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Introduction 

Bosnia and Herzegovina (BiH) stands out among the countries in Eastern Europe and 

Central Asia (ECA) as one of the top spenders with respect to social assistance programs. 

Between 2006 and 2008, it spent on average four percent of GDP on social protection, 

thereby outpacing most of the countries in the region except for Croatia, and clearly being 

above the EU average. For historical reasons, a substantial part of non-contributory social 

assistance benefits are rights-based programs as opposed to needs-based programs, i.e. 

eligibility is not determined by need, but by acquired rights.  

Within the context of the current project ‘Development, Testing and Guidance for 

Implementation of New Methodologies for Targeting of Non-contributory Cash Benefits in 

Bosnia and Herzegovina’, this report complements the analysis on ’Non-contributory Cash 

Benefits in BiH – What Works, What Does Not Work’, by providing a detailed review of 

targeting methods for non-contributory cash transfers, based on the experiences of countries 

in ECA and beyond. Its purpose is to further the understanding of the development of new 

targeting models during project implementation as the analysis of the current situation in BiH 

clearly indicates the need for better targeting of non-contributory civilian benefits in order to 

increase their targeting performance and poverty reduction impact. The analysis also refers 

to the experience from some countries in Latin America in which targeting methods based on 

proxy-means tests started to develop in the early 1980s. 

The report provides a review of the existing targeting practice in other countries in the ECA 

region (and beyond) and distills some of the key lessons to be learned that can be interesting 

for the development of an alternative targeting mechanism in BiH. Although the focus of the 

report is on Proxy-Means-Targeting (PMT), it starts with an overall introduction to targeting, 

its rationale, various targeting methods and how the targeting performance of a system can 

be assessed. Section two zooms in on PMT, discussing the general context where it works 

and describing the steps in designing the model. Subsequently, the report focuses on 

aspects relevant for the implementation of a PMT. Throughout the report, we refer to 

experiences from other countries either in the text or in overview tables. For a selection of 

countries, more details are provided in text boxes and in the appendix.    

The report was prepared by Franziska Gassmann, Esther Schüring, Sonila Tomini and Mira 

Bierbaum, consultants of the Maastricht Graduate School of Governance. 

1 Social Safety Nets and targeting 

1.1 Rationale for Social Safety Nets and targeting 

The ECA region has been most severely hit by the global financial crisis in 2009. Average 

economic contraction in ECA countries amounted to five percent in that year (World Bank, 

2012a), yet with wide variations at the country level depending on the degree of trade 

integration, financial openness, and labor flows (World Bank, 2010a). Not all countries in the 

ECA region managed to respond to the impact of the economic and financial crisis equally 
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well, but social safety nets1 contributed to protect people from the adverse welfare impacts of 

large-scale economic recession, in particular in countries where systems had already been in 

place before the crisis had started to unfold (Williams, Larrison, Strokova, & Lindert, 2012). 

More broadly speaking, social safety nets serve several objectives. In their minimum 

function, they aim to alleviate extreme poverty through redistribution and are a means of last 

resort to ensure basic living standards for individuals in dire situations. They help households 

to reasonably manage risks and to build up livelihoods in a forward-looking way, that is, by 

preventing underinvestment in nutrition, education, and productive assets. Finally, social 

safety nets are instruments to permit beneficial policy reforms in other sectors that potentially 

entail high immediate costs for poor and vulnerable households while welfare increases are 

delayed (cf. Grosh, del Ninno, Tesliuc, & Ouerghi, 2008).  

Virtually all countries in the ECA region sustain some sort of social safety net, but total 

spending on it as a share of a country’s GDP varies widely. Whereas average spending 

amounts to 3 percent of GDP in the European Union region, the size of social safety nets 

ranges from 0.6 percent of GDP in Tajikistan to almost 4 percent in Croatia and Hungary 

(see Figure 1). This compares to mean spending on social safety nets of 1.9 percent of GDP 

across 87 developing countries between 1996 and 2004. In terms of regional patterns, the 

ECA region is the second largest spender after the Middle East and Northern Africa (2.2 

percent on average), but before Latin America and the Caribbean (1.3 percent on average) 

(Weigand & Grosh, 2008).2  

Figure 1. Social assistance spending (as a share of GDP), by country, 2008-09 

 

Source: World Bank, Social Expenditure Database 2011. 

                                                
1
  The term social safety net refers to “noncontributory transfer programs targeted in some manner to the 

poor and those vulnerable to poverty and shocks. Analogous to the U.S. term welfare and the European 
term social assistance” (World Bank, 2012a). Throughout this literature review, these terms are used 
interchangeably. 

2  
Sub-Saharan Africa is not included in this comparison since the small number of observations in this group 
renders averages less robust. 
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As demand for social safety nets may be indefinite while resources are most probably 

limited, one option of utilizing a constrained budget most effectively and efficiently is to target 

transfers to the poorest segment of the population (Coady, Grosh, & Hoddinott, 2004a). In 

most ECA countries, eligibility for non-contributory transfer programs is not universal, but 

based on targeting rules that are supposed to channel benefits to a subset of the population, 

in most cases the poor, or at least parts of the poor. Targeting therefore aims to maximize 

coverage among the deprived, and to prevent benefits being captured by the non-poor at the 

expense of the needy. It is a means to increase benefit levels for the poor given limited 

financial resources, or reduces budget requirements while maintaining existing benefit levels 

(Grosh et al., 2008).  

Targeting as compared to universal schemes, however, involves additional costs. It results, 

for instance, in higher administrative costs, informational constraints when accurately 

identifying the poor, and efficiency losses caused by leakage to non-targeted groups and 

non-coverage of deserving groups (Atkinson, 1995; Sen, 1995). Furthermore, political 

economy considerations stress that if the budget is determined by majority voting, targeting 

might undermine political support for redistribution (Gelbach & Pritchett, 2002). Social costs 

such as stigmatization have to be borne by program participants. If individuals change their 

behavior in response to a transfer system, this can bring along additional incentive costs. 

Ultimately, the question of the extent of targeting, and the choice of a targeting option, needs 

to be answered program-specifically (Grosh et al., 2008, p. 86). 

1.2 Targeting methods 

Different options and combinations for targeting social transfers towards the poorest and 

most vulnerable parts of the population have been explored, with most of them being found 

in at least some ECA countries. A broad classification distinguishes between categorical or 

group targeting, self-selection, and targeting based on individual assessment. Each of these 

methods entails specific advantages and disadvantages and is most suitable in different 

contexts. Among others, the choice of a targeting approach is guided by data availability, 

administrative capacities, and the degree of formality of the economy. Overall, many 

programs operate a mix of targeting mechanisms. 

Firstly, categorical or group targeting determines eligibility by individual, household or family 

characteristics that are hard to manipulate, easy-to-observe, and correlated with poverty. 

With geographical targeting, eligibility is determined by the location where a household 

resides, often using information derived from poverty maps. Many pilot programs start in 

geographically selected target districts in their inception phase. Demographic targeting is 

based on, inter alia, age, gender, or disability, with the most common programs being child 

allowances and social pensions. These forms of targeting benefit from being simple and 

easily administered, they are often politically popular and easy to combine with other 

targeting approaches. Yet, limited accuracy resulting in leakage to the non-poor is a concern, 

and this form of targeting prerequisites a high correlation between demographic or 

geographical characteristics and poverty.  

Secondly, self-targeting implies that programs are open to all, but take-up is expected to be 

higher among the poor. In public work programs, this is guaranteed by low wages, while 

subsidies for commodities are directed towards food and goods that are disproportionately 

consumed by the poor. The self-selection process simplifies administration and does not 

distort work incentives. Work programs furthermore have an additional value added, for 



 4 

instance, if they are used to improve a country’s infrastructure. Nevertheless, the 

administration of the works themselves may be more complex and costly. Furthermore, not 

everybody in need is able to work, and additionally, programs and therefore potential 

participants are limited. At the same time, participants face opportunity costs such as 

forgoing other earnings. Finally, there are few commodities for which consumption is 

concentrated among the poor in absolute terms. The poor tend to consume less in general, 

resulting in only mildly progressive, or even regressive, benefits. Overall, self-targeting is 

mainly appropriate in situations of chronic poverty or crises. 

Thirdly, targeting mechanisms that are based on individual assessment of applicants 

comprise community-based targeting (CBT), means testing (MT), proxy means testing 

(PMT), and hybrid means testing (HMT). A comparative overview of the latter three targeting 

mechanisms is provided in Table A 1. As its name implies, with community-based targeting 

the community determines eligibility. The rationale is to profit from local, often more accurate 

knowledge of who is in need. Administrative and monitoring costs are relatively low, as these 

tasks are carried out on the local level. This method, however, is at risk of being captured by 

local elite, of reinforcing existing power structures and patterns of exclusion, and of breeding 

conflict. Besides, monitoring at the central level is difficult. These shortcomings make it 

appropriate in contexts where benefit levels are low, community structures are well 

developed, and administrative capacity is low. 

A verified means test is considered the gold standard of targeting. It collects virtually 

complete information on all sources of income and assets of a household and verifies the 

provided information by certifications and crosschecking with independent sources. If income 

falls below a defined threshold, an individual or household is deemed eligible for a transfer. It 

is not uncommon that means tests are not independently verified or exerted by social 

workers in a qualitative way, so-called simple means tests. Means tests are highly accurate 

under appropriate circumstance; in particular if some form of verification is applied. They 

furthermore respond promptly to transient changes of welfare status, e.g. during an 

economic recession. However, they require profound administrative capacities at all levels if 

verification is carried out in a meaningful way, as well as detailed documentation of economic 

transactions. A sufficient degree of formality of the economy is therefore a prerequisite. It 

further comes with potentially high private costs for individuals who have to provide 

documents and certificates, and can induce social costs through stigmatization and distorted 

work incentives. 

Box 1. Verified means test and self-targeting in Romania3 

The social assistance system in Romania includes benefits in cash, benefits in-kind as well 

as social services. The cash social assistance benefits in Romania include five main pillars: 

1) children and family benefits, 2) disability and illness benefits, 3) housing utilities, 4) last 

resort income support (Guaranteed Minimum Income – GMI), and 5) “merit-based” benefits 

(i.e., allowances for war veterans, for heroes, etc.). 

The guaranteed minimum income (GMI) program is the main non-contributory income 

support in Romania. The targeting approach is a mix between verified means testing and 

self-targeting. Control mechanisms involve an administrative check of the self-declared 

income statements and the verification of means by conducting visits at the household’s 

domicile. Self-targeting is achieved through the requirement that able-bodied individuals 

                                                
3
  Please refer to the appendix for a more detailed description. 
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have to participate in community work. The existence of a working member increases the 

benefit entitlement by 15 percent in order to incentivize participation in the labor market and 

thus to decrease dependence on social welfare (World Bank, 2008).  

If economic activities are to a large degree informal, income from formal labor such as wages 

is likely to be an inaccurate indicator of household welfare. In addition, seasonality or in-kind 

earnings can complicate the accurate measurement of household welfare (Castañeda & 

Lindert, 2005, p. 23), resulting in leakage of social benefits to non-poor parts of the 

population. The rationale of proxy means testing is to obtain an alternative indicator of 

household welfare. A score for each applying household or individual is calculated based on 

easily observable characteristics that are associated with poverty, such as location and 

quality of housing, household composition, education and occupation of the household head, 

or ownership of durable goods. The exact scoring formula and the appropriate cut-off points 

are usually derived from household surveys. The use of easy-to-observe characteristics 

instead of official documentation of income or other assets makes this method suitable for 

country contexts where a large degree of economic informality prevails. 

Box 2. Categorical targeting and proxy means testing in Kazakhstan 

Non-contributory social protection in Kazakhstan contains a range of different cash transfers, 

some of which are categorical and others depending on household income: Targeted Social 

Allowance (TSA), Social Allowance (SAC), Special State Allowances (SSA) and Housing 

Allowance (HA) (Gassmann, 2011a). The TSA is a means-tested transfer. It covered less 

than one percent of the population in 2007, and only three percent in the poorest quintile. 72 

percent of the transfers were distributed to the poorest twenty percent. The TSA, although 

benefiting only very few households, contributes on average ten percent to the household 

budget in recipient families, but it has almost no measurable effect on poverty (World Bank, 

2009a). 

Besides the Government-operated social assistance program, the BOTA foundation, 

established in 2008 by IREX and Save the Children, supports children and their families 

through investments in health, education and social welfare. It offers conditional cash 

transfers, social services and tuition assistance. The Conditional Cash Transfer Program 

(CCT) of the BOTA Foundation provides regular cash transfers with the intention to improve 

the lives of poor children. It started in December 2009 in two regions. Targeting is based on a 

mix of categorical targeting and proxy means-testing and beneficiaries have to comply with a 

set of conditions aimed at improving their health and education status. Eligible beneficiaries 

are children aged 4-6 until they enter school, pregnant and lactating women, children with 

disabilities up to the age of 16, and adolescents aged 16-19 who have completed school. 

The poverty status of the household of an eligible person is assessed by a proxy means-test. 

Since BOTA only operates in a number of regions (oblasts), the system also entails an 

aspect of geographical targeting. In April 2013, BOTA was active in six oblasts providing 

CCTs to over 56,000 beneficiaries (www.bota.kz). Indicators and scores for the PMT are 

derived from the Kazakhstan Household Budget Survey. A recent analysis by OPM (2012) 

asserts that the PMT is effective in identifying poor households. Overall, the program is 

progressive. Furthermore, the computerized assessment process (applicants get an 

immediate answer) is perceived as impartial and as such lends credibility to the program. 

