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EXECUTIVE SUMMARY 

 
In spite of the economic growth experienced by Latin American countries, poverty is 
still high and tends to be geographically concentrated. Governments in the region have 
responded proactively to these regional inequalities in their countries, introducing 
diverse poverty alleviation programs. Many of these programs are targeted towards 
poor regions, while other programs are targeted directly towards poor people. This 
dichotomy reflects a lack of consensus on how to deal with the problem of differences 
in the standard of living between regions (leading and lagging regions) and within 
regions (urban vs. rural areas within a given region).  
 
Explanations for Spatial Welfare Disparities: Concentration or Geography? 
 
The lack of consensus on these two policy strategies may be attributed to two 
contrasting perspectives about the determinants of spatial differences in welfare: 
concentration vs. geography. The “concentration” hypothesis posits that poor areas 
arise from the persistent concentration in these areas of individuals with personal 
attributes that inhibit growth in their living standards (e.g. low education). According 
to this view, individuals with identical attributes will have the same growth prospects, 
independently of where they live. Free migration induced by income differentials 
between regions will, holding all else equal, reduce any wage premium that may be 
associated with living in a specific geographic region where labor might have been 
relatively scarce initially. The policy focus that then emerges centers on enhancing 
individual characteristics (such as education and health) that can improve a person’s 
ability to make a better living.  Examples of such programs include the conditional 
cash transfer programs such as Oportunidades in Mexico, Bolsa Familia in Brazil, 
Familias en Acción in Colombia, PRAF in Honduras, Red de Protección Social in 
Nicaragua and JUNTOS in Peru, among others.  
 
The alternative “geography” hypothesis suggests that the primary cause of poverty 
and weak growth of living standards over time is the returns to individual 
characteristics in different geographic locations. In areas better endowed with local 
public goods, such as infrastructure and other basic services (electricity, water and 
sanitation), productivity levels and economic returns to the characteristics of the 
population tend to be higher, thus facilitating the exit of poor households from 
poverty. According to this view, given two individuals with identical attributes, the one 
living in an area with a lower endowment of public goods is more likely to face 
economic stagnation and poverty. The policy focus that emerges from this perspective 
targets poor regions by increasing access to infrastructure and other basic services, 
frequently accompanied by institutions for local governance and social capital. 
Examples of such programs include Peru’s National Compensation and Social 
Development Fund (FONCODES) and Colombia’s Plan Pacífico, which aim to reduce 
extreme poverty in poor regions by improving access to public infrastructure. 
 
In reality, of course, both of these explanations play a role in the observed differences 
in welfare across space. Ex ante, the human capital theory of migration would predict 
that the concentration effect is the primary explanation for the differences in welfare 
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across regions, because migration is expected to equalize returns to a given set of 
observable characteristics across regions within a country.  However, the role of 
migration in equalizing returns to characteristics may be limited by a number of factors 
such as monetary and psychic costs of migration (transportation, strong social ties and 
cultural values, such as the attachment of the indigenous peoples to land), and 
uncertainty about the benefits from migration (low probability of getting a high paying 
job or risk of unemployment). Another important factor is the presence of 
agglomeration economies brought to prominence by new economic geography 
theories (e.g. Krugman, 1991). “Agglomeration economies” summarize all the external 
economies of scale that arise from economic interactions between producers located 
next to each other in selected areas or regions of a country. These include the benefits 
of localization (being near other producers of the same commodity or service) as well 
as urbanization (being close to other producers of a wide range of commodities and 
services).  In the presence of agglomeration economies, the size of the market grows 
in the destination region as labor migrates in response to an initial wage differential, 
and, through a variety of mechanisms related to scale economies, the real wage in the 
destination region increases rather than decreases (Kanbur and Rapoport, 2004).  
 
In the recent years regional differences in living standards have increasingly been 
recognized as having a potentially important link to overall economic development 
and growth of a country. The World Development Report 2009 of the World Bank 
titled Reshaping Economic Geography (World Bank 2009) argues that spatial disparities 
increase in the early stages of development, and then diminish as countries reach high 
income status. Drawing from the development experiences of upper-middle income 
countries, it argues that different dimensions of well-being converge at different 
speeds, beginning with essential household consumption and followed by basic public 
services such as education, health and water and sanitation. Last to converge are 
wages and incomes.  
 
A central message of the 2009 WDR is that “economic growth is seldom balanced, and 
that efforts to spread it prematurely will jeopardize progress.” Thus, important trade-
offs may be associated with the promotion of regional and spatial equity and overall 
economic efficiency. Specific policies should therefore focus more on facilitating the 
drivers of growth and less on spatial inequality at any given point in time. At the same 
time, governments face strong pressure to take action in the short run to redress 
existing stark regional disparities, rather than expect that they will be resolved in the 
long run by human capital accumulation and reallocation. This study hopes to shed 
light on the difficult question of whether and how governments can undertake short-
run policies that help alleviate disparities, while not impeding longer-term equalizing 
processes.  
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Objectives of the Study 
 
The objectives are two-fold. First, the study seeks to provide a methodological 
framework useful for investigating the determinants of the observed differences in the 
standards of living between two regions at a given point in time. Second, it aims to 
provide empirical evidence on the sources of regional welfare differences to inform 
the policy debate surrounding regional inequalities within countries and present 
estimates of the main determinants of differences in welfare differential within 
countries. This study answers the following questions 
 

• How does the standard of living vary within (e.g. urban vs. rural) and across 
(e.g. leading vs. lagging) regions in a country? 

• Are the differences in returns to characteristics or the difference in the 
characteristics themselves the main determinant of the welfare differential 
within and across regions? 

• What is the role of migration in equalizing the returns to characteristics across 
regions? 

• What are the main lessons learned from some major regional development 
programs in LAC? 

 
 
The analysis provided in this study is a first attempt to examine the issue of welfare 
differences across and between regions in Latin American countries. The study 
highlights the need for future in-depth country analysis on the country-specific causes 
of welfare differentials, such as barriers of mobility, agglomeration economies and the 
quality of endowments, among other factors.  
 
We use household survey data from eight countries (Bolivia, Brazil, Colombia, 
Ecuador, Guatemala, Mexico, Nicaragua and Peru) to provide a diagnostic analysis of 
the main determinants of spatial differences in welfare within and across regions in 
LAC countries. Using Oaxaca’s (1973) decomposition method, we examine whether the 
primary explanation for the differences in living standards is differences in the 
characteristics of households living in the poorer or richer areas or differences in the 
returns to these characteristics between poorer and richer areas.  
 
Study Findings 
 
The eight Latin American countries examined in the study show significant differences 
in poverty rates across and within regions. For example, some countries such as 
Brazil and Peru have large differences in poverty rates both across and within regions, 
while other countries such as Ecuador, Guatemala and Nicaragua have much larger 
differences in poverty rates between urban and rural areas within regions than across 
regions. Each country has a clear leading region and one or two lagging regions. 
People who live in lagging regions experience far greater levels of poverty as 
measured through poverty rates, welfare levels and consumption rates.  At the most 
extreme, some regions in Brazil have poverty rates a slightly above 10 percent, while 
others hover above 50 percent (Figure 1). Mexico and Peru also show large differences 
in poverty rates across regions. In all of the Latin American countries analyzed, poverty 
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rates are higher in rural areas than in urban areas, with very high rates in lagging 
regions such as the Northeast of Brazil, Mexico’s South Pacific states, the Sierra region 
in Peru and the Pacifica region of Colombia. Countries such as Ecuador, Guatemala, 
Bolivia and Nicaragua show higher poverty variation between urban and rural areas 
within regions rather then between regions, in some case with rural poverty levels 
reaching above 70 percent.   

Figure 1: Brazil Poverty 
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Our study also reveals a complex picture regarding the determinants of welfare 
within and across regions. The decomposition results vary and depend on the 
country and the areas being compared.   Within any given region, rural areas tend to 
be worse off than the urban areas of the same region. This is due primarily because of 
differences in the characteristics of the population concentrated in these areas. A more 
detailed investigation into the specific individual characteristics revealed that 
differences in the level of educational attainment between urban and rural areas 
account for the largest share of overall endowment effects. Therefore, welfare 
differences between urban and rural regions seem to be primarily due to the 
concentration of people with higher characteristics (such as education level) in the 
urban areas of these regions. By contrast, differences in the returns to education do 
not account for much of the urban-rural welfare differences. These findings suggest 
that the migration of labor from rural to urban areas equalizes returns to education 
within regions.   However, when we analyze the determinants of differences in welfare 
between a country’s leading and lagging regions, the explanation is somewhat more 
evenly distributed between returns and characteristics. Overall, returns account for a 
larger percentage of the welfare differential. This suggests that distance acts as a 
deterrent to migration and limits the equalization of returns across different regions, 
especially between leading and lagging regions.  
 
The estimated decompositions of welfare differences between urban and rural 
areas within regions show notably heterogeneous results across the countries 
analyzed (Figure 2).  Characteristics explain a larger share of the welfare differences 
within regions in most countries, including Brazil, Colombia, Guatemala, Mexico, Peru 
and Bolivia. Differences in household characteristics seem to be the most important 
factor, explaining more than 60 percent of the welfare differences between urban and 
rural areas within regions, independently of the country examined. However, in some 
instances returns appear to have a more important role than characteristics. This is the 
case for example when comparing metropolitan and urban areas in the South and 
Southeast regions of Brazil where returns account for 60 to 70 percent of the welfare 
difference, and between urban and rural areas in the greater Managua region in 
Nicaragua, where returns account for about 65 percent of the difference.   
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Figure 2. Oaxaca-Blinder Decompositions of Welfare Differences 
within Regions: Urban vs. Rural Areas 
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There are two potential explanations as to why differences in characteristics between urban and 
rural areas of the same region may be so large. First, it could be that the nature of productive 
activities in urban and rural areas may require inherently different characteristics. Farming 
activities in the rural areas, for instance, require little formal education and might be carried out 
more efficiently by households with more family members. However, a lower education level 
and larger number of family dependents would be less likely to lead to better economic 
outcomes in an urban setting.  A second, complementary possibility is that people sort 
themselves across space based on their characteristics. That is, individuals migrate between 
urban and rural areas within regions to the location where they can earn the highest returns for 
their set of characteristics.  
 
Turning to the decomposition of welfare differences between leading and 
lagging regions in each country for urban and for rural areas, returns play a much 
larger role in explaining welfare differentials than they did between urban and rural 
areas of the same region (Figure 3). Welfare differences between urban areas of the 
leading and lagging regions are mostly due to returns rather than to characteristics. 
That is, people living in cities of the leading region have roughly comparable 
characteristics to those of urban dwellers of the lagging region, but the latter receive 
much lower rewards for these characteristics than the former. 
 
Figure 3.  Summary of Results: Decompositions Across Leading and Lagging 
Regions 
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Models of migration would predict a movement of people until returns in both regions 
are equalized and the incentives to migrate vanishes. So why then do people from 
lagging regions not move to leading regions? Once again, there are at least two 
possible complementary explanations. First, the analysis presented in this study does 
not control for the quality of some of the characteristics analyzed—for instance, 
education. Although the data do not allow us to observe differences in quality of 
education, labor markets do observe these differences—albeit imperfectly—and assign 
different returns to the same number of years of education according to their quality. 
Hence, if the quality of education in the lagging region is lower than in the leading 
region, returns to education will appear to be lower in the former than in the latter 
region, even though the return to just the number of years—stripped of quality—is the 
same.  
 
The second explanation is that labor is not as mobile across regions as within regions. 
Indeed, evidence from this study suggests that distance is a strong deterrent of 
migration, especially among the most impoverished segments of the population. 
Distance matters for migration because migrants often go back and forth several times 
between their new location and their community of origin—for vacation or because 
their relocation was temporary, as in the case of seasonal workers—and because their 
social capital diminishes with distance. The migration literature has found substantial 
evidence that networks facilitate migration as they provide migrants with information, 
better job possibilities and even housing upon arrival at the destination. For internal 
migrants, networks may be strongly spatially determined, diminishing in strength as 
the distance from the place of origin increases. 
 
These explanations of why people may be moving within their region but not across 
regions is consistent with the propositions of the World Development Report 2009 
(WDR 2009), Reshaping Economic Geography. The argument of social capital that 
diminishes with distance from the place of origin suggests some social division that, as 
proposed in the WDR 2009, reduces labor mobility. A good example is a situation in 
which a minority ethnic group faces more discrimination the farther they go from their 
communities of origin. By themselves, the decomposition results discussed pertain 
only to a set of specific circumstances: a single point in time, and at the mean of the 
welfare distributions. The determinants of welfare differences among the poorer 
households at the bottom of the welfare distribution in any two areas compared may 
be different from the determinants of welfare differences among households at the top 
of the distributions in the same areas. To explore this possibility, this study carried out 
a decomposition analysis at every percentile of the welfare distribution. The analysis 
was performed for Brazil, Mexico and Peru. The results showed a great deal of 
variation between countries and even within countries, depending on the areas being 
compared. Nevertheless, the overarching results remained qualitatively the same. 
 
Another interesting aspect worthy of consideration in the analysis of welfare 
differentials is the extent to which the determinants of the welfare differential change 
substantially over time.  Results from Mexico and Peru a decade apart suggest that the 
determinants of the differences in welfare within and across regions change very 
slowly over time.  
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Implications for Policy 
 
The study argues that policy efforts to equalize the differences in the standard of living 
between regions are likely to be misplaced, at least in the short-run, since individual 
income and consumption outcomes depend not only on endowments and returns but 
on individual effort as well. Therefore, policies should focus on interventions that aim 
to equalize opportunities for welfare, rather than equalize welfare itself (Arneson, 1989; 
Paes de Barros et al. 2009). Governments can implement two broad types of 
interventions to promote equality of opportunities for welfare: (i) interventions aimed 
towards improving the education and human capital characteristics of the individuals; 
and (ii) interventions directed towards improving the returns to characteristics in 
lagging regions.  
 
The results of this study indicate that characteristics play a major role in explaining 
welfare differences within regions. Therefore, governments should continue investing 
in programs to increase the portable human capital endowments of poor people, who 
can then make their own choice of whether or not to migrate in search of better 
opportunities. Cash transfer programs targeted to poor households conditional on 
children attending school regularly and visiting health centers on a regular basis are 
good examples of programs trying to level the playing field. However, programs 
focusing on increasing access and utilization of more schooling and health services are 
only part of the greater package of programs required to increase the equality of 
opportunities for welfare. It is also important to increase the quality of the educational 
and health services provided. In addition, complementary investments increasing 
access to basic public services such as electricity, water and sanitation are also 
essential for people to have the opportunity to succeed economically regardless of 
their place of birth.   
 
The study also reveals that returns between regions may be substantially different, 
which suggests that migration is not equalizing returns.  To accelerate this process, 
governments can try to eliminate impediments to labor mobility and facilitate the 
movement of people towards areas of economic opportunity. This implies investments 
in spatially connective infrastructure (such as roads that facilitate the movement of 
goods, services and people across regions) as well as institutions ensuring that all 
markets—land, labor, credit, insurance, goods and services—operate efficiently 
everywhere. 
 
Finally, there may be cases of poor and relatively isolated regions inhabited by a 
significant number of people who for cultural reasons are more attached to land and 
thus less eager to migrate to areas of better economic opportunities. In these 
circumstances, programs aimed at turning around the local economy may be the best 
approach to improve the livelihoods of the poor. It is critical to ensure that these 
interventions are centered on the comparative advantage of the poor areas and are 
well integrated with the interventions in health, education, public services, 
infrastructure and institutions. The study found that local-level programs like 
Microregiones and FONCODES showed better results than regional-level initiatives. 
However, the problems with regional initiatives do not appear to be intrinsic to that 
type of program, but rather to specific characteristics of the implementation of 
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programs and their institutional environments, which in principle policymakers can 
improve. This includes the need to effectively integrate infrastructure initiatives with 
local productive projects, which in most of the cases were not well coordinated. The 
study also noted the need to gather more information and systematic evaluation of 
territorial initiatives in order to better assess their performance.  
Overall, these policy recommendations are quite consistent with those presented in the 
WDR 2009. Investing in people and removing the barriers they face in taking 
advantage of economic opportunities anywhere seems more promising than trying to 
generate such opportunities in places whose economic potential is unknown, difficult 
to measure, and may be limited. Investing in people means to provide  them with 
basic services and living conditions, regardless of their place of birth. This means 
equality of opportunity. To the extent that these basic services and living conditions 
vary across space, investing in people may inevitably boil down to making larger 
investments in certain areas than others. However, such investments seem more 
promising if they are ultimately focused on the individual—as with conditional-cash-
transfer programs—and on resolving market failures, rather than on generating special 
spatially-linked economic incentives. 
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CHAPTER 1: INTRODUCTION AND OVERVIEW 

Middle-income countries in Latin America (LAC) continue to struggle to share 
economic growth with the poor. Despite significant progress in key development 
indicators, the resilience of inequality in the region over the long term is striking. For 
example, GDP per capita in Mexico increased by 9.7 percent in real terms between 
1996 and 2000, the highest growth period in nearly two decades. However the 
incomes of the poorest third of the population contracted during this period, and 
growth led to higher incomes only for the richest third of the population. Similarly, 
Chile’s real GDP per capita expanded by more than 30 percent between 1992 and 
1996, but its Gini index of income inequality grew by 7 percent in that same period 
(World Bank, 2005 and 2004, Attanasio and Szekely, 2001, Misión de Pobreza, 2006).  
 
Not only has economic growth not benefited all segments of society in many LAC 
countries, but the disparities in benefits are frequently concentrated in different 
geographic areas within countries.  Some geographic regions tend to be the foci of 
economic activity and income growth, while others remain stubbornly entrenched in 
poverty and under-development.  
 
For example, in Bolivia, Honduras, Mexico, Paraguay and Peru, the difference in 
poverty rates across regions is more than 40 percentage points (Figure 1). At the most 
extreme, some regions in Peru have poverty rates under 10 percent while others hover 
above 70 percent. In Brazil, poverty rates are higher in rural areas than in urban areas, 
with very high rates in the North and Northeast. In the poorest region in Brazil, 
income per capita is barely 10 percent of the richest.  
  
Governments in the region have responded proactively to these regional inequalities in 
their countries, introducing diverse poverty alleviation programs. Many of these 
programs are targeted towards poor “regions”, while other programs are targeted 
towards “poor” people. This dichotomy reflects a lack of consensus on how to deal 
with the problem of differences in the standard of living between regions (leading and 
lagging regions) and within regions (urban vs. rural areas within a given region).  
 
Brazil’s efforts to deal with the longstanding income disparities between the relatively 
wealthy Southeast and the extremely poor Northeast provide a good illustration of 
how perspectives and policies about regional inequalities have evolved over time. 
Since the 1960s, Brazilian public policies targeted poor areas by offering tax incentives 
and public credits to subsidize private initiatives and directly investing in infrastructure 
and related territorial development programs in the Northeast. This hastened 
industrialization but failed to reduce poverty or equalize income in the North and 
Northeast. In the last decade the Brazilian government shifted its emphasis towards a 
program targeted to poor people instead of poor areas.  The Bolsa Familia conditional 
cash transfer program invests in the health and education of the members of poorer 
households in the country as a means to alleviate poverty as well as to reduce regional 
disparities in welfare. 
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Figure 1.1. Poverty Rate Variance in Latin America1 

 
Note: For each country included in the graph, the left end of the horizontal line represents the lowest 
poverty rate observed among the country’s regions, the right end of the line corresponds to the highest 
regional poverty rate, and the dot represents the country’s overall poverty rate. 
 
The lack of consensus on these two policy strategies may be attributed to two 
contrasting perspectives about the determinants of spatial differences in welfare: 
concentration vs. geography. The “concentration” hypothesis posits that poor areas 
arise from the persistent concentration in these areas of individuals with personal 
attributes that inhibit growth in their living standards (e.g. low education). According 
to this view, individuals with identical attributes will have the same growth prospects, 
independently of where they live. Free migration induced by income differentials 
between regions will, holding all else equal, reduce any wage premium that may be 
associated with living in a specific geographic region where labor might have been 
relatively scarce initially. The policy focus that then emerges centers on enhancing 
individual production-related characteristics (such as education and health).  Examples 
of such programs include the conditional cash transfer programs such as 
Oportunidades in Mexico, Bolsa Familia in Brazil, Familias en Acción in Colombia, 
PRAF in Honduras, Red de Protección Social in Nicaragua and JUNTOS in Peru, among 
others. The key characteristic of these programs is that they typically involve targeting 
at the household level and aim to alleviate poverty through monetary and in-kind 
benefits that encourage investments in education, health and nutrition. Beneficiaries of 
these programs are free to migrate to the areas (typically urban) where their welfare 
may be higher, thus contributing to the migration of people out of the poorer areas 
and ultimately equalizing welfare across space.   

                                       
1
 Note that this graph is derived using an absolute poverty line (US $2/day PPP). This report will later discuss regional disparities and provide information and graphs that use 

consumption as a measure of welfare as well as country-specific national poverty lines. These indicators are better measures of welfare within a given country, though it 
inhibits comparisons across countries. 
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The alternative “geography” hypothesis suggests that the primary cause of poverty 
and weak growth of living standards over time is the returns to individual 
characteristics in different geographic locations. In areas better endowed with local 
public goods, such as better access to infrastructure and other basic services 
(electricity, water and sanitation), productivity levels and economic returns to the 
characteristics of the population tend to be higher, thus facilitating the exit of poor 
households from poverty. According to this view, given two individuals with identical 
attributes, the one living in an area with a lower endowment of public goods is more 
likely to face economic stagnation and poverty.2 The policy focus that emerges from 
this perspective targets poor regions by increasing access to infrastructure and other 
basic services, frequently accompanied by institutions for local governance and social 
capital. Examples of such programs include Peru’s National Compensation and Social 
Development Fund (FONCODES) and Colombia’s Plan Pacífico, which aim to reduce 
extreme poverty in poor regions improving access to public infrastructure. 
 
In reality, of course, both of these explanations play a role in the observed differences 
in welfare across space. Ex ante, the human capital theory of migration would predict 
that the concentration effect is the primary explanation for the differences in welfare 
across regions, because migration is expected to equalize of returns to a given set of 
observable characteristics across regions within a country.  However, the role of 
migration in equalizing returns to characteristics may be limited by a number of factors 
such as monetary and psychic costs of migration (transportation, strong social ties and 
cultural values, such as the attachment of the indigenous peoples to land), and 
uncertainty about the benefits from migration (low probability of getting a high paying 
job or risk of unemployment). Another important factor is the presence of 
agglomeration economies brought to prominence by new economic geography 
theories (e.g. Krugman, 1991). “Agglomeration economies” summarize all the external 
economies of scale that arise from economic interactions between producers located 
next to each other in selected areas or regions of a country. These include the benefits 
of localization (being near other producers of the same commodity or service) as well 
as urbanization (being close to other producers of a wide range of commodities and 
services).  In the presence of agglomeration economies, the size of the market grows 
in the destination region as labor migrates in response to an initial wage differential, 
and, through a variety of mechanisms related to scale economies, the real wage in the 
destination region increases rather than decreases (Kanbur and Rapoport, 2004).  
 
In the recent years regional differences in living standards have increasingly been 
recognized as having a potentially important link to overall economic development 
and growth of a country. The World Development Report 2009 of the World Bank 
titled Reshaping Economic Geography (World Bank 2009) argues that spatial disparities 
increase in the early stages of development, and then diminish as countries reach high 
income status. Drawing from the development experiences of upper-middle income 
countries, it argues that different dimensions of well-being converge at different 
speeds, beginning with essential household consumption and followed by basic public 

                                       
2
 For example, Escobal and Torero (2005) find strong complementarities in Peru between human capital assets and public geographic assets (such as transport, telephones 

and sewerage). Poor, remote areas may perpetuate their situation by struggling to attract workers, producing for only a small local market and hence finding few economies 
of scale or protection against adverse shocks. On the other hand, once an area has started to grow, the spatial externalities arising from a specialized labor force, available 
technology and cheaper transport costs reinforce this geographic concentration of economic activity, creating an increasingly dynamic area. 
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services such as education, health and water and sanitation. Last to converge are 
wages and incomes.  
 
