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For several years, the Government of 
Nepal and development partners have 
been working together to develop 
a stronger evidence base to inform 
thinking about social protec  on policy 
and support the implementa  on 
and scale up of social protec  on 
interven  ons. In 2009, a Na  onal 
Steering Commi  ee on Social Protec  on 
(NSC-SP) was formed with three main 
objec  ves:

Review exis  ng social protec  on 
interven  ons and their delivery 
systems
Iden  fy and appraise various op  ons 
for social protec  on along with 
 nancing and delivery mechanisms 
for Nepal
Develop a comprehensive, 
consensual and consolidated 
framework of cost e  ec  ve social 
protec  on interven  ons through 
extensive consulta  on with 
policymakers, stakeholders within 
and outside government, as well as 
with development partners.

 
None of this can be done e  ec  vely 
unless it is based on solid evidence. 
To support the Government of Nepal, 
the na  onal development partners� 
Social Protec  on Task Team (SPTT) 
aims to �build and promote a Nepal 
speci c evidence-base on key issues 
and interven  ons, including targe  ng 
methodologies, delivery systems and 
monitoring and evalua  on in order 

to inform key policy and programma  c 
decisions.�
 
This paper arises from DFID�s desire to 
support the achievement of this objec  ve 
and is part of DFID�s broader global 
commitment to understand �what works 
in social protec  on.� DFID�s forthcoming 
global Evidence Paper on Social Protec  on 
emphasizes the need to invest in building 
stronger evidence through robust 
monitoring and evalua  on.
 
This discussion paper is the  rst in a series 
of papers that aim to  ll the evidence 
gaps in Nepal by situa  ng the country�s 
experiences within a wider interna  onal 
context. We hope that it will help policy 
makers take more informed choices on 
how to target social protec  on bene ts. 
A broader aim, however, is to contribute 
to the global debate on targe  ng social 
protec  on.
 
While the views expressed in this paper 
are those of the authors, and do not 
necessarily represent the views of DFID, 
we would like to acknowledge the helpful 
comments received from DFID�s senior 
social protec  on adviser, Tim Conway.

 
Dr Stephen Kidd, director of policy, 
Development Pathways 
Dr Rebecca Calder, social development 
adviser, DFID Nepal   
Ms. Emily Wylde, senior economist, 
Development Pathways                                 
     

PREFACE



This discussion paper examines and 
assesses the e  ec  veness of various 
targe  ng op  ons for Nepal�s social grants, 
focusing on its old age allowances and 
child grants. In par  cular, it compares 
poverty and universal targe  ng and 
examines the accuracy and costs of 
di  erent op  ons.

Interna  onal evidence indicates that 
poverty targe  ng in developing countries 
has high margins of error: it is common 
for over half of eligible bene ciaries 
to be excluded from programmes. An 
examina  on of the proxy means test 
methodology within the Nepal context 
reveals that it has high in-built theore  cal 
errors, with 56 percent of intended 
bene ciaries excluded when programmes 
aim to cover the poorest 15 percent 
of the popula  on. Community-based 
targe  ng is prone to manipula  on and 
capture by more powerful community 
members and elites. In contrast, many 
others, including the World Bank (1994) 
argue that universal targe  ng is successful 
in reaching all the poor within speci c 
demographic categories.

However, of greater importance are the 
(o  en hidden) costs associated with 
di  erent targe  ng op  ons. Poverty 
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targe  ng can promote increased 
social con ict, par  cularly within rural 
communi  es, while universal programmes 
are more likely to build social cohesion. 
Programmes publicly iden  fying 
people as poor can also s  gma  se 
them, undermining their self-respect. 
By contrast universal programmes are 
regarded as en  tlements for all ci  zens. 
There is evidence that poverty targe  ng 
can create disincen  ves to work, while 
universal targe  ng does not. 

The paper argues that the poli  cal 
economy of targe  ng is of fundamental 
signi cance. Poverty targeted 
programmes tend to have less support 
from the middle-class and tax-payers 
� who are excluded from them � and 
so budgets for such programmes are 
rela  vely small. In contrast, universal 
programmes have broader-based support 
and larger budgets. As a result, universal 
programmes are likely to provide the poor 
with be  er and higher bene ts. 

In conclusion � and based on available 
evidence � the paper suggests that 
Nepal�s current commitment to the 
expansion of universal targe  ng is likely to 
best serve the interests of both the poor 
and the na  on.
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Compared to countries of similar 
wealth, Nepal is well advanced in terms 
of its social protec  on commitments. 
Signi cant na  onal programmes are in 
place, including:

The Senior Ci  zens� Allowance, 
providing a transfer of Rs.500 per 
month to the over-70s, as well as 
to Dalits and Karnali residents aged 
over-60
The Single Women�s Allowance which 
gives Rs.500 per month to single 
women over-60
The Disability Grant which gives 
Rs.1,000 per month to those with a 
�complete� disability and Rs.300 to 
those with a par  al disability
The recent Child Protec  on Grant, 
o  ering Rs.200 per month to mothers 
with children under  ve years 
(with a maximum limit of two children 
per mother)

The various programmes use di  erent 
targe  ng methods.1 The Senior Ci  zens� 
Allowance and Single Women�s Allowance 
use a form of universal targe  ng, whereby 
everyone above the age of eligibility 
is able to access the grants. In theory, 
everyone with a complete disability can 
bene t from the Disability Grant.2 The 
Child Protec  on Grant is targeted � also 
in theory � only at poor Dalits, although 

anecdotal evidence indicates that, in 
many places, all Dalits are being given 
the grant as poverty targe  ng is proving 
too di   cult. In the Karnali region, 
the Child Protec  on Grant is targeted 
universally to all women with children 
under  ve years.3

A key policy debate is currently underway 
in Nepal regarding the best means of 
reaching the bene ciaries of the various 
social grants. In simple terms, on one 
side of the debate are those who argue 
that the government should focus its 
resources only on the poor. On the other 
side are those who argue for con  nuing 
with a policy of universal targe  ng as 
the best means of reaching the poor. It 
is important that this debate is based on 
solid evidence rather than ideology.

This discussion paper will examine 
various op  ons for targe  ng the current 
social grants, focusing in par  cular on 
the Senior Ci  zens� Allowance, Single 
Women�s Allowance and Child Protec  on 
Grant. It will try to determine the best 
means of reaching poor older people 
and poor children under  ve within the 
context of Nepal. It will examine both 
poverty targe  ng and universal targe  ng 
and assess their e  ec  veness and the 
costs associated with them, using both 
interna  onal and Nepal speci c evidence.

1 BACKGROUND
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evidence



This discussion paper examines three 
common targe  ng methods. Two of 
the methods - proxy means tes  ng 
and community-based targe  ng - are 
commonly used forms of poverty 
targe  ng that are also prac  sed in Nepal. 
The third is a universal approach to 
targe  ng.

2.1. Proxy means tes  ng

The proxy means test methodology was 
developed in La  n America and during 
the past two decades has been used 
increasingly in developing countries across 
the world. It uses na  onal household 
surveys as its basis. Its premise is that, 
since household income is di   cult and 
expensive to measure accurately during 
targe  ng, assets and other variables 
� or proxies � can be used to es  mate 
household welfare instead. Analysts run 
regressions to calculate those proxies 
that are most correlated with welfare. 
These can cover a range of areas such as 
demographic characteris  cs (for example, 
age of household members and size of 
household), characteris  cs of the house 
(such as type of roof or  oor), durable 
goods (such as refrigerators, televisions or 
cars) and produc  ve assets (such as land 
or animals). While any one proxy may be 
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rela  vely weakly correlated with welfare, 
correla  ons improve if mul  ple proxies 
are used. 

The proxy means test aims to  nd the 
set of proxies that best explain welfare, 
usually between 10 and 30 proxies in 
total.  Each variable is given a weight 
based on its es  mated impact on 
household expenditure and a �score� can 
be calculated for each household using 
these weights. Those households that 
score below a certain cut-o   point are 
eligible for the programme. 

Households are scored against the proxies 
by means of a survey ques  onnaire. 
Enumerators can either a  empt to 
visit all households in an area or can 
use a public informa  on campaign 
to encourage eligible households to 
register at government o   ces or centres. 
Enumerators then visit those households 
that apply for the grant. 

