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Abstract

Tanto los pobres del mundo como los programas destinados a elevar la capacidad

adquisitiva de éstos se concentran cada vez más en estados frágiles. Repasamos las

pruebas que indican qué programas tienen éxito y en qué medida la estimulación del

empleo promueve la estabilidad social. La formación profesional y la micro�nanciación

han demostrado tener poco impacto sobre la pobreza o la estabilidad, sobre todo si

reparamos en los costes del programa. Por el contrario, las inyecciones de capital -

efectivo, medios de producción, ganado- parecen estimular el autoempleo y elevar la

capacidad adquisitiva a largo plazo, a menudo cuando se combinan con intervenciones

complementarias de bajo coste. Es posible que este tipo de programas centrados en

el capital, junto con modelos de remuneración en efectivo, sean las herramientas más

efectivas para poner a la gente a trabajar y revitalizar las rentas en estados frágiles y

pobres. Sostenemos que los legisladores deberían redirigir la mayoría de los programas

en esta dirección. Si éstos se dirigiesen a los hombres en situación de mayor riesgo, cabría

esperar que los programas redujeran sensiblemente la criminalidad - particularmente la

motivada por razones materiales. Sin embargo, los legisladores no deberían esperar del

empleo efectos drásticos sobre la criminalidad y la violencia, en parte porque ciertas

formas de violencia no responden a la situación laboral o económica. Finalmente, este

análisis concluye que es necesaria más investigación en varios ámbitos. En primer

lugar, ¾son intervenciones como la formación profesional complementos rentables para

las inyecciones de capital? En segundo lugar, y dejando a un lado las relacionadas con

el empleo, ¾qué estrategias reducen la violencia y la criminalidad entre los individuos en

situación de mayor riesgo? ¾son complementarias a los programas de empleo? En tercer

lugar, los legisladores pueden reducir el elevado índice de fracaso de los programas de

empleo mediante el uso de programas piloto a pequeña escala previos al lanzamiento

de grandes programas, invirtiendo en paneles informativos sobre el mercado laboral, e

invirtiendo en estudios de varios países para evaluar y perfeccionar las intervenciones

más prometedoras.
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Resumen Ejecutivo

Si le pidiésemos a un Presidente o Primer Ministro que nombrase prioridades, es muy
probable que el empleo estuviera entre las cinco primeras. El empleo es un camino ha-
cia salarios más altos y estables, y posiblemente sea también un indicador de satisfacción y
reconocimiento. También puede ser un medio para la estabilidad social y política. A menudo
se dice que los hombres pobres y desempleados son más susceptibles de implicarse en peleas,
revueltas, robos, rebeliones o grupos extremistas.

Las relaciones entre empleo y estabilidad son importantes, aunque solo sea porque una parte
creciente de los pobres del mundo vive en lugares inestables. En la actualidad, cerca de
dos mil millones de personas viven en países �frágiles� o con elevados índices de homicidios.
Se espera que, para 2030, los países del mundo con menos recursos sean frágiles o estén
envueltos en con�ictos.

Por desgracia, estas relaciones -entre mercado laboral e intervenciones emprendedoras y
empleo efectivo, y entre empleo y estabilidad- están basadas primero en la fé, segundo en
la teoría, y tercero, en la evidencia. No sorprende que la mayoría de estos programas de
empleo basados en la fé hayan fracasado en su misión de crear puestos de trabajo, reducir
la pobreza o generar estabilidad; especialmente intervenciones estándar como la formación
profesional o la micro�nanciación.

Sin embargo, los últimos años han surgido un creciente número de evaluaciones del impacto
de las intervenciones sobre el mercado laboral, el emprendimiento y otros programas de
protección social. Estas evaluaciones comparan participantes en un programa con grupos
de comparación, haciendo a menudo un seguimiento de los impactos por año. Este tipo de
evidencia basada en lo contrario de los hechos, junto con un creciente número de pruebas de
control aleatorias, está empezando a mostrar ciertos resultados consistentes e inesperados en
diferentes países. Allá donde la evidencia no está aún presente, la teoría política y económica
nos ofrece ideas. Este artículo compendia esta literatura y sus implicaciones políticas.

