
SPATIAL ANALYSIS OF PUBLIC INVESTMENT FLOWS IN URBAN ARGENTINA:
AN APPROACH TO EVALUATING URBAN POVERTY AND INEQUALITY

Anna Wellenstein
Urban Cluster

Finance, Private Sector and Infrastructure
Latin America and Caribbean Region

September 30, 1999



- 1 -

INTRODUCTION

1. Recent investigations into poverty in Argentina show that certain locations within
urban areas concentrate poverty, as measured by unsatisfied basic needs.1  These same
areas concentrate low levels of publicly provided infrastructure, possibly indicating
public spending patterns which reinforce poverty. The results raise concerns about the
effectiveness of local government action in using public infrastructure investments as a
tool for poverty reduction.

2. This document will review the methodologies applied in Argentina in order to
assess their possible application in other World Bank operations in the region.  The
document briefly presents major characteristics of urban areas in Argentina followed by
an introduction to various poverty studies underway.  The methodologies employed are
then presented, as well as recommendations for future applications.  Finally, the
importance of spatial analysis of poverty and infrastructure investments, and suggestions
for further research are discussed.

BACKGROUND

3. Urban Argentina. Argentina is urbanized both in terms of population and
economy. Approximately 89% of the population live in urban areas, with over 39% living
in urban agglomerations of over one million.2  Metropolitan Buenos Aires concentrates
over one-third of the total population of Argentina (population 10.700 million).3 The
Metropolitan Area is composed of the Federal District with a population of nearly three
million, plus the 19 surrounding municipalities (see Map 1).4  The Argentine economy is
also highly urbanized.   In 1996, 25% of GDP was generated in the City of Buenos Aires
(Federal District) alone.5

4. Administrative Structure. Within the three tier structure of the Argentine
government (federal, provincial and municipal), municipalities are dependant on
provincial governments.  The one exception is the Municipality of Buenos Aires which

governs the federal district and has the rank of a provincial government. There is no
metropolitan planning or management authority. The remaining 19 cities in the

                                                          
1 Unsatisfied Basic Needs is measured as the percentage of households with at least one of the following conditions:  i)
households in precarious housing; ii) home lacking sanitation; iii) homes with more than three people to a room; iv)
household includes at least four members and head of household with low level of education.
2 The World Bank, World Development Indicators, 1999, World Bank web page, Table 3.10 Urbanization.
3 Equipo Técnico del Plan Estratégico, Indicadores, Part 2, Versión Preliminar,  Gobierno de la Ciudad de Buenos
Aires, Marzo, 1998, p. 3. The population data is from 1996.
4Equipo Técnico del Plan Estratégico, Población, Version Preliminar, Gobierno de la Ciudad de Buenos Aires, Marzo
1998, p.2.   And  The Challenge of Urbanization, The World’s Largest Cities, United Nations, New York, 1995, p. 52-
54.
5Equipo Técnico del Plan Estratégico, Programa del Plan Estratégico, Documento Técnico N±2, Estructura Económica,
Posición de la Ciudad Frente al Mundo”, Gobierno de la Ciudad de Buenos Aires,  Abril 1998, p. 10.  The terms
federal capital and City of Buenos Aires are to be used interchangeably.
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Map 1 – Metropolitan Buenos Aires
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Metropolitan Buenos Aires Area are governed by distinct municipalities.  These
municipalities are dependent on the Government of the Province of Buenos Aires.
Provincial governments dictate municipal organization and taxing powers, as well as
share responsibility with the municipal governments for education, health care, water,
sewerage, local and regional roads and land use planning.6

5. Spatial Analysis Studies in Argentina.  In preparation for the 1999 Argentina
Poverty Assessment, a World Bank team developed background papers on several
dimensions of poverty.  One of these papers, “The Five Cities of Buenos Aires:  An
Essay on Poverty and Inequality in Urban Argentina”, examined poverty levels and the
allocation of public investment funds within jurisdictions.  The World Bank team drew
on the primary research carried out in 1997 for the City of Buenos Aires Strategy, in
which consultants geographically located the flows of public investment among the
City’s 21 school districts (see Map 2).  The World Bank team combined this investment
flow data, with countrywide outcome and access indicators from the statistical office of
the Ministry of Social Development (SEIMPRO).  With these two sources of data, the
Bank team carried out a preliminary assessment of urban poverty and inequality in the 25
largest cities of Argentina.