2.2. Community-based 
targe  ng

Community-based targe  ng has most 
commonly been used within small-scale 
or pilot programmes, but there are some 
examples of its use at a na  onal level, 



such as in Bangladesh and Indonesia. 
The basic argument underpinning this 
method is that communi  es themselves 
are best able to know and decide who is 
poor and deserving of support. However, 
community-based targe  ng can vary in 
terms of the extent to which communi  es 
are given discre  on regarding selec  on. 

A key ques  on with community-based 
targe  ng is who makes the decisions. 
In some cases, they can be made 
by community leaders or respected 
community members; in other cases, 
a  empts can be made to involve the 
whole community in decision-making. 
Communi  es usually draw up criteria for 
determining the poor and vulnerable � 
some  mes from within a pre-determined 
list of op  ons presented by the 
programme � and then assess households 
in the community against those criteria.4

2.3. A universal approach 
to targe  ng

Universal targe  ng is the simplest of 
targe  ng methodologies. Within a speci c 
category of people � such as the elderly 
or young children � everyone is eligible 
for the programme. They only need to be 
able to demonstrate that they belong to 
that category. The majority of universal 
programmes in developing countries 
are pension programmes � similar to 
the Senior Ci  zens� Allowance � and 
poten  al bene ciaries must prove 
that they are above a certain age to be 
accepted onto the programme. Around 
15 such programmes can be found across 
developing countries. Universal targe  ng 
for child grants is much rarer. While it has 
been used for child grants in Mongolia 
and Bolivia, the universal Child Protec  on 
Grant in Karnali can be considered an 
innova  ve programme. 



In this sec  on the three methodologies 
are assessed in terms of their poten  al 
e  ec  veness in targe  ng poor older 
people and children. Each targe  ng 
methodology is examined using three 
criteria: 

E  ec  veness in reaching the poor
E  ec  veness in excluding the 
be  er-o  
Level of leakage to non-intended 
bene ciaries

3.1. E  ec  veness of 
proxy means tes  ng

Although there are many examples of 
proxy means tes  ng across the world, 
there have been few good quality 
assessments of their e  ec  veness in 
reaching the poor. Two programmes 
that are well-regarded by advocates of 
proxy means tes  ng and have had their 
accuracy assessed are the Oportunidades 
programme in Mexico and the PATH 
programme in Jamaica, both of which 
reach around 20 percent of households. 
However, both programmes have 
signi cant errors. In Mexico, around 70 
percent of the poor are excluded from 
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the programme � the exclusion error 
� while 36 percent of the non-poor are 
bene ciaries � the inclusion error.5 In 
Jamaica, the exclusion and inclusion 
errors are around 50 percent, meaning 
that around half of intended bene ciaries 
are unable to access the programme.6 
There has also been an example of a 
proxy means test resul  ng in a regressive 
outcome � in Armenia � with more of the 
bene ts going to the non-poor.7

In-built into the proxy means test 
methodology is an error derived from the 
weakness of the correla  on of the proxies 
with household income (or expenditure). 
The regressions used in proxy means tests 
rarely explain more than half of household 
income.8 Consequently, even the ini  al 
weigh  ngs of the mul  ple proxies, when 
tested against the household surveys 
from which they were derived, have 
signi cant errors. And the smaller the 
programme, the larger the errors. Figure 1 
indicates the theore  cal errors associated 
with the Nepal proxy means test.9 At 10 
percent coverage, around 59 percent of 
intended bene ciaries would be wrongly 
excluded (and the same percentage would 
be wrongly included), 54 percent at 15 
percent coverage and 38 percent at 30 
percent coverage.10



Figure 1: Percentage of intended bene ciaries wrongly included/excluded by the Nepal 
proxy means test at di  erent levels of coverage.

The results found with the Nepal proxy 
means test are in line with results 
found elsewhere in the world. For 
example, when tes  ng against 15 
percent coverage, Kidd and Wylde 
(forthcoming), found errors of 53 percent 
in Bangladesh, 52 percent in Sri Lanka 
and 61 percent in Indonesia.11 At lower 
levels of coverage, errors were higher: 
71 percent at 10 percent coverage in 
Indonesia, for example. Real errors are 
likely to be higher since these es  mates 
do not include errors derived from the 
inaccuracies within the household survey 

nor, as will be demonstrated, from 
implementa  on.

The errors in the proxy means test 
regressions can also be illustrated by 
sca  er graphs. Figure 2 plots household 
expenditure derived from the household 
survey for Nepal against the predicted 
expenditure derived from the proxy 
means test. These are assessed against 
20 percent coverage. It can be seen that 
while many households are correctly 
predicted, a large propor  on are either 
wrongly excluded or included.



Figure 2: Sca  er graph for Nepal indica  ng households included or excluded by the 
proxy means test in a programme with 20 percent coverage 

All households in the bo  om le   hand quadrant are correctly included and those in the top right hand 
quadrant are correctly excluded. Those in the bo  om right hand quadrant are incorrectly excluded and those in 
the top le   hand quadrant are incorrectly included.

In addi  on to the errors caused by the 
regression methodology, there are 
many other reasons explaining the large 
errors associated with proxy means 
tes  ng. A recent study by Kidd and 
Wylde (forthcoming) discusses them 
in detail and only a summary will be 
provided here. A key concern, however, 
is the use of the household survey as 
the basis of the targe  ng methodology. 
Household surveys include inaccuracies 
and can never be regarded as more 
than an approxima  on of reality. These 
inaccuracies arise partly from the 

inevitable problems in extrapola  ng 
results from a small sample survey 
to the whole popula  on, but equally 
importantly due to issues with the design 
and, cri  cally, assump  ons made in 
the analysis and interpreta  on of the 
data.  While surveys are useful tools 
for measuring poverty at o  en fairly 
aggregated levels, it is ques  onable 
whether they are reliable enough to be 
used as the founda  on of a sophis  cated 
targe  ng methodology on which the 
welfare of individual households will hang 
in the balance. 12
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owning a car 

and being 
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Indeed, the assump  ons used in the 
analysis of the household survey data 
can also have a signi cant impact on 
which individual households are included 
in the programme. Instead of being fair 
and objec  ve, as o  en argued, PMTs 
ul  mately lead to quite an arbitrary 
selec  on of households.  So, not only is it 
an inaccurate methodology, it also scores 
low on any measure of fairness.  

As well as the errors that are built into 
the proxy means test methodology, 
interna  onal evidence indicates that 
further errors are incorporated during 
implementa  on. While there tends to 
be a belief that the proxy means test is 
easy to implement in prac  ce, in reality it 
su  ers from many of the same challenges 
as other targe  ng methodologies.13 

One source of error leading to the 
exclusion of eligible households is 
that many may never be surveyed and 
assessed. There is good evidence from 
Pakistan, Mexico and Nicaragua that 
even when all households are meant to 
be visited, some can be missed out.14 
When households are expected to visit 
government o   ces errors are usually 
much greater, o  en because households 
do not hear about the programme or are 
unable to travel to the registra  on centre. 
In urban Mexico over half of those who 
were eligible for the Progresa programme 
never registered.15 In fact, there was a 
correla  on between owning a car and 
being accepted on to the programme, 
highligh  ng the barrier to inclusion in 
the programme caused by the cost of 
travelling to register.16

Challenges also arise during the interview 
process when households have to answer 
the ques  ons in the proxy means test 
survey. Large numbers of enumerators 
need to be trained, but training is not 

always carried out adequately.17 A recent 
study in Pakistan indicated that in most 
households insu   cient  me was set aside 
for the interview, making it impossible 
to gain accurate answers.18 Indeed, the 
answers given by bene ciaries vary 
signi cantly depending on whether a man 
or woman is interviewed. Furthermore, 
while it is commonly claimed that 
proxies are easily veri able, this is o  en 
not the case. It is frequently not easy 
� par  cularly in a short interview � to 
ascertain accurately age, educa  onal 
a  ainment, landholdings, animals, etc.19 
Households are also able to manipulate 
proxies by lying or hiding assets. Indeed, 
the fear of households being able to 
manipulate proxies led Castañeda 
and Lindert (2005) � in a World Bank 
publica  on � to recommend not making 
proxies public. However, this would 
reduce the transparency of the proxy 
means test, which would be inconsistent 
with human rights principles.20

As a means of rec  fying errors, proxy 
means tests o  en incorporate a process 
whereby the proposed list of bene ciaries 
is presented in community mee  ngs so 
that community members can either 
agree or oppose the decisions. There 
is, however, good evidence that such 
mee  ngs are not e  ec  ve. In Mexico�s 
Progresa programme only 0.1 percent of 
bene ciary selec  ons were disputed.21 
Qualita  ve studies in Mexico, Peru 
and Nicaragua all indicate that such 
community mee  ngs do not func  on 
e  ec  vely.22 Indeed, as Grosh et al. 
(2008:118) point out, it is highly unlikely 
that such community mee  ngs could 
func  on well since ques  oning the 
inclusion of other community members 
publicly would be divisive. It would 
be even more di   cult to make such 
community mee  ngs operate well in 
urban areas.