Proxy means testing is administratively demanding and tends to be less accurate than 

verified means testing as some leakage is inherent to the methodology. It is less responsive 

http://www.bota.kz/
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to sudden changes in the economic situation of a household since most of the observable 

characteristics refer to stock variables (e.g. education of household head, ownership of 

durables), and not to flows (e.g. income). Additionally, poverty must be sufficiently correlated 

with a number of these indicators. Setting up the scoring formula requires the existence of 

regular and reliable household data and the capacity to analyze these data appropriately. A 

publicly disseminated scoring formula increases transparency, but opens up opportunities to 

manipulate any of the included characteristics in order to become eligible. On the other hand, 

people might perceive the criteria as arbitrary and intransparent if the formula is not made 

explicit. In any case, the way in which scores are derived might be incomprehensible for the 

general public. 

Finally, hybrid means testing is a combination of elements of the previous two methods or 

a combination of categorical filters with means or proxy means testing. In the former case, 

the predicted income of an applicant is the sum of formal, easily verifiable incomes, for 

instance wages or social protection transfers, and hard-to-verify incomes from informal 

sector labor or productive physical assets that are estimated based on proxies. An applicant 

is judged eligible if the predicted income falls below a certain cutoff value, or, if applicable, 

the applicant belongs to the chosen geographical or demographic group. In the best of 

cases, this combination allows for a very accurate assessment of welfare – even with a high 

degree of informality, since it aims to make optimal use of all available information. The 

drawback is that it requires a high level of administrative capacities. 

Table 1 presents an overview of targeting mechanisms that are used in selected countries in 

the ECA region. Furthermore, specific features of social safety nets in the region are 

presented in text boxes throughout the review, and more detailed descriptions on chosen 

countries are provided in the appendix. 

Table 1. Overview of targeting mechanisms in selected ECA countries 

Country Name of the program Year Targeting mechanism 

Albania Ndihme Ekonomika 1993 Means testing (income eligibility threshold based 

on household size, composition, and national level 

of unemployment benefit), categorical criteria 

Armenia Family Poverty Benefit 1999 Proxy means testing 

Azerbaijan Targeted Social Assistance 2006 Means testing (proxy means testing was 

considered, but lack of reliable data for 

simulations, cf. World Bank (2009b)) 

Bulgaria Guarenteed Minimum Income 1991 Means testing 

Estonia Subsistence Benefits  Means testing 

Georgia Targeted Social Assistance  2006 Proxy means testing 

Kazakhstan Targeted social assistance 2002 Means testing  

Kazakhstan Conditional cash transfer 2009 Proxy means testing 

Kyrgyzstan Unified Monthly Benefit 1995 Means test, categorical criteria, filters 

Lithuania Social Benefit 1990 Means testing, value of household assets (HMT?) 

Romania Guaranteed Minimum Income 

Program 

2002 Verified means testing, self-targeting 

Russian 

Federation 

Child allowance 2001 Means testing (prior to 2001, categorical for all 

children) 

Tajikistan Social assistance benefit 2011 Proxy means testing to improve targeting 

outcomes piloted in two districts in 2011 
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Uzbekistan Family allowance 1994 Community-based targeting 
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1.3 Performance measures 

Assessments of the targeting performance are crucial in allowing governments to fine-tune 

their targeting mechanism and in demonstrating transparency and a keen interest in 

accounting for the allocation of public transfers. To measure targeting performance, the focus 

is on outcome indicators that capture results at the beneficiary level (Gassmann, 2010, p. 7), 

e.g. access to social protection (coverage), targeting accuracy, or the level and adequacy of 

social benefits. The overall performance of social safety nets, discussed along these 

indicators, diverges substantially across ECA countries. Social safety nets furthermore differ 

in terms of their administrative input and their poverty reduction impact.  

Box 3. Horizontal and vertical efficiency 

Targeting is by no means a perfect science, and errors can occur both at the design and 

implementation stage of a system. The performance of social safety nets can be measured 

along different dimensions (Gassmann, 2010): 

Horizontal efficiency assesses the horizontal distribution (coverage) of benefits and 

services across different groups of the population (gender distribution, formal and informal 

labor markets, age distribution, income distribution, etc.). It refers to the effectiveness of the 

system in reaching the poorest. Under-coverage (exclusion error, cf. Table 2) of the target 

group reduces the horizontal efficiency of a program (as the exclusion error is the opposite of 

the coverage indicator: exclusion error = 100 percent – coverage). 

Vertical efficiency analyses the vertical allocation of benefits and services (targeting 

accuracy) and refers to the efficiency of the system in reaching the poorest and closing the 

poverty gap. Vertical efficiency decreases if non-poor people are among the beneficiaries of 

the social safety net, i.e. if the error of inclusion increases.  The inclusion error is the 

opposite of the targeting accuracy indicator: inclusion error= 100 percent – targeting 

accuracy). It can be measured in terms of beneficiaries, but also in terms of benefits 

allocated. 

Table 2. Performance matrix 

 

 

 

 

 

Coverage of the poorest quintile by Last Resort Social Assistance Programs (LRSA)4 is in 

general low and does not exceed 30 percent in a majority of ECA countries (see Figure 2).5 

The variation across countries is considerable. In 8 out of 19 countries, namely Kazakhstan, 

Bosnia and Herzegovina, Lithuania, Latvia, Ukraine, Serbia, Estonia and Hungary, less than 

                                                
4
  These programs are mostly targeted to the neediest households in a country. Targeting methods 

differ ranging from means-tested to proxy means-tested and hybrid methods.  
5 
 Note that for the purpose of consistent cross-country comparisons, the poorest quintile of the 

population in each country is considered to be the target group. National performance assessments 
may deviate from this approach and define the target group according to the respective legislation. 

 Target group Non-target group 

Household receives 

transfer 
Success Inclusion error 

Household does not 

receive transfer 
Exclusion error Success 
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ten percent of the poorest quintile are covered by last resort programs, while the targeted 

programs in Armenia reach around 40 percent of the households in the poorest quintile. High 

levels of spending do not necessarily coincide with more extensive coverage of the poor, as 

the example of Bosnia and Herzegovina shows. Standing out in terms of high expenditure 

social safety nets (about four percent of GDP on social assistance), LRSA benefits cover 

only four percent of the poorest quintile, as eligibility criteria for other social assistance 

transfers are frequently rather based on rights than on needs. 

Figure 2. LRSA: Coverage of the poorest quintile (in %) 

 

Source: World Bank, Social Expenditure Database 2011. 

Moreover, targeting accuracy differs notably across ECA countries (Figure 3). In Bosnia and 

Herzegovina, the poorest 20 percent of households receive about 40 percent of LRSA 

benefits allocated by Centers of Social Work, whereas targeting is particularly accurate in 

Lithuania, Montenegro, Romania, Bulgaria and Serbia. In these countries, roughly between 

80 and 90 percent of benefits are allocated to the poorest quintile. In the majority of 

countries, the target group receives between 50 to 70 percent of the respective budget.  

Figure 3. LRSA: Targeting accuracy (percent of total benefits received by the poorest 
quintile (in %) 

 

Source: World Bank, Social Expenditure Database 2011. 
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of all beneficiary households in that quintile (see Figure 4). The most generous transfers in 

the ECA region are the Social Benefit in Lithuania, Targeted Social Assistance (TSA) in 

Georgia, and the MT benefits in Estonia. In contrast, the Unified Monthly Benefit (UMB) in 

the Kyrgyz Republic and Targeted Social Assistance (TSA) in Poland only make up 

approximately one tenth of a receiving household’s post-transfer consumption, thereby 

contributing to a household’s welfare only to a very limited extent. 

Figure 4. LRSA: Benefits as percent of post-transfer consumption, beneficiary households, 
poorest quintile 

 

Source: World Bank, Social Expenditure Database 2011. 

Box 4. Guaranteed minimum income vs. poverty line 

The level of generosity is a basic design question and depends on a program’s objective and 

its overall budget. Many ECA countries operate guaranteed minimum income programs 

where benefits are designed to cover the gap between the income of a family and a minimum 

income, i.e., this established minimum income standard serves both as an eligibility threshold 

and a ceiling of the benefit amount. Ideally, this standard is linked to a minimum subsistence 

level that is either normatively defined or derived empirically based on the actual 

consumption habits of the population In practice, however, it is frequently fiscal space that 

determines this amount. Furthermore, regular benefit adjustments are supposed to assure 

that benefits do not erode over time due to inflation or lag behind wage developments. In 

many circumstances, however, updates take place irregularly on an ad-hoc basis and are 

guided by the availability of financial resources (Grosh et al., 2008; World Bank, 2011a). 

The Government of the Kyrgyz Republic, for instance, established the Guaranteed Minimum 

Income (GMI) in 1998 and adjustments happen on an ad-hoc basis. The available budget 

and the expected number of beneficiaries determine the level of the GMI and the size of the 

benefit. In 1998, the benefit amounted to half of the value of the extreme poverty line that 

represents the monetary value of a food basked providing 2,100 kcal. While it had been 

envisaged to continuously converge the GMI towards the extreme poverty line, the contrary 

development has occurred since then. Ten years later, the GMI amounted to merely one fifth 

of the extreme poverty line (Gassmann, 2011b, p. 5).  
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Box 5. Guaranteed Minimum Income Scheme in Bulgaria6 

The noncontributory safety net programs in Bulgaria consist of two main schemes: 1) a 

Guaranteed Minimum Income (GMI) scheme and 2) a Heating Allowance (HA) scheme, 

which cover low-income and vulnerable households. Both GMI and HA are means-tested 

income (and assets) programs. The aim is to provide protection to the poorest and most 

vulnerable individuals and their households to cope with income shocks and poverty (World 

Bank, 2009b). 

The GMI scheme was introduced in 1991 to provide a cash benefit for individuals and their 

households who fall below a certain income level. The benefit intends to fill the gap between 

household income and the threshold established by the Council of Ministers (usually 

annually) as the cost of an essential food basket. The income benefit is below the minimum 

wage, social pension and the lowest unemployment benefit. Eligibility criteria are based on 

income of the beneficiaries and their households, their assets, family size, health and 

employment status, age and other observed circumstances. The actual monthly GMI benefit 

equals the difference between the differentiated minimum income or the sum of the 

differentiated minimum incomes and the actual incomes received by the beneficiary in the 

month preceding the application. The GMI benefit is provided after the applicant completes a 

detailed social status questionnaire and a social worker verifies the information provided.  

Figure 5 summarizes the performance of means tested social safety nets in ECA countries in 

terms of coverage, targeting accuracy, and transfers to the poorest quintile. The graph 

especially illustrates the trade-off between inclusion and exclusion errors (see Box 6), as 

some of the best performers in terms of targeting accuracy score poorly with regard to 

coverage. Although more than 90 percent of total benefits are accrued to the poorest quintile 

in Lithuania, this scheme covers merely six percent of the target group. In Armenia, coverage 

of the target group is especially high (42 percent), but so is leakage to non-poor households, 

as just roughly more than half of the benefits are distributed to the poorest quintile. Latvia’s 

GMI is among the worst performers with regard to any performance measures. 

Figure 5. LRSA: targeting accuracy, coverage, and adequacy with respect to the poorest 
quintile 

 
Note: The size of the bubble reflects the size and therefore the adequacy of the transfer. 

Source: World Bank, Social Expenditure Database 2011.  

                                                
6
  Please refer to the appendix for a more detailed description. 
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Box 6. Trade-offs between inclusion and exclusion error 

Inclusion and exclusion errors, and comparative assessments based on them, require critical 

interpretation (cf. Coady & Skoufias, 2001). Not only does it matter how many are excluded, 

but also who is excluded. The targeting error is more serious if an extremely poor household 

is not among the beneficiaries as compared to a household with income or consumption just 

around the poverty line. Inclusion and exclusion error furthermore do not say anything about 

the adequacy of the transfer. 

The objective of maximizing welfare improvements for the poor within budget constraints 

implies important trade-offs between the inclusion and exclusion error. More restrictive 

eligibility criteria might discourage those to apply that need it most. Inclusion and exclusion 

errors are furthermore sensitive to the coverage of a program – a small program is likely to 

suffer from a large error of exclusion and a small error of inclusion, and vice versa if a 

program covers a broader part of the population. There are also political considerations 

involved. While the Ministry of Finance is more prone to reduce errors of inclusion to 

minimize leakage of financial resources to non-needy households, Ministries of Social Affairs 

are more likely to attempt to limit errors of exclusion of poor households. Given the economic 

crises and on-going budget consolidations in many countries, the focus has frequently been 

on inclusion errors. 

Linked to the extent to which the poorest households are covered and the generosity of the 

benefit, impact indicators capture the percentage reduction of the poverty incidence or gap or 

the reduction of inequality. The means tested GMI in Bulgaria, for instance, performs well in 

terms of targeting accuracy, so that social transfers mostly reach the poorest. A simulation 

estimating poverty measures (see Box 7) in the absence of the GMI Program indicates that 

the poverty headcount would rise from 57 percent to 64 percent, and the poverty gap would 

more than double from 15 percent to 31 percent. This social assistance scheme therefore 

reaches the extreme poor, but is insufficient to lift them above the poverty line (World Bank, 

2009b, pp. 17–18).  

Box 7. FGT poverty measures and poverty reduction impact 

The FGT (Foster, Greer, and Thorbecke) poverty measures comprise the headcount index, 

the poverty gap index, and the squared poverty gap index. The headcount index shows the 

proportion of the population that is counted as poor. The poverty gap index measures how 

far the poor fall below the poverty line on average, and expresses it as a percentage of the 

poverty line. Finally, the squared poverty gap index is a weighted sum of poverty gaps, so 

that observations are given more weight the further they fall below the poverty line (Haughton 

& Khandker, 2009, pp. 67–73). 

