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Foreword

Operational innovations are critical to anticipate and meet the rapidly evolving development
challenges of emerging economies in Latin America and the Caribbean. Working with a broad range
of member countries, the World Bank helps achieve results by delivering flexible, timely and tailored
financial services, knowledge services, and strategic advice, while using its convening capacity to
further members’ specific development objectives.

Drawing on this rich experience, we are pleased to launch our new Operational Innovations Series with
a first paper on “Control and Accountability Mechanisms in Conditional Cash Transfer Programs: A
Review of Programs in Latin America and the Caribbean”. Conditional Cash Transfer (CCT) Programs are
being widely adopted in the region and have been shown to be among the most effective mechanisms
available to provide basic human development benefits to lower-income people. The paper, based on
seven case studies, is an in-depth review of tools and good practices for oversight and control of fraud
and error in CCT programs. It also provides guidance on the options and factors to be considered in
selecting among different CCT mechanisms.

The Operational Innovations Series is designed to disseminate, in a concise and lucid form, the latest
practices and thinking on cutting-edge innovative operational approaches of special relevance to
our clients in Latin America and the Caribbean, for readers inside and outside the Bank. Authors are
selected for their special knowledge and experience in the topics covered. Examples of upcoming
papers include Financial Products, Output-Based Disbursement, the Argentina Fiduciary Action Plan,
Performance-Based Lending, and Country Systems in Financial Management.

We welcome and encourage suggestions for further Operational Innovations Papers.

Stefan Koeberle Evangeline Javier

Director Director

Operations Service Department Human Development Department
Latin America and Caribbean Region Latin America and Caribbean Region
World Bank World Bank
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Executive Summary

Background

Conditional cash transfer (CCT) programs seek to
alleviate poverty in the short run while building hu-
man capital among the young. As their name im-
plies, these programs provide money to poor fami-
lies conditional upon investments in human capital,
such as sending children to school and bringing
them to health centers. Evidence from several coun-
tries shows that these programs are well targeted,
reduce the poverty of the poorest households, and
improve children’s education and health status.

At the same time, CCT programs present particular
implementation challenges. The number of partici-
pants and the volume of individual payments are
typically large. Responsibilities are shared across lev-
els of government and among multiple departments.
The programs are highly visible national initiatives,
not ring-fenced World Bank projects. Consequently,
their implementation depends on country systems.
Having sufficient control and accountability mecha-
nisms—and strengthening them as needed—is criti-
cal to minimize and manage political risks as well as
to ensure effective implementation and sustainability
of these programs.

Objectives and Methodology

The aim of this Special Review was to assess the
performance of CCT control and accountability
systems in programs supported by the World Bank
in Latin America and the Caribbean (LAC) and to
identify areas tihat may
need to be improved. The
purpose of the Review
was primarily operational
and practical. It sought to
identify for task managers
a menu of tools and good
practices for oversight and
control of fraud and error.
It also provided guidance
on the options and fac-
tors to be considered in
selecting among different
mechanisms. The Review was based on seven case
studies, which were analyzed during a two-day
workshop held with Bank staff and external special-
ists in Washington, DC in May 2006; consideration

of OECD experience; and a discussion of findings at
an international conference on CCTs held in Istan-
bul in June 2006.

The Review took several “givens” into account. First,
no program is immune from error, and no controls
work perfectly. Second, program accountability and
control depend on a broad range of factors and
mechanisms, as well as on the interrelationships
among them. Third, CCT programs are never isolated;
they reflect the character of overall national gover-
nance. Finally, a definition of “irregularity” must dis-
tinguish between fraud and other kinds of failures,
such as missing paperwork, administrative mistakes,
and weaknesses in service quality.

Main Findings

Overall, the Review concluded that basic control
systems are in place and that risks are generally
adequately handled in World Bank-financed CCT
programs in Latin America and the Caribbean (LAC).
Performance, nevertheless, varies significantly across
countries. As the programs advance, more focus
will be needed on the definition of institutional re-
sponsibilities, on incentives and coordination across
service delivery providers, and on implementation of
management information and control and account-
ability systems. The Review stressed the importance
of explicitly recognizing potential risks (fiduciary,
political, and others) and identifying remedies up-
front. On targeting, the Review found that the pro-
grams rely on independently verifiable instruments
to reach the poorest, and
evidence suggests that they
are performing well. CCT
payment processes do not
appear to carry major risk,
given that individual pay-
ments tend to be small and
the validation of condition-
alities reduces susceptibility
to fraud. The Review noted
positively that all programs
incorporate several ac-
countability mechanisms,
which can be reinforced by reviewing institutional
arrangements with attention to incentives, clarity of
roles, and potential conflicts of interest. The Review
also noted the importance of continued strengthen-

Operational Innovations in Latin America and The Caribbean



ing of quality control—in particular, feedback loops
to enable continuous correction.

Key Recommendations

The main recommendations applying most broadly

to the CCT programs are:

* Institutional design. Define lines of authority
and accountability, including administration and
service delivery. Align incentives and financing,
particularly for intergovernmental responsibili-
ties. ldentify risks and remedies up front.

* Targeting. Focus more attention on possible
exclusion errors (that is, eligible households not
being included) and consider the need for more
frequent recertification of eligibility.

* Conditionalities. Balance accuracy and the
burden of verification. Examine reasons for non-
compliance.

*  Payment processes. Improve cash-flow moni-
toring and associated control procedures.

*  Management information systems. Strengthen
frameworks to analyze and design MIS systems.
Encourage crosschecking of enrollments with
other databases.

