic Co-operation and 
Development (OECD) and, even more importantly, when compared to their competitors 
in the emerging Asian economies. In turn, national assessment systems exhibit a stub-
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born lack of progress, in spite of years of policy reforms and growing resources devoted 
to education.3 

Table 6.3 shows the scores from students of the seven Latin American countries 
that have participated in at least one of the three rounds of PISA,4 compared to the 
OECD average. It is easy to observe that Latin American students consistently underper-
form.

Beyond the general averages reported in the table, a more-detailed analysis of 
the comparative-performance PISA data would reveal that the average score of 15-year-
old students in participating countries could be considered the equivalent of about one 
grade level below the one characteristic of the lowest 25 percent of OECD students 
tested. A similar comparison with leading countries such as Finland and Korea would 
give rise to further disappointing conclusions about the quality of education in Latin 
American countries.5

Table 6.3  Latin America and OECD Scores on PISA Assessment Tests

	 Mean PISA Scores 	 Mean PISA Scores	 Mean PISA Scores 
	 in Reading 	 in Math	 in Science

Country 	 2000	 2003	 2006	 2000	 2003	 2006	 2000	 2003	 2006

Argentina	 418	 n.d.	 376	 388	 n.d.	 381	 396	 n.d.	 391
Brazil	 396	 403	 393	 334	 356	 370	 375	 390	 390
Chile	 410	 n.d.	 442	 384	 n.d.	 411	 415	 n.d.	 438
Colombia	 n.d.	 n.d.	 385	 n.d.	 n.d.	 370	 n.d.	 n.d.	 388
Mexico	 422	 400	 410	 387	 385	 406	 422	 405	 410
Peru	 327	 n.d.	 n.d.	 292	 n.d.	 n.d.	 333	 n.d.	 n.d.
Uruguay	 n.d.	 434	 413	 n.d.	 422	 427	 n.d.	 438	 428
OECD countries	 500	 500	 500	 500	 500	 500	 500	 500	 500

Sources: OECD (2001, 2004, 2007).
Note: PISA scores are statistically normalized, with the score for OECD countries as a median (500). Results 
show deviations from that median; a country’s score can be above or below the median, with a greater 
(lesser) difference from the median representing a greater (lesser) difference between the performance of 
that country’s students and that of students in OECD countries. n.d. = no data.

3 Several important caveats are in order: first, many assessment tests do not capture important aspects of what 
most educators, and all reasonable definitions of education quality, would deem pertinent, since they are gener-
ally focused on two or three subjects and are hence of limited value in assessing less tangible abilities (creativity, 
initiative, complex thinking). Second, by themselves, they capture far more than what a particular school can 
deliver, since some determinants of learning that are not directly controlled by the school (family background, 
innate ability, previous educational history, and so on) can dramatically impact scores and can be monitored only 
through in-depth statistical analysis—albeit quite imperfectly. The most important factor is the amount of value 
added by a particular educational experience—what influences do particular systems, schools, teachers, or school 
types have on learning? These data are rarely available; nonetheless when effectively planned and executed, 
standardized tests offer a reasonable approximation to valuing education quality and constitute widely used tools 
to assess the performance of education systems worldwide.
4 PISA is used to test 15-year-olds worldwide and evaluates factors related to education and employability skills.  
Six Latin American countries participated in the 2000 and/or 2003 PISA tests: Argentina, Brazil, Chile, Mexico, Peru 
(only in 2000), and Uruguay (starting in 2003).  In the 2006 round, Argentina, Brazil, Chile, Colombia, Mexico, and 
Uruguay participated.
5 For a benchmarking exercise involving comparisons between Latin America and leading performers in several 
education dimensions, see IDB (2006a).
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PISA results for the OECD countries are reported not only in the form of aver-
age scores, but also as a distribution of test takers along a scale that represents read-
ing ability (1 to 5) or math proficiency (1 to 6) levels. In the participating Latin Ameri-
can countries, between 20 and 40 percent of students scored below level 1 (the lowest 
performance level) in reading or math, which means that a considerable number of 
15-year-olds lack basic literacy skills. The problems are not confined to the lower end of 
the distribution. In Uruguay, the region’s top performer, merely 15 percent of students 
perform at internationally competitive levels in reading (levels 4 and 5), and only 10 
percent do so in math (levels 4 through 6); the corresponding percentages for OECD 
members, Mexico and Turkey excluded, are close to double in reading and almost four 
times greater for math.6

It is important to bear in mind that PISA is targeted to 15-year-old students, 
regardless of their actual grade level, which has two implications. Between 20 and 50 
percent of the student population in the region is enrolled at least one grade below 
their expected grade, because of the widespread problem of grade repetition; as such, 
any given country has between a half year and two years of average cumulative over-
age among students of this age (Urquiola and Calderón, 2005). Many pupils have been 
in the system long enough to reach ninth grade or beyond, yet they are grouped with 
younger children and receive inadequate curricular content for their age and develop-
mental capabilities. In fact, when the tests are administered, the proportion of PISA 
test-takers in Latin America enrolled in the grade best corresponding to their age is 
typically about 85 percent, whereas the corresponding figure in developed economies 
usually exceeds 95 percent. Accordingly, since one grade level is roughly equivalent to 60 
points on the PISA scales, if the effects of grade repetition were isolated (or, alternately, 
if only 15-year-olds enrolled in ninth grade were included in the sample), PISA scores 
for Latin American countries would improve between 10 and 30 points—allowing for 
some variations among participating countries—or between 10 percent and one-third 
of the existing Latin America–OECD gap in average scores. Learning achievement of on-
grade-level students would still be poor, but significantly improved. A conclusion here is 
that repetition and overage seriously impede educational performance, affecting many 
students’ achievement levels and influencing the dismal results of the region in interna-
tionally comparable tests of learning achievement. These failures are embedded in the 
systems, weaken their overall performance, and hinder their ability to deliver a good 
education to individuals.

More importantly, many Latin American children have dropped out of the sys-
tem by the time they reach 15, and thus are excluded from the PISA study. Some children 
leave because they need to contribute to their family’s financial support; others cannot 
continue because of the lack of secondary school education in their locality; and still 
others fail to stay engaged because they are bored with classes they deem irrelevant for 
them. The size and precise characteristics of the dropout group varies from one country 
to the next, yet it is reasonable to assume that the overwhelming majority of the chil-
dren in this group come from low-income families and consequently have less family 

6 PISA levels 4 and up are widely considered to be international benchmarks, in the sense that they can be taken 
as indications of a level of skills solid enough for an individual to be up to the demanding standards of the con-
temporary global knowledge economy.
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support for their education and a high probability of having attended low-performance 
primary schools. One of the few analyses available that compares test results from chil-
dren in and out of school at age 15 fully corroborates this assumption and concludes 
that children in school have significantly higher test scores (Parker, Behrman, and Ru
balcava, 2008).

Table 6.4 illustrates the significance of this fact. In this table, following Pritch-
ett’s (2004) suggestion, an index of “lack of education”—understood as “lack of 
preparedness”—has been estimated by adding up the proportion of the 15-year-old 
student population scoring at level 1 or below on the PISA Reading Scale, and the pro-
portion of those between ages 15 and 19 who did not complete ninth grade (lower sec-
ondary education, approximately). This provides a rough but reasonable approximation 
of the proportion of the youth labor force that is ill equipped to find a good job in the 
contemporary world economy, shown in the last column of the table.

The findings of a recent in-depth study of PISA in Brazil were entirely consistent 
with these results in the case of mathematics: out of 3.62 million 15-year-olds in 2003, 
approximately 86.6 percent (more than 3 million people) were likely “functionally illit-
erate in mathematics” (Waltenberg, 2008: 24–25). This figure was calculated by adding 
the more than 1.5 million 15-year-old Brazilian children who had left school, presum-
ably having minimal math skills, to the number of children in the enrolled population 
equivalent to the proportion of the PISA sample scoring at level 1 or below on the test. 
Estimates for several Latin American countries indicate that adjusting PISA scores for 
each education system’s dropout and enrollment rates results in average scores that are 
between 15 and 50 points lower, depending on differences among countries in cover-
age at age 15 (Abt Associates, 2008: 28). This more than compensates for the upward 
adjustment suggested by the preceding analysis of the impact of testing only on-grade-
level students. Consequently, an average Latin American ninth grader tends to possess 
cognitive skills equivalent to those of a primary school graduate (sixth grader) in leading 
countries such as Finland or Korea, and confirms, beyond a doubt, the seriousness of the 
problems that Latin America faces when it comes to education quality.

The Quality-Quantity Trade-Off

Such poor educational performance has often been attributed to a trade-off between 
quantity and quality. In most countries, demographic pressures have been strong enough 
to direct most of the resources and policymakers’ attention to enrollment growth, with 
little left for quality improvement. At the same time, as more children enter the school 
system, presumably those included last are those with greater learning handicaps7 and 
harder to reach through conventional delivery systems. An example is the challenge 
that Mexico has faced in extending postprimary education to the millions of children 
dispersed in isolated rural villages. Conventional education systems designed for the 
middle class, its teaching methods and curricula, are often inadequate when applied to 
children of different social, ethnic, and cultural backgrounds.

There is some merit to this view of the problem; for example, if standardized 
learning assessment internal to the Brazilian education system shows declining scores 

7 In Tedesco’s (2005) terminology, these are students with particularly acute “educability” issues.
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precisely during a decade of vigorous enrollment growth, as was indeed the case for 
secondary education in the 1990s, it is hard not to find an explanation in the quality-
quantity trade-off.

Along the same lines, Auguste, Echart, and Franchetti (2008) have closely ex-
amined several countries, mainly in Eastern Europe, that dedicate a proportion of GDP 
to education similar to Argentina’s and have comparable per capita income levels, but 
achieve far better results in PISA and other international testing programs. A basic find-
ing is that Argentina, like other Latin American countries, has a population pyramid 
with a larger base (i.e., is a “younger” country). As a result, spending on education per 
capita is consistently lower than in such comparator countries. Accordingly, although 
Hungary, Poland, and Argentina spend almost the same proportion of GDP on educa-
tion, Argentina’s spending per student as a proportion of GDP per capita is 12.3 percent, 
compared with 19.2 percent for Hungary and 23.5 percent for Poland. This underscores 
a typical characteristic of Latin America: populations are younger, and consequently 
there is a heavier burden on the education system. In turn, as long as countries in the 
region have not reached more-advanced stages of the demographic transition, they 
pay some price in terms of education quality because they give priority to quantitative 
expansion and enrollment growth. A young country can have only so much education 
quality, or so it seems.

Yet, while a certain quality-quantity trade-off may be at work, there is ample 
evidence that it cannot account for the full disadvantage that Latin America exhibits in 
education quality:

•	 There are important exceptions, such as the Czech Republic, which spends ap-
proximately the same as the Latin American norm per student, with far better 
results in terms of test scores.

•	 Poor educational performance is not confined to students of low socioeco-
nomic backgrounds. The approximately 100-point difference in the average 

Table 6.4  Lack of Education among 15- to 19-Year-Olds

				    Percentage of cohort who 
			   Percentage	 either did not complete 
	 Percentage	 Average PISA	 with Reading Scale	 grade 9 or had
	 not completing	 Reading Scale	 scores at or below	 Reading Scale scores 
Country	 grade 9a	 score	 level 1b	 at level 1 or belowc

Argentina	 16.8	 418	 43.9	 53.3
Brazil	 43.3	 403	 50.0	 71.6
Chile	 10.1	 410	 48.2	 53.4
Mexico 	 27.9	 400	 52.0	 65.4
Peru	 24.8	 327	 79.6	 84.7
Uruguay 	 31.4	 434	 40.0	 58.8

Sources: IDB (2008) for percentages not completing grade 9; OECD (2001, 2007) for percentages below or at 
level 1 on the Reading Scale.
aData are for 18- and 19-year-olds. Data are from 2000 for Peru, from 2002 for Argentina and Mexico, and from 
2003 for Brazil, Chile, and Uruguay.
bData are from 2000 for Argentina, Chile, and Peru and from 2003 for Brazil, Mexico, and Uruguay. Figures 
represent percentages scoring at or below 407, the maximum PISA score for level 1.
cFormula: Percentage who did not complete grade 9 + (Percentage who did complete grade 9 × Percentage 
with scores at or below level 1).
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PISA  score for Latin America relative to the OECD average holds in the case of 
the top 25 percent of Latin American students, when they are compared with 
the same segment of the OECD student population. Individual country data 
also support this conclusion.

•	 There has been an actual decline in quality over the long run, affecting coun-
tries going through different stages of education expansion. Auguste, Echart, 
and Franchetti (2008) compare the 2000 PISA results of 35 countries also in-
cluded in the Bratsberg and Terrell (2002) database of education quality de-
rived from comparisons of foreign-born employees in U.S. census data, and 
compute the change in the relative ranking of test scores from 1980 to 2000 
for these countries. Countries such as South Korea and Japan have made sig-
nificant improvements in their standings, while over a longer time frame dat-
ing back to the 1950s, the rankings of all Latin American countries, with the 
exception of Mexico, have fallen. Although some Latin American countries 
are not included in this analysis, these results suggest that the region as a 
whole is not making considerable progress in improving the quality of educa-
tion over time.8 Therefore, something else beyond the costs of expansion and 
educational inclusion must be at work in determining the failure of education 
systems to provide Latin Americans with appropriate life opportunities (see 
Figure 6.4).

Economic Inequality and the 
Distribution of Education

It is no surprise that the region’s 
high level of socioeconomic inequal-
ity translates into a powerful factor 
behind inequality in education. Fig-
ure 6.5 shows the strong correlation 
between socioeconomic inequality 
and inequality in the quality of edu-
cation offered to students in a given 
country.

Most Latin American coun-
tries exhibit a relationship between 
student performance in science and 
socioeconomic status that is stronger 

8 Even though, prima facie, this could be con-
sidered a fact lending further support to the 
quality-quantity trade-off argument, it instead 
reinforces the conclusion that other factors 
have a role in determining low education qual-
ity, since countries in different stages of demo-
graphic transition and enrollment expansion—
such as Brazil and Argentina—have suffered 
comparable and simultaneous declines in edu-
cation quality.

Figure 6.4  Change in Relative Ranking of 
Education Performance, 1980 versus 2000

Macedonia

Source: Auguste, Echart, and Franchetti (2008). 
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than the OECD average. Such a rela-
tionship is also found in the United 
States, France, Germany, New Zea-
land, and other countries, although in 
Latin America the relationship is more 
extreme and distinctive. In the region, 
an overwhelming number of schools 
concentrate low-income children, and 
in these schools the learning outcomes 
tend to be less favorable, with few but 
notable exceptions (Willms, 2006). 
One implication is that when it comes 
to acquiring human capital, education 
in Latin America provides relatively 
less support to the disadvantaged. 

The impacts of the disparity in 
education quality on individual skills 
and, consequently, labor performance 
and life opportunities are cogently il-
lustrated by recent research. For exam-
ple, Curi and Menezes-Filho (2008) find that in Brazil, lower scores on proficiency exams 
(Sistema Nacional de Avaliação de Educação Básica, or SAEB) at an early age are related 
to lower future wages. Convergent conclusions come from a study using International 
Adult Literacy Survey (IALS) data from Chile (Manzi et al., 2008); after the effect of years 
of schooling and experience is controlled for, it is found that in Chile, adult literacy skills, 
which are strongly dependent on education quality, have a significant and positive ef-
fect on earnings along the life cycle. Interestingly, this relationship is stronger for people 
with eight years of schooling or less, which indicates that the effect of skills and, pre-
sumably, the quality of the education received is particularly relevant for workers with 
lower education levels. The same analysis establishes that better literacy skills reduce 
the probability of being classified as poor in the Chilean labor force, while improving 
labor participation. Schooling is the main determinant of literacy skills; yet, the actual 
acquisition of such skills—which varies according to the quality of instruction—has an 
independent and discernible effect on life chances, beyond the mere accumulation of 
schooling years by any given individual. 

Subjective Perceptions of Education

In education, as in other spheres of human activity, individual perceptions of given cir-
cumstances are relevant, and sometimes they present stark contrasts with what would 
otherwise seem unequivocal facts or situations that “speak for themselves.”  This psy-
chological and social construction of reality has a powerful influence on well-being and 
behavior; therefore, no assessment of education quality from the perspective of how 
it affects the quality of life can avoid addressing the issue of how it is perceived. It can 
hardly be taken for granted that an individual’s perception will be aligned, as a rule, 
with statistics based on “objective” data.

Peru

Mexico

Chile

Brazil

Argentina

Source: Auguste, Echart, and Franchetti (2008).
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Indeed, while Latin America consistently performs very poorly in international 
student achievement tests, public opinion regarding education quality in the region is 
mostly positive. In fact, Latin Americans are more satisfied with their education quality 
than populations of other countries included in the 2007 Gallup World Poll (Flores and 
Herrera, 2008). How does the perception of education services vary with a measure 
of the quality of services? Figure 6.6 graphs the self-reported satisfaction level with 
education services in various countries according to the 2007 Gallup World Poll against 
a measure (the Quality Indicators of Human Capital, or QIHC) constructed by Altinok 
and Murseli (2007) of each country’s performance on international achievement tests. 

Satisfaction in the majority of Latin 
American countries—Bolivia, Colom-
bia, the Dominican Republic, Hondu-
ras, Mexico, Paraguay, Uruguay, and 
Venezuela—was above the predicted 
level. While satisfaction in Brazil and 
Chile was slightly below the predicted 
level, only Argentina had a consider-
ably lower than expected satisfaction 
level given its test scores. 

A further examination of the 
relationship between satisfaction with 
education and a few simple covariates 
at the personal (age, gender, urban 
area, and income category) and coun-
try (GDP per capita, and quantity and 
quality of education) levels suggests 
that Latin Americans have more favor-

able perceptions of their education systems than their peers in other developing and 
emerging regions. In fact they are approximately 10 percentage points more satisfied 
than would be expected from their standings in regard to other variables.9 This “over-
satisfaction” with education is robust to the inclusion of a control variable intended to 
capture any general tendency for a person to be more or less satisfied than on average.10 
Accordingly, it is possible that such higher satisfaction is driven by factors other than 
a tendency to respond more positively to questions or school quality at the national 
level.

Examining Satisfaction with Education

To examine how satisfaction fluctuates with individual-level variables, detailed house-
hold survey data have been collected in Belize, Chile, El Salvador, Guatemala, and Hondu-
ras through a special module focused on quality of life. Figure 6.7 shows the correlation 

Sources: Gallup (2007) and Altinok and Murseli (2007).
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Results
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9 Regression is based on Gallup World Poll data. The quantity of education is estimated by the net attendance 
rate for secondary school as reported in World Bank (2007). Altinok and Murseli’s (2007) general index of human 
capital quality estimates the quality of education in various countries for the most recent year available.
10 When the individual’s satisfaction with health services is added as an explanatory variable, Latin America contin-
ues to display a significantly higher perception of education services, although the magnitude falls somewhat.  
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of an individual’s level of education 
with his or her perceived satisfaction 
with public education services. Indi-
viduals with higher education levels 
(more than six years) are found to be 
significantly less satisfied with public 
education in all five countries, with 
the largest gaps observed in Chile 
and Guatemala, countries recognized 
for their high inequality levels. 

In many cases, the education 
levels of respondents have a strong, 
nearly linear relationship with per-
ceptions. As shown in Figure 6.8, af-
firmative responses to the question 
“Do you think the majority of children 
receive a good education?” drop off 
steeply with higher levels of educa-
tion. The results indicate that those 
who presumably suffer more directly 
from the lack of quality education 
remain the most satisfied with the 
system, which implies an “aspirations 
paradox,” compatible with findings 
in other sectors (see Chapter 2).

Therefore, a higher level of 
educational achievement is associ-
ated with a more critical view of the 
public education system for the full 
sample of respondents. However, 
regressions using the sample of par-
ents have found that a higher level 
of education does not significantly 
decrease parents’ satisfaction levels 
with their children’s schools. These 
findings suggest that awareness of 
poor education quality increases 
with education levels, while at the 
same time tolerance for unequal con-
ditions diminishes. Educated parents 
may be aware that their children at-
tend better than average schools. 
Thus, higher levels of education may still bring an awareness of the failures of the public 
education system, even if one’s own children are somewhat protected by living in areas 
with better schools or by attending private schools. All this suggests that overall dissat-
isfaction with schools will rise as the population’s overall level of education rises, but it is 

4.0 5.04.5 5.5 6.0 6.5 7.0 7.5

Figure 6.7  Satisfaction with Quality of Public 
Education Services by Education Level
of Respondent

Source:  Authors' calculations based on Quality of Life Modules 
of household surveys. 
Note: Sample consists of individuals 18 years old or older.
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children receive a good education.
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not clear if the demand for better schooling will be directed at public or private provid-
ers, and at schools in the same neighborhood or in other locations.11

To explore whether parents’ level of satisfaction reflects a broader set of fac-
tors, parents of children under 16 were asked additional questions in reference to their 
oldest child attending school. This set included “Are you satisfied with the school your 
child is attending?” as well as specific questions characterizing the schools, including 
parents’ perceptions in regard to safety, discipline, cleanliness, and teacher habits. Table 
6.5 shows the responses to the full range of questions disaggregated by education level. 
Here again, the general picture in all countries—albeit slightly less so in Chile—is of pa-
rental satisfaction when it comes to the schools their own children attend.

In turn, Table 6.6 reports the effects of different factors on parental satisfaction 
with education. In all five countries represented, parents who were pleased with the 
level of in-school disciplinary action were significantly more satisfied with their chil-
dren’s school, with the magnitude of the additional satisfaction ranging from 7 to 15 
percentage points. In all three Central American countries shown, parents’ satisfaction 
levels were correlated with their perception of security in their children’s school, as well 
as with whether teachers were complying with their teaching responsibilities by being 
present and active in the classroom.

Since the satisfaction regarding the factors reported in the table may reflect an 
overall propensity to respond positively to perception questions, to control for this un-
observed tendency, regressions were performed including a variable measuring parents’ 
perception of the health sector. The results are robust to the inclusion of this variable and 
suggest that parents may value a broader set of school characteristics than is typically 
reflected in reports of standardized test scores, especially when apprehension about se-
curity and behavior (of students and teachers) is of widespread concern. Moreover, the 
results resonate with those found in the value-added literature, which seeks to identify 
factors that affect children’s performance in school. As an illustration, studies have found 
that absenteeism has a negative effect on test performance and that teachers’ effective 
time in the classroom (rather than elsewhere in school) is critical for improving learning.

The way a person interacts with schools, students, or graduates may also influ-
ence his or her perceived level of satisfaction with the public education system. For ex-
ample, employers may observe the increased skills and productivity of employees with 
certain levels of schooling, while parents, who have been shown to consider a broader 
set of factors when assessing school quality, observe how their children flourish in re-
sponse to exposure to teachers and school materials. It is also possible to make explicit 
comparisons between parents’ and employers’ satisfaction levels with public education 
by comparing their responses to the same question. Regression analysis suggests that 
parents systematically report a higher level of satisfaction with public education ser-

11 A related issue concerns the mainstream response to the perception of low-quality public schools, which has 
been a flight to privately managed schools, a phenomenon particularly typical among higher-income families.  
For instance, in recent years, a growing perception of the plummeting quality of the public education system in 
Argentina has led to a substantial growth in the market share of private schools (Auguste, Echart, and Franchetti, 
2008). Judging from the Chilean experience, it is apparent that, if released from constraints on their ability to pay 
by a voucher-like system, as many as half the families with school-aged children could choose a private school, a 
fact easily interpreted within a voice-exit framework à la Hirschman (see Nelson, 2008). Yet, for reasons that will 
become clear later in this chapter, it is doubtful that parents make this decision based on conventional indicators 
of school quality, such as test scores.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	 Learning about Education Quality and Perceptions	 135

Ta
b

le
 6

.5
  F

ul
l R

a
ng

e
 o

f E
d

uc
a

tio
n 

Pe
rc

e
p

tio
n 

V
a

ria
b

le
s 

D
is

a
g

g
re

g
a

te
d

 b
y 

Ed
uc

a
tio

n 
Le

ve
l

	
Be

liz
e

	
G

ua
te

m
a

la
	

H
o

nd
ur

a
s	

El
 S

a
lv

a
d

o
r	

C
hi

le

	
Lo

w
	

H
ig

h	
Lo

w
	

H
ig

h	
Lo

w
	

H
ig

h	
Lo

w
	

H
ig

h	
Lo

w
	

H
ig

h 
 

	
ed

uc
a

tio
n	

ed
uc

a
tio

n	
ed

uc
a

tio
n	

ed
uc

a
tio

n	
ed

uc
a

tio
n	

ed
uc

a
tio

n	
ed

uc
a

tio
n	

ed
uc

a
tio

n 
	

ed
uc

a
tio

n	
ed

uc
a

tio
n

A
ll 

re
sp

o
nd

en
ts

	
“T

he
re

 a
re

 g
o

o
d

  	
90

.1
	

86
.2

	
88

.9
	

69
.5

	
82

.5
	

69
.5

	
78

.4
	

62
.6

	
61

.8
	

51
.2

 
   

ed
uc

a
tio

na
l o

p
p

o
rtu

ni
tie

s 
 

   
in

 th
is

 c
o

un
try

.”a

	
“O

p
p

o
rtu

ni
tie

s 
a

re
 e

q
ua

l 	
62

.1
	

56
.9

	
66

.0
	

39
.4

	
71

.3
	

48
.6

	
52

.8
	

34
.4

	
33

.6
	

20
.9

 
   

fo
r e

ve
ry

b
o

d
y.

”a
 

	
“S

uc
ce

ss
 in

 s
ch

o
o

l d
ep

en
d

s 
	

86
.4

	
83

.4
	

92
.7

	
92

.9
	

95
.7

	
92

.4
	

91
.5

	
83

.6
	

86
.8

	
76

.8
 

   
b

a
si

ca
lly

 o
n 

th
e 

sk
ill

s 
a

nd
  

   
ef

fo
rt 

o
f e

a
ch

 in
d

iv
id

ua
l.”

a

	
“D

o
 y

o
u 

th
in

k 
th

e 
m

a
jo

rit
y 

	
71

.9
	

59
.1

	
81

.7
	

44
.9

	
65

.8
	

41
.7

	
67

.6
	

45
.4

	
47

.0
	

27
.4

 
   

o
f c

hi
ld

re
n 

re
ce

iv
e 

 
   

a
 g

o
o

d
 e

d
uc

a
tio

n?
”b

  “
In

 g
en

er
a

l, 
ho

w
 w

o
ul

d
 y

o
u	

7.
06

	
6.

97
	

7.
23

	
6.

24
	

6.
05

	
5.

55
	

7.
19

	
6.

88
	

6.
40

	
5.

00
 

   
ra

te
 th

e 
q

ua
lit

y 
o

f p
ub

lic
  

   
ed

uc
a

tio
n 

se
rv

ic
es

?”
c

Pa
re

nt
s

 	
“M

y 
ch

ild
 is

 s
a

fe
 a

t s
ch

o
o

l.”
a
	

94
.0

	
95

.2
	

95
.4

	
80

.5
	

90
.5

	
85

.9
	

89
.4

	
80

.9
	

68
.3

	
58

.5
 	

“T
he

 s
ch

o
o

l i
s 

ke
p

t c
le

a
n.

”a
	

95
.8

	
94

.3
	

94
.5

	
94

.6
	

96
.6

	
96

.2
	

98
.1

	
95

.7
	

81
.3

	
76

.7
	

“D
is

ci
p

lin
e 

is
 a

p
p

lie
d

 fa
irl

y 
	

90
.9

	
90

.5
	

91
.5

	
85

.8
	

91
.5

	
88

.6
	

88
.4

	
87

.6
	

68
.2

	
66

.8
 

   
a

t t
he

 s
ch

o
o

l.”
a

	
“T

ea
ch

er
s 

a
re

 p
re

se
nt

 a
nd

 	
95

.5
	

95
.0

	
89

.2
	

82
.0

	
85

.1
	

84
.9

	
92

.6
	

89
.7

	
76

.6
	

75
.9

 
   

re
sp

ec
t t

he
 s

ch
o

o
l  

   
sc

he
d

ul
e.

”a

	
“T

he
 s

ch
o

o
l t

rie
s 

to
 k

ee
p

	
92

.4
	

95
.8

	
94

.9
	

92
.0

	
90

.4
	

88
.9

	
97

.3
	

95
.7

	
83

.7
	

75
.2

 
   

p
a

re
nt

s 
w

el
l i

nf
o

rm
ed

  
   

a
b

o
ut

 th
ei

r c
hi

ld
re

n’
s 

   
ed

uc
a

tio
n.

”a

	
“A

re
 y

o
u 

sa
tis

fie
d

 w
ith

 th
e	

97
.3

	
95

.4
	

94
.8

	
85

.8
	

90
.5

	
88

.9
	

96
.1

	
91

.4
	

76
.9

	
80

.8
 

   
sc

ho
o

l y
o

ur
 c

hi
ld

 is
  

   
a

tte
nd

in
g

?”
b

	
“I

f y
o

u 
co

ul
d

 c
ha

ng
e	

20
.8

	
29

.4
	

37
.2

	
50

.4
	

40
.2

	
44

.7
	

40
.1

	
44

.6
	

51
.0

	
47

.6
 

   
sc

ho
o

ls
 w

o
ul

d
 y

o
u 

d
o

 s
o

?”
b

So
u

rc
e

: A
u

th
o

rs
’ c

a
lc

u
la

tio
n

s 
b

a
se

d
 o

n
 Q

u
a

lit
y 

o
f L

ife
 M

o
d

u
le

s 
o

f h
o

u
se

h
o

ld
 s

u
rv

e
ys

. 
a
 P

e
rc

e
n

ta
g

e
 a

g
re

e
in

g
 w

ith
 s

ta
te

m
e

n
t.

b
 P

e
rc

e
n

ta
g

e
 re

sp
o

n
d

in
g

 a
ffi

rm
a

tiv
e

ly
 to

 th
e

 q
u

e
st

io
n

.
c
 O

n
 a

 s
c

a
le

 o
f 1

 to
 1

0,
 w

ith
 1

0 
b

e
in

g
 th

e
 h

ig
h

e
st

 a
n

d
 1

 th
e

 lo
w

e
st

 re
sp

o
n

se
.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	136	 Chapter 6

vices than general respondents, after basic demographic characteristics, including age, 
gender, geographic area, and education level, are controlled for; however, employers 
are significantly less likely than the adult population in general to provide a positive 
assessment of the education system.12 Cárdenas, Di Maro, and Mejía (2008) find similar 
results using Gallup World Poll data, which can be viewed as additional evidence that 
assessments of school quality are based on different criteria depending on the context 
of interactions.

Information and Parental Response

Great expectations have been placed on the potential role of information to help guide 
the decision making of parents and stimulate advances in quality. However, with the 
partial exception of decision making regarding higher education (see Box 6.2), available 
evidence tends to fall short of substantiating such expectations. 

Flores and Herrera (2008) use a rich set of educational achievement data to ex-
plore how parental perceptions relate to isolation levels in Chilean communities, with 
their underlying model focused on the incomplete information available to isolated 
groups. Their study exploits national test data for children in the fourth grade in San-
tiago, as well as census data, to explore the effect of institutional and territorial factors 
on individual achievement. They calculate local socioeconomic segregation of neigh-
borhoods to proxy for the social isolation encountered by residents. They find that in 
nonsegregated areas, parents of children attending schools with higher average test 
scores report significantly higher levels of satisfaction with their school than parents 
with children attending other schools in the same neighborhood. In nonsegregated ar-
eas, parents thus behave as expected: they report higher satisfaction with the quality 

Table 6.6  Effects of Different Factors on Parental Satisfaction with Education
	 Effect of factor on the probability of being 
	 satisfied with school one’s own child attends

	 Belize	 Guatemala	 Honduras	 El Salvador	 Chile

Male	 0.005	 0.015	 –0.019	 0.000	 –0.006
Years of education	 –0.000	 0.002	 –0.001	 –0.008	 0.002
Age	 –0.005	 –0.010*	 0.000	 –0.003	 0.007
Age-squared	 0.000	 0.000*	 –0.000	 0.000	 –0.000
Urban	 0.000	 0.003	 0.015	 0.005	 0.005
Child at school is a boy	 0.004	 0.010	 –0.001	 0.003	 –0.012
Child attends a public school	 0.007	 0.061*	 0.002	 0.004	 –0.010
Child at school is in secondary school	 0.002	 0.006	 0.001	 0.010	 0.010
Child is safe at school	 –0.001	 0.094**	 0.126***	 0.028*	 0.033
Child’s school is kept clean	 0.004	 –0.009	 0.062**	 –0.001	 0.098*
Discipline is excercised fairly at child’s school	 0.084**	 0.121***	 0.129***	 0.151***	 0.072*
Teachers always teach their classes	 0.002	 0.168***	 0.182***	 0.073**	 0.023
Satisfaction with health	 –0.000	 0.006*	 0.005**	 0.001	 0.019

Source: Authors’ calculations based on Quality of Life Modules of household surveys. The method of estima-
tion is probit. 
*Coefficient is statistically significant at the 10 percent level; **at the 5 percent level; ***at the 1 percent level; 
no asterisk means the coefficient is not different from zero with statistical significance.

12 Only the sample in Honduras included sufficient numbers of business owners to test the hypothesis.
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of education when the proxy of that quality (average test scores) increases. However, in 
segregated neighborhoods with high poverty levels, residents are significantly less likely 
to report higher satisfaction if their schools’ test scores are higher compared to other 
schools in the same neighborhood. Accordingly, in segregated areas, parental satisfac-
tion with schools depends less on achievement levels than is the case in less-segregated 
neighborhoods. The authors posit that in socially isolated areas, parents lack complete 
information, which translates into weaker relationships between indicators of school 
quality and parental satisfaction.13 

Box 6.2  The Influence of Information on Higher 
Education Choices

Worldwide, and particularly in the United States, university rankings play 
a major role in influencing student and family decisions in choosing a tertiary edu-
cation institution. Even though such rankings are not available in all Latin Ameri-
can countries, there are some national cases that strongly suggest that systematic 
collection and dissemination of information regarding the quality of higher edu-
cation institutions and programs can influence parental and student choice, and 
even the overall quality of the supply of postsecondary education.

Brazil has long had widely disseminated university rankings produced by 
a variety of public and private sources. Based on work undertaken at the Instituto 
Nacional de Estudos e Pesquisas (INEP), the national institute in charge of educa-
tion evaluation, in the 1990s, the country experimented with a standardized test for 
students approaching university graduation with the goal of assessing whether  
the skills acquired by members of a particular cohort of students were up to pro-
fessional standards in a limited number of disciplines, such as engineering or law. 
As a result of the test, each university school or program received a score, which 
was made public, indicating how well its students as a group met the standards. 
Although the test, known as Provão, has been phased out, it produced observ-
able shifts in the demand for particular programs; accordingly, institutions that 
received low scores in the first round moved proactively to enhance the quality 
of their programs, so as to prove to students that they had received the message  
(Guimarães Castro, 2002). 