De la relación entre programas de empleo y empleo efectivo

En los países con menos recursos, los hogares pobres suelen tener un �portfolio de experiencias

laborales� en lugar de un �trabajo�. Normalmente, cada miembro obtiene ingresos de muchas
fuentes, desde la agricultura hasta los trabajos puntuales, pasando por pequeño comercio y
trabajo formal, en parte porque mitiga el riesgo y la estacionalidad inherentes a una sola
fuente, y también porque a menudo no es posible conseguir dinero su�ciente con una sola
ocupación.

En este contexto, una manera de incrementar trabajo y salarios es mejorar los portfolios de

experiencias laborales en vez de �crear trabajos�. La cuestión en la que nos centramos ahora
es la de cómo ayudar a la población pobre a mejorar su productividad en sus ocupaciones ac-
tuales, y cómo ayudarles a acceder a nuevas ocupaciones que ofrezcan mayores ganancias. La
creación tradicional de empleo aún es importante si tenemos en cuenta que, básicamente, el
�n de la pobreza surgirá de tener muchos pequeños, medianos, y grandes negocios que man-
tengan el empleo a gran escala. Pero este artículo no trata de las políticas o las condiciones
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que podrían hacer realidad ese tipo de cambio estructural a largo plazo. Nos centramos,
más bien, en programas y políticas que pueden ser implementadas inmediatamente, y que
pueden ofrecer resultados en espacio de pocos años.

La evidencia muestra que mejorar los portfolios de experiencias laborales de la gente pobre es

algo que puede hacerse a gran escala y de manera e�ciente. Las herramientas disponibles son,
en su mayoría, una mezcla de programas de protección social como los programas públicos
de trabajo para desempleados, e intervenciones �del lado de la oferta�, que tratan de darle a
las empresas y a las personas algo que necesitan (capital, habilidades) para elevar sus rentas.

A través de países, desafíos y clases de gente, la evidencia transmite un claro mensaje: mu-

chos de los pobres obtienen altos rendimientos de capital. Los pobres parecen intimidados
por la escasez de capital y la ausencia de crédito barato. Cuando los programas dan capital
a los pobres -ya sea en forma de efectivo, herramientas o ganado en manos de pequeños com-
erciantes, jóvenes desempleados o mujeres ultrapobres- solemos ver los mismos resultados: la
gente pobre expande el volumen y el número de sus negocios, y aumenta la rentabilidad del
trabajo en su portfolio. Esto se cumple incluso en algunos estados frágiles, especialmente tras
una crisis política o un desastre natural. Sin embargo, aún no está claro si los rendimientos
del capital son altos en situaciones de alta con�ictividad.

Las intervenciones �capital-céntricas� son las más prometedoras, pero tienden a ser la excep-

ción en lugar de la regla. Subvenciones a start-ups, inyecciones de efectivo, transferencias
de capital en especie, y otras �limosnas� poseen un récord impresionante a la hora de au-
mentar el poder adquisitivo de los pobres a largo plazo, justo lo contrario del �síndrome de
dependencia� que algunos temen. Su impacto podría ser particularmente notable después
de desastres naturales y crisis políticas. Actualmente, pocos de los programas estudiados
ofrecen únicamente capital, por lo que parte de su éxito puede deberse a otros aspectos
del programa, desde la supervisión al entrenamiento. Pero parece que lo que llamamos ser
�capital-céntrico� es crucial para el éxito de estos programas.

Por importante que sea el capital, la respuesta probablemente no sea más micro�nanciación.

La mayoría de los programas de micro�nanciación son aún muy costosos para el solicitante
del préstamo, y tienen plazos de amortización cortos. Es por esto que son un mal vehículo
para inversiones en agricultura o en negocios, las cuales necesitan un periodo de incubación
largo y capitales menos costosos.

