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1. POVERTY ANALYSIS 

Gabriel Demombynes 

EXECUTIVE SUMMARY 

This paper presents an analysis of poverty in Honduras based primarily on the 2004 Encuesta 
Nacional de Condiciones de Vida (ENCOVI). Key findings include the following: 

In 2004, 50.7 percent of the population was living below the poverty line in Honduras, 
including 23.7 percent that was living in extreme poverty. 

Poverty i s  highly concentrated in rural zones, where 73.7 percent o f  the poor and 86.1 percent 
o f  the extreme poor live. Poverty rates are lowest in the urban centers o f  Tegucigalpa and San 
Pedro Sula. 

The small indigenous population in Honduras i s  disproportionately poor, with 7 1 percent 
l iving in poverty. 

Inequality levels in Honduras are high compared to the rest of the world but similar to those 
of neighboring countries. 

Multiple data sources suggest that poverty rates have remained essentially unchanged since 
the late 1990s. Consumption-based estimates show a very small and statistically insignificant 
drop in poverty. 

Economic growth rather than distributional changes was responsible for the small decline in 
poverty. 

The modest growth in consumption that took place 1999-2004 was spread across the 
distribution. Growth in the tertiary sector (services) appears to have been somewhat pro-poor. 

Poor children are substantially disadvantaged, with much lower rates o f  school attendance 
and higher rates of  malnutrition. Among the extreme poor, more than half o f  children of 
secondary school age are not attending, and nearly half o f  children under 5 are stunted. 

The country has made some progress in expanding public services since the early 1990s, but 
rates o f  access to indoor plumbing, sewer services, and electricity are s t i l l  very low in 
comparison to other countries in the region. 

The poor and particularly extreme poor households are chiefly occupied in agriculture. 

Households with more educated heads are much better off, particularly in urban areas. 
Controlling for a variety of other variables, an urban household with a head who has finished 
primary school has per capita consumption 38 percent higher than that o f  a household whose 
head has no education. 



2 

A. INTRODUCTION 

1. This paper outlines the magnitude o f  poverty in Honduras, describes the key 
characteristics of the poor, and presents various diagnostics tracking the evolution of poverty over 
time. Poverty has multiple dimensions, and the analysis throughout this report examines poverty 
through a variety of lenses. In this paper, poverty i s  defined principally in terms of inability to 
meet basic needs, and individuals unable to meet their basic needs are identified by their levels of 
consumption. Unlike previous analyses for Honduras, this report uses primarily a measure of 
welfare based on consumption rather than income. Additional measures o f  poverty along non- 
monetary dimensions are also examined. 

A I .  Methodology used to construct poverty line 

2. Social and economic conditions in Honduras have been evaluated in the past using 
income data from the country’s on-going survey, the twice-annual Encuesta Permanente de 
Hogares de Prop6sitos Multiples (EPHPM). This report uses primarily consumption data drawn 
from a new survey, the first Encuesta Nactional de Condiciones de Vida (ENCOVI), conducted 
during the second half of 2004. Poverty analysis based on the new data i s  viewed as an 
improvement because consumption i s  preferable to income as a measure of welfare. 

Box 1: W h y  Measure Poverty with Consumption Instead of Income? 

Consumption i s  preferred over income as a measure o f  household welfare for several reasons. First, 
consumption tends to be less variable than income over the course o f  time (due to consumption 
smoothing) and thus provides a better measure o f  long-term welfare. Second, household surveys in 
developing countries typically measure consumption more accurately than income. Third, consumption 
o f  the household’s own production, which i s  often a large portion o f  consumption for agricultural 
households, i s  usually not captured well ( i f  at all) in income data. Ignoring home-produced food would 
greatly understate the consumption levels o f  rural households. 

3. Previous poverty analysis for Honduras using income data was based on poverty lines 
determined using consumption patterns from 1988. Using the new consumption data in the 2004 
ENCOVI, a consumption aggregate and new poverty lines were constructed. Unfortunately, 
poverty rates based on the new data are not directly comparable to past poverty estimates. The 
new poverty figures wi l l  provide a foundation for analysis o f  poverty trends using consumption 
surveys. 

4. Two poverty lines were calculated, using data from the ENCOVI 2004: an extreme 
poverty line and a full poverty line. The extreme poverty line i s  defined as the monthly cost of 
food to provide 2200 calories per day, given average consumption patterns observed in the survey 
for the entire population.’ The full poverty line i s  equal to the extreme poverty l ine plus an 
additional allowance for non-food consumption. The non-food allowance was determined by 
calculating the non-food share o f  consumption among households with food consumption close to 
the extreme poverty line. Calculated on a per month per person basis, these procedures yielded an 
extreme poverty l ine of 510 Lempiras and a full poverty l ine o f  996 Lempiras. 

The calorie requirement was taken from earlier work in Honduras (Secretaria de Planificacibn: 
Coordinacibn y Presupuesto 199 1). 
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Figure 2: Full Poverty Indicators by Welfare 
Measure and UrbadRural 

He-unl IFGTOI 

B. 2004 POVERTY FIGURES 

Figure 1: Extreme Poverty Rates by Welfare 
Measure and UrbadRural 

5. Estimates o f  poverty using the full poverty line at the national, urban, and rural levels for 
the three most common poverty measures are shown in Figure 2, and a parallel set of estimates 
for the extreme poverty line are shown in Figure 1. The measures are the three Foster-Greer- 
Thorbecke measures. The headcount i s  simply the percentage of the population below the 
relevant poverty line (either full or extreme.) The poverty gap index captures the mean gap 
between the poverty l ine and the consumption o f  the poor, averaged over the entire population. 
The poverty severity index i s  similar to the poverty gap but i s  more sensitive to the consumption 
levels of the very poor. 

1 , , I , , , , , 
0 10 20 30 4c 50 50 70 so 

Source: Bank staff analysis of 2004 ENCOVI 

0 5 1 0 1 5 2 3 2 5 3 , 3 5 4 0 4 !  

Source: Bank staff analysis of 2004 ENCOVI 

I I  1-394 I 

6. Overall 23.7 percent of the population has consumption below the extreme poverty line, 
and a total of 50.7 percent has consumption levels below the full poverty line. There i s  a sharp 
contrast in poverty rates between urban and rural areas. Just over one in four individuals in urban 
areas (27.6 percent) i s  poor, while in rural areas nearly three out of four (72.2 percent) live in 
poverty. The urban-rural contrast i s  much starker for the poverty gap index and the poverty 
severity index, which are more sensitive to the welfare of the very poor. The poverty gap in rural 
areas i s  nearly four times that in urban areas. Likewise, extreme poverty shows a much stronger 
urban-rural contrast. Almost four of ten rural residents (39.4 percent) lives in extreme poverty, 
which i s  a rate six times the extreme poverty rate in urban areas. As a whole, these figures 
illustrate that poverty i s  far more widespread in rural areas and that the ranks o f  the poor in rural 
areas are dominated by the extreme poor. Another way to see this in the figures i s  to recognize 
that while just 25 percent o f  the urban poor live in extreme poverty, 55 percent of the much larger 
group of rural poor fall below the extreme poverty line. 

7. A more detailed breakdown of the headcount index, using both the full poverty line and 
the extreme poverty line i s  given in Table 1. The table shows the fraction of the national 
population by subgroup and the headcount index by those subgroups. I t  also shows the 
contribution to national poverty of each subgroup, i.e. the percentage o f  the nation's poor that are 
in the subgroup. The table illustrates several basic facts o f  poverty in Honduras. 

8. While the population i s  evenly split between poor and rural areas, the poor are 
overwhelmingly concentrated in rural zones. The rural poor account for 73.7 percent of the 
poor and 86.1 percent o f  the extreme poor nationally. 
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Table 1: Poverty Patterns in Honduras 
Poverty Headcount Index Contribution to National 

% of National (Yo of Pop.) Poverty (% of Category) 
Population All Poor Extreme Poor All Poor Extreme Poor 

Total Honduras 100.0 50.7 23.7 100.0 100.0 
By Geographic Area 

Urban 48.3 27.6 6.8 26.3 13.9 
Rural 51.7 72.2 39.5 73.7 86.1 

By Region 
Tegucigalpa 12.5 15.1 1.9 3.7 1 .o 
San Pedro Sula 7.7 16.6 1.4 2.5 0.4 
Urban Centro 10.3 22.1 4.8 4.5 2.1 
Rural Centro 25.1 61.7 27.6 30.6 29.2 
Urban Occidente 7.8 44.9 17.0 6.9 5.6 
Rural Occidente 15.5 87.6 56.1 26.9 36.7 
Urban Oriente 10.0 43.9 11.3 8.7 4.8 
Rural Oreinte 11.1 74.7 43.2 16.3 20.1 

Male 77.5 53.2 25.9 81.3 84.7 
Female 22.5 42.1 16.1 18.7 15.3 

Mestizo/ladino 93.5 49.3 22.5 90.9 88.4 
Indigenous and other 6.5 71 .O 42.5 9.1 11.6 

By Gender of Household Head 

By Population Group 

Source: Bank staff analysis o f  ENCOVI 2004. Population groups are based on self-identified responses.”Indigenous and 
other” ethnic groups include the Gan’funa, negro inglis, Tolupin, Pech (Paya), Misquito, Lenca, Tawahka (Sumo), Chorti, 
and those responding “other.” 

9. Among urban areas, poverty rates are lowest in Tegucigalpa and San Pedro Sula 
and higher in outlying cities. The poverty rates o f  the urban zones o f  the Occidente and Oriente 
regions are the highest among urban areas but s t i l l  substantially below rural poverty rates. 

10. The largest regional concentration of poverty i s  in rural areas of the Centro region, 
home to one-quarter of the population and 30.6 percent of the poor. Poverty rates are highest, 
however, in rural areas of the Occidente region, which also has the largest concentration o f  
extreme poverty. Of the national extreme poor population, 36.7 percent live in rural Occidente. 

11. 
Nearly one in four households in Honduras i s  headed by a woman. 

Female-headed households are less likely to be poor than male-headed households. 

12. Indigenous people have substantially higher poverty rates than mestizoflandino 
individuals. Indigenous peoples and other non-mestizo/landino population groups account for 6.5 
percent of the population, and 71 percent live below the poverty line. Sixty percent o f  those self- 
identifying as being non-mestizo/landino are Lenca, who have an even higher poverty rate. In the 
survey, 84 percent o f  Lencas are poor. 

B1. Inequality 

13. Inequality in Honduras i s  similar to that of i t s  immediate neighbors and high by 
international standards. With the ENCOVI survey, i t  i s  possible for the f i rs t  time to calculate a 
reliable estimate of inequality based on a consumption measure. The Gini coefficient based on 
this consumption data i s  46. Most countries in Latin American favor income for poverty analysis, 
and CEDLAC has produced a series of comparable survey-based estimates o f  income inequality, 
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using the EPH for Honduras. Figures for 
Honduras and i t s  neighbors are shown in Figure 
4. The income Gini cofficient of 54 for 
Honduras places it at the median for Central 
American countries, which as a whole have very 
high inequality. 

14. The population i s  characterized by a 
large majority with low consumption levels and 
a small high-consumption minority. The top 20 
percent of Hondurans account for more than half 
of overall consumption, while the bottom 
quintile consumes just 5 percent. This pattern 
can be seen in Figure 3, which shows the flat 
distribution o f  consumption shares in the lower 
four quintiles. 

C. DYNAMIC POVERTY ANALYSIS 

15. This section presents analysis of 
changes in poverty that have taken place 
between 1999 and 2004 in Honduras. Changes 
in various poverty measures and the relationship 
between growth and changes in poverty and 
inequality are examined via various diagnostic 
tools. Previous analyses. of poverty in Honduras 
have been based on income data from the 
country’s ongoing survey, the Encuesta 

Figure 4: Inequality (Gini Coefficient) 

Gini 

Using Consumption as Welfare Measure 
Honduras (2004, ENCOVI) 46 

Using Income as Welfare Measure 
Honduras (2003, EPH) 54 
Costa Rica (2003) 49 

Guatemala (2002) 55 
Nicaragua (2001) 54 

El Salvador (2003) 51 

Panama (2003) 56 
Source: Bank staff calculations for ENCOVI  and SEDLAC 
for nther f i m r e s  

Figure 3: Inequality: Consumption Received 
by Each Quintile (percentage of total) 

01 0 2  03 04 a5 

Source: Bank staff calculations with 2004 ENCOVI. 

Permiente de-Hogares de Prop6sitos Multiples (EPHPM). The poverty analysis in this report i s  
based principally on consumption data from the 2004 Encuesta Nacional de Condiciones de Vida 
(ENCOVI), the f i rs t  survey designed for consumption-based poverty analysis that has been 
conducted in Honduras. 

16. Although this report marks the f irst instance of consumption-based poverty analysis for 
Honduras, consumption data was collected in one earlier survey, the Encuesta Nacional de 
Ingresos y Gastos de 10s Hogares (ENIGH), carried out in 1998/99. The survey was conducted 
principally to develop national price indices and has not been widely used for other purposes. The 
ENIGH consumption module differs substantially from that of the 2004 ENCOVI. Normally, to 
examine changes in consumption over time with two surveys, i t  i s  necessary to have identical 
consumption modules in the two surveys, as a wide variety o f  experience in other countries has 
demonstrated that even small differences in consumption questionnaires can make for large 
differences in reported consumption patterns (see for example Deaton and Kozel 2005). 
Nonetheless, in this section we examine changes in poverty based on consumption data from the 
two surveys, adjusting as best as possible for changes in the consumption modules between the 
two surveys. 

17. Because the consumption modules differed-the ENIGH asked about some consumption 
items that were not included on the ENCOVI questionnaire, and vice-versa-it was necessary to 
put together a comparable consumption aggregate (CCA) with each survey. The CCA i s  a single 
consumption value in each survey, constructed such that the sets o f  components in the aggregate 
in the 1998/99 survey and the 2004 survey are parallel. Because the CCAs were assembled solely 
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for the purpose of maximizing comparability across the two years, the 2004 CCA i s  not identical 
to the full consumption aggregate used for the main poverty analysis in sections 2 and 4 o f  this 
chapter. 

18. T o  enable analysis o f  changes in poverty using the CCA, it was necessary to select both a 
standard poverty line and food poverty line. (Given the differences between the CCA and the full 
consumption aggregate, i t  would not be sensible to apply the poverty lines based on the full 
consumption aggregate to the CCA.) Standard and food poverty lines were selected for the CCAs 
which yield the same headcount poverty rates found for the country as a whole using the full 
consumption aggregate. The headcount poverty rate i s  50.7 percent using the standard poverty 
line and 23.7 percent using the food poverty line. These poverty lines were then applied to the 
1998/99 to generate comparable sets o f  poverty figures over time. I t  i s  important to recognize that 
because the distributions o f  the 2004 CCA and the full consumption aggregate differ, poverty 
measures generated with the CCA at subnational levels and measures other than the headcount 
rate differ slightly from those produced with the full consumption aggregate. The poverty figures 
reported in this section are intended to be used only for  comparisons between 2004 and 1998199. 
For more general purposes, refer to poverty rates reported in section 1. 

19. I t  should be emphasized that the fact that the two surveys were not identical means that 
the CCAs at best are only approximately comparable. As a result, the use o f  the CCAs introduces 
a level o f  unquantifiable error beyond the usual sample error. Thus, the apparent changes over 
time should be interpreted with caution. 

C1. Poverty Trends 

20. Overall, the comparison between the 1998/99 survey and the 2004 ENCOVI shows a 
slight decline in poverty over those years. However, because the changes are small and the 
poverty figures are estimates based on a survey sample, we cannot say wi th any certainty that 
poverty in the population has declined. In statistical terms, i t  i s  not possible to reject the 
hypothesis that poverty remained unchanged between the two surveys.’ 

Table 2: Poverty Rates in 1998/99 and 2004 
All Poor Extreme Poor 

1998/99 2004 1998199 2004 
Headcount Poverty: FGT(0) 52.5 50.7 25.1 23.7 
Poverty Gap: FGT(1) 24.1 22.4 8.4 7.6 
Severity of Poverty: FGT(2) 13.8 12.6 4.1 3.4 

Source: Bank staff estimates using ENCOVI for 2004 and ENIGH for 1998/99. 
Note: Poverty figures in this table were calculated with special consumption variables 
that were constructed to be comparable across the two surveys. Consequently, the 2004 
poverty figures differ slightly from the estimates calculated with the full consumption 
variable that are presented elsewhere in this report. 

21. Table 11 presents national level estimates for  the two years, using the three different 
Foster-Greer-Thorbecke poverty measures, with poverty rates defined using both the full poverty 
line (all poor) and the extreme poverty l ine (extreme poor). Along a l l  three measures and with 
either poverty line, poverty declined b y  a small amount. The headcount rate, the most common 

Data for the 1998/99 survey was collected hetween February 1998 and March 1999. Hurricane Mitch 
reached landfall in Honduras on October 30, 1998. As a consequence, the poverty figures calculated from 
the 1998/99 survey reflect a mix o f  pre- and post- Mitch data. 
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poverty measure, shows a decline from 52.5 percent to 50.7 percent of the fraction of the 
population l iving below the full poverty line. 

22. A geographic breakdown of changes in the headcount poverty rate, using just the full 
poverty line, i s  given in Table 3. There was essentially no change in the balance of rural-urban 
poverty. The rural poverty rate remained just over 70 percent, while the urban rate stayed just 
under 30 percent; the small changes in the estimates are not statistically significant. Estimates 
were also produced at a lower geographic level: the three regions of the country (Centro, 
Occidente, and Oriente) were divided into rural and urban areas, and households in the main 
cities of Tegucigalpa and San Pedro Sula were identified separately. Because the sample sizes are 
smaller for these subpopulations, the errors are larger, and the observed changes not statistically 
significant, with one major exception. The city of Tegucigalpa experienced a large drop in the 
fraction l iving in poverty, from 28.9 percent to 16.6 percent. 

Table 3: Headcount Poverty Rate (FGTO), 1998/99 and 2004 
1998199 2004 Change 

National 52.5 50.7 -1.8 

Rural 
Urban 

71.2 70.4 -0.7 
28.6 29.5 0.9 

Tegucigalpa 28.9 16.6 -12.4 
San Pedro Sula 16.9 19.7 2.8 
Urban Centro Region 31 .O 27.0 -3.9 

Urban Occidente Region 39.7 41.8 2.0 

Urban Oriente Region 37.2 46.3 9.1 
Rural Oriente Region 74.2 72.0 -2.1 

Rural Centro Region 65.7 60.7 -5.0 

Rural Occidente Region 77.8 84.9 7.2 

Source: Bank staff estimates using ENCOVI for 2004 and ENIGH for 
1998199. 
Note: Poverty figures i n  this table were calculated with special consumption 
variables that were constructed to he comparable across the two surveys. 
Consequently, the 2004 poverty figures differ slightly from the estimates 
calculated with the full consumption variable that are presented elsewhere in 
this report. Figures for urbadrural areas o f  regions exclude households in the 
cites of Tegucigalpa and San Pedro Sula. 

23. The geographic pattern of poverty in Honduras remains largely unchanged, with the 
dominate divide being between the high-poverty rural areas and the relatively better-off urban 
zones. In both survey years, rural poverty was highest in the Occidente region, followed by 
Oriente and then the Centro region. Among urban areas, those in the capital city o f  Tegucigalpa 
and San Pedro Sula have the lowest poverty rates, followed by the remaining urban zones of the 
Centro region. With i t s  large drop in poverty rates, Tegucigalpa displaced San Pedro Sula as the 
lowest poverty area of the country. 

24. Geographically disaggregated figures for the poverty gap and the poverty severity index 
are given in Table 4 and Table 5. In general, patterns are similar with all the FGT measures. 
Compared to the headcount rate, the poverty gap and the poverty severity index show larger 
relative drops in rural poverty. Because these two measures are more sensitive to changes at the 
very low end of the distribution, this suggests that whatever growth took place in rural areas 
benefited the very poor more than those with consumption levels just in the neighborhood of the 
poverty line. 
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Table 4: Poverty Gap Index (FGTl) ,  1998/00 and 2004 
1998199 2004 Change 

National 24.1 22.4 -1.7 

Rural 
Urban 

35.4 33.7 -1.7 
9.6 10.2 0.6 

Tegucigalpa 9.4 4.9 -4.5 
San Pedro Sula 5.3 6.5 1.2 
Urban Centro Region 10.9 8.6 -2.4 
Rural Centro Region 30.7 26.4 -4.4 
Urban Occidente Region 13.3 17.1 3.9 
Rural Occidente Region 42.1 43.5 1.5 
Urban Oriente Region 11.6 15.8 4.2 
Rural Oriente Region 35.9 36.7 0.9 

Source: Bank staff estimates using ENCOVI for 2004 and ENIGH for 
1998199. 
Note: Poverty figures in this table were calculated with special 
consumption variables that were constructed to be comparable across the 
two surveys. Consequently, the 2004 poverty figures differ slightly from 
the estimates calculated with the full consumption variable that are 
presented elsewhere in this report. Figures for u rbd ru ra l  areas of regions 
exclude households in the cites o f  Tegucigalpa and San Pedro Sula. 

Table 5: Poverty Severity Index (FGT2), 1998/00 and 2004 
1998199 2004 Change 

National 13.8 12.6 -1.2 

Rural 
Urban 

21.2 19.7 -1.5 
4.4 5.0 0.6 

Tegucigalpa 4.1 2.3 -1.8 
San Pedro Sula 2.3 3.2 0.8 
Urban Centro Region 5.1 4.1 -1 .o 
Rural Centro Region 17.6 14.7 -2.8 

Rural Occidente Region 26.7 26.1 -0.6 
Urban Occidente Region 6.5 9.3 2.8 

Urban Oriente Region 5.6 7.5 1.9 
Rural Oriente Region 21 .I 22.2 1.1 

Source: Bank staff estimates using ENCOVI for 2004 and ENIGH for 
1998199. 
Note: Poverty figures in this table were calculated with special consumption 
variables that were constructed to be comparable across the two surveys. 
Consequently, the 2004 poverty figures differ slightly from the estimates 
calculated with the full consumption variable that are presented elsewhere in 
this report. Figures for urbadrural areas o f  regions exclude households in the 
cites of  Tegucigalpa and San Pedro Sula. 

C2. Poverty-Growth Elasticity 

25. Growth has historically had a smaller effect on poverty in Honduras than in other 
countries in Latin America. Over the period 1999-2004, GDP per capita in Honduras grew by 6.7 
percent, and the headcount poverty rate fe l l  f rom 52.5 percent to 50.7 percent. These figures 
imply a poverty-growth elasticity o f  -0.51, which means that each one percent o f  growth in GDP 
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per capita, the headcount rate has fallen by 0.27 percentage points. This i s  slightly lower than the 
poverty-growth elasticity of -0.68 estimated in World Bank (2001). 

C3. Comparison of Trends with Alternative Estimates 

26. The poverty trends shown with consumption-based poverty measures closely match those 
from income-based poverty measures calculated using the EPHPM. Two sets o f  poverty estimates 
from the EPHPM are available. One set comes from the Socio-Economic Database for Latin 
America and the Caribbean (SEDLAC)3, and the other i s  the official Honduras government 
poverty statistics. Like the consumption-based poverty figures presented in this report, SEDLAC 
calculates their figures on an individual basis, so that the poverty rates express the fraction o f  
individuals in the population falling below a given poverty line. In contrast, the Honduran 
government produces household poverty figures, which indicate the fraction o f  households that 
are below the line. Because poor households are larger on average, individual poverty rates are 
typically higher than household poverty rates.4 

27. Figure 5 shows trends in the SEDLAC 
estimates and the official Honduran government 
figures, along with the consumption-based 
estimates calculated for this report. For both 

Figure 5: National Headcount Poverty 
Rates from Various Methods and Sources 

National Headcount PoverPj Rates from Various MemcdsiSources 
._.I___._____._ 

overall poverty and extreme poverty, 
consumption-based estimates are substantially 
lower than the income-based estimates. This 
reflects the fact that a new poverty line was 
constructed and used for the consumption-based 

,~,~~~~~~~~~~ 
Year 

estimates. 

Sources: Bank staff estimates using 2004 ENCOVI and 
1998/99 ENIGH for consumption-based estimates. 
SEDLAC and official government estimates are based on 
income data from the EPHPM. 

28. All three sets o f  estimates show that 
poverty rates have been essentially flat for the 
last several years in Honduras, with at most a 
slight decline. The agreement o f  two different 
survey data sources enhances the likelihood that 
the observed trend reflects actual changes in the population. The longest time series o f  poverty 
rates i s  the set official income-based figures, going back to 1991. These show that poverty fe l l  
modestly over the course of the 1990s and increased temporarily in 1999 in the wake of 
Hurricane Mitch. 

29. When trends in urban and rural data are examined separately, the EPHPM income data 
and the ENIGH-ENCOVI consumption data show different patterns. As at the national level, in 
both urban and rural zones, the consumption data show minimal changes in poverty rates 1998- 
2004. In contrast, in the income data, a substantial drop in the headcount poverty in urban areas i s  
matched by a substantial increase in rural areas for 1997-2003. I t  i s  unclear why the two data 
sources show different patterns. I t  i s  possible but unlikely that consumption and income have 
followed divergent paths over this period. Because the income data i s  taken from a survey that i s  
consistent over time, while the consumption surveys differed substantially, i t  i s  more likely that 
the income data reflects the true state of affairs. In other words, since the late 1990s it i s  most 

See data and documentation at http:Nwww.depeco.econo.unlp.edu.arlcedlaslsedlacl 
Individual poverty rates are generally preferred because i t  i s  typically the welfare o f  individuals rather 

than the welfare o f  households that i s  o f  most interest. 
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likely that urban poverty has declined, rural poverty has increased, and overall poverty has 
declined slightly. 

C4. Growth Incidence Curves 

30. Growth incidence curves (GIC) are a useful tool for examining graphically the impact of 
growth on poverty. A GIC i s  a plot of the growth rate for each decile (or other quantile division) 
o f  the distribution of per capita consumption. Growth incidence curves for the nation as a whole 
and for rural and urban 
areas separately are 
shown in Figures 6,7, and 
8. The curves were 
constructed based on the 
two household surveys, 
and the annual growth 
rates reflect average 
changes over the 1998/99- 
2004 period. Note that the 
vertical scales differ for 
the different curves. Also, 
the horizontal scale plots 
percentiles within each 
sector (urban, rural, or 
nation as a whole), so 
points at the same 
percentile level for 

Figure 6: Urban and Rural  Headcount Poverty Rates from Various 
Sources 

Urban 

Income (SEDLAC) 

+All Poor. Individuals, - - - 
Consumption 

Rural 

Sources: Bank staff estimates using 2004 ENCOVI and 1998/99 ENIGH for consumption- 

different sectors correspond to different levels of consumption. The vertical line in the graph 
indicates that the poverty headcount rate in 1998/99, while the horizontal line denotes the mean 
overall growth rate. 

2004: Nation as Whole 
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Figure 7: Growth Incidence Curve 1998/99- 
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Source: Bank staff analysis of 1998/99 ENIGH and 2004 
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Figure 6: Growth Incidence Curve 1998/99- 
2004: Urban Areas 
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Source: Bank staff analysis o f  1998/99 ENIGH and 2004 

31. An upward slope in a GIC would imply that the poor benefit from growth less than the 
non-poor, leading to an increase in inequality. Likewise, an overall downward slope to a GIC 
would imply that the poor are experiencing larger percentage growth in consumption than better- 
off  households. 
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32. In all three cases-for the nation as a whole, urban areas alone, and rural areas alone- 
the curves are fairly flat. In fact, given the size of the confidence intervals around the curves, we 
cannot rule out the possibility that the curves are flat, i.e. that affected all percentiles equally. 
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33. In terms of the language of "pro-poor'' growth, growth in Honduras was not strongly pro- 
poor, nor did i t  favor those at the top end of the distribution. The curves also show the relative 
growth o f  urban and rural areas. Urban areas showed no growth on average, which i s  shown in 
terms o f  an average growth line that i s  just below zero. Likewise, growth in rural areas was 
relatively rapid, averaging over two percent. 

i". 
40 80 1w 

O ETcml#€s of H 3 u 6 ~ ~ c o n s ~ l D " p e ~  MSM 

Source: B a n k  staff analysis o f  1998/99 ENIGH and 2004 
ENCOVI 
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34. Growth incidence curves can also been constructed based on the industrial sector o f  the 
household head. For this purpose, sectors are defined as primary (agriculture and mining), 
secondary (manufacturing), and tertiary (services and other.) In 2004, 42 percent of the 
population lived in households where the household head worked in the primary sector, 13 
percent had heads working in manufacturing, and the remaining 45 percent lived with heads in 
the tertiary ~ e c t o r . ~  These proportions were essentially unchanged from 1998/99. 

Figure 11: Growth Incidence Curve 
1998/99-2004: Secondary Sector 
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Source: B a n k  staff analysis o f  1998/99 ENIGH and 2004 
ENCOVI 

Figure 10: Growth Incidence Curve 
1998/99-2004: Tertiary Sector 
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Source: B a n k  staff analysis o f  1998/99 ENIGH a n d  2004 
ENCOVI 

35. The growth incidence curves by industrial sector, given below, are flat for the primary 
and secondary sectors. The tertiary sector shows mildly pro-poor growth: the downward slope o f  
the curve reflects generally higher growth for the lower percentiles o f  the distribution. Again, 

Individuals living in households with heads who were not working are excluded from these calculations 
and not used for the growth incidence curves by industrial sector. 
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however, the differences between growth rates of the upper and lower ends of the distribution are 
not statistically significant. 

36. As a whole, the growth incidence curves suggest that the growth that the benefits from 
the mild growth that Honduras have experienced have not been strongly tilted towards either the 
poor or the better off. In the nation as a whole, within urban and rural areas, and within industrial 
sectors, growth has been well distributed. This fact underscores the importance of improving 
overall growth to reduce poverty. Assuming future growth continues to be spread across the 
distribution, poverty can only be reduced by increasing overall growth rates to higher levels. 

C5. How Have Growth and Changes in Inequality Contributed to the Small Decline in 
Poverty? 

37. The overall change in  poverty in Honduras can be decomposed into one portion due to 
growth in  consumption and another due to changes in the distribution. This type o f  analysis, 
following Datt and Ravallion (1992), can be used to examine the three-way evolution o f  growth, 
poverty, and inequality. 

38. In Honduras, survey-based estimates show a drop in the headcount poverty rate from 52.5 
to 50.7, a decline o f  1.8 percentage points. The decomposition shows that holding the distribution 
constant the effect o f  growth on poverty was slightly greater: a 2.6 percentage point decline in the 
headcount rate. However, the poverty-reducing effect of growth was partially undone by the 
redistribution component. A very slight increase in inequality had the effect of  inching up poverty 
slightly, by 0.8 percentage point. The combined effect of growth and the small increase in 
inequality was the 1.8 percent decline in the poverty rate. The growth-inequality decomposition 
of the poverty change confirms that the overall effect of growth was to reduce poverty, albeit only 
a small amount. 

Table 6: Decomposition of  Poverty Change into Growth and 
Inequality Components 

Headcount poverty rate 1998199 52.5 
Headcount poverty rate in 2004 
Change in poverty 

50.7 
-1.8 

Growth component -2.6 
Redistribution component 0.8 
Change in poverty -1.8 

Source: Bank staff analysis of 1998/99 ENIGH and 2004 ENCOVI 

C6. A Decomposition of the Change in Poverty into Rural and Urban Components 

39. Another way to examine changes in poverty over time i s  by decomposing the national 
drop in poverty into changes by urban and rural areas. The decomposition separately identifies 
changes that occur within urban and rural sectors from a population-shift effect. For Honduras, 
the intra-sector changes are small. The small decline in rural poverty rates led to a decline of less 
then one-half a percentage point (0.4) in the national headcount rate. This was canceled out by the 
minimal increase in urban poverty rates, which drove up the national poverty rate by 0.4, leaving 
a net intra-sectoral effect o f  zero. 
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remain between the poor and non-poor, 
particularly for secondary school. Among the 

40. What, then, explains the 1.8 percentage point drop in the headcount rate? Nearly the 
entire decline can be attributed to the shift of population from rural to urban areas. Honduras has 
experienced ongoing urbanization and over the period 1998/99-2004, the share o f  the population 
l iving in urban areas grew from 44 to 48 percent? The shift o f  the population from poor rural 
areas to urban areas, where poverty rates are much lower, has been responsible for all of the small 
estimated drop in headcount poverty. In terms of the statistical decomposition, the population 
shift accounts for 100 percent of the decline. 

Figure 12: Percent o f  Children Not 
Attending School by Age and Poverty Status 
60% T----l__ll------ 

41. This decomposition illustrates the l i m i t s  on reducing poverty through rural-urban 
migration. Even the relatively rapid shift of population from rural to urban areas (taking into 
account the net effect of births, deaths, and migration) reduced poverty by only a small amount. 
More rapid urbanization would make only a tiny dent in national poverty rates and would 
undoubtedly further strain urban public services. 

Table 7: Sectoral Decomposition of the Change in Headcount Poverty 

Population share Population share Absolute contribution to YO of overall 
Sector 1998199 2004 overall change change 

Rural 
Urban 

56 
44 

52 
48 

-0.4 
0.4 

20 
-20 

Total Intra-sectoral effect 0.0 0 

Interaction effect 0.0 0 
Population-shift effect -1.8 100 

Total change in headcount poverty rate -1.8 100 

Source: Bank staff analysis of 1998/99 ENIGH and 2004 ENCOVI 

D. POVERTY PROFILE 

D1. Education 

extreme poor, more than half of children of 
secondary school age are not attending school, 
compared to just 19 percent o f  children in non- 
poor households. The gap i s  smaller for those of 
primary school age. 

43. Lack of money i s  the most commonly 
cited reason that children do not attend 
primary school. Family and health problems 
were also mentioned as a reason that children 
are not enrolled, and the long distance to school 
was cited by families of girls. 

52% 
50% 

40% 

30% 

20% 

10% 

0% 
Primary school age (6.11) Secondary school age (12.17) 

Source: Bank staff analysis o f  2004 ENCOVI 

These figures for the urbadrural population share are based on the weights in the two household surveys. 
Official UN projections also show that the urban share has increased, but at a slower rate. 
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44. The  low school enrollment rates of the 
poor are reflected in low literacy rates. The 
low literacy of the poor i s  partially a 
consequence of poor education opportunities 
when older Hondurans were of school age. 
However, literacy rates are low even for young 
adults. Nearly one in four of those 15-24 in 
extremely poor households i s  illiterate. Among 
the poor, literacy rates are much lower for girls 
than for boys. 

45. Honduras’s literacy 
rate i s  lower than most in 
Latin America but similar to 
those of i t s  Central American 
neighbors. In recent years 
most Latin American nations 
have achieved near universal 
literacy among young adults. 
Honduras, l ike i t s  nearest 
neighbors El Salvador, 
Nicaragua, and Guatemala, 
lags behind. 

D2. Fertility and Health 

46. Fertility rates 
continue to be very high for 
the extreme and moderately 

Figure 14: Literacy Rates by Povertv Status , “F,o _-_I_- ~~ _. 
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Source: Bank staff analysis of 2004 ENCOVI. 

Figure 13: Young Adult (15-24) Literacy Rates 
for Countries in Latin America and the Caribbean 

Source: SEDLAC 

poor. Women age 15-49 in extreme poverty average 4.7 births, compared to 3.7 for those in 
moderate poverty, and 2.7 for the non-poor. 

47. Nearly all children are vaccinated, with no variation by poverty status. For example, 
more than 99 percent of children at all socioeconomic levels receive the polio and DPT 
(diptheria-pertussis-tetanus) vaccines. 

48. Poverty i s  a barrier to proper medical care for many Hondurans. Self-reported 
illness rates are identical for the poor and non-poor, with 31 percent having been injured or ill in 
the previous 30 days. Among those who reported a sickness or an illness, only 38 percent of the 
poor consulted a medical provider, compared to 58 percent o f  the non-poor. Poor children are 
more likely to be sick and less likely to be treated than children in better-off households. 

D3. Nutrition 

49. Child malnutrition rates are much higher for the poor. There are two main indicators 
typically used to measured child malnutrition.: wasting and stunting. “Stunting” i s  the condition 
o f  being below normal height-for-age while “wasting” means below normal weight-for-height. 
Stunting generally indicates chronic, long-term malnutrition and disease, while wasting i s  
associated with more recent hunger. Wasting rates are typically high only in areas that have 
experience famine. A third term, “underweight,” i s  used for those who are low weight for age. 
The underweight measure i s  equivalent to a combination o f  stunting and mixing and can suggest 
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either longer term or more recent malnutrition. Nearly half of children in extreme poverty in 
Honduras are stunted, which indicates chronic malnutrition. Only 9 percent o f  the non-poor 
exhibit stunting. Wasting rates are low. 

50. Reflecting regional poverty patterns, child malnutrition varies greatly by  region. 
Regional child malnutrition are highly correlated with the extreme headcount poverty rate 
(correlation coefficient = 0.96). In the poorest regon, Rural Occidente, 52.6 percent of children 
are malnourished. In the relatively prosperous Urban Centro region, along with Tegucigalpa and 
San Pedro Sula, malnutrition rates are 15 percent or lower. 

Under Age 4 

47% 

40% - 

Undemeighl Stunting Wasting 
(weight-lovage) (helght.ior+.ge) (weighl.forheigh1) 

Source: Bank staff analvsis of 2004 ENCOVI. 

Figure 15: Poverty Rates vs. Child 
Malnutrition Rates by Region 

60% 

0% J 
0% l (W0 20% 30% 40% 50% 60% 

Headmunl Poverty Rate 

Source: Bank staff analysis of 2004 ENCOVI 

D4. Housing Conditions and Access to Public Services 

51. Access to safe water i s  sharply 
differentiated by poverty status in rural areas 
but i s  nearly universal in urban areas. Nearly 
one-third of the rural extreme poor gather water 
from a river or other open water source, 
compared to just nine percent of the non-poor in 
rural areas. The main alternative source in rural 
areas i s  a private system. In contrast, most urban 
residents receive water through the public water 
supply (55 percent or a private water supply 
system (35 percent). 

Percentages Obtaining Water Directly from 
River/StreamLake/Lagoon/Spring 

40% 
35% ? 
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Poor 

I Source: Bank staff analvsis of 2004 ENCOVI 
52. Although there have been steady 
gains in recent years, Honduras sti l l  ranks near the bottom in L A C  in terms of access to 
piped water inside the home. Among Latin American and Caribbean countries for which data i s  
available, only Haiti ranks lower. Just 33 percent o f  all Hondurans in 2004 had piped water 
indoors, compared to 22 percent in 1992. Access to indoor piped water i s  also highly unequal. 
Only 13 percent of rural residents have indoor piped water, and Hondurans in the top quintile are 
more than five times as likely to have indoor piped water than those in the bottom quintile. 

53. In  both rural and urban areas, the poorest Hondurans are least likely to have access 
to electricity. Rural electrification has extended access to 40 percent o f  rural residents but has 
reached only 13 percent of the extreme poor. Half o f  the extreme poor in urban areas also lack 
electricity. Those without electricity rely principally on candles and gas lamps for light. As with 
indoor piped water, only Haiti ranks lower among L A C  countries in access to electricity. 
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54. Overall, Honduras has achieved 
small but sustained improvements in 
access to public services since the early 
1990s. Substantially more Hondurans have 
indoor piped water than in  1992, and the 
fraction o f  the population with sewer 
services and electricity has also increased. 

55. Most Hondurans rely on firewood 
for cooking fuel. Ninety-seven percent of 
the extreme poor and 81.6 percent o f  the 
moderately poor depend on firewood for 
cooking. Even in urban areas, firewood i s  
used for cooking by most of the poor. The 
majority o f  the non-poor in urban zones use 
either electricity or LPG gas for cooking. 

Figure 20: Access to Electricity by 
UrbadRural  and Poverty Status 
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Source: Bank staff analysis of 2004 ENCOVI. 

Figure 18: Share of Population with Piped 
Water Inside the Home for Countries in Latin 

America and the Caribbean 
Share 01 Populeion with Piped Water Inside the Home 
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Figure 19: Change in Access to Basic 
Services Over Time, Al l  Honduras 

I Source: SEDLAC 

6. Half of the moderately poor and three-quarters of the extreme poor live in 
inadequate housing. Inadequate floors are particularly common among the poor, and a third o f  
the extreme poor live in overcrowded homes. 

57. Sector of activity i s  a strong correlate of poverty. Agriculture accounts for 81 percent 
o f  employment of heads o f  extreme poor households. In constrast, on-poor household heads work 
in a diverse set of industries. 

Figure 22: Industry of Employment of 
Household Heads by Poverty Status 

Figure 21: Households with Inadequate 
Housing and Overcrowding 
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D5. Migration and Remittances 

58. International migration and remittances sent from abroad are important phenomena in 
Honduras. In 2003, remittances from abroad amounted to 12.5 percent of GDP (World Bank 
2005). In contrast, foreign aid that year totaled just 5.7 percent of GDP. As shown in Table 8, 
11.8 percent o f  households have former household members l iving abroad, and 15.7 percent have 
received some remittance in the previous 3 months. Urban households are roughly 50 percent 
more likely to send migrants and to receive remittances than rural  household^.^ 

Table 8: Households by Migration and Remittances 

National Rural Urban 

Migrants living abroad (% of hholds) 11.8 9.4 14.1 
No-migrants living abroad (%of hholds) 88.2 90.6 85.9 

100 100 100 

Remittances received from abroad (% of hholds) 15.7 12.2 19.2 
No remittances received from abroad (% of hholds) 84.3 87.9 80.8 

100 100 100 

Source: Bank staff analysis o f  2004 ENCOVLNote: Migrants are defined as individuals who previously lived in the household who 
are currently living abroad. The remittance question refers to whether money or goods were received in the previous 3 months. 

59. Households with migrants abroad and those that receive remittances are much less prone 
to be in poverty. Headcount poverty rates for households with migrants abroad are half those of 
non-migrant households: 27.4 percent vs. 53.9 percent. (See Table 9.) The same i s  true for 
households that have received remittances compared to those that do not. These differences in 
poverty rates are not merely a consequence o f  the fact that migrant households are more likely to 
be in urban areas, which are much wealthier as a whole. Within urban areas and within rural 
areas, households that send migrants and/or receive remittances have much lower poverty rates. 

Table 9: Household Headcount Poverty Rates by Migration and 
Remittances 

National Rural Urban 

Individuals living in households 
with migrants living abroad 27.4 44.9 14.0 

Individuals living in households 
with no migrants living abroad 53.9 75.3 29.8 

Individuals living in households 
receiving remittances 24.9 41 .O 13.7 
Individuals living in households not 
receivina remittances 55.6 76.7 31 .O 

Source: Bank staff analysis of 2004 ENCOVI. 
Note: Migrants are defined as individuals who previously lived in the household who 
are currently living abroad. The remittance question refers to whether money or goods 
were received in the previous 3 months. 

’ Many households with migrants abroad do not receive remittances, and conversely many households 
without migrants abroad receive remittances from others. In general, though, poverty patterns are similar 
for 
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60. International migration i s  partially responsible for the high prevalence o f  female-headed 
households. Among female-headed households, 18.5 percent have male migrants l iv ing abroad, 
compared to just 5.6 percent o f  male headed households. Assume that in the absence of migration 
female-headed households would be headed by their male migrants. Under this assumption, 
migration raises the percentage o f  female-headed households from 18.3 percent to the actual 
figure o f  22.5 percent. 

61. The strong tendency for female-headed households to have migrants abroad and receive 
remittances also explains their lower poverty rates. Overall, 23.7 percent o f  female-headed 
households have migrants (male or female) abroad, compared to just 7.9 percent o f  male-headed 
households. As a consequence, the headcount poverty rates for female-headed households i s  just 
42.1, compared to 53.2 for male-headed households. 

D6. Land Registration 

62. The regularization of land rights (surveying, titling and registration) i s  a key policy issue 
in Honduras. Following similar efforts in other countries, the Honduran government has recently 
embarked on an ambitious land administration program in order to increase land tenure security, 
improve transparency and governance and decentralize public services (such as registration and 
certification) to the municipal level. Such efforts w i l l  potentially reduce conflicts, decrease land 
market transaction costs, facilitate access to credit and increase on-land investments; which, in 
turn, should lead to a more efficient allocation o f  land and increased productivity. 

63. Land tenure issues are complex and household survey data i s  not the best instrument to 
capture this complexity, but rather surveys using the farm as the unit o f  analysis (rather than the 
household) would be preferable. The information i s  presented with these caveats as a f i r s t  
approximation to the correlation, not causality, between poverty and land tenure. Nationally, 21.7 
percent o f  households work at least some o f  their own land. Among those households, 52.3 
percent o f  their land parcels are reported to have full "dominio pleno" documentation, and 2 1.5 
percent have less secure "dominio titil" documents. One percent are reported to have other 
documentation, and the remaining 25.2 percent have no documents. Additionally, 91.3 percent o f  
parcels with dominio pleno documents and 67.5 percent o f  those with dominio util documents are 
reported to to be registered in the property registry. 

64. Headcount poverty rates by land title status are in Table 10 . Households wi th land that i s  
registered have slightly lower poverty rates (69.9 percent) than those that are not registered, wi th 
or without ownership documents. I t  i s  l ikely that this represents not a causal effect o f  land 
registration but rather the fact that those most l ikely to register their land are on average better o f f  
households. 

Table 10: Poverty Rates by Land Title Status 
Headcount poverty rate 

Not farming own land 42.9 

Farming own land . . . 
with no ownership document 83.2 
with "dominio N," not registered 77.2 
with "dominio pleno," not registered 82.9 
with "dominio util" or "dominio pleno," registered 69.9 

Source: Bank staff analysis o f  2004 ENCOVI. 
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D7. Micro-Determinants of  Welfare 

65. As a complement to the analysis above, this section presents a multivariate analysis of 
consumption in Honduras. Linear regression techniques are employed to characterize the 
correlates of consumption level. Multivariate analysis reveals which variables are correlated with 
consumption, holding all other variables in the analysis constant. The strength of multivariate 
analysis i s  largely that i t  provides a useful summary o f  the correlates o f  welfare. I t  i s  often 
tempting to interpret the results of multivariate regressions as identifying causal relationships 
between explanatory variables and the outcome variable o f  interest (in this case, consumption). 
However, it i s  important to keep in mind that correlation does not necessarily indicate causation. 
Causation can go in both directions between explanatory and outcome variables and or via 
additional variables that are not included in the analysis. Consequently, one should be very 
cautious in making causal interpretations o f  these regression results. Strictly, although the 
discussion i s  framed in terms o f  the “effects” o f  changes in particular variables, this analysis 
reveals not determinants but correlates o f  consumption. 

66. Analysts often present this type o f  analysis using binary poverty status (poor or not poor) 
as the explanatory variable. I t  i s  generally preferable to use a broader outcome variable: log 
consumption per capita. With this outcome variable, the analysis describes variation that takes 
place over the full distribution of consumption, rather than just in the immediate neighborhood of 
the poverty line. With the outcome variable in logarithm form, we can interpret the resulting 
coefficient estimates as marginal effects on consumption per capita, in terms of percent changes. 

67. One difficulty encountered in analysis like that presented here i s  that the candidate l i s t  of 
explanatory variables i s  very long and so i t  i s  not clear which variables should or should not be 
included. The longer the l i s t  of variables included in the analysis, the more difficult the results are 
to interpret. Consequently, i t  i s  preferable to maintain a relatively parsimonious specification for 
the analysis and to avoid including variables which themselves are very likely to be determined 
by consumption levels. The analysis here employs a set of explanatory variables very s i m i l a r  to 
that used for the World Bank’s most recent (2001) analysis o f  poverty Honduras. The earlier 
study was carried out using a different data source, the Encuesta Permanentes de Hogares de 
Prop6sitos Mdltiples (EPHPM) from 1998 and 1999 and used income rather than consumption as 
the outcome variable. The specifications also differ because not all variables used in the 2001 
analysis were found in the 2004 ENCOVI. Given all these differences, i t  would not be sensible to 
closely compare the precise coefficient values from the 2001 study with those produced here; 
differences in the coefficient estimates are undoubtedly in large part a consequence o f  the 
different data sources, specifications, and outcome measure employed in the two studies. 
Nonetheless, we do consider broadly the extent to which the relationships seen in 2004 are similar 
to those found in the earlier analysis. 

68. The analysis was carried out with two linear regressions, one for urban areas and one for 
rural zones. The set of explanatory variables used includes a constant along with a) demographic 
variables: numbers of infants, children, adults and their squares, whether the household head i s  a 
women, the age o f  the household head and i t s  square, and whether the household head has a 
spouse; b) education level of household head and spouse; c) employment variables for both the 
household head and spouse: whether he/she i s  working, whether he/she i s  looking for work, 
sector of activity, type of employment, and variables capturing possible underemployment; d) 
geographic variables (Centro, Oriente, and Occidente, with separate identifiers for the cities of 
Tegucigalpa and San Pedro Sula); and e) whether the household head has ever migrated and 
whether he/she has migrated in the past five years. Regression results are presented separately for 
each set o f  characteristics. 
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D8. Household Structure, Education, Employment, Geography, and Migration Status All 
Explain Variation in Household Consumption Levels 

69. Larger households are more likely to be poor. Results in Table 11 show that in both urban 
and rural areas, households wi th more infants and children have lower levels o f  consumption per 
capita. This f i t s  expectations, as more young members o f  the household increase the burden on 
the household’s total consumption without contributing themselves to available resources in the 
short-term. Somewhat surprisingly, households with more adults also have lower levels o f  
consumption. (For the cases o f  children and adults, the negative impacts are decreasing wi th  
household size, because the quadratic terms have a positive sign.) More adults in a household 
lower consumption by reducing the resources available to others but increase consumption by 
providing income from outside employment and labor for  the household’s productive activities. 
The regression results show that the net effect on consumption i s  negative. Additional adults have 
a stronger negative effect on consumption in rural areas than in urban areas. This probably 
reflects the fact that productivity i s  generally higher in urban areas. Urban adults bring in more 
resources to households than rural households, so their net drain on household consumption i s  
less. 8 

70. Female headed households are not better or worse off than other households, 
controlling for other characteristics. For both rural and urban households, the coefficient 
estimate on female headed i s  insignificant, indicating that households headed b y  women are not 
disadvantaged relative to those headed by men. In fact, not controlling for  other characteristics, 
individuals living in households headed by women have consumption levels that are 16 percent 
higher than those with male heads. These findings are in stark contrast to those in the Wor ld  
Bank’s 2001 study, which found that female headed households have per capita income levels 
that were 15 to 30 percent lower, and that female headship were particularly disadvantaged in 
rural areas. The difference between the results presented here and those in the earlier study are 
may be due to the different welfare measures employed. M e n  are more l ikely than women to be 
engaged in earning cash income, and so the lack o f  a male head depresses income, as shown in 
the earlier study. Female headed households may make up for this lower income, however, wi th 
household production or transfers that are better captured in the 2004 consumption survey.’ 

These findings are partially a consequence o f  the choice o f  per capita consumption as the measure o f  
household welfare. A per capita value implicitly does not take into account economies o f  scale for the 
household and thus assumes, for example, that the consumption needs o f  a household with four members 
are exactly double those o f  a household with two members. I f  economies o f  scale were taken into account, 
a household with four members and twice the income of a household with two members would be judged 
better off  than the two-member household. The effect of not considering economies o f  scale i s  to increase 
the apparent negative effect of children on consumption. However, even if economies o f  scale were taken 
into account, more children would s t i l l  be associated with lower levels o f  consumption. 

production. However, a income survey typically collects less accurate information on sources other than 
cash income, and this i s  probably the case with Honduras as well. In the EPHPM, consumption of own 
production i s  captured in just one question which asks for the average monthly o f  such consumption over 
the previous six months. 

The EPHPM used for the earlier income-based analysis does collect data on transfers and home 
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Table 11: How Does Consumption Per Person Vary with Household Structure? Marginal 
Percentage Changes from Linear Regression Model 

Marginal percentage increase in per capita consumption due to demographic wiables 
[The excluded reference cateaories are a household with a male head and a spouse.1 

Utban Rural 

Number of infants squared NS NS 
Number of infants -0.13 -0.17 

Number of children -0.18 -0.14 
Number of children squared 0.01 0.01 

Number of adults squared PM. 0.01 
Female head NS NS 
Age of head 0.01 0.01 
Age of head squared NS NS 
No spouse for the head 0.37 NS 

Number of adults -0.07 -0.15 

Source: World Bank staff analysis o f  2004 ENCOVI. NS means not statistically different from zero at the 10% level. 
Underlined coefficients are significant at the 10% level. Coefficients not underlined are significant at the 5% level. 

71. Households headed by older men and women have higher levels of consumption, and in 
urban areas households whose heads do not have a spouse are also better off. Nearly identical 
patterns were found in the 2001 analysis. The finding that households with younger heads are 
more likely to be poor i s  common to many countries. The lower poverty levels for urban 
households without a spouse i s  probably a consequence o f  the fact that many such households are 
single males, who rate relatively high in per capita terms because they do not have to share the 
household’s resources with others. 

Table 12: How Does Consumption Per Person Vary with Education? 
Marginal Percentage Changes from Linear Regression Model 

Marginal percentage increase in per capita consumption due to education 
[The excluded reference categories are a household head and a spouse with no education.] 

Urban Rural 
Education of household head 
Primary partial 0.22 0.12 
Primary total 0.38 0.22 
Secondary partial 0.53 0.36 
Secondary total 0.60 0.59 
Superior (university) 0.76 0.48 
Education of spouse of head 
Primary partial 0.18 0.17 
Primary total 0.25 0.31 
Secondary partial 0.28 0.41 
Secondary total 0.31 0.48 
Superior (university) 0.58 0.54 

Source: World Bank staff analysis o f  2004 ENCOVI. NS means not statistically different from zero at the 10% level. 
Underlined coefficients are significant at the 10% level. Coefficients not underlined are significant at the 5% level. 

72. Education levels of both the household head and spouse are  strongly associated with 
higher consumption. Consumption levels increase sharply with the head’s and spouse’s 
education for both rural and urban households. Controlling for other characteristics, an urban 
household with a head who has finished primary school has consumption 38 percent higher than 
one with a head with no education. Likewise, going from zero education to primary completion 
for the head’s spouse increases consumption by 25 percent. In urban areas, the effects o f  
education are stronger for the household head’s education, while in rural areas the education 
levels of the spouse and head are of roughly equal importance. The 2001 study showed broadly 
similar results, serving to underline the extent to which education i s  a path out of poverty. 
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73. Employment variables of the household head, and to a much lesser extent, the spouse of 
the head, are predictors of household consumption. Regression results for employment variables 
are shown in Table 13. In urban areas, a household with a head looking for work rather than 
working suffers from a consumption penalty of 15 percent. Results for heads who are not working 
differ for urban and rural areas. In urban areas, households with heads who are not working have 
higher consumption, which suggests that they may not be working because they can afford not 
to-perhaps due to income from other sources. In contrast, rural households with non-working 
heads have lower consumption. This implies that the dynamics of unemployment differ sharply 
between urban and rural households. 

74. Sector o f  activity i s  a stronger predictor of consumption in rural areas than urban areas. In 
urban zones, the relatively few households with heads employed in agriculture have lower 
consumption, while those with heads employed in other sectors all have similar income levels. In 
contrast, rural households with heads in commerce, transport, and the 
mining/manufacturing/electricity sectors have consumption levels 22-38 percent higher than 
those with heads in agriculture. I t  i s  likely that this differentiation by sector partially reflects 
variation in local opportunities. Possibilities for employment in higher income sectors are 
minimal in more remote rural areas. Urban labor markets, on the other hand, are more integrated 
and show less spatial variation. 

75. There are premiums on employment in the public sector and to being an employer. 
Households headed by public employees in rural areas have consumption levels that are 38 
percent larger than those headed by private sector wage earners, controlling for other 
characteristics. The premium i s  smaller in urban areas. Unsurprisingly, household heads who are 
employers preside over households with much higher consumption levels. Also notable i s  that in  
urban areas, households headed by the self-employed have consumption levels 10 percent higher 
than those headed by wage earners. T h i s  provides some rough evidence that self-employment 
may superior to salaried employment in Honduras rather than a disadvantaged sector, as i t  i s  
sometimes characterized." Additionally, underemployment of the household head, in terms of 
working fewer than 40 hours a week, i s  mildly associated with lower consumptions. 

76. Employment variables for spouses have s i m i l a r  effects on consumption as employment 
variables of household heads but are less often significant. In rural areas, spouse's sector of 
employment i s  a strong predictor of household consumption, while in urban areas, the spouse's 
type of employment has greater importance. In general the spouse's employment variables do 
have some effect on consumption, but the effects are stronger for the household head variables. 11 

"Comparisons of incomekonsumption levels between salaried and self-employed workers provide an 
incomplete and potentially misleading picture of the relative attractiveness o f  work in the two sectors. A 
large literature assesses the relative status of salaried and self-employed workers in various countries. For 
an overview o f  much o f  this literature, see Maloney (2004). Maloney argues that the self-employed in 
developing countries should be view primarily as unregulated microentrepreneurs, rather than 
disadvantaged workers queuing for formal salaried jobs. 

sizes: while all households have a head, one-quarter o f  those heads do not have spouses. 
The greater apparent relevance of household head's employment i s  partially a consequence of sample 
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Table 13: How Does Consumption Per Person Vary with Employment? Marginal 
Percentage Changes from Linear Regression Model 

Marginal percentage increase in per capita consumption due to work variables 
[The excluded reference categories are a household head and a spouse fully employed and working 
as wage earners (not self-employed) in the agricultural sector.] 

Urban Rural 
Employment of head 
Looking for work 
Not working 
Sector of activity of head 
Mining/Manufacturing/Electricity 
Construction 
Commerce 
Transport 
Services 
Type of employer of head 
Public sector 
Self-employed 
Employer 
Unpaid work 
Underemployment of head 
Hours of work per weekc20 
20-39 hours of work per week 

-0.15 
0.12 

NS 
0.13 
0.10 
0.1 8 
0.10 

0.09 
0.10 
0.59 
NS 

-0.07 
NS 

NS 
- -0.09 

0.23 
NS 

0.22 
0.38 
NS 

0.38 
NS 
0.23 
NS 

NS 
-0.13 

Not available for health or family reasons NS NS 
Employment of spouse 
Looking for work NS NS 

Sector of activity of spouse 

Construction NS NS 
Commerce - 0.12 0.17 
Transport NS 0.69 
Services NS NS 
Type of employer of spouse 
Public sector 0.19 NS 
Self-employed 0.09 NS 
Employer 0.10 NS 
Unpaid work NS NS 
Underemployment of spouse 
Hours of work per weekc20 -0.13 NS 
20-39 hours of work per week NS NS 
Not available for health or family reasons NS NS 

Not working NS -0.19 

Mining/Manufacturing/Electricity NS 0.10 

Source: World Bank staff analysis o f  2004 ENCOVI. NS means not statistically different from zero at the 10% level 
Underlined coefficients are significant at the 10% level. Coefficients not underlined are significant at the 5% level. 

77. Households in the Occidente and Oriente regions of the country have markedly 
lower levels of consumption than those in the Centro region and those in the cities of 
Tegucigalpa and San Pedro Sula. The regression analysis includes identifiers for households in 
Tegucigalpa and San Pedro Sula along with identifiers for the region o f  the remaining 
households. Figures in Table 14 show that urban households in Occidente and Oriente have 
consumption levels that are 29 percent and 22 percent lower, respectively, than urban households 
in the Centro region. Households in San Pedro Sula are slightly better off, with consumption 
levels that are 10 percent higher. Occidente and Oriente households in rural areas are also worse 
off than their Centro region counterparts. 

78. Migration of the household head is associated with higher household consumption. 
In both rural and urban areas, households with heads who do not live in their place of birth have 
slightly higher consumption levels. Rural households with heads who lived elsewhere five years 
earlier have consumption levels that are 13 percent higher. These results imply that mobility 
increases consumption. 
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Table 14: How Does Consumption Per Person Vary  with Location and Migration? 
Marginal Percentage Changes from Linear Regression Model 

Marginal percentage increase in per capita consumption due to location and migration 
[The excluded reference category is the Centro Region.] 

Urban Rural 
Tegucigalpa NS NIA 
San Pedro Sula 0.10 NIA 
Occidente -0.29 -0.31 
Oriente -0.22 -0.13 

Head migrated since birth - 0.03 0.06 
Head migrated in last 5 years NS 0.13 

Source: World Bank staff analysis o f  2004 ENCOVI. NS means not statistically different from zero at the 10% level. Underlined 
coefficients are significant at the 10% level. Coefficients not underlined are significant at the 5% level. 

E. CONCLUSIONS 

79. As a whole, the findings in this paper show that poverty i s  widespread in Honduras, 
particularly in rural areas. Poverty i s  perpetuated across generations by the low school attendance 
and the high malnutrition of poor children, which translates into low earnings power for them as 
adults. The poor typically lack access to basic services and live in adequate housing conditions. 
Geography i s  a strong determinant of poverty in Honduras. Rural residents, particularly those 
living in the outlying Occidente and Oriente regions have much higher poverty rates than 
residents of the relatively prosperous cities o f  Tegucigalpa and San Pedro Sula. Extreme poverty 
i s  found nearly exclusively in rural areas. 

80. The modest growth in GDP per capita achieved since the late 1990s has slightly boosted 
consumption levels but not enough to significantly bring down poverty. Multiple data sources 
show essentially no change in levels of income and consumption since 1997 and the level o f  
income inequality was identical in 1992 and 2003. The low levels o f  growth and stagnant poverty 
levels are unsurprising in  light of the fact that human capital levels have remained unchanged as 
well since the early 1990s. Because long-run growth i s  inexorably tied to gains in productivity, 
which are largely tied to skill improvements that come with more education, a nation i s  unlikely 
to achieve sustained growth without increasing the education levels o f  i t s  populace. 

81. While most indicators of well-being and human capital investment show no change over 
time, Honduras has achieved small improvements in public service access. Indoor plumbing, 
sewer services, and electricity are available to larger fractions of the population today than in 
1992. 

82. In terms of policy, the profile presented here suggests that investment in health and 
education should be priorities for Honduras. While improvements in human capital may not be a 
sufficient condition for achieving higher productivity, and thus growth and poverty reduction, 
they are undoubtedly a necessary condition. Additionally, poverty alleviation efforts should 
focus on rural areas, where poverty and particularly extreme poverty are very high. 
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2. THE LABOR MARKET 

Sebastian Galiani12 

MAIN FINDINGS 

1. The purpose of this background paper i s  to provide analytical material for the chapter on 
the labor market in Honduras for the 2005 Poverty Assessment. Our main findings are as follows: 

2. In the long run, real wages only increase if labor productivity increases. Thus, an 
economy that shows sluggish per capita GDP growth over long periods of time, as in Honduras 
during the last 25 years, can hardly sustain an increase in the population’s standard of living, and 
hence can hardly reduce poverty rates. Such i s  the case of Honduras, whose poverty rate 
increased during the 8Os-due to a substantial drop in per capita GDP-and then remained steady 
ever since. Thus in  the short-run, in order to reduce poverty, the economy needs to accelerate i t s  
growth rate to at least 5 6 %  per year. 

3. There are two labor markets: urban and rural. The urban labor market does not seem to be 
as responsive as the rural labor market to short term disturbances; meaning both are connected 
and if one receives a permanent shock the other one w i l l  adjust in response. 

4. Labor Market Regulations andor institutions do not particularly -relative to other 
economies in the region- distort the working of the labor market. In urban areas trade unions are 
powerful, but this mainly applies to state employment: education, health and civi l  service. 

a. Both the urban and rural labor markets appear relatively flexible in practice. 
b. Labor costs, when properly assessed, are not high. Minimum wages do not appear 

to be affecting employment but more research i s  needed in this area. 

5. The rural labor market i s  quite responsive to the price of commodities. Honduras suffered 
negative external shocks in the last 5 years and this seems to be the cause o f  the recent poor 
aggregate performance. The female labor market i s  also affected by the maquila industry. 

6. 
affects individual opportunities and the economy’s outlook for growth. 

Low educational levels in Honduras are among the worst in the continent. This severely 

7. The main labor policy issue in the country should be accelerating productivity growth in 
the whole economy -not necessarily and nor exclusively in the rural sector. Employment and 
participation rates are relatively high, and unemployment rates very low. However, labor 
productivity i s  also low, especially in the rural sector, and hence poverty i s  s t i l l  pervasive. 

1. MACROECONOMIC ENVIRONMENT 

8. The countries of Central America entered into a severe and prolonged economic 
depression in the early 1980s. Per capita GDP for the five countries of the Central American 
Common Market (CACM) fe l l  by a weighted average o f  18% between 1979 and 1986. In most 

I wish to thank Florencia Castro-Leal, Ulrich Lachler, Miguel del Cid, Jaime Saavedra, Wendy 
Cunningham, Mir iam Montenegro and other team members for their comments. I also wish to thank 
Claudia Guadamuz, Matias Horenstein, Ignacio Franceschelli, Mariano Negri and Mario Palma for their 
outstanding research assistance. 
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10. Associated wi th  this productive 
structure, a few agricultural goods (bananas 
and coffee) had a high share o f  total exports 
in the early 90s. However, the composition 
of exports has changed significantly since 
then (see Figure I). At the beginning o f  the 
decade, these traditional exports (bananas 
and coffee) represented around 65% of total 
sales abroad. B y  2002, nevertheless, the 
weight of these traditional goods in total 
exports had decreased to 24%. Nan- 

countries, recovery was barely perceptible until the 1990s. This recovery, facilitated by the 
adoption o f  structural economic reforms and a strong U.S. economy, was temporarily disrupted 
by Hurricane Mitch,  which devastated Central America in October 1998 with particularly severe 
effects in Honduras and Nicaragua. A significant expansion and diversification o f  exports also 
contributed to  restoring economic growth since the early 1990s. 

Figure I: Exports 

9nnrre rentml Rank of Hon,+,ric 

9. The production o f  primary goods s t i l l  i s  the largest economic activity in Honduras. Thus, 
the Honduran economy i s  s t i l l  strongly dependent upon the export o f  primary goods, largely 
coffee and bananas, making it somewhat vulnerable to fluctuations in the world prices o f  these 
products. The Honduran manufacturing sector has not developed beyond some textiles industries, 
the processing of some agricultural products and assembly operations (maquila industries). The 
primary sector generates 26% o f  the total real GDP, and i s  also the sector that generates most 
employment in the country. The manufacturing sector only generates 16% o f  Honduran real 
output (see Table I). The food, beverage and tobacco industries produce hal f  o f  the manufacturing 
sector’s total added value. In contrast, the maquila industry boomed during the 90s. B y  the late 
1990s, maquila operations directly employed about 5% o f  the labor force and represented 7.4% o f  
total value added in the economy. In the service sector, tourism and finance are among the most 
important activities. 

Table I: GDP by Sector (%) 
Sector 1999 2003 
Agriculture, Forestry, Hunting and Fishing 24.1 24.3 
Mining 1.9 1.8 
Manufacturing 16.2 16.4 
Construction 4.3 3.4 
Ut i l i t ies (Electricity, Gas, Water and Sanitation Services) 3.2 3.4 
Transport, Storage and Communications 8.9 8.9 
Trade, Hotels and Restaurants 11.1 10.6 
Finance, Insurance, Real Estate and Business Services 10.7 10.0 
Real Estate (Housing Services) 6.9 6.9 
Government Services 4.7 5.5 
Private Community, Social and Personal Services 8 8.9 
Source: Central Bank of Honduras 
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11. In spite of this export dynamism, the 
growth performance of the Honduran economy 
during the last 15 years has been disappointing. 

the 1990s-which i s  a non-depreciable growth 
rate-this i s  equal to the average growth rate in 
the region, which i s  richer than Honduras and i s  

Leaving aside issues of convergence, neither the 

output in Honduras. This i s  also confirmed in 

Although the economy grew at 3.1% per year in 

therefore expected to grow at a slower rate. 

80s nor the 90s showed any per capita growth in 

competition has been accompanied by a decline in the relative importance of natural resources 
and their manufacture in total exports. 

Figure 11: Growth and Inflation 
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Source: Central Bank of  Honduras. 

Table 11: Total and Per Capita GDP 
(Percentages, on the basis of 1995 prices) 

Total GDP Per Capita GDP 

Average annual growth rate Average annual growth rate 

1980s 1990-1999 1980s 1990-1999 

2.4 3.1 -0.8 0.2 
Honduras 

El Salvador -0.4 4.4 -1.4 2.3 
Guatemala 0.9 4.2 -1.6 1.5 
Mexico 1.8 3.1 -0.3 1.3 
Nicaragua -1.5 3.2 -3.9 0.3 
Total for Latin American 1 .o 3.2 -1.0 1.4 
and the Caribbean 
Note: Total Latin America and the Caribbean does not include Cuba. 