El Salvador, which emerged from its civil war with a number of tertiary edu-
cation institutions altogether lacking in supervision or regulation, invested in de-
veloping a system of indicators dealing with basic proxies of institutional quality, 
such as library holdings, available infrastructure, and student-teacher ratios, and 
publicized the results, with noteworthy consequences. Several institutions were 
exposed as being so weak that they opted to close their doors, while others ac-
cepted the need for system-wide quality standards and regulation. Students and 
families adjusted their choices accordingly (Bernasconi, 2002).

13 A similar phenomenon occurs in segregated neighborhoods with high wealth levels; however, the effect in 
these areas was not measured to be significantly different statistically than that in nonsegregated areas.
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These findings are consistent with recent studies in the United States by Hastings, 
Kane, and Staiger (2006, 2007), which find that low-income families place less weight on 
average test scores when choosing schools than higher-income families. They hypoth-
esize that individuals in poor, isolated communities lack relevant information regarding 
public education that may affect their perceptions. For families in poor and   isolated 
communities, this may reflect a lack of awareness that lower test scores may be an indica-
tion that school quality warrants more attention from local and national policymakers.

Chile has made tremendous efforts to implement national student testing and 
publicly disseminate the results. This was deemed particularly important given that Chil-
ean parents have extraordinary latitude in choosing the schools their children attend. 
However, a recent study in Chile by Mizala and Urquiola (2007) finds that school test 
scores, adjusted for the students’ socioeconomic characteristics, do not affect parental 
choices regarding schools. Neither enrollment levels nor the socioeconomic composition 
of its student body change when a given school receives an award for performance.14 

This is fully consistent with findings by Elacqua and Fábrega (2006), who conclude, based 
on the outcome of a survey of parents in the Santiago metropolitan region, that less 
than 50 percent of parents know the relative position of their children’s school when 
compared to others in the same community, and less than 1 percent are aware of the 
precise average score attained by their schools in the Sistema de Medición de la Calidad 
de la Educación (SIMCE), the national standardized test; in contrast, parents reveal a 
keen awareness of the average level of education of other parents in the same school. 
This suggests that school selection is more influenced by social class and proximity to 
family homes than by test scores, understood as a metric focused on education quality. 

Will a Better Alignment of Perceptions and Realities Make a Difference?

Narrowing the gap between perceptions and objective realities may ignite political mo-
bilization, but there is little guarantee that resulting policy changes will effectively re-
solve underlying issues. There are many intermediate links between perceptions and 
policymaking, and most of them remain poorly understood. Are people reporting satis-
faction with education reacting primarily to quantitative advances in education—such 
as those described at the beginning of this chapter—so that the considerable progress 
made in inclusion and universalization has left little room for concerns with quality? 
How long would this effect last? Or, in a possible interpretation of the instances of open 
discontent with education in recent memory (see Box 6.3), is inequality of opportunity—
or, better, the perception of segmentation in education supply and, consequently, the 
unfairness of life chances—perhaps the springboard of political mobilization rather than 
poor quality alone?

Policies to improve education quality add their own complexities to the mix. Many 
of the proximate determinants of learning—parental education and family income, just 
to mention a few—remain outside the control of decision makers. Policies adopted in 
the name of improving quality often reflect the narrow interests of key actors, such as 
unions, are not evidence-based, or overwhelm available institutional capacity.

14 Receipt of such an award means that the school has shown higher performance than expected given the stu-
dents’ characteristics.
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Box 6.3  The Chilean Student Unrest of 2006

While studies have not necessarily found strong student and parental 
responses to information regarding local schools, Chilean youth and society at 
large seem to be responding to the widespread availability of information regard-
ing the school system as a whole. Moving from complacency to action is a big 
step and perhaps is more likely to occur, at least on a theoretical level, when the 
gap between perceptions of reality and objective indicators of reality narrows. 
As the SIMCE results solidified the idea that most students in Chile receive a dis-
mal education, secondary students led a series of protests and demonstrations 
between April and June of 2006. These were the largest demonstrations since the 
Pinochet era, with an estimated one million people joining in, and successfully 
catapulted education to the top of the nation’s policy agenda. Among the stu-
dents’ short-term demands were free bus fare and the waiving of the university 
admissions test fee. Longer-term demands included the abolition of the Organic 
Constitutional Law on Teaching, which students saw as promoting the difference 
in achievement between public and private schools, and a quality education for 
everyone—defined by adequate financing and basic inputs, such as appropriate 
infrastructure. As a direct response to student protest and the widespread support it 
received across Chilean society, President Michelle Bachelet announced several 
significant reforms and validated them by convening an education council that 
included student participation.

The question remains whether the Chilean student and family political mo-
bilization around education can be considered an isolated episode or rather a 
harbinger of similar movements in other Latin American countries. The experience 
fits the pattern described in Chapter 2, in which the demand for public policies, 
particularly for education, rises with income and levels of education, both at the 
country and individual levels. On one hand, it could be hypothesized that it is pre-
cisely the fact that Chile has passed through two decades of education reform—
and has made a point of disseminating information about schools’ performances 
as a key component—that has led to the movement; in other words, in a case of 
well-documented social dynamics, it is progress and not backwardness or stag-
nation that triggers social expectations and change. If this reading is correct, simi-
lar episodes could be prompted in other education systems in the region, many 
of which are going through significant education reforms. On the other hand, the 
particular institutional characteristics of the Chilean school system, which include 
high levels of social segregation between public and private schools, have dis-
tinguished this system as having the most-pronounced levels of social inequality 
between schools in the region. Accordingly, the student unrest could be interpret-
ed as a response to extreme inequality in the opportunities offered by different 
schools, and in this sense the episode might be seen as rather idiosyncratic to the 
Chilean education system. The likelihood of similar episodes taking place in other 
national settings in which inequality among schools is less pronounced or less vis-
ible would consequently be lessened.
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A recent comprehensive review of factors determining quality of education in 
Latin America (Vegas and Petrow, 2007) indicates the difficulty of finding effective poli-
cies to improve education quality (teacher incentives and institutional reforms, such 
as decentralization, conventional teacher training, etc.)  New research on education 
quality points to the fact that, in producing effective policies, the “devil is in the de-
tails.” In trying to distinguish the factors that are associated with enhanced learning, 
this research emphasizes factors that often escape the attention of politicians and par-
ents; for example, whereas education reform policies may include new texts, research 
from Brazil (Menezes-Filho et al., 2008, based on data from Estudo da Geração Escolar 
[GERES]) shows that teachers’ experience in using a particular text in the classroom is 
what improves learning. In Argentina, time on task appears to be an important consid-
eration for improving learning, but it is how instructional time is allocated (e.g., towards 
reading) that seems to offer more promise (Auguste, Echart, and Franchetti, 2008); the 
same study encountered a contrast in the responses of Latin American education sys-
tems when dealing with young children with difficulties in reading (almost no attention 
given to the problem) and those of European systems (a major focus of effort and re-
sources). A comparable study in Chile (Manzi et al., 2008) shows that putting emphasis 
on teachers can improve learning results, but that expanding only their level of training 
or qualification is insufficient.15 

Thus, although in principle better dissemination of test results is unquestionably 
a desideratum of better education policies, expectations should be moderate regard-
ing the probability that this alone will prove decisive in the constructive reform of the 
education deficits of Latin America. As with many other aspects of education policy, the 
distribution of information about outcomes is no “silver bullet,” and, as stressed by Nel-
son (2008), many intermediate conditions have to hold for one to lead to the other.

However, once the wider issue of how education affects quality of life is con-
sidered, the facts and arguments discussed in this chapter suggest less negative conclu-
sions. To some extent, positive perceptions of education in the region have been related 
to the “aspirations paradox”: low expectations stemming from the relatively low level 
of educational achievement of the parents, directly associated with their socioeconomic 
status. As such, it is to be expected that as new cohorts with higher educational achieve-
ment replace the older ones, criticism of education systems is bound to increase, creat-
ing a medium-term opportunity for improvements and reform. The main policy chal-
lenge resulting from this conclusion is institutional in nature: education systems should 
immediately start to build the channels through which an eventual upsurge of criticism 
of education quality can be molded into a constructive force. The brunt of the pressure 
will be borne by the mainstream public systems, and it is there that the challenge of 
institution building will be inescapable. 

It has also been documented that families make decisions and shape their per-
ceptions of their children’s schools by observing a wider set of school characteristics in 
which test scores—the most common measure of education quality—are just one of 

15 Chile was the only Latin American participant to improve its PISA ranking between 2000 and 2006, and the only 
country to institute regular performance- and standards-based evaluation of teachers, as well as the use of such 
results to guide policy.  More-detailed findings on the determinants of education summarized here will appear in 
a forthcoming volume by the IDB.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	 Learning about Education Quality and Perceptions	 141

many indicators, and often not the most important. Here it is worth mentioning a study 
that employs the Laboratorio Latinoamericano de Evaluación de la Calidad de la Edu-
cación (LLECE) approach in Peru, Paraguay, and Honduras, which found that infrastruc-
ture was the factor parents singled out most when asked why things had changed for 
the better within their children’s schools. Moreover, it may be wrong to dismiss parents’ 
disregard for test scores as the direct result of limited information or poor judgment,  
since, as has already been discussed, various factors are involved in a particular educa-
tion output, many of which are beyond a school’s reach. An important consequence is 
that a school’s reputation built only on scores can be misleading: a pioneering study 
of value added by secondary schools in Brazil (Soares, Castro, and Comini Cesar, 2000) 
found a strikingly low correlation between a school’s academic reputation and the ac-
tual value added for its students.

An important conclusion here, beyond the already stated need to modify expec-
tations regarding the potential of school-level accountability as the basis for quality im-
provement, is that education systems should embrace a more explicit and expanded def-
inition of quality. This definition should be better attuned to realistic decision-making 
criteria used by parents and have more potential to become an effective tool for overall 
school-level, and even policy-level, accountability.

Such an approach to education improvement does not imply a loss of focus con-
cerning the centrality of academic achievement; it is hardly a coincidence that the most 
widely admired supervisory systems for schools in place in OECD countries incorporate 
a multifaceted view of quality assurance, understood as a key function of an education 
system.16 Approaches to education quality embodied in institutions such as the British 
Office for Standards in Education, Children’s Services, and Skills (OFSTED) or the Edu-
cation Review Office in New Zealand are designed to keep a sharp focus on academic 
achievement, while paying consistent attention to the broader quality of services pro-
vided by enhanced school-parent relationships, the collegiality of the teaching staff, the 
leadership of the principal, the adequacy of the infrastructure, nondiscrimination poli-
cies in dealing with students, and so on. Such institutions are intended to gradually edu-
cate parents, teachers, and students about how to achieve a quality school experience. 
In certain approaches, an indicator of success is whether a school inspector can visit a 
school and ask its members—teachers, parents, or even students—where they are in 
terms of the learning process and what they need to do in the future, and subsequently 
receive a competent, individualized response.

How can the embracing of an expanded definition of education quality be trans-
lated into practice? Events may already be in motion in the region. It may not be a coin-
cidence that Uruguay, whose education system has arguably made the most successful 
effort to use assessment testing information as a tool for detailed education decisions,  
is one of the best PISA performers in the region, or that in Chile, another top performer, 
the limitations of sample collection and dissemination (even through the press) of test-

16 Hopkins (2007) reviews quality assurance systems in five OECD countries and reflects on possible adaptations 
to Latin American circumstances. A characteristic component of such systems includes a broad view of student 
achievement, defining it not exclusively as test results, but as comprehensive evidence regarding each student’s 
personal development and well-being. See the guidebook How Good Is Our School? (HMIE, 2007), produced by 
Scottish education authorities, for a clear illustration of a multifaceted approach to good education. See also 
McKinsey and Company (2007). 
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	142	 Chapter 6

ing results has led to the recent establishment of specialized institutions that embrace a 
wider definition of quality, such as the one discussed here. 

For at least a decade, education researchers and policymakers have known that 
implementing assessment tests has limited value unless effective policies for the use of 
the data generated are in place. Adding to the considerable set of lessons learned from 
a recent study (Ferrer, 2006), the discussion herein highlights two additional challenges: 
first, the need to systematically collect information, probably at the school level of ag-
gregation, on a richer set of indicators beyond test scores; and second, the need to focus 
on institution building, to the point that entirely new and highly specialized institutions 
in charge of quality assurance for the school system should be created.

This chapter has shown how the quantitative expansion of education in Latin 
America has generated a continual source of improvement in the quality of life of the 
majority of the region’s population over the past century. Similarly, the promise of such 
educational progress has not been fully realized, given the severe quality shortcomings 
found in education systems throughout the region. At the same time, most Latin Ameri-
cans seem to be reasonably satisfied with the quality of education they receive, so a gap 
between perceptions and realities has developed. An enlightened interpretation of this 
gap has policy implications that represent institutional and policy challenges that must 
be faced in the near future by all education stakeholders.

The open questions remain: Will the existing misalignment between perceptions 
and the hard realities exposed by internationally comparable and standardized tests 
diminish?  Will this translate into the type of political mobilization recently experienced 
by Chile? And will school systems be prepared to channel such a reform-oriented mobi-
lization into effective policy? The answers, when found, may have a powerful influence 
on the future of education and the overall quality of life in Latin America.
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Rethinking Conventional 
Wisdom on Job Quality

Happiness is not doing what you like, 

but liking what you do.—Anonymous

Most people work 40 or more hours per week. It is not surprising, therefore, that 
working conditions greatly impact people’s lives and that high job satisfaction is identi-
fied as one of the most important aspects of a fulfilling, highly satisfying life. This chap-
ter examines job quality in Latin America and the Caribbean (hereafter “Latin America”) 
from two perspectives: a review of objective conditions commonly associated with good 
job quality, and a subjective assessment based on job satisfaction and the myriad factors 
that contribute to this satisfaction.

An analysis of objective conditions exposes the low—in many cases declining—
quality of jobs in the region. However, new surveys strongly suggest that some widely 
accepted conventions about what constitutes a good or bad job can be misleading; for 
instance, evidence indicates that informal jobs—traditionally considered inferior, less 
desirable forms of employment—may be a sensible decision for some individuals who 
find more suitable niches for their skills, preferences, and conditions than those offered 
by formal jobs. Revealing empirical evidence indicates that, to a great extent, people 
who have salaried jobs would rather be self-employed, while there are considerably 
fewer people in the reverse situation. Salaried workers cite several reasons for prefer-
ring self-employment, including the possibility for higher earnings, greater flexibility, 
and the lack of a boss. This chapter identifies the job attributes most associated with 
job satisfaction and examines how jobs with such characteristics are distributed among 
different types of workers. Finally, the chapter explores the implications of the analysis 
of objective and subjective factors associated with job quality for the design of effective 
labor market policies and outlines an agenda for better job creation in Latin America.

In Search of Good Jobs

It is often said that countries in the region need more and better jobs. However, what 
constitutes a good job may be in the eye of the beholder. Analysts have resorted to two 
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	144	 Chapter 7

different approaches to measuring job quality: the first determines the quality of jobs 
based on objective criteria (number of hours, earnings, job category), while the second 
is based on the analysis of subjective valuations of job satisfaction. 

Under the first approach, observers adopt certain objective criteria of what consti-
tutes a good job. In developed countries, these criteria tend to be based on factors such as 
wages and working hours, while in developing countries, classifications are mainly based 
on what sector the jobs belong to, formal or informal. In relation to compensation, some 
analysts impose absolute targets that classify all jobs paying below a certain wage as low-
quality jobs; others, mostly in OECD member countries, impose relative targets based on 
a given job’s pay level relative to the median wage. Still other studies measure job quality 
based on the sector or occupation, which in turn is ranked according to whether that sec-
tor or occupation pays higher or lower than the average (Rex, 2006).

The length of the workweek, the share of workers working part-time, and wheth-
er the desired hours of work match those actually worked are other important factors for 
assessing job quality in OECD countries. Job security is another increasingly important fac-
tor, that is, whether jobs are permanent and, therefore, covered by employment protec-
tion legislation, or of a fixed-term nature, which means they are not protected. 

In contrast, measures of job quality in developing countries tend to be based on 
which sector the job belongs to, formal or informal, although the definition of informal 
has shifted over time. The 1978 Regional Employment Program for Latin America and 
the Caribbean (PREALC) defines workers in firms with 10 or fewer employees, unpaid 
family workers, domestic workers, and the self-employed (except those in professional 
jobs) as informal. However, this excludes workers employed in large firms or public sec-
tor jobs that are not covered by labor laws. A newer definition includes all salaried work-
ers whose jobs are outside the coverage of national labor laws and/or social protection 
systems.

An alternative and quite different approach to assessing job quality is to ask 
workers themselves how they perceive their jobs. While economists have been wary of 
relying on subjective data, burgeoning bodies of work in both economics and psychol-
ogy examine how subjective measures of self-reported well-being (SRW) relate to indi-
viduals’ economic behaviors. Additionally, it is useful to assess which job features (pay, 
hours of work, job security, and category) are most valued by workers. Based on these 
two criteria, the next section assesses job quality in the Latin American region over time 
and how it relates to that in other regions.

Job Quality In Latin America  

Record Job Creation . . . 

In terms of employment growth, countries in Latin America have outperformed most 
comparator countries (Pagés, Pierre, and Scarpetta, 2007). Between 1990 and 2004, the 
region created an average of 12 jobs per year for every thousand people of working 
age. Costa Rica, Honduras, and Venezuela had the most dynamic labor markets dur-
ing the period analyzed, creating 18 jobs annually per thousand working-age people, 
and were closely followed by Nicaragua, which averaged 17 jobs annually. In contrast, 
the Southern Cone countries (Argentina, Chile, and Uruguay), as well as Jamaica and 
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Colombia, performed poorly, creating 
fewer than 10 jobs annually per each 
thousand working-age individuals (see 
Figure 7.1).1 Compared to other coun-
tries, only Malaysia, Singapore, Spain, 
and the English-speaking countries of 
the OECD have kept pace with many 
Latin American countries in terms of 
job creation. In contrast, job creation in 
the Southern Cone countries has been 
more comparable to the lagging prog-
ress of continental Europe or Turkey. 

. . . But of Low and Stagnant Qual-
ity by Most Objective Measures

In Latin America, job creation has in-
creased in tandem with a growing labor 
supply fed by an upsurge in female par-
ticipation and an expanding working-
age population. Unfortunately, the 
boost in job creation has gone hand 
in hand with low productivity growth 
(see Figure 7.2); only Chile, the Do-
minican Republic, Trinidad and Tobago, 
and Uruguay sustained productivity 
growth above 1 percent per year dur-
ing the 1990–2004 period. This pales 
in comparison with the rates in many 
countries, particularly in East Asia and 
the Pacific, such as China (7.2 percent), 
Korea (3.8 percent), and Malaysia (2.6 
percent), as well as the United States 
(1.8 percent) and the European Union 
countries (EU15, 1.1 percent). Productiv-
ity is a main determinant of wages and 
other nonwage benefits; thus the com-
bination of high employment and low 
productivity growth suggests that the 
quality of jobs created has been fairly 
low. 

Figure 7.1  Distribution of Countries by 
Average Annual Job Creation, 1990–2004
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Source: Pagés, Pierre, and Scarpetta (2007).
a EU15 countries are Austria, Belgium, Denmark, Finland, France, 
Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, 
Portugal, Spain, Sweden, and United Kingdom.
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Figure 7.2  Labor Productivity Growth in 
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Source: Pagés, Pierre, and Scarpetta (2007).
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Some commonly used job qual-
ity measurements, such as the share of 
informal jobs, point to a decline in qual-
ity of employment since the early 1990s. 
The proportions of self-employed work-
ers, those employed by small firms, and 
those with unpaid jobs have increased 
in most countries (see Figure 7.3). Simi-
larly, in all countries with available data 
aside from El Salvador, the number of 
workers without social security through 
their jobs—another commonly used 
measure of informality—has grown 
over the past 15 years (see Figure 7.4). 

Likewise, poor-quality perfor-
mance is found when job quality is as-
sessed based on measures commonly 
used in richer countries. In terms of 
wages, weak productivity growth is 
associated with low wage growth. Be-
tween 1994 and 2004, Bolivia, Chile, 
and Nicaragua were the only countries, 
among the group for which such data 
for the overall economy could be col-
lected, that experienced positive wage 
growth, and ended up with gains be-
tween 1 and 2.5 percent per year. The 
rest suffered declines in the purchas-
ing power of workers’ earnings; these 
declines were acute in some countries, 
namely, Mexico, Uruguay, and Vene-
zuela (see Figure 7.5). In contrast, real 
earnings growth was positive in most 
OECD countries, except for Japan and 
Austria.2 While in Latin America the av-
erage annual growth rate of real earn-
ings was –0.1 percent, in OECD countries 
the average was around 0.6 percent per 
year. Moreover, among industrialized 
countries, the middle-income countries, 
such as Korea, experienced higher wage 
increases, close to 2 percent per year 
(see Figure 7.6).  

Figure 7.4  Share of Adult Salaried Workers Not 
Affiliated with Social Security through Their Jobs

Source: CEDLAS and World Bank (2008).
Note: Data are for the following periods: Argentina (1992– 
1998), Brazil (1992–2003), Chile (1990–2003), El Salvador (1991– 
2004), Mexico (1990–2003), Nicaragua (1992–1998), Paraguay 
(1992–1998), Venezuela (1998–2004).
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Figure 7.3  Share of Workers in Informal Jobs 
(percentage)

Source: CEDLAS and World Bank (2008).
Note: Informal status is defined as salaried workers in small 
firms and nonprofessional, self-employed and zero-income 
workers. The sample refers to adults from 25 to 64 years old.  
Data are for the following periods: Argentina (1992–1998), 
Bolivia (1993–2002), Brazil (1992–2003), Chile (1990–2003), 
Costa Rica (1990–2003), El Salvador (1991–2004), Honduras 
(1992–2005), Mexico (1996–2002), Nicaragua (1993–2001), 
Panama (1995–2004), Peru (1997–2003), Uruguay (1992–2004), 
Venezuela (1992–2004).
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2 Earnings are defined as the sum of wages, overtime payments, bonuses and gratuities regularly paid, remunera-
tion for time not worked, bonuses and gratuities irregularly paid, and payments in kind.
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For the least-privileged workers, 
the evolution of wages has fared no bet-
ter than the average. IDB (2006c) shows 
that the percentage of workers receiv-
ing wages below an adequate thresh-
old, one that would allow a worker to 
earn a per capita family income above 
the moderate-poverty floor of US$2 per 
day, increased in eight of 15 countries for 
which data were available. At the latest 
count, the ranks of the working poor var-
ied considerably among countries, rang-
ing from 4 to 8 percent in Argentina, 
Chile, and Costa Rica, to above 40 per-
cent in Bolivia, Ecuador, and Honduras.3 
On average, a quarter of the region’s 
working people do not earn enough to 
lift themselves and their families out of 
poverty, even when working. This can-
not be blamed entirely on the low edu-
cational attainment of the labor force. 
Figures through 2005 showed that the 
ranks of the working poor also increased 
among those workers with higher edu-
cational attainment.  

Other objective measures, such 
as working hours, are suggestive of low 
job quality; in Latin America, workers de-
vote more hours to work than workers 
in industrialized economies. In Europe 
and the English-speaking countries of 
the OECD, workers spend an average of 
38 hours per week on the job, compared 
to the average of 43.7 hours devoted by 
workers in Latin America (see Figure 7.7). 
Nonetheless, the average working time 
is still much higher in Korea than in Co-
lombia, Guatemala, Bolivia, and Hondu-
ras, countries with the highest working 
hours in the region. 

Another measure of employment 
quality relates to the stability of the work 
relationship. Based on the countries with 

Mexico Nicaragua Paraguay

Sources: ECLAC (2008) data for 1994–2005, and authors’ cal-
culations based on 1994–2005 data from Central Bank of 
Mexico (2008a, 2008b) and Central Bank of Nicaragua 
(2008).
Note: For Bolivia, data refer to the private sector in La Paz; for 
Chile, data refer to the General Hourly Wage Index; for Ecua-
dor, data exclude agricultural activities; for Mexico, data 
refer to the General Wage Index; for Nicaragua, data refer to 
the National Real Wage; for Paraguay, data refer to wages in 
Asunción; for Peru, data refer to average wages; for Uruguay, 
data refer to the private sector; and for Venezuela, data refer 
to the Earnings Per Hour Index.
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Figure 7.5  Evolution of Real Monthly Wages in 
Selected Latin American Countries
(index, 1994=100)
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Figure 7.6  Evolution of Hourly Real Earnings in 
Developed Countries 
(index, 2000=100)

Source: Authors' calculations based on OECD (2008).
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available data, it is apparent that a 
large share of salaried workers are em-
ployed in temporary jobs. In seven of 
the 11 countries for which data could be 
collected, more than 20 percent of the 
salaried workforce holds a fixed-term 
contract, with the highest percentages 
in Brazil, Honduras, Ecuador, and Co-
lombia. While data are scattered, the 
share of workers in temporary employ-
ment increased in most countries stud-
ied, most notably in Brazil and Colom-
bia, but also in Chile, Guatemala, and 
Panama (see Figure 7.8).4 

But Job Satisfaction Is High  

Given this dismal picture, it is remark-
able that workers in Latin America re-
port such high levels of job satisfaction. 
Information on job satisfaction for Lat-
in American workers was drawn from 
the Gallup World Polls for 2006 and 
2007, the Latin American Public Opin-
ion Project (LAPOP) Survey for Chile, 
and some special modules that were 
added to regular household surveys 
in a smaller group of countries (Belize, 
Ecuador, El Salvador, Guatemala, and 
Honduras) and commissioned for this 
study (see Box 7.1).

Based on the 2006 Gallup World 
Poll, on average 81 percent of the work-
ers in the region are satisfied with their 
jobs (see Figure 7.9).5 The country with 
the highest job satisfaction is Venezu-
ela, followed by Costa Rica and Guate-
mala, while the countries with the low-
est job satisfaction are the Dominican 
Republic, Cuba, and Haiti. Interesting-

Average hours

20 25 30 35 40 45 50 55

Figure 7.7  Average Hours of Work, Selected 
Countries, 2002

Sources: IDB (2007) and ILO (2008b).
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Figure 7.8  Temporary Workers in Total Salaried
Employment

Source: IDB (2007).
Note: Data for Brazil refer only to agriculture, silk production, 
farming, fishing, fish farming, and auxiliary services associated 
with these activities. Missing data are not available or not com-
parable between or within countries. 
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4 The data in Brazil cover only agriculture, fishing, 
and services related to these activities; in Colom-
bia and Ecuador, the data include only the urban 
population.
5 The equivalent figure for 2007 is 85 percent. 
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ly, the average for the region is higher 
than that found in other countries with 
higher income per capita, such as Japan 
or South Korea (78 percent, both coun-
tries), although below the average for 
OECD countries (89 percent). 

Worldwide, workers in richer 
countries tend to display higher levels 
of job satisfaction than those in poorer 
countries,6 yet data also indicate that 
workers in the region report higher 
levels of job satisfaction than work-
ers from other parts of the world with 
similar income per capita. Figure 7.10 il-
lustrates the relation between job sat-
isfaction and income per capita around 
the world based on the 2006 Gallup 
World Poll, excluding the Latin Ameri-
can region (the line in the figure), and 
shows that for almost all countries, job 
satisfaction in this region outperforms 
that in the rest of the world.

Who Knows Best? 

How can the divergence between the 
low quality of jobs in the region—as 
measured by the level and evolution 
of wages, informal employment, or 
working hours—and the seemingly 
high levels of job satisfaction in the 
region be explained? One possibility is 
to dismiss the data on job satisfaction 
as misleading; after all, workers may 
have distorted views of their reality, 
perhaps due to their levels of exposure 
to or expectations of good-quality job 
conditions, which is consistent with 
the “aspirations paradox” identified in 
Chapter 2. 

6 Regressing job satisfaction against income per 
capita and income per capita squared yields a pos-
itive and statistically significant coefficient on in-
come per capita, and a not statistically significant 
coefficient on income per capita squared.  

Percentage of workers satisfied with jobs

50 55 60 65 70 75 8580 90 95 100

Figure 7.9  Job Satisfaction in Selected Countries, 
2006

Source: Gallup (2006).
Note: Figure reflects affirmative responses to question “Are you 
satisfied with your job or the work you do?”
a OECD countries are Australia, Belgium, Canada, Denmark, 
Finland, France, Germany, Greece, Iceland, Italy, Japan, 
Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, 
Switzerland, United Kingdom, and United States.
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Figure 7.10  Job Satisfaction and Gross Domestic
Product per Capita

Source: Authors' calculations based on Gallup (2006).
Note: Line shows the fitted values of the ordinary least squares 
(OLS) regression of country's average job satisfaction on in-
come per capita and income per capita squared for the world 
sample excluding Latin America. 
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Box 7.1  Information on Perceptions of Job Quality

Although work is a central aspect of people’s lives, only recently 
have researchers begun to examine what Latin Americans think of their jobs. The 
Gallup World Polls (2006, 2007) are the source with the widest coverage of this sub-
ject presently available, offering comparable data for more than 100 countries, 22 
of which are in Latin America. In each country the polls cover, 1,000 or more indi-
viduals are interviewed (except in Belize and Guyana, where the sample includes 
only 500 individuals). 

Since the same questions are used for all countries, the polls allow for in-
ternational comparison. Some of the most relevant questions are the following: 
“Are you satisfied with your job or the work you do?”; “In your job, do you have an 
opportunity to do your best every day, or not?”; “Is there someone at work who 
encourages your development, or not?” and “At work, do your opinions seem to 
count?” Respondents are also asked whether they make contributions to a retire-
ment plan through their job and whether they believe that they could lose their job 
in the next six months. Given that the surveys include a multitude of questions on 
other (objective and subjective) aspects of people’s lives, it is possible to explore 
which individual factors are related to perceptions of work. 

Besides the Gallup World Poll, there is valuable complementary informa-
tion, more detailed for some countries, that has been obtained through a special 
module on quality of life included in the regular household surveys for Belize, Ec-
uador, El Salvador, Guatemala, and Honduras, and in a special opinion poll for 
Chile (conducted by LAPOP). The sources provide much more complete informa-
tion on various aspects of work, which makes it possible to study which character-
istics of jobs are important for people.

Some additional technical information on these special surveys may be of 
use for specialists. The surveys were conducted in the second half of 2007, except 
those in Ecuador and Chile, which were conducted at the beginning of 2008. The 
surveys, which are representative at the national level, were conducted among 
persons over 18 years of age selected at random from each household. The excep-
tion is Ecuador, where information was gathered from all eligible family members, 
and where the survey encompassed only Quito, Guayaquil, and Cuenca, with 
2,228 participants. Information on Belize is based on a random subsample of 1,594 
respondents obtained two weeks after the national household survey. Data from El 
Salvador were collected 10 months after the household survey, with 1,082 partici-
pants. The survey in Guatemala, with 1,400 participants, was not a subsample of 
the household surveys; in the Honduras survey, with 8,282 participants, data were 
collected at the same time as in the national household survey. The LAPOP survey 
for Chile is also representative at the national level and was conducted among 
1,500 persons over 18 years of age in selected households. 
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Alternatively, answers to the job satisfaction question may differ based on cul-
tural norms. As discussed in Chapter 2, there is an optimism bias, which varies by indi-
viduals, countries, and regions and affects life or job satisfaction comparisons. In fact, 
there is a positive, although not very large, correlation between the degree of indi-
vidual optimism and job satisfaction at the country level.7 However, differences across 
countries in the degree of individual optimism do not explain the higher job satisfaction 
of Latin American workers relative to those in other countries with similar income levels. 
Thus, accounting for such differences does not change the results presented in Figure 
7.10 in any significant way.  

The former analysis indicates that cross-country, and possibly cross-individual, 
differences in job satisfaction perceptions are driven by a host of factors that go beyond 
cultural norms and optimism biases. This suggests that a promising avenue is to examine 
the determinants of this high job satisfaction. From what do workers derive high satis-
faction? How do subjective measures of job satisfaction relate to aspects (such as wages, 
hours of work, benefits, job security, or formality status) that are generally associated 
with good-quality jobs? While the results are quite revealing, a note of caution is re-
quired in their interpretation given the small samples available and the fact that only a 
handful of countries have implemented this type of survey; nonetheless, they illustrate 
the benefits of such surveys for the analysis of labor issues in the region. 

Learning from Workers’ Views

Informal and Worse Off? 

One tenet of development economics is that the informal sector is a marginal, less-ad-
vantaged sector in a segmented labor market. After all, formal employment implies ac-
cess to an array of benefits and protection that informal workers lack. Implicit in this view 
is that all formal jobs offer protection, all benefits are desirable, and it is better to be an 
employee—particularly of a large firm—than self-employed. 

In contrast, some studies postulate that workers may prefer to work in informal 
jobs for a number of reasons. They may prefer the autonomy of self-employment (Ma-
loney, 2004), or to work in small firms rather than larger ones because they dislike the 
regimentation of larger firms (Idson, 1990). A related argument is that workers may find 
that informal jobs offer greater flexibility, which may suit individuals with competing 
time demands, such as students or parents of young children. Workers may also prefer 
not to pay taxes and social security contributions from which they derive little benefit 
(Maloney, 2004), which may be particularly relevant if governments provide free-of-
charge social services targeted to informal workers (Levy, 2008).

Which view is more accurate? Most evidence of the marginal status of informali-
ty is based on studies showing that workers in the informal sector earn less than workers 
in the formal sector; however, this approach has been discredited for various reasons. 
First, formal and informal sector workers may greatly differ in their earnings potential. 

7 The correlation between the two measures is 0.31. Such a correlation can be used to estimate optimism. Opti-
mism refers to a character trait or cultural norm of each respondent. Optimistic individuals tend to answer more 
favorably all questions across all quality of life dimensions. (For further details, see Box 2.2.)
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Some of the differentials commonly attributed to the formality status may in fact be 
associated with differences in workers’ ability, effort, or preferences. Secondly, and per-
haps most relevantly, focusing on wage comparisons alone excludes an array of other 
job attributes that workers are likely to consider when comparing formal and informal 
jobs (Maloney, 2004). Lastly, earnings for informal workers, particularly for those who 
are self-employed, may not be well recorded; such workers may not properly account for 
operating costs when computing their earnings, and may also have far higher incentives 
to underreport their earnings.

