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PREFACE

Reducing poverty is the greatest challenge facing Latin American
policymakers today. In the 1990s, macroeconomic reform helped put much
of the region on a growth trend, yet the ranks of the poor continued to swell.
Today, most countries have levels of poverty that far exceed expectations
given their levels of development. Not surprisingly, poverty reduction is a
program priority at the Inter-American Development Bank and the World
Bank, and tops the national agendas of many countries in the region.

Countries have not been indifferent to the plight of the poor. But tra-
ditional poverty reduction programs or safety nets have done little to allevi-
ate the problem, largely because they address the consequences rather than
the causes of poverty. Policymakers must learn to look beyond the most
obvious manifestation of the problem—low incomes—and ask what pre-
vents all people from having the same opportunities. This book asks that
very question and comes up with an innovative, assets-based approach to
this pressing regional concern.

Portrait of the Poor paints a whole new picture of poverty in Latin
America. Low incomes are just the silhouette of the problem. Learning more
about why poor people earn less makes for a more complete portrait. This
book finds the key in unequal access to education, credit and the other in-
come-generating assets of human, physical and social capital. Evidence from
case studies on Bolivia, Brazil, Chile, Colombia, Costa Rica and Peru sup-
ports this finding. The result is a vicious circle in which people with few
productive assets receive lower wages because they lack assets, which in turn
prevents them from accumulating the assets they need to improve their in-
comes in the future.

The policy implications of this approach are vast. To begin with, the
limitations of even the most efficient and well-targeted traditional social
programs become clear. Policies based on a broader approach that impacts
the distribution of assets, their use or even the prices paid for them in the
marketplace would seem more effective.

Portrait of the Poor redefines poverty as a problem that comes from
flaws in an overall economy. It is not a problem of individuals, but of the
context in which these individuals operate. If the context does not change,
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then it is unlikely that traditional public policies or economic growth alone
can make measurable advances in the fight against poverty. This book ex-
poses this stark reality and points the way to a new policy direction.

Guillermo Calvo
Chief Economist
Inter-American Development Bank
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CHAPTER ONE

Going beyond Income:
Redefining Poverty in Latin America

Orazio Attanasio and Miguel Szekely1

Poverty reduction remains one of the main challenges for Latin America at
the dawn of the 21st century. Most countries in the region are classified as
middle income by international standards, and yet they register poverty rates
well above what would be expected given their GDP per capita. The reason
for this "excess poverty" lies in the high level of inequality in the distribution
of resources. Income inequality has not declined during the 1990s in any of
the countries in Latin America for which comparable data for more than
two points in time are available.2 Combined with the meager growth of most
of these countries, this accounts for why poverty has remained at such high
levels in the region.

Traditionally, governments have addressed this problem by implement-
ing poverty alleviation programs that involve social safety nets designed to
provide temporary relief for the poor. However, these programs do not at-
tack the causes of poverty. Moreover, the traditional approach has almost
always neglected general equilibrium effects that can change, sometimes in
pernicious ways, interactions among individual households and social net-
works. Some Latin American countries have pioneered poverty programs
with additional investment components for human capital through educa-
tion and health.3 However, more often than not, such programs provide only
short-term relief because they have not been adequately institutionalized to
last over the long term.

1 Orazio Attanasio is a Professor of Economics at University College in London and an associ
ate of the Institute of Fiscal Studies and the National Bureau of Economic Research. Miguel
Szekely is an economist with the IDB Research Department.
2 See Szekely and Hilgert (1999).
3 A recent example is the Progresa program in Mexico, which combines cash transfers with
support for keeping children in school and investing in health and nutrition.
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2 REDEFINING POVERTY IN LATIN AMERICA

Implementation of these policies has been influenced by the econom-
ics literature on poverty, which has emphasized that the main policy prob-
lem is to effectively target resources to the poor.4 Although this kind of policy
response is adequate and necessary in periods of economic crisis and nega-
tive shocks, it entails a rather reductionist approach to the problem because
it often restricts policies to providing only temporary support. Poverty in
Latin America and beyond, however, is most often a structural problem
caused by the way the whole economic system operates. Therefore, it can
only be tackled effectively with policies that modify the economic environ-
ment in ways that allow all people in society to take advantage of available
opportunities.5 The first step toward developing such policies is to focus on
the mechanisms that generate inequality and poverty, and construct an ana-
lytical framework that identifies the structural mechanisms at play.

The main argument that underlies this book is that poverty in Latin
America—or at least the "excess poverty" given the region's income levels—
is a problem caused mainly by high levels of inequality. This chapter will
document that income inequality in the region is, to a large extent, a reflec-
tion of very skewed distribution of income-earning assets, the most impor-
tant being human capital.6 To understand what causes income inequality, it
is first necessary to determine why the distribution of income-generating
assets is so unequal. But if one takes an asset-based approach to poverty, the
central question becomes: Why are some people able to accumulate the most
productive assets, while others are prevented from doing so? Is it that there
are market imperfections, or does the pattern reflect rational decisions that
take into account expected returns on a given asset and alternative opportu-
nities? If the evidence were to point to the existence of market imperfec-
tions, then poverty reduction policies could be reoriented to trying to
eliminate those problems.

4 See the review in Szekely (1998).
5 This argument is developed in detail in IDE (1998).
6 This is not to say that inequality in returns (to human capital and other assets) does not play
an important role. Indeed, the increase in inequality observed in the last 15 years is largely a
reflection of changes in the return to human capital and its variance. Here, however, we focus
on the issue of inequality in the stocks and its causes.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 3

An Asset-Based Approach to Poverty: A Simple Framework for Analysis

Poverty is normally measured using income as the welfare indicator, mainly
for two reasons. The first is that income provides some indication of a person's
capability to achieve a certain standard of living. The second is that infor-
mation is more readily available on income than it is for other variables. In
fact, among the possible options, income is not necessarily the best alterna-
tive, but it has been widely used to measure poverty, mainly because of its
availability.7

Public policies aimed at reducing poverty have concentrated on in-
creasing incomes through a variety of instruments, or even "subsidizing"
incomes directly through cash transfers. Some poverty alleviation programs
have included other mechanisms, such as directly providing the poor with a
range of services, under the assumption that, if the problem is lack of in-
come, the solution is to provide income or transfers in kind.

Although this standard approach might be adequate in certain cir-
cumstances, such as periods of economic stagnation, natural disasters or
unexpected negative income shocks, it does not solve the basic problem be-
cause it is focused on the "consequences" of poverty rather than on its causes.
The standard approach is better framed in terms of providing insurance
against some types of shocks, and as such it is subject to a variety of prob-
lems, ranging from moral hazard to the crowding out of private insurance
schemes. Moreover, these types of schemes provide benefits for rather short
periods of time, and when they are discontinued they leave the poor in the
same (or a very similar) position as when they started. On the other hand,
there are situations when providing insurance against certain types of shocks
interacts in a virtuous way with the incentives to accumulate human capital.
It has been argued, for instance, that temporary income shocks can induce
poor households to withdraw children from school, therefore permanently
hampering the accumulation of human capital. The rest of this section
sketches a simple tramework for analyzing the poverty problem from a wider
perspective.

7 The vast majority of the 111 works on poverty measurement in Latin America reviewed by
Londono and Szekely (1997) used income as the welfare indicator.
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4 REDEFINING POVERTY IN LATIN AMERICA

Going beyond Income

In general terms, income is a function of the combination of four crucial
elements: (i) the stock of income-earning assets owned by each individual;
(ii) the rate at which these assets are used for producing income; (iii) the
market value of income-earning assets; and (iv) transfers and bequests in-
dependent of the income-earning assets owned. Thus, family per capita in-
come—which is the welfare indicator traditionally used in Latin America to
classify the population into poor and non-poor—can be expressed in gen-
eral terms as:

where y is the household per capita income of individual /', A is a variable
representing the stock of asset type a, owned by individual /, R is a variable
representing the rate at which asset type a is used by individual i, and P is
the market value per unit of asset type a. The variable; represents the num-
ber of income-earners in the household to which individual i belongs, / is
the number of different types of assets, and k is the number of individuals in
the household obtaining income from transfers or bequests, while n is the
size of the household to which i belongs.

Equation (1) should then be complemented with equations describ-
ing the accumulation of each asset. The process of accumulation, obviously,
would be asset-specific. For instance, in the case of human capital, it would
depend on the rate of utilization of that asset (if a child goes to work, he or
she will not be able to go to school). Furthermore, it might depend on the
availability of other assets. For instance, the parent's human capital or access
to "social capital" in the form of credit or other help from the community
might facilitate the process of accumulation of the child's human capital.
Finally, accumulation might depend on the shocks households receive and
how these may be alleviated by contingent transfers T. For instance, certain
types of temporary shocks could induce very poor households to withdraw
their children from school to provide additional income. Transfers targeted
at counteracting these types of shocks could be particularly useful. How-
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 5

ever, publicly provided insurance could induce moral hazard and could also
crowd out private transfers and affect the interaction among households.8

Traditional poverty alleviation programs have been aimed at T., in a
way that is typically independent from the individual's capacity to obtain
income (and on the possible effects of such transfer] on A, R or P). On the
other hand, policies aimed at affecting A, R or P will have much deeper and
permanent effects on poverty because they address the long-term income-
earning capacity of individuals. Each of these elements will now be defined
in more detail.

To simplify the framework and make the analysis tractable from an
empirical point of view, A is classified into three types of assets: human capital,
physical capital, and social capital. Under human capital is included the set
of skills that are needed to produce a good or service. The most widely used
proxy for quantifying these skills is years of formal education. Other types
of skills acquired through training are more difficult to measure, and in-
formation on labor market experience is also seldom available. Therefore
the definition of human capital is limited to years of schooling.

"Physical" capital refers to the monetary value of any form of financial
asset, money holdings, property, and capital stock used for production. This
type of capital can play different roles, in that it can be used to buffer tem-
porary shocks or produce income, and it can be accumulated for long-term
objectives such as financing consumption after retirement.

Regarding social capital, a conventional definition by Robert Putnam
(1993) is adopted that refers to the set of norms and social networks that
facilitate collective action among individuals. Unlike other forms of capital,
social capital inheres in the structure of relations between persons and among
persons, so it is the most difficult to quantify.9 Moreover, this type of capital
is different from the others, as its accumulation does not depend directly on
individual decisions.

8 See Attanasio and Rios-Rull (2001).
9 See Coleman (1990). Among the three assets defined here, social capital is by far the most
controversial in terms of definition. Following the case study for Bolivia included in this book,
the definition is derived from Putnam (1993): "Social capital refers to features of social orga-
nization, such as trust, norms and networks that can improve the efficiency of society by
facilitating coordinated actions."
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6 REDEFINING POVERTY IN LATIN AMERICA

Ownership or access to any of these assets implies that an individual
has the potential capacity to generate income at some point in time, but the
income that is actually generated depends on the use of the asset. For in-
stance, in the case of human capital, the years of schooling of an individual
will only be translated into income if there is labor market participation
[that is, R>0 in equation (1) ]. Physical capital becomes an income when the
dividend or return generated by the stock is made liquid, while social capital
has a positive effect on y{ when social relations are used to actually generate
income.

On the other hand, the market price of each income-earning asset [P
in equation (1)] operates somewhat independently from individuals them-
selves because it is determined by supply, demand and institutional factors,
in which the relative weight of each individual is negligible. Prices are there-
fore set by the economic system, and they become relevant to the individual
in the process of deciding whether to seek income and accumulate a certain
type of capital.10 However, in the design of policies that might have large
effects on the accumulation of certain types of capital, the general equilib-
rium on its return should also be taken into account.

According to the definition used here, T refers to the market value of
public and private transfers and bequests.

Scope for Policy Action

As already mentioned, most poverty alleviation policies are aimed at the T.
component of equation (1). But interventions through T. may have an effect
on incomes that is not totally independent of A and R, for several reasons.
First, government transfers that target the poor may take A into account for
defining its population of beneficiaries. Second, certain types of policies may
result in increases in A when they are directly aimed at enhancing human
capital or providing credit for production. Additionally, they may provide
incentives for affecting R by requiring that individuals use the income-earn-
ing assets they own for receiving a benefit. But T can also have negative

10 Birdsall, Pinckney and Sabot (1999) develop a model in line with this argument, where they
sort out the interaction between returns to labor, the incentives to the use of human capital,
and income distribution.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 7

effects, either directly, by altering the incentive structure faced by individual
households, or indirectly through general equilibrium effects. If the transfer
program is large enough, general equilibrium effects can also affect the prices
and returns of various programs.11

Unfortunately, these last considerations are often ignored in the de-
sign of actual transfer programs. And even when the potentially beneficial
effects of these policies on A and R constitute the stated aim of the program,
if the program itself is temporary in nature it would not be suitable for it to
have an impact on long-run decisions. As a consequence, these programs
rarely result in a substantial improvement in people's long-term income-
earning capacity. That is, the programs are not able to eliminate the restric-
tions that prevent the poor from accumulating A.

A good example is the case of poverty alleviation policies with a hu-
man capital component that transfers income through scholarships. The
logic under which most of these programs operate is that children in poor
families are not able to accumulate human capital because the family does
not have the money to send children to school. Costs range from transpor-
tation and materials to the income foregone by the family because the child
does not participate in the labor market. So, if the family is provided with an
income subsidy in monetary terms or in kind, it will be able to finance these
costs and keep the child in school.

The above approach would be a sufficient solution if the transfer of
resources was permanent, if the family could rely on it with certainty through
the child's full process of human capital accumulation, and if low income
was the only restriction that households face. But in practice, such programs
are neither permanent nor fully reliable in the long run, and most impor-
tantly, they usually do not address the main constraints that prevent an (ef-
ficient) accumulation of human capital. These may include the absence of
efficient credit or insurance markets that allow people to diversify idiosyn-
cratic risk, and force the household to adopt relatively unproductive invest-

1 ' For instance, Heckman, Lochner and Taber (1998) consider a dynamic general equilibrium
model in which optimal human capital accumulation decisions are affected by factor prices

and, in turn, aggregate supply effects affect factor prices. Cameron and Heckman (1998) esti-
mate a model of schooling decisions for males in the United States.
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8 REDEFINING POVERTY IN LATIN AMERICA

ment strategies.12 It is therefore crucial when designing a transfer scheme
with a particular goal—for instance, to improve school enrollment of a cer-
tain age group—to understand the main structural reasons why such a goal
is not achieved by households in the first place.

Credit programs constitute another example of programs that may have
only temporary effects for the poor. One can readily imagine how providing
credit through a poverty alleviation program would lead to an increase in
consumption rather than productive investment, which was the original tar-
get. This would occur, for instance, if, in addition to credit problems, the poor
were subject to an income constraint (because their incomes are lower than
what is required to satisfy the family's basic needs) and to severe and uninsur-
able uncertainty. People living close to subsistence level have a very high mar-
ginal utility of current consumption, while the return on potentially productive
investments can be very uncertain. The program could be effective if it ad-
dressed the main reason for the lack of insurance markets and credit, the pres-
ence of asymmetric information and induced moral hazard.13

These examples should make clear the usefulness of framing the prob-
lem of intervention for poverty reduction in terms of equation (1). Within
this framework, one may think of several ways in which policy action could
increase the incomes of the poor. First, policies may be aimed at increasing
Ti through some type of income transfer. As stressed above, these solutions
are unlikely to be beneficial in the long run. Moreover, one should consider
carefully the effects (beneficial or otherwise) that they might have on the
other variables in the equation. Second, policies could be aimed at generat-
ing a price structure that produces higher rewards for the assets typically
owned by the poor. This is obviously a very unrealistic target, especially if
one operates in an open economy. Third, policies may provide incentives

12 This argument has been made several times in development economics in relation to the
diversification of rural investment. It has been argued that in many underdeveloped coun-
tries, rural households plant relatively inefficient crops because of the lack of insurance mecha-
nisms. A similar argument may hold for investment in human capital, even though it is a long-
run investment.

Another common restriction that interacts with liquidity constraints and risk is the indi-
visibility of investment. Galor and Zeira (1993) argue that some investments (including hu-
man capital) require a minimum amount of resources to make them worthwhile. If such re-
sources are unavailable and individuals face credit constraints, they might rationally choose
not to make the investment at all and use the available resources for less productive ventures.
13 This is the idea behind the popular Grameen banks.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 9

for modifying the rate at which the existing assets are used for generating
income. Again, the design of these types of policies requires a complete un-
derstanding of the incentives and mechanisms at play in the process of asset
accumulation and utilization. Fourth, policies maybe focused on increasing
the capital stock. Fifth, if the restrictions that the poor face in accumulating
income-earning assets were identified, policies could be aimed at eliminat-
ing or easing the constraints.

The main issue to stress here is that any of the first four alternatives
will only be able to improve the standard of living of the poor to a limited
extent if the restrictions on accumulation remain unaltered. If the restric-
tions remain unchanged, any action through the first four options will in
some sense imply "swimming against the tide," because the economic con-
text will continue to impose restrictions on enhancing the long-term in-
come-earning capacity of the poor. On the other hand, if policies were to
focus on eliminating those restrictions, they would have a more permanent
effect, and in fact, any of the other four options considered above would
perhaps be redundant. This strategy, however, imposes the greatest chal-
lenge because it implies changes to the whole economic system. But pre-
cisely because of its broad effects, it is the only real option for tackling the
causes of poverty and providing some solutions to the problem.

The ultimate objective of each of the six country studies included in
this book is to provide empirical evidence on the link between assets and
poverty and, whenever possible, to identify the restrictions faced by the poor
in accumulating income-earning assets. Rather than exhausting this topic,
the present aim is to take some steps toward showing its potential as an
alternative policy approach to poverty reduction and analysis.14 But even
before illustrating this argument empirically, it is necessary to clarify the
magnitude of poverty in Latin America.

Magnitude of the Problem: Poverty in Latin America in the 1990s

Poverty reduction remains one of the greatest challenges facing Latin America
today. Based on the 18 countries included in this analysis, which include

14 For the link between asset distribution and other development indicators such as the rate of
economic growth, see Birdsall and Londono (1997).
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10 REDEFINING POVERTY IN LATIN AMERICA

around 93 percent of the total population of the region, the average poverty
rate is 40 percent.15 In terms of absolute numbers of poor, around 180 mil-
lion Latin Americans in 1996 lived below the $2 per day poverty line.16

The estimates presented here are believed to be the first covering all 18
countries and going beyond 1995. The estimates are produced by following
the methodology of Londono and Szekely (1997), henceforth LS, which is
adequate for international comparisons.17 The method consists of scaling
up household per capita incomes in the surveys to match 1985 private con-
sumption per capita from the National Accounts, adjusted for purchasing
power parity (PPP) and using a poverty line of two 1985 PPP-adjusted dol-
lars-per-day per person to classify the population into poor and non-poor.18

It must be stressed that calculating poverty in this way normally yields esti-
mates below calculations made with local poverty lines.19 The value of the
poverty indexes obtained is more useful for ranking countries in interna-
tional comparisons rather than for obtaining the best poverty estimate for
each individual country. It should also be mentioned that since this chapter
is based on micro data in all 18 countries, the estimates have a high degree

15 The data are representative at the national level for all countries except Argentina and Uru-
guay, where the household surveys covered only urban areas but still include around 85 per-
cent and 91 percent of the population, respectively. As for the timing of the surveys, one (for
Nicaragua) refers to 1993, four to 1995 (Ecuador, El Salvador, Paraguay, and Uruguay), seven
to 1996 (Argentina, Bolivia, Brazil, Chile, Dominican Republic, Jamaica, and Mexico), five to
1997 (Costa Rica, Colombia, Panama, Peru, and Venezuela) and one to 1998 (Honduras). The
working paper version of this chapter provides more information on each of the surveys used.
It can be accessed at http://www.iadb.org/RES/publications_list.cfm?CODE-R-376. Some of these
surveys were obtained through MECOVI, a program sponsored by the World Bank, the IDE,
and ECLAC to collect and organize the existing household surveys in Latin America and to
promote the implementation of new ones. The rest of the surveys were obtained directly from
country statistical offices.
16 Note that the absolute number of poor obtained by following the method used by Londono
and Szekely (1997) is a point estimate specific to this methodology. Szekely et al. (1999), for
instance, show that with the application of other methods for computing poverty, the number
of poor in the region can range between 50 and 280 million. The Londono and Szekely method
is followed for the present results because it appears to be the best option for international
comparisons. In any case, the conclusion that poverty in Latin America is extremely high by

international standards holds with any of the methodological options considered in Szekely et
al. (2000).
17 Londono and Szekely (1997) documented changes in poverty and inequality in Latin America
and the Caribbean for 1970-95. They considered information for 13 countries, covering around
83 percent of the population in the region. Apart from having wider coverage of the region's
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 11

of comparability. However, due to differences in survey characteristics,
samples, questionnaires and so on, full comparability across countries is not
guaranteed.

Figure 1.1 shows that poverty rates range from more than 70 percent
in Nicaragua, El Salvador and Bolivia to less than 20 percent in Argentina,
Chile and Venezuela. Argentina and Uruguay have some of the lowest pro-
portions of poor, but it should be remembered that these two countries do
not include observations for rural areas, so there is an underestimation of
poverty as compared with other national samples. Paraguay and Honduras
are also among the poorest countries, with more than 60 percent of the total
population below the PPP-adjusted poverty line of $2 per day. After Hon-
duras, there is a group of three countries (Brazil, Panama and Ecuador), all
with poverty rates between 40 percent and 50 percent. Some of the coun-
tries included in this group, especially Brazil and Panama, have GDP per
capita above the Latin American average, which in international compari-
sons classifies them as middle-income countries. Therefore, it is rather sur-
prising that they have such high poverty rates. A similar argument applies to
Colombia, Mexico, and Jamaica, which have poverty rates between 22 per-
cent and 30 percent. These rates are high considering that these upper-
middle-income countries have some of the highest GDP per capita in the
region. The reason for the mismatch between poverty and average income is

population, there are other differences between this study and LS. The first is that seven addi
tional countries are included; the second is that information on the Bahamas and Guatemala
(included in LS), is not included in this chapter. Third, more recent household survey data ar
used for the countries that are included in both studies.
18 The PPP adjustment is made for two reasons. The first is to express the incomes of all
countries in the same units in order to apply the same poverty line. Secondly, and more im-
portantly, there are differences between surveys as to the degree of under-reporting of in-
comes. Private consumption in the National Accounts is a good proxy of the resources avail-
able to households for purchasing goods and services, so by scaling incomes up to this aggre-
gate it is possible to obtain a more comparable series across countries than would be possible
with the raw data. This methodology implicitly assumes that under-reporting is proportional
to current income and that the factor of proportionality is the same across the distribution of
income. If rich households under-report a larger portion of their income, the method will
underestimate poverty.
19 Since PPP private consumption per capita for 1996 and 1997 was only available in a pre-
liminary form for Latin America, the poverty estimates for the countries with household sur-
veys for these years or 1998 should be taken as preliminary. They are subject to change if th
aggregates in the National Accounts are modified with more recent data.
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12 REDEFINING POVERTY IN LATIN AMERICA

Figure 1.1. Poverty in Latin America, mid-1990s

that all these countries have very high inequality levels. Following these coun-
tries, a group comprised of Uruguay, Venezuela, Chile, and Argentina has
rates between 15.8 percent and 20 percent, which are still rather high for
their GDP per capita.

Poverty, Inequality and Income-Earning Assets

One simple way to explicitly link poverty, inequality and assets is to perform
the decomposition of poverty indexes suggested by Szekely (1998, Chapter
4). This splits poverty into three components when the population is di-
vided into subgroups according to certain criteria: an "income" component,
a "between-group" inequality element, and a "within-group" inequality term.
Following this methodology, after classifying the population into subgroups
according to a characteristic of the population for which household surveys
provide information, poverty indexes from the family of additively decom-
posable indexes (such as the head count ratio used in Figure 1.1) can be
expressed as:
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 13

where S is a decomposable poverty index, 5;j is the between-group compo-
nent, Sw is the within-group term and 5^ is the income component. 5^/5
measures the proportion of poverty due to lack of resources to satisfy each
individual's basic needs; it is the poverty that would remain even if income
were distributed equally among the population. If average income is greater
than the poverty line, the value of this component equals zero. 5v/5 is the
proportion of poverty associated with the inequality within each subgroup
and is regarded as the proportion of poverty "not explained" by the charac-
teristic chosen to classify the population. It is the poverty that would remain
if mean income were above the poverty line and there were no differences
among the average incomes of the subgroups. Finally, SB simulates the pov-
erty that would remain if there were no differences within groups and aver-
age income was above the poverty line. The statistic 5/5 is the proportion of
poverty associated with between-group inequalities and can be regarded as
the proportion of poverty "explained" by the characteristic chosen to clas-
sify the population into subgroups. If there are no differences between groups,
this statistic equals zero. 5/5+ 5u/5 is therefore the proportion of poverty
due to inequality.

All the countries in Figure 1.1 have average private consumption per
capita (which has been used as a welfare indicator to measure poverty) above
the poverty line of $2 a day. Therefore, 5/5=0, which implies that poverty in
Latin America is not a matter of lack of resources. If income were perfectly
equally distributed among the population there would actually be no pov-
erty.20 Poverty is therefore accounted for by inequality in the distribution of
resources.

Table 1.1 presents the value of the 5B/5 statistic obtained by dividing
the population according to a range of population characteristics. As men-
tioned above, this statistic shows how much poverty is associated with the
inequality between groups. The poverty not accounted for by this statistic, is
therefore attributable to within-group differences. For most of the 18 coun-
tries surveyed, there is information on every person's sector of activity, oc-

20 Note that the decomposition relies on a static simulation that does not account for the
possibility that if income were perfectly distributed, average income would perhaps be lower
or higher.
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14 REDEFINING POVERTY IN LATIN AMERICA

Table 1.1. Poverty Due to Between-Group Inequalities
(Percent of total poverty)

Inequality between

Country

Argentina

Bolivia

Brazil

Chile

Colombia

Costa Rica

Dom. Rep.

Ecuador

El Salvador

Honduras

Jamaica

Mexico

Nicaragua

Panama

Paraguay

Peru

Uruguay

Venezuela

Average

Sectors

of activity

10.4

4.8

10.5

17.9

12.9

13.5

5.0

5.9

12.0

14.7

25.7

5.2

13.9

13.3

6.7

9.1

11.3

Age Male-Female Education Rural/

Occupations groups headed hh's level Urban

19.9

21.3

24.8

45.7

22.9

26.1

14.3

10.4

16.5

26.8

40.3

1.2

14.7

18.4

20.6

19.6

21.4

21.5

4.0

0.2

2.2

1.7

0.9

3.0

1.4

1.2

0.1

3.0

7.1

3.2

0.6

0.7

4.0

0.2

2.1

0.6

2.0

0.0

0.1

0.4

0.2

0.0

0.4

0.8

0.1

0.3

0.0

2.9

1.1

0.1

0.2

0.3

0.9

0.5

0.3

0.5

34.4

35.8

32.4

47.8

33.3

35.3

16.8

17.6

26.2

34.5

15.8

46.9

15.6

21.4

26.3

32.4

18.8

23.5

28.6

13.0

9.7

13.5

15.7

13.5

8.4

7.8

4.1

17.0

7.2

30.2

3.0

7.9

13.0

19.6

12.2

Source: Authors' calculations based on household survey data,
poverty and the poverty line is the same as in Figure 1.1.

The methodology used for estimating

cupation, age, sex, education level, and rural/urban location. Each of these
characteristics is used to classify the population into subgroups by taking
the characteristics of the household head as a reference and performing the
decomposition in equation (2), using the same methodology as in Figure
1.1 to estimate poverty.

With respect to the age of the household head, life-cycle theories sug-
gest that the income profile of individuals is hump-shaped. Thus, house-
holds headed by relatively old individuals would normally be poorer because
earnings decline with age due to productivity reductions, and also because
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 15

pensions and transfers for retirement tend to be of limited value. Similarly,
households headed by relatively young individuals also are expected to earn
low incomes because of low labor market experience and relatively large
family size. Therefore, in relatively young or aging economies, poverty would
normally be expected to be associated with age differences, while in coun-
tries in the middle stages of the demographic transition these disparities
would be less important. Table 1.1 shows that on average, 2 percent of the
total poverty in the region can in fact be attributed to age differences, a fig-
ure that is quite low. In line with the theoretical argument, the countries
that are most advanced (Argentina and Uruguay) and at the initial stages of
the demographic transition (Honduras and Paraguay) have relatively higher
SB/S statistics for this characteristic. Age differences are apparently not an
important source of poverty in Latin America because most of the countries
in the region are entering the middle stages of the transition, when most of
the population is of working age.

It is usually believed that poverty is also strongly associated with gen-
der differences. This is because there is a growing proportion of households
headed by single females. Women generally receive lower remuneration for
performing the same tasks as men due to discrimination, and also because
households tend to invest less in women, thus hindering their income-earn-
ing capacity. However, the results in Table 1.1 indicate that only a very small
portion of total poverty in the region is associated with gender differences
(on average, .5 percent). Rather than providing conclusive evidence against
the argument that female heads of household are disadvantaged, the result
shows that the number of female-headed households is still small in the
region. These households are typically underrepresented in household sur-
veys because the head is self-reported, and because they are in fact highly
vulnerable and tend to merge into other households, forming extended units.
Only the female-headed households headed by relatively educated women
at the upper spectrum of the distribution actually survive as such, and they
appear in the data as independent units.

One of the most common explanations for poverty in developing coun-
tries is the presence of an urban bias through an unfavorable allocation of
public goods and the presence of adverse terms of trade. According to the
evidence in Table 1.1, rural/urban differences account on average for around
12.2 percent of the poverty in the region, but they are associated with around
30 percent and 20 percent in Mexico and Peru, respectively. Thus, particu-
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16 REDEFINING POVERTY IN LATIN AMERICA

larly in these countries, the geographic location among urban and rural ar-
eas is an important determinant of poverty.

Another common argument is that poverty is determined by the sec-
tor of activity in which the poor work, and thus by the structure of the
economy. The poor tend to have access to sectors with lower productivity,
and as argued above, they may also choose less profitable but also less risky
activities in certain sectors. On average, 11.3 percent of the total poverty in
the region is actually accounted for by differences among sectors. As com-
pared with rural/urban differences, the disparities between sectors are less
important.

Occupational disparities are also usually regarded as being important
determinants of poverty because people's income-earning possibilities are
strongly related to the ownership of human and physical capital assets, which
determine the chances of overcoming the barriers to entry into certain oc-
cupations. Occupational indicators provide some information on the access
to human, physical and social capital that is required to be able to perform
certain activities. Among the characteristics for which information is avail-
able, occupation is actually the second most important in terms of poverty.
Table 1.1 shows that 21.5 percent of the poverty in the region is associated
with differences across occupational groups. However, there are cases such
as Mexico and Chile, where these inequalities account for more than 40 per-
cent of total poverty. Due to the connection between asset ownership and
occupation, the result is suggestive of the link between the distribution of
assets and poverty.

With regard to educational differences, the poor are rarely able to fi-
nance the private costs of schooling, even when there is public free access to
these services. In countries where formal education and skills are concen-
trated, unskilled labor is relatively more abundant and poorly paid, while
skilled labor is scarce and highly rewarded. The price structure reflects the
interaction between an unequal distribution of these assets and the demand
for skills. Table 1.1 confirms that quite a significant proportion of poverty in
Latin America is associated precisely with income differences across educa-
tion groups. On average, 28.6 percent of total poverty would be eliminated
if there were no disparities between education groups. In Mexico, Hondu-
ras, Costa Rica, Chile, Bolivia and Argentina, more than one-third of the
overall poverty rate is accounted for by educational differences. Thus, hav-
ing more or less skills is a stronger determinant of poverty than being lo-
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 17

cated in rural areas, being employed in relatively unproductive sectors of
activity, belonging to female-headed households, or living in households
with relatively young or old heads. The results illustrate that there is a pow-
erful link between poverty and the distribution of human capital.

Poverty and Assets

The results discussed above indicate that the "excess poverty" in many Latin
American countries (given their average per capita income) can be explained
by high levels of inequality. This is in turn likely to be linked to high levels of
inequality in income-generating assets, and in particular human capital. This
section takes a closer look at the number of years of formal schooling, which
is one of the main components of human capital and is probably the most
important income-earning asset. Specifically, within the context of equa-
tion (1) the distribution of the stock is examined, as well as its use by differ-
ent sectors of the population and the prices paid for it in the market. Second,
and more importantly, the argument about the connection between poverty
and the restrictions on accumulating assets is illustrated by examining the
process of human capital accumulation and by providing some evidence on
what constraints the poor face in acquiring it. Among the three income-
earning assets considered in this book, human capital is chosen because it is
the asset for which high-quality information is available.

Distribution, Use and Remuneration of Human Capital

It is not surprising that the poor typically have low schooling levels. The
household survey data documents this for the 18 Latin American countries
in the sample. Figure 1.2 presents the results by ordering countries accord-
ing to their GDP per capita level.21 The figure includes the average years of
schooling of all adults between 25 and 65 years of age in three different
quintiles. Clearly, adults at the lower end of the income distribution have
acquired much less human capital than individuals in the same age-range in
the upper quintiles.

21 This and the following figures order countries from low to high PPP-adjusted GDP per
capita.

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



18 REDEFINING POVERTY IN LATIN AMERICA

Figure 1.2. Years of Schooling of Adults, 25-65, by Quintile

On average, adults in the first quintile have 4.4 years of schooling. Thos
in the middle quintile have 6.6 years, while those located in the richest quintile
have 10.5 years. The average difference between the poorest and richest 20
percent is 6.1 years, but there is a wide variety across countries. While in
Venezuela the difference is around four years, in Brazil, Colombia, El Salva-
dor, Panama, Mexico and Bolivia, the gap is of more than seven years. Since
education is one of the main determinants of income, it is clear that in-
come-earning capacity in terms of human capital is very poorly distributed
in the region. Even the differences between the poorest 20 percent and the
third quintile are quite high (they range from 1.6 years in Uruguay to 3.4
years in Peru). So, in terms of equation (1), the figure provides evidence on
the highly skewed distribution of one of the elements in A.

Human capital is very unequally distributed among males, but there is
no evidence that there are differences in the rate at which this asset is used to
produce income. In fact, labor force participation rates for all countries and
education groups are very close to 90 percent. However, the story for fe-
males is totally different. Figure 1.3 presents female labor force participa-
tion rates for the 25-65 age range. The data clearly show that there are very
large differences across education groups. On average, the participation rate
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Figure 1.3. Female Formal Participation Rates
by Schooling Level
(In percent)

for females with incomplete primary schooling is 39 percent, while the rates
for those with secondary and higher education are 61.8 percent and 77.4
percent, respectively. The differences in participation rates between the high-
est and lowest education levels seem to increase with GDP per capita and
are greatest in Chile, Panama, Costa Rica, Ecuador, Venezuela and Colom-
bia, where there is a gap of more than 45 percentage points.

Thus, in the case of females, a low level of human capital is clearly
associated with a low rate of use. In terms of equation (1), this illustrates
that A and R can be closely linked. It is important to stress that this evidence
does not imply that women belonging to poorer sectors of the population
work less. The information only means that a much smaller proportion of
women with little education, and who typically belong to the lower spec-
trum of income distribution, is remunerated for their labor in the market.
In fact, women with few years of education may devote more hours to work,
but few of those hours relate to work for which retribution in monetary
terms is received.

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



20 REDEFINING POVERTY IN LATIN AMERICA

Figure 1.4. Female Formal Participation Rates
by Schooling Level

(In percent)

The comparison becomes even more dramatic when comparing fe-
male labor force participation in the formal sector. Figure 1.4 reveals that
the differences across education groups are even greater in this case. The
average formal participation rate among females with incomplete primary
education is 5.6 percent, while the average among the highly educated is 52
percent. So, the differences in use arise not only because females with lower
income-earning capacity use their human capital at a lower rate, but also
because those who participate in the labor market do so in jobs that typi-
cally have less stability, fewer benefits, and are of lower quality.

Obviously, the link between the distribution of schooling and labor
force participation is the return to the use of human capital. Females with
low education levels choose not to participate in the labor market because
the incentives to participate might not be enough in comparison with home
production. However, for females with higher education levels, the rewards
that the market offers are attractive enough to induce a higher proportion
of them to use this asset.

Table 1.2 provides some evidence on the returns to education in Latin
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Table 1.2. Returns to Education in Latin America during the 1990s

Coefficients from OLS regression

Country

Argentina*
Bolivia*

Brazil

Chile

Colombia
Costa Rica

Dom. Rep.

Ecuador
El Salvador
Honduras

Mexico

Nicaragua
Panama

Paraguay
Peru

Uruguay*

Venezuela

Average LAC

Year

1996

1990

1991

1993

1995

1992

1993

1995

1996

1990

1992

1994

1996

1997

1989

1991

1993

1995

1996

1995

1995

1992

1996

1998

1989

1992

1994

1996

1993

1991

1995

1997

1995

1991

1994

1997

1989

1992

1995

1995

1997

1997

Primary

incomplete

0.12

-0.14
-0.14
0.09

0.06

0.12

0.10

0.45

0.41

0.19

0.20

0.27

0.19

0.19

0.22

0.11

0.30

0.21

0.30

0.23

0.26

0.15

0.24

0.17

0.33

0.43

0.24

0.09

0.40

-0.07
0.06

-0.03
0.32

0.00

0.03

0.22

0.03

0.27

0.18

0.35

0.27

0.18

Primary

complete

0.21

-0.06
-0.06
0.17

0.16

0.26

0.24

0.82

0.76

0.36

0.33

0.44

0.38

0.55

0.42

0.27

0.43

0.37

0.49

0.49

0.49

0.38

0.54

0.40

0.68

0.82

0.52

0.40

0.55

0.04

0.14

-0.06
0.71

-0.02
0.08

0.29

0.12

0.51

0.36

0.55

0.43

0.37

Secondary

incomplete

0.34

0.11

0.11

0.36

0.25

0.47

0.47

1.17

1.13

0.66

0.61

0.67

0.67

0.82

0.70

0.53

0.65

0.57

0.63

0.90

0.73

0.71

0.70

0.59

1.05

1.27

0.88

0.93

0.71

0.22

0.33

0.00

1.07

0.08

0.27

0.50

0.27

0.81

0.73

0.73

0.58

0.61

Secondary

complete

0.60

0.21

0.21

0.66

0.56

0.84

0.82

1.72

1.65

0.97

1.02

1.11

1.08

1.28

1.04

0.84

0.88

0.84

0.75

1.26

1.17

1.11

1.23

1.79

1.47

1.72

1.39

1.65

0.99

0.47

0.56

0.23

1.63

0.12

0.34

0.56

0.32

0.99

0.93

0.98

0.88

0.95

Higher

education

1.03

0.49

0.49

1.11

1.13

1.54

1.50

2.50

2.39

1.72

1.83

1.87

1.92

2.10

1.51

1.47

1.55

1.44

1.39

1.64

1.77

1.82

1.90

1.92

1.90

2.37

2.05

2.43

1.47

0.96

1.09

0.96

2.26

0.31

0.73

1.09

0.52

1.47

1.46

1.44

1.59

1.52

Source: Authors' calculations based on household survey data.
*Surveys with urban coverage. C
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22 REDEFINING POVERTY IN LATIN AMERICA

America [this is the P component of equation (1)]. The table shows the
coefficients of a standard OLS Mincer regression where the dependent vari-
able is the log hourly wage of each individual, while the independent vari-
ables are experience (proxied by age six minus years of schooling), experience
squared, and a vector of dummies representing five different education lev-
els.22 The returns to education are determined by a variety of factors and are
less subject to individual preferences and decisions.

Not surprisingly, Table 1.2 shows that the returns to education increase
considerably by level. This suggests that the poor not only have low incomes
because of their few years of education, but also because their schooling is
rewarded less in the market. The rich receive a larger income not only for
having greater stocks of human capital but also because they own the types
of education that are valued most.

Table 1.2 shows that having incomplete primary schooling implies, on
average, an income 18 percent higher than that for people with no school-
ing. Complete primary education yields a return of 37 percent, while in-
complete and complete secondary education have returns of 61 percent and
95 percent, respectively. The greatest returns are observed for higher educa-
tion, with 152 percent on average. The largest differences in returns between
the lowest and highest schooling levels are observed in Brazil, Chile, Colom-
bia and Mexico.

This evidence illustrates the circularity between asset ownership, use,
and return. The poor have the smallest stocks of human capital. They re-
ceive the lowest rewards not only for having a small stock but also because
the returns are non-linear and increase with the size of the stock. Finally,
due to the low returns, the poor (and specifically women) end up using the
asset at a lower rate.

Interestingly, this circularity is reinforced when individuals join to-
gether into families. Table 1.3 plots the correlation between the years of edu-
cation of the household head (who typically is male) and his (her) spouse.
As can be seen, the correlation is positive and high. It ranges from .39 in the
case of Venezuela to .96 in Argentina. Thus, individuals with low human

22 The regression is estimated for all adults in the 25-65 age range and does not correct for
sample selection biases due to participation. However, the conclusions about the changes in
the returns to education and the differences between low and high schooling levels do not
change substantially when corrections to the bias are attempted.
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Table 1.3. Correlation Coefficients

Country

Argentina

Bolivia

Brazil

Chile

Colombia

Costa Rica

Dom. Rep.

Ecuador

El Salvador

Honduras

Mexico

Nicaragua

Panama

Paraguay

Peru

Uruguay

Venezuela

Average LAC

Correlation

of years

of schooling

0.96

0.68

0.59

0.60

0.57

0.50

0.52

0.60

0.62

0.55

0.62

0.59

0.47

0.59

0.62

0.46

0.39

0.58

Correlation

of income

0.60

0.35

0.52

0.51

0.03

0.34

0.42

0.26

0.42

0.16

0.36

0.59

0.51

0.53

0.45

0.34

0.50

0.50

Source: Authors' calculations.

capital tend to form households with others with similar levels, and vice
versa. The second column in the table presents the correlation between the
income earned by the head of the household and his (her) spouse. This cor-
relation not only accounts for assortative mating in terms of education, but
also incorporates the effect of participation. In all cases, the correlation is
positive and quite high, indicating that individuals with low income-earn-
ing potential tend to form households with individuals who have similarly
low income-earning capacity. This translates into low family incomes, and
perhaps more importantly, into restricted capacity to finance the accumula-
tion of human capital for younger generations. For the well educated, on the
other hand, the correlation reinforces a virtuous circle between asset owner-
ship and family formation.
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24 REDEFINING POVERTY IN LATIN AMERICA

Table 1.2 estimates the returns to education for several years for the
countries for which more than one comparable household survey for the
1990s is available. With few exceptions, the returns to all education levels
have been increasing. Moreover, returns have increased more for the highest
levels. It should be noted, however, that these shifts are in line with a world-
wide trend and are not exclusive of the region. Where Latin America stands
out is in the large differences in returns between low and high schooling
levels.

Obviously the simple description of the data reported here does not
constitute the whole story. Research should be developed in several direc-
tions that are beyond the scope of this chapter. First, the returns to educa-
tion should be corrected for selection biases in several dimensions. Second,
and related to this, there might be important differences between observed
wages and the price of different skills (an argument recently stressed in
Heckman, Lochner and Taber, 1998). Finally, in considering the incentives
to invest in human capital, one should also consider the general equilibrium
effects that large changes in the supply of some skills might have on their
prices. While all these issues are extremely important, the evidence presented
here is sufficient to show that inequality in the stock of human capital and
its use is, at least given the current returns to education, crucial in explain-
ing inequality in Latin America.

Why Do the Poor Accumulate Less Human Capital than the Rich?

Following the argument presented above, the key question regarding pov-
erty in terms of equation (1) is what are the restrictions that the poor face in
accumulating human capital. To turn to this question it is first useful to take
a closer look at the process of human capital accumulation.

Figure 1.5 plots the difference in average years of schooling between
children in the highest and lowest quintiles for four different age groups
(12,15,18 and 21 years of age). In Uruguay, for instance, there is no differ-
ence for children age 12 between the top and bottom 20 percent of the in-
come distribution. The average gap at this age is one year, with the largest
difference of 1.6 years in Brazil. But the differences start widening in higher
age groups. Among 15-year olds, the average difference between the poorest
and richest 20 percent is 1.4 years, but the gap increases to 2.7 and 3.8 years
for children aged 18 and 21, respectively. So, education differences between
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Figure 1.5. Difference in Average Years of Education
between Richest and Poorest Quintile

the tails of the distribution start becoming apparent at around age 15 (note
also that in general, the differences are smaller for countries with higher
GDP per capita).

There is extensive literature on the determinants of schooling,23 and
there seems to be a consensus that family background plays a key role in the
process of human capital accumulation. Table 1.4 documents the associa-
tion between some indicators of family background and schooling attain-
ment. The coefficients are presented from a regression performed on 15-year
olds, where the dependent variable is the average years of schooling, and the
independent variables are the years of schooling of the mother and father,
respectively, and household income per capita (excluding the income of the
person in question in case he/she is an income earner). The table also in-

23 See Behrman (1999) for a recent review.
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Table 1.4. Regression Coefficients: Dependent Variable Years of Schooling

Coefficient independent variables

Country

Argentina*
Bolivia*

Brazil

Chile

Colombia
Costa Rica

Dom. Rep.
Ecuador
El Salvador
Honduras

Mexico

Nicaragua
Panama

Paraguay
Peru

Uruguay*

Venezuela

Year

1996
1990

1991

1993

1995

1992

1993

1995

1996

1990

1992

1994

1996
1997

1989

1991

1993

1995

1996

1995

1995

1992

1996

1998

1989

1992

1994

1996

1993

1991

1995

1997

1995

1991

1994

1997

1989

1992

1995

1995

1997

Mother's

schooling**

8.43

5.37

5.37

7.47

3.99

19.98
19.96
18.86
18.10

8.23

9.83

7.25

7.48
22.31
16.27
16.90
20.62
12.04
18.84
19.81
20.69
18.48
18.33
18.97
20.76
14.94
19.94
21.65
20.06
14.24
14.48
12.42
22.61
11.23

9.02

6.23

7.22

8.49

6.21

17.10

10.90

Father's

schooling**

3.70

7.74

7.74

5.20

3.76

12.05
11.95
11.24
11.10
4.08

1.89

2.36

2.25

5.15

4.17

7.08

4.45

4.43

3.34

6.49
9.27

6.01
10.25

8.14

12.07
12.27
20.56
17.58
13.30

4.36

0.88

4.88

3.39

2.01

4.33

8.89

2.44

2.56

4.95

4.54

7.61

Household per

capita income***

5.15

3.98

3.98

-0.62
-1.45
0.00

0.13

6.61

8.74

0.01

-0.02
0.00

0.00

0.00

0.04

-0.12
0.07

0.05

1.10

0.00

3.43

10.80
6.75

-0.31
0.00

0.00

0.57

0.03

5.19

2.81

9.12

4.01

0.00

31.04
17.18
20.20
26.15

0.00

0.00

0.11

0.08

R-Squared**

9.36

12.26
12.26
11.35

4.85

26.97
25.88
25.86
26.07
10.37

7.40

7.34

9.03

24.31
12.00
20.93
26.37
15.29
16.97
21.12
17.73
22.79
23.99
15.10
21.04
12.73
15.41
14.57
18.85
17.05
19.82
15.21
16.15
14.92
15.74
21.35

8.04

6.25

6.80

18.28

12.52

Source: Authors' calculations based on household survey data.
*Surveys with urban coverage.
**Coefficient multiplied by 100.
***Coefficient multiplied by 10,000.

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



PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 27

eludes a column with the R2 from the regression. This statistic averages 16
percent, but reaches 26 percent for Brazil, indicating that the association
between a child's educational attainment and family background can be very
important. As is common in this type of regression, the coefficient for the
mother's schooling is in most instances higher than the father's. The table
includes results for more than one year whenever possible, but there seems
to be no clear pattern of change during the 1990s.

There are several (not mutually exclusive) possible interpretations for
the result that parental background has an effect on the schooling of chil-
dren. One possibility is that more educated parents put more input into
their children's education, which facilitates their achievement of academic
goals. Alternatively, it is possible that less educated parents face binding li-
quidity constraints that prevent them from borrowing the amounts neces-
sary to see their children through a certain number of years of schooling
and therefore enjoying the high returns to education.

While it is difficult to distinguish between these alternative hypoth-
eses without a structural model of education choices and additional evi-
dence that would control for selection biases, there is evidence in some
household surveys favoring the latter explanation.24 Specifically, surveys for
Bolivia, Costa Rica, Chile, El Salvador, Paraguay and Venezuela include a
question asking children and young adults not enrolled in school why they
are not attending. The answers to these questions could constitute a first
step towards discriminating among the competing explanations mentioned
in the previous paragraph. To summarize this information, the possible rea-
sons for not attending are classified into eight groups: (i) the individual is
currently working, (ii) lack of financial resources, (iii) maternity or house-
hold work, (iv) not interested in attending school, (v) no infrastructure,
materials, teachers or school available, (vi) finished school, (vii) too old to
attend, and (viii) other. Table 1.5 presents the results by restricting the sample
to young adults who are 21 years of age, separating individuals belonging to
the richest and poorest 10 percent of the population.25

24 Cameron and Heckman (1998) estimate a structural model of education choices in the
United States and present some evidence against the hypothesis of binding liquidity con-
straints there. The reality of Latin America is likely to be very different. Cameron and Heckman
also discuss the importance of dynamic selection biases.
25 Similar results are obtained for 12,15 and 18-year olds.
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Table 1.5. Reasons for Not Attending Schoo
(Percent distribution by category)

Bolivia Costa Rica Chile El Salvador

Category 1995 1995 1994 1995

Reasons for not attending

school: all 21 -year olds

1 Working

2 No financial resources

3 Maternity-household work

4 Not interested

5 No infrastructure

6 Finished schooling

7 Age

8 Other

Reasons for not attending

in first decile

1 Working

2 No financial resources

3 Maternity-household work

4 Not interested

5 No infrastructure

6 Finished schooling

7 Age

8 Other

42.1

19.9

10.7

11.7

1.5

2.7

11.2

27.4

39.6

5.7

9.1

1.1

3.3

13.7

17.1

13.2

5.1

22.1

6.2

6.8

29.6

9.3

22.3

5.3

16.0

14.5

7.7

25.0

32.7

10.7

9.3

5.0

1.9

28.9

11.6

21.6

14.0

11.3

4.6

3.8

35.4

9.3

27.8

22.3

14.8

13.6

6.2

0.4

6.9

8.1

18.0

21.8

15.6

14.2

9.9

0.5

11.1

9.0

Paraguay Venezuela

1995 1995

15.67

28.19

12.55

10.22

0.47

11.02

21.88

9.7

33.9

9.3

12.0

16.4

18.7

38.9

9.9

13.9

20.2

7.4

1.5

1.4

6.7

20.8

15.8

13.6

30.0

6.8

0.8

2.3

10.0

Average

26.4

12.7

9.0

12.1

4.3

0.9

7.8

13.4

17.8

24.6

10.1

14.3

8.7

0.8

12.7

14.3

Reasons for not attending school

in richest decile

1 Working

2 No financial resources

3 Maternity-household work

4 Not interested

5 No infrastructure

6 Finished schooling

7 Age

8 Other

27.6

6.2

11.3

39.2

7.2

8.3

0.0

22.4

8.2

8.1

16.3

45.0

42.6

4.0

4.9

2.3

2.5

23.4

20.4

53.3

9.8

13.4

13.2

0.8

2.0

7.5

34.8

9.8

16.7

7.2

0.9

6.0

24.6

49.1

2.0

8.1

23.2

9.0

3.0

1.5

4.1

34.6

9.0

9.2

17.1

7.2

3.7

8.3

18.3

Source: Authors' calculations based on household survey data
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There are interesting differences between rich and poor. For instance,
according to these results, around 25 percent of the 21-year olds from the
first decile who are not enrolled in school respond that they do not attend
because they lack the necessary financial resources, while 17.8 percent do
not attend because they are working. Around 15 percent say they are not
interested (which could be due to the low quality of the education to which
they have access), while 12.7 percent say they do not attend because of their
age (which normally reflects high repetition rates). Less than 9 percent say
the reason is lack of infrastructure, teachers, materials, etc. In the case of the
21-year olds belonging to the richest quintile, the main reasons are work
(34.6 percent), lack of interest (17.1 percent), maternity or household work
(9.2 percent), and infrastructure (7.2 percent); only 9 percent respond that
the reason is that they lack financial resources.

Apart from the fact that the answers vary, it should be noted that an
apparently similar response to the same question does not necessarily mean
that the reasons for not attending are identical. For instance, in the case of
work, the response by the poor might be associated mostly with financial
constraints faced by the family, which cannot afford having a young adult in
school instead of generating income in the labor market. However, in the
case of a person of the same age but at the top of the income distribution,
the situation might be totally different. As illustrated in Figure 1.5, typically
a 21-year old in the richest 20 percent has almost four more years more of
schooling than one in the bottom 20 percent. Therefore, in the case of the
rich, lack of enrollment due to work is more likely to reflect the attractive-
ness of the opportunities in the labor market for relatively well educated
young adults.

One interesting conclusion from these responses is that a rather low
proportion of the population seems to be constrained by the supply of pub-
lic education. In fact, the only country for which more than 10 percent of
the sample declares that they are not enrolled in school due to infrastruc-
ture limitations is Costa Rica, which is one of the Latin American countries
with the best public education services. For the poor, clearly the lack of means
to finance the investment is the key restriction for not continuing to accu-
mulate human capital.