Argentina -0.7 4.7 -2.1 3.3 

Source: ECLAC (2003) 

12. The GDP appears to have grown steadily in the last 15 years. The only shocks to the 
series occurred in 1994 and 1998-1999. The last shock was related to a natural disaster: the 
devastation caused by Hurricane Mitch in October 1998. In addition, there was a slump in the 
international prices o f  the main primary goods exported by Honduras, further affecting the 
economy. Note that both the price of bananas and coffee decreased substantially (the former by 
approximately 25% while the latter went down by as much as 70%) (Figure 111). Finally, a 
pronounced drought affected the country in 2001 and 2002, although i t s  effects are not 
particularly apparent in the aggregate ~e r ies . ' ~ . ' ~  Despite this steady growth, per capita GDP has 
not grown much if at all in the last 15 years. This i s  mostly explained by the s t i l l  high fertility 
rates prevalent in the country (around 2.9% in the 1990s, and 2.5% in the 2000-2005 period). 

l3 The drought conditions caused crop losses in eight departments in southern, central, and western 
Honduras. Approximately 90,000 hectares were affected, with partial or total losses in corn, beans, rice, 
and sorghum crops, affecting about 300,000 people (approximately 60,000 families). 
l4 Hurricane Mitch also hit the economy severely in 2001. 
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13. In the long run, real wages only increase if labor productivity increases. Thus, an 
economy that shows sluggish per capita GDP growth over long periods of time, as in Honduras 
during the last 25 years, can hardly sustain an increase in the population's standard of living, and 
hence can hardly reduce i t s  poverty rates. Such i s  the case o f  Honduras, whose poverty rate 
increased during the 80s-due to a substantial drop in per capita GDP-and then remained steady 
ever since. Thus, in the short-run, to reduce poverty the economy needs to accelerate i t s  growth 
rate to at least 5-6% per year. 

~~~~ ~ ~ ~ _ _ _  

Figure 111: International Price of  Primary Goods Exported by Honduras 
(Logarithms) 
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Notes: Price series are the average prices for the previous 12 months using monthly series. Left-top 
panel: Bean series. Left-bottom panel: Coffee series. Right-top panel: Corn series and Right-bottom 
panel: Banana series. Source: Author's calculations based on series from IFS-IMF and USDA-Comell. 

Figure IV: Labor Productivity by Sector 
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Female hours are divided by 2 to adjust for differences in relative productivity as reflected in 
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14. Figure I V  presents two alternative series of labor productivity by sector. Clearly, there 
are no strong upward trends, but i t  appears that in most sectors productivity has increased in the 
last 5 years. One clear exception i s  the agricultural sector. Certainly, there i s  no evidence to 
substantiate the claims that productivity has gone down in the last 10 years in Honduras. That i s  
only true in the agricultural sector which, as we have seen, has undergone serious shocks during 
this period. 

15. Unquestionably, external conditions have not favored the Honduran economy since the 
mid-90s. The international prices o f  the country's most important export goods decreased during 
the second half of the 90s. In addition, the real exchange rate has shown a tendency to appreciate 
during this period. This is, to a large extent, the result of the more favorable conditions for 
emerging markets prevalent during most of the 90s, and to the substantial increase in the supply 
o f  foreign assets due to the growth in family remittances from the U.S. These remittances are an 
important source of income not accounted for in GDP growth, and have been substantially 
increased in the last 15 years and have contributed to keeping poverty rates stable. 

16. Finally, inflation i s  s t i l l  high in Honduras and this should be another area of policy 
concern. Nevertheless, i t  has decreased markedly in the last 10 years, dropping from rates above 
20% to around 10% in the last couple of years (see Figure 11). 

2. WHO ARE THE POOR IN THE LABOR MARKET? 

17. In traditional dual economy development models such as those o f  Lewis (1954), Kuznetz 
(1955) and Ranis and Fe i  (1961), labor markets were implicitly perceived as the principal means 
through which growth would translate into poverty reduction. The Kuznetz (1955) hypothesis, an 
inverted U shape of the relationship between economic growth and benefits to the poor, argued 
that investment in capital to stimulate growth would result in an increase in inequality during the 
initial stages of development, but that eventually inequality would decrease as economies would 
undergo structural changes and labor would shift out of agriculture and into industry. Growth 
would thus automatically trickle down to the poor as average labor incomes rose with growth. 
Although the causes and nature o f  informal employment in developing countries have been much 
debated over the past thirty years and it i s  not entirely clear whether informal employment i s  
always associated with a greater risk o f  poverty than formal employment, there i s  no doubt that 
an important share of both total employment and total GDP in low income countries may be 
found in the informal and rural sec t~ r . ' ~  

Table 111: Composition of  poor and non-poor working-age population 
by labor market status (Age 15 and more) 

National U r b a n  Rural 
Extreme Poor Mod. Poor Non Poor Ext. Poor Mod. Poor Non Poor Ext. Poor Mod. Poor Non Poor 

Employed 53% 56% 59% 54% 55% 58% 53% 51% 62% 

Inactive 44% 41% 38% 41% 40% 38% 45% 41% 36% 
Author calculations based on micro-data from the 2004 LSMS survey. 

Unemployed 2% 3% 3% 6% 5% 4% 2% 2% 2% 

l5 This statement does not imply anything in terms of productivity per unit of human capital among sectors, 
and issue that i t  i s  s t i l l  unresolved. However, i t has been established worldwide that workers in the formal 
sector tend to have more human capital than workers in the informal sector. 



30 

18. Table I11 illustrates a characteristic common to poor countries: poverty i s  not correlated 
with labor market status. The poor are the working poor. Having a j ob  only marginally changes 
the l ikelihood o f  poverty, and unemployment i s  not correlated with poverty. 

19. In addition, Figure V shows that the vast majority o f  the working poor are employed in 
agriculture. T o  a large extent, being poor in Honduras most l ikely implies being employed in the 
agriculture sector. Thus, the performance o f  the agricultural sector has a primary direct impact on 
poverty in this country. This implies that average labor productivity i s  very l ow  in the rural 
sector; a phenomena that results f rom employing low levels of both human and physical capital in 
this sector relative to the rest o f  the economy. 

Figure V: Composition of  consumption 
quintiles by employment status and 

activity 

Pmrerl I1 Ill IV R iche l  

Author calculations based on micro-data from 2004 
LSMS survey. 

3. RECENT TRENDS IN THE LABOR MARKET 

20. Using the M a y  2004 Permanent 
Household Survey (HS), we estimate total 
population in the 15 to 64 year age group to be 
slightly above three and a hal f  million. Among 
this group, 58% were currently employed (See 
Figure VI). An identical figure i s  obtained 
from the LSMS Survey (2005) (See Appendix 
I). Thus, the employment rate appears to be 
high when compared to  other countries in 
Lat in American and the Caribbean (See Figure 
VII). Of those employed, 50% pertain to the 
urban labor market while the other 50% to  the 
rural labor market. Certainly, this distribution 
changes substantially if each worker were to 
be weighted by hidher share in total labor 
income. In this case, urban workers account 
for 72% o f  total labor income. In the urban 
labor market, 64% o f  the workers are 
employees while 36% are self-employed. The 
opposite i s  true for the rural labor market. 

Figure VI: Population by Labor Market 
Status 
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Note: Salaried workers are classified as “formal” if they 
work in a firm with five or more employees; Self employed 
and family workers are classified as “informal”. Workers 
that have completed tertiary education are considered 
formal whether they are salariedself-employed or work in 
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21. Between 1950 and 2000, the percentage o f  Latin America's population l iving in urban 
areas climbed from 40% to 75%. In spite of this development, Honduras remains one o f  the least 
urbanized countries in the region; the 2001 census reports that only 46% of the population resides 
in urban areas. Historical patterns of urbanization suggest that these figures represent a midpoint 
in Honduras' urban transition. 

35% 

~~ 

Figure VII: Employment Rates (%) 
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Source: CEDLAS. 

22. Interestingly enough, using the L O  
definition, most salaried workers in the 
urban market are formal. Also, most of them 
work in the private sector. However, using 
data gathered from the LSMS Survey 
(2004), and applying a different and much 
more stringent definition that takes into 
account all mandated benefits and labor 
rights, the level of formality i s  substantially 
lower (see Appendix I). Nevertheless, we 
believe both figures are valid; they just 
measure different realities. One i s  more 
legalist and forward-looking, in that it takes 
into account the right to present and future 
benefits, while the other takes into account 
the present working environment in an 
economy that i s  mainly informal by these 
other dimensions. 

23. Figure VI11 presents these statistics 
for males and females. Male employment 
rates are quite high in Honduras, suggesting 
an absence of important constraints to 
finding a job. (Also see Figure IX). This 
suggests that the majority of the adult 
population i s  occupied, but i t  does not imply 
that most adults are employed in formal and 
high productivity jobs. Another s ign  of this 
phenomenon i s  that unemployment appears 
to be quite low (Figure X). It was 2% (3% 

Figure VIII: Population by Labor Market Status 
and Gender 
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for males) in May 2004. Female employment rates are s t i l l  low, but have increased during the last 
15 years (See Figures VIII, IX and X). More importantly for our analysis, urban female 
employment rates are also relatively high in Honduras (around 50%), even though this i s  the labor 
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market that could be most distorted by labor regulations. Finally, Honduras also presents a high 
level of hours worked among the employed population (See Figure XI). On the other hand, a 
large group of  Honduran workers are under-employed (see Figure XII). 

Figure IX: Employment Rates by Gender (%) 

i Employment Rates. Males $duns) 

100 7 

90 
60 
70 
60 
50 40 

30 
20 
10 
0 

Employment R a t e -  Femsle(adulU) 

Bo? 

Figure X: Employment and Unemployment 
Recent Trends 
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Figure XI: Average Hours Worked per Year 
Hours of works (per year) 
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Figure XII: Under-Employment in LAC 
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Figure XIII: Female Employment by Age Group and Region 
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24. A striking fact that emerges from the data i s  the drop in female participation rates in the 
2000s. In order to explore this issue further, we present female employment rates in Figure XI11 
by age group as well as employment series. The negative trend in employment rates in recent 
years i s  observed both in urban and rural areas. However, in urban areas it i s  the result of 
employment stagnating while the population keeps growing, whereas in rural areas employment 
also goes down. Rural employment has returned to pre-Hunicane Mi tch levels. As we saw in the 
previous section, the rural labor market in Honduras has been severely and negatively affected by 
the drop in the prices of the main commodities produced in the country and by a severe drought in 
2001 and 2002. Thus, the large drop in employment rates in rural areas i s  likely the result of  these 
shocks. The stagnation o f  female employment in urban areas might also be explained by the 
slowed expansion of the maquila industry since Hurricane Mitch hit the economy. 

25. Most females work in the urban labor market, a phenomenon associated with the 
expansion of the maquilas during the 90s (although this stagnated in later years). In addition, and 
reinforcing this phenomenon, females are over-represented in the public sector. Hence, most 
urban female employment i s  also “formal” according to the L O  definition (See Figure VIIT). 
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Table IV: 
Employment and Unemployment Rates by Age Group 

AI I Male Female 
Age empl unempl empl unempl empl unempl 

0 to 14 5% 3% 8% 2 Yo 3 yo 3% 
15to24 47% 5% 69% 5% 27% 6% 
25 to40 66% 3% 92% 2% 45% 3% 
41 to64 63% 2% 90% 2% 41% 1% 

65 or more 36% 1% 54% 1% 17% 0% 
Author calculations tased on may EPHPM 2004 survey 

26. Table IV breaks down employment and unemployment rates by age groups and gender. 
The low levels o f  unemployment are worth highlighting again: Unemployment in  Honduras i s  
extremely low, and i t  does not appear to be the result o f  hidden unemployment in the public 
sector or an outcome of the welfare system which, as we w i l l  see in the next section, i s  practically 
non-existent in Honduras. 

27. Figure XIVa displays real hourly wages for both the urban and rural labor markets. As 
anticipated from analyzing per capita GDP series, these series have been untrended since 1990, 
although they have shown some fluctuations. These series includes all workers, not only 
employees. Thus, this study use the term real hourly wages for real hourly earnings (includes 
salaried and self-employed). 

Figure XIVa:  Real Wages: Recent Trends 
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Note: Hourly monetary income from primary occupation. These figures are for a l l  workers, not only employees. Thus, we use the term 
real hourly wages in this chapter for real hourly earnings. 

*,- Log Real Wage 

Note: Hourly monetary income from primary occupation. These figures are for a l l  workers, not only employees. Thus, we use the term 
real hourly wages in this chapter for real hourly earnings. 

28. Actually, the only series that appears to have increased noticeably during the period 
analyzed is the female urban series. Also, as anticipated above, real earnings in the rural labor 
market appear more volatile than urban earnings. I n  particular, the series present a clumsy peak 
at the beginning of 2001 that was reverted immediately afterwards. Real rural earnings in 2004 
were about the level they had been at the beginning of 1999. Thus, to a large extent, the drop 
since 2001 reverted the large increase that occurred during the 1999-2000 period. As is always 
the case, part of these short-term ups and downs could be due to measurement errors. I n  any 
event, rural earnings are at about the same level they were at the beginning of the 90s, while 
urban earnings are only slightly higher than previous levels (although they increased by about 
20% for females). 
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Figure XIVb: Real Wages: recent trends salaried informal and 
formal, and self-employed 
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29. Trends in real wages are interestingly somewhat similar among formal employees, 
informal employees and self-employees (see Figure XIVb). Rural workers display a large drop in 
earnings since 2001. The drop was experienced by all rural workers, but i t  i s  more pronounced for 
self-employees, consistent with our explanation in Appendix 11, regarding the high sensitivity o f  
rural incomes to recent shocks to export prices. 

30. During the 1980-1995 period, labor’s share of the GDP was around 50%, but it 
deteriorated since then, especially after Hurricane Mitch. This fact might help reconcile the 
micro and macro evidence available. 

3 1. Finally, Figure XV presents real wage series b y  sector. They show very similar patterns 
across sectors, except in the case o f  the agricultural sector. Again, as discussed above (and in 
depth in Appendix 11) this sector underwent severe shocks during recent years. Thus, i t  i s  unlikely 
that any sector in particular helped to reduce poverty during this period. Obviously, the 
agricultural sector-where most poor people work-was severely affected by the sector’s 
performance in the last decade. Previous studies found that an increase in labor productivity that 
i s  either broad based or concentrated in sectors where the poor are disproportionately employed 
or to which they have access maximizes the effectiveness o f  employment in transmitting growth 
to the poor. 

Figure XV: 
Real Wages by Sector 
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4. LABOR MARKET REGULATIONS 

32. Labor markets do not operate in a vacuum. There are institutions, regulations and 
organizations that affect the way economic agents behave, and hence, might shape the aggregate 
outcomes o f  the labor market. Naturally, not a l l  institutions and regulations generate the same 
outcomes, and even if they do, the magnitudes o f  their effects vary greatly. 

33. Every country in the world has established a complex system o f  laws and institutions 
intended to protect the interests o f  workers and to help assure a minimum standard o f  l iv ing for 
i t s  population. In most countries, in addition to some basic c iv i l  rights protections, this system 
encompasses three bodies o f  law: employment laws, collective relations laws, and social security 
laws. Employment laws govern individual employment contracts. Collective or industrial 
relations laws regulate the bargaining, adoption, and enforcement o f  collective agreements, the 
organization o f  trade unions, and industrial actions b y  workers and employers. Social security 
laws govern the social response to needs and conditions that have a significant impact on the 
quality o f  life, such as old age, disability, death, sickness, and unemployment. 
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34. Even though labor unions may be a productive force in society, trade unionism also has 
undesirable effects. Unions push for higher real wages, reducing the allocative efficiency of an 
economy (see Layard et al., 1991 and Pencavel, 1991). A second undesirable feature o f  trade 
unionism occurs when unions act in concert as a pressure group on democratic governments and 
extract benefits at the expense of other groups in society (see Pencavel, 1999). Thus, every 
country faces the challenge of organizing a system that minimizes the undesirable aspects of trade 
unionism and maximizes i t s  potential as a constructive element in society. 

35. The level at which collective bargaining takes place greatly influences the wage- 
bargaining stance taken by unions and management. Centralization refers to the degree to which 
coalitions are created across unions and across firms or industries. There i s  some agreement 
among economists about the advantages of decentralizing trade unionism and collective 
bargaining. As summarized by Pencavel (1999): (a) collective bargaining at the enterprise level i s  
less likely to generate wage pressure than collective bargaining at the industry-wide level; (b) 
productivity-enhancing work arrangements at the firm level are more likely to be reached when 
the union has the authority for bargaining over wages at the firm level than when collective 
bargaining i s  at the level o f  the industry or higher. Additionally, greater competitiveness 
increasingly requires working out solutions to problems that are well adapted to the specific 
circumstances of the firm; and (c) the influence that unions exert as a pressure group on 
government i s  minimized if the locus of power of the union i s  at the local level and not at the 
economy-wide level.16 Moreover, when decentralizing collective bargaining, governments should 
leave as much as possible to be determined by the bargaining parties. 

36. In spite of this, i t  i s  worth noting that a competitive market environment provides the 
most effective constraint to monopolistic wage and price practices by unions and unionized 
employers. Hence, and irrespective of the progress made in decentralizing industrial relations, 
there i s  a compelling case to fostering product market competition in all sectors o f  the economy. 
Therefore, the crucial element in improving the workings of the system o f  industrial relations i s  
the introduction of competition into the economy. Consequently, to improve the system of 
industrial relations, we must insure that rules and regulations are met throughout the economy, 
and not merely in the unionized sector. 

37. With respect to job security, the conditions under which an employment contract can be 
terminated are very different from country to country. In some countries, the termination o f  a 
contract i s  severely restricted: Labor codes may mandate a minimum advance notice period prior 
to termination, determine which causes are considered ‘just’ or ‘unjust’ for dismissal and, 
establish a severance pay compensation for each possible cause of termination. In some countries, 
f i r m s  also must request permission to d ismiss workers. 

38. Formal models o f  dynamic labor demands do not yield clear-cut implications with respect 
to the relationship between employment protection and main labor market aggregates, such as 
employment and unemployment rates and labor force participation. However, these models 
unambiguously indicate that employment should be more stable and individual employment 
relationships more durable when employment reduction i s  costly for employers (e.g., Bertola, 
1990, Hopenhayn and Rogerson, 1993 and Bertola and Rogerson, 1997). Higher firing costs lead 
to worse labor-market conditions, in the sense o f  a lower exit rate from unemployment. I t  does 

l6 Some authors argue that wage bargaining at the centralized or industry level may create difficulties for 
low-productivity firms, whereas bargaining at the enterprise level can take better account o f  the particular 
conditions of the firm. Additionally, in an economy where human capital i s  highly specific, uniform 
regulations concerning wages and terms o f  employment applied to unique situations distort productivity. 



38 

not follow, however, that higher firing costs lead to a higher unemployment rate since in a steady 
state, firing costs are equal to the flow into unemployment multiplied by the duration of 
unemployment. Firing costs increase the latter but reduce the former, having an ambiguous result 
on unemployment. 

39. There i s  no robust evidence showing that employment protection influences 
unemployment. Addison et al. (2000), Heckman and PagCs (2004) and Nickel1 and Layard 
(2000), among others, do not find a systematic relationship between job security and 
unemployment. Employment protection, however, appears to reduce the employment-population 
ratio. I t s  impact i s  mostly on youths and females (with no impact on prime age males). 

40. Nevertheless, while employment protection may not lead to high unemployment, it may 
lead to lower output and lower productivity growth. The main argument here i s  that employment 
protection laws slow down the reallocation from old and declining sectors to new and dynamic 
sectors, thereby reducing the growth rate of the economy (see Hopenhayn and Rogerson, 1993). 
Again, the evidence on this i s  not systematic. For example, the rates of job destruction and job 
creation are similar among many European countries and the US.” In most European countries, 
unprofitable jobs are closed down and profitable ones started up at a reasonable rate despite the 
existence o f  high levels o f  employment protection. 

41. Thus, the evidence in favor o f  reducing job security i s  not overwhelming. Indeed, there 
are doubts about i t s  advantages and disadvantages. Furthermore, broad reductions in employment 
protection run into strong political opposition since the most difficult sacrifices for workers in 
coping with labor market flexibility are undoubtedly those that concern their employment 
security. ’ 
42. For this reason, governments try to introduce reforms at the margin, allowing for reduced 
protection, but only for (some) new contracts. Therefore, the use of fixed term contracts seems to 
be a political substitute and not a complement to reforming the severance payment system. 
However, there i s  no reason to believe fixed te rm contracts w i l l  have much impact on 
unemployment for the reasons we have already discussed: flows through the labor market may be 
increased but the impact on unemployment w i l l  probably be minimal. In addition, Blanchard and 
Landier (2001) show that the result of such a reform may be lower productivity in entry-level 
jobs, fewer regular jobs, and also lower overall productivity and output. They also show that even 
if unemployment decreases, workers may be worse off. 

43. Regarding payroll taxes, Figure XVI presents a simple demand and supply model of the 
labor market that depicts the potential effects o f  payroll taxation. The upward-sloping relationship 
So represents the supply o f  labor by workers in a world where there i s  only payroll taxation; the 
downward-slopping relationship Do represents the demand for labor by f i r m s  that contribute with 
a payroll tax equal to to on total wages. Furthermore, we also assume that payroll taxes do not 
directly finance programs that benefit workers. The equilibrium i s  achieved at (Eo, Wo), where E 
i s  the level o f  employment and W i s  the nominal wage. Consider a reduction of to to tl. The 

Bertola and Rogerson (1997) suggest that this i s  due to the fact that while employment protection slows 
down the rate o f  job turnover, wage inflexibility at the firm level speeds it up. 
l8 I t  i s  worth noting that labor market flexibility does not exclusively imply a substantial reduction in the 
costs o f  dismissing a worker. I t  also refers, for example, to the ability of a firm (a) to adjust the level and 
timing o f  labor inputs to changes in demand, (b) to vary the level of  wages according to the value of labor 
productivity, (e) to be able to design incentive payment schemes, and (d) to deploy workers between tasks 
to meet changes in demand. 



39 

demand curve shifts to Di, increasing the wage that workers are paid to Wl, and increasing 
employment to El. (E, - Eo) i s  the disemployment cost of payroll taxation. The magnitude o f  this 
disemployment effect depends on the elasticities of labor demand and supply. Thus, in principle, 
reducing payroll taxes increases employment. 

44. However, things are more complicated. 
First, payroll tax revenues are often used to 
finance programs that directly benefit workers. 
This creates an important taxhenefit linkage 
that also affects labor supply. Second, a more 
realistic exercise i s  one where a reduction in the 
payroll tax i s  compensated by an increase in 
some other taxes. Now, consider a change in the 
tax structure. The government reduces t,, to tl 
and legislates a value added tax. The demand 
curve shifts to Di, but now, the supply curve 
also shifts to S i .  The nominal wage would 
increase but, in general, both the real wage and 
employment are not determined without 
additional information. 

Wl 

Figure XVI: 
'he incidence of payroll taxation 
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45. The general argument in favor of switching from payroll taxes to consumption taxes i s  
based on the fact that the former apply to labor income only while the latter apply to all spent 
income. Thus, a switch from payroll taxes to consumption taxes raises the reward for working 
relative to not work, and thereby increases employment. Thus, the crucial factor i s  the extent of 
income that it i s  not subject to payroll taxation. 

46. A more fundamental question i s  whether payroll taxes (or any taxes) have an impact on 
labor costs in the long run. The evidence summarized in Heckman and PagCs (2004) for Latin 
America suggests that payroll taxes are not fully shifted onto workers. For OECD countries 
Nickel1 and Layard (2000) also find that the tax wedge (Le. the sum of  income, consumption and 
payroll taxes) impacts positively on unemployment. 

47. In addition, many social programs such as old-age pensions, health systems, 
unemployment insurance, and family allowances are funded through payroll contributions. The 
employment effects of mandatory benefits depend on whether workers value benefits at their cost 
and whether wages are free to adjust to offset benefits. The evidence summarized in Nickell and 
Layard (2000) for OECD countries suggests that the cost o f  mandated benefits i s  passed on to 
workers. Heckman and PagCs (2004) reach similar conclusions for Latin America. Based on the 
available evidence, it appears that at least in the long-run, funding these programs with 
consumption or income taxes instead of payroll taxes does not reduce employment costs much, 
but strengthening the tadbenefit linkage improves the working o f  the labor market. This i s  the 
aim o f  the social security reforms nowadays. 

48. Finally, the social security system might also impact on unemployment. I t s  effect 
operates via labor supply. Higher unemployment benefits are obviously liable to raise 
unemployment, and other elements o f  the social security system wi l l  influence the extent of 
disability and early retirement. To minimize these effects, i t  i s  clear that the system should be 
operated so that i t s  main aim i s  to get people working. Systems that allow individuals who are 
able to work to collect benefits over long periods without serious pressure being applied to take 
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up a job, w i l l  eventually have large numbers of customers. The effect o f  a high benefit level 
replacement ratio on unemployment i s  well documented (Layard et al, 1991). 

49. In the last two decades there has been pressure everywhere to reform the regulations and 
institutions o f  the labor market. The reformist wave attempted to reduce the power o f  unions and 
increase the degree o f  decentralization o f  the bargaining process; reduce employment protection 
across the board, but also at the margin (by reducing both severance payments and notice periods, 
and also b y  eliminating mandated severance benefits and by replacing them wi th  a fu l ly  funded 
severance payment system (Guash, 1999)); and reduce labor taxes and strengthen the tadbenefit 
relations in al l  possible margins. In particular, it was widely recommended to countries to replace 
pay-as-you-go systems with a privately managed full capitalization regime. However, the best 
evidence available suggests that this reformist strategy was ill defined. Employment protection- 
at reasonable levels-is not an important obstacle to the working o f  the labor market and should 
not be on top o f  the policy agenda. Certainly, there i s  no reason to create two tier-systems if 
severance payment cannot be reduced across the board. And, even if i t  i s  desirable to strengthen 
tadbenefit ratios, there i s  no sound evidence on the benefits o f  privatizing social security reform. 
On the contrary, there i s  evidence about the importance o f  reducing the power o f  unions in 
society and on the virtues o f  reducing the tax wedge. 

a. Honduran Labor Market Regulation: a comparative perspective 

50. We now study Honduras' labor market regulations on the basis o f  cross-country 
comparisons. Our approach i s  as follows. We have already established which types o f  regulations 
could be harmful to the working o f  the labor market. We now attempt to measure these 
regulations, making use o f  a l l  available sources and all previous studies on this area. Then we 
compare the labor market regulations of Honduras with those o f  other L A C  and OECD countries, 
in order to assess whether there i s  any particular dimension upon which the government o f  
Honduras should focus i t s  attention to improve the working o f  the labor market. 

Industrial Relations 

51. In developed countries, most workers have their wages determined by collective 
agreements that are negotiated at the plant, firm, industry or national level. This i s  less often the 
case in developing countries. In general, unionization i s  inversely related to the level o f  
development o f  a country. Typically, unionized workers are located in the manufacturing sector, 
in the utilities, in the transport sector and in the public sector (including health and education). 

52. Surprisingly, Honduras has long been heavily unionized. The labor movement o f  
Honduras, traditionally the strongest in Central America, first began organizing in the early years 
o f  the twentieth century. The movement, however, gained momentum only wi th  the great banana 
strike o f  1954, at which point organized labor unions became a political force in the country, at 
times having an important impact on government policy. In that year, labor won the right to form 
unions legally and to engage in collective bargaining. In addition, the country's first national 
peasant organizations were formed in the mid-l950s, and later picked up momentum when an 
Agrarian Reform L a w  was enacted in 1962. 

53. Honduras had three major labor confederations: the Confederation o f  Honduran Workers 
(Confederacibn de Trubujadores de Honduras--CTH), the General Workers' Central (Central 
General de Trabajadores--CGT), and the Unitary Confederation o f  Honduran Workers 
(Confederacibn Unitaria de Trubujadores de Honduras--CUTH), a new confederation formed in 
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M a y  1992. The three confederations included numerous trade union federations, individual 
unions, and peasant  organization^.'^ 

54. Table V presents unionization rates for selected countries in recent years. In the early 
1990s, trade unions represented about 20 percent o f  the Honduran labor force and exerted 
considerable economic and political influence. 

Table V: Unionization Rates in LAC (%) 
COUNTRY 1991-95 

Honduras 
Argentina 
Bolivia 
Brazil 
Chile 
Costa Rica 
Dominican Republic 
Ecuador 
El Salvador 
Guatemala 
Jamaica 
Mexico 
Nicaragua 
Panama 
Peru 
Trinidad and Tobago 
Uruguay 

20 
39 
16 
25 
13 
15 
13 
13 
15 
5 
16 
23 
23 
14 
13 
22 
16 

Median 16 
Notes: Rates are equal to union membership over total labor force 
Source: Forteza and Rama (2002), IADB (2004) and Galiani and 
Nickell (1999). 

55. The rate of union membership over the labor force was 20% during the 1991-1995 
period. Honduras i s  clearly above the median for Lat in  America (16.3%). Nevertheless, most 
countries have recently undergone a fa l l  in unionization rates as a result o f  the transformation o f  
the economic structure that has been underway since the early 1990s. In addition, as mentioned 
above, the main area of influence o f  unions in Honduras i s  within the public sector. 

l9 The CTH, the nation’s largest trade union confederation, was formed in 1964 by the nation’s largest 
peasant organization, the National Association o f  Honduran Peasants (Asociacidn Nacional de Campesinos 
de Honduras-Anach), and by Honduran unions affiliated with the Inter-American Regional Organization 
of Workers (Organizacidn Regional Interamericana de Trabajadores--ORIT), a hemispheric labor 
organization with close ties to the American Federation o f  Labor and the Congress o f  Industrial 
Organizations (AFL-CIO). The CGT, f i rs t  formed in 1970, but not legally recognized until 1982, was 
originally formed by the Christian Democrats and received external support from the World Confederation 
of Labor (WCL) and the Latin American Workers Central (Central Latinoamericana de Trabajadores-- 
CLAT), a regional organization supported by Christian Democratic parties. The CUTH was formed in May 
1992 by two principal labor federations, the Unitary Federation o f  Honduran Workers (Federacidn 
Unitaria de Trabajadores de Honduras--FUTH) and the Independent Federation o f  Honduran Workers 
(Federacidn Independiente de Trabajadores de Honduras--FITH). 
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Table VI: Index of Collective Relations Laws 
COUNTRY Index 
LAC 

Honduras 
Argentina 
Bolivia 
Chile 
Dominican Republic 
Ecuador 
Mexico 
Panama 
Peru 
Venezuela 

OECD 

France 
Germany 
Spain 
Canada 
United States 

0.4435 
0.5774 
0.46 13 
0.3810 
0.2715 
0.6369 
0.5774 
0.4554 
0.71 13 
0.5357 

0.6667 
0.6071 
0.5863 
0.1964 
0.2589 

Notes: The index measures the protection of  collective relations laws as 
the average of  (1) Labor union power and (2) Collective Disputes. 
Labor Union Power: Measures the statutory protection and power of  
unions as the average of  the following 7 dummy variables that equal one 
i f  (1) employees have the right to unionize, (2) employees have the right 
to collective bargain, (3) employers are mandated to bargain with 
unions, (4) collective contracts are extended to third parties by law, (5) 
the law allows closed shops, (6) workers, unions, or both have the right 
to appoint members to the Board of  Directors, and (7) workers’ councils 
are mandated by law. 
Collective disputes: Measures the protection o f  workers during 
collective disputes as the averages of the following 8 dummy variables 
that equal one i f  (1) employer’s lockouts are illegal, (2) workers have 
the right to conduct industrial actions, (3) wildcat, political, and 
sympathy/solidarity/secondary strikes are legal, (4) there i s  no 
mandatory waiting period or notification requirement before strikes can 
occur, (5) striking is legal even i f  there i s  a collective agreement in 
force, (6) laws do not mandate conciliation procedures before a strike, 
(7) third-patty arbitration during a labor dispute i s  mandated by law, and 
(8) i t  i s  illegal to fire or replace striking workers. 
Source: Botero et al. (2004). For a full description o f  all variables and 
the data, refer to the on-line appendix posted at 
(http://iicg.som.yale.edu//). The index for Honduras was created on the 
basis of  the Labor Code, Decree 189-59, and the methodology of  Botero 
et al. (2004). 

56. Table V I  presents an index o f  collective relations laws. These laws regulate the relations 
between unions and employers and their associations. The index, which was constructed for 
Honduras following the methodology of Botero et al. (2004), focuses on two aspects of 
legislation: the power guaranteed by law to labor unions, and the laws that govern collective 
disputes. In the case of Honduras, the right to form trade unions and to engage in collective 
bargaining i s  guaranteed by the Constitution. Employers are mandated to bargain with unions. 
Moreover, with respect to collective disputes, the right to strike i s  a constitutional right in 
Honduras. The law requires advance notice before a strike occurs, and employers cannot fire or 
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hire workers during a strike. Finally, if necessary, the law establishes third party arbitration of 
work disputes. 

57. Higher index values correspond to more extensive legal protection for workers. The 
index assigns low values to Canada, the United States, Jamaica and the Dominican Republic, 
while it assigns high values to Peru, Ecuador and Spain. Honduras i s  located between these two 
extremes, confirming that the strength of unions in this country i s  high compared to other 
countries in the same region. 

58. In spite of this relatively high level o f  unionization and the high degree of regulation o f  
the industrial relations, the actual level of collective bargaining activity i s  not that high. In 
Honduras, all collective agreements have to be registered with the National Labor Directorate 
(Direccidn Nacional de Trabajo). Only approximately 630 contracts have been registered in the 
last f ifty years (Leitzelar, 2005). O f  the 472 trade union organizations registered in the country, 
only 137 (29%) have a collective agreement in place. Almost all workers covered by a collective 
agreement nowadays are in the manufacturing sector (20%), transport sector (3 1 %) and service 
sector (38%). 

59. Thus, the system o f  industrial relations in Honduras appears to be highly regulated in 
comparison to other countries of this region, even though it i s  less regulated than the highly 
regulated Continental Europe and also many other South American countries. In addition, the 
degree of unionization i s  also relatively high. Nevertheless, there i s  not much that can be directly 
reformed in this area. The main regulations are constitutionally mandated, and the system o f  trade 
unions i s  part of the democratic political reality o f  the country. As discussed above, the most 
effective tactic to counter the potential effects o f  unionization are the regulation of product 
market competition: in order to reduce the negative effects of unionization, the best strategy i s  to 
increase the economy’s competitiveness. 

60. Unfortunately, competition i s  not an easy option in the public sector. I t  i s  there where 
unions seem to be taxing the economy the most. Especially in the health and education sector, 
unions have bargained very advantageous labor conditions-through statutes-that conspire 
against the quality o f  the provision of these services. In turn, this affects the whole economy since 
it influences the training of human capital. However, the most harmful effect o f  unions in these 
sectors i s  due to their political actions in society. Unions play an important role in organizing and 
providing health care and education in the country, opposing change and modernization. 

6 1. Some professions that require post-secondary or university education-such as 
physicians, dentists, nurses and teachers-are governed by means of statutes (estututos). These 
statutes regulate multiple dimensions o f  such activities, not only in the public sector but also in 
the private sector. They determine the rights and duties o f  professionals, working conditions, 
wages, sanctions and dismissal procedures, holidays and working weeks, forms o f  evaluation, 
development and labor mobility, etc. The prerogatives regulated by these statutes have converted 
the workers of these professions into privileged groups. Recently, the burden o f  the salary 
increases to these professions also compromised the fiscal situation in Honduras. 

0 

62. Labor laws typically regulate the costs o f  terminating a labor contract. In Table VI1 we 
provide a summary o f  these regulations taken from Heckman and Pages (2004). All the 
regulations in this table are expressed as the expected present value o f  complying with them, as a 
proportion of average monthly wages. These measures, we need to remember, are only indicative 

Employment Protection and Social Security Costs 
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o f  the potential costs imposed by these regulations. As we discussed above, in many cases the 
costs are passed on to the workers, i.e., wages are adjusted to accommodate part or all the burden 
that they generate. 

Table VII: Measures of Labor Market Regulations (1999) Expected Present Discount Value 
Social 

Indemnities Social Security Social Advance for Seniority Security Total Cost Contributions Security 
Notice Dismissal Pay Contributions as % of Total Contributions 

costs 
(EPV) (EPV) (EPV) (EPV) (EPV) 

COUNTRY (% Wage) 

United States 0.00 0.00 0.00 23.56 23.56 100 0.18 

AVERAGE OECD 0.89 0.82 0.00 40.55 42.25 95.97 0.3 1 

Honduras 0.59 2.94 0.00 
Average L A C  0.63 2.46 2.42 

Bolivia 1.77 2.99 0.00 
Brazil 0.59 2.45 9.82 
Chile 0.59 2.79 0.00 
Colombia 0.30 3.49 9.82 
Costa Rica 1.05 2.60 0.00 
Dominican Rep. 0.59 2.16 0.00 
Ecuador 0.59 3.30 9.82 
El Salvador 0.06 2.99 0.00 
Jamaica 0.59 1.41 0.00 
Mexico 0.59 2.57 0.00 
Nicaragua 0.59 1.97 0.00 
Panama 0.59 2.09 0.75 
Paraguay 0.68 1.49 0.00 
Peru 0.00 3.80 9.82 
Trinidad8zTobago 1.18 1.33 0.00 
Uruguay 0.00 2.23 0.00 
Venezuela 0.93 2.03 5.97 

Argentina 0.80 2.20 0.00 

Notes: EPV denotes Expected Present Discounted Value 
Source: Heckman and Pages (2004) 

13.63 
26.39 
44.49 
31.16 
37.65 
27.20 
38.75 
35.05 
16.23 
22.85 
27.26 
6.49 
29.50 
19.47 
15.19 
27.26 
27.26 
10.90 
52.58 
18.43 

17.16 79.43 0.11 
31.91 82.45 0.20 
47.48 93.69 0.34 
35.91 86.76 0.24 
50.5 1 74.53 0.29 
30.58 88.95 0.21 
52.35 74.01 0.30 
38.69 90.58 0.27 
18.97 85.52 0.13 
36.56 62.50 0.18 
30.3 1 89.94 0.21 
8.49 76.47 0.05 

32.66 90.33 0.23 
22.04 88.37 0.15 
18.62 81.58 0.12 
29.43 92.63 0.21 
40.88 66.69 0.21 
13.41 81.31 0.08 
54.81 95.93 0.41 
27.36 67.37 0.14 

63. The first three columns summarize the cost o f  employment protection laws at the end o f  
the 1990s. Column (1) presents the expected cost o f  complying with advance notice regulations, 
measured in terms o f  monthly wages. In the case o f  the advance notice stipulated by law, 
Honduras ranks slightly below the average of L A C  (0.63). I t  i s  observed that, in general, the 
OECD countries (excluding the United States) have periods o f  advance notice notoriously more 
prolonged than those mandated in L A C  countries. Column (2) presents the expected cost o f  the 
indemnities for dismissal. The law in Honduras establishes the indemnities for dismissal to be 
equal to a monthly salary for each year of tenure, although the indemnities have an upper limit o f  
15 monthly salaries. This regulation situates Honduras among the group of countries with greater 
costs in the LAC sample. See also Table VI11 for a more detailed account o f  job security 
regulations. Column (3) presents the expected cost of complying with mandated seniority pay, 
which i s  null in Honduras. 
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Table VIII: Indicators of the “strictness” of employment protection legislation 
Regular procedural 

Notice and severance pay for no-fault Difficulty o f  dismissals Inconveniences Individual dismissals 

Procedures Delay to Notice period Severance pay Trial A t  
start of after after 
notice 9 m  4 y  2 0 y  9 m  4 y  2 0 y  

Period 2 0 y  

COUNTRY Scale Scale Scale 
0 t o 3  Days Months O t o 3  Months O t o 3  

HONDURAS 

Argentina 
Austria 
Belgium 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 
Italy 
Netherlands 
Norway 
Portugal 
Spain 
Sweden 
Switzerland 

0 

0 
2 
1 

0.5 
2 

1.5 
3 
2 

1.5 
1.5 

3 
1.5 

2 
2.25 

2 
0.5 

3 0.5 2 2 0.7 4 15 0 

3 1 1  2 1 2  10 0 
5 0.8 1.2 2.5 0 2 9 1 
3 2 3.6 11.4 0 0 0 0 
0 1.6 2.8 5 0 0 1.5 0 

56 2 2 6 0 0 0 0 
12 1 2 2 0 0.4 2.7 0 
10 1 1 4.5 0 0 0 2 
1 0.6 1.7 9 0.3 0.9 4.6 1 
3 0.2 0.5 2 0 0.5 3.9 0 
0 0.3 1.1 2.2 0.7 3.5 18 0 

35 0.6 1 5.3 0 0 0 1 
3 1 2 5 0 0 0 2  

17 0.8 2 9.1 0.2 1.7 9.3 3 
40 1 3 3 0.2 1.3 6 2 
7 1 4 6 0 0 0  1 
1 1 2 3 0 0 0 0  

2 15 2 

3 20 0 
1 9  1 

3.3 12.5 0 
3 9  1 
4 20 0 

1.2 15 0 
6 18 2 
2 9  2 

12 24 1 
0.8 32.5 3 

2 5.3 1 
1 15 2 
1 20 3 

1.7 35 0 
6 32 0 
3 3  0 

UK 1 3 0.2 0.7 2.8 0 0.9 4.6 0 24 10.8 0 

Notes: (i) the variables tabulated under each key are as follows: 
Procedures: procedures to be followed when issuing a regular dismissal notice; 1 for a statement in writing to the employee of  
reasons for dismissal, 2 for notification to a third party (work council or local employment exchange), and 3 when prior permission for 
dismissal must be obtained from a third party. 
Delay to start of notice: the delay between a decision to dismiss and the time that notice can become effective after following 
required procedures in days (e.g. notification by registered letters assumed to involve 3 days). 
Notice of period, 9m, 4y, 20y: the lapse between issuance of  a dismissal notice and the effective cessation o f  employment, in months. 
The columns refer to workers who have been with the employer 9 months, 4 years, and 20 years respectively. 
Severance pay, 9m, 4y, 20y: a lump-sum payment to the dismissed employee at the time o f  cessation of employment: the three 
columns differ as for the “notice period” above. 
D: definition of  unfair dismissal: scored 0 when worker capability or redundancy o f  the job are adequate grounds for dismissal, 1 
when social considerations, age or job tenure must, when possible, influence the choice o f  which workers to dismiss, 2 when 
retraining to adapt the worker to different work must be attempted prior to dismissal, and 3 when worker capability can never be a 
basis for dismissal. 
T r i a l  period: the maximum length of  the period after hiring during which an appeal against dismissal on grounds o f  unfairness cannot 
be made. 
Compensation at 2Oy: the compensation payable to a worker who has been unfairly dismissed after 20 years with the employer. 
Reinstatement: scored 0 if, following a court judgment of  unfair dismissal, reinstatement i s  never granted, 1 i f  reinstatement i s  ‘‘rare”, 
2 if reinstatement i s  “possible”, and 3 if the employee always has the option of  reinstatement. 
(ii) All rankings increase with the strictness o f  employment protection (the UK, with a 24-month trial period before unfair dismissals 
claims become possible, i s  ranked 1 for this variable). 
Source: Table 6.5, OECD Jobs Study, 1994. Argentina: Table 4.4.a., Galiani and Nickell (1999), the numbers are based on the 1974 
Contract o f  Employment law (20.744) as modified by law 21.297 and the 1991 National Employment law (24.013) and laws 24.465 
and 24.467 on contracts. Honduras: the numbers are based on the Labor Code, Decree 189-59. 

64. Column (4) reports the expected cost o f  complying with social security laws. The 
magnitude of these costs i s  significantly greater than the costs o f  the previous columns for all 
countries. The cost o f  social security contributions in Honduras i s  among the lowest, not only 
relative to the sample of LAC countries but also relative to OECD countries. Consequently, the 
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total costs o f  these labor market regulations (column 5) are relatively low in Honduras. Only 
Jamaica and Trinidad and Tobago have lower costs. The relatively light burden o f  social security 
contributions in Honduras i s  reflected in columns (6) and (7) in which this cost i s  measured as a 
percentage o f  total costs and as a percentage of wages. Nevertheless, in general, compliance with 
social security regulations i s  low in Latin America. This i s  also the case in Honduras. 

65. Thus, the only dimension in which Honduras presents high expected costs of complying 
with employment protection regulations i s  in relation to severance payment. However, these are 
already capped and, in addition, Honduras already has a well developed and generous system of 
fixed term contracts in place. 

66. The rules that govern fixed term contracts in Honduras are more lax than those in 
Argentina and they are located about half way up the OECD ranking, as illustrated in Table E. 
The Labor Code of Honduras establishes exceptions for both employees and employers to sign a 
fixed te rm contract. Though temporary contracts cannot last for more than one year, there i s  no 
limit to the number of times that a contract can be renewed, nor i s  the cumulative duration of the 
work relationship under this contractual modality regulated. 

67. In order to get an idea o f  how costly i t  i s  to increase working hours, Table X presents 
some indicators of the legal maximum time at work and the statutory wage premiums for 
overtime. The f i rs t  column presents the maximum number of hours of work per week. For 
Honduras, this number of hours i s  lower than the legal maximum for most of the countries in 
L A C  but i s  greater than the number o f  hours permitted in OECD countries. The Labor Code o f  
Honduras establishes a maximum of 6 days o f  work per week and of 12 hours o f  work in a day 
(including overtime). The wage premium for overtime i s  relatively low and the wage premium for 
work on Sunday i s  equal to two times the normal wage rate. 

68. Unfortunately, there i s  an incorrect perception in Honduras about the costs o f  all these 
labor regulations. They are seen as being too high and as the reason why the labor market i s  
sclerotic. This i s  misleading. First o f  all, there i s  substantial available evidence that does not 
substantiate the claim of sclerosis. Unemployment i s  practically non-existent, employment rates 
are relatively high, and flows through the labor market are also very high. Although there i s  a 
high level of unionization, only a small group o f  workers have their work conditions collectively 
bargained. Nevertheless, what i s  even more surprising i s  that labor costs are not high but quite 
low in Honduras. 

69. A common mistake in analyzing labor market regulations i s  to confound the potential 
wedge cost of regulations with wages and benefits granted to workers by law. Let ’s assume that 
the economy operates under conditions of perfect competition. Now suppose that the government 
mandates each firm to pay an extra salary to each worker at the end o f  each month. This would 
affect both labor demand and supply, and after a while, ceteris paribus, employment would be the 
same and the labor costs would also be the same. Wages would go down 50% and hence, each 
worker, receiving two monthly wages per month, would receive exactly the same amount that 
he/she used to earn before this regulation was put in place. Thus, we do not include the mandated 
thirteenth and fourteenth salary months when computing labor cost benefits, as i s  often done in 
Honduras. 
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Table IX: Fixed-term contracts 

Valid cases Maximum 

other than Maximum Overall number of the usual successive “objective” contracts Scale 0-2 or 

Strictness Duration 
COUNTRY 

all 
(number) (months) 

HONDURAS 2 No  limit No limit 5.5 

Argentina 2 4 24 7 
Austria All 1.5 N o  limit 5 
Belgium 0 1 24 16 
Denmark All No  limit N o  limit 2.5 
Finland 1 1.5 N o  limit 11.5 
France 1 3 24 13 
Germany 1 1 18 14.5 
Greece 0 3 No  limit 10 
Ireland All No  limit N o  limit 2.5 
Italy 0.5 . 1.5 4.5 14.5 
Netherlands All 1 No limit 7.5 
Norway 1 1.5 No  limit 11.5 
Portugal 2 3 30 9 
Spain 2 6 36 7.5 

United Kingdom All No  limit No  limit 2.5 

Sweden 2 2 N o  limit 6 
Switzerland All No  limit No  limit 2.5 

Notes: (i) The variables tabulated under each key are as follows: 
Valid cases other than the usual “objective”: scored 0 if fixed term contracts are permitted only in 
“objective” cases (i.e. to perform a task which itself i s  o f  fixed duration), 1 if specific exemptions apply to 
situations of  employer need (e.g. launching a new activity) or employee need (e.g. workers in search o f  their 
first job), 2 when exemptions exist on both the employer and the employee sides; ‘‘all’’ when there are no 
restrictions on the use of  fixed-term contracts. 
Maximum number of successive contracts: refers to limits on the number of  successive fixed-term contracts 
that an employee can have with a given employer (1 when no renewals are permitted). 
Maximum cumulated duration: the maximum cumulative duration of  successive fixed-term contracts or 
TWA assignments with a given employer (and without a break in the employment spell). 
Overall Strictness: see following note 
(ii) the rankings for overall strictness are ranks o f  the unweighted average of  the ranks o f  the variables in the 
preceding columns under the same heading. 
Source: Table 6.6, OECD Jobs Study, 1994. Argentina: table 4.4b, Galiani and Nickell (1999). Honduras: based 
on the Labor Code, Decree 189-59. 

70. Several sources in Honduras compute labor costs as approximately 70% of  the monthly 
wage. However, this figure includes many items that should not be counted as labor costs. Among 
others, i t  includes the mandated thirteenth and fourteenth salary months (16.66% per month). The 
same i s  true of mandated paid vacations, holidays, Sunday holidays, etc (23% per month). Social 
security, which i s  charged at 7%, i s  commonly considered a wedge cost, although i t  i s  not strictly 
so since-as we discussed above-it provides some benefits to workers when they retire. Finally, 
this figure also includes firing costs as if they were a certain event (16.66%), which i s  also 
incorrect. As we have seen, when properly measured, labor costs are actually not high in 
Honduras. Much to the contrary, they are quite low. Thus, this way o f  computing labor costs i s  
misleading and should be disregarded since i t  does not provide a meaningful measurement. 
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Table X: Indicators of the “strictness” of increasing working time 

Maximum Maximum Maximum Premium for Premium for 
overtime number of hours days of  work hours of work work on 

of work per week per week in a day Sunday 

COUNTRY (Excluding (Including 
overtime) overtime) 

Honduras 44 6 12 1.25 2.00 
Argentina 48 7 12 1.50 2.00 
Australia 40 7 24 1.50 2.00 
Austria 40 6 13 1 SO 2.00 
Belgium 40 6 24 1.50 2.00 
Bolivia 48 6 10 2.00 3.00 
Brazil 44 6 13 1.50 n.a. 
Canada 40 5 24 1 SO n.a. 
Chile 48 6 10 1 SO n.a. 
China 40 5 11 1 SO 2.00 
Colombia 48 6 10 1.25 2.00 
Dominican Rep. 44 6 10 1.35 n.a. 
Ecuador 40 6 12 1 SO 2.00 
France 39 6 24 1.25 n.a. 
Germany 48 6 13 1.25 2.00 
Ireland 48 7 24 1 S O  2.00 
Italy 40 6 24 1.10 n.a. 
Jamaica 40 7 24 1 .oo n.a. 
Japan 40 6 24 1.25 1.35 
Mexico 48 6 24 2.00 1 SO 
Panama 48 6 12 1.25 n.a. 
Peru 48 6 24 1.25 2.00 
Spain 40 5 12 1 .oo 0.00 
Sweden 40 7 19 1 S O  2.00 
Switzerland 45 6 24 1.25 1 SO 
United Kingdom 40 7 24 1 .oo n.a. 
United States 40 7 24 1 SO n.a. 
Uruguay 48 6 24 2.00 2.50 
Venezuela 48 6 24 1 SO 1 SO 

Notes: 
Maximum number of hours per week: measures the maximum duration of the regular workweek, excluding overtime. 
Maximum days of work per week: measures the maximum number of workdays per week. Legal limits may be defined either as a 
number of mandatory rest days per week or as a mandatory minimum of consecutive hours of rest. If nothing i s  specified, i t  i s  
assumed the maximum i s  seven days. For limits expressed as a number of consecutive hours of rest, 36 or more i s  coded as 2 days off, 
less than 36 hours but more than 12 as 1 day off and less than 12 hours as 0 days off. 
Maximum hours of  work in a day: measures the maximum number of hours of work per day. Legal limits may be defined either as a 
mandatory maximum regular and overtime working hour per day or as mandatory minimum rest hours per day. If nothing i s  specified 
in the law, 24 hours i s  used. If restrictions are expressed as a number of consecutive hours of rest, this number i s  subtracted from 24 
hours. 
Premium for overtime: this variable measures the ratio of the overtime wage over the normal wage. 

Premium for work on the primary rest day: measures the ratio of wages paid for work on Sunday (the primary rest day) over the 
normal wage rate. If  there i s  nothing in the law regarding premiums for work on the primary rest day this variable i s  coded as 
“na”. 
Source: Botero et al. (2004) and Honduras: Labor Code, Decree 189-59. 
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e Minimum Wages 

71. The redistribution effects of the minimum wage may have the potential to reduce poverty 
and even foster growth, but the larger concern in the literature i s  that the secondary effects- 
through the creation of new rigidities in the labor market and the potential decrease in 
employment opportunities-may offset these gains. 

72. The simplest textbook mo.dels suggest that putting a wage floor above the equilibrium 
level w i l l  lead to a fall in employment. Although these effects appear to be weak in the U.S., 
perhaps with the exception of young workers, the evidence from Latin America overall suggests 
large effects 

73. In Honduras, minimum wages are an important element in policies affecting workers, 
employers and the government, and in the relations between them. The minimum wage i s  the 
legal lower limit for wages and i s  established by Decree or Executive Agreement, with the 
concerted approval of the Minimum Wage Commission or directly by the President of the 
Republic. I t  considers the recommendations o f  the Office on Labor and Social Security, and 
makes use of economic studies and specific research conducted by the General Department on 
Wages as input for determining respective increases. Honduras established i t s  minimum wage 
(MW) in 1974. Since 1990, the minimum wage has been redefined on average one time per year. 
In general terms, a minimum wage has been set for two sizes o f  firms (small and large) and 11 
economic activities, and an additional category has been created for export industries. During the 
period between 1990 and 1995, different minimum wages were set for f i r m s  with 1-5, 6-15, and 
16 or more employees. After 1995 two sizes o f  f i r m s  were used: 1-15 and 16 or more employees. 
Minimum wages also vary by region. Private sector employees are covered by minimum wages, 
and the salaries o f  various professions in the public sector are also tied to minimum wages. 

7 0 -  , I 
I 

74. Figures XVII and XVIII present the minimum wage by sector o f  economic activity, for 
both large and small firms, respectively. All series are expressed in constant prices for December 
1999, deflated by the monthly CPI. In both figures, well-defined dynamics are observed. The 
minimum wages for most economic activities were very high between 1990 and 1995; then they 
decreased and remained lower between 1995 and 1999, and rose again, in real terms, between 
1999 and 2004. In 2004, some economic activities had minimum wages that reached the high 
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values that predominated in  1990. In both figures (large and small firms), the highest wages are 
for financial service companies and the lowest for agriculture units. In 2004, the minimum wage 
in Honduras could buy slightly more than half of the "basic basket" o f  consumer goods 
recommended for a representative household (Gindling et al., 2005). 

75. Table XI  presents the proportion of noncompliance with minimum wages, which i s  
certainly quite high. This suggests that minimum wages are set at a high level in comparison to 
the distribution of individual productivity in this economy. There i s  very low compliance in rural 
areas and among small f i r m s  in urban areas. But noncompliance i s  also high among f i r m s  with 
more than 5 employees in urban areas. 

Table XI: Minimum Wage noncompliance Rates by Education, Location and Firm Size 
Education Location Firm Size 

Year Primary Secondary Tertiary Rural  Urban Less5 M o r e 5  Total 

1990 47.00 10.84 11.23 60.18 27.38 70.42 24.63 38.07 
1992 45.84 5.39 6.05 54.56 23.57 68.75 23.17 34.42 
1993 48.50 5.91 1.53 54.61 25.71 69.54 26.62 36.26 
1994 34.11 3.85 3.02 39.21 17.86 61.57 14.78 25.58 
1995 34.17 2.58 2.44 45.05 15.90 59.67 13.38 25.87 
1996 32.49 1.94 2.23 47.51 12.47 62.88 10.87 23.33 
1997 34.27 7.75 3.42 46.17 17.47 60.18 14.58 26.09 
1998 32.84 5.27 2.53 44.70 14.06 52.30 15.02 24.94 
1999 29.83 2.84 0.37 45.75 10.55 43.82 14.70 22.14 
2001 28.18 4.15 1.32 36.63 14.09 41.50 16.35 20.65 
2002 36.96 5.82 2.67 49.12 18.48 58.93 29.08 28.17 
2003 49.95 9.57 3.76 62.56 26.76 74.40 34.77 39.43 
2004 45.30 8.34 3.88 56.72 23.95 68.53 24.00 35.00 

Notes: Rates are calculated based on the number of  employees between 25 and 40 years o f  age working more than 30 hours per week. 

76. Raw comparisons of the real 
minimum wage across countries are o f  
limited use. From both the perspective o f  
improving equity and minimizing labor 
market distortions, what i s  of interest i s  
the level of the minimum wage relative to 
the distribution of remuneration in a given 
country. 

77. In this sense, i t  i s  possible to rank 
various Latin American and OECD 
countries according to their minimum 
wage standardized by the mean wage 
(SMW). We can observe, in Figure XIX, 
that Honduras has one of the highest 
standardized minimum wages, ranking 4th 
among the 14 Latin American countries 
selected and 7" among the 3 1 countries cons 

Figure XIX: Minimum wagelmean wage in 
OECD countries and in Latin America 

Source: Maloney and Nunez (2004) 

lered. 

78. Although informative, minimum wages standardized by the f i rst  moment o f  the 
distribution of wages i s  not necessarily an appropriate statistic for use in determining whether or 
not the minimum wage i s  binding, for two reasons. First, the number of workers affected wil l  
depend on the dispersion of the distribution of wages. Second, if the minimum wage i s  not 
enforced, very high SMWs are non-binding and hence, irrelevant (Maloney and Nunez, 2004). 
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79. Table XI1 presents several additional measures that attempt to provide a more well 
rounded view. The first column again presents the SMW. In the second column, the minimum 
wage i s  standardized by the median wage instead. The median i s  a better measure of the central 
tendency o f  a distribution, because it i s  less sensitive to extreme values in the upper tail and to 
compression o f  the lower tail by the minimum wage. Finally, the third column standardizes 
minimum wages by the wage at the 10th quintile. Honduras’ position in rankings i s  robust to 
these different standardizations of minimum wages. Thus, Honduras does have high minimum 
wages. What are the effects of this policy? 

Table XII: Summary: Statistics on Minimum Wages and Wage Distributions 
Minimum Wage 

Country Date Mean 50th 10th Standard Deviation Skewness 
Honduras 1999 0.62 0.90 2.26 0.80 -0.14 
Argentina” 1998 0.26 0.33 0.67 0.67 0.53 
Bolivia 1997 0.22 0.34 0.80 0.80 0.5 1 
Brazil 1998 0.24 0.43 1 .oo 0.86 0.61 
Brazil” 1998 0.22 0.37 1 .oo 0.7 1 0.60 
Chile 1996 0.34 0.55 1.09 0.77 0.58 
Colombia” 1998 0.40 0.68 1 .oo 0.5 1 1.16 
Mexico” 1999 0.34 0.48 0.87 0.64 0.83 
Uruguaya 1998 0.19 0.27 0.64 0.72 0.06 
Source: Maloney and Nunez (2004) and author’s calculations. 
Note: Samples include workers between sixteen and sixty-five years o f  age working thirty to f i f ty hours as salaried workers. 
a Urban areas only. 

80. Gindling et al. (2005) investigate the effect of minimum wages on employment and 
wages. They utilize the variability in minimum wages within sectors and regions to identify the 
effect of the minimum wage on employment and wages. They find that minimum wages do not 
have any effect on employment rates. At face value, this result suggests that minimum wages in 
HondurasAespite being relatively high-have no impact on the likelihood of finding a job. 
Certainly, this conclusion relies upon the validity o f  extrapolations made from the fitted model 
and the exogeneity o f  minimum wage in the estimated equation. Surprisingly, they do find a 
positive and statistically significant effect on wages. They estimate an elasticity of average wages 
to minimum wages o f  0.2. 

8 1. We now explore the issue further. We explore how the distribution o f  wages i s  affected 
by minimum wages. A graphic approach can reveal how the distribution of wages i s  distorted by 
minimum wage policies (see, among others, Maloney and Nunez, 2004). We observe in Figure 
XX a kernel estimate o f  the density function o f  wages, with a vertical line to mark the location o f  
the minimum wage. Kernel density estimators approximate the density f(x) from observations on 
x. The estimator calculates the density at the center o f  the weighted xs found within a rolling 
interval or “window”.21 They differ from a histogram both in allowing the windows to overlap 
and by the possibility o f  different weighting schemes on the xs. The Kernel density estimator has 
the advantage of providing a clearer idea of the shape o f  the distribution. The cumulative 
distribution of wages i s  also included in Figure XX. Both the informal and formal wage 
distributions are plotted in light and dark lines, respectively. In each graph, a “pilling up” o f  the 
probability mass around the minimum wage, represented in all figures by a vertical line, suggests 

20 

20 The kernel density estimator i s  given by j(,) = (nh ) - ’ x  K , where K i s  an epanechnikov 
i=l 

density function and h i s  the bandwidth. 
21 Optimal bandwidth was used in order to avoid smoothing away potential c l i f f s .  
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that the minimum wages have a moderate effect on changing the distribution of wages. An 
inspection o f  Figures XX to XXI suggests that if anything, minimum wages have a small impact 
on the distribution o f  wages, mainly among formal workers in urban areas. 

Figure XX: Cumulative distribution and Kernel 
density plot of wages (urban workers) 

Cumulative distribution and kernel probability density functions 
of wages of formal and informal workers 

C D F  

4 6 8 10 12 
KDF 

Formal - Informal - 
Note: Sample includes 1564 year old Salaried employees that work more than 30 hrsiw, 
Verticai line marks the log ofticla12004 daily average minimum wage of 175.03 x 25 
Author calculations based on micrcdata from the May 2004 EPHPM 

Note: Salaried workers are classified formal if they work in a firm 
with five or more employees; Self employed and family workers a 
classified as informal. Workers with completed tertiary education 
are considered formal whether they are salariedself-employed or 
work in a smalMarge firm. Support variable: Total monetary labo 
income from primary occupation. 

Figure XXI: Cumulative distribution and Kernel 
density plot of wages (formal vs. informal workers) 

Cumulative distribution and kernel probability density functions 
of wages of formal and informal workers 

(Urban) 
CDF 

4 6 8 10 12 
KDF 

- Formal - Informal 

Note Sample includes 15-64 y! old Salaried employees that work more than 30 weekly hrs: 
Vertical line marks the log oflicial 2004 daily average minimum wage of L75 03 x 25. 
AUthor calculations based on micrcdata from the May 2004 EPHPM Survey 

Note: Salaried workers are classified formal i f  they work in a f irm 
with five or more employees; Self employed and family workers are 
classified as informal. Workers with completed tertiary education 
are considered formal whether they are salariedself-employed or 
work in a smallflarge firm. Support variable: Total monetary labor 
income from primary occupation. 
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population, After all, expanding coverage 
requires that the population i s  able to save for 

Figure XXII: Cumulative distribution and Kernel 
density plot of wages (rural workers) 

Cumulative distribution and kernel probability density functions 
of wages of formal and informal workers 

(Rural) 
CDF 

system Dependensy iPen,,~ne~Conlnbutors) P ~ ~ ~ I ~ ~ ~ ~ ~  Dependency (Popuiatlor 

4 6 8 10 12 
KDF 

4 6 8 10 12 
Log(wage - Formal - Informal 

Note: Sample includes 15-64 year old salaried employees lhal wrk more than 30 weekly h n ,  
Veltical line marks the log official 2004 daily average minimum wage of L75.03 
AUthor calculations based on micrdala from lhe May 2004 EPHPM 

Note: Salaried workers are classified as formal if they work in a firm 
with five or more employees; Self employed and family workers are 
classified as informal. Workers with completed post-secondary 
education are considered formal whether they are salariedself- 
employed or work in a smalVlarge firm. Support variable: Total 
monetary labor income from primary occupation. 

Social Security 

82. Social security coverage i s  very low in 
Honduras. This i s  not surprising since in L A C  
coverage i s  higher (between 30 and 60 percent 
of the labor force) in relatively affluent 
countries l ike Chile, Argentina, and Colombia 
and i s  lower (between 10 and 20 percent) in 
poorer countries like Bolivia, the Dominican 
Republic, and Honduras. Nevertheless, the 
social security system in Honduras appears 
relatively healthy in terms o f  all sustainability 
indicators (see Figure XXIII). I t  i s  not clear how 
to expand the system's coverage without 
increasing the average earnings o f  the 

Figure XXIII: System Dependency and 
Population Dependency Ratios, Selected 

Countries in Latin America & the 
Caribbean (1990s, various years) 
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5. MICROECONOMETRIC EVIDENCE ON THE WORKING OF THE LABOR MARKET 

83. In this section we rely on cross-country comparisons to investigate the workings o f  the 
labor market in Honduras. Again, the aim i s  to detect if there are important distortions in the 
workmgs o f  this labor market. 

84. Table XI11 presents the marginal effects o f  a Probit model of occupation, a Tobit model 
of hours worked and a Mincerian earnings function for males and females in both urban and rural 
areas. In the case o f  women, l ow  participation rates can potentially produce inconsistent estimates 
in the OLS equations. To  mitigate this potential problem, earnings functions are estimated 
modeling the process o f  selection:* using the number o f  offspring, the number o f  adults in the 
household excluding the spouse and the amount o f  remittances received by the household as 
instruments. A Likelihood Ratio test o f  the jo int  significance o f  these instruments i s  reported in 
the tables. Estimates are for M a y  2004. 

Table XIII: 

(1) (2) (3) 
Urban. Male 

occup hw iem 

[0.0011” [0.83] [0.038]“ 

10.0021” [2.731” [0.0431” 

[O 0021” [2.99]” [O 0491” 

[0.003]” [4.72]” [0.070]” 

[0.002]” [4.34]” [0.055]” 

[O.OOO]” [9.03]“ [O 0071” 

[O.OOO]” [6.43]” [0.0001” 

pnc 0.07 2.792 0.197 

sec -0.066 -10.322 0.403 

secc -0.035 -12.9 0.736 

sup1 -0.183 -29.617 0.876 

SUPc -0022 -20.996 1.402 

age 0063 5.239 0.072 

age2 -0.001 -0.065 -0.001 

married 0.083 0.227 
[0.001]” LO.0331” 

LR 
lepart. dummy (yes) (yes) (yes) 

Constant (yes) (yes) (yes) 
isaiute vaiue of se and z statistic in brackets 
iignificant at 5%; ** significant at 1% 
i Probit, occupied = 1 
i Tobit, worked hours 
)Log Earnings 

(1) (2) (3) 
Rurai . Male 

occup hw tern 

[0.001]” [0.70] [O 0461” 

[0002]” [306j” [00621” 

[0.003]” [1.51] jO.1431” 

[O 0061” [321]” [0.2611” 

[O 007j” 10 361 [0.299]” 

[O OWj” [10.95]” [0.009]” 

10 0001” 19 741“ [O 0001” 

[O 0011” [0.0461’ 

pric -0 007 -2.244 0273 

seci -0.173 -17.216 0.479 

sscc -0.083 .16.12 1 161 

supi -0.128 62.698 099 

S U P  -0 063 -7.935 1766 

age 0 023 6491 0.087 

age2 0 -0078 -0001 

marned 0.039 0 096 

LR 
Depart dummy (yes) (yes) (yes) 

Constant [yes) (yes) (yes) 
bsolme “slue of se and 2 statistic in brackets 
significant at 5%: ** significant at 1% 
) Probit. occupied = 1 
I) TobR, worked hours 
I) Log Earnings 

pric 0.079 13,136 0.309 

seci 

secc 

sup1 

supc 

age 

age2 

married 

LR 

[O.OOt]” 
0.005 

[0.002]” 
0.143 

[0.0021” 
0.105 

[0.002]” 
0.245 

[0.0021” 
0.05 

[0.0001” 
-0.001 

[0.0001” 
-0.064 

[0.0011” 

[2.811” 
6.18 

[1.19] 
-0.302 
[0.06] 

-21.599 
(3.161“ 
-2.077 
[0.32] 
-0.81 6 
[1.06] 
0.009 
[0.86] 

[0.059]” 
0.489 

[0.058]” 
0.939 

j 0 . 0 7 7  
1 .on 

[0.084]” 
1.685 

[0.115]” 
0.037 
10.0241 
-0.000 
[0.0001 
0.058 
[0.051] 

44.624” 
Depart. dummy (yes) (yes) (yes) 

Constant (yes) (y es) (y es) 
,bSoiute value of se and z statistic in brackets 
significant at 5%; ** significant at 1% 
I) Probit, occupied = 1 
?)Tobit, worked hours 
3) Log Earnings (Heckit) 

occup hw lern 
D m  0064 2484 0.341 

6eci 

s e x  

supi 

S U P  

age 

age2 

manied 

LR 
Dspart. dum 

[OOOlj” 
0 074 

[0.002]” 
0 242 

[0.0031” 
0 384 

[0.0061” 
0 426 

[0.0101” 
0.027 

[0.0001” 
0 

I O  oooj” 
-0.046 

[0.0011” 

my (yes) 

(3.891” 
7.93 
[0.76] 
5 361 

.33 €69 
[I ,471 
16667 
10.551 
-1.059 
[0.84] 
0015 
10 881 

10.441 

(yes) 

[O 106j” 
0 402 

[O. 143j” 
1085 

IO 2761” 
1.596 

1469 
[0.540j” 

0.021 
[0.0431 
-0.000 
[O.OOO] 
-0.045 
[0.086] 

16.863” 

[O 4361” 

(yes) 
Constant (yes) (yes) (yes) 

bwlute vaiue of se and z stalistic in brackets 
significant at 5%. **significant at 1% 
I) Probl, occupied = 1 
I) Tobit. worked hours 
3) Lag Earnings (Heckl) 

Note: Total hours worked; Total labor income (monetary, in-kind and profit); Age 14 to 64. 

See Heckman (1979) 22 
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85. The results 'are very much as expected. Among men, education i s  not an important 
determinant o f  employment. Given the high participation rates of males, this result i s  expected. 
Unemployment i s  higher among educated males than unskilled ones. The opposite i s  found for 
women. The likelihood of employment increases substantially with education. More educated 
individuals tend to work fewer hours than less educated ones. Finally, educational wage 
premiums are high. 

86. Reaching high school rewards urban male workers, on average, approximately 100% 
more than the earnings of unskilled workers, and 40% more than workers that only finished 
primary school. Rewards are higher for females and for rural workers. A similar pattern i s  
observed for post-secondary and university degrees. A male urban worker with a post-secondary 