* Internal quality control. Expand process evalu-
ation, feedback loops, and correction mecha-
nisms within programs, particularly through spot
checks.

*  Accountability. Ensure appropriate mechanisms
to handle complaints and appeals in a timely
manner, and publish program data.

*  Financial management and auditing. Define
payment accounting and reporting requirements.
Focus audits on risks. Include supreme audit
institutions.

*  Procurement. Closely supervise the implementa-
tion of large service contracts.

The full text of this report, which follows, contains
the main findings of the Review. Country examples
are included, as well as specific suggestions for im-
provements.

Next steps

Key areas for further analysis include continued
review of OECD experience; applying specific ap-
proaches (such as “backward mapping”) to address
institutional design issues; integrating social moni-
toring; and working on MIS in general and program
registries in particular. The Review emphasized

the importance of monitoring the evolution of the
programs. As these programs age, other issues may
become critical—for example, counseling and find-
ing jobs for beneficiaries. It is important to keep the
connection with other social protection programs in
mind, and with social policies more broadly.

Control and Accountability Mechanisms in Conditional Cash Transfer Programs



l. Purpose, Methodology, and
Organization of the Review

The aim of this Review was to assess perfor-
mance to date in the control and accountabil-
ity systems’ of the conditional cash transfer
programs supported by the Bank in the Latin
America and Caribbean Region. In addition, areas
that may need improvement were identified. More
specifically, the objectives of the Review were to:

* Document and compare practices among pro-
grams.

* Assess the design and supervision of these
projects in the area of control and accountabil-
ity, ascertaining that good practices are being
followed.

* |dentify areas that need to be improved, includ-
ing which practices should be applied more
broadly across countries.

It is hoped this report will prove useful both for CCT
programs in general and for specific programs in
individual countries?.

The purpose of the report is primarily operation-
al and practical. The systematic review of existing
practices was complemented by specialized and ex-
perienced experts within and outside the Bank. The
report seeks to identify a menu of tools and good
practices for fraud and error control of CCTs (with
possible application to social protection instruments
such as health insurance, pensions, and disability
schemes). The report aims to give guidance to task
managers on the options and factors to be con-
sidered in order to come up with an appropriate
design and effective implementation of control and
accountability mechanisms. The study complements
the fiduciary reviews that take place during prepara-
tion of individual projects.

This report summarizes the findings of the Re-
view and suggests improvements in the design
and implementation of CCT programs. In short,
the Review concluded that basic control systems
are in place. There are no major red flags, although
there is variation in performance across countries.
As the programs advance, more intensive focus

will be needed on the definition of institutional re-
sponsibilities, on incentives and coordination across
service delivery providers, and on the implementa-
tion of management information and control and
accountability systems. Valuable outcomes of the
Review included cross-program comparisons using
the same yardstick and inputs from outside review-

ers. These provided several insights into program
design and management, which can contribute to
improved performance in terms of controls and as
broader contributions to social policy.

The scope of the Review covered the clients’ sys-
tems of accountability and control. It focused on
existing controls and on activities undertaken by the
clients (in some cases, as required under Bank loans).
The key elements of the Review were as follow:

* (Case studies. Programs were analyzed in seven
countries. The case studies were carried out
with a standard template that covered pro-
gram design, payment processes, monitoring
systems, financial management and auditing
arrangements, oversight and governance, social
accountability mechanisms, and an overall as-
sessment. The case studies included programs
in Argentina3, Brazil, Colombia, and Jamaica
that are supported by Bank-financed projects.
In addition, programs for which Bank loans
were approved but not yet effective, or were in
advanced stages of preparation, in El Salvador,
the Dominican Republic, and Ecuador, were
reviewed as to consistency of planned practices
with the models and standards in other coun-
tries.

* A two-day workshop. Each case study was
presented, reviewed, and discussed at a work-
shop held in Washington, DC on May 22-23,
2006. LAC regional staff participated, including
the Sector Manager for Social Protection, the
Human Development Lead Operations Officer,
and Task Team Leaders and team members. In
addition, staff from the Bank’s Social Protection
Anchor participated, as well as staff specializing
in financial management, public sector manage-
ment, and information technology. Three outside
experts with experience in U.S. social assistance
programs also contributed.

*  Review of OECD experience. For a broader
comparative perspective, information on several
relevant OECD programs was gathered. These
included experiences from the United States, the
United Kingdom, Canada, The Netherlands, and
other countries®.

* Discussions at an international conference on
CCTs. Preliminary findings were refined through
presentation at the Third International Confer-
ence on Conditional Cash Transfers, which was
held in Istanbul, Turkey, June 26-30, 2006.

Operational Innovations in Latin America and The Caribbean



The Review included experts from many dif-
ferent sectors, both internal and external. The
task was led by the World Bank’s Latin America and
Caribbean Region (LCR) Human Development De-
partment (LCSHD). Participants included Task Team
Leaders and team members of World Bank projects
supporting CCT programs in the region, as well

as other World Bank experts on financial manage-
ment, public sector management and governance,
information technology, social protection, and social
accountability. Outside expertise was provided by
three consultants with experience in social programs
in OECD countries.

Notes

1. The term control is used here to mean ensuring
that an organization is operating as intended. Systems
of control provide internal and/or external assurance
that the management systems are operating well. Tra-
ditionally they focus on ensuring the proper accounting
of funds and compliance with regulations. Account-
ability is the obligation to present a history of and
answer for the execution of responsibilities through
the political and constitutional structure. (Modernizing
Government— The Way Forward, OECD, 2005).