ESTIMATING PUBLIC INVESTMENT FLOWS

6. Methodology Used.  The local consultants funded by UNDP in support of the City
of Buenos Aires Strategy prepared the initial data on investment flows for the federal
district.  The purpose of the analysis was to describe and classify flows of public
investment by objective and geographic distribution to show the geographic incidence of
certain kinds of investment spending over time.  Through this analysis, the study aimed to
examine how local government investment impacted the differences in levels of public
services within the city.

7. The UNDP consultants classified public investment in the following groupings: i)
infrastructure; ii) education; and iii) health. Consultants worked with investment data
provided by the Office of Budget and General Audit (Dirección de Presupuesto and the
Contaduría General) for the years 1991 – 1997.  In subsequent meetings with the
respective Government of the City of Buenos Aires (GCBA) departments, each
investment was geographically located according to school district.

8. The process of locating investments was simplified by several assumptions that
resulted in a reduced set of investment data. Given the study’s aim to address sub-city
level geographic differences in the provision of basic services, the analysis did not
include investments that had benefits beyond the immediate neighborhood of the work.
Investments in underground trains and major road expansions that benefited all users of
the metropolitan transit system, as well as flood control works, were not included in the
study.  Indeed some of these investments do benefit poor neighborhoods, particularly the

                                                          
6 Report No. 15487 – AR.  Argentina Provincial Finances Study, Selected Issues in Fiscal Federalism, Volume I:  The
Main Report, The World Bank, Public Sector Management & Private Sector Development Division, Country
Department 1, Latin America and the Caribbean Regional Office,  July 12, 1996, p. 25.





- 5 -

flood control works providing relief to the frequently inundated and poor areas of the
south of the City.  As a result, readers should be aware that some local government

investments benefiting poor residents was excluded from the analysis.   In efforts to focus
on the role of local government investment, the consultants eliminated investments of the
federal housing program (FONAVI), even though the benefits are clearly local in nature.
For simplicity sake, investments under approximately US$200,000 were not analyzed.
The bias created by this assumption is unclear, as it is not know whether these small

investments attributed more to low income or wealthy areas.  The remaining investments
localized represent approximately 63% of the executed budget from 1991-1997.7

9. Investment Flows.  The analysis showed that annual investments in infrastructure
and education vary considerably from year to year.  Moreover, certain more affluent
sectors of the city receive the majority of local investment funds.  Table 1 below
highlights the results broken down by school district.  The World Bank study grouped the
school district into five recognizable localities within the City (see Table 2 and Map 2).
These results show five localities with substantially different levels of poverty and
support by local government in the form of infrastructure investment.

                                                          
7 The percentage of works localized is approximate and based on data presented in the 1997 study “La Inversión
Pública y su Asignación Geográfica” by the Equipo Técnico del Plan Estratégico, Programa de la Ciudad de Buenos
Aires – PNUD.  The number is only approximate because it is unclear whether the La Inversión study included the
subway investments and extension of Ave. 9 de Julio, which appear to have been excluded in the analysis presented in
the World Bank paper.
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Table 1:  Summary Investment and Inequality for City of Buenos Aires8

Indicator Population
(1991, %)

NBI *
(1991, %)

Public Infrastructure
Investment (1991-97)

Education  Invest.
(1991-97)

Area/School District % Per capita Per capita
Recoleta
01 3.1 7.1 19.8 2,141 492
Corredor Noreste
02 3.3 6.9 4.3 434 360
09 2.0 5.1 6.4 1,105 631
10 3.1 3.7 10.7 1,175 428
Cinturón Sudoeste
03 3.7 12.9 2.9 272 246
04 7.9 26.3 8.4 362 117
05 3.9 20.3 6.4 553 272
06 3.4 9.9 5.4 529 419
13 3.5 8.7 0.9 89 222
19 5.0 16.2 1.0 69 128
20 3.9 10.0 3.0 260 181
21 4.4 17.9 1.2 96 175
Far West
07 3.1 4.6 3.5 389 380
11 9.4 5.3 7.1 256 87
12 8.9 4.9 5.0 191 102
14 5.7 5.8 4.2 251 110
16 4.8 3.2 2.1 150 297
Centro & Noreste
08 5.4 4.1 2.0 127 191
15 3.0 3.7 2.1 235 247
17 3.6 2.6 0.7 69 261
18 8.9 3.2 2.8 109 113
Mean 8.69 422 259
*NBI:  Unsatisfied Basic Needs (Necesidades Básicas Insatisfechas)