Household 
surveys include 
inaccuracies 
and can never 
be regarded as 
more than an 
approxima  on 
of reality. It is 
ques  onable 
whether they 
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enough to be 
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founda  on of 
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targe  ng 
methodology



Further errors enter into proxy means 
tes  ng as a result of poverty dynamics 
and delays in re-cer   ca  on. Proxy means 
tes  ng is expensive to implement and so 
governments are reluctant to re-target 
frequently. Indeed, re-cer   ca  on may 
not be done for  ve years or more. During 
this  me, household circumstances will 
change, with some bene ciaries becoming 
be  er-o   and some non-bene ciaries 
poorer. Yet, there will be no possibility 
for them to join or be removed from 
the programme. Therefore, over  me, 
targe  ng accuracy will deteriorate.

Proxy means tes  ng is a complex targe  ng 
methodology requiring a high level of 
technical capacity. There have been 
experiences of developing simpler forms 
of this methodology using more intui  ve 
proxies or qualita  ve consulta  ons. But 

The challenge of iden  fying poor Dalit households in Nepal

Nepal�s Child Protec  on Grant is supposed to use a simpli ed form of proxy means 
tes  ng when targe  ng poor Dalit households. Eligible households should be iden   ed 
by ful lling one of the following criteria:23

Poor Dalits without ownership or share in land and house for permanent se  lement. 
Persons with less than two ropani of land in the hills and one ka  ha in the Terai.
Subsistence farming families who produce food that is su   cient for less than three 
months of the year

But these criteria are by no means failsafe. For instance no correla  on has been done 
with poverty to assess their accuracy nor the number of households that qualify. 
Furthermore, they are unlikely to work well in urban areas where few households will 
cul  vate their own food. And, while they may seem simple criteria, they will not be easy 
to measure. A par  cular challenge will be assessing the extent to which households 
produce food that is su   cient for fewer than three months. It will depend on answers 
provided by households and it will not be possible to verify the informa  on.

Errors are likely to be signi cant with this targe  ng. Indeed, there is evidence from visits 
to certain communi  es that all Dalits are being regarded as eligible. This may turn out to 
be a common occurrence across Nepal.

using fewer proxies is likely to result in 
a weaker correla  on with poverty than 
with more sophis  cated proxies derived 
from the household survey. Evidence 
appears to bear this out. The Kenyan 
Orphans and Vulnerable Children�s 
(OVC) Cash Transfer programme has 
used a simpli ed form of proxy means 
tes  ng and the results � as demonstrated 
in Figure 3 � indicate that it is only a 
li  le be  er than random selec  on.24 
In fact, despite a high coverage of 51 
percent of households with OVCs, 43 
percent of eligible households were not 
included in the programme. Indeed, 
an eligible household had only a 13 
percent greater chance of being included 
in the programme than a non-eligible 
household. Nepal�s Child Protec  on 
Grant also uses a simpli ed proxy means 
test, which is discussed in Box 1.

Box 1 



Figure 3: The propor  on of all bene ciaries in each income quin  le for the Kenya OVC 
Cash Transfer programme ( Quin  le 1 is the poorest)

So proxy means tests are inherently 
inaccurate for a range of reasons and 
result in rela  vely high levels of leakage 
while many eligible poor people � o  en 
the majority � are excluded. They are 
also very di   cult to implement and 
require good technical capacity. Indeed, 
the World Bank � in its social protec  on 
handbook25 � advises that: �Proxy means 
tests are most appropriately used 
where a country has reasonably high 
administra  ve capacity.� It is unlikely that 
Nepal could be regarded as ful lling this 
requirement.

3.2. E  ec  veness of 
community-based targe  ng

Interna  onal evidence on community-
based targe  ng indicates that it su  ers 
from signi cant errors. There are very 
few na  onal programmes that have 
used community targe  ng: one example 
is the Food for Educa  on programme 
in Bangladesh, which used School 
Management Commi  ees to select 
bene ciaries. As Figure 4 indicates, the 
targe  ng errors have been signi cant, 
with results li  le be  er than random 
selec  on. Indeed, a high propor  on of 
eligible children � more than half � were 
excluded from the programme. In another 
large-scale programme using community 
targe  ng in Indonesia, the World Bank 
(2006:192) found that, although the 
programme was targeted at the poorest 
30 percent of the popula  on, 55 percent 
were excluded from the programme and 
the leakage rate was 50 percent.



Figure 4: Propor  on of bene ciaries and non-bene ciaries of the Bangladesh Food 
for Educa  on Programme in each income decile (decile 1 is poorest): par  cipa  ng 
villages only26

Small pilot programmes that have 
used community-based targe  ng also 
demonstrate poor targe  ng outcomes. 
In general, bene ciary households tend 
to be clustered around the middle of 
the wealth spectrum. Results improve 
when signi cantly more resources are 
invested in administra  on, but are s  ll 
problema  c.27 In addi  on it is highly likely 
that community-based targe  ng will 
perform less well at na  onal level than 
at pilot programme level because pilot 
programmes usually employ unrealis  cally 
high levels of administra  ve support.28 

Although community-based targe  ng 
has not been used for cash transfers in 
Nepal, it has been used to target other 

programmes to poor households. 
Despite the small scale of the pilots 
� and the likely signi cant level 
of support from outside agencies 
� performance has not been good. 
Figure 5 shows the results from a 
study by Hobley and Paudyal (2008) 
in which they examined community-
based targe  ng in two communi  es 
in Nepal. They found signi cant 
exclusion of the poor and leakage to 
the non-poor. Around 47 percent of 
eligible households were excluded. 
Indeed, a subsequent study in Nepal 
by Jha et al. (2009) asserts that 
community-based targe  ng leads to 
signi cant errors of exclusion of the 
poor and inclusion of the non-poor.



Figure 5: Propor  on of households in wealth categories receiving and not receiving 
bene ts as a result of community-based targe  ng (in communi  es of Pakhad and 
Okhreni in Nepal)29

One key explana  on for the poor 
performance of community-based 
targe  ng is linked to the reality of 
community life. For community-based 
targe  ng to be successful, it depends on 
the existence of benevolent communi  es, 
in which all people are concerned about 
the welfare of the poorest and want 
to channel resources towards them. It 
is unlikely that many such benevolent 
communi  es exist. An alterna  ve vision of 
community life is described by Abraham 
and Pla  eau (2000): 

�Rather than idyllic �village democracies� 
whose members interact in a free 
atmosphere of trus  ul coopera  on based 
on well-accepted social norms, they 
appear as repressive socie  es where 

mutual control is constantly exercised, 
suspicions are con  nuously entertained 
about others� inten  ons, inter-personal 
con icts are pervasive, and a rigid rank-
based hierarchical structure governs 
people�s life.�

In communi  es that are divided along, 
for example, the lines of caste, ethnicity, 
poli  cs, religion and language, and 
characterised by high levels of social 
exclusion, it is di   cult to believe that 
decisions on bene ciaries will always 
be made in the best interests of the 
poor. Self-interest will clearly feature 
and, as with many other experiences of 
community-based targe  ng, it is likely 
that people will want to capture resources 
for themselves, their friends and rela  ves, 



as indicated by the experiences above. Of 
all targe  ng methods, community-based 
targe  ng is the most likely to be captured 
by local elites and poli  cians. In Malawi, 
village leaders have in uenced the 
process to ensure that their friends and 
rela  ves are included in the programme.30 
Indeed, both the World Bank31 and Jha 
et al. (2009) indicate that this is likely to 
happen in the Nepal context.