2. Specific suggestions for individual country pro-
grams are contained in background papers, which will
be made available upon request pending discussion
with respective government officials.

3. Argentina’s Heads of Household Program differs
from the other programs in this review in two main
ways. One, it is a workfare program, directed at un-
employed heads of household. In exchange for the
transfer participants are supposed to participate in at
least 4 hours a day of eligible work or training activi-
ties. Two, it was started as an emergency program,
put in place to respond to the social and economic
crisis of 2001.

4. This review of OECD experience includes some
benchmarking data on a few well-established pro-
grams, such as the US Food Stamps and Temporary
Assistance to Needy Families (TANF), Jobseeker’s Allow-
ance and New Deal programs in the United Kingdom,
and some Canadian programs. Some of these data are
presented in this summary report; others appear only
in the background paper. The review is unpublished
but available upon request.

Control and Accountability Mechanisms in Conditional Cash Transfer Programs



Il. Control and Accountability in CCT

Conditional cash transfers (CCTs) belong to a
new generation of development programs that
seek to alleviate poverty in the short run while
fostering human capital accumulation among
the young. CCTs are intended to break the inter-
generational cycle of poverty. As their name implies,
conditional cash transfers provide money to poor
families conditional upon their
investing in human capital—such
as sending children to school or
bringing them to health centers
on a regular basis. This reliance on
market principles, using demand-
side interventions to directly sup-
port beneficiaries, complements
traditional supply-side mecha-
nisms such as general subsidies

or investments in schools, health
centers and other providers of so-
cial services.

Evidence of positive results of
CCTs is rapidly accumulating
thanks to systematic impact
evaluations that have been built
into the design and implemen-
tation of CCT programs. Avail-
able evidence shows that the pro-
grams are well targeted; reduce
the poverty of the poorest house-
holds in the short term; and yield improvements in
education indicators such as school attendance and
retention, as well as in health indicators such as
malnutrition, immunization, and prenatal controls'.
As evidence of impact grows, the Bank’s clients are
increasingly asking for support to initiate or expand
CCT programs. Currently, the Bank is supporting or
planning to support programs in Jamaica, Colom-
bia, Brazil, Argentina, Ecuador, El Salvador, and the
Dominican Republic?.

CCT programs present substantial implementa-
tion challenges. Typically, the number of partici-
pants and the total volume of individual payments
are large. Program managers are often under
considerable pressure to expedite payments—be-
cause of crises, because of the depth and urgency
of poverty, or simply because any program that
reaches millions of beneficiaries (as successful CCT
programs often do) has political implications. Day-
to-day responsibility for implementation is usually

shared across levels of government and among mul-
tiple government departments. For the most part,
the programs are highly visible. They are national
initiatives, not ring-fenced World Bank projects; and
as such, they depend directly on available country
systems for financial management, auditing, and so
forth.

Control and oversight mecha-
nisms are critical to manage
and minimize the political risks
as well as to effectively imple-
ment these programs. They
are important for ensuring the
efficient use of public resources
(targeting and eligibility), con-
tributing to program credibility
and sustainability, and guarding
against errors or potential politi-
cal manipulation. Improper pay-
ments can affect the ability of a
program to achieve its intended
outcome. Furthermore, broad
public support is vital in order

to maintain social assistance
programs. This public support
depends, among other things, on
CCT programs maintaining repu-
tations for effective prevention of
fraud and for control of errors, especially since cash
is the main direct benefit.

What are the key moments in the development
of a control and accountability system? Box 1
shows the broad categories of activities within CCT
programs. The “steps” illustrated here provides a
simplified schematic way of looking at generic cate-
gories of activity. In practice, most of these activities
take place simultaneously and continuously.

In considering the theme of this study, several
facts should be recognized. First, no program is
immune from errors and leakages, even with the
best of controls. While comparisons are limited

by differences in benefits and measurement stan-
dards, fraud and error rates in income support
programs in the United Kingdom, Canada, and the
United States generally range between 3.5 to 5.3
percent (UK National Audit Office, 2006). Second,
adequate program accountability and control de-
pend on a wide range of factors and mechanisms,

Operational Innovations in Latin America and The Caribbean



Box 1. Broad Categories of Activities within CCT Programs

Determination of eligibility and
targeting

Registration

Establishing conditions and
co-responsibilities

This stage—perhaps the most important
in terms of minimizing leakage—refers
to the process by which potential ben-
eficiaries are identified, and the way de-
cisions are made as to how to allocate
program resources among these poten-
tial beneficiaries.

This is the process by which rolls of
“eligible” beneficiaries are registered. It
normally includes updating of informa-
tion on household composition and col-
lecting documentation such as national
identification. Registration is usually
combined with training (see below).

In coordination with those respon-
sible for the health and education
sectors, CCT programs establish

“co-responsibilities”—that is, re-

quirements for beneficiary families
to fulfill certain conditions related
to children’s health and schooling.

Training

Communications

Social accountability

Training and communications strate-
gies are key to CCT programs. At
registration, for example, beneficiaries
are trained on their rights and respon-
sibilities, including benefit amounts,
frequency of payment, and co-responsi-
bilities. Service providers, local govern-
ments, and program staff are trained
in aspects such as management of pay-
ments, monitoring of co-responsibili-
ties, and handling of complaints.

Communications strategies complement
training. Together, training and commu-
nication extend outreach and encourage
buy-in from society in general.

Special emphasis is placed in many
CCTs on strengthening the capaci-
ties of community organizations
and/or parents’ associations to
participate in the monitoring or
“social auditing” of program op-
eration. Other mechanisms may be
put in place within the program to
provide specific and programmatic
responses to client input.