10. Services Provided.  As part of the World Bank Study, patterns of citizen
complaints to GCBA were reviewed in efforts to judge to what degree the differences in
investment flows correspond to demand for infrastructure investment or quality of
services provided.  Citizen complaints are currently registered at the decentralized City
Government Management and Participation Centers (Centros de Gestión y
Participación).  Of the complaints for which the GCBA is responsible, a significantly
higher proportion come from the southwest of the city and correspond to relatively higher
NBI and lower levels of investment.  This data seems to indicate that the lower
investment levels indeed are resulting in lack of or lower quality services to particular
sectors of the City (see Table 2).  While the complaint data provides insights into citizen
satisfaction, the data may be biased by the fact that certain populations may complain
more than others, regardless of the quality of service.  In fact, the less well off areas of
the city have a higher percentage of complaints, but also the lowest per inhabitant number
of complaints.  A more thorough, but time and resource intensive approach to measuring
service quality would be through systematic service surveying.  In such surveys,

                                                          
8 Chapter VII: Urban Poverty and Inequality, Argentina Poverty Assessment, Draft, World Bank, June 22, 1999, p. 7.
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households are interviewed regarding the depth and quality of services they receive and
their service needs.9

Table 2:  Summary of Urban Inequality Study Results for the City of Buenos Aires10

Indicator Recoleta Northeast
Corridor

Central &
Northwest

Far West South-west
Belt

Population in 1991 (‘000) 93 249 619 945 1058
NBI 1991 (%) 7.1% 5.3% 3.4% 4.9% 16.7%
Average Yearly Public
Investment in Infrastructure
1991-1997 (%)

19.8% 21.4% 7.7% 22.0% 29.2%

Average Yearly Public
Investment in Infrastructure
1991-1997 (per capita)

306 123 18 33 40

Percentage of Complaints (%)
199811

7.5% 20.0% 19.1% 22.5% 30.9%

Complaints per 1000
inhabitants 1998

7.6 7.5 2.9 2.2 2.7

ASSESSMENT OF OUTCOME INDICATORS

11. While the analysis of investment flows looked at the allocation of government
spending, the Bank team also used data provided by SIEMPRO to look at the current
levels of infrastructure and wellbeing.  SIEMPRO provided countrywide data from the
1991 census on a number of poverty and infrastructure indicators disaggregated to census
tracts (see Box 1).  The Bank team used the data to estimate the variation in the level
infrastructure, education, health and NBI between census tracts within cities.  The Bank
team analysis of these outcome indictors shows a high correlation between poverty and
low levels of infrastructure, as well as high levels of inequality within cities.  The impact
of these results becomes more important when examined in light of the above-described
investment flow data.  It appears that the bias toward public investment in wealthier areas
may be showing results in the concentration of poverty in low infrastructure
neighborhoods.  In other words, the lack of adequate public investment in low income
areas has established a pattern of cumulative causation in which the poor become trapped
within geographic zones in which inadequate infrastructure and services reduce returns to
private investment relative to more well served areas of the cities. Based on these
findings, the Bank team postulates that the inequalities present are likely exacerbated by
sub-optimal use of local public infrastructure funding as tool for poverty relief.

                                                          
9 Jesko Hentschel and Radha Seshagiri, The City Poverty Assessment, An Introduction, Draft only, prepared for the
Urban Management Course, Toronto, World Bank, May 11, 1999, p.8.
10 Michael Cohen and Dario Debowicz,  The Five Cities of Buenos Aires:  An Essay on Poverty and Inequality in
Urban Argentina, Revised Incomplete Draft, World Bank, March 3, 1999, p. 26.   And Dario Debowicz, Los Reclamos
de la Población de la Ciudad de Buenos Aires Ante Los Centros de Participación y Gestión del Gobierno de la Ciudad
de B.A., World Bank LCC7C, un-dated, received March 1999, p.6.
11 Complaints registered with the City of Buenos Aires for services that are the responsibility of the GCBA.  For further
information, see paragraph 10.



- 8 -

BOX 1:  SIEMPRO data
SIEMPRO, the statistical office of the Ministry of Social Development, has recently made available data on
the 25 largest cities of Argentina. These towns make up for over half of the country’s total population.  The
data is based on 1991 census results and presents 21 variables.  The variables include share of the
population with unsatisfied basic needs, levels and quality of housing and infrastructure, educational
attainment, and health care insurance, among others.  The data is disaggregated by census tract within
each city and by school district for the City of Buenos Aires.  The degree of disaggregation allows for
analysis of the variation in services and well being within and between urban areas in Argentina.