A central message of the 2009 WDR is that “economic growth is seldom balanced, and 
that efforts to spread it prematurely will jeopardize progress.” Thus, important trade-
offs may be associated with the promotion of regional and spatial equity and overall 
economic efficiency. Specific policies should therefore focus more on facilitating the 
drivers of growth and less on spatial inequality at any given point in time. At the same 
time, governments face strong pressure to take action in the short run to redress 
existing stark regional disparities, rather than expect that they will be resolved in the 
long run by human capital accumulation and reallocation. This study hopes to shed 
light on the difficult question of whether and how governments can undertake short-
run policies that help alleviate disparities, while not impeding longer-term equalizing 
processes.  
 
This study analyzes the complicated and dynamic nature of welfare differences across 
space. The objectives are two-fold. First, the study seeks to provide a methodological 
framework useful for investigating the determinants of the observed differences in the 
standards of living between two regions at a given point in time. Second, it aims to 
provide empirical evidence on regional welfare differences to inform the policy debate 
surrounding regional inequalities within countries.  
 
The methodological framework employed assumes that the living standard of 
households consists of two main components: household endowments (or 
characteristics), and returns to those endowments. Thus differences in living standards 
across regions can be decomposed into differences in the endowments of the 
individuals in the two regions (termed the “concentration effect”), and differences in 
the returns that individuals get for their endowments (termed the “geographic effect”). 
The study uses household survey data from eight countries (Bolivia, Brazil, Colombia, 
Ecuador, Guatemala, Mexico, Nicaragua and Peru) to investigate whether the primary 
explanation for differences in living standards is differences in the characteristics of 
households living in the poorer or richer areas or differences in the returns to these 
characteristics between poor and richer areas. Specifically, our study addresses a 
number of interrelated questions. These include:   

• How does the standard of living vary within (e.g. urban vs. rural) and across 
(e.g. leading vs. lagging) regions in a country? 

• Are the differences in returns to characteristics or the difference in the 
characteristics themselves the main determinant of the welfare differential 
within and across regions? 

• What is the role of migration in equalizing the returns to characteristics across 
regions? 

• What are the main lessons learned from some major regional development 
programs in LAC? 

 
Chapter 2 sets the stage by presenting the poverty profiles within and between regions 
in each of the eight countries in our study.  Chapter 3 reviews the methodology, based 
on the Oaxaca-Blinder (1973) decomposition method used to asses the relative size of 
the concentration and geography effect in welfare differences across regions/areas. In 
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essence, we classify the variety of factors associated with spatial differences in the 
standard of living into two broad groups: a set of “covariates” that summarize the 
portable or non-geographic attributes of the household, such as age, level of 
education, type of occupation, etc.; and a set of parameters that summarize the 
marginal effects or “returns” of these characteristics, either at the mean or at different 
points along the welfare distribution.  
 
Based on this framework, we then address the question of whether the spatial 
disparities in welfare are better explained by the sorting of people with low portable 
characteristics in some areas (i.e. concentration effect) or by persistent spatial 
differences in the returns to portable characteristics such as human capital (i.e. 
geographic effect). Chapter 4 reports the findings from various comparisons conducted 
between urban and rural areas within regions, and urban vs. urban (or rural vs. rural) 
areas between regions.  
 
In consideration of the critical role of migration in the policy debate about spatial 
welfare disparities, Chapter 5 focuses on the role of internal migration within LAC 
countries. Given the relative scarcity of studies on internal migration within LAC 
countries, the analysis in this chapter uses household data not just from the eight 
countries examined in our study but from as many LAC countries as data constraints 
allow.  
 
Chapter 6 summarizes the available empirical evidence regarding the poverty and 
welfare impacts of the two most distinct types interventions associated with the 
concentration and the geography views: conditional cash transfers and territorial 
development strategies. 
 
Chapter 7 summarizes our findings and discusses some of their main policy 
implications.  
 
The report also contains three annexes that examine more closely some aspects of the 
study. Annex A delves further into the specific characteristics that drive some of the 
results presented in Chapter 4. Annex B tests the statistical robustness of our findings 
by including confidence intervals to the decompositions presented in Chapter 4. In 
Annex C we investigate further the extent to which our main inferences change when 
we conduct similar decompositions at different points of the distribution of per capita 
expenditure. We also examine whether the spatial differentials in welfare have evolved 
over time. 
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CHAPTER 2: POVERTY PROFILES 
WITHIN AND BETWEEN REGIONS 

This chapter builds a more thorough picture of regional differences in welfare 
throughout Latin America. We look at the standard of living both within regions 
and across regions, disaggregate by urban and rural areas, and examine which 
variables appear to influence poverty. We provide poverty profiles for eight 

countries: Brazil, Mexico, Colombia, Ecuador, Peru, Bolivia, Guatemala and Nicaragua. 
Table 2.1 shows how the countries were divided by region and the source of data 
used for the study. 
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Table 2.1. Regions of Countries and Sources of Data 

Country Regions Urban Rura
l 

Metro Data Source 

South • • • 
Southeast • • • 

Center West • • • 
North • • • 

Brazil 

Northeast • • • 

Household Budget Survey 2002-2003 (Pesquisa de 
Orcamentos Familiares—POF). Produced by the 
Instituto Brasileiro de Geografia e Estatística (IBGE). 
Representative at the national and at the regional 
level for metropolitan, urban and rural areas. 

North • • 
Center • • 

Mexico City •  
South Pacific • • 

Mexico 

Gulf & Caribbean • • 

 National Household Income and Expenditure Survey 
2006 (Encuesta  Nacional de Ingreso y Gasto de los 
Hogares—ENIGH). Produced by the Instituto 
Nacional de Estadística y Geografía (INEGI). 
Representative at national, urban and rural levels. 

Atlántica • • 
Oriental y Bogotá • • 

Central • • 
Pacífica • • 

Antioquia • • 

Colombia 

Valle • • 

 Survey of Life Quality 2003 (Encuesta de Calidad de 
Vida—ECV). Produced by the Departamento 
Administrativo Nacional de Estadística (DANE).
Representative at the national and regional level. 

Sierra • • 
Costa • • 

Ecuador 

Oriente • • 

 Living Conditions Survey (Encuesta de Condiciones 
de Vida—ECV) 2005-2006. Micro-level data set 
collected by the Instituto Nacional de Estadística y 
Censos (INEC). Representative at national level, 
urban and rural levels. 

Costa • • 
Selva • • 

Peru 

Sierra • • 

 Peru Living Standards Measurement Survey 2006 (Encuesta 
Nacional de Hogares—ENAHO). Produced by the Instituto 
Nacional de Estadística e Información (INEI). Representative 
for regional, urban and rural areas. 

Pando • • 
Beni • • 

Santa Cruz • • 
Tarija • • 
Oruro • • 
La Paz • • 
Cocha • • 

Chuquisaca • • 

Bolivia 

Potosí • • 

 The Bolivian Household Survey of Living Conditions 
2002 (Medición de Condiciones de Vida—MECOVI).
Produced by the Instituto Nacional de Estadística
(INE). Representative at national, urban, and rural 
levels. 
 

Metro • • 
Central • • 

Southeast • • 
Northeast • • 

Petén • • 
Southwest • • 
Northwest • • 

Guatemala 

North • • 

 National Living Conditions Survey 2006 (Encuesta 
Nacional de Condiciones de Vida—ENCOVI). 
Produced by the Instituto Nacional de Estadística
(INE). Representative at national, urban, rural, 
regional and departmental level. 

Manuagua • • 
Pacífico • • 
Central • • 

Nicaragua 

Atlántico • • 

 Living Standards Measurement Survey 2005 (Encuesta 
Nacional de Hogares Sobre Medición del Nivel de 
Vida—ENMV). Produced by the Nicaraguan Program 
for Improving Living Standards Measurement Surveys 
(MECOVI). Representative at national, regional, urban 
and rural levels. 
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A brief profile of poverty both within and across regions for every country follows. 
The headcount poverty rates reported here are derived using household consumption 
per capita as the measure of household welfare and the region-specific poverty lines 
estimated and reported in World Bank poverty assessments.3  

It is important to note that because the poverty rates are based on national poverty 
lines, the numbers reported below are not directly comparable between countries.  

Brazil 

Poverty rates in Brazil vary considerably both within and across regions, but it is clear 
that poverty is highest in rural areas and lowest in metropolitan areas (Figure 2.1). In 
the aggregate, rural poverty rates (41 percent) are more than double urban poverty 
rates (18 percent). This is complicated somewhat, however, by issues of density. In 
terms of population, 67 percent of Brazil’s poor reside in urban areas and 33 percent 
in rural areas. Across regions, the poverty pattern is similar for metropolitan, urban and 
rural areas: the North and the Northeast consistently have the highest poverty rates in 
each of the areas, while the South has the lowest. Headcount poverty rates in rural 
Northeast are estimated at 55 percent (Figure 2.2).  
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Figure 2.1. Brazil Poverty within Regions

Figure 2.2. Brazil Poverty across Regions
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Mexico 

Looking at poverty within regions in Mexico, the Southeast of the country (the 
Southern Pacific and Gulf and Caribbean regions) has substantially lower standards of 
living than the North, Center and Mexico City.4 In 2005, Mexico City had a poverty rate 
of 32 percent while the three southern states of Guerrero, Oaxaca and Chiapas had a 
rate of 72 percent. As in Brazil, the regional gaps are striking (Figure 2.3). Mexico 
City’s income per capita is more than five times that of the Southern Pacific states, yet 
Mexico City’s poverty rate is slightly less than half of the poverty rate in the Southern 
Pacific states. This suggests that income distribution is much more unequal in Mexico 
City. As in Brazil, rural areas are appreciably poorer than urban ones (Figure 2.4). The 
differences between urban and rural areas are significant in almost the entirety of the 
variables used and welfare ratios are also consistently substantially lower in rural areas.  

Figure 2.3. Mexico Poverty within Regions 
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Figure 2.4. Mexico Poverty across Regions 
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4
 Note that there is no poverty rate for rural Mexico City (DF), as rural areas in Mexico City have a very small share of the region’s population.  
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Ecuador 

Ecuador presents dramatic differences in poverty rates between urban and rural areas 
within each of the three main regions of Sierra (highlands), Costa (coast) and Oriente 
(Amazon). The smallest differences in poverty rates between urban and rural areas is 
in the Costa region, where the poverty rate in rural areas is around 51 percent, while 
in urban areas it is slightly above 24 percent. In the Oriente, Ecuador’s poorest region, 
the poverty rate in rural areas is more than four times the rate observed in urban areas 
(68 percent versus 16 percent). Although the urban poverty rate in the Oriente is lower 
than in the Costa, most of Oriente’s population is rural, meaning its overall poverty 
rate is very close to its rural poverty rate. Urban-rural differences within regions in 
Ecuador are more striking than differences across regions (Figures 2.5 and 2.6). Across 
regions, the largest differential in poverty rates occurs between rural areas of the 
Oriente and Costa regions (67.6 percent versus 51 percent), which is dwarfed by the 
staggering differential described above between urban and rural areas of the Oriente. 

Figure 2.5. Ecuador Poverty within Regions     
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Figure 2.6. Ecuador Poverty across Regions 
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Peru 

Peru’s regional disparities reflect the urban-rural divide seen in other LAC countries 
(Figures 2.7 and 2.8). The Sierra (highland) and Selva (Amazon) regions continue to 
lag behind Costa (coast), particularly when we contrast rural Sierra and Selva’s poverty 
rates of 77 percent and 62 percent with urban Costa’s under 30 percent poverty rate.  
Further, extreme poverty affects almost half the population of rural Sierra versus less 
than the 5 percent of urban Costa’s population.  

Figure 2.7. Peru Poverty within Regions 
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Figure 2.8. Peru Poverty across Regions 
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Colombia 

Poverty rates across Colombia’s six regions vary greatly, from a 37 percent in urban 
areas of the Valle region to a 72 percent among rural areas of the Pacific region. These 
figures roughly correspond to the country’s wealthiest and poorest regions. However, 
although the Pacific region has the highest overall and rural poverty rates, the highest 
urban poverty rates (up to 60 percent) are found in the Antioquia region. Rural areas 
in Colombia are substantially poorer compared to urban areas within the same region 
(Figure 2.9). However, when looking across regions, some urban areas—such as the 
Central and Antioquia—have higher poverty rates than some rural areas—such as the 
Valle, Bogotá and Oriente (Figure 2.10). Also, the ranking of regions in terms of 
poverty rates changes when one looks at urban and rural areas separately, and shows 
that the greatest poverty rate differentials across regions occur when considering urban 
areas only. 

Figure 2.9. Colombia Poverty within Regions  
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Figure 2.10. Colombia Poverty across Regions 
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Guatemala 

Guatemala’s poverty rates range from a staggering 86 percent headcount poverty rate in rural 
North region to 14 percent in the urban Metro region. While there is regional variation in poverty 
from the wealthier Metro and Central regions to the poorer Northeast and North of the country, 
the urban-rural disparities within a region are most striking (Figures 2.11 and 2.12). Nevertheless, 
with 23 percent of the population living in the Metro region and given a geographically small land 
area, Guatemala’s urban poverty density is high. In looking at urban and rural regional disparities, 
living in the rural North or Northeast regions of Guatemala lowers the mean per capita welfare 
ratio by about 30 percent relative to rural Metro.  

 
Figure 2.11. Guatemala Poverty within Regions 
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Figure 2.12. Guatemala Poverty across Regions 
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Bolivia 

In looking at the nine regions of Bolivia separated by urban and rural areas, 
households in rural Potosí face the greatest structural regional disadvantages relative to 
other areas. The mean welfare ratio is lowered by 28 percent for rural Potosí relative to 
other rural regions. Rural Tarija, Santa Cruz and Beni have some regional advantages 
over La Paz, as does rural Pando, which shows the greatest regional advantage (mean 
welfare is higher by 51 percent when other factors are controlled). Urban Santa Cruz 
has the greatest regional advantage. Notably, while Bolivia shows similar differences 
between regions and between urban and wealthier areas as in other Latin America 
countries under study, the disparities are not as striking. This should not obscure the 
fact however, that poverty in all areas is very high. Even in the most advantageous 
area, urban Pando, headcount poverty is 38 percent, while the extremely poor area of 
rural Potosí has the staggering poverty rate of 92 percent. 

Figure 2.13. Bolivia Poverty within Regions 
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Figure 2.14. Bolivia Poverty across Regions 
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Nicaragua 

Poverty rates across and within Nicaraguan regions vary considerably (Figures 2.15 and 
2.16). The highest poverty rates (71 percent) are in the Nueva Segovia department of 
the Central region, and the lowest is 19 percent, in the Managua region. Notably, 
though, the Managua region holds 24 percent of the total Nicaraguan population and 
so has high poverty density. Looking across regions, households in the Pacífico, 
Central and Atlántico regions face structural regional disadvantages relative to their 
counterparts in Managua. People living the Managua region have 50-90 percent higher 
levels of welfare than other regions, as measured by per capital annual consumption. 
Urban-rural disparities in Nicaragua are pronounced. In the Managua region, the urban 
mean welfare ratio is about 13 percent greater than the rural mean in the same region. 
The Pacífico region urban mean is 8 percent greater, and this increases to a 21 percent 
differential in the Central and Atlántico regions.   
 

Figure 2.15. Nicaragua Poverty within Regions 
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Figure 2.16. Nicaragua Poverty across Regions 
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Summing Up 

All countries examined in the study show significant differences in poverty rates across 
and within regions. For example, Brazil and Peru have large differences in poverty 
rates both across and within regions, while other countries such as Ecuador, 
Guatemala and Nicaragua have much larger differences in poverty rates within regions 
than across regions, reaching in some case poverty levels above 70 percent.  People 
who live in these lagging regions experience far greater levels of poverty as measured 
through poverty rates, welfare levels and consumption rates. Rural areas in each 
country consistently show sharply higher poverty compared to urban areas. While we 
recognize that due to population density a large share of the poor live in urban 
regions, this does not mitigate the social inequality between urban and rural settings.  
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CHAPTER 3: METHODOLOGY 

T
 

his chapter outlines the methodology used for our investigation of the factors 
behind the spatial disparities in the standard of living within select LAC 
countries. We begin with a brief discussion of the measure used for the standard 
of living of households and their members, and then summarize the Oaxaca-

Blinder methodology, first used by Ravallion and Wodon (1999) to explore differences 
in mean welfare in urban and rural areas within and between regions. The Oaxaca-
Blinder decomposition allows us to estimate the relative contributions of differences in 
household characteristics and returns to these characteristics in accounting for 
differences in living standards.  
 
Comparing Living Standards within and between Regions 
 
The measure of standard of living that we use in our analysis is the welfare ratio,5 
constructed by the ratio of nominal consumption expenditures per capita deflated by 
the region-specific poverty line. The region-specific poverty lines are assumed to 
incorporate all the cost of living differences faced by the poor in different regions of 
the countries examined.6  
 
Consumption expenditures available from household surveys are preferable for the 
purpose of poverty and inequality analysis to other indicators such as household 
income, for both conceptual and pragmatic reasons.  For example, consumption 
expenditures reflect not only what a household is able to command based on its 
current income, but also whether that household can access credit markets or 
household savings at times when current incomes are low or even negative (due 
perhaps to seasonal variation or a harvest failure).  As such, consumption is thought to 
provide a better picture of a household’s longer run standard of living than a measure 
of current income.  Further, consumption expenditures for the poor are often better 
captured than household incomes.  While poor households are probably purchasing 
and consuming only a relatively narrow range of goods and services, their total 
income may derive from multiple different activities with strong seasonal variation and 
with associated costs that are not always easily assigned. In cases where consumption 
expenditures were not available, we used nominal household income.  
 
                                       
5
 The welfare ratio and its theoretical properties is discussed by Blackorby and Donaldson (1987). More practical applications of the welfare ratio in the measurement of 

poverty can be found in Ravallion (1998) and Deaton and Zaidi (2002).  
6
 Given that most poverty lines are constructed based on the cost of basic needs (CBN) approach, which in essence is a Lapaayer’s price index with fixed weights. As such 

the welfare ratio is also analogous to “real expenditures”. 
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Based on the arguments outlined in the previous chapter about the two extreme views 
regarding the sources of welfare disparities across regions, we classify the variety of 
determinants of the welfare ratio into two broad groups: (i) a set of “covariates” that 
summarize the portable or non-geographic attributes of the household, such as age, 
level of education, demographic composition and type of occupation, denoted by the 
vector X ; and (ii) and a set of structural parameters that summarize the marginal 

effects or “returns” of these household attributes, denoted by the vector β .   
 
Given any two locations A and B, we assume that logarithm of the welfare ratio each 

region, denoted by , can be summarized by the linear regression:  Cln
 

AAAA XC εβ +=ln , and        (1) 
 

BBBB XC εβ +=ln ,        (2) 
 
where ε  is a random disturbance term with the usual properties for summarizing the 
influence of all other factors on the standard of living.7 
 

In this specification, the “returns” to characteristics β  summarize the influence of a 
variety of factors on the standard of living in different regions. Basic infrastructure, 
ease of access to markets and other basic services are some of the most important of 
these factors. In addition, returns to characteristics are also affected by the role of 
institutions, social customs and other cultural factors that are typically too difficult to 
quantify.  
 
Oaxaca-Blinder Decomposition 
 
Based on the specification above, and given that estimated regression lines always 
cross through the mean values of the sample, the mean difference in the standard of 
living between regions A and B can then be expressed as:  
 

BBAABA XXCC ββ −=− lnln        (3)  
 
where the bar over the relevant variables denotes the sample mean values of the 

respective variables, and including the assumption that 
( ) 0=jE ε

, for .  { }BAj ,=
 

After adding and subtracting the term AB Xβ  we can express the difference above as: 
 

( ) −+−=− ABABBBAABA XXXXCC ββββlnln  
 

                                       
7
 Agglomeration effects are likely to have an influence on both the X s and the coefficients β .  
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( ) ( ) ABABBABA XXXCC βββ −+−=− lnln , or      (4) 
 

( ) ( ) AB XXC ββ Δ+Δ=Δ )ln(         (4a) 
 

Alternatively, if one were to add and subtract the term BA Xβ  , the difference in (3) 
could be expressed as:  
 

( ) ( ) BBAABABA XXXCC βββ −+−=− lnln , or      (5) 
 

( ) ( ) BA XXC ββ Δ+Δ=Δ )ln(         (5a) 
 
Both expressions (4) and (5) imply that the differential in the mean welfare ratios 
between regions A and B can be decomposed into two components: one that consists 

of the differences in average characteristics summarized by the term XΔ  and another 
due to the differences in the coefficients or returns to characteristics in different 

regions summarized by the term βΔ . This is the decomposition method first proposed 
by Oaxaca (1973) and Blinder (1973).  
 
The decompositions given by expressions (4) and (5) are equally valid. The only 

difference between them lies in how the differences in the characteristics XΔ  and the 

differences in coefficients βΔ  are weighted. In expression (4) the differences in the 

characteristics XΔ   are weighted by the returns of the characteristics in region B, 

whereas the differences in the returns βΔ  are weighted by the average characteristics 
of households in region A. In contrast, in expression (5) the differences in the 

characteristics XΔ   are weighted by the returns of the characteristics in region A, 

whereas the differences in the returns βΔ  are weighted by the average characteristics 
of households in region B.   
 
Since the original decomposition by Oaxaca, numerous papers have extended the 

method by proposing alternative weights for the differences in the characteristics XΔ  

and the differences in returns βΔ  (e.g. Reimers, 1983, Cotton, 1988, and Neumark, 
1988).8 We follow Reimers (1983) and use as weights the average of the coefficients 
and the average of the characteristics, as follows:  
 

( ) ( )( ) ( ) ( )( )BABABABABA XXXXCC +⋅−++⋅−=− 5.05.0lnln ββββ   (6) 
 

                                       
8
 In fact, Oaxaca’s decomposition can be shown as a special case of another decomposition (for a comprehensive summary see O’Donnell, et al. 2008).  In our study, the 

decompositions employed are done using the Stata command “Oaxaca” written by Ben Jann (2008) using the “weight (0.5)” option. Thus we weighted the differences in the 
Xs by the mean of the coefficient vectors. For additional details see the Brazil case study in Volume 2 of this report.  

 
 

19 19DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   19Vol1_Interiores_ingles.indd   19 6/5/09   12:06 AM6/5/09   12:06 AM



The use and interpretation of the decomposition method discussed above involves a 
number of caveats.  

• For a start, these decompositions are simple descriptive tools that provide a 
useful way of summarizing the role of endowments and returns in explaining 
existing welfare differentials. For this reason, we refrain from attributing 
causality to either endowments or returns in the welfare differences between or 
within regions.  

• The variables that we use in place of X  above are composed only of portable non-
geographic household characteristics. These consist of household size and structure, 
such as the number of household members less than 2 years of age, 3-11 years of age 
etc.; binary variables identifying whether the head of the household is female; his/her 
race (black/indigenous); whether a spouse is present; the age (and age squared) of the 
household head; the education of the head and spouse; the differential in educations 
between the head and spouse; and binary variables for major occupational categories. 
Our specification intentionally excludes infrastructure and access to basic services.9 The 
influence of infrastructure as well as other omitted variables is captured by default by the 
estimated coefficients of the portable characteristics of the household. As the formula for 
omitted variable bias suggests, the estimated coefficients of the household characteristics 
can be considered to include the direct effect of the omitted variables (such as 
infrastructure, local institutions and other household variables possible correlated with 
the location of the household) on welfare and their correlation with the included 
household characteristics.  

•  The decomposition formula in equation (6) holds only at the mean of the two 
regions being compared. The findings obtained from the decompositions at the 
mean are likely not to hold at other deciles of the distribution of welfare. 
Appendix C looks into this issue in more detail. 

