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Preface

Gender inequality remains a phenomenon influencing many dimensions of life. A great
proportion of women and girls -especially in less developed regions of the world _ still face
disparities in basic rights, less economic opportunities, insufficient political voice and schooling,
and inadequate access to credit and well-remunerated jobs. Undoubtedly, the design of effective
strategies to promote equality between women and men is a difficult task, particularly in areas
where cultural traditions and religious principles shape gender relations. However, as gender
disparities hinder economic development and exacerbate poverty, a stronger commitment to
promote gender equali ty remains a critical priority on the social development agenda of our days.

In this issue, The George/own Public Policy Review, under the theme of "Gender Equity",
aims to contribute to the dissemination of in-depth research and testimonies that address gender
disparities and call for collective action to address gender issues and foster development. We
intend to present both a domestic and international perspective of the selected topic. While
gender inequality exists worldwide, the ways in which it manifests itself are so many and so
varied that the materials herein only provide selected slices of a broader problem.

A research paper by Diana Kruger and Matias Berthelon analyzes the role that household
economic activities play in determining child work and schooling in Nicaragua, and finds differ-
entiated effects that these activities have by gender. An interview with Elizabeth M. King and
Andrew D. Mason, co-authors of the World Bank's Policy Research Report titled Engendering
Development-Through Gender Equality in Rights, Resources and Voice, provides thoughtful
comments on the relationship between gender equality and economic development. In another
interview, Carol Bellamy, Executive Director of the UNICEF, discusses female infanticide in
Asian countries and other forms of violence against women and girls. The last three interviews
offer various views from women in politics and academic research, on the controversial topic of
wage differentials between men and women and the degree of discrimination in the U.S. labor
market. Different perspectives are presented by Congresswoman Rosa Delauro; Christine
Rosen, Resident Fellow at tile Ethics & Public Policy Center; and Heidi Hartmann, Founder and
President of the Institute for Women's Policy Research.

Continuing with The Review's tradition of publishing materials that address public policy
issues beyond the ~~Iected topic, we proudly present the articles written by two Georgetown
Public Policy Institute (GPPI) graduates, winners of the 2003 Award for Practicum Excellence.
The paper by Alexander Goldmark focuses on how social capital can be used as a mechanism to
reduce market failures that limit access to credit for the poor. In tum, David Durman analyzes
the effects of race on household poverty in South Afiica and the role that changi.ng composition
of tile labor market plays in the poverty dynamics in this country. Finally, we include reviews
oftwo recently published books on racial and ethnic disparities in bealth care access and market-
based governance, written by GPPI faculty professors Barbara Schone and Patrick Wolf,
respectively.

Aiming to serve as an in trument for thoughtful di course on public policy issue, we hope
our readers will find the e materials timely and worthwhile reading. Your comments and
contribution are, as always, welcomed and appreciated.

Ana Cristina TOITe

Editor-in-Chief





How Household Economic Opportunities

Affect Child Labor and Schooling In

Nicaragua: Differential Effects by Gender

DIANA 1. KRUGER & MATIAS E. BERTHELON

University of Maryland

Research on child labor has not addressed the fact that a large por-
tion of child work occurs in family businesses. We analyze the role that
household productive activities in agriculture or commerce play in the de-
termination of child work and schooling and whether these have differen-
tiated effects by gender. Using Nicaraguan household data, we find that
household economic activity leads to a higher probability of child work for
boys and girls but does not displace schooling. The type of economic activ-
ity matters: agriculture increases the likelihood of work among boys; com-
mercial businesses increase the probability of school enrollment of boys
only. These findings suggest that child work in family employment has
potentially large income effects that facilitate schooling. We also find that
adult wages and parental education affect child schooling positively, non-
poor families with infants in the household withdraw girls from school,
and distance from schools increases the likelihood of work and decreases
the likelihood of schooling of boys and girls.

INTRODUCTION

Historically, the economic study of
child Jabor focused on the abusive con-
ditions in which children worked, how
they often received extremely low wages
and even risked their lives in doing so.
Since most child workers live in poor
countries, this problem is of particular
relevance to development economists.
On average, 13 percent of the world'
children aged five to fourteen-approxi-
mately 120 million-are engaged in
Some kind offull time, paid work (Basu,
1999). This probably underestimate the
incidence of child labor, since urvey
respondent -usually parent -prob-

ably under-report child work, perhaps
due to the negative social stigma asso-
ciated with it (Lopez-Calva, 1999).1

For decades, economists have also
analyzed the incentives that affect par-
ents' decisions to invest in their
children's education. The vast literature
on returns to education finds that more
schooling leads to higher wages, so it
seems rational that benevolent parents
maximize their child's schooling out-
comes.' In poor countries where a sub-
stantial number of children work econo-
mists and policy makers are concerned
with the effect that child employment
may have on the accumulation-and
quality-ofhuman capital. Iflower edu-
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cational attainments as a result of child
labor imply lower income in the future,
then working as a child may be an im-
portant negative determinant of a
person's future earnings." Furthermore,
if it is the poor who send their children
to work out of economic necessity, then
the most vulnerable in society may get
stuck in an inter-generational poverty
trap: poor parents send their children to
work today, they obtain less schooling,
which affords them lower-productivity
jobs in the future and keeps them in a
permanent state of poverty.

In an important theoretical work,
Basu and Van (1998) develop a model
of multiple equilibria where parents are
benevolent and child labor is borne of
poverty. As long as households find
themselves in the "good" equilibrium
where wages are sufficiently high, par-
ents do not send their children to work;
however, ifhouseholds fall to the "bad"
equilibrium of poverty, parents are
forced to send their children into the la-
bor force to supplement their low wages.

This theory has led to the vast em-
pirical literature that explores the rela-
tionship between household economic
conditions and child labor. In a recent
work, Kruger (2003) explored the theo-
retical implications of changes in child
wages on schooling and child labor,
finding that they are not clear.
Children's labor earnings have income
and substitution effects: they may be an
important source of family income,
making schooling affordable, but it may
divert some or all available time away
from educational activities.

An additional concern is the inci-
dence of gender biases in the accumu-
lation of human capital. Behrman
(1988) and Sen (1984), for example,
find that sons are favored in the alloca-
tion of nutrients within the household
so that boys' health is superior to girls',
and more recently King and Hill (1993)
document a large gender gap against
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girls in primary education in South Asia,
Africa and the Middle East. Recent
empirical evidence suggests that the dif-
ferences along gender lines are the re-
sult of an intra-household bargaining
process, since outcomes along gender
lines depend on whether mothers or fa-
thers control household resources."
Emerson and Portela (2001 b) found that
in Brazil, father's characteristics affect
the employment status of boys more
than girls, and mothers' characteristics
have a greater effect on girls' employ-
ment status.' Furthermore, their find-
ings indicate that higher fathers' and
mothers' education and non-labor in-
come increases the likelihood of school-
ing of boys, but not of girls.

In this paper we explore two ques-
tions. First, what are the effects of eco-
nomic activity within the household on
child labor and school enrollment? Do
these activities lead to higher household
income and imply-a la Basu and
Van-lower child labor and higher
schooling? Or does the time that chil-
dren spend on self-employment divert
time from schooling? Secondly, what are
the differential effects-if any-that
these activities have on boys and girls?
We explore these questions for both poor
and non-poor children using data from
a nationally representative household
survey fielded in Nicaragua in 1998.

We find that the presence of eco-
nomic activity within the household
leads to a higher probability of child
work for boys and girls, but it does not
displace schooling. Furthermore, the
type of economic activity matters. While
agriculture increases the likelihood of
work among boys (and does not have a
significant effect on schooling), com-
mercial businesses increase the likeli-
hood of work for both, and it increases
the probability of school enrollment of
boys only. Adult wages have a positive
effect on child schooling, as does par-
ents' education. Oldest boys are more
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likely to work and oldest girls are more
likely to be in school vis-a-vis younger
brothers and sisters, respectively. The
presence of infants in the household-
and thus higher demand for child care-
leads parents to withdraw non-poor girls
from school. The availability of schools
is' also an important determinant of
child's time allocation-living further
from school increases the likelihood of
work and decreases the likelihood of
schooling of boys and girls.

In Section 2 of this paper, we pro-
vide background on children's outcomes
in Nicaragua. Section 3 describes the
data used, and the empirical strategy is
presented in Section 4. Section 5 re-
ports general results of economic activ-
ity and results by gender. Conclusions
and policy implications are presented in
Section 6.

BACKGROUND

In 1998, 12.3 percent of children
aged between 6 and 14 years old worked
in Nicaragua and 79 percent were en-
rolled in school-substantially below
Nicaragua's Millennium Development
Goal of universal primary school enroll-
ment (Tab Ie 1).6 According to
Nicaragua's Living Standards Measure-
ment Survey fielded in 1998, a higher
proportion of boys aged 6 to 14 are em-
ployed: 18 percent, compared to about
6 percent of girls. Their schooling rates
also differ-while 81.5 percent of girls
are enrolled in school, only 76.5 percent
of boys are.

Where children work is one of the
important questions raised by the afore-
mentioned rates of child labor. Table 2

Table 1: Child Work and School Enrollment Rates
L Iby Area, Gender, and Poverty eve

All Non-Poor Poor
Works In School Works In School Works In School

All 0.123 0.790 0.094 0.91S 0.142 0.703

Boys O.ISI 0.765 0.133 0.900 0.211 0.679

Girls 0.064 0.S15 0.056 0.936 0.069 0.729

Source: Nicaragua L MS, 1998.

E . A .. (0;; )Table 2: Distribution of Workers by conormc ctavlty 0

Adults Children
Activity All Men Women All Boys Girls
Agriculture 42.2 56.1 15.9 70.8 SO.O 37.1
Commerce 21.S 14.1 36.3 19.5 11.6 45.0
Manufacturing S.2 7.3 10.0 3.0 2.8 4.6
Public ector 17.5 8.1 34.S 5.5 4.3 12.6
Other 10.3 14.5 3.0 1.2 1.3 0.7
Total 100 100 100 100 100 100
Source: Nicaragua L M ,1998. Other = energy sector construction, mining, transportation, and
financial ervices. Public ector = national or municipal level.
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Activity
Farm Ownership

Yes
No

Own business (non-farm)
Yes
No

Avera e

In School

0.218
0.076

0.637
0.853

0.144
0.119

0.892
0.747

0.125 0.778
Source: Nicaragua LSMS, 1998.

summarizes work activities of adults
and children, by gender. Most of
Nicaragua's employment-especially
child employment-is concentrated in
two sectors: agriculture and commerce.
On average, about 7 I percent of
children's work activities are in agricul-
ture and almost 20 percent are in com-
merce. In rural areas, about 9 of every
10working children work in agriculture,
whereas in urban centers the predomi-
nant activity comprising 49 percent of
working children is commerce.7 It is
interesting to point out that the division
of labor into different economic activi-
ties occurs along gender lines in Nica-
ragua. Among adults, the most com-
mon activity for men-and boys-is ag-
riculture, while most working women-
and girls-work in commerce.

This paper also seeks to analyze the
role of home employment in children's
allocation of time. Table 3 reveals that
a greater Proportion of children whose
family Owns a farm work compared to
non-farm children, and that a smaller
proportion of farm children are enrolled
in school. This suggests that the pres-
ence of agricultural self-employment is
associated with greater allocation of
time to work at the expense of school-
ing. Regression estimates will deter-

mine if this is true once family and child
characteristics are taken into account.

Non-farm business ownership is also
associated with higher work rates: about
14percent of children from families that
own a non-farm business work, com-
pared to 12percent of kids who do not."
However, these children are also more
likely to be enrolled in school. About
89 percent of children of business own-
ers are enrolled in school, compared to
75 percent of children of non-business
owners. This reveals that commercial
activity does draw children's time to-
wards employment, but it is also corre-
lated with higher income and thus,
higher school enrollment rates."

DESCRIPTION OF DATA

We use data from a Living Standard
Measurement Survey (LSMS) carried
out inNicaragua in 1998 by the National
Institute of Statistics and Census (INEC
for its name in Spanish). The sample
was designed to be nationally represen-
tative and was distributed in rural and
urban areas. The questionnaire included
household-level data sections on hous-
ing infrastructure, own-business and
agricultural activities, and income; as
well as individual-level sections on
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household demographic composition,
education, and employment. We are
interested in the outcomes of children
aged 6 - 14 years, thus we have a sample
size of 4,780 children (2,410 boys and
2,370 girls) living in 2,227 households.

Following the parameters set by the
International Labor Organization, we
define a child worker as anyone between
six and fourteen years of age who per-
forms an economic activity, to and a child
is "in school" if the parents responded
"yes" to the question of whether she was
currently enrolled in school. 11.12

Table 4 presents the distribution of
household economic activity and indi-

5

cates that 37 percent of households are
farms. Furthermore, 59 percent of all
farms are 8 acres or less in size, which
reveals that in Nicaragua, most agricul-
tural activity is performed on small, fam-
ily-run farms that are usually poor and
that do not hire outside workers. Rather,
fathers and sons usually tend to work
their land and sell their labor outside the
farm during regional harvest seasons,
so that family labor is the main produc-
tive source. Table 5 summarizes the
number of households owning busi-
nesses. About 23 percent of all house-
holds own at least one business.

Table 4: Distribution of Households b Farm Size

Farm Ownershi %
Number of
Households

TYQe of Household:

Not a farm 1,591 63
Farm 924 37

Total Households 2,515 100
Farm Size:

Small 545 59
Medium 194 21
Large 185 20

Total Farm Households 924 100
Source: Nicaragua LSMS, 1998.
Farm size: SmalJ=O.O I -8 acres; medium=8-35 acres; large=35+ acres.

Table 5: Number of Households Ownin Businesses

Business Ownershi %
None

One

Two or more

Owns at least one

Total Households

Number of Households

1,933 77

488

94

582

19
4
23

2,515 100
Source: Nicaragua L MS, 1998.
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EMPIRICAL STRATEGY

In this section, we are interested in
analyzing the effect-if any-of the
opportunity costs of schooling on child
labor and school enrollment. As Table
6 illustrates, in Nicaragua, most chil-
dren who work do so in a family en-
deavor and do not receive a wage. To
measure the opportunity cost of
children's time, we consider the fact that
children who live on farms or whose
parents own a business (the most com-
mon self-employment activities in Nica-
ragua) have an employment option not
readily available to families that are not
self-employed. Thus, the opportunity
cost of school for these children is higher
t?an for those who do not have the op-
tron of home employment. We use cat-
egorical variables for two home employ-
ment activities-agriculture and com-
merce-as proxies for opportunity cost
of children's time.

In line with the empirical literature
oflabor force participation, 13 we assume
a linear probability model and estimate
t?e following reduced-form reg res-
sions.!'

Pr{WOl~S,1 =1)=ao+aIFmn +a,Otl1&ISInel:\' +x a +t'
I - J'I _, "

Pr{S:iXXlly =1)=~)+~Fcnn +¢,Otl1&lsine\.\, +X'" +v
I - J 1j'f'3 IJ

. ,\he dependent variables equal one
If child i (living in household j) is a child
,:orker or is enrolled in school, respec-
tively, and zero if not. 15 The latter vari-
able presents an obvious problem: it
over-states the rate of actual school at-
tendance because the survey question is
about enrollment. It is possible that par-
ents enroll a child in school, but the child
does not attend on a regular basis or
drops out. The variables of interest in
~his exercise are those that serve as prox-
res for household economic Opportunity:
Farm, and OwnBusiness will measure
t?e presence of self-employment in ag-
ncultural activity and economic activ-

The Georgetown Public Policy Review, 9: I (Fall 2003)

ity other than agriculture (usually com-
merce), respectively, in the household.
X is a vector of control variables thatIJ
capture individual and household
wealth and environmental variables,
discussed below.

Coefficients ai' ~, ¢I' and ¢2 will
indicate whether the presence of eco-
nomic activity within the household af-
fected children's employment status and
school enrollment, and their sign is the
result of substitution and income effects
from the economic activity. Children
who live in households that are self-
employed face a higher opportunity cost
of other activities (i.e., schooling) vis-
a-vis children who do not have produc-
tive alternatives at home. This implies
that children with household employ-
ment opportunities should be more
likely to work than children without
these opportunities: this substitution
effect predicts that ~>O and ~>O. If the
substitution effect into family labor is
sufficiently strong, children's schooling
is jeopardized, so that ¢I and ¢2 may
be negative.

However, self-employment may also
have income effects, i.e., the economic
activity leads to increased household
incomes. The income effect predicts the
opposite signs on the coefficients of in-
terest: ~ <0 and ~ <0, so that child la-
bor is lower for children with home em-
ployment possibilities. If the effect is
strong, school enrollment is higher and
~>O and ¢2>0. The empirical applica-
tion will shed light on which of these
effects dominates.

Among the control variables in vec-
tor X are different mea ures of house-

'/

hold wealth, such as home ownership
and whether the hou ing unit has ac-
ce to running water, maximum years
of education obtained by an adult in the
hou ehold, and hou ehold non-wage
income tran fer .. 16, 17 I f children's work
is a 'bad' in parental preferences and
education i a 'good', thcn we expect a
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ation and Area

7

Table 7: Incidence of Poverty
(%) by Gender

% Gender % of Children
19.2
1.3

BoysNon-wage family worker 79.5 61.1
Total 100 Girls 58.4
Source: Nicaragua LSMS, 1998. Children: persons
aged 6-14 years.

negative correlation between these vari-
ables and child labor and a positive one
with school enrollment.

To capture household environmental
factors that may affect outcomes, we
control for various family demographic
and child-specific characteristics:
child's age and gender, as well as fam-
ily size and age structure, which may
affect work and schooling through vari-
ous mechanisms: if the presence of
young children increases the demand for
childcare, then the opportunity cost of
time of older siblings may increase and
this may drive school-age children to
stay home and care for the infants, in
which case we would ob erve lower
probabilities of work and chooling.
Conversely, the presence of young chil-
dren may drive older chi Idren of income-
constrained hou ehold to work. ince
women traditionally perform childcare
we included an interaction term of be-
ing a girl with number of infant to test
for gender bia e in childcare, i.e., dif-
ferential effect of the pre ence of young
sibling on likelihood of work and
schooling of boy and girl. Further-
more, birth order and gender may aff ct
parent' deci ion on which child re-
ceive chooling· we include a categori-
cal variable for olde t child and child
gender.

The mo t important ext mal envir n-
mental [actor that affect ho ling and
Work) deci ion of hildren i th avail-

Average 59.8
Source: Nicaragua, LSMS 1998.

ability of schools, especially in rural ar-
eas that are remote and where schools
are not readily accessible. In many ar-
eas of Nicaragua, no schools exist or if
they do, inadequate road conditions
present a barrier to children. Since we
do not have data from the Ministry of
Education on the availability of schools,
we included a self-reported measure of
the distance (in minutes) between the
household and the nearest school as a
proxy for school accessibility. 18 A priori
we expect that more accessibility to
schools lead to a higher probability of
school enrollment, and expect a non-
negative effect on child labor. Lowac-
cessibility to schools may lead to higher
child labor due to a lack of options for
the child's time. 19

Other external environmental factors
may include village or community spe-
cific characteristics, such as social
norms and local labor market conditions
and opportunities. We control for the e
by including dummy variable for the
municipality where the child lives.

Throughout th e empirical exer-
ci c , we te t whether r ult ary aero s
income group u ing th incom clas-
ification for Nicaragua laid out by The
World Bank (200 l ): a family icon id-
cred poor ifhou hold annual con urnp-
tion per capita i below the gen ral po -
crty line ofU .. 403 P r year." Tabl 7
pre nt th incid nee of po erty among
boy and girl in th ample. Almo t
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60 percent of all children in Nicaragua
live below the poverty line; poverty in-
cidence rates are similar for boys and
girls. Summary statistics of all variables
by poverty group are found in Tables 8
and 9 for boys and girls, respectively.

EMPIRICAL RESULTS

Economic Activity
Results from the separate regressions

that were estimated for boys and girls
are presented in Table 10 and Table 11,
respectively. The results for boys -both
poor and non-poor- are summarized
in Table 10. We find that the presence
of economic opportunities in the house-
hold has a significant effect on child la-
bor and schooling. The probability of
work is 11.7 percentage points higher

The Georgetown Public Policy Review, 9: I (Fall 2003)

for boys who live on farms relative to
boys who do not (column 1). Since 18.1
percent of all boys were employed dur-
ing the previous 12months, this implies
that boys on farms are about 65 percent
more likely to work relative to non-farm-
ers. Henceforth we describe the mar-
ginal effects in percent rather than per-
centage points." In absolute terms, the
point estimates of household farm em-
ployment effects on boys' probability of
work are similar for non-poor and poor
boys-they are 10.4 and 10.5 percent-
age points more likely to be employed
(columns 2 and 3). Since the child work
rate among non-poor boys is lower, in
relative terms, the effect of farm activ-
ity is stronger on non-poor boys (78 per-
cent more likely to work) than poor boys
(50 percent more likely to work).

Table 10 - Nicaragua: Effects of Household employment on
Child W k d S h r B b Gor an c 00 mg- oys, ~ Pover!r_ roup

Worked In School
Explanatory Variable (I) (2) (3) (4) (5) (6)

All Non-Poor Poor All Non-Poor PoorFarm owner
0.117*** 0.104*** 0.105*** 0.031 -0.042 0.080**
(0.020) (0.036) (0.026) (0.022) (0.033) (0.031)Owns business 0.033* 0.057** 0.027 0.056*** 0.035* 0.065**
(0.018) (0.026) (0.028) (0.018) (0.021) (0.032)Rural location 0.Q28 0.031 0.034 -0.010 0.023 -0.029
(0.023) (0.040) (0.030) (0.027) (0.039) (0.040)

Distance to School (10 minutes) 0.007* 0.013 0.007* -0.022*** -0.018** -0.022***
(0.003) (0.008) (0.004) (0.003) (0.008) (0.003)

Tot.hhold adult wages/capita (logs) -0.007 -0.006 -0.016 0.018** 0.011 0.024**
(0.007) (0.012) (0.010) (0.008) (0.010) (0.011)Parents' education
-0.009*** -0.005 -0.011 *** 0.022*** 0.013*** 0.030***
(0.003) (0.004) (0.004) (0.003) (0.003) (0.004)Oldest child
0.066*** 0.039 0.074** -0.011 0.008 0.005
(0.021) (0.031 ) (0.030) (0.021) (0.026) (0.033)Number of children aged 0-5 -0.002 0.030* -0.016 0.016 -0.016 0.027**
(0.009) (0.016) (0.012) (0.010) (0.015) (0.013)Constant
-0.046 -0.015 -0.005 0.281 *** 0.703*** 0.041
(0.076) (0.138) (0.107) (0.081) (0.127) (0.123)Observations
2,410 937 1,473 2,410 937 1,473R-squared
0.32 0.36 0.36 0.32 0.26 0.33F-Statistic
18.56 5.35 15.78 22.52 3.63 13.34Mean - Dependent Variable 0.181 0.133 0.211 0.765 0.9 0.679

Standard errors In parentheses. Standard errors were corrected for I Ieteroskedasticity.

Additio~al controls (not shown): Home ownership. household has running water, household transfers, child's age,
family size and dummy variables for municipality where child lives. * significant at 10%; ** significant at 5%;
*** significant at 1%.
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Table 11 - Nicaragua: Effects of Household employment on
Child Work and Schooling Girls by Poverty Group- ,

Worked In School
Explanatory Variable (1) (2) (3) (4) (5) (6)

All Non-Poor Poor All Non-Poor Poor
Farm owner 0.027* -0.000 0.032* -0.006 -0.048 0.007

(0.014) (0.029) (0.017) (0.021) (0.031) (0.029)
Owns business 0.067*** 0.073*** 0.065*** 0.016 0.023 0.012

(0.014) (0.019) (0.023) (0.016) (0.014) (0.030)
Rural location -0.011 -0.015 -0.006 -0.062** -0.071 * -0.071 **

(0.017) (0.032) (0.021) (0.025) (0.037) (0.034)
Distance to School (10 minutes) -0.001 0.009** -0.002 -0.023*** -0.017** -0.025***

(0.001) (0.004) (0.002) (0.003) (0.008) (0.004)
Tot.hhold adult wages/capita (logs) 0.014*** 0.017** 0.015** 0.008 -0.007 0.021 *

(0.005) (0.008) (0.007) (0.007) (0.008) (0.012)
Parents' education -0.002 -0.001 -0.001 0.020*** 0.006** 0.032***

(0.002) (0.003) (0.003) (0.002) (0.003) (0.004)
Oldest child 0.000 0.004 -0.014 0.032 0.057*** 0.017

(0.016) (0.022) (0.027) (0.020) (0.020) (0.035)
Number of children aged 0-5 0.016*** 0.010 0.022*** -0.013 -0.039*** 0.006

(0.006) (0.010) (0.008) (0.010) (0.014) (0.013)
Constant -0.061 -0.112 -0.088 0.561 *** 1.096*** 0.251 *

(0.050) (0.095) (0.068) (0.085) (0.096) (0.134)
Observations 2,387 993 1,394 2,387 993 1,394
R-squared 0.17 0.24 0.23 0.34 0.35 0.36
F-Statistic 4.95 2.05 3.53 17.18 2.88 16.00
Mean - Dependent Variable 0.064 0.056 0.069 0.815 0.936 0.729
Standard errors in parentheses. Standard errors were corrected for Heteroskedasticity,

Additional controls (not shown): Home ownership, household has running water, household transfers, child's age,
family size and dummy variables for municipality where child lives. * significant at 10%; ** significant at 5%;
*** significant at 1%.