The type of poverty indicator that is used for comparisons of the pre- and post-transfer 

situation of households is important. A transfer targeted towards individuals just below the 

poverty line can be very effective in reducing the poverty headcount, though not the poverty 

gap. In contrast, the same amount of a social transfer but channeled towards the extreme 

poor might lead to virtually no changes in the poverty headcount, but can effectively 

contribute to closing the poverty gap (Gassmann, 2011b, pp. 16–17). 
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In the Kyrgyz Republic, the poverty reduction impact of the UMB remains limited despite 

good targeting accuracy, and could be enhanced by extending coverage and increasing the 

size of the benefits (World Bank, 2009c, p. 14). Finally, in Bosnia and Herzegovina, non-

contributory social benefits are estimated to reduce the poverty headcount by meager 1.2 

percentage points (World Bank, 2009c, p. 14). 

Social safety nets finally differ regarding the size of the administrative input. Comparing costs 

across countries warrants caution since a higher share of administrative costs in total 

program expenditures does not necessarily imply that targeting is not worth the effort for 

improving the overall efficiency of a program. Simultaneously, remarkably low administrative 

costs do not automatically signal the efficient working of a program, but could indicate 

insufficiencies in administration. The very limited administrative budget of Russia’s Child 

allowance, for instance, resulted in severe shortcomings regarding targeting, monitoring, and 

evaluation (Grosh et al., 2008, pp. 391–392).  

Costs are reasonably low for the programs listed in Table 3 that are means tested or proxy 

means tested (Grosh et al., 2008, p. 94). Regarding the included ECA countries, targeting 

costs as a share of total program costs range between 0.6 percent for the Family Poverty 

Benefits Program in Armenia and 6.3 percent in Bulgaria’s Guaranteed Income Program. 

Several additional factors affect cost comparisons across programs and countries, namely 

the size of the transfer, whether the same targeting system is used for assessing eligibility for 

several programs, labor costs and that costs are usually higher during the initial phase of a 

program (Grosh et al., 2008, pp. 93–94). 

In summary, spending on social safety nets differs substantially across ECA countries, as 

does their performance in terms of coverage, targeting accuracy, and benefit level. Notably, 

higher total spending on social assistance is not necessarily linked to higher coverage and 

more accurate targeting of resources to the poor and vulnerable parts of the population, as in 

particular the example of Bosnia and Herzegovina in comparison to its neighbor countries 

shows. 

Table 3. Administrative costs of targeting for selected means tested and proxy means tested 
programs, various years 

 Targeting costs as a share 
of total… 

 

Country, program, years Administra-
tive costs 

Program 
costs 

USD/ 
beneficiary 

Albania: Ndihme Ekonomika, 2004 88 6.3 7 

Armenia: Family Poverty Benefits Program, 2005 26 0.6 3 

Bulgaria: Guaranteed Minimum Income Program, 2004 64 6.3 7 

Kyrgyz Republic: Unified Monthly Benefit Program, 2005 24 2.3 1 

Lithuania: Social Benefit Program, 2004 41 2.7 8 

Romania: Guaranteed Minimum Income Program, 2005 71 5.5 25 

Colombia: Familias en Acción, 2004 34 3.6 - 

Mexico: PROGRESA, 1997-2000 40 2.4 - 

Source: Grosh et al. (2008, p. 94). 
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2 Proxy Means Testing 

2.1 A little bit of history 

The objective of directing benefits from social safety net programs towards those who need it 

the most critically depends on the correct evaluation of individual or household welfare. While 

means tests are theoretically the most precise way of assessing levels of welfare, their actual 

accuracy is context-dependent. There are limits to using means tests in lower-income 

countries that are usually characterized by high informality, wide prevalence of subsistence 

agriculture, and limited institutional and administrative capacities. In case means testing is 

used, it is subject to simplifications that potentially compromise their targeting performance 

(cf. Grosh & Baker, 1995). The idea of using proxies to determine the level of welfare needs 

to be seen against this background. 

Proxy means testing was first introduced in Chile in 1980 and other Latin American countries 

followed in subsequent years as targeted approaches for social spending towards the poor 

became more popular in the light of financial constraints and policy concerns to direct scarce 

resources to those with unmet basic needs (Castañeda, 2005). In the first phase of Chile’s 

Ficha CAS system (1980-1987, CAS-I), social workers gathered information on fourteen 

variables on characteristics of the household and its members and determined eligibility by 

calculating a score according to a weighting scheme directly at the end of the interview. 

Variables to be included and the specific weights were derived from a survey using principal 

components analysis. In the subsequent program phase, the questionnaire was lengthened 

to increase accuracy, and the exact scoring formula was no longer publicly disseminated to 

avoid manipulations (Grosh & Baker, 1995) 

In Colombia, the Constitution stipulated in 1991 that social spending be targeted to people 

with unsatisfied basic needs. Proxy means testing was explored because the large 

informality of the economy and underreporting of income seriously hampered the use of 

means testing, as verification would not be possible. Geographical targeting was equally not 

the method of choice since it classified approximately two thirds of people as needy. 

Colombia’s SISBEN Index alternatively determined household welfare through housing 

quality and possession of durables, public utility services, human capital, and family 

demographics (Castañeda, 2005).  

After being more and more extensively used in Latin America, proxy means testing spread to 

other parts of the world. In the Europe and Central Asia region, Armenia started using proxy 

means testing in the 1990s based on experience during human aid distribution. Assistance 

was first provided on a priority basis and according to categorical characteristics before proxy 

means testing was introduced. When the so-called family benefits replaced a bunch of other 

benefits in 1999, an adjusted proxy means testing formula was chosen for targeting.  

2.2 Design of a proxy means test 

The calibration of a proxy means test requires a large set of well-justified methodological 

choices. After presenting different ways to obtain a proxy means test formula, choices such 

as the selection of appropriate variables are discussed, as well as some methodological 

challenges and ways to address them. Since the implications of even seemingly minor 

choices can be large, policy makers need to be aware of the consequences (AusAID, 2011, 

p. 19). 
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a. Methodological choices 

The basic idea of proxy means testing is that income cannot be directly used as a welfare 

indicator for different reasons, e.g. due to a low degree of formality of the labor market. 

Instead, one relies on a set of easy-to-observe household characteristics that are correlated 

with poverty7, so-called proxies. The challenge is to find the set of proxies that yields the 

most accurate estimates of household welfare. Based on its relative impact on welfare, each 

proxy is given a certain weight. In addition to choosing the most suitable household 

characteristics and assigning weights to each of it, identification of an applicant’s eligibility 

requires a cut-off point.  

Obtaining the indicator scores 

Broadly, there are two ways to empirically derive indicator scores, namely regression 

analysis and the principle components method. Both methods rely on household survey data. 

The choice for either one of them is partly guided by the fact whether the household survey 

includes any consumption or income estimates.8 Firstly, regression analysis uses statistical 

regression models to estimate the extent to which a variable is associated with consumption 

(or income) poverty, the dependent variable. Subsequently, the estimated regression 

coefficients are used as weights in the PMT formula, since they reflect the relative impact of 

a household characteristic on poverty, keeping everything else equal. Importantly, no causal 

relationships can be established on the basis of this statistical analysis, but simply the level 

of association of a variable with poverty is estimated. 

Secondly, in particular if no estimates of income or consumption are available in the 

household survey, the principle components method can be applied. The ultimate goal is 

once again to find the set of indicators that predicts household welfare most accurately. More 

specifically, the principal component method identifies a linear combination of household 

characteristics that maximizes observed variation between families, or geographic areas. 

These are then the characteristics that are included in the composite PMT index. Decisions 

on weights are either derived from principal component analysis and/or informed by 

qualitative information on the relative importance of any of those characteristics. Since this 

requires supplementary debates, the construction of the PMT index can be more time-

consuming than using weights derived from regression analysis. Examples for PMT formulas 

based on principal components analysis include Chile’s Ficha CAS, Costa Rica’s SIPO, 

Mexico’s Oportunidades, and Colombia’s SISBEN. In the ECA region, the weights used in 

                                                
7
  It is required to start with a clear definition of poverty and to decide on the welfare indicator that is 

used to measure poverty. In contrast to standard welfare economics that focus on utility as welfare 
measure and look at monetary shortfalls, a multidimensional view extends the scope of poverty 
analyses insofar as it emphasizes that deprivations can occur in multiple dimensions, e.g. 
education, health, or housing. The underlying concept of poverty, and its operationalization and 
measurement have important implications for targeting and policies (Ruggeri Laderchi, Saith, & 
Stewart, 2003). This review mostly focuses on monetary poverty as most widely used poverty 
measurement. 

8
  In general, consumption is preferred over income as a welfare indicator for a number of reasons. 

Firstly, survey respondents are more likely to underreport income than consumption behavior, e.g. 
to avoid taxation. Secondly, if a large share of a household’s income is in kind, it is easier to 
compare consumption across households. Finally, consumption is to a lesser extent subject to 
seasonal fluctuations (Grosh & Baker, 1995, p. 10). 
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Armenia’s PMT formula are based on expert opinion, a survey on social workers’ opinions, 

and political judgment (Harutyunyan, 2005).9 

Table 4. Two methods for defining variables and weights in proxy means test (PMT) 

 Regression method (predictors) Principle components method 

Method Uses statistical regression models with 

household survey data to determine 

variables that “predict” consumption (or 

income) poverty. The regression 

coefficients are then used as weights in 

the composite PMT index. 

Identify linear combinations of variables 

measured in household surveys to 

maximize observable variation between 

families or geographic areas. These 

variables are then included in the 

composite PMT index. Generally this 

approach is combined with analysis by 

technical specialists to estimate weights 

for the index. 

Works 

better when 

Solid household survey data on 

consumption (or income) are available (to 

serve as the dependent variable in 

regressions). 

Solid household survey estimates of 

consumption are not available (for the 

regression method). This method is useful 

to reduce the number of variables to be 

included in the PMT questionnaire. 

Advantages Transparent, objective calculation of 

weights, fairly simple and rapid to 

construct the composite indices (about 2 

months of work). 

Allows technical specialists (and society) 

to bring in qualitative information about 

the relative importance of variables (to 

determine the weights); once established, 

the indices are transparent; but takes 

longer than the regression method to 

construct the indices (due to debates and 

discussions regarding the weights). 

Source:  Castañeda & Lindert (2005, p. 26). 

Choice of variables 

Variables that are often used in scoring formulas are related to location, housing quality (e.g. 

materials of roof, walls, and floor, waste and sewage disposal), ownership of durables (e.g. 

TV, refrigerator, washing machine), education (e.g. illiteracy, attendance, years of 

education), occupation and income. Other possibilities are indicators related to the 

household composition, such as the number of children or household size in general, health 

status or disability, or other social protection transfers. In regression analysis, a stepwise 

function can be used to eliminate variables that are not statistically significant and do not 

contribute to increasing the explained variation in household welfare. Frequently, the specific 

definition of variables included in the model is found by trial and error. For example, the 

presence of children in a household can be represented by the number of children or by 

categorical variables distinguishing between households with different numbers of children. 

The variables included in the model may also differ for urban and rural areas necessitating 

the calibration of separate models for each location. In the final model, only the variables that 

are most strongly correlated with welfare are included (Castañeda & Lindert, 2005; Grosh & 

Baker, 1995).  

 

                                                
9
  Please refer to the appendix for a more detailed country description. 
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Box 8. Proxy means testing in Georgia 

In 2006, Georgia introduced a new system of targeted social assistance (TSA), whereby 

eligibility is assessed by a proxy means test. Indicators and their scores were derived using 

regression analysis. Initially, the set of indicators included information on household 

members, agricultural activity, income, living conditions, ownership of durable goods, 

location, annual expenditures on durables and an assessment of the interviewer. Recently, 

the model was recalibrated whereby the weights for some indicators have changed, some 

indicators were removed and those indicators that were difficult to measure (e.g. 

expenditures) were put to a minimum. On the other hand, some additional indicators were 

added.  

Excerpt from the PMT formula: 

 

Depending on the total score a household obtains, it is eligible for different types of benefits. 

Households with a score below 57,000 are eligible for cash transfers, health insurance and 

electricity subsidies. On the other hand, households with a score between 70,000 and 

200,000 are only eligible for electricity subsidies.  

The introduction of the PMT considerably improved the targeting performance of Georgian 

TSA: 

Source: Implementing the TSA System in Georgia, Tbilisi 2012. 

In addition to being highly correlated with the poverty status of a household, the chosen 

variables must fulfill a whole set of further requirements. Firstly, they need to be practical in 

the sense that they are easy to observe and verify, but not likely to be manipulated. Ahmed & 

Bouis (2002) illustrate how the choice of indicators is guided by technical and administrative 

considerations. In the process of calibrating and testing a composite PMT index for targeting 

 
Consumption deciles 

 1 2 3 4 5 6 7 8 9 10 

2004 5.0% 10.6% 10.0% 10.6% 10.6% 10.0% 10.0% 9.4% 10.6% 13.1% 

2005 4.6% 10.8% 12.3% 10.0% 10.4% 10.8% 11.2% 8.8% 8.8% 12.3% 

2006 13.1% 12.8% 11.3% 10.4% 9.5% 9.2% 8.6% 8.6% 7.6% 8.9% 

2007 13.0% 14.0% 11.3% 10.6% 10.4% 9.2% 9.2% 7.7% 7.2% 7.5% 
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food subsidies in Egypt, variables were dropped that required calculations of social workers 

(e.g. dependency ratio, squared household size), judgment of field staff (gender of household 

head, urban vs. rural location of a household), more detailed investigations (e.g. asset 

variables), though all of them were statistically significant in an OLS regression model. 

Furthermore, it finally was decided to exclude dummies for governorate, since this would 

lead to differing per capita benefits across administrative entities and could in the worst case 

result in political discontent.  