degree earns approximately 170% more than a male urban worker that just finished primary 
school, and 100% more than one that just finished high school. Thus, the secondary school wage 
premium does not appear to be that high, but the tertiary degree wage premium does. 

87. Reaching high school rewards urban female workers, on average, approximately 150% 
more than unskilled workers, and 80% more than urban female workers that only finished 
primary school. A similar pattern i s  observed for post-secondary and university degrees. A female 
urban worker with a post-secondary degree earns approximately 300% more than a male urban 
worker that just finished primary school, and 100% more than one that just finished high school. 
Thus, in this case, both school premiums do appear to be high. There i s  evidence, then, that 
increasing education among females substantially affects their labor market performance. Their 
occupation rates go up and their wages do too, at high marginal rates. 

88. In order to further explore this issue, we perform a cross-country comparison of 
conditional employment models and Mincerian equations. Table XIV presents these results. The 
results for Honduras are quite comparable to those for El Salvador, Guatemala and Panama, and 
not that different from those obtained for Argentina and Costa Rica. Thus, among the most 
comparable countries in the region, there are no important differences in earnings and 
employment profiles. 

Table XIV: 

occup lern occup lern occup lern occup lern occup lwage occup lern 
oric 0.07 0.197 0.051 0.339 0077 0.22 0.051 0.174 0.018 0.283 0.112 0.228 

[0.001]" [0.038]" [0.015]" [0.029]" [0.001]" [0.041]" [0.001]" [0.031]" [O.OOlp' [0.048]^' [0.002]" [0.047]" 

[0.002]" [0.043]*' [0.016] [0.030]" [0.002]'* [0.042]" [0.002]" [0.048]" [0.001]" [0.051]" [0.002]" [0.045]" 

[0.002]" [0.049]** [0.015]" [0.030]" [O.OOl]" [0.044]" [0.001]" [0.029]" [0.001] [0.058]" [0.002]" [0.045]" 

(0.0031" [0.070]" [0.018]" [0.034]" [0.002]' [0.043]" [0.002]" [0.044]" [0.002]" [0.068]" [0.003]" [0.048]" 

[0.002]" [0.0551" [0.016]" [0.033]" [0.003]" [0.069]" [0.002]" [0.037]" [0.001]'* [0.063]'* [0.002]" [0.051]" 

[O.OOO]*' [0.007]" [0.002]" [0.004]'^ [0.000]** [0.006]'* [O.OOO]" [0.006]" [O.OOO]" [0.009]" [O.OOOr* [0.006]" 

seci -0.086 0.403 -0.025 0.53 0.024 0.308 -0,186 0.155 -0,112 0.351 0.021 0 .39  

secc -0.035 0.736 0.091 0.805 0.069 0.546 0.032 0.355 0.001 0.911 0.081 0.57 

supi -0.183 0.876 -0.109 0.941 0.004 1.017 -0.188 0.647 -0.084 1.139 0.065 1.004 

supc -0.022 1.4.02 0.183 1.415 0.052 1.354 0.016 1.071 0.016 1.527 0.171 1.579 

age 0.063 0.072 0.089 0.075 0.064 0.082 0.06 0.068 0.023 0.064 0.079 0.074 

age2 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 0 -0.001 -0.001 -0.001 
[0.000]*' [O.OOO]*' [0.000]*' [O.OOO]" [0.000]** [0.000]" [O.OOO]" [0.000]*' [0.000]** [0.000]'* [O.OOO]" [O.OOO]" 

married 0.083 0.227 0.21 0.268 0.196 0.276 0.211 0.261 0.148 0.224 0.194 0.271 

Dep.dummy (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) 
Standard errors in brackets 
*significant at 5%; "significant at 1% 
(1) Probit (marginal), occupied = 1 ; (2) OLS, Log Earnings 
Note: Total labor income 

[0.001]" [0.033]" [0.010]" [0.018]" [0.001]" [0.026]" [0.001]" [0.025]'* [O.OOl]" [0.044]" [0.001]" [0.023]" 
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Table XIV: (cont.) 

m p  lem m p  lem , m u p  lem m u p  lem m p  Ian 
pCiC 0.079 0.309 0.077 0.248 0.03 0.233 0.015 0.132 0.027 0.237 0.073 0.280 

[0.001]” [0.059)” [0.016]” [ O . a s O ~  [O.O@]” [0.071]” [O.O@3” [0.047)“ [0.0013” [0.084)” [ O . K B r  [0.076)” 
seci 0.005 0.489 0.052 0.450 0.07 0.416 4.112 0.042 -0.097 0.513 0.012 0.468 

[0.002]” [0.058]’* [0.016]” [0.050]” [O.O@Y [O.O75P* [O.oCe1” [0.092] [0.001]” [0.122]” [0.0033” [0.0691” 
sea 0.143 0.939 0.164 0.763 0.153 0.642 0.04 0.417 0.089 1.038 0.152 0.884 

[O.O@]” [O.Onl..  [0.016]” [0.066)” [O.O@]” [0.0911” [0 .001~ [0.048]” [0.001]” [0.184]” [ O . K B ~  [ O . O S T  
%pi 0.105 1.077 0.043 0.871 0.295 1.062 4.092 0.573 0.028 1.051 0.225 1.342 

[0.002]” [0.084]’̂  [O,OlT [O.C€Or [O.O@]’* [0.122]” j O . 0 0 2 ~  [0.076r* [0.0023” [0.226]” [O.KB1” [0.104]” 
sup 0.245 1.685 0.417 1.057 0.437 1.507 0.175 1.107 0.146 1.424 0.344 1.685 

[O.O@]” [0.115]” [0.014)” [0.105r [ O . K B r  [O.lSa]” [O.O@]” [O.On]“ [0.002]” [0.233]” [O.KB]” [0.1281” 
age 0.05 0.037 0.09 0.010 0.086 4.058 0.088 0.119 0.055 4.023 0.084 4.025 

[O.ooO]” [0.024] [O.O@]” [0.019] [O.ooO1” [0.031] [O.ooOi” [0.056]’ [O.ooO]” [0.075] [0.003]“ [0.028] 
age2 4.001 -0.ooO 4.001 O.Oo0 4.001 0.001 4.001 4.001 -0.001 0.ooO -0.001 0.033 

manid 4.064 0.W 4.156 0.183 4.221 0.180 4.122 4.082 -0.274 0.105 -0.121 0.172 
[O.ooO]” [O.ooO] [O.ooO]” [O.ooO] [O.ooO]” [O.ooO]’ [O.ooO]” [o.mlr [O.ooOJ- [0.001] [O.ooOî ’ [O.ooO] 

[0.001]” [0.051] [0.0091” [0.036]” [0.0011” [0.0&2]’ [0.0011” [0.066] [0.0011” [0.285] [0.0011” (0.0481” 
Dep.amny (Yes) (Yes) W) (Yes) c/es) (v-) (Yes) W e )  (Ye)  (Ye )  ( Y e )  0’s) 

LRTest*’* 44.524“ 9 7 . w  35.18’* 6.64’ 2.69 60.91** 
Standard emors in brackets 
’ significant at 5%; ** significant at 1% 
(1) Protit (marginal), m p i e d  = 1 ; (2) O S ,  Log Earnings ; *** LR Test on the PSHeckit identificatim 
Note: Total labor income 

cccup lern 
pric -0.007 0.273 0.045 0.188 0.003 0.244 0.014 0.397 0.011 0.29 

occup lern occup lern occup lern cccup lern 

[0.001]” [0.046]” [0.001]** [0.022]” [0.002] [0.035]” [O.OOO]** [0.045]” [0.002]” [0.031]*’ 
seci -0.173 0.479 

secc -0.083 1.161 

supi -0.128 0.99 

[0.002]*’ [O .082]*‘ 

[0.0031” [0.143]” 

[0.006]** [0.261l*’ 

[0.007]“ [0.2991’* 
SUPC -0.063 1.768 

age 0.023 0.087 
[O.OOO]” [0.009]” 

[O.OOO]** [0.000]’* 
age2 0 -0.001 

married 0.039 0.096 

Dep. dummy (Yes) (Yes) 
Standard errors in brackets 

[O.OOl]” [0.046]’ 

-0.084 0.408 -0.241 
[0.002]” [0.029]” [0.003]” 
-0.011 0.602 -0.004 

[0.002]*’ [0.039]” [0.0021 
-0.022 1.024 -0.16 

[0.002]’* [0.038]” [0.006]” 
0.011 1.645 -0.008 

[O.OOS] [0.101]” [0.006] 
0.041 0.069 0.038 

[O.OOO]” [0.005]” [O.OOO]” 
-0.001 -0.001 -0.001 

0.139 0.265 0.132 
[ O . O O l r  [0.023]” [ O . O O l r *  

(Yes) (Yes) (Yes) 

[O.OOO]** [O.OOO]” [o.oooy 

0.324 
[0.069]” 

0.515 
[0.045]” 

0.591 
[0.1181” 

1.252 

0.05 
[0.0071” 
-0.001 

0.227 

[O.llO]” 

[O.OOO]” 

[0.0291” 
(Yes) 

-0.1 09 
[0.0011” 
-0.033 

[0.0021” 
-0.006 

[0.002]” 
-0.02 

[0.003]” 
0.01 

[O.OOO]” 
0 

[O.OOO]” 
0.047 

[O.OOll” 
(Yes) 

0.415 
[0.071]” 

0.893 
[0.1201” 

0.94 
[O.  1821- 

1.19 
[0.181]** 

0.053 
[0.008]” 
-0,001 

0.283 
[0,046]” 

[O.OOO]” 

(yes) 

-0.151 

-0.056 
[0.003]’* 
-0.217 

[0.006]” 
-0.113 

[0.008]” 
0.033 

[O,OOO]” 
0 

[O.OOO]” 
0.1 14 

[O.OOl]” 
(yes) 

[O.OOZ]*’ 
0.575 

[0.038]” 
1.024 

[0.045]” 
1.375 

[0.078]*‘ 
1.674 

[0.106]” 
0.054 

[0.0061” 
-0.001 

0.286 
[0.028]’^ 

[O.OOO]” 

(yes) 

* significant at 5%: ** significant at 1% 
(1) Probit(margina1). occupied = 1 ; (2) OLS, Log Earnings ; ’** LR Test on the 2SHeckit identification 

occup lern occup lern occup lern occup iern occup lern 
pric 0.064 0.341 0.071 0.239 0.085 0.224 0.012 0.640 0.03 0.453 

[0.001]*’ [0.108]’* [0.002]” [0.061]” [0.002]” [0.067]” [O.OOll” [0.168]” [0.002]” [0.093]” 
seci 0.074 0.402 0.101 0.406 -0.089 -0.024 -0,019 0.904 0.035 0.686 

[0.002]” [O. 1431’’ [0.002]’* [0.079]*’ [0.003]” [0.145] [0.002]*‘ [0.221]” [0.003y [0.114]” 
secc 0.242 1.085 0.219 0.710 0.092 0.255 0.196 2.377 0.158 1.192 

[0.003]*’ [0.276]” [0.003]” (0.1241” [0.003]” [0.081]” [0.003]” [0.489]” [0.004]” [O.l56l” 
supi 0.384 1.596 0.377 1.418 -0.031 0.440 0.159 2.570 0.317 1.584 

[0.006]” [0.438]*’ [0.003]” [0.164]” [0.0051” [0.138]” [0.006]” [0.659]” [0.004]” [0.225]” 
supc 0.428 1.489 0.531 1.846 0.273 1.202 0.156 3.077 0.502 1.879 

[0.010]” [0.540]*’ [0.006]” [0.239]” [0.0061” [0.157]” [O.O08l” [0.772]” [0.006y* [0.271]” 
age 0.027 0.021 0.061 0.069 0.062 0.043 0.03 0.22% 0.046 0.003 

[O.OOOY [0.043] [O.OOO]” [0.035]‘ [O.OOOl” [0.045] [0.0001” [0.079]*’ [O.OOOp’ [0.034] 
age2 0 -0.000 -0.001 -0.001 -0.001 -0.001 0 -0.003 -0.001 0.000 

married -0.046 -0.045 -0.242 -0.108 -0.18 -0.269 -0.258 -1.740 -0.096 0.068 
[O.OOl]” [0.088] [0.002]*’ [0.130] [0.001]** [0.112]’ [O.OOl]” 10.4891” [0.002]” [0.091] 

Dep. dummy (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) (Yes) 
LRTest”’ 16.863” 33.56“ 19.53” 12.37“ 58.02” 

Standard errors in brackets 
* significant at 5%; *’ significant at 1% 
(1) Probit (marginal), occupied = 1 ; (2) OLS. Log Earnings ; *** LR Test on the PSHeckit identification 

[O.OOO]” [O.OOO] [O.OOO]” [O.OOO]’ [0.000]** [O.OOl] [O.OOO]” [ O . O O l ~  [O.OOO]” [O.OOO] 
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89. Finally, we explore whether public sector wage premiums are abnormal in Honduras as a 
way to explore if the wage setting practices in the public sector are a source o f  distortion in the 
economy. Table XV presents the results. The public sector dummy variables have a low 
coefficient in all cases except for females in rural areas. Thus, i t  does not appear as if the public 
sector significantly affects the workings o f  the labor market. This i s  reinforced by the fact that 
unemployment i s  low and labor force participation i s  relatively high. This largely explains why 
the public sector wage premium does not generate waiting lines of workers for public servant 
jobs. 

Table XV: Public Sector Wage Differentials 

Urban Rural 
male female male female 
lern lern lern lern 

pric 0.225 0.241 0.224 0.191 

---- ---- 
[0.039]" 

0.372 
[0.048]" 

0.554 
[0.045]** 

0.778 
[0.061]'* 

1.446 
[0.061]" 

0.071 
[0.007]" 
-0.001 

0.175 
[0.035]'* 

0.214 
[0.046]" . 

[0.000]** 

Dep. dummy (Yes) (Yesj (Yesj (Yes) 
Standard errors in brackets 
* significant at 5%; ** significant at 1% 
OLS Log wage on primary ocupation 

seci 

secc 

supi 

supc 

age 

age2 

married 

Public 

[0.049]*' 
0.41 9 

[0.055]'* 
0.714 

[0.049]" 
0.858 

[0.060r 
1.493 

[0.066]" 
0.056 

[0.008]'* 
-0.001 

[O.OOO]** 
0.122 

[O. 0381 ** 
0.242 

[0.0411" 

[0.047]" 
0.271 

0.733 
[0.096]" 

0.833 

1.617 
[0.338]" 

0.089 

-0.001 

0.063 
[0.054] 
0.294 

[0.1181' 

[0.091]" 

[0.201]" 

[0.010]" 

[0.000]** 

[O. 1011 
0.229 
[0.138] 
0.775 

[0.134]" 
0.964 

[0.235]" 
1.477 

[0.401]" 
0.038 
[0.022] 
-0.000 
[O.OOO] 
0.078 
[0.119] 
0.419 

[0.137]" 

6. HUMAN CAPITAL 
90. There i s  consensus that the level o f  education o f  the labor force i s  an important 
determinant of economic growth. For example, using within-country changes in education and 
productivity, Tope1 (2000) finds that a 1-year increase in the average years of schooling for a 
country's workforce raises output per worker by 5 to 15%. Private returns from education in 
Honduras were found to be around the upper limit of Topel's estimates, suggesting that investing 
in education should be a priority in Honduras. 

91. Urquiola and Calderon (2004) present some simple indicators of access and quality o f  
education that are comparable across L A C  countries at the end of the 1990s. These indicators are: 
i) age-specific net enrollment ratios, ii) a measure of the average number o f  years children spend 
in school, iii) a measure of the average number o f  grades they actually complete, and iv) the gap 
between the last two. All these are calculated in an age-specific manner. The analysis suggests 
that in LAC, overall enrollment rates are relatively high and that therefore, on average, children 
spend a substantial number o f  years in school. At least by this measure, these societies spend a 
substantial amount of resources on education. There i s  nevertheless wide variation in how well 
different systems have done in terms o f  reducing delayed entry and raising secondary 
enrollments; and there are also substantial differences in how effectively their educational 
systems turn children's time in school into actual grades completed. 
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92. In the particular case o f  Honduras, Urquiola and Calderon (2004) show particularly poor 
performance in: i) getting children into school on time and keeping them there, and ii) turning 
their contact with the educational system into years of schooling. Here we update this analysis for 
Honduras and find that although Honduras i s  s t i l l  performing badly on a l l  these indicators, i t  has 
improved considerably in the last 5 years (see Figures XXIV, XXV and XXVI and Table XVQ. 

Figure XXIV: 

Ag e-en rollment profiles 
1999 2004 
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Figure XXV: 
Years in school and years of schooling 

1999 2004 
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Table XVI: Enrollment rates bootstrap* 
Age 1999 2004 

lo ER up l o  ER up 

6 0.528 0.568 0.609 0.790 0.809 0.825 
7 0.814 0.828 0.849 0.927 0.943 0.959 
8 0.880 0.901 0.924 0.938 0.949 0.956 
9 0.897 0.913 0.927 0.962 0.970 0.981 

10 0.899 0.919 0.935 0.947 0.960 0.966 
11 0.877 0.893 0.929 0.933 0.940 0.952 
12 0.799 0.820 0.850 0.834 0.851 0.866 
13 0.650 0.680 0.713 0.763 0.782 0.804 
14 0.502 0.547 0.605 0.657 0.676 0.703 
15 0.450 0.472 0.509 0.573 0.608 0.629 
16 0.357 0.387 0.421 0.493 0.507 0.531 
17 0.321 0.366 0.412 0.399 0.424 0.458 
18 0.235 0.267 0.297 0.344 0.370 0.402 

* 95% intervals, 250 re-samples 
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Figure XXVI: Level of  Education by Region 20 to 30 Years Old 
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Micro-simulation 

93. We now simulate the impact o f  alternative interventions in education on several 
indicators. The objective of the exercise i s  to evaluate where it would be best to invest in 
education in Honduras. In order to do this, we rely on this simple model: 

Ly., = E (W,,Xi> 

94. Where LYiU i s  the conditional expectation earning function for individual i residing in 
region u. "xis" i s  the vector of individual characteristics (education, gender, age, square age.. .) 
used in educational simulation s, U, and U, are the urban and rural prices, Ysh i s  the per capita 
income of individual i in household h and D, i s  the simulated distribution o f  per capita household 
income. 
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Simulation 1: 
The education of 50,000 rural individuals aged 20 to 30 i s  upgraded from incomplete primary to 
complete primary. 

Simulation 2: 
The education of 50,000 rural individuals aged 20 to 30 i s  upgraded from incomplete secondary 
to complete secondary. 

Simulation 3: 
The educational distribution of rural individuals aged 20 to 30 i s  reshaped to the distribution of 
urban individuals in the same age range. 

Simulation 4: 
The educational distribution of rural individuals aged 20 to 64 i s  reshaped to the distribution of 
urban individuals in the same age range. 

Table XVII: Changes in Simulated Distributions 

Simu 1 0.24% -0.1 7% -0.37% -0.49% 0.45% -0.1 5% -0.1 2% -0.19% 
Simu 2 0.53% -0.30% -0.27% -0.22% 0.49°/o 0.03% 0.1 8% 0.21 Yo 
Simu 3 5.74% -3.53% -3.84% -4.02% 6.28% -0.36% 0.1 5% -0.02% 
Sirnu 4 75.33% -31.98% -42.19% -47.31% 82.52% -2.86% -3.35% -4.43% 

A%Mean A%FGTO A%FGTl A%FGT2 A%SEN A%Gini A%DER(.5) A%DER(.75) 

Note: The poverty line used was the average between the INE's urban and rural poverty lines (1,141 Lpdmonth). 

Table XVIII: Simulated Probability to Migrate 
by Age Group 

Actual 14.45% 20 to 30 
Prob. to Migrate Age Group 

Sim 1 15.05% 20 to 30 
Sim 2 15.22% 20 to 30 
Sim 3 28.35% 20 to 30 
Sim 4 28.97% 20 to 64 

Figure XXVII: Kernel Density Estimate o f  
simulated Distribution (Simulation 3) 

l- I AcNaI ----- Slrn" 3 

Figure XXVIII: Kernel Density Estimate of 
simulated Distribution (Simulation 4) 

l- stmu 4 1 Actual ----- 
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95. A caveat for these simulation exercises i s  they are partial equilibrium. In consequence, 
relative prices, held constant in these exercises, might be affected by the intervention considered. 
However, in the case o f  Honduras, the baseline wage differentials are relatively high; suggesting 
that any change in the parameters would likely have second order effects. 

96. The return on investing in education i s  higher in rural than in urban areas. This i s  due to 
two reasons. First, the rate of return on education i s  higher in rural than in urban areas because 
educational levels are lower in the former versus the latter. Second, education increases the 
probability of migrating to urban areas, where the urban environment i s  likely to induce further 
reductions in fertility. 

97. 
improves earnings, reduces poverty and decreases inequality. 

Thus, ceteris paribus in all simulations, improving the education o f  rural workers 

98. Simulations 1 and 2 have l i t t le impact, however. But simulation 3 merits more serious 
consideration. I t  assumes that the government invests in education in rural areas, so the 
distribution o f  education for individuals aged 20 to 30 years in rural areas should be the same as 
the actual distribution of education in urban areas for the same age group. According to this 
scenario, ceteris paribus, mean income would increase by approximately 6%, the poverty rate 
would decrease by 3.5% and the Gini coefficient would remain practically unchanged. But, if this 
policy were to be sustained for a long period o f  time, such that in the long run the education o f  
rural and urban workers would be equal, the effects would be much greater. Under this scenario, 
ceteris paribus, mean income would increase by approximately 75%, the poverty rate would 
decrease by approximately 30% and the Gini coefficient would also decrease by 3% (see Table 
XVIQ. 
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Appendix I: Population by Labor Market Status 

Population by Labor Market Status 

I POPULATION 115 -641 
3.9w.m I 

Inactive UnemDlOVed - 
59% 3% 38% 

59% 
Rural - Urban - 

52% 48% 
Salaried Indewndent IndeDendent 

61% 39% 38% 62% 

10% 90% 4 %  96% 2% 98% 1.9% 98.1% 
~ l n f o r m a l ~ l n f o r m a l ~ l n f o r m a l F o r m a l l n f o r m a l  

’ublpriv _ _  Pub1 Prlv 
17% 63% 44% 56% 

UnernDloved 
3% 

Rural _. Urban - 
6% 32% 

- 
38% 

50% 50% 
&&I 

e: Salaried workers are “formal” if they have access to 7 labor mz ated benefits. 
Salaried workers are “formal” if they eam-more than I O  times the poverty line income. 
Self-employed workers are “formal” if their firm size (measured by employees) i s  greater than five. 
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Population by Labor Market Status and Gender 

MALE POPULATION (15 - 64) 
1,879,335 

Emoloved Unemoloved - 
82% 3% 15% 

Emoloved 
82% 

Urban - Rural 
46% 54% 

Salaried lndewndent Salaried lndewndent 
63% 37% 40% 60% 

Formal Informal Formal Informal Formal Informal lnformal 
8% 92% 6% 94% 2% 98% 2.0% 98.0% 

- 

--  
Pub1 Prlv -- Pub1 Priv -- 

36% 64% 47% 53% 

Unemoloved 
3% 

Urban - Rural 
74% 26% 

15% 

61% 39% 

FEMALE POPULATION (15 - 641 
2,104,474 

Emoloved Unemoloved - 
38% 3% 59% 

Inactive 

Emoloved 

Urban Rural 

Salaried 

Formal Informal Formal Informal Formal Informal Formal Informal 
1.7% 98.3% 

Pub1 Priv Pub1 Priv 
38% 62% 38% 62% 

-- -- 

Unemploved 
3% 

Urban - Rural 
62% 38% 
- 

- 
_. Urban Rural 

59% 

48% 52% 
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Appendix 11: The responsiveness o f  earnings to the price of commodities 

99. Real earnings in rural areas appear to be 
sensitive to the conditions in international markets. 
W e  hypothesize that earnings are affected by 
changes in the prices o f  the commodities produced 
in each region. 

100. In order to explore this hypothesis we 
construct an index o f  the price o f  commodities for  
each province in Honduras. The index i s  
constructed as follows. First, for bananas, beans, 
coffee and corn, at each point in time, we average 
the prices for  the previous 12 months using 
monthly series. Second, in each province, we 

Figure AII.1: 
Log Commodity Index 

compute a weighted average for these 4 averaged prices using the share in total value added o f  
each commodity as weights.23 The average logarithm of the index for the whole country i s  
presented in Figure AII. 1. 

101. As we see in Figure AI.1, the index o f  prices for agricultural commodities produced by 
Honduras has collapsed since 1999. I t  dropped by approximately 50%. This shock to external 
prices could easily explain the drop in rural earnings during the same period. 

In order to test this hypothesis, we estimate the following model using panel data: 

Log Real Earningsi, = pi + h, + p Log Commodity Indexi, + uir 

where i index provinces and t survey-year. The Log Real Earningsi, are estimated using cross- 
sectional data. For each cross-section we estimate a Mincerian earnings function including 
province dummies, and then take these dummies as an estimate of Log Real Earningsi,. The 
advantage o f  this procedure i s  that it controls for changes in labor force composition over time 
that could be correlated with the causing variable o f  interest. 

The estimated model is: 

Log Real Earningsi, = pi + h, + 0.17 ** Log Commodity Indexi, + uir 
(0.05 5) 

102. Thus, we estimate an elasticity of real earnings to the commodity index o f  0.17. A drop in 
this index o f  about 50% would decrease average real earnings by approximately 9%, which 
coincides with the drop in rural earnings in the last years, during which real rural earnings 
decreased b y  approximately 30%. This represents around 30% o f  total earnings, implying a 9% 
drop in average earnings. 

103. Thus, we find evidence that supports the hypothesis that the poor performance in rural 
areas in recent years could be explained by  adverse external shocks to the price of 
commodities produced in Honduras. 

Because the LSMS i s  not a representative survey for agriculture, a re-weighting o f  total national 23 

production o f  each commodity is used (based on INE's last agriculture survey). 
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Appendix 111: Time Series Statistics: Robustness check 

104. In the main text of this paper, we have documented a drop in rural employment and real 
earnings since 2001. Although there i s  no official evidence available about specific changes in the 
framework of the survey or in the sampling scheme, we constructed evidence about changes in 
sampling weights that could potentially affect the consistency of the time series statistics used in 
this background paper. 

105. Figure AIII.l shows several jumps in the estimated total population in several rural 
agglomerates (right panel) in 2001. This might bias the aggregate time series we used in this 
paper. In order to investigate this potential problem, we re-weighted each observation, 
maintaining the 1998 structure (see Figure AIII.2). Figures AIII.3 and AIII.4 present Figures X 
and XIV using the re-weighted data and there i s  no observable change in the series. Thus, we 
should conclude that the changes observed since 2000 in the time series are not the result of a 
change in the sampling scheme o f  the Household Survey. This could have been the case if the 
survey were to have assigned more weight to the poorest areas. 

Figure AII I . l  

Figure AIII.2 
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Figure AIII.3: Employment and Unemployment 
Recent Trends (Re-weighted Data) 
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Figure AII IA: Real Wages: Recent Trends (Re-weighted Data) 
Log Real Wage 
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106. In addition, sample sizes were substantially increased beginning in 2001 (See Figure 
AIII.5). However, they were reverted to their normal sizes in the last rounds o f  the survey, and it 
i s  therefore unlikely that this biases the time series gathered from the household survey. However, 
to verify this, we recalculated Figures X and XIV again, excluding the CortCs and Francisco 
M o r a z h  Provinces (panels 5 and 8) where sample sizes increased the most, and found no change 
at a l l  in the aggregate time series. 

Figu 
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Appendix IV: 

107. In this appendix we simulate the impact of remittances on poverty levels. There are two 
effects at work. One, directly, w i l l  contribute to poverty alleviation. This i s  the effect of 
remittances per se. The other effect operates indirectly. We have seen that remittances affect the 
employment o f  women, and hence, ceteris paribus, might increase poverty. 

108. In order to disentangle these two effects and to estimate the contribution of remittances 
on poverty reduction, we estimate the following model for females (using self-notation and the 
notation introduced in section VII): 

~ ( u r  = 1 & female = I ) E ( ~ , ,  x i )+  

+ I ( r u  = 1 & female = I ) E ( ~ , . ,  x i )  
LY, = P( paticipate I x i ,  remitt) 

+ I(ma1e = 1)LY, 

+ I(ma1e = 1 ) L q  

Simulation 1: 
Individual remittances were eliminated from the family income leaving everything else constant. 

Simulation 2: 
Individual remittances were eliminated from the family income but behavioral adjustments i n  the 
labor market participation were allowed for females. 
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Elimination of Remittances with and without 
Female Participation Adjustment. 

SlMU 1 SlMU 2 
A%Mean -8.43% -8.25% 
A%FGTO 4.71 '/o 
A%FGTl 8.76% 
A%FGT2 11.56% 
A%FGTO 6.1 1 Yo I/ A%FGTl 11.78% 
A%FGT2 16.20% 
A%FGTO 3.62% 
A%FGTl 6.75% 
A%FGT2 8.71% 
A%SEN -1 0.68% 
A%Gini 1.69% 

A%DER(.5) 1.03% 
A%DER( .75) 1.38% 1 .36% 

Note: INE's urban and rural poverty lines were used 
Author calculation based on micro data from the 2004 LSMS survey 

4.70% 
8.45% 
11 .09% 
6.1 2% 
11.28% 
15.38% 
3.60% 
6.55% 
8.45% 

-1 0.35% 
1.58% 
1.01 Yo 

109. Thus, we see that remittances reduced poverty in Honduras by approximately 5%. T h i s  i s  
little affected by labor market adjustments for females. I t  also reduced inequality by 
approximately 2%, as measured by the Gini coefficient. 
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3. LABOR MARKETS IN HONDURAS, 1990 - 2004: 
CHILD LABOR, LABOR FORCE PARTICIPATION, AND WAGE GAPS 

Karla Breceda, Kalpana Mehra and Andrew Morrison’ 

1. INTRODUCTION 

1. This document analyzes women’s participation in the labor market in Honduras, from a 
very early point in their l i fe  cycle (child labor) through their participation as adults in the labor 
market. 

2. The thread that leads us through our analysis i s  a gender approach, which allows us to 
compare the experiences of girls and women with those o f  boys and men. Some o f  the results of 
this analysis are not surprising. Such i s  the case, for example, of the finding that boys are more 
likely to work than girls, or that children from poor households are more likely to work than 
children from non-poor households. Nor i s  it surprising that the rate o f  female labor participation 
i s  higher in urban areas than in rural areas, or that there are income and wage gaps favoring men. 

3. Other results are more unexpected. With respect to child labor, the finding that poverty 
has more to do with child labor among boys than among girls i s  important. This difference has 
important implications for designing a public policy to reduce child labor. Similarly, the 
asymmetrical evolution of male and female labor participation during the 1998-1999 crisis offers 
important lessons with respect to designing a social protection network. Finally, the fact that 
female labor participation in Honduras i s  very low compared to other Latin American countries, 
and that it has grown at a much slower rate than regional averages during the past 13 years, also 
highlights an important area for public policy actions. 

4. This document i s  structured in the following manner. Section 2 analyzes the problem o f  
child labor in Honduras, exploring patterns of child labor and examining i t s  causes. The section 
stresses the relationship between school attendance and child labor, and how other factors related 
to this phenomenon vary according to the sex of the child or young person. Section 3 provides a 
detailed analysis of male and female labor participation, including a description o f  trends over 
time and the differences between the sexes and different age groups and cohorts. Wage gaps are 
analyzed in Section 4, along with the total wage gaps between Honduran men and women. 
Finally, Section 5 summarizes the document’s main conclusions. 

2. CHILD LABOR 

Patterns of Child Labor in Honduras 

5. Honduras has one of the highest rates o f  child labor in Latin America.24 According to 
data from the L O  for 2000-the last year for which data i s  available for a large number of Latin 
American nations-the only Latin American country surpassing Honduras’ child labor rate was 
Bolivia. 

+ The opinions expressed herein pertain only to the authors, and not the World Bank. 
24 International conventions and Honduran legislation consider child labor as any work carried out by a 
person younger than 18 years o f  age, whether outside o f  the home or as part o f  a family business. Young 
people between the ages o f  15-17 years may legally work if they obtain a document from the Ministry o f  
Labor authorizing them to do so. Most young people from this age group, however, work without such 
authorization. 
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8. The Multi-Purpose Household Survey 
conducted in May 2002 provides more complete 
information about child labor. This survey 
included a special module about the theme of 
child labor.25 

9. The proportion o f  the population that i s  
economically active and employed increases 

6. Figure 1 illustrates the child labor rates in ten different Latin American nations for 
children aged 10-14 years in 2001. Some 18.2% of Honduran boys from this age group were 
working, while the rate was 7.9% among Honduran girls of the same age. The national rate for 
both sexes was 13%. Both Honduran girls and boys had the highest child labor rate in the region, 
after Bolivia. I t  i s  worth noting that the Honduran child labor rate i s  well above the rates found in 
other Central American countries. 

Figure 1: Child Labor Rates, 10-14 years of  
age: Latin America 

AR CR MX ES EC DR NI BR HO BO 

Source, ILo, LABORST*, 

10. There are marked differences between rural and urban areas with respect to the 
percentages o f  working children. As detailed in Table 1, the percentage o f  working boys and 
girls i s  generally much higher in rural areas than in urban areas.26 Among all children 5-17 years 
o f  age, the percentage o f  those who work i s  67.5% higher in rural areas than in urban areas 
(1 8.6% vs. 1 1.1 %). The differences between boys and girls are also notably greater in rural areas. 

Table 1:. Proportion of  the Economically Active and Employed Population, 
by Age Range, Sex and Area Honduras, 2002. 

Age Groups Rural Areas Urban Areas 
Boys Girls Total Boys Girls Total 

5 - 9  3.7 1.2 2.5 1.4 1.1 1.2 
10- 14 33.3 9.4 21.8 11.7 8.5 10.1 
15 - 17 77.2 18.5 49.7 38.2 23.8 30.4 
Total 29.2 7.4 18.6 12.9 9.3 11.1 

Source: Republic o f  Honduras, 2003 

Factors Causing Child Labor: The Role of Poverty 

11. We often hear that poverty i s  the main factor responsible for the phenomenon o f  child 
labor. Using cross-sectional data from various countries, different authors have documented the 
fact that there i s  an inverse relationship between per capita income and the child labor rates (Deb 
and Rosati, 2003). 

25 The information presented in the remainder o f  this sub-section corresponds to the Republic o f  Honduras 
(2003). 
26 With the exception o f  young women between 15-17 years o f  age, for whom the proportion o f  the 
employed EPA i s  higher in urban areas than in rural areas. 
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12. Figure 2 documents the relationship 
between per capita income and child labor rates 
for a sample o f  10 countries in 2001.27 With a 
child labor rate o f  13% (13% of children 
between the ages o f  10-14 work), and an annual 
per capita income of US$1,030, Honduras’ 
position in the non-linear curve corresponds to 
the average relationship between child labor 
rates and per capita income. In other words, 
Honduras has the exact child labor rate that we 
would expect given i t s  level of per capita 
income. 

Figure 2: Child Labor Rates (10-14 years) 
and Per Capita Income Levels: 10 

Countries, 2001 

$1 030 S2350 92760 $4310 $740 I e Chld Lator Rates -Log [Child Labor Pates) 

Source: L O .  LABORSTA. 

13. 
relationship between poverty and child labor, at least at first sight. 

Data from the Multi-Purpose Household Survey o f  May 2002 appears to confirm the 

14. Some 78.9% of working children come from poor households, which i s  a higher 
percentage than the 63.9% of households that are poor nationwide. Moreover, while 45.2% of 
households nationwide live in conditions of extreme poverty, some 65% of  working children 
come for extremely poor households (Republic o f  Honduras, 2003). See Table 2. 

15. Nonetheless, this comparison of averages i s  not sufficient for reaching definitive 
conclusions. If we consider that poor households, on average, have a larger number o f  children 
than non-poor households, it i s  not surprising that the percentage of working children from poor 
households w i l l  always be higher than the percentage o f  poor households. 

Table 2:. Household Poverty Levels and Child Labor: Honduras, 2002 
Area Households in Extreme Poor Households Non-Poor Households 

Poverty 
% o f a l l  % o f  % o f a l l  % o f  % o f a l l  % o f  
households employed households employed households employed 

EAP (5-17 EAP (5-17 EAP (5-17 
years) f rom years) f r o m  years) f r o m  
these these these 
households households households 

Urban 27.1 38.8 56.2 69.2 43.8 30.8 
Rural 62.8 76.7 71.5 83.2 28.5 16.8 
Total 45.2 65.0 63.9 78.9 36.1 21.2 

Source: Republic of Honduras, 2003. 

Beyond Poverty: Incentives, Budgetary Constraints, and Non-Altruistic Parents 

16. The presence o f  working children in households that are neither poor nor extremely poor 
demonstrates that poverty i s  not the only cause of child labor. To facilitate an analysis o f  other 
causes o f  child labor, Bhalotra and Tzannatos (2003) proposed the classification o f  determinant 
factors in three categories: incentives, budgetary constraints, and principal-agent problems. 

’’ These are the ten countries for which the ILO’s L A B O R S T A  database has ch i ld  labor rates fo r  10-14 
year olds. 
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17. Incentives that push children to work arise when the returns to activities other than 
working are lower than the returns from work. For example, child labor might take place when 
returns from education are less than the returns from work. 

18. When a household faces strong budgetary constraints, the cost of sending children to 
school becomes so high that, even if school might provide greater returns, families opt to send 
children out to work. 

19. Finally, we generally assume that parents are altruistic and therefore make decisions 
based on what wi l l  maximize their children’s well being. The principal-agent problem arises 
when adults are confronted with incentives that favor decisions that sacrifice their children’s 
well-being and instead benefit the well being o f  adults. 

20. 
families, but the phenomenon also exists in traditional households and single-parent households. 

We frequently assume that the principal-agent problem i s  more severe in reconstituted 

Econometric Models of Child Labor in Honduras 

21. Keeping in mind this classification o f  the causes o f  child labor, we have estimated an 
econometric model for the household’s decision to send children out to work. T h i s  i s  a “probit” 
model that estimates the importance of a series o f  factors in determining the probability that a 
child wi l l  work. Table 3 contains a description of the factors to be examined with the probit 
model. 

Table 3:. Determinants of Child Labor and School Attendance: Expected Effects and Estimated Results 
Factors that affect the Expected Effects Results 

probability of child labor and 
school attendance 

I. Relative Incentives 
Educational level o f  the head of 
household andlor husbandlwife. 

Rural or urban location. 

Presence o f  brothers or sisters 
younger than 6 years o f  age. 

Presence o f  brothers or sisters 
between 7-14 years o f  age. 
Presence o f  other adults (15-59 
years o f  age) in addition to 
parents. 

Presence o f  an adult older than 
60 years o f  age. 
Self-employed agricultural 
work, or own business provides 
household’s main income. 

Educated parents normally place a greater return on 
education than uneducated parents. The mother’s 
education level i s  indirectly related to fertility. 
A greater demand for working minors by  agricultural 
production in rural areas would be expected. 

This increases the demand for childcare in the home, 
and therefore reduces the probabil ity o f  studying or 
working. 
This increases the supply o f  childcare, and therefore 
increases the probabil ity o f  studying or working. 
N o t  determined. In terms o f  available income, this 
increases the probabil ity o f  studying and reduces the 
l ikelihood o f  working. In terms o f  economic 
dependency, i t  increases the need for additional 
income. 
This increases the rate o f  dependency, and therefore the 
need for additional income. 
Family businesses increase the demand for chi ld labor. 

M i x e d  evidence. 

Confirmed for  
boys but not for 
girls. 
M i x e d  evidence. 

N o t  confirmed. 

N o t  confirmed. 

Confirmed, but 
the impact i s  
differentiated b y  
sex in the case o f  
agricultural self- 
employment. 
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Factors that affect the Expected Effects Results 
probability o f  child labor and 

school attendance 

Type o f  f loor in the home. 

Services available in the 
household (electricity, 
sanitation, and solid waste 
elimination). 

Possession o f  household 
appliances (refrigerator and 
television). 
Emigration o f  the head o f  
house hold. 

Pertinence to an ethnic minority 
group (indigenous). 

Urban residence. 

2. Budgetary Constraints 
A dirt floor in the home i s  correlated wi th  household 
poverty, and therefore with chi ld labor. 

The lack o f  these services is correlated wi th  household 
poverty. 

Proxy for household income or wealth. 

Emigrants are sources o f  family monetary remittances, 
which increase household income and therefore reduce 
the probabil ity o f  chi ld labor. 
Proxy for  household income or wealth. 

Poverty i s  less prevalent in urban areas. 

Confirmed, but 
the impact i s  
more important 
in relation to 
boys than girls. 
Confirmed but 
the impact i s  
more important 
in relation to 
boys than girls. 
M ixed  evidence. 

N o t  confirmed, 

Confirmed. The 
impact i s  
differentiated b y  
sex. 
Confirmed for  
boys older than 9 
years, but not for 
girls. 

Factors that affect the Expected Effects Results 
probability of child labor and 

school attendance 

Biological relationship between 
chi ld and head o f  household. 
Sex o f  the head o f  household. 

3. Main-Agent Problem 
Proxy for altruism o f  the head o f  household. 

I t  i s  l ikelv that women are more altruistic than men. 

N o t  confirmed. 

N o t  confirmed. 

22. I t  i s  important to emphasize that the model was estimated separately for different age 
groups, and for boys and girls. The details of the estimation (marginal impact of independent 
variables on the probability that a boy or girl works, z statistics, levels o f  significance o f  
coefficients, and other details) may be found in Appendix 1.** Here, we wi l l  limit our discussion 
to the main results. 

23. One main result i s  that school attendance reduces the probability that a boy w i l l  work, but 
i t  has either no effect on girls (in the case o f  girls between 5-9 years o f  age), or much less impact 
than it does on boys. For a boy between the ages o f  10-14 years o f  age, for example, school 
attendance reduces the probability that he w i l l  work by 36%. In the case o f  girls, school 
attendance reduces the probability by only 6%. 

24. Another very notable difference between boys and girls i s  the impact that a household’s 
poverty level has on the probability that they w i l l  work. Variables that measure household 
poverty (lack o f  electricity, lack o f  a sanitary service, a dirt floor) tend to increase the probability 

28 A model for the determinants o f  school attendance was also estimated, the results o f  which may be found 
in Appendix 2. 



76 

that a boy w i l l  work, but generally do not affect the probability among girls. In other words, 
improvements in a household's economic situation would reduce male child labor, but would not 
reduce female child labor. T h i s  distinction i s  more marked for boys and girls between 5-9 years 
and 10-14 years of age. 

25. When the head of household i s  self-employed in agricultural labors, the probability that a 
boy or girl w i l l  work goes up, with the exception of girls younger than 10 years of age. In higher 
age groups, however, the size of the effect i s  much greater for boys than for girls: an increase of 
15% in the probability that a boy wil l  work as opposed to a 4% increase for girls among children 
10-14 years o f  age, and an increase of 26% versus 4% among 15-17 year old males and females, 
respectively. Agricultural self-employment also increases the probability o f  working, but i t s  
impact i s  almost identical for boys and girls. 

26. Finally, urban residence appears to reduce the probability that boys over 9 years of age 
wil l  work, but not girls. Being a member of an ethnic minority increases the likelihood that girls 
between 5-9 years o f  age w i l l  work, but the effect i s  very small. The impact o f  ethnicity on the 
probability o f  working i s  2.6 times greater for boys than girls between the ages of 10 and 14 years 
(an increase o f  7.3% vs. 2.8%). For young people aged 15-17 years, the estimated impact of 
ethnicity i s  almost identical for males and females, although the coefficient for males i s  not 
statistically significant. 

27. I t  i s  commonly believed that boys who live in households with few resources drop out of 
school to work. However, i t  i s  also common for boys to combine school and work. Thus, to 
analyze the determinants o f  child labor, we must not consider child labor and school attendance 
as two exclusive activities, but rather as two interdependent decisions. Therefore, we wil l  
analyze the determinants o f  child labor and school attendance simultaneously in this next section. 

28. A bivariate "probit" model was estimated since i t  allows us  to model the decisions to 
work and to study interdependently. The same household characteristics described previously 
were used for this analysis. The details of the estimation (equations, estimates, marginal impact 
of independent variables on the probability that a boy or girl wi l l  work and/or study, z statistics 
and levels of significance o f  coefficients, and other details) may be found in Appendix 3. Here, 
we only observe that the results of the bivariate probit are very s i m i l a r  to the regressions 
presented above. Stated in another manner, the relationship between child labor and school 
attendance does not seem to bias the results presented above. 

29. Although a simultaneous analysis of child labor and school attendance does not produce 
results that would refute the assertion that school attendance among children tends to reduce the 
probability that they w i l l  work, the analysis did, in fact, demonstrate that not all factors that 
reduce the probability o f  attending school wi l l  increase the probability o f  working. Thus, the 
final part o f  this analysis looks beyond the decision to work or not, and tries to estimate the 
reduction in hours worked as a consequence of attending school. 

30. To calculate the effect that school attendance has on the number o f  hours that children 
work during the week, the following model was developed on the basis o f  Rosati and Rossi 
(200 1). 

s* = Z'g + u  

h" = X ' b  - 3s *+& = X ' b  + 3/(Z'g + u )  + & 
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31. In this model, s* represents children’s school attendance and h* the number of hours 
worked during the week. Therefore, the decision to jointly study and work i s  described through a 
system o f  simultaneous equations that combine a tobit model for the number o f  hours worked, 
and a probit model for the probability of attending school. 

32. The following variables were used as determinants for school attendance: age, age 
squared, the number o f  household members, the number o f  children between 5-17 years of age in 
the household, the number of children younger than 5 years of age in the household (this variable 
interacts with the child’s sex to determine if the presence of babies has a different effect on boys 
and girls), net household income, children’s income, and the household’s location (rural or 
urban). 

33. As the model controls for income, parent’s education should reflect the household 
preferences for education. On the other hand, the education o f  the parents should not directly 
influence the decision about the length o f  the workmg time. Therefore we used parent’s education 
to identify the model together with the functional form.*’ 

34. Estimated results are presented in detail in Appendix 4. We see that children between 5 
and 17 years o f  age who attend school work an average o f  6.5 fewer hours per week than children 
who do not attend school. T h i s  difference rises to 10.5 and 14.6 hours when we consider only 
children older than 10 years, and only children older than 15 years o f  age, respectively. 

35. One finding worth emphasizing i s  the effect that the presence of  children younger than 5 
years o f  age in the household has on school attendance and the hours worked by girls. The effect 
of having babies in the household i s  quite different for boys and girls between the ages of 15-17 
years of age, since although it reduces the probability that boys w i l l  go to school, it reduces the 
probability among girls even more. Moreover, the presence of babies in the household increases 
the number o f  hours that boys work, but reduces the number o f  hours that girls work. In other 
words, i t  i s  less likely that young women between the ages of 15 and 17 years w i l l  go to school, 
and they w i l l  probably work fewer hours, if there are babies present in their household. T h i s  
finding has great relevance for public policies, since access to childcare services could potentially 
have an impact on school attendance by girls. 

36. Added to the previous results, these last ones give us  a more complete picture of the 
situation of children and young people in Honduras. On the one hand, we see that school 
attendance and higher household incomes reduces the probability that young people-and 
particularly children-will work. However, these two factors have much less or even no impact 
on the labor participation o f  girls and female teenagers. On the other hand, we find that attending 
school reduces the hours that boys and girls work, but this reduction i s  less among girls, and even 
less so if the girl lives in a household with babies. In other words, boys combine school 

29The model assumes the two equations may be correlated v ia  their error terms, since there may be 
variables that cannot be observed-such as children’s abilities-that could affect both variables. Children 
with more abilities probably attend school and work fewer hours than others. Therefore, a negative 
correlation between the two errors is expected. In order to estimate a model o f  simultaneous equations w i th  
correlated errors we must assume that each equation describes a linear relationship, contrary to the model 
we are trying to estimate. Therefore, we f i rs t  estimated a model with two separate non-linear regressions 
and then a linear simultaneous model in order to obtain the correct errors. The results o f  these regressions 
are not demonstrated here, since the significance o f  the parameters does not change b y  including correlated 
errors. Thus, despite the fact that the demonstrated results have non-correlated errors, the significance o f  
parameters i s  the same as if they were correlated. 
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40. Although this pronounced increase in female labor participation did not continue through 
2004, reductions in participation were not sufficient to return women’s participation rate to pre- 
crisis levels. I t  i s  likely that two types of women joined the labor market between 1995 and 1999: 
those who did so to survive the adverse effects of the crisis, and those who decided to enter the 
labor market independently of the deteriorating economic situation. 

41. 
the change in Women’s labor participation in I Figure 4: Female Labor participation: Latin 

To better understand the factors behind 

Honduras during the past fifteen years, we must: 
Compare this trend with trends in 
the rest o f  Central and Latin 
America. 
Analyze the behavior o f  different 
age groups and cohorts. . Analyze unemployment trends, 
keeping in mind the l i m i t s  to 
measuring unemployment. 
A comparative view: female labor 
participation in Honduras versus the 
rest o f  Latin America 

42. Compared with the other countries of 
the region, Honduras has a relatively low female 
labor participation rate. In 2002, this rate was 
47%, compared with a regional average of 
5 1.7% (see Figure 4). 

43. Although most countries with low levels 
of female labor participation underwent rapid 
increases in this rate during the 1990-2000 
period, this was not the case in Honduras or 
Costa Rica, whose growth rates were much 
lower than the regional average o f  21.6% (see 
Figure 5). 

44. According to CEPAL, the dynamic of 
the Latin American labor market during the 
1990s was characterized by the following: 

45. An increase in the female employment 
rate and a decrease in the male employment rate. 

* 2002 for most countnes For some countnes (Brazil, El 
Salvador, Nicaragua, Paraguay and Peru), data i s  from 
2001 The numbers refer only to urban areas in the cases o f  
Argentina and Paraguay 
Source CEPAL Women’s Unit 

I 

Figure 5: Increase (%) in Female Labor 
Participation 1990-2002 
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* 2002 for most countnes For some countnes (Brazil, El 
Salvador, Nicaragua, Paraguay and Peru), data i s  from 
2001 The numbers only refer to urban areas in the cases of 
Argentina and Paraguay 
Source CEPAL Women’s Unit 

I 

46. An insufficient increase in employment among women to absorb the expansion o f  the 
economically active female population, which translated into higher rates of  female 
unemployment and an increase in the gap with respect to male unemployment. 

47. These trends were also observed in Honduras during the 1990s. 

48. 
years of instruction. 

A rapid growth of female participation among those o f  the employed that had 13 or more 
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49. 
proportion o f  women working in the areas of domestic and social  service^.^' 

The “feminization” of activities such as farming and commerce added to the high 

Analysis of Age Groups and Cohorts 

Age Groups 

50. As we see in Figure 6, the participation rate of all age groups increased during the first 
half of the 1990s, with the exception of the age group older than 49 years. With the 1998-1999 
crisis, the participation of all age groups increased. Once the crisis was over, female labor 
participation among all age groups diminished. 

5 1. We also see different trends by breaking 
down the information by urban and rural areas 
(see Figures 7 and 8). In urban areas, the 
participation rate for all age groups was 
extremely stable between 1990 and 1995, and 
then rose markedly between 1995 and 1999, and 
then dropped between 1999 and 2004. In rural 
areas, however, the participation rates for all age 
groups-with the exception of women over 49 
years of age-increased during the entire 1990- 
1999 period, and we only saw a reduction in 
participation rates beginning in 1999. 

Figure 6: Evolution of Female Labor 
Participation: Honduras, 1990-2004 
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52. In urban areas, the participation rate of young women went from lower than the rate 
among older female members of the labor force in 1990, to a higher level in 2004. The 
participation o f  young women increased from 23.5% to 36.5% during the 1990-2004 period, 
while the participation rate of women over 49 years of age was the same at the end of the period 
as i t  had been in the beginning (see Figure 7). 

Figure 7: Evolution of Female Labor 
Participation (Urban), by Age Groups: 

1990-2004 
I 
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Source EPHPM 

Figure 8: Evolution of Female Labor 
Participation (Rural) by Age Groups: 1990- 

2004 

70 I:: 3 

1990 1995 1999 2004 
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I Source: EPHPM 

Age Cohorts 

53. Analyzing female labor participation through the behavior of different age cohorts, we 
see that i t  was generally more likely that a woman would participate in the labor market as her 
age increased, until she reached 49 years of age. However, as we observe in Figure 9, the 1998- 

32 CEPAL (2001). 
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1999 crisis had a certain impact on this 
behavior. During the crisis, the increase in labor 
participation-passing from the 25-34 age group 
to the 35-49 age group-was much more 
marked for the cohort that reached 35-49 years 
in 1999 than for the those reaching this age prior 
to the crisis. Similarly, the reduction in the 
participation rate among the 35-49 age group 
and for the group over 49 years of age was more 
pronounced for the cohort making this transition 
immediately following the crisis. 

54. It would appear reasonable, therefore, to 

~ 

Figure 9: Evolution of Female Labor 
Participation, Different Age Cohorts: 

Honduras, 1990-2004 
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Sectorial Analysis 

55. As a response to the crisis, the share 
o f  women working in commercial activities 
increased at the expense of social services. In 
contrast, the breakdown of male employment 
by sector shows no significant variations (see 
Figure10 and 11). Thus, women's shift 
towards employment in the commercial sector 
strengthens the hypothesis that women joined 
the labor force to cope with the adverse effects 
o f  the economic crisis. 
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-Figure 10: Women Employed in Honduras by 
Economic Activity 
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Figure 11: 
Share of Workers by Economic Activity Share of  Female and Male  Workers in 

Commercial Activities 
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Unemployment 

56. Although the increase in female labor participation i s  a reflection of women’s intention to 
obtain a job, high levels of unemployment combined with this increase demonstrate the labor 
market’s inability to employ all o f  these women. The unemployment trends in Honduras are 
analyzed below, along with the trends in labor participation described above. 

57. As we see in Table 4, the increase in female labor participation between 1990 and 1995 
was accompanied by a reduction in female unemployment. Therefore, it was a period in which 
women’s participation in the labor market underwent a positive increase. 

Table 4:. Unemployment and Labor Participation in Honduras 
1990 1995 1999 2004 

Female Male Female Male Female Male Female Male 
Participation 

National 33.2 83.9 34.6 85.2 44.2 83.0 37.5 82.0 
Urban 44.5 75.5 43.8 79.6 52.3 79.6 47.1 77.5 
Rural 23.3 89.8 26.2 89.7 36.3 86.0 27.1 86.0 

National 0.7 1.1 0.3 1.0 0.8 1.8 2.2 3.6 
Urban 1.3 1.8 0.4 1.5 1.1 2.6 3.0 5.5 
Rural 0.2 0.6 0.2 0.5 0.5 1.0 1.3 2.0 
Source: EPH - May 1990, March 1995, March 1999 and May 2004 

Uneplo yment 

58. Unfortunately, the 1998 crisis altered this panorama, since female participation increased 
by more than 25% during the 1995-1999 period while female unemployment simultaneously 
more than doubled. This indicates that the labor market was unable to absorb the increase in 
female labor supply fueled by the reduced household incomes. 

59. The significant increase in the unemployment rate and the marked decrease in the rate of 
labor participation between 1999 and 2004 tells us that although fewer women wanted to enter 
the labor market in relation to 1999, those who did decide to look for work faced a lower 
probability of finding a job than in 1999. Thus, it i s  very likely that part o f  the reduction in the 
rate o f  participation was the result o f  discouragement. In other words, those women who decided 
to seek work and did not find it decided to abandon their search and therefore exited the labor 
force. 

60. I t  i s  important to break down these 
unemployment trends by age groups and area o f  
residence. Figure 12 confirms that, l ike in other 
countries, younger women have the highest rates 
of unemployment. We see clearly that the 
unemployment rate rose for all age groups 
between 1995 and 2004, with the exception o f  
women over 49 years o f  age (which rose 
between 1995 and 1999). The increase in 
unemployment has been especially high for 
women between 15 and 24 years o f  age. 

Figure 12: Female Unemployment in 
Honduras by Age Ranges 
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Source: EPHPM 
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61. With respect to a breakdown by area o f  residence, Figure 13 shows that the female 
unemployment rates are higher in urban areas than in rural, for all age ranges. In addition, this 
breakdown shows that the increase in the unemployment rate has been higher in urban areas. 

I 4. WAGE AND INCOME GAPS 

Wage and Income Gaps: Patterns and 
Evolution 

62. Figures 14 and 15 present income gaps 
between 1990 and 2004. Figure 14 compares 
the income gaps among wage earners, the self- 
employed, and the self-employed from the non- 
agriculture sector. Figure 15 compares these 
same gaps in urban and rural areas. 

Figure 14: Wage Gaps by Type of  
Employment and by Area of Residence in 

Honduras 
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Figure 15: Wage Gaps by Types of 
Employment in Honduras 
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63. The most noteworthy results with respect to income gaps are: 
0 As of 2001, differences in the income o f  salaried workers no longer favored men. 

Nonetheless, the incomes o f  self-employed women are s t i l l  only 60% of  the incomes 
o f  males. This difference, as demonstrated in Figurel4, i s  even greater in non- 
agricultural sectors where women receive less than half the incomes that males 
receive. 
As we see in Figurel5, income gaps only favor women who are employed in the rural 
sector. Although these gaps have gone down in the urban sector, they s t i l l  favor men. 
Thus, the difference between rural-urban gaps i s  greater than i t  was at the beginning 
o f  the 1990s. 
This panorama i s  very different for self-employed women. Although there i s  little 
difference between rural and urban areas, the difference between average male and 
female wages for the self-employed was less in urban zones than rural areas in 2004. 
As table 5 shows, self-employed wage gaps hold also true for hourly wages, since 
self-employed women work almost as many hours as self-employed men. 

0 

0 

0 
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Table 5: Hourly Wage and Hours Worked Gender Gap in Honduras 

employment, 2004. employed workers, 2004 
Urban Rural National Urban Rural National 

Average hourly monetary labor income from self- Average hours worked per month by self- 

Women 19.5 8.5 14.5 Women 163.3 146.8 155.8 
Men 30.3 16.2 25.7 Men 200.7 180.1 193.9 
Gap 64.4% 52.2% 56.5% Gap 81.4% 81.5% 80.3% 
Source: EPHPM Mav 2004. 

64. Therefore, while working women, on average, have similar incomes to men, or even 
higher incomes, self-employed women have significantly lower incomes than men. In addition to 
this difference between female wage earners and the self-employed women, there are fewer 
differences between the incomes o f  women and men in rural areas than in urban areas. 

Beyond a Comparison of Averages: The Matching Technique 

65. The comparison o f  average incomes presented in the previous section has serious 
limitations. The most obvious o f  these i s  the fact that men and women can have different 
characteristics related to their levels o f  productivity and, therefore, their levels o f  income. If we 
cannot control for  these factors, the comparison o f  averages can produce biased results. 

66. The technique most commonly used in literature i s  the wage gap decomposition, 
originally developed by Blinder and Oaxaca in 1973. Through estimating income equations 
separately for  men and women, this technique estimates the hypothetical wage that an “average” 
man would earn if his personal characteristics and human capital received the remuneration a 
woman wi th  these characteristics would receive. The wage gap between men and women i s  
broken down into two parts: the first corresponds to differences in the characteristics o f  men and 
women, and the second to factors that cannot be explained b y  these differences. The second part 
i s  frequently misinterpreted as “discrimination,” but it could also be interpreted as a combined 
impact o f  discrimination and different characteristics in men and women that cannot be observed. 

67. W e  have opted to not use this decomposition technique in this study, basically because 
this econometric model runs the risk o f  not being correctly specified b y  differences in the 
distribution o f  characteristics between men and women. In other words, i t  i s  l ikely that there are 
combinations o f  characteristics for which i t  i s  possible to  find a man in the database but not a 
woman. Similarly, there are certain combinations o f  characteristics for  which we would find a 
woman but not a man. Nopo (2004) describes this situation as gender differences in supports, a 
situation in which a regression analysis does not restrict the comparison o f  individuals with 
similar characteristics. 

68. As an alternative, Ropo (2004) develops a technique that breaks down the wage gap into 
four additive  component^.^^ Figure 16 summarizes the results o f  this breakdown, and Table 6 
presents the differences in results found between wage earners and the self-employed in greater 
detail. 

33 The four components are: i) wage gaps attributable to differences between two groups of men: men 
whose characteristics can be matched with the characteristics of  women, and those that cannot; ii) wage 
gaps explained by differences in the characteristics between men and women in the area of “common 
support”; iii) wage gaps attributable to differences between two groups of women: women whose 
characteristics can be matched with the characteristics of men, and those that cannot; and iv) unexplained 
wage gaps, which correspond to discrimination and unobservable characteristics. 
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69. As we see in Figure 16, most of the wage gap between wage earners nationwide and in 
rural areas can be explained by observable factors, whereas observable factors only explain part 
o f  the wage gaps found in urban zones. In addition, we see that when we control for occupation, 
the unexplained part of wage gaps among those employed in rural zones almost completely 
disappears, and favors women. 

70. As we see in Table 6, after breaking 
down the differences in wages between men and 
women, we found that although the wages o f  
men are on average higher than women’s, men’s 
salaries are almost 10% higher than women’s 
when we take age, education, civil status and 
migratory condition into account. Although this 
difference persists when occupations are 
controlled, it only drops to 8%. Moreover, as 
already mentioned, the difference goes down 
more and even shifts to favor women in the case 
o f  rural areas, when also controlled by 
occupation. 

Figure 16: Gaps in the Average Monetary 
Wages among Individuals between 15-65 

Years of Age in Honduras, 2004. 
Employed pwpie contmiilng 101 
age, education, migration and 

Employed people controlling tor 
age, education. migration. 

mafia1 status mama1 status and occupation 

0 3  0 3  

0 2  n 
0 1  
0 0  

0 1  

-0 2 

-_ 
National Rural Urban Nationai R u m  ~ ! b a n  

source EPHPM May 2034 3 Unexplained share 
Dlnerence b W w n  men W h  CharaCterlstlCE that can be matched to female 
Ch8reCterktiCE and those who cannot 
I Dlnerence between women WRh chaiaCteriStiQ that can be matched to  m l e  

CharaCferlstics and those who cannot 
3 Dmerence in the diStiibutlOn of chaianeriJtks Common between men and 

women 

Table 6: Gaps in Average Monetary Wages among Individuals 15-65 Years of Age, 2004. 

uepenaent worKers 
controllling for age, education, 

uepenaent w o m e n  controllling ror 
age, education, migration, marital 

Part o f  the gap explained by: 

Difference between men with characteristics 

and those who cannot 

Difference between women with 

characteristics and those who cannot 

Difference in the distribution o f  
characteristics common between men and -0.190 -0.146 -0.069 -0.185 -0.139 -0.106 
women 

that can be matched to female characteristics 0.018 0.029 0.030 -0.031 0.013 0.037 

characteristics that can be matched to male -0.046 -0.146 -0.023 0.016 -0.045 0.034 

Unexplained part 0.097 0.073 0.176 0.079 -0.019 0.150 

Wage gap defined as the difference between avergae male and female wage over female wage. 
Source: EPHPM May  2004 

7 1. The results of applying this same methodology to those who are self-employed in non- 
agricultural activities are presented in Appendix 4. We see from these results that most o f  the 
wage gaps between self-employed men and women cannot be explained by observable factors, 
and that these do not diminish when we control for occupation, as was true in the case o f  wage 
earners. In other words, while differences in observable Characteristics such as occupation and 
education can explain much o f  the wage gap between wage earners, and even more so among 
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wage earners in rural areas, these differences cannot explain inequality in the wages o f  the self- 
employed, and can only partially explain the gaps between wage earners in urban areas. 

72. When we compare the results o f  the decomposition o f  the gaps wi th  the overall gaps 
examined in the previous section, we not only confirm that the inequality in wages between men 
and women i s  more marked among the self-employed and among those working in urban areas, 
but also that these differences cannot be explained by observable factors. 

5. MAIN CONCLUSIONS 

73. 
market. 
formulation o f  public policies. 

T h i s  document has analyzed the main gender themes related to the Honduran labor 
Some o f  the most noteworthy conclusions have some strong implications for the 

74. In the f irst place, it i s  important to recognize that Honduras has high rates o f  child labor, 
but i t  should be clarified that these rates are not higher than one would expect in a country with 
Honduras’ level o f  income. The finding that the level o f  household poverty i s  much more 
associated with the labor participation o f  boys than girls i s  extremely important. T h i s  implies that 
cash transfer or micro-credit programs would probably produce much greater reductions in the 
number o f  working boys than the number o f  working girls. 

75. T o  confront the problem o f  female chi ld labor, we w i l l  need to move beyond poverty 
reduction programs and consider interventions that make the educational option more attractive. 
In designing and implementing such interventions, i t  w i l l  be important to keep in mind that 
probably a considerable number o f  girls and female teenagers do not attend school so they can 
stay home to help with household tasks. Therefore, these interventions must not only make the 
educational option more attractive, but must also facilitate the combination o f  work and 
household tasks with school attendance. 

76. I t  should also be remembered that unlike male child labor, female chi ld labor i s  not 
geographically concentrated in rural areas. Finally, i t  i s  important to note that school attendance 
does, in fact, reduce the l ikelihood that children w i l l  work and also the number o f  hours worked 
by boys and girls, but the impact i s  much larger among boys. 

77. With respect to women’s participation in the labor market, Honduras has one o f  the 
lowest nationwide rates in Lat in  America. Unl ike most other countries wi th  l ow  participation 
levels, the rate in Honduras has not increased in recent years at a faster pace than the Lat in 
American average. Obviously, l ow  rates o f  participation are consistent wi th  two very different 
situations: (i) conditions that make the women’s labor participation in Honduras particularly 
difficult (including the attitudes o f  Honduran men about their wives’ and daughters’ participation, 
the unavailability o f  childcare services, and other factors); and (ii) the lack o f  desire on the part o f  
women themselves to enter the labor market. 

78. This topic deserves a more extensive analysis simply because increased female labor 
participation has the potential to increase poor households’ income. Women’s economic 
participation has not been traditionally viewed as a strategy that i s  capable of reducing poverty. 
However, female employment does in fact have this potential, above a l l  in Honduras. The fact 
that female labor participation increased as a response to the 1998-1999 crisis shows us that 
Honduran households view women’s participation as capable of reducing poverty. I t  i s  important 
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that policymakers see it this way as well, in order to create the necessary policies that allow 
women who are interested in entering the labor market to do so. 
79. Finally, this study documented the fact that wage gaps between men and women are 
much higher among the self-employed and in urban areas. In addition, we found that while the 
gaps in rural areas and among wage earners can be explained b y  observable factors, the gaps in 
urban areas and among self-employed workers cannot for  the most part be explained by such 
observable factors, making i t  more difficult to design policies that reduce such gaps. 

80. We do not know exactly by how much these gaps contribute to the incidence o f  poverty 
in different households, but the contribution must certainly be ~ i g n i f i c a n t . ~ ~  Once again, we reach 
the same conclusion as that related to labor participation: increasing women’s income, 
particularly rural women’s income, i s  essential to making progress toward reducing poverty in 
Honduras. 

34 I n  fact, i t  would be interesting to conduct a simulation exercise in the future to see the impact that a total 
elimination o f  this g a p a n d  different scenarios reducing gaps-would have on lowering the poverty 
indices in Honduras. 
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Appendix 1. Probit Repressions of the Determinants of Child Labor 

Determinants of  Child Labor: Boys and Girls, 5-9 Years o f  Age, Marginal Effects 
National Boys Girls Urban Rural 

Age 

Sex 

Child of the Head of 
Household (H o f  H) 

School Attendance 

Female H of H 

Spouse 

H of H: no primary edu. 

H of H: with primary edu. 

H o f  H :  with secondary ed. 

H of H: with post-second. 

Spouse: no primary edu. 

Spouse: with primary edu. 

Spouse: with secondary 

Spouse: with post-second. 

Dirt floor 

No sanitary service 

No electricity 

No waste elimination 

With refrigerator 

With telephone 

H of H emigrant 

Ethnic minority 

H of H: self-employed 

0.007*** 
-1 1.81 

0.006*** 
-3.8 

0.001 
-0.35 

-0.006*** 
-2.83 
0.003 
-0.99 
0.002 
-0.73 

-0.003** 
-2.4 

-0.003" 
-1.94 
-0.001 
-0.58 
-0.007 
-1.59 
0.003 
-1.54 

0 
-0.19 
-0.001 
-0.22 
-0.004 
-0.63 
0.001 
-0.41 
0.002 
-1.4 

0.006*** 
-2.97 
-0.001 
-0.47 
0.002 
-1.21 
-0.003 
-1.21 
0.001 
-0.53 

0.004* 

0.005*** 
-1.65 

0.009*** 
-10.36 

-0.003 
-0.79 

-0.01 1*** 
-3.36 
-0.002 
-0.49 
-0.001 
-0.14 
-0.003 
- 1.46 
-0.001 
-0.43 
0.002 
-0.46 
-0.006 
-0.73 
0.004 
-1.52 
0.001 
-0.18 
0.001 
-0.12 
-0.00 1 
-0.04 
0.003 
-1.06 

0.004* 
-1.8 

0.010*** 
-3.03 
-0.003 
-0.77 
0.002 
-0.6 

-0.007 
-1.59 

0 
-0.16 
0.002 
-0.67 

0.007** 

0.003*** 
-4.85 

0.003* 
- 1.73 

0 
-0.02 

0.008* 
-1.87 
0.004 
-1.25 

-0.004** 
-2.3 

-0.004"" 
-2.47 
-0.003 
-1.39 

dropped 

0.001 
-0.47 

0 
-0.11 
-0.002 
-0.57 

dropped 

-0.001 
-0.69 

0 
-0.07 
0.003 
- 1.29 

0 
-0.18 
0.002 
- 1.05 

0 
-0.04 
0.001 
-0.53 

0.006* 
-1.82 
0.002 

0.003*** 
-5.9 

0.001 
-0.44 

0.002 
-1.05 
-0.002 
-0.92 
0.003 

0.003 
-1.35 

0 
-0.23 
-0.002 
-1.24 
-0.001 
-0.59 
-0.004 
-1.45 
-0.001 
-0.32 
-0.002 
-1.13 
-0.003 
-1.25 
-0.003 
-0.88 
0.001 
-0.46 
0.001 
-0.54 

0.006** 
- 1.97 
-0.001 
-0.95 
0.002 
- 1.44 
-0.001 
-0.36 
0.002 
-1.51 

0 
-0.06 

0.009** 

-1.15 

0.009*** 
-10.02 

0.010*** 
-4.05 

0 
-0.12 

-0.008 *** 
-2.83 
0.003 
-0.49 
0.001 
-0.21 

-0.005** 
-2.53 
-0.004 
-1.35 
0.004 

dropped 

0.004 
-1.63 
0.002 
-0.62 
0.004 

dropped 

0.00 1 
-0.39 
0.002 
- 1.04 

0.006** 

-0.73 

-0.5 

-2.23 
-0.004 
-0.61 
0.002 
-0.41 

dropped 

-0.001 
-0.53 

0.006* 

0.005** 
-1.67 



agricultural labor 

H of H: self-employed 
non-agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15- 19 years 

Females: 15-19 years 

Adults older than 60 years 

Urban household 

-2.69 

0.012*** 
-5.25 

0 
-0.13 

0 
-0.59 

-0.00 1 * 
-1.93 

-0.001 
-0.98 

-0.002* 
-1.94 
-0.00 1 
-0.76 

0 
-0.13 

89 

-2.47 

0.012*** 
-3.4 1 
0.001 
-1.16 
0.001 
-0.92 

-0.002* 
-1.79 
-0.001 
-0.74 
-0.001 
-0.92 
-0.002 

-1 
-0.001 
-0.42 

-0.76 

0.0 11 *** 
-3.97 

-0.001 ** 
-2.02 

0 
-0.4 1 
-0.001 
-0.8 

-0.001 
-0.9 

-0.002" 
-1.86 

0 
-0.04 
0.001 
-0.62 

-2.51 

0.007*** 
-4.1 

0 
-0.05 
0.001 
-1.26 
0.001 
-0.99 

0 
-0.2 

-0.002*** 
-2.64 
-0.001 
-0.92 

-1.97 

0.017*** 
-3.76 

0 
0 
0 

-0.02 
-0.003*** 

-2.86 
-0.001 
-1.27 
-0.001 
-0.47 
-0.00 1 

-0.6 

Observations 14651 7534 6741 6817 7694 
LR chi2( *)= 33 1.89 250.42 91.03 120.79 217.25 
Prob > chi2= 0 0 0 0 0 
Pseudo R2= 0.1371 0.1558 0.119 0.1487 0.1435 
Absolute value o f  Z statistic in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 
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Age 

Sex 

Chi ld o f  the Head o f  
Household (H of H) 

School Attendance 

Female H of H 

Spouse 

H of H: no primary edu. 

H of H: with primary 

H o f  H: with secondary 

H of H :  w/ post-second. 

Spouse: no primary 

Spouse: with primary 

Spouse: with secondary 

Spouse: w/ post-second. 

Dirt floor 

No sanitary service 

No  electricity 

No waste elimination 

With refrigerator 

With telephone 

H of H emigrant 

Ethnic minority 

H o f  H: self-employed 
agricultural labor 

0.036""" 

0.148" ** 
-17.86 

-21.36 

0.015" 
-1.96 

-0.198""" 
-23.72 
0.002 
-0.17 
-0.001 
-0.04 
0.001 
-0.2 

-0.009 
-1.1 

-0.033" * * 
-2.98 

-0.070""" 
-3.54 

-0.013" 
-1.76 

-0.016" 
-1.69 

-0.022" 
-1.7 

-0.037 
-1.23 

0.012" 
-1.84 

-0.001 
-0.24 

o.o37xx* 

0.008 
-0.88 

0.018"" 
-2.08 

-0.005 
-0.49 

-4.52 

0.003 
-0.53 

0.040""" 
-3.97 

0.090""" 

0.062""" 
-16.84 

0.030"" 
-1.98 

-0.36 1 ** * 
-24.74 
-0.005 
-0.21 
0.021 
-0.93 
0.006 
-0.49 
-0.022 
-1.39 

-0.040" 
-1.87 

-0.117""" 
-2.59 
-0.012 
-0.91 
-0.013 
-0.78 
-0.031 
-1.26 

-0.1 14" 
-1.7 

0.024"" 
-1.97 
-0.006 
-0.52 

0.095""" 
-6.44 
-0.019 
-1.11 
0.01 1 
-0.7 

-0.043"" 
-1.98 
-0.006 
-0.6 

0.073 * ** 
-3.86 

0.145""" 

0.0 1 8 * * * 
-8.15 

0.006 
-0.72 

-0.059""" 
-6.98 
0.003 
-0.29 

-0.013 
-1.02 
-0.004 
-0.55 
-0.006 
-0.71 

-0.026"" 
-2.5 

-0.04 1 * * 
-2.48 
-0.012 
-1.48 
-0.008 
-0.76 
-0.007 
-0.53 
-0.001 
-0.02 
0.003 
-0.46 

0 
0 

-0.01 1 
-1.26 

0.019"" 

0.015" 

0.009 
-0.85 
0.007 
-1.22 

0.028"" 
-2.56 

-2.31 

-1.81 

0.038""" 

-8.41 
0.030""" 

-3.81 

0.01 1 
-1.41 

-0.148""" 
-12.32 
0.006 

0.004 
-0.26 

0 
-0.02 
-0.001 
-0.07 

-0.021"" 
-2.04 

-0.047 * * * 
-3.1 

-0.014 
-1.43 
-0.005 
-0.43 

-0.026"" 
-2.15 
-0.035 
-1.63 

-0.56 

0.007 
-0.8 

0.01 1 
-1.43 

0.033""" 
-2.85 

-0.002 
-0.22 
0.003 
-0.47 
0.005 

0.015"" 
-2.56 
0.021 
-1.31 

-0.58 

0.083""" 

-15.5 
0.250""" 

-22.38 

0.022" 
-1.67 

-0.234" ** 
-19.66 
-0.002 
-0.12 
-0.004 
-0.17 
0.002 
-0.18 

-0.023" 
-1.66 
-0.022 
-0.89 
-0.035 
-0.5 

-0.015 
-1.38 

-0.03 1 * * 
-2.06 
0.017 
-0.56 
-0.016 
-0.19 
0.016 
-1.6 
-0.01 
-1.07 

0.045*** 
-3.74 
0.013 
-0.47 

0.045""" 
-2.59 
-0.06 
-1.63 
-0.015 
-1.62 

0.053" * * 
-3.62 

0.099*** 



H of  H: self-employed 
non-agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15-19 years 

Females: 15-19 years 

Adults older than 60 yrs 

Urban household 

-1 1.72 

0.119""" 

0.006** 
-2.41 

0 
-0.1 

0.004 
-1.25 

-0.01 1*** 
-3.95 

-0.01 3 * * * 
-4.05 

-0.023 * * * 
-3.81 

-0.015" 
-1.95 

-13.75 