In general, boys are no more or less
likely to be in school as a result offarrn-
ing activity in the home (column 4). We
do find that poor boys are 12 percent
more likely to be in school if they own a
farm than if they do not. This indicates
that in the presence of agriculture, the
substitution effect dominates in the de-
cision of child labor: children allocate
more time to the employment activity,
but the income effect on schooling is
strong among poor families-poor boys
are more likely to be in school a a re-
sult of the activity.

Thc presence of non-agricultural
businesses in the home also lead to
higher probabilities of employment
compared to boy who live in house-
hold without commercial e tablish-
ments pre cnt (column I); the effect i
statistically igni ficant for non-poor

boys only (column 2), who are 43 per-
cent more likely to work than non-poor
boys who do not own businesses. Com-
mercial activity in the household also
leads to higher probabilities of school
enrollment for all boys (columns 4, 5
and 6), and the effect is stronger-both
in absolute and relative tenns-for the
non-poor.

It is interesting to note that the posi-
tive effects of self-employment in agri-
culture and commerce on school enroll-
ment are stronger for poor children. This
suggests that poor households are in-
come-constrained relative to the non-
poor, and that the pre ence of household
opportunities reduces the constraints
increasing human capital accumulation.

R gres ion for girl are found in
Tabl II. Girl who e family owns a
farm are 42 percent more lik ly to work
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than girls who do not (column 1) and
the effect Occurs only for the poor (col-
umn 3); no effect is observed on school-
ing. While no effect is observed on
schooling from commercial own-busi-
nesses, their presence greatly increase
the likelihood of girls' employment by
more than 100 percent (column 1); the
results are true for both poor and non-
poor girls.

These findings suggest that at an
early age, the economic activity in which
children work is decided along gender
lines: the presence of agriculture draws
boys to work, while the presence of non-
agricultural activity in the home draws
girls to work. These decisions made
early in life will likely have an impact
on future employment opportunities.

Location and Household Income
Table 10 revealed that living in a ru-

ral area does not affect boys' outcomes.
However, girls who live in rural areas
are almost 8 percent less likely to be in
school than girls in cities (Table 11, col-
umn 4) and poor rural girls are almost
10 percent less likely to be in school than
poor girls in urban areas (column 6).
This finding is troubling, as it implies
that women in rural regions of the Coun-
try may have lower human capital in the
future.

School accessibility is an important
determinant of children's work and
school decisions. Among poor boys, liv-
ing 10 minutes further away from a
school increases the likelihood of work
by 3 percent (Table 10, column 3), and
it decreases the likelihood of schooling
of both non-poor and poor boys by 2 and
3 percent, respectively (columns 5 and
6). Non-poor girls are 16 percent more
likely to work-and non-poor and poor
girls are about 3 percent less likely to
be in school-relative to girls who live
10 minutes closer to the nearest school
(Table 11, columns 2, 5 and 6, respec-
tively).

The Georgetown Public Policy Review, 9: I (Fall 2003)

These results on school accessibil-
ity imply that school supply should be
an important issue for Nicaragua's
policy makers. Increasing the availabil-
ity of schools (and teachers), especially
in remote rural areas, is an important
policy objective, which should lead to
higher education outcomes for all chil-
dren.

In households with higher adult
wages, boys are more likely to enroll in
school. An increase in wages of 1 per-
cent leads to an increase in the likeli-
hood of poor boys' enrollment of 3.5
percent (Table 10, column 6). A simi-
lar increase in adult wages leads to an
increase in poor girls' enrollment of2.9
percent (Table 11, column 6).

The effect of adult income on girls'
employment probabilities is positive and
significant, which seems counter-intui-
tive at first glance. But if most girls are
drawn to work in commercial own-busi-
ness, and this activity generates higher
income for the family, then it is logical
that the coefficient on income is posi-
tive.

Household Variables
Children (both boys and girls) whose

parents have higher education are more
likely to be in school. Specifically, an
additional year of education of a parent
is associated with a higher likelihood
of school enrollment of2.9 and 2.5 per-
cent for boys and girls, respectively
(Tables 10 and 11, column 4). The ef-
fects are statistically significant for poor
and non-poor children, and are relatively
stronger for the poor. At the same time,
parents' education reduces the likeli-
hood that boys work, particularly in poor
household. No effect is observed on
girls' work.

Some household characteri tics have
different effects across gender. Eldest
children were more likely to work if they
were boys relative to younger brother,
and more likely to be in school if they
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were girls relative to their younger sis-
ters.

An additional infant aged 0 to 5 years
in the household is associated with a
lower probability of schooling of 0.057
percentage points for non-poor girls-
but no effect is found on the likelihood
of boys' school enrollment. This sug-
gests that some girls are pulled out of
school when the family has young chil-
dren and thus higher demand for
childcare, perpetuating traditional roles
for women as caretakers at an early age
and sacrificing girls' human capital in
the process.

These findings suggest different pa-
rental preferences in the human capital
investment of their children along gen-
der and birth order. The differences are
likely due to different values in agrar-
ian societies where older boys inherit or
lead production offamily farms, so that
at an early age they begin to work along-
side their fathers to obtain training.

CONCLUDING COMMENT

The presence of both agricultural and
commercial activities in the household
in Nicaragua leads to a higher probabil-
ity of child work. However the results
of this paper suggest that the type of
economic activity is an important deter-
minant of children's education and em-
ployment outcome. Farming activity
has a strong effect on boys' employment,
while the presence of non-agricultural
enterprise in the home ha a stronger
effect on girl. Neither of the types of
household employment activitie di-
places schooling-in fact the pre ence
of commerce incrca e the likelihood
that boys go to chool.

These finding indicate that the ub-
stitution effect of hou ehold employ-
ment Opportunitic i tronger on the
~robability of child employment than the
Income effect, which mean that when
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these opportunities are present children
are more likely to allocate their time to
employment than to other activities. If
any effect is present on school enroll-
ment of boys, the income effect domi-
nates (and is stronger on the poor),
which means that the additional house-
hold income generated by boys' employ-
ment facilitates their schooling.

This suggests that the type of home
employment that exists in Nicaragua is
not detrimental to children's educational
achievements, which could be due to
several factors, such as low work inten-
sity (number of hours worked), short
school schedules and cultural noms,
among others.

Ifchildren's intensity of work is low,
then labor and school enrollment may
co-exist. However, we find that chil-
dren who work do so for an average of
about 30 hours per week (or 6 hours per
day), which is almost a full-time work-
week. Since children work intensively,
then it must be that children who live in
self-employed households in Nicaragua
combine work and schooling, generat-
ing the positive income effects on the
probability of enrollment which is ob-
served in many of the regression results.

The findings on the presence of home
employment suggest that child labor
within the home is not necessarily a
negative outcome for children-in fact
in the case of boys whose family owns
a non-agricultural businesses, employ-
ment opportunities benefit boys' school-
ing outcomes.

The presence of young children in the
household ha a negative impact on non-
poor girls school enrollment. Younger
iblings in the family increase the de-
mand for child-care, and it appear that
girl are withdrawn from chool to per-
form the e dutie . To prev nt negati
effect on girl human capital, a poten-
tial policy intervention i to increa e the
coverage of publicly funded pre- chool
throughout the country. A of2002 only
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17 percent of the country's 5,306 pre-
schools were public (an additional 3
percent were private with some govern-
ment subsidy). The pre-school net en-
rollment rate among children aged 3-6
years was 40 percent as of 200 1.22 This
leaves large scope for improvement.

Finally, we find strong effects of
school availability on child work and
school enrollment outcomes of boys and
girls. Many children in Nicaragua do
not have access to primary schools, and
even when school buildings are acces-
sible, they often lack teachers or ad-
equate materials. Public investment
programs to increase coverage and en-
sure proper access to schools are ofut-
most priority.

NOTES

I See also surveys by Grootaert and
Kanbur (1995), and more recently Basu
(1999), for a summary of the empirical
context, policy debates, theoretical
frameworks and policy implications of
child labor.

2 See Card (1999).
3 Emmerson and Portela (2002a) find

that early entrance into the labor mar-
ket i~ Brazil reduces adult earnings sub-
sta~ttally even when controlling for edu-
cauonat attainment.

4 See Thomas (1990), Thomas
(1994), and Tiefenthaler (1999).

5 The characteristics that Emmerson
and Portela study are parents' education
non-labor income, and age at which the;
were first employed.

6 The Millennium Development
Goals are a set of objectives agreed upon
by world leaders at the Millennium
Summit in the year 2000, and they aim
to reduce poverty and improving wel-
fare. The goal for education is that all
children complete primary school by the
year 2015.

7 Source: Nicaragua's LSMS 1998
8 Since most non-agricultur~1 self~

employment in Nicaragua is commer-
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cial, we will refer to it as commerce
henceforth.

9 Ilahi (2001) reports that the activ-
ity with highest wages in Nicaragua is
commerce.

10 The employment section of the
LSMS covers persons aged 6 and
higher. The questions asked are: "Did
you work last week? Even for 1 hour,
helping in a family business, as a non-
paid apprentice, selling merchandise, or
helping in a family farm?"

II The question is "Did your son/
daughter enroll in the current school year
in pre-school, adult education, primary,
secondary, university, or post-university
studies?"

12 The latter variable presents an ob-
vious problem: it over-states the rate of
actual school attendance because the
survey question is about enrollment. It
is possible that parents enroll a child in
school, but the child does not attend on
a regular basis or drops out.

13 See, for instance, Card (1999). In
this paper we present results of OLS
estimations; we also estimated this
model using Probit regressions; the re-
sults are equivalent.

14 An early strand of the empirical
literature on child labor tested whether
child work is detrimental to human capi-
tal accumulation without addressing the
fact that the two outcomes are interde-
pendent. More recent empirical work
addresses each of these outcomes sepa-
rately, as we do here.

15 This dependent variable presents
an obvious problem: it over-states the
rate of actual school attendance because
the survey question is about enrollment.
It is possible that parents enroll a child
in school, but the child doe not attend
on a regular ba is or drops out. How-
ever, the LSMS questionnaire does not
measure attendance.

16 We u e logs of transfer . Transfer
include income from rents, education
scholarship, gift from friends/rela-
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tives, remittances, charities, and pen-
sions.

17 We did not include household in-
come in the estimation, because we
want the coefficients of economic activ-
ity to capture the total effect of home
employment opportunities. We also es-
timated the regressions with total labor
income of all adults (aged 15 or older)
living in the household divided by the
number of family members; the results
did not vary.

1M We are implicitly assuming that
parents send their child to the school that
is nearest to their home. Since 83 per-
cent of children attend public schools
(source: Government of Nicaragua,
Ministry of Education), and location
determines which public school a child
attends, this assumption is broadly
valid.

19 We assume that the decision of
geographic location of the household is
pre-determined and independent from
school location. In Nicaragua, as in most
small developing countries, the inci-
dence of permanent family re-location
is low and is u ually motivat d by em-
ployment opportunities, not by acce s
to schools.

20 The general poverty lin i defined
as the level of annual food expenditures
required to obtain the minimum aver-
age daily caloric requirement (2,226
calorie per adult) plu an allowance for
basic non-food item. The allowance for
non-food item i e timated from the
non-food budg t hare of individual
who e total con umption i clo e to the
extreme poverty line. ee: The World
Bank (1999). A a refer nce DP per
capita in Nicaragua in 199 wa 4719
Cordoba , or U $44 .

21 The percent term i e timat d by
dividing the coefficient by the m an of
the dependent variable.

n ourcc: overnment f i aragua
Mini try f ducati n.
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Interview with Elizabeth M. King, Lead
Economist, and Andrew D. Mason, Senior

Economist, World Bank*

Many gender issues stem from
deeply imbedded social beliefs in
many societies. While educational
and institutional reforms may offer
relief is it possible to change what is
basically a cultural issue?

MASON - Your question high-
lights one of the real challenges of
addressing gender inequality in de-
veloping countries, because we know
that culture and traditional norms af-
fect gender relations and outcomes in
fundamental ways. Of course, norms
and culture di ffer widely across re-
gions and countries with different im-
plications for gender inequality. Es-
pecially in places like the World Bank,
it is important that we be respectful of
OUr shareholders and our partners,
and sensitive about how we address
cultural issues. But I think we have

*Co-authors of Engendering Devel-
opment - Through Gender Equality
in Rights, Resources, and Voice A
World Bank Policy Research Report,
Oxford University Pres: New York,
2001. For more information on the re-
port, vi it the report Web site at
wWw.worldbank.org/gendcr/prr.

seen that there are many factors that
can affect gender in a positive way.
Certainly making sure that girls and
women are educated and have the
means to advocate on their own be-
half is critical. We have also seen that
economic change can put in place a
set of new incentives that can also
change the way that men and women
relate. So, there is clearly an impor-
tant cultural dimension, no doubt. But
there are many other factors that ef-
fect gender relations and gender equal-
ity, and through which it is possible to
have an impact.

KING - I think your question about
culture reminds us that gender differ-
ences are beliefs and practices that
have taken a long time to build and
will also take a long time to change.
This does not mean that those prac-
tices cannot change, because the his-
tory of human kind tells us the oppo-
site, but there are things we can do
even at the margin that can help pro-
mote longer run change. I speak about
changes at the margin because "big
bang" changes can be costly and
might even backfire. One of the cases
we cite in our book is the marriage law
enacted in China in the early 1950 .
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That was seen as changing the fun-
damental balance of power in families
and it sparked riots in which thou-
sands of people were killed. People
can be very entrenched in what they
believe, so huge changes by edict that
are a radical shift from current beliefs
can stir up significant resistance.
Education is one reform that can go a
long way towards promoting funda-
mental change. Bit by bit, generation
by generation, it helps society make
big leaps in attitudes and practices.

MASON - One interesting illustra-
tion is Bangladesh, a country where
20 years ago you probably would not
have predicted great progress in terms
of gender equality. Yet we have seen
a combination of public and private
action that has, I think, sewn the seeds
for social transformation with respect
to gender. First, we have seen a strong
commitment on the part of subsequent
governments there to educate girls.
Indeed, the government has a now
famous secondary school scholarship
program for girls that has made tre-
mendous strides in getting girls into _
and keeping them- in school. Sec-
ond, we have seen a number of non-
governmental organizations -like the
Grameen Bank, BRAC (Bangladesh
Rural Advancement Committee), and
others-, making micro-credit available
to women in a society where women'
role was traditionally relegated to the
home. Indeed we see more and more
evidence that women are involved in
enterprises that generate income for
the family, and that this is changing,
to one degree or another, their bar-
gaining power within the home and
within the community. Third, in re-
cent years, we have seen dramatic
growth in firms manufacturing ready-
made garments for export and, with it,
young, literate women being pulled
out of the home into formal labor mar-
ket activities. So this confluence of
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actions and events has begun to
change in very important ways
women's role and status in
Bangladeshi society. Now clearly, the
country continues to face many im-
portant challenges on this front, but if
you compare the situation to twenty
years ago, you see that some remark-
able changes have occurred.

KING - Just one more point about
culture. We should really ask the ques-
tion, "Whose culture are talking
about?" Many countries do not re-
ally have just one culture, so when
someone brings up culture as a factor,
we should also think about who is
speaking. Sometimes, vested interests
can use respect for culture as an ex-
cuse to resist needed change.

In the "Engendering Development
Report ", you argue that countries
that do not have women integrated
into the workforce have higher pov-
erty rates and are slower 10 develop
economically than countries where
women are entering the workforce.
To what extent did your theory evolve
as you wrote the report?

MASON Ye, thi i one of the
main me ages of the report -that
countrie that discriminate on the ba-
si of gender pay a cost in term of
slower economic growth, more pov-
erty, and weaker governance. These
idea have been debated at the World
Bank and in the international com-
muni ty for cveral year. In fact,
there wa . a report that the World Bank
wrote for Bcij ing (the Fourth World
Conference on Women) in 1995, which
tared that per i tent gender incquali-
tic' hinder the development procc s.
At the time, there was not an cxtcn-
ive body of empirical studies under-

pinning that conclusion although
there were imp rtant shreds of evi-
dence , ,0 it became a kind f main-
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tained hypothesis. When we were
asked to write the report, by our then
Chief Economist, Joseph Stiglitz, he
pretty much challenged us to commis-
sion new research and write a report
that was firmly grounded in solid em-
pirical evidence, so we could either
draw conclusions forcefully and with
confidence or move on.

KING - At the World Bank, we are
in the development business and at-
tempt to help countries achieve their
development goals. One of the ques-
tions we ask is, "What is the cost of
inequality to the development pro-
cess?" This means looking at gender
inequality besides from the human
rights angle. Whether related to pub-
lic expenditures or private sector de-
velopment or labor policy, in fact, the
whole gamut of development policy,
leaving out gender difference gets in
the way of coming up with effective
development policy. Take the ca e of
land titling policie . The effect of these
policie depends on the dynamics
within a hou ehold. Take the ca e al 0

of the placement of rural road or other
infrastructure program. Again who
benefit from the e program depend
On who ha the power in the hou c-
hold and the community. There are
many more example. 0 y u begin to
See that gender i actually a part of
development p licie that d not eem
related to gender i ue at fir t blu h.
A Contribution of our book i to call
attention to the id a that d v I prn nt
policy i not g nder-neutral.

MA N - n the i. u f human
right, a lot f th d bate ab ut g n-
?er and de vel pm nt t I a t in th
Interna(i nal ar na, ha cnt r d
arOUnd the id a f w 111 n ' right a
human right. And it i a ery p cr-
ful concept and entry p int f r w rk
on gender in dcvcl pm nt.
thing ab ut that a ppr a .h
people are ithcr p r uade
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human rights argument and act on it,
or they are not and then that is the
end of it. So, what we wanted to do
was to broaden the debate to say, look,
gender is not only a women's issue, it
is a development issue and it affects
everyone. It affects development at
the macro level -through its links to
growth and poverty reduction- and it
also influences development effective-
ness at the micro level -through ex-
actly the sorts of interventions that
Beth mentioned -education, infra-
structure investment, land titles and
so on.

Even though the "Engendering
Development Report" was only pub-
lished in 2001, and so many factors
play into mitigating gender discrimi-
nation, have you seen or heard any-
thing that makes you think that this
study ha made an impact?

KING - I would say that is very
hard to gauge. The book came out in
200 I and it i 2003. It is too soon to
ee it real impact. What I think this
book ha done i , one for our col-
league at th Bank to treat the topic
as a development i ue. It doe thi
by compiling in one place a lot of ys-
tematic evidence that inform the de-
bate about thi topic. The amount of
evidence of di fferent type ha ur-

dome. AI 0 Andy and I di _
d our finding and conclu ion

ariou countrie and w ha e had
ry po iti f dba k.
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the debate about the topic. If it stimu-
lates more thinking and more action,
then hopefully in ten years we might
see a glimmer of an impact.

MASON- Beth is right to say that
we will only really know in ten years
or so what impact, if any, this report
has had. But I cannot resist giving an
example of one triumph we have had.
At the time we were disseminating the
report's findings in Thailand, the gov-
ernment was putting together a pro-
gram to transfer small grants to vil-
lage committees to use for local de-
velopment as villagers saw fit. One
debate that was underway when we
arrived was whether efforts should be
made to ensure female representation
on these village committees, which
traditionally had not been the case.
Now, the evidence we present in the
book shows that when women are more
involved in politics and political deci-
sion-making, governments tend to be
less corrupt and govern more effec-
tively. A women's NGO, made up of
lawyers and civil rights activists, used
that evidence to lobby the Prime Min-
ister and other senior officials and
made the case for equal male-female
representation on the village councils,
and in the end, that is what the gov-
ernment did. We obviously cannot
take complete credit for what hap-
pened, but we were able to contribute
Important inputs to the debate at a
very critical time.

How should more developed na-
tions be involved in mitigating prac-
tices that infringe on the rights of
women to freely participate in soci-
ety?

KING - First, through their influ-
ence on the information base and the
~~dia. Part of the reality of being a
~Itlzen or a policymaker in a develop-
mg country is having a more limited
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information base on almost every-
thing. On gender issues, it is very
important for the information base to
begin to reflect the benefits from
greater gender equality. Research on
gender is much richer in the developed
world. Making the results of that
richer available is, in itself, a big con-
tribution for making changes in de-
veloping countries. But how do we
make that information base more avail-
able to developing countries? Sec-
ond, development money comes from
the developed world. We have lots of
examples where that money can lever-
age development activities -if used
in strategic ways. Unfortunately, what
we see from our review is that devel-
opment efforts related to gender in de-
veloping countries are often rather
fragmented, disconnected and not al-
ways based on the best information.
Such haphazard efforts are lost op-
portunities for leveraging reform in
developing countries. Third, by fos-
tering global debate on gender issues,
international organizations do a lot of
good. The U.N. has sponsored events
that have been very useful for creat-
ing platforms for such discussions. It
has been an agent of change in this
area.

MASON - ] would only add that
one big challenge developed coun-
tries face is the appropriate and per-
suasive use of the information, once
gender issues are on the development
agenda. Because we have heard in
the past, and I think we will hear again,
concerns from some that gender equal-
ity is a developed country agenda, and
that the e countries are trying to force
this agenda on developing countries.
Now that is not really the case at all.
As of 2000, for example, all but two
countries in the world had signed onto
the UN Convention on the Elimina-
tion of All Form of Oi crimination
Again t Women ( EDAW). And
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many developing countries have
strong, indigenous women's move-
ments that have been fighting for
years -decades- to achieve greater
equality between women and men.
But it takes some sensitivity to en-
sure that available information and
evidence is used effectively, and that
efforts do not generate unintended or
even counterproductive outcomes.

When the Bank disseminates funds
to countries, are there mandates fo-
cusing on gender issues that accom-
pany the money?

MASON - A couple of years ago,
following the publication of Engen-
dering Development, the Executive
Board of the World Bank endorsed a
"Gender Mainstreaming Strategy"
that focuses on a very particular way
for integrating gender into the Bank's
work. It starts with something called
a Country Gender Assessment. Es-
sentially, the Strategy lays out that
Country Gender As essments will be
undertaken in all active borrowing
countries of the World Bank within a
Specified period of time. And the As-
sessment arc de igned to identify the
key gender-related con traint to de-
velopment and poverty reduction in
each country. The e analy e form
~he ba is for integrating g nder i ue
In a systematic way into the Bank'
program in the c countrie. In the
last couple of year, over 25 ountry
Gender A e ment have been un-
dertaken a el f- tanding exer i e .
And much more work ha been un-
d.ertaken a art of other Bank analy-
SIS uch a Poverty A e mcnt. I
should note that the Bank ha been
~nvolved in work on gendcr-r lat d
ISSues for many y ar now -in fact in
one way or another in th mid-
.1970. Thi ha included ff rt
Increa e girl ' educati n
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women's reproductive health and raise
female productivity in agriculture,
among other things. But the idea of
the new gender strategy is to ensure
that we have a comprehensive under-
standing of gender issues within each
country as the basis for our lending
and policy dialogue.

When an assessment is done, does
the Bank see that as a baseline so
over ten, fifteen or twenty years they
can assess how things have improved,
or do they use it as a baseline to ob-
serve changes in the short term to
determine if things are improving at
a steady clip to continue providing
funds?

MASON - The idea is to develop a
systematic understanding of how gen-
der issues affect development in spe-
cific societies. In some countries,
girls' education or reproductive health
-what you might call "traditional"
gender issues- may remain important.
But that is not the case in all parts of
the world. In many countries in Latin
America, for example, we see that girls
school enrollment and achievement
now equals or exceeds boys'. So, edu-
cation may not be a top priority issue
there, but there are others. In this con-
text, you want to make sure you have
a sound information base. That help
u understand where the highest-re-
turn activitie are likely to be. At the
same time, it is doing exactly what you
ay, creating a ba eline of information

and knowledge so that after five or
ten y ar we can look back and ee
whether progre ha been made and
how the Bank ha contributed.

KING - Of the Millennium De el-
opm nt oal MDG) part of our cor-
porate goal many are about g nder.
ender quality in enrollment rate

and mortality rate, the e are ome
ba ic rnctri by whi h \I e a e our
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success as a development organiza-
tion and the success of our partner
countries. So yes, benchmarking these
development goals is important for
measuring progress in the future.
Let's just remember that, though
mostly girls and women are at a disad-
vantage, this is not always the case.
In some countries, the systematic dis-
advantage is against boys, rather than
girls. For example, in several of the
Latin American countries, as well as
in some East Asian countries, boys
have lower school enrollment rates,
especially at the secondary level, be-
cause boys feel most the pressure of
having to go out into the labor mar-
ket. In areas of armed conflict, as in
parts of East Asia and Africa, it is of-
ten the boys who are out there being
affected directly. Gender disparities,
though frequently to the disadvantage
of girls, are also harmful to boys.

It is only 2003, but do you think
you are on track to achieve the Mil-
lennium Development Goals? Do you
think it is possible to eliminate gen-
der disparities in education by 2015?

KING - Many developing coun-
tries have already met those goals, or
are well on their way to meeting them
by 2015. But many other countries,
such as the poorer countries of Africa
and South Asia, are not in good shape
about meeting these goals. I think one
of the key questions for achieving the
MDGs in those countries is, "What
are they doing about the poorest seg-
ments of their economy and their so-
ciety?" Unless programs and policies
are designed to address the situations
of the poorest families, these coun-
tries are not likely to meet the most
basic development goals. Gender in-
equality and poverty are closely tied.
Meeting the MDGs is not a problem
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about well-to-do families in develop-
ing countries.