12. While the data do seem to point to this conclusion, the argument rests on the
assumption that investment patterns were unequal in the years proceeding 1991 as is
shown in the investment analysis on data from 1991-97.  In addition, it assumes that
households remain in these poor neighborhoods, in comparison to cycling through poor
neighborhoods to better off areas as incomes increase.  More data and statistically
rigorous approaches to the same analysis are further discussed in paragraphs 18-23
below.

13. Metropolitan Area.  SIEMPRO data provided information on poverty variables
by census tract for the Metropolitan area.  This data was used to analyze the poverty
profile and variations between the Federal Capital and the 19 surrounding municipalities
of the Metropolitan Area.  Across several indicators, including income, employment and
literacy, the data points to higher averages of poverty in the Metropolitan Area than in the
City of Buenos Aires itself.  Moreover, analysis of different localities within the
Metropolitan Area reveals even more severe areas of poverty within the periphery (see
Table 3).
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Table 3:  Poverty and Infrastructure in Metropolitan Buenos Aires12

District Population NBI Pop ( %) Illiteracy Rate (%) Low Quality Housing (%)

La Matanza-
C. Paz-
Gral. Las Heras

1,117,319 21.6 15.4 10.1

J.C. Paz -
M. Argen
Tinas
San Miguel

648,268 24.3 17.4 12.8

Hurlingham 637,307 12.3 12.0 5.2
L. Zamora 570,457 19.1 14.4 8.9
Quilmes 508,114 21.0 14.5 10.7
Lanús 466,393 14.5 11.8 5.8
Alte. Brown 447,805 20.0 16.4 9.5
San Martin 404,072 14.3 12.3 5.6
Merlo 390,194 23.5 16.7 12.3
Morón 348,343 10.7 11.3 3.8
Avellaneda 342,343 13.7 11.6 5.3
San Isidro 297,392 10.2 10.6 4.5
V. López 287,154 4.7 9.3 2.4
Moreno 286,922 26.4 18.5 12.7
Echeverría-
Ezeiza-
Cañuelas

273,740 25.0 17.4 11.7

Tigre 256,349 22.8 16.1 14.3
F. Varela 254,514 31.0 19.1 16.0
Berazategui 244,405 21.3 15.5 9.5
S. Fernando 143,450 23.0 14.6 11.4
Total for Metro
Buenos Aires

7,924,424 18.9 14.5 8.8

Federal Capital
(City of Buenos
Aires)

2,871,519 8.1 8.3 1.1

14. Major Provincial Cities.  The SIEMPRO data on 25 major cities shows average
income and welfare statistics above those of the country as a whole; however, large
variations in welfare and income are shown between towns and within towns. Using the
census tract level data, the Bank team estimated the variation within cities for levels of
infrastructure, education and health (see Table 4).  The variation was much greater for
NBI, housing and infrastructure than education or health.  The data point out that city
level poverty indicators may not be descriptive of the depth of poverty within certain sub-
regions of the city and that larger cities may have greater levels of inequality when
measured by access to infrastructure and services.

                                                          
12 Chapter VII: Urban Poverty and Inequality, Argentina Poverty Assessment, Draft, World Bank, June 22, 1999, p. 11.
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Table 4: Coefficients of Variation for 25 Largest Urban Areas of Argentina13

City Population Average
Infrastructure

Average
Education

Average Health

Mar del Plata 505,402 1.76 0.65 0.45
Santa Fé 402,303 1.41 0.57 0.57
Bahía Blanca 256,900 1.31 0.46 0.43
G. Córdoba 1,193,443 1.27 0.50 0.32
Federal Capital 2,871,519 1.23 0.32 0.27
G. Mendoza 766,454 1.15 0.42 0.34
G. la Plata 627,927 1.06 0.48 0.45
Gran Salta 366,994 1.03 0.36 0.29
G.S.M. de
Tucumán

616,598 1.01 0.50 0.59

Neuquén 341,530 0.89 0.36 0.31
Gran Río Cuarto 137,325 0.87 0.30 0.24
Formosa 147,002 0.87 0.36 0.40
G. Posadas 208,808 0.85 0.45 0.36
G.S.S. de Jujuy 177,912 0.85 0.23 0.24
Santiago del
Estado