91 

-10.75 

0.131""" 

0.0 1 3 * * * 

0.005 
-0.9 

0.008 
-1.4 

-0.017*** 
-3.34 

-0.015** 
-2.53 

-0.034*** 
-3.1 

-0.049 * * * 

-8.57 

-2.93 

-4.52 

0.1 00" * * 
-10.79 

0 
-0.07 
-0.001 
-0.34 

0 
-0.1 1 

-0.007" * 
-2.42 

-0.010*** 
-2.98 

-0.014"" 
-2.19 
0.008 

-5.8 

0.087** * 
-1 1.85 

0.01 1 *** 
-3.91 
-0.004 
-0.98 

0 
-0.1 1 
0.001 
-0.32 

-0.014*** 
-4.21 
-0.01 1 
-1.62 

-9.44 

0.132*** 

0.003 

0.003 

0.007 
-1.35 

-0.022*** 
-4.88 

-0.01 2* * 
-2.25 

-0.033 * * * 
-3.47 

-7.78 

-0.7 

-0.69 

Observations 14173 7315 6858 6809 7364 
LR chi2(*)= 890.48 340.5 1 372.05 649.68 6.29 
Prob > chi2= 0 0 0 0 0 
Pseudo R2= 0.2334 0.293 0.1013 0.1546 0.2683 
Absolute value o f  Z statistics in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 
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Determinants of Child Labor: Males & Females, 15-17 Years of Age, Marginal Effects 
National Boys Girls Urban Rural 

Age 

Sex 

Child of the Head of  
Household (H of H)  

School Attendance 

Female H of  H 

Spouse 

H of H: no primary 

H of H: with primary 

H of H: with secondary 

H of H :  with post- 
secondary 

Spouse: no primary 

Spouse: with primary 

Spouse: with secondary 

Spouse: with post- 
secondary 

Dirt floor 

No  sanitary service 

N o  electricity 

N o  waste elimination 

With refrigerator 

With telephone 

H of H emigrant 

Ethnic minority 

0.028* * * 
-3.59 

0.420*** 
-26.81 

-0.026 
-1.61 

-0.354" * * 
-25.57 
-0.002 
-0.08 
0.039 

0.006 
-1.43 

-0.39 
-0.032 
-1.54 

-0.05 1 * * 
-1.96 

-0.012 
-0.28 

-0.029 
-1.55 

-0.052"" 
-2.21 

-0.03 1 
-1.01 

0.092 

0.042** 
-1.63 

-2.43 
-0.026" 
-1.77 

-0.007 
-0.35 
-0.009 
-0.44 
0.028 
-1.55 

-0.046"" 
-2.09 

0.023* 

0.060"" 
-1.78 

-2.36 

0.040*** 
-3.36 

-0.003 
-0.1 1 

-0.456*** 
-22.05 
-0.019 
-0.52 
0.054 

0.037 
-1.52 
0.001 
-0.05 

-0.079" 
-1.94 

-1.28 

-0.23 8" * * 
-3.1 

-0.047 
-1.55 

-0.105 *** 
-2.79 

-0.088" 
-1.75 

0.012 
-0.12 

0.065 * * 
-2.52 
0.022 
-0.98 

0.077*** 
-2.74 

-0.05 8 * * 
-1.97 
-0.015 
-0.57 

-0.083** 
-2.38 
0.014 

0.062 
-0.73 

-1.59 

0.01 1 
-1.35 

-0.024 
-1.6 

-0.192""" 
-13.03 
0.019 

0.027 
-0.95 
-0.02 
-1.18 

-0.043 * * 
-2.09 
-0.03 1 
-1.26 

-0.75 

0.063 
-1.53 
0.001 
-0.03 
0.002 
-0.09 
0.017 
-0.55 

0.097" 
-1.73 
0.02 
-1.07 

-0.043 * * * 
-2.75 

-0.078*** 
-3.87 
0.017 

0.056*** 
-0.92 

-3.06 
-0.013 
-0.61 
0.015 

0.058** 
-1.14 

-2.13 

0.030*** 
-3.33 

0.156*** 
-7.97 

-0.050*** 
-2.73 

-0.350*** 
-20.75 
0.021 
-0.77 
0.042 
-1.22 

0.053** 
-2.19 
0.022 
-0.84 
0.01 1 
-0.38 

0.036 
-0.91 
-0.014 
-0.48 
-0.032 
-1.05 
-0.029 
-0.86 

0.07 
-1.33 
0.027 

-1 
0.019 
-0.92 
-0.042 
-1.39 
-0.004 
-0.25 
0.021 
-1.12 

-0.032" 
-1.67 
0.024 

0.018 
-1.58 

-0.48 

0.026"" 

0.63 1 ** * 
-2.04 

-26.73 

0.029 
-1.08 

-0.351""" 
-15.09 
-0.015 
-0.35 
0.008 
-0.19 
-0.024 
-1.05 

-0.063" 
-1.85 

-0.150"" 
-2.56 

-0.047 
-0.31 
-0.021 

-0.8 
-0.056 
-1.46 
-0.035 
-0.46 

dropped 

0.058** 
-2.4 

-0.053"" 
-2.39 
0.018 
-0.65 

-0.037 
-0.66 

0.070** 
-2.04 
-0.1 16 
-1.17 
0.019 

0.077"" 
-0.89 

-2.18 
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H o f  H: self-employed 
agricultural labor 

H o f  H: self-employed non- 
agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15-19 years 

Females: 15- 19 years 

Adults older than 60 years 

Urban household 

0.150*** 
-8.46 

0.144""" 

0.007 

0.014** 
-1.97 

0.020*** 
-2.77 

-0.03 1 * * * 
-4.68 

-0.008 
-1.17 

-0.035 * ** 
-2.74 
-0.015 
-0.83 

-8.62 

-1.13 

0.263 * * * 
-10.28 

0.119*** 

0.005 
-0.47 
0.013 
-1.21 
0.012 
-1.07 
-0.012 
-1.22 

-0.024"" 
-2.16 
-0.023 
-1.15 

-0.078*** 
-2.92 

-5.14 

0.039"" 
-2.05 

0.119*** 

0.005 

0.007 
-0.93 

0.021*** 
-2.76 

-0.038" ** 
-5.35 
0.001 
-0.14 

-0.035 *** 
-2.68 

-6.7 1 

-0.83 

0.03 
-1.59 

0.133** * 
-3.9 

0.139*** 

0.005 
-0.62 
0.008 
-0.92 

0.018" 
-1.81 

-0.01 7" * 
-2.07 

-0.015" 
-1.9 

-0.038** 
-2.35 

-8.35 

0.168*** 
-6.9 

0.113""" 
-3.44 
0.008 
-0.86 
0.015 

0.027** 
-1.45 

-2.48 
-0.040* * * 

-3.86 
0.005 
-0.45 
-0.024 
-1.23 

Observations 7483 3687 3796 3972 3509 
LR chi2( *)= 543.58 704.31 359.74 827.41 686.6 

0.3472 Pseudo R2= 0.2544 0.3397 0.095 1 0.1739 
Absolute value of Z statistics in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 

Prob > chi2= 0 0 0 0 0 
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Appendix 2. Probit Regressions of the Determinants of School Attendance 

Determinants of School Attendance: Boys and Girls, 5-9 Years of Age, Marginal Effects 
National Boys Girls Urban Rural 

Age 

Sex 

Chi ld of the Head of 
Household (H of  H) 

School Attendance 

Female H of H 

Spouse 

H of H: no primary edu. 

H of H :  wi th primary edu. 

H of H: with secondary ed. 

H of H :  with post-secondary 

Spouse: no primary edu. 

Spouse: wi th primary edu. 

Spouse: with secondary 

Spouse: with post-secondary 

Dirt floor 

N o  sanitary service 

N o  electricity 

N o  waste elimination 

With refrigerator 

With telephone 

H o f  H emigrant 

Ethnic minority 

0.121 ***  
-45.28 
-0.012" 
-1.88 

-0.01 9** 
-2.1 1 

-0.128*** 
-4.43 

0.029** 
-2.1 

-0.022 
-1.49 

0.036""" 
-5.04 

0.064""" 
-7.33 

0.086*** 
-7.53 

0.098" * * 
-4.73 

0.051 *** 
-6.5 

0.078""" 

0.086*** 
-6.38 

0.101*** 
-3.66 

-0.035""" 
-4.46 

-0.045** * 
-6.5 

-0.035*** 
-3.86 

-8.54 

0.024"" 

0.054*** 

0.042* * * 

-2.3 

-5.82 

-3.15 
-0.028 * * * 

-4.39 
0.017 
-1.55 

0.129" ** 
-32.05 

-0.01 1 
-0.83 

-0.180""" 
-5.04 
0.025 
-1.21 
-0.024 
-1.11 

0.033 * * * 
-3.24 

0.073""" 
-5.84 

0.090*** 
-5.44 

0.098*** 
-3.16 

0.046""" 

0.085*** 

0.084" * * 

0.087"" 

-4.07 

-6.43 

-4.32 

-2.05 
-0.023** 

-2.06 
-0.04 1 * * * 

-4.14 
-0.035 ** * 

-2.66 
0.03 1 ** 

-2.01 
0.056""" 

-4.21 
0.067" * * 

-3.62 
-0.022** 

-2.46 
0.023 
-1.51 

0.1 14""" 
-29.62 

-0.027"" 
-2.28 
-0.012 
-0.25 

0.033" 
-1.79 
-0.019 
-0.97 

0.038*** 
-3.89 

0.053*** 
-4.44 

0.080*** 
-5.13 

0.096*** 
-3.53 

0.056" * * 
-5.24 

0.07 1 ** * 
-5.73 

0.088*** 
-4.88 

0.11 1""" 
-3.14 

-0.047 * * * 
-4.39 

-0.049** * 
-5.08 

-0.034*** 
-2.68 
0.016 

0.05 1 *** 
-4.01 
0.012 
-0.62 

-0.032*** 
-3.73 
0.012 
-0.79 

-1.15 

0.076""" 
-25.77 
-0.008 
-1.21 

-0.008 
-0.86 
-0.066 
-1.64 
0.018 
- 1.45 

-0.028* 
-1.88 

0.023"" 

0.024** 
-2.41 

0.053" * * 
-4.93 

0.056*** 
-3.69 

0.033""" 

0.056*** 
-5.6 

0.061*** 
-5.34 

0.061*** 
-3.37 
-0.01 1 
-1.12 

-0.01 9** 
-2.35 

-0.030* * 
-2.43 

-2.57 

-3.22 

0.005 

0.040*** 

0.035*** 

-0.7 

-4.98 

-3.91 
-0.01 6" * 

-2.53 
0.013 
-0.8 

0.155*** 
-36.4 
-0.014 
-1.42 

-0.029* 
-1.93 

-0.167" ** 
-4.06 
0.037 
-1.48 
-0.0 13 
-0.52 

0.044* * * 

0.103*** 
-7.25 

0.105** * 
-4.12 

0.132" 
-1.9 

0.065*** 
-5.49 

0.096""" 
-6.35 

0.110*** 
-3.2 

dropped 

-4.06 

-0.048 * * * 
-4.16 

-0.062" * * 
-5.84 

-0.038 * * * 
-2.68 
0.04 

0.067" * * 
-1.28 

-3.65 
-0.05 
-0.79 

-0.035 * * * 
-3.38 
0.021 
-1.35 
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H o f  H: self-employed 
agricultural labor 

H o f  H: self-employed non- 
agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15-19 years 

Females: 15- 19 years 

Adults older than 60 years 

Urban household 

0.01 1 
-1.47 

0.018** 
-2.11 

-0.015*** 
-5.3 

-0.017*** 
-5.35 
-0.003 
-0.9 

-0.001 
-0.16 

0.0 lo*** 
-2.58 

0.020" * * 
-2.81 
-0.01 

0.012 
-1.05 

0.017 
-1.39 

-0.019*** 
-4.65 

-0.022*** 
-4.55 
-0.003 
-0.6 

0.002 
-0.38 
0.005 
-0.94 

0.021"" 
-2.01 
-0.007 

0.01 0.046*** 
-0.95 -4.53 

0.020* 
-1.73 

-0.010*** 
-2.73 

-0.0 1 5 * * * 
-3.15 
-0.001 
-0.27 
-0.003 
-0.71 

0.016*** 
-2.93 

0.019** 
-2 

-0.015 

0.013* 
-1.93 

-0.016*** 
-5.02 

-0.014*** 
-3.9 

-0.001 
-0.24 
-0.005 
-1.32 

0.008* 
-1.94 
0.008 
-1.09 

-0.003 
-0.28 

0.022 
-1.31 

-0.013*** 
-2.93 

-0.019*** 
-3.71 
-0.005 
-0.99 
0.003 

0.013* 

0.026** 

-0.51 

-1.91 

-2.24 

-1.14 -0.53 -1.19 
Observations 14651 7534 7117 6817 7808 
LR chi2( *)= 4187.74 2172.04 2041.21 1546.5 2319.25 

Pseudo R2= 0.272 0.269 0.279 0.2693 0.2561 
Absolute value o f  Z statistics in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 

Prob > chi2= 0 0 0 0 0 
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Determinants of School Attendance: Boys and Girls, 10-14 Years of Age, Marginal Effects 
National Boys Girls Urban Rural 

Age 

Sex 

Chi ld of the Head of 
Household (H of H) 

School Attendance 

Female H of H 

Spouse 

H of H: no primary edu. 

H of H: with primary edu. 

H of H: with secondary ed. 

H of H: with post-second. 

Spouse: no primary edu. 

Spouse: with primary edu. 

Spouse: with secondary 

Spouse: with post-second. 

Dirt floor 

N o  sanitary service 

No  electricity 

No  waste elimination 

With refrigerator 

With telephone 

H of H emigrant 

Ethnic minority 

-0.064""" 
-29.62 

0.038 * * * 
-5.08 

0.020** 
-2.31 

-0.231 *** 
-24.15 

0.029** 
-2.48 
-0.005 
-0.41 

0.014** 
-2.21 

0.04 1 * * * 
-4.7 

0.080" * * 
-6.8 

0.09 1 *** 

0.015* 
-1.96 

0.036*** 
-3.7 

0.065" ** 
-4.48 
0.056 

-3.72 

-1.36 
-0.023*** 

-3.24 
-0.022* * * 

-3.45 
-0.026* * * 

-3.14 
-0.006 
-0.64 

0.066" ** 

0.05 1 * * * 
-3.92 
-0.001 
-0.17 
-0.017 
-1.62 

-7.69 

-0.049" * * 
-16.26 

0.008 
-0.61 

-0.294* * * 
-24.8 

0.033** 
-1.98 
0.004 
-0.22 

0.028** * 
-3.08 

0.04 1 * * * 
-3.37 

0.073""" 
-4.41 

0.104" * * 

0.004 

0.042""" 

0.075*** 

0.027 
-0.41 

-0.022"" 
-2.25 

-0.01 9" * 
-2.12 

-0.024** 
-2.03 
-0.002 
-0.13 

0.06 1 ** * 
-4.95 

0.052*** 
-2.8 

-0.020"" 
-2.43 
0.002 
-0.15 

-2.91 

-0.38 

-3.15 

-3.72 

-0.076""" 
-24.61 

0.033* * * 
-2.7 

-0.1 14*** 
-6.93 
0.022 
-1.32 
-0.012 
-0.66 
0.001 
-0.09 

0.040*** 
-3.3 

0.086*** 
-5.25 

0.075"" 
-2.2 

0.026** 
-2.53 

0.030"" 

0.054" * * 

0.071 

-2.14 

-2.63 

-1.37 
-0.023** 

-2.29 
-0.025 * * * 

-2.76 
-0.023"" 

-1.96 
-0.01 3 
-0.91 

0.068""" 

0.047 * * * 

0.01 6" * 

-5.66 

-2.63 

-1.98 
-0.035** 

-2.32 

-0.033*** 
-15.83 
0.008 
-1.12 

0.032*** 
-3.9 

-0.145*** 
-12.45 

0.023** 
-2.38 
-0.009 
-0.78 
0.005 
-0.66 

0.018** 
-2.2 

0.037" * * 
-4.1 1 

0.045*** 
-3.16 
0.01 
-1.18 

0.020** 
-2.16 

0.040*** 

0.029 
-3.8 

-1.3 
-0.016" 
-1.92 

-0.017** 
-2.49 
-0.01 1 
-1.12 
-0.001 
-0.16 

0.039*** 
-5.59 

0.034*** 
-4.45 

-0.012** 
-2.25 
0.012 
-0.88 

-0.09 1 * ** 
-24.22 

0.07 1 *** 
-5.38 

0.004 
-0.25 

-0.297*** 
-20 

0.025 
-1.1 

-0.004 
-0.19 

0.021 * 
-1.94 

0.062*** 

0.1 44* * * 

dropped 

0.020" 
-1.68 

0.055*** 

0.090** 

dropped 

-3.85 

-4.82 

-3.09 

-2.44 

-0.028** 
-2.47 

-0.027"" 
-2.55 

-0.030"" 
-2.1 1 

-0.061 * 
-1.89 

0.094** * 

0.026 
-0.43 
0.01 
-0.94 

-0.029* 
-1.77 

-5.27 
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H of H: self-employed 
agricultural labor 

H of H: self-employed non- 
agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15-19 years 

Females: 15-19 years 

Adults older than 60 years 

Urban household 

0.027** * 
-3.82 

0.039*** 
-5.08 

-0.008*** 
-3.29 

0.007 * * 

0.009*** 
-2.08 

-2.72 
-0.004 
-1.52 

0 
-0.14 

0.013** 

0.008 
-2.05 

0.044*** 
-4.46 

0.05 1 *** 
-4.73 

-0.007" 
-1.91 

0.011** 
-2.39 
0.006 
-1.24 

-0.01 0"" 
-2.51 
-0.004 
-0.97 
0.002 
-0.2 

-0.01 1 

0.013 
-1.31 

0.026** 
-2.34 

-0.009*** 
-2.61 
0.003 

0.013*** 
-2.65 
0.001 
-0.32 
0.004 

0.023 * * * 
-2.67 

0.021" 

-0.61 

-0.79 

0.020** 
-2.25 

0.024""" 
-4.16 
-0.003 
-1.29 
-0.003 
-0.79 
0.003 
-0.81 

0 
-0.1 1 
0.002 
-0.68 

0.022" * * 
-3.51 

0.032*** 
-2.68 

0.050*** 
-3.03 

-0.014*** 
-3.23 

0.017*** 

0.016*** 
-2.93 

-2.76 
-0.009* 
-1.77 
-0.003 
-0.5 
0 

-0.04 

-0.99 -0.95 -1.81 
Observations 14173 7315 6858 6809 7319 
LR chi2(*)= 
Prob > chi2= 

3295.44 2063.14 1369.76 969.85 1767.92 
0 0 0 0 0 

Pseudo R2= 0.2417 0.2887 0.21 12 0.2161 0.2155 
Absolute value of Z statistics in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 
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Determinants of School Attendance: Males and Females, 15-17 Years, Marginal Effects 
National Bovs Girls Urban Rural 

Sex 

Chi ld  of the Head of 
Household (H of H) 

School Attendance 

Female H of H 

Spouse 

H of H: no primary 
edu. 

H of H: with primary 
edu. 

H of H: with secondary 

H of H: with post- 
second. 

Spouse: no primary 
edu. 

Spouse: with primary 
edu. 

Spouse: with secondary 

Spouse: with post- 
second. 

Dirt floor 

N o  sanitary service 

No electricity 

0.075""" 

0.129""" 
-9.24 

-7.26 

0.185""" 
-1 1.56 

0.356""" 

0.03 
-25.18 

-1.16 
-0.063"" 

-2.1 1 

0.064*** 
-3.67 

0.129""" 
-5.94 

0.229""" 
-8.43 

0.254""" 
-5.5 

0.044" * 
-2.1 1 

0.1 00"" * 
-3.94 

0.198*** 
-5.98 

0.156"" 
-2.41 

0.058""" 
-3.14 

0.074""" 
-4.77 

0.084""" 
-4.13 

-0.087" * * 
-7.35 

0.077*** 
-2.84 

-0.446" * * 
-22.07 
0.021 
-0.55 
-0.03 1 
-0.72 

0.092" * * 
-3.7 

0.160*** 

0.217""" 
-5.01 

-5.31 

0.295""" 
-3.86 

0.041 
-1.38 

0.093"" 
-2.52 

0.283""" 
-5.35 

0.273"" 
-2.24 

-0.057"" 
-2.2 

-0.063 " * * 
-2.86 

-0.042 
-1.46 

-0.058"** 
-5.1 1 

0.254""" 
-12.14 

-0.279""" 
-12.64 
0.049 
-1.34 
-0.065 
-1.53 

0.046" 
-1.86 

0.107*** 

0.230" * * 
-3.52 

-6.24 

0.209""" 
-3.51 

0.05 1 * 
-1.73 

0.109*** 

0.140**" 
-3.09 

-3.22 

0.123 
-1.55 

-0.047" 
-1.81 

-0.075 * * * 
-3.38 

-0.120""" 
-4.09 

-0.055"" * 
-5.23 

0.077""" 
-3.41 

0.1 90""" 
-9.02 

-0.403""" 
-20.83 
0.045 
-1.48 

-0.082"" 
-2.05 

0.1 1 1 *** 
-4.19 

0.148""" 
-5.33 

0.221 *** 
-7.44 

0.229""" 
-5.69 

0.060" 
-1.76 

0.084"" 
-2.39 

0.170*** 
-4.57 

0.149"" 
-2.56 

-0.009 
-0.28 

-0.085""" 
-3.57 

-0.079"" 
-2.01 

0.073 ** * 

0.127""" 
-7.66 

-5.83 

0.134""" 
-7.16 

0.273""" 
-14.98 
0.012 
-0.34 
-0.033 
-0.92 

0.027 
-1.49 

0.090""" 
-3.34 

0.235 * * * 
-4.72 

0.29 
-1.55 

0.033 
-1.6 

0.102*" * 
-3.34 

0.244* * * 
-3.84 

dropped 

0.062""" 
-3.45 

0.046""" 
-2.79 

0.063 * * * 
-3.01 



No waste elimination 

With refrigerator 

With telephone 

H of H emigrant 

Ethnic minority 

H of H: self-employed 
agricultural labor 

H of H: self-employed 
non-agricultural 

Children under 6 years 

Boys 7-14 years 

Girls 7-14 years 

Males: 15-19 years 

Females: 15- 19 years 

Adults older than 60 
years 

Urban household 

-0.023 
-1.15 

0.143*** 
-7.97 

0.089*** 
-3.85 
-0.004 
-0.26 
-0.029 
-1.05 

0.053*** 
-2.76 

0.070*** 
-4.05 

0.038*** 
-5.71 
0.01 1 
-1.55 
0.006 
-0.78 

0.019*** 

0.03 1 *** 
-2.67 

-4.22 

0.109* * * 
-8.14 

0.066* * * 
-3.5 

99 

-0.080*** 
-2.67 

0.1 oo*** 
-3.77 

0.090"" 
-2.55 
0.002 
-0.09 
-0.001 
-0.02 

0.109* * * 
-3.84 

0.067" * * 
-2.67 

-0.017* 
-1.75 
-0.002 
-0.15 
-0.006 
-0.54 

-0.013 
-1.31 
-0.001 
-0.06 

0.084""" 

0.019 
-4.2 

-0.69 

0.031 

0.177*** 

0.080*** 
-2.58 
-0.01 
-0.52 
-0.059 

-1.5 

0.021 
-0.79 

-1.15 

-7.14 

0.07 1 * * * 
-2.92 

-0.058*** 
-6.18 

0.019* 

0.015 
-1.86 

-1.37 

-0.025"" 
-2.49 

0.052*** 
-5.14 

0.121*** 
-6.67 

0.108*** 
-4.04 

-0.03 
-1.4 

0.147*** 

0.069*** 
-6.92 

-3.15 
-0.008 
-0.47 
-0.015 
-0.33 

0.104*** 
-3 

0.07 1 *** 
-3.73 

-0.059*** 
-6.2 

0.005 

0.006 
-0.45 

-0.53 

-0.009 
-0.98 

0.033""" 
-3.6 

0.1 oo* * * 
-5.33 

-0.003 
-0.08 

0.11 1*** 
-4.37 

0.268""" 
-2.7 

-0.001 
-0.08 
-0.026 
-0.96 

0.025 
-1.3 

0.054"" 
-2.12 

-0.0 1 6" * 
-2.28 
0.012 
-1.5 

0.006 
-0.72 

-0.01 8** 
-2.28 

0.020"" 
-2.3 

0.088*** 
-5.99 

Observations 7483 3687 3796 3972 3509 
LR chi2( *)= 2989.84 1762.57 1336.52 1342.42 843.46 

Pseudo R2= 0.2929 0.3562 0.2554 0.2522 0.2075 
Absolute value o f  Z statistics in italics 
* significant at 10 %; ** significant at 5%; *** significant at 1% 

Prob > chi2= 0 0 0 0 0 
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Appendix 3. Bivariate probit of the Determinants of Child Labor and School Attendance 

The structure of the probit bivariate is: 

y* l= PlX l  + E1 

y*2= p2x2 + E2 

where CL = chi ld labor and SA = school attendance. 

C L =  1 i f y * l > O , T I = O i f n o .  

SA= 1 i f y * 2 > O , A I = O i f n o  

E[EI] = E[E~] = 0 

V a r [ ~ , ]  = Var [~z ]  = 1 

c o v  [El, E21 = P 

The results of the bivarate probit estimation are presented below. 



Determinants of Child Labor : Boys and Girls 5 - 9 years marginal effects ( Bivariate probit ) in Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

Age .006007*** .008388*** .001459*** .003219*** .006268*** .001957*** .000353*** .010224*** .001343*** 

Sex 

Child of HoH 

Fem HoH 

Spouse 

HoH:no prima9 

HoH:w/primary 

HoH: wlsecondary 
HoH with post- 
s e c o n d a ry 
Spouse: no 
primary 
Spouse: with 
primary 
Spouse: with 
secondary 
Spouse: with post- 
secondary 
Din floor 

No San. S e n .  

No Elec 

No system for 
waste elimination 
With refrigerator 

W/ telephone 

HoH Emigrant 

Ethnic Minority 

HoH: self employed 
agriiulthre 
HoH: self employed 
non-agricul 
Children younger 6 
years 
Boys between 7 -14 
years 
Girls between 7 -14 
years 
Males between 15 - 
19 years 
Females bet. 15 - 
19 years 
Adults older than 
60 years 
Urban House. 

9.48 
.005778*** 

3.79 
,000779 

0.4 
,003129 

0.84 
,002276 

0.81 
-.003456** 

-2.55 
-.003536** 

-2.3 
-.OO 1748 

-0.77 
-.007229*** 

-5.98 
,00246 

1.34 
.000034 

0.02 
-.000964 

-0.32 
-.004478 

-1.48 
,00076 

0.47 
,002159 

1.47 
,006261 *** 

2.93 
-.001124 

-0.48 
,002343 

1.04 
-.003 I48 

-1.57 
,000792 

0.62 
,003803 

1.3 
.004674** 

2.27 
.011736*** 

3.99 
-.000004 

-0.01 
,000448 

0.67 
-.001426* 

-.000705 
-0.95 

-1.52 
-.001187 

-0.81 
-.000222 

-1.87 

-.001633 

7.1 

-.002489 
-0.69 

-.002514 
-0.58 

-.000431 
-0.08 

-.003536 
-1.63 

-.0019 

,00139 
0.29 

-.006998** 
-2.32 

,003849 
1.33 

-.000095 
-0.03 

,000042 
0.01 

-.00116 
-0.15 

,002778 
1.01 

,004547 * 
1.9 

.010848*** 
2.83 

-.003266 
-0.76 

,001867 
0.5 

-.006891** 

,000566 
0.27 

,002259 
0.52 

.006782** 
2.03 

.012352*** 
2.7 

,001 182 
1.38 

.001128 
1.03 

-.002163* 
-1.65 

-.000854 
-0.72 

-0.71 
-.002494 

-1.01 
-.001382 

-0.69 

-2.55 

-.00124 

4.75 

.001497** 
1.96 

,003922 
1.32 

,001593 
1.48 

-.001634** 
-2.41 

-.001864*** 
-2.99 

-.001349** 
-1.97 

-.003758*** 
-4.9 

,000465 
0.46 

-.OOO 126 
-0.12 

-.000777 
-0.74 

-.002802*** 
-4.64 

-.000566 
-0.72 

.000048 
0.06 

,001372 
1.34 

.000172 
0.19 

.001069 
0.95 

-.000056 
-0.05 

,000348 
0.53 

,002582 
1.37 

,000725 
0.74 

.004992*** 
2.94 

- ,000646 * * 
-1.97 

-.000156 
-0.44 

-.000316 
-0.85 

-.000356 
-0.97 

-.000867* 

-.000032 
-0.04 

,000553 

-1.69 

5.29 
,000672 

0.52 
.001798 

1.11 
,003172 

0.93 
,003395 

1.51 
-.OW454 

-0.3 
-.00223 

-1.36 
-.001345 

-0.77 
-.004187*** 

-3.81 
-.000686 

-0.39 
-.002263 

-1.46 
-.002737* 

-1.76 
-.003 144* * 

-2.31 
,000957 

0.48 
,000893 

0.55 
.005998* 

1.69 
-.00136 

-0.97 
,00205 1 

1.4 
-.OW636 

-0.39 
.00187 

1.57 
-.000237 

-0.07 
.008764 

1.57 
.006889*** 

3.69 
.000003 

0.01 
.000931 

1.51 
,000732 

1.14 
.000157 

0.22 
-.00236** 

-2.5 
-.00147 1 

-0.94 

9.29 
,007991 ***  

4.02 
-.00011 

-0.04 
.002011 

0.46 
,000954 

0.27 
-.004428*** 

-2.66 
-.003276* 

-1.81 
,002657 

0.5 1 
-. 008 17** * 

-6.82 
,003067 

1.44 
,001271 

0.43 
,002595 

0.37 

-6.79 
,000866 

0.5 
.00200 1 

1.23 
.005068*** 

2.7 1 
-.003485 

-0.52 
,001 I78 

0.35 
-.008664*** 

-6.89 
-.OW689 

,004466 
1.36 

.003746* 
1.91 

.01386*** 
2.67 

.000069 
0.11 

.000072 
0.09 

-2.78 
-.00115 1 

-1.31 
-.000538 

-0.42 
-.001163 

-0.66 

-.007849*** 

-0.43 

-.002687 *** 

2.85 

-.000308 
-0.19 

-.001209 
-0.92 

-.004156 
-0.96 

,00028 
0.19 

-.000534 
-0.35 

.000006 
0 

-.0016 18 
-1.18 

,00515 1 
1.12 

.001351 
0.46 

- ,0005 62 
-0.28 

.001713 
0.37 

,002648 
1.22 

,0002 17 
0.18 

,004469 
1.39 

-.001259 
-1.15 

.001761 
1.42 

-.00159 
-1.44 

,001552 
1.56 

-.003879** 
-2.37 

.01023* 
1.64 

.005465*** 
2.74 

.000056 
0.11 

.000607 
1.22 

.000094 
0.16 

,0003 18 
0.63 

-.001497 * 
-1.64 

-.002521 
-1.46 

3.03 

.000513** 
2.07 

.OO 1743 
1.37 

.000928** 
2.3 

-.000177 
-0.91 

-.0004 17 * 
-1.72 

-.OW327 
-1.58 

-.OO 1644* * * 
-2.68 

-.000405** 
-2.29 

-.000421* 
-1.95 

-.000304 
-1.48 

-.000904** 
-2.57 

-.000236 
-1.3 

.00006 
0.25 

,001 121 
1.12 

-.OOOO 19 
-0.09 

,000135 
0.58 

,00033 
0.84 

,000145 
0.76 

,00069 
0.67 

,000342 
0.56 

.000496* 
1.89 

.000015 
0.19 

.000111 
1.1 

.000148 
1.55 

-.000072 
-0.6 

-.000288 
-1.57 

.000112 
0.56 

8.04 3.37 

-.003372 ,000776 
-0.67 0.68 

-.000771 .001162 
-0.11 0.55 

0.37 -0.36 
-.005279* -.002 1 OS** 

-1.8 -2.26 

-0.73 -2.19 
,011597 -.000777 

0.92 -0.58 
-.012697*** -.002074*** 

-5.76 -3.31 
,002844 ,002422 

0.81 1.47 
-.000572 ,001893 

-0.12 0.8 
,014535 -.002997*** 

0.82 -3.41 
-.012178*** -.001987*** 

-5.74 -3.29 
.00162 .000308 

0.52 0.3 1 
.005749** -.OW563 

1.96 -0.56 
.009519*** .001156 

2.58 1.42 
-.000624 -.001428 

-0.06 -0.47 
-.003545 ,002231 

-0.67 1 
-.013784*** -.002139*** 

-5.84 -3.32 
-.002004 .000116 

-0.71 0.13 
,004358 ,002517 

0.77 1.22 
,004625 .001358 

1.39 1.21 
,008577 .012655** 

1.17 2.3 
.001916* -.001077** 

1.76 -2.26 
,000838 -.000368 

0.56 -0.8 
-.003798** -.000937* 

-2.16 -1.81 
-.001918 -.000322 

-1.19 -0.79 

,002478 -.000789 

-.002617 -.001545** 

.000308 -.000458 
0.13 -0.69 

-.001892 -.OW392 
-0.61 -0.38 

-0 1 1  -0 44 0 54 
Wald ch12(6O) = 2622 97 1427 71 4700 45 954 93 17481 46 3521 3296 4013 3821 
Prob>ch2 = 0 0 0 0 0 2450 6 2846 91 7336 03 8037 78 
Wald test o f  rho=0 0 0 0 0 
ch12(1) = 947308 133757 0001135 0841478 968975 3 063 89452 0 0947 8823 
Prob > chi2 00021 00003 09731 0359 00019 0 0801 0 4426 00009 06477 

Absolute value of 2 statistic in italics 

Source EPHPM May 2002 
significant at 10 %, ** significant at 5%, *** significant at 1% 
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Age 

Sex 

Child of HoH 

Fem HoH 

Spouse 

HoH: no primary 

HoH: w/ primary 

HoH: w /  secondary 

HoH: w/ post-secondary 

Spouse: no primary 

Spouse: with primary 

Spouse: with secondary 

Spouse: with post-secondary 

Dirt floor 

No San. Serv 

No Elec 

No waste elimination 

With refrigerator 

With phone 

HoH: emigrant 

Ethnic minority 

HoH: self-employ. agricul. 

Hoh: self-employ. non-agricul. 

Children under 6 years 

Boys between 7-14 yrs 

Girls between 7-14 yrs 

Males between 15-19 years 

Females between 15-19 yrs 

Adults over 60 years 

Urban House. 

Determinants of School Attendance: Boys and Girls 5 - 9 years, marginal effects (Bivariate orobit) in Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

.120292*** .127053*** .113782*** .07588*** .15041*** .079006*** .069987*** .159841*** .143215*** 
45.31 32.25 29.63 25.33 

-.012843** -.008042 
-2 -1.2 

-.018977'* -.010332 -.027509** -607933 
-2.03 -0.75 -2.22 -0.82 

.029088*' ,024954 .033426* ,018291 
2.07 1.19 1.8 I .45 

-.022249 -.024516 -.019286 -.02798** 
-1.47 -1.11 -0.95 -1.96 

.036526*** .034351*** .038088*** .023416*'* 
5 3.24 3.84 2.71 

.064394*** .074068*** .053355*** .024257** 
7.95 6.4 4.73 2.53 

.086388*** .090404*1* .080232*** .052866*** 
10.03 7.11 6.89 5.84 

.098374*** .099198*** .095887"** .056419*** 
7.99 5.28 6.02 5.64 

.050517*** .045645*** .055643*** .032773*.'* 
6.41 3.92 5.31 3.6 

.07801*** .085573*** .071031*** .056515*** 
9.67 7.28 6.51 6.76 

.085773*** .084507*** .088382*** ,061 175*** 
8.91 5.81 7.28 6.94 

.101402*** .087885*** .110963*** .060847*** 
6.35 2.92 8.03 5.78 

-.034834*** -.02378** -.047449*** -.011814 
-4.28 -2.03 -4.19 -1.06 

-.045485*** -.042679*** - 048512*** -.019381** 
-6.35 -4.12 -4.91 -2.18 

-.036521*** -.037319*** -.034289** -.031209** 
-3.8 -2.71 -2.56 -2.17 

.024561** .032187** ,016443 ,005504 
2.31 2.09 1.13 0.72 

.05358*** .055439*** .051337*** .040149*** 
6.19 4.46 4.28 4.77 

.042422*** .067308*** ,012172 .035006"** 
3.62 4.37 0.69 4.22 

-.027978*** -.022819** -.032503*** -.016582** 
-4.28 -2.43 -3.59 -2.54 

,016127 ,022918 ,011718 ,013185 
1.4 1.41 0.74 0.75 

,010579 ,010076 ,009932 .046218*** 
1.34 0.89 0.91 5.6 

.01659*' ,014966 .020045* .012834* 
2.02 1.26 1.79 1.86 

-.014832*** -.019381*** -.010296** -.015671*** 
-5 03 -4.59 -2.52 -4.86 

-.01748*** -.021719*** -.014569*** -.014518*** 
-5.07 -4.37 -2.95 -3.9 

-.002568 -.00255 -.001233 -.00095 
-0.75 -0.49 -0.26 -0.25 

-.COO453 ,002175 -.003431 -.005329 
-0.12 0.42 -0.66 -1.36 

.01053*5 ,005723 .016346*** .007813* 
2.53 1 2.71 1.88 

2.74 2 1.91 1.04 
.020313*** .021524** .019377* ,008677 

-.0104 -.006617 -.014852 

36.49 
-.016262 

-1.63 
-.028374* 

-1.92 
,035832 

1 .44 
-.013175 

-0.5 I 
,04408 * *( * 

4.12 
.101082*"* 

8.27 
,1021 55*"'* 

5.59 
,1291 63*** 

3.04 
.063284*** 

5.41 
,093479 * * * 

7.25 
.106566*** 

4.8 
.196679*** 

34.42 
-.046737 * * * 

-4 24 
-.061468*** 

-6.06 
-.038221*** 

-2.79 
,039983 
I .25 

,065131 *** 
4.03 

-.046475 
-0.74 

-.034702'** 
-3.32 

,019737 
1.25 

-.004055 
-0.36 

,019574 
1.22 

-.012781*** 
-2.87 

-.018701*** 
-3.58 

-.004196 
-0.81 

,002999 
0.53 

012806* 
1.9 

.025484*" 
2.26 

13.19 

-.004352 
-0.31 

,000603 
0.03 

-.045468** 
-2.19 

,010778 
0.82 

,022693 
1.6 

.051479*** 
3.81 

.044393'L* 
2.52 

.041687*** 
3.32 

.070232*** 
6.11 

.065482*** 
5.13 

.06 1726*** 
3.9 

-.013329 
-0.8 

-.029419** 
-2.15 

-.037433* 
-1.73 

.024938** 
2.25 

.04067*** 
3 35 

.056829*'* 
5.12 

-.IN7985 
-0.83 

,026879 
1.12 

.046044*** 
3.76 

.008024 
0.78 

-.017901*** 
-3.8 

-.012222=* 
-2.26 

- ,00465 8 
-0.8 

-.@I7576 
-1.43 

,007377 
1.26 

,008373 
0.7 

15.87 

-.013135 
-1.04 

.030888** 
2.12 

-.010967 
-0.58 

.034294*** 
3.1 

.025776** 
2.03 

.052125*** 
4.45 

.06 1391 ***  
5.63 

.022215* 
1.71 

.042659*** 
3.63 

.057339*** 
5.01 

.060685*** 
5.35 

-.010204 
-0.71 

-.012173 
-1.07 

-.023401 
-1.26 

-.011651 
-1.1 

.038549*** 
3.37 

,010382 
0.87 

-.022833*** 
-2.62 

,003 186 
0.14 

.045949*** 
4.41 

.018345** 
2.06 

-.013083*** 
-2.96 

-.0172*** 
-3.31 

.001906 
0.38 

-.003524 
-0.63 

,009025 
1.59 

.008145 
0.71 

22.35 24.08 

-.013833 -.042189** 
-0.62 -2.17 

,046425 ,026054 
1.38 0.71 

-.001474 -.021147 
-0.04 -0.58 

.047804*** .039986*** 
3.07 2.75 

.I 17395*** .082998*** 
6.59 4.85 

.08889*** .106393*** 
3.02 4.54 

.176717*** ,068045 
4.35 0.92 

,052061 *** .074677*** 
3.01 4.77 

.095353**' .091447*** 
4.9 5.34 

.I 10378*** .106462+** 
3.41 3.63 

21074*** .180621*** 
18.39 22.24 

-.029952* -.065933*** 
-1.88 -4.35 

-.05 1724*** -.069291*** 
-3.52 -4.94 

-.03646* -.039523*' 
-1.88 -2.05 

-.010798 .087486* 
-0.26 1.85 

.070349*** .058657** 
3.06 2.56 

-.077176 ,013493 
-0.87 0.19 

-.034352** -.035766** 
-2.29 -2.45 

,021536 ,020888 
0.96 0.97 

-.000521 -.009038 
-0.03 -0.57 

,025981 ,014817 
1.15 0.65 

- 019822*"* -.006282 
-3.09 -I .02 

-.026818*'* -012203 
-3.55 -1.6 

-.001983 -.003436 
-0.26 -0.48 

,009325 -.002956 
1.15 -0.38 

,004069 .022227** 
0.45 2.22 

.02959* ,022735 
1.79 1.49 

-1 14 -0 51 -1 17 
Wald chi2(60) = 262297 142771 470045 95493 17481 46 3521 3296 4013 3821 
Prob>chi2 = 0 0 0 0 0 2450 6 2846 91 7336 03 8037 78 
Wald test o f  rho=0 0 0 0 0 
chIZ(1) = 947308 133757 0001135 0841478 968975 3 063 89452 00947 8823 
h o b  > chi2 00021 00003 09731 0359 00019 0 0801 04426 00009 06477 
Absolute value o f  Z statistic in  italics 
* significant at 10 %, **  significant at 5 8 ,  *** significant at 1% 
Source EPHPM May 2002 
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Determinants of Child Labor: Boys and Girls 10 - 14 years, Marginal Effects (Bivariate probit) in Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

Age .051889*** .085918*** .022657*** 0.0256622 .074394*** .031504*** .018049*** .127715*** .023905*** 

Sex 

Child of HoH 

Fern HoH 

Spouse 

HoH: no primary 

HoH: w/ primary 

HoH: w/ secondaly 

secondary 
Spouse: no 

Spouse with 
primary 
Spouse with 
secondary 
Spouse with post- 
secondary 
Dirt floor 

HoH: W/ post- 

Primary 

No San Sew 

No Elec 

No waste elim. 
system 
With refrigerator 

With phone 

HoH: emigrant 

Ethnic minority 

HoH: self employed 

HoH: self employed 
non-agricul 
Children under 6 
years 
Boys between 7-14 
years 
Girls between 7- 14 
years 
Males between 15- 
19 years 
Females bet. 15- 
19 years 
Adults over 
60 years 
Urban House. 

agricul. 

26.06 22.27 
.14705*** 

21.29 
.013158 .029137** 

1.62 1.98 
-.005178 -.020371 

-0.43 -0.93 
,001238 ,020486 

0.1 0.91 
-.002229 -.006531 

-0.34 -0.56 
-.019458** -.040602*** 

-2.33 -2.75 
-.048399*** -.069145*** 

-5.13 -3.93 
-.082867*** -.141749*** 

-7.43 -5.96 
-.0168** -.014264 

-2.33 -1.09 
-.024546*** -.031998** 

-2.75 -1.96 
-.033319*** -.055986*** 

-2.84 -2.69 
-.04465* -.121347*** 

-1.75 -3.19 
.018622*** .034594*** 

2.6 2.76 
.003118 ,001895 

0.5 0.17 
.045931*** .111073*** 

5.19 7.32 
,009425 -.017278 

1.02 -1 
,004607 -.012603 

0.51 -0.82 
-.012455 -.056104*** 

-1.11 -3.02 
,002395 ,0007 

0.42 0.07 
.047629* ** .075958* ** 

4.03 3.6 
.08.5334*** ,12675.5*** 

9.72 8.79 
.111099*** .107775*** 

11.02 6.8 
.007729*** .016251*** 

3.08 3.67 
-.001171 .000701 

-0.36 0.12 
,00217 ,006107 

0.65 1.02 
-.010588*** -.013706*** 

-3.7 -2.71 
-.013004*** -.013334** 

-4.05 -2.3 
-.02604*** -.034872*** 

-4.27 -3.19 
-.018069** -.047207*** 

11.01 
0.029921 1 

.004426 0.0070802 

,001467 0.0006468 
0.57 

0.13 
-.012949 0.0059183 

-0.95 
-.004074 -0.001293 

-0.57 

-1.08 

-3.7 

-5.37 

-1.73 

-1.02 

-0.84 

-0.12 

0.69 

0.22 

-0.92 

-.009068 -0.005403 

-.030288*** -0.028937 

-.04413*** -0.053653 

-.014068* -0.017661 

-.010162 -0.010033 

-.010316 -0.033136 

-.003052 -0.03995 

,005426 0.0123284 

,001 504 0.0153527 

-.008547 0.037726 

.O 19663* * -0.00 1005 

,011015 -0.004003 

,007082 -0.000355 

,005962 0.0177894 

.032504** 0.0188907 

,037842 ***  0.0773204 

.098859*** 0.0825136 

,000745 0.0122208 

-.001404 -0.00339 

2.57 

I .25 

0.66 

1.02 

2.37 

3.77 

8.84 

0.27 

-0.4 

-0.16 

-2.46 

-3.03 

-2.46 
,007088 

-.000557 -6.64E-05 

-.0075 13** 0.0009425 

-.0101 l5 * * *  -0.015138 

-.015567** -0.015641 

19.08 
.247 176* * * 

17.14 
.02298* 

1.74 
-.008467 

-0.4 
-.001907 

-0.09 
-.002793 

-0.29 
-.037875*** 

-2.9 
-.049836** 

-2.14 
-.061509 

-0.98 
-.01963* 

-1.85 
-.043935*** 

-3.16 
,000572 

0.02 
-.027582 

-0.27 
.023359** 

2.33 
-.004833 

-0.51 
.055544*** 

4.51 
.02325 

0.9 1 
,024883 

1.32 
-.067291** 

-2.12 
-.017862** 

-1.96 
.06425*** 

3.88 
.095S24* * * 

8.4 
,121 l57*** 

5.81 
.005648 

1.46 
.00005 1 

0.01 
,003593 

0.7 
-.020769*** 

-4.63 
-.01147** 

-2.18 
-.034442*** 

-3.55 

9.43 

.024604** 
2.11 

-.00104 
-0.06 

,028938 
1.48 

-.013544 
-1.11 

-.023841* 
-1.81 

-.041707*** 
-3.31 

-.069449 ** * 
-5.43 

-.023585* 
-1.7 

-.011467 

- ,0484 1 ** * 
-3.66 

-2.93 
,001984 

0.13 
,010416 

0.91 
.063904*** 

2.76 
-.006002 

-0.58 
-.001433 

-0.13 
-.026485** 

-2.27 
,013836 

1.54 
,014603 

0.55 
.093584*** 

3.17 
,07954 1 * * * 

6.88 
.016837*** 

4 
-.008153 

-1.43 
,004481 

0.76 
.001008 

0.21 
-.00692 

-1.37 
-.009252 

-0.92 

-0.71 

-.056344*** 

6.38 

-.005662 
-0.52 

,004838 
0.36 

-.013291 
-0.7 

,008446 
0.69 

,011625 
0.81 

-.01675 
-1.34 

-.038586*** 
-3.44 

-.009967 
-0.72 

b.006659 
-0.44 

-.013968 
-0.93 

-.020084 
-1 

.030948** 
1.96 

,018119 
1.59 

,012068 
0.75 

,001937 
0.2 

-.006038 
-0.6 

.024484* * 
2.14 

.020524*** 
2.72 

,026235 
1.04 

.04933** 
2.07 

.082999*** 
7.49 

.006627* 
1.74 

,00182 
0.37 

-.005255 
-0.98 

,001156 
0.29 

-.021821*** 
-4.87 

-.020523** 
-2.32 

21.04 7.61 

,030527 ,013532 
1.2 1.35 

-.039689 -.000632 
-1.04 -0.04 

.002866 -.008851 
0.07 -0.46 

-0.05 -1.16 

-2.05 -2.38 
-.060807 -.0302 1 **  

-1.33 -2.16 

-1.27 0.23 

-.000876 -.009972 

-.052059** -.023363** 

-.161823 ,013855 

-.00921 -.O 185 17" 
-0.47 -1.9 

-.072401*** -.017967 
-2.79 -1.53 

,002489 -.OW798 
0.04 -0.03 

-.288218*** ,086233 
25.15 0.72 

.054423*** -.00002 
3.04 0 

-.004734 -.008677 
-0.27 -1.05 

.12871*** -.002344 
6.28 -0.2 

-.020765 .037468*** 
-0.39 2.99 

-.032542 .044071** 
-1.08 2.44 

-.157553*** -.013879 

-.016363 -.00792 
-1 -0.99 

.099652*** .033706** 
3.46 2.11 

.145841*** .036556*** 
7.79 3.43 

.081328*** .111662*** 
2.71 4.96 

.015437** -.002263 
2.22 -0.65 

,00716 -.004118 
0.79 -0.95 

,008177 ,001457 
0.87 0.32 

-.027222*** -.013505*** 
-3.39 -3.29 

-.018875** -.000447 
-1.97 -0.1 

-.055762*** -.013464 
-3.15 -1.59 

-3.03 -0.53 

-2 16 3 31 0 84 
Waldch2(60) = 284543 173221 119522 89973 7027 8.5 3469 3340 3846 3.518 
Prob >chi2 = 0 0 0 0 0 530 18 47998 966925 784928 
Wald test of rho=0 0 0 0 0 0 0 0 0 0 
ch12(1) = 511 179 515 088 43 3144 136 141 367 417 1161 0 7281 5 369 0 6477 

Absolute value of Z statistic i n  italics 
< significant at 10 %, ** significant at 5%, *** significant at 1% 
Source EPHPM May 2002 

-Prob > chi2 0 0 0 0 0 0 0 0 0 
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Determinants of School Attendance: Boys and Girls 10 - 14 years, Marginal Effects (Bivariate probit) in Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

-.075788’** -.07228*** -.078989*** -.03762*** -.105398*** -.034407*** -.039327*** -.100888*** -.110753*** Age 

Sex 

Child of  H o H  

Fem H o H  

Spouse 

HoH: no primary 

HoH: with primary 

HoH: with secondary 

HoH: with post-secondary 

Spouse: no primary 

Spouse with primary 

Spouse with secondary 

Spouse with post-secondary 

Dirt floor 

No San. Serv. 

No  Elec. 

No waste elimination sys. 

With refrigerator 

With telephone 

HoH: emigrant 

Ethnic Minority 

HoH: self employed agriculture 

HoH: self employed non-agrici 

Children under 6 years 

Boys between 7-14 years 

Girls between 7-14 years 

Males between 15-19 years 

Females between 15-19 years 

Adults older than 60 years 

Urban Household 

-34.03 -22.83 
-.@I2075 

-0.27 
.016371* -.ooO536 

1.72 -0.04 
.029342** .036996** 

2.39 2.18 
-.005855 -.002218 

-0.43 -0.11 
.014433** .027784*** 

2.12 2.91 
.044584*** .049609*** 

5.5 4.35 
.087639*** .086189*** 

10.31 7.05 
.102299*** .121548*** 

8.19 9.68 
.018092** .008061 

2.35 0.72 
,041 l94*** .049319*** 

4.52 3.92 
.070256*** ,085391 *** 

6.35 5.64 
.064053** .054172 

2.15 1.1 
-.027133*** -.031488*** 

-3.59 -2.91 
-.021894**‘ -.018023* 

-3.3 -1.94 
-.038343*** -.055878*** 

-4.27 -4.33 
-.007993 ,003978 

-0.83 0.29 
. W 3 4 1 * * *  .061907*x* 

7.8 5.29 
.053131*** .0617*** 

4.85 4.03 
-.001743 -.019256x* 

-0.28 -2.19 
-.028852** -.019574 

-2.49 -1.21 
,007292 ,007367 

0.98 0.7 
ilture .019141** 

2.44 
-.010029*** 

-3.71 
.007005** 

1.99 
.008482** 

2.29 
-.001613 

-0.53 
,002472 

0.72 
.018416*** 

2.81 
,012752 

.02558** 
2.34 

-.011258*** 
-2.91 

.010542** 
2.1 

,003977 
0.77 

-.00526 
-1.22 

-.000706 
-0.14 

.011601 
1.25 

,00284 

-25.12 

.031854** 
2.39 

,021 I51 
1.21 

-.0098 I 7  
-0.52 

,001291 
0.13 

.04 148 * * * 
3.68 

.088461*** 
7.68 

.079864*** 
3.77 

.027852*** 
2.65 

.031028** 
2.35 

.054625*** 
3.47 

,071 =” 
2.22 

-.023374** 
-2.22 

-.024938*** 
-2.64 

-.022324* 
-1.81 

-.015373 
-1.17 

.06664*** 
5.81 

.046297*** 
3.08 

.015459* 
1.8 

-.039239** 
-2.35 

,00873 
0.84 

,015144 
1.38 

-.009278** 
-2.48 

,00298 
0.61 

.013001** 
2.48 

,002152 
0.5 

,004925 
1.03 

.024783*** 
2.7 

.02068* 

-17.12 
,002879 

0.38 
.030146*** 

3.11 
.022947** 

2.33 
-.O 10096 

-0.8 
,005254 

0.7 
.01902** 

2.43 
.041689**’ 

5.36 
.050959*** 

6.12 
,013488 

1.55 
.022072** 

2.47 
.0445*** 

5.4 
.033652** 

2.08 
-.018465* 

-1.93 
-.020124*** 

-2.68 
-.017975 

-1.6 
-.ooO714 

-0.1 I 
.039485*** 

5.27 
.035013*** 

4.83 
-.015426*** 

-2.7 
,00963 

0.68 
,011398 

1.22 
.012688** 

2.13 
-.005447** 

-2 
-.002302 

-0.62 
,002903 

0.78 
.ooO199 

0.06 
,004472 

1.41 
,024089 * * * 

3.68 

-22.59 
-.009576 

-0.79 
-.001501 

-0. I 
,0245 16 

1.06 
-.004927 

-0.21 
.O I9755* 

1.87 
.066481**’ 

4.73 
.142014*** 

8.02 
.197253*** 

37.59 
.023293** 

I .99 
.062754*** 

4.08 
.082917*** 

2.95 
.194295‘** 

37.32 
-.032942**” 

-2.99 
-.023443** 

-2.3 
-.045087*** 

-3.41 
-.062004** 

-2.3 
.083631*** 

5.4 
,0441 I 9  

0.97 
,012843 

1.26 
-.044601*** 

-2.71 
,003279 

0.29 
,023062 

1.46 
-.014512*** 

-3.35 
.015258*** 

2.78 
.014037** 

2.38 
-.002597 

-0.53 
.oooo33 

0.01 
,009646 

0.91 

-1  1.33 

,007479 
0.58 

,024941- 
1.91 

-.015715 
-0.96 

,011935 
1.2 

,0177 18 
1.6 

.033806*** 
3 

058091*** 
6.09 

,01357 
1.13 

.028076** 
2.4 

.059815*** 
6.05 

,035122 
1.56 

-.02999** 
-2.02 

-.017417* 
-1 72 

-.04379** 
-2.37 

,00906 
1.01 

,026646 * ** 
2.67 

.042867*** 
4 31 

-.021007*** 
-2.66 

,018386 
0.99 

,019432 
1.62 

,012866 
1.58 

-.004296 
-1.13 

,00169 
0.31 

.@I1583 
0.31 

-.ooO63 
-0.15 

-.001438 
-0.34 

009467 
1.07 

-1  1.01 

.048857**‘ 
3.58 

,018947 
1.36 

-.004506 
-0.25 

KO252  
0.02 

.022322** 
2.11 

.048728*** 
4.43 

.041725*** 
3.22 

,015031 
1.29 

,014549 
1.13 

,026221 ** 
2 03 

,031905 
1.59 

-.009446 
-0.79 

-.020322* 
-1.94 

,003548 
0.28 

-.008354 
-0.93 

.051508*** 
4.69 

.027069*** 
2.72 

-.008533 
-1.08 

-.@I1846 
-0.09 

,004136 
0.3 

,011361 
1.38 

-.006687* 
-1.8 

-.005834 
-1.23 

,00335 
0.67 

,001 168 
0.28 

.009141** 
2.01 

.037273*** 
4.01 

-17.74 -21.45 

-.007108 ,003 
-0.33 0.14 

036102 ,015145 
1.13 0.46 

,006164 -.014777 
0.18 -0.46 

.036339** ,002858 
2.47 0.19 

.074744*** .056636*** 
3.96 2.78 

,157 143*** ,124052”** 
7.6 4.46 

.203463*** . 189684*** 
28.29 24.72 

,00749 .039257** 
0.45 2.37 

.075808*** .047445** 
3.66 2.09 

.071923* .102766*** 
1.78 2.93 

,199741 *** .187688*** 
28.02 24.54 

-.033679** -.035218** 
-2.2 -2.22 

-.018353 -.027565* 
-1.29 -1.88 

-.050594*** -.04424l** 
-2.72 -2.32 

-.084452** -.031094 
-2.29 -0.76 

.102087*** .061648*** 
4.9 2.66 

,067265 ,007612 
1.34 0.09 

-.014889 .040035*** 
-1.03 2.8 

-.037743 -.054002** 
-1.63 -2.28 

.ooO476 ,00772 
0.03 0.47 

.038173* ,011684 
1.75 0.51 

-.017248*** -.012364** 
-2.84 -2.06 

.017536** ,011759 
2.3 1.48 

0.75 2.6 
-.00801 ,003945 

-1.19 0.56 
.ooO882 -.ooO611 

0.11 -0.08 
,009985 ,006907 

0.68 0.46 

,0061 .022267*** 

1.52 0.24 1.77 
Wald chi2(60) = 2845.43 1732 21 1195.22 899.73 7027.85 3469 3340 3846 3518 
F’rob>chi2 = 0 0 0 0 0 530.18 479.98 9669.25 7849.28 
Wald test of rho=O: 0 0 0 0 0 0 0 0 0 
chi2(1) = 511.179 515.088 43.3144 136.141 367.417 1.161 0.7281 5.369 0.6477 

Absolute value o f  2 statistic i n  italics 
* significant at 10 %, ** s i m f i c a n t  at 5%. *** significant at 1% 
Source EPHPM May 2002 
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Determinants of Child Labor: Males and females, 15 - 17 years, Marginal Effects (Bivariate probit) in Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

.049964*** .075752*** .019736** .048329*** .050784*** .077509*** ,021751 ** .056799*** ,015944 Age 

Sex 

Child of HoH 

Fem HoH 

Spouse 

HoH: no primary 

HoH: with primary 

HoH: with secondary 

HoH: with post-secondary 

Spouse: no primary 

Spouse: with primary 

Spouse: with secondary 

Spouse: with post-secondary 
Dirt floor 

No San. Sen. 

No elec. 

No waste elimination sys. 

With refrigerator 

With telephone 

HoH: emigrant 

Ethnic minority 

HoH: se l f  employed agriculture 

6.64 
.393945*** 

27.12 
-.083612*** 

-5.17 
-.010497 

-0.43 
,05631 8** 

2.19 
-.012537 

-0.81 
-.070368*** 

-3.59 
-.I 1738*** 

-5.07 
-.081132** 

-2.08 
-.041458** 

-2.34 
-.081394*** 

-3.7 
-.086334*** 

-3.05 
,052831 

0.91 
.057576*** 

3.39 
-.@I4491 

-0.31 
,017141 

0.89 
,002159 

0.11 
-.0233 
-I .29 

-.0743 l3 * * *  
-3.43 

,025 I ** 
I .97 

.067784*** 
2.7 

,139 193*** 
7.94 

. l24142*** 
HoH: self employed non-agriculture 7.3 

.018327*** 
Children under 6 years 3.01 

,01097 
Boys between 7-14 years 1.62 

.o I9493*** 
Girls between 7-14 years 2.68 

-.026414*** 
Males between 15-19 years -4.06 

-.017454** 
Females between 15-19 years -2.53 

-.066858*** 
Adults over 60 years -5.34 
Urban Household -.036572* 

6.66 

-.032114 
-1.27 

-.028219 
-0.83 

,0661 16* 
1.67 

,001363 
0.06 

-.063268** 
-2.04 

-. 17 l846*** 
-4 57 

-.341722*** 
-5.81 

-.063532** 
-2.13 

-.147175*** 
-4.04 

-.199278*** 
-4.33 

-.OX0569 
-0.92 

,087491 *** 
3.41 

.048353** 
2.23 

.094725*** 
3.48 

-.023356 
-0.86 

-.06331 I** 
-2.54 

-.122436*** 
-3.81 

.O 14875 
0.79 

.06 I737 
1.58 

.23355*** 
10 

.098984*** 
4.62 

,012216 
1.3 

.o I442 
1.38 

,015577 
1.35 

-.007572 
-0.77 

-.024146** 
-2.29 

-.05756*** 
-2.94 

-.088742*** 

2.45 

-.06873*** 
-4.49 

,011751 
0.44 

,035799 
1.24 

-.028434 
-1.6 

-.060856*** 
-3.2 

-.066587*** 
-3.22 

,030953 
0.79 

-.006831 
-0.31 

-.013925 
-0.55 

-.I333387 
-0.12 

,080354 
1.43 

,026349 
1.28 

-.033029** 
-2 

-.065802*** 
-3.09 

,014462 
0.76 

,023565 
1.27 

-.026647 
-1.41 

,017176 
1.26 

.069237** 
2.2 

.037647* 
1.76 

.10954*** 
5.9 

.014528** 
2.2 

,004143 
0.55 

.0195** 
2.45 

-.035885*** 
-4.7 

-.006837 
-0.95 

-.05397*** 
-4 

,013297 

5.38 
.138888*** 

7.25 
-.113608*** 

-6 
.007015 

0.26 
.068382** 

2.05 
,01622 

0.67 
-.028972 

-1.16 
-.063525** 

-2.44 
-.042529 

-1.18 
-.032763 

-1.13 
-.059236** 

-2.06 
-.081356*** 

-2.74 
,025895 

0.5 1 
,030392 
I . I 4  

.047992** 
2.25 

-.022577 
-0.7 

,005183 
0.28 

-.027964 
-1.49 

-.053239*** 
-2.89 

.028172* 
1.86 

,022593 
0.58 

.099795*** 
2.71 

.122507*** 
7.3 

.023936*** 
2.88 

,006969 
0.77 

.017265* 
1.73 

-.014822* 
-1.8 

-.026978*** 
-3.39 

-.071858*** 
-4.35 

4.23 
.605676*** 

35.96 
-.019293 

-0.73 
-.018878 

-0.44 
,018311 

0.45 
-.033404 

-1.52 
-.092315*** 

-2.73 
-.217156*** 

-4.05 
-. I14822 

-0.57 
-.032644 

-1.34 
-.091956** 

-2.47 
-. I15875 

-1.49 
-.472227*** 

-48.04 
.078078*** 

3.42 
-.036732* 

-1.7 
,040468 

1.45 
-.033204 

-0.51 
.02 1545 

0.59 
-.19025* 

-1.86 
,018716 

0.9 
.08423** 

2.46 
,161 533*** 

6.94 
.095454*** 

2.66 
,013707 

1.54 
,012252 

1.18 
,0261 11 ** 

2.38 
-.03392*** 

-3.41 
- . IN1  124 

-0.1 
-.052146*** 

-2.77 

5.24 

-.008833 
-0.27 

-.032089 
-0.78 

045086 
0.82 

.009004 
0.25 

-.015463 
-0.39 

-.104009** 
-2.5 

-.232961*** 
-5.37 

-.060186 
-1.33 

-.107579** 
-2.4 

-.I 5557 1 *** 
-3.33 

-.077002 
-0.97 

,035771 
0.76 

.I 10687 *** 
3.29 

-.016583 
-0.33 

-.002569 
-0.09 

-.053534* 
-1.81 

-.113517*** 
-3.86 

,030028 
1.23 

,07941 2 
1.17 

.148165*** 
2.59 

.131801*** 
5.07 

,015252 
1.15 

.026071* 
I .82 

,019039 
1.19 

,001 124 
0.09 

-.027446** 
-2.06 

-.047393* 
-1.7 

I .98 

-.141284*** 
-6.54 

,034254 
0.99 

.070548* 
1.71 

,020988 
0.64 

-.032439 
-1.02 

-.025952 
-0.78 

,083182 
1.6 

-.017102 
-0.44 

-.02817 
-0.74 

-.0287 
-0.75 

,054579 
0.88 

,021452 
0.58 

-.010809 
-0.4 

-.06322 
-1.57 

,021993 
0.93 

.o00557 
0.02 

-.01293 
-0.58 

,021788 
1.17 

-.016039 
-0.36 

,045608 
0.98 

.118874*** 
5.32 

.026813*** 
2.64 

~ 001392 
-0.12 

,011525 
0.9 

-.02537** 
-2.43 

-.023462** 
-2.48 

-.067223*** 
-3.48 

4.43 1.38 

-.043905 ,010033 
-1.57 0.46 

-.008308 ,002902 
-0.2 0.07 

,053642 ,012587 
1.18 0.3 

,00151 -.046923** 
0.06 -2.22 

-.082357** -.062576*** 
-2.05 -2.64 

-.25604*** -.099939*** 
-3.53 -3.57 

-.780698*** ,035148 
36.83 0.25 

-.045311 -.o00582 
-1.52 -0.02 

-.135403*** -BO4344 
-2.84 -0.13 

- 190991** ,015777 
-2.12 0.23 

-.774186*** -.161144*** 
36.03 12.19 

.088709*** ,029763 
3.56 1.3 

,005176 -.042518** 
0.23 -2.03 

.093096*** -.048669* 
3.29 -1.74 

,003613 -.06312 
0.06 -1.15 

-.047478 .061532* 
-1.37 1.88 

-.242709* -.022878 
-1.72 -0.32 

,001719 ,013085 
0.08 0 66 

,040619 .098679** 
1.12 2.49 

7.95 1.61 
,028139 .116165*** 

0.95 3.06 
,00867 ,002217 

0.87 0.26 
.ooO729 ,005868 

0.07 0.62 
,008266 .021813** 

0.67 2.24 
-.010761 -.043851*** 

-1 -4.02 
-.011562 ,010274 

-0.92 0.99 
-.043833** -.040989** 

-2.11 -2.18 

.196502*** ,037085 

-1.91 -3.38 0.66 
Wald chi2(60) = 2836.29 1399.04 1149.74 933.07 5797.02 1828 2144 1859 1652 
Prob>chi2 = 0 0 0 0 0 533.56 522.29 0 0 
Wald test o f  rho=O: 0 0 0 0 0 0 0 0 0 
chi2(1) = 540.909 410.502 130.512 366.414 176.014 7.513 29.04 1.287 0.3007 . ,  
Prob > chi2 0 0 0 0 0 0 0 0 0 

Absolute value of Z statistic in italics 
* significant at 10 %, =* significant at 5%; *** significant at 1% 
Source EPHPM May 2002 



106 

Determinants of School Attendance: Males and females, 15 - 17 years, Marginal Effects (Bivariate probit) in  Honduras 2004. 
National Boys Girls Urban Rural Urban boys Urban girls Rural boys Rural girls 

-.084884*** -.105221*** -.060881*** -.068536*** -.081213*** -.100277*** -.037924*** -.087439*** -.072809*** Age 

Sex 

Child of HoH 

Fern HoH 

Spouse 

HoH: no primary 

HoH: with primary 

HoH: with secondary 

HoH: with post-secondary 

Spouse: no primary 

Spouse: with primary 

Spouse: with secondary 

Spouse: with post-secondary 

Dirt floor 

No San. Serv. 

No  elec. 

No waste elimination sys. 

With refrigerator 

With telephone 

HoH: emigrant 

Ethnic minority 

HoH. sel f  employed agriculture 

HoH: sel f  employed non-a&Tici 

Children under 6 years 

Boys between 7-14 years 

Girls between 7-14 years 

Males between 15-19 years 

Females between 15-19 years 

Adults over 60 years 

Urban household 

-10.48 
-.02022 

-1.21 
.193757*** 

13.03 
.03 I965 

1.3 
-.073604*** 

-2.61 
,06313 I * * %  

3.61 
.141303*** 

6.54 
.247966*** 

9.72 
.260457*x* 

6.74 
.053926** 

2.57 
.118613"** 

4.7 
.210029*** 

6.74 
.123757** 

2.1 
-.070924*'* 

-3.92 
-.066884*** 

-4.37 
-.083023*** 

-4.12 
-.022675 

-1.2 
.138213*** 

7.95 
.106206*** 

4.92 
-.010917 

-0.81 
-.046927* 

-1.77 
,004863 

0.25 
ilture ,026218 

1.59 
- ,040387 * li * 

-5.98 
,006699 

0.91 
-.000769 

-0.1 
-.009187 

-1.3 
.03325*** 

4.64 
.120455*** 

8.86 
.072958'** 

-9.17 

.077955"** 
3. I 

,03142 
0.91 

-.050165 
-1.26 

.079292'** 
3.26 

.163018*** 
5.26 

.256804*** 
6.88 

.373952*** 
6.75 

.059658** 
2.01 

.138802*** 
3.84 

.320984*** 
7.14 

.269896** 
2.56 

-.08304*** 
-3.33 

-.072944*** 
-3.46 

-.074421*** 
-2.73 

-.059161** 
-2.21 

.112298*** 
4.52 

.128352*** 
4 06 

-.00398 
-0.21 

-.022381 
-0.6 

-.005219 
-0.2 

,013057 
0.58 

-.019859** 
-2.08 

-.00753 
-0.72 

-.012 162 
-1.1 

-.007895 
-0.8 

,009089 
0.87 

.095035*** 
4.76 

.053917** 

-5.31 

.263998*** 
13.64 

,043305 
I .25 

-.071755* 
-1.78 

.052345** 
2.03 

,12 1224*** 
3.95 

,2405 l4*** 
6.89 

.184109*** 
3.57 

,050771 * 
1.66 

.108599*** 
3.02 

.133387*** 
3 12 

,087178 
1.21 

-.051951* 
- 1.95 

-.063461*** 
-2.81 

-.099685*** 
-3.31 

,025442 
0.95 

,161 975*** 
6.61 

.083902*** 
2.86 

-.014289 
-0.75 

-.073934* 
-1.94 

,00884 
0.32 

,033845 
1.45 

-.059778-** 
-6.18 

,017114 
1.61 

.008854 
0.79 

-.013959 
-1.41 

.05 1843 *** 
5 .1  

.132101*** 
7.02 

.100747*** 

-6.63 
,013191 

0.6 
.212891*** 

10.35 
,038192 

1.29 
-.097451** 

-2.57 
.095232*** 

3.67 
.146261*** 

5.49 
.223637*** 

8.32 
.224069*** 

7.13 
.065215** 

2.01 
.096664*** 

2.98 
.181195*** 

5.61 
. I23123** 

2.42 
-.019768 

-0.62 
-.095835*** 

-4.04 
-.058573 

-1.45 
-.029338 

-1.42 
.142019*** 

6.84 
.082729*** 

3.99 
-.018954 

-1.09 
-.02308 

-0.5 
.059058* 

1.65 
,017281 

0.95 
-.061409*** 

-6.34 
.ooO896 

0.09 
-.001731 

-0.15 
-.00279 

-0.3 
.039687*** 

4.34 
.I 17286*** 

6.1 

-8.19 
-.037 103* 

-1.88 
.135804*** 

7.87 
,015661 

0.47 
-.03541 1 

-1.04 
.031248* 

1.73 
,10608 I * * * 

3.64 
.279563*** 

5.05 
.3 14692* 

1.78 
,03922' 

1.86 
.119513*** 

3.63 
.266249*** 

3.71 
.759597*** 

70.32 
-.076465 **  * 

-4.22 
-.03712*% 

-2.21 
-.070494*** 

-3.26 
,001798 

0.04 
.102977"** 

3.79 
.304268*** 

3.53 
-.GO3496 

-0.22 
-.040886 

-1.59 
-.@I9154 

-0.49 
,033445 

1.27 
-.018787** 

-2.56 
,008922 

1.11 
.ooo455 

0.05 
-.010572 

-1.28 
.020054** 

2.27 
.095349*** 

6.35 

-6.36 

,053703 
1.5 

,035625 
0.81 

-.052644 
-0.89 

.17"** 
4.78 

.201339*** 
5.56 

.243793**" 
6.41 

.30673*** 
8.54 

,035361 
0.7 I 

,066254 
1.33 

.2494*** 
5.63 

.220247*** 
2.99 

-.042379 
-0.85 

-. l35322*** 
-3.91 

-.087746 
-1.51 

- 060422** 
-2.01 

,12233*** 
4.03 

.099861*** 
3.24 

- 024324 
-0.93 

,021495 
0.34 

,051965 
0.98 

,0241 I 2  
0.89 

-.044434*** 
-3.13 

-.016734 
-I .09 

,00144 
0.09 

-.008194 
-0.57 

,013052 
0.92 

.091803'** 
3.01 

-2.72 

.285377*** 
11.32 

,047366 
1.19 

-.110465** 
-2.17 

,030449 
0.78 

.089582** 
2.25 

,204 l94*** 
5.27 

.148635*** 
3.05 

.098879** 
2.27 

.135618*** 
3.12 

.143338*** 
3.15 

.110576* 
1.71 

,013123 
0.31 

-.061123* 
-1.82 

-.013856 
-0.24 

,005258 
0.18 

.160337*** 
5.46 

.068965** 
2.43 

-.010551 
-0.45 

-.066887 
-1.04 

,074967 
1.52 

,009578 
0.38 

-.078047*** 
-5.74 

,006639 
0.45 

,001958 
0.12 

-.001412 
-0. I 1  

.057553*** 
4.68 

.11786*** 
4.72 

-6.91 -4.76 

.082042*** .186233*** 
3.05 7.46 

,035022 ,01192 
0.76 0.24 

-.0151 -.041748 
-0.34 -0.78 

,0201 17 .053967* 
0.84 1.92 

.107357*** .118724*** 
2.63 2.77 

.340896**' .226807*** 
4.47 2.96 

.787391*** ,157789 
70.34 0.76 

.056609** ,019313 
1.98 0.6 

.182596*** ,065362 
3.87 1.4 

.355601*** ,167212 
3.72 1.63 

.781099'** .733686*** 
68.85 39.02 

-.082562*** -.065479** 
-3.46 -2.33 

-.026447 -.051202** 
-1.21 -1.98 

-.059641** -.092718*** 
-2.14 -2.79 

,00134 ,014686 
0.02 0.24 

.069667* .136722*** 
1.92 3.4 

.21704* .376066*** 
1.91 3.04 

,008415 -.019352 
0.4 -0.78 

-.032479 -.055902 
-0.94 -1.46 

-.022066 -.000862 
-0.89 -0.03 

,002034 .068257* 
0.06 1.65 

-.005075 -.035315*** 
-0.51 -3.13 

,001486 ,017538 
0.14 1.43 

-.011889 ,011649 
-1.01 0.94 

-.003692 -.020074 
-0.35 -1.62 

.002044 .035903*** 
0.17 2.68 

.075924*** ,I 16227*** 
3.69 5.09 

3 92 2 1  3 73 
Wald chi2(60) = 2836 29 139904 114974 93307 579702 1828 2144 1859 1652 
Prob> chi2 = 0 0 0 0 0 533 56 522 29 0 0 
Wald test of rho=0 0 0 0 0 0 0 0 0 0 
chi2(1) = 540909 410502 130512 366414 176014 7 513 29 04 I 2 8 7  03007 
Prob > chi2 0 0 0 0 0 0 0 0 0 

Absolute value of Z statistic in italics 

Source EPHPM May 2002 
significant at 10 %, x x  significant at 5%. *** significant at 1% 
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Appendix 3. Tobit Model and Simultaneous Probit to Estimate Hours Worked 
and School Attendance. 

Tobit Estimate of Hours Worked per Week, Children 5-17 Years, in Honduras, 
2002. 

Number of obs 
LR chi2(10) 
Prob> chi2 
Pseudo R2 

Hours worked/week Coef Std. t P A  r95% Int erv a1 
Attends school - 0.193886 - 0 -  

21.73 0.178368 121.8 0 21.3895 22.0887 
- 0.007516 - 0 -  Age 

Age2 
Size Household 0.043291 - 0 -  
Child. 4.39 0.056636 77.6 0 4.28791 4.50992 
Babies 6.84 0.087317 78.4 0 6.67665 7.01893 
Babies*Female 0.119861 - 0 
Income from adults 8.46E- - 0 -  
Female 0.140794 - 0 -  
Urban 16.50 0.118787 138.9 0 16.2721 16.737 
- con 1.00920 - 0 -  

se 45.76 0.063385 (Ancillarv mran&er) 
1959403 left-censored observations at hrs.<=O 
355 147 uncensored 

*School attendance was estimated with the education of the head o f  household and hidher spouse which, when 
controlling household adult income, provide the best indication of a household’s preference for education, & 

thus should not affect the decision about how many hours children work. 

Probit Estimate o f  School Attendance by Children 5-17 Years of Age, in Honduras, 2002. 
Number of obs 
LR chi2( 11) 
Prob> chi2 
Pseudo R2 

School Attendance 
HoH:Education 
Spouse-Education 

Age 
Age2 
Size of Household 
Child. 
Babies 
Babies*female 
Income of Adults 
Female 
Urban 

0.433562 0.002556 
0.27574 0.002680 
0.981 189 0.001795 

0.000082 
0.02618 0.000849 

0.001 112 
0.001800 

0.010440 0.002 127 
0.000 0.000 

0.05 153 0.002674 
- 0.002307 

169. 
102.8 
546.5 

30.8 

4.9 1 
109.9 
19.2 

p>lz 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

u 
0.428552 0.438573 
0.27049 0.28100 
0.977670 0.984708 

0.0245 18 0.027849 

- 

0.006271 0.014609 
0.000022 0.000023 
0.046289 0.056774 
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Tobit Estimate of  Hours Worked Der Week by Children 10 - 17 Years, Honduras, 2002. 
Number of  obs 
LR chi2(10) 
Prob> chi2 
Pseudo R2 

Hours worked per week Coef Std. t P>!t r9597 0 Interval 
Attends School* - 0.168445 - 0 - 
Age 28.14 0.337545 83.3 0 27.4783 28.8015 

Size of Household 0.044878 - 0 - 
Child. 4.43 0.058647 75.5 0 4.31591 4.54580 
Babies 7.07 0.093202 75.9 0 6.8956 7.26100 
Babies*female 0.125292 - 0 
Income of Adults 8.47E- - 0 - 
Female - 0.146073 - 0 - - 
Urban 14.51 0.131439 110.4 0 14.2541 14.7693 
- con 2.3145 - 0 - - 

Age - 0.012304 - 0 - 

se 45.35 0.064049 (m Darameter) 
10369 14 left-censored observations at hrs.<=O 
338830 uncensored 

* School attendance was estimated with the education of the head of household and h isher  spouse which, when 
controlling household adult income, provide the best indication of a household’s preference for education, & thus 
shouldn’t affect the decision about how many hours children work 

Probit Estimate of School Attendance. Children 10-17 Years, Honduras,2002. 
Number of  obs 
LR chi2( 1 1) 
Prob> chi2 
Pseudo R2 

School Attendance 
HoH-Education 
Spouse-Education 

Age 
Age * 
Size of Household 
Child. 
Babies 
Babies*female 
Income of Adults 
Female 
Urban 

0.465396 0.0032 
0.27777 1 0.003468 

0.008 105 
0.009241 0.000295 
0.025681 0.001055 

0.001 379 
0.00239 1 

- 0.002830 
0.000020 2.40E- 
0.057772 0.003274 

0.00294 

2 P>lz 
142.3 0 
80.0 0 

0 
31.3 0 
24.3 0 

0 
0 

0.67 
84.9 0 
17.6 0 

0 

r95% Interval 
0.458987 0.47 1805 
0.270973 0.284569 

0.00866 0.0098 19 
0.023612 0.027750 

- - 

- 
- 
- 0.004359 
0.000019 0.000020 
0.05 1 3 54 0.064 1 9 1 

con 7.22845 0.0550 26 131.3 0 7.17060 7.33630 
Source: EPHPM 2002 
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Tobi t  Estimate of Hours Worked per Week by Children 15 - 17 Years o f  Age in Honduras, 2002. 
Number of obs 
LR chi2( 10) 
Prob> chi2 
Pseudo R2 

Hours worked per week Coef Std. t w i t  r95% Interval 
Attends School* - 0.247320 - 0 - - 
Age 35.74 5.2842 6.76 0 25.3886 46.1025 

Size o f  Household 0.061902 - 0 
Child. 4.06 0.081008 50.1 0 3.90419 4.22174 
Babies 5.90 0.141509 41.7 0 5.63118 6.18589 
Babies*female 0.182809 - 0 - 
Income o f  adults 0.000 0.000010 6.49 0 0.000049 0.000091 
Female 0.204876 - 0 - 
Urban 7.01 0.21859 32.1 0 6.5894 7.44631 
- con 42.2161 - 0 

Age - 0.165050 - 0 - 

se 44.93 0.083665 (Ancil larv uaramete r) 
281 186 left-censored observations at hrs.<=O 
189077 uncensored 

* School attendance was estimated with the education of the head of household and hidher spouse which, when 
controlling household adult income, provide the best indication of a household’s preference for education, & thus 
shouldn’t affect the decision about how many hours children work. 

Probit Estimate of School Attendance, Children 15-17 years, in Honduras, 2002. 
Number of obs 
LR chi2( 11) 
Prob> chi2 
Pseudo R2 

School Attendance 
HoH-Education 
Spouse-Education 

Age * 
Size o f  Household 
Child. 
Babies 
Babies*female 
Income of Adults 
Female 
Urban 

Age 

- 
0.492540 0.004708 
0.29428 0.004941 
- 0.134688 
0.044571 0.00421 1 
0.060973 0.001569 
- 0.002053 
- 0.004008 

0.004777 
0.000017 3.01E- 
0.105256 0.004876 
- 0.00435 6 

Z P>lz 
104. 0 
59.5 0 

0 
10.5 0 
38.8 0 

0 
- 0 
- 0 
56.7 0 
21.5 0 

0 

r95% Interval 
0.483310 0.501769 
0.284603 0.303974 

0.0363 18 0.052825 
0.057896 0.064050 

0.000016 0.000017 
0.095698 0.114814 

con 14.9732 1.074 46 13.9 0 12.8672 17.0791 
Source:EPHPM 2002 
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Appendix 4. Decomposition of Wage Gaps among the Non-Agricultural Self-Employed. 

Average Wage Gap among Non-Agricultural Self Employed People between the Ages 
of  15 - 65 Years in Honduras, 2004. 

Controlled by  age, educatioi . -  

Controlled by  age, education level, migratory 

status and c iv i l  status occupation 
level, migratory status, c iv i l  status, and 

National Rural  Urban National Rural Urban 
Gap without Controls 1.245 1.224 1.120 1.245 1.227 0.997 
Part of the gap explained by: 

Combination o f  characteristics 
exclusive to men 

Combination o f  characteristics 
exclusive to women 

0.058 -0.153 0.014 0.092 0.237 0.028 

-0.018 -0.026 0.015 -0.025 -0.048 -0.016 

Differences in the distribution o f  
characteristics common to 0.053 -0.409 0.054 0.023 -0.046 -0.020 
men and women 

Part not explained by the 

1.152 1.812 1.037 1.155 1.084 1.005 different characteristics 
observable among men and 
women 
Gap i s  defined as the difference between the average wage o f  men and the 
average wage o f  women as a proportion o f  women’s salanes. 
Source: EPHPM M a y  2004 

Gap in the wages o f  non-agricultural self employed people, controlled by  

120  0 Unexplained part 

age, educational level, nuga to ry  condition and c iv i l  status 

1 5  

1 0  

0 5  

0 0  

-0 5 

ODifferences in the distnbution of 
charactenstics common to men and 
women 

exclusive to women 

Combination of charactenstics 
exclusive to men 

E Combination of charactenstics 

Source: EPHPM May 2004. ~ National Rural Urban 

Gap in the Wages o f  non-agricultural self employed people, controlled b y  
Age, educational level, migratory condition, c i v i l  status and occupation. 

1 4  
1 2  
1 0  
0 8  
0 6  
0 4  

National Rural Urban 1:; 

OUnexplained part 

ODifferences in the distribution of 
characteristics common to men and 
women 

exclusive to women 
.Combination of characteristics 

BCombination of characteristics 
exclusive to men 

Source: EPHPM May2004. 
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4. PUBLIC SPENDING 

CEDLAS35 

1. INTRODUCTION 

1. Throughout the world, the public sector plays an active role in the provision o f  goods and 
services. Governments provide education and health services free or charge or at subsidized 
prices, provide monetary transfers or in-kind supports to the most impoverished, offer housing 
and employment programs, participate in providing water and sanitation services, garbage 
collection and streetlights, and administer different social security programs. I s  the magnitude of 
state involvement in the public sector adequate? I s  government provision of goods and services 
efficient? Are public programs cost-effective? In addition to these dimensions, there i s  another, 
no less relevant one: equity. In theory, government provided goods and services are 
fundamentally destined for the most deprived segments of the population. In fact, one of the 
main justifications for state involvement in providing goods and services i s  redistributional. 
Through spending and taxation, the government transfers resources to the poorest strata of 
society. Even i f  redistribution isn’t the main argument when decisions are being made about 
public spending, i t  i s  nonetheless relevant to inquire about the recipients of such spending. Who 
benefits from social spending? This question i s  essential for evaluating any social program. It i s  
the central element examined by incidence studies. The objective of such works, solidly based in 
economics, i s  to identify the beneficiaries of spending and classify them in strata according to 
their standard of living. Then, the impact of state public spending on the distribution of well- 
being among a nation’s inhabitants can be evaluated and quantified. 

2. This study applies a traditional benefit-incidence analysis methodology to determine the 
beneficiaries of social spending in Honduras. The study attempts to contribute to efforts aimed at 
increasing the positive impact that public policies have on the most disadvantaged members o f  
Honduran society. 

3. The study characterizes spending on social programs in Honduras-both those that 
correspond to so-called Public Social Spending (PSS) and programs that are part o f  the Poverty 
Reduction Strategy (PRSt ident i fy ing their beneficiaries and estimating their redistributional 
impact. The main input for this study i s  the 2004 Living Standards Measurement Study (the 
English acronym i s  “LSMS” and the Spanish acronym i s  “ENCOVI”), conducted by the National 
Statistics Bureau (INE). This valuable survey, camed out for the f i r s t  time in Honduras, allows 
us to better grasp the country’s socio-economic reality, and the population’s participation in 
public social programs. 

4. The remainder of the study i s  structured in the following manner. The central 
characteristics of an incidence analysis are presented in Section 2, and the main aspects o f  
applying the analysis to the case o f  Honduras are discussed. Section 3 presents some basic 
statistics about public social expenditures in Honduras, and about the distribution o f  consumption 
in this Central American nation. Sections 4 through 9 constitute the nucleus o f  the report, in 
which the distributional incidence of social spending in the sectors o f  education, health, housing, 
water and sanitation, social assistance and rural development are analyzed. Estimates o f  the 
distributional impact of aggregate social spending are presented in Section 10 along with some 
simulation exercises, including the financing o f  spending and some hypotheses related to the 

35 CEDLAS (Centro de Estudios Distributivos, Laborales y Sociales de la Universidad Nacional de L a  
Plata), comprising Leonard0 Gasparini (director), Facundo Crosta, Gonzalo Fernindez, Francisco 
Haimovich, Matias Horenstein y Hernin Winkler. 
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inefficiency o f  spending management. Finally, Section 11 concludes the study with some final 
comments. 

2. THE METHODOLOGY 

5. This study documents and analyzes the coverage and incidence o f  social spending in 
Honduras. The two dimensions-coverage and incidence-are relevant to an analysis o f  social 
policies. An analysis o f  coverage allows us to know the proportion o f  the target population that 
enjoys some service or takes part in some public program. This analysis helps identify areas or 
strata o f  the population that lack a specific service or only scarcely participate in some program, 
and as a consequence can better guide the expansion o f  services. 

6. The incidence analysis i s  interested in the distribution o f  a given program’s benefits. The 
main concern i s  the degree to which a program i s  focalized. What proportion o f  total spending 
reaches the poorest sectors o f  society? This type o f  question i s  addressed in an incidence 
analysis. Extensive economic literature about this type o f  study i s  a ~ a i l a b l e . ~ ~  

7. The two key instruments needed for a distributional study o f  social spending are available 
in Honduras: a detailed breakdown o f  social spending by object, and a household survey 
providing information about participation in public programs. In both cases, available information 
i s  up to date, which i s  not common in most countries. Both the information on public spending 
and the household survey correspond to the year 2004, insuring that the results o f  this work fu l ly  
reflect the current situation in Honduras. 

8. The instrument used in this study i s  the LSMS. This valuable survey, conducted by the 
National Statistics Bureau in 2004 throughout the entire Honduran temtory, contains the 
responses o f  39,534 people (representing a population o f  7.1 million) f rom 8,175 households, to a 
broad range o f  questions aimed at characterizing the socioeconomic and demographic situation o f  
Honduras. Another useful survey that has been conducted multiple times in Honduras i s  also 
available: the Permanent Multi-Purpose Household Survey (EPH). Nonetheless, despite i t s  
usefulness for a range of purposes, the EPH i s  not appropriate for  a study about spending 
incidence, given i t s  l imited coverage o f  participation in public programs. I t  i s  fundamentally 
aimed at obtaining information about labor market variables, without probing social variables or 
the use o f  public services. In contrast, the recent LSMS i s  specially designed to reflect the 
nation’s social situation, including a considerable number o f  questions about participation in 
public programs, monetary transfers received from the government, and the use o f  public 
services. 

9. The LSMS pertains to a growing number L iv ing Standards Surveys being conducted in 
Latin America. These surveys, promoted by the Wor ld  Bank, have similarly structured 
questionnaires and are designed to reflect a nation’s social situation wi th  the greatest precision 
possible. Some o f  Honduras’ neighbors have conducted l iv ing standards studies (Guatemala in 
2000, and Nicaragua in 1993, 1998, and 2001). This i s  the first time that this instrument has been 
used to characterize the socioeconomic situation in Honduras. Our study i s  a new contribution 
based on the LSMS. 

36 Studies about the incidence of  spending are strongly based in economic analysis. Recently, contributions 
by Bourguignon and Pereira da Silva (2003), Kaplow (2003), Ravallion (2003), van de Walle (2003) and 
Heckman et al. (2002), have revitalized discussions and contributions related to this theme. 
37 The study was carried out with support from the World Bank, DFID and the IDB, as well as other 
donors. 
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All spending incidence analyses consist of three essential stages: 

Definition of the individual well being variable 

10. In this study, household per capita consumption i s  used as the variable that determines 
levels o f  individual well-being. In function o f  this variable, the population i s  grouped into strata 
(in this case quintiles, or fifths o f  the population), or b y  levels o f  poverty (extreme poverty, non- 
extreme poverty, and n ~ n - p o o r ) . ~ ~  There are numerous arguments for  using consumption rather 
than income as the variable to indicate ~ e l l - b e i n g . ~ ~  

IdentiJication of social program beneficiaries 

11. The general assumption o f  this study, and common to literature on the subject o f  
incidence, i s  that direct users or participants are those who benefit f rom a social program. This 
assumption ignores the potential benefits generated for those people who do not directly use the 
public service (externalities) and to factors o f  prod~ct ion.~ ’  The L S M S  i s  the main instrument for 
identifying the users o f  a given public program, and for characterizing them in terms o f  their level 
of well being (based on household per capita consumption). 

Assignment of benefits 

12. Once the second stage i s  completed, public spending i s  distributed among al l  programs 
based on the distribution of  program beneficiaries. This implies the assumption that the benefit o f  
public service provision-in monetary terms-coincides with the state’s average cost o f  
providing this service. This assumption i s  quite constrictive, since it ignores inefficiency, 
corruption, and the possibility that the value to the program user (the “compensated variation”) 
differs f rom the cost o f  the service. The quality o f  public services received b y  each household i s  
not estimated (in general, i t  i s  impossible to make such calculations based on the information in 
surveys); rather, the tax effort involved in providing the service to beneficiary families i s  
estimated, on the basis o f  certain assumptions. 

13. In addition, this methodology ignores changes in the behavior o f  economic agents as a 
result o f  public policy changes. If a poor person receives a new governmental monetary support 
o f  $100, the incidence study recognizes the $100 increase in the person’s standard o f  living, but 
ignores, for  example, the possibility that a private donor might reduce hisher donation to the poor 
person when learning o f  the increased government support. The available information, in this 
case and in most studies, impedes a more sophisticated analysis. 

38 The “consumption” registered by the survey implicitly includes state monetary transfers: these increase a 
household’s purchasing power and help increase household consumption. One alternative methodology 
would be excluding such monetary support from consumption, in order to approximate the level of  well 
being prior to state intervention. In this study, we prefer to use consumption without any adjustments as 
the indicator for well being, to be consistent with other Poverty Assessment studies and analyses. Altering 
the consumption variable would imply, for example, reclassifying the population by i t s  level o f  
povertytnon-poverty, which would prohibit comparing our study with others and with any other discussion 
about poverty based on the per capita consumption registered in the LSMS. 
39 See Deaton and Zaidi (2003) for general arguments. Gasparini and Montenegro (2004) argue in favor o f  
using consumption as the indicator in an analysis o f  the tax system in Honduras. In that study, equivalent 
adult consumption i s  used, rather than per capita consumption. In this study, we prefer to use per capita 
family consumption in order to insure consistency with other Poverty Assessment studies. 
40 In the case of public primary education, for example, this assumption implies viewing the students o f  
public primary schools as beneficiaries (as well as their families, who don’t have to pay for their child’s 
education), but ignores the benefits obtained by: (i) the rest o f  society, which benefits from a more educated 
population; and (ii) teachers, who could suffer negative consequences (even in the long range) if the 
government were to decide not to provide more public education. 
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14. In some cases, the use o f  the “average cost o f  service provision” implies ignoring 
differences in the costs o f  providing services to different groups. For example, the cost per 
student in rural schools tends to be higher than in urban schools. Without access to information 
about costs broken down regionally, these differences are ignored in the analysis. 

15. It i s  important to note that this methodology implicit ly assumes that in the absence o f  
state subsidies, an individual would buy the same service f rom the private sector at a similar unit 
cost as that provided by the state. In this sense, social spending allows resources to be saved 
when a service i s  received free o f  charge, but does not fundamentally alter decisions about 
consumption o f  the service. Therefore, i t  has no significant long-term impact. 

16. Once the methodology’s first three stages have been completed, the benefit that each 
individual receives from specific public programs i s  estimated. If these benefits diminish as the 
household per capita consumption level goes up, the program i s  said to be “pro-poor.” If, 
however, these benefits increase with higher consumption levels, then the program i s  classified as 
“pro-non-poor.” Note that although the term used in literature i s  “pro-poor,’’ the concept does 
not involve any definition o f  poverty. Even in a society without poverty, spending i s  s t i l l  
considered “pro-poor” if i t  benefits those with a lower standard o f  living, even i f  they are not 
actually considered poor. A similar clarification applies to the term “pro-non-poor” as well. 

17. Another commonly used term i s  progressivity. A program i s  classified as progressive if 
the benefit i t  generates-measured as a proportion o f  consumption-drops as the household’s 
level o f  consumption rises. I t  i s  possible to prove that progressive spending, i f  it i s  financed by 
proportional taxes, implies a more equitable distribution o f  well-being. Note, however, that it i s  
possible for spending to be pro-non-poor (i.e. the individual benefits derived from spending 
increase as household consumption levels rise) and at the same time progressive (Le. the benefits 
as a proportion o f  consumption drop as the level o f  consumption goes up). This distinction takes 
on great relevance in the case o f  Honduras where, as we w i l l  analyze later, an abundant group o f  
programs have a pro-non-poor but also progressive incidence. 

18. A state program’s degree o f  focalization can be determined b y  estimating concentration 
curves, which indicate the accumulated percentage o f  a program’s total spending assigned to each 
poorest p% o f  the population. A pro-poor program i s  characterized by a concentration curve for 
spending above the diagonal. A program i s  progressive overall if-and only if-its concentration 
curve i s  always above the Lorenz curve (the “consumption concentration If the 
concentration curve falls between the diagonal and the Lorenz curve, i t  i s  pro-non-poor although 
also progressive. As mentioned, various programs in Honduras share this trait. 

19. A program’s degree o f  focalization i s  often computed on the basis o f  concentration 
indices. These are calculated in a manner similar to the Gini coefficient for  the distribution of 
consumption, and range between -100 and 100. Negative values indicate pro-poor spending. 
The higher the value o f  the index in absolute terms (the higher the number, whether positive or 
negative), the greater the degree o f  program focalization. The most wel l  known index for the 
progressivity o f  spending i s  the one proposed by Kakwani. The Kakwani indicator for  the 
progressivity o f  public spending benefits i s  equal to the Gini coefficient for  distribution o f  the 
individual well being variable (in our case per capita consumption), minus the public program’s 
concentration index. A progressive program presents positive values for the progressivity 
indicator. Throughout this study, Lorenz and concentration curves are computed, as wel l  as 
Kakwani concentration and progressivity indices, to illustrate the degree to which Honduras’ 
social programs are focalized and have redistributional impact. 

41 T h i s  proposition i s  part of the Jakobsson-Fellman theorem (see Lambert, 2002). 
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3. PUBLIC SOCIAL SPENDING AND DISTRIBUTION 

20. Honduras has a GDP of US$920 (based on 2002 data using the Atlas methodology), 
which situates it among the poorest countries in Latin America. Almost half of the 7.1 million 
citizens of this Central American nation live in rural areas. Honduras has a debt-GDP ratio of 
around 87%, which allowed i t  to qualify for the HIPC (Heavily Indebted Poor Country) initiative 
in 1999. Honduras has received support from the World Bank through Poverty Reduction 
Support Credit (PRSC). 

3.1. Social Spending 

21. Honduras has a unitary form of government, in which fiscal activity i s  mostly 
concentrated at the central level. The country i s  divided into departments, which are made up of 
municipalities that are largely financed by transfers from the central government. This study 
analyzes and characterizes central government public social spending. According to information 
provided by the Secretariat o f  Finance (SEFIN), Honduras allocated 16.198 billion lempiras in 
2004 to Public Social Expenditure (PSS) programs. These expenditures, which represent 50.6% 
of the central government's total net spending and 11.8% o f  Honduras' GDP, go to service 
provision in the areas of education, health, housing, water, sanitation, and social assistance. 

22. Table 1 details the operational structure o f  PSS.42 Spending for Education totaled 9.241 
billion lempiras, representing 57.5% o f  2004 
expenditures (see Figure 1). The main programs 
within this category are Primary Education, 

Figure 1: Public Social Spending (PSS) 
and PRS Spending by AreaJSector 

Secondary Education, and University Education. 
The Health budget was 3.613 billion lempiras, 
representing 22.5% o f  total PSS resources. The 
two main health programs are Hospital and Primary 
Heath Care, and Epidemiological Control o f  
Illnesses (Immunizations), and there are also a 
large number o f  smaller programs. Spending for 
Housing represents 1.7% o f  PSS, while programs 
in the area of Water and Sanitation account for 
3.5% of total spending. Finally, Social Assistance 
programs account for 14.8% o f  resources utilized in 
2004 for social services and programs. This area 
also includes an enormous number of smaller social 
assistance and poverty reduction programs, the 

PRS 

PW.I Dsr*op 

Source: Author's calculations based on data from SEFIN. 

most noteworthy o f  which are the FHIS,  PRAF, subsidies for electricity services and urban 
transportation, and food programs. 

42 The table details the social spending studied in this analysis. Of the GPS reported by SEFIN, social 
service scholarships, INFOP, and support to INJUPEMP were excluded. The spending analyzed here 
represents 99% of that reported by SEFIN. 
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Table 1: Public Social Spending by SectorIArea 
Honduras, 2004 

Sector Lps. (millions) % 
1. Education 9.241.5 57.5 

Preschool 
Primary 
Secondary 
Special Programs 
Universities 1,489.5 9.3 
Central Level and others 1,885.0 11.7 

426.5 2.7 
2,974.0 18.5 
1,524.5 9.5 

942.0 5.9 

2. Health 
Hospital Care 
Immunizations 
Central Level and others 

3. Housing 
4. Water and Sanitation 
5. Social Assistance 

FHlS 
PRAF 
Subsidies: Eiec and Trans 
Food Proarams and others 509.0 3 2  

Total 16.076.5 100.0 

3,613.0 22.5 
1,737.3 10.8 

883.5 5.5 
992.2 6.2 
267.6 1.7 
569.3 3.5 

2,385.1 14.8 
977.9 6.1 
520.3 3.2 
377.9 2.4 

Source: Author’s calculations based on SEFIN data. 

23. The definition o f  PSS used b y  the Government o f  Honduras (GoH) i s  consistent wi th that 
used by other countries, and includes a range o f  spending that i s  not directly l inked to the goal o f  
poverty reduction. International organizations and the G o H  have also jointly delineated a more 