In most communi  es, it is likely that the 
most vulnerable and poorest may  nd it 
di   cult to speak up and represent their 
own interests in community decision-
making processes. Indeed, the reason 
that they are the poorest could well be 
because they have already been excluded. 
There is good evidence that this is the 
case in Nepal.32 To expect that they will 
be included by communi  es when making 
decisions on the sharing of resources 
may be unrealis  c. As the World Bank 
notes, in Nepal exis  ng power rela  ons 
and pa  erns of social exclusion may 
well be replicated in community-based 
targe  ng.33 Chinsinga (2005:298) found 
evidence of communi  es in Malawi 
ac  vely  nding jus   ca  ons to exclude 
the poor. And, as with proxy means 
tes  ng, in community mee  ngs people 
 nd it di   cult to speak out publicly 
against the interests of others � for 
example, by sugges  ng they not be 
included in a programme � as this may 
damage their social rela  ons.34 Yet, this is 
of cri  cal importance if community-based 
targe  ng is to be successful. 

A further challenge of community-based 
targe  ng is that, in many communi  es, 
the vast majority of people are poor. 
When communi  es are asked to choose 
a small propor  on of households, this 

can be very di   cult as the di  erences 
between households may be minimal 
(and, indeed, may change quite regularly 
with seasonal and other varia  ons). In 
e  ect, communi  es are asked to select 
the poor from the poor, which is bound 
to lead to inaccuracies. As Sec  on 4.1 
indicates, it is common for members 
of rural communi  es to view everyone 
as poor, making selec  on par  cularly 
problema  c.

Community-based targe  ng assumes that 
communi  es can be easily iden   ed. Yet, 
this is not so straigh  orward. Decisions 
need to be made on the size of the 
community. In Nepal, it would make a 
signi cant di  erence whether decisions 
were made at ward or VDC level. At VDC 
level, communi  es are much larger and 
people are less likely to be well-informed 
about the situa  on of others in the 
community. In this case, community-
based targe  ng begins to lose one of its 
purported advantages. On the other hand, 
undertaking targe  ng on a small scale 
demands greater e  ort and costs. 

Decisions made by communi  es can be 
very subjec  ve. And, as the World Bank 
notes, decisions can change depending 
on who makes the choice.35 In Honduras, 
for example, Bergeron et al (1998) asked 
di  erent randomly selected groups to 
rank households and each came up 
with very di  erent lists. In Indonesia, it 
was found that the inclusion of women 
depended, to a large extent, on whether 
the selec  on of bene ciaries was done 
during the day or night.36 In Malawi, 
di  erent communi  es arrived at almost 
iden  cally opposite decisions when 
deciding whether to include speci c types 
of household in the programme.37
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When community-based targe  ng 
is undertaken on a na  onal scale, 
its accuracy further decreases as a 
result of the heterogeneity between 
communi  es. If each community in a 
region is given a  xed and equal quota, 
errors will increase due to di  erences 
between communi  es in terms of 
wealth. So, if 20 percent of households 
are targeted in a wealthy community, it 
is unlikely that anyone selected will be 
in the poorest 20 percent of households 
na  onwide. Similarly, in very poor parts 
of the country, some communi  es will 
contain only households that fall below 
the na  onal poverty line, yet they will be 
forced to select a small propor  on (i.e. 
20 percent) to receive a transfer when, 
in reality, all should be en  tled.

Community-based targe  ng requires 
well-trained facilitators if its chances 
of success are to be enhanced. This 
may be possible to achieve on a pilot 
scale level when signi cant resources 
can be invested in facilita  on. But the 
World Bank is scep  cal that adequate 
training of consistent quality could 
be undertaken on a na  onal scale in 
Nepal.38 In Pakistan, it was found that 
training surveyors for the much simpler 
task of undertaking a proxy means test 
in a large pilot programme was very 

challenging, resul  ng in surveyors having 
widely variable abili  es. 39 In Malawi, 
despite training, 48 percent of those 
facilita  ng the community targe  ng 
process did not even fully know the 
targe  ng criteria.40

Community-based targe  ng su  ers from 
similar challenges as proxy-means tes  ng 
with regard to poverty dynamics and 
re-cer   ca  on. If re-cer   ca  on is not 
undertaken with su   cient frequency, 
targe  ng accuracy deteriorates. However, 
frequent re-cer   ca  on is likely to be too 
expensive to undertake and, poten  ally, 
overly disrup  ve for communi  es.

In sum, therefore, evidence indicates 
that community-based targe  ng is 
unlikely to deliver accurate targe  ng. 
As with the proxy means test, it leads to 
signi cant leakage with a large propor  on 
of resources going to non-intended 
bene ciaries. It is also unlikely to be 
possible in urban areas since cohesive 
communi  es are probably even less 
iden   able compared to rural areas. 
Hobley (2010) � who has undertaken 
research on community-based targe  ng in 
Nepal � has concluded that it is important 
�to move away from��community based 
approaches as they risk projec  ng past 
injus  ces into the future.�
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3.3. E  ec  veness of 
universal targe  ng

As indicated by the World Bank 
(1994:240), universal targe  ng performs 
very well in terms of ensuring the 
inclusion of poor people in programmes.41 
So, in contexts when the inclusion of 
poor people in programmes is priori  sed, 
many countries have adopted universal 
targe  ng in their non-contributory 
pension programmes.42 On the other 
hand, of course, non-poor are also 
included in the programmes and the 
number can depend on the level of 
poverty in a country. 

Yet it is important to recognise that this is 

not an error or leakage.43 By including the 
be  er-o  , targe  ng of the poor is made 
more accurate. And there are also good 
poli  cal economy reasons for including 
the non-poor, which are explained in 
Sec  on 4.4. 

Indeed, the be  er-o   may self exclude 
from programmes because they do not 
feel that it is worth the e  ort to apply for 
a rela  vely small bene t. This happens 
in Nepal, as is evidenced by the low 
take-up of the Senior Ci  zens� Allowance 
in Kathmandu where the propor  on of 
people living below the poverty line is a 
frac  on of the na  onal average. In New 
Zealand�s universal pension, the bene t 
is recovered from the be  er-o   by 
con  nuing to tax people in old age.44

Targe  ng Dalits is no solu  on

In Nepal, both the Senior Ci  zens� Allowance and Child Protec  on Grant are targeted at 
excluded groups, speci cally the Dalit popula  on.

The Senior Ci  zens� Allowance is given to all Dalits aged 60-69 years. (The allowance is 
universal for all over 70s). In contrast the Child Protec  on Grant is given only to poor 
Dalit children aged 0-4 years (with the excep  on of Karnali).

Although there is a correla  on between being a Dalit and being poor, it is far from 
perfect. Three signi cant challenges arise if excluded groups such as Dalits are targeted. 

Firstly, many poor households in Nepal are not Dalit � indeed, 83 percent of poor and 
vulnerable households (using twice the na  onal poverty line) are non-Dalit � and 
they would be excluded by programmes only targeted at Dalits. 

Secondly, Dalit targe  ng poten  ally further s  gma  ses Dalits, by highligh  ng them as 
a dis  nct group in need of special assistance. 

And, thirdly, it could create resentment among the majority of the poor � some 
of whom will be poorer than their Dalit neighbours � thereby threatening social 
cohesion.

Box 2 



In countries where poverty levels are 
high and many people are in danger of 
falling into poverty, it may make li  le 
sense to use poverty targe  ng. In Nepal, 
when a poverty line twice that of the 
na  onal poverty line is used as a means 
of measuring both poor households 
and those vulnerable to poverty, 
households with children under  ve 
years have a poverty rate of 81 percent 
while households with people over-60 
have a poverty rate of 69 percent.45 It is 
important to provide bene ts to those in 
danger of falling into poverty as a means 
of building their resilience. Indeed, it 
should be borne in mind that the poverty 
rate can disguise the real number of poor 
people. The poverty rate is a very sta  c 
measure and, over a three-year period, 
a much higher number of people will 
spend some  me in poverty. For example, 
in Pakistan, while the poverty rate is 
calculated at 17 percent, the World Bank 
(2009c:77) has es  mated that 67 percent 
spend some  me in poverty over three 
years. Any reasonable measure of poverty 
would regard those who spend some  me 

in poverty as poor. 