260,997 0.81 0.34 0.22

G. Paraná 209,657 0.79 0.34 0.30
G. San Juán 350,478 0.78 0.43 0.34
Corrientes 255,869 0.77 0.35 0.28
G.S.F.V. de
Catamarca

131,394 0.76 0.39 0.31

C. Rivadavia 122,146 0.75 0.28 0.36
Concordia 115,699 0.74 0.35 0.22
G. Rosario 1,108,917 0.72 0.33 0.26
S.N. de los
Arroyos

117,936 0.71 0.30 0.40

Resistencia 289,618 0.69 0.33 0.28
G. Buenos Aires 7,924,424 0.51 0.22 0.20
Ave. 25 Cities 776,290 0.94 0.38 0.34

GUIDELINES FOR SPATIAL ANALYSIS OF PUBLIC INVESTMENT

15. The analysis undertaken in Argentina raised a number of key issues to be
considered in assessments of the spatial and poverty implications of public investment.
The following section introduces several these points to be taken into consideration for
future applications.

� Type of Infrastructure.  The type of infrastructure investments to be analyzed should
be limited to that which results in benefits attributable to the appropriate geographic
unit of analysis.  In the case of Buenos Aires, analysts were interested in the local
impacts of municipal spending.  As a result, analysis of investment flows focused on
tertiary investments, and excluded investments in primary water and transport
networks, whose benefits extend beyond the immediate neighborhood.

                                                          
13 Chapter VII: Urban Poverty and Inequality, Argentina Poverty Assessment, Draft, World Bank, June 22, 1999, p. 7.
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� Service Providers.  Increasingly, private operators provide basic services.  As a result,
governments may support improved provision of basic infrastructure through
regulation and investment targets, rather than budget allocation.  Provision of services
by private entities and the rules for operation and investment should be considered to
fully assess government support to low-income areas.  In the case of Buenos Aires,
water and sanitation services have been under the purview of a private operator since
1993.  Under this framework for service delivery, services expansion to the poor is
supported partly by cross subsidies between existing customers and new customers.

� Demand for and Quality of Services Provided.  Often the final aim of the analysis of
public investments is to assess the quality of services provided to target beneficiaries.
In some cases, the amount of resource spent may not be a perfect indicator of the
quality of services delivered.  For example, the quality of health care for a
neighborhood is closely tied to primary health care.  In some cases, budget allocations
for primary care centers may be significantly less than those of hospitals, but each
dollar spent on primary care centers may yield greater health benefits than each dollar
budgeted to hospitals.  Household and customers surveys, though more costly, would
provide more accurate data on how effectively government spending improves basic
services and infrastructure.

� Budget Process.  Unequal spending in Buenos Aires not only raises concern over
government impact on poverty alleviation, but also the origin of unequal spending –
the budget allocation process.  In the case of Buenos Aires, budget inequalities likely
stem from the centralized city government structure and a rigid budgeting process.
The GCBA is reforming how it sets its budget.  In previous years, the budget process
in GCBA could be best described as one of inertia.  Budgets were based on a
carryover of the previous year’s operational costs, with little room for establishing
investment priorities.  GCBA is currently considering moving toward a participatory
budget by objectives process which would provide for greater citizen input and
spending which aims toward achieving service targets.  The new law governing City
of Buenos Aires management, financial administration and control passed in
September of 1998 facilitates these planning and budgeting changes.  For further
discussion of proposed changes in city, see Box 2.14

� Ear-market Budgets.  While local government may distribute funds, particular budget
sources may carry restrictions.  As a result, the allocation of those funds may not be
indicative of local government’s targeting of resources to poor areas.  For example,
the GCBA is responsible for all public hospitals within the City, with the exception of
one hospital jointly supported by the national government.  GCBA receives funds
from the national government to support this hospital.  While these funds appear as
part of the City Health Department budget, the City Government does not have
discretion as to where those funds are spent.

� Budget Allocation and Revenue Sources.  One possible reason for unequal spending
may be that cost recovery, through user charges and taxes is higher in certain areas of
the City.  This higher level of cost recovery could then translate into high levels of

                                                          
14 The Law 70 of Management, Financial Administration and Control of the Public Sector (Ley 70 de Gestión,
Administración Financiera y Control del Sector Público) took effect Sept. 21, 1998.