Secondly, the optimal number of variables needs to be carefully considered. Having a 

richer set of household characteristics often increases the explained variation in household 

welfare, and thereby strengthens targeting accuracy. These improvements, however, need to 

be weighed against higher costs of verification, as well as the larger probability of 

misrepresentation (Grosh & Baker, 1995, p. 16). Grosh & Baker exemplify these 

considerations by estimating four increasingly rich models that explain more and more 

variation in household welfare, using data from Jamaica. The fourth model is the only one 

that includes dummies for ownership of durables. At the same time, the adjusted R-squared 

increases to 0.41, as compared to already 0.36 in the more parsimonious third model. 

Consequently, the benefits from slightly higher precision in targeting must be compared to 

the additional information processing costs. 

Thirdly, a decision is required to what extent the PMT formula needs to mirror chronic or 

transient poverty. An inherent design feature of PMT scoring formulae is that many 

variables refer to rather static characteristics of a household, such as human capital 

variables or asset ownership. As a result, proxy means testing is more suitable to address 

chronic than transient poverty (Castañeda & Lindert, 2005, p. 17). The specific question 

arises of whether income is included as an independent variable. Its inclusion contributes to 

address the issue of taking into account transient poverty. At the same time, it requires more 

regular updates, and it is administratively more demanding to verify the provided information 

that potentially could be manipulated in order to receive social benefits. International practice 

differs in this regard. 

Specification of the model 

Next to choosing the most suitable household characteristics, the regression model can be 

estimated separately for different population subgroups, thereby allowing both the variables 

that are included in each model and the coefficients, i.e. the weights, to vary. The rationale is 

that subsets of the population differ greatly, so that specific models should be developed to 

capture these “manifestations” (Castañeda & Lindert, 2005, p. 25) of poverty. For instance, 

water and sewage disposal is often of lesser concern in urban centers and rather a weak 

indicator of poverty in an urbanized context, whereas equally well-off households in rural 

areas might not be well connected in this regard. At the same time, it is required to weigh 

increased administrative complexity against the gains from more targeting accuracy (Grosh & 

Baker, 1995, pp. 19–21).  

A similar line of argumentation explains why one has to decide explicitly at which part of the 

population one looks to derive weights. Since social safety nets are usually targeted towards 

the poorest and most vulnerable population groups, in practice the proxy means test is likely 

to be applied to those in the lower deciles of a welfare distribution. Accordingly, it can be 

more appropriate to look only at the poorer half of the population for calibrating the proxy 
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means test. Grosh and Baker show that this form of fine-tuning can improve targeting 

accuracy dramatically (1995, pp. 21–23). 

Box 9. Pilot on proxy means testing in Tajikistan 

The social assistance system in Tajikistan is small. It comprises two types of benefits: 

electricity and gas compensations and a cash compensation for children from poor families. 

Eligible families are identified through a mix of community-based targeting and means 

testing.  In 2009, the total budget spent on social assistance (including social pensions) was 

USD 22 million, representing 0.45 percent of the country’s GDP (World Bank, 2011b). 

Coverage with social assistance benefits is extremely limited and benefit levels are low. 

Benefits reached only 19 percent of the poorest quintile (World Bank, 2012b) 

In light of the ineffectiveness of the existing benefits to reach the poor and reduce poverty, 

the Government of Tajikistan launched a pilot in 2011 testing the feasibility of a consolidated 

social assistance benefit to the poorest households using proxy means-testing. The indicator 

scores for the proxy means test were empirically derived from the Tajik Living Standard 

Survey using step-wise regression analysis (see below). Results of the pilot evaluation 

indicate that the PMT better targets poor households. Despite limited knowledge about the 

program in the pilot districts, the program covered 22 percent of the poorest quintile. 

Moreover, almost half of the beneficiaries belong to the poorest 20 percent, compared to 23 

percent in the non-pilot districts (World Bank, 2012b).    

Table 5. Tajikistan: Indicator scores for the PMT based on step-wise regression 

Source: EuropeAid Project 2011.  

Finally, the choice of the cut-off point is crucial for determining the performance of the PMT. 

Grosh and Baker (1995) conclude that exclusion errors tend to be particularly high if the size 

Urban areas Rural areas 

Variable Weight Variable Weight 

Log(household size) -0.5694 Household size = 0 to 3 0 

has electric radiator  0.2333 Household size = 4 to 5 -0.2182 

has refrigerator  0.2135 Household size = 6 to 7 -0.3063 

Has computer  0.2354 Household size = 8 to 12 -0.4412 

has  satellite dish  0.2399 Household size = 13 or more -0.6043 

has car or truck  0.3137 Electric radiator  0.3441 

Number of children under 15 years -0.0253 Car or truck  0.2203 

Sector of Employment = Agriculture, 
Fishing or Forestry  0.2389 

Satellite dish  0.1915 

Sector of Employment = Manufacturing or 
Mining  0.0427 

Gas oven  0.0801 

Sector of Employment = Services (utilities)  0.1548 Generator  0.2033 

Sector of Employment = Construction -0.0109 Children under 15 = 0 0 

Sector of Employment = Public 
Administration, Health or Education -0.0215 

Children under 15 = 1 or 2 -0.1041 

Sector of Employment = Sales and 
Services  0.1141 

Children under 15 = 3 -0.2329 

Sector of Employment = Other -0.0375 Children under 15 = 4 to 6 -0.3391 

HH head education = basic -0.1727 Children under 15 = 7 or more -0.4688 

HH head education = secondary -0.0107 Disabled cat1 in household -0.1054 

HH head education = higher  0.1081 Housing roof material= coating 0 

Housing roof material = metal sheeting, 
tiles, mud, concrete slab -0.0846 

Housing roof material = straw. clay -0.1865 

Housing roof material = thatch  0.2684 Housing roof material = metal. tiles -0.0249 

Oblast = sughd  0.0038 Oblast = Sughd -0.1258 

Oblast = khatlon  0.0526 Oblast = Khatlon -0.1448 

Oblast = RRP  0.2395 Constant 56,923 

Oblast = GBAO -0.0616   

Constant  5.8783   
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of the target group is limited to the 10 percent or 20 percent poorest. The exclusion error can 

be substantially lowered if the size of the target group is increased. In the case of Sri Lanka, 

the exclusion error decreases by 15 percentage points and the inclusion error by 4 

percentage points if the target population grows from 30 to 40 percent (Narayan & Yoshida, 

2005). In Egypt, the government eventually chose a cut-off point for the PMT with no 

exclusion error, accepting an inclusion error of 34 percent (Ahmed & Bouis, 2002). 

b. Fit of PMT model and sensitivity tests 

Consequences of any of the methodological choices can be far-reaching. It is advisable to 

carry out sensitivity analyses that test the robustness of the PMT to different model 

specifications. In line with the previous considerations, sensitivity tests include estimating 

separate models for the bottom half of the population as opposed to the whole population, for 

urban and rural parts of the country, and in case of BiH for the two entities FBH and RS. 

Furthermore, the calibration of more parsimonious or richer regression models can be 

explored.  

The R-squared of a regression model expresses which share of the variation in the 

dependent variable, i.e. in these examples usually income or consumption poverty, is 

explained by the proxies that are included as independent variables. It thereby provides an 

indication of the explanatory power of the statistical model. A model that perfectly fits yields 

the value 1; in comparison, the baseline model in Bosnia and Herzegovina, based on 2007 

data, has an R-squared of 0.49. Moreover, the R-squared was equal to 0.2 in Armenia’s PMT 

model10, and 0.62 in Georgia (World Bank, 2009c, p. 27).  

The performance of the model is judged in terms of correctly identifying poverty status, the 

expected poverty reduction impact, or cost efficiency. An inherent shortcoming of any PMT 

formula is that it is designed to predict welfare correctly on average, but it will not do so for 

any household included. Each prediction contains a certain degree of uncertainty that is 

usually not further taken into account in PMT (Coady et al., 2004a, p. 54). In terms of 

terminology, Slater & Farrington (2009) distinguish between targeting errors in design and 

implementation, with the latter being referred to as inclusion and exclusion error. Regarding 

design errors, the actual poverty status of a household that is included in the survey is 

compared to the predicted poverty status based on the PMT model.11 It is however important 

to remember, that both poverty status and PMT models are derived from survey data. The 

quality of the underlying survey data determines the reliability of the results, which are in all 

cases just estimates of the real situation.  

Two types of error occur (see Table 6): Firstly, an in reality non-poor household is mistakenly 

predicted to be poor. In a simulation carried out in Kyrgyzstan with data from the 2005 

Kyrgyz Integrated Household Budget Survey (KIHBS), the explored PMT formula identifies 

approximately 20 percent of the non-poor wrongfully as poor. Secondly, an actually poor 

household is considered non-poor based on predicted household welfare. This happens for 

one out of four people living in poverty. With regard to extreme poverty, only seven percent 

of the non-poor is erroneously identified as poor, but more than half of the actually extreme 

                                                
10

  Note that Armenia determined indicators and scores based on expert opinion.  
11

  At this point, it is once again important that poverty is clearly defined, so that a valid comparison of actual 
and predicted poverty status is possible. For instance, if it was argued that a PMT was designed to capture 
multidimensional aspects of poverty, a comparison to actual poverty status based on income would be 
flawed. 
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poor fail to be identified. The latter point shows that it might be particularly difficult to detect 

the extreme poor among the poor (World Bank, 2009d, p. 125). 

Table 6. Comparing actual and predicted poverty status, Kyrgyz Republic, 2005 

 Absolute poor by proxy  Extreme poor by proxy 

Absolute poverty Not poor Poor  Extreme poverty Not poor Poor  

Not poor 80.34 19.66 100 Not poor 92.83 7.17 100 

Poor 24.79 75.21 100 Poor 52.42 47.58 100 

Source: World Bank (2009d, p. 125). 

Finally, the comparison of the outcomes achieved by PMT can be compared to those of other 

targeting mechanism. In Tajikistan, for instance, a comparison of the simulations of the 

proposed PMT formula and geographic targeting indicated that PMT is better at both 

identifying poor and non-poor households, and the overall achieved targeting accuracy is 54 

percent as compared to only 24 percent with geographic targeting (World Bank, 2011b, p. 

21). 

c. Limitations 

The basis for defining variables and weights in a proxy means test are household survey 

data that contain an adequate level of information on household characteristics. Arising 

problems and uncertainties need to be acknowledged, in particular non-sampling and 

sampling error, as they affect the robustness of the estimates.  

Box 10. Survey errors 

Sampling errors simply arise from the fact that one does not observe the whole population, 

but just a subset, a so-called sample. This results in some uncertainty when drawing 

inferences about the whole population based on what one sees in the sample.  

Non-sampling errors emerge at different points during data collection, cleaning, and 

processing (cf. AusAID, 2011, p. 6; United Nations, 2005, p. 186). Data specification may not 

be consistent with research objectives, or questionnaires, definitions or instructions are 

ambiguous. The definition of households and household members is challenging at times 

since households are no static entities. Moreover, errors arise from both faulty interview 

methods, but also inaccurate information provided by survey respondents. Lack of qualified 

field staff and adequate supervision aggravates these problems. Subsequently, insufficient 

data cleaning to correct obvious mistakes, wrong coding or tabulations, and finally errors 

during publication and presentation all lead to non-sampling errors. 

A study that uses data for Rwanda, Bangladesh and Sri Lanka illustrates the impact of 

sampling error on proxy means testing with a formula derived from regression analysis 

(AusAID, 2011, p. 20). Based on the standard error of a regression coefficient, a confidence 

interval is constructed that represents a range of plausible values of the regression 

coefficient. In this study, a baseline scenario uses the regression coefficients as weights, 

whereas the lower bound and the upper bound scenarios apply the values of the lower and 

upper bound of a 95% confidence respectively. The authors show that between seven and 
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eleven percent of the households would be treated differently when the lower or upper bound 

estimates of a coefficient would be used, though all of these values are plausible.  

An example for non-sampling error arises with regard to income in the HBS 2007 in Bosnia 

and Herzegovina. Income is likely to be severely underreported due to a number of reasons 

(World Bank, 2009c, p. 24): Firstly, the questions on informal and self-employed income are 

not detailed enough, and international comparisons have shown that this leads to more 

serious under-reporting of income. Secondly, there are no questions on income from 

agricultural activities, and finally, the recall period for income is annual, whereas it is biweekly 

for consumption. Consequently, it is probable that income is underestimated, compared to 

consumption. The bottom line is that the quality of the data that is used to calibrate the PMT 

formula needs to be carefully and critically assessed, and that even the best available data 

are still just an approximation with a considerable degree of uncertainty attached. 

3 Implementation of a PMT and other implementation issues 

A key lesson learnt from a comparative study by Coady et al. (2004b), case studies in Latin 

America (Castañeda & Lindert, 2005) and recent evaluations of social safety nets in six ECA 

countries (World Bank, 2012c), is that implementation matters tremendously for the 

performance of a social safety net, irrespective of the applied targeting mechanism. Good 

implementation of a targeting program reduces errors of exclusion (i.e. coverage) and 

inclusion (i.e. targeting accuracy), sustains cost-efficiency, improves transparency, and finally 

reduces fraud and promotes acceptability and sustainability. In Bosnia and Herzegovina, with 

its two entities Federation of Bosnia and Herzegovina and Republika Srpska, implementation 

deserves utmost attention due to the fragmentation of the administrative and governance 

structure (World Bank, 2010b, p. 11), including a clear assignment of institutional 

responsibilities. Error! Reference source not found. illustrates the stages of targeting that 

equire administration.  

Figure 6. From population to beneficiary: the stages of targeting 

 
Source: Grosh et al. (2008, p. 106), adapted from de Neubourg, Castonguay, & Roelen (2007). 