Another line of inquiry focuses on uncovering workers’ revealed preferences by 
studying their mobility patterns; if workers prefer formal employment, they should vol-
untarily move mainly from informal to formal sector jobs, while involuntary mobility 
should go in the opposite direction. Yet, studies find high rates in both directions, sug-
gesting low barriers to entry in the formal sector. They also show that mobility is higher 
going from informal salaried to formal salaried jobs, consistent with a higher preference 
for formal salaried jobs. At the same time, the results indicate little mobility between 
formal salaried and self-employment jobs, consistent with either large barriers to entry, 
or high levels of self-sorting in the jobs in which workers have a comparative advantage 
(Bosch and Maloney, 2007a; Pagés and Stampini, 2007).

Mobility studies, however, face a fundamental challenge: the data do not make 
clear whether mobility is voluntary or involuntary, implying that even when workers 
move between the formal and informal sectors, it is difficult to know whether this is by 
necessity or by choice. Comparing workers’ choices during normal and recession times 
can be helpful, as involuntary moves are expected to be more frequent during the latter 
(Bosch and Maloney, 2007b). An alternative, more straightforward way to assess prefer-
ences across types of jobs is to compare job satisfaction levels across formal and informal 
sectors, or even better, to ask workers which sector they prefer.

Prior to the analysis of the special modules on quality of life that concern the 
relation between work satisfaction and form of employment, and given the multiple 
interpretations of “informality,” it is important to establish a precise definition of this 
term. Perry et al. (2007) distinguish between two alternative definitions. The first de-
fines whether a job is informal based on the size of the firm. Under this definition, all 
employees of companies with 10 or fewer workers, including those who are self-em-
ployed, are considered informal. An alternative approach is based on whether workers 
enjoy the legal benefits established by labor laws. Since in most countries labor laws 
mostly refer to salaried workers, this approach does not readily apply to self-employed 
workers. Instead, it is probably best understood as making a useful distinction between 
salaried workers with and without mandatory protection.8 The two definitions do not 
necessarily overlap. Importantly, while it is true that workers in large firms are more 
likely to have access to formal benefits, a considerable share of workers employed in 
such firms are without formal protection. On average in the Latin American region, 
more than one in four workers in firms with more than 10 employees do not have ac-
cess to formal benefits.9 The figure is one in two workers in 10 countries and even three 

8 In most countries, self-employed workers are not required to enroll in social security. Similarly, minimum wage 
or paid vacation laws do not apply to these workers. 
9 For some countries, the threshold is four workers or fewer, depending on data availability. 
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in four in Paraguay.10 On the other hand, an average of one in four workers employed 
in small firms in the region has access to legal benefits, with figures close to 50 percent 
in Chile, which implies that firm size is only a rough proxy for legal benefits access. As 
such, it becomes important to separately identify the effects on job satisfaction of three 
job attributes: working in salaried versus nonsalaried jobs, being salaried in a small firm 
versus a larger one, and working with or without social security coverage. 

Happy Microentrepreneurs

A comparison of job satisfaction between salaried and self-employed workers yields in-
teresting and unexpected results. Gallup World Poll data for 20 Latin American countries 
suggest that business owners (large or small) do not have lower levels of job satisfaction 
than workers in other occupations such as professionals, company managers, clerks in 
private businesses or public agencies, sales workers, construction or mining workers, 
manufacturing or production workers, transportation workers, installation or repair 
workers, or farming, fishing, or forestry workers. This result is not driven by differences 
in optimism across individuals. In fact, controlling for this factor here and in the rest of 
this chapter, following the methodology in Chapter 2, does not affect the results. 

It could also be argued that these results are driven by the fact that Gallup World 
Poll data do not distinguish between microentrepreneurs and owners of larger busi-
nesses; therefore similar comparisons are performed using more-detailed data from the 
Quality of Life (QOL) modules from Chile, Ecuador, El Salvador, Guatemala, and Honduras 
(see Box 7.1 for a description of these surveys). The results here suggest that, at least in 
some countries, being a microentrepreneur can yield higher job satisfaction than being a 
salaried worker. Comparing workers of similar characteristics in terms of age, education, 
gender, health, and civil status shows that workers in self-employment are equally or 
more likely to report job satisfaction than workers in salaried jobs. Controlling for hours 
worked and monthly earnings yields the same results in all countries, with the exception 
of Chile. The most extreme case is Guatemala, where results indicate much higher levels 
of job satisfaction among self-employed workers. In contrast, salaried workers in Chile 
are more likely to be satisfied with their job than the self-employed.

Could this simply reflect that self-employed workers are inherently a happier 
group, who, given these characteristics, voluntarily chose self-employment? If so, their 
higher levels of job satisfaction could reflect their sunnier disposition rather than their 
sense of job satisfaction. However, this does not seem to be the case; even after possible 
differences in personality are taken into account, the self-employed seem happier with 
their jobs. In addition, microentrepreneurs are less likely to want to switch jobs than sala-
ried workers, suggesting that their higher levels of job satisfaction are genuinely linked 
to their jobs. In a 2007 QOL survey, quite starkly, almost 80 percent of salaried workers 
in Honduras reported a preference for self-employment. The corresponding numbers for 
surveys in Ecuador, El Salvador, and Guatemala were about 60 percent (see Table 7.1). In 
contrast, based on the same surveys, a minority of self-employed workers in these three 
countries would have preferred salaried positions. Still, a considerable number of self-

10 Calculations here are based on Perry et al. (2007).
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employed workers reported a preference for changing jobs, most notably in Ecuador 
and El Salvador (over 40 percent).

According to the QOL surveys, salaried workers provide three main reasons why 
they would prefer to be self-employed: higher earnings, more flexibility, and not hav-
ing a boss, in descending order. Conversely, workers who would prefer being in salaried 
jobs tend to report higher and/or more stable earnings as the reason. The importance of 
these job attributes for job satisfaction, as well as the different incidence of valued char-
acteristics across different job categories, is assessed in more detail later in the chapter.

A relevant question is why so many workers are not employed in their first 
choice, that is, they wish to be self-employed but are in salaried jobs, or vice versa. The 
answer may be that many workers are waiting for the appropriate moment to make 
the transition; however, it may also be a reflection of insufficient access to credit or to 
other barriers to entry determined by red tape or discrimination. This suggests the need 
to further investigate if there are barriers that prevent workers from acting on their 
aspirations in future work.

Lastly, higher satisfaction for the self-employed could be associated with these 
workers’ being more able workers, which in turn allows them to excel in their field and 
reach a higher level of job satisfaction. However, it should be noted that selection into 
self-employment based on workers’ ability would not invalidate the observation that, at 
least in some countries, self-employed workers are on average happier at work.  

Unhappy Small-Firm Employees

In contrast to microentrepreneurs, evidence indicates that workers in small firms are less 
satisfied with their jobs than either self-employed or salaried workers in larger firms, 
independently of whether they have access to social security benefits. Based on QOL 
and LAPOP surveys, Table 7.2 shows how likely salaried workers in either small or large 
firms are to declare job satisfaction relative to self-employed workers, once differences 
in personal characteristics and job attributes have been accounted for.11 In Guatemala, 

Table 7.1  Workers’ Preferences in Selected Latin American Countries
	 Salaried workers who would prefer	 Self-employed workers 		
	 being self-employed	 who would prefer being salaried

Country	 Percentage	

Ecuador	 59	 41
El Salvador	 67	 48
Guatemala	 57	 32
Belize	 45	 23
Honduras	 79	 32

Source: Authors’ calculations based on QOL surveys from Ecuador (2008), El Salvador (2007), Guatemala (2007), 
Belize (2007), and Honduras (2007).		

11 The table reports the marginal effects obtained from a probit model estimating the effect of work category 
on job satisfaction, with individual characteristics and job attributes (objective and subjective, including hourly 
wages and hours of work) controlled for, except in the case of Chile, where data do not include wages. See Mad-
rigal and Pagés (2008) for a complete description of the analysis.
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salaried workers in both types of firms are less likely to be satisfied with their job than 
self-employed workers. In Honduras, workers in small firms are less likely to be satisfied 
than the self-employed, while workers in larger firms are equally satisfied. Preferences 
in El Salvador conform to the expected pattern in a dual labor market: salaried workers 
in bigger firms are more likely to be satisfied than either the self-employed or salaried 
workers in smaller firms. Finally, in Chile, all salaried workers show a higher probability 
of job satisfaction than the self-employed, with higher satisfaction among larger-firm 
employees. These results suggest different rankings of job preferences among diverse 
types of workers worldwide, with an apparently higher preference for self-employment 
in poorer countries and a generalized lower preference for employment in small firms. 
It is unclear what drives the small-firm effect, which appears even after differences in 
wages and job amenities (such as job stability, ability to progress, schedule, and manda-
tory benefits) are controlled for. Accounting for differences in optimism across individu-
als does not affect these results.12

The Value of Social Security

Labor laws mandate that employers register workers for social security and offer work-
ers a package of benefits. It is often assumed that workers value such benefits, that 
they are paid for fully by firms, and that, therefore, they constitute benefits above and 
beyond the monetary compensation received. Yet, such assumptions do not necessarily 
hold if the compensation package is determined by the interplay of labor demand and 
labor supply, as legislation designates only which portion of the compensation package 

12 However, for Chile the coefficient on being salaried in small firms is no longer statistically significant once dif-
ferences in optimism are accounted for. 

Table 7.2  Job Satisfaction of Salaried Workers Relative to Self-Employed 
Workers, by Firm Size
	   	 Effect on probability of being satisfied 
Country 	 Firm size	 at work relative to self-employed workers	

Guatemala	 Small 	            –0.25**
	 Large	            –0.12**

Honduras	 Small 	            –0.04*
	 Large	              0

El Salvador	 Small 	            –0.02
	 Large	              0.05

Chile	 Small 	              0.04*
	 Large	              0.07*

Source: Authors’ calculations based on QOL surveys from Guatemala (2007), Honduras (2007), and El Salvador 
(2007), and from the Latin American Public Opinion Project in Chile (2008). 		
Note: Coefficients in table refer to marginal effects of the probit estimation of probability of being satisfied at 
work on work category, with gender, education, urban and health status, hours of work, labor income, and job 
attributes controlled for. Estimates from Chile do not control for labor income. A positive (negative) sign implies 
that self-employed workers are more (less) satisfied with their jobs than salaried workers.		
*Coefficient is statistically significant at the 10 percent level; ** at the 5 percent level; ***at the 1 percent level; no 
asterisk means the coefficient is not different from zero with statistical significance.
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is paid in wages and which part is paid in kind. If that is the case, workers could end up 
paying for most of their benefits and giving up part of their wages. In addition, diver-
sity in preferences for leisure versus work, or in valuation of present versus future con-
sumption, means that individuals may have different valuations of the standard benefits 
package. Some individuals may be willing to trade benefits for higher pay. Others might 
prefer to contribute less towards their future pension in exchange for higher wages 
today. Still others may consider that paying for medical insurance is not a priority if they 
are healthy. 

Thus, the relation of mandated benefits to job satisfaction is not that simple. 
Presumably, at least some workers try to avoid paying for the benefits they do not value 
by taking jobs in firms that, by virtue of their nature and size, can easily escape the no-
tice of the authorities concerning such mandates. This is especially the case if workers 
have alternative protection against health shocks and old-age poverty risk, by means of, 
for example, other public programs not tied to individual contributions, or relying on 
offspring and relatives when needs arise. In that case, being employed in a job without 
benefits may not be a reflection of exclusion, but rather a deliberate decision of workers 
to exit the formal system (Perry et al., 2007).

The evidence on the relationship between job satisfaction and benefits differs 
across types of workers. In the Gallup World Poll sample for all of Latin America, be-
ing affiliated with a pension plan is associated with higher job satisfaction; however, 
an analysis by education level suggests that workers with either very low or very high 
levels of education show less preference for pensions—or, in other words, their job 
satisfaction does not increase significantly if they contribute to a pension plan through 
their job. Levy (2008) reaches similar conclusions with respect to the poorest workers in 
Mexico, as a result of the low quality of and difficult access to social security and medical 
and hospital services. For their part, workers at the top end of the distribution are likely 
to have better access to alternative mechanisms to save for retirement. In a related man-
ner, analysis by age indicates that workers less than 25 years old, and those older than 
50, derive less job satisfaction from being affiliated with social security.13 

A more-detailed analysis using QOL surveys in Guatemala, Honduras, and El Sal-
vador provides similar findings. Given that in Honduras, self-employed workers were not 
asked about their affiliation status, and that in these three countries most workers em-
ployed in small firms do not receive the benefits that are mandated, the analysis distin-
guishes between four possible labor market statuses: being self-employed, being sala-
ried in a small firm, being employed in a large firm with benefits, and being employed in 
a large firm without benefits. The comparison of job satisfaction across these categories 
indicates that in Guatemala and Honduras, workers in large firms with access to social 
security are more likely to declare job satisfaction than workers in similarly large firms 
without benefits, even after the influence of individual characteristics and other job at-
tributes is isolated (Table 7.3). In contrast, in El Salvador workers employed in large firms 
without benefits are more likely to be satisfied with their jobs than self-employed work-
ers. It is also interesting that, even after social security benefits are factored in, only in 

13 Many workers close to retirement age who have contributed few years to social security know they will either 
not qualify for pensions or obtain a minimal amount from them. In such cases, paying into the system may be of 
low value to them.
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Honduras are salaried workers in large firms more likely to be satisfied with their jobs 
than self-employed workers; these results strongly suggest that the relation between 
job satisfaction, firm size, and access to benefits does not always correspond to the 
conventional wisdom, and that results can vary considerably from country to country. 
As reported above, workers in small firms tend to be less satisfied with their jobs than 
workers who are self-employed or employed by large firms without benefits. 

Interestingly, performing the same exercise, but distinguishing between workers 
with different education levels, suggests again that the relationships between job sat-
isfaction and work categories differ substantially across education levels, with a lower 
preference for benefits at the lower end and, possibly, at the higher end. In Honduras, 
for example, only workers who have completed high school exhibit a preference for be-
ing employed in large firms with benefits (Table 7.3). For workers with lower or higher 

Table 7.3  Job Satisfaction of Salaried Workers Relative to Self-Employed   
Workers, by Firm Size, Benefits, and Education Level
		 Effect on probability of being satisfied at work

			  Less than 	 Primary 
			  primary 	 or more		
Country	 All	 completed	 completed

Guatemala	 Salaried workers in  
	 small firms	 –0.24***	 –0.26***	 –0.14		

	 Salaried workers in  
	 large firms with benefits	 0.05	 –0.21	 0.051*		

	 Salaried workers in  
	 large firms without benefits	 –0.16**	 –0.24**	 –0.075		

El Salvador	 Salaried workers in  
	 small firms	 –0.01	 –0.05	 0.038		

	 Salaried workers in  
	 large firms with benefits	 0.06	 –0.62*	 0.12*		

	 Salaried workers in  
	 large firms without benefits	 0.09*	 –0.31	 0.12*		

		 	 Primary 	 High school	 College 
		 All	 completed	 completed	 completed

Honduras	 Salaried workers in  
	 small firms	 –0.04*	 –0.03	 –0.01	 –0.02	

	 Salaried workers in  
	 large firms with benefits	 0.06*	 0.031	 0.037**	 –0.016	

	 Salaried workers in  
	 large firms without benefits	 –0.01	 0.004	 0.025	 –0.035	

Source: Authors’ calculations based on QOL surveys from Guatemala (2007), Honduras (2007), and El Salvador 
(2007).		
Note: Coefficients in table refer to marginal effects on work category and benefit status of the probit estimation 
of probability of being satisfied at work, with gender, education, urban and health status, hours of work, labor 
income, and job attributes controlled for. A positive (negative) sign implies that workers are more (less) satisfied in 
self-employment than in salaried jobs in any category.	
*Coefficient is statistically significant at the 10 percent level; ** at the 5 percent level; ***at the 1 percent level; no 
asterisk means the coefficient is not different from zero with statistical significance.
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educational attainment, access to benefits is not as relevant for job satisfaction. Simi-
larly, even though in Guatemala and El Salvador the smaller number of observations 
does not allow for the same level of disaggregation, in these countries only workers 
who have completed primary education or more associate being employed in large 
firms with higher job satisfaction. For those with lower levels of education, being self-
employed is as preferable as, or, as in El Salvador, more preferable than being in a large 
firm with benefits in terms of job satisfaction. These results do not change when differ-
ences in the degree of optimism across individuals are accounted for. 

In sum, the assessment of the relationship between informality and welfare 
yields important conclusions. First, the analysis points to the lack of overlap between 
different, if often interchangeably used, dimensions of informality. Not all jobs in small 
firms are unprotected, nor does the law protect all workers employed in large firms. 
Second, some jobs commonly categorized as informal seem to be preferred over jobs 
traditionally labeled as “good jobs.” This is particularly the case of self-employment, 
which seems to lure many workers under the expectation of higher income, more flex-
ible schedules, and no bosses. Thus, there seems to be an abundance of good jobs (at 
least in the view of workers) in self-employment, and plenty of “bad jobs” in large 
firms, while preferences across categories vary substantially across countries. Third, 
evidence indicates that having access to a pension plan improves job satisfaction, but 
only for workers with education above a certain level, and possibly only for those with 
intermediate education levels. Low levels of willingness to forgo current income for 
future pension, because of myopia, or alternative arrangements for social protection—
for example, relying on offspring and relatives in old age, or in the case of high-income 
workers, being enrolled in alternative private programs—may reduce the willingness 
of workers on both ends of the income spectrum to participate in mandatory social 
protection systems. This may partly explain why participation of workers with low levels 
of education is so low across countries, and why self-employed workers, who can volun-
tarily affiliate with the system, rarely do so (Auerbach, Genoni, and Pagés, 2007). Yet, 
even if individuals do not value certain benefits—such as social security—it does not 
necessarily follow that the state should not mandate them. While it may be individu-
ally optimal to trade off a higher wage today for a lower pension (or none) tomorrow, 
socially it may not be so if workers do not correctly anticipate their retirement needs. 
The implications of this friction between individual desires and societal needs will be 
considered later in this chapter.

Unemployment Risk and Job Insecurity 

Objective indicators of mobility show that unemployment risk looms large in Latin Amer-
ica. Between 25 and 30 percent of jobs in formal manufacturing firms are either created 
or destroyed every year (see Figure 7.11). Job destruction occurs partly because some 
firms become unprofitable and exit the market, and partly because some firms downsize 
their labor force. Job destruction is likely to be even higher in the service sector or in the 
vast majority of small-scale establishments. Longitudinal data from household surveys, 
for the few countries in which such data are available, suggest that workers without 
access to social security (i.e., those unlikely to be covered by employment protection 
laws) tend to have higher exit rates to unemployment than those with access, although 
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this association does not hold for 
Venezuela, where the exit rates to 
unemployment are lower for those 
without access. Exit rates to unem-
ployment are higher in some cases 
for high-skilled workers (Venezue-
la), while in others (Argentina and 
Mexico) the less skilled bear the 
brunt (see Figure 7.12). While job 
destruction is also prevalent in in-
dustrial countries (see Figure 7.11), 
the corresponding figures for the 
Latin American region, for the few 
countries with available data, are 
among the highest of the group. 
In addition, it may be argued that 
there are more mechanisms in place 
to protect workers against unem-
ployment risk in higher-income 
countries; therefore, it is likely that, 
unless workers have found alterna-
tive, better mechanisms to protect 
themselves against unemployment 
risk, job insecurity is higher in Latin America.

Job insecurity is clearly a concern for workers in the region, as perception data 
confirm. Based on the 2007 Gallup World Poll, on average, 20 percent of workers fear 
they could lose their jobs within six months. The highest perceived job insecurity is in 
Mexico, at 27.3 percent, and the lowest in Uruguay and Paraguay, at 14 and 11 percent, 
respectively (see Figure 7.13). Unfortunately, comparable information on job insecurity 
is not available for other countries outside the region, and therefore international com-
parisons on job insecurity cannot be performed. 

How does job insecurity affect workers’ welfare? The data suggest a strong 
negative relation between perceived job insecurity and job satisfaction. Table 7.4 illus-
trates this impact according to information from QOL surveys after worker character-
istics and other work attributes are accounted for. In these surveys, job insecurity was 
measured based on workers’ responses to the question of whether they might lose their 
jobs within six months. Answering that question affirmatively reduced the probability 
of job satisfaction between 8 and 15 percentage points, depending on the country. By 
way of comparison, it is possible to compute how much a worker’s wages would have 
to increase to compensate for lost job satisfaction associated with job insecurity for at 
least one country: Honduras. The magnitude of such compensation is substantial, on 
the order of 300 percent. Similar results, albeit of somewhat smaller magnitude, were 
found when this analysis was performed using Gallup World Poll data for the entire 
Latin American region (see Table 7.5).

Table 7.4 also suggests a negative association between life satisfaction and job 
insecurity for salaried workers in Ecuador (see note to table). A recent study (Menezes-

Figure 7.11  Job Creation and Destruction as
Percentage of Total Employment in Manufacturing 
in Selected Countries, 1990–2000 
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Filho, Corbi, and Curi, 2008) explores 
this issue using Gallup World Poll data 
for Latin America and finds a strong 
and robust relationship.14 Moreover, 
being affiliated with social security, 
a proxy of whether employers are in 
compliance with labor regulations 
and, therefore, whether workers are 
eligible for severance pay and other 
employment protection, is not associ-
ated with higher employment security. 
If anything, affiliated workers seem 
to be more worried about losing their 
jobs than unaffiliated ones. Given that 
the data do not follow individuals over 
time, such findings could be driven by 
the fact that more risk-averse workers 
self-select into formal jobs; yet they 
could also reflect that current social 
protection institutions offer little pro-
tection against unemployment risk. 
The Menezes-Filho et al. analysis indi-
cates that workers in good health, and/
or with higher income or household as-
sets, tend to feel more secure in their 
jobs.15 But, less predictably, women suf-
fer lower job insecurity than men. De-
spite these differences, the study finds 
no important variations in how job loss 
risk affects quality of life across differ-
ent groups of workers. 

An in-depth look at job inse-
curity perceptions using the QOL sur-
veys confirms the negative relationship 
between education and perceived job 
insecurity, although that relationship is 
not statistically significant in all coun-
tries. Another interesting dimension 

is a quite-common U-shaped relationship between perceived job insecurity and age, 
which implies that job insecurity is higher in young workers, then declines with expe-
rience, and later increases as workers approach retirement age. In all countries, the 
perception of job insecurity is higher among salaried than self-employed workers, even 

Figure 7.12  Percentage of Workers Who Transit 
from Jobs with and without Social Security to 
Unemployment in a Year, by Education Level

Source: Pagés and Stampini (2007).
Note: Low level of education refers to those with no education 
and less than secondary education; high level of education 
refers to those with at least secondary education completed.
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14 Data for the question regarding job security are available only for this subsample of countries.
15 The effect of these covariates holds after the effect of selection on employment is controlled for. 
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after individual and job character-
istics are controlled for. It may well 
be that self-employed workers, as 
owners of their economic activity, 
feel more in control of their job situ-
ation than those who depend on 
third parties for their work. Among 
the salaried, workers in small firms 
tend to experience higher job insecu-
rity than workers in firms with more 
than 10 employees, except in Guate-
mala, where even after a large set of 
individual and job characteristics are 
controlled for, job insecurity is high-
er among employees of larger firms. 
Finally, and unlike those based on 
Gallup data, estimates based on QOL 
surveys reveal no clear relationship 
between gender and job insecurity. 
In some countries (El Salvador, Gua-
temala), women experience more 
job insecurity, while in others (Chile) 
men experience more. In some coun-
tries, the difference is not statistically 
significant.

A relevant issue is whether 
perceived job insecurity is related 
to the actual probability of unem-
ployment. Studying this issue would 
require longitudinal data to verify 
whether all those who reported job 
insecurity ended up losing their jobs, 
yet unfortunately, such data are 
hard to find for countries in the re-
gion. Menezes-Filho, Corbi, and Curi, 
(2008) attempt to study this issue, 
examining whether personal charac-
teristics that predict the probability 
of unemployment are also correlated 
with perceived job insecurity, and 
find a positive, but not statistically 
significant, relation between pre-
dicted probability of unemployment 
and perceived job insecurity in Brazil. 
Again, it is hard to interpret such a 
lack of correlation without longitudi-

Percentage of insecure workers

0 5 10 15 20 25 30

Figure 7.13  Perception of Job Insecurity in Selected 
Latin American Countries, 2007

Source: Gallup (2007).
Note: Figure reflects affirmative responses to question "Do you think 
you could lose your job in the next six months?”

Paraguay
Uruguay

Costa Rica
Nicaragua

Panama
Guatemala

Guyana
Argentina

Brazil
Colombia

Ecuador
Dominican Republic

Chile
Honduras

El Salvador
Peru

Bolivia
Belize

Mexico

Latin America
average

Table 7.4  Impact of Job Insecurity on 
Job Satisfaction
	 Effect of job insecurity on  
	 the probability of being  
Country	 satisfied at work

Ecuador	 –0.03*
Guatemala	   –0.09*
Honduras	      –0.08***
Chile 	 –0.12***
El Salvador	  –0.14**
Belize	 –0.13***

Source: Authors’ calculations based on the QOL sur-
veys from Ecuador (2007), Guatemala (2007), Hondu-
ras (2007), El Salvador (2007), and Belize (2007) and 
from the Latin American Public Opinion Project in Chile 
(2008). 
Note: Coefficients in table refer to marginal effects of 
the probit estimation of probability of being satisfied at 
work, with gender, education, urban and health status, 
hours of work, labor income, and job attributes con-
trolled for. In Ecuador, the dependent variable is life sat-
isfaction and refers only to salaried workers. Estimates 
from Chile do not control for wages. A negative (posi-
tive) sign implies that workers are less (more) satisfied 
if they think they could lose their job. Job insecurity is 
based on answers to the question “Do you think you 
may lose your job in the next six months?”	
*Coefficient is statistically significant at the 10 percent 
level; ** at the 5 percent level; ***at the 1 percent lev-
el; no asterisk means the coefficient is not different from 
zero with statistical significance.	
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nal data. It may well be that those who are more likely to be unemployed at any given 
time are actually more employable, and can find a new job more easily than others and 
therefore do not perceive more job insecurity. On the other hand, perhaps those who 
have less secure jobs have adapted to shifting jobs or holding several at a time, and will 
not report more job insecurity. 

Yet, whether or not correlated with actual unemployment risk, perceived job 
insecurity might have important negative consequences for workers’ health outcomes. 
Such insecurity is positively associated with depression, whereas job satisfaction reduces 
the incidence of depression in the Gallup World Poll data (Parker, Rubalcava, and Teruel, 
2008b). Since the causality can run both ways—depressed workers may feel more inse-
cure while workers with their jobs at risk may feel more depressed—it is necessary to ex-
plore further sources of data to disentangle the causality. Parker, Rubalcava, and Teruel 
(2008b) use longitudinal data for Mexico, which follow individual workers over time, to 
shed further light on this issue. They find that workers who lost their job between the 
first and second wave of the survey had more mental health problems (such as problems 
sleeping, appetite loss, low concentration, or lack of confidence) than those who were 
employed in both periods; in contrast, people who moved from unemployment into 
jobs experienced fewer health problems. To assess causality, these authors examined 
whether health status in the initial period predicted employment status in the second 
period and found that it did not, suggesting that the causality runs from work status to 
mental health. 

Being Well Paid and Feeling Well Paid

It is reassuring that subjective measures of job satisfaction relate to economic variables 
in expected ways. Previous chapters have documented a positive relationship between 
earnings and life satisfaction. In addition, most studies confirm a positive relationship 
between higher pay and higher job satisfaction (Clark, 2004), and the Latin American 

Table 7.5  Impact of Job Attributes on Job Satisfaction
	 Effect on probability of 
Job attribute	 being satisfied at work 	

Do your opinions seem to count?a	 0.10***	
Are you able to do your best every day?b	 0.21***	
Does someone encourage your development?c	 0.10***	
Could you lose your job?d	 –0.08***	
Are you affiliated with a pension plan?e	 0.02	

Source: Authors’ estimations based on Gallup (2007).		
Note: Coefficients in table refer to marginal effects from a probit estimation of probability of being satisfied at work, 
with gender, education, marital, urban and health status, labor income, and job attributes controlled for. 
Country effects and an optimism variable, which captures the effects of personality, are also controlled for. 
a Reflects answers to the question “At work, do your opinions seem to count, or not?		
b Reflects answers to the question “In your work, do you have an opportunity to do your best every day?”
c Reflects answers to the question “Is there someone at work who encourages your development?”		
d Reflects answers to the question “Do you think you could lose your job in the next six months?”		
e Reflects answers to the question “Are you affiliated with a retirement plan to which you contributed last month?”	
*Coefficient is statistically significant at the 10 percent level; ** at the 5 percent level; ***at the 1 percent level; no 
asterisk means the coefficient is not different from zero with statistical significance.		  	 	
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region is no exception.16 Data available for Belize, Honduras, El Salvador, and Guatemala 
show that higher pay is associated with greater job satisfaction. In the latter two coun-
tries, however, wages cease to have a direct effect on job satisfaction when other job 
attributes are controlled for. 

In fact, more important than being well paid is the perception of being well 
paid. In studies for the above-mentioned countries, workers who felt well paid declared 
higher levels of job satisfaction than workers who earned the same pay but felt less well 
paid, even after a large set of individual and job characteristics were controlled for. This 
implies that higher (subjective) relative income contributes to job satisfaction and that 
this contribution can be more important than the effect of actual pay. These results are 
not likely driven by some individuals’ being more optimistic, and at the same time bet-
ter paid, and therefore feeling more satisfied with their jobs, as results hold when such 
individual characteristics are taken into account. 

Interestingly, perceptions of pay are more evenly spread than actual pay. While 
there is a well-documented gender and race gap in wages (see IDB, 2006c, and refer-
ences therein), the evidence for Belize, Ecuador, El Salvador, and Guatemala indicates 
that women and people of indigenous origin do not feel significantly less well paid 
than males or nonindigenous people. Experimental evidence described in IDB (2006c) is 
consistent with the notion that women bargain less and demand lower starting wages. 
Accordingly, a first step towards wage equality may require changing workers’ expec-
tations, which paradoxically could lead to lower job satisfaction. The only exception 
is Honduras, where evidence suggests that females in the workforce do feel less well 
compensated than their male counterparts. Moreover, this gap is entirely attributable 
to differences in pay, as perceptions between men and women are similar when such 
pay variations are controlled for. 

Chapter 3 documents that when life satisfaction is measured, relative earnings 
are as important as absolute earnings. An investigation of whether job satisfaction is 
related to relative earnings for Honduras, the only country where detailed wage data 
allow for the computing of reference wages—taken to be the average wage of workers 
of the same sex, age, and education—yields mixed results: the effect of higher wages 
for the reference group on job satisfaction, keeping individual earnings constant, is 
negative but not statistically significant.

Balancing Life and Work

Workers in Latin America put in longer hours than their industrial-country counterparts, 
while higher fertility rates mean these workers face greater family demands. How do 
they balance life and work? 

Part of the answer to this age-old question resides in lower female participation 
rates and a more traditional division of labor within households: men work long hours 
while many women stay at home. Perhaps this traditional arrangement explains why in 
the five countries in which the relationship between hours of work and job satisfaction 

16 Studies also show that workers care not only about absolute wage levels, but also about relative wages. A lower 
than average wage increase may actually reduce job satisfaction. Chapter 2 presents a related discussion of the 
effect of absolute and relative incomes on life satisfaction.
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is examined (Chile, Ecuador, El Salvador, Guatemala, and Honduras) there is no evidence 
that the number of hours worked negatively affects job satisfaction, even after wages 
are accounted for. In fact, in El Salvador and Honduras working longer hours is associ-
ated with higher levels of job satisfaction. Moreover, contrary to expectations, there 
is weak evidence that women have a preference for shorter working hours than men, 
although these results may be due to the small number of observations in these sur-
veys, particularly of women, given their lower participation rates. Only in Honduras and 
Chile are the differences between men and women in relation to their preferences for 
working full or part time statistically significant. In both countries, men who work part 
time are less likely to feel satisfied with their jobs than those with full-time jobs, while 
women are equally satisfied working part time. 

Data obtained from the household surveys indicate that 43 percent of women 
who work in the Latin American region work less than 40 hours per week (part time), 
and this figure is much lower for males (27 percent). The proportion of part-time work 
among women is highest in Argentina (60 percent) and lowest in El Salvador (29 per-
cent). Across countries, part-time work is associated with higher participation by youth, 

women, and older workers in the 
labor force, which suggests that 
part-time work may be a success-
ful instrument for combining paid 
work with other activities (see Fig-
ures 7.14 and 7.15) for which women 
sacrifice little in terms of job satis-
faction.

 
High Pay and Stability Are Not 
Everything 

A good-quality job consists of more 
than just good pay and job security. 
Other attributes generally not ac-
counted for in objective measures 
of job quality carry considerable  
weight in determining job satisfac-
tion. For example, based on Gallup 
World Poll data, job satisfaction is 
highly associated, in decreasing im-
portance, with being able to per-
form at one’s best, having someone 
at work that encourages one’s de-
velopment, and having one’s opin-
ions count at work. Interestingly, 

these factors matter more for job satisfaction than having access to a pension plan 
through work or having job security (see Table 7.5). This is particularly relevant  once 
differences in optimism levels are taken into account, given that the effect of being af-
filiated with a pension plan remains of equal magnitude but ceases to be statistically sig-

Percentage of part-time workers

0 10 20 30 40 6050 70

Figure 7.14  Part-Time Workers in Latin American 
Countries by Gender, Early 2000s

Source: IDB (2007).
Note: Part-time workers are defined as the percentage of total 
employed people working less than 40 hours a week.
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nificant. Such data lead to the conclu-
sion that being listened to at work and 
having a mentor are particularly impor-
tant for young workers, while being 
able to perform at one’s best is equally 
important for workers of all ages. Also, 
it is possible to conclude that men de-
rive more satisfaction from having their 
opinions count, while women are more 
satisfied when they are able to perform 
at their best. 

Individual country QOL sur-
veys provide additional information on 
work attributes that are highly valued 
by workers. In Honduras and El Salva-
dor, after having a well-remunerated 
job and enjoying a good work sched-
ule, being able to advance at work is 
the attribute that contributes the most 
to job satisfaction, along with having a 
secure job. In Guatemala, the highest 
contributors to job satisfaction, after 
having a well-paid job, include having a 
job that is not monotonous and having 
a job that allows for advancement. Sim-
ilarly, in Chile, the greatest job satisfac-
tion comes from being allowed to do 
one’s best, followed by having a great 
deal of autonomy and the possibility of 
career advancement. For salaried work-
ers, while the analysis is weakened by 
a lower number of observations, being 
treated with respect and having a fair 
employer are the most-prized job at-
tributes. An important issue for health 
and risk policy is that negative attri-
butes, such as a dangerous or stressful 
environment, do not seem to affect job 
satisfaction greatly. 