Benefit payment

“Operationalizing” & monitoring
of co-responsibilities

Information management

This stage represents not only delivery
of payments but also the process of de-
termining the amount, frequency, and
mechanisms for transfer of funds.

This occurs at several levels—establish-
ing and training of beneficiaries on
requirements; ongoing monitoring by
local agents; local-level information sys-
tems; training of teachers, health work-
ers, parents, private contractors, CCT
program staff; information systems that
link local information to the payment
process; quality-control reviews; and
policies on the consequences of non-
compliance.

In many ways, the central func-
tion of managing a CCT program
is to provide a “switch”—that is,
to manage the databases that link
and reconcile information on ben-
eficiary eligibility, fulfillment of co-
responsibilities, and information to
and from payment providers.

“Graduation”

Monitoring and evaluation

Increasing attention is being paid to
helping CCT recipients move toward
self-sufficiency—for example, comple-
mentary SP programs, opportunities for
training and even financial support for
productive activities (not covered in the
present review).

This includes MIS, audits (processes,
fiduciary), internal and external quality
control mechanisms, complaint man-
agement, social controls, and evaluation
of impact measured from a baseline.

as well as on crosschecks and feedback mecha-

Notes

nisms among the related elements. Third, these
programs are not isolated within their respective
countries’ social policies, as they reflect the char-
acter of overall governance at the national level.
The risk assessment for any program depends on
its particular characteristics and national context;
and any recommendation needs to factor in the
costs and benefits of additional control activities.
Finally, the external experts advised that defini-
tions of “irregularity” must be considered care-
fully. It is important to distinguish between fraud
and other kinds of problem, such as missing pa-
perwork, administrative mistakes, MIS errors, and
weak service quality.

1. Impact evaluations confirm these programs’ success
in reaching the poor and improving their consumption,
education, and health. In Colombia, for example, benefi-
ciaries increased average consumption by 15 percentage
points more than control households, and children under
2 years grew taller by up to 0.78 centimeters. In Ecuador,
between 2003 and 2005, secondary enrollment grew

10 percentage points among beneficiary families of the
Bono de Desarrollo Humano CCT program (see Project
Appraisal Document, pp. 59-61 and 84-88; and Schady
and Araujo, 2005). CCT programs also are efficient in
reaching the poor: on average 80 percent of the benefits
go to the 40 percent poorest families (Coady, Grosh, and
Hoddinott, 2004; Lindert, Skoufias, and Shapiro, 2005).
2. See footnote 1.3.

Control and Accountability Mechanisms in Conditional Cash Transfer Programs



The remainder of this report elaborates upon
crosscutting topics that emerged during the
Review. In each of the following sections, specific
suggestions are provided on how to improve design
and implementation arrangements.

1. Clarifying Institutional Responsibilities

Clear definition of lines of authority and ac-
countability is the starting point for ensuring
an adequate control and accountability frame-
work. The case studies illustrated activities that
require clear lines of responsibility among entities
associated with the program—in
particular: overall management
of the program; targeting; deliv-
ery of services required to satisfy
the conditionalities (upon which
payment can depend); monitor-
ing; and payment. These activities
are generally performed by more
than one agency and sometimes
by more than one level of gov-
ernment. In addition, in some
countries nongovernmental actors
are contracted to perform these
tasks.

The Review concluded that
overall these programs have
established reasonable ar-
rangements regarding in-
stitutional responsibilities.
Nonetheless, lines of authority
and division of responsibility are
unclear are unclear in some areas for several pro-
grams. Ensuring alignment between the incentive
structure and financing for adequate performance
on the service delivery side may be challenging in
some cases. Clear alignment is especially critical
when third parties become involved—for example,
when local governments, health, and school of-
ficials must guarantee accurate reporting and op-
erational integrity. There are no universal criteria
dictating who can and should be involved in pro-
gram management and operation. Bringing in mul-
tiple agencies is the norm; but it demands a care-
ful structure of checks and balances. In deciding
which stakeholders to involve, programs should
carefully consider the rationale for bringing in re-

Issues and Findings

spective actors, and then the potential incentives
for those who participate. Most importantly, de-
signers should avoid conflicts of interest. Each CCT
program needs to assess who should be account-
able for each component, and these divisions must
be transparent. Feedback loops are important for
determining how and to whom information flows.

Intergovernmental responsibilities and
incentives are crucial for programs that operate
in federal systems, such as Brazil and Argentina.
It cannot be assumed that local governments will
automatically comply with expected behavior in the
absence of concrete incentives
to do so. When management
responsibility is passed to

local or municipal levels,
incentives must be provided

for quality performance. If

not, municipalities are simply
mandated to operate the
program, a burden with

which they may or may not
comply. As illustrated in Box 2,
administrative cost subsidies

can serve as incentives linked to
quality of performance on certain
indicators (Brazil). Realistically,
financial support is likely to
provide the best leverage. Some
programs give municipalities
considerable discretion and
decision-making authority; and
consequently, an ongoing system
of monitoring is also needed

at the federal level to ensure service quality and
performance. This can be done through audits,
spot checks, site visits, suspension conditions, and
performance measurement through indicators.