La evidencia a través de los distintos países nos envía también otro mensaje: es difícil

encontrar un programa de formación profesional que pase un simple test de rentabilidad.

Tras repetidos estudios sobre programas de formación técnica, vocacional y empresarial, la
mayoría no han mostrado un impacto positivo, particularmente en hombres. Aquellos que
muestran impacto son a menudo tan caros que su coste supera sus bene�cios. Y la mayoría
de la gente pobre los rechaza o los abandona. Esto resulta increíble, teniendo en cuenta que
sólo el Banco Mundial ya invierte cerca de mil millones de dólares en programas de formación
profesional de algún tipo. Caben varias explicaciones posibles sobre el bajo rendimiento de
la instrucción. Sin capital, el rendimiento de las habilidades técnicas puede ser bajo. O sim-
plemente puede que sea difícil diseñar programas de formación demandados por la gente y
educar aprendices o becarios que el sector privado esté dispuesto a emplear. Por muy impor-
tante que sea el capital humano para el desarrollo, parece complicado -y claramente costoso-
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llevar a cabo correctamente aquellos programas centrados en la adquisición de habilidades.

Los programas de trabajo para desempleados y otros servicios sociales resultan prometedores

en estados frágiles, pero hay una vergonzosa carencia de pruebas sobre su impacto. Con
todo el dinero que se destina a estos programas, sorprende lo poco que han sido estudia-
dos. Podrían ser la mejor, y quizás la única, opción para crear empleo en situaciones de
inestabilidad. Incluso hay razones para sostener que, en situaciones estables, estos progra-
mas podrían elevar los salarios para todos. Esta ausencia de pruebas podría fácilmente -y
debería- solucionarse.

Sobre la relación entre empleo y crimen y violencia

Los programas de empleo exitosos reducen modestamente la violencia y los crímenes de moti-

vación material. Los investigadores cuentan con relativamente pocos datos sobre poblaciones
en alto riesgo dentro de estados pobres y frágiles, con lo que es difícil sacar conclusiones sól-
idas. Pero las pruebas existentes sugieren que actividades como la delincuencia o el trabajo
mercenario pueden ser ocupaciones como cualquier otra. Algunas personas se contienen a la
hora de incluirlas en sus portfolios y, cuando las alternativas pací�cas pagan mejor, roban
o pelean menos. Mas pocos abandonan las actividades criminales por completo, en parte
porque es óptimo para ellos dejar esas fuentes de ingresos en su portfolio.

Para mejorar la estabilidad social, los programas han de centrarse en los hombres en situa-

ciones de mayor riesgo. La mayor parte de la gente pobre y desempleada ni roba, ni se rebela
ni causa disturbios. Así que utilizar programas de empleo para promover la estabilidad sig-
ni�ca intentar dirigirse a la gente que lo hace (los individuos de �alto riesgo�, generalmente
hombres) o a los que podrían empezar a hacerlo (los �en riesgo�). Una lección de los cuerpos
de seguridad estadounidenses es que los programas más especí�cos son los más rentables.
Pocos programas tratan de hacer esto en países de bajos ingresos.

Aun así, empleo y pobreza podrían no tener mucho que ver con gran cantidad de actos

violentos, desde los disturbios a las sublevaciones o el terrorismo. Muchos grupos violentos
no ofrecen incentivos materiales como motivación. Para este tipo de individuos, el empleo
y la reducción de la pobreza pueden ser herramientas ine�caces, y otros factores como las
injusticias habrían de ser abordados.