MASON - One of the things we
found during our work for Engender-
ing Development was that, while you
find very specific gender issues in a
country, there are often much more ge-
neric issues that affect gender equal-
ity in important ways. For example,
where there are strong legal institu-
tions, including the judicial system,
law enforcement, and so on, women
do much better in terms of realizing
their [given] rights than in countries
with weak legal institutions and ca-
pacity. And I think we can make an
analogy with respect to the MDGs.
Countries that are poised to achieve
the Goals, in general, are also the coun-
tries that are likely to make more
progress on the gender front, as their
policies and institutions are generally
configured toward making socio-eco-
nomic progress. And the opposite is
also probably true -that countries
which have weaker capacity to meet
the goals, in general, will also have
the most difficult making progress on
the gender side. Although there are
clearly gender-specific concerns,
there is a strong correlation between
the strength of countries' institutions
and policies in general and their gen-
der situations.

KING - One question that we have
been asked, a very important ques-
tion, is "What will it take to meet the
development goals about gender?
What is it going to cost the countries?"
I would go back to what Andy was
pointing to which is the importance of
institutional change. These are re-
forms that are not necessarily going
to cost a huge amount of resources
because we are not talking about
throwing money at programs or inter-
ventions. Much can be done by in-
creasing people's awareness of the
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costs of gender inequalities and of the
benefits of reducing these inequali-
ties, and of changing people's behav-
iors. We have tried to make the case
for more learning from past experience
about how to improve gender equal-
ity. We need to sustain the analytical
work and to keep building the infor-
mation base about gender. Our book
is not the last word, obviously. We
have identified many information
gaps. But let's use current policies as
opportunities for learning about what
works and what does not work.

MASON - I would end by corning
back to a central message of our re-
port -and of the work that the Bank is
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doing more generally on gender and
development- which is that gender is
a development issue. Gender discrimi-
nation clearly and most directly affects
women and girls, and that needs to be
in the forefront of our minds. At the
same time, our work shows that the
impacts on society of gender inequal-
ity are much broader. They affect the
well-being all of society -men and
women, boys and girls alike- as well
as the development prospects for the
country. So, even if one is not moved
to action by the human rights case for
promoting gender equality, there is a
compelling case on development
grounds to confront the issue.

Elizabeth M King is currently the Lead Economist in the Human Develop-
ment Unit of the World Bank for East Asia and Pacific countries; she was
Lead Economist in the Research Department until about a year ago. Her
publications have focused primarily on the determinants of investments in
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fied in "Women s Education in Developing Countries" (Johns Hopkins Uni-
versity Press, 1993). In "Engendering Development: Through Gender Equal-
ity in Rights, Resources, and Voice" (Oxford University Press, 2001), she and
her co-author compiled and analyzed substantial empirical evidence on why
gender issues are as much a development topic as macroeconomic problems
in developing countries. Ms. King, who is from the Philippines, received her
dOctoral degree from the Economics Department of Yale University. Since
jOining the World Bank, she has worked on countries as diverse as Bangladesh,
Colombia, Ghana, and Indonesia, among others.

Andrew D. Mason is a Senior Economist in the World Banks Latin America
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Institute for International Development in Jakarta, Indonesia, where he fo-
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Interview with Carol Bellamy,
Executive Director, United Nations

Children's Fund

The practice of female infanticide,
aborting female babies or killing them
shortly after birth, has been realized in
India, China and Bangladesh, as social
norms value sons over daughters. Why
did this practice gain a stronghold in
these areas?

I am not sure I am prepared to call it
a social norm but, the issue of infanti-
cide is largely an issue of gender. I sup-
pose one could see it as quite a brutal
method offamily planning, particularly
in societies where boys are valued over
girls. It is largely an issue located in
Asia, for both social and economic rea-
sons. For example, in a traditional A ian
family, a son is expected to stay with
the parents, earn money, inherit prop-
erty and take care of the parents when
they get old. Whereas when a daughter
marries, she moves in with her
husband's family and leaves her par nts.
In that context, a girl is not seen a a
particularly good inve tment. That i
why J want to make the point that it i
not just a ocial is ue but an economic
one.

In 1996, India banned the use of
Ultrasound machines for sex determi-
nation. But after the 2001 census,
the governm tn! be Tan to take broad
action in response to the fact that th ~

census showed 927 girls for every
1,000 boys under age 6, down from
962 in 1981. Certain measures have
been taken to stem the practice of in-
fanticide, including parent training,
clinic raids, home visitation pro-
grams, financial incentives and me-
dia campaigns. To your knowledge,
have any of these measures been ef-
fective in reducing the number of fe-
male babies killed? Are the same mea-
sures being taken in other countries as
well?

Tn addition to India, China and the
Republic of Korea also have outlawed
medical testing for sex selection. But
what we know is pre-natal sex selec-
tion is still a widely-occurring phenom-
enon.

I was once a lawmaker. It is a won-
der there are any problems left, given
all the laws that I have passed to take
care of them. But seriously, passing a
law is often just the fir t step. You have
to follow-up with implementation. So,
my attitude is we think some of these
laws are having an impact, but it takes
som time to really se pin.

India and China are quite different.
China even with it increa ing open-
nc , is till quit a centralized country
wherea in India so much has to b ne-
gotiated through the tate that it may
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take even longer. I think the strate-
gies we have seen in recent years are
good strategies, but I do not think
people should assume that there are
going to be changes overnight. We
know that even though there are not
particularly good statistics available,
there still remains substantial dispari-
ties in gender population figures In
these countries.

In an agricultural region in north-
ern India, the 2001 census found only
754 girls for every 1,000 boys. Is this
practice more common in agricultural
communities, high-poverty communi-
ties, or does it transcend location and
socio-economic class?

It transcends all classes. But the fact
is, again, and this is not unique to India
or China, that rural areas usually change
more slowly. They tend on balance to
be quite poor. Largely, we can find sig-
nificant poverty in the cities, but those
in rural settings will be the slowest to
change. It is harder to reach people in
rural settings, it is harder for the mes-
sages to get there and it is harder to
change what has been practiced in the
past. People who are moving to more
urban areas go through changes. So,
yes, we are more likely to find them in
rural areas, whether they are agricultural
or not.

You touched on this earlier but
throughout the 1990s, we saw that a
number of laws passed meant to pro-
tect women and children. However, the
Convention on the Elimination of All
Forms of Discrimination against
Women (CEDAW) was ratified by many
countries that to this day participate in
many destructive practices against
women. Have these laws been at all
effective in changing the cultural
mindset in regard to a woman or girl s
Worth? Ifyes, how? lfnot, how do you
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think people can change a percep-
tion that is so deep-seeded in tradi-
tion and culture in many of these civi-
lizations that women are second-class
citizens?

I think that CEDA W -and I would
also point out the Beijing Conference
of Women-did and continue making a
difference. The CEDAW is quite criti-
cal to ending discrimination against
women. Mere ratification does not
mean everything has changed, but it
gives ammunition to those who want to
promote some of the changes and it also
establishes obligations for governments.
Again, some governments move more
slowly than others. As you know, the
United States has not ratified CEDAW.
But, governments under CEDA W really
have obligations to take a look at the
economic, cultural and social rights of
women, and they are obliged to report
to the CEDAW Committee on how they
are doing. Now, the CEDAW Commit-
tee does not have a lot of resources, but
there is at least an obligation. So there
is some transparency as to what is hap-
pening in these countries.

That being said, I think the world has
a long way to go in realizing the actual
principles of both CEDA Wand the Con-
vention on the Rights of the Child,
which is directly linked to CEDAW in
that it extends the spirit of that treaty to
discrimination against girls.

From our perspective, one of the
positive actions that can take place to
make a difference is not the international
treaties -although we think they have a
role to play- but ensuring that all girls,
as well as all boys, receive a basic edu-
cation of good quality. From our per-
spective, there may be almo t no other
area where the return on the investment
is as great a it can be with girls getting
an education. It docs not mean every-
thing will be perfect, but they arc more
likely to be able to make healthy
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choices, more likely to have a stable
economic situation. Their children are
less likely to be ill. They are less likely
to be ill. In other words, the whole en-
vironment changes around this girl!
woman-to-be if she has the opportu-
nity to get education.

Are there any type of repercussions
that can be enacted against any coun-
try that does not hold up to the CEDAW
Treaty (/ they have ratified it?

The repercussion of public opinion
is probably the main tool, but that is the
same with all treaties. I think there are
174 countries that ratified CEDAW and
every couple of years they have to make
a report. That report is published and
discussed by the CEDA W Committee.
The Committee comes back with com-
ments and observations. Again, that is
public. So, the court of public opinion
generally exists. That is the main re-
percussion. Beyond that, there is not a
financial penalty or anything else, but 1
wonder how that could be enforced in
any case.

Along that same line ofthought, have
there been any international policy im-
plications in response to the recent me-
dia campai ins or news stories onfemale
infanticide and other horrific practices
against women in these countries?
Have the more developed countries re-
sponded in any way so that we see this
impacting trade or regulations?

The wealthier countrie are being
ju t a obnoxiou a ever on trade ac-
tually. They are not doing anything to
improve thing. Both North America
and urope are pr viding, from our p r-
spective, little in the way of incentive
~or countrie that actually are trying to
Improve the ituati n. While f male
infanticide may not be om thing that
One nccc arily n ount r h r in the
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United States, let's understand that
violence against women knows no
economic boundary and is found here
in the United States in spousal abuse
-whereas it might be female infanti-
cide in another country. No country
can stand self-satisfied that they have
taken the actions that they ought to
in terms of violence against women.
But again, female infanticide is a par-
ticular act of violence which one does
find much less prevalent in the indus-
trialized countries.

What steps is the United Nations
Children s Fund (UNICEF) taking to
mitigate the infanticide issue, as well as
other gender disparity issues in Asia?
Are there UNICEF programs on the
ground that you can speak to?

Fighting violence, abuse and exploi-
tation is one of our five global UNICEF
priorities, which we work on in support
of the Millennium Development Goals.
Our work in this area is not just with
girls, but protection of all children.
Certainly, discrimination against girls,
and the persecution and the murder of
girls, is a complete violation of every-
thing we believe in. We work with gov-
ernments, NGOs, community leaders
and religious leaders to try to confront
inherited prejudice and customs that
have made infanticide and prenatal ex
selection acceptable.

The key is actually to bring local
community, religious and government
leader into the dialogue. A good ex-
ample i the TO TAN Ba ic Education
Program in Senegal, focused on female
genital cutting. UNI EF ha upported
it but it i actually an NGO undertak-
ing it. It i a wonderful example of
building at the gra root Ie el to con-
front the e kind of cultural form of
violence. You really ha e to ngage
people at the local Ie el on the e i u

Again, wheth r it i HIV/ fD -
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which is increasingly showing a fe-
male face around the world- largely
because of violence against girls and
women, or infanticide, I really want to
make the point that while female in-
fanticide is probably a bigger problem
in Asia, and again, given the size of
the population one understands the
numbers might be big - the issue of
violence against girls and women is a
global problem.

It is not the only thing we work on,
and I cannot say that in every coun-
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try we have a particular program that
is called the program to deal with vio-
lence against girls and women. Stop-
ping violence against girls and women
is something that goes very much to
children having a good early start -it
goes to women not dying in preg-
nancy and child birth, it goes to people
having their rights protected, it goes
to fighting HIV/AIDS. We fully rec-
ognize that the issue of gender vio-
lence is an important area that under-
lies a lot of our work.

Carol Bellamy is Executive Director of the United Nations Children s
Fund (UNICEF) since 1995, and is a respected voice in the international
community. Prior to joining UNICEF, Ms. Bellamy was Director of the United
States Peace Corps. Having served as a Peace Corps volunteer in Guate-
mala from 1963 to 1965, she was the first former volunteer to run the organi-
zation, which works in more than 90 countries. Additionally, Ms. Bellamy
was a Managing Director of Bear Stearns & Co. from 1990 to 1993, and a
Principal at Morgan Stanley and Co. from 1986 to 1990. Between 1968 and
1971 she was an associate at Cravath, Swaine & Moore. She also spent 13
years as an elected public official, including five years in the New York State
Senate (1973-1977). In 1978, she became the first woman to be elected
President of the New York City Council, a position she held until 1985.

Ms. Bellamy earned her law degree from New York University in 1968.
She is a former Fellow of the Institute of Politics at Harvard University s
Kennedy School of Government, and an honorary member of Phi Alpha Al-
pha, the Us. National Honor SOCiety for Accomplishment and Scholarship
in Public Affairs and Administration. Ms. Bellamy graduated from Gettysburg
College in 1963.



Interview with Congresswoman

Rosa DeLauro (D-CT)

Why should we not trust the forces
of the free market to determine the go-
ing wage rates for men and women?

Well, we have to deal with facts as
they are. I think the important piece is
that there is a wage gap, for whatever
the reason, whether it is the market,
whether it is by some other design or
Whether it is specific employers. The
fact remains that there has historically
been a wage gap between men and
women and, at this juncture, you are
looking at white women -this is from
the Bureau of Labor Statistics-, the
average women who works full time and
earns about 78 cents for each dollar
earned by the average man. If you take
a look at women of color, the wage gap
for black women was 66 cents per dol-
lar for men. The wage gap for Hispanic
women was 56 cents. It i as narrow at
this juncture as it has ever been, but
~evertheless that hi toric gap still ex-
tsts across age race, occupation, edu-
cation, or hour worked. If you take a
look at almost any profes ion -actu-
ally for member of Congre we all
make the same rate of pay, men and
women_, whether it i univer ity pro-
~essors, waitres e or engine r , there
IS a wage gap. The American P ycho-

logical Association published a report
in August of 2003 of managerial pay
involving more than 2,000 managers
from more than 500 organizations. It
finds that not only do women managers
earn approximately 9% less than male
managers, but it is also related to the
gender and age of those that they work
with. The fact of the matter is that it is
across nearly every single profession
that you will find a wage gap.

My view is that wage gap may not
be market driven, but maybe it is pro-
fessionally driven or it may be that for
some reason in our society women's
work is undervalued. Quite honestly,
what I talk about all the time is that his-
torically the work that women do has
been undervalued. So, that plays out in
terms of how we compensate women.
Interestingly enough, I do not think this
is a women's issue but a family issue.
Today, most hou eholds have two wage
earners. There is one person who brings
home fulltime pay and somebody else
who brings home 75%. The effect is
on the family not just on the individual
because that affects what you are able
to do with your living tandard with
your ability to educate your kids, on
buying automobiles your purchasing
pow r. All of those things are aft! cted,
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and so, it is not just an issue concerning
women. Poverty rates would drop by
more than 50% if women received equal
pay. If married women were paid the
same as comparable men, family in-
comes would rise by nearly 6%, family
poverty rates would fall from 2.1 % to
0.8% (that is from the Institute from
Women's Policy Research and from the
AFL-CIO). On the other hand, if single
women earned as much as men, their
incomes would rise by 13.4% and their
poverty rate would be reduced from
6.3% to 1%. Single working mothers
would see a 17% rate rise in income and
poverty rates would be cut in half from
25.3% to 12.6%, again the same story.
So, it has a significant impact on the
economic circumstances for women and
their families.

What would the Paycheck Fairness
Act dofor Women in America that cur-
rent law does not do?

The Pay Equity Act was a historical
milestone but one of the facts is that it
does not have the needed enforcement
teeth. That is what the Paycheck Fair-
ness Act is all about. First, it was intro-
duced in prior years, and this year I in-
troduced it in April through the House
Education and Workforce Committee
Subcommittee on Workforce Protection:
It has eighty six co-sponsors and al-
though it was bipartisan, I do not know
if that is still the case now. Connie
Morella was a supporter, but as you
know, Mrs. Morella is no longer here.
What it does is that it strengthens the
Equal Pay Act. Women are able to sue
for punitive damages in addition to com-
pensatory damages. The Department of
Labor has the opportunity to enhance
outreach and training programs and to
work with employers to eliminate those
disparities. One of the things that hap-
pens today is that in some places em-
ployees are not allowed to share their
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salary information with others. It would
lift that gag rule. When I first heard
about the wage gap, I thought that was
impossible. I have had many, many
women who talked to me about either
being fired or some other penalty they
faced by sharing that information with
other co-workers. The Census Bureau
says that over a lifetime, women lose
about $420,000 in wages and benefits
with the current system. The Paycheck
Fairness Act is about enforcement and
putting teeth into the Equal Pay Act that
was passed all those years ago.

Similar legislation has been spon-
sored for several years running. Why
do you think it has not passed into law
to date? What are theforces against it
coming to pass?

First of all, there is other legislation
that is comparable worth, but this is not.
Beyond that, I do not think there are
other pieces oflegislation that deal with
wage and equity. Comparable worth
deals with people who work in one pro-
fession and those in another, and how
you square the effort. We have not been
able to have a hearing in this institu-
tion. It is amazing, on a basic issue of
economic equity for women and we are
working on getting more co-sponsors on
the effort. We have worked with
women's organizations and unions to try
to increase the numbers and we have
been, at some point, well over a hun-
dred people who have signed on, but we
have not been able to have a committee
hearing on the issue. In this institution,
you cannot get discouraged because you
have not moved the ball as far as you
would like to, or even inch by inch, let
alone over the goal line. It took eight
years to pass family medical leave, it
has taken years to pass chiJdcare legis-
lation and it takes sometimes years to
pass legislation. The real strength of
the institution is that you can continue
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to do that and you build a coalition in
order to be able to do that. If this had a
hearing, if it ever got to the floor of the
House of Representatives, I defy any-
one to vote against pay equity for
Women. It would pass.

We have noticed that you have re-
cently been worried about Title IX be-
ing rolled back. What can you say about
that?

We are all right on Title IX. They
pulled back on Title IX. There was such
an outcry on Title IX that they not too
long ago pulled back. Title IX is an-
other important area and the impact of
this is relevant because it implies not
only thinking about older women, but
about younger women as well. Today,
retirement security is predicated on what
your income has been, and women suf-
fer from lower pension protection. If
you have lower wages and if you are in
and out of the workforce, then you have
less to invest. If they decide to priva-
tize social security, women would be in
dreadful shape because they would have
less to invest and they would have less
pension protection. So, it is not only
for today's job, it is what your retire-
ment security is all about for women, if
we do not do something to addr ss this.
I am not from the school of thought that
says that all employers do this, it is not
true. There are people who are very
responsible but there are some who are
not. That is why we have the enforce-
ment act.

Who would you say benefit the most
out of this situation?

I would say familie a you do not
work in a vacuum. It i what happens
to your economic life tyle and your
standard of Iivi ng. If you are ina fam-
ily, it is all about what are the kind of
things that you can provide to the farn-
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ily members. If you are a single women,
and your income rises by 13.4%, you
lift single women out of poverty. So,
wages mean something in our society
today. That is why we passed minimum
wage. We have not raised minimum
wage again, even when many minimum
wage workers are women, and we can-
not get the minimum wage now up to
where it should be, given inflation.
Thus, you deal with minimum wage and
add to that a wage gap, and you look at
less pension protection. So, there are a
whole lot of economic issues that work
against women in their economic oppor-
tunities and economic circumstances.

A lot oj "pink collar" traditional
women sjobs are typically in the public
sector. If someone says these jobs are
already set at a public wage setting -
teachers, nurses, social workers- how
would this be addressed?

We have to take a look at what they
are paying. Going back to what I said
earlier, I think this really has to do with
people's values and how women's work
in our society is valued. Most childcare
workers today are women. They are
grossly underpaid and we entrust them
with the lives of our kids. It is unbe-
lievable. They make such a low wage
and maybe because women have been
in the social areas like teaching, nurs-
ing and so forth, the notion was that you
could pay less of a wage in that area.
Women who belong to unions are paid
more money because they have some-
body advocating on their behalf. I have
not done any studies on this at all, but if
you go into the higher price restaurants
where there are no women waitresses,
there are only waiters, I would love to
know what kind of money they make
versus women who are waitre ses. r
would bet that there is an enormous di _
parity. Take college prof! ssors who
have the arne academic background.
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Why are women college professors paid
less money than male college profes-
sors? For a long time it was because a
man raised a family. Well, women are
raising families too. Two-thirds of
households are currently run by women.
It is out of sync with the times and that
is why I think now is a good time to try
to deal with this issue.

A recent "Business Week" article
mentioned that roughly 67% of college
undergraduate students and 68% of stu-
dents enrolled in masters programs are
women. Do you think that through edu-
cation some of the wage gap is going to
be closing on into thefuture?

My hope is that it could, except that
today the gap exists for working women
regardless of occupation, education, or
hours worked. You can be a Ph.D. and
you are not making what your male
Ph.D. counterpart is making. So, with
education you have traveled the same
route and you are not making the same
amount of money. Today, as it currently
exists with the increased number of
women who are getting B.A. degrees,
masters degrees, etc., the wage gap still
exists. We tell our daughters that you
can do whatever you want and be in
whatever profession you want, but we
cannot say to them that they are going
to be paid the same amount as their male
counterparts. Therefore, even if you
hold constant the issues of education
this change is not happening. Someon~
asked why do you want to look at it in
an enforcement way? When you Come
to the fact that there is no opportunity
to break the lOgjam here, what you do
have to fall back on is the issue of some
sort of enforcement mechanism.

Some would argue that after the
Family Leave Act was enacted and
w~~en were aI/owed to have time after
giVing birth to raise their neWborns,
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their overall earningfor thatyear would
have gone down. How would you
counter those who would argue that that
is a reflection of women who have taken
time off voluntarily as opposed to sys-
tematic discrimination?

I do not understand why they try to
make all kinds of excuses about why we
do not pay women who are in the same
professions, with the same education,
the same amount of money. Now, I be-
lieve that family leave ought to be paid,
whether it is a male or a female taking
family leave, and the job ought to be
available to them when they come back.
If you take a look at most industrial so-
cieties, that is a fact. That happens and
people taking such leave are paid. Why
do we continue to make the arguments
that somehow because you take time to
raise children you then are not meeting
the demands of your education or your
occupation? Is it cultural? Is it soci-
etal? Again, is it values based? It is a
mystery to me. But people make those
arguments all the time. You know that
women opt to have a family. Well, just
because you opt to have a family that
does not mean that your intellectual
power or your ability on your job is less
than for anyone else. I am just saying
that women are penalized. If I am a
university professor, I went through the
same education that my male counter-
part did, then I should be paid the same
salary. 1fT take off 12 weeks, which is
unpaid leave in the U.S., to deal with a
sick parent or to deal with newborns,
what difference should that make in
terms of my salary? r do not understand.
You tell me. Does this seem reason-
able?

A historical anomaly?

That is why we need to change the
pattern here and the only way we are
going to change the pattern is through
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enforcement. What the Paycheck Fair-
ness Act would do is put wage discrimi-
nation on the same basis as discrimina-
tion on ethnicity or for race. That is
essentially what this is all about. It says
we are going to put them on the same
footing. If you choose to discriminate
on wages, there is a penalty. Not ev-
eryone does it, but those who do should
understand that that is the case. And
my goal is to see that we get a hearing.
If we cannot do it, we will do what we
can to bring it to the attention of the
public. If we are able to get a hearing
and if we are able to get this to the floor
of the House, believe me, with 435
members of the House of Representa-
tives we would get a vote of 435 to zero.
People understand it is more than just
politics. People have families, people
have wives and daughters. Today,
young women are going to school, they
are getting an education -serious edu-
cation-, they are breaking all kinds of
barriers and yet they are still being paid
less money ..
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But are there particular sectors that
might get better or be doing worse than
others as a result?

I am not going to answer that ques-
tion because why is not everybody tak-
ing a pay cut then? Why is it only
women who will be taking a pay cut?
It is not particularly difficult. Today,
we pay the chief executive officers
(CEOs) of our largest corporations 400
times more than the average individual,
male or female. What happens today is
that ifthere are bad economic times, the
CEO's pay does not come down but
hard workers get laid off. Their jobs
are gone. Is that equitable? No, it is
not equitable. Ifthere are difficult times,
and we have men and women who are
working and they are all getting the
same salary as they should, then, maybe,
you go to them and you say we all have
to take a pay cut -me, you, and the guy
next door-, but that is not going to
happen. Yet women are contributing
every bit as much on whatever job they
are doing as their male counterparts.

Congresswoman Rosa DeLauro wasfirst elected to Congressfrom Connecticut s
Third District in 1990, and is currently serving her seventh term. Congresswoman
DeLaura sits on the House Appropriations Committee, and serves on the Labor,
Health and Human Services, Education, and Agriculture Subcommittees. She
also serves on the House Budget Committee. In 1999, she was elected Assistant to
the Democratic Leader by her colleagues, making her the second-highest ranking
Democratic woman in the House of Representatives. Sh was re-elected to this
position in 2000. In 2002, she was appointed co-chair of the House Democratic
Steering Committee. Her legislativ e priorities include economic improvementfor
Workingfamilies and afJordable healthcare and childcare. Prior to her election
to the House of Representatives, Rosa DeLauro served a . Executive Dir ctor of
EMILY'S List, a national organization dedicated to increasing the number of women
in elected office. From 19 1-1987, Ms. DeLauro served as Chief ofStafJto u.s.
Senator Christopher Dodd. M·. DeLauro received her B.A. with honor. from
Marymount College, earned her Master in International Politics from Columbia
Univ rsity and has studied at the London School of Economics.
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Interview with Christine Rosen,
Resident Fellow at the Ethics & Public

Policy Center

Can you give us an overview of
what you found to support your claim
that "there is no real wage gap in the
Us. "?