How many workers have access 
to jobs with these valued attributes? 
Quite surprisingly, according to the 
2006 Gallup World Poll, many work-
ers have such access. On average, 83 
percent of workers report being able 
to perform to the best of their ability 

Figure 7.15  Labor Force Participation and 
Part-Time Work

Source: IDB (2007).
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every day, 58 percent report hav-
ing someone at work encouraging 
their development, and 79 percent 
feel their opinions count at work 
(see Figures 7.16, 7.17, and 7.18).17 
The QOL surveys also indicate that 
a large percentage of salaried work-
ers report having a fair employer 
(above 70 percent in all countries 
and as high as 83 percent in El Salva-
dor and Belize). On the other hand, 
these surveys indicate that a rela-
tively lower percentage of workers 
are able to advance at work (Belize: 
57 percent; Chile: 46 percent; Ecua-
dor: 54 percent; El Salvador: 47 per-
cent; Guatemala: 57 percent; and 
Honduras: 65 percent). 

Who lands the jobs with the 
most-valued attributes? As in devel-
oped countries, workers with more 
education and higher wages have 
better chances of securing jobs with 
these attributes. The Gallup data 
indicate that in the Latin American 
region, urban, older, healthier, and 
more-educated workers are the 
most likely to hold jobs with the 
most-valued attributes. The QOL 
surveys confirm these patterns for 
Guatemala, Honduras, and El Sal-
vador. For example, in these coun-
tries workers with higher wages and 
more education are more likely to 
report that their job offers greater 
opportunities for advancement. 
Quite notably, in all countries, self-
employed workers are equally as 
likely as or, often, more likely than 
salaried workers to report advance-
ment prospects. 

This indicates that in addi-
tion to wages, hours, and job secu-

50 55 60 65 70 75 85 90 9580 100

Source: Gallup (2006).
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Figure 7.16  Percentage of Workers Who Declare 
They Have the Opportunity to Do Their Best Every 
Day, 2006

0 20 3010 40 50 60 70 9080 100

Source: Gallup (2006). 

Latin America 
average

Paraguay
Nicaragua
Argentina
Honduras

Cuba
Chile
Haiti

Uruguay
Guatemala

Ecuador
Peru

Dominican Republic
Trinidad and Tobago

El Salvador
United States

Bolivia
South Korea

Jamaica
Puerto Rico

Taiwan
Ireland

Malaysia
Panama

Costa Rica
Colombia

Figure 7.17  Percentage of Workers Who Declare 
There Is Someone at Work Encouraging Their 
Development, 2006

17 These percentages are slightly lower in the 
2006 data set. 
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rity (the usual job attributes that 
tend to be measured by objective 
indicators of job quality), there are 
a host of other job attributes that 
are as important, or even more 
important, for job satisfaction. In 
turn, judging from workers’ own 
accounts, these attributes are more 
widespread than the ones on which 
analysts tend to focus. This may ex-
plain why, despite disappointing 
objective indicators, job satisfaction 
in Latin America is relatively high. 

Summing Up

Job quality is often assessed us-
ing factors such as the incidence 
of formal or regular-indefinite em-
ployment, the evolution of wages, 
or the hours of work, aspects that 
commonly are considered directly 
related to welfare. According to 
most of these yardsticks, the quality 
of jobs has declined in the past decade in Latin America. The share of informal workers 
and workers not covered by social security and the number of workers with low wages 
have increased in most countries, while wages have increased very slowly, if at all. At 
the same time, more workers have taken on temporary jobs and many are working more 
hours, while job turnover has substantially risen.

A look at the attitudes and preferences of workers in relation to their jobs com-
plements the standard assessment of job quality in a number of ways. It reveals that 
self-employment may be a surprisingly attractive option for many workers, particularly 
in the low-income countries of the sample of countries analyzed, as it is perceived to 
provide, among other valued characteristics, better opportunities for advancement and 
higher earnings. Moreover, while being affiliated with social security through work may 
be an essential benefit for many workers, others may value it less. Although the reasons 
are unclear, a combination of a reliance on informal safety nets (such as leaning on 
offspring and relatives when old), a lower ability to save money for health and old-age 
poverty risks, and an increasing supply of government programs providing basic health 
and pensions to workers in the informal sector may reduce the value of being affiliated 
with social security for lower-income workers. These factors should be considered in 
policy design, particularly if governments seek to expand the reach of social protection 
mechanisms. 

The results presented here suggest that the conventional wisdom that classifies 
formal jobs as “good” and informal jobs as “bad” is likely to be erroneous. In addition, 
the current practice of using the term “informality” in a generic way, lumping many 

50 60 70 80 90 100

Source: Gallup (2006, 2007).
Note: U.S. data are from 2007.
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Figure 7.18  Percentage of Workers Who Declare 
Their Opinions Count at Work, 2006
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different categories together without properly distinguishing which ones are used in 
the definition, may be misleading, as overlap between categories can be quite low and 
preferences across these categories can vary substantially across individuals and coun-
tries. Rather than using dualistic categories, it seems more appropriate to identify job 
quality based on a number of separate work attributes, of which job category, firm size, 
and enrollment in mandatory benefit programs are only a few. Perception data can help 
analysts to determine which job characteristics are valued the most.

One such valued attribute is job security, which also seems to have important 
implications for overall happiness and health and which can be tracked more regularly 
among workers and their families. In addition, being and feeling well paid are impor-
tant components of job satisfaction, which suggests that tracking absolute and rela-
tive pay might be a much better indicator of job quality than job category. Finally, the 
analysis uncovers a number of very valued job attributes not regularly tracked by stan-
dard indicators of job quality, such as being able to do one’s best, having one’s opinion 
count, enjoying a nonmonotonous job, having someone promoting one’s development 
at work, being presented with advancement opportunities, or having a fair employer. 
Some of these attributes seem to be widespread, while others are not. The fact that 
more than 40 percent of workers see no opportunities to progress in their job is a reason 
for concern, especially when having such opportunities is closely correlated with welfare 
at work. Improving the measurement of those characteristics that truly make for a good 
job according to workers is an important step towards achieving higher job quality in 
the Latin American region. 

Yet, as discussed in previous chapters, the policy objective should not necessarily 
be to maximize job satisfaction, as there are a number of instances in which individual 
perceptions and societal goals may conflict. One such conflict arises when workers do 
not properly assess their needs when sick or aging. Another potential source of conflict 
arises from the fact that workers may have overly strong preferences for working. As 
such, an analysis of workers’ self-reported preferences would indicate that most work-
ers prefer working a relatively high number of hours, even with earnings adjusted for. If 
such preferences turn out to be incompatible with other societal goals, restricting hours 
of work may be justifiable. On the other hand, even if such a conflict arises, measur-
ing reductions in work hours as an indicator of job quality may not be appropriate in 
middle-  and lower-income countries. Another conflict could arise if workers excessively 
discount negative attributes, such as stress levels or unsafe workplace practices. The evi-
dence presented here suggests that they may actually do so, since in the data analyzed, 
stress levels or performing a dangerous job does not carry much weight in regard to 
job satisfaction. If workers are not sufficiently aware about safety or healthy workplace 
practices, government may need to spend more resources on public outreach and edu-
cation campaigns, even if this leads to lower job satisfaction.

Fostering Better Job Creation in the Region

The analysis of objective indicators of job quality suggests that most countries in the 
Latin American region do not have problems creating jobs, but rather struggle to create 
good-quality jobs. The analysis of perception-based data complements such research by 
suggesting that workers care about job security and pay, two aspects that, given recent 
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wage and temporary-contract trends, have not improved recently in the region. Work-
ers are also concerned about job attributes such as promotion opportunities or having 
one’s opinions count, which are not routinely measured, and therefore it is difficult to 
know whether they have deteriorated over the years. Regarding the poor evolution 
of wages, low productivity growth and large labor supply growth have strained labor 
markets during the past 15 years. While demographic pressures will subside in the near 
future, the region needs to increase the pace of productivity growth in order to foster 
the creation of higher-paying jobs, which is particularly relevant in a context where 
skill-biased technological change may have increased the incidence of low pay in the 
region (IDB, 2007). Increasing the growth of labor productivity requires cultivating a 
better allocation of resources and spurring higher investment in equipment, technol-
ogy, infrastructure, and human capital. It also requires enhancing the business climate 
in which firms operate. However, while labor productivity growth determines earnings 
growth, which is a key determinant of job quality, employment policies can, at least to 
some extent, foster higher job quality.  

Smarter Regulation, Better Worker Protection

A common answer to the question of how to create better jobs is to promote labor 
regulation, for example, by enforcing higher minimum wages or ensuring greater job 
security (e.g., by restricting temporary-contracts use or increasing the cost of dismissal). 
Given the importance of high wages and job security in perceived job quality, what role 
should regulatory policy have in achieving those goals? 

Labor regulations in Latin America cover a broad spectrum, including length 
of the workweek, types of contracts, minimum wages, and procedures to terminate 
work relationships. All countries regulate labor relations to a greater or lesser extent, 
and Latin America falls in the middle range when it comes to labor regulations (for ex-
ample, concerning nonwage labor costs, the rigidity of hours, or the overall indicator 
of regulations—rigidity of employment index) (see Figure 7.19). In terms of terminating 
employment relationships, the region has a mixed position. It highly restricts hiring out-
side of regular, indefinite contracts (difficulty of hiring index) and mandates relatively 
high severance pay (firing costs index). Yet, administratively it is easy to terminate work 
relationships, as shown by the region’s low position in the difficulty of firing index.

Latin American countries have also signed a large number of ILO conventions, 
placing the region third in terms of number of overall signed conventions and second in 
regard to the eight fundamental conventions (see Figure 7.20). Some conventions are not 
necessarily enforced, such as that involving child labor, which has not been eradicated 
from the region, but has been declining in recent years in some countries (see Figure 
7.21).

There is an economic case for labor market regulation because free markets are 
unlikely to lead to outcomes that maximize social welfare. Yet, evidence suggests that 
current labor regulations may be partly at fault for creation of low-quality jobs. These 
findings are obtained from a host of recent studies assessing the impact of labor regu-
lations on labor market outcomes. Unlike a first set of studies based on cross-country 
analysis, more recent studies analyze episodes of reform in depth, comparing economic 
sectors and workers who are affected and not affected by reforms.
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Figure 7.19  Indicators of Labor Regulations across the World

Source: World Bank (2008).
Note: Higher values on the indices and other measures indicate higher protection for workers.
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In terms of minimum wage 
laws, studies in middle- and low-
income countries find that mini-
mum wages that are set far above 
the market price provide wage 
gains to those who keep their jobs, 
but can lead to employment losses 
among the most vulnerable. Stud-
ies for Indonesia (Rama, 2001), 
Hungary (Kertesi and Köllo, 2003), 
Colombia (Bell, 1997, and Malo-
ney and Núñez, 2004), Costa Rica 
(Gindling and Terrell, 2007), and 
Chile (Cowan, Micco, and Pagés, 
2004) find that minimum wage 
hikes have a negative impact on 
employment, and may also expand 
the proportion of workers in self-
employment (Andalon and Pagés, 
2008, for Kenya), although, as dis-
cussed above, this is not necessar-
ily negative unless it is the result of 
workers’ not finding the jobs they 
really want. Studies also find that 
employers may reduce average 
hours for workers earning close to 
the minimum wage (Gindling and 
Terrell, 2007), which, judging from 
the preferences of workers—par-
ticularly male workers—for long 
hours, would be associated with 
adverse outcomes for job satisfac-
tion. Some studies, however, have 
not found negative employment 
effects (Lemos, 2004, for Brazil, 
and Bell, 1997, for Mexico), which 
suggests that effects may differ 
across countries and may depend 
on the minimum wage level. Nev-
ertheless, most studies find that 
for each 10 percent increase in the 
minimum wage, some 1 to 2 per-
cent of jobs are lost. 

Given these findings, minimum wage policies must be carefully monitored. This 
ideally entails access to longitudinal data, which allows workers to be followed over time 
and what happens to their employment status, earnings, and job satisfaction before and 

Source: ILO (2008a).
Note: Eight conventions have been identified by the International La-
bour Organization’s governing body as being fundamental to the 
rights of people at work, irrespective of levels of development of indi-
vidual member states: freedom of association (#87, #98), abolition of  
forced labor (#29, #105), equality (#100, #111), and elimination of child 
labor (#138, #182).
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Figure 7.20  Ratification Rates for Eight Fundamental 
International Labour Organization Conventions, 
by Region
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Note: The term “children” refers to the population ages 10–14. Percent-
ages over the population of children for the following periods: 
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after the introduction or modification of wage floors to be assessed. If costs are deemed 
to be high, there are several policy alternatives to boost the earnings of low-income 
workers, some of which involve improving the productivity of workers through better 
education and training programs. Other policies imply fostering increases in productiv-
ity in the industries and sectors that pay lower wages. Finally, governments can consider 
direct income transfers to workers who are working but are poor (Cox Edwards, 2007), 
which can provide for redistribution without reducing employment opportunities for 
such workers. 

Studies also provide insight into the economic impact of legislation that raises 
administrative or economic costs of dismissals. While in principle such regulations would 
appear to favor workers by enhancing job security, there are important trade-offs that 
must be considered. Thus, while turnover is found to decline with higher dismissal costs, 
employment can also be negatively affected, particularly in labor-intensive sectors or in 
sectors that face unstable demands (Autor, Donohue, and Schwab, 2004, 2006; Besley 
and Burgess, 2004; Micco and Pagés, 2006; Ahsan and Pagés, 2007). In addition, women, 
youth, and unskilled workers tend to lose in terms of employment and wages, while 
skilled male workers benefit (Montenegro and Pagés, 2004, 2007; Kahn, 2007). Employ-
ment protection has also been shown to push employers towards offering temporary 
jobs and outsourcing (Autor, 2003; Kahn, 2007), particularly for female, unskilled, and 
young workers (Kahn, 2007), as well as to condemn the jobless to longer periods of un-
employment (Kugler, 2004). Finally, employment protection can alter workers’ long-run 
prospects and job quality by lowering total factor productivity (Autor, Kerr, and Kugler, 
2007). 

Studies based on workers’ perceptions also confirm that quite surprisingly, em-
ployment protection legislation does not seem to increase the perception of job secu-
rity. Data for 12 European countries show that workers feel less secure in countries with 
stricter employment protection legislation (Clark and Postel-Vinay, 2005). Similarly, in 
Latin America, both formal workers—eligible for employment protection—and informal 
workers suffer the same degree of job insecurity (Menezes-Filho, Corbi, and Curi, 2008). 
While employment protection decreases the incidence of job loss, it also stunts workers’ 
reemployment prospects in cases of unemployment. Temporary and outsourced work-
ers are likely to face greater job insecurity as well.  

It therefore appears that employment protection legislation (EPL) brings about 
important, undesired collateral effects in regard to the economy, while failing to pro-
tect workers against unemployment risk. This failure emerges from design and imple-
mentation shortcomings that must be remedied in order to create an effective protec-
tion mechanism. What explains this failure? First, EPL does not prevent job loss in the 
event of firm closure, an event that affects a large proportion of workers (see Figure 
7.11). Second, in many cases firms are unlikely to meet their obligations towards workers 
when they are burdened by economic problems. Third, severance pay does not protect 
workers against the risk of extended unemployment (i.e., the severance pay is the same 
regardless of how long workers remain unemployed). Fourth, given high levels of em-
ployment rotation, severance pay may be quite low for many workers.   

How is it possible to enhance unemployment risk protection, while at the same 
time minimize the aforementioned adverse side effects? The answer is country specific, 
depending on government administrative capacity, development of the financial system, 
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and size of the government, among other things. Still, some general principles can be 
advanced, such as shifting from systems designed to protect jobs to systems designed to 
protect workers. This implies moving to some form of unemployment insurance mecha-
nism geared to protect workers against income loss associated with unemployment. 
In industrial countries, higher unemployment benefits are associated with both higher 
national well-being (Di Tella, MacCulloch, and Oswald, 2003) and greater perceptions of 
job security (Clark and Postel-Vinay, 2005). 

Yet, unemployment insurance mechanisms are difficult to implement in coun-
tries that suffer from poor administrative capacity and have large informal sectors; 
moreover, they may bring problems of their own. Unemployment insurance systems 
that provide benefits that either are too high or last too long discourage job search 
and foster extended unemployment unless costly monitoring and activation mecha-
nisms are in place. On the other hand, despite such negative effects, unemployment 
insurance mechanisms that pool unemployment risk and provide resources to enable 
workers to look for a suitable job result in longer terms of employment in subsequent 
jobs (Tatsiramos, 2004). This positive effect is larger in countries with more generous 
unemployment insurance, as they allow better matches between workers and jobs. 
Clearly, then, there is a balance needed between sufficient and excessive insurance.  

Some countries in the Latin American region already have some form of un-
employment insurance, although its coverage tends to be low (Mazza, 2000). There is 
also an overlap between benefits and beneficiaries when countries have both sever-
ance pay and unemployment insurance. An effective reform should assist in shifting 
from one system to the other, rather than superimposing programs and benefits. Some 
countries, like Chile, already allow firms to subtract a portion of unemployment insur-
ance contributions from severance pay obligations. Credits of this kind can constitute 
a promising way of shifting between systems without raising labor costs, and while 
unemployment insurance systems styled after those in industrial countries may be dif-
ficult to implement in middle- and low-income countries, unemployment insurance 
schemes based on a mixed system of individual accounts and government paid ben-
efits, as in Chile, may be a feasible solution for some countries (Acevedo, Eskenazi, and 
Pagés, 2006). 

Active Labor Market Policies: How and When 

Another effective way to protect workers against unemployment risk is to revamp job 
intermediation (JI) services, which typically have low levels of effectiveness and cover-
age  (Mazza, 2003), capture a small proportion of vacancies (Ramos, 2002, for Brazil), 
and show large within-country geographical disparities in terms of quality (Samaniego, 
2002). Despite limited evidence on the performance of job intermediation services in 
the Latin American region, existing evidence suggests that JI can help workers find bet-
ter jobs, although the effects may differ across groups of workers (Ramos, 2002, on Bra-
zil; Flores Lima, 2006, on Mexico). JI needs to be improved by expanding registration of 
workers and vacancies, enhancing the quality of services, extending regional coverage, 
and reducing geographical quality disparities. It should also be linked with other active 
labor market programs and with the receipt of benefits in countries with unemploy-
ment insurance programs.
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Public works programs can be useful devices to transfer resources temporarily 
to workers or households in need when other mechanisms are not available, although 
they are not permanent solutions to job creation failures and do not improve subse-
quent earnings or employment probabilities (Jalan and Ravallion, 2003, for Argentina; 
Betcherman, Olivas, and Dar, 2004). To ensure proper incentives, work requirements 
need to be enforced and payments should be below market to provide workers with an 
incentive to leave the program for better prospects. Similarly, wage/employment sub-
sidies should be considered temporary solutions. The available evaluations, which have 
mostly been carried out in developed countries, show that in practice subsidies lead to 
substantive employment creation, but at the expense of large deadweight losses and 
substitution effects (Marx, 2005; Betcherman, Daysal, and Pagés, 2008), with little posi-
tive effect on future earnings (Galasso, Ravallion, and Salvia, 2004). 

In turn, labor training, while not the end-all solution for labor market problems, 
can improve employment prospects of some workers, although the results differ across 
types of workers and countries (Betcherman, Olivas, and Dar, 2004). Ibarrarán and Rosas 
Shady (2008) compare the results of the evaluations of seven training programs in Latin 
America and find that employment effects range from none to about 5 percentage 
points, but are higher for some groups, such as women in Colombia and Panama—
with impacts of 6 to 12 percentage points in the employment rate. They also find a sig-
nificant impact on the probability of finding a job with a contract or health insurance. 
Evaluations suggest that the quality of training is important in explaining subsequent 
labor market outcomes. In the case of Peru, youth attending higher-quality courses have 
greater subsequent earnings after the program (Chong and Galdo, 2006).18 Evaluations 
also suggest that involving employers and/or private providers in training improves out-
comes for trainees. 

Improving Social Security 

Workers’ valuation of social security mechanisms is a key parameter in the design of 
labor market policy, because a low valuation is a source of problems in the labor mar-
ket. As stated above, workers, particularly those with lower incomes and educational 
attainment, may not be willing to pay for social security benefits, particularly pension 
plans, because of myopia, lack of understanding of the need to save for the future, or 
reliance on informal safety nets, or because they simply need the cash for basic con-
sumption. Another important reason for not valuing social security relative to its costs is 
that benefits may be of poor quality, or simply not available, or perhaps workers do not 
have faith in the government’s ability to manage the programs. This problem may be 
compounded by the emergence of new programs aimed at expanding health and medi-
cal insurance for workers not affiliated with social security. While the intentions of these 
programs are obviously good, subsidizing coverage for those not in the social security 

18 Quality is measured through quantitative and qualitative criteria that include class size, expenditures per train-
ee, eight teacher variables, six infrastructure and equipment characteristics, 19 curricular structure variables, and 
nine variables characterizing the link between the course content and the institution’s knowledge in regard to  
workers and occupational analysis of labor demand. These variables are combined into a single quality index using 
principal components analysis (Chong and Galdo, 2006).
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system is likely to reduce workers’ incentives to pay into the system for services that they 
might otherwise obtain free, or at a very low cost if workers are informal (Levy, 2008). 
This implies that many workers’ nonparticipation in social security is a matter of choice 
rather than exclusion (Auerbach, Genoni, and Pagés, 2007; Perry et al., 2007). 

Low valuations are a problem, because accordingly social security contributions 
become a tax on employment. Studies suggest that on average workers pay for a sub-
stantive part of this tax in the form of lower wages (Heckman and Pagés, 2004; Betch-
erman and Pagés, 2007). However, evidence also implies larger adverse employment 
effects for low-income workers who are less willing to trade off protection for lower 
wages (Taymaz, 2006). The former suggests the need to monitor more closely workers’ 
valuations of social security and other programs paid for through wage contributions. 
Surveys eliciting a combination of objective and subjective data on workers’ preferences, 
in the spirit of the ones discussed in this chapter, can be useful in this regard. 

If the low valuation of the programs is confirmed, and if governments consider 
it important to provide health and pension benefits to workers who do not pay into the 
programs individually, alternative ways of funding social security for low-income work-
ers should be considered. One possibility would be to make social security contributions 
more progressive, reducing tax rates for workers with lower earnings and funding their 
benefits with broad-based taxes, such as value-added taxes. This, however, is not an easy 
matter in a region where tax collection is low. Other alternatives may imply implement-
ing tax incentives to foster saving for retirement, which could be particularly relevant for 
self-employed workers with low participation in social security programs. One objective 
would be to reduce the proliferation of programs targeting formal and informal workers 
separately and ensure that all workers are guaranteed similar benefits regardless of their 
occupation.  

Innovations Required

There is an urgent need to develop policy innovations that improve the current situation 
and are at the same time compatible with the needs and administrative capacities of the 
countries of the Latin American region. Implementing changes in the labor market is 
notoriously difficult, but the expected gains can be large. Reforms should be achieved in 
a consensual manner, creating a framework for social dialogue that incorporates all in-
terested parties and achieves long-lasting consensus. A fruitful social dialogue remains a 
challenge in many countries, developed and developing alike; however, examples of suc-
cessful dialogue between government, employers, and workers’ representatives exist. 
Cases in the region include Barbados and Panama (Fashoyin, 2004) and Chile, leading up 
to the 2008 pension reform. 

Lastly, as emphasized in this chapter, innovations in measurement could be of 
great help in achieving better labor market institutions and policies, which in turn could 
foster better job creation. Traditional measures of job quality based on formal/informal 
categories have shown only limited validity in policy design. To assume, for example, 
that all workers aspire to be salaried employees with benefits mandated by law may 
greatly disregard the complexity of the matter and prevent the design of labor regula-
tions, policies, and safety nets that reconcile social and individual objectives. In order 
to steer policies in a better direction, it would help to have a better sense of which key 
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work attributes affect workers’ welfare, of how workers value different public programs 
and policies, and of their willingness to pay—in the form of lower wages—for manda-
tory programs or reforms. Gathering information on workers’ preferences in regard to  
work and labor policy may also provide useful bargaining chips to governments when 
negotiating reforms that stand to benefit the majority but are blocked by minorities. 
Finally, it is important to be mindful that workers’ preferences and experiences can 
vary substantially across gender, race, age, location, and other dimensions. Therefore, 
data that document such differences should be collected and taken into account in the 
design of policies. Such heterogeneity is difficult to reflect when working with surveys 
as small as the ones discussed in this chapter. These shortcomings notwithstanding, the 
analysis presented herein points to the many potential benefits of collecting this type 
of data.
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Urban Quality of Life:
More Than Bricks and Mortar

Socrates, we have strong evidence that the city pleased you;  

for you would never have stayed 

if you had not been better pleased with it. — Plato

Cities in Latin America and the Caribbean have been powerful magnets for rural 
populations in search of economic opportunities. While in Asia less than 40 percent of 
the population lives in cities and towns, 77 percent of the population in Latin America 
and the Caribbean (hereafter “Latin America”) is urban. Today, cities are home to nearly 
two-thirds of the region’s 209 million poor people. Although urban expansion in Latin 
America has proceeded at the fastest pace of any region in the world, the region has 
nonetheless managed to democratize home ownership and to provide basic services to 
most homes. Two out of every three families own their homes, and even among poor 
families, the majority are owners of the places in which they live. Nearly 95 percent of the 
urban population has electricity, and over 85 percent has running water and even tele-
phone service (thanks to the recent expansion of cellular service). Nonetheless, significant 
gaps remain in services (especially sanitation) in a number of countries and cities, and 
many homes have not been built with appropriate materials or to proper standards.

Improving the quality of life in cities is no longer a simple matter of bricks and 
mortar. Although four out of five people in Latin America express satisfaction with their 
homes and with the situation of their cities, most acknowledge that their satisfaction 
would increase if other problems were resolved. The most-pressing problem in the re-
gion is the climate of insecurity. Almost 60 percent of the people in Latin America feel 
unsafe walking alone at night in their neighborhoods. No other region of the world 
suffers from such a climate of insecurity. 

Many of the needs that Latin American cities must address, such as transporta-
tion, quality of public spaces, or recreational opportunities, elude generalization be-
cause diversity is the essence of urban life. Different people seek different things in the 
same city, and every city, even every neighborhood, responds differently to the diversity 
of interests and needs of its residents. 

Housing prices can be a good barometer for some of the things people need. 
In eight cities studied (Bogotá, Buenos Aires, La Paz, Lima, Medellín, Montevideo, San 
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José, Costa Rica, and Santa Cruz, Bolivia) it was found that home values clearly depend 
on neighborhood features, ranging from street lighting and cleaning to distance from 
the city’s cultural sites (though in a different way in each city). Using this method (called 
hedonic pricing), it is possible to calculate the contribution that each city facility and 
service makes to the price of each home. However, not everything that affects the qual-
ity of life is accurately reflected in housing prices. An alternative method (known as the 
life satisfaction method) can be used to calculate the value of city facilities and services 
based on their contribution to the quality of life. 

The combination of these two valuation methods makes it possible to identify 
which city or neighborhood problems tend be solved by the market, and which ones 
require the intervention of local governments. It also helps identify those problem areas 
for which it is possible to finance solutions with taxes tied to home values. 

Because cities vary greatly, both methods require the establishment of detailed 
quality of life monitoring systems that can help local governments identify priorities 
for action and financing sources to respond to the diverse needs of urban populations. 
Such systems can also help identify problems of racial segregation, social exclusion, geo-
graphic marginalization, and absence of community values, whose solutions are crucial 
if cities are to be successful.

The Great Urban Expansion 

Since the mid-twentieth century, the urbanization process in Latin America has pro-
gressed more rapidly than in any other region (see Figure 8.1). Squalid living conditions 
in the countryside due to the concentration of land ownership in the hands of a few fami-
lies, and the low productivity of the work of campesinos and tenant farmers, sparked 
a process of migration from rural areas to cities that continues in many countries. The 
driving force of the great expansion of Bogotá, Caracas, Lima, and Mexico City since the 
1960s has been rural migration, intensified by still-high fertility rates and by lower (and 
rapidly falling) infant mortality rates in the cities. In the 1960s and 1970s, a large number 
of foreigners, who were more educated and had more capital than destitute campesinos 
and rural workers, migrated to some large cities, such as São Paulo. But this was excep-
tional. Urban expansion has mostly been driven by internal migration, and the new city 
dwellers have tended to have little or no education or capital. Moreover, guerrillas and 
armed conflicts in rural areas in Peru in the 1980s, in Guatemala, El Salvador, and Nicara-
gua for several decades, and more recently in Colombia have speeded up the migration 
process to the large cities among the impoverished inhabitants of rural areas.

In this way, the migration process has led to the urbanization of poverty. Cur-
rently, although the poverty rate is higher in the countryside, the poor are concentrated 
in urban areas. Of the 190 million poor residents of Latin America in 2007 (representing 
35 percent of the population), 130 million are estimated to live in urban areas (ECLAC, 
2007). Because large cities are dominant in Latin America, the possibility of the urban 
poor escaping poverty and improving their quality of life is crucially dependent on the 
opportunities and conditions that those cities offer. 

Latin America has four of the world’s 20 cities that have over 10 million inhabit-
ants, and 55 of the world’s 414 cities that have over one million people. These 55 cities are 
home to a total of 183 million people, one-third of all Latin Americans. However, the larg-
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est cities are no longer the fastest grow-
ing. In Argentina, Brazil, Chile, and Mex-
ico, which urbanized more rapidly and 
are more advanced in the demographic 
transition process than most of the re-
gion’s other countries, megacities are 
growing more slowly and losing impor-
tance in relation to intermediate cities. 
As expected, the cities that are growing 
most rapidly at present are in countries 
where population growth is still high and 
urbanization rates are low. As a result of 
this redistribution of urban growth, the 
urban population throughout the region 
has been gradually dispersing from large 
to intermediate cities.1 

Instability, both political and eco-
nomic, also seems to have had an impact 
on urban growth patterns in recent de-
cades. Migration processes are triggered not only by the conflicts in the countryside, but 
also by irregular changes of power in the cities. There is an inconclusive debate about 
the reasons, but it is possible that proximity to power is an attraction for relocating to 
large cities when regular mechanisms for allocation of public resources weaken. The fact 
that economic instability, and not only economic growth, contributes to accelerating 
the growth of large cities suggests that they offer better opportunities for improving 
income, as well as for coping with economic risks.2 

Home Ownership and Services

The expansion of Latin American cities in the second half of the twentieth century pro-
duced a democratization of home ownership at rates unprecedented in the region and 
possibly in the world. Around 1950, roughly only one in four families in Buenos Aires, 
Mexico City, or Santiago, Chile, owned their own home (see Table 8.1), but now about 
two-thirds of families are home owners in those cities. Nevertheless, in Colombia home 
ownership has stabilized at lower levels and has even decreased slightly according to 
recent statistics. The most recent surveys of urban areas in 22 countries show average 
ownership rates of 68.4 percent (Table 8.2). This rate is higher than that in other devel-
oping countries and very close to that of the United States (69 percent), which has very 
developed mortgage markets and a long tradition of incentives for home ownership 
(Fay and Wellenstein, 2005). In the region as a whole, the urban home ownership rate is 
higher among families with higher incomes (71 percent versus 64 percent), but this aver-
age difference of 7 percent masks some more-marked cases. In Uruguay, for example, 
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1 According to Cristini and Moya (2008), the Hirschman-Herfindahl concentration index of urban population de-
creased by half between 1950 and 2005.
2 See the theoretical and empirical analysis of Ades and Glaeser (1995) and Gaviria and Stein (2000).
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home ownership is over 75 percent for higher-income families and just 44 percent for 
lower-income families. 

The democratization of housing in cities in rapid expansion in the second half 
of the twentieth century occurred spontaneously, largely based on irregular acquisition 
of land by rural immigrants and the poor urban classes. Methods of acquisition ranged 
from the purchase of suburban land without subdivision permits to de facto occupation 

Table 8.1  Home Ownership 
(percentage of families who own the houses in which they live)

	 1947–1952	 1970–1973	 1990–1993	 1998–2002

Bogotá	 43	 42	 54	 52
Buenos Aires	 27	 61	 72	 75
Guadalajara	 29	 43	 68	 62
Medellín	 51	 57	 63	 56
Mexico City	 25	 43	 70	 76
Rio de Janeiro	 33	 54	 63	 75
Santiago	 26	 57	 71	 73

Sources: Gilbert (2001), UN-Habitat (2003), and DANE (1998–2002).

Table 8.2  Home Ownership Rates by Income 
(urban areas)

	 Low income	 High income	 Average

Argentina	 58.4	 70.6	 66.0
Bahamas	 51.9	 61.8	 57.7
Bolivia	 55.4	 55.0	 53.9
Brazil	 65.3	 73.1	 69.9
Chile	 59.8	 69.2	 65.9
Colombia	 57.8	 64.1	 60.0
Costa Rica	 69.1	 74.2	 72.2
Dominican Republic	 59.3	 58.3	 59.3
Ecuador	 70.6	 69.5	 69.4
El Salvador	 56.3	 71.0	 66.0
Guatemala	 71.1	 70.0	 70.0
Guyana	 31.3	 42.9	 40.6
Haiti	 47.3	 45.2	 46.0
Honduras	 57.2	 62.0	 59.2
Jamaica	 57.2	 48.5	 52.5
Mexico	 67.3	 71.8	 69.5
Nicaragua	 67.6	 79.6	 76.6
Paraguay	 75.6	 74.2	 74.4
Peru	 55.1	 70.0	 65.7
Suriname	 65.4	 67.1	 63.7
Uruguay	 43.9	 75.5	 64.0
Venezuela	 77.2	 74.3	 75.3

Latin America (weighted average)	 63.6	 71.3	 68.4

Sources: Cristini and Moya (2008), based on the Socio-Economic Database for Latin America and the Carib-
bean (SEDLAC) (http://www.depeco.econo.unlp.edu.ar/cedlas/sedlac/).
Note: “Low income” corresponds to the lowest two quintiles and “high income” to the highest two quintiles. The 
data are taken from household surveys, and they may differ from census data. 
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of privately or officially owned land. For example, most of the settlements of poor fami-
lies in Peru originated through land occupations. The district of San Juan de Lurigancho 
in Lima, where over 830,000 people now live (representing over 10 percent of the popu-
lation of the city), was formed in the 1960s as an irregular settlement area, like most of 
the districts in the three “cones” that extend toward the desert to the north, east, and 
south of Lima (Reid, 2007). Occasionally, occupations have been permitted by the gov-
ernment, as was the case in some Brazilian and Mexican cities in the 1970s and 1980s, in 
Santiago, Chile, before 1973, and in Lima during the administration of President Odría 
(1948–1950). However, not all irregular settlements in the region originated from illegal 
occupations. Currently, a large part of that illegality is only nominal, in the sense of non-
compliance with planning regulations or the absence of relevant title deeds to confirm 
voluntary transfers of ownership. Many of the region’s governments have implemented 
ownership title programs to solve this problem. For instance, the military government 
in Chile handed over more than half a million title deeds between 1979 and 1989, and 
the two democratic governments that followed distributed another 150,000 title deeds 
up to 1998 (Rugiero Pérez, 1998). In Peru, the Commission for Formalization of Informal 
Ownership recorded over one million titles between 1996 and 2000 (Calderón, 2001). 
But even today, about 20 percent of the home owners in low socioeconomic strata in 
Latin America lack deeds, and some countries exhibit much worse levels (see Figure 
8.2).3 The lack of title deeds has contributed to disorderly development of home build-
ing in large Latin American cities. For example, it has been calculated that in 1990, 60 
percent of the population of Mexico City lived in self-built houses, and the situation was 
similar in Caracas (42 percent) and 
Lima (38 percent) (Gilbert, 2001). 