l imited definition o f  social spending, which only includes programs specifically aimed at 
achieving the Poverty Reduction Strategy (PRS) goals. The original definition o f  PRS, 
incorporated into the 2001 PRSC, included public spending programs financed with donations 
and loans that were related to any o f  the PRS’s six pillars. After various extensions, the 
definition o f  poverty spending was modified in 2003. Spending targeted for PRS (or “PRS 
spending”) i s  inferior to public social spending (or “social spending”) for  various reasons. In 
theory, PRS spending excludes programs whose main objective i s  not poverty reduction (for 
example, university education). In the second place, i t  excludes the administrative costs o f  
different ministries. Thirdly, i t  restricts expenditures on salaries for teachers and medical 
personnel to a proportion o f  the per capita GDP (3.5). Any surplus paid above this amount i s  
considered unnecessary to PRS spending. However, PRS spending does include a series o f  
infrastructure programs that are mostly located in rural areas (i.e. irrigation, roads) that, although 
not included in the nation’s PSS, are considered part o f  PRS efforts. 

24. PRS spending in 2004 was 11.364 bi l l ion lempiras, representing 8.3% o f  the Honduran 
GDP. In this study, we analyze almost 90% o f  the PRS spending programs implemented (10.134 
bi l l ion lempiras). Table 2 l i s t s  PRS spending b y  category. Spending for education (which in this 
case excludes subsidies to universities, other smaller programs, and the amounts spent on salaries 
that surpass set limits) i s  the most important area in budgetary terms (see Figure 1). Some 45.4% 
o f  PRS spending i s  assigned to education, followed by 18.8% to Health, 14.6% to Rural 
Development, and 14.1 % to Social Assistance. 

25. Classifications for PRS spending differ f rom those generally used to classify social 
spending categories and programs. Table 3 l i s t s  the 6 PRS “pillars” that correspond to the 
functional classifications used throughout this study. 
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Table 2: PRS Public Spending by SectorIArea 
Honduras, 2004 

Sector Lps. (millions) % 
1. Education 4,575.6 45.1 

Preschool 228.1 2 3 
Primary 1,590.5 15.7 
Secondaly 815.3 8.0 
Special Programs 
Others 

2. Health 
Hospital Care 
immunizations 
Others 

3. Housing 
4. Water and Sanitation 
5. Social Assistance 

FHiS 
PRAF 

922.3 9.1 
1.0194 10.1 
1,905.0 18.8 

954.5 9 4  
593.1 5.9 
357.3 3 5  
155.7 1.6 
576.4 5.7 

1,433.4 14.1 
888.7 8.8 
2954 2 9 

Fwd Programs and Others 249.3 2 5 
6. Rural Development 1,478.8 14.6 
Total 10,134.9 100.0 

Source: Author's calculations based on SEFIN data. 

Table 3: PRS Spending, by Function 

Amt. lmpiemented 2004 Corresponds lo  Comments Amt 
Miiiions of Lps sector. allocated 

1 Acceieration of equitable economic growth 27.5 Social Assistance Includes only poverty reduction program in CoMn 27 5 
2. Reducing poverty in rural zones 
3. Reducing poverty in urban zones 

3 1. Development of Pymes 
3 2. Development of medium-size cities 
3.3. Support to social interest housing 
3 4 Access to basic sewices in priority areas 

4.1 More coverage i better quality In edumtlon 
4 2. More and bener access to health Sewices 

5 Strengthening w i a i  protection 
5.1 Social securhy networks 
5.2. Gender equity and equality 
5 3 Development 01 ethnic groups 

5.1. Strengthening accountability and particlpatoly 

4 Investing in human capital 

5 Guaranteeing the strategy's sustainability 

1.4788 
787 0 

449 
165 7 
575 4 

5,484.4 
4,575 9 
1,908.5 

473.5 
448 9 

17.8 
5.9 

2.105 1 
democracy 653  

0 0  

Rural Development 

Non-assigned 
Non-assigned 

Housing 
Water and Sanitation 

Education 
Health 

Social Assistance 
SOCiai Assistance 
Social Assistance 

Non-assigned 

1.478 8 
742 1 

0 0  

165.7 
576 4 

6,484.4 
4,575 9 
1.908 5 

473 5 
448 9 

17 8 
5.9 

928 5 

SANAA and investment in water and Sanitation 

Includes us. 3.5 miilionsof WFP asstgned lo social assistance 

PRAF, IHNFA and smaller programs 

Program on efficient government purchasing 
Police and investigation 
Includes 888.7 million 01 FHlS and 40 million aid to Small towns and dist. 928 5 

Non-asstgned 
Social Assistance 

6 2 Strenofhenino iustice and Citizen securlty 21 3 
~ _ .  

5 3 Modernizing public administration and decentralization 18628 
6 4 improving envimnmental protection and nsk management 155 7 Non-asstgned 

TOTAL 11 3554 101249 

Source: Author's calculations based on SEFIN data. 

3.2. Distribution of Consumption 

26. Household per capita consumption i s  
the variable in this study that defines the level 
o f  individual well-being. The population i s  
broken down into strata or percentiles in 
function o f  this variable, and i s  grouped 
according to levels o f  poverty. Table 4 
presents the average values for per capita 
consumption by quintiles. Each quintile 
contains 20% o f  the population (individuals). 
Whereas the average person from the first 
quintile (the poorest) consumes an average o f  
Lps. 335 per month, a person from the 
wealthiest quintile consumes an average o f  10 
times that amount (Lps. 3,635). Figure 2 
illustrates the huge range in consumption levels 
found in this quintile of the population. 
Average consumption among the last decile o f  

Figure 2: Per Capita Consumption by 
Percentiles (Pen Curve) 

mJal I I . . I ""'"1- 

i Mn-Pool 

I 

Source: Author's calculations based on data from the 2004 
LSMS. 
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the population (the wealthiest 10%) i s  Lps. 4,859, while average consumption among the richest 
5% i s  Lps. 6,319, and the nation’s wealthiest 1% consumes an average of Lps. 10,612 per month. 

Table 4: Average Consumption and 
Consumption Structure by Quintiles 

Average Yo 
Consurnp. Total Consurnp 

1 335 4.7 
2 608 8.5 
3 983 13.8 
4 1558 21.9 
5 3635 51.1 

average 1423.78 100.0 
Source: Author’s calculations based on data 
from the 2004 LSMS 

27. Those pertaining to the poorest population quintile consume 4.7% of the total amount o f  
consumption registered in the LSMS. This percentage rises to 8.5% consumed by the second 
quintile, 13.8% by the third, 21.9% by the fourth, and 51.1% by the most affluent quintile. 

28. When compared with nations around the world, Honduras has a high level of inequality, 
and a medium-high level of inequality in the context o f  Latin America (SEDLAC, 2005). Such 
comparisons, however, are almost exclusively limited to income distribution. The distribution of 
consumptions also exhibits a high level of inequality (Table 5). The Gini coefficient for the 
distribution o f  household per capita consumption i s  0.459, a high value even in Latin America.43 

Table 5: Inequality Indices 
Distribution of Household Per Capita Consumption 

Share decile 1 1.9 
Share decile 10 34.1 
1011 Decile 18.1 
90/10 Percentile 8.6 
Gini Coefficient 0.459 
Theil Index 0.376 
Variation Coefficient 1.076 
Atkinson (e=0.5) 0.169 
Atkinson (e=l) 0.304 
Atkinson (e=2) 0.492 
Entropy (c=O) 0.362 
Entropy (c=2) 0.579 

Source: Author’s calculations based on 
data from the 2004 LSMS 

29. Part of the World Bank’s Poverty Assessment, based on information gleaned from the 
LSMS, involved defining “consumer baskets” and poverty lines to help characterize the 
population as extremely poor, not extremely poor (or moderately poor), and non-poor. Table 6 
groups the population of Honduras according to these three categories. 

30. According to the poverty line defined by the Poverty Assessment, some 23.7% o f  
Hondurans live in extreme poverty, 27.0% in non-extreme poverty, and 49.3% are non-poor. 
There i s  a strong association between area o f  residence (urban-rural) and levels o f  poverty. Most 
inhabitants of rural zones are poor (72.2%), while the far majority o f  urban inhabitants are 
considered non-poor (72.4%). Some 73.7% of the entire poor population lives in rural areas, 
while more than 70% of the total non-poor population lives in the nation’s cities. 

43 The Gini coefficient for the distribution o f  per capita consumption in Nicaragua was 0.43 1 in 2001. 
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Table 6: Population Structure by Poverty Levels 

Poor 
Eareme Poor Moderate Poor Poor Non-Poor Total 

National 23.7 27.0 50.7 49.3 100.0 
Percentage in each group 

Rural 
Urban 

39.5 32.7 72.2 27.8 100.0 
6.8 20.8 27.6 72.4 100.0 

Central Region 14.0 23.7 37.6 62.4 100.0 
Western Region 43.0 30.3 73.3 26.7 100.0 
Eastern Region 28.1 32.0 60.1 39.9 100.0 

Geographic Distribution 
Rural 86.1 62.8 73.7 29.1 51.7 
Urban 13.9 37.2 26.3 70.9 48.3 
Total 100.0 100.0 100.0 100.0 100.0 

Central Region 32.8 48.8 41.3 70.3 55.6 
Western Region 42.3 26.2 33.8 12.6 23.3 

Total 100.0 100.0 100.0 100.0 100.0 
Eastern Region 24.9 25.0 25.0 17.1 21.1 

Source: Author’s calculations based on data from the 2004 LSMS 

31. Honduras can be divided into three very distinct geographical regions. The Central 
region i s  the wealthiest, the most populated (with 56% of the total population), has the highest 
rate of urbanization (55%), and includes the nation’s main cities (Tegucigalpa and San Pedro 
Sula). The poverty rate in this region i s  relatively low when compared to the national average 
(41.3% vs. 50.7% nationwide). However, since it i s  the most populated region, a large portion of 
the poor population (41.3%) lives in this region. The Western region contrasts sharply with the 
Central region. This region has the nation’s lowest average level o f  consumption (only 50% of 
the average amount consumed in the Central region), and the lowest level o f  urbanization (32%). 
Some 73.3% of the Western region’s population i s  poor, based on the poverty line selected, in 
contrast to 50.7% nationwide. The Eastern region i s  the least populated (21%), with intermediate 
rates of urbanization (47%) and poverty (60.1 %). 

4. EDUCATION 

32. Education i s  one o f  the main tools for overcoming poverty and promoting development. 
Honduras makes a considerable economic effort to sustain and promote improvements in the area 
o f  education. In fact, education i s  the largest item in the Honduran state budget. In 2004, more 
than 9 billion lempiras were allocated to education, which represents 57% of  social spending and 
29% of total net public expenditures. Focalized spending in the area o f  education surpassed 4.5 
billion lempiras, which represents approximately 40% o f  spending to support the Poverty 
Reduction Strategy. 

33. The Honduran educational system i s  structured into four main levels: (i) preschool 
education for children younger than 7 years of age; (ii) six years o f  primary education (divided 
into 2 cycles); (iii) secondary education divided into a three-year regular cycle (or “third cycle”) 
and a 2-3 year “diversified” cycle (depending upon the modality: humanities diploma or 
technical-professional diploma); and (iv) higher education, which mainly consists of universities. 

34. Table 7 presents the different areas o f  education spending covered by PSS and PRS 
spending. In both cases, the main budget item i s  primary education in public schools (32.2% of 
PSS and 34.8% of PRS spending). State subsidies to primary education do not consist solely o f  
support to public schools. The Honduran government finances a range o f  programs that promote 
basic education: Pralebah, Proheco, Educatodos, Basic Education Centers (CEBs), scholarship 
programs and transportation grants are the main instruments used to support primary education. 
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Subsidies to private schools are also aimed at promoting primary level education. Figure 3 
illustrates that 48% o f  PSS for education i s  assigned to the primary level, while 62% o f  education 
expenditures l inked to PRS spending corresponds to this level o f  education. 

Table 7: Education Public Social Spending 
and PRS Spending (Millions of  Lempiras 
Public Social Expenditure 

Total 9,241.5 100.0 
Preschool Education 426.5 4.6 
Primary Education 2,974.0 32.2 
PRALEBAH 19.0 0.2 
PROHECO 472.2 5.1 
EDUCATODOS 13.0 0.1 
Secondary Education 1,524.5 16.5 
Secondary Distance Educ. 24.1 0.3 
Basic Education Center 332.9 3.6 
Adults 20.0 0.2 
Universities 1,489.5 16.1 
Trans. Grant 14.1 0.2 
Schol. 46.7 0.5 
Central Level Activities1 INPREMA 1,128.0 12.2 
Subsidies to private schools 82.1 0.9 
Other 674.9 7.3 

PRS 

Total 4,575.6 100.0 
Preschool Education 228.1 5.0 
Primary Education 1,590.5 34.8 
PRALEBAH 19.0 0.4 
PROHECO 472.2 10.3 
EDUCATODOS 13.0 0.3 
Secondary Education 815.3 17.8 
Secondary Distance Educ. 12.9 0.3 
Basic Education Center 11 6.2 2.6 
Transformation of 3'O Cycle 201.6 4.4 
Adults 8.7 0.2 
Trans. Grant 17.8 0.4 
Scholarships 58.9 1.3 
Central Level 867.4 19.0 
Other 152.0 3.3 
Source: Author's calculations based on SEFIN data. 

Lps Millions % 

Lps. millions % 

Figure 3: Participation of each Education 
Level in Spending for Education that can be 

assigned by Level (*) 

Source: Author's calculations based on data from SEFTN. 

Note: Expenditures on central level activities that cannot be 
assigned to specific levels o f  the education system are 
omitted here. 

35. Secondary education i s  the second most important recipient o f  the Honduran education 
budget. Basic spending for secondary education was more than 1.5 b i l l ion lempiras, and there are 
other smaller programs that also support this level of  education. Secondary education accounts 
for 26% of  PSS education expenditures, and 31 % of PRS spending (Figure 3). 

36. The third most important education program in budgetary terms i s  public university 
education. Honduras spends approximately 1.5 mill ion lempiras on universities, which represents 
a significant 20% of total education expenditures. The Poverty Reduction Strategy does not 
consider this type of expenditure a priority, so i t  i s  completely ignored when computing PRS 
spending. 

37. According to literature about the incidence of social spending, i t  i s  assumed that the users 
of public education services are the beneficiaries o f  social spending for  education. In particular, 
i t  i s  assumed that government intervention through financing public schools (which provide 
education free of charge) generates a budgetary savings similar to the average cost of providing 
education to the families o f  public school students. 
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4.1. Preschool Education 

38. The Government of Honduras allocated more than 400 million lempiras to preschool 
education in 2004. These funds were mainly allocated to sustaining a network of public 
preschools. Part “A” o f  the LSMS’s section on education that covers children younger than 7 
years o f  age was a useful tool for identifying the beneficiaries of preschool education spending. 

39. The ages of children attending preschools are concentrated between 4-6 years. Table 8 
indicates that only 1.1% of children younger than 3 years of age attend some type of preschool 
program.44 In contrast, preschool attendance among children aged 4-6 years i s  32%, and i s  highest 
(42.3%) among 5 year olds. Attendance o f  preschool increases as a household’s per capita 
consumption level rises. While 76.8% of 5 year olds from the wealthiest quintile o f  per capita 
consumption (Quintile 5) attend preschool, only 30.4% of children from the poorest quintile take 
part in such programs. The difference in attendance rates between extremely poor and 
moderately poor (not-extreme poor) families i s  small (for example, among 5 year olds, attendance 
rates are 30.4% among the extremely poor and 37.4% among the moderately poor). Attendance 
by children from non-poor families i s  significantly higher (57.2%), although it i s  s t i l l  far from 
100%. Urban-rural differences are similar to the differences between the poor and the non-poor. 
I t  i s  interesting to note, however, that higher preschool attendance rates pertain to the nation’s 
Western region, which has the highest poverty levels and the greatest percentage of rural 
population. 

Table 8: Preschool Education Attendance Rates 

Aae 10-31 14-61 10-61 4 5 6 

Total 1.1 31.7 15.3 16.5 42.3 ’ 35.5 

Quintiles 
1 
2 
3 
4 
5 

Extreme Poor 
Moderate Poor 

Non-Poor 

Rural 
Urban 

0.7 
0.6 
0.9 
0.8 
3.5 

0.6 
0.6 
1.8 

22.4 
30.3 
30.2 
37.6 
47.5 

22.7 
30.5 
39.6 

11 .o 
14.5 
14.3 
17.6 
23.6 

11 .o 
14.5 
19.0 

8.6 
14.6 
12.5 
20.8 
33.4 

10.2 
13.0 
23.6 

30.2 
36.9 
40.6 
49.6 
76.8 

30.4 
37.4 
57.2 

27.3 
37.8 
37.1 
40.7 
36.6 

26.7 
39.2 
38.9 

0.4 27.8 13.4 13.8 35.8 33.2 
2.0 37.3 17.8 20.3 51.1 38.9 

Central Region 1.1 29.4 14.0 14.0 40.2 33.5 
Western Region 1.2 41.1 20.5 24.2 53.4 45.2 

Eastern Reaion 1 .o 25.7 12.4 12.3 33.2 29.8 
Observations 3971 3333 7304 1088 1154 1091 

Expanded Observations 743385 643251 1386636 208643 223375 21 1233 
Source: Author’s calculations based on data from the 2004 LSMS. 

40. The L S M S  explores the reasons why children do not attend preschool. Table 9 illustrates 
the corresponding responses, classifying children by age, level of poverty and geographical area. 
The far majority o f  parents of children younger than 5 years of age believe that their children are 
too young to attend preschool. I t  i s  interesting to note that although this percentage drops when 
children are slightly older (between 5 and 6 years), more than 40% of the parents who do not send 
their children to preschool reason that children are too young or do not need to go. Among the 
poor, the most common reasons after those just mentioned are the lack of available schools and 
economic problems. I t  i s  also interesting to note that among the non-poor, particularly those in 

This level includes babysitting, childcare, nursery school and preschool as such. 
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urban areas where the lack o f  preschool programs i s  not an issue, economic problems i s  the most 
commonly cited reason for not sending children to preschool (if we exclude the belief that 
children are too young). 

Table 9: Preschool Education Reasons for Non-Attendance - 
Under 5 years 5-6 Years 

10.41 15,61 Extreme w r  Moderate Poor NowPoor Rural Urban Extreme w r  Mcderate w r  Nowpoor Rural 
1 Not old enough a58  433 868 85.3 84.7 85.8 85.8 40.5 41.2 50.3 41 2 
2. Doesn’l need lo go 4 5  1.9 1 6  4 1  7 1  2.1 7.8 1.8 1.5 2 6  1 6  
3. Too far from home 0.6 6.5 1 0  1 1  0.4 1 1  0.5 8.0 7.6 3 0  7 5  
4. No xhools neaby 6.2 18 0 8 8  5 6  4.7 9.1 2.3 23.0 19 1 8 7  250 
5 No one to take lo xhool  0.1 1 2  0 0  0 1  0.1 0.1 0.1 2.1 0 5  0.7 1.3 
6 Family problems 0.1 5.6 0 1  0 0  0 2  0 1  0.2 4 8  6.3 5.8 5.2 
7 Economic problems 1.2 15 7 1 2  1.4 1.2 0 8  1.8 12.1 179 18.7 11.7 
8. Insecurity 0 0  0 2  0 0  0 0  0.1 0.0 0.0 0 3  0 2  0.0 0.2 
9 Enrollment full 0.1 1 3  0 0  0.2 0.1 0.1 0.1 1 7  1 2  0.7 1.1 
10 Other 1.1 6.4 0 5  1 1  1.5 0.9 1.3 5 8  4 5  9 6  5.3 
11. DWNA 0.0 0.0 0.0 0.0 0.0 0 0  0 0  0 0  0.0 0.0 0.0 
Total 100.0 1000 1000 100.0 1000 100.0 100.0 1000 1000 1000 100.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

41. As in almost al l  other countries o f  the world, state involvement in Honduran education i s  
very relevant. However, unlike other countries, this central role i s  also key at the preschool level. 
Some 85.3% o f  children attending preschool go to state (public) programs (Table 10). 
Attendance i s  not uniform b y  socioeconomic strata, however. Whi le almost a l l  preschool students 
f rom the 1’‘ -3rd Quintiles attend public preschool programs, almost hal f  o f  preschoolers from the 
5” Quintile attend private schools.45 Note that almost all preschoolers in rural zones attend public 
programs. The higher level o f  preschool attendance in the Western region (highlighted in Table 
8) i s  almost entirely sustained by public preschools: 97.2% o f  preschoolers attend public 
programs. Unlike in the other regions, most preschoolers in the Western region (60%) receive a 
nutritional food supplement. And although this i s  mostly a rural region, travel time to preschool 
centers i s  less (an average o f  13 minutes, compared to 23 minutes in the Central region). I t  i s  
interesting to note that the average time traveling to school does not differ significantly according 
to quintiles or geographical area, and travel time i s  slightly greater for  the non-poor. 

Table 10: Preschool Education Characterization 

%with public Time to 
% public nutrition subsidy school 

Total 85.3 36.0 17.9 

Quintiles 
1 96.7 64.8 19.2 
2 95.5 56.9 13.6 
3 95.2 31.8 18.4 
4 83.5 25.6 18.7 
5 56.4 12.5 20.0 

Extremely poor 97.2 63.4 17.9 
Moderately poor 95.6 46.3 16.8 

Non-poor 74.6 21.8 18.5 

Rural 95.2 57.2 17.8 
Urban 75.3 18.5 18.1 

Central Region 75.0 22.3 22.6 

Eastern Region 90.8 40.6 15.3 
Observations 1149 973 1113 

Western Region 97.2 59.9 12.8 

Expanded Obsewations 212034 169813 205432 

Source: Author’s calculations based on data from the 2004 LSMS. 

42. Abundant literature i s  available about the importance of early childhood stimulation 
(Heckman et al., 2005). If youngsters are not adequately motivated in the home, preschool 

45 Private preschool participation i s  80% in the 5 highest percentiles. 
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education takes on essential importance. Honduras s t i l l  has a long way to go in expanding 
preschool education coverage. I t  i s  interesting that the two main reasons why parents do not send 
their children to preschool are the perception that i t  i s  not necessary (“they’re too young”), and 
the lack o f  access to preschool programs. Direct government intervention could easily have an 
impact on these impediments, whether through campaigns aimed at increasing awareness about 
the importance o f  preschool education, and/or through setting up more preschool centers. In this 
sense, the results obtained in the Western region are significant. Although i t  i s  the poorest and 
most rural region o f  the country, preschool attendance rates are higher, mainly the result o f  more 
intensive public sector involvement in the provision of education. 

43. Table 11 summarizes the main results o f  analyzing the distributional incidence o f  
spending for preschool education. While each o f  the first four quintiles receives slightly more 
than 20% o f  the benefits o f  spending, the wealthiest quintile receives 13%. Columns “ii” and 

111 present the percentage structure o f  preschool spending (both PSS and PRS spending), while 
columns ‘‘iv” and “v” indicate spending per quintile in per capita terms. Finally, columns “vi” 
and “vii” present preschool spending b y  quintile as a proportion o f  total consumption. Preschool 
education spending (total and per capita) increases slightly between Quintiles 1 and 2, and then 
decreases moderately until Quintile 4, and then drops even more in Quintile 5 (Figure 4). In an 
analysis b y  percentiles, participation remains at slightly over 1% from the 4” through the 70” 
percentiles, and then drops markedly. Figure 5 illustrates this participation, as wel l  as a 
nonparametric regression l ine (lowess estimate). 

‘‘. . .,, 

Figure 4: Spending for Education 
Participation by Quintiles 
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Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 5: Spending for Education Participation 
by Percentiles 
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Source: Author’s calculations based on data from the 2004 
LSMS. 
Note: The continuous line demonstrates a non-parametric 
estimate of participation (lowess estimate). 

Table 11: Preschool Education Distributional Incidence 

Structure Spending Spending per inhabitant % of consumption 
Yo PSE PRS PSE PRS PSE PRS 
(0 (ii) (iii) (iv) ( 4  (vi) (vii) 

1 21.3 91.0 48.7 64.1 34.3 1.9 1 .o 
2 23.4 99.7 53.3 70.2 37.6 1.1 0.6 
3 21.6 92.1 49.3 64.9 34.7 0.6 0.3 
4 20.4 87.1 46.6 61.3 32.8 0.4 0.2 
5 13.3 56.6 30.2 39.8 21.3 0.1 0.1 

Average 100.0 426.5 228.1 60.1 32.1 0.4 0.2 

Source: Author’s calculations based on data from the 2004 LSMS. 
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confidence intervals. The estimated 
concentration index for preschool 
education i s  -8.3, which signifies 
slightly pro-poor spending. 

46. W e  are able to characterize the 
incidence structure o f  a given program 

Figure 6: Education Concentration Curves 

:id - 

_..’ 
0 0 2  0 1  ( I 8  o a  , ...... ..... 6 O I  D l  II I 

-crB CmYnm -Ad”,% 3 

-1.cm. -wr.nn ..... C a m p  
-1-1 e - 1 1 .  +D””.,. 

Source: Author’s calculations based on data from the 2004 LSMS. 
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reflects recent progress made by Honduras 
i n  terms o f  primary school coverage, i t also 
gives a good indication of the margin that 
s t i l l  exists with respect to achieving the 

Table 12: Preschool Education Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 

Rate of preschool attendance 22.4 30.3 30.2 37.6 47.5 31.7 
Children [4-61 (% of total) 26.8 22.2 20.4 17.8 12.8 100.0 

I I D I O  I> 32 I, I< I S  

---e- hl 

msi~l 

':r ~ 

Rate of public attendance 96.7 95.5 95.2 83.5 56.4 85.3 
Estimated Incidence 21.4 23.7 21.6 20.7 12.7 100.0 
Difference 1.4 3.7 1.6 0.7 -7.3 0.0 
Effects 

1. Potential User 
2. Attendance 

6.1 2.4 0.5 -2.1 -7.0 0.0 
-7.3 -1.1 -1.2 3.2 6.4 0.0 

3. Public 2.5 2.4 2.2 -0.4 -6.7 0.0 
Source: Author's calculations based on data from the 2004 LSMS. 

4.2. Primary Education 

47. As indicated, spending for primary education i s  the most important component (in 
budgetary terms) of all spending for education, and one of the most important components of all 
public spending in Honduras. The government allocated 2.974 bil l ion lempiras to basic primary 
education in 2004, which i s  in addition to various focalized programs. This section concentrates 
on central government spending for primary education that supports the public school system 
throughout Honduran territory. 

48. In 2004, some 94% of  children between 7-11 years of age attended primary school (the 
first and second cycles of basic education). Table 13 details the percentages of attendance by age, 
by income, by poverty level and by geographic area. Although the rates of school attendance 
increase with higher levels of household 
consumption, the differences between 

Figure 7: Education Attendance Rates 

quintiles are not very large. On average, 
while 97% of non-poor children between 
7-11 years o f  age attend primary school, 
this proportion drops to 89% for extremely 
Door children. While this latter rate 

chi1drenPreflecting their Of the 1 Source: Author's calculations based on data from the 2004 LSMS. 
primary education cycle-is noteworthy, in 
comparison to the more gradual rate reduction among the poor. This i s  indicative o f  two 
phenomena: firstly, the higher rate o f  grade repetition among poor children, and secondly, the 
existence of basic education reinforcement programs that are offered to children who have 
completed six year o f  primary education. 
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Table 13: Primary Education Attendance Rates 

Aae 7 8 9 10 11 12 13 14 15 17-1 1 I 

Total 88.5 94.3 95.3 95.7 94.9 80.2 49.4 31.0 17.3 93.8 

Quintiles 
1 79.0 88.7 88.3 92.1 93.4 81.2 67.9 50.5 31.7 88.5 
2 82.7 95.1 96.4 93.5 94.3 89.2 63.7 40.3 19.9 92.2 
3 93.0 95.1 97.7 95.7 95.2 83.8 46.6 36.8 21.1 95.4 
4 98.6 96.9 97.1 99.9 97.9 78.1 37.5 19.8 8.6 98.1 
5 97.0 99.3 99.3 99.6 94.7 65.5 25.4 6.6 6.0 97.9 

Extremely poor 79.3 89.7 89.5 92.7 93.3 82.8 66.3 47.3 30.8 89.1 
Moderately poor 88.2 95.1 96.5 94.3 95.0 87.4 57.2 41.8 20.3 93.8 

Non-poor 95.6 97.1 98.1 98.6 95.9 73.8 35.5 15.8 9.2 97.1 

Rural 85.7 93.0 93.4 97.7 96.7 87.1 59.8 39.9 24.6 93.5 
Urban 92.2 96.0 97.7 93.4 92.6 71.6 37.3 21.2 10.0 94.3 

Central Region 91.4 95.8 95.5 97.4 94.7 78.4 48.8 26.6 12.1 95.0 
Western Reaion 83.8 91.3 96.0 93.9 94.0 84.9 50.6 41.5 29.7 91.9 .. 

Eastern R;&on 86 4 93 8 93 7 93 9 96 4 79 7 49 4 30 5 18 0 93 0 
Obselvations 887 909 843 1016 972 998 874 980 872 4627 

Expanded Observations 160813 166843 153306 190539 183316 187564 159628 178137 158902 854817 
Source. Author's calculations based on data from the 2004 LSMS. 

49. Table 14 indicates that the immense majority (83.5%) o f  a l l  primary level students go to 
public schools, 8.6% take part in special programs (Proheco, Pralebah and Educatodos), and 6.2% 
opt to study at private schools. The main reason given for children not attending primary school, 
as stated in the LSMS, i s  economic difficulties (Table 15). Although the distance to schools i s  
another reason cited b y  7.2% o f  parents o f  children who do not attend school and who live in 
extreme poverty, this rationale was not mentioned in the case o f  non-poor parents. 

Table 14: Primary Education School System 
1. Proheco 4.7 
2. Educatodos 2.4 
3. Pralebah 1.5 
4. Public schools 83.5 
5.  EIB public schools 0.5 
6. Private schools 4.1 
7. Private bilingual schools 2.1 
8. By  radio 0.7 
9.  Distance Education 0.1 
10. None 0.0 
11. D K M A  0.4 
Total 100.0 

Source: Author's calculations based on data 
From the 2004 LSMS. 

Table 15: Primary Education Reasons for Non-Attendance (children between 7-11 years) 

, _- .  
17,111 Extreme Moderate Non-poor Rural Urban 

1, Finished studies 0.8 1.6 0.0 0.0 1.4 0.0 
2. Didn't want to keep studying 9.8 5.9 15.5 11.1 9.7 9.9 
3. Work 2.6 1.5 3.5 5.1 3.6 1.2 
4. To help at home 0.6 1 .o 0.3 0.0 0.9 0.3 
5. School is far from home 4.9 7.2 3.2 0.0 7.0 1.8 
6. Family or health problems 20.8 17.9 25.3 21.8 20.9 20.7 
7. Economic problems 40.9 42.2 40.1 38.2 35.7 48.7 
8. Too old to study 0.0 0.0 0.0 0.0 0.0 0.0 
9. Insecurity 0.0 0.0 0.0 0.0 0.0 0.0 

11. Desired grade level not offered 1.5 0.9 3.1 0.0 2.5 0.0 
12. Got married or got pregnant 1.3 0.0 0.0 0.0 0.0 0.0 

I O .  Enrollment full 5.2 6.5 1.4 9.0 2.9 8.6 

13. Doesn't like teacher 11.5 0.0 3.9 0.0 1.1 1.5 
14. Other 0.1 15.5 3.7 14.0 14.4 7.1 
15. Don't knowlNo answer 0.0 0.0 0.0 0.9 0.0 0.3 
Total 100.0 100.0 100.0 100.0 100.0 100.0 
Source: Author's calculations based on data from the 2004 LSMS. 



127 

50. As mentioned above, the state has a high level o f  participation in the provision of primary 
education services. Some 93.7% of students at this level attend a public school (Table 16). In 
fact, almost all students from the first 3 quintiles (in other words, all o f  the extremely poor, 
moderately poor and part of the non-poor households) attend public schools. The proportion 
drops to 65.7% in the most affluent quintile. Government participation in the provision of 
education i s  particularly strong in rural areas and in the Western region. 

51. Table 16 indicates that students living in poverty receive a greater proportion of food 
subsidies in school and from the Education Secretariat, although the monetary value of these 
subsidies i s  actually lower than the amount reported to survey interviewers. Again, i t  i s  
interesting to note that the poorest children have more absences per month, higher grade 
repetition rates, and fewer classroom hours per week than their counterparts from the wealthiest 
quintiles, and they give a lower grade to the quality of the education they receive. Distance to 
school (in time) does not seem to be more of an impediment to poor students than i t  i s  to the 
wealthiest students. 

Table 16: Primary Education Characterization 

p n  Valueof Educa. - Hours of single- % Time to 
f̂&#ŝ ubsidy food subsidy Secretariat Secretanat Evaluation of class teacher #of times repeal grade reach 

%public subsidy subsldy ouallty I0-51 Perweek schocl absent School 

Total 93.7 29 8 50 1 3.3 116.0 3.2 21.7 12.5 0.7 11.6 16.0 

Quinliles 
1 
2 
3 
4 
5 

Extremely poor 
Moderately poor 

Non-poor 

Rural 
Urban 

Central Reoion 

99.9 
99.5 
97 9 
93.9 
65.7 

99.9 
99 1 
851 

98.0 
87.6 

90 0 

365 
368 
31 7 
23 2 
12 8 

37 2 
348 
21 1 

40 0 
15 7 

22 7 

40 9 
54 5 
51 4 
55.3 
57 6 

444 
50 1 
57.1 

49.5 
52.4 

46.2 

4.0 
4 7  
3 0  
2.5 
1.4 

4.5 
3 7  
2.2 

4.1 
2.2 

2.7 

51 1 3 1  20 0 
145 8 3 1  21 4 
199 1 3 1  22 2 
93 6 3 3  7 2 5  
82 7 3 5  23 6 

120.9 3.1 20.2 
123.0 3 1  21 6 
90 0 3 3  22.9 

1190 3.1 21 1 
97 3 3.3 22.7 

235.0 3 2  21.9 

28 7 
12 8 
6 9  
4 5  
1 8  

26 6 
11 0 
3.4 

19.1 
2 9  

7 8  

0.9 
0.7 
0.6 
0.5 
0 5  

0 9  
0.6 
0.5 

0 8  
0.5 

0 7  

18 2 
11 9 
9.8 
8 7  
5.4 

17.5 
10.6 
8.1 

13 5 
8.8 

103 

15 3 
14.2 
16.5 
17 4 
176 

15 1 
16 4 
184 

15 5 
16.7 

16 6 
Western Region 98 8 42 8 485 5 9  54 3 3 2  0 5  I 1 8  132 220 185 

Eanern Region 964 31 8 58 8 1 7  61 8 3 2  209 165 0 8  141 178 
Observations 6633 6382 1581 5869 37 €607 6636 6585 6&40 6€42 6€45 

Expanded Observations 1263614 1204989 362250 1121283 9165 1259299 1259689 1251947 12642W 1260397 1265373 

Source. Author’s calculations based on data from the 2004 LSMS. 

52. Table 17 presents the main distributional incidence that corresponds to primary level 
education. More than 50% of all spending at this level benefits the f i r s t  two quintiles of the per 
capita consumption distribution. In terms o f  the benefits from primary level education (assuming 
the absence of inefficiency), a typical child from the poorest quintile receives the equivalent of 
Lps. 551 per year from PSS spending on primary education and Lps. 295 from spending for 
primary education linked to the PRS. These transfers are significant, which i s  reflected in the 
values o f  columns “vi” and “vii” o f  this table. The pro-poor character o f  spending on primary 
education i s  clearly illustrated in Figures 4.2 and 4.3. 

Table 17: Primary Education Distributional Incidence 

Structure Spending Spending per inhabitant % of consumption 
% PSE PRS PSE PRS PSE PRS 
(i) (ii) (iii) (iv) (v) (vi) (vii) 

1 26.3 782.5 418.5 551.1 294.8 16.1 8.6 
2 24.5 727.8 389.3 512.7 274.2 8.2 4.4 
3 22.6 672.9 359.9 474.0 253.5 4.7 2.5 
4 17.1 509.4 272.4 358.8 191.9 2.2 1.2 
5 9.5 281.3 150.4 198.1 106.0 0.5 0.3 

Average 100.0 2974.0 1590.5 418.9 224.1 2.9 1.5 
Source: Author’s calculations based on data from the 2004 LSMS. 



53. The results presented in Table 18 
(and illustrated in Figure 8) suggest that the 
pro-poor character o f  spending for primary 
education i s  fundamentally linked to the 
higher concentration o f  children from the 
poorest strata o f  the population in public 
schools, and to a lesser extent to the more 
intensive use o f  public schools (as opposed 
to private schools) by the poorest students. 
The concentration curve found in Figure 6 
indicates the significant pro-poor and 
progressive tilt o f  spending, which i s  
confirmed by the value of  the concentration 
index in Table 35. 
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Figure 8: Primary Education Breakdown of 
Distributional Incidence Results 

The “potential user,” “attendance” and “public” effects. 
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Table 18: Primary Education Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 
Children [7-121 (“h of total) 24.4 22.1 21.7 17.1 14.8 100.0 
Primary attendance rate 87.3 91 .8 93.2 94.2 91.4 91.4 
Public attendance rate 99.9 99.5 97.9 93.9 65.7 93.7 
Estimated Incidence 25.0 23.6 23.2 17.8 10.4 100.0 
Difference 5.0 3.6 3.2 -2.2 -9.6 0.0 
Effects 

1. Potential User 4.2 1.9 1.6 -3.1 -4.6 0.0 
2. Attendance -1.0 0.1 0.4 0.6 0.0 0.0 
3. Public 1 .a 1.6 1.3 0.3 -5.0 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

54. Honduras has a series of programs that support basic education that are mostly 
concentrated in rural areas. In budgetary terms, the most important one i s  Proheco (Lps. 472 
million). The Pralebah and Educatodos programs have less budgetary relevance. Table 19 details 
the participation o f  each o f  these programs in total primary education attendance. The programs 
are much more important for the poor, and rural areas. Naturally, this again reflects the fact that 
most inhabitants o f  rural areas are poor, while most inhabitants of urban areas are not. Proheco 
and Educatodos are particularly relevant in the Western region. 

Table 19: Primary Education Participation of  
Special Assistance Programs at Primary Level 

PRALEBAH PROHECO EDUCATOOOS 

Total 1.5 4.7 2.4 

Quintiles 
1 3.0 10.9 5.1 
2 1.3 5.3 3.4 
3 1.8 2.8 0.5 
4 0.3 0 7  1 .o 
5 0.4 0.1 0.5 

EMrernely poor 2.6 9.9 4.9 
Moderately poor 2.0 4.9 2.3 

Non-poor 0.4 0.7 0.7 

Rural 2.0 7.5 3.5 
Urban 0.8 0.5 0.7 

Central Region 0.7 3.0 1.2 
Western Region 0.2 8 9  6 8  

Eastern Reqion 4.9 3.6 0.1 
Observations 6681 6681 6681 

Expanded Observations 1270655 1270655 1270655 

Source: Author’s calculations based on data from the 2004 LSMS. 
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55. The three programs have a similar distributional incidence. More than 68% of 
beneficiaries o f  these programs are from the two lowest consumption quintiles (Table 20). They 
are clearly progressive and pro-poor (see Figure 6), with l i t t le seepage into the upper strata. 

Table 20: Primary Education. Distributional Incidence of Special Programs 

Structure SDendinq 
PRALEBAH PROHECO EDUCATODOS PRALEBAH PROHECO EDUCATODOl 

(i) (ii) (iii) (iv) (V) (vi) 
1 49.3 57.1 46.8 9.4 269.5 6.1 
2 18.7 26.3 33.8 3.6 124.2 4.4 
3 25.6 12.7 6.6 4.9 59.9 0.9 
4 3.1 3.6 9.8 0.6 16.8 1.3 
5 3.3 0.4 3.0 0.6 1.7 0.4 

Averaae 100.0 100.0 100.0 19.0 472.2 13.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

4.3. Secondary Education 

56. In this study, secondary education covers two levels: the regular cycle (corresponding to 
the “third cycle” of basic education) that mostly includes young people between 12-15 years of 
age, and a diversified cycle divided into two modalities (humanities and technical-professional) 
that principally includes young people aged 15- 18 years. 

57. Unlike the primary level, there i s  a significant gap in the rate of high school attendance 
between poor and non-poor youth (Figure 7). While 59% of non-poor youth between 16-18 years 
of age attend high school, only 8% o f  poor youth from this same age group attend some type of 
secondary level program (Table 21). 

Table 21: Secondary Education Attendance Rates - - 
Aae 12 13 14 15 16 17 18 19 20 113-151 116-181 

Total 11.9 32.0 44.4 45.0 43.5 41.2 34.1 21.1 13.2 40.6 39.6 

Ouintiles 
1 0.3 2.4 9.5 8.0 6.5 10.0 6.8 2.6 2.0 6.6 7.7 
2 3.8 15.0 23.5 23.5 24.3 19.6 13.8 7.7 6.4 20.7 19.6 
3 8.7 3 3 8  42.5 39.4 43.0 35.0 32.6 21.2 14.3 38.7 36.8 
4 18.9 48.2 66.3 68.7 63.4 60.0 49.6 33.4 24.4 61.1 57.6 
5 33.6 69.2 84.2 81.4 76.0 76.9 53.5 30.9 15.3 79.0 67.9 

Earemely poor 0.6 5.5 11.9 8.4 7.1 12.2 6.1 2.6 4.0 8.6 6.4 
Moderately poor 5.1 20.4 29.3 29.7 30.1 23.0 22.2 12.0 8.9 26.5 25.2 

Non-poor 23.0 53.5 70.7 70.4 66.9 61.8 48.7 31.6 18.4 65.2 58.8 

Rural 3.4 15.4 28.5 25.0 24.7 23.6 23.7 10.0 8.7 23.1 24.0 
Urban 22.4 51.2 62.0 64.8 62.7 58.6 44.2 30.1 17.3 59.6 55.2 

Central Region 14.1 36.0 50.5 55.1 50.0 44.7 35.9 20.6 14.0 47.6 43.4 
Western Region 7.8 24.3 31.3 26.4 37.0 32.3 28.5 21.9 10.0 27.4 32.8 

Eastern Reaion 10.7 31.8 44.0 38.4 35.6 42.1 35.2 21.6 14.5 38.3 37.8 
Observations 998 874 980 872 937 896 91 2 779 804 2726 2745 

Exoanded Observations 187564 159628 178137 158902 168439 164337 164252 132817 140316 496667 497028 
Source: Author’s calculations based on data from the 2004 LSMS. 

58. A smaller but not 
insignificant portion (21.3%) attends private schools, while 7.2% are enrolled in distance learning 
programs (Table 22). 

59. The reasons given by poor youth (or their parents) for not attending high school are 
mainly economic (Table 23). For the non-poor, these reasons are generally slightly less relevant. 
Difficulties related to access to schools i s  more frequently mentioned in rural zones, but the 
percentage nonetheless i s  relatively low (3.5%). 

The far majority of students use public high schools (67.5%). 
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Table 22: Secondary Education School System 

1. Proheco 0.1 
2. Educatodos 0.9 
3. Praiebah 0.1 
4. Public schools 67.5 
5. EiB public schools 0.8 
6. Private schools 19.0 
7. Private bilingual schools 2.3 
8. By radio 1.7 
9. Distance Education 7.2 
10. DWNA 0.5 
Total 1000 

Source: Author's calculations based 
on data from the 2004 LSMS. 

Table 23: Secondary Education Reasons for Non-Attendance (13-18 years of  age) 

Poor Area 
11 3.1 81 Extreme Moderate NOn-Door Rural Urban 

1. Finished studies 0.4 0.7 0.4 0.2 0.5 0.4 
2. Didn't want to keep studying 34.7 34.4 34.3 35.4 34.7 34.7 
3. Work 14.1 12.8 16.3 13.3 12.9 16.5 
4. TO help at home 6.3 5.4 6.6 7.0 6.7 5.5 
5. School is far from home 2.5 3.3 3.0 1.1 3.5 0.6 
6. Family or health problems 3.4 2.2 3.5 4.7 3.2 3.9 
7. Economic problems 30.7 35.0 30.4 26.4 30.9 30.2 
8. Too old to study 0.2 0.4 0.3 0.1 0.3 0.2 
9. Insecurity 0.3 0.0 0.3 0.6 0.3 0.3 
I O .  Enrollment full 1 .o 1.6 0.2 1 .I 0.6 1.6 
11. Desired grade level not offered 0.7 0.9 0.2 1 .o 1 .o 0.2 
12. Got married or got pregnant 3.0 1.2 2.9 5.1 2.8 3.5 
13. Doesn't like the teacher 0.3 0.3 0.3 0.3 0.3 0.3 
14. Other 2.2 2.0 1.4 3.1 2.5 1.6 
15. Don't knowiNo answer 0.2 0.0 0.0 0.7 0.0 0.6 
Total 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Author's calculations based on data from the 2004 LSMS. 

60. The use o f  public schools i s  massive among the poorest strata o f  the population. In 
contrast, the percentage i s  close to 60% among the most affluent strata (Table 24). Public schools 
have a much more marked presence in rural areas and in the Western region. Just over 1% o f  poor 
high school students receive a food subsidy. There are virtually no non-poor recipients o f  such 
subsidies. However, other subsidies from the Secretariat o f  Education are much more 
concentrated among the non-poor. 

Table 24: Secondary Education Characterization 

%with public %with Education Hours of Repetition Time 
Food subsidy Secretariat Evaluation of class Number of to reach 

public subsidv q ualih, 10-51 Per week absences school 

Total 78.6 0.7 4.0 3.4 21.3 0.5 6.3 28.8 

Quintiles 
1 94.3 1.5 0.0 3.4 19.4 0.6 4.2 38.1 
2 95.9 1.5 2.9 3.2 19.2 0.5 5.8 32.0 
3 
4 
5 

91.8 1.5 3.1 3.3 20.9 0.4 7.7 26.1 
87.6 0.8 4.8 3.3 20.9 0.5 6.1 27.6 

6.0 29.5 58.1 0.0 4.2 3.5 22.6 0.4 

Extremely poor 96.1 1.1 0.0 3.3 19.6 0.8 4.3 32.5 
Moderately poor 94.3 1.8 3.3 3.3 19.9 0.5 7.9 27 8 

Non-poor 74.2 0.5 4.3 3.4 21.7 0.5 6.0 28.8 

4.6 34.1 Rural 90.4 2.0 2.4 3.3 19.8 0.5 
Urban 73.9 0.2 4.6 3.4 21.9 0.4 6.9 26.6 

Centrai Region 69.7 0.6 4.8 3.4 21.3 0.5 6.8 31.1 
Western Region 93.9 1 .o 3.1 3.2 20.6 0.4 4.6 27.0 

Eastern Reqion 90.2 1 .o 2.4 3.5 21.7 0.4 6.3 23.9 
Observations 3464 3480 3113 3436 3446 3476 3481 3465 

Expanded Observations 535555 537753 479309 532372 534257 537084 537934 536351 

Source: Author's calculations based on data from the 2004 LSMS. 
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61. L i ke  the primary level, the poorest young people receive fewer classroom hours than the 
non-poor. Unl ike the primary level, however, grade repetition i s  no more common among the 
poor than other strata at the secondary level. Moreover, unlike the basic level, the poor take 
longer getting to  secondary school than students from more affluent strata. 

62. Only 3.3% o f  all spending for secondary 
education benefits families f rom the poorest quintile. This incidence increases as consumption 
levels increase, until reaching the 80* percentile when the incidence again drops (Figures 4.2 and 
4.3). This type o f  inverted “U” i s  also common in other countries. The poorest strata do not 
benefit f rom spending for  secondary education because their attendance rates at this level are very 
low. The “attendance effect” totally explains the l ow  program incidence among the lst and 2”d 
Quintiles (see the breakdown in Table 26). The 4* Quintile benefits the most: it has more young 
people than average, i t  has attendance rates much higher than average, and has higher than 
average attendance in public schools. Both the first and last o f  these characteristics disappear in 
the case o f  the 5” Quintile, although this quintile’ s strong “attendance effect” generates the 
education program’s positive distributional impact on the wealthiest. 

Table 25 presents the incidence results. 

Table 25: Secondary Education Distributional Incidence 

Structure Spending Spending per inhabitant % of consumption 
Yo PSE PRS PSE PRS PSE PRS 
(i) (ii) (iii) (iv) (V) (vi) (vii) 

1 3.3 50.0 26.7 35.2 18.8 1 .o 0.5 
2 11.4 173.1 92.6 121.9 65.2 2.0 1.1 
3 22.1 337.5 180.5 237.7 127.1 2.4 1.3 
4 36.1 550.0 294.1 387.4 207.2 2.4 1.3 
5 27.2 413.9 221.4 291.6 155.9 0.8 0.4 

Average 100.0 1524.5 815.3 214.8 114.9 1.5 0.8 
Source: Author’s calculations based on data from the 2004 LSMS. 

Table 26: Secondary Education Breakdown of  Distributional Incidence Results 

1 2 3 4 5 Total 

Secondarv attendance rate 7.2 21.2 38.8 61.3 78.0 41.3 
Youth [13-171 (“lo Of total) 20.2 21.2 19.1 20.3 19.2 100.0 

Public attendance rate 77.8 82.7 84.3 80.9 53.0 71.4 
Estimated Incidence 3.9 12.8 21.5 34.6 27.2 100.0 
Difference -16.1 -7.2 1.5 14.6 7.2 0.0 
Effects 

1. Potential User 0.1 1 .o -0.8 0.6 -0.9 0.0 
2. Attendance -1 6.7 -10.0 -0.5 11.3 15.8 0.0 
3. Public 0.4 1.8 2.8 2.7 -7.7 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

63. Figure 6 illustrates the concentration curve for  the secondary education program, and also 
for distance learning high school programs.46 Both types o f  program are pro-non-poor, wi th  
relatively high concentration indices (29 for  secondary education and 18.3 for  distance learning), 
pointing to a concentration o f  benefits among the most affluent members o f  society (although not 
as concentrated as consumption). 

4.4. Complementary Basic Education Programs 

64. 
education. 

There are a number o f  important programs that support basic primary and secondary 
Some programs have a greater incidence at the primary level (Basic Education 

46 Other results of this program’s incidence are omitted for purposes of simplification. 
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Centers, or  CEBs, adult education, and Secretariat o f  Education scholarships), while others are 
more focused (Le. subsidies to private education) or almost completely concentrated (i.e. 
transportation grants) in secondary education. Table 27 indicates the main incidence o f  these 
programs. Their focalization i s  varied. CEB and adult education programs focus on the poorest, 
unlike programs supporting “third cycle” education (the first three years o f  secondary school), 
scholarships f rom the Secretariat o f  Education, and transportation grants. And in the most 
extreme case, subsidies are provided to private education, which i s  clearly regressive in nature. 
Figure 6 illustrates the concentration curves o f  these programs. Indices have a great range: f rom 
-26.5% for  CEBs, to 67.9 for subsidies to private education. 

Table 27: Complementary Programs Distributional Incidence 

Structure 
CEB Adults 3’aCycle Grant Scholarship Private 

(i) (ii) (iii) (iv) (V) (vi) 
1 28.7 35.3 4.7 0.0 11.5 0.6 
2 38.1 23.3 14.9 2.8 17.3 1.9 
3 13.4 14.6 23.0 15.6 20.5 7.3 
4 11.1 18.1 34.0 34.0 30.5 17.7 
5 8.8 8.6 23.4 47.5 20.1 72.5 

Averaqe 100.0 100.0 100.0 100.0 100.0 100.0 

Public Social Expenditure 
CEB Adults 3r0 Cycle Grant Scholarship Private 

(i) (ii) (iii) (iv) (V) (vi) 
1 95.4 7.1 9.5 0.0 5.4 0.5 
2 126.7 4.7 30.1 0.4 8.1 1.6 
3 44.8 2.9 46.4 2.2 9.6 6.0 
4 36.8 3.6 68.5 4.8 14.2 14.5 
5 29.2 1.7 47.1 6.7 9.4 59.5 

Average 332.9 20.0 201.6 14.1 46.7 82.1 
Source: Author’s calculations based on data from the 2004 LSMS. 

4.5. University Education 

65. Higher education holds an important place in the Honduran education budget. Some 16% 
of spending for education i s  allocated to national universities. Sixty-three percent o f  university 
students attend public institutions, while 16% are enrolled in distance education programs. The 
remaining 21 % attend private universities. 

66. Among 21-year-old Hondurans, 12% attend university (Table 28). In fact, the maximum 
attendance rate i s  found among this age group (Figure 7). There are no students f rom the 
extremely poor sectors attending university. University education i s  not an option for  young 
people f rom the lst Quintile, while it i s  only a very remote possibility for  those from Quintiles 
2-4. University attendance rates have recently risen to over 20% in the 5” Quintile. Table 28 
indicates that universities are mostly concentrated in the Central region. 

67. Numerous reasons were offered in the survey to explain or justify failure to attend 
university, and do not vary much on the basis o f  income level or geographic area. The main 
reasons were a desire to stop studying, the option o f  employment (more frequent among the non- 
poor), and economic problems (more frequent among the poor). (See Table 29). 

68. Some 79% o f  university students study in public university programs (either regular 
study programs or distance study). A smaller percentage o f  young people f rom the 5” Quintile 
attend state universities than from the 4” Quintile. Private universities have a greater presence in 
the Central region than in the rest o f  the country. 
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Table 28: University Education Attendance Rates 

Ape 18 19 20 21 22 23 24 25 [19-251 

Total 4.9 7.7 8.7 11.8 7.8 9.6 7.7 5.2 8.3 

Quintiles 
1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
2 0.3 0.0 1.2 1.5 0.4 1.5 0.0 0.0 0.7 
3 1.2 2.6 1.2 2.9 0.3 1.8 1.6 1.9 1.7 
4 1.5 3.0 6.8 8.0 5.8 6.7 4.6 1.9 5.2 
5 17.7 27.5 30.5 33.5 29.3 32.7 24.6 17.6 27.8 

Extremely poor 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Moderately poor 0.4 0.0 1.6 1.1 0.3 1.3 0.0 1.2 0.8 

Non-poor 8.5 13.6 15.0 19.6 13.6 16.3 13.4 8.9 14.4 

Rural 0.6 1 .o 1 .1 2.0 0.9 0.4 0.5 0.4 0.9 
Urban 9.0 13.1 15.5 19.0 14.1 17.6 12.7 9.3 14.4 

Central Region 7.6 12.6 13.0 17.1 10.3 12.8 10.6 6.0 11.7 
Western Region 1.2 0.9 4.7 2.8 4.6 2.1 5.4 2.6 3.3 

Eastern Region 1.3 2.1 1.8 5.3 2.0 8.3 0.0 5.4 3.6 
Observations 91 1 778 803 766 781 751 756 798 5433 

Expanded Observations 164157 132727 140153 129145 133161 127616 123685 137623 924110 
Source: Author's calculations based on data from the 2004 LSMS. 

Table 29: University Education Reasons for Non-Attendance (19-25 years of age) 

Poor Area 
(19,251 Extreme Moderate Non-poor Rural Ufban 

1, Finished studies 2.1 0.9 1 .I 3.1 1.4 2.8 
2. Didn't want to keep studying 28.0 29.8 28.2 27.1 29.1 26.9 
3. work 27.9 18.6 27.8 32.0 23.9 32.2 
4. To help at home 13.0 14.0 15.2 11.4 14.4 11.7 
5. School is far from home 2.0 4.6 1.9 1 .o 3.5 0.5 
6. Family or health problems 2.6 1.8 2.1 3.3 2.2 3.1 
7. Economic problems 17.2 20.4 17.4 15.6 17.3 17.0 
8. Too old to study 0.3 0.5 0.2 0.3 0.5 0.2 
9. Insecurity 0.1 0.2 0.1 0.0 0.1 0.0 
I O .  Enrollment full 0.4 1.2 0.4 0.1 0.6 0.3 
11, Desired grade level not offered 0.6 1 .I 0.6 0.4 0.9 0.3 
12. Got married or got pregnant 3.2 1.3 3.3 3.9 2.8 3.6 
13. Doesn't like teacher 0.1 0.2 0.0 0.0 0.1 0.1 
14. Other 2.3 4.9 1.8 1.4 3.1 1.3 
15. Don't knowiNo answer 0.2 0.5 0.1 0.2 0.2 0.3 
Total 100.0 1co.o 100.0 100.0 1m.o 100.0 
Source: Author's calculations based on data from the 2004 LSMS. 

Table 30: University Education Characterization 
Time 

% public quality [0-5] school 

Total 79.1 3.3 51.9 

Evaluation of to reach 

Quintiles 
1 
2 
3 
4 97.3 3.1 54.0 
5 74.4 3.3 50.0 

Central Region 76.9 3,2 51.4 
Western Region 93.3 3.4 51.1 

Observations 1132 1122 1134 
Eastem Rwion 82.2 3.7 55.3 

Expanded Observations 135609 134560 135946 
Source: Author's calculations based on data from 
the 2004 LSMS. 

69. Table 31 confirms the assumption derived from the previous analysis: state spending on 
university education i s  clearly concentrated among the wealthiest strata of the population. 
Expenditures for this level o f  education have a marked pro-non-poor bias (Figures 4.2 and 4.4). 
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The resulting concentration curve i s  fully below the Lorenz curve, indicating clearly regressive 
spending. 

Table 31: University Education Distributional Incidence 

Structure Spending PIC Spending % of consumption 
(i) (ii) (iv) (vi) 

1 0.3 4.0 2.8 0.1 
2 1.6 24.2 17.0 0.3 
3 4.3 64.8 45.6 0.5 
4 20.4 304.0 214.1 1.3 
5 73.3 1092.5 769.5 2.1 

Average 100.0 1489.5 209.8 1.4 
Source: Author’s calculations based on data from the 2004 LSMS. 

70. Does this imply a need to review public spending decisions i n  the education sector? Not 
necessarily. The decision to provide a public service responds to a multiplicity of reasons. 
Distributional equity i s  only one of these. This analysis suggests that a redistributional logic 
would argue rethinking or redefining the allocations made to the education sector. Nonetheless, 
there are other valid reasons for assigning such an important portion of the budget to a service 
that almost only benefits the strata with better living conditions. 

71. The immediate reasons for the pro-non-poor structure of university education are clear 
when we examine the breakdown in Table 32. The “attendance effect” almost entirely explains 
the difference between current incidence and the incidence that would exist in a perfectly equal 
situation. 

Table 32: University Education Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 
Youth [18-251 (“A of total) 16.1 18.1 20.5 22.4 22.9 100.0 
University attendance rate 0.0 0.5 1.7 4.8 25.8 7.7 
Public attendance rate 100.0 100.0 85.6 97.3 74.4 79.1 
Estimated Incidence 0.0 1.7 5.0 18.0 75.3 100.0 
Difference -20.0 -18.3 -1 5.0 -2.0 55.3 0.0 
Effects 

1. Potential User 
2. Attendance 

-2.0 -1.1 0.0 1.2 1.9 0.0 
-18.9 -18.3 -1 4.6 -5.6 57.4 0.0 

3. Public 0.9 1.1 -0.4 2.5 -4.1 0.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

4.6. General Evaluation and Aggregate Incidence 

72. The incidence results from this section are grouped in Table 33.47 Consumption by the 
poorest quintile of Honduran society i s  only 4.7% o f  the total. According to this study’s 
estimates, this same quintile benefits from 17.9% of total PSS in education, and 21.8% of total 
PRS spending for education. In the case of PSS, these percentages rise with increases in the 
standard of living, while the percentages of PRS spending remain constant for the first 4 quintiles 
of the population and then drop in the 5” (the wealthiest) (Figures 4.7 and 4.8). Social spending 
for education i s  slightly pro-non-poor, although progressive: i t s  concentration curve i s  between 
the Lorenz and the diagonal (Figure 11). However, in the case of PRS education spending, the 
curve i s  above the diagonal, indicating pro-poor and progressive spending. Nonetheless, the 
concentration index i s  small-only -7-which i s  a low value considering that we are only dealing 
with PRS (poverty reduction) expenditures. 

47 Added to the expenditures analyzed in this section are central level activities, INPREMA, and other 
activities, which are assigned in a similar manner to total non-university spending. 
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Figure 9: Spending for Education 
Participation by Quintiles 

RE 
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Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 10: Spending for Education 
Participation by Quintiles 

Source: Author’s calculations based on data from the 
2004 LSMS. 
Note: The continuous line demonstrates a non-parametric 
estimate o f  participation (lowest estimate) 

Figure 11: Spending for Education 
Concentration Curves 
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Source: Author’s calculations based on data from the 
2004 LSMS. 

Table 33: Education Incidence by Quintiles 

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total 
Structure @) 

Consumption 4.7 8.5 13.8 21.9 51.1 100.0 
Education - PSE 17.9 18.6 18.5 20.9 24.0 100.0 
Education - PRS 21.8 22.0 21.4 21.0 13.9 100.0 

Education - PSE 1656 1722 1711 1931 2223 9242 
Education - PRS 999 1005 978 959 635 4576 

Education - PSE 1166 1213 1205 1360 1565 1302 
Education - PRS 704 708 689 675 447 645 

Education - PSE 34.0 19.5 12.0 8.5 4.2 8.9 
Education - PRS 20.5 11.4 6.8 4.2 1.2 4.4 

Source: Author’s calculations based on data from the 2004 LSMS. 

Spending (millions of Lempiras) 

Spending per inhab. (Lempiras) 

Spending as % of consumption 
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73. A typical person from the ls t  Quintile 
receives the equivalent of Lps. 704 per year as a 
consequence o f  state intervention in education 
(PRS). This benefit represents 20.5% o f  hisher 
total consumption. In contrast, a typical person 
from the 5" Quintile receives the equivalent o f  
Lps. 447, which only represents 1.2% o f  hisher 
consumption. 

74. An extremely poor person benefits f rom 

Lps. 1,113 per year, on average. The value for a 

1,325). If we restrict our analysis to PRS 

social spending for education in the amount o f  

non-poor is somewhat higher ( L ~ ~ .  

Table 34: Education Incidence by Poverty Level 

Poor Total Non-poor Total 
Extreme Moderate Poor 

Structure ("A) 
Consumption 6.0 13.9 20.0 80.0 100.0 
Education - PSE 20.9 25.4 46.3 53.7 100.0 
Education - PRS 25.5 29.6 55.1 44.9 100.0 

Education - PSE 1947 2366 4313 5003 9316 
Education - PRS 1166 1354 2520 2056 4576 

Education - PSE 1113 1504 1298 1325 1312 
Education - PRS 667 861 759 544 645 

Education - PSE 31.2 16.4 20.9 6.0 9.0 
Education - PRS 18.7 9.4 12.2 2.5 4.4 

Source: Author's calculations based on data from the 2004 LSMS. 

Spending (millions of Lempiras) 

Spending per inhab. (Lempiras) 

Spending as % of consumption 

. 

Figure 12: Education: Consumption and 
Spending Participation by Poverty Level 
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Source: Author's cahlat ions based on data from the 2004 
LSMS. 

Table 35: Concentration Indices Confidence Intervals 

95% Confidence lntelval 
Index Deviation Coef. var. Lower limit Upper limit 

Preschool -8.3 0.8 -0.10 -10.0 -6.7 
Primaly -17.1 0.3 -0.02 
Pralebah -45.2 2.2 -0.05 
Proheco -54.3 1.3 -0.02 
Educatodos -44.4 2.2 -0.05 
Secondary 29.0 0.5 0.02 
Secondaly Distance Educ. 18.3 1.6 0.09 
CEB -26.5 2.6 -0.10 
Adults -22.8 2.0 -0.09 
3'' Cycle support 22.2 0.7 0.03 
Transport grant 50.6 1.7 0.03 
Edu. Sec. Scholarship 11.1 3.1 0.28 
Subsidy private schools 67.9 0.5 0.01 
University 70.2 0.5 0.01 

Source: Author's calculations based on data from the 2004 LSMS. 

-17.3 
-48.8 
-56.5 
-47.7 
28.0 
16.0 
-29.3 
-24.7 
21.7 
45.1 
5.8 

67.1 
69.2 

-16.4 
-39.6 
-51.6 
-39.6 
29.5 
21.8 
-21.2 
-16.7 
23.8 
53.1 
18.2 
69.3 
71.1 
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75. Table 36 presents the concentration and 
progressivity indices for al l  programs analyzed. 
The programs most focused on the poor are 
Proheco, Pralebah, Educatodos, adult education, 
CEB, and the regular public primary school 
program (Figure 13). At the other extreme, the 
programs wi th  the most pro-non-poor character 
include transportation grants, subsidies to private 
education, and the public university program. 
Column "ii" indicates that these are the only 
regressive programs. The distribution o f  their 
benefits i s  even more concentrated among the 
wealthiest strata than the distribution o f  

Figure 13: Education Concentration Indices 

Source: Author's calculations based on data from the 2004 
LSMS 

consumption. 

76. The final two columns o f  Table 36 
indicate the redistributional impact o f  each 
program, measured as the effect on the Gini 
coefficient for  inequality, assuming that the 
program i s  financed by proportional taxes. The 
program wi th  the greatest redistributional impact 
i s  primary education. I t  has much greater impact 
than any other educational program, given i t s  
budgetary weight and i t s  marked pro-poor bias 
(Figure 14). 

Figure 14: Education Indices of 
Redistribution Impact 

PSF 

3 :J- 

PRS 

Source: Author's calculations based on data from the 2004 
LSMS. 

Table 36: Education Concentration, Progressivity and Redistributional Impact Indices 

Concentration Progressivity Spending (% consumption) Redistributional Impact 
Index Index PSE PRS PSE PRS 

(i) (ii) (iii) (iv) (V) (vi) 
Consumption 45.9 
Preschool -8.3 54.2 0.4 0.2 0.22 0.12 
Primary -17.1 63.0 2.9 1.5 I .81 0.97 
Pralebah -45.2 91.1 0.0 0.0 0.02 0.02 
Pro h eco -54.3 100.1 0.5 0.5 0.46 0.46 
Educatodos -44.4 90.2 0.0 0.0 0.01 0.01 
Secondary 29.0 16.9 1.5 0.8 0.25 0.13 
Secondary Distance 18.3 27.5 0.0 0.0 0.01 0.00 
CEB -26.5 72.3 0.3 0.1 0.23 0.08 
Adults -22.8 68.6 0.0 0.0 0.01 0.01 
3" Cycle support 22.2 23.7 0.2 0.05 
Transport grant 50.6 -4.8 0.0 0.0 0.00 0.00 
Edu. Sec. Scholar. 11.1 34.8 0.0 0.1 0.02 0.02 
Subsidy private sch. 67.9 -22.0 0.1 -0.02 
Universitv 70.2 -24.3 1.4 -0.35 
Total PSE 6.5 39.4 8.9 3.5 
Total PRS -7.0 52.8 4.4 2.3 
Source: Author's calculations based on data from the 2004 LSMS. 



138 

5. HEALTH 

77. The health sector includes a great range o f  heterogeneous activities, which may be 
grouped in to four large categories: promotion, prevention, projections, and treatment. The goal 
o f  promotion activities i s  to maintain and improve the population’s health. Their scope i s  very 
general and includes promoting themes such as environmental conservation, appropriate 
nourishment, sports activities, and the provision o f  potable water. Prevention activities are aimed 
at avoiding the loss o f  health, or the aggravation o f  an illness. In contrast, projection activities do 
not seek ways to avoid illness, but rather the loss o f  revenues caused by a reduction in productive 
capacities and payments for medical treatment. Finally, the goal o f  medical treatment i s  to 
recover health once people have become ill. The Honduran public sector intervenes in each o f  
these areas. 

78. There are various reasons why the government intervenes in health service provision. In 
the first place, market deficiencies justify the state’s participation in making the economy more 
efficient. I t  i s  not hard to find deficiencies in the health sector. For example, promotion and 
prevention activities have many public benefits, in other words, benefits whose consumption by 
one person does not exclude their consumption by others. These activities, together wi th medical 
treatment, also have positive externalities. The use o f  such services b y  one individual has 
beneficial effects for the rest o f  the population, i.e. controlling epidemics and contagious diseases 
benefits the entire community. 

79. In the second place, there i s  consensus that al l  individuals, regardless o f  their income, 
should have access to basic medical care. Good medical care not only has a direct impact on 
well-being (the enjoyment o f  good health). A healthy person i s  in better condition to be educated 
or to enter the labor market. Thus, spending on health care i s  considered part of investing in the 
economy’s human capital. Given that the private provision o f  health services does not tend to 
consider questions o f  equity, the state plays a key role in “equalizing” the population’s ability and 
opportunity to  improve i t s  health. 

80. In 2004, the Honduran public sector 
spent 3.613 bi l l ion lempiras on health care. Of 
this amount, Lps. 1.905 bi l l ion are considered 
part o f  PRS  pend ding.^' Health spending i s  the 
second most important component o f  the state 
budget. I t  represents around 23% o f  social 
service spending, and 19% o f  PRS expenditures. 
As illustrated in Figure 15, this spending has not 
only increased in absolute terms in recent years, 
but also in relation to the budget and the GDP. 
With a total budget o f  3.616 bi l l ion lempiras, 
health spending i s  broken down as follows: Lps. 
1.737 bi l l ion for hospital medical care; Lps. 
883.5 mi l l ion to primary health care and the 
epidemiological control o f  illnesses; and the 
remainder to central health system activities, 
promotion, smaller programs and scholarships. 

Figure 15: Evolution of Public Spending for 
Health 

O 1 

- Spending for Health (constant prices) 

- Participation in the Budget 

- Participation in the GDP 

Source: Author’s calculations based on data from 
Government o f  Honduras. 

48 In this study, spending for water and sanitation are considered separately and not as part of health sector 
spending. 
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81. The Honduran health sector i s  comprised of the Secretariat of Health (SS), the Honduran 
Social Security Institute (IHSS), and the private sector, with few operational links between them. 
Health services administered by the Secretariat of Health include hospitals, health centers (with 
physicians and dentists), called CESAMOs, and Rural Health Care Centers (CESARs). Census 
data from 2002 indicate that the SS has the largest health service network in the country, with 28 
hospitals and 1,241 outpatient or mother-child health centers. The M S S  has 2 hospitals and 10 
health centers offering outpatient care, while the private sector, NGOs and other institutions 
administer 108 hospitals and 820 outpatient facilities. This year, there were 6,659 hospital beds 
in the country (0.97 beds per 1,000 inhabitants), distributed as follows: 4,656 beds in SS 
hospitals, 250 beds in IHSS hospitals, 1,652 beds in profit-makmg private sector hospitals, and 
101 beds in hospitals administered by NGOs and other institutions (Pan American Health 
Organization, Honduras, 2004). 

82. Health and demographic indicators have evolved at different rates in recent years. We 
can see in Table 37 that l i fe expectancy in Honduras has increased significantly: l i f e  expectancy 
was 61.6 years during the 1980-1985 period, and rose to 71 years in the 2000-2005 period. The 
country has also been witness to a substantial reduction in population growth, maternal mortality 
and infant mortality rates. Moreover, the number o f  cholera cases has decreased significantly 
(Table 38). However, the same tables point out that other indicators have not demonstrated such 
encouraging trends. The incidences of tuberculosis and malaria have not changed since the early 
1990s. In addition, the evolution o f  dengue cases during the period under consideration i s  cause 
for concern, increasing by more than 400% between 1993 and 1999. 

Table 37: Evolution of Health and Demographics Indicators in Honduras 
1980-1985 1985-1990 1990-1995 1995-2000 2000-2005 

Population Growth Rate* 
Life Expectancy at Birth 

3.19 3.06 2.95 2.15 2.49 
61.6 65.4 61.7 69.8 71 

1990 1995 1999 2000 2001 2002 

Infant Mortality** 41 39 32 31 32 
Maternal Mortality*** 220 220 110 
Children Under 1 Year vaccinated against Measles**** 90 98 95 97 
Mortality associated with Tuberculosis***** 11 8 8 

'Annual Yearly Average. "Rate per 1.000 live bmhs. '"Rare per I00.wO l i ve  binhs. '""Percentage. ****+Rate per I00.OW inhabitants 

Source: BADEINSO 

Table 38: Evolution of Health Indicators in Honduras 
1993 1996 1997 1998 1999 

Tuberculosis 69.3 14.1 48.1 60.8 66.9 
Leprosy 1.5 1.48 1.44 1.17 
Cholera 71.6 12.6 1.4 2.15 1.34 
Measles 0.2 0.1 0 0 0 
Malaria (per 1,000) 10.3 15.6 6.2 1.7 8.5 
Dengue 55 134.9 29 1 482 291.5 
AIDS 17.1 11.5 19 23.3 16.2 

Note: Rates are for every 100,000 individuals. 
Source: Pan American Health Organization, based on data from the Ministry of Health, Honduras. 

83. As detailed in Table 39, Honduras i s  below the Latin American average for indicators for 
l i f e  expectancy, malnutrition (children with lower than normal weight), infant mortality and 
mortality associated with tuberculosis. Although i t s  differences with the region's averages are 
not great, Honduras i s  well behind some countries such as Costa Rca, Mexico and Panama in 
terms of i t s  health-related achievements. 
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Table 39: Health Indicators in Honduras: 

Life expectancy a t  birth 

Regional average 72.3 
Belize (2000-2005) 71.9 
Costa Rica (2000-2005) 78.1 
El Salvador (2000-2005) 70.6 
Guatemala (2000-2005) 68.9 
Honduras (2000-2005) 71.0 
Mexico (2000-2005) 73.4 
Nicaragua (2000-2005) 69.5 
Panama (2000-2005) 74.7 

Infant Mortality Rate 
(per 1,000 live births) 
Regional average 27.4 
Belize (2002) 34.0 

El Salvador (2002) 33.0 

Honduras (2002) 32.0 

Nicaragua (2002) 32.0 
Panama (2002) 19.0 

Maternal Mortality Rate 

Costa Rica (2002) 9.0 

Guatemala (2002) 36.0 

Mexico (2002) 24.0 

84. Although it i s  well accepted that improving an individual’s health has positive effects not 
only for  h isher  own wel l  being but also for society as a whole (externalities), this study i s  
consistent wi th  traditional literature in defining the beneficiaries o f  public health spending as only 
those individuals who directly make use o f  public health services. 

Comparisons with Other Countries 

Prevalence of lower weight than normal 
in children under 5 years old 
Regional average 10.6 
Belize (1992) 6.2 
Costa Rica (1996) 5.1 
El Salvador (1998) 10.3 
Guatemala (2002) 22.7 
Honduras (2001) 16.6 
Mexico (1999) 1.5 
Nicaragua (2001) 9.6 
Panama (1997) 6.8 

Mortality Rate associated with Tuberculosis 
(per 100,000 inhabitants 
Regional average 6.6 
Belize (2002) 4.0 
Costa Rica (2002) 2.0 
E l  Salvador (2002) 9.0 
Guatemala (2002) 12.0 
Honduras (2002) 8.0 
Mexico (2002) 5.0 
Nicaragua (2002) 9.0 
Panama (2002) 4.0 

(per 100,000 live births) 
Regional average 
Belize (2000) 
Costa Rica (2000) 
El Salvador (2000) 
Guatemala (1995) 
Honduras (2000) 
Mexico (2000) 
Nicaragua (2000) 
Panama (2000) 

148.3 
140.0 
43.0 
150.0 
270.0 
110.0 
83.0 
230.0 
160.0 

I 

Source: BADEINSO 

5.1 Hospital Medical Care 

85. This section analyzes the distributional incidence of public spending for health care. 
Included in this analysis are al l  outpatient interventions as well as primary, secondary and tertiary 
inpatient care, together wi th  psychophysical rehabilitation. This i s  the arena o f  action most 
commonly associated with health care services, and where most health-related actions are 
focused. In this study, health care spending i s  assigned to the users of public health services: 
Secretariat o f  Health hospitals and CESAMO and CESAR health centers and clinics. This 
procedure runs into one main problem: health services tend to be extremely heterogeneous. The 
LSMS inquires about the “donated” (granted) or financed value of medical consultations, 
medicines, and other aspects l inked to contact with the health care system. Thus, in attempting to 
estimate the amount o f  public spending for health received by each individual, i t  i s  possible to use 
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the amount financed by the Health Secretariat-as reported by those surveyed in the LSMS-as a 
proxy variable.49 Nonetheless, i t  i s  noteworthy that this value differs substantially between the 
consumption quintiles in our breakdown. In particular, the financed (donated) values reported 
show a very strong positive correlation with the household's level o f  per capita consumption. 
This outcome could genuinely reflect the value of services received. It i s  possible that the quality 
o f  state health services received by individuals with more economic resources i s  better, since they 
might have greater opportunities or abilities to obtain better quality public health services. An 
alternative explanation would be that individuals from different socioeconomic strata have access 
to different information about the value of services. The poorest individuals, who almost 
exclusively utilize public health services, could underestimate the value of the health services 
received free of charge, since they lack knowledge about their market value. I t  i s  interesting that 
the differences in donated values reported are constant. The fact that differences in the reported 
donated values are constant even in relation to relatively homogeneous services such as 
vaccinations would suggest a lack of access to information about their real value. 

86. When computing the distributional incidence o f  health spending, two alternative 
scenarios were used: (i) an average donation for each service to each individual was assigned; and 
(ii) the reported donation was assigned. In various cases, statistics utilizing both alternatives are 
presented. In cases where the alternative (either the average donation or the reported donation) i s  
not specified, the use of average donations i s  assumed. 

87. As we see in Table 40, the percentage o f  individuals who reported having been ill during 
the month prior to the survey i s  similar at all consumption levels. However, these percentages did 
indicate some geographical differences. The percentage of individuals who reported having been 
ill i s  higher in rural areas and in the Central region than in the rest of the country. Among those 
who reported having been ill, 65% of those from the 5" Quintile consulted with a physician, 
while only 29% from the poorest quintile did so. Moreover, both individuals from rural zones 
and the Western region had lower rates o f  contact with doctors. 

Table 40: Medical Consultations - - 
T h e  to Slnce you were ill, you went for wnsultation at: Consulted 

Were Did yousee health Hospital Hospital CES*MO CESAR Private Health Doctor without 
you Ill? a doctor? center Health Secretariat IHSS Clinic being sick 

Qulntlle 
1 30.2 29 2 30.3 10.3 0 2  39 3 29.7 6.5 0.8 
2 31 0 41 1 27.2 19.1 1 4  42.6 17.4 13.9 1 2  
3 30 7 48.1 27.1 21 .o 6.1 341 13 3 19 2 2.6 
4 33.3 52.7 24 2 20.5 9.4 27.0 5.2 31.8 4.7 
5 a@ 1 6  21.4 19.8 10.2 10.1 1.0 54 9 8.5 

Total 31.3 47 5 25 2 190 6 5  27 9 10.7 29 5 3.6 

Eliremet" mor 30.5 30.6 30.1 10.7 0.1 39.7 28.8 7 6  0.9 
~ , ~ ~ 

Moderately poor 30 4 440 27 6 20.0 3 6  41.8 14.5 14.3 1 7  
Non-poor 32'2 570 23.4 20.6 9.2 19.4 4.7 41.0 5 9  

Total 31.3 47 5 25.2 19 0 6 5  27.9 10.7 29 5 3.6 

Rural 35.2 41.9 29.0 15.3 2.7 32.9 19 7 21 5 2.4 
Urban 27.2 55 3 21 6 22 9 105 22 6 1.1 38.0 4.8 
Total 31.3 47 5 25.1 19 0 6 5  27 9 10.7 29.5 3.6 

~ Regions: 
ca"traI 333 50.3 26 3 18.7 8.8 27 1 8 9  31.1 4.7 
Western 30.0 40.6 25 2 16 1 0 1  387 14 2 22 2 2.1 
Eastern 27 5 47 1 21 1 23.0 5.3 21.3 12.8 31 9 2 1  

Total 31 3 47.5 25 1 19.0 6.5 27 9 10.7 29.5 3 6  

Source: Author's calculations based on data from the 2004 LSMS. 

88. With respect to the types of health services used, the same table indicates that the 
percentage of individuals receiving their medical consultation in a Secretariat of Health, M S S  or 
private sector hospital was higher among the wealthier quintiles. In contrast, the percentage of 

49 Unfortunately, information about more complex medical interventions i s  not contained in the survey (for 
example, hospital admissions). Therefore, the spending was assigned only to medical consultations and 
other less complex types o f  treatment and care. 
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individuals who received their consultation in a CESAMO or CESAR health center was greater 
among the poorest quintiles. I t  i s  interesting to note that the percentage o f  individuals who 
consulted wi th  a doctor without having been ill has a strong positive correlation wi th  increasing 
levels o f  consumption, and i s  also significantly higher in urban zones. 

89. Table 41 presents the reasons offered by individuals who reported having been sick but 
did not consult with a physician. We find that while 27.6% o f  extremely poor individuals did not 
consult due to a lack o f  money, this percentage drops to 13.6% amongnon-poor individuals. I t  i s  
also interesting that while around 6.4% o f  individuals l iv ing in rural households did not receive 
medical care because a health clinic was either closed or too far f rom home, this percentage 
barely surpasses 1 % among urban residents. 

Table 41: Reasons for Not Consulting Physician given by Respondents with Illnesses 

Wasn't necessary 
Illness wasn't serious 
Didn't have money 
Had remedies at home 
Clinic was closed 
Health services very far away 
Illness had just begun 
Other 
DkINa 

30.2 
12.9 
20.2 
23.9 
1 4  
3.1 
2.7 
5.3 
0.4 

24.4 
10.1 
27.6 
19.8 
2.2 
6.7 
3.0 
6.0 
0.4 

24.1 
11.7 
21.9 
28.0 
1.7 
2.6 
3.1 
6.5 
0.6 

38.6 
15.7 
13.6 
24.0 
0.7 
0.8 
2.2 
4.1 
0.3 

24.6 
11.5 
22.3 
26.8 
1.9 
4.5 
2.7 
5.3 
0.4 

40 3 
15 4 
164  
165  
0 7  
0 5  
2 6  
5 4  
0 4  

Total 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Author's calculations based on data from the 2004 LSMS. 

90. Table 42 details four factors that determine the distributional incidence o f  health service 
provision. The first factor i s  the target population. In principle, the target population for  medical 
consultations i s  the entire population, so there i s  no difference between socioeconomic strata 
associated with this factor. The second factor, however, i s  not homogeneous: the percentage o f  
individuals who receive medical care tends to increase with the level o f  consumption. Thirdly, 
the opposite i s  true for the percentage o f  people receiving medical care in public health facilities: 
while 83.3% o f  individuals f rom Quintile 1 receive their medical treatment at a public facility, 
this percentage drops to 33% for individuals f rom the 5th Quintile. Finally, we find that the 
average donation increases as consumption levels rise. For example, the average donation for 
Quintile 1 i s  only 14% o f  the donation for Quintile 5.50 These four factors determine the 