A naive interpretation of these results could be that to provide incen-
tives for the accumulation of human capital among the poor, one should
offer income transfers to eliminate the income constraint. However, recall-
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30 REDEFINING POVERTY IN LATIN AMERICA

ing the results in Table 1.4, the problem seems to be more complex. Indi-
viduals born in families with low human capital are to some extent prede-
termined to acquire less education than those born in better conditions.
The importance of family background is an indication that the problems
are much deeper. Such variables could indicate that capital markets are im-
perfect and insurance mechanisms are incomplete, so individuals cannot
just invest with long-term objectives depending on their preferences. They
could also indicate that poor children do not receive the same quantity of
educational inputs from their families. In the first case, a possible policy
implication would be the relaxation of credit constraints, while in the
second case, it would be programs that target very young poor children to
substitute for the missing inputs from their families. The reason the
"income constraint" is binding for the poor is because there are other
constraints on the accumulation of human capital. Loosening the income
constraint at least temporarily may facilitate schooling progress, but the
family background effect and the forces behind it will continue to inhibit
the accumulation of this income-earning asset. The estimation of a struc-
tural model of human capital acquisition might be required to consider all
these connections adequately.

Results from Country Studies

The country studies in this book on Brazil, Bolivia, Chile, Colombia, Costa
Rica and Peru rely heavily on household survey data, but in many cases they
combine several other sources. For Brazil, the annual household survey is
combined with monthly employment data and a survey on consumer fi-
nances. For Bolivia, existing household surveys were used, but a small sur-
vey to collect information on social capital was also carried out specifically
for this project. The study on Chile uses household surveys and adds infor-
mation on the quality of education services through the national system of
test scores. The Colombia chapter combines several household surveys. The
chapter on Costa Rica relies on available household surveys, but also uses a
survey on microenterprises carried out specifically for this project. Finally,
the chapter on Peru mainly relies on available household surveys.

All six country studies follow a common structure. They first examine
the evolution of poverty for the longest possible period of time, decompose
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the changes in poverty into the effect of economic growth and income re-
distribution, and present a poverty profile for recent years. Second, each
study presents an analysis of the distribution of the income-earning assets.
While some studies look at various types of assets—Brazil and Bolivia ex-
amine measures of "social capital"—the emphasis is on human capital and
in particular on schooling. Most of the studies look into the "utilization" of
assets (again, mainly human capital), and some carry out a detailed exami-
nation of this issue. Third, with the exception of Chile, the country studies
present either logit or probit estimations attempting to quantify the extent
to which poverty and assets are linked. It should be stressed that this evi-
dence should be interpreted as illustrating some useful correlation patterns,
rather than identifying the "causes" of poverty.

Apart from following this common structure, each study examines a
specific aspect of the relationship between poverty and assets. In Brazil, the
emphasis is on determining whether income-earning assets play an impor-
tant role in cushioning the consumption of poor families from unexpected
shocks. This study also emphasizes the importance of measuring physical
capital assets. The Bolivian study is the only one whose main focus is on the
effects of social capital. A survey carried out in the city of El Alto attempts to
measure social capital and its link to poverty. The chapter on Colombia
emphasizes the measurement of physical capital and performs some simu-
lations to estimate the effect on poverty of widening access to credit. The
Chilean study exploits high quality data on student achievement to look
into the process of accumulation of human capital. It provides evidence on
both the quantity and quality of human capital that the poor are able to
accumulate. For Costa Rica, the authors perform an analysis of the access to
capital and credit. They make an effort to identify the restrictions that the
poor face in accumulating human and physical capital, and stress the role
played by the returns to assets (which are determined largely by market forces)
on the standard of living of the poor. Finally, the chapter on Peru focuses on
the role of assets in a dynamic context. This study exploits the fact that the
Peruvian surveys have a (relatively long) panel dimension.26 Specifically, it
determines whether having access to assets increases the probability of es-
caping poverty.

26 Some of the labor force surveys used in the Brazilian study also have a short panel dimen-
sion.
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The Evolution of Poverty

To examine the long-term determinants of poverty, it is useful to have some
information on the historical trends followed by this variable. Table 1.6 sum-
marizes the evidence provided in each case. It should be stressed that the
estimates are comparable within each country, but the levels are neither com-
parable across countries nor with the evidence presented in Figure 1.1, since
the methodology employed in each country and the characteristics of the
surveys are not necessarily the same. Note also that the period encompassed
in each case varies.

In five of the six cases, the proportion of poor declined between the
first and last survey available to the authors.27 The only case in which pov-
erty increased was Peru. It should be stressed, however, that the sample pe-
riod includes, in the case of Peru, the dramatic crisis at the beginning of the
1990s, when private aggregate consumption declined by around 25 percent
in real terms. For Brazil, the estimates use moderate and extreme poverty
lines, and interestingly, while moderate poverty declined, extreme poverty
increased between 1985 and 1995.

Table 1.6 also presents the result from a decomposition of the change
in poverty into three components: a growth effect, a redistribution compo-
nent, and a residual.28 In the case of Brazil (for extreme poverty), Bolivia,
Colombia and Costa Rica, the changes in poverty registered in each period
were due exclusively to growth. Income distribution deteriorated in these
cases, and if this had been the only shift taking place, poverty would have
actually increased. In the case of Chile, inequality had a slight poverty-re-
ducing effect, but most of the poverty reduction is still attributable to growth.
Peru is the only country where an improvement in income distribution played
an important role in poverty reduction, but even here the growth effect was

27 Each country study also reports the evolution of the poverty gap and the squared poverty
gap. These estimates are not included for simplicity, but the conclusions derived from them
are very similar to the evidence in Table 1.6.
28 To carry out the decomposition, the authors use the methodology of Datt and Ravallion
(1992). The decomposition simulates the change in poverty that would have been observed
had average income changed as it actually did, but the distribution had remained constant
(the growth effect). The redistribution component is obtained by simulating the change in
poverty that would have occurred had average income remained constant but the distribution
shifted as it actually did.
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Table 1.6. Changes in Poverty and Decomposition of Growth
and Redistribution Effects

Country

Brazil

Bolivia

Chile

Colombia

Costa Rica

Peru

Period

(1985-95)

(1985-95)

(1990-95)

(1987-96)

(1991-95)

(1986-95)

(1985-96)

Poverty

line

Extreme

Moderate

Moderate

Moderate

Moderate

Moderate

Moderate

Initial
poverty

rate

10.03

30.42

52.4

45.1

58.5

29.4

43.1

% Change % Change % Change
Change due to due to due to

(points) growth redistribution residual

1.02

-2.4

-5.3

-21.9

-0.04

-3.8

7.4

-0.40

-0.40

-1.47

-0.85

-1.03

-1.17

0.99

1.45

-0.70

0.44

-0.07

0.06

0.17

-0.27

-0.05

0.10

0.03

-0.08

-0.03

-0.02

0.28

Source: Calculated from country studies in this book.

larger and of the opposite sign. Thus, wherever there has been poverty re-
duction, the decline has been mainly associated with growth and not with
improvements in the distribution of income.

Distribution, Use and Returns of Assets

Table 1.7 summarizes the range of topics covered by each country study in
this book. All six chapters look at the distribution of years of schooling. The
data presented are in line with the evidence presented above and confirm
that the distribution of human capital has a strong connection with the dis-
tribution of income and poverty. In Brazil, Colombia, Costa Rica and Peru,
there is an attempt to measure some aspects of physical capital and its distri-
bution. While there are differences in the detail each study is able to achieve,
they all confirm that physical capital assets in the economy are very highly
concentrated among a small group of the population.

In Bolivia, Colombia and Costa Rica, information on access to credit
is also available. As would be expected, the evidence shows a very unequal
distribution of access to credit. For Colombia, a static simulation (which
admittedly neglects the issue of reverse causation) suggests that if the poor
had the same access to credit as the non-poor, poverty might be reduced
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Table 1.7,. Use of and Access and Returns to Income-Earning Assets

Measurement of stocks Analysis of use

Country

Brazil

Bolivia

Chile

Colombia

Costa Rica

Peru

Human Physical Social Human Physical Social

capital capital capital capital capital capital

X X X

X X X X

X X

X X X

X X X X

X X

Estimation of returns

Human Physical Social Crossed

capital capital capital returns

X

X

X X X

X

Source: Information from country studies in this book.

considerably. With regard to social capital, Brazil and Bolivia are the only
countries where information allowed for some measurement of magnitude
and distribution.

In terms of the use of income-earning assets, the chapters on Bolivia,
Chile, Colombia and Costa Rica perform detailed analyses of the determi-
nants of labor force participation (the rate of use of human capital). The
show very strong differences between the poor and rich in female participa-
tion in the labor force. When the incentives to use the available human capi-
tal in market-related activities are high enough, females participate more.
However, when the pattern of return to skill is characterized by very low
wages for the unskilled, there are very low rates of female participation.

The analysis of the use of physical capital in Costa Rica shows that the
accumulation of assets is not necessarily a requirement for increasing in-
come-earning capacity. Having access to some kinds of capital (through credit
markets for instance) is an advantage as powerful as owning the asset itself.
The policy implication is that poverty alleviation measures aimed at provid-
ing not necessarily ownership of investment and capital goods but simply
more access to them could have considerable potential for poverty reduc-
tion. The country study for Bolivia documents access to several types of
social capital assets and shows which are less likely to be associated with
poverty.
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Four of the country studies provide evidence on the differential re-
turns of either human or physical capital, and in three countries there is
evidence that the combination of different types of assets can yield greater
incomes than their independent use. Evidence on the crossed returns to so-
cial and human capital is presented for Bolivia, and the chapters on Costa
Rica and Peru show that human and physical capital, when combined, may
yield greater returns than when used separately. A detailed analysis of the
returns to human capital in Chile and Costa Rica confirms that the returns
to education are non-linear. The poor not only have smaller stocks of hu-
man capital, but the scarce assets they have are those that are least rewarded
by the labor market. The study for Costa Rica also shows the differences in
the returns that the poor and rich receive for similar assets, with emphasis
on several kinds of physical capital.

Connections between Poverty and Assets

To examine the relationship between poverty and assets, five of the six country
studies estimated probit or logit regressions for the probability of being be-
low the poverty line as a function of the ownership of or access to human,
physical and social capital. This kind of analysis is illustrative of the associa-
tions between poverty and assets, but since the variables are clearly endog-
enous, the results can only be taken as evidence about the correlation between
the variables without causality implied. Almost by definition, poor people
have few assets, so there will be a strong connection between ownership of
and access to assets and poverty.

Even so, the results from the probit and logit estimations are illustra-
tive. A summary of the main findings is presented in Table 1.8. To indicate
that the study found a significant negative relation between poverty and one
of the assets, a (-) sign is included in the relevant cell. A zero is included
when the relation was estimated but the resulting coefficient was not statis-
tically significant. In all cases where the estimation was performed, a strong
inverse relationship was found between years of schooling and the probabil-
ity of being poor. In Costa Rica and Peru, there is also evidence that having
more labor market experience is associated with a negative probability of
falling below the poverty line. Wherever information was available, the cor-
relation between physical capital assets and poverty was also estimated. With
the sole exception of owning a business in Bolivia and owning a house in
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Table 1.8. Analysis of the Relationship between Assets and Poverty:

Effect of Each Type of Asset on the Probability of Being Poor

(Sign and Significance of Coefficients from Logit and Probit Estimations)

Variable Brazil Bolivia Chile Colombia Costa Rica

Human capital

Years of schooling x x x x

Labor market experience x

Physical capital

Housing ownership x

Access to credit x x x

Owns business 0

Other financial assets

Capital for investment x

Land x

Household appliances and durables x

Social capital in

Membership in union x

Political party membership x

Affiliation with community x x

Family affiliations x x

Peru

x

x

0

X

X

X

X

Source: Information from country studies in this book.

Peru, the rest of the associations have the expected negative significant coef-
ficient, indicating that greater access to physical capital is associated with a
lower probability of being poor.

In Brazil, Bolivia, Costa Rica and Peru some information on access to
social capital is available. All estimations report that the relation between
social capital and poverty is inverse. As mentioned above, the country study
for Bolivia looks into these connections in greater detail, finding that some
forms of social capital have a much stronger correlation than others.
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Table 1.9. Restrictions on Asset Accumulation

Country

Brazil

Bolivia

Chile

Colombia

Costa Rica

Peru

Income Access

constraint to credit

X

X

X X

X X

Uncertainty

X

Source: Information from country studies in this book.

Restrictions on Accumulation

The chapters on Brazil, Chile, Colombia and Costa Rica identify some of the
restrictions that the poor face in accumulating income-earning assets (see
Table 1.9).29 In all four countries, there is evidence of an income constraint
for acquiring human capital. The chapter on Brazil also argues that, since
the poor have few assets, they are not able to insure against income risk.
Therefore, they need to build up buffer stocks to face unexpected income
fluctuations, but since they are continuously exposed to shocks they are only
able to have high frequency saving, not the long-term accumulation that is
necessary to build up an asset stock. Being subject to high uncertainty in the
absence of adequate insurance mechanisms becomes a restriction to acquir-
ing more assets.

The chapters on Colombia and Costa Rica identify the role of capital
market restrictions on poverty by examining the role of access to credit. For
microenterprises in Costa Rica and for the poor in general in Colombia,
access to credit is a major constraint to escaping poverty and gaining access
to productive assets to increase incomes.

One of the most interesting cases is that of Peru, for which the authors
exploited the panel structure of their data to perform a dynamic analysis.

29 It should be noted that the authors of each of the country studies followed a different strat-
egy for their analysis, as is explained in each chapter.
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Specifically, they estimated a model of transitions into and out of poverty
conditional on several variables, including the number of assets. Their analysis
could be profitably extended in the future to consider the relationship be-
tween the ownership of different assets in the initial period and the prob-
ability of leaving poverty.

What Do We Learn from Each Study?

From the study on Brazil, we mainly learn two things. The first is that one of
the most important roles of assets is that they are strong determinants of the
capacity to absorb unexpected shocks to income. The second, which is re-
lated, is that in a context of high uncertainty, assets will continuously be
used as buffer stock, so the capacity to build up stocks will be limited by the
instability of the environment. Even if uncertainty induces precautionary
savings, and therefore encourages accumulation, it still leads to depletion
rather than accumulation of assets, because uncertainty induces investment
in relatively unproductive (but liquid) assets such as cash holdings, instead
of human capital. Insurance mechanisms or a stable environment will there-
fore act in favor of a more equitable distribution of assets.

The main conclusion from the Bolivia study is that social capital also
matters for the capacity to escape poverty. Furthermore, when combined
with human capital, it may yield greater returns in terms of income. How-
ever, as the authors themselves point out, social capital is the most difficult
asset to quantify. This study has taken some first steps toward determining
its importance in terms of poverty, but there is still scope for obtaining more
evidence on its value and distribution.

Perhaps the main conclusion from the study on Chile is that both the
quantity and quality of the stock matter. In the specific case of human capi-
tal, even though in Chile the difference between the average schooling of
children at the top and bottom of the distribution is apparently not that
large at young ages, education can be of totally different value because of its
quality. Children from poorer families tend to access schools with the lowest
scores in terms of student achievement, while the rich mostly attend the
best scoring schools. This shows that the effects of family background on
attainment may feed through various mechanisms, and that to be able to
accumulate more human capital, restrictions other than income must be
overcome.
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The Colombian study supports the view that providing access to credit
and improving financial markets could have great potential to reduce pov-
erty. Improving the distribution of human capital could certainly have a
positive effect on poverty, but the effect would be much larger if combined
with loosening up liquidity constraints.

One of the main lessons from the Costa Rican study is that, while the
distribution and use of assets are important, returns to those assets, which
are not fully under the control of households or policy, maybe an even more
important determinant of poverty. Simulations of the effect on poverty of
increasing the rate of use of human capital to non-poor levels reveal that
differences in labor market participation account for some of the differ-
ences between individuals below and above the poverty line. However, as-
suming that the poor receive the returns that the rich obtain for the same
asset would dramatically reduce poverty. Therefore, while policies aimed at
temporarily increasing the incomes of the poor through transfers could be
adequate, any policy action of this type will be swimming against the tide if
the price structure is permanently acting against the poor. Changing the
price structure may not be a realistic policy objective, but if these forces are
identified and quantified, it is likely that the policy approach would be dif-
ferent. In addition, enhancing the accumulation of income-earning assets is
not the only way to produce a long-term effect on poverty. Providing access
to assets through the market may be as effective and perhaps is a more at-
tainable policy goal, at least in the case of some physical capital assets.

Finally, the case of Peru confirms that the productivity of assets may
be significantly enhanced if more than one type of asset is owned. Specifi-
cally, owning physical capital in the form of land has much higher returns
when the asset is combined with human capital. Assets play a crucial role in
the probability of exiting poverty. A much better distribution of assets is
associated with higher social mobility and better prospects for wider sectors
of the population.

Conclusions

This chapter has outlined an asset-based approach to the analysis of poverty
in Latin America. Such an approach, rather than focusing only on house-
hold income and its distribution, is based on the analysis of the ownership
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of, access to, and use of income-generating assets and their accumulation.
The basic idea is that household income conies from the return on the vari-
ous assets owned and used in a productive fashion by the household mem-
bers. These include human capital as well as physical and financial assets
and access to what has been labeled "social capital." The focus on assets and
their accumulation makes the proposed analysis intrinsically dynamic.

The six studies in this book constitute a first step towards implemen-
tation of the proposed approach. It should be stressed that the analysis pre-
sented here is far from being complete. Two important limitations need to
be mentioned. First, even though the studies use a variety of data sources,
data in Latin America and other regions are still limited, especially in mea-
suring the stock of different kinds of assets available to households. As new
data sources become available, this constraint is likely to be progressively
overcome in the future. It is important to integrate the analysis of human
capital accumulation with the availability of and access to other assets, ranging
from financial assets to insurance programs and credit. Similar consider-
ations apply to the analysis of small enterprises and, in the case of rural
households, to the analysis of production choices.

Second, while this book stresses the importance of the obstacles that
households face in the process of asset accumulation and investment, one
cannot rely only on simple descriptive analyses to understand fully the ef-
fects of incentives, constraints and availability of different assets and their
interaction. In the future, it will be necessary to develop and estimate mod-
els that recognize the incentives and opportunities available to each indi-
vidual household. These models would allow the identification of the main
determinants of the process of accumulation of different productive assets
(especially human capital), and would give policymakers an invaluable in-
strument to evaluate different policy proposals.

A number of other considerations are also important for the proper
formulation of policies that aim to reduce poverty by promoting the accu-
mulation of income-generating assets. One consideration should be the gen-
eral equilibrium effects of such policies, either on asset returns or on the
functioning of private interactions. Moreover, the estimation of dynamic
models and the need to identify different types of dynamic effects is likely to
require longitudinal data that are often missing. There is a case to be made
for the collection of high quality surveys that include a panel component.

In addition to proposing an asset-based approach to the analysis of
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poverty, this book also reports on recent poverty trends in Latin America.
Since much of the focus is on human capital, the book also presents up-to-
date information on average levels and distribution of schooling in the re-
gion. The evidence makes it quite clear that the process of forming human
capital, and to a certain extent using it, is crucial to the development of Latin
America and to the progressive elimination of poverty.
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CHAPTER TWO

Poverty and Assets in Bolivia:
What Role Does Social Capital Play?

George Gray-Molina
Wilson Jimenez

Ernesto Perez de Rada
Ernesto Ydnez1

Recent analyses of poverty in Bolivia show that, despite a slight decline over
the past decade in the proportion of the population living in poverty, the
absolute number of poor households continued to rise.2 The low level of
income growth in the poorest households suggests that sustained efforts to
maintain moderate levels of economic growth and raise the efficiency of
public spending and investment have not been sufficient to reverse the
country's chronic poverty.

The analytical approaches that have underpinned growth policies and
protection networks in Bolivia and throughout Latin America are also go-
ing through a period of questioning and reformulation. Models that em-
phasize the measurement of poverty by insufficiency of income or basic
needs3 are being called into question by new models that analyze patterns of
causality between poverty and access to asset markets for human, physical
(public and private) and social capital.4 This chapter contributes to the analy-
sis of poverty from the standpoint of resources and assets, and describes the
approaches used in Bolivia.

The first section of the chapter examines the basic model discussed by
Birdsall and Londono (1997b), which emphasizes the role played by social

1 The authors are research economists affiliated with the Fundacion Dialogo of La Paz, Bo-
livia.
2 See Jimenez and Yanez (1997a and 1997b); Vos, Lee and Mejia (1997); World Bank (1996).
3 See Lipton and van der Gaag (1993); Boltvinik (1992).
4 See Birdsall and Londono (1997a and 1997b); Moser (1998); Collier (1998).
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46 POVERTY AND ASSETS IN BOLIVIA

capital in intermediation with other asset markets. Factors examined in-
clude the persistence of poverty in terms of barriers to access to assets of
human capital (education and health), physical capital (housing, private and
public physical assets) and social capital (both family social networks and
those outside the family). The patterns of access of the poor to asset markets
reveal three conditioning factors. First, access tends to be highly inequitable,
particularly in the asset markets characterized by market failings that re-
strict the access of the poorest sectors.5 Second, differentiated access to asset
markets depends on the behavior of the economic agents that access them,
which in the case of the poor is characterized by the use of risk-smoothing
strategies to mitigate chronic risk conditions in consumption and income.6

Third, under certain circumstances, social capital provides institutional so-
lutions to some of the market's failings and restrictions on behavior de-
scribed in the first two points. Social capital may thus be conceptualized as a
productive social resource that can help overcome dilemmas of collective
action in access to physical and human assets.7 Similar results are found for
the longitudinal and cross-section analysis of poverty in Bolivia. The longi-
tudinal analysis of urban households suggests three patterns for the 1990-95
period. First, there is a markedly inequitable distribution of access to hu-
man and physical assets, which does not vary during the reference period.
Second, the endowment and uses of human capital best explain the persis-
tence of low incomes in urban households, particularly when they are asso-
ciated with the migrant condition of heads of households (rural) and patterns
of residence in secondary cities (outside Bolivia's central belt). Third, the
heads of households who have stable wage-earning access to the labor mar-
ket report higher income than those who participate in the non-wage-earn-
ing sector. The results of the longitudinal analysis agree to a large extent
with previous studies, which explain differences in urban incomes in terms
of the variables of human capital and ethnicity—particularly for inhabit-
ants of urban areas.8 The paucity of information on assets of physical and

5 See Birdsall and Londono (1997b); Londono and Szekely (1997).
6 See Szekely (1997); Morduch (1995); Deaton (1997).
7 See Coleman (1990); Putnam (1993).
8 See Wood and Patrinos (1994); Fields, et al. (1997); Perez de Rada (1997); Jimenez and Yanez

(1997b).
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 47

social capital is clear from an analysis of existing sources, and it suggests the
importance of reconsidering the results in light of the inclusion of new ex-
planatory variables.

The cross-section analysis incorporates variables of social and physi-
cal capital into the analysis of the determinants of poverty and reveals im-
portant results. The variables that best explain household income growth
include educational level, ethnicity, migrant condition and type of labor
market access. Social capital endowment, measured by the number of social
affiliations, is negatively associated with the probability of falling into con-
ditions of poverty. No evidence was found to suggest that the type of social
capital, associated with credit markets or jobs, is important in the genera-
tion of income. Finally, the introduction of variables of interaction between
social and human capital is significant for individuals with the highest and
lowest educational achievement, but not for the rest. Although the results of
this analysis are only valid for one city, social capital resources are signifi-
cantly associated with the probability of leaving poverty.

Changes in Poverty9

The sources used in this study to examine trends in urban poverty are the
Integrated Household Surveys (IHS) conducted by the National Statistics
Institute (known by its Spanish acronym, INE) since 1989. The cities in-
cluded in the INE sample account for approximately 80 percent of urban
Bolivia, which in turn represents approximately 62 percent of the total popu-
lation. Despite exclusively urban coverage of the surveys, the follow-up to
changes in poverty derived from them permits an analysis of the interrela-
tionship between urban and rural poverty in terms of the migratory flow to
cities and the dynamics of urban poverty. The analysis begins with two con-
ditioning developments that explain the concentration of the assets linked
to changes in poverty: first, the rapid growth of the provincial capitals, which
resulted in an expansion of urban settlements; and second, the labor mar-
ket, characterized by an expanding informal sector, greater weight of ter-
tiary activities, and the incorporation of women.

9 For an explanation of the methodology used to measure poverty, see the working paper
version of this chapter (Gray-Molina, et al., 1999).
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48 POVERTY AND ASSETS IN BOLIVIA

Table 2.1. Poverty in Principal Bolivian Cities, 1990-95

Indicators

Sample

Households in sample'

Population

Total population ('OOOs)

Poor population2

Households

Estimated ('OOOs)

Poor

Indigent

Poverty Measurements

FGTo (moderate)

FGTo (extreme)

FGT1 (gap)

FGT2 (severe)

Gini Index

1990

6,353

2,599

1,527

555.7

296.3

145.6

53.3

26.2

2.46

1.47

0.52

1991

6,104

2,738

1,406

597.6

292.7

126.3

49.0

21.1

2.02

1.12

0.52

1992

5,898

2,855

1,584

632.6

323.8

152.0

51.2

24.0

2.21

1.25

0.53

1993

4,297

2,964

1,602

635.0

311.6

141.6

49.1

22.3

2.09

1.17

0.56

1994

6,268

3,091

1,599

693.0

312.6

124.7

45.1

18.0

1.78

0.93

0.53

1995

5,678

3,189

1,724

692.4

331.2

143.8

47.8

20.8

1.98

1.10

0.55

Note: Relates to provincial capitals and El Alto.
1 Sample in data base.
2 Population in private households with family incomes per person lower than the poverty line.

Source: UDAPSO, based on household surveys conducted by the National Statistics Institute (INE).

Trends in Poverty

Between 1990 and 1995, about half of urban households had family incomes
that were lower than the price of a basket of basic goods (poverty line), a
situation that reflects extreme conditions of poverty. The percentage of poor
households fell during the period from 53.3 percent in 1990 to 47.8 percent
in 1995, although in 1992 and 1995 the number of poor households in-
creased in absolute terms, evidence of the persistence of the phenomenon
(see Table 2.1). The percentage of households in extreme poverty fell through-
out the period from 26.2 percent to 20.8 percent.

As can be seen, however, this downward trend was not sufficient to
halt the steady increase in the total number of poor during this period. Ur-
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ban poverty between 1990 and 1995 is associated with trends in macroeco-
nomic determinants (principally growth) and other variables that affect in-
come distribution (inflation rate and open unemployment), along with the
variables that characterize households (size, number of employed, educa-
tion of family members), which are structural determinants of poverty.
During this period, Bolivia's economy grew by less than 4 percent annu-
ally,10 a rate insufficient to produce an effective and sustained increase in
per capita income. It should be noted, though, that two-digit inflation pre-
dominated in four of the six years under consideration. (The exceptions
were 1993 and 1994,when inflation was 9.3 percent and 8.5 percent, respec-
tively.) Unlike the late 1980s, however, inflation in the 1990s was maintained
at reasonable levels, calming expectations of volatility.

Inequality and growth played major roles in the changes in poverty,
particularly growth. Table 2.2 presents the decomposition of the change in
successive years, using the Datt-Ravallion (1992) technique.

The evidence for 1990-95 suggests that economic growth was closely
related to the process of reducing poverty and that it was more effective
when not counteracted by the effects of greater income concentration. In
fact, income concentration not only contributed to more poverty but also
annulled the effects of income growth.

Socioeconomic Characteristics of Poor Households

Bolivia's accelerated process of urbanization over the last two decades has
led to important changes in the composition of households. The decline in
household size, the increase in simple nuclear family unions and the fall in
the percentage of compound families are a response to new patterns of fam-
ily organization, which are linked to labor market changes and lower fertil-
ity in urban areas in the mid-1990s (ECLAC, 1993). In 1995, over half the
heads of households" were between 25 and 44 years old, and 32 percent
between 45 and 64. Most of the remainder were younger, with another less
significant number over 65. Women headed 18 percent of households, a rela-
tively stable percentage since 1990 (see Table 2.3).

10 Estimated as a geometric average of the rates observed in the six years under consideration.
" The head of household is the person recognized as such by members of the household at
the time of the survey.
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Table 2.2. Growth Effect and Redistribution in Measurements of Poverty,

1990-95

Note: The brackets denote negative changes in the reference period.

Source: UDAPSO, based on household surveys conducted by the National Statistics Institute (INE).

The highest incidence of poverty was in households whose heads were
between 25 and 44 (53.4 percent in 1995) and the lowest in households whose
heads were aged under 24 (41.6 percent) or over 65 (40.7 percent). The dif-
ferences in the incidence of poverty by gender of the head are not signifi-
cant. The largest households (over six members) accounted for 18 percent
of total urban households, with an incidence of poverty of 65 percent in
1995, while 15 percent of households with one or two members had an inci-
dence of poverty of 27.4 percent. In contrast, most households (67 percent)
had from three to six members, with a level of poverty of 48.4 percent. The
largest reduction in the incidence of poverty between 1990 and 1995 was in
households with over six members (from 73 percent to 66 percent). So de-
spite this group's low representation, it contributed to the reduction in pov-

Incidence of poverty

Percentage change

Growth effect

Redistribution effect

Residual

Poverty gap

Percentage change

Growth effect

Redistribution effect

Residual

Gap squared

Percentage change

Growth effect

Redistribution effect

Residual

(10.8)

(11.2)

0.4

(0.0)

(15.4)

(19.9)

(0.0)

4.4

(18.7)

(23.0)

(0.8)

5.1

7.7

6.2

1.5

0.0

11.1

8.8

(3.3)

5.6

13.5

10.6

(3.8)

6.7

(4.6)

(10.3)

5.4

0.3

(5.0)

(14.2)

9.5

(0.4)

(5.4)

(16.6)

11.9

(0.7)

(5.7)

0.7

(6.5)

(0.0)

(10.4)

1.0

(11.5)

(0.0)

(13.6)

1.2

(14.8)

(0.1)

4.0

(0.1)

4.1

(0.0)

9.0

0.1

9.1

(0.0)

12.7

(0.1)

12.8

(0.0)

Indicators 1990-91 1991-92 1992-93 1993-94 1994-95
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Table 2.3. Incidence of Poverty by Characteristics of the Head of Household,
1990-95

1 The eighth round of the household surveys (1995) did not collect information on language in

the household. The replies shown here are from the seventh round (1994), collected the previous

year.

Source: Authors' calculations based on household surveys conducted by the National Statistics

Institute (INE).

Characteristics of % of Incidence % of Incidence

household and head households of poverty households of poverty

1990 1995

Gender of head of household

- Men

- Women

Age of head
-Under 24

- 2 5 to 44

- 45 to 64

- 65 and over

Size of household

- 1 to 2 members
-3 to 6

- Over 6

Type of household
- Single person
- Simple nuclear no children

- Simple single parent

- Simple nuclear with children
- Extended

- Compound

- Others
Language spoken1

- Only Spanish

- Spanish - native

- Only native
Educational level

- None
- Primary
- Secondary

- Higher, technical and university

- Don't know/No answer

Condition of activity

- Worked

- Looked for work
- Economically inactive

100.0

82.6

17.4

100.0
6.7

54.4

30.3

8.6
100.0

15.3
67.9
16.8

100.0

5.0
5.2

10.3
56.1

20.8

0.2

2.3
100.0

57.1
41.2

1.7

100.0
7.8

41.5
30.8
19.6

0.4

100.0

83.1

3.8
13.1

53.3

53.1

54.0

53.3
54.1

56.5

48.8

48.6

53.3
30.8
53.4

73.2

53.3
24.4

30.3
53.5

58.6

54.0

28.1
35.7

53.3
46.3
62.1
75.7

53.3
69.7
62.7

51.2
29.8

69.0

53.3

51.2

81.8
58.6

100.0

81.8

18.2

100.0
6.3

51.5

31.7

10.6

100.0
15.1
67.0

17.9

100.0

7.6
5.4

10.2

53.6
18.7

0.1

4.3

100.0
57.6
41.8

0.6
100.0

5.2
41.3
30.1
23.3

0.1

100.0

83.0
2.7

14.3

47.8

48.6

44.8
47.8

41.6
53.4

42.5
40.7

47.8
27.4
48.4

66.9

47.8
21.7

24.7

47.6
53.7

49.2

45.1
37.1

55.9
67.0
47.8
58.0
57.7

49.6
35.9

12.8

47.8

46.9

82.1
46.6
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52 POVERTY AND ASSETS IN BOLIVIA

erty. This could be explained by the presence of a higher proportion of people
who generate income in large households, as many members of these house-
holds are self-employed or do unpaid family work.

In 1995, 53.6 percent of households were of the simple nuclear form
with children, a slightly lower percentage than in 1990. Extended house-
holds represented almost 19 percent, a downward trend. Single-person house-
holds and other groups that do not constitute households grew considerably,
while at the same time their incidence of poverty was lower. In synthesis, the
largest fall in the incidence of poverty took place in extended households,
childless nuclear households and others, a development attributable to a
greater presence in the labor force.

Ethnic characteristics of households are important indicators of pov-
erty in Bolivia, and the languages that the head knows or speaks are an ap-
proximation for identifying ethnic condition. In 1994, about 58 percent of
heads of household spoke only Spanish, 42 percent spoke native languages
combined with Spanish, and an unrepresentative fraction (0.6 percent) spoke
only native languages. Significant inequality is observed in the incidence of
poverty of the heads of households who only speak Spanish (37.1 percent)
and those who speak native languages (67 percent). Accepting the hypoth-
esis of the relationship between ethnic condition (monolingual or bilingual)
with established or recent migratory status, it can be concluded that house-
holds headed by speakers of native languages have a lower probability of
leaving poverty, bearing in mind their disadvantaged access to the labor
market linked to discrimination and a lower level of human capital endow-
ment. During the period of analysis, the incidence of poverty fell by 6.2
percent in households with bilingual heads, proportionally less than the re-
duction in households with heads who spoke only Spanish (9.3 percent).
For heads of households who only spoke native languages, the reduction
was 8.8 points.

Perhaps the most important determinant of poverty is related to the
education of the head of the household. In 1995, 5.2 percent of heads had
no education, 41 percent had completed primary, 30 percent secondary and
20 percent higher or technical level. Fifty-eight percent of households headed
by people with no education were classified as poor. The corresponding fig-
ures for households headed by people who completed primary or second-
ary school were 57.7 percent and 49.6 percent, respectively. In contrast, 35.9
percent of the heads of household who had reached the university or tech-
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nical level were living in poverty. The largest decline in poverty took place in
households headed by people who had higher education, demonstrating that
these households have better opportunities for profiting from economic
growth. The reduction in the relative weight of households whose heads
have low levels of education and the increase in the number of heads with
higher or technical education represent promising trends for long-term pov-
erty reduction.

Urban poverty in Bolivia tends to be concentrated in larger house-
holds in an intermediate life cycle, especially when their heads have low lev-
els of education, are of native origin and, most critically, are unemployed.
These groups have had more capacity to generate income in recent years,
though, and were able to reduce the incidence of poverty to a greater extent.
Additionally, some traditionally vulnerable groups such as indigenous or
inactive people reduced their rates of poverty, but to a lesser extent than the
urban population as a whole.

Labor Characteristics of Poor Households

Occupational access differs between poor and non-poor households, express-
ing the inequality of employment opportunities and the conditions of fam-
ily labor supply. Several studies in the last decade mention that the degree of
global participation grew because the poor needed to supplement their in-
come, which increased pressure on the supply of labor. In turn, their condi-
tion of poverty forced the unemployed into the informal sector.

The data presented in Table 2.4 reflect the results of this process. The
highest rates of participation are observed among the non-poor, and conse-
quently they were successful in the strategy of leaving poverty. In both years,
the rates of participation of the poor are 10 points below the non-poor.

The second hypothesis suggests that although the poor cannot be with-
out work for prolonged periods, they are a group with fewer opportunities
for obtaining employment. This situation is reflected in the rates of open
unemployment that, in both years, are significantly lower in the non-poor
active population. The rates of open unemployment have fallen in general
in all segments, which confirms that the non-poor population has practi-
cally overcome problems of absolute unemployment.

The problems associated with the quality of employment affect even
the non-poor, making them vulnerable. To examine trends in the relation- C
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54 POVERTY AND ASSETS IN BOLIVIA

Table 2.4. Labor Indicators by Condition of Poverty,

1990 and 1994
(In percent)

Non-poor Poor Total

Source: Based on household surveys conducted by the National Statistics Institute

ONE).

ship between unemployment and poverty, rates of poverty were estimated
by groupings of occupational categories. First, the changes in the structure
of employment between 1990 and 1994 raised the participation of employ-
ers and professionals and reduced that of self-employed workers (see Table
2.5). Second, the incidence of poverty fell in almost all employed groups,
with the exception of employers and individual professionals. Among the
latter, the incidence and intensity of poverty increased significantly. In 1990,
wage earners recorded the widest poverty gap, which changed in 1994 when
they presented the lowest rates of intensity of poverty. Despite signs of im-
provement in poverty over the period of analysis, a significant proportion
of employed groups generated income that was not sufficient to cover their
basic needs. Again, the phenomenon of poverty is largely associated with
qualifications and human capital endowment.

Assets of the Poor

Table 2.1 shows that the levels of inequality in income distribution in Bo-
livia deteriorated in the last decade, exceeding even the average rate of re-
gional concentration (World Bank, 1996). The trend in inequality in income
distribution has been attributed to the inability of low-income groups to
reap the benefits of economic growth stemming from the macroeconomic

Global rate of participation

1990

1994

Rate of open unemployment

1990

1994

56.8

58.9

3.7

1.8

46.9

48.2

10.6

5.2

51.2

53.8

7.2

3.2
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Table 2.5. Poverty Rates by Occupational Category, 1990 and 1994

(In percent)

Source: Based on household surveys conducted by the National Statistics Institute (INE).

reforms of recent years. However, underlying the profile of impoverishment
is the lack of access to assets and the question of why the poor accumulate so
few of them.

Physical Assets

The physical capital of urban households is defined as ownership of a home,
durable goods (automobile), assets that generate income (agricultural prop-
erty), shares or other forms of saving in deposits or loans, including pay-
ment of antichresis (transfer of the right to the income from real property).
The most important physical asset for families residing in urban areas is the
home.12 For city dwellers, this asset is as important as land ownership in

12 In addition to its social use as shelter, this asset can also perform several economic roles:

location for small businesses, collateral for access to credit, and a potential source of income

through rental or sale.

Incidence Poverty

Structure of poverty gap

1990

Wage earners

Employer or independent professional

Self-employed or unpaid family

Domestic employees

1994

Wage earners

Employer or independent professional

Self-employed or unpaid family

Domestic employees

50.0

4.2

38.9

6.9

49.1

8.5

34.4

6.9

8.1

52.8

13.4

46.2

67.3

42.7

20.3

44.1

67.3

47.9

21.5

4.1

18,1

18.2

15.6

6.3

16.6

18.2

19.1
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56 POVERTY AND ASSETS IN BOLIVIA

rural areas. According to data from the 1992 Population and Housing Cen-
sus, 50.3 percent of households in urban areas live in their own homes. How-
ever, the quality of these homes—with respect to construction material,
overcrowding, and access to water and basic sewage services—is far from
adequate in most cases. Table 2.6 shows a clear negative relationship in Bo-
livia between income levels and home ownership, reflecting another prob-
lem of rural poverty. While in the lower quintiles the accumulation of home
ownership apparently declines, in the higher quintiles it increases.13 If the
ratio between the fifth and first quintiles is taken as a proxy for inequality of
access, there is a clear process of concentration in access to housing. Access
to physical assets such as housing is increasingly restricted. The picture is
even more disquieting if the breakdown is by the quality of the home.14

Other physical assets help to provide a more complete picture of dif-
ferences between poor and non-poor households. Automobiles are reported
as an asset by 12 percent of households, as reported in the statement of main-
tenance expenses, with a certain difference in the possession of durable goods
between poor and non-poor households. Poor households tend to consume
their labor income and do not generally invest in an automobile. It seems
reasonable to suppose that a large number of households that own an auto-
mobile do not fall into poverty.

Finally, business ownership shows some degree of significance, al-
though it is insufficient to reflect its scope and impact on family income.
The proportion of those who own some type of business is substantially
greater in non-poor homes, which generally have small productive and/or
family units generating income, which may allow them to leave poverty.
(However, this group also includes large and small establishments, whose
business incomes are not comparable.) The economic recovery helped ur-
ban households establish small- and medium-sized businesses, which are
options for obtaining income and sometimes strengthen production by us-
ing unpaid family members.

13 The qualitative deficiencies decline as incomes increase.
14 An analysis of the highly skewed distribution of durable goods, agricultural property and
savings can be found in Gray-Molina, et al. (1999).
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Table 2.6. Home Ownership by Quintile of Household Income

(In percent)

Financial Assets

The savings that generate regular income, under the modalities of interest
from loans or deposits and even antichretic deposits, constitute a contin-
gency reserve for poor households. The distribution of these assets is im-
portant because one-quarter of all households and one-fifth of poor
households reported that they had liquid assets. Restrictions on savings,
though, are largely conditioned by income. The figures give some indica-
tions of the organization of the family budget, which includes savings and
their use as a means of avoiding poverty.

1990 1992 1994

1stquintile

3rd quintile

5th quintile

5th/1$t quintile

Avg schooling

Avg schooling

head

Avg schooling

employed persons

1st quintile

3rd quintile

5th quintile

1st quintile

3rd quintile

5th quintile

1st quintile

3rd quintile

5th quintile

15.3

19.3

25.8

1.68

7.34

8.56

8.66

7.3

8.0

9.3

7.5

8.9

9.9

6.6

7.4

9.7

14.0

17.3

30.0

2.14

7.62

8.99

9.06

9.7

9.8

10.8

10.1

9.9

11.6

4.8

6.2

11.1

14.7

20.0

42.7

2.9

7.5

9.18

9.1

9.8

10.3

10.4

10.4

10.5

11.9

5.3

6.3

11.2
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58 POVERTY AND ASSETS IN BOLIVIA

Human Capital

The role of education in the generation of income by increasing productiv-
ity has been widely demonstrated. However, the evidence shows that even
over 1990-94, the improvement in education indicators was limited. Taking
the average years of schooling as a proxy, Table 2.7 shows little change in the
stock of human capital.13 Education, therefore, has little effect on socioeco-
nomic outcomes such as income generation and levels of health, fertility
and productivity. Further, these effects can be nonexistent if it is considered
that in many cases the effect of education is not linear, but requires compli-
ance with specific segments of schooling to have significant effects.

A disaggregated analysis gives a better idea of the effect of the low
accumulation of human capital. Table 2.7 shows that average schooling in
the early age groups is very much above the average in the same quintiles for
the 45-50 age group, particularly in the first income quintiles. This trend
reflects to some extent the structural character of the educational problem
discussed earlier, as well as trends in the intergenerational transmission of
poverty. Opportunities for access to education have deteriorated, as shown
by the increase in the standard deviation of years of schooling. This decline
affects levels of poverty, basically by concentrating income in the higher in-
come quintiles. It also reduces the possible benefits of structural reforms in
terms of distribution, since it is expected that only workers with more edu-
cation can benefit from the reforms (Londono and Szekely, 1997).

Summarizing, urban areas of Bolivia have low levels of human capital
accumulation as well as great inequality in access to education, which evi-
dently contributes to unequal distribution of income and has repercussions
on levels of poverty. This is a concern because it is the lowest stratum that
has the lowest levels of accumulation of human capital and apparently fewer
opportunities for access to education. The distribution of human capital in
households shows the same trend as that noted in the profile of household
poverty: a general average of 8.6 years of schooling among adults, about 10
years in non-poor households and 7.4 years in poor households. Conse-
quently, the long-term trend suggests a need to increase levels of education,

15 See Barro and Lee (1993). It is true that using average schooling as proxy for human capital
has several problems, such as assuming perfect substitution between different levels of school-
ing. However, its use is justified for the purposes of the study.
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Table 2.7. Average Years of Schooling by Age Group and Income Level

especially in poor households, even in urban areas. Inequality in human
capital creates an obstacle to overcoming poverty.

Determinants of Household Income

Table 2.8 shows three specifications for three rounds of the Integrated House-
hold Survey (1990, 1992 and 1994). The key variables include age, educa-
tion of the head of household and the head's spouse, labor market access,
and a "shock" variable that controls for the effect of an unexpected illness
on the household's labor behavior. Geographical dummies are also included
to reflect local effects by city of residence.

Consistent with previous studies, the present results indicate that the
head and spouse's human capital endowment are central determinants of
household income. There was not, however, evidence to suggest that the
returns on human capital have varied significantly from one period to an-
other. Perhaps this is due to the short reference period (five years), when no
significant changes were observed in educational endowment. The age of
the head of the household also shows the expected signs (positive and then
negative), and a coefficient equivalent to the variables of education.

The two variables of labor market access suggest a revealing pattern.
The coefficients of employment in the household are greater by one order

Age Income level 1990 1992 1994

18-20 years

21-24 years

45-50 years

1st quintile

3rd quintile

5th quintile

1st quintile

3rd quintile

5th quintile

1st quintile

3rd quintile

5th quintile

7.3

8.0

9.3

7.5

8.9

9.9

6.6

7.4

9.7

9.7

9.8

10.8

10.1

9.9

11.6

4.8

6.2

11.1

9.8

10.3

10.4

10.4

10.5

11.9

5.3

6.3

11.2
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Table 2.8. Determinants of Family Income

Source: Authors' calculations based on household survey data for 1990, 1992 and 1994.

1990 1992 1994
Variable Coef. P>ltl Coef. P>ltl Coef. P>ltl

Age of head of household

Age2 head of household

Schooling of head of

household

Schooling of spouse of

head of household

Percentage of employed

members of household

Number of non-wage-earning

members of household

Number of persons who did not

fall ill during year

Dummy - Sucre

Dummy - La Paz

Dummy - Cochabamba

Dummy - Oruro

Dummy - Potosi

Dummy - Tarija

Dummy - Santa Cruz

Dummy - Trinidad

Constant

Number of observations

F (x, observations-x)

Prob>F

R2 Adjusted

10.61

-0.07

10.76

10.74

514.31

-76.64

5.47

-25.28

36.46

-12.99

-89.04

-68.76

-29.83

44.40

96.31

•380.86

4,728

59.33

0.000

0.156

0.000

0.001

0.000

0.000

0.000

0.000

0.057

0.248

0.084

0.572

0.000

0.002

0.202

0.048

0.000

0.000

7.56

-0.02

10.76

16.90

680.45

-41.70

3.09

58.03

132.08

85.00

-42.94

-56.57

40.09

312.88

110.76

-426.016

4,250

97.22

0.000

0.168

0.019

0.495

0.000

0.000

0.000

0.000

0.634

0.012

0.065

0.433

0.000

0.003

0.349

0.000

0.000

0.000

10.56

-0.04

24.32

14.87

514.16

-34.20

18.26

0.45

130.17

24.66

-43.32

10.96

31.88

228.20

71.20

-504.68

4,553

96.58

0.000

0.254

0.001

0.205

0.000

0.000

0.000

0.000

0.002

0.980

0.000

0.287

0.173

0.735

0.320

0.000

0.052

0.000
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of magnitude than those of education and age. The decision whether to
participate in the labor market has direct implications for the income ex-
pectations of the household. The second variable of labor market access—
the number of non-wage earning members in the household—is also
significant and has an inverse relationship with income generation.

The geographical variables suggest a fixed pattern. Living in La Paz
and Santa Cruz provides greater opportunities for income generation, while
living in the Andean area (Oruro and Potosi) significantly limits these op-
portunities. This comparison coincides with similar studies of Bolivia, in
which variables such as education and ethnic origin appear as principal de-
terminants of poverty.16 Evidently, structural factors condition poverty in
urban areas of the country. Education appears to be one of these factors,
and policies to reduce poverty should take this into account, especially since
the education variable is very susceptible to public policy action.

Determinants of Poverty: The Case of El Alto

This section looks at physical, human and social assets in order to analyze
the probable effects of social capital on the generation of income in poor
households in El Alto. Three questions are analyzed relating to the endow-
ment and use of social capital. First, what effect does the magnitude of the
social networks of a household have on the probability of falling into pov-
erty? Do more community affiliations mean a higher generation of income?
A second question is the effect of this type of social network on the prob-
ability of leaving poverty. Are social networks linked to the credit and em-
ployment markets more important than community networks? A third issue
is the interaction between social and human capital. Does social capital have
a differentiated effect for groups with different educational achievements?
The asset approach requires differentiating the generating role of income
received from different types of assets from the risk-smoothing role of pat-
terns of consumption and income. The use of social capital can help explain
the second role in the context of the imperfect risk-smoothing markets.

16 See Fields, et al. (1997); Perez de Rada (1997); Jimenez and Yanez (1997a and 1997b).
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Social Capital and Poverty

This chapter adopts a conventional definition of social capital based on
Putnam (1993, p. 167), who states: "Social capital refers to features of social
organization, such as trust, norms and networks that can improve the effi-
ciency of society by facilitating coordinated actions."

The concept is further developed by Coleman (1990, p. 302): "Social
capital is defined by its function.. .Like other forms of capital, [it is] produc-
tive, making possible the achievement of certain ends that would not be
attainable in its absence. Like physical capital and human capital it is not
completely fungible, but is fungible with respect to specific activities.. .Unlike
other forms of capital, social capital inheres in the structure of relations
between persons and among persons. It is lodged neither in individuals nor
in physical implements of production."

This definition is put into operation by identifying generic commu-
nity social networks (sports and cultural clubs, neighborhood organizations)
and social networks specific to credit and job markets (informal credit and
job networks). The central dilemma of the analysis in this context is the treat-
ment of the endogenous relationship between social capital and poverty. The
incorporation of variables that represent social norms and networks into a
decision-making model of households comes up against an insurmountable
problem: both the existence and the probable effects of social capital are en-
dogenous to the decisions of households. As Coleman argues, households do
not "possess" social capital in the way they possess human or physical capital,
because social capital—by definition—arises from relationships between house-
holds. The search for instrumental variables of social capital that are exog-
enous to household decisions is, in this context, a contradiction.

However, the presumption of an endogenous relationship between
social capital and poverty is not completely hermetic. Much of the literature
on risk-smoothing assumes that the existence of an informal institution re-
sponds to a need for the function that it performs. From this point of view,
the use of social capital by poor households is explained by the need of the
poorest sectors to provide (risk-smoothing) institutional solutions in the
context of imperfect markets or in their total absence.17 Bates (1989), Ostrom

17 See Morduch (1995 and 1997); Townsend (1995); Besley (1993).
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(1990) and Granovetter (1992) argue that this presumption is not always
correct. Although poor households tend to be particularly in need of sys-
tems to smooth the risk of consumption and income shocks, this "need"
only explains demand for institutional solutions, but not supply. Explaining
supply involves considering not only those who use these solutions, but also
how they are provided (which frequently involves the dilemma of collective
action of second order). Ostrom argues that social capital can play an im-
portant role in the working of an informal institution (by facilitating com-
pliance with norms), but he does not explain how it is provided.

In general, not all use of social capital by poor households is intended
to ensure their patterns of consumption and income, and not every act of
risk-smoothing depends on the use of social capital. For example, the exist-
ence of football teams and religious or cultural groups is not explained by
the need to insure against risk, although they can sometimes fulfill that role.
Some uses of social capital are genuinely intended to stimulate sport, cul-
ture or religious worship. In a complementary way, not all the risk-smooth-
ing institutions depend on the use of the social capital of the poor. Some of
these institutions exist because of considerations exogenous to social confi-
dence. The institutional links between borrowers and lenders, for example,
arise because of lack of confidence between principals and agents due to asym-
metric information.18 The central subject of this study is precisely the use
that poor households make of social capital and the return they obtain from
it in the context of incomplete markets.

How can social capital be measured? This study analyzes two aspects
of the assets of social capital: endowment and use. Endowment is measured
by identifying the most visible proxies for social networks: the extended family
(siblings, cousins, uncles and aunts) and, outside the family, the most inti-
mate networks (kinship) and most important affiliations (membership of
sports, cultural, religious groups, etc.). For the examination of social capital,
the analysis is limited to informal credit and job markets. These include
forms of informal credit that make use of social networks (loans from fam-
ily members and friends, moneylenders, stores and local businesses, and
rotating credit associations called pasanakus), and job search techniques that
use them. For the analysis of endowment and use, a distinction is made
between the behavior of the head of household and the spouse.

18 See Hoff, Braverman and Stiglitz (1993); Bardhan (1989); Stiglitz (1989).
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64 POVERTY AND ASSETS IN BOLIVIA

Data

This section is based on a survey of homes made in El Alto in December
1997 and January 1998.19 A poverty line is employed based on income, con-
structed on a basic food basket of 1990.20 El Alto provides a case study sui
generis for analyzing the resources and assets of the poor. The city can be
characterized as a poor urban conglomerate with high rates of rural/urban
migration that generate significant demographic growth, and a visible pres-
ence of social networks that operate the informal credit and job markets.
Formerly a marginal neighborhood of La Paz, El Alto today has almost one
million inhabitants, mostly working in informal commerce, construction,
transport and small-scale activities. El Alto also has strong community links,
in many cases transferred from the places of origin of the migrant popula-
tion, generally Aymara, which mean that kinship relations and membership
of community groups influence most economic activities. The continuous
formation of new social networks and the dissolution of old ones is condu-
cive to the analysis of social capital and poverty.

Table 2.9 shows that the language spoken and the educational level are
the most evident contrasts between poor and non-poor households in El
Alto. While 86 percent of heads of poor households speak Aymara and Span-
ish regularly, only 75.3 percent of the non-poor consider themselves bilin-
gual. Of the heads of non-poor households, 10.5 percent also stated that
they are taking university studies (completed or uncompleted), in compari-
son with 3.3 percent of the poor. Similarly, there are marked differences be-
tween the two groups in relation to access to physical and financial assets.
While 16 percent of heads of non-poor households have access to bank,

19 The survey contains 3,311 observations of 687 households. The sample was chosen on the
basis of an updated sampling framework. Its design is stratified by segment, which establishes
an error of 3.7 percent and a level of reliability of 95 percent. The selection of the design is
single-stage with simple random sampling. Data collection was carried out by the firm Encuestas
& Estudios.
20 The poverty line was prepared on the basis of a Basic Food Basket (CBA) specific to El Alto,
with data from the 1990 Family Budget Survey. The CBA collects the structure of food con-
sumption from a reference stratum in El Alto, which covers average energy needs (2,150 Kcal
and 57.6 grams of protein per person per day). The quantities adjusted to average needs have
been valued in terms of the average prices in the consumer price index. The cost of the CBA
was divided among the proportion of food expense of the reference stratum (Engel coeffi-
cient = 0.61) to obtain the poverty line.
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Table 2.9. Descriptive Characteristics of Heads of Household, El Alto

Source: Authors' calculations based on Survey of Resources and Assets of the Poor (INE,

% of poor homes % of non-poor homes
Incidence Standard Standard

of poverty Mean deviation Mean deviation

Total
Human capital

Education
None
Primary incomplete
Primary complete
Secondary complete
Secondary incomplete
University incomplete
University complete
Other

Language
Only Spanish
Spanish and Aymara

Migration
Established urban migrant
Established rural migrant
New urban migrant
New rural migrant

Head of household
Female

Branch of activity
Industry
Commerce
Transport
Construction
Services
Others

Physical capital
Formal credit
Account: bank/mutual/coop.
Credit: credit/mutual/coop.