Tras los resultados positivos obtenidos por recientes estudios conductuales, parece que los

programas que hacen hincapié en destrezas sociales, emocionales, y otras habilidades �ligeras�

relacionadas con la plani�cación podrían ser poderosas herramientas para la reducción de la

violencia. Actualmente, muchos programas laborales incluyen componentes �psicosociales� y
�habilidades de la vida diaria�. Estos conceptos son generalmente imprecisos, los programas
mismos varían muchísimo entre sí, y no está claro que la mayoría sean efectivos. Pero un
creciente número de pruebas reunidas en Estados Unidos y África sugiere que la terapia
cognitiva centrada en habilidades socio-emocionales especí�cas, autocontrol y plani�cación
puede ser bastante efectiva a la hora de reducir la violencia y la criminalidad. Aún queda
por demostrar si este tipo de aproximación resultaría efectiva entre aquellos criminales con
motivaciones no económicas.
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Implicaciones para legisladores que plani�quen e implementen programas de em-

pleo

Los legisladores que aboguen por los programas de formación profesional han de asumir la

responsabilidad de probar la viabilidad de los mismos. Es perfectamente posible que un mejor
programa de entrenamiento -aquél que acierte a escoger las habilidades precisas, que tenga
mejor conexión con los empleadores, que sea más largo o aporte capital- tenga alta rentabil-
idad en relación con los costes. A medida que los casos de programas de entrenamiento
no rentables se acumulan, tanto contribuyentes como legisladores deberían al menos vac-
ilar antes de enviar más dinero en esta dirección. Si hay una buena razón para pensar que
un nuevo modelo de programa funciona, en este momento, la única respuesta razonable es
someterlo a un riguroso test, preferiblemente antes de aplicarlo a gran escala.

Una aproximación �capitalcéntrica� es probablemente la mejor opción para estimular el au-

toempleo a gran escala. A menudo, su coste no supera unos pocos cientos de dólares por
persona -mucho más barato que la mayoría de las alternativas-, y aporta un capital muy
necesario directamente al individuo, que es probablemente quien tenga una idea más clara
de cómo generar ingresos y gestionar su subsistencia.

Aún es importante explorar hasta qué punto podemos mejorar los programas capitalcéntricos.

Un pequeño número de contribuyentes destina grandes sumas de dinero a estos programas,
con lo que la mejora de los mismo ofrece una alta rentabilidad. Es la hora de realizar
ensayos en varios países, comparando diferentes inyecciones de capital entre sí y sin otros
componentes (como, por ejemplo, la formación) presentes.

Los diseñadores de los programas también deben prestar atención al coste. Demasiados
programas y evaluaciones ignoran el denominador en sus cálculos de rentabilidad. El techo
de coste de los programas debería de�nirse a partir de la proyección más razonable sobre el
aumento de ingresos máximo que cabría esperar con su puesta en práctica.

Hay que recordar que no contamos con un programa que funcione en todas las situaciones.

Incluso habiendo ciertas reglas generales sobre cómo mejorar el autoempleo, cada contexto
es diferente. Las limitaciones que impiden a la gente trabajar, y las motivaciones para el
crimen y la violencia, varían de un lugar a otro. Por lo tanto, es necesario un diagnóstico
rápido y acertado en cada caso.

Creemos que los programas de empleo fracasan porque están basados en suposiciones y diag-

nósticos erróneos. Un mejor conjunto de datos locales es parte de la solución. A menudo,
cierto factor político o cierta teoría predilecta impulsan el diseño del programa, llevando a
la implantación a gran escala de la política incorrecta. Esto es difícil de contrarrestar. Pero
en países desarrollados, los datos administrativos y los paneles de encuestas que se fueron
realizando a grupos de trabajadores a los largo de los años, llegaron a revolucionar la com-
prensión que la gente tenía del mercado laboral y los programas de empleo. Más información
de este tipo sería un enorme bien público para los estados frágiles.