incidence o f  service provision, which i s  presented in the same table. The provision o f  health 
services appears to have a strong pro-non-poor character when we consider reported donations. 
However, the pro-non-poor bias disappears when we assume homogeneous donations between 
quintiles. We can prove this by comparing the two estimated concentration indices. Whi le the 
index computed on the basis o f  reported donations has a value o f  35.4, the index that assumes 
similar donations i s  equal to -1.4 (see Table 43). Both indices are statistically different f rom zero 
wi th a 95% confidence interval. Figure 16 illustrates the concentration curve for the subsidy 
implicit ly received from using public medical facilities (assuming uniform quality) that runs very 
close to the line for perfect equality. 

jo There are cases of individuals who received medical care from public health facilities but did not provide 
a valid answer when asked about the amount donated for the service. I n  these cases, the average donation 
from the quintile to which they pertain was utilized. 
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, Source: Author’s calculations based on data f rom the 2004 LSMS. 

Figure 16: Medical Consultations Concentration Curves 
Homogeneous service quality 

Table 42: Medical Consultations Breakdown of  Distributional Incidence Results 

1 2 3 4 5 Total 
Target population (%of total) 20.0 20.0 20.0 20.0 20.0 100.0 
Rate of medical consultation 29.9 41.6 49.6 54.3 67.5 48.8 
Public coveraae rate 83.3 80.6 70.4 55.1 33.0 59.7 
Average donation 142.8 199.9 291 .O 341 .% 1016.8 367.6 
Estimated incidence (reported donations) 6.7 12.6 19.1 19.2 42.5 100.0 
Estimated incidence (homogeneous donations) 17.2 23.1 24.1 20.6 15.4 100.0 

Effects 
1. Potential User 
2. Attendance 
3. Public 

0.0 0.0 0.0 0.0 0.0 0.0 
-6.2 -2.7 -0.2 1.4 7.8 0.0 
4.5 5.5 4.4 -0.1 -14.4 0.0 

4. Donation -1 1.5 -9.8 -4.9 -2.2 28.4 0.0 S 
Source: Author’s calculations based on data f rom the 2004 LSMS. 

Table 43: Medical Consultations Concentration Indices 

95% Confidence Interval 
Index Deviation Coef. var. Lower limit Upper limit 

Homogeneous Donations 
Medical Consultation -1.4 0.5 -0.4 -2.6 -0.5 
Diarrheic Diseasekhild -24.2 1.5 -0.1 -27.1 -21.7 
Pneumonidchild -14.9 2.2 -0.1 -19.6 -10.8 
Prenatal Care -17.2 0.4 0.0 -17.8 -16.3 
Births 4.2 0.5 0.1 2.8 5.2 

Reported Donations 
Medical Consultation 35.4 2.4 0.1 31.5 41.3 
Diarrheic Diseasekhild -11.1 1.8 -0.2 -14.2 -7.1 
Pneumoniakhild 9.9 5.6 0.6 -1 .o 18.7 
Prenatal Care -6.6 0.8 -0.1 -7.8 -5.3 
Births 31.9 0.8 0.0 30.6 32.9 
Source: Author’s calculations based on data f rom the 2004 LSMS. 
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Diarrheic Diseases 

91. According to a document o f  the Pan American Health Organization, one o f  the main 
causes o f  infant death in Honduras i s  infectious illness, which includes diarrheic diseases. As we 
may observe in Table 44, not only i s  there a higher rate o f  occurrence o f  this disease among the 
children f rom households wi th the lowest consumption levels (the poorest quintiles) and 
households in rural zones, but also the percentage o f  children who went to the doctor i s  lower 
among these same households. 

Table 44: Diarrheic Diseases Children under 5 Years 
Has had Consulted Consult al: Time 

Diarrhea doctor Hospital H;p,”F CESAMO CESAR Private To Health 
Health Sec. Clinic Center 

Quintile 
1 16.7 44.1 6.1 0.0 36.0 41.7 10.9 35.6 
2 20.5 47.3 15.1 5.4 48.4 23.6 7.1 29.3 
3 19.9 48.0 11.4 1.5 61.0 9.0 15.5 23.1 
4 14.4 56.0 24.3 5.0 30.5 6.8 32.9 21.2 
5 11.8 65.4 11.9 7.6 12.9 2.5 0.0 25.7 

Total 17.1 49.7 13.4 3.5 41.1 18.7 21.6 27.1 

Extremely poor 17.9 42.6 5.0 0.0 40.4 38.3 11.6 34.1 
Moderately poor 20.3 48.9 15.4 4.0 52.9 18.0 8.6 28.0 

Non-poor 14.3 56.8 17.4 5.4 31.7 6.1 39.1 22.3 
Total 17.1 49.7 13.4 3.5 41.1 18.7 21.6 27.1 

Rural 18.7 46.5 7.9 0.0 441 30.9 14.7 31.5 
Urban 15.0 54.9 20.9 8.3 37.0 2.0 30.9 21.9 
Total 17.1 49.7 13.4 3.5 41.1 18.7 21.6 27.1 

Regions: 
Central 17.9 49.9 14.3 6.2 38.2 14.9 24.9 25.1 

Western 17.2 45.8 6.9 0.0 47.8 29.6 12.8 32.0 
Eastern 15.0 54.5 18.4 0.0 41.5 16.7 22.3 27.5 

Total 17.1 49.7 13.4 3.5 41.1 18.7 21.6 27.1 
Source: Author’s calculations based on data from the 2004 LSMS. 

92. With respect to the type o f  health facility visited, the percentage o f  children visiting an 
SS or IHSS hospital i s  higher among the wealthiest quintiles or among urban residents. This trend 
i s  significantly more pronounced in the case o f  private hospitals. Whi le only 11% o f  children 
from Quintile 1 visited a private medical facility, this percentage rises to 65% for children from 
the 5‘h Quintile. In contrast, the percentage o f  children who visited a CESAR health center i s  
greater among poor and rural households than among non-poor and urban households, which i s  
logical given that these health centers are located in rural areas. The percentage o f  children 
receiving medical consultations in CESAMO health centers i s  also higher among poor and rural 
households. Moreover, we find that children from poor and rural households are at a 
disadvantage wi th  respect to the average time spent traveling to a health facility. On average, 
they spend 40-50% more time than non-poor individuals f rom urban areas traveling to receive 
health care. 

93. Table 45 presents the distributional results for  consultations for  diarrheic disease. The 
distribution among the target population-children younger than 5 years o f  age who have had 
diarrhea-is very concentrated among the poorest consumption quintiles. In contrast, the 
percentage o f  children who visited the doctor i s  higher among the wealthiest quintiles (65% in 
Quintile 5 vs. 44% in Quintile 1). With respect to public health service coverage, we find that 
this percentage drops as levels o f  consumption rise. In particular, while the far majority o f  poor 
children visited a public health facility, only 27.3% o f  children f rom the fifth quintile did so. 
Finally, we find that the average amount o f  donations tends to be higher for  Quintiles 3 and 4. 
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Table 45: Diarrheic Diseases Breakdown of Distributional Incidence Results 

1 7 7 A 6 Tntal - - - . 
Children Under 5 with symptoms (?/o of total) 25.4 25.8 24.3 15.2 9.3 100.0 
Rate of medical consultation 44.1 47.3 48.0 56.0 65.4 49.7 
Public coverage rate 83.8 87.1 81.3 61.6 27.3 73.2 
Average Donation 438.6 663.3 935.5 1126.0 661.8 744.8 
Estimated incidence (reported donations) 15.2 26.1 32.8 21.8 4.1 100.0 
Estimated incidence (homogeneous donations) 25.8 29.3 26.1 14.4 4.6 100.0 

Effects 
1, Potential User 3.9 5.4 4.6 -6.0 -7.8 0.0 
2. Attendance -2.3 -1.3 -1.2 2.2 2.7 0.0 
3. Public 3.2 4.9 3.8 -2.5 -9.4 0.0 
4. Donation -9.7 -2.9 5.6 8.5 -1.5 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

94. All of these factors impact the final 
incidence of service provision (also see Figure 
17). N o  clear pattern emerges when incidence 
i s  computed on the basis of reported donations, 
with Quintiles 2 and 3 apparently benefiting 
most. In contrast, i f  the distributional incidence 
i s  computed on the basis of uniform donations, 
service provision takes on a more pro-poor 
character. The results of this breakdown show 
that while the structure of the target population 
and public health coverage tend to make 
incidence more pro-poor, the opposite i s  true 
for the rates of doctor visits and the structure of 
donations. 

Figure 17: Diarrheic Diseases and Pneumonia 
Participation by Quintiles 
Homogeneous service quality 

I 

Source: Author’s calculations based on data from the 2004 
LSMS. 

L 

95. The concentration curve for service provision i s  presented in Figure 16. I t s  location 
above the perfect equality line demonstrates a pro-poor bias. This i s  confirmed when analyzing 
the concentration index in Table 43, which i s  negative and equal to -24.2. We find the 
concentration index computed on the basis of reported donations in the same table. When we 
verify the findings through breaking them down, we find that the pro-poor character of service 
provision i s  weaker: the concentration index rises to -1 1.1. 

Pneumonia 

96. Acute respiratory infections, including pneumonia, are an important cause of morbidity 
among children younger than 5 years of age, particularly in the poorest municipalities of western 
Honduras. Data from the National Survey on Epidemiology and Family Health, conducted in 
2001, reveal that one out of every three deaths among children between the ages of 1-1 1 months 
of age was due to acute respiratory infections. In addition, one out o f  every five deaths among 
children between 1-4 years o f  age was due to the same cause (Pan American Health Organization, 
2004). 

97. While the percentage o f  children with symptoms i s  slightly higher in rural households, 
we see in Table 46 that there are no large differences between the consumption quintiles. 
However, there are in fact great differences between the quintiles with respect to the percentage 
o f  children visiting a doctor. While 61% of children from Quintile 1 were taken to a medical 
facility when presenting symptoms o f  pneumonia, this percentage rises to 92% among children 
from Quintile 5. With respect to their reasons for not taking children to the doctor, a lack of 
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money was the reason cited by around half o f  the extremely poor respondents, while only 28% o f  
the non-poor cited this same reason (Table 47). We also find that while around 13% o f  children 
l iv ing in rural households did not receive medical care because the health clinic was either closed 
or  too far f rom home, no urban households mentioned this as an explanation for their failure to 
seek medical care. In relation to the type o f  facility visited, the majority o f  children l iv ing in non- 
poor households were taken to hospitals administered by the Secretariat o f  Health or M S S ,  or 
privately run hospitals. Meanwhile, most poor children received medical attention in CESAMO 
or CESAR health centers. 

Table 46: Pneumonia Children under 5 Years 
Has had Conauned Consult at: T I M  
symptom doctor l o  health 'EP,',",""' CESAMO CESAR z:p center Health Sec. 

0"i"llk 
1 6 1  61 3 11 8 0.0 2 0  33.5 34.0 2 3 6  
2 7 7  67 9 22 4 0.0 388  17.2 17.1 32.1 
3 8 2  65.6 31 6 2 5  29.2 10.2 24.1 27 8 
4 4 5  87.5 24.0 9.1 278  17.8 1 8 3  23 6 
5 5.9 92.2 a 7  4.8 15.9 8.1 40.8 28 5 

Total 6 6  70.9 23.8 2.7 30.2 15.4 1 9 7  29 1 

Extremely poor 6 0  64.5 14 7 0 0  344  2 2 4  5 1  34.8 
Moderately poor 8.1 66 0 23.9 1.0 3 9 7  18.0 14.2 30 8 

Non-pwr 6 0  80 5 29 1 5.7 20 2 9 3 32 6 25 6 
Total 6 6  70.9 23 8 2 7  302 1 5 4  1 9 7  29.1 

Rural 7.0 70 3 20.8 1.1 30.9 2 3 8  12.7 33.6 
Urban E O  72 1 29 0 5.5 31 8 22.1 28 9 0.9 
Total 8 6  70 9 23 8 2.7 302 15.4 19.7 29.1 

Central 6 0  75 4 22 2 25 5 27.5 5.3 31.3 6 7 
Western 6 6  70.0 29 1 0 0  283  16.5 17.6 36 6 

Eastern 7.9 63.1 21 0 0 0  29 9 35.1 8 2  24.1 
Total 6.6 70 9 23 8 2 7  302  15.4 19 7 29.1 

Regions: 

Source: Author's calculations based on data from the 2004 JSMS. 

Table 47: Pneumonia Reasons for Not Consulting Physician 

Total Extremely poor Moderately poor Non-poor Rural Urban 

Wasn't necessary 1 3 7  21 6 11.1 7 4  1 4 0  13.0 
Illness wasn't sarious 6 8  6 2  2.6 15.0 7.8 5 0  
Didn't have money 38 7 50.7 355  28.2 35 5 4 4 9  
Had remedlas a1 home 24.0 8.1 338  28.7 24.5 23 0 
Clinic was closed 4 4  4 6  3 2  6 2  6 7  0.0 
Health services very far away 4 2  8 8  3 1  0.0 6 5  0.0 
Illness had just begun 2 5  0 0  0 0  9.9 0.0 7.1 
Other 5 6  0 0  10 7 4 7  4 9  7.0 

Total 1000  1 w  0 loo 0 100 0 1 w  0 100.0 

Source: Author's calculations based on data from the 2004 LSMS. 

98. The distributional incidence o f  health service provision associated with pneumonia cases 
can be broken down into four factors (Table 48). In the f i rs t  place, the target population- 
children under 5 years o f  age with symptoms o f  pneumonia-is concentrated in the poorest 
quintiles. Secondly, the percentage o f  children receiving medical care increases as levels o f  
consumption rise. Thirdly, the opposite i s  true for  the percentage o f  children receiving medical 
care in public health facilities: while 79% o f  children from Quintile 1 who received medical care 
had sought such care at a public facility, this percentage drops to 33% for children from the 51h 
Quintile. Finally, as in the previous section, we find that the average donation increases as 
consumption levels rise. For example, the average donation for Quintile 1 i s  20% o f  that for 
Quintile 5. These four factors determine the incidence o f  the service provision, which i s  also 
found in the same table (also see Figure 17). Note that no clear pattern emerges when incidence 
i s  computed on the basis o f  reported donations, although i t  would appear that the benefits are 
relatively evenly distributed among quintiles. In contrast, if the incidence were computed on the 
basis o f  homogeneous donations among the different quintiles, service provision would take on a 
certain pro-poor bias. This i s  proven when we compare the two estimated concentration indices. 
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Whi le the index computed on the basis o f  reported donations has a value o f  9.9, the index 
computed on the basis o f  uniform donations i s  equal to -14.9. I t  i s  worth noting that while the 
latter i s  statistically different from zero, the same i s  not true for the f i r s t  index. 

Table 48: Pneumonia Breakdown of Distributional Incidence Results 
t - 

1 2 3 4 5 Total 
Children Under 5 Years with symptoms (% of total) 23.8 26.2 27.5 11.7 10.9 100.0 
Rate of medical consultation 61.0 68.4 67.5 90.1 90.8 71.3 
Public coverage rate 79.3 79.6 71.9 68.3 47.7 71.5 
Average Donation 221.1 215.9 269.3 362.0 1100.0 332.7 
Estimated incidence (reported donations) 15.0 18.1 21.1 15.3 30.5 100.0 
Estimated incidence (homogeneous donations) 22.6 27.9 26.1 14.1 9.2 100.0 

1. Potential User 4.3 6.5 8.0 -7.1 -1 I .8 0.0 
2. Attendance -3.4 -1.6 -2.0 2.8 4.2 0.0 
3. Public 2.8 3.1 1.3 0.6 -7.8 0.0 
4. Donation -8.6 -9.9 -6.2 -1.2 25.9 0.0 

Effects 

Source: Author's calculations based on data from the 2004 LSMS. 

Prenatal Care 

99. Table 49 indicates that the target population o f  this service i s  women between the ages o f  
12-49 years who have had children during the past 5 years. This population i s  slightly more 
concentrated among the poorer consumption quintiles. In addition, we find that the percentage o f  
these women who have received prenatal care during pregnancy i s  higher among the more 
affluent quintiles. Furthermore, when only considering those women who received prenatal care, 
we find that the number o f  prenatal visits increases as levels o f  consumption increase. I t  i s  also 
interesting to note that unlike other services analyzed, there are no substantial differences 
between the percentage o f  women receiving prenatal visits in rural and urban zones. 

Table 49: Prenatal Care in Previous 5 Years Women 12-49 Years 
Has had children Had prenatal Numbr of Where did man prenatal checkups take place? 
In the pan 5 cheskups during checkup Hospital Hospltal CESAMO CESAR Pnvata 

y w s  pregnancy received Secretarial of Health IHSS Cllnlc 

1 21 5 846 4 5  5 0  0 3  458  422 3 8  
2 209 87 7 5 2  11 6 1 4  545 237 8 6  
3 21 5 89 2 5 5  15 9 5 9  508 148 9 9  
4 197 909 s o  18 9 12 0 398  7 2  21 2 
5 18 5 95 0 7 2  12 5 14 7 208 1 3  49 1 

Total 1000 89 2 5 6  12 8 6 6  431  183  17 1 

Quintile 

Extremely Pmr 25 4 e48 4 6  5 4  0 2  47 8 402  3 8  
8 4  

Nom-Poor 45 8 91 5 6 3  18 2 12 0 3 5 0  5 4  294 
Total 1w 0 89 2 5 6  12 8 6 8  431  183  17 1 

Rural 530 886 5 2  9 4  1 8  444 319  9 6  
Urban 47 1 89 8 8 1  166 12 0 416 3 1  25 4 
Total 1 w  0 89 2 5 6  12 8 6 6  431 183  17 1 

Regl0"S 
Central 560 883 5 7  124 10 8 406  148  199 

Wenern 23 7 91 4 5 5  9 1  0 4  534  224 11 7 
Eaalwn 203 889 5 3  18 2 3 2  315  227  16 0 

Total 100 0 89 2 5 8  12 8 6 6  431 183  17 1 

522  208 Moderately Poor 28 8 89 3 5 3  13 4 3 1  

Source Author's calculations based on data from the 2004 LSMS 
100. With respect to the types o f  health facilities used for prenatal visits, the percentage o f  
women who visited Health Secretariat, I H S S  or private hospitals was higher among the wealthier 
quintiles, in urban zones, and in the Central and Eastern regions. In contrast, and as expected, the 
percentage o f  women who received prenatal care at CESAR health centers i s  higher among the 
poorest quintiles and in rural zones. The same pattern i s  found fo r  consultations at CESAMO 
health centers. 

101. Table 50 indicates that the percentage o f  women who were pregnant at the time o f  the 
survey i s  slightly higher among the poorest quintiles, and in rural zones. The differences increase 
if we consider pregnant women or women wi th  children younger than 5 years o f  age. Whi le this 
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group represents 28% o f  adolescent females and adult women from Quintile 5, it represents some 
52% from Quintile 1. 

Table 50: Prenatal Care in Previous 12 Months 
Women 12-49 Years 

P 

P r e g n a n t  Pregnant women Had prenatal checkups Number Took Iron and/or 
Women or with children During the previous Of Folic acid 

Under 5 years 12 months checkups 
Quintile 

7.3 
6.2 
4.2 
4.5 

51.7 
45.1 
42.5 
36.4 

27.4 
29.3 
24.4 
27.3 

1.1 
1.1 
1 .o 
1.3 

81.9 
86.4 
90.8 
91.3 

5 3.8 28.3 30.2 1.6 95.9 
Total 5.0 39.7 27.6 1.2 89.0 

Extremely poor 7.0 51.1 26.8 1.0 62.3 
Moderately poor 5.9 44.6 29.0 1.2 88.4 

No n - p o o r 3.9 33.5 27.1 1.3 92.9 
Total 5.0 39.7 27.6 1.2 89.0 

Rural 6.0 45.0 28.5 1.2 86.5 
Urban 4.2 35.1 26.6 1.2 91.8 
Total 5.0 39.7 27.6 1.2 89.0 

Reaions: 
Central 

Western 
4.4 
6.5 

38.6 
43.1 

26.3 
30.7 

1.2 89.5 
1.3 87.9 

Eastern 5.2 39.0 27.4 1.2 89.1 
Total 5.0 39.7 27.6 1.2 89.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

102. During the LSMS, women were asked about prenatal visits during the previous 12 
months. As we may observe in the same table, there are no significant differences between 
economic strata and geographical regions in this respect. In addition, the percentage o f  women 
who took folic acid or i ron supplements during pregnancy i s  lower among the poorer strata and in 
rural zones. 

103. Table 51 presents the estimated 
distributional incidence o f  prenatal public health 
services during the 12 months prior to the 
survey (also see Figure 18). We find that the 
benefits o f  such service provision tend to 
concentrate in the poorest quintiles, as a result o f  
4 factors. Firstly, the fact that the target 
population (pregnant women or women wi th  
children younger than one year) i s  slightly more 
concentrated in the poorest quintiles increases 
the pro-poor bias o f  service provision. 
Secondly, differences in the percentages o f  
pregnant women or women wi th  children 

Figure 18: Prenatal Care and Births 
Participation by Quintiles 

Homogeneous service quality 
30 

Source: Author’s calculations based on data from the 2004 
LSMS. 

iounger than one year o f  age who received prenatal care during the previous 12 months tend to 
attenuate the pro-poor character o f  services. Thirdly, the fact that public coverage clearly goes 
down as consumption levels go up has a strong impact on incidence. For  example, i f  public 
coverage were similar in a l l  quintiles, then Quintile 1 would receive 5.5% less o f  total benefits, 
while Quintile 5 would receive 12.7% more. Finally, the fact that the reported donations are 
higher for  the more affluent quintiles also tends to attenuate the pro-poor bias o f  the service. 
Distributional incidence computed on the basis o f  homogeneous donations has a more marked 
pro-poor character. As in the previous cases, the reported donations have an impact on the 
calculated concentration indices. Whi le the index based on reported donations i s  -6.6, the same 
index drops to -17.2 when based on uniform donations (Table 43). 
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Table 51: Prenatal Care Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 

Rate of medical consultations 72.2 76.7 92.7 89.2 92.7 84.7 
Public coverage rate 90.4 89.3 82.3 59.7 29.3 72.0 
Average Donation 209.4 229.9 323.4 348.2 361.0 278.9 

Pregnant women or with children under 1 year (% of total) 22.9 21.9 17.7 19.2 18.3 100.0 

Estimated Incidence (reported donations) 19.2 21.1 26.9 21.9 11.0 100.0 
Estimated Incidence (homogeneous donations) 25.5 25.6 23.2 17.5 8.5 100.0 

1. Potential User 2.7 1.9 -2.6 -0.7 -1.3 0.0 
2. Attendance -3.0 -1.9 2.2 1.1 1.4 0.0 
3. Public 5.5 5.4 4.4 -2.7 -12.7 0.0 
4. Donation -6.0 -4.4 2.9 4.0 3.5 0.0 

Source: Author's calculations based on data from the 2004 LSMS. 

Effects 

Births 

104. Statistics about the last live birth to women with children younger than 5 years o f  age 
may be found in Table 52. We find that a not insignificant percentage of births have taken place 
at home (26% of total births). However, this overall average hides profound differences among 
socioeconomic strata. We find that while 59% o f  1'' Quintile births took place at home, this 
percentage drops to only 3.5% in the 5'h Quintile. In addition, we find that home births are much 
more common in rural zones than in urban (41% vs. 9%). Furthermore, the percentage o f  births 
in I H S S  or private hospitals i s  higher in the wealthiest quintiles. The same i s  true for the 
percentage of births in Secretariat of Health hospitals, although the distribution i s  not as distinct. 

Table 52: Location of Birth 

Home Hospital Hospital Private 
Secretariat of Health IHSS Clinic 

Quintile 
1 
2 
3 
4 

59.2 
34.3 
20.0 
10.0 

37.0 
55.9 
66.8 
67.8 

0.3 1.7 
2.0 3.4 
6.4 2.0 
14.0 5.4 

5 3 5  56 0 16 8 22 0 
Total 26 0 56 8 7 6  6 4  

Extremely poor 56.9 39.2 0.3 1.7 
Moderately poor 28.7 60.6 3.4 2.8 

Non-poor 8.5 63.5 14.0 11 .o 
Total 26.0 56.8 7.6 6.4 

Rural 41.5 48.8 2.2 3.9 
Urban 8.8 65.7 13.7 9.2 
Total 26.0 56.8 7.6 6.4 

Regions: 
Central 17.7 57.4 12.3 8.1 
Western 39.9 54.1 0.5 3.4 
Eastern 31.9 58.3 3.5 5.4 

Total 26.0 56.8 7.6 6.4 
Source: Author's calculations based on data from the 2004 L S M S  

105. As demonstrated in Figure 18, the amounts donated to this type o f  service provision are 
more highly concentrated in the wealthiest quintiles. This pro-non-poor character i s  in large part 
determined by the fact that a very high percentage o f  poor women give birth outside o f  health 
care facilities (a high percentage are home births), and that those giving birth in Health Secretariat 
hospital facilities were most frequently women from the wealthiest quintiles. In addition, the 
donated amount for services increases as the level o f  consumption rises. This pro-non-poor 
character i s  confirmed when we analyze the concentration index, which i s  positive and has a 
value of 4.2. This index reaches 31.9 when computed on the basis of reported donations. As 
expected, the concentration curve for homogeneous donations i s  very close to the line for perfect 
equality (Figure 16). 
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Total Distributional Incidence of Hospital Medical Care 

106. We see in Table 53 and Figure 19 that 
the assumption o f  uniform quality implies that 
the benefits o f  this program do not have a clear 
distributional incidence, with Quintile 3 
benefiting the most. The concentration index 
has a value o f  0.3, which i s  not significantly 
different from zero. In contrast, i f  the incidence 
i s  computed on the basis o f  reported donations, 
the hospital medical care program has a marked 
pro-non-poor character (a concentration index 
o f  26.3). 

Figure 19: Hospital Medical Care 
Participation by Quintiles 

Homogeneous service quality 
mo- 

1 I I l l  

HHospiIal Medica Care 

Source: Author's calculations based on data from the 2004 
LSMS. 

Table 53: Hospital Care Distributional Incidence 

Structure Spending Spending per Inhabitant Ol0 of Consumption 
% PSE PRS PSE PRS PSE PRS 

1 15.2 264.9 145.5 186.6 102.5 5.4 3.0 
2 21.5 373.8 205.4 263.3 144.7 4.2 2.3 
3 25.1 435.3 239.2 306.6 168.5 3.0 1.7 
4 22.8 395.9 217.6 278.9 153.2 1.7 1 .o 
5 15.4 267.5 147.0 188.4 103.5 0.5 0.3 

Average 100.0 1737.3 954.6 244.7 134.5 1.7 0.9 
Source: Author's calculations based on data from the 2004 LSMS. 

107. Table 53, based on an assumption o f  
uniform quality medical care, shows us that the 
portion o f  all Honduran social spending funds 
destined for Hospital Medical Care-1.737 bi l l ion 
lempiras-that reaches the poorest quintile o f  the 
population i s  264.9 million, while 267.5 mi l l ion 
benefits the wealthiest quintile. Similarly, some 
145.5 mill ion lempiras o f  PRS allocations to 
hospital medical care benefits Quintile 1 while 
Lps. 147 mill ion benefits Quintile 5. Nonetheless, 
we also find that while this category o f  social 
spending represents 5.4% o f  consumption for 
Quintile 1, i t  only represents 0.5% o f  the 
wealthiest quintile's consumption. The neutral 
character o f  these services i s  clearly illustrated b y  
the concentration curve in Figure 20, which i s  very 
close to the perfect equality line. 

Figure 20: Health Programs Concentration 
Curves 

Homogeneous service quality 

- - - .mYI".-" -m -~ - . - .yw -1 -- 
Source: Author's calculations based on data from the 2004 
LSMS. 

5.2. Primary Health Care and Epidemiological Control of Diseases 

108. Prevention i s  one o f  the most potent tools for  insuring the population's health. In 2004, 
the Government o f  Honduras allocated 883.5 mi l l ion lempiras to i t s  "Primary Health Care and 
Epidemiological Control of Diseases" program, which basically consists o f  vaccination programs. 
The government's objective i s  controlling diseases that can be prevented through immunization, 
by eliminating or eradicating them through vaccination programs. 
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Table 54: Health Programs Concentration Indices 

95% Confidence Interval 
Index Deviation Coef. var. Lower limit Upper limit 

Homogeneous Donations 
Hospital Care 0.3 0.4 1.3 -0.5 1 .I 
Epidemiol. Control of Diseases -14.7 0.3 0.0 -15.4 -14.1 
Healthy Schools -41.2 1.7 0.0 -44.5 -38.0 
UNAH 73.3 0.5 0.0 72.1 74.1 

Reported Donations 
Hospital Care 26.3 0.7 0.0 25.0 27.6 
Epidemiol. Control of Diseases 6.4 0.7 0.1 5.0 7.5 

Source: Author’s calculations based on data from the 2004 LSMS. 

109. The LSMS included questions about vaccinations received b y  children younger than 5 
years o f  age l iv ing in the household. As detailed in Table 55, this population i s  more 
concentrated in the poorest quintiles, which becomes an important factor when determining the 
distributional incidence o f  spending on immunizations. The same table presents the percentage of 
children vaccinated against tuberculosis (BCG), polio (SABIN), diphtheria, whooping cough, 
tetanus, and hepatitis-meningitis (DPT), and against measles, mumps and rubella (MMR). W e  
find that the vaccination rates in Honduras are higher than 90% for  the BCG, Sabin and MMR 
vaccines. It i s  
interesting to note that gaps in the vaccination rates between income quintiles and between urban 
and rural areas are practically non-existent. 

The percentage o f  children receiving the DPT vaccine i s  lower, at 80%. 

Table 55: Vaccinations Children under 5 Years 

Distribution of 
the target population 

Percentage of Children Vaccinated 

(Children Under 5 years, %) BCG Sabin DPT MMR 

Quintile 
1 
2 
3 
4 

25.9 
21.5 
20.9 
18.1 

95.0 93.7 81.8 92.7 
95.1 93.5 79.2 93.9 
97.3 95.5 81.0 95.4 
95.0 93.9 79.1 93.9 

5 13.6 94.6 92.8 78.3 92.1 
Total 100.0 95.5 94.0 80.1 93.7 

Extremely poor 30.4 95.2 94.0 81.7 93.1 
Moderately poor 28.3 95.6 94.0 79.3 94.3 

Non-poor 41.3 95.6 93.9 79.5 93.7 
Total 100.0 95.5 94.0 80.1 93.7 

Rural 56.8 95.0 93.8 80.5 93.4 
Urban 43.2 96.0 94.2 79.5 94.0 
Total 100.0 95.5 94.0 80.1 93.7 

Central 53.7 94.8 93.4 79.3 92.8 
Western 25.1 95.5 94.1 80.8 95.5 
Eastern 21.2 97.1 95.2 81.3 93.6 

Total 100.0 95.5 94.0 80.1 93.7 

Regions: 

Source: Author’s calculations based on data from the 2004 LSMS. 

110. With respect to the place where vaccinations are received, Table 56 demonstrates that 
55% o f  al l  children received their vaccinations at CESAMO health centers. The next most 
important location was CESAR health centers (21%), followed by Secretariat o f  Health hospitals 
(15%). The percentage o f  children vaccinated in SS or IHSS hospitals i s  higher in the wealthiest 
quintiles and urban zones. In contrast, and as expected, the percentage o f  children vaccinated in 
CESAR centers i s  higher in the poorest quintiles and in rural zones. 
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11 1. Table 57 breaks down the estimated distributional incidence o f  immunizations. Firstly, 
the fact that the target population i s  more concentrated in the poorest quintiles gives this service a 
certain pro-poor bias. If the target population were distributed uniformly amongst the quintiles, 
Quintile 5 would receive approximately 7.4% more o f  total donations while Quintile 1 would 
receive 5.2% less. Secondly, and as already mentioned, there are no substantial differences 
between quintiles in the percentage o f  children who received different vaccinations. Therefore, 
this factor essentially has a neutral impact on the final incidence. Thirdly, the fact that public 
coverage decreases slightly as the level of consumption rises has a minimal impact on incidence. 
For example, if public coverage were similar in al l  quintiles, then Quintile 1 would receive 0.7% 
less o f  total benefits while Quintile 5 would receive 2.5% more o f  the total. Finally, the fact that 
the amount donated (financed) i s  greater for the wealthiest quintiles has a pro-non-poor effect on 
the distributional incidence o f  this service. This impact may be seen in the calculated 
concentration indices: while the index based on reported donations has a value o f  6.4, the index 
based on uniform or homogeneous donations drops to -14.7 (Table 55). If we assume consistent 
quality, the pro-poor character o f  the immunization program may be appreciated in Figure 20, 
where the concentration curve i s  located above the diagonal. 

Table 56: Location where Vaccinations Received 

Hospital Hospital Mother-Child CESAMO CESAR 
Secretariat of Health IHSS Clinic (CMI) 

Quintile 
4.3 0.3 1 .o 46.1 43.6 
12.6 0.9 0.8 57.1 25.2 
17.5 2.5 0.2 62.3 14.2 
22.8 7.2 0.5 60.0 7.2 

5 23.3 10.8 0.3 54.7 2.1 
Total 14.8 3.6 0.6 55.5 21.3 

Extremely poor 4.6 0.2 0.9 47.3 42.2 
Moderately poor 15.8 1.2 0.6 59.4 20.1 

Non-poor 21.5 7.6 0.5 58.9 6.7 
Total 14.8 3.6 0.6 55.5 21.3 

Rural 8.9 0.8 0.9 49.9 35.3 
Urban 22.5 7.2 0.2 62.9 2.8 
Total 14.8 3.6 0.6 55.5 21.3 

Regions: 
-Central 16.7 6.3 0.5 55.0 17.3 
Western 6.9 0.1 1.4 62.6 23.5 
Eastern 19.3 0.6 0.0 48.6 28.6 

Total 14.8 3.6 0.6 55.5 21.3 
Source: Author’s calculations based on data from the 2004 LSMS. 

Table 57: Primary Care and Epidemiological Control of Diseases 
Breakdown of  Distributional Incidence Results 

1 2 3 4 5 Total 
Children Under 5 years (% of total) 25.9 21.5 20.9 18.0 13.6 100.0 
Coverage Rate 98.0 97.0 99.0 98.0 99.0 98.0 

Estimated Incidence (reported donations) 16.0 18.5 19.1 23.3 23.0 100.0 
Estimated Incidence (homogeneous donations) 26.5 22.0 21.6 17.7 12.0 100.0 

1. Potential User 5.2 2.0 1.5 -1.3 -7.4 0.0 
2. Attendance 0.0 -0.2 0.2 0.0 0.2 0.0 
3. Public 0.7 1 .o 0.8 0.0 -2.5 0.0 
4. Donation -9.9 -4.3 -3.3 4.7 12.8 0.0 

Public Coverage Rate 93.9 94.9 94.1 90.0 80.1 91.6 
Average Donation 464.1 645.6 680.6 1012.8 1477.2 768.9 

Effects 

Source: Author’s calculations based on data from the 2004 LSMS. 

112. O f  the Lps. 883.5 mill ion o f  Honduran social spending allocated to the immunization 
program, Lps. 236.2 mi l l ion benefit the poorest quintile while Lps. 104.3 mi l l ion benefit the 
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wealthiest quintile (assuming uniform quality of immunization services) (Table 58). In the same 
manner, of total PRS spending, Lps. 158.5 million benefits Quintile 1 while Lps. 70 million 
benefits Quintile 5. Nonetheless, although this category of social spending represents 4.9% of 
consumption for Quintile 1, i t  only represents 0.2% o f  consumption for the most affluent quintile. 
Similarly, PRS spending represents 3.3% of Quintile 1 consumption, and only 0.1% of 
consumption for the wealthiest quintile. 

Table 58: Primary Care and Epidemiological Control of Diseases Distributional Incidence 

Structure Spending Spending per Inhabitant % of Consumption 
70 PSE PRS PSE PRS PSE PRS 

1 26.7 236.2 158.5 166.3 111.7 4.9 3.3 
2 22.4 198.3 133.1 139.6 93.7 2.2 1.5 
3 21.4 189.4 127.2 133.4 89.6 1.3 0.9 
4 17.6 155.3 104.3 109.4 73.4 0.7 0.5 
5 11.8 104.3 70.0 73.5 49.3 0.2 0.1 

Average 100.0 883.5 593.1 124.5 83.5 0.9 0.6 

Source: Author’s calculations based on data from the 2004 LSMS 

5.3. Other Programs 

113. In 2004, the government spent Lps. 18.7 mill ion on graduate studies in medicine at the 
National Autonomous University o f  Honduras (UNAH). Unfortunately, the number of 
individuals studying medicine who have also indicated in the survey that they are recipients o f  
scholarships i s  very small, malung it difficult to draw any strong conclusions about the 
distributional incidence of this program. Therefore, for purposes o f  estimating, we w i l l  assume 
that the real beneficiaries o f  this program are situated in the same levels of the consumption 
distribution as those individuals attending any university program. 

114. As illustrated in Table 59, almost the entire estimated beneficiary population i s  
concentrated in Quintiles 4 and 5. Thus, around 97% of beneficiaries are non-poor, and 93% live 
in urban areas. This estimated distribution of the beneficiary population implies that the 
distributional impact of these scholarships i s  pro-non-poor. A breakdown of the 18.7 million 
lempiras allocated to this component o f  social spending shows that 14.4 mill ion benefit the 5‘h 
Quintile while practically no benefit i s  received by the poorest quintile (see Table 60). 

Table 59: Graduate Scholarships in Medicine Distribution of Beneficiaries 

Distribution of 
beneficiaries 

Quintile 
1 0.2 
2 1.2 
3 4.3 
4 17.1 
5 77.2 

Total 100.0 

Extremely poor 0.2 
Moderately poor 2.8 

Non-poor 97.0 
Total 100.0 

Rural 7 0  
Urban 93.0 
Total 100.0 

Regions: 
Central 77.3 

Western 10.1 
Eastern 12.6 

Total 100.0 

Source: Author’s calculations based on data from 
the 2004 LSMS. 



154 

Table 60: Graduate Scholarships in Medicine Distributional Incidence 

Structure Spending Spending per Inhab. % o f  Consumption 
% PSE PSE PSE 

1 0.2 0.0 0.0 0.00 
2 1.2 0.2 
3 4.3 0.8 
4 17.1 3.2 

0.2 
0.6 
2.2 

0.00 
0.01 
0.01 

5 77.2 14.4 10.2 0.03 
Average 100.0 18.7 2.6 0.02 

Source: Author’s calculations based on data from the 2004 LSMS. 

11 5. This markedly regressive character o f  scholarships may be clearly appreciated in Figure 
20, where the concentration curve i s  well below the Lorenz curve. This i s  also verified by 
analyzing the concentration index, which has a value o f  73.3. 

116. The Healthy Schools program consists o f  providing a diverse range o f  goods and 
services, wi th  the goal o f  improving the nutrition o f  children attending rural schools and 
improving their overall well being. The LSMS contains information about food and nutritional 
supplements received at school, as well as information about the institutions providing such 
support. One o f  these i s  the Healthy Schools program. 

117. Table 61 shows us that around 2.7% o f  students between the ages o f  7-18 years benefit 
from the program. In addition, while 5% o f  this age group from Quintile 1 benefited f rom the 
program, almost zero percent o f  this age group in Quintile 5 benefited. Similarly, residents o f  
rural areas and the Western region benefited more from the program than those in the rest o f  the 
country. Thus, while almost hal f  o f  the beneficiaries are extremely poor, only 12% are non-poor. 
I t  i s  also interesting to note that almost al l  (88.5%) o f  the recipients o f  this type o f  spending 
reside in rural areas, as expected. 

Table 61: Healthy Schools 

Rate of Coverage Distribution of 
beneficiaries 

Quintile 
1 5.34 
2 4.10 
3 3.30 
4 0.49 

38.1 
31 .O 
26.5 
3.9 

Extremely poor 5.42 46.1 
Moderately poor 3.96 41.8 

Total 2.59 100.0 

Rural 4.54 88.5 

Non-poor 0.62 12.1 

Urban 0.60 11.5 
Total 2.59 100.0 

Regions: 
Central 1.06 22.4 
Western 7.29 64.8 
Eastern 1 S O  12.8 
Total 2.59 100.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

118. Out o f  a total 103.3 mi l l ion lempiras allocated to this program, 71.4 mi l l ion benefit 
Quintiles 1 and 2, while 4.5 mi l l ion benefit Quintiles 4 and 5 (Table 62). The program’s pro-poor 
character may be appreciated in Figure 20, where the concentration curve for spending i s  clearly 
located above the line for  perfect equality. In fact, the concentration index i s  -41.2, which 
confirms the pronounced pro-poor bias o f  this type o f  spending. 
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Table 62: Healthy Schools Distributional Incidence 

Structure Spendina Spendinq per Inhab. %of Consumptioi 
Yo PRS PRS PRS 

1 38.1 39.4 27.8 0.8 
2 31 .O 32.0 22.6 0.4 
3 26.5 27.3 19.2 0.2 
4 3.9 4.0 2.8 0.0 
5 0.5 0.5 0.4 0.0 

Average 100.0 103.3 14.6 0.1 
Source: Author’s calculations based on data from the 2004 LSMS. 

5.4. General Evaluation and Aggregate Incidence 

119. The distributional incidence of total government spending for health care i s  analyzed in 
this section. In addition to the programs analyzed in the previous sections, a series of 
promotional programs, central government activities and smaller programs are also included. 
Several o f  these provide services that theoretically benefit the entire population equally. A 
typical example i s  the Environmental Sanitation and Health Promotion program. I t  i s  also 
assumed that spending for central government activities and other non-identified small programs 
also benefits all Hondurans equally. 

120. Assuming uniform quality o f  services, we conclude that social spending for health tends 
to be slightly concentrated or focused on the poorest quintiles. While Quintiles 4 and 5 benefit 
from 36.8% o f  health spending, Quintiles 1 and 2 receive 40.5% (Table 63 and Figure 21). Thus, 
out of a total o f  3.612 billion lempiras allocated by the government to health services (excluding 
the SANAA projects and the Social Service Scholarships), 695.5 mill ion benefit Quintile 1 while 
580.8 mill ion benefit Quintile 5. Spending for the poorest quintile represents 14.3% of their 
overall consumption, while i t  only represents 1.1% o f  the 5‘h Quintile’s consumption. The 
slightly pro-poor character of health spending in Honduras i s  represented in Figure 22, where the 
concentration curve l ies just above the perfect equality line. 

Figure 21: Public Spending for Health 
Participation by Quintiles 

‘ I . .  

m s m a w  m P s  m w m  IPPS 

Source: Author’s calculations based on data from the 2004 

Figure 22: Public Spending for Health 
Concentration Curves 

Source: Author’s calculations based on data from the 2004 
LSMS. 
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Table 63: Social Spending in Health Distributional Incidence 
Homogeneous Donations 

Structure Spending Spending per Inhab. %of Consumption 
% PSE PSE PSE 

1 19.3 695.5 489.9 14.3 
2 21.2 766.8 540.1 8.7 
3 22.7 820.0 577.5 5.7 
4 20.7 749.0 527.6 3.3 
5 16.1 580.8 409.1 1.1 

Average 100.0 3612.1 508.8 3.5 

2 15.0 540.7 
3 22.0 794.2 
4 23.4 846.0 

380.9 
559.4 
595.9 

6.1 
5.5 
3.7 

121. The same table also indicates that the distributional incidence of health spending has a 
slightly pro-non-poor bias if we base our analysis on the donations reported by each individual. 
This discrepancy between the two analytical criteria i s  also manifested in the concentration 
indices computed: calculations based on reported donations have a value o f  14.6, while those 
based on uniform or homogeneous donations equal -3.0 (see Table 64). I t  i s  interesting to note 
that the analysis of confidence intervals at 95% suggests that the difference between the indices i s  
significantly different from zero. 

Table 64: Social Spending in Health Concentration Indices 

95% Confidence Interval 
Index Deviation Coef. var. Lower limit Upper limit 

Homogeneous Donations 
Pub. Social Expenditure -3.0 0.2 -0.1 -3.6 -2.6 
PRS Spending -6.6 0.3 0.0 -7.4 -6.2 

Reported Donations 

PRS Spending 12.9 0.5 0.0 11.9 13.9 
Pub. Social Expenditure 14.6 0.4 0.0 13.6 15.3 

Source: Author’s calculations based on data from the 2004 LSMS. 

122. With respect to PRS spending, distributional incidence i s  very similar to that of social 
spending, with a few exceptions. Thus, as we may observe in Table 65, PRS spending i s  slightly 
focused in the poorest quintiles. Out of a total 1.904 billion lempiras assigned by the government 
to “Better and More Access to  Health Care Services” as part of i t s  PRS spending, 394.2 million 
benefits Quintile 1 while 268.2 mill ion benefits Quintile 5. As in the case of social spending, the 
concentration curve falls above (although very close to) the line of perfect equality (see Figure 
22). The concentration index has a value o f  -6.6, which lets us conclude that PRS spending for 
health i s  pro-poor. Once again, we see that the incidence of health spending would be pro-non- 
poor if the donations reported for each service provided were considered (rather than uniform 
ones), If reported donations were to be calculated, Quintile 1 would receive 13.3% of spending 
while the percentage received by Quintile 5 would rise to 26%. The concentration index would 
be 12.9, much higher than the number computed for uniform donations. As in the case of social 
spending for health, we see that both indices are statistically distinct (with a 95% confidence 
interval). 
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Table 65: PRS Spending in Health Distributional Incidence 
Homogeneous Donations - 

Structure Spending Spending per Inhab. % of Consumption 
O h  PRS PRS PRS 

1 20.7 394.2 277.6 8.10 ~~ ~ 

2 22.1 421.3 296.7 4.76 
3 23.3 444.4 313.0 3.11 
4 19.8 376.7 265.3 1.66 
5 14.1 268.3 189.0 0.51 

Average 100.0 1904.9 268.3 1.84 

Reported Donations 
Structure Spending Spendinq per Inhab. %of Consumption 

% PRS PRS PRS 
1 13.3 253.2 178.3 5.20 
2 15.4 293.1 206.4 3.31 
3 22.5 427.8 301.3 2.99 
4 22.9 436.1 307.1 1.92 
5 26.0 494.8 348.5 0.94 

Average 100.0 1904.9 268.3 1 .e4 

Source: Author's calculations based on data from the 2004 LSMS. 

Table 66: Health Incidence by Quintiles 

Quintile 1 Quintile 2 Quintile 3 Quintiie 4 Quintile 5 Total 
Structure (%) 

Consump 4.7 8.5 13.8 21.9 51.1 100.0 
Health - PSE 19.3 21.2 22.7 20.7 16.1 100.0 
Salud - PRS 20.7 22.1 23.3 19.8 14.1 100.0 

Health. PSE 635 760 828 765 624 361 2 
Health - PRS 354 417 450 387 297 1905 

Health - PSE 447 535 583 539 440 509 
Health - PRS 249 293 31 7 273 209 268 

Health - PSE 13.0 8.6 5.8 3.4 1.2 3.5 
Health - PRS 7.3 4.7 3.1 1.7 0.6 1.8 

Source: Author's calculations based on data from the 2004 LSMS. 

Spending (Miliions of Lempiras) 

Spending per Inhab. (Lempiras) 

Spending as % of consumption 

123. Table 67 indicates that an extremely poor person benefits from an average of Lps. 448 
per year from health care social spending. The amount received by a non-poor person i s  slightly 
higher (Lps. 465). If we restrict our analysis to PRS spending, an extremely poor person would 
benefit from the equivalent of Lps. 250, a moderately poor person from Lps. 374, and a non-poor 
person Lps. 233. 

124. Table 68 presents the indicators for the concentration, progressivity and redistributional 
impact of different health spending components, assuming that services have uniform quality. 
We see that the only pro-non-poor component of health spending i s  the Graduate Study 
Scholarship Program in Medicine. Moreover, i t  i s  the only regressive component, keeping in 
mind that the Healthy Schools, Hospital and Primary Health Care, and Epidemiological Control 
of Illness programs have a pro-poor and, therefore, progressive character. 

125. Naturally, the impact of the Graduate Study Scholarship Program in Medicine and the 
Healthy Schools program on overall levels o f  equality i s  practically null. The primary care and 
epidemiological control programs imply a one-percentage point drop in the Gini coefficient. The 
health program with the greatest impact on inequality i s  the Hospital Medical Care program. 
Social spending for this program implies a 0.8-point drop in the Gini. The effect o f  PSS and PRS 
spending for health care i s  a reduction o f  the Gini coefficient by 1.2 and 0.8 points, respectively. 



158 

Table 67: Health Incidence by Poverty Levels 

Poor Total Non-Poor Total 
Extreme Moderate Poor 

Structure (%) 
Consumption 6.1 14.0 20.1 79.9 
Health - PSE 21.7 29.7 51.4 48.6 
Health - PRS 22.9 30.9 53.8 46.2 

Health - PSE 783 1072 1855 1757 
Health - PRS 437 589 1025 880 

Health. PSE 448 682 558 465 
Health - PRS 250 374 309 233 

Health - PSE 12.5 7.4 8.9 2.1 
Health ~ PRS 7.0 4.0 4.9 1.1 

Spending (Miiiions of Lempiras) 

Spending per inhab. (Lempiras) 

Spending as % of Consumption 

Source: Author's calculations based on data from the 2004 LSMS. 

100.0 
100.0 
100.0 

3612 
1905 

509 
268 

3.5 
1.8 

Table 68: Incidence of  Public Spending in Health 
Concentration, Progressivity and Redistributional Impact Indices 

Concentration Spendina I% of Consumptioti Redistributional 
Index Index PSE PRS'-'--" PSE PRS 

Consumption 45.9 
Graduate Scholarships in Medicine 73.3 -27.4 0.0 0.0 0.00 0.00 
Healthy Schools 
Vaccinations 
Hospital Medical Care 

-41.2 
-14.7 
0.3 

87.1 
60.5 
45.5 

0.0 
0.9 
1.7 

0.1 
0.6 
0.9 

0.00 
0.52 
0.76 

0.09 
0.35 
0.42 

Total PSE -3.0 48.9 2.5 1.2 
Total PRS -6.6 52.5 1.6 0.8 

Source: Author's calculations based on data from the 2004 LSMS. 

6. HOUSING AND LOCAL PUBLIC SERVICES 

6.1. Housing 

126. The Government o f  Honduras uses i t s  own funds and foreign donations to implement a 
series of programs that support housing. Some Lps. 267.6 mill ion are included in the PSS for 
housing support. Of  this amount, the Poverty Reduction Strategy (PRS) includes Lps. 165.7 
million as Support to Social Interest Housing. Table 69 details the different housing programs, 
the most important of which i s  the Social Housing Program (IDB 1037), representing 57.5% of 
the total. 

127. The f i rs t  section of the LSMS contains questions about each household's dwelling. The 
responses to various questions included in this survey may be used to determine who benefits 
from public spending for housing. Part "A" of this section contains questions about legal 
ownership and the financing that was used to obtain the home. I t  also distinguishes between 
different methods o f  financing, particularly if the home was financed by state programs, 
government donations, or international donations. T h i s  information i s  presented in Table 70. 
From the information contained in this table, we find that most o f  the population acquired i t s  
home with i t s  own funds (77.9%), or received the home as inheritance or a family gift (10.4%). 
This structure varies, however, according to economic strata. Acquisition through one's own 
funds or family funds vs. acquisition through donations has a greater importance to the poor than 
to the non-poor. This difference reflects the fact that the poor have very restricted access to the 
credit market, whether private banks or state financing programs. While only 0.6% of 
homeowners from the poorest quintile have obtained some type o f  financing to acquire their 
home, this percentage rises to 21.4% among the most affluent quintile. 
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Table 69: Housing Public Social Spending and PRS Spending 
Millions of Lempiras 

Public Social Expenditures 

Total 267.6 100.0 

PRS 
Total 165.7 100.0 

18.9 11.4 

Lps. Millions % 

Social Interest Housing Reconstruction Program (Loan, Gov. of China) 
Social Housing Program, IDB 1037 95.2 57.5 
Housing Subsidy 0.0 0.0 

Basic Rural Housing Program 16.0 9.7 
Foundation for the Development of Urban and Rural Social Housing (FUNDEVI) 13.9 8.4 
Urban Housing Improvement Program (PRIMHUR) 16.6 10.0 

Organized Worker‘s Housing 5.0 3.0 

Source: Author’s calculations based on SEFIN data. 

Table 70: Financing for Housing Characterization (percentages) 

Total 77.9 10.4 3.2 0.2 4.8 2.9 0.6 0.1 

Quintiles 
1 78.2 15.9 4.6 0.2 0.1 0.5 0.4 0.1 
2 83.2 10.3 4.3 0.5 1.3 0.2 0.3 0.0 
3 82.7 10.9 3.2 0.1 2.0 0.6 0.5 0.1 
4 77.4 10.0 3.8 0.1 5.4 2.2 1.1 0.0 
5 70.5 6.3 0.8 0.1 12.6 8.8 0.8 0.1 

Extremely poor 79.7 14.7 4.5 0.2 0.2 0.4 0.3 0.1 
Moderately poor 82.0 11.1 4.1 0.4 1.5 0.3 0.6 0.0 

Non-poor 75.2 8.3 2.3 0.1 8.3 5.1 0.8 0.1 

Rural 80.7 12.4 4.2 0.1 1.6 0.4 0.5 0.0 
Urban 74.3 7.8 2.0 0.2 8.9 6.0 0.8 0.1 

Central Region 75.2 9.6 3.5 0.2 6.7 4.1 0.7 0.1 
Western Region 78.6 13.2 3.5 0.0 3.5 0.6 0.5 0.1 

Eastern Region 84.6 8.9 2.1 0.3 1.3 2.3 0.5 0.0 
0bSeNatiOn.S 3892 478 129 9 333 222 37 5 

Expanded Observations 743178 98913 30573 1758 45757 27155 5885 479 
1 Own resources or family resources. 2 Gift or family inhentame, 3. Donation. counterpan international organization, 4 Government 
Donation. 5 Financing from private bank. 6. Financing lrom state busing programs. 7 Other, 9. DWNA 

Source: Author’s calculations based on data from the 2004 LSMS 

128. To analyze public spending for housing, we utilized columns 3, 4 and 6 from Table 70, 
which correspond to donations or in-kind contributions from international organizations, 
government donations, and state housing programs, respectively. We see that 6.3% o f  the 
population indicates having received some international donation (3.2%) or governmental 
donation (0.2%), or has benefited from a state housing program (2.9%). Whereas the programs of 
international organizations were mostly used by the lowest level quintiles (4.6% o f  the population 
o f  Quintile 1 indicated they had financed homes with international support), state housing 
programs were enjoyed by a much higher proportion o f  the highest level quintile (8.8% o f  the 
population pertaining to Quintile 5). 

129. Table 70 shows that donations are much more focalized among the poor and in rural 
areas, while, in contrast, public housing programs are more concentrated in the cities o f  the 
Central region and mostly benefit the non-poor population. 

130. Given that it was not possible to breakdown PSS for housing into i t s  different programs, 
all individuals receiving any of the three types o f  housing support mentioned above were grouped 
together as beneficiaries. Table 71 reports the coverage o f  this spending by consumption 
quintiles and the structure o f  distributional incidence. Aggregate spending for housing has a 
clearly pro-non-poor bias. Around twice as many beneficiaries o f  spending for housing may be 
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found in Quintile 5 than in any o f  the other quintiles. For each lempira allocated to housing, 
38.4% benefited the highest quintile and 19.5% the fourth quintile, while the lowest quintile 
received only 15.1%. This pro-non-poor leaning i s  essentially due to the concentration of state 
housing programs among the less poor strata of society. 

Table 71: Housing Coverage and Incidence 

Pub. Housing Incidence 

1 5.2 15.1 
2 4.9 15.7 
3 3.8 11.3 
4 6.1 19.5 
5 9.7 38.4 

Average 6.2 100.0 

Source: Author’s calculations based on the LSMS. 

13 1. Table 72 reports that a person from the lowest quintile benefits from an average o f  Lps. 
28.4 per year from PSS for housing, while a person from the highest quintile receives the 
equivalent o f  Lps. 72.5 (Column “iv”). Nonetheless, the percentage o f  housing support received 
by a person from the wealthiest quintile only represented 0.2% o f  hidher total consumption, 
while it represented 0.8% of  total consumption for a person from the poorest quintile (Column 
“vi”). An analysis o f  the incidence of PRS spending shows that Lps. 17.6 per inhabitant i s  spent 
on housing programs for the lowest quintile annually, while Lps. 44.9 i s  spent annually for the 
wealthiest quintile. 

Table 72: Distributional Incidence 

Structure Spendinq Spending per Inhab. %of Consumption 
% PSE PRS PSE PRS PSE PRS 

1 15.1 40.3 25.0 28.4 17.6 0.8 0.5 
2 15.7 42.0 26.0 29.6 18.3 0.5 0.3 
3 11.3 30.2 18.7 21.3 13.2 0.2 0.1 
4 19.5 52.2 32.3 36.8 22.8 0.2 0.1 
5 38.4 102.9 63.7 72.5 44.9 0.2 0.1 

Averaqe 100.0 267.6 165.7 37.7 116.7 0.3 0.2 

Source: Author’s calculations based on the LSMS, UPEG/SEFIN. 

132. The pro-non-poor bias o f  housing programs i s  also apparent in the concentration index, 
which has a value o f  22.1, and which i s  significantly above zero. This i s  also demonstrated in 
Figure 23, where the concentration curve l ies below the perfect equality line. Note, however, that 
the concentration curve for this area of spending i s  
situated above the concentration curve for per 
capita consumption, indicating that spending for 
housing i s  pro-non-poor but progressive. 

6.2. Public Services: Streetlights and Garbage 
Collection 

133. Spending for some public services such as 
street lighting and garbage collection takes place 
at the local level. Unfortunately, although 
information about central government transfers to 
the municipalities i s  available, i t  was not possible 

Figure 23: Spending for Housing 
Concentration Curves 

Source: Author’s calculations based on data from the 
2004 LSMS 

to discern the budgetary assignments made from such transfers. Therefore, it was not possible to 
calculate the distributional incidence of spending for local services. 



161 

134. The L S M S  allows us to analyze the coverage o f  public streetlight and garbage collection 
services. The survey inquired whether homes had public street lighting, and how the household 
eliminated i t s  garbage. Table 73 contains the responses obtained to these questions. 

Table 73: Public Street Lighting and Garbage Collection Characterization (percentages) 

Street Lighting Garbage Collection 

Total 58.6 32.8 1.5 3.9 3.0 39.6 1.6 17.4 0.3 

Quintiies 
1 14.8 2.1 0.0 0.1 3.9 42.8 4.2 46.8 0.2 
2 34.2 9.1 0.5 0.9 4.4 54.3 2.4 28.4 0.1 
3 59.2 26.1 1.5 2.9 2.8 51.7 1.2 13.8 0.1 
4 74.7 42.4 2.3 5.4 3.0 39.2 0.9 6.6 0.3 
5 88.3 64.8 2.6 7.7 1.7 18.6 0.4 3.7 0.7 

Extremely poor 16.9 2.4 0.0 0.1 4.3 43.9 4.3 44.9 0.1 
Moderately poor 44.2 15.7 1.1 1.7 3.4 54.0 1.8 22.3 0.0 

Non-poor 79.4 50.6 2.2 6.1 2.4 31.7 0.6 6.0 0.4 

Rural 31.0 2.4 1.7 0.4 4.5 57.1 2.9 31.0 0.1 
Urban 85.5 61.9 1.4 7.2 1.6 22.8 0.4 4.3 0.5 

Central Region 69.0 41.8 2.4 6.3 1.9 36.5 0.6 10.3 0.2 
Western Region 40.9 17.6 0.1 0.5 5.4 35.2 4.5 36.3 0.4 
Eastern Region 49.6 23.8 0.8 0.7 3.5 53.6 1.1 16.3 0.4 
Observations 8175 3866 131 463 182 2435 84 989 25 

Expanded Obselvations 1424422 466950 21999 55110 42828 563844 22653 247198 3840 
1. Public collection from home, 2. Private coilection, 3. Deposit in containers, 4. Buy, 5. Bum, 6. Prepare as compostlfertilizer. 7. 
Dump it anyvhere, 8. Other 
Source: Author’s calculations based on data from the 2004 LSMS. 

135. The results about street lighting may be found in the f i r s t  column. Some 58.6% of the 
population has streetlights on i t s  block. When this percentage i s  divided into income quintiles, 
we find that while only 14.8% of the population from the lowest quintile has public streetlights on 
their block, this percentage i s  88.3% for the population of the highest quintile. A similar pattern 
may be observed when the population i s  divjded into poor and non-poor: 16.9% of the extremely 
poor receive this service, while the percentage i s  79.4% for the non-poor. This service (like most 
public services provided locally) i s  more present in urban centers: 85.5% o f  the population in 
urban centers have streetlights on their block while only 31% of rural inhabitants enjoy the same 
benefits. Finally, if we divide the population by region, we find that 69% o f  the population o f  the 
Central region receives this service, while the percentages are 40.9% and 49.6% for the Western 
and Eastern regions, respectively. 

136. Table 73 also indicates that public garbage collection (Column 1) i s  the second most 
common method for eliminating household wastes. While the largest percentage o f  the 
population (39.6%) bums i t s  garbage, 32.8% uses public garbage collection services. Whereas 
only 2.1% of the lowest quintile uses this service, some 64.8% of the population from the highest 
quintile does so. Thus, we may observe that public garbage collection, l ike public street lighting, 
i s  more concentrated among the highest quintiles. This difference i s  even more apparent when 
we divide the population into poor and non-poor. The results show that 2.4% and 50.6% o f  the 
extremely poor and non-poor populations receive this service, respectively. Differences in the 
availability o f  garbage collection services between rural and urban zones i s  even more 
pronounced: 61.9% of the urban population receives garbage collection services while such 
services are available to only 2.4% of the rural population. Finally, 41.89’0, 17.6% and 23.8% o f  
the populations o f  the Central, Western and Eastern regions, respectively, utilize this service. 

137. Table 74 breaks down the percentages o f  coverage by consumption quintile for both 
public services analyzed, and presents their distributional incidence. In the case o f  public 
streetlights, 38.5% of each lempira spent on this service benefits the highest quintile while only 
3.9% benefits the lowest quintile, demonstrating a clear pro-non-poor bias. T h i s  bias i s  even 
more marked in the case o f  garbage collection: for each lempira spent, 50.6% goes to the highest 
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quintile and only 1 % to the lowest. Concentration indices for the two public services are positive: 
5 1.6 for garbage collection and 36.2 for  public streetlights. 

138* 24 indicates that the 
concentration curves fal l  below the perfect 
equality line in both cases. In the case o f  
public streetlights, this curve i s  located above 
the concentration curve for consumption 
(Lorenz), indicating pro-non-poor but 
progressive spending. The concentration 
curve for spending on public garbage 
collection services falls below the 
concentration curve for consumption, showing 
that i t  i s  regressive in nature. 

Table 74: Public Street Lighting and Garbage Collection Coverage and Incidence 

Street Lighting Garbage Collection 
Yo Incidence % Incidence 

1 14.8 3.9 2.1 1 .o 
2 34.2 10.6 9.1 5.1 
3 59.2 19.2 25.8 15.1 
4 74.7 27.8 42.0 28.2 
5 88.3 38.5 64.3 50.6 

Average 58.6 100.0 32.5 100.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

Figure 24: Spending for Public Services 
Concentration Curves 
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7. WATER AND SANITATION 

139. An individual’s well-being i s  strongly dependent upon access to certain essential 
services, among which are potable water and sanitation services. In Honduras, the availability o f  
potable water and the nature o f  a dwelling’s sanitary service are some o f  the aspects considered to 
determine if an individual i s  poor because hidher basic needs are not satisfied. The rationale for 
state intervention in these functions i s  to help correct some o f  these unsatisfied needs. 

140. In 2004, Lps. 576.4 mi l l ion of PRS spending was allocated to Water and Sanitation. 
These funds were mainly used (Lps. 569.3 million) to finance construction works by the National 
Autonomous Water and Sewage Service (SANAA). In addition, Lps. 7 mi l l ion were allocated to 
the Investment Program for  Potable Water and Sanitation. PSS for water and sanitation was only 
assigned to finance S A N A A  service provision (the same amount as the PRS allocation). 

141. Ideally, total spending to this sector could be divided into two main components: water 
and sanitation. However, available information does not allow this breakdown. Therefore, our 
analysis assumes that each o f  these functions absorbs 50% o f  total spending. 

142. Another aspect that i s  key to determining the incidence o f  water and sanitation spending 
i s  the destination o f  funds. These can also be classified as spending for  the same two categories. 
In the first place, there are expenditures to maintain the existing service provision networks, and 
secondly expenditures for  extending the networks. Whi le the first expenditures mainly benefit 
those who already have water and sanitation services, the second expenditures favor new users. 
Given that S A N A A  mainly finances works for expanding the network, the main beneficiaries o f  
spending are new service users. 
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143. These assumptions would logically lead to the assumption that the total sector budget i s  
divided equally between investments to expand the water network and to expand the sanitation 
network. According to such an assumption, Lps. 284.7 mill ion would be allocated to PSS for 
each type o f  investment. 

144. I t  i s  important to emphasize that part of the benefits from spending for water and 
sanitation are in the form of externalities. One such example i s  the savings that result from 
reducing the likelihood that epidemics wi l l  spread. Given the difficulty o f  calculating such 
benefits, this study-like most literature-ignores them. 

7.1. Water 

145. A number of questions contained in the LSMS allow us to characterize water service. 
They provide information about whether or not plumbing for water i s  installed either inside or 
outside the home, whether or not homes are connected to the public water service network, etc. 
Table 75 presents the statistics on responses to these questions. We see that a high percentage of 
households possess a potable water plumbing system on their property (approximately 80%). 
Nonetheless, the results are very heterogeneous between quintiles. While only 58.1 % of 
households from the poorest quintile possess such installations, the percentage reaches 94.8% 
among the wealthiest quintile. The same results are obtained when classifying households 
according to their level of poverty. Whereas 58.9% of extremely poor households possess water- 
plumbing systems on their home’s property (either inside or outside the home), some 72.4% of 
moderately poor households have the same. The percentage i s  close to 90% for non-poor 
households. We also find important differences between urban and rural areas (93.8% and 
65.8 %, respectively). 

146. However, there are much more marked differences in terms o f  the location o f  water 
pipes. Among 1” Quintile households with running water, only 9.3% possess plumbing within 
their home. This percentage rises as consumption levels rise, until reaching 74.6% in the 
wealthiest quintile. A similar pattern i s  found when comparing levels of poverty. A very small 
percentage of extremely poor households (9.2%) and moderately poor households (19.6%) 
possess indoor plumbing. The rate i s  57.2% for non-poor households. Urban areas surpass rural 
areas in this respect as well (54.6% vs. 23.4%). 

Table 75: Water Characterization of Water Service 

Running Location of pipes T e of Network 
Water Within Outside 
(%) home home 

Rate Of Pub. ”’ Priv. coverage Net, Net. Total 
Total 80.1 42.1 57.9 100.0 33.6 39.4 60.6 100.0 

Quintiles 
1 58.1 9.3 90.7 100.0 5.4 8.1 91.9 100.0 
2 66.8 14.0 86.0 100.0 9.3 22.1 7 7 9  100.0 
3 81.3 29.1 70.9 100.0 23.8 35.7 64.3 100.0 
4 88.5 44.4 55.6 100.0 39.4 47.1 52.9 100.0 
5 94.8 74.6 25.4 100.0 70.8 55.8 44.2 100.0 

Extremely poor 56.9 9.2 90.8 100.0 5.4 10.0 90.0 100.0 
Moderatelypoor 72.4 19.6 80.4 100.0 14.3 27.0 73.0 100.0 

Non-poor 90.7 57.2 42.8 100.0 51.9 50.2 49.8 100.0 

Rural 65.6 23.4 76.6 100.0 15.5 5.0 95.0 1W.O 
Urban 93.8 54.6 45.4 100.0 51.3 62.6 37.4 100.0 

Central Reg. 82.7 46.7 51.3 100.0 40.4 41.2 56.8 100.0 
Western Region 79.0 30.4 69.6 100.0 24.0 28.5 71.5 100.0 

Eastern Reg. 73.9 34.7 65.3 100.0 25.6 47.1 52.9 100.0 

Observations 8175 6996 6996 6996 8175 6996 6996 6996 
ExpandedObs. 1424422 1141362 1141362 1141362 1424422 1141362 1141362 1141362 

Source: Author’s calculations based on data from the 2004 LSMS. 
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147. Service coverage rates are determined by the interaction o f  these variables. The same i s  
relatively l o w  (33.8%) and i s  unequally distributed among quintiles. Only 5.4% o f  households in 
the lst Quintile possess indoor plumbing connected to a water service network. This percentage 
rises sharply with higher levels o f  consumption, reaching 70.8% in the wealthiest quintile. The 
panorama i s  similar when comparing poverty levels o f  households and the zones where they are 
located. The coverage rate among poor and rural households i s  well below that o f  non-poor and 
urban households. 

148. Another relevant issue i s  the type o f  network providing services. Whereas 39.4% o f  
households with running water obtain it f rom the public service network, 60.6% obtain their 
water f rom private service networks. The latter source o f  water i s  much more important to 
households in lower income quintiles. Some 91.9% o f  1’‘ Quintile households utilize these 
private networks; this percentage drops to 44.2% for households in the wealthiest quintile. The 
same i s  true when comparing the percentages o f  extremely poor and non-poor households that use 
private water services. The contrast between rural and urban areas i s  particularly pronounced. 
Practically a l l  rural households with water service are connected to private collective service 
networks (95%), while this i s  true for only 37.4% of urban households. 

Maintaining the Network 

149. As mentioned, S A N A A  mainly finances construction works that extend sector 
infrastructure. Given that no precise information about the amount earmarked for maintenance 
and investment i s  available, the subsidy received by individuals was calculated on the basis o f  the 
total spending allocated to expanding the service provision network (and therefore the spending 
that only benefits new users). However, an exploration o f  the distributional impact o f  spending 
on water network maintenance i s  relevant t o  this study. This i s  the objective o f  this section. 

150. Beneficiaries o f  this spending are defined as individuals who possess plumbing inside 
their home that i s  connected to the public water service network. For the reasons mentioned in the 
previous paragraph, the amount in lempiras spent on maintenance for each quintal cannot be 
calculated. However, the percentage distribution o f  this spending can be calculated. Table 76 
indicates that this area o f  spending has a strong pro-non-poor bias. More than 85% o f  spending i s  
focused on the two highest consumption quintiles. The elevated value reported by the 
concentration index (60.4) corroborates this bias (see Table 77). 

Table 76: Maintenance of the 
Water Network Incidence 

Structure 
% 

1 0.2 
2 3.2 
3 10.0 
4 26.0 
5 60.6 

Average 100.0 
Source: Author’s calculations based 
on data from the 2004 LSMS. 
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Table 77: Water and Sanitation Concentration Indices 

95% Confidence Interval 
Index Deviation Coef. var. Lower limit Upper limit 

Maintenance 
Water 60.4 0.5 0.01 59.3 61.3 
Sanitation 54.1 0.4 0.01 53.1 54.7 

Expansion of network 
Water -19.7 4.2 -0.21 -26.0 -9.0 
Sanitation 51 .I 4.8 0.09 41.9 60.6 
Total 15.7 4.9 0.31 6.29 24.7 

Source: Author’s calculations based on data from the 2004 LSMS. 

15 1. The different factors that explain these results are explored in Table 78. In  the f i rst  place, 
the number o f  households varies substantially from one quintile to another. Approximately 15% 
o f  households pertain to the first quintile o f  per capita consumption. This percentage increases 
steadily until reaching 25.6% in the wealthiest q ~ i n t i l e . ~ ~  This could be one of the reasons 
explaining the pro-non-poor bias of spending. Even with equal rates o f  service coverage, for 
example, it would s t i l l  be expected that a larger portion of spending would correspond to the 
wealthier quintiles simply because the target population (households) are more concentrated in 
these quintiles (in other words, they have a larger number of households). Table 78 also analyzes 
the behavior o f  total coverage rates (public and private) and public coverage rates.52 Both rates 
follow s i m i l a r  patterns: the lowest value i s  found in the lst Quintile (5.4% and 4.9%, 
respectively), and these increase consistently until reaching a maximum level in the fifth and 
most affluent quintile (70.8% and 58.5%, respectively). 

Table 78: Maintenance of  the Water Network Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 
Potential Pop. (% households) 15.4 18.2 19.0 21.8 25.6 100.0 
Coverage Rate: running water 5.4 9.3 23.8 39.4 70.8 33.8 
Rate of Public Coverage 4.9 33.3 38.5 53.0 58.5 51.9 
Estimated Incidence 0.2 3.2 10.0 26.0 60.6 100.0 
Difference -1 9.8 -1 6.8 -10.0 6.0 40.6 0.0 
Effects 
1. Potential Population (% households) -1.7 -1.7 -2.0 -0.2 5.6 0.0 
2. Coverage Rate running water -8.6 -12.8 -6.1 1.9 25.6 0.0 
3. Public Coverage Rate -9.5 -2.3 -1.9 4.3 9.4 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

152. Through breaking down this information, we can estimate the quantitative importance of 
each factor mentioned in explaining the distribution of spending among quintiles. The estimated 
incidence suggests that individuals from the first quintile receive 19.8 fewer percentage points o f  
total spending (in comparison to the amount they would receive if spending was distributed 
equally amongst all individuals). O f  these, 1.7 points are due to the smaller number of 
households pertaining to this quintile, 8.6 points to the lower service coverage rate, and 9.5 points 
to lower public coverage rates. For the second and third quintiles, the main factor explaining 
their low participation in the benefits o f  spending i s  the low rates of service coverage. As in the 

51  In  this study, quintiles o f  individuals are used. In other words, each quintile is made up o f  the same 
number o f  people. Given that the number o f  household members tends to be smaller among households 
wi th  higher consumption levels, the number o f  households pertaining to each quinti le tends to increase as 
consumption levels go up. 
52 The public coverage rate i s  defined as the percentage (of the total number o f  households that receive the 
service) that i s  connected to the public water network. 
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previous case, the other two factors reinforce the “coverage effect.” For the 4‘h Quintile, we find 
that the higher total and public coverage rates help explain this quintile’s greater absorption o f  
spending (whi le the “potential population effect” tends to attenuate this). The pattern for  the 
wealthiest quinti le i s  the exact inverse o f  the trend found among the three poorest quintiles. The 
5* Quintile receives 40.6 more percentage points o f  spending (in relation to the average). O f  
these, 5.6 are due to the greater number o f  households that correspond to this quintile, 25.6 points 
to the higher rate o f  service coverage, and 9.4 to the higher public coverage rate. T o  summarize, 
the main factor explaining the distribution incidence o f  spending for maintenance i s  the different 
rates o f  service coverage. Moreover, other factors generally tend to reinforce this effect. 

Expansion of the Network 

153. The LSMS allows us to identify which households benefited f rom potable water 
installation programs between 2002 and the time the survey was conducted. This information 
was used to identify the beneficiaries o f  spending used to expand the sector’s i n f ra~ t ruc tu re .~~  
The results obtained about incidence distribution are presented in Table 79. Of a total o f  Lps. 
288.2 mi l l ion o f  PRS spending for this sector, Lps. 100.5 benefited the lst Quintile. The subsidy 
received tends to  decrease as consumption levels rise. The wealthiest quintile only received Lps. 
34 mi l l ion (the amounts for  PSS are very simi lar) .  

Table 79: Extension of the Water Network Incidence 

Structure Spendina Spending per Inhab. YO of Consumption 
Yo PSE PRS’ PSE PRS PSE PRS 

1 34.9 99.3 100.5 69.9 70.8 2.0 2.1 
2 21.3 60.7 61.4 42.7 43.3 0.7 0.7 
3 16.9 48.2 48.8 34.0 34.4 0.3 0.3 
4 15.1 42.9 43.5 30.3 30.6 0.2 0.2 
5 11.8 33.6 34.0 23.6 23.9 0.1 0.1 

Average 100.0 284.7 280.2 40.1 40.6 0.3 0.3 
* Includes the Potable Water and Sanitation Investment Program. 
Source: Author’s calculations based on data from the 2004 LSMS. 

154. The pro-poor character o f  this spending 
area i s  illustrated b y  i t s  concentration curve, 
which lies above the perfect equality l ine 
(Figure 25). Table 77 indicates a concentration 
index of -1 9.7, which indicates a considerable 
bias favoring lower consumption sectors. 

155. The incidence results may be explained 
by two different factors. In the first place, there 
i s  the “target population effect.” In this case, 
the target population i s  defined as households 
without water service (prior to benefiting f rom 
the program). For each quintile, the number o f  

Figure 25: Water and Sanitation 
Concentration Curves 
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53 Strictly speaking, the individuals benefiting from these programs in 2004 should be identified. 
Nonetheless, since this information i s  not available, it i s  quite reasonable to assume that these beneficiaries 
are distributed in  a similar manner as those from 2002-2004. According to the LSMS, 78 households 
benefited from these programs during this period. Also, it i s  possible to determine which organization or 
institution provided the program (government, NGO, church, etc.). To avoid an excessive reduction o f  the 
number o f  observations, only installations donated by private companies or churches (10 households) were 
excluded. A similar analysis was conducted to determine the distributional incidence o f  extension o f  the 
sewage network. 
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7.2. Sanitation 

158. The LSMS also contains questions that 
allow us to characterize each household’s 
sanitary service and i t s  access to sewage 
elimination services. Table 8 1 indicates that 
8 1.6% of households have some type o f  sanitary 
service. This indicator has a negative correlation 

extremely poor households possess some type o f  

and 93.2% among moderately poor and non-poor 

with poverty levels. While only 55% o f  

service’ this percentage rises to 75’7% 

households that are part of the target population i s  determined by the interaction o f  two variables: 
the water service coverage rate (which i s  higher for quintiles with higher consumption rates) and 
the number o f  households in the quintile (which also goes up as consumption goes up). The 
results found in the first column of Table 80 indicate that the first variable tends to be the most 
important. Approximately 70% o f  the target population i s  concentrated in the poorest three 
quintiles. 

I 
Figure 26: Investments in Water 
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produces similar findings (water sealed latrines are most common in the first and toilets 
connected to the sewage network in the second). 

Table 81: Sanitation Characterization of Sanitation Service - 
Characteristics of Sanitary Service (in %) Total Extreme Moder. Non-Poor Re ion 

Poor Poor Rural Urban Central WAtern Eastern 
Has some type of Sanitary Service 
Type: 

81.6 

1. Toilet connected to sewage system 38.9 
2. Toilet connected to septic tank 12.6 
3. Toilet that empties into river, lake, sea 1.2 
4. Latrine that empties into river, lake, sea 0.5 
5. Water sealed latrine 22.0 
6. Latrine with septic tank 8.6 
7. Latrine with cesspool 15.9 
8. Latrine that produces compost 0.3 

55.0 

4.0 
6.4 
0.8 
0.0 
44.8 
10.5 
33.2 
0.4 

75.7 93.2 68.2 94.6 

16.1 54.3 4.5 62.9 
9.0 15.1 16.7 9.7 
1.1 1.3 0.7 1.5 
1.3 0.4 0.3 0.7 

35.9 12.4 41.9 8.2 
11.7 7.0 12.1 6.1 
24.2 9.5 23.2 10.9 
0.8 0.2 0.5 0.2 

86.1 72.0 79.5 

47.5 26.4 24.6 
13.6 7.9 14.3 
0.9 2.5 0.5 
0.5 1.2 0.0 
15.1 41.2 24.0 
8.0 8.6 10.4 
14.1 11.6 26.1 
0.3 0.5 0.2 

Hygienic Sanitation 43.4 6.2 20.0 66.2 15.2 70.4 53.9 26.7 31.4 
Connected to Sewage System 32.0 2.2 12.3 50.8 3.1 59.8 41.3 19.1 19.7 
Sanitary Service used by: 

1. Exclusively household 85.7 87.8 83.7 86.0 91.0 82.0 83.4 91.4 87.2 
2. Shared with other households 3.6 4.5 4.4 3.1 3.1 3.9 3.5 3.7 3.6 
3. Shared with other houses 10.7 7.7 11.9 10.9 5.9 14.1 13.1 5.0 9.2 

indoor Plumbing (for sewage) 41.5 14.1 20.3 54.7 25.0 53.0 47.1 35.2 30.3 
8.6 6.9 9.1 Distance between sanit. %?Nice-home (m.) 8.5 8.6 9.2 7.7 8.9 7.8 

Source: Author’s calculations based on data from the 2004 LSMS. 

160. Households may be classified as 
“possessing” or “not possessing” hygienic 
sanitation based on the type of sanitary service 
found in homes. Table 81 shows that 43.4% of 