Forty or fifty years after the 
great urban expansion, relatively 
high percentages of homes have now 
been built to acceptable standards 
of construction and have access to 
basic services. What does and does 
not constitute an acceptable home 
has been the subject of intense de-
bate among economists, architects, 
urban planners, and sociologists in 
Latin America for several decades. All 
agree that no universal standard can 
be defined, because basic require-
ments depend on climate, building 
methods, customs and, in the last in-
stance, individual needs and tastes. 
A simple standard, imposed more by 
available information than by con-
ceptual rigor, consists of defining 

50 70 9040 60 80 100

Figure 8.2  Percentage of Home Owners in the 
Lowest Two Income Quintiles with Title Deeds, 2007

Source: Gallup (2007).
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3 The statistics in Figure 8.2 have large margins of error because of the small size of the samples (approximately 
1,000 households). 
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“unfit housing” as that built with low-quality materials according to the standards of 
each country. Using this criterion for a set of 65 cities in the region that account for over 
half of the urban population, an average of 18 percent of homes are unfit. However, 
this average hides a distribution with rates of unfit housing ranging from 5 percent to 
almost 20 percent in 17 of the 22 largest cities in the region. The rates are particularly 
alarming as well in intermediate cities of Bolivia, Mexico, and Brazil.

Apart from the quality of building materials, access to basic services of sanita-
tion, water, electricity and, more debatably, telephone connection is considered a basic 
requirement for good-quality housing. Although there are notable disparities between 
countries, access to electricity is practically universal in the urban areas of the region (95 
percent of homes have this service) and access to running water is high (86 percent). In 
contrast, a very high percentage of homes have no connection to sanitation networks 
(coverage is only 60 percent) and telephone service (average coverage of landline tele-
phones is 61 percent, but coverage rises to 87 percent when mobile telephones are in-
cluded).4 These differences are reflected in access gaps by socioeconomic group, which 
tend to be moderated for electricity and water services, but are much more substantial 
for sanitation and telephone services. However, based on the Socio-Economic Database 
for Latin America and the Caribbean (SEDLAC), there are access gaps of over 20 percent-
age points in electricity in Haiti and water in El Salvador, Paraguay, and Peru. In sanita-
tion, countries with relatively high income levels—such as Argentina, Brazil, Mexico, and 
Uruguay—have access gaps of over 30 points (see Table 8.3). 

Democratization of access to services has advanced at a much more modest rate 
than democratization of ownership or improvement of home building materials. But 
each city is a different story. Of the five cities considered in Figures 8.3, 8.4, and 8.5 
(Buenos Aires, Caracas, Lima, Mexico City, and São Paulo), Caracas is the city where 
access to public services is most extensive and equal. Still, even in Caracas, one out of 
three homes among the families in the three lowest income deciles suffers from basic 
deficiencies in building materials. In Buenos Aires and São Paulo, few homes are con-
sidered unfit, at least by official standards, but in Buenos Aires, four out of five homes 
of those in the lowest decile lack sanitation, water, or telephone, and in São Paulo, less 
than half the families in the three lowest deciles own their homes. In Lima and Mexico 
City, home ownership rates are not high, but there is not much difference between rates 
among the rich and poor. Both of these cities have made enormous efforts to provide 
basic services to all homes, but 15 percent of homes in the poorest decile in Mexico City 
and 33 percent in Lima are still without one of the basic services. The poorest families in 
these two cities will have to make a great effort to improve their homes: in Mexico City 
there is a 35-point difference between the highest and lowest deciles in percentage of 
unfit homes, and in Lima the difference is 27 points (Cristini and Moya, 2008).

Housing Deficits 

How far are Latin American cities from solving the most basic deficiencies of home 
building and provision of water, sanitation, and electricity services? This has been a 

4 Figures for telephone coverage come from the Gallup World Polls, whose margins of error are substantially 
greater than those of official household surveys, from which the other figures are taken.
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recurring question that is usually tack-
led on the basis of calculations of the 
“quantitative” and “qualitative” hous-
ing deficits. The former is the difference 
between the number of households and 
the number of homes, and the latter is a 
measure of the quality of housing based 
on quality of building materials, access 
to services, or other criteria. ECLAC and 
CELADE (1996) estimate that in 1995, 
the total (quantitative and qualitative) 
deficit in all countries in the region was 
53 million homes, which was equivalent 
at that time to 54 percent of the hous-
ing stock. The quantitative deficit was 
calculated at 28 million homes, and the 
qualitative deficit (defined simply as 
lack of connection to running water) at 
25 million homes. The most recent esti-

mates, which have used more-refined criteria for calculating the deficit, reveal alarming 
total deficits: 64 percent of total housing in Bolivia and between 27 percent and 40 
percent in Chile, Colombia, and Uruguay (Szalachman, 2000).

The main limitation of these calculations is their attempt to cover everything, 
which means imposing homogeneous criteria across countries, across rural and urban 
areas, and between cities, based on a very small number of variables. Because each 
city presents a different case, it can be more informative and more useful for policy 
purposes to analyze each city separately, based on the best information available in 
each instance. Another crucial limitation is that the deficit expressed as a number (or 
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Figure 8.3  Percentage of Home Owners by 
Income Deciles

Source: Cristini and Moya (2008).
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Figure 8.4  Percentage of Unfit Households by 
Income Deciles 

Source: Cristini and Moya (2008).
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Figure 8.5  Percentage of Households Lacking
Any Public Services by Income Deciles

Source: Cristini and Moya (2008).
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percentage) of homes does not convey the seriousness of the deficiencies or the cost of 
fixing them.

A recent study by Cristini and Moya (2008) is a step in the direction of quanti-
fying housing deficits in a more-refined way. For 64 cities, they calculate quantitative 
deficits using the traditional definition (households less homes), and qualitative deficits 
according to the quality of materials (based on local standards) and access to water and 
sanitation services. They also calculate the costs of addressing the deficits, taking into 
account, city by city, housing prices at low levels (implicit in rental values), the possibil-
ity of refurbishing existing homes (using standard materials), and the cost of connecting 
to services. Table 8.4 summarizes the results for 17 of the largest cities included in this 
recent study. Eliminating the basic deficits of housing, water, and sanitation would re-
quire an investment equivalent to 8 percent, on average, of one year’s GDP of the cities 
considered. About half of this cost relates to improving unfit homes built with deficient 
materials. Various Brazilian cities have considerable challenges in this area, with costs of 
over 10 percent of city GDP in the cases of Recife and Fortaleza, but for other large cities 
in the region—such as Mexico City, Greater Buenos Aires, or São Paulo—this represents 
less than 4 percent of their GDP. Correcting quantitative housing deficits would cost over 
7 percent of local GDP in Bogotá and Recife, but in other cities the costs are modest and 
would represent only 3.3 percent, on average, of their GDP. The fixed cost of the invest-
ment in infrastructure needed to provide universal access to water and sanitation services 
would be equivalent to only 1 percent, on average, of the GDP of most cities (although in 
Greater Buenos Aires this cost would be 2.5 percent of GDP and in Fortaleza and Recife, 
over 5 percent). If spread through a period of, say, 10 years, these costs are modest, even 
after the additional requirements imposed by the expansion of the cities are included.5

However refined they may be, calculations of housing deficits and the cost of 
eliminating them are no more than an illustrative but hypothetical exercise, because 
they do not take into account the demand side. Who would be willing to pay for such 
improvements or connections to services? If the families cannot afford to pay these costs, 
would payment by national or local governments be justified? Moreover, if resources 
are not sufficient to remedy all deficits at once, which ones should get priority? 

Housing deficits have another implicit limitation with respect to guiding policy 
decisions: they are based on only some aspects of housing and ignore the multitude of 
factors that affect the quality of urban life beyond the physical characteristics of hous-
ing. Provision of public spaces, quality of public transport, and public safety can be as 
important as, or more important than, the characteristics of housing, depending natu-
rally on individual conditions and tastes. 

Cross-Country Evidence on City and Home Satisfaction

An alternative approach is to consider people’s opinions about their homes and living 
conditions in their cities to understand what their most important needs are. Based on 
results from the 2007 wave of the Gallup World Poll, the conclusion is that the great ma-
jority of Latin Americans claim they are satisfied with both their homes and their cities. 

5 Fay (2001) calculated the cost of addressing the growing requirements of water and sanitation in Latin America 
in 2000–2005 at 0.05 percent to 0.18 percent of GDP. 
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The percentage is almost identical, on average, for both questions (79.7 percent for hous-
ing satisfaction, 79.5 percent for city satisfaction) and is also close to the answer obtained 
in other regions of the developed or developing world—with the exception of Sub-​ 
Saharan Africa, where the percentages are significantly lower (Table 8.5). In Latin Amer-
ica, the highest satisfaction rates for both home and city are in Guatemala (90.6 percent 
and 92.5 percent, respectively). The lowest satisfaction rates with housing are found in 
Haiti and Trinidad and Tobago (57 percent and 66 percent), and in regard to satisfaction 
with the city, the lowest rates are found in Haiti and Peru (49 percent and 70 percent). 

Opinions are more critical and rather more diverse on the question “Would you 
say that the city/area where you live is improving or worsening as a place to live?” Only 
53 percent of Latin Americans answer affirmatively, ranging from a low 36.4 percent in 
Uruguay to 66.3 percent in Ecuador. But again, opinions of Latin Americans are not sub-
stantially different from those in the rest of the world (the most favorable opinions are 
in the Middle East and North Africa at 72.5 percent, and the most pessimistic opinions 
are in Western Europe at 50.2 percent).

An analysis of the overall levels of satisfaction people have with their home and 
city (see Table 8.6) reveals that these levels do not, in general, correlate with objective 
conditions. Economic conditions of each country affect perceptions in ways that are not 
fully consistent with predictions of conventional economics. While higher levels of income 
per capita are associated (in a statistically significant way) with higher levels of satisfaction 
with housing and cities, in contrast, the growth rate of income per capita is inversely as-
sociated with satisfaction with housing. (Income growth is also negatively associated with 
satisfaction with the city, but this result is not statistically significant.) The unconventional 
association between economic growth and satisfaction is present in many other dimen-
sions of people’s lives, giving origin to the so-called unhappy growth paradox, introduced 
in Chapter 3, which suggests that satisfaction is influenced by aspirations that increase 
with economic growth as individuals contrast their own consumption with that of others. 

Evidence from Individual Surveys on Satisfaction with Housing  

Individual data are often more informative than country-level data when describing 
satisfaction with housing. Housing quality and the provision of neighborhood services 

Table 8.5  Satisfaction with Homes and Cities 
(percentage)

	 Satisfied with	 Satisfied with	 Own city is  
	 own home	 own city	 improving

East Asia and Pacific	 82.1	 87.2	 68.6
Eastern Europe and Central Asia	 75.2	 79.8	 60.5
Latin America	 79.7	 79.5	 52.9
Middle East and North Africa	 80.0	 79.4	 72.5
North America	 n.d.	 88.0	 57.9
South Asia	 87.6	 87.5	 67.3
Sub-Saharan Africa	 62.2	 69.7	 55.2
Western Europe	 89.9	 92.4	 50.2

Source: Gallup (2007).
Note: n.d.= no data.
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	188	 Chapter 8

vary greatly within countries and even within cities. Individual opinions provide an in-
teresting and at least complementary, if not superior, avenue for research. The results 
across individuals in many countries can be used to answer questions such as what basic 
characteristics of homes allow Latin Americans to be satisfied with their houses. One 
very important feature that stands out is access to services, which justifies why this char-
acteristic is usually identified as one of the criteria for defining qualitative housing defi-
cits. Based on Gallup (2007) data, access to running water increases the probability of 
people being satisfied with their homes by 34 percent, and having access to telephone 
service increases the probability by 22 percent, assuming that the other characteristics 
of the homes and the families that inhabit them are the same (see list of control vari-
ables in Table 8.7). 

Possession of title deeds is also closely associated with satisfaction with the 
home: there is a 50 percent higher probability that family members will be satisfied with 
their homes if they have deeds, regardless of other basic characteristics of the home or 
household, including home ownership, which in itself does not seem to be an impor-
tant factor. Indeed, having a title deed, and not simply being the owner of the home, 
raises the probability of being satisfied with the home. This is relevant because although 
home ownership rates are high even among families in the two poorest urban quintiles, 
about 20 percent of the homes owned by these families lack title deeds. 

Hernando de Soto (2000) emphasizes the importance of title deeds for facilitat-
ing access to credit and releasing the productive potential of the capital of the poor. 
However, empirical studies do not support this hypothesis, possibly because access to 
credit for the poor can be restricted for other reasons. For instance, creditors may be 
hard pressed to take possession and recover the homes offered as collateral when debt-
ors default on their obligations (IDB, 2004). An interesting study compares the behavior 
of families in Buenos Aires who have obtained title deeds with that of families identi-

Table 8.6  How Home and City Satisfaction Relates to Some National–Level 
Variables
	  Dependent variables

Independent	 Satisfaction with	 Satisfaction with	 Own city is 
variables	 own home	 own city	 improving

Natural logarithm, 	 0.0544***	 0.0470***	 0.0573***	 0.0558***	 0.0362*	 0.0317 
  GDP per capita, 2005
Real annual average	 –0.0084**	 –0.0099*	 –0.0003	 –0.0009	 0.0183**	 0.0166* 
  GDP per capita growth,  
  2000–2005
Urban population growth, 	 0.0012	 0.0049	 0.0173*	 0.0197*	 0.0465***	 0.0248 
  1950–2000
Constant	 0.3499***	 0.4448**	 0.2765*	 0.2579	 0.0909	 0.2225
Regional dummies	 Yes	 No	 Yes	 No	 Yes	 No

Number of observations	 91	 91	 76	 76	 68	 68
Pseudo–R2	 0.4356	 0.5538	 0.2798	 0.4078	 0.2365	 0.3586

Source: Authors’ calculations based on Gallup (2007).
Note: The calculations stem from ordinary least squares regressions. 
*Coefficient is statistically significant at the 10 percent level; **at the 5 percent level; ***at the 1 percent level; 
no asterisk means the coefficient is not different from zero with statistical significance.
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cal in all other respects who have not 
had the good fortune to obtain deeds. 
Those with deeds tend to invest more 
in improving their homes and have 
fewer non–family members living with 
them, possibly because they feel less 
of a need to maintain ties of solidar-
ity as a precaution against the risk 
of being left homeless (Galiani and 
Schargrodsky, 2007). Consequently, 
increased satisfaction with the home 
among those with title deeds may be 
reflected in physical improvements 
within the home and the space avail-
able for family members. It may also 
reflect a greater sense of security. 

Many other characteristics of 
the home, apart from access to services 
and possession of title deeds, can in-
fluence satisfaction. Evidently, families 
with higher incomes can have homes 
that are suited more to their tastes, as 
confirmed by the analysis in the previ-
ous section. An individual in the richest 
quintile, for example, has a 16 percent 
higher probability of feeling satisfied 
with his or her home than someone 
from the next quintile (similar in all 
other basic aspects). But although in-
come level contributes to satisfaction 
with housing, aspirations operate in 
the opposite direction, as discussed in 
Chapter 3. 

What Does Satisfaction with the City Depend On?

While satisfaction with the home is an important element of overall life satisfaction, sat-
isfaction with the urban area where that home is located may be at least as important. 
Again, using the Gallup World Poll data across many countries, the way in which Latin 
Americans perceive aspects of their cities can be compared to that in other regions.

When urban areas of Latin America are compared with other regions of the 
world in various dimensions (Table 8.8), public safety appears as the weakest point of 
the region’s cities, which is reflected in the low percentage of people in the region (41.6 
percent in 2006) who feel safe walking alone at night in their cities or residential areas. 
This percentage is not far from that of the former communist countries of Europe and 
Asia or the countries of Sub-Saharan Africa, but is substantially lower than in other re-

Table 8.7  Factors Contributing to 
House Satisfaction
	 How much does  
	 the probability  
	 of being  
	 satisfied with one’s  
	 house increase  
	 when…

House characteristics
House has water	 34.082***
Someone in the house has	 22.232** 
  a telephone
House has electricity	 –4.843
Family owns the house	 26.179*
Family has a title deed 	 50.172***

Personal characteristics 
Woman	 5.053
Age	 –5.315***
Age-squared	 0.061***

Family characteristics
Children at school	 –0.418
Number of household members	 0.581
Number of children at home	 –3.120
Income quintile	 16.336***

Country fixed effects	 Yes

Number of observations	 6,371
R2	 0.056

Source: Authors’ calculations based on Gallup (2007).
Note: The calculations regarding probabilities stem 
from logit regression coefficients.  
*Coefficient is statistically significant at the 10 per-
cent level; **at the 5 percent level; ***at the 1 per-
cent level; no asterisk means the coefficient is not 
different from zero with statistical significance.
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gions of the world. Latin Americans have one of the highest victimization rates in the 
world (based on the number of people who report having had money stolen from them 
or being mugged during the previous 12 months), second only to Sub-Saharan Africa.

Not a single Latin American country has managed to create a climate of real ur-
ban security. Safety perceptions and confidence in police are low in the region. The low-
est safety perceptions are found in Brazil, Argentina, and Chile. However, confidence in 
police is high in some of the countries most affected by fears of insecurity, such as Chile 
(Figures 8.6 and 8.7). This contrast raises the question of the extent to which people’s 
perceptions are shaped by the objective reality of their surroundings. Perceptions may 
not correctly reflect the real risks that people face: some of the countries where the 
population feels safest have very high homicide rates, even by regional standards.6

The relationship between crime, safety, and income is not straightfoward. In 
line with the findings of Gaviria and Pagés (2002), using data from the Latinobarom-
eter, the Gallup World Poll data reveal higher reporting of crime victimization among 
people with higher incomes in Latin America, but not in the rest of the world (Figure 
8.8). On the other hand, the perception of being unsafe at night differs very little from 
one social level to another, in both Latin America and the rest of the world, as Figure 
8.9 shows. 

Table 8.8  Regional Average Percentage of People…
	 Satisfied with the following aspects of cities:	 Who feel:

					     Quality 
					     and			   Safe 
					     price of			   walking 
	 Public		  Education	 Health	 available	 Air	 Water	 alone  
	 transport	 Roads	 system	 system	 housing	 quality	 quality	 at night

East Asia and Pacific	 76.2	 75.5	 79.6	 80.9	 71.1	 72.1	 82.4	 70.5
Eastern Europe and	 66.4	 42.6	 57.6	 41.4	 37.6	 45.7	 53.1	 44.8  
  Central Asia	
Latin America 	 59.4	 54.1	 68.0	 59.2	 48.8	 68.7	 74.1	 41.6
Middle East and	 65.6	 61.0	 63.4	 62.5	 46.8	 53.6	 59.1	 69.7 
  North Africa
North America	 67.3	 61.1	 66.9	 72.7	 49.4	 70.7	 85.3	 72.2
South Asia	 78.1	 69.6	 83.0	 75.2	 52.6	 76.2	 72.8	 69.8
Sub–Saharan Africa	 47.2	 40.1	 58.2	 49.0	 43.5	 63.4	 60.8	 47.5
Western Europe	 75.5	 75.8	 81.3	 81.2	 39.8	 70.2	 87.8	 68.2

By how much is Latin	 4.6	 1.5	 1.6	 0.7	 –1.5	 2.2	 6.8***	 –17.4*** 
  America above or  
  below the world pattern?

Source: Gallup (2007).
Note: The table shows simple regional averages of country data, except the last row. In this row, each of the 
values is the coefficient of a dummy variable for Latin American countries in a country-level regression in which 
the dependent variable is the rate of satisfaction and the explanatory variables are income per capita and 
the dummy variable. 
***Coefficient is statistically significant at the 1 percent level; no asterisk means the coefficient is not different 
from zero with statistical significance.

6 The 2007 homicide rate per 100,000 inhabitants was 59 in Jamaica and 30 in Trinidad and Tobago (The Economist, 
January 31, 2008). 
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Of the various aspects of the 
cities considered in the Gallup World 
Polls, only one gives people in Latin 
America significantly more satisfac-
tion than would be expected given 
the income level of the countries: 
water quality (see Table 8.8). Three 
out of four Latin Americans say they 
are satisfied with this public service, 
with no appreciable differences by 
socioeconomic stratum; in contrast, 
there are differences by country (in 
the Dominican Republic, Guyana, 
and Haiti less than 60 percent of the 
population is satisfied with the quali-
ty of the service). In the other dimen-
sions of the quality of urban life, the 
pattern in the region does not differ 
significantly from the world pattern 
associated with levels of income per 
capita. 

The opinions of the public 
on various aspects of their cities can 
be used to deduce the priorities that 
people would assign to each of these 
aspects in order to feel better about 
their cities. There may be great dissat-
isfaction with specific aspects of the 
cities, but that does not mean that 
the problem should receive the high-
est priority, or that it has equal prior-
ity for all. Only 52 percent of Latin 
Americans say they are satisfied with 
the state of sidewalks or pedestrian 
walks, and only 55 percent express 
satisfaction with the availability of 
parks, plazas, and green areas, while 
75 percent consider water quality to 
be satisfactory (a very high propor-
tion by world standards). However, 
the problem of water could be a pri-
ority in relation to other problems for 
one of three reasons: because it can be more important for individual satisfaction (with 
one’s city or, more generally, with one’s own life); because water quality results in ben-
efits for people and society that individuals do not consider in their subjective judg-
ments; or because, compared with other problems to which the two previous criteria 

35 45 5530 40 50 60

Figure 8.6  Percentage of People Who Feel Safe 
Walking Alone at Night 

Source: Gallup (2007).
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Figure 8.7  Percentage of People Who Have 
Confidence in Local Police Force 

Source: Gallup (2007).
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may apply, solving the problem of water 
could be cheapest. This section is con-
cerned only with the first of these crite-
ria. The others require a discussion that 
is beyond the scope of this volume, but 
should be borne in mind when trying to 
draw policy implications from the analy-
sis that follows. 

Figure 8.10 shows the relative in-
fluence on the satisfaction of individuals 
of the various aspects of the quality of 
urban life covered by the Gallup World 
Polls, considering the percentage of peo-
ple affected by these problems (accord-
ing to the information presented) and 
their impact on people’s satisfaction with 
the cities in which they live. To establish 
the impact on satisfaction, an econo-
metric analysis is used that attempts to 
identify which aspects of the city con-
tribute best to predicting who would say 
they are satisfied with their city and who 
would say they are not. The economet-
ric analysis also considers the fact that 
satisfaction with the city can depend on 
an individual’s own circumstances and 
possibilities (gender, age, whether the 
person works, socioeconomic stratum), 
his or her housing satisfaction, and any 
other common factors by country. Some 
of these controls weigh heavily on one’s 
satisfaction level with one’s city, particu-
larly satisfaction with the home; a per-
son who declares satisfaction with his or 
her home has a 19 percent higher prob-
ability of claiming satisfaction with his or 
her city than a person whose other con-

ditions are identical, but who is not satisfied with his or her home.7 
As mentioned, problems of safety are very frequent, and high percentages of 

Latin Americans say they feel unsafe walking alone at night, or that there are gangs 
or illegal drug trafficking in their residential areas. These three expressions of lack of 
safety also have a significant impact (statistically) on satisfaction with the city. The com-

Figure 8.8  Percentage of People Who Had 
Money Stolen or Were Mugged in the 
Preceding 12 Months, by Income Level
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Figure 8.9  Percentage of People Who Feel 
Safe Walking Alone at Night in City, by 
Income Level
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7 Gender has no influence on satisfaction with the city, while age has a positive, although not statistically signifi-
cant, influence that declines with years. Those who have a job tend to feel better about their city, but likewise, 
this effect is not significant. Economic levels do not have a discernible influence, in one direction or another, on 
satisfaction with the city. National factors are important for several countries. 
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bination of high frequency and impact suggests that safety is the problem that most 
affects the quality of life in Latin American cities. Naturally, the problem may be more 
acute in some cities relative to others, as is examined later in the chapter. While safety 
issues appear to affect all socioeconomic groups, there is evidence that the impact of 
feeling unsafe is stronger for women than for men (although reported victimization is 
higher for males). In general, problems of safety affect all age groups equally; however, 
the presence of illegal drug trafficking and lack of confidence in local police seem to 
affect the elderly much more. 

These patterns of self-reported victimization and perceptions of insecurity have 
direct links with different aspects of individuals’ perceptions of well-being, emotions, 
and beliefs. Di Tella and Ñopo (2008) point out that, in general, those who report be-
ing victimized and those who report the presence of gangs and drug dealing in their 
neighborhoods are less likely to have felt positive emotions (enjoyment and smiling/
laughing a lot) and are more likely to have felt negative emotions (anger, physical pain, 
worry, sadness, boredom, or depression) the day before. The same results are recorded 
for those having higher perceptions of corruption in businesses and the government. 
Those who have not been victimized and have lower perceptions of corruption trust 
the local police more, feel safer walking alone at night, have better perceptions of the 
educational opportunities offered by their country to children and to those who want 
to get ahead through hard work, are more satisfied with the efforts of their country 

0.00 0.04 0.08 0 302010 70605040 0 21 3 4

Figure 8.10  Importance of Various Urban Problems According to Perceptions

Source: Gallup (2007).
Note: The values in the first panel are the marginal probabilities, that is, how much each factor reduces the probability of 
being satisfied with one’s city. These results come from a logit model for city satisfaction in which the independent variables 
are those shown in the figure and sex, age, income quintile, employment status, and house satisfaction.

Impact of perception on 
satisfaction with city

(A)
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Impact of problem

(C = A × B)
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housing availability
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to deal with the poor, and are more likely to think that their country is a good place to 
start a new business. 

Apart from issues of safety, other aspects of cities that affect the quality of life 
include the existence and quality of sidewalks and pedestrian areas, parks, and public 
transport. The quality of schools and the availability of housing at affordable prices 
are somewhat lower in order of importance, but these aspects still have a significant 
influence on satisfaction with the city. The other aspects considered (quality of health 
services; roads, highways, and freeways; air quality; water quality; and traffic flow) do 
not have a significant impact on satisfaction with the city. The fact that traffic appears 
as the least important of all the problems surveyed is at odds with the severity of the 
problem in some large cities (see Box 8.1), although this may reflect the fact that the 
Gallup World Polls are representative at the national level only. 

Many dimensions of the quality of urban life tend to have the same effect on 
people of both high and low socioeconomic statuses, men and women, and individuals 
of different ages. There are some exceptions: for example, the state of sidewalks or pe-
destrian walks is more important for those with higher income levels but less important 
for elderly individuals, and the availability of good housing at affordable prices has less 
impact for those who are employed. However, this apparently general homogeneity of 
impacts could be the result of the aggregation into one single statistical exercise of a 
large number of urban centers, inside of which some dimensions of urban life can have 
differentiated impacts on different groups. 

People Value Different Things in Different Places 

The fact that cities exist suggests that the positive aspects of urban living outweigh the 
negative ones. This may be because cities offer better (or perhaps the only) sources of 
employment, better education or health facilities or, for the luckier ones that have the 
time and resources to enjoy them, better recreational and other amenities. Another 
great attraction of cities is variety. Different people can find the aspects of city life that 
they like or feel comfortable with. Moreover, as reviewed in the opening sections of 
this chapter, the cities of Latin America are quite varied. Indeed, given the variety of 
individual tastes and the differences between cities, using a single approach to consider 
satisfaction with houses and cities across countries may be too coarse a methodology. A 
more-detailed analysis at the level of city, or even better, at the level of a neighborhood 
of a city, is warranted. 

Six Latin American countries were selected to be included in a unique pilot project 
aimed at exploring ways to monitor the quality of life in more detail in urban areas.8  The 
cities selected within those six countries were La Paz and Santa Cruz, Bolivia; Buenos Aires, 
Argentina; Bogotá and Medellín, Colombia; San José, Costa Rica; Lima, Peru; and Mon-
tevideo, Uruguay. Although these cities cannot be considered a representative sample of 
all Latin American cities, they are certainly diverse in terms of their history and socioeco-
nomic characteristics. In-depth surveys were used to gather opinions regarding a host of 

8 The documents from this project are available at www.iadb.org/res/network_study.cfm?st_id=91, and the 
methodology and results are summarized in Powell and Sanguinetti (2008). The papers are as follows: Ferre, 
Gandelman, and Piani (2008), Medina, Morales, and Núñez (2008), Alcázar and Andrade (2008), Cruces, Ham, and 
Tetaz (2008), Hernani-Limarino et al. (2008), and Hall, Madrigal, and Robalino (2008).
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Box 8.1  What about the Traffic?

Traffic congestion is clearly a problem in many large Latin American cities. 
According to the 2007 Gallup World Poll, more than 40 percent of Latin American 
urban inhabitants state that they are dissatisfied with the traffic. In Mexico City and 
Caracas, citizens rate the “ease of moving around the city” with scores of just 2.6 
and 2.4, respectively, out of 5, according to the AméricaEconomía Intelligence 
(AEI) surveys for 2007. Other large cities, such as Bogotá, Buenos Aires, Lima, and 
Santiago, have only slightly higher scores (see figure).

As a result of the rapid growth in the number of vehicles in the cities and the 
greater distances that people must travel because of urban sprawl, traffic prob-
lems are worsening. Of the 10 cities analyzed by AEI, only Guayaquil and Caracas 
reported some improvement from 2006 to 2007, whereas in Monterrey and San-
tiago the situation worsened notably, according to those surveyed. 

Bogotá has had a system for monitoring mobility since 1998 that provides 
evidence of the difficult struggle against mounting traffic. Despite the success of 
the Transmilenio (a bus system with lanes exclusively for use of buses), introduced 
at the beginning of this decade, for most people the time used to move around the 
city has remained the same or has increased year after year. For those who live at 
the far ends of the city (Suba, Bosa, Ciudad Bolívar, and Usme), the average time 
of each trip was 58 minutes in 2005, and has certainly increased since then.a This 
represents enormous decreases in well-being and productivity.b

0 1 2 3 4 5

Source: Bogotá Chamber of Commerce (2007).

Evaluation of the Ease of Moving around the City, 
2006–2007 

Score (0–5 scale)

Caracas

Mexico City

Lima

Guatemala City

Buenos Aires

Santiago

Bogotá

Monterrey

Guayaquil

Montevideo

2006 2007

(continued on next page) 

a See Bogotá Chamber of Commerce (2007).
b For a journalistic analysis of the consequences of productivity, see “Colapso Total,” Dinero, 
February 29, 2008, 33–39. C
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aspects of houses and their surroundings in a selection of neighborhoods in each of these 
cities. Unlike the Gallup World Polls, which ask the same questions and intend to provide 
comparable results for the same satisfaction domains across countries, the surveys of this 
project were designed individually to focus on the most relevant aspects of each city. 
While this limits comparability, it makes the analysis more practical and offers multiple 
perspectives for assessing the quality of life of the Latin American urban dwellers. 

Employing a methodology similar to that in Chapter 4, a set of housing and 
neighborhood characteristics are found to be important for each city. An overview of 
the results is provided in Table 8.9. The table indicates statistically significant coeffi-
cients in a regression of life satisfaction on a set of standard variables (age, sex, marital 
status, etc.) and then a set of house and neighborhood characteristics.9 Several housing 
characteristics are found to be significant—consistent with the findings reported above. 
In poorer cities, such as La Paz, the basic quality of house construction (floors and walls) 
is important, while in richer cities, such as Bogotá and Medellín, the number of bath-
rooms and whether the house has a satellite dish come into play.

With respect to neighborhood characteristics, and perhaps not surprisingly giv-
en the previous results, security comes through as one of the most important issues in 

9 The distinction here between what is considered a house characteristic and what is considered a neighborhood 
characteristic is somewhat artificial, as the data are at the level of each household. In practice, the distinction may 
be drawn given the relative variation across individual houses in a subneighborhood. For example, in a (small) 
subneighborhood, most houses will have or will not have access to water; hence this is considered a neighborhood 
characteristic here.

(continued) 
Given the seriousness of the traffic problem, one would expect that it would 

have a major impact on perceptions of quality of life. Nonetheless, of all the urban 
problems considered in the 2007 Gallup World Poll, it is the one that least affects 
satisfaction with cities (see Figure 8.10), and there is no evidence whatsoever that 
it changes citizens’ evaluations of their own quality of life. 

This is surprising, because numerous studies have shown that individuals 
who have been exposed to heavy traffic tend to suffer stress, irritability, and other 
behavioral deficiencies, and are more inclined to experience high blood pres-
sure. Prolonged travel amidst heavy traffic is associated with lower immunological 
resistance and longevity, and with higher probabilities of certain forms of cancer 
and cardiovascular problems.c One could presume that subjective perceptions of 
well-being would be lower for those who are continuously subjected to heavy traf-
fic, yet there is no evidence to show this. It may be due to simple adaptation, or to 
the consequences being manifested in other areas of satisfaction, such as health 
or family relations. Yet, even though the negative effects of heavy traffic are not 
manifested in individuals’ perceptions, there are numerous reasons for trying to 
solve the mounting traffic problems that overwhelm large Latin American cities. 

c For a summary, see Frank (2005).
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10 Frey, Luechinger, and Stutzer (2004) describe the theory and applications of these techniques in practice. 
11 These valuations stem from a two-stage technique, in which in a first step, overall life satisfaction is regressed 
on income and on a set of domains (including satisfaction with the neighborhood) and then in a second step, 
neighborhood satisfaction is regressed on a set of more objective neighborhood characteristics. The coefficient 
on income in the first regression and the coefficients on neighborhood satisfaction are then combined with the 
coefficients in the second step to determine the trade-off between income and, for example, improving security 
during the day. This trade-off implies how much someone would be willing to pay to obtain a little more security, 
and hence can be interpreted as the price of additional security.

virtually all cases. For example, in the case of San José, the presence of gangs negatively 
affects life satisfaction. In the cases of Bogotá, Lima, and Montevideo, safety is seen as 
an important neighborhood attribute. Access to basic services such as electricity, water 
and sewage, garbage collection, and telephone also comes through as an important 
neighborhood characteristic. For Bogotá, inefficiencies in the provision of certain infra-
structure services like energy, garbage collection, and telephone services have a nega-
tive and significant impact on subjective well-being. In La Paz and Santa Cruz, access to 
sewage and running water networks improves self-reported utility. 