Aun así, creemos que la implementación vale más que los diagnósticos. El análisis de paneles
de datos no proporciona soluciones rápidas. Un proceso de programas piloto a pequeña escala
sí. El coste del programa de formación medio �nanciado por el Banco Mundial es de 100
millones de dólares. ¾Por qué implantar un programa aún no probado en poblaciones de
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decenas de miles de personas, cuando es posible probar varios diseños en grupos de unos
cientos? Institucionalmente, experimentos así son difíciles de llevar a cabo para la mayoría
de los estados y organizaciones de ayuda. Pero seguro que la respuesta está más cerca del
�son necesarias ciertas mejoras y ensayos a pequeña escala� que del status quo, que es nulo
a este respecto.

No deberíamos simplemente llevar los modelos exitosos a gran escala, sino también estudi-

arlos y mejorarlos. Los programas de emprendimiento centrados en el capital han mostrado
gran rentabilidad media y merecen ser implementados a mayor nivel. Pero no sabemos en qué
medida algunos de los componentes más costosos -formación empresarial, orientación, etc.-
aumentan o disminuyen la rentabilidad. Y los elementos que serían más útiles en estados
frágiles -seguros o formas de protección de derechos de propiedad- podrían ser complementos
del dinero en efectivo, pero raramente son evaluados. Respuestas acertadas que funcionen en
muchos contextos podrían aumentar dramáticamente el alcance de los escasos dólares de la
ayuda existente. El momento es perfecto para un ensayo de programas de emprendimiento
capital-céntricos en varios países a la vez, incluyendo pruebas de componentes individuales
del programa. Los mayores contribuyentes deben desarrollar mecanismos institucionales para
ajustar y extender los modelos exitosos. El coste de estos estudios multi-país es una fracción
minúscula de los fondos destinados a estos programas, además de una fracción de los ahorros
esperados.
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Abstract

The world's poor�and programs to raise their incomes�are increasingly concen-

trated in fragile states. We review the evidence on what interventions work, and whether

stimulating employment promotes social stability. Skills training and micro�nance have

shown little impact on poverty or stability, especially relative to program cost. In con-

trast, injections of capital�cash, capital goods, or livestock�seem to stimulate self-

employment and raise long term earning potential, often when partnered with low-cost

complementary interventions. Such capital-centric programs, alongside cash-for-work,

may be the most e�ective tools for putting people to work and boosting incomes in poor

and fragile states. We argue that policymakers should shift the balance of programs

in this direction. If targeted to the highest risk men, we should expect such programs

to reduce crime and other materially-motivated violence modestly. Policymakers, how-

ever, should not expect dramatic e�ects of employment on crime and violence, in part

because some forms of violence do not respond to incomes or employment. Finally, this

review �nds that more investigation is needed in several areas. First, are skills training

and other interventions cost-e�ective complements to capital injections? Second, what

non-employment strategies reduce crime and violence among the highest risk men, and

are they complementary to employment programs? Third, policymakers can reduce the

high failure rate of employment programs by using small-scale pilots before launching

large programs; investing in labor market panel data; and investing in multi-country

studies to test and �ne tune the most promising interventions.
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Executive summary

Chances are, if you ask a President or a Prime Minister to name priorities, �employment� will
come up in the top �ve. Employment is a path to higher and stabler incomes, and possibly
some measure of ful�llment and esteem. Employment might also be a means to social and
political stability. Poor and unemployed young men, it is often said, are more likely to �ght,
riot, steal, rebel, or join extremist groups.

The links from employment to stability are important, if only because a growing portion of
the poor live in unstable places. Currently, about two billion people live in countries that
are �fragile� or have high homicides rates. By 2030, the remaining low-income countries in
the world are expected to be the con�icted and fragile ones.

Unfortunately, these links�from labor market and entrepreneurship interventions to actual
employment, and from employment to stability�are based �rst on faith, second on theory,
and last on evidence. Not surprisingly, most of these faith-based employment programs have
failed to deliver jobs, poverty relief or stability, especially standard interventions such as
skills training and micro�nance.