Physical assets
Premises outside the home
Premises inside the home
Fixed site
Mobile site
Other

Social capital
Social affiliations
No affiliation
Between 1 and 3
Over 3

Extended family
Under 10 family members
Between 10 and 25 family

members
Over 25 family members

Kinship relations
None
Between 1 and 5
Over 5

Social Capital - Credit
Credit from family members,

friends
Credit from local moneylender
Credit from local store or business
Pasanaku

Social Capital - Job
Obtained last job alone
Obtained last job from family

members
Obtained last job from friends

52.0

50.0
59.8
52.6
53.8
53.3
32.1
16.6
50.0

38.5
55.8

52.3
54.1
36.4
59.0

55.4

54.6
48.2
50.0
58.1
47.5
s.d.

30.2
36.1

39.3
52.4
31.8
56.0
39.2

56.0
53.9
43.9

47.3

51.4
52.5

54.2
51.1
52.3

56.0
30.7
51.6
50.0

49.6

51.8
66.1

5.0
34.1
11.4
18.1
23.2

2.5
0.8
4.9

14.0
86.0

9.5
57.5

1.1
6.4

1 3 2

14.8
21.5

9.1
13.5
33.4

7.7

3.6
8.4

3.0
6.0
1.9
3.9
4.9

34.9
47.9
17.2

20.7

49.6
29.7

8.9
45.4
45.7

20.9
1.1
4.5

10.5

63.4

10.8
10.8

2.1
47.3
21.7
38.0
42.1
10.5
9.0

18.4

34.5
198.0

29.2
145.6

9.7
24.4

33.3

26.5
56.8
17.6
23.8
68.9
23 1

4.3
16.5

12.8
21.0

8.3
15.6
21.9

54.2
88.4
38.6

44.1

56.3
36.7

24.0
64.6
69.2

52.9
9.4

20.6
20.0

66.9

16.8
18.4

5.5
25.3
11.4
17.6
21.9

5.9
4.6
7.8

24.7
75.3

9.6
54.0

2.2
4.9

11.0

1 2 8
23.6

9.5
9.7

38.4
1.6

9.2
16.3

5.2
6.1
4.6
3.4
3.4

30.4
45.4
24.2

23.1

47.0
29.9

8.3
48.1
43.6

18.2
2.8
4.6

11.7

71.2

12.8
6.3

2.2
43.2
21.6
38.4
41.3
10.9
16.5
24.8

43.0
186.7

29.3
139.4

14.8

21.6

31.7

24.4
58.7
17.9
193
76.0

9.6

10.9
24.1

18.6
22.9
28.4
14.8
17.5

48.3
82.8
41.7

68.5

52.0
44.8

22.6
68.9
62.1

44.7

16.7

21.8

21.5

78.5

19.3
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66 POVERTY AND ASSETS IN BOLIVIA

mutual or cooperative credit, only 8 percent of the heads of poor house-
holds have such access. Similarly, 9.2 percent of non-poor households have
savings accounts, in contrast to 3.6 percent of the poor.

Twenty-six percent of all heads of household have had access to infor-
mal credit in the last year, and an additional 10.6 percent had participated in

a rotating savings and loan association (pasanaku). The differences in access
to informal credit by poor and non-poor are not significant, but there are
differences in the use of credit. While most heads of non-poor households
say they used the pasanaku draw to purchase a durable good or as working
capital, most heads of poor households bought consumer goods. Generally,
households with access to credit from family members or neighborhood
stores used the informal credit to purchase consumer goods regardless of
their economic status. In the sample, 8.6 percent stated they had no kinship
links, with an incidence of poverty of 54 percent (two points above the aver-

age). Lastly, 33 percent of the sample state they had no community affilia-
tions, with an incidence of poverty of 56 percent (4 points above average).

Extended Families

What types of households have the most extensive family networks? Table
2.10 shows the average size of extended families crossed by level of educa-
tion, migrant condition, language spoken and poverty. For the purposes of
this chapter, the extended family is defined in terms of the number of sib-
lings, aunts and uncles and first cousins reported by the head of household
and spouse. With this restrictive definition, the probable network of family
assistance available to the head and spouse is represented. The table suggests
some unforeseen characteristics: the most extended families tend to be more

educated than the less extended, and have more Spanish speakers and non-
migrants. What causes this pattern? One possible explanation is the social
composition of the majority of households in El Alto. Over two-thirds of
the sample are either established or recent migrants, which probably reflects

the composition of their urban families, rather than their rural ones. Simi-
larly the differences between heads of household and spouses are not very

significant, except in education, where the family/level of education ratio

tends to be inverse for spouses.
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Table 2.10. Characteristics of Social Capital, Extended Family

Source: Authors' calculations, based on the Survey of Resources and Assets of the Poor (INE,

1998).

Head Spouse

No. obs. Mean St. dev. No. obs. Mean St. dev.

Education

None

Primary incomplete

Primary complete

Secondary complete

Secondary incomplete

University incomplete

University complete

Normal

Technical

Language

Only Spanish

Spanish and Aymara

Migration

Non-migrant

Established migrant

New migrant

Poverty

Poor household

Non-poor household

No reply

Total

511

28

149

58

114

89

20

20

21

12

511

92

419

511

134

340

37

511

256

255

176

687

20.0

12.7

18.2

19.1

21.7

20.9

16.5

26.5

25.1

27.6

20.0

20.5

19.9

20.0

19.3

17.7

20.0

19.6

20.4

14.4

9.3 =

14.6

10.3

15.8

12.6

13.7

19.4

16.4

16.9

14.4

14.6

13.7

14.4

13.3

11.2

14.4

13.5

15.3

447

47

178

49

88

49

8

1 1

9

8

447

88

359

447

144

272

31

447

232

215

219

666

21.0

12.5

20.4

18.9

26.5

23.7

17.4

23.3

21.8

19.7

21.0

21.2

20.9

21.0

20.2

20.1

21.0

20.9

21.1

15.5

9.4

13.1

11.8

22.6

14.6

6.9

14.0

10.5

13.7

15.5

15.0

15.6

15.5

13.8

14.2

15.5

14.9

16.1
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68 POVERTY AND ASSETS IN BOLIVIA

Kinship Networks

Kinship networks include both horizontal-type links (godparents with par-
ents) and vertical (godparents with godchildren). Kinship relations are as-
sociated with the social responsibilities of mutual help and intergenerational
solidarity. The naming of godparents is commonly associated with recogni-
tion of maturity and prestige ("alternate" parents). The existence then of
larger kinship networks between relatively prosperous (or at least non-poor)
households is not surprising. Table 2.11 shows the average kinship relations
of heads of household and spouses, crossed by level of education, language
spoken, migrant condition and poverty. The households with the highest
number of kinship relations are characterized by low and high levels of edu-
cation (primary completed and university), by speaking Spanish, and by
being established or non-migrants. Spouses report having more kinship re-
lations than heads of household, while new migrants have the least.

Community Affiliations

Community affiliations have received the most attention in the literature on
social capital. In the El Alto survey, information was collected on 14 types of
affiliation. Table 2.12 shows the frequency of replies by heads of household
and spouses. The differences in community affiliation between poor and
non-poor households are small and statistically insignificant. This result is
especially interesting in relation to the analysis of determinants of poverty,
since it suggests that the presumption of high levels of social capital among
poor populations must be open to the evidence of the case study. It also
suggests that the discussion of social capital in El Alto should highlight the
differentiated use of relatively homogeneous networks. The detailed differ-
ences shown below are relative. The most pronounced differences between
poor and non-poor households are observed in membership in cultural
groups, trade unions and political parties. The affiliations that revealed no
differences are school boards, and folkloric and religious groups. Poor house-
holds participate most in self-help groups, frequently linked to food pro-
grams and communal work.

According to their statements, 32 percent of heads of households are
not affiliated with any community association (49 percent for spouses), while
46 percent have one or two affiliations (38 percent for spouses) and 22 per-
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Table 2.11. Characteristics of Social Capital, Kinship Networks

Source: Authors' calculations based on the Survey of Resources and Assets of the Poor (INE,

1998).

Head Spouse

No. obs. Mean St. dev. No. obs. Mean St. dev.

Education 642 4.4 3.7 534 4.7 3.9

None 36 4.4 3.5 62 5.5 4.5

Primary incomplete 191 4.4 3.5 210 4.5 3.8

Primary complete 70 5.3 4.8 58 4.8 3.8

Secondary complete 141 4.4 3.8 103 4.7 3.7

Secondary incomplete 116 4.2 3.6 61 4.3 4.1

University incomplete 22 4.9 3.3 9 4.6 2.6

University complete 21 5.0 5.1 12 5.1 3.7

Normal 27 4.0 2.6 11 5.6 3.0

Technical 18 4.8 3.6 8 4.7 3.4

Language 642 4.4 3.7 534 4.7 3.9

Only Spanish 124 4.5 4.2 109 4.8 4.2

Spanish and Aymara 518 4.4 3.6 425 4.7 3.8

Migration 642 4.4 3.7 534 4.7 3.9

Non-migrant 180 163

Established migrant 416 4.6 3.8 333 4.7 3.8

New migrant 46 3.3 2.5 38 4.4 3.9

Poverty 642 4.4 3.7 534 4.7 3.9

Poor household 333 4.4 3.7 282 4.6 3.6

Non-poor household 309 4.5 3.8 252 4.8 4.1

No reply 45 132

Total 687 666

PORTRAIT OF THE POOR; AN ASSETS-BASED APPROACH
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70 POVERTY AND ASSETS IN BOLIVIA

Table 2.12. Characteristics of Social Capital, Community Affiliations
(In percent)

Source: Authors' calculations based on the Survey of Resources and Assets of the Poor (INE, 1998).

cent, three or more (13 percent for spouses). The differences between the
poor and non-poor are marked among heads of household. While only 17
percent of the poor are affiliated with three or more associations, 25 percent
of the non-poor are. Similarly, 35 percent of heads of poor households re-
port no affiliation, compared with 30 percent of the non-poor.

Analysis of Poverty from the Perspective of Assets

Estimates were run under five different specifications in which the depen-
dent variable is dichotomous and assumes the value of 1 when the person
belongs to a poor household and 0 when non-poor. The basic model in-
cludes the variables of human capital, demographic conditions, ethnicity,

Head of household Spouse

Total Poor Non-poor Total Poor Non-pcor

Trade union 21.4 18.3 24.8 7.9 6.2 10.0

Religious group 19.6 19.4 19.9 19.4 19.1 19.7

Sports group 21.7 20.8 22.7 2.8 2.2 3.5

Cultural group 3.2 1.7 4.9 3.0 1.4 4.8

School board 20.5 20.2 20.8 16.5 14.3 19

Mothers'club 1.2 1.1 1.2 7.5 6.7 8.4

Territorially based organization 18.5 17.2 19.9 10.4 7.9 13.2

Self-help group 3.2 2.8 3.7 1.8 1.4 2.2

Folklore group 10.6 10.5 10.7 8.2 7.9 8.7

Political party 7.9 6.6 9.2 5.4 3.9 7.1

Rural organization 5.7 5.0 6.4 5.4 4.8 6.1

Market or trade group 7 5.8 8.3 10.2 8.1 12.6

NGO 1 1.1 0.9 0.7 0.6 1.0

Other 0.6 0.3 0.9 0.3 0.3 0.3

Total no. of observations 687 361 326 666 356 310

No reply 0 0 0 0 0
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 71

migratory condition and labor characteristics in order to give a first ap-
proximation of the determinants of poverty (see Table 2.13). The second
specification includes variables of physical capital, while the third, fourth
and fifth specifications include variables of social capital.

Models 1 and 2: Human and Physical Capital

The first specification shows the results of a basic model of human capital.
The level of schooling indicates that for the first two educational levels (PRI-
MARY, SECONDARY), there is a decreasing probability of being poor as the
level of education rises. Normal school and university studies (NORMAL,
UNIVERSITY) have a significant negative effect on the probability of being
poor. More years of labor experience suggest that the probability of being
poor diminishes, but the probability becomes positive after a threshold (EX-
PERIENCE and EXPERIENCE_2). Although both variables show the ex-
pected signs, they are not statistically significant. The migratory condition
of the head of household reveals that the probability of falling into poverty
diminishes if the head of household is an established migrant but increases
for recent arrivals (ESTABLISHED MIGRANT, RECENT MIGRANT). Both
are statistically significant at 5 percent.

The regular language spoken was used as a proxy for ethnicity (SPAN-
ISH), reflecting the households that do not speak native languages. The re-
sults show that if the head of household speaks only Spanish, the probability
of falling into poverty declines. Despite showing the expected sign, the gen-
der of the head of household is not statistically significant (MALE HEAD).
Among the variables of labor market access, the fact that the household has
a higher proportion of workers in the informal sector (INFORMAL) re-
duces the probability of being poor.21 The sign of the variable is the ex-
pected 1, although this could seem counterintuitive, because in El Alto the
average income of self-employed workers is notably higher than that of la-
borers and employees in the formal sector, denoting the precarious labor

21 The formal sector is composed of a set of developed economic activities both in the state
and private business spheres, where the working population functions in typical relationships
of employer-worker dependence, and where there is a clear distinction between the owner-
ship of capital and labor. Independent professionals also form part of the formal sector
(Casanovas and de Pabon, 1988).
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72 POVERTY AND ASSETS IN BOLIVIA

Table 2.13. Models of Probability of Falling into Poverty
(Dependent variable: 1 = poor, 0 - non-poor)

Variable

PRIMARY

SECONDARY

NORMAL

UNIVERSITY INCOMPLETE

UNIVERSITY COMPLETE

EXPERIENCE

EXPERIENCE_2

SPEAKS ONLY SPANISH

MALE HEAD

ESTABLISHED MIGRANT

RECENT MIGRANT

INFORMAL

DEPENDENTS

FIXED SITE

MOBILE SITE

AFFILIATIONS (ks1)

FAMILY AFFILIATIONS (ks2)

FAMILY CREDIT (ks3)

STORE CREDIT (ks4)

PASANAKU (ks5)

JOB HELP(ksG)

Ks1 'PRIMARY (ks7a)

Ks1 'SECONDARY (ks7b)

Ksl 'NORMAL (ks7c)

(D

Coef.

0.625

0.253

-1.141

-0.852

-1.832

-0.002

0.000

-0.314

-0.024

-0.145

0.272

-0.759

0.260

P>|z|

0.00

0.14

0.00

0.01

0.00

0.95

0.71

0.00

0.78

0.02

0.02

0.00

0.00

(2)

Coef.

0.818

0.370

-1.014

-0.664

-1.537

-0.003

0.000

-0.330

-0.044

-0.117

0.198

-0.679

0.334

-0.099

1.051

P>|Z|

0.00

0.02

0.00

0.04

0.00

0.53

0.38

0.00

0.71

0.36

0.22

0.00

0.00

0.00

0.00

(3)

Coef.

0.825

0.386

-0.997

-0.633

-1.560

0.001

0.000

-0.354

-0.094

-1.075

0.181

-0.645

0.345

-0.099

1.048

-0.057

-0.002

P>|z|

0.00

0.02

0.00

0.04

0.00

0.74

0.98

0.00

0.32

0.10

0.12

0.00

0.00

0.00

0.00

0.02

0.05

(4)

Coef.

0.820

0.369

-1.027

-0.674

-1.583

-0.001

0.000

-0.356

-0.100

-0.108

0.199

-0.641

0.343

-0.100

1.038

-0.059

-0.002

-0.022

-0.085

0.063

-0.001

P>|z|

0.00

0.03

0.00

0.03

0.00

0.76

0.95

0.00

0.29

0.09

0.09

0.00

0.00

0.00

0.00

0.02

0.04

0.72

0.23

0.32

0.96

Ks1*UNI INCOMPLETE (ks7d)

Ks1*UNI COMPLETE (ks7e)

CONSTANT

Number of observations

Chi2(x)

Prob>chi2

Pseudo R2

0.729

686

530.32

0.00

0.155

0.00 0.649

686

630.5

0.00

0.184

0.00 0.655

686

640.1

0.00

0.187

0.00 0.658

686

642.6

0.00

0.188

0.112

(5)

Coef.

0.929

0.357

-1.414

-0.804

-0.449

0.001

0.000

-0.351

-0.117

-0.104

0.186

-0.638

0.341

-0.092

1.077

-0.041

-0.001

-0.021

-0.084

0.069

0.000

-0.053

0.006

0.215

0.067

-2.063

0.639

686

669.5

0.00

0.196

P>|z)

0.00

0.05

0.01

0.05

0.48

0.97

0.82

0.00

0.22

0.11

0.12

0.00

0.00

0.01

0.00

0.02

0.05

0.74

0.24

0.28

0.81

0.06

0.86

0.26

0.59

0.00

0.00

Source: Authors' calculations based on the Survey of Resources and Assets of the Poor (INE, 1998).

Note: The variables included are: for schooling, PRIMARY, primary studies completed (head of household);

SECONDARY, secondary studies completed (head of household); NORMAL, studies in normal school; UNI-

VERSITY COMPLETED and INCOMPLETE, university studies (head of household) (category omitted: no cycle

completed). The labor variables are: EXPERIENCE and EXPERIENCE_2, labor experience; INFORMAL, pro-

portion of self-employed people in the household; DEPENDENTS, proportion of the economically inactive

people in the household. For demographic variables: ESTABLISHED MIGRANT, if the head of household has

been a migrant for over five years; RECENT MIGRANT, if the head of household has been a migrant for

under five years; MALE HEAD, if head of household is male; SPEAKS ONLY SPANISH, if the head does not

speak any native language. For the variables of physical capital: FIXED SITE, if the head has a permanent
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 73

market access of the latter. Finally, the higher the number of economically
inactive people in the household (DEPENDENTS), the higher the probabil-
ity of falling into poverty.

The second specification shows that possession of a fixed site for labor
activities (kiosk, shop, workshop, home-workshop) increases the probabil-
ity that the household can leave poverty (FIXED SITE). An inverse relation-
ship is observed for people who work from a movable service point (MOBILE
SITE). Both results support the hypothesis that the more physical assets pos-
sessed, the greater the capacity to generate income and the lower the vulner-
ability to falling into conditions of poverty. In the evaluation of the
contributions of physical assets, the variables of access to formal credit and
the holding of a savings account are omitted; they are assumed to be endog-

enous.

Models 3 and 4: Human, Physical and Social Capital

Two hypotheses related to social capital are analyzed. First, does the magni-
tude of the social networks have any effect on the probability of falling into
poverty? Second, does the type of social networks (generic or specific to the
credit and job markets) have any effect? The first hypothesis—social capital
endowment as measured by the number of community and extended-fam-
ily affiliations of the head and spouse (AFFILIATIONS, FAMILY AFFILIA-
TIONS)—has a negative correlation with the probability of being poor. Both
variables show a statistical significance of 5 percent. Controlling for charac-
teristics of human and physical capital, the results suggest that the higher
the social capital endowment, the lower the probability of falling into pov-
erty. This result is particularly interesting in light of the distribution of so-
cial capital observed in Tables 2.10, 2.11 and 2.12. In the case of El Alto, the

difference between the number of associations that poor households report

work location; MOBILE SITE if the head has a mobile location. For social capital: AFFILIATIONS, number of

memberships of community associations described in Table 2.4; FAMILY AFFILIATIONS, number of family

members of head of household, siblings, uncles and aunts and first cousins; FAMILY CREDIT, if the household

has had a family loan in the last year; STORE CREDIT, if the household obtained credit from a store in the last

year; PASANAKU if the head or spouse participated in a pasanaku in the last year; JOB HELP, if someone in the

household obtained his or her last job with the help of relatives, friends and/or social networks. Ks1* LEVELS

OF EDUCATION are terms of interaction between COMMUNITY AFFILIATIONS and EDUCATION. C
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74 POVERTY AND ASSETS IN BOLIVIA

is not statistically different from that of non-poor households. This is an
unexpected result, considering the presumption of the literature that the
poorest households create institutional mechanisms to fill "gaps" in absent
markets.

To analyze the second hypothesis, three variables are introduced for
the use of social capital in the credit markets (FAMILY LOAN, STORE LOAN
and PASANAKU) and one for employment (JOB ASSISTANCE). The effect
of access to social capital networks on the credit market was researched first.
Of particular interest was measuring the probable effect of membership in a
rotating credit association (PASANAKU), given the attention accorded to
this variant in the literature on poverty.22 In El Alto the pasanaku is a regular
practice that covers approximately 11 percent of poor households and 12
percent of non-poor households. About 10 people participate in a "typical"
pasanaku, which holds a weekly draw of contributions. The winners of pre-
vious draws are excluded, until each contributor has won once. Despite the
relative social importance of the pasanaku, there is no conclusive evidence
of its effect on the probability of falling into poverty. The PASANAKU vari-
able is not statistically significant in the case of the survey. Neither are the
other variables of social capital linked to the credit market, including loans
from families, friends and the local store (FAMILY LOAN, STORE LOAN).
Excluded from this specification is the variable "informal lender," which is
assumed to be endogenous.

Research then focused on the question of whether the existence of
social networks linked to the job market had an effect on the probability of
falling into conditions of poverty. Of particular interest were the results of
the literature that emphasize the "strength of the weakest links," in reference
to the use of non-family social networks, as applied to the case study
(Granovetter, 1973 and 1992). Variables were constructed to represent the
use of family and non-family networks to obtain employment (JOB HELP).
There is no evidence, however, to support or reject the results of the litera-
ture. The variables of social capital linked to employment are not statisti-
cally significant in this study. Generally, there is no evidence to suggest that
the type of social capital has a significant effect on the probability of falling
into poverty in El Alto.

22 See Calomiris and Rajaraman (1998); Besley, Choate and Loury (1993).
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Model 5: Interactions between Social and Human Capital

The final hypothesis analyzed is the interaction between social and human
capital, with an emphasis on whether social capital has differentiated effects
for different groups of educational achievement. Do individuals with cer-
tain educational achievements obtain a higher return? In the fifth specifica-
tion, there is statistical significance for two variables (Ksl*PRIMARY and
Ksl*UNIVERSITY COMPLETE) that measure the interaction between the
number of community affiliations and educational level. The surprising as-
pect of this result is the distribution of the interaction. The inverted "U"
between poverty and the terms of interaction suggests that social capital has
a higher return for the highest and lowest levels of educational achievement,
but not for the intermediate group. The significance of this interaction is
particularly important in urban areas, where the expansion of opportuni-
ties for income generation results from the extensive use of social networks
for both the formal and informal sectors, irrespective of other differential
characteristics.

Generally, the results of the analysis of determinants of poverty pre-
sented above reinforce the findings of earlier works in which the role of
education is the determining factor in explaining income growth, and thus
in the reduction of poverty.23 It is also noteworthy that ethnic condition and
labor status, along with possession of and access to physical capital, have a
marked incidence on levels of poverty. The new finding of this work is the
effect that social capital can have on the probability of leaving poverty. Three
hypotheses were analyzed, two of which suggest the importance of social
networks for poor households and the interaction of these networks with
human capital endowment. No statistical significance was found for the
evaluation of different types of social capital used by poor households. In
the case of El Alto, the results of the survey suggest an instrumental use of
family and extra-family networks in smoothing the risk of patterns of con-
sumption and income.

23 See Jimenez and Yanez (1997); Fields, et al. (1997); and World Bank (1996).
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76 POVERTY AND ASSETS IN BOLIVIA

Conclusions

This chapter has analyzed the relationship between assets and poverty for
longitudinal and cross-section samples of urban households in Bolivia. While
limitations on information have not permitted an analysis of rural areas,
this study considers the interrelationships between the processes of urban-
marginal and rural impoverishment. In particular, the analysis of social capi-
tal suggests the importance of evaluating the effect of the dissolution and
recomposition of the social networks of the poorest urban households. In
addition, the incorporation of variables of social capital into the basic model
of determinants of poverty helps to explain income in the absence of insur-
ance markets.

The longitudinal analysis suggests the weight of variables of human
capital in explaining the persistence of urban poverty. There is also a signifi-
cant relationship between migration, ethnicity and labor market access on
the one hand and poverty on the other. The households that enter the labor
market through family and semi-business units have more possibilities of
generating income than their business counterparts (which include employ-
ers, employees and workers). The cross-section analysis suggests, in addi-
tion to the importance of human capital, the significance of variables of
physical and social capital. Access to productive infrastructure implies a lower
probability of finding poverty.

There is also a significant relationship between the measurement of
social capital and the probability of escaping poverty. Of the three hypoth-
eses analyzed, two—related to the size of social networks and their interac-
tion with levels of human capital—suggest that social capital has a significant
effect on the probability of escaping poverty.

There is no evidence, however, to evaluate the third hypothesis, which
would explain this correlation in terms of the linkage to specific markets
(credit and job). The study also suggests that the transmission belt between
social capital and generation of income is not at all clear. It is probable that
the social networks play an indirect role in generating income through the
inter-period risk-smoothing of patterns of consumption and income among
poorer households.

The findings of this chapter have empirical implications for the poor
in Bolivia. First, social capital is susceptible to measurement and analysis in
a model of household decision-making. The formulation of a specific sur-
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vey on these problems reveals some of the difficulties of collecting informa-
tion on interrelationships between households and highlights the contex-
tual importance of the analysis of social capital. Some of the most
idiosyncratic aspects of measurement (such as capture of the differentiated
use of social networks) are, in fact, some of the most important, since they
show the instrumental use of household decisions. It is also probable that in
this study the cross-section observation of social capital underestimates the
measurement of its impact on the generation of income. Multiple observa-
tions of social capital, consumption and incomes, if available, would prob-
ably make the linkages between social networks, risk-smoothing and
generation of income more apparent. In any event, the analytical challenge
of measuring social capital continues to be important for the empirical
progress of the study of human, physical and social assets in the future.

Second, the analysis of social capital and poverty prompts new ques-
tions on the causality of the determinants of poverty. Can it be inferred that
the presence of resources of social capital reduces the probability of falling
into poverty? Or vice versa, that poverty favors the production of social capital
to reverse imperfections in access to asset markets? In the case of El Alto, the
expected signs were observed of a model in which social capital acts as an
explanatory variable (on the right side of the equation). In fact, the higher
the social capital endowment, the lower was the probability of falling into
poverty. The same result could be explained by the inverse cause (more pov-
erty, more social capital). In fact this assumption is anchored in the litera-
ture on risk-smoothing, where institutional solutions arise to counteract
imperfections in the asset markets. A priori at the start of the study was that
the differentiated treatment of the social capital endowment and use could
shed some light on this dilemma. There was not, however, evidence to evaluate
the impact of different types of social capital. The analysis of probable mecha-
nisms of transmission between social capital and generation of income, there-
fore, remains on a future agenda of empirical work.

Third, the analysis of poverty by resources and assets suggests the im-
portance of analyzing the interaction between the different types of assets.
In this study, the interaction between social and human capital raises ques-
tions regarding the returns on social capital for poor households. If indi-
viduals with high and low educational achievement profit most from access
to social networks, the presumption of the use of social networks by the
poorest sectors to resolve problems of access to asset markets is called into
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78 POVERTY AND ASSETS IN BOLIVIA

question. Further, the observation that poor and non-poor households make
equal use of social networks calls into question the presumption that the
poor are the sole users of social capital. Future analyses need to look at dif-
ferentiating the effect of the use of social networks on the returns of human
and physical capital. Social capital plays a decisive role because of its special
nature, namely that it is created by interrelationships between individuals
and households.

There are also policy implications that can be drawn from this chap-
ter. The importance of social capital for improving access to labor markets
may be indicative of the lack of formal information mechanisms on labor
market conditions and needs, and of barriers to entry to certain occupa-
tions. Similarly, the role that social capital plays in protecting people from
unexpected income shocks suggests that formal income-smoothing mecha-
nisms, such as unemployment insurance, are not available. So, the impor-
tance of social capital may be due to its capacity to substitute for certain
types of institutions. If such institutions were in place, social capital might
not be as crucial for escaping poverty as it apparently is in Bolivia.

Finally, examining poverty from the perspective of human, physical
and social assets provides a broader analytical matrix. This chapter has ap-
plied the assets-based approach to a very ethnically and socially heteroge-
neous country, finding that the emphasis on the endowment and use of the
three types of assets provides new instruments for evaluating urban pov-
erty. The study of the distribution of assets and their return will continue to
be an ambitious agenda for analyzing the determinants of household pov-
erty. Given the exploratory characteristics of this approach, future contri-
butions will help build bridges for formulating public policies that are more
relevant for generating income and protecting disequilibria in patterns of
consumption and income. In addition, a renewed emphasis on the factors
influencing the distribution and use of assets will provide better analytical
instruments for evaluating gaps in the individual and collective risk-smooth-
ing mechanisms of the poorest populations.
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CHAPTER THREE

Assets, Markets and Poverty
in Brazil

Marcelo Cortes Neri
Edward Joaquim Amadeo

Alexandre Pinto Carvalho1

Brazil's relatively high per capita GDP, combined with its very high degree
of income inequality, generate favorable conditions for the design of redis-

tributive policies. The country's inequality and poverty indices are particu-
larly sensitive to changes in certain policy instruments, such as changes in
the minimum wage and inflation rates. On the other hand, perhaps due to
its history of instability, Brazil has not advanced much in implementing struc-
tural poverty alleviation policies that could enhance the asset portfolio of
the poor.

Increasing asset holdings of the poor can have three effects on social
welfare. First, people extract greater direct utility from owning more assets.
This implies a need to expand social welfare measures to include the posses-
sion of different kinds of assets. This point is especially relevant in Latin
America, given its long-established tradition of using income-based pov-
erty measures.

The second effect is that higher asset levels can increase the income-
generating potential of the poor, leading to a reduction in standard poverty
measures. In terms of poverty alleviation policies, compensatory income
transfer schemes (e.g., negative income tax programs and unemployment

1 Marcelo Cortes Neri and Alexandre Pinto Carvalho are economists with the Center for So-
cial Policies at the Getiilio Vargas Foundation in Brazil. Edward Joaquim Amadeo is a profes-
sor of economics at the Pontificia Universidade Catolica do Rio de Janeiro. The authors wish
to thank Mabel Cristina Nascimento, Manoel Flavio Daltrino and Flavia Dias Rangel of the
Institute de Pesquisa Economica Aplicada (IPEA) for their contributions to this chapter.
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86 ASSETS, MARKETS AND POVERTY IN BRAZIL

insurance) should be separated from those that attempt to increase perma-
nent per capita income by transferring productive capital (e.g., public pro-
vision of education, micro-credit policies, agrarian reform). The assessment
of the rates of return and utilization of different assets can help the design
of capital-enhancing policies to alleviate poverty.

The last effect of increasing asset holdings is to improve the ability of
poor people to deal with adverse income shocks. The role played by the con-
sumption-smoothing properties of assets depends on how significant the
shocks and how developed the capital markets are (i.e., asset, credit and in-
surance segments). Therefore, assessment of this last effect requires an analy-
sis of the dynamic properties of income processes of the poor and an
evaluation of institutions that constrain their financial behavior.

This chapter establishes a basis for research on the relationship be-
tween poverty, resource distribution and asset markets in Brazil. The strat-
egy is to analyze the three different types of impacts that increasing the assets
of the poor may have on social welfare. Accordingly, the chapter has three
parts. The first evaluates the possession of different types of capital along
the income distribution scale. As a point of departure, this part assesses stan-
dard poverty measures, their temporal evolution, and their cross-sectional
composition. The aim is to augment standard poverty measures by incor-
porating the direct effect of asset holdings on social welfare. The lack of
certain assets may imply unsatisfied basic needs.

The second part describes the income-generating impact that asset
holdings may have on poverty. Using logistic regressions, it examines how
the accumulation of different types of capital affects income-based poverty
outcomes.

Finally, the chapter studies the dynamic aspects of poverty, taking into
consideration different time horizons. Long-run issues are related to the study
of low-frequency income fluctuations, life-cycle assets holdings, and
intergenerational transmission of wealth. Short-run issues are related to as-
sessing behavior of the poor and the welfare losses in dealing with high fre-
quency gaps between income and desired consumption.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 87

Data Issues

Three basic data sources are used:

• Pesquisa National por Amostra de Domicilios - PNAD: an annual
national household survey covering 1976, 1981, 1985, 1990, 1993,
1995 and 1996.

• Pesquisa Mensal do Emprego - PME: a monthly employment survey
with a rotating panel characteristic covering 1980-97.

• Pesquisa de Comportamentos Financeiros da Associa$ao Brasileira de
Credito e Poupan$a - ABECIP: a survey on consumer finances used
as a secondary source for 1987.

The empirical analysis focuses on two geographical dimensions: the
national level, and six main metropolitan areas (labeled here as "Metropoli-
tan Brazil"). In moving from the national level to metropolitan Brazil, data
availability increases, especially in terms of the possession of different types
of capital. This is probably explained by the spatial distribution of the Bra-
zilian population, as 81 percent live in non-rural areas and there is a lower
cost of information collection in more densely populated regions. The em-
pirical and institutional analysis will rely heavily on metropolitan segments,
which hold about one-half of the urban population. Another strategic ad-
vantage of the metropolitan focus is that there are recently calculated pov-
erty lines available (Rocha, 1993).

Poverty Assessment

This section describes the temporal evolution of poverty and its close deter-
minants in Brazil, and then traces a poverty profile based on the character-
istics of households and heads of households. These poverty profiles will
provide initial hints as to which assets (e.g., human capital) are the most
important to examine.

The analysis of poverty at the national level begins using PNAD data,
from which the three poverty indices (PO, PI and P2) are constructed. Each C
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ASSETS, MARKETS AND POVERTY IN BRAZIL

Table 3.1. Poverty in Brazil: Level and Changes, 1985-95

Poverty indices P O P O P O P I PI PI P2 P2 P2~

Poverty line (multiples) 0.5 1 1.5 0.5 1 1.5 0.5 1 1.5

Reference (%) (%) (%) (%) (% ) (%) (% ) (%) (% )

period

Poverty level 1985 10.03 30.42 47.01 3.85 11.97 21.01 2.36 6.68 12.32

Poverty level 1995 11.05 27.68 42.71 5.73 12.45 20.10 4.42 8.07 12.78

Total poverty

change* 1985 to 1995 1.02 -2.74 -4.31 1.88 0.48 -0.91 2.05 1.40 0.46

Growth

component* 1985 to 1995 -0.41 -0.97 -0.87 -0.12-0.38 -0.54 -0.06 -0.22-0.36

Inequality

component* 1985 to 1995 1.48 -1.67 -3.60 2.00 0.80 -0.44 2.11 1.58 0.77

*Adjusted to National Accounts.

index is calculated according to three poverty lines corresponding to 0.5, 1
and 1.5 of the values of the basic poverty line used, adjusted for cost of
living differences between regions (using estimates by Rocha, 1993). The
analysis of these nine poverty measures will be centered on the proportion
of poor according to the basic poverty line. The second column of Table 3.1
shows that in 1995,41.8 million people, or 27.7 percent of Brazil's total popu-
lation of 151 million, were living below the poverty line.

Poverty Changes

Table 3.1 also shows the percentile differences between the 1985 and 1995
poverty profiles, adjusted for the rather small rate of per capita GDP growth
(2.09 percent) during the period. Using the basic poverty line, the propor-
tion of poor fell by 2.74 percentage points, which is equivalent to 9 percent
in relative terms. Given the shift in income distribution over the period,
when higher weights are given to the poorest segments, poverty indices ac-
tually rose in the last decade. For the basic poverty line, the poverty gap (PI)
rose 0.48 percent, while the average squared poverty gap (P2) rose 1.4 per-
centage points.

Similarly, all poverty indices present either greater declines or smaller
increases when higher poverty lines are used. For the low poverty line, the
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head-count ratio rose 1.02 percentage points. But that ratio fell 4.31 per-
centage points when the highest poverty line was used. The respective statis-
tics are 1.88 and -0.91 for the average poverty gap (PI) and 2.05 and 0.46 for
the average squared poverty gap (P2). Taken together, these results imply
that the pattern of unbalanced growth across different segments of the Bra-
zilian economy generated different results depending on the binomial pov-
erty measure-poverty line used. This lack of robustness to poverty changes
is also influenced by the low per capita GDP growth rate during the period
(average 0.2 percent annually).

Decomposition of Poverty Changes

This section applies the Datt and Ravallion (1992) decomposition of changes
in poverty over 1985-95. This decomposition sheds light on what is driving
the changes in poverty discussed above. These changes can be better under-
stood in terms of three close determinants: mean per capita income, the
degree of inequality of per capita income, and a residual term that captures
the interaction between these two terms (not presented here). This simple
decomposition between a balanced growth component that affects all agents
and a redistributive component allows quite general comparisons of pov-
erty changes across different societies and time periods.

The growth-inequality decomposition, when applied to the 1985 and
1995 PNADs, reveals that growth explains a small part of the changes of the
different poverty measures calculated (Table 3.1). For the head-count ratio,
using the basic poverty line, the growth component explains less than one
percent of the decline in poverty. The inequality component of poverty
change responds to twice the effect of growth for the basic poverty measure.
Nevertheless, this is not a robust result. The poverty alleviation effect of the
inequality component tends to increase poverty the lower the poverty line
used and the more weight is attributed to the very poor (i.e., PI and espe-
cially P2).

Poverty Profile

A poverty profile can be developed using national 1995 PNAD data on the
main attributes of heads of households, such as gender, age, schooling, race,
sectors of activity, type of work, population density and region. Table 3.2
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Table 3.2. Decomposition of Poverty Indices according to Household
Characteristics, 1995

Sample: All households

Head of the

household

Total

Gender
Male
Female

Age
Less than 15 years
15 to 25 years
25 to 45 years
45 to 65 years
More than 65 years

Years of schooling
0 years
0 to 4 years
4 to 8 years
8 to 1 2 years
More than 12 years

Race
Indigenous
White
Black
Oriental

Sector of activity
Agriculture
Industry
Construction
Public Sector
Service

Working class
Unemployed
Inactive
Employees (w/card)
Employees (no card)
Self-employed
Employer
Public servant
Unpaid

Population density
Rural
Urban
Metropolitan

Region
North
Northeast
Southeast
South
Center-West

PO

27.68

26.53
33.22

36.99
42.95
31.71
23.88
15.25

43.06
36.16
25.09
14.10

3.85

53.17
18.07
38.82
10.86

39.81
21.25
27.36
15.80
21.38

74.02
28.42
19.74
40.09
30.75

5.37
15.44
38.20

33.70
25.36
27.24

44.23
43.12
20.94
13.49
24.61

P1

12.45

11.40
17.47

31.40
24.71
14.49
10.02

5.32

19.18
16.19
10.96

6.71
2.94

27.64
7.89

17.68
7.24

17.99
7.83
9.75
5.85
8.17

53.43
15.45

6.36
15.57
13.40

2.73
5.81

25.61

15.61
11.36
12.00

20.67
20.32

8.94
5.80

10.19

P2

8.07

7.09
12.81

29.63
19.49

9.38
6.08
2.95

11.84
10.20

7.23
4.86
2.72

18.23
5.26

11.29
5.99

11.20
4.26
5.17
3.09
4.49

46.14
11.90

3.11
8.30
8.05
2.03
3.10

21.60

10.23
7.26
7.88

12.96
13.01

5.87
3.92
6.82

Total

population

100

82.79
17.21

0.02
5.73

51.24
27.87
15.13

21.04
21.56
31.13
19.51

6.76

0.11
53.03
46.31

0.54

24.69
15.89

9.96
10.18
39.28

3.18
17.17
27.16
15.43
31.12

5.95
10.04

2.27

21.10
49.25
29.65

4.47
29.56
43.39
15.16

7.41

Contribution

to total poverty

PO

-

79.35
20.65

0.03
8.89

58.70
24.04

8.33

32.74
28.17
28.21

9.94
0.94

0.22
34.62
64.94

0.21

35.51
12.20

9.85
5.81

30.33

8.50
17.64
19.37
22.35
34.57

1.15
5.60
3.13

25.70
45.12
29.18

7.14
46.06
32.82

7.39
6.59

P1

-

75.84
24.16

0.06
11.38
59.66
22.43

6.47

32.43
28.05
27.40
10.52

1.60

0.25
33.63
65.80

0.31

35.68
10.00

7.81
4.79

25.80

13.64
21.32
13.87
19.30
33.50

1.30
4.68
4.66

26.47
44.94
28.59

7.42
48.26
31.18

7.07
6.07

P2

-

72.69
27.32

0.09
13.84
59.55
21.00

5.53

30.86
27.25
27.88
11.75

2.27

0.26
34.58
64.76

0.40

34.27
8.39
6.38
3.90

21.86

18.16
25.32
10.46
15.87
31.02

1.49
3.86
6.07

26.74
44.32
28.94

7.18
47.66
31.53

7.37
6.27

Source: The PNAD conducted by the Institute Brasileiro de Geografia e Estatistica (IBGE).
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presents the three Foster-Greer-Thorbecke (FGT) poverty indexes for the
proposed basic poverty line. Once again, the analysis will be centered on the
head-count ratio for the basic poverty line.

The overall proportion of poor (PO) during 1995 was 27.7 percent. As
expected, the groups with higher head-count ratios were headed by females
(33 percent), young families from 15 to 25 years old (43 percent), the illiter-
ate (43 percent), non-whites (indigenous, 53 percent and black, 38 percent),
inhabitants of rural areas (34 percent), inhabitants of the regions of the North
(44 percent) and Northeast (43 percent), those working in agriculture (40
percent) or construction (27 percent), the unemployed (74 percent) and
informal employees (40 percent).

The three last columns of Table 3.2 show how each of these cells forms
a part of aggregate poverty indices. Since the poorest groups are often mi-
norities, race is not always the greatest contributing factor to poverty out-
comes. The categories with the highest levels of poverty are female-headed
households, families headed by people under the age of 25, families headed
by the unemployed or indigenous, and people living in rural areas or in the
North.

Distribution of Assets

The assessment of resources possessed will be structured under three head-
ings:

• Physical capital (financial assets, durable goods, housing, land, public
services and transportation);

• Human capital (schooling, technical education, age, experience and
learning by doing);

• Social capital (employment, membership in associations or trade
unions, political participation and family structure).

The availability of new sources of data opens new opportunities for trac-
ing an asset profile of Brazil's poor. Adding different household surveys opens
the way for a broad picture of the possession of assets in 1996. The strategy is
to compare access of the poor and the non-poor to different assets. C
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92 ASSETS, MARKETS AND POVERTY IN BRAZIL

Physical Capital

Housing and Land

As summarized in Table 3.3, the 1996 PNAD shows that financing that the
poor use for dwellings is divided approximately as follows: 71 percent live in
their own housing that is already paid for; 5 percent live in their own hous-
ing for which they are still paying; 10 percent rent; and 22 percent live in
ceded housing.2 The same statistics for the non-poor population are: 68 per-
cent live in their own housing that is already paid for, 8 percent live in their
own housing for which they are still paying, 17 percent live in rented places
and 24 percent live in ceded housing. The comparison between the poor
and the non-poor population indicates that the former live more often than
the latter in their own housing that is already paid for, or in ceded housing.3

These statistics show that renting, or continuing to pay for your own hous-
ing while you are still living in it, are essentially luxury forms of housing
financing.

A complementary line of inquiry compares housing quality in both
segments: 95 percent of the poor (99 percent of the non-poor) have access
to solid wall construction; 92 percent of the poor (98 percent of the non-
poor) have access to bathrooms inside their houses; the average density per
bedroom is 0.58 among the poor (0.37 for the non-poor); and the average
density of family members per dwelling room is 1.43 among the poor (1.04
for the non-poor). The difference between these last two statistics can be
explained by the fact that the poor have larger families than the non-poor—
4.1 and 3 members, respectively. That is, the density of bedrooms and dwell-
ings is approximately proportional to the number of people living in the
house. In other words, the house size in terms of the number of rooms or
bedrooms is similar, but more people live in poor households.

2 Ceded housing refers to properties inhabited by squatters or by people without a formal land
title, such as residents of favelas.
3 When the attribute for the type of housing financing is combined with land ownership, 62
percent of the poor live in their own housing with land that is already paid for, while that
figure increases to 63 percent for the non-poor population. This reversal is explained by the
fact that the poor are more likely not to own the land on which their houses are built (15
percent of the poor and 8 percent of the non-poor, respectively).
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Table 3.3. Asset Possession Profile of the Poor and Non-Poor: Housing,

Durable Goods, Public Services and Transportation

Access to housing

Access to rented or ceded housing

Access to rented housing

Access to own house, already paid for

Access to own house, still paying

Housing quality

Access to construction

Interior bathroom

Number of people in dwelling

Bedroom density

Dwelling density

Access to durable goods

Stove

Filter

Refrigerator

Telephone

Radio

Color TV

TV

Freezer

Washing machine

Access to public services

Water

Sewage

Electricity

Garbage

Commuting time (in minutes)

Heads- average time

Spouses - average time

Heads - more than 30 minutes

Spouses - more than 30 minutes

Human capital

Avg. years of schooling - head

Avg. years of schooling - spouse

Age average - head

Age average - spouse

Poor

21.72

9.91

71.07

5.23

Poor

95.62

92.14

4.05

0.58

1.43

Poor

99.65

57.42

84.97

13.04

92.80

72.88

92.17

9.12

22.71

Poor

90.24

73.65

99.49

80.20

Poor

38.60

35.89

50.70

41.13

Poor

4.70

4.59

41.47

37.87

0.01%

0.01%

0.02%

0.01

0.01%

0.01%

0.01%

0.00%

0.00%

0.00%

0.02%

0.01%

0.01%

0.01%

0.02%

0.01%

0.01%

0.01%

0.01%

0.02%

0.00%

0.01%

0.02%

0.02%

0.02%

0.02%

0.01%

0.01%

0.02%

0.02%

Non-Poor

23.74

17.21

67.71

7.79

Non-Poor

99.19

97.98

3.03

0.37

1.04

Non-Poor

99.91

71.44

97.56

39.08

97.71

93.96

98.19

26.93

56.69

Non-Poor

97.76

89.33

99.89

94.12

Non-Poor

42.07

32.79

50.95

38.79

Non-Poor

7.16

7.05

44.91

40.52

0.01%

0.01%

0.01%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.01%

0.00%

0.01%

0.00%

0.00%

0.00%

0.01%

0.01%

0.00%

0.01%

0.00%

0.00%

0.01%

0.01%

0.01%

0.01%

0.00%

0.00%

0.01%

0.01%

Source: PNAD. C
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94 ASSETS, MARKETS AND POVERTY IN BRAZIL

Durable Goods

According to the 1996 PNAD, access rates of poor families to durable goods
in Metropolitan Brazil are as follows:

• Basic goods: stove (99.6 percent), water filter (57 percent), refrig-

erator (85 percent), radio (93 percent), TV (92 percent);

• Luxury goods: telephone (13 percent), color TV (73 percent), freezer

(9 percent) and washing machine (23 percent).

These access rates are, in general, higher when the sample of non-poor
individuals is used: (a) basic goods: stove (99.9 percent), water filter (71
percent), refrigerator (98 percent), radio (98 percent), TV (98 percent) and
color TV (94 percent); (b) luxury goods: telephone (39 percent), freezer (27
percent) and washing machine (57 percent).

Public Services

Access to basic public goods and services such as water, sewage, electricity,
communications, and public transportation is easy to measure using stan-
dard household surveys. According to the 1996 PNAD, access to public ser-
vices is more pronounced among the non-poor population: 98 percent had
access to running water, 89 percent to sewage, 100 percent to electricity and
94 percent to garbage collection. Access rates for the poor were 90 percent to
running water, 74 percent to sewage, 99 percent to electricity and 80 percent
to garbage collection. There is a monotone increase of all these indices of

access to public services from the first to the last tenth of per capita income

distribution. The increase in non-access rates from the first to the tenth decile

for each of these public services is 73 percent to 99 percent for running wa-
ter, 73 percent to 98 percent for sewage, 99.5 percent to 100 percent for elec-
tricity and 80 percent to 99 percent for garbage collection.
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Transportation Infrastructure

The question used in the PNAD to capture the quality of transportation
was: "How long does it take for you to get to work?"4 This information can
be used to assess the transportation cost evaluated at the individual hourly
wage rate. Nevertheless, it is not possible to know the exact combination
between public and private transportation infrastructure that has led to that
outcome. The differences between the poor and the non-poor are not sig-
nificant: 50 percent of both spend less than 30 minutes commuting.

Human Capital

Completed Years of Schooling

The relationship between completed years of schooling and poverty is clear
from the evidence presented in the previous sections. As shown in Table 3.3,
the average number of completed years of schooling of the household head
for the poor and the non-poor is 4.7 and 7.2 years, respectively. Similarly,
the spouses of poor families also present on average two years less schooling
than spouses in the non-poor population: 4.6 and 7 years, respectively. This
point is noteworthy, since completed years of schooling is probably the best
approximation to permanent earnings found in Brazilian household sur-
veys.

Age and Experience

The common approximation to experience used in household surveys is
age, the effects of which on poverty play a central role in this study. This is
basically an attempt to capture the life-cycle pattern, if any, of poverty. Ac-
cording to the 1996 PNAD, the average ages of the household head and spouse

in poor families are 41 and 38 years, respectively, while the same variables in
the non-poor population are 45 and 41 years, respectively. This two to three-
year difference may indicate a slight downward trend of poverty incidence

measured by the head-count ratio across the life cycle. That is, as family

4 Data were computed only for those who reported going straight to work. These data corre-
spond to 96 percent of household heads and 97 percent of spouses in the sample.
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96 ASSETS, MARKETS AND POVERTY IN BRAZIL

heads acquire more experience, or accumulate other sorts of capital, the prob-
ability of escaping poverty increases.

Social Capital

Social capital can be understood in a broad sense by a variety of types of
coordination mechanisms (or institutions) that affect the social and private
returns of public and private assets. The complementarity between this type
of capital and other types of capital is essential in understanding the con-
cept of social capital. For example, the organization of production factors
will be a key determinant of the returns obtained from a given amount of
accumulated physical and human capital.

Association and Trade Union Membership

A first set of social capital indicators, shown in Table 3.4, is related to enroll-
ment rates in trade unions and non-community association activities. There
is an inverse relationship between membership rates in such organizations
and poverty (18 percent for poor household heads and 33 percent for non-
poor ones). Consistent with this result is the fact that household heads with
higher levels of formal education have higher probabilities of being mem-
bers of those organizations. The universe of those who are not members of
trade unions or noncommunity associations today but were members in
the last five years is much closer (15 percent for poor household heads and
16 percent for non-poor ones). The rates of effective current participation
in these activities are much lower in both groups. Only 2.9 percent of poor
household heads attend at least one meeting per year, compared to 6.5 per-
cent among the non-poor.

Membership rates in community associations are much lower (12 per-
cent for poor household heads and 15 percent for non-poor ones) and more
uniformly distributed along the income distribution scale than the rates for
trade unions and noncommunity associations mentioned above. Neverthe-
less, the proportion of people who attend at least one meeting per year is
higher for community associations than for the other associations analyzed.
Note that the discrepancy in membership rates between poor and non-poor
household heads (especially controlled for intensity) is also smaller for com-
munity associations.
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Table 3.4. Asset Possession Profile of the Poor and Non-Poor: Schooling,
Memberships and Political Activities

Human capital

Schooling strictly greater than
Head Father

Mother
Spouse Father

Mother

Specific human capital
Completed vocational

technical training equivalent
Expect to work in the same

occupation in the next 5 years
91
96

Find it difficult to adapt to new
equipment

91
96

Trade union and noncommunity
association membership

% Trade union and association membership
Total

Occupied
% Attends at least one meeting per year
% Attends at least four meetings per year
% Is not a member today, but was in the

last 5 years

Community associations
% Membership
% Attends at least one meeting per year
% of those who are members
of neighborhood associations

Religious associations
% Atheist

Political activities
% Members of political parties
% Participants in political party activities
% with link to political parties
Does not use any source
of information to decide voting

Of those that use source of information:
% that use TV to decide voting
Knows the correct name of president
Knows the correct name of mayor,

governor and president

Poor
36.03
38.10
34.84
37.84

Poor

8.26

57.61
78.45

17.12
17.13

Poor

18.17
23.63

2.85
1.94

14.92

Poor
11.61
9.32

39.49
36.62

5.83

Poor
3.33

43.54
19.10

41.46

61.72
76.59

62.15

0.23%
0.24%
0.23%
0.24%

0.13%

0.24%
0.20%

0.18%
0.18%

0.19%
0.21%
0.08%
0.07%

0.17%

0.16%
0.14%

0.24%
0.24%
0.11%

0.09%
0.24%
0.19%

0.24%

0.24%
0.21%

0.24%

Non-Poor
42.19
45.50
43.88
46.26

Non-Poor

17.23

67.29
83.44

16.59
16.70

Non-Poor

32.62
38.26

6.51
4.57

16.51

Non-Poor
14.64
11.28

25.86
34.10

6.54

Non-Poor
5.55

37.20
24.76

33.37

66.58
89.61

78.50

0.22%
0.23%
0.23%
0.23%

0.17%

0.21%
0.17%

0.17%
0.17%

0.21%
0.22%
0.11%
0.09%

0.17%

0.16%
0.14%

0.20%
0.22%
0.11%

0.10%
0.22%
0.20%

0.21%

0.21%
0.14%

0.19% C
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98 ASSETS, MARKETS AND POVERTY IN BRAZIL

Analysis of the composition of community associations revealed a
greater importance among the poor of neighborhood associations (39 per-
cent for poor household heads and 26 percent for non-poor ones) and reli-
gious associations (37 percent for poor and 34 percent for non-poor).