Project documentation should spell out
responsibilities held by different agencies
for all processes, as well as corresponding
incentives. The Review recommended that

all CCT programs should provide clear lines

of responsibilities for all processes among
cooperating agencies. This should be done during
project preparation and documentation, as well
as in project operations. The goal is to ensure
that responsibilities are not only well defined
but also well understood, and that financial and

Operational Innovations in Latin America and The Caribbean



Box 2. Aligning Incentives Where Institutional Implementation is Decentralized

How can financial incentives be used to enhance effectiveness where programs are implemented through de-

centralized institutions? Here are examples from Brazil and from a U.S. program that is similar in many respects

to a CCT.

* In Brazil's Bolsa Familia program, determination of eligibility is managed at a centralized level based on a
means test. However, many aspects of Bolsa’s operations—for example, the biannual recertification and
monitoring of compliance with education and health co-responsibilities—are managed by municipalities. The
Social Development Ministry provides a performance-based financial incentive to municipalities to promote
good implementation. Specifically, the ministry monitors municipal implementation quality using a four-point
“decentralized management index” (IGD), which covers key indicators of registration quality and verification
of compliance with conditionalities. IGD scores are calculated monthly. Based on these scores, the Ministry
pays municipalities a prorated administrative cost subsidy. Municipalities with IGD scores lower than 40 do
not qualify for a subsidy; however, the Social Development Ministry monitors low-scoring municipalities and
provides technical assistance to help improve performance.

* The food stamp program in the United States provides financial incentives for accurate targeting. Individual
states are financially penalized if their combined targeting error rate exceeds the national average. Conversely,
they receive enhanced administrative funding if their combined error rate is less than 6 percent and they do
not have a high negative case error rate. Data show that error rates have gone down over time. The percent-
age of improper payments dropped from 8 percent in 1999-2003 to 6 percent by 2003. Most improper

payments were a result of error, not fraud. In 2002, the states paid penalties of US$46 million

other incentives are aligned with each agency’s
responsibilities. Brazil, for example, has developed
a table listing each component of program
operation and which agency is responsible for

its management and monitoring. The Review
also noted that it is important to be explicit and
upfront in recognizing risk factors and identifying
remedies.

The suggested institutional analysis to ensure
clear responsibilities should answer a series of
relevant questions.

* Are institutions and responsibilities mapped
clearly, or are there potential overlaps or
voids?

* Are assigned responsibilities aligned with
incentives? If not, how to address the gap?

* Do institutions have adequate technical and
managerial capacity to fulfill their roles?

*  Are accountability and feedback mechanisms
adequate for solving problems?

* Areinstitutions insulated from political
influence and manipulation?

* Do the roles envisaged for each actor pose
potential conflicts of interests?

*  Are there mechanisms to reinforce
accountability—for example, crosschecking
data used to identify beneficiaries with local or
country knowledge; and mutual accountability
mechanisms that allow beneficiaries to hold
service providers accountable while service
providers confirm beneficiary compliance with
conditionalities?’

Beyond describing overall program design,
project documentation needs to be particularly
clear in spelling out lines of authority and

accountability. Unambiguous explanations must
be provided on who is expected to do what, and
for what incentives? One way to do so is through
a kind of institutional analysis known as backward
mapping?. This analysis departs from the points
of service delivery. It looks at everything that
must happen to make a particular process work,
including what agencies must have at each level
in order to do the job that is expected of them.
This tool may prove to be useful in identifying

the support and oversight mechanisms necessary
for effective, on-the-ground service delivery. Once
program managers understand exactly what
happens at each point of service, they have a far
better idea of what is needed from the larger
governance structures.

2. Targeting

Current systems minimize inclusion errors. One
of the specific aims of the Review was to assess
the extent to which the CCT programs are handling
the risk of inclusion errors. Overall, the programs
seem to be doing fairly well in minimizing leakage
of resources to ineligible or better-off households.
In general, the Review found that current practices
are satisfactory—the current systems were found to
minimize inclusion errors. For most countries, the
evidence supporting this conclusion comes from
independently verifiable sources, generally nation-
ally representative household surveys. It should be
recognized that performance is being observed in
many contexts where institutional capacity in gen-
eral is weak. Thus, while no one would dispute the
need for continued vigilance in monitoring the pro-
cesses of inclusion, these positive findings were en-
couraging. On the other hand, the external experts
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who participated in this Review also pointed out
that dwelling too much on this issue has a different
down side—possible distraction of attention from
other areas needing attention, for example inter-in-
stitutional arrangements.

The programs that were reviewed make use of a
range of mechanisms to target benefits and pro-
gram enrollment. The most common instrument

in LAC is the proxy means test. This term denotes a
system in which scores for applicant households are
generated from characteristics that are fairly easy to
observe—for example, the location and quality of
the family’s dwelling, the durable goods they own,
the demographic structure of the household, levels
of education, and adult occupation in some cases.
The indicators and weights to calculate individual
scores are derived from deeper statistical analysis
based on household surveys, usually regression
analysis or principal components.
Information gathered from the ap-
plicant can be at least partially ver-
ified from home visits or by asking
the applicant for written confirma-
tion of selected information. This
is combined with categorical tar-
geting (that is, children of eligible
households generally need to be
younger than a certain age).

In many countries, a proxy
means test appears to be the
most straightforward, practi-
cal, and reliable way to gauge
household poverty?. Particularly
in countries with large informal
economies, there is no alterna-
tive central database from which
to confirm a household’s actual
income, as might be possible
through employment or tax re-
cords in Europe or the United States. Proxy means
tests are sometimes combined with geographic
targeting that allocates funds differentially to cer-
tain municipalities or regions. Spatial quotas are
especially used where resources are significantly
constrained. In Brazil, for example, spatial quotas
are applied during a phase that precedes house-
hold-level targeting. Interestingly, locally based tar-
geting appears to be less common in Latin America
than in other regions, and there may be opportuni-
ties to explore locally based mechanisms as checks
on existing instruments. Systems for determining
targeting effectiveness could be improved—for ex-
ample, through more frequent validation of the ac-
tual quintile distribution of CCT recipients against
the statistically ideal distribution that would be
observed if targeting were to be perfectly imple-
mented.