There are countries that have tried to use 
poverty targe  ng to reach a similar high 
propor  on of households, but many eligible 
poor people s  ll miss out. In rural Mexico, 
for example, the Progresa programme 
covered 78 percent of people, yet 16 percent 
of intended bene ciaries were omi  ed.46 
And, in South Africa, the non-contributory 
pension reaches 68 percent of the 
popula  on, but 14 percent of eligible people 
miss out.47 Although both programmes have 
invested a signi cant amount of  me, money 
and e  ort to exclude a small propor  on of 
the popula  on, this s  ll leads to many poor 
people being unable to access them.

Therefore, if the policy priority is to include 
all poor people, the chances of success will 
be enhanced if everyone is targeted. This 
is of par  cular importance to consider in 
contexts such as Nepal where there are high 
levels of poverty and vulnerability and large 
numbers of people are in danger of falling 
into poverty. As indicated above, the be  er-
o   may exclude themselves anyway.

Lower the age of Nepal�s Senior Ci  zens� Allowance to close poverty gap

Although everyone aged over 70 is eligible for Nepal�s Senior Ci  zens� Allowance, the age 
of eligibility for Dalits and people living in Karnali is 60 years. Currently, around 682,000 
people receive the Senior Ci  zens� Allowance48 and 314,000 single women receive 
a bene t from 60 years of age. A total of 996,000 over 60s currently receive old age 
bene ts. The total number of over-60s is around 1,756,000.49

The programme as currently implemented is es  mated to have reduced the poverty 
rate among households with members aged 70 and older by 20 percent and reduced the 
poverty gap for this group by 35 percent, compared to a scenario without the transfers.  
Among households with members aged 60 and older, these reduc  ons are es  mated to 
have been 12 percent and 23 percent respec  vely.  

Lowering the age of en  tlement of the Senior Ci  zens� Allowance � and incorpora  ng 
the Single Women�s Allowance within it � would mean that even more poor people 
could be reached. For example, an allowance of Rs.500 per month targeted at everyone 
over-60 would reach a further 18 percent of the popula  on na  onally (in addi  on to 
the 22 percent reached currently) and reduce the poverty gap in these households with 
members aged 60 and older by a further 17 percent, resul  ng in an overall reduc  on in 
the poverty gap of 36 percent. 

Box 3



If there are concerns about the costs of 
universal targe  ng, one op  on may be to 
gradually expand programmes. There are 
two means of doing this: 

The programme could be targeted 
at a more restricted age range. For 
example, Nepal�s Senior Ci  zens� 
Allowance was ini  ally targeted at 
everyone aged over 75 years before 
being reduced to age 70. Box 3 
indicates the addi  onal impact the 
programme would have if the age of 
eligibility were to be lowered to 60 
years. 

The other op  on is to target universal 
grants in speci c areas with higher 
poverty levels before rolling them out 
to other poor districts and eventually 
na  onwide. For instance the Child 
Protec  on Grant is currently targeted 
at all mothers in the Karnali zone. 
Nepal could progressively expand 
coverage of the Child Protec  on 

Grant to further poor districts un  l 
universal coverage across the country 
is achieved. 

Universal coverage of the Child Protec  on 
Grant for all under  ves would cost 
approximately 0.8 percent of GDP, 
reach 48 percent of households (and 66 
percent of poor households) and reduce 
the poverty gap in these households 
by a further 13 percent resul  ng in an 
overall impact from the child grant of 
17 percent. Providing such a grant to all 
children under  ve, rather than limi  ng 
it to only two children per household, 
would dispropor  onately bene t poor 
households who tend to have larger 
numbers of children as well as those from 
excluded groups, but add li  le to the 
cost of the programme while simplifying 
administra  on.50 Box 4 indicates the 
impacts that would be achieved from 
combining a grant for all children 
under  ve and an old age allowance for 
everyone aged 60 and over.

Cut poverty in Nepal by combining a universal old age allowance with a child grant 

If Nepal were to implement both an old age allowance for everyone over 60 years of 
age and a grant for all children below  ve, the impacts on poverty would be signi cant. 
The programme would reach around 75 percent of the popula  on and 88 percent of the 
poor. While the current old age allowances and child protec  on grant reduce the na  onal 
poverty gap by 8 percent, the expansion to all over-60s and all children under  ve would 
bring a further reduc  on in the poverty gap of 16 percent. The overall reduc  on from both 
current and expanded programmes would be 24 percent. 

The cost of implemen  ng both of these programmes would be around 1.5 percent of GDP 
(approximately equal to what Lesotho spends on a pension for the over-70s alone).51

Universal targe  ng � as prac  sed 
within Nepal with the Senior Ci  zens� 
and Single Women�s Allowance � is 
an e  ec  ve means of maximizing the 
inclusion of the poor. Extending 
the Child Protec  on Grant to all 
children under  ve would go a long 
way towards ensuring that all poor 
young children receive the grant. This 

cannot be achieved by poverty targe  ng 
which would, in contrast, necessarily 
lead to many poor children missing out. 
Furthermore, leakage through universal 
targe  ng would probably be minimal, in 
par  cular when compared with poverty 
targe  ng which, as explained in sec  ons 
3.1 and 3.2, is likely to have a leakage rate 
of around 50 percent.52
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Any analysis of targe  ng that only 
assesses its accuracy is limited. It is 
also important to examine the costs of 
targe  ng methods. Some of these costs 
are  nancial, such as administra  ve costs 
or the overall cost of the programme. 
However, there is a range of other types 
of costs that are associated with targe  ng, 
including moral, social, incen  ve and 
poli  cal. All need to be included in an 
assessment of targe  ng methods.

Amartya Sen (1995:11) observed that the 
use of the term targe  ng assumes that 
people are passive agents. However, he 
points out that people have agency and 
can respond in various ways to targe  ng 
methodologies, o  en undermining them. 
This sec  on will examine how targe  ng 
methods can change human behaviour, 
looking speci cally at the broader 
costs. It will conclude by examining the 
implica  ons of targe  ng for the  nancial 
costs of programmes.

4.1. Social costs of targe  ng

Poverty targe  ng can have signi cant 
social costs. There is solid interna  onal 
evidence that poverty targe  ng can cause 
con icts in communi  es when some 
people are chosen and others are not. The 

4 THE WIDER COSTS OF TARGETING

problem is exacerbated by the fact that 
many poor people who are eligible for the 
programme are excluded. Social con ict 
has been observed with both proxy means 
tes  ng and community-based targe  ng.

The fact that many communi  es across 
the developing world regard themselves 
as egalitarian poses a challenge for the 
poverty targe  ng method.53 When poverty 
targe  ng is imposed on communi  es it is 
common to hear members exclaim: �We 
are all poor here.� Such a refrain has been 
noted in African, Mexican, Nicaraguan 
and Indonesian communi  es.54 In Malawi, 
for example, a community argued: 
�We are one group of people therefore 
targe  ng some and leaving out others is 
not right.�55 Indeed, Ellis (2008) points out 
that it also re ects the economic reality of 
many poor communi  es:  the di  erence 
in income between the poorest and many 
others in the community is minimal. 
O  en, as noted earlier, poverty targe  ng 
a  empts to single out some poor people 
from a large number of poor.