Several neighborhood characteristics that might be considered important a pri-
ori do not seem to influence individuals’ satisfaction. One such set of variables is transit 
and congestion issues, which is consistent with results from the Gallup World Polls re-
ported earlier in this chapter. It is possible, however, that such issues, while very impor-
tant for some cities with high levels of congestion in the region, are not as critical in the 
particular neighborhoods analyzed in this project, or in all urban areas, as covered in 
the Gallup World Polls. Interestingly, while traffic issues are generally found not to be 
significant, aspects of public transport are found to be important. 

Apart from its role in assessing which housing and neighborhood characteristics 
are particularly important, the life satisfaction approach can also be used to place a 
value on living in a neighborhood or on a particular house or neighborhood character-
istic.10 As income influences life satisfaction along with certain characteristics (say, the 
condition of sidewalks), the trade-off between greater income and better sidewalks can 
be used to estimate the value of improving sidewalks. As mentioned in Chapter 4, where 
the same approach was used to value aspects of life as diverse as friendship, religion, 
and marital status, the value obtained through this method reflects only an implicit 
willingness to pay. At no point do interviewed people actually express how much they 
are willing to pay for these characteristics. The life satisfaction approach is particularly 
useful, as it can be implemented to value amenities that do not yet exist or for which 
there is no market price available.

In order to illustrate the life satisfaction approach in action, Table 8.10 presents 
the values for those neighborhood characteristics that turned out to be significant for 
three neighborhoods in Buenos Aires: Avellaneda, Caballito, and Palermo.11 This table 
demonstrates how the approach can be used to place a value on neighborhoods as such, 
as well as their specific characteristics. For instance, living in Caballito or Palermo has an 
implicit value when compared to living in Avellaneda. This value goes beyond the differ-
ences in the set of neighborhood characteristics considered—in other words this value 
is in addition to any measured differences in neighborhood characteristics. Some neigh-
borhood characteristics are objective, in the sense that they can be verified by an exter-
nal observer, for instance, the presence of garbage in the streets or the availability of 
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pay phones (for this project, informa-
tion on the variables classified as objec-
tive was reported by the interviewers). 
But many of the neighborhood charac-
teristics that matter are subjective, in 
the sense that they come from people’s 
own opinions. Among the subjective 
variables, good neighbors are found 
to be particularly valuable, as are the 
perceived conditions of sidewalks and 
security. The perceived availability of 
green areas in the neighborhoods is 
also highly valued. 

The valuation of public goods 
is a critical area for public policy. If 
public goods can be valued, this helps 
national government and local au-
thorities make rational decisions as to 
what goods should be offered to try to 
improve quality of life as much as pos-
sible, given the always-present budget 
constraints. The life satisfaction ap-
proach provides one promising route 
for doing this, as well as for monitor-
ing valuations over time to determine 
whether they change depending on 
socioeconomic developments and alterations in the characteristics of cities. 

Using Housing Prices to Determine Amenity Values

The life satisfaction approach uses surveys and an implicit calculation to value hous-
ing and neighborhood characteristics. The so-called hedonic approach uses objective 
housing prices and rents to assess how much the market values those same (and many 
other) housing and neighborhood characteristics. Assuming housing prices are free to 
adjust and given a sufficient variation of housing and neighborhood characteristics in 
the sample available, housing values can be used to tease out the value of each charac-
teristic.12 The urban economics literature has usually assumed that city amenities affect-
ing the quality of life are reflected not only in land or housing prices, but also in wages. 
However, when two same-city neighborhoods are considered, the assumption is that 
employment opportunities in both are the same. Hence, between such neighborhoods, 
it is housing prices that will, according to this theory, adjust to compensate for different 
levels and qualities of public good provision.

Table 8.10  Valuing Neighborhood 
Characteristics in Buenos Aires Using 
the Life Satisfaction Approach 
(implicit log change in income)

Neighborhood dummies
Avellaneda	 0.376
Caballito	 1.404
Palermo	 1.409

Housing characteristics
Number of bedrooms	 0.170
Garage	 0.424

Neighborhood characteristics: Subjective
Annoying noise during the day	 –0.470
Sidewalk conditions when raining	 0.492
Conditions of pavement/streets	 0.550
Cultural and sports activities	 0.300
Amount and quality of green areas	 0.413
Traffic in neighborhood	 0.315
Security during the day	 0.405
Evaluation of neighbors	 0.702

Neighborhood characteristics: Objective
Garbage during the day	 –0.279
Visual contamination	 0.249
Pay phones	 0.553

Source: Cruces, Ham, and Tetaz (2008).
Note:  The values are the implicit log change in income 
that corresponds to the change in satisfaction due to 
each amenity, based on a regression analysis.

12 For a good description of the microeconomic fundamentals behind hedonic pricing of characteristics of dwell-
ings and cities, see Gyourko, Linneman, and Wachter (1999). 
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As part of the pilot project referred to above, information on housing prices and 
rents was collected in the same urban areas in the six countries. There is considerable vari-
ation across these urban areas in terms of features that affect house prices. For example, 
in the San José metropolitan area, the slope of the land in a neighborhood and the vul-
nerability to volcanoes negatively affects property values. On the other hand, in La Paz, 
the altitude of a neighborhood is found to be a significant factor. In Montevideo proxim-
ity to the coastal promenade (Las Ramblas) is an important feature of a neighborhood. 
In some cities, proximity to a main avenue or thoroughfare may be considered an asset, 
whereas in another context it may indicate congestion or pollution. Thus, while in Buenos 
Aires or in Medellín, proximity to a metro station contributes to higher house prices, in 
Bogotá proximity to the Transmilenio transport system does not affect house prices. 

Other neighborhood variables that have proved to be important in several of 
the cities considered include proximity to schools, proximity to a park or green space 
and, consistent with results presented in previous sections, security (see Table 8.11 for 
a list of significant variables by city). In those cities where basic services coverage is still 
deficient in some areas, its influence on house prices can be gauged. Results indicate 
that access to running water, to sewage, and to piped gas are all associated with higher 
house prices. 

Housing prices also depend strongly on the characteristics of the particular home 
that is being valued. Location is definitely not everything when it comes to housing pric-
es or equivalent rents. Here, there is more homogeneity regarding the variables found 
to be significant. In particular, the number of rooms (total rooms or bedrooms), the 
number of bathrooms, and the condition of walls, roof, and floors are typically found 
to be significant. In Buenos Aires, the age of the house is found to be important (with a 
negative coefficient), and in some cities the presence of a garage and a private kitchen 
are found to be important.

Policymakers frequently need to know the relative importance of different vari-
ables, as they must make decisions about where to invest scarce resources. In the pi-
lot project discussed here, the question was asked, should investments be made in the 
quality of housing construction or in providing neighborhood amenities? In the case 
of Bogotá, around 22 percent of the variance in housing prices is explained by identi-
fied neighborhood amenities, while 48 percent is explained by housing attributes. For 
Medellín, the numbers are 18 percent and 58 percent, respectively. In the metropolitan 
area of San José, neighborhood amenities explain 39 percent of the variation in rents. 
Neighborhood features, while not everything, are definitely significant. 

In order to quantify this further, Table 8.12 presents an exercise considering San 
José that uses the coefficients from hedonic regressions to derive an implicit price (ex-
pressed in monthly terms) for different housing and neighborhood attributes. This price 
indicates how much the monthly rental of an average house would change with an ad-
ditional unit of a particular amenity. The prices thus derived indicate that, for example, 
each degree of slope of land implies a lower housing cost of about 60 cents (US$0.60) 
per month, whereas an extra unit of safety (measured as reported crimes per week in 
the neighborhood) would imply a higher cost of housing of over US$20 per month.13

13 Housing costs refer to “equivalent rents,” which are either the rent itself or a calculation of the opportunity 
cost of owning the house that depends on the value of the house and prevailing interest rates. Any differences 
between renters and owners in relation to their preferences are ignored in this analysis.
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Using these implicit prices, an index of the overall value of neighborhood char-
acteristics can be generated, and by combining this with the average value of hous-
ing characteristics, an overall neighborhood satisfaction index expressed in monetary 
terms can be calculated. Employing this technique, the average rental value of houses 
by district (including both housing and neighborhood characteristics across 51 districts) 

Table 8.12  Hedonic Estimation of Implicit Prices for Housing and Neighborhood 
Amenities, Metropolitan Area of San José, Costa Rica  
(price of amenities measured at mean prices in 2000 dollars, 308 colones= US$1)

	 Estimated coefficient	 Implicit price

Housing characteristics
Number of bedrooms 	 0.55*** 	 30.84
Number of rooms (excluding bedrooms) 	 0.33*** 	 18.80
Floor in good condition	 0.24*** 	 13.63
Walls in good condition	 0.44*** 	 24.82
Cinder block walls 	 0.82*** 	 45.72
Roof in good condition	 0.32*** 	 18.23
Ceiling in good condition	 0.43*** 	 24.46
Water source: community organization 	 –0.36*** 	 –20.24
Water source: rain 	 –0.82** 	 –46.07
Water source: well 	 0.13 	 7.44
Water source: river 	 –0.89*** 	 –49.63
Sewer (septic tank) 	 –0.10*** 	 –6.03
Sewer (latrine) 	 –0.21* 	 –11.72
Sewer (other) 	 –0.33*** 	 –18.60
No sewer 	 0.09 	 5.05
Private bathroom for the household 	 0.48*** 	 27.07
Electricity not supplied by Instituto Costarricense 	 –0.24*** 	 –13.66 
  de Electricidad
No electricity supplied 	 –0.70** 	 –39.15

Total housing characteristics contribution 	 60.84% 

Neighborhood characteristics
Safety index 	 0.46*** 	 25.82
Slope degrees 	 –0.01*** 	 –0.57
Precipitation (mm3) 	 –0.12** 	 –6.99
Risk of eruption 	 –0.13** 	 –7.52
Log distance to national parks (km) 	 –1.25*** 	 –70.09
Log distance to clinics (km) 	 0.01 	 0.57
Log distance to secondary schools (km) 	 0.02 	 1.18
Log distance to primary schools (km) 	 0.00 	 0.19
Log distance to rivers (km) 	 0.06*** 	 3.42
Log distance to fire departments (km) 	 0.05** 	 3.14
Log closeness to La Sabana Park 	 –0.54*** 	 –30.58
Log distance to La Paz Park 	 1.35*** 	 75.56
Length of primary roads (km) 	 –0.46*** 	 –25.89
Length of secondary roads (km) 	 0.23*** 	 13.31
Length of urban-neighborhood roads (km) 	 0.57*** 	 31.77
Neighborhood classified as poor 	 –0.35*** 	 –19.91

Total neighborhood characteristics contribution 	 39.15%

Note: To obtain the values in the “Estimated coefficient” column, estimated prices were multiplied by
quantities of the amenity. The price was calculated following Blomquist, Berger, and Hoehn (1988). 
*Coefficient is statistically significant at the 10 percent level; **at the 5 percent level; ***at the 1 percent level; 
no asterisk means the coefficient is not different from zero with statistical significance.
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in San José ranges from US$143 to US$370 per month. Table 8.13 lists the top 10 and 
bottom 10 neighborhoods in San José according to this measure. The contribution to 
this rental value of the neighborhood amenities and other characteristics ranges from 
US$–67 to US$27—the contribution can take negative values as some neighborhood 
characteristics are “bads” (for example, the probability of a volcanic eruption) rather 
than goods. The contribution of housing characteristics ranges from US$183 to US$343, 
reflecting the different quality of housing construction across districts in San José. 

As expected, the wealthier districts such as Sánchez and San Rafael have rela-
tively high rental values attributable to neighborhood variables, while poorer areas 
such as Patarrá, San Juán de Dios, and Tirrases have lower values. Although this is not 
surprising, it illustrates how neighborhood characteristics may exacerbate income dif-
ferentials in terms of the distribution of quality of life. These valuations also provide a 
guide to where scarce resources might be concentrated to improve that distribution the 
most. However, there are also some unexpected results. For example, Mata Redonda 
ranks very high in housing characteristics (third) but rather poorly in neighborhood 
amenities (10th), while Patarrá ranks poorly in housing characteristics (47th) but rela-
tively high in neighborhood amenities (15th). Such discrepancies illustrate that there is 
indeed considerable room for action. Public policy has contributed to these results and 
may be used further to enhance the welfare of those living in districts where neighbor-
hood valuations are currently at the lower end.

Table 8.13  Using Hedonic Prices to Construct a Quality of Life Index by 
Neighborhood, Metropolitan San José 
(ranking of districts by housing and neighborhood characteristics)

	 Housing and  
	 neighborhood 	 Neighborhood 	 Housing  
	 characteristics	 characteristics	 characteristics 

	 District 	 Ranking 	 Value ($US)	 Ranking 	 Value ($US)	 Ranking 	 Value ($US)

	 Sánchez	 1	 370	 1	 27	 1	 343
	 San Rafael	 2	 285	 2	 9	 8	 275
	 Mata Redonda 	 3	 275	 10	 –23	 2	 299
	 Carmen	 4	 264	 11	 –24	 3	 287
	 San Vicente	 5	 258	 8	 –20	 6	 277
	 Anselmo Llorente	 6	 254	 13	 –28	 4	 281
	 San Isidro	 7	 245	 3	 –5	 23	 250
	 San Pedro	 8	 238	 20	 –32	 10	 271
	 San Juán	 9	 237	 16	 –30	 11	 267
	 Sabanilla	 10	 237	 35	 –39	 7	 276

	 Alajuelita	 42	 172	 48	 –59	 34	 230
	 Hospital	 43	 169	 40	 –42	 42	 211
	 San Jocesito 	 44	 166	 46	 –54	 38	 220
	 San Felipe	 45	 165	 36	 –40	 46	 205
	 Cinco Esquinas	 46	 164	 28	 –37	 48	 200
	 Patarrá	 47	 154	 15	 –29	 51	 183
	 San Juán de Dios	 48	 148	 50	 –62	 45	 210
	 Tirrases	 49	 144	 51	 –67	 43	 211
	 Concepción	 50	 143	 49	 –61	 47	 204
	 Aserri	 51	 143	 47	 –57	 49	 199

Source: Hall, Madrigal, and Robalino (2008).
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A similar exercise for Buenos Aires also ranks neighborhoods according to a mon-
etary value that includes the valuation of neighborhood characteristics. Table 8.14 pre
sents the top 10 and the bottom 10 neighborhoods based on the results of this exercise. 
Neighborhood characteristics include the distance to different urban infrastructures, 
such as avenues, schools, parks, freeways, train stations, and subways. Similar to the case 
of San José, in Buenos Aires the wealthier neighborhoods, such as Recoleta and Palermo, 
are included in the top 10, while poorer ones, such as Villa Lugano and Mataderos in 
the south of the city, are in the bottom 10. Interestingly, there are some relatively ex-
pensive neighborhoods at the bottom of the table (such as Villa Devoto), while some 
middle-income neighborhoods (such as Chacarita and Villa Crespo) are among the top 
10. With respect to the 2006 average price per square meter of real estate in the city of 
about US$1,041, the implicit price differences given by this index range from US$219 to  
US$–127, with an average of US$72.50, or just under 7 percent of the average property 
value.

In Buenos Aires, the correlation between the price per square meter and the 
index is positive, but it is far below 1.0. This reflects a significant but imperfect relation-
ship between the index and property prices (the price/index correlation is 0.43 and the 
price/rank correlation is 0.71), which again suggests that there are other factors that 
determine real estate prices other than basic housing features and neighborhood char-
acteristics; fashion could be one possible explanation. In the case of Buenos Aires, the 
ordering developed in Table 8.14 can also be used as a guide for public investment to 
improve the distribution of quality of life. 

On Segregation in Latin American Cities

Housing prices are clearly highly informative regarding the quantity and quality of the 
provision of public services and neighborhood characteristics more generally. This is pre-
cisely as predicted by theoretical accounts of the organization of cities, such as Tiebout 
(1956) and Vandell (1995). In Tiebout’s classic paper, inhabitants organize themselves 
into different areas depending on their preferences in regard to public goods. Different 
preferences imply an economic rationale for segregation as subcity areas develop that 
are homogenous within their boundaries, but are exacerbating segregation. A predic-
tion of the model, borne out by evidence from the United States, is that the more segre-
gated an urban area is, the more local governments may sprout up to service the needs 
of each homogeneous subcity zone. The contribution by Vandell, in an extension of the 
same argument, is that the greater is the income inequality, the greater will be the seg-
regation, as higher-income families will outbid lower-income ones for property with de-
sirable characteristics.14 The result is richer areas clustered close to desirable amenities. 
More generally, according to this view, market forces are likely to generate areas where 
residents have similar attributes, which may include neighborhood characteristics such 
as natural features or parks, but also the provision of higher-quality public services. As 
is well known, Latin America’s income inequality remains very high, and hence it should 

14 Vandell (1995) divides these characteristics into four categories: (1) housing and lot characteristics, (2) neighbor-
hood amenities, (3) accessibility characteristics, and (4) resident attributes—the last of these refers to attributes 
such as race, income, wealth, education, family composition, and occupation. 
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come as no surprise that large cities in the region are also highly segregated.15 Moreover, 
as reviewed in this chapter, these large cities have developed very rapidly over the last 
50 years. These are the perfect conditions for the development of segregation. The ur-
ban economics literature also concludes that the rapid development of cities allows the 
demand for segregation to be more swiftly and deeply realized (Watson, 2005).

In the case of Montevideo (see Figure 8.11), the high-income strata are spatially 
concentrated in very few neighborhoods. In two of these neighborhoods, Carrasco and 
Pocitos, more than 90 percent of the population belongs to the highest socioeconomic 
stratum. For Metropolitan Lima (Figure 8.12), the spatial concentration of families by 
socioeconomic stratum runs along center-periphery lines. In general, districts in the pe-
riphery of Lima are poorer, and higher-income districts are located more towards the 
center of the metropolitan area.

Based on tendencies of neighborhoods to be segmented by income (socioeco-
nomic strata) in large cities in the region, and given that housing prices reflect neigh-
borhood characteristics, there is an implication that quality of life will also be highly 
segmented. In Bogotá, the spatial distribution of Índice de Calidad de Vida (ICV, a qual-
ity of life index) and the Necesidades Básicas Insatisfechas (NBI, Unsatisfied Basic Needs) 

Table 8.14  Using Hedonic Prices to Construct a Quality of Life Index by 
Neighborhood, City of Buenos Aires 
(ranking of districts by monetary value of amenities index)

					     Average 
		  Amenities	 Amenities 	 Ranking by	 price per	 Ranking by  
		  index	 index 	 amenities	 square meter	 price per  
	 Neighborhood	 (value, US$)	 (–1 to 1 scale)	 index	 (US$)	 square meter

	 Chacarita	 218.7	 0.186	 1	 1,021	 14
	 Colegiales	 214.0	 0.166	 2	 1,174	 7
	 Puerto Madero	 209.2	 0.064	 18	 2,810	 1
	 San Nicolás	 204.2	 0.159	 3	 1,159	 8
	 Palermo	 202.9	 0.129	 7	 1,507	 3
	 Belgrano	 184.7	 0.136	 5	 1,269	 5
	 Villa Ortuzar	 178.0	 0.148	 4	 1,118	 9
	 Recoleta	 158.2	 0.105	 10	 1,453	 4
	 Retiro	 154.3	 0.091	 14	 1,721	 2
	 Villa Crespo	 138.8	 0.128	 8	 1,016	 16

	 Monte Castro	 –42.8	 –0.051	 36	 862	 30
	 Villa Devoto	 –44.5	 –0.056	 38	 960	 22
	 Villa Soldati	 –44.9	 –0.070	 40	 680	 45
	 Villa Lugano	 –46.4	 –0.081	 43	 605	 47
	 Mataderos	 –60.4	 –0.082	 44	 754	 42
	 Villa Luro	 –63.1	 –0.079	 42	 836	 36
	 Liniers	 –63.6	 –0.076	 41	 852	 34
	 Versalles	 –89.0	 –0.108	 45	 873	 28
	 Villa Riachuelo	 –90.0	 –0.124	 46	 760	 41
	 Villa Real	 –126.6	 –0.164	 47	 850	 35

Source: Cruces, Ham, and Tetaz (2008).
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15 Here we focus on economic rationales for segregation, but there may also be other rationales, such as religious 
or racial, discussed in the literature. 
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indicators (Figure 8.13) demonstrate that the poorest families with the lowest quality 
of life indicators are consistently located in the southern and western census sectors of 
the city, and those better off are located in the northern and eastern sectors, which cor-
respond to the highest socioeconomic strata.

Segregation is also apparent considering other characteristics: for example, edu-
cational attainment. In the case of Greater Buenos Aires, within a limited geographical 
space, there are areas in which 25 to 50 percent of the populations hold a university 
degree adjacent to areas with significantly lower levels on the same indicator. Highly edu-
cated residents tend to concentrate in the northern half of the City of Buenos Aires and in 
the three municipalities north of it, which constitute the corredor norte (north corridor). 
The same pattern is apparent when the proportion of the population with at least one 
category of deficit in basic needs, a widely used measure of structural poverty captured 
with census data, is analyzed. In 2001, the outer area of Greater Buenos Aires had by far 
the highest concentration of population living under these conditions. 

Greater Buenos Aires, although on average a wealthy city by Latin American stan-
dards, displays high levels of segregation of urban services.16 Moreover, while access to 

Figure 8.11  Neighborhoods in Montevideo According to Socioeconomic Strata

Low

Medium-low

Medium-high

High

Socioeconomic stratum

Source: Ferre, Gandelman, and Piani (2008).

N

16 The presence of potential externality effects will be dealt with in the following sections when some of the im-
plications of segregation are discussed.
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Santa
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Figure 8.12  Distribution of Population by Socioeconomic Stratum, Metropolitan Lima
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the public network for water is relatively high for all residents (84 to 100 percent), there 
are still several pockets, like Villa El Salvador, where 22 percent or more of households 
are not connected to this network,17 especially in the urban outskirts. Moreover, there 
are also some poorly covered areas within the City of Buenos Aires, corresponding to 
some of the city’s poorer areas (or villas miseria). To underline the segregation patterns 
in the city, the higher socioeconomic status neighborhoods (such as Palermo and Ca-
ballito) have a significantly higher number of leisure-related and educational facilities, 
more trees, and more garbage bins per block than areas with a greater number of lower 
socioeconomic status inhabitants, such as Avellaneda and San Cristóbal.

In the case of Montevideo, there is also significant variation in services across city 
areas. Dwellings in a neighborhood corresponding to a medium-high socioeconomic 
status have access on average to between 8 and 8.4 public services, while dwellings in a 
medium-low socioeconomic status neighborhood have access to only between 5.6 and 
7.1 services. In general, in Montevideo there is a positive correlation between the socio-
economic status of the inhabitants of a neighborhood and the number of basic services 
that are offered: the higher the socioeconomic status, the more services are offered. In 
Metropolitan Lima the conclusion is a little more mixed (see Table 8.15). Neighborhoods 
such as La Victoria, which is considered a medium-low-income neighborhood and may 
be considered to be in the center of the urban area, have better access to public ser-
vices (including transport, police officers and security, and hospitals and other health 
facilities), while neighborhoods such as Los Olivos, corresponding to a medium socioeco-
nomic status, and Villa El Salvador, a low-income neighborhood, are located more in the 
city’s periphery, and access to public resources there is more restricted.

For the cases of Bogotá and Medellín, the data show that the strong pattern of 
spatial segregation by socioeconomic stratum found for these cities is also observed 
when the allocation of some basic services is considered. For example, the distribution 
of piped gas is concentrated in a few neighborhoods within each city, and these areas 
coincide with the high-income neighborhoods. In summary, the evidence suggests that 
there are important disparities in access to local public services and urban amenities 
across neighborhoods in Latin American cities. The question then arises, what, if any-
thing, should be done about it? 

17 As the rates of access vary considerably across the city, this is another indication of segregation.

Table 8.15  Coverage of City Services for Selected Districts, Metropolitan Lima 
(percentage)

	 Los Olivos 	 La Victoria 	 Villa El Salvador  
	 Outskirts	 City Center	 Outskirts 
	 Medium income	 Medium-low income	 Low income

Households with water supply	 93.0	 81.0	 78.0
Households with sewage connection	 47.4	 52.5	 52.6
Children not attending school	 4.1	 3.3	 4.5
Households with at least one unsatisfied	 28.4	 21.9	 48.4 
  basic need
Dwellings with infrastructure deficiencies	 7.0	 1.6	 29.4

Source: Alcázar and Andrade (2008).
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Returning to the economic theory, there is an argument that the type of Tie-
bout segregation described above may actually be a good thing. If segregation does 
indeed reflect different preferences, then the variation across areas allows inhabitants 
to choose the area that corresponds most to their desires. This implies that subcity areas 
will be relatively homogeneous in their demands for public services, and voting mecha-
nisms in the area would ensure less disappointment regarding taxation and service 
provision—as people would tend to vote for the same options given homogeneity. So 
if segregation produces a larger set of local governments offering different bundles of 
services according to inhabitants’ tastes, then just as variety is important for consumers 
when shopping (for cars, for example), so segregation may also be desirable.

However, this positive side to segregation may easily be outweighed by a set of 
negatives, and indeed there are several reasons to be concerned about this strong pat-
tern of socioeconomic spatial segregation. First, as the distribution of socioeconomic 
indicators is also reflected in the allotment of basic urban public services and neighbor-
hood amenities, cities are not working as a compensating mechanism to moderate dif-
ferences in quality of life across the urban population. Indeed, segregation in services 
and amenities implies that inequality in quality of life may be even deeper than in-
equality in income. There is also evidence that segregation extends racial divisions. For 
example, research in the United States suggests that blacks living in more highly seg-
regated cities have significantly lower outcomes (education and future income) than 
blacks living in less-segregated areas, when current socioeconomic variables are con-
trolled for (Cutler and Glaesser, 1997). Moreover, a highly segregated city population 
is less likely to be one that demands high-quality public services in general (Alesina, 
Baqir, and Easterly, 1999). The theory here is that a more-segregated population across 
a metropolitan area is one in which collective action is made more problematic, and 
hence the inhabitants are less likely to be able to effectively communicate demands. 

Moreover, there are additional costs to creating separate areas of high and low 
income, particularly that crime and violence may flourish in the low-income areas and 
then spill over to all areas. Indeed, the efficiency of Tiebout-style sorting may turn neg-
ative if there are significant spillovers not contemplated in the original model. Given 
the major concerns with crime consistently discussed in this chapter, one view is that 
the high perceptions of serious crime in Latin America are a fairly direct function of 
highly segregated cities, which by itself surely constitutes an important reason to be 
concerned about such high levels of segregation in the region.

While in theory, then, there may be some positive aspects to segregation, in 
practice many find disparities in income and access to basic services morally intoler-
able and politically untenable. The moral position and existence of externalities across 
areas justify policies to diminish segregation. In particular, basic services in poorer 
areas may be subsidized and richer areas may be taxed, although this is unlikely to 
cover all of the costs. Another approach is to encourage movement of people between 
areas to diminish segregation. However, this is not easy to accomplish, as richer areas 
may tax their citizens more, and this would be a deterrent to lower-income families’ 
moving into those areas. Again, schemes that allow mixing of social groups should be 
devised.18 

18 See Wassmer (2002) for an interesting discussion. 
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Deriving Policy Recommendations

Latin America is the most-urbanized region in the world. It is impossible to think about 
policies to improve the quality of life in the region without paying special attention to 
urban issues. Over the last 50 years, Latin America’s great cities have grown haphazardly, 
driven largely by the internal migration of poorer families. Not surprisingly, this has led 
to many problems, ranging from poor quality of housing to limited access to services. 
However, according to objective measures, the quality of housing has improved sig-
nificantly, although access to services has lagged, especially for the lower deciles of the 
income distribution. For example, 15 percent of homes in the poorest decile in Mexico 
City and 33 percent in Lima are still without one of the basic services of water, sanita-
tion, and electricity.

There is, then, an urgent need to eliminate, or substantially reduce, the hous-
ing deficits identified in this chapter, which would imply investments equivalent to 8 
percent on average of the cities’ annual GDP. In turn, this would mean determining the 
source of financing for these investments and deciding what the home owners them-
selves will pay for and what public funds will cover, as well as establishing the mecha-
nisms for doing so. Given the size of mortgage markets, a related and urgent task is to 
further deepen the financial markets with reasonable access criteria, while maintaining 
the safety and soundness of financial institutions. There is an important role for multi-
lateral development banks such as the IDB in this process. However, while housing qual-
ity is important for life satisfaction, an interesting finding is that without the title deed 
to the property, a person’s subjective satisfaction with his or her home is highly limited. 
Lack of title deeds, as reflected by the startling statistics on deed possession, may also 
restrict access to the required financing for home purchase. Using the life satisfaction 
and hedonic approaches, quantitative measures can be obtained of the value people 
and markets implicitly assign to specific features of housing quality, access to different 
services, and access to goods (such as parks or other city amenities) and bads (such as 
crime). This chapter illustrates how these techniques can be used in a general way across 
countries and also in a more specific way at the neighborhood level. 

Apart from housing quality and access to services, the aspect of urban life that 
stands out as significantly affecting the quality of life in urban areas is safety. Interest-
ingly, objective measures of crime do not always correlate with perceptions in this area. 
Creative policy thinking is required not only to reduce the actual incidence of crime, but 
also to ensure that urban populations feel safe. Unfortunately, not a single country in 
the region has been able to provide the perception of a safe environment for its urban 
population.

At a more local level, municipal governments should establish information sys-
tems for monitoring the variables affecting quality of life in urban neighborhoods. 
There are already important and interesting experiences in setting up these monitoring 
systems, including the City of London (London Sustainable Development Commission, 
2005), Canadian cities (Canadian Treasury Board, 2005), and the Urban Audit Program 
of the European Union (European Communities, 2000). In Latin America, Bogotá and its 
“Bogotá, Cómo Vamos” scheme is another well-known example. 

What variables and what questions should be included in these initiatives? The 
lessons learned from the analysis presented in this chapter suggest that they should 
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cover both objective and subjective indicators. In particular, the questions and variables 
must employ secondary sources (censuses and household surveys) to gather quantita-
tive information at a very disaggregated, census-track level of basic socioeconomic and 
housing indicators. These secondary sources of information should be complemented 
with surveys that have subcity representation, in which in addition to some objective 
socioeconomic and housing variables, responses to subjective questions regarding sat-
isfaction with several dwelling and neighborhood characteristics (in addition to over-
all life satisfaction) are collected. One key objective of these subjective questions is to 
gauge the consistency between objective quality of life indicators and people’s percep-
tions regarding these variables.

A second purpose of these subjective questions is to use them to extract an 
implicit value for certain public goods (or bads). In terms of this last objective, it is im-
portant to record and monitor a third very important data set: housing prices and rents. 
Secondary sources such as real estate quotations and surveys on these issues are useful 
methods for obtaining this information. 

National statistical offices in some countries collect valuable information on 
many relevant variables. The focus, however, is typically at the national level with no re-
gional or city-level discrimination. A lesson from the analysis in this chapter is that pref-
erences depend on the context in which people live, so a more-detailed approach may 
be required. Moreover, data are not collected on all relevant variables, and subjective 
opinions are rarely sought—an exception is the Encuesta de Calidad de Vida (Quality 
of Life Survey) in Bogotá. An effort is needed to link the valuable information already 
available at the national level with other information sources, including subjective sur-
veys, and to provide results that are useful at different levels of government (regional, 
city, and even lower levels if they exist). 

The purpose of these local quality of life monitoring systems is not only to gath-
er the information in an integrated and consistent way. To inform the policy process, the 
information provided by these systems must be part of the public debate and influence 
the policy agenda. This could be better achieved if there were public access to the infor-
mation and the main results were presented to the public in a framework that ensured 
a certain level of independence with respect to the authorities.

The monitoring of quality of life indicators at the city level could both reveal 
existing overall disparities in quality of life across neighborhoods and identify the main 
drivers or factors causing them. The question, however, then arises of how to employ 
the diagnosis to guide policy interventions. In other words, which disparities should be 
given priority in terms of public investment and/or compensation schemes? The clearest 
case is when the survey determines that particular areas of a city lack certain basic ser-
vices (say, running water) or are subject to a particular negative amenity (say, pollution) 
and people’s perceptions are consistent with these facts. This evidence could clearly sup-
port a public program to take on these problems. 

The issue of segregation as identified above is a further cause for concern. The 
rapid growth of cities, high levels of income inequality, and reasonably free markets for 
housing provide the conditions for deep segregation. Segregation may in part be fuel-
ing the general perceptions of lack of safety, as some typically low-income areas with 
poor public services may become a breeding ground for crime that in turn spills over to 
other areas. This in itself may justify public actions to decrease segregation and develop 
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more mixed areas in terms of socioeconomic characteristics. Greater socioeconomic in-
tegration of cities can also contribute to raising the aspirations of the poorest individu-
als regarding the necessary quality of services (as shown in Chapter 6 in the case of 
education in Santiago, Chile) and to generating political pressure to improve services. 

The analysis in this chapter indicates that housing prices yield important in-
formation about the quality of public services in Latin America. If all public goods or 
services were reflected in real estate prices, then it could be deduced that the market 
works in such a way as to establish a numerical value for these intangibles. Accordingly, 
if people wished to enjoy a certain feature or service, they could move to the neighbor-
hood that offers it and pay for it through the price of or rent for the housing. And if 
the supply of these intangibles were increased, this improvement would be reflected 
in higher home values, which in turn could justify taxes on the home appreciation to 
finance the increased supply. 