Two important exceptions to the use of proxy
means instruments were found in the case stud-
ies. Brazil uses a self-reported simple means test,
and Argentina uses a combination of categorical
and self-selection. Under self-selection, a program
is open to anyone who meets the categorical crite-
rion; however, the program is designed with other
requirements that are assumed to encourage par-
ticipation by the poorest families while discouraging
the non-poor. In Argentina’s Heads of Household
Program, this involves at least four hours a day of
eligible community work, or alternatively, participa-
tion in education and training activities.* The pro-
grams in both Brazil and Argentina perform well on
targeting. In Bolsa Familia, 73 percent of transfers
reach the poorest quintile, and 94 percent goes to
the two poorest quintiles. In the Heads of House-
hold Program, about half of all beneficiaries are
from the bottom quintile, and 80 percent are from
the bottom two quintiles. For a
sense of how these results stack
up and how other countries are
performing in general, see Table
1, which looks at targeted work-
fare and conditional cash transfer
programs in several countries.

Exclusion errors could become
a more serious issue over time.
Although CCT programs generally
appear to be managing the risk
of inclusion errors (as described
above), exclusion errors (that is,
non-inclusion of eligible house-
holds) could become more of a
problem, especially in countries
where programs are constrained
for budgetary or geographical
reasons. Even if inclusion errors
are minimized—that is, if all CCT
recipients fall within the lowest
quintiles of the income distribution—there may be
eligible citizens who are not targeted or recruited
into the program. This can happen for several rea-
sons. First, many countries use a two-phase system
starting with geographic targeting that excludes
less-poor areas from the second phase of house-
hold targeting. This ensures inclusion of people
who live in areas of concentrated poverty, but it
can exclude poor households who happen to live
in mixed or upper-income areas. Second, CCT pro-
grams have enrollment ceilings in some countries
that can create competition for program slots. It is
unclear how many otherwise eligible households
are not receiving CCT benefits in some countries,
information that would be important to know.
Analysis should also consider the degree of discre-
tion in the making of eligibility decisions. Discre-
tion can introduce risks of corruption and political
influence into targeting, which CCT programs need
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Table 1. Comparisons of Several Targeted Workfare and Conditional Cash Transfers Programs

Poor population Targeting performance Leakage Undercoverage
(Percentage or (Percent of coverage (Percent of (Percent of
estimated number) and benefits going to benefits going to eligible people
the poorest quintile) ineligible persons or | not taking up the
households) benefit)
Food stamps (US) 17.1 Coverage: N/A 6.63 45.3
(relative poverty) Benefits: 80 (2003)
Temporary Assistance to 171 Coverage: 52 15
Needy Families (US) (relative poverty) Benefits: 66 (Texas)
Jobcentre Plus (UK) 11.4 7.4
(relative poverty) (end 2002)
Guaranteed minimum 7 6 35-48
income (France) (relative poverty) (2000)
Oportunidades (Mexico) 21 Coverage: 31
(21.5 million people) Benefits: 34%
Chile Solidario 17 Coverage: 3
(Ficha CAS, Chile) (2.7 million people) Benefits: 56

Source: Background paper on OECD Countries. Data from Mexico and Chile are from 2004.

to address—for example, by ensuring clear, trans-
parent selection criteria or through channels such
as citizens’ committees for challenging decisions.

3. Frequency of Eligibility Recertification

The frequency of recertification of eligibility
(that is, the application of a proxy means or
other income test) may need to be increased. At
a minimum, CCT programs need to re-evaluate their
assumptions about the stability of recipient eligi-
bility and the frequency of recertification. Among
OECD countries, it is common to require recertifica-
tion after two years or less. This is also the case for
Chile’s scoring system, the Ficha CAS. Among OECD
countries, households are also obligated to report
changes in circumstances that affect family eligibility.
In many LAC countries, recertification is less frequent,
often because of institutional capacity or resource
constraints. In many places and circumstances, it is
relatively unlikely that a large number of people will
move in and out of poverty over a short period, so
longer recertification cycles can make more sense.
However, this cannot simply be assumed; it must be
tested too. Even if capacity or resource constraints
realistically prevent more frequent recertification,
managers should nevertheless understand the im-
plications of current practices on their targeting
results. Furthermore, even if poverty is found to be
persistent, it would be financially unsustainable for
programs to establish benefits as entitlements for
life. This Review therefore recommended considering
a flexible eligibility range rather than a hard-and-fast
line (the Jamaica program uses such an approach).
This recognizes transient poverty and the dynamic
nature of family income, and it accommodates sud-
den changes and shocks to family livelihood strate-
gies.

4. Compliance and Supervision of Conditionalities

The Review found that the treatment of condi-
tionalities varies significantly across countries.
These range from automatic discontinuance for
noncompliance to “gentler” approaches, such as
visits by social workers who encourage and facili-
tate compliance (at least at first) while providing
feedback to improve service delivery. While non-
enforcement obviously increases the risk of benefi-
ciary abuse, overly strict enforcement may exclude
beneficiaries too hastily. It is important to fully un-
derstand why beneficiaries are not complying with
their conditionalities. In some cases, requirements
may not have been fulfilled; but in other cases,
services may not have been available (for example,
insufficient health or educational facilities). Similarly,
centers may not always be accurate or report fully
on the clients they serve. The bottom line is that
countries need to strike a balance—and clearly spell
out procedures—between accuracy on the one hand
and the cost and burden of verification on the oth-
er. In general, most countries appear to have found
reasonable equilibrium in their own ways.> The
reviewers suggested that greater opportunity for
mutual learning might help some of the programs
to find that balance more efficiently.