The last few years, however, have seen a growing number of impact evaluations of labor mar-
ket interventions, entrepreneurship, and other social protection programs. These evaluations
compare program participants to comparison groups, often tracking impacts for years. This
type of counterfactual-based evidence, including a growing number of randomized control
trials, is beginning to show some consistent and surprising results across countries. Where
the evidence is still missing, economic and political theory provide insights. This paper
summarizes this literature and its implications for policy.

On the link from employment programs to actual employment

In low-income countries, poor households typically have a �portfolio of work� rather than a

�job�. Commonly, each member earns income from many sources, from agriculture to casual
labor to petty trade and formal work, in part because it mitigates the risk and seasonality
inherent in any one source, and because it is often not possible to sustain su�cient income
from a single occupation.

In this context, one way to increase work and incomes is to improve portfolios of work

rather than �create jobs�. The question we focus on is how to help poor people raise their
productivity in their current occupations, and how to help them access new occupations that
o�er higher earnings. Traditional job creation is still important since, ultimately, the end of
poverty will come from having lots of small, medium, and large �rms to sustain employment
on a large scale. But this paper is not about the policies or conditions that might bring
about that kind of long term structural change. Rather we focus on programs and policies
that can be immediately implemented, and can show results, in the space of a few years.

The evidence shows that improving poor people's portfolios of work can be done on a large

scale, cost-e�ectively. For the most part, the tools available are a mix of safety net programs,
such as public workfare, and �supply-side� interventions that try to give people and �rms
something they need, such as capital or skills, to raise their incomes.
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Across countries, challenges, and classes of people, the evidence sends a clear message: many

of the poor have high returns to capital. The poor seem to be held back by too little capital
and an absence of cheap credit. When programs give capital to the poor�be it cash, tools
or livestock, to small business owners, unemployed youth or ultrapoor women�we tend to
see similar results: poor people expand the number and size of their businesses, and increase
the pro�tability of work in their portfolio. This is true even in some fragile states, especially
in the aftermath of a political crisis or natural disaster. It's not yet clear if the returns to
capital are high in high-con�ict situations, however.

�Capital-centric� interventions have the most promise, but tend to be the exception rather

than the rule. Start-up grants, cash infusions, in-kind capital transfers, and other so-
called �hand-outs� have an impressive record of increasing poor people's long run earning
potential�the very opposite of the �dependency syndrome� some fear. The impacts may
be especially high after natural disasters and political crises. Currently few of the studied
programs provide capital alone, so some of their success may be due in part to other program
components, from supervision to training. But being what we call capital-centric seems to
be critical to these programs' success.

However important capital might be, the answer is probably not �more micro�nance�. Most
micro�nance is still very expensive for the borrower and has short repayment periods. Be-
cause of this, it is a poor vehicle for investments in farming or business, which require longer
incubation and less costly capital. Thus it should come as little surprise that �eld experi-
ments in several countries �nds almost no e�ect of micro�nance on pro�ts or poverty. Lower
interest rates and more �exible repayment terms could improve matters.

The evidence across countries also sends another message: it is hard to �nd a skills training

program that passes a simple cost-bene�t test. After repeated studies of technical, vocational,
and business skills training programs, most programs do not have positive impacts, especially
on men. Those that do are often so expensive that costs far outweigh bene�ts. And most poor
people turn these programs down or drop out. This is incredible given that the World Bank
alone invests nearly a billion dollars a year in skills training programs of some form. There
are several possible explanations for the poor performance of training. Without capital,
the returns to technical skills could be low. Or it may simply be di�cult to design training
programs people want and and educate trainees that the private sector will employ. However
important human capital might be to development, skills-centric programs seem di�cult to
get right, clearly at great cost.

Workfare and other social safety net programs have promise in fragile states, but there is

shamefully little evidence on their impacts. For all the money that is spent on these programs,
it is shocking how little they have been studied. These could be the best (perhaps only)
option for creating work in unstable situations. In stable situations, there is also evidence
they might raise wages for all. This gap in the evidence could easily be �lled, and must.