Political Activities

As indicated in Table 3.4, rates of formal affiliation with political parties are
quite low (3.3 percent for poor household heads and 5.5 percent for non-
poor ones), especially in light of the fact that the analysis is restricted to the
six main Brazilian metropolitan regions. The rate of participation of those
who are members of political parties is relatively high, especially among the
poor (44 percent for poor household heads and 37 percent for non-poor
ones). The low affiliation rates can be a result of pressures to actively partici-
pate that result from political affiliation.

Given the low rate of formal affiliation with political parties, a less
stringent measure is to sympathize with a political party (19 percent of poor
household heads and 25 percent of non-poor ones). The qualitative results
yielded by the two concepts are similar, including their relative constancy
along the income distribution. One final set of questions on political lit-
eracy shows that 77 percent of poor household heads (90 percent of non-
poor ones) knew the correct name of the Brazilian President (Fernando
Henrique Cardoso). When the more stringent condition was imposed—that
the household head know the names of the respective governor and mayors
as well—these statistics fell to 62 percent and 79 percent, respectively.

Poverty and the Income-Generating Impact of Assets

A decisive step in studying the role played by capital accumulation in the
income-generating potential of the poor is to look at the relationship be-
tween the possession of different assets and poverty outcomes. The previ-
ous section analyzed access to different types of capital among the poor
and non-poor. This section turns to the possible impact of these assets on
poverty, considered jointly and controlling for demographics. The aim is
to help determine the type of capital-enhancing policies that should be
implemented.
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The impact of human capital and physical assets on poverty will be
studied together using the 1996 PNAD at the national level, while the effects
of social capital will be examined using the special supplement of the monthly
employment survey (PME) from 1996.

Physical and Human Capital and Poverty

This subsection summarizes the relationship between the probability of be-
ing poor with demographic variables and various aspects of physical and
human capital. Table 3.5 presents the basic logistic regression estimates.

Omitted here is the analysis of demographic and regional control vari-
ables. The analysis moves directly to the dummy variables representing ac-
cess to different types of physical capital. These variables include both durable
goods and housing as well as access to public services. The relationship be-
tween poverty and access rates to physical assets suffers from severe simulta-
neity problems. Nevertheless, a logistic regression may shed some light on
the existing relationship (no causality implied in this case) between the pos-
session of each type of asset and poverty outcomes.

Almost all physical capital parameter estimates in the final model were
statistically significant at 95 percent confidence levels and present expected
signs, in the sense that having access to a given asset, in general, implies a
lower probability of being poor. The exception is access to electricity, with a
negative sign. Higher coefficients are found for luxury durable goods and
public services such as urban garbage collection (-0.39), a telephone (-0.67)
and a washing machine (-0.65).

The relationship between poverty and human capital accumulation is
less likely to be affected by simultaneity problems, since the former variable
is largely accumulated before people enter the labor market. This means
that one can interpret the relationship between poverty and school attain-
ment in a casual manner.5 Coefficients for years of schooling of household
heads and spouses were around 0.1 and precisely estimated.

Variables referring to the educational status of the fathers of house-
hold heads and spouses were also included in the model in order to capture

5 For example, families with literate household heads and spouses have 56 percent and 36
percent less chance of being poor, respectively, when compared with families with illiterate

household heads.
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100 ASSETS, MARKETS AND POVERTY IN BRAZIL

Table 3.5. Logit Model of Poverty and Human and Physical Capital:
Analysis of Parameter Estimates

Variables

HEAD COLOR

HEAD EXPERIENCE

HEAD EXPERIENCE

HEAD SCHOOLING

SPOUSE SCHOOLING

HEAD FATHER

SCHOOLING

SPOUSE FATHER

SCHOOLING

HEAD EMPLOYED

SPOUSE EMPLOYED

HEAD MIGRANT

METROPOLITAN

CORE1

LARGE URBAN'

MEDIUM URBAN'

SMALL URBAN1

RURAL1

ELECTRICITY

WATER SUPPLY

URBAN SEWAGE

URBAN GARBAGE

COLLECTION

TELEPHONE

REFRIGERATOR

WASHING MACHINE

COLOR TV

RADIO

APARTMENT

SOLID WALLS

Number of observations

Observations

White

Age

Age squared

Completed years

of schooling

Completed years

of schooling

Completed years

of schooling

Completed years

of schooling

Yes

Yes

Yes

Between 100,000

and metropolitan

Between 20,000

and 100,000

Less than 20,000

inhabitants

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

Has access to

: 38,698;

Estimate

-0.4298

0.1055

-0.0014 **

-0.1046 **

-0.0948

-0.0269

-0.0354

-1.4012 **

-0.7315

-0.1645 **

0.1660 **

-0.0163

-0.0684

0.1033

0.1424

0.2471 **

-0.2979 **

-0.2342

-0.3916 **

-0.6713

-0.6343

-0.6470 **

-0.6015 **

-0.1490

-0.4506

-0.0724

Value

t-Statistic

-14.9756

18.1897

-14.0000

-19.3704

-17.8868

-3.4935

-4.5974

-32.0641

-25.2241

-5.6336

3.3468

-0.3247

-1.3333

1.9981

2.6273

3.5351

-6.3518

-6.9086

-10.9081

-15.0854

-14.0022

-17.3458

-16.7083

-2.9681

-5.3643

-1.9462

DF

Deviance

48142.33

48064.62

48053.14

39801.87

38234.22

38130.38

38026.76

37283.03

36954.01

36710.34

36645.68

36483.95

36323.87

36304.32

35902.12

35742.54

35347.83

35125.55

34879.08

34347.90

33892.99

33512.85

33224.13

33214.95

33183.20

33179.42

Value/DF

Log likelihood: -16680.8932;

Pearson Chi-Square: 42416.600 39000 1.097

*At 90% confidence level. **At 95% confidence level.

1 The omitted category is the metropolitan periphery.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 101

household educational background. The coefficients of these variables were
between one-third and one-fourth the coefficients for the actual educational
attainment of household heads and spouses. This points out the relative
importance of the intergenerational transmission of human capital.

Experience, a type of human capital proxied by age, presents a poverty
reduction effect. Age squared was positive and significant, indicating the
occurrence of decreasing returns to experience. Finally, dummies for the
employment status of household heads and spouses presented a negative
sign. These dummies can be interpreted as a measure of the rate of utiliza-
tion of accumulated human capital. The life cycle profile of mean earnings
and occupation rates will be analyzed below.

Social Capital and Poverty

This subsection summarizes the relationship between the probability of be-
ing poor with various sorts of social capital, together with demographic and
human capital variables similar to those used in the previous subsection.
The difference is that here the 1996 PME supplement is used as a data source
to take advantage of the social capital variables included in the question-
naire. It should be pointed out that PME income concept and geographic
dimensions are more restrictive than those in the PNAD data used in the
logistic regressions. PME income data include only labor earnings in the six
main metropolitan regions. On the other hand, a broader sample is used
here that also includes single-parent households. The idea is to assess the
influences of the presence of spouses on poverty outcomes. In order not to
crowd the analysis, the characteristics of spouses were not used as explana-
tory variables. Table 3.6 presents the logistic model estimated.

All variables were statistically significant and presented the expected
sign. An analysis was made of the likelihood ratio of the two states assumed
by each dummy variable used. In other words, instead of analyzing the esti-
mated coefficients, the impact of the different variables on the chances of
being poor is examined directly. The analysis shows that human capital vari-
ables of the household head and his or her parents present the expected
signs. Male-headed households present a 20 percent lower chance of being
poor than female-headed households. The presence of a spouse in the house-
hold reduces the probability of poverty by 23 percent. This result indicates
the importance of marriage as a basic unit of social capital. The dependency
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102 ASSETS, MARKETS AND POVERTY IN BRAZIL

Table 3.6. Logit Model of Poverty and Social and Human Capital: Analysis of
Parameter Estimates

Head schooling

Head schooling

Head father schooling

Head father schooling

Head mother schooling

Gender

Is there a spouse

in the family?

Dependency ratio

Head race

Working class

Working class

Working class

Working class

Trade union membership

Has link with political

parties

Knows correct name

Knows correct name

Number of observations:

Illiterate

Above 8 complete years

Illiterate

Above 8 complete years

Above 8 complete years

Male

Yes

Up To 2. 5

Black or indigenous

Employees (w/card)

Public servant

Self-employed

Employer

Yes

Yes

Of president

Mayor, governor

and president

18,308;

Estimate

0.6183 **

0.6881 **

0.1853 **

-0.1223

-0.1780 **

-0.2289 **

-0.2564 **

-2.4522 **

0.8305 **

-0.9821 **

-1.1663 **

-0.6066 **

-1.7377 **

-0.4647 **

-0.1323 **

-0.2341 **

-0.1722 **

DF

t-Statistic

14.8273

-16.9483

2.5314

-1.8092

-3.8034

-3.3612

-2.6190

-64.5316

13.2035

-21.0300

-17.1263

-12.2298

-33.6112

-8.5896

-3.1727

-3.5470

-3.1830

Value

Deviance

21228.03

19965.82

18312.36

19202.28

19037.88

18454.91

18607.01

22151.23

18289.87

19429.58

18454.91

18269.70

18948.23

21274.56

21228.03

21127.46

21274.56

Value/DF

Log likelihood: -10371. 4604;

Pearson Chi-Square: 18000.00 18206.932 0.996

Statistically significant at 90% confidence level. **Statistically significant at 95% confidence level.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 103

ratio and the race of the household head present the expected signs. Work-
ing class status of the household head turns out to have important effects on
reducing the probability of being poor: the universe of employees with a
union card has a 73 percent lower chance of being poor than those without
one. The same statistics for other working classes are public servant, 69 per-
cent, self-employed, 45 percent, and employer, 78 percent.

The analysis of other variables related to social capital reveals that trade
union membership reduces by 37 percent the chances of being poor, while
links to political parties reduce it by less than 9 percent. Finally, political
literacy questions show that knowing the president's name is associated with
a 21 percent reduction in the chance of being poor.

Dynamic Aspects of Poverty and Asset Holdings

The last effect of increasing asset holdings is to improve the ability of poor
people to deal with adverse changes in income. The role played by the con-
sumption-smoothing properties of assets depends on the significance of these
changes and the state of development of financial markets (i.e., asset, credit
and insurance segments). Therefore, the assessment of this last effect requires
an analysis of the dynamic properties of the income processes of poor people
and an evaluation of institutions that constrain their financial behavior.

The dynamics of earnings are an essential determinant of asset hold-
ings and of the level of people located at the lower tail of income distribu-
tion. This section assesses three short-run dynamic issues that are
inter-connected: (i) the extension of per capita earnings volatility measured
at an individual level; (ii) the intensity of movements into and out of earn-
ings-based poverty; and (iii) the impact of the period used to measure in-
come on aggregate poverty measures.

Volatility of Per Capita Earnings of the Poor and Non-Poor

In Brazil, the dynamics of per capita earnings can be measured using longi-
tudinal information from the PME. The PME replicates the U.S. Current
Population Survey (CPS) sampling scheme, attempting to collect informa-
tion on the same dwelling eight times during a period of 16 months. More
specifically, PME attempts to collect information on the same dwelling dur-
ing months t, t+1, t+2, t+3, t+12, t+13, t+14, t+15.
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104 ASSETS, MARKETS AND POVERTY IN BRAZIL

The first aspect to be analyzed here is the extent of per capita short-
run volatility in poor and non-poor Brazilian households. Besides mean
earnings levels and dispersion, earnings volatility constitutes a key determi-
nant of the level of social welfare. The longitudinal information used in this
analysis was obtained by first concatenating observations of the same indi-
viduals during four consecutive observations.6 The average temporal vari-
ance of individual log per capita earnings across four consecutive months
was then calculated. The inspection of these time series of temporal vari-
ability of earnings indicates the presence of bumps in the series that coin-
cided with inflation peaks followed by stabilization plans in 1986,1990 and
1994. These bumps indicate the influence of inflationary instability on per
capita income volatility.

The average temporal variance of log per capita earnings of the poor
corresponds to 0.158 over 1983-96. This statistic is more noisy than the cor-
responding ones found for the non-poor population (0.124). Furthermore,
this is a robust result across time, since it holds for all 182 months in which
this statistic was calculated. A similar exercise used the median household
head's education as the criterion to separate the poor from the non-poor.
Families with little human capital presented a variability of per capita earn-
ings equal to 0.139, while the corresponding statistic for the rest of the popu-
lation was slightly higher, at 0.143.

Poverty Dynamics

A high degree of social mobility is normally viewed as a positive attribute
for a society. However, depending on how social mobility is defined and
measured, one can end up labeling part of the existing income instability as
social mobility.7 For one thing, if a strictly positive economic variable such
as consumption is being measured, higher variance, translated as risk, could
be perceived as a positive quality, in the sense that when one can only get
better, higher variability enhances the person's chances of moving out of the
bad state. This subsection presents unidirectional measures of per capita
earnings mobility. In particular, the transition probabilities into and out of

6 For people successfully observed eight times, each block of four consecutive observations
was treated separately.
7 The distinction between circular and structural mobility is key here.
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Table 3.7. Transitions into and out of Poverty, 1996-98

Sample Total Total Low Low High High

population population schooling schooling schooling schooling

Period Movement IN OUT IN OUT IN OUT

12 months

12 months

1 month

4 by 4

1 by 1

1 by 1

9.77%

8.95%

8.21%

24.84%

27.00%

25.23%

13.24%

12.48%

9.64%

21.51%

23.60%

22.56%

6.30%

5.42%

6.77%

28.18%

30.40%

27.90%

Source: PME.

poverty are estimated according to different horizons.8 Estimates of these
transition probabilities for 1996-98 are presented in Table 3.7.

Given the basic poverty line used, they reveal the following:

(i) When transitions are compared at a four-month period one year
apart, the probabilities of entering into and leaving poverty are 9.77
percent and 24.84 percent, respectively;

(ii) When two isolated months are compared one year apart, these
probabilities are 8.95 percent and 27 percent, respectively;

(iii) On a month-by-month basis, the entering and exiting probabili-
ties are 8.21 percent and 25.23 percent, respectively.

The magnitude of these transition probabilities reveals a degree of
mobility into and out of poverty that is greater than expected.

When the sample is split between poor and non-poor according to the
household head's median school level, there are, as expected, higher enter-

8 Formally, t = P[Y2<L\Y1>L] and s = P[Y2>L\YKL] where Yi is income in period i and L is
the poverty line used. Assuming the environment is time-homogeneous and a steady-state has
been reached, these transition probabilities, t and s, measure the proportion of non-poor
households becoming poor each month and the proportion of poor households escaping
poverty each month, respectively. If a Markovian process is assumed, then these transition
probabilities still have this interpretation, even if the steady-state has not yet been reached.
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106 ASSETS, MARKETS AND POVERTY IN BRAZIL

ing probabilities and lower exiting probabilities for families that have little
human capital. For example, the probability of entering poverty between
12-month periods, based on four-month period earnings, is 13.24 percent
for the poor and 6.3 percent for the non-poor. The corresponding poverty
exiting probabilities are 21.51 percent for people with little human capital
and 28.18 percent for the remaining population.

Temporal Aggregation

The final exercise compares different poverty measures using two different
windows to measure earnings: one-month and four-month periods. To be
sure, poverty measures are compared for a period of four consecutive months
using average per capita income and the results obtained treating each ob-
servation independently. Table 3.8 presents yearly averages of FGT poverty
indexes (PO, PI and P2) over 1985-96.

The difference between the poverty measures using the four-month
and the one-month periods is striking, especially as the analysis moves to
measures that take into consideration inequality among the poor. During
the whole period, the differences amounted to 11 percent for PO, 24 percent
for PI and 32 percent for P2. In certain periods of high economic instability,
such as 1989, the difference of the squared poverty gap (P2) reaches an an-
nual average of more than 40 percent.9

To evaluate the suitability of different windows of income measure-
ment implicit in poverty measures, it is necessary to make explicit hypoth-
eses about the functioning of capital markets. The reason is because people
extract utility from consumption and not from labor income itself. The op-
eration of capital markets allows consumption-smoothing in spite of earn-
ings fluctuations. In a complete market setting, the relevant concept of income
would correspond to the permanent income over the planning horizon of
the individual. On the other hand, the existence of capital market failures
would imply the imposition of restrictions on the period used to measure

9 Similarly, the estimates reveal that poverty, by all three FGT measures, is higher when deter-
mined by the distribution of per capita consumption than by the distribution of per capita
income. The headcount for Sao Paulo based on income data is 0.31, whereas the correspond-
ing headcount based on consumption data is 0.42.
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Table 3.8. Poverty Measures, Yearly Averages

Poverty Index

Time Period

PO

4-Month 1 -Month (4X)

P1

4-Month 1 -Month (4X)

P2

4-Month 1-Month (4X)

85

86

87

88

89

90

91

92

93

94

95

96

0.23661

0.15484

0.15918

0.16677

0.15907

0.18763

0.23720

0.31018

0.30660

0.32546

0.25592

0.22835

0.26116

0.18218

0.18941

0.19694

0.19528

0.22240

0.26579

0.33694

0.33632

0.35277

0.28541

0.25284

0.11577

0.07600

0.07648

0.07845

0.07492

0.08699

0.11157

0.15155

0.15418

0.16398

0.12674

0.11398

0.14564

0.10536

0.10621

0.10980

0.11176

0.12264

0.14434

0.18682

0.19305

0.20348

0.16394

0.14860

0.08113

0.05448

0.05443

0.05509

0.05336

0.05977

0.07597

0.10356

0.10845

0.11413

0.08921

0.08098

0.11261

0.08494

0.08403

0.08724

0.09004

0.09502

0.10982

0.14154

0.15086

0.15775

0.12878

0.11886

Source: PME.

earnings. In other words, capital market failures truncate the horizon in which
agents can implement their decisions. In this case, it makes sense to use
shorter periods of poverty measurement.

Short-Run Financial Behavior of the Poor

This section examines the effects of the short-run earnings dynamics on the
financial behavior and welfare of poor households.

A profile of poor savers begins to take shape according to the ABECIP
consumer finance surveys. ABECIP surveys during 1987 show that 47 per-
cent of adults did not possess any financial asset. This statistic rises to 70
percent in the poor segment of the population. These surveys also reveal
that the most popular financial assets in Brazil are savings deposits
(cadernetas de poupanca). Of poor people who held any asset, 95 percent
held only savings deposits. This means that little is lost if analysis of the
financial holdings of the poor is restricted to savings deposits. In 1987, there
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108 ASSETS, MARKETS AND POVERTY IN BRAZIL

were 70 million active savings accounts in Brazil. Of course, each person can
hold more than one account, but ABECIP data show that the average num-
ber of accounts per user of savings deposits was 1.42.

An initial explanation for the popularity of savings accounts is the
minimal requirements imposed on people to open them. The requirements
are minimal because of the operational simplicity of the monthly capitali-
zation period of savings accounts. The philosophy adopted when savings
deposits were first introduced implied the absence of entry barriers in offi-
cial institutions, like Caixa Economica Federal. In 1987, 36 percent of own-
ers of savings accounts had deposits in this institution.

An indication of the easy access to savings accounts is found among
the explanations offered by respondents for not having one. The response
"opening limit way too high" appears with a null proportion even in the
poorest segments of the population. On the other hand, difficult access to
other assets besides savings deposits is captured by the fact that no poor
adult chose as an explanation for not having a savings account that he or she
prefers to use another asset. At the same time, 37 percent of the high-in-
come group presented this justification for not having an account.

As expected, average savings balances of the poorest depositors were
lower than those of higher income brackets: 5.1 minimum wages against
21.8 minimum wages. However, the ratio between average balances to in-
come was higher in the group of poor owners of savings accounts: 2.5 as
compared to 1.1. If the zero balances of individuals who did not hold sav-
ings deposits are computed as well, the ratios between average balances and
income between these two income groups become more similar, reaching
0.72 and 0.64, respectively. This result maybe attributable to the higher port-
folio diversification of higher income groups. At the same time, it reinforces
the importance of savings deposits among the poorest segments of the Bra-
zilian population.

The automatic determination of nominal interest rates of savings de-
posits at 0.5 percent per month plus lagged monetary correction implies
that transitions towards higher inflation rates generated real interest rate
losses. Similarly, transitions towards lower monthly inflation rates were fol-
lowed by increases in the real interest rates of savings deposits. For example,
the inflation rise observed after the failure of the Cruzado Plan in 1986 (from
3 percent to 20 percent per month in one year) implied an erosion of 14
percent on the real value of savings deposits. This lagged monetary correc-
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 109

tion mechanism was not always understood by economic actors. According
to the 1985 ABECIP survey, 18 percent of people who did not finish primary
school agreed with the proposition that the nominal interest rate of savings
deposits always surpasses the inflation rate. At the other extreme, only 3
percent of respondents with a university degree agreed with this proposi-
tion.10

Among the characteristics recognized as important by deposit hold-
ers, risk, captured through such phrases as "security" or "warranted by the
government," appears in first place among both the poorest and wealthiest
segments of the population. Second is "expected return," among 26 percent
and 40 percent, respectively. "Liquidity" is third at 5 percent and 6 percent,
respectively. The phrase "easy to use" represented 4 percent and 3 percent of
answers, respectively.

The poorest segments appear to attribute a higher value to risk. On
the other hand, expected return appears to be more important among the
wealthiest groups, reflecting the higher margin of substitution between as-
sets observed. The low importance attributed to liquidity is explained by the
monthly capitalization period of savings deposits. This low liquidity im-
posed difficulties in the use of savings deposits as a flight-from-money
mechanism in the interval between wage payments.

Most operations with savings deposits presented a high frequency. The
average amount of time since the last deposit was 6.9 months for the poor-
est segment and 3.7 months for the higher income bracket. On the other
hand, the average time since the last withdrawal was 4.9 months and 5.2
months, respectively.

The main reasons for not intending to make savings deposits in the
next few months were not having any money or having too little (90 percent
for the poorest segment and 46 percent for the wealthiest). On the other
hand, the main motivation presented for intending to withdraw money from
savings deposits in the next few months was to complement the household
budget (83 percent for the poorest segment and 36 percent for the wealthi-

10 Anecdotal evidence of the difficulty faced by the poor in dealing with inflationary com-
plexities is that the only asset to which the poor presented higher access rates was bonuses
from Baii da Felicidade. These assets were well known for not offering any type of monetary
correction.
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est). These reasons, combined with the high frequencies of savings deposits
and withdrawals, suggest a consumption-smoothing process with respect to
short-run fluctuations in family income.

The consumption-smoothing process appears to be more intense
among the poorest savings deposits holders. This is consistent with evidence
of a high variability of family income at the lower end of the distribution
mentioned above. The high frequency and the low duration of poverty spells
can be explained by unemployment spells with similar characteristics, like
those frequently reported for Brazilian labor markets. Although the response
that the person is unemployed explains little about ex-post savings deposit
withdrawals, the unemployment motivation can be implicit in more gen-
eral justifications presented. The most important reasons given for making
a withdrawal from savings were to complement the household budget (56
percent for the poorest segment and 26 percent for the wealthiest) and for
an emergency (21 percent for the poorest segment and 22 percent for the
wealthiest).

Another possible reason for the high variability of family incomes
would be the combination of high inflation and infrequent nominal wage
adjustments, generating a saw-toothed pattern of real wages. A simple inter-
pretation for the high frequency of deposits and withdrawals—to comple-
ment the household budget—would be to smooth the saw-toothed patterned
fluctuations in income on the consumption path (see Neri, 1990).

Conclusions

This chapter has attempted to establish a basis for research on the relation-
ship between poverty and asset markets in Brazil. The chapter has com-
bined annual household survey data with monthly employment surveys and
a survey on consumer finances. The combination of these sources of infor-
mation sheds some new light on the nature of poverty and on the connec-
tion between assets and poverty, since it makes possible for the first time an
assessment of the level and distribution of physical, human and social capi-
tal in Brazil. The chapter provides a threefold map of the different effects
that the possession of these different assets may have on poverty, and asks
whether income-earning assets play an important role in cushioning the
consumption of poor families from unexpected shocks.
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One of the main conclusions is that the poor have incentives to save
because they need to build up buffer stocks to face unexpected income fluc-
tuations. However, since they are continuously exposed to shocks they are
only able to have high frequency saving, rather than long-term accumula-
tion necessary to build up an asset stock. The ability to build up these stocks
will therefore be limited by instability. In the absence of adequate insurance
mechanisms, uncertainty becomes a restriction to acquiring more assets.
Moreover, uncertainty induces investment in relatively unproductive (but
liquid) assets, such as cash holdings instead of other assets with a longer run
return, such as human capital.

Insurance mechanisms or a stable environment will therefore act in
favor of a more equitable distribution of assets. Public policies oriented in
this direction may have a long-lasting positive effect on the standard of liv-
ing of the poor.
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CHAPTER FOUR

From Quantity to Quality:
Human Capital and Income in Chile

Dante Contreras and Osvaldo Larranaga1

Insufficient income, which constitutes the definition of poverty, is ultimately
a response to the lack of income-generating assets, or to the low return on
existing assets. The principal asset associated with individual income is hu-
man capital; that is, the acquired capacities that permit people to generate
wealth by applying their labor. Possession of physical assets can also provide
income, either through direct exploitation, as in the case of independent
workers, or indirectly from property rights to business assets. Lastly, there
are more intangible assets: public capital, which provides benefits for the
community as a whole, and social capital related to forms of interaction
between people, which can be functional in the generation of income.

This chapter examines the links between the possession of assets and
poverty in Chile. The research uses homogeneous household surveys from
1987 to 1996. These surveys make possible a study of the association be-
tween human capital and income, though not in relation to physical capital.

Antecedents

Measurements of poverty are relatively new in Chile. The first study was
based on a 1968 income survey conducted by the National Institute of Sta-
tistics. This survey used a methodology that defines as poor any household
whose per capita income is below a threshold or poverty line, calculated as
the cost of a basket of goods and services that satisfies a set of basic needs.

1 The authors are members of the faculty of the Department of Economics of the University of
Chile.
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During the 15 years that followed, isolated measurements of poverty were
carried out. Some used the same methodology (Pollack and Uthoff, 1986;
Rodriguez, 1985), while others were based on specific unsatisfied thresholds
of achievement in areas such as education, nutrition and housing. This lat-
ter approach was used to prepare poverty maps based on population cen-
suses.

Consistent and homogeneous measurements of poverty have only been
available since 1987, when the National Socioeconomic Survey began. Known
by its Spanish acronym CASEN, the survey is carried out approximately ev-
ery two years and provides national and regional coverage for a subset of the
country's municipalities (comunas). Its original objective was to estimate
the distributive incidence of social programs; in practice, however, the sur-
vey has become the official source for measuring poverty and income distri-
bution in Chile.

In order of importance, proximate determinants of poverty at the
household level are the following: low levels of labor income among the
employed, low household rates of labor participation, high rates of unem-
ployment affecting poor households, and the number of people who live in
the representative poor household.2

In addition, the dependency rate, defined as the number of people
who depend on each employed person, is almost three times higher in poor
households than in those with middle incomes. Contrary to expectations,
however, household type—whether nuclear, enlarged or extended—has no
relationship to poverty. This can be interpreted as an adaptation of house-
hold type to the income situation.

With regard to women and poverty, labor participation by female
spouses contributes significantly to household income. This introduces an
association between paid work by women and the probability that the house-
hold is classified as poor. This association, though, has little relevance at the
aggregate level because of lower labor participation by women in the middle
and lower income strata. It also shows that female-headed households are
more likely than others to be poor, particularly households headed by a young
woman. The absolute number of households in this condition is nonethe-
less relatively small, a reflection of their low economic viability.

2 See Raczynski and Larranaga (1995); World Bank (1997); Contreras and Larranaga (1998).
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These poverty profiles confirm the importance of a life cycle approach
that relates the ages of the household head and spouse to the household's
per capita income. Thus, it can be deduced that poverty is in part transitory,
that is, related to low incomes associated with the early stages of the house-
hold. The reference period, however, can be sufficiently long (e.g., between
20 and 39 years of age), for this "transitory" poverty to be a concern of pub-
lic policy.

Empirical Analysis

This section presents descriptive statistics and a decomposition analysis on
poverty in Chile. The material covers both the long term, in the case of
Santiago, and the last decade of high economic growth, for which detailed
information is available for the whole country.

The Long Term

The construction of a long-term series for Chile is restricted by the avail-
ability of only relatively recent information on poverty. The main long-term
source is the surveys of employment and unemployment by the Depart-
ment of Economics of the University of Chile since 1957 in Greater Santiago
(representing one-third of the country's population). The survey is quar-
terly, with an annual income module. It should b%o4borne in mind that the
survey is not designed to accurately reflect incomes, so when it is used to
construct a poverty series, its results have to be interpreted as general trends.

Figure 4.1 shows an unpublished poverty series constructed from per
capita income and the official poverty line currently used in Chile. In gen-
eral terms, the poverty trend replicates the country's economic history during
the last 40 years. Levels of poverty increase significantly in periods of macro-
economic crisis (1973-76 and 1982-86) and decrease during periods of eco-
nomic boom (1978-81 and 1987-96). The trend also seems to follow periods
of a more activist public policy with redistributive objectives (1968-72).

This result should not be surprising, considering that the poverty trend
is the result of fluctuations in the level of per capita income and its distribu-
tion (in the case of a constant poverty line). A note of caution is necessary
regarding the hyperinflationary phenomenon of 1973, however, which could
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Figure 4.1. Measure of Poverty in Greater Santiago, 1957-97

1 An adult equivalent scale.
Source: Department of Economics, University of Chile.

seriously distort the price deflators used to construct the poverty series.
Hence, the subperiods of 1957-71 and 1975-96 are more consistent relative
to the period as a whole.

Poverty over 1987-96

In Chile, the decade from 1987-96 was a period of rapid economic growth,
with average annual per capita income growth of 5.6 percent. At the same
time, the percentage of poor households was cut in half, from 45.1 percent
in 1987 to 23.2 percent in 1996. However, the distribution of incomes has
remained relatively constant.

Table 4.1 presents poverty measures for 1987,1992 and 1996. The years
selected are reasonably representative of the decade under study, which does
not present structural or economic changes that would require a more de-
tailed subdivision. The measures used correspond to the three classic Fos-
ter-Greer-Thorbecke (FGT) poverty indices: percentage of poverty, poverty

(Without EEE - Poverty Line: 1994 = 30,100 pesos per month)
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Table 4.1. Poverty and Income Inequality, Chile, 1987-96

Poverty rate1 (%)

Quintile 5/Quintile 1 (%)

Participation, quintiles 3 & 4 (%)

Without EEE2

Poverty rate (%)

Poverty gap (%)

FGT-2 (%)

Gini index

With EEE

Poverty rate (%)

Poverty gap (%)

FGT-2 (%)

Gini index

Without EEE (2PPP)3

Poverty rate (%)

Poverty gap (%)

FGT-2 (%)

With EEE (2PPP)

Poverty rate (%)
Poverty gap (%)

FGT-2 (%)

1987 1990

45.1 38.6

13.3 12.9

30.7 30.1

1987

44.9

19.1

10.7

0.57

1987

36.0

13.5

7.1

0.56

1987

23.6

8.5

4.4

1987

15.5

5.1

2.6

1992 1994

32.6 27.5

12.2 13.1

30.3 30.2

1992

29.4

10.4

5.2

0.56

1992

20.1

6.3

3.0

0.54

1992

12.5

3.8

1.9

1992

6.4

2.1

1.1

1996

23.2

13.8

30.7

1996

23.1

8.2

4.2

0.56

1996

15.5

5.1

2.6

0.55

1996

10.1

3.3

1.7

1996

5.5

2.0

1.2

1 The percentage of poor people according to official measurements.
2 An adult equivalent scale.
3 Purchasing power parity equivalent to US$2 daily per person.
Source: CASEN Surveys, respective years.

gap, and square of the poverty gap. For each measure, two variants are iden-
tified with respect to the poverty line: the official line, which in 1996 was
US$94.70 per month according to the exchange rate adjusted by purchasing
power parity (PPP),3 and a line for international comparison of US$60
monthly (US$2 daily) per inhabitant. Two variants were also used for the

3 Only the official poverty line mentioned is used in this work. No distinction is made between
urban and rural poverty, as is done by the official measures in the Chilean case. See discussion
in World Bank (1997).
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equivalent of scale: the official version for the Chilean case, which does not
consider adjustments for household per capita income, and an alternative
measure that adjusts for the number and composition of the members of
the household using the procedure established in Contreras (1996).4

All of these measures indicate a strong decline in poverty during the
period under consideration. The percentage of poor not adjusted for equiva-
lences of scale falls to practically half (49 percent) of its initial value during
the period of analysis. The other two FGT indicators fall even more sharply—
the poverty gap by 57 percent and the FGT-2 by 61 percent—indicating that
the gains in terms of combating poverty are even more appreciable within
the population that remains in this condition.

The alternative measures reflect a similar trend, although the levels
differ according to the definition used. The official measure adjusted for
equivalences of scale provides values inferior to the official version because
children, strongly represented in poor households, have less weight than
adults in calculations of consumption requirements. In addition, the down-
ward trend of these poverty indicators over 1987-96 is more pronounced
than in the measurement of per capita income. This phenomenon, which is
not inherent in the change of definition, is associated with the change in the
composition of poor households, particularly the fact that households that
leave poverty have a higher proportion of children than those that remain in
poverty.

For its part, the measure that uses the poverty line of US$2 per day per
person records poverty levels correspondingly lower than those associated
with the official line, reflecting the gap of 49 percent between these param-
eters in 1996. Here again, gains are observed in terms of a more accentuated
reduction of poverty relative to the official measurements. This time, the
cause could be in the devaluation of the value of the dollar relative to the
national currency, which makes the line measured in dollars, although ad-
justed by PPP, lower in 1996 in relation to the domestic alternative.5

" Income is divided in this case by N. = 1.2 + 0.8 (Na.i + N,M S) + 0.4 Ns |Q + 0.3 NQ,, Where:
NJ : number of persons in the household adjusted by EEE (an adult equivalent scale);
Naa.: number of adults additional to the head of the household; N,M5: number of children
aged 11 to 15; N5|(): aged five to ten; N(M: aged under four.
5 A poverty profile for different groups classified by age, gender, education, economic sector
and geographic location can be found in the larger working paper version of this chapter
(Contreras and Larranaga, 1999).
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Table 4.2. Datt-Ravallion Decomposition for Chile

(In percent)

Rate of poverty

Change

Growth effect

Distribution effect

Residual

Poverty gap

Change

Growth effect

Distribution effect

Residual

1987-96

-17.0

-14.6

-1.2

-1.3

-10.9

-9.0

-1.9

0.0

1987-92

-9.8

-9.4

0.8

-1.1

-7.3

-5.9

-0.9

-0.4

1992-96

-7.2

-5.8

-1.7

0.2

-3.7

-3.2

-0.6

0.2

Table 4.2 presents the decomposition of changes in poverty using the
Datt-Ravallion (1992) methodology. The results confirmed the trend de-
tected for shorter periods with respect to an approximate incidence of the
growth effect of 80 percent, which would explain the reduction in poverty
during the period (Larrafiaga, 1994). The remaining 20 percent is associ-
ated with a slight distribution effect and a residual that is also of lower order.

Poverty and Human Capital

Work is the principal asset of the poor in countries like Chile, where eco-
nomic development is at the intermediate level and urban economic activ-
ity predominates. Human capital represents the productive capacities that
people possess and constitutes a principal determinant of the value of the
work they do. In this respect, one of the most important statistical regulari-
ties of the economy is the relationship between income from work and a set
of variables that approximate human capital, such as years of schooling and
work experience.
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This section examines the relationship between human capital and pov-
erty based on a detailed estimate of the human capital possessed by each house-
hold. The procedure is based on the aggregation of the human capital possessed
by each member of the family of working age, measured by the wage pre-
dicted from equations of income generation corrected by the decision of la-
bor participation. The calculation includes the capital available to members
of the household who are not actively participating in the labor market.

The estimates of human capital are used to relate possession of this
asset to poverty over 1987-96. There is also an analysis of how opportunities
to accumulate new human capital are distributed, as measured through tests
of the achievements of educational establishments.

The methodological steps are as follows:

1. Estimate of income generation equations for household members
of working age corrected by the decision of labor participation.
Three groups are considered: young people, adult men and adult
women.

2. Estimate of the value of human capital at market prices for each
person of working age. The procedure is based on the equations of
human capital estimated in the previous point.

3. Estimates of human capital at the household level, based on the
aggregation of human capital estimated for each member of the
household.

4. Definition of a threshold level of human capital, associated with
the probability of poverty for the household.

5. Classification of households into groups according to the relation-
ship between the human capital variable and poverty based on in-
sufficiency of income. There is also a time analysis of this relation-
ship.

6. Identification of factors that explain differences between the income
of the household and its endowment of human capital.

7. Relationship between existing human capital and the accumula-
tion of the asset by the children who reside in the households. C
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Three groups of the working age population are analyzed. Young people
aged 12 to 24, women aged 25 to 65, and men in the same age group. The
rationale behind this classification is that it encompasses groups that present
different structures of labor-participation decisions and of income genera-
tion. The end years of the period under study (1987 and 1996) are also ana-
lyzed, considering a single geographical partition of the sample that covers
households in the metropolitan region and the rest of the country.6

Determinants of Labor Participation

The estimate of the stock of human capital possessed by each individual is
based on equations of income generation corrected for selection bias by the
Heckman method (see Contreras and Larranaga, 1999). The equations are
specified in traditional form, including the variables of human capital, school-
ing and experience. The schooling variable is accompanied by qualitative
variables which make possible an estimate of differentiated returns by level
of education (primary, secondary, tertiary). Dummy variables are also in-
corporated to consider the effect of the type and place of occupation on
labor income, as a means of controlling the impact of possible differentiat-
ing factors in the generation of income.

As mentioned earlier, the income equations were corrected by the
Heckman procedure, where the secondary equation corresponds to a probit
model of participation in the labor market. In this dichotomous model of
participation, the dependent variable takes the value one if the person is
actively participating in the labor market (employed or unemployed) and
zero in the contrary case. The explanatory variables include the following:
schooling, age and its square, and schooling by age; access by the household
to public services; urban or rural area of residence; number of children in
the household in different age groups; access by children to school food pro-
grams; and gender and marital status.

In general terms, the specified models provide results consistent with
the human capital theory. In particular, longer schooling and experience
increase the probability of participation. People who live in urban areas par-

6 See Contreras and Larranaga (1999) for descriptive statistics for the groups under study in
relation to the structure of labor force participation, average income and average years of
schooling.
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122 HUMAN CAPITAL AND INCOME IN CHILE

Table 4.3. Rates of Return of the Components of Human Capital

Men Women Young people

Metropolitan region, 1987

Primary return

Secondary return

Tertiary return

Experience

Metropolitan region, 1996

Primary return

Secondary return

Tertiary return

Experience

Rest of the country, 1987

Primary return

Secondary return

Tertiary return

Experience

Rest of the country, 1996

Primary return

Secondary return

Tertiary return

Experience return

0.01 (0.0012)

0.13 (0.0009)

0.24 (0.0010)

0.03 (0.0007)

0.00 (0.0010)

0.09 (0.0008)

0.20 (0.0005)

0.02 (0.0180)

0.01 (0.0009)

0.11 (0.0007)

0.20 (0.0006)

0.02 (0.0008)

0.01 (0.0008)

0.13 (0.0006)

0.18 (0.0005)

0.02 (0.0005)

-0.01 (0.0015)

0.11 (0.0012)

0.17 (0.0008)

0.01 (0.0009)

-0.01 (0.0014)

0.12 (0.0001)

0.17 (0.0007)

0.03 (0.0007)

0.01 (0.0016)

0.09 (0.0013)

0.15 (0.0009)

0.01 (0.0009)

0.00 (0.0012)

0.14 (0.0015)

0.18 (0.0012)

0.02 (0.0007)

0.05 (0.0034)

0.10 (0.0018)

0.19 (0.0011)

0.10 (0.0048)

0.22 (0.0040)

0.18 (0.0022)

0.18 (0.0012)

0.27 (0.0059)

0.01 (0.0025)

0.07 (0.0014)

0.18 (0.0012)

0.01 (0.0037)

0.07 (0.0025)

0.10 (0.0012)

0.19 (0.0009)

0.09 (0.0036)

A/ote: All the coefficients are significant at 5% (standard errors are in brackets).

ticipate more than those who live in rural areas, women with a partner par-
ticipate less than other women, and women with more children reduce their
participation rate (irrespective of the children's age). The probability of par-
ticipation increases if the children are in a school food program, reflecting
the substitution between childcare in homes and in schools.

Special attention should be paid to the parameters that represent the
returns of years of schooling and experience, which are summarized in Table
4.3.7 First, they highlight the great difference between the returns on school-

7 The returns correspond to regression coefficients from the Mincer equation (spline regres-
sions) and do not include the cost of education.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 123

ing relative to level of education. In almost all the cases reported, the return
on primary education is low or nonexistent and the return on secondary
education is intermediate, while the return on tertiary education presents
the highest values. It is very possible that this structure of rates of return is
affected by selection biases attributable to unobservable variables such as
the quality of education and personal ability. In any event, the differences in
the rates are sufficiently important to make inadvisable the use of average
returns that are not differentiated by level of education.

Second, some special features should be mentioned. The return on
schooling for men tends to be higher than for women. By way of illustra-
tion, in 1987 the rate of return on tertiary education for men is five to seven
points higher than for women. Over the decade that followed, men's rates of
return fell moderately, while women's rates seemed to be more stable. This
coincided with a strong increase in women's employment rates, which im-
plies a corresponding increase in the demand for women workers (other-
wise the returns would have fallen).

Endowment of Human Capital for Households

There are two essential aspects in the estimate of the human capital of house-
holds. First, human capital is calculated for each household member of work-
ing age, regardless of whether the person participates in the labor market
(but controlling for that decision). The rationale for this procedure lies in
the concept of human capital as an asset that the family can mobilize to
generate income. The difference between the total endowment and the capi-
tal effectively used to generate income is unused capital, which responds to
two different factors. In the first case, it can result from a rational decision in
which different members of the household undertake activities consistent
with their preferences and income possibilities. Thus, continuation of stud-
ies or work in the home can respond to optimum allocations of the time of
the people in the household. In the second case, there may be exogenous
restrictions that limit the labor participation of household members, as in
the case of legislation that prohibits companies from contracting women to
work in their own homes (thus, paid work cannot be combined with childcare
and other household activities).

The second essential aspect of household human capital is that it is
estimated in monetary terms. The value of individual human capital is esti-
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124 HUMAN CAPITAL AND INCOME IN CHILE

mated as the wage predicted by a basic equation of human capital that con-
tains only the variables of schooling and potential experience. This is an
attempt to measure the value of human capital incorporated into the per-
son, abstracting market variables that determine a different return on the
human capital according to the type of occupation or other variable. How-
ever, the parameters utilized come from the estimate of the income-genera-
tion function presented in the previous section, which does control for such
external effects.8

By way of example, some results for women can be cited. Working
women outside metropolitan Santiago in 1987 received an average estimated
monthly wage in 15,280 pesos, while women who did not work received
9,906 pesos, the equivalent of the value of work in the home. From these
estimates, it is possible to calculate the ratio between the value of work in
the market and the value of work in the home, which is 1.54.9 The respective
figures for the metropolitan region were 19,182 pesos, 13,373 pesos, and a
ratio of 1.43.

In 1996, working women outside the metropolitan region earned an
average hourly wage of 359 pesos, while in the home the equivalent wage
was 230 pesos, a ratio of 1.56.10 In the metropolitan region in 1996, the
market paid an average hourly wage of 537 pesos, while the equivalent wage
in the home was 318 pesos, a ratio of 1.68.

From these figures, it can be concluded that the predicted wages for
women are higher in the metropolitan region than in the rest of the coun-
try; that the gap between the market and household wages is about 50 per-
cent in the first year; that wages grew more in the metropolitan region over
1987-96; and that the gap between market and household wages grew sig-
nificantly in the metropolitan area.

8 As a result, the possibility of bias in the estimate of human capital is minimized.
9 The income reported by the 1987 and 1996 CASEN surveys is in nominal terms, hence the
use of this ratio facilitates the interpretation of the results.
10 In 1987, the database did not include hours. Later, monthly wage was used in the estimate of
the wage equation. In 1996, the database did include this variable and it was decided to esti-
mate the model using the hourly wage. Given that the estimates are for the average, this differ-
ence in the information does not bias the results.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 125

Relationship between Income and Human Capital

This section presents the results of relating the endowment of human capi-
tal to the availability of household income, both variables measured in per
capita terms. Households are classified as poor and non-poor according to
per capita income and the poverty line. The division of households by level
of human capital per capita is somewhat more arbitrary since there is no
equivalent to a poverty line to make it possible to divide households into
groups similar to the classification by income.

The procedure followed was to establish as a human capital (per capita)
threshold for 1987 the level at which the distribution function of the vari-
able results in a percentage of households equal to the percentage of poverty
for that year. Hence, the households are arranged according to the value of
the variable for human capital per capita. A level is selected as threshold
(k*), which presents an accumulated frequency of households equal to the
percentage of poor households. Next, the households are divided into three
groups according to their endowment of human capital per capita: low (be-
low k*), medium (between k* and 2k*) and high (over 2k*).

For 1996, a similar procedure is followed for the classification of house-
holds by level of income and human capital per capita. But the threshold
level of capital (k*) is fixed at the level defined in 1987. This makes it pos-
sible to analyze the increases in capital relative to a reference point, just as
the poverty line provides a reference level with respect to changes in in-
come.

The results of the procedure are shown in Table 4.4. Each horizontal
line totals 100.0 because all households are included in the six groups pre-
sented in the respective columns. In 1987 in the metropolitan region, 17.6
percent of households were poor with low human capital, 19.5 percent poor
with intermediate capital, and 2.4 percent poor with high human capital.
Note that the sum of these groups is equivalent to the percentage of poor
households (headcount) for this region in the year mentioned, that is, 39.5
percent. The households not classified as poor, which total 61.5 percent, are
divided into the three categories mentioned according to their endowment
of human capital.

A comparison of changes in the endowment of human capital and in
the poverty level between 1987 and 1996 shows that in the metropolitan
region, poverty levels generally fell, while possession of human capital in-
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126 HUMAN CAPITAL AND INCOME IN CHILE

Table 4.4. Distribution of Households by Level of Income and Human Capital

(In percent)

Poor households Non-poor households

Endowment of human capital Endowment of human capital

Low Medium High Low Medium High

Metropolitan region

1987

1996

Rest of the country

1987

1996

17.6

3.3

30.2

9.6

19.5

10.4

18.7

18.7

2.4

1.4

1.6

1.3

18.2

17.5

18.3

20.4

23.5

34.2

19.4

32.2

18.9

33.3

11.8

17.8

creased. In 1996, over two-thirds of households (67.5 percent) were non-
poor with a medium or high endowment of human capital. In contrast,
only 42.4 percent of households satisfied this requirement in 1987. A similar
trend occurred in the other regions of the country, although poverty levels
were higher than in the metropolitan region. In these regions in 1987, 32.2
percent of households were not poor and had intermediate or high levels of
capital per capita, but by 1996 this percentage had increased to 50 percent.

A large number of households also show a disassociation between in-
come level and possession of human capital. In the metropolitan region,
21.9 percent of households in 1987 were classified as poor despite having
intermediate or high levels of human capital, while 18.2 percent of house-
holds were not poor even though they had a low endowment of human
capital. This type of result can be generalized for 1996 and for the other
regions of the country.

Poor Households and Their Human Capital

The relationship between low levels of human capital and income is well
known and forms the basis of policies that aim to combat poverty by in-
creasing this type of asset. The most surprising result is the large set of house-
holds with intermediate levels of human capital that generate a low level of
income and are thus classified as poor. Why do these intermediate levels of
human capital not result in higher income for the households?
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 127

Three principal types of factors could explain this asymmetry. First,
the return on human capital may vary because of the presence of labor seg-
mentation or the action of equalizing differences in wages. In this case, work-
ers with equal levels of human capital may be paid unequally according to
the type or place of occupation. Second, unobservable factors cause errors
in the measurement of human capital. Households that have equal endow-
ments of human capital can in reality have unequal endowments, when
measured more comprehensively. Third, there may be other income in the
household—such as government transfers and the income generated by other
types of assets—that explains the difference between the endowment of
human capital and total household income.

To determine the incidence of these factors a probit regression was
estimated, taking as a sample only households with intermediate human
capital, both poor and non-poor. The dependent variable takes the value
one if the household is poor and zero if not. The variables on the right in-
clude those related to the place and type of occupation, as well as household
variables related to the generation of income. The regression analysis thus
attempts to identify observable factors that explain the divergences between
human capital and household income.

The results are given in Table 4.5. First, the presence of differences of
income by economic sector is confirmed. Households with medium levels
of human capital whose head works in agriculture, construction or com-
merce have a greater probability of being classified as poor than those whose
heads work in the mining or industrial sector (reference group in the regres-
sion). The probability of poverty decreases in families that live in urban
areas outside the metropolitan region and in those where the head works in
the public sector or armed forces.

Second, the regressions confirm the effect on poverty of decisions taken
in the household. Smaller families have less probability of being classified as
poor, as do families with a higher participation rate in the labor market. Third,
the probability of poverty decreases with possession of other assets, and with
the presence of income from other sources in addition to human capital.

Access to Human Capital: Distribution of Educational Achievements

Education is the principal source of accumulation of human capital and
explains most of the variance in labor incomes. As a result, in recent dec-
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128 HUMAN CAPITAL AND INCOME IN CHILE

Table 4.5. Probability of Poverty for Households with Medium-Level

Human Capital

(Coefficients of probit regression analysis)

Metropolitan Metropolitan Rest of the Rest of the

region,1987 region, 1996 country, 1987 country,1996

Agriculture

Mining

Construction

Commerce

Financial sector

Personal services

Transport and communications

Community services

Urban sector

Public sector

Armed forces

No. of persons in household

Rate of labor participation

Other household income

Access to potable water

Access to electricity

Access to sewerage

0.273

-0.714

0.147

-0.373

0.075

-0.042

-0.194

-0.388

0.113

-0.675

-0.107

-0.075

0.044

-0.002

-0.237

0.365

-0.166

0.751

-0.362

0.265

-0.286

-0.511

0.021

-0.025

na

-0.198

-0.302

-0.449

0.114

-0.449

-0.000

-0.193

-0.818

-0.493

-0.043

-0.194

0.356

-0.087

0.239

0.106

0.048

0.037

-0.126

-0.388

-0.999

0.141

-0.042

-0.002

-0.035

-0.057

-0.226

0.355

-0.133

0.300

-0.001*

0.056

0.203

0.155

na

-0.042

-0.166

-0.991

0.101

-0.510

-0.001

-0.015

-0.072

-0.473

Note: All coefficients are significant at 5%, except those marked with an asterisk.

ades, policies aimed at expanding educational coverage and reinforcing the
quality of education have acquired a privileged place in strategies designed
to foster economic development and combat poverty.

The level of schooling of the Chilean population is very high in rela-
tion to the rest of Latin America. The average schooling of the labor force is
around 10 years, and secondary education covers 80 percent of the popula-
tion. However, the available indicators reveal a very unequal distribution of
educational achievements acquired by persons with an equal number of years
of schooling. One example is the wide gap in access to higher education
among students from different secondary schools. It is also probable that
the pronounced inequality of income that characterizes Chilean society is
not attributable to the levels and distribution of years of schooling found in
the population. It is therefore necessary to deepen the analysis and examine
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Table 4.6. Human Capital and Educational Results in the Metropolitan

Region, 1996

Distribution of human capital of households

Distribution

results

in schools

(mathematics)

Quintile 1

Qumtile 2

Quintile 3

Quintile 4

Quintile 5

Total

Quintile 1

23.9

22.7

21.2

18.0

14.2

100.0

Quintile 2

22.4

22.2

20.6

20.2

14.7

100.0

Quintile 3

18.2

21.2

21.8

22.2

16.6

100.0

Quintile 4 Quintile 5

13.8

18.8

22.2

23.3

21.8

100.0

6.2

10.8

15.4

19.5

48.1

100.0

Distribution of human capital of households

Distribution

results

in schools

(mathematics)

Quintile 1

Quintile 2

Quintile 3

Quintile 4

Quintile 5

Total

Quintile 1

23.7

22.6

21.1

17.9

14.8

100.0

Quintile 2

22.3

21.3

20.8

20.6

14.9

100.0

Quintile 3

16.9

21.7

21.3

22.8

17.3

100.0

Quintile 4 Quintile 5

13.6

18.8

22.3

23.6

21.6

100.0

6.1

11.7

17.5

19.5

45.2

100.0

the distribution of educational achievements to more precisely determine
access by the population to human capital resources.

This section aims to link the distribution of human capital of house-
holds with the distribution of opportunities for access to new human capi-
tal obtained by the children. To do this, the database of the results of the
SIMCE test (system for measuring quality in education) was used. The pur-
pose of the test, which has been implemented in Chile since 1988, is to mea-
sure the percentage of achievement of educational objectives. The test has
universal coverage, since it is applied in all schools in the fourth and eighth
years of basic education in correlative years. This chapter considers the test
taken in 1996, although the choice of year is not critical to the conclusions
because the distribution of the variable shows very little variation in proxi-
mate years.

Table 4.6 shows a classification of households by quintiles of per capita
human capital and the quintiles of the scores of the SIMCE tests of the schools
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130 HUMAN CAPITAL AND INCOME IN CHILE

attended by school-age family members. Read vertically, these figures show
the probability of attending schools of different levels of educational achieve-
ment for a child from a household with a particular level of human capital.
In this respect, the information approximates a transition matrk of levels of
human capital between generations and illustrates the distribution of op-
portunities.