We do not deny there is a wage
gap. There is, but there are many dif-
ferent ways of talking about wage
gaps. The way that academic econo-
mists talk about wage gaps, especially
when they talk about gender wage
gaps, is in terms of adjusted wage
gaps. When they are trying to find,
for example, if women are discrimi-
nated against in the labor market, they
will compare equally situated men and
women. In other words, they will take
men and women with equivalent edu-
cational backgrounds, equivalent job
descriptions, consecutive number of
years in the workplace, people who
work the same number of hours per
week, all of these things. Theyexam-
ine and compare them and when you
look at those wage gaps, depending
on which factors they are holding con-
stant, you will find a range of differ-
ence between about 88 to 99 cents on
the male dollar.

The unexplained statistical residual
is the technical phrase economists use
to refer to the wage gap. But the wage
gap that most Americans hear about,
both in the media and from public
policy makers is a wage gap of be-

tween 73 and 76 cents on the dollar-
that is, the average woman makes 76
cents for every dollar a man earns.
And that is actually true, but that is
looking at the average woman and the
average man and comparing their sala-
ries.

This tells you nothing about the
existence of discrimination in the la-
bor market because none of the fac-
tors that are taken into consideration
by economists are taken into consid-
eration in that figure. Therefore, when
you start looking at average wages
between men and women you find
that, on average, women work fewer
hours per week than men, they are
more likely to be part-time workers than
men, spend fewer consecutive years
in the workforce. Thus, as a result, it
would be unusual not to find an aver-
age wage gap given these general
facts. But if you look at similarly situ-
ated men and women, as many econo-
mists have done, especially young
women without children, you see that
the wage gap almost disappears. I also
would add that sex does have an im-
pact in the labor market. Your sex does
matter when you go out into the
workforce. But to suggest that em-
ployer discrimination is the cause of
that difference is mi leading, although
that is what you often hear about in
public discussions.
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In terms of the raw, unadjusted
wage gap, we have seen change over
time. Is there evidence that the ad-
justed wage gap has changed over
time as well?

Yes, it has shifted. It actually
shrunk in the 1980s. It was 73 cents a
few years ago and now it is 76 cents,
so it does fluctuate. But a number of
factors go into that and I am prefacing
all this by saying that I am not a
trained economist, so this is just from
my reading of the academic economic
literature, which I have spent a lot of
time looking at. Those are changes
that you can trace to differences in
the broader labor market in general.
They also track women's educational
advancement. Women are now the
majority of college graduates on cam-
puses, they get the majority of mas-
ters and law degrees. All of these
changes also change the adjusted
wage gap. What has not changed is
that 80% of women in America have
children in their lifetimes. This is where
the wage gap hits the road because it
is not sex that matters so much as the
presence of children in women's lives.
That is what has an impact on their
lifetime earnings. Thus, we do see fluc-
tuations, but I am always a little dubi-
ous when people say that (i) the wage
gap should be shrinking dramatically,
but it is not, and that (ii) it is stagnant
and we still have this big wage gap,
referring again to the unadjusted wage
gap. This can probably tell us some-
thing about the labor market in gen-
er~l, but I do not think it says any-
thing about discrimination.

At what point in time did the ad-
justed wage gap plateau at the level
of statistical noise or was it always
there?
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No, that has changed. Education
is the reason why that has changed. I
could not pinpoint for you exactly
when that was. Pay for women has
gotten closer to that of men as women
have gotten closer to men in terms of
work experience and educational quali-
fications. For example, historians such
as Claudia Goldin have done a lot of
work on this where they look at the
historical wage gap and although they
do not have the same kind of data that
we do today, they estimate that at the
beginning of the century women were
earning a third of what men earned.
And it used to be the case, well into
the 1960s, that there were different
advertisements in the newspaper
classifieds for men and women for the
same job but at different pay scales.
Until fairly recently, discrimination in
the labor market based on sex was a
reality. But the passage of the Equal
Pay Act in 1963 and Title VII of the
Civil Rights Act of 1964 changed that.
Because of these legal changes, I think
it is a little unsophisticated when
groups make arguments about the
wage gap and discrimination, because
we have seen that gap narrow. It also
depends on which industries we look
at. There are certain industries where
women earn more than their male col-
leagues. Looking at specific indus-
tries, we can make much more inter-
esting arguments about whether or not
there is discrimination in different in-
dustries by tracking people with simi-
lar qualifications.

Based on all that you have said,
why do you think this argument about
wage gap and discrimination still has
such strong staying power? So many
people are so passionate in their be-
lief that women make only three-quar-
ters of what men do. How do you
perceive what they arc doing and what
do you think they are trying to
achieve?
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This is what is great about our
country, but also can be taken to ex-
tremes. We have a very strong sense
of fair play. However, we also have a
language of equality that has been
used in public policy debates to ar-
gue for equality of results, not equal-
ity of opportunity, and there is a big
difference between these two con-
cepts. When you look at equality of
opportunity issues, if you consider
how women are doing legally, socially,
and educationally, particularly com-
pared to how they were doing earlier
in the century and even compared to
ten or twenty years ago, I think women
have equality of opportunities. That
is not the same thing as saying women
do not face discrimination. They still
do. But we have effective laws on the
books to combat these practices and
these should continue to be laws vig-
orously enforced, such as the Equal
Pay Act and Title VII. The U.S. Equal
Employment Opportunity Commission
has a very important regulatory role
in enforcing those rules and making
Sure that employers are enforcing
them as well.

What I think we have, certainly
since the 1960s and through the J 970s,
1980s, and 1990s, is an organized femi-
nist movement that needs a rallying
cry. Equal pay for equal work used to
be a legitimate rallying cry for femi-
nists, because women were not get-
ting equal pay for equal work. But
now when you look at the adjusted
wage gap you realize they are and we
have laws on the books to protect
them so, that if they are not treated
equally, they have legal redress. Then,
what do you fight for? 1 have found
myself in debates with feminists who
still say: "We want pay equity." Well
I say: "What i pay equity? We have
equal pay." Pay equity i in fact the
resurrection of an idea that wa popu-
lar in the 19 0 but that the court to-
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tally rejected as necessary for equal
pay, which is comparable worth legis-
lation. Comparable worth is a form of
wage setting. These are situations like
the one that occurred a few years ago
when a "Paycheck Fairness Act" was
proposed, and it was argued that this
was a piece of legislation necessary
to guarantee equal pay, but in fact it is
qualitatively different. What feminists
seem to be seeking now is not equal-
ity of opportunity, but equality of re-
sults.

The article entitled The Opt-Out
Revolution by Lisa Belki, published
in the October 26, 2003 New York
Times Magazine is actually very in-
teresting in this regard, as it would
not have been written ten years ago.
It interviews women who chose to
leave the workforce, to "opt out," to
raise their children. I think what both
the feminist movement in general and
a lot of women individually are con-
fronting is the reality that some women
are choosing not to go all the way to
the top. And that is going to have an
impact on average wages. I have tried,
in debates with feminists, to get them
to answer the question, "What about
that choice?" What I hear from them
are variations on the argument of false
consciousness, variations on the claim
that subtle discrimination is at work in
society and these women actually do
not realize they are making a bad
choice. I think ultimately the feminist
movement in the 21 SI century has to
grapple with the reality that if their
claim, much repeated in the 1960s and
1970s, is to give women freedom of
choice, they cannot expect to dictate
what choice women will make. The
average wage gap is a reflection of
the choices women have made.

In the paper "Still Hyping the
Phony Pay Gap" b Diana
Fur htgott-Roth there wa a ontrol
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for younger women (from 27 to 33) to
eliminate the child-bearing factor. It
has been argued by some, that this
approach does not capture what is
referred to as the cumulative effect of
discrimination. Is this correct?

Right. That actually goes to the
point I mentioned earlier about chil-
dren. It speaks to a broader issue
about whether and how we want the
federal government to legislate the is-
sue of women in the workplace and
families. It is still the case in this coun-
try that women, more than men, are the
ones who are going to sacrifice time at
work to take care of children, even
though working mothers are now the
norm. The reason we looked at younger
cohorts is to test whether, when you
come right out of college and start mak-
ing life choices, you start with a fairly
even playing field or not. We found that,
for young women today, yes, you do.
After that, however, things change. But
again, the cause is not necessarily sex
discrimination. I disagree with the idea
that we are experiencing subtle, institu-
tional discrimination against women.
That is not to say that corporations,
academia, law firms and all of these
places cannot do more to adjust to the
realities of working women and their
families. I just happen to be a strong
believer in the free market and 1would
rather have the market work out those
glitches. It is not always going to be
pretty, of course. But I would rather
have the market work that out +because
women are a valuable enough asset in
the labor market now that businesses
cannot just ignore their demands- than
have the government legislate a' one-
size-fits-all approach, such as manda-
tory paid family leave, for example. We
should let businesses craft solutions
that suit their labor force.

You often hear the U.S. compared to
European countries that have more lav-
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ish mandated benefits and hear that "we
are as bad as Haiti because we do not
have mandatory benefits." Yet, if you
compare economies -those such as
Japan, the U.S., and Australia- those
that have the smallest number of man-
dated benefits have the highest rates
of economic growth and the lowest
rates of unemployment. You can track
that economically. I would be wary of
promoting the notion that, when women
have children, the government should
subsidize that and protect them against
the labor market realities of that choice.
I thought it was a very good sign what
that New York Times Magazine article
showed, because these were educated
women who made that choice know-
ingly. They realized that when they
stepped off the rollercoaster, they were
not going to get back o~ at the peak;
they would fall behind. I think a lot of
women are willing to make that choice
and statistics reflect that.

You mentioned that there is still
some discrimination in some industries
that are still adjusting to women in the
workplace. What are some of the best
examples of this?

There are two areas where I think
there is some hope on the horizon. A
number of corporate law films, whose
work requirements can be fairly brutal
-you have to be in the office logging
billable hours so it is very difficult to
make partner if you are trying to raise
kids- a lot of firms are allowing women
to "stop the clock". Academic depart-
ments are doing this too. They are fi-
nally understanding and giving a nod
to the reality of biology in women's
lives. If you want to have a kid, even
with new reproductive technologies,
you have a limited window to do that.
These women are not being penalized;
they are just being given a moment to
step off and then step back on where



Feature Interviews: Christine Rosen

they were before they had their chil-
dren. I think: you will see more busi-
nesses, especially ones that require a
lot of face time early in a career path,
like law firms and academia, trying to
adjust in that way. I think: that is a very
positive sign. Again, that is an organic
change. These employers understand
that they are going to lose their good
female employees if they do not find a
way to make it work.

When you say "taking time off', are
you referring to the short window
when women are giving birth to a child
and need to adjust, or taking one to a
handful of years off?

It refers to a more general leave. Not
just the time of delivering a baby and
the few weeks of maternity leave, but
the way that a women's work life
changes more broadly. Of course, this
presupposes that she can afford to
make this choice -because this is ob-
viously not a choice for women who do
not make a certain amount of money.
But it means finding more flexible work-
ing arrangements, perhaps working
part-time or three-quarters time rather
than full-time. Again, even if you com-
pare full-time working men and full-time
working women, there are always go-
ing to be people who work overtime,
Who work longer hours. That is the
reality. Even a woman who is still work-
ing full-time after the birth of a child
might start saying no to more overtime
that she might have said yes to before
she had a child. If you plug her and a
million other women into the equation
about the av rage wage gap, this i all
going to affect it. I am talking about
that time from birth to age five, before
children start school and require full-
time care. The intere ting thing is that
polling data ha hown that more men
are spending more time with their chil-
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dren now too, and so, this is an issue
that more men are dealing with as well.

Obviously men are now more in-
volved than men of a previous genera-
tion. Do you feel that this could po-
tentially lower their average income?

Sure. Absolutely.

This could then potentially help to
close the gap?

It might close the gap, but I do not
think that closing the gender wage gap
is even the most important goal we
should be pursuing. I think: it is more
important to ensure that everyone has
legal protection against discrimination,
men and women. Also, we should rec-
ognize that there are simply many more
choices available. We forget that this
impacts men, too. r remember interview-
ing a woman and a man, both of whom
had topped out at middle management
in the same company. She went on and
on about the old boy network and sex-
ism keeping her down and she had a lot
of "evidence," but it was largely anec-
dotal. She had actually no evidence of
sex discrimination. The man just sat
there and said little. They were the same
age and had similar qualifications and
work experience. 1 asked him, "Why
did you not make the CEO position?"
He said, "1 guess 1 just was not good
enough. I really tried to work hard but
these companies are pyramid-shaped.
Very few men get to the top." She still
insisted that discrimination was to
blame. Perhaps this was true, but in her
case it was much more a matter of per-
ception than reality. We do tend to for-
get that in the rat race there are always
loser as well a winner. I think the
way our culture has worked until fairly
recently, with regard to women's uc-
ce ,i that we have operated on the
a umption that di crimination again t
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women must be the cause of their fail-
ure to advance, because it was for so
long. But we are moving away from

that, both in how we think culturally
about this and how we measure the im-
pact of the choices women make.
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Founder and President of the Institute for
Women's Policy Research

While many claim a 25% wage gap
between men and women for similar
work, Diana Furchtgott-Roth, before
taking her position as chief economist
at the u.s. Department of Labor wrote,
"study after study shows that women
who are in the same job as men, who
have the same qualifications, and who
do not cut back on their time in the
workforce because of child-rearing earn
practically the same amount as men-
about 95 cents on the dollar." Who is
right and why?

Diana Furchtgott-Roth is definitely
wrong. Actually the claim is not that
women earn 25% less than men for simi-
lar work. The claim, using statistics
from the Bureau of Labor Statistics
(BLS) and the Bureau of the Census, is
that women who work fulltime, year-
round compared to men who work
full time, year-round earn about 77% of
what men earn. Therefore, the 23%
wage gap is not about doing similar
work. It is only similar in the sense that
both women and men are working
full time, year-round.

There are two different data sets that
Come from the Current Population Sur-
vey, which is a joint project between the
BLS and the Bureau of the Census. The
annual eamings data comes from March
of every year, in which people report

on the prior calendar year. The survey
of weekly earnings used by the BLS,
which also comes from the Current
Population Survey, is administered ev-
ery month and asks what you have
earned during the last week. Those two
numbers will usually differ by a small
amount, but the 25% wage gap is ap-
proximately correct and is approxi-
mately similar in both of these com-
monly used data series. In that 25%
wage gap we are comparing women
nurses with male truck drivers, women
secretaries with male CEOs, women
CEOs with male ditch diggers; the com-
parison is across the entire labor mar-
ket. The question is: For everybody in
the labor market who works fulltime,
year-round, what do women make rela-
tive to men?

No one, to my knowledge, has ever
claimed that the entire 25% gap is due
to discrimination. Some of it may be
due to the fact that men and women
choose to prepare for different occupa-
tions, men studying engineering and
women studying nursing. Some of it
could be due to men working more
hours per week than women, even
within the category offulltime, and not
adjusting for that in the data. The De-
partment of Labor defines fulltime as
35 hours per week or more. So, there
are many reasons for that gross wage
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gap to exist, one of which is probably
employer discrimination.

One of the most recent estimates was
from the Council of Economic Advisors
in the Clinton Administration. They
estimated that perhaps about a third of
the gross wage gap was due to discrimi-
nation. There are two similar reviews
with similar conclusions, one by
Francine Blau in the Journal of Eco-
nomic Literature and one by Rebecca
Blank. One of the problems with
Diana's approach is her contention that
the other side claims the entire wage gap
is wholly the result of discrimination,
while the other side has never claimed
that. She claims that all studies show
that if you compare women and men
who do not have children and work
fulltime you will find no differences,
and that is not true either. It is an ex-
tremely complicated area in which there
are many, many studies. The General
Accounting Office is working on a study
now using the Panel Study of Income
Dynamics, which is a longitudinal data
set that can show how much women and
men have worked their entire careers.
Right now I am doing a study with
Stephen Rose using the same data set
over 15 years.

I do not think we know the answer
to how much of the wage gap is dis-
crimination and how much of it is some-
thing else. What Diana likes to say is
that a lot of it is women's preferences
or men's preferences to essentially have
women devote more of their lives to
family care. She claims that if women
make that choice, then, they are devot-
ing less to the labor market and it is logi-
cal that they will be rewarded there less.
But to what extent is the family making
that choice in an environment that is not
~nnecessarily constrained? If you live
In Sweden with great childcare it might
be a lot easier to choose to work full time
if you are a woman. In the U.S. maybe
you do not have that choice. One of the
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problems in regression models where
more and more factors are brought into
the model is that a lot of what is being
brought in is the very result of the dis-
criminatory arrangements that we are
trying to explain. So, the number of
children is used to explain away the
wage gap but nobody brings into the
model the fact that childcare may not
be available, that we may not have paid
family leave and all the reasons that
families might choose to take the lower
paying member, which is most often the
female, and assign her to do more fam-
ily work. These models tend to under-
state the impact of discrimination on the
woman's and family'S choices and the
resulting wage gap.

Would that not include tax policy as
well?

Yes, very much so. The marriage
penalty is actually against the dual-
earner family. There is a marriage ben-
efit for a couple with a dependent
spouse, and a lot of people do not even
realize this. It is amazing how much
American women work even though
everything is against them -the social
security tax policy, income tax policy,
the lack of paid childcare, the lack of
paid family leave- and yet, they are in-
credibly driven to work and advancing
the amount of time they spend in the
labor market and the amount of educa-
tion they are getting. Also, women in-
creasingly -like men- think "I am go-
ing to be supporting myself. It is just
part of being a human being. 1 want
that economic autonomy and, yes, I am
looking for a relationship, but I do not
want it to compromise me economi-
cally." Unfortunately, for too many, the
relationship -especially with kids- does
compromise them financially. We do
not have all of the public policy and
public support in place that we should
have.
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A good example of how tax policy
can make a big difference is the Earned
Income Tax Credit (EITC), which most
people credit with bringing many single
mothers into the labor market. If you
have two kids, you can get up to $4,000
annually from the EITC if you earn the
minimum wage. Therefore, you have
just increased your wages from ten or
twelve thousand a year up to fourteen
or sixteen thousand a year. That is a
pretty big incentive to get in the labor
market. There are several studies that
show the EITC has been important but
unfortunately, the marginal tax rates on
that single mother are very high. When
her income goes up, she loses a lot of
the EITC benefit. If she marries a
worker at a similar level, they will both
lose the EITC benefit. If both parents
are single, when they marry each other
their combined income exceeds the in-
come eligibility range. That is a huge
tax incentive against both of them con-
tinuing to work. They go from a very
low tax burden (i.e., a tax gift) to hav-
ing a very high tax burden that would
constrain their joint work effort after
they marry.

Anyway, how much women and men
work and earn and why, is a very com-
plicated subject. Th simple an wer that
suggests that "men and women earn the
same ifyou control for everything" does
not really get at the i sue.

How has the wage gap changed over
time as women have come into the
workforce in greater numbers.

The wage gap ha declined. It i a
success story really. It u ed to be about
40% from when we fir t really tarted
mea uring it in the late 50 and early
'60 -from the same data erie that J
mentioned earlier (the urrent Popula-
tion Survey)- and it i now down to
about 23%. That i a very big decline.
If you look at laudia oldin' work
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going back into the 19th century, she
finds that the wage gap was even big-
ger and it has declined even more. I
think it has improved for many reasons,
largely because women are making the
decision to invest more in themselves,
to get more education and work more.
But, also, our Civil Rights Act of 1964
-and other laws- do increase the incen-
tive for women to work more, because
they can get into better jobs and earn a
higher pay. People might not realize
this, but in the '60s if you were hang-
ing around graduate schools, there were
very few women in law and medical
schools, almost none. The Civil Rights
laws -Title IX of the Higher Education
Act, Title VII of the 1964 Civil Rights
Act- really opened up these opportuni-
ties. These laws encouraged women to
get the education and go into the labor
market. Even there, it is hard to know
exactly what happened. Did women's
preferences change because social
norms were changing or were women
finally able to act on their preferences?
There are many causes that have led up
to women's increased work in the labor
market. There is the birth control pill,
very important. It is made for a smaller
family size and controlling reproduction
with relative certainty. It means in start
law school, I know I can finish in three
years. I still want to have kids, but
maybe J will do that later. All kinds of
factors came together to affect how
much women work.

According to a recent "Busines'
Week" article, women earn 57% of the
bachelor s degrees and 58% ofthe mas-
ters degrees in the u.s. Does the gap
tend to close as women attain higher
levels 0/ 'kill or education, and Hill
education be the key to filling the gen-
der wa e gap?

Thi i another complicated que _
tion. Definitely education i a key to
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closing the wage gap, but it only goes
so far. I think one of the reasons why
women are flocking to universities to
get those B.A. and M.A. degrees is that,
women in particular, recognize that they
need the credential to get ahead. In a
sense, women are relying less on what
you could call the "old boys' network"
of contacts and more on credentials to
get ahead. It is possible that, as good as
that is and as important as that is, it does
not really address all of the reasons that
women do not get ahead. They may still
face discrimination in the labor market.

We do not know for how many more
years the wage gap will exist, but I
would be willing to guess that it would
continue for at least a century. I see it
getting better, I hope it will eventually
disappear completely. However, I think
it could easily be another century be-
fore you see as many women in posi-
tions of leadership and, therefore, less
discrimination against women. Most of
the studies show that women in leader-
ship are more likely to hire and promote
women. It is not that there are not some
bad apples among women. Of course,
there are. We do not want women to be
discriminating against men, or black
leaders to be discriminating against
whites, or white leaders to be discrimi-
nating against Hispanics, but the point
is that the more women and minorities
that get into leadership, the more fair
we should expect the whole society to
become.

When it comes to the higher levels
of education, is the wage gap narrower
between men and women?

I do not believe so. So much, again,
depends on occupation and industry and
where you are looking, but in many
ways, the wage gap among the unskilled
IS smaller.
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Are you saying that if a male and
femalegraduatefrom the MPPprogram
at Georgetown and both go to workfor
the exact same firm, they would prob-
ably earn almost the same pay, but their
choices -if they chose different firms to
workfor and different occupations- are
what contributes to the wage gap?

Yes. But you might also find some
discrimination, so that even if you went
into very similar lines of work you
might find differences in pay. Typically,
what seems to happen is that the differ-
ences are less apparent when you first
get out of school and they grow, five
years, ten years later. Studies of law
school graduates and medical school
graduates show that the wage gap
grows. Again, it is hard to know if it is
because women are limiting their effort
on the job and devoting more time to
family care -which is what Diana
Furchtgott-Roth would have you be-
lieve-, or is it because the women get
to the firm, see that no matter what they
do, they do not get promoted and so they
say, "I may as well have a baby or go
work for a less intense firm where 1do
not have to work as hard." It is unclear
what is causing it, but it is clear that the
wage gap grows.

The wage gap is not directly affected
by the level of education. lfwe look at
everybody with a college education, the
wage gap could be bigger or smaller
than for everybody with a high school
diploma. I happen to have here the data
for Tennessee (in a year 2000 report)
and for college-plus there is a wage gap
of 45%. For less than 121h grade, the
wage gap is of only 27%. There is no
necessary relationship. The reason edu-
cation works to close the wage gap is
because the more women close the edu-
cation gap with men, the more they are
increasing their human capital relative
to men, and therefore, their wages will
go up relative to men. As a result of the
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G.I. Bill and perhaps other factors, men
jumped ahead of women in college
graduation rates after World War II. It
was not until the '80s and '90s that
women started to catch back up. How-
ever, even today if we look at the labor
force over age 25, it is still the case that
men have slightly more education on
average than women. This is because
these high rates of women going to col-
lege and getting their M.A. degrees
come only from the last ten or twenty
years, while there are people in the la-
bor force from older generations. Also,
men are still getting more of certain
kinds of degrees, particularly in science
and engineering. Even though women
are getting a lot ofMBAs, they may not
be getting into the very top levels of the
executive suite. Is it just because
women have not been in a place from
which to get promoted into the top CEO
slots or is it that they are all there but
they are trapped under that glass ceil-
ing? Education does help close the gap,
but it is not' the full solution. For it to
work more completely, men and women
would have to choose more similar ma-
jors. They have been getting more simi-
lar, but they still are somewhat differ-
ent. Education alone does not end all
forms of discrimination.

Why has the Fair Labor Standards
Act of 1938failed to produce the results
you would like to see and what would
the proposed Pay Check Fairness Act
do for women in America that the cur-
rentlaw cannot? In particular, do you
have a sense of how the Paycheck Fair-
ness Act can be implemented and en-
forced and who would bear the costs?

The Fair Labor Standard Act was
primarily about the federal minimum
wage and the overtime provi ion. It wa
not until 1963 that it addre ed unequal
pay by sex, and it wa the Equal Pay
Act that became part of the Fair Labor
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Standards Act. This Equal Pay Act is
limited to instances of women and men
getting unequal pay for substantially the
same job. Unfortunately, a lot of sex
segregation remains in the labor mar-
ket, meaning that most women and men
still work in jobs that are disproportion-
ately male or female. Shocking as that
may seem, it is still true. The Equal Pay
Act has not been held to address all
those differences. It has not been held
to address the difference in pay between
an engineer and a nurse, but it has been
held to address the difference in pay
between a male orderly and a female
nurse's aide if what they do is substan-
tially similar. Many jobs that had dif-
ferent titles have been addressed by the
Equal Pay Act, and their pay has been
equalized because the jobs are substan-
tially similar.

