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l Chris Elbers, Peter Lanjouw, and Philippe George Leite

A rare opportunity to rigorously 
check poverty map estimates 
suggests that a World Bank 
method performs well

For the past decade researchers 
at the World Bank and partner 
institutions have been studying 

approaches for developing detailed 
“poverty maps”—maps providing 
estimates of poverty and inequality 
at the local level, such as the sub-
district or even community. Such 
information is rarely available be-
cause household surveys typically 
have samples too small to permit 
sufficiently fine disaggregation. Yet 
efforts to use detailed spatial target-
ing for public interventions, or to 
monitor the gains from decentraliza-
tion and community-centered de-
velopment, create a pressing need 
for information on distributional 
outcomes at the local level.

One approach to poverty map-
ping, the “World Bank method,” 
combines household survey data 
with unit record data from the popu-
lation census to expand the avail-
ability of pertinent information. This 
approach is aimed at providing not 
only estimates of poverty or inequal-
ity at the local level but also a sense 
of the precision of the estimates.

Opportunities to formally check 
the reliability of the local-level pov-
erty estimates and their associated 
confidence intervals are rare. But 
validation exercises are needed if 
these small-area estimation meth-
ods are to enter into regular use 
and inform policy making. Indeed, 
a recent evaluation of World Bank 
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research expressed a concern that 
the World Bank method may yield 
overly optimistic assessments of the 
precision of its small-area estimates. 
And Alessandro Tarozzi and Angus 
Deaton, in a 2007 paper on using 
census and survey data to produce 
small-area estimates, argue that the 
World Bank method relies on crucial 
assumptions that, they claim, are 
likely to fail in most real settings.

The population census of Brazil 
offers a setting in which to “test” the 
applicability of the basic method and 
its underlying assumptions. In 2000 
the Brazilian statistical organization, 
IBGE, fielded two questionnaires 
as part of its census. One of these, 
fielded to a 12.5 percent sample of 
households in each enumeration 
area, included a fairly good mea-
sure of total household income. 
The IBGE has not published any 
small-area poverty statistics based 
on this household income indicator 
because, while fairly detailed, the 
data are judged to be insufficiently 
comprehensive. But they do provide 
an opportunity to check the World 
Bank method.

In a recent paper Elbers, Lanjouw, 
and Leite use these data to compare 
the predicted welfare measures ob-
tained using the World Bank method 
with the actual, observed values. For 
computational ease and tractability 
the authors focus on the single state 
of Minas Gerais. This state is often 
referred to as “Brazil within Brazil” 
because it shows the same geo-
graphic patterns as Brazil as a whole: 

(continued on page 8)

Poverty Mapping: Testing the 
Methodology in Minas Gerais
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Migration is growing at an 
accelerating pace, bringing 
important development benefits      
to source countries

Growth in international migra-
tion has accelerated in recent 
years, and more so for female 

than male migrants. As a result, mi-
gration has become an increasingly 
important part of globalization, with 
large benefits for developing source 
countries—including lower poverty in 
migrants’ home country, better educa-
tion and health outcomes, and better 
prospects for return migrants. These 
are some conclusions of two recent 
World Bank publications on interna-
tional migration and development.

In a volume coedited by Özden 
and Schiff an important finding is 
that gains in education outcomes are 
larger for girls in migrant households 
than for boys. Empirical analysis 
based on data from the Pakistan Ru-
ral Household Survey, and correcting 
for the potential endogeneity of the 
migration decision, shows that migra-
tion increases girls’ school enrollment 
by as much as 54 percent (from 0.35 
to 0.54) compared with just 7 percent 
(from 0.73 to 0.78) for boys. Similarly, 
in El Salvador migration and remit-
tances have positive effects (of com-
parable size) for boys and girls until 
the end of primary education but only 
for girls after age 14. Similar differenc-
es are found in health. A more general 
conclusion is that development out-
comes for girls tend to be a luxury—
increasing at higher incomes—while 
those for boys tend to be more fully 
satisfied at lower incomes. 

The volume also shows that mi-
grants do better upon returning home 
than similar individuals who did not 
migrate. Analysis based on labor 
market data for the Arab Republic of 
Egypt, after controlling for potential 
selectivity bias associated with migra-
tion and wage employment partici-
pation decisions, shows that return 

FOCUS 
International Migration and 
Development

migrants earn as much as 40 percent 
more than similar nonmigrants and 
that the gains for uneducated work-
ers (40 percent) are more than twice 
those for highly educated workers (19 
percent). These findings underscore 
the positive effects of temporary mi-
gration on human capital in the home 
country. They suggest that temporary 
migration could provide a win-win-win 
outcome in which host countries ben-
efit from access to needed labor, and 
migrants and home countries benefit 
from greater human capital and labor 
productivity upon migrants’ return.  

A fascinating issue is the impact of 
migration on fertility rates in migrants’ 
home countries associated with the 
transmission, by the migrants, of infor-
mation on customs and behaviors in 
host countries. In Morocco and Turkey 
emigration was mostly to low-fertility 
countries of Western Europe and re-
sulted in a decline in fertility from 1960 
on. In Egypt, by contrast, emigration 
was mostly to the more conservative 
Gulf States and led to a slower process 
of fertility decline.  

A volume coedited by Morrison, 
Schiff, and Sjöblom sheds light on the 
characteristics of the 95 million wom-
en migrants, the determinants of their 
decision to migrate, and the impact 
on households back home. It reports 
that the share of women among inter-
national migrants increased from 46.7 
percent to 49.6 percent between 1960 
and 2005. Compared with men’s share, 
it is now larger in the former Soviet 
Union (58 percent and rising); about 
equal and rising in Europe, Oceania, 
and Latin America and the Caribbean; 
equal and steady in North America; 
and smaller in Africa (47 percent and 
rising) and Asia (43 percent and  
falling). 

The share of women migrating 
for employment rather than family 
reasons has increased, though labor 
market participation and performance 
in host countries vary significantly by 
country of origin. Analysis based on 
the 2000 U.S. census, after correcting 
for sample selection bias and control-

ling for personal characteristics, shows 
that labor force participation rates are 
higher for women migrants in the Unit-
ed States who hail from the Caribbean, 
East Asia, Europe, and Sub-Saharan 
Africa than for those from South Asia, 
the Middle East, and North Africa. 
Among women educated in their home 
country, those from Ireland, Austra-
lia, and the United Kingdom earn the 
most. Among women from developing 
countries, those from South Africa, 
Jamaica, and India have the highest 
salaries—and those from Colombia, 
the Dominican Republic, and Cuba the 
lowest—highlighting the importance 
of language skills for labor market per-
formance. The study also shows that 
U.S.-educated women migrants earn 
more than those educated at home.

These findings have important 
implications for source countries’ 
education policy, because substantial 
resources seem to be spent on educa-
tion of little use in the host country. 
A better sense of what is awaiting mi-
grants in host countries should help 
individuals and governments in source 
countries improve their allocation of 
education resources. 

Another key finding is that greater 
border expenditures in the United 
States significantly deter migration 
from Mexico by women but not by 
men, probably because illegal migra-
tion has greater costs for women, who 
are more vulnerable to abuse. Thus 
a seemingly gender-neutral migra-
tion policy can have a substantially 
different impact on male and female 
migrants. 

Several measures could increase 
the development benefits of women’s 
migration:

•  Developing mechanisms to in-
crease women’s ability to influence the 
allocation of household expenditures. 
This is especially important for migrant 
women sending remittances, since 
they are likely to want to allocate more 
resources for children.

(continued on page 3)
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The expanding frontier of research 
on education in developing 
countries offers many lessons  
for policy

Higher incomes, demand for 
more skilled labor, and more 
activist governments are driv-

ing a global convergence in education 
levels as measured by years of school-
ing. Successive generations of parents 
in developing countries investing in 
their children’s education has nar-
rowed the differences in schooling 
across and within cohorts of children, 
across and within countries, and be-
tween and within genders.  

A review of the research literature 
over the past 20 years by Orazem and 
King suggests that years of schooling 
are increasing and that male-female 
and urban-rural schooling gaps are 
decreasing. For example, since 1960 
the ratio of adult men’s years of 
schooling in developed countries to 
those in developing ones fell from 5.8 
to 2.4. And women’s average schooling 
level in developing countries as a ratio 
to men’s increased from 0.5 to 0.7.

Schooling gaps are best under-
stood by looking at household deci-
sions about how much to invest in 
children’s education and at the way 
families perceive the tradeoffs be-
tween present schooling costs and the 
expected gain in future earning capac-
ity. Why do urban populations fare 
better in the education marketplace? 
Schooling levels in rural areas lag be-
hind those in urban areas because the 
returns to education in nonfarm work 
are generally higher in urban markets. 
In a more prospective light, rural-to-
urban migration could mitigate this 
difference in returns, but that would 
depend on the extent to which rural 
households anticipate, not fear, their 
children’s greater mobility.

Different economic models are 
used to predict where policies or proj-
ects are most likely to succeed or fail 
at increasing supply and demand for 

Schooling in Developing Countries
l Peter F. Orazem and Elizabeth M. King

education. These models shed light 
on why schooling gaps may occur, why 
they may persist or diminish over time, 
how they may respond to policies or to 
economic shocks, and how they can be 
transmitted from parent to child.

The most common rationale for 
government intervention in school-
ing is that the expected public return 
to schooling is above and beyond the 
private return captured by households. 
It is also true that liquidity constraints 
can prevent households from bor-
rowing against future earnings and 
may reduce households’ demand 
for schooling relative to the social 
optimum. While the most common 
government intervention is through 
the direct provision of public schools, 
countries have tried to increase de-
mand for education by giving poor 
households vouchers to pay all or part 
of the tuition at a private school or by 
transferring income directly to schools 
through capitation grants. 

A range of policy options are ex-
plored using stylized models and 
factors that influence the likely suc-
cess of interventions on both the sup-
ply and the demand side—and the 
empirical evidence on the impact of 
those options is reviewed. The same 
policy often can have different effects 
depending on the magnitudes of be-
havioral parameters—and can either 
raise or lower the cost of schooling. 
For example, a voucher program is 
more successful when school supply 
responds more elastically to price. 
School supply is almost surely more 
elastic in urban than in rural areas. But 
it will be particularly elastic in areas 
with excess school capacity, since the 
cost of adding a space for an addition-
al student is low. Schooling demand 
is more income elastic in rural than 
in urban areas—and generally more 
income elastic in developing than in 
developed countries. And where girls 
receive less schooling than boys, the 
elasticities of schooling with respect to 
income and prices are higher for girls 
than for boys.

Research over the past two decades 

has made advances in measuring 
educational outcomes. The greater 
availability of household survey data 
has made it possible to measure and 
distinguish among different aspects of 
enrollment, including attendance, age 
at entry, grades repeated, and grades 
completed. A survey question asking 
about a child’s current grade will over-
estimate years of schooling attained 
if the child drops out in the middle of 
the school year, but will underestimate 
completed years of schooling if the 
child continues on to the next grade. 

But years of schooling completed 
(enrollment) and cognitive achieve-
ment (learning) are quite different 
dimensions of education. The mea-
surement frontier lies in expanding 
the availability of data on learning 
achievement in developing countries, 
because it is the acquisition of knowl-
edge and skills that is at the heart of 
the schooling process and the true 
measure of the success of education 
systems.

Peter F. Orazem and Elizabeth M. King. 2008. 
“Schooling in Developing Countries: The Roles 
of Supply, Demand and Government Policy.” In 
Handbook of Development Economics, vol. 
4, ed. T. P. Schultz and John Strauss. Amsterdam: 
North-Holland.

Andrew R. Morrison, Maurice Schiff, and Mirja 
Sjöblom, eds. 2007. The International Migra-
tion of Women. Washington, DC: World Bank. 
Çaglar Özden and Maurice Schiff, eds. 2007. In-
ternational Migration, Economic Develop-
ment & Policy. Washington, DC: World Bank.
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•  Expanding women’s opportuni-
ties for temporary migration through 
Mode IV (of the General Agreement on 
Trade in Services), guest worker, and 
other mechanisms.

•  Allocating significant resources 
to collecting and analyzing new sex-
disaggregated migration statistics, 
which will inform next-generation mi-
gration policy.

(continued  from page 2)
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l Maggie Xiaoyang Chen, Witold 
Czubala, Aaditya Mattoo, Ben 
Shepherd, and John S. Wilson

Standards, Harmonization, and Trade: 
New Empirical Evidence

Harmonizing product standards can 
help reduce their costs to exporters 
as long as the burden of compliance 
is kept low

Product standards and technical 
regulations often promote im-
portant public policy objectives 

such as consumer protection or pub-
lic health and safety. But they can 
also impose costs on manufacturers 
through the need to adapt products 
and production processes. This is-
sue can be of particular concern in 
the context of North-South trade 
because of financial or capacity con-
straints that might make it difficult 
for developing country exporters to 
comply with the standards prevailing 
in developed countries where they 
would like to sell their 
products.

For policy makers in 
developed and develop-
ing countries alike, it 
is important to be able 
to empirically assess 
the difficulties that for-
eign exporters may face 
as a result of product 
standards. The question of policy 
alternatives is also central: can such 
measures as regional or international 
harmonization help strike a better 
balance between pursuit of regulatory 
objectives and avoidance of undue 
costs? 

Three new research papers shed 
some additional light on these ques-
tions. Chen and Mattoo ask, are re-
gional agreements on technical regu-
lations an unambiguous blessing for 
global trade? They focus in particular 
on harmonization directives issued 
by the European Commission. These 
directives, which cover only selected 
sectors, lay down common, mandatory 
regulations that apply in all member 
states of the European Union. 

Chen and Mattoo find that such 

agreements increase trade between 
participating countries but not neces-
sarily with the rest of the world. In-
deed, harmonization of standards may 
reduce the exports of excluded coun-
tries, especially in markets that have 
increased the stringency of standards. 
Among excluded countries, developing 
countries may be the worst affected, 
since their firms are likely to be less 
well equipped to comply with stricter 
standards. Chen and Mattoo argue 
that it is neither feasible nor desirable 
to restrict the freedom of countries to 
harmonize or mutually recognize their 
standards, but multilateral rules need 
to be reformed to strike a better bal-
ance between the interests of integrat-
ing and excluded countries.

While Chen and Mattoo look at the 
impact of mandatory technical regula-
tions, Czubala, Shepherd, and Wilson 
focus on voluntary standards promul-
gated by the European Committee for 

Standardization. They use 
new data from the World 
Bank’s EU Standards 
Database to examine the 
impact of standards on 
African exports of tex-
tiles and clothing. Their 
analysis shows that non-
harmonized EU standards 
indeed tend to hold back 

African exports. Their findings are con-
sistent with the idea that capacity con-
straints in Africa can make it difficult 
for firms to adapt products to meet 
multiple standards. By contrast, inter-
nationally harmonized EU standards—
those identical to standards developed 
by the International Organization for 
Standardization (ISO)—have a much 
weaker impact on African exports to 
the European Union. 

Both these papers focus primarily 
on the impact of standards on trade 
flows, though they also take into ac-
count potential effects on the prob-
ability that one country will export at 
all to another country. Shepherd looks 
at this question in greater detail, by 
analyzing the effects of standards and 
harmonization on the range of prod-

ucts exported by an economy’s trading 
partners.

Using data from the World Bank’s 
EU Standards Database, Shepherd 
shows that a 10 percent increase in the 
number of EU standards is associated 
with a 6 percent decrease in the range 
of product varieties exported to the 
European Union by its trading part-
ners. By contrast, a similar increase 
in the share of EU standards that are 
internationally harmonized produces 
a small but significant effect (0.2 per-
cent) in the opposite direction. The 
data suggest that the strength of this 
harmonization effect may be up to 50 
percent greater for low-income coun-
tries, which is again consistent with 
the existence of constraints to product 
or process adaptation in developing 
countries.

All three of these papers reinforce 
the importance of better understand-
ing the links between product stan-
dards or technical regulations, trade, 
and development. Although many 
product standards are designed with 
the aim of promoting legitimate policy 
objectives, policy makers also need 
to pay close attention to the balance 
between costs and benefits. Designing 
standards and technical regulations 
that achieve regulatory goals while 
minimizing compliance costs must 
remain a central goal of reforms in this 
area. Efforts to reduce multiplicity in 
standards—such as through regional 
or international harmonization—can 
also help reduce unintended export 
effects on other countries.

Maggie Xiaoyang Chen and Aaditya Mattoo. 
Forthcoming. “Regionalism in Standards: Good 
or Bad for Trade?” Canadian Journal of 
Economics.  
Witold Czubala, Ben Shepherd, and John S. 
Wilson. 2007. “Help or Hindrance? The Impact 
of Harmonized Standards on African Exports.” 
Policy Research Working Paper 4400, World 
Bank, Washington, DC. 
Ben Shepherd. 2007. “Product Standards, 
Harmonization, and Trade: Evidence from the 
Extensive Margin.” Policy Research Working 
Paper 4390, World Bank, Washington, DC.

The goal is to 
design standards 

that minimize 
compliance costs 
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l Harold Alderman

A rigorous evaluation confirms 
the efficacy of a community-based 
approach to promoting children’s 
growth

Numerous forums and case stud-
ies have endorsed community 
growth promotion—a preven-

tive health and nutrition intervention 
that engages families of children un-
der age two and their community in 
maintaining adequate child growth. 
The approach also has broad sup-
port among operational and research 
professionals working in nutrition. 
Yet published reviews of trials have 
uncovered little supportive evidence 
on its efficacy. That reflects in part the 
small number of studies of communi-
ty growth promotion in peer-reviewed 
publications, especially those using 
longitudinal analysis of large-scale 
programs with adequate controls to 
construct a counterfactual. 

To address this gap, a study by 
Alderman conducted a longitudinal 
evaluation of a large-scale community 
growth promotion program delivered 
through nongovernmental and com-
munity-based organizations in Eastern 
Uganda. The study used a difference-
in-differences comparison of cohorts 
three years after a baseline survey. The 
analysis used community and, where 
appropriate, household fixed effects 
to rule out any biases stemming from 
unmeasured factors.

At the end of the evaluation chil-
dren in the treatment group in 50 
communities had weight for age that 
was 0.4 standard deviation higher 
than that of children in the 25 control 
communities. More than 8,000 child 
measurements were used for the 
analysis. There was no difference in 
nutritional status between the treat-
ment and control groups at baseline. 
The improvement was observed only 
for children under age one during the 
approximately two years that the pro-
gram was running and evaluated. 

The treatment communities 
showed a concomitant improvement 
in breastfeeding and weaning prac-
tices. Similarly, they used child health 
days, which provided 
vitamin A supplementa-
tion and inoculations, 
at a greater rate than 
did the control com-
munities. The treatment 
communities also in-
creased the frequency 
with which weaning-
age children were fed 
protective foods (fruits, 
vegetables, legumes, 
and milk). The changes 
in health seeking and 
caregiving provide ad-
ditional confidence that 
the outcome can be at-
tributed to the interven-
tion. Moreover, because 
no supplementary 
food was provided, the 
improvements reflect 
communication about 
resource allocation, not 
additional resources. 

The main message 
of the study: when a growth promotion 
program is well designed and imple-
mented, it works. That contrasts with 
many programs in which the activity is 
limited to weighing children without 
appropriate communication on behav-
ioral change. The results are also in 
contrast to what has been observed in 
programs that fail because measure-
ments are often too imprecise to serve 
a screening function and motivators 
are often insufficiently trained to pro-
vide useful counseling. 

The monitoring or screening func-
tion, however, is arguably less essen-
tial than the community mobilization. 
After all, to be effective, many features 
of community programs—such as ad-
vice on exclusive breastfeeding and the 
use of colostrum—must occur before a 
child is presented for weighing. Simi-
larly, the screening function is not rel-
evant in motivating caregivers to bring 
children for vitamin A and deworm-

ing, practices found to increase in the 
study. Thus community meetings and 
mothers’ groups may be as important 
as the weighing, or even more so. 

A second key 
finding relates to 
impact evaluation 
methodology. Because 
of a delay in service 
delivery, the project 
was not effectively 
implemented for a 
year after the baseline. 
As a result, while 
malnutrition is often 
measured for children 
under five, a large share 
of the children in this 
age bracket were past 
weaning age—and 
therefore past the age 
considered the window 
of opportunity for 
nutrition—when the 
project began. Thus 
the finding that only 
the youngest children 
benefited from the 
project is in keeping 
with the underlying 

biology and supports rather than 
refutes the rationale for the program.

Improving Nutrition through Community 
Growth Promotion in Uganda

ResearchDigestWorld Bank

Harold Alderman. 2007. “Improving Nutrition 
through Community Growth Promotion: Longitu-
dinal Study of Nutrition and Early Child Develop-
ment Program in Uganda.” World Develop-
ment 35 (8):1376–89.

By contrast with 
many programs 

in which the 
activity is limited 

to weighing 
children with 
no appropriate 

communication on 
behavioral change, 
preventive health 

and nutrition 
programs that are 
well designed and 
implemented work 

well 
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l Suresh de Mel, David J. McKenzie, 
and Christopher Woodruff

Measuring Microenterprise Profits: 
What Is the Best Method?

Simply asking small firm owners 
how much profit they earn is more 
accurate than collecting detailed 
data on revenues and expenses

Self-employment and household 
enterprises are major sources 
of employment in developing 

countries, especially among the poor. 
Accurate measurement of microen-
terprise profits is therefore critical for 
studying poverty and inequality, mea-
suring the returns to education, eval-
uating the success of microfinance 
interventions, and investigating many 
other important questions. 

But a myriad of potential problems 
plague the measurement of profits. 
Most microenterprises in developing 
countries do not keep financial re-
cords, making data collection general-
ly reliant on recall. Money and goods 
flow between the business and the 
household. Inputs may be purchased 
in one period and sold in another, and 
production can be highly seasonal. 
And as with other income, individuals 
may be sensitive about revealing how 
much they earn and concerned about 
possible use of the information for tax 
purposes. 

In the light of these problems there 
is understandable skepticism about 
the quality of profit data that can 
be obtained from microenterprises, 
particularly in one-time surveys. In a 
recent paper de Mel, McKenzie, and 
Woodruff report on a survey and ex-
periments they conducted in Sri Lanka 
to measure the importance of such 
barriers to accurate profit informa-
tion and to assess how best to collect 
these data. 

The authors note that in their data, 
as in several other microenterprise 
surveys, the correlation between what 
firm owners directly report as profits 
and the amount of their reported rev-
enues less expenses is only 0.2–0.3. 
The main cause of this low correlation 

is a mismatch between when revenues 
are received and when expenses are 
incurred to produce these revenues. 
Simple questions on markups of sales 
over input costs allow the authors to 
adjust for this mismatch and bring the 
two reports of profits much closer to 
each other, with correlations of 0.61–
0.73. This mismatch is more important 
for manufacturing firms, because of 
slower turnover, than for retail firms.

The authors next turn to the issue 
of recall error. Asking firms for sales 
data with different amounts of recall, 
they found that firms understate rev-
enues by about 10–15 percent with 
four-month recall compared with one-
month recall. But there was little recall 
error in reporting annual sales com-
pared with reporting monthly sales at 
quarterly intervals.

To correct for 
recall error, the 
authors randomly 
allocated ledger 
books to some 
firms, to keep diary 
records of revenues 
and expenses. 
Firms’ compliance 
was good over a 
one-month period 
but fell over longer 
periods. The use 
of diaries led to 
significantly higher 
reported amounts for expenses and 
revenues, suggesting that recall leads 
firms to underreport both. But the use 
of books had no sizable or significant 
effect on reported profits, suggest-
ing that profits are less affected by 
recall errors. The use of books did not 
improve the correlation between re-
ported revenues minus expenses and 
reported profits.

Finally, the authors examine 
whether firms deliberately underreport 
revenues. As in the corruption litera-
ture, they asked firms about similar 
firms, with the expectation that firms 
would answer in large part on the basis 
of their own behavior. Most firms be-
lieved revenues to be underreported, 

with one sample putting the median 
level of underreporting at 20 percent 
and the other sample at 30 percent. To 
estimate actual revenues, the authors 
had research assistants observe firms 
in the second sample 15–16 times dur-
ing a month and record transactions. 
The reported revenues of firms are 31 
percent lower than those estimated 
from this monitoring exercise, confirm-
ing the level of underreporting sug-
gested in the self-reports.

Putting the results of these exercis-
es together, the authors conclude that 
direct reports of profits, adjusted for 
household use of enterprise resources, 
are likely to be less noisy and at least 
as reliable as asking firms for all the 
details of revenues and expenses. The 
reports are likely to understate true 
profits, but observed transactions 

suggest that these 
reports give rea-
sonable rankings of 
firms.

While a detailed 
household enter-
prise module in 
multipurpose sur-
veys has many pos-
sible uses, directly 
eliciting profits 
does appear to pro-
vide useful infor-
mation. Thus at-
tempts to measure 

the effectiveness of policies designed 
to help the owners of microenterprises 
need not be hamstrung by the lack of 
financial records for these firms.

ResearchDigestWorld Bank

Suresh de Mel, David J. McKenzie, and Chris-
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Public Spending and Outcomes: 
Does Governance Matter?

Public spending has virtually no 
impact on health and education 
outcomes in poorly governed 
countries

There has been much emphasis 
recently on good governance as 
a key to development effective-

ness. It has been argued, for example, 
that merely spending money on pub-
lic goods and services may not lead 
to desirable outcomes if the country  
does not have the right governance 
environment. 

While this proposition seems 
straightforward and difficult to dis-
agree with, no serious empirical work 
has been done to support it. In a 
recent paper Rajkumar and Swaroop 
study the impact of public spending 
on outcomes at different levels of 
governance. What constitutes good 
governance? There are several defini-
tions. The World Bank, in Governance: 
The World Bank’s Experience, defined it as 
“epitomized by predictable, open, and 
enlightened policy making (that is, 
transparent processes); a bureaucracy 
imbued with a professional ethos; an 
executive arm of government account-
able for its actions; and a strong civil 
society participating in public affairs; 
and all behaving under the rule of law” 
(Washington, DC: World Bank, 1994). 

The basic idea of the authors’ re-
search is to examine the link between 
specific budgetary allocations and 
outcomes and to see how these re-
lationships are affected by improved 
governance. They use two indicators 
of governance in a country: the level of 
corruption and the quality of bureau-
cracy. 

Many past studies have looked at 
the link between public spending and 
outcomes (for example, the impact of 
public spending on economic growth 
or on such outcomes as health status 
or educational attainment). Where 
public spending is found to have a 

low or negligible impact, these studies 
have given two explanations. The first 
is that the link between public spend-
ing and development outcomes could 
be severed because an increase in pub-
lic provision could lead to a “crowding 
out” of private sec-
tor provision. This 
line of reasoning 
does not ques-
tion the efficacy of 
public spending; 
instead, it con-
tends that because 
of the substitu-
tion of public for 
private spending, 
additional public 
provision in many 
cases has a negli-
gible net marginal 
effect. The second 
explanation cen-
ters on poor target-
ing or institutional 
inefficiencies such 
as leakage in pub-
lic spending and 
weak institutional 
capacity.

The authors’ analysis helps explain 
the surprising result that public spend-
ing often does not yield the expected 
improvement in outcomes. It shows 
empirically that the differences in the 
efficacy of public spending can be ex-
plained largely by the quality of gover-
nance. Public health spending lowers 
child mortality rates more in countries 
with good governance. Similarly, pub-
lic spending on primary education 
becomes more effective in increasing 
primary education attainment in coun-
tries with good governance. More gen-
erally, public spending has virtually no 
impact on health and education out-
comes in poorly governed countries. 

These results have important im-
plications for enhancing the develop-
ment effectiveness of public spending. 
Simply increasing public spending on 
health and education is unlikely to 
lead to better outcomes if countries 
have poor governance. These findings 

are particularly relevant for developing 
countries, where there is an ongoing 
debate on how to achieve the Mil-
lennium Development Goals. In this 
debate it is often assumed, explicitly 
or implicitly, that sufficiently increas-

ing public spending 
in specific areas is 
the way to achieve 
the goals. Indeed, 
for most of these 
countries quantita-
tive models have 
been developed to 
estimate how much 
additional public 
spending (including 
on health and edu-
cation) is needed. 
But in these coun-
tries the average 
level of governance 
is quite poor. 

Increasing pub-
lic spending on 
health and educa-
tion may be an 
easier policy option 
than attempting 

to improve governance. But as the au-
thors’ findings suggest, in the absence 
of better governance the easier option 
often does not translate into the ex-
pected achievement of better health 
and education outcomes.

Their results also show that while 
public spending has a greater impact 
on outcomes when there is good gov-
ernance, this impact could still be well 
below its true full potential. Public 
spending may still be relatively inef-
ficient in improving outcomes in many 
countries even when there is good 
governance. The inefficiency in spend-
ing could be due to a variety of factors, 
including the possible substitutability 
between public and private spending. 
The efficiency question needs to be 
examined in future research.
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low living standards in the north and 
northeast and high ones in the south.

The authors draw synthetic house-
hold surveys from the census—
“pseudo-surveys”—mimicking the sam-
ple design of well-known household 
surveys in Brazil. A model estimated 
with these sample survey data yields 
parameter estimates that are used to 
impute incomes to individual house-
holds in the population census. These 
imputed incomes are then used to 
predict poverty at the level of each of 
the nearly 1,000 municipalities in the 
state. Finally, the authors compare the 
predictions with poverty rates calcu-
lated directly from the census sample. 

The results suggest that the World 
Bank method performs quite well. The 
poverty estimates line up quite closely 
with the actual, observed poverty rates 
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Note: R2 = 0.88. The size of each bubble is proportionate to the population size of the municipality.
Census estimates (%)

W
or

ld
 B

an
k 

m
et

ho
d 

(%
)

0
0 20 40 60 80 100

80

60

100

Figure 1. Predicted and Actual Poverty Rates at the Municipality Level in 
Minas Gerais
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in the municipalities (figure 1). More-
over, confidence intervals around the 
point estimates are moderate in size 
and encompass the “truth” broadly in 
accordance with the statistical preci-
sion they are intended to reflect.

Further empirical research, con-
ducted in different settings, is clearly 
needed. But the World Bank method 
emerges from this validation exercise 
as a legitimate procedure to explore in 
settings where directly measured local-
level poverty rates are unavailable.