In Mexico, Nicaragua and Indonesia, proxy 
means tes  ng has led to varying degrees 
of social con ict in communi  es. Studies 
in Mexico and Nicaragua demonstrate 
how feelings of despair, frustra  on, 
envy, resentment and jealousy from 
non-bene ciaries � many of whom are 
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poor � are common.56 Indeed, in Mexico, 
Nicaragua and Indonesia, divisions caused 
by the proxy means test have led non-
bene ciaries to withdraw their labour 
from voluntary community ac  vi  es. 
There is evidence of direct con ict: in 
some communi  es in Mexico, when 
bene ciaries were cleaning the streets 
the non-bene ciaries threw rubbish; in 
others, fences mended by bene ciaries 
were subsequently knocked down by non-
bene ciaries.57 In a community visited by 
Hannigan (2010), the ini  al distribu  on of 
the Indonesia PHK programme provoked 
stone throwing and the burning down 
of a building. And, in Lebanon, the 
introduc  on of proxy means tes  ng led to 
riots in some refugee camps.58

The poten  al for social con ict may 
well be greater with community-based 
targe  ng than with proxy means-
tes  ng. With the proxy means test, if it 
is not well-implemented, it is possible 
to blame outsiders.59 This is not the 
case with community-based targe  ng 
since decisions are made by community 
members themselves. For example, 36 
percent of people in the Mchinji scheme 
in Malawi thought that the choices 
made by community representa  ves 
were unfair, with many deserving 

people (as much as 47 percent in some 
communi  es) missing out. Yet this was in 
the context of a small pilot programme 
where signi cant expense was invested 
in the targe  ng process.60 In Malawi 
community members even expressed 
fears that community-based targe  ng 
would lead to resentment, social tensions 
and retribu  on against the bene ciaries.61 
And, as with proxy means-tes  ng, non-
bene ciaries may withdraw their labour 
from community ac  vi  es.62

To avoid crea  ng social con ict, 
communi  es can ac  vely undermine 
the community-based targe  ng process 
by refusing to use poverty-targe  ng. 
For example, in South African work 
programmes, instead of iden  fying 
the poor, communi  es preferred to 
choose lots out of a hat so that everyone 
had an equal chance of selec  on and, 
presumably, no one could be blamed.63 
In Malawi, it has been reported that 
communi  es have taken the cash bene ts 
in a poverty-targeted programme 
and distributed it equally among all 
bene ciaries.64 The World Bank in Nepal 
indicates that communi  es may refuse to 
poverty target by classifying everyone as 
poor so that bene ts are distributed to 
everybody.65
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In Nepal, there is also evidence of 
poverty targe  ng causing social 
problems in communi  es. Hobley 
and Paudyal (2008) report stories of 
division and social con ict as a result 
of community-based targe  ng.66 
Such experiences are consistent 
with a  empts by the World Food 
Programme to introduce community-
based poverty targe  ng into their 
food distribu  on, which has generated 
opposi  on in communi  es.67 

In contrast to poverty targe  ng, there is 
no evidence that providing bene ts to 
everyone in a speci c category � such 
as all old or young people � leads to 
social con ict. Given that such groups 
are o  en regarded as �deserving,� and 
that at some  me in their lives people 
will be part of these groups themselves, 
people tend to support these bene ts. 
In fact, it is common with community-
based targe  ng for communi  es 
themselves to select categories 
that they regard as �deserving,� in 
par  cular the elderly and people with 
disabili  es.68 For example:

In the Mchinji cash transfer 
programme in Malawi, the mean 
age of heads of bene ciary 
households is 62 years69 
In Rwanda, 73 percent of 
households chosen for its Direct 
Support programme have an older 
or disabled person70 
In the Kalomo programme in 
Zambia, around 65 percent of the 
heads of bene ciary households are 
over 60 years of age71

Good social rela  ons are a key asset 
of the poor. There needs to be serious 
re ec  on on whether poverty targe  ng 

� given its inaccuracies � is a worthwhile 
price to pay for undermining poor 
people�s social capital. As Adato and 
Roopnaraine (2004:79) conclude, when 
re ec  ng on the impact of poverty-
targe  ng in Nicaragua: 

�It is necessary to take these social 
costs into account in evalua  ng future 
targe  ng op  ons.�

As Sen (1995:13) and Grosh et al. 
(2008:104) point out, a further social 
cost of poverty targe  ng is the poten  al 
s  gma  sa  on of bene ciaries. Sen 
(1995:13) argues: 

�Any system of subsidy that requires 
people to be iden   ed as poor and that 
is seen as a special benefac  on for those 
who cannot fend for themselves would 
tend to have some e  ects on their self-
respect as well as on the respect accorded 
them by others.�

Many poor people do not want to be 
iden   ed as poor, yet poverty targe  ng 
mechanisms can ac  vely use a process 
of s  gma  sa  on to help iden  fy them. 
For example, pu   ng lists of bene ciaries 
up on walls or reading them out in 
community mee  ngs can be a source 
of embarrassment and s  gma  sa  on. 
In Malawi, some bene ciaries found 
this process to be very painful.72 In the 
Nepal context, Jha et al. (2009) have 
noted how community-based targe  ng 
can lead to greater s  gma. The proxy 
means test prepared by the World Bank 
in Nepal proposes publishing the list of 
bene ciaries in na  onal newspapers, 
which may be regarded as a poten  ally 
s  gma  sing measure.73
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Indeed, there is evidence of poor 
households deliberately providing 
misleading informa  on on their 
level of poverty so as to avoid being 
iden   ed as poor.74 This can lead to 
eligible households not being included 
in programmes. In Nepal, Hobley and 
Paudyal (2008) found that:

�There is �.. clear evidence that people 
are manipula  ng the well-being ranking 
as they do not want to be labeled as poor 
or extreme poor as this will a  ect the 
social status of the household and the 
marriage chances for their daughters.� 

One of the key advantages of a universal 
programme is that it can be presented 
as an �en  tlement� and the right of 
everyone. As a result, it is unlikely to be 
s  gma  sing. Again, policy-makers need 
to consider whether it is worthwhile 
imposing s  gma on poor people when, 
as Rawls (1971) suggests, self respect is 
�perhaps the most important primary 
good.�75 

4.2. Moral costs of targe  ng 

As Sen (1995:12) points out, targe  ng 
is a process that rewards chea  ng and 
penalises honesty. If someone can 
successfully lie about their well-being 
to qualify for a programme, they will 
be rewarded by receiving the bene t; 
in contrast, those who are honest in 
declaring that they are not poor will not 
receive the bene t. 

While all targe  ng methods can be 
manipulated by poten  al bene ciaries, 
it is more likely to happen when the 

informa  on required for targe  ng is 
di   cult to verify. With poverty targe  ng, 
obtaining evidence of income is very 
di   cult, in par  cular when the majority 
of people work in the informal sector or 
subsistence agriculture. As indicated in 
Sec  on 3.1, many of the proxies used 
in proxy means-tes  ng can be di   cult 
to verify. Indeed, in Peru�s Juntos 
programme � which uses proxy means-
tes  ng � Huber et al. (2009:45) noted 
that:

 �A certain quan  ty of bene ciaries 
entered into the programme because 
they lied, while others who responded 
honestly to the ques  ons damaged their 
own interests because they were not 
incorporated.� 

Advocates of community-based 
targe  ng claim that it is more di   cult 
for bene ciaries to lie because other 
community members know about 
their real situa  on. Yet, in the Mchinji 
programme in Malawi, nine percent 
of all households were found to have 
created �ghost� members, presumably 
to increase their chances of being 
selected for the programme.76 One of 
the main reasons why Mauri  us moved 
from a poverty targeted to a universal 
non-contributory pension in 1958 was 
because of complaints that those who 
honestly declared their income lost 
the pension while those who falsi ed 
informa  on were accepted on to the 
scheme.77 

Policy-makers need to decide whether 
it is worthwhile introducing a targe  ng 
system that rewards the dishonesty of 
large numbers of people and poten  ally 
erodes the moral fabric of a society. 

Targe  ng 
is a process 

that rewards 
chea  ng. 