That is why Title VII of the 1964
Civil Rights Act, which has included sex
as a qualifying standard from the very
beginning, is needed to address the other
employment opportunity issues men and
women have: the opportunity to get
hired and get promoted into the same
job. Between the two, you would hope
that it would be complete protection -
equal pay, equal hiring and equal pro-
motion- but we do not seem to be get-
ting the results we would like to see.
Various people have proposed legisla-
tion. The Paycheck Fairness Act is one
proposal, but there is also another, the
Fair Pay Act, which many people be-
lieve goes further. It would require
employers to look at the pay scale of
jobs and to make those public in a sta-
tistical sense. An employer would have
to examine pay rates and say at my
large firm I have packing hou e work-
ers, managers, sales repre entatives and
so on. I am going to put out there all of
the job titles and the average pay for
each job title by sex so that we can ee
whether orne job that are done pre-
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dominantly by women -which seem like
they are just as hard as jobs that are pre-
dominantly done by men- are under-
paid." That, of course, is a comparable
worth argument that is addressed in the
Fair Pay Act, but it is not addressed in
'the Paycheck Fairness Act. My under-
standing of the Paycheck Fairness Act
-it is perfectly good, there is nothing
wrong with it- is that it is really about
improving compliance with the Equal
Pay Act and Title VII, as we now un-
derstand them. The courts have inter-
preted both of them relatively narrowly,
and the Paycheck Fairness Act is not
doing much to broaden out the interpre-
tation of those laws. But it is talking
about strengthening enforcement efforts
in various ways. The Fair Pay Act, how-
ever, does go beyond the Paycheck Fair-
ness Act in encouraging employers to
get at the issue of the pay rates of dif-
ferent jobs done by women and men.
Can they be held to be similar in terms
of skill, effort, responsibility and work-
ing conditions, so they should be paid
more equally? There has been a lot of
action on comparable worth in the
United States, primarily in state civil
service sectors. About 20 state civil
services have addressed the issue and
have increased pay in women-domi-
nated jobs as a result of comparable
worth studies and are realigning pay
rates. Much as it is hard to believe in
our free-market economy, it has hap-
pened.

Does Temporary Assistance for
Needy Families, especially the rules
requiring reCipients to work, force
women into lower payingjobs, more so
than men? What other pay equity is-
Sues are there regarding welfare re-
form?

At the Institute for Women's Policy
Research (IWPR) we have done an
enormous amount of work on the low-
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wage labor market, women in poverty,
welfare, and welfare reform, and we are
very concerned about the rules requir-
ing single parents who receive welfare
to work. Partly, again, because our so-
ciety simply does not provide quality
childcare at an affordable price, these
regulations have the potential to force
children into very unsafe care arrange-
ments. One of our main findings is that,
even before welfare reform, many single
mothers -even those receiving welfare-
were already working. They would ei-
ther cycle back and forth between wel-
fare and work, or they would actually
be able to combine holding a job with
getting welfare benefits, either because
the job they had paid so little that they
still were eligible for welfare, or possi-
bly because they were not always re-
vealing what they earned. Either way,
they would not have been doing it if they
did not need the money to support their
families. Everyone admits that people
simply cannot live on the amount of
money that welfare alone provides. It
is below the poverty level in every state,
and most people do not even think you
can live at the poverty level. It was clear
that we had a system which was not
fully supporting people, and that so
many women were working or getting
income from family members. Other-
wise, they would have all starved to
death, which they did not do. They had
to supplement their welfare income to
survive.

Our research shows that women are
very motivated to work. You can see in
the data that the more education the
mother had and the older her children
were, the more likely she was to work.
Also, mothers were more likely to work
if they were healthier and not disabled
and if their children were not disabled
either. In our view, it was not a ques-
tion of needing to force more women
into jobs, but it was a question of giv-
ing them the supports they needed to
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go to work. Ifthere was good childcare,
if they could get their General Equiva-
lency Diploma, high school diploma or
some college, then they would go to
work voluntarily, and if they could get
into a good job that paid them well and
provided health insurance, they would
also work voluntarily. Most of us at the
IWPR felt that the whole 1996 welfare
reform was misguided. It does have the
potential, as you suggested in your ques-
tion, to force women into very low-paid
jobs and bring down the prevailing wage
in the labor market. Many other things
have that same potential. The lack of
generous unemployment insurance ben-
efits can also force people, men and
women, to take jobs they do not really
want to take, but if your unemployment
insurance is running out, what other
choice do you have? It is absolutely
true that the safety net that we provide
-both the minimum wage and other
forms of safety net, such as unemploy-
ment insurance, retirement benefits,
welfare and 'general assistance- does
keep a floor for the labor market, so that
when you take them away, you have the
potential of reducing the floor in the
labor market even further. That is cer-
tainly one reason to be against shred-
ding off the social safety net, but I am
not sure it is the main rea on. The rest
of the reasons have to do with dignity,
respect for other human beings, and the
real importance of family care. These
are mothers who have not abandoned
their children de pite enormously diffi-
cult circum tances. They are taking care
of them. If they abandoned their chil-
dren, they would be ju t adult living
alone out there. To ay that these moth-
er can alI go off to work in the labor
market without providing good
childcare i to not be eeing omething.

I cannot tell you how many di cu -
sions of welfare reform till go on
around without any reference to women
to their gend r or to the di crimination
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they face in the labor market. When
you see the data in Tennessee (and it is
not unique), there is still a wage gap of
27% between men and women with a
12th grade education who work full-
time. You have to say that "even among
the unskiIJed, men get better jobs than
women." Single fathers get better jobs
than single mothers, as our research
shows. Throwing women into the la-
bor market without opening up the jobs
where the single dads are working and
making 27% more is silly. Where are
the fathers working? Construction?
Road crew? I am not sure where, but
they are probably not being home health
aides, childcare assistants, and may not
have any of all the other jobs that moth-
ers typicaIJy have. It is a partial solu-
tion to women's poverty, at best to throw
them into the labor market without
childcare, without an attack on discrimi-
nation in the labor market and without
enabling them to get above a high
school education, even if they have the
ski lIs, desire, and abilities to learn more.
So, there are many reasons why I think
the Welfare Reform Act was extremely
unfortunate.

What can women do as individuals,
and in organized groups, if they perceive
a wage gap and want toforce change?

I think that, as individuals women
have done almost as much as they could
possibly do. They now are outstripping
men in the B.A., M.A. competition.
They are working more and investing
more in their careers. I think we really
do need more collective action, both
among advocacy organizations and by
the government to addr ss some of the
public policy is ue that are holding
women back and which we ha e id n-
tified ( orne of the tax law lack of
hildcare and lack of paid family lea e).

Of cour e employment di crimination
till out there. We do not know how
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much, but there are lots of cases filed
every day and many of them are won,
so it is still happening. Even in educa-
tional opportunities, encouraging more
women and men to go into fields that
are non-traditional for their gender. In
all of those areas -education, employ-
ment, family support, tax law- we need
to have collective action. The way we
get the government to do things is when
we organize to force the government to
do it. We need to see a resurgence or
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strengthening of the women's move-
ment and women's organizations. All
organizations can work on these gen-
der issues. There is a lot of interest now
among students in sweatshop labor and
globalization, and all of these develop-
ments affect women and men differen-
tially. It is not just women's organiza-
tions that can work on these issues, ev-
eryone can, and they may get further if
they recognize the gendered aspects of
their campaign issues.
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Needs a Family Wage?: The Implications of Low-Wage Workfor Family Well-
Being", "Women s Access to Health Insurance", "Combining Work and
Welfare: An Alternative Anti-Poverty Strategy" and "The Impact of Social
Security Reform on Women". She chairs the National Council of Women s
Organizations' Task Force on Women and Social Security and served on the
Steering Committee of the National Committee on Pay Equity. Beforefounding
IWPR, she taught at Rutgers University and the New School for Social
Research and worked for the National Academy of Sciences and the u.s.
Commission on Civil Rights. Dr. Hartmann is originally from Toms River,
New Jersey.



Fewer Loans for the Lonely:

Can Social Capital Improve Access to

Credit for the Poor?

ALEXANDER GOLDMARK
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Social capital is defined as the resources stemming from group mem-
bership that facilitate action. The theory put forth and tested in this paper
is that social capital can both serve to reduce the market failures that limit
access to credit for the poor, and as collateral itself to overcome those
obstacles when innovative and dynamic market incentives are employed.
Microfinance group lending programs and rotating saving, as well as credit
associations will be used as theoretical and empirical examples. The rela-
tionship between social capital and access to credit is measured using sur-
vey data from Indonesia. Information on community factors, such as group
membership and individual community participation, are used to measure
social capital. Borrowing activities of low-income individuals is used to
measure access to credit. This exercise should inform efforts to measure
social capital and help to improve micro finance, poverty alleviation and
international economic development policy making. Suggestions are of-
fered as to how and under what circumstances credit-facilitating social
capital can be encouraged through development and government policy
and types of policies that debilitate or undermine the benefits of social
capital are identified. This study is intended to highlight an example of
the importance of an often neglected asset of the poor. If nothing more, we
encourage a "do no harm" criteria for policy development that would in-
clude the effects on social capital in the calculus of all types of develop-
ment policy. Improving access to credit is but one manner by which social
capital improves living conditions for citizens of developing countries.

INTRODUCTION

Social capital is defined a the re-
Sources stemming from group member-
ship that facilitate action. Social capi-
tal is important to many aspects of life,
including civic engagement, repre en-
tative governance, individual happiness
and economic growth. Acce s to credit
for the poor i a growing concern of de-

velopment economics, in part, due to the
promising possibilities of micro finance.
Access to credit offers possibilities for
economic freedom and a possible escape
from the poverty trap for many would-
be entrepreneurs. The primary hin-
drance inhibiting the poor from obtain-
ing credit is their lack of collateral. If
social capital can be used as collateral
in place of conventional collateral poor
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families would have greater prospects
of obtaining economic freedom and es-
caping poverty.

This idea is not new. Microfinance
institutions have been using group lend-
ing models that leverage the social ties
of borrowers as collateral substitutes
since the 1970s, some scholars even
date the birth of the practice back to
1895 (Sukarno, 2000). Few of these
models, however, were theoretically
developed based on social capital
conceptualizations out of sociology and
political science. Most of these dynamic
lending models utilize the social capi-
tal of borrowers without acknowledg-
ing at all that they are leveraging some
sort of capital. I

I will use theory from social sciences
literature on social capital to apply eco-
nomic logic to an international devel-
opment problem. Using the research of
these disciplines, I come to a concise
yet broad definition of social capital.
After I state and explain the theory of
how social capital should increase ac-
cess to credit, a single country study is
used to evaluate the theory empirically.
Household survey data from the indi-
vidual, household and community level
in Indonesia are used to explore two
major policy questions: (1) What con-
ditions are necessary for social capital
to substitute for absent market mecha-
nisms to increase the access to credit for
the poor? and (2) What types of poli-
cies, implemented by governments, non-
governmental organizations and inter-
national lending agencies, can put those
conditions in place?

LITERATURE REVIEW

Social Capital
Social capital is considered to be an

important resource for democratic gov-
ernance, the creation of a healthier civil
Society, personal empowernlent, as well
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as for economic development. 2

Throughout the evolution of the concept,
two perceptions of social capital have
emerged: while social scientists focus
more deeply on civic involvement and
democratic governance, economists
have focused mainly on the role of so-
cial capital in reducing transaction costs.

Norms of interactions between
people affect the economic efficiency of
their transactions. Associational ties
between people determine the amount
and quality ofinfonnation flows, as well
as the ease of obstacles to cooperative
action. The level of analysis is also
important and often varied: social capi-
tal can be examined on the individual,
community, regional or national level.
In most studies, the data has determined
the level of analysis, but the choice it-
self could have serious implications for
the results (Knack, 1999). A given
country might have high social capital
levels for its local communities, but if
the villages do not interact with each
other, as with many ethnically fractured
countries, the country would have low
social capital compared to less fractured
nations. Using social capital measures
at the wrong level can yield misleading
results.

As for this paper, the concern is only
with the community and individual lev-
els of social capital, as it is less likely
that there is a relationship between na-
tional unity and the ability of a given
poor person to obtain a loan.

The first social science authors to
introduce the term social capital, each
referenced credit, access to credit or an
example of the efforts of poor commu-
nities to gain access to credit. Not for
more than a decade after did any econo-
mist begin to focus on the link. Pierre
Bourdieu (1986) defined social capital
as the resources linked to a durable net-
work of "institutionalized relationships
of mutual acquaintance and recognition
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-or in other words, to membership in a
group- which provides each of its mem-
bers with the backing of the collectiv-
ity-owned capital, a "credential" which
entitles them to credit, in the various
senses of the word".'

For sure, Bourdieu, was not focused
on credit in the same way I am here, but
he immediately realized the potential of
social capital to facilitate it. His defini-
tion becomes more useful, and less
bulky, considered together with the other
early and more parsimonious definition
of social capital.

1. S. Coleman (1988) defined social
capital functionally, as whatever aspect
of social structure facilitates individual
or collective actions. He uses a rotating
savings and credit association
(ROSCA), among others, as an example
of such a social structure where social
sanctions of group members can com-
pel group savings where economic in-
centives fail. Though the example is
directly relevant, Coleman's definition
is far too broad to be useful beyond a
conceptual level. Social capital is de-
fined by what it facilitates rather than
what it is. This makes social capital
overly inclusive and nearly impossible
to measure. Also, Edwards and Foley
(I997) rightfully point out that func-
tional definitions of social capital-such
as Coleman's and later Putnam's-,
make it difficult, if not impossible, to
distinguish between the effect of social
capital, and the variable itself. If the
"aspects of social structure" in
Coleman'S definition are thought of as
"resources linked to membership in a
group which gives credit", we can avoid
a functional definition and move toward
a more measurable idea that can mirror
conventional capital in many way.

With the publication of Bowling
Alone in 1995, Robert Putnam opened
a forum of debates over ocial capital
and it indicator among the di cipline
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of political science and sociology. He
kept the vague functional
conceptualization, but offered specific,
measurable variables as indicators of
features of social life that facilitate col-
lective action, such as social networks,
noDUS and trust within a community.
Putnam identified one vital and reliably
measured indicator of social capital that
has been tested by others," and that will
serve as the community level measure
of social capital for this study: group
membership.

Since Putnam, the social capital de-
bate has widened in the literature to
other disciplines and more rigorous sta-
tistical measurements. The World Bank
chose to keep options open using a
Coleman-like definition for their Social
Capital Initiative, started in 1996. The
definition, left "intentionally broad",
states that social capital is made up of
those "features of both government and
civil society that facilitate collective ac-
tion for the mutual benefit of a group",
where group can be anything from a club
to a nation (Knack, 1999).

With respect to access to credit, so-
cial capital must also meet the criteria
of conventional capital. Social capital
must also be a stock, not just a feature.
The feature that facilitates action must
remain after the group disappears, or the
stock must remain in areas where the
group has left. In this sense, social capi-
tal must be durable, as Bordieu insinu-
ated. Deviating from the definition of
the World Bank, but still as part of the
Social Capital Initiative, Paul Collier
(1998) understands social capital as
durable externalities of social interac-
tion, meaning those benefits that were
not the direct intent of the interaction
and, that remain as a stock as conven-
tional capital would.

Paul Collier's theoretical criteria of
durability is e entia I in understanding
social capital a capital. A final addi-
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tion would be that the capital stock can
be depleted. If the members of the com-
munity do not keep in touch as they
migrate throughout the village or region,
future organizing will be more difficult.
For example, some maintenance is re-
quired for upkeep of the social capital.
To be useful for collateral, the stock of
social capital does not need to be able
to be seized, but at least it must be deple-
table.

Overall, the essential components of
the different definitions of social capi-
tal leave us with a concise definition to
use for empirical analysis: social capi-
tal is the stock of resources stemming
from group membership that facilitate
action. The same examples of resources
remain: the networks among members,
the norms of group interaction, and the
trust between members. With this defi-
nition it is now possible to pull out mea-
surable aspects of social capital that are
independent from the effect: group
membership levels and level of group
involvement.

Access to Credit
More than social capital, access to

credit for the poor has direct implica-
tions for individual welfare and eco-
nomic growth. Awell functioning credit
market places the assets of savers in the
hands of entrepreneurs who, through
interest payments and profits, will le-
verage those assets into economic gains
for both parties and greater societal pro-
duction overall. Many impoverished
individuals have entrepreneurial ideas
that would alleviate their own poverty,
serve society through economic produc-
tion, and promote community develop-
ment. Few are able to act on these ideas
without access to start-up funds that
would b.eavailable in more developed
econorrnes (de Soto, 1989).

Existing small businesses face simi-
lar credit needs, either for working capi-

The Georgetown Public Policy Review, 9: I (Fall 2003)

tal, to cushion shocks or for expansion.
On an individual level, access to credit
also directly affects well-being by allow-
ing for consumption smoothing where
savings are low or non-existent. Credit
smoothes consumption by substituting
for income to allow a household to con-
tinue to consume at constant levels
when income is cyclical, sporadic or
fluctuating. These types of household
economic shocks, without consumption
smoothing, lead to increases in child
labor, irreversible decreases in health,
human capital and family assets (Dehaji
and Gatti, 2002). In this respect, ac-
cess to credit is even more essential for
poor households than for households
with insurance or savings. All house-
holds are susceptible to shocks that can
be caused by many external and un-
avoidable events, such as a bad season
for crops or the sudden death of a bread-
winner.

Although credit is especially impor-
tant to poor households, more than to
the rich, it is much harder to deliver
credit to poor households. A number of
market institutions break down in low-
income credit markets, and several mar-
ket failures are exacerbated by the small
size of the loans. The first of these fail-
ures refers to asymmetric information,
a common market failure in lending
markets (Ray, 1998). Borrowers have
knowledge of their credit worthiness
that lenders lack, yet they have no in-
centive to convey negative information
about themselves that would compro-
mise receiving a loan. The result is that
lenders cannot accurately discern which
prospective borrowers are perceived as
"good risks" and "bad risks." Lenders
must raise interest rates for all to cover
the "bad risks." This pushes the good
risks, with stable but low yielding
projects, out of the market, further in-
creasing the risks oflending. The cycle,
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if exacerbated, can preclude any effec-
tive lending.

The second market failure refers to
moral hazard. Borrowers with few as-
sets to lose should theoretically be more
willing to abuse the credit system and
strategically default even if they are able
to repay the loan. Even where legal re-
course is available, if the borrower has
few or no assets of value, there is little
for the lender to gain or for the borrower
to lose from punishment. In the absence
of collateral, which is the primary de-
vice to overcome moral hazard, conven-
tiona I lending schemes, and thus credit
markets, are far more prone to failure
and infeasibility.

A final hindrance to lending to the
poor is the transaction cost of lending.
Transaction costs ofloan processing and
monitoring do not decrease with loan
size, so administrative costs increase
dramatically, to prohibitive levels, for
loans as small as US$20 or US$] 00.
Costs of checking credit histories, where
they exist, and paying salaries of loan
officers become such high costs com-
pared to the returns from loan interest
that small loan interest rates often reach
50 percent annually without covering
costs (Morduch, 2000). Despite these
obstacles, there have been successful
lending schemes that operate in low-in-
come markets. It is here that social capi-
tal plays its most direct role in increas-
ing access to credit for the poor.

Alternative Lending Schemes:
Where Social Capital and Access to
Credit Meet

After an admirable study of social
capital and household wealth in rural
Tanzania, Deepa Narayan and Lant
Pritchett (1997) conclude that social
capital can substitute for institutions
more common and reliable in richer
communitic , like credit-checking agen-
cies and contract enforcers uch as
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courts. A close-knit community with
strong associational and informational
networks and norms of trust can use
informal channels to substitute for an
absent credit market. This makes a
community with high social capital
more able to overcome asymmetric in-
formation problems than a community
with low social capital. A person's as-
sociational network can serve as his
credit checking institution since a lender
can simply ask about a person's reputa-
tion or even use, as an enforcement
mechanism, the threat of disclosing in-
formation of a breached contract to a
large network. An individual who cares
more about his community, or has more
stake in it, is likely to be a better credit
risk than someone who does not, all else
being equal. Dean Karlan (2001) found
this to be the case, using data from a
microfinance group lending institution
in Peru.

A lender can use the threat of with-
holding loans to other members of the
community in order to encourage repay-
ment. This will help alleviate the risk
of moral hazard, by using the self-inter-
est of other community members, who
are also prospective borrowers, to moni-
tor current borrowers. With this incen-
tive scheme, individuals with stronger
bonds with such community members
will be better able to call on those mem-
bers for help in repaying a loan if they
find themselves in financial trouble
(Morduch, 1999). Finally, with in-
creased monitoring and information
flowing more easily, transaction costs
of background checks and oversight
decrease. Administrative costs will still
be high on a per-loan measure because
the size of the loans is still small, but
higher levels of social capital should
help to mediate the high transaction
costs.

These kinds of hypotheses form the
basis of many microfinance programs
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aimed exclusively, and with consider-
able success, at poor clients excluded
from formal credit markets. Group lend-
ing is a common method of leveraging
social capital into viable collateral. The
widely replicated program of the
Grameen Bank lends to individuals in
voluntarily formed groups in a succes-
sion, where later loans are only made if
earlier loans are repaid (Morduch,
1999). The collateral at risk here is a
future loan to another community mem-
ber. Naturally, community members
with stronger ties will view this as a
greater loss, and essentially, as having
more collateral at risk. Stronger ties will
also allow the future borrowers of the
group to pressure early borrowers into
better loan use.

Another alternative lending scheme
is that of the Rotating Savings and
Credit Association (ROSCA), a com-
munal lottery or loan distribution sys-
tem using pooled savings. All mem-
bers of the group are required to con-
tribute a given amount each period and
one member is chosen at random or by
a set system to receive that period's en-
tire share. This type of group, as
Bourdieu noted earlier, is a clear ex-
ample of collective action increasing the
access to credit of its members.

Indonesia and Microfinance
Indonesia's micro finance sector is

often touted as a national example of a
flourishing success. Indonesia has
around 220 million people, and in total,
there are 13,470 microbanks serving
almost 30 million clients in addition to
250,000 ROSCAs and ROSCA vari-
ants. The sector has had also a long his-
tory. Dutch colonists are reported to
have established models similar to
microfinance in Indonesia as early as
1895, and since then, the sector has de-
veloped and formalized itself in ways
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few other countries have matched
(Sukarno, 2000).

Established microfinance institu-
tions are regulated, and often funded and
operated in cooperation with the gov-
ernment in Indonesia. Informal lend-
ers in Indonesia refer to NGOs and
newer nonprofit organization
microlenders. The major micro finance
banks, with several thousands of
branches, are considered formal insti-
tutions. In short, the formalization and
prevalence of microfinance makes ac-
cess to microfinance opportunities, ifnot
loans, much easier than in other coun-
tries with similar economic conditions.
This is important because it lessens the
potential bias effect of not being able to
reach or know about a lending institu-
tion, even though, if one existed, the
individual would be a good candidate
for borrowing. Microfinance preva-
lence, as opposed to bank prevalence,
is important because what is being con-
sidered in this study is the access to
credit for the poor, and conventional
banks are unlikely to lend to someone
with income less than US$1 per day.
Most communities in the sample are
relatively close (less than ten kilome-
ters) to formal financial institutions.

A final note on the peculiarities of
Indonesia is that the Asian financial cri-
sis changed the lending situation dras-
tically though temporarily. The data in
this analysis were collected in early
1997, just prior to the crisis. As far as
predictive conclusions about Indonesia
are concerned, the altered economic
situation of the country and the region
must be taken into account. General
assertions, however, about the relation-
ship between social capital and access
to credit should remain unaffected.
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CONCEPTUAL MODEL

Access to credit for an individual is
a function of two factors: (l) the ability
to repay the loan, especially relative to
other prospective borrowers, and (2) the
supply of capital available in the credit
market. These are themselves functions
of other factors. A borrower's ability to
repay a loan is a function of: (a) the suc-
cess of his loan use, (b) his access to
other funds through income or personal
assets, (c) his desire to repay the loan,
and (d) the effectiveness of the legal
competencies that could compel him to
do SO.

5 All of these, except the legal
competencies of the community, are
uncertain at the time of the loan agree-
ment. This means that, as the decision
to lend is concerned, the expected abil-
ity to repay is used to proxy for ability
to repay, and so on.

This expected information is then
taken and compared with alternative
borrowers. A hierarchy of good to bad
risk borrowers might be made and the
top of the list down receives credit until
the supply runs out. This assumes a
constant interest rate, which is not al-
ways the case in practice (Jaffee and
Russel, 1976). Enforcement competen-
cies are also needed to guarantee that
default penalties are effective.

The underlying theory of this analy-
sis is that social capital will increase a
prospective lender's ability to accurately
create the hierarchy of good to bad loan
risks and increase a prospective
borrower's ability to repay, a well as
offer alternative competencies that could
compel him to do so. The primary con-
ceptual model for this study would be
that in which access to credit is the de-
pendent variable, which is a function of:
(I) social capital, (2) expected success
of loan use, (3) known or expected abil-
ity to repay independent of loan success
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+income, assets and/or wealth-, (4) ex-
pected or demonstrated desire to repay
-credit history-, (5) legal competencies
and (6) supply of credit in community.