The responsibility for reporting on conditionality
compliance also varies widely among programs.
This has repercussions that need to be recognized.
In some countries, the family must verify compli-
ance; in some it is the responsibility of the ser-

vice provider to record and report; and in others,
both parties are given a record of compliance to
provide a back-up system. While having provid-

ers record and report compliance may simplify the
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administrative process and reduce the burden on
beneficiaries, the providers often have little incen-
tive to do so, and they must be given appropriate
assistance. In most cases, it is much more difficult
to verify compliance with health than with educa-
tion conditionalities. Most schools have attendance
systems in place, and can share their lists with the
CCT program. Health centers, on the other hand,
must often implement new systems for tracking
visits of CCT participant visits. They are often reluc-
tant to comply with what they perceive to be a new
burden. Programs should anticipate and proactively
address this challenge to increase the likelihood of
timely and accurate reporting.

Finally, it is important to recognize the trad-
eoff between administrative requirements and
participation. For example, in the Food Stamp
program in the United States, client and adminis-
trative burden was thought to discourage partici-
pation. This problem has been addressed recently
through the streamlining of these requirements.
Similarly, CCT managers need to assess their priori-
ties as decisions are made on implementing con-
trols. Extensive controls may reduce some of the
errors, but they can also discourage participation
among those who might otherwise be eligible.

5. Improving Program Management

Procurement risks are low, but close supervision
of implementation is required. According to the
outside experts who participated in this Review,
most fraud and corruption in US social assistance
takes place in the context of large contracts. In
general, CCT programs include few such contracts,
although there are some examples where supervi-
sion of conditionalities or the payment process is
contracted out. Standard Bank procedures focus on
competitive awarding of these contracts through
appropriate mechanisms. It is equally important to
ensure proper supervision of contract implementa-
tion and apply sufficient crosschecks, because third
parties are not accountable to citizens or program
participants in the same way that public agencies
are. Staffing of CCT agencies is sometimes subject
to political influence, although for the most part
this does not seem to affect technical-level staff. As
for all Bank-financed projects, procurement needs
to be closely supervised, and these programs re-
quire no less attention to procurement than any
other project.

Payment processes entail relatively low risks

overall, though monitoring could be improved
in general. The Review concluded that CCT pay-

ment processes do not seem to carry major risks.
The size of individual transfers tends to be small,
and the validation of conditionalities reduces po-
tential misuse of funds to a large extent, depend-

ing of course on the capacity for enforcement.
One way or another, the programs must maintain
rigorous documentation of cash flows and clear
procedures for dealing with non-collection and
non-receipt of benefits. The process can be audited
using standard procedures, which may include
“continuous audits.”

The payment processes in most CCT programs
do not appear to carry major risks. However,
cash flows (including non-receipt of benefits) should
be carefully and continuously monitored. In addi-
tion, in several projects there were suggestions to
improve the control processes on uncashed checks
and to benchmark CCT debit card trends against
normal debit card trends. Several ways to improve
and secure processes were identified in the Review.
These include:

*  Monitoring cash flows. Not all countries that
issue benefit checks have systematic, secure
systems for monitoring distribution, collection,
and processing. To reduce the risk of theft, all
CCT programs need guidelines for monitoring
the possession of checks and for dealing with
uncollected checks.

*  Non-receipt of payment. Countries need mech-
anisms to ensure that benefits are delivered to
registered beneficiaries who comply with their
co-responsibilities.

* Rural access to payments. Regional differences
may present a challenge in the development
of payment systems. Rural regions will not all
have access to banks or to electronic payment
systems. This needs to be considered at the
outset of system design.

*  Payment system selection. While debit card
payment systems may provide the highest de-
gree of accountability and ease of service, any
system can work with proper controls. None of
the CCT payment processes described appeared
unworkable. So long as a program maintains
rigorous documentation of cash flow and clear
procedures for dealing with non-collection and
non-receipt of benefits, payment system deci-
sions can generally be guided by local context
and available infrastructure.

*  Monitoring debit card fraud. Countries that
use debit cards must also monitor their use
systematically. In Argentina, for example, a
study is underway to benchmark CCT debit
card trends against normal debit card trends.
Significantly more cards reported as lost or sto-
len would signal possible fraud linked to the
program. As the use of debit cards increases
in other countries, cross-country comparisons
could help determine which mechanisms are
most effective.
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6. Stronger Management Information Systems

MIS is the backbone of CCT programs. The Re-
view showed a general need for a stronger and
more consistent framework for analysis and design
of appropriate systems. Even if malicious errors
never occurred, safeguards are needed to protect
against unintentional human error. One approach
that has been used covered the categories of tech-
nical processes and management and business
risks. For technical processes and management,
four general areas should be carefully designed or
reviewed. Depending on the stage of the project,
these are (1) the IT team capacity and structure,
including roles and responsibilities; (2) IT systems
infrastructure (hardware and software procure-
ment and maintenance plans); (3) IT development
and maintenance cycle (development environment
and processes, quality assur-
ance, production, and pro-
duction support and main-
tenance); and (4) IT-specific
risk management (country
infrastructure capacity, and
so forth. From the business
perspective, the main areas
are (1) data, information, and
records management (that is,
management of supporting
documentation for each pro-
cess); (2) network manage-
ment (that is, service standards and disruption toler-
ance); (3) information security and access control;
and (4) event and data transfers within and across
agencies.