households possess hygienic sanitary services. 
The situation in extremely poor households i s  
more precarious: only 6.2% have hygienic 
services. The rural-urban difference i s  also 
noteworthy in this respect. Whereas 70.4% of 
urban dwellings possess hygienic sanitary 
services, the same i s  true for only 15.2% o f  rural 
households. 

161. The same table indicates that the 
percentage of all households with at least one 
sanitary service connected to the sewage 
network i s  very low (32%). This percentage i s  
practically null for extremely poor and rural 
households. The same rate rises considerably 
for non-poor and urban households (50.8% and 
59.896, respectively). 

162. Moreover, 85.7% of households use 
their sanitary service exclusively (they do not 
share it with other households). It i s  noteworthy 
that this percentage tends to be higher among 
rural households (although the differences are 
not very pronounced). This may be explained 
by the fact that the poor mostly live in rural 
areas, and because rural housing does not 
generally lend itself  to shared use of sanitary 

Figure 27: Investments in Sanitation 
Participation by Quintiles 

Source: Author’s calculations based on data from the 2004 
LSMS 

Figure 28: Water and Sanitation Aggregate 
Incidence Concentration Curves 
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reaching 67.1 % in the wealthiest quintile. This 
i s  clearly the main factor responsible for the pro- 

services.54 While sanitary services are shared in only 9% of rural households, this percentage 
rises to 18% in urban areas. 

::,she continuous line demonsvates a non-parametric 
estimate of participation (iowess estimate) 

163. Another noteworthy finding i s  the low percentage of households that have indoor sanitary 
services (41.5%). Approximately 14% of extremely poor households possess indoor services. 
This percentage i s  20.3% among moderately poor households, and 54.7% in non-poor 
households. In rural areas, sanitary services are generally located outside of homes (only 25% 
have indoor services). This percentage i s  53% in urban areas. 

Maintaining the Network 

164. As mentioned above, although a lack of information impedes our ability to compute the 
subsidy received by each quintile in the form o f  spending on sewage network maintenance, we 
are nonetheless able to estimate the percentage distribution o f  this spending. To study this 
distribution, beneficiaries are defined as households that possess a sanitary service connected to 
the sewage network. In Table 82, the considerable pro-non-poor bias o f  this spending i s  apparent. 
The three poorest quintiles combined do not absorb 20% of  this spending. Meanwhile, the 
wealthiest quintile receives 53.6%. The concentration index i s  very high (54.1), and i s  
statistically significant, confirming the pro-non-poor bias (see Table 77). T h i s  bias i s  also 
illustrated by the concentration curve for spending, presented in Figure 25. 

Table 82: Maintenance of  the Sanitation Network Incidence 

Structure 
(%) 

1 1 .o 
2 4.5 
3 13.0 
4 27.9 
5 53.6 

total 100.0 
Source: Author's calculations based on data from the 2004 LSMS 

165. 
two factors. In the f i r s t  place, as in the previous 
cases, the lower number of households in the 
poorest quintiles tends to reduce the number of 
recipients of this spending. As we see in Table 
83, if these differences were eliminated (number 
of households), the pro-non-poor bias o f  
spending would be slightly less. Secondly, the 
quintiles receive different rates o f  service 
coverage. Coverage for the lowest consumption 
auintile i s  OnlV 2.1 %. and i t  rises steadilv until I Source: Author's calculations based on data from the 2004 

The strong bias favoring the higher consumption uintiles arises from the interaction o 

Figure 30: Water and Sanitation 
Participation by Percentiles : 
- -  

non-poor bias. If all quintiles were to receive I 
coverage similar to the average, the wealthiest quintile would lose approximately 28 percentage 
points o f  spending (which would be mostly redirected to the two poorest quintiles). 

54 For example, lodging in rooming houses i s  not very common in rural areas. 
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Table 83: Maintenance of the Sanitation Network Breakdown of Distributional Incidence Results 

1 2 3 4 5 Total 
Potential Pop. (% households) 15.4 18.2 19.0 21.8 25.6 100.0 
Rate of Sanitation Coverage 2.1 7.8 21.9 41 .O 67.1 32.0 
Estimated Incidence 1 .o 4.5 13.0 27.9 53.6 100.0 
Difference -1 9.0 -15.5 -7.0 7.9 33.6 0.0 
Effects 

1, Potential PoDulation -2.6 -1.5 -1.8 0.2 5.6 0.0 
2. Coveraae -16.5 -14.1 -5.2 7.7 28.0 0.0 

Source: Author's calculations based on data from the 2004 LSMS. 

Expansion of the Network 

166. As in the case o f  water service, the LSMS also inquired whether the household had 
benefited f rom programs installing sewage servi 
information helped identify the beneficiaries o f  
investments to this sector. Given that only 27 
households" indicated that they had benefited 
from such programs during this period, the 
results obtained in this section have a very l o w  
level o f  statistical reliability. 

167. In Table 84, we see the resulting 
distributional incidence. The first four quintiles 
received a subsidy o f  approximately Lps. 146 
mi l l ion lempiras o f  PRS spending, which i s  the 
same amount received by the fifth quintile when 
considered alone (the amounts o f  PSS are very 

e connectio& between 2002 and 2004. Thi 
Figure 31: Water and Sanitation: 

Consumption and Spending Participation by 
Poverty Level 
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similar). The pro-non-poor bias o f  spending i s  clearly demonstrated b y  the concentration index 
(51.1). This amount i s  statistically significant, although the confidence interval i s  extremely wide 
given the l ow  number o f  responses (see Table 77). The analysis in Table 85 again suggests that 
the difference in coverage rates i s  the main factor explaining the incidence results obtained. 

Table 84: Extension of the Sanitation Network Incidence 

Structure Spending Spendinq per Inhab. % of Consumption 
% PSE PRS' PSE PRS PSE PRS 

1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
2 7.0 20.0 20.2 14.1 14.2 0.2 0.2 
3 6.0 17.0 17.2 11.9 12.1 0.1 0.1 
4 37.7 107.5 108.8 75.7 76.6 0.5 0.5 
5 49.3 140.2 142.0 98.8 100.0 0.3 0.3 

Averaqe 100.0 284.7 288.1 40.1 40.6 0.3 0.3 
* Includes the Potable Water and Sanitation Investment Program. 
Source: Author's calculations based on data from the 2004 LSMS. 

Table 85: Extension of the Sanitation Network Breakdown of Distributional Incidence 

1 2 3 4 5 Total 
Potential Population 22.1 24.6 21.8 19.0 12.5 100.0 
Coverage 0.0 0.2 0.2 1 .I 2.2 0.6 
Estimated Incidence 0.0 7.0 6.0 37.7 49.3 100.0 
Difference -20.0 -1 3.0 -14.0 17.7 29.3 0.0 
Effects 
1. Potential Population 1 .o 3.6 1.8 3.1 -9.5 0.0 
2. Coverage -21.0 -16.6 -15.8 14.7 38.8 0.0 

Source: Author's calculations based on data from the 2004 LSMS. 

5s Omitting two households that received sewage service connections from churches or private businesses. 



171 

two poorest quintiles receive approximately 
56% of spending for expansion of the water 
network, the two most affluent quintiles absorb 
close to 87% of spending for the sanitation 
network. This i s  confirmed by the concentration 
indices found in Table 77 (-19.7 in the case of 
water and 51.1 in the case of sanitation). (See 
Figure 32). 

169. The aggregate incidence of sector 
spending i s  presented in Table 86. We see that 

7.3. Aggregate Incidence 

Figure 32: Water and Sanitation 
Concentration Indices 

Source: Author’s calculations based on data from the 2004 
LSMS. 

Table 86: Water and Sanitation Incidence by Quintiles 

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total 
Structure (%) 

Consumption 4.7 8.5 13.8 21.9 51 .I 100.0 
Water and Sanitation - PSE 17.4 14.2 11.5 26.4 30.6 100.0 
Water and Sanitation - PRS 17.4 14.2 11.5 26.4 30.6 100.0 

Water and Sanitation - PSE 98.9 80.6 65.4 150.5 173.9 569.3 
Water and Sanitation - PRS 100.1 81.6 66.2 152.4 176.1 576.4 

Water and Sanitation - PSE 70 57 46 106 123 80 
Water and Sanitation - PRS 71 57 47 107 124 81 

Water and Sanitation - PSE 2.0 0.9 0.5 0.7 0.3 0.5 
Water and Sanitation - PRS 2.1 0.9 0.5 0.7 0.3 0.6 

Spending (Mi//ions of Lempiras) 

Spending per Inhab. (Lempiras) 

Spending as % of Consumption 

Source: Author’s calculations based on data from the 2004 LSMS. 

170. In Figure 28, we see that the concentration curve for the sector’s aggregate spending falls 
below the perfect equality line but above the Lorenz curve, indicating that spending i s  pro-non- 
poor but progressive. I t  i s  important to emphasize that although the concentration index for 
aggregate spending i s  positive (15.7) and statistically significant, the confidence interval i s  very 
wide. Therefore, the statistical reliability of the results i s  very low (see Table 77). This i s  due to 
the small number of households that indicated in the LSMS survey that they had benefited from 
programs expanding the water and sanitation networks. 

171. Furthermore, the conclusions reached depend very much upon the assumption regarding 
the participation of each type o f  spending (water or sanitation) in the sector’s total spending. The 



172 

172. Finally, estimates about the 
distributional impact of each program are based 
on our original assumption (that spending i s  
equally divided between each type of service) 
(Table 88). Therefore, the differences in this 
impact are only explained on the basis of 
differences in the progressivity index o f  each 
program. If financing were provided through 
proportional taxes, the programs aimed at 

almost no redistributional impact, while that 
impact would be positive (although minimally) 

expanding the network have 

preceding analysis assumed that 50% of spending was focused on expanding each type of 
network. If we assume a slightly lower participation of spending on the sanitation network (for 
example 40%), the concentration index for aggregate spending would be statistically significant, 
and we would not be able to affirm whether spending were pro-poor or pro-non-poor. If we 
assume that only 10% of the sector budget was allocated to the sanitation network, the index 
would become negative (-12.6) and significant, and would indicate a pro-poor bias. To 
summarize, the results obtained have low statistical reliability, and are very sensitive to 
assumptions about the distribution of spending for each type o f  service. 

Figure 33: Water and Sanitation 
Redistributional Impact Indices 

... 

Source Author’s calculations based on data from the 2004 
LSMS 

Table 87: Water and Sanitation Incidence by Poverty Levels 

Consumption 6.1 14.0 20.1 
Water and Sanitation - PSE 20.6 18.5 39.1 
Water and Sanitation - PRS 20.6 18.5 39.1 

Water and Sanitation - PSE 117 105 222.3 
Water and Sanitation - PRS 119 106 225.1 

Water and Sanitation - PSE 67 67 67 
Water and Sanitation - PRS 68 68 68 

Water and Sanitation - PSE 1.9 0.7 1.1 
Water and Sanitation - PRS 1.9 0.7 1.1 

Source: Author’s calculations based on data from the 2004 LSMS. 

Spending (Milloins of Lempiras) 

Spending per Inhab. (Lempiras) 

Spending as % of Consumption 

79.9 
60.9 
60.9 

347 
351 

92 
93 

0.4 
0.4 

100.0 
100.0 
100.0 

569 
576 

80 
81 

0.5 
0.6 

Table 88: Water and Sanitation 
Concentration, Progressivity and Redistributional Impact Indices 

Concentration Progressivity Spendinq (% of Consumption) Redistributional Impact 
Index Index PSE PRS PSE PRS 

(i) (ii) (iii) (iv) (V) (vi) 
Consumption 45.9 
Water (exten.) -1 9.7 65.5 0.3 0.3 0.18 0.18 
Sanitation (exten.) 51.1 -5.2 0.3 0.3 -0.01 -0.01 
Total PSE 15.7 30.2 0.5 0.17 
Total PRS 15.7 30.2 0.6 0.17 

Source: Author’s calculations based on data from the 2004 LSMS. 
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8. SOCIAL ASSISTANCE 

173. The priority objective o f  social assistance i s  increasing the well being o f  the most 
impoverished members o f  Honduran society. Unlike other programs that theoretically have 
universal coverage (Le. Education and Health), social assistance programs are by definition 
focalized on the poorest strata of the population. 

174. One argument holds that the benefits generated by these programs are not limited to their 
direct beneficiaries. I t  i s  generally affirmed that reducing poverty generates positive effects in 
terms of safety and health, and increases the well being o f  individuals who are affected by the 
deprivation suffered by other members of society. For practical reasons, these externalities are 
ignored in this study. 

175. Social assistance spending i s  very diverse, ranging from monetary or in-kind supports 
(transfers) to subsidies for certain basic services. Total PSS for social assistance services i s  more 
than Lps. 2.385 billion, which equals 14.8% of the total PSS budget. Moreover, PRS spending 
allocates 14.1% of i t s  resources (Lps. 1.433 billion) to these types of programs. The main 
programs financed include the Honduran Social Investment Fund (FHIS) and the Family 
Assignments Program (PRAF). 

176. This sector has a high level of fragmentation. Numerous programs are financed, and their 
objectives and services are extremely diverse. Nonetheless, the information revealed in the 
LSMS i s  not sufficiently detailed to identify the beneficiaries of all o f  these programs. In this 
section, we study the distributional incidence of those programs for which sufficiently detailed 
information i s  available. 

8.1. Food Programs 

177. One of the main objectives of social assistance i s  helping support the nutritional needs o f  
the most vulnerable population. The main services funded that pursue this objective are the 
“school snacks” and “food for work” supplementary food programs. Since no precise estimate of 
the total amount allocated to these programs i s  available, i t  i s  assumed that spending i s  s im i la r  to 
the World Food Program (WFP), which was Lps. 100 mill ion for PSS but only Lps. 3.6 mill ion in 
the case of PRS spending (2004).56 Moreover, it i s  assumed that these amounts are-divided 
equally between the school snack and food for work programs. The distributional incidence o f  
spending for each of these programs i s  analyzed below. 

School Snack 

178. Information from the LSMS enables us to identify children older than 7 years o f  age who 
received a school snack or other food ration through the WFP. I t  also reports the estimated value 
that beneficiaries assign to these rations.57 Estimates o f  coverage and incidence (contained in 
Tables 8.1 and 8.2) are based on this information. 

~ 

56 A large part of this program’s budget benefits 272,849 children through the purchase of more than 6,700 
tons o f  food. 
57 More precisely, the reported value i s  for all food rations (school snack, cookies, juice, etc.), some o f  
which may have been provided by another program or organization. Nonetheless, o f  the 302 children older 
than 7 years o f  age who indicated in the LSMS that they had received some food ration financed by the 
WFP, only one had obtained food from another program. 
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Table 89: Food Programs Coverage 

School Snack Food for Work 

Quintiles 
1 
2 
3 
4 
5 

Extremely poor 
Moderately poor 

Non-poor 
Rural 
Urban 

Central Region 
Western Region 
Eastern Region 

7.4 40.5 
5.1 53.8 
4.9 55.1 
0.9 73.1 
1.5 56.7 
6.8 42.3 
5.8 49.4 
1.6 69.2 
6.5 50.0 
1.3 53.4 
1.6 53.4 
11.7 47.9 
1.7 62.3 

1.6 
0.5 
0.2 
0.1 
0.0 
1.4 
0.4 
0.1 
0.9 
0.0 
0.2 
1.4 
0.1 

Source: Author’s calculations based on data from the 2004 LSMS 

Table 90: Food Programs Incidence 

Structure (%) PSE PRS 
Sch. Food for Total Sch. Food for Total Sch. Food for Total 
Snk. Work Snk. Work Snk. Work 

1 29.0 65.6 47.4 14.5 32.9 47.4 0.5 1.2 1.7 
2 27.6 22.8 25.2 13.8 11.4 25.2 0.5 0.4 0.9 
3 26.5 7.5 18.0 14.2 3.8 18.0 0.5 0.1 0.6 
4 7.1 3.0 5.0 3.5 1.5 5.0 0.1 0.1 0.2 
5 7.8 0.8 4.3 3.9 0.4 4.3 0.1 0.0 0.2 

total 100.0 100.0 100.0 50.0 50.0 100.0 1.8 1.8 3.6 
Source: Author’s calculations based on data from the 2004 LSMS. 

179. To estimate the rate of coverage, the target population was defined as children between 
the ages of 7-17 years who attend school. Table 89 shows a very low coverage (4%). The 
maximum coverage i s  found in the poorest quintile (7.4%), and tends to go down as consumption 
levels rise, until dropping to 1.5% for the highest consumption quintile. We also find that these 
services are regionally concentrated. While the coverage rate in the Western region i s  around 
12%, it doesn’t reach 2% in the rest of the regions. Moreover, within this region, more than 80% 
of children receiving school rations live in rural zones. 

180. The reported value of  services received i s  also relevant when studying the program’s 
incidence. In the second column o f  Table 89, we see that the average value of these food 
supplements tends to be higher in the upper quintiles. We also see that the region with the 
highest coverage rate has assigned the lowest average value to rations (this i s  approximately Lps. 
48 in the Western region and Lps. 62.3 in the Eastern region). 

18 1. Table 90 presents the incidence o f  spending that arises from the interaction of the two 
previous factors. The decreasing rate o f  coverage of school snacks more than offsets the effect 
generated by the estimated value o f  rations, strongly concentrating spending in the lowest strata. 
More than 85% of spending i s  focused on the three poorest quintiles. However, around 8% of 
spending filters upward toward the wealthiest quintile. The pro-poor bias i s  reflected in the 
concentration index, which i s  -26 (see Table 91). 
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Aggregate Incidence of Food Programs 

185. We obtain the quintile distribution of 
total spending for these programs by combining 
the two previous results. Out o f  a total Lps. 100 
million PSS spent in this area, 47.4 mill ion 
benefited the lst Quintile and 25.2 mill ion the 2"d. 

4.3 million. The differences are very pronounced 
The wealthiest quintile was the recipient o f  Lps. 

when comparing the subsidies received, 
expressed as a percentage of quintile 

Table 91: Food Programs Concentration Indices 

Figure 34: Social Assistance Concentration 
Curves 
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Source: Author's calculations based on data from the 2004 
LSMS. 

Food Programs 

School Snack Food for Work Total 

Index -26.0 -59.7 -42.8 
Standard error 1.8 1.8 1.7 

Coef. var. -0.1 0.0 0.0 

Lower limit -29.9 -63.3 -46.2 
Upper limit -22.9 -56.9 -39.0 

Confidence interval 

Source: Author's calculations based on data from the 2004 LSMS. 

Food for Work 

182. The questions contained in the L S M S  asked individuals if they had benefited from food 
for work programs between 2002 and 2004. This information was used to obtain the following 
statistics. 

183. Table 89 contains the percentage o f  individuals older than 16 years o f  age who benefited 
from these programs. This percentage i s  very low (0.5%), with an inverse relationship to 
consumption. The percentage for Quintile was 1.6%, while i t  dropped to only 0.5% for Quintile 2 
and to almost zero for the most affluent quintile. As in the case o f  school snacks, program 
beneficiaries are concentrated in rural areas o f  the Western region?' 

184. We see in Table 90 that the distribution of spending i s  strongly pro-poor. The 1'' Quintile 
receives 65.8%, while the second absorbs 22.8%. The subsidy continues decreasing in the 
remaining quintiles, until reaching 0.8% for the wealthiest quintile. We see in Table 91 that the 
concentration index i s  negative, and very high in absolute terms (-59.71, confirming our analysis. 

58 Approximately 90% of individuals who took part in food for work programs in the Western region l ive in 
rural areas. 
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Table 92: Food Programs Aggregate Incidence 

Structure Spendina Spendina Der Inhab. % of Consumption 
Yo PSE PRS PSE PRS PSE PRS 

1 47.4 47.4 1.7 33.4 1.2 1 .o 0.0 
2 25.2 25.2 0.9 17.8 0.6 0.3 0.0 
3 18.0 18.0 0.6 12.7 0.5 0.1 0.0 
4 5.0 5.0 0.2 3.5 0.1 0.0 0.0 
5 4.3 4.3 0.2 3.0 0.1 0.0 0.0 

Averaae 100.0 100.0 3.6 14.1 0.5 0.1 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

Table 93: Social Assistance Concentration Indices 

94% Cnnfidenre Intewd -- I - - -, . . . . -- . . . .- . . -. 
Index Deviation Coef. var. Lower limit Upper limit 

Food Programs -42.6 1.7 -0.04 -46.2 -39.0 
ElectricitySubsidy 27.7 0.4 0.02 26.8 28.5 
Transpolt Subsidy 54.5 1.4 0.03 52.1 57.6 
FHlS -9.1 1.7 -0.18 -1 1.5 -5.2 
PRAF -47.0 1.9 -0.04 -50.1 -43.5 

Source: Author’s calculations based on data from the 2004 LSMS. 

8.2 Subsidy for Electricity 

187. The subsidy to electricity service consists of a price reduction (which becomes smaller as 
energy consumption goes up) for those households that consume less than 300 kW-hr per month. 
A total of Lps. 260.2 million was spent on this subsidy in 2004. Since the LSMS reports on the 
amount spent on electricity bills, the households that potentially received this subsidy (and an 
estimated value of the same) could be determined. 

188. Statistics related to electricity service are contained in Table 94. We see that 67.2% of 
households receive electricity service. However, coverage rates vary greatly from one quintile to 
another. Only 16.1 % o f  households grouped in Quintile 1 have electricity in their homes, which 
rises to 96.2% for Quintile 5. We also find a marked contrast between urban and rural areas. 
Some 93.4% of urban households have electricity, while the same i s  true for only 39.8% of rural 
homes. 

Table 94: Electricity Subsidy Characterization - 
S endin on Home Li htin 

Eiectriciv Elf!ctriciG Fuels a ‘Total 

Total 67.2 88.3 11.7 100.0 

1 16.1 18.2 81.8 100.0 
2 40.3 52.2 47.8 100.0 
3 73.0 83.5 16.5 100.0 
4 86.5 87.3 12.7 100.0 
5 96.2 96.8 3.2 100.0 

EM. Poor 18.1 24.5 75.5 100.0 
Mod. Poor 53.5 65.6 34.4 100.0 
Non-Poor 89.7 93.9 6.1 100.0 

Rural 39.8 60.6 39.4 100.0 
Urban 93.4 97.3 2.7 100.0 

Central Region 78.9 92.8 7.2 100.0 
Westem Region 44.8 72.0 26.0 100.0 

Observations 8175 8175 8175 8175 

(“4 yo O h  % 

Quintlies 

Eastern Region 58.6 77.2 22.8 100.0 

Expanded Observations I424422 1424422 1424422 I424422 

Source: Author’s calculations based on data from the 2004 LSMS 

189. We also find important differences in terms o f  the percentage o f  households that light 
their homes with electricity as opposed to other forms o f  energy.59 Approximately 82% of the 1’‘ 

59 Obviously, these are largely a reflection of discrepancies in the rates of service coverage. 
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Quintile's spending for home energy/lighting i s  for fuels (gas, candles, etc.). Spending on fuel 
for the highest consumption quintile only represents 3.2% of total spending in this area. 

190. Table 95 presents the quintile distribution of electricity subsidies. We see that the 
amount received increases as consumption levels rise, until reaching a maximum in the 4th 
Quintile and then dropping in the 5*. O f  a total Lps. 260.2 mill ion spent in 2004, the wealthiest 
two quintiles received Lps. 157.1 million. This bias favoring the upper quintiles i s  also reflected 
in the concentration index, which i s  positive (27.7) and significant (see Table 93). However, since 
the value o f  this index i s  below the concentration index for consumption (45.9), the electricity 
subsidy ends up being progressive. This concentration curve i s  illustrated in Figure 34. In 
general, this curve l ies between the Lorenz curve and the perfect equality line. 

Table 95: Electricity Subsidy Incidence 

Structure Spending Spending YO of 

1 3.3 8.5 6.0 0.2 
2 11.9 31.1 21.9 0.4 
3 25.1 65.2 45.9 0.5 
4 33.4 86.9 61.2 0.4 
5 26.3 70.2 49.4 0.1 

Average 100.0 261.8 36.9 0.3 

% (LDs. million) Per Inhab. Consump. 

Source: Author's calculations based on data from the 2004 LSMS. 

191. The factors that explain these results are analyzed in Table 96. In the first place, we find 
that the number o f  households with electricity i s  much larger in the more affluent quintiles. 
Secondly, the coverage rate for electricity subsidies i s  much greater in the less affluent quintiles. 
While close to 86% of  households in the 1" Quintile that have electricity receive the subsidy, only 
39.9% o f  households in the wealthiest quintile receive it. This i s  due to the fact that the 
percentage o f  households in this quintile that surpass the 300 kW-hr monthly consumption limit i s  
much higher. Although the subsidy per kW-hr decreases as electricity consumption levels rise, it 
goes down by a relatively small rate, so that the total subsidy received by households tends to 
increase as energy consumption goes up.6o 

Table 96: Electricity Subsidy Analysis of Incidence 

1 2 3 4 5 Total 
Households w/ Elec. (in %) 3.7 10.9 20.7 28.1 36.6 100.0 
Rate of Subsidy Coverage 86.1 79.0 75.8 68.7 39.9 61.4 
Average Subsidy 28.8 38.8 44.9 48.6 50.6 45.7 
Extimated Incidence 3.3 11.9 25.1 33.4 26.3 100.0 
Difference -16.7 -8.1 5.1 13.4 6.3 0.0 
Effects 
1. Households w/ Elec. (in %) -15.1 -9.4 1.1 9.0 14.4 0.0 
2. Rate of Subsidy Cov. 2.7 3.0 3.5 1.9 -11.1 0.0 
3. Average Subsidy -4.2 -1 .e 0.5 2.4 3.0 0.0 
Source: Author's calculations based on data from the 2004 LSMS. 

192. A breakdown of the information reveals that the main factor explaining the distributional 
incidence o f  the electricity subsidy i s  the different numbers o f  households with electricity in each 
quintile. If that difference were to disappear, the subsidy would be distributed in a relatively 
uniform manner amongst all quintiles. Moreover, we see that the higher average value o f  the 
subsidy in the wealthier quintiles tends to reinforce this effect (although the amount i s  
quantitatively much less important). In addition, the lower rate of coverage (the lower number of 

60Strictly speaking, the total subsidy goes up as energy copsumption rises in the 0-135 kW-hr range. For 
households that consume between 135-300 kW-hr, the value of the total subsidy i s  54 lempiras, and those 
who consume more than 300 kW-hr receive no subsidy at all. 
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households receiving subsidies) in the highest consumption quintile tends to reduce the subsidy 
received by this quintile. 

8.3. Subsidy for Urban Mass Transit 

193. This subsidy consists of a reduction in urban public transport rates. I t  was allocated Lps. 
117.7 mil l ion in financing in 2004. 

194. In general, the LSMS did not ask individuals whether or not they used urban mass transit. 
However, respondents did provide this information about children attending school. The 
incidence o f  the subsidy was analyzed on the basis of this information. This i s  a clearly biased 
analysis because of the different school attendance rates in different quintiles, among other 
factors. Since this rate goes up with increases in consumption, there i s  a tendency to 
underestimate the subsidy received by the poorest strata and overestimate the subsidy to the 
wealthiest. To minimize this bias, only children attending primary school were considered as 
beneficiaries of the subsidy, since the attendance rate i s  much more uniform at the primary level. 
Moreover, since we are dealing with a subsidy for urban public transportation, the analysis was 
limited to urban areas throughout Honduran territory. 

195. Statistics related to the means of transport usually used by children who attend primary 
school in urban areas are presented in Table 97. We find that a very low percentage o f  poor 
children use public transportation to travel to school. Approximately 95% o f  extremely poor 
students walk to school, and only 1% make use o f  public transport. More non-poor students go to 
school on public transportation (7.2%). I t  i s  interesting to note that the distance to school i s  
significantly greater for those groups more frequently using public transportation. Poor children 
are more likely to go to schools located closer to home than non-poor children. This partly 
explains the fact that non-poor children use public and private transportation more frequently than 
poor children. 

Table 97: Urban Mass Transit Subsidy Characterization 

Total Extremely Moderate Non-Poor Reaion 
Poor Poor Central Western Eastern 

Means of Transport 
1. Walking 
2. Horse/Animal 
3. Cart drawn by oxenihorse 
4. Boatlpangaicanoe 
5. Bicycle 
6. Public Transport Vehicie 
7. Private Vehicie 
8. Schooi Transport 
9. Other (specify) 

Distance to school (meters) 

81.1 94.3 
0.1 0.0 
0.0 0.0 
0.1 0.0 
4.0 4.0 
5.1 1 .o 
5.4 0.0 
3.6 0.0 
0.3 0.0 

862.4 581.4 

93.8 
0.0 
0.0 
0.0 
3.8 
1 .o 
0.6 
0.1 
0.5 

579.3 

74.3 
0.1 
0.0 
0.1 
4.1 
7.2 
8.1 
5.4 
0.2 

75.8 92.5 
0.0 0.0 
0.0 0.0 
2.6 0.4 
7.7 2.9 
7.0 1.6 
5.2 1.3 
0.2 0.5 
0.7 0.9 

1011.4 1011.7 679.3 

86.1 
0.3 
0.0 
0.0 
8.3 
1 .o 
2.4 
1 .8 
0.0 

627.8 

Source: Author's calculations based on data from the 2004 LSMS. 

196. The higher percentage o f  non-poor students normally using urban public transport 
suggests a greater concentration of subsidies in the wealthier quintiles. In Table 98, we see that 
approximately Lps. 95 mill ion of the total Lps. 117.7 mill ion spent on the subsidy benefited the 
two upper quintiles. While a typical individual from the 1'' Quintile would almost never receive a 
subsidy (due mainly to the fact that almost 90% of the poor live in rural areas), the value of the 
subsidy to an individual from Quintile 5 would be Lps. 43.4. This subsidy i s  classified as pro- 
non-poor and regressive, since i t s  concentration index (54.96) i s  higher than the concentration 
index for consumption (see Table 118). 
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Table 98: Urban Mass Transit Subsidy Incidence 

Structure Spending Spending per % of 

1 0.0 0.0 0.0 0.0 
2 3.0 3.6 2.5 0.0 
3 16.8 19.8 13.9 0.1 
4 27.8 32.7 23.1 0.1 
5 52.3 61.6 43.4 0.1 

Average 100.0 117.7 16.6 0.1 

Source: Author’s calculations based on data from the 2004 LSMS. 

% (Lps. millions) Inhabitant Consump. 

197. All o f  the above would suggest that the pro-non-poor bias associated with the 
transportation subsidy could be overestimated. If more accurate information for identifying the 
users of urban mass transit were available, the incidence of this subsidy would probably be less 
concentrated among the wealthiest quintiles. One alternative would be computing the distribution 
of expenditures on transportation by households in urban areas based on the information obtained 
by the LSMS’s  consumption module (spending on urban and inter-urban buses, taxis, etc.), as a 
proxy for the distribution of the public transport subsidy. The concentration index for this 
expense i s  slightly higher than the previous amount (54.95). Note, however, that this result i s  
also distorted, since the type of spending includes taxis and inter-urban buses, which are mostly 
used by the non-poor. 

8.4. Honduran Social Investment Fund (FHIS) 

198. The Honduran Social Investment Fund (FHIS) was created in 1990 as a “social 
compensation” instrument. This program finances a range o f  infrastructure works that improve 
the living conditions o f  the poor population, providing greater access to basic social services. 
The FHIS implementation strategy i s  decentralized in the municipalities, with the goal o f  
fostering community and municipal participation and strengthening the management capacities o f  
local governments and their communities.61 In 2004, Lps. 977.9 mill ion were allocated to PSS to 
finance different FHIS projects, along with Lps. 888.7 mill ion o f  PRS spending. 

199. The main infrastructure works financed are potable water and sewage systems, and 
education, health, and productive infrastructure. For example, a study of the 1995-1998 period 
estimated that 58% o f  new schools, 72% o f  Rural Health Centers and 56% of  Medical-Dental 
Health Centers may be attributed to the FHIS. I t  i s  also calculated that this institution financed 
23% of the latrines built in rural areas, and helped to improve 5% o f  water connections 
nationwide (Walker et al., 1999). 

200. Different objectives for the 2004-2012 period were defined for each o f  these areas. With 
respect to potable water and sanitation, the goal i s  to develop infrastructure that allows 
households to obtain potable water, to dispose o f  sewage in a sanitary manner, and more 
comprehensively manage water, especially in rural areas. In the area o f  health care, financing 
wi l l  focus on developing clinics and health centers in order to reduce infant and maternal 
mortality. In education, investments wi l l  be focused on creating the conditions that allow 
education coverage to be expanded during the programmed period. Financing w i l l  also be 
provided to various types of productive infrastructure (bridges, roads, rural electrification, etc.). 

201. To estimate the distributional impact of this program, we again assumed (due to limited 
available information) the participation o f  each spending area mentioned above in the total F H I S  
budget. As mentioned in Section 7 of this study, the LSMS contains few observations that allow 

61 An outline o f  current FHIS activities may be found in the document “New Strategic Outline o f  the 
FHIS, 2004-2012,” and in the updated law. 
(http://www.fhis. hn/~layouts/documentos/LEY%20DEL%20FHIS%20~VERSION%20ULTIMA.pdf) 
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us to analyze the distribution of spending for sanitation. Therefore, the corresponding results have 
a low statistical reliability. For this reason, we have assumed that spending for this objective 
(sanitation) accounts for a smaller portion of the program’s total budget.62 

202. Spending on potable water and sanitation infrastructure works was determined on the 
basis of the distribution of beneficiaries of programs that installed these services during the 2002- 
2004 period. However, for the rest of the services analyzed, the information contained in the 
LSMS did not shed light on the beneficiaries of new sector infrastructure. Therefore, health 
spending was assigned to those individuals who received consultations or treatment at CESAMO 
and CESAR facilities, and spending on education was distributed on the basis of children 
attending public schools. Furthermore, although the FHIS program financed a great range o f  
productive infrastructure, the survey only detects rural households that benefited from the 
installation o f  public streetlights and/or electricity. Therefore, spending in this area was assigned 
on the basis o f  this i n f ~ r m a t i o n . ~ ~  

203. We see in Table 99 that the different program components have different distributional 
impacts. Those with the greatest bias toward the poor quintiles are programs that expand the 
electricity system, the potable water network, and health centers. The percentage of spending 
absorbed by the f i rs t  three quintiles in all of these programs i s  close to 75%. The concentration 
indices found in Table 100 clearly reflect this pro-poor bias (ranging between -22 and -15.7). 
Spending for public schools also shows a pro-poor bias, but much smaller, since the concentration 
index i s  only -5.6. Spending to expand the sewage network mainly benefits the non-poor 
quintiles. The concentration index for this area of spending i s  positive, and high (5 1.1). 

Table 99: FHIS Components Incidence 

Honduran Social Investment Fund 
Water Sanitation Electricity Education Health 

% PSE PRS % PSE PRS % PSE PRS % PSE PRS % PSE PRS 
1 34.9 76.7 69.7 0.0 0.0 0.0 20.3 44.6 40.6 20.6 45.3 41.2 27.9 61.4 55.8 
2 21.3 46.9 42.6 7.0 6.9 6.2 27.7 61.0 55.5 21.3 46.8 42.5 26.2 57.7 52.4 
3 16.9 37.3 33.9 6.0 5.8 5.3 28.9 63.6 57.8 22.4 49.4 44.9 23.0 50.6 46.0 
4 15.1 33.2 30.2 37.8 36.9 33.6 15.6 34.3 31.2 21.8 47.9 43.5 16.2 35.6 32.4 

- 

5 11.8 25.9 23.6 49.3 48.2 43.8 7.5 16.5 15.0 13.9 30.6 27.9 6.7 14.7 13.4 
Total 100.0 220.0 200.0 100.0 97.8 88.9 100.0 220.0 200.0 100.0 220.0 200.0 100.0 220.0 200.0 
- 
Source: Author’s calculations based on data from the 2004 LSMS 

Table 100: FHIS Components Concentration Indices 

Honduran Social Investment Fund 
Water Sanitation Electricity Education Health Total 

index -1 9.7 51.1 -15.7 -5.6 -22.0 -9.1 
Standard error 4.2 4.8 3.0 0.3 0.4 1.7 

Coef. var. -0.2 0.1 -0.2 0.0 0.0 -0.2 

Lower limit -26.0 41.9 -21.9 -6.4 -22.9 -11.5 
Upper limit -9.0 60.6 -10.8 -5.1 -21.1 -5.2 

Confidence intetvai 

Source: Author’s calculations based on data from the 2004 LSMS. 

204. The interaction between the incidence o f  each FHIS component and their assigned 
budgets determines the quintile distribution o f  the program’s total spending. The 1’‘ Quintile 
receives Lps. 207 million of PRS spending in the 4 FHIS  components with a pro-poor bias 

62 More specifically, i t  was assumed that 10% of  the FHIS budget was allocated to extending the sewage 
service network, and that the remaining 90% was distributed between the other 4 objectives. 
63 I t  i s  worth mentioning that a large portion o f  the benefits o f  these programs takes the form o f  increased 
income for those employed in construction works. However, the information contained in the LSMS does 
not allow us to identify these beneficiaries o f  FHIS spending. 
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(potable water, electricity, education and health). The amount used by the second quintile i s  
slightly less (Lps. 193 million). The subsidy received by the remaining quintiles decreases 
steadily, ending up at Lps. 79.8 million for the wealthiest quintile. 

205. The program’s aggregate incidence i s  presented in Table 101. We see that approximately 
67% o f  total spending i s  absorbed by the poorest three quintiles. Individuals from the 1’‘ Quintile 
are most benefited by this program. The program’s pro-poor bias i s  also manifested in the 
concentration index for spending, which i s  negative (-9.1) and statistically different from zero. 

Table 101: FHIS Incidence 

Structure Spendina Spendinq per Inhab. % of Consumption 
% PSE PRS PSE PRS PSE PRS 

1 23.3 227.8 207.0 160.4 145.8 4.7 4.3 
2 22.4 219.2 199.2 154.4 140.3 2.5 2.3 
3 21.2 206.9 188.0 145.7 132.4 1.4 1.3 
4 19.2 188.0 170.8 132.4 120.3 0.8 0.8 
5 13.9 136.0 123.6 95.8 87.1 0.3 0.2 

Averaae 100.0 977.9 888.7 137.8 125.2 0.9 0.9 
Source: Author’s calculations based on data from the 2004 LSMS. 

8.5. Family Assignments Program (PRAF) 

206. The objective of the Family Assignments 
Program (PRAF) i s  to facilitate the accumulation o f  
human capital through increasing the poorest 
population’s access to basic education and health 
care. I t  also carries out actions to support the 
elderly, and to build institutional capacities. I t  
generally operates through transferring monetary 
supports to low-income people or those with 
unsatisfied basic needs, with the requirement that 
some condition or task be fulfilled in exchange. 

Figure 35: Food Program 
Participation by Quintiles 

PerCglaCons““D1IPn O“rn,l€a 

Source: Author’s calculations based on data from the 
2004 LSMS. 

207. This program i s  one of a number o f  “conditional resource transfer” programs being 
implemented in countries of Latin America.@ The objective o f  this type o f  program i s  to provide 
monetary support to poor families, while requiring that these families make some investment in 
human capital. These investments usually consist o f  insuring that children attend school or use 
the services of health centers. 

208. Two types of actions are carried out in the area of education. One i s  the “School Grant,” 
whose objective i s  promoting access to primary education through supplementing family income. 
The other i s  the “School Bag,” whose objective i s  improving human capital through providing 
school supplies. In the area o f  health, Mother-Child, Health, and Nutrition grants are intended to 
improve the living standards o f  mothers with nursing babies, pregnant women, children younger 
than 5 years of age, and disabled children (up to 18 years o f  age). The Family Grant i s  aimed at 
promoting the creation of general supply “co-ops”, and the Helping Hand Grant i s  intended to 
train young people and adults in Tegucigalpa. 

64 These consist of PROGRESA (Mexico), PET1 (Brazil), FA (Colombia), RPS (Nicaragua) and P A T H  
(Jamaica), among others. 
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Source: Author’s calculations based on data from the 2004 I 

Figure 36: Electricity Subsidy 
Participation by Quintiles 

, Source: Author’s calculations based on data from the 2004 

Figure 37: Urban Mass Transit Subsidy 
Participation by Quintiles 
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209. Table 102 indicates spending (PSS and 
PRS) for different grants that make up the 
PRAF. PSS spending for this program was Lps. 
520.3 mi l l ion in 2004. Of this amount, Lps. 
86.5 mi l l ion in PRS spending was allocated to 
educational scholarships and Lps. 2.5 mill ion to 

Figure 38: Honduran Social Investment Fund 
Participation by Quintiles 

in-una transrers ana scnooi supplies, ~ p s .  33 

mil l ion to Family Grants, Lps. 4.9 mi l l ion to the 

building institutional capacities. Figure 39 
illustrates that the two main PRS spending 
components o f  PRAF are health grants (41%) and education grants (35%). 

210. The 2004 LSMS contains a specific question to identify the beneficiaries o f  education 
spending, which helped to determine the beneficiaries o f  both education grant programs as wel l  
as the amounts that had been received. Unfortunately, no questions were included about the other 
cases. excePt for  income mants. For that reason. the values were estimated usinn that information 

Hand Grant, and Lps. 50.3 Inillion to 

7 - - - - r  ~ V . - - 

and the administrative rules, wi th micro data 
from the household survey. The assignments o f  
these programs were estimated on the basis o f  
the demographic and employment information 
reported b y  each individual, and their 
declarations regarding income from subsidies. 

21 1. Prior to analyzing each component, it i s  
important to remember that the results presented 
here should be understood only as indicative, 
given the small number o f  observations 
available for  each case. 

V 

Figure 39: Participation of each Grant 
Program in PRS Spending for PRAF 

2% 7% 
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Source Author’s calculations based on data from SEFIN 
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Table 102: PRAF Public Social Spending and PRS Spending 
Millions of Lempiras 

Public Social Expenditure f pat )  
Total 520.3 
Health and Nutrition Grant 72.2 
Mother-Child Grant 26.8 
Elderly Grant Project 17.3 
Education Grant 54.9 
School Grant 31.6 
School Bag 2.5 
Family Grant 35.0 
Helping Hand Grant 4.9 
Build Institutional Capacities (PRAF) 50.3 
Others 224.9 

Poverty Reduction Strategy (PRS) 
Total 295.4 
Health and Nutrition Grant 72.2 
Mother-Child Grant 26.8 
Elderly Grant Project 17.3 
Educational Grant 54.85 
School Grant 31.6 
School Bag 2.5 
Family Grant 35 
Helping Hand Grant 4.9 

Source: Author’s calculations based on SEFIN data. 
Build Institutional Capacities (PRAF) 50.3 

A. Education 

212. In this area, actions consisted of two types o f  grants: the School Grants and the School 
Bags. In the 2004 LSMS, 302 people responded that they had received a scholarship from the 
PRAF program, representing 80,548 people, and 17 reported having received the “School Bag” 
supplies, representing 3,708 people. Administrative registries indicate that 65,898 people 
benefited from the School Grants, while 28,576 benefited from the School Bag Grant. In this 
study, we assume that the distribution of beneficiaries corresponds to the information obtained in 
the LSMS. 

School Grant 

213. The purpose of this grant i s  to provide additional income to families who are l iving in 
extreme poverty and whose children are enrolled in public schools. The idea o f  the additional 
income i s  to improve the family’s ability to buy food and school supplies, and thereby keep 
children in primary school (in other words, avoid economically motivated dropouts). The 
condition for recipients o f  this grant i s  minimum school attendance by children. 

214. Table 103 indicates that 1.1% o f  people receive a School Grant. This proportion declines 
significantly with higher levels o f  consumption. Wh i le  2.4% of people in the lSt Quintile receive 
a grant, this percentage drops to 1.9% in the 2”d Quintile, 1.0% in the third, and i s  very small for 
the remaining two quintiles (0.3% and 0.1%). When this distribution i s  analyzed according to 
poverty levels, we find that 2.3% o f  extremely poor people receive a grant, which drops to 1.6% 
among the moderately poor and to only 0.3% among the non-poor. The program’s greatest 
incidence i s  among the rural population (1.9% rural vs. 0.3% urban). Similarly, the greatest 
portion of benefits i s  concentrated in the Western region: 4.3% of the population receives this 
benefit, while it i s  received by almost no one in the other regions. The number o f  beneficiaries 
pertaining to different age groups increases until 9 years o f  age, and then essentially declines to 
zero after 13 years o f  age. 
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Table 103: Education Grant and “School Bag” Characterization 

Educ. ScholarshiD School Baa 
Average Beneficiaries ;i:::: Beneficiaries Transfer 

Total 

Quintiles 
1 
2 
3 
4 
5 

Extremely poor 
Moderately poor 

Non-poor 

Rural 
Urban 

Central 
Western 
Eastern 

Age 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 

1.1 

2.4 
1.9 
1 .o 
0.3 
0.1 

2.3 
1.6 
0.3 

1.9 
0.3 

0.2 
4.3 
0.1 

3.4 
7.7 
9.8 
8.2 
6.3 
6.3 
1.7 
1.7 
0.4 
0.1 
0.3 
0.1 

95.7 

103.3 
87.1 
94.2 
88.0 
120.8 

100.9 
90.9 
91 .o 

98.4 
79.3 

92.8 
93.7 
246.3 

113.9 
101.5 
76.6 
96.2 
78.4 
86.1 

211.9 
76.1 
156.0 
110.2 
207.2 
20.0 

0.1 

0.1 
0.1 
0.1 
0.0 
0.0 

0.1 
0.1 
0.0 

0.1 
0.0 

0.0 
0.1 
0.0 

128.5 

75.4 
130.1 
158.0 

200.0 

76.7 
175.4 
141.4 

113.5 
182.6 

161.4 
104.7 
92.4 

Observations 39534 302 39534 17 
Freauencv 7070064 80548 7070064 3708 
Source: Author’s calculations based on data from the 2004 LSMS. 

215. Column “ii” allow us to analyze the average amount received by each declared recipient. 
A typical program beneficiary indicates having received Lps. 95.7 per month. This average 
amount varies, and i s  highest in the upper quintile. Residents of rural areas receive larger 
transfers than those living in urban areas (Lps. 98.4 vs. Lps. 79.3). We also note very significant 
differences between the regions. Beneficiaries residing in the Western region indicate having 
received Lps. 93.7, which i s  s i m i l a r  to the average received by Central region residents (Lps. 
92.8), while Eastern region residents indicate having received more than twice the amount (Lps. 
246.3). In synthesis, it would appear that the program reaches the individuals for whom i t  was 
designed, in other words, the most impoverished living in rural areas. 

216. One of this program’s objectives i s  reducing school absence rates among the poorest 
population. Although such an evaluation would require an entire study in itself, Table 104 
presents some indicative inf0rmation.6~ PRAF beneficiaries have 21.6% fewer absences than 
others attending public schools. This gap i s  most significant among children in the lowest 
quintiles. While a child from the lst Quintile who attends public primary school i s  generally 
absent 0.94 days per week, a child from the 5* Quintile i s  absent only 0.37 days per week. In the 
case o f  PRAF beneficiaries, the difference drops significantly. A program beneficiary from the 

65 The availability o f  a panel or the use o f  a cross-section technique would be helpful in considering the 
dynamics o f  different behaviors, and provide a more measured analysis. 
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lst Quintile i s  absent 0.52 days per week, while a child from the highest quintile has a similar rate 
o f  absences (0.54). 

Table 104: Absence Rates 

Primary Primary Students in Beneficiary Percentage 
of PRAF Reduction of 

Students ::,"gi, Scholarship School Absence5 

Total 0.67 0.66 0.52 -21.6 

Quintiles 
1 0.95 0.94 0.52 -45.0 
2 0.68 0.68 0.55 -18.8 
3 0.59 0.58 0.60 3.6 
4 0.50 0.50 0.11 -78.1 
5 0.53 0.37 0.54 45.0 

Extremely poor 0.92 0.91 0.51 -43.6 

Non-poor 0.52 0.47 0.55 17.2 

Rural 0.79 0.78 0.54 -31.0 
Urban 0.50 0.48 0.43 -11.1 

Central 0.68 0.66 0.86 29.1 
Western 0.52 0.52 0.47 -8.3 
Eastern 0.83 0.84 0.79 -5.5 

Source: Author's calculations based on data from the 2004 LSMS. 

Moderately poor 0.64 0.64 0.52 -19.9 

217. Table 105 details the percentage o f  beneficiaries that pertain to each consumption 
quintile. The f i rs t  two columns indicate two definitions of program benefits. The first column 
presents the distribution of benefits declared by beneficiaries, while the second only presents the 
distribution of beneficiaries. As we see, although there would not appear to be a significant 
difference between the two, the distribution based on declarations about benefits shows a more 
pro-poor tendency than the distribution according to beneficiaries. 

Table 105: Education Grant Distributional Incidence 

Structure ("A) Spending Spend. per Inhab. % of Consurnp 
$ # PRS PRS PRS 

1 44.9 41.8 38.8 27.3 0.8 
2 31.1 34.2 26.9 18.9 0.3 
3 16.5 16.8 14.3 10.1 0.1 
4 5.0 5.4 4.3 3.0 0.0 
5 2.5 2.0 2.1 1.5 0.0 

Average 100.0 100.0 86.5 12.2 0.1 

Source: Author's calculations based on data from the 2004 LSMS. 

218. Continuing with the distribution o f  
amounts declared by individuals, 44.9% of 
benefits were received by individuals pertaining 
to the lst Quintile. Meanwhile, 76% o f  
beneficiaries are grouped into the two lowest 
quintiles, and 92.5% may be found in the lowest 
three. These results do not change substantially 
when we analyze distribution according to 
beneficiaries. 

219. The program's focalized structure 
signif ies that in theory, some Lps. 38.8 mill ion 
o f  the total Lps. 86.5 million benefit all people 

Figure 40: Spending for School Grants and 
"School Bags"-PRAF Participation by 

Quintiles 
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Source: Author's calculations based on data from the 2004 
LSMS. 
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221. The program’s strongly pro-poor 
character i s  reflected in the high concentration 
index (in absolute terms) found in Table 116. 

in the 1” Quintile, which would imply a transfer of an average of Lps. 27.3 annually. Of  course, 
we obtain this average from grouping together program beneficiaries with non-beneficiaries. 
Figure 40 illustrates the participation of each quintile in total program spending. 

220. Although in individual terms the program signifies an important proportional transfer for 
the poorest, i t  significance in aggregate terms i s  very low. In terms o f  consumption, the 
program’s total spending only represents 0.1%. Nonetheless, this proportion i s  0.8% for the 
lowest quintile, as a result of this group’s greater participation in the program and lower absolute 
levels of consumption. 

Figure 41: Spending for School Grants and 
66School Bags,,-PRAF Concentration Curves 

Few programs have such clearly pro-poor 
concentration Grant (-43.7). indices The as concentration the 1S‘-4th Grade curve School in 

Figure 41 also demonstrates the program’s 
pronounced pro-poor bias. 

222. Although it would appear that the 

significantly lower number o f  related 
observations are contained in the LSMS, which 

program’s focus i s  unquestionable, a 
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223. This program’s objective i s  transfening funds that can be used to provide basic 
educational resources to children in the lSt -3“ grades, thereby allowing them to benefit from a 
better quality education and reduce grade repetition rates. 

224. Prior to analyzing the available information, we should recall some previous observations 
about the number of related responses. According to the LSMS, seventeen people indicated that 
they had benefited from a “school bag” financed by PRAF. The program’s coverage rate and the 
average amount received by beneficiaries (according to their declarations) are presented in 
columns “iii” and “iv” of Table 103. We may conclude from this information that this program’s 
general characteristics are apparently very similar to those presented for the School Grant 
program. The benefits are focused on the poor and on residents o f  the Western region and rural 
areas, who nonetheless receive the lowest per capita transfers. Table 106 details the percentage 
of beneficiaries concentrated in each consumption quintile. Like in the previous program, the 
first two columns present two definitions of program benefits. Some 16.5% of the benefits are 
received by individuals grouped in the 1’‘ Quintile, while 41.9% are received by individuals 
pertaining to the two lowest quintiles combined and 97.4% by the lowest three. The pro-poor 
character of the School Bag program i s  also reflected in the concentration index (Table 116). 

Table 106: “School Bag” Distributional Incidence 

Structure (%) Spending Spend. per Inhab. % of Consump 
$ # PRS PRS PRS 

1 16.5 28.2 0.4 0.3 0.0 
2 25.4 25.1 0.6 0.4 0.0 
3 55.5 45.1 1.4 1 .o 0.0 
4 0.0 0.0 0.0 0.0 0.0 
5 2.6 1.6 0.1 0.0 0.0 

Average 100.0 100.0 2.5 0.4 0.0 
Source: Author’s calculations based on data from the 2004 LSMS. 
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B. Health 

225. This program’s objective i s  to improve the standard o f  l iving and well being o f  nursing 
mothers, pregnant women, children younger than 5 years of age, and disabled children (up to 18 
years of age) who are living in extreme poverty, and thereby improve women’s human 
development and the survival of their children. 

226. Unfortunately, the 2004 LSMS did not include any questions that fully define the 
beneficiaries o f  this program. I t  i s  possible to identify people who received some type of subsidy 
from among the target population. I t  i s  also possible to identify pregnant women, women with 
children who are breast-feeding66 and women with children younger than 5 years of age. This 
information has been used to create an index that estimates the distribution of beneficiaries as 
those people from the target population group who received a subsidy in lempiras. 

227. Since the identification criteria for the beneficiary population i s  indirect, Table 107 
presents the distribution of each population group and some o f  their characteristics. On the basis 
of these populations, a sole index i s  created that allows us to identify potential beneficiaries o f  the 
subsidy (Mother-Child and Health and Nutrition Grants). Information about this index i s  
presented in column “i” of Table 108. I t  i s  possible to identify 22.2% o f  the population as the 
program’s target population. These beneficiaries are generally poor (based on different criteria) 
children, women, and youth who live in rural areas, particularly the Western region. The second 
element needed to identify beneficiaries i s  determining who received subsidies. With information 
from the 2004 LSMS, it i s  possible to identify 145 people who received a subsidy. O f  these, 99 
pertain to the target population. O f  these, 90 are children and 9 are pregnant or nursing women. 
As in the previous case, the statistical relevance o f  this group i s  very low; therefore the results of 
this analysis should be viewed conservatively. 

Table 107: Health Grants Characterization of the Target Population 
P - 

Propotiion Of Pregnant w m n  Propotlion of Nursing Women Propmion of Children Under 5 Years 
~ 

-TOtalFewerthanJLlBNsMorethanJUBNTatalFewerfhRn.?llRNMorathRnRUBNTofRlFawarthan3L1RNMorathanJUsl 

Tolal 5.0 3.9 6.1 4.2 3.3 4 8  16.6 13.5 18.9 

5 3 8  

Extremely poor 7 0  5 1  7.1 5.6 6.7 5.6 21 6 20.3 21 7 
Moderately poor 5 9  3 9  6.6 4.5 4 2  4.7 17.7 15 4 18.4 

Nonpoor 3.9 3 6  4.3 3.3 3.0 3.8 13.6 12.9 15.3 

Rural 6.0 4.5 6 4  4 8  4 2  4.9 16 3 160 18 8 
Urban 4.2 3.7 5 3  3 5  3 0  4 5  14.8 12.7 19 1 

Central 4.4 3.6 5 5  4 0  3.3 4 8  15.9 13.2 18 8 
west*m 6.5 4 7  7 3  4.6 3.7 5.0 18.2 15 3 19.2 
Easlem 5.2 4.3 5.8 4.1 3 1  4 6  16 8 12.9 18.7 

Source: Author’s calculations based on data from the 2004 LSMS. 

66 These can be identified indirectly through children who are breast-feeding. 
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Table 108: Health Grants Characterization of Beneficiary Population 
Targel P ~ p ~ l a t l o n  Population with Subsidy Beneficiary Population 

Total Fewer lhan 3 UBN More than 3 UBN Total Fewerlhan 3 UBN More than 3 UBN Total Fewer than 3 UBN More lhan 3UB1 
(i) l i l) Oil) 

Total 2 2 2  180 25.2 0.5 0.2 0 6  0.4 0.1 0 6  

Quintiles 
1 29.4 26 6 29 6 1.4 2.1 1.3 1.2 1.7 1 2  
2 24.4 21.6 24 9 0.6 0.6 0.6 0.4 0.2 0 5  
3 225 21 3 231 0 4  0.2 0.5 0.2 0 0  0.4 
4 19.9 19 4 rn.8 0.2 0 1  0.3 0 1  0 0  0 1  
5 14 6 14 5 15 6 0.1 0.2 0.1 0.0 0 0  0 0  

Enremeiy pocr 28 6 26.3 28 8 1 2  1 7  1 2  1.1 1.3 1.1 

NO".poo, 18.1 17.1 20.3 0.2 0.1 0.2 0 1  0 0  0 1  

Rural 24.5 21 5 25.2 0.8 0 3  0.9 0.7 0 2  0 6  
U h "  19.6 16 9 25.1 0.3 0 2  0.4 0.1 0.1 0.2 

CB"1ral 21.1 17 6 25.0 0 1  0.1 0.2 0.0 0.0 0 1  
Western 24 6 206 26.0 1.9 0.6 2.3 1.6 0.5 2 0  
Eastern 22.3 17.4 24 6 0.1 0.2 0 1  0 0  0.0 0.0 

Mderateiy poor 23 8 2 0 6  24.7 0.6 0 4  0.7 0.5 0.2 0 5  

Ana man5 

I41.341 1.8 0 9  _. _.  . _. . 
165 + I 0 0  0.0 0 0  0.8 0.7 1.0 

Obselvalions 8261 3620 4M1 145 39 106 99 16 83 
Expanded Frewencles 1566701 531747 1034954 38325 6510 31615 26685 2803 25882 

Source: Author's calculations based on data from the 2004 LSMS 

228. The proportion o f  beneficiaries in the total population goes down as the level of 
household well being goes up (column "iii"). In the 1" Quintile, 1.2% of the population would 
receive a subsidy from this program, while the same subsidy would benefit 0.4% of the next 
quintile. The same effect occurs in relation to poverty levels. Some 1.1% of those living in 
extreme poverty would receive a subsidy vs. 0.5% of the moderately poor and 0.1% of the non- 
poor. The geographic distribution o f  beneficiaries shows a higher incidence among rural 
residents and residents o f  the Western region. There are practically no beneficiaries in either the 
Central or Eastern regions. One of the program's objectives i s  attending to the poor, understood 
as people with more than 3 UBNs (unsatisfied basic needs). As we see in the last two columns, 
the program appears to have a greater incidence among people with more than 3 UBNs. 

229. Table 109 presents the program's coverage amongst the target population, and classifies 
them by UBNs. The program's coverage rate i s  1.8%. There i s  greater coverage among the 
population with the least resources, as expected. Coverage in the lSt Quintile i s  4.2%, while i t  i s  
1.8% in the 2"d and 1.1% in the next. Coverage i s  essentially null in the final two quintiles. 
Similarly, coverage among the extremely poor i s  3.8%, and 1.97% among the moderately poor. 
Among the non-poor, coverage i s  almost zero. With respect to the geographic distribution o f  
beneficiaries, we find coverage in rural regions (2.7%) and in the Western region (6.5%). There 
i s  essentially no program coverage in the other regions. If we analyze coverage by the level of 
UBNs, we find that both generally and for each individual characteristic considered, there i s  
greater coverage among people with a higher number of UBNs. 
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230. Table 1 10 details the Percentage of 
beneficiaries found in each consumption quintile. 
The first column presents the distribution of 
beneficiaries. Some 61.4% o f  benefits are received 
by individuals who pertain to the lst Quintile, and 
22.1% by individuals from the Znd. Thus, 83.5% o f  

illustrates the distribution o f  spending according to 

beneficiaries are concentrated in the two lowest 
quintiles, and 95.4% in the lowest three. Figure 42 

per capita consumption quintiles. 

Table 109: Health Grants 
Estimated Coverage Rate based on UBNs (Unsatisfied Basic Needs) 

Rate of Coverage 
Total Fewer than 3 UBN More than 3 UBN 

Figure 42: Spending for Health Grants-PRAF 
Participation by Quintiles 
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Source: Author’s calculations based on data from the 2004 

Total 1.83 0.53 2.50 

Quintiles 
1 4.24 6.27 4.15 
2 1.84 1.14 1.95 
3 1.07 0.23 1.52 
4 0.26 0.19 0.37 
5 0.28 0.32 0.00 

Ewtremely poor 3.76 4.48 3.72 
Moderately poor 1.90 0.89 2.15 

Non-poor 0.30 0.22 0.47 

Rural 
Urban 

Central 
Western 
Eastern 

2.70 0.77 3.07 
0.66 0.44 0.97 

0.23 0.12 0.31 
6.51 2.50 7.60 
0.1 1 0.23 0.06 

Age spans 
10,151 2.24 0.63 3.07 

116,251 0.66 0.31 0.85 
126,401 0.51 0.09 0.73 
[41,641 0.00 0.00 0.00 

Observations 99 0 16 0 83 
0 25882 Expanded Frequencies 28685 0 2803 

Source: Author’s calculations based on data from the 2004 LSMS. 

231. The program’s strongly pro-poor character 
i s  reflected in the high concentration index (in 
absolute terms), found in Table 116. Few programs 
have such clearly pro-poor concentration indices as 
the Mother-Child and Health and Nutrition Grants (- 
56.6). The concentration curve in Figure 43, well 
above the perfect equality line, also demonstrates 
the program’s pronounced pro-poor bias. 

Figure 43: Spending for Health Grants-PRAF 
Concentration Curves 

I I 0 8  ‘I 

Source: Author’s calculations based on data from the 2004 
LSMS. 
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Table 110: Health Grants Distributional Incidence 

Structure Spending Spending per Inhab. %of  Consurnp 
% PRS PRS PRS 

1 61.4 60.8 42.8 1.2 
2 22.1 21.9 15.4 0.2 
3 11.9 11.8 8.3 0.1 
4 2.5 2.5 1.8 0.0 
5 2 0  2 0  1 4  o n  ..  . 

Average 100.0 99.0 13.9 0.1 
Source: Author's calculations based on data from the 2004 LSMS. 

C. Family Grant 

232. This grant transfers resources to families 
so they can set up neighborhood general supply 
"co-ops". This program has a double objective. 
On the one hand, it supports the creation o f  
general supply co-ops in neighborhoods, while it 
also gives existing co-ops the capital needed to 
make purchases. The population of the 
following departments are targeted as 
beneficiaries: the Central District, Olancho, 
Yoro, El Paraiso, AtlBntida, L a  Paz, Santa 
BBrbara, Lempira, Choluteca and Cortes. The 
80,000 families benefiting f rom the program are 
organized into 800 co-ops, wi th funding o f  Lps. 
35 million. There i s  no variable contained in the 
2004 L S M S  that reflects the beneficiaries o f  this 
program. Given the nature of the program, an 
approximation i s  made on the basis o f  the 
population residing in the target departments 
and the population that receives a subsidy in 
lempiras. 

233. The percentage distribution o f  
beneficiaries by consumption quintile i s  detailed 
in Table 111. Some 64.9% of benefits are 
received b y  individuals f rom the lst Quintile, 
16.6% from the 2"d Quintile, and 8% o f  
beneficiaries are concentrated in the 3rd Quintile. 
Therefore, the two lowest consumption quintiles 
receive 81.5% o f  the benefits. Figure 44 
presents the program's spending structure. The 
pro-poor character i s  reflected in the negative 
concentration index (-53.2%); the concentration 
curve for family grants i s  presented in Figure 45. 

D. Helping Hand Grant 

Figure 44: Spending for Other Grants-PRAF 
Participation by Quintiles 
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Source Author's calculations based on data from the 2004 
LSMS 

Figure 45: Spending for Other Grants -PRAF 
Concentration Curves 
Rminrr.", 

--I_ - _." 
Source: Author's calculations based on data from the 2004 
LSMS. 

234. The target population for  this grant i s  young people and adults who work at the municipal 
crematorium. A total o f  Lps. 4.9 mi l l ion have been allocated to this population, which i s  grouped 
into approximately 600 families located in Tegucigalpa. Understandably, the 2004 L S M S  does 
not provide a variable that would help identify the beneficiaries of this program. Given the nature 
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of the program, an approximation i s  made on the basis o f  the population residing in Tegucigalpa 
that work in the public sector or defense, and that have three or more UBNs. Table 112 and 
Figure 44 detail the percentage distribution of beneficiaries among quintiles, except for the lSt. 
The pro-non-poor character o f  this program i s  reflected in the 22.2 concentration index. 

Table 111: Family Grants Distributional Incidence 

Structure Spending Spending per Inhab. YO of Consump 
Yo PRS PRS PRS 

1 64.9 22.7 16.0 0.5 
2 16.6 5.8 4.1 0.1 
3 8.0 2.0 2.0 0.0 
4 4.0 1.4 1 .o 0.0 
5 6.5 2.3 1.6 0.0 

Average 100.0 35.0 4.9 0.0 

Source: Author’s calculations based on data from the 2004 LSMS. 

Table 112: Helping Hand Grant Distributional Incidence 

Structure Spending Spending per Inhab. YO of Consump 
Yo PRS PRS PRS 

1 0.0 0.0 0.0 0.00 
2 22.8 1.1 0.8 0.01 
3 29.0 1.4 1 .o 0.01 
4 21.5 1.1 0.7 0.00 
5 26.7 1.3 0.9 0.00 

Average 100.0 4.9 0.7 0.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

E. Elderly Grant 

235. This grant transfers resources to people over 60 years of age who are l iving in vulnerable 
conditions. In 2004, Lps. 17.3 mill ion were allocated to supplement the income levels o f  this 
group, allowing them to purchase food and medications. The 2004 LSMS does not contain a 
variable referring to the beneficiaries of this program. Given their characteristics, an 
approximation was made using the population over 60 years of age that receives a subsidy. Only 
17 people could be identified in this manner, which would only represent a total of 3,153 people. 
Therefore, the results are only preliminary. 

236. Table 113 presents the rate o f  coverage among the elderly, and according to their level of 
UBNs. The 17 elderly Hondurans receiving subsidies represent 0.8% of  the entire elderly 
population. O f  these, 6 have more than three UBNs (l. l%), and 11 have fewer than three UBNs 
(0.6%). The incidence o f  program benefits by consumption quintile i s  presented in Table 114. 
Although the positive concentration index of 8.5 would reflect a pro-non-poor bias, the fact that 
the confidence interval includes zero impedes any certainty about this conclusion (Table 116). 
Figure 45 presents the grant’s concentration curve. 
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Table 113: Elderly Grant Characterization 

Beneficiaries Coverage of Coverage of Elderly 

Total 0.0 0.8 0.6 1.1 

Coverage of Elderly 
Elderly with fewer than 3 UBN with more than 3 UBN 

Quintiles 
1 0.0 0.8 1 .o 
2 0.1 1.1 1 .o 
3 0.0 0.5 0.8 
4 0.1 1 .o 0.2 
5 0.0 0.6 0.6 

Exlremely poor 0.0 1 .o 0.9 
Moderately poor 0.0 0.6 0.7 

Non-poor 0.1 0.8 0.6 

Rural 0.0 0.8 0.5 
Urban 0.0 0.8 0.7 

0.6 
1.3 
0.0 
2.5 
1.1 

1.1 
0.5 
1.6 

1 .o 
1.3 

Central 0.0 0.5 0.4 0.6 
Western 0.1 1.5 1.4 1.5 
Eastern 0.1 1.1 0.7 1.6 

Obselvations 17 11 6 
Expanded Observations 31 53 1551 1602 
Source: Author’s calculations based on data from the 2004 LSMS. 

Table 114: Elderly Grant Distributional Incidence 

Structure Spending Spending per Inhab. % of Consump 
% PRS PRS PRS 

1 14.6 2.5 1.8 0.1 
2 28.4 4.9 3.5 0.1 
3 9.4 1.6 1.1 0.0 
4 27.8 4.8 3.4 0.0 
5 19.9 3.4 2.4 0.0 

Average 100.0 17.3 2.4 0.0 
Source: Author’s calculations based on data from the 2004 LSMS. 

F. PRAF 
237. All o f  the results o f  the grant programs that are part of the PRAF are grouped together in 
this section. The programs analyzed represent 56.8% o f  PSS for PRAF, or Lps. 245.2 million. 
Given information constraints, we can only assume that the benefits o f  the remaininr 
expenditures are distributed in a similar manner 
as the combined 1S‘-4fh Grade School Grant, the Figure 46: PRAF Participation by Quintiles 

School Bag, the Mother-Child Grant, the Family 
Grant and the Elderly Grant. To determine the 
aggregate, the results o f  each of these programs 
for each percentile are added together. 

238. Table 115 summarizes the PRAF’s 
incidence. I t s  structure i s  especially determined 
by the distribution of  health and education 
grants. Some 51.1% of program spending i s  
allocated to Quintile 1, 25% to Quintile 2, and 
13.6% to Quintile 3 (see Figure 46). 

Source: 
LSMS. 
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Table 115: PRAF Distributional Incidence 

Structure Spending Spending per lnhab % of Consumption 
Yo PSE PRS PSE PRS PSE PRS 

1 51.1 266.0 125.4 187.4 88.3 5.5 2.6 
2 25.0 130.0 61.2 91.5 43.1 1.5 0.7 
3 13.6 70.5 33.2 49.7 23.4 0.5 0.2 
4 5.8 29.9 14.1 21.1 9.9 0.1 0.1 
5 4.6 23.8 11.2 16.8 7.9 0.0 0.0 

Average 100.0 520.3 245.2 73.3 34.5 0.5 0.2 

Source: Author’s calculations based on data from the 2004 LSMS. 

239. The program transfers an average of Lps. 73.3 to each person, which represent 0.5% of 
total consumption in aggregate terms. The program i s  significant for each person from the 1’‘ and 
2”d Quintiles, since each receives Lps. 187.4 and Lps. 91.5, respectively. For these quintiles, the 
entire program i s  significant in terms of consumption, since the benefit received by the lst 
Quintile represents 5.5% of this quintile’s consumption, and 1.5% for the 2”d. This percentage i s  
below 1% for the remaining quintiles. 

240. The program’s clearly pro-poor leaning i s  also illustrated by a concentration curve 
(Figure 47) that l ies well above the perfect equality line, due to the elevated value o f  the 
concentration index (-47.0). 

241. Table 116 presents the concentration indices for each of the grant programs studied. The 
most focalized grants are the “School Bag” and “Mother-Child and Health and Nutrition” grants 
(Figure 48). 

Table 116: PRAF Concentration Indices 
lidex I I e v m i  Ccel.uar. h e r  ItnIt W p r  ltnlt 

X;olcalGralt -# 3 0 2  o.m -M 3 -10 B 

Heam 455 0 2  0.m 83.8 -50.7 
Ekk lk 2 2  0 .A 0.19 -12.6 15.0 

?zbml Bag -27 7 Ob  0.02 9 3 . 1  -189 

Note: Confidence Intervals obtained by bootstrap with 100 repetitions. 
Source: Author’s calculations based on data from the 2004 LSMS. 

Figure 47: PRAF Concentration Curve 

Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 48: PRAF Concentration Indices 

Source: Author’s calculations based on data from the 2004 
LSMS. 
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curve corresponding to PRS spending generally 
lies above the curve for pss, indicating that the Source: Author's calculations based on data from the 304 

LSMS. 

We  see that the-benefits of PSS for Social 
Assistance are mainly concentrated in the 
poorest quintiles. The first two quintiles receive 
more than 50% o f  total spending. The subsidies 
received reduce steadily in the upper quintiles, 
finally dropping to 13% in the 5th Quintile. On 
the other hand, we find that PRS spending has 
an even greater concentration in the poor strata 
(see Figures 8.16 and 8.17). This i s  also evident 
when comparing the concentration curves for 
spending that are presented in Figure 52. The 

Quintiles 
PSE 

PRS 

243. However, even the pro-poor bias o f  PRS spending i s  relatively low, given the nature o f  
the programs. Since these programs are essentially designed to respond to the needs o f  the most 
vulnerable population groups, the percentage o f  services financed b y  PRS spending that reach the 
most affluent quintiles i s  actually considerable. Table 1 18 indicates that 3 1.1 % of spending for 
such programs benefits the non-poor (see Figure 51). 

67 In addition to the programs studied in this section, there are numerous other programs with minimal 
budgetary relevance that are impossible to identify in the LSMS.  These programs represent 17% of  total 
spending for Social Assistance (both PRS spending and GPS). To assign the spending o f  these programs, i t  
was assumed that the distribution o f  their benefits i s  similar to the food programs, given their similar 
services and target populations. 
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2%- 

I 

I - - -  
Source Author’s calculations based on data from the 2004 
LSMS. 
Note: The continuous line demonstrates a non-parametnc 
estimate o f  participation (lowess estimate) 

Table 118: Social Assistance Incidence by Poverty Levels 

Poor Total Non-Poor Total 
Extreme Moderate Poor 

Structure (%) 
Consumption 6.1 14.0 20.1 
Social Assistance - PSE 35.8 28.5 64.3 
Social Assistance - PRS 38.4 30.5 68.9 

Social Assistance - PSE 854 680 1535 
Social Assistance - PRS 551 437 988 

Social Assistance - PSE 488 432 462 
Social Assistance - PRS 31 5 278 297 

Social Assistance - PSE 13.6 4.7 7.4 
Social Assistance - PRS 8.8 3.0 4.7 

Source: Author’s calculations based on data from the 2004 LSMS. 

Spending (Mi//ions of Lempiras) 

Spending per Inhab. (Lempiras) 

Spending as % of Consumption 

79.9 
35.7 
31 .l 

850 
446 

225 
118 

1 .o 
0.5 

100.0 
100.0 
100.0 

2385 
1433 

336 
202 

2.3 
1.4 

244. Notwithstanding, when the subsidy i s  expressed as a percentage o f  consumption, the 
differences between poor and non-poor recipients are more pronounced. While an extremely 
poor person receives an average subsidy equal to 8.8% o f  hidher consumption, this percentage 
drops to 0.5% for a non-poor individual (Table 11 8). 

245. Table 119 presents the concentration 
and progressivity indices for each program 
analyzed. We find that the PRAF and food 
programs have the strongest pro-poor bias. 
These are followed by the FHIS, although with a 
much lower degree of focalization. On the other 
hand, we find that electricity and transportation 
subsidies are strongly focused on the wealthiest 
strata. Nonetheless, only the latter of these i s  
regressive, as we observe in Table 119 (the 
progressivity index o f  this program i s  negative). 

246. The two final columns of Table 119 
indicate the redistributional impact of spending 
for each program (assuming that these are 

Figure 50: Social Assistance Participation by 
Percentiles -- 

I *-I 

financed through proportionactaxation). We see that among these programs, the FHIS has the 
greatest “equalizing “ impact. Although the focalization of this program i s  moderate, i t s  
important budgetary relevance makes i t  the program with the greatest redistributional impact. I t  
i s  followed in order o f  importance by the PRAF. Although this program i s  much smaller than the 
FHIS, i t s  redistributional impact i s  very s i m i l a r  given i t s  high degree of progressivity. The 
impact of subsidies to electricity and transportation i s  insignificant given their low budget and 
their low progressivity index. 
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pigure 51: Social Assistance: Consumption and 
Spending Participation by Poverty Level 

50 
40 
30 
20 
10 
0 

Figure 52: Social Assistance Concentration 
Curves 
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Source: Author’s calculations based on data from the 2004 
LSMS 
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Table 119: Social Assistance Concentration, Progressivity and Redistributional Impact Indices 

Concentration Progressivity SDendina (% Consumption Redistributional Impact 
Index Index PSE PRS PSE PRS 

(i) (ii) (iii) (iv) (V) (vi) 
Consumption 45.9 
Electricity Subsidy 27.7 18.1 0.3 0.05 
Transport Subsidy 54.5 -8.6 0.1 -0.01 
FHlS -9.1 54.9 0.9 0.9 0.52 0.47 
PRAF -47.0 92.8 0.5 0.3 0.47 0.26 
Food Proq. & Rest -42.8 88.7 0.5 0.2 0.44 0.21 
Total PSE -17.4 63.3 2.3 1.5 
Total PRS -22.8 68.6 1.4 0.9 

Source: Author’s calculations based on data from the 2004 LSMS 

9. RURAL DEVELOPMENT 

247. Just over half o f  Hondurans live in rural areas, 
which i s  where the nation’s highest poverty indices may 
also be found. Some 7 1 % o f  the extremely poor l iving in 
rural zones subsists through agricultureAivestock 
productive activities. Therefore, both the Government of 
Honduras and external donors place special attention on 
supporting the development o f  rural areas, particularly the 
farmingAivestock sector. 

248. Figure 53 illustrates the cumulative density 
function (CDF) or distribution function, and the density 
function of the logarithm o f  the household per capita 
consumption, along with the extreme and moderate poverty 
lines. The urban CDF i s  well below the rural CDF. 
Therefore, regardless of which poverty line i s  used, the 
proportion of poor in rural zones i s  higher than in urban 
zones. While only 7% of urban inhabitants consume less 

Figure 53: The Cumulative Density Function 
and Estimated Density Function 

Logarithm of Per Capita Consumption 

Source: Author’s calculations based on data from the 2004 
LSMS. 
Note: CDF Cumulative Density Function 

KDE: Kernel Density Estimation 

than the basic “food basket,” this proportion rises to 40% in rural zones. 

249. In Table 120, the population i s  divided according to poverty levels, geographic area, and 
involvement in farming activities (as a primary occupation). Some 86% of the 1.67 million 
extremely poor Hondurans live in rural zones, and 71% of  these work in the agriculture sector. 
Of  the 1.9 moderately poor, 63% live in rural zones and 57% are dedicated to rural activities. 