At the first stage, the targeted population is defined, and the benefits that a program intends 

to offer: “how much, under what conditions, for how long, and to whom” (Grosh et al., 2008, 

p. 106). Specific eligibility criteria are chosen in light of their correlation with poverty, 

budgetary implications, in coordination with existing programs, and depending on political 

and administrative feasibility. Assuming that these choices have already been taken, the next 
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sections concentrate on the implementation of the proxy means test, namely the data 

collection process and the management of the database; updates of the PMT formula and 

recertification; monitoring, verification, and fraud control; mechanisms to handle appeals and 

grievances; and finally institutional roles and administrative capacity.12 

3.1 Data collection process 

The organization of the data collection process varies across countries. Overall, it should be 

guided by the principles of transparency, outreach to the poor and vulnerable, cost efficiency, 

and administrative feasibility. In addition, the principle of dynamism requires that registration 

is continuous and opinion, in particular if the goal of a safety net is to “catch them when they 

[the newly or transient poor; note from the author] fall” (Castañeda & Lindert, 2005, p. 9). 

Two main approaches are on-demand applications and survey (census) approaches (see 

Table 7).  

Table 7. Relative advantages of different data collection processes 

 Survey sweep approach Application approach 

Definition  All households in a particular area are 
interviewed and registered in a nearly 
exhaustive system 

 Relies on households to come to a local 
welfare office or designated site to apply 
for benefits 

Advantages  Better chance of reaching the poorest, 
who are likely to be less informed than 
others 

 Lower marginal unit registration costs 
because of economics of scale for travel 
costs 

 Lower total costs because of self-
selection of the nonpoor out of the 
registration process (fewer nonpoor 
households are interviewed) 

 Dynamic, ongoing access 

 More democratic: anyone has the right 
to be interviewed at any time 

 Permanent process helps build and 
maintain institutional structures 

Best suited 
for 

 High poverty areas (more than 70 
percent of the population is poor) 

 Homogenous poverty areas (rural areas, 
urban slums) 

 New programs, when there is a need for 
speed 

 Moderate or low poverty areas 

 Heterogeneous areas 

 The program is well known and 
publicized 

Examples 
of targeting 
systems 

 Brazil: Cadastro Único 

 Chile: Ficha CAS until the 1990s 

 Colombia: SISBEN 

 Costa Rica: SIPO in poor areas 

 Mexico: registry for Oportunidades in 
rural areas 

 Chile: Ficha CAS since the early 1990s 

 Colombia: SISBEN 

 Costa Rica: SIPO 

 Mexico: registry for Oportunidades in 
urban areas 

Source: Grosh et al. (2008, p. 109). 

The on-demand application process decreases total costs compared to a survey approach 

since self-selection reduces the share of interviews with households that are unlikely to meet 

eligibility criteria. It is more dynamic in nature since it allows households to apply for 

registration any time, and not just when the survey is conducted. An open application 

process additionally offers the advantage that programs are not simply closed if a budget 

                                                
12

  This section is mainly based on Castañeda & Lindert (2005) who provide a detailed analysis of lessons learnt 
based on experience with proxy means testing in Chile, Colombia, Costa Rica, and Mexico, as well as 
unverified means testing in Brazil and verified means testing in the United States of America. Furthermore, 
Grosh et al. (2008) refer frequently to Castañeda & Lindert (2005), but add examples from ECA countries. 
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limit has been reached, but eligibility criteria can be adjusted in a way that still the poorest 

population groups are targeted. On the contrary, it prerequisites that potentially eligible 

households are aware of the program. If not, the program risks missing the most needy 

households. Good implementation practice contributes a good deal to avoid that. 

In particular in case of an application approach, households need access to all necessary 

information to realistically assess the benefits and costs of a program at the individual level 

(Grosh et al., 2008, pp. 107–109). On the implementation side, this requires the allocation of 

a sufficiently large budget for outreach and information campaigns, keeping in mind that 

especially the target population may have limited access to information sources. Barriers to 

information can arise from lower levels of educational attainment, a smaller likelihood of 

owning a TV or having access to newspapers or magazines, or residency in poorly 

connected rural and remote areas. For instance, Armenia and Romania use public 

information campaigns to ensure effective dissemination of program information (World 

Bank, 2012c).  

Box 11. On-demand registration in Albania13 

Social Assistance in Albania is designed to provide cash assistance and social care services 

to poor, disabled, orphaned and elderly people. It consists of two big branches: (1) cash 

benefits programs, and (2) social care services provided to eligible categories. Cash benefits 

programs include a means-tested social assistance program called Ndihma Ekonomika (NE), 

monthly allowances to orphans and disabled, and price compensation benefits paid to 

pensioners and their families. 

The registration process for Ndihma Ekonomika relies upon “on-demand” registration where 

households apply at the social assistance office of the corresponding commune or 

municipality. Both office and home visits are used for registration and verification of the filed 

claims. Every potential beneficiary is required to have a meeting with the Social Administrator 

who checks if they meet the criteria for eligibility. In addition, a “Statement of Family Social-

Economic Situation (FSES)” is submitted by the head of the household and signed by all 

other members. This application is submitted together with a number of documents that 

certify the socio-economic status or property-owning. The main checks from social 

administrators include all forms of capital owned, other incomes and benefits received, living 

conditions, employment status and unemployment registrations, current residence, 

agricultural land in possession, previous fraudulent actions to benefit from NE, etc. 

Further barriers emerge from transaction costs that the applicant has to bear, such as visiting 

an office, or compiling required documents and certificates. Programs in ECA countries have 

developed a range of answers to lower these transaction costs (Grosh et al., 2008, p. 110): 

In Armenia’s Family Poverty Benefits program, documents are issued for applicants for free. 

Albania’s Ndihme Ekonomika program allows some individuals, e.g. people with disabilities 

or mothers with young children, assigning intermediaries who carry out transactions on their 

behalf. And finally, the Kyrgyz Republic distinguishes between urban and rural applicants for 

the Unified Monthly Benefit: The former need to apply in an office in their hometown, 

whereas the latter are visited by social workers that also help to collect the necessary 

documentation (CASE, 2005). 

                                                
13

  Please refer to the appendix for a more detailed country description. 
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Interviews can be either conducted at an office or at the applicants’ homes. The latter option 

allows interviewers or social workers to immediately verify households characteristics that 

enter the proxy means testing formula (Castañeda & Lindert, 2005, p. 13), being a clear 

advantage compared to mere reliance on office visits. Office visits, in turn, are usually more 

cost-efficient – at least seen from a government perspective, though not from the point of 

view of the applicant. Frequently, the registration process proceeds in stages, so that 

information provided at the office is verified during home visits of social workers. Examples 

include Albania’s Ndihme Ekonomika (Kolpeja, 2005), Armenia’s Family Poverty Benefit 

(Harutyunyan, 2005), and the Kyrgyz Republic’s Unified Monthly Benefit (CASE, 2005). In 

Lithuania’s Social Benefit Program, home visits are only scheduled if inconsistencies in the 

reported data are detected (Zalimiene, 2005).  

In any case, consistently high quality of the interview is required, for instance to reduce the 

occurrence of some of the sources of non-sampling errors. This is, among others, ensured 

by strong guidelines for qualifications of field staff and supervisors, continuous training, high-

quality manuals and supervision, and familiarity with the local context in terms of language or 

customs (Castañeda & Lindert, 2005, p. 13). 

Clear communication is essential at any stage of the data collection process. This includes 

that the (targeted) population is well aware of the benefits of a program, the registry tool and 

key aspects of the administration process. Applicants need to clearly understand that 

registration does not automatically translate into eligibility in order to avoid frustration or loss 

of confidence. Communication of confidentiality policies ensures that interviewees 

understand which data are subject to disclosure to other agencies, and for what purpose. For 

instance, respondents might be inclined to underreport income if they suspect that it is also 

used for tax purposes, fearing negative repercussions (Castañeda & Lindert, 2005, p. 15). 

3.2 Management of information systems 

As soon as the required information on applicants and households characteristics has been 

collected, the data are entered into a database. The question is to what extent it is feasible to 

set up a national database of registered households that facilitates management and allows 

civil servants tracking beneficiaries in an efficient way, thereby reducing duplications and 

fraud. Unambiguous identification of households and individuals is achieved through unique 

identification numbers. If no single identification number is available for some reason, 

questionnaires can ask for multiple identification numbers to identify the applicant, and then 

assign a new number. In contrast, some problematic solutions emerged in LAC countries, 

e.g. the rejection of households without identification number that usually are the poorest 

households, or assigning new numbers to any new household who applies, resulting in 

frequent duplications (Castañeda & Lindert, 2005, pp. 15–16).  

For both registry and targeting, a definition of the ‘assistance unit’ is required. In Chile (Ficha 

CAS), Colombia (SISBEN), and Costa Rice (SIPO), for instance, households are 

distinguished from families (Castañeda & Lindert, 2005, p. 21). A clear distinction is of 

particular importance if one targeting system serves several programs that might be 

designed for different assistance units. Furthermore, Armenia’s Program of Budget Transfers 

between 1992 and 1998 was directed to individuals rather than households, resulting in 

social transfers to people that lived in households that were on the whole better off, as well 

as in transfer duplications (World Bank, 2002, p. 28). 
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Two types of registries are distinguished that serve different purposes. Whereas a unified 

household information registry includes all households that applied and were interviewed, 

program-specific beneficiary lists are narrowed down and only show actually eligible 

households or individuals. The first serves to collect and verify household characteristics, 

determine eligibility, and provide statistics to enhance planning and projections, the latter is 

needed to authorize payments, support case management, or monitor compliance with 

conditionalities or time limits (Castañeda & Lindert, 2005, p. 18). In Georgia, applications for 

Targeted Social Assistance are open for all households that are then registered with the 

database on the poor and vulnerable population. After a home visit and several crosschecks, 

the household’s “score of need” is automatically computed based on the proxy formula to 

determine whether it is eligible for social assistance (World Bank, 2009e, p. 174). At the end 

of 2009, 539,256 households were registered in the unified database, but only 153,400 

families received social assistance (UNICEF, 2010, p. 19). 

Software should be designed in a way that it can easily incorporate policy changes, detect 

duplications, allow updates and re-certification, and facilitate data exchange between 

different administrative levels. Using one software across different programs reduces costs 

for staff training and maintenance of databases; this has the additional benefit of facilitating 

the screening for duplicate benefits and effectively linking beneficiaries to other programs 

that they are entitled to according to their characteristics. In the Kyrgyz Republic, a 

substantial share of the poor apparently receive social transfers from multiple programs, but 

due to limited data, the exact overlap of programs is difficult to determine. These information 

could contribute to a more coherent and rational design of multiple programs (Tesliuc, 2004, 

p. 27). Finally, confidentiality is essential, making sure that data are not distributed 

inappropriately. If information are for instance provided to independent, external researchers, 

anonymity of the included households or individuals needs to be assured (Castañeda & 

Lindert, 2005, pp. 15, 18–19). 

3.3 Updating and recertification  

The eligibility of an applicant is determined by comparing income, or the score reached on a 

composite PMT index, to a certain threshold. Next to standards for program entry, it is 

necessary to establish criteria that indicate at what point a beneficiary moves out of a 

program. Not only does this avoid listing any “ghost beneficiaries”, but it also frees up space 

for new poor households (Grosh et al., 2008, p. 114). It is however a choice that needs to be 

carefully made as a premature graduation of households risks undoing any positive impact 

that the program has had. 

Changes of household composition or the location of a household matter, of course, in 

particular for demographic or geographical targeting. If included in a PMT formula, they also 

impact on the score accrued, and this information should be updated on a regular basis. The 

frequency of periodic rescreening processes is determined by a variety of factors, such as an 

empirical look at poverty dynamics in a country, the sensitiveness of targeting systems to 

these dynamics, the costs of periodic rescreening processes, as well as administrative 

capacities (Grosh et al., 2008, p. 114). For instance, with regard to the sensitiveness to 

poverty dynamics, targeting systems based on means testing require more frequent updates 

than proxy means testing. The former is more responsive to short-term changes in welfare 

levels than proxies that capture more stable household characteristics that are correlated 

with poverty.  
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Box 12. Maximum duration of benefits in Serbia14 

As in the other Western Balkan countries, the cash social assistance program in Serbia is a 

relatively modest program. Coverage is low. The means tested targeting mechanism consists 

of a series of administrative checks and field visits. To limit the long-term dependency on the 

program, the new Law of Social Welfare in Serbia enforces a maximum duration to the FSA 

benefit for recipients who are capable to work (as well as the recipient household in which 

the majority of household members are capable to work). In such cases the FSA benefit is 

valid for up to nine months within a calendar year (12 months). The assumption is that such 

persons can be employed in seasonal or other type of work activities for the remaining three 

months. Consequently, the number of FSA recipients’ drops during the summer months. 

In ECA countries, recertification is completed at least annually, e.g. in Armenia that uses 

proxy means testing to target Family Poverty Benefits. In the meanwhile, households are 

obliged to report major changes in household size, income, or other relevant characteristics 

(Harutyunyan, 2005). In Albania’s Ndihme Ekonomika, eligibility is based on a means test, 

and beneficiaries need to report every month any changes that affect their eligibility status. At 

least once a year, beneficiaries have to submit new application forms (Kolpeja, 2005). The 

Kyrgyz Republic applies means testing in combination with categorical targeting to determine 

eligibility for its Unified Monthly Benefit Program. Recertification is usually scheduled every 

six or twelve months, with ad-hoc recertification possible if any changes occur (World Bank, 

2009d, p. 79).  

In addition to recertification of households, the PMT formula requires regular updating, since 

the poverty profile is often subject to changes over time. This for instance happened in 

Mexico’s Oportunidades (Azevedo & Robles, 2010, p. 8). Revisions were also undertaken in 

Armenia (World Bank, 2009c, p. 18) and Chile. In the latter case, roof and wall material, 

availability of drinking water and sewage disposal, but also average years of schooling had 

lost their discriminatory power and were excluded in the updated formula. In addition, income 

had previously been included, but was eliminated due to its unreliability, and since it did not 

add to the explanatory power of the new model (Castañeda, 2005, pp. 36–37). 