There are, however, aspects of cities and neighborhoods that affect the satisfac-
tion of individuals that are not reflected in housing prices. The life satisfaction method 
makes it possible to identify these aspects. The differences in the results arising from 
the hedonic method and those emerging from the life satisfaction method can shed 
light on which aspects the market covers and which aspects it does not. It is important 
that local governments be able to establish which of these life satisfaction aspects fall 
into which category—that is, which are reflected in market prices and which are not—
and monitor them on a continuous basis, not only because they affect the possibilities 
for financing city improvements, but also because they affect patterns of segregation 
and their impact on the most diverse aspects of urban life.
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THE CURTAIN CALL

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



This page intentionally left blank 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	 The People’s Choice? The Role of Opinions in the Policymaking Process	 217

The People’s Choice? 
The Role of Opinions 

in the Policymaking Process

In the naive public-interest view, democracy works 

because it does what voters want. 

In the view of most democracy skeptics, 

it fails because it does not do what voters want. 

In my view, democracy fails because 

it does what voters want.—Bryan Caplan

This volume has revealed a number of surprises. The public’s opinion of the quality 
of life among people in Latin America and the Caribbean (hereafter “Latin America”)  is 
often at odds with objective indicators. Examples abound. The correlation between the 
well-known Human Development Index and a subjective version of this index based on 
perceptions regarding the same issues—income, health, and education—among people 
in the region is not very high, around 0.55. In some countries with poor health profiles, 
people are more tolerant of poor health or low-quality services than in others where 
health services and outcomes are clearly far better. In a region where inadequate edu-
cation has effectively stymied economic growth, people are relatively satisfied with the 
quality of education, which is judged by the public—particularly lower-income groups—
in terms of discipline, security, and the physical appearance of the schools rather than on 
test results. When assessing the quality of their jobs, most workers value flexibility, au-
tonomy, and development potential more than social security, stability, paid vacations, 
and other benefits, usually considered key tenets of public policy. People’s satisfaction 
with their housing and cities depends not just on the provision of basic services and 
physical infrastructure but on a host of other factors ranging from security, to proximity 
to amenities, to disaster risks, to the skin color of their neighbors.

Clearly there is a disconnect between how people view the quality of their lives 
and how their lives stack up in terms of objective indicators. Yet policymakers often 
use these objective indicators as reference points for developing public policy. Not sur-

9
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prisingly, evidence from this volume, as well as from other literature on Latin America,  
shows that people are seldom happy with the public policies they receive. How should 
public opinion weigh into the public policy debate? Should public policy be guided by 
public opinion on satisfaction with life? Should policymakers aim to make people hap-
pier? Unfortunately, the drawbacks to this approach may be greater than the gains, 
and pursuing short-term happiness for individuals, whose opinions may be clouded for 
a myriad of reasons, may conflict with the goal of long-term welfare for society as a 
whole (Box 9.1). 

This chapter examines how public opinion is formed and its impact on public 
policy, and also shows how policymakers’ opinions may be affected by the information 
they receive and the way they process it. The chapter further argues that a reason why 
public policies do not maximize either happiness or welfare is that they are affected 
by the availability of information and the beliefs and perceptions of both people and 
policymakers. In this way, the viewpoint in this chapter distances itself from the more 
traditional and long-standing view that the gap between public satisfaction and public 
policy stems from governments’ inability to provide what voters want, as suggested by 
the second sentence of the epigraph that opens this chapter.1 The spirit of this chapter is 
reflected more by the third sentence. Public policies are the result of the interaction of 
voters, politicians, and interest groups who vie for what they believe would be best for 
them. Whether those policies are truly in their best interest is affected by how well they 
can infer what is best for them and society as a whole.2 

The Demand for Policy: How People’s Beliefs Affect Their Choices

In a perfect world, people’s policy preferences and political choices reflect their un
biased evaluation of the benefits, costs, and trade-offs involved in choosing one policy 
over another. The assumption is that people have information on the true benefits and 
costs of each policy and that they can correctly estimate their impact on their welfare. In 
turn, the presumption is that each person will vote for the politicians who advocate the 
policies he or she judges most beneficial (or least harmful) to his or her own interests. 
But this is not necessarily the case. Often, people do not form their own opinions and 
enter the political arena without preconceived notions, and they are not always armed 
with complete, impartial information.3 

People’s opinions about their particular situation, the economy, and certain pub-
lic goods and policies are determined by their preferences for outcomes, their beliefs 

1 The epigraph’s second sentence is closely related to the social choice and “government failures” literature. For a 
thorough overview of the social choice literature, see Arrow, Sen, and Suzumura (2002). Government failures and 
the deviation of public policies from those that would maximize welfare have been carefully studied and reported 
in a major strand of literature in the public choice tradition, such as Mueller (2003), Drazen (2000), and Persson 
and Tabellini (2002).
2 A companion working paper (Scartascini, 2008) offers a more careful treatment of these issues. Particularly, 
the working paper introduces these concepts—beliefs and perceptions—in terms of a specific decision-making 
mechanism and compares its results with those produced by the standard models in the literature. 
3 This chapter avoids describing the specific method used for aggregating preferences. For simplicity, Caplan 
(2007) and Scartascini (2008) use a median voter model. Mueller (2003) as well as numerous social choice books 
explains decision-making mechanisms and how voters’ preferences are aggregated at the policy level in greater 
detail.
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Box 9.1  Should Government Seek to Maximize 
Happiness?

The use of surveys to gather public opinion data and the expanding role 
that some analysts are assigning to the study of happiness raises an interesting 
question: should maximizing the public’s happiness be the government’s policy 
goal?a This question is not irrelevant for this volume, given the close relationship 
between happiness and satisfaction with life. While it may be enticing to think of a 
place where everyone is more satisfied with his or her life and happier, guiding gov-
ernment policy by aiming to increase a subjective happiness indicator has several 
drawbacks.b

To begin with, subjective opinions may be swayed by short-run events, 
making it difficult to determine from survey answers what truly makes people hap-
py. Subjective assessments of happiness may be easily influenced in the short run 
by issues that have nothing to do with long-term happiness, such as the weather, 
a temporary health problem, or the outcome of a sporting event. Deeper deter-
minants of happiness, such as long-term disabilities or the loss of a relative, also 
have a strong impact in the short run that tends to dissipate over time.c Changes 
in income also have an impact on satisfaction with life that tends to disappear 
rapidly. After a year, more than two-thirds of the improvement in satisfaction re-
lated to increases in income tends to disappear (Layard, 2003). Consequently, if 
the objective of policymakers were to influence satisfaction with life in the short 
run, they might have to endorse some policies that have no major impact on the 
long-term welfare of their citizens. By the same token, they would probably have to 
avoid policies that imply short-term sacrifices, even if they have a long-term posi-
tive impact on welfare. 

Because most people are loss averse, their satisfaction is more negatively 
affected by a loss than positively affected by a gain. Therefore, policies that seek 
to maximize happiness may have a strong bias toward the status quo, as politi-
cians avoid any policy that would reduce aggregate happiness, including redis-
tributive policies. In this case, the search for subjective happiness could be at odds 
with other equally important objectives, such as justice or equity.

Policies to maximize happiness could also conspire against individual 
rights. If maximizing happiness were the main objective, where should policy in-
tervention stop? Some of the factors that most influence happiness are marriage, 
friendship, and religion. Does the government have any place intervening in these 
areas? 

a For example, in Bhutan, maximizing the Gross National Happiness Index is an explicit policy 
objective (Shrotrya, 2006). 
b Coyne and Boettke (2006) and Frey (2008) are complementary sources that elaborate on many 
of these and related drawbacks.
c This phenomenon is known as the hedonic treadmill. Byrnes (2005) surveys the literature and 
evidence on the topic.  

(continued on next page) 
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about how the world works, and how they perceive reality.4 Differences between the 
objective indicators for a sector (e.g., health or education), which tend to measure out-
comes at a specific point in time, and people’s opinions may reflect the greater insight 
of people, as compared to those objective indicators, into the dynamics of how the sec-
tor functions.5 However, it may also be true that people lack the information needed 
to evaluate many aspects of their lives, especially those pertaining to societal or com-
munal aspects. Their judgments may reflect this dearth of information, and how the 
little information they have is processed through a particular prism shaped by their own 
personality traits, their life circumstances, and historical and cultural factors.

The origin of many biases has to do with the way people make decisions based 
on the information available to them. Usually, people do not make reflexive and rational 

(continued) 
Another problem with promotion of happiness as a policy goal is that a 

person’s satisfaction with his or her life is affected not only by the actual state of af-
fairs but also by the information available to him or her. People without information 
may not be able to evaluate their situation realistically. They may be content with 
their plight simply because they do not know that they could be doing better. By 
the same token, individuals who are bombarded with information about how well 
everyone else is doing may become frustrated, not because their situation is so 
dire, but because they feel they are lagging behind their peers.d

Still, while there are many arguments as to why the government should not 
pursue maximizing life satisfaction as the main policy objective, public opinion 
polls that provide quantitative information on quality of life perceptions are useful. 
They can enrich the public debate, provide information (sometimes more accu-
rate than what the experts have traditionally used) to experts and policymakers on 
what matters to people, and help explain certain policy outcomes, such as why 
certain reforms do not take place despite consensus among technocratic elites 
on their convenience. Whether or not they are well-founded and balanced, these 
opinions can help in deciphering the political attitudes, ideological preferences, 
and beliefs that condition the political process.

d These victims of information (or the lack thereof) are known in the literature as “contented achiev-
ers” and “frustrated achievers.” See Graham and Pettinato (2002a) for more on this subject. 

4 This chapter tries to gauge the role of biases in perceptions and beliefs in the design and implementation of 
policies in Latin America. Traditional political economy and political science studies have already considered dif-
ferences in preferences (i.e., some people prefer more of some goods than others) and information (e.g., some 
people make decisions with more information than others). When information is not complete, people rely on 
their beliefs for deciding on the best course of action (i.e., people make a logical connection between an action 
and an outcome) and rely on new information to update their beliefs. If their perceptions of reality are correct, 
they update their beliefs in a way compatible with reality. In the context of models developed in these studies, 
people make decisions to the best of their ability and choose those actions, policies, and candidates that would 
help maximize their long-term welfare.
5 In this chapter we will refer to the difference between objective indicators and people’s opinion as “biases.”
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choices, but use rules of thumb—or heuristics.6 Some people start their reasoning from 
a reference point that is familiar to them, and then adjust it in the direction they think 
is appropriate, such as when people generalize based on events that have affected their 
family or surrounding community. For example, they may interpret a local employment 
crisis as a national crisis. Another decision-making approach is to use readily available 
examples and information in order to judge certain events. A person’s assessment of 
the probability of a natural disaster, for example, may be affected by whether a recent 
natural disaster has taken place and whether the person has personally experienced a 
disaster.7 Finally, people may depend on stereotypes to guide their opinions, particularly 
when they lack sufficient information. For instance, one stereotype is that poor people 
are more likely to commit crimes; thus people may cross the street to avoid a poorly 
dressed individual under the assumption that he or she is a criminal.

Results from one Latin American study show some of these heuristics at play. 
When people are asked about the state of affairs in their country, the employed tend to 
perceive the state of the national economy as stronger than those who are unemployed, 
and those who have been asked for and/or have paid a bribe tend to perceive public 
corruption in the country as more pervasive than those who have not been exposed to 
an act of corruption (Higueras and Scartascini, 2008).

In addition to the heuristics described above, other behavioral biases may affect 
how people evaluate external factors and influence their opinion on public matters. 
Optimism and overconfidence can make people overestimate their future performance 
beyond what would be statistically feasible. For example, most people would rate their 
performance on most issues, such as how well they will do in a business endeavor, in a 
casino, or how well they drive, among the top tier, even though relatively few of them 
actually belong to that category. 

People are also generally loss averse: they suffer more from the loss of an object 
than they benefit from its acquisition. Loss aversion can be partly explained by individu-
als’ preferences regarding risk. However, while it may be natural for people to prefer 
something with certainty over facing a lottery (or as the saying goes, “a bird in the hand 
is worth two in the bush”), it is less intuitive that somebody may be willing to pay less to 
acquire an object than what he or she would be willing to sell it for. Experiments have il-
lustrated this point clearly; for example, one study shows that while people would pay a 
small amount for a coffee mug, they would not sell their mug for less than two or three 
times that amount (Thaler and Sunstein, 2008).

Loss aversion is one of the drivers of inertia. Also, many people are happy to stick 
with the status quo; such people usually hang on to default options or known alterna-
tives. Marketing companies often bank on this behavior when they entice people to sign 
up for programs—such as a free first month’s subscription to a magazine—because they 
know that most people will not cancel them.8 This resistance to change is an obvious 

6 Heuristics are decisions that are intuitive and automatic instead of reflective and rational (reflective system). 
Three heuristics identified by Tversky and Kahneman (1974) are anchoring, availability, and representativeness. 
See also Kahneman and Tversky (2000) for an overview of their work and that of their coauthors.
7 For example, the purchase of earthquake insurance increases sharply after an earthquake but then falls steadily 
as memory fades (Elster, 2007: 131).
8 The status quo bias is highly correlated with procrastination: putting off doing something, especially out of 
habitual carelessness or laziness.
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obstacle to policy reform.9 Framing is also very important, as the same information pre-
sented in slightly different ways may generate completely different responses. People 
respond differently to positive and negative messages that provide the same informa-
tion: the statement “The glass is half-empty” conveys the same literal information as the 
statement “The glass is half-full,” but the reaction to the two statements is likely to be 
markedly different. 

In addition to these largely behavioral or character traits, cultural factors are im-
portant in shaping biases; such factors influence how people evaluate outcomes, giving 
rise to several paradoxes. Contrary to expectations, while average satisfaction with life 
tends to be greater in higher-income countries, income growth actually leads to lower 
levels of happiness in countries with incomes above a certain threshold. What explains 
this “unhappy growth paradox”? First, as people’s income grows, so do their aspira-
tions; and as people’s living standards rise, they often long for things they cannot reach. 
Second, people compare their living standards with those of a reference group; if other 
people fare better, people become dissatisfied. It’s the age-old “keeping up with the 
Joneses” phenomenon.10 Envy is powerful, particularly among those who are climbing 
the social ladder. Clearly, many people evaluate their happiness based not only on their 
own situation, but also on the situations of those around them, the source of income  
growth, and their beliefs about the justice of the outcomes. 

This has very direct implications for people’s opinions on policies, such as redis-
tribution and other social welfare policies. Studies (e.g., Fong, 2006) show that people 
tend to oppose redistribution if they believe their society has few impediments to up-
ward mobility. They tend to interpret the evidence to suggest that less well-off individu-
als have not made the effort to improve their standards of living, therefore they do not 
deserve government support (Fong, 2006). In Latin America, most people are pessimis-
tic about their own mobility prospects, and those people who are worse off, or think 
that market outcomes are unfair, tend to support greater redistribution.11

Moreover, those who see their peers’ incomes rising may demand greater redis-
tribution than those at the same level of income who are not aware of these increases. 
As noted earlier in the chapter, while an increase in one’s own income raises satisfaction, 
income increases among those in one’s reference group produce the opposite effect. 
Furthermore, in the words of Richard Layard (2003: 5), if a person “earns an extra 10 
percent and so does everyone else, he experiences only two-thirds of the extra happi-
ness that would accrue if he alone had had the raise.” In the end, “it’s not the absolute 
level of income that matters most but rather one’s position relative to other individuals” 
(Frey and Stutzer, 2002: 411), and “what people believe is as important as the objective 

9 This phenomenon might party explain the evidence regarding failed pension reforms in some European coun-
tries (Immergut, Anderson, and Schulze, 2007).
10 It is important to note that the relevant aspect here is not the distribution of preferences within society, but how 
people use certain benchmarks to evaluate outcomes that are different than those the standard literature would 
suggest. While in the more traditional models more information would tend to resolve certain biases, here it could 
make them worse. For example, a person who receives a salary increase may be happier if he or she does not know 
that others have received more. In this example, less information generates more happiness.
11 Gaviria (2007) presents the evidence for Latin America. Interestingly, the demand for redistribution depends on 
the degree of fractionalization of society. In those cases where fractionalization is higher, demand for redistribu-
tion is lower, showing that altruism is not necessarily the main driver, particularly when redistributing resources 
from one group to another is at stake (Wantchekon, 2003; Finseraas, 2006). 
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economic circumstances in explaining people’s attitudes to political issues like redistri-
bution” (Georgiadis and Manning, 2008). In this context, redistributive policies have to 
take into account their impact on the well-being not only of the groups that are directly 
targeted, but also of those whose status and incentives towards greater effort may be 
affected.12 

The evidence from Latin America supports these hypotheses. While lower in-
come groups tend to support redistributive social policies, they are usually less satisfied 
with poverty reduction policies when people in their same age and education group are 
doing better. Envy often clouds people’s judgment of public policies, and this culture of 
envy can be a serious impediment to social progress. If the rich do not care about the 
poor and the poor resent the economic progress of their peers, the establishment of a 
social pact for growth with equity that implies, for example, a system of redistributive 
taxes and promotion of business activity seems very unlikely. Table 3.2 shows similar re-
sults for most public policies. As their reference group does better, people’s satisfaction 
with most public policies drops consistently, especially among the poor.

Opinions and beliefs are not necessarily correlated with standard socioeconomic 
groups (not all rich or poor people think alike). Some biases may be correlated with 
the role of people in certain areas (e.g., beliefs about the fairness of a soccer game 
result are correlated among team fans regardless of age, income, and education), and 
some may be correlated with variables such as level of education and media exposure. 
People with less education may be more gullible and accept as universal truths certain 
facts that hold true only in very limited situations. Such individuals may also have lower 
expectations. A similar phenomenon may occur with people who have limited exposure 
to the media. Preliminary results show that media exposure helps explain people’s as-
sessments of their country’s performance along several dimensions, ranging from the 
economic situation to the level of corruption. People with less exposure to the media 
tend to use their own reality as a benchmark to a greater extent than those with greater 
exposure (Higueras and Scartascini, 2008). Chapter 6 shows the impact of socioeco-
nomic status on the evaluation of education policies: lower-income individuals who live 
in more-segregated neighborhoods have lower expectations; therefore, they tend to be 
less demanding than both those in higher income groups and the poor, who are more 
exposed to people with better education. Overall, the poor demonstrate a disturbing 
“aspirations paradox”: their opinions about their standards of living and the policies 
of their country tend to be more favorable than the opinions of higher income classes. 
They have greater confidence in the government’s health and job creation policies, even 
though they suffer the most from deficiencies in such policies.

Some biases may also have to do with cultural upbringing, religious beliefs, and 
geographical location. Most people use known benchmarks for estimating the impact 
of a particular policy when they are uncertain about the issue at hand. Therefore, those 
who live in former industrial communities where many jobs have been lost since trade 
liberalization may hold stronger beliefs against free trade, regardless of their personal 

12 If social status is determined according to the level of consumption of a conspicuous good, an increase in equal-
ity, through increases in the income of the lower class without a parallel increase in the income of the middle class, 
will tend to decrease the latter’s welfare (Hopkins and Kornienko, 2008). Comparisons and expectations affect not 
only demand for public policies, but also decisions in everyday life. For example, they may affect employees’ level 
of effort (Brown et al., 2005; Clark, Masclet, and Villeval, 2006).
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situations, than those who live in areas that have been revitalized thanks to such policies. 
When estimating the impact of free trade, rarely will anyone take a position (and vote in 
a subsequent election) based on the impact of the free trade policy in the country as a 
whole, which they are unaware of. Instead, they will use known benchmarks for making 
their decisions, such as the impact of the policy on the surrounding community.13 

Relative Power Determines Policy

Since biases differ across people, the policies chosen in a given society at a particular 
time will depend on the relative influence of different groups of the population in the 
policy process. Not every group in society has the same level of political clout.14 Some 
groups may have better access to public officials; they may have the pivotal vote; they 
may have more capacity to organize themselves; and they may participate more.15 Politi-
cians and political parties have an incentive to cater to the policy wishes of those who 
are expected to vote, those who can provide campaign resources, and those who can 
mobilize the support of others. Consequently, the preferences of such groups will even-
tually weigh more heavily on policy than the preferences of others. 

Moreover, preferences and beliefs are not necessarily uniformly distributed 
across groups. Therefore, if groups with stronger power have biased beliefs, those be-
liefs may translate more easily into biased policy demands. 

Decision Making at Work: An Example from Labor Markets

An example from labor markets may help illustrate how not only preferences and rela-
tive power but also certain beliefs regarding how labor markets work may influence pol-
icy.16 According to labor market theory (and the evidence gathered from the opinions 
of people in Argentina, Chile, and Venezuela), most workers decide whether to support 
labor regulations according to their best interest (preferences).17 Those who expect to 
be positively affected, such as low-skilled workers with permanent contracts, tend to 
support labor regulations (minimum wage increases and firing restrictions) more than 
those who might be negatively affected (low-skilled workers whose job stability is sub-
ject to great uncertainty and who may be let go and who would have greater difficulties 
in accessing the job market if the restrictions were put in place). In addition, those who 
may be negatively affected (business owners) or who may have a better understanding 
of the costs of regulations for society (e.g., people with higher education) are also usu-
ally against labor regulations. One particular group, labor union members, may show 
greater support for labor regulations based on their beliefs about the workings of labor 
markets. They support labor regulations more than other people, regardless of their in-

13 Of course, self-interest may be the first of these benchmarks. Here, it is assumed that the impact of the policy 
is neutral on the individual.
14 For the logic of collective action and interest group formation, see Olson (1965). For the impact of interest 
groups in politics, see Grossman and Helpman (2001).
15 “Pivotal vote” refers to the case when an election is determined by one vote. Here the definition is used broadly, 
in the sense that one group may be decisive for certain policies.
16 This case is developed in detail in Rueda Robayo and Scartascini (2008a).
17 See Saint-Paul (2000) for theoretical and empirical support for this claim.
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come and education level; that is, their support seems to go beyond what the traditional 
models would suggest based only on expected costs and benefits.18

Labor union members are also known for their higher levels of participation in 
political contests through mobilizing people and providing campaign contributions to 
those candidates they support. If they therefore have more political clout, then given 
their strong feelings about the positive impact of labor regulations, there may be more 
and stricter labor regulations than society might otherwise have chosen based solely on 
the general benefits and costs of those regulations. In contrast, those who may be af-
fected negatively by labor regulations (such as informal workers and the unemployed) 
tend to have a weaker presence in the political arena, and they may lose this presence 
altogether in the long run.19 As regulations increase, it may become harder for displaced 
workers to return to the formal sector, making it more difficult for them to regain politi-
cal clout in labor policy discussions.

However, not everything is lost for those who do not have political clout in one 
market. If those displaced workers find that working in the informal sector is appealing 
(which Chapter 7 determines is a distinct possibility), they may have even fewer incen-
tives to organize themselves to protest and participate in changing the formal labor 
market policy equilibrium. They may, however, organize themselves to gain benefits re-
lated to their new role in the economy as informal workers, a hypothesis that is partially 
confirmed by the data. According to public opinion surveys conducted in Latin America, 
self-employed individuals are more likely to demand that the government support inde-
pendent workers and microenterprises than to argue against traditional labor market 
regulations, such as firing restrictions and minimum wages, which may have contributed 
to their departure from the formal labor market in the first place. 

Ultimately, the economy in question may end up with a set of suboptimal poli-
cies. Those with strong positions in favor of labor regulations and power in the labor 
market may achieve those policies that favor their situation, while those who are hurt 
in the labor market and move toward self-employment and informality may solve their 
problems in a different market, asking for social and redistributive policies. Hence, in-
stead of discussions about the right degree of labor regulation being held between 
those who benefit and those who lose, each group hastily demands policies in different 
political arenas, and those policies turn out to be inefficient.20 Such a case is very similar 
to what arguably has occurred with public policies in Mexico (Levy, 2008).

Thus, voters’ biased beliefs may affect the demand for policy, and the final out-
come depends on the relative power of different groups of voters. If those voters who 
have stronger biases also have the greatest power (i.e., they participate more and have 
more money or other resources to offer), policy demand will usually deviate even fur-
ther from what society might have otherwise chosen. 

18 On the one hand, they may receive benefits that are difficult to capture in the data. On the other, those who 
decide to join labor unions may do so because they believe in certain values that are traditionally supported by 
those organizations. The latter explanation is widely supported in the literature on labor union membership.
19 Rueda Robayo and Scartascini (2008b) show that union membership is significant for explaining labor regula-
tion in a cross-section of countries. 
20 This argument is similar in spirit to that in Spiller and Liao (2006). People tend to approach the “window” that 
would provide them with the highest chance of obtaining the rent they are seeking. 
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The Supply of Policy: Biases among Politicians 

Just as voters may hold biased beliefs about how the world works, thereby affecting 
the demand for public policies, policymakers may have biases that affect the supply 
of public policies. Potentially, biases could stem from the fact that politicians are not 
selected at random from the population. Instead, they belong to a particular group in 
society, either before being elected (e.g., leaders come from the elite), or after being 
elected (i.e., their job is different than that of the average citizen). This difference may 
have positive implications: it may mean that policymakers are more educated, more 
interested in the issues that people care about, more altruistic, or better able to choose 
advisors and distinguish between good and bad recommendations. However, it may 
also have negative implications.21 Policymakers may not understand the needs of the 
people, they may pay closer attention to certain interest groups, and they may be easily 
influenced by external trends and fashion.

Yet another source of bias comes from the fact that government officials may 
see the world differently by virtue of simply having taken the oath of office. Just as 
people may hold biased beliefs because they use their own benchmarks for gauging the 
appropriate viewpoint on issues about which they know very little (such as evaluating 
the impact of a national policy according to the impact it has in their own community), 
politicians may also update their beliefs according to their own experiences (known as 
the “where you stand is where you sit” hypothesis).22 Hence, an economist who advo-
cates free trade and is then appointed labor minister may change his or her opinion 
after spending time in the new position and dealing with people on a daily basis whose 
jobs have been negatively affected by trade, while very rarely encountering people who 
have gained jobs or whose living standards have improved as a result of the country’s 
free trade policy. Politicians may also make decisions by following simple heuristics, such 
as voting in the same way as persons like themselves.23

Finally, the political system, by virtue of the institutions that regulate its function-
ing, may favor the selection of policymakers from particular interest groups, such as labor 
unions. Because political institutions are usually the consequence of history and patterns 
of power, they generally favor certain groups in the allocation of power (e.g., through 
malapportionment). For example, in some countries in Latin America, political institu-
tions ensure the overrepresentation of particular provinces and states at the national 
level, which tends to generate redistribution in favor of those provinces and states.24 

Interestingly, not only are differences in how people and leaders perceive the 
world important, but the pace at which each person or leader reacts to new informa-
tion is as well, because it may affect the formulation and enactment of public policies. If 
leaders react late when people have ceased to care about a particular issue, reforms ad-

21 Caselli and Morelli (2004) show that politics tends to offer higher possibilities for bad politicians to enter into 
politics, because “low-quality citizens” have a comparative advantage in pursuing public office.
22 Hanes (2007) surveys the bureaucratic politics literature, which shows how government advisors change their 
views according to the jobs they hold.
23 Masket (2006) shows that the physical location of legislators in the chamber matters in terms of how they vote, 
because they tend to be influenced by how people sitting close by have voted.
24 Arretche and Rodden (2004) find that the bargaining power of small (overrepresented) states in Brazil is bigger 
than that of other states, but this advantage translates into benefits only if the legislators from these states are 
part of the government coalition. Spiller and Tommasi (2007) show similar evidence for Argentine provinces.
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dressing that issue may be more difficult to implement. A tardy response by politicians 
may waste a golden opportunity for reform. In the meantime, people become disen-
chanted by politicians’ tardy responses to what they see as their more-pressing needs.25 
Data from opinion polls about people’s satisfaction with certain public policies and the 
opinions of leaders on the most relevant problems facing their countries confirm that 
people and leaders do not always perceive problems with the same intensity. Moreover, 
people may react more rapidly to changes in certain variables, but become more quickly 
accustomed to the new levels after the changes than politicians do.26

Reactions to the issue of crime are a dramatic case in point. Objective indicators, 
such as homicide rates, appall both people and leaders, as shown in Figure 9.1. How-
ever, people seem to react more intensely to more recent changes. This phenomenon 
seems to explain why the percent-
age of people who are dissatisfied 
with the level of violence is higher 
in Uruguay than in Colombia, even 
though the homicide rate in Colom-
bia is 15 times higher than that in 
Uruguay. People also become used 
to high levels of violence, which ex-
plains the relatively low level of con-
cern in Colombia compared to that in 
other countries. In both Uruguay and 
Colombia, people may be reacting to 
change.

Leaders seem to understand 
better than the citizens they govern 
the differences between levels and 
change, which helps explain why 
they are more concerned in Colom-
bia than in Uruguay about violence. 
However, in some cases they may re-
act more slowly to surges in violence. 
Figure 9.1 shows the simple correla-
tion between the objective indica-
tors, in this case homicide rates, and 
how people (as measured in the Gal-
lup World Polls) and leaders (as mea-
sured by a survey of business and po-

25 Some hypotheses on why leaders may have a delayed response to a particular issue are (a) it takes time for infor-
mation to accumulate; (b) people react more rapidly than statistics; (c) there is a status quo inertia and politicians 
are slow to respond; (d) rapid response may be seen as an argument showing that the government was not doing 
its job to begin with; and (e) leaders prefer to concentrate on more (politically) relevant issues and let others slip 
away over time.
26 Data are from Gallup and a survey conducted by the IDB for La Consulta de San José (2008), a joint effort of the 
Copenhagen Consensus and IDB that aimed to identify the 10 best ways to invest hypothetical money to address 
key development problems.

0 2010 4030 6050 8070 90

Figure 9.1  Homicide Rates and Security 
Perceptions of People and Leaders 

Uruguay

Chile

Costa Rica

Argentina

Mexico

Panama

Nicaragua

Ecuador

Paraguay

Guatemala

Brazil

Venezuela

El Salvador

Colombia

Percentage of leaders who consider violent 
crime one of top five problems

Number of homicides per 100,000 people

Percentage of people dissatisfied with security in 
their neighborhoods

Source: Authors' calculations based on Gallup (2007) and Con-
sulta de San José (2008).
Note: Data on percentage of leaders considering violent crime a 
top-five problem not available for Nicaragua.
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litical leaders conducted by the Consulta de San José)27 react. Countries are ranked from 
top to bottom in order of their homicide rates. As the figure shows, this order does not 
always correspond to either the public’s degree of concern about the problem or the 
percentage of leaders who ranked it as one of the top five problems in their country. In 
El Salvador, leaders rank crime high on their agenda while the public does not. At the 
other extreme, in Uruguay, fewer than 10 percent of leaders rank violent crime as a top-
five problem compared to over 60 percent of the public.

Using Information to Manipulate Perceptions

This chapter has argued that the beliefs and perceptions of people, politicians, and 
government officials may affect the demand and supply of public policies.28 But these 
beliefs and perceptions are not necessarily exogenous. The literature on deliberative 
democracy has shown the benefits of deliberation under the basic premise that democ-
racy revolves around the transformation rather than simply the aggregation of prefer-
ences.29 In that context, preferences and positions are not givens and decisions are part 
of a complex process of negotiation and exchanges. Information can influence percep-
tions and, therefore, the demand for and supply of policies. 

Ideally, deliberation can help fill in gaps in information and make for better 
choices and decisions. But it may also increase the ability of some people to manipu-
late others through the way they craft their messages, particularly when information is 
scarce. In a perfect world, inequality of information and specialization in the provision 
of information may be innocuous. Interest groups conduct research on the impact of 
their products, and as a result they generate information that others do not have. How-
ever, when there are conflicts between the interests of some and those of others, those 
who spend money to communicate may be trying to persuade others to hold beliefs that 
are not in their best interest.

How communication affects a particular person (e.g., a policymaker) depends 
on two things. First, it depends on whether he or she welcomes the new information. 
Second, it depends on his or her capacity to process the information received and to dis-
tinguish quality information from information that serves the purpose of the sender. To 
the degree that a person does not have this capacity, he or she may be more easily influ-
enced by third parties. For example, in Latin America, most legislators have no previous 
legislative experience when they are elected, nor do they have institutional support in 
the legislature or at the party level.30 These characteristics make them particularly sus-
ceptible to being influenced. 

27 Survey results are reported by Berkman and Cavallo (2006).
28 As already mentioned, beliefs and perceptions are not the only determinants. Given the already prolific litera-
ture on the topic, this chapter has not considered the most obvious and studied determinants of deviations of 
public policy from people’s preferences: the method of aggregation and government failures.
29 There are no standard definitions of deliberation (Elster, 1998). For Przeworski (1998: 140), “‘deliberation’ is a 
form of discussion intended to change the preferences on the bases of which people decide how to act. Delibera-
tion is ‘political’ when it leads to a decision binding on a community. . . . Finally, ‘democratic political deliberation’ 
occurs when discussion leads to a decision by voting.”
30 See Saiegh (forthcoming) for an analysis. Data provided by Manuel Alcántara (Universidad de Salamanca) show 
that in every Latin American country but Chile, more than 50 percent of legislators in 2003 had no previous leg-
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Consequently, in a world where people and policymakers lack the capacity to 
generate their own information and test every single hypothesis they form or encoun-
ter, the flow of information, influence, and manipulation becomes very complex, with 
every actor trying to influence and convince the rest about the benefits of certain poli-
cies (Stokes, 1998). 