On the link from employment to crime and violence

Successful employment programs modestly reduce materially-motivated crime and violence.

Researchers have relatively little data on high-risk populations in poor and fragile states so
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it is hard to draw strong conclusions. But what evidence exists suggests that activities like
crime or mercenary work can be occupations like any other. Some people hold them in their
portfolios, and when peaceful alternatives pay better, they steal or �ght less. But few exit
criminal activities altogether, in part because it's optimal for them to keep those income
streams in their portfolio.

To improve social stability, employment programs should target the riskiest men. Most poor
and unemployed people do not steal, riot, or rebel. So using employment programs to
promote stability means trying to target the people that do (the �high-risk� people, usually
men) or the people who might start (the �at-risk�). One lesson from U.S. law enforcement
is that highly targeted programs are cost-e�ective. Few programs in low-income countries
attempt to do this.

Even so, jobs and poverty might not matter that much for an awful lot of violence, from

rioting to rebellion to terrorism. Many violent groups do not use material incentives to
motivate people. For such individuals employment and poverty alleviation may be ine�ective
and other factors, such as injustices, may need to be addressed.

Programs that emphasize social, emotional, and planning-related �soft� skills may be power-

ful violence-reduction tool as recent behavioral programs have shown positive results. Many
employment programs now include �psychosocial� and �life skills� components. These con-
cepts are usually ill-de�ned, the actual programs vary a great deal, and it is unclear if most
are e�ective. But a growing body of evidence from the United States and Africa suggests
that cognitive behavioral therapy focused on speci�c socio-emotional skills, self-control, and
planning could be quite e�ective at reducing crime and violence. It remains to be tested
whether this type of approach could also be e�ective among non-economically motivated
perpetrators of violence and con�ict.

Implications for policymakers who plan and implement employment programs

Policymakers who advocate skills training programs should bear the burden of proof that these

programs will work. It is entirely possible that a better training program�one that gets the
skills or the links to employers right, is longer, or provides capital�has high returns relative
to cost. As the evidence of cost-ine�ective training programs stacks up, however, donors and
policymakers should at least hesitate before sending more money in this direction. If there
is a good reason to think a new program model works, then at this point the only reasonable
answer is to subject it to a rigorous test, preferably before taking it to scale.

A �capital-centric� approach is probably the best candidate for stimulating large-scale self-

employment. Often they cost no more than a few hundred dollars per person�far cheaper
than many of the alternatives, and deliver much needed capital directly to individuals, who
may have the best knowledge about how to develop their livelihoods and generate income.

It is still important to explore whether we can do capital-centric programs better. A small
number of donors pour large sums into such programs so the returns to improving these
programs are high. It is time for multi-country trials that compare di�erent capital injections
to one another with and without other components (such as training).
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Program designers also need to keep their eye on cost. Too many programs and evaluations
ignore the denominator in cost-e�ectiveness calculations. The ceiling on program costs should
be de�ned by the highest reasonable earnings increases a program can be expected to deliver.

Keep in mind, there is no o�-the-shelf program that will work in all contexts. Even if there are
a few rules of thumb on how to improve self-employment, every context will be di�erent. The
constraints holding people back from employment, and the incentives for crime or violence,
vary from place to place. Thus rapid, accurate diagnosis in each context is key.

We believe employment programs fail because they are based on faulty assumptions and di-

agnosis. Better local data is part of the solution. Often, some political factor or pet theory
drives the program design, and the wrong policy gets taken to a large scale. This is hard
to counteract. But in developed countries, people's understanding of labor markets and em-
ployment programs was revolutionized by administrative data and panel surveys that follow
cohorts of workers over time. More such data in fragile states would be a huge public good.

Even so, we believe that implementation trumps diagnostics. Panel data analysis will not
provide speedy answers. A process of small-scale pilots can. The average World Bank-
�nanced training program cost $100 million. Why would anyone scale an unproven program
to tens of thousands of people, when they could �rst test several designs with hundreds