- 12 -

investment.  This was found not to be the case in Buenos Aires.  The City of Buenos
Aires raises 75% of its budget from various municipal taxes.  The largest of these is
income tax, making up approximately 64% of the tax flows in 1997. Other taxes are
levied for infrastructure investments and basic services, including public lighting,
garbage collection, and street cleaning and paving.  These sources made-up
approximately 20% of tax revenues in 1997. 15   However, the generation of revenue,
diagnosis of local needs, and establishment of the budget are distinct processes.
Moreover, these taxes are based on property valuations that are out of date.
Municipal officials estimate that registered property values are on average 40% of
their market value.16  Importantly, the out of date valuations likely result in regressive
property taxation as higher value real estate has increased in value more rapidly than
lower value properties.  In effect, households located in poor neighborhoods are likely
paying more per dollar of property value for the basic services allocated to the entire
city.  The regressive effect is then worsened as these poor households are located
areas that receive relatively less of the City funds allocated to support basic services.

Box 2: GCBA Reforms

The GCBA is transforming its administrative structure, budgeting process, and system of representation.
These reforms aim to address many of the short falls in local governance manifest in the unequal spending
highlighted by the Bank team.

Decentralizing City Government and Centros de Gestión.  Decentralization of the City Government was
promulgated in the 1994 revision to the City Constitution and undertaken as major initiative of the
government elected in 1996.  Advances to date include establishment of 16 decentralized City Government
Management and Participation Centers (Centros de Gestión y Participación).  The particular services
offered in the Centros vary according to the needs of the local community, but commonly include offices of
the civil registry, licensing, taxes, traffic violations, social services, complaints, and neighborhood
mediation.

Participatory and Resource Based Budgeting.  The new budgeting system is to take effect with the
planning of the 2000 budget (full revision to the budget process is to occur over several years).  The
budget will be based on needs assessments in each of the 16 areas managed by a Centro de Gestión y
Participación, and effectiveness, in terms of accomplishing results, will be monitored over the budget
cycle.  Adjustments will be made during the cycle as warranted. The law provides for three months to
develop the budget and make it public.17

Electoral Reform.  Currently, political parties are given a number of legislative seats according to their
proportion of votes citywide.  Alternative proposals under discussion focus on reducing the number of seat
to be assigned by party slate from 60 to 30 and include a number of seats to be filled through direct
election within a particular geographic region of the city.  Under the proposed reform, 30 seats in the
legislature would be city wide and 30 seats won by district.

                                                          
15 Dr. Mario Salinaudi, La Sustentabilidad Fiscal en la Ciudad de Buenos Aires, Government of the City of Buenos
Aires, un-dated document March 1999.
16 Interview with Jorge Sereno, Sub-secretary of Resources and Tax Administration, Government of the City of Buenos
Aires, March 5, 1999.
17 Budgetary changes were codified in 1998 with the passing of Law 70, Ley de Gestión, Adminsitración Financiera y
Control del Sector Público.
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IMPLICATIONS FOR WORLD BANK ACTIVITIES

16. The urban poverty analysis carried out by the Bank Team in Argentina presents a
useful method for rapidly assessing infrastructure targeting.  The work also points to
important issues about the effectiveness of poverty alleviation programs.

17. Rapid Assessment of Infrastructure Investment Targeting.  The work in Buenos
Aires presents a rapid approach to assessing how well local government programs target
investments to low income areas of the City.  The methodology provides a quick
indicator of whether to proceed to more financially and time intensive investigations into
the services received by households according to socio-economic characteristics and the
budgeting and targeting processes employed by local governments.  Based on the
experience in Argentina, the methodology would be useful in initial diagnosis for City
Assistance Strategies and Municipal Development and Finance Projects.

18. Bundling Investments - cumulative impacts of infrastructure deficits.  In the
case of Buenos Aires, it is put forth that the inequality in local government investment
flows between geographic sectors of the city and the correlation of infrastructure poor
areas with poverty indicates that local government has not effectively used investments as
a poverty alleviation tool.  Underlying this conclusion is the understanding that given the
externalities associated with basic services, the lack of such services will reduce returns
to individual investments (micro-enterprise investment, household improvements, etc.).
Moreover, the cumulative impact of the concentration of deficits in certain geographic
areas of the city, that is low basic needs, health and education indicators, result in poverty
traps which a priori limit the capacity of individual households to improve welfare.