• The decompositions are performed for only one point in time.  The extent to 
which the results of these decompositions change substantially over time is 
worth looking into. This question is also examined in Appendix C  

• The decomposition results may be biased because of the presence of selection bias. To 
the extent there is free internal migration within and between different regions, the 
current place of residence may not be exogenous. Most of the country studies did not 
control for the role of selection bias in the decomposition results. The only exception is 
the case of Brazil where, as in Ravallion and Wodon (1999), the decomposition results 
did not change significantly after correcting for selection bias (see the Brazil case study 
in Vol. 2).   

 
Decompositions within and between Regions 
 
The bulk of our analysis consists of estimating equations (1) and (2) for the pair of 
areas or regions within each country. For example, the within-region comparisons of 
the standard of living typically consists of estimating equations (1) based on household 
data from the urban areas in that region and equation (2) based on household data the 
rural areas of the same region. Between region comparison in the same country 
involves a number of comparisons, since the comparison could be performed between 

                                       
9
 The Peru country study was able to check the sensitivity of its findings by including and excluding three variables summarizing access to basic infrastructure. The 

decomposition results they obtained were practically identical, which suggests that many of the findings reported here are not sensitive to the specification.  
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an urban area in region A and a rural area in region B or an urban area in region B, 
and so on. To keep the number of comparisons to a manageable level, the 
comparisons between regions are limited to between the urban areas of the two 
different regions and between the rural areas of two different regions. Thus, for 
between-region comparisons of urban areas, equation (1) is estimated for the urban 
areas of region A and equation (2) is estimated separately for the urban areas of region 
B. An analogous approach is used in comparing and decomposing the differences in 
the standard of living between rural areas of region A and B.  
 
Having estimates of equations (1) and (2) for any two areas or regions of interest, we 
then use the simple decomposition of the differential based on equation (6):  
 

REC Δ+Δ=Δ .         (7) 
 
Equation (7) simply states that the differential in living standards  can be 
decomposed into a component due to differences in endowments, 

CΔ
EΔ , and a 

component due to differences in returns, RΔ . Equation (7) allows one also estimate 

the fraction of the differential that is due to differences in endowments, CE ΔΔ , 

versus differences in returns, CR ΔΔ .  As will be come apparent below, the ratios 
reported can occasionally be quite large positive or negative numbers. Typically, the 

fraction of the differential due to differences in endowments CE ΔΔ

>ΔE

 is a positive 
magnitude, and its size is driven by the size of the numerator relative to the 
denominator. For example, in explaining differences in the log welfare ratio between 
urban and rural areas, it is typically the case that the welfare ratio is higher in the 

urban areas than the rural areas, i.e. Δ , and the average value of the vector of 

characteristics in the urban areas is higher than in rural areas, i.e. . In cases 
where the differences in characteristics are large and the differences in living standards 

are small, the reported ratio

0>C
0

CE ΔΔ  can be well over 100 percent. Given that the sum 

of the two ratios as to equal to 1 (or 100 percent), in cases where CΔEΔ  is over 100 

percent,  the fraction of the differential due to differences in returns CΔRΔ  is by 
default a large negative number. 
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CHAPTER 4: RESULTS 

This chapter presents the main findings of the study, decomposing welfare 
disparities into the component related to differences in the endowments or 
characteristics of the inhabitants and the component related to differences in 
returns to those endowments that may be due to factors specific to the location. 

The methodology described in the previous chapter was applied to eight Latin 
American countries to decompose welfare differences between urban and rural areas 
within a given region, and also between different regions. The findings reveal a 
complex picture regarding the determinants of welfare within and across regions that 
varies greatly depending on the country and the areas being compared.   However, 
within any given region, rural areas tend to be worse off than the urban areas of the 
same region.  Welfare differences between urban and rural regions seem to be 
primarily due to the concentration of people with higher characteristics (such as 
education level) in the urban areas of these regions. By contrast, returns to education 
do not account for much of the urban-rural welfare differences. However, when we 
analyze the determinants of differences in welfare between a country’s leading and 
lagging regions, the explanation is somewhat more evenly distributed between returns 
and characteristics. Overall, returns account for a larger percentage of the welfare 
differential.  
 
Decomposing Welfare Differences within Regions: Urban vs. Rural Areas 
  
The results presented first are the estimated decompositions of welfare differences 
between urban and rural areas within each of the regions in the countries analyzed 
(Figure 4.1). In all countries except for Brazil, urban areas include metropolitan areas.  
Given that in Brazil—alone among the countries under study—the sampling design 
allows for a distinction among metropolitan, urban non-metropolitan and rural areas, 
we have conducted separate decompositions of welfare differences between 
metropolitan and urban areas and between urban non-metropolitan and rural areas 
within regions. 
  
In general, differences in household characteristics seem to be the most important 
factor, explaining more than 60 percent of welfare differences between urban and 
rural areas within regions, independently of the country examined. The only instances 
where returns appear to have a more important role than characteristics in explaining 
welfare differences is the comparison between metropolitan and urban areas in the 
South and Southeast regions of Brazil, where returns account for about 60 to 70 
percent of the welfare difference, and the comparison between urban and rural areas 
in the greater Managua region in Nicaragua, where returns account for about 65 
percent of the difference.  
 
A more detailed investigation revealed that the level of education of the household 
head and the age or experience of the household head were the most important 
characteristics driving differentials in welfare between urban and rural areas within the 
same region.  
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Figure 4.1. Oaxaca-Blinder Decompositions of Welfare Differences 
within Regions: Urban vs. Rural Areas 
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Decomposing Welfare Differences between Different Regions: Urban vs. Urban Areas 
and Rural vs. Rural Areas 
 
The decomposition of the welfare differences between urban areas of any two given 
regions yields a more complex story (Figures 4.2 and 4.3).   
 
In Bolivia (Santa Cruz vs. La Paz) , Mexico (North or Mexico City vs. South), Nicaragua 
(Managua vs. Central or Pacific), and Peru (Cost vs. Sierra and Costa vs. Selva), 
differences in returns, rather than differences in characteristics, are more important, 
accounting for more than 50 percent of the welfare differences between urban areas of 
different regions.   
 
In the remaining countries, differences in characteristics appear to be relatively more important 
than differences in the returns. However, the role of returns in explaining welfare differences 
between urban areas of different regions appears to be more sizeable compared to the role of 
returns in explaining welfare differences between urban and rural areas within regions (see 
Figure 4.1). 
 

Figure 4.2. Oaxaca-Blinder Decompositions of Welfare Differences  
between Regions: Urban vs. Urban Area Comparisons 
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The patterns noted for the between-region comparisons of urban areas are reinforced 
further when we decompose welfare differences between rural areas of different 
regions (Figure 4.3). 
 

Figure 4.3. Oaxaca-Blinder Decompositions of Welfare Differences 
between Regions: Rural vs. Rural Area Comparisons 
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The last comparison conducted concerns the differences in welfare between the 
metropolitan areas of the leading Southeast region and the metropolitan areas of the 
lagging Northeast region of Brazil. The returns effect accounts for a bigger percentage 
of the mean welfare differential than the endowments effect (Figure 4.4). Considering 
that the metropolitan areas of the Southeast (i.e. São Paulo and Rio De Janeiro) have a 
high density of economic activity, better infrastructure and serve as hubs for trade, a 
large returns effect is consistent with the presence of agglomeration effects in the 
metropolitan areas of the Southeast. 
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Figure 4.4. Oaxaca-Blinder Decompositions of Welfare Differences  

between Metro Areas of Leading and Lagging Regions in Brazil 
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Conclusion 
 
Our results vary markedly depending on the country and the areas being compared. 
However, two major patterns stand out. 
 

• First, within any given region, rural areas tend to be worse off than the urban 
areas of the same region. This is due primarily because of differences in 
characteristics. 

• Second, the explanation for welfare differences between a country’s leading and 
lagging regions is somewhat more evenly distributed between returns and 
characteristics. However, returns generally account for a larger percentage of the 
difference. 

 
The analysis found that differences in welfare levels between urban and rural areas in 
the same regions are mainly due to differences in characteristics: people in rural areas 
generally have lower levels of education, live in households with higher dependency 
ratios, and their main economic activities concentrate more on low-paying sectors. By 
contrast, the returns urban and rural dwellers receive for their assets are very similar. 
This could be because characteristics are inherently different in urban and rural areas, 
or because people sort themselves across space based on their characteristics 
(explored further in Chapter 6), or both.  
 
In examining the decomposition of welfare differences between leading and lagging 
regions in each country, first for urban and then for rural areas, in both cases returns 
play a much larger role in explaining welfare differentials than they did between urban 
and rural areas of the same region. People living in cities of the leading region have 
roughly comparable characteristics to those of urban dwellers of the lagging region, 
but the latter receive much lower rewards for these characteristics than the former. 
 
Why then do the people from the lagging regions not move to the leading regions? 
This may be because the quality of some of the characteristics analyzed here—for 
instance, education—are different in urban and rural areas. Although the data do not 
allow us to observe differences in quality of education, labor markets do observe these 
differences—albeit imperfectly—and assign different returns to the same number of 
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years of education according to their quality. A second explanation to welfare 
differentials across the leading and lagging regions is that labor is not as mobile across 
regions as within regions. 
 
By themselves, these results pertain only to a set of specific circumstances: a single 
point in time, and examining the mean of the expenditure distributions. To check the 
robustness of these findings, further tests were carried out over time and along 
different points in the per capita expenditure distribution. The results of these 
checks—reported in Annex C—confirm the strength of the findings reported in this 
chapter.  
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CHAPTER 5: THE ROLE OF INTERNAL MIGRATION10 

Introduction  

M 
 

igration plays an important role when analyzing the dynamics of regional 
inequality, since it can be both cause or consequence of spatial disparities. A 
large share of migratory flows is  a response to differences in both wages and 
living standards. Indeed, LAC’s migrants state better labor opportunities as the 

most important incentive to move (Skoufias and Haimovich 2008). However, this 
spatial reallocation of people also changes the labor market conditions in sending and 
receiving provinces. Whether this mechanism induces regional convergence or 
divergence depends on the relevant forces driving migration in LAC countries. 
Different theories exist about this process. Classical frameworks predict that migration 
will both balance portable characteristics across space and reduce wage gaps. 
However, more recent theoretical models suggest that migration may boost regional 
imbalances in the short and medium run due to agglomeration economies, thereby 
inducing further migration in a cumulative causation mechanism. 

 
In either case, migration reshapes both concentration and geographic profiles as it 
redistributes workers across different regions. In this chapter we discuss the patterns of 
internal migration in order to shed light on the dynamics of those profiles. Drawing on 
data from several Latin American countries, we investigate who is migrating, the 
incentives driving migration, the kind of provinces sending and receiving migrants and 
the impact of migration on regional inequality. We also identify areas for further 
research where existing evidence is not conclusive. 
 
The study finds that migration rates vary widely within the region. While residents of 
Bolivia, Colombia and Paraguay are highly mobile across regions, the opposite is true 
in Argentina and Ecuador. However, independent of internal mobility rates, the factors 
driving migration seem to be the same in most countries: the search for better labor 
opportunities. Microdata on internal movements support this. Our estimations of 
migration elasticities show that wage opportunities have a significant effect on the 
amount of migrants attracted to a certain area (especially among skilled 
migrants).Therefore, people should have higher incentives to migrate in countries 
facing large spatial inequalities. However, other factors may motivate the decisions to 
migrate, such as access to better services (e.g. Guatemala), escape from conflict (e.g. 
Colombia) or proximity to roads and transportation options.  
 
Regardless of the factors fuelling internal movements, migration follows a well-defined 
pattern. In almost every country in our dataset, people are more prone to move from 

                                       
10 Although international migration represents a large percentage of migratory flows, the dynamic of regional inequality within a 
country is chiefly driven by internal movements. Therefore, in this chapter we focus on internal migration.  
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regions with a low stock of skills to ones with a higher stock of skills. Previous 
research supports these findings (see Borjas, 1992). Moreover, since migrants are not a 
random sample of the population, this reallocation has a direct impact on the 
concentration profile. In most countries the average migrant is among the most 
productive workers. The typical migrant is highly educated, young, receives a wage 
premium (likely due to unobserved characteristics like motivation) and is more likely 
to come from the upper deciles of the income distribution. Therefore, migration seems 
to drain lagging areas of some of their best workers, exacerbating regional differences 
in terms of human capital endowments. This is confirmed by micro-simulation 
exercises measuring the direct effect of migration on inequality through this channel 
(see Skoufias and Haimovich, 2008). 
   
The rest of the chapter is structured as follows. First, we review different economic 
theories of migration and their implications for regional inequality.  Second, we 
describe our dataset and the definitions of migration.  Third, we analyze the main 
patterns of internal migration in the region, paying special attention to the profile of 
average migrants and to the factors influencing their reallocation across space. In 
particular, we study the characteristics of sending and receiving provinces. Lastly, we 
discuss some plausible links between migration and both the geographic and 
concentration profile.         
 
Possible Explanations of the Causes and Impacts of Migration 
 
The human capital model has traditionally been used to explain patterns of internal migration. 
In this model, the decision to migrate is determined by comparing wages one would receive 
by staying to wages one would receive by migrating, less any costs associated with moving. 
The costs are both economic—such as the cost of traveling to a new location—and non-
economic—such as the cost of living apart from one’s family. Some costs may not appear 
economic initially, but have economic implications, such as the cost of living in a region 
where one does not have an entrenched and connected social network, which is often an 
important way of securing employment. 
 
The human capital model is very effective at explaining many common characteristics 
of migration observed in the data. For example, it predicts that young people are more 
likely to migrate because they face a longer time horizon over which increased 
earnings from migration would be amassed, and people with higher education levels 
are more likely to migrate because the wages they can realize for their level of 
education have a greater premium than those of the less educated. Migrants are 
disproportionately single because the emotional cost of distance is lower, and they are 
more likely to move to places where they know some friends or family so as to lower 
the cost of abandoning their social networks. While this model provides a plausible 
explanation for many migration patterns, however, it does not explain why rural-to-
urban migration would continue in the face of increasing urban unemployment.11 
 
The Todaro model (1969) builds on the human capital approach, adding the 
probability of finding employment to the calculation of the potential migrant’s 

                                       
11

 For further discussion see Yotopoulos and Nugent (1976), p. 223-236. 
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expected returns. In this model, the dynamic of migration leading to increased 
unemployment is accounted for because each additional migrant to a leading area 
lowers the probability of finding employment for all migrants. This model, however, 
still faces some of the same limitations as its predecessor, namely that the economic 
growth rate is constant and exogenously determined. As a result, even when an urban 
economy is growing and therefore encouraging migration, the additional labor will 
increase unemployment in the model by lowering the probability of employment, a 
result known as the “Todaro Paradox”. The model also does not capture inherent 
differences among prospective migrants, such as education level, risk tolerance, 
motivation or household characteristics. 
 
Over time, the human capital model predicts that wages (or expected wages in the 
Todaro model) will converge between sending and receiving regions. New workers 
will drive wages down in the leading area, while their departure simultaneously will 
increase the wage rate in lagging areas by making labor scarcer. In this scenario 
inequalities are reduced as income (or expected income in the Todaro model) 
converges spatially in the long term. The neoclassical growth model explains regional 
convergence with the same argument (Reichlin et al, 1997).  
 
However, this result is based on several assumptions that may not hold empirically, 
such as the lack of increasing returns to scale or externalities. Both factors are 
incorporated in the theory of the new economic geography. This theory emphasizes 
that “localization and urbanization economies arise from knowledge spillovers 
between people in proximity. For this reason, people are often more economically 
productive when they are around others, especially for people with skills. Migration 
and agglomeration feed off each other. Whether this is agglomeration in leading places 
within a geographic area, in leading areas within countries, or in leading countries 
within regions, human capital flows to economically leading places…” (WDR, 2009). 
Therefore, as workers move to leading areas within their country to realize higher 
incomes, this geographical reallocation may increase rather than decrease the wage 
gap due to increasing returns to scale. 
 
The presence of wage divergence may not necessarily increase spatial consumption 
inequality. Agglomeration theories incorporate alternative channels to achieve regional 
convergence. On the one hand, most of these models incorporate the fact that in the 
long run greater population concentration can increase congestions costs more than 
agglomeration economies. However, until congestions costs are large enough, periods 
of large immigration flows and increasing wage differentials can be observed (Kanbur 
and Rapoport, 2005). 
  
On the other hand, convergence in welfare levels can also be achieved if migrants 
send remittances back to their families in lagging areas. Most migrants maintain strong 
and active links with their home communities and send remittances (WDR, 2009).  
Remittances are seen as a key element of consumption convergence in the WDR 
(2009), because they often result in increased demand for local goods and investment 
in human capital in lagging areas. This effect is reinforced by the tendency of migrants 
to eventually return to the region of origin, bringing—and sharing—economic 
knowledge and spending their savings in lagging areas. Nevertheless, the relevant 
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question is whether these equalizing effects are significant in quantitative terms. 
Previous research suggests this may not be happening among skilled migrants, since 
the most educated workers are more prone to migrate on a permanent basis, along 
with their families, which reduces remittances and their equalizing effect (see Fani, 
2007). 
 
In summary, the sign of the impact of migration on spatial inequality is an empirical 
question, since different forces play in opposite ways.  In the rest of the chapter we 
attempt to shed some light on this discussion. 
 
Data Issues 
 
Our analysis is based on the Socio-Economic Database for Latin America and the 
Caribbean (SEDLAC), a large database of over 150 household surveys from 21 
countries assembled by the Universidad Nacional de la Plata and the World Bank. The 
database combines questions regarding internal migration from 18 countries in the 
region: Argentina, Bolivia, Brazil, Colombia, Costa Rica, Dominican Republic, Ecuador, 
El Salvador, Guatemala, Haiti, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, 
Uruguay and Venezuela (Table 5.1). While data are provided for two points in time 
whenever available, this chapter refers mainly to the most recent survey rounds 
available, ranging from 1998 to 2006. In order to gain a complete understanding of 
migration flows, we would like to observe an individual’s displacement over his or her 
lifespan. Household surveys do not usually capture as complete a picture as we would 
like, because they are limited to questions about birthplace, previous place of 
residence and current place of residence. As a result, literature on migration often 
relies on two constructed indicators: “recent” and “internal” migration. While many 
surveys do identify migrants, not all of them do so in exactly the same manner (Table 
5.1). 
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Table 5.1. Summary of Surveys and Definitions 

Internal Migration 

Country Name of 
Survey Year 

Definition 
 

Specific 
Question 

Identifying 
Rural-Urban 
Migrations 

Argentina EPH-C 2006 Standard *   

Bolivia ECH 2005 Standard *   

Brazil PNAD 2005 Standard    

Colombia ECV 2003 Standard  Yes 

Costa Rica EHPM 2006 Standard    

Dominican 
R. 

ENFT 2006 Years of residence (includes the option "born there") *   

Ecuador ENEMDU 2006 Ask if always lived there *   

El Salvador EHPM 1998 Standard definition (but regarding department)** Yes *** 

Guatemala ENEI-2 2004 Proxied by years of residence (includes the option "the whole life")   

Haiti ECVH 2001 Standard definition (but regarding region)**   

Honduras EPHPM 2006 Standard **   

Mexico ENIGH 2005 Data not available   

Nicaragua EMNV 2005 Standard  Yes 

Panama EH 2004 Data not available   

Paraguay EPHPM 2005 Standard definition (but regarding province)** Yes 

Peru ENAHO 2006 Standard   

Uruguay ECH 2000 Standard   

Venezuela EHM 2005 Proxied by years of residence (includes the option "the whole life")   

Note: The "standard" definitions of migration are: 
Internal migration: an individual who lives in a district different from their birthplace.   
Recent migration: an individual who lived in a different district five years ago. 
* Includes the option "in this locality " or "another place in the country". / ** Based on comparing 
regional codes.  
*** Only for those who change department. 
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Dominican 
R.

ENFT 2006 Years of residence (includes the option "born there") *

Colombia ECV 2003 Standard Yes

El Salvador EHPM 1998 Standard definition (but regarding department)** Yes ***

Haiti ECVH 2001 Standard definition (but regarding region)**

Mexico ENIGH 2005 Data not available

Panama EH 2004 Data not available

Peru ENAHO 2006 Standard

Venezuela EHM 2005 Proxied by years of residence (includes the option "the whole life")
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Table 5.1. Summary of Surveys and Definitions (cont.) 

Recent Migration 

Country Name of 
Survey Year 

Definition 

Specific 
Question 

Identifying 
Rural-Urban 
Migrations 

Argentina EPH-C 2006 Standard*   
Bolivia ECH 2005 Standard*   
Brazil PNAD 2005 Standard question (but regarding Unidade da Federação)   

Colombia ECV 2003 Years of residence Yes**** 
Costa Rica EHPM 2006 Residence two years ago   

Dominican R. ENFT 2006 Proxied by years of residence (includes the option "born there")* Yes *** 
Ecuador ENEMDU 2006 Proxied by years of residence*   

El Salvador EHPM 1998 Standard question (but regarding province) Yes *** 
Guatemala ENEI-2 2004 Proxied by years of residence   

Haiti ECVH 2001 Standard question (but regarding region) **   
Honduras EPHPM 2006 Standard    

Mexico ENIGH 2005 Standard  (regarding states)**   
Nicaragua EMNV 2005 Standard  Yes**** 
Panama EH 2004 Residence two years ago (regarding provinces or comarcas)   
Paraguay EPHPM 2005 Standard question (but regarding province) Yes  

Peru ENAHO 2006 Data not available   
Uruguay ECH 2000 Proxied by years of residence*   

Venezuela EHM 2005 Proxied by years of residence   
Note: The "standard" definitions of migration are: 
Internal migration: an individual who lives in a district different from their birthplace.  
Recent migration: an individual who lived in a different district five years ago. 
* Includes the option "in this locality " or "another place in the country". 
** Based on comparing regional codes.  
*** Only for those who change department. 
**** Only for those who change district. 
 
The working definition of a recent migrant is someone who five years before the time 
of the survey was living in a different municipality. In most countries the question of 
whether the individual lived in the same municipality five years before is comparable. 
However the Costa Rica and Panama surveys only report whether the individual lived 
in the same municipality two years before, capturing fewer recent migrants than the 
other surveys. In Argentina, Bolivia, Brazil, Colombia, Dominican Republic, Ecuador, 
Guatemala, Nicaragua, Uruguay and Venezuela, the survey results on recent migration 
are comparable. In El Salvador, Haiti, Mexico, Panama and Paraguay, the results are 
limited to moves from one province12 to another, and do not capture movements 
within a province. In the latter group, therefore, the surveys underestimate the amount 
of recent migration that takes place compared with the other countries surveyed. 
 
The indicator for internal migrants is usually defined as including all individuals who 
currently live in a municipality different from where they were born. It identifies 
almost all the individuals who have migrated at least once. People moving away from 

                                       
12

 The geographic nominations vary from country to country, including the Spanish words estado, provincia, departamento, cantón and unidad federativa. Throughout this 
chapter the word “province” will be used to refer to all of the above geographic categories: they are smaller than a región (region) but larger than a municipalidad 
(municipality).  
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Bolivia ECH 2005 Standard*

Dominican R. ENFT 2006 Proxied by years of residence (includes the option "born there")* Yes ***

Haiti ECVH 2001 Standard question (but regarding region) **

Panama EH 2004 Residence two years ago (regarding provinces or comarcas)

( g g )
Colombia ECV 2003 Years of residence Yes****

y y
El Salvador EHPM 1998 Standard question (but regarding province) Yes ***

Mexico ENIGH 2005 Standard  (regarding states)**

g y ( g g )
Peru ENAHO 2006 Data not available

Venezuela EHM 2005 Proxied by years of residence
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and then returning to their birthplace (circular migrants) constitute a small fraction of 
the sample. 
 