3.4 Monitoring, verification, and fraud control 

Monitoring, verification and fraud controls are essential issues that need to be fed into the 

design and implementation of a targeting system, even more so if data collection is 

decentralized (Grosh et al., 2008, p. 122). In order to guarantee consistency and 

transparency, interviews that are either conducted in the field or in offices should be 

supervised. Random-sample re-interviews are one instrument of quality control. A random 

sample of households is interviewed a second time to verify the provided information, and to 

detect fraud either on the side of the applicant or the responsible local authority. It serves the 

additional purpose of incentivizing transparent data collection processes at the municipal 

level, and as a political tool by showing that the federal government practices accountability, 

monitors implementation, and enforces procedures (Castañeda & Lindert, 2005, pp. 31–32). 

For instance, an extensive system of quality control has been set up within the Food Stamps 

Program in the United States of America.  

A wide range of options are available to verify information provided by applicants (Grosh et 

al., 2008, pp. 111–113). Applicants can, for instance, provide paper documentation to 
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  Please refer to the appendix for a more detailed country description. 
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support their previously made statements. As outlined above, countries have implemented 

different solutions to keep transaction costs at reasonable levels in this case, for instance the 

Kyrgyz Republic where social workers gather necessary documentation on behalf of rural 

applicants (CASE, 2005). In addition, home visits by social workers are very regularly done, 

either if inconsistencies are found in the application, or by default. In particular the PMT 

formula is purposely based on easy-to-observe household characteristics that a social 

worker can verify without facing considerable obstacles. Another option is to crosscheck 

information with third parties. This can be the community where an applicant lives, based on 

the rationale that community members have a good idea of the welfare status of each other 

(Grosh et al., 2008, p. 112). Though, the informational advantage that communities might 

have needs to be traded against the risk of elite capture (Alatas, Banerjee, Hanna, Olken, & 

Tobias, 2010).  

In case that a household registry or unified database has been reasonably well developed, 

information can also be crosschecked with other agencies. Obviously, this way of verification 

requires a unique, unambiguous identifier for each household or/and individual, and 

confidentiality policies that guide this process as previously mentioned. Armenia uses other 

government databases to search for inconsistencies in applications; and Albania regularly 

receives up-to-date lists of the unemployment register to screen applications (Grosh et al., 

2008, p. 112; Harutyunyan, 2005). Further ways to monitor and verify information are the 

engagement of citizens through citizen oversight and social controls (cf. Castañeda & 

Lindert, 2005, p. 32). Overall, monitoring and oversight is strengthened by using multiple 

instruments (Grosh et al., 2008, p. 122). 

An important consideration for proxy means targeting is whether the scoring formula should 

be publicly disseminated. In so doing, transparency is enhanced and the determination of 

eligibility seems less mysterious and arbitrary, since applicants are able to verify whether 

their score has been correctly calculated. Moreover, the formula becomes subject to public 

deliberations judging its appropriateness (Coady et al., 2004a, p. 53). In Armenia, the 

formula was made public, but using mathematical notation. Qualitative research suggests 

that this did not result in better understanding of the proxy means test, though levels of 

education are in general high in Armenia (Gomart, 1998, in Coady et al., 2004a, p. 53). In 

Chile, the publication of the PMT formula was abandoned after an update in 1987, since 

concerns were raised that detailed knowledge of criteria would encourage fraud and bribing 

of social workers (Grosh, 1994, p. 71). 

3.5 Mechanisms for handling appeals and grievances 

Regardless of whether a mistake has indeed occurred or not, any program needs to 

establish mechanisms for handling appeals and grievances if it does not want to risk loss of 

confidence, perceived fairness, and reputation. According to Grosh at al. (2008), these 

mechanisms serve at least three goals, namely resolving concerns on the rules of a program, 

minimizing costs for both the program and applicants or beneficiaries, and enhancing the 

perception that the program is accessible, simple, transparent, fair, and prompt. Complaints 

occur at any point in the implementation of a household targeting system, but are most likely 

to be linked to eligibility criteria. In this regard, grievances emerge if somebody feels he or 

she has been wrongly excluded (exclusion error), but also if somebody considers that a 

household is erroneously included (inclusion error).  
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The higher the administrative level that has to deal with a complaint, the more costly to both 

the applicant or beneficiary, and the program (Grosh et al., 2008, p. 116). Clear 

communication and transparency during the application process enhance applicants’ and 

beneficiaries’ awareness of eligibility criteria and program rules, and contribute to completely 

avoid some problems. Furthermore, beneficiaries, but also turned-off applicants, need to 

clearly know their contact person if they question eligibility decisions, or if payments are not 

correctly processed. This can be a common grievance mechanism for multiple public 

services, or a stand-alone mechanism for a particular program. A majority of problems are 

ideally dealt with the frontline service provider, such as clerical errors, misunderstandings of 

program rules, or crosschecking and verifying information. This is easily accessible for 

clients, but also least costly, and helps to avoid future mistakes at this level.  

If problems are not resolved at the first stage, a second line needs to be available that 

handles appeals. Close attention to complaints provides important hints at systematic flaws 

in the design and implementation of the targeting system, and helps detecting incompetence, 

negligence, or malfeasance that occurs in frontline offices. Higher or independent levels of 

appeal include offices at the next administrative level, or specialized branches that are set up 

to deal with complaints. Any complaint should be processed within a certain time limit and 

include an explanation of the decision (Grosh et al., 2008, p. 117). The last, and obviously 

most expensive line of appeal is judicial appeals, that can finally even result in alterations of 

program rules (Grosh et al., 2008, p. 117). 

Some promising practices have emerged from country experience (Grosh et al., 2008, pp. 

117–118). Clear communications, as well as clerical accuracy, contribute to preventing 

complaints in the first place. Community agents, i.e. beneficiaries that have received some 

additional training, help to clarify eligibility criteria. The same function is carried out by call 

centers, whose responsibilities may range from explaining rules to having access to files and 

correcting mistakes. Armenia established social support councils to deal with grievances on 

exclusion errors. These councils consist of local social sector officials and representatives 

from NGOs who reconsider cases in which applicants were rejected (Harutyunyan, 2005). 

Mexico’s Oportunitades is one of several programs that seek to reduce inclusion and 

exclusion errors by presenting draft beneficiary lists to community committees for 

deliberation. In practice, however, few changes are proposed, in particular with regard to 

eliminating a household from the list, possibly due to the fear of negative repercussions for 

the person that puts forward the proposal. This is why this task is carried out by non-

governmental organizations in El Salvador (Grosh et al., 2008, p. 118). 

3.6 Administrative capacities and institutional responsibilities 

The successful implementation of proxy-means testing often hinges on the available 

administrative capacities, and the way institutional responsibilities are divided. Since multiple 

actors are involved in the design and implementation of a targeting system, “designing clear 

institutional roles is essential for the success of household targeting systems” (Castañeda & 

Lindert, 2005, p. 28). This requires careful consideration in the context of the fragmented 

nature of Bosnia and Herzegovina’s administration and governance structures.  

Table 8. Example for a model with centralized design and management and decentralized 
data collection 

Federal State Municipal 
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 Design system, criteria 

 Develop common software (in 

consultation with various 

programs, levels of 

government) 

 Data cross-checking 

 Random audits, quality/fraud 

control (QCRs) 

 Data consolidation, federal 

level: Master federal database 

 Selection of beneficiaries for 

federal programs 

 Payments issuance (through 

banking system) 

 Consolidation of national 

registry of beneficiaries of 

federal, state and local 

programs 

 Technical assistance, training, 

IT support to municipalities 

 Random audits, quality/fraud 

control 

 Data consolidation, state level: 

Master state database 

 Data cleaning, cross-checking 

 Selection of beneficiaries for 

state programs 

 Sharing federal and state 

beneficiary lists with local and 

Federal Agency(s) 

 Data collection by application 

or survey method, under 

federal rules and procedures 

(ideally with federal financing 

or cost-sharing) 

 Data entry, verification, 

processing, cleaning, cross-

checking 

 Frequent updates, corrections 

 Data consolidation, municipal 

level: Master municipal 

database 

 Selection of beneficiaries for 

municipal programs 

 Sharing federal and local 

beneficiary lists with Federal 

and state Agency(s) 

Source: Castañeda & Lindert (2005, p. 30). 

Table 8 provides a stylized example of how institutional responsibilities can be assigned to 

different administrative levels. The eventual division of tasks depends on the national context 

and the degree of decentralization. In this example, the concrete design of the system, 

including the choice of variables and the weights attached to them in the PMT scoring 

formula, is set up at the federal level. This also includes the provision of training material, 

manuals, and common software. Following these federal rules, data are collected at the 

municipal level. After data entry and processing, and possibly first crosschecks at the state 

level, data are submitted to the state level. At that point, additional data cleaning and 

crosschecking is conducted, before it is further processed towards the national database. 

Verifications with federal databases take place, as well as the preparation of a master 

database. In addition, there would be mechanisms to ensure monitoring and quality control at 

the federal level. The extent to which costs are covered by which level needs to be carefully 

and explicitly decided. 

Depending on the exact tasks, the required qualification of program intake workers varies, 

and there is wide variation across countries (Grosh et al., 2008, pp. 119–120). For PMT, data 

collection may be contracted out to professional survey teams that are qualified for 

conducting interviews, but might lack knowledge on the program and eligibility criteria. This, 

in turn, could be a desirable feature if borderline cases need to be assessed. Another crucial 

point is that staff that is well trained in communications contributes to avoiding conflicts, 

enhancing compliance, and building trust in the program. In summary, good training for 

program intake workers is an important part of administrative capacity building. In cases 

where mandated staff only has limited time and capabilities, it might also be worth re-

considering the design of the targeting mechanism to avoid excessive implementation errors. 

Measures that have contributed to improved administration of household targeting systems in 

ECA countries include more extensive training of staff, as well as sufficient documentation 

provided for staff (Grosh & Tesliuc, 2005).  

3.7 Transparency and costs 
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Transparency is important at any stage of the implementation process, i.e. the data collection 

process, management of the information system, eligibility screening mechanism, 

institutional arrangements, and mechanism for monitoring, verification and oversight. Based 

on case studies on four Latin American that use proxy means testing, Castañeda & Lindert 

identify the following factors that contribute to high and low transparency respectively (2005, 

pp. 46–47, Table 16): Firstly, regarding data collection, high transparency is achieved by 

open on-demand registry, well-documented procedures and manuals, adequately trained 

interviewers, supervision of interviewers and review of conducted interviews. On the 

contrary, closed registry resulting in infrequent enrollment, and lack of operational guidelines 

and manuals are detrimental in this respect. 

Secondly, transparency of the management of the information system is facilitated by the use 

of an unambiguous identification number, a system of possibly automated consistency and 

validation checks, and regular updating and recertification. Lack of a national data base, 

duplications due to lack of unique identification numbers, and room for undocumented 

changes and manipulation of the database render information systems intransparent. Thirdly, 

transparent eligibility screening methods are based on highly documented eligibility criteria 

and a strong questionnaire, in-depth verification of statements, automated eligibility 

decisions, and formal procedures to handle grievances and appeals. Lack of any of those 

factors results in low transparency. Finally, centralized guidelines for data collection and 

eligibility, centralized database management, formal auditing, and automated crosschecks 

strengthen transparency of institutional arrangements, and monitoring and evaluation. In 

contrast, no evaluation of targeting outcomes, and lack of systems of external random-

sample audits of databases impact negatively on transparency. 

In terms of costs, the overriding factor for considerations on the design and implementation 

of any household targeting system is how much something would cost, as compared to its 

potential to save money (Gassmann, 2011). That is to say, in the worst case, the 

administrative costs of excluding an ineligible household can exceed the amount of the 

benefit itself (Samson, Van Niekerk, & Mac Quene, 2010, p. 112). Each decision, starting 

from the choice of a targeting mechanism, entails different costs for different actors that need 

to be traded against possible gains from targeting social transfers. 

Notably, costs do not only include direct administrative expenses, but also private costs at 

the individual or household level as well as incentive, social and political costs (cf. Samson et 

al., 2010). Case studies conducted in six Latin American countries and the United States of 

America suggest that administrative costs differ by targeting mechanism (cf. Castañeda & 

Lindert, 2005, p. 42). As expected, the highest costs occur with verified means testing in the 

USA. With regard to proxy means testing, administrative budgets vary across the four 

analyzed countries Chile, Colombia, Costa Rica, and Mexico.  

Several factors explain differences in administrative costs for PMT: Total expenditure on data 

collection is larger for quasi-exhaustive surveys than for on-demand applications, though the 

marginal costs are higher for the latter. Next to differing salary costs across countries, the 

qualification of interviewers makes a difference, as does the dispersion and remoteness of 

the interviewed population. Furthermore, a discussion of cost efficiency needs to set 

administrative costs in relation to the size of the benefit. Spending the same amount on 

targeting as on the social benefit itself is without doubt not efficient. Greater cost efficiency is 

also achieved by applying the same targeting system to several programs, since this allows 

for greater economies of scale (Grosh et al., 2008, pp. 93–94). This has been a key lesson 
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learnt in several ECA countries (Grosh & Tesliuc, 2005), and is for instance done in Georgia 

that applies proxy means testing to determine eligibility. Families that accrue a score below 

70,001 points are entitled to free health vouchers, and families with a score below 56,001 are 

in addition eligible for cash assistance (UNICEF, 2010, p. 19). Finally, overall administrative 

costs tend to be larger during the initial phase of a program, as for instance observed in 

Mexico, where administrative costs as percentage of the total program budget fell from 51 

percent to 6 percent within the first seven years (Grosh et al., 2008, p. 94). 