The table reveals that the distribution of educational opportunities is
relatively similar in the first four quintiles of the distribution of human capi-
tal. That is, there is no great difference in the average quality of the school
attended by students from this type of household. In contrast, there is a
more marked association between the higher quintiles of both distributions:
between 45 percent and 50 percent of students from the households in the
highest quintile of human capital attend schools that are ranked in the high-
est 20 percent of educational achievement.

For a deeper analysis of the association between the human capital of
households and the accumulation of human capital by the new generation,
the relationship was controlled by the level of per capita income of house-
holds and by place of residence. The analysis was applied to the metropoli-
tan region, which was divided into 12 geographically similar subregions.
The choice of school by the family was conditioned by three factors: income
or capacity to pay, human capital, and supply of schools in the area of resi-
dence. The latter variable measures the possibility of access in relation to the
geographical proximity of the household and school, there being no institu-
tional restrictions that limit access by place of residence.

Schools in Chile are of three types: municipal schools, which are former
public schools that were transferred to local governments in the early 1980s
and which provide free education; subsidized private schools administered
by private agents but largely financed by the state; and paid private schools,
financed by wealthier families.

Table 4.7 presents the results of the regressions. The observations cor-
respond to all primary students represented in the 1996 CASEN. The hu-
man capital variable is expressed in per capita terms and constructed in line
with the method described in the preceding sections of the chapter; the per
capita income variable corresponds to the total monetary income of the
household and includes an allocation for property rent; and the dependent
variable corresponds to the score of the 1996 SIMCE test, obtained as an
average of the educational establishment attended by each student.
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Table 4.7. Determinants of the Choice of Educational Establishment
(OLS regression coefficients)

Dependent variable:

average school in SIMCE test

Per capita income household

Human capital per capita household

Area of residence of household

Area 1

Area 2

Area 3

Area 4

Area 5

Area 6

Area 7

Area 8

Area 9

Area 10

Area 1 1

Area 1 2

Constant

Coefficient determination

Number of observations

Math test

0.122

0.330

-3.91

0.93*

0.55*

-4.05

-7.47

-1.34*

-5.64

-4.11

-7.47

-6.45

-6.89

-8.51

72.61

0.239

5390

Spanish test

0.114

0.351

-4.81

0.26

-0.29*

-4.48*

-9.35

-1.85*

-7.05

-5.37

-9.05

-8.09

-6.25

-8.53

74.21

0.239

5390

Notes: (1) All variables are significant at 5%, excluding those marked with an asterisk.
(2) The area of residence represents the differential impact with respect to Santiago.

The results show that families with higher per capita income register
their children in schools that obtain better educational results. This result is
standard and is reflected fundamentally in the relationship between the qual-
ity of education and the volume and quality of educational inputs possessed
by the privately financed schools. Second, the level of human capital of the
household is directly associated with the quality of the school attended by
the children, controlling for the family income variable. Families with equal
levels of income differ in the choice of school depending on the level of
human capital possessed by the household. The effect could be associated C
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with the greater capacity to make informed choices derived from the en-
dowment of human capital—as well as educational preferences—and points
to a recognized effect of transmission of human capital (Behrman and Wolfe,
1991). Lastly, the place of residence is an important factor in the opportuni-
ties available to the family in the choice of education for children. This pa-
rameter, which is more related to educational supply, is controllable by
educational policy.

Conclusions

Six principal conclusions can be drawn from this chapter on the assets of
the poor population in Chile. First, the long-term series and the decomposi-
tion exercises for the last decade show that the principal force behind the
trend in poverty was the performance of the economy, generated by the struc-
tural trend in growth and short-term cyclical movements. In fact, the pov-
erty series constructed for Santiago over the last 40 years reveals a strong
correlation with the trend in GDP during the period. The Datt-Ravallion
technique also shows that most of the reduction in poverty over 1987-96
was due to average growth of income rather than redistribution.

Second, the strong reduction in poverty over 1987-96—a decade
marked by growth—has favored all socioeconomic groups, particularly those
that had high initial levels of poverty. This finding is shown by the trend in
the poverty profile and, more specifically, by the decomposition of the pov-
erty measure based on partitioning the population into subgroups accord-
ing to degree of socioeconomic vulnerability. Hence, the process of poverty
reduction has been widespread rather than selective.

Third, there is an association between human capital and household
income. Reduced poverty is associated with increases in the endowment, use
and valuation of human capital by households. Over 1987-96, this is revealed
by the rise in average years of schooling of the working-age population, the
decrease in unemployment rates, the strong rise in the rate of participation of
women, and the substantial rise in average income from paid work.

Fourth, the relationship between human capital and household in-
come is measured by different types of factors. Some income is obtained
from government transfers and other types of assets. There is also evidence
of differentiated returns on the same level of human capital, associated with
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economic sector or type of work. In this respect, the empirical evidence does
not permit discrimination between competitive hypotheses such as struc-
tural segmentation and equalizing differences on wages.

Fifth, the entry of the asset of human capital into the labor market
differs greatly from household to household depending on women's labor
force participation. However, the calculation of shadow prices for work done
by women in the home establishes that at least part of this "labor inactivity"
reflects the cost-benefit-efficiency criterion. In this respect, the rise in mar-
ket wages was a driving force behind the increase in work by women over
1987-96 and is likely to remain so over the next few years.

Sixth, there is evidence of the intergenerational transmission of hu-
man capital, taking the results of the test of educational achievement at the
primary level as a proxy for the asset accumulated by new generations. The
human capital of the family influences the new accumulation of the asset
through an indirect link—more human capital leads to higher income and
more possibilities of acquiring a better education—and through a direct
channel that links the human capital of the household with the choice of
better schools, controlling for the effect of the level of income.

This last conclusion suggests that not only does the size of the human
capital stock matter for generating income, but also that its quality can be
even more important. The difference between the average schooling of chil-
dren at the top and bottom of the income distribution is apparently not that
large in Chile at young ages, but education can still be of totally different
value in the market because of its quality. Children from poorer families
tend to access schools with the lowest scores in terms of student achieve-
ment, while the wealthy mostly attend the best scoring schools. This shows
that the effects of family background on attainment may feed through vari-
ous mechanisms, and that to be able to accumulate more human capital,
restrictions other than income must be overcome.

The implication of this finding is that policies aimed at increasing the
accumulation of assets by the poor can focus either on improving the qual-
ity of the existing educational services in low-income areas, or devising in-
come support schemes for families that allow them to send their children to
higher quality schools. In any case, an important result is that in Chile the
main challenge does not seem to be the creation of infrastructure or services
to cover all income groups, as is the case in poorer countries. It is a matter of
improving the quality of the existing stock.
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CHAPTER FIVE

The Urban-Rural Poverty Gap
in Colombia

Jose Leibovich

Jairo Nunez1

There is a clear consensus among economists that the purpose of the devel-
opment process should be to achieve a richer and more egalitarian society.
This reaffirms the need not only for sustained economic growth but also for
more equal opportunities of access to resources for all citizens, combined
with a better distribution of assets, which is a condition sine qua non for
better distribution of income.

Improved distribution of assets is also a necessary condition for stimu-
lating economic growth. It would generate more equal growth of income
which, in turn, would minimize the need for redistribution, generating a
virtuous circle of more growth and more equity (Bourguignon, 1996).

Among the countries of Latin America, Colombia has had relatively
stable but moderate economic growth for decades, accompanied by very
unequal distribution of assets and income. This means that at the dawn of
the 21st century, Colombia still has appreciable levels of poverty.

This chapter analyzes the extent to which the poor population in Co-
lombia has certain assets, the lack of which to a large extent is the cause of
poverty. These diverse assets are grouped into four major categories: human
capital, physical and/or financial capital, public capital and social capital.

The first category includes the amount of formal education, work ex-
perience and other forms of classification of manpower2 that can strengthen
the principal asset possessed by the poor, which is their capacity to work.

1 The authors are economists with the Centre de Estudios Sobre Desarrollo Economico at the
Universidad de los Andes in Bogota, Colombia.
2 The quality of human capital should be included, but unfortunately no information is avail-
able on this variable.
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138 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

The chapter contains an analysis of labor participation, particularly in rela-
tion to the poor. The second category includes possession or access to assets
such as land, savings and credit, which are directly linked to the generation
of income and other assets such as housing and electrical appliances that
indicate the degree of a household's material well-being. The third category
relates to assets or resources supplied by the state, which range from public
services to justice and security. The fourth category of social capital has to
do with the organization of individuals around certain values upon which
assistance and solidarity networks are built.

Trends in Poverty

Poverty in Colombia as measured by the percentage of poor in the total
population has followed a downward trend in recent decades. In the urban
sector, the incidence of poverty dropped from 58.9 percent in 1973 to 11.3
percent in 1995. Information on the seven major cities is available from 1986.
In that year, the incidence of poverty was 16.8 percent, declining to 14.2
percent in 1995. In the rural sector, the improvement is even greater, falling
from 88.4 percent in 1973 to 31.5 percent in 1995.

These measurements reveal great progress in the state's provision of
certain goods (public services, education, low-cost housing, etc.).

Table 5.1 presents estimates of poverty taken from studies on Colom-
bia. While they all show moderate drops in the national incidence of pov-
erty, there are differences in the amount of the reduction and in the initial
incidence levels.3 At the national level, Londono (1996a) presents the most
favorable decline in poverty: from 53 percent in 1971, poverty fell to 32 per-

3 This is because the methodology used varies from study to study. The estimates in Londono
(1996) were based on the poverty line of US$2/person per day of 1985 used in comparative
international studies, converted to pesos with purchasing power parity for Colombia. The
World Bank (1996) studies used the poverty line estimated by Colombia's Departamento
Administrativo Nacional de Estadistica (DANE) for the urban and rural sectors, multiplied by
two. The line was updated by taking into account inflation of food prices for the low-income
urban population. The Nina (1997) estimates used the DANE poverty line for rural and urban
sectors, updated for the inflation of food prices for the low-income urban stratum. The esti-
mates by Ocampo et al. (1998) were based on the DANE poverty line, updated in line with the
price changes of a basket of food and other basic goods.
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Table 5.1. Incidence of Poverty in Colombia
(In percent)

1971

National
JLL 53
WB
EN

JAO

Urban
EN

JAO

7 cities
WB
EN
JAO

Rural
WB
EN

JAO

Incidence of Extreme
(In percent)

National
WB
MJP

Urban
WB
MJP

7 cities
WB

MJP

Rural
WB

WJP

1974 1978

45 34
52.5
58.1
57.7

48.3
54.5

38.9
48.1

69.9
70.3
61.8

1988

32

46.9
54

44.3
51.2

32.4
46.3
40.4

66.3
62.6
70.4

1991

44.6
56.5
58.5

47.3
50.2

31.1
44.4
40.5

62.6
68.4
68.5

1992

45.7

54.6

57

45.4

41.7

32.1

42.8

40.1

64.6

66.8

66.4

1993 1994 1995

28

55.2 53.2 53.8

56.4 53.4 52.5

43.6 42.5 42.5

39.8 40.1 39.2

27.4 28.8 29.1

31.6 32.5 31.6

70.7 67.4 68.9

66.6 65.4 65

Poverty in Colombia

1978

23.6
22.1

14.5

12.1

38.4

39

1988

18.7

11.6

8
11

33.1

36.3

1991

16.9
22

11.8

7.8

9.5

29

36.8

1992

17.7

20.5

9.9
13

8
10.5

31.2

37

1993 1994 1995

17.4

8.6

5.5 6.5

37.2

* MJP: Perez (1995).

** JLL: Londono(1996a)
*** EN: Nina (1997).

**** WB: World Bank (1996).

***** JAO: Ocampo et al. (1998).
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140 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

cent in 1988 and to 28 percent in 1993. The World Bank (1996) shows a
favorable but more moderate trend, starting from a higher level of incidence
of 52.5 percent in 1978 and falling to 45.7 percent in 1992. The Nina (1997)
and Ocampo et al. (1998) studies show smaller reductions, down from 58
percent in 1978 to 53 percent in 1995.

Urban versus Rural Poverty

By separating out the urban and rural sectors, these studies lead to the con-
clusion that the nationwide reduction in poverty is explained overwhelm-
ingly by the decline in urban poverty, particularly in the seven major cities
of Bogota, Medellin, Cali, Barranquilla, Bucaramanga, Manizales and Pasto.
In contrast, the decline in rural poverty is quite small.

Table 5.1 further shows that the urban poverty rate fell from around
51 percent in 1978 to 41 percent in 1995. For the seven major cities, the
World Bank estimates a fall from 39.9 percent in 1978 to 32.1 percent in
1992, while the Nina and Ocampo studies present a decrease from 48.1 per-
cent in 1978 to about 30 percent in 1995. In the rural sector, there was mod-
est improvement: an incidence rate of nearly 70 percent in 1978 fell slowly
to 65 percent in 1995.

According to estimates for 1995, approximately 20.4 million people
out of a total population of 39.2 million live below the poverty line. Of these,
12 million are urban and 8.4 million rural. The population living in extreme
poverty is approximately 7.9 million, (3 million urban and 4.9 million rural).
These estimates confirm that, despite improvements, the problems of poverty
and extreme poverty remain critical in Colombia, particularly in rural areas.

Several studies corroborate this picture of gradual overall improve-
ment, but with increasing disparities between urban and rural sectors.
Londono (1996) confirms that in the last two decades Colombia has made
substantial progress in social and redistributive areas and poverty reduc-
tion. These improvements place Colombia above the international standard
for countries with its per capita income and higher than many countries in
Latin America. Londono further notes that, measured by any of these in-
dicators, poverty declined more rapidly in the 1990s than in the 1980s.

The World Bank (1996) also recognizes that Colombia has substantially
raised the standard of living of its people. However, the World Bank notes that
poverty remains critical, with high rates of malnutrition and infant mortality,
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particularly in rural areas and in specific regions (e.g., the Atlantic, Pacific and
eastern regions). Although Colombia fares well in international comparisons,
the severity of its rural poverty demands measures to increase rural income
and reduce the poverty gap between cities and the countryside.

Ocampo et al. (1998) recognize the decrease in poverty in recent times
but stress the deterioration in distribution over the last decade between ru-
ral and urban sectors, explained by the crisis in the agricultural sector in
1991 and 1992. The study points out that the 1970s represented the golden
era of social improvement and poverty reduction, a result of forces in play
for many years: a major reduction in excess manpower in the countryside
because of massive migration to cities; a significant accumulation of capital
in urban and rural areas; a considerable reduction in urban-rural wage dif-
ferentials; and the lagged effects of educational policies applied in previous
decades that improved human capital in Colombia. Finally, from econo-
metric time-series exercises, Ocampo et al. conclude that the incidence of
urban poverty as defined by the national poverty line was reduced by eco-
nomic growth, in spite of the negative effect of growth on income distribu-
tion. The real minimum wage also had a positive effect on poverty reduction,
as did greater depreciation of the exchange rate. Increases in unemployment,
on the other hand, exacerbated poverty.

Examining rural poverty, Lopez and Valdes (1996) find very serious
problems in Colombia, particularly among peasant farmers and landless farm
workers whose access to basic services of education, health, extension and
credit is below international standards. Contrary to conventional wisdom,
landless farm workers are in a better situation than peasant farmers with
respect to education and access to other services. And workers in non-farm
activities have higher incomes and more assets than either of those groups.

Lopez and Valdes conclude that investment in education in the Co-
lombian rural sector produces very modest increases in income. They also
find that access to land could have an important impact on income, which
would help the poorest groups escape poverty. If this were the only instru-
ment used, however, enormous transfers of land would be required. Finally,
workers in nonagricultural activities are much more mobile than peasant
farmers and even wage-earning rural workers, suggesting the need for poli-
cies designed to stimulate nonagricultural activities in an effort to combat
rural poverty. C
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Changes in Poverty in Relation to Growth and Distribution, 1985-96

Table 5.2 decomposes changes in poverty using the Datt-Ravallion (1992)
method. The first exercise for the national total shows that over 1978-95,
poverty fell by 18.6 points. This is fully explained by the growth effect (20
points), which neutralized the negative effect of redistribution (3.1 points).
A similar pattern is found by subperiods: from 1978 to 1991, the reduction
in the incidence is 15.1 points, explained by the growth effect (16.8 points),
which neutralized the negative effect of redistribution (2 points). Between
1991 and 1995, the reduction was 3.5 points, fully explained by the growth
effect.

In the urban sector, poverty decreased by over 2 points from 1985 to
1996. This decline was fundamentally due to the growth effect (7.6 points),
which neutralized the negative effect of income redistribution (7 points).
The rest is explained by the residual (1.8 points).

For the rural sector, although the result for the period analyzed (1988-
95) shows a decrease in poverty of over three points, the sources of the change
were the opposite of the urban case. While the redistribution effect was posi-
tive at 11.6 points, the growth effect worked in the opposite direction, con-
tributing to an increase in poverty of 8 points.

While the downward trend in poverty has continued in both urban
and rural areas in recent years, the improvement in cities was due to the
growth effect, which neutralized the negative effect of redistribution. In ru-
ral areas, on the other hand, the trend is fully explained by the positive effect
of redistribution, which neutralized the negative effect of growth.

These conclusions confirm the divergence in the pattern of urban and
rural development in the 1990s. Ideally, the decline in poverty would repre-
sent the combined result of growth in income and progressive redistribu-
tion, which is what occurred in the urban sector over 1978-88. Although
there has been a decrease in poverty in the rural sector, a pattern based ex-
clusively on redistribution is not sustainable and requires help from growth.
On the other hand, the pattern observed in the recent period (1988-96) in
the urban sector could feasibly continue, though it is not desirable from a
social point of view.
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Table 5.2. Points of Incidence of Poverty

Datt-Ravallion Decomposition, Colombia, 1978-95

1978-91 1991-95

Estimated variation -0.151 -0.035

Growth effect -0.168 -0.036

Redistribution effect 0.027 0.002

Residual -0.011 -0.001

1978-95

-0.186

-0.200

0.031

-0.017

Datt-Ravallion Decomposition, Urban Sector, 1985-96

Estimated variation

Growth effect

Redistribution effect

Residual

1985-87

-0.069

-0.024

-0.048

0.003

1987-92

0.068

-0.022

0.098

-0.008

1992-96

-0.022

-0.037

0.014

0.001

1985-96

-0.023

-0.076

0.072

-0.018

Datt-Ravallion Decomposition, Rural Sector, 1988-95

Estimated variation

Growth effect

Redistribution effect

Residual

1988-92

-0.004

0.036

-0.039

0

1992-95

-0.029

0.161

-0.076

-0.114

1988-95

-0.033

0.080

-0.116

0.003

Note: The quadratic parameterization of the Lorenz Curve was used.
Sources: Authors' calculations based on National Household Surveys (ENH); and Departamento
Administrative Nacional de Estadistica (DANE).

Assets and Resources of the Poor

The National Socioeconomic Survey (abbreviated as CASEN in Spanish)
and the Quality of Life Survey, both for 1993, were used to analyze poverty
in Colombia. The analysis was centered on information from the CASEN
survey on household spending along with a set of variables related to pos-
session of assets and resources. Some variables from the Quality of Life Sur-
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144 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

vey were also incorporated (alcoholism or drug addiction, and mistreat-
ment by authorities) assimilable to the social capital of the province
(departamento). Variables for public capital at the provincial level were also
incorporated into the analysis from other sources.

CASEN Survey

Conducted by the National Planning Department in 1993, the CASEN survey
is representative for rural and urban levels, as well as for provinces and major
cities. Some 27,271 households were interviewed, 22,257 of them urban and
5,014 rural. The survey provides information on access to public services (wa-
ter supply, sewerage, garbage, telephone, gas, electricity), health (membership
in prepaid health schemes or social security, morbidity, medical consultations,
etc.) and education (spending, private or state schools and years of educa-
tion). The survey also contains information on household spending and in-
come, as well as data on home ownership and its costs, rental payments,4 and
possession of household goods (television, car, washing machine, etc.)

For rural households, information is available on some assets, such as
land ownership and its use, as well as on the coverage of specific govern-
ment programs such as credit or infrastructure works (water supply, roads,
schools, etc.).

Information from the survey was used to construct variables at the pro-
vincial level covering the labor market (unemployment rate, average wage);
credit conditions for home ownership (percentage of credit from the public
and private sectors); educational level (illiteracy rates, coverage in primary,
secondary, university, etc.); health (percentage of members of social security);
and infrastructure (construction of waterworks, roads, schools, etc.).

Quality of Life Survey

This survey was carried out in 1993 for 24,882 households, of which 21,213
were in urban areas and 1,669 in rural areas. It is representative for the cities
of Bogota, Medellin, Cali, Barranquilla, remaining urban areas and the rural
total. This survey used a series of variables at the provincial level of house-

1 The value of rent was imputed to home-owning households.

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



PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 145

hold living conditions (kidnappings, abuse by authorities, problems with
alcohol or drug addiction, etc.). These variables were combined with the
CASEN survey to broaden the analysis of poverty and per capita spending
of households.5

Comparing the Resources and Assets of the Poor and Non-Poor

Tables 5.3a and 5.3b present the average value of a series of household socio-
demographic variables, discriminating between the poor and non-poor. Table
5.3a separates the urban and rural sectors.6 The analysis extrapolated the
survey data to the national level; used the 1985 poverty line of US$2 per
capita expressed in 1993 pesos using Colombian PPP; and used household
spending per capita to classify the households.

According to this line and imputing the rental value, the incidence of
national poverty was 32 percent, with an urban poverty rate of 20.4 percent
and a rural poverty rate of 60.4 percent. Based on 1993 census data, the poor
urban population is 5.2 million and the poor rural population 7.1 million,
the rural poor accounting for 57.7 percent of the total poor population. The
data confirm that rural poverty is in relative and absolute terms the most
significant.

The urban and rural poor have larger households than the non-poor.
In the urban sector, there is an average of 5.75 members in poor households
versus 4.14 in non-poor homes, and in the rural sector, an average of 5.5
compared to 3.81. This result is linked to the higher fertility of the poor. The
average number of live births in the urban sector is 3.48 among the poor,
compared to 2.51 among the non-poor, and 4.34 among the rural poor, as
opposed to 3.04 for the non-poor.

Poor households have a higher percentage of female heads: in the ur-
ban sector, 29.2 percent of poor households have a female head, compared
to 23.5 percent of non-poor households. In the rural sector, the proportion
is 18.1 percent (poor) to 15.4 percent (non-poor). This reflects the discrimi-
nation suffered by women in the labor market.

5 The variables were "joined" by calculating values by province in the Quality of Life Survey,
and that value of the variable was attributed to the CASEN households by province.
6 In Leibovich and Nunez (1999), the distribution of some of these assets is presented by
quintile.

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



146 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

Table 5.3a. Characteristics of the Poor and Non-poor (Urban vs. Rural)

Urban

Number of households 1,

Percentage

Average no. of persons in household

Number of live births

Households with women head (%)

Average years of education of head of household

% of population unable to read

% of population unable to write

Hours of attendance per week

Total spending (monthly) 1

Attends public school (%)

Attends private school (%)

Attends private religious school (%)

Attends private cooperative school (%)

Don't know (%)

Receive scholarship (%)

Total participation (%)

Unemployment rate (%)

Hours of work

Government employee (%)

Private employee (%)

Domestic employee (%)

Entrepreneur (%)

Self-employed worker (%)

Unpaid family worker (%)

Working in agriculture (%)

Working in mining (%)

Working in industry (%)

Working in electricity, gas and water (%)

Working in construction (%)

Working in commerce (%)

Working in transport and communications (%)

Working in financial services (%)

Working in other services (%)

Suffered illness* (%)

Absent from work because of illness* (%)

Member of social security or health scheme (%)

Poor

095,115

20.42

5.75

3.48

29.2

4.02

11.77

9.35

25.36

,166.85

80.55

16.21

2.46

0.46

0.29

5.31

54.90

9.74

45.13

5.01

52.63

8.95

1.72

27.99

3.67

11.29

0.66

16.53

0.50

10.37

26.05

5.06

1.56

27.94

13.60

5.76

12.59

Non-poor

4,267,302

79.57

4.14

2.51

23.5

7.33

3.82

2.84

26.19

6,817.21

57.77

35.64

8.45

0.88

0.24

9.68

58.86

5.61

47.40

11.91

49.87

4.69

4.43

25.01

4.06

3.59

0.59

20.69

0.89

5.65

27.38

6.11

5.07

29.99

16.92

7.00

37.69

Rural

Poor

1,269,912

60.43

5.50

4.34

18.1

2.25

24.67

19.90

25.51

265.83

95.32

3.48

0.27

0.58

0.32

1.61

57.25

1.99

42.71

2.51

38.54

2.17

2.53

37.64

16.58

71.87

1.53

6.79

0.12

1.75

8.20

1.43

0.10

8.17

14.26

6.80

3.16

Non-poor

831,338

39.56

3.81

3.04

15.4

3.92

12.02

9.20

26.32

1,313.48

68.47

9.36

2.80

1.19

0.12

7.64

62.23

2.00

46.51

5.72

42.17

3.11

7.11

32.32

9.55

55.68

1.74

6.05

0.24

2.97

16.47

2.76

0.38

13.68

18.34

7.85

14.30

* Suffered from a dental or medical problem or an injury during the past month.

* During the past month.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Table 5.3b. Characteristics of Poor and Non-Poor (Combined Urban and Rural)

(In percent)

Access to credit institutions: Corporacion de

Ahorro y Vivienda (Savings and Housing Corp.)

Access to credit institutions: Fondo Nacional
del Ahorro (National Savings Fund)

Access to credit institutions: bank
Access to credit institutions: other
Access to infrastructure: waterworks
Access to infrastructure: feeder roads
Access to infrastructure: rural electrification
Access to infrastructure: school
Access to infrastructure: health post

Poor

5.47

1.39

7.76

21.18

7.72

13.48

8.30
8.40

1.09

Non-poor

28.53

6.36

21.86

18.15

5.46

14.16

12.18
9.41

3.25

Source: Authors' calculations based on CASEN; and Quality of Life Surveys.

Human capital, measured by years of education, is quite different be-
tween poor and non-poor. The average number of years of education of
urban adult household heads is 4.02 for the poor and 7.33 for the non-poor.
In the rural sector, the difference is less pronounced: while the poor have
2.25 years of education, the non-poor have 3.92 years. Illiteracy rates (read-
ing and writing) are higher for the poor than for the non-poor in both ur-
ban and rural areas. Obviously, with positive rates of return for education,
this variable is fundamental for determining the probability of poverty. The
average number of hours of attendance at school is higher for the non-poor.
These families spend much more on tuition and other expenses associated
with education than poor families. With respect to school transport, the
majority of the poor go to school on foot, whereas a large percentage of the
non-poor use school or public transport or family vehicles. These aspects
can affect the quality of education and the capacity to assimilate, reproduc-
ing poverty in the new generation.

The urban and rural poor are largely educated in public schools, while
private schools are more important for the non-poor, although not for the
majority. This variable could serve as a proxy for the quality of education,
since public establishments are associated with lower quality. This is an ad-
ditional variable of human capital that influences the probability of being
poor. A higher percentage of non-poor students receive scholarships in ur-
ban and rural sectors, evidence of the regressive character of this type of
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148 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

program.7 Lastly, a higher percentage of students attending training courses
such as the Servicio Nacional de Aprendizaje (SENA) and others, come from
the non-poor.

Participation of the poor in the labor market is lower than that of the
non-poor (urban sector: 54.9 percent versus 58.86 percent; rural sector: 57.25
percent versus 62.23 percent). The poor also have a higher unemployment
rate, at least in the urban sector (9.74 percent against 5.61 percent); the poor
and non-poor rates are virtually the same in the rural sector (1.99 percent
against 2 percent). The poor also work fewer hours on average than the non-
poor (urban sector: 45.13 hours a week versus 47.4; rural sector: 42.7 com-
pared to 46.5).

Classifying heads of household by occupational position, in the urban
sector government employees and entrepreneurs predominate among the
non-poor. In the rural sector, the non-poor are generally government work-
ers, private employees and entrepreneurs. Based on these results, a hypoth-
esis can be formulated about certain imperfections in the labor market
(government employees versus private employees) that could influence the
generation of income with consequences for poverty.

Farming and construction predominate among the urban poor. In the
rural sector, larger numbers of the poor than the non-poor work in agricul-
ture. However, the percentage of poor households that own land is very simi-
lar to that of the non-poor.

In health, a higher percentage of illness and absence from work is found
among the non-poor. This could mean that the non-poor have better access
to health services than the poor. In fact, social security membership is very
high among the non-poor compared with the poor in both rural and urban
sectors.

Among the population with access to state family welfare programs
(particularly childcare), coverage was greater among the poor, making this
one of the few progressive state programs. A second progressive state pro-
gram—access to credit for home purchase—was detected in the urban sec-
tor. State programs for waterworks, roads, electrification, schools and health
posts did not discriminate in favor of the poor.

7 The amount of the scholarship was not taken into account in the classification of households
in the poor category.
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Functions of Per Capita Household Spending

Using information from the surveys and variables obtained from other
sources, the first econometric exercise estimated functions of spending per
capita nationally and for the urban and rural sectors in terms of a set of
socio-demographic variables, including proxy variables for human, public
and social capital. Note that some variables in these exercises may in fact be
endogenous, even though they are presented as explanatory of per capita
spending. These exercises should be interpreted more as correlations than
with a strict sense of causality.

Table 5.4 shows the results of the national model. The explanatory
variables of per capita spending are socio-demographic relative to the head
of the household (educational level, age, gender, migrant status and branch
of activity); and to access of the household to public capital (credit, social
security membership or a prepaid health scheme, and illiteracy of the head).
In the regional context, they are socioeconomic variables of infrastructure
and social capital (unemployment rate, home purchase credit, primary cov-
erage, time in school, existence of waterworks and roads, level of alcoholism
and level of abuse by the authorities).

For the national model, the percentage of the variance explained is 32
percent, a satisfactory level for cross-section analysis. The level of per capita
household spending depends positively on the educational level, age (de-
creasingly, although not significant) and migrant status of the head.8 The
branch of activity where the head of household works also influences per
capita spending, in decreasing order as follows: commerce, financial ser-
vices, transport and communications, mining and oil, industry, construc-
tion, other services, public services and agriculture.

With respect to access to public capital, the variables of access to credit
and social security (public or private) have a positive effect on per capita
spending, while the illiteracy of the head has a negative impact. Among con-
textual variables, per capita spending is negatively affected by the unem-
ployment rate in the region, primary health coverage, longer average
schooling of children, and waterworks infrastructure. The negative effects
of primary health coverage and waterworks infrastructure must be inter-

8 See Leibovich (1996), who explains how migrants to cities do relatively well at assimilating
into labor markets.
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Table 5.4. Model of Spending Per Capita, Colombia
Dependent variable = Log (spending per capita)

Variable

Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Branch of activity of head**

Agriculture

Mining and oil

Industry

Electricity and water

Construction

Commerce

Transport and communication

Financial services

Other services

Access to public capital

Credit***

Head member of social security

Head member of prepaid health

Illiterate head

Context variables (province)

Unemployment

Private credit****

Primary health coverage

Time in school

Waterworks

Road system

Alcohol or drugs

Abuse

Membership in Social Security

Area

Constant

Number of observations

F

Prob > F

R2

R2 Adjusted

Model 1
Coefficient

0.063

-0.004

0.006

-5.48E-06

0.070

-0.072

0.130

0.072

-0.001

0.056

0.234

0.171

0.179

0.035

0.323

0.169

0.456

-0.162

-2.057

0.187

-0.306

-0.018

-0.203

0.314

-0.327

-7.798

1.605

-0.041

9.716

24,234

409.69

0.0000

0.3215

0.3208

t

48.23*

-0.36

3.76*

-0.34

5.34*

-4.12*

3.42*

3.82*

-0.01

2.52*

15.15*

7.69*

5.32*

2.18*

8.86*

15.65*

15.37*

-10.36*

8.07*

7.58*

-2.54*

-7.32*

-2.33*

6.22*

-1.15

-10.03*

20.29*

-1.73

73.76*

* Coefficient significant at 95%.

**The reference branch is financial services.

***Credit for microenterprises from SENA or agricultural credit from Caja Agraria, Banco Ganadero and/or Banco
Cafetero.

**** Percentage of credits for housing granted by private sector.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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preted as the result of state action in these fields in the most backward re-
gions. Access to private credit, the road system and higher rates of social
security membership have a positive effect on per capita spending. In the
area of social capital, alcoholism and abuse by the authorities have a nega-
tive influence on spending. Finally, per capita spending in rural areas is 4.1
percent lower than in urban areas.

Table 5.5 presents the results of the urban model. The explained per-
centage of the variance of the dependent variable is 25.7 percent. Note that
most of the variables presented in the previous model maintained their sig-
nificance, and the sign of the effect was similar. Moreover, home ownership
is negatively associated with per capita spending, indicating that the poor
have a high probability of being owners. Dummy variables for the major
cities were also introduced. Their coefficients indicate the differential effect
of each one on per capita spending with respect to the rest of the urban
sector, finding the positive fixed effect of Medellin on the other cities.

Table 5.6 presents the results of the rural model. In this case, the ex-
plained percentage of the variance of the dependent variable is 26.6 percent.
The significant variables, with the expected signs, were found among the
socio-demographic characteristics of years of education of the head of house-
hold (+) and female gender (-). Moreover, a positive effect on per capita
spending was found for access to credit for productive activity and land
ownership with title, although their elasticity is low. Finally, contextual vari-
ables that were significant were the road system (+), illiteracy rate in the
region (-), and social security membership (+).

Table 5.7 presents the results of two variants of the model of per capita
spending estimated for the group of peasant farmers who own and work
land, giving a more detailed analysis of the impact of land, credit and title
deeds. First, the following are significant: the education variables of the head
(+), female gender (-), road system (+), illiteracy rate in the region (-), alco-
holism or drug addiction (-), and social security membership (+). In the
first model, land has a positive effect with an elasticity of .025, and credit has
a positive effect with a coefficient of. 19, whereas the effect of land title deeds
is not significant. In the second model, instead of introducing the credit
variable, the credit variable multiplied by the logarithm of land is used to
measure the joint effect on land ownership and access to credit, obtaining a
value of 0.09 for this variable. That is, total elasticity over per capita spend-
ing of land and credit is 0.12. In this model, the effect of having a title deed
is positive and significant.
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Table 5.5. Model of Spending Per Capita, Urban Total

Dependent variable = Log (spending per capita)

Variable
Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Homeowner

Branch of activity of household head**

Agriculture

Mining and oil

Industry

Electricity and water

Construction

Commerce

Transport and communications

Financial services

Other services

Access to public capital

Credit for microenterprises

Training courses head

Head member of social security

Head member of prepaid health scheme

Illiterate head

City

Bogota

Cali

Medellin

Barranquilla

Context variables (province)

Unemployment

Private credit***

Primary coverage

Time in school

Waterworks

Road system

Alcohol or drugs

Abuse

Membership in Social Security

Constant

Number of observations

F

Prob > F

R2

R2 Adjusted

Coefficient

0.059

-0.008

0.006

1.20E-06

0.074

-0.025

-0.118

0.101

0.055

-0.019

0.032

0.216

0.157

0.160

0.019

0.339

0.103

0.155

0.442

-0.191

0.070

0.044

0.131

0.039

-2.599

0.182

-1.037

-0.011

-0.282

0.316

-0.330

-8.235

1.393

10.370

19,757

207.20

0.0000

0.2574

0.2562

t

42.99*

-0.64

3.55*

0.07

5.21*

-2.32*

-5.65*

2.42*

2.77*

-0.38

1.39

13.43*

6.85*

4.73*

1.15

7.85*

8.19*

13.93*

14.75*

-10.07*

1.67*

1.12

3.25*

1.01

-8.51*

6.29*

-4.42*

-2.34*

-2.51*

5.42*

0.84

-6.13*

13.60*

47.44*

* Coefficient significant at 95%.
**The reference branch is financial services.
***Percentage of credits for housing granted by private sector.
Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Table 5.6. Model of Spending Per Capita, Rural Total
Variable dependent = Log (spending per capita)

Variable

Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Land and credit

Credit**

Area land of household by title deed

Context variables (province)

Road system

Unemployment

Writing illiteracy

Primary health coverage

School building

Alcoholism or drug addiction

Abuse

Membership in Social Security

Constant

Number of observations

F

Prob > F

R2

R2 Adjusted

Coefficient

0.080

-0.032

0.013

-0.000

-0.298

0.243

0.034

2.042

1.521

-2.097

0.192

-1.413

0.172

-5.400

2.241

8.883

1,598

38.14

0.0000

0.2656

0.2586

t

10.30*

-0.64

1.66

-1.18

-4.51*

3.84*

10.66*

4.41*

1.21

-5.25*

0.88

-2.13*

0.19

-1.51

3.73*

31.09*

Coefficient significant at 95%.

**Credits from Caja Agraria, Banco Ganadero and/or Banco Cafetero.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.

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



154 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

Table 5.7. Models of Spending Per Capita, Farmers
Dependent variable = Log (spending per capita)

Model 1

Variable Coefficient

Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Land and credit

Farmcre****

Credit***

Log (household land)

Title deed for land

Context variables (province)

Road system

Unemployment

Writing illiteracy

Primary health coverage

School

Alcoholism, drug addiction

Abuses

Membership in Social Security

Constant

Number of observations

F

Prob > F

R2

R2 Adjusted

0.080

-0.060

0.008

0.000

0.045

-

0.194

0.025

-0.033

0.579

1.284

-2.055

0.218

-0.223

-1.064

-2.298

2.106

9.113

4,484

78.15

0.0000

0.2187

0.2159

t

19.993*

-2.083*

1.871

-1.383

1.268

-

3.196*

9.263*

-1.224

2.403*

1.859

-7.977*

1.532

-0.751

-2.029*

-1.483

7.112*

59.014*

Model 2

Coefficient

0.079

-0.003

0.006

0.000

-0.242

0.094

-

0.025

0.111

0.994

1.818

-2.132

0.411

-0.219

-0.775

0.537

2.623

8.765

1,694

36.76

0.0000

0.2596

0.2526

t

10.79*

-0.05

0.76

-0.41

-3.91*

3.45*

-

9.56*

2.97*

2.52*

1.50

-4.43*

1.98*

-0.38

-0.88

1.16

4.42*

33.84*

Coefficient significant at 95%.

**D1farmi = (quintile i = 1, quintile i = 0) *log (land per capita).
***Credits from Caja Agraria, Banco Ganadero and/or Banco Cafetero.
****Farmcre = (credit = 1, no credit = 0) *log (land per capita).
*****Difc = D1farmi *(credit= 1, no credit = 0).

Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Logi t Functions of Poverty

Logit functions corresponding to the functions of per capita spending were
estimated to determine the influence of socio-demographic household vari-
ables of infrastructure and public and social capital on the probability of
being poor. Using the results of these estimates, a series of policy simula-
tions were formulated to evaluate the quantitative effect of increased access
to or possession of resources and assets by the poor on poverty reduction.

Tables 5.8, 5.9 and 5.10 present the results obtained at the national
level for the urban and rural sectors. Table 5.11 presents the results of the
logit model for peasant farmers in two variants.

On the national model, the pseudo R2 is .19, and the coefficients of the
explanatory variables were significant at 95 percent, with the education, age
and immigrant status of the head of household having an impact that re-
duced the probability of being poor. Those who work in agriculture have the
highest probability of being impoverished, while workers in financial services
have the lowest probability. In terms of access to public capital, the variables
that reduce the probability of being poor are access to credit and social secu-
rity membership (public or private), while being illiterate increases the prob-
ability of being poor. The contextual variables that help to reduce poverty are
private home credit, road systems and social security membership, while those
that foster poverty are the unemployment rate in the region, children's dis-
tance from school, and mistreatment by the police. Finally, living in a city
rather than the country reduces the probability of being poor by 20 percent.

In the results of the urban model (Table 5.9), the pseudo R2 is 0.14 and
the significant variables that contribute to decreasing the probability of pov-
erty are education, age and migrant status of the household head, and non-
agricultural work. In terms of public capital, access to credit, training courses,
and social security membership have a favorable effect on poverty reduc-
tion. Finally, the contextual variables that contribute to poverty reduction
are access to credit for home purchase, road systems and social security
membership. In contrast, the unemployment rate, primary health coverage,
and mistreatment by the police contribute to increased poverty.

In the rural model, the effects on the probability of being poor are as
follows: education of head of household (-), immigrant status (-), access to credit
to finance productive activity (-), size of the land worked with title deed (-),
illiteracy in the region (+), and social security membership in the region (-).
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Table 5.8. National Logit Model
Dependent variable = In poverty (SI = 1, NO = 0)

Variable

Socio-demographic characteristics
Education of head

Gender of head

Age of head

Age squared of head
Head migrated last 5 years

Branch of activity of household head**

Agriculture

Mining and oil
Industry

Electricity and water

Construction

Commerce

Transport and communications

Financial services

Other services

Access to public capital

Credit***

Head member of Social Security

Head member of prepaid health scheme
Head illiterate

Context variables (province)
Unemployment

Private credit****
Primary health coverage

Time in school

Waterworks
Road system

Alcohol or drugs

Abuses

Membership in Social Security

Area

Constant

Number of observations

Chi2

Prob > Chi2

Pseudo R2

Log likelihood

Coefficient

-0.173

-0.026
-0.014

0.000

-0.174

0.272

-0.468

-0.166

0.122

-0.122

-0.612

-0.528

-0.675

-0.066

-0.746

-0.714

-1.298
0.321

4.873
-0.544

0.635

0.035
0.349

-1.190
-1.572

21.010

-3.584

0.206

0.8620084

24,285

6236.69

0.0000

0.1947

12900.568

z

-31.74*

-0.65

-2.51*

0.26

-3.61*

4.55*

-3.36*

-2.51*

0.68

-1.62

-11.31*
-6.55*

-4.05*

-1.18

-5.61*

-17.19*

-6.57*

5.89*

5.23*
-6.13*

1.49

3.84*
1.084

-6.57*

-1.53

7.58*

-11.87*

2.51*

1.852*

Coefficient significant at 95%.

**The reference branch is financial services.

***Credit for microenterprises from SENA or agricultural credit from Caja Agraria, Banco Ganadero
and/or Banco Cafetero.

****Percentage of credits for housing granted by private sector.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Table 5.9. Urban Logit Model
Dependent variable = In poverty (SI = 1, NO = 0)

Variable
Characteristics of household

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Own home

Branch of activity of household head**

Agriculture

Mining and oil

Industry

Electricity and water

Construction

Commerce

Transport and communications

Financial services

Other services

Access to public capital

Credit for microenterprises

Training courses head

Head member of social security

Head member of prepaid health scheme

Head illiterate

City

Bogota

Call

Medellin

Barranquilla

Context variables (province)

Unemployment

Private credit***

Primary health coverage

Time in school

Waterworks

Road system

Alcohol or drugs

Abuses

Membership in Social Security

Constant

Number of observations

Chi2

Prob > Chi2

Pseudo R2

Log likelihood

Coefficient

-0.167

-0.021

-0.017

2.14E-05

-0.145

0.001

0.382

-0.474

-0.149

0.145

-0.033

-0.577

-0.498

-0.643

-0.036

-0.885

-0.281

-0.674

-1.297

0.360

-0.093

0.091

-0.235

0.044

5.229

-0.450

3.469

9.71E-05

0.955

-1.538

-3.848

29.308

-3.103

-1.240

19,784

3588.63

0.0000

0.1477

-0.524

z

-27.86*

-0.49

-2.50*

-0.34

-2.69*

0.03

5.32*

-2.92*

-2.10*

0.78

-0.42

-9.94*

-5.84*

-3.73*

-0.60

-4.67*

-5.25*

-15 .13*

-5.98*

5.65*

-0.46

0.54

-1.43*

0.31

4.68*

-4.29*

4.02*

0.01

2.24*

-7.11*

-2.63*

5.99*

-7.73*

-1.56

'Coefficient significant at 95%.

**The reference branch is financial services.

***Percentage of housing credits granted by the private sector.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.

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



158 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

Table 5.10. Total Rural Logit Model
Dependent variable = In poverty (SI = 1, NO = 0)

Variable

Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 ye< rs

Land and credit

Credit**

Title deed for land

Context variables (province)

Road system

Unemployment

Writing illiteracy

Primary health coverage

School building

Alcoholism or drug addiction

Abuses

Membership in Social Security

Constant

Number of observations

Chi2

Prob > Chi2

Pseudo R2

Log Likelihood

Coefficient

-0.207

0.110

0.001

-6.12E-05

-0.289

-0.333

-0.108

-0.896

0.772

4.606

0.126

0.706

1.953

1.273

-6.363

0.861

4,508

787.22

0.0000

0.1371

-0.549

z

-14.90*

». 1.13

0.10

-0.47

-2.52*

-1.79*

-6.96*

-1.16

0.33

6.78*

0.27

0.71

1.14

0.25

-7.03*

1.61

Coefficient significant at 95%.

**Credit from Caja Agraria, Banco Ganadero and/or Banco Cafetero.

Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Table 5.11. Farmer Logit Models
Dependent variable = In poverty (SI = 1, NO = 0)

Variable

Socio-demographic characteristics

Education of head

Gender of head

Age of head

Age squared of head

Head migrated last 5 years

Land and credit

Farmcre****

Credit***

Log (household land)

Title deed for land

Context variables (province)

Road system

Unemployment

Writing illiteracy

Primary health coverage

School building

Alcoholism or drug addiction

Abuses

Membership in Social Security

Constant

Number of observations

Chi2

Prob > Chi2

Pseudo R2

Log likelihood

Model

Coefficient

-0.205

0.116

-0.004

0.000

-0.289

-

-0.479

-0.119

0.309

-1.524

0.618

6.108

-0.204

0.985

0.588

-4.338

-5.280

1.240

4,508

808.70

0.0000

0.1409

2465.9815

1

z

-14.785*

1.191

-0.277

-0.191

-2.499*

-

-2.518*

-7.766*

3.341*

-1.929*

0.257

7.103*

-0.437

0.990

0.333

-0.825

-5.540*

2.417*

Model 2

Coefficient

-0.211

-0.063

-0.007

0.000

0.458

-0.298

-0.130

-0.148

-3.475

2.467

8.090

-1.220

2.521

-1.058

-17.521

-4.560

2.426

1,694

343.56

0.0000

0.1698

839.85213

z

-7.643*

-0.335

-0.26

0.058

1.781

-2.992*

-7.63 *

-1.062

-2.39 *

0.514

4.463*

-1.638

1.173

-0.313

-1.438

-2.230*

2.519*

Coefficient significant at 95%.
**D1farmi = (quintile i = 1, quintile i = 0) *log (land per capita).
***Credits from Caja Agraria, Banco Ganadero and/or Banco Cafetero.
****Farmcre = (credit = 1, no credit = 0) *log (land per capita).
*****Difc = Dlfarmi *(credit = 1, no credit = 0).
Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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The logit models for peasant farmers confirm the probability that pov-
erty declines with years of education of the head of household and immi-
grant status. More land per capita helps to reduce poverty, as does access to
credit for production. The contextual variables that influence the probabil-
ity of poverty are the road system (-), illiteracy (+), and social security mem-
bership (-).

Access of the Poor to Labor Markets

The average rate of participation in the labor force for poor men and women
is lower than that for the non-poor. This may influence poverty, but as par-
ticipation is an endogenous variable, it is important to define its determi-
nants for both men and women in urban and rural areas.

Following Ribero (1997), logit models were specified for labor partici-
pation for the urban and rural sectors, differentiating between men and
women. The explanatory variables of labor participation are position in the
household (whether or not the person is the head of the household), age
and age squared, educational level, number of children under 5, ages 6-11
and ages 12-17, spouse's total income, attendance at school and the person's
non-labor income.

The participation rate for household heads is expected to increase with
age and educational level. The number of children under 5 years old should
have an impact on the participation of women, but its effect on men is not
clear. The presence of older children in the household can stimulate the par-
ticipation of other members because of the need for additional income to
pay for their education. Clearly, the monetary income of the spouse and
incomes of non-labor origin reduce participation, as does school attendance.

Tables 5.12 and 5.13 present the results of the logit models estimated
for the urban and rural sectors, separating men and women. In the urban
case, men's labor participation responds positively to being the head of house-
hold, decreasingly to age, educational level and the number of children un-
der 5. In contrast, participation responds negatively to the number of children
ages 12-17, spouse's income (if any), school attendance, and non-labor in-
come.

The labor participation of urban women responds positively to being
the head of household, increasingly to age, educational level, and the num-
ber of children ages 6-11. In contrast, participation is affected negatively by
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Table 5.12. Determinants of Urban Labor Participation

Men

Variable

Cte

Head

Age

Ed2

Educ

Children < 5

Children (6-11)

Children (12-17)

Totinc.cony

School att.

Non-labor income

No. of obs.

Pseudo R2

Coefficient

-2.51

1.28

0.22

-0.00

0.05

0.15

0.03

-0.07

0.02

-2.51

-0.15

30,529

0.45

z

-22.12*

21.04*

36.14*

-41.03*

8.875*

3.27*

1.18

-3.7*

-3.99*

-50.98*

-31.00*

Women

Coefficient

-3.77

0.91

0.18

-0.00

0.10

-0.14

0.05

-0.02

-0.06

-1.38

-0.08

35,114

0.16

z

-38.45*

20.01*

35.34*

-37.14*

30.09*

-5.22*

2.57*

-1.99*

-26.70*

-30.30*

-21.04*

*Significantat95%.
Source: Authors' calculations based on CASEN and Quality of Life Surveys.

Table 5.13. Determinants of Rural Labor Participation

Men

Variable

Cte
Head
Age

Ed2

Educ

Children < 5

Children (6-11)

Children (12-17)

Totinc.cony

School att.

Non-labor income

No. of obs.

Pseudo R2

Coefficient

-0.70
1.03

0.18

-0.00

-0.02

-0.02

0.08

-0.04

-0.08

-3.57

-0.11

7,912

0.42

z

-3.06*
7.57*

14.87*

-18.11*

-1.9

-0.31

1.42

1.0

-6.72*

-27.87*

-8.56*

Women

Coefficient

-3.29

0.93

0.11

-0.00

0.12

-0.12

0.03

0.02

-7.00E-02

-1.81

-0.05

7,038

0.10

z

-15.88*
8.55*

10.69*

-11.09*

10.77*

-1.87

0.71

0.69

-10.84*

-10.76*

-4.86*

*Significantat95%.
Source: Authors' calculations based on CASEN and Quality of Life Surveys.
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Table 5.14. Simulations of Labor Participation of the Poor

No. of children

Years of education (<5, 6-12, >12) Participation rate 1 %

P NP P N P O b s e r v e d Simul 1*Simul 2**

Urban

Rural

Men

Women

Men

Women

5,

5

3.

3,

.10

.00

.13

.12

7.50

7.25

4.66

4.86

(0.5,

(0.52,1

(0.6,1

(0.62,

1.1,0.9)

.04,0.87)

.28,0.99)

1.3,0.92)

(0.37,0.7,0.6)

(0.37,0.7,0.56)

(0.35,0.65,0.49)

(0.38,0.68,0.48)

65.41

31.84

78.35

20

66.92

37.26

77.9

23.88

65.65

32.09

78.3

19.9

* Poor with average education of non-poor.
** Poor with age distribution of children of non-poor.
Source: Authors' calculations.

the number of children under 5 and from 12-17, spouse's income (if any),
school attendance, and non-labor income.

For the rural sector, men's labor participation is affected positively by
being the head of household and decreasingly by age. Surprisingly, educa-
tional level negatively affects participation, although its effect is small. Again,
spouse's income discourages participation, as does school attendance and non-
labor income. Children of any age have no significant effect on participation.

Finally, women's labor participation in the rural sector depends posi-
tively on being the head of household, decreasingly on age and on level of
schooling. By contrast, children under five had a negative influence on par-
ticipation, as did spouse's income, school attendance and non-labor income.

Table 5.14 presents the results of the labor participation of the urban
and rural poor for men and women, assuming that the educational level of
the poor were equal to that of the non-poor. For urban men, the participa-

tion rate increases from 65.4 percent to 66.9 percent, while the effect on
women is more appreciable, rising from 31.8 percent to 37.3 percent, with
similar changes in the number of years of magnitude for both men and

women. The same simulation in the rural sector generates more modest and

even contrary results. For men, participation falls from 78.3 percent to 77.9

percent; whereas for women, the rate increases from 20 percent to 23.9 per-

cent. The conclusion is that raising the educational level of the urban and

rural poor to the level of the non-poor would increase their participation
rate. This does not guarantee they would leave poverty, but at least it be-
comes more probable, given that a significant proportion of these new par-
ticipants would find jobs and thus improve household income.
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The second simulation, presented in the same table, relates to the im-
pact of applying the age distribution of children in non-poor households to
the poor. Although these distributions differ significantly in magnitude, with
a larger number of children in poor households, the impact on the partici-
pation of men and women would be very small in both urban and rural
sectors.

Policies to Combat Poverty

Policy Simulations

Using the results of the logit models estimated above, simulation exercises
show the possible effects of poverty reduction due to changes in certain ex-
ogenous or predetermined variables. The methodology quantifies the effect
of improvements in points of incidence of poverty, which generates a value
for the exogenous or predetermined variable for the poor that is the average
value observed for the non-poor. This type of simulation gives a realistic no-
tion of the different areas where efforts need to be focused to reduce poverty.

Table 5.15 presents the results in terms of the reduction of points of
incidence of poverty at the national, urban, and rural levels, and for people
who work in agriculture. At the national level, an increase in the average
years of education of the heads of poor households from 3.4 years to 6.7
years (non-poor average) would reduce the incidence of poverty by 3.7 points.
Obviously, achieving this depends on policies to expand coverage, which
only have an effect in the medium term. Thus, it would be expected that a
more aggressive policy of expanding primary education coverage to nine
years, along with an improvement in educational quality, would decrease
poverty over the years that followed.9

Targeting the poor with credit programs that support productive ac-
tivities such as microenterprises or agricultural production would have a
moderate effect on poverty reduction (.05 points), applying the existing cov-

9 A specification where dummy variables are used for the different educational levels instead
of years of education might generate weaker effects because the average years of education of

non-poor households is in a segment in which the return on education is lower than that

derived from a linear specification.
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Table 5.15. Policy Simulations for Reducing Poverty

(Reduction in Points of Incidence of Poverty)

(In percent)

National total

Urban

Rural

Farmers

Sim1*

-3.72

-3.92

-3.99

-3.96

Sim2*

-0.05

-0.05

-0.22

-0.22

Sim3***

-12.82

-13.23

-4.65

-4.66

Sim4****

-0.92

-0.83

-2.32

-2.08

SimS*****

-

-

-1.99

-1.99

Sim6******

-

-2.18

-2.37

* If poor heads of household had the same education as the non-poor.

** If the poor had the same access to credit as the non-poor.

*** If all the poor had access to credit.

**** If the poor had the same access to social security as the non-poor.

***** If the poor had the same amount of land as the non-poor.

****** If the poor had the same illiteracy rate as the non-poor.

Source: Authors' calculations.

erage of the non-poor, which is very low (1.5 percent). However, if credit
were available to all the poor who do not now have access to it, the effect on
poverty reduction would be -12.8 points. The impact of an expansion of
coverage of social security for the poor from 17.5 percent to the rate of 24.1
percent enjoyed by the non-poor could reduce poverty by 0.92 points.

The same table gives the results of the simulations for the urban sec-
tor. In this case, an increase in the average education of heads of poor house-
holds to that of heads of non-poor households (3.98 to 7) would reduce the
incidence of poverty by 3.92 points. Guaranteed access to credit for the poor
at the level of the non-poor has no significant effect, but again if credit were
available to all the poor who do not have access to it, urban poverty could be
reduced by 13.2 points. The effect of greater coverage of social security at
the level of the non-poor would reduce poverty by 0.83 points.

The effects of the different simulations on rural poverty can be seen in
the same table. The increase in the average years of education of the heads of
poor households to the level of the non-poor (from 2.28 to 3.98 years) would
reduce the incidence of poverty by 4 points. Access to credit at the same level
as the non-poor (from 2.5 percent to 5 percent) would have an effect of -0.2
points on poverty. If all the poor had access to credit the reduction would be
4.7 points. The simulation of giving land to the poor at levels that the non-
poor have it (a ratio of 1 to 3) would reduce the incidence of poverty by 2
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points. A fall in the illiteracy rate at the regional level to the levels of the
non-poor (from 18 percent to 14 percent) would reduce poverty by 2.4 points.
Finally, enhanced access to social security (from 5.3 percent to 8.7 percent)
would reduce poverty by 2.1 points.

Lastly, Table 5.15 shows the possible reductions in poverty among
people who work in agriculture. The results are very similar to those ob-
tained for the poor rural population. The increase in the average education
of heads of poor households to that of non-poor heads of households would
reduce poverty by about 4 points, increase access to credit by 0.2 points,
increase access to land by 4.74 points, reduce illiteracy by 2.4 points, and
provide greater access to social security by 2.1 points.

Conclusions

Although in the past few decades the incidence of poverty in Colombia has
decreased, it remains a major problem that must be addressed by public
policies. Using a poverty line of US$2 (1985) per capita, 20.4 percent of
Colombians (5.2 million people) in the urban sector and 60.4 percent (7.1
million) in the rural sector were found to be living in poverty. Decomposi-
tion exercises (per Datt and Ravallion, 1992) show that in the last decade the
minor improvement in poverty in the urban sector was explained mostly by
growth, which neutralized regressive redistribution. In the rural sector, it
was progressive redistribution that helped to slightly reduce poverty. Econo-
metric exercises confirm that economic growth was an important factor in
reducing urban poverty and was reinforced by public spending and eco-
nomic liberalization. Factors that exacerbated poverty were inflation, un-
employment and the real depreciation of the exchange rate.

There is evidence of a link between poverty and the possession of as-
sets, particularly human capital as measured by the number of years of edu-
cation. An increase in human capital helps reduce poverty in two ways. First,
it has a positive influence on labor participation, with more income earners
in the household. Second, the income of the employed rises because of higher
productivity.

In terms of policy, access to credit is an important resource for re-
ducing poverty because it enhances economic activity. The Colombian credit
market is an imperfect market to which the poor have limited access. Poli-
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166 THE URBAN-RURAL POVERTY GAP IN COLOMBIA

cies that reverse this situation by creating opportunities to generate jobs
could prove important in reducing poverty in both urban and rural areas.
Social security coverage is another resource to which the poor have had little
access. The significant increase in coverage under way should help to reduce
poverty. Improved access to land by peasant farmers is another way to re-
duce rural poverty, but it can be costly. To be effective, it has to be accompa-
nied by other resources such as technical assistance and credit.
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CHAPTER SIX

The Capital of the Poor in Costa Rica:
Access, Utilization and Return

Juan Diego Trejos

Nancy Montiel1

Over the past decade, between one-quarter and one-fifth of Costa Rican
families were estimated to be living in poverty, when defined as insufficient
income.2 This relatively high incidence of poverty persists despite moderate
economic growth and Costa Rica's long tradition of social policies and pro-
grams to assist the poor.3

The income of families depends principally on the quantity and use of

their assets and the returns on them. These assets include human and social
capital. Poverty is associated with the insufficient accumulation or unprof-

itable use of the different types of assets. The objective of this chapter is to
study the assets of the poor in Costa Rica, their degree of utilization, the
returns achieved on them, and their impact on the capacity of families to
escape poverty.

Household surveys contain the best approximation of poverty trends,
providing precise estimates of its absolute and relative extent. To obtain the
most consistent and complete measurements, two comparable surveys cov-
ering the last decade were used. The earliest available survey, which dates to
1986 and is an ad hoc survey taken by the Institute of Economic Research
(Institute de Investigaciones en Ciencias Economicas, IICE) on poverty

1 The authors are economists at the Institute de Investigaciones en Ciencias Economicas of
the University of Costa Rica.
2 For this concept of poverty, the official estimates (DGEC, 1997) and ECLAC (1996) are in
this range, but those of the IDE (Morley and Alvarez, 1992) and the World Bank
(Psacharopoulos et al, 1993) are systematically lower. The treatment of the income and pov-
erty lines used explains these discrepancies.
3 See Trejos et al. (1994) and Trejos (1995a).
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170 THE CAPITAL OF THE POOR IN COSTA RICA

caused by the economic crisis of the first half of the 1980s. The second is the
1995 Multi-Purpose Survey of Households (Encuesta de Hogares de
Propositos Multiples, EHPM) which has been taken every year since 1987
by the Statistics and Census Service (Direction General de Estadisticas y
Censos, DGEC, 1995).4 Both of these national surveys were adjusted to be
consistent with population projections and distribution, and to be coherent
with the estimates of family income from the National Accounts.5 In 1995,
imputations were also included for non-replies and omission of income items
(e.g., rent was imputed for home ownership).

Table 6.1 summarizes the estimates based on two alternative poverty
lines: the official line and an international line.6 When applying the official
poverty line, which is very close to the one used by ECLAC, the incidence of
poverty is between 20 percent and 25 percent. When a homogeneous inter-
national line is used, the poverty indicators are almost half that amount,
close to the level that the official lines consider extreme poverty. Although
the changes are modest, both the incidence and intensity decrease, a ten-
dency that is not clearly demonstrated by the depth indicator. This could
mean that there have been no changes in the most deprived groups. In both
estimates, the absolute number of poor families and individuals increases,
with the exception of the number of people below the international line.

Following Datt and Ravallion (1992), Table 6.2 gives a breakdown of
these base estimates into a growth effect and a redistribution effect. This

4 A previous IICE survey (1983) was rejected because it did not contain information on assets
and because the characteristics of poverty were influenced by the severe economic crisis that
was just coming under control that year. Similarly, DGEC household surveys of the same

period were not used because the concept of income was very limited (primary cash income)
and the additional information was inadequate. As the surveys require an income adjustment

due to under-declaration, the most recent survey (1996) could not be used because the infor-

mation from the National Accounts for that year was not available. For data on assets that

were missing or of lower quality, the 1986 IICE survey was supplemented by the 1988 Survey

of Income and Spending.
5 As the base surveys are not surveys of income and spending, measurement of income is less

precise. This is particularly true for the 1995 EHPM. The income adjustments were by source.
6 The official line, calculated by the DGEC, establishes differences by urban and rural areas

with respect to nutritional requirements (calories), structure of food consumption and the
Engel coefficient. The international line corresponds to the equivalent of US$60 monthly at
1985 purchasing power parity and makes no distinction by area, which tends to overestimate
rural poverty. The estimates of poverty are calculated by comparing magnitudes per capita

with no adjustment for equivalent scales or presence of economies of scale. Third, these indi-

cators apply to data grouped with the World Bank's POVCAL program.

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



PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 171

Table 6.1. Costa Rica: Alternative Estimates of Poverty, 1986 and 1995

Official poverty line1

Indicator

Poor families (thousands)

Percentage of total families

Poor individuals (thousands)

Percentage of total population

Global indicators (%)2

Incidence (PO)

Intensity (P1)

Depth (P2)

Poor families in rural areas (% of poor)

1986

141.4

23.7

773.3

28.5

23.7

9.5

5.5

65.8

1995

166.2

20.5

790.7

23.4

20.5

8.6

5.4

64.9

International line3

1986

77.9

13.0

438.6

16.2

13.0

5.3

3.2

75.4

1995

85.5

10.5

388.3

11.5

10.5

4.8

3.3

76.7

1 Poverty lines obtained from the structure of consumption in 1988 with area differences for nutritional
requirements, and patterns of food and non-food consumption.
2 Traditional measures of the Foster-Greer-Thorbecke series (FGT) and applied to families.
3 Equivalent value to US$60 monthly in 1985 purchasing power.
Source: Authors' calculations based on IICE (1986) and DGEC (1995).

Table 6.2. Costa Rica: Disaggregation of the Change in Poverty by Growth
Effect and Redistribution Effect, 1986 and 1995

Official poverty line2

Indicator1

Value of indicator (%)

1986

1995

Total change

Relative structure

Total change

Growth effect

Redistribution effect

Residual

PO

29.4

25.6

-3.8

100.0

117.4

-17.2

-0.2

P1

12.0

10.2

-1.9

100.0

110.9

-13.6

2.7

P2

6.6

5.4

-1.2

100.0

103.3

-6.6

3.3

International line3

PO

16.5

12.7

-3.8

100.0

109.0

-13.0

4.0

P1

6.1

4.2

-1.9

100.0

99.0

-3.2

4.2

P2

3.0

1.9

-1.1

100.0

93.2

4.0

2.8

1 Traditional measures of the Foster-Greer-Thorbecke (FGT) series and applied to individuals.
2 Used by the DGEC according to structure of consumption of 1988 and with area differences.
3 Equivalent value to US$60 monthly in 1985 purchasing parity.
Source: Authors' calculations based on IICE (1986) and DGEC (1995).
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172 THE CAPITAL OF THE POOR IN COSTA RICA

decomposition is presented for the three indicators and for the two alterna-
tive poverty lines.7 In all cases, there is a reduction in poverty that is largely
explained by an increase in real income thanks to economic growth. While
no global changes are perceived in income distribution,8 the redistribution
effect, although small, neutralizes in part the reduction in poverty attrib-
uted to economic growth in all cases except one. The combined effect shows
an even smaller change and, in all cases except one, contributes to the reduc-
tion of poverty.

Characteristics of the Poor

Studies on poverty in Costa Rica confirm a sociodemographic profile of
poor households that has remained virtually unchanged since 1980 (Cespedes
and Jimenez, 1995) and is reproduced even when alternative methodologi-
cal approximations are used, such as the method of unsatisfied basic needs
(De los Rios, 1988) or the integrated method of poverty (World Bank, 1997).9

There is a predominance of poverty in rural areas, in large households be-
cause of the higher number of children, and in the growing number of house-
holds with female heads. Among the poor, entry into the labor market is
early and less successful—particularly among men—because of low educa-
tional levels. Women also have low educational levels, but they participate
less in the labor market (Trejos, 1995b). Poor urban and rural children have
broad access to primary education and generally stay in school. However,
their participation in secondary education varies widely by region and in-
come stratum (Rama, 1994). This is not the case with access to health ser-
vices, where a national system provides broad coverage that even reaches
poor rural families (Taylor-Dormond, 1991;Sauma, 1993; World Bank, 1990).

The sociodemographic profile of poverty in Costa Rica shown in Table
6.3 suggests several trends regarding the assets of the poor. First, the similar
numbers of household members of working age in both poor and non-poor

7 These indicators differ from those presented in Table 6.1 in three respects. First, they relate to
individuals and not families. Second, a national average is used for the official poverty lines.
8 The Gini coefficient moves from 0.498 in 1986 to 0.496 in 1995.
9 In these cases, some characteristics become tautological. For example, individuals who do
not attend school or do not have adequate housing are poor by definition.
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Table 6.3. Costa Rica: Sociodemographic Characteristics of Families by

Condition of Poverty, 1986 and 1995

Indicator

Percentage of families

Composition of household

Persons per household

Persons under 12 (%)

Persons aged 12 or over

Dependents per worker

Female heads of household (%)

Average education of head (years)

Male head

Female head

Labor participation (%)

Net rate of participation

Rate of participation of head

Rate of open employment

Access to basic services

% of 7-12 year-olds who attend school

% of 13-17 year-olds who attend school

% of families with health insurance

Poor

23.7

5.5

37.9

3.4

3.7

20.2

4.4

3.8

38.4

74.7

9.8

91.1

40.9

71.8

1986

Non-poor

76.3

4.3

25.6

3.2

1.7

17.0

7.0

7.0

51.8

84.2

3.6

95.3

53.7

83.2

1995

Poor

20.5

4.8

30.4

3.3

3.4

27.0

4.9

4.6

37.0

66.9

12.3

96.2

62.4

80.4

Non-poor

79.5

4.0

19.1

3.2

1.4

19.1

7.8

7.4

54.4

82.8

3.9

98.5

69.7

86.4

Note: Uses the DGEC poverty line.
Source: Authors' calculations based on IICE (1986) and DGEC (1995).

families suggest that the differences in the endowment of human capital, as
shown by the lower educational levels of the heads, are due to different indi-
vidual possibilities of accumulation. Second, the possibilities to accumulate
human capital seem to be improving among the poor, judging from the
attendance rates of those under 18 at educational facilities, and by access to
health services. Third, lower and decreasing participation in the labor mar-
ket and higher and growing unemployment among poor people who enter
the market reveal a problem in the use of the human capital that households
accumulate. Combined with the larger number of children in poor house-
holds, this implies heavier pressure on the household's human, productive
and social capital. Thus, even an average return can be insufficient to over-
come poverty thresholds.

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



174 THE CAPITAL OF THE POOR IN COSTA RICA

A classification of families into socio-occupational groups offers ad-
ditional evidence of changes in the assets of the poor over the last decade.
These groups were defined bearing in mind seven variables: condition of
activity, occupational category, size and location of establishment, branch
of activity, institutional sector and occupational group. Initially, 14 catego-
ries were specified, which were later grouped into six for greater statistical
representativeness. "Farm worker" covers all workers in that sector. "Formal
skilled wage earners" include technical-professional wage earners in the non-
farm public and private sector. "Formal unskilled wage earners" include non-
technical or professional public and private wage earners in establishments
of five or more workers. "Urban producers" comprise entrepreneurs, includ-
ing owners of microenterprises and self-employed technical-professionals.
"Informal workers" include other self-employed non-farm workers plus wage
earners in microenterprises. The "floating population" covers the unem-
ployed, workers in domestic service, non-remunerated workers and non-
pensioner inactive persons. The final group comprises inactive people with
pensions or in retirement.

These groups differentiate relationships through the means of pro-
duction (holding of productive assets), sectors of activity (technology and
linkage with external markets that affect the return on assets), and endow-
ments of human capital and their utilization. All these elements are expected
to differentiate the risks of poverty.10 Table 6.4 confirms that poverty is as-
sociated with lower endowments and less utilization of assets as well as lower
returns on them. The families with working heads that record the highest
poverty levels have heads who work in agriculture, particularly linked to
traditional agriculture (principally basic grains). In 1986, these families ac-
counted for about one-third of total poverty. For them, the asset of land is
the determining factor, although the concentration of poverty in traditional
agriculture suggests that return and quality can be important explanatory
elements of the probability of poverty.

The other two groups with a high incidence of poverty are those linked
to informal urban activities, and the floating population. The former has little

10 This means accepting that the occupational characteristics of the head are a good indicator
of household income levels. Although surveys in Costa Rica follow the criterion of self-decla-
ration by the head, the results indicate that in about 90 percent of families, the head is the
principal breadwinner.
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Table 6.4. Costa Rica: Profile of Poverty by Socio-occupational Groups,

1986 and 1995

Indicator
Total
heads

Farm Formal wage earner Urban Informal
worker Skilled Unskilled producer worker

Floating
popultn

Inactive
pensioner

Population weight (%)

1986

1995

Change

100.0

100.0

0.0

Incidence of poverty (Po)

1986 23.7

1995

Change

20.5

-3.2

24.0

17.3

-6.7

36.5

34.0

-2.5

Contribution to total poverty (%)

1986 100.0 37.0

1995

Change

100.0

0.0

28.7

-8.3

Decomposition of total change (%)

Total 100.0 89.9

Within

Among

Cross

46.4

45.6

8.1

18.6

76.5

-5.2

8.5

10.2

1.7

1.4

2.1

0.7

0.5

1.0

0.5

-2.9

-1.9

-0.7

-0.4

26.4

24.6

-1.8

12.4

10.5

-1.9

13.8

12.6

-1.2

21.5

15.6

7.0

-1.1

9.0

10.5

1.5

11.7

7.9

-3.8

4.4

4.1

-0.3

6.9

10.7

-5.8

1.9

9.8

14.1

4.3

24.6

19.8

-4.8

10.1

13.7

3.6

-12.2

14.7

-33.4

6.5

16.3

14.9

-1.4

41.5

45.8

4.3

28.6

33.3

4.7

-1.8

-22.2

18.5

1.9

6.0

8.4

2.4

22.0

16.2

-5.8

5.6

6.6

1.0

-1.3

10.8

-16.5

4.3

Source: Authors' calculations based on IICE (1986) and DGEC (1995).

human and productive capital and the latter under-utilizes the scarce human
capital it has. The contribution of these two groups to total poverty is substan-
tial and still growing, accounting for almost half of total poverty in 1995.

Conversely, urban producers (including microentrepreneurs and self-
employed workers with assets) with higher endowments of productive and
human assets show a low and decreasing incidence of poverty. Non-farm
wage earners in formal employment, particularly those with the most hu-
man capital, also record a lower incidence of poverty. Only wage earners in
the formal economy who are unskilled or have low human capital make a
higher contribution to total poverty because of their greater relative weight
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176 THE CAPITAL OF THE POOR IN COSTA RICA

among the total heads of household. This group, however, obtains a higher
return on its human capital because it works with a higher productive capi-
tal; thus the rates of incidence of poverty are about half those of informal
workers and one-third that of farm workers.

Although the results are as expected, the disaggregation of the changes
in the incidence of poverty (Po) by socioeconomic group provides addi-
tional evidence of possible changes in the assets of the poor. Table 6.4 shows
that the reduction in poverty is explained principally and in similar parts by
changes among and between groups, indicating that the result is due to re-
ductions in poverty within each group and to movements into less poor
groups. Combining all the effects, households linked to agricultural activi-
ties account for 90 percent of the total reduction in the incidence of poverty.
A similar conclusion by Morley and Alvarez (1992) cited the fact that the
Costa Rican farm sector produces tradable goods that are favored by open
trade policies and price liberalization. This suggests that the lower incidence
of poverty within this socio-occupational group could be due to improve-
ments in the return on their productive assets, although much of their con-
tribution to total poverty reduction is owing to the movement of workers
into groups with a lower risk of poverty.

Rodriguez and Smith (1994) estimated probability models of poverty
using the 1986 survey for the base estimates. Their results confirm those
described earlier—that the probability of poverty is increased by lower hu-
man capital (education of household head), lower utilization (unemploy-
ment of the head), heavy pressure on household assets (dependence of
children), and reduced access to public social capital (residence outside the
Central Valley1' or in rural areas). In households with a working head, these
variables combine with others for a lower return on human and productive
capital (temporary employment, informal employment, traditional agricul-
tural activities and small-scale activities). The variable that is not significant
is the education of the head of household's parents, which suggests a certain
capacity to accumulate human capital among poor households.

Table 6.5 includes the estimates made in this study for 1995, which are
similar to those by Rodriguez and Smith (1994) for 1986. Still, some differ-

1 ' The Central Valley of Costa Rica, despite its small area, is where two-thirds of the national
population and the principal non-agricultural activities are concentrated. It is home to the
capital and the next three largest cities.
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178 THE CAPITAL OF THE POOR IN COSTA RICA

ences are apparent. First, the gender of the household head acquires statisti-
cal significance and the presence of female heads increases the probability
of poverty.12 Second, the rate of economic dependence (dependents per
worker), as an indicator of the pressure on human and productive assets,
contributes more to explaining the probability of poverty than the simulta-
neous consideration of the rate of demographic dependence and the num-
ber of workers in the household. Third, the link to agricultural activities,
modern as well as traditional, continues to increase the probability of poor
households.13 This suggests that agricultural activity provides a lower re-
turn on productive and human assets in comparison with other productive
activities. Finally, residence in a rural area ceases to be statistically signifi-
cant in the determination of the probability of poverty because of the greater
explanatory power acquired by other variables in the model or their high
correlation with other variables.14

Based on the most recent profile, it can be concluded that poverty is
more prevalent among households with female heads, heads who have little
schooling, heads with temporary jobs in the informal sector (usually in tra-
ditional agricultural activities), and heads with a relatively high number of
dependents, as well as in families that reside outside the Central Valley. This
suggests that the poverty of families is explained by the endowment of as-
sets, human or otherwise, the pressure exerted on them, and their utiliza-
tion and return.

Assets of the Poor

The resources or assets to which the poor have access can have a variety of
different effects. They can improve the quality of life, expand productive
possibilities and increase the accumulation of human capital. Such is the

12 Households with female heads accounted for 20 percent of total poverty in 1986 and 27
percent in 1995, rising to 32 percent when indicators other than Po and P2 are considered.
13 Modern agriculture includes export products (coffee, bananas, meat, sugar plus nontradi-
tional products). Traditional agriculture covers the remaining activities, particularly basic
grains.
14 Although the incidence of poverty is falling in rural areas, it still encompasses two-thirds of
poor households, and there is no sign of a convergence of incidence or intensity of poverty
toward the values of urban areas.
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PORTRAIT OF THE POOR: AN ASSETS-BASED APPROACH 179

case of housing and basic services, for example. Productive and human capital
can enhance people's income generating potential and thus help overcome
deprivation. Private social capital can also alleviate privation, while public
social capital in basic social services can help break the intergenerational
transmission of poverty.

The 1988 Income and Spending Survey (DGEC, 1988) allows for a
comparison of a series of variables relating to resources or assets with the
probability of poverty in the household.15 Based on the presence of capital
income, households with productive and financial assets are identified and
the Szekely (1996) methodology is used to estimate their monetary value
according to average returns in the market at the time. A similar approxima-
tion is performed for homeowners based on potential rent. For both pro-
ductive assets and housing, an additional qualitative indicator was
constructed that reflects the differences in the relative quantities of produc-
tive capital held by the different independent workers by branch of activity,
number of workers and location of establishment, and access to quality hous-
ing according to materials and relative size. For rural areas, land (access and
area cultivated) and the value of livestock are considered as additional pro-
ductive assets. Human capital is estimated as the sum of equivalent years of
education of family members of working age. The relative wages of 1990
were used to establish the equivalent years of education. Private social capi-
tal is approximated by participation in social organizations and productive
cooperatives and by income transfers among family members. Public social
capital, such as access to physical and social infrastructure, is approximated
by residence in the center of the country.

Table 6.6 summarizes the results of three models—one for the coun-
try as a whole and the others for the urban and rural areas—that associate
the probability of poverty with access to resources and assets. The results are
not surprising: holding assets and resources or having access to them re-
duces the probability of poverty. Some observations, however, are pertinent.
Productive capital, as a booster of family income, is inversely associated with
the probability of poverty. For the aggregate model, both access to the asset

15 The results of this survey for incidence of poverty are similar to the base estimates (23.7
percent in 1986 against 22.8 percent in 1988), and the area differences are unchanged. Because
it is a survey of income and spending, only minor adjustments are required.
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180 THE CAPITAL OF THE POOR IN COSTA RICA

Table 6.6. Costa Rica: Probabilistic Poverty Models Based on Assets, 1988

Variables1

Value of productive capital

(colones)

Holding of physical capital

(1 : have 0: do not have)

Holding of financial capital

(1: have 0: do not have)

Value of livestock
(colones)

Access to physical and social infrastructure

(1 : have 0: do not have )

Membership of associations
(1 : member 0: not member)

Family assistance as transfers

(1: have 0: do not have)

Access to quality housing
(0: no access 6: full access)

Own home =
(1: have 0: do not have)

Value of own home
(colones)

Human capital per capita
(equivalent years of education
per household member)

Constant

Number of cases
Poor = 1

Poor = 0
Correct predictions (%)
Likelihood ratio test

Significance

Total

-0.000004

(0.000)

-0.6974

(0.280)

-0.9635

(0.291)

-0.0000015
(0.000)

-0.317

(0.101)

-1.1236
(0.252)

0.255

(0.120)

-0.1599
(0.042)

1.2685
(0.135)

-0.000076
(0.000)

-0.1778

(0.013)

0.8718
0.156)

3,909
1,070

2,839
77.9

1139

0.0000

Households

Urban2

n.s.

-1.8706

(0.443)

-0.8956

(0.492)

n.s.

n.s.

-1.0627
(0.356)

n.s.

-0.1502
(0.079)

1.5523
(0.249)

-0.000081
(0.000)

-0.1734

(0.021)

0.8112
(0.317)

1,568
271

1,297

85.1

404

0.0000

Rural

-0.0000053

(0.000)

n.s.

-0.957

(0.360)

-0.0000014
(0.000)

-0.434

(0.135)

-1.3501
(0.357)

n.s.

-0.1674
(0.052)

1.3623
(0.168)

-0.000085
(0.000)

-0.2001

(0.018)

0.9545
0.181

2,341

799

1,542

73.9

597

0.0000

n.s. = not significant. The following were not significant in any model: the qualitative variable of physical
capital, value of financial capital, access and land use and participation in production cooperatives.
1 Standard deviations are in brackets. All the variables are significant at the level of at least 97 percent,
except holding of financial capital and access to quality housing in the urban area, at 93 percent and 94
percent, respectively.
2 The tests for difference of coefficients between areas do not reject the null hypothesis that the
coefficients are equal between areas for all the variables.

Source: Authors' calculations based on the DGEC (1988).
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and the value of it reduce the probability of poverty, but in urban areas only
access is significant and in rural areas only value. The indicator of relative
access to productive capital was not statistically significant in either case.

The presence of financial capital, savings and time deposits can im-
prove the generation of income by financing working capital for productive
activities as well as new investments in productive capital. It is also an indi-
cator of the saving capacity of the household, since it results from the gen-
eration of income in excess of satisfaction of basic needs. In the three models
of Table 6.6, the holding of financial capital rather than its value is statisti-
cally significant in reducing the impact on the probability of poverty. For
the country as a whole, as well as for rural areas, the value of livestock is
associated with low probabilities of poverty. However, neither access to farm-
land nor cultivated areas appear to support a statistically significant reduc-
tion of poverty. This is because access to land is similar among poor and
non-poor rural families, and the area cultivated is even larger among the
poor. In part, this reflects the fact that non-poor families hold their agricul-
tural land in the form of companies and not as family enterprises, and that
the result has to be controlled for quality of land, type of crop and the tech-
nology used.

A larger stock of human capital, adjusted for the size of the household
and particularly for the presence of children, is also associated with lower
probabilities of poverty both at the national level and in rural and urban
areas.16 Using the capacity to generate primary or labor income for house-
holds as the estimated indicator of human capital improves the adjustment
of the model, ceteris paribus, compared to the use of education of the head
of household as proxy, although in most cases (90 percent) the head is the
principal breadwinner of the household. This highlights the need to con-
sider the capacity for income generation of the other members of the house-
hold in order to determine the probability of escaping poverty.

Housing is an asset that dramatically improves the quality of life of
families, although its role in enhancing income-generating capacity is also
important. First, it can be transformed into a productive asset for
microproducers who use their home as a productive establishment. Second,

16 Although the coefficient of the rural area is greater than that of the urban area, the differ-
ence is not significant, which could mean that the human capital per capita of households has
an equal impact on poverty reduction in both areas.
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182 THE CAPITAL OF THE POOR IN COSTA RICA

it can help in the accumulation of physical capital when used as mortgage
security, and help the accumulation of human capital because adequate physi-
cal/sanitary conditions support the growth of healthy children who can take
advantage of a basic formal education. The indicators included offer similar
results in all three models but in opposite directions. In particular, access to
one's own home shows a direct relationship with the probability of poverty,
a result that is perhaps a dominant characteristic among poor and non-
poor families. In fact, 67 percent of poor families have their own home ver-
sus 69 percent of non-poor households. This result is also partly due to the
fact that the quality of housing is not controlled. When the value of the
home is included as a reflection of its quality, the result is as expected. As the
value of the home also reflects a consumption decision, an indicator was
constructed for access (ownership, rent or transfer) to quality housing (by
type, materials and size relative to the number of members of the house-
hold). In this case, access to better quality housing reduces the probability of
poverty, showing that access to assets can be more important than owner-
ship as a means of escaping poverty.

The last variables included in the models approximate the impact of
access to social capital. Greater access to social and physical infrastructure,
known as public social capital, reduces the probability of poverty by increas-
ing opportunities for income generation and making greater degrees of ac-
cumulation possible, particularly of human capital. As expected, the impact
is significant for the country as a whole and for rural areas. For private social
capital, social participation measured as membership in social organizations
reveals an inverse relationship with the probability of poverty, which is sta-
tistically significant for the country as a whole and for each area. However,
participation in productive cooperatives, with some presence in the farm
sector, was not statistically significant. Lastly, the presence of inter-family
assistance, as an indicator of social assistance networks, was directly related
to the probability of poverty and only significant for the whole country.
Since only families that received assistance are captured, and not those that
provided it, the finding could suffer from a causality problem. That is, the
presence of assistance does not increase the probability of poverty, but the
presence of situations of privation increases the probability of receiving as-
sistance from other households.

The results further show that, with small justifiable exceptions, the
increased presence of assets and funds in households reduces the probabil-
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ity of poverty. Access to assets, although important, can be insufficient. Fur-
ther study is needed on the use and quality of assets, restrictions on accu-
mulating them, and returns on them.

Human Capital

In countries such as Costa Rica, where most people have some educational
background, human capital is the asset to which the poor have greatest ac-
cess.17 Even the poor generally attend and stay in primary school because
public social capital facilitates the accumulation of human capital by pro-
viding free education and health care, among other services. However, at-
tendance is concentrated in primary education, while at other levels
(secondary and tertiary) the possibilities of the poor decrease.18

What impact does this broad access to primary education have on the
distribution of human assets among the different income strata? To answer
this question, it is first necessary to define how and for which group human
capital is measured. Since human capital is important in escaping poverty
because it contributes to the generation of income, its measurement is con-
fined to household members of working age, which in Costa Rica is over 12
years old. The simplest way to measure this asset is in terms of years of edu-
cation completed, although when the household is the unit of analysis this
measure loses relevance because it grants the same value to the marginal
year of education, whether first grade of primary or the last year of univer-
sity education. As each year of additional education has a different return in
the labor market, which can be approximated by the average wage of indi-
viduals with the same number of years of education, the procedure is to use
these wages, relative to the wage of workers with no education, as weightings
to create a measurement of the household's endowment or stock of human
capital. The result is defined as the sum of the equivalent years of education

17 If only the education of the head is considered, 87 percent of poor households had some
level of human capital in 1995 (at least one completed year of education). If the education of
all working members is used, access to some degree of human capital among the poor rises to
96 percent.
18 Although secondary education is provided free of charge by the state, supply is concen-
trated in urban areas and opportunity costs are greater for poor families.
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184 THE CAPITAL OF THE POOR IN COSTA RICA

Table 6.7. Costa Rica: Distribution of Educational and Human Capital,

1986 and 1995

Years of education Human capital2

Unit of analysis1 1986 1995 1986 1995

Population aged 12 or over

Average value 6.5 7.4 12.4 14.0

Gini coefficient 0.14 0.15 0.26 0.25

Coefficient change 0.25 0.28 0.50 0.48

Theil index 0.03 0.04 0.11 0.10

Households

Average value per household3

Average value per person

Gini coefficient

Coefficient change

Theil index

20.8

4.9

0.10

0.19

0.02

22.0

5.6

0.13

0.22

0.03

39.6

9.7

0.22

0.43

0.08

44.4

11.7

0.25

0.47

0.10

1 Arranged by family income per capita.
2 Equivalent years of education according to 1990 relative prices.
3 Of its population of working age (aged 12 or over).

Source: Authors' calculations based on IICE (1986) and DGEC (1995).

of the population of working age.19 This indicator measures the physical
endowment of the stock of human capital in terms of years of education
rather than measuring its monetary value, and also avoids the problem of
price changes in intertemporal comparisons.20

Table 6.7 presents indicators of the distribution of human capital ac-
cording to both approximations. Three comments seem pertinent. First, there
is a generalized, though small, increase in the average levels of human capi-
tal. Second, with relatively low inequality, this asset doubles when consider-

19 The relative wages are for 1990, the intermediate year of the period under analysis, in order

to use fixed weightings. For a better approximation of these relative prices, eliminating differ-

ent impacts on education, the calculation is limited to full-time wage earners (47 or more

hours per week) with five to 15 years of labor experience.
20 The weighting used is equivalent to the wage premium for each additional year of educa-

tion. A measurement of the monetary value of the stock of human capital, namely the dis-

counted value of wage premiums due to education, can be found in Pritchett (1996).
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ing equivalent years of education (human capital), revealing that the less
poor strata have the highest probabilities of continuing secondary and higher
studies. Third, although inequality seems to increase slightly in relation to
years of education, this does not happen with human capital and distribu-
tion among individuals. This suggests that people from households with
low per capita income are increasing their opportunities to form human
capital. This does not, however, counteract the trend towards greater in-
equality when the analysis focuses on households.

If the distribution of human capital among families is not so unequal,
no large differences should be expected between poor and non-poor house-
holds. If this is the case, the question of utilization is added to that of en-
dowments. Table 6.8 presents data on average human capital among the
poor and non-poor and their utilization. In terms of the average values of
human capital, inequality is in fact important because the human capital of
potentially active individuals in non-poor households is nearly double that
of potential workers in poor households, although this relationship has been
unchanged in the last decade. Since poor households have more children,
the gap in terms of per capita human capital is greater: in 1995 the capital
available in non-poor households was almost three times that of poor house-
holds. Changes in the composition of the households also produced a wid-
ening of differences between 1986 and 1995 in relation to total human capital
per household or member.

Along with these differences in the endowment of human assets, there
are also wide gaps in utilization of those assets. Although the degree of uti-
lization of human capital tended to increase in the period, in poor house-
holds only about one-third of capital is used, whereas in non-poor ones this
figure almost doubles.21 This lower utilization of human capital in poorer
households affects both genders, but particularly women. In poor house-
holds, the human capital utilized does not even reach 20 percent among
women, although their average human capital is similar to that of men. Not
only do non-poor households use human capital more, but an important
part of the explanation of unutilized capital also stems from the fact that it

21 Note that these concepts do not incorporate underemployment as another source of under-
utilization of human capital. If it is accepted that underemployment affects poor workers
more, the gaps in the utilization of human capital are even greater.
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Table 6.8. Costa Rica: Utilization of Human Capital by Income Strata,

1986 and 1995

1986

Indicator

Average value of human capital1

Per household

Per member

Per person of working age

Utilization of human capital (%)2

Men

Women

Human capital not utilized (%)

Unemployment

Accumulation3

Retirement4

Other causes

Men

Women

Poor

24.1

4.5

7.3

34.7

57.7

12.7

65.3

4.2

18.4

0.8

41.9

7.5

34.4

Non-poor

44.4

11.2

14.3

58.8

76.9

40.9

41.2

1.5

15.8

2.8

21.1

1.5

19.6

1995

Poor

23.5

5.1

7.9

36.9

58.4

19.1

63.1

6.3

19.2

2.8

34.8

4.7

30.1

Non-poor

49.8

14.4

15.6

63.3

79.1

47.3

36.7

2.3

13.1

4.8

16.5

1.4

15.1

1 Equivalent years of education according to 1990 relative prices.
2 Human capital of the employed/human capital of the population of working age.
3 Members of the household who are studying.
4 Pensioners and the retired.

Source: Authors' calculations based on IICE (1986) and DGEC (1995).

is still in the process of being accumulated (about one-third). In poor house-
holds, where efforts to accumulate are important and more human capital
is committed to it, most of the non-utilization of human capital is related to
unemployment and other causes. Thus, half the unutilized human capital in
poor households is concentrated among women who are not studying or
seeking work, or have withdrawn from work. These women are generally
engaged in work in the home.

Potential Impact of Human Capital

Such marked differences in the endowment of human capital and its utiliza-
tion between poor and non-poor households are most likely also accompa-
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nied by differences in the returns obtained by effectively utilized human
capital. The question that then arises is what probabilities would poor house-
holds have of leaving poverty if they used their human capital more, with a
higher return? For the answer, the potential labor income of household
members of working age was estimated from their educational characteris-
tics and work experience.22 This potential income is produced by an equa-
tion of labor or primary income for each working member of the household.
The equation incorporates the following explanatory variables: level of edu-
cation, potential experience, degree of formality of employment (1 is infor-
mal), type of access to the labor market (1 is not a wage earner) and the
"lambda" variable which corrects for selection bias, as proposed by Heckman
(1979). This last variable comes from a model of the probability of partici-
pation in the labor market and incorporates as explanatory variables the age
of the individual, relationship with the head of household, level of educa-
tion and area of residence. Both models make separate estimates for men
and women, and their results are shown in Table 6.9.

From these models and the coefficients of the variables relative to edu-
cation, labor experience and the constant of the labor income equations, an
estimate was calculated of the potential labor income of each working-age
household member attributable to his or her human capital for 1995. The
imputation of potential labor income excluded only inactive people over 65
years of age—who may have high potential experience but no real options
in the labor market—and inactive people with severe disabilities. To recon-
struct potential household labor or primary income, this potential income
can be added to other sources such as current transfers and property rents.
The result is an estimate of total potential family income.

To separate the impact of higher return from the impact attributed to
greater utilization of human capital, several potential sources of family in-
come were estimated. First, only the potential labor income of the employed
person was considered. Since this potential income reflects the average re-
turn from human capital, variations in the incidence of poverty will cause a

22 Labor experience is a proxy for age and educational level (age - education - 6). When the
individual has less than six years' education, the estimate is age minus 12, which avoids over-
estimation. Similarly, if the individual is over 65, this limit is maintained as the upper limit in
the age variable.
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Table 6.9. Costa Rica: Models Utilized to Estimate Potential Labor Income, 1995

Variables

Participation model1

Education

(years completed)

Age

Relationship with head

(1: HeadO: Other)

Zone

(1: Urban 0: Rural)

Cases (N)

With participation^

With participation^

Correct predictions (%)

Likelihood ratio test

Significance

Income model2

Education

(years completed)

Experience

(age-schooling-6)

Experience2

(experience squared)

Formality

(1 : informal 0: formal)

Category

(1: unsalaried 0: salaried)

Lambda3

Number of cases

R2

Adjusted R2

Standard deviation

F-statistic

Males

0.0552

(0.0008)

0.0065

(0.0002)

0.2570

(0.0094)

-0.0908

(0.0084)

14.527

11.100

3.427

74.63

1.795,37

0.0000

0.0687

(0.0093)

-0.0165

(0.0019)

0.0003

(0.0000)

-1.4997

(0.0657)

1.4766

(0.0774)

-2.5662

(0.1331)

14,527

0.1684

0.1680

3.2280

374.3900

Females

0.0393

(0.0007)

-0.0002

(0.0001)

0.2405

(0.0114)

-0.0244

(0.0079)

14.633

4.490

10.143

69.82

809.78

0.0000

0.1735

(0.0143)

0.0232

(0.0040)

0.0004

(0.0001)

-1.6700

(0.1189)

2.0287

(0.1475)

-1.2641

(0.2186)

14,633

0.1385

0.1374

3.4253

120.1500

1 The dependent variable is participation (1: participates 0: does not participate).
2 The dependent variable is the natural logarithm of hourly labor income. The variables are significant at the level of at

least 95 percent, with the exception of women's age.
3 Correction for selection bias using a two-stage Heckman procedure, which estimates probit models.

Source: Authors' calculations based on DGEC (1995).
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"return" effect of the currently employed. Second, the actual or original in-
come of the employed person was maintained and added to the potential
income of the unemployed ones. This isolates the "utilization" effect. To avoid
overestimating the impact of greater utilization, the potential income of all
unemployed and inactive persons was not considered because it would imply
accepting zero unemployment and 100 percent net activity and employment.
Instead, an approximation was estimated of the levels of unemployment and
labor participation shown by the non-poor households in each area. This was
done by including 69 percent of the unemployed and 27 percent of inactive
people in poor households as receivers of potential labor income, and ac-
cepting that their employment rate (workers over the population of work-
ing age) rises from 37 percent initially to 57 percent. Greater participation
among the members of poor households was simulated by considering as
part of family income 69 percent of the potential income of the unemployed
(75 percent in urban and 65 percent in rural areas) and 27 percent of the
potential income of the inactive (26 percent in urban and 28 percent in ru-
ral areas), excluding individuals over 65 years old or the disabled.23 Finally,
consideration was given to the combined effect of a higher return among
the employed and greater utilization of the human capital of the household.

Table 6.10 presents the results for 1995, disaggregating by area of resi-
dence. The upper section of the table summarizes the global impact of each
effect on the estimates of the incidence of poverty. Starting from the base
estimates of an incidence of 20.5 percent, a higher return on the human
capital presently utilized would reduce poverty to less than half (to 8.3 per-
cent), while greater utilization of human capital, through the absorption of
unemployed or inactive members, reduces incidence by about one-third (to
13.2 percent). The combined impact of both effects provokes a potential
reduction in poverty of 72 percent, bringing the incidence to levels close to
6 percent. The return effect has the greatest impact on poor families in rural
areas, while the utilization effect leads to a relatively larger reduction of pov-
erty in urban areas. Both differential effects tend to be neutralized because
the combined result produces similar reductions of poverty in both areas.

23 This procedure reproduces the average increase in income arising from greater participa-
tion for poor households taken from a random selection, although there may be differences
by household. This also avoids the need to incorporate additional assumptions on hours worked.
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190 THE CAPITAL OF THE POOR IN COSTA RICA

Table 6.10. Costa Rica: Impact of Human Capital on Poverty, 1995

Indicator

Incidence of poverty (Po)

Initial

With higher return

With more utilization

With more return and utilization

Country

20.5

8.3

13.2

5.8

Urban

14.1

6.4

7.8

3.7

Rural

27.1

10.2

18.7

7.9

Decomposition of poverty (% of total)

Poor families

By endowment

Only by return

Only by utilization

By return or utilization

Distribution of poor families (%)

Poor families

Endowment

Only by return

Only by utilization

By return or utilization

20.5

5.8

2.5

7.4

4.8

100.0

28.2

12.1

36.1

23.6

14.1

3.7

2.6

4.1

3.7

100.0

26.4

18.6

29.0

26.0

27.1

7.9

2.3

10.8

6.0

100.0

29.1

8.7

39.9

22.4

Source: Authors' calculations based on DGEC (1995).

The second section of Table 6.10 presents a breakdown of the poor
that interprets the preceding figures in the opposite direction, that is, by
identifying families who remain in poverty despite higher returns or greater
utilization. Of the families who are initially poor, 5.8 percent remain in that
situation despite improving their return on and utilization of human capi-
tal.24 These families, which account for a little over one-quarter of total fami-
lies in poverty, suffer from an insufficient endowment of human capital.
The rest of the poor families could potentially escape from the poverty thresh-

24 This percentage is 3 percent when all the potential income of unemployed and inactive

persons is considered.
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olds by achieving a higher return on their utilized human capital, through
greater utilization of their capital, or through a combination of both strate-
gies. Not all families in this group, however, have the same options: 24 per-
cent (equivalent to 4.8 percent of all families in the country) could escape
from poverty by either of the two strategies. A much lower percentage—12
percent of poor families or 2.5 percent of the total—could only escape pov-
erty by greater utilization of their human capital (they are poor because of
return, not utilization). The largest group (36.1 percent of poor families)
could only escape by obtaining a higher return on their presently utilized
human capital. (They cannot leave the poverty threshold by utilizing more
capital.) These results suggest that poverty is not solely associated with a
problem of insufficient endowment of assets, particularly human capital.
Therefore, more detailed study is needed of the determinants of the returns,
as well as the utilization of and restrictions on the accumulation of human
capital.

The low utilization of the human capital of poor households described
above is explained by the scant participation of women in the labor market.
Although this low level of participation is typical among all Costa Rican
women, it is accentuated in poor households. The figures for the country
indicate that the net rate of male participation is 76 percent, whereas the
female rate is only 31 percent (based on averages for 1987-96). Furthermore,
the female rate has increased only 0.6 percent annually in the last 10 years
and is even lower among poor households. The data for 1995 indicate that
the rate of female participation among poor households is about 43 percent
lower than that of non-poor households. These differences remain even for
women who are heads of household. Women participate less in remuner-
ated activities and are the most affected by unemployment, especially if they
are poor women. The open unemployment rate for women is around 6.6
percent, compared with 4.2 percent for men (1987-96 averages). The unem-
ployment rate among active poor women is more than three times the rate
for non-poor women.25

23 Cultural factors, such as the role traditionally assigned to women, undoubtedly influence
women's labor participation. But it is clear that other more economic variables affect these

decisions. See the working paper version of this chapter (Trejos and Montiel, 1999).
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192 THE CAPITAL OF THE POOR IN COSTA RICA

Why Do Some People Accumulate less Human Capital than Others?

There are a variety of reasons why young people stop accumulating human
capital while of school age. Table 6.11 summarizes rates of and reasons for
non-attendance of the secondary-age population (13 to 17). The rates were
about 50 percent in 1986, falling in 1996 to under 40 percent—still high for
the country's level of social development. By 1996, the attendance of young
people from poor households had reached levels that were similar to those
of non-poor youth 10 years earlier. In 1986, the three most common reasons
for nonattendance for both poor and non-poor were similar: "have to work"
or "have to do household chores;" "cannot pay for studies" and "not inter-
ested in formal learning." Problems associated with the family, however, are
more important for the non-poor than for the poor. This is contrary to ex-
pectations, but can be partially explained by the fact that the work of these
young people in the home or in the labor market allows their households to
leave poverty. In 1996, another reason was added: "it's hard to study"—asso-
ciated with personal problems among both poor and non-poor youth.
Among the poor, problems of supply prompted by their largely rural extrac-
tion take second place, whereas among the non-poor family problems pre-
dominate.

Differentiated by gender, the analysis for both years reveals that col-
lege-age women are prevented from continuing their education largely be-
cause of the need to help with domestic chores. This coincides with the
previous analysis of female labor force participation, and is less related with
having to work outside the home, which is a more important reason for
men. The problems of access or supply also seem to affect women more,
including the burden of travelling long distances to study. Poor girls in par-
ticular express a lack of interest in formal study.

This evidence shows that this problem needs to be addressed from a
comprehensive perspective. The situation would be helped by the availabil-
ity of more opportunities for well-paid jobs related to the general macro-
economic situation and the endowment of human capital, the existence of
educational infrastructure that makes access possible, and the design of a
relevant curriculum and its correct implementation to convince people of
the economic value of education. This latter point touches on the subject of
the quality of education and thus of the human capital accumulated, an
aspect that cannot be developed further from the information available.
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Table 6.11. Costa Rica: Reasons for Formal Education Nonattendance of Ages

13-17 by Condition of Poverty and Gender, 1986 and 1996

(In percent)

education supply:

Cannot pay for studies

Problems of access

Associated with student:

Pregnancy or marriage

Illness or disability

Difficulties in studying

Not interested

Not of age

Other

32.1

29.2

2.9

33.6

n.a.

n.a.

n.a.

25.9

0.6

7.1

39.4

31

8

32

n.

n.

n.

29

.3

.1

.6

a.

a.

a.

.6

0.0

3.0

21

17

4

32

n.

n.

n.

29

.5

.4

.1

.6

a.

a.

a.

.3

0.0

3 .3

26.9

20.4

6.5

36.9

n.a.

n.a.

n.a.

34.0

0.0

2.9

34.9

29.3

5.6

38.1

0.0

1.6

15.0

18.1

0.0

3.4

36.2

25.7

10.5

51.1

4.5

5.4

14.3

22.4

0.0

4.5

19 .5

15.0

4

53

.5

.4

0.0

3

14

34

0

1

.0

.2

.6

.1

.5

24.1

14.8

9.3

50.7

5.8

3.8

14.1

23.2

0.9

2.9

n.a.: not available. In 1986 the survey did not ask explicitly for reasons.

Source: Authors' calculations based on IICE (1986) and DGEC (1996).

Productive Capital

Farm Families and Land

The number of hectares of land to which a farm family has access—that is,
land in use with or without title, rented or on loan—was found to be a de-
terminant of poverty. This confirms that access to land is more important
than ownership of it as a mechanism for escaping from poverty. The same
result was also found for housing. The significance of the education of the

1986

Poor

Reasons

Rates of nonattendance

Reasons for nonattendance

Associated with the family:

Have to work

Help with domestic chores

Associated with

M

59.9

100.0

34.3

32.4

1.9

W

58.1

100.0

28.0

1.2

26.8

1996

Non-poor

M

45.8

100.0

45.9

4.4

1.5

W

46.1

100.0

36.2

12.8

23.4

Poor Non-poor

M

42.8

100.0

27.0

26.6

0.4

W

42.0

100.0

12.7

2.9

9.8

M

33.4

100.0

27.1

26.8

0.3

W

26.8

100.0

25.2

10.1

15.1
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194 THE CAPITAL OF THE POOR IN COSTA RICA

head of household shows that human assets are also a factor associated with
lower poverty and point toward the complementarity of assets. The type of
farming that the head of household does is also important. Those working
in traditional farming have a greater probability of falling into poverty than
those working in modern farming (associated with products for the exter-
nal sector such as bananas, coffee, livestock, sugar cane) or the non-farm
sectors (industry and services). This stems from the low productivity of tra-
ditional agriculture, which confirms that the endowment of and the returns
on assets are important to leaving poverty. It also suggests that the differ-
ence in the quality of the asset is another variable that explains the return
differentials and the direction of poverty.

Households with members who work off the farm have a lower prob-
ability of poverty, and the same occurs as the household employment rate
rises. And farm families that reside in the Central Valley have less probabil-
ity of being poor because of the better supply of social capital in terms of
infrastructure, job opportunities, access to markets and education and wel-
fare services. But in the case of agriculture, an association is also found be-
tween export products, such as coffee, and a lower probability of being poor.

These results are evidence that the socioeconomic situation of farm
families in Costa Rica is influenced by the type of farming (traditional ver-
sus modern), which reflects differences in the returns from the land asset
associated with technology, the quality of the land, and geographic location.
This, in turn, reflects social capital and the area of accessible land, which
reflects endowment irrespective of legal possession. The results suggest that
even in families that depend on specific assets to generate income to leave
poverty, human capital and its utilization are basic determinants because
they complement this specific asset or offer means of diversifying the sources
of income for the household.

Since access to land is an explanatory factor of non-poverty, its impact
can be analyzed in relation to adequate utilization in terms of returns. Table
6.12 measures the impact of land use on poverty. The income of farm fami-
lies was re-estimated with their poverty levels, taking into account in all cases
the average return from the land. The results indicate that only a small per-
centage of farm families have insufficient land (3 percent of total, 11 percent
of poor farm families) and that a similarly low percentage (5 percent) es-
capes from poverty thanks to a better return from the available land. About
90 percent of poor farmers could remedy their situation if the quantity of
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Table 6.12. Costa Rica: Estimate of the Impact of Land on Poverty of Farm
Families, 1986

Stratum

Total

Poor by income

Insufficient land

Land with low return

Non-poor by income

Better land use

Sufficient land and return

Families

76,302

21,501

2,276

19,225

54,801

3,829

50,972

%

100.0

28.2

3.0

25.2

71.8

5.0

66.8

%

100.0

10.6

89.4

100.0

7.0

93.0

Source: Authors' calculations based on IICE (1986).

the asset available were utilized with a higher return. This suggests that for
agricultural producers, overcoming poverty is not just a matter of increased
access to land assets, but also access to a series of collateral services that
increase return, such as improved seed, infrastructure, marketing facilities
and technical assistance.26

Urban Microproducers

In Costa Rica, there is a modest but longstanding tradition of assisting
microenterprises through credit and technical assistance from public and
private institutions that offer internal and external financing. A survey ex-
amined the possible impact of these policies on combating poverty by facili-
tating processes of accumulation among urban microproducers. The survey
covered a sample of microproducers in the San Jose metropolitan area. Fol-

lowing Trejos (1991), the objective was to determine the factors that explain

the relative success or failure of microenterprises in terms of generating in-
come, and the impact of public credit and technical assistance policies. The

26 These results must be seen only as an approximation since there are no indicators that
measure differences in quality of land and thus the real possibilities of substitution between
specific crops. Additionally, constant unit returns were used, which implicitly assumes that
they are independent of the stock.
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196 THE CAPITAL OF THE POOR IN COSTA RICA

sampling framework was the set of people in the metropolitan area who
stated they were independent non-professional workers (self-employed and
owners of microenterprises) in the DGEC Household Survey of July 1997.
This refined sampling framework consisted of 509 cases, from which DGEC
experts prepared a subsample of 217 complete and usable surveys.27

Equivalent to 45 percent of the sampling framework, the sample is
representative of the scope of activities of microproducers: 71 percent are
self-employed workers, 22 percent are in manufacturing, 12 percent in con-
struction, 29 percent in commerce, and the rest in other services, particu-
larly personal services. On average, the microenterprises have 1.8 employees,
and 72 percent of microproducers are heads of household. Their average
education is approximately eight years, and one-third are women. Of these
households, 20 percent are under the poverty line and have an average of 4.3
members. In order to determine the role of asset markets in the capacity to
generate income for the poor and non-poor, the survey researched aspects
such as the experience of the producer, degree of linkage to the formal mar-
ket, degree of formality of the activity, operating rationale, accumulated as-
sets, and access to credit. This information was supplemented by data on the
nuclear family.

The starting point was to explain the income of microenterprises in
terms of the assets available for the productive process. The assets consid-
ered include human, physical, financial and social capital. For human capi-
tal, consideration was given to the workers of the establishment (KEH) and
the specific human capital of the microproducer (KHME). Both variables
represent weighted years of education where the weightings also consider
years of experience. The physical capital (KFIS) represents the replacement
value of the different assets used—although not necessarily owned—by the
enterprise, including buildings, vehicles, machinery and equipment, furni-
ture and other property. Financial capital (KFIN) includes cash plus depos-
its. Social capital (DKS) is constructed as a dichotomous variable. Its existence
is shown (value 1) in cases where interest-free financial assistance from rela-

27 The framework was refined to exclude workers linked to agriculture and members of the
same family in the same business. The sample consisted of 239 interviews of which 22 were
excluded because of unemployment (8) or change to wage earning (14). No replies accounted
for 2 percent.
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tives or friends was used to start the enterprise, to purchase machinery and
equipment, or for working capital. There is also social capital in cases of
nonremunerated work by family members in the enterprise.

Three additional fictitious binary variables were included to help ex-
plain the return on different assets. These variables approximate the degree
of formality, the link to the market and the operating rationale. The degree
of formality considers the characteristics of the establishment: that is, legal
constitution, organization and business license, social contributions and
taxes. The link to the market considers the type of customers and suppliers
and the use of credit in transactions. Finally, the operating rationale identi-
fies conduct that tends either toward accumulation of assets or toward sub-
sistence or survival. Other factors taken into account are the reasons for
starting the enterprise, the interest in or possibility of expanding produc-
tion, the presence of future expansion plans, and recent investments.

Table 6.12 summarizes the results of the three models. Based on the
model that explains the income of the microenterprise (intermediate col-
umn), all the variables associated with stocks of assets were significant, but
not those incorporated to specify returns. Stocks of financial and physical
capital provide the best explanation of the income of microenterprises. How-
ever, both social and human capital are also significant in explaining the
income of establishments. In relation to human capital, the contribution
made by microproducers themselves and their employees is important. Al-
though these are the expected results, as larger stocks of assets imply higher
income, two questions seem relevant. Are these stocks sufficient to enable
families to leave poverty, or is there an additional problem of returns? And,
if the quantity is determinant, why do some accumulate and leave poverty
while others do not?

As the unit of analysis for poverty is the household and not the estab-
lishment, in reply to the first question, the household has to be the unit used
to determine the weight of income generated by the microenterprise in family
income. The results of the survey show that only one-third of families de-
pend exclusively on the income generated by the microenterprise, although
for 41 percent of households this income accounts for at least 75 percent of
total family income. For an appreciable percentage of families (39 percent),
this income contributes less than 50 percent of income. In this situation,
income from microenterprises cannot explain the totality of family income
or the family's situation of poverty or non-poverty.
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Since the additional income of the household comes from the diversi-
fied labor of its members, human capital of the household is a key variable.
This household human capital was estimated by the method described ear-
lier, that is, considering members aged 12 or over and using years of educa-
tion weighted by their relative prices. The difference here is that in order to
consider labor diversification, the relative prices discriminate by type of ac-
cess to the labor market (occupational category), and have been qualified
using trend estimates with 1997 data. The idea here is that work outside the
establishment is not only associated with higher returns per unit of human
capital but can also reduce the vulnerability of family income to the cycle of
the microenterprise. Table 6.12 (first column) confirms that the human capi-
tal of the household contributes to the explanation of family income. This
means that the deprivation of the household can be reversed by acting on the
accumulation of the household's human capital and other types of assets.

Bearing in mind the explanatory weight of household human capital
in the determination of family income and its condition of poverty, it is
possible to simulate the effect that a higher return on the establishment's
assets would have on the household's condition of poverty. To do this, the
expected income of the microenterprise was estimated on the basis of the
endowment of assets of each establishment and their average return (as ap-
pears in Table 6.13) in order to estimate a new expected family income. The
comparison of both family incomes against the poverty line reveals the
changes in the condition of poverty associated with changes in the returns
on the assets.28 These results are summarized in Table 6.14. About 20 per-
cent of microproducers were below the poverty line in 1997, and almost half
remain there, even considering the average return on their assets. They are
poor because of the insufficient stock of assets in the microenterprise. This
means that the other half of microproducers could be above the poverty
thresholds if they made better use of their available assets, as about 6 per-
cent of microproducers are in fact doing. This small group has succeeded in
leaving poverty thanks to returns on their assets that are above the average

28 In order to isolate only the impact of the microenterprise, no modifications were intro-
duced in the return on household human capital or in its utilization. Note the maintenance of
the limitation that considers the average return as independent of the stock of assets. Thus,
the results must be seen as a first approximation.
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Table 6.13. Costa Rica: Models Using Assets of Microproducers in
Metropolitan San Jose, 1997

n.s. = not significant. The following were not significant: linkage to markets, return on physical capital
and years of operation of enterprise.
1 All variables are significant at 99.99 percent confidence, except the constant.
2 All variables are significant at 99.99 percent confidence, except KHME and DSK, which are significant
at 95 percent.
3 All variables are significant at 99.99 percent confidence, except DCRE and DLF, which are significant at
95 percent.
Source: Authors' estimates based on the Survey of Small Establishments in Metropolitan San Jose, IICE-
DGEC, 1997.

Dependent variable

Variables

Constant

Human capital of family (KHA)
(Years of education weighted)

Income of microenterprise (YMICRO)

(colones)

Human capital of enterprise (KHE)

(Years of education weighted)

Human capital of producer (KHME)

(Years of education weighted)

Physical capital (KFIS)

(colones)

Financial capital (KFIN)

(colones)

Social capital (DKS)

(1 = have, 0 = do not have)

Branch of activity (DRAMA)

(1 =high KFIS, 0 = low KFIS)

Access and use of credit (DCRE)

(1 = use credit, 0 = do not use)

Operating rationale (DLF)

(1 = accumulation, 0 = subsistence)

Degree of formality (DGF)

(1 = more formal, 0 = less formal)

R^

R2 adjusted

Standard deviation

F-statistic

Number of cases

Family Income of
income1 microenterprise2

10.262.0 36.976.1
(8.642.67) (8.645.48)

1.206.23
(125.34)

0.802

(0.050)

16.776

(5.819)

1.221.59

(592.914)

0.006

(0.002)

0.038

(0.008)

21.967.99

(10.675.97)

n.s.

n.s.

0.69 0.39

0.69 0.38

64980.04 73077.09

239.56 27.39

217 217

Physical
capital3

n.s.

n.s.

2.176.075.20

(488.796.47)

955.290.95

(452.358.29)

1.065.935.76

(517.334.49)

2.466.310.54

(505.289.02)

0.30

0.29

3279347.84

23.04

217
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Table 6.14. Costa Rica: Estimate of the Impact of Productive Capital on
Poverty of a Sample of Microproducers in Metropolitan San Jose, 1997

Stratum

Total

Foot by income

By insufficient productive capital

By productive capital with low return

Non-poor by income

By better use of productive capital

By productive capital and sufficient return

Micro producer

217

44

21

23

173

12

161

%

100.0

20.3

3 7

706

79.7

5.5

74.2

%

100.0

47.7

52.3

1000

6.9

93.1

Source Authors' calculation; based on the Survey of Small Establishments in Metropolitan San Jos£,
MCE-DGfiC, 1997

of the sample under study. The estimates also confirm that three out of ev-
ery four micropreducers fall outside poverty thresholds because they have

sufficient assets and achieve adequate returns.
Given that the quantity of assets is as important as their return, it is

possible to reply to the second question on the variables that contribute to
accumulation. For this purpose, it is useful to concentrate on physical capi-
tal, because it is the best measure of the establishment's accumulated stock.

In this case, it is possible to construct a model in which the amount of
physical capital accumulated by the establishment is associated with a set of
variables. These variables include the human capital of the microproducer

and the binary variables mentioned earlier: the link to the market, degree of
formality and operating rationale. A fictitious variable on the branch of
activity can be added to separate branches that require more physical capital
than others (transport or industry against retail trade or personal services),
a binary variable on access and use of credit, and two additional variables,
namely, return (earnings on physical capital) and years of operation of the
establishment.

The results of the estimate of the model appear in Table 6.13 (last col-
umn) . Several comments seem pertinent. Although the formal human capi-
tal of microproducers does not appear significant, the operating rationale
does show an important incidence. This means that microproducers who
follow a rationale of accumulation and who are interested in the expansion C
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of the enterprise—in other words, who have a more entrepreneurial atti-
tude—are successful in accumulating assets. This brings to light a special
element of microproducers, not necessarily acquired from formal educa-
tion, which is the entrepreneurial spirit and intuition required for success-
ful productive activity, which is in itself one more productive asset.

Aside from the branch variable, which indicates that people who enter
certain activities require more capital, the two other significant variables
have important policy implications. One of them relates to access and use of
credit, which is significant even in a context of very limited access to this
type of enterprise since it highlights an area that requires additional assis-
tance.29 The last significant variable to be considered is the degree of for-
mality, which has two elements. First, the greater the informality the greater
the restrictions on access to the financial system; and second, greater infor-
mality means that the microproducers need more support such as technical
assistance and reforms to the regulatory framework of the enterprises. In
fact, one-third of the microproducers surveyed who had outstanding loans
cited guarantees and paperwork as the principal limitations on access to
credit. A further 31 percent said they needed credit but did not apply be-
cause they had no capacity to repay (50 percent of those in need of credit),
considered it costly (31 percent), or saw the process as involving guarantees
or onerous paperwork (19 percent).

Conclusions

Estimates of poverty in this study reveal that about one-fifth of Costa Rican
families are under the thresholds based on the official poverty lines, a pro-
portion that falls by one-tenth when a uniform international line is used.
These measurements of the extent, intensity and depth of poverty indicate a
moderate, although not widespread, reduction in poverty during the last
decade of economic reforms. This reduction is based on growth of real fam-

29 Only 11 percent of interviewees had an outstanding loan, while an additional 5 percent
stated they had applied for a loan. In about half the cases, the application was made through a
formal source (banks), mainly for physical capital. Estimates indicate that in 1997 only about
0.3 percent of the portfolio of the state banks and 0.1 percent of the banking system were
credits for micro and small enterprises.
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202 THE CAPITAL OF THE POOR IN COSTA RICA

ily incomes and on improvements in the conditions of families whose heads
worked, at least initially, in the farm sector.

The results suggest that the persistence of poverty reflects difficulties
for the poor in gaining access to sufficient quantities of human, physical and
social capital assets. Three additional factors related to the endowment of
assets need to be mentioned. First, access to or control of assets rather than
ownership helps explain the lower probability of poverty. For housing, farm-
land and the productive assets of urban microproducers, the relevant vari-
ables were access rather than ownership. This points the way to policies that
promote broader and more generalized forms of renting or leasing of assets,
perhaps with the option to buy—which are beginning to appear in the re-
gion—but with some system of subsidiary state guarantee.

A more detailed review of the role of assets shows that access is very
broad, at least for basic quantities of them. The simulations of potential
family income obtained average returns on the assets, and greater utiliza-
tion in the case of human capital. This indicates that a percentage of fami-
lies—at least half of those currently poor—could obtain sufficient income
to escape poverty. This suggests that differences in utilization of and returns
on assets are as important as access and are elements that help explain the
high probabilities of poverty. These results highlight the need for comple-
mentary policies to guarantee a basic endowment of assets, coupled with
others to improve the utilization and returns on these assets at basic levels.

In the cases of farm families and urban microproducers, the presence
of greater human capital is clearly associated with higher returns from pro-
ductive capital. This suggests that the important factor is not access to each
independent asset but the possibility of supplementing the assets available
to the household. It further suggests that minimum endowments of human
capital are required if access to productive assets is to have an economic
impact.

Human capital is the asset that the poor can access most easily, thanks
to the state's contribution of public social capital in the form of health and
education services that provide the entire population with a minimum quan-
tity of this capital. These services have permitted the poor to accumulate a
certain amount of human capital, even growing over time. However, gaps
open after primary education. Educational opportunities do exist, but there
are other factors that prevent the poor from keeping their children in the
education system. Expanding the opportunities for accumulation among
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young people requires action on the supply side to facilitate access to quality
education, and the inclusion of incentives to promote demand. These in-
centives should compensate these families for the opportunity costs of main-
taining children outside the labor market.

For the productive capital of microproducers, lack of access to credit
and the absence of real entrepreneurial human capital seem to be the main
factors that curb the possibilities of accumulation. The survey of urban
microproducers shows that the financial market plays no significant role in
the creation of physical capital for these enterprises. What little access to
credit that exists is associated with increased possibilities of capital accumu-
lation. This suggests that public credit policies and the policies of nongov-
ernmental organizations that target this population are not achieving their
objectives. The very modest flow of funds into this sector—less than 0.3
percent of banks' portfolios—is evidence of the small scale of credit assis-
tance for microproducers. As with housing, the strategy of poor families is
to gradually construct assets with assistance from more informal sources.
However, unlike housing, public social capital has a lower profile and
complementarity in this sector, and state action may even hinder rather than
help these processes.

To conclude, it is important to call attention to an inherent limitation
of this type of analysis of the possibilities of accumulation. The selection of
microproducers necessarily leaves out the most successful cases; that is, poor
entrepreneurs who have succeeded in accumulating sufficient assets to be-
come medium-sized or large enterprises. On the other hand, it also leaves
out the unsuccessful ventures that have already disappeared. Therefore, the
approach loses sight of how successful entrepreneurs overcome the restric-
tions to accumulate assets, as well as the costs of those for whom economic
activity did not prosper precisely due to the absence of assets.
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CHAPTER SEVEN

Distribution, Access
and Complementarity:

Capital of the Poor in Peru

Javier Escobal
Jaime Saavedra
Maximo Torero1

Both income distribution and poverty levels have shifted significantly in Peru
over the last four decades. Setting aside problems of compatibility between
surveys and methodological differences associated with calculating these in-
dicators, the evidence suggests a decrease in the dispersion of income distri-
bution and a significant reduction in poverty, especially in the 1970s. In the
1980s and 1990s the dispersion in income distribution continued to fall,
although at lower rates. At the same time, however, there were important

fluctuations in poverty levels, associated with abrupt macroeconomic
changes. Although the most significant changes in poverty, income distri-
bution and spending occurred between 1960 and 1980, important modifi-
cations in patterns of poverty have taken place since the mid-1980s. The
availability of a database using four household surveys (1985-1986, 1991,
1994 and 1996) as well as a panel of households from 1991 to 1994 opens
the way to explore changes in the holding of assets by the poor, and the

impact of those assets on poverty and income distribution.
This chapter analyzes the possession of and access to assets by the poor.

Private, public and organizational assets are the principal determinants of
household spending. Income flows are therefore crucial in determining
whether a family is successful in leaving poverty. In this respect, public poli-

1 The authors are research economists with the Grupo de Analisis para el Desarrollo (GRADE)
in Lima, Peru.
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210 CAPITAL OF THE POOR IN PERU

cies need to be carefully designed to resolve unequal access to certain assets
that are suitable for state intervention. These policies must facilitate access
to household assets, accumulation of them, and higher returns on them.
The chapter first examines the nature and characteristics of poverty in Peru,
as well as trends in income distribution, spending and assets. This is fol-
lowed by an analysis of how these assets are dispersed and possessed by the
poor, as well as the extent to which the poor have access to them. Relation-
ships between the different types of assets and the status of poverty are then
evaluated along with the mobility of households on the scale of income and
spending. The effect of ownership of or access to some public or organiza-
tional assets on the return from private assets is also determined.

Historical Background

In the 1960s and 1970s, the empirical literature that analyzed income and
spending focused on income distribution, neglecting estimates of the mag-
nitude of poverty. In general, trends in income distribution, changes in wel-
fare, and poverty were implicitly treated as biunivocally interrelated concepts
(i.e., an increase in income concentration would necessarily result in an in-
crease in poverty). To assert that poverty was increasing, it was sufficient to
establish that a high percentage of low-income families would receive a de-
creasing proportion of total income or spending. At the same time, the ex-
istence of a national poverty line was presumed without taking into account
the disparity of regional baskets and relative regional price structures. This
meant that the same level of spending could be associated in one region
with a poor family, and in another with a non-poor one. Moreover, there
was no discussion of more complex relationships such as the possibilities of
distributive improvements as poverty increased, or of more unequal distri-
butions as poverty declined.

The study uses the 1970-71 National Food Consumption Survey
(ENCA) to estimate the long-term change in the poverty rate. To compare
the poverty rates from this survey with those calculated more recently from
the National Surveys of Standard of Living (ENNIV), the lines were adjusted
to make them methodologically comparable with the lines associated with
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Table 7.1. Poverty Indicators by Region for 1971,1985,1991,1994 and 1996

(Family spending in percentages)

Region

Peru

Urban

Rural

50% Poorest

20% Richest

Gini

1971-72

64.0

39.6

84.5

10.7

60.9

0.55

1985

43.1

36.0

55.2

18.8

51.4

0.48

1991

59.0

53.3

80.7

21.0

46.6

0.43

1994

53.6

46.3

70.6

22.9

45.4

0.41

1996

50.5

45.5

68.0

24.5

42.9

0.38

Source: Authors'calculations based on ENCA (1971-72) and ENNIV 1985-86, 1991, 1994 and 1996.

the ENNIV.2 Note that both surveys use family spending and the coverage
of spending.

Table 7.1 shows that poverty levels declined substantially in Peru be-
tween the early 1970s and 1985, particularly in the rural sector.3 Since then,
most information reveals a clear pro-cyclical pattern in the poverty rate,
which increases dramatically in 1991, followed by three years of declining
production during the implementation of a drastic macroeconomic stabili-
zation program. In 1994, after the economic recovery, poverty fell by five
points, a trend that continued until 1996. Thus, although in 1996 poverty
rates were still above their 1985 level, poverty was 15 points below the rates
of 25 years earlier.

The results also show that the composition of poverty in Peru has
changed dramatically. While in the early 1970s poverty was largely rural—
two-thirds of the poor were rural dwellers—the picture was reversed in the

2 Two adjustments were made to the data from Amat y Leon (1981): homogenization of calo-
rific consumption of both surveys to construct a basic food spending index, and use of the
same method to extrapolate the global spending required (i.e., the line) from basic food spend-
ing.
3 The methodology on which the ENNIV calculations of poverty are based is shown in Escobal,
Saavedra and Torero (1999). It is possible to introduce some additional modifications to the
lines estimated by Amat y Leon to strengthen their comparability with the results derived
from the ENNIV, since the Amat y Leon data are based on a normative basket that contains
not only a minimum calorific consumption such as the ENNIV, but also protein and other
lesser nutrients.
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212 CAPITAL OF THE POOR IN PERU

mid-1990s, when two-thirds of the poor were urban dwellers. Urban pov-
erty rates over that period increased by six points, while rural poverty fell 16
points. Thus, the entire long-term reduction in poverty could be viewed as a
rural phenomenon, in the context of a major migratory process.4

Table 7.1 also shows a clear decline in dispersion since 1971. The Gini
coefficient of family income fell from 0.55 to 0.40 between the early 1970s
and the 1990s. The percentage of total income received by the poorer half of
the population rose from 10.7 percent to 24.5 percent in 1996, while the
share of the richest half fell from 61 percent to 43 percent.

The trend in income distribution from the 1970s can also be corrobo-
rated by the indicators of concentration based on family spending. The re-
duction in the dispersion of family or personal income or spending could
have taken place both during periods when average income was falling (e.g.,
1985-86 to 1991) and when it was rising (1991 to 1994 or 1996). Bruno,
Ravallion and Squire (1998) demonstrate that the empirical support for
Kuznets' suggested systematic relationship between growth and inequality
is very weak. The Peruvian case also shows that there is no evident associa-
tion between the economic cycle and inequality.5

Birdsall and Londono (1998) suggest that one of the fundamental
causes of income inequality is unequal access to and possession of assets. In
this respect, it should be possible to find changes in the distribution of key
assets that underlie these long-term shifts in income distribution. Although
no detailed information at the household level is available on possession of
assets before the 1980s, the evidence presented below suggests that improve-
ment in the distribution of two key assets—land and human capital—played
an important role in reducing the concentration of income/spending and in
reducing poverty.

In fact, declining levels of income dispersion and poverty from the
1960s to the 1980s coincided with an increase in the average endowment of
land and education, as well as with a decline in the dispersion of these assets.

4 The 1991 survey does not include the tropical forest areas and rural coast, while the other
surveys are representative at the national level. Estimates were made limiting the sample of
the 1985, 1994 and 1996 surveys to the domains of the 1991 survey, and the results did not
vary significantly.
5 More evidence on the time trend of inequality of income and spending using different data-
bases is found in Saavedra and Diaz (1998).
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For example, the Gini coefficient of land distribution fell from 0.94 to 0.81
between 1961 and 1971, and then to 0.61 in 1994.6 The average endowment
per farmer went over 1971-94 from one to two hectares (standardized in
equivalent units of irrigated coastal land). This occurred because of a sub-
stantial expansion of the agricultural frontier through irrigation in the desert
coastal strip, expansion of the agricultural frontier in forest areas, and an
increase in farming hectares under irrigation.

Improvements in the distribution of land, however, did not occur
smoothly. At the end of the 1960s, Peru's military government began an agrar-
ian reform process. However, before redistributing the land expropriated
from large landowners, the government collectivized agriculture, creating
large cooperatives on the coast and in the sierra. The failure of this reform
by the late 1970s led to splitting up the cooperatives, a process formalized in
1980 by the Belaunde administration and carried out during the decade that
followed. By 1994, according to the agricultural census, most Peruvian farm-
ers again owned isolated and small holdings, with the exception of peasant
communities in the Sierra, which retained large areas of relatively infertile
land. Approximately 50 percent of agricultural holdings on the coast and 62
percent in the Sierra were less than three hectares. Furthermore, each pro-
ducer had an average of three non-contiguous plots of land; this is particu-
larly characteristic of the sierra, where almost one-third of producers have
five or more plots averaging less than one hectare.

The other important change in average ownership and asset distribu-
tion was in education, as school enrollment has increased massively since
the 1950s. While in 1940 30 percent of children aged six to 14 attended school,
by 1993 this figure had risen to 86 percent. Beginning in the early 1970s, this
expansion extended to post-secondary education. The changes in enroll-
ment had an impact on the level of education of the population and labor
force. While almost 60 percent of the population over 50 had no education
in 1948, that rate had dropped to 15 percent by 1996. In 1940, less than 5
percent of the population had completed the secondary level; by 1996, this
figure had jumped to one-third. Average years of schooling have risen con-
sistently from two in 1940 to six in 1981 and eight in 1996.

6 The 1961 figure comes from Webb and Figueroa (1975). Those for 1970 to 1994 are the
authors' own calculations based on information from the agricultural census.
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214 CAPITAL OF THE POOR IN PERU

It is clear that educational expansion and redistribution of land re-
sulted in a change in the pattern of asset ownership among the poor. As the
return on these assets has not fallen over time, it can be expected that these
structural transformations raise, at least partially, the average income of the
poorest sectors and improve income distribution. The most notable caveat
to this assessment is that, in the case of land, there is evidence of a reduction
in the return on the asset associated with the restrictions that the agrarian
reform imposed on trading in this asset. This could have affected farmers'
opportunities for using land as a means of raising their income and reduc-
ing poverty. In contrast, for education the evidence provided by
Psacharopoulos and Woodhall (1984) for rates of return in the 1970s and
early 1980s, and by Saavedra (1997) for the mid-1980s and early 1990s, shows
little probability of a fall in the private return on education in the last three
decades. The notable increase in urban and rural educational levels and the
reduction in the dispersion of these assets indicate that the educational trans-
formation over the last few decades is one of the variables that explain the
changes identified in poverty and income distribution.

The Growth-Inequality Decomposition

Using the methodology proposed by Datt and Ravallion (1992), a decomposi-
tion was made of the changes in the poverty rates. Table 7.2 shows that the
changes in both average spending and distribution are important for under-
standing changes in the poverty indicators. At the national level, between 1971
and 1985,52 percent of the 21 point reduction in poverty was attributable to
an increase in average family spending, while 26 percent was attributable to a
reduction in the dispersion in the structure of family spending.

When the period of analysis is extended to 1996, the relative impor-
tance of the distribution effect increases dramatically, explaining 64 percent
of the 14 point reduction in poverty between 1971 and 1996.7 Thus, in a
period of 25 years, the decline in poverty was largely attributable to a reduc-
tion in the dispersion of purchasing power.

7 The decomposition of the indicators of the gap and the severity of poverty over 1971-96—
not reported—make the role of the reduction in the dispersion of family spending even more
evident.
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Table 7.2. Decomposition of Changes in the Poverty Rate by Region
(In percent)

Region/Period

Peru

1971-85

1971-96

Rural

1971-85

1971-96

Urban

1971-85

1971-96

Total

-20.9

-13.6

-29.2

-16.5

-3.6

5.9

Growth effect

-11.0

-2.7

-23.6

-13.0

1.0

14.1

Distribution effect

-5.5

-8.7

-0.9

3.8

-4.8

-12.7

Interaction effect

-4.4

-2.2

-4.8

-7.3

0.1

4.5

Source: Authors' calculations based on ENCA (1971-72) and ENNIV (1985-86 and 1996).

When a separate decomposition is performed for the urban and rural
sectors, the results are qualitatively different. In the rural sector, the increase
in family purchasing power resulted in a reduction in poverty. In the urban
sector, until 1985 poverty fell basically because of a redistribution effect.
Extending the analysis period to 1996, poverty worsened because the redis-
tribution effect reduced the impact of the growth effect on poverty. The
difference between the results for rural and urban areas, and the fact that the
redistribution effect predominates in the national analysis, reveals a conver-
gence of income and spending between urban and rural sectors.

It can be concluded that income dispersion has clearly fallen during
the last 25 years. In the periods when spending grew, it contributed to a
further reduction in poverty, and in the periods when spending fell, poverty
intensified. In terms of well-being, although the reduction in the dispersion
of spending had a positive effect, producing less poverty in the long run, this
took place in a context in which average spending and income per capita
were stagnant—although with fluctuations—for 25 years. So, the average
Peruvian is in the same condition as 25 years ago, but all incomes are nearer
the average. It is clear then that the Peruvian problem is more one of low
average incomes than of distribution. While in the 1960s inequality was suf-
ficient to prevent growth from having a positive impact on poverty reduc-
tion, in the future initial inequality could have a less negative impact on the
interaction between poverty and growth (Ravallion, 1998).
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216 CAPITAL OF THE POOR IN PERU

Distribution of Assets

The dispersion of spending or income, as well as probabilities of people or
families being poor or non-poor, depends on their stock of assets and its
return or market price. Assuming that aside from possible interactions be-
tween different assets, the return on possession of an asset of physical, hu-
man, financial, public or organizational capital does not depend on its level,
the distribution of assets plays an important role in the determination of
the distribution of income and spending.

Table 7.3 shows the average level of possession of or access to different
assets in the urban sector by spending quintile for 1985 and 1994. For ex-
ample, in 1985, when the average years of education of heads of household
was 6.9, the same value was only 4.9 years for heads of household in the
poorest quintile but 10.5 years in the richest quintile. Access to a private
educational institution, which on average reaches 10 percent of heads of
household, clearly increases with the level of spending and triples in the
richest quintile compared with the poorest. Potential experience, which ap-
proximates a person's time in the labor market, together with specific expe-
rience, which measures time in a firm or a job, does not show a clear pattern
of variation by income quintile.8 On the other hand, the youngest heads of
household tend to be in the poorest income quintiles. Family size, which in
large measure can approximate levels of human capital of the family not
observed with other variables, changes dramatically by quintile, dropping
from 7.2 members in the poorest quintile to 5.3 in the richest. Migration, an
asset that represents the investment made to find a place where other assets
are more productive, has a growing relationship with income. Thus, while
among the poorest, 30 percent of household members have migrated, the
figure is 51 percent for the rich. Other assets show much greater polariza-
tion. Only 21 percent of families in the poorest quintile have access to credit,
rising to 50 percent in the richest quintile. For durable goods, average own-
ership for the richest decile was 15 times the figure for the poorest. Access to

8 These data are based on the characteristics of the head of the family. When the same analysis
is done for income distribution including all active members—heads and other family mem-

bers who work—a very clear relationship is observed between experience and position in the
income scale.
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Table 7.3. Average Value of Assets by Per Capita Income Quintile: Urban Peru

Assets

1985

Years of education of head

of household

Average years of education

of family

Heads of household who

attended private schools (%)

Age of head of household

Labor experience

Potential experience

Family size

Migrants in the household (%)

Access to credit

Value of financial savings2

Average

7.74

6.92

0.10

46.02

10.06

32.28

6.40

0.41

0.37

465.52

Value of durable goods2 6,438.49 1,

Have water in home

Have sewerage in home

Electric power
Have telephone

Assets

1994

Years of education of head

of household

Average years of education

of family

Educational institution

of head of household'

Age of head of household

Labor experience

Potential experience

Family size

Migrants in household (%)

Access to credit

Value of financial savings2

Value of durable goods2 1 ,

Have water supply in home

Have sewerage in home

Electric power

Have telephone

1 Percentage of people who attend
2 Monetary values are expressed in

0.71

0.69

0.86
0.14

Average

8.57

8.09

0.07

49.37

9.14

34.80

6.08

0.26

0.16

203.23

,532.11

0.83

0.70

0.94

0.18

1

5.51

4,92

0.07

44.28

9.48

32.77

7.20

0.31

0.22

45.50

430.70

0.54

0.44

0.72
0.03

1

6.19

5.68

0.05

46.11

9.14

33.92

7.35

0.18

0.15

16.50

390.50

0.66

0.43

0.81
0.02

a private educational

1996 dollars

Quintiles

II

7.01

5.98

0.07

44.13

10.40

31.12

7.01

0.36

0.28

103.69

3,081.01 4,

0.65

0.60

0.81
0.05

Quintiles

II

7.54

7.24

0.04

48.01

8.85

34.47

6.52

0.25

0.16

90.96

614.28

0.81

0.63

0.94

0.06

institution.

Ill

7.28

6.82

0.09

46.70

9.61

33.42

6.74

0.41

0.42

201.04

,532.87

0.70

0.70

0.86
0.08

III

8.28

7.95

0.05

49.57

9.05

35.30

6.01

0.26

0.12

40.41

897.34

0.82

0.69

0.97

0.11

IV

8.43

7.68

0.11

46.78

10.94

32.35

5.85

0.43

0.44

577.11

6,353.57

0.79

0.80

0.92
0.17

IV

9.26

8.93

0.06

51.19

9.78

35.94

5.70

0.29

0.17

132.20

1,589.47

0.90

0.85

0.98

0.21

V

10.45

9.22

0.19

48.19

9.89

31.74

5.22

0.51

0.50

1,400.26

16,794.32

0.89

0.89

0.97
0.37

V

11.59

10.66

0.17

51.95

8.90

34.36

4.84

0.32

0.21

736.06

4,168.94

0.96

0.92

0.99

0.51
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218 CAPITAL OF THE POOR IN PERU

electricity, telephone, water and sewerage has a clear positive relationship
with the position in spending distribution.

Obviously, the stock of assets is not a totally endogenous variable. The
possession of assets depends on the possession of other assets, on changes in
acquisition prices, and on the expected return on assets. However, patterns
of possession of and access to assets by position on the scale of spending
were relatively similar in 1994, although the average in some cases had
changed. For example, access to water increased, while access to electric power
had become almost universal, with the exception of the poorest quintile.
Access to telephones, average level of education, average years of experience,
and the age of the head of household also rose, although the distribution
did not vary substantially.9

Table 7.4 shows the distribution of different assets by quintile for the
rural sector. The changes in the averages and the pattern of ownership and
assets between 1985 and 1994 are evident. In 1985, the level of schooling of
heads of household was very low and unequal in the rural sector. A decade
later, average years of education had increased from 2.9 to 5, and inequality
had declined. Among the poorest sectors the schooling of the head almost
doubled, while among the richest the increase was 50 percent. The average
family size in the poorest quintile was 50 percent higher than the average in
the richest quintile. On the other hand, access to credit was relatively seg-
mented, being very low in the poorest quintile. The 1994 survey revealed
that although global access to credit had fallen from 23 percent of farmers to
16 percent, it had increased for the poorest quintile and fallen for the other
quintiles, particularly the richest. This is explained by the disappearance of
the development banks, which concentrated on larger scale agriculture. In
the case of access to basic services (electricity, water and sewerage), levels of
access were low and not very equitable in 1985. In contrast, by 1994, access
to water and electricity had doubled, reaching 27 percent and 24 percent of
households, respectively. However, dispersion in access by spending decile is
now much more pronounced.

With respect to the variables for agricultural activity, the sample is
limited to agricultural producers. Dispersion of the ownership of livestock—

9 Access to public services was expected to increase significantly by 1997 under commitment
made by the companies that acquired privatized public enterprises.
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Table 7.4. Average Value of Assets by Per Capita Spending Quintiles: Rural Peru

Assets
1985

Years of education of head

of household

Average years

of education of family

Age of head of household

Labor experience of head

of household

Potential experience

of head of household

Family size

Migrants in household (%)

Access to credit

Value of financial savings1

Value of durable goods'

Have water in home

Have sewerage in home

Have electricity

Stock of livestock-"

Stock of land2

Use of fertilizers2

Value of agricultural

equipment2

Value of livestock2

Value of land2

Assets
1994

Years of education

of head of household

Average years

of education of family

Age of head of household

Labor experience of head

of household

Potential experience

of head of household

Family size

Migrants in household (%)

Access to credit

Value of financial savings'

Value of durable goods'

Have water in home

Have sewerage in home

Have electricity

Stock of livestock2

Stock of land2

Use of fertilizers2

Value of agricultural equipment2

Quintiles
Average

2.92

2.78

46.96

21.29

38.04

6.49

0.26

0.23

74.74

924.87

0.12

0.03

0.12

25.54

8.20

18.87

633.13

3,977.11

8,020.46

I

2.28

2.15

47.70

22.90

39.43

7.30

0.23

0.09

4.63

285.32

0.10

0.01

0.04

17.27

4.24

16.48

27.37

1,932.70

3,338.84

II

2.45

2.38

45.90

21.86

37.45

7.18

0.22

0.25

22.36

708.78

0.12

0.01

0.07

19.21

5.10

19.10

53.58

2,650.81

5,396.56

III

2.88

2.87

47.23

21.20

38.35

6.60

0.26

0.23

48.23

786.95

0.13

0.03

0.13

31.78

9.64

20.08

467.60

5,000.43

6,682.89

IV

3.28

2.96

45.54

19.19

36.26

6.31

0.26

0.31

78.63

984.34

0.12

0.04

0.17

23.14

10.87

18.77

184.15

3,856.92

6,930.81

V

3.72

3.54

48.43

21.30

38.71

5.08

0.33

0.28

219.85

1,858.97

0.14

0.05

0.18

36.31

11.14

19.92

2,432.94

6,444.69

17,753.18

Quintites
Average

4.53

4.96

45.71

18.25

34.74

6.32

0.11

0.16

54.53

391.83

0.27

0.02

0.24

18.99

5.59

48.30

231.03

1

3.28

4.21

45.16

19.83

34.96

7.67

0.08

0.10

17.42

71.28

0.26

0.00

0.09

20.47

2.70

42.33

79.77

II

4.02

4.50

44.05

17.83

33.55

6.98

0.08

0.15

2.28

179.72

0.26

0.00

0.21

15.32

3.19

47.07

79.55

III

4.32

4.63

44.44

17.01

33.81

6.06

0.11

0.20

4.80

146.01

0.21

0.00

0.19

19.14

3.18

47.39

120.33

IV

4.93

5.15

46.08

18.46

34.92

6.02

0.12

0.17

33.32

490.20

0.26

0.02

0.28

16.30

12.00

50.37

468.28

V

6.11

6.32

48.79

18.11

36.47

4.88

0.16

0.19

214.85

1,071.92

0.34

0.09

0.41

23.74

6.90

54.37

407.22

1 Monetary values are expressed in 1996 dollars.
2 The sample is restricted exclusively to agricultural producers.
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220 CAPITAL OF THE POOR IN PERU

measured in sheep equivalents—is relatively low, since the richest decile owns
only double the poorest decile, although the disparity is greater when the
value of livestock is used. A reduction of 35 percent was found in the average
size of livestock units, although not observed among producers in the poor-
est quintile. However, this was very pronounced in the upper 60 percent of
the distribution because the producers closest to the market were obliged to
reduce their capital to cushion fluctuations in consumption in a context of
falling real agricultural prices. The ENNIV also reveals that income from
livestock forms a higher proportion of total income for the poorest produc-
ers, so it is more difficult for them to cushion consumption.

In the case of land, the differences in ownership between rich and poor
are more marked than for livestock, while the disparity is even more evident
for the value of agricultural equipment. For land, drastic changes took place
in average levels of ownership between 1985 and 1994; however, the distri-
bution of land ownership did not change significantly.

Assets of the Poor

Ownership of assets is analyzed as a determinant of the status of poverty. In
other words, is possession of certain private assets or access to certain public
or organizational assets a good predictor of poverty? Table 7.5 shows the
proportion of poor urban households that possess certain assets. It is im-
portant to normalize these figures with respect to the poverty rates in each
region, which are reported in the last line of the table. For example, in 1985,
of urban households with water in the home, 28 percent were poor, a lower
figure than the poverty rate of 33 percent for that year, which indicates that
access to water is proportionately less among poor households. The figure
for access to water rises to 36 percent in 1994; the poverty rate in that year,
however, was 41.3 percent, so the relative access of the poor to this public
service increased only slightly. In several public services such as electricity,
water and sewerage, there was an increase in the proportion of poor with
access to these services and in relative access to the service by the poor.10

10 That is, the percentage of poor who have access to the service grew more rapidly than the
poverty rate.

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
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Table 7.5. Percentage of Urban Poor Who Have Specific Assets

Variables

Water in home

Sewerage in home

Make donations

Use electric power

Use kerosene

Have telephone

Have savings

Have over 770 soles in durable goods1

Have access to credit

Head has primary education

Head has secondary education

Head has higher education

Head has over 6 years of education

Family size of 7 or more

Poverty rate

1 Monetary values are expressed in soles of June 1994.

1985

27.5

24.0

21.2

28.3

60.8

9.5

17.3

24.4

22.3

43.1

28.8

10.0

22.8

48.3

33.0

1994

36.4

31.0

13.7

38.7

82.6

7.5

13.9

14.5

32.2

57.1

37.4

11.9

35.4

60.8

41.3

Source: Authors' calculations based on ENNIV (1985-86 and 1994).

On the other hand, as the gap between the proportion of poor with
access to an asset and the poverty rate widens, the asset is increasingly dis-
persed between the poor and the non-poor. For example, kerosene—a fuel
inferior to electricity or gas—is used by a majority of the poor: in 1994,82.4
percent of users were poor, with poverty rates of 41.3 percent. In this case,
kerosene use increases the probability that a family can be classified as poor.
Consistent with the results obtained by Saavedra and Diaz (1998), higher
education reduces the probability of being poor, while primary education
alone increases it. Finally, a very low percentage of families that have tele-
phones, or over 770 soles (US$350) in durable goods or savings, can be de-
fined as poor.

Table 7.6 shows the results of a similar analysis for the rural sector.
Many assets in the rural sector do not necessarily "discriminate," in the sense
that a high percentage of the poor own livestock, possess over two hectares
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222 CAPITAL OF THE POOR IN PERU

Table 7.6. Percentage of Rural Poor Who Have Specific Assets

Variables

Obtain water from river or ditch

Use electric power

Use kerosene

Have over 750 soles in durable goods1

Have over 300 soles in agricultural equipment1

Have livestock

Have over two hectares

Have access to credit

Have savings

Head has over 6 years of education

Head has primary education

Head has secondary education

Head has higher education

Family size of 7 or more members

Poverty rate

1 Monetary values are expressed in soles of June 1994.

Survey

1985

56.5

31.4

55.2

34.8

35.9

50.6

53.2

39.3

34.1

29.7

52.3

32.7

7.1

66.1

51.5

1994

70.5

49.9

73.6

29.0

56.5

69.3

58.2

63.6

33.4

63.0

70.2

56.6

38.5

81.4

66.8

Source: Authors' calculations based on ENNIV (1985-86 and 1994).

of land, and use seeds and fertilizers.11 There was, moreover, a clear increase
in electric power by the poor from 1985 to 1994. As observed, the percent-
age of poor among those who own land or livestock is similar to the poverty
rate. Assets that do seem to clearly differentiate the poor from the non-poor
are education, savings and possession of durable goods.

Poverty and Demography

The incidence of poverty is not uniform between people with different char-
acteristics. Table 7.7 shows that poverty is, as expected, greater among the

1 ' This problem can be resolved by a joint analysis of the impact of access to or possession of
several assets on levels of poverty, as will be seen later.
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less educated. For example, in 1994 the urban poverty rate, which averaged
41.5 percent, exceeded 57 percent among individuals with primary or lower
education, and 40 percent of the poor had this educational level. In contrast,
the incidence of poverty among people with higher education was only 10
percent, and this group constituted only 14 percent of all poor. In 1991,
when the poverty rate rose, participation of the more educated (i.e., those
with completed secondary or higher education) in the total poor also in-
creased. This could be counterintuitive, if it is assumed that the more edu-
cated are better prepared for macroeconomic crises. There is evidence,
however, that during the period immediately after hyperinflation, the re-
turn on educational assets declined. What determines the probability of be-
ing poor is not only possession of certain assets, but also their market price
at any given time. On the other hand, the poverty gap is much greater among
the less educated.

Unlike in other countries in Latin America, the incidence of poverty
in Peru is lower in households headed by women. This has been the case
since 1991 and is consistent with the increase in the rate of activity of women
and the increase in their income relative to men.12

Table 7.8 shows similar indicators for the rural sector, where poverty is
much more concentrated among people with a lower educational level. Only
10 percent of the poor have completed secondary or further education.
However, given the high incidence of poverty in general in the rural sector,
the incidence of poverty only falls below 20 percent in the case of people
with a completed higher education. The poverty gap between the more and
less educated is much larger in the urban areas. In the case of gender in rural
areas, the incidence of poverty is, as in urban areas, lower among families
headed by women.

Relationship between Assets, Returns and Poverty: A Static Analysis

Depending on the conceptual framework, the relationship between posses-
sion of or access to certain assets and poverty can be seen either as a profile
of poverty or an attempt to understand its determinants. Based on the static

12 This does not necessarily mean that gender differences, ceteris paribus, are important in
explaining differences in the state of poverty or in the transition between non-poor and poor.
This requires "control" through possession of the other assets.
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model of optimization of household decisions on production and consump-
tion, it is possible to derive a relationship between household spending and
possession of assets, which is susceptible to empirical evaluation.

In fact, assuming that households as producers maximize benefits sub-
ject to the usual technological restrictions (i.e., production function), and
as consumers maximize their welfare by optimizing their consumption and
work decisions given the level of gains obtained, it is possible to establish a
direct connection between the household's possession of and access to as-
sets, and its levels of spending. The reduced form of this problem of optimi-
zation can be represented in terms of the following spending equation:

where p is the price vector and A is the vector that includes all the assets to
which the household has access. These assets can in turn be classified as
assets associated with human capital (Ahum), physical capital (A^s), financial
capital (A.) and public and organizational capital (A bdror ).

This equation establishes a direct connection, given an economic con-
text, between possession of or access to assets by a household and its spend-
ing capacity. If our definition of poverty is based on the indicator of
household spending, it is possible to rewrite equation (1) as follows:13

where P indicates the probability of a household being poor or non-poor.
Tables 7.9 and 7.10 show the estimates of equation (6), which has been

performed as an estimate of a probit model at urban and rural levels for
each year for which information from ENNIV is available. In general, the
results for 1985-86 are consistent. Variables of human capital such as years
of education of the head and members over age 14, family size, financial

1 * Assuming separability between the price vector and the assets, equation (5) can be expressed
as G' = G'(Ahuni,A^,Al]n,A nih^or) where the regional price vector is included in the spending
calculation; that is, the spending is expressed in this case at constant values of the city of Lima.
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Table 7.9. Estimates of the Determinants of Urban Poverty
(Marginal effects)

Variables

Intercept

Years of education of head

Years of education of head squared

Years of education of rest of household
(over age 14)

Potential experience (head)

Marital status (married)

Gender of head of household

% of migrants in household

Days of illness (head)

Family size

Proportion of people

with 6 years or more

Financial savings

Durable goods

Own home

Potable water in home

Sewerage in home

Have electric power

Have telephone

Membership of associations

Pseudo R?

Prediction rate

1985-86

0.1409
(2.789)
-0.0109

-(2.142)

0.0002
(0.683)
-0.0090

-(4.773)
0.0000

-(0.084)
-0.0002
-(0.008)
-0.0120

-(0.502)
-0.0559

-(2.426)
-0.0070

-(1.606)
0.0328

(10.000)

-0.0724
-(1.756)
-0.1190

-(6.922)
-0.0124

-(8.647)
-0.0018

-(0.143)
-0.0480

-(2.611)
-0.0394

-(2.595)

-0.0600
-(2.140)
-0.0411

-(1.816)

-0.0700
-(3.897)

0.265
0.821

1991

0.7232
(4.750)
-0.0156

-(1.346)
-0.0001

-(0.103)
-0.0361

-(8.081)
-0.0015

-(1.219)
0.0959

(1.861)
-0.0542

-(1.006)
-0.1353

-(2.719)
0.0076

(0.717)
0.0802

(11.650)

-0.3040
-(3.028)
-0.1023

-(2.781)
0.0001

(1.230)
0.0707

(2.341)
-0.0787

-(1.367)
-0.0631

-(1.302)
-0.2642

-(2.624)

-0.3091

-(7.275)

-0.1211

-(2.281)

0.246
0.746

1994

0.3995
(4.399)
-0.0204

-(2.452)

-0.0001
-(0.120)

-0.0245
-(7.597)

-0.0003
-(0.386)

0.0695
(1.766)

0.0160
(0.386)
-0.1221
-(3.043)
-0.0029

-(0.339)

0.0675
(12.692)

-0.1848
-(2.635)
-0.1417

-(3.246)
-0.0084

-(2.536)
-0.0370

-(1.680)
-0.1187

-(3.045)
-0.0850

-(3.340)
-0.1121

-(2.047)
-0.2424

-(6.205)

-0.1132

-(2.269)

0.318
0.802

1996

0.0214

(0.105)
-0.0195

-(1.570)
0.0000

(0.005)
-0.0135

-(2.829)
-0.0026

-(2.075)
0.1132

(2.040)
-0.0925

-(1.596)
0.0004

(0.005)
-0.0314

-(0.999)
0.0864

(10.604)

-0.0505
-(0.394)

-204.8
-(2.357)
-0.0940

-(5.440)
-0.0661

-(1.986)
-0.0343

-(0.578)
-0.0630

-(1.463)

0.1215
(0.791)

-0.1959

-(4.779)

-0.0540
-(0.794)

0.347
0.810

Note: The z-statistics are in brackets.
Source/Authors' calculations based on ENNIV (1985-86, 1991, 1994 and 1996).
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Table 7.10. Estimates of Determinants of Rural Poverty
(Marginal effects)

Variables

Intercept

Years of education of head

Years of education of head squared

Years of education of rest of household

(over age 14)

Potential experience (of head)

Marital status

Gender of head of household

% of migrants in household

Days of illness (head)

Family size

Proportion of people with

6 or more years

Financial savings

Durable goods

Size of land

Own home

Potable water in home

Sewerage in home

Have electric power

Membership of associations

Pseudo R2

Prediction rate

1985-86

-0.2318

-(2.456)

-0.0116

-(1.153)

-0.0004

-(0.409)

-0.0177

-(3.668)

0.0005

(0.560)

0.0238

(0.599)

-0.0076

-(0.168)

-0.0273

-(0.666)

0.0106

(1.306)

0.0709

(12.665)

-0.0343

-(0.429)

0.0055

(0.374)

-0.0492

-(8.305)

-0.0001

-(0.844)

-0.0311

-(0.989)

-0.0133

-(0.546)

-0.0586

-(1.409)

-0.0113

-(0.242)

-0.2248

-(6.580)

0.155

0.696

1991

0.2578

(1.470)

-0.0308

-(1.643)

0.0000

-(0.030)

-0.0318

-(4.352)

-0.0061

-(3.534)

-0.1262

-(1.584)

0.1182

(1.236)

-0.0685

-(0.594)

-0.0341

-(1.790)

0.1186

(8.464)

-0.2220

-(1.353)

-1.2029

-(1.229)

-0.0001

-(0.832)

-0.0029

-(1.037)

0.0656

(0.888)

0.1025

(1.981)

0.0217

(0.448)

0.0224

(0.318)

-0.2000

-(1.840)

0.249

0.757

1994

0.4114

(3.625)

-0.0315

-(2.471)

0.0002

(0.242)

-0.0264

-(5.331)

-0.0019

-(1.554)

0.0143

(0.228)

0.0754

(1.077)

-0.1895

-(2.791)

-0.0045

-(0.385)

0.0875

(11.241)

-0.5144

-(5.105)

-C.2038

-(3.154)

-0.0002

-(0.145)

-0.0001

-(0.171)

-0.0079

-(0.213)

-0.0324

(1.070)

-0.1461

-(3.461)

0.0310

(0.667)

-0.0871

-(1.361)

0.219

0.731

1996

0.4851

(1.951)

-0.0692

-(2.686)

0.0030

(1.490)

-0.0301

-(2.991)

-0.0009

-(0.362)

0.0674

(0.537)

-0.0693

-(0.482)

-0.1425

-(0.804)

-0.0608

-(1.025)

0.1434

(8.258)

-0.7783

-(3.418)

-421.6

-(2.278)

-0.2784

-(4.321)

0.0020

(0.359)

0.0342

(0.443)

0.0870

(1.382)

-0.1301

-(1.614)

0.0414

(0.410)

-0.2339

-(2.932)

0.316

0.796

Note: z-statistics are in brackets.

Source: Authors' calculations based on ENNIV (1985-86, 1991, 1994 and 1996).
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capital (savings, durable goods or home ownership), access to public ser-
vices and organizational capital (water, sewerage and electricity, along with
membership in organizations) are consistently significant with the correct
sign. Migratory experience in times of crisis also appears as significant (e.g.,
in 1991).

In the urban sector, the variables of access with guarantees to the capi-
tal market are significant (durable goods and home ownership), as are the
human capital variables mentioned above. In the rural sector, the variables
associated with public and organizational capital are important (access to
water and sewerage and membership in associations), followed by variables
associated with financial capital (financial savings and durable goods). It is
interesting to note that, confirming what was mentioned above, access to
land does not discriminate between the poor and non-poor in the rural sec-
tor. Nor were differences found by gender of head of household. The gender
difference identified in the preceding section was diluted when controlled
by possession of and access to the other assets.

The negative sign of the variable of family size is very strong.14 A pos-
sible interpretation is that smaller families are better able to increase their
assets to leave poverty. However, this variable could also be appearing as a
proxy for other variables of human capital that are not observed.

Another interesting indicator that can be derived from the per capita
spending equations is the "cross elasticity" between asset i and asset;:

14 The negative relationship appears in both the spending equations and the probit equations.
This relationship between larger families and lower spending or greater probability of being
poor maintains its sign and significance even when economies of scale in consumption are
incorporated, although it can obviously change in magnitude. Simulations with a parameter
of economies of scale in consumption from 0.5 to 1 confirmed this statement, since econo-
mies of scale would require an implausible magnitude to reverse the signs of the relationships.
See Annex 2 of Escobal, Saavedra and Torero (1999).
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3G
As ^ . is a proxy for the return on asset A.; e/\;,4; it simulates the percentage
rise in return on one asset in relation to a percentage increase in the posses-
sion of the other assets.15 The estimated spending equation is semi-loga-
rithmic and includes the interactions between assets. Given the functional
form chosen, the elasticities vary throughout the range of interest of the
assets which, although complicating the calculation, gives much more flex-
ibility, permitting the estimate of different values for the elasticities at the
average values of each quintile.16

Table 7.11 shows these estimates for the return on the assets of educa-
tion and land in relation to changes in the possession of other assets of hu-
man capital (family size) and access to public assets (sewerage, electricity,
roads). In all cases, except in relation to changes in family size, the cross
elasticities are positive, and the changes in the return on education and land
in relation to a change in the access to public goods are greater in the richest
strata. Family size is again negative and "progressive" in the sense that the
reductions in the return on education are higher in the richest quintile. Fi-
nally, the simulations show that one more year of education increases the
return on land by 3 percent to 4 percent, evidence of the complementarity
of both assets.

Assets and Transition between States of Poverty

Access to assets of human, physical and financial capital and public or orga-
nizational capital would not only raise the return on private assets but also
have an effect on the process of asset accumulation. Thus, the original pos-
session of assets, their process of accumulation and the existence of external
shocks would be the determinants of the transition of households along the
scale of income or spending. Under this criterion, it is possible to derive an

13 This "return" is approximated by the effect generated by an additional unit of an asset on the
value of its marginal product, measured in terms of household spending.
16 If a double-logarithmic functional form of the parameters of the cross products had been
used, the elasticities would be constant, but this would obviously be less interesting because
the effect of a change of assets would be the same between rich and poor.
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Table 7.11. Change in the Return on Education and Land in Relation to an
Increase in Selected Assets
(Simulation)

Note: The values show the percentage change in the profitability of education and land in relation to a
discrete change in their selected variables. The results are evaluated on the average values of each
quintile. The quintiles are ordered from lower to higher.

Source: Authors' calculations based on estimates of semi-logarithmic spending equations.

Quintile

Variable

Urban 1985-86

One additional member in family

Access to sewerage in home

Access to electric power

Urban 1994

One additional member in family

Access to sewerage in home

Access to electric power

Rural 1985-86

One additional member in family

Access to sewerage in home

One additional hectare of land

1 2 3 4 5

Return on education

-12.0

8.1

14.1

-12.3

8.7

14.2

-13.1

10.3

14.8

-14.0

10.5

14.2

-16.2

10.9

15,.6

Return on education

-12.1

8.0

13.8

-12.7

11.3

14.0

-12.1

13.4

15.6

-12.7

14.5

15.1

-12

14

15

.9

.4

.1

Return on education

-15.6

0.5

2.4

-16.6

1.0

0.9

-17.5

1.4

1.1

-18.1

2.3

1.2

-22

2

1

.6

.5

.0

Return on land

One additional year of education

Rural 1994

One additional member in family

Access to sewerage in home

Access to electric power

4.1 3.8 3.6 3.5 3 .2

Return on education

-29.6

1.3

11.3

-30.2

1.5

9.4

-29.6

1.8

6.4

-30.0

2.1

4.6

-29.0

4

-0

.3

.6
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equation that represents the transition of a household from one level of
spending to another, or alternatively from states of poverty or non-poverty:

where all the variables have been defined, except ^7, which represents a
vector of short-term shocks that affect current income/spending. This chap-
ter introduces two variables to capture short-term shocks: the spending of
the Compensation and Social Development Fund (FONCODES) between
1991 and 1994 and the change in labor status between both years (the
difference between the household occupation rate measured as the num-
ber of household members who work compared with the number of mem-
bers over age 14). Both variables attempt to capture short-term
modifications in the macro-environment that have not yet resulted in
changes in the possession of assets.

To evaluate the transition between states of poverty, a panel of 1,316
households surveyed in 1991 and 1994 was used. To see how representative
the panel is with respect to the 1991 sample, the panel information for the
principal variables under study was compared with data that do not form
part of the panel because the households were not present in the 1994 sur-
vey. The coverage of the panel represents 71.5 percent of the 1991 sample.
The results, based on the principal variables under study, show that the in-
formation at panel level does not contain significant differences in relation
to the total 1991 sample. However, the panel assigns greater weight to the
urban north coast and lesser weight to metropolitan Lima. In relation to the
poverty rate, the panel captures the distribution of the total sample, although
with a slight bias, since it captures 74 percent of the poor and only 71 per-
cent of the non-poor.

The estimate of equation (4) requires the use of a discrete variable to
indicate the changes between the different states, and the use of a multino-
mial logit to estimate the effect of the possession of different types of assets
on the probability that, for example, a household might remain in poverty
or make a successful transition out of it. The advantage of the multinomial
logit approach used here, as opposed to direct maximum likelihood, is that
it explicitly identifies the effects of the possession of different assets on the
transition process.
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Since certain changes in the possession of assets can be considered en-
dogenous to the process of household decision-making, the changes have to
be instrumentalized, especially for changes in key assets such as education,
financial saving, land or livestock. Changes in public assets are considered ex-
ogenous to the process of household decision-making and are not therefore
instrumentalized. For instrumentalization, the endowment of initial assets is
used, both those that appear in the estimate and others not considered in the
estimated model (e.g., education of the rest of the household). Since the set of
explanatory variables shows an important degree of collinearity, certain re-
strictions were imposed. In particular, the estimated model assumes that the
changes in possession of assets help explain the transitions but do not affect
the households that remained in the same state between 1991 and 1994. It is
also assumed that the asset levels help explain why certain households remain
poor or non-poor but are less important in explaining the transition.17 In
addition, because of the small number of panel observations for the rural
sector, the model was estimated for the entire sample.

Table 7.12 shows the results obtained from the proposed multinomial
logit model. The model maintained 15 explanatory variables previously ana-
lyzed that are indicators of the assets of human capital (education of head of
household, potential labor experience, gender differences, migratory ability,
illnesses in the household and family size), assets of physical and financial
capital (savings, durable goods, land, livestock), and of public and organiza-
tional capital (access to water, electricity, sewerage, telephone and member-
ship in social organizations). The prediction rate of the model is reasonably
high for households that remain in their initial state (poor or non-poor). In
contrast, the prediction rate for households that make the transition from
states of poverty is low, reflecting the inability to capture adequately all short-
term shocks that affect the transitory income or spending of the households.

The multivariate logit-type models have the property of independence
of irrelevant alternatives (IIA), that is, to add or reduce alternatives or states
does not affect the relative probabilities of the state maintained in the model.

17 These assumptions appear reasonable in light of the results of the unrestricted logit model,
with the sole exception of the educational variable in the equations that explain the transi-
tions (the variable that was introduced in the model). It should be noted that due to the high
collinearity verified between the changes in the assets and their levels, these restrictions were
imposed ex ante.
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Table 7.12. Multinomial Analysis of Changes in States of Poverty
(Marginal effects)

Poor to non-poor

I: In transition

Education of head of household

Gender

(Education of head of household)1

(Potential labor experience)

(Migration)

(Land)1

(Access to potable water)

(Access to sewerage)

(Access to electricity)

(Access to telephone)

(Family size)

(Financial savings)1

(Livestock)1

(Community capital)

(Labor status)

FONCODES
Constant

Coefficients

-0.002

0.018

0.007

-0.002

0.146

0.021

0.017

0.021

0.029

0.051

-0.034

-0.014

-0.001

-0.062

0.052

0.000
-0.058

z-statistic

-0.519

0.433

1.489

-1.623

2.486

1.552

0.310

0.290

0.324

0.670

-5.124

-0.068

-0.882

-0.799

1.806

0.304
-0.922

Poor to non-poor

II: Constant

Education of head of household

Potential labor experience

Gender

Migration

Illness

Family size

Financial savings

Durable goods

Land

Access to potable water

Access to sewerage

Access to electricity

Access to telephone

Community capital

Livestock

Labor status

FONCODES

Constant

Pseudo R2

Coefficients

-0.032

-0.005

0.031

-0.202

-0.002

0.062

-0.466

0.000

0.000

-0.018

-0.003

-0.049

-0.446

0.448

0.002

0.077

0.000

0.181

z-statistic

-7.047

-4.193

0.883

-3.569

-0.147

8.357

-2.842

1.186

0.008

-0.520

-0.104

-0.906

-4.417

1.845

2.234

3.397

-0.003

2.162

Non-poor to poor

Coefficients

-0.006

0.006

-0.012

0.002

-0.078

-0.003

0.063

0.000

-0.063

-0.100

0.028

0.045

-0.001

-0.003

-0.057

0.000
-0.063

z-statistic

-2.500

0.241

-4.098

-2.127

-2.053

-1.384

2.218

-0.007

-0.938

-1.174

6.842

0.345

-1.796

-0.075

-3.184

-0.864
-1.870

Non-poor to poor

Coefficients

0.049

0.008

-0.086

0.137

-0.003

-0.092

0.315

0.000

0.001

-0.056

0.077

0.101

0.418

0.063

-0.004

-0.102

0.000

-0.156

0.195

z-statistic

8.713

5.416

-1.668

1.992

-0.232

-10.011

3.450

-0.682

0.347

-0.988

1.607

1.148

6.016

0.179

-2.333

-2.918

-0.085

-1.239

1 These variables were instrumentalized to correct possible bias due to endogenous effects.
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Table 7.13. Hausman Test for HA

Excluding alternative poor-poor 13.7563

Excluding alternative poor/non-poor 10.9349

Excluding alternative non-poor/poor 11.1669

Excluding alternative non-poor/non-poor 62.6985

Test: Where s indicates the estimators based on the restricted subset of alternatives, and f

indicates the estimators with all the set of alternatives. The critical value is 75.35 at the level of 1

percent.

Table 7.14. Probability of Transition

(In percent)

States

Poor to poor

Poor to non-poor

Non-poor to poor

Non-poor to non-poor

Total

Effective

29.3

21.0

10.0

39.7

100.0

Estimate

35.7

10.5

3.0

50.8

100.0

This property could be undesirable in a model such as that proposed here
because the states are conditional on the initial position of each household.
To verify that this property does not generate important biases in the results
obtained, the statistical test developed by Hausman and McFadden (1984)
was used. As shown in Table 7.13, in our case the tests show that the esti-
mates of the proposed model were not affected by this assumption; the prob-
abilities of transition are presented in Table 7.14.

The results reveal that human capital assets (years of education of head
of household, potential experience of head, migratory experience and fam-
ily size), financial capital (savings), physical capital (livestock) and public
and organizational capital (access to telephone and membership in associa-
tions) are crucial in explaining why certain households remain in a state of
poverty or non-poverty. Changes in some human capital assets (migratory
experience and family size) as well as the positive shocks associated with
change in the labor status are the variables that best explain the transition
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from poverty. Conversely, the variables that best explain why certain house-
holds that were not poor in 1991 had become poor by 1994 are the level and
change in educational achievement of the head of household, changes in
labor and migratory experience, lack of access to public goods, and the ad-
verse shock associated with the change in labor status.

Gender differences are not important in any of the four states ana-
lyzed. In addition, of the short-term shocks identified (FONCODES spend-
ing and change in labor status), only the second has explanatory power for
understanding the reasons why a household moves into or out of poverty.
Lastly, as expected, family size reduces the probability of improving status
and is a determinant in explaining why some households remain in poverty.

Conclusions

In spite of long-term reductions and improvements in the 1990s, there is
still an extreme amount of poverty in Peru, and poverty continued to affect
almost half the population in the mid-1990s. This study has empirically veri-
fied the key assets that characterize the country's poor. It has attempted to
better understand the connection between assets and poverty, analyzing
changes in the distribution of assets, the link between access to or holding of
these assets and poverty, and the connection between their return and pov-
erty. Given that many of these assets are reasonably exogenous, at least in
the short term, an understanding of these relationships enriches the debate
on which public policies could have the greatest effect on poverty reduction.

In the Peruvian case, the study shows the importance of variables such
as education and family size for classifying the state of a person's poverty
through the analysis of probit models and spending regressions. The analy-
sis also confirms that access to credit and ownership of assets that can be
used as collateral have a positive effect on spending and on the probability
of not being poor. Finally, statistical evidence showed a similar impact from
variables of public and organizational capital such as membership in orga-
nizations, and access to basic public services such as water, sewerage, elec-
tricity and telephone. In this respect, the empirical analysis is consistent with
the view that the lack of access to certain key assets, which generate suffi-
cient income for loans for a part of the population, underlies the problem of
poverty.
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The level of assets and the changes in returns on them are as impor-
tant as the possession of assets in the determination of the status of poverty.
These returns can also be modified by access to complementary key assets
(for instance, the complementarity between public and private assets). This
points to the role of public policy in terms of providing services and infra-
structure as a mechanism to strengthen the return on private assets to help
reduce poverty.

An analysis of the effect of ownership of assets on mobility between
poverty and non-poverty found the initial levels of assets sufficient to ex-
plain the transition, although they are crucial in explaining permanence in
one state or the other. This is to be expected, since the sample of households
in panel form was for a relatively short period (1991-94). Education, labor
experience and family size, as well as savings, access to telephone service and
ownership of livestock, are the most important variables in explaining
whether a household will remain in its original state of poverty. Thus, there
is a close relationship between assets and chronic poverty. If the root causes
of this problem are not tackled—that is, the lack of income-earning assets
and the restrictions on acquiring them—it is highly likely that poverty will
continue to be one of Peru's major challenges for many years to come.
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CHAPTER EIGHT

Where to from Here?
Generating Capabilities

and Creating Opportunities
for the Poor

Miguel Szekely

Poverty is present in all modern societies. Even in the richest countries in

the world, few would disagree that some people have unacceptably low liv-
ing standards.' How to address the problem of poverty, however, is still un-
clear. Recently, an old debate has been revived: is the solution to reduce
poverty through economic growth, or should governments actively pursue
poverty reduction policies? There are basically two opposing views. One is
that incomes of the poor grow one-for-one with economic growth; there-
fore, policies that guarantee growth implicitly contribute to poverty reduc-
tion, and the justification for additional social policies is unclear.2 The other
view is that incomes of the poor grow less than one-for-one with average
income.3 The poor might in fact benefit from growth, but since the effect is
rather small, growth alone will take too long to solve the problem—if it does
so at all. According to this view, the state should foster growth-enhancing
policies as well as those aimed at improving the well-being of those most in
need.

1 If one uses a definition of poverty of $2 per day, the proportion of poor in most developed
countries turns out to be very small (around 2 percent of the total population). But this type
of definition, which might be appropriate for developing countries, is meaningless in the con-
text of rich countries. In the developed world, the poverty line is usually relative to the stan-
dard of living of each population. These definitions always yield poverty rates well over the
absolute poverty levels.
2 See Dollar and Kraay (2000), Gallup, Radelet and Warner (1999), and Roemer and Gugerty
(1997).
3 See Bourguignon (2001), Birdsall and de la Torre (2001) and Foster and Szekely (2001).
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242 WHERE TO FROM HERE?

This book has argued that growth alone does not guarantee a solution
to the poverty problem, at least in Latin America. Consider the following
two examples. Between 1996 and 1998, GDP per capita increased in Mexico
by 9.7 percent in real terms, which is a spectacular gain as judged by the
country's macroeconomic performance during the previous 16 years. How-
ever, poverty hardly declined. In fact, the incomes of the poorest 30 percent
of the population contracted during this period. The huge increase in mean
income was due entirely to income gains among the richest 30 percent—
particularly the richest 10 percent—of the population.4

The second example is Chile, which has been characterized as one of
the most successful economic growth stories in Latin America for the past
decade. Between 1992 and 1996, Chilean GDP per capita expanded by more
than 30 percent in real terms. During the same period, moderate poverty
registered a substantial decline from 20 to 16 percent—a reduction of 20
percent in the head count ratio. But income inequality also increased during
the period (the Gini index rose by 7 percent). In fact, had the income distri-
bution remained the same as in 1992, the proportion of poor would have
actually declined to 10 percent, rather than 16 percent—that is, the poverty
rate would have been cut by one half, instead of by 20 percent.5

These two examples show that growth by itself does not necessarily
guarantee a solution to the poverty problem, and that growth alone may
result in much lower poverty reduction, especially if its benefits are concen-
trated among the wealthier sectors of the population. This suggests that while
growth-enhancing policies should be given high priority, poverty reduction
should be actively pursued through a wider set of policies.

The objective of this book has been to outline a framework to think
about which policies can lead to substantial poverty reduction. The intro-
ductory chapter and the country studies have generated evidence support-
ing the idea that income is just the tip of the iceberg. Once one goes beyond
income and looks into what is behind the process of income generation (the

4 See Szekely and Hilgert (2001).
5 This result is obtained by using the CASEN household survey for 1992, and multiplying all
incomes by 1.3 to simulate the growth rate registered between 1992 and 1996. The poverty
rate computed after this adjustment can be interpreted as the poverty that would have been
observed had the distribution remained unchanged between the two years. Obviously, this is
only a simulation for illustration purposes, since there is no guarantee that growth would
have been the same under a static distribution.
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asset-based approach), a whole new range of possibilities arises. This chap-
ter discusses the policy implications of the asset-based approach in more
detail. Before delving into the policy discussion, a brief review of the recent
history of social policy approaches in Latin America helps put the asset-
based approach into perspective.

Evolution of Social Development Strategies in Latin America

Although the experience with social policy has varied widely from country
to country, Latin America's social strategy can be broadly classified into four
phases:6 (i) import substitution, (ii) the debt crisis of the 1980s, (iii) the
structural adjustment packages of the mid to late 1980s, and (iv) the incipi-
ent recovery of the 1990s.

The first phase covers the period between the Second World War and
the late 1970s. These were the golden years of Latin America in terms of
economic growth. The industrial sector in most countries was growing vig-
orously, fueled by the import substitution development strategy that pre-
vailed in those decades. The urban middle classes were expanding,7 and all
kinds of subsidies were granted for industrial production under the belief
that industrialization was the best engine for growth.

This first generation of social policies provided a range of subsidies
for goods and services for the entire population. Its main beneficiaries were
the expanding middle classes. Some of these subsidies—like those for food
consumption—were justified as an indirect subsidy to industrial sector wages.
Since high growth rates financed these widespread consumption subsidies,
there was a virtuous circle. On the one hand, the middle classes contributed
to economic growth by joining the industrial sector and migrating from
rural areas. On the other, the policies introduced to facilitate the import
substitution process raised the standard of living of vast sectors of the popu-
lation by guaranteeing low prices for basic goods and by supplying subsi-
dized services.

6 Obviously, all countries did not follow the same strategy, nor were they exactly synchro-
nized. This characterization is made for purposes of simplifying the discussion.
7 See Szekely (1998) for a description of Mexico.
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In essence, the social strategy and the wider development strategy were
one and the same. And the same was true for the rural sector. In the spirit of
the import substitution strategy, rural areas played the key role of providing
primary goods and natural resources for industrial production at low prices,
as well as low-cost goods for consumption by the expanding middle class.
This implied in many cases subsidizing rural production. But it also implied
land redistribution, since high priority was given to minimizing idle resources
and the underutilization of land. Again, social policy was seen as a funda-
mental part of the overall development strategy.

In spite of the large declines in poverty and inequality that accompa-
nied this development strategy, at some point it proved unsustainable.8

During the late 1970s and early 1980s, declining international oil prices trig-
gered the debt crisis that pulled Latin America into a deep recession. Thus
began the second phase of social development policies.

Under the new macroeconomic constraints of the early 1980s, wide-
spread subsidies to goods and services were simply prohibitive. Governments
had to cut all expenditures—especially in social areas, which were not a pri-
ority at the time—in order to reduce public deficits. With escalating infla-
tion rates, devaluation, and GDP declines, the policy priority was to stabilize
the economy at all costs. It was hoped that once the macroeconomic situa-
tion was under control, growth would resume, and with it the expansion of
the middle classes and the social development of past decades. People would
have to endure some sacrifices in order to return to the glory days, perhaps
at the cost of substantial declines in living standards. The sacrifice, however,
would only be temporary and would not discriminate by each person's po-
sition in the social ladder. Everybody would have to pay for the excesses of
the good old days.

Consequently, the second phase began by dismantling the previous
social development strategy. It coincided with an identity crisis for the state.
It was unclear whether the government's role should go beyond setting the
rules of the game, intervening only perhaps when markets failed. In this
context, widespread subsidies and social policies in general became an ob-
stacle to growth rather than an engine of it, as in the past.

8 See Londono and Szekely (2000) for evidence on poverty and inequality trends for Latin
America during the 1970s.
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Growth did not resume immediately, however. Latin America went
through a period of economic reform, intense volatility and stagnation that
lasted for nearly the entire decade, and this prolonged the population's sac-
rifice well beyond initial expectations. The previous social strategy of pro-
viding widespread subsidies to the population at large proved to be financially
unsustainable. However, signs were appearing that the shift to the opposite
extreme of dismantling the previous system and minimizing the role of the
state could also be unsustainable from the social point of view. Toward the
end of the decade there was increasing evidence of growing inequality, and
most worrying, of substantial increases in poverty.9 This marked the end of
the second generation of social policies, and the start of the third.

The third phase began with the acknowledgement that structural ad-
justment programs and economic reform could impose greater burdens on
the poor. It was recognized that the poor generally have fewer means of pro-
tecting their incomes from unexpected shocks, or from the erosion of liquid
assets entailed by high inflation. They are also the least likely to engage in
sectors of activity with higher productivity and with a higher probability of
surviving external competition.

The policy solution was to introduce compensatory policies through
implementation of safety nets. In a set of influential papers, Ravi Kanbur
(1985,1987a, 1987b) initiated what became the feasible alternative to intro-
ducing a safety net: targeting resources to the poor.

The concept of targeting is quite simple. It suggests that when budgets
are limited in times of economic hardship, the policy problem is how to
allocate scarce means in order to obtain the largest possible poverty reduc-
tion per dollar spent. Since there are administrative costs of finding the people
who are most in need, the population is generally classified into subgroups
according to some characteristic (geographic location, gender, schooling,
etc.). To target specific subgroups it is necessary to have the guidance of
poverty maps or profiles that identify the populations with the highest pov-
erty rates and which are most sensitive (in terms of poverty reduction) to
funding allocations. If one finds the subgroups that will generate higher
poverty declines per unit of the budget spent, then one should allocate the

9 Cornia, Jolly and Stewart (1987) articulate the worries that adjustment programs were caus-
ing excessive social distress.
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funds to these units until there are others where the marginal dollar would
produce greater poverty reduction.

This third generation of policies has had two important features. First,
they entail a totally different way of distributing resources. In fact, they en-
tail new "costs," since to find the poor, one has to look for them. Thus, there
has to be a balance between the administrative costs involved in finding the
target population and the benefits of finding them. From this perspective,
first-generation policies were inducing high "leakage," since many of the non-
poor or the not-so-poor were benefiting from resources that should have
perhaps been allocated only to the poorest of the poor. Most of the gains
from targeting originate precisely in reducing leakage. However, this comes
at a cost. Since finding all the poor would be too costly, almost inevitably
some of the poor will be "missed." Thus, the main challenge is to find a
balance between administrative costs, leakage, and under-coverage.

The second and perhaps most important feature of the third genera-
tion of policies is that there is a deep change in the spirit of social policy.
Policies aimed at increasing the standard of living of the poor or at protect-
ing them against the unfavorable macroeconomic environment are com-
pensatory, and thus have to be small, specific and tightly focused. The
development strategy of countries in terms of growth might well be totally
disconnected from these social policies. More often than not, social and
macroeconomic goals in the third generation of social policies were not part
of an integrated strategy, and were in fact regarded as having opposite ob-
jectives. Perhaps due to the profound scars of the "lost decade" of the 1980s,
the main objective of governments was to keep tight budgetary controls;
thus, social programs, although perhaps necessary, were a potential threat to
public deficits and to macroeconomic stability. Social policies and a country's
growth strategy became two separate lines of action that are practically op-
ponents challenging one another for public resources.

The early 1990s mark a shift in the macroeconomic environment in
Latin America. The first years of the decade saw the recovery of positive
economic growth in most countries in the region. Economic performance
was far from spectacular—with the sole exception of Chile—but in general
governments could afford to start looking beyond the objective of macro-
economic stability. The worldwide trend towards globalization became ap-
parent during the middle of the decade. If the economic reforms implemented
in the 1980s implied opening up Latin American economies and exposing
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them to world markets, during the 1990s this process was part of a similar
global trend in other regions of the world. Globalization made it clear that to
survive in the modern world, it would be necessary to be competitive.

This change in the economic environment had crucial consequences
for social policy, mainly because it implied that if a country wanted to be
competitive, having large sectors of the population living in poverty would
be a serious constraint. Those at the end of the social ladder are not usually
endowed with means for being "productive" in terms of the new economic
order. For instance, if poor families have limited means to finance the edu-
cation of their children, and if large sectors of the population live in poverty,
then the country will have limited human capital endowments and may not
be able to attract investment to finance development. To be competitive,
countries must have natural resources, or human, physical, or other factor
endowments that enable them to produce goods or services at relatively low
cost. Having an army of unskilled workers with low wages is not necessarily
sufficient. First, workers need to have at least some minimum skills (such as
the ability to read or write) and must be physically able to engage in eco-
nomic activity. Second, the awareness of human rights triggered by the ac-
cess to information in the new economy imposes some restrictions on the
use of labor, such as minimum standards in working hours and wages.

These developments have been accompanied by a fourth generation
of social policies. Programs such as Progresa in Mexico, Bolsa Escola in Bra-
zil, and Chile Joven10—all of which are a centerpiece in the social develop-
ment strategy of their respective countries and are being replicated across
the region—have shifted away from the concept of only having temporary

1(1 Progresa is the Spanish acronym for the Programa de Educacion, Salud y Alimentacion
(Education, Health and Nutrition Program). The program provides cash transfers and a nu-
tritional supplement to families in extreme poverty in rural areas. Cash transfers are condi-
tioned on children's school attendance rates of at least 85 percent, and regular attendance at
health clinics for checkups and follow-ups. The cash transfer is given to the mother, who also
has to attend a series of courses on health practices. Bolsa Escola is a similar program that
provides scholarships for disadvantaged children. Part of the cash transfer is held in a special
account, which the beneficiary can access after completing a schooling cycle. Chile Joven is
also a program of cash transfers, but in this case they are provided to young adults as a train-
ing incentive. A detailed description and evaluation of the Progresa program can be found at
www.ilpri.org/country/mexico.htm. A description of the Bolsa Escola program can be found
at http://www.mec.gov.br/home/bolsaesc/default.shtm.
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safety nets to compensate the poor. They provide assistance to the poor, but
by including strong incentives to the accumulation of human capital. The
idea is to help by equipping the poor with the tools to enable them to help
themselves in the new economic environment.

The fourth generation of social policies continues to use targeting
mechanisms to allocate resources, but it has two key features that distin-
guish it from the previous generation. The first is that in one way or another,
these policies attack the causes of poverty and not only its consequences
(low incomes). If one of the reasons for poverty is that the poor have scarce
human capital, then improving their human capital endowments through
investments in schooling or health (as in the case ofProgresa) may help their
situation well beyond the duration of the program. Even if these programs
are eventually discontinued, they can permanently improve the standard of
living of their beneficiaries over the long term if they improve income-earn-
ing capacities.

The second key feature of these fourth generation programs is that
they are connected in some way to the overall development strategy, as is the
case of traditional targeted safety nets. These new policies can even be viewed
as contributing to some extent to economic growth in the long run. For
instance, it is normally agreed that education is an important requirement
for faster GDP growth. So by contributing to higher educational levels, these
programs in some sense may be fueling the economic system with resources
that are useful for expanding production and competitiveness.1 [

The fourth generation policies are nevertheless generally viewed as a
separate set of programs aimed at specific subgroups of the population that
need assistance from the state and that are a cost to the economic system.
These programs still have to compete fiercely for public resources and have
not been institutionalized in any country to date. In many ways, they are still
viewed as a necessary cost that society has to pay for compensating the dis-
advantaged.

These types of programs also entail some risks. Perhaps the main dan-
ger is confusing the implementation of such a program with the full social
policy strategy of a country. While these programs have the capacity to im-
prove the well-being of the poor, they cannot be regarded as a solution to

11 See Birdsall, Pinckney and Sabot (1998).
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the poverty problem. For instance, they may improve schooling levels among
poor children, but if there are no opportunities to put human capital to
work, the expected impact on income-earning capacity might not be real-
ized. For a country to rely on these programs as its entire social strategy is
like throwing the poor a life preserver during a violent storm—it might help
keep them temporarily afloat, but it does nothing to subdue the storm that
is drowning them.

Where to from Here?

The main limitation of the fourth generation of social policies described
above is that programs such as Progresa or Bolsa Escola do not change the
economic environment or the underlying elements in the structure of the
economy that are causing poverty. Having low human capital endowments
is certainly one of the reasons why the poor have low incomes, but this is not
the whole story. The factors generating poverty are in the system, since they
are deeply rooted in the functioning of the economy. If the forces that are
generating poverty are not dealt with, these policies will always be swim-
ming against the tide, or will have a much smaller impact than expected.

In the case of Latin America, it seems that poverty is due not so much
to the insufficiency of resources to satisfy each individual's basic needs as to
inequalities in the distribution of such resources. Londono and Szekely
(2000), for example, estimate that if Latin America were to have its current
income levels but with the income distribution of any other region of the
world, poverty would be cut by at least one half. If Latin America had its
same income but with the distribution of Asian countries, for example, the
poverty rate would be around 10 percent of what it actually is.12

12 Of course, this does not apply to the same extent to all countries. There are cases where GDP
per capita is low, and income redistribution would have a lesser impact. In any case, since the
average income in all Latin American countries is well above international and country-spe-
cific poverty lines, it could be argued that poverty is to a large extent a problem of inequality,
and not one of insufficient resources. This exercise is only performed for the sake of illustra-
tion, since there is no guarantee that if the distribution of resources were to be modified, the
level of income would remain the same.
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If poverty is to a large extent the consequence of high levels of in-
equality, the natural question to ask is why is there so much inequality. Part
of the reason is people are different in many dimensions: schooling, age,
gender, regional location, occupation, sector of activity, etc. But these char-
acteristics typically explain only about one third of income differentials.13

Furthermore, in countries with high levels of inequality, those inequali-
ties are seen at all levels. Table 8.1 shows the Gini inequality index for house-
hold per capita incomes for 19 countries—17 from Latin America, plus
Thailand and Taiwan. The first column presents the index at the national
level, while the second column shows the average Gini coefficient obtained
from estimating inequality within each of the smallest geographic areas that
can be identified in the corresponding household survey. In Argentina, for
example, the overall Gini is .493, while the average Gini coefficient from all
28 states is .467. The third column presents the standard deviation of the
Gini coefficient for each state. The fifth column indicates the smallest geo-
graphic area that can be identified in each country, while the last presents
the number of geographic units identified.

There are two interesting features from the table. The first is that there
is a very high correlation of .97 between the overall Gini index and the aver-
age Gini of the geographic areas within each country. The second is that, on
average, the standard deviation of the Gini within each country is only 7.6
percent of the average Gini. The highest standard deviation is for Guate-
mala, with 15.4 percent, and it is lower than 10 percent in 16 out of 19 coun-
tries. This means that in countries with high inequality at the aggregate level
large inequalities are also found in each region, state, municipality or city. In
countries such as Brazil, which is among the most unequal in the world,
inequality is reproduced in each of the 27 areas into which the country can
be disaggregated. The standard deviation of the Gini by state is not even 6
percent in Brazil. In contrast, in countries such as Taiwan, which have much
lower inequality, low inequalities are also found in each city in the country.

To some extent, these inequalities reflect differences in personal char-
acteristics, but typically, around two-thirds remain unexplained after ac-
counting for them. The other two-thirds reflect aspects of the economic

13 See Chapter One. It reports a set of Mincer regressions for several countries, which were
used to estimate the returns to schooling. In none of the cases reported did the R2 in the
regression exceed 27 percent. See also IDE (1998) for comparisons across countries.
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environment where people live—aspects that are deeply entrenched in the
system and reproduced at all levels. The reason why Brazil, Chile, Mexico
and Colombia have such inequalities is not due to regional differences. In
each region or state, very high inequalities are also found. Similarly, the main
reason why Taiwan and Uruguay have the lowest inequalities among the
countries in the table is not that there are few regional differences. Even in
each city or state within the country, there are low inequalities.

If inequality, and therefore poverty, in Latin America is deeply en-
trenched in the economic system, as Table 8.1 suggests, it is highly unlikely
that the poverty problem will be solved unless some fundamental elements
of the system are modified. Again, specific programs such as Progresa or
Bolsa Escola can certainly do much good, but the broader forces generating
inequality will limit their impact.

The Asset-Based Approach: A Fifth Generation of Social Policies?

The main policy implication of the asset-based approach to poverty reduc-
tion is that the solution to the poverty problem must go well beyond in-
come. It is necessary to examine the determinants of income in order to
identify those that are prone to change through policy action.14

Chapter One of this book organized this discussion by stating that the
income of each individual in society is the product of five elements. First, it
depends on the income-earning assets owned by each household member.
Broadly speaking, assets are classified into human, physical and social capi-
tal. Second, it depends on the rate of use of the assets, since assets only gen-
erate income when they are put to work in the market. Third, on the
production side of the economy, income-earning assets are viewed as fac-
tors of production. The extent to which they generate income depends not
only on the ownership and the rate of use of the asset, but also on the price
paid for factors of production. Depending on the extent to which factors are
demanded and supplied, prices can be high or low, and depending on the

14 Poverty is a multi-dimensional concept that includes aspects of culture, freedom, democ-
racy, empowerment and others. To make the concept tractable from a policy point of view, the
analysis is restricted to income poverty. As will be seen later, this scheme can be easily adapted
to more comprehensive definitions of poverty.
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degree of trade openness of each country, the prices will be set by internal
forces or by international markets. The fourth element is the income re-
ceived independently of income-earning assets. It includes transfers (public
or private), gifts, etc. that individuals receive not because they are putting an
asset to work, but because of other factors. The safety nets of the third gen-
eration of policies would enter into this category. Finally, a person's income
depends on the size of the household where he or she lives and on the way in
which resources are shared within the household. For simplification pur-
poses it is assumed that household resources are added up and that access of
each member of the household to resources is the same.

From the policy point of view, there is scope for public action on all
five fronts, and several suggestions were already proposed in Chapter One.
The main implication of the asset-based approach is that it leads to a differ-
ent policy strategy, and to a different way of thinking about social policy
than do the second, third and fourth generation policies. It means that so-
cial policies are not separate from the overall development strategy; on the
contrary, they are at the heart of it. Their main objective is to improve the
standard of living of the poor, but to do so in a way that contributes to
growth, increases the productivity of factors of production, and improves
factor allocation in the economic system.

To simplify the discussion, the items listed above can be reframed into
two broad policy categories: (a) the capabilities that people have to obtain
resources (all income-earning assets), and (b) the opportunities available for
putting income-earning assets to work (including the rate of use and prices).
In this scheme, the role of social policy is to generate income-earning capa-
bilities and to create opportunities for using them productively.15

There are four types of capabilities that are clearly prone to policy
action: education (formal schooling as a proxy for human capital), health,
investment capacity, and housing and basic services.16 Education can be

1:1 The concept of capabilities employed here is not exactly the same as that pioneered by
Amartya Sen (1985,1987,1989). Sen defines capabilities as the ability to achieve. The concept
of capabilities used here (income-earning assets) also includes the opportunities to put them
to work. For present purposes, the concept of capabilities (income-earning assets) is sepa-
rated from opportunities to simplify the policy discussion. In Sen's framework, capabilitie
are a means to attain functioning, or living conditions. In the present scheme, income plays
the role of functioning because the definition of poverty is restricted to income poverty.
16 Social capital is not included here because it is a more elusive concept.
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thought of as a measure of the human capital or skills that a person can offer
in the labor market, or which can be used to create his or her own employ-
ment. Health refers to the mental and physical capacity to perform economic
activity. Investment capabilities are people's possibilities for creating economic
activities through means other than their labor. Housing and basic services
are measures of the availability of basic infrastructure to operate in society.

In terms of opportunity, the two clear areas of intervention are em-
ployment and investment opportunities. Employment opportunities refer
to the conditions, costs and incentives in the labor market that influence the
prices paid for different kinds of labor and the demand for skills. Invest-
ment opportunity comes from the existence of an efficient financial market
that gives access to credit. Credit can be used to create economic activity and
to take advantage of the economic environment to generate income.

Creating Capabilities

Policies for Human Capital Accumulation

There are at least two clear areas where public policy can support the accu-
mulation of skills through education.

First, to be able to invest in the education of its members, a household
has to be able to afford the private costs of schooling. Even when access to
public schools is available, households must pay for books, clothing, nutri-
tion, and perhaps most importantly for poor households, the opportunity
cost of sending their children to school instead of sending them to work. If
households lack the means to finance even these basic investments, it is most
likely that they will under-invest in human capital. Programs such as Progresa
or Bolsa Escola, which provide direct financial support to households condi-
tioned on investing in the education of their members, are perhaps one of
the best policy options available to enhance human capital accumulation by
the poor. But even these could be complemented with school supplies, meals
and transportation services for students to make the effect stronger.17

17 In the case of Progresa, a key issue is that by definition, some of the poorest of the poor do
not have access to its benefits because they live in isolated and remote areas where no school
or health clinic exists. If the program were accompanied by supply-side efforts, support for
temporary reallocation during the school year, or subsidies to transport costs, it could per-
haps reach these sectors of society.
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Second, making investment in schooling an attractive option for a
household requires that services of a certain quality be available. As dis-
cussed in IDB (1996 and 1998), resource allocation in the schooling systems
of most Latin American countries is shaped by payment commitments to
large bureaucracies, and not by the level and quality of educational results.
Higher income families may have the chance to escape to private schools
where there is competition and quality standards, but the poor are basically
stuck with the public system. When it is of low quality, differences in human
capital are intensified. The government can play a decisive role if it devotes
at least part of its efforts to generating information, setting quality stan-
dards and assuring that schools receive funds from public resources based
on the quality and quantity of the education they provide, instead of focus-
ing only on bureaucratic and budgetary controls.18 There is also scope for
introducing new ways of teaching for the disadvantaged. Education by tele-
vision is an innovative way to reach the poor in remote areas, and it has not
yet been exploited to its full potential.19

An additional problem is that many of the poor are already beyond
school age and will not benefit from improvements in the standard school-
ing system. They are the ones who dropped out early because their families
could not finance the investment any longer, or those who never went through
more than a couple of years of schooling due to the low quality of public
schools or to pressing household financial needs. For these people, training
policies may be one of the only ways to reverse the disadvantage they face in
the labor market. But here, too, there are problems of investment capacity
and in the supply of training services, since it is normally more costly to
train people the lower their schooling level. From the investment side, one
option could be to create Progresa-type programs for training. If pressure to
make ends meet at home is one of the reasons why the poor who are beyond

18 This will be even more of a challenge for Latin America in the future because of demo-
graphic factors. Chapter One shows that the main bottleneck for the poor appears to be their
low chances of enrolling and going beyond secondary schooling. IDB (2000) estimates that to
meet the demographic challenge of a changing age structure over the next 10 years, the num-
ber of teachers in secondary schools will have to increase from 1.8 million to 2.6 million just
to keep pace with higher demand.
19 As discussed by IDB (2000) there are examples of success in the region. Telecurso in Brazil
and Telesecundaria in Mexico are among the most notable.
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school age do not continue their schooling, direct incentives in the form of
cash transfers conditioned on training might be a feasible option.

On the supply side, the problem is that in Latin America technical

education and training programs—especially those targeted to the poor—
became obsolete decades ago (IDB, 2000). Some countries are beginning to
experiment with different organizational approaches to introduce incen-
tives to improve the operation of these programs. There are some recent
experiences where the private sector has created its own training centers
financed by payroll taxes, but the quality of this option is not always good,
and these facilities are difficult to monitor. Perhaps the scope for action is in
redefining the role of the government as regulator of the system rather than

focusing on providing the service. If this is combined with income-support

programs, there might be better chances for the poor to acquire the training

they would need to increase their income-earning power.

Policies for Improving Health

The health of the poor is usually more precarious than that of wealthier
people20 because the poor have fewer means for investing in health to at least
maintain their income-earning capacity, and because they normally lack
appropriate health insurance and therefore end up having access only to
lower quality public services.

There are two ways of thinking about which public policy could im-
prove this situation. First, governments can provide families with direct in-
come support to finance health services. Progresa is a good example, but
even these types of programs fall short of the needs of the poor because they

do not normally include support for medication or preventive services for
infants. Expanding income support to include these areas could have a strong
impact on improving, or at least maintaining, the precarious income-earn-
ing potential of the poor.

On the supply side, governments have usually ignored private health
insurance markets, seeking instead to support the poor by building hospi-

tals to directly provide high-cost treatment. The problem is similar to that

20 As reflected in higher infant mortality, lower life expectancy and being more prone to dis-
ease. For some examples, see IDB-RES (2000), which illustrates this clearly for the case of
Mexico.
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of public education in the sense that efficiency is low, and in the end it is not
clear whether the objective is providing health services or supporting the
huge bureaucracies that have grown up around them. As in the case of school-
ing, perhaps the main challenge is to find ways of creating effective regula-
tory frameworks that guarantee access of the poor to basic health services.
Acknowledging that resources for spending in the health sector are limited,
and that potential improvements could be achieved by enhancing efficiency,
IDB (1996) proposes measures to change the organization of public health
services. These include increasing the autonomy of local providers, building
mechanisms of accountability through information, empowering consum-
ers through choice, and allocating resources on the basis of outcomes in-
stead of budgetary needs. These are deep changes, but they have the potential
to benefit the poor, or at least to improve their access to health services.

Investment Capabilities

In the absence of formal credit markets, economic activity can be financed
either by saving or by having access to informal credit markets. But if in-
comes are too low and there is no access to banks to deposit those savings, i
is difficult, if not impossible, to create savings for investment. Savings must
therefore be held in a non-monetary form (building materials, livestock,
etc.) or in cash. But both of these strategies are risky. They tend to have a
lower return and incur high transaction costs, such as converting illiquid
assets into cash. The problem is worse in a context of economic uncertainty,
where savings can only be used as a buffer-stock to face unexpected shocks,
and where they cannot be used for long-term ventures with at least me-
dium-term maturity periods. Moreover, if the poor are not able to save they
are more exposed to fluctuations in the economic system and, worst of all,
will be unable to accumulate the income-earning assets that could lift them
out of poverty.

With respect to access to informal sources of credit, the family or other
networks may be good sources of resources, but for the poor these resources
are limited because the people in their networks are often impoverished as
well. So people have to turn to informal credit markets that charge huge
prices for credit, reducing the profitability of the proposed investment or
making it prohibitive altogether.

There are at least two areas for policy action in terms of creating sav-
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ings capabilities. The first and most obvious is to promote the existence of
small-scale financial institutions that provide the poor with safe ways to
save through liquid savings accounts, and which yield some return even when
the investment is low. These can be fostered by setting the rules of the game
in ways that introduce some regulation and supervision at the time when
guarantees to investors are provided. The second is by creating insurance

mechanisms such as unemployment insurance or self-insurance through

social security accounts, which reduce the risk of abrupt income declines.
Schemes of this type could enable the poor to invest with longer-term ob-
jectives—such as accumulating income-earning assets—and to gain access
to investments with higher yields, which would make their savings and in-
vestment more profitable. A stable macroeconomic environment could also
be considered as ar important contribution to reducing risk for the poor.

Housing and Basic Services

Housing, basic infrastructure, and services such as electricity, potable water
and drainage are necessary to function in a modern society. Without them,
people's human capital and health are severely undermined. Moreover, the
chances of creating economic activity are crippled. This is especially so in
the case of women. Latin American women traditionally have been respon-
sible for domestic chores, and with inadequate electricity, water, etc., they
end up spending a huge amount of time and effort in these activities.

Although the urban poor in particular may have some access to hous-
ing and public services, most of the poor rarely have them in adequate qual-
ity and quantity. In part this is because the priority for governments has
been to keep prices and tariffs low in the hope that this will result in broad

access (IDE, 1998). The result is that the wealthy and middle classes, which

consume the most, have received subsidized services while the poor in rural

and marginal urban areas have very limited access, if any.
Since these services are usually publicly provided, there is a clear role

for the state in covering the deficits accumulated in the past by the poor. But
in the case of housing, there is also scope for helping to create both financial

markets and a regulatory framework suitable for the poor. One example of

the limitations of current regulatory frameworks is that in most countries,
public or private mortgage options are only available for "finished" housing,

defined as units that have been completely built and that have access to basic
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services. One of the reasons is that the house itself is normally the collateral,
so it has to have some minimum value to make it worthwhile for banks or
other creditors to engage in the deal. The problem is that the poorest of the
poor either do not have access to these mechanisms, because they are em-
ployed in the informal sector, or they do not meet the minimum require-
ments to qualify for a loan for the full price of a house. Either a regulatory
framework promoting the financing of unfinished units, or the creation of a
market for unfinished housing could improve the chances of the poor to
acquire housing of acceptable quality as well as access to services.

Generating Opportunities

Employment Opportunities

Opportunities, as defined here, are about prices and about the chances for
using assets to generate income flows. From the point of view of the rate of
use of assets such as human capital, Chapter One showed that the main
difference between rich and poor is found in the labor force participation of
women. Practically all males of prime age, regardless of their social position,
work and are income-earners, while in the case of women, the participation
rate among those who have better opportunities due to their education is
much higher than among those who have less schooling.

One reason for this outcome is that traditional mechanisms for pro-
tecting labor in Latin America were designed by men, for men. Their objec-
tive was to generate formal employment with benefits, and with guarantees
of stable jobs. But this implicitly induces discrimination against women,
both because these mechanisms impose higher implicit costs for hiring
women (due to maternity leave and allowances), and because restricting
employment to full time and limiting flexibility in hours makes employ-
ment a prohibitive venture for some women. These efforts at protection re-
sult in reality in much lower participation rates among poor uneducated
women.

There are at least four ways in which public policy can contribute to
reducing restrictions to female participation in the labor force. The first is
by providing access to basic infrastructure and services that lower the cost
of household chores and free some time for women. The second is by en-
hancing child care services and preventive health services that create a sup-
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port network for women who wish to engage in the labor market, but who
do not do so because of the restrictions imposed by household tasks. These
services could either be subsidized by the state or promoted through appro-
priate tax incentives, or other schemes, for private firms. A third way is by
socializing maternity costs. If these costs were financed through fiscal rev-
enue rather than charged to employers, the incentives to hire women would
improve, and with that, their opportunities.

The fourth way is through labor legislation. As argued by IDB (1998),
labor protection laws and regulations end up favoring people who are able
to participate in the formal sector—normally those that are endowed with
some schooling and health—while leaving the rest uncovered. Labor legis-
lation could introduce greater flexibility into contracting conditions to help
part-time or temporary workers who also have to deal with household tasks.
But this must be accompanied by the corresponding (proportional) ben-
efits enjoyed by full-time workers. A second measure would be unemploy-
ment protection to stabilize workers' income if they temporarily lose their
jobs or are transiting between jobs. Many countries have already established
individual savings accounts that can be used as personal unemployment
insurance, but the main limitation is that this is restricted to the formal
sector of the economy. For those in informal employment, it could be pos-
sible to establish collectively financed social safety nets that could play the
role of social insurance. Individual savings accounts could possibly be ex-
panded to cover these groups.

Apart from the differences in labor force participation between the
rich and poor, the poor also have the strong disadvantage of receiving lower
remuneration for the precarious human capital that they own. As shown in
Chapter One, in Latin America the returns to primary and secondary school-
ing are relatively low, while the returns to higher education are huge. Per-
haps the most straightforward option would be to influence the level of the
minimum wage in the hope that by increasing it, the returns to the assets of
the poor would increase. The problem is that high minimum wages often
result in even more discrimination against women with low education, and
unskilled workers in general, so in the end they do not serve their purpose
of redistributing income.

In an era of globalization, it is difficult to think of policies that pro-
mote higher wages and employment for the poor without referring to trade
policy. Since most Latin American countries are now open to international
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trade, their wages are set not only by the internal supply and demand for
labor, but also by the scarcity or abundance of different types of labor in
world markets. Therefore, minimum wages have an even more limited role
than before. Perhaps the best example of this situation is the entry of China
and India into world markets. These are the two most populated countries
in the world, and when they started opening up to trade more than a decade
ago, the availability of unskilled labor in the world increased substantially.
Latin America is no longer a region abundant in unskilled labor, at least by
world standards, and thus, it is not clear that it has the comparative advan-
tages that attract investment and generate demand for local labor.

This means that to improve the wages of the poor it is necessary to have
a trade policy that promotes the use of their human capital. According to IDE
(1998), one way of dealing with this is to advocate flat and moderate tariff
structures that protect all sectors alike and do not privilege imports of capital
in industrial activities that are normally complementary to skilled labor. Tariff
structures that favor intermediate inputs or factors of production comple-
mentary to relatively unskilled labor (by Latin American standards) would
have better chances of increasing the demand for the labor of the poor.

Investment Opportunities

Efficient financial markets are one of the main vehicles for social mobility.
Financial markets provide the institutional framework with which savings
are mobilized to finance investment ventures. For people with low savings
capacity, these markets often are the only way of accessing resources to cre-
ate economic opportunities. Unfortunately, Latin American countries have
inefficient and small financial systems that result in credit scarcity. This in-
hibits the opportunities of the poor considerably and reduces their capacity
to put their meager income-assets to work. Therefore, reform to create or
improve the functioning of financial markets in Latin America could en-
hance the income-earning capacity of the poor.

One way to do this is to promote lending institutions that make micro
loans.21 The role of the state in this case might be to create the regulatory

21 Perhaps the most successful of many examples in Latin America are the Banco Sol and Caja
los Andes in Bolivia and the Banco del Pacifico in Ecuador. Worldwide, the Grameen Bank in
Bangladesh is perhaps the best-known success story of micro lending for the poor.
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framework for these institutions to flourish. This requires setting clear rules
of the game, imposing restrictions on the use of financial resources by banks
for investing in certain instruments, monitoring the operation of banks, and
creating guarantees that reduce the risk of their investment.

The problem is that micro lending institutions are to date only a mi-
nuscule part of the financial sector in Latin America. Altogether, they do not
account for even 1 percent of the credit provided by commercial banks in
the region. This points to the need for policies that generate widespread
access to credit. The option of creating and managing state-owned banks
that provide subsidized credit is not the solution, at least as judged by their
low rate of success and high inefficiency in the region. To know where there
is scope for intervention, it is first necessary to identify the obstacles that
impede the credit relationship.

According to IDB (1998), "the fundamental problem lies in the first
step in a credit relationship: the creditor must give the borrower money
based on a promise of repayment." The credit relationship therefore depends
on the ability to and willingness to repay loans. The question is, what can
ensure that ability and willingness? Apart from introducing appropriate regu-
lation and supervision of banking institutions, there are at least four mecha-
nisms that governments can use to create or expand competitive and efficient
financial systems that reach the poor: punishment, collateral, reputation and
relationships.

Punishment is basically about the effectiveness of the legal system in
enforcing the law. While enforcing the law does not necessarily benefit credi-
tors on a case-by-case basis, it does provide incentives to debtors to repay if
they possibly can. For financial systems that serve smaller borrowers, there
need to be additional ways of ensuring willingness to pay. Areas for im-
provement include operational restrictions of banks (in terms of flexibility
of times and forms of operation), simplification of documentation require-
ments, and lowering capital requirements on loans.

Collateral is one of the key mechanisms that make financial systems
work because it implies some guarantee of repayment. The problem in the
context of poverty reduction is that the poor normally lack collateral. One
option is the introduction of new financial products such as leasing and
factoring, or at least creating the regulatory framework so that they can ex-
ist. These types of instruments are closer in spirit to the concept of "renting"
capital, rather than selling it. For instance, in leasing, the lending institution
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normally retains ownership of the equipment or other form of capital, while
the debtor pays a monthly rent (which includes interest and amortization)
for its use and eventually becomes an owner. One way in which public ac-
tion can promote these types of arrangements is by facilitating rapid and
low-cost repossession of the leased equipment in the event of default. Tax
schemes tailored to the needs of these schemes, and the elimination of regu-
latory barriers, can also intervene to facilitate the creation and expansion of
formal credit in the economy.

Reputation can be an effective mechanism for lowering the costs of
monitoring the ability and willingness of borrowers to repay loans. Any-
body can develop a good credit reputation, regardless of his or her socioeco-
nomic condition. One feasible policy for introducing reputation mechanisms
into the financial system is to create credit bureaus. These information-shar-
ing mechanisms concentrate credit histories that are made available to lend-
ers. This punishes default by limiting future access to credit to those with a
bad history. Credit bureaus are a rare commodity in Latin America. Inter-
estingly, small banks that provide micro loans are among the few places to
use them. These types of institutions provide credit progressively in larger
loans to an individual or group, with default resulting in loss to access. Rates
of repayment of micro loans are usually very high, to a large extent due to
such arrangements. Creating public credit bureaus on a larger scale could be
one of the policy alternatives for providing incentives to create and expand
credit markets in the region.

Promoting relationships is another important way to promote the cre-
ation of financial institutions. For instance, one common credit mechanism
is group lending, where default by one member of the group results in loss
of access to credit for the entire group. These schemes take advantage of the
relationship that borrowers have with each other by introducing self-moni-
toring mechanisms that dramatically reduce the cost of monitoring lend-
ing. One way in which public policy can promote the use of group lending is
through fiscal incentives to entities or groups that provide these types of
loans. In addition, there is scope for policy intervention in setting the regu-
latory framework, or even creating insurance mechanisms that reduce the
risk of default.
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Social and Development Policy: One and the Same

It is time to start thinking about new ways of designing social policies in
Latin America. Policies must support the poor in a way that also contributes
to growth and development. This can only be done if social policy is at the
heart of a country's development strategy, rather than being just one more
sector constantly competing for public resources and seen as undermining
macroeconomic stability. Therefore, the solution is not compensatory mea-
sures, but policies that promote efficiency in the economic system and im-
prove the productivity of the poor.

If we go beyond income, and ask what determines the income of each
individual, it is possible to outline some of the elements of such a strategy.
This discussion has been framed in terms of policies that generate capabili-
ties and create opportunities. The idea is that creating capabilities and op-
portunities for the poor will raise their incomes and give them access to a
better standard of living.

But when we start thinking about what is needed to improve capabili-
ties and opportunities, we end up talking about cash transfer programs such
as Progresa or Bolsa Escola, health policy, incentives for saving, housing and
basic services, labor market regulations, trade policy, the introduction of
credit bureaus to expand access to credit, and even the promotion of alter-
native financial instruments such as leasing to help the poor overcome their
lack of collateral. In other words, we end up talking about the economic
environment as a whole. And what is most interesting is that many of these
proposals are rarely conceived of as part of social policy, but rather as part of
a country's overall development strategy.

This chapter has outlined a scheme within which the various public
policies can be viewed as part of this integrated strategy. By framing it in this
way, it is obvious that programs such as Progresa are an important part of
the strategy. But they cannot be regarded as the strategy for poverty reduc-
tion. If other elements of the economic environment are not modified, these
types of government intervention will always be swimming against the tide.
But, on the contrary, if these efforts are complemented by a wide set of poli-
cies that generate capabilities and create opportunities for the poor, their
chances of contributing to solving the poverty puzzle may be multiplied.
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