Given the limitations of the dataset, rural-to-urban migration may not be captured if it 
occurs within the same municipality, which underestimates the total amount of 
migration. In addition, data from three countries—El Salvador, Haiti, and Paraguay—
only record moves within provinces, further underestimating migratory flows. Only a 
few country surveys ask if the respondent was born “elsewhere,” without specifying if 
“elsewhere” includes other towns within the same province or only moves from one 
province to another. Lastly, three countries define internal migration as those 
individuals who have not lived their entire life in one location. This methodology 
could also overestimate the number of internal migrants by including those individuals 
who migrated away but intend to return to their birthplace. The most comparable 
definitions are found in the datasets from Argentina, Bolivia, Brazil, Colombia, Cost 
Rica, Dominican Republic, Honduras, Nicaragua, Peru and Uruguay. 
 
In addition to the difficulties in comparing the dataset across countries, there are 
several general limitations for analyzing within-country migration using this type of 
household survey. These include approximating the characteristics at the time of the 
decision to migrate based on current characteristics, lack of information about 
movements within a province, and overlaps or exclusions from different categories. 
The most disturbing is the lack of information about the individual’s living situation or 
characteristics at the time that he or she decided to migrate. We are only able to 
observe the situation and characteristics of a migrant ex-post, without knowing 
whether his or her economic situation or access to services, for example, have 
improved since migrating away from the home province. 
 
Another drawback is that the dataset often does not capture movements within a 
province, underestimating the amount of migration in a country. This also means that 
we are unable to analyze the determinants of the different combinations of migratory 
movements between urban and rural areas. In the case of circular migrants, the dataset 
can only identify those who have returned and are currently living in their place of 
origin. This excludes circular migrants who are living away from their place of origin 
at the time of the survey but plan to return there, as well as those who at some point 
returned to their place of origin only to move once more. They will instead be 
classified either as internal and/or recent migrants, depending on the amount of time 
passed since their move. 
 
Who is Migrating? 
 
As migration reallocates workers across space, the concentration profile is reshaped. 
The final configuration that arises from this process depends mainly on the interaction 
of two factors: the profile of the average migrant and the characteristics of the regions 
pulling/pushing migrants. The first topic is addressed below, and the latter in the next 
section. 
 
A common finding in the migration literature is that those who choose to move are not 
a random sample of the population. A comparison of the per capita income of 
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migrants and non-migrants illustrates this point. In most countries the income 
distribution of migrants is shifted to the right, showing both a higher mean per capita 
income and a lower likelihood of being poor. In a majority of countries, including 
Argentina, Bolivia, Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Paraguay 
and Venezuela, internal migrants are more likely to be at the top of the income 
distribution (Skoufias and Haimovich, 2008). These differences can be driven by 
selection of migrants on both observable and unobservable attributes, among other 
factors. 
 
A natural strategy to characterize migrants in terms of observable attributes is to 
compute probit models for the decision to move. These models13 indicate that the 
likelihood of migrating generally decreases with age, number of children and 
household size, increases with education level, and is higher for men. These findings 
support the predictions of the human capital model: young people face a longer time 
horizon over which to reap the benefits of higher wages and are therefore more likely 
to migrate, whereas having children imposes an emotional cost that may discourage 
migration. 
 
The results of the probability models are consistent with previous studies, indicating 
that the likelihood of migrating increases with educational level in Argentina, Brazil, 
the Dominican Republic, Haiti, Mexico and Venezuela (Table 5.2). However, country-
level evidence on marital status is mixed. Married people are less likely to migrate in 
the Dominican Republic and Nicaragua, which is consistent with the human capital 
model, but more likely to migrate in Honduras and Mexico. In most countries the 
number of children under the age of 18 is a significant deterrent to migration. Though 
little data are recorded regarding self-identification of ethnicity, evidence from 
Guatemala shows that individuals whose native language is not Spanish—such as the 
Mayans—are less likely to migrate, as are those who are neither white nor mestizo in 
Brazil and Nicaragua. This result seems to support the human capital model’s premise 
moving costs are higher where a potential migrant has no existing social network to 
rely upon. 
 

                                       
13

 The models were run for household heads ages 25 to 65. The first model shows the benchmark, while the second model includes a variable to control for race (Mestizo or 
Caucasian).   
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Table 5.2. Probability of Migrating by Characteristics 

Model 1 Model 1 Model 2 Model 1 Model 2 Model 1 Model 1 Model 2

Male 0.1550 0.066** 0.066** 0.190** 0.191** 0.1020 0.0070 0.0070
[0.079] [0.014] [0.014] [0.063] [0.063] [0.090] [0.073] [0.073]

Secondary incomplete 0.0650 -0.0280 -0.0280 -0.0640 -0.0640 0.197** 0.306** 0.306**
[0.101] [0.029] [0.029] [0.055] [0.055] [0.072] [0.079] [0.079]

Secondary complete 0.1080 -0.051** -0.052** -0.0100 -0.0100 0.206* 0.395** 0.395**
[0.081] [0.016] [0.016] [0.060] [0.060] [0.084] [0.078] [0.078]

College incomplete 0.271* 0.137** 0.137** -0.0450 -0.0460 0.319** 0.420** 0.420**
[0.108] [0.027] [0.027] [0.099] [0.099] [0.073] [0.109] [0.109]

College complete 0.414** 0.146** 0.145** 0.1020 0.1010 0.2340 0.550** 0.550**
[0.093] [0.022] [0.022] [0.079] [0.079] [0.121] [0.085] [0.085]

Age -0.069** -0.043** -0.043** -0.061** -0.061** -0.044* 0.0080 0.0080
[0.024] [0.005] [0.005] [0.017] [0.017] [0.022] [0.022] [0.022]

Squared age 0.001* 0.000** 0.000** 0.000* 0.000* 0.0000 0.0000 0.0000
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]

Single 0.0460 0.0150 0.0160 -0.1360 -0.285* -0.285*
[0.081] [0.081] [0.080] [0.107] [0.114] [0.114]

Other marital status -0.1130 0.0450 0.0460 0.1520 -0.0290 -0.0290
[0.100] [0.074] [0.074] [0.093] [0.078] [0.078]

Number of children under 18 (5 years ago) -0.082** -0.051** -0.051** -0.070** -0.068** -0.145** -0.143** -0.143**
[0.027] [0.006] [0.006] [0.020] [0.020] [0.028] [0.026] [0.026]

Occidental native language

White or Mestizo 0.0390 0.1140
[0.023] [0.063]

Constant -0.7770 0.1380 0.1030 0.4810 0.3820 -0.2290 -1.435** -1.435**
[0.466] [0.099] [0.102] [0.355] [0.354] [0.430] [0.448] [0.448]

Observations 18629.0000 99647.0000 99647.0000 18560.0000 18560.0000 9756.0000 5964.0000 5964.0000
Pseudo R2 0.1100 0.0400 0.0400 0.0500 0.0500 0.0800 0.0900 0.0900
Robust standard errors in brackets
* significant at 5%; ** significant at 1%

Argentina Brazil Colombia Costa Rica Dominican Rep.

 
 

Table 5.2. Probability of Migrating by Characteristics (cont.) 

Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 Model 1

Male -0.0440 -0.0450 0.174** 0.174** 0.0780 0.0840 -0.431** -0.430** 0.0880
[0.071] [0.071] [0.067] [0.067] [0.146] [0.146] [0.074] [0.074] [0.054]

Secondary incomplete -0.1060 -0.1000 -0.1640 -0.1640 0.0320 0.0660 0.754** 0.751** -0.1060
[0.079] [0.079] [0.161] [0.161] [0.177] [0.174] [0.126] [0.126] [0.059]

Secondary complete 0.0120 0.0260 0.0050 0.0050 -0.0550 -0.0270 0.900** 0.907** -0.1170
[0.077] [0.077] [0.092] [0.092] [0.150] [0.148] [0.282] [0.280] [0.066]

College incomplete -0.1290 -0.1120 -0.0080 -0.0080 -0.1950 -0.1670 -0.0520
[0.094] [0.095] [0.153] [0.153] [0.225] [0.221] [0.084]

College complete -0.0540 -0.0360 -0.1690 -0.1690 0.3660 0.3980 1.062** 1.114** 0.0310
[0.099] [0.099] [0.099] [0.099] [0.225] [0.224] [0.184] [0.182] [0.098]

Age -0.0250 -0.0230 -0.045* -0.045* -0.125** -0.119** -0.0110 -0.0110 -0.037*
[0.022] [0.022] [0.021] [0.021] [0.043] [0.043] [0.026] [0.026] [0.015]

Squared age 0.0000 0.0000 0.001* 0.001* 0.0000 0.0000 0.0000
[0.000] [0.000] [0.001] [0.001] [0.000] [0.000] [0.000]

Single 0.0290 0.0290 0.0160 0.0500 0.1180 0.1050 0.132*
[0.056] [0.056] [0.232] [0.240] [0.132] [0.132] [0.063]

Other marital status -0.0200 -0.0200 -0.1760 -0.1550 0.226** 0.222** 0.1060
[0.126] [0.126] [0.158] [0.157] [0.079] [0.078] [0.066]

Number of children under 18 (5 years ago) -0.067** -0.070** -0.052** -0.052** -0.0420 -0.0470 -0.0370 -0.0360 -0.044**
[0.023] [0.023] [0.018] [0.018] [0.034] [0.034] [0.021] [0.021] [0.013]

Occidental native language 0.2660 0.542** -0.5020 0.0000
[0.208] [0.154] [0.318] 0.0000

White or Mestizo -0.1000 0.2070
[0.083] [0.111]

Constant -0.7570 -0.4390 -0.1190 -0.1190 0.7600 0.9430 -1.837** -2.352** -0.5600
[0.493] [0.451] [0.426] [0.426] [0.868] [0.863] [0.641] [0.581] [0.293]

Observations 14237.0000 14237.0000 9176.0000 9176.0000 10623.0000 10623.0000 5268.0000 5268.0000 16456.0000
Pseudo R2 0.0600 0.0600 0.0700 0.0700 0.0800 0.0600 0.1900 0.1900 0.0300
Robust standard errors in brackets
* significant at 5%; ** significant at 1%

Ecuador El Salvador Guatemala Haiti Honduras
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Model 1 Model 1 Model 2 Model 1 Model 2 Model 1 Model 1 Model 2
Argentina Brazil Colombia Costa Rica Dominican Rep.

Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 Model 1

Ecuador El Salvador Guatemala Haiti Honduras

Male 0.1550 0.066** 0.066** 0.190** 0.191** 0.1020 0.0070 0.0070
[0.079] [0.014] [0.014] [0.063] [0.063] [0.090] [0.073] [0.073]

College complete 0.414** 0.146** 0.145** 0.1020 0.1010 0.2340 0.550** 0.550**
[0.093] [0.022] [0.022] [0.079] [0.079] [0.121] [0.085] [0.085]

Secondary complete 0.1080 -0.051** -0.052** -0.0100 -0.0100 0.206* 0.395** 0.395**
[0.081] [0.016] [0.016] [0.060] [0.060] [0.084] [0.078] [0.078]

Squared age 0.001* 0.000** 0.000** 0.000* 0.000* 0.0000 0.0000 0.0000
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]

Male -0.0440 -0.0450 0.174** 0.174** 0.0780 0.0840 -0.431** -0.430** 0.0880
[0.071] [0.071] [0.067] [0.067] [0.146] [0.146] [0.074] [0.074] [0.054]

Secondary complete 0.0120 0.0260 0.0050 0.0050 -0.0550 -0.0270 0.900** 0.907** -0.1170
[0.077] [0.077] [0.092] [0.092] [0.150] [0.148] [0.282] [0.280] [0.066]

College complete -0.0540 -0.0360 -0.1690 -0.1690 0.3660 0.3980 1.062** 1.114** 0.0310
[0.099] [0.099] [0.099] [0.099] [0.225] [0.224] [0.184] [0.182] [0.098]

Squared age 0.0000 0.0000 0.001* 0.001* 0.0000 0.0000 0.0000
[0.000] [0.000] [0.001] [0.001] [0.000] [0.000] [0.000]

Other marital status -0.0200 -0.0200 -0.1760 -0.1550 0.226** 0.222** 0.1060
[0.126] [0.126] [0.158] [0.157] [0.079] [0.078] [0.066]

Occidental native language 0.2660 0.542** -0.5020 0.0000
[0.208] [0.154] [0.318] 0.0000

Constant -0.7570 -0.4390 -0.1190 -0.1190 0.7600 0.9430 -1.837** -2.352** -0.5600
[0.493] [0.451] [0.426] [0.426] [0.868] [0.863] [0.641] [0.581] [0.293]

Other marital status -0.1130 0.0450 0.0460 0.1520 -0.0290 -0.0290
[0.100] [0.074] [0.074] [0.093] [0.078] [0.078]

Occidental native language

White or Mestizo 0.0390 0.1140
[0.023] [0.063]
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Table 5.2. Probability of Migrating by Characteristics (cont.) 

Model 1 Model 1 Model 2 Model 1 Model 2 Model 1 Model 1

Male 0.256** 0.270* 0.286* 0.0370 0.0220 0.0650 0.0950
[0.090] [0.128] [0.132] [0.103] [0.103] [0.074] [0.050]

Secondary incomplete 0.0180 0.0110 0.0240 0.1970 0.223* -0.0400 0.113**
[0.090] [0.144] [0.146] [0.104] [0.102] [0.053] [0.043]

Secondary complete 0.1420 -0.0350 -0.0160 0.2330 0.291* -0.0110 0.2820
[0.106] [0.200] [0.202] [0.126] [0.123] [0.075] [0.145]

College incomplete 0.333* -0.0640 -0.0770 0.396* 0.475** -0.0190 0.1740
[0.133] [0.303] [0.309] [0.172] [0.166] [0.073] [0.094]

College complete 0.303** -0.0030 -0.0030 0.2350 0.331** 0.0550 0.348**
[0.083] [0.220] [0.221] [0.127] [0.120] [0.071] [0.055]

Age -0.0340 0.0090 0.0070 -0.0320 -0.0330 -0.034* -0.0040
[0.026] [0.040] [0.041] [0.029] [0.030] [0.017] [0.016]

Squared age 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]

Single 0.323** -0.749** -0.763** 0.0000 -0.0110 0.0460 -0.0210
[0.110] [0.284] [0.288] [0.113] [0.114] [0.085] [0.063]

Other marital status -0.0080 0.0720 0.0690 0.1420 0.1510 0.0340 -0.0380
[0.102] [0.118] [0.121] [0.142] [0.143] [0.079] [0.062]

Number of children under 18 (5 years ago) -0.0410 -0.096** -0.102** -0.108** -0.108** -0.058** -0.095**
[0.026] [0.028] [0.029] [0.030] [0.030] [0.020] [0.016]

Occidental native language 0.2240 0.213*
[0.220] [0.097]

White or Mestizo 0.459*
[0.199]

Constant -1.090* -2.269* -2.474** -0.5840 -0.4690 -0.4800 -1.359**
[0.510] [0.907] [0.921] [0.607] [0.610] [0.367] [0.327]

Observations 18858.0000 5544.0000 5289.0000 3569.0000 3569.0000 11870.0000 30673.0000
Pseudo R2 0.0600 0.0700 0.0800 0.0900 0.0800 0.0200 0.0600
Robust standard errors in brackets
* significant at 5%; ** significant at 1%

Mexico Nicaragua Paraguay Uruguay Venezuela

 
 
Aside from the Dominican Republic and Nicaragua,14 probability models for age and 
education and age and gender are consistent with the previously outlined trends for 
these variables (Figure 5.1 and 5.2).15 
 

                                       
14

 However, in both cases the age coefficients are not statistically significant. 
15 Unfortunately the data do not allow for a characterization of a person or household’s economic situation at the time the family member took the decision of whether or 
not to migrate, but rather at the time of the survey. As a result, it is possible that higher or lower income relative to non-migrant households is a result of the decision to 
migrate, rather than an impetus for it. In addition, since most surveys do not record exactly when a person migrated, but rather whether they moved in the past five years, it 
is not possible to reconstruct economic data for average conditions in the sending region at the time the decision was made, for the sake of comparison. 
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Model 1 Model 1 Model 2 Model 1 Model 2 Model 1 Model 1
Mexico Nicaragua Paraguay Uruguay Venezuela

Male 0.256** 0.270* 0.286* 0.0370 0.0220 0.0650 0.0950
[0.090] [0.128] [0.132] [0.103] [0.103] [0.074] [0.050]

Secondary complete 0.1420 -0.0350 -0.0160 0.2330 0.291* -0.0110 0.2820
[0.106] [0.200] [0.202] [0.126] [0.123] [0.075] [0.145]

Squared age 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]

College complete 0.303** -0.0030 -0.0030 0.2350 0.331** 0.0550 0.348**
[0.083] [0.220] [0.221] [0.127] [0.120] [0.071] [0.055]

Other marital status -0.0080 0.0720 0.0690 0.1420 0.1510 0.0340 -0.0380
[0.102] [0.118] [0.121] [0.142] [0.143] [0.079] [0.062]

Occidental native language 0.2240 0.213*
[0.220] [0.097]

Constant -1.090* -2.269* -2.474** -0.5840 -0.4690 -0.4800 -1.359**
[0.510] [0.907] [0.921] [0.607] [0.610] [0.367] [0.327]
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Figure 5.1. Probability of Migration, by Age and Education 
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Figure 5.2. Probability of Migration, by Age and Gender 
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Unobservable Characteristics: Do Migrants Earn Higher Wages than Observably 
Identical Non-migrants? 
 
Another relevant question is whether migrants earn higher wages than observably 
identical non-migrants. So far we have only described the observable profile of 
migrants. However, unobserved characteristics are expected to play a role in the 
decision to migrate. Some theories predict that workers in lagging areas who are least 
successful will choose to migrate in hopes of improving their lot. Others would 
suggest the most motivated or productive would choose to migrate. One way to 
explore this is by studying the wage gap between migrants and non-migrants. If 
migrants are found to receive higher wages than non-migrants (at the destination) with 
similar characteristics, this can be regarded as evidence of positive self-selection bias. 
Nevertheless, we should be cautious with this result since it could also be driven by an 
existing premium in the receiving area (i.e. returns to migration). 
  
With this shortcoming in mind, we explore self-selection in the migration decision by 
determining the sign of the wage gap between migrants and non-migrants. We 
estimated Mincer equations for the logarithm of the hourly wage, including as 
regressors a dummy variable identifying migrants, a set of educational dummy 
variables (incomplete primary is the omitted category), age, squared age, dummies 
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identifying wage earners and self-employed workers (employer is the omitted 
category), a dummy that equals one for males, and a set of state dummies to capture 
differences in the cost of living in each state. The sample is restricted to people aged 
25 to 55. 
 
When considering internal migrants (Table 5.3), four of the six countries in the dataset 
show a statistically significant association between being a migrant and wages, and all 
four show that the association is positive. Similarly, of the ten countries in the dataset 
with data on recent migration, three show a statistically significant and positive 
association between migrants and wages (Table 5.4). While the result is not significant 
in all countries in LAC, it does appear that many countries have a positive wage 
premium for migrants, so that even if they had the same observable characteristics as 
non-migrants, they would earn higher wages. 
 
Identifying to what extent this premium is being driven by selection bias or by returns 
to migration is an issue that goes beyond the scope of this report. Nevertheless, 
previous research for specific countries has disentangled the factors contributing to this 
wage gap. For example, Tannuri, Pianto and Arias (2006) found that in Bolivia 
migrants at the low quantiles of the conditional earnings distribution are negatively 
selected, but achieve a positive return to migration.  
 
As mention above, one of the major shortcomings of this analysis is the lack of 
information regarding the economic situation of migrants at the time of their decision 
to migrate. This missing data would allow for a better understanding of why 
households or individuals decide to migrate and whether they are able to realize the 
gains they were seeking or not.  
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Table 5.3. Wage Premium, Internal Migrants 
(employed household head men aged 25 to 55) 

 
 

Table 5.4. Wage Premium, Recent Migrants 
(employed household head men aged 25 to 55) 

 

Recent migrant 0.016 0.219** 0.051** 0.044 -0.043 -0.067 0.055 0.096**
[0.035] 

-0.095 0.089
[0.039] [0.084] [0.009] [0.041] [0.039] [0.036] [0.039] [0.075] [0.055]

Primary complete 0.168** 0.297** 0.340** 0.180** 0.182** 0.293** 0.386** 0.273** 0.243** 0.175**
[0.028] [0.097] [0.010] [0.037] [0.024] [0.035] [0.023] [0.023] [0.040] [0.051]

Secondary incomplete 0.315** 0.404** 0.436** 0.225** 0.349** 0.376** 0.673** 0.551** 0.453** 0.357**
[0.029] [0.070] [0.014] [0.038] [0.028] [0.058] [0.030] [0.021] [0.040] [0.056]

Secondary complete 0.526**
[0.028] 

0.525** 0.678** 0.347** 0.512** 0.698** 0.996** 0.861**
[0.027] 

0.648** 0.768**
[0.068] [0.008] [0.039] [0.028] [0.035] [0.034] [0.055] [0.067]

College incomplete 0.759** 0.865** 1.242** 0.430** 0.841** 0.970** 1.404** 1.089** 0.532** 1.093**
[0.031] [0.089] [0.015] [0.060] [0.032] [0.055] [0.043] [0.039] [0.094] [0.092]

College complete 1.137** 1.384** 1.642** 1.040** 1.264** 1.294** 1.772** 1.549** 1.399** 1.267**
[0.029] [0.077] [0.012] [0.043] [0.031] [0.041] [0.047] [0.025] [0.056] [0.073]

Age 0.039**
[0.008] 

0.065** 0.052** 0.043** 0.030** 0.061** 0.017 0.046**
[0.009] 

0.023 0.02
[0.025] [0.003] [0.014] [0.009] [0.013] [0.011] [0.016] [0.021]

Squared age -0.000** -0.001* -0.001** -0.000** -0.000** -0.001** 0 -0.001** 0 0
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]

Wage earners -0.137** -0.174* -0.511** -0.630** -0.307** -0.398** -0.441** -0.298** -0.747** -0.296**
[0.026] [0.075] [0.012] [0.053] [0.026] [0.050] [0.030] [0.030] [0.047] [0.064]

Self-employed -0.419*  *
[0.029] 

-0.666*  *
[0.076  

-0.635** -0.541** -0.409** -0.599** -0.296** -0.501*  *
[0.033] 

-0.791*  *
[0.048] 

-0.618**
]

0.07 
[0.013] [0.054] [0.028] [0.055] [0.034] [0.067]

Constant 0.544**
[0.153] 

0.309** 3.549** -0.289 0.991** 2.588** 1.987**
[0.186] 

2.062** 7.986**
[0.489] [0.075] [0.286] [0.189] [0.258] [0.211] [0.329] [0.432]

Observations 9726 2086 54137 3190 8781 4201 6781 11650 3231 2181
R-squared 0.33 0.38 0.47 0.29 0.27 0.34 0.4 0.39 0.31 0.33
Adj R-squared 0.33 0.37 0.47 0.28 0.27 0.34 0.39 0.38 0.31 0.33
Standard errors in brackets
* significant at 5%; ** significant at 1%

Argentina Bolivia Brazil Dominicana Nicaragua ParaguayEcuador El salvador Honduras Mexico

Internal migrant -0.027 0.075** 0.032 0.072** 0.068* 0.108** 
[0.014] [0.006] [0.024] [0.020] [0.028] [0.040] 

Primary complete 0.156** 0.339** 0.290** 0.390** 0.243** 0.242** 
[0.029] [0.010] [0.035] [0.023] [0.040] [0.052] 

Secondary incomplete 0.311** 0.437** 0.383** 0.672** 0.459** 0.418** 
[0.030] [0.014] [0.058] [0.030] [0.040] [0.057] 

Secondary complete 0.541** 0.682** 0.709** 0.996** 0.651** 0.842** 
[0.030] [0.008] [0.035] [0.034] [0.055] [0.068] 