Those who lie 
successfully 
about their 

well-being to 
qualify for a 
programme 
receive the 

bene t, while 
those who 

are honest in 
declaring that 

they are not 
poor do not 
receive the 

bene t



4.3. Incen  ve 
costs of targe  ng

Poverty targe  ng can in uence people�s 
economic behaviour. Both Sen (1995) and 
the World Bank (1994) point out that the 
prospect of losing a bene t by earning too 
much could deter people from engaging 
in economic ac  vi  es. The level of this 
disincen  ve may be di   cult to measure 
but Sen (1995:13) argues that: 

�It would be natural to expect that there 
would be some signi cant distor  ng shi  s 
if the quali ca  on for the subsidy is based 
on a variable (such as income) that is 
freely adjustable through changing one�s 
economic behavior [sic].� 

There is evidence of poverty targe  ng 
crea  ng perverse economic incen  ves 
in developing countries. For example, 
the South African non-contributory 
pension is poverty-targeted. People 
are reported withdrawing savings from 
contributory pension schemes so that 
they can appear poor and qualify for the 
non-contributory pension.78 Sen (1995:18) 
provides examples of families in famine 
relief situa  ons keeping one child hungry 
so that they can qualify for nutri  onal 
support. Morris et al. (2004) found that 
a condi  onal cash transfer programme 
in Brazil � the Bolsa Alimentacao � had a 
surprisingly nega  ve impact on children�s 
weight and height.79 They surmise that 
it may be because parents believed that 
children needed to be underweight to 
qualify for the bene t.

One common belief with proxy 
means tes  ng is that disincen  ves for 
bene ciaries to engage in labour are 
reduced with proxy means tes  ng.80 
Yet, there is no reason why proxy 
means tes  ng should not create 
perverse incen  ves if implemented in a 
transparent manner. If bene ciaries are 
aware that possessing certain proxies 
� such as animals or a good quality 
roof � will count against them, they 
may well not invest in such assets. In 
fact, one likely reason for the absence 
of evidence on perverse incen  ves 
in proxy means tes  ng is that re-
cer   ca  on is rarely undertaken. As a 
result, bene ciaries may well not have 
experienced people being removed 
from the programme as a result of 
becoming wealthier. 

As Sen (1995:18) notes, targe  ng 
programmes based purely on 
demographic characteris  cs that 
cannot be manipulated by bene ciaries 
� such as old age, young age, gender 
and disability � are not likely to create 
perverse incen  ves. Indeed, both the 
World Bank (1994:240) and Mkandawire 
(2005:15) argue that one key advantage 
of universal programmes is that they 
do not introduce disincen  ves to work. 
Furthermore, universal pensions do 
not discourage people from saving 
in contributory pension schemes. 
This could have signi cant economic 
bene ts for countries that want to 
increase the number of contributors 
to such schemes, thereby expanding 
na  onal savings and providing increased 
funds for investment in business.

If bene ciaries 
are aware that 
possessing 
certain proxies 
� such as 
animals or a 
good quality 
roof � will 
count against 
them, they may 
well not invest 
in such assets



4.4. Poli  cal 
costs of targe  ng

Mkandawire (2005:13) points out that 
experience in developed and middle-
income countries indicates that universal 
targe  ng is one of the best means of 
building middle class poli  cal support 
for the  nancing of social protec  on 
programmes. Poverty-targeted 
programmes exclude the middle-class 
and, as a result, are less likely to receive 
their support. As Fiszbein and Schady 
(2009:59f) of the World Bank note, 
standard economic theory would 
argue that: 

�Transfer schemes narrowly targeted 
to the poor would tend to have limited 
support because a small share of the 
popula  on bene t, whereas the costs are 
dispersed across all tax-payers.� 

This concurs with Sen�s earlier 
assessment (1995:14) that: 

�The bene ciaries of thoroughly 
targeted poverty-allevia  on programs 
are o  en quite weak poli  cally and 
may lack the clout to sustain the 
programs.�

The comparison between the level 
of government spending invested 
in universal and poverty-targeted 
programmes tends to bear this out. 
As Figure 6 indicates, universal 
pension programmes across the world 
have signi cantly higher budgets 
compared with narrowly targeted 
programmes.81 Indeed, the various old 
age programmes in Nepal have much 
higher poli  cal and  nancial support 
than the poverty-targeted pensions of 
India and Bangladesh. 

Figure 6: Comparison of budgets allocated to universal and poverty-targeted pension 
programmes



Therefore, as Pritche   (2005) argues, 
poverty targe  ng can deliver 
worse bene ts for the poor than 
universal programmes. Budgets � and 
bene ts � may be smaller when compared 
with universal programmes.82 Indeed, 
Gelbach and Pritche   (2002) have 
developed a model in which they suggest 
that poverty targe  ng will lead to lower 
bene ts for the poor.83 Moene and 
Wallerstein (2001:22) point out: 

�The op  mal policy for the very poor is not 
necessarily a policy that targets bene ts 
as narrowly as possible, once the impact 
of targe  ng on poli  cal support is taken 
into account.�84 

One addi  onal bene t of universal 
programmes is that they are more likely 
to strengthen the social contract between 
ci  zens and the state. As an en  tlement, 
they are given to everyone as a right. In 
contrast, poverty targeted programmes 
give more opportuni  es to unscrupulous 

poli  cians to direct bene ts to 
certain groups rather than to others. 
In a country like Nepal, where it is 
important to build and strengthen the 
state, providing bene ts to all ci  zens 
within a certain category � such as the 
elderly, people with disabili  es and 
young children � could, over  me, help 
build the na  on and increase people�s 
awareness of themselves as ci  zens.

4.5. Financial costs 
of targe  ng

As indicated in the previous sec  on, 
poverty-targeted programmes cost 
less than universal programmes. 
However, this should not be confused 
with  scal sustainability. Universal 
programmes, despite higher levels of 
spending, may well be more  scally 
sustainable due to their greater 
poli  cal support.

Poverty-targe  ng can lead to worse outcomes for the poor

In the 1990 World Development Report, the World Bank highlighted the danger that 
poverty targe  ng could undermine poli  cal support for programmes, leading to worse 
outcomes for the poor: 85

�In prac  ce, the success of public interven  ons involves more than cost-e  ec  veness. 
The demands made by di  erent sec  ons of the popula  on, and their ability to exert 
pressure on the authori  es, are o  en more in uen  al than the government�s economic 
calcula  ons. Fine targe  ng based on a single-minded concern for cost-e  ec  veness can 
reduce public interest in the vigorous implementa  on of government programmes to help 
the poor. For example, in the late 1970s Sri Lanka replaced a universal food subsidy with 
a less costly, targeted food stamp program. In  me, the bene ts delivered by the new 
program declined. The middle classes no longer gained from the scheme, and although 
the new program was more cost-e  ec  ve, it lost crucial poli  cal support. Similarly, a food 
subsidy directed to poor consumers in Colombia was so  ghtly targeted that it lacked an 
e  ec  ve poli  cal cons  tuency, and it was dropped at a change of administra  on. The 
analysis of public policy has to be alive to these considera  ons of poli  cal economy.�

In terms of administra  ve costs, 
poverty targe  ng is more expensive 
than universal programmes, which are 
very simple, not requiring anything 
like as sophis  cated and expensive an 
administra  ve structure. Indeed, there is 
no  xed rule on the administra  ve costs 

of poverty-targe  ng; the lower the errors 
demanded, the more that needs to be 
invested in poverty targe  ng. In Mexico�s 
Progresa programme, a desire to reduce 
administra  ve costs in urban areas led 
directly to a signi cant deteriora  on in 
targe  ng outcomes.86

Box 5 



In assessing targe  ng op  ons in the 
context of Nepal�s Senior Ci  zens� 
Allowance, Single Women�s Allowance, 
Disability Allowance and Child Protec  on 
Grant, policy-makers need to examine 
a range of criteria as well as their own 
priori  es. If the policy priority is to 
reach poor people, universal targe  ng 
will be the most e  ec  ve, though 
most  nancially costly, op  on. Poverty 
targe  ng, while saving money, has the 
disadvantage of excluding many eligible 
poor people, poten  ally genera  ng 
social con ict and perverse incen  ves. 
The likely greater poli  cal popularity of 
universal targe  ng may well ensure the 
 scal sustainability of Nepal�s social grants 
while also helping strengthen the social 
contract between the state and ci  zens, 
an important considera  on given the 
poli  cal challenges currently facing the 
country. 

Furthermore, it is likely that more 
universal bene ts will bring greater 
economic bene ts. Since such 
programmes are likely to be larger than 
those that are poverty-targeted, they are 
more likely to provide a greater s  mulus 
to the economy by encouraging increased 
spending and consump  on. And, 
importantly, bene ciaries themselves 
will not su  er from disincen  ves to work 
and save, which otherwise could hinder 
economic growth.