Some questions need to be asked. For example,
is there a disaster management strategy? Who
has data access authorization? Is this compatible
with the mapping of institutional responsibili-

ties? What mechanisms are in place to detect and
solve false transactions? Are these adequate given
the mapping above? What are the mechanisms
for data and record management? What are the
mechanisms for event and information exchange
management? Finally, given the tradeoff between
increasing levels of accountability at the local lev-
el and the need to maintain somewhat centralized
decision-making and problem-solving processes,
what are the minimum MIS requirements that
guarantee an effective balance?® Specific mecha-
nisms in this framework include crosschecks of
beneficiary databases with other databases (tax
records, civil registries, and so forth.), IT system
audits, backup processes and databases, data ac-
cess authorization rules, and record management.

Several programs crosscheck household enroll-
ments with databases for taxes, employment,
civil register, and so forth. If capacity exists, this

lends itself to a strategy for monitoring and for
generating information when remedial action is re-
quired. In most cases, undue costs and administra-
tive burden can be avoided. This tool is standard in
many OECD countries. It requires a unique identi-
fication number (the equivalent of a social security
number) assigned to each beneficiary and family
member. Identification systems of this sort are not
yet in place in every country; their development
constitutes a priority for CCT programs.

7. Improved Internal Quality Control and
Correction Mechanisms

The Review concluded that all of the programs
have externally contracted process or operational
audits in addition to financial and procurement
audits; but internal process evaluation, feedback
loops, and correction mecha-
nisms could be improved.”
Spot checks can be an effi-
cient mechanism for ongoing
program monitoring. Rather
than extensive operational
audits, spot checks are often
just as effective—and much
less expensive to ensure

that programs are working
as expected. Like backward-
mapping, spot checks are
based on the principle that
the big picture can often be captured by looking

at the details. Spot checks can be used as an inter-
nal form of process evaluation, allowing programs
to self-correct problems as they arise and to focus
on specific issues detected by program managers.
They may be better if undertaken in-house, because
feedback is more likely to lead to quick remedial
action. The importance of internal business process
monitoring was also underscored. Audits should be
integrated into the responsibilities of a specific office
and person, not tacked on as an additional burden.
Audits need to be included in management routine
and used to provide real-time feedback on the qual-
ity of processes. Information received from activities
such as M&E, field visits, operational audits, and
monitoring of uncollected payments provides in-
formation on the quality of controls and validation
processes. This information can serve as feedback
to improve processes. In sum, bits of information
received as continuous feedback can provide low-
cost complements to less-frequent periodic exer-
cises such as audits. This feedback can enhance the
sustainability and effectiveness of control efforts.

In addition to the mechanisms discussed above, a
comparative background paper was prepared to

draw ideas from relevant OECD experiences. Box

3 suggests several lessons, primarily from the United
States and the United Kingdom.
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Box 3. Lessons from OECD Experience in
Controlling Error and Fraud

A background paper on OECD experience suggests
several tools that might be applied more broadly
in the Latin American region. For example, sample-
based reviews of eligibility decisions (and other
program aspects) are used in the U.S. food stamp
program. Data mining is employed to discover
evidence of problematic payments. Extensive use is
made of educational activities and public commu-
nication, as well as the setting of goals on errors
and fraud and the monitoring of performance .
Some “easy” mechanisms can be encouraged—for
example, online reporting of suspected fraud.
Procedures can be established for beneficiaries to
appeal eligibility and other decisions by program
administrators.

A key lesson from the OECD country cases is that
measuring error and fraud, following up on find-
ings, and taking public action work. Programs have
succeeded in both reducing problems and chang-
ing broader social attitudes toward fraud. This is a
challenge that is all too familiar for governments
across Latin America.

Good management, a positive internal culture,
and appropriate national support to deal with
program challenges are also essential. Solid sys-
tems and procedures will not in themselves guaran-
tee an effective program. Cultivating and support-
ing the human capacity of CCT programs is just as
important as technical and procedural development.
In some cases, financial risk can be reduced by cre-
ating a program climate where petty bribery and
fraud is not tolerated.

8. Mechanisms to Increase Accountability

The outside reviewers appreciated that all of
these programs considered accountability in mul-
tiple ways, including downward. This feature can
be a strength so long as arrangements are carefully
structured with attention to incentives and clarity of
roles, avoiding potential for conflicts of interest. The
external experts emphasized the importance of con-
tinued strengthening of quality control and correc-
tion mechanisms (feedback loops) and accompanying
MIS systems to further enhance the quality and secu-
rity of services. The Review also suggested a number
of areas for potential improvement, as follow.

Complaint and appeals mechanisms could be
strengthened. CCT programs need to develop
clear systems for dealing with complaints. Recipi-
ents and program staff must know which office
or staff member can answer questions. This party
should also be accountable for resolving issues,

’

thereby reducing back-and-forth “ping-ponging’
between offices. They should have the author-
ity to resolve simple issues on the spot, and they
must be prepared to suggest clear steps on how
to resolve issues that are out of their bounds. Lo-
cal offices should have access to central databases,
allowing them at least to check on the status of
beneficiaries in the system. Beneficiaries need to
understand what their entitlements actually are,
and how to seek remedy if their entitlements are
not received.

Some programs operate hotlines. These can be
effective not o