Secondly, private costs are by definition born by the household and reduce the net benefit of 

a social transfer. Internationally comparable evidence on private costs is rather rare. In 

Armenia, reasons why people do not apply for social assistance include insufficient 

information on the working of the system, no resources for travel costs, under-the-table 

payments required to register, and inability to stand in long lines, e.g. due to disability or 

pregnancy (Gomart, 1998; in World Bank, 1999, p. 52). In Georgia, the main reason why 

poor families do not apply for targeted social assistance include the fear that the assessment 

would not be carried out correctly, but also insufficient knowledge of the proceedings of the 

registration. Only a small fraction of households reports barriers related to physical 

constraints, travelling or the compilation of the required documents (UNICEF, 2010, p. 23).  

Thirdly, incentive costs are expected to be less of a concern for PMT than for means testing 

and self-targeting through public work (Grosh et al., 2008, p. 96). Since PMT is not directly 

based on assessing income, work disincentives are expected to be smaller than for means 

testing. But it is possible, as a fourth point, that inclusion in a program leads to social costs, 

for instance due to stigmatization. Participation in a public program can create feelings of 

shame, and the importance of this issue varies, partly linked to how the program is perceived 

in the public. Evidence for this issue arose in Armenia, where advertisements strongly 

emphasizing that the poor were the target group led to fears of social stigma. In Bulgaria, 

participants of a public work program experienced the wearing of reflective safety vests as 

stigmatizing, though they were intended to serve their safety. In contrast, the maternal and 

child health part of the former Jamaican Food Stamp Program ran an advertisement where a 

minister’s wife signed up in order to emphasize the universalism of the program and to 

minimize social stigma. It therefore needs to be gauged to what extent the encouragement of 

self-selection of applicants is appropriate – on the one hand, the inclusion error can be 

reduced, on the other hand, the most needy households might be discouraged to apply 

(Grosh et al., 2008, p. 96). 

Finally, political costs occur since the degree and method of targeting leads to political 

responses, for instance political support of voters and interest groups. Evidence is scarce 

and many debates have remained unresolved (Grosh et al., 2008, p. 97), but an analysis of 

municipal elections in Brazil is remarkable: The probability of reelection of mayors increased 

when implementation of the Bolsa Familia program in the respective city guaranteed low 

errors of inclusion and exclusion, functioning social control mechanisms, and higher impacts, 

i.e. criteria of ‘good’ performance (De Janvry et al., 2005). 

4 Concluding remarks 

Bosnia and Herzegovina stands out among the ECA countries as one of the top spenders on 

social assistance programs. Between 2006 and 2008, it spent on average four percent of 

GDP on social protection, thereby outpacing most of the countries in the region except for 
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Croatia, and clearly being above the EU average. However, generous spending does not 

translate into high coverage of the poorest quintile of the population. For historical reasons, a 

substantial part of social benefits are rights-based programs as opposed to needs-based 

programs (World Bank, 2009c), i.e. eligibility is not determined by need, but by acquired 

rights. Rights-based programs include veterans and survivor benefits, reflecting the post-

conflict situation, whereas a much smaller part of resources is channeled towards means 

tested social assistance and child protection allowance (World Bank, 2009c, pp. 3–5).  

In light of the envisaged reform of non-contributory civilian benefits, this paper discussed the 

pros and cons of different targeting mechanisms and brought together evidence from other 

countries in the (wider) region. In most countries in the region, eligibility for non-contributory 

transfers is based on targeting rules that aim at channeling benefits to the poor and 

vulnerable groups of the population. Targeting aims at maximizing coverage of the poor. It is 

a means to increase benefit levels for the poor given limited resources, or to reduce budget 

requirements at existing benefit levels. However, targeting also comes at a cost. It may 

increase administrative costs and efficiency losses due to targeting errors. It may further 

cause political, social and incentive costs.  

Within the set of targeting methods, proxy means testing is an example of individual 

assessments, whereby a household’s living standard is assessed based on a set of 

indicators that indirectly reflect the welfare level of the household. A PMT is especially 

appropriate in situations with a large informal economy, subsistence agriculture or substantial 

remittance inflows. These factors render formal income from wages and pensions as less 

effective in determining household eligibility for a social transfer. On the other hand, PMT 

requires the existence of regular and reliable household survey data as the model is usually 

empirically derived.  

The introduction of a PMT is a potential alternative to the current means test and may 

improve the targeting performance of the civilian social benefits in BiH. An ex-ante policy 

analysis using the latest HBS (2011) and applying static microsimulation will evaluate its 

potential by comparing different targeting methods.       
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Appendix A: Comparative overview of targeting mechanisms based on individual assessment 

Table A 1. Comparative overview of means-testing, proxy means-testing and hybrid means-testing 

 Data Eligibility criteria Advantages/disadvantages Appropriate circumstances 

Means-
testing 
(MT) 

 Self-reported income 
and assets collected 
through interviews. 

 Verified with 
certification, public 
information, and/or 
crosschecks. 

 Income < threshold 
income cutoff level. 

 Sometimes establish 
a higher cutoff level 
for program “exit”. 

 

Can be very accurate (especially with verification); 
also, more responsive to transient changes (e.g., in 
crisis). 

 Declared income is verifiable or 
some form of self-selection limits 
applications by non-target groups. 

 Administrative capacity is high. 

 Benefits to recipients are large 
enough to justify costs of 
administering means test. 

 Examples: Most OECD countries 
(e.g., Australia, France, United 
Kingdom, United States). 

Administratively demanding; requires high levels of 
literacy and documentation of economic 
transactions (preferably income); challenging with 
informality; potential for work disincentives. 

Proxy 
means-
testing 
(PMT) 

 Collect data on 
indicators through 
interviews. 

 Optionally: 
community validation 
of listed households. 

 Spot-checks to verify 
information at 
household level. 

 Multidimensional 
index of observable 
characteristics 
based on HBS data. 

 Score < 
α+βX+βX+βX 

 Different cut-offs can 
be used for different 
programs. 

Useful in situations with high degree of informality; 
easily observable household characteristics; less 
potential for work disincentives; allows capturing 
multidimensional aspects of poverty (not just 
income poverty). 

 Reasonably high administrative 
capacity. 

 Programs meant to address chronic 
poverty in stable situations. 

 Applicable to a large program or to 
several programs so as to maximize 
return for fixed overhead. 

 Examples: First developed in Chile, 
then extensively used in Latin 
America. Spread to other parts of the 
world, e.g., Armenia, Georgia, 
Indonesia, the Philippines, and 
Turkey. 

Administratively demanding; eligibility criteria may 
need to change regularly as people learn to “game” 
the system; does not capture changes quickly (less 
responsive in crisis or otherwise quickly changing 
economic circumstances); inherent inaccuracies at 
household level; difficult to communicate as it 
decisions may seem mysterious or arbitrary to 
some. 

Hybrid 
means-
testing 
(HMT) 

 Combination of the 
methods above. 

 Or combination of 
either MT or PMT 
with categorical 
filters. 

 

Can be very accurate; optimizes use of information; 
possible with informality; fewer work disincentives; 
objective/verifiable; responsive to changes (e.g., in 
times of crisis). 

 Cf. above. 

 Model being developed in some 
transition countries, e.g. Bulgaria, 
Kyrgyz Republic, Romania. 

Administratively demanding. 

Source:  Lindert (2008) in  World Bank (2009c, p. 21), with additions from Coady et al. (2004a) and  World Bank (2009c). 
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Appendix B: Country descriptions 

Albania 

Social Assistance in Albania is designed to provide cash assistance and social care 

services to poor, disabled, orphaned and elderly people. It consists of two big branches: (1) 

cash benefits programs, and (2) social care services provided to eligible categories. Cash 

benefits programs include a means-tested social assistance program called Ndihma 

Ekonomika (NE), monthly allowances to orphans and disabled, and price compensation 

benefits paid to pensioners and their families. 

Ndihma Ekonomika is administered through the local governments. The State Social 

Services is responsible for the implementation of policies of the Ministry of Labour and 

Social Affairs and Equal Opportunities (MoLSAEO) in both the field of social assistance 

(NE) and social services. State Social Services is also responsible for planning and 

controlling the use of state budget funds, the development of service standards and new 

services, as well as the development of the documentation needed to be completed by the 

applicants. 

The funding of Ndihma Ekonomika is based on (1) the central budget allocations, and (2) 

funds raised from local government units through local taxes and tariffs. The Central 

Government allocates individual block grants to each of the local government units based 

on: (1) demographic characteristics (population information based on civic registries), (2) 

socio-economic characteristics (employment in public sector, unemployment benefits in that 

particular region, pension benefits, migration, and estimates of average incomes from land 

or livestock). Administrative data show that about 98,800 households benefited from the 

Ndihma Ekonomika in 2012 (or about 15% of the households residing in Albania that year). 

About 40% of these households lived in urban areas and 60% of them in the rural areas 

(State Social Services, 2013).15 Spending on NE has fallen from 0.84 per cent in 2000 to 

less than 0.28 per cent of GDP in 2011.16  

NE maximum benefit is defined as a fixed amount and adjusted by Decision of Council of 

Ministers with the objective to reach the minimum pension (but not to overpass it). The 

benefit levels were set at the level of 7.000 lek per family in 1998 (or about USD 50) and 

were not increased until 2007. Most of the NE benefits fall below this maximum and 

therefore their contributions to poverty reduction for benefiting families is modest. In 2007, 

the average NE benefit for families was only 2.600 lek per month compared to 4.417 lek per 

month in 2000 (World Bank, 2007) 

Historical data show that coverage of Ndihma Ekonomika has declined from 2000 to 

present but with improvements in targeting to poorer households. Ndihma Ekonomika, as a 

means-tested benefit, is more frequently received by households in the poorest quintiles 

relative to other programs. Data from Living Standards Measurement Surveys show that the 

poorest quintile received 44 percent of NE transfers. The targeting accuracy is better in 

                                                
15

 http://www.shssh.gov.al/index.php?option=com_content&view=category&layout=blog&id=16&Itemid=8 
(Accessed on 21 April 2013). 

16
   http://www.instat.gov.al/al/themes/shëndeti,-sigurimet-shoqërore-dhe-mbrojtja-sociale.aspx (Accessed 

on 21 April 2013). 

http://www.shssh.gov.al/index.php?option=com_content&view=category&layout=blog&id=16&Itemid=8
http://www.instat.gov.al/al/themes/shëndeti,-sigurimet-shoqërore-dhe-mbrojtja-sociale.aspx
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rural areas where almost 46 percent of NE spending reaches the poorest quintile compared 

to about 39 percent in urban areas (World Bank, 2007). 

The registration process for Ndihma Ekonomike relies upon “on-demand” registration where 

households apply at the social assistance office of the corresponding commune or 

municipality. Both office and home visits are used for registration and verification of the filed 

claims. Every potential beneficiary is required to have a meeting with the Social 

Administrator who checks if they meet the criteria for eligibility. In addition, a “Statement of 

Family Social-Economic Situation (FSES)” is submitted by the head of the household and 

signed by all other members. This application is submitted together with a number of 

documents that certify the socio-economic status or property-owning. The main checks 

from social administrators include all forms of capital owned, other incomes and benefits 

received, living conditions, employment status and unemployment registrations, current 

residence, agricultural land in possession, previous fraudulent actions to benefit from NE, 

etc. 

The Albanian cash social assistance program is a relatively small program providing 

modest assistance to the poor and vulnerable people in both urban and rural areas. Even 

though the targeting of the program is relatively good (reaching a good share of the lowest 

quintile) some of the main problems faced relate to the assessment of the information 

provided due to lack of administrative capacities (high personnel turnover), and lack of 

resources (including the difficulty of reaching remote areas) (World Bank, 2007). 

Bureaucratic barriers are also seen as another obstacle to benefiting from the program.  

Applicants face difficulties in filling out all documents and paying for their notarization. 

Armenia 

Within the Armenian social assistance system the Family Poverty Benefit (FPB) is the 

largest social assistance program. It was initiated in 1999, consolidating 26 separate 

categorical benefits. The objective of the FPB is to support extremely poor families in the 

country. The program uses proxy means-testing to target the transfers to the neediest 

families. Indicators used to calculate the score include family composition (also taking into 

account the vulnerability and dependency of individual family members), location, quality of 

housing and ownership of durable goods. Some assets, such as car ownership, practically 

function as filters as they immediately bar a family from eligibility. A part of the information 

provided by the applicant during the application process is cross-checked with other 

Government databases. Furthermore, social workers visit the households. Benefits are 

basically flat consisting of a base amount and extra payments for each child. Beneficiaries 

are also eligible for free medical services. The FPB covers about 12 percent of the 

Armenian population. In 2009, it reached 33 percent of the poorest quintile and 52 percent 

of the poorest 10 percent of the population. 43 percent of the FPB resources are received 

by the poorest decile and 72 percent by those classified as being poor. Compared to 2008, 

coverage reduced but the targeting efficiency improved (World Bank, 2011c).  

Contrary to other countries using a PMT, the Armenian formula is not empirically derived 

from household survey data. The selected indicators and their scores are based on a 

combination of expert opinion and a survey among social workers about the characteristics 

of the poor. The score is a product of several coefficients (K in the formula below). If the 

score is above the threshold, a family is eligible and receives a monthly cash payment. 
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Notably, income from a formal source does not automatically disqualify a household from 

benefit receipt. It is however part of the formula.   

FPB Scoring Formula as per 2009: 

P = Pave x Kfam x Kt x Krsd x Kinc x Kc x Kb x Kre x Kcst x Ke x Kph x Kswa,  

 P is the total score, which expresses a household’s level of vulnerability. The higher the 

score, the higher the vulnerability. For 2009, families with scores 30 and above qualified 

for the monthly FBP payments.  