How Elites Affect Public Opinion

Politicians usually, instead of pursuing people-chosen policies, try to frame information 
in a way that will enable them to win people’s support for their policies. As Dick Mor-
ris, pollster for U.S. President Bill Clinton, acknowledged, “[legislators and the Clinton 
White House] don’t use a poll to reshape a program, but to reshape your argumentation 
for the program so that the public supports it.” Michael Deaver, a senior aide to U.S. 
President Ronald Reagan, made similar comments: “with [Reagan], polls were not used 
to change policy to follow the prevailing winds. Instead, they were tools to determine 
how to persuade people about an idea.”31 

Reshaping public opinion, which has become easier with the advancement of 
new technologies (such as radio and television), allows politicians to satisfy their elector-
al and policy objectives directly and indirectly by using public opinion to pressure other 
public officials. Some of the techniques used are tracking public opinion, managing 
press coverage, and “priming” the message. The “priming” approach concentrates on 
raising the priority and the weight that individuals assign to particular attitudes already 
stored in their memory.32 The techniques for influencing opinion and actions do not 
have to be highly sophisticated to work. Research from other social science areas shows 
that simple actions, such as placing a sticky note on a written request, generate a much 
higher response rate, and that, for example, a server in a restaurant offering customers 
candy after a dinner significantly affects the tips he or she receives.33

Under certain conditions, part of the “manipulation” of public opinion may in-
volve overselling (“promising too much”) the impact and relevance of certain policies 
in order to gather support. This strategy has many risks. If the probability of success is 
low and promises are not satisfied, the unfulfilled expectations may decrease the sus-
tainability of the policy change in question, prompting a reversion to the policy in place 

islative experience. In some countries, such as Costa Rica, Mexico, Nicaragua, and Paraguay, the percentage was 
above 80 percent. Scartascini (2005) (based on data collected for the OECD/World Bank/IDB Database on Budget 
Practices and Procedures) shows that while most developed countries have legislative budget offices with more 
than 50 employees, only in a handful of Latin American countries do these offices have more than 25 (who usually 
are not even highly specialized). 
31 Quotes are taken from Jacobs and Shapiro (2000). While considerations like those underlying the quotes have 
not been fully fledged into theory, they are not new. According to Elster (1998), Schumpeter had already insisted 
that voters’ preferences are shaped and manipulated by politicians. Alessandro (2006) provides evidence on how 
governments change the discourse.
32 See Jacobs and Shapiro (2000: 50) for a list of references on the issue.
33 A survey of research by Goldstein, Martin, and Cialdini (2008) reveals that placing a sticky note on a request for 
filling out a survey form generates more than twice the number of responses as having the request within the 
text of the survey. The same review finds that mints placed in the check tray presented to customers elicit much 
higher tips than mints placed in a basket for general consumption as diners exited the restaurant. Moreover, mints 
handed by a server directly to customers elicit even higher tips. 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	230	 Chapter 9

prior to the change.34 Therefore, while manipulation may work, policymakers should be 
aware of the consequences that unfulfilled promises may engender.

Special Interests Affect Public Opinion and Politicians

Politicians are not the only ones who may be able to persuade the public to change its 
views or influence public opinion toward support for certain policies. Organized special 
interest groups may have similar tools at hand.35 Strong issue campaigning, using tech-
niques similar to those explained above, may tilt public opinion in an interest group’s 
favor and affect how politicians vote on the issue.36

Interest groups may exploit other, less-organized groups by feeding them infor-
mation that is favorable to their cause. This may be easier the bigger the informational 
gaps of the less-organized groups in regard to the issues at hand and the higher their 
susceptibility to being influenced. The case of education in Latin America is illustrative 
of this point. Many parents tend to disregard information on the quality of schools 
in their evaluations. For teachers’ unions, which are strongly organized in many Latin 
American countries, this provides an opportunity to gain parents’ support when push-
ing governments for new hires by persuading them that quantity is what matters. The 
example of education policy in Peru is revealing. While public expenditure on secondary 
education has increased by more than 50 percent in that country in the last few years, 
the increase has had minimal impact on education quality (in fact, test scores have actu-
ally dropped).37 Despite these abysmal results, proposals to restructure the education 
system have been effectively blocked by teachers’ unions.

Interest groups may also target politicians directly to achieve the enactment of 
the policies they want. Such groups have a number of ways to manipulate public officials 
to go along with their positions: (1) through campaign contributions and mobilization 
of grassroots groups that “buy” the support of politicians; (2) by convincing politicians 
about the benefits of their proposal or the drawbacks of the existing policy or other 
policy options on the table; and (3) by persuading politicians that public opinion is in 
favor of (or against) the policy in question.

The Media May Influence Policymakers and Citizens Alike

The media can have many positive effects in each different stage of the policymaking 
process by providing information to policymakers and voters alike.38 The media can also 

34 This may be even more so when presidents have to move away quite considerably from promises they have made 
during their electoral campaigns, as was the case with, for example, Carlos Menem in Argentina and Alberto Fuji-
mori in Peru. See Forteza and Tommasi (2006) and Stokes (2001).
35 Large multinationals have access to advertising and the media that surpasses that of many governments. For 
example, research laboratories’ advertising expenditure on the 50 most popular prescription drugs surpassed 
US$1.5 billion in the United States in 2000 (NIHCM, 2000). This amount is nevertheless smaller than the advertising 
budget of Coke, which may top US$2 billion (Ledbetter, 1998; Smith, 2006). 
36 Stokes (1998: 128) presents, as an example of this, the way special interests manipulated public opinion against 
the clean air act in the 1990s.
37 Carranza, Chávez, and Valderrama (forthcoming) provide detailed data on the evolution of secondary education 
public expenditure and standardized test scores in Peru.
38 See Hughes (forthcoming) for an analysis of the role of the media in policymaking in Latin America.
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act as a watchdog and provide additional tools for enforcing policymakers’ promises. 
People may also be able to put their own situations into perspective by comparing it 
to that depicted in media reports. Some embryonic research on this important but still 
understudied issue suggests that media exposure has an impact on people’s perceptions 
of issues concerning national policies or the status of economic affairs in a country. For 
example, higher media exposure seems to make people more aware of national affairs 
and the differences between their situations and the situations of others.39 Interesting-
ly, exposure to media may also have an effect on social behaviors beyond those surveyed 
here. According to La Ferrara, Chong, and Duryea (2008), social attitudes, as presented 
in soap operas, may affect decisions on matters such as childbearing. 

The media also play a role in public debate, and do not merely broadcast de-
bates between political and private actors. On the one hand, the media help set the 
agenda of the public debate by deciding which issues they will and will not cover.40 On 
the other, when they decide to cover a particular issue, their effect is rarely unbiased. 
First, they may be co-opted by political actors or private interest groups, each of which 
can buy advertising and “air and press time” in the media. Second, even in the context 
of “independent media,” political reality may be distorted because economic pressures 
to draw audiences create incentives to emphasize political conflict as an entertaining 
way to present an otherwise dull political debate. Third, in similar fashion, the media 
tend to present those issues that may be more interesting but are not necessarily more 
important than the ones they choose not to present. For example, they may increase 
awareness of low-probability events (e.g., a plane crash) while leaving unreported other 
events of higher probability (e.g., traffic fatalities).41 Fourth, by introducing certain top-
ics into the public domain, they may generate a cascade effect on the relevance of is-
sues related to that topic. It takes only a couple of noteworthy examples to create the 
impression that the public in general is for or against a particular measure. For example, 
a demonstration by a few people can be reported as widespread opposition in order to 
draw attention to it.

A Dialogue for Quality 

If both people and policymakers see reality through a clouded prism, their reaction to 
new information is different, and the information on which they base their decisions 
may be biased, how can policymakers ensure that the policymaking process results in 
policies that improve people’s choices, take people’s preferences and beliefs into ac-
count, and effectively improve people’s quality of life?

Increasing the amount of information available to people and policymakers is 
the first building block of the process. Clearly, incomplete and asymmetric information 
may have a negative effect and lead to biased opinions. Better access to information may 

39 See Higueras and Scartascini (2008) for an exercise involving Latin American countries. Marquis (2006) shows 
that the media have a role in determining behaviors in some people—citizens who qualify as “askers”—but not 
in others. 
40 Stimson (2004) looks at the issue of agenda setting. For Jacobs and Shapiro (2000), press coverage is largely 
driven by forces external to the press, such as the behavior of authoritative government officials.
41 Lewis (2001, chap. 4) provides a note of caution regarding the actual impact of the media on public opinion. 
While he acknowledges that public opinion polls respond swiftly to the media’s coverage of a particular issue, he 
also contends that people may not actually change their private views that dramatically. 
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help people make sounder decisions. Also, if citizens and policymakers can discern the 
source of information, they can more easily discriminate between objective advice and 
self-serving opinions. 

Because the benefit of gathering information is usually low for both voters and 
policymakers, so the cost should be as well. Increasing the amount of available informa-
tion involves simple measures, such as increasing the transparency of government ac-
tions (e.g., posting budget data on the Internet), and more complex ones, such as foster-
ing a more competitive press, which may increase the availability of dissonant voices and 
level the playing field among different actors. An even more complex measure, because 
it may depend on deeper institutional reform, is to try to make political labels and party 
programs meaningful. This should reduce information costs for voters and generate 
conditions for competition among parties, providing a wide—but not excessive—array 
of options among which citizens can choose.42 

More information may be to no avail if actors do not have the capacity to process 
it. On the public’s side, building human capital matters; however, as has been painfully 
demonstrated, people must have incentives to demand education and politicians must 
have enticements to offer it, and to improve the quality of what is offered. Additionally, 
increasing the capabilities of policymakers will make them less subject to the whims of 
interest groups and partial information provided by the media. The evidence seems to 
support these claims. More capable legislatures and bureaucracies tend to be correlated 
with better public policies in Latin America.43

Capabilities should be increased on at least two fronts. First, inputs should be 
increased and the “type” of policymakers improved. That is, material and human re-
sources—which have traditionally been the focus of donors’ assistance—and policymak-
ers’ skills should be increased at the same time. Second, policymakers should be given 
incentives to invest in their capabilities; for example, increasing their expected tenure 
in office might create the conditions for policymakers to develop their skills, both by 
providing them with the actual time to develop these skills through experience and by 
increasing their incentives to do so (Stein and Tommasi, 2007). 

Better-informed and more capable policymakers should help alleviate the prob-
lem of undue influence, but the door could still be left open for manipulation by inter-
est groups with privileged access to policymakers. Therefore, political arenas should be 
more open, to provide access to everybody, not just interested parties or incumbents. But 
open arenas will work only if there are parties interested in participating in the discus-
sions. Reducing participation costs (and solving collective action problems) may generate 
discussions among a broader set of actors. Because resource-rich interest groups have 
greater possibilities of influencing policy and public opinion, providing other groups 
with similar access to public opinion, the media, and policymakers may be appropriate.

More open arenas and better discussion should be complemented by an ac-
countability system that helps thwart attempts to manipulate public discourse and poli-

42 For example, voters in the Brazilian state of São Paulo were faced in the 2002 elections with 703 candidates for 
the post of federal deputy in the legislature, six candidates for the presidency, 1,424 candidates for state deputy 
and 25 candidates for two senatorial posts. It almost goes without saying that making an informed decision in 
such a situation is practically impossible.
43 IDB (2005) and Stein et al. (2008) show the relevance of legislative and bureaucratic capabilities in the Latin 
American context.
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cies. Enforcement may come from both inside and outside sources. Inside, actors who 
participate regularly in exchanges can punish those who deviate from previous agree-
ments or norms developed over time. For example, two political parties that alternate in 
government at regular intervals may be able to pursue more stable policies by adopting, 
in their interaction over time, mutually beneficial strategies for punishing deviations of 
this kind. The most common outside source of enforcement is an independent judiciary 
(or similar control agency) that can create mechanisms to keep policymakers and interest 
groups at bay. The evidence indicates that both mechanisms (repeated interactions and 
judicial independence) improve the quality of the resulting policies (IDB, 2005; Stein et 
al., 2008; Scartascini, Stein, and Tommasi, 2008).

Decentralization of decision making may reinforce the effect of the mechanisms 
mentioned above. While providing voters with more information about the actions of 
the government, such decentralization can also help policymakers gather firsthand in-
formation about the preferences of voters. Moreover, it may provide more open arenas 
for deliberation and reduce participation costs because it is easier for citizens to orga-
nize around local issues and participate in local policy decisions. Since voters can punish 
local leaders relatively easily, decentralization can also increase accountability. All told, 
decentralization may be a useful way to bring policies closer to people’s preferences.44

This volume has revealed a wealth of information provided by public opinion 
surveys that allow policymakers to see the world through their constituents’ eyes. The 
public’s point of view adds color, and often stark contrast, to the essentially black-and-
white picture painted by traditional objective indicators. It can serve as a complement 
to the statistical skeleton and can help governments build more dynamic development 
programs and more effective political strategies. 

However, important issues remain. One challenge is to find a way to track sys-
tematically the pulse of public opinion and ensure that it feeds continuously into the 
public debate. Some vehicles for tracking have been suggested in this volume. Chap-
ter 8 proposes a system for monitoring the quality of urban life that could nourish an 
informed dialogue between politicians and the public and help establish priorities in 
individual cities. Chapter 4 introduces the idea that assigning a value to what matters to 
people could help prioritize public spending. In all cases, the effort should be ongoing so 
as to provide input over time that capitalizes on the dynamic nature of public opinion. 

Perhaps even more pressing is the need to ensure that information flows are 
multidirectional so that people are equipped to express well-founded opinions. This 
chapter has exposed the biases behind both the public’s and policymakers’ opinions and 
raises a red flag against taking either at face value. Better information in open arenas 
can help ensure that the public’s contribution is based on a solid foundation. Ignoring 
the public interest is clearly a danger, as is designing public policy to please a potentially 
misinformed populace. Countries in Latin America are in the process of reforming some 
of their most fundamental institutions, advancing the decentralization process and in-
creasing transparency and accountability. The seeds of a deliberative democracy are be-
ing planted. Now is the time to help them grow into healthy, participative systems with 
strong roots, capable of delivering quality policies for a better quality of life. 

 

44 See Cristini, Moskovits, and Moya (2008) for detailed references.
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illiteracy in, 131; job growth in, 144; job 
satisfaction, 153, 155, 164–166; labor 
markets in, 175, 224; life expectancy 
in, 88; minimum wage hikes in, 171; 

obesity in, 96box; perceived adequacy 
of health care in, 109, 117; pessimism 
among citizens of, 4, 15, 22, 34–35; 
poverty rates in, 63; productivity 
growth in, 145; public safety in, 190; 
satisfaction and economic growth 
in, 51; satisfaction with education in, 
132–134, 138; student unrest in, 139box; 
Subjective Human Development Index 
rating, 4; traffic congestion in, 195box; 
unemployment insurance in, 173; 
urbanization in, 179; wage growth in, 
146; worker benefits in, 153; working 
poor in, 147

China, 17box, 44, 145
Chong, Alberto, 174, 231
Clinton, Bill, 229
Colombia: armed conflict in, 178; 

children’s growth rates in, 91; crime 
in, 227; educational testing in, 126n4; 
health care services used in, 100; 
health insurance in, 112–114; health 
satisfaction in, 105, 111; hedonic pricing 
in, 200; home ownership in, 179; 
housing in, 184, 196; job growth in, 
144; labor training in, 174; minimum 
wage hikes in, 171; poverty rates in, 
63; public safety in, 198; public services 
in, 198; satisfaction with education 
in, 132; segregation by income, 205–
206, 208fig, 209; traffic congestion 
in, 195box; urban quality of life 
monitoring, 211; working hours in, 147

consumer expectations, 48
consumption, 7–8, 12, 16, 26, 41
contented achievers, 220box
Corbi, Rafael Bottura, 160–161
corruption, 193, 221, 223
Costa Rica: divergence of opinion in, 30; 

expansion of primary education in, 
120; fertility rates in, 89; growth rates 
in, 44; health care access in, 96–97; 
health insurance in, 98, 112, 114; health 
satisfaction in, 106; hedonic pricing in, 
200, 202–203; job growth in, 144; job 
satisfaction in, 148; minimum wage 
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hikes in, 171; optimism among citizens 
of, 4, 15, 22, 34; perceived adequacy of 
health care, 108; poverty rates in, 63; 
public safety in, 198; Subjective Human 
Development Index rating, 4; working 
poor in, 147

crime, 189–190, 193, 210–211, 227–228
Cristini, Marcela, 179, 180tab, 182–186
Cuba, 148
cultural bias. See biases
Curi, Andréa Zaitune, 131, 160–161
Czech Republic, 51, 129

D

day reconstruction method, 69box
De Soto, Hernando, 188
Deaver, Michael, 229
Di Tella, Rafael, 61, 173, 193
diabetes, 93, 96box, 102, 115
diet, 49n7, 92, 94box
disability-adjusted life year (DALY), 91, 

94box
disease: communicable, 91–92; non-

communicable, 92–93, 94box, see also 
health

Disraeli, Benjamin, 119
divergence of opinion: as affected by 

subjectivity, 31–33; among individuals, 
28; analysis of, 29tab; by country vs. 
among individuals, 30; in Latin America, 
30–31; by region, 31fig; on society vs. 
personal lives, 28, see also opinion

divorce, 22, 74
Dominican Republic: growth rates in, 44; 

health care services used in, 99–100; 
infectious disease in, 91; job satisfaction 
in, 148; productivity growth in, 145; 
satisfaction with education in, 132; 
water quality in, 191

drug trafficking, 192–193
Duesenberry, James, 54n12
Duryea, Suzanne, 101, 121, 231

E
East Asia and Pacific region, 99, 145
Easterlin, Richard, 54, 58
Eastern Europe, 102, 129
economic growth: educational quality and, 

125box; health and, 48–49; health 
satisfaction and, 104, 116; personal vs. 
national, 53; satisfaction and, 6, 47tab, 
see also unhappy growth paradox

economic theory, traditional, 7, 48
Ecuador: education of indigenous children 

in, 122; growth rates in, 44; health care 
access in, 97; health insurance in, 98; 
as higher health-risk country, 93n1; job 
growth in, 144; job satisfaction among 
microentrepreneurs, 153–154; job 
satisfaction and hours worked, 164; job 
satisfaction in, 153–154, 163–164, 166; 
job satisfaction with pay levels, 163; life 
expectancy in, 88; traffic congestion 
in, 195box; urban quality of life, 187; 
worker benefits in, 153; working poor 
in, 147

education: in a knowledge-based economy, 
119–120; aspirations in Chile for, 76; 
average years by country of, 121fig; 
benefit preferences and levels of, 
157–158; dropouts from, 127–128; 
economic growth and quality of, 
125box; health improvements and, 93, 
95; on health issues, 111; higher, 122; 
and income distribution, 123fig, 131, 
139box; of indigenous children, 122; 
information and choices for, 137box; 
job insecurity and, 160; literacy rates 
by country, 121tab; poor learning 
outcomes and increases in length of, 
123–128; as prerequisite for good life, 
119; preschool, 122; primary, 120–121; 
public perception of systems of, 5, 15, 
19fig, 131–132, 142, 217; quality of, 
125box, 128–133, 137box, 140–142; 
quantitative expansion in Latin America 
of, 120–122; rural, 128; satisfaction 
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levels and, 73, 119, 132–136; secondary, 
122; socioeconomic inequality and, 
123fig, 130–131, 139box; testing scores, 
124–129, 132, 136–137, 141; upper-class 
perceptions of deficiencies in, 82; years 
by country of, 123tab

Einstein, Albert, 3
El Salvador: armed conflict in, 178; crime 

in, 228; health satisfaction in, 105, 111; 
inability to provide basic needs in, 75; 
informal jobs in, 146; job satisfaction, 
153–158, 163–166; life expectancy 
in, 88; public services access in, 182; 
satisfaction with education in, 132, 
137box

Elacqua, Gregory, 138
employment protection legislation (EPL), 

172
employment satisfaction. See job 

satisfaction
employment subsidies, 174
Encuesta de Calidad de Vida survey, 212
envy, 222–223
epilepsy, 102
Estes, Richard, 10box
Estudo da Geração Escolar (GERES), 140
eudaimonia, 119
European Foundation for the Improvement 

of Living and Working Conditions, 16
European Union (EU): productivity growth 

in, 145; quality of life surveys in, 16; 
urban quality of life in, 211

expectations: implications for political 
economy of, 64–66; satisfaction and 
change in, 59, 61

experience sampling method, 69box

F

Fábrega, Rodrigo, 138
Ferrer-i-Carbonell, Ada, 23box, 54, 55, 68, 

73, 74, 82
fertility rates, 89–90, 163, 178
Finland, 51, 126, 128

Flores, Carolina, 132, 136
Fogel, Robert W., 92box
food insecurity, 75, 76fig
framing, 222
France, education quality in, 131
friendship, 67, 74–76, 81–82, 198, 219box
frustrated achievers, 61, 220box
Fujimori, Alberto, 230n34

G

Gallup World Poll, 3, 16; ability to provide 
basic needs, 75; assets and services 
measured by, 63, 76; crime, 227; health 
condition questions (EQ-5D), 71, 79, 
103; job insecurity, 159–160, 162; job 
satisfaction, 148–149, 150box, 153, 164–
166; personal life aspects, 81; religion 
as factor in satisfaction, 74; satisfaction 
and per capita income, 45–46, 52, 
56box, 57box; social security, 156; 
subjective well-being measurements, 
69; unhappy growth paradox, 48; 
urban quality of life, 185, 188, 190–194, 
198; Worldwide Quality of Life Survey 
questions, 17box, 18box

Gandhi Kingdon, Geeta, 55, 61
gangs, 192–193, 198
Gasparini, Leonardo, 26, 52, 62–64
Gaviria, Alejandro, 179, 190, 222n11
gender: children’s impact on satisfaction 

by, 74; health satisfaction by, 103–104; 
peer relationships and, 59; perceived 
adequacy of health care by, 109; public 
safety and, 193; satisfaction levels 
according to, 70, 192; work life role of, 
163–164

Genuine Progress Indicator (GPI), 43box
Germany, education quality in, 131
Graham, Carol, 61, 68, 69, 73, 100, 220
green areas, 5, 191, 199
gross domestic product (GDP): comparisons 

by region and decade, 44fig; 
health satisfaction and, 104fig; as 
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measurement of well-being, 42, 43box, 
44; by region and country, 45fig; UN 
measurement standards for, 43box

Gross National Happiness Index (Bhutan), 
219n

Guatemala: armed conflict in, 178; 
education of indigenous children in, 
122; fertility rates in, 89; growth rates 
in, 44; health care services used in, 99, 
112–113; health satisfaction in, 105–106, 
111, 117; as higher health-risk country, 
93n1; job growth in, 144; job insecurity 
in, 161; job satisfaction in, 148, 153–158, 
163–166; life expectancy in, 88; as 
low-income country, 44; optimism 
among citizens of, 4, 15, 20, 22, 34–35; 
perceived adequacy of health care in, 
117; satisfaction with education in, 
132–133; working hours in, 147

Guyana, 44, 105, 150box, 191

H

Haiti: fertility rates in, 89; growth rates in, 
44; health care services used in, 99; 
as higher health-risk country, 93n1; 
inability to provide basic needs in, 75; 
infectious disease in, 91; job satisfaction 
in, 148; life expectancy in, 88; as low-
income country, 44; pessimism among 
citizens of, 21, 34; poverty rates in, 
63; primary education in, 121; public 
services access in, 182; urban quality of 
life, 187; water quality in, 191

happiness. See health satisfaction; job 
satisfaction; satisfaction

Hastings, Justine S., 138
health: access to care, 95–97; changes 

in disease profile, 91–93; cost of 
treatment, 98–99; cultural/linguistic 
perceptions of, 102; decentralization 
of services, 114; economic growth and, 
48–49; education and improvements 
in, 93, 95; education on issues of, 111; 

factors leading to improvements in, 93, 
95; fertility rates and, 89; gains in Latin 
America in, 87–88; as important to 
satisfaction, 71, 73; income as substitute 
for, 78; infant and child mortality, 
88–89, 91tab; insurance coverage, 
98–99, 112, 114; mental, 162; perceived 
adequacy of care, 5, 19fig, 108–111, 
116–117, 217; personal perception 
of, 19fig, 101–102, 115–116; public 
investments in, 95; public support for 
care systems, 88, 108; reproductive, 
101; skilled birth attendance, 99–100; 
universal access to care, 112; unwanted 
pregnancies, 101n2; urbanization’s 
affect on, 93; use of services for, 
99–100, 112–113, see also disease; life 
expectancy

health satisfaction: age and, 103–104; 
by country, 105tab, 111, 117; cultural 
differences in, 106, 108; economic 
growth and, 104, 116; GDP per capita 
and, 104fig; gender and, 104; health 
status and, 103–104; income level and, 
104–106, 111; life expectancy and, 
103fig

health tolerance, 107box
hedonic pricing, 178, 199–204, 205tab, 213
hedonic treadmill, 219nc
Herrera, María Soledad, 132, 136
heuristics, 221, 226
Hirschman, Albert O., 61
home ownership, 179–182, 188–189, 211
home values, 76, 178, 213
homicide rates, 190, 227
Honduras: health insurance in, 98; health 

satisfaction in, 105–106, 107box, 111; 
job growth in, 144; job insecurity in, 
159; job satisfaction in, 153, 155–158, 
164–166; life expectancy in, 88; as low-
income country, 44; poverty rates in, 
63; satisfaction and economic growth 
in, 51; satisfaction with education in, 
132; working hours in, 147; working 
poor in, 147

housing: deficits in, 182, 184–185, 186tab, 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



	266	 Index

211; land occupations and, 180–181; 
prices of, 177–178, 194, 199–204; 
satisfaction as perceived by country 
and region, 20fig; satisfaction with, 
187–189, 196; unfit, 182; utilities and, 
182, 183tab, 184fig, 188

Human Development Index (HDI): indicators 
for measurement of poverty, 62; as 
objective measurement of quality of 
life, 15; public perceptions vs. data 
from, 217; by region and country, 35fig; 
variation between SHDI and, 36tab, 
37tab

Hungary, 129, 171
hypertension, 93, 94box, 102, 115

I

immunizations, 95, 97box, 111
income: education and distribution 

of, 123fig, 131, 139box; GDP as 
measurement of, 42–44; health and, 
101; health satisfaction and, 104–106; 
home ownership rates by, 180tab; 
perceived adequacy of health care 
and, 109, 110fig; position in reference 
group vs., 52–59, 60tab, 61; poverty 
defined by, 62–64; redistribution from 
structural reforms, 52; relative, 54, 
61; as revered economic variable, 41; 
satisfaction and, 4–5, 25–26, 27fig, 
45–47, 222; segregation by level of, 
204–210, 212–213, 223; as substitute for 
noneconomic sources of satisfaction, 76, 
78–79, 81; unhappiness and level of, 4, 
8, 24, 48–52; urban amenities as trade-
off for, 198–199

India, 44, 90
Índice de Calidad de Vida (ICV), 205
indigenous people: education levels of, 122; 

health problems among, 93; infant and 
child mortality rates among, 88–89; 
life expectancy of, 88; stunted growth 
among, 96box

Indonesia, 171
inequality: education and, 123fig, 130–131, 

139box; political attitudes toward, 61
informal jobs: advantages of, 151; change 

in percentage of workers in, 146; 
definitions, 152; mobility in and out of, 
152; policy choices for those in, 225; 
quality of, 143; satisfaction and, 151–
153, 167–168; social security and, 158

Instituto Nacional de Estudos e Pesquisas 
(INEP), 137box

insurance: health, 98–99, 112, 114; 
unemployment, 173

International Adult Literacy Survey (IALS), 
131

International Labour Organization (ILO) 
conventions, 169, 171fig

isosatisfaction, 51

J

Jamaica: job growth in, 144; poverty rates 
in, 63; public safety in, 190n6

Japan, 130, 146, 149
jealousy, 52, 55, 58
job benefits, 155–158
job creation, 58–59, 144–145, 168–169
job insecurity, 144, 158–162, 168
job intermediation services, 173
job quality: decline in, 143, 167; of informal 

work, 143; job creation and, 144–145, 
168–169; labor regulation and, 169–173; 
new policies for, 175–176; objective 
criteria for, 144–148; poverty wages 
and, 147; productivity and, 145; public 
perceptions of, 5, 150box, 167, 217; 
role in satisfaction of, 74, 143, 148–
149; salaried positions, 143, 154; as 
subjective, 143–144; wage growth and, 
146; working hours, 147, 148fig

job satisfaction: by country, 149fig; GDP 
and, 149fig; high pay and, 162–163; 
hours worked and, 163–164; informal 
work and, 151–153, 167–168; job 
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insecurity and, 144, 158–162, 168; 
job quality and, 74, 143, 148–149; 
among microentrepreneurs, 153–154; 
mobility between work sectors, 152; 
most-valued attributes for, 164–168; 
optimism bias in, 15, 20fig, 151; part-
time work and, 144, 163–164, 165fig; 
small-firm employees and, 154–155; 
social security’s value in, 155–158, 167, 
see also satisfaction

job security, 144, 158–162, 168, 172

K

Kane, Thomas J., 138
Kenya, 51, 171
Knight, John, 55, 61

L

La Ferrara, Eliana, 231
labor market theory, 224
labor markets, 144, 173–176, 224–225
labor regulation, 169–173, 224–225
labor training, 174
labor unions, 225, 230
ladder questions, 63, 68, 69box
Latin America: basic needs as lacking 

in, 75; divergence of opinion in, 
30–31; education quality in, 73; labor 
regulations in, 169; percentage of 
population in cities in, 177; record job 
creation in, 144–145; satisfaction world-
wide vs., 80tab

Latin American Public Opinion Project 
(LAPOP), 16, 148, 150box, 154

Latinobarometer, 16, 68, 69, 190
Layard, Richard, 219, 222
life expectancy: of Afro-Brazilians, 88; 

age-specific mortality rates, 95tab; 
child mortality rates by country, 91tab; 
by country, 90tab; deaths by cause, 

92fig; health satisfaction and, 103fig; 
and healthier lives, 90–91, 100–101; 
and height, 92box; increases in, 
87–90; and increases in death from 
noncommunicable diseases, 93; of 
indigenous people, 88–89; infant and 
child mortality, 88–89; lower fertility 
rates and, 89–90, see also health

life satisfaction. See satisfaction
literacy, 121tab, 123–124, 128, 131
Lora, Eduardo, 47tab, 50tab, 52n9, 53tab, 

60tab, 71n8, 102, 103, 107box
loss aversion, 221

M

MacCulloch, Robert, 61
malapportionment, 226
Malaysia, 144–145
malnourishment, 96box
Marchionni, Mariana, 62–64
Marx, Karl, 54
material conditions of life, 12, 75–76
Measure of Domestic Progress (MDP), 43box
media, 65, 223, 230–231
Menem, Carlos, 230n34
Menezes-Filho, Naércio Aquino, 131, 140, 

159–161, 172
Mexico: education of indigenous children 

in, 122; education quality in, 130; 
educational testing in, 126n4; 
expansion of primary education in, 
120; growth rates in, 44; health care 
access in, 96–97, 114; health insurance 
in, 114; health satisfaction in, 105; 
home occupations in, 181; housing 
in, 182; job insecurity in, 159; job 
satisfaction, 156; life expectancy in, 88; 
minimum wage hikes in, 171; obesity 
in, 96box; optimism among citizens 
of, 22; personal perception of health 
in, 115; poverty rates in, 63n24; public 
policy outcomes in, 225; public services 
access in, 182, 211; rural education, 
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128; satisfaction with education in, 
132; traffic congestion in, 195box; 
urbanization in, 179; wage growth in, 
146

Michalos, Alex C., 54box
Mill, John Stuart, 41, 54
Millennium Development Goals (MDG), 

15–16, 121
Mizala, Alejandra, 138
Morris, Dick, 229
mortality rates. See life expectancy
Moya, Ramiro, 185, 179n1, 180tab, 182, 

233n44
Multiple Discrepancy Theory, 54box
Murseli, Hatidje, 132

N

National Indicators of Subjective Well-Being 
and Ill-Being, 70box

Necesidades Básicas Insatisfechas (NBI), 
205–206

Néri, Marcelo C., 34
New Economics Foundation, 43box
New Zealand, 131, 141
Nicaragua: armed conflict in, 178; health 

care services used in, 100; health 
satisfaction in, 105; as higher health-
risk country, 93n1; job growth in, 144; 
life expectancy in, 88; as low-income 
country, 44; poverty rates in, 63; wage 
growth in, 146; worker benefits in, 153

Nordhaus, William, 43box
Norway, 90

O

obesity, 49, 73, 93, 96box, 112
objective indicators: opinions, cultural bias 

and, 25tab; and perceptions about 
health care, 111–117; and perceptions 
about personal health, 101–102; as 

public policy drivers, 15–16, 217; of 
quality of life, 15

objective variables, 12
Odría, Manuel Apolinario, 181
Office for Standards in Education, Children’s 

Services, and Skills (OFSTED) (U.K.), 141
Oliveiri, Sergio, 62–64
opinion surveys, 8
opinion variables, 9, 12, 33, 82
opinions: as affected by subjectivity, 

31–33; beliefs’ effect on, 218, 220–
224; cultural factors and, 222; elites’ 
effect on, 229–230; framing and, 222; 
geographical location’s impact on, 223–
224; influences on, 39; loss aversion in, 
221; objective indicators, cultural bias 
and, 25tab; political economy of, 6–7; 
on society (as affected by personal 
income), 58–59, 61; tracking, 233, see 
also divergence of opinion

optimism, 4, 15, 20–22, 23box, 34, 151, 221
Organisation for Economic Co-operation 

and Development (OECD), 73, 125–127, 
130, 144, 149

Oswald, Andrew, 68, 69box, 73, 74, 173

P

Pagés, Carmen, 144, 145fig, 152, 154n11, 
158, 160fig, 171, 172–175, 190

Panama: growth rates in, 44; health 
satisfaction in, 106, 111; labor markets 
in, 175; labor training in, 174

paradox of life satisfaction, 58
Paraguay: fertility rates in, 89; growth rates 

in, 44; health insurance in, 98; health 
satisfaction in, 106; job insecurity 
in, 159; as low-income country, 44; 
perceived adequacy of health care, 
109; pessimism among citizens of, 22; 
poverty rates in, 63; public services 
access in, 182; satisfaction with 
education in, 132; worker benefits in, 
153
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Parker, Susan W., 32n8, 102, 115, 128, 162
part-time workers, 144, 163–164, 165fig
Perry, Guillermo E., 152, 153n10, 156, 175
personal health services, 111–114
Peru: armed conflict in, 178; divergence 

of opinion in, 31; education in, 122, 
126n4, 230; frustrated achievers in, 
61; growth rates in, 44; health care 
services used in, 99; health insurance 
in, 98; health satisfaction in, 105; as 
higher health-risk country, 93n1; home 
occupations in, 181; labor training in, 
174; life expectancy in, 88; perceived 
adequacy of health care, 109; pessimism 
among citizens of, 22, 34–35; poverty 
rates in, 63; public safety in, 198; public 
services access in, 182, 211; segregation 
by income, 205, 207fig, 209; Subjective 
Human Development Index rating, 4; 
traffic congestion in, 195box; urban 
quality of life, 187

pessimism, 4, 15, 22, 34–35
Pettinato, Stefano, 61, 68, 69box, 220box
Plato, 177
Poland, 129
policy, public: biases among politicians 

in formulation of, 226–228; 
decentralization in making of, 233; 
effect on satisfaction of, 81–83; 
happiness as goal of, 219box, 220box; 
heuristics in decision making on, 221; 
for improving health outcomes, 111–117; 
increasing skills of makers of, 232; labor 
markets, 176, 224–225; manipulation 
of perceptions for influencing of, 
228–229; media influence over, 231–
232; objective indicators as drivers of, 
15–16, 217; public opinion as driver of, 
218; rational choice and, 218, 220–221; 
redistributive, 112, 222–223; relative 
influence of groups and, 224, 226; 
supply of, 226

positional goods, 58box
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