DATA DESCRIPTION

The data used in this study is from
Indonesia, a developing country with a
broad distribution of income skewed
toward the poor. It comes from the In-
donesia Family Life Survey (IFLS), con-
ducted by RAND Institute, UCLA, and
the Demographic Institute of the Uni-
versity of Indonesia (LDUI), and has
detailed information on both access to
credit and social capital at the individual
and community levels (Frankberg and
Thomas, 2000).

According to the IFLS user's guide,
the data set is a continuing longitudinal
socioeconomic and health survey. It is
addressed to a sample representing
about 83 percent of the Indonesian
population living in 13 of the nation's
26 provinces and it collects data on in-
dividual respondents, their families,
their households, the communities in
which they live, and the health and edu-
cation facilities they use.

The number of households that were
surveyed in 412 communities in the
most recent wave was 6,791. As for the
number of individuals, 15,662 -or 71
percent of the sample- responded to the
access to credit question, and alterna-
tively, 2 1,507 individuals -or 97 percent
of the sample- answered the participa-
tion in a ROSCA question. Commu-
nity participation questions, such as the
community participation rates in 19 dif-
ferent types of groups were asked to
community leaders to get a community
level measure of social capital.

Community leaders and village eI-
ders are also asked if there is a "spirit
of mutual cooperation" in the commu-



56

nity. Edward Miguel, Paul Gertler, and
David I. Levine (2002), using the same
dataset, have previously used this as one
of several measures of social capital.
Upon closer inspection, here I decide not
to use this measure because 96 percent
of all communities reported an ethic of
mutual cooperation, offering little varia-
tion for statistical analysis. Individual
participation, recorded as hours partici-
pated, offers a good measure of social
capital on the individual level. It is much
more likely that someone who partici-
pates in a group for more hours will cul-
tivate and utilize the types ofinterpersonal
bonds that define social capital than a
person who is affiliated with a group but
does not actively interact or participate.
In this sense, these data offer more infor-
mation about individual social capital
than many other datasets with only num-
ber of group memberships. Yet, there was
no measure of trust.

The dependent variable is measured
as a categorical variable of access to
credit, no access to credit, and did not try
to borrow. The last response is concep-
tually difficult to work with as there may
be any number of reasons why an indi-
vidual did not try to borrow. Certainty
that an individual would be denied credit
or lack of knowledge of where to go to
request a loan, would both be reasons for
not trying to borrow, while in reality, that
would indicate no access to credit. Con-
versely, a person may not have tried to
borrow precisely because he or she did
not need to, and the same reasons that
cushioned her from the need to borrow-
abundant savings and valuable
collateralizable assets- would also surely
lead to access to credit. There is no theo-
retical reasoning that would make us be-
lieve that they did not try group loans in
either direction.

A variable of distance to the nearest
major bank -that includes major
micro finance banks- was created to mea-
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sure the supply of credit. Theoretically,
the further a given community is from the
nearest lending agency, the lower the ac-
cess to credit will be for the community
members. Unlike most other countries,
Indonesia treats micro finance banks as
formal financial institutions, they are the
regulated lenders to the poor. Informal
moneylenders and alternative credit in-
stitutions are unregulated lenders to the
poor. In the absence of formal banks both
should increase access to credit, though
they may not matter greatly where the
supply of formal credit to the poor is high.

Questions on previous debt and debt
repaid allow for a measure of credit his-
tory, or desire of the borrower to repay
future loans. It is difficult to measure
expected success of loan use. There are
data on what loans were used for, but not
-on the purpose loans would have been
used for those who were denied access to
credit. For this reason, loan use data was
omitted. One of the ways that social capi-
tal should increase access to credit is that
credit markets are improved with the
greater information that comes along with
higher levels of social capital. In this
sense, social capital will capture some of
the effect of accuracy of knowledge of
lenders about borrowers.

EMPIRICAL MODEL

Multinomial Logistic Model:

AcCred, = Bo+ B,Memratec + B2Scapj
+ B3Log(assets)j + B4Credwrthj
+ B)Log( debt), + B6Malej +

B7Altcredc + BxKmc + B9Villpopc
+ B,oMoneylndrc +
BII[Log(assets)j*Memratec] +
B'2[Log(assets),*ScapJ + u

where, i = individual level variable and
c = community level variable.
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AcCred: Base group equals 0 if a per-
son did not try to borrow in the
last twelve months, 1 if the
person did borrow, and 2 if
tried to borrow but credit was
denied.

Memrate: Density of social involve-
ment, membership rate: num-
ber of group members in the
community, divided by com-
munity population.

Scap: The number of hours in the
past year a person participated
in any of the 19 Iisted commu-
nity group activities.

Log(assets): Dollar value of summed
household assets, farm busi-
ness assets and non-farm busi-
ness assets.

Credwrth: Ratio of debt older than 12
months paid off in the last 12
months, compared to total
household debt.

Log( debt): Log value of all household
debts in dollars.

Male: Dummy variable for whether
the individual is male.

Altered: Dummy variable for whether
there is an alternative/informal
credit institution in the com-
munity.

Km: Kilometers to the nearest for-
mal financial institution.

Villpop: Population in the community.
Moneylndr:Dummy variable for

whether there is an informal
money lender.

Variation of the control variables will
be lowered because several variables are
at the community level and will be re-
peated for the individual level analysis
of access to credit. Possible alternatives
might be to make a community level
variable for access to credit, by using
rates of people with access to credit or
summing total new loans taken by the
members of a community.
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Social capital is expected to be rela-
tively more important for the poor in
gaining access to credit than for the rich.
To test for this changing relationship
over the asset distribution two tech-
niques are used. First, interaction terms
between social capital and assets are
included. Also, separate equations for
poor and non-poor sub samples are
used. The poor sub-sample comprises
the poorest 70 percent of the total
sample. This cut off point, though ad-
mittedly arbitrary, was drawn because
70 percent of the Indonesian population
lived on less than US$1 per day at the
time of the survey. The commonly used
poverty line is US$I per day, though by
no means it is the only applicable mea-
sure of poverty.

Finding some way to proxy for good-
ness ofloan use is difficult. Also, accu-
rately expecting goodness of loan use
might be one of the ways that social
capital enhances access to credit. People
in tighter communities will better know
and be able to monitor the uses ofloans,
thus lowering the informational barri-
ers to credit. So, planned use of the
money might affect access to credit, and
possibly be correlated with social capi-
tal, biasing the model. But including it
might hide some of the effect of the re-
lationship of interest herein. Possibly
accounting for whether the borrower
owns her own business, entrepreneur-
ship is a proxy for good loan use. This
is a stretch and more research would be
needed to ensure that the theoretical as-
sumption of this proxy holds.

A briefsupplemental analysis is used
to determine the role of social capital
on participation in a ROSCA. For that
model, the same control variables are
used as for the primary model, and
ROSCA participation is substituted for
the dependent variable.
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EMPIRICAL RESULTS

With over two-thirds of the sample
living on less than the poverty line of
US$l per day, there is a sufficient
sample size of the sub-sample of inter-
est that contains 15,507 observations.
Of the 19,892 individuals who an-
swered the question about access to
credit in the full sample,just 30 percent
of them tried to borrow and 71 percent
of those who tried to borrow were able
to do so. Only 21 percent of Indone-
sians actually borrowed. It would not
be precise to say that 71 percent, or 21
percent of Indonesians have access to
credit. Many of the people who did not
try do have access to credit, and many
do not. To have access to credit is to be
able to get a loan if one wants to. The
true percentage that has access is surely
between 21 percent and 71 percent.
However, this analysis does not focus
on. percentage of the Indonesian popu-
lation that has access to credit, but rather
on what factors could help a given indi-
vidual obtain access. Therefore, for this
p~rpose we can leave the percentage
with credit access vague.

Even if we use 71 percent, compared
to developed economies where the over-
whelming majority of people have
checking accounts with overdraw and
use credit cards frequently, this figure
seems paltry. This low total number
indic~tes a large possibility for improve-
ment in welfare if the obstacles to a func-
tioning credit market can be overcome
with informed policy.

The mean membership rate of the
sample. i~ 50 percent. Indonesians ap-
pear to join groups, on average, as much
as most nations (Hodgkinson,
Goldmark, Pashaj and Misiewicz
2003). On the individual level, the mea~
number of hours spent participating in
~tructured group activities is 55 hours
m the past year, or a little more than one

The Georgetown Public Policy Review, 9: I (Fall 2003)

hour each week. There is no compa-
rable international data for this figure,
but intuitively, it seems normal. It is
reasonable to expect that social capital
in Indonesia is similar to social capital
in most other countries. It is not a far
jump to generalize from these results to
make predictions regarding social capi-
tal in general.

For this analysis, sixteen regressions
were estimated in total, with and with-
out interaction variables for the poor and
the full sample, as well as four with
ROSCA participation included. Only
the most relevant two are discussed be-
low. Although results are modest, they
are positive and confirmed most of my
theoretical predictions. All models had
significant chi-squared values with
Pseudo R-squareds consistently around
0.10 - 0.13.6

Multinomial logistic regressions
generate relative risk ratios (RRR) that
are a measure of the impact on the rela-
tive odds of one outcome being chosen
relative to the baseline outcome for a one
unit change of the independent variable
at its mean. This is useful for the pur-
poses of predicting access to credit. For
example, with a RRR of 1.066, an ad-
ditional hour of community participa-
tion, for the average Indonesian, will
increase the odds of that person having
access to credit by 0.6 percent relative
to the base group of not trying to bor-
row. The goal is to understand what
would increase the chances for the av-
erage Indonesian of having access to
credit, and RRRs are a simple measure
of this. To specifically focus on what is
relevant in increasing access to credit
for the poor, the same models are run
with the poor sub-sample, yielding re-
sults relevant for the typical Indonesian
with consumption patterns averaging
less than US$l per day.
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Table 1: FuJI Sample Multinomial Logit with Interactions
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Multi- AcCredi = ~o+ ~ .Memratec + ~2Scapi + ~3Iog(Assets)i + ~4credwrthi +
Nomial ~slog(debth + ~ 6malei + ~ -altcred, + ~ skmc + ~ 9villpopc + ~ IOmoneylndrc
Logistic: +13 1I(log(assets)i x rnemrare.) + ~ 12(log(assets)i x Scapi) + J..I

Dependent Access to credit: O=did not try to borrow (base group) I=borrowed
variable: 2=denied access.

Logit (1) - Full Regression, with Interactions

Borrowed Denied credit

Relative Robust Relative Robust
Risk Std p, Risk Std p,
Ratio Error value Ratio Error value Mean

Memrate 1.197 0.585 0.713 0.327 0.285 0.200 0.501Scap 1.001 0.001 0.356 1.002 0.001 0.165 55.4Log Debt 1.600 0.038 0.000 1.056 0.043 0.183 0.2635Crdwrth 1.066 0.025 0.006 1.038 0.032 0.220 1.032Moneylndr 1.007 0.077 0.926 0.991 0.109 0.932 0.382Altcrd 1.112 0.111 0.286 1.112 0.145 0.418 0.747Log Assets 0.803 0.036 0.000 0.917 0.059 0.180 7.511Male 0.624 0.067 0.000 1.I15 0.143 0.396 0.464VilJpop 1.000 0.000 0.035 1.000 0.000 0.038 9906Km 1.005 0.007 0.414 1.019 0.008 0.013 6.38Memrate *
Assets 0.981 0.057 0.746 1.126 0.110 0.223 4.57
Scap *
Assets 1.000 0.000 0.381 1.000 0.000 0.202 440.8

Log Likelihood = - 3016.1134
Pr. ChiSq = 0.0000
N = 3615
Pseudo R2 = 0.1258
Sample is full sample, weighted.

Full Sample Regression Results
In the multinomial logistic regres-

sion model estimated with the full
sample, neither social capital measure
was significant. Assets, debt, gender,
community population and distance to
the nearest formal bank were each sig-
nificant for some relationship (Table I).
Throughout the six full sample regres-
sions, the results were robust to changes
in social capital measurements and the
same general trends and approximate
effects for each of these variables were

found for almost all of the full sample
regressions.

Debt, credit worthiness and village
size are significantly correlated with
increasing access to credit, while assets
and being male were correlated with
reducing access to credit. These results
are in relation to not trying to borrow.
From these results, assertions can be
made about the effects of the indepen-
dent variables on the odds of having
access to credit or being denied credit
in relation to the decision not to try. Debt
and assets are both Jogged variables. A
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one-unit change for them in this model
refers to a 100 percent change from the
mean. Both variables are significant for
receiving credit, though not for being
denied credit relative to not trying.

The debt and asset results reveal the
ambiguous direction of the relation-
ships. Higher debt should lead to an
increase in individual demand for credit
as well as a decrease in the supply for
that person, leaving us with a theoreti-
cally ambiguous direction of correlation.
Having debt also reveals that the indi-
vidual has borrowed before, and thus
has a credit history, which is also sig-
nificantly positively correlated with ob-
taining credit, likely due to supply side
effects. The data show that the supply
disincentives are far outweighed here,
and those with previous debt are more
likely to receive credit than to not try to
borrow.

A 100 percent increase in household
debt, at the mean oflog( debt), increases
the odds of having access to credit by
60 percent, the most of any variable.
Debt was not statistically significant
with being denied credit at the 10 per-
cent level. Having debt is, thus, associ-
ated with a greater likelihood of trying
to get credit and receiving it.

Assets also have a theoretically am-
biguous relationship with choosing to
seek credit and receiving it. Certainly,
the greater a person's assets are, the
greater the likelihood of receiving credit,
if requested, will be. Yet, the data here
require us to consider receiving credit
in relation to not trying to borrow. That
response, I would expect, is positively
correlated with higher assets: the richer
a person is, the less he would need to
borrow, and thus, try to borrow. The data
sh~w. that the latter effect is stronger.
This IS understandable considering that
70 percent of the sample did not try to
borrow.
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Assets are significantly negatively
correlated with odds of receiving credit
and insignificantly correlated with be-
ing denied it. A 100 percent increase in
the mean of log assets reduces the odds
of seeking and receiving credit by 20
percent. More assets, as expected, de-
crease the odds of being denied access
to credit, but, unexpectedly, less than
more assets decrease the likelihood of
receiving credit relative to not borrow-
ing. Therefore, according to these num-
bers, assets reduce access to credit.

Credit worthiness is significantly
positively correlated with seeking and
receiving credit throughout every itera-
tion of the regression. A one unit in-
crease in the ratio of debt paid off to debt
held would have to be an increase of
debt paid equal to the total debt held.
This is a conceptually unrealistic "one
unit". A more useful interpretation of
the 1.066 RRR is that a 10 percent in-
crease in the ratio predicts a 0.7 percent
increase in the odds of receiving credit.
Although this is not substantial, it ap-
plies to the mean of credit worthiness.
It is likely that as credit worthiness
reaches the bottom of the distribution,
each incremental 10 percent increase
there would matter much more.

One area of the results that separates
Indonesia, and possibly developing
countries in general, from the West, is
the role of gender in access to credit. A
substantially larger percentage of loans
in Indonesia are given out through
microfinance institutions, as compared
to a negligible percentage in the USA.
One aim of microfinance is to alleviate
poverty for families and a proven
method of using credit for this purpose
is to lend to women when possible, or
even exclusively. ROSCAs are often
formed exclusively of women; a find-
ing validated by the data shown here.
Considering the prevalence of
microfinance and ROSCA lending, as
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well as the family focus and gender eq-
uity values of both, it is not surprising
that a male is only 62 percent as likely
to receive credit as a woman, relative to
not trying. Gender was not statistically
significant for the relationship with be-
ing denied credit relative to not trying
to get credit.

Distance to formal credit institutions,
which includes government regulated
microfinance institutions, should theo-
retically be a barrier to obtaining credit.
The data show that distance does not
impact the odds of obtaining credit rela-
tive to not trying, but it does increase
the odds of being denied by nearly 2
percent for an additional kilometer from
the mean. Consistent with expectations,
a sixteen kilometer commute to the near-
est bank (compared to the mean of six)
relatively increases the odds of being
denied by almost 20 percent. There are
a number of possible, and intuitive, ex-
planations for this. Distance traveled
to borrow is likely to reduce demand,
both for people unable to travel long
distances, and for people unwi lling. The
factor most likely to be at work here is a
decrease in the supply. The further away
a borrower is from a bank, the less the
bank will be able to monitor him.

Also, it is worth noting that distance
is unrelated to receiving credit ifsought.
This demonstrates that distance does not
stop people from seeking credit, but in-
fluences the banks decision to deny
them. This is directly consistent with
the problems discussed above about
monitoring and asymmetric informa-
tion. Within a community, a bank can
check the credit worthiness and better
investigate the willingness and ability
of the prospective borrower to repay.
The bank will naturally be better able
to do this within its own communities,
where it has contacts and lower trans-
action costs of investigation. Higher
levels of social capital exist within a
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given community than between them.
Therefore, as far as the infornlational
benefit of social capital on lending is
concerned, distance would capture the
effects of social capital. The greater the
distance the less likely a borrower's so-
cial capital will be able to serve as col-
lateral or as a substitute for legal com-
petencies.

Poor Sub-Sample Regression Results
A sub-sample, that includes only the

70 percent of the population that lived
on less than the internationally recog-
nized poverty line ofUS$ 1 per day, was
created to compare the partial effects of
the control variables for their relative
effect on access to credit for the poor.

Some relative risk ratios change no-
ticeably in the poor sub-sample, but the
most obvious change is that individual-
level social capital and its interaction
variable become statistically significant
with the predicted correlations (Table 2).
This is exactly what this paper predicted.
Social capital increases the average poor
person's access to credit by 0.6 percent
for an additional hour of community
participation per year, and the effect,
though only marginally so, increases as
assets decrease within the poor sub-
sample.

This is a large effect as well as a sta-
tistically significant one. The average
person living on less than a dollar a day
can spend an extra hour per month par-
ticipating in community activities from
youth groups to library associations or
health cooperatives, and her odds of ask-
ing for credit and receiving it will in-
crease by about 7 percent. Thus, an
additional hour a week would increase
the odds by over 30 percent. While so-
cial capital does not contribute to access
to credit for all individuals in Indone-
sia, it is very important for access to
credit for the poor. Community social
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Table 2: Poor Sub-Sample Multinomial Logit with Interactions

Multi- AcCredi = Po+ PIMernrate, + P2ScaPi + P3Iog(Assets)i +
Nomial p-,credwrthi + Pslog(debth + P6malei + P7altcredc + Pskmc +
Logistic: P9ViIJpOpc + PlOmoneylndrc +13Il(log(assets)i x mernrate.) +

P12(1og(assets)i x Scapi) + ,..

Dependent Access to credit: O=did not try to borrow (base group)
variable: l=borrowed 2=denied access.

Logit (1) - Full Regression, with Interactions

Borrowed Denied credit

Relative Robust Relative Robust
Risk Std p, Risk Std p,
Ratio Error value Ratio Error value Mean

Memrate 2.272 1.633 0.254 0.523 0.839 0.686 0.516
Scap 1.006 0.003 0.043 1.001 0.003 0.711 74.897
Log Debt 1.835 0.074 0.000 1.104 0.076 0.155 0.1845
Crdwrth 1.136 0.045 0.001 1.111 0.048 0.015 1.06
Moneylndr 1.005 0.123 0.964 0.998 0.160 0.990 0.3713
Altcrd 1.043 0.140 0.753 1.046 0.180 0.792 0.7363
Log Assets 0.906 0.068 0.187 0.891 0.098 0.295 6.434
Male 0.589 0.085 0.000 1.176 0.204 0.349 0.4679
VilJpop 1.000 0.000 0.183 1.000 0.000 0.072 8614
Km 0.999 0.796 0.876 1.021 0.009 0.021 6.65
Memrate *

4.165Assets 0.903 0.083 0.269 1.065 0.213 0.755
Scap *

0.000 0.828 530.3Assets 0.999 0.000 0.044 1.000

Log Likelihood = -1707.1245
Pr. ChiSq = 0.0000
N=2079
Pseudo R2 - 0.1471

Sample is bottom 70% of the wealth distribution of sample, weighted.

capital remains statistically insignifi-
cant.

A final attribute of the relationship
between access to credit and social capi-
tal is that the individual social capital
measure is not significant in models
where its interaction effect is not in-
cluded. This indicates, as the present
paper predicts, that social capital is
highly significant for the most poor who
have the fewest assets to use as collat-
eral, but at the mean, the effect is not
that large. Debt and assets remain simi-

lar, though the effect of a 100 percent
increase in debt, for the average person,
increases the odds of obtaining credit
for a poor person from 60 percent to over
80 percent.

There are two other interesting dis-
tinctions between the poor and non-poor.
The first is that credit worthiness is sta-
tistically significant for both likelihood
to borrow and to be denied. Credit wor-
thiness for the poor increases the
chances of trying to borrow in general,
as expected. A person with debt, who
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is paying it off, is more inclined to be
involved in lending transactions in gen-
eral, but a good ratio of debt paid off
should make him a better loan candi-
date, and thus, make him relatively more
likely to be accepted for a loan than a
person with a worse ratio. An increase
by 10 percent of the ratio of debt paid
off to debt held increases the odds of
being denied credit relative to not try-
ing by 0.4 percent and increases the
odds of receiving credit relative to not
trying by 1.4 percent.

The final distinction between poor
and full samples is that gender becomes
an even more important factor in obtain-
ing access to credit. In the poor sub-
sample, women are 41 percent more
likely to have access to credit than men
are, and this effect is three percentage
points greater than the result obtained
with the full sample.

The gender discrepancy is expected
for the same reasons discussed above
about microfinance prevalence. Ifany-
thing, it is surprising there is not a
greater disparity between income
groups. The poorer a person is, up to a
point, the more likely she will tum to
non-traditional lending sources. After
Some point of poverty, presumably very
low, only informal moneylenders will
lend, and these lenders may not exhibit
the same gender bias in lending that
organized microfinance in titution as
ROSCAs do. If the sample were di-
vided further with the poorest 30 per-
cent as a sub-sample, [ would expect
that gender would become even more
important.

CONCLUSION AND POll Y IMPLICATIO

It makes sen e that community level
social capital i better at predicting par-
ticipation in a credit related group, while
individual ocial capital i better at pre-
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dieting the success of a given person at
obtaining credit. Individual character-
istics are more likely to affect the deci-
sion of a lender to grant credit or not,
and the individual's decision to seek it.
The membership rate in the community
theoretically helps in the monitoring and
the enforcing ofloan administration, but
it is not as directly linked to specific
decisions.

Community tendencies to join
groups, though, would greatly facilitate
the formation of new groups, such as
ROSCAs. A community that knows
each other well, through organizations,
is more likely to be able to generate new
organizations than one that is starting
from scratch. For this reason, commu-
nity level social capital is more impor-
tant than individual social capital in pre-
dicting participation in ROSCAs. In-
dividual decisions and decisions about
individuals are important in ROSCAs,
but much less so than the group's abil-
ity to create and manage itself.

An individual with high social capi-
tal will have more social capital to seize
using group lending, be easier to moni-
tor, and be less likely to adversely se-
lect herself. Consistent with these theo-
retical assumptions, the numbers show
that individual level social capital is
better at predicting access to credit.
Still, social capital is but one method of
increasing access to credit. The results
show how many other factors are im-
portant, even more so, than social capi-
tal.

Both social capital measures have
relative advantages in predicting behav-
ior and outcomes. Individual level so-
cial capital i probably a better measure
to use in most case, but where collec-
tive action is an essential component of
the activity being predicted, community
level mea ure are more relevant. A
combination of both would be the be t
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method of measuring the effects of so-
cial capital.

A caveat to these results is that in-
come is not controlled for, and it is pos-
sibly the most important single variable
likely to affect access to credit. The
RAND Institute has collected data on
income as part of the IFLS, but has yet
to release it as this went to press. As-
sets should proxy well enough for in-
come, but the effects of each would cer-
tainly be different.

In this sample, the poor have more
social capital than the rich, counter to
what much of the social capital litera-
ture would predict. The mean number
of hours of community participation per
year for the poor is 75 compared to only
55 for the total sample. According to
these numbers, the richest 30 percent of
the population, those living above the
poverty line of US$l per day, are the
least involved in their communities.
This may be explained because the vari-
able uses time spent as a measure of
commitment and bond to the commu-
nity. Time is relatively more valuable
for the rich than for the poor. Yet, time
is also the one thing that both rich and
poor have in equal amounts and so it is
possibly the only metric on which to
fairly compare commitment across class
lines. If the measure had been dona-
tions, then the rich might, as the litera-
ture predicts, have higher social capi-
tal.

Social capital has a greater effect at
increasing access to credit for the poor
than for the rich. Overall, though, so-
cial capital should vary far less with in-
come than other forms of capital. Even
if the poor have less social capital, they
are likely to have more social capital
relative to other assets. Social capital
acts as a substitute for collateral and
missing market institutions. The poor
need substitutes more than the rich and
thus, benefit relatively more from s~cial
capital. This effect was empirically vali-
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dated at the individual level but not at
the community level.

The analysis in this paper under-
scores the importance of social capital,
an often neglected factor of develop-
ment, which effects are difficult to mea-
sure, but still substantial. The policy
lesson to be gleaned from these findings
is that effects on social capital need to
be taken into cost-benefit considerations
and factored into broader development
strategies.