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Table 120: Urban-Rural Poverty and Agricultural Employment 
~~ 

Population 
7.02 M 

24% 27% 49% 
Extremely Poor Moderately Poor Non-Poor 

Urban Rural Urban Rural Urban Rural 
14% 86% 37% 63% 71 % 29% 

AAP ANAP AAP ANAP AAP ANAP AAP ANAP AAP ANAP AAP ANAP 

Source: Author's calculations based on data from the 2004 LSMS. 
Note: AAP= Agricultural Activities, M A P =  Non-Agricultural Activities. 

38% 62% 71% 29% 12% 88% 57% 43% 5% 95% 34% 66% 

250. There i s  apparently a strong negative 
correlation between the level of per capita 
consumption and work in the farming and 
livestock sector. Figure 54 illustrates the 
proportion of different consumption percentiles 
that work in agricultural activities. This 
negative relationship between consumption 
percentile and the importance of agricultural 
work exists in both rural and urban areas. In 
rural zones, this participation drops strongly in 
an apparently linear manner, passing from 80% 
to 20%. 

Incidence 

Figure 54 
Participation in Agricultural Work by 

Percentiles 
c I 
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Source: Author's calculations based on data from the 
2004 LSMS. 

251. Spending for rural development as part o f  the Poverty Reduction Strategy was 1.478 
bil l ion lempiras in 2004, which represented 14.6% o f  the totd. This includes more than 30 
programs whose objective i s  alleviating poverty in rural zones. These programs produce a range 
of goods and services: agriculturalllivestock research, infrastructure (electricity, irrigation, roads), 
technical assistance, financing, and the transfer o f  technology. 

252. Rural programs cannot be adequately identified from specific questions contained in the 
2004 LSMS. Therefore, the following methodology was used to assign spending to the 
population. Programs with a specific area of influence (for example water infrastructure) were 
assigned to the population of the corresponding municipality and department. When i t  was not 
possible to identify the population of a given municipality, spending was assigned to the rural 
population of the department to which the municipality pertains. Finally, if the project in 
question operates in the entire national territory or has large externalities (i.e. research carried out 
by DICTA), i t  i s  assigned to the nation's entire rural population. 

253. The proportion of spending on rural development programs that benefits each quintile i s  
presented in Table 121. Rural development programs have a clearly pro-poor structure: Quintile 
1 receives 34.2% of benefits while Quintile 5 receives 

6.9%. Figure 55 illustrates this diminishing benefit pattern, which remains consistent when the 
population i s  divided into percentiles (Figure 56). We see the importance of spending on rural 
development in terms o f  consumption in the last row o f  Table 121: the ratio between the benefits 
of spending and total consumption drops from 10.4% in the lst Quintile to only 0.2% in the 5" 
Quintile. 
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Figure 55: Rural Development Programs 
Participation by Quintiles 

1 2 3 4 5  
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Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 56: Rural Development Programs 
Participation by Percentiles 

RURAL 

3 0 ,  

Source: Author’s calculations based on data from the 2004 
LSMS. 

Table 121: Rural Development Incidence by Quintiles 
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total 

Structure (“A) 
Consumption 4.7 8.5 13.8 21.9 51.1 100.0 
Rural - PRS 34.2 27.1 19.2 12.6 6.9 100.0 

Spending (Mi/iions of Lempiras) 

Spending per inhabitant (Lempiras) 

Spending as % of Consumption 

Rural. PRS 506 400 283 187 102 1479 

Rural. PRS 358 282 200 132 72 208 

Rural - PRS 10.4 4.5 2.0 0.8 0.2 1.4 

Source: Author’s calculations based on data from the 2004 LSMS. 

254. Some 41.4% of spending on rural development theoretically impacts the extremely poor, 
27.6% the moderately poor, and 31.1% the non-poor. In extremely poor households, average 
spending per inhabitant would be 350 lempiras, which represents 10% of their total consumption. 
Spending per moderately poor and non-poor inhabitants i s  259 and 122 lempiras, respectively, 
equal to 3.7% and 0.5% of the corresponding 
average consumption. Figure 57: Rural Development Programs 

Concentration Curves 
255. The estimated concentration index for 
rural development programs i s  -28.5, which 
implies a significant pro-poor bias. Figure 57 
shows that the concentration curve for spending 
i s  completely above the diagonal. 

256. The marked pro-poor character of these 
programs i s  entirely due to the concentration of 
the poor population in the nation’s rural zones. 
Although these programs are generally not 
focused on the poor population o f  a geographic 

Source: Author’s calculations based on data from the 2004 
LSMS. 

area, they are implemented in areas where the far majority i s  poor. This simple geographic 
focalization seems sufficient to endow programs with a strong pro-poor leaning. 

Transfer of Technology 

257. For the reasons stated about, and because i t  i s  logical to assume that the non-poor 
generally have greater access to information, we would expect programs that transfer agricultural 
technology to have a very focalized impact on the poorest population. As part o f  PRS spending, 
numerous programs allocate resources to generating and transferring agricultural technology in 
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rural zones. One question included in the 2004 LSMS inquired about the recipients of 
agricultural technical assistance during the previous year. The responses indicate that only 5% o f  
households involved with farming and livestock production received some type of technical 
assistance.68 In addition, when those who did not receive assistance were asked why they hadn’t, 
85% responded, “it isn’t available in the community,” and only 8.5% indicated that they “didn’t 
want assistance,” “didn’t need assistance,” or “didn’t have time for assistance.” Only 5% did not 
respond to the question about why assistance was not received, indicating the lack o f  coverage of 
such programs. 

10. AGGREGATE RESULTS 

258. The results for the aggregate distributional incidence o f  social spending and PRS 
spending are presented in this section. Table 122 and Figures 58 and 59 summarize the study’s 
main results. State expenditures for social services essentially benefit different strata o f  the 
Honduran population in an equal fashion. All quintiles receive around 20% of PSS allocations. 
Given this finding, we may conclude that public social spending in Honduras does not have a pro- 
poor bias. In fact, the percentage of state expenditures received by the wealthiest quintile i s  
slightly higher than the poorest strata (21.4% vs. 19.8%). The absence of a pro-poor bias in all 
social spending in Honduras i s  mainly due to the existence of programs with a marked pro-non- 
poor bias in the areas of education (mainly universities), housing, and water and sanitation 
(Figure 60). The slightly pro-poor bias of health and social assistance spending i s  insufficient to 
generate a focalization on lower incomekonsumption strata by the aggregate PSS. 

Figure 58: Social Spending Participation by 
Quintiles 
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Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 59: Social Spending Participation by 
Percentiles 
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Source: Author’s calculations based on data from the 2004 
LSMS. 

259. An average Honduran receives an implicit subsidy o f  Lps. 2,265 each year as a result o f  
the public provision o f  services covered by PSS. This amount does not differ substantially from 
one socioeconomic stratum to another. In contrast, the “functional” composition o f  this amount 
differs according to quintile. Compared with the wealthiest individuals, state transfers to 
education are actually less important in the poorest quintile (52% vs. 65%). However, the relative 
importance o f  the implicit subsidies o f  PSS spending for social assistance i s  greater. 

260. Although aggregate spending i s  not pro-poor, i t s  distribution i s  much less concentrated 
among the non-poor than the distribution of consumption. Therefore, PSS in Honduras i s  
progressive. State allocations to social services-as a proportion of per capita consumption- 
decrease as per capita consumption levels go up (Figure 61). 

Different institutions provided this type o f  assistance, including: producer associations, farming and 
livestock technicians, IHCAFE, consulting companies, SAG, business firms, and INA. 
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Figure 60: Areas of Social Spending 
Spending per Inhabitant 
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Source Author’s calculations based on data from the 2004 
LSMS 

Figure 61: Areas of Social Spending 
Spending as a Percentage of Total Consumption 
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Source Author’s calculations based on data from the 2004 
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Table 122: Public Social Spending by Quintiles 

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total 

Structure (%) 
Consumption 4.7 8.5 13.8 21.9 51.1 100.0 

Public Social Expenditure 19.8 19.4 19.2 20.3 21.4 100.0 

Education 17.9 18.6 18.5 20.9 24.0 100.0 
Heaith 17.6 21 .o 22.9 21.2 17.3 100.0 
Housing 15.1 15.7 11.3 19.5 38.4 100.0 
Water and Sanitation 17.4 14.2 11.5 26.4 30.6 1w.o  
Social Assistance 31.5 21.3 18.8 15.3 13.0 100.0 

Spending (Millions of Lempiras) 

Public Social Expenditure 3183 3113 3083 3263 3435 16077 

Education 1656 1722 1711 1931 2223 9242 
Health 635 760 828 765 624 3813 
Housing 40 42 30 52 103 268 
Water and Sanitation 99 81 65 151 174 569 
Social Assistance 752 509 448 365 31 1 2385 

Spending per Inhabitant (Lempiras) 

Pubiic Social Expenditure 2242 2192 2172 2299 241 9 2265 

Education 1166 1213 1205 1360 1565 1302 
Health 447 535 583 539 440 509 
Housing 28 30 21 37 72 38 

Social Assistance 530 358 31 6 257 219 336 
Water and Sanitation 70 57 46 106 123 ao 

Spending as % of Consumption 

Public Social Expenditure 65.4 35.2 21.5 14.4 6.5 15.5 

Education 34.0 19.5 12.0 8.5 4.2 8.9 
Heaith 13.0 8.6 5.8 3.4 1.2 3.5 
Housing 0.8 0.5 0.2 0.2 0.2 0.3 
Water and Sanitation 2.0 0.9 0.5 0.7 0.3 0.5 
Social Assistance 15.5 5.7 3.1 1.6 0.6 2.3 

Source: Author’s calculations based on data from the 2004 LSMS. 

261. Fifty-one percent of Hondurans are poor. They receive a lower percentage of PSS: 
46.2% (Table 123). In comparison to the non-poor, they receive a higher implicit subsidy for 
social assistance, but a lower one for education, health, water and housing (Figure 63). Although 
the PSS benefits received are somewhat higher for the non-poor, the impact of such benefits as a 
percentage of consumption i s  much greater for the poor (Figure 64). 
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Figure 62: Assignment of  Social Spending by 
Poverty Level 

Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 63: Areas of Social Spending by 
Poverty Level 

Source: Author’s calculations based on data from the 2004 

Table 123: Public Social Expenditure by Poverty Levels 

Poor Total Non-Poor Total 
Extreme Moderate Poor 

Structure (%) 
Consumption 6.4 11.0 17.4 82.6 100.0 

Public Social Expenditure 24.4 21.9 46.2 53.8 100.0 

Education 22.1 20.8 42.9 57.1 100.0 
Health 22.6 24.3 47.0 53.0 100.0 
Housing 18.3 17.1 35.3 64.7 100.0 
Water and Sanitation 22.2 14.5 36.7 63.3 100.0 
Social Assistance 36.9 24.5 61.4 38.6 100.0 

Spending (Millions of Lempiras) 

Public Social Expenditure 3915 351 4 7430 8647 16077 

Education 2042 1923 3965 5277 9242 
Health 81 8 878 1696 1917 361 3 
Housing 49 46 95 173 268 
Water and Sanitation 126 83 209 360 569 
Social Assistance 880 585 1465 920 2385 

Spending per Inhabitant (Lempiras) 

Public Social Expenditure 2238 2234 2236 2290 2265 

Education 1167 1222 1193 1397 1302 
Health 468 558 51 1 508 509 
Housing 28 29 28 46 38 
Water and Sanitation 72 53 63 95 80 
Social Assistance 503 372 441 244 336 

Spending as %of Consumption 

Public Social Expenditure 58.8 30.9 41.2 10.1 15.5 

Education 30.7 16.9 22.0 6.2 8.9 
Health 12.3 7.7 9.4 2.2 3.5 
Housing 0.7 0.4 0.5 0.2 0.3 
Water and Sanitation 1.9 0.7 1.2 0.4 0.5 
Social Assistance 13.2 5.1 8.1 1.1 2.3 

Source: Author’s calculations based on data from the 2004 LSMS. 
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262. Spending related to the Poverty 
Reduction Strategy i s  substantially more 
focused than PSS. Table 124 shows us that 
24.3% of total PRS spending was assigned to 
the 1’‘ Quintile. Nonetheless, the benefits of 
PRS spending among the higher (and non-poor) 
quintiles are not small. Quintiles 4 and 5 

amount of more than Lps. 3.3 billion, which i s  
equivalent to more than Lps. 1,000 per person 
annually. 

receive more than 30% of PRS spending, in the 

Figure 64: Areas of Social Spending by 
Poverty Level 
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Source Author’s calculations based o n  data from the 2004 
LSMS 

Table 124: PRS Public Spending by Quintiles 

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total 

Structure (%) 
Consump. 4.7 8.5 13.8 21.9 51.1 100.0 

PRS Spending 24.3 22.3 20.4 18.9 14.0 100.0 

Education 21.8 22.0 21.4 21 .o 13.9 100.0 
Health 18.6 21.9 23.6 20.3 15.8 100.0 
Housing 15.1 15.7 11.3 19.5 38.4 100.0 
Water and Sanitation 17.4 14.2 11.5 26.4 30.6 100.0 
Social Assistance 33.8 23.3 18.8 14.0 10.3 100.0 
Rural Development 34.2 27.1 19.2 12.6 6.9 100.0 

Spending (Millions of Lempiras) 

PRS Spending 2465 2263 2066 1919 1422 101 35 

Education 999 1005 978 959 635 4576 
Health 354 417 450 387 297 1905 
Housing 25 26 19 32 64 186 
Water and Sanitation 100 82 66 152 176 576 
Social Assistance 481 334 270 201 147 1433 
Rural Development 506 400 283 187 102 1479 

Spending per lnhabitant (Lempiras) 

PRS Spending 1736 1594 1455 1352 1002 1428 

Education 704 708 689 675 447 645 
Health 249 293 317 273 209 268 
Housing 18 18 13 23 45 23 
Water and Sanitation 71 57 47 107 124 81 
Social Assistance 339 235 190 142 104 202 
Rural Development 356 282 200 132 72 208 

Spending as % of Consumption 

PRS Spending 50.8 25.6 14.4 8.5 2.7 9.8 

Education 20.5 11.4 6.8 4.2 1.2 4.4 
Health 7.3 4.7 3.1 1.7 0.6 1.8 
Housing 0.5 0.3 0.1 0.1 0.1 0.2 
Water and Sanitation 2.1 0.9 0.5 0.7 0.3 0.6 
Social Assistance 9.9 3.8 1.9 0.9 0.3 1.4 
Rural Development 10.4 4.5 2.0 0.8 0.2 1.4 

Source: Author’s calculations based o n  data from the 2004 LSMS. 
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from PRS spending in education, health, and 

263. PRS spending decreases as consumption 
levels go up, although this i s  not a substantial 
reduction (Figures 10.1 and 10.2). Naturally, 
PRS spending as a proportion o f  consumption i s  
substantially more relevant for the lower 
consumption strata (Figure 61). 

264. Despite the fact that PRS spending i s  
theoretically exclusively focalized on the poor, 
more than 45% of PRS spending benefits people 
considered non-poor (Table 125 and Figure 62). 
The non-poor receive very important benefits 

LSMS. 

Figure 65: Social Spending Concentration 
Curves 
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Source: Author’s calculations based on data from the 2004 
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Source: Author’s calculations based on data from the 2004 
LSMS. 

265. Figure 65 demonstrates the concentration curves o f  spending. The PSS curve i s  almost 
indistinguishable from the diagonal, or the perfect equality line, indicating an absence o f  either a 
pro-poor or pro-non-poor bias. However, the curve corresponding to PRS spending i s  clearly 
above this line, indicating expenditures that on average are focalized on the poor. 

266. Table 126 presents indicators for concentration, progressivity and redistributional impact. 
The estimated concentration index for total PSS (1.9) indicates that aggregate spending i s  very 
slightly pro-non-poor (almost neutral). T h i s  i s  the result of pro-non-poor spending in education, 
housing and water, and pro-poor expenditures for health and social assistance (Figure 67). Given 
that the concentration index for consumption (better known as the Gini coefficient) i s  positive and 
high (45.9), social spending i s  positive: all values in column “ii” of  Table 126 are significantly 
higher than zero. 

Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 66: Areas of Social Spending 
Concentration Curves 
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Figure 67: Areas of Social Spending 
Concentration Indices 

267. Social spending i s  progressive, and therefore reduces inequality. What i s  the impact of 
this “equalizing” impact? The last column of Table 126 indicates the change in the Gini 
coefficient as a consequence of social spending. The redistributional impact i s  computed as the 
product o f  the size of spending in proportion to consumption, and the degree o f  progressivity, 
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measured through the Kakwani progressivity index found in the table's second 
Aggregate public social spending implies a drop of 7 points in the Gini coefficient for the 
distribution o f  per capita consumption. In other words, while the Gini prior to PSS i s  45.9, the 
Gini after spending (and assuming proportional taxation) would be close to 39. Fifty-one percent 
o f  this redistributional impact comes from expenditures in education. 

268. In the lower portion, Table 126 reports the redistributional impact of PRS spending. 
Expenditures in these programs imply a 5.4 point drop in the Gini coefficient for the distribution 
o f  per capita consumption. Forty-three percent o f  this impact comes from education programs. 
This i s  followed in order of importance by rural development (19.6%), health (17.8%), and social 
assistance (17.6%) (See Figure-68). 

269. The classification o f  programs by 
sector hides some important differences. 
Within the area of education, for instance, 
spending on elementary education i s  pro-poor, 
while expenditures on university education has 
a pro-non-poor bias. Table 127 indicates the 
concentration indices for a wide range of social 
programs being implemented in Honduras. 
These indices, illustrated graphically in Figure 
69, indicate the average degree o f  focalization 
o f  each item. The programs most focused on 

Figure 68: Areas of Social Spending 
Kakwani Progressivity Indices 
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Source: Author's calculations based on data from the 2004 
LSMS 

the poor (among the programs analyzed) are the Proheco, Pralebah and Educatodos education 
programs, the P W ,  food programs, and the Healthy Schools program. The rural development 
programs also have a high degree of focalization, since they are geographically located in areas 
with high levels o f  poverty. 

Figure 69: Social Programs Concentration Indices 
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69 This i s  known as the Reynolds-Smolensky index. See Lambert (1993). 
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Table 127: Concentration, Progressivity and Redistributional Impact Indices By Program 

index for Index for SDendina (% of Consumption) Redistributional impact 
Concentration Prwressivitv PSE PRS PSE PRS -~ - ,  

(i) (ii) (iii) (iv) (V) (vi) 

Preschool Education -8.3 54.2 0.4 0.2 0.2 0.1 
Primary Education -17.1 63.0 2.9 1.5 1.6 1 .o 
Pralebah -45.2 91.1 0.0 0.0 0.0 0.0 
Proheco -54.3 100.1 0.5 0.5 0.5 0.5 
Educatodos -44.4 90.2 0.0 0.0 0.0 0.0 
Secondary Educ. 29.0 16.9 1.5 0.8 0.2 0.1 
Secondary Distance Educa. 18.3 27.5 0.0 0.0 0.0 0.0 
CEB -26.5 72.3 0.3 0.1 0.2 0.1 
Adults -22.8 68.6 0.0 0.0 0.0 0.0 
3a Cycle 22.2 23.7 0.0 0.2 0.0 0.0 
Transport Grant 50.6 -4.8 0.0 0.0 0.0 0.0 
Educ. Scholar. 11.1 34.8 0.0 0.1 0.0 0.0 
Private Education 67.9 -22.0 0.1 0.0 0.0 0.0 
Higher Education 70.2 -24.3 1.4 0.0 -0.3 0.0 

Consump. 45.9 
Education 

Health 
Hospitals 0.3 45.6 1.7 0.9 0.6 0.4 
immunizations -14.7 60.6 0.9 0.6 0.5 0.3 
Healthy Schools -41.2 87.1 0.0 0.1 0.0 0.1 
Medical Scholar. 73.3 -27.5 0.0 0.0 0.0 0.0 

Housing Programs 22.1 23.8 0.3 0.2 0.1 0.0 

Water: Maintenance 60.4 -14.6 0.1 0.1 0.0 0.0 
Water: Expansion -19.7 65.6 0.1 0.1 0.1 0.1 
Sanitation: Maintenance 54.1 -8.3 0.1 0.1 0.0 0.0 
Sanitation: Expansion 51.1 -5.3 0.1 0.1 0.0 0.0 

Electricity Subsidy 27.7 18.2 0.3 0.0 0.0 0.0 
Transport Subsidy 54.5 -8.7 0.1 0.0 0.0 0.0 
FHiS -9.1 55.0 0.9 0.9 0.5 0.5 
PRAF -47.0 92.9 0.5 0.3 0.5 0.3 
Rural Develop. -28.5 74.4 1.4 1.1 

Source: Author’s calculations based on data from the 2004 LSMS. 

Housing 

Water and Sanitation 

Social Assist. 
Food Programs -42.8 88.7 0.2 0.5 0.2 0.4 

270. Among the programs considered, half have a pro-non-poor bias (a positive concentration 
index), and half o f  these are regressive (a concentration index higher than the consumption 
index). Higher education programs, graduate scholarships, and subsidies to private education are 
most concentrated among the most affluent population. 

271, As explained previously, the redistributional impact of a program depends not only upon 
i t s  degree o f  focalization, but also on i t s  budgetary relevance. The final two columns of Table 
127 and Figure 70 and 10.14 present estimates o f  the redistributional impact o f  the main social 
programs. The Primary Education program has the greatest equalizing redistributional impact. I t  
i s  not only very much focalized on the poor, but i s  also important in budgetary terms. I t  i s  
followed in importance by the Hospital Medical Care program (not very focalized but important 
in budgetary terms), and the FHIS (not very large in spending terms but more focalized). At the 
other extreme, the public university program i s  the main “dis-equalizing” program in terms o f  i t s  
redistributional impact. 

Aggregate Fiscal Incidence and Simulations 

272. A complete study o f  social spending requires a distributional analysis o f  the sources of 
financing for spending, and of possible inefficiency in their management. Although both aspects 
are beyond the scope of this study, some simple simulations were conducted to measure their 
potential impact on the results. Table 128 summarizes the results for PSS and PRS spending. 
The Kakwani progressivity index for social sector spending i s  43.9. If the financing o f  these 
expenditures were neutral-in other words if taxation were proportional to consumption-then 
PSS would make the Gini for the distribution of per capita consumption drop from 45.9 to 39. 
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I Figure 70: PSS Social Programs 
Redistributional Impact Indicator 

Source: Author’s calculations based on data from the 2004 
LSMS. 

Figure 71: PRS Social Programs 
Redistributional Impact Indicator 

Source: Author’s calculations based on data from the 2004 
LSMS. 

273. I t  i s  possible that the Honduran tax system i s  relatively close to neutrality in distributional 
terms. State financing for public spending i s  supported by three types of taxes: Sales Tax or 
Value Added Tax (ISV), Excise Taxes, and Tax on Income and other assets (IR). Sales tax i s  
usually considered regressive. However, this regressivity i s  significantly attenuated by using 
consumption as a proxy for individual well being (in place o f  regular income), and when we also 
consider a series of tax deductions on essential consumer goods. In addition, excise taxes and 
especially taxes on income and assets add progressivity to the system. Gasparini and Montenegro 
(2004) found that the tax reform implemented in Honduras between 2002 and 2003 that affected 
the three types o f  taxation mentioned above, had a slightly progressive bias.” 

274. Table 128 considers two alternative scenarios to proportional taxation: one of slightly 
progressive taxes (a Kakwani index of 10, similar to that found by Gasparini and Montenegro, 
2004) and the other of slightly regressive taxation (Kakwani index of -10). Although the 
magnitudes would vary, PSS would be equalizing in both scenarios. In the more pessimistic 
scenario o f  regressive taxation, PSS would imply a drop in the Gini of more than 5 percentage 
points. 

275. Some funds never actually get utilized by the programs they are assigned to. These funds 
that are not used for their originally allocated purpose represent a sort o f  “leak” in the public 
benefit structure. Because o f  limited information, little i s  known about how many o f  these 
“leaks” are associated with corruption. I t  i s  particularly difficult to estimate their amount and 
who-at least who in terms o f  their location in the consumption scale-benefits from such leaks. 
In Table 128, two situations are simulated. In the first, the distribution of leakage i s  s imi lar  to the 
distribution o f  consumption, while in the second we assume that the beneficiaries o f  leaks are 
only found in Quintile 5. Simulations o f  leakages o f  lo%, 20% and 50% are assumed for both 
scenarios. Under the first hypothesis (distribution o f  leakage s imi la r  to consumption), assuming 

’ O  The reform was implemented through the following laws: the Financial Equilibrium and Social 
Protection Law (2002), the Tax Equity Law (2003), and the Public Finance Rationalization Law (2003). 
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inefficiencies o f  10% and proportional taxation, the Gini after social sector spending would be 
39.7, which would imply a drop o f  6.1 points in relation to the original Gini, rather than 6.8 
points without leakage. The most extreme case presented in the table would be 50% leakage that 
only benefits the 5'h Quintile. If this were the case, the redistributional impact o f  social sector 
spending would be less than one point. Ultimately, this would mean that society i s  making an 
enormous effort to finance social spending, with only modest distributional impact. 

Table 128: Impact of  Social Spending on Distributional Inequality 
PSE 

Value Difference 
45.9 Pre PSE Gini for consumption 

Progressivity Indices (Kakwani) 
Public Social Expenditure 43.9 
Proportional Taxes 0.0 
Progressive Taxes 10.0 
Regressive Taxes -10.0 
PSE in social sectorstconsumption 15.5 

Post-PSE Gini for consumption 
1. financed with proportional taxes 39.0 -6.8 
2. financed with progressive taxes 37.5 -8.4 
3. financed with regressive taxes 40.6 -5.3 

Post-PSE Gini for consumption (proportional taxes) 
"Leakage Hypothesis" 1 

1. 10% leakage 39.7 -6.1 
2. 20% leakage 40.4 -5.5 
3. 50% leakage 42.4 -3.4 

2. 20% leakage 41.4 -4.4 
3. 50% leakaqe 45.1 -0.8 

"Leakage Hypothesis" 2 
1. 10% leakage 40.2 -5.6 

PRS 
Value Difference 
45.9 Pre-PRS spending Gini for Consumption 

Progressivity Indices (Kakwani) 
PRS Spending 55.3 
Proportional taxes 0.0 
Progressive taxes 10.0 
Regressive taxes -10.0 
PRS Spendingkonsumption 9.8 

Post-PRS spending Gini for consumption 
1. financed with proportional taxes 40.4 -5.4 

3. financed with reqressive taxes 41.4 -4.4 

1. 10% leakage 41.0 -4.9 
2. 20% leakage 41.5 -4.3 

2. financed with progressive taxes 39.5 -6.4 

Post-PRS Spending Gini for consumption (proportional taxes) 
"Leakage Hypothesis" 1 

3. 50% leakage 43.1 -2.7 

1. 10% leakage 41.3 -4.6 
"Leakage Hypothesis" 2 

2.20% leakage 42.2 -3.7 
3. 50% leakage 44.8 -1.1 

Source: Author's calculations based on data from the 2004 LSMS. 

276. Table 129 contains some very simple simulations of the potential redistributional impact 
of specific political changes. Political decisions should result from considering a large variety o f  
economic, social and ethical issues, and from a realistic appraisal of a series o f  limitations or 
constraints. Table 129 contributes to the political debate by estimating the redistributional impact 
of certain measures. The table i s  only intended to be illustrative, and prudence should be used in 
i t s  interpretation. For example, i t should be kept in mind that the relative difficulty in achieving 
the goals of the 8 simulations could be very different. 
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Table 129: Impact of  Social Spending on Distributional Inequality 
Alternative Scenarios 

PSE 

Gini Variation 
Pre-taxes Gini 45.9 
Post-taxes Gini 41.4 -4.4 
(with proportional taxes and inefficiency " 2  of 20%) 
Simulations 

1. Progressive taxes 39.9 -1.6 
2. Without inefficiency 39.0 -2.4 
3. 10% higher spending 38.4 -3.1 
4. Focalized spending: Education 39.5 -1.9 
5. Focalized spending: Health Care 40.2 -1.3 

8. Focalized Social Expenditure 37.1 -4.4 

6. Focalized spending: Social Assistance 40.8 -0.7 
7. Focalized spending: Housing, Water and Sanitation 40.9 -0.5 

DDC 

Pre-taxes Gini 45.9 
Post-taxes Gini 42.2 -3.7 
(with proportional taxes and inefficiency " 2  of 20%) 
Simulations 

1. Progressive taxes 41.2 -1 .o 
2. Without inefficiency 39.0 -3.1 
3. 10% higher spending 39.9 -2.3 
4. Focalized spending: Education 40.7 -1.5 
5. Focalized spending: Health Care 41.5 -0.6 
6. Focalized spending: Social Assistance 41.8 -0.4 
7. Focalized spending: Housing, Water and Sanitation 41.7 -0.5 
8. Focalized Social Expenditure 39.3 -2.9 
Source: Author's calculations based on data from the 2004 LSMS. 

277. We begin with a 41.4 Cjini coefficient for the distribution of household per capita 
consumption (after social spending, assuming proportional taxation and 20% inefficiency). If the 
Honduran tax system were to become progressive (with a Kakwani index o f  lo), a 1.6 point 
reduction of the Gini could be expected. If leakages could be eliminated, the Gini could decrease 
from 41.4 to 39, in other words an important 2.4 point drop in the Gini. If public spending were 
to increase by 10% with a marginal incidence s i m i l a r  to the average incidence calculated in this 
study, the Gini would drop 3.1 points. This effect should be weighed against the potential 
negative impact that a tax increase would have on the level o f  economic activity (and therefore on 
poverty and possibly inequality). 

278. Points 4-7 simulate situations with more focalized spending in education, health, social 
assistance, and housing, water, and sanitation. In all cases, and in order to facilitate the exercise, 
we assumed that spending was entirely focused on Quintiles 1-3, l imiting spending assignments 
to the most disadvantaged 60% of  the population. The total focalization o f  spending in education 
on these strata would imply a 1.9 point drop in the Gini. In the case o f  health, the reduction 
would be 1.3 points. The impact o f  a greater focalization o f  PSS social assistance programs 
would be somewhat less (0.7 points), although it would be significant in quantitative terms given 
that these are theoretically focalized programs (unlike education or health, which are generally 
universal). The focalization o f  spending in the areas of housing, water and sanitation would have 
a 0.5 point impact on the Gini. Total focalization of social spending would have a considerable 
distributional impact (a 4.4 point reduction of the Gini in the case o f  PSS and 2.9 points in the 
case of PRS spending). 
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11. POLICY RECOMMENDATIONS 

279. Both Honduran society and the international community are engaged in efforts to finance 
a broad range o f  public programs whose intention i s  improving the standard o f  l iv ing o f  
Hondurans, particularly the most impoverished. This study helps to evaluate the coverage o f  
these programs, and their degree o f  focalization. In particular, micro data f rom the recent 2004 
L i v ing  Standards Measurement Study (LSMS) was used to identify the direct beneficiaries o f  
public programs pertaining to Public Social Spending (PSS), and o f  those programs linked to the 
Poverty Reduction Strategy (PRS). 

280. We conclude that PSS in Honduras does not have a pro-poor bias. The different 
economic strata o f  Honduran society essentially benefit uniformly f rom public spending 
programs. This i s  the consequence o f  the coexistence o f  programs that have very varied 
focalization. Whi le the benefits o f  some programs are focused on the poorest strata, others, in 
contrast, benefit the non-poor to a greater extent (at least directly). This study provides estimates 
o f  the degree to which each program i s  focalized. 

281. One o f  the main roles of policymakers i s  to allocate a l imited budget amongst a multitude 
o f  options. These assignments should be guided by economic efficiency and distributional 
equity. This study provides a series o f  results that can assist rational and informed decision- 
making about the budgetary assignments to different programs. In the debate on social spending, 
knowing who benefits f rom this spending i s  fundamental. The study provides estimates o f  the 
direct impact o f  the main social programs being implemented in Honduras today. 

282. This study finds a low level o f  focalization in many programs. In fact, aggregate PSS i s  
not pro-poor, and PRS spending has a relatively l o w  level o f  focalization. Almost 46% o f  PRS- 
related expenditures benefit people who are not considered poor. The evidence in this study 
indicates that there i s  sufficient margin for  significantly increasing the degree to which social 
spending i s  focalized, whether through budgetary allocations to more focalized programs, or 
reassigning the budget of specific program areas to poorer beneficiaries, or through extending the 
network o f  social programs-currently l imited b y  the l ow  coverage o f  numerous programs-to 
lower income sectors. 
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5. SHOULD TRANSFERS TARGET HOUSEHOLDS? 
Evidence from a Conditional Cash Transfer in Honduras 

Pedro Olinto, Joseph Shapiro, and Emmanuel Skoufias7’ 

ABSTRACT 

Many cash transfers identify beneficiaries using both geographic and household 
targeting. We simulate the welfare and efficiency gains of adding household targeting 
to the Family Allowances Program in Honduras, which used only geographic 
targeting to select beneficiaries. B y  denying transfers to the wealthy and increasing 
the size of transfers for the poor, household targeting could decrease the budget of 
this program by 5-10 percent without affecting i t s  welfare impact. Although these 
potential gains serve as an economic argument for household targeting, the political 
economy disadvantages of household targeting suggest that it may be unadvisable for 
this program.7273 

1. How can a government inexpensively but accurately identify who i s  poor? Some 
policymakers seek to ensure that programs for fighting poverty - food stamps, training, school 
breakfasts - reach the poorest people who wi l l  most benefit from those programs. An annual census 
of potential beneficiaries with detailed questions on income and verification of reported answers 
would identify the poorest potential beneficiaries but at prohibitive cost. Generally, some portion o f  a 
budget to be distributed to poor people i s  spent on obtaining information about who i s  poor. The 
challenge for policymakers i s  ensure that the budget reaches poor people while minimizing the cost of 
obtaining information about who i s  poor. 

2. Akerlof (1978) described this as an issue o f  tagging and more recent work describes it as a 
problem of targeting. Generally, targeting involves identifying observable factors that allow an 
analyst to infer a household’s income. Two methods dominate practice. Geographic targeting 
involves offering a transfer to all residents o f  communities, counties, or other areas identified as poor. 
Under pure geographic targeting, a wealthy resident o f  a poor community i s  eligible to receive a 
program’s benefits while a poor resident o f  a wealthy community i s  not. Household targeting involves 
observing household-specific factors which correlate with income and allow analysts to decide 
whether each household i s  eligible for a program. Many programs combine the two methods. 

3. We study the targeting o f  the Family Allowances Program (PRAF) in Honduras. PRAF gives 
small cash transfers to households, contingent on children attending school and mothers attending 
health checkups. Three reasons make PRAF merit interest for studying targeting. First, PRAF offered 
benefits to all residents of 40 poor and rural municipalities so i t s  targeting was exclusively 
geographic. Most other prominent conditional cash transfers combine geographic and household 
targeting or exclusively use household targeting. Second, PRAF’S design caused self-selection of rich 
people out of the program, allowing us  to see whether combining household targeting with self- 
selection of rich households out o f  the program can improve welfare. Third, PRAF operated in the 
poorest areas of Honduras, already a poor country. This geographic restriction challenges household 
targeting. While household characteristics might identify poor households within an entire country, it 

~ 
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would be more difficult for household characteristics to identify which households are slightly more 
poor in a municipality where most households are poor. 

4. We consider two questions. First, can household targeting within these poor municipalities 
effectively identify the few households which are not poor? Three-fourths of households in these 40 
municipalities had incomes below the poverty line, so the empirical challenge i s  to find verifiable and 
observable factors which identify the remaining fourth of households. Second, when does investing in 
targeting increase social welfare? Honduras i s  an extremely poor country, and with sufficient 
investment in household targeting i t  might effectively identify poor households. We want to identify 
an efficient level of investment in targeting for Honduras. We answer these questions for PRAF but use 
methodology that can be applied generally. 

5. To answer the first question, we design a proxy-means test and measure i t s  performance in 
identifying poor households. A proxy-means test entails obtaining information on a few verifiable 
characteristics of potential beneficiary households, using a household survey to measure the 
association of those factors with poverty, then predicting based on the obtained information whether 
each household i s  poor. 

6. To answer the second question, we measure the benefits from targeting. We first estimate the 
social welfare gain from distribution of PRAF’S budget according to the geographic targeting that 
PRAF actually used. We then identify the amount of transfer budget which would be required to 
achieve the same social welfare gain if PRAF had used an improved targeting system. If a transfer 
given to the indigent generates more social welfare than a transfer given to the affluent, then for a 
given level of social welfare impact, a transfer which i s  retargeted to give a greater portion of i t s  
benefits to poor people w i l l  require a smaller budget than the original transfer did. The difference 
between the original budget and the estimated smaller budget i s  the monetary value of the benefit 
from targeting. As long as the benefit from targeting exceeds the cost o f  targeting, governments can 
efficiently invest in targeting. 

7. We find that some investment in targeting for a program like PRAF increases welfare. A 
simple proxy means test which denies benefits to households predicted to have incomes above the 
poverty l ine can create significant welfare benefits by giving larger transfers to poorer households. 
Since this test can be generated through an already-existing census used to identify potential 
beneficiaries, it would require little additional cost. 

8. But adding household targeting to PRAF may be unadvisable. Even a sophisticated targeting 
system wi l l  deny transfers to some poor households. A program like PRAF survives for political 
reasons: PRAF beneficiaries vote, and political sponsors o f  PRAF would benefit if Hondurans saw PRAF 
as a fair and effective program. The threat to the existence o f  PRAF from denying transfers to 
households within beneficiary municipalities may outweigh the small welfare gains that household 
targeting would produce. 

9. We proceed by describing PRAF’S goals and operating details. Section 3 discusses the panel 
data used in the study, and Section 4 describes methods for valuing targeting. Section 5 presents 
results o f  valuing PRAF’s targeting, and Section 6 concludes. 

2. THE FAMILY ALLOWANCES PROGRAM IN HONDURAS 

10. Honduras i s  one o f  Latin America’s poorest countries, with about 7 mill ion residents, GNI per 
capita of US$ 900 and total GNI of US$ 6 billion in 2000. In 2001, 30 percent o f  Honduran children 
were malnourished (weight-for-age) and 43 of every 1,000 live born children died before age five. 
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Half of Hondurans live in rural areas, although this proportion decreases by a percentage point 
annually (WDI 2005). 

11. Honduras created PRAF in 1990 as a short-term o f  cash payments and revised the program in 
1998 to focus on improving the health and education o f  poor Honduran children in rural areas. The 
revised PRAF has six objectives: to increase demand for education; to encourage the community that 
surrounds a school to participate in the learning of children in that school; to make available sufficient 
money for households to consume an adequate diet; to promote demand for and access to health 
services for pregnant women, nursing mothers, and children younger than 36 months; and to ensure 
timely and suitable health care. In short, while PRAF began as a short-term means o f  alleviating 
poverty, i t s  revisions focus on eliminating the root causes o f  poverty (Glewwe and Olinto 2004). 

12. In October 1999, the government o f  Honduras identified the 70 Honduran municipalities with 
the greatest rates of child malnutrition. Those 70 municipalities were stratified into five groups o f  14 
municipalities each. From each stratum, the government randomly selected 8 municipalities to receive 
PRAF transfers and the other 6 municipalities in each stratum remained as a control group. Within the 
40 selected municipalities, all households were eligible and authorities expected that demographics 
and self-selection would determine which households participated. While this experimental design o f  
excluding 30 randomly picked municipalities has facilitated experimental evaluation (Glewwe and 
Olinto 2004), we focus only on the 40 municipalities which received PRAF transfers. 

13. In 2000, PRAF offered transfers to all households that qualified according to their 
demographics; the program enforced no conditionality requirements in the f i r s t  year. In February 
2001 and 2002, PRAF verified that students had enrolled in school but did not enforce the health 
conditionality. Table 1 describes the precise amounts and conditions of these benefits. Each education 
voucher was worth a nominal L s /  960 per year, up to a maximum of  three per family, and each health 
voucher was worth a nominal L s /  550 per year, up to a maximum of two per family. 

Table 1: Eligibility for PRAF payments. 
Component Eligible Conditionality Maximum Annual amount 

benefits per (2002 Lempiras) 
household 

demographic number of per benefit 

Pregnant women 
and mothers o f  
children under 

three years o f  age 

Mother must visit a 
health clinic every 

month 
Two 550 Maternal health 

and nutrition 

Children ages 6- 12 
I 

Three enrolled in grades Must have enrolled 
1-4 o f  primary before March Education 960 

school 
Source: UCP and IFPRI 2000. 
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3. DATA 

14. The study uses two datasets that constitute a panel. The f i rs t  i s  the Human Development 
Survey 2000 (EDH 2000), which contains rich information on housing, education, health, 
employment, consumption, and other family and community characteristics. The EDH 2000 data were 
collected from 5,748 households in 70 municipalities between August and December 2000-in many 
households, before the year 2000 PRAF benefits were distributed. To select the 70 municipalities, 
authorities ranked height-for-age z-scores o f  children entering first grade and picked the 70 
municipalities with the greatest rates o f  stunting. To select interviewees, surveyors selected eight 
clusters from each of the 70 municipalities and 10 dwellings from each cluster. 

15. The second data source i s  EDH 2002, which has data on interviews with 92 percent of the 
original 5,748 households. These data were collected between May and August 2002 and contain 
information on receipt of 2000 and 2001 PRAF vouchers. The 2002 vouchers were distributed in the 
same months that the 2002 survey was carried out, so these data offer an incomplete picture o f  PRAF 
in 2002. Due to marriage, divorce, or other reasons, about 619 households divided between 2000 and 
2002. We count them as unified households in 2000 but separate households in 2002. 

16. 
of income required to purchase a nutritionally adequate basket of food items (UCP and IWRI 2000). 

In both years, we use a per capita poverty l ine o f  L s  7,493.74 This line represents the amount 

17. Since the 2000 and 2002 surveys were conducted before many households received PRAF 
benefits for those years, we use year 2002 questions on receipt of PRAF benefits in 2000 and 2001 to 
identify beneficiaries. To estimate the magnitude of PRAF benefits for self-declared recipients, we use 
demographics from EDH 2000 to estimate benefits for 2000 and use recall questions on pregnancy, 
child death, and child age in EDH 2002 to estimate benefits for 2001 (See Appendix 1). In short, we 
use reported data on PRAF participation and demographics but imputed values to estimate PRAF 
transfer amounts. 

18. Table 2 compares the number of PRAF vouchers we estimate that each household should have 
received to the number the household reported receiving. Correlation o f  the estimates i s  high but not 
perfect. For every case but the nutrition and maternal health benefits in 2000, we find only 2 percent 
o f  beneficiaries who said they received PRAF benefits but who, according to reported demographics, 
should not have been eligible. A more notable difference i s  that, according to reported demographics, 
40-60 percent o f  households should have received two nutrition vouchers but only 16-17 percent of 
households reported having received both vouchers. The difference arises principally because PRAF 
gave beneficiaries one a single payment for all the household’s combined benefits and PRAF staff did 
not te l l  beneficiaries how many benefits their PRAF payments represented, so households may not 
know the number of benefits that each payment represents. Less important reasons for the difference 
may be that PRAF did not update records to reflect new births and pregnancies, or that recall questions 
for pregnancies can elicit inaccurate responses. About one-third fewer households received PRAF 
payments in 2000 than in 2001. Recall or reporting error in 2002 may be the primary explanation for 
the difference. While this imputation i s  an imperfect estimation of PRAF’ s distribution o f  benefits, it 
offers a realistic simulation of PRAF targeting and a clear means to identify which households decided 
to participate in PRAF. 

74 We present all currency amounts in 2002 Lempiras. IMF (2004) reports an inflation factor between October 
2000 and June-July 2002, the median months of  the two household surveys, of  1.16. WDI (2005) reports a 2002 
market exchange rate of 16.43 Ls/$ and a 2002 purchasing power parity exchange rate of 6.12 Ls/$ (WDI 
2005). 
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Table 2: Reported and calculated PRAF benefits, 2000-2001 
2000 2001 

Number of Number of Number of Number of 
reported calculated reported calculated 
benefits benefits benefits benefits 

Education 
0 
1 
2 
3 
Total 

0.0% 1.8% 0.0% 2.0% 
52.4% 18.7% 47.9% 39.6% 
36.3% 38.9% 39.0% 40.6% 
11.3% 40.6% 13.1% 17.8% 
100% 100% 100% 100% 

N(househo1ds) 980 982 1,479 1,492 

Nutrition 
0 
1 
2 
Total 

0.0% 10.9% 0.0% 2.3% 
83.1% 54.3% 84.2% 38.9% 
16.9% 34.8% 15.8% 58.8% 
100% 100% 100% 100% 

N(househo1ds) 7nn 703 1.166 1.172 
Source: PRAF data for 2000 and 2002. Includes only households in targeted municipalities who said they 
received the listed benefit in the listed year. Percentages weighted by household size. Calculated benefits 
includes households which reported receiving PRAF benefits in a year but did not report how many benefits; 
reported benefits do not include these households. 

19. Reported participation corresponds closely with PW’S declared selection of 40 targeted 
municipalities and 30 control municipalities, as only 1-3 percent o f  residents of control municipalities 
reported having received PRAF payments (Table 3). In targeted municipalities in 2001, 42 percent of 
all individuals - including individuals who were ineligible according to demographics - lived in 
households that received nutrition and maternal health payments and 58 percent of all individuals 
lived in households that received education payments. 

Table 3: Portion of households that report participation in PRAF, 2000-2001 
2000 2001 

Targeted Non-targeted Targeted Non-targeted 
municipalities municipalities municipalities municipalities 

All households 

Receive nutrition payment 29.2% 0.7% 41.9% 0.6% 

N( households) 2,725 2,056 3,196 2,386 
Households eligible for nutrition Payment 

Receive education payment 45.0% 2.6% 57.8% 1.2% 

Receive nutrition payment 44.0% 0.7% 63.7% 0.8% 
N(househo1ds) 1,428 1,007 1,809 1,277 
Households eligible for education payment 

Receive education payment 58.9% 3.6% 86.8% 1.8% 
N (  households) 1,693 1,241 1,703 1,132 

Source: PRAF data for 2000 and 2002. Percentages weighted by household size. Eligibility defined according to reported demographics; see 
Annex 1. 
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4. VALUING TARGETING 

20. Two reasons cause us to measure the effectiveness o f  a targeting system. First, we hope to 
compare geographic and household targeting. Second, we want to select the questions that generate a 
good proxy means test. That selection thus requires some means o f  measuring targeting effectiveness. 

21. Most methods of measuring targeting effectiveness proceed from the assumption that a dollar 
transferred to a poorer household i s  preferable to a dollar transferred to a wealthier household. 
Among the most widely used methods of measuring targeting effectiveness are measurement o f  
impact on poverty and measurement of targeting errors like undercoverage and leakage. Impact on 
poverty measures the poverty headcount, poverty gap, or poverty severity before and after receiving 
the transfer. Undercoverage measures the portion of poor people that do not receive transfers, and 
leakage measures the portion of transfer beneficiaries that are non-poor. A disadvantage of these 
approaches i s  that they give equal treatment to any transfers received by households above the 
poverty line. B y  our single assumption, a program which gives transfers to households just above the 
poverty l ine should be preferred to a program which gives transfers to a country’s wealthiest 
household. Undercoverage and leakage indices do not distinguish between households near and far 
from the poverty line. Poverty statistics using a poverty l ine at the top of the income distribution can 
be sensitive to these distribution factors, but such a high line coheres little with the idea o f  poverty as 
depravation. 

22. The distributional characteristic, a benefit-cost statistic used in writing on optimal taxation 
(see Newbery and Stem 1989, Amhad and Stern 1991, and Coady and Skoufias 2004) offers some 
advantages over these indices. Estimating the social value o f  marginal income requires a society to 
decide how it should weight additional income for poor households against additional income for 
wealthy households. Any such judgment involves specifying a function f relating the social value o f  
marginal household income, p’, to household income, yh: 

P=ffyh) 

23. 
welfare weights: 

Following Coady and Skoufias (2004), to specify this relation, we use Atkinson’s (1970) 

- p’ - 
f?/yhY 

24. where yh denotes the income of a reference household - for simplicity, a household on the 
poverty line - and E measures aversion to inequality, or equivalently, E measures social value for the 
marginal income o f  poor households relative to social value for the marginal income o f  wealthy 
households. Concern for inequality increases sharply with E. Consider a monthly poverty l ine o f  
$1,000. With E =0, a dollar given to a household with monthly income y=25O and a dollar given to a 
household with monthly income y=I,OOO generate equal improvements in social welfare. With el, 
one dollar given to a household with income y=25O and four dollars given to a household with 
income y =1,OOO generate equal improvements in social welfare. With ~ 2 ,  a dollar given to a 
household with income y =25O and sixteen dollars given to a household with income y=1OOO 
generate equal improvements in social welfare. 

25. Figure 1 depicts the relation between household consumption and the beta welfare weight for 
each household in the 2002 EDH dataset for epsilon values o f  0.5 and 2.0; the vertical l ine represents 
the poverty line, where households have P=l. The critical observation i s  that higher values o f  epsilon 
have exponentially greater sensitivity to inequality. Hence, ~ = 2  focuses far more on transfers received 
by the poorest households than GI does. 
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26. To aggregate the social value of a 
household’s marginal income to the social value o f  a I Figure 1: Welfare weights for Honduran 
transfer, we follow Coady and Skoufias (2004) in 
beginning with a general welfare function, 
differentiating it with respect to transfer income, 
then expressing the result as a ratio o f  social welfare 
benefit versus transfer income. The result i s  a 
modified version of the “distributional 
characteristic,” a benefit-cost statistic used in 

households in 2002 
I 
I 
~ 

i 
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- writing on optimal taxation (see Newbery and Stern 

1989 and Ahmad and Stern 1991). 

27. We begin with a social planner-a 
benevolent decision-maker whose level of utility L 
i s  identical to a society’s level o f  social welfare. The planner selects the transfer t that each household 
h receives so as to maximize L: 

Max L = 
W( ..., Vh(p,rnh),.. .)+A(B-&th) 

where W(.) i s  the planner’s utility function, or equivalently the society’s social welfare function, vh(.) 
i s  the indirect utility function o f  household h, q i s  a vector of prices facing the household, n i s  the 
number of households, A i s  the mean social value o f  extra government revenue, and th i s  the 
household’s income from the transfer. The derivative o f  equation (1) shows the marginal social value 
o f  the transfer: 

(2) 
where @ represents the marginal social value of a transfer to household h. In equation (2), the term 
Z@t“ represents the additional units o f  social welfare generated by the transfer, and the term nth i s  the 
social cost of the transfer due to i t s  required taxation. The ratio of those two terms, then, with welfare 
weights normalized so 1 = Z ,  gives a benefit-cost ratio for a transferj: 

2 ,  I = h=l = Cpheh 
t f h  h=l 

h=l 

where d‘ i s  the portion of the budget of the transferj that household h receives. This h i s  a modified 
version of the distributional characteristic. 
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28. Equation (5) suggests one interpretation: A, or the distributional characteristic index (DCI), i s  
the weighted mean of /3 among beneficiaries, where the mean i s  weighted by the proportion of the 
transfer budget that each beneficiary receives (Skoufias and Coady 2004). If all households in a 
county received evenly sized transfers from program j ,  then ,Ij would be the average beta of all 
households in the economy. I f  selected households in a country received evenly sized transfers, then h 
for that transfer program would be the beta of the beneficiary with median income. Most directly, h i s  
the number o f  social welfare units generated per dollar distributed through the transfer program. 

To value 
targeting in dollars, we can simplify equation (2) as follows: 

dWJB, 
where dW represents the change in social welfare attributable to a transfer of budget B, targeted using 
system t .  Consider two targeting systems c and d, where A, > Ad, so c implies more effective targeting 
than d does. The marginal welfare contribution of the poorly targeted transfer i s  dWd = &Bd. Suppose 
that we want to estimate the budget B,* that would be required to achieve the social welfare 
contribution dWd if transfer d had used the improved targeting system c. Since I-, > Ad Bc*<Bd, we 
know that 

B,* = dW,* 

- - A, 

/ 1, 
so we simply have to solve 

A,B,* = Ad 

Bd 
giving the ratio 

Ad / ,Ic = 
B,* B~ 

29. So for two transfers c and d, the ratio &/R,is the portion o f  the budget B, that could be saved 
while achieving a fixed level o f  social welfare. Equivalently, we know that for an ineffective targeting 
system d, by changing to the improved targeting c, we can save the budget (Ac /Ad)Bd. This derivation 
allows valuation o f  targeting changes in dollars rather than units o f  social welfare. 

5. HOUSEHOLD TARGETING AND PFUF 

30. Figures 2-3 show density estimates of real consumption in Honduras relative to the poverty 
line using an epanechnikov kernel with bandwidth selected to balance variance and smoothing. Both 
years suggest a generally lognormal distribution with mean consumption near but below the poverty 
line. Targeting errors near the poverty line, then, wi l l  affect a large number o f  households. It appears 
that consumption decreased during the 2000-2002 period for several possible reasons. Whi le  
Honduras had increases in GNI per capita during these two years (WDI 2005), i t  i s  possible that these 
40 municipalities did not. Also, prices may have increased less in these municipalities than in the rest 
of the country, so by using national inflation data we may overinflate the 2000 consumption 
estimates. Finally, in 2001 there were more individuals with consumption above the mode than there 
were in 2000, so the dispersion o f  consumption may have changed between years. 
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7igure 2: Distribution of consumption in 2000 Figure 3: Distribution of consumption in 2001 

L 
Natural lag dpe!capna annual c o n r u r n ~ ~ o n  in Lempiras 

l2 

3 1. To depict self-selection and participation in PRAF, we use a non-parametric Fan (1992) local 
linear regression, with similar properties to kernel estimation but more consistent estimation at 
boundaries and discontinuities (Fan 1992). Both education and health participation suggest that 
income had a greater effect on participation in 2001 than in 2000. This may also be due to 
underestimation of 2000 participation in recall questions. For both benefits, the poorest eligible 
households had a 70 percent likelihood of participating while the wealthiest households had only a 20 
percent likelihood of participating. When the benefits are pooled, 80 percent of the poorest 
households that were eligible for participation in at least one PRAF component participated in the 
program. While the smoothed graphs suggest no discontinuities, participation does seem to drop most 
rapidly in the top quintile of the income distribution. 
32. To design household targeting, we select eight survey questions for predicting consumption 
that other studies suggest to correlate with consumption and that in regressions including numerous 
variables appear to effectively predict Honduran consumption. We select survey questions rather than 
individual variables, so a question such as, “What are your walls made of?” can create 7 indicator 
variables as response. Table 4 presents mean values and standard deviations for the eight selected 
questions. Most households have a teju de burro roof, though about a quarter have zinc sheets and a 
few have palm. Most dwellings have adobe walls but few are made of trash, cane, or buhureque. On 
average households have four people per room, and 80 percent of these households have no 
electricity. Households have an average of 4 pans. A majority o f  households have a strainer or corn 
grinder but few households have gas or oi l  lamps. 

Table 4: Means of values in selected proxy means tests, 2000-2001 
2000 2001 

Max. number of questions in PMT Mean SD Mean SD 

(Reference: Cement) 
Roof: teja de barro 0.70 0.46 0.68 0.46 

Roof: lamina de zinc 0.22 0.41 0.25 0.43 

Roof: palmdpaja 0.04 0.19 0.01 0.11 

Roof lata 0.00 0.05 0.00 0.02 

Roof: others 0.01 0.10 0.03 0.16 

(Reference: stone) 
Walls: adobe 0.63 0.48 0.67 0.47 

Walls: wood 0.05 0.22 0.04 0.19 

Walls: bahareque 0.00 0.02 0.21 0.41 
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Walls: vara/ca?a 

Walls: desechos 

Walls: other 

Crowding index 

0.22 0.41 0.01 0.12 

0.02 0.15 0.00 0.05 

0.00 0.04 0.00 0.05 

4.06 2.53 3.81 2.47 

(Reference: no electriciry) 

Electricity from ENEE 0.16 0.36 0.18 0.38 

Electricity from muni. 0.00 0.03 0.00 0.03 

Electricity from private, solar panels 0.01 0.12 0.02 0.13 

Ollas 4.06 3.17 4.34 2.98 

Strainers 

Corn grinders 

0.76 0.70 0.71 0.76 

0.83 0.43 0.82 0.43 

Oil/gas lamp 0.07 0.28 0.07 0.28 

N(Househo1ds) 2,725 2,725 3,196 3,196 
Source: EDH 2000 and 2002. 
Notes: Crowding index i s  number o f  people in the household divided by number o f  rooms the household occupies. 

33. In constructing proxy means tests, we regress consumption on each o f  the 252 possible 
combinations o f  these eight variables then select the combinations that produce the greatest 
distributional characteristic, using ~ 0 . 5 .  We then offer transfers to each household which 
participated in PRAF and had predicted consumption below the poverty line.75 Table 5 presents results 
by maximum number of questions included in the regression. If only one variable i s  used to predict 
consumption, using the crowding index produces a prediction o f  consumption that, when used in 
combination with PRAF participation, generates the greatest distributional characteristic. Each 
additional household resident i s  associated with an 11 percent decrease in per capita consumption, 
though that shrinks to 8 percent when other controls are included in the regression. A household’s 
source of electricity also effectively predicts which households are poor. Households assets - lamps, 
pans, corn grinders, and blenders - are important but less effective predictors. While walls are also 
important, considering a dwelling’s roof material never improves targeting. I t  i s  worth noting that 
selecting the regressions that produce the greatest distributional characteristic differs from 
maximizing the explanatory power of the regression - the R-squared of these regressions increases as 
questions are added only up to the fifth question and then drops. 

34. Without receiving the PRAF transfers, 69 percent o f  residents in 2000 and 77 percent in 2002 
would have been poor. The geographic targeting that PRAF actually used distributed 3 to 3.5 mill ion 
Lempiras to the sampled households in each year, pushing down the poverty headcount by a 
percentage point and the poverty gap and severity indices by two percentage points. These data 
suggest that geographic targeting covered 55 percent of all residents in 2000 but 72 percent of all 
residents in 2001. The difference may be due to recall bias in describing 2000 participation. The 
geographic targeting produced a distributional characteristic o f  1.45. As one would expect, since a 
majority of these municipalities were poor and since wealthier individuals self-selected out o f  the 
program, the program predominantly targeted beneficiaries below the poverty line. Targeting 
appeared to be more effective in 2001 than in 2000, which corresponds with the Fan graphs showing 
more abrupt self-selection out of the program by wealthy people in 2001 than in 2000. 

75 Varying the eligibility cutoff for predicted income in designing the proxy means test changes the test and 
hence changes the simulation. Results for eligibility cutoffs of 0.5 or 1.5 times the official poverty line are 
qualitatively similar to results outlined here. Results available from the authors upon request. 
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35. To simulate the effects of introducing household targeting, we apply the eight proxy means 
tests to this coverage. These tests can only decrease and not increase coverage: under geographic 
targeting in 2001, all households were eligible to participate but only 72 percent did. We use the 
proxy means test to predict which of these 72 households had incomes below the poverty l ine and 
exclude all other households from receiving transfers. Using only one question in 2001 decreased 
coverage to 60 percent, increased undercoverage by 8 percentage points, but decreased leakage by 
seven percentage points. Overall, introducing a one-question proxy means test increased the 
distributional characteristic. The increase was greater for higher values of epsilon, suggesting that 
even a one-question proxy means test ensured that the very poorest possible beneficiaries received the 
transfer. Just under half o f  the savings from introducing this one question came from poor 
households. Adding more questions has little simulated effect until the fifth question, which slightly 
increases coverage and decreases the portion o f  budget savings coming from the poor. In 2000, the 
social welfare improvements were less abrupt but results were s im i la r .  A t  first, coverage decreased by 
six percentage points and undercoverage increased by four percentage points. As more questions were 
added, targeting improved. 

36. We consider two methods of combining geographic and household targeting. The first offers 
PRAF to all residents of the poorer villages (aldeas) where survey data indicate that over 80 percent o f  
residents have incomes below the poverty line. Residents of less poor villages are eligible only if a 
four-question proxy means test suggests them to be eligible. Municipalities in Honduras generally 
have one population center (cabecera municipal) and other outlying areas. Our second combination 
of geographic and household targeting offers PRAF transfers to all residents o f  outlying areas but uses 
the same four-question proxy means test to identify eligible residents in the population center. 

Table 5: Regressions to create proxy means tests, 2000 

Max. number of 

Roof material (never included) 

questions in PMT 1 .oo 2.00 3.00 4.00 5.00 6.00 7.00 8.00 

Walls: adobe 

Walls: wood 

Walls: panelit 

Walls: bahareque 

Walls: canes 

Walls: trash 

Crowding index 

Electricity: from ENEE 

Electricity: from 
municipality 

-0.40 

47.57) 

-0.5 1 

-(7.12) 

-0.64 

-( 12.16) 

-0.57 

-(9.75) 

-0.71 

-(8.37) 

-0.53 

-(4.38) 

-0.11 -0.08 -0.08 

-(20.52) -(17.53) -(17.41) 

0.56 0.44 0.30 0.29 

(13.44) (10.82) (8.2) (7.29) 

-0.18 -0.02 -0.1 1 -0.12 

-(2.62) -(.22) -(.87) -(.86) 

-0.27 

-(6.01) 

-0.30 

-(4.75) 

-0.26 

-(4.51) 

-0.28 

-(5.47) 

-0.40 

-(5.38) 

-0.36 

-(3.71) 

-0.08 

-(16.33) 

0.24 

(6.61) 

0.02 

(. 13) 

-0.27 

-(5.94) 

-0.30 

-(4.7) 

-0.30 

-(4.62) 

-0.28 

-(5.42) 

-0.40 

-(5.39) 

-0.36 

-(3.64) 

-0.08 

-(16.2) 

0.22 

(5.76) 

0.02 

(. 12) 

-0.21 

45.94) 

-0.30 

-(4.7) 

-0.30 

-(4.62) 

-0.28 

-(5.42) 

-0.40 

-(5.39) 

-0.36 

-(3.64) 

-0.08 

-(16.2) 

0.22 

(5.76) 

0.02 

(. 12) 
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Electricity: private from 
solar panels 

Pans 

Blender 

0.76 0.60 

(6.73) (5.56) 

Corn grinder 

Gadalcohol lamp 0.52 0.46 

(11.31) (10.47) 

Constant 6.35 5.70 6.15 

(231.5) (418.73) (116.56) 

0.44 0.44 

(5.22) (5.19) 

0.06 0.06 

(1 1.45) (1 1.37) 

-0.03 

-(.96) 

0.31 0.31 

(7.76) (7.72) 

5.91 5.93 

(184.6) (147.94) 

0.36 

(4.84) 

0.05 

(9.86) 

0.15 

(8.88) 

0.27 

(6.8) 
6.10 

(117.9) 

0.36 

(4.82) 

0.05 

(9.86) 

0.15 

(8.94) 

-0.04 

-(1.35) 

0.27 

(6.75) 

6.13 

(108.79) 

0.36 

(4.82) 

0.05 

(9.86) 

0.15 

(8.94) 

-0.04 

-(1.35) 

0.27 

(6.75) 

6.13 

(108.79) 

R-squared 0.15 0.19 0.19 0.32 0.56 0.36 0.36 0.36 
Source: EDH 2000. 
Notes: OLS regressions weighted by household size with robust standard errors. A l l  regressions have 2,725 households as observations. 
Dependent variable: household per capita consumption. Reference wall material: stones or blocks. Reference electricity: none 

37. We compute targeting and social welfare results separately for 2000 and 2001 but emphasize 
2001 results due to the recall bias associated with 2000. The value in looking at these years 
separately, however, i s  that PRAF enforced i t s  conditionalities in 2001 but not in 2000, so comparing 
the two years could imply the effect of conditionalities on participation and targeting. 

38. Both combinations save budget relative to universal geographic targeting: in 2001, the first 
combination reduced coverage from 72 to 62 percent, and the second combination reduced coverage 
from 72 to 67 percent. Correspondingly, both combinations increase undercoverage by 4 to 6 
percentage points and decrease leakage - by 7 percentage points for the first combination but only by 
2 percentage points for the second combination. Results suggest that combining household with 
geographic targeting can increase the social welfare generated by the transfer. Results were similar in 
2000. The distributional characteristic suggests that both combinations considered increase social 
welfare relative to exclusively geographic targeting. 

39. The first of the two combinations appears most effective at restricting transfers to poor 
people. Relative to geographic targeting, the first combination achieves 41 percent of i t s  budget 
savings by denying transfers to poor people; the second combination achieves 58 percent of i t s  budget 
savings this way. The f i r s t  combination achieves a higher distributional characteristic and lower 
leakage. These results only indicate benefit and not cost. 

40. To estimate the financial value of these results, we use methodology outlined earlier: we 
consider the level of budget required to achieve improved social welfare given improved targeting. 
The decrease from the original budget to this new budget i s  the benefit from targeting. Tables 7 and 9 
measure the benefits from targeting both relative to geographic targeting and relative to each prior 
row listed in the table. In 2001, a one-question proxy means test was worth about L s  12.7 million 
annually, and in 2000 it was worth about L s  8.7 million. The value of each additional question drops 
rapidly. In 2001, the second question was worth only L s  155,000, although in 2001 a second question 
was worth L s  1.3 million. Each question has declining marginal value. In total in both years, a 
detailed proxy means test could save up to L s  5.5 million. 
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41. Combining geographic and household targeting could also allow substantial savings and may 
require smaller cost to actually carry the survey out. The first combination (universal targeting for the 
poorest villages and proxy means test for other villages) would save about as much as a proxy means 
test with between one and four questions. The second combination would achieve far smaller savings 
- between L s  1.5 and 2.2 million per year, or less than a one question proxy means test. 

6. CONCLUSIONS 

42. For any transfer in areas with heterogeneous household characteristics and income, household 
targeting may increase a program’s impact on welfare. If the benefits o f  targeting represent a fixed 
percent o f  a program’s total budget, then transfers with larger budgets w i l l  gain more from targeting 
than transfers with smaller budgets will. But targeting also incurs political economy costs that may 
outweigh the welfare benefit of ensuring that transfers reach poorer households. 

43. Honduras i s  one of about thirty countries that have implemented a conditional cash transfer 
and one of even more countries that target social programs towards poor people. We have simulated 
the benefit and cost of using household targeting in combination with geographic targeting to save 
budget and increase social welfare while ensuring that Honduras’ Family Allowances Program (PRAF) 
continues to reach the poorest households. 

44. PRAF used entirely geographic targeting - any resident o f  40 poor municipalities was eligible 
- so adding any household targeting system can only decrease coverage. We have shown that even in 
these 40 poor municipalities, simple household targeting can usually identify poor households. A 
detailed proxy means test can ensure that less than, a third of savings from decreasing coverage are 
achieved by denying transfers to poor households. At the same time, no household targeting system 
that we simulate can ensure that every poor household continues to receive transfers. 

45. Our simulation suggests that a one-question proxy means test can create L s  3.5 to 5 mill ion 
per year in benefits from targeting by ensuring that only the poorest households receive transfers and 
hence generating a greater increase in social welfare per dollar transferred. Additional questions in a 
proxy means test have decreasing marginal value. In particular, these simulations suggest few 
potential gains from more than four questions in a proxy means test. 

46. But targeting affects more than welfare. Every household targeting system that we simulate 
denies some transfers to poor households. PRAF survives for political reasons: PRAF beneficiaries vote, 
and political sponsors o f  PRAF would benefit if Hondurans saw PRAF as a fair and effective program. 
The threat to the existence of PRAF from denying transfers to households within beneficiary 
municipalities may outweigh the small welfare gains that household targeting would produce. 

47. This simulation imperfectly represents all o f  Honduras or other countries. Honduras picked 
these 40 municipalities because they were poor and rural. Different sorts o f  targeting may prove more 
effective in other environments. In particular, more detailed proxy means tests may be more effective 
in urban areas with more income heterogeneity. 

48. But this simulation argues for measuring the effectiveness o f  targeting according to how poor 
or wealthy potential beneficiaries are, and not merely according to whether a potential beneficiary i s  
poor or not. Sensitivity to a beneficiary’s exact income allows differentiation between households 
with incomes just above the poverty line and households with the highest incomes in a country. 
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Figure 10: Savings from first geographic and 
household targeting, 2000 

Figure 12: Savings from second geographic 
and household targeting, 2000 

Figure 11: Savings from first geographic and 
household targeting, 2001 
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Appendix 1. Estimating PRAF Benefits and Eligibility 

EDH 2002 asks the amount o f  the last PRAF payment a household received in each year but does not ask 
how many months the payment represented. Since PRAF annual payments were divided into 2-3 payments 
per year, we cannot tell from this reported information how much a family received. Additionally, many 
o f  these reported amounts do not correspond to the magnitudes of PRAF vouchers and may represent 
reporting errors. These errors are l ikely to be smaller for  demographic factors than for the magnitude o f  
PRAF vouchers. 

Hence, we use EDH 2002 to measure demographics o f  households in 2001 and 2000, use participation 
questions in EDH 2002 to identify which households received PRAF benefits in 2001 and 2000, then 
impute based on the measured demographics how many PRAF benefits those participating households 
received. Table A1 below describes our methodology for measuring demographics. We generally used 
questions f rom the two surveys to identify how many benefits each individual qualified for  in 2000 and 
2001 separately. We then aggregated these benefits at the household level and instituted the PRAF-defined 
maximum o f  two maternal health and nutrition benefits per household and three education benefits per 
household per year. 

Most benefits are easily defined, but the maternal health and nutrition benefit in 2000 i s  diff icult to 
measure precisely. The challenge i s  that the EDH survey was conducted in late 2002, but eligibility for  the 
health benefit in early 2001 depended on the number o f  pregnant women and young children in the 
household in early 2001. Using observations on the age o f  children in 2000 and 2002, the pregnancy 
status o f  women in 2000, and a 2002 recall question on deaths o f  young children in the last two years, we 
reconstruct the demographics o f  the household in January 2001. For this question we use inclusive 
definitions that err on the side o f  defining households to be eligible. 
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