As indicated in the introduc  on, discussions 
on targe  ng need to be based on evidence. 
The World Bank (1994:240), in its now-
classic publica  on Aver  ng the Old Age 
Crisis, summarizes the evidence in favour of 
a universal approach within the context of 
old age allowances: 

�Administra  vely, this is the simplest 
structure, with the lowest transac  on 
costs, for the public pillar - an important 
advantage in developing countries 
with limited ins  tu  onal capaci  es and 
incomplete record-keeping systems. It 
avoids the disincen  ve to work and save 
inherent in means-tested plans. Its universal 
coverage helps ensure that the poverty 
reduc  on objec  ves are met, [and] provides 
a basic income for all old people.�

A more recent - 2005 - World Bank report 
re-a   rms this view, sta  ng that a universal 
old age pension is:

�probably the best way to provide poverty 
relief to the elderly. Considering the 
di   culty of iden  fying who among the 
elderly is poor, the principal merit of the 
program is that its universality avoids the 
targe  ng issue.87 

Nepal has already adopted the approach 
recommended by the World Bank; on the 
basis of the evidence, there seems li  le 
reason to change direc  on. 

5 CONCLUSION



1 No one in receipt of another form of income from the state � such as a salary or 
civil service pension � is eligible to receive a social transfer. Therefore, in theory, 
Nepal�s grants enable universal coverage of bene ts rather than the use of strict 
universal targe  ng.
2 The grant for the par  ally disabled is heavily targeted with a maximum of two 
bene ciaries per VDC. There are only 7,000 bene ciaries across Nepal.
3 While all mothers in the Karnali region are targeted, each mother is limited to a 
maximum of two children who are able to receive the grant.
4 There are forms of community-based targe  ng in which community members 
primarily serve as the extended arm of the social protec  on bureaucracy and 
administer a ques  onnaire. This is not considered here as it is primarily a means 
of saving costs in administering some form of proxy targe  ng.
5 Veras et al. (2007:2).
6 World Bank (2009a).
7 Coady et al. (2004).
8  R-squared results for proxy means test regressions tend to oscillate between 
0.4 and 0.6. For example, The World Bank (2009b) found an r-squared result for 
Bosnia of 0.488 and gave r-squared results for other countries of: Armenia, 0.2; 
Bosnia, 0.49; Georgia, 0.62; Russia, 0.58; Sri Lanka 0.59. Ahmed and Bouis (2002) 
calculated an r-squared for their work in Egypt of 0.43 and stated that in La  n 
America r-squared values were in the range 0.3-0.4. In Indonesia, Alatas et al. 
(2009) gave an r-squared value of 0.48. 
9 This proxy means test is based on the PMT formula used for the Girl�s 
Scholarship Programme, modi ed slightly to re ect the availability of variable in 
the NLSS 2003/4 dataset
10 These exclusion errors are based on extending bene ts to the lowest-ranked 
households (according to the proxy score, or in other words the predicted 
values) in the popula  on un  l coverage matches the targeted popula  on . This 
means that inclusion and exclusion errors are necessarily the same (since for 
each individual wrongly excluded there is another that is wrongly included).  
Another approach commonly used by analysts is to set the cut-o   based on actual 
consump  on (instead of the predicted value). However this method is highly 
problema  c as it produces another (en  rely ar   cial) error whereby coverage of 
the programme will be less than the target.  For a full cri  que of this alterna  ve 
methodology, see Kidd and Wylde (forthcoming).   
11 The results found by Kidd and Wylde (forthcoming) are consistent with the 
errors found by other analysts in a range of countries. 
12 See Kidd and Wylde (forthcoming) for a more in-depth discussion on the 
weaknesses of household surveys and their use in proxy means tes  ng.
13 Kidd and Wylde (forthcoming) provide a comprehensive analysis of the errors 
that are introduced into the proxy means test during implementaon.   
14 Adato et al. (2000), Adato and Roopnaraine (2004:16), Huber et al. (2009:46f) 
and GHK (2009:107   and 155).
15 Coady and Parker (2005).
16 Coady and Parker (2005:26).
17 See, for example, GHK (2009).
18 GHK (2009).
19 Cf. Narayan and Yoshida (2005).
20 See Sepulvedra (2009) for a discussion of human rights principles in cash 
transfer programmes.
21 Skou as et al. (1999:iv).
22 See: Adato (2000), Adato et al. (2000), Adato and Roopnaraine (2004:17, 21), 
and Huber et al. (2009:46f).
23 Source: MLD (2010).
24 Ward et al. (2010).



25 Grosh et al. (2008).
26 Source: Galasso and Ravallion (2001). Decile one is the poorest.
27 See: Watkins (2008), Miller et al. (2008), and Seaman et al. (2008). 
28 Cf. Watkins (2008).
29 Hobley and Paudyal (2008).
30 Chinsinga (2005) and Miller (2008:27, 38f).
31 See: Isik-Dikmelik (2009).
32 See: Department for Interna  onal Development and the World Bank (2006).
33 See: Isik-Dikmelik (2009).
34 Cf. Miller et al. (2008:28f).
35 See: Isik-Dikmelik (2009).
36 Alatas et al. (2009:36).
37 Miller et al. (2008:28).
38 See: Isik-Dikmelik (2009).
39 GHK (2009).
40 Miller et al. (2008:25).
41 A recent World Bank paper on targe  ng in Nepal appears to misunderstand 
this important point (Isik-Dikmelik 2009). It stated that: �the targe  ng of the �. 
elderly allowance program is likely not very e  ec  ve,� an interpreta  on that 
contrasts signi cantly with the views of pension experts within the World Bank.
42 Developing countries with universally targeted non-contributory pensions � in 
addi  on to Nepal � include: Bolivia, Namibia, Lesotho, Botswana, Mauri  us, 
Seychelles, Maldives, Brunei, Samoa, Kiriba  , Tuvalu, East Timor and Kosovo. 
In addi  on, in Mexico there are universal pensions in Mexico City and small 
rural towns and the rural pension in Brazil is almost universal. The pension in 
Swaziland is, in theory, poverty targeted but, in prac  ce, universal. Universal 
targe  ng of cash transfer programmes is also common in developed countries.
43 A recent paper by the World Bank on targe  ng in Nepal makes the error of 
regarding the inclusion on non-poor in universal programmes as �leakage.� See 
Isik-Dikmelik (2009).
44 St. John and Willmore (2001:1292).
45 These es  mates are calculated using a poverty line set at twice the na  onal 
poverty line, using per-capita consump  on es  mates as per the 2003/4 NLSS.  
46 Skou as et al. (1999).
47 Samson et al. (2007).
48 The  gures of 682,000 bene ciaries for the Senior Ci  zens� Allowance and 
314,000 Single Women�s Allowance is based on the number of bene ciaries 
in 2008 increased by 3 percent a year, the approximate rate of growth of the 
over-60 popula  on. Figures were provided by Shizu Upadhaya as part of an 
assignment  nanced by UNICEF
49 The current over-60 popula  on is based on data from the Central Bureau of 
Sta  s  cs� popula  on projec  ons.
50 Although opponents of child grants o  en argue that they will encourage 
families to have more children, there is almost no evidence of this interna  onally 
in developing countries, when grants are small in size. Recent studies in Mexico, 
Nicaragua and South Africa have shown no impact at all (Stecklov et al. 2006; 
Department of Social Development 2006; Makiwane and Udjo 2006). See 
Fiszbein and Schady (2009) for an overview of some of the evidence. It is unlikely 
that families in Nepal would be encouraged to have more children for a monthly 
grant of only Rs.200.
51 The  gure of 1.5 percent assumes that 10 percent of the popula  on do not 
take up the grant � mainly as a result of self-exclusion by the be  er-o   � and 
does not include administra  ve costs.
52 Leakage in this context means the propor  on of grants that go to non-intended 
bene ciaries. In the context of a universal child grant for 0-4 year olds, leakage 
would refer to children above the age of four receiving the programme. In terms 
of a poverty targeted child grant, leakage would refer both to children above the 
age of four and those from families who are richer than the poverty line used for 
targe  ng the grant.
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