More specific research is needed to
precisely say what types of policies help
or hinder social capital formation, but
even at present, certain general guide-
lines can be adhered to: (1) disruptive
effects on community interactions
should be minimized, (2) cooperative
and collective action should be encour-
aged, and (3) individuals should be en-
couraged to join more groups and spend
more time participating in activities with
those groups.

Some of these specific suggestions
are likely to be unrealistic, but if the
cost-benefit analysis reveals that the to-
tal costs, when social capital depletion
is factored in, will be negative then these
policies may become feasible or even
essential complements to common de-
velopment projects. The failure of con-
temporary development policies may
very well be due to neglected side ef-
fects such as effects on social capital.
A "do no harm" policy may be in order,
where policies that clearly harm social
capital should be avoided unless there
is no other alternative to fill a compel-
ling economic need.

Policies that generate or facilitate
social capital can also be implemented.
Construction of community meeting
spaces for groups to meet in is an inex-
pensive and simple project. Replication
of popular groups from neighboring
communities would also be a good way
to create social capital within groups
and between communities.
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Individual participation in commu-
nity activities could be increased by in-
viting local community members to par-
ticipate in development projects, even
if in a less than economically efficient
way. If the marginal product of a local
laborer is less than its cost, it would be
economically inefficient, but if the work
in question required cooperation and
collective action among community
members, then they would be building
social capital in the same way that edu-
cation would build human capital, and
the work could justifiably be subsidized.

Because of the nature of social capi-
tal, specific policies and methods of fa-
cilitating its creation will vary by com-
munity. In some communities, commu-
nal meetings and collective decision
making may be more feasible and prof-
itable, but in others, event planning,
community clean-ups or volunteering
may be more effective. Prudent policy
would require development practitio-
ners to understand the intricacies of each
community.

Future research could identify in
more detail how microfinance group
lending models are clear and success-
ful examples of social capital leveraged
to create access to credit. 1 expect that
in communities with higher social capi-
tal, microfinance group lending will be
more prevalent than other forms of lend-
ing, all else being equal, in the same
way the ROSCA participation was
found to be in this sample. It is pos-
sible that Indonesian microfinance in-
stitutions use some metric other than
expected project success to decide where
to locate, such as client need, and thus,
there will be no clear relationship. With
research of the policies of the major
lending institutions that lend to the poor
in Indonesia the IFLS dataset could be
used for this purpose.

The curious relationship between
alternative credit institutions, money-
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lenders, and ROSCA participation
might be worth exploring. The cause
of the relationship may hold valuable
infonnation about the functioning of and
influences on low-income credit mar-
kets.

Other relationships between social
capital and low-income credit markets
offer several areas for future exploration.
Different levels of social capital might
lead to different types of borrowing. If
the group borrowers have higher social
capital than the individual borrowers it
would indicate some effect of social
capital on the type and method of ac-
cessing credit. Also, group borrowers
might use loans for different or more
socially efficient purposes. If so, social
capital would be important for the ef-
fect oflending on the community as well
as for an individual's ability to borrow.

Finally, social capital might be re-
lated to interest rates. I would expect
interest rates to be higher where trans-
action costs are higher, and where in-
formation is less reliable. So, if social
capital is able to ameliorate these prob-
lems, interest rates should be negatively
associated with social capital, especially
the rates charged by informal local mon-
eylenders.

NOTES

"One exception to this in the
microfinance literature is Karlan (2001).

2 For examples of different disci-
plines see: Collier (1998), Foley and
Edwards (1999), Knack (1999),
Narayan and Pritchett (1997), Putnam
(1995) and Wilson and Musick (1998).

3 Pierre Bourdieu (1986), pp. 248-
249.

4 Peter Hall (1999), confirmed
Putnam's findings that the propensity to
associate regularly, as well as member-
ship and community engagement were
key measurements of social capital.
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5 See Besley (1994) for a more com-
plete explanation of the effectiveness of
the legal competencies.

6 The full results are included in the
version of this paper submitted in par-
tial completion for a Masters of Public
Policy degree from the Georgetown Pub-
lic Policy Institute, 2003.
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The Dynamics of Poverty and Race in
South Africa, 1994-1999

DAVID DURMAN
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This study investigates the effects of race on household poverty in
South Africa from 1994 to 1999. In 1994 black South Africans were more
likely to be poor than other South Africans, even accounting for differences in
education, location, dependency ratios and other common determinants of
poverty. From 1994 to 1999 the South African government turned its re-
sources towards reconstruction, economic growth and poverty reduction. Many
of these programs have attempted to mitigate the effects of apartheid by
targeting black South Africans. This study finds that, despite these programs,
the negative impact of being nonwhite grew worse from 1994 to 1999. The
likely explanation lies in labor market shifts in the 1990's that favored rela-
tively more skilled and more educated workers and were likely to dispropor-
tionately benefit white South Africans. However, the increased negative effect
of being black did not result in an overall increase in poverty. Further study of
the development of South Africa's labor markets and patterns of employment
and unemployment would likely provide more insight into the evolving dy-
namics of poverty and race in South Africa.

INTRODUCTION

The purpose of this study is to in-
vestigate the determinants of poverty
in modem South Africa. Over half of
the developing world, or 2.8 billion
people, live in poverty, surviving on
less than US$2 a day. For decades,
poverty reduction has been one of the
key goals of international develop-
ment. In much of the world, develop-
ment has made inroads into poverty.
Sub-Saharan Africa has been less for-
tunata Poverty in Africa is increas-
ing, with both more people and a
greater percentage of the population

becoming impoverished over the last
decade (World Bank, 200 I).

African poverty stems from many
different sources. Slow economic
growth, the collapse of export prices,
crushing debt burdens and weak or
corrupt governments have all taken
their toll. The AIDS epidemic has dev-
astated vulnerable populations and
thrown the future of entire countries
into doubt. Yet bright spots do exist.
The Republic of South Africa has un-
dergone a remarkable transformation
from international pariah state to multi-
ethnic democracy and there have been
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high hopes that South Africa might
serve as an engine of economic growth
for the entire region.

However, the continent's problems
have touched South Africa as well.
While the country's per capita income
~laces it in the ranks of the middle-
Income countries, its extreme income
and wealth inequality means that as
much as half of its population lives in
poverty (UNDP, 2003). What makes a
family poor? Studies of sub-Saharan
African households have revealed a
number of determinants of poverty.
Rural households, households headed
by women, and households with a
large number of dependents are more
likely to be poor. Lack of access to
health care, education, and employ-
ment opportunities also increase a
household's likelihood of poverty.
South Africa's distinct history intro-
duc.e~ another factor: race. Apartheid
policies systematically discriminated
~gainst nonwhites, and weighed par-
hcu.larly heavily on the country's black
Afncan majority.

This paper investigates the effects
of race on poverty in South Africa from
199.4 to 1999. In 1994, black South
Afncans were more likely to be poor
t~an non-blacks, even accounting for
differences in education, location, de-
pendency ratios and other common
determinants of poverty. From 1994
to 1999 the South African government
turned its resources towards recon-
struction, economic growth and pov-
erty reduction. Many of these pro-
grams have attempted to mitigate the
effects of apartheid by targeting black
South Afric~ns. Have these programs
succe~ded in reducing racial differ-
e.nces inpoverty, or are blacks still more
l~kely to be poor than other South Af-
ncans, other things held equal? Th
h h' . e
ypot. esis tested herein is that race

-speCifically, being black- was less
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likely to be associated with household
poverty in 1999 than it was in 1994.

THE DETERMINANTS OF POVERTY

Like many abstractions, poverty is
easy to recognize but difficult to mea-
sure. Several different indicators have
been used to determine whether some-
one is "poor." By some basic eco-
nomic measures South Africa is a rela-
tively affluent country, but per-capita
income is not the only measure of de-
velopment. Compared with other
middle-income countries, South Africa
lags in several indicators of social
well-being. It has a lower life expect-
ancy, a higher infant mortality rate and
a higher adult illiteracy rate, than coun-
tries like Brazil, Malaysia, Poland, Thai-
land and Venezuela (World Bank, 1996;
UNDP, 2003). In fact, South Africa has
one of the world's most unequal dis-
tributions of income. For years, its
Gini coefficient (a common measure
of income inequality) was the highest
in world.' While it is true that some
South Africans are thriving, many
more are living in poverty. South
Africa's extreme income inequality
makes the simple measure of per capita
income deceptive.

What makes one Sub-Saharan
household poor while another pros-
per? The advent of reasonably ac-
curate household survey data from
African nations has made it possible
to study the determinants of poverty
in depth. The e urveys generally
collect information on household and
individual characteristics, including
household amenities, access to health
care, levels of educational attainment,
as well a hou ehold income and ex-
penditure data.

Unsurpri ingly, household em-
ployment has been shown to have a
significant impact on a household's
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well-being. Studies in Nigeria and
Burkina Faso have shown that house-
hold dependency ratios (the number
of household members not working
compared with the total number of
household members) are significant
determinants of poverty and that the
type of employment in the household
also matters (Okojie, 2002; Fofack,
2000). Also, Harold Coulombe (1996)
found significant differences in the
links between poverty and wage em-
ployment, self-employment and agri-
cultural employment in Mauritania,
with agricultural workers at a particu-
larly high risk of being poor, while a
study of Sudanese peasants found
that limited non-farm employment op-
portunities was also a key determinant
of rural poverty (House, 1991).

Access to education and the edu-
cation level of the head of the house-
hold have al 0 be n found to be sig-
nificant determinant of poverty. Stud-
ies in Burkina Faso, Cote d'lvoire
Mauritania and Nigeria have all singled
out education a a key factor explain-
ing poverty. Hou ehold headed by
women are generally more likely to be
poor than tho e headed by men, as
are rural hou ehold when compared
to urban hou ehold. Finally, th
OWner hip of a et ha been hown
to have a po itive effect on hou e-
hold welfare, enabling hou ehold to
maintain expenditure even if their in-
COme fell (Coulombe 1996· Fofack
2000; Glewwe, 1991· and Okojie 2002).

None of the c factor that deter-
mine hou ehold poverty i particularly
surpri ing. But an an wer need not
be novel to be u eful. Knowing the
root of poverty can help effort to
Combat it. If unemployment (or un-
deremployment) i a key determinant
of poverty a country would be well
advi cd to encourage economic
growth in particularly irnpoveri hed
area. I f a lack of education i the
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problem, a government could turn its
resources towards schooling. South
Africa has many of the same problems
as the rest of Sub-Saharan Africa: per-
sistent unemployment, rural underde-
velopment and uneven schooling. In
addition, the case of South Africa pre-
sents another critical factor that has
determined who is poor: race. A study
by Julian May (2002) showed that
South African blacks were more likely
to be poor than whites in 1994, even
accounting for education, dependency
and location."

POVERTY AND RACE IN SOUTH AFRICA

Any discussion of poverty in
South Africa must inevitably turn to
race. For decades, South Africa's
apartheid system worked to ensure
inequality between races. The apart-
heid government recognized four ra-
cial group: white, black coloured
(mixed race) and Asian.' Government
policies advanced the economic and
political interests of whites over the
black African, coloured and Asian
population .

The profile of South African in-
com shows the effect of the
country's hi tory of apartheid. The
difference in incomes mirrors the poli-
cies of the apartheid government. Fig-
ur I how median hou ehold in-
comes by race in the year 1995. The
chart also hows an interesting rural-
urban income gap. Rural nonwhites
made I mon y on a erage than their
urban counterpart, but rural whites
were the mo t affluent group of all.
Thi may well reflect the favor d sta-
tu (and larger hous hold) of whit
landowner. Finally the A ian income
level refl cted that group's apartheid-
y tern profile: a wholly-urban rnercan-
til cia more advantaged than
black but I so than white.
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Figure 1 Mean Annual Household Incomes, 1995
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This distorted income distribution
had predictable effects on the distri-
bution of poverty. A 1995 income and
expenditure survey classified 60 per-
cent of black South Africans as "poor,"
compared with 38 percent of the
coloured population, five percent of
the Indian population, and only one
percent of whites cess, 1995).

Access to education, health care,
shelter and other assets are other mea-
sures of poverty that show the effects
of apartheid as well. Figure 2 shows
the education level of heads-of-
households from a 1994 national
household survey. This figure shows
that South Africa focused on educat-
ing whites at the expense of blacks,
coloureds and Asians. While 79 per-
cent of the white heads-of-households
surveyed had completed their second-
ary education, only 29 percent of
blacks had. In addition, 15 percent of
white heads-of-households had gone
on to complete some form of post-sec-
ondary education, compared with only
one percent of blacks. The legacy of
apartheid shows up painfully in the
percentage of people with no educa-
tion whatsoever. Over 20 percent of
black heads-of-households had no

formal education, while almost all of
the white heads-of-households com-
pleted some level of education.

South Africa's apartheid system
systematically deprived the black,
coloured and Asian populations of
political rights, property rights and
human rights. These historically op-
pressed populations also have a
higher incidence of poverty than white
South Africans. How much of this
poverty might be due to inferior ac-
cess to education, health care, prop-
erty and other common elements that
determine why a household is poor?
How much of this poverty might be
due to the effects of South Africa's
history of racial discrimination, over
and above the racial differences in
education, employment and these
other factors? If factors like lower
educational attainment, more depen-
dents and reduced access to employ-
ment opportunities are the main de-
terminants of poverty, then policies
focusing on race would not necessar-
ily help reduce poverty.
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Figure 2 Educational Attainment of Head-of-Household in South Africa
1994
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SOUTH AFRICAN POVERTY REDUCTION

POLlCIES

In 1994, the post-apartheid South
African government laid out its eco-
nomic and social priorities in two key
plans: the Reconstruction and Devel-
opment Programme (RDP) and the
Growth, Employment and Redistribu-
tion (GEAR) plan. In the RDP, the new
government of South Africa commit-
ted itself to several development
goals, including job creation; provi-
sion of housing, electricity, water and
sewage; land reform; compulsory ba-
sic education and the expansion of
medical services (Government of
South Africa, 2003).

The GEAR strategy translated the
high-minded goals of the RDP into a
more practical framework for ocial
development. A described by the
United Nations Development
Programme, " tripped to ba ic , GEAR
sandwiched government pending
between two stringent and fundamen-
tal prescription " (UNDP, 2000). The
first prescription wa to increa e eco-
nomic growth, benefiting both indi-
vidual South African (via increased

Coloured White

income and employment opportuni-
ties) and the government (via in-
creased tax revenue). The second pre-
scription was fiscal austerity: the gov-
ernment committed to reduce the cur-
rent budget deficit as well as total pub-
lic sector debt (56 percent of gross
domestic product in 1996). The money
saved in debts service would then be
rolled into increased social spending
(UNDP,2002).

Unfortunately the post-apartheid
economy failed to grow quickly
enough to reduce unemployment and
increase revenue for social spending.
According to Statistics SA, the gov-
ernment statistics agency, gross do-
mestic product only grew an average
of2.7 percent a year from 1995 to 2000,
while an estimated 6 percent annual
GDP growth rate would have been
necessary to substantially reduce un-
employment and South African pov-
erty (UNDP, 2000).

This di appointing economic
growth ha hindered the government's
progre s toward its development
goals. While the RDP set a target of
2.5 million job created in ten year ,
by the year 2000 no net job had been
created in South Africa. The land re-
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form effort was almost as ineffective:
by 2000, less than one percent of South
Africa's farmland had been redistrib-
uted, far short of the government's
target of 30 percent. As for infrastruc-
ture improvements, by 1999 the gov-
ernment had contributed to the build-
ing of 630,000 houses, short of its RDP
goal of I million residences. Electrifi-
cation, water and sewage programs
were more successful, with over two
million houses connected to the power
grid and over three million people ben-
efiting from the government's water
supply program (UNDP, 2000).

The effort to improve access to
education fared better. By 1998 South
Africa was spending 7.1 percent of its
GDP on education, more than double
the average amount spent by coun-
tries at a comparable level of develop-
ment. School enrolment increased by
1.5 million between 1994 and 1999, and
by 1999 about 80 percent of the popu-
lation of school-going age (6-22) were
in school. In the area of health ser-
vices, the government achieved its
goal of providing free medical services
for pregnant women and children un-
der six. However, the demand for care
strained public hospitals and clinics
were often severely understaffed and
lacking in basic equipment and medi-
cations (CastrO-Leal, 1999; UNDP,
2000).

On the whole, South Africa's
progress towards its development
goals has been mixed. The expansion
of health care, education and infra-
structure has helped provide needed
services to previously neglected
popUlations. But the disappointing
growth of the economy and the re-
su lti ng unemployment has under-
mined the country's efforts at poverty
reduction.
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HYPOTHESIS, DATA SOURCES AND

METHODOLOGY

Since 1994, the South African gov-
ernment has turned its resources to-
wards reconstruction, economic
growth and poverty reduction. Many
of these programs have attempted to
mitigate the effects of apartheid by
targeting black South Africans. ~he
hypothesis to test here is that ~elllg
black was a less powerful determinant
of poverty in 1999 than in 1994, other
things equal.

A logit model with binary outcomes
was used to determine the effects of
race on South African poverty over
the two periods of 1994 and 1999. The
model is based on the concept that
"the living standards of households
reflect the income-generating oppor-
tunities available to the household and
its members." Accordingly, "the 'de-
terminants' of poverty are then identi-
fied as those factors which lead to
households having low income levels
relative to their needs" (Coulombe,
1996). The model selects factors that
are likely to affect a household's earn-
ing ability, and then evaluates these
factors' impact on poverty detennina-
tion. The logit specification will pro-
vide regression results that estimate
the predicted probability of being poor
or a particular set of conditions. The
model is specified as follows, and vari-
ables used are described in Table 1.

Pr(POV=I)= G[f3o+13,DEPRATIO
+ f32HHEDUC + f31HHURBAN +
f34HHMALE+ f35HHASIAN +
f3 HHBLACK f3 HHCOLOUR +6 + 7

f3xHHWORK + f3!)HHTELE + e]

The data for thi model is taken
from the 1994 and 1999 South African
October Household Surveys. These
annual surveys collect demographic
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Table 1 Regression Model Variables
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Variable Definition Predicted
Fffeetrov rov= 1 if real~~ita rmnthly household e~nditures < $ill nla

DFPRATIO Household dependencyratio; %of household that is not Positive
econonicall_y_active.

HHEDUC Index treasuring head-of-household's level of education Range: Negative
1-12.

lffiURBAN ~ variable indicatin..E_whether household is urban. ~ve
~ variables indicatingwhether head-of-householdis:

HHMAlE Male. Ne~veHHASIAN Asian. (Reference~: white households) Positive
IlliBLACK Black!African. Positive
HHCOLOUR Coloured. Positive
HHWORK ~loyed ~veHHIFlE D..umJy variable indicating whether a household owns a Negative

tel~one. ~ for asset o\WlefShi_E:

and economic data from 26,000 and
30,200 households, respectively,
drawn from a representative sample
of South African society. The depen-
dent variable "poverty" i defined as
a household that ha a per capita in-
come of le s than US$60 per month.
This correspond to the "international
poverty line" of less than two dollars
a day, which i a rough-and-ready rule
of thumb for mea uring poverty
(World Bank, 1996).4 Poverty i mea-
sured in real 1999 dollar term .

The independent variables are
drawn from theor tical and empirical
studie explaining the determinant of
poverty de cribed above. A high de-
pendency ratio, mea ured a the per-
centage of people in a family who are
not working, i expected to increa e a
hou ehold' chance of being poor.
The level of education of the h ad-of-
hou ehold i included a a mea ur _
ment of human apital, with the ex-
pectation that increa ed edu ation will
payoff with a decrea ed lik lihood of
poverty. Dummy variabl are al 0

included to captur orne of th ef-
fect of rura1lurban location and of
gender, with the expectation that rural
household and huh Id I d by

women will have a higher predicted
risk of poverty. Naturally, employment
is also a key predictor of poverty. In
addition to the overall household de-
pendency ratio, the model includes a
single employment variable measur-
ing whether the head-of-household is
employed. Telephone ownership has
also been included as a proxy for as-
set ownership. Finally, the model in-
cludes three dummy race variables in-
dicating whether the head-of-house-
hold (and therefore the household) i
black, coloured or Asian.

One limitation of this study is its
focu at the hou ehold level, particu-
larly it concern with heads-of-hou e-
hold. Given that orne of South
Africa's new social policie would not
affect many head -of-hou ehold
over a five-year timeframe, focu ing
on h ads-of-hou ehold may mean
that the characteri tic mea ured in
the model may not accurately reflect
th true earning capability of a hou e-
hold. For xample a dramati increa e
in primary education from 1994 to 1999
might boo t average education lev-
el , but that incr a e would not ap-
pear at the head-of-hou ehold Ie I
for ome tim.
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Additional limitations arise from the
measurement of poverty used in this
study. This analysis focuses on in-
come poverty, specifically employment
income. Measuring poverty by em-
ployment income risks overstating
overall poverty levels. Households
may have access to assets, loans, sub-
sidies or other sources of support.
For example, white households in
South Africa were more likely to have
greater access to non-employment
sources of revenue that would not be
picked up by this the measurement of
poverty used herein. As a result, white
households are probably over-re-
ported as being poor. A poverty mea-
sure based on expenditures, and not
income, would capture all spending,
no matter what the source, and could
provide a more accurate indicator of
those households that are truly in dis-
tress. However the 1994 October
Household Survey contains no mea-
sure of individual or household expen-
ditures, limiting this analysis to the
use of household employment income
as a measure of poverty.

Another consequence of the use
of employment income as a poverty
indicator is that poverty rates in
households headed by retirees appear
to be very high; initially about 40 per-
cent of households headed by retir-
ees appear to be poor. Since the in-
come measurement does not include
pension or social insurance benefits
it almost certainly exaggerates pov~
~rty rates of poverty among the re-
tired population. Rather than attempt
to proxy a measure of retirement in-
come, households headed by retirees
were dropped from both the 1994 and
the 1999 datasets.

The October Household Surveys
are standardized annual surveys per-
formed by the government of South
Africa. In general the measurements
from 1994 and 1999 are comparable.
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However, the 1994 survey appeared
to have coding errors when individu-
als chose not to report their income.
The 1994 dataset contained about
5,000 households where respondents
reported hours worked, but no income.
It appears that in 1994 employed
people who preferred not to report their
income were incorrectly coded as hav-
ing zero income. To correct for this
problem, all 1994 households with a
member who reported hours worked
but no income were dropped from the
dataset. Including these 1994 house-
holds would make it appear that there
was a tremendous drop in white pov-
erty across the time period studied in
the practicum, from about 20 percent
in 1994 to about eight percent in 1999.
This change is almost certainly false,
as other data from South Africa shows
no such drop in white poverty.' While
removing these households from the
sample will introduce bias, keeping
them in the analysis would likely pro-
duce a greater bias by making house-
holds -particularly white households-
appear poor in 1994 when they were
not.

RESULT

Parallel regressions were run for the
1994 and the 1999 observations. Re-
sults of the e dual regressions are
shown in Table 2.

The model had significant explana-
tory power for the 1994 and 1999 ob-
servation , with Nagelkerke R2 values
of 0.71 and 0.60, respectively. The
model also showed no significant
multicollinearity problems. In general,
the coefficients of the variables were
significant, and mo t had the expected
sign. The racial variables generally
conformed to expectation. As pre-
dicted, hou cho ld: belonging to
South Africa' coloured and black ra-
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Table 2 Regression Results: 1994 and 1999
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1994 1999Variable Coefficient Chi-Sq Coefficient Chi-Sq
(Std. Error) (Std. Error)

Intercept -0.81 * 30.7 -1.78* 182.79
(0.147) (0.132)

DEPRATIO 0.05 * 2131.96 0.04* 2751.83
(0.00 I) (0.00 I)

HHEDUC -0.26* 1116.94 -0.19* 774.08
(0.008) (0.007)

H H MALE -0.16* 7.88 -0.48 * I 10.08
(0.057) (0.046)

HHURBAN -1.08* 430.28 -0.57* 148.84
(0.052) (0.047)

HHASIAN 0.18 1.38 1.14* 60.06
(0.150) (0.147)

HHBLACK 0.91 * 95.51 1.90* 389.53
(0.093) (0.096)

HHCOLOUR 0.61 * 32.08 1.73 * 249.00
(0.107) (0.109)

HHWORK -1.23 * 368.58 0.12t 4.53
(0.064 ) (0.058)

HHTELE -0.59* 90.06 -0.69* 196.54
(0.063) (0.049)

N 19,936 19,253Nagelkerke R2 0.71 0.61
Log-likelihood 27 ,602 26,373
* significant at a = .01
t significant at a = .05

cial groups were more likely to be poor
than white household, other things
equal. Thi effect was both statisti-
cally and numerically s igni ficant.
Asian household , however, were no
more or less likely to be poor than white
household, other thing equal.

The result for the 1999 regre ion
Were comparable to those of 1994. A
higher ratio of dependent and lower
level of education increa ed a
househOld' chance of bei ng poor.
Hou ehold headed by men urban
hou hold and hou ehold with a _
set had reduced chance of poverty.
As for the ra ial variable, the a 0-

ciation of huh Id poverty with
being coloured or black wa actually
stronger in 1999 than it wa in 1994.
And in a change from 1994, A ian
hou ehold in 19 9 were mor lik Iy
to be po r than white h u ehold
other thing qual. All of the I 99
r~cial ef~ t wcr highly tati tically
Slgni fi ant.