19. A recent study on similar issues in Peru drew on surveys of identical households
in 1994 and 1997 to provide statistical analysis that went one step beyond that of Buenos
Aires.  The panel data included information on levels of basic services (water, electricity,
sanitation and telephones) and overall welfare (as measured by consumption per capita).
The study indicated that households that had access to basic services in 1994 had a
significantly higher growth rate in per capita consumption than households without
access to basic services.  The same study found that the positive impact of new services
increased with the number of services provided.  Specifically, the study found that
holding all other influences constant, households with access to one service (water,
sanitation, or electricity) in 1994, increased per capita growth in consumption by 0.08%,
with a marginal return on the second service of 0.02%, and then jumping to a marginal
return of 0.12% with the third service and 0.15% with the fourth service. 18

20. The study in Peru relied on correlations of poverty (as measured by consumption)
and infrastructure services, and therefore implied rather than statistically demonstrated a
causal relationship between lower levels of infrastructure and poverty.  In comparison to
the Buenos Aires analysis, the panel data in Peru allowed analysts to rule out the
possibility that they were measuring households with increasing incomes cycling up and
out of impoverished neighborhoods to those with better access to services.  In which case,
the access to infrastructure would only be an issue of market power, not a contributor to
                                                          
18 Revised Draft of Peru: Poverty Comparisons, Country Department 6, Latin America and the Caribbean Region, The
World Bank, October 23, 1998, p. 33 and Annex 1.
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welfare improvement.  The Peru study demonstrates an approach to further statistical
assessment of the poverty issues similar to those presented in Argentina.  Within the
context of project preparation, monitoring and evaluation, household panel data, of the
type used in Peru, should be collected to ground our understanding of the impacts of
infrastructure investments.  At the very least, this data would allow the project designer
to corroborate, if not prove their assertions on the impacts of infrastructure investments
on poverty.

21. Insights into the Dynamics of Poverty Alleviation.  The Argentina study also
draws attention to a key topic for understanding the dynamics of urban poverty and
improving Bank interventions.  The study called into question the dominance of
employment and the state of the macroeconomy as the main explanatory factors of
poverty, and sheds light on the role of local government investment in infrastructure and
service within cities.  The study asserts that local government failure to target spending to
certain poor neighborhoods has exacerbated poverty.

22. Fully assessing this proposal would be required modeling the factors of growth
within specific areas and over time.  The recent development of endogenous growth
models would allow for such exploration.  These models make possible analysis of the
dynamic impacts of place-based characteristics as well as household characteristics and
poverty alleviation programs on household welfare.  A recent study on Bangladesh has
shown geographic effects of poverty reduction programs on living standards after
controlling for non-geographic characteristics of households, such as education.  The
study statistically presents a basis for programs that target poor areas, even in cases with
no impediments to mobility.  The argument rests on the ability of poor area programs to
address geographic factors of poverty found to persist after controlling for observed
household characteristics.

23. This research points to possible approaches for better understanding how the
spatial externalities associated with endowments of local public goods may impact
welfare growth of poor households.  This type of research requires data that can be
disaggregated by geographic unit and by household.  The geographic data can be used to
demonstrate how poor areas may grow at a slower rate.  However, with this data alone
one cannot distinguish if the divergence is due to geographic externalities (where living
in poor areas reduces returns on individual investments) or simply lower levels of
individual investment.  On the other hand, household data alone cannot distinguish if
geographic difference are not proxy’s for household characteristics.  However, both sets
of data can be combined to develop a growth model to determine the influence of
geography on poverty and income growth.19  In terms of urban development, such
research could be used to measure the welfare impacts of the spatial externalities
associated with the provision of urban infrastructure and services.

24. While such endogenous growth model studies have begun to be used to explore
geographic “poverty traps” in rural locations, similar work remains to be developed for
urban Latin America.  Urban areas dominate the Latin American landscape and urban

                                                          
19 Jyotsna Jalan and Martin Ravallion “Geographic Poverty Traps?  A Micro Model of Consumption Growth in Rural
China”, World Bank, Washington DC, p. 5.
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poverty and inequality are on the rise.  These problems, coupled with the devolution of
poverty alleviation responsibilities to local government, place an urgency on the need to
better understanding how local government tools versus macroeconomic policies effect
poverty.  Such understanding will be critical to the effectiveness of World Bank
assistance to local government in their efforts to improve the welfare of the Region’s
poor.
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