 Pave is the average value of the family’s social group score. The government has 

identified and assigned numeric scores to a number of vulnerable social groups such as 

disabled, children, pensioners and pregnant women. Each individual can belong to up 

to three social groups, with the highest score taken at full value, second-highest at 30 

percent, and third-highest at 10 percent. The individual social group scores are then 

averaged for the household.  

 Kfam is the coefficient related to the number of work-incapable family members. It is 

calculated as Kfam = 1.00 + 0.02 m, where m is the number of family members, who are 

children, disabled persons of 1st or 2nd disability category, or unemployed working-age 

pensioners.  

 Kt coefficient measures residence insecurity, based on geographical area of residence. 

Its value can be either 1 (secure), 1.03 (insecure), or 1.05 (most insecure), and these 

values are set for each city or village by government decree.  

 Krsd evaluates family housing conditions, with houses or apartments given the value of 

1, and progressively worse housing conditions given higher values (up to 1.2 for tents 

provided after an earthquake).  

 Kinc is a coefficient for per capita family income. It is calculated based on family 

members’ salaries and wages, pensions, and unemployment benefits, as well as the 

value of livestock (based on a set value per head) and value of land (calculated in terms 

of cadastre value, net of paid land tax). This income is then averaged over the 

household, and the coefficient is calculated as Kinc = 1.2 – 0.000033*(per capita 

income).  

The rest of the coefficients are automatic disqualifiers (i.e. their value can be either 0 or 1):  

 Kc = 0 if the household owns a motor vehicle.  

 Kb = 0 if any member of the household is a participant (shareholder) of a limited liability 

company or enterprise, or is a shareholder / depositor of a trust or cooperative, or is 

engaged in formal entrepreneurial activities.  

 Kre = 0 if any member of the family acquires real estate.  

 Kcst = 0 if any member of the family pays customs duties on imports or exports.  

 Ke = 0 if electricity consumption of the family in summer months exceeds the specified 

maximum threshold.  

 Kph = 0 if the amount of the family’s average intercity telephone bills within any three 

consecutive months of a given year exceeds the specified maximum threshold.  

 Kswa = 0 if a social worker making a home visit assesses the family as ineligible.  

Source: World Bank (2011c, pp. 17–18). 
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Bulgaria 

The noncontributory safety net programs in Bulgaria consist of two main schemes: 1) a 

Guaranteed Minimum Income (GMI) scheme and 2) a Heating Allowance (HA) scheme, 

which cover the low-income and vulnerable households. Both GMI and HA are means-

tested on income (and assets) programs and are targeted to the poorest and most 

vulnerable households in Bulgaria. The aim of these schemes is to provide protection to 

these individuals and their households to cope with income shock and poverty (World Bank, 

2009b).  

The GMI scheme was introduced in 1991 to provide a cash benefit to individuals and their 

households who fall below a certain income level. The benefit is intended to fill the gap 

between household income and the threshold established by the Council of Ministers 

(usually annually) as the cost of an essential food basket. The income benefit is below the 

minimum wage, social pension and the lowest unemployment benefit. The eligibility criteria 

are based on income of the beneficiaries and their households, their assets, family size, 

health and employment status, age and other observed circumstances. The actual monthly 

GMI benefit equals the difference between the differentiated minimum income or the sum of 

the differentiated minimum incomes and the actual incomes received by the beneficiary in 

the preceding month before the application. The guaranteed minimum income benefit is 

provided after the applicant completes a detailed social status questionnaire and a social 

worker verifies the information provided.  

Heating allowance is also a means-tested energy benefit to mitigate the increases in energy 

and heating prices during the heating season. The eligibility criteria for the HA benefit are 

similar to the GMI benefit where individual eligibility is defined with differentiated minimum 

income for heating, multiplied by a coefficient reflecting household type, the beneficiary’s 

age, ability to work, and disability status, and the presence in the household of children, 

their ages and disability status, etc. 

Bulgaria spends about 1.3 percent of the GDP on social welfare programs, standing below 

the average for OECD countries (2.5 percent) and ECA countries (1.7 percent). The two 

schemes GMI and HA achieve an excellent targeting performance, where 85 percent of 

GMI benefits goes to the bottom quintile and 67 percent of the HA program resources goes 

to the poorest 20 percent of the population. Both programs include minorities and Roma 

households receive more than three fourths of the GMI benefits. On the other side, GMI 

and HA appear to have relatively high administrative costs due to a combinations of factors, 

including less generous benefit levels, growing scaling-down of the programs, and the 

means-testing and verification requirements. Hence, the GMI program is slightly outside the 

range with the administrative costs accounting for 16 percent of the total cost, making it the 

most costly program to run.  

Although the GMI and heating allowance are efficient, well-targeted programs, their benefit 

sizes are modest—far too small to bridge the poverty gap of their beneficiaries. The size of 

the benefits is not large enough to lift the beneficiaries above the poverty or even extreme 

poverty thresholds.  

Lithuania 

The non-contributory social protection system in Lithuania consists of two main parts: 

categorical benefits and means-tested benefits (Vizbaraité & Lazutka, 2012). The objective 
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of the Social Assistance Benefit scheme (Socialine Pasalpa) is to support all individuals 

who lack economic resources or whose resources are insufficient to satisfy their basic 

needs. The means-tested benefits include social assistance benefit for poor residents, child 

benefits and social assistance to pupils. Benefit like compensations for heating costs, and 

hot and cold water costs are also provided on a means-tested basis. 

Social assistance benefits in Lithuania are regulated by the Law on Cash Social Assistance 

to Poor Families and Single Residents, which ensures that such benefits are provided to 

families and single residents. One of the main eligibility criteria to receiving social 

assistance benefits for families and single residents is that the income received and the 

value of property possessed are under a predefined minimum income threshold (World 

Bank, 2009f). The exceptions from the calculation of income received include: 1) incomes 

of a social nature (lump sum, targeted compensations for nursing or attendance 

(assistance); 2) expenses for families with a disabled member; 3) compensations for 

transportation expenses of the disabled; 4) child benefits; 5) compensations to blood 

donors; 6) assistance in cash paid pursuant to the Law on Social Services; 7) social 

stipends for students; 8) work-related income of pupils and cash donations.  

The eligible families or individuals for social assistance benefit in Lithuania include 

employed or unemployed individuals because of objective reasons like: 1) persons 

attending general education schools or other institutions of formal education until they reach 

the age of 24; 2) retirement age persons; 3) a family member is nursing a family member; 

4) a mother (a father) raises at home a child under 3 years of age, etc.). In addition to this, 

all unemployed individuals have to be registered at the Labor Exchange Office.  

In terms of the targeting performance, about 66 percent of the social assistance 

beneficiaries are below the poverty line (this is one of the best targeting performance of any 

social protection program) and benefits account for 29 percent of the consumption of the 

poor. The monthly benefit level is 100 percent of the difference between the state supported 

income (i.e. LTL 350) per person per month and the actual income of a family (persons 

living together) or single resident for the first family (persons living together) 

member, 80 percent for the second member and 70 percent for the third and later 

members.17 

Some of the main features noted from the Lithuanian social assistance scheme involve: 

 The social assistance scheme in Lithuania has successfully introduced the scaling 

of the benefits according to the adult equivalent scales. This is more useful than 

increasing benefits for a fixed incremental amount for each additional member, as 

observed in other countries. 

 One of the proposals in the new Law Amending the Law on Cash Social Assistance 

for Poor Families and Single Residents (January 2012) consists of paying additional 

social assistance benefits to promote activation in the labor market. Hence, when a 

beneficiary leaves the social assistance scheme for a paid job he/she would get an 

additional social assistance benefit equal to 50 percent of the average of previously 

paid social assistance. Such benefit would be valid for six months despite the fact 

that the family me be ineligible for social assistance.    

  

                                                
17

  http://www.socmin.lt/index.php?1929205838  

http://www.socmin.lt/index.php?1929205838
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Romania 

The social assistance system in Romania includes benefits in cash, benefits in-kind as well 

as social services. The cash social assistance benefits in Romania include five main pillars: 

1) children and family benefits, 2) disability and illness benefits, 3) housing utilities, 4) last 

resort income support (Guaranteed Minimum Income - GMI), and 5) “merit-based” benefits 

(i.e., allowances for war veterans, for heroes, etc.). 

The amount of non-contributory cash benefits in Romania is low and reflects low effects in 

reducing poverty. This is also because expenditures on the main social assistance benefits 

in absolute value are the lowest among EU countries. The Poverty Assessment report in 

2008 (World Bank, 2008) emphasized that 29 percent of the poor in 2007 in Romania were 

not reached by any (non-contributory) social assistance benefits. About 60 percent of these 

uncovered people resided in rural areas and 77 percent of them in urban areas. 

The guaranteed minimum income (GMI) program is the main non-contributory income 

support and has spent about 0.1 percent of the GDP in 2007. In terms of targeting the GMI 

has succeeded to transfer 45 percent of its funds to the poorest 10 percent of Romanians 

(World Bank, 2008). The targeting mechanisms of GMI is a mix between verified means 

tested (VMT) and self-targeting (ST). The family benefit amount is equal with the difference 

between the GMI threshold and the household’s actual income from other sources, 

including the imputed income from assets like land and animals (World Bank, 2008). In 

addition, the threshold for the social benefit is calculated as a function of family size 

incorporating a relatively flat equivalence scale. A working member contributes positively on 

the amount benefited, by increasing it by 15 per cent. 

The control of the targeting mechanisms involves an administrative check of the self-

declared income statements and verification of means by conducting visits at the 

household’s domicile. The program also involves a community work criteria where 

individuals that are able to work are required to participate. The program is administered by 

local governments that assess the amount of income and other eligibility criteria as defined 

by the Ministry of Labor, Family and Equal Opportunities (MLFEO). The World Bank reports 

that since 2005 the evaluation of income from other assets and land (though still conducted 

from local governments) is standardized to ensure horizontal equity in the imputation 

methods. On the other hand, the funding of the system is done at the sub-national level by 

allocating all the funds to the local government units from the State Budget, through the 

County Councils. 

As it is the case in other countries, like Lithuania for example, the non-contributory social 

assistance program in Romania involves an active labor market feature by linking social 

benefits to activation policies. The existence of a working member increases the benefit 

entitlement by 15 percent, increasing the incentives to participate in the labor market and 

thus be less dependent on the social welfare. 

Serbia 

The Financial Social Assistance (FSA) or MOP (materijalno obezbedjenje)/NSP (novcana 

socijalna pomoc) is the major social assistance program in Serbia. The main objective of 

FSA is to reduce the number of individuals and households under the minimum social 

welfare threshold that is administratively established. The program is financed by the 

Ministry of Labor and Social Policy and is targeted to all poor individuals and households 
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with an income below the minimum social welfare threshold. The purpose of the social 

transfer is to fill the gap between the household’s income and this threshold adjusted for the 

household size.  

With the improvement of the Law on Social Welfare (April 2011), the coverage and the FSA 

benefit levels are expanded particularly for beneficiaries living in multi-member households 

and households with members who are unable to work. In addition to that, the activation of 

the recipients in addressing their own problem is part of the system now. The number of the 

FAS recipients has risen to three percent of the total Serbian population with the new 

changes in the Law of Social Welfare.  

The income threshold is set at the nominal amount and it is adjusted by the cost of living 

(twice a year, in April and October) based on the Law of Social Welfare. The monthly 

income benefit is around 61 Euro (equal to RSD 6774). This amount is adjusted per 

equivalent adults based on the OECD equivalence scale. 

Individuals and their households have to fulfill addition criteria in order to financially benefit 

from social assistance. Only incomes from the last three months are taken into account 

when assessing the FSA application. The sources of income include: 1) earnings from 

employment, self-employment, temporary contracts, pension, invalidity, and other transfers 

from veterans/disability protection, 2) income from agricultural activity, 3) unemployment 

benefits, 4) severance pay of workers who were made redundant, 5) income from property 

rental, 6) property rights subject to taxation, 7) cash and savings, 8) income determined by 

the opinion of the CSWs, and 9) life-long support contracts. 

There also exist some income categories that are not part of the FSA eligibility criteria like:  

1) Child allowance, 2) parental allowance, 3) caregiver’s allowance, 4) extended caregiver’s 

allowance, 5) disability benefit, 6) ad hoc/one-off assistance to needy families, 7) student 

stipends, 8) severance for retirement, 9) awards, 10) damage compensation, 11) unpaid 

shares, 12) fees paid to those participating in trainings, skill-building, job preparation, and 

similar. 

The eligibility criteria for FSA also involve an asset test and requirement for the able-bodied 

population of working age to be registered with the National Employment Service (NES). 

Overall, the FSA eligibility criteria are very strict and include: 1) Income below 6.774 dinars 

per equivalent adult, 2) maximum of one room per household member i.e. two rooms per 

caregiver’s allowance recipient, 3) land possession up to 0.5 ha or 1 ha for households in 

which all members are not capable to work, 4) movable assets (cars, motorcycles, etc.) with 

values not exceeding six times the FSA benefit, 5) no sold or given away property or 

declined inheritance, and 6) no life-long support contracts. 

As in the other Western Balkan countries, the cash social assistance program in Serbia is a 

relatively modest program. The part of the population and the extent of the coverage are 

low. The means tested targeting mechanism consists of a series of administrative checks 

and field visits. To limit the long-term dependency on the program, the new Law of Social 

Welfare in Serbia enforces a maximum duration of the FSA benefit for recipients who are 

capable to work (as well as the recipient household in which the majority of household 

members are capable to work). In such cases the FSA benefit is valid for up to nine months 

within a calendar year (12 months). The assumption is that such persons can be employed 

in seasonal or other type of work activities for the remaining three months. Consequently, 

the number of FSA recipients’ drops during the summer months.   
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