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Preface

As a subsidiary of the Asian Development Bank, the Asian Development 

Bank Institute (ADBI) is committed to a program of research and capacity 

building that supports the Bank’s overarching goal of poverty reduction in 

Asia. As an important part of this work, in 2003 a series of studies were 

undertaken on the effectiveness of various measures aimed at channeling 

resources directly at the poor and vulnerable – so-called ‘poverty targeting’. 

Five important countries were selected for study – India, Indonesia, the 

People’s Republic of China, the Philippines and Thailand. The results of 

this work were discussed at an internal workshop in Tokyo in November 

2003 and the fi nal drafts were produced in mid-2004. Edited versions of 

these are presented here as country chapters. 

In addition in 2003 ADBI commenced work on issues relating to micro-

fi nance with a major conference on this topic held in Tokyo in December 

2003. The fi nal chapter of  this volume was presented at that conference 

as a survey of knowledge on the impact of micro-fi nance institutions on 

poverty in Asia.

ADBI will be pursuing these topics in more depth in the future, but we 

are delighted at this stage to be able to publish our material internationally 

through this joint publication with Edward Elgar Publishing.

I wish to acknowledge the help of  colleagues at ADBI in putting this 

volume together, particularly Reiko Nishiura, who tidied up all the fi les. The 

efforts of all our country authors are also gratefully acknowledged.

John Weiss

Director of Research, 

Asian Development Bank Institute.
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1.  Experiences with poverty targeting 
in Asia: an overview 

 John Weiss

INTRODUCTION

Poverty targeting can be thought of  as the use of  policy instruments to 

channel resources to a target group identifi ed below an agreed national 

poverty line. In principle, these resources can be either for protectional 

(to maintain welfare in the face of  adverse shocks) or promotional (to 

help raise welfare in the long term) purposes. Whilst debates concerning 

targeting versus universalistic approaches to social benefi ts have a very 

extensive history, they achieved prominence in the development context only 

in the later 1980s. At that time with government budgets in many countries 

under serious pressure, questions were raised concerning the effectiveness of 

broadly-based subsidy schemes that often benefi ted the poor far less than 

the better-off  (the ‘non-poor’). The World Development Report of 1990 

(World Bank, 1990) summarized evidence on the degree of leakage from 

general subsidies and stressed the importance of a labor-intensive pattern 

of growth and the development of the human capital of the poor, combined 

with targeted social safety net measures, as the long-run solution to poverty. 

Broadly speaking this view has remained the conventional wisdom.1

This volume surveys the experiences with poverty targeting in a number 

of large economies in South Asia (India) and South East Asia (Thailand, 

Philippines and Indonesia) as well as in the People’s Republic of  China 

(PRC). In some of these countries poverty targeting has a relatively long 

history stemming from longstanding social welfare concerns (India and 

to some extent the Philippines and PRC), whilst elsewhere it originated 

principally in the late 1990s in response to the impact of  the regional 

Financial Crisis (Thailand and Indonesia). The focus is principally on 

measures that provide subsidized food, employment, access to health and 

other social facilities and occasionally cash transfers. The use of  micro-

fi nance is considered separately in Chapter 7 of this volume.2 The country 

studies that are chapters in this volume present information on these 

1
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2 Poverty targeting in Asia

interventions in considerable detail. In India and Indonesia there is a very 

extensive ‘grey cover’ literature on the impact of  targeted interventions, 

and the country studies survey these offi cial or quasi-offi cial evaluations. 

In the Philippines, PRC and Thailand there are fewer offi cial evaluations 

of targeting measures available and the country authors draw heavily on 

their own work in assessing poverty impact. This opening chapter brings 

together the results from the selected country cases and also draws on the 

wider literature on poverty and development. To clarify some of the issues 

it begins with an introduction to the theory and practice of targeting.

THE THEORY AND CLASSIFICATION OF 
TARGETING

A basic distinction in the targeting literature is between two forms of error, 

that of undercoverage, that is the failure to reach some of the target group, 

and of  leakage, that is where benefi ts accrue to those outside the target 

group. Following statistical terminology these are termed ‘type 1’ and ‘type 

2’ errors, respectively. Practical application of targeting measures inevitably 

involves some trade-off between these two errors. For example to minimize 

undercoverage or type 1 error, more generous means of assessing eligibility 

may be used, whilst to minimize leakage or type 2 error, stricter criteria 

may be applied, and if  these are not specifi ed or applied correctly they may 

serve to exclude some of the target group. The social costs of the two types 

of error need to be compared and arguably the poorer a society, the more 

serious will be errors of omission or undercoverage relative to the costs of 

leakage (Cornia and Stewart, 1993).

Figure 1.1 illustrates the alternative possibilities with the areas labeled 

C and D corresponding to type 1 and type 2 errors, respectively. Another 

way of expressing this information is to identify the targeting ratio, that is 

the share of the non-poor (or non-target group) in benefi ts, relative to their 

share in total population. The closer this ratio gets to unity, the weaker will 

be the effectiveness of targeting. 

In terms of theory, the comparison between a universalistic and a targeted 

approach has been analyzed by Besley and Kanbur (1991) and here we 

follow their presentation. If  the poverty line is set at income level z and 

individuals have incomes of  y then an ideal targeting solution would be 

transfer amounts of z–y varying between individuals depending upon their 

initial income level. In this way all would be brought to the poverty line. The 

costs of transfers would have to be borne by those above the poverty line. 

Figure 1.2 illustrates this, showing initial income on the horizontal axis and 

income after the transfer on the vertical. For points on the 45-degree line 
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 Experiences with poverty targeting in Asia: an overview 3

initial and post-transfer income are equal. Line 1 shows the post-transfer 

outcome in relation to initial income. Those below the poverty line z receive 

a total transfer equal to the shaded area and those above face a tax, as their 

post-transfer income is below their initial income. The fi scal cost will be 

the sum of z – y for all in poverty initially. In contrast a universal approach 

transfers the same sum to everyone. If  poverty is to be alleviated fully and 

the marginal poor person has zero income (because they rely on a share of 

the family income) the transfer will be z per person and this will entail a 

much higher fi scal cost, which will be z times the population.

Figure 1.3 illustrates this case with (as before) the shaded area giving the 

amount of transfer. Those with initial incomes below z gain the full transfer, 

whilst taxes are imposed on those above the poverty line, so their gain is z 

minus the additional tax they must pay; at income level y* individuals will 

Note: Targeting ratio is share of non-poor in benefi ts divided by share of non-poor in total 
population, or B/(A+B) divided by (D + B)/(A + B + C +D).

Figure 1.1 Two types of error in poverty targeting
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4 Poverty targeting in Asia

start to lose from the scheme as extra taxes will exceed z. There is leakage 

to the non-poor at income levels between z and y*. Such leakage is the ‘type 

2’ statistical error in the poverty literature, but undercoverage (or type 1 

error) will be zero, as all are brought up to the poverty line.

Given the relatively high leakage and the fi scal costs involved, universal 

transfers may appear obviously unattractive. However in any real world 

situation there are also diffi culties with the ‘ideal solution’ of Figure 1.2.

• There are practical problems of  lack of  information concerning 

beneficiaries, so that the initial incomes (the y’s) are not known 

accurately. Hence the need for indicators of poverty that should be 

correlated with income. We discuss below approximate ways used in the 

past in the country cases to identify the poor. Where not all of the poor 

can be identifi ed and reached, there are potentially serious problems 

of omission from targeting schemes (the undercoverage rate), which 

by defi nition should be absent in universalistic approaches. Hence, as 

noted above, the social costs of errors 1 and 2 need to be compared. 

• There can be costs to individuals of  their participation in targeted 

programs – for example psychic costs arising from social stigma or cost 

in terms of time for travel or in the provision of information. In terms 

Figure 1.2 ‘Perfect targeting’: the ideal solution
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 Experiences with poverty targeting in Asia: an overview 5

of the ideal solution in Figure 1.2 , if  costs are c per person, then those 

of the poor with an income above z–c will choose not to participate 

in a targeted program, so that those with an income between z and 

z–c will remain below the poverty line. Universal schemes may also 

impose costs, and individuals may choose not to participate, but the 

expectation is that such costs will be lower per dollar of benefi t. 

• Incentive effects can undermine the impact of a fi nely targeted program 

since in the ‘ideal solution’ the marginal tax rate is 100 per cent for the 

poor. This arises since any shortfall in income below the poverty line 

is to be covered by a transfer, and if  incomes rise the transfer will fall 

to match this. Hence if  marginal tax rates infl uence the poor in their 

productive activity there is a serious problem of dependence. 

• Finely targeted schemes imply high administrative costs for their 

operation and in general there will be an expectation that the more 

fi nely targeted these are (that is the lower is the degree of  leakage) 

the higher will be the ratio of administrative costs to benefi ts to the 

poor. This has the important implication that the optimal degree of 

targeting need not be to aim for the minimum degree of leakage since 

the costs of such targeting need to be compared with the benefi ts. We 

can illustrate this simply in Figure 1.4 where the horizontal axis shows 

Figure 1.3 A universal scheme
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6 Poverty targeting in Asia

the degree of targeting – that is the share of benefi ts going to the poor 

– from an intervention. This ranges from a low but positive fi gure 

(T min), since the poor will gain something from any non-targeted 

activity, to just below 100 per cent, since zero leakage to the non-poor 

is implausible. The vertical axis gives monetary values of  cost and 

benefi ts per dollar received by the poor. Line A shows the relationship 

between increasingly fi nely targeted interventions and administrative 

costs per dollar of benefi t to the poor, which is assumed to rise steeply. 

There will be some minimum cost required to establish any scheme, 

which is shown as C min. Unit costs of targeting must be compared 

with B, which is the marginal social benefi t of an extra dollar going to 

the poor as compared with someone at the average income level. This 

value must exist conceptually, provided benefi ts to the non-poor have 

a positive social value (implying a trade-off between gains to different 

groups). B is drawn as declining with the accuracy of targeting and 

the intersection between the curves A and B gives the optimal degree 

of targeting T*. 

• Finally in political economy terms since only the poor gain, in 

comparison with a universalistic approach there may be no infl uential 

political constituency arguing for targeted schemes. This raises the 

potential paradox that programs with a high leakage may have strong 

Figure 1.4 Optimal targeting
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 Experiences with poverty targeting in Asia: an overview 7

political support, due to gains by a politically infl uential middle class, 

which sustains a higher level of program expenditure than would be 

otherwise possible. It is thus conceivable that in absolute terms the 

poor may gain more from a universal scheme than from a more fi nely 

targeted one. 

The strong implication of  these points is that whilst concerns over 

leakage and budgetary costs may undermine the case for a universalistic 

solution, methods of targeting must balance costs, associated particularly 

with administration and incentives, against gains to the poor. The test for 

targeting measures therefore becomes one of cost effectiveness where the 

objective is to create income or income equivalent gains for as many of the 

poor as possible at the minimum cost.

The country cases shed considerable light on issues of  leakage and 

undercoverage, but other aspects noted here remain unclear. For example, 

there is little evidence from the country cases surveyed on the quantitative 

importance of  either costs to the poor from participation in targeting 

schemes or of incentive effects. Also estimates of benefi ts to the poor, in 

terms of  income, consumption or welfare changes, relative to costs, are 

rarely available to allow precise comparisons between alternative targeting 

schemes. However in a few cases there are data on costs of  transferring 

income to the poor, for example from employment creation schemes or 

food subsidies. In the absence of this type of data it is diffi cult to estimate 

the optimal degree of targeting. Finally, the studies do confi rm the political 

economy problem of generating support for targeting. The relatively low 

amount of resources devoted to targeting schemes in all of the countries 

indicates a problem with generating an infl uential political constituency 

for these measures.

Classifi cation of Targeting Measures

A wide variety of  measures have been applied over the last two decades 

as a means of  reaching the poor and these can be classifi ed in different 

ways (World Bank, 2000: 85). The following four-fold classifi cation is used 

commonly;

• Targeting by activity, such as primary health care and primary 

education, where it is established that the distribution of  benefi ts 

tends to be progressive. It has become commonplace to argue that 

these types of activity should have priority over, for example, urban 

hospitals or higher education on the grounds of the lower uptake of 

the latter services by the poor. This has been termed ‘broad targeting’, 
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8 Poverty targeting in Asia

as compared with narrower forms of targeting that attempt to identify 

the poor more precisely.

• Targeting by indicator, where alternatives to income, which may be 

expected to be correlated with poverty, are used to identify the poor. 

These can include lack of  or size of  ownership of  land, form of 

dwelling, and type of household, for example number of children or 

gender of the head of the family.

• Targeting by location, where area of residence becomes the criterion 

for identifying the target group, as a particular form of  indicator 

targeting. Poor area programs, where all residents are assumed to be 

poor, have become relatively common and for example were a central 

element in poverty reduction initiatives in PRC.

• Targeting by self-selection or self  targeting, where programs are 

designed to be attractive only to the poor. An example is workfare, 

where payment is either in cash or in food, at equivalent wage rates 

that are below market-clearing levels and therefore only of interest 

to those with an opportunity cost below the market wage. Another 

self-selection procedure is the subsidization of low quality foodstuffs 

(like high-broken rice). 

Measuring Poverty

The standard approach is to establish a poverty line, normally refl ecting a 

minimum necessary standard of living (or that adequate for a minimum 

calorie intake), and to identify who falls below this line. Establishing the 

poverty line can be complex, and the Appendix to Chapter 4 discusses the 

experience in PRC, where there has been considerable discussion about the 

level and trend in the poverty line. Once such a line is available there are 

alternative ways of quantifying the degree of poverty. Of these the simplest 

and most widely cited is the ‘headcount index’, which gives the proportion 

of the population below the poverty line. 

For our country cases Figures 1.5 to 1.9 show the offi cial estimates of the 

poverty headcount (proportion of the population below the offi cial national 

poverty line) for each country.3 As they are based on different poverty lines 

the estimates are not directly comparable across countries. They show that 

poverty remains very high in India and the Philippines and by offi cial fi gures 

is now very low in PRC (although as we have noted the accuracy of  the 

offi cial poverty line used in PRC is widely disputed) (Riskin et al., 2001). In 

all countries however there is a downward trend in poverty estimates and it 

is the role of targeting programs in this process that we examine.

However, more sophisticated indicators are also available and are drawn 

on in the country studies. These aim to assess the depth of poverty (that is 
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 Experiences with poverty targeting in Asia: an overview 11

how far on average the poor are from the poverty line) and the severity of 

poverty (that is the distribution of income or consumption within the group 

of the poor). The depth of poverty is captured by the ‘poverty gap’ measure, 

which is the difference between the income (or consumption) of  a poor 

individual, and the income (or consumption) poverty line as a proportion 

of the poverty line, aggregated for all of those in poverty and then divided 

by the total population. Hence a poverty gap of 0.2 should be interpreted 

to mean that averaged over the whole population the living standard of the 

poor is 20 per cent below the poverty line. Hence, assuming away targeting 

problems, the cost of removing poverty totally will be 20 per cent of the 

poverty line multiplied by the total population.4

A variant of the poverty gap that refl ects distribution within the poor is 

the squared poverty gap, which is calculated in the same way, except for the 

important difference that the gap between the income of a poor individual 

and the poverty line as a proportion of the line is squared, so that the larger 

gaps are given a greater relative weight in the indicator.5 Hence for a given 

average income of the poor, a worse distribution within the poor will result 

in a higher value of this indicator, capturing a greater severity of poverty. 

This indicator also has the convenient property that it is decomposable, 

so that it can be calculated for different subgroups in the population, and 

total poverty can be derived by weighting this poverty indicator for each 

subgroup by their population share.
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Figure 1.9 Poverty headcount (%): PRC
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12 Poverty targeting in Asia

As they offer different types of  information, often all three indicators 

are calculated for individual countries and their trends over time tracked. 

However, the basic headcount indicator and the squared poverty gap can 

give quite different perspectives because of the latter’s incorporation of a 

distributional dimension. 

Errors of targeting can in principle arise for several reasons; inaccurate 

specifi cation of who are in fact poor; poorly designed programs that do not 

reach the target group even if  it is known accurately; and poor governance 

in the implementation of  schemes so that benefi ts leak to the non-poor. 

Since targeting in its broad and narrow sense has been widely used over the 

past two decades there is now a relatively long record of experience that can 

be surveyed to attempt to establish generalizations about the effectiveness 

or otherwise of  particular measures. Experiences in our fi ve case-study 

countries suggest that errors have been signifi cant and that in some cases 

these programs have had only a minor impact on poverty reduction. 

The rest of  this chapter is structured as follows. The second section 

looks at the scale of  resources devoted to poverty-targeting measures in 

the different countries and how this has changed over time. The third section 

examines the criteria used in the different cases to identify who are ‘the 

poor’. The fourth section looks at the type 1 and 2 errors associated with 

different forms of targeting, looking in particular at the effectiveness of 

the most common measures – location targeting, self-targeting, and broad 

targeting. These errors raise questions about governance and the capacity 

of  states to mount effective targeting policies. The fi nal section looks at 

poverty reduction in the countries covered and the role of targeted measures 

in the process.

HOW IMPORTANT HAVE POVERTY-TARGETING 
MEASURES BEEN IN MONETARY TERMS?

This question is important not just in assessing the overall impact of such 

expenditures on the poor, but also in terms of the potential trade-off between 

poverty alleviation and economic growth. In most countries, however, the 

scale of public poverty-focused expenditures has not been large enough to 

raise the issue of a potential or actual trade-off. India is the country with 

the longest record of poverty-focused interventions and of our cases the 

one where such expenditures appear to have taken the highest share of 

the budget of central and state or local governments. Estimation of total 

expenditure on poverty-targeted programs in India is diffi cult because of 

the variety of schemes and the range of fi nancing whether at the central, 

state or district level. Excluding fertilizer subsidies, which are not explicitly 

Weiss 01 chap01   12 8/2/05   12:34:12 pm



 Experiences with poverty targeting in Asia: an overview 13

targeted at poor farmers, Srivastava (Chapter 2 in this volume) estimates 

expenditure on the largest targeted programs to be about Rs 411 billion in 

2001–02 (which is about 11 per cent of the central government expenditure 

and 2 per cent of  GDP).6 If  fertilizer subsidies are treated as poverty-

targeted interventions the proportions rise to 15 per cent and 3 per cent, 

respectively. Another estimate of the time trend of this expenditure suggests 

a rise of about 50 per cent in real terms over the 1990s with the main increase 

between 1992–93 and 1993–94 (Shariff  et al., 2002). 

In PRC since the mid 1980s, when the responsibility for poverty reduction 

initiatives was centralized in the Leading Group for Poverty Reduction of 

the State Council, three types of funds are categorized in offi cial statistics 

as central government poverty reduction funds – subsidized loans, workfare 

programs and budgetary funds for poor counties. In 2002 these were RMB 

29.1 billion showing a real average annual growth since 1986 of  around 

6 per cent. Most of this real increase came after 1996 and the real value 

of  these funds almost trebled between 1996 and 2002 (Wang, Chapter 4 

in this volume, Table 4.2). There are also poverty expenditures by local 

governments and government departments that might be as much as 25 

per cent of the central government poverty expenditure (or around another 

RMB 7.5 billion). In combination, this estimate of RMB 37 billion is 5 per 

cent of the central government budget in 2002. Over the period 1986–2002 

central government poverty expenditure has averaged 5 per cent of  the 

budget and no more than 0.2 per cent of GDP (Wang, Chapter 4 in this 

volume, Table 4.2).

In Indonesia there have been a variety of  targeted measures broadly 

covering employment creation, food subsidies, and education and health 

provision for the poor. The main program to pre-date the Financial Crisis 

of the late 1990s was a poor village credit scheme introduced in 1994 (the 

Inpres Desa Tertinggal or IDT), which had a budget of around $200 million 

annually over 1994–96 (Perdana and Maxwell, Chapter 3 in this volume). 

The IDT reached around 20 000 villages and was designed around a small-

scale revolving fund as credits were to be repaid and relent in the targeted 

poor villages. Although it is diffi cult to obtain data on the costs of  all 

schemes in 1998–99 at their peak, approximate estimates suggest that they 

might have taken around 9 per cent of  the central government budget 

(Perdana and Maxwell, Chapter 3 in this volume, Table 3.5). 

In Thailand government poverty reduction programs have focused on 

cash and in-kind (principally health facility) transfers to poor families, 

and interest-free loans for either productive activities or education. Over 

the 1990s these programs in total rose from 1.1 per cent (in 1993) to 4.6 

per cent (in 2000) of central government expenditure (Warr and Sarntisart, 

Chapter 5 in this volume, Table 5.8). However, the education loans program 
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is controversial and there is some dispute as to whether it is poverty-focused. 

If  it is excluded, the increase in poverty-related expenditure is from 1.1 

per cent to 3.3 per cent of  total central government expenditure. Since 

2000 the government defi nition of poverty-focused expenditure has been 

widened considerably with the result that now offi cially a signifi cantly higher 

proportion of expenditures are seen as poverty programs. Under this wider 

defi nition these activities took 10 per cent of central government expenditure 

in 2000 rising to around 13 per cent in 2003 (Warr and Sarntisart, Chapter 

5 in this volume, Table 5.11). 

In the Philippines a range of anti-poverty programs have been applied with 

different approaches and nomenclature used by different administrations. 

Location targeting has been important in identifying where schemes 

would function. Funds are provided for a range of services identifi ed by 

communities themselves. There is also a rice subsidy program for farmers 

and consumers implemented by the National Food Authority (NFA) 

and a scheme to provide a limited range of free drugs to the poor. Even 

including the food subsidy activities of the NFA total direct poverty-focused 

expenditure was not more than 1.5 per cent of  total central government 

expenditure in the immediate pre-Crisis period in 1997–98 and no more 

than 0.3 per cent of GDP. In the years since then, government social sector 

expenditure on all categories has fallen as a proportion of GDP and real 

government health and education expenditure has fallen in per capita terms, 

although data on actual poverty targeted expenditure are not available 

(Balisacan and Edillon, Chapter 6 in this volume).

IDENTIFICATION OF THE POOR

Apart from self-targeting and the use of broad targeting, which focuses on 

particular categories of  activities rather than their users, other forms of 

targeting, by defi nition, require inclusion and exclusion criteria, so that the 

poor can be separated from the non-poor. However, collecting accurate data 

on income or consumption is diffi cult. The use of modern ‘poverty mapping’ 

techniques, which combine data from household surveys (which allow a link 

between consumption levels and various household characteristics) with 

data from population censuses which collect detailed location-based data 

on households, is very recent for our country cases.7 Hence in practice up to 

very recently all of the countries used approximate indicators for identifying 

the poor; for example various basic need measures or rough estimates of 

average income in a particular village or larger unit.

In India there was a serious effort in the 1990s at administrative 

identifi cation of the poor as a means of targeting principally the food and 
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other subsidies from the public distribution system. As income estimates were 

uncertain, other additional criteria included housing conditions, number 

of family earners, land access and ownership of livestock and consumer 

durables. State governments had the responsibility for identifying the poor, 

although the process was slow and incomplete and even where surveys were 

undertaken identifi cation cards were not provided to a signifi cant number 

of poor families.8 

In Indonesia receipt of food subsidies was determined by the classifi cation 

scheme of the National Family Planning Coordinating Board (BKKBN), 

which covers households nationally. This classifi ed households into a 

number of categories on the basis of criteria including food consumption 

patterns, access to health care and possession of alternative sets of clothing. 

In response to the impact of  the Crisis of  1998–99 additional economic 

criteria were added; the poorest category covered households that failed 

any one of the following; 

• all family members are normally able to eat at least twice a day;

• all family members have different types of clothing for home, work 

or school;

• the largest section of  the fl oor of  the family home is not made of 

earth;

• sick children are able to receive modern medical attention and women 

have access to family planning services.

However, administration of  the food subsidy program showed 

both a disappointingly high leakage rate to the non-poor and high 

undercoverage.9

Village-based programs were also an important part of targeted poverty 

measures in Indonesia. Here poor villages were designated using a scoring 

system covering social and economic characteristics, including infrastructure, 

housing and population. Classifi cation of a village as poor (‘neglected’) was 

based on a combination of its position relative to the provincial average and 

a subjective assessment from a fi eld inspection by local offi cials. By this twin 

approach, 31 per cent of villages in the country were classed as neglected 

in 1993. Within these villages village leaders appear to have had a major 

infl uence on how program funds were allocated (Perdana and Maxwell, 

Chapter 3 in this volume). 

In PRC geographic targeting has been the key approach with (up to 

2001) poor counties being the basic units for central government poverty 

reduction funds. Although originally when the poor county designation 

system was initiated in 1986 the aim was to base this on average per capita 

income of rural residents, this came to be superseded by other criteria, with 
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counties in areas of Revolutionary bases and minority communities, as well 

as pastoral areas, receiving the ‘poor’ designation despite the fact that their 

income per capita was well above the initial norm.10 The re-designation of 

counties in 1993 was again intended to apply an income criterion, based 

on an estimated national poverty line, and although many poor counties 

were added to the list, since few counties were dropped, many (266 out of 

592) counties still did not conform to the income criterion (Wang, Chapter 

4 in this volume). Within poor counties offi cials could have discretion in 

allocating poverty reduction funds. 

In 2001 the focus shifted from ‘poor county’ to ‘poor village’ designation, 

so that in principle poor villages could receive poverty funding even if  they 

were not located within a poor county. Poor village designation was carried 

out using a weighted poverty index generated by the scores under various 

indicators; grain production per person year; cash income per person year; 

percentage of poor quality houses; percentage of households with access to 

potable water, electricity and all-weather roads; percentage of women with 

long-term health problems; and percentage of children attending school. 

Weights for these indicators in different counties should be determined by 

groups of villagers in a participatory manner. Within a village, in the absence 

of fi rm income data, again a participatory approach is recommended to 

identify who are poor and therefore eligible for poverty reduction funds. 

County governments have responsibility for the implementation of  the 

system.

In Thailand poverty estimates have traditionally been based on income 

and expenditure data from the Socio-Economic Survey of  the National 

Economic and Social Development Board. Poverty is concentrated heavily 

in the rural areas particularly in the North East (with 60 per cent of the 

offi cially estimated poor in 2000). In principle regional targeting of poverty 

funds should have been important but as we discuss further below there is 

only a very weak correlation between provincial incomes and the allocation 

of central government expenditure. In addition, the education loans program 

in particular does not appear to have been carefully targeted, since education 

institutions themselves were left to decide who was a poor student (Warr 

and Sarntisart, Chapter 5 in this volume).

In the Philippines again location targeting was signifi cant with priority 

provinces identifi ed for most schemes; within these provinces the most 

depressed districts (barangays) were to be the main benefi ciaries. For the 

Care for the Poor program, the fl agship of the Estrada administration, there 

was a fi ner screening of  the benefi ciaries within priority provinces with 

attempts made to identify the poorest families in particular areas. Where 

feasible, poverty was defi ned in terms of unmet basic needs (in terms of 

shelter, health and education, for example). Where data were unavailable, 
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local social workers were consulted in the identifi cation of the poor. More 

recent initiatives of the Arroyo administration, which provide support to 

local communities, combine a location targeting approach with poverty 

mapping within provinces. Provinces were ranked by poverty incidence and 

approximately the poorest half  were deemed eligible. Within provinces the 

poorest 25 per cent of municipalities are selected using a poverty map. All 

districts within the chosen municipalities can receive funds.11

ERRORS OF TARGETING – MISAPPROPRIATION

Apart from technical diffi culties in identifying who the poor actually are, 

governance issues are raised in all the country cases to explain relatively 

high levels of leakage as funds intended for the poor are diverted to others. 

This is brought out in a number of  evaluation reports on the various 

targeting schemes. Food and credit subsidy programs and employment 

creation schemes, in particular, offer considerable scope for malpractice. 

India may not be the worst of the country cases studied here, but various 

evaluation reports, both official and unofficial, have documented the 

problem clearly. 

Apart from the early days of the Maharashtra Employment Guarantee 

Scheme, employment creation and food-for-work programs are judged to 

have fared poorly.12 An assessment of the Employment Assurance Scheme 

(EAS) found that the rules were being broken (for example self-selection was 

undermined by the use of contractors who hired local labor, and the norm 

that 60 per cent of costs should be on labor was often ignored). Nationally 

it was estimated that only 15 per cent of expenditure on the scheme was 

going as benefi ts to workers, against a target of 60 per cent. Another well-

studied scheme has been the Comprehensive Rural Employment Scheme 

formed by a merger of the EAS with another scheme. Here poor workers 

are to receive foodgrains as payment in kind for wages, as well as some 

money income. There is an estimate that due to malpractice amongst local 

government administrators and contractors no more than 25 per cent of 

the wage fund that the poor are entitled to actually reaches them (Nayak 

et al., 2002). Another study drawing on a village-level survey in Andhra 

Pradesh fi nds local elites controlling the implementation of the scheme at 

the village level, with benefi ciaries (that is those who would obtain work and 

food) selected at local meetings. Contrary to the guidelines of the scheme 

the use of contractors was widespread. The contractors were often found 

to obtain profi ts illegally through a number of means including claiming 

the full rice quota for incomplete work, double-claiming to different 

government departments, submitting infl ated costs and paying workers 
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wholly in cash and reselling the rice on the open market (Deshingkar and 

Johnson, 2003). A self- employment scheme – the Golden Jubilee Rural Self  

Employment Program – was launched in 1999 as a means of consolidating 

other programs that encouraged self-employment. An important component 

of  this program is a credit subsidy for benefi ciaries. Offi cial evaluations 

have revealed banks imposing illicit charges on borrowers of up to 20 per 

cent of  the loan. An offi cial audit of  the scheme found that over 50 per 

cent of the funds were either diverted to other purposes (state governments 

putting the funds in special deposits), mis-utilized or misreported. Here, as 

with the employment programs discussed above, there was strong evidence 

of benefi ciaries paying bribes to receive funds. It is informative that in the 

survey of Indian experience, the scheme that is found to be most closely 

targeted is the very modest National Old Age Pension Scheme, which targets 

destitute pensioners with a very small monthly pension. Evaluations have 

concluded that it reaches the needy with benefi ts, either in cash transferred 

directly at village meetings or through deposits in post office savings 

accounts. The small amounts and direct transfer are seen as helping avoid 

leakage (Srivastava, Chapter 2 in this volume). The point is that even in an 

environment of  weak governance, modest but well thought-out schemes 

can work effectively.

The Indian cases of malpractice in poverty-focused expenditure may be 

far from the worst but they are the best documented. In Indonesia there 

have been many allegations of corruption and malpractice, but these are less 

fi rmly based on evidence. For example, the employment creation programs 

through labor-intensive infrastructure schemes, which were one of the key 

planks of the response to the impact of the Financial Crisis, were alleged 

to have been associated with considerable malpractice by local offi cials 

as expenditures designed to cover wages were diverted to materials and 

equipment, which could be sold locally (Perdana and Maxwell, Chapter 3 

in this volume). As we have noted, food subsidy schemes everywhere provide 

an opportunity for diversion of goods for sale at commercial prices. This no 

doubt occurred in Indonesia, although the main complaint of evaluation 

reports on the rice subsidy scheme, for example, has been that village 

offi cials and community leaders chose not to target within their own village 

communities but rather distributed more or less equally between families 

regardless of apparent poverty status. This is put down principally to social 

pressure rather than corrupt practices. The consequence was, however, that 

on the basis of selective survey data roughly twice as many families were 

receiving subsidized rice as planned by the central government and hence 

average allocations per family were well below the target of 20 kg (Hastuti 

and Maxwell, 2003).
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The Philippines is another case where malpractice is often alleged and 

a number of targeting schemes left considerable discretion for politically 

determined allocations. For example, in the 1990s under the Care for 

the Poor program to meet basic needs of  the poor, two-thirds of  funds 

were allocated on the decision of  Congressmen, not on the decision of 

government implementing agencies (Balisacan et al., 2000).

Apart from motives of corruption, the institutional objectives of public 

offi cials can also create targeting errors. This appears to have been particularly 

important in the poor county employment creation and subsidized loan 

programs in PRC, where because of the fi nancial constraints they faced, 

local offi cials had incentives to divert funds to projects capable of generating 

revenue rather than funding projects with the greatest direct poverty impact 

(Wang, Chapter 4 in this volume). Similarly with micro-credit schemes, 

the offi cials of the implementing banks were under pressure to lend to the 

more credit-worthy customers, who would not be the poorest households 

(Park and Ren, 2001).

Errors of Undercoverage and Leakage

Aside from malpractice, which has been relatively common, if  not always 

well documented, in our country cases there are instances of what we can 

term technical errors of targeting. This can be demonstrated most readily 

for location targeting measures, since average income and consumption 

estimates are normally available at the level of provincial or local government 

units and these can be compared with national or provincial poverty lines 

and with the allocation of public expenditure. Most studies indicate that 

regional targeting has in practice been a relatively ‘blunt instrument’ for 

reaching the poor. 

For Thailand, we have detailed evidence from Warr and Sarntisart 

(Chapter 5 in this volume), who examine the distribution of government 

expenditure between rich and poor provinces, although they have no 

information to allow an assessment of  intra-province distribution. They 

correlate provincial public expenditure per capita under different broad 

categories with provincial per capita incomes, and fi nd positive elasticities, 

so that in general expenditure per person and, by implication, benefi t rises 

with income. Hence there is no evidence of  progressive targeting across 

provinces by broad expenditure category. When the same exercise is repeated 

for the specifi cally poverty-focused expenditure no signifi cant relationship 

with provincial income per capita is found for most categories. However, 

provincial size does appear to matter so that, in general on a per capita 

basis, smaller provinces are favored in poverty-targeted expenditure. Only 

in the case of  one minor category (the ‘Poor and Low-Income People’ 
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expenditure) is there a signifi cant negative relationship between allocations 

per capita and provincial income. This category was only 6 per cent of total 

poverty expenditures over 2000–2002, and within it the clearest evidence of 

a progressive allocation was for grants for health care. Hence on a regional 

basis within Thailand, there is no evidence of  a successful targeting at 

poorer provinces. 

For PRC, Park et al. (2002) and Wang (Chapter 4 in this volume) assess 

what they term ‘targeting gap errors’ by examining the classifi cation of 

counties as ‘poor’ in the light of their estimated income per capita relative 

to the poverty line.13 What they term the ‘targeting count gap’ (TCG) can 

be interpreted as the percentage of counties that are mis-targeted and this 

can be disaggregated into the two types of error. Table 1.1 below shows the 

situation taking the offi cial poverty line to estimate mis-targeting.

Table 1.1 PRC provinces: targeting count gap 1986 to 1995

Year Type 1 error Type 2 error Total

 (undercoverage) (leakage)

1986 0.094 0.050 0.144

1987 0.082 0.065 0.146

1988 0.044 0.101 0.144

1989 0.056 0.096 0.152

1990 0.078 0.093 0.171

1991 0.058 0.101 0.158

1992 0.038 0.107 0.145

1993 0.002 0.225 0.227

1994 0.005 0.232 0.237

1995 0.004 0.218 0.222

Source: Park et al. (2002), Table 4.

The data have an intuitively clear interpretation showing that the 

effectiveness of targeting has decreased over time. Initially undercoverage 

was the major problem, but over time leakage became considerably more 

important, particularly after the re-designation of poor county status in 

1993, when about 20 per cent of counties with incomes above the poverty 

line became mis-targeted. However even with perfect designation at the 

county level there would still be targeting errors due to the presence of the 

non-poor in poor counties and of the poor in non-poor counties. Estimates 

suggest that the share of the poor (at the offi cial poverty line) living in non-
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poor counties rose from 29 per cent in 1992 to 38 per cent in 2001 (Wang, 

Chapter 4 in this volume).14

Further evidence of  errors in regional targeting comes from the 

Philippines. Balisacan et al. (2000) identify the 25 most depressed provinces 

in the late 1990s ranked both by the incidence of poverty or by the poverty 

gap measure (the rankings are not identical). These are then compared 

with the priority provinces under the Social Reform Agenda of the Ramos 

administration. Out of the 26 priority provinces only 11 are in the ranking 

of most depressed by the poverty indicators. It is clear that formal poverty 

data were only one of  a number of  factors used by the government to 

determine priority status.

Similar recent assessments of  regional targeting for Indonesia are 

unavailable, however survey work illustrates the error of omission in the 

national Neglected Village program 1994–96 (IDT). As noted above, this 

was a location-targeting program designed to channel small-scale credit 

to the poorest households targeted at over 20 000 ‘neglected’ (that is poor) 

villages across the country. Using a pilot study of the IDT in 384 villages 

in 6 provinces Sumarto et al. (1997) demonstrate the weakness of targeting. 

They illustrate undercoverage by focusing on the provinces of Central Java 

and West Nusa Tenggara (WNT). In the former, 30 per cent of all villages 

are classed as neglected and covered by the program, but 46 per cent of 

the poor (insofar as these can be identifi ed accurately) are in villages that 

are not covered. In WNT a much higher proportion of  all villages are 

classed as neglected, but still over 40 per cent of the poor live in non-IDT 

villages and are not covered by the program.15 In addition for Indonesia, 

the National Economic Survey (SUSENAS) provides detailed information, 

which has been used to assess who has benefi ted from the set of poverty-

targeting measures introduced in the wake of the Financial Crisis (Perdana 

and Maxwell, Chapter 3 in this volume). Table 1.2 summarizes the results 

of the most detailed study based on this data.

The data are extremely detailed and reveal clearly that of the anti-poverty 

programs over the period only the subsidized ration scheme reached a 

signifi cant proportion of those eligible (40 per cent). Subsidized rice reached 

over 50 per cent of  households in the bottom quintile, but for all other 

schemes the proportion of the target group reached was below 20 per cent 

and often well below it. Hence undercoverage was clearly a problem. In 

terms of leakage this was most serious for the rice and nutrition programs, 

where gains to the richest 20 per cent were high and the ratio of non-poor 

benefi ciaries to their share in total population was highest (nearly 1.0 for the 

nutrition program implying nearly zero targeting effectiveness), although 

these fi gures do not reveal the magnitude of gains per family, only whether 

they were in receipt of some benefi ts.
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Self-targeting schemes were intended to overcome many of the problems 

faced by directed or narrow targeting. Nonetheless they have also proved 

disappointing in many cases. In India there has been considerable experience 

with food-for-work and employment creation programs designed to attract 

the poor by offering below market-clearing wage rates. Evaluations have 

revealed serious undercoverage. In the 1990s the Employment Assurance 

Scheme offered on average only 17 days of  employment per person per 

year against a target of  100 days. Further, its village coverage was low 

with another evaluation fi nding no more than one third of eligible villages 

actually covered. This meant that in some states less than 10 per cent of 

the target group was reached. This, combined with the low number of days’ 

work on offer under the scheme, rendered its overall impact on the welfare 

of the poor largely minimal. In this case part of the problem had to do with 

the slow release of central government funds to the states and part to lack 

of matching funding by the states themselves (Srivastava, Chapter 2 in this 

volume). In other schemes, however, the level of wages set for employment 

has been identifi ed as a critical factor with relatively high and therefore 

attractive wages leading to a ‘crowding out’ of  the poor. In India under 

the food-for-work scheme in a survey in Andhra Pradesh, Deshingkar and 

Johnson (2003) conclude that wages either in cash or in kind were set too 

low in prosperous villages thus attracting non-poor migrants, but too high in 

poorer villages leading to crowding out of the poor. A similar conclusion is 

reached for an Indonesian employment creation scheme (the Padat Karya). 

An evaluation of this, drawing again on the SUSENAS data, found that 

for the 1998–99 period, as many as 70 per cent of benefi ciaries were from 

non-poor households (Perdana and Maxwell, Chapter 3 in this volume).

Self-targeting has also been implied by health and nutrition and many 

micro-credit schemes. For example, in Indonesia the poor are entitled to 

health cards giving them access to free medical treatment. The defi nition 

of the poor was based on the BKKBN classifi cation scheme noted above. 

Insofar as the better off will prefer to pay for improved access to health care 

there is an element of self-targeting in such a measure. Initial assessments 

of the Health Card program in its fi rst six months of operation, again using 

SUSENAS data, showed substantial undercoverage with only around 10 

per cent of the poorest 20 per cent of households covered. A subsequent 

more detailed analysis suggested that even though coverage may have been 

low, the scheme did help to prevent a decline in use of health facilities by 

the poor in the wake of the Financial Crisis (Pradhan et al., 2002). More 

explicit self-targeting is involved in the Affordable Medicine for All (GMA) 

program in the Philippines which provides free drugs for a limited number of 

conditions at public hospitals and a limited number of distribution outlets, 

to which it is expected only the poor will choose to go for the drugs. There 
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is no fi rm evidence on the undercoverage or leakage associated with this 

scheme (Balisacan and Edillon, Chapter 6 in this volume).

Micro-credit programs aimed at the poor have a substantial element of 

self-targeting insofar as they involve the potential embarrassment of clients 

being associated with poverty programs and the inconvenience of frequent 

group meetings. Micro-credit is seen by many in the development community 

as an important innovation in the fi ght against poverty (Morduch, 2000). 

There is now considerable evidence that micro-credit has had a positive 

impact on poverty reduction in a number of countries, although often it is 

not the ‘core poor’ who are the main recipients, but rather those close to 

or just above the poverty line. In terms of our case-study countries (and 

elsewhere) there is also evidence of some leakage from micro-credit programs 

(Weiss et al., Chapter 7 in this volume). However, this leakage appears 

to be much less than from conventional subsidized credit programs. For 

example, for PRC the subsidized loan program available for poor counties 

went principally to economic entities rather than poor households (although 

formally it was an obligation that recipient enterprises should have at least 

50 per cent of  their employees who were below the poverty line). Many 

of these loans went to Township and Village Enterprises in poor counties 

and the direct link with poverty reduction came to be questioned. The 

introduction of micro-credit schemes in PRC in 1997 was a direct response 

to this concern (Wang, Chapter 4 in this volume). In the Philippines an 

assessment of the main low interest credit program for the poor (the Tulong 

sa Tao program) of the Aquino administration concluded that targeting 

was vague and that only around one-third of benefi ciaries were from low-

income groups (let alone being amongst the core poor) (Balisacan et al., 

2000). Similar assessments are given for such schemes in India. For example, 

an assessment of the Integrated Rural Development program, which was 

designed to provide subsidized credit to the poor for income-generating 

activities, found that in the states of Bihar and Jharkand, 24 per cent of 

benefi ciaries were above the poverty line and a high proportion had incomes 

just below it (MAKER, 2003).

Finally, broad targeting based on types of  expenditure that the poor 

will use disproportionately offers an alternative to the type of  narrow 

targeted schemes discussed above. Assessing the impact of measures like 

health and education expenditure is normally done by ‘benefi t incidence 

analysis’ (van de Walle, 1998a). A typical conclusion is that primary health 

care and primary education expenditure have a disproportionate positive 

effect on the poor, whilst expenditure on hospitals and higher education 

have a disproportionate positive effect on the better-off.16 The net effect 

of aggregate health and education spending will vary therefore depending 
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on how expenditure is allocated within the sector, but in general there is 

evidence that broad targeting within these sectors can reach the poor. 

In terms of other evidence on the impact of broad categories of investment, 

a simulation exercise for the Philippines, using coeffi cients derived from a 

regression model of poverty, shows general road expenditures to have high 

economic returns, but to have a negative direct effect on the poor, although 

this is compensated by a positive impact from growth. Electrifi cation emerges 

as the best option in terms of high economic returns and a relatively strong 

positive effect in reducing poverty (Balisacan and Edillon, Chapter 6 in 

this volume).

How Effective has Targeting Been?

Some errors of targeting and some misappropriation are inevitable in any 

economic environment and more can be expected in low-income countries. 

Further, the very modest level of resources directed at the schemes would 

also limit their impact, even given far lower targeting errors. However, the 

consistent picture that emerges from the available evidence is that while some 

schemes may have had a modest positive effect on the poor, in our case-

study countries in general, trends in poverty reduction have been driven by 

macroeconomic developments – the rate and pattern of economic growth 

– rather than by targeted interventions. 

There is a vast literature on the relationship between growth and poverty, 

which concludes there is virtually everywhere a clear negative relationship, 

although its strength varies between countries with different social, economic 

and political structures. This can be illustrated for our country cases. Warr 

(2000), for example, examines changes in poverty incidence (the headcount 

ratio based on offi cial poverty estimates) across a set of countries including 

India, Indonesia and Thailand. He fi nds elasticities of poverty incidence (the 

proportionate change in the headcount ratio relative to the proportionate 

change in GDP per capita) of –0.9 for India, –2.0 for Thailand, and –0.7 for 

the Philippines.17 For PRC a similar exercise fi nds an elasticity for poverty 

incidence of –0.8 (World Bank, 2001). Estimates are also available for the 

income poverty elasticity, that is the relation between growth (change in 

mean income) and the change in the income of the poor (normally taken 

as the bottom quintile). For the Philippines the income poverty elasticity 

(defi ned as the ratio of the latter to the former) is found to be relatively low 

at 0.54, whilst for Indonesia the comparable elasticity is 0.71 (Balisacan 

and Pernia, 2003; Balisacan et al., 2003). In both countries there is a clear 

tendency for the elasticity for different quintiles to rise as one moves up 

the income scale, although this is particularly marked in the Philippines. 

In other words, although the poor benefi t from growth they do not benefi t 
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as much (both proportionately as well as absolutely) as the better-off.18 

Similar results with growth accompanied by a strongly worsening income 

distribution are found for PRC, with an implicit poverty elasticity of around 

0.5 (Stern, 2001).19

These results imply that growth reduces the headcount index of poverty 

and raises the income of  the poor, although often not by as much as it 

raises the income of better-off  groups.20 However, the issue remains of the 

impact of poverty-targeted programs discussed here, either in reinforcing 

the positive effects of growth or in protecting the poor at times of recession. 

As noted above, it would be unrealistic to expect a dramatic impact even in 

the presence of more accurate targeting, given the modest budgets allocated 

to these funds.21 

Given the high leakage rates reported above and the administrative costs 

involved in reaching the poor, one would expect that these schemes involved 

relatively high costs of  transfer per unit of  benefi t received by the poor. 

Estimates of the optimal degree of targeting, as discussed above, are rarely 

available. However, in a simulation exercise for the Philippines, Balisacan and 

Edillon (Chapter 6 in this volume) report that simple geographic targeting 

provides the maximum benefi t to the poor for a given program cost, as 

compared with other schemes, once the administrative costs per applicant 

reach a modest fi gure (roughly 50 per cent of the daily minimum wage in 

Metro Manila). The implication is that, once administrative costs are allowed 

for, relatively simple forms of targeting dominate the alternatives.

Few rigorous cost effectiveness studies of alternative targeting schemes 

are available. For India a comparison of employment guarantee schemes and 

food subsidies suggests that at best the cost of transfer is nearly double the 

benefi ts received by the poor. Approximate estimates suggest that the cost 

of transferring a rupee to the poor through the Maharashtra Employment 

Guarantee Scheme in its early years (Rs 1.85 per rupee transferred) 

compared very favorably with both the later national employment scheme, 

the Jawahar Rozgar Yojana (Rs 2.28 per rupee transferred) and the food 

subsidy program under the Public Distribution System (Rs 6.68 per rupee 

transferred) (Dev and Evenson, 2003). Separate estimates for the impact of 

the Employment Assurance scheme in three states (West Bengal, Gujarat 

and Haryana) found the cost per job per day to be Rs 200–300, which is 

well in excess of wage rates, which were roughly in the range of Rs 35–50 

(Srivastava, Chapter 2 in this volume).

The operations of  the National Food Authority in the Philippines, 

particularly through its rice subsidy, have been the subject of several cost 

effectiveness assessments. For the early 1990s costs are again roughly twice 

the sum transferred to consumers (Subbarao et al., 1996). However, NFA 

rice is sold in special retail outlets in a form of self-targeting, and much 
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will leak to the non-poor. Assuming a 50 per cent leakage rate, more recent 

cost effectiveness estimates for the NFA rice subsidy suggest that in 1997 it 

costs Pesos 4.2 per peso of benefi t received by poor consumers and Pesos 

2.5 per peso of benefi t in 1998. Much of this mis-targeting will have been 

due to a regional misallocation with some of the poorer provinces being 

under-represented, relative to their share in poverty, in the receipt of NFA 

rice (Manasan, 2001). 

In addition, however, it is important to remember that despite high leakage 

and high cost, some of these schemes may nonetheless have been infl uential 

in protecting the poor at times of adverse shocks. This is the judgement on 

some of the many schemes introduced in Indonesia at the time of the Crisis 

of the late 1990s, particularly in relation to health and education initiatives. 

For example, there is some evidence that the education scholarship program 

helped in keeping up school enrolment rates and reducing drop-out rates 

from poor families. Similarly the Health Card scheme to allow free access 

to public health facilities is credited with stabilizing the utilization rate of 

such facilities by the poor (Perdana and Maxwell, Chapter 3 in this volume). 

Cost and leakage may have been high, but some real benefi ts appear to 

have been created. 

Apart from these analyses of  the cost of  transfers to the poor, a few 

detailed quantitative assessments of the longer-term income effects of this 

type of program are available. Of our case-study countries, the most work 

has been done for PRC. From a regression model Rozelle et al. (1998) 

fi nd some positive income effects from direct lending to households in 

poor counties in Shaanxi 1986–91; however, funds allocated directly to 

enterprises in these counties do not appear to have any positive effect on 

growth. Zhang et al. (2002) look at Sichuan province and compare growth 

across program poor, non-program poor and non-poor counties. Allowing 

for a range of other factors they fi nd that program status does appear to 

have a positive effect on growth. Hence, whilst non-poor counties grew more 

rapidly, the gap between poor and non-poor counties is lower when counties 

have a designated poor status and receive poverty funding commensurate 

with this designation. An even stronger result is provided by Park et al. 

(2002) using a regression model, which makes growth across counties a 

function of  initial income, other initial characteristics (principally grain 

production), time invariant characteristics, including poor county status, 

and a number of time-varying factors. They fi nd that designation as a poor 

county increases household per capita income, over that otherwise expected, 

by 2.2 per cent annually in the 1986–92 period and 0.9 per cent annually 

in 1992–95. When this rate of  increase is compared with the amount of 

funding to poor counties this gives a rate of return of between 12 per cent 

and 16 per cent depending on the time period.22 This evidence needs to be 
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qualifi ed, however. First, even accepting the regression specifi cation as a 

means of establishing the counterfactual in the absence of designation as 

a poor county, the study makes no claims to know how the extra income 

within the counties concerned was distributed. There need be no inevitable 

assumption that the incomes of the poor grew by the same rate as average 

incomes in the poor counties. Second, the authors make clear that their 

results may be an over-estimate as they have not been able to include all 

costs of the targeting programs. Third, their returns must be compared with 

the opportunity cost of capital in China at this time, which was probably 

relatively high, given the rapid growth rate, and may have been at least 12 

per cent or more (which implies that equivalent or higher returns could have 

been obtained on investment elsewhere in the economy).

A detailed examination of the impact of public spending on poverty in 

PRC, which gives a less positive assessment of the poverty loans program, is 

provided by Fan et al. (2002). Using a simultaneous equation model, that has 

now been applied to a number of countries, they assess the effect on poverty 

in terms of numbers pulled above the poverty line due to a given amount 

of  different public expenditures. By far the highest poverty effect is due 

to education, followed by agricultural research and development (R&D). 

Poverty loans have a relatively very small (and statistically insignifi cant) 

impact per unit of expenditure. They have the smallest poverty effect of any 

category of expenditure included (only 13 per cent of that of education, 15 

per cent of that of R&D, and roughly one-third of that of roads).23 Similar 

studies have been done for India and Thailand using the same model, but 

only the India study includes poverty loans (covering rural and community 

development and employment programs) as a separate expenditure category 

(Fan et al., 1999). For the Indian case in terms of poverty impact the relative 

ranking of the poverty expenditure category is higher than for PRC (it is 

fourth behind roads, R&D and education).24 However, per unit its impact 

is still well below that of these other categories of expenditures, being 17 

per cent of that of roads, 30 per cent of R&D and 88 per cent of education. 

No doubt the targeting errors reported in this chapter are a major part of 

the explanation. 

CONCLUSIONS

What can one conclude from all of  this for targeting policy? One clear 

implication is that altering the pattern of  growth towards sectors with 

strong employment effects is likely to have the greatest direct impact on 

poverty reduction. Nonetheless, the need to reach the poor directly and to 

minimize leakage from and undercoverage of poverty programs remains 

Weiss 01 chap01   28 8/2/05   12:34:17 pm



 Experiences with poverty targeting in Asia: an overview 29

critical. Self-targeting initiatives have proved only a modest improvement in 

leakage terms and raise issues of undercoverage. Technical improvements, 

principally new poverty mapping techniques, offer a means of more sharply 

identifying who the poor are, but in the absence of strong governance over 

poverty schemes the risk of misuse of funds remains. Whilst the case for 

special promotion and protection policies for the poor remains strong, 

past errors associated with their implementation and design must not be 

forgotten. In the debates of the 1980s more universal schemes were strongly 

criticized for their high leakage and their budgetary implications. The more 

targeted measures of  the 1990s, as we have seen, have cost more modest 

amounts relative to the size of government budgets, but their leakage rates 

have also been disappointingly high, as have their costs per unit of benefi t 

to the poor, where these can be estimated. Poverty-targeting measures 

should remain an important component of poverty-reduction strategies, 

but improvements in both governance and the technical design of schemes 

are needed. This is likely to require a combination of greater focus on broad 

targeting (primary education and health care, for example) and selective, 

narrowly focused, support for the very poor. Broad targeting measures, such 

as expenditure on primary health care, have been shown to reach the poor 

disproportionately in a number of countries, and clearly have an important 

role. Such measures are not solutions to the short-term problem of providing 

protection to the poor, which is why measures like employment creation 

schemes and food subsidies have been employed, with the disappointing 

results that we have observed. However what works, and what does not, is 

likely to vary substantially between countries. In this spirit the following 

chapters discuss in depth the experiences in our case-study countries. 

NOTES

 1. More recent World Development Reports broadened the defi nition of poverty to include 
various non-income dimensions (World Bank, 2000) and stressed problems of delivering 
services to the poor (World Bank, 2004). The discussion of corruption and clientelist 
politics in the latter is relevant to the governance problem associated with targeting 
implementation.

 2. Meyer (2002) gives a useful survey of the diffi culties of assessing the impact of micro-
fi nance programs on poverty reduction.

 3. The only exception to the use of offi cial estimates is in the case of India, where in Figure 
1.6 the fi nal year observation comes from the estimates of Deaton (2001). 

 4. We can write the poverty gap (PG) as 

PG = −⎡
⎣⎢

⎤
⎦⎥=

∑1
1n

z y

z
i

i

p

 where z is the poverty line, yi is income of individual i, p is the number of poor and n is 
the total population. 
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 5. Hence the squared poverty gap (SPG) is

SPG = −⎛
⎝⎜

⎞
⎠⎟=

∑1
1

2

n

z y

z
i

i

p

 The theory behind SPG is set out in Foster et al. (1984).
 6. Schemes with budgets of below Rs 1 billion are excluded from this total.
 7. For example, a poverty map has just been completed on a trial basis for three provinces in 

Indonesia (Suryahadi et al., 2003). There are doubts however as to whether this approach 
can apply at the village level. Hentschel et al. (2000) explain the poverty mapping approach 
and illustrate how it can improve on the use of simple basic indicators to identify the 
poor.

 8. For evidence of undercoverage a World Bank survey in Uttar Pradesh, one of the poorest 
states, found that 56 per cent of  the lowest income quintile did not get identifi cation 
cards to enable them to access the public distribution system (Srivastava, Chapter 2 in 
this volume).

 9. Perdana and Maxwell (Chapter 3 in this volume) report evidence that in the late 1990s 
those in the top four quintiles of  household expenditure were three quarters of  the 
recipients of subsidized rice and that only roughly half  of the poor families under the 
offi cial criteria were recipients (see Table 1.2).

10. In the late 1980s in only one third of the classifi ed poor counties was income per capita 
actually below the original norm of RMB 150 set by the Leading Group for Poverty 
Reduction of the State Council (Wang, Chapter 4 in this volume).

11. The poverty-mapping model is in Balisacan et al. (2002).
12. This scheme received a great deal of attention internationally and was commented on 

very favorably in World Bank (1990). Its performance declined substantially after 1979 
following a large increase in the wage offered, thus weakening the self-selection by the 
poor (Gaiha, 1996). 

13. The targeting count gap (TCG) is defi ned as 

TCGt = 1/N � {Iit1(Pit = 0, Yit < Zt) + Iit2 (Pit = 1, Yit > Zt)}

 where N is the total number of counties, indexed by i, and t is a time period. Iit1 is an 
indicator of undercoverage (type 1 error) and equals 1.0 if  a county is not designated 
as poor (Pit = 0), but its income per capita (Yit) is below the poverty line (Zt). Iit2 is an 
indicator of leakage (type 2 error) that equals 1.0 if  a county is designated as poor (Pit 
= 1), but its income per capita is above the poverty line.

14. Weiss (2003) fi nds that the key factor infl uencing rural poverty reduction in PRC across 
provinces has been the growth of grain production and to a lesser extent the trend in 
farm-gate prices.

15. Perdana and Maxwell (Chapter 3 in this volume) enter the qualifi cation that fi rstly these 
results may not be representative of the national picture and secondly that the IDT scheme 
was revised to address the undercoverage problem.

16. van de Walle (1998b) reports this result for Indonesian data from the late 1980s, although 
the bias is much greater for hospitals where gains to the top decile of the income strata in 
monetary terms are roughly seven times those to the bottom decile. World Bank (2004) 
Figure 2.5 reports estimates for Indonesia in 1989 and 1990 showing the gains to the 
poor (the bottom 20 per cent) from public spending to exceed the gains to the rich (the 
top 20 per cent) for primary health care and primary education expenditure, whilst the 
reverse holds for aggregate expenditure under both headings. 

17. In the analysis, variation in growth explains about 40 per cent of the variation in poverty 
reduction between countries. It is well known that there can be major regional variations 
in the growth–poverty relation within countries. Datt and Ravallion (1998) provide an 
analysis across Indian states and fi nd that poor initial conditions in terms of the rural 
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sector and weak human resource development lower the impact of a given rate of non-

farm growth on poverty.

18. The authors hypothesize that the lower poverty elasticity in the Philippines as compared 

with Indonesia is due to the relatively more agriculture and labor-based growth pattern 

in the latter. 

19. The Chinese data can be interpreted in different ways. As Stern (2001: 109) points out 

‘For poor people in most countries of the world, of course, an average income growth 

of 4 per cent annually [sic for the 1990s] would be a great improvement – but in China 

that rate was just one-third of the 12 per cent growth rate that the wealthiest enjoyed.’

20. Cross-country analysis such as Dollar and Kraay (2004) has tended to fi nd that as an 

average relation the income poverty elasticity is around unity, implying that the poor’s 

income rises by the same proportion as the average of the country concerned. The country 

cases discussed above do not support this result.

21. The exception here is micro-fi nance funds, which have become signifi cant in some 

countries, particularly Indonesia of those covered here.

22. Using a different approach Jalan and Ravallion (1998) fi nd a similar return to the poor 

area development program in Southwest China. 

23. Given that the poverty loan variable is not statistically signifi cant it is unclear whether 

much meaning can be placed on the impacts for poverty loans. However it should be noted 

that the structure of the model appears to ensure that other categories of expenditure 

will have a greater impact on poverty reduction than will poverty loans. This is because 

these loans only impact on poverty directly (in equation 1 of the system), whilst other 

expenditure categories enter indirectly through their effect on growth in productive sectors 

(equations 2 to 11).

24. Here the coeffi cient is statistically signifi cant. The poverty expenditure enters into the 

equation for non-agricultural employment (equation 6) and the latter is one of the terms 

in the poverty equation (equation 1).
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2. Poverty targeting in India

 Pradeep Srivastava

INTRODUCTION

This chapter addresses two broad questions related to poverty alleviation 

in India: how much in aggregate does the government spend on poverty-

targeted programs and how effective have these programs been in targeting 

the poor and in alleviating poverty? 

The apparently straightforward query as to how much the country spends 

on poverty alleviation, and how the money is spent, has several complex 

answers. Like the proverbial elephant being explored by seven blind men, the 

answer depends on the slice put under the analytical lens. There are several 

reasons for this, starting from the fact that in intensely poor countries with 

pervasive poverty, it is arguably legitimate to characterize a vast spectrum, 

if  not virtually most government intervention as poverty reducing. These 

can include in principle investments in social and human capital, physical 

infrastructure, or even regulatory reforms to enhance economic growth. A 

fi rst twist of the lens to focus on more direct poverty alleviation shows a 

great number of programs and interventions that may be characterized as 

broad or activity-targeting interventions, relying on broadly defi ned targets 

wherein the benefi t incidence is expected to be higher for the poor than for 

the relatively better off. These typically include government expenditures on 

social sectors such as health and education, particularly primary education 

and basic health services. A further narrowing of the lens leads to a focus 

on government interventions that, within the broad spectrum of activities 

to reduce poverty, explicitly seek to target the poor, and particularly the 

poorest of the poor, for impact. 

Poverty alleviation in India displays the whole panoply of  such 

interventions – from broadly targeted to narrowly focused – which are 

quite substantial in magnitude, but diffi cult to track comprehensively since 

there is little effort at transparency and consolidation. To begin with, there 

are large sums of  public money spent on activity-targeted interventions 

including expenditures on social sectors and subsidies for other economic 

services including irrigation, fertilizers, food and power. According to the 

34
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Indian Constitution, a majority of  social sector expenditures are in the 

domain of state governments, and total expenditures by states far exceed 

those by the central government. There are considerable variations across 

states in the amounts spent and in the implementation arrangements and 

effi ciency of expenditure. 

Expenditures on subsidies, though large quantitatively, are not always 

transparent. According to recent estimates by Srivastava et al. (2003), 

aggregate budgetary subsidies of  the central and state governments 

combined equaled Rs 2357.5 billion in 1998–99. This amounted to almost 

13.5 per cent of  the GDP at market prices, and roughly 86 per cent of 

the combined revenue receipts of  the center and the states. The share of 

the central government is about one-third of this amount, with the state 

governments accounting for the rest. 