One major change between 1994
and 1999 is the effect of the variable
for employment. In 1994, the effect of
employment on the chances of house-
hold poverty was massive. If the
head-of-household was employed, the
average hou ehold had almost a 50
percent lower chance of being poor.
In 1999, the coefficient on the employ-
ment variable is positive and ignifi-
cant. This result i both urprising
and counterintuitive, implying that in
1999 a hou ehold led by a person with
a job wa actually more likely to be
poor than a hou hold led by an un-
employed per on.

Figure 3 di play a breakdown of
hou ehold po erty for 1994 and 1999
indicating whether the head-of-hou e-
hold had a job or not. Although the
o erall Ie el of hou ehold po rty re-
mained teady at about 57 p r nt of
the population bctw en 1994 and
1999 the p rc nt gc of poor hou e-
hold I d by th ' orking poor' in-
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Figure 3 Household Poverty and Workforce Participation: 1994 and 1999

1994 1999

39.1%

60.9%

o Non-Poor o Working Poor

creased substantially. In 1994, only
39 percent of the poor households had
a head-of-household who worked,
compared with over 50 percent of the
poor households in 1999.

This broad view tends to support
the regression results for 1999. In
1994, most poor households were
headed by people who were out of
the workforce. By 1999, a slim major-
ity of poor households were headed
by people who were working, weak-
ening the link between work and pov-
erty. In 1999, more poor heads-of-
households were working, but it was
helping them less. Why was this so?

A potential answer lies in the kind
of jobs held by these heads of poor
households. The South African labor
market in the 1990s was marked by a
shift of unskilled jobs from the formal
to the informal sector (Samson,
MacQuene and Van Niekerk; 200 I).
Between 1996 and 1999 alone the in-
formal sector grew from 10.7 'percent
to 18.4 percent of the workforce (eSS,
2000). Informal sector jobs are often
characterized by relatively low wages,
compared to the formal sector. It is
possible that the expansion in work-
ing opportunities among poor house-
holds came from the informal sector
and heads-of-households may hav~
been working at jobs that did not pay

52.0%

48.0%

• Non-Working Poor

enough to lift their households out of
poverty. Therefore, changes in South
Africa's labor market may be respon-
sible for the counter-intuitive regres-
sion results for the 1999 data.

To explore this idea, the simple "em-
ployed" variable used in the initial
model was expanded into nine sepa-
rate dummy variables, indicating em-
ployment in a particular segment of
the workforce. The new occupational
category variables that replaced the
lone "employed" variable indicated
whether head-of-household was em-
p loyed as: (1) manager, (2) profes-
sional occupation, (3) technician, (4)
clerk, (5) service worker or sales/mar-
ket assistant, (6) in skilled agriculture,
(7) craftsman or trade worker, (8) ma-
chine operator and (9) in "elementary
occupation". Parallel regressions for
1994 and 1999 were run using the modi-
fied model. Table 3 shows the results
of these regressions.

The resu lts of th is new model
show that changing the specification
of the employment variable did not
substantially change the effects of the
non-employment variables. But the
use of detailed occupational catego-
ries paint a clearer picture of the ef-
fects of employment on household
poverty in South Africa. In 1994,
household led by people who worked
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Table 3 Regression Results with Occupational Catagories: 1994 and 1999
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1994 1999
C 0 e ffi c i ell t C h i-S q Coefficient C h i-S qVariable (S td E rro r) (Std Error)

Intercept -1.90* 144.9 I -2.56 * 33 I . 10rn. I 58) (0.141)DEPRATIO 0.06* 2336.77 0.04 * 2827.57
(0.00 I) (0.001)HHEDUC -0. 19 * -i 5 I . 14 -0. I 4 * 382.09(0.009) (0.0073)HHMALE -0.16 + 6.49 -0.34* 47.39(0.061) (0.049)HHURBAN -1.02* 339. I 7 -0.55* I 3 I . I I
(0.056) (0.048)I-IHASIAN 0.2 I 1.89 I .24 * 66.76
(0.156) (0.15 I)Hl-IBLACK 0.90 * X0.86 1 .97 * 391.35
(0.100) (0.100)l-IHCOLOUR 0.49* 19.08 I .73 * 235. I 4
(0. I 13) (0.1 13)H l-I TEL -0.50* 57.69 -0.56* 121.69
(0.065) (0.051)0 CI:Managcr -2. I 3 * I 12.4 I -0.32* 7.48
(0.20 I ) (0.1 17)oee 2: -2.58* 202.68 -0.83* "26.67Professionals (0.182 ) (0.161)OCC3: Technicians -2.45* 2 X I . I I -0.65* 40.17
(0. I 46) (0.103 )OCC4: Clerks - I .53 * I 5.66 -0.3 I * 7.87
(0.1 12) (0.1 I I)0 C 5: c rv ic c - 1.09 * 132.53 0.05 0.29Workers (0.095) (0.0 8 )OCC6: Agriculture -0.67* 7.54 1.14* 84.72
(0.243) (0.124)OC 7: Craft/Trade - 1.50 * 2 4.28 0.09 1.17Worker· (0.0 9) (0.079)OC 8: - I .47 * 3 19.96 -0.0 I 0.0 IMachine Operators (0.082) (0.082 )o CC9: 0.04 0.20 I .0 I * I 70.07Elementary Occ. {O .08 5} (0.078)N 19,936 19,253Nagelkerke R2 0.73 0.62

Log-Likelihood 27.601.9 26.373.2
ignificant at a = .0 I

t significant at a = .05

in anything but the simplest occupa-
tions ("Elementary Occupation ")
Were Ie likely to be poor than house-
hold led by the unemployed. But
that would change. In 1999 hou
holds led by crvice worker craft-
men or trade worker or plant and
machine operator were no more or
les likely to be poor than hou eholds
led by the unemployed. Household
led by agricultural worker or peopl
engaged in elementary occupation
were in fact more Iikel y to be poor than
hou ehold led by the unemployed.
These re ult are c n i tent with the

idea that the decreasing positive im-
pact of work might be explained by
the South Africa's growing informal
ector. In 1999, a relatively un killed

job wa more likely to be in the infor-
mal sector than it was in 1994. If one
as urne that an informal ector job i
Ie lucrativ than a formal sector job
then the 10 S of unskilled formal ec-
tor job could explain the change in
poverty-reduci ng effect for certain
occupation categorie (er ice ork-
er craft men/trade men agriculture,
xtraction and building machine op-
ration and I mentary occupation
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between 1994 and 1999. However, that
still would not explain the dramatic
change in the effect of employment in
one of the relatively skilled occupa-
tional categories (official/manager,
professionals, technicians, clerks).
While this paper does not explore this
issue any further, these results indi-
cate that additional study of South
Africa's labor markets would shed
more light on the determinants of pov-
erty.

The Dynamics of Poverty: Compar-
ing 1994 and 1999

Both parallel regressions with this
new model produce statistically sig-
nificant results, with variations be-
tween the 1994 and 1999 effects. Be-
fore interpreting these variations, it
must be determined whether there is
any meaningful difference between
the results for 1994 and 1999. In order
to test these differences, the observa-
tions from 1994 and 1999 were pooled
into a single dataset. An additional
dummy variable was introduced into
the model to indicate whether an ob-
servation was from 1994 or 1999 and
then interacted with each of the inde-
pendent variables in the original model.

The Georgetown Public Policy Review, 9: 1 (Fall 2003)

This new model separates the ef-
fect of each independent variable into
two parts: the effect in 1994 and the
change in that effect in 1999. This
difference-in-differences model allows
the change in each independent vari-
able from 1994 to 1999 to be measured
for significance. The group of 1999
variables proved to be significant at a
level of = .0 I. In addition to this group
significance, the changes between
1994 and 1999 for all of the individual
independent variables were highly
statistically significant. The only ex-
ception was the measure of telephone
ownership (the proxy for household
assets), which effect on a household's
chance of poverty did not change sig-
nificantly from 1994 to 1999.6

The Determinants of Poverty in
South Africa

These parallel models provide in-
sight into how the determinants of
poverty changed in South Africa be-
tween 1994 and 1999. Simply compar-
ing the logit coefficients is not par-
ticularly instructive. In order to exam-
ine the impact of each variable on pov-
erty determination, these coefficients
were transformed into a measurement

Variable

Table 4 Marginal Effects of the Independent Variables, 1994 and 1999

1999
(%)

DEPRATIO
HHEDUC
HHMALE
HHURBAN
H HAS IA N
HHBLACK
HHCOLOUR
H H TEL
OCC I : Manager
OCC2: Professionals
OCC3: Technicians
OCC4: Clerks
OCC5: Service Workers
OCC6: Agriculture
o C C 7: C r a ftlT r ad e W 0 r k e r s
OCC8: Machine Operators
OCC9: Elementary Oee.

1994
(%)

1.45
-4.52
-3.87

-24.85
5.30

2 I .95
12.25

-I 1.55
-35.08
-37.94
-37.22
-29.13
-22.95
-15.16
-28.79
-H.41

0.00

0.59
-1.80
-5.03
-8.64
23.42
4 I .66
35.72
-6. 13
-3.79
-8.23
-6.88
-3.72

0.0
21.08

0.0
0.0

18.27
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of the marginal effect of each inde-
pendent variable. Table 4 shows the
marginal effects of each variable in
1994 and 1999.

The marginal effect represents the
effect of a one-unit change in the se-
lected variable, given the mean val-
ues or the most common values) for
all the other variables. These marginal
effects make it possible to conduct a
relatively intuitive comparison of the
effects of the variables between 1994
and 1999.

While the results for the non-racial
variables are interesting, this
practicum is primarily concerned with
the changing impact of race on house-
hold poverty. The changes in the ef-
fects of race on household poverty
are surprising. In 1999 a nonwhite
household's chance of being poor was
dramatically higher than it was in 1994,
all other things equal. In 1999, the
average South African household was
24 percent more likely to be poor if it
was Asian instead of white; 38 per-
cent more likely to be poor if it was
coloured, and over 40 percent more
likely to be poor if it was black. These
results are much worse than they were
in 1994, with an average change in
marginal effect of about 20 percent.
These regression results refute the
hypothesis of this paper. The asso-
ciation between household poverty
and race - pecifically, being black-
did change significantly between 1994
and 1999, relative to white house-
holds, but it was not a change for the
better. In 1999, black household were
more likcly to be poor than white
households than in 1994, all other
things equal.

The e rcgre ion re ult might
seem to imply that poverty wor ened
for all nonwhite hou ehold between
1994 and 1999. But in fact it did not.
While the percentage of coloured
household that were poor increa ed

81

from 49 percent in 1994 to 57percent
in 1999, the percentage of Asian
households in poverty was un-
changed and the percentage of black
households that were poor actually
declined. Meanwhile, the percentage
of white households in poverty re-
mained stable at about eight percent
of the sample.

The picture that emerges is one of
substantial change in the effects of
race on poverty determination -a
change, that is, the effect of being
white. The original regression model
used white households as the refer-
ence category, with the effect of be-
ing Asian, black or coloured measured
relative to the effect of being white.
When the full model (including occu-
pation categories) is run substituting
Asian, black and coloured households
as the reference category, it becomes
clear that the main change in the racial
variables was the effect of being white.
Three key results emerge when non-
white households are used as the
baseline for measurement. First, Asian
households were no more or less likely
to be poor in 1999 than in 1994 when
compared with black or coloured
households. Second, coloured house-
holds were slightly more likely to be
poor in 1999 than in 1994 when com-
pared with black households. Third,
white households were less likely to
be poor in 1999 than in 1994 relative to
all nonwhite groups. There was some
convergence of coloured and black
households, but on balance, the ef-
fects of race on household poverty
did not change substantially when
nonwhite hou eholds were compared
with other nonwhite households.7 It
i only when compared with white
households that the effects of being
nonwhite changed from 1994 to 1999.8

What could account for the dra-
matic improvement in the effect of be-
ing a white hou ehold? The an wer
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again likely lies in the changing South
African labor market. Judging from
the October Household Surveys,
whites are overrepresented in the rela-
tively educated labor categories. In
1999, white heads-of-households
made up about 12 percent of popula-
tion, but they accounted for 67 per-
cent of the officials and managers, 49
percent of the professionals, and 31
percent of the technicians. If real eco-
nomic growth accrued to these rela-
tively educated sectors, whites likely
benefited more from that economic
growth than other races did. The
broad occupational categories used
in the model would only capture some
of this effect. For example, in addition
to belonging to the more favored oc-
cupational categories, whites may
have benefited more within these cat-
egories.

Results indicate that white house-
holds may have been best placed to
take advantage of South Africa's post-
apartheid growth in the 1990's. In ad-
dition, while the expansion of govern-
ment benefits was targeted at the his-
torically disadvantaged races, whites
were not excluded from these pro-
grams. Poor white households would
have benefited from pro-poor policies
as much as poor Asian, black or
coloured households. The legacy of
white power appears to have put white
South Africans at an advantage when
it came to capturing the benefits of
economic growth and of government
welfare programs.

CONCLUSION

This study has attempted to iden-
tify some of the key contributing fac-
tors associated with poverty in South
Africa, and examines how the impact
of these factors, particularly race,
changed over the first five years of
post-apartheid rule. By providing gen-
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eral information about the pattern and
determinants of poverty in South Af-
rica, this analysis can help identify key
areas for potential poverty-reduction
programs.

The results refute the hypothesis
that black households were less likely
to be poor in 1999 than in 1994 com-
pared with white households, other
things equal. While a significant im-
provement in the effect of race on
poverty did occur, it was an improve-
ment in the effect of being white. Com-
pared to nonwhites, white households
in 1999 were substantially less likely
to be poor than white households in
1994, all other things equal. When
nonwhite households are compared
with each other, the poverty-inducing
effects of being nonwhite are relatively
stable. But when compared with white
households, the poverty-inducing ef-
fects of being nonwhite increased for
black, Asian and coloured households
from 1994 to 1999.

These apparent negative effects of
being Asian, black or coloured did not
correspond with an overall increase
in poverty between 1994 and 1999.
Overall, household poverty rates re-
mained constant, as did Asian and
white household poverty rates.
Coloured household poverty rates in-
creased, but black household poverty
rates actually decreased over the five
years studied. Given that poverty
rates remained relatively constant, re-
sults seem to reveal a real shift in the
determinants of South African pov-
erty from 1994 to 1999.

What mechanism could have made
white households less likely to be
poor in 19997 One possible answer is
overt racial discrimination. However,
this hardly seems like a plausible ex-
planation for the change in the effect
of being white during the Mandela
years. It seems unlikely that whites
would benefit more from overt dis-
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crimination in 1999 than they did at
the dawn of the post-apartheid era.

The key explanation may lie in the
changing composition of South
Africa's labor market. In the 1990s
South Africa saw relatively unskilled
jobs shift from the formal sector to the
informal sector while the returns to
relatively skilled jobs increased
(Samson, MacQuene and Van Niekerk
2001). Both of these factors would
tend to work to the advantage of
whites, who are overrepresented in the
relatively skilled, formal sector occu-
pations. The occupation categories
used in this model are fairly broad
and would not necessarily capture all
of the impact of these labor market
s.hifts. As a result, some of the posi-
tive effect of being white may well be
labor market shifts in disguise.

However, labor market trends and
racial discrimination are not mutually
exclusive explanations. If whites ben-
efited from changes in the labor mar-
ket, it was probably because they were
likely to be better educated, to have
higher-skilled jobs, and to have greater
access to capital than nonwhites. But
these characteristics of the white
workforce were not just good luck;
they were the product of years of apart-
heid policies designed to favor whites
at the expense of the other racial
groups in South Africa. The chang-
ing effects of race on household pov-
erty in South Africa may be due to
this kind of soft discrimination with
whites still benefiting, albeit indi;ectly,
from the legacy of apartheid.

Anti-poverty efforts to expand ac-
cess to education, health care and
?asic infrastructure are social goods
111 and of themselves, and help to
lessen the burden of poverty that rests
disproportionately on nonwhite South
Africans. But it is difficult to see how
these programs alone can lift large
numbers of people out of poverty in
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the absence of strong economic
growth and a rise in employment.
Given the persistence of growth with-
out employment in the 1990's and the
curious changes in the effects of em-
ployment found in this analysis, a fo-
cus on South African labor markets
industrial policies and job creation
may be the best way to benefit the
poor of all races.

NOTES

I In the UNDP's 2002 Human De-
velopment Report, only Sierra Leone,
the Central African Republic,
Swaziland, Brazil and Nicaragua had
higher Gini coefficients than South
Africa's score of 59.3. In each of these
countries the poorest 20% of the
population receives less than 3% of
the total national income.

2 According to this study coloured
and Asian South Africans were also
more likely to be poor than were whites
(May, 2002; p.35)

3 South Africa's Central Statistical
Service (CSS) still uses the apartheid-
era classifications in its population
surveys.

4 A lower poverty line of $1 of in-
come a day is often used to measure
"extreme poverty".

5 The 1995 Income and Expenditure
Survey (using a different measure of
poverty) put the poverty level for
white individuals at one percent (CSS
1995). This also supports the cavea~
that the poverty measure used in this
study -one based on employment in-
come- overestimates the number of
poor white households.

6 Results of this difference-in-dif-
ferences model were not included here
because of space constraints, but are
available upon request.

7 When black households were the
reference category, coloured house-
holds were 5.7% more likely to be poor
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in 1994 than 1999. When coloured
households were the reference cat-
egory a black household was 7.8%
less likely to be poor in 1994 than 1999.

8 Detailed results of these regres-
sions are available upon request, but
are not included herein given space
constraints.
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Book Reviews

Unequal Treatment: Confronting Racial
and Ethnic Disparities in Health Care.
Edited by Brian D. Smedley, Adrienne
Y. Stith, and Alan R. Nelson. Commit-
tee on Understanding and Eliminating
Racial and Ethnic Disparities in Health
Care, Washington, DC; National Acad-
emies Press, 2003, 432pp.

Even with a cursory read of the
newspaper, one quickly becomes famil-
iar with the fact that there are profound
differences in health care access and use
by population subgroups. It is well
known that health insurance coverage,
an important determinant of health care
access, varies dramatically aero s racial
and ethnic group with Hispanics hav-
ing the highe t rate of uninsurance and
whites having the lowest. However,
differences in health care u e aero s ra-
cial and ethnic group remain even for
individuals with similar type of in ur-
anco coverage. In light of the differ-
ences in health care u e and acce
across racial and ethnic group and the
growing population diver ity of the
United tate, under tanding and ad-
dre sing the c differen e remain criti-
cal i uc on the public policy agenda.

In 1999 ongre reque ted that the
Institute of M dicine (I M) prepar a
report on di paritie in h alth car
acros racial and ethnic gr up. The
Purpose of the report wa thre fold: I
to document the degr of ra ial and
ethnic di paritie ; 2) to pr vide inf r-
mation on the factor that may contrib-
ute to racial and ethnic di pariti . and

3) to provide guidance about ways in
which disparities can be reduced. The
resulting report, published as the book,
Unequal Treatment, by the 10M in
2003, contains a careful and thoughtful
analysis of racial and ethnic health care
disparities.

The committee responsible for the
report, a diverse group of distinguished
physicians and health services research-
ers, used several methods for assessing
racial and ethnic differences in health
care use and quality. First, they relied
on a systematic and careful review of
the literature on racial and ethnic dif-
ferences in health care use, paying par-
ticular attention to studies that con-
trolled for differences in insurance sta-
tus and were published since 1992 in
peer-reviewed journals. In addition,
focus groups were held with individu-
als to obtain direct anecdotal evidence
about their experi nces (particularly,
racial and ethnic minorities) in the
health car system. Finally the IOM
commis ioned nine papers (included on
o with the book and not revi wed

here) that addre everal dimension of
racial and ethnic di pariti s in greater
d tail.

The book provide a u eful frame-
work for analyzing racial and ethnic
di paritie in health care. In addition to
the lit rature re iew the book pro id
orne hi torical conte t a well. In
aluating the pot ntial r a on for

h alth care di paritic the committee
fir t focu ed on patient chara t ri tic
that may ontribut to di pari tie e.g.
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patients' preferences for care, their trust
of the health care system, and their will-
ingness to undertake recommended
treatments) and system-level factors
(e.g., the influence of cost and financ-
ing arrangements, the role of managed
care, and the ability to maneuver
through the bureaucracy of health care).
The book also analyzed the role of the
clinical encounter and its effect on
health care disparities. Particular atten-
tion was paid to the nature of medical
decision making under uncertainty and
the role that stereotypes, prejudice, and
bias may play in encounters with pa-
tients. Remaining sections of the book
detail mechanisms that might be used
to curtail disparities, such as reducing
administrative and bureaucratic barriers,
developing a more diverse medical
workforce, and emphasizing education
that promotes cross-cultural understand-
ing. The final chapter outlines a num-
ber of areas in which additional research
is needed to further our understanding
of racial and ethnic health care dispari-
ties.

Researchers interested in racial and
ethnic differences in health care use will
find this book extremely useful for two
main reasons: I) the book provides a
systematic overview of the literature;
and 2) contains a coherent framework
for studying and addressing racial and
ethnic health care disparities. Although
not especially novel, the book also out-
lines an agenda for future research that
may be helpful for individuals who are
attempting to formulate research ques-
tions related to health care disparities.
One of the important messages the
reader is left with is that there remains
much to be learned about the mecha-
nisms that lead to racial and ethnic dif-
ferences in health care, especially after
controlling for differences in health care
access (e.g., health insurance status).
Moreover, the factors that lead to health
care use and quality differences are
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likely to reflect a complex mix of fac-
tors that are not yet fully understood.

BARBARA SCHONE

Agency for Healthcare Research
and Quality
Georgetown Public Policy Institute

Market-Based Governance: Supply
Side, Demand Side, Upside, and Down-
side. Edited by John D. Donahue and
Joseph S. Nye Jr., Washington, DC;
Brookings Institution Press, 2002, 360
pp.

Public management literature has
recently experienced a veritable tidal
wave of scholarly treatments of the
question of effective governance. The
term "governance" itself can be a slip-
pery and expansive concept, so John
Donahue is quick to define its use in this
book as "the rules and institutions for
the authoritative organization of collec-
tive life" (p.l). He observes that gov-
ernance traditionally has been a govern-
mental function, in contrast to markets
which rely upon "cooperation arising
out of voluntary exchange based on in-
dividual assessments of value" (p.l).
He admits to a frequent entanglement
of the two models for shaping collec-
tive enterprises and asserts that each
influences the production and delivery
of public goods. Government versus
markets is a question of more or less,
not either-or.

Specifically, the essays in this book
explore the use of "intensive account-
ability" -market arrangements that fo-
cus on achieving a single goal or serv-
ing one person or group's interests- in
the delivery ofpublic goods. Common
instruments of intensive accountability
are vouchers, tradable pollution permits,
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and public-private competitions for
service contracts. These mechanisms
for drawing on the self-interest of ser-
vice providers to treat clients as cus-
tomers contrasts with the "extensive
accountability" to multiple and diverse
stakeholders that typifies the opera-
tion of government agencies. The
authors -all prominent faculty or af-
filiates of Harvard's Kennedy School
of Govemment- address the question:
When is a ratcheting up of the inten-
sity and focus of accountability via
market mechanisms a net good or a
clear problem for the polis? Based on
their diverse blend of mostly qualita-
tive investigations, their somewhat
ambiguous answer is that it often is
both.

In a particularly interesting chapter,
Robert Stavins reports on the surpris-
ing transition of market-based instru-
ments for environmental protection
from "political anathema to political
COITectness" (p.173). Smart regulation,
as it is often called, eschews traditional
standardized command-and-control ap-
proaches in favor of incentive-driven
flexibility. The advantages of such flex-
ibility in achieving pollution reductions
have been so convincing that even many
Democrats and stalwart environmental-
ists (who normally gravitate toward
government mandate ) have embraced
the market model in this policy area.

Among the authors, Mark Moore is
the sharpest cri tic of market approaches.
He argues that much ineffectiveness in
government is the result of goal ambi-
guity that is rooted in democratic poli-
tics. In his view, market mechanisms
are inherently limited in that they treat
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the symptoms of this more fundamen-
tal political problem instead of the dis-
ease itself.

Finally, Robert Behn explores the
practical implications of Moore's po-
litical supremacy argument. Citizens
simultaneously demand that govern-
ment programs be efficient, effective,
equitable, responsible (with the han-
dling of public funds and public au-
thority) and accountable. Even mar-
ket approaches that improve effective-
ness and accountability may not en-
hance the ability of government to
satisfy our other expectations, leav-
ing us as citizens wondering if we
might do better.

In sum, this book presents a balanced
assessment of the market model for gov-
ernment-sponsored service delivery.
Almost every contributor urges careful
experimentation with market incentives
in the policy arena and cautions us to
seriously consider the potential threat
of the market model to public values of
equity and responsibility. Market-based
governance is likely to work best for
government services that require regu-
lar innovation, are contractible (i.e. easy
to monitor), and for which a competi-
tive market exists. Such recommenda-
tions are long on common sense, short
on profundity. Still, common sense such
as the nostrums that are offered here is
sadly absent from many discussions of
market-based government. This book
is a fair, infonnative, and highly acces-
sible treatment of a critically important
topic in public administration. The con-
tributors have performed a great service
in bringing their insights and analyses
to our attention.

PATRICK 1. WOLF

Georgetov n Publi Policy Institute
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