College incomplete 0.765** 1.252** 0.983** 1.402** 0.548** 1.204** 
[0.032] [0.014] [0.056] [0.043] [0.094] [0.095] 

College complete 1.143** 1.651** 1.290** 1.780** 1.393** 1.306** 
[0.030] [0.012] [0.041] [0.047] [0.056] [0.074  ]

0.019 Age 0.047** 0.052** 0.065** 0.016 0.024
[0.008] [0.003] [0.013] [0.011] [0.016] [0.022] 

Squared age -0.000** -0.001** -0.001** 0 0 0
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

Wage earners -0.118** -0.509** -0.385** -0.438** -0.748** -0.281** 
[0.027] [0.012] [0.051] [0.030] [0.047] [0.067] 

Self-employed -0.396** -0.630** -0.568** -0.292** -0.787** -0.614** 
[0.029] [0.013] [0.055] [0.034] [0.048] [0.069] 

Constant 0.378* 0.277** 0.882** 2.580** 2.006** 7.882** 
[0.156] [0.075] [0.258] [0.212] [0.328] [0.439] 

Observations 9360 54055 4201 6757 3224 2044 
R-squared 0.35 0.48 0.34 0.4 0.32 0.36 
Adj R-squared 0.34 0.48 0.33 0.39 0.31 0.35 

Nicaragua ParaguayArgentina Brazil El salvador Honduras

Standard errors in brackets
* significant at 5%; ** significant at 1%
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Nicaragua ParaguayArgentina Brazil El salvador Honduras

Internal migrant -0.027 0.075** 0.032 0.072** 0.068* 0.108**
[0.014] [0.006] [0.024] [0.020] [0.028] [0.040]

Secondary incomplete 0.311** 0.437** 0.383** 0.672** 0.459** 0.418**
[0.030] [0.014] [0.058] [0.030] [0.040] [0.057]

College incomplete 0.765** 1.252** 0.983** 1.402** 0.548** 1.204**
[0.032] [0.014] [0.056] [0.043] [0.094] [0.095]

0.019Age 0.047** 0.052** 0.065** 0.016 0.024
[0.008] [0.003] [0.013] [0.011] [0.016] [0.022]

Wage earners -0.118** -0.509** -0.385** -0.438** -0.748** -0.281**
[0.027] [0.012] [0.051] [0.030] [0.047] [0.067]

Constant 0.378* 0.277** 0.882** 2.580** 2.006** 7.882**
[0.156] [0.075] [0.258] [0.212] [0.328] [0.439]

R-squared 0.35 0.48 0.34 0.4 0.32 0.36

Argentina Bolivia Brazil Dominicana Nicaragua ParaguayEcuador El salvador Honduras Mexico

Recent migrant 0.016 0.219** 0.051** 0.044 -0.043 -0.067 0.055 0.096**
[0.035]

-0.095 0.089
[0.039] [0.084] [0.009] [0.041] [0.039] [0.036] [0.039] [0.075] [0.055]

[ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ]
Secondary incomplete 0.315** 0.404** 0.436** 0.225** 0.349** 0.376** 0.673** 0.551** 0.453** 0.357**

[0.029] [0.070] [0.014] [0.038] [0.028] [0.058] [0.030] [0.021] [0.040] [0.056]

Age 0.039**
[0.008]

0.065** 0.052** 0.043** 0.030** 0.061** 0.017 0.046**
[0.009]

0.023 0.02
[0.025] [0.003] [0.014] [0.009] [0.013] [0.011] [0.016] [0.021]

College incomplete 0.759** 0.865** 1.242** 0.430** 0.841** 0.970** 1.404** 1.089** 0.532** 1.093**
[0.031] [0.089] [0.015] [0.060] [0.032] [0.055] [0.043] [0.039] [0.094] [0.092]

Wage earners -0.137** -0.174* -0.511** -0.630** -0.307** -0.398** -0.441** -0.298** -0.747** -0.296**
[0.026] [0.075] [0.012] [0.053] [0.026] [0.050] [0.030] [0.030] [0.047] [0.064]

[ ] [ [ ] [ ]]
0.07

[ ] [ ] [ ] [ ] [ ] [ ]
Constant 0.544**

[0.153]
0.309** 3.549** -0.289 0.991** 2.588** 1.987**

[0.186]
2.062** 7.986**

[0.489] [0.075] [0.286] [0.189] [0.258] [0.211] [0.329] [0.432]

R-squared 0.33 0.38 0.47 0.29 0.27 0.34 0.4 0.39 0.31 0.33
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Characteristics of Provinces that Send or Receive Migrants 
 
The analysis carried out in the previous section suggests that the most educated and 
productive workers reallocate themselves across space through migration.  In order to 
assess the impact of this reallocation on reshaping concentration profiles and returns 
to characteristics, the next step is to determine where migrants are moving to. Overall 
it appears that most internal migration is toward a country’s main leading economic 
areas, inducing a reallocation of the labor force from low-skilled areas to highly skilled 
ones. This result, combined with the profile of migrants found above, suggest that 
migration would exacerbate the regional differences in terms of characteristics.    
 
In order to analyze these patterns, we begin by studying simple correlations between 
socio-economic indicators and migratory flows (Table 5.5a and b). In all countries, 
provinces with high poverty rates, low unemployment, less access to water and lower 
average education receive fewer recent migrants. Among sending provinces, however, 
the picture is more mixed, and the correlations do not always show the expected sign. 
Several studies (listed in Greenwood, 1997), find the same result: socio-economic 
conditions in the sending provinces are relatively unimportant to understand migration 
patterns.16 The patterns of migration seem more understandable when considering all 
internal migrants, not only the recent ones. In all countries but Nicaragua, the signs of 
the correlations confirm the role of poverty, access to basic services and education as 
both pull and push factors. However, the behavior of the unemployment rate is still 
counter-intuitive.17 
 

Tables 5.5a. Correlation between Migration and Socio-economic Variables (recent 
migration) 

In-migration (pull)

0.18 
-0.86 
0.16 
0.10 
-0.51 

0.63
0.68
0.72
0.12
0.21

-0.27
0.11
-0.41
-0.37
0.08
-0.76
-0.41
0.42
-0.24
-0.17

0.15 
0.16 
-0.43 

-0.44
-0.02
0.01
-0.20
0.13
-0.81
-0.34
-0.32
-0.40
-0.39

-0.25
-0.02
0.50
0.41
0.07
0.64
-0.05
-0.17
0.27
0.00

0.49
0.42
0.55
0.78
0.77
0.84
0.73
0.19
0.18
0.65

0.10
0.16
0.28

0.38 
0.10 
0.17 
0.50 
0.04 
0.57 
0.73 
0.07 
0.51 
0.49 

-0.17
-0.42
-0.34
-0.61
-0.76
-0.79
-0.76
-0.18
-0.28
-0.45

Argentina 
Bolivia 
Dominican R.
Ecuador
El Salvador 
Haiti
Honduras
Mexico
Nicaragua
Panama

Y. educationUnemployment 
Emigration (push)

Acces to waterPovertyY. educationAcces to waterUnemploymentPoverty 
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 Some of these studies state that the decision to move is sensitive to personal characteristics of the residents (like age and education) but not to the job opportunities of their 
localities. However, once people decide to move, destination characteristics drive the choice of the locality to which these people will move. Other authors argue that these 
results could be driven by differences in the population’s propensity to migrate. Since people who have already moved once are more prone to move again, localities pulling 
a large number of migrants also face a high rate of out-migration (Greenwood, 1975). 
17

 Previous studies have also found that migratory movements are higher towards areas with high unemployment (for instance Greenwood, 1975 and Greenwood, 1997). 
One common theory holds that the relationship is causal in the other direction, meaning that it is precisely the increased in-migration that leads to high unemployment, while 
another theory suggests that the unemployed represent a small segment of the population. Considering that unemployment rates may be a minor concern for those who 
choose to migrate (e.g. if migrant are among the most skilled groups in the population or if they have a job when they migrate), the influence of unemployment rates on 
aggregate migration flows could be minimal. Other authors suggest that since unemployment is higher among the least mobile groups, such as the unskilled, it is less salient 
as a “push” factor. Another possibility is that the unemployed are more responsive to turnover rates than unemployment rates.  
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In-migration (pull)
Y. educationUnemployment

Emigration (push)
Acces to waterPovertyY. educationAcces to waterUnemploymentPoverty

-0.270.15-0.44-0.250.490.100.38-0.17Argentina

0.180.63 0.080.130.070.770.04-0.76El Salvador

-0.41-0.430.010.500.550.280.17-0.34Dominican R.

0.160.72 -0.41-0.34-0.050.730.73-0.76Honduras

-0.510.21 -0.24-0.400.270.180.51-0.28Nicaragua
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Tables 5.5b. Correlation between Migration and Socio-economic Variables (internal 
migration) 

 

Poverty Unemployment Acces to water Y. education Poverty Unemployment Acces to water Y. education

Argentina -0.12 0.30 0.00 0.27 0.58 -0.35 -0.29 -0.46
Bolivia -0.43 0.24 0.27 0.48 0.37 -0.36 -0.46 -0.39
El Salvador -0.77 0.04 0.64 0.77 0.45 -0.07 -0.12 -0.25
Haiti -0.94 0.77 0.72 0.90 0.49 -0.87 -0.82 -0.68
Honduras -0.75 0.76 0.68 0.75 0.49 -0.79 -0.45 -0.68
Nicaragua -0.49 0.63 0.39 0.37 -0.07 -0.18 0.00 0.08

In-migration (pull) Emigration (push)

In countries with multiple leading areas, migrants seem to move to the geographically 
closest leading area, pointing to the importance of distance in internal migration. As 
previously mentioned, emigration rates are particularly high in the provinces that 
border these leading areas, rather than in the poorest provinces in countries such as 
Ecuador, El Salvador and Honduras. In the case of Honduras, two maps show flows of 
recent migrants to the two main leading areas: Francisco Morazán, where the capital 
city of Tegucigalpa is located (Figure 5.3), and Cortés, home to the industrial hub of 
San Pedro Sula (Figure 5.4). It is clear that migration to the two main receiving 
provinces is predominantly originating in the surrounding provinces, regardless of 
poverty levels. 
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Poverty Unemployment Acces to water Y. education Poverty Unemployment Acces to water Y. education

In-migration (pull) Emigration (push)

Argentina -0.12 0.30 0.00 0.27 0.58 -0.35 -0.29 -0.46

El Salvador -0.77 0.04 0.64 0.77 0.45 -0.07 -0.12 -0.25

Honduras -0.75 0.76 0.68 0.75 0.49 -0.79 -0.45 -0.68
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Figure 5.3. Migration to Leading Areas and Poverty in Honduras: F. Morazán 
 

(a) Internal Migration 

> 54.7 49.1 - 54.7 43.6 - 49.1

37.1 - 43.6 19.6 - 37.1 0 - 19.6

No data

Poverty (%):

 
 
 

(b) Recent Migration 

> 54.7 49.1 - 54.7 43.6 - 49.1

37.1 - 43.6 19.6 - 37.1 0 - 19.6

No data

Poverty (%):
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Figure 5.4. Migration to Leading Areas and Poverty in Honduras: Cortés 
 

(a) Internal Migration 

> 54.7 49.1 - 54.7 43.6 - 49.1

37.1 - 43.6 19.6 - 37.1 0 - 19.6

No data

Poverty (%):

 
 
 

(b) Recent Migration 

> 54.7 49.1 - 54.7 43.6 - 49.1

37.1 - 43.6 19.6 - 37.1 0 - 19.6

No data

Poverty (%):

 
 

In the case of Francisco Morazán, of the five leading origins of immigrants, four are 
provinces that border the capital province. Similar spatial patterns emerge in Ecuador, 
El Salvador, Panama, Paraguay and Peru. However, none of the main sending 
provinces—for either recent or all internal migrants—are among the four with the 
highest poverty rates in Honduras, not even the one of the four that borders Francisco 
Morazán. In the case of Cortés, three of the four bordering provinces are the main 
origin provinces for recent migrants. Only one sending province is among the four 
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with highest poverty rates, and it is the one that shares the longest border with Cortés. 
Another main origin location for Cortés is actually Francisco Morazán, which supports 
the trend of urban-to-urban migration among migrants in LAC (see Skoufias and 
Haimovich, 2008). 
 
Elasticity of Migration 
 
In order to further analyze the geographical patterns of migration, we compute 
elasticities of migration to a relatively higher wage rate in the receiving province and 
to distance (Table 5.6a and 5.6b). The results show that across the countries in the 
sample, skilled workers are more likely to migrate in response to higher earnings 
potential, while the unskilled are more deterred from migrating by distance. This may 
be because the cost of migrating for the unskilled is not offset by the increased wage 
they would earn at their skill level.18 Among skilled workers, the decision to migrate is 
most sensitive to wages in Argentina, Ecuador, Mexico and Paraguay.  

 
Table 5.6a. Inter-district Migration 

(individuals aged 25 to 65 with at least high school completed) 

Argentina Brazil Dominican Ecuador Honduras Mexico Paraguay
Rep.

Log (wage) 1.070*** -0.003 1.006 3.954*** 2.592 1.404* 1.503
[0.335] [0.368] [0.745] [0.767] [2.222] [0.794] [1.111]

Log (wage-previous residence) -0.173 0.703* -1.865*** -1.774** 1.520 -0.190 -1.434*
[0.379] [0.389] [0.505] [0.785] [1.882] [0.716] [0.726]

log (distance) -0.269** -0.812*** 0.150 -0.340* -0.422* -0.391*** -0.159
[0.109] [0.080] [0.163] [0.204] [0.242] [0.123] [0.295]

Unemployment 0.149*** 0.090** 0.031 0.042 0.050 -0.072 0.081
[0.050] [0.037] [0.040] [0.074] [0.077] [0.067] [0.130]

Unemployment (previous residence) -0.233*** -0.112*** -0.047* -0.147* -0.040 -0.095 -0.272***
[0.051] [0.038] [0.027] [0.074] [0.064] [0.066] [0.097]

Age 0.306* 0.226*** -0.028 0.209* -0.169 -0.119 -0.072
[0.159] [0.058] [0.091] [0.106] [0.152] [0.100] [0.107]

Age (previous residence) -0.625*** -0.239*** 0.079 -0.436*** -0.077 -0.127 -0.082
[0.155] [0.060] [0.065] [0.132] [0.145] [0.104] [0.095]

Years of education 1.325*** -0.074 0.013 -0.477 0.521 -0.868** -0.828
[0.353] [0.358] [0.484] [0.423] [0.659] [0.408] [0.587]

Years of education (previous residence) -1.717*** -0.484 -0.578* 0.443 -1.386** 0.253 0.538
[0.338] [0.372] [0.299] [0.474] [0.579] [0.432] [0.430]

Average access to water 0.372 0.288*** -0.017 0.000 0.006 0.015 0.057
[0.386] [0.087] [0.017] [0.000] [0.008] [0.031] [0.064]

Average access to water (previous residence) -0.851** -0.316*** -0.008 0 -0.012 -0.008 -0.033
[0.373] [0.089] [0.006] [0.000] [0.008] [0.033] [0.044]

Constant 66.981 14.889 14.387** 10.726 9.119 16.865* 10.941
[52.358] [13.151] [5.979] [6.877] [9.915] [9.553] [15.791]

Observations 194 395 104 117 60 220 50
R-squared 0.49 0.39 0.42 0.37 0.68 0.1 0.51
Adj R-squared 0.46 0.37 0.35 0.32 0.6 0.05 0.37
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%  
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 Substantial evidence exists indicating that less skilled potential migrants are less responsive to economic incentives (see Gianetti, 2003 for a discussion on this). 
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Argentina Brazil Dominican Ecuador Honduras Mexico Paraguay
Rep.

Log (wage) 1.070*** -0.003 1.006 3.954*** 2.592 1.404* 1.503
[0.335] [0.368] [0.745] [0.767] [2.222] [0.794] [1.111]

log (distance) -0.269** -0.812*** 0.150 -0.340* -0.422* -0.391*** -0.159
[0.109] [0.080] [0.163] [0.204] [0.242] [0.123] [0.295]

Unemployment (previous residence) -0.233*** -0.112*** -0.047* -0.147* -0.040 -0.095 -0.272***
[0.051] [0.038] [0.027] [0.074] [0.064] [0.066] [0.097]

Age (previous residence) -0.625*** -0.239*** 0.079 -0.436*** -0.077 -0.127 -0.082
[0.155] [0.060] [0.065] [0.132] [0.145] [0.104] [0.095]

Years of education (previous residence) -1.717*** -0.484 -0.578* 0.443 -1.386** 0.253 0.538
[0.338] [0.372] [0.299] [0.474] [0.579] [0.432] [0.430]

Average access to water (previous residence) -0.851** -0.316*** -0.008 0 -0.012 -0.008 -0.033
[0.373] [0.089] [0.006] [0.000] [0.008] [0.033] [0.044]

[ ] [ ] [ ] [ ] [ ] [ ] [ ]
Observations 194 395 104 117 60 220 50
R-squared 0.49 0.39 0.42 0.37 0.68 0.1 0.51
Adj R-squared 0.46 0.37 0.35 0.32 0.6 0.05 0.37
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Table 5.6b. Inter-district Migration 
(individuals aged 25 to 65 with high school not completed) 

 

Argentina Brazil Dominican Ecuador Honduras Mexico Paraguay
Rep.

Log (wage) 0.387 0.080 1.457* 2.335*** 2.193*** -0.081 -0.594
[0.321] [0.614] [0.853] [0.867] [0.698] [0.591] [0.441]

Log (wage-previous residence) -0.231 0.376 0.072 -1.700* 1.781*** 1.067* 0.422
[0.369] [0.561] [0.578] [1.019] [0.656] [0.636] [0.447]

log (distance) -0.336** -0.820*** -0.359*** -0.743*** -0.791*** -0.348*** -0.732***
[0.150] [0.096] [0.123] [0.175] [0.128] [0.114] [0.226]

Unemployment 0.153*** -0.017 0.070 0.067 0.360** -0.138* -0.102
[0.049] [0.034] [0.092] [0.072] [0.175] [0.082] [0.082]

Unemployment (previous residence) -0.219*** -0.016 0.031 -0.406*** -0.374** -0.187* -0.104
[0.047] [0.035] [0.051] [0.074] [0.181] [0.096] [0.091]

Age 0.332** 0.174*** -0.035 -0.016 -0.211 0.016 -0.178
[0.138] [0.062] [0.078] [0.183] [0.137] [0.104] [0.139]

Age (previous residence) -0.608*** -0.401*** 0.187*** -0.532*** -0.105 -0.058 0.265*
[0.140] [0.065] [0.059] [0.203] [0.142] [0.099] [0.143]

Years of education 0.607 0.443** 0.205 0.576** -0.169 0.161 -0.038
[0.479] [0.210] [0.215] [0.236] [0.243] [0.202] [0.294]

Years of education (previous residence) 0.58 -0.347* -0.532*** 0.315 -0.200 -0.017 -0.149
[0.498] [0.210] [0.195] [0.243] [0.249] [0.169] [0.237]

Average access to water -0.165** -0.050** -0.001 0.000 0.013* -0.002 0.014
[0.080] [0.022] [0.006] [0.000] [0.008] [0.016] [0.012]

Average access to water (previous residence) 0.051 0.071*** -0.011* 0 -0.008 -0.017 0.016
[0.082] [0.023] [0.006] [0.000] [0.008] [0.016] [0.010]

Constant 17.46 12.637*** -6.69 24.885* 7.407 2.831 2.875
[12.586] [4.184] [6.424] [12.952] [7.701] [7.299] [12.667]

Observations 137 383 157 127 145 244 73
R-squared 0.4 0.29 0.35 0.47 0.54 0.07 0.32
Adj R-squared 0.35 0.27 0.3 0.43 0.5 0.03 0.19
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%  
 
 
We can use the same framework to directly explore the impact of migration on the 
concentration profile of human capital endowments in different regions. Estimating the 
same models, but controlling only by distance and average education in both origin 
and destination, allows us to examine if migration flows exacerbate or reduce regional 
inequalities in factor endowments. Independently of the reason (better jobs, 
infrastructure, etc.), the evidence indicates that people move from low-skilled areas to 
highly skilled ones (Table 5.7).  Since our previous analysis indicates that migrants are 
among the most productive workers, migration does not reduce but rather increase 
inequalities in the allocation of portable characteristics across space. In other words, 
migratory flows seem to be clustering the most productive workers in leading regions.19 
 
 
 

                                       
19

 Previous research supports this result. For instance, Borjas (1992) finds that the skill endowments of potential locations are an important driving force of internal migration 
flows, and that skilled migrants move to areas with the highest human capital concentration. Ritsila and Ovaskainen (2001) also find that migration redistributes skilled 
workers from remote areas to the centers of economic activity in Finland. 
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Table 5.7. Inter-district Migration (males aged 25 to 65) 

Arg Dom Ecu Els Hon Mex Nic Mex Par

Log (distance) -0.312*** -0.221* -0.566*** -0.644*** -0.510*** -0.282*** -0.095 0.027 -0.466**
[0.112] [0.114] [0.147] [0.151] [0.144] [0.095] [0.189] [0.242] [0.217]

Log(Y.edu: origin) -7.120*** -2.931*** -2.757*** -1.194*** -1.073*** -0.152 -1.605*** -2.454*** -0.395
[2.022] [0.382] [0.667] [0.258] [0.284] [0.597] [0.438] [0.678] [0.439]

Log(Y.edu: destination) 7.699*** 1.904*** 4.961*** 2.017*** 1.840*** -0.202 1.765*** 1.475* 0.187
[2.123] [0.368] [0.721] [0.255] [0.285] [0.713] [0.490] [0.817] [0.456]

Constant 1.123 5.462*** -1.106 2.568** 2.540** 2.981 1.411 2.288 4.892**
[7.199] [1.218] [2.303] [1.017] [0.971] [2.099] [1.576] [2.529] [2.036]

Observations 200 129 151 101 128 287 72 46 72
R-squared 0.15 0.420 0.380 0.570 0.380 0.030 0.280 0.280 0.080
Adj R-squared 0.14 0.410 0.360 0.560 0.360 0.020 0.250 0.230 0.040
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%  
 
This result is supported by micro-simulation exercises. Skoufias and Haimovich (2008) 
examine the direct effect of this geographical redistribution of characteristics on 
regional inequality in LAC countries. They found that in most countries inequality 
would decrease if migrants returned to the province where the household head was 
born.  An important assumption behind these exercises is that returns to characteristics 
remain unaltered after this large reallocation of workers.   
 
The Impact of Migration on Returns to Characteristics  
 
A quantitative assessment of the impact of migration on the returns to characteristics in 
different geographic regions is an enormously complex task that goes beyond the 
scope of this report. The previous analysis shows that internal migration seems to be 
clustering most productive workers in the leading areas of LAC countries.  Theoretical 
models predict that this reallocation of human capital could either narrow or widen 
regional wage gaps depending on the characteristics of the productive process—
chiefly on whether increasing returns to scale and agglomeration economies exist.20 
   
As explained above, two main approaches can be used to explain the relationship 
between regional convergence/divergence and migration: classical frameworks or 
theories based on agglomeration economies (the new economic geography). These 
theoretical models define a different dynamic for returns to characteristics in the short 
run.  On the one hand, classical theories predict regional convergence in returns by 
assuming costless migration and constant returns to scale. Over time, new workers will 
drive wages down in the leading area, while their departure will simultaneously 
increase the wage rate in lagging areas by making labor scarcer. In this scenario, 
migration constantly reduces inequalities as income converges spatially in the long 
term. On the other hand, theories based on agglomeration economies suggest that 
people are often more economically productive when they are around others, 
especially for high-skilled workers. These theories argue that most educated workers 
earn higher returns where they are abundant, since externalities arise from knowledge 
spillovers when they are located close to one another. In this case, we would expect 

                                       
20

 If we consider theories of migration with heterogeneous labor, the picture is much more complex.  The model discussed in Lucas (1997) is a good illustration of this point.  
If migrants are more likely to be highly educated, their spatial relocation not only affects the equilibrium in the skilled labor market but also in the unskilled one (in both 
sending and receiving regions). As described by Lucas, the sign of the effect will depend upon whether they are complements or substitutes. It will be determined by the skill 
mix, the skills of migrants and the state of technology. Therefore, unskilled non-migrant wages may go up or down even if migration reduces wage differentials for the 
migrating skill group. 
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the reallocation of workers through migration to exacerbate the regional imbalance in 
returns, at least in the short run. 
  
Therefore, we cannot predict the impact of migration on the dynamic of returns since 
it depends on whether agglomeration effects and economies of scale are significant in 
each country.21 Indeed, previous research shows mixed evidence on the impact of 
migration on welfare convergence. On the one hand, Salvatore (1980) finds that 
migration helped to close wage gaps between the north and south of Italy during 
1952-1976. Similar results are found by Lucas for migration within southern Africa. As 
well, Garrett (2005) finds that higher internal labor mobility is associated with lower 
income inequality in India and Indonesia. 
 
On the other hand, Greenwood et al (1981) and Garcia Ferrer (1980) find that 
migration increases regional wage gaps in Mexico and Spain, respectively. Williamson 
(1991) observed that, in the US over the period 1890-1941, the real wage gap between 
urban and rural areas showed a remarkable persistence over five decades despite a 
continuous unidirectional migration flow into urban areas.22   
Fujita and Tabuchi (1997)23 explain the rise in regional inequality in Japan after 1975 by 
the impact of agglomeration economies on the income growth in large metropolitan 
areas (such as Tokyo). 
 
The presence of wage divergence in the short term may not necessarily increase 
spatial consumption inequality. First, most of these models incorporate the fact that in 
the long run greater concentration of population can add more to congestions costs 
than to agglomeration economies. A number of studies find empirical evidence that 
support this prediction (see for instance Broersma et al, 2008 and Martínez-Galarraga 
et al, 2008). However, until congestions costs are large enough, periods of large 
immigration flows and increasing wage differentials can be observed (Kanbur and 
Rapoport, 2005).  
  
Second, convergence in welfare levels can also be achieved if migrants send 
remittances back to their families in lagging areas. In fact, the WDR (2009) views 
remittances and transfer payments as a key element of consumption convergence. 
Carlino et al (1995) shows that regional distribution of transfer payments constitutes an 
important factor fuelling convergence (especially in periods of persistent regional 
shocks to earnings). Some studies find that in several Latin American countries 
remitted earnings not only increase the consumption of receiving households, but also 
lower the incidence of poverty in their communities and increase investment in 
education (Adams Jr., 2006 and Acosta, Fajnzylber and Lopez, 2007, as quoted in 
WDR, 2009). Nevertheless, recent research has challenged the quantitative importance 
of remittances as an equalizing mechanism (Kanbur and Rapoport, 2005). 
 
 
 
                                       
21

 Classical frameworks could be a more adequate model for countries where light industries prevail (e.g. apparel, leather, footwear, textiles, wool products, etc.), since 
economies of scale are low in these sectors. However, the assumption of constant returns to scale is questionable in economies where heavy industries are preponderant (e.g. 
motor vehicles, chemicals, engineering, etc.). See WDR (2009) for a discussion on this. 
22

 As quoted in Ozgen et al (2009). 
23

 As quoted in the WDR (2009). 
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Conclusion 
 
This study found evidence that migration exacerbates imbalances in the distribution of 
characteristics. Migrants are not a random sample of the population but are among the 
most productive workers. The typical migrant is highly educated, young, receives a 
wage premium (likely due to unobserved characteristics like motivation) and is more 
likely to come from the upper deciles of the income distribution. Since in most 
countries internal movements reallocate workers from areas with a low stock of skills 
to ones with a higher stock of skills, these migratory flows seem to be increasing 
inequalities in the concentration profile. Whether these reallocations of workers will 
increase or decrease the gap in returns depend critically on the existence of 
agglomeration economies.  Although the WDR (2009) builds a strong case for the role 
of agglomeration economies in economic growth, it remains to be more conclusively 
established whether agglomeration economies are present in each country and what 
association they may have with wage inequality in LAC countries.  
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CHAPTER 6: TWO APPROACHES IN THE DESIGN 
OF POVERTY ALLEVIATION PROGRAMS 

Two Explanations of Poverty and their Implications for Public Policy 

 As discussed in Chapter 1, much of the current policy debate on the design of 
poverty programs may be understood in the context of two differing views of 
poverty. The concentration view leads to poverty program design that stresses 
the importance of individuals, private assets and the market as the engines of 

rural development. Under this view, education and health policy, social infrastructure 
and cash transfers targeted to the poor are the principal policy levers to improve social 
outcomes by promoting human capital accumulation. The emphasis is on 
mobile/portable assets which increase labor productivity and hence the returns to 
labor. Migration is seen as an optimal response that allows individuals to take 
advantage of their human capital.  

Programs that draw on a more geographic view of poverty recognize the significance 
of education, health and social infrastructure, but emphasize the promotion of local 
economic development through productive activities. Migration is seen as unavoidable, 
but a process that imposes hardship on individuals, families and communities. 
Interventions emphasize reducing migration through the promotion of local 
development. Territorial development programs are flagship strategies based on a 
geographic explanation of poverty, and conditional cash transfers are seen as a partial 
and transitory response to poverty.  

In sum, the concentration view emphasizes the importance of human capital and 
migration, while the geographic view emphasizes the need to generate economic 
opportunities at the local level to reduce migration. This chapter reviews the two most 
distinct interventions based on these approaches: (i) conditional cash transfers and (ii) 
territorial policies. 

Before advancing in the discussion, it is important to indicate that while substantial 
evidence exists on the impact of conditional cash transfer programs on health, 
nutrition and education, little information is available to assess the impact of territorial 
programs on local economic opportunities.24 This limits this chapter to reviewing the 
activities of several high-profile territorial programs and pointing out tentative strengths 
and weaknesses. However, more detailed research and evaluation—beyond the scope 
                                       
24

 However, quite a large body of literature on territorial programs focuses on the set of conditions that regional programs should meet in order to be considered successful 
(De Janvry and Sadoulet, 2004, and Schejtman and Berdegue, 2004).   
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of this report—is needed to gain a better understanding of how these programs are 
impacting the geographic distribution of poverty.   

Conditional Cash Transfer Programs 

One of the best-known and longest-running conditional cash transfer program is 
Mexico’s Progresa/Oportunidades. 25 Oportunidades was one of several interventions 
implemented during the Mexican crises of 1995 with the aim of not only immediately 
alleviating the negative impact of poverty, but also helping people to escape poverty 
and its consequences. The program provides monetary transfers to poor families 
conditional upon investments in human capital, such as sending children to school or 
bringing them to health centers on a regular basis. The use of demand-side 
interventions to directly support beneficiaries represents a marked departure from 
traditional supply-side mechanisms, such as general subsidies and capital investments 
in schools and hospitals. The program introduced additional design innovations, 
including both a short-term focus on poverty alleviation through transfers and a long-
term focus through incentives for investing in human capital; an explicitly strong 
coordination between education, health and nutrition; and a focus on co-responsibility 
between the state and its citizens.  A robust impact evaluation design was incorporated 
into the initial stages of the program, to help evaluate the effectiveness of these 
innovations. 

Oportunidades uses geographic targeting to reach the poorest households in 
marginalized rural communities. The most remarkable features of the program are that 
it uses cash instead of in-kind social assistance and the conditional nature of its 
benefits. In contrast to previous interventions, the fundamental hypothesis is that 
providing assistance in cash tends to be more efficient, for two reasons. First, cash 
transfers involve lower transaction costs and leakages can be more effectively 
controlled by providing benefits directly to the intended beneficiaries. Second, cash 
transfers are more flexible, allowing households to allocate the additional resources 
according to their different specific needs.  

The conditions for receiving program benefits were designed to reinforce the principle 
of “co-responsibility” of parents in educating their children and keeping them healthy. 
This design feature ensures that in using the cash assistance, parents keep their focus 
on the education, health and nutrition of their children.  The underlying idea is to 
motivate families to do their part in reducing poverty and its intergenerational 
transmission. Looking at it differently, the design of Oportunidades generates both 
“income” and “price” effects on household demand for children’s education and health 
care. These effects are brought about respectively by the income-augmenting effect of 
the cash transfer and the conditional nature of the subsidies. 

Yet another feature of Oportunidades is that unlike earlier social programs in Mexico, 
it is multi-sectoral. By design, the program simultaneously involves health, education 
and nutrition interventions. The integrated nature of the program reflects the belief that 
addressing all of these key dimensions of human capital simultaneously is the best 
                                       
25

 The program was originally launched as Progresa, and the name was changed to Oportunidades when the program was expanded by the next administration. This report 
uses the current name, Oportunidades. 
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strategy to achieve significant results, by exploiting positive linkages among those 
dimensions. For example, it is clear that education has a positive impact on health, and 
good health and nutrition in turn have positive effects on education (e.g. they improve 
a child’s ability to learn). 

Oportunidades goes beyond collecting output indicators to also focus on measures of 
impact, such as malnutrition as measured through the height and weight of children. 
The initial impact evaluation provided the government with evidence of the program’s 
success in increasing human capital accumulation, which aided the subsequent 
administration in deciding to continue the program and expand into urban areas.  Not 
only did the evaluation results influence the program’s own future, but it also gave 
impetus to the creation of similar conditional cash transfer programs in many countries 
in Latin America and a growing number outside of the region. Many of these programs 
have included robust impact evaluations as part of their program design, a testimony 
to the high standards set by Oportunidades for evaluating social programs. Programs 
in Honduras and Nicaragua have experimental designs based on random assignment, 
while the Colombian and Brazilian programs have quasi-experimental designs, but still 
rely on baseline and follow-up surveys of treatment and comparison groups.   

The impact evaluations of Oportunidades documented significant positive effects of 
the program on health, nutrition and education attendance in rural areas. Improving 
the design and operation of the program in urban areas remains a pressing issue. The 
impacts on school enrollments, graduation and dropout rates are much smaller in 
urban areas compared to rural areas (Hernández Avila et al., 2006). This is likely due 
to the fact that opportunity cost is higher in urban areas, while subsidies are the same 
(Escobar Latapí and González de la Rocha, 2005).  

Territorial Development Strategies 

The main objective of territorial development strategies is to promote local 
development through territorially-based economic coordination. A territorial approach 
to development focuses primarily on the generation, accumulation and utilization of 
territorially-based resources, as opposed to a human development approach, in which 
resources are portable. This approach considers a wide variety of issues around the 
relationship of territory and poverty, including a territory’s physical and natural 
environment, economic activities, social organizations and public institutions, and 
cultural, socioeconomic and demographic characteristics.  

Several types of territorial policies have been employed in Latin America, varying 
according to the geographic level (local, sub-national/regional plans or national) as 
well as by the types of interventions (Table 6.1).  
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Table 6.1. A Classification of Territorial Programs 
 Infrastructure Infrastructure + institution 

building (CDD) 
(A)+(B) + Incentives 
for investing in 
human capital 

Local 
Development 

 Tres Fronteras (Argentina), Manejo 
de la Micro Cuenca Sisaqueña 
(Bolivia), Mesa de Concertación 
(Peru)  

 

Subnational/Re
gional 

Plan Pacífico (Colombia); 
Plan Puebla-Panamá 
(Mexico-Central America) 

North East/Ceará (Brazil)  

National 
Strategy 

 SIFs Microregions (Mexico)  
FONCODES (Peru) 

Source: Soto (2008). 

Local development strategies such as rural territorial development (RTD) and 
community-driven development (CDD) programs promote investments in infrastructure 
by establishing local government institutions that facilitate the active participation of all 
agents in a given territory. Examples of this type of programs include Tres Fronteras 
project in Monte Caseros, Argentina and Mesa de Concertación, in Cajamarca, Peru.26  

Sub-national or regional programs include Plan Pacífico in Colombia and Plan Puebla-
Panama in Mexico and Central America. The interventions within these programs 
target a region within a country or regions across countries. These programs have 
focused mainly on infrastructure. National development strategies targeted to small and 
specific areas are designed by the central government. Therefore, their flexibility to 
adapt to the local circumstances is more limited compared to CDDs. Examples of these 
kinds of programs are Desarrollo de Zonas Extremas in Chile, FONCODES in Peru and 
Microregiones in Mexico.  

Regional territorial strategies usually privilege larger-scale projects such as highways 
and power plants, while local territorial strategies tend to focus on socially-oriented 
interventions, such as schools and clinics or household water and electricity networks. 
Individual projects for regional approaches tend to be fewer in quantity but larger in 
scale compared with those for localities, for example, highways vs. rural roads, 
hospitals vs. clinics, and clusters vs. cooperatives. In addition, local-level interventions 
are generally designed to be more open to participation from local actors than regional 
plans.  The subsequent sections27 review the design, operation and results of four 
flagship territorial development programs in Latin America—two regional sub-national 
plans and two local-level strategies of national scope in Mexico, Colombia and Peru. 
The review is based mostly upon secondary data sources as well as interviews with 
program operators. A major obstacle in the investigation is the very limited availability 
of systematic information, especially quantitative data on investment and external 
evaluations. This is an important finding in and of itself, insofar as it reveals that 
territorial development initiatives in LAC are neither well understood nor evaluated. 

                                       
26

 A longer list of examples can be found at Centro Latinoamericano para el Desarrollo Rural (RIMISP) conference on RTDs’ website: http://www.fondominkachorlavi.org. 
27

 The sections summarize the findings from a background paper for this regional study analyzing a set of development programs in LAC using a territorial approach, 
prepared by Soto et al (2008).  
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The following four programs were reviewed: 

1. The Peru National Compensation and Social Development Fund (FONCODES) is 
a nation-wide, local-level initiative which reaches some of the poorest and more isolated 
communities in the country. The program primarily delivers basic social infrastructure 
such as electricity, schools and sanitation.  The program is managed by the central 
government, but it is open to participation from beneficiaries and communities. 

2. The Mexican Microregiones Strategy was a nation-wide, local-level initiative 
which works in marginalized rural municipalities. It focused primarily on 
delivering basic social infrastructure and services in strategic localities which 
have an economic and social influence on other localities (see Box 6.1 for a 
more detailed description).  

3. The Colombia Plan Pacífico is a regional-level initiative funded by the 
national government which works in one of the poorest areas of the country, 
the Pacific coast. It focuses mainly on delivering relatively large infrastructure 
projects related to energy, transport, telecommunications, mining and forestry. 
The program emphasizes the adequate use and control of natural resources.  

4. The Mexican chapter of Plan Puebla-Panamá (PPP-M) is a regional strategy 
directed at promoting economic development in the southern Mexican states, 
which are among the poorest in the country. The PPP-M primarily focuses on 
the construction of medium and large infrastructure projects such as highways, 
ports, airports, irrigation, energy, telecommunications and sanitation.  

Source: Soto (2008). 

Box 6.1 Microregiones Strategy 
Microregiones had three basic features. First, investments were not dispersed through the micro-region but 
concentrated on specific localities—centros comunitarios de desarrollo (community development centers)—
assessed to have the potential to act as development centers within a certain area of influence. Second, although 
the program had its own development budget, it mostly tried to promote and coordinate investment and service 
provision to the centros comunitarios by other government bodies. And third, achievements were measured on 
the basis of provision of new services.  

The project targeted marginal areas using a territorial approach, clustering investments to achieve a critical 
mass of infrastructure and services, and trying to coordinate the local development activities of different 
agencies. Program implementation was found to be difficult because of the lack of a strong commitment from 
other agencies and local authorities, local private sector and civil society. One reason for the lack of a strong 
commitment is that the program was associated with one agency, the Social Development Secretariat 
(SEDESOL).  Another reason was the top-down approach, which did not help attract local commitment. 
Investments were chosen by different agencies based on check lists of what micro-regions were supposed to 
have as development assets and services. Finally, most investments went to social infrastructure and services, 
and only a minority to employment and income-generating activities. This is not surprising as promoting local 
productive projects requires work with local communities to identify opportunities and processes. This in turn 
requires two resources that were in short supply in the program: a large running budget, and a large number of 
specially trained, highly motivated staff capable of building virtuous cycles of public-private partnerships.  

Impact evaluations for Microregiones found that it helped establish and consolidate basic infrastructure and 
services in the centros comunitarios, like the construction of non-dirt floors and availability and access to 
computing and internet services through the Community Learning Centers. An OECD (2007) report also points 
to the important impact of Microregiones through the number of centros connected by roads.  
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a) Effectiveness of territorial strategies in achieving stated goals and objectives 

The review of territorial approaches points to their overall limited effectiveness in 
promoting investment in infrastructure. With the exception of FONCODES, investment 
attributable to these initiatives (i.e., projects that would not have been made in their 
absence) are for the most part unclear. When they do exist, such effects tend to be 
very limited in size and concentrated in scope. Therefore, expected impacts on 
economic and social conditions are quite small.  

The review indicates that local-level initiatives have been more effective than regional-
level ones in boosting investment and delivering projects. For regional programs, no 
evidence exists that the level of investment directed to their specific regions increased 
substantially in absolute and relative terms, or beyond previous initial trends. With 
some notable exceptions (mainly when additional international funding or special 
budgetary appropriations were available), most projects were already in the plans of 
other sectoral agencies and sub-national governments. Investment kept flowing and 
more projects were done in the regions, but that was not because of these specific 
regional plans, which then only put their stamp upon them. 

Among the local-level initiatives, FONCODES seems to have been effective in directing 
investment and delivering basic social infrastructure. However, this effectiveness seems 
to derive not from a particularly strong design or operation, but more from the fact 
that it had substantial financial resources and political backing. Also, the program 
operated in remote rural communities with little input from other central, departmental 
or municipal agencies. The impacts of Microregiones result from the fact that it 
invested directly most of its own resources in tangible projects such as cement floors, 
public computing and internet facilities in rural localities where it was virtually the 
only initiative investing in these types of projects. In localities in which Microregiones 
had little impact, other government agencies—especially municipal governments—
usually had enough capacity and were already planning or doing most of the job. 

External evaluations (GRADE, 2007, Alcázar and Wachtenheim, 2005, Instituto Apoyo, 
2000) suggest that FONCODES had small but statistically significant impacts on 
variables related with poverty reduction, such as school conditions, child health and 
diversification of household income-generation activities.28 Microregiones also had 
small but significant impacts in terms of reducing marginalization and isolation, 
specifically with the prevalence of dirt floors and the lack of access to computing and 
internet facilities in rural localities.  

On the whole, local-level initiatives have some achievements in terms of improving the 
local social infrastructure. However, the results from these programs are not enough to 
contend that they are reducing poverty (Table 6.2).  

                                       
28

 The validity and size of these and other impacts of FONCODES are not quite clear, mainly because of selection bias, inadequate control groups and other technical 
problems in the impact estimations from some of the external evaluations. See GRADE (2007), Alcázar and Wachtenheim (2005) and Instituto Apoyo (2000). 
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Table 6.2. Relation between Trends and Results of the Interventions 

 Poverty trends in the area of 
intervention 

Outputs and results of the interventions

FONCODES Rural poverty fell from 35.6% to 
27.2% between 2001 and 2004.   

No impact evaluation of the program. 
The program concentrated on social 
infrastructure. 

Microregione
s 

Poverty rates and marginalization 
indexes decreased.   

 

Statistically significant and large impacts 
of the program on cement floors and 
access to public computing and the 
internet. 

Plan Puebla-
Panamá 

Poverty rates and marginalization 
indexes decreased.   

No impact evaluation of the program. 
The program concentrates on the 
construction of roads 

Plan Pacífico The regional Unsatisfied Basic 
Needs Index and the regional 
Quality of Life Index registered a 
slight improvement during 1993-
2005. 

No impact evaluation of the program. 
The program provided social 
infrastructure such as basic social 
services. 

Source: Soto (2008). 

b) Major strengths and weaknesses 

The achievements and shortcomings of territorial programs can be explained mainly 
by conceptual and operational design, technical capacity and operational efficiency, 
political clout and formal authority, and the availability of funds to invest in projects. 
These features can have a major negative or positive impact on planning, project 
selection and implementation, institutional coordination and social participation, which 
in turn determine the effectiveness of the initiatives. Not enough data is available to 
fully assess these characteristics, but based on the available evidence, the general 
picture of the programs is mixed. 

In terms of technical capacity, these programs demonstrate considerable knowledge 
about the problems of the territories, which is essential for good planning. The 
diagnostics of PPP-M and Plan Pacífico (Colombia) clearly showed the need for 
infrastructure in their regions, although data was somewhat unsystematic. FONCODES 
and Microregiones had better data and viewed the territory in a more comprehensive 
and integrated way. These programs considered the dynamics and interaction between 
physical, financial and natural territorial capital and people’s human and social capital 
assets, which was then reflected in projects and choice of localities. The diagnostics, 
data and conceptual design of Microregiones appear to be the most useful for 
planning.  

A weakness of PPP-M, Plan Pacífico, and to some extent Microregiones, is that they 
had limited budget of their own to invest in projects. In principle, this should not be a 
problem. They are all conceived as “umbrella initiatives” that help target and 
coordinate the investment budgets of other agencies in the national governments, and 
in some cases negotiate with the corresponding sub-national governments within their 
territories. However, when it comes to influencing the investment decisions of other 
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actors who have  their own responsibilities, priorities and budgets, having the capacity 
to put additional resources into common-pool projects seems to be an advantage, and 
not having it seems to be an important limitation.  

In most of the specific interventions and projects in which territorial strategies made a 
difference, substantial additional resources were brought to bear. This money became 
a useful tool to negotiate with other actors, and created incentives to redirect and 
redesign investments to maximize everybody’s objectives and interests. In the many 
instances in which territorial strategies brought little to no resources to the table, they 
had limited impact on the investments decisions of other actors. The case of 
FONCODES—designed to be more top-down and semi-independent than the other 
three programs—illustrates the point that managing resources directly can help 
improve effectiveness. The drawback of this approach is that it limits top-down and 
bottom-up coordination, which is one of the goals of territorial initiatives. The 
concentration of resources of a territorial initiative in a given program leads to the 
identification of the strategy with a single institution, which limits the intended 
coordination.  

One characteristic of territorial development initiatives has been their limited capacity 
to coordinate with other relevant governmental actors. The broad scope of territorial 
initiatives means that they need to set rules and guidelines, exchange information, 
select projects, follow up implementation and evaluate results concurrently with a 
number of national, sub-national and local agencies. This requires having the 
resources and capacities to influence the decision-making processes, i.e., to set 
priorities, design projects and execute investments at the central, regional and local 
level. Although they indeed developed some of these assets, the evidence suggests 
that, for the most part, the initiatives did not actually have as much as they needed. 

For regional-level programs, interviews with program operators and the analysis of 
official documents and published data suggest that PPP-M and Plan Pacífico were not 
able to coordinate with and influence the decisions of other actor implementing 
projects within their regions. This was due mainly to halfhearted and changing political 
support from the higher echelons of government, as well as unclear formal authority 
with respect to other line ministries and agencies. Although they actually won some 
deals, in many instances they became just another player at the table, but with little 
money, power and voice to affect the outcomes of the game.  

For local-level programs, Microregiones initially had substantial technical and 
operational capacity as well as formal authority with regard to the operational rules of 
other federal programs investing in the micro-regions. In the case of FONCODES, its 
top-down operational design and relatively deep pockets, at least in the remote and 
politically unstable rural areas it served, allowed it to work almost on its own. Even 
though there were several attempts to work together with other ministries such as 
agriculture, education and health, in the end this was characterized more by 
competition than collaboration. Also, FONCODES did very little with departmental 
governments, and even in the case of municipal governments, it was more a case of 
doing what the other government levels were not able to do rather than an effort to 
coordinate. Therefore, even if the program actually delivered projects, it fell short of 
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mobilizing additional resources and developing institutional capacities in the territory, 
thereby limiting effectiveness. 

Social participation for the regional initiatives was generally limited to informal 
consultations with NGOs and academics concerning specific projects, but there is no 
evidence that these actors actually influenced decisions. However, at least for the case 
of PPP-M, a frequent form of social involvement was outright opposition from social 
groups, mostly organized peasants, indigenous peoples and rural communities 
working outside the formal policy process, which sometimes ended up precluding or 
derailing projects.  

Social participation was more salient and diverse for local-level initiatives, ranging 
from consultations to voting on manual labor or pecuniary contributions. In the case of 
Microregiones, even if participation by local residents was generally low, most projects 
included at least some kind of informal consultation or community assemblies, and in 
many instances the direct beneficiaries actually decided the type of projects they 
wanted. Moreover, for critical public works projects such as water wells and pipelines, 
communities sometimes contributed with unpaid labor, although most times the locals 
worked in projects in temporary employment schemes in exchange for a salary. As for 
FONCODES, the high degree of participation the program reported can be explained 
mostly by the fact that it hired and paid local workers for the construction of public 
works. Communities had a double incentive to get involved in the decision-making 
process: the project and the jobs. In spite of the successful anecdotal cases for both 
Microregiones and FONCODES, evidence from surveys and other studies suggests that, 
in general, participation did not reach the point where communities “own” projects, 
which may threaten their sustainability and raise doubts as to whether and how much 
the communities have really become more autonomous and empowered as a result of 
the interventions.  

Regardless of their visions of the territory as an integrated system of people, assets and 
opportunities, none of these four initiatives effectively integrated infrastructure with 
productive projects. Regional-level initiatives promoted industrial clusters or 
agricultural exports, but did not invest much effort and money in them. What they 
tried to advance were infrastructure projects, like highways and electric power plants, 
which would eventually facilitate the way for these developments to take place. Local-
level initiatives considered in their design productive projects like handcrafts, 
ecological tourism and agro-industries; in practice, however, they gave infrastructure a 
higher priority and neglected productive projects.  

Similar to what happened with productive projects, territory-based initiatives had 
limited coordination with people-based programs. Only seldom did they work hand-
by-hand. Other than for a few quite successful interventions, the design and planning 
of territorial initiatives paid little attention to the corresponding design and planning 
for people-based initiatives, and vice versa. 
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Conclusions  

The results of the present analysis suggest that government programs increasing the 
portable human capital endowments of poor people can be a major step forward 
towards increasing the equality of opportunities for welfare. Cash transfer programs 
targeted to poor households conditional on children attending school and visiting 
health centers on a regular basis are one good example of such programs trying to 
level the playing field. The evidence reviewed in this chapter points to strong impacts 
for existing conditional cash transfers on human capital outcomes, at least in the short 
term. However, it is also important to increase the quality of the educational and 
health services provided, especially in poor areas, to provide all people the 
opportunity to succeed economically regardless of their place of birth. Territorial 
strategies may also be appropriate in certain cases, for example in poor regions where for cultural 
reasons people are reluctant to migrate. The chapter found that while territorial development 
strategies have the potential to reduce poverty, more information and analysis is needed on the 
results of these initiatives. For the most part, local-level programs like Microregiones and 
FONCODES showed better results than regional-level programs like Plan Puebla-Panamá and 
Plan Pacífico. However, the problems do not appear to be intrinsic to regional initiatives, but 
rather specific characteristic of the programs and their institutional environments, which in 
principle policymakers can improve. Key findings about these programs include: 

• Limited budgets inhibit the ability of some territorial programs to influence the 
investment decisions of other regional actors, but programs with larger budgets 
tended to be more top-down and centralized, limiting local participation. 

• Territorial initiatives have generally shown limited ability to coordinate with 
other relevant government actors at the national, regional and local level, and 
often are hamstrung by unclear formal authority with respect to other 
institutions. 

• None of the four strategies reviewed here were able to effectively integrate 
infrastructure initiatives with local productive projects, despite their mandate to 
do so. 

• More information and systematic evaluation is needed to better assess the 
performance of territorial development programs.  

 
Regardless of whether initiatives are territorial-based or people-based, programs should 
focus on ensuring and providing basic services and living conditions. The scarce 
evidence on territorial program suggest that when programs focused on the objective 
of providing basic services or improve the basic conditions of the poor people, such as 
Microregiones, they were more effective. Investing in people may inevitably boil down 
to making larger investments in certain areas than others. However, such investments 
seem more promising if they are ultimately focused on the individual and on resolving 
market failures. There may be instances in which people are reluctant or unable to 
move to areas of economic opportunity and, in those cases, territorial interventions 
aimed at turning around the whole economy of an area may be the best approach to 
improve livelihoods. 
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CHAPTER 7: CONCLUDING REMARKS AND POLICY IMPLICATIONS  

O ne of Latin America’s most pressing problems is the poverty in which many of 
its inhabitants are mired. Not only is poverty widespread, but in many 
instances it is also deeply entrenched and perpetuates itself across 
generations. While the region’s poverty has received significant attention from 

policy makers and researchers for decades, one aspect that has received relatively less 
attention is its spatial dimension. As Chapter 2 of this report shows, poverty rates vary 
widely within and between regions of LAC countries. In Peru, for instance, the lowest 
regional poverty rate is less than ten percent while the highest is well above fifty 
percent. Similarly, urban and rural areas show important differences in levels of 
welfare and poverty rates. For instance, in the Oriente region of Ecuador, the poverty 
rate in rural areas is more than four times the rate observed in urban areas (68 percent 
versus 16 percent) 
 
Two Complementary Factors Explaining Welfare Differentials 
 
What explains these spatial differences in welfare? To answer that question, this study 
took a simple approach that divides the determinants of welfare in two components. 
This approach does not deal with the historical causes of poverty; it only analyzes the 
relative importance of the two factors that directly determine a household’s welfare. 
These factors are: 
 

1. A set of “characteristics” that summarize the portable or non-geographic 
attributes of the household, such as age, level of education, type of 
occupation etc.; and  

2. A set of parameters that summarize the marginal effects or “returns” of these 
characteristics which are specific to a geographic location. 

 
Based on this framework (presented in Chapter 3), the study addressed the question of 
whether welfare and poverty differences across space—e.g. between urban and rural 
areas—are mainly explained by the differences in characteristics of the people living 
in these areas or by the differences in returns that they obtain from those 
characteristics. 
 
In reality, of course, both factors are at play. This study has measured the percentage 
of welfare differentials across space that is attributable to each factor. The statistical 
technique employed to this end is the well-known Oaxaca-Blinder decomposition. The 
methodology was employed to quantify the part of the welfare differential between 
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two locations that is due to differences in non-geographic characteristics as well as the 
part that is due to differences in returns to those characteristics. 
 
This method has been applied homogenously to eight Latin American countries—
Bolivia, Brazil, Colombia, Ecuador, Guatemala, Mexico, Nicaragua, and Peru—to 
analyze welfare differences first between urban and rural areas of different sub-
national regions, second between urban areas in leading and lagging regions, and 
finally between rural areas in leading and lagging regions of each country. 
 
Main Explanations for Welfare Differences 
 
The results of this study, presented in Chapter 4, are varied and depend on the 
country and the areas being compared. However, two major patterns stand out. 
 

• First, within any given region, rural areas tend to be worse off than the urban 
areas of the same region. This is due primarily because of differences in 
characteristics. 

• Second, the explanation for welfare differences between a country’s leading 
and lagging regions is somewhat more evenly distributed between returns 
and characteristics. However, returns generally account for a larger percentage 
of the difference. 

 
Urban and Rural Areas within Regions Differ Mostly in their Characteristics 
 
The analysis found that differences in welfare levels between urban and rural areas in 
the same regions of a given country are mainly due to differences in characteristics 
(see Figure 4.1 in Chapter 4). People in rural areas generally have lower levels of 
education, live in households with higher dependency ratios, and their main economic 
activities concentrate more on low-paying sectors than people in urban areas. The 
evidence found in this study indicates that the returns urban and rural dwellers receive 
for their assets are very similar. 
 
There are two potential explanations as to why differences in characteristics may be so 
large. First, it could be that characteristics are inherently different in urban and rural 
areas.  People in rural areas, for instance, are more commonly dedicate to primary 
activities which require little formal education. For that reason, they tend to attend 
school for a shorter period of time than urban citizens. People in rural areas may also 
have different views regarding size and closeness of a family, which may lead them to 
have households with different compositions than those found in urban areas. A 
second possibility—indeed a complementary, not competing one—is that people sort 
themselves across space based on their characteristics.  
 
Urban and Rural Areas of a Country’s Leading and Lagging Regions Differ in both 
Returns and Characteristics 
 
In examining the decomposition of welfare differences between leading and lagging 
regions in each country, first for urban and then for rural areas, in both cases returns 
play a much larger role in explaining welfare differentials than they did between urban 
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and rural areas of the same region (Figure 7.1). Welfare differences between urban 
areas of the leading and lagging regions are mostly due to returns rather than to 
characteristics. That is, people living in cities of the leading region have roughly 
comparable characteristics to those of urban dwellers of the lagging region, but the 
latter receive much lower rewards for these characteristics than the former. 
 
Why then do the people from the lagging regions not move to the leading regions? 
Models of migration would predict a movement of people until returns in both areas 
are equalized and the incentives to migrate vanishes. Once again, there are at least two 
possible and  
complementary explanations. 
 
 

Figure 7.1. Summary of Results: Decompositions across Leading and Lagging 
Regions 
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First, the analysis presented in this study does not control for the quality of some of 
the characteristics analyzed—for instance, education. Although the data do not allow 
us to observe differences in quality of education, labor markets do observe these 
differences—albeit imperfectly—and assign different returns to the same number of 
years of education according to their quality. When the analysis does not control for 
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the quality of education, its role is captured by the coefficient associated with the 
education variable. Hence, if the quality of education in the lagging region is lower 
than in the leading, returns to education will appear to be lower in the former than in 
the latter region, even though the return to just the number of years—stripped from 
quality—is the same. The second explanation to welfare differentials across the leading 
and lagging regions is that labor is not as mobile across regions as within regions. 
 
 
Results are Robust along the Expenditure Distribution and across Time 
 
By themselves, the results discussed in Chapter 4 pertain only to a set of specific 
circumstances: a single point in time, and examining the mean of the expenditure 
distributions. The causes behind welfare differences among the poorest people of 
whichever two areas being compared may be different than among the richest people 
of those two places. To explore this possibility, this study carried out a decomposition 
analysis similar to the one mentioned above but at every percentile of the expenditure 
distribution, the results of which are reported in Annex C. This analysis was performed 
for Brazil, Mexico and Peru. The results showed a great deal of variation between 
countries and even within countries, depending on the areas being compared. 
Nevertheless, the overarching results remained qualitatively the same as for the 
analysis at the mean. 
 
Another interesting aspect to consider in the explanation of welfare differentials is how 
this explanation has changed through time. Have the causes been the same over the 
last ten years or have they been changing? To answer this question, Annex C repeated 
the analyses explained above using data from the mid 1990s for Mexico. The results 
strongly confirmed our previous findings and offered qualitatively little differences in 
terms of the explanation behind welfare differences. 
 
Migration Equalizes Returns within Regions but not across Long Distances 
 
One of the main results discussed above is that welfare differences between urban and 
rural areas of the same region are mostly due to differences in household 
characteristics. Chapter 5 of this study found evidence that this result may be due to 
selective migration. The study analyzed the determinants of migration and found that 
higher levels of education significantly raise the probability that a person will migrate. 
In other words, there is evidence that people are sorting themselves across urban and 
rural areas of the same region. This result is also reported in several other migration 
studies. This finding is consistent with the human capital and Todaro (1969) models of 
migration, which predict that a person will move to a different location if the 
discounted net returns from migrating are higher than the discounted returns from 
staying.  
 
Another result discussed above, however, is that returns to non-geographic 
characteristics explain a substantial fraction of welfare differences between urban areas 
(and also between rural areas) of the leading and lagging regions. This suggests that 
people are not sorting themselves across regions, at least not as effectively as within 
regions. 
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Indeed, evidence reported in Chapter 5 suggests that distance is a strong deterrent of 
migration, especially among the most impoverished segments of the population. 
Distance matters for migration because migrants often go back and forth several times 
between their new location and their community of origin—for vacation or because 
their relocation was temporary, as in the case of seasonal workers—and because their 
social capital diminishes with distance. The migration literature has found substantial 
evidence that networks facilitate migration to a great extent as they provide migrants 
with information, better job possibilities, and even housing upon arrival at the 
destination. For internal migrants, networks may be strongly spatially determined, 
diminishing in strength as the distance from the place of origin increases. 
 
These explanations of why people may be moving within their region but not across 
regions is consistent with the propositions of the World Development Report 2009 
(WDR 2009), Reshaping Economic Geography. The argument of social capital that 
diminishes with distance from the place of origin suggests some social division that, as 
proposed in the WDR 2009, reduces labor mobility. A good example is a situation in 
which a minority ethnic group faces more discrimination the farther they go from their 
communities of origin. 
 
Implications for Policy: Invest in Poor People (and in some Special Cases, in Poor Areas)  
 
What implications do all these results have in terms of policy? At the outset it is 
important to clarify that policy efforts to equalize the differences in the standard of 
living between regions are likely to be misplaced, at least in the short-run, since 
individual income and consumption outcomes depend not only on endowments and 
returns but on individual effort as well. Thus, it is more practical to focus on 
interventions that aim to equalize opportunities for welfare, rather than equalize 
welfare itself (Arneson, 1989; Paes de Barros et al. 2009). Based on the framework 
employed by this study, governments can implement two broad types of interventions 
to promote equality of opportunities for welfare: (i) interventions aimed towards 
improving the education and human capital of the individuals; and (ii) interventions 
directed towards improving the returns to characteristics in lagging regions.  
 
The results of the present analysis suggest that government programs increasing the 
portable human capital endowments of poor people can be a major step forward 
towards increasing the equality of opportunities for welfare. Increased access to school 
and health centers combined with better quality of such services can at least allow for 
more informed decisions about whether to move, and if so, where to move.  Cash 
transfer programs targeted to poor households conditional on children attending 
school regularly and visiting health centers on a regular basis are one good example of 
such programs trying to level the playing field. However, programs focusing on 
increasing access and utilization of more schooling and health services are only part of 
the greater package of programs required to increase the equality of opportunities for 
welfare. It is also important to increase the quality of the educational and health 
services provided. In addition, complementary investments increasing access to basic 
public services such as electricity, water and sanitation are also essential for people to 
have the opportunity to succeed economically regardless of their place of birth.   
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The study also reveals that returns between regions may be substantially different, 
which suggests that migration is not equalizing returns.  To accelerate this process, 
governments can try to eliminate impediments to labor mobility and facilitate the 
movement of people towards areas of economic opportunity. This implies investments 
in spatially connective infrastructure (such as roads that facilitate the movement of 
goods, services and people across regions) as well as institutions ensuring that all 
markets—land, labor, credit, insurance, goods and services—operate efficiently 
everywhere.  

Finally, there may be cases of poor and relatively isolated regions inhabited by a 
significant number of people who for cultural reasons are more attached to land and 
thus less eager to migrate to areas of better economic opportunities. In these 
circumstances, local productive   interventions aim at turning around the economy of a 
region may be the best approach to improve the livelihoods of the poor. It is critical to 
ensure that these interventions are centered on the comparative advantage of the poor 
areas and are well integrated with the interventions in health, education, public 
services, infrastructure and institutions.  
 
Overall these preceding policy recommendations are quite consistent with those 
presented in the WDR 2009. Investing in people and removing the barriers they face in 
taking advantage of economic opportunities anywhere seems more promising than 
trying to generate such opportunities in places whose economic potential is unknown, 
is difficult to measure, and may be limited. Investing in people means to provide them 
with basic services and living conditions regardless of their place of birth. This means 
equality of opportunity. To the extent that these basic services and living conditions 
vary across space, investing in people may inevitably boil down to making larger 
investments in certain areas than others. However, such investments seem more 
promising if they are ultimately focused on the individual—as with conditional-cash-
transfer programs—and on resolving market failures, rather than on generating special 
spatially-linked economic incentives.  

 
 

6666 DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   66Vol1_Interiores_ingles.indd   66 6/5/09   12:06 AM6/5/09   12:06 AM



 
 
 
 
 
 
 
 
REFERENCES 

 
Adams Jr., Richard H. 2006. Remittances, Poverty, and Investment in Guatemala. In: 

Caglar Ozden and Maurice Schiff, (eds.), International Migration, Remittances, 
and the Brain Drain. Washington, DC: World Bank and Palgrave Macmillan. 

Alcázar, L. and E. Wachtenheim. 2005. Determinantes del funcionamiento de los 
proyectos de FONCODES. Lima, Peru. 

Arneson, Richard. 1989. “Equality and Equality of Opportunity for Welfare” 
Philosophical Studies, 56: 77-93. 

Broersma, Lourens and Jouke van Dijk. 2008. “The effect of congestion and 
agglomeration on multifactor productivity growth in Dutch regions.” Journal of 
Economic Geography, 8(2): 181–209. 

Bourguignon, Francois, Francisco Ferreira, and Phillippe Leite. 2002. “Beyond Oaxaca-
Blinder: Accounting for Differences in Household Income Distributions across 
Countries.” World Bank Policy Research Working Paper 2828. 

Caballero, Jose. 2004. “Rural Poverty in Mexico.” Washington D.C.: World Bank. 
CEDLAS. A Guide to the Socio-Economic Database for Latin America and the 

Caribbean. 2007. Available in 
http://www.depeco.econo.unlp.edu.ar/cedlas/sedlac/guide.htm. 

Cotton, J. 1988. “On the Decomposition of Wage Differentials.” The Review of 
Economics and Statistics, 70: pp. 236-243. 

Deaton, Angus. 1997. The Analysis of Household Surveys. Washington D.C.: World 
Bank. 

De Janvry, Alain, and Elisabeth Sadoulet. 2000. "Rural Poverty in Latin America: 
Determinants and Exit Paths." Food Policy 25(4): 389-409. 

————— 2001. “Income Strategies Among Rural Households in Mexico: The Role of 
Off-Farm Activities”. World Development 29(3): 476-80. 

————— 2001. "Investing in Rural Development is Good Business." In R. Echeverria, 
ed., Development of Rural Economies. Washington, D.C.: Inter-American 
Development Bank. 

————— 2004. “Toward a Territorial Approach to Rural Development”, paper 
prepared for the Fourth Regional Thematic Forum in Latin America and the 
Caribbean “Harvesting Opportunities: Rural Development in the 21st Century”. 

————— 2004. “Achieving success in Rural Development: Towards Implementation 
of an Integral Approach”. 

————— 2004. “Towards a Territorial Approach to Rural Development: International 
Experiences and Implications for Mexico’s Microregions Strategy”. 

 
 

67 67DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   67Vol1_Interiores_ingles.indd   67 6/5/09   12:06 AM6/5/09   12:06 AM



Duarte, Angelo Jose Mont’Alverne, Pedro Cavalcanti Ferreira, and Marcio Antonio 
Salvato. 2003. “Regional or educational disparities? A counterfactual exercise” 
Ensaios Economicos da EPGE No 532. 

Efron, Bradley, and Robert J. Tibshirani. 1993. Introduction to the Bootstrap. Boca 
Raton: Chapman/CRC Press. 

Escobar Latapí, A. and M. González-de la Rocha. 2003. Seguimiento de impacto 2001-
2002. Comunidades de 2,500 a 50,000 habitantes. Evaluación cualitativa del 
Programa de Desarrollo Humano Oportunidades 2002. Cuernavaca, México: 
Instituto Nacional de Salud Pública. 

Escobar Latapí, A. and M. González-de la Rocha. 2005. “Evaluación cualitativa del 
Programa de Oportunidades en zonas urbanas, 2003”, in Hernández, B. and M. 
Hernández (eds.), Evaluación externa de impacto del Programa Oportunidades 
2003. Cuernavaca, México: Instituto Nacional de Salud Pública. 

Escobar Latapí, A. and M. González-de la Rocha. 2005. “Evaluación cualitativa de 
mediano plazo del Programa Oportunidades en zonas rurales”, in Hernández, 
B. and M. Hernández (eds.), Evaluación externa de impacto del Programa 
Oportunidades 2004. Tomo IV, Aspectos económicos y sociales. Cuernavaca, 
México: Instituto Nacional de Salud Pública. 

Fazio, Maria Victoria. 2006. Economic Opportunities for Indigenous Peoples in 
Guatemala. Washington D.C.: World Bank. 

GRADE. 2007. Evaluación temática para JBIC. Mejora de las condiciones y medios de 
vida en comunidades pobres—el caso de Perú. Evaluación de Impacto sobre la 
Pobreza de PE-P19 y PE-P24, Lima, Peru: GRADE. 

Grediaga, I.O. 2005. “Impact of Oportunidades benefits on working incentives in rural 
and urban areas: A public policy perspective”. MSc in Public Policy Dissertation, 
University of College London, School of Public Policy. 

Greenwood, M. 1975. “Research on Internal Migration in the United States: A Survey.” 
Journal of Economic Literature. Volume 13, Issue 2: p. 397-433.  

Greenwood, M. 1997. “Internal migration in developed countries.” In: Handbook of 
Population and Family Economics.  Amsterdam, Netherlands, Elsevier Science 
Publishers: p. 647-720. 

Grosh, M, et al. 2008. The Design and Implementation of Effective Safety Nets. 
Washington D.C.: World Bank. 

Guimarães, Juliana Ferraz, Tiago Cavalcanti, and Raul Silveira Neto. 2006. “Accounting 
for Labor Income Differences in Brazil: the Role of Human Capital” Anais do 
XXXIV Encontro Nacional de Economia [Proceedings of the 34th Brazilian 
Economics Meeting] 35, ANPEC - Associação Nacional dos Centros de 
Pósgraduação em Economia [Brazilian Association of Graduate Programs in 
Economics].  

Haggblade, Steven, Peter B. R. Hazell, and Thomas Reardon (ed.). 2007. Transforming 
the Rural Nonfarm Economy: Opportunities and Threats in the Developing 
World. Baltimore, MD: Johns Hopkins University Press. 

Hendricks, Wallace, and Roger Koenker. 1992. “Hierarchical Spline Models for 
Conditional Quantiles and the Demand for Electricity,” Journal of the American 
Statistical Association, 87(417): pp 58-68. 

Hernández Avila, M. and B. Hernández Prado. 2005. “Evaluación externa de impacto 
del Programa Oportunidades 2004, Educación.”  

 
 

6868 DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   68Vol1_Interiores_ingles.indd   68 6/5/09   12:06 AM6/5/09   12:06 AM



Hernández Avila, M., B. Hernández Prado and J. Urquieta Salomon. 2006. “Evaluación 
externa de impacto del Programa Oportunidades 2006.” 

Instituto Apoyo. 2000. Sexta Evaluación ExPost del Foncodes, Evaluación de Impacto y 
Sostenibilidad. Lima, Peru: Instituto Apoyo. 

Jann, B. 2008. “A Stata implementation of the Blinder-Oaxaca decomposition” ETH 
Zurich Sociology Working Paper No. 5. 

Jalan, Jyotsna and Martin Ravallion. 2002. “Geographic Poverty Traps? A Micro Model 
of Consumption Growth in Rural China,” Journal of Applied Econometrics, 17: 
pp. 329-346. 

Kanbur, Ravi. 2006. “The policy significance of inequality decompositions” Journal of 
Economic Inequality, 4(3): pp 367-374. 

Koenker and Bassett. 1978. “Regresion Quantiles,” Econometrica, 46(1): pp 33-50. 
Koenker and Hallock. 2001. “Quantile Regression,” Journal of Economic Perspectives, 

15: pp 143-156. 
Krugman, P. 1998. “What’s New about the New Economic Geography.” Oxford Review 

of Economic Policy 14(2): 7-17. 
Lall, Somik, and Z. Shalizi.  2003.  “Location and Growth in the Brazilian Northeast.” 

Journal of Regional Science,  43(4): 663-681. 
Lall, S., C. Timmins, S. Yu. 2008. “Moving to Opportunity? Successful Integration of 

Bright Lights,” Presentation at World Bank, June 2008. 
López-Acevedo G., Vicente Paqueo, and Harry Patrinos. 2003. “A Case Study of Mexico 

Conditional Cash Transfer” in Globalization and Social Safety Nets in Asia-
Pacific Region, Park and Lee Editors, Policy Paper  2003-18. 

Lucas, Robert E.B. 1997. “Internal Migration in Developing Countries,” in Handbook of 
Population and Family Economics, Volume 1B, Rosenzweig, Mark R. and Oded 
Stark, Ed. Amsterdam: Elsevier Science B.V. 

Machado, Jose A. F., and Jose Mata. 2005. “Counterfactual Decomposition of Changes 
in Wage Distributions Using Quantile Regression”, Journal of Applied 
Econometrics, 20: 445 – 465. 

Martínez Galarraga, Julio Paluzie Hernández, Elisenda Novell, Jordi Pons, Tirado 
Fabregat and Daniel Aurelio. 2007. “Agglomeration and labour productivity in 
Spanish industry: a long-term analysis.” Working Papers in Economics 175, 
Universitat de Barcelona. Espai de Recerca en Economia. 

Mont’Alverne A.J. P. Cavalcanti Ferreira, and M.A. Salvato. 2004. Regional or 
Educational Disparities? A Counetrfactual Exercise,”  FGV Working Paper No. 
532.  

Neumark, D. 1988. “Employers’ Discriminatory Behavior and the Estimation of Wage 
Discrimination,” Journal of Human Resources 23: pp. 279-295. 

Nguyen, Binh T., James W. Albrecht, Susan B. Vroman, and M. Daniel Westbrook. 
2007. “A Quantile Regression Decomposition of Urban-Rural Inequality in 
Vietnam”, Journal of Development Economics, 83: 466 – 490. 

Oaxaca, Ronald, L. 1973. “Male-Female Wage Differentials in Urban Labor Markets,” 
International Economic Review, vol. 14, pp. 693-709.  

Oaxaca Ronald, and Michael Ransom. 1994. “On Discrimination and the 
Decomposition of Wage Differentials,” Journal of Econometrics, vol. 61. pp. 2-
21. 

Ozden, Caglar, and Maurice Schiff. 2007. International Migration, Economic 
Development and Policy. Washington, DC: World Bank. 

 
 

69 69DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   69Vol1_Interiores_ingles.indd   69 6/5/09   12:06 AM6/5/09   12:06 AM



Ozgen, Ceren, Peter Nijkamp and Jacques Poot. 2009. “The Effect of Migration on 
Income Convergence: Meta-Analytic Evidence.” Tinbergen Institute Discussion 
Papers 09-022/3. 

Paes de Barros, Francisco Ferreira, Jose Molinas Vega, and Jaime Saavedra. 2009. 
“Measuring Inequality of Opportunities in Latin America and the Caribbean,” 
Washington D.C:  World Bank 

Ravallion, Martin. 2004. “Pro-Poor Growth: A Primer.” World Bank Policy Research 
Working Paper 3242. 

Ravallion, Martin, and Quentin Wodon. 1999. “Poor Areas, or Only Poor People?” 
Journal of Regional Science, vol. 39, no. 4, pp. 689-711. 

Rawlings, L.B. and Rubio, G. (2005). “Evaluating the Impact of Conditional Cash 
Transfer Programs”. The World Bank Research Observer, 20(1): 29-55. 

Reimers, C. W. 1993. “Labor Market Discrimination Against Hispanic and Black Men.” 
Review of Economics and Statistics, 65(4), pp. 570-579. 

Schultz, P. 1971. “Rural-Urban Migration in Colombia,” in Review of Economics and 
Statistics, 53:2: p. 157-63.  

Shilpi, Forhad. 2008. “Migration, sorting and regional inequality: evidence from 
Bangladesh”  World Bank Policy Research Working Paper No. 4616. 

Skoufias, Emmanuel and Francisco Haimovich, 2008 “The Role of Internal Migration in 
LAC countries” World Bank mimeo. 

Soto, Jorge Mario et al. 2008. A review of territorial development programs. World 
Bank mimeo. 

Tannuri-Pianto, Maria, Pianto, Donald  and Arias, Omar. 2004. “Rural-Urban Migration 
in Bolivia: An Escape Boat?” Anais do XXXII Encontro Nacional de Economia 
[Proceedings of the 32th Brazilian Economics Meeting] 120, ANPEC - Associação 
Nacional dos Centros de Pósgraduação em Economia, 2004. 

Venables, A. 2005. “Spatial disparities in developing countries: cities, regions, and 
international trade.” Journal of Economic Geography 5(1): 3-21. 

World Bank. 2003. “Brazil: Inequality and Economic Development” Washington, D.C.: 
The World Bank (Report# 24487-BR). 

World Bank. 2005. World Development Report 2006: Equity and Development. New 
York: The World Bank and Oxford University Press. 

World Bank. 2004. Poverty in Mexico : An Assessment of Conditions, Trends and 
Government Strategy. – Washington, D.C. The World Bank. – (Report No. 
28612-ME).  

–––––––2005b. Mexico : A Study of Rural Poverty. – Washington, D.C. The World 
Bank. –  (Report No. 32867-MX). 

–––––––2005c. Mexico : An Overview of Social Protection. – Washington, DC. The 
World Bank. – (Report No. 32929-MX). 

World Bank. 2007. “Brazil: Measuring Poverty Using Household Consumption” 
Washington, D.C.: The World Bank (Report # 36358-BR).  

World Bank. 2009. World Development Report 2009: “Reshaping Economic 
Geography”, Washington, D.C.: The World Bank. 

Yotopoulos, Pan A. and Jeffrey B. Nugent. 1976. Economics of Development: Empirical 
Investigations. New York: Harper & Row, Publishers, Inc. 

 
 

7070 DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   70Vol1_Interiores_ingles.indd   70 6/5/09   12:06 AM6/5/09   12:06 AM



71DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   71Vol1_Interiores_ingles.indd   71 6/5/09   12:06 AM6/5/09   12:06 AM



72 DETERMINANTS OF REGIONAL WELFARE DISPARITIES WITHIN LATIN AMERICAN COUNTRIES

Vol1_Interiores_ingles.indd   72Vol1_Interiores_ingles.indd   72 6/5/09   12:06 AM6/5/09   12:06 AM



 
 
 
 
 
 
 
 
ANNEX A: TESTING THE HETEROGENEITY OF THE 
COEFFICIENTS: DETAILED OAXACA-BLINDER DECOMPOSITIONS 

This annex analyzes in more detail whether productivity-related variables such as 
education, or the returns to these productivity-related variables, are primarily 
responsible for observed welfare differences. Detailed decompositions were 
carried out at the national level, between and within regions for the countries in 

the study: Bolivia, Brazil, Ecuador, Guatemala, Mexico, Nicaragua and Peru. This 
annex illustrates the main results for the case of national welfare differences between 
urban and rural areas. The main finding is that differences in the level of educational 
attainment between urban and rural areas are the main drivers of the endowment 
effects. Moreover, the differences in returns to education account for a small share of 
welfare differences between urban and rural areas in the countries analyzed. The 
results of the decomposition are explained below, and summarized visually in figures 
for each country at the end of this annex (Figures A.1-A.7). 
 
Education 
 
Compared to other categories of household endowments, differences in the level of 
educational attainment between urban and rural areas account for the largest share of 
overall endowment effects. These educational differences constitute about a third of 
the endowment effect in Peru and over half of the endowment effect in the other 
countries analyzed (see “hheduc” block in the x’s column in figures). Also, national 
urban-rural differences in educational attainment are positive across countries, 
meaning that urban households have higher educational attainment on average (as 
expected).  
 
National urban-rural differences in the returns to education are relatively small across 
countries and do not account for much of the urban-rural welfare differences. The 
differences in educational returns are positive (i.e. urban returns are higher than rural 
returns) in Bolivia, Ecuador and Peru; negative (i.e. rural returns are higher than urban 
returns) in Brazil and Mexico; and negligible in Guatemala and Nicaragua. The largest 
difference in the returns to education component is observed in the comparison of 
metropolitan and non-metro urban areas of Brazil. 
 
Occupation of head of household 
 
National urban-rural differences in occupations of head of households are positive 
across countries, suggesting that on average urban areas tend to have a greater share 
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of head of households in favorable (higher paying) occupations and smaller share in 
less favorable (lower paying) occupations (see “hohocup” blocks in the “x’s” column 
of figures). 
 
With the exception of Bolivia, national urban-rural differences in the returns to head of 
household occupations are positive, suggesting higher returns in urban areas relative 
to rural areas (see “hohocup” block in the “b’s” column of figures). However, several 
important points should be noted. First, these differences often account for a relatively 
small share of the overall returns effects. Second, the interpretation of the occupation 
component is more difficult than with education since the coefficients for the 
occupation variables in our regressions can be either positive or negative. Third, since 
the aggregate contribution, shown in the figure, is a weighted sum of the individual 
occupational components, the sign of the aggregate contribution does not necessarily 
apply to all occupations. 
 
Constant term 
 
Since the constant term may be interpreted as the mean consumption level for the 
reference household, the difference in constants between urban and rural areas can be 
interpreted as the difference in welfare for the reference household (e.g. uneducated 
single male head) controlling for other factors. In many of the countries analyzed the 
constant term accounts for a large share of the returns effect. When the difference in 
constants is positive, the reference case is on average better off in the urban area 
relative to the rural area. If the difference is negative, the reference household is better 
off in the rural area relative to the urban area. For instance, the negative difference in 
the constant terms in Bolivia, Brazil (non-metro urban vs. rural), and Nicaragua suggest 
that reference households are better off in rural areas on average. 
 

Figure A.1. Bolivia: Contribution to National Urban-Rural Differences 
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Figure A.2. Brazil: Contribution to National Metro/Urban/Rural Differences 
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Figure A.3. Ecuador: Contribution to Urban-Rural Differences 
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Figure A.4. Guatemala: Contribution to National Urban-Rural Differences 
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Figure A.5. Mexico: Contribution to National Urban-Rural Differences 
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Figure A.6. Nicaragua: Contribution to National Urban-Rural Differences 
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Figure A.7. Peru: Contribution to National Urban-Rural Differences 
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ANNEX B: OAXACA-BLINDER DE 
COMPOSITIONS WITH 95% CONFIDENCE INTERVALS 

This annex presents confidence intervals around the estimated returns 
(coefficients) and endowments of the decomposition.  The objective is to 
illustrate the robustness of the estimates. The confidence interval estimations 
were carried out for all countries in the study: Bolivia, Brazil, Ecuador, 

Guatemala, Mexico, Nicaragua and Peru. The confidence intervals were estimated at 
the national level to test differences between urban and rural areas, within regions and 
across regions. For the purpose of illustrating the main results, the annex only 
discusses the results within regions of Brazil, Peru and Mexico.  
 
In the case of Brazil, the results indicate that the endowment and coefficient 
components of the within-region decompositions of metro-urban and the urban-rural 
differences are statistically different in the Northeast, South and Central West (Figures 
B.1 and B.2). In the Northeast and in Central West, the differences in household 
endowments explain a greater share of the region’s welfare differences between 
metro-urban and between urban-rural areas than differences in returns to those 
endowments. In both Mexico (Figure B.3) and Peru (Figure B.4), the endowment and 
coefficient components of the within-region decompositions for all the regions are 
statistically different, meaning that differences in household endowments explain a 
greater share of the region’s welfare differences, rather than differences in returns to 
those endowments.  
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Figure B.1. Brazil: Within-Region Decomposition of Metro-Urban Differences 
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Figure B.2. Brazil: Within-Region Decomposition of Urban-Rural Differences 
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Figure B.3. Mexico: Within-Region Decompsitions of Urban-Rural Differences 
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Figure B.4. Peru: Within-Region Decomposition of Urban-Rural Differences 
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ANNEX C: BEYOND AVERAGES AND ONE POINT IN TIME 

In this annex we try to shed some light on two key questions: (i) How sensitive are 
our main inferences drawn from the simple welfare decompositions performed at 
the mean of the welfare difference between within regions? And (ii) how have the 
spatial differentials in welfare evolved over time in specific countries?  

 
The decomposition results presented in Chapter 4 are valid only at the mean welfare 
ratios of the respective regions or areas compared. Given that the role of household 
characteristics and returns can vary along distributions, in this annex we look beyond 
averages and explore differences along the entire spectrum of welfare distributions. To 
this end, we explore the heterogeneity of the role of differences in characteristics and 
returns by applying the quantile regression decomposition methodology used in recent 
studies (Machado and Mata, 2005; Nguyen et al., 2007; Shilpi, 2008) that extend the 
Oaxaca-Blinder decomposition to any quantile of the distribution of living standards.  
 
While the basic idea is the same as traditional Oaxaca-Blinder type decompositions, 
the quantile regression decomposition technique requires the construction of a 
counterfactual distribution to separate covariate and returns effect. A more detailed 
discussion of how the counterfactual distribution is constructed may be found in 
Nguyen et al (2007) and in the Brazil case study contained in volume 2. For the 
purposes of this chapter it suffices to say that the counterfactual distribution may be 
used to decompose the difference between the two welfare distributions, for example, 
between metro areas of leading and lagging regions, or between metro and urban 
distributions of the same region. For any given quantile (q) of the distribution of 
welfare in region A and region B, we can estimate the covariate effect that accounts 
for differences in household characteristics and the returns effect that accounts for 
differences in returns. Specifically, the decomposition at quantile q can be expressed 
as:  
 

 (a) ( ) ( ) ( ) ( )[ ] ( ) ( )[ ]BBBAB
BA

AB
BA

AAABA XqyXqyXqyXqyqyqy ββββ ,,,,,,,, ** −+−=−  
    Covariate effect          + Returns effect 
 
where the first set of brackets represents the covariate effect summarizing the 
difference between the current log welfare ratio in region A and the counterfactual 
welfare that would prevail assuming the same returns as in region A and the 
characteristics  of region B. The second term represents the returns effect which is the 
difference between the counterfactual distribution of welfare and the welfare in region 
B.  
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As with the Oaxaca-Blinder decomposition at the mean, an alternative counterfactual 
distribution, could be constructed such that households possess region A’s 
characteristics and receive region B’s returns, an alternative specification of the 
decomposition would be: 
 

(b) ( ) ( ) ( ) ( )[ ] ( ) ( )[ ]BBBBA
AB

BA
AB

AAABA XqyXqyXqyXqyqyqy ββββ ,,,,,,,, ** −+−=−  
    Returns effect         + Covariate effect 
 
where the first set of brackets represents the returns effect and the second represents 
the covariate effect. In this chapter we report findings using decomposition (a) but it 
should be kept in mind that the analysis for Brazil reports findings using both 
specifications as a means of testing whether the results are sensitive to the choice of 
the counterfactual distribution used.  
 
Quantile Decomposition within the Leading and Lagging Regions of Brazil 29 
 
We begin with a set of figures (Figure C.1) summarizing the distribution if welfare 
differences within the leading Southeast region and within the lagging Northeast 
region of Brazil and specifically between metropolitan and urban areas and between 
urban and rural areas.  
 

                                       
29

 The same quantile decompositions are also carried out in the Peru country study (see Volume 2 for more details).  
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Figure C.1. Welfare Differences within the Southeast and Northeast Regions 
(a) Metro-urban gap, SE (b) Urban-rural gap, SE 
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(c) Metro-urban gap, NE (d) Urban-rural gap, NE 
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As it can be easily inferred, the difference welfare ratios between metropolitan and 
urban areas within the Southeast region has a “U” shape, meaning that welfare 
differences are higher at the bottom and at the top of the distribution of welfare in the 
leading region. In contrast, the differences in welfare between urban and rural areas in 
the same region increase almost monotonically with the level of welfare.  Within the 
Northeast region, the lagging region of Brazil, the difference in welfare between 
metropolitan areas and urban areas is also higher at higher levels of welfare suggesting 
that the wealthier households in the metropolitan areas of the Northeast are much 
better off that then the wealthier households in the urban areas of the Northeast. 
Lastly, a comparison of the differences in welfare between households in the urban 
and rural areas of the Northeast suggests that the differences are larger primarily 
among relatively wealthier households (above the 50th  percentile of the distribution in 
per capita consumption).  
 
The graphs in Figure C.1 suggest that decompositions of the welfare differences at the 
mean may yield a misleading picture about the relative role of characteristics and their 
returns in explaining thee differences. Figure C.2 presents the decompositions of the 
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metro-urban and urban-rural differences within the Southeast region, and within the 
Northeast region. As revealed by the simple Oaxaca decompositions discussed in 
Chapter 4, we find that both returns and covariate effects play a role, in explaining the 
large differential in living standards between metro and urban areas.  
 
In the Southeast region (Figure C.2a), the returns effect is dominant throughout most 
of the distribution, which is consistent with the result in Chapter 4, and further 
supports the idea of agglomeration effects in the leading metropolitan area.30  
 
In the Northeast region, the metro-urban comparison (Figure C.2c) shows that both the 
returns effect and covariate effects play a role in the observed difference, with the 
covariate effect at least as large as the returns effect.  The returns effect increases for 
households at the middle to the top of the welfare ratio distribution, indicating that 
those in the metro area are able to obtain higher returns, in particular for those better 
off. However, the returns effect is smaller for the poorer relative to those better off.  
 
Decomposing welfare differences between urban and rural areas (Figure C.2b and 
C.2d), we find that most of the welfare disparity is accounted for by the covariate 
effect, with little difference in returns, throughout the distribution. Thus, households 
possess more favorable attributes in urban areas vis-à-vis rural areas while the 
differences in returns are relatively small. These results are consistent with the results 
from the mean decomposition.  
 
One possible explanation for little to no returns effect between these areas is that 
migration may be equalizing returns across areas. It may be that migration between 
urban and rural areas within the Southeast and within the Northeast region involves 
lower costs/risk (e.g. more likely to have social networks to assist with the transition, 
less distance from home, temporary employment) than between regions. Relatively 
cost-free migration is expected to facilitate migration flows and thereby equalize the 
returns of portable characteristics between the origin and destination areas, as long as 
there are no agglomeration effects in the destination region. Also, through migration, 
sorting based perhaps on education or some unobserved ability may occur such that 
we arrive at the observed concentration of poor people/covariate effects. 
 
In conclusion: the results indicate (i) a large returns effect in accounting for higher 
welfare in the metro Southeast relative to the urban Southeast, (ii) a combination of 
covariate and returns effect in accounting for higher welfare in the metro Northeast 
relative to the urban Northeast, and (iii) a dominant covariate effect and little to no 
returns effect in accounting for higher welfare in urban over rural areas. These results 
are consistent with the findings from the analysis of the means presented in Chapter 4. 

 

                                       
30

 It is important to keep in mind that we have also estimated bootstrapped standard errors around the estimated returns effect and covariate effects. The standard error 
bands do not overlap for the most part of the distribution of welfare, which implies that there are significant differences in the estimated returns and characteristics effects. 
For more details see the Brazil case study report.  
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Figure C.2. Quantile Decomposition of Welfare Differences within the 
Southeast and Northeast Regions 

(a) Between metro and urban areas of SE (b) Between urban and rural areas of SE 
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(c) Between metro and urban areas of NE (d) Between urban and rural areas of NE 
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Quantile Decomposition of Welfare Differences between the Leading and Lagging 
Regions of Brazil 
 
The next set of decompositions explores differences between similar areas of the 
leading Southeast and the lagging Northeast regions. In comparing the metro areas of 
the Southeast and Northeast regions (Figure C.3), the returns effect is greater than the 
covariate effect in accounting for the differences between welfare distributions. 
Considering that metro Southeast (i.e. São Paulo and Rio De Janeiro) has a high 
density of economic activity, better infrastructure, and serves as a hub for trade, a large 
returns effect suggests the presence of agglomeration effects.  
 
Between urban areas (Figure C.3b) and between rural areas (Figure C.3c) of these two 
regions, both the covariate and returns affect contribute to the difference. The upward 
slope of the returns effects indicates that the returns effect is smaller for the poor 
relative to those better off.  
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Figure C.3. Quantile Decomposition of Welfare Differences between Similar 
Areas of the 

Southeast and Northeast Regions 
(a) Between SE and NE metro areas (b) Between SE and NE urban areas 
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(c) Between SE and NE rural areas 
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In conclusion, the results indicate: (i) a large returns effect in accounting for higher 
welfare in the metro Southeast relative to the metro Northeast; and (ii) a combination 
of covariate and returns effect in accounting for higher welfare in the urban and rural 
Southeast relative to urban and rural Northeast respectively. Again, these results are 
broadly consistent with the findings from the analysis of the means presented in 
Chapter 4. 
 
Evolution of Welfare Differential and its Components over Time 
 
How have the components explaining welfare differentials evolved over time? To 
answer this question, we repeat the analysis done thus far using data from Mexico in 
2006 and ten years earlier.31 In both years, there is a “U” pattern how the differences in 
urban rural welfare vary with the level of the welfare ratio (Figure C.4a and C.4b). 
Welfare differentials are larger towards the tails of the distribution and always in favor 

                                       
31

 In 1996, Mexico was in the process of recovering from the severe financial crisis that started in December of 1994. Poverty rates are hence substantially higher for that 
period. For a similar analysis separately by region of Mexico, see the Mexico case study. 
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of urban areas. This already suggests that any results based at the mean do not 
necessarily apply throughout the distribution of welfare. Moreover, the urban-rural 
differentials in 2006 appear to have shifted downwards, meaning that at any quantile 
of the welfare distribution the rural urban differentials are lower in 2006 than in 1996. 
Thus, in terms of the aggregate urban-rural welfare differential, this ten-year period has 
brought about a reduction that is roughly the same across all income groups.  
 

Figure C.4. Evolution of Spatial Welfare Differences: Mexico 1996 vs. 2006 
(a) Rural Urban Gap in Welfare in 1996 (b) Rural Urban Gap in Welfare in 2006 
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(c) Decomposing Welfare differences in 1996 (d) Decomposing Welfare differences in 

2006 
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Panels 4c and 4d decompose the welfare differences into returns and covariate effects 
along the expenditure distribution using quantile regression analysis. Once again, 
these decompositions confirm our earlier finding that urban-rural differentials in 
Mexico are mostly due to differences in the characteristics of the households. 
However, a few qualifications are in order. Panel 4c reveals that the returns effect is 
negative throughout most of the distribution. By construction, a negative sign implies 
that returns in rural areas are higher than in urban areas, which is consistent with our 
previous findings. Also, the covariate effect is larger in magnitude than the returns 
effect (this is measured by the vertical distance of either line from the 0 line). Lastly, 
the complete distributions of the two effects allow us to see that both effects increase 
in magnitude as we move up the per capita expenditure distribution, and at 
comparable rates. 
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In 1996, the covariate effect and its relative importance in explaining the gap in 
welfare appears to be quite constant throughout the distribution. However, by 2006, 
this effect is at its highest at both ends of the expenditure distribution and decreases 
towards the middle. The returns effect, in contrast, is constantly increasing. As one 
moves along the expenditure distribution, returns in rural areas fall relative to urban 
returns until they become almost equal in both areas. Thus richer households appear 
to have experienced greater reductions in returns differences across urban and rural 
areas. 
 
Conclusion 
 
Our analysis in this annex suggests that the main results in Chapter 4 based on the 
decompositions of welfare differences at the mean are not qualitatively different when 
additional methods are applied to allow for application of the same general idea of the 
Oaxaca decomposition at different percentiles of the welfare distribution. Moreover, 
our application of the quantile decomposition method using data from Mexico in 1996 
and 2006 suggests that the spatial differences in welfare between urban and rural areas 
of Mexico change rather slowly over a decade. 
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