In addition to these broadly targeted expenditures in social sectors and 

subsidies, the government also funds Centrally Sponsored Schemes (CSS), 

which are implemented by state governments. Despite repeated calls for 

consolidating and rationalizing these schemes, CSS have continued to 

proliferate and in 2001 there were 360 schemes in operation. The CSS 

subsume most narrowly defi ned, direct poverty-targeted programs, but also 

include several that are less directly targeted though they are explicitly 

aimed towards improving the welfare of the poor. Selecting a core group 

of poverty-targeted programs from the CSS portfolio thus inevitably entails 

qualitative judgement in some cases. Detailed information on the schemes 

under CSS is not easily available, being scattered across the numerous 

ministries that implement these schemes. In addition, budget documents 

of the Government of India show total amounts transferred to states under 

Centrally Sponsored Schemes, but these amounts do not include larger 

fl ows transferred directly from the center to the districts, bypassing the 

state governments. These transfers in 2001–02 amounted to Rs 150 billion 

compared to Rs 100 billion shown in the budget documents under CSS 

(Saxena and Farrington, 2003).

To address the second question above, assessing the effectiveness of 

direct poverty-targeted programs, the chapter focuses on fi ve schemes 

that are nationally implemented, large in size, and include all relevant 

categories, namely self-employment, food-for-work, pure income transfers, 

and infrastructure creation. These schemes rely on a variety of targeting 

mechanisms, including self-selection and indicators (such as geographical 

location, social category and age). To retain focus and keep the discussion 

manageable, the large broadly targeted expenditures on social sector and 

general subsidies are not dealt with in any detail. 

Given India’s immense poverty, where more than 800 million people exist 

on less than US $2 a day, it is important to ask whether poverty targeting 
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is an important objective. Targeting is most useful if  there is a well-defi ned 

target within the whole, but less so when the target is almost as large as the 

whole. This issue has been most vocally addressed in India in the context of 

food security through subsidizing food using the Public Distribution System 

(PDS). The public distribution system was provided universally until 1992, 

but has since then sought to more narrowly target the poorest among the 

poor, with relatively disappointing results in the sense of  excluding large 

numbers of people that are nutritionally at risk. In assessing the effectiveness 

of poverty-targeting programs in India, this broader context is worth keeping 

in mind. At the same time, the immense poverty also reinforces the need to 

directly assist the poorest among the many poor.

Since most poverty-targeted programs in India are sponsored by the 

central government but implemented by state governments and lower 

levels of government at district level and below, it is necessary to provide 

a brief  review of  the federal fi scal architecture of  the economy. This is 

done in the next section, along with an overview of  trends in poverty 

and poverty-targeted programs in the country. Subsequently, in the third 

section, a brief  discussion of targeting mechanisms is provided, including 

the ‘Administrative Identifi cation’ system. The selected poverty-targeted 

programs are reviewed in the fourth section, followed by a discussion of 

fi nancial sustainability and the conclusions. 

TRENDS IN POVERTY IN INDIA AND THE POLICY 
RESPONSE

South Asia is home to the largest number of poor in the world, and India 

accounts for the largest percentage of  the region’s share. The long-term 

performance of the Indian economy with respect to poverty reduction has 

been mixed, with poverty actually increasing in the fi rst two decades after 

India became independent in 1947. However, there has been a sustained 

reduction in poverty since the 1970s. Figure 2.1 shows trends in poverty 

incidence over four decades, measured by the headcount ratio (that is the 

proportion of the population below the national poverty line). Rural poverty 

declined from 55.7 per cent in 1974 to 37.4 per cent in 1991, while urban 

poverty fell from almost 48 per cent to 33.2 per cent during the same period, 

with the major proportion of this decline occurring between 1978 and 1987. 

Estimated poverty rates increased after the macroeconomic crisis in 1991, 

though these estimates were based on a relatively smaller sample.1

The latest estimates for poverty in India, for 1999–2000, are deliberately 

not included in Figure 2.1 since they are at the center of  considerable 

controversy. According to these estimates, poverty in India had declined 
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to 27 per cent in rural areas with a national fi gure of 26 per cent. However, 

the most recent household expenditure survey used a different methodology, 

resulting in a lack of  comparability between the latest estimates and all 

earlier ones. The debate surrounding the latest poverty estimates in India 

is quite intense and wide-ranging, though largely arid at this stage given 

the fundamental lack of  comparability between the latest estimates and 

those before. In a widely cited analysis, using offi cial poverty lines of the 

Planning Commission, Deaton (2001) fi nds that poverty in India declined 

from 36.2 per cent in 1993–94 to 28.8 per cent in 1999–2000. Unfortunately, 

though, the actual status on poverty in India to date is ambiguous, with 

considerable skepticism attached to offi cial fi gures.

Even with the latest questionable estimates, India remains the epicenter 

of poverty, both within South Asia and in the world, with as many as 259 

million people below the national poverty line. In terms of the international 

poverty line of US $1 per day (measured at 1993 purchasing power parity 

exchange rates), there are 358 million poor in India. If  instead we use the 

norm of US $2 per day, almost 80 per cent of  India’s vast population is 

below the poverty line (World Bank, 2003).

In terms of the non-income dimensions of poverty too, India continues to 

display intense poverty with relatively poor indicators of social and human 

development relevant to the millennium development goals (MDGs), such 

as infant and maternal mortality, literacy levels and gender inequalities (see 

Table 2.1). To the extent that poverty-targeted programs can ameliorate 

Figure 2.1 Rural and urban poverty in India, 1952–93
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Table 2.1 MDG related human development indicators in India

MDG 1.  Goal 1: Eradicate extreme poverty and hunger; 
Goal 2: Achieve universal primary education

1 Population living below $1 a day (%), 1990–2001 34.7
2 Share of poorest 20% in national income or consumption (%), 1990–2001 8.1
3 Children underweight for age (% under age 5), 1995–2001 47
4 Undernourished people (as % of total population)
 1990–92 25
 1998–2000 24
5 Net primary enrollment ratio (%) 
 1990–91 –
 2000–01 –

MDG 2. Goal 3: Promote gender equality and empower women

1 Ratio of girls to boys in primary education
 1990–91 0.71
 2000–01 0.77
2 Ratio of literate females to males (age 15–24)
 1990 0.74
 2001 0.82

MDG 3. Goal 4: Reduce child mortality; goal 5: Improve maternal health

1 Under-5 mortality rate (per 1000 live births)
 1990 123
 2001 93
2 Infant mortality rate (per 1000 live births)
 1990 80
 2001 67
3 Maternal mortality ratio (per 100 000 live births), 1995 440

MDG 4. Goal 6: Combat HIV/AIDS, malaria and other diseases

1 Malaria cases (per 100 000 people), 2000 7
2 Tuberculosis cases (per 100 000 people), 2001 199

MDG 6. Goal 7: Ensure environmental sustainability; water and sanitation

1 Population with sustainable access to an improved water source, rural (%)
 1990 61
 2000 79
2 Population with sustainable access to an improved water source, urban (%)
 1990 88
 2000 95
3 Urban population with access to improved sanitation (%)
 1990 44
 2000 61

Source: UNDP (2003).
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these non-income dimensions of poverty, as is often their stated objective, 

these data only serve to highlight the importance and necessity of  well 

functioning targeting in the country.

Poverty in India is overwhelmingly rural, with more than 70 per cent of 

the poor in rural areas. As might be expected, small and marginal farmers 

and landless rural labor are important contributors in aggregate poverty (see 

Table 2.2). Poverty is also disproportionately higher in population groups 

belonging to Scheduled Tribes and Scheduled Castes. 

Table 2.2  Characteristics of the poor: Percentage of rural households 
below the poverty line, 1983, 1987–88, 1993–94

 Livelihood Category 1983 1987–88 1993–94

1 Self-employed: agriculture 38.99 35.88 27.11

2 Self-employed: non-agriculture 42.89 36.11 29.13

3 Rural labor: agriculture 63.2 59.63 50.56

4 Rural labor: non-agriculture 44.13 43.66 34.62

5 Others 29.8 25.4 23.27

6 All households 46.8 42.25 34.7

7 Female-headed households – 41.1 32.7

Source: Long and Srivastava (2002).

Poverty-Targeting Programs in India 

As noted, the central government has large expenditures that, given the 

development status of the country and its poverty, could be related directly 

or indirectly to poverty reduction. In particular, substantial sums of public 

money are spent on broad targeting interventions, including expenditures on 

social sectors and subsidies for other economic services, such as irrigation, 

fertilizer, food and power. This important group of interventions is excluded 

from the main discussion despite their quantitative importance so as to 

enable a sharper focus on more narrowly defi ned, direct poverty-targeted 

interventions. The focus of  the existing literature on social expenditures 

and subsidies in India is primarily their impact on public fi nances and their 

effi ciency, both of which are less directly related to poverty reduction per se. 

In addition, as outlined below, broad or activity-targeted interventions in 

social sectors are constitutionally the responsibility of state governments, 

with the result that specifi c interventions show considerable variation across 

different states.
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Fiscal context of targeting programs
The constitution of India ordains distinct responsibilities for the central 

and state governments vis-à-vis expenditures and revenues for each level 

of administration. The fi scal architecture of the federation is designed to 

allocate responsibilities for revenue and expenditure between the center 

and the states, as well as to devolve resources from the center equitably 

to different regions of  the large country. The structure, summarized in 

Table 2.3, refl ects attempts at providing vertical and horizontal balance by 

emphasizing revenue collection at the center and expenditures at the state 

level.2 The central government collects all the major taxes and is obliged by 

Table 2.3 Expenditure and revenue responsibilities of center and states

Central government expenditures Central government taxes

Defense Corporate tax

Railways, highways, airways, shipping Import duties

Posts and Telecommunications Property and wealth tax

Heavy and other strategic industries Income tax surcharges

Strategic industries Stock exchange stamp duties

External Affairs

Foreign Trade

State government expenditures State government taxes

Irrigation Personal income tax*

Power Sales tax**

Education Excise duties on alcohol 

Health and narcotics

Rural Development Urban property tax

Roads Mineral taxes

Public law and order Stamp and registration duties

Culture

Shared expenditure Shared taxes

Population and family planning Personal income tax*

 Excise duties (excluding alcohol 

 and narcotics)

 Property and wealth tax

 Tax on railway tickets

Notes:
* Except agriculture and professional self-employment.
** India is planning to introduce Value Added Tax to substantially replace sales taxes.

Source: Hemming et al. (1997).
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the constitution to share them with the states. In turn, states are responsible 

for expenditures in key areas, including sectors central to poverty alleviation 

such as health, education, rural development and irrigation sectors.3

With revenue raising concentrated at the center and expenditures assigned 

to states, the latter are compensated by statutory provisions for transfer of 

resources from the center through three channels that also seek to address 

horizontal equity in terms of  regional distribution across states. These 

channels are the Finance Commission, the Planning Commission via support 

to the states’ fi ve-year plans, and via Ministries of the Government of India 

in the form of Centrally Sponsored Schemes (CSS). In 2001–02, annual 

transfers from the center to the states under the Finance Commission were 

approximately Rs 700 billion, while the corresponding fi gures for transfers 

through the Planning Commission and the CSS are Rs 400 billion and Rs 

250 billion respectively.4 Grants through these latter two channels are agreed 

through the Planning Commission and the Ministry of Finance.

The Finance Commission is a constitutional body appointed by the 

President of India every fi ve years, whose main objective is to recommend 

devolution of tax revenues from the center to the states. It also recommends 

grants-in-aid to states that need additional assistance. Finance Commissions 

have been concerned primarily with the devolution of income and excise 

taxes, using these grants to address residual fiscal imbalances across 

the states. Transfers to states through the Finance Commission are 

essentially on the revenue account, and quite fl exible in terms of their uses. 

Recommendations of the Finance Commission are generally adopted by 

the central government.

The Planning Commission, chaired by the Prime Minister, recommends 

fi nancial support for states primarily to meet their capital expenditures, 

within the framework of the existing national fi ve-year development plan 

and the states’ fi ve-year plans. Transfers through the Planning Commission 

are based upon socio-economic parameters including the proportion of 

population below the poverty line, tax effort of  the states, and special 

problems facing specifi c states, but are not linked to the size of the states’ 

development plans.

The Centrally Sponsored Schemes (CSS) are meant to supplement 

the resources of  the state governments, who are responsible for the 

implementation of the schemes.5 These are not statutory transfers but are 

determined each year by the Finance Ministry of the Government of India 

in consultation with the Planning Commission. Transfers under the CSS 

are relatively infl exible, bound by the provisions and guidelines attached 

to individual schemes, while the fi rst two channels transfer resources as 

either grants or combinations of grants and loans. The CSS are the center 
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of gravity of  targeted poverty interventions in India with almost all the 

major targeting programs a large subset of these schemes.

The broad approach underlying the Government’s poverty-targeted 

programs embodied in the CSS is three-pronged: 

• Provision of assistance for creating an income-generating asset base 

for self-employment of the rural poor.

• Creation of opportunities for wage employment.

• Area development activities in disadvantaged and poor regions.

This strategy is supported by a cross-cutting theme of  improving basic 

infrastructure and quality of life in rural areas, and by specifi c programs 

for social security for the poor and destitute through income transfers.

The CSS, including targeting programs, have a political genesis starting 

with the electoral strategy of Prime Minister Mrs Indira Gandhi in the late 

1960s based on the populist slogan of Garibi Hatao (Eliminate Poverty). 

This strategy led to several initiatives such as nationalization of commercial 

banks and initiation of numerous poverty-targeted schemes sponsored by 

the central government and bypassing the state governments, many of which 

at that time were ruled by other political parties (Saxena and Farrington, 

2003). This trend, once initiated, persisted even after the death of Prime 

Minister Gandhi, with the result that central government involvement 

has continually increased in subjects under the state governments, such 

as education, health, and poverty alleviation. Subjects such as population 

control and family planning, forests and education have been brought from 

the ‘state list’ to the ‘concurrent list’, under the jurisdiction of both central 

and state governments, through constitutional amendments. The central 

government has steadily increased the funding and number of CSS, with 

a dominant share of this funding going straight to district administration, 

bypassing the state government and placing the district bureaucracy 

somewhat directly under the central government. Severe deterioration in 

public finances of  state governments, in part due to declining aggregate 

transfers to states from the center, has resulted in CSS as often being the 

only schemes in the social sector that are operational at the ground level, 

with states having little control over them. Poverty alleviation in India (as 

in many other countries) is clearly as much about politics as it is about 

the poor.

The political overtones of CSS allocations are as evident today as they 

were at the start of these schemes. Much like then, several states are ruled 

by political parties that are not part of the coalition in power at the center. 

Rao and Singh (2000) document evidence of  considerable discretionary, 

non-economic considerations in transfers through CSS, with states that have 
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greater bargaining power at the center receiving larger per capita transfers. 

In addition, many poor states are unable to provide matching transfers for 

the CSS, resulting in lower utilization of  central transfers. Nonetheless, 

the CSS comprise the core of  targeted poverty programs in the country, 

aside from broad-based poverty initiatives such as expenditures on primary 

health and primary education. Most specifi c programs targeted at poverty 

alleviation are a component of the CSS.

Proliferation of centrally sponsored schemes (CSS)
Despite severe fi scal imbalances in the country, manifested in continued high 

fi scal defi cits through most of the 1990s, CSS have proliferated during the 

decade. In the terminal year of the ninth fi ve-year plan (2001), there were 

360 schemes in operation as CSS. The latest fi ve-year plan has called for a 

convergence of similar schemes and the elimination of schemes that have 

outlived their utility, viewing the ‘mushrooming growth’ of CSS as a ‘case 

of  the state overreaching itself ’ (GOI, 2000). The Planning Commission 

recommended eliminating 48 schemes, merging 161 schemes into 53, and 

retaining the remaining 135 schemes, implying a continuation forward of 

a total of 135 schemes.

The large number of  schemes under the CSS are a major source of 

ambiguity in assessing total government expenditures on targeting programs, 

since some of the schemes are directly targeted at poverty alleviation, while 

others have less direct yet substantial benefi ts for the poor in the medium 

and long term. The selection of specifi c schemes as poverty targeted will 

necessarily be qualitative, and vary according to sources. Figure 2.2 provides 

trends in total expenditure on targeting programs during the 1990s based 

on one such classifi cation. 

As can be seen, expenditures have increased substantially in nominal 

terms, by a factor of almost 500 per cent. However, due to relatively high 

infl ation rates in the fi rst half  of the 1990s, the increase in real terms – in 

1993–94 prices – has been relatively more modest. In particular, expenditures 

in real terms remained relatively static during the 1990s following an increase 

in 1993–94, and have only increased more recently in 2000.

For comparison, Table 2.4 provides estimates by the Planning Commission 

on poverty related schemes in 1999–2000. According to these estimates, 

total expenditure on poverty programs was Rs 342.6 billion, but if  we 

exclude the subsidies on food and kerosene oil, the total is only Rs 170.2 

billion. However, these data do not include transfers directly to the district 

governments by the center, which, as already noted, can be substantial (Rs 

150 billion in 2002). 

Although the estimates vary, they are quantitatively in the same order 

of magnitude. Nayak et al. (2002) estimated total expenditures on schemes 
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under CSS at approximately Rs 250 billion in 2000, including direct transfers 

from the center to the districts. This amount was almost 3–4 times higher 

than all Offi cial Development Assistance to India in 2000, which was US 

$1.49 billion or almost Rs 70 billion (at an exchange rate of  Rs 47/US 

$1). Thus, notwithstanding a relatively static trend in real terms through 

much of the 1990s, expenditures by the Government of India on targeting 

programs are higher by signifi cant orders of magnitude compared to all aid 

to the country. Not all CSS are narrowly defi ned poverty-targeted programs, 

since some of them may be more broadly targeted, focusing on irrigation 

or road development for example. At the same time, these amounts are also 

supplemented by expenditures made by state governments to share in costs 

of the schemes under CSS. 

Table 2.4 Poverty programs in India, 1999–2000

Name of the Program/Ministry Buduget allocation in

 1999–2000 (Rs billion)

Rural Development Schemes 94.3

Food Subsidy 92.0

Subsidy on kerosene 80.4

Health & Family Welfare (only 70% of the outlay) 28.4

Social Justice & Empowerment Sector 12.1

Integrated Child Development Services 11.5

Midday meal 10.3

DPEP 7.6

Watershed development through agriculture 2.3

Tribal development 1.9

Swarnajayanti Shahari Rozgar Yojana (Urban Poverty) 1.8

Total 342.6

Source: GOI (2000), Chapter 31.

Table 2.5 shows trends in the relative composition of schemes under CSS 

over the last two decades in terms of broad heads of development. Evidently, 

the share of schemes under agriculture and rural development and social 

sectors has been rising consistently, exceeding 60 per cent in the previous 

decade, at the expense of schemes targeted at industry and minerals, energy 

and communications sectors. There was a marked increase in 2002–03, the 

fi rst year of  the tenth fi ve-year plan, in the share of  schemes directed at 

transport and in the share of ‘others’, which is due to several new schemes 

announced for impoverished northeastern states of  the country. The 
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increased share of transport refl ects a major expansion of road construction 

in India funded by the center, but implemented by the states.

Table 2.5  Distribution of central plan allocations through ministries, by 
heads of development

 Sixth Seventh Eighth Ninth 2002–03

 Plan Plan Plan Plan

 1980/81– 1985/86– 1992/93– 1997/98–

 1985/86 1989/90 1996/97 2001/02

Industry and Minerals, 51.0 44.0 25.3 16.9 13.0

Energy, Communications, 33.0 40.6 62.5 61.3 55.3

Agriculture, Irrigation, Rural

Development, Health and 

Family Welfare, Education, 

Water, Sanitation, Housing, 

Urban Development, SC’s 

and ST’s Welfare 

Transport 14.1 14.1 9.3 17.3 21.3

Others 1.9 1.3 2.9 4.5 10.4

Total 100.0 100.0 100.0 100.0 100.0

Source: GOI (2000), cited in Saxena and Farrington (2003).

The large expenditures on poverty reduction through the CSS are 

diffi cult to track for two reasons. First, they are routed through different 

ministries of the central government of India with little centralization of 

the relevant information. For example, although the aggregate budget 

of  the Government of  India provides budgetary allocations on different 

schemes, the information is scattered across accounts of different ministries 

implementing the schemes. In addition, even within the relevant ministries, 

the funds are allocated across numerous schemes, some large and some quite 

miniscule.6 As noted already, while the expenditures on the CSS in real terms 

have not risen sharply, the schemes themselves have proliferated, resulting 

in numerous instances of renaming schemes accompanied by merging and 

restructuring of schemes that allocate specifi c components into other newly 

created or renamed schemes. The result is erosion of transparency. 

Table 2.6 presents an overview of  direct poverty-targeted programs 

in India, identifying major schemes under the CSS and the ministries 

implementing the schemes. Only schemes with central funding exceeding 

Rs 1 billion in 2001–02 are shown in the table. Clearly, several ministries of 

the central government are involved in implementing targeting programs, 
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but, in terms of number of major schemes, the major entity involved is the 

Ministry of Rural Development. This is natural given that the vast majority 

of  the poor in India live in rural areas. Allocations are much higher for 

schemes implemented by the Department of  Public Distribution under 

the Ministry of Consumer Affairs, which provides subsidized food under 

the public distribution system targeted to those below the poverty line, and 

the Ministry of Fertilizers. However, fertilizer subsidies are distributed to 

the producers rather than directed to poor farmers, and their treatment as 

targeting measures is controversial.

TARGETING MEASURES USED IN ANTI-POVERTY 
PROGRAMS

There exist a large number of targeting programs in India of varying sizes, 

channeled through different ministries of  the central government, and 

with different modalities of  implementation. Some of these schemes are 

implemented by the state governments while others have a larger proportion 

of  funds flowing directly from the center to district administrations. 

Obviously, a comprehensive review of each and every targeted activity would 

be neither feasible nor desirable. The discussion below therefore centers on a 

select subset of the targeting programs, based upon their relative quantitative 

importance, availability of  information relating to their implementation 

monitoring and evaluation, and relevance to the objectives of the present 

analysis, based upon targeting design and effectiveness of the scheme. The 

schemes chosen include examples of pure income transfers, food-for-work, 

self-employment and infrastructure generation. 

First, however, a brief  discussion of targeting mechanisms in the Indian 

context is useful. A widely used categorization of  targeting mechanisms 

that can be used to classify programs is given below (see also, Chapter 1, 

this volume).

• Self-targeting: Such schemes rely on differential incentives of agents in 

tackling the problem of asymmetric information between the principal 

(the government providing poverty relief) and the agents (households 

or individuals affected by the government schemes). The design of the 

schemes has the objective of making the scheme worth participating 

in only for those who are poor, not for others.

• Activity targeting: This relies on broad targeting, primarily through 

subsidized provision of goods and services, whose benefi t incidence will 

be progressive, that is falling largely on those who are poor rather than 

better-off. Examples typically include primary education, provision 
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of primary health care and basic health services in rural areas, and 

broadly targeted subsidies for irrigation, power and fertilizers. As 

noted already, most of these broadly targeted interventions are not 

discussed in detail here.

• Location targeting: This is based on the geographical distribution of 

poverty, seeking to target interventions in geographic areas with high 

concentration of the poor. 

• Indicator targeting: This relies on non-income indicators that are 

meant to be correlated with poverty. These can include lack of  or 

size of ownership of land, form of dwelling, social status and gender 

of head of household. 

Asymmetric information between the government, seeking to provide 

transfers to the poor, and individuals or households in the economy who 

can legitimately or otherwise seek these transfers, is the raison d’être of  

targeting. The underlying rationale of these targeting mechanisms is that 

administrative and other costs of identifying those who are poor are high, 

potentially reducing the resources that would be transferred to the poor 

under the scheme. Targeting mechanisms are a program-design innovation 

in response to the information asymmetry and the high costs of overcoming 

the information barrier.

However, this framework is implicitly less than comprehensive in 

approach, in the sense of focusing only on one scheme at a time. In a context 

where the principal (in a principal–agent context) has several schemes in 

operation, the administrative costs per scheme (of overcoming information 

asymmetry) can get diluted substantially, thereby vitiating the need for 

indirect targeting mechanisms for any specifi c scheme. Put alternatively, 

the issue of whether or not the administrative costs of identifying the poor 

are undertaken by the government usually does not depend on any specifi c 

scheme. In an inter-temporal context, where the government does not 

know what specifi c schemes it may want to implement in the near future, 

‘tagging the poor’, which is known in the Indian context as ‘administrative 

identifi cation’, may provide externalities in terms of  greater choice of 

schemes and their design. 

This is an important issue, as shown by the Indian experience where a 

large number of government poverty-targeted schemes rely on administrative 

identifi cation to select benefi ciaries. The most common criterion used in 

government schemes is that benefi ciaries should be households classifi ed as 

below the poverty line. Other criteria, such as focusing on Scheduled Castes 

or Tribes (which would represent indicator targeting in the Indian context) 

are overlaid onto poverty status. As mentioned above, it may be argued 

that with an aggregate annual budget on CSS schemes exceeding Rs 250 
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billion, it may be worthwhile for the government to undertake some form 

of poverty classifi cation to better target the poor. Indeed, analytically it is 

perhaps more pertinent to ask why other targeting mechanisms should exist 

at all once the administrative identifi cation process has been undertaken. 

For example, some schemes rely on self-selection (food-for-work and 

rural employment schemes), geographical location, and the use of social 

category like caste as indicators. Use of  indirect targeting mechanisms 

in conjunction with administrative identifi cation may refl ect in part the 

recognition that classifi cation of the poor may be imperfect due to various 

reasons. In particular, the process itself  may suffer from high type one and 

type two errors, as discussed below, resulting in exclusion of many poor and 

inclusion of many non-poor. In addition, the frequency of identifi cation 

is necessarily spread apart in time, which would make it impossible to 

differentiate between transient and chronic poverty, that is to differentiate 

the needy seeking food-for-work in the face of natural calamity from the 

longer term destitute.

Food Subsidies and Administrative Identifi cation

Since most targeting programs currently in existence directly or indirectly 

rely on administrative classifi cation of  households into those above and 

below the poverty lines, it is useful to briefl y explain how this identifi cation 

is undertaken. The exercise is intimately related to government efforts to 

provide food security to the population through the Public Distribution 

System (PDS). The PDS is a major component of aggregate subsidies spent 

by the central government. 

The PDS, in its earlier form, dates back almost fi fty years and was a 

general entitlement scheme with universal coverage until 1992. It provided 

a rationed quantity of basic food (rice, wheat, sugar, edible oils) and some 

essential non-food items (kerosene oil and coal) at prices substantially 

below market prices. The central government was responsible for procuring, 

storing and transporting the PDS commodities up to central warehouses 

in each state or union territory, while the state government was responsible 

for distribution within the state. 

While the universal coverage of  PDS continued, the government 

introduced two major changes, the fi rst in 1992, in the form of the Revamped 

PDS and, subsequently, in 1997 as the Targeted PDS, both innovations being 

targeted at poor households. The Revamped PDS relied on geographical 

targeting, being introduced with universal coverage in only 1775 blocks in 

poor areas – mainly tribal and hilly, drought-prone and remotely located 

areas. The Targeted PDS, on the other hand, was implemented in all areas, 

but was open only to those identifi ed as below the poverty line. Along with 
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the introduction of the Targeted PDS, the price differential between PDS 

shops and the open market was almost eliminated, effectively providing 

subsidized food only to families identifi ed as below the poverty line.7

At the core of the Targeted PDS was division of the entire population 

into one of two categories, based on the poverty line defi ned by the Planning 

Commission of  India for different states for 1993–94. Multiple criteria 

were adopted for classifi cation of  those households below the poverty 

line, which in addition to income also included qualitative parameters 

like household occupation, housing conditions, number of earners, land 

operated or owned, livestock, and ownership of durables such as a television, 

refrigerator, motor cycle, three wheeler, tractor, power tiller, or combined 

thresher. The responsibility for undertaking surveys and identifying the 

poor lay with the state government. However, the total number of below-

the-poverty-line families in each state was capped somewhat arbitrarily at 

state-level estimates of the poor made by the Planning Commission using 

data for 1993–94, adjusted for growth in population in the interim. Hence 

the application of the new Targeted PDS system provided the opportunity 

to identify poor households and link these exclusively with a range of other 

targeted benefi ts.

Shortcomings of Administrative Identifi cation 

Despite introduction in 1997, surveys for the identifi cation of poor families 

were not completed in 18 out of 31 states by 2000 (CAG, 2000). Even in 

states where identifi cation was completed, identifi cation cards were not 

provided to a signifi cant number of poor families. Thus implementation 

of the exercise has been slow and ineffi cient.8

A major criticism of the targeting is also that it has wrongly excluded a 

large number of eligible families. There are several reasons for this, both 

conceptual and operational. Conceptually, the main issue has been the 

appropriateness of  income poverty to defi ne the poor, specifi cally the 

absolute poverty line used by the Planning Commission. It is argued that 

the offi cial poverty line represents too low a level of absolute expenditure, 

which may exclude large sections of the population who experience low and 

variable incomes. If  other criteria are used, such as nutrition, the number 

of households that can be deemed poor is much higher than ceiling fi gures 

estimated by the Planning Commission in 1993–94, (GOI, 2003). 9

Operationally, as noted above, identification surveys have not been 

completed in 18 of 31 states and, across the country, 18 per cent of families 

identifi ed as poor do not have identifi cation cards. Even where surveys have 

been conducted, there still remain concerns on accuracy given the diffi culties 

of measuring income. Since there are no regular offi cial estimates of actual 
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household incomes, implementation of  administrative identifi cation is 

subject to substantial practical and administrative problems. For example, 

an evaluation of the Targeted PDS in Uttar Pradesh – one of the poorest 

states in India – by the World Bank based on the Uttar Pradesh-Bihar 

Survey of Living Conditions (1997–98) found that 56 per cent of households 

in the lowest income quintile did not get identifi cation cards. In the next 

quintile, 63 per cent of the households were without cards. 

The actual income equivalent of the benefi ts received under the Targeted 

PDS has been found to be very modest. According to the review of CAG 

(2000), average income transferred per household per month to the below-

poverty-line population was between Rs 22 and Rs 46 across different states. 

In Punjab, it was less than Rs 7. However, the government incurs substantial 

costs to achieve these unimpressive transfers. These costs include, aside from 

subsidizing the sale price of grains, the costs of transportation and storage 

and, even more signifi cant, the minimum support prices paid to farmers 

(which are signifi cantly higher than market prices). The total subsidy cost 

for the PDS system was Rs 410.8 billion during 1992–99, according to 

CAG (2000). The estimated cost of transferring 1 rupee of income to poor 

households under the Targeted PDS was put as high as Rs 6.68 (Dev and 

Evenson, 2003).

Hence the administrative identifi cation exercise to classify all households 

into those above and below the poverty line has been implemented with 

several shortcomings. Its progress has been slow and ineffi cient, and the 

results are not always reliable. However, the classifi cation based on this 

exercise is used by a majority of the schemes in operation today that are 

targeting poor households.

IMPACTS OF THE MAIN TARGETING PROGRAMS

This section provides a selective survey of fi ve major targeting programs 

listed below.

1. Rural employment program – Sampoorna Grameen Rozgar Yojana 

(SGRY), or Comprehensive Rural Employment Scheme.

2. Self-employment scheme – Swarn Jayanti Gram Swarozgar Yojana 

(SGSY), or Golden Jubilee Rural Self  Employment Scheme.

3. Rural Housing Scheme – Indira Awas Yojana (IAY).

4. National Old Age Pension Scheme (NOAPS).

5. Drought Prone Areas Program (DPAP).

Weiss 01 chap01   53 8/2/05   12:34:25 pm



54 Poverty targeting in Asia

The fi rst scheme in the list is the main program for rural employment 

generation for the needy poor, and subsumes all food-for-work programs, 

while the second scheme is the national targeting program geared towards 

assisting the poor through asset creation to generate self-employment. 

The third and fourth schemes (IAY and NOAPS) are the most important 

schemes for pure income transfers, while the last scheme aims at creating 

infrastructure for the poor.

Rural Employment Programs – Sampoorna Grameen Rozgar Yojana 
(SGRY) and Others

The SGRY, targeting poverty reduction through employment generation, has 

a long history in India, spanning several incarnations. Its genesis lies in the 

National Rural Employment Program and the Rural Landless Employment 

Program, both of which were initiated in the early 1970s, but subsequently 

merged in 1989 into a new scheme called Jawahar Rozgar Yojana (JRY) or 

the Jawahar Employment Scheme. A number of different schemes have been 

used and Figure 2.3 charts their complex history and evolution.

Employment Guarantee Scheme (EGS)
Highly infl uential in thinking about employment creation programs in India 

was the initial experience in Maharashtra. An early food-for-work program 

implemented in the western Indian state of Maharashtra was widely regarded 

as very successful in its initial years, and indeed was the inspiration for 

later national efforts. The Employment Guarantee Scheme (EGS) started 

on a pilot basis in 1965 in one district (Sangli) and a modifi ed EGS was 

implemented across the state in 1972, following one of  the most severe 

droughts in the region in recent history. The scheme was soon suspended 

for two years, replaced by central government schemes, but in 1974 the 

state government decided to set up a permanent scheme using only state 

resources, leading to resumption of the EGS. It was provided a statutory 

basis with the enactment of the Maharashtra Employment Guarantee Act 

of 1977. The scheme is fi nanced by urban taxes (on professionals and motor 

vehicles) with matching grants from the state government.

The EGS is unique for several reasons, including its age, being one of the 

oldest such schemes in the developing world, its large scale of operations at 

inception, and the fact that it guarantees employment (rather than merely 

assuring it). The EGS provides a guarantee of  employment to all adults 

above 18 years of  age who are willing to do unskilled manual labor on 

a piece-rate basis. Its primary objective is thus creation of  employment 

opportunities with the secondary objective of  creating rural assets to 

provide drought proofi ng, soil management and conservation. Starting 
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from 4.5 million person days of jobs created in its fi rst year, the EGS was 

generating more than 100 million person days of employment by the early 

1980s (190 million in 1986), before declining to 80–90 million person days 

after 1989 (Dev, 1995). Cumulatively, the scheme spent Rs 27 billion up to 

1991 to create about 2.3 billion person days of employment in the state. Not 

surprisingly, the EGS is one of the most analyzed public-works programs 

in the literature, and received high marks in its initial years from most 

evaluations (Gaiha, 1996; Datt and Ravallion, 1994; and Dev, 1995).

There was a sharp decline in the coverage of the EGS after 1988 following 

a virtual doubling of the wage rates in May 1988. Prior to that, EGS wage 

rates were less than market wages but this was reversed with the wage 

hike. According to some studies, this resulted in rationing of employment 

opportunities, leading to exclusion of eligible participants (and thus eroding 

the nature of  the ‘guarantee’). In more recent years, observers have also 

noted a deterioration in other elements that translate the guarantee into 

actual delivery of the EGS benefi ts, including informal program guidelines, 

extensive monitoring, unscheduled fi eld visits, vigilance tours by offi cials 

at various levels, and the advisory and supervisory roles of  unoffi cial 

statutory committees. Although targeting errors of  undercoverage (type 

one errors) are not considered a source of  major concern, the declining 

coverage, quality and maintenance of  rural assets created and problems 

of  governance are noteworthy, given the exemplary history of  the EGS. 

Figure 2.3 SGRY – scheme history
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For example, a recent review found wage employment generated through 

food-for-work continued to be important, contributing a signifi cant 40 

to 45 per cent of  total family income of  benefi ciaries, but the work was 

not organized in the lean season, and bribes had to be paid to obtain the 

employment (PDI, 2000). Even more recently, a petition has been fi led in 

the Bombay High Court accusing the state government of diverting money 

from the Employment Guarantee Fund of the EGS into its general-purpose 

budget (Bavadam, 2003). Ironically, the legal action has been brought by 

a former member of the Planning Commission who is also a member of 

the committee set up by the state government to review the Maharashtra 

Employment Guarantee Act 1977. The state government believes the trend 

decline in coverage of the EGS refl ects a declining need for the scheme in 

view of improvements in rural economic conditions.

Jawahar Rozgar Yojana (JRY)
At a national level the subsequent scheme, the JRY, was meant to offer 

additional gainful employment to the unemployed and the under-employed 

people in rural areas through creation of  rural economic infrastructure, 

although it fell short of the early achievements of the Maharashtra program. 

Employment generation was too inadequate to be meaningful, with an 

average of roughly 11 days of employment created per person according to 

an evaluation in 1994 (GOI, 2000). The resources available were spread too 

thinly to increase coverage without concern for duration of employment. 

The asset creation involved high material costs and was not particularly 

labor intensive, in fl agrant violation of  prescribed norms. Other routine 

violations included the use of contractors or middlemen who often hired 

outside laborers to lower the wage rates, and used trucks and tractors instead 

of labor-intensive techniques. Fudging of muster rolls and measurement 

books was thus rampant. Only 17 per cent of jobs generated under the JRY 

went to women, against a target ratio of 30 per cent. 

According to estimates presented by Dev and Evenson (2003), the cost of 

transferring one rupee under the JRY was Rs 2.28. This can be compared to 

a cost of Rs 1.85 per rupee transferred under the Maharashtra Employment 

Guarantee Scheme, and the high ratio of  Rs 6.68 per rupee transferred 

under the PDS. In view of its defi ciencies, the JRY was restructured and 

transformed in 1999 into a new scheme – the Jawahar Gram Samridhi 

Yojana (JGSY) or the Jawahar Rural Advancement Scheme, which explicitly 

prioritized asset creation as the primary objective, followed by wage 

employment. No evaluation studies of JGSY are available since it lasted 

only a short time before being merged into a new scheme, the Sampoorna 

Grameen Rozgar Yojana (SGRY). 
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Employment Assurance Scheme (EAS)
The transformation of the JRY into the JGSY was preceded by a parallel 

scheme launched in 1993 – the Employment Assurance Scheme (EAS) – 

that had similar objectives as the JRY/JGSY, but with reversed priorities. 

The EAS, which was in implementation through most of the country by 

1997–98, had the primary objective of creating additional wage employment 

for the rural poor through manual work in periods of acute shortage of 

employment opportunities, with asset creation as a secondary objective. 

The EAS relied on self-targeting by setting of  wage rates below market 

wages. However, the EAS showed similar failings in implementation as its 

close variant, the JGSY. For example, the scheme generated on average only 

about 17 days of employment per person per year according to a study by 

the Controller and Auditor General of India (GOI, 2000). The objective 

of  the EAS was, by comparison, to provide assured employment of  100 

days per year at statutory minimum wages. The self-selection targeting 

was subverted by routine use of contractors in most states, fudging of the 

employment rolls, and violation of norms that called for a 60:40 split of 

wages and materials in asset creation. As a result, in three states – West 

Bengal, Gujarat and Haryana – the estimated unit cost of  generating a 

day’s employment was Rs 200 to Rs 300, far in excess of wage rates. For the 

country as a whole, the mid-term evaluation estimated that only Rs 15 of 

every Rs 100 expenditure reached the benefi ciaries as wages, against a target 

of Rs 60. No inventory of assets was kept, making it diffi cult to ascertain 

whether assets created were community assets or for individual benefi t. In 

addition, with deteriorating fi nances of state governments, allocated funds 

did not reach the ground in many cases, in part due to lack of matching 

funds from state governments. 

Amongst similar problems in the implementation of the EAS, a review by 

the Planning Commission (PEO, 2000) found the effective rate of utilization 

of funds was only about 67 per cent of the notional minimum allocations 

to administrative blocks. This refl ected in part lack of matching funds from 

state government preventing release of funds, and also ad hoc and untimely 

release of funds by the governments. For example, the fi rst part of central 

government allocation (40 per cent of the total allocation) was to be provided 

at the beginning of the fi nancial year, with the remainder to be released on 

receipt of utilization certifi cates. In practice, however, in more than half the 

14 states studied, states received more than 50 per cent of their allocation in 

the last quarter of the year. There was also evidence of signifi cant diversion 

of funds, refl ected in a mismatch between allocation and expenditure of 

funds at different nodes of implementation of the scheme. This diversion 

was also noted by the report of the Controller and Auditor General of India 

(CAG, 1997). PEO (2000) also found only 32 per cent of villages were covered 
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by the EAS in an average block, with little consistency in implementation 

within specifi c villages. Thus, only 5.4 per cent of villages covered in a block 

typically had the EAS operations in each year during the fi rst four years of 

the EAS (1993–97). Thus, coverage of villages within specifi c blocks was 

ad hoc, allowing discretion to district administrations, and there was little 

credibility in terms of providing assurance of employment in the villages 

actually covered. In addition, the study estimated that on average the EAS 

implementation covered only 16 per cent of the target group in the chosen 

villages. Thus, the effective annual coverage of the target groups in ten of the 

14 states was less than 10 per cent, being as low as 1 to 3 per cent in some 

states. Combined with the small number of days of employment generated 

per person on average, the impact of the EAS on household income was 

negligible. Although the EAS was quantitatively more signifi cant as a source 

of income than other government wage employment programs running in 

parallel in the villages, it contributed only 11.5 per cent of household annual 

income to the extremely limited group of selected benefi ciaries. 

Sampoorna Grameen Rozgar Yojana (SGRY)
Thus, in practice, there was little difference between the JGSY and the 

EAS, in terms of both objectives and implementation failures, with the only 

substantive difference being administrative. The JGSY was implemented by 

village-level institutions (Panchayti Raj institutions), while the EAS relied on 

the state administrative apparatus.10 In September 2001, on-going schemes 

under the EAS and the JGSY were merged into a new scheme – the SGRY. 

The objectives of SGRY are to provide additional wage employment in rural 

areas and also food security, alongside the creation of durable community, 

social and economic assets and infrastructure development. A part of wages 

to the workers is to be distributed in the form of 5 kilograms of food grains 

per day. The cash component is shared by the central and state governments 

in the ratio of 75:25, while the cost of food grains distributed to the states 

is borne entirely by the central government. The SGRY is implemented in 

two streams, with each stream receiving half of the total resources available. 

The fi rst stream is implemented through district and intermediate elected 

bodies (such as Zilla Parishads and Block Panchayats), while in the other 

stream funds are allocated to the village Panchayats (see note 3).

The SGRY also encompasses all food-for-work programs in the country, 

since it includes a special component for augmenting food security through 

additional wage employment in calamity-affected rural areas. A certain 

percentage of  foodgrains allotted under the SGRY is reserved for this 

purpose. Foodgrains under the Special Component can be utilized by 

any scheme of  the central or state government that is implemented to 

generate additional employment in calamity-affected areas. Administrative 
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arrangements for implementing the SGRY involve coordination among three 

central ministries, namely, Agriculture, Food and Rural Development. The 

Food Ministry releases grains at the direction of the Ministry of Agriculture, 

while the Rural Development Ministry is responsible for administration and 

supervision. The scheme is self-targeting and available to the rural poor, who 

are in need of wage employment and willing to take up unskilled, manual 

work at specifi ed wage rates. Preference should be given to the poorest of 

the poor, women, and scheduled castes and tribes. The benefi ciaries are 

selected by the Gram Panchayat during meetings of  the village assembly 

(Gram Sabha).

The emphasis on payment in kind – via foodgrains – combined with the 

diffi culty and cost of storing and transporting foodgrains reduces the scope 

for misappropriation of resources by offi cials. Nonetheless, responsibilities 

for storage, transport and distribution within districts are contracted out to 

fair price shops (which are part of the central government targeted public 

distribution system of subsidized foodgrains) and the associated contractors. 

This has created substantial scope for fraudulent practices due to the large 

gap between market prices and prices in fair price shops (though the gap has 

been declining of late). Nayak et al. (2002) estimate that the combination 

of malpractice among administrators at lower levels of  government and 

contractors results in perhaps only 25 per cent of the wage funds to which 

benefi ciaries are entitled actually reaching them.

SGRY, the latest incarnation of  employment-based, food-for-work 

targeting in India, is too recent for any comprehensive evaluation studies to 

have been done. However, one recent study has reviewed the implementation 

of the SGRY in the state of Andhra Pradesh. Using primary data collected 

over 12 months between 2001 and 2002 from six villages, Deshingkar and 

Johnson (2003) fi nd little has changed at the ground level in implementing 

the SGRY. Despite attempts at decentralization of  decision-making in 

the SGRY, village-level governments (Gram Sabhas and Panchayats) are 

often controlled by the local landed elite. Benefi ciaries were selected during 

meetings among the local offi cials (members of Panchayat and village heads) 

and contractors, and the decisions announced in the village meetings of the 

Gram Sabha. In three villages, the largest number of laborers were hired 

from the hamlet of the village head, while in another the largest share of 

hired labor belonged only to the caste of the village head.

There was also widespread use of contractors, contrary to the scheme 

guidelines, often in connivance with local offi cials. The contractors also 

obtained illegal profi t by claiming the full rice quota for partially and 

poorly completed works, claiming rice for old assets already completed 

under some other scheme, ‘double-dipping’ by fi ling separate claims to 

different departments for the same work, and submitting infl ated costs in 

Weiss 01 chap01   59 8/2/05   12:34:27 pm



60 Poverty targeting in Asia

works proposals. In addition, contractors often decided to pay labor only 

in cash either because rice was released late to the contractors, or because 

the contractor could sell the rice in the open market at a profi t.11

The impact of the scheme varied across the six villages, being relatively 

high in one village (which also had the lowest corruption in implementation), 

but miniscule in most others. On an average, 24 per cent of  households 

sampled in these villages had participated in the scheme (ranging from 65 

per cent in one village to 3 per cent in the worst case). With the exception 

of the single village, the number of person days of employment created was 

also low, averaging less than 14 days per participating household. Two major 

reasons contributing to this, aside from corruption and leakage, were use of 

outside or migrant labor by contractors to minimize costs, and substantial 

use of labor-displacing machinery (often owned by contractors).

Impact of employment programs
This brief  review of  employment generation and food-for-work type of 

targeting in India paints a fairly bleak picture, and highlights several 

problems in implementation. Some of  these problems are well known, 

such as the importance of appropriate wage setting in affecting screening 

effi ciency. In the case of SGRY in Andhra Pradesh, Deshingkar and Johnson 

(2003) document that wages were too low in relatively prosperous villages, 

leading to the use of migrant labor and machinery, while in poor villages 

the wages were much higher than prevailing rates, leading to crowding 

out of the really poor. A well-designed scheme of self-selection (without 

quantitative rationing) should lead to virtually negligible levels of  type 

one and type two errors, in that only the really poor would be willing to 

work at wages below prevailing rates, and all those willing to work at these 

rates would be accommodated. With only quantitative rationing (a ceiling 

on total funds available), some needy poor may not be able to access wage 

employment leading to undercoverage (a type one error in targeting). In 

relatively prosperous villages, with wages set too low, local labor may not 

have participated but presumably the migrant poor willing to work at these 

wages were a justifi able target, implying little leakage. In contrast, in poor 

villages where the targeting was really needed, the higher than prevailing 

market wage rates created room for leakage (type two error), with the poor 

crowded out by better off  migrant workers.

However, problems other than wage setting are of  deeper and greater 

concern, stemming from institutional and governance constraints, and 

magnifying both types of  targeting errors. While the government has 

sought to decentralize scheme implementation to create greater ownership 

of  resulting assets, the local level administration and the Panchayti Raj 
institutions are strongly susceptible to corruption. This has resulted in 
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fl agrant violations of government guidelines, including use of contractors 

and intermediaries, excessive reliance on labor-displacing machinery, 

payment in cash instead of kind, and doubtful quality of the assets created. 

Greater reliance on labor-displacing machinery and payment in cash rather 

than cash in kind magnifi es type one errors leading to the exclusion from 

benefi ts of those who are really poor at the expense of funds diverted to 

owners of the machinery and middlemen. Other corrupt practices magnify 

type two errors by diverting funds and benefi ting corrupt offi cials and 

middlemen who are not the intended benefi ciaries of the program. Thus, 

even the most well-designed scheme, relying on self-selection, will fail in 

implementation if employment rolls can be falsifi ed, assets shown as created 

when they actually are not, and payments made that are below those legally 

mandated. Although employment generation using food-for-work continues 

to be a critical element of poverty targeting in areas adversely affected, the 

leakage of funds, corruption and poor governance result in the impact of 

these interventions on poverty being substantially diluted. 

Self-employment Schemes – Swarn Jayanti Gram Swarozgar Yojana 
(SGSY) and Others

SGSY or the Golden Jubilee Rural Self  Employment Scheme is the main 

national scheme for rural self-employment and was launched by the 

government in April 1999 as a single, holistic program to cover all aspects 

of self-employment for the rural poor. The funding of the scheme was to be 

shared by the center and the states on a 75:25 basis and a central allocation 

of Rs 26.7 billion was provided for the period 1999–2002. 

Integrated Rural Development Program (IRDP)
The SGSY too is not a new scheme but a reincarnation of an earlier scheme 

– the Integrated Rural Development Program (IRDP).12 The IRDP was 

the fi rst major intervention for creating an income generating asset base to 

promote self-employment, using a mix of subsidy and institutional credit 

from the formal fi nancial system. It was launched in 1976 in 20 selected 

districts on a pilot basis and soon extended to cover all the blocks in the 

country by 1980. As many as 54 million families were assisted by IRDP 

between 1980–81 and 1998–99, by providing Rs 203 billion in credits with 

an average loan size in 1997 of Rs 5600. IRDP accounted for almost 35 

per cent of all small borrowers’ accounts in commercial banks in India.13 

The risk of the loans made by banks under IRDP was borne by the banks, 

and the recovery rates on these loans were poor, between 25 per cent and 

33 per cent (Long and Srivastava, 2002). A concurrent evaluation of the 
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IRDP showed that of the 54 million benefi ciaries, only one in seven (14.8 

per cent) managed to cross the poverty line (CAG, 2003).

Studies reviewing the state-wise implementation of IRDP and its allied 

poverty-alleviation schemes for the Planning Commission showed substantial 

problems in implementation, which were also relatively consistent across 

the states. For example, MAKER (2002), reporting fi ndings of  a survey 

conducted in the states of  Bihar and Jharkhand, found 24 per cent of 

the benefi ciaries of  poverty-alleviation programs had incomes above the 

poverty line while a large proportion of others were in the income group just 

below the poverty line. Implementation of poverty schemes in all zones was 

steeped in corruption. To access the programs, payment of bribes was an 

essential condition. Misutilization of funds was also prevalent since neither 

the authorities nor the benefi ciaries took the schemes in the spirit intended. 

The authorities viewed them as a source of additional funds for their own 

priorities, while the benefi ciaries took the assistance as a subsidy with no 

serious thought to the purpose of the assistance. In general, a considerable 

amount of funds were siphoned off by local authorities in connivance with 

local middlemen. Procedural delays and red-tape were also an endemic 

problem reported by benefi ciaries. Similarly, a survey of 104 benefi ciaries 

of four schemes in Maharashtra (including IRDP) found weak targeting 

with a third of the benefi ciaries above the poverty line. A large proportion 

of the benefi ciaries of other schemes in the survey also reported having to 

pay bribes to receive benefi ts.

Swarn Jayanti Gram Swarozgar Yojana (SGSY)
The newest version of self-employment schemes – the SGSY – is a holistic 

program covering different aspects of self-employment including organizing 

the poor into self-help groups, training, credit, technology, infrastructure 

and marketing. It aims to establish a large number of  micro-enterprises 

in the rural areas, and provides great emphasis on mobilization of  the 

poor through formation of  self-help groups among potential recipients. 

In consolidating numerous schemes including the IRDP and its associated 

schemes, the SGSY also aims at integrating the activities of different agencies, 

including the district rural development agencies, banks, line departments, 

Panchayti Raj institutions and non-governmental organizations (NGOs). At 

the Block level, identifi cation of key activities in selected villages, verifi cation 

of assets and review of the recovery performance are to be undertaken by 

Block-level SGSY committees (working under district-level and state-level 

committees). The individual benefi ciaries have to be selected in the village 

assembly with the involvement of banks and the district administration. 

There are also special safeguards under the SGSY for the vulnerable 

groups. For example, 50 per cent of the self-help groups to be formed are 
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to be comprised exclusively of  women and 40 per cent of  the individual 

benefi ciaries are to be women. In addition, scheduled castes and tribes 

and the physically disabled are to constitute 50 per cent and 3 per cent, 

respectively, of individual benefi ciaries.

Financial assistance under the SGSY to individuals or groups is given 

in the form of a subsidy by the government and credit by banks, as was 

the case with the IRDP. Banks can classify their lending under the SGSY 

as (central bank mandated) priority-sector lending but are liable for all the 

risks of these loans.14 The subsidy allowed under the program is uniform at 

the rate of 30 per cent of the project cost subject to a ceiling of Rs 7500 per 

individual, and 50 per cent of the project cost with a ceiling of Rs 125 000 for 

group projects. For irrigation projects there is no ceiling on the subsidy.

Instead of setting annual targets, the SGSY aimed at covering 30 per cent 

of below-poverty-line families, as classifi ed by administrative identifi cation, 

in fi ve years of  operations (1999–2004). As of  31 March, 2001, SGSY 

had 1.03 million benefi ciaries with bank credit of  Rs 14.5 billion along 

with government subsidies of Rs 6.9 billion. By the end of the third year 

(March 2002), only 2.56 million of the targeted poor families were covered, 

comprising less than 5 per cent of  the fi ve-year target. Thus there was 

no acceleration in coverage and pace of  implementation; the number of 

poor families covered by the erstwhile IRDP in the last two years of  its 

implementation was 17 per cent higher than covered in the fi rst three years 

of SGSY implementation (CAG, 2003). 

Impact of the SGSY
Several other problems exist with the implementation of the SGSY. The 

intended integration of activities of different agencies has not happened. 

In most states, there was no evidence of proper planning that was crucial 

to setting in motion the overall process identifi ed for implementation. 

Selection of  key activities was undertaken without involving concerned 

agencies, including banks, as specifi ed in the guidelines. Project reports for 

the selected activities were either not prepared or were highly defi cient. Even 

the identifi cation of individual benefi ciaries and the formation of groups 

lacked involvement of line departments and banks, as envisaged. There is 

also no evidence of an overall shift of focus, as planned, from individuals to 

groups, in part because implementing agencies have been unable to ensure 

proper evolution of self-help groups and there have been delays in release 

of funds to sustain their evolution.15

Subsidies combined with weak governance are an irresistible magnet 

for corruption, and the SGSY is no exception with pervasive malpractice 

by lower-level officials. State-wise surveys show a uniform pattern of 

deductions made by bank offi cials, as much as 10 per cent of the amount, 
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on loans sanctioned under SGSY. With the cooperation of local offi cials, 

banks have also made illicit ‘charges’ on the benefi ciaries. In other cases, 

over 20 per cent of  the subsidy component was charged under different 

ways as ‘speed money’ or ‘convenience charges’. Several instances have been 

found of local offi cials providing the assets to benefi ciaries, in collusion with 

intermediaries, in contrast with the requirement that assets be purchased 

by benefi ciaries from approved suppliers in exchange for cash payment by 

the benefi ciaries. 

Malpractice is pervasive not just at the micro-level of implementation of 

SGSY. According to an audit test check of Rs 9.9 billion spent on SGSY 

(of  a total reported expenditure to date of  Rs 30.6 billion) as much as 

54 per cent of the funds (Rs 5.3 billion) were either diverted, misutilized 

or misreported (CAG, 2003). Of the Rs 5.3 billion, about Rs 1.2 billion 

were invested by the state governments in special term deposits, Personal 

Ledger Accounts and Civil Deposits. Rs. 1.1 billion were accounted for by 

infl ated expenditures, and the remainder were attributable to irregularities 

in expenditure or misutilization of funds. This refl ects both extremely low 

levels of governance in implementation and the desperate fi scal situation 

in most states, which are seeking funds in any manner possible to fi nance 

their defi cits.

The design innovation in SGSY – relying on self-help groups rather 

than individuals – can help reduce leakage since the eligible groups are 

to comprise only members classifi ed as poor under the administrative 

identifi cation system. These groups are formed by a variety of  sources, 

including village development offi cials, village government representatives 

and NGOs. This innovation can reduce leakage errors relative to those 

in the predecessor IRDP and associated schemes that were as high as 25 

per cent to 33 per cent. However, the formation of  such groups is time 

consuming and not always feasible. Groups, once formed, have to be in 

operation for at least six months before becoming eligible for SGSY loans. 

Often such groups cannot sustain themselves due to differences and even 

suspicion amongst members, making it diffi cult for a poor household to 

access the SGSY, and leading to higher targeting errors of undercoverage. 

It is expected that such type one errors will diminish over time if  there is 

greater success in forming self-help groups. However, corruption and poor 

governance appear to have been immune to the design innovations of the 

SGSY. Their effect ultimately is to divert scheme resources to offi cials and 

middlemen, leading to higher leakage.

Finally, moving from implementation to the impact of the SGSY, there 

are important problems constraining creation of a sustainable productive 

asset base for the low-income self-employed. Despite attempts at a holistic 

approach, in practice there are no services available to support assets acquired 
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by the benefi ciaries, such as technical and advisory services and marketing. 

Due to the limited ability of government departments in identifying dynamic 

business opportunities, the implementation of SGSY has tended to focus 

excessively on one particular type of asset, such as dairy cows or sewing 

machines, and effective marketing of products is often diffi cult. In several 

situations, the lack of  adequate insurance for acquired assets, such as 

livestock, can make it impossible for benefi ciaries to repay loans in case of 

accidental death. The acquisition of assets that ultimately prove unfruitful, 

due to poor decisions by the benefi ciary, inadequate support services, non-

marketable output, or other constraints, can result in transforming a large 

number of intended benefi ciaries from being simply poor, to being poor, 

as well as defaulters to the formal fi nancial system.

Rural Housing Scheme – Indira Awas Yojana (IAY) 

After being virtually neglected for the first three decades after Independence, 

rural housing was included as a major activity in the 1980s in the National 

Rural Employment Program and the Rural Landless Employment Guarantee 

Program, both early predecessors of the SGRY rural employment scheme. 

In 1985, for the first time specifi c proportions of rural employment funds 

were earmarked for construction of  houses for Scheduled Castes and 

Scheduled Tribes and freed bonded labor. This was the origin of the IAY, 

which continued as a sub-scheme of  the JRY – another predecessor of 

the SGRY.

According to the 1991 Census, 3.4 million households were without shelter 

of  any kind while 10.3 million households were living in unserviceable 

houses. Adjusting for population growth, the central government projected 

a net housing shortage between 1997–2002 at 18.8 million units, of which 

8.5 million new houses would need to be constructed and another 10.3 

million upgraded. A National Housing and Habitat Policy was adopted in 

1998, aimed at providing ‘Housing for All’ and proposing construction of 

almost 11 million units in the ninth fi ve-year plan (1997–2002), against the 

projected shortage of 18.8 million units. The residual gap, along with the 

additional defi ciency arising from population growth, was envisaged as a 

target to be met in the tenth plan. However, only fi ve million units could 

be constructed between 1997–2002 under the IAY and other CSS schemes 

(CAG, 2003). 

The objective of  the IAY is to provide dwelling units free to the rural 

population below the poverty line. It specifi cally targets poor households 

belonging to scheduled castes and tribes, freed bonded laborers and other 

specifi ed categories (the disabled and since 1996 families of members of the 

armed forces killed in action). Grants-in-aid are provided to benefi ciaries 
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with a ceiling of Rs 20 000 in plain areas and Rs 22 000 in hilly or diffi cult 

areas. The scheme also allows up to Rs 10 000 for upgrading of temporary 

and unserviceable units. The house is registered in the name of the female 

household member, or jointly in the name of  husband and wife of  the 

benefi ciary household. In addition, an integral requirement of  the IAY 

scheme is provision of a smokeless cooking stove (chulha) and a sanitary 

latrine in the houses constructed.

The implementation of the IAY scheme follows the familiar pattern of 

delegation to local units, with the district rural development agencies and 

Zilla Parishad entrusted with implementation, coordination, monitoring 

and evaluation at the district level. Specifi cally, targets are decided at the 

state level based on estimates of number of people below the poverty line 

and the number of homeless, and district targets are developed based on the 

numbers of those eligible and estimates of rural income and productivity. 

Using these targets, the district rural development agencies and Zilla 
Parishad decide the number of houses to be constructed in each Panchayat 
and inform the Gram Panchayat. Local community-based organizations 

and NGOs with a proven track record, if  available, are also associated with 

construction of IAY houses. The village assembly (Gram Sabha) in each 

village selects the benefi ciaries restricted to the target allotted based on the 

list of eligible households, and forwards the list to the Gram Panchayat.
The IAY enjoys considerable support since it creates a visible and valuable 

asset for benefi ciaries, leading to improved security and economic and social 

status. Unlike other schemes where benefi ciaries have to work in return for 

assistance, the IAY provides grants with minimal requirements on the part 

of benefi ciaries. Thus, in contrast to other targeting programs, the IAY has 

not undergone major transformations or reincarnations since its inception 

almost two decades ago. 

Impact of IAY
Nonetheless, there are also severe problems in its implementation, caused in 

part by its design of large, unencumbered grants. The lump sum payment 

of Rs 20 000 is large enough to again attract substantial corruption. Local 

politicians, including Members of  Parliament, Members of  Legislative 

Assemblies, and even village heads, view this as an important mechanism 

for patronage for supporters and there is clear evidence of a high proportion 

of benefi ts being manipulated towards this end. These machinations are a 

natural outcome of the context of the scheme, since the total allocation of 

grants-based IAY, although substantial, is miniscule relative to potential 

demand based on the number of poor households without housing in the 

country.16 
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The substantial size of individual grants also makes this a popular scheme 

with local offi cials, since it is large enough to withstand large ‘unoffi cial’ 

fees running into several thousands of rupees. As a consequence, safeguards 

built into the design of  the scheme have stayed on paper. For example, 

payments for each stage of  construction are to be made only when the 

preceding stage has been completed, and individuals are required to make 

their own arrangements for construction. In particular, offi cials are not 

allowed to engage contractors on behalf of the benefi ciaries. According to a 

recent audit by the Auditor General, almost one-third (31 per cent) of IAY 

funds were misused (CAG, 2003). Of this, almost half  was accounted for 

by the depositing of funds by state governments into current accounts, civil 

deposits, or treasuries outside the government account. The remainder was 

due to misappropriation, unapproved works, and unauthorized activities. 

Almost 20 per cent of  the audited money was spent on construction of 

houses through contractors. Over-infl ated expenditures combined with poor 

quality of  dwellings was a natural outcome. In particular, only half  the 

houses constructed were provided with smokeless stoves and 43 per cent 

of the houses were constructed without sanitary latrines. 

Against this backdrop of  corruption and poor governance in 

implementation of the IAY, it should be noted that the targeting performance 

of  the IAY has not been too bad, with only about 2.2 per cent of  the 

benefi ciaries not being eligible.17 The problem with the IAY is its small size 

relative to the eligible population (implying exclusion through rationing) 

and severe attrition in funds actually reaching the poor due to corruption 

(again raising type two targeting errors of leakage).

National Old Age Pension Scheme (NOAPS) 

India has virtually no comprehensive system of old age protection. Less 

than 10 per cent of  the labor force has pension coverage, primarily in 

the formal sector and there was no central government scheme relating 

to old-age security until recently (although many state governments had 

assistance schemes for the poor aged). The Government of India introduced 

the NOAPS in 1995 as part of the National Social Assistance Program.18 

The scheme is relatively small with an allocation of less than Rs 5 billion 

in 2000–01 relative to an estimated 70 million destitute-aged in the country. 

However, it is one of the few successful targeting programs in operation, 

with low leakage of benefi ts from intended benefi ciaries.

The NOAPS targets old persons who are considered destitute in the sense 

of not having any regular means of subsistence on their own or through 

fi nancial support from family members. Applicants have to be above 65 

years, and benefi ciaries are expected to provide certifi cates of age and proof 
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of their destitute status. At the launch of the scheme, each state had an initial 

ceiling on number of benefi ciaries, not exceeding half  of the offi cial below-

the-poverty-line population in the state above age 65, as estimated through 

the administrative identifi cation system. The targeting is done by selection 

of  benefi ciaries by Gram Panchayats based on targets communicated by 

state governments. The amount of  the pension is modest – Rs 75 or US 

$1.60 per month per benefi ciary – though the state governments can add 

to this amount from their own resources.

Implementation of  the program is done by authorities at the district 

level with the assistance of  Panchayats. The latter assist in selection of 

benefi ciaries and are also responsible for reporting the death of a pensioner, 

and have the right to stop or recover payments sanctioned on the basis 

of  false information. The central government transfers funds directly to 

the district administration through district rural development agencies in 

biannual installments, while benefi ciaries are paid through accounts in banks 

or other fi nancial institutions. Cash payments are also allowed, provided 

they are made in public before the village assembly.

Impact of NOAPS
Evaluations of NOAPS have shown the scheme is functioning well in terms 

of  targeting and implementation without corruption and interference. 

The program has largely reached scheduled populations and women; the 

coverage of  women was 40 per cent to 60 per cent across the states. In 

evaluations done of project benefi ciaries, a third of benefi ciaries were found 

to be neglected by their family or living alone, another third were found to 

have a dependent (mostly a spouse), and did not have a regular source of 

income in the remaining cases. 

The delivery mechanisms for NOAPS benefi ts also appear to be functioning 

well. For example, benefi ts are transferred directly to benefi ciaries through 

cheques, postal money orders or cash payments in public meetings. A review 

by IMI (2001) in Orissa found this process worked well with cash payments 

made by village workers in the presence of the village head (Sarpanch) at 

a fi xed time each month.

The implementation problems of  NOAPS are primarily bureaucratic. 

First, since many states had pension schemes before the introduction of 

NOAPS, the implementation of NOAPS is under different agencies across 

the states. Thus, although the Ministry of Rural Development is the executing 

agency at the center, the agencies at the state level may be departments of 

labor, social welfare, or health. These state departments have little or no 

interaction with the district rural development agencies, nor do they have any 

role in the fl ow of funds that are transferred directly from the center to these 

agencies. Consequently, state implementing agencies have little ownership in 
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NOAPS. There are too many entities involved in implementation without 

clear demarcation of responsibilities (ORG, 1998). Another outcome of this 

is irregular timing of payments to benefi ciaries, which can be problematic 

if  the recipients are severely liquidity constrained. 

Further, given that birth certifi cates are still issued only to a small part 

of the population, documenting proof of age is an extremely cumbersome 

and arbitrary process. The registration procedure requires several proofs and 

certifi cates. This problem applies even more strongly to proving a destitute 

status, since criteria for identifying the destitute are not clear and different 

states follow their own norms. As a consequence, potential applicants have 

to undergo substantial transaction costs in dealing with the bureaucracy 

in the application process. The fact that the size of the pot available is so 

small relative to potential demand makes the problem of red-tape worse 

for applicants. 

In sum, therefore, NOAPS is a welcome contrast from the typical 

targeting programs in India, actually transferring its modest benefi ts in 

entirety to intended benefi ciaries, with little evidence of leakage to ineligible 

applicants. The absence of corruption can be related to the fact that the 

amounts involved are small and benefi ts may be transferred directly either 

into accounts of  the benefi ciaries or in cash. At the same time, given its 

modest benefi ts and delivery mechanism, resulting in minimal leakage, the 

scheme is unlikely to attract political backing, and grow in size.

Drought Prone Areas Program (DPAP)

The DPAP is another small but relatively more successful targeting activity in 

India, aimed at mitigating the adverse effects of drought on the production 

of  crops and livestock. It also encourages restoration of  an ecological 

balance and seeks to improve the economic and social conditions of the 

poor and disadvantaged sections of the rural community. Initiated like many 

other targeting programs in the early 1970s, the DPAP started as a Rural 

Works Program in 1970–71, aimed at creating assets to reduce severity of 

drought wherever it occurred, and to provide employment in drought prone 

areas. The Rural Works Program became the DPAP in 1973–74. Unlike 

other targeting, the program has retained its identity over time, though it 

was restructured in 1986–87 to focus more explicitly on a narrower objective: 

creating long-term assets aimed at drought prevention. 

The program was supplemented by guidelines issued in 1994 that were 

intended for all watershed programs implemented by the government, 

but were taken up primarily by the Ministry of  Rural Development in 

its schemes. These guidelines laid special emphasis on active mobilization 
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and participation of  stakeholders in the program, including planning, 

implementation and subsequent management of  assets created. Thus, 

the DPAP appears to be one of the few programs where evaluations have 

actually led to ‘enlightened’ policy design (Nayak et al., 2002).

Under the DPAP, benefi ciaries’ villages are selected by district rural 

development agencies at the district level. User groups undertake area 

development by planning and implementing projects on a watershed 

basis through watershed associations and committees constituted from 

among themselves. Their efforts are facilitated at the district level by the 

development agencies, who provide funds and technical assistance. A project 

implementation agency, constituted by government, non-government or 

a private commercial entity and having requisite technical and social 

organizational skills, works with the watershed committee to prioritize, 

sequence and implement the rehabilitation over a five-year period. 

Funds are released directly to the district rural development agencies to 

sanction projects and release funds to watershed committees and project 

implementation agencies. 

Impact of DPAP
Evaluations have shown the DPAP to be working well, though the 

performance is uneven. The transfer of  funds directly to district rural 

development agencies and the involvement of the community through user 

groups and NGOs has tended to discourage misappropriation of funds. In 

cases where local offi cials and the local elite have strong infl uence, they can 

in principle and have in practice misutilized the funds. Local offi cials have 

contributed to diverting funds through providing misleading information 

about the status of work undertaken. In general, though, as noted by Rao 

(2000), context-specifi c factors have affected the performance of  DPAP. 

In Gujarat, committed NGOs led to positive outcomes, while in Madhya 

Pradesh, success emanated due to a tradition of community participation 

in tribal regions. On the other hand, as noted by Mahapatra (2001), large 

sums of DPAP funds, up to 30 per cent to 40 per cent, were diverted in the 

state of Rajasthan.

Design-related implementation problems of the DPAP are, in part, due 

to efforts at making it more participatory, which has tended to contribute 

to its success while making implementation diffi cult in other situations. 

For example, there have been problems in identifying suitable project 

implementation agencies in several cases. Administrative fi eld staff typically 

have no incentive in pursuing participatory approaches, leaving planning 

and execution of  schemes to district offi cials. Strict orientation towards 

achieving physical targets has also led to too little time to undertake and 

promote social organization.
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MACRO DEVELOPMENTS AND FINANCIAL 
SUSTAINABILITY

It is well recognized that sustained and equitable economic growth inevitably 

leads to poverty reduction. However, the impact of  growth on poverty 

reduction can be lessened if the growth is accompanied by rising inequalities. 

In addition, substantial segments of the population may benefi t less from 

growth, and may need targeted assistance. During the 1980s and 1990s, India 

saw the highest GDP growth rates in the fi ve decades since Independence. At 

the same time, poverty rates have declined steadily from a peak of more than 

60 per cent in the late 1960s to approximately half  that in 1999. Substantial 

controversy has surrounded the latest estimates of  poverty in India, but 

there is little doubt poverty declined in the 1990s, perhaps to roughly 30 per 

cent. Using this estimate, poverty incidence as measured by the headcount 

ratio declined by six to seven percentage points during the 1990s and by 

the same amount in the 1980s. The average GDP growth rate during the 

1980s and 1990s was 5.7 per cent and 5.8 per cent respectively, placing India 

amongst some of the fastest-growing economies over these 20 years, though 

inequality as measured by the Gini coeffi cient worsened from 0.29 to 0.38 

in the 1990s (UNDP/ESCAP 2003). This clearly exemplifi es the correlation 

between economic growth and poverty reduction.

However, during the 1970s, with substantially lower growth rates, poverty 

declined equally sharply, from 56 per cent in 1970 to 43 per cent by 1983, 

with the largest decline occurring between 1978–83. This decline in poverty 

incidence coincides with the populist approach initiated by the Prime Minister 

at that time, Mrs Indira Gandhi, which included policies like nationalization 

of  the banking sector and adoption of  the slogan ‘Garibi Hatao’ (or 

Eliminate Poverty). Many of the targeting programs in existence today were 

initiated in the fi rst part of the 1970s. It is arguable that these schemes have 

continued to date, albeit with mergers, restructuring and reincarnations, due 

to their political utility to the government. Successive different governments 

at the center have not only continued with these interventions but have 

added to them, leading to proliferation and multiplicity. Although several 

other factors could contribute to the popularity of these schemes, this also 

suggests the schemes are having an impact on the ground. However, two 

important questions in this context are, are these expenditures sustainable 

and how effective are these programs?

In terms of fi nancial sustainability, it is useful to distinguish the narrowly 

targeted programs and other CSS schemes of the government from the more 

broadly targeted expenditures due to subsidies. While the total size of the 

CSS is roughly Rs 350 billion, aggregate central budgetary subsidies are in 

the range of Rs 850 billion. This latter fi gure amounted to 4.6 per cent of 
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GDP and 53 per cent of net receipts of the government. When expenditure 

on subsidies by state governments is also included, the picture is far worse. 

Aggregate budgetary subsidies of central and state governments combined 

were almost 13.5 per cent of GDP in 1998–99. Some components of this 

aggregate, particularly the food subsidy, have been rising sharply in recent 

years. At the same time, budget defi cits of  the central government have 

ranged between 5 and 6 per cent of  GDP through much of  the 1990s, 

and in 2002 the total defi cit of  central and state governments combined 

exceeded 10 per cent of  GDP. In this context, the large expenditures on 

subsidies are unlikely to be sustainable in the long run. Moreover, they will 

also tend to squeeze out expenditures in other areas, including narrowly 

defi ned targeting programs. Several recommendations have been made to 

streamline and reduce expenditures on subsidies, though the process will 

obviously face political constraints.

Among the targeting programs, the self-employment schemes (IRDP 

in the past and SGSY now) have had a credit component combined with 

a subsidy. The implementation of these schemes has involved bank loans, 

but repayment rates have been quite low. For example, almost 71 per cent 

of  all bank accounts in the Indian banking system are Small Borrower 

Accounts, defi ned as accounts with credit outstanding of  less than Rs 

25 000. IRDP loans accounted for slightly more than one-third of all such 

accounts in the commercial banking sector. Low repayment rates on these 

accounts have contributed to a worsening position of banks in terms of 

non-performing assets. For the public banks, gross non-performing assets 

were 6 per cent of  assets and 2.9 per cent net of  provisions in 2000. For 

the Regional Rural Banks, catering specifi cally to rural areas, the fi gures 

were much worse with non-performing assets being 23.2 per cent of assets 

in 2000. The higher level of non-performing assets in the latter refl ects the 

poor performance of  priority credits (including the IRDP and SGSY), 

which have non-performing assets of  35 per cent, much higher than on 

non-priority loans. Only about half  of  the small accounts in total were 

classifi ed as standard assets by banks, with the rest being sub-standard, 

doubtful or loss assets. Provisioning for non-performing assets may add 

between one and two percentage points to the cost of credit in India (Long 

and Srivastava, 2002).

CONCLUSIONS

Poverty targeting in India has achieved some modest success but in general the 

picture is highly disappointing with very considerable evidence, principally 

from offi cial ‘grey cover’ reports, of  high leakage and misappropriation. 
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Problems of  implementation, whether at the center, the state or the 

district level are clearly evident. At the highest political level successive 

governments have failed to take responsibility for streamlining the system 

of CSS, presumably because it is not a genuine political priority and because 

they fear challenging the local vested interests that have built up behind 

the present ineffi cient system. The multiplicity of schemes, and their sheer 

numbers, contributes to the problem of poor governance. Each scheme, 

with its own paperwork and bureaucratic requirements, adds to the load 

on the point of convergence – the district-level administration – which is 

part of implementation irrespective of whether funds are transferred via 

state governments or directly from the center.

The delegation of  implementation of  CSS to officials at the local 

government level and the local village or community institutions in principle 

should lead to greater ownership of the programs, but in practice has often 

contributed to the problem of corruption and weak governance. Inadequate 

institutional capabilities of  lower tiers of  government and inequities in 

power within villages allow capture by local elites and the corruption 

of  government offi cials. Decentralization, an appealing solution at the 

conceptual level to improving delivery on the ground, has faced severe 

problems at the level of actual implementation.

The central problem that emerges clearly from the evaluation studies on 

these programs is that of poor governance. Gross violations of prescribed 

norms and guidelines of implementation are common, resulting in use of 

intermediaries, falsifi cation of records, and provision of false information. 

Targeting programs with a large component of individual subsidy or large 

income transfers attract the attention of  corrupt offi cials and the local 

elite. Substantial proportions of funds in such schemes are extracted from 

benefi ciaries through illegal means (bribes and other special levies), aside 

from manipulating the benefi ts towards those not eligible. The effect in both 

cases would be to increase leakage, diverting resources to those not intended 

for coverage under the schemes. However, problems of corruption and poor 

governance are not confi ned to the targeting programs alone, but also affect 

more broadly large segments of government expenditures.

There have also been technical diffi culties in the operation of  many 

schemes. The key means of identifying the poor has relied on the system 

of administrative identifi cation, designed initially to provide food security 

through the public distribution program. Secondary targeting – using 

indicators such as social category, gender or geographical location – is used, 

but in conjunction with administrative identifi cation. For the requirements of 

the targeted public distribution system, the government sought to implement 

administrative identifi cation by dividing the population into those above 

and below the poverty line. However, this exercise has been implemented 
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poorly, leading to ineligible families being included as poor and families 

actually below the poverty line being excluded. Given the immense poverty 

in the country, with almost 80 per cent of the population living at below 

US $2 per day and a comparable proportion malnourished, attempts to 

overcome information asymmetries by directly ‘tagging’ families as below 

the poverty line, have faced conceptual and operational problems, resulting 

in errors of both undercoverage and leakage. 

Food-for-work schemes have used targeting based on self-selection, which 

in principle should lead to the absence of either type of targeting errors. 

However, there is ample evidence that such schemes have also been misused. 

The choice of  assets in self-employment schemes has tended to be poor, 

leading to dissipation of the assets acquired. This often refl ects the poor 

literacy and human capital level of  the benefi ciaries, but the problem is 

compounded by the absence of supporting services (technical, marketing 

and business support) to the recipients.

The life of  community assets developed through schemes depends 

critically on the social mobilization and community ownership of  the 

assets. Technical departments of the government are typically ill-equipped 

to provide support in this area, nor do they have incentives for doing so.

Some benefi ts for the poor have been achieved and some forms of scheme 

have had more success at minimizing targeting errors. More modest schemes 

with small regular payments to recipients have tended not to be worth the 

effort of funds diversion and hence show only very low leakage. There have 

been welcome initiatives in involving community and self-help groups and 

NGOs. Schemes where disbursal of benefi ts and scheme-related decisions 

are undertaken in public show fewer opportunities for corruption. Some 

NGOs may be better placed than government departments to provide 

the support needed by poor households in building up assets through 

employment creation schemes. There is some evidence that involvement 

of NGOs in targeting programs has been accompanied by relatively better 

implementation (although screening of  NGOs is also critical). Also the 

operationalizing of self-help initiatives can be complex. 

In short, as yet greater efforts at transparency and accountability have 

not materialized in parallel with the attempts at devolving powers to lower 

tiers of government. The combination of low literacy and human capital 

amongst the poorest of the poor, inequitable power structures within many 

rural areas, and lack of transparency, allow greater room for corruption 

to fl ourish amongst offi cials and the local elite. Greater involvement of 

benefi ciary communities and community-based organizations such as 

NGOs should be attempted at each stage of  implementation as part of 

program design. Shining a torch in areas darkened by lack of transparency 

will assist in curbing malpractice and corruption. The way forward is not 
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easy, but for India a considerable amount is now known on the problems 

faced by poverty-targeting initiatives.

NOTES

 1. In recent years surveys of varying detail are undertaken every fi ve years.
 2. For example, in 1996–97 state governments raised about 37 per cent of the combined 

revenues of the center and the states, but undertook over 58 per cent of total expenditures 
by the two tiers of government. For a more comprehensive discussion of the federal fi scal 
architecture, see Joshi (1999). 

 3. In addition to the Center and the States, a third tier of the government, namely local 
bodies, also exists but was not mentioned in the Constitution until 1993 when the 73rd and 
the 74th Constitutional Amendments assigned some functions to the local bodies. Under 
the 73rd Amendment to the Constitution, states were required to introduce a strengthened 
system of local government (Panchayat Raj). The government structure at the district level 
and below is now three tiered, though the names of each tier occasionally vary across 
states. The three tiers are (1) Zilla Parishad at the district level; (2) Panchayat Samiti at 
the block level; and (3) Gram Panchayat at the local level, typically comprising a group 
of villages. In addition, each village has a Gram Sabha or village assembly comprising all 
adults in the village, and to which certain development and other functions are allocated. 
Although the effective transfer of power to lower tiers of government has varied across 
states, most CSS including poverty-targeting programs are implemented through local 
government units.

 4. The fi scal year in India is from 1 April to 31 March. These data refer to budget allocations. 
Actual utilization by the States is typically much lower due to various factors (Shariff  et 
al., 2002).

 5. Initially most of these schemes were fully fi nanced by the central government but this 
has evolved over time into a shared burden with states contributing anywhere from 10 
to 90 per cent of the scheme funding, with 25 per cent as the typical norm.

 6. For example, during the ninth five-year plan the department of  Agriculture and 
Cooperation ran 147 schemes with a fi ve-year outlay of Rs 92.3 billion, implemented 
by 7500 people working in 182 offi ces across the country. Similarly, there were 17 
independent schemes under the department of  Women and Child Development, all 
aimed at development of women (GOI, 2000). 

 7. Under the Targeted PDS eligible families were issued with ration cards for use at fair 
price shops. They are entitled to a ration of foodgrains per month (set at 35 kg in 2002) 
at half  the normal price in the PDS shops.

 8. In a case study of three villages in Uttar Pradesh, one of the largest and poorest states in 
the country, Srivastava (2004) documents the process of identifi cation of poor households. 
None of  the villages had cards issued, though the survey was completed. In practice, 
the survey was substituted by a list of poor households in each village drawn up by the 
Village Development Offi cer in consultation with the village chief (instead of an open 
meeting of the village assembly) and forwarded to the district level. At the same time, it 
was expected some names from the list would be deleted at higher levels of administration 
due to a ceiling on the total number of poor. Meanwhile, many village residents were 
confused by a profusion of color-coded cards allowing different privileges, due to cards 
issued earlier as part of the PDS as well as other cards issued under a state-government 
scheme targeting poor households. 

 9. For example, according to the National Sample Survey, 70 per cent or more of the total 
population consumed less than 2100 calories per day in all available years since 1993–94. 
Data from the National Nutrition Monitoring Bureau shows that 48 per cent of all adults 
are malnourished, while according to the National Family Health Survey, almost 47 per 
cent of all children are malnourished (Karat, 2003).
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10. Administratively those seeking to work in EAS had to fi rst apply and register. A project 

report had to be prepared initially, submitted to the district administrator (the Collector), 

who then would seek funds from the central Ministry. In practice Collectors took key 

decisions on where and how the funds would be used (GOI, 2000).

11. In one of the six villages, the head was also the owner of the subsidized food outlet, while 

in another the local administration had close ties to the owner of a ‘toddy’ (country-liquor) 

shop. Instead of the mandated wage of Rs 56 per day, men in that village were given Rs 

40 and two bottles of toddy and women received Rs 30 and one bottle (Deshingkar and 

Johnson, 2003).

12. A host of other schemes co-existing with the IRDP, such as the Training of Rural Youth 

for Self  Employment, Development of Women and Children in Rural Areas, Supply of 

Improved Toolkits to Rural Artisans and the Million Wells Scheme, were merged into 

the SGSY.

13. Small borrower accounts are defi ned as accounts with less than Rs 25 000 outstanding, 

and accounted for 71 per cent of total bank deposits in 2001.

14. Commercial banks in India are required to target 40 per cent of their lending to priority 

sectors defi ned by the government. 

15. Formally self-help groups may be formed by NGOs or by offi cials of local government 

(or even banks). However, once formed, members of  a group have to meet regularly 

over a period of at least six months, make regular contributions of funds, and maintain 

proper books before becoming eligible to receive funding from banks under the SGSY 

scheme.

16. The popularity of IAY as a source of patronage is evidenced by requests by members 

of the national parliament for a larger quota of housing whose allocation is under their 

control (Nayak et al., 2002).

17. The CAG audit tested about a third of the expenditures under the IAY, which cumulatively 

built almost fi ve million units during the reference period. An examination of a third 

of this amount, that is roughly 1.6 million units, found that roughly 2.2 per cent of the 

benefi ciaries (34 542) were ineligible (CAG, 2003).

18. There are two other CSS schemes under the National Social Assistance Program, namely 

the National Family Benefi t Scheme and the National Maternity Benefi t Scheme. The 

government is also introducing pension reforms to increase fi scal sustainability of  its 

pension liabilities and expand coverage to the informal sector.
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3. Poverty targeting in Indonesia

 Ari A. Perdana and John Maxwell 

INTRODUCTION

Prior to the economic and fi nancial crisis (henceforth the Crisis) that gripped 

Indonesia in the late 1990s the previous 30 years had seen a substantial 

reduction in poverty brought about largely through rapid economic growth 

rather than through special measures, that is programs and policies that 

were specifi cally targeted at the poorest sections of the community. The real 

gains in poverty reduction, and the accompanying signifi cant improvement 

in a key range of  socio-economic indicators – such as declining infant 

mortality and rising school enrollments, literacy rates, nutrition and living 

standards – were achieved against a backdrop of sustained economic growth 

and the general improvement and expansion of public infrastructure and 

community social services. Of particular importance were the provision 

of  basic education and health facilities through an active construction 

program of schools and community health centers. Important also were 

the development and expansion of roads and communication networks, a 

rural electrifi cation program, and the provision of supplies of clean water. 

These programs were all largely funded out of  the public purse through 

the national development budget (see Booth, 2000 and Hill, 1996: 198–9, 

1994: 105–7).

Despite the fact that Indonesia has always been a poor country where 

poverty has always been a fact of life, and although there had previously 

been a number of government general development programs that provided 

indirect assistance to those who were among the poorest sections of  the 

community, especially in rural areas, it was not until 1994 that a government 

program was introduced that was specifi cally targeted to address the problems 

of poverty. In that year, as part of the Sixth Five Year Development Plan 

(Rencana Pembangunan Lima Tahun or REPELITA VI), the government 

announced an ambitious special assistance program, known as Inpres Desa 

Tertinggal (IDT), which was designed to assist all villages throughout the 

country that had been identifi ed as poor. We include this initial program in 

our review of the targeting of anti-poverty programs below.
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If  the Indonesian government had been slow to initiate programs that 

were deliberately targeted at the poor, preferring general economic growth 

to provide the main mechanism to lift people out of poverty, this strategy 

suddenly had to be reassessed after the onset of  the Crisis. It appeared 

that the combined fl ow-on effects of the meltdown in the fi nancial sector 

had wiped out much of the gains of  the past three decades. The sudden 

alarming increase in poverty made it imperative that some special assistance 

measures were put in place for those who were most exposed and at risk. 

As Indonesia had never developed an effective social security system that 

might offer protection for the poor and the most vulnerable during a 

period of sudden economic shock, there were grave fears about the social 

consequences of the crisis, especially as there was a surge in the prices of 

basic commodities, such as foodstuffs, during 1998 and real wages fell by 

about a third (Feridhanusetyawan, 2000). The response to the Crisis was 

the introduction of a package of measures under a general Social Safety 

Net program and these formed the core of the poverty targeting strategy. 

Prior to examining the effectiveness of these measures we fi rst survey the 

data on poverty trends in Indonesia.

POVERTY IN INDONESIA: PRE AND POST THE CRISIS

During more than 30 years in power, the reduction of absolute poverty was 

one of the most signifi cant achievements of the New Order government. In 

the mid-1970s, more than 50 million people, or around 40 per cent of the 

population, were living below the poverty line. In the late 1980s and early 

1990s, poverty incidence has been reduced to below 30 million or less than 

20 per cent of the population. In 1996, a year before the onset of the Crisis, 

the poverty level had been reduced to an estimated 22.5 million people or 

around 11 per cent of the population. The New Order’s success in reducing 

poverty has been attributed to rapid economic growth, especially from the 

mid-1980s, after the government undertook a series of structural adjustment 

policies, including privatization and economic deregulation, combined with 

rural development and employment programs (Booth, 2000: 83–5).

In sharp contrast to these trends, the Crisis that began in late 1997 created 

widespread social distress in many parts of  the country. A fall in GDP 

was accompanied by massive job losses as bankruptcies and cutbacks in 

production multiplied. This led to a sharp rise in open unemployment and 

underemployment. As a result, there was a signifi cant increase in the number 

of people living below the poverty line and a marked deterioration in income 

distribution. 
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The household-level adjustments resulting from the Crisis took the 

form of  changing patterns of  household income and expenditure. The 

sharp reduction in real income forced people to accept work at lower rates 

of  remuneration, consume their savings or sell their assets to cope with 

increasing levels of  expenditure. The increase in prices was considerably 

larger than the increase in nominal urban wages. For low-income families, 

where much of their expenditure was absorbed by food, the sharp increase 

in food prices signifi cantly reduced their purchasing power, lowered their 

food consumption, and reportedly, even led to cases of  starvation in 

some areas.

Table 3.1 presents the results of the offi cial poverty headcount calculation 

(proportion of the population below the poverty line).1 It shows that the 

Crisis increased the number of people living below the poverty line from 34.5 

million (17.7 per cent of total population) in 1996 to 49.5 million (or 24.2 per 

cent) in 1998.2 After reaching a peak in 1998, poverty figures began to decline 

in the following years. A reduction in food prices from the second quarter of 

1999 contributed signifi cantly to this trend, with the poverty line falling by 2 

and 6 percentage points in urban and rural areas respectively (Badan Pusat 

Statistik, 2001: 583). The Central Bureau of Statistics published two sets 

of offi cial poverty figures for 1999. The first set of figures was based on the 

results of the full national Social Economic Survey (SUSENAS) conducted 

in February. A slight improvement in the economy, especially with a lower 

rate of infl ation and the return to positive GDP growth, reduced poverty 

levels to 48.4 million (23.5 per cent). The second set of figures, based on a 

Mini-SUSENAS3 conducted in August, revealed a more signifi cant decline 

in poverty to 37.5 million (18.2 per cent).

Offi cial poverty fi gures in the subsequent years were estimated based on 

the core database of the full SUSENAS, with both the number of the poor 

and the incidence of  poverty continuing to show a declining trend after 

February 1999.4 The incidence of  poverty and the numbers of  the poor 

continued to decline slightly in 2001. As the economy continued to recover, 

the average real incomes of the poor also began to rise. Hence, although 

the poverty line also rose, on average nominal income increases more than 

compensated for this.

There is need for caution in interpreting and drawing comparisons 

between the various sets of offi cial poverty fi gures presented by the Central 

Bureau of Statistics, since some of the calculations were based on different 

surveys. For example, the estimates for December 1998 and August 1999 

were drawn from Mini-SUSENAS data, which cover only about 10 000 

households, compared with the 65 000 households covered by the SUSENAS 

consumption module. In an attempt to produce a comparable set of fi gures 

for the poverty rate since the emergence of the Crisis, the Social Monitoring 
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and Early Response Unit (SMERU) Research Institute has published a 

consistent series of poverty measurements (Suryahadi et al., 2003a). The 

study used the data from the SUSENAS and Mini-SUSENAS database, 

the 100-Village Survey,5 as well as several estimates by Gardiner (1999),6 

and Frankenberg and Beegle (1999).7 These independent poverty estimates 

are presented in Figure 3.1. Despite the differences in results, both series 

show similar poverty trends.

Regional Analysis

From the offi cial poverty statistics in Table 3.1, we can see that both the 

number of the poor and the headcount poverty rate have always been higher 

in rural areas than in urban areas. But if  we consider the relative changes 

to poverty before and after the Crisis, it is apparent that urban poverty 

rose faster than rural poverty. A comparison of  the SUSENAS data in 

February 1996 and 1999 shows that the numbers of  poor households in 

Table 3.1  The offi cial poverty line, poverty numbers and poverty incidence, 
1996–2001

 Poverty line Headcount poverty rate Poor population

 (Rp per month) (%) (million)

Year Urban Rural Urban Rural Total Urban Rural Total

1996a 38 246 27 413 9.7 12.3 11.3 7.2 15.3 22.5

1996b 42 032 31 366 13.6 19.9 17.7 9.6 24.9 34.5

1998c 96 959 72 780 21.9 25.7 24.2 17.6 31.9 49.5

1999d 92 409 74 272 19.5 26.1 23.5 15.7 32.7 48.4

   (19.4)h (26.0) (23.4) (15.6) (32.3) (48.0)

1999e 89 845 69 420 15.1 20.2 18.2 12.4 25.1 37.5

   (15.0) (20.0) (18.0) (12.3) (24.8) (37.1)

2000f 91 632 73 648 14.6 22.1 18.9 12.1 25.2 37.3

2001g 100 011 80 832 9.8 24.9 18.4 8.5 28.6 37.1

Notes: 
a Based on the 1996 SUSENAS database and standard.
b Based on the 1996 SUSENAS database, applying new (1998) standard.
c Based on the December 1998 Mini-SUSENAS.
d Based on the February 1999 SUSENAS.
e Based on the August 1999 Mini-SUSENAS.
f Estimated result based on the 2000 SUSENAS Core data, excluding Maluku and Aceh.
g Estimated result based on the 2001 SUSENAS Core data, excluding Maluku and Aceh.
h The numbers in parentheses are fi gures without East Timor.

Source: Badan Pusat Statistik, Statistics Indonesia (2000, 2001).
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urban areas rose by 60 per cent, twice the rate of increase in rural areas. 

This reveals the nature of  the Crisis as more of  an urban phenomenon, 

and is consistent with the fi ndings from the sectoral analysis of  poverty. 

The sectoral analysis, presented in the following section, shows that the 

relative increase in poverty was higher in the modern sectors, which are 

mostly located in urban areas.

From a regional perspective, Table 3.2 illustrates that the increase in 

poverty during the Crisis was greatest in Java and Bali, and throughout 

western Indonesia in general. While the western part of  Indonesia has a 

lower poverty rate compared with the eastern regions of the country, the 

increase in poverty was much greater in western Indonesia since most of the 

hard-hit modern sectors are located there. However, the fi gures in Table 3.2 

only illustrate relative comparisons. In absolute terms, poverty rates remain 

larger in rural areas of Indonesia, and throughout eastern Indonesia. 

Sectoral Analysis

The sectoral analysis of poverty is illustrated in Table 3.3 with the headcount 

poverty fi gures disaggregated by sectoral sources of  household income 

between February 1996 and 1999, as calculated by Pradhan et al. (2000).8 

During the Crisis, an increase in the incidence of poverty was evident in all 

sectors. In absolute terms, the agriculture sector had the highest number of 

the poor both before and after the Crisis. It also consistently has the highest 

share of poor people within the total population. Pradhan et al. (2000: 20) 

argued that people working in agriculture have always been the poorest, 

relative to other sectors, and that poverty incidence in agriculture was still 

high after the Crisis, despite it not being as hard hit as the modern sectors. 

Since the agriculture sector is also the largest in terms of  employment, 

although the Crisis seemed to have the greatest impact on the modern 

sectors of  the economy, the numbers of  those living in poverty in the 

agriculture sector remained the highest. However, after the Crisis, there 

was a decline in the agriculture sector’s share of  those living in poverty. 

On the other hand, the modern sectors’ shares of  poverty – especially 

manufacturing industry, trade, hotels and restaurants and fi nancial services 

– all increased signifi cantly.

Poverty Depth and Severity

As discussed in Chapter 1 the poverty gap and the squared poverty gap are 

used frequently to measure the depth and severity of poverty, respectively. 

Table 3.4 shows calculations of  poverty gap and severity indices by the 

SMERU Research Institute. 

Weiss 01 chap01   84 8/2/05   12:34:36 pm



T
ab

le
 3

.2
 

 H
ea

dc
ou

nt
 p

ov
er

ty
 r

at
e 

an
d 

po
ve

rt
y 

nu
m

be
rs

 b
y 

is
la

nd
s 

an
d 

re
gi

on
s,

 1
99

6–
99

 
H

ea
d

co
u

n
t 

p
o

v
er

ty
 r

a
te

 
N

u
m

b
er

 o
f 

p
o

o
r

 
(%

) 
h

o
u

se
h

o
ld

s 
(m

il
li

o
n

)

G
ro

u
p

 o
f 

Is
la

n
d

s 
1
9
9
6

a
 

1
9
9
9
 

%
 c

h
a
n

g
e 

 
1
9
9
6

a
 

1
9
9
9
 

%
 c

h
a
n

g
e 

 
 

 
1
9
9
6
–
9
9
 

 
 

1
9
9
6
–
9
9

S
u

m
a
tr

a
 

1
5
.4

6
 

1
9
.8

1
 

2
8
.1

4
 

6
.3

 
8
.6

 
3
6
.5

1

Ja
v
a

 a
n

d
 B

a
li

 
1
6
.3

2
 

2
3
.3

4
 

4
3
.0

1
 

1
9
.3

 
2
8
.9

 
4
9
.7

4

K
a
li

m
a
n

ta
n

 
1
5
.0

1
 

1
9
.8

7
 

3
2
.3

8
 

1
.6

 
2
.2

 
3
7
.5

0

S
u

la
w

es
i 

1
9
.1

9
 

2
1
.1

0
 

9
.9

5
 

2
.6

 
3
.1

 
1
9
.2

3

O
th

er
 i

sl
a
n

d
sb

 
3
8
.5

4
 

4
3
.5

1
(4

3
.5

7
) 

1
2
.9

0
 

4
.7

 
5
.6

(5
.2

) 
1
9
.1

5

W
es

te
rn

 I
n

d
o

n
es

ia
 

1
6
.1

0
 

2
2
.4

2
 

3
9
.2

5
 

2
5
.6

 
3
7
.5

 
4
6
.4

8

E
a
st

er
n

 I
n

d
o

n
es

ia
b
 

2
4
.4

2
 

2
8
.2

1
(2

7
.8

7
) 

1
5
.5

2
 

8
.9

 
1
0
.9

(1
0
.5

) 
2
2
.3

6

In
do

ne
si

a 
17

.6
5 

23
.5

1(
23

.4
3)

 
33

.2
0 

34
.5

 
48

.4
(4

8.
0)

 
40

.2
9

N
ot

es
:

a
 

B
a
se

d
 o

n
 t

h
e 

1
9
9
6
 S

U
S

E
N

A
S

 d
a
ta

b
a
se

, 
a
p

p
ly

in
g

 n
ew

 (
1

9
9

8
) 

st
a

n
d

a
rd

.
b
 

T
h

e 
n

u
m

b
er

s 
in

 p
a
re

n
th

es
es

 a
re

 fi
 g

u
re

s 
w

it
h

o
u

t 
E

a
st

 T
im

o
r.

S
ou

rc
e:

 
B

P
S

, 
S

ta
ti

st
ic

s 
In

d
o

n
es

ia
 (

2
0
0
0
, 

2
0
0
1

).

85

Weiss 01 chap01   85 8/2/05   12:34:36 pm



T
ab

le
 3

.3
 

H
ea

dc
ou

nt
 p

ov
er

ty
 b

y 
se

ct
or

 a
nd

 c
on

tr
ib

ut
io

n 
to

 t
ot

al
 p

ov
er

ty
 

 
F

eb
 1

9
9
6
 

F
eb

 1
9
9
9
 

C
h

a
n

g
es

 

 
 

 
in

 t
h

e 

 
S

ec
to

ra
l 

S
h

a
re

 o
f 

S
ec

to
ra

l 
S

h
a
re

 o
f 

h
ea

d
co

u
n

t 

 
h

ea
d

co
u

n
t 

p
o

v
er

ty
 

h
ea

d
co

u
n

t 
p

o
v
er

ty
  

ra
te

,

 
p

o
v
er

ty
 

(%
) 

p
o

v
er

ty
 

(%
) 

1
9
9
6
–
9
9
 (

%
)

S
ec

to
rs

 
ra

te
 (

%
) 

 
ra

te
 (

%
) 

 

A
g
ri

cu
lt

u
re

 
2
6
.2

9
 

6
8
.5

4
 

3
9
.6

9
 

5
8
.3

8
 

5
0
.9

7

O
th

er
 

1
3
.2

9
 

0
.1

0
 

3
2
.0

0
 

0
.2

7
 

1
4
0
.7

8

M
in

in
g
 a

n
d

 q
u

a
rr

y
in

g
 

1
5
.3

4
 

1
.0

1
 

2
9
.8

1
 

1
.0

0
 

9
4
.3

3

C
o

n
st

ru
ct

io
n

 
1
4
.0

4
 

5
.4

2
 

2
8
.9

7
 

5
.5

2
 

1
0
6
.3

4

T
ra

n
sp

o
rt

 a
n

d
 c

o
m

m
u

n
ic

a
ti

o
n

 
8
.8

5
 

3
.3

2
 

2
4
.0

2
 

5
.5

8
 

1
7
1
.4

1

M
a
n

u
fa

ct
u

ri
n

g
 i

n
d

u
st

ry
 

1
0
.6

9
 

5
.7

1
 

2
2
.9

2
 

7
.7

1
 

1
1
4
.4

1

T
ra

d
e,

 h
o

te
l,

 r
es

ta
u

ra
n

t 
7
.9

6
 

8
.1

0
 

1
7
.6

3
 

1
1
.1

3
 

1
2
1
.4

8

E
le

ct
ri

ci
ty

, 
g
a
s,

 w
a
te

r 
6
.1

0
 

0
.1

6
 

1
4
.1

8
 

0
.1

7
 

1
3
2
.4

6

C
iv

il
, 

so
ci

a
l,

 a
n

d
 p

ri
v
a
te

 s
er

v
ic

es
 

5
.7

3
 

5
.7

2
 

1
3
.1

3
 

7
.3

6
 

1
2
9
.1

4

F
in

a
n

ce
, 

in
su

ra
n

ce
, 

le
a
si

n
g
 

1
.2

4
 

0
.0

6
 

5
.2

3
 

0
.2

3
 

3
2
1
.7

7

R
ec

ei
v
in

g
 t

ra
n

sf
er

a
 

6
.5

8
 

1
.8

6
 

1
5
.5

7
 

2
.6

5
 

1
3
6
.6

3

To
ta

l 
9.

75
 

10
0.

00
 

16
.2

7 
10

0.
00

 
66

.8
7

N
ot

e:
 

a
 I

n
d

iv
id

u
a
ls

 t
h

a
t 

ea
rn

 i
n

co
m

es
 f

ro
m

 t
ra

n
sf

er
.

S
ou

rc
e:

 
P

ra
d

h
a
n

 e
t 

a
l.

 (
2
0
0
0
).

86

Weiss 01 chap01   86 8/2/05   12:34:36 pm



 Poverty targeting in Indonesia 87

Table 3.4 Poverty gap and severity indices, SMERU calculation, 1996–99

 Poverty gap Squared poverty gap

Year Urban Rural Total Urban Rural Total

1996 0.5 2.1 1.6 0.1 0.5 0.4

1997 0.3 2.7 2.3 0.1 0.8 0.6

1998 1.4 7.0 6.0 0.4 2.7 2.3

1999 1.5 3.6 2.8 0.4 1.0 0.8

Source: Suharyadi et al. (2000a).

The SMERU poverty estimates show that before the Crisis, the poverty 

gap had declined in urban areas but had worsened in rural areas. During 

the Crisis, all indices in both areas show a signifi cant jump between 1997 

and 1998, with those for urban areas increasing more rapidly than for rural 

areas. It is interesting to note that between 1998 and 1999 the rural poverty 

gap and severity index declined, while they remained relatively unchanged 

in urban areas, further evidence that the economic crisis was an urban 

phenomenon. However, in absolute terms, the poverty gap (and its relative 

change) in rural areas remained much greater than in urban areas.

Another way to illustrate the depth and severity of poverty is to calculate 

the incidence of chronic poverty. A household is considered to be in a state 

of chronic poverty – sometimes also referred to as ‘structural poverty’ – if  

the level of consumption is well below the poverty line. This segment of the 

poor does not possess adequate access to economic resources.9 Sen (1999) 
defi nes such a condition as ‘capability deprivation’, which is more serious 

than just income or wealth deprivation.10

Suryahadi and Sumarto (2001) show that more than half  of the increase 

in poverty between 1996 and 1999 was due to an increase in chronic poverty. 

The proportion of chronic poor within the total population increased from 

3.2 per cent to 9.5 per cent during this period. Unlike transient poverty, 

improvements in general macroeconomic performance might not have a 

signifi cant infl uence on the living conditions of  the chronic poor. This 

means that the benefi ts of  economic growth and the control of  infl ation 

may not affect the poorest segment of society. As a consequence, specifi c 

targeted interventions are required to tackle the problems of  chronic 

poverty. Sumarto and Suryahadi (2001) also revealed that the Crisis not 

only increased poverty incidence, but it also signifi cantly increased the 

number of Indonesian households with a high vulnerability to poverty, in 

the sense of a high probability of falling below the poverty line in the face 

of adverse shocks. They estimated that the proportion of households that 
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were statistically not poor, but faced a relatively high probability of falling 

below the poverty line, increased from 6.8 per cent in 1996 to 18.4 per cent in 

1999, an increase of more than 170 per cent over the pre-Crisis fi gure. This 

increase in vulnerability can be partially attributed to dis-saving on the part 

of the poor. As their savings diminished, this group became more exposed 

to future economic shocks. Adjustments to their pattern of  expenditure 

have also increased the vulnerability of poor households, especially where 

they have been forced to reduce their spending on investment in education 

and health in favor of basic needs. 

In summary, after signifi cant improvements in poverty in previous decades 

in the late 1990s the number of households living below the poverty line 

increased substantially after the Crisis, as a result of  lower real incomes 

and the absence of  an effective social safety net. The magnitude of  the 

impact of the crisis on poverty underlined the need for a comprehensive 

set of  measures that would provide some level of  special assistance for 

those families and individuals worst affected. Consequently, it suddenly 

became more crucial than ever for the government to identify as accurately 

as possible the most deserving sections of  the community, and to make 

decisions about how to target assistance, so that this was delivered in an 

effi cient and timely manner. The effective targeting of anti-poverty programs 

became an issue of national importance with the introduction of a package 

of social safety net measures in 1998. 

DATA SOURCES FOR TARGETING

Accurate, reliable and up-to-date data about poverty are vital for both 

program planners and implementers as they seek to locate the precise 

whereabouts of  the poor and ensure that program benefi ts are delivered 

to those who are most deserving of  special assistance. Before we begin 

to consider the targeting of  particular poverty alleviation programs in 

Indonesia in any detail, it is important to make some general observations 

about the particular problems associated with the data that have been used 

for the purposes of identifying poverty in Indonesia, both at a geographic 

level and at the household level.

In an archipelagic country as geographically diverse as Indonesia there 

have been considerable diffi culties in accounting for poverty on a geographic 

basis. The offi cial poverty statistics that are presently available provide 

poverty estimates to the provincial level and on an urban/rural divide, but 

do not break down poverty data beyond that point, for example to the 

district (kabupaten) and sub-district (kecamatan) levels. 
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In the immediate post-Crisis period, a precise account of  the social 

impacts of  the Crisis was not immediately available to the central 

government and its senior offi cials who tended to regard the whole of the 

country as being equally affected. In fact, by late 1998 information was 

appearing to show that the Crisis was quite heterogeneous in its impacts 

and that urban areas were hardest hit, as was Java-Bali, and much of eastern 

Indonesia.11 However, there was a tendency for many of  the emergency 

poverty alleviation measures that made up the government’s Social Safety 

Net program to apply a safety blanket over the entire country, relying on 

local offi cials and program implementers to ‘fi ne-tune’ the targeting at lower 

levels of administrative authority.

Regarding information about poverty at the household level, the only 

available source of  data that covers the entire country in a thoroughly 

comprehensive manner has been that produced by the National Family 

Planning Coordinating Board (BKKBN), which produces a classifi cation of 

family welfare (kesejahteraan) compiled from a national registration based 

on the work of an army of village-based, family planning cadre. One of the 

major criticisms of the BKKBN registration is that, in marked contrast to 

the Central Board of Statistics (or BPS) socio-economic surveys and census 

that employ paid and trained data collectors and enumerators, the village 

cadre who carry out the BKKBN registration are unskilled and do the work 

in an honorary capacity. Although this is substantially true and must have 

some infl uence on the accuracy of the registration process, this must also be 

balanced against the advantages of local knowledge.12 The data is collected 

on a regular basis and the results are updated annually. 

The variables upon which this classifi cation was originally based covered 

food consumption patterns, the type of health care family members were 

able to access, the possession of alternative sets of clothing, the material 

and size of  the fl oor of  the family home, and the ability of  household 

members to practice their religion. Families that failed to meet certain 

minimum standards in any one of  these fi ve areas were registered in the 

lowest welfare category, referred to as ‘pre-prosperous families’ (keluarga 
pra-sejahtera or KPS).13 

As a result of  widespread criticisms from various quarters about the 

suitability of applying such a classifi cation to determine socio-economic 

status for the purposes of targeting poverty programs, during 1999 BKKBN 

were persuaded to distinguish two additional categories of families based 

on particular ‘economic’ criteria. Consequently, from that year BKKBN 

have been producing a separate classifi cation of those families in the two 

lowest welfare categories, ‘pre-prosperous families’ (keluarga pra-sejahtera 

or KPS) and ‘level 1 prosperous families’ (keluarga sejahtera 1 or KS-1) 

for economic reasons. These two additional classifi cations are referred to 
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as KPS ALEK and KS-1 ALEK.14 The indicators used by village-based, 

family planning cadres to determine which families fall into these categories 

are as follows: any family will be classifi ed as KPS ALEK if  it fails to meet 

any one of the following criteria:

• All family members are usually able to eat at least twice a day;

• All family members have different sets of clothing for home, for work 

or school, and for formal occasions;

• The largest section of the fl oor of  the family home is not made of 

earth; and

• Sick children are able to receive modern medical attention and women 

of fertile age are able to access family planning services.

Any family will be classifi ed as KS-1 ALEK if  it fails to meet any one 

of the following criteria:

• At least once a week the family is able to eat meat, fi sh or eggs;

• Every family member has obtained at least one new set of  clothes 

during the past year;

• There is at least 8 m2 of  fl oor space in the family home for every 

member of the household; and

• All children between seven and 15 years of age are presently attending 

school.

As we shall see in our account of specifi c programs, too close a dependence 

upon this classifi cation has created some serious problems. However, in the 

diffi cult circumstance of mid-1998 when many of the safety net programs 

were being conceived in haste because of  the prevailing sense of  crisis – 

fueled by some alarming reports in both the domestic and international press 

that later proved to be unnecessarily alarmist and exaggerated – program 

planners really had no other option but to fall back on the BKKBN data 

as there was really no alternative listing at the village level of  poverty or 

welfare status.

By contrast, the National Socio-Economic Survey (SUSENAS) data on 

consumption and expenditure, which has been widely used by both BPS and 

independent scholars to calculate poverty rates and poverty lines, is only 

available as part of a survey of a selected sample of the entire population. 

The SUSENAS is carried out on an annual basis (usually in February 

every year), and consists of  a Core survey that is administered to over 

200 000 households, and which is estimated to cover more than 800 000 

individuals across the entire country. It collects data on a broad range of 

socio-economic indicators, including education, health and employment as 
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well as consumption and expenditure. From this sample group, a subset of 

65 000 households are surveyed on a certain topic or set of issues in much 

greater detail. This is referred to as the SUSENAS Module. Once every three 

years, as in 1999, the SUSENAS Module collects detailed information about 

consumption and expenditure, and this is widely regarded as the best data 

source for calculating poverty incidence as measured by consumption. 

In addition, from time to time BPS uses the SUSENAS to collect data 

on other matters in what are referred to as Special Modules. In 1999 the 

SUSENAS included a Special Module on the government’s Social Safety 

Net program. Consequently, the 1999 SUSENAS – both the Core survey 

and the Special Module – has been an invaluable tool of  analysis for 

those observers who have monitored and analyzed the effectiveness of the 

targeting and program performance. We consider the results of these studies 

below. However, it is important to bear in mind some important limitations 

of this data source. 

The 1999 Special Module consisted of  a set of  special survey items 

designed to test each respondent’s awareness of  and participation in the 

Social Safety Net programs (Badan Pusat Statistik, 1999). Yet some of 

the questions were framed in a deliberately general manner, avoiding, for 

example, reference to the offi cial names of specifi c programs that were not 

likely to be widely known by village respondents. Yet there was still the 

possibility of confusion about which actual programs or poverty alleviation 

measures were being surveyed. 

Another issue of  particular importance is the precise period of  time 

being covered by the 1999 SUSENAS Special Module. Respondents were 

surveyed in February about their knowledge of  and participation in the 

Social Safety Net programs during the preceding six months (that is from 

August–September 1998). However, many programs did not properly get 

underway until well after July 1998, and the actual implementation of some 

measures, and the delivery of  assistance to benefi ciaries, did not really 

begin until early 1999. This means that since only the fi rst period of the 

implementation of the safety net programs is covered by the survey, any 

conclusions that extrapolate to the period after that date should be treated 

with caution. No further questions about participation in these programs 

were included within the annual SUSENAS until the 2002 round when 

a further limited series of  items were included as part of  the SUSENAS 

Core. This has enabled some comparison of performance across a wider 

time frame and has been used in at least one of the most recent analytical 

studies (Sparrow, 2003a). 

Another data source, the 100 Village Survey conducted by the Central 

Board of  Statistics and UNICEF, also contained some questions about 

Social Safety Net program participation in its October 1998 round and 
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several of the earliest studies assessing these programs were based on an 

analysis of the results (Cameron, 2001 and Suryahadi et al., 1999). However, 

this survey of 12 000 households in 100 relatively poor rural villages located 

in 10 districts and 8 provinces was far more limited in its scope. Moreover, 

the original selection of locations had not been designed to be statistically 

representative of  the entire country. As a result, the fi ndings from these 

studies, although they gave some indication of important trends, are not as 

reliable as the later studies that were based on the full 1999 SUSENAS.

TARGETED POVERTY PROGRAMS 

As far as actual poverty alleviation programs are concerned, it has not 

been possible to include in this chapter all those programs that have been 

implemented in Indonesia at various times – before, during and after the 

Crisis – especially since some of these programs have not been independently 

and rigorously evaluated. A complete list of  such programs would also 

include some of the major donor-funded initiatives, in particular several 

infrastructure and community development loan projects such as the World 

Bank’s Village Infrastructure Project (VIP/P3DT), Kecamatan Development 

Program (KDP/PPK), and Urban Poverty Project (P2KP).15 Some of these 

programs had broader community development aims and were not intended 

simply as poverty alleviation measures, although this was still an important 

consideration. There were also several 1998 donor-funded drought relief  

programs that directed special assistance to poor rural villages. We 

concentrate, however, here on those key programs that have already been 

subjected to some serious analysis, and in particular where there have been 

published studies of the effectiveness of program targeting. 

Although the combination of the Crisis, and the accompanying political 

and social turmoil of  the early months of  1998 contributed to a delay 

of nearly a year before any signifi cant action was taken, in mid-1998 the 

government announced a package of social safety net measures designed 

to cover the following areas of need:

• Employment – emergency job creation schemes to provide work 

opportunities for the poor

• Food security – a program to provide certainty over both the availability 

and affordability of the rice staple throughout the entire country

• Education – special assistance both to poor families and poor 

schools

• Health – a package of measures designed to ensure that public health 

care services were accessible and affordable for the poor.
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While the initial plans were announced in June and given further substance 

with the announcement of the details of the IMF reform package in July, 

various authors have pointed out that neither the Indonesian government 

nor its senior offi cials within the responsible ministries were well prepared 

for the implementation of this social rescue package. In fact, the bureaucracy 

itself lacked the necessary experience in such matters, and regrettably, it was 

inevitably caught up in the political turmoil of mid-1998 to the point where 

demoralization frequently contributed to inaction (Feridhanusetyawan, 

2000: 155–8).

Further announcements from the National Planning Board (Badan 
Perencana Pembangunan Nasional or BAPPENAS) about the social safety 

net, outlining a planned expenditure of Rp 17 trillion in September 1998 

created the impression that this body was closely coordinating the entire 

program. Although BAPPENAS spokespersons continued to give the 

impression in public pronouncements that this was the case, in reality 

the safety nets announced were little more than a collection of disparate 

programs that were planned and implemented by separate government 

agencies with little or no effective coordination between them. The entire 

package of measures was supported both as a whole and in its component 

parts by donor assistance, including a controversial World Bank loan known 

as the Social Safety Net Adjustment Loan. During late 1998 and throughout 

1999 there were frequent allegations in the press and protest demonstrations 

from civil society groups claiming that the Social Safety Net program was 

being poorly implemented and the funds misdirected. The reputation of the 

entire Social Safety Net program was adversely affected by these campaigns, 

even though the protests were usually directed at one or two particular 

programs that had gained particular notoriety in the press and were the 

subject of  allegations of  corruption on the part of  local offi cials.16 We 

will consider the targeting of the most important of these programs in the 

following section. A summary of the programs is presented in Table 3.5.

Village Programs

The Inpres Desa Tertinggal (IDT), literally translated as the Neglected 

Villages Program, was an attempt by the New Order government to reach 

out to those parts of the country that had not yet shared in the benefi ts of 

its development policies and the steady economic growth of the previous 

two decades. By targeting direct assistance to the poorest sections of society 

in these locations, the government aimed to speed up the reduction of 

Indonesia’s already declining poverty rate. The program formally began in 

1994 with the strong backing of President Suharto through the announcement 

of a Presidential Decree (Instruksi Presiden or INPRES).17 
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IDT applied geographic targeting to provide small-scale credit to poor 

households living in the poorest or most neglected villages throughout the 

entire country. The program channeled funds worth US $200 million per 

year over a three-year period (1994, 1995 and 1996), which were targeted to 

more than 20 000 poor villages across Indonesia (Pangestu and Azis, 1994; 

World Bank, 1995). Each participating village received a block grant of Rp 

20 million (US $8700)18 that was to be used as a base fund for small-scale 

revolving credit (dana bergulir) to be made available to selected groups of 

people within the village. The credit was to be directed at a range of self-

employment activities (Alatas, 1999: 1). 

The identifi cation of  the poor who were the intended targets of  the 

program was carried out through a two-stage process. Firstly, the IDT 

villages were selected, and then secondly, community organizations within 

the villages decided which particular households should receive the funds. 

The initial village selection process was carried out in June 1993, drawing 

on data obtained from the 1990 Podes survey conducted by BPS.19 The 

irregular Podes surveys (‘Village Potential’, Potensi Desa or Podes) are a 

complete enumeration of  every village in the country, and collect basic 

information and data about village characteristics. This includes crude 

population statistics, data about local economic characteristics, and the 

presence or absence of  basic infrastructure and government-provided 

facilities such as health services, schools, marketplaces, potable water, 

electricity and roads. For the IDT village selection process, BPS extracted 

some 25 relevant variables for urban areas and 27 variables for rural areas 

to make a classifi cation of neglected and non-neglected villages.20 For each 

of  these variables, villages were assigned scores from 0 to 5 to indicate 

their status. 

The determination of  whether a particular village was classified 

as ‘neglected’ was based upon two different types of  assessments, an 

examination of the range and standard deviation of village scores within 

the provinces, as well as the results of fi eld-based qualitative assessments 

by local offi cials. To be listed as an IDT recipient, a village had to satisfy 

two of the following three conditions: 

• a score less than or equal to the provincial average score minus one 

standard deviation, 

• a score less than or equal to the provincial maximum score minus 0.6 

times the provincial range, 

• an assessment by local offi cials that the village was poor, following a 

fi eld inspection.21
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Based on the June 1993 methods, 20 622 villages were classified as 

‘neglected’ (31 per cent of  all villages in Indonesia). Of  these neglected 

villages, 19 615 were in rural areas, and 1007 in urban areas (see Tables 

3.6 and 3.7). It needs to be pointed out that the allocation of IDT funds 

was not entirely free of political considerations, for in two of Indonesia’s 

most troubled provinces, Irian Jaya (now Papua) and East Timor (now an 

independent country), all villages were included as recipients of IDT funds 

at the 1994 selection. 

Table 3.6 Number of neglected villages in rural areas 1993–95

 Rural

 1993 1994 1995

 Village % Village % Village %

Western Indonesia 12 087 61.6 12 709 60.7 11 355 54.8

Java 5 427 27.7 5 648 27.0 5 610 27.1

Bali 81 0.4 92 0.4 91 0.4

Sumatra 6 579 33.5 6 969 33.3 5 654 27.3

Eastern Indonesia 7 528 38.4 8 242 39.3 9 366 45.2

Total 19 615 100.0 20 951 100.0 20 721 100.0

Note: Data in 1993, 1994 and 1995 are not comparable because of a modifi cation in the 
method of determining poor villages.

Source: Sumarto et al. (1997: Tables 2.6, 2.7, 2.8).

Table 3.7 Number of neglected villages in urban areas 1993–95

 Urban

 1993 1994 1995

 Village % Village % Village %

Western Indonesia 853 84.7 928 81.2 905 68.6

Java 663 65.8 681 59.6 666 50.5

Bali 17 1.7 19 1.7 18 1.4

Sumatra 173 17.2 228 19.9 221 16.7

Eastern Indonesia 154 15.3 215 18.8 415 31.4

Total 1007 100.0 1143 100.0 1320 100.0

Note: Data in 1993, 1994 and 1995 are not comparable because of a modifi cation in the 
method of determining poor villages. 

Source: Sumarto et al. (1997: Tables 2.6, 2.7, 2.8).
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The second stage in the process of  delivering the IDT assistance to 

the poor occurred at the village level. The program was designed to give 

village communities a certain degree of  freedom to set their own rules 

and procedures concerning the allocation of the funds within the village, 

although this meant that the process was not always accountable and that 

credit could be misdirected, especially since supervision and monitoring 

were notoriously lax and ineffective. 

In the recipient villages, community groups (Kelompok Masyarakat or 

Pokmas) of  poor households were established. According to anecdotal 

evidence, village leaders played a decisive role in the formation of  these 

Pokmas, which were usually based on the geographic distribution of 

poor households within a village. Each Pokmas had to submit a proposal 

explaining their plans for using the funds, and how the funds were to be 

distributed among members. These plans were subjected to scrutiny by 

the village council and its offi cials. According to IDT program guidelines, 

the available funds were intended for small-scale investment activities 

that were to be quick-yielding (so that credit could be rolled over to other 

poor households), reliant on available local resources, easy to market and 

contributed ‘value-added’ through generating additional household income. 

However, in reality there was a considerable tolerance and a wide degree 

of freedom for the Pokmas to include almost anything in the proposal. In 

cases of immediate need, proposals could even be used to meet the basic 

needs of poor households, and only physical village infrastructure projects 

were explicitly excluded from the IDT program. We are unaware of  any 

comprehensive studies of  the allocation of  IDT funds at the household 

level within villages. Hence, our analysis focuses on the effectiveness of the 

targeting at the broader level.

Effectiveness of targeting through village programs
If  we compare the proportion of  neglected villages with the proportion 

of  poor households throughout the country using the BPS headcount 

poverty rate, it is apparent that the percentage of villages classifi ed under 

the IDT program as ‘neglected’ (31 per cent) was signifi cantly higher than 

the percentage of  poor households in 1993 (13.7 per cent according to 

the BPS data). Sumarto et al. (1997: 12–13) have argued that the striking 

difference between these two fi gures was due to the quite different concepts 

used to determine poor households and ‘neglected’ villages.22 Household 

poverty is established using an ‘absolute’ measurement; a household is 

considered poor if  its average consumption and expenditure falls below a 

given threshold (the offi cial poverty line). In contrast, the ‘neglected’ village 

status was determined using a relative measure; a village was deemed to 

be ‘neglected’ if  its Podes-derived score is one standard deviation from the 
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provincial mean. However by the theory of probability, about 30 per cent of 

any distribution will be one standard deviation from the mean. Hence, using 

this procedure, in every province, there must always be some villages that 

will be defi ned as neglected, regardless of their actual condition. Moreover, 

two villages of  broadly similar socio-economic condition, but located in 

different provinces, could be treated differently because of  their relative 

position within their respective provinces (Alatas, 1999). 

Another problem that resulted from the method used to determine 

‘neglected’ village status was a marked geographic disproportion. Half  of 

all poor households in Indonesia (around 50 per cent) are in Java while 

more than 70 per cent of  all the IDT villages were located outside Java. 

This occurred because villages outside Java are mostly smaller in size and 

population than villages on Java (Sumarto et al., 1997; World Bank, 1996: 3). 

As a result, in terms of the number of IDT villages, there was a signifi cant 

disproportion in the number of ‘neglected’ villages on average per province 

off  Java than on Java.

Drawing on the results of a 1996 BPS pilot study of IDT in 384 villages 

in six provinces, Sumarto et al. (1997) demonstrate that the effectiveness of 

the IDT program in targeting poor households was indeed quite low, at least 

in the fi rst year of the program. Citing the results of the targeting in two 

provinces, Central Java and West Nusa Tenggara, as examples, their study 

shows that there were still a large proportion of the poor excluded from 

the program (see Table 3.8). In Central Java, about 30 per cent of villages 

were classifi ed as ‘neglected’, and 54 per cent of poor households lived in 

these villages. However, the remaining 46 per cent of poor households did 

not live in the IDT recipient villages and therefore did not benefi t from the 

program. In West Nusa Tenggara, 58 per cent of  all households in IDT 

villages were poor – only slightly more than the percentage in Central Java, 

but the percentage of IDT village was almost double that in Central Java. 

Nevertheless, about 46 per cent of poor households in West Nusa Tenggara 

lived in non-IDT villages. 

Since this study only considers the experience of two selected provinces, 

caution should be exercised in drawing conclusions about the entire IDT 

program. However, these two cases certainly illustrate the mis-targeting 

problem that arose as a result of the selection process. The two provinces 

selected as examples are also important for poverty analysis. Central Java 

is one of  the most heavily populated provinces with a high incidence of 

poverty in rural areas, while West Nusa Tenggara is one of  the poorest 

provinces in the country. Unfortunately, we do not have similar data to 

assess the 1994 and 1995 programs.
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Table 3.8  Comparison between neglected villages and location of poor 
population in IDT and non-IDT villages, in Central Java and 
West Nusa Tenggara, 1993

 Central Java West Nusa Tenggara

  Number of Number Number of

 Number of poor people of poor

Type of village villages % (million) % villages % households %

IDT villages 2524 30 2.47 54 330 56 65 274 58

Non-IDT villages 6006 70 2.13 46 262 44 46 850 42

Total 8530 100 4.6 100 592 100 112 124 100

Source: Sumarto et al. (1997: Tables 2.9 and 2.10).

During the second and third years of the program, the selection procedures 

were revised to eliminate fl aws that had been identifi ed in the selection 

criteria that made it diffi cult to give suffi cient consideration to the level 

of  household consumption (World Bank, 1996). In the initial selection 

process, too much weight had been given to infrastructure defi ciencies that 

do not always refl ect low levels of household consumption. Consequently, 

in late 1994, the fi eld observation criterion was dropped, and a smaller list 

of variables more closely related to economic welfare was used to obtain 

village scores. This new method may have been better at targeting poverty, 

since it was a more accurate refl ection of the social and economic condition 

of the inhabitants rather than physical location. In addition, villages with 

fewer than 50 families were eliminated from the program for the 1995 round. 

As a result, almost a third of  the villages that had been selected in 1994 

changed for the 1995 program. However, due to the change in the selection 

criteria, the 1995 and 1996 data could not be directly compared with the 

1994 data.

Despite the problems identifi ed in targeting the poor, the IDT program 

still had positive impacts for the recipients. Alatas (1999: 25–6) revealed 

that the IDT program increased the per capita total expenditure of village 

recipients, although not per capita expenditure on health care. The program 

also had a positive impact on employment, especially on female workers 

in rural areas, indicating a loosening of  the traditional labor market 

constraints for females in some rural areas. There was also a small positive 

impact on the school attendance rate. In addition, Akita and Setto (2000) 

have argued that the IDT program has been a relatively successful fi scal 

decentralization, which channeled funds from the center to regions, and 
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has had some signifi cant impact in reducing regional disparities, especially 

between the western and eastern regions of Indonesia.

Employment Programs

Emergency job creation measures to provide assistance to those who had 

lost their positions in the formal sector as a result of the Crisis became one 

of  the key planks in the government’s offi cial 1998/99 Social Safety Net 

program. However, there was really no single program of this kind, but an 

odd assortment of programs that were lumped together under this category 

in the offi cial pronouncements of the government’s policies. This collection 

of quite disparate programs – some of them were programs that had their 

origins before the Crisis erupted, while many more were rapidly brought 

into existence in the troubled months of 1998 – nevertheless shared certain 

common attributes. In theory, all drew upon labor-intensive methods, widely 

referred to in Indonesia by the term padat karya,23 usually to undertake 

some small-scale village-based infrastructure or public works projects, 

thus providing the maximum opportunities to absorb local unemployed 

or underemployed labor. 

Some of  these labor-intensive programs using the padat karya label 

were hastily developed by sectoral or line ministries to absorb recently 

retrenched workers, especially in rural areas. According to one estimate, 

the total number of programs that fell under this category may have been 

as many as 16 in the 1998/99 fi scal year, but by 1999/2000 the number of 

padat karya style programs had been reduced to two (Sumarto et al., 2001: 

8). However, in the fi rst year of the Social Safety Net program, there were 

padat karya programs announced by ministries such as Forestry, Religious 

Affairs and Public Works, sections of the national bureaucracy with little 

or no previous experience or record of accomplishment in the delivery of 

social welfare assistance. It has also been suggested that certain ministries 

took the opportunity presented by the government’s announcement of its 

intention to introduce a Social Safety Net program to capture a share of 

the budget that had been set aside for this form of social expenditure (Daley 

and Fane, 2002: 314).

It should therefore come as no surprise that many of these programs were 

widely criticized for their poor performance. Many of them did not last 

more than a few months before disappearing. There were numerous reports 

in the Indonesian press during the fi nal months of 1998 and throughout 

1999, instancing examples of poor and hasty planning, inadequate or non-

existent monitoring and supervision, and unsatisfactory implementation. 

Many of the projects were reportedly selected without adequate consultation 

with the local community, especially the poor and those who were most in 
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need of even short-term employment opportunities. As a result, much of 

the work on some of these padat karya programs was menial and mindless. 

There were also frequent complaints that a large proportion of the funds 

were being diverted into materials and equipment rather than being directed 

at labor-intensive tasks. This is in addition to widespread allegations of 

malfeasance on the part of local offi cials.

We should also bear in mind that during the second half of 1998 and into 

1999, some other programs were operating that were not actually intended 

to be listed as part of the government’s offi cial Social Safety Net program, 

but were nevertheless also applying padat karya principles. Some of these 

were development programs of a longer-term nature that had already been 

put in place before the Crisis began. This includes the second phase of the 

Village Infrastructure Project (VIP/P3DT), a program funded by a World 

Bank loan to deliver assistance to 2600 poor rural villages throughout 

Java and Sumatra (World Bank, 1996). To a certain extent, this program 

was building on the IDT model, but was much more closely supervised 

and monitored. During the second half  of 1998, and continuing in some 

locations into the early months of 1999, an emergency drought relief ‘crash’ 

program known as the Padat Karya Desa Program (PKDP) was operating 

in nearly 2000 villages in four eastern Indonesian provinces. This program 

was funded by a World Bank loan package, and directed at those rural 

villages that had been seriously affected by the 1997–98 El Niño-related 

drought (Swisher, 1999). 

Although not a formal part of  the Social Safety Net program, both 

these programs delivered block grants to fund small-scale infrastructure 

projects using labor-intensive methods. Drawing on both geographic 

and administrative targeting criteria, the villages selected to receive these 

programs were intended to be among the poorest, in the case of VIP, or 

suffering serious food shortages in the case of PKDP. It should be kept in 

mind that participation in both programs might well have been captured by 

the questions about participation in padat karya activities contained in the 

1999 SUSENAS Special Module on the Social Safety Net program. 

The targeting criteria that were used in many of the Social Safety Net 

labor-intensive programs were often poorly formulated. This applies 

especially to those schemes that were conceived in haste by the sectoral 

ministries in mid-1998. However, one common feature of all the padat karya 

type programs was a strong element of self-targeting or self-selection. Wage 

rates were supposed to be kept deliberately low, well below prevailing wages 

for unskilled agricultural labor in rural areas. This way, only those who 

were in real need would consider registering for the work gangs that were 

being formed. This was a conscious attempt to attract to the programs only 

those members of the village community who really were unemployed and 
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desperate for some temporary work, rather than those who had suffi cient 

resources or who were still gainfully employed. In practice, as with much else 

about these padat karya schemes, these rules were reportedly often fl outed, 

while supervision and sanctions were usually lax or non-existent. 

Impact of employment programs
How effective were the targeting outcomes in these labor-intensive 

employment safety net programs? Several preliminary studies drew on the 

results of  the 100 Village Survey,24 but the most complete analysis has 

been by Sumarto et al. (2001), drawing on data provided by the SUSENAS 

Special Module. This reveals that only 8.3 per cent of poor households (as 

defi ned by those households in the lowest quintile of per capita expenditure) 

were covered by these programs in the six months before February 1999. 

Meanwhile, 70 per cent of  those who took part in padat karya activities 

were from non-poor households, even though participation dropped off  

among the better-off  sections of the community. 

The authors use a simple targeting ratio to judge the effectiveness of the 

schemes. This is defi ned as ‘the ratio of participation of the non-poor in a 

program compared to the fraction of non-poor in the sample.’ It is derived 

by dividing the proportion of non-poor benefi ciaries for each program by 

0.8, which is the proportion of  non-poor in the sample (as the poor are 

the bottom quintile); see Sumarto et al. (2001: 14–18). If  all recipients are 

non-poor, the targeting ratio will be 1.25, whilst perfect targeting, where 

all benefi ciaries are poor, will mean a targeting ratio of  zero. Random 

targeting, where the non-poor and poor are equally likely to be benefi ciaries, 

will produce a targeting ratio equal to unity. For the employment creation 

schemes the result was a targeting ratio of 0.88, leading to the conclusion 

that targeting, far from being effective, was near to random. Table 3.9 gives 

their estimates of targeting ratios for a number of anti-poverty programs. 

Overall, ratios are high and relatively close to unity for all schemes, with 

the lowest ratio of 0.83 found for the Health Card program (see below). 

Although these results refer to a relatively brief  and early period for these 

schemes, the weak coverage of the poor relative to the better-off  suggests 

that these Social Safety Net programs were relatively ineffective.

Some other valuable insights gleaned from the SUSENAS data included 

the low participation rates for women (19 per cent) compared with men (81 

per cent), almost certainly a refl ection of the overwhelmingly heavy physical 

labor that was offered by these programs. The wage rates on offer appear 

to have not been very far below average wages for agricultural laborers, 

perhaps helping to explain why so many non-poor were attracted to the 

programs (giving a high leakage or type two error).
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PDM-PKE program
Mention should also be made of one particularly important social safety 

net program that, at least in part, can be included in the labor-intensive 

employment creation category although for reasons of its timing cannot 

be considered from a quantitative analytical perspective. This was the 

awkwardly named Empowering the Regions to Overcome the Impact of 

the Economic Crisis Program (Pemberdayaan Daerah dalam Mengatasi 
Dampak Krisis Ekonomi or PDM-DKE).25 With a total budget of  Rp 

1.7 trillion, the program consisted of  block grants delivered through a 

decentralized disbursement process, under the supervision of  district-

level committees and village implementation teams. The block grants 

were intended for local infrastructure improvements that would generate 

temporary employment opportunities using labor-intensive methods, 

and for the creation of revolving funds to provide credit to the poor and 

unemployed to support income-generating small-scale business activities. 

The size of the funds made available to villages varied from Rp 10 million 

to as much as Rp 1 billion, depending on size and the estimated numbers 

of the poor and unemployed. 

This program was conceived by BAPPENAS to be one of the centerpieces 

of the government’s social rescue package. It seems to have been designed by 

that agency’s planners to create the impression that this arm of the central 

government bureaucracy was really in charge of the coordination of the 

entire Social Safety Net program. However, the PDM-DKE program soon 

attracted considerable negative attention as one of the worst of the safety 

nets and was quickly mired in controversy with allegations of corruption 

and ‘money politics’. Much of the fi nal stages of the implementation of 

the program, in particular the disbursement of signifi cant amounts of cash 

at the district level to thousands of  specially created community groups 

in rural and urban villages throughout the entire country, occurred in the 

lead up to the 1999 national elections. Consequently, in the heated political 

atmosphere of the country’s fi rst democratic election campaign since the 

mid-1950s, charges of blatant pork barreling were leveled at the government 

and those offi cials who were directly in charge of the program.

The plans for the PDM-DKE program had been announced in November 

1998, and the program’s planners had stressed that this package was intended 

to be delivered as rapidly as possible, ostensibly to provide support to the 

poor and disadvantaged throughout the country who were still suffering 

from the economic impact of the crisis. However, the actual disbursement 

of funds did not begin to take place until March of the following year. As a 

result, although the various essential administrative preparations had started 

shortly after the program was announced, the actual physical work on any 

of the labor-intensive public infrastructure projects funded by this program 
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had not yet started when the February SUSENAS was conducted by BPS. 

Unfortunately, this means that participation in padat karya activities under 

PDM-DKE was not captured by the question asked of respondents in the 

SUSENAS Special Module on the Social Safety Net program. 

This point has never been made explicit in any of  those published 

quantitative analyses of the targeting of social safety net activities based on 

the data derived from the Special Module, even though frequent reference is 

made to the PDM-DKE program in these studies. The only specifi c analysis 

of this program was a rapid appraisal conducted by a team from SMERU 

in late 1998, the period when the administrative preparations and structures 

were being put in place at the local level.26 This qualitative fi eld survey study 

examined the operations of the PDM-DKE in 13 villages located within 

six districts across four different provinces.

In addition to reporting on the many problems that were already evident 

because of  the excessive haste with which such a complex and diffi cult 

program was being put into effect, the SMERU study revealed some of 

the serious targeting anomalies that were already becoming apparent. 

Although the intended benefi ciaries of the PDM-DKE program were the 

rural and urban poor and unemployed, it was apparent that in the villages 

in the rapid appraisal, credit was being directed instead to those who were 

better off  and who were considered more likely to repay their loans. As 

for the employment-generating infrastructure component, there was little 

evidence that the poor were being consulted over the selection of projects, 

and as a result, many infrastructure projects were being selected that did 

not provide benefi ts to the poorest section of the community. There were 

strong indications that excessive amounts were being diverted into materials 

and equipment instead of being made available for labor. These preliminary 

fi ndings appear to have been confi rmed by the many problems observed 

as the program funds were released in the months that followed. Serious 

shortcomings in the PDM-DKE program were a strong element in the 

World Bank’s decision to cancel the second tranche of the Social Safety 

Net Adjustment Loan.

Food Security

Food security was one of the most important issues to be addressed during 

the 1998 Social Safety Net program that had followed in the wake of the 

Crisis. There was serious concern that poor families, those most affected 

by falling real incomes and rising food prices, would be unable to afford 

to purchase rice, the staple foodstuff  for Indonesians in most parts of the 

country. As a result, a special food assistance program was designed that 

was intended to deliver a quantity of medium quality rice every month to 
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poor and needy families at a heavily subsidized price. The situation was 

compounded by the 1997–98 El Niño-related drought which had adversely 

affected agricultural output and food production, especially in the eastern 

regions of the archipelago. 

The program was known until 2002 by its Indonesian abbreviation OPK 

(Operasi Pasar Khusus or Special Market Operations).27 It was originally 

planned and put into effect by offi cials from the Ministry of  Food and 

Horticulture working in close collaboration with the National Logistics 

Agency (Bulog). Rice began to be delivered in selected parts of the country 

in July 1998, gradually spreading throughout every province, district and 

sub-district in the archipelago over the following months as the program was 

brought up to full scale. By mid-1999, Bulog had assumed full responsibility 

for the OPK program’s implementation.

When the program fi rst began, OPK aimed to deliver 10 kg of rice per 

month to poor families at Rp 1000 per kg. The targeting of those families 

who were to receive the assistance was based on the National Family 

Planning Coordinating Board (BKKBN) classifi cation of  family socio-

economic status. The intended benefi ciaries were those families listed in 

the lowest welfare category of the BKKBN classifi cation, those who were 

referred to as ‘pre-prosperous families’ (keluarga pra-sejahtera or KPS). 

As the government became increasingly concerned about the extent of the 

social and economic impact of the Crisis, particularly with rising rice prices, 

the program’s national allocation of rice was steadily increased so that ‘level 

1 prosperous families’ (keluarga sejahtera 1 or KS-1) could also be included 

as program benefi ciaries. From December 1998, the monthly amount that 

each participating family was to receive was also increased to 20 kg at the 

same subsidized price of Rp 1000 per kg.28 If  this intended allocation had 

indeed been achieved, it would have constituted an indirect net monthly 

income transfer of approximately Rp 20 000 to Rp 30 000 per family. 

Impact of the OPK program
However, a number of  studies subsequently revealed that the OPK 

program failed to achieve its objective of providing food security for the 

poorest sections of  society. The fi rst independent assessment of  OPK, a 

rapid appraisal conducted in fi ve provinces in late 1998, revealed a lack 

of effective public information about the program at the local community 

level and identifi ed serious shortcomings in the program’s administrative 

procedures. Most importantly, it was apparent that the approach that 

had been taken to target the benefi ciaries was ineffective since many poor 

families were identifi ed in the areas surveyed that were not receiving the 

subsidized rice.29 
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Following widespread criticism of many of the safety net programs during 

1999, the government responded with attempts to improve the targeting 

procedures and to tighten the eligibility criteria for programs such as OPK. 

As outlined earlier, the BKKBN classifi cation was revised to produce two 

additional categories of families based on ‘economic’ criteria – KPS ALEK 

and KS-1 ALEK. 

The reliability of the OPK program’s targeting of the poor was subjected 

to scrutiny in a number of analytical studies that appeared over the following 

two years. Of particular importance were the papers published by SMERU 

researchers that established that the coverage and targeting of  the OPK 

program was seriously defi cient (Suryahadi et al., 1999; Sumarto et al., 

2000; Sumarto et al., 2001). These studies used panel data from several 

rounds of the 100 Village Survey as well as data from the February 2000 

SUSENAS Special Module. According to one assessment, an estimated 

20.2 million households across Indonesia had received OPK rice during 

one six-month period, almost double the number of benefi ciaries recorded 

in various offi cial reports (Sumarto et al., 2000: 20). For comparison, see 

the fi gures in Irawan (2001: 19–20).

Furthermore, the OPK program’s coverage of  poor families – those 

in the lowest quintile, defi ned by levels of  household expenditure – was 

disappointingly low, as only 52.6 per cent of  poor families had received 

OPK rice (see Table 3.9). Hence type one errors of  undercoverage were 

high. An unacceptably high level of  program leakage or type two error 

was also evident, since a signifi cant proportion of the subsidized rice was 

received by non-poor families, those in the top four quintiles of household 

expenditure levels, and who accounted for about three-quarters of  all 

recipients. Far from fulfi lling the aims of the program planners, the benefi ts 

of  the program were spread almost equally between poor and non-poor 

families, producing a targeting ratio of 0.92 which is indicative of random 

rather than effective targeting. 

In sharp contrast, an adjunct food security program distributing cheap 

rice to poor families being conducted by the World Food Program in a 

limited number of  urban localities in Java during 1999–2000, seemed to 

have largely overcome the targeting problem. This program contracted 

local non-governmental organizations to compile the list of recipients and 

execute the regular distribution, under close supervision and monitoring 

from World Food Program staff. A fi eld study of this program suggests that 

it was successful in delivering the subsidized rice to the poorest and most 

needy sections of the community in these areas. The comparison with the 

offi cial program is instructive.30

Although the studies of the OPK program drew on data derived from a 

limited and early period of the program’s operations, subsequent fi eld-based 
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observations confi rmed these fi ndings. Several studies conducted in many 

different locations all reported that rice continued to be dispersed to a far 

larger number of recipients – and hence in much smaller monthly allocations 

– than the program guidelines had stipulated (LP3ES and MENPHOR, 

2000; Tim Dampak Krisis, 2000; Olken et al., 2001). As a result, when 

the offi cial guidelines were released for the 2000 and 2001 OPK program, 

program planners appeared to have accepted the overwhelming evidence 

of  what was occurring in the villages throughout Indonesia as the total 

allocations for each recipient had been changed from 20 kg for each family 

to a maximum of 20 kg and a minimum of 10 kg.

Raskin – the 2002 food program
In preparation for the 2002 phase of the program, an attempt was made by 

Bulog to revisit the targeting issue and fi nd a solution to the problems that 

had prevented many of the nation’s poorest families receiving the benefi ts 

of the subsidized rice program. Some of the changes that were agreed upon 

were simply ‘window-dressing’: the name of the program was changed to 

emphasize the fact that the cheap rice was really intended only for the 

poorest families (Raskin, abbreviated from Beras untuk Keluarga Miskin or 

Rice for Poor Families). This message was reinforced by a limited national 

television advertising campaign.

Other more radical approaches to targeting were considered but failed 

to win suffi cient political support.31 In essence, the basic principles set 

out in the 2002 offi cial program guidelines were little different from the 

earlier versions of the subsidized rice program (Badan Urusan Logistik, 

2001). The Raskin program returned to the formula of 20 kg of rice for 

poor families every month at Rp 1000 per kg, but it is worth noting that 

central government planners had passed the ultimate responsibility for the 

selection of the recipient families down to decision-makers at the village 

level. The Bulog program guidelines simply stipulated that the determination 

of actual benefi ciaries should be made with reference to the BKKBN data 

on those families classifi ed as KPS ALEK and KS-1 ALEK, but that this 

matter was to be the subject of a process of discussion and consultation 

involving village offi cials, community leaders and representatives of  the 

wider village community. 

Nevertheless, although village decision-makers were given authority over 

the actual composition of the lists, the program guidelines stipulated that 

they were also expected to work within the limitations of  the ceiling or 

quota of rice that each village would receive. Every village was to receive 

a specifi c monthly allocation of rice that was intended to supply a fi nite 

number of  families with a 20 kg allotment, and so the total number of 
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families to be listed by each village as recipients of  the Raskin program 

should not exceed that number. 

Under the 2002 Raskin program, a national level quota was determined 

after consultation between Bulog and other government agencies, in 

particular the Ministry of  Finance and the National Planning Board 

(BAPPENAS), drawing on data from both the Central Bureau of Statistics 

(BPS) and BKKBN. It was estimated that this quota was suffi cient to 

provide a 20 kg monthly allocation of rice to just over 9 million families 

– roughly 19 per cent of the total number of families in the country. The 

central government decided upon the quotas for each of  the provinces, 

calculated proportionally according to the BKKBN data on KPS ALEK 

and KS-1 ALEK, and every provincial government was asked to determine 

the quotas for each kabupaten and kota within its area of jurisdiction, again 

drawing on BKKBN data. Finally, at the kabupaten and kota level, the local 

administration was given the task of deciding on the exact quotas for each 

of the distribution points within their region.32

Offi cial records indicate that Bulog and its branches in the regions had 

succeeded in improving the distribution system, so that an impressive tonnage 

of rice was delivered on a monthly basis to over 44 000 distribution points 

throughout the archipelago during 2002. However, achieving satisfactory 

targeting of the program so that the rice really reaches the poorest and most 

needy sections of the community is a far more intractable problem. 

A complete analysis of the targeting effectiveness of the Raskin version of 

the subsidized rice program has not been possible, since there have been no 

available data comparable to the February 2000 SUSENAS Special Module. 

Nevertheless, some indication can be derived from the only study to date, a 

rapid appraisal conducted in 2002 based upon fi eld studies in ten villages 

located in three districts in two sample provinces (Hastuti and Maxwell, 

2003). The study was a wide-ranging and detailed examination of all aspects 

of the program, and particular emphasis was given to the issue of who was 

receiving the rice in the villages that were surveyed, and the precise quantity 

of the monthly allocations obtained by benefi ciaries.

It is apparent that there was once more a considerable amount of program 

leakage: although many poor families were able to secure some of  the 

benefi ts of the program, far too many of the non-poor members of village 

communities also managed to obtain a share of the subsidized rice delivered 

to the village distribution points. Consequently, many more families were 

still participating in the Raskin program than was ever intended by the 

central government planners at Bulog. The evidence from the villages in the 

survey area suggests that the actual number of recipients amounted to about 

double the target number that was decided upon when national, provincial 

and district quotas were established in late 2001 using the BKKBN data. 
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This estimate was confi rmed by those local government offi cials who were 

responsible for conducting the monthly rice distribution at province and 

district level, especially as some of these offi cials had been collecting their 

own statistics about the actual number of families receiving Raskin rice in 

an attempt to verify what had actually been occurring. 

At the local level, the precise details of how the distribution to benefi ciaries 

was conducted varied from village to village and depended on a range 

of  local factors, but two main trends stand out. Firstly, in one group of 

villages any attempt at targeting particular families had been abandoned 

and the Raskin rice was being offered to all families more or less equally 

on a ‘fi rst come, fi rst served’ basis, so that any family who wished to do so 

was able to purchase rice irrespective of any assessment of their real need. 

Secondly, in another group of villages, although the rice was being allocated 

to a signifi cantly larger group than those identifi ed by the BKKBN lists, 

an attempt had been made to identify all families considered to be the 

most deserving cases, and once this list had been compiled, to limit the 

distribution to those benefi ciaries (Hastuti and Maxwell, 2003: 26–33).

Where villages were no longer making any effort to target the distribution 

of Raskin rice, local offi cials argued that this was a result of community 

pressure and the threat of  communal confl ict. In those villages where 

an attempt had been made by village offi cials and community leaders to 

produce their own local solutions to the diffi cult targeting problem, there 

had been widespread opposition to the strict application of BKKBN data 

on poor families. Many of the objections that were raised appeared to be 

sound and justifi able criticism. In any case, the size of the village allocations 

– which were a direct result of  the quota decided upon by the central 

government – were insuffi cient to include all those families in the KPS 

ALEK and KS-1 ALEK categories. Consequently even in the villages where 

local targeting had not been abandoned, villages had decided upon a fi nal 

number of benefi ciaries that was much greater than the target number set 

by the government, and so benefi ciaries were usually receiving considerably 

less than the target of 20 kg. 

Despite the powerful arguments in favor of villages making their own 

decisions about which families are most in need of this assistance, it remains 

a matter of concern that a large amount of the subsidized rice was being 

accessed by families for whom it was clearly not intended. This was most 

evident in those villages were the rice was made available to anyone on a 

‘fi rst come, fi rst served’ basis. But it was apparently also occurring in those 

villages where the poorest families had often had diffi culty collecting the 

required amount of cash in the limited time allowed them by local offi cials 

before the rice was delivered and the distribution was completed.
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In some villages, the subsidized rice had been distributed to such large 

numbers of  recipients that the actual amount of  rice received had been 

reduced to only a few kilograms. In these cases, the local targeting had been 

so distorted that the program’s central aim of providing a certain degree of 

food security and a useful indirect income transfer to the poorest sections 

of the community was clearly a lost cause.

During 2002, the operation and implementation of the Raskin program 

at the village level was still largely under the direct jurisdiction of a small 

group of  village offi cials, with the village head in a dominant position 

of  authority. Although the reform of  village-level political institutions 

throughout the country is now underway, the new institutions have not yet 

had any experience with the implementation of social welfare programs. 

Nor are these yet able to provide a check on the power and authority of 

program implementers at the village level, although this may happen in the 

future. At present, the direction of a program such as Raskin is still largely 

in the hands of the village heads and their staff. The personal qualities and 

capacities of these village offi cials seem to have a direct bearing on whether 

local communities are successful at solving the targeting issue and arriving 

at an acceptable solution that ensures that the benefi ts of the program are 

really directed at the poorest sections of the community. In those villages 

where local offi cials are people of integrity and honesty, where they have 

a solid grasp of the central purpose of the program, and where their own 

reputation and standing within their community is secure, the chances of 

successful targeting occurring followed by effective implementation seem 

to be immeasurably strengthened.

The targeting issue is fundamental to the success of a program such as 

Raskin. Yet it seems that there are no simple solutions. To some extent, 

effective publicity campaigns and careful monitoring may also have some 

impact on village-based decisions about the targeting of such a program. 

Education

The Scholarships and Grants Program (SGP) component of the safety net 

measures aimed to reduce the feared adverse impact of the Crisis on the 

quality and effectiveness of the education system. The SGP began in the 

1998/99 academic year, and provided special assistance both to students 

from poor families and to selected schools. Since the early 1990s, education 

statistics have shown a trend of increasing enrollment ratios at the primary, 

lower and upper secondary levels (see Table 3.10). The national 9-year 

compulsory education program (program wajib belajar nasional 9 tahun) 

established by the government in the mid-1990s resulted in a net primary 

school enrollment ratio hovering around 94 per cent, and a rapid increase 
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in the enrollment ratio at the lower secondary level, from 69 to 79 per cent 

in less then a decade. 

Table 3.10 School enrollment ratios, 1993–99

    SUSENAS year

 1993 1994 1995 1996 1997 1998 1999

School level Academic year

 1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99

Primary 92.8 94.1 93.9 94.4 95.4 95.1 95.2

Lower secondary 68.9 72.4 73.2 75.8 77.5 77.2 79.1

Upper secondary 42.6 45.3 44.6 47.6 48.6 49.3 51.2

Source: Cameron (2002: Table 1).

At the beginning of the Crisis, there was a serious concern on the part 

of  the government that the Crisis would trigger a signifi cant increase in 

school dropout rates, with fears that parents would be forced to withdraw 

their children from school as a way of  coping with falling incomes and 

rising costs. However, as we can see in Table 3.10, between the 1996/97 and 

1997/98 academic years, there was only a small dip in enrollment rates at 

the primary level and only a slightly larger decline at the lower secondary 

level. Meanwhile, upper secondary enrollment rates actually increased over 

the same period. 

Table 3.11 compares the 1997, 1998 and 1998 SUSENAS data on 

enrollment rates, broken down by fi ve expenditure quintiles to approximate 

socio-economic groups. It shows that the Crisis did not have a very dramatic 

effect on enrollment rates up to the 1997/98 school year, even on the poorest 

quintiles of the population in all school levels.33 While these fi gures provide 

evidence that the Crisis did not lead to a serious decline in enrollment 

ratios, it has nevertheless stalled the growth of  enrollment ratios at the 

primary and lower secondary levels, one of the government’s central aims 

for the education system before the Crisis struck. This is one measure of 

the educational cost of the Crisis (Jones and Hagul, 2001: 218).

There is, however, evidence that the Crisis had some negative impacts on 

the quality of education. A fi eld survey by the SMERU Research Institute 

found that after the Crisis, there was a slight decline in students’ average 

scores at the National Final Examinations (Nilai Ebtanas Murni). There was 

also a reduction in teachers’ real incomes, fewer extra-curricular activities 

and signs of  declining health and nutrition levels among some students, 

affecting their capacity to absorb school lessons (Jones, 2003: 79). The 
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Crisis also placed a considerable burden on parents, reducing the amount 

of  time and money that they could afford to allocate to their children’s 

education, thereby risking further negative impacts on children’s schooling. 

Some families found it diffi cult to afford the regular, compulsory school 

Table 3.11  Age-specifi c enrollment rates by expenditure quintiles, 
1996/97–1998/99

 Academic year

Age and quintile 1996/7 1997/8 1998/9

5–6 years 22.5 22.2 21.2

Poorest 16.7 16.0 16.4

Second 20.4 20.9 19.2

Third 23.1 22.4 20.9

Fourth 25.8 25.6 24.6

Richest 31.0 31.1 28.6

7–12 years 95.3 95.0 95.3

Poorest 91.9 91.5 92.1

Second 95.2 94.8 94.8

Third 96.1 96.0 96.1

Fourth 97.2 96.7 97.4

Richest 97.8 97.9 98.0

13–15 years 77.5 77.1 79.0

Poorest 65.6 66.3 6837.0

Second 74.7 74.0 76.7

Third 79.7 79.2 80.5

Fourth 83.4 82.6 85.0

Richest 87.5 87.1 87.6

16–18 years 48.6 49.2 51.1

Poorest 32.2 31.5 34.9

Second 42.6 42.1 45.2

Third 49.4 49.9 52.9

Fourth 56.3 57.9 58.9

Richest 62.4 68.7 64.2

Source: Jones and Hagul (2001: Table 2).
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payments, widely known throughout Indonesia as the BP3 contribution 

(Badan Pembantu Penyelenggara Pendidikan or Board of  Education 

Assistance). Other families were unable to afford travel expenses, or the 

purchase of  school uniforms or textbooks, forcing students to rely on 

inferior quality school package textbooks. Some students were unable to 

collect their graduation certifi cates, as they could not afford to pay the fees 

for the fi nal examinations. 

Alarmed by the situation, the government was prompted to establish 

the Scholarships and Grants Program (SGP) beginning in the 1998/99 

academic year, with several donor agencies providing budgetary support 

for the package through special loans. The program has two components: 

scholarships for students from poor families and block grants for selected 

schools (see Table 3.12).

Table 3.12 Value and coverage of the SGP program

  Lower Upper

 Primary secondary secondary

Student scholarships

Estimated number of children 3 000 000 2 750 000 830 000

projected to receive scholarships 

over fi ve years

Number of annual scholarships 7 400 000 6 600 000 2 000 000

provided over fi ve years

Approx. proportion of enrolled 6% 17% 10%

children receiving scholarship

Scholarship amount per child Rp 120 000 Rp 240 000 Rp 300 000

per yeara (US $16) (US $32) (US $40)

School grants

Schools receiving grants per year 104 340 18 240 9400

Percentage of schools receiving 60% 60% 60%

grants per year

Amount of grants per school Rp 2 000 000 Rp 4 000 000 Rp 10 000 000

per yeara (US $267) (US $533) (US $1333)

Note: a Dollar equivalent computed at Rp 7500 per US $.

Source: CIMU (2000a: 7).
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The scholarships program
The scholarships program was designed to encourage children to remain at 

school. It was designed as a direct cash transfer to students to increase the 

possibility of their continuing their studies on to the next school level. No 

restrictions were placed on how the money was to be spent, and students 

or their families were able to use it for any other expenses in addition 

to school fees. The scholarships provide monthly cash payments of  Rp 

10 000, Rp 20 000 and Rp 25 000 for primary, lower secondary and upper 

secondary school students respectively. This was equivalent to only US 

$1.33, US $2.67 and US $3.33, respectively, using the exchange rate of Rp 

7500 per US $1 that applied at the establishment of the program in 1998. 

Nonetheless according to one estimate, these amounts generally covered 

the cost of school fees and charges.34

The government planned that the scholarships would reach a target of 

around 6 per cent of all elementary school students, 17 per cent of all lower 

secondary school students, and 10 per cent of all upper secondary school 

students nationwide, including students attending private and religious 

schools. Scholarships were only to be made available to those students 

who were: 

• Enrolled as students in the fi nal three grades in primary school and 

all three grades in both lower and upper secondary school, 

• Recent dropouts or those students in danger of leaving school because 

of economic factors, and 

• Not in receipt of any other scholarships.

Also as an additional criterion at least 50 per cent of the scholarships were 

to be allocated to female students. 

Authority to decide upon the allocation of  the scholarship funds was 

decentralized to district and school committees, but the funds themselves 

were distributed directly to the student benefi ciaries through local post 

offi ces. This mechanism of  channeling funds directly from the central 

government to the recipients was one of  the program’s most innovative 

measures, overcoming unnecessary delays in receiving payments and 

reducing leakage.35 

The allocation of scholarships to districts and to schools was based on the 

estimated impact of the Crisis on poverty in each district. Poorer districts 

and schools received a relatively larger allocation of scholarships. However, 

the original allocations to districts in 1998 were based on school population 

and 1996 district poverty indices. These criteria proved to be only partially 

effective, and did not refl ect the actual impact of the Crisis, which, as we 

have seen, affected some parts of the country far more seriously than others, 

such as the urban areas of Java (CIMU, 2000a: 15). 
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The number of scholarships to particular schools and the distribution 

of  these to students relied heavily on local knowledge and community 

participation. This decision was based on the premise that local authorities 

are more capable of  identifying the poor. Much of  the criticism of  the 

program focused on the fact that, initially, it failed to identify the poorest 

districts and those areas hit hardest by the Crisis (Sparrow, 2003b). School 

committees, consisting of  teachers, parents and respected fi gures in the 

community, were established in the schools to which the scholarships 

were allocated. These committees were required to select the children to 

receive the scholarships, based on a consideration of family socio-economic 

background, emphasizing criteria such as families living in poverty, single 

parents and large households, or the family’s welfare status according to the 

BKKBN classifi cation. Generally, each school nominated as many students 

as possible. However, as there were far more potential applicants than 

available scholarships, the school committees were given some freedom to 

modify the guidelines they used to determine scholarship recipients (Jones, 

2003: 81–2). In many cases, school committees also considered several 

additional factors such as the travel distance to and from school, the history 

of children dropping out, academic performance, and the submission of a 

poverty statement from the head of the village. Some schools even rotated 

the scholarships between student recipients on a monthly basis so that a 

larger number of students were able to receive some assistance, even though 

this was not strictly in conformity with the program guidelines. 

Impact of the SGP
In the initial period of  the SGP implementation, the coverage of  the 

program was lower than had been targeted. Drawing on data from the 

1999 SUSENAS Special Module, Sumarto et al. (2001) found that the 

program only covered 4 per cent of students at the primary school level, 

8 per cent at lower secondary, and 4 per cent at upper secondary level, 

compared with the targeted 6, 17 and 10 per cents.36 Moreover, despite an 

evident bias towards the poorest segments, there was also clear evidence of 

leakage, since a relatively large proportion of the recipients also came from 

better-off  households. While the program reached 6 per cent of primary 

school students at the lowest quintile of per capita consumption, 4 per cent 

of students at the higher quintiles (and 2 per cent in the top quintile) were 

also allocated scholarships. At the lower secondary school level, 12 per cent 

of students at the poorest quintile received scholarships, but 7.5 per cent 

of students at the higher quintiles (and 5 per cent at the top quintile) also 

benefi ted. Meanwhile at the upper secondary level, 5 per cent of students 

at the poorest quintile received the scholarship, as well as around 4 per cent 

of students at the higher quintiles, (including 2 per cent of students at the 
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top quintile). Given these fi ndings, the authors argued that the targeting of 

SGP was near to random (see Table 3.9). 

According to CIMU (2000a: 16), apart from the data problem, one 

possible explanation for the evident mis-targeting among upper secondary 

students was the fact that at this level students who received scholarships 

might have been among the poorest at their school, but they are not always 

from the poorest segments of society. Although a high percentage of primary 

students come from poor families, this proportion drops dramatically at the 

lower and upper secondary levels. Thus, while 72 per cent of scholarship 

recipients at the primary school level come from the two lowest expenditure 

quintiles, the fi gure falls to 58 and 42 per cent at subsequent levels. Another 

problem mentioned in the CIMU report was that by directing scholarships 

to those who were already in school, a substantial number of the poorest 

young people of school age who had already dropped out, who were not 

attending school or attending ‘open junior high school’ (SMP Terbuka), 

were not eligible for the scholarships. Hence, such poor students were never 

likely to receive support from the program. 

We should also again note that the SMERU study was based on the 

SUSENAS data that were collected in February 1999, covering only the 

previous six-month period. Hence, it only provides limited information on 

the implementation of the program, and only focuses on the issue of the 

targeting coverage of the SGP. It does not consider some of the other factors 

that may be important in making an overall evaluation of the program.

Other studies of the scholarship program have suggested fi ndings that 

are more positive. While the SGP had initially contributed to preventing 

enrollment rates from declining sharply between the 1997/98 to 1998/99 

academic years, it may have played a major role in increasing enrollment 

rates in subsequent years. In the 1999/2000 and 2000/01 academic years, the 

enrollment rate for all age groups increased, with the largest increase enjoyed 

by students from the poorest expenditure quintile (CIMU, 2001b: 3).

Another study by Cameron (2002), applying regression analysis of 

the probability of  students becoming school dropouts using the 100 

Village Survey data, argued that the scholarships signifi cantly reduced 

the probability of dropout at the lower secondary level, but did not affect 

dropout rates in primary and upper secondary schools, at least during the 

fi rst few months of the program’s operations. However, some care should be 

taken when interpreting her fi ndings or comparing these with other studies. 

Firstly, the study used the 100 Village Survey data, which is more limited 

and focused on poor villages in comparison with the SUSENAS Special 

Module.37 Secondly, as Daley and Fane (2002) have argued, Cameron’s 

results seemed to underestimate the effects of the scholarships in reducing 

dropouts since her results relate only to dropouts in the course of a school 
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year. Using her data set, it is impossible to estimate the presumably larger 

impact of the offer of a scholarship on the probability of re-enrollment at 

the start of a school year.

Some modifications to the allocation rules, including a better 

representation of poor private and religious schools, improved the coverage 

and targeting of the SGP in later years of the program. This was assisted 

by better performance of the allocation committees, increased community 

participation and local awareness. In a nationwide survey, CIMU found that 

7 per cent of all primary school students, 20 per cent of all lower secondary 

school students and 11 per cent of  all upper secondary school students 

received SGP scholarships in the 1999/2000 academic year (CIMU, 2001a: 

8). In terms of targeting, using data obtained from the 2002 SUSENAS, 

Sparrow (2003a: 20) has calculated that in the academic year 2001/02, 70 

per cent of the scholarships went to the poorest two expenditure quintiles, 

an increase from 60 per cent in the fi rst year of the program as revealed by 

the 1999 SUSENAS data. Meanwhile, the percentage of scholarships going 

to the richest quintile decreased from 6 to 3 per cent.

Block grants
The aim of the block grant component of SGP was to help schools maintain 

the quality of their program in the face of the sudden sharp rise in the cost 

of school equipment and other essential items. Only registered public or 

private schools were eligible to receive block grants, and all elite schools were 

excluded. Block grants were only to be allocated to schools with minimum 

levels of  student enrollments. For schools in Java, this was set at 90 for 

primary schools, 60 for lower secondary and upper secondary schools, while 

in the outer islands minimum levels were slightly lower.

Surveys by CIMU have established that many schools would have found 

it very diffi cult to survive and provide adequate educational services without 

the grant. Most schools used some of  the block grant they received to 

purchase teaching aids and stationery (over 85 per cent) and to fund essential 

maintenance of school buildings (over 85 per cent). Many schools (64 per 

cent) also used some of the grant to assist those students who had not been 

offered scholarships, usually with a scholarship-style fee relief  (CIMU, 

2000b: 13). By meeting the costs of some essential materials and some of 

the shortfall in income from outstanding student fees, the block grant has 

no doubt enabled some schools to keep fees lower than they would otherwise 

have been. This may in turn have enabled more children to stay in school 

(Jones and Hagul, 2001: 225–6).

In 2001, a second large-scale education assistance package was announced 

to supplement the existing Scholarships and Grants Program. The new 

program also had two components, Special Assistance for Students 

Weiss 01 chap01   119 8/2/05   12:34:46 pm



120 Poverty targeting in Asia

(Bantuan Khusus Murid) and Special Assistance for Schools (Bantuan 
Khusus Sekolah), and was funded by the reduction in fuel subsidies that 

had recently been introduced. The program was designed to complement 

SGP and to operate in its place when that program ended in August 2003. 

There have been no studies to date to evaluate the coverage and targeting 

performance of these new programs.

Health

The health component of the safety net program, the Health Sector Social 

Safety Net program (Jaring Pengaman Sosial Bidang Kesehatan or JPS-

BK), was an extremely broad set of measures consisting of a number of 

separate sub-components that aimed to provide subsidies for medical 

services, operational support for health centers, medicine and imported 

medical equipment, family planning services, supplementary food and 

midwife services. Unlike the other safety net programs, only a limited part 

of the JPS-BK program was actually targeted directly at the poor. As we 

shall see, this restricted the effectiveness of the program as an anti-poverty 

measure and also made the monitoring and reporting process diffi cult.

At the onset of  the Crisis there were serious concerns that falling real 

incomes and sharp increases in the cost of  both medicine and medical 

services would place modern medical services out of  reach for poor 

households, contributing to a general decline in public health and reversing 

all the improvements in this sector over recent decades. Data from the 1999 

SUSENAS certainly indicated a sharp decline in the use of modern health 

care facilities between 1997 and 1998, especially in the public sector (see 

Figure 3.2). 

In an attempt to overcome these problems, the government established the 

JPS-BK program, inaugurated by the Minister of Health in August 1998. 

Funding for the program, Rp 1.4 trillion for the fi scal year 1998/99, came 

from the Asian Development Bank and the State Budget.38 The separate 

components of the JPS-BK included the following: 

• improvement of  nutritional standards through the provision of 

supplementary foods for babies, young children, and malnourished 

and pregnant women. 

• support for midwifery services, 

• support for community health centre (Puskesmas) services,39 and 

• a Community Health Care Guarantee program (Jaminan Pelayanan 
Kesehatan Masyarakat, JPKM), with funding administered through 

district-level committees.
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The funds for most of  the JPS-BK program were paid directly into the 

accounts of  the Head of Puskesmas and the village midwife at the local 

post offi ce. In addition to the above, there was also a hospital referral 

program, with funding distributed directly to all public hospitals at the 

district (kabupaten) and provincial level.

Although the essential aim of JPS-BK was to reduce the adverse impact 

of the Crisis on public health for the poorest sections of the community, 

there were two major problems with the design of  the program which 

created diffi culties for both implementation and analysis. Firstly, for a crisis-

induced emergency safety net program, JPS-BK was far too complex and 

cumbersome, with numerous separate sub-programs and no simple message 

that could be communicated directly at the community level. Secondly – and 

most importantly – the poor were not the immediate recipients of most of 

the program benefi ts. The only parts of  the program targeted directly at 

the poor were the scheme to distribute Health Cards to poor households, 

and the nutrition component. The other parts of JPS-BK delivered funding 

directly to health care service providers (Heads of Puskesmas and village 

midwives), and the benefi ts of these components of the program could be 

Source: Pradhan et al. (2002: Figure 1).

Figure 3.2  Proportion of people that consulted a health care provider at 
least once, on an outpatient basis
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indirectly shared by anyone who used these facilities, poor and non-poor 

alike. Hence, in terms of targeting performance, we are only able to consider 

the effectiveness of the Health Card and the nutrition components.

Health Cards
The Health Cards entitled recipient households (including all family 

members) to free medical treatment at public health facilities. This included 

visits to community health centers, contraceptives for women of childbearing 

age, pre-natal care and assistance at birth, and patient and outpatient visits 

at public hospitals. The implementation of the Health Card scheme involved 

several stages (see Pradhan et al., 2002: 4–5; CIMU, 2002a: 17–18). Every 

district (kabupaten) received an allocation of cards based on the BKKBN list 

of pre-prosperous households. The Health Cards were delivered to districts 

starting in August 1998, along with guidelines explaining the criteria to be 

used for allocating the Health Cards to individual households. The offi cial 

criteria were based on the BKKBN classifi cation of family welfare, but in 

practice many local offi cials combined this information with various local 

criteria in deciding how Health Cards should be allocated in their area 

(CIMU, 2002b: 9–10).

The fi rst independent studies of  the Health Card suggested that only 

a small fraction of  the poorest households were covered by the scheme, 

at least in the fi rst six months of  the program. The SMERU analysis of 

the 1999 SUSENAS Special Module data showed that the Health Card 

covered only 10.6 per cent of households in the poorest 20 per cent of the 

population (Sumarto et al., 2001). In addition, mis-targeting resulted in 

some leakage to the non-poor as the data revealed that the Health Card 

was also distributed to around 3 per cent of the richest 20 per cent of the 

population. In total, some 5 per cent of all households in the richest 80 per 

cent received the Health Cards (see Table 3.9).

Researchers who have looked carefully at the Health Card issue have 

identifi ed a number of factors contributing to the relatively weak coverage 

of the poor and the mis-targeting that occurred (Soelaksono et al., 2003: 

40–41). Firstly, there were clearly defi ciencies in the procedures used to 

identify the intended recipients. In most provinces, the village midwives 

or the staff  from the local community health center, together with family 

planning cadres and the heads of villages, identifi ed the households who 

were to receive a card. However, according to fi eld surveys, the village 

midwives did not always understand the criteria in the program guidelines 

or appreciate the intended emphasis on poverty. Secondly, there was a lack 

of correlation between the BKKBN household classifi cation and poverty 

incidence according to consumption and expenditure data. Thirdly, there 
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were reports from a number of areas of recipients who sold their Health 

Cards to others who were not eligible to receive cards but who were in urgent 

need of health care (CIMU, 2002a: 17). 

In addition, there were problems with the actual distribution of the cards 

in some localities, as the cards were supposed to be delivered directly to 

the recipients. Reportedly, the distribution did not always work smoothly, 

especially since there were no specifi c funds to support this process. In many 

instances, the head of the Puskesmas allocated the Health Cards only when 

poor patients arrived at the Puskesmas seeking treatment. According to one 

report, in Irian Jaya province (now Papua) some village heads were found 

to have sold Health Cards to members of their local community (CIMU, 

2002a: 17).

A fi nal problem contributing to poor coverage was a direct outcome of 

the way that service providers were compensated for the workload arising 

from patients using the Health Card when seeking treatment. This was 

by a lump sum transfer based on the number of Health Cards allocated 

to the district, not on the actual use of the Health Cards by the recipients 

(Pradhan et al., 2002: 15–16). As a result, those responsible for distributing 

the Health Card – the doctors heading the community health centers and 

the village midwives – also had a certain fi nancial disincentive that worked 

to discourage them from distributing the maximum number of Health Cards 

in their area. Since most doctors and midwives also operated a private 

practice, the more Health Cards that they distributed, the greater the number 

of patients looking for free medical treatment, thus reducing demand for 

their own private health service. Another problem was caused by delays in 

the disbursement of JPS-BK funds (CIMU, 2002b: 14–15).

In a more detailed and considered study of the Health Card issue, Pradhan 

et al. (2002) have argued that even though the coverage was relatively low 

in the initial stages of  the JPS-BK program, the 1999 SUSENAS data 

nevertheless reveals that Health Card recipients were on average not only 

poorer, but also had lower levels of education. Moreover, there was a high 

proportion of female-headed households among Health Card recipients, and 

a higher probability that recipients were working in the agriculture sector 

compared to non-recipients. Despite the earlier fi nding of poor coverage and 

targeting, there is evidence that the distribution of the Health Cards played 

an important role in maintaining the use of health care services. (Pradhan 

et al., 2002: 4). Figure 3.2 illustrates that the introduction of Health Cards 

helped to prevent a further decline in the use of health care services between 

1998 and 1999. Without Health Cards, the use of  public health services 

might have declined below 10 per cent in 1999. After the introduction of the 

Health Card scheme, the utilization rate in 1999 remained at 10.5 per cent. 

Weiss 01 chap01   123 8/2/05   12:34:48 pm



124 Poverty targeting in Asia

In fact, the proportion of households using public health care providers 

increased slightly during this period, while the attendance at private health 

care services declined. This suggests a substitution from private to public 

health care induced by the introduction of the Health Card.

Table 3.13 also illustrates that the share of households possessing Health 

Cards who received outpatient care was 15 per cent, which is greater than 

the share for households without Health Cards (13 per cent). Health Card 

owners also appear to have visited public health care providers more often 

than those without cards. However, a large proportion of those with Health 

Cards, around 85 per cent, are reported to have sought no health care at 

all. There was also evidence that some who actually held Health Cards did 

not use them when seeking medical treatment (4 per cent). There appears 

to be a number of explanations for both these phenomena: the limited time 

allocated at some public health facilities for treating those patients holding 

Health Cards; a lack of access to a nearby public health facility; and the 

perception on the part of  some patients that they would receive a lower 

standard of service and inferior quality medicines when using Health Cards 

(Soelaksono et al., 2003: 18–19). Meanwhile, there was also evidence that a 

very small number of patients from households who had not been allocated 

Health Cards were reported to have used Health Cards. This seems to have 

occurred when Health Cards were distributed at a clinic based on perceived 

need, so that the surveyed head of the household was unaware that a family 

member had received benefi ts under this program.

Table 3.13  Utilization of Health Card (percentage seeking health care 
between December 1998 and February 1999) 

 Head of household Head of household

 reported to have received reported not to have

 a Health Card received a Health Card

Received outpatient care 15.10 12.91

Went to public provider 10.61 6.75

Went to public provider and 6.74 0.15

used Health Card

Went to public provider and 3.88 6.60

did not use Health Card

Went to public provider 4.82 6.48

Did not seek health care 84.57 86.77

Source: Pradhan et al. (2002: Table 2).
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Nutrition
The nutrition component of JPS-BK targeted babies, children under fi ve 

years and pregnant women from poor households, and aimed to improve 

their nutritional status by providing packages of supplementary foods. The 

selection criteria for this sub-program were generally similar to the Health 

Card scheme, drawing on the BKKBN lists to target recipients. The health 

service posts (Pos Pelayanan Terpadu) that had been established at the 

village level to provide services for children, young mothers and pregnant 

women were often used as the channel to deliver these packages under the 

supervision of the village midwife.

The coverage of the nutrition program among the poor appears to have 

been more effective than the Health Card. The 1999 SUSENAS data reveal 

that 16.5 per cent of households in the poorest quintile participated in the 

program. Nevertheless, there was still evidence of a considerable amount 

of leakage to non-poor families as the participation rate of the richest 80 

per cent of the population was 15.8 per cent, almost equal to the coverage 

of  the poor (see Table 3.9). This resulted in close to random targeting, 

rather than a pro-poor program and implied a high type two error, even if  

type one problems of undercoverage were less serious than for some of the 

other targeting measures.

CONCLUSIONS

It is apparent from the above account that the targeting of  poverty 

alleviation programs in Indonesia has been a diffi cult and frustrating process 

for central government planners attempting to allocate scarce budgetary 

resources as effi ciently and effectively as possible. Although poor families 

did benefi t to a certain degree, all the programs that we have considered have 

suffered from two common problems: the type one and type two errors of 

undercoverage and leakage, respectively. Undercoverage occurred as many 

poor households were not reached by the program and have therefore not 

received the assistance that was actually intended for those who were in the 

disadvantaged section of the community, especially during the immediate 

Crisis period. At the same time, there has been a signifi cant amount of 

leakage, with far too many non-poor households – in some instances 

a disturbingly sizable number from the higher quintiles of  income and 

expenditure, those who are clearly not poor – able to access program benefi ts. 

Admittedly, some programs performed far better than others, and there is 

some evidence, although not conclusive, that the targeting effectiveness of 

some of the key social safety net programs may have improved after the 

initial implementation period. 

Weiss 01 chap01   125 8/2/05   12:34:48 pm



126 Poverty targeting in Asia

In most cases, the targeting measures that have been adopted in Indonesia 

have been either geographic targeting or individual and household targeting. 

Sometimes, these two approaches have been used in tandem for a particular 

program (see Table 3.5). Yet the effectiveness of both these methods has been 

limited by the scope and accuracy of the data that have been available. 

As far as a regional or spatial perspective on poverty is concerned, reliable 

and authoritative poverty statistics from BPS have only been accessible as 

far as the province level. Although useful for revealing the macro picture 

across the entire archipelago, this is far too broad a level to be really useful 

for the purposes of budgetary allocation and poverty program targeting. As 

a result, planners were forced to rely on far more unreliable sources of data 

to distinguish need in different parts of the country, since detailed, up to 

date, and accurate information about poverty levels throughout Indonesia 

– especially in the wake of the economic crisis – was simply unavailable.

We can report, however, on the early results of  a major collaborative 

research program now underway that has been attempting to address this 

problem. A group of researchers from an independent research institute 

have been working with BPS staff  to test the feasibility of  developing 

detailed ‘poverty maps’ for the entire country that will provide program 

planners with a targeting tool to identify poverty incidence disaggregated 

down to lower levels of administrative authority. The results of a recently 

published pilot study in three provinces suggest that the methodology will 

be invaluable for calculating poverty and inequality indicators at least as 

far as the sub-district (kecamatan) level. Work is now underway to extend 

the methodology to the remaining provinces. Despite the promising nature 

of  this research, some limitations remain. Extending the analysis down 

to the village level has not proved to be reliable. Nor would these poverty 

maps necessarily remain useful in the event of  a sudden shock – either 

from environmental or economic causes – as the particular nature of any 

crisis may render them out of date. Hence, there will be a need for a regular 

process of revision (Suryahadi et al., 2003b). 

Individual or household targeting has presented a separate problem. As 

we have noted, the annual Core SUSENAS (200 000 households) and the 

SUSENAS consumption module (65 000 households), which is conducted 

every three years, only cover a representative sample of the population and 

so cannot be used for household targeting of a national poverty alleviation 

program that is delivered throughout the entire country. A complete 

household survey covering all of Indonesia’s urban areas and rural villages, 

although theoretically feasible, would be extremely expensive and hence an 

overwhelming additional cost burden on these programs. Consequently, 

program planners have been forced to rely on the BKKBN registration of 

family welfare status as the only available source of data covering the entire 
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country. Despite efforts to respond to the criticisms of using these data as 

a targeting tool (principally the concentration on fi xed assets that do not 

capture transitory shocks and the initial inclusion of non-economic criteria 

of no relevance for assessing poverty status), problems still remained. At 

the local level, those charged with the responsibility of allocating program 

benefi ts frequently pointed out that the BKKBN registration did not 

include any reference to factors such as household income levels, source 

and status of  employment, family size and number of  dependents. As a 

result, additional ‘local criteria’ were sometimes included in the targeting 

process that was fi nalized at the grass-roots level.

There has also been some limited use of self-targeting, in particular in 

the short-lived employment safety net programs. This was achieved by 

attempting to hold wage rates well below minimum or average rates so 

that only those who were really desperate for work would be attracted to 

the program. This would also actively discourage those who are already in 

paid employment from participation. This was sound in theory, and has 

reportedly worked in other cases to ensure that the poorest individuals 

benefi ted from the program, but as we have noted above, the administration 

and implementation of the employment programs was poor and rules were 

often fl outed so that wages were not always held to these low levels, thus 

subverting the original intentions. 

From time to time, some have advocated adopting this self-targeting 

principle as a solution to the problems of  excessive leakage in the food 

security program. It has been argued that a lowering of  the quality of 

the subsidized rice that Bulog distributes would insure that only poor and 

needy families applied to purchase an allocation. However, this has not been 

taken up as policy – thankfully in our view – as there are many practical 

political, administrative and indeed moral objections to attempting such a 

risky strategy with an essential food staple and a perishable commodity.

In addition to the actual targeting methodology, another factor – or more 

correctly, a range of factors – exercising a considerable effect on targeting 

outcomes is the administrative capacity of government agencies to design, 

plan and implement programs according to a consistent set of objectives. 

There are many aspects to this problem but it should be stressed that the 

implementation of the social safety net programs was taking place during 

a period of immense social and political fl ux throughout Indonesia. The 

capacity of  central government agencies to deliver programs effectively 

was under closer scrutiny than ever before. Furthermore, in 1999 Indonesia 

embarked upon a radical and far-reaching decentralization process, with 

most major tasks of  government rapidly devolved down to the district 

(kabupaten and kota) levels. As a result, increased levels of  cooperation 

between the layers of  government were required to achieve satisfactory 
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outcomes. This was not always in evidence, especially with tension emerging 

between the provincial and the district levels of authority. 

Nevertheless, the ability of government agencies to overcome some of 

the logistical problems and organize complex administrative arrangements 

for some of the social safety nets was an impressive achievement. A prime 

example was the system put in place so that students who were receiving 

school scholarships were able to withdraw the funds on a monthly basis 

through the local post offi ce system. Another was the regular delivery of a 

signifi cant tonnage of subsidized rice to over 44 000 separate distribution 

points throughout the archipelago. Delays and administrative problems 

sometimes occurred but by and large these arrangements made a major 

contribution to ensuring the relative success of these programs.

The relationship between central levels of administrative authority and 

the local level, especially in a country as large and complex as Indonesia, 

nevertheless suggested that a certain amount of fl exibility would be required 

as programs were being implemented. As the social safety net programs got 

under way, it soon became apparent to central government offi cials that 

‘local voice’ also had to be taken into account, and that targeting directives 

that were regarded as unacceptable (for example, program benefi ts should 

only be delivered to those on the BKKBN list of KPS families) were likely 

to be simply ignored or signifi cantly altered at the grass-roots level. Attempts 

to design programs according to administrative targeting criteria determined 

in Jakarta were soon revealed to be incapable of being implemented in the 

fi eld. In some cases, the importance of incorporating some local decision 

making into the program design had been well understood from the outset 

(for example, in the targeting approach adopted for the school scholarships 

program). In other cases, it required a process of trial and error as central 

government offi cials came to terms with what was actually occurring during 

the initial phases of certain programs. As a result, offi cials then made the 

required modifi cations to the offi cial program guidelines. This was certainly 

what happened with the OPK/Raskin subsidized rice program.

For this reason, it seems quite misleading to draw a distinction between 

de facto versus de jure targeting as one recent study has characterized the 

process, since this implies that what was occurring at the local level was in 

breach of program rules that had been determined by the central government 

agencies (Pritchett et al., 2002: 31–32). As we have noted above, in the most 

recent version of the subsidized rice program’s offi cial guidelines the fi nal 

decision about which families were to become benefi ciaries was passed down 

to village-level decision makers for fi nal determination.

Of course, as a number of  authors have pointed out, too much local 

fl exibility can lead to undesirable targeting consequences: there is always the 

risk that program benefi ts will be shared out among so large a number of 
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recipients that the essential purpose of the program as a poverty alleviation 

measure is lost. This certainly occurred in many locations in the case of the 

subsidized rice program. There is also the risk that local elites can divert the 

benefi ts of the program to those for whom it was not intended. Corruption 

remains a widely acknowledged problem in Indonesia and clearly occurs 

at all levels. The social safety net programs were not free from instances of 

theft and misappropriation of material benefi ts, sometimes involving local 

offi cials. Dealing with this problem effectively requires a commitment on 

the part of government that has not always been evident. 

Several observers have noted that effective targeting and successful 

implementation of poverty alleviation programs can be assisted – especially 

in the special circumstances of crisis-related programs – if there is a relatively 

simple message that can be easily communicated to the wider public. This was 

certainly the case with the cheap rice program and the scholarships program, 

as the essential elements of these measures were easy to comprehend. Some 

limited publicity through the mass media was attempted, although this can 

add to the implementation costs of such programs.

Other programs (for example, PDM-DKE and the entirety of the health 

sector safety net, JPS-BK) were exceedingly complex, and hence the essential 

purpose of these programs could not be communicated to the general public 

in a way that made it clear who the recipients really were and what they 

should expect by way of program benefi ts.

Admittedly, the importance of the need to persuade and inform – rather 

than issue directives – is a relatively new concept in the post-New Order 

environment in Indonesia. Government offi cials have so far failed to come to 

grips with the value of effective communication about the essential purposes 

and aims of government programs. Most of the effort that was spent in this 

area leading up to the implementation of the poverty alleviation programs 

was directed at informing local offi cials at the various layers of government 

about the details of the administrative procedures that they were required 

to follow. A far more concerted effort needs to be directed at informing the 

wider community. 

Another element of the implementation of poverty alleviation programs 

that has not yet received suffi cient attention is an effective monitoring and 

reporting process. In the early stages of the implementation of the Social 

Safety Net program, monitoring activities were carried out in specifi c areas 

by a range of community groups and non-government organizations. Some 

of these activities were supported by foreign donor agencies through small 

grants mainly to promote the idea of transparency and public accountability. 

However, the monitoring that resulted was somewhat ad hoc and often 

adversarial, with the most controversial social safety net (PDM-DKE) 

absorbing most public attention. Subsequently, monitoring of many other 
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programs has been quite limited. Certain districts and government agencies 

have recruited local university students or NGOs to monitor the delivery 

of subsidized rice to the delivery points, but their responsibilities did not 

extend to the actual distribution of rice to recipients. 

The two programs where a major effort was made to establish a rigorous 

and effective monitoring process were the education and health social safety 

nets. In both cases, a central independent monitoring unit was established 

in Jakarta, with branches also set up at the provincial level throughout the 

country. In addition to regular monitoring through fi eld visits by staff and an 

active publications program of reports and newsletters to inform interested 

parties of program results, investigations were conducted into any reported 

irregularities in the operation of  the program. The education program 

monitoring and reporting initiative seems to have been especially useful in 

keeping track of the program and ensuring that targeting effectiveness was 

maintained at a satisfactory level. Yet such an ambitious operation with 

specialist staff recruited for lengthy periods was an expensive operation, and 

was only possible through the fi nancial backing of those donor agencies who 

wished to ensure that the program that they were supporting was achieving 

its objectives. It remains unlikely that the Indonesian government would 

contemplate replicating such an ambitious operation in other programs, no 

matter how desirable and useful this may have been.

NOTES

 1. The offi cial headcount poverty fi gure is published by the Central Bureau of Statistics 

(Badan Pusat Statistik or BPS). Their poverty rate calculations are based on the annual 

National Socio-Economic Survey (Survey Sosial Ekonomi Nasional or SUSENAS). The 

full database consists of  the core data based on over 200 000 households and several 

module data, including a consumption module, which is repeated every three years 

and covers about 65 000 households across Indonesia. We use 1996 as the pre-Crisis 

benchmark because it was the last of  BPS’s pre-Crisis socio-economic surveys. In the 

1998 survey BPS changed its method for calculating poverty by revising the non-food 

bundle. For example, the expenditure for schooling was revised to take account of the 

nine years of compulsory schooling that had been introduced (previously it was only six 

years). Then it revised the 1996 fi gure, adjusting to the 1998 methodology. In the table 

we present both calculations of the 1996 fi gure.

 2. Some observers have argued that the BPS calculation for 1998 was an overestimate, 

and was not an accurate refl ection of the real situation. Several studies of post-Crisis 

poverty measurements have produced a lower 1998 poverty rate than the BPS calculation; 

for example, Frankenberg and Beegle (1999). Nevertheless, all agreed that poverty had 

worsened considerably following the Crisis.

 3. A SUSENAS-type survey but covering only around 10 000 households.

 4. Excluding the troubled provinces of Aceh and Maluku.

 5. Collected also by the BPS with a sample of 12 000 households in several rounds; May 

1997, August 1998, December 1998, May 1999 and October 1999.
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 6. Gardiner (1999) used the SUSENAS core data to make independent poverty estimates 
for February 1996, 1997 and 1998.

 7. Frankenberg and Beegle (1999) used various versions of  the Indonesian Family Life 
Survey carried out by the RAND Institute and local universities.

 8. Although the authors used the SUSENAS database, they applied a different technique 
to make their calculations, so poverty rates for all sectors are different to the offi cial 
fi gures. But here we are concerned more about the relative change between 1996–99 in 
each sector.

 9. By contrast, the transient poor are those whose consumption levels are somewhere near 
or just below the poverty line. Transient poverty is generally the result of an economic 
shock so that household income is inadequate to meet basic needs. Households in this 
category still have the capacity to survive, and can improve their condition if the economy 
strengthens and grows. 

10. See also Dhanani and Islam (2002) for further discussion on ‘capability poverty’ with 
regard to the post-Crisis situation in Indonesia.

11. This was shown in the results of a rapid survey of local respondents at the sub-district 
(kecamatan) level conducted in October 1998 by BPS and the World Bank; see also 
Feridhanusetyawan (2000:114–115). Eastern Indonesia, where headcount poverty levels 
had always been very high, had also been seriously affected by the 1997–98 El Niño-
related drought.

12. BKKBN conduct regular workshops to inform their workers about the procedures to be 
followed during the registration process, and there is an evident sense of pride among 
those who hold these positions. Typically, these village cadres who may include the wives 
of prominent local people, schoolteachers and village offi cials have often been carrying 
out the task over a number of  years, and have the advantage of  a close and intimate 
knowledge of their local community. 

13. The other levels, indicative of improving welfare status, were ‘prosperous families’ level 1, 
level 2, level 3, and level 3 plus (keluarga sejahtera 1, keluarga sejahtera 2, keluarga 
sejahtera 3, and keluarga sejahtera 3+); see Sumo and Soedjono (1995).

14. ALEK is alasan ekonomi (economic reasons).
15. See Daley and Fane (2002: 311) for further details on anti-poverty programs and the 

amount of government budget expenditure that has been directed to such measures.
16. The second tranche of the World Bank Social Safety Net Adjustment Loan was eventually 

canceled after fi eld verifi cation and monitoring surveys revealed evidence of gross excesses 
and poor implementation in several of these programs. 

17. The IDT program was run by the National Development Planning Board (BAPPENAS), 
in coordination with the Ministry of Internal Affairs and the Central Bureau of Statistics 
(BPS).

18. Using the 1996 exchange rate at Rp 2300 per US$.
19. The Podes survey is carried out by BPS approximately three times in every ten years, 

usually immediately before one of  the major censuses (population, agriculture, the 
economy). The Podes questionnaires are completed by sub-district (kecamatan) offi cials 
who rely on information collected from village offi cials in their area.

20. These variables were divided into three categories: social and economic characteristics, 
housing and environment, and population. For a list of the variables used for the 1993 
and 1994 selection process, see Alatas (1999: Appendix A).

21. For further details on the complexities of the BPS ranking and selection process for IDT, 
see Alatas (1999: 4–6) and Sumarto et al. (1997: 12).

22. This report was part of  an Asian Development Bank study, reviewing poverty 
alleviation strategies within the agriculture sector for the Ministry of Agriculture and 
BAPPENAS. 

23. The term padat karya had been used widely throughout Indonesia since at least the 
early 1970s for small-scale village infrastructure activities that selected the required labor 
entirely from within the village community. It probably also draws on both traditional 
notions of how to conduct communal self-help activities and the corvée labor schemes 
that were used by colonial and traditional rulers for public works projects. 
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24. See for example, Suryahadi et al. (1999: 12–14).
25. The program was mostly referred to in the press and by the general public simply by its 

abbreviation: few outside the government bureaucracy ever really understood what the 
full name of the program was or the precise nature of the benefi ts that it was intended 
to deliver to benefi ciaries. 

26. See Akhmadi et al. (1999). A brief  English language summary of the central fi ndings 
appears in SMERU (1999: 4–9).

27. The term OPK was adopted to distinguish this program from those market operations 
(operasi pasar) that the National Logistics Agency conducted periodically by ‘dropping’ 
rice into the market place as a price stabilization measure. This had been carried out 
frequently during 1997 in response to perceived shortages in the availability of rice and 
other foodstuffs because of the El Niño drought.

28. For details of the disbursements of rice during each phase of the subsidized rice program 
between 1998 and 2002, see Hastuti and Maxwell (2003: 8).

29. See Kusumastuti (1998: 18–19), who suggested a revision of  the BKKBN eligibility 
criteria and the application of some form of local decision-making as part of the targeting 
process.

30. For an assessment of this program based on a rapid fi eld assessment, see Hastuti et al. 
(2000). The report includes a brief comparison between this program and the government’s 
OPK program.

31. At the urging of  several international agencies, in particular FAO and the World 
Food Program, serious consideration was given to introducing a technique known as 
the Vulnerability Analysis and Mapping (VAM) methodology. Using a multivariate 
statistical approach and drawing on data from a range of sources (household consumption 
and expenditure, nutrition and poverty levels, in combination with data on food crop 
production levels), it was argued that this methodology could be used to create a series of 
digital maps covering the entire country and coded to indicate levels of local vulnerability 
to food insecurity in specifi c areas. Those areas at greatest risk of  experiencing food 
insecurity would be selected to receive the subsidized rice. The VAM methodology was 
outlined and discussed at a Bulog workshop in Jakarta in November 2001, organized to 
review the targeting issues.

32. See Hastuti and Maxwell (2003: 6–8) for a more detailed account of the determination 
of quotas at national, province, district and local levels.

33. Jones and Hagul (2001: 217–218) also reveal that trends in enrollment rates have not 
changed signifi cantly between males and females.

34. Pradhan and Sparrow, as quoted in Sparrow (2003b: 18), have calculated the monthly 
household expenditure on education per student for primary, lower and upper secondary 
schools in the 1997/98 academic year. These were Rp 9562, Rp 27 862 and Rp 53 243 (at 
February 1999 prices) respectively. Average monthly education expenditure of the poorest 
20 per cent of the population at these different levels was estimated to be Rp 4826, Rp 
15 725 and Rp 31 549 per student in 1998. Hence, the scholarship provided a signifi cant 
proportion of costs.

35. See the report by CIMU (2000a:12). CIMU stands for Central Independent Monitoring 
Unit, a body established and funded jointly by several international agencies exclusively 
to monitor the implementation of the SGP, as well as to investigate reported irregularities 
in the implementation of the program.

36. This fi nding was also supported by Sparrow (2003b), while another study by Cameron 
(2002) using a different data set, the 100 Village Survey, found that the scholarships 
were received by 8.4, 13.6 and 9.6 per cent of primary, lower and upper secondary level 
students, respectively.

37. As Sparrow (2003b: 12) argued, the 100 Village Survey contains a large number of 
relatively poor villages. Thus the survey may not be representative of the actual conditions 
in Indonesia.

38. The Asian Development Bank provided funding for 8 provinces, distributed in 4 phases 
beginning in August 1998, while the State Budget funded 19 provinces in 2 phases 
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beginning October 1998 (Soelaksono et al., 2003: 5). Some of the State Budget allocations 
were supported by the IMF loan package.

39. A system of community health centers, commonly known as Puskesmas (Pusat Kesehatan 
Masyarakat), had been established during the previous decades, and had made basic 
health care accessible to both urban and rural villages throughout Indonesia.
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4.  Poverty targeting in the People’s 
Republic of China

 Wang Sangui

INTRODUCTION

The People’s Republic of China (PRC) has achieved remarkable progress 

in rural poverty reduction since the beginning of the reform period in the 

late 1970s. Measured by the offi cial poverty line, the poor rural population 

was reduced from 250 million in 1978 to 80 million in 1993 and further to 

28 million in 2002, or from 31 per cent of the rural population to only 3 per 

cent. This has been made possible by a combination of fast general economic 

growth and targeted poverty reduction programs. However, the evidence 

we survey below suggests that, whilst the latter may have played some role, 

their impact is likely to have been weak at best. Location targeting has been 

the main instrument of targeting used in PRC and there is surprisingly little 

evidence on who, within particular targeted areas, received the benefi ts from 

such programs. This chapter summarizes the targeting measures used in anti-

poverty programs in PRC, with the focus on rural poverty, and considers 

the evidence on the effectiveness of the various poverty interventions.

POVERTY IN PRC

Despite the magnitude of the reduction in the offi cial estimates of poverty 

there is still a considerable debate on the scale of poverty in PRC and on the 

accuracy of offi cial statistics. Further, with the restructuring of state-owned 

enterprises and consequent unemployment, urban poverty is becoming a 

sensitive political issue, even though offi cial statistics suggest that the latter 

is still a trivial phenomenon. The Appendix to this chapter surveys the 

debate on the poverty line and the alternative national poverty estimates 

that are available for rural and urban areas. However, there is widespread 

agreement that today poverty is principally a regional problem with serious 

pockets of poverty in particular provinces. 
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PRC is a large country with wide differences in resource endowment, 

climate, population, and economic and social development. Rural poverty 

is to a large extent a regional phenomenon with a high concentration 

in the southwestern, northwestern and central mountainous areas. The 

problem of poverty is especially serious in the areas inhabited by minority 

nationalities. 

Based on the offi cial poverty line and income data in different provinces 

collected from household surveys, the National Bureau of Statistics (NBS) 

have estimated the poor population in each province and autonomous 

region. Data on the provincial incidence of poverty and the proportion of 

the provincial poverty-stricken population in the national total for 1985, 

1993 and 2001 are given in Table 4.1. 

Based on the data from these three years, we can conclude that broadly 

the provinces or autonomous regions suffering from comparatively serious 

poverty are Henan, Inner Mongolia, Shanxi, Shaanxi, Gansu, Ningxia, 

Qinghai, Xinjiang, Guangxi, Sichuan, Guizhou and Yunnan, while 

the provinces or regions having a comparatively large poverty-stricken 

population are mainly Henan, Shaanxi, Gansu, Guangxi, Sichuan, Guizhou 

and Yunnan. All are in the western region, except Henan. 

Table 4.1  Poverty incidence by province (headcount ratio) (1985, 1993 
and 2001)

 Poverty  Percent of national 

 incidence poor population

Province 1985 1993 2001 1985 1993 2001

North

Beijing 0.0 0.55 0.53 0.0 0.03 0.06

Tianjin 0.0 0.14 0.52 0.0 0.01 0.07

Hebei 4.90 13.76 1.81 1.88 9.07 3.33

Henan 24.90 12.59 2.10 13.68 11.92 5.64

Shandong 2.30 5.83 0.70 1.24 5.18 1.56

Northeast

Liaoning 6.50 3.85 3.22 1.14 1.07 2.55

Jilin 0.0 6.23 3.08 na 1.13 1.51

Heilongjiang 14.10 5.22 4.55 2.08 1.20 2.92
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Table 4.1  (continued)

 Poverty  Percent of national 

 incidence poor population

Province 1985 1993 2001 1985 1993 2001

Northwest

Inner Mongolia 10.60 10.75 13.30 1.17 1.90 6.28

Shanxi 4.10 11.87 6.62 0.69 3.31 5.25

Shaanxi 41.60 19.19 7.78 8.33 6.50 7.36

Ningxia 53.00 29.53 13.60 1.34 1.31 1.80

Gansu 43.90 26.15 9.60 6.03 6.20 6.64

Qinghai 5.00 16.79 16.90 0.11 0.66 1.95

Xinjiang 0.90 14.10 6.50 0.05 1.48 2.02

Yangtze River

Shanghai 0.0 0.15 0.0 0.0 0.01 0.00

Jiangsu 0.0 2.42 0.20 na 1.61 0.36

Zhejiang 4.50 3.53 0.18 1.22 1.57 0.23

Anhui 5.10 8.55 1.79 1.83 5.19 3.13

Jiangxi 12.10 3.24 2.76 2.72 1.27 3.02

Hubei 3.70 6.16 1.82 1.16 3.12 2.44

Hunan 12.60 3.14 2.09 4.92 2.06 3.86

South

Fujian 6.30 1.14 0.24 1.16 0.37 0.22

Guangdong 0.0 0.50 0.06 na 0.34 0.14

Hainan na 4.67 1.72 na 0.27 0.30

Southwest

Guangxi 22.20 7.82 3.35 6.08 3.72 4.62

Chongqing na na 3.99 na na 3.33

Sichuan 35.10 10.12 3.31 24.98 11.77 7.83

Guizhou 36.80 21.85 10.40 7.72 7.90 11.12

Yunnan 41.30 23.77 7.89 9.90 9.71 9.34

Tibet na 5.98 15.20 na 0.15 1.13

National average 14.81 8.83 3.20 100.00 100.00 100.00

Note: na = not available.

Source: Calculated by the author from data supplied by NBS.
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Since the poor rural population is mainly concentrated in remote 

mountainous areas with a fragile ecological system, a harsh climate and 

underdeveloped infrastructure and social services, the poor are vulnerable 

to internal and external shocks. The high proportion of transitory poverty 

found in studies discussed in the Appendix indicates that households around 

the poverty line frequently move into and out of poverty, due to changes 

both external and internal to their family environment. Poor households 

in poor areas commonly suffer from damage to the natural environment, 

water losses and soil erosion; a shortage of good quality agricultural land 

(for example, in the southwestern rocky mountain and karst areas and 

northwest where there is a scarcity of water); a defi ciency in infrastructure, 

such as road and water conservancy facilities, and a lack of  basic social 

services, such as primary education and health care.

The consequences are low agricultural productivity and the 

underdevelopment of  market relationships in the areas in which the 

poor are clustered. Research has shown that there are notable differences 

between impoverished families and non-impoverished families in terms 

of demographic characteristics, resources, assets and ability. Econometric 

analysis has demonstrated that a rural household’s net per capita income 

depends negatively on family size, and positively on labor availability within 

the household, the education level of the household head, members’ non-

agricultural job experience, the quality of the cultivated land at its disposal 

and the productive assets owned by the household (Li and Wang, 1999; 

Wang and Li, 2003). In rural areas where grain production, in particular, has 

grown most rapidly there is a clear tendency to fi nd the greatest reductions 

in rural poverty (Weiss, 2003).

TARGETING MEASURES IN ANTI-POVERTY 
PROGRAMS 

In 1986 the government put forward a major rural poverty reduction 

initiative with the objectives of stimulating economic development in poor 

areas and lifting the bulk of the rural poor out of poverty. This initiative 

was reinforced in 1994 when the ‘Eight-Seven Poverty Reduction Plan’ was 

launched. The aim of this was to bring 80 million rural poor out of poverty 

in seven years (1994–2000). In this section we discuss the details of  the 

key targeting mechanisms used in PRC to meet these goals, before later 

considering their effectiveness. 

The key characteristic of  the poverty reduction program has been its 

regional targeting; in other words up to relatively recently all poverty 

reduction funds from the central government were targeted at defi ned 

geographical regions and were aimed directly at the poor resident within 
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these units. Counties remained the basic unit for state poverty reduction 

investments until 2001. The central government first designated poor 

counties and then channeled all the anti-poverty funds to these poor 

counties through different government departments and state-owned 

banks. Four organizations – the Leading Group for Poverty Reduction 

(LGPR), the Agricultural Bank of  China, the National Planning and 

Development Commission, and the Ministry of  Finance – were central 

in the delivery and management of government poverty reduction funds. 

Each organization used its own administrative system to channel poverty 

alleviation funds from the central government to the provincial governments 

and then to the county governments. The rules and criteria adopted by these 

organizations for fund distribution and project selection have formed the 

basis for targeting within poor counties, although these were not always 

transparent or followed closely. 

Sources of Poverty Reduction Funds

The LGPR has categorized three kinds of funds as rural poverty reduction 

funds; these are subsidized loans, food-for-work and budgetary funds. 

The total amount spent by the central government since 1986 under these 

headings is presented in Table 4.2. Total nominal poverty funds increased 

steadily over 1986 to 2002, from 4.2 billion yuan to 29.1 billion yuan, which 

is an annual rate of nearly 13 per cent. However, the funds increased much 

more slowly in real terms at an annual rate of 6 per cent. Because of high 

infl ation in the late 1980s and early 1990s, the funds stagnated in real terms 

until 1996, after which they increased dramatically. Over the whole period 

subsidized loans accounted for 59 per cent of the total, food-for-work funds 

for 24 per cent and budgetary funds for 17 per cent. Total poverty funds 

were roughly 5 per cent of the central government budget and 0.2 per cent 

of GDP. Their shares of the government budget were relatively higher in 

the early and late 1990s and their share of GDP was highest in the mid-

1980s. 

In addition to these three main funds from central government, several 

other sources are also important for poor counties. One study estimates that 

poverty investments by local governments and government departments 

have been roughly a quarter of the investments from the central government 

(Li, 2001). In addition international donors, such as the World Bank, the 

United Nations Development Program (UNDP) and the International Fund 

for Agricultural Development (IFAD), and bilateral development agencies, 

such as those of Australia, Japan and the United Kingdom, have also had 

various poverty reduction projects in PRC for many years.
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Designation of Poor Counties

Since almost all of  poverty reduction funds had to go to the nationally 

designated poor counties before they could be used for anti-poverty 

projects or by poor households, the process and accuracy of poor county 

designation had a critical effect on targeting effectiveness. Poor county 

designation began in 1986 when the newly established Leading Group for 

Poverty Reduction (LGPR) under the State Council designated 258 poor 

counties in 17 provinces and autonomous regions. The original criteria for 

being selected as a national poor county was that the average net income 

per capita of  all rural residents within the county should be less than 

150 yuan. However, different treatment was given to different counties. 

Revolutionary bases, where the Communist Party and its army were active 

in the revolutionary era, minority counties and pastoral areas, received 

preferential treatment. In some of these areas per capita net income could 

be as high as 300 yuan and they still received poor county designation. Of 

the original 258 poor counties, in only 83 was the per capita net income 

of  rural households below 150 yuan, in 82 it was between 150 and 200 

yuan and in a further 93 it was between 200 and 300 yuan. The fact that 

per capita incomes in only a third of the counties were under the original 

LGPR income line of 150 yuan showed that the selection of poor counties 

was highly political. In 1987 an additional 13 counties in old revolutionary 

areas and two other counties were added to the list of  poor counties. In 

1988 27 pastoral and semi-pastoral counties were also designated as national 

poor counties to give a total of 328 counties.1 Shaanxi, Gansu, Yunnan, 

Guangxi and Sichuan had the greatest number of  poor counties, while 

Gansu, Ningxia, Shaanxi, Qinghai and Guangxi had the highest proportion 

of their population designated as poor (see Table 4.3).

The central government also required that all provinces and autonomous 

regions designate their own poor counties and that these counties be 

supported with provincial funds. By 1988 370 counties had been designated 

as provincial poor counties. In 1989, Hainan was made a separate province 

from Guangdong and three counties in Hainan province were added to the 

list of national poor counties. Subsequently, there were no major changes 

in the list of poor counties until 1993.

In 1993, as part of the preparation for the Eight-Seven Poverty Reduction 

Plan, adjustments were made to the list of state-designated poor counties. 

Despite the estimated decrease in the national rural poor (using the offi cial 

poverty line) from 125 million in 1985 to 80 million in 1993, the number 

of state-designated poor counties was increased from 331 to 592 (see Table 

4.4). The LGPR defi ned a per capita net income for rural households of 

less than 300 yuan in 1990 as the standard for selecting new poor counties. 
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Table 4.3 National and provincial poor counties, 1988

Province National poor counties Provincial poor counties

 Number Percent of rural Number Percent of provincial 
  population  rural population

North

Hebei 14 9.4 35 21.5
Henan 15 11.7 9 7.8
Shandong 9 9.9 5 4.4

Northeast

Liaoning 3 6.9 8 13.4
Jilin – – 11 15.2
Heilongjiang – – 6 9.0

Northwest

Inner Mongolia 16 23.9 24 34.8
Shanxi 14 13.8 21 11.6
Shaanxi 34 27.4 12 13.9
Ningxia 8 53.5 – –
Gansu 31 47.5 12 16.0
Qinghai 10 36.3 10 48.7
Xinjiang 17 20.1 13 26.3

Yangtze River

Zhejiang 3 2.3 – –
Anhui 9 14.8 8 11.2
Jiangxi 17 23.4 39 44.6
Hubei 13 15.1 24 20.6
Hunan 8 5.4 20 17.7

South

Fujian 14 19.1 2 1.1
Guangdong 4 4.5 27 20.6
Hainan – – – –

Southwest

Guangxi 23 18.0 25 19.5
Sichuan 21 12.3 30 18.0
Guizhou 19 29.6 12 12.5
Yunnan 26 20.5 15 11.9
Tibet – – – –

Total 328 12.6 370 13.9

Source: Calculated from data in Offi ce of the Leading Group for Economic Development 
in Poor Areas (1989); and SSB (1989).
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Now 326 counties conformed to this standard. At that time as poor counties 

enjoyed various allowances and preferential access to resources, the idea 

of dropping counties from the new list met with strong opposition. The 

result was that few were removed from the list, while many new ones were 

added.

The revision of  the list of  poor counties in 1993 must be considered 

progressive, since it was made on the basis of the poverty line recommended 

by the National Bureau of Statistics, with the result that many previously 

neglected poor counties were added. In some poor provinces and autonomous 

regions, previously province-designated poor counties were changed into 

state-designated national ones, and no additional provincial poor counties 

were selected. The readjustment created the greatest benefi t for Yunnan, 

Guizhou, Hebei provinces and the Inner Mongolian Autonomous Region. 

The proportion of  the total rural population living in poor counties in 

the three latter areas rose by 20 per cent, and in Yunnan by 40 per cent. 

Coastal provinces, such as Fujian, Guangdong, Shandong and Zhejiang saw 

a falling share of their population covered as a result of the readjustment. 

The proportion of poor county rural population in Fujian, for example, 

was reduced by 11 per cent.

After the government announced in early 2001, when the Eight-Seven 

Poverty Reduction Plan was completed, that basically the problem of 

absolute poverty had been resolved, the national poverty reduction strategy 

entered a new stage.2 To refl ect the changes in the poverty situation in 

different regions and to focus on poverty problems of  inland provinces 

and autonomous regions, the LGPR readjusted the poor county list once 

again in 2001, renaming these as ‘key poverty reduction counties’. The total 

number of national poor counties was still kept at 592, while the distribution 

of poor counties further shifted to the central and western provinces. All 

the poor counties in the coastal region designated in 1993 were eliminated 

from the new national poor county list, as the provincial governments in 

the coastal regions were assumed to take full responsibility for poverty 

reduction within their jurisdiction. 

Designation of Poor Villages

With the decrease in the rural poor, it was judged that the county was 

no longer the appropriate targeting unit. The government issued a new 

Poverty Reduction Compendium for the next 10 years in 2001, in which 

village targeting was proposed, although, as we have seen, key poverty 

reduction counties were still designated and the counties would still exercise 

overall administration of poverty reduction funds targeted at villages. With 
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the fi nancial and technical help of the Asian Development Bank and the 

United Nations Development Program, LGPR developed a methodology 

and indicators for identifying poor villages. Now it is a requirement that 

most poverty reduction funds go to poor villages. Non-poor villages in key 

poverty reduction counties are no longer eligible for poverty funds, while 

poor villages in non-key poverty reduction counties qualify for such funds. 

County governments must take the responsibility to identify poor villages 

within an overall quota for each county set by the provincial government. 

A weighted poverty index is used for village ranking. The index is generated 

from the score of  eight indicators, namely: livelihood indicators (grain 

production per person-year, cash income per person-year, and percentage 

of bad quality houses); infrastructure indicators (percentage of households 

having diffi culty in accessing potable water, percentage of  villages with 

access to reliable electricity supply, percentage of villages with an all-weather 

road access to the county town); and human resource indicators (percentage 

of women with long-term health problems, percentage of eligible children 

not attending school). Except for the fi rst two indicators that are continuous, 

the rest are proportions and are relatively easy to collect. For cross-village 

comparison the same indicators are required for all villages. In practice, 

LGPR has allowed local governments to change some of  the indicators 

and their weights according to the local situation. This decision has made 

the identifi cation process more fl exible, but at the same time makes it more 

diffi cult to compare poverty between counties and provinces. In practice, in 

some instances, the weights on the different indicators have been assigned by 

groups of villagers in a few sample villages in each county using participatory 

approaches. This means that villages in different counties will have different 

weights for the same indicators. 

Since the weighted index calculated from the above procedure is only 

valid for village ranking within a county, county governments (that is the 

LGPR at the county level) are assigned responsibility for poor village 

identifi cation. Working teams have been organized to help villages select 

indicators and collect relevant data. The county LGPR then calculates the 

weighted index and identifi es poor villages by ranking them on their index 

score, so the higher the index, the poorer the village. The county LGPR 

must suggest a list of poor villages to the provincial LGPR and the latter 

adjusts the number of poor villages in each county according to the total 

number of poor villages the provincial government has agreed to support 

within the planned time period. The list of  all poor villages identifi ed in 

this way must be publicized within the county for monitoring purposes. 

Poverty funds allocated to villages can be used for purposes identifi ed by 

the communities themselves.
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Measures for Urban Poverty Reduction

Urban poverty has come to be discussed as an important policy issue 

since the mid-1990s, particularly with the retrenchment in the state-owned 

enterprise sector. The task of  urban poverty reduction is assigned to 

municipal and township governments. The central government provides 

subsidies for the local governments to establish a minimum living standard 

system. Criteria for selecting urban residents who are eligible for receiving 

subsidies, and the amount of subsidies, are determined by municipal and 

township governments. No offi cial urban poverty line based on income 

or consumption has been developed for any city. Instead a set of  mixed 

indicators, including employment status, housing, illness and disability 

have usually been used to identify the subsidy recipients. The amount of 

subsidy received by each recipient differs according to their income and 

living conditions. Unlike rural poverty reduction, the Ministry of  Civil 

Affairs is the only government organization that is assigned responsibility 

for the administration of the urban minimum living standard system. City 

and county bureaus of the Ministry are the implementation agencies of the 

system, and they rely on urban residents’ committees at the community level 

to provide the necessary information to identify benefi ciaries. 

By the end of September 2003, 21.8 million urban residents in 8.9 million 

households were deemed eligible to receive subsidies, and a monthly subsidy 

of  56 yuan was distributed to each recipient on average. (The exchange 

rate at the time was approximately 8 yuan to the US dollar.) However, the 

minimum living standard and average subsidies provided differ between 

cities and provinces, usually determined in line with their fi nancial strength 

and the coverage of the program (see Table 4.5). 

Table 4.5 Urban minimum living standard program (2003)

Province/city Recipients Households Monthly 
 (1000) (1000) subsidy (yuan)

Total 21 800 8950 56

North

Beijing 155 69 230
Tianjing 249 103 71
Hebei 745 299 38
Henan 1241 534 44
Shandong 740 272 51

Weiss 02 chap04   148 8/2/05   12:33:32 pm



 Poverty targeting in the People’s Republic of China 149

Table 4.5 (continued)

Province/city Recipients Households Monthly 
 (1000) (1000) subsidy (yuan)

Northeast

Liaoning 1531 573 59
Jilin 1467 578 53
Heilongjiang 1570 619 46

Northwest

Inner Mongolia 701 291 45
Shanxi 752 327 45
Shaanxi 784 271 63
Ningxia 152 57 73
Gansu 568 232 48
Qinghai 194 75 70
Xinjiang 795 315 60

Yangtze River

Shanghai 447 206 139
Zhejiang 76 39 117
Jiangsu 324 135 81
Anhui 1048 429 47
Jiangxi 1013 383 56
Hubei 1615 644 50
Hunan 1441 600 42

South

Fujian 191 76 54
Guangdong 345 126 74
Hainan 84 35 49

Southwest

Guangxi 516 213 46
Sichuan 1394 647 51
Chongqing 704 343 74
Guizhou 412 180 51
Yunnan 622 317 60
Tibet 38 12 70

Source: Ministry of Civil Affairs (2003).
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TARGETING MEASURES AT THE PROJECT LEVEL

Under the terms of  the implementation of  the poor county targeting 

system poverty reduction funds were delivered to counties through different 

channels. The county governments and the Agricultural Bank of  China 

county branches played key roles in project selection and community 

targeting. Here we discuss the use of the main categories of poverty funds 

disbursed through this system and some of the limited evidence on their 

impact. Due to lack of  data, little empirical work has been done on the 

effectiveness of poverty targeting at the community and household levels. 

Much of the evidence is anecdotal and here we draw on fi eld interviews 

with local offi cials, households and other anecdotal evidence. 

Subsidized Loans

The main objective of  the subsidized loan program was to provide low-

cost credit (typically at nominal interest rates of 2 to 3 per cent) to support 

productive activities in poor areas. Subsidized loans were managed mainly by 

LGPR county offi ces and the Agricultural Bank of China county branches. 

The choice of projects and households to be supported was left mainly to 

LGPR county offi ces, whilst loan recovery was left to the bank county 

branches. However, with the commercialization of the state-owned banking 

system in recent years, the branches of the Agricultural Bank of China have 

been given more independence in deciding the use of subsidized loans.

When the subsidized loan program began in 1986, the government 

believed that a key constraint facing poor farmers was the lack of available 

capital and an inability to gain access to the formal credit system. The 

government also felt it was important to provide technical assistance and 

other services. With this premise, priority in the fi rst phase of lending was 

given to distributing subsidized loans directly to poor households selected 

by poverty offi cials to develop cropping, animal husbandry, and agricultural 

processing. An offi cial survey at the end of 1987 showed that in the fi rst 

year of  the program, 92 per cent of  subsidized loans were distributed 

directly or indirectly to farm households, rather than to county, township 

or village enterprises.

This pattern of loan distribution ended in 1989, when the LGPR opted to 

encourage the development of economic entities (jingji shiti), as a means of 

assisting the poor. These economic entities were enterprises engaged in some 

kind of productive or service activity that helped poor households to escape 

from poverty. The new policy stipulated that in order to qualify for subsidized 

loans at least half  of the employees of the economic entities had to be from 

poor households. This change in lending priorities was based on the view 
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that most poor households could not make good use of subsidized loans 

on their own, because they lacked the necessary technical and management 

ability and could not achieve economies of scale in operation. In contrast, 

the view was that economic entities, such as collectively managed orchards 

or companies selling agricultural products, were managed by professional 

personnel, who could coordinate activities on a larger scale. An important 

goal of the reform was to improve the productivity of loans and achieve 

higher repayment rates. Evidence from some poor counties and provinces 

revealed that since 1989, over 70 per cent of  subsidized loans had been 

distributed to economic entities. 

The main problem with lending to economic entities was that the 

connection to poor households was much less direct, which compromised 

the original targeting goals of the program. Many of the loans were given 

to township and village enterprises or county-owned enterprises, increasing 

the revenue base for local governments, but not necessarily benefi ting poor 

households. What was more serious was that most of the industrial projects 

built with subsidized loans failed due to technical, management and market 

limitations; hence, there was no clear improvement in the repayment rate 

of the loans. At a national conference on poverty in September 1996, the 

government decided to return the focus of lending to providing direct loans 

to poor households for cropping and animal production. 

Impact of subsidized loans
The subsidized loan scheme has been widely criticized for failing to target the 

poor effectively. To a large extent the problem has been due to the political 

and economic environment in which local government institutions operate 

and to confl icting goals. First, to provide incentives for effective loan use and 

repayment, local poverty offi cials often used past performance as a criterion 

in awarding new loans, even when the objective was poverty reduction. 

Many local offi cials believed that the poor are incapable of  managing 

projects successfully and preferred to promote economic development (and 

indirectly poverty reduction) by lending to enterprises, economic entities 

and large farms.

Even more important sources of poor targeting arise because of factors 

motivating local offi cials. There are three local players with a stake in the use 

of subsidized loans; the local offi ce of the LGPR, the local government, and 

the local branches of the Agricultural Bank of China. Local government 

offi cials have been concerned with generating revenues and furthering 

economic development in general, not just in poor areas and for poor 

households. This may have led them to support the diversion of  funds 

to enterprises or investment in more promising areas. This is especially 

true given the acute fi scal woes of many local governments in poor areas. 
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Agricultural Bank offi cials are interested in profi t and so care about loan 

repayment above all else. As the transaction costs of small loans to poor 

households are relatively high and loan use is diffi cult to supervise, both 

the Agricultural Bank of China and the Agricultural Development Bank3 

were unwilling to grant loans to poor farmers in the absence of stringent 

supervising mechanisms. Because they disbursed the funds, they could 

veto projects proposed by the local LGPR if  they felt the likelihood of 

repayment was low. This has led to numerous confl icts between bank 

offi cials and poverty offi cials. Even when loans were approved, Agricultural 

Bank offi cials had an incentive to shorten the period of the loan (so that 

funds could be relent quickly at higher rates), delay loan disbursement, 

or divert loans outright. Finally it is argued frequently in the media that 

misappropriation and corruption led to the diversion of subsidized loans 

to non-poor groups. 

The diversion of  subsidized loans to non-poverty reduction activities 

has become more serious in recent years with the commercialization of 

the Agricultural Bank of China and the closure of many local branches. 

A survey by the Ministry of Finance found that a majority of subsidized 

loans were made either to large-scale enterprises or for infrastructure 

construction, such as highways. In 2002 of 750 million yuan in subsidized 

loans made in Jiangxi province, only 150 million were household loans and 

these did not necessarily go to poor households. Similarly the same study 

found that Pingjiang county in Hunan province and Sichuan and Le An 

county in Jiangxi province had not made any loans to poor households in 

recent years (Wen, 2003).

Even when loans were lent directly to households in poor villages, in 

many cases they were not given to the poorest households. Evidence from 

a nationwide survey of villages conducted in 1996 provides some evidence 

on the limited targeting effectiveness of subsidized loans within villages. Of 

the 184 villages in six provinces that were surveyed, 32 had received poverty 

loans a total of 58 times in the past. Of these 58 times, data on the average 

wealth of households exist in 33 cases. Village leaders were asked whether 

most loans went to better-off  farmers, average farmers, or poorer farmers. 

Fifty-eight per cent of the time the loans went mostly to farmers of average 

wealth, while 43 per cent of the time they went to farmers of below average 

wealth. In no cases did village leaders report that the loans went mainly 

to better-off  farmers. However, the relative frequency of the allocation of 

loans to average rather than poor farmers appeared to have increased in 

the 1990s. Loans received before 1990 went to poor households 45 per cent 

of the time. Loans received in 1990 and after went to such households only 

36 per cent of the time, indicating a weakening of targeting effectiveness 

(Rozelle et al., 1999).
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Micro-credit schemes were introduced in 1997 as an important measure 

to improve targeting accuracy, as well as loan recovery. Their use spread 

rapidly, so that by the end of  2001, the amount of  micro-credit issued 

by the Agricultural Bank of  China through the use of  subsidized loans 

totaled 3.8 billion yuan, covering 2.3 million poor households and a poor 

population of  10.6 million (Cao, 2003). In assessing some of  the early 

efforts at micro-fi nance in PRC, Park and Ren (2001) fi nd mixed success 

between types of program, with those by non-governmental organizations 

performing considerably better in terms of excluding richer borrowers than 

government programs.

Food-for-Work 

The main aim of food-for-work was to make use of surplus labor in poor 

areas to build infrastructure, such as roads, water conservancy and drinking 

water facilities, whilst at the same time providing poor farmers with job 

opportunities and income sources, thus raising both short-term income and 

longer-term development prospects. The central feature of the scheme was 

the payment of project costs in kind. The relevant project implementation 

institutions (such as the traffi c bureau for roads or the water conservancy 

bureau for water projects) received coupons to be exchanged for grain, 

cloth and daily necessities. These project agencies would make the exchange 

and obtain the goods that would be made available to project participants. 

Materials to be used on the projects were allocated by state-run commercial 

departments. In some cases food coupons could be exchanged for cash 

through the banking system and this allowed some direct cash payment 

to participants.

Initially, poor areas were required to secure state-allocated materials 

from coastal and other more developed areas and then distribute them 

to the project implementation agencies, which in turn would sell the 

materials in local markets or give them directly to the project participants. 

Due to the cost of  transporting materials from coastal to poor areas, in 

the 1990s such materials began to be sold in their places of  origin and 

the cash thus obtained was remitted to the poor areas, where the relevant 

planning committee offi ce would distribute it among project implementation 

units. Beginning in 1997, however, all the funds used for such schemes 

came from the government budget rather than from the sale of  grain or 

industrial goods. Offi cial policy dictated that the resources provided by the 

central government for the food-for-work scheme were to be augmented 

by the provincial, prefecture and county governments. But in reality, due 

to the strain on local fi nancial resources, the matching funds from local 

governments were often very limited. 
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Implementation procedures depended on the scale and nature of  the 

projects. Large-scale projects, such as roads connecting counties and 

townships, were usually implemented by specialized county government 

bureaus (such as the traffi c bureau), while small-scale, community-based 

projects were usually implemented by village committees and township 

governments. Specialized construction teams were hired for the construction 

work of large-scale projects, and wages or lump sum construction fees were 

paid to workers on construction teams. For community-based, small-scale 

projects, village committees and township governments usually mobilized 

compulsory labor to carry out the construction; wages in kind or in cash 

might or might not be paid to these workers depending on the budget of 

the projects. Where no wages were paid, the involvement of workers became 

a form of informal tax in kind.

An argument in favor of food-for-work programs has been that because 

the funds bypass local budget bureaus, to date relatively few funds have 

been diverted for other uses, which has been common for many earmarked 

budgetary items, especially in poor counties (Park et al., 1996). However, 

there was also a concern that expanding the scope of food-for-work would 

make it more diffi cult to monitor and would increase the incentives for local 

governments to divert the funds to other uses, by substituting food-for-

work projects for other funds that would have gone towards infrastructure 

construction. 

Provincial poverty offi cials have reported that in addition to poverty 

status, other criteria used in allocating these funds have included the quality 

of project design, the ability of local leaders, and past performance. In some 

provinces, such as Henan, before 1994 some projects were awarded to non-

poor counties (though often with poor townships), but since then all funds 

have been allocated to national or provincial poor counties. Some county 

offi cials, however, report that amounts awarded to different counties depend 

more on project feasibility and quality than on poverty status. This is likely to 

be even more true within counties. Zhu and Jiang (1995) report that villages 

that have greater population, favorable environmental conditions, more 

surplus labor, and are more remotely located are more likely to be involved 

in these projects, which, if  accurate, suggests not unreasonable targeting.

One important issue in assessing the poverty alleviation role of  food-

for-work projects is the cost borne by local residents in the form of 

uncompensated labor effort. Because funds are limited, in many areas funds 

are used to pay for material supplies, while as we have noted labor is supplied 

through yiwugong (essentially a labor tax). In some areas with these projects, 

the amount of yiwugong may surpass regulated limits (usually a maximum 

of 30 labor days per year). These costs to the poor in the form of foregone 

leisure or other income-earning activities must be weighed in assessing how 
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well the programs were targeted and how much they benefi ted the poor. 

Zhu and Jiang (1995) report that 40 per cent of households in their sample 

(in Sichuan, Ningxia and Shandong) worked without receiving any pay. 

Older, male workers with less land and more education were more likely to 

participate in such projects. They also found that for most workers (78 per 

cent), time spent working on these projects did not detract from income-

earning activities, but rather decreased leisure only, which suggests a high 

degree of labor surplus. 

Budgetary Development Funds

The low level of economic development in poor areas made it impossible 

for most poor counties to be self-suffi cient fi nancially, as their expenditures 

on poverty projects exceeded revenues. It was the purpose of the budgetary 

development funds to support productive construction projects and other 

investments in poor areas by means of special funds. These funds could be 

used to support promising activities in industry, infrastructure or agriculture. 

In addition a small proportion of the funds have also been used for primary 

education and basic health care, for example for the construction of schools 

and health clinics.

All budgetary development funds came from the Ministry of Finance, 

although as noted above there is a requirement that local governments 

(at the province, prefecture and county level) provide matching funds, 

which were rarely forthcoming. Project identifi cation and implementation 

procedures were much the same as for the food-for-work funds, except that 

some funds could be used in the area of social and human development, 

and the project scale was smaller. For these projects wages were not usually 

paid to project participants, except where skilled workers or specialized 

construction teams were needed.

Of the three main poverty programs, least is known about the distribution 

and use of budgetary development funds because of the classifi ed nature 

of budgetary data. Nonetheless a number of targeting concerns warrant 

mention. First, because the development fund program began before the 

designation of poor counties in 1986, many of these funds were given to 

counties not offi cially designated as poor, which increased coverage but also 

increased leakage. Second, just as for food-for-work funds, there is the risk 

that poor counties will substitute development funds for other budgetary 

resources that would have been allocated for similar purposes, reducing the 

impact of such funds on realized investment. Assuming perfect fungibility, 

development funds at worst act as a pure budget subsidy, and so should 

help local governments in poor counties meet their own fi scal needs, even 
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if  these lack a poverty focus. However, if  these transfers also affect their 

poverty-focused activity, there could be a crowding out problem. 

Regulations stipulating that development funds be used to benefi t poor 

households through development projects probably prevented full crowding 

out. However, as local governments had a much stronger infl uence on 

the use of these funds than subsidized loans or food-for-work funds, the 

danger of bias toward revenue-producing investments was greater. Another 

concern is that when development funds were used in education activity 

for the construction of schools, this usually required that villages collected 

supplementary fees from households to fi nance any funding gaps, which 

might have had adverse poverty consequences, at least in the short term.

EMPIRICAL ASSESSMENT OF TARGETING 
MEASURES

Here we consider the evidence on the effectiveness of these various targeting 

programs, fi rst looking at the accuracy of poor county designation and the 

equity of poverty fund distribution, and then considering how these funds 

have impacted on poor counties. We draw extensively on empirical work 

by the author.

Accuracy of Poor County Designation 

We have noted above that many counties were designated as poor on the 

basis of  broadly political criteria. Initial evidence on targeting accuracy 

can be found in the frequency distributions of poor and non-poor counties 

across income levels. In 1986, only half of the counties in the lowest income 

decile were designated as poor, even though there were even more counties 

designated as poor in the next income group (see Figure 4.1). By 1993, far 

fewer counties in the lowest income groups were being excluded, implying 

better coverage, but there were many more counties designated as poor in 

the middle-income groups, implying greater leakage (see Figure 4.2). 

Overall targeting effectiveness can be evaluated more formally by defi ning 

‘targeting gaps’ and ‘targeting errors’ (Park et al., 2002). Targeting gaps 

describe mis-targeting in the full sample with respect to a reference poverty 

line, while targeting errors describe mis-targeting given a set number of 

targeted benefi ciaries. Similar to poverty measures, gaps and errors can be 

aggregated using different weights. 

Two types of targeting gaps can be calculated: the targeting count gap 

(TCGt) and the targeting income gap (TIGt). The targeting count gap is 

defi ned as
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Figure 4.1  Income per capita distribution in poor and non-poor counties, 
1986
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Figure 4.2  Income per capita distribution in poor and non-poor counties, 
1993
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Here N is the total sample of  counties, indexed by i. Iit1 is an indicator 

variable for type one error (or incomplete coverage) that equals one if  a 

county is not designated as poor (Pit = 0), but its income per capita (Yit) is 

below the poverty line (Zt). Iit2 is an indicator variable for type two error 

(or leakage) that equals one if  a county is designated as poor (Pit = 1), but 

its income per capita is above the poverty line.4 TCGt can be interpreted as 

the percentage of counties that are mis-targeted and is easily disaggregated 

into type one and type two error. 

The targeting income gap is defi ned as

TIG
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where the indicator variables are as defi ned above. TIG is similar to TCG 

except that mis-targeting is weighted by the magnitude of mis-targeting, 

measured as the difference between county income and the poverty line.5 

Yearly TCG and TIG measures for poor county designation are presented 

in Tables 4.6 and 4.7. Both measures are sensitive to the chosen poverty 

line; as the line is increased, type one error increases and type two error 

decreases. The tables give the TCG and TIG for each year from 1986–1995 

for two different lines, the offi cial poverty line and a relative poverty line 

equal to 60 per cent of mean income per capita. 

The results show that targeting effectiveness has deteriorated steadily over 

time, that incomplete coverage or omission of the poor has fallen, while 

leakage has increased, and that using the offi cial poverty line, targeting gaps 

jumped noticeably after the new poor county designations in 1993. As seen 

in Table 4.6, the percentage of counties that were mis-targeted increased 

from 14 to 22 per cent using the offi cial poverty line and from 15 to 19 per 

cent using the relative poverty line. While failure to designate a poor county 

as poor was nearly twice as likely as designating a non-poor county as 

poor in 1986 (using either the offi cial or relative poverty lines), by 1995 the 

opposite was true using the relative line, and using the offi cial line virtually 

all mis-targeting was due to leakage. Considering that about one fi fth of 

counties are mis-targeted, the TIG of 77 yuan in 1995 for the offi cial line 

implies that the average magnitude of mis-targeting in mis-targeted counties 

is about 385 yuan, or nearly two thirds of the poverty line.6 Only part of the 

targeting gaps can be explained by preferential treatment towards minority 
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and revolutionary base counties. In 1986, 25 per cent of leakage in the TCG 

(using the offi cial poverty line) was due to minority counties and 35 per 

cent to revolutionary base counties. By 1995, the comparable fi gures were 

35 per cent and 19 per cent, respectively.

Table 4.6 Targeting count gap, 1986 to 1995

 Offi cial poverty line Relative poverty line

  (60% of average income per capita)

 Type I Type II Total Line Type I Type II Total

1986 0.094 0.050 0.144 598 0.099 0.050 0.149

1987 0.082 0.065 0.146 611 0.097 0.061 0.158

1988 0.044 0.101 0.144 586 0.086 0.073 0.159

1989 0.056 0.096 0.152 538 0.096 0.079 0.175

1990 0.078 0.093 0.171 570 0.093 0.085 0.178

1991 0.058 0.101 0.158 590 0.093 0.084 0.177

1992 0.038 0.107 0.145 628 0.087 0.083 0.171

1993 – – – 655 0.028 0.150 0.178

1994 0.005 0.232 0.237 703 0.047 0.137 0.185

1995 0.004 0.218 0.222 793 0.065 0.120 0.185

Note: Calculations based on sample of 1837 counties with complete data for all years.

Source: Park et al. (2002).

One problem with the targeting gap measure is that it is sensitive to the 

number of poor counties designated. If  the number of designations is less 

than the number of  truly poor counties, type one error is unavoidable, 

and if  designations exceed the number of  poor counties, type two error 

is unavoidable, even when targeting is perfect in that designations go to 

the poorest counties. Another way to assess targeting, then, is to compare 

outcomes with the perfect targeting case given the number of  poor 

county designations. The targeting count error (TCE) is the percentage 

of  designations not given to counties that would be targeted under this 

defi nition of perfect targeting, or 

TCE
D
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Here Zt
* is the income level of the marginal, or threshold, county when 

targeting is perfect given the number of available designations (D). Similar 
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to targeting gaps, the indicator functions can be weighted by income 

differences with counties that were mistakenly targeted to calculate targeting 

income error (TIEt) or by rank differences to calculate targeting rank error 

(TREt).
7 These statistics are reported in Table 4.8, and show that by any 

measure, targeting error was substantial in the original designations (in 

fact a majority of designations were mis-targeted), increased steadily over 

time, fell dramatically after new designations in 1993 to levels even below 

that of  the original designations, and then began increasing once again. 

Thus, the 1993 designations reduced targeting error, but through a strategy 

of expanded coverage benefi cial to counties above the absolute or relative 

poverty thresholds.

Table 4.7 Targeting income gap, 1986 to 1995

 Offi cial poverty line Relative poverty line

  (60% of average income per capita)

 Type I Type II Total Line Type I Type II Total

1986 9.6 6.2 15.8 598 11.6 6.1 17.7

1987 8.2 9.1 17.3 611 11.1 7.5 18.6

1988 3.3 16.4 19.7 586 8.5 9.6 18.1

1989 4.3 17.3 21.7 538 9.6 11.1 20.7

1990 6.5 16.2 22.7 570 9.7 13.0 22.7

1991 4.5 21.9 26.5 590 9.9 15.9 25.8

1992 2.9 29.9 32.9 628 9.7 19.1 28.8

1993 – – – 655 1.9 26.0 27.8

1994 0.3 65.8 66.1 703 4.6 29.6 34.2

1995 0.2 76.4 76.5 793 7.8 31.2 39.0

Note: Calculations based on sample of 1837 counties with complete data for all years.

Source: Park et al. (2002).

However, even if  poor county designation was perfect, there would still 

be mis-targeting due to the existence of the non-poor in poor counties and 

of  the poor in non-poor counties. Both of  these phenomena have been 

important. In 2002 the total rural population in the 592 poor counties was 

around 200 million, while the poor population was only 28 million by the 

offi cial poverty line or a little less than 100 million measured by the US 

$1 a day purchasing power parity standard. Even if  all of  the poor were 

resident in poor counties, the majority of  households in poor counties 

would still not be poor. 
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Table 4.8 National targeting error, 1986 to 1995

 Targeting count Targeting rank Targeting

 error error income error

1986 0.524 363 242

1987 0.504 381 265

1988 0.574 447 264

1989 0.625 532 302

1990 0.649 564 332

1991 0.629 621 378

1992 0.618 682 422

1993 0.280 260 153

1994 0.319 313 212

1995 0.334 323 267

Note: Calculations based on sample of 1837 counties with complete data for all years.

Source: Park et al. (2002).

Data from the National Bureau of  Statistics indicate that of  the 80 

million rural poor in 1992, only 23 million lived in non-poor counties, 

accounting for 29 per cent. However, this proportion has increased. An 

estimate from the same source suggests that the poor living in non-poor 

counties accounted for 38 per cent of the total poor population in 2001. 

Rural household data provide evidence that an even larger percentage of the 

poor live in non-poor counties. For example, one study indicated that about 

half  of the poor in four southern provinces did not live in poor counties 

(Ravallion and Jalan, 1999). 

Determinants of Poor County Designation

Having quantifi ed the degree of targeting error, we now turn to a formal 

analysis of the determinants of poor county designation. As we have seen, 

status as a minority or revolutionary base county has had a signifi cant 

effect on poor county designation. In 1990, 637 counties were minority 

counties (33 per cent) and 195 were revolutionary base areas (10 per cent). 

Twenty per cent of  minority counties and 44 per cent of  revolutionary 

base counties were designated as poor in 1986, accounting for 38 per cent 

and 30 per cent, respectively, of all poor counties. In 1993, the number of 

minority counties designated as poor more than doubled (to 46 per cent 

of all minority counties), but the number of revolutionary base counties 

designated as poor increased only slightly. As a share of all poor counties, 

however, the number of minority and revolutionary base counties fell to 
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30 per cent and 16 per cent, respectively, in 1993 because the total number 

of poor counties increased substantially.

Using county-level economic data from the Ministry of Agriculture, which 

were the basis for poor county designations in 1986,8 Park et al. (2002) studied 

the determination of poor county status by estimating probit functions for 

poor county designations in 1986 and 1993. Explanatory variables include 

income per capita, grain production per capita, industrial share of  total 

income in the year preceding the designations, status as a minority county or 

revolutionary base county, and provincial dummy variables. All explanatory 

variables have estimated coeffi cients that are statistically signifi cant. The 

fi tted probabilities correctly predict the status of  92 per cent of  county 

designations in 1986 and 88 per cent in 1993.

The marginal effects on the probability of  poor county designation 

at the sample means for poor counties are presented in Table 4.9. In 

1986 a 1 per cent increase in income per capita reduces the probability 

of being designated a poor county by 1.3 per cent, a 1 per cent increase 

in grain output per capita decreases the probability by 0.2 per cent, and 

an increase in the industrial share of  income of 1 per cent reduces the 

probability by 0.7 per cent. Designations are less responsive to per capita 

income and grain production in 1993 (1.1 per cent and 0.1 per cent, 

respectively) and slightly more responsive to industrial share of income 

(0.8 per cent). Being a minority or revolutionary base county increases 

the probability of designation by 15 per cent and 45 per cent, respectively, 

in 1986, and by 17 per cent and 18 per cent, respectively, in 1993. Overall 

the responsiveness of  poor county designation to both economic and 

political variables decreases in 1993, mainly because of the larger number 

of countries designated as poor.

Table 4.9  Marginal effects on probability of poor county designation 
(from probits evaluated at poor county means)

 1986 1993

Log (income per capita) (t–1) –1.31 –1.13

 (0.0749) (0.0526)

Log (grain output per capita) (t–1) –0.216 –0.124

 (0.0509) (0.0270)

Industrial share of income (t–1) –0.705 –0.769

 (0.308) (0.135)

Minority 0.146 0.166

 (0.0633) (0.0377)

Revolutionary base 0.441 0.180

 (0.0411) (0.0255)
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Table 4.9  (continued)

 1986 1993

Provincial dummies:

North

Henan –0.240 –0.138
Shandong 0.392 –0.111

Northeast

Liaoning 0.175 0.0882
Jilin – 0.0309
Heilongjiang – 0.0381

Northwest

Inner Mongolia –0.136 0.0140
Shanxi 0.282 –0.00751
Shaanxi 0.126 0.00762
Ningxia – –0.369
Gansu –0.302 0.00431
Qinghai 0.343 –0.297
Xinjiang 0.363 –0.0626

Yangtze River

Zhejiang 0.0834 –0.194
Anhui 0.244 –0.212
Jiangxi –0.0426 –0.0474
Hubei 0.347 0.0533
Hunan –0.182 –0.391

South

Fujian 0.443 0.0613
Guangdong 0.143 –0.00769

Southwest

Guangxi 0.0600 –0.129
Sichuan –0.231 –0.46
Guizhou –0.219 –0.341
Yunnan –0.119 –0.320

Notes: Sample sizes are 1908 and 1953 and pseudo R-squared is 0.49 and 0.54. Marginal 
effects for minority and revolutionary base status as well as provincial effects are the effect of 
change from 0 to 1. Provincial effects are with respect to Hebei. Marginal effects evaluated at 
full sample means in 1986 and 1993 are the following: income –0.129 and –0.704, grain –0.0212 
and –0.0773, industrial share –0.0689 and –0.481, minority 0.181 and 0.130, and revolutionary 
base 0.143 and 0.216 (all statistically signifi cant at the 1 per cent level). 

Source: Park et al. (2002).
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Many provincial dummies have large and significant coefficients, 

suggesting that there was considerable discrimination against specific 

provinces. In the 1986 designations, some poor provinces in the southwest 

(Sichuan, Guizhou, Yunnan), center, (Henan, Hunan) and northwest (Inner 

Mongolia, Gansu) were at a severe disadvantage, while a county was much 

more likely to be designated as poor if  it was in the wealthier provinces of 

Fujian, Shandong, Hubei, or Xinjiang. The starkest contrast is between 

Gansu and Fujian; other things being equal, a county in Gansu was 70 

per cent less likely to be designated as poor than a county in Fujian. In 

1993, despite a large number of  newly designated counties in relatively 

disadvantaged provinces, such as Yunnan and Guizhou, southwest provinces 

remained at a distinct disadvantage, along with Qinghai and Ningxia in the 

northwest and Anhui and Hunan in central PRC.9 Many provinces favored 

in 1986 no longer appeared favored in 1993.

Distribution of Poverty Funds between and within Poor Counties

Having considered errors in designation of poor counties we now turn to 

evidence on the allocation of the various poverty funds described above, 

both between and within counties. Using the National Bureau of Statistics 

county level data collected from the Rural Poverty Monitoring Survey in 

a regression model, we test the extent to which county poverty funding 

amounts from different sources for the period 1998–2001 can be explained 

by county characteristics for the sample of poor counties where data exist.10 

The variables used and the regression results are presented in Table 4.10.

The results suggest that, apart from investment from ‘other sources’, 

poverty fund allocations across poor counties are significantly and 

positively related to the level of  poverty incidence, as measured by the 

headcount ratio (the proportion of  the poor in the total population). A 

one percentage point increase in poverty incidence will increase the total 

poverty fund allocation per capita by 0.76 yuan. For central government 

funds the increase will be 0.85 yuan and for subsidized loans 0.46 yuan. 

The size of the rural population has a signifi cantly negative impact on the 

per capita allocation of all poverty funds, indicating that large counties are 

at a disadvantage. Interestingly, although revolutionary base counties are 

favored in poor county designation, they are discriminated against in fund 

allocation between counties, as other things being equal, revolutionary base 

counties receive 26 yuan per capita less than non-revolutionary counties. 

Minority counties are still at an advantage, as they receive 14 yuan per capita 

more than non-minority counties, again allowing for other factors. Inland 

border counties are also favored in poverty fund allocation. Compared with 
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Table 4.10 Determinants of poverty fund allocation (1998–2001)

Independent Total poverty Central Other  Subsidized Budgetary Food-for-

variables funds government  funds loans funds work

  funds    

Poverty 0.76*** 0.85*** –0.16 0.46*** 0.18*** 0.21***

incidence (3.57) (5.34) (–0.41) (4.01) (4.17) (3.67)

Rural pop. –2.44*** –1.89*** –0.74*** –1.06*** –0.30*** –0.52***

 (–18.29) (–18.84) (–3.03) (–14.63) (–11.24) (–14.56)

Revolutionary –25.83*** –26.07*** –5.70 –15.85*** –2.55 –7.68***

base (–3.02) (–4.05) (–0.37) (–3.40) (–1.48) (–3.32)

Minority 13.65* 9.75* 13.33 10.06** 0.85 –1.16

 (1.84) (1.74) (0.98) (2.48) (0.57) (–0.57)

Border 66.96*** 45.27*** –16.68 16.87*** 13.21*** 15.19***

 (6.24) (5.61) (–0.85) (2.89) (6.11) (5.23)

Highland 0.11 2.67 –4.81 1.44 0.58 0.65

 (0.01) (0.38) (–0.28) (0.28) (0.31) (0.25)

Mountainous 6.64 9.66 4.46 2.51 2.55 4.60*

area (0.76) (1.47) (0.28) (0.53) (1.45) (1.95)

Year 3.18 7.82*** –7.47** 3.79*** 3.03*** 1.00*

 (1.57) (5.12) (–2.01) (3.42) (7.40) (1.83)

Shanxi –27.53** –20.42** –6.50 –28.93*** 2.99 5.53

 (–2.09) (–2.05) (–0.27) (–4.01) (1.12) (1.54)

Inner Mongolia –6.53 –12.01 –5.35 –24.95*** 4.38 8.56**

 (–0.43) (–1.04) (–0.19) (–2.99) (1.42) (2.07)

Liaoning –56.69*** –54.87*** –13.07 –41.95*** –6.22 –6.70

 (–2.86) (–3.66) (–0.36) (–3.86) (–1.55) (–1.24)

Jilin 49.52* 79.27*** 26.73 44.00*** 4.82 30.45***

 (1.96) (4.15) (0.58) (3.18) (0.94) (4.43)

Heilongjiang 103.35*** 70.60*** 54.32 14.92 17.58*** 38.10***

 (5.56) (5.06) (1.60) (1.48) (4.70) (7.59)

Anhui 143.74*** 115.36*** 37.44 59.85*** 17.98*** 37.54***

 (7.29) (7.76) (1.04) (5.56) (4.52) (7.03)

Fujian 5.49 –39.03** 67.17* –31.91*** –7.50* 0.38

 (0.26) (–2.41) (1.71) (–2.72) (–1.73) (0.07)

Jiangxi 37.09** 37.36*** 2.38 15.17 2.88 19.31***

 (2.18) (2.90) (0.08) (1.63) 0.84 (4.17)

Shandong –10.45 –2.81 0.10 –4.12 0.37 0.93

 (–0.53) (–0.19) (0.00) (–0.39) (0.10) (0.18)

Henan 53.63*** 52.53*** 12.99 27.08*** 9.43*** 16.02***

 (3.93) (5.10) (0.52) (3.63) (3.41) (4.32)
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Table 4.10 (continued)

Independent Total poverty Central Other  Subsidized Budgetary Food-for-

variables funds government  funds loans funds work

  funds    

Hubei 34.42** 34.28*** –6.27 20.51** 3.34 10.43**

 (2.15) (2.84) (–0.21) (2.34) (1.03) (2.40)

Hunan 122.77*** 90.44*** 19.59 53.72*** 14.51*** 22.21***

 (5.39) (5.26) (0.47) (4.32) (3.15) (3.60)

Guangxi 14.43 33.75*** –22.45 18.29** 5.52* 9.94**

 (0.97) (3.00) (–0.82) (2.24) (1.83) (2.46)

Hainan –27.86 54.38*** –35.73 –1.71 10.26** 45.83***

 (–1.10) (2.85) (–0.77) (–0.12) (2.01) (6.67)

Chongqing 65.01*** 56.85*** –3.13 24.58** 12.24*** 20.04***

 (3.29) (3.82) (–0.09) (2.28) (3.07) (3.74)

Sichuan 163.53*** 152.04*** –15.40 91.14*** 21.49*** 39.41***

 (9.85) (12.27) (–0.51) (10.16) (6.47) (8.85)

Guizhou 3.35 8.34 –15.79 8.10 –0.40 0.65

 (0.25) (0.83) (–0.65) (1.11) (–0.15) (0.18)

Yunnan –11.93 –22.04 ** 38.48* –9.06 –5.77** –7.21**

 (–0.98) (–2.40) (1.72) (–1.36) (–2.34) (–2.18)

Shaanxi 3.64 9.12 –4.69 11.70* –0.79 –1.78

 (0.29) (0.96) (–0.20) (1.69) (–0.31) (–0.52)

Gansu 7.39 20.18** –10.29 1.06 16.40*** 2.72

 (0.59) (2.15) (–0.45) (0.16) (6.53) (0.81)

Qinghai 211.25*** 215.78*** 6.26 162.21*** 7.71** 45.86***

 (12.09) (16.34) (0.20) (16.96) (2.18) (9.66)

Ningxi 117.41*** 99.54*** 25.53 44.82*** 36.12*** 18.60***

 (5.41) (6.07) (0.64) (3.77) (8.22) (3.15)

Xinjiang 25.151 79.18*** 3.22 8.46 23.15*** 47.58***

 (1.55) (6.45) (0.11) (0.95) (7.04) (10.79)

No. of obs. 2121 2128 2128 2128 2128 2128

Adjusted R2 0.38 0.47 0.01 0.38 0.29 0.37

Notes:
*** signifi cant at 0.01 level.
** signifi cant at 0.05 level.
* signifi cant at 0.10 level. 

Source: Calculated by the author.
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counties on the plains, counties in highland and mountainous areas have 

no special advantage in allocation.

Many provincial dummies have large and signifi cant coeffi cients, indicating 

some provinces are at an advantage, while others are discriminated against. 

Compared with counties in Hebei province, which is the reference point for 

the analysis, those in Shanxi, Inner Mongolia, Liaoning, Fujian and Yunnan 

are at a disadvantage, while those in Jilin, Heilongjiang, Anhui, Jiangxi, 

Henan, Hubei, Hunan, Guangxi, Hainan, Chongqing, Sichuan, Gansu, 

Qinghai, Ningxia and Xingjiang have an advantage. Qinghai has the most 

favored treatment as its poor counties receive 211 yuan per capita more than 

expected from the central government, after controlling for characteristics 

like poverty incidence, population size and minority status. 

The anomalies found here confirm the view that regional targeting 

may be a rather ‘blunt instrument’ for reaching the poor (Ravallion and 

Lipton, 1995). Even when funds are targeted at the poorest regions, there is 

considerable leakage to the non-poor in poor regions and lack of coverage 

of the poor in non-poor regions. Further, even between poor counties there 

are important anomalies in the per capita allocation of funding. In PRC 

political factors have strongly infl uenced poverty targeting from the outset. 

Entrenchment of  political interests to maintain poor county status has 

made removal of poor county designation diffi cult, leading to a tendency 

to expand coverage and increase leakage, thus widening targeting errors 

over time. The evidence presented here suggests that political constraints 

are likely to undermine regionally targeted programs, when targeting is at 

the county level or higher. 

OVERALL EFFECTIVENESS OF POVERTY 
TARGETING 

To date there is limited evidence on the overall effectiveness of  poverty 

reduction programs in PRC and here we survey the main contributions. The 

challenge of such assessments is to isolate the effect of poverty programs, 

since progress or lack of progress in reducing poverty may refl ect factors other 

than the targeting programs themselves. Some have argued, for instance, that 

poor areas stood to gain more from market and commercialization reforms 

since the planning system forced them into production patterns that went 

against their comparative advantage to a greater extent than in richer areas 

(Lardy, 1983). To back this up there is some evidence that income growth 

in poor counties was greater than in non-poor counties in some regions, 

allowing for other factors (Park et al., 1996; Tong et al., 1995). A number 
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of studies have looked specifi cally at the impact of poor county targeting 

and we survey the more important of these. 

Jalan and Ravallion (1998b) assess whether being located in an offi cially 

designated poor county affects growth in household expenditures, controlling 

for geographic externalities and other community variables that are likely 

to determine income growth. Utilizing National Bureau of Statistics panel 

data (1985 to 1990) on households in four southwest provinces (Guizhou, 

Yunnan, Guangxi and Guangdong), they fi nd that living in a national poor 

county increases consumption by 1.1 per cent per year above what would be 

expected, although this gain is offset by a growing divergence in consumption 

relative to non-poor counties, due to the unfavorable characteristics of poor 

counties. Using this consumption growth as a measure of benefi ts the rate of 

return on poverty investments is estimated to be 12 per cent.11 The authors 

themselves point out that this may overestimate the poor county program’s 

effect, since some public expenditure may not be included, funds may be 

used for consumption rather than investment purposes, and the variables 

used to control for area characteristics may omit factors that give poor 

counties an advantage in growth.

Rozelle et al. (1998) examine the effectiveness of  targeted poverty 

interventions across economic sectors in 43 poor program counties of 

Shaanxi province during 1986–91. The authors adopt three separate sectoral 

growth models in which the rate of growth of output per capita is a function 

of current-year poverty expenditures, poverty expenditures lagged one year, 

government expenditures per capita (to control for other investments), 

rural income per capita (to control for private investment), human capital 

(represented by the share of the labor force that had graduated from middle 

school in 1985), lagged output (to control for the initial size of the sectors), 

and county and time dummy variables (to control for county characteristics 

and time-related effects), as well as population density (as a proxy for the 

relative abundance of labor). In the agricultural growth equation they also 

include as a regressor changes in the availability of agricultural land, while 

in the growth equation for state-owned industry, they include as regressors 

fi xed investment in enterprise assets in both current and lagged form. 

The results reveal that for the sample of  national and provincial poor 

area counties, targeted poverty funds allocated directly to households for 

agricultural activities have a signifi cant and positive effect on growth. In 

contrast, investments in township and village enterprises or county state-

owned enterprises do not have a discernible effect on growth. In a more 

disaggregated part of the study, investments in agricultural infrastructure 

(such as terracing or soil leveling) do not by themselves positively affect 

growth in agricultural output. These results suggest that the poverty funds 

targeted directly at households have a positive growth effect. The study is 
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based on data from only one province, and similar work using data from 

other provinces is necessary to have confi dence that the results for Shaanxi 

can be generalized to other parts of the country. Also an important source 

of  poverty funds, namely the food-for-work funds, are excluded from 

the estimation, which is most likely to affect the impact of infrastructure 

investment. 

For another province, Sichuan, Zhang et al. (2002) analyze the impact of 

participation in national and provincial poor county programs on income 

growth. They classify all counties in Sichuan into poor program counties, 

non-program poor counties and non-poor counties. Growth of income per 

capita in poor program counties was positive and exceeded the very small 

rise for non-program poor counties; however, it did not keep pace with 

the increase in the non-poor counties. In terms of statistical signifi cance, 

growth rates of poor program counties were statistically indistinguishable 

from those of non-poor counties, whilst non-program poor counties had 

signifi cantly slower growth than either of the other groups.

The authors use a regression model to identify the determinants of growth 

and examine the impact of the poverty programs using data from 1990 to 

1996 for 177 counties. The growth of income is regressed on independent 

variables representing resource endowment, the economic structure of the 

county, investment (by type) made through the fi scal system (which includes 

some but not all of  poor area expenditures) and program participation. 

They fi nd investment in agriculture, health, education and electrifi cation 

positively affects growth, though the effect on growth of other investments 

(in ‘other infrastructure’) is not apparent. The presence of  a poverty 

program positively impacts on growth, keeping the relative growth of poor 

program counties from falling as much as that of  poor, non-designated 

counties. After accounting for endowments, structure, and initial level of 

income, poor program counties grew more slowly than non-poor counties 

(by about 3 per cent per year). However, this slower income growth was 

still faster than growth for non-program poor counties, which, allowing 

for the county characteristics captured here, experienced growth nearly 5 

per cent slower than non-poor counties. An important difference between 

Zhang et al. (2002) and Rozelle et al. (1998) is that the former uses data 

from all counties in Sichuan, while the latter only works with designated 

poor counties. This allows the use of  non-designated poor counties as a 

comparator group, although incomplete coverage of poverty expenditures 

is a limitation common to both studies. 

Using a different methodology, Fan et al. (2002) develop a simultaneous 

equation model to estimate the effects of  government expenditure on 

output and poverty through different channels. They conclude that poverty 

funds matter for growth and poverty alleviation, but not nearly as much 
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as investments in other sectors. The study, using provincial data for the 

past 26 years between 1970 and 1995, shows that government spending on 

production-enhancing investments, such as agricultural R&D, irrigation, 

rural education and infrastructure (including roads, electricity and 

communications) have all contributed not only to growth, but also to poverty 

reduction. One of the most striking results is that large parts of the poverty 

effect are realized through improved access to rural non-farm employment. 

Government anti-poverty loans specifi cally targeted for poverty alleviation 

have the smallest impact on poverty reduction of  any of  the investment 

programs considered. The strength of  the study lies in its adoption of  a 

simultaneous equation model and the use of a provincial panel data set. 

However, of  the poverty-targeting funds only subsidized loans are taken 

into consideration. Also methodologically there may be a bias against 

the impact of  poverty loans, as they do not enter into the simultaneous 

‘production equations’ and therefore do not generate feedbacks in the way 

that infrastructure and other non-poverty investments do. 

One of  the most detailed and disaggregate approaches is provided by 

the author and others using Ministry of  Agriculture county level data, 

for all counties where relevant data exist (Park et al., 2002). To estimate 

the impact of poverty reduction policy on average income growth in poor 

counties, growth in a county’s rural income per capita from one period to 

another is modeled as a function of  the county’s status as a designated 

poor county at the beginning of the period, initial income per capita, other 

initial characteristics (principally grain production per capita), county time-

invariant characteristics, and prefecture time-varying factors. A panel is 

constructed from data for each county for four time periods: 1981–85, 

1985–89, 1989–92, and 1992–95. The fi rst period pre-dates the poor county 

programs, and the fi rst poor county designations occurred during the second 

and third periods, with additional designations being made during the 

fourth period. Information on growth rates before the poverty program 

began makes it possible to identify the effects of poor county status while 

also controlling, through a county dummy variable, for unobservable 

characteristics that have persistent effects on growth. The coeffi cients on the 

poverty status variable can be interpreted as the program effect allowing for 

all other factors. The results suggest that poverty designation and the funds 

that come with it have a positive growth effect, allowing for other factors. 

Rural household net income per capita is found to increase 2.2 per cent 

faster annually in poor counties than in non-poor counties over 1986–92, 

and 0.9 per cent faster over 1992–95, other things held equal.12 This means 

that although growth was nonetheless lower in poor areas, their relative 

disadvantage due to their starting point and characteristics was reduced 

by the poverty funds. The effects are larger than those found by Jalan and 
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Ravallion (1998b) for the period of 1985–90 in four southwest provinces, 

discussed above. Furthermore, these fi gures are based on national data, not, 

as with earlier studies, on data from one province alone. 

Using this estimate of  program impact on rural income growth, it is 

possible to estimate the rate of return on poverty investment. In real terms, 

the poverty spending included here fell during 1985–92 and then recovered 

to about its initial level, averaging 9.5 billion yuan per year (in 1995 yuan), 

equivalent to 89 yuan per person or 14 per cent of  rural income. Based 

on the 2.2 per cent impact on incomes, the poverty program on average 

increased rural income by 13.8 yuan per person per year. This suggests a rate 

of return of 15.5 per cent, somewhat higher than the 12 per cent estimated 

by Jalan and Ravallion (1998b). For the 1992–95 period, the approximate 

doubling of the program’s coverage reduced spending per capita to 55 yuan 

and the implied rate of return is 11.6 per cent.

These results of Park et al. (2002) are open to different interpretations. 

Total poverty expenditure may be considerably greater than the central 

government funds included in this study, which do not cover items like the 

administrative costs of programs, matching or supplementary funds provided 

by local governments and international donor funds. Some argue that the 

total of  such spending is much greater than offi cial central government 

poverty alleviation funds (Xie, 1994). Indirect evidence of low repayment 

rates on subsidized loans and suspected substitution effects, discussed above, 

may make the relatively high rate of return surprising. Most critically the 

results provide no evidence on the distribution of benefi ts within counties, 

so high impacts do not necessarily benefi t the poor within poor counties. 

Other factors, however, may bias the estimates downward, particularly if  

targeted programs also benefi t poor counties not offi cially designated as 

poor, as leakage will dilute the measured impact on targeted counties. This 

will be reinforced if provincial governments shift other budgetary allocations 

away from counties supported by national poverty alleviation funds. 

Evidence from all of the above studies surveyed here suggests that poverty 

programs in PRC have had a positive impact on household income and 

poverty reduction in poor areas, although there is also evidence that the 

impact from other non-poverty focused investment has been even greater. 

There is also some evidence that during the 1990s the impact of targeted 

poverty funds on poverty reduction decreased with the decrease of  the 

rural poor population and the increase in such funds, possibly because 

of  the worsening targeting problems and the diversion of  some poverty 

funds. Nonetheless a major omission of all studies is that due to the lack 

of reliable poverty data at the disaggregate level within counties, none of 

the above has managed to disaggregate gains to poor counties into those 
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to the poor and to the non-poor within the counties. It is clear that this 

requires further research.

CONCLUSIONS

PRC has made enormous strides in poverty reduction over the last 25 years, 

despite the continuing disputes in the literature on the precise magnitude 

of  remaining poverty and the extent of  its decline over time. Since the 

mid-1980s there has been a consistent targeted poverty reduction program, 

although central government expenditures, which are the only component 

for which there is comprehensive data, have never exceeded 6 per cent of total 

government expenditure. The central focus of targeting has been location 

targeting, based on poor counties, and the within-county allocations have 

been determined in a variety of ways, not all of which have been based on 

objective need. There is also substantial evidence of errors in poor county 

designations, which appear to have increased in the early 1990s with the 

addition of new counties to the list. There was competition for access to these 

funds and the ensuing political pressures worsened targeting accuracy at 

this time. The limited evidence available implies that access to poverty funds 

did have a positive effect in counteracting the unfavorable geographic and 

social conditions faced by many poor areas. Their incomes may have grown 

more slowly than in higher income areas, but their relative disadvantage 

was reduced modestly by the availability of  poverty funds. Despite this 

positive conclusion we still know very little about how such funds affected 

intra-county distribution between poor and non-poor and hence have little 

conclusive evidence on their net effect on poverty reduction. There is in fact 

substantial anecdotal evidence on the misuse of poverty funds. Finally, we 

also know fairly conclusively that the main driver of poverty reduction has 

been very rapid economic growth and through their growth effect other non-

poverty investments have in fact had a major poverty reduction impact. 
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APPENDIX: POVERTY IN PRC

Though there are disagreements on the magnitude of the absolute poor in 

rural PRC and even on the trends in change in poverty over different time 

periods, all can agree that the numbers of  rural poor have been reduced 

very substantially with the fast growth of the economy and of household 

income in the past 25 years. 

Offi cial Poverty Estimates

The offi cial estimate of the rural poor population is based on the poverty line 

defi ned by the National Bureau of Statistics (NBS). Rural poverty is defi ned 

by NBS as ‘diffi culty in material well-being so great that a person or a family 

cannot reach the socially acceptable minimum standard of living.’ Therefore 

a fundamental principle in defi ning the poverty line is ‘the minimum expense 

required to meet people’s basic living needs for necessary goods and services 

under the specifi c conditions of time, place and social development’ (Tang, 

1994a). The NBS divides basic personal consumption expenditures into 

two categories, food consumption expenditures and non-food consumption 

expenditures (clothing, housing, communications, fuel, health and medical 

care, education, entertainment and so forth). Food consumption to meet 

minimum calorie requirements is the most important factor for setting 

the poverty line. To determine the poverty line requires; fi rst, an estimate 

of  minimum calorifi c intake based on nutritional standards; second, a 

food consumption bundle to meet this; third, the monetary value of  the 

minimum food consumption expenditure based on the prices of the different 

foods in this bundle; and fi nally, the Engel coeffi cient (food consumption 

as a proportion of total consumption by the poor), which can be used to 

calculate non-food consumption expenditures and the poverty line.

Based on the recommendations of the China Nutrition Association, the 

NBS adopted a daily intake of 2400 calories per person as the minimum 

nutritional standard (Wang et al., 1996). The following principles were applied 

in defi ning the food bundle that met this nutritional standard. First, all food 

in the bundle should be necessities, excluding what were deemed ‘harmful 

and extravagant’ consumption (such as cigarettes, alcoholic beverages and 

sweets). Second, the food bundle should refl ect the real consumption pattern 

in rural areas. NBS estimated rural household consumption of essential 

goods using the 1984 sample survey statistics on rural households. Table 

A.4.1 shows the food bundle and the corresponding calorifi c intake adopted 

by the NBS. The prices used by the NBS in calculating food consumption 

expenditures are the weighted average prices of the various foods. An Engel 

coeffi cient of 60 per cent was used in computing the non-food consumption 
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expenditure before 1998, on the grounds that 60 per cent was usually 

employed internationally, and furthermore the cost of  food constituted 

about 60 per cent of  the average total living expenses of  Chinese rural 

households in 1984 (Tang, 1994a).

Following this approach, the NBS calculated the 1984 rural poverty line 

as 200 yuan per person per year.

Table A.4.1 Food consumption bundle adopted by the NBS

Consumption item Unit  Amount  Calorifi c  Proportion  

 calories consumed intake of total

 (Cal./Kg) (kg) (Cal./day) calories

Grain 3150 220.00 2115.6 88.0

Vegetable oil 8990 2.45 60.34 2.5

Vegetables 204 100.00 56.0 2.3

Pork 3950 8.70 94.0 4.0

Eggs 1635 1.30 5.8 0.2

Animal oil 8960 1.36 33.4 

Mutton and beef 1746 0.54 2.6 

Milk 1522 0.75 3.13 

Poultry 1845 0.74 3.74 3.0
*

Fish, shrimp 1091 0.96 2.87 

Sugar 3970 1.00 10.9 

Fruit 604 3.00 4.96 

Note: * The combined proportion of animal oil, mutton and beef, milk, poultry, fi sh and 
shrimp, sugar and fruit.

Over the years, the NBS adjusted the poverty line established for 1984, 

initially in line with the changes in the rural retail price index and later with 

those in the rural consumer price index. In 1990 the prices of households’ self-

consumed agricultural and other products used in the calculations changed 

from controlled state-planned purchase prices to an average of state-planned 

purchase prices and the above-quota purchase prices in contract purchases. 

Table A.4.2 shows the NBS poverty line in different years.

In 1999 the NBS conducted a new set of poverty line calculations using the 

1998 national rural sample survey data (NBS, 2000). A standard food bundle 

of 27 items in 15 categories was established from the mean consumption 

pattern of households with income per capita less than 800 yuan, adjusted 

to meet a lower calorifi c standard of 2100 calories. The income necessary 

to purchase the standard bundle of food items was estimated at 527 yuan. 
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The non-food expenditure share was calculated using a regression method.13 

The estimated non-food expenditures at the poverty line were 108 yuan, 

giving a poverty line of 635 yuan. However the non-food expenditure share 

of 17 per cent from this approach was substantially lower than the 40 per 

cent share assumed in the earlier calculations.

Table A.4.2 Per capita income and the offi cial poverty line for rural areas

Year Average annual net income  Poverty line  Poverty line / 

 per capita (yuan) (yuan) net income (%)

1978 134 100 74.6

1984 355 200 56.3

1985 398 206 51.8

1986 424 213 50.0

1987 463 227 49.0

1988 545 236 43.3

1989 602 259 43.0

1990a 686 300 43.7 

1991 709 304 42.9

1992 784 320 40.8

1993 922 n.a. n.a.

1994 1221 440 36.0

1995 1578 530 34.2

1996 1926 580 30.1

1997 2090 630 30.1

1998 2165 635 29.3

1999 2210 625 28.3

2000 2253 625 27.7

2001 2366 635 26.8

2002 2476 627 25.3

Notes:
n.a.: not available.
a In 1990, the NBS changed the pricing of rural households’ self-consumed products.

Source: Tang (1994b) and other data provided by the NBS.

After setting the poverty line in different years, using the household survey 

system it set up in one third of counties in the early 1980s and the income 

data from more than 60 000 sampled rural households, the NBS estimated 

the proportion of  rural households and the rural population whose net 

per capita income was below the poverty line. Table A.4.3 gives the NBS 

Weiss 02 chap04   175 8/2/05   12:33:39 pm



176 Poverty targeting in Asia

estimates of the poor population in rural areas. According to these fi gures 

the rural poor have decreased dramatically over the past 25 years. The 

absolute poor population decreased from 250 million in 1978 to 28 million 

in 2002, and the poverty-stricken population as a proportion of the total 

rural population decreased from 31 per cent to 3 per cent.

Table A.4.3 Offi cial rural poverty headcount (1978–2002)

Year Rural population Poor population Percentage of

 (million persons) (million persons) poor

1978 803 250 30.7

1984 843 128 15.1

1985 844 125 14.8

1986 850 131 15.5

1987 857 122 14.3

1988 867 96 11.1

1989 878 106 12.1

1990 896 85 9.5

1991 905 94 10.4

1992 912 80 8.8

1993 913 75 8.2

1994 915 70 7.6

1995 917 65 7.1

1996 919 58 6.3

1997 915 49 5.4

1998 920 42 4.6

1999 922 34 3.7

2000 928 32 3.4

2001 934 29 3.1

2002 935 28 3.0

Source: NBS (2000, 2001, 2002, 2003).

Potential Bias of the Offi cial Estimates

Criticisms of offi cial poverty estimates focus on the methodology used by 

the NBS to calculate the offi cial poverty line (Park and Wang, 2001). The 

calculation may be subject to a number of potential biases that may work in 

opposite directions, although mainly towards underestimating poverty. First, 

an arguably unrealistic food bundle was adopted, in which consumption 

items viewed to be non-necessities were excluded (for example alcohol and 
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sweets). As a result grain accounted for 88 per cent of expenditures, even 

though grain comprises only around 70 per cent of actual food expenditures 

by poor households. Over-weighting of grain in the standard bundle leads 

to the under-pricing of calories, since grain is a relatively cheap source of 

calories. This gives a downward bias to the poverty line and leads to an 

underestimation of poverty. Second, as we have seen, planned prices rather 

than market prices were used to value own-produced consumption goods 

before 1990. Insofar as market prices were higher and insofar as the rural 

poor had to purchase their marginal needs on open markets, this will bias 

downward estimates of food consumption. Third, the reduction in the share 

of non-food expenditure in the poverty line estimate was controversial and 

appeared to contradict known expenditure patterns.14 Fourth, some have 

criticized the NBS sample for under-representing households in remote and 

minority areas, and those with illiterate household heads. Fifth, despite the 

availability of expenditure data, NSB has always calculated poverty rates 

using income data, even though for poverty calculations expenditures are 

considered to be a better measure of both current and long-term welfare, 

and since individuals try to smooth consumption over time, expenditures 

tend to vary less from year to year than incomes. In PRC average incomes 

are 10 per cent to 20 per cent higher than average expenditures, so that 

using income data results in lower poverty rates.15 Finally, and perhaps 

most critically, the implicit infl ation rates evident in the offi cial poverty 

lines appear much lower than the actual change in the rural consumer price 

index and do not allow for regional price differences.

There has been considerable debate on this latter point. For example, 

Khan and Riskin (2001) point out that even the rural consumer price index 

is likely to underestimate the growth in living costs of  the poor, because 

their budget shares for food are higher than the average and food prices 

have grown faster than other prices.16 In the initial years the offi cial poverty 

lines are consistent with the rural retail price index, and in the fi nal years 

of  Table A.4.2 they are consistent with the rural consumer price index. 

However in the intervening years, there are large discrepancies. Most notably 

the poverty line increases only modestly during the high infl ation years of 

1988 and 1989, and there is a sharp increase in the poverty line in 1997 

that is far in excess of  infl ation. This helps explain why offi cial statistics 

show a steady reduction in poverty in the late 1980s, while other estimates 

show little change. If  the 1985 line is infl ated by the rural consumer price 

index, the 2000 poverty line reaches 721 yuan compared with the offi cial 

line of  625 yuan. This suggests that poverty reduction over time may be 

exaggerated signifi cantly.

Like poverty lines in many countries the NBS national poverty line does 

not allow for regional price differences in calculating the required food 
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expenditures, nor does it allow for regional differences in the food bundle. 

Food prices vary greatly between different provinces due to transport costs 

and imperfect market integration. For example, Chen and Ravallion (1996) 

estimate that the cost of purchasing the NBS food bundle was 23 per cent 

higher in Guangdong than in Guangxi in the late 1980s. Similarly in 1992 

and 1995, the local NBS of Jiangxi province calculated provincial poverty 

lines of 400 and 750 yuan using local prices and the national food bundle, 

which were well above the offi cial national poverty lines of  320 and 530 

yuan, respectively (see Table A.4.2). Failure to account for regional price 

differences may exaggerate the concentration of poverty in poor regions.

Alternative Estimates of Rural Poverty

Because of  these sources of  bias in the offi cial poverty estimates, other 

estimates have been made using different methods and data sources. The 

main alternative estimates of rural poverty are presented in Table A.4.4.

Because of the potential arbitrariness of choosing any one poverty line, 

arguably it is more important to examine trends in poverty over time. All 

estimates agree that there was a spectacular reduction in poverty in the 

early 1980s. Again all estimates other than the offi cial poverty count show 

little or no progress in poverty reduction in the late 1980s. Reductions in the 

Table A.4.4  Alternative estimates of rural poverty headcount (proportion 
of poor in total population) 

Source Sample data Survey 1978 1984 1985 

NSB Offi cial National (income groups NBS 30.7 15.1 14.8 
 and household income)a

World Bank (1992) National (income groups) NBS 33.0 11.0 11.9 
World Bank (2001) National (income groups) NBS    
World Bank (2001) National (expenditure NBS    
 groups)b

Khan (1996) National (income groups) NBS   14.0 
Khan and Riskin (2001) 19 provinces (household  Own survey
 income)     
Riskin and Li (2001) 19 provinces (household Own survey    
 income)
Jalan and Ravallion (1998b) 5 provinces (household NBS   28.4 
 expenditures)

Notes:
a Income groups before 1995, household data from 1995 onwards.
b Expenditure groups constructed from national mean expenditure and income group 

distributions.

Source: Park and Wang (2001), World Bank (2001), Wang et al. (2004).
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offi cial count are almost certainly due to insuffi cient infl ation of the poverty 

line in 1988 and 1989. In the early 1990s, Khan (1996) and the World Bank 

(2001) show little change until after 1993. The offi cial poverty count falls 

steadily throughout the 1990s. Khan and Riskin (2001) and Riskin and Li 

(2001) emphasize the small magnitude of poverty reduction from 1988 to 

1995. Riskin and Li (2001) report that using NBS’s own income defi nition 

and poverty line, they estimate a poverty headcount of 9.4 per cent, which 

is higher than the offi cial fi gure of 7.1 per cent. As mean incomes are the 

same in their 19 province sample and the NBS’s national sample, the only 

plausible explanation is differences in the distribution of incomes.17 

World Bank (2001) uses a constant price US $1 per day poverty line. The 

purchasing power parity dollar per day standard was established to facilitate 

inter-country comparisons, and is not based on nutritional standards, 

consumption patterns, or social norms specifi c to PRC. The offi cial poverty 

line is broadly equivalent to 0.67 cents per day and hence the World Bank 

poverty estimates are considerably above the offi cial ones. However, what 

is striking is the rapid fall in poverty in the mid-1990s reported both by 

World Bank (2001) and the offi cial estimates, although they vary in both 

the numbers of poor and the headcount. 

A further limitation of  offi cial poverty estimates is that they draw no 

distinction between chronic and transitory poverty. Other estimates suggest 

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

15.5 14.3 11.1 12.1 9.5 10.4 8.8 8.2 7.6 7.1 6.3 5.4 4.6 3.7 3.4 3.1 3.0 

11.9 11.1 10.4 12.3 11.5
    29.1 28.2 27.7 27.1 24.0 20.3 14.0 12.7 10.8 10.5 12.0 10.6 9.4
 35.4   40.0 38.0 37.7 37.9 32.3 28.8 22.6 22.7 22.8 23.5 21.0 19.5 17.2

  16.1  13.9  13.6 14.1 13.6

 32.7       28.6
  12.7       12.4

27.5 23.0 22.8 25.3 28.3
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that in PRC transitory poverty, those who move above or below the poverty 

line, is a signifi cant proportion of the total poor. For example, using panel 

data for households in four provinces from 1985–1990, Jalan and Ravallion 

(1998a) fi nd that the share of the poor who are not chronically poor varies 

from 30 per cent to 46 per cent. McCulloch and Calandrino (2001) fi nd 

that in 1991 and 1995, 57 per cent and 46 per cent of the poor in Sichuan 

were experiencing transitory poverty. Using data from six poor counties 

for 1997 and 2000, Wang and Li (2003) fi nd that around 30 per cent of the 

poor are transitory. Given these proportions it is clear that if  the goal is to 

measure chronic poverty, annual poverty headcounts are likely to overstate 

the extent of such poverty substantially. 

Nutritional Outcomes 

The poverty headcount is conceptually a nutrition-based standard of welfare, 

since the poverty line is constructed to refl ect the expenditure necessary to 

purchase a food bundle that provides a minimum acceptable number of 

calories per day. One way to validate offi cial poverty statistics is to look 

directly at nutritional outcomes in the population. In general these also 

support the pattern of a rapid fall in poverty during the 1990s. For example, 

Zhu (2001) analyzes 1995 rural household data from 19 provinces and fi nds 

that 17 per cent of the rural population had a calorifi c intake below 2100 

calories and 28 per cent had a calorifi c intake below 2400 calories, which at 

different times were the standards used in constructing the offi cial poverty 

line. She also fi nds that the prevalence of inadequate calorie consumption 

is only weakly correlated with income, casting doubt on exclusive use of 

income as a poverty indicator. Similarly using aggregate production, trade 

and demographic data, and a minimum energy requirement of 1920 calories, 

the FAO (2000) estimated that the share of the population with insuffi cient 

calorie intake fell from 30 per cent in 1979–1981 to 17 per cent in 1990–1992 

and to 11 per cent in 1996–1998. 

A common indicator of long-term nutrition is the prevalence of stunting 

in children. A national survey by WHO/UNICEF in 1992 found a stunting 

rate in children of 31.4 per cent (FAO, 2000). A series of national surveys 

conducted by the Ministry of Health found stunting rates of 41 per cent in 

1990, 39 per cent in 1995, and 23 per cent in 1997.18 In offi cially designated 

poor counties, the stunting rate was much higher. A 1995 Ministry of Health 

survey found a stunting rate of 43 per cent in poor counties and the China 

Rural Poverty Survey directed by the author found a stunting rate of 46 

per cent among children in 6 poor counties. These stunting rates compare 

with a stunting rate of 36 per cent in all developing countries, 37 per cent in 

Africa and 13 per cent in Latin America (ACC/SCN, 2000). These statistics 
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suggest high rates of malnutrition in the poorer parts of rural PRC. They 

also suggest little progress in poverty reduction in the early 1990s, but 

substantial progress beginning in the mid-1990s. This pattern is consistent 

with the poverty headcount estimates.

Health indicators published by the Ministry of  Health show steady 

progress in the quality of  life in the 1990s. Interestingly, the trends in 

indicators like infant, under-5 and maternal mortality rates suggest rapid 

progress in the early 1990s, but less progress in the late 1990s, somewhat 

contradicting the nutritional fi ndings noted above. Again, however, progress 

is evident over the decade.

Urban Poverty

Urban poverty was not an issue for the government until the mid-1990s, 

because urban residents were covered by a wide range of welfare programs 

from the government or state-owned enterprises. Up to then the government 

treated poverty exclusively as a rural problem. To date the government has 

released no offi cial poverty lines or poverty counts for the urban population. 

State guarantees of jobs, pensions, housing and health care for all urban 

workers under socialism, along with a strict residence permit system, created 

a large urban–rural income gap that has been widened rather than reversed 

by market reforms. Early estimates of urban poverty by the World Bank 

(1992) found insignifi cant poverty incidence up to 1990. However, since the 

mid-1990s, restructuring of state-owned enterprises and substantial layoffs 

of workers have created signifi cant dislocation for many workers. Growing 

urban poverty thus has become a real prospect. 

Table A.4.5 Recent trends in urban poverty

Poverty headcount rate 1990 1992 1996 1998 1999 2000

at $1/day income

National 23.1 21.6 10.6 7.9 7.8 8.8

Rural 31.0 30.0 14.9 11.4 11.2 13.7

Urban 0.9 0.0 0.2 0.0 0.25 0.3

Poverty headcount rate 

at $1/day consumption

National 32.9 30.2 17.4 17.8 17.8 16.1

Rural 44.4 41.4 24.8 26.2 27.0 25.0

Urban 1.0 0.8 0.4 1.0 0.5 0.5

Source: World Bank (2003).
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Using grouped income data, Khan (1996) estimates that the urban poverty 

headcount fell from 20 per cent in 1981 to 13 per cent in 1985 and to only 

5 per cent in 1991. Khan and Riskin (2001) estimate an urban poverty rate 

of 6.8 per cent in 1988 and 8.0 per cent in 1995. Using urban household 

survey data collected by the NBS and the US $1 a day poverty line, the 

World Bank (2003) estimated that the urban poverty headcount rate in the 

1990s was equal to or below 1 per cent, measured either with income or 

consumption data (see Table A.4.5). Compared with rural poverty, urban 

poverty appears much less of  a problem from these estimates. However, 

Khan and Riskin (2001) argue that the World Bank’s urban poverty line 

is too small a percentage (23 per cent) of  average income to be realistic. 

However, many of the potential biases in constructing rural poverty lines 

and poverty counts also characterize urban poverty statistics. Valuation of 

non-wage benefi ts is particularly diffi cult.

NOTES

 1. These included the poor counties in the ‘three Xi’ prefectures that had been given state 
fi nancial aid since the early 1980s, namely, Dingxi and Hexi prefectures in Gansu province 
and Xihaigu prefecture in Ningxia Autonomous Region.

 2. See the Appendix for a discussion of national poverty trends.
 3. Agricultural Development Bank was set up in 1994 to manage policy loans for the 

agricultural sector, and took charge of  subsidized loans for four years. In 1998 the 
responsibility for subsidized loans was assigned back to the Agricultural Bank of 
China.

 4. Chapter 1 discusses these two types of targeting error.
 5. TCG and TIG are analogous to the widely used poverty headcount and poverty gap 

measures, but are two-sided rather than one-sided.
 6. Since the targeting income gap for all counties is 77 yuan and all the income gaps are 

from one fi fth of the mis-targeted counties, the average magnitude of mis-targeting in 
mis-targeted counties is 385 yuan.

 7. The targeting income error formula is the same as for targeting income gap except the 
poverty line Z is now the income of the threshold county and the summation is divided 
by D, instead of N. Targeting rank error replaces income difference with income rank 
difference.

 8. The Ministry of Agriculture data is known to show more poverty in China’s southwest 
and less in the northwest in comparison with the National Bureau of  Statistics data 
(World Bank, 1992). Both data are available for poor counties in 1994 and 1995. The 
two series have a rank correlation of 0.89 and 0.92 in the two years. 

 9. Part of the measured bias against southwest provinces may be due to biases in the Ministry 
of Agriculture versus National Bureau of Statistics data. However, offi cials in Beijing 
confi rmed that the number of  poor counties in the poorest provinces was limited to 
preserve balance among provinces.

10. Among 592 poor counties, 532 counties have complete data for all four years.
11. The authors fi nd that living in an area with poor natural conditions reduces consumption 

growth; namely poor areas tend to grow slower because of  geographic externalities. 
Without allowing for geographic externalities, the estimated rate of return from poverty 
programs is zero.
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12. The specifi cation implicitly assumes that poor county designation is not endogenous to 
time-varying unobservables that differ within prefectures and are not correlated with initial 
characteristics. The authors estimate three equations in fi rst differences simultaneously, 
using an iterative 3SLS procedure, imposing appropriate cross-equation restrictions and 
using different instruments for the three equations. The instruments are lagged variables 
for income, grain production and poverty status. The coeffi cients on the poverty status 
variables should be interpreted as the effect of the poverty program on counties in the 
same prefecture in the same period with the same starting income and grain production 
levels and controlling for time-invariant unobservables. Without allowing for fi xed effects, 
the effect of the poverty program is negative in both periods, although not statistically 
signifi cant in the second period.

13. This involves estimating non-food expenditures based on a regression of food share on 
a constant and the log of total expenditures/food poverty line. 

14. As we have noted, the non-food expenditure share of  40 per cent used prior to 1998 
dropped sharply to 17 per cent in 1998 due to the change from a fi xed share to regression 
estimation. Data made available to the author by the NBS show that in 1999, the non-
food expenditure shares of the poor, defi ned as those with incomes below 850 yuan per 
capita, in Guizhou, Gansu and Henan province were 27 per cent, 33 per cent and 49 per 
cent, respectively.

15. The poverty headcounts of the World Bank (2001) are about ten percentage points higher 
using expenditure rather than income data (see Table A.4.4).

16. Chen and Ravallion (1996) calculate price indices for the poor that grow signifi cantly faster 
than the overall consumer price index in two of four provinces. Khan and Riskin (2001) 
fi nd that the growth of the consumer price index for the poor is four percentage points 
higher than that for the overall consumer price index for the period 1988 to 1995.

17. Riskin and Li (2001) use a national poverty line while defl ating incomes by provincial 
price indices, which will produce an unpredictable bias in the change in the poverty 
headcount.

18. Personal communication with China Centre of  Preventive Medicine, Ministry of 
Health.
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5. Poverty targeting in Thailand 

 Peter Warr and Isra Sarntisart

INTRODUCTION

This chapter examines the efforts of the Thai government to direct particular 

categories of  government expenditures preferentially towards the poor. 

The government professes an interest in doing this and the chapter aims 

to determine empirically whether this is being achieved by focusing on the 

geographic distribution of this expenditure across provinces. We begin with 

a review of the characteristics of poverty in Thailand. We then summarize 

government policies with respect to poverty reduction and present estimates 

of the magnitude of poverty-related expenditures. The overall distributional 

effects of general categories of government expenditures are reviewed fi rst, 

before we consider the effects of the specifi c category of poverty reduction 

expenditures. The focus is geographic targeting, in the sense of allocation 

of expenditures between provinces, as there is insuffi cient data to allow an 

assessment of intra-provincial allocations.

POVERTY IN THAILAND

In Thailand, as elsewhere, the measurement of  poverty and the analysis 

of its causes are controversial. Nevertheless, all major studies of poverty 

incidence in Thailand agree on some basic points: 

• Absolute poverty has declined dramatically in recent decades, with the 

exception of a recession in the early 1980s and the period following 

the Crisis of 1997–98. 

• Poverty is concentrated in rural areas, especially in the northeastern 

and northern regions of the country. 

• Large families are more likely to be poor than smaller families. 

• Farming families operating small areas of land are more likely to be 

poor than those operating larger areas.

• Households headed by persons with low levels of education are more 

likely to be poor than others.

186
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The following discussion draws upon the offi cial poverty estimates produced 

by the Thai government’s National Economic and Social Development 

Board, which, like all other available poverty estimates, are based upon 

the household incomes collected in the household Socio-Economic Survey 

data. Despite their imperfections, these are the only data available covering 

a long time period. These survey data have been collected since 1962. The 

early data were based on small samples, but their reliability has improved 

steadily, especially since 1975. Table 5.1 shows all of the available offi cial 

data for the four decades from 1962 to 2002.

Table 5.1  Thailand: poverty incidence,a 1962 to 2002 (headcount measure, 
per cent of total population)

 Aggregate Rural Urban 

1962 88.3 96.4 78.5

1969 63.1 69.6 53.7

1975 48.6 57.2 25.8

1981 35.5 43.1 15.5

1986 44.9 56.3 12.1

1988 32.6 40.3 12.6

1990 27.2 33.8 1.6

1992 23.2 29.7 6.6

1994 16.3 21.2 4.8

1996 11.4 14.9 3.0

1998 12.9 17.2 3.4

2000 14.2 21.5 3.1

2002 9.8 12.6 3.0

Poverty shareb 2000 100.0 92.6 7.4

Population sharec 2000 100.0 68.4 31.6

Notes: 
a Poverty incidence means the number of poor within a reference population group expressed 

as a proportion of the total population of that group. The headcount measure of aggregate 
poverty incidence is the percentage of  the total population whose incomes fall below a 
poverty line held constant over time in real terms; rural poverty is the percentage of the 
rural population whose incomes fall below a poverty line held constant over time in real 
terms, and so forth. 

b Poverty share means the number of poor within a reference population group expressed 
as a proportion of the total number of poor within the whole population. 

c Population share means the population of a reference group expressed as a proportion of 
the total population.

Source: Data obtained from Development Evaluation Division, National Economic and 
Social Development Board, Bangkok and Medhi (1993).
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Table 5.1 focuses on the familiar headcount measure of poverty incidence: 

the percentage of  a particular population whose household incomes 

per person fall below the poverty line.1 The table confi rms that most of 

Thailand’s poor people reside in rural areas. The household survey data 

are classifi ed according to residential location in the categories ‘municipal 

areas’, ‘sanitary districts’ and ‘villages’. These correspond to inner urban 

(historical urban boundaries), outer urban (newly established urban areas) 

and rural areas, respectively. Poverty incidence is highest in the rural areas, 

followed by outer urban, and lowest in the inner urban areas. When these 

data are recalculated in terms of  the share of  each of  these residential 

areas in the total number of poor people and then the share of the total 

population, as in the last two rows of the table, respectively, a striking point 

emerges. In the year 2000 rural areas accounted for 93 per cent of the total 

number of poor people but only 68 per cent of the total population. 

Table 5.2 shows estimates of  three measures of  poverty incidence, 

covering the years 1988 to 2002. The fi rst and fourth columns are based 

upon the headcount measure of absolute poverty incidence. This measures 

the proportion of  the population (column 1) or the absolute number of 

people (column 4) whose incomes fall below a poverty line established 

by the National Economic and Social Development Board. Because 

minimum needs vary with household size and location, the poverty lines 

corresponding to households of  particular sizes also vary according to 

household characteristics. The second column (poverty gap ratio) measures 

the average difference between the incomes of  those below the poverty 

line and the poverty line itself, expressed as a proportion of  the poverty 

line, while the third column is the average value of  the square of  this 

difference (the squared poverty gap: see also Chapter 1). The three measures 

capture different aspects of poverty, but because all three move in exactly 

the same direction over time our discussion will focus on the fi rst, the 

headcount measure.

The data reveal a very considerable decline in poverty incidence up to 

1996, a moderate increase to 1998 and a further increase over the following 

two years. Over the eight years from 1988 to 1996, measured poverty 

incidence declined by an enormous 21.4 per cent of  the population, an 

average rate of  decline in poverty incidence of 2.7 percentage points per 

year. That is, each year, on average 2.7 per cent of the population moved 

from incomes below the poverty line to incomes above it. Over the ensuing 

two years ending in 1998 poverty incidence increased by 1.5 per cent of the 

population. Alternatively, over the eight years ending in 1996 the absolute 

number of persons in poverty declined by 11.1 million (from 17.9 million 

to 6.8 million); over the following two years the number increased by 1.1 

million (from 6.8 to 7.9 million). By this calculation, measured in terms 
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of absolute numbers of people in poverty, the Crisis reversed one tenth of 

the poverty reduction that had occurred during the eight-year period of 

economic boom immediately preceding it. 

Table 5.2 Thailand: poverty incidence by different measures

Period Headcount Poverty gap Squared Number of

 measure ratio poverty gap poor

 (%)   (in millions)

1988 32.6 10.4 4.6 17.9

1990 27.2 8.0 3.3 15.3

1992 23.2 6.8 2.8 13.5

1994 16.3 4.3 1.7 9.7

1996 11.4 2.8 1.1 6.8

1998 12.9 3.2 1.2 7.9

2000 14.2 4.1 1.7 8.9

2002 9.8 2.4 1.4 6.2

Source: As in Table 5.1.

During periods when incomes are steadily increasing, lags in reporting 

changes in household incomes may not be important. But during periods 

when past trends are suddenly reversed, as with the Crisis of  1997 and 

beyond, these reporting lags can be very signifi cant. For this reason, for 

assessment of the impact that the economic crisis had on poverty incidence, 

the 1996 data are best compared with the 2000 data, not those of 1998. This 

comparison roughly doubles the poverty impact of the Crisis – from 1.1 

million additional poor to 2.1 million. The post-Crisis economic recovery 

subsequently erased all of this increase in the absolute number of the poor, 

so that by 2002 there were 6.2 million poor Thais, about half  a million 

fewer than in 1996.

From Table 5.3, it is apparent that one region, the northeast, accounted for 

61 per cent of the poor in 2000, but only 34 per cent of the total population. 

Every other region’s share of the total number of poor is smaller than its 

share of the total population. Combining Tables 5.1 and 5.3, it is clear that 

poverty is an issue for rural people, especially in the northeast. In 2000 

rural people in the northeast accounted for 63 per cent of all poor people 

in Thailand, but only 29 per cent of the total population. 

Table 5.4 confi rms that poverty incidence is highest among households 

with larger numbers of members. Combining the largest three household 

size categories shown in the table (5 persons and over), this group represents 
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only 62 per cent of  the total number of  poor people compared with 44 

per cent of the total population. From Table 5.5, it is apparent that age of 

household head is also related to poverty incidence, but the relationship 

is less dramatic. Households headed by persons over 60 years are more 

likely to be poor than households headed by younger persons, accounting 

for 42 per cent of  all poor people in 1999 but only 27 per cent of  the 

population. Households headed by persons in their twenties are least likely 

to be poor. 

Table 5.3 Thailand: poverty incidence by region (headcount ratio, %)

Period North Northeast Central South Bangkok 

     and vicinity

1988 32.0 48.4 26.6 32.5 6.1

1990 23.2 43.1 22.3 27.6 3.5

1992 22.6 39.9 13.3 19.7 1.9

1994 13.2 28.6 9.2 17.3 0.9

1996 11.2 19.4 6.3 11.5 0.6

1998 9.0 23.2 7.7 14.8 0.6

2000 12.2 28.1 5.4 11.0 0.71

2002 9.8 18.9 4.3 8.7 1.4

Poverty share 2000 17.8 60.6 8.3 11.9 0.6

Population share 2000 18.8 34.2 23.3 13.3 10.4

Source: As in Table 5.1.

Table 5.4  Thailand: poverty incidence by household size (headcount ratio, %)

Period 1 person 2 persons 3 persons 4 persons 5 persons 6 persons 7 persons

1988 3.4 10.6 20.2 29.1 34.9 41.2 50.4

1990 3.7 9.2 16.1 23.0 28.3 34.3 43.2

1992 2.9 6.5 14.3 20.9 27.4 32.2 33.5

1994 1.0 3.2 8.6 16.4 19.4 23.7 27.9

1996 1.0 2.5 6.2 10.9 13.8 19.5 18.3

1998 1.2 3.0 6.6 10.7 17.1 20.2 22.0

2000 0.8 4.2 9.5 15.1 20.6 19.7 27.4

2002 0.2 3.4 11.1 24.1 21.4 20.4 19.1

Poverty 

 share  2000 0.11 2.34 10.72 24.96 24.85 14.76 22.26

Population 

 share 2000 2.24 8.91 18.07 26.47 19.31 11.99 13.01

Source: As in Table 5.1.
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Table 5. 5  Thailand: poverty incidence by age of household head 
(headcount ratio, %)

 20–29 30–39 40–49 50–59 60–69 70 +

1988 26.4 33.0 35.1 32.4 32.4 33.8

1990 23.0 27.4 28.3 26.9 26.6 30.6

1992 17.3 23.2 24.3 23.3 22.3 27.5

1994 12.0 16.7 16.0 16.6 14.7 22.9

1996 7.7 12.0 11.7 10.5 11.6 14.0

1998 8.7 13.1 12.0 13.6 12.7 16.3

2000 7.8 16.7 16.6 16.3 14.8 17.9

2002 4.0 24.9 25.9 17.4 16.0 11.7

Poverty share 2000 0.29 19.52 21.94 16.05 42.19 * 

Population share 2000 0.77 24.34 27.52 20.50 26.86 *

Note: * Data relate to ‘60 and over’ age category. 

Source: As in Table 5.1.

Finally, Table 5.6 focuses on farm land-owning households. In 2000 these 

households accounted for 26 per cent of the total population of Thailand, 

but 56 per cent of all poor people. It is therefore not the case that poor people 

are necessarily landless, or even with very small land holdings. The table 

shows that among farming households, those with small land holdings (less 

Table 5.6  Thailand: poverty among farm owners’ households by size of 
holdings (headcount ratio, %)

 Less than 5 rai 5 to 19 rai 20 rai or more

1988 67.7 56.2 32.9

1990 52.9 52.1 26.9

1992 41.2 46.3 31.2

1994 28.9 36.0 21.0

1996 37.2 29.9 12.1

1998 41.9 29.3 13.5

2000 45.4 43.6 20.8

2002 34.5 37.0 16.7

Poverty share 2000 10.76 62.48 26.76

Population share 2000 8.02 48.47 43.51

Source: As in Table 5.1.
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than 5 rai) are the most likely to be poor, but poverty incidence in this group 

is only marginally higher than for those with intermediate sized holdings 

(5 to 19 rai).2 The reason is that those with very small land holdings obtain 

signifi cant off-farm incomes, as well as on-farm incomes. As a proportion 

of  the total number of  poor land holders, those with intermediate sized 

land holdings are a more signifi cant group, accounting for more than one 

third of all poor households. 

More dramatic than any of these data, however, are recently released data 

on the relationship between poverty incidence and education. According 

to the National Economic and Social Development Board’s data, of  the 

total number of poor people in 2002, 94.7 per cent had received primary 

or less education. A further 2.8 per cent had lower secondary education, 

1.7 per cent had upper secondary education, 0.48 per cent had vocational 

qualifi cations and 0.31 per cent had graduated from universities. Thailand’s 

poor are overwhelmingly uneducated, rural and living in large families. But 

they are not necessarily landless.

What caused the long-term decline in poverty? Long-term improvements 

in education have undoubtedly been important, but despite the limitations 

of  the underlying household survey data, a reasonably clear statistical 

picture emerges on the relationship between poverty reductions and the 

rate of  economic growth. The data are summarized in Table 5.7, which 

divides the periods shown into high, medium and low growth categories. 

During periods of rapid growth there was a dramatic decline in the incidence 

of absolute poverty. As Table 5.1 shows, decline was not confi ned to the 

capital, Bangkok, or its immediate environs, but occurred in rural areas as 

well. Since 1988, the largest absolute decline in poverty incidence occurred 

in the poorest region of the country, the northeast. 

It is obvious that over the long term, sustained economic growth is a 

necessary condition for large-scale poverty alleviation. No amount of 

redistribution could turn a poor country into a rich one. Moderately 

rapid growth from 1962 to 1981 coincided with steadily declining poverty 

incidence. Reduced growth in Thailand caused by the world recession in 

the early to mid-1980s coincided with worsening poverty incidence in the 

years 1981 to 1986. Then, Thailand’s economic boom of the late 1980s and 

early 1990s coincided with dramatically reduced poverty incidence. Finally, 

the contraction following the Crisis of  1997–98 led to increased poverty 

incidence. The recovery since the Crisis has been associated with signifi cant 

poverty reductions.

In summary, the evidence from Thailand indicates that the rate of 

aggregate growth is an important determinant of the rate at which absolute 

poverty declines, even in the short run. However, the statistical relationship 
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is far from perfect. Reduction of poverty incidence must depend on more 

than just the aggregate rate of growth.

Table 5.7 Thailand: GDP growth, poverty and inequality, 1962 to 2002

Year Annual Annual change in Annual change in

 GDP growth poverty incidence Gini coeffi cient

 (%) (headcount ratio)

Rapid growth periods
1986–88 9.75 –6.15 0.00

1988–90 10.27 –2.70 1.95

1992–94 7.01 –3.45 –0.45

Average 9.01 –4.10 0.50

Medium growth periods
1962–69 5.08 –3.60 0.20

1975–81 4.86 –2.18 0.23

1990–92 6.47 –2.00 0.60

1994–96 6.44 –2.45 –0.60

2000–02 5.58 –2.21 n.a.

Average 5.69 –2.49 0.11*

Slow growth periods
1969–75 4.15 –2.42 –0.15

1981–86 3.67 1.88 0.88

1996–98 –6.50 0.80 –0.20

1998–00 4.16 0.60 n.a.

Average 1.37 0.22 0.18*

Note: n.a. = not applicable.

Source: Poverty and GDP data from National Economic and Social Development Board, 
Bangkok.

POVERTY REDUCTION PHILOSOPHY 

In governments’ policy documents relating to poverty reduction, three 

perceived dimensions of poverty itself, and three dimensions of a strategy 

for reducing it, can be identifi ed. These dimensions are ‘opportunity’, 

‘security’ and ‘community’. Opportunity refers to the capacity to participate 

in economically rewarding activity. When opportunity is improving, average 
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incomes of poor people and average levels of their economic well-being, 

narrowly conceived, will increase. Security refers to the existence of 

mechanisms to maintain well-being in the face of unexpected short-term 

reductions in incomes. Improved security means reducing over time the 

variance of the economic well-being of poor people. Community refers to 

social capital. Community can be a means to achievement of the other two 

dimensions of poverty reduction, but it is also an end in itself  because the 

extent to which it is present – the extent to which people feel themselves 

part of a larger social whole – affects the well-being people enjoy, given the 

levels of the other two dimensions.

Thai thinking on poverty reduction has some distinctive features. Central 

to these is the desire to use decentralized local community approaches, 

which minimize the dependency on the central government. At its present 

stage of  development, Thailand does not wish to develop a developed 

country welfare state apparatus. The fear is that this could lead to perceived 

permanent entitlements and waste and may not serve the best long-term 

interests of the society, even including those who are presently poor. The 

intention is to utilize those features of the existing social infrastructure to 

assist the poor and not to undermine them.

The meaning of the above three categories may be illustrated through 

stylized examples of government programs and policies directed towards 

them. 

Opportunity

• promoting economic growth of a quality consistent with economic 
advancement of the poor

The macroeconomic recovery program will have effects on the poor by 

affecting their opportunities to participate in the market economy and on 

what terms. 

• targeting the poor through government programs which build human 
capital, including education and health care

Programs are in place for improving the targeting of education and public 

health spending towards the poor. We analyze the effectiveness of  these 

programs in this chapter.

• overcoming social exclusion
The government is making attempts to overcome the social isolation of some 

of the poorest groups. This category overlaps strongly with ‘Community’, 

above.

Weiss 02 chap04   194 8/2/05   12:33:44 pm



 Poverty targeting in Thailand 195

• raising agricultural productivity
This item refers to the provision of  support services to agricultural 

smallholders to raise productivity and enhance diversifi cation.

Security

• social safety net measures for groups and families, who fall into or risk 
falling into destitution

The government is attempting to reach social groups presently outside the 

safety net provided by existing institutions (principally non-government), 

especially the aged, children, unemployed and marginalized or excluded 

minorities.

• social protection measures to help the poor (and the non-poor) sustain 
consumption during and following sudden loss of  income or high 
emergency expenditures through risk management type savings and 
insurance schemes

This refers to the government’s short-term and long-term measures, some 

introduced after the 1997 Crisis, to deal with income insecurity in the form 

of a pension program, health insurance, severance pay, an unemployment 

welfare fund and other programs.

Community 

• strengthening the resources and capabilities of local communities to 
promote self-reliant development of the poor

Various Thai government programs are aimed at strengthening the capacity 

of local communities to assist the poor and develop local self-reliance, rather 

than using direct transfers from the central government as the principal 

instrument of assisting poor people.

• ensuring that governance issues are addressed in the context of 
decentralization measures

Local communities require not only resources, but also training in accounting 

and reporting skills to support the monitoring requirements of the central 

government. Systems of local accountability are also under development.

Decentralization

Thailand’s new Constitution promulgated in 1997 and the Decentralization 

Act, which followed it, specify an ambitious program of decentralization 

of government expenditures. The share of total government expenditures 

outlaid by local government authorities is scheduled to increase from around 

Weiss 02 chap04   195 8/2/05   12:33:44 pm



196 Poverty targeting in Asia

8 per cent in 2000 to 35 per cent in 2006. The program involves both transfers 

of revenue from the central government to the local level and the transfer 

of  some taxing powers to the local level as well. Because some forms of 

expenditure cannot be decentralized, obvious examples of which include 

defense and foreign affairs, the level of decentralization in the remaining 

areas, including education, health and social security, will necessarily be 

well in excess of the overall target of 35 per cent. 

The declared purpose of the decentralization is to increase the extent to 

which local communities have control over the way revenues are appropriated 

and thus to increase the degree of local accountability for public expenditures. 

Despite this laudable goal, preliminary indications suggest that the program 

may be too ambitious in the degree of decentralization that is planned. If  

so, this will have serious implications for the capacity of the government to 

deliver sustained social safety net programs in the future, as well as other 

forms of expenditure that are important for the poor.

The nature of  Thailand’s decentralization process is made clearer by 

comparison with Indonesia, which is also embarked on an ambitious 

decentralization program. In Indonesia, a high proportion of government 

expenditure is to be reallocated to the provincial (kabupaten) level. This 

means decentralization to about 350 local level government authorities, 

with an average population size of  over half  a million. Considering that 

Thailand’s population is one quarter of  Indonesia’s, a similar degree of 

decentralization would mean devolving a large proportion of expenditures 

to around 80 local administrative units, corresponding roughly to the 

number of provinces (changwat). 
But Thailand’s 76 provincial governments are not democratically elected 

(provincial governors are appointed from Bangkok) and the decentralization 

program has not been aimed at increasing expenditure signifi cantly at 

this level, but rather at the tambon level, meaning the 7000 or so Tambon 
Administrative Councils. In rural areas, the average population size of 

these authorities is about 5000. They are seemingly too small; the average 

tambon cannot support a high school or the professional administrative 

staff  needed to account properly for the way a large increase in funds is 

actually being spent. 

Wastage of public expenditures will result if  the Tambon Administrative 

Councils are unable to manage large increases in expenditures well. Local 

level corruption will also increase in many areas if  effective programs of 

monitoring cannot be implemented in time. The basic problem, of  low 

levels of  participation in secondary education among Thailand’s rural 

population, will not be addressed by the decentralization program, unless 

local Tambon Administrative Councils are able to group themselves into 

larger units. This will probably happen if  the program proceeds, but it will 
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take time, and meanwhile serious disruption could result. As the central 

government transfers revenue to the local level it necessarily transfers 

functions as well. The education, health and other services now provided 

by the central government and which are crucial for poor people may not be 

forthcoming from the tambon level if  the Tambon Administrative Councils 

are inadequately prepared.

Thailand’s current Prime Minister, Dr Thaksin Shinawatra, has a 

background in corporate business. He is a centralizer, not a decentralizer. 

The decentralization program is mandated by the constitutional changes of 

1997 but they are not necessarily to the liking of the current government. 

Not surprisingly, in view of the above discussion, recent statements by the 

Prime Minister and others have suggested the intention to focus resources 

at the provincial level and not simply at the tambon level. For the reasons 

set out above, this makes ample sense in terms of effi cient management. 

Constitutional problems may arise, but if  so, the parliamentary majority 

of  the present government is large enough to push through any desired 

constitutional changes. There would be a political cost, however, with 

elections due in 2005.

Poverty goals
Reflecting the Prime Minister’s enthusiasm for introducing business 

managerial practices and thinking into government, the post of provincial 

governor has been renamed ‘CEO Provincial Governor’. Under the poverty 

reduction strategy recently outlined by the National Economic and Social 

Development Board, each CEO Provincial Governor will be responsible 

for developing benchmarks against ten specified ‘Living Standard 

Measurement Criteria’. 

The Living Standard Measurement Criteria specify that all Thais must 

have access to:

 1. Lifelong training opportunities giving the opportunity to acquire the 

skills needed to earn a living.

 2. Affordable universal health insurance.

 3. A decent standard of living for indigent and elderly people.

 4. An adequate diet, especially for school-age children.

 5. Adequate shelter.

 6. Adequate, clean drinking water (fi ve liters per person per day) and 

water supply (45 liters per person per day).

 7. Electricity supply. 

 8. Information necessary for their profession.

 9. Capital and other resources for starting their own businesses.

10. A livable environment.
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These ten goals can be seen as a compromise between the Prime Minister’s 

thinking in favor of  business approaches to solving social problems, on 

the one hand, and the conceptual framework of opportunity, security and 

community outlined above. Responsibility for monitoring achievement of 

these provincial benchmarks will lie with the National Economic and Social 

Development Board, and it will report the results publicly. It is clear that 

the role of the provincial governors has been signifi cantly upgraded. It is 

not yet clear to what extent this will be matched by resource fl ows to the 

provincial level or to what extent the results of the offi cial monitoring will 

infl uence these fl ows. 

POVERTY-FOCUSED EXPENDITURE

Having noted these broad principles we now consider the type and magnitude 

of poverty-targeted expenditures. Because of changes in policy following 

the election of  the government of  Thaksin Shinawatra in March 2001, 

along with changes in the format and availability of data, is it necessary to 

consider the pre-2001 and post-2001 periods separately.

Prior to 2001 and the Election of the Thaksin Government

Until the year 2000, the government ran targeted poverty-oriented programs 

of four basic types: 

• Cash transfers to poor families and the elderly administered by the 

Department of Public Welfare of the Ministry of Labor and Social 

Welfare.

• In-kind transfers, of which the major example is the means tested low-

income Health Card aimed at providing for medical services run by 

the Ministry of Public Health. Other examples are the School Lunch 

Program (Ministry of Education) and subsidies for housing. 

• Income generation programs such as the Poverty Alleviation Program, 

run by the Community Development Department of the Ministry of 

Interior, which gives interest-free loans to low-income households for 

income generation activities and the Student Loan Scheme, by the 

Ministry of  Finance, for students of  low-income families at upper 

secondary and tertiary levels of the education system.

• Special off-budget programs, often begun at the initiative of incoming 

governments or ministers.
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These poverty-oriented programs expanded sevenfold in baht terms 

or from 1.1 per cent to 4.6 per cent of  central government expenditure 

between the fi scal years 1993 to 2000 (see Table 5.8). One component of 

this increase is controversial – the Education Loans Program, which began 

operation in 1997. There is dispute as to whether this program is poverty-

targeted or not. Although it was offi cially said to be directed at poorer 

students, the implementation of  this targeting is left to the educational 

institutions themselves. These institutions report that they lack the resources 

to determine whether a student is or is not from a ‘poorer’ household and 

therefore are unable to target the program to the poor in any meaningful 

way. If this category is excluded, the increase in poverty-related expenditures 

is from 1.1 per cent to 3.3 per cent of total expenditures. Because of changes 

in the format of available data, instituted after 2000, this table cannot be 

extended beyond that year. 

The World Bank’s Public Expenditure Review for Thailand, completed in 

2001 and covering the period ending in 2000, drew three main conclusions 

from these data. First, contrary to popular impressions (perhaps due to 

the number of programs), the level of government expenditure on poverty-

related activities was quite small and the likely impact on poverty was, 

correspondingly, also small. This assessment is supported by data from the 

Bureau of the Budget (Table 5.8), discussed above. According to these data, 

in the year 2000 poverty-related expenditures represented between 3.3 and 

4.6 per cent of total government expenditures, depending on whether the 

Education Loans Program is considered ‘poverty-related’. 

The World Bank’s second conclusion was that targeting needs to be 

drastically improved since many non-poor seemed to be receiving benefi t 

(for example, for Health Cards) and since funds for cash and in-kind transfer 

were seemingly allocated across provinces roughly by population, whereas 

the incidence of poverty varied substantially by province and the greatest 

proportions and numbers of poor were in the north and northeast. Thirdly, 

there was a proliferation of programs to assist the poor, but coordination 

between them was inadequate and there was little systematic effort to 

evaluate the effects of the programs. Since fi scal year 1996, there have been 

some attempts at rationalization with the Poverty Alleviation Program, job 

creation program and some housing support receiving smaller allocations 

and the rise in overall funds for poverty assistance in the two succeeding 

years being driven by the Education Loans Program.

Contrary to the contraction in many parts of the budget following the 

Crisis in 1997 and budget tightening agreed with the IMF, actual expenditure 

for assistance to the poor rose from 25.6 billion baht to 34 billion baht (a 

33 per cent increase in nominal terms and a 23 per cent increase in real 

terms) between fi scal years 1997 and 1998, or from 2.8 to 4.1 per cent of 

Weiss 02 chap04   199 8/2/05   12:33:45 pm



T
ab

le
 5

.8
 

T
ha

ila
nd

: 
po

ve
rt

y 
re

du
ct

io
n 

pr
og

ra
m

s,
 1

99
3 

to
 2

00
0 

(m
ill

io
ns

 o
f 

ba
ht

)

P
ro

g
ra

m
 

1
9
9
3
 

1
9
9
4
 

1
9
9
5
 

1
9
9
6
 

1
9
9
7
 

1
9
9
8
 

1
9
9
9
 

2
0
0
0

In
co

m
e 

G
en

er
at

io
n 

31
5 

60
2 

1,
91

1 
24

56
 

91
47

 
18

 3
01

 
20

 5
87

 
11

 7
72

P
o

v
er

ty
 a

ll
ev

ia
ti

o
n

 p
ro

g
ra

m
 

0
 

0
 

9
2
3
 

1
3
4
2
 

5
6
4
 

1
 

5
8
7
 

1
7
2

Jo
b

 c
re

a
ti

o
n

 (
ro

a
d

 c
o

n
st

ru
ct

io
n

) 
3
1
5
 

6
0
2
 

9
8
8
 

1
1
1
4
 

1
3
3
 

0
 

0
 

0

E
d

u
ca

ti
o

n
 l

o
a
n

s 
p

ro
g
ra

m
 

0
 

0
 

0
 

0
 

8
4
5
0
 

1
8
 3

0
0
 

2
0
 0

0
0
 

1
1
 6

0
0

In
-k

in
d 

tr
an

sf
er

s 
54

22
 

79
26

 
86

29
 

11
 0

07
 

73
96

 
49

47
 

12
 5

38
 

14
 9

43
S

ch
o

o
l 

lu
n

ch
 p

ro
g
ra

m
s 

8
2
0
 

1
8
3
3
 

2
5
7
0
 

2
6
3
3
 

3
7
6
5
 

2
4
2
5
 

2
3
6
5
 

2
5
4
6

H
o

u
si

n
g
 p

ro
g
ra

m
s 

1
1
3
2
 

1
6
4
8
 

1
8
3
1
 

3
3
8
8
 

1
4
8
4
 

5
0
3
 

3
5
3
 

1
1
5
0

H
ea

lt
h

 P
ro

g
ra

m
m

e 
fo

r 
th

e 
n

ee
d

y
 

3
4
7
0
 

4
4
4
5
 

4
2
2
8
 

4
9
8
6
 

5
7
6
8
 

8
4
1
8
 

9
8
2
1
 

1
1
 2

4
6

C
as

h 
tr

an
sf

er
s 

0 
61

2 
91

4 
12

26
 

17
87

 
18

21
 

16
88

 
23

39
N

om
in

al
 T

ot
al

 
(m

ill
io

ns
 o

f 
ba

ht
, c

ur
re

nt
 p

ri
ce

s,
 to

ta
l a

bo
ve

 it
em

s)
 

57
37

 
91

40
 

11
 4

54
 

14
 6

89
 

25
 5

82
 

33
 9

89
 

44
 9

87
 

41
 4

49
A

s 
%

 o
f 

to
ta

l e
xp

en
di

tu
re

 
1.

1 
1.

5 
1.

8 
1.

9 
2.

8 
4.

1 
5.

5 
4.

6
N

om
in

al
 T

ot
al

 le
ss

 e
du

ca
ti

on
 lo

an
s 

57
37

 
91

40
 

11
 4

54
 

14
 6

89
 

17
 1

32
 

15
 6

89
 

24
 9

87
 

29
 8

49
A

s 
%

 o
f 

to
ta

l e
xp

en
di

tu
re

 
1.

1 
1.

5 
1.

8 
1.

9 
1.

9 
1.

9 
3.

0 
3.

3
R

ea
l T

ot
al

 
(m

ill
io

ns
 o

f 
ba

ht
, c

on
st

an
t 2

00
3 

pr
ic

es
, C

P
I 

de
fl a

to
r)

 8
17

0 
12

 4
01

 
14

 6
77

 
17

 7
91

 
29

 3
43

 
36

 0
62

 
47

 5
88

 
43

 1
58

S
ou

rc
e:

 
B

u
re

a
u

 o
f 

th
e 

B
u

d
g
et

, 
B

a
n

g
k
o

k
. 

200

Weiss 02 chap04   200 8/2/05   12:33:45 pm



 Poverty targeting in Thailand 201

total government expenditures (Table 5.8). The increase in the Education 

Loans Program accounted for more than the total increase. The sum of 

all other categories of expenditure, taken together, therefore contracted in 

nominal and real terms, even though cash transfers and the Health Card 

expenditures increased somewhat. Expenditures on school lunches, housing 

assistance and job creation contracted sharply. A particularly signifi cant 

change was the discontinuation of the Job Creation Program, which was 

essentially for rural roads and which might have helped mitigate some of 

the worst impacts of the Crisis on the rural areas.

After the 2001 Election of the Thaksin Government

With the election of the new government of  the Thai Rak Thai Party in 

early 2001, led by Dr Thaksin Shinawatra, six new programs were initiated, 

with the stated objective of  assisting the poor. Together, these programs 

were called the Grass Roots Economic and Social Security Program. The 

six component programs are:

• The Debt Moratorium for Smallholding Farmers program

• The Village Fund program

• The One Tambon One Product program

• The People’s Bank program

• The New Entrepreneur Promotion program

• The Health Security for All program (30 baht Health Card 

scheme)

Table 5.9 shows the budgets of each of these programs since their inception. 

The second and sixth are by far the most signifi cant. Both involve large fi scal 

outlays. For example, the Village Fund scheme injects one million baht per 

village. Since there are around 75 000 villages in Thailand, this amounts to 

75 billion baht, or close to US $2 billion. Although it was fi rst thought that 

the funds would be grants, it was subsequently announced that they would 

be loans. None of these six programs is explicitly targeted towards poor 

people. Because the services offered under the 30 baht Health Card are very 

basic, according to media reports a signifi cant element of self-targeting is 

almost certainly involved. Many of the non-poor will elect to pay for better 

treatment than is available with the 30 baht card. 

None of  these programs is explicitly poverty-targeted, in that it is 

specifi cally designed to favor poor over non-poor households. Nevertheless, 

because of their magnitude they are signifi cant. Data on the allocation of 

these funds by province or by income category of recipient households are 
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not available and it is therefore not yet possible to analyze their distributional 

effects. These programs are additional to the regular poverty reduction 

budget of  the government, which is larger and for which disaggregated 

provincial level data have been obtained for the purposes of this study. 

Table 5.9  Grass roots economic and social security project: 2001–2003, 
budget (millions of baht)

Project 2001 2002 2003 Total Share (%)

Debt Moratorium for 2371 9325 6718 18 414 9.0

 Smallholding Farmers

One Tambon One Product – – 800 800 0.4

Village Fund 66 071 8218 – 74 286 36.3

Health Security for All 1910 53 094 55 709 110 713 54.2

New Entrepreneur Promotion – 182 – 182 0.1

Nominal Total  (millions of baht, 
 current prices) 70 352 70 816 63 227 204 395 100.0
Real Total (millions of baht, 
 2003 prices) 72 117 72 107 63 227 207 451 100.0

Note: The People’s Bank Project uses the operating budget of the Government Saving Bank, 

which provided about 10 191 million baht of credit in 2001–2002. 

Source: National Economic and Social Development Board, Bangkok.

The pre-existing poverty-related programs of the government and new 

programs which do not fall within the fi ve categories identifi ed within Table 

5.9 plus the additional People’s Bank category have been reclassifi ed by 

the Bureau of  the Budget for statistical reporting purposes covering the 

years 2000 onwards. The new data are summarized in Tables 5.10 (number 

of projects) and 5.11 (budgets of the major categories). Fortunately, in its 

reclassifi cation of poverty-related expenditures the Bureau of the Budget 

has provided retrospective data for one year, 2000, for which data are also 

available under the former classifi cation shown in Table 5.8. Comparing 

the two data sets for that year (Tables 5.11 and 5.8), it is clear that the new 

classifi cation is signifi cantly broader, approximately doubling the size of 

the ‘poverty-related’ category, so that in 2002 it reached 13 per cent of total 

government expenditures. 

Clearly, the reclassification of  government expenditures reflects a 

defi nitional change, and an element of arbitrariness necessarily enters these 

classifi cations. However, in the one year for which data are available under 
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both classifi cations, 2000, the defi nitional change increased ‘poverty-related’ 

expenditures by 5.8 per cent of total government spending (from 4.6 to 10.4 

per cent). The question is whether the new classifi cation accurately refl ects 

the true size of poverty-targeted expenditures. That is, we wish to know the 

extent to which these expenditures really are ‘poverty-related’. We take up 

this question below.

Table 5.10  Thailand: poverty reduction expenditures, number of projects 
– 2000 to 2002 

Category 2000 2001 2002

Poor and low-income people 3 3 1

Infrastructure 23 63 18

Agriculture and natural resources 36 32 17

Health and social welfare 28 32 91

Education and training 11 10 32

Others 69 19 26

Total 125 118 104

Source: Bureau of the Budget, Bangkok. 

Table 5.11  Thailand: Poverty reduction expenditures, budgets – 2000 to 
2002 

Category 2000 2001 2002

Poor and low-income people 8.9 9.4 1.0

Infrastructure 25.8 15.9 23.5

Agriculture and natural resources 6.1 8.4 14.7

Health and social welfare 23.5 27.0 44.2

Education and training 3.3 3.3 4.5

Others 20.8 28.8 45.2

Nominal Total (billions of baht, 
 current prices, total above items) 88.0 92.8 133.1
As % of total government expenditure 10.4 10.6 13.0
Real Total (billions of baht, 
 constant 2003 prices, CPI defl ator) 92.0 96.9 135.5

Note: Actual expenditures for FY 2003 were not yet available under this classifi cation at the 
time of writing, but budgeted expenditures were 133.6 billion baht, current prices.
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DISTRIBUTIONAL EFFECTS OF GENERAL 
GOVERNMENT EXPENDITURE

Before turning to the examination of  government expenditures directed 

towards the poor, it is helpful to review the distributional effects of 

government expenditures as a whole. Studies of the distributional effects 

of government activity in Thailand have focused heavily on the tax system. 

Many studies have addressed the question of  tax incidence, including 

Medhi (1976), Pichit (1985), Chalongphob, Pranee and Tienchai (1988) 

and Chalongphob and Direk (1999). The general conclusion has been that 

the tax system is roughly distributionally neutral, with the exception of the 

personal income tax and the corporate income tax, which are progressive, 

but which represent only a small part of government revenue. Most studies 

have recommended that the proportion of revenue collected from these two 

taxes be increased. It has not happened.

Surprisingly little attention has been given to identifying the manner 

in which government expenditures in Thailand generate differential 

benefi ts among households of  varying incomes. Only one study appears 

to have addressed the issue systematically. Chalongphob and Direk (1999) 

analyze the distributional effects of the major components of government 

expenditure, including education, public health and basic infrastructure, 

divided in each case into operational expenditures, investment expenditures 

and loans. Although the methodology is open to criticism, the strength of 

the study is that it attempts to do this within a comprehensive framework, 

which permits direct comparison with its results on the tax system, 

summarized above.3 

Table 5.12 summarizes the results on expenditure benefi ts by taking the 

estimated expenditure benefi ts by income decile and computing simple linear 

regressions which relate the total benefi t from public expenditure received by 

each income group (the dependent variable) to its income (the independent 

variable), with the results classifi ed by type of expenditure. The fi nal column 

of the table presents these results in terms of elasticities, evaluated at the 

mean of the distribution. An elasticity of exactly one would mean that as 

incomes increase, the percentage increase in total benefi t received is the same 

as the percentage increase in income. An elasticity which is positive but 

less (greater) than one, means that as income increases the benefi t received 

increases by a proportion smaller (larger) than the proportional increase 

in income. 

The final column, reporting elasticities of  expenditure benefi t with 

respect to income, indicates that as incomes increase, the benefi t received 

also increases, but with an elasticity of 0.4. A 10 per cent increase in income 

corresponds to a 4 per cent increase in the total benefi t received from 
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public expenditure, overall. For transportation expenditure, this elasticity 

is 1.1, indicating that benefi ts received by richer groups increase even more 

rapidly with rising incomes than do incomes themselves. For education 

expenditures the elasticity is 0.32 and signifi cantly different from zero. For 

health care it is only 0.02 (but still signifi cantly different from zero) and 

for agriculture it is –0.09 (and again signifi cantly different from zero). In 

interpreting these results the methodological shortcomings of  the study 

need to be borne in mind.

Table 5.12  Thailand: results of regressions of expenditure benefi t against 
income 

Types of 

expenditures Intercept t-statistic Coeffi cient t-statistic R-squared Elasticity

Total 18577.500 34.963 0.048 36.648 0.994 0.412

Education 7850.853 17.514 0.014 12.741 0.953 0.327

Health care 4833.409 63.110 0.000 2.135 0.363 0.022

Agriculture 6706.751 25.157 –0.002 –2.980 0.526 –0.086

Transportation –813.468 –3.743 0.035 66.222 0.998 1.092

Source: Calculations by authors based on data in Chalongphob and Direk (1999).

The geographical incidence of public expenditures is very relevant when 

evaluating their distribution and poverty impact. Regional disparities in 

incomes per capita are very signifi cant, as are the disparities in poverty 

incidence (see Table 5.3 above). Bangkok, central, and east regions have 

per capita incomes well above the average for the country, with Bangkok 

over three times the national average. The other four regions are sharply 

below the average, with mean incomes per capita in the northeast and north 

being one tenth and one seventh that of Bangkok, respectively. These data 

are consistent with fi ndings from other sources that the lowest income and 

highest poverty levels in Thailand are to be found in the northeast, north 

and south. Other sources show that these regions are relatively deprived of 

economic and social infrastructure. Moreover, while the Crisis of 1997–98 

had a severe adverse impact on all regions, the poorer regions seem to have 

suffered the most, in terms of the size of the decline in their real incomes 

and the increase in their unemployment rates.

The Comptroller General’s Offi ce accounting system allows the breakdown 

of central government expenditure by location of the offi ce from which the 

expenditures took place; some 85 to 90 per cent of  central government 

expenditure can be broken down in this fashion. The major problem with 

such a breakdown is that government debt service and the salary payments 
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of many ministries and agencies are distributed centrally, not locally and 

hence are attributed to the Bangkok region. To circumvent these problems, 

these items are deleted from the data set used in the analysis that follows. 

An important study undertaken by a British consulting firm (Mokoro, 

1999) reviewed Thailand's public expenditure system. The Mokoro report 

deals only with the expenditure system, but covers a wide range of issues 

relating to expenditures, of which the distributional effect is only one. The 

Mokoro report covers the role of public expenditure policy in macroeconomic 

stabilization and national resource allocation and contains detailed 

descriptions of the expenditure programs in education, health, agriculture 

and road-building. The study also reviews expenditures related to poverty 

incidence. The data assembled in the report include a new data set on the 

distribution of government expenditures by region, of which there are seven, 

and by province, of which there are 77, including the Bangkok metropolis.

The full distributional effects of  government expenditure policy may 

be thought of at two levels. First, there is the distribution of expenditures 

between provinces, and second there is the distribution among households 

within provinces. If  the distribution of  incomes between provinces was 

relatively equal, the fi rst of these distributional issues would be of minor 

signifi cance. In Thailand, this is far from the case. The distributional effects 

of government expenditure policy among households within a province are 

unquestionably important, but extremely diffi cult to study using available 

data. The distribution among provinces of widely varying incomes is also 

important, but much more tractable using available information. We shall 

investigate this issue below, but it must be kept in mind that the question 

being asked: how the distribution of expenditures per person varies among 

provinces according to their incomes per person, is at most only one 

component of the broader question of how the distribution of expenditures 

varies among households of varying incomes.

If expenditures were allocated in a manner that at a national level favored 

poorer households relative to richer households, then, in the context where 

intra-regional inequality is a signifi cant component of total inequality, we 

would expect to fi nd that poorer provinces would also be favored relative to 

richer provinces. If, on the other hand, it were found that the allocation of 

expenditures per person favored richer over poorer provinces, this contrary 

fi nding would be partial (but not necessarily conclusive) evidence that, at a 

national level, the system of expenditures did not favor the poor.

To investigate these issues, average annual expenditures per person from 

fi scal years 1997 to 1999 (dependent variables) have been regressed on 

average incomes per person (independent variable). The latter variable is 

available for 1996. Table 5.13 reports the regression coeffi cient between 

these two variables and its t-statistic, the latter shown below the estimated 

coeffi cient to which it refers.4 
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Table 5.13  Thailand: distribution of government expenditures by province, 
1997 to 1999, total, current and capital

 Bangkok  Bangkok

 included excluded

Part 1: Independent  Mean provincial incomes 

 variable: per capita, 1996

Dependent variable

Total expenditure coeffi cient 64.18 43.43

 t-value 3.52 2.27

Current expenditure coeffi cient 34.68 17.35

 t-value 2.74 1.34

Capital expenditure coeffi cient 29.51 26.08

 t-value 4.64 3.77

Part 2: Independent  Poverty incidence 

 variable: (headcount) 1996

Dependent variable

Total expenditure coeffi cient –40.17 0.61

 t-value –0.51 0.008

Current expenditure coeffi cient –25.17 4.44

 t-value –0.47 0.09

Capital expenditure coeffi cient –15.00 –3.83

 t-value –0.52 –0.14

Part 3: Independent  Rural population 
 variable: share 1996

Dependent variable

Total expenditure coef� cient –184.86 –58.24
 t-value –2.72 –0.72

Current expenditure coeffi cient –108.39 –3.27

 t-value –2.34 –0.06

Capital expenditure coeffi cient –76.47 –54.97

 t-value –3.11 –1.81

Source: Calculations by authors using data from Mokoro (1999), with supplementary data 
from the Comptroller General’s Offi ce, Bangkok.

The section of  Table 5.13 labeled ‘Part 2’ shows a similar set of 

calculations, but with poverty incidence at the provincial level used as 

the independent variable in place of the income variable. In this table, if  
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higher levels of expenditure per person were associated with higher levels 

of poverty incidence, a positive coeffi cient would be observed. A negative 

coeffi cient would indicate that high levels of poverty incidence in a province 

were associated with lower levels of expenditure per person. In ‘Part 3’ the 

independent variable is the rural population share of the province.

The results indicate that total expenditures per person by province are 

signifi cantly related to provincial income per person, and the relationship 

is positive: provinces with higher incomes per person receive higher 

expenditures per person. The relationship continues to apply when Bangkok 

is excluded from the data set, but not quite as strongly. It is possible to 

conduct these analyses separately for different public expenditure categories; 

education spending, health spending and so forth. The results, in Table 

5.14, indicate that both education and health spending by province were 

positively related to income per person in both 1997 and 1998, but this 

relationship is statistically signifi cant only for 1997. The data are weakly 

indicative that adjustments to education spending from fi scal years 1997 to 

1998 were negatively related to provincial incomes, but the reverse applied 

to adjustments to health spending. 

When poverty incidence is substituted as the explanatory variable (Part 

2 of these tables), the explanatory power declines markedly. Surprisingly, 

poverty incidence by province, as measured offi cially, is weakly correlated 

with provincial income. Similarly, when rural population share is used as 

the explanatory variable, the explanatory power is only slightly lower than 

income. Expenditures per person are higher in richer provinces, which implies 

that they are higher in urban-dominated provinces than rural provinces.

Tables 5.15 and 5.16 convert these results into elasticity format. First, 

these tables repeat the estimated coeffi cients from Part 1 of  Tables 5.13 

and 5.14, respectively. These coeffi cients, labeled ‘estimated coeffi cient’ 

can be interpreted as the estimated change in expenditure by region 

resulting from a unit increase in provincial income. The tables then convert 

this marginal effect into an elasticity, which may be interpreted as the 

estimated proportional change in expenditure by region resulting from 

a unit proportional increase in provincial income. These elasticities have 

the convenient properties described above. An elasticity between zero and 

unity means that as provincial incomes (per person) increase, provincial 

expenditures (per person) also increase, but in a smaller proportion.

From Table 5.15, the estimated elasticity of  total expenditures with 

respect to income is approximately 0.4, a similar result to that derived 

from estimates of  the household distribution of  expenditures, discussed 

above. When Bangkok is excluded from the data set the relationship between 

provincial expenditures and provincial incomes declines, but does not vanish. 

Finally, Table 5.16 summarizes, in a similar way, the estimated relationship 
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Table 5.14  Thailand: distribution of government expenditures by province, 
1997 to 1999, sectoral components

 Bangkok  Bangkok
 included excluded

Part 1: Independent  Mean provincial incomes 
 variable: per capita, 1996

Dependent variable
Education coeffi cient 5.15 1.92
 t-value 1.77 0.63
Health coeffi cient 2.34 2.13
 t-value 1.44 1.19
Social services coeffi cient 2.45 1.26
 t-value 0.46 0.22
Agriculture coeffi cient 14.90 15.91
 t-value 5.04 4.90

Part 2: Independent  Poverty incidence 
 variable: (headcount) 1996

Dependent variable
Education coeffi cient –11.5633 –6.52
 t-value –0.97 –0.057
Health coeffi cient –3.91 –3.15
 t-value –0.59 –0.47
Social services coeffi cient 23.60 26.21
 t-value 1.12 1.22
Agriculture coeffi cient –7.94 –5.73
 t-value –0.58 –0.41

Part 3: Independent  Rural population 
 variable: share 1996

Dependent variable
Education coeffi cient –25.47 –10.43
 t-value –2.46 –0.83
Health coeffi cient –10.47 –11.50
 t-value –1.80 –1.59
Social services coeffi cient 5.40 19.50
 t-value 0.28 0.82
Agriculture coeffi cient 2.42 16.55
 t-value 0.19 1.09

Source: Calculations by authors using data from Mokoro (1999), with supplementary data 
from the Comptroller General’s Offi ce, Bangkok.
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Table 5.15  Thailand: government expenditures by province, 1997 to 1999, 
estimated coeffi cients and elasticities with respect to provincial 
incomes

 Estimated coeffi cient

 Bangkok included Bangkok excluded

Total expenditure 64.18 43.43

Current 34.68 17.35

Capital 29.51 26.08

 Implied elasticity

 Bangkok included Bangkok excluded

Total expenditure 0.421 0.287

Current 0.386 0.195

Capital 0.471 0.420

Source: Calculated by authors from results in Table 5.13 and data on which they are based.

Table 5.16  Thailand: government expenditures by province, 1997 to 1999, 
sectoral components; estimated coeffi cients and elasticities 
with respect to provincial incomes

 Estimated coeffi cient

 Bangkok included Bangkok excluded

Education 5.15 1.92

Health 2.34 2.13

Social 2.45 1.26

Agriculture 14.90 15.91

 Implied elasticity

 Bangkok included Bangkok excluded

Education 0.236 0.087

Health 0.166 0.146

Social 0.078 0.038

Agriculture 1.598 1.677

Source: Calculated by authors from results in Table 5.14 and data on which they are based.
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between the provincial expenditures by sector and provincial incomes. The 

estimated elasticities are all positive and between zero and unity for all 

sectors except agriculture. For education, the estimated elasticities are 

substantially higher when Bangkok is included in the data set, indicating that 

educational expenditures favor Bangkok heavily, but that among provinces 

outside Bangkok, richer provinces are not signifi cantly favored.

In the case of  health expenditures, there is a positive and signifi cant 

relationship between per capita expenditures and incomes whether Bangkok 

is included in the data or not. Social services expenditures are positively 

related to incomes, but this relationship is not statistically signifi cant. What 

these results do indicate, however, is that the claim that social services 

expenditures favor poorer provinces is unsupported by these data. 

Agricultural expenditures are the most strongly related to provincial 

incomes. Agricultural expenditures apparently favor richer provinces and 

this relationship is the strongest (estimated elasticity over one) of  all of 

the forms of  expenditure covered by the data. This surprising result is 

unchanged by the removal of Bangkok from the data set. While it is true 

that Thailand's rural populations tend to be the poorest, Table 5.14 shows 

that agricultural expenditures per person are not signifi cantly related to the 

rural population share.

These results are, in general, strikingly supportive of the results reported 

by Chalongphob and Direk (1999) and summarized in Table 5.12. The strong 

exception relates to agriculture. Chalongphob and Direk’s estimates imply 

a negative relationship with household incomes. This could be reconciled 

with the strongly positive relationship between provincial expenditure 

and provincial income, shown in Table 5.13, only if  it were supposed that 

agricultural expenditures within provinces were allocated in a manner which 

very strongly favored lower income groups. This seems improbable. Future 

research may illuminate this matter further.

In summary, in so far as total expenditures, education spending and 

health spending are concerned, the data suggest that the provinces with 

higher incomes per person receive higher levels of expenditure per person, 

with elasticities between zero and one. This is even more true of spending 

on agriculture, where the elasticity is between one and two. 

DISTRIBUTIONAL EFFECTS OF GOVERNMENT 
POVERTY-RELATED EXPENDITURE

Having considered the allocation of  general categories of  government 

expenditure we now focus on our main concern: the impact of those programs 

targeted at the poor. Given a lack of  information on intra-provincial 
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allocations our focus is on the allocation between provinces and the extent 

to which poorer provinces are favored or not. In particular, we ask whether 

the level of expenditure per person in a given province is related to:

(a) the level of poverty incidence (P) in that province;

(b) the level of  household income per household member (Y) in that 

province;

(c) the size of the rural population relative to the size of the total population 

(nR) in that province; and 

(d) the overall size of  the province, as measured by its total population 

(N).

The statistical analysis which follows is based on the provincial allocation 

of  the cumulative total of  expenditures for the years 2000 to 2002, as 

summarized in Table 5.11 above. Four models are estimated:

 Ei
j = �i

0 + �i
1 ln Pj + �2 ln Nj (1)

 Ei
j = �i

0 + �i
1 ln Yj + �i

2 ln Nj (2)

 Ei
j = �i

0 + �i
1 ln Pj + �i

2 ln Nj + �i
3nR

j (3)

 Ei
j = �i

0 + �i
1 ln Yj + �i

2 ln Nj + �i
3nR

j (4)

where Ei
j denotes expenditure per person of type i in province j, Yj denotes 

average income per person in province j in the year 2000, Pj denotes the 

offi cial estimate of poverty incidence (percentage of the population with 

incomes per head below the offi cial poverty line) in province j in the year 

2000, Nj denotes total population of  province j in the year 2000, and nR
j 

denotes the share of the population of province j residing in rural areas in 

the year 2000. 

Models 3 and 4 were discarded because the rural share of  the total 

provincial population (nR
j  ) was strongly correlated with poverty incidence 

at the provincial level. As noted above, poverty in Thailand is a strongly rural 

phenomenon. The inclusion of both poverty incidence and rural population 

share thus introduces strong multicollinearity into the regressions. The 

subsequent discussion will therefore focus on models 1 and 2, which exclude 

the variable nR
j.

The regression results are summarized in Tables 5.17 to 5.23. First, Table 

5.17 indicates that the total ‘poverty-related’ budget is positively related 

to poverty incidence and negatively related to income per person – poorer 

provinces receive larger budgets per person, but that these statistical 

relationships are insignifi cant. The signifi cant explanatory variable is the 
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size of the province. Large provinces receive smaller allocations per person. 

In terms of the allocation of ‘poverty-related’ expenditures, it pays to be 

small. It makes little difference whether the province is rich or poor. 

Tables 5.18 to 5.23 now perform a similar exercise for each of  the six 

components of ‘poverty related’ expenditures summarized in Table 5.11.

• Poor and low-income people 

• Infrastructure

• Agriculture and natural resources 

• Health and social welfare 

• Education and training 

• Others

The coeffi cient on poverty is positive in four of the six components and 

negative in two (Agriculture and natural resources, and Health and social 

welfare) but the relationships are far from being statistically signifi cant. 

Poverty incidence has little to do with the allocation of these expenditures 

across provinces. Income per capita similarly has little relationship to the 

allocation of expenditures in all categories except ‘Poor and low-income 

people’, where the expected negative coeffi cient is observed. For this category 

at least, corresponding to just under 6 per cent of the total ‘poverty-related’ 

expenditures reported in Table 5.11, expenditures are seemingly poverty 

targeted.5 

The Poor and Low-income People Program had three component 

categories in 2000. These were:

• Assistance to farmers and the poor 

• Health care loan for low-income people 

• Health care for low-income people 

The first category is assistance to farmers – supposedly poor farmers – who 

rent land. In some documents this category is called ‘Agricultural land rent 

control for farmer and assistance to farmer and the poor’. Expenditure in 

this sub-category is positively related to provincial income per capita in 

each year 2000 to 2002, but the relationship is not statistically signifi cant 

in any one of these years. The second category is loans for health care. It 

was negatively related to income per person in 2000 and 2001 (coeffi cients 

marginally insignifi cant at the 90 per cent level), but was discontinued in 

2002. The third category is grants for health care and it was negatively 

and signifi cantly related to income per person in 2000 and 2001 (at the 

95 per cent level), but it was also discontinued in 2002. That is, there 

appears to have been a lessening of the poverty-targeting feature of these 

expenditures in 2002. 
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Table 5.17  Thailand: regression results on relationship between poverty-
related expenditure, poverty and income: total budget 
allocation

Intercept lnP lnN R2

16372.910 95.008 –929.764 0.242

(6.050*) (0.871) (–4.623*) 

Intercept lnY lnN R2

18215.220 –106.248 –989.278 0.256

(4.904*) (–0.316) (–4.997*) 

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations using data from Bureau of the Budget, Bangkok. 

Table 5.18  Thailand: regression results on relationship between poverty-
related expenditure, poverty and income: poor and low-income 
people program

Intercept lnP lnN R2

277.368 11.868 –0.860 0.025

(1.249) (1.325) (–0.052) 

Intercept lnY lnN R2

797.152 –61.206 –1.789 0.066

(2.681*) (–2.274*) (–0.113) 

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok.

Table 5.19  Thailand: regression results on relationship between poverty-
related expenditure, poverty and income: infrastructure 
program

Intercept lnP lnN R2

4621.135 48.768 –266.062 0.101

(3.397*) (0.889) (–2.632*) 

Intercept lnY lnN R2

5911.286 –167.805 –256.272 0.098

(3.200*) (–1.004) (–2.603*)

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok.
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Table 5.20  Thailand: regression results on relationship between poverty-
related expenditure, poverty and income: agriculture and 
natural resources program

Intercept lnP lnN R2

748.956 –7.558 –32.593 0.034

(2.503*) (–0.626) (–1.466)

Intercept lnY lnN R2

511.407 27.167 –32.520 0.036

(1.243) –0.730 (–1.483)

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok. 

Table 5.21  Thailand: regression results on relationship between poverty- 
related expenditure, poverty and income: health and social 
welfare program

Intercept lnP lnN R2

1476.924 –3.503 –64.324 0.022

(2.121*) (–0.125) (–1.243)

Intercept lnY lnN R2

1071.784 62.793 –71.742 0.034

(1.141) (0.739) (–1.433)

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok. 

Table 5.22  Thailand: regression results on relationship between poverty-
related expenditure, poverty and income: education and 
training program

Intercept lnP lnN R2

667.284 13.281 –38.145 0.038

(1.795) (0.886) (–1.381)

Intercept lnY lnN R2

1010.139 –33.265 –41.814 0.040

(2.020*) (–0.735) (–1.569)

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok.
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Table 5.23  Thailand: regression results on relationship between poverty- 
related expenditure, poverty and income: other programs

Intercept lnP lnN R2

8581.245 32.150 –527.780 0.485

(9.719*) (0.903) (–8.043*)

Intercept lnY lnN R2

8913.450 66.067 –585.141 0.465

(6.455*) (0.529) (–7.950*)

Note: t values are in brackets and * indicates statistically signifi cant at 95 per cent level.

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok.

To test this proposition, data are assembled in Table 5.24 based on the 

results of regression analyses for all project components of the expenditures 

summarized in Tables 5.10 and 5.11. This was done separately for each year 

2000, 2001 and 2002. The regressions performed were the same as Model 2 

above, except that the population size variable (Nj) was deleted. For each of 

these years, the projects were then classifi ed into three categories: 

• Pro-poor, meaning that expenditure was negatively related to income 

per person, signifi cant at 90 per cent level or better.

• Neutral, meaning that expenditure was not related to income per 

person, at 90 per cent level or better.

• Pro-rich, meaning that expenditure was positively related to income 

per person, signifi cant at 90 per cent level or better.6

The expenditures corresponding to each project, so classifi ed, were then 

added and the results are summarized in Table 5.24. 

Table 5.24  Thailand: poverty reduction expenditures classifi ed by relationship 
to income per person, 2000 to 2002

Type of Project 2000 2001 2002

Pro–poor 25 664.33 38 245.60 20 964.64 

(signifi cant 90%)

Neutral 21 707.07 17 349.39 15 432.76 

(insignifi cant)

Pro–rich 26 365.57 24 692.97 41 127.00 

(signifi cant 90%)

Total 73 736.97 80 287.96 77 524.40 

Source: Authors’ calculations, using data from Bureau of the Budget, Bangkok.
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In 2000 these three categories were of similar size. The net effect of the 

‘poverty-related’ expenditures was approximately neutral between poor 

and non-poor provinces. However, the expenditures corresponding to the 

pro-poor and neutral categories have contracted over the three years, while 

those corresponding to the pro-rich category have expanded, especially in 

2002. By 2002 the ‘poverty-related’ expenditures were, on balance, positively 

related to provincial incomes per person – richer provinces received greater 

benefi ts per person. 

CONCLUSIONS

Thailand’s outstanding record of poverty reduction is mainly attributable 

to the effects of economic growth rather than the government’s efforts to 

assist the poor. The latter are small in magnitude and are not well targeted 

towards the poor. According to offi cial data, in recent years expenditures 

directed at assisting the poor have become a substantially more important 

component of  total government spending. The evidence presented here, 

however, suggests that most of these expenditures are not genuinely focused 

on the poor. Indeed, the poverty-targeted component of  government 

expenditures seems to have declined rather than increased. 

Based on data on the provincial allocation of  expenditures, non-poor 

provinces currently receive somewhat higher levels of  ‘poverty-related’ 

expenditure per person than poor provinces. Thailand’s poor benefi t from 

the government’s ‘poverty-related’ expenditures, but not signifi cantly more 

than they do from other forms of government expenditures, which are not 

intended to be poverty-targeted. Government expenditures in the poverty-

related categories are not well targeted towards the poor. 

More systematic efforts to monitor the distributional effects of  these 

poverty-targeted expenditures is a fi rst step towards a more effective set 

of policies. A good instrument for this would be an enhanced form of the 

Socio-Economic Survey, already conducted every two years by the National 

Statistical Offi ce. In its present form, the survey does not record the benefi ts 

received by households from public expenditures. The second step will then 

be the design of more effective targeting mechanisms than those currently 

in place.

It must be emphasized that these conclusions are based primarily upon 

one component of  the overall distribution of  government expenditures: 

their allocation between provinces. Because of limitations in the available 

data, we have not studied the allocation of expenditures within provinces. 

If  these data were available, there is a possibility that the strong conclusions 

stated above would require amendment.
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NOTES

1. The data shown are identical to the most recent data from the National Economic and 
Social Development Board (NESDB) for the years 1988 to 1998. The data for the earlier 
years have been spliced together with this series from published sources, so that the resulting 
series matches the NESDB series for the year 1988. The exception is that the published 
data for municipal areas and sanitary districts have been aggregated to an ‘urban’ category 
using their respective population shares in the total for urban areas (the sum of the two) 
as weights. The data from 1962 to 1988 are summarized in Medhi (1993).

2. One rai is 0.4047 acres or 0.16 hectares. The range 5 to 19 rai thus corresponds to 2.02 to 
7.69 acres, or 0.77 to 3.04 hectares.

3. For example, the study defi nes benefi ts in terms of  the costs of  activities making no 
allowance for differences in quality of delivery.

4. In each case, a linear equation was estimated, including an intercept term, which is not 
reported in the table. 

5. The negative relationship between size of province and expenditure per person, observed 
for the total budget allocation, is concentrated in the ‘Infrastructure’ and ‘Others’ 
categories.

6. Some authors use the term ‘anti-poor’ to refer to expenditures that favor the rich. This term 
is avoided here because it implies that the poor are actually harmed by these expenditures 
and this is not necessarily true, except in a relative sense, compared with the rich. The poor 
are not necessarily harmed in absolute terms by the existence of these programs unless 
the absolute benefi t they receive from these expenditures is smaller than the additional tax 
revenues they must pay to fi nance them.
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6. Poverty targeting in the Philippines

 Arsenio Balisacan and Rosemarie Edillon

INTRODUCTION

Economic growth has been the traditional prescription for poverty reduction 

in developing countries. Indeed, one regularity in cross-country studies is 

that the incomes of the poor move almost one-for-one with overall economic 

growth (Dollar and Kraay, 2001; Bhalla, 2002). Yet a closer examination of 

recent individual country experiences suggests that while growth is good for 

the poor (as well as the non-poor), it is often not good enough, suggesting 

that other factors apart from growth matter as well. That is, an effective 

program for poverty reduction has also to include mechanisms for directly 

improving the institutional and economic environment facing the poor so 

that they are able to participate more actively in the growth process and 

its consequent benefi ts.1 Indeed, addressing current poverty has the added 

benefi t of raising subsequent growth rates, that is moving the country to a 

higher growth path.

For the Philippines, the absence of a comparatively high and enduring 

economic growth has been the single biggest constraint to the pace of 

poverty reduction (Balisacan, 2003). But even during periods when growth 

was considerable, the incremental response of  the incomes of  the poor 

to overall income changes was quite muted compared with the country’s 

neighbors, especially Indonesia and Vietnam. For instance, the elasticity 

of the income of the poor – defi ned to be those in the bottom 20 per cent 

of the population – with respect to overall average income is 0.54 for the 

Philippines (Balisacan and Pernia, 2003), while the comparable fi gures for 

Indonesia (Balisacan et al., 2003a) and Vietnam (Balisacan et al., 2003b) 

are 0.72 and 1.37, respectively. 

It is not, of  course, surprising to fi nd considerable differences in the 

response of  households to economic growth, both within and across 

countries. This is because socio-economic conditions and circumstances 

of households in society vary considerably. There are usually some groups 

who are unable to benefi t – either partially or fully – during episodes of 

growth, or who in fact may be hurt by public decisions chosen to move the 
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economy to a higher growth path. These groups may include: (i) individuals 

who do not have the assets, particularly skills, necessary to take advantage of 

opportunities offered by growth; (ii) households located in geographic areas 

bypassed by growth, that is geographic poverty traps; (iii) households whose 

entitlements are shrunk by public actions chosen to bring the economy to 

a higher growth path; and (iv) households falling into poverty traps owing 

to the reinforcing effects of adverse shocks and imperfect capital markets, 

the latter leading to a failure to smooth consumption. 

Policy and institutional responses to the poverty problem thus require 

more than growth-mediated long-run poverty reduction initiatives. They 

should involve direct intervention to meet short-run poverty reduction 

objectives, including avoidance of transient poverty, as well as provision 

of the conditions for some groups to escape poverty traps.

While the roots of the Philippines’ economic malaise during the past 30 

years have been well articulated (that is weak governance, low investment in 

basic infrastructure, political and macroeconomic instability, and a highly 

unequal distribution of productive assets such as land), that is not quite 

the case for programs intended to effi ciently deliver assistance to the poor, 

especially in the event of adverse shocks such as during a macroeconomic 

crisis or natural calamities. In short, how must programs intended for the 

poor be designed so as to achieve the desired objective? What lessons have 

been gleaned from recent experience to serve as an input to this design? 

Effi ciency in the use of funds for poverty reduction underlies the principle 

of targeting, in which benefi ts are channeled to the high priority group that 

a program aims to serve. Targeting requires the identifi cation of the poor 

as distinct from the non-poor, as well as the monitoring of program benefi t 

fl ows to intended benefi ciaries. As such, it is a potentially costly activity, 

both in terms of time and administrative outlay.

This chapter examines the Philippines’ recent experiences in poverty 

reduction efforts. It begins with an overview of the country’s poverty profi le. 

A brief review of government spending on sectors strongly linked to poverty 

is then provided. It then discusses the features of poverty targeting in the 

Philippines and some simulation results illustrating the impacts of different 

spending patterns on growth and poverty. 

POVERTY IN THE PHILIPPINES – AN OVERVIEW

The past quarter century has seen the Philippines lagging behind most of the 

major East Asian countries in practically all aspects of economic and social 

development. The chapters in Balisacan and Hill (2003) discuss in detail 

broad development issues and concerns in the Philippines. The country’s 
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average economic growth was only slightly higher than its population 

growth, which was, and continues to be, comparatively high by most Asian 

standards. Further blunting the impact on poverty of whatever growth that 

occurred has been its persistently high level of economic inequality. Indeed, 

not a few observers characterize the country’s social structure, especially with 

reference to land distribution, as a largely Latin American rather than an 

East Asian feature (see, for example, Hayami, 2001 and Ranis and Stewart, 

1993). The co-existence of huge plantations and industrial enclaves owned 

by a few families and of several million semi-subsistence small farmers and 

vast colonies of urban poor depicts a highly inequitable Latin American-like 

society that is quite uncommon elsewhere in East Asia.

An almost regular pattern of  boom and bust has characterized the 

Philippine economy during the period from 1960 to 2002 (see Figure 6.1). 

Bust and stagnation soon followed each episode of boom, fueled largely 

by massive foreign borrowing and capital-intensive import-substituting 

industrialization. The period also saw heavy government regulation of 

the market economy, as well as political instability, natural disasters, and 

major shocks in global trade and fi nance. However, notwithstanding the 

interruption in the late-1990s owing to the combined impact of the Asian 

economic crisis and the El Niño phenomenon, the growth episodes since 

the second half  of  the 1980s appear to have a fundamentally different 

character from previous ones. Economic growth, albeit meager compared 

with that in any of the country’s South East Asian neighbors, has taken 

place in an environment of  political stability, economic deregulation 

and institutional reform. While domestic political squabbling and policy 

coordination problems persisted, it could not be denied that the Philippines 

at the beginning of the new millennium was closer to a market economy than 

it had ever been in the past. One could ask: how have the poor benefi ted 

from the growth process?

Table 6.1 provides estimates of three dimensions of poverty – incidence, 

depth and severity – from 1985 to 2000.2 All the poverty indices show 

signifi cant reductions during periods of  relatively rapid growth of mean 

expenditure (1985–88 and 1994–97). The highest three-year poverty 

reduction was achieved during the ‘economic boom’ of  1994–97, when 

real per capita expenditure rose by 21 per cent. But poverty also fell when 

the growth of  mean expenditure was negative (1991–94). Surprisingly 

too poverty depth and severity increased even when the growth of mean 

expenditure was positive (1988–91), though at a comparatively low rate. It 

thus appears that the observed poverty changes are related to the growth 

(and stagnation) of real mean consumption, while obviously also infl uenced 

by other factors. Indeed, as Table 6.1 indicates, another ‘proximate’ cause 

for poverty changes may well be the evolution in expenditure distribution. 
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After falling slightly to 0.40 in 1988 from 0.41 in 1985, the expenditure Gini 

coeffi cient rose to 0.43 in 1991. It fell back to its 1988 level in 1994, only 

to rise to 0.43 in 1997 and 0.45 in 2000. The same pattern emerged for two 

other simple inequality indicators – the share of the richest 10 per cent and 

poorest 20 per cent of  the population in total expenditures. While these 

changes are not spectacular, they had a considerable impact on aggregate 

poverty, as shown in Balisacan (2003). 

The evolution of poverty, inequality and average welfare (given by average 

per capita expenditure) in the 1980s and 1990s may well be related also to 

movements in price levels. Infl ation averaged 25 per cent in 1983–85. The rate 

dropped from 18 per cent in 1985 to 9 per cent in 1988, possibly benefi ting 

the majority of the poor, who tended to be fi xed-income earners or self-

employed workers in rural areas. Infl ation surged once more to an average 

of  15 per cent per year at the end of the decade. This was accompanied 

by an increase in inequality. Infl ation decelerated to only 7.9 per cent per 
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year during 1992–94, 7.7 per cent during 1995–97, and 6.9 per cent during 

1998–2000. As shown elsewhere (Balisacan, 1995), high infl ation during a 

period of low growth increases aggregate poverty. Particularly vulnerable 

to commodity (particularly food) price increases are the numerically large 

small-scale agricultural producers and landless workers who are net buyers 

of food.

In an earlier study (Balisacan, 2003), it was shown that the national poverty 

profi le was quite robust for periods of relatively high mean consumption 

growth, such as for 1985–88, 1994–97, and 1997–2000, regardless of  the 

choice of poverty indicator or of aggregation procedure. The same thing, 

however, cannot be said for periods of low or negative mean consumption 

growth. Moreover, the same study showed that for the entire 1985–2000 

period, the increase in inequality reduced the impact of growth on poverty, 

but this effect was proportionately small relative to the reduction of poverty 

attributable to consumption growth. It is thus the changes in real mean 

consumption, rather than changes in its distribution, that have mainly 

contributed to the observed changes in poverty in recent years. This result 

runs counter to the common claim in policy dialogue in the Philippines that 

recent episodes of growth have not benefi ted the poor. 

Table 6.1 Poverty and inequality, 1985–2000

 1985 1988 1991 1994 1997 2000

Average per capita 

expenditure1 (at 1997 prices) 17 197 18 926 20 049 19 600 23 694 22 865

Dimension of poverty

 Incidencea (%) 40.9 34.4 34.3 32.1 25.0 27.5

 Depthb (%) 13.2 10.1 10.6 8.7 6.4 7.2

 Severityc (%) 5.8 4.2 4.5 3.4 2.3 2.7

Inequality

 Gini 0.412 0.400 0.428 0.397 0.427 0.450

 Share of richest 10% 26.2 24.2 26.9 24.9 28.4 28.2

 Share of poorest 20% 8.6 9.1 8.4 9.7 8.8 8.8

Notes: 
1 Adjusted for provincial cost-of-living differences. Reference province is Metro Manila. 
a Incidence is the headcount ratio.
b Depth is the poverty gap.
c Severity is the squared poverty gap.

Source: Balisacan (2003), based on Family Income and Expenditure Survey data.
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Table 6.2 shows poverty and inequality estimates for both the urban and 

the rural sector.3 A high mean consumption disparity between urban and 

rural areas is apparent. Mean consumption in urban areas was nearly twice 

that in rural areas, rising signifi cantly during the high-growth periods of 

1985–88 and 1994–97 for both sectors. Correspondingly, all poverty indices 

declined signifi cantly during both periods. The direction of inequality for 

both sectors also generally followed the overall pattern reported in Table 6.1. 

Clearly, poverty reduction during high-growth periods was quite broadly 

based – that is, taking place in both urban and rural areas.

Table 6.2 Poverty and inequality in urban and rural areas, 1985–2000 (%)a

 1985 1988 1991 1994 1997 2000

Urban

Incidence 21.7 16.0 20.1 18.6 11.9 13.2

Depth 5.9 3.8 5.7 4.4 2.6 3.0

Gini 0.41 0.39 0.42 0.39 0.43 0.41

Share of richest 10% 26.9 24.5 28.0 25.7 31.1 30.7

Share of poorest 20% 7.5 8.0 7.0 8.2 6.7 7.0

Rural

Incidence 53.1 45.7 48.6 45.4 36.9 41.3

Depth 17.8 14.0 15.6 13.0 9.8 11.3

Gini 0.35 0.35 0.36 0.34 0.35 0.41

Share of richest 10% 23.2 23.1 23.9 23.1 24.3 24.3

Share of poorest 20% 9.6 9.7 9.8 10.7 10.3 10.7

Note: a Poverty and inequality estimates are based on per capita consumption expenditure 
adjusted for provincial cost-of-living differences. Poverty lines employed to calculate poverty 
indices are fi xed in terms of living standards.

Source: Balisacan (2003).

Table 6.3 provides poverty estimates across regions of  the country 

from 1985 to 2000, as well as the importance of each region to national 

poverty. While considerable variation exists, Metro Manila consistently 

had the lowest poverty, and Bicol, Western Mindanao and the Visayas the 

highest. In 2000, poverty incidence in Bicol was nine times higher than in 

Metro Manila. Some signifi cant re-rankings also occurred, such as Central 

Mindanao becoming the fourth poorest region in 2000 when it was only the 

ninth poorest in 1985. Even more signifi cant is the differential evolution 

of  poverty over time. In two regions, Central and Western Mindanao, 

poverty – in all three dimensions – was higher in 2000 than in 1985. Toward 
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the close of the 1990s, these two regions, particularly Western Mindanao, 

were at the center of  violent confrontations between the military and 

armed dissidents.

Not a few observers contend that income disparity between urban and 

rural areas, across regions and between economic sectors, is at the core of 

the poverty problem. Mean income in urban areas was at least twice that 

in rural areas during the 1980s and 1990s. Metro Manila, which accounted 

for about 14 per cent of the population, had the highest mean income. In 

2000, its mean income was more than twice the national average or about 

three to four times the mean income for Bicol and Eastern Visayas. Except 

for Bicol and Cagayan, mean income for the Luzon regions was higher than 

for most of the regions in Visayas and Mindanao. 

In the 1990s, average income in agriculture, where the large majority of the 

poor are located and where about 40 per cent of the labor force are employed, 

was much less than one-half  of those in virtually all other sectors (except 

construction). It is thus claimed that the key to winning the war against 

poverty is to focus development priorities on agriculture, so as to raise 

incomes in that sector vis-à-vis those in other sectors of the economy.

If  indeed spatial and sectoral income disparities are at the core of the 

poverty problem in the Philippines, then policy reforms aimed at reducing 

these disparities have to be central elements of  the country’s poverty 

reduction program. This may also promote effi ciency goals: important 

dynamic externalities can arise from targeting by area or according to 

sector-specifi c characteristics (Bardhan, 1996; Ravallion and Jalan, 1996). 

Investment in physical infrastructure (such as roads, communications and 

irrigation) in backward areas, or in the rural sector in general, may improve 

the productivity of private investment, infl uence fertility through its effect 

on labor allocation and educational investment decisions, promote the 

development of intangible ‘social capital’ (in the form of social networks, peer 

group effects, role models, and so on), and mitigate erosion in the quality of 

life in urban areas through its effect on rural–urban migration decisions.

However, if  disparity in incomes and human achievement within each of 

the regions or areas of the country were itself the major problem, a different 

approach to poverty reduction would have to be found. It is possible, for 

example, that systematic differences in levels of human capital between low- 

and high-income groups within a geographic area translate into considerable 

differences in earning opportunities between these groups within each area. 

In this case, the policy prescription to reduce overall income inequality 

and poverty would have to involve expanding the access of  low-income 

groups to basic social services, technology and infrastructure, regardless 

of their location.
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Table 6.3 Poverty incidence by region, 1985–2000 (%)a

       Contribution 

       to total

 1985 1988 1991 1994 1997 2000 poverty, 2000

National Capital 11.6 9.5 5.9 5.6 3.5 5.5 2.9

Ilocos 33.1 27.6 27.3 26.5 21.0 19.4 4.6

Cagayan Valley 44.9 39.7 42.2 39.8 29.5 29.7 4.4

C. Luzon 19.1 15.3 15.4 24.3 13.2 16.1 5.8

S. Luzon 35.4 31.7 22.9 28.6 19.6 19.5 10.3

Bicol 67.0 60.9 62.2 50.2 45.6 53.3 14.4

W. Visayas 49.4 34.4 31.6 34.5 21.8 28.1 8.1

C. Visayas 66.5 55.2 53.2 42.8 35.2 39.4 10.2

E. Visayas 59.3 53.7 54.4 51.5 50.6 46.8 8.0

W. Mindanao 52.5 43.8 44.0 53.7 44.6 56.0 10.5

N. Mindanao 52.6 41.4 54.2 37.9 29.9 30.1 6.2

S. Mindanao 51.8 43.7 53.9 30.7 27.8 25.8 7.0

C. Mindanao 35.8 30.1 42.3 39.8 32.9 39.9 7.6

Note: a The regional classifi cation of  provinces and cities is kept fi xed to that existing in 
1985.

Source: Balisacan (2003). 

A parametric procedure, such as that suggested in Fields (2002), might be 

useful for exploring systematically the relative contribution of location- and 

household-specifi c attributes to the observed variation in household income. 

Specifi cally, one can estimate a standard set of income-generating functions 

and use the parameter estimates to calculate the relative contribution of each 

factor to differences in household income. Table 6.4 summarizes the results 

of such an exercise for the six survey data covering the 1985–2000 period, 

giving the proportions in the total variance of (log) income accounted for by 

location- and household-specifi c attributes. Together all variables included 

in the regression explain 55–58 per cent of the variance of log-incomes for 

the six survey years (Balisacan and Piza, 2003).

Household composition and the household head’s attributes, most 

especially educational attainment, accounted for one-third of  the total 

variance of (the log of) income. Educational attainment contributed about a 

fi fth of the observed variation in income. After controlling for the effects of 

other factors, location (regional and urban location) contributed only about 

15 per cent of the observed variation in income. Economic attributes (sector 

of  employment and class of  worker) represented only a small amount, 
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roughly 10 per cent, of the total variance. This suggests that, by and large, 

it is the differences in income levels within a sector or location, rather than 

differences in mean income levels between sectors or locations, that account 

for a signifi cant proportion of the variation in household income nationally, 

and this weakens the case for the type of location targeting discussed below. 

This conclusion holds for each of the survey years.

Table 6.4 Relative contribution of factor in total variance of (log) income (%)

 1985 1988 1991 1994 1997 2000

Household attributes 34.4 33.6 33.1 33.4 34.8 33.6

Family size 10.2 9.5 9.5 9.5 8.9 8.3

Household type 1.5 1.1 1.3 1.2 1.3 1.5

Child dependency ratio 1.3 1.5 1.5 1.8 1.6 1.4

Employment ratio –0.3 0.0 0.0 0.2 0.2 0.0

Spouse employed 0.2 0.4 0.5 0.5 0.8 0.6

Experience 0.5 0.7 0.6 0.3 0.5 0.4

Gender 0.0 0.1 0.1 0.1 0.1 0.1

Marital status 0.6 0.8 0.7 0.5 0.6 0.7

Education 20.4 19.5 18.9 19.3 20.8 20.6

Economic sector 5.4 7.6 8.7 9.6 9.9 10.1

Class of worker 4.1 4.5 5.4 5.5 6.2 5.4

Sector of employment 1.3 3.1 3.3 4.1 3.7 4.7

Location 15.8 14.1 15.8 15.5 13.1 14.3

Urban 3.1 3.6 2.7 2.8 3.9 4.4

Region 12.7 10.5 13.1 12.7 9.2 9.9

Residual 44.4 44.7 42.4 41.5 42.2 42.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Estimates of income-generating functions based on unit record data from the Family 

Income and Expenditures Survey (various years) of the National Statistics Offi ce; see Balisacan 

and Piza (2003).

TARGETING IN THE PHILIPPINES

The literature distinguishes between two types of  targeting – broad and 

narrow targeting. Broad targeting specifi es the intervention. The effectiveness 

of  the strategy lies in the comparative propensity of  the poor to utilize 

the intervention more intensively than the non-poor. Meanwhile, narrow 

targeting stipulates inclusion and exclusion criteria to distinguish qualifi ed 
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benefi ciaries (the poor) from the non-benefi ciaries (the non-poor). Broad 

targeting may probably result in substantial leakages, but narrow targeting 

may entail signifi cant administrative costs. In practice, the design of anti-

poverty projects employs both types of targeting.

Poverty reduction has always been a central element of the development 

effort of the government, as articulated in its development plans and offi cial 

policy statements. By and large, only the emphasis and the strategy to 

achieve these goals have changed over recent decades.

The development program of  the Aquino administration (1986–92) 

primarily stressed the alleviation of  poverty, the generation of  more 

productive employment opportunities, and the promotion of equity and 

social justice. Unlike previous programs, which had emphasized import-

substituting development, the new program called for the removal of policy 

biases against agriculture and the rural sector, with agrarian reform serving 

as the program’s key focus. The centerpiece of the administration’s poverty 

reduction strategy was the Tulong sa Tao program, of which provision of 

subsidized credit was a key element.

The Ramos administration (1992–98) focused on accelerating the pace of 

economic growth, by building the international competitiveness of domestic 

industries, reforming regulation in services and industry, and investing in 

basic infrastructure. It also had a Social Reform Agenda for achieving 

its human development targets. A package of  government interventions 

organized around ‘fl agship programs’ for the country’s 20 poorest provinces, 

the Social Reform Agenda is considered to be the fi rst effort of the Philippine 

public administrative system to organize the various sectors of government 

toward securing so-called minimum basic needs before attending to other 

demands of priority sectors. 

The Comprehensive and Integrated Delivery of Social Services (CIDSS) 

was the fl agship anti-poverty project of  the Ramos administration. The 

basic strategy of the CIDSS was to ‘break down the culture of poverty’. 

It was based on the concept of  empowerment. Previous programs were 

ineffective either due to underutilization of funds, or if  utilization was high, 

impacts were not sustained, and the thinking was that this was because 

they did not coincide with the needs of the target benefi ciaries, who had 

no sense of  ownership of  the anti-poverty projects involved. Under the 

CIDSS, benefi ciary communities were organized with the help of full-time 

community workers, and were taught to identify their problems, prepare 

a work program, mobilize additional funding resources as necessary and 

implement projects themselves. Civil society groups were also included in 

all the project stages. 

The CIDSS employed a minimum basic needs approach in project 

prioritization. The approach used a set of  33 indicators, spanning the 
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different basic needs for survival (food and nutrition, health, water and 

sanitation and clothing), security (shelter, peace and order, income and 

employment), and an enabling environment (basic education and literacy, 

people’s participation, family care and psycho-social needs). Priority projects 

were those corresponding to the top unmet ‘needs’. In practice the most 

common projects were day care centers, water supply systems, sanitary toilet 

facilities, shelter assistance and credit provision. Others included were skills 

training programs and school facilities. The innovative contribution of the 

CIDSS was the mobilization of the community to participate in all project 

stages. In implementation within provinces priority was given to the poorer 

municipalities and within these to poorer districts (barangays).

The Estrada administration (1998–2001) came to power with a lavish pro-

poor agenda. It recognized the imperative of broad-based rural development 

to win the war against poverty. Its Medium-term Philippine Development 

Plan for 1999–2004 identified the main elements of  the development 

strategies required to spur growth and achieve sustainable development 

in rural areas. The plan envisioned, for example, an aggressive delivery 

of  basic social development services, removal of  policy and regulatory 

distortions, sustained development of  rural infrastructure, improvement 

in governance, and macroeconomic stability. The administration’s fl agship 

program for poverty alleviation was the Care for Poor (Lingap Para sa 
Mahihirap) program, which involved the identifi cation in each province 

and city of the 100 poorest families, who would be provided with a package 

of assistance, including livelihood development, price support for staple 

foods, medical assistance, socialized housing, and a rural waterworks 

system. Several modalities were employed in the selection of families, but in 

principle the aim was to use data on unmet minimum basic needs. If  there 

were no data available, local social workers were consulted to identify the 

poorest families. 

The ascension to power of  the Macapagal-Arroyo administration 

(2001–2004) gave birth to a new program of  direct poverty alleviation 

dubbed KALAHI (Kapit-Bisig Laban sa Kahirapan) which covers asset 

reform, provision of human development services, creation of employment 

and livelihood opportunities, participation of  so-called basic sectors in 

governance, and social protection and security against violence. Interventions 

are delivered using the administrative apparatus of national government 

agencies and local government units, but the emphasis as in earlier programs 

is on local community empowerment. 

The KALAHI has been combined with the earlier Comprehensive and 

Integrated Delivery of Social Services (CIDSS) program in the KALAHI-

CIDSS. The principal development activity is small-scale infrastructure 

work. These projects should provide needed physical infrastructure and 
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thereby benefi t the local community, and at the same time serve as pilot 

projects for the barangay governing bodies, in terms of developing better 

planning, implementation, operation, and management techniques which will 

result in more self-suffi cient organizations. Project choices are determined 

by communities themselves. The project employs multi-stage targeting. At 

the fi rst stage, provinces are ranked on the basis of poverty incidence and 

the top 40 (roughly the poorest one-half) are selected. At the second stage, 

only the poorest quarter of municipalities are selected. The selection is based 

on a poverty map developed by Balisacan et al. (2002). The poverty map 

uses an aggregation methodology applied to proxy indicators of poverty. 

All barangays in the benefi ciary municipality are included in the project to 

access grants. A major modifi cation from the old CIDSS is the formation 

of an organization within the community that operates in parallel with the 

local barangay council. This has resulted in confl icts in some barangays, 

since it is the community organization that identifi es a project, prepares 

the program of work, and monitors implementation, although the local 

barangay council is called upon to provide the counterpart funds. 

Cutting across all of  these initiatives has been the operation of  the 

National Food Authority (NFA), which implements a number of subsidy 

schemes, the most important of which is that for rice. Given the importance 

of rice for the poor as both a consumer and producer good, the operations 

of the NFA potentially have strong poverty implications.4 The authority 

aims to meet potentially confl icting objectives of maintaining a fl oor price 

for producers and a ceiling price for consumers of rice. NFA buys the grains 

from the farmers during times of bumper harvest, when the buying price is 

higher than the market price. The program essentially provides a subsidy to 

the farmers, so that they are assured of a stable income, independent of the 

supply situation in the market. NFA procures grains only from ‘bona fi de’ 

farmers. Verifi cation is done through the use of a passbook that is issued 

only to farmers. However, in practice in recent years the NFA has been able 

to procure only less than 5 per cent of total rice production, so it has only 

a very marginal impact on average producer rice prices. 

On the consumer side subsidies are provided for sales of supported goods 

in selected retail outlets and NFA rolling stores. The main objective of the 

program is to protect consumers against large increases in the price of basic 

commodities, not just rice but also sugar, cooking oil and more recently 

common drugs. NFA has a monopoly control over rice imports and its 

import quota has combined with relatively high import tariffs on rice to 

keep domestic consumer prices well above world prices (Roumasset, 1999). 

Targeting is essentially through self-selection as there is no fi lter mechanism 

to exclude non-bona fi de customers. Sales are made as long as the customer 
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is willing to buy from the NFA retail stores and outlets, which in principle 

should be in depressed urban areas. 

Government expenditure on poverty alleviation
Estimates of  the total expenditure on the types of  narrowly targeted 

interventions discussed above suggest that they have been only a very modest 

share of government expenditure. More recent fi gures are not available but 

data for the late 1990s show poverty-related measures at no more than 0.60 

per cent of  central government expenditure. When the cost of  the NFA 

operations are added the fi gure comes to about 1.5 per cent. Expenditure 

by local government on poverty programs at this time was tiny at only 

60 centavos per capita compared with Pesos 37 per capita by the central 

government (Manasan, 2001). 

In terms of the broad targeting expenditure categories a recent review 

suggests that real public expenditure per capita on key activities has been 

in decline in recent years. Total social services spending per capita in real 

terms has declined from Pesos 2487 in 1997 to Pesos 2016 in 2003. In 

particular, education expenditures per capita fell from Pesos 1790 to Pesos 

1455 between 1997 and 2003 (Manasan, 2003; Igaya, 2001).

Impact of Narrow Targeting Programs

Relatively few detailed independent evaluations are available for the narrow 

targeting schemes discussed above. The subsidized credit component of 

the Tulong sa Tao program was examined to see how far the aim that 

benefi ciaries should come from low-income groups in rural areas was met. 

It appears that in practice detailed inclusion and exclusion criteria were 

not enumerated and therefore there was no effort to screen prospective 

benefi ciaries. Estimates suggest that only about one-third of benefi ciaries 

were really from the low-income groups. Also there was no mechanism to 

disqualify borrowers who were no longer poor. On the contrary, the project 

allowed individual micro-entrepreneurs a higher ceiling on the second loan, 

and an even higher ceiling for the third and each subsequent loan (Balisacan 

et al., 2000).

The offi cial impact evaluation of  the CIDSS was favorable, although 

vague. It stated that ‘unmet basic needs were reduced by an average of 57 

per cent’. An external evaluation of the project (Bautista, 1999) revealed 

that the incidence of  poor families in the sample of  households covered 

by CIDSS actually increased, although in the non-CIDSS communities, 

the incidence also increased and by more than the increase in the CIDSS 

sample. A more rigorous evaluation was conducted using data from the 1997 

and 2000 Family Income and Expenditure Survey. Here the real per capita 
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incomes in the original set of priority provinces benefi ting from the CIDSS 

were compared against an equivalent set of provinces.5 The analysis shows 

that real per capita incomes decreased, but in comparison with the change 

in the control group, this reduction is not statistically signifi cant. Poverty 

incidence also increased between 1997 and 2000, but again, in comparison 

with the control, this negative impact is not statistically different from that 

in the other provinces. This simple evaluation suggests that the CIDSS did 

not result in a signifi cant improvement in incomes or in poverty reduction, 

at the provincial level. The alternative interpretation is that it will take some 

time for community empowerment to translate into poverty reduction.

To compare alternative poverty targeting measures Balisacan et al. (2000) 

simulated several experiments on geographical targeting. Given a fi xed 

program cost of Pesos 10 billion, they simulated ten experiments, and for 

each, the rates of leakage and undercoverage were computed. The assumed 

objective was reduction of national poverty incidence, thus effectiveness 

is measured as the impact on national poverty incidence for a given cost. 

Of note is the fact that the strategy of the Lingap para sa Mahihirap (Care 

for the Poor) program of  the Estrada administration, which involved 

directing assistance at an equal number of  poorest households in each 

province and city (regardless of differences in regional income), is by far 

the least effective. The authors test for the infl uence of administrative or 

screening costs of  targeting and fi nd that once these are introduced, the 

preferred ranking of alternatives changes. Once the administrative cost per 

applicant rises to a modest Pesos 135 then a simple form of  geographic 

targeting, allocating funds only to the poorest provinces, comes to dominate 

the ‘perfect targeting’ solution where each province and city receives the 

same funding but to be distributed only among the genuinely poor. They use 

this as evidence that if  the screening cost is substantial it pays to implement 

geographical targeting.

National Food Authority (NFA)
The NFA operations and particularly its rice subsidy have been the subject 

of a number of studies. Subbarao et al. (1996) reported that in 1991 and 

1992, it cost NFA 2 to 3 pesos to transfer a peso of benefi t to the consumer. 

The net cost of  the NFA rice subsidy is the gross cost, consisting of  its 

palay procurement price, milling cost, debt service, and other costs, less 

its sales receipts. In 1991 and 1992, this cost amounted to Pesos 6097 and 

Pesos 5691 per metric ton, respectively, or two to three times the income 

transfer to consumers (defi ned as the annual average retail price minus the 

weighted average NFA sales price of rice to consumers). More recent data 

show that this ineffi ciency persists. Roumasset (1999) found that in 1997 

and 1998, NFA’s subsidy to consumers amounted to Pesos 1.87 billion 
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and Pesos 4.89 billion, respectively. Thus, it cost the agency an average 

of  Pesos 1.68 to deliver one peso of  benefi t to the consumer. Manasan 

(2001) noted that economic costs from NFA importations (losses in tariff  

revenue, and consumer and producer surplus) were not accounted for in 

these estimates.

As the program is of the general food subsidy type, non-poor families 

also benefi t from it. Citing similar schemes in other countries where leakage 

ranged from 50–70 per cent, Subbarao et al. (1996) and Manasan (2001) 

assumed a 50 per cent leakage for the Philippines. With this assumption in 

1991 and 1992, the cost of the income equivalent transfer of one peso to 

the poor was Pesos 4.30 and Pesos 5.98, respectively. In 1997 it was Pesos 

4.19, declining to Pesos 2.54 in 1998.

Subbarao et al. (1996) noted that the 50 per cent leakage assumption 

is reasonable given the ‘large regional mistargeting’ of  the program. Of 

the total NFA subsidized rice in 1991–1993, the National Capital Region 

and Cagayan Valley received 35 per cent even though they accounted for 

only 3 per cent of total food poverty in the Philippines; the poorer regions 

of  Southern Tagalog, Bicol, Central Visayas, Northern Mindanao, and 

Southern Mindanao obtained 29 per cent even though they accounted for 

about 62 per cent of  total food poverty. Similarly in 1998, the share of 

NFA rice in total rice consumption in the Autonomous Region of Muslim 

Mindanao, Cordillera Administrative Region, and Western Visayas was well 

below the 22 per cent national average, although poverty incidence in these 

regions was relatively higher than average (Manasan, 2001).

Several other studies also show that the NFA has not been effective in 

achieving one of its other objectives as NFA’s operations tend to destabilize, 

rather than stabilize, domestic prices. Untimely importation (if  a decision 

to import is made) and grain procurement and releases have aggravated 

palay and rice price fl uctuations (David, 1999; Roumasset, 1999). It has 

been estimated that consumers pay 35 per cent to 100 per cent higher rice 

prices than would be possible under unrestricted trade. Also it is argued 

that NFA policy offers potentially very lucrative profi ts for well-connected 

rice traders and political insiders (Roumasset, 1999).

Some Broad Targeting Experiments

Given the very modest sums of  money attached to direct anti-poverty 

programs and given the apparently weak poverty impact, an important 

question is how far broad targeting based on general categories of public 

expenditure can meet the goal of poverty reduction. To address this question 

we apply a simulation exercise looking at the poverty and growth impact of 

different expenditure packages. The calculations are based on parameters 
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from a regression model developed by one of the authors (Balisacan and 

Pernia, 2003). 

Balisacan and Pernia (2003) compiled longitudinal provincial data for 

the 1980s and 1990s to examine empirically the link between the average 

expenditure of the various population quintiles, on the one hand, and overall 

income growth and other factors on the other. The dependent variable 

is average per capita expenditure in each quintile. The impact of  overall 

provincial income growth on poverty reduction is distinguished from the 

direct impact of certain economic and institutional factors. 

The explanatory variables are categorized into two groups, namely initial 

condition variables and time-varying variables. Included in the fi rst group are 

province-specifi c human capital endowment, farm and land characteristics, 

social capital, geographic attributes, and political economy characteristics. 

The proxy for initial human capital endowment is the (three-year lagged) 

average years of schooling of household heads. Two alternative variables 

representing farm characteristics are average farm size and irrigation. 

The latter, expressed as the ratio of  irrigated land to total farm area, is 

a proxy for the quality of agricultural land. Geographic attributes are an 

indication of spatial isolation or high transport cost (given by a dummy 

variable indicating whether a province is landlocked or not) and the average 

frequency of typhoons hitting the province. These variables are intended to 

capture geographic poverty traps. Meanwhile, the initial political economy 

variables aim to refl ect the quality of local governance and access to fi scal 

resources. One variable is ‘local political dynasty’, defi ned as the proportion 

of local offi cials – related to each other by blood or affi nity – out of the total 

number of elective positions. This variable is meant to capture the extent 

of collusion or competition in local politics. The other political economy 

variable pertains to the political party affi liation of  the provincial chief  

executive. This is represented by a dummy variable indicating whether the 

provincial governor belongs to the national President’s political party.

The time-varying variables include relative price incentives, road access 

and electricity, agrarian reform, and overall average per capita income. The 

price incentives variable is given by the agricultural terms-of-trade, defi ned 

as the ratio of the price of agricultural to non-agricultural products. The 

time-varying infrastructure variables pertain to road access and electricity. 

The roads variable, representing access to markets, off-farm employment, 

and social services, is defi ned as quality-adjusted road length per square 

kilometer of land area. Electricity is used as a proxy for access to technology, 

or simply the ability to use modern equipment. It is defi ned as the proportion 

of  households with access to electricity. The agrarian reform variable, 

defi ned as the proportion of  the cumulative completed agrarian reform 

area to total potential land reform area, serves as a proxy for households’ 
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ability to smooth consumption in response to shocks, given imperfections 

in credit markets.

Certain variables may have strong complementarities, so the impact of 

one variable on the living standards of the poor may be conditioned by the 

values of the other variables. To allow for this possibility, interaction terms 

on certain variables are introduced; in particular, schooling and roads, and 

schooling and electricity.

The econometric estimation takes into account the possibility of a reverse 

causation in the poverty–growth relationship, so overall mean income may 

systematically respond to changes in the average living standards of  the 

poor. The regression results for each of  the quintiles are reproduced in 

Table 6.5. 

In general, the results for the second quintile closely resemble those for 

the fi rst quintile. This is signifi cant considering that estimates of poverty in 

the Philippines vary widely – from 20 per cent to 40 per cent – depending 

on, among other things, the poverty norm employed. The offi cial estimate 

roughly corresponds to the bottom 40 per cent of the population. 

Other observations are also worth noting:

• The growth elasticity of poverty tends to increase monotonically with 

income quintile. This confi rms what has been noted above, that the 

benefi ts of growth are unevenly spread throughout the various income 

groups.

• The roads variable is signifi cant, but has a negative sign for the fi rst 

three quintiles, suggesting that roads per se directly reduce the welfare 

of the poor, unless complementary factors like schooling are present. 

In contrast, this variable is signifi cant and has a positive sign for the 

top quintile, indicating that roads raise directly the average welfare 

of the richest group in society, as expected. 

• Apart from its impact through other channels, overall schooling does 

not seem to have a direct, signifi cant effect on average welfare for 

all quintiles. However, as noted above, when interacted with roads, 

schooling tends to raise the average income and welfare in the fi rst 

three quintiles. This suggests that complementarity matters for other 

quintiles as well.6 

• Other things being equal, agrarian reform raises the average welfare 

of  all quintiles, except the top one. Note that those in the top 20 

per cent do not normally depend on agriculture for employment and 

income.

• Irrigation tends to have a pro-poor bias. Farm size does not have 

signifi cant effects on the average welfare of all but the richest group, 
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implying that it is the quality of the land, not farm size per se, that 

favorably affects the welfare of the lower-income groups.

Investment Simulations

We simulate the above model and determine which of a range of investment 

options yields the greatest overall benefi t, the least leakage, and the least 

cost. In simulating each option, the values of the other exogenous variables 

are set at their mean values. In each case, both the direct (redistribution) 

effect and the indirect (growth) effect are taken into account. 

The base data set is the 1997 Family Income and Expenditure Survey. In 

this exercise, a person is deemed poor if their standard of living, represented 

by per capita consumption, falls below the absolute poverty line constructed 

for that person’s province of residence. We use a social discount rate of 15 

per cent to reduce streams of future benefi ts and costs to present terms. 

Although high as a real discount rate, this is the rate set by the National 

Economic and Development Authority on aid projects.

The cost of  investment is assumed to be incurred in the first year. 

Meanwhile, benefi ts are received starting year 2 (except those for education 

whose stream of  benefi ts begin in year 3) and remain constant over the 

assumed economic life of the investment. The operating cost is assumed 

to be fully recovered by charges to users. Assumptions on the cost of 

maintenance vary by type of investment. Total benefi ts, as well as benefi ts 

to the poor specifi cally, are calculated. The benefi t–cost ratios for different 

expenditure packages are then computed and ranked. We discuss each 

package briefl y.

Electricity
Presently, the proportion of households with no electricity is 30 per cent. 

These are in the remote and poor barangays. Recently, the Department of 

Energy has embarked on an electrifi cation project that seeks to ‘energize’ 

every barangay in the country. The source of energy need not be electricity. 

In the far-fl ung barangays, especially those in the islands, the strategy is to 

promote alternative energy sources, such as solar power, and small hydro-

powered generators.7

In this experiment we assume that the present power-generating capacity 

is suffi cient to provide electricity to every household. This is a reasonable 

assumption given the current situation of  excess capacity and the fact 

that the poor households are likely to be small consumers of  electricity. 

The simulated project is such that in provinces where less than 90 per 

cent of  households have access to electricity, the intervention will result 

in access for exactly 90 per cent of  households. Meanwhile, in provinces 
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where the proportion of households with electricity is at least 90 per cent, 

no intervention is provided. The simulated intervention results in 92 per 

cent of households in total having access to electricity.

The development cost is estimated to be roughly Pesos 175 000 per linear 

kilometer plus an average connection cost of Pesos 5000 per household.8 

The total cost of the project is Pesos 561 million for public electricity utilities 

plus Pesos 16 billion for households. The infrastructure is expected to last 

for 15 years. An annual operating and maintenance cost of 5 per cent of 

the total cost is assumed. Total incremental benefi t in terms of net income 

change is Pesos 19.6 billion, but only Pesos 2.6 billion accrues to the poor. 

This is equivalent to a leakage of 87 per cent. Poverty incidence is reduced 

by 1.39 percentage points. The simulated project results in a benefi t–cost 

ratio of 5.35. 

Roads
Outside the highly urbanized cities, the road system in the country is 

generally poor. Considering only the concrete roads, regarded as superior 

in quality to gravel, paved or asphalted roads, the average road density is 

0.72 km per square km. Some provinces, especially those that have large 

mountainous areas (such as Ifugao), have very few concrete roads. 

The simulated intervention increases the road density to 1 km per square 

km, but only in provinces where the current road density is less than 1 km. 

The simulated road project will increase the average road density to 1.58 

km per square km. Assuming a cost of Pesos 1 million per km of concrete 

road, the total project cost is Pesos 280 billion. We also assume annual 

maintenance costs of 5 per cent of total project cost, and an economic life 

of 15 years.9

Overall benefi t is estimated to be Pesos 170 billion, but total benefi t to 

the poor is negative. Note that in the model, the direct impact of roads on 

the four poorest quintiles is negative. However, due to the indirect effects 

through economic growth created by road investment, poverty incidence 

is still estimated to decrease by 0.03 percentage points. The benefi t–cost 

ratio is equal to 2.7.

Agrarian reform 
The most aggressive land redistribution program in the Philippines began in 

1987 with the enactment of the Comprehensive Agrarian Reform Program 

(CARP). Changing ownership of  land is seen as an important wealth 

redistribution program and a means of  effecting social justice. Average 

accomplishment is 57 per cent as of 1997 using as a base the revised reform 

coverage of 8 million hectares.10
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In the simulation the land reform project is taken to imply the full 

accomplishment of the CARP in each province. The cost of the project is 

based only on the cost of  land acquisition. For prime lands, the average 

cost is taken to be Pesos 350 000 per hectare, while for non-prime lands, it 

is taken to be Pesos 10 000 per hectare. The total cost of land acquisition is 

Pesos 202 billion. Assuming an economic life of 30 years the total benefi t is 

estimated to be Pesos 3.3 billion, and roughly half  a billion of this accrues 

to the poor. The leakage rate is estimated to be 82 per cent and there will 

be a reduction of  poverty incidence by approximately 0.30 percentage 

points. CARP accomplishment is benefi cial to the poorest four quintiles, 

but detrimental to the richest quintile. However the net benefi t–cost ratio 

is surprisingly low at only 0.11, due to the low coeffi cients on the agrarian 

reform variable in the original model (see Table 6.5).

Irrigation
David (2003) describes the poor state of  irrigation development in the 

country. As of 1999, less than 30 per cent of potential irrigable land is served 

by an irrigation system. Worse, the present systems are very ineffi cient and 

in urgent need of repair and rehabilitation. In the simulation, the level of 

irrigation development is increased to the level of irrigable land estimated for 

the region, if  the current profi le is less than the potential level. This brings 

the irrigated area to about 25 per cent of the total agricultural area.11

In computing the cost of the simulated project, the mix and cost estimates 

suggested by David (2003) are adopted.12 As before, we impute full cost 

recovery of maintenance and operating expenses. Different economic lives 

are assumed for different elements of the mix. The marginal effect of the 

irrigation package can be considered small and the ineffi ciencies of  the 

current irrigation system are captured by the model. Overall benefi t is 

estimated to be Pesos 1.6 million, but benefi ts to the poor are almost Pesos 

3 million, as the richest quintile is affected negatively. However, these gains 

to the poor are small and are not suffi cient to pull anyone above the poverty 

line. The benefi t–cost ratio is estimated to be very small, at 0.0008. 

Education
It is often said that the main asset of the poor is labor and that anti-poverty 

projects should always include a component that improves the quality of 

labor. Among the poor, the highest educational attainment of the household 

head is only Grade 5 on average.13 In the regression model, the impact of 

education is only signifi cant when interacted with roads. This latter proxies 

access to technology and access to markets. In effect, the model implies that 

the positive benefi ts of education will be realized only if  there is access to 
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technology (so that skills can be honed) and access to markets (to encourage 

skilled labor to produce marketable surplus).

In the simulation every head of  household undergoes an additional 

two years of  education. This results in more than 9 years of  schooling 

on average. The cost of  the education package includes the operating 

cost for public school facilities, as well as the out-of-pocket expenses of 

households.14 We assume that the stream of benefi ts will be for 16 years, 

roughly equal to the difference between retirement age (65 years) and the 

average age of  household heads (47 years) adjusted for the duration of 

project implementation (2 years). 

Allowing for the mean value of road expenditure the total benefi t of the 

simulated education project is more than Pesos 50 billion per year. Of this 

the benefi t to the poor equals Pesos 2.4 billion, giving a leakage rate of 95 

per cent. Poverty incidence goes down by 1.35 percentage points as a result 

of the education package. The benefi t–cost ratio is 0.96, but if out-of-pocket 

expenses are not considered, the ratio increases to 3.92. 

Summary of simulation results
The above results can be summarized in Table 6.6 and Figure 6.2. On the 

vertical axis of Figure 6.2, we plot the overall benefi t–cost ratio. Higher up 

the axis, the project is bound to have substantial political support, especially 

from the non-poor. On the horizontal axis, we plot the poor’s share in total 

benefi ts from the investment.15

The above simulations can only be approximations of actual projects, as 

they take as the measure of benefi t the impact derived from a regression model 

rather than from a detailed assessment of specifi c markets. Furthermore in 

most cases benefi ts are assumed to arise immediately and to be constant 
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over time. Effi ciency requires a benefi t–cost ratio exceeding unity and from 

this perspective the irrigation and agrarian reform packages appear highly 

ineffi cient. Even the education package has measurable benefi ts below the 

full costs involved. However, the electricity and road packages are found to 

have high returns, with rural electrifi cation having the highest benefi t–cost 

ratio and the largest effect on the poor. It is also expected to have political 

support, given the high overall benefi ts. 

However, the simulations emphasize the need to undertake complementary 

measures to increase the returns to investments. Quite expectedly, the 

model captures the substandard performance of  current infrastructure. 

For irrigation investments, the model assumes the same poor state of 

current irrigation systems. For agrarian reform, the lesson here is that 

land distribution alone will not result in desired income gains for the 

poor. It has to be coupled with aggressive provision of support services. In 

addition, the simulations show that some broad categories of expenditure, 

in this case principally electrifi cation, can have strong growth and poverty 

reduction effects. 

CONCLUSIONS 

Economic growth sustained over a long period is the key to the poverty 

problem in the Philippines. This growth mediates the development of 

human capabilities for meeting basic needs. Indeed, where chronic poverty is 

pervasive owing mainly to the failure of the economy to generate productive 

employment opportunities, it is hard to imagine a more enduring solution 

to the poverty problem than one requiring policy and institutional reforms 

aimed at enhancing the economy’s capacity to grow and generate these 

opportunities.

However, while growth is necessary, it is not a suffi cient response to the 

poverty problem. The reason is quite simple: socio-economic conditions 

and circumstances of households in society vary considerably. Indeed, the 

response of  the income of  low-income groups to growth has been quite 

weak in the Philippines compared with that in major East Asian countries. 

Policies and institutions thus need to be made pro-poor as well. Improved 

access of the poor to basic services, particularly education and health, is 

a fundamental element of such reform. This necessarily involves diffi cult 

choices owing to the country’s fi scal constraint and tightly competing uses 

of government funds. 

The poverty alleviation programs examined in this chapter provide 

examples of  targeting schemes. However, the funding they have received 

has been modest and the limited evaluations available suggest that their 
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impact has been modest also. The simulation exercise conducted here has 

shown that gains to the poor can occur through packages of activities of a 

general (that is non-targeted) nature. In an environment of weak governance 

and poor delivery of  services to the poor this simple lesson needs to be 

borne in mind. 

NOTES

 1. See the evidence for Thailand, Indonesia, Vietnam and the Philippines in Pernia and 
Deolalikar (2003).

 2. In this chapter, the incidence, depth and severity dimensions of poverty are characterized 
by the headcount index, poverty gap index, and the squared poverty gap, respectively. 
The headcount index is simply the proportionate number of  the population deemed 
poor. The poverty gap index is defi ned by the mean distance below the poverty line as a 
proportion of that line (where the non-poor are counted as having a zero poverty gap). 
The distribution-sensitive measure is the mean of  the squared proportionate poverty 
gaps. This index incorporates a society’s ‘moderate’ aversion to poverty (see Foster et 
al., 1984). The estimation employs per capita consumption expenditures as indicator of 
living standard, and consistency-conforming provincial poverty lines given in Balisacan 
(2001). Data sources are mainly the various Family Income and Expenditure Survey 
rounds from 1985 to 2000.

 3. Rural poverty indicators constructed from the Family Income and Expenditure Survey 
for the 1980s are not comparable with those for the 1990s owing to the urban–rural 
reclassification problem. The classification into urban or rural areas is based on 
population density and the presence and quantity of public infrastructure facilities and 
establishments. As the population grows and economic activity expands, an initially rural 
area will be classifi ed as urban, sooner or later. While this may not be problematic for 
purposes of measuring, say, urbanization trends, it tends to create a systematic upward 
(downward) bias to urban (rural) performance indicators. Substantial reclassifi cation of 
villages occurred between the 1980 and 1990 population censuses, though not between 
the 1990 and 1995 censuses. Thus, when disaggregating by urban area, the only strictly 
comparable years are 1985 with 1988, 1991 with 1994, and 1997 with 2000, since, for each 
pair, the classifi cation (that is the sampling frame used) is based on the same census.

 4. Cororaton (2004) fi nds that the net effect of the rice import quota operated by the NFA 
is poverty-reducing; in other words the poor are net rice producers and gain more from 
higher producer prices than they lose from higher consumer prices due to the operations 
of the quota.

 5. The latter set was constituted by fi rst ranking the provinces according to the poverty 
incidence in 1997. The lowest poverty incidence observed for the original priority provinces 
became the cutoff. This set was later subdivided into ‘treatment’ and ‘control’. Since 
there were more provinces in the ‘control’ group, the ‘excess’ provinces were randomly 
sampled out. 

 6. The other infrastructure variable, electricity, was found to be insignifi cant for the bottom 
two quintiles and for all quintiles when interacted with schooling. It is possible that this 
variable is a poor proxy for access to technology.

 7. Another assessment of the social and economic benefi ts of  rural electrifi cation in the 
Philippines found substantial gains from increased and cheaper electricity (Barnes and 
DomDom, 2002). 

 8. Inclusive of electric posts, wires and cables and distribution transformers. Cost estimate 
is courtesy of GENMAR Power and Energy Systems, Inc.

 9. REECS and Meganomics (2003) provide estimates of benefi ts from rural roads fi nanced 
as part of the First Agrarian Reform Communities Development Project.
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10. When the CARP started the target scope was 11 million hectares. Reyes (2002) uses panel 
data from 1500 farm households to estimate benefi ts from land reform.

11. David (2003) describes the poor state of irrigation in the Philippines. Edillon and Velarde 
(2004) present an analysis of the Agrarian Reform Communities Strategy that highlights 
potential gains from irrigation.

12. He recommends that new systems should consist of 28 per cent shallow tube wells, 10 
per cent small water impounding projects, 36 per cent national irrigation systems and 26 
per cent communal irrigation systems.

13. Edillon and Velarde (2004) demonstrate high returns to education for the poor in the 
Philippines. 

14. Costs are based on Tan et al. (2000), whose estimated out-of-pocket expenses were infl ated 
to refl ect 1997 prices.

15. The preferable approach is to report the benefi ts and costs to the poor, specifi cally, 
alongside the overall benefi t–cost ratios. However, the interventions considered are highly 
non-excludable, making it diffi cult to extract the cost of providing the good or service to 
the poor and to the non-poor.
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7.  Micro-finance and poverty 
reduction in Asia

  John Weiss, Heather Montgomery 
and Elvira Kurmanalieva

INTRODUCTION

The micro-fi nance revolution has changed attitudes towards helping the 

poor in many countries and in some has provided substantial fl ows of credit, 

often to very low-income groups or households, who would normally be 

excluded by conventional fi nancial institutions. Bangladesh is the starkest 

example of a very poor country, where currently roughly one quarter of 

rural households are direct benefi ciaries of  these programs (Khandker, 

2003). Much has been written on the range of institutional arrangements 

pursued in different organizations and countries and in turn a vast number 

of studies have attempted to assess the outreach and poverty impact of such 

schemes. However, amongst the academic development community there 

is a recognition that perhaps we know much less about the impact of these 

programs than might be expected given the enthusiasm for these activities 

in donor and policy-making circles. To quote a recent authoritative volume 

on micro-fi nance:

MFI fi eld operations have far surpassed the research capacity to analyze them, 
so excitement about the use of micro-fi nance for poverty alleviation is not backed 
up with sound facts derived from rigorous research. Given the current state of 
knowledge, it is diffi cult to allocate confi dently public resources to micro-fi nance 
development. (Zeller and Meyer, 2002)

This is a very strong statement of doubt and in part refl ects lack of accurate 

data, but also in part methodological diffi culties associated with assessing 

exactly what proportion of income and other effects on the benefi ciaries 

of micro-credit can actually be attributed to the programs themselves. In 

recognition of this uncertainty this chapter aims to bring together some 

of the recent evidence that has been accumulating on the impact of micro-

247
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fi nance activities on poverty reduction. In particular we ask what the 

evidence is on three specifi c issues:

• the extent to which micro-fi nance initiatives have made a lasting 

difference in pulling households out of  poverty on a permanent 

basis;

• the extent to which micro-fi nance programs reach only the better-off  

amongst the poor, leaving the ‘core poor’ unaffected;

• how far micro-fi nance is a cost-effective means of transferring income 

to the poor.

These are very basic questions and the fact that they can still be posed 

refl ects the extent of uncertainty in the literature.

The chapter is organized in four sections. The fi rst provides a brief  

overview of some of the features of micro-fi nance activities in Asia, which 

is our region of focus. The second discusses a few concepts from the poverty 

literature and links these with micro-fi nance programs. The third surveys 

the evidence from recent research studies on the fi rst two of  the three 

questions posed above. The fourth section addresses the third question. 

Since a number of other surveys are also available we give most attention 

to evidence produced in the last three or four years.1 Finally we draw some 

brief  conclusions.

SOME FEATURES OF MICRO-FINANCE IN ASIA 

‘Asia is the most developed continent in the world in terms of  volume 

of MFI (micro fi nance institution) activities’. This conclusion, drawn by 

Lapenu and Zeller (2001: 27), is based on analysis of over 1500 institutions 

from 85 developing countries. Comparing MFIs in Asia with those in Africa 

and Latin America, the study found that in the 1990s Asia accounted for 

the majority of MFIs, whilst Asian MFIs had the highest volume of savings 

and credit, and served more members than any other continent. 

This generalization of course covers up some wide disparities within the 

region. East Asia is particularly well served by MFIs. The sheer number 

of members served and the largest distribution of loans and mobilization 

of savings in terms of GNP is found in Bangladesh, Indonesia, Thailand 

and Vietnam. In contrast, the two most populated countries in Asia, India 

and the PRC, have very low outreach, despite a high concentration of the 

region’s poor. Countries such as Afghanistan, Myanmar and Pakistan also 

have low outreach due to a variety of factors. 
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Despite these disparities within the region, overall it is said that MFIs 

have fl ourished in Asia and that compared to other regions they exhibit 

good outreach and high repayment rates.2 Table 7.1 presents data from the 

Microbanking Bulletin, which reports only data on the limited number of 

MFIs who choose to supply the Bulletin. Those reporting to the Bulletin are 

thought to be amongst the best and are therefore unlikely to be representative 

(Meyer, 2002: 14). Nonetheless amongst these, by various measures, Asian 

MFIs demonstrate relatively good outreach. Asian MFIs account for the 

largest number of  borrowers (70 per cent of  whom are women) and are 

second to African MFIs in terms of number of voluntary savers. In terms 

of impact, size of loans and deposits are often taken as a simple indicator 

of impact on the poor. By this criterion Asian MFIs have among the lowest 

Loan and Savings Balance per Borrower, even after adjusting for GNP per 

capita, suggesting that they are effectively reaching the poor. 

Table 7.1 Outreach indicators by region

  Average  Average

  loan balance  saving

  per borrower  balance per

  (US$)  saver (US$)

Africa  228  105

Asia  195  39

Eastern Europe/  590  n.a.

Central Asia

Latin America  581  741

Middle East/ 

North Africa  286  n.a.

Source: Microbanking Bulletin, Issue no. 9, July 2003.

The institutions that provide micro-fi nance and the method used to 

deliver micro-fi nance products take a variety of forms and we see almost 

all of these varieties within Asia, whether cooperatives, village banks, and 

lending to solidarity groups or individuals. 

As there can be a variety of lending approaches, a range of institutional 

models are also found for MFIs. These include unregulated NGOs, credit 

unions or cooperatives (which are often regulated), registered banking 

institutions (either banks or non-bank fi nancial institutions) and government 

organizations. In some cases the institutional forms blur into one another, 
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with government banks operating micro-fi nance services in collaboration 

with NGOs or credit cooperatives. 

In recent years there has been a signifi cant shift in both thinking and 

practice in the micro-fi nance sector with MFIs coming to be seen as providing 

a range of fi nancial services to the poor, including savings facilities, not just 

micro-credit. The intellectual argument for this comes from the insight that 

the poor have a strong need to manage their very limited resources and that 

various forms of savings play an important role in household budgeting by 

the poor (Rutherford, 2000). The practical demonstration of this is the shift 

from the original Grameen model of micro-credit for productive purposes 

to Grameen Mark II with its emphasis on a range of  fl exible fi nancial 

products, including loans of varying repayment periods for consumption as 

well as investment and a range of short- and longer-term savings accounts 

(Rutherford, 2003). 

In parallel with this reappraisal of micro-fi nance within the NGO sector 

has gone a move towards the transformation of  NGOs into regulated 

fi nancial institutions with a view to allowing them to tap non-donor sources 

of funding and to allow them to offer a wider range of fi nancial services. This 

trend, which has seen 39 important NGOs (15 in Asia) transformed over the 

period 1992–2003, places micro-fi nance squarely within the conventional 

fi nancial sector and raises important issues of governance and regulation in 

connection with the new instititions (Fernando, 2003). Given that the failure 

of commercial fi nancial institutions to reach the poor provided the initial 

impetus for MFIs, this new trend is paradoxical and raises questions as to 

whether the initial poverty reduction objectives of the transformed NGOs 

will be subjugated to commerical criteria (so-called ‘mission drift’), although 

Fernando (2003) argues that as yet there is little evidence of this.

POVERTY AND MICRO-FINANCE

Here we define poverty as an income (or more broadly welfare) level 

below a socially acceptable minimum, and micro-finance as one of  a 

range of  innovative fi nancial arrangements designed to attract the poor 

as either borrowers or savers. In terms of understanding poverty a simple 

distinction can be drawn within the group ‘the poor’ between the long-

term or ‘chronic poor’ and those who temporarily fall into poverty as a 

result of  adverse shocks, the ‘transitory poor’. Within the chronic poor 

one can further distinguish between those who are either so physically or 

socially disadvantaged that without welfare support they will always remain 

in poverty (the ‘destitute’) and the larger group who are poor because of 

their lack of assets and opportunities. Furthermore within the non-destitute 
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category one may distinguish by the depth of  poverty (that is how far 

households are below the poverty line), with those signifi cantly below it 

representing the ‘core poor’, sometimes categorized by the irregularity of 

their income. 

In principle, micro-fi nance can relate to the chronic (non-destitute) poor 

and to the transitory poor in different ways. The condition of poverty has 

been interpreted conventionally as one of lack of access by poor households 

to the assets necessary for a higher standard of income or welfare, whether 

assets are thought of  as human (access to education), natural (access to 

land), physical (access to infrastructure), social (access to networks of 

obligations) or fi nancial (access to credit) (World Bank, 2000: 34). Lack 

of  access to credit is readily understandable in terms of  the absence of 

collateral that the poor can offer conventional fi nancial institutions, in 

addition to the various complexities and high costs involved in dealing with 

large numbers of small, often illiterate, borrowers. The poor have thus to 

rely on loans from either money-lenders at high interest rates or friends and 

family, whose supply of funds will be limited. Micro-fi nance institutions 

attempt to overcome these barriers through innovative measures such as 

group lending and regular savings schemes, as well as the establishment of 

close links between poor clients and staff  of  the institutions concerned. 

As noted above, the range of possible relationships and the mechanisms 

employed is very wide. 

The case for micro-fi nance as a mechanism for poverty reduction is 

simple. If access to credit can be improved, it is argued, the poor can fi nance 

productive activities that will allow income growth, provided there are no 

other binding constraints. This is a route out of poverty for the non-destitute 

chronic poor. For the transitory poor, who are vulnerable to fl uctuations 

in income that bring them close to or below the poverty line, micro-fi nance 

provides the possibility of credit at times of need and in some schemes the 

opportunity of  regular savings by a household itself  that can be drawn 

on. The avoidance of sharp declines in family expenditures by drawing on 

such credit or savings allows ‘consumption smoothing’. In practice this 

distinction between the needs of the chronic and transitory poor for credit 

for ‘promotional’ (that is income creating) and ‘protectional’ (consumption 

smoothing) purposes, respectively, is over-simplifi ed since the chronic poor 

will also have short-term needs that have to be met, whether it is due to 

income shortfalls or unexpected expenditures like medical bills or social 

events like weddings or funerals. In fact, it is one of the most interesting 

generalizations to emerge from the micro-fi nance and poverty literature 

that the poorest of the chronic poor (the core poor) will borrow essentially 

for protectional purposes, given both the low and irregular nature of their 

income. This group it is suggested will be too risk averse to borrow for 
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promotional measures (that is for investment in the future) and will therefore 

be only a very limited benefi ciary of micro-fi nance schemes (Hulme and 

Mosley, 1996: 132).3 

The view that it is the less badly-off  poor who benefi t principally from 

micro-fi nance has become highly infl uential and, for example, was repeated 

in the World Development Report on poverty (World Bank, 2000: 75). 

Apart from the risk-aversion argument noted above, a number of  other 

explanations for this outcome have been put forward. A related issue refers 

to the interest rates charged to poor borrowers. Most micro-fi nance schemes 

charge close to market-clearing interest rates (although these will often 

not be enough to ensure full cost-recovery given the high cost per loan of 

small-scale lending). It may be that, even setting aside the risk-aversion 

argument, such high rates are unaffordable to the core poor given their 

lack of  complementary inputs; in other words, despite having a smaller 

amount of capital, marginal returns to the core poor may be lower than 

for the better-off  poor. If  the core poor cannot afford high interest rates 

they will either not take up the service or take it up and get into fi nancial 

diffi culties. Also where group lending is used, the very poor may be excluded 

by other members of the group, because they are seen as a bad credit risk, 

jeopardizing the position of  the group as a whole. Alternatively, where 

professional staff  operate as loan offi cers, they may exclude the very poor 

from borrowing, again on grounds of repayment risk. In combination these 

factors, it is felt by many, explain the weakness of micro-fi nance in reaching 

the core poor.4

Even where micro-fi nance does reach the core poor, when (as in many 

instances) donor or government funds are required to subsidize the micro-

fi nance institutions involved, it is not inevitably the case that this is an 

effi cient strategy. As funds are fungible within households the use of the 

loan is not the issue and what matters is the cost of transferring the funds 

through a micro-credit institution per dollar received by the target group, as 

compared with the benefi t–cost ratio for alternative schemes for reaching the 

core poor, such as food subsidies, workfare, integrated regional development 

initiatives and so forth. Such comparisons must take account of not just the 

administrative costs involved, but also the leakage rate (that is the benefi ts 

to the non-poor). 

Given the new trends in the sector and their possible effect in diluting the 

original poverty focus of MFIs the question of their impact on the poor 

(and particularly the core poor) is clearly of great policy interest. It might 

be thought that if  such instititions are designed to serve only poor clients 

and if  repayment rates are high, no further detailed analysis is needed. Such 

a view is misleading for a number of reasons. First, there is no guarantee 

that only the poor will be served unless strong eligibility criteria (like land 
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ownership) are enforced. Often the aim is to dissuade the non-poor by the 

inconvenience of frequent meetings or the stigma of being a member of a 

credit group of the poor. Such disincentives may not work, and eligibility 

criteria where they exist may not be enforced. Second, high repayment rates 

may be due to social pressure within a group or family and may not refl ect 

the capacity to repay (if  for example loans from moneylenders have to be 

taken out to repay the micro-credit). Third, even if  the poor are genuinely 

served by MFIs as long as public funds are required to fi nance the MFI 

there is the issue of  how cost-effective this means of  reaching the poor 

is, compared with alternatives. Hence for these sorts of reasons there is a 

strong case for attempting to assess the impact of such loans on the welfare 

of the target group. 

Nonetheless assessing the true relationship between micro-fi nance services 

and poverty reduction is not straightforward. It is not simply a case of 

looking at a group of borrowers, observing their income change after they 

took out micro-credits and establishing who has risen above the poverty line. 

Accurate assessment requires a rigorous test of the counterfactual – that 

is how income (or whatever measure is used) with micro-credit compares 

with what it would be without it, with the only difference in both cases 

being the availability of credit. This requires empirically a control group 

identical in characteristics to the recipients of  credit and engaged in the 

same productive activities, who have not received credit, and whose income 

(or other measure) can be traced through time to compare with that of the 

credit recipients.5 Furthermore, to allow for changes over time, in principle 

assessments should allow for the possibility of reversals, with households 

slipping back below the poverty line if  the productive activities fi nanced by 

the credits are unsustainable. Studies based on a rigorous counterfactual 

find much smaller gains from micro-finance than simple unadjusted 

before-and-after type comparisons, which erroneously attribute all gains 

to micro-credit. 

Here we examine some of  the recent rigorous studies on the impact 

of  MFIs based on various survey data. We do not report the results of 

work based on more qualitative or participatory approaches.6 Table 7.2 

summarizes the results of the studies surveyed here.

POVERTY IMPACT 

One of  the early and most widely cited of  the poverty impact studies 

is Hulme and Mosley (1996). This employed a control group approach 

looking at the changes in income for households in villages with micro-

fi nance programs and changes for similar households in non-program areas. 
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Programs in a number of countries are considered, including the Grameen 

Bank in Bangladesh and the Bank Rakyat Indonesia (BRI). In general a 

positive impact is found on borrower incomes of the poor (1988–92) with 

on average an increase over the control groups ranging from 10–12 per 

cent in Indonesia, to around 30 per cent in Bangladesh and India (Hulme 

and Mosley, 1996, Table 8.1). Gains are larger for non-poor borrowers, 

however, and within the group the poor gains are negatively correlated 

with income. Despite the breadth of the study and its use of control group 

techniques, it has been criticized for possible ‘placement’ bias, whereby 

micro-fi nance programs may be drawn to better placed villages, so that 

part of the advantage relative to the control group may be due to this more 

favorable location. Further, the quality and accuracy of some of the data, 

particularly in relation to the representative nature of the control groups, 

has been questioned (Morduch, 1999: 1600).

Another major early initiative that has provided some of  the fi rmest 

empirical work involved the surveys conducted in the 1990s by the 

Bangladesh Institute of  Development Studies (BIDS) and the World 

Bank; these provided the data for several major analyses, such as Pitt and 

Khandker (1998). Khandker (1998) summarizes a number of  different 

studies conducted in Bangladesh using the 1991/92 survey and focuses on 

three major micro-fi nance programs, including the Grameen Bank and the 

Bangladesh Rural Advancement Committee (BRAC). Methodologically 

impact is assessed using a double-difference approach between eligible and 

ineligible households (with holdings of  land of  more than half  an acre 

making households ineligible) and between program and non-program 

villages. After controlling for other factors, such as various household 

characteristics, any remaining difference was attributed to the micro-fi nance 

programs. The study draws a number of conclusions, but the main one is 

that the programs had a positive effect on household consumption, which 

was signifi cantly greater for female borrowers. On average a loan of 100 taka 

to a female borrower, after it is repaid, allows a net consumption increase 

of  18 taka. In terms of  poverty impact it is estimated that 5 per cent of 

participant households are pulled above the poverty line annually. 

Khandker (2003) follows up this earlier work by employing panel data. 

He uses the BIDS–World Bank survey conducted in 1998–99 that traced the 

same households from the 1991–92 survey.7 He fi nds apparently strong and 

positive results. Whilst borrowing by males appears to have no signifi cant 

impact on consumption, that by females, who are the dominant client group, 

does have a positive impact. From this analysis a 100 taka loan to a female 

client leads to a 10.5 taka increase in consumption (compared with 18 taka 

in the earlier analysis). Allowing for the impact of  higher consumption 

on poverty gives estimates of  poverty impact. It is estimated that due to 
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participation in micro-fi nance programs, moderate poverty among program 

participants decreased 8.5 percentage points over the period of seven years, 

and extreme poverty dropped about 18 points over the same period.8 He 

also fi nds evidence of positive spillovers on non-program participants in 

the program villages with the impact greater for those in extreme poverty. 

Poverty for non-participants is found to decline by 1 percentage point due 

to the programs whilst extreme poverty declines by nearly 5 percentage 

points. This impact is due solely to female borrowing.

The same data set has also been used to identify health impacts as opposed 

to income changes. Pitt et al. (2003) fi nd that credit going to females has a 

large and signifi cant impact in two out of three health measures for children. 

Male borrowing has no such effect. For example, a 10 per cent increase 

in credit to females increases the arm circumference of daughters by 6.3 

per cent. A 10 per cent increase in female credit on average increases the 

height of girls by 0.36 cm annually and of boys by 0.50 cm. The relations 

are stronger for daughters than sons. Hence in Bangladesh micro-credit 

and improved family health appear to be related.

These results from Bangladesh are strong and positive and probably 

are the clearest evidence there is that micro-fi nance is working in the way 

intended to bring sustained relief from poverty. However, a couple of caveats 

are in order. First, the accuracy of the original results as presented in Pitt 

and Khandker (1998) has been disputed on the grounds that the eligibility 

criteria of  low land holdings was not strictly enforced in practice. In a 

reworking of the results focusing on what are claimed to be more directly 

comparable households no impact on consumption from participation in a 

program is found (Morduch, 1999: 1605).9 Second, in the BIDS–World Bank 

survey data the ‘ultra poor’ (defi ned as those with less than 0.2 acres of land) 

form nearly 60 per cent of participants and the likelihood of participation is 

strongly and negatively associated with level of land holding. Nonetheless, 

how much is borrowed depends principally on the entrepreneurship of 

households, so that the charge that the risk-averse very poor will benefi t 

proportionately less has not been totally dispelled. Furthermore, the panel 

data reveal a relatively high drop-out rate of around 30 per cent, indicating 

that there were problems for many households.

There are examples of many other studies that are either inconclusive or 

provide less convincing results. Coleman (1999) and MkNelly et al. (1996) 

both focus on experiences with village banking in Thailand. Coleman (1999) 

utilizes data on villages that had participated in village bank micro-fi nance 

schemes and those control villages that were designated as participants, 

but had not yet participated. This allows a double difference approach 

that compares the difference between income for participants and non-

participants in program villages with the same difference in the control 
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villages, where the programs were introduced later. From the results here the 

poverty impact of the schemes appears highly dubious. Months of village 

bank membership have no impact on any asset or income variables and there 

is no evidence that village bank loans were directed to productive purposes. 

The small size of loans implies that they were largely used for consumption, 

but one of the reasons there is a weak poverty impact is that there was a 

tendency for wealthier households to choose to join village banks.

Coleman (2004) uses the same survey data but reconsiders the estimation 

strategy to control for this participation by richer households, who tend 

to dominate village bank committees. The results of  Coleman (2004) 

indicate that there is substantial difference between ordinary members 

and committee members of village banks. The impact of micro-credits on 

ordinary members’ well-being is either insignifi cantly different from zero 

or negative. On the other hand, the impact of micro-fi nance programs on 

committee members’ income and wealth is positive, implying a form of 

program capture by the better-off in the village, even though this group may 

not be well-off  by national standards. A similar result in terms of rationing 

micro-credit in favor of better-off groups or village bank members is found 

in Duong and Izumida (2002) in a study of six villages in Vietnam. There 

household economic position and prestige in a village, plus the amount of 

credit applied for, are the main determinants of how credit is allocated.

MkNelly et al. (1996) evaluated the Freedom from Hunger credit with 

education program in Thailand operated through village banks. The results 

show positive benefi ts; however although non-participants in non-program 

villages are used as controls, there are problems in accepting the results. 

No statistical tests are reported, so one cannot judge whether differences 

between participants and non-participants are signifi cant. There is also a 

potential measurement bias since the staff responsible for the program also 

did the interviewing.

Chen and Snodgrass (2001) examine the operations of the Self Employed 

Women’s Association (SEWA) bank in India providing low-income female 

clients in the informal sector with both saving and loan services. The study 

tests for the impact of these services by comparing the bank’s clients against 

a randomly selected control group in a similar geographic area. The two 

surveys were conducted two years apart. Average incomes rose over time for 

all groups – borrowers, savers and the control, although the increase was less 

for the latter. In terms of poverty incidence there was little overall change, 

although there was substantial ‘churning’, in that amongst the clients of 

SEWA there was quite a lot of  movement above and below the poverty 

line. In interpreting these results, Meyer (2002) argues that the evidence on 

the counterfactual – that is what would have happened to the clients in the 
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absence of the services of SEWA – is not suffi ciently strongly established 

to draw any fi rm conclusions on poverty impact.

The smoothing of  consumption over time to protect the poor against 

adverse shocks is one of  the principal objectives of  micro-credit. Using 

data again for Bangladesh, Amin et al. (2003) compute several measures 

of vulnerability.10 They fi nd that the micro-credit participants in the two 

villages covered are more likely to be below the poverty line than if  they 

had been selected at random, so that the programs have reached the poor. 

However, the vulnerable are more likely to join a micro-credit program in 

only one of the two villages. Further, for the vulnerable below the poverty 

line in one village there is no evidence that they are more likely to be 

members of a program, and in the other village there is evidence that they 

have either chosen not to join or are actively excluded, presumably on the 

grounds that they are a poor credit risk. Hence the very poor and vulnerable 

do not appear to be reached. 

More positive conclusions in terms of  the ability of  micro-fi nance to 

reduce vulnerability are found for Indonesia by Gertler et al. (2003) who 

fi nd that access to micro-fi nance helps households smooth consumption in 

the face of declines in health of adult family members. Having established 

an empirical relationship between health condition and consumption, the 

authors test for a relation between access to a fi nancial institution and 

consumption shortfalls associated with ill health. Using geographic distance 

as a measure of access they fi nd that for households in an area with a BRI 

branch, health shocks have no effect on consumption.11 The study does not 

differentiate within the group of the poor.

FORMS OF MICRO-CREDIT INTERVENTIONS AND 
COST-EFFECTIVENESS

It is clear that experimentation and local variation are likely to be important 

aspects of successful MFIs. A few studies have looked in detail at the impact 

and cost effectiveness of different forms of intervention. For example, Park 

and Ren (2001) look at the Chinese experience, drawing on household survey 

data for 1997. They are able to compare three types of program based on 

ownership characteristics – NGO-based, mixed programs and government 

ownership. Whether in terms of conventional fi nancial criteria like repayment 

rates, or measures of initial impact like targeting effectiveness, the NGO 

programs appear to function best, with the government-run programs the 

least successful.

Detailed mechanisms for micro-lending are examined for Thailand by 

Kaboski and Townsend (2002) who look at different institutional variants 
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such as production credit groups, women’s groups, rice banks and buffalo 

banks, as well as a variety of services including training and various savings 

facilities. Of the forms of institution, allowing for a range of other factors, 

women’s groups appear to have the largest positive impact on their members. 

Of the services offered, training in conjunction with credit appears to work 

well and the availability of savings facilities appears to be associated with 

asset growth amongst households. Of the savings services regular ‘pledged 

savings’ have the largest positive impact on numbers. This is likely to be due 

to the use of savings as collateral for further loans either from the institution 

itself  or from other sources. However, since the poorest may not be in a 

position to offer regular savings this also provides an explanation for why 

they may benefi t relatively less from MFIs.12 

Most studies of  the impact of  different forms of  micro-finance do 

not conduct a full cost-effectiveness analysis in order to judge both the 

effectiveness of different alternatives and how micro-fi nance interventions 

compare in effi ciency terms with other ways of reaching the poor. However, 

there is often a general expectation that MFIs are an effective and effi cient 

means of  reaching the poor. For example, Wright (2000) argues that 

‘microfi nance has a particular advantage over almost (and probably) all 

other interventions’ in providing cost-effective and sustainable services to 

the poor. 

The early work by Khandker (1998) attempts to assess the cost-effectiveness 

of micro-credit in Bangladesh (that is costs per taka of consumption for 

the poor) as compared with more formal fi nancial institutions and other 

poverty-targeted interventions. His data are summarized in Table 7.3. They 

appear to be based on the assumption of a zero leakage rate to the non-poor. 

The interesting result that emerges is that the Grameen Bank is considerably 

more effective than BRAC and that, as expected, loans to female borrowers 

are considerably more cost-effective than loans to males. Further, subsidies 

to Grameen (but not to BRAC) appear to be a more cost-effective means 

of  reaching the poor than various food-for-work programs. However a 

food-for-education scheme appeared very cost-effective relative to the food-

for-work programs and to BRAC.13 Formal fi nancial institutions are less 

cost-effective than Grameen for both female and male borrowers and less 

cost-effective than BRAC in some, but not all, cases examined (Khandker, 

1998: 134–9). The high fi gure for BRAC is in part due to the range of 

services, such as training, offered in addition to micro-credit (see note 4), 

but nonetheless if  such services are essential to the success of micro-credit, 

the inclusion of their cost in a cost–benefi t assessment of micro-credit is 

legitimate.

It is interesting to note that Khandker does not conclude from this 

that all subsidies to other poverty interventions should be withdrawn and 
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reallocated to micro-fi nance. Rather he points out that because participants 

in micro-credit borrowing self-select (that is they judge that micro-credit 

suits their particular needs, often for self-employed work) others amongst 

the poor may not be able to benefi t. For this latter group other forms of 

targeting will still be required. 

Table 7.3 Cost effectiveness ratios:a Bangladesh early 1990s

Intervention Female Male All borrowers

Grameen Bank 0.91 1.48

BRAC 3.53 2.59

Agricultural Development Bank (BKB)b   4.88

Agricultural Development Bank (RAKUB)c   3.26

Vulnerable Group Development   1.54

Food-for-work (CARE)d   2.62

Food-for-work (World Food program)   1.71

Food-for-educatione   0.94 (1.79)

Notes: 
a Ratio of costs to income gains to the poor.
b Bangladesh Krishi Bank.
c Rajshahi Krishi Unnayan Bank.
d Run by CARE on behalf  of USAID.
e Source for this data is Wodon (1998); fi gure in brackets is the cost-effectiveness ratio for 

the very poor.

Source: Khandker (1998), Tables 7.2 and 7.3 and Wodon (1998).

The above data provide ambiguous support for the idea that micro-fi nance 

is a cost-effective means of generating income for the poor. The fi gures for 

Grameen support this view, whilst those for BRAC do not. More recently a 

couple of other estimates are available. Burgess and Pande (2003) examine 

whether the pattern of  commercial bank expansion in India, into rural 

areas previously not served by banks, has impacted on rural poverty, and 

their work allows a simple comparison with micro-fi nance. Their estimates 

suggest that it costs Rs 2.72 to generate an additional rupee of income for 

the poor via social banking programs. Compared with the data in Table 

7.3 this ratio is higher than the cost-effectiveness ratio for Grameen, but 

lower than that for BRAC.14 

A further look at the effectiveness of Grameen is provided by Schreiner 

(2003), who calculates the subsidy–lending ratio at 0.22 over the period 

1983–97. This is not directly equivalent to the ratios in Table 7.3, but 

assuming the same return to borrowing as in Khandker (1998) these fi gures 

Weiss 02 chap04   263 8/2/05   12:34:01 pm



264 Poverty targeting in Asia

can be converted into a broadly equivalent ratio of  cost to gains to the 

poor of 1.15. This is consistent with the fi gures in Table 7.3 which would 

need to be averaged to give an overall return to male and female borrowing 

combined. The result confi rms Grameen as a relatively cost-effective form 

of poverty intervention, although it says nothing about how the benefi ts 

from its activities are distributed between the poor, the very poor and those 

above the poverty line.

CONCLUSIONS

Despite the extensive spread of micro-fi nance, research studies on the actual 

impact of MFIs are often more ambivalent about their impact than is the aid 

community. In part this refl ects the methodological problems of establishing 

appropriate statistical controls and in part no doubt also the range of 

variation found in practice in the way in which micro-fi nance operates. 

Our view is that, despite the diffi culties, more good poverty impact studies 

that address adequately problems of bias in comparisons of borrowers are 

important to sharpen understanding of its role as an anti-poverty tool, to 

assess its impact in different environments and to shape the debate on ways 

forward for MFIs.

Amongst practitioners there is widespread acceptance of the view that it is 

necessary to both diversify the products of micro-fi nance and adapt them to 

local circumstances. Any simple replication of formulae successful elsewhere 

is rightly treated with suspicion. The evidence surveyed here suggests that 

the conclusion from the early literature, that whilst micro-fi nance clearly 

may have had positive impacts on poverty it is unlikely to be a simple 

panacea for reaching the core poor, remains broadly valid. Reaching the 

core poor is diffi cult and some of the reasons that made them diffi cult to 

reach with conventional fi nancial instruments mean that they may also be 

high risk and therefore unattractive micro-fi nance clients.

There has been an extensive debate that we do not touch on here, on 

the fi nancial sustainability of MFIs. We would simply make the point that 

just because an institution needs a subsidy to cover its costs, this in itself  

is no reason for not supporting the institution. The issue would be what 

benefi ts in terms of  income gains for the poor can be achieved with the 

subsidy and how the ratio of  subsidy to benefi ts compares with that for 

other interventions. Detailed cost-effectiveness studies are rare, and those 

that are available show both high and low scores for MFIs in the same 

country. Hence there is a need to continually improve design and outreach 

and to see MFIs as part of the package for targeting the poor, rather than 

the whole solution. 
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Our view is that despite the diffi culties, poverty impact studies of MFIs 

can provide important information and that continued efforts should be 

made to sharpen understanding of the impacts of different forms of MFI 

activity on the poor, including their cost effectiveness.

NOTES

 1. An earlier helpful survey is Meyer (2002). This draws out some of the methodological 

problems in assessing impact, and surveys a number of important studies available at 

the time of writing (around 2001). Morduch (1999) is an extremely authoritative earlier 

survey focusing on both conceptual and empirical questions.

 2. Lapenu and Zeller (2001: 28) Table 16.

 3. Morduch (2003) points out that, although this argument may be true, the data in Hulme 

and Mosley’s book cannot be used to infer this since the arithmetic basis for their 

comparison of income changes for different categories of borrowers biases their results 

in favor of their conclusion. 

 4. An important attempt to address this problem has been the Income Generation for 

Vulnerable Group Development (IGVGD) program run by BRAC in Bangladesh, which 

combines measures of  livelihood protection (food aid) with measures of  livelihood 

promotion (skills training and micro-credit). Hence micro-credit is provided as part of 

a package approach. Matin and Hulme (2003) survey the evidence on how far the benefi ts 

of this program actually reach the core poor and conclude that although the program 

was more successful than more conventional micro-credit schemes, none the less many 

target households were still missed. 

 5. Coleman (2001) has a useful non-technical explanation of the diffi culties of  applying 

this approach and eliminating ‘selection’ and ‘placement’ bias in micro-credit studies.

 6. See Hulme (1999) for a discussion of different approaches to impact. He points out that 

despite their cost in funds and time, such rigorous studies involving detailed sample 

surveys are the most common approach where the aim is to establish impact for policy 

or investment purposes. 

 7. Technically the study is rigorous in employing a two-stage instrumental variable approach 

along with a household fi xed-effects method to control for possible endogeneity bias, 

particularly the fixed unobserved characteristics of  households (that is the more 

entrepreneurial amongst the poor are those who borrow, and these may do better 

anyway). 

 8. Poverty is based on a calorie intake of 2112 and extreme poverty on one of 1739.

 9. This debate, which in part centers around details of  econometric estimation, has not 

been resolved. An unpublished paper by Pitt reworks the original analysis to address 

the concerns of Morduch and is said to confi rm the original results (Khandker, 2003, 

footnote 1).

10. Unlike the Khandker studies this data picks up households before they joined a micro-

credit scheme. Their vulnerability measure is broader than simply fluctuations in 

consumption.

11. Patten et al. (2001) fi nd evidence that the micro-fi nance side of the Indonesian banking 

system performed much more robustly during the macro crises of  the late 1990s than 

did the commercial banking sector.

12. Fujita (2000) makes this point in the context of Bangladesh.

13. The study on this scheme by Wodon (1998) appears considerably more sophisticated than 

the other studies and compares costs with the future stream of estimated benefi ts to the 

poor in terms of gains from education. The ratio for this activity may not be directly 

comparable with the other fi gures in the table.
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14. It should be noted that the benefi ts from Grameen lending found in Khandker (2003), 
which are almost half  of those found in his earlier study, imply considerably higher cost-
effectiveness ratios than those reported in Table 7.3, unless there has been a corresponding 
rise in the effi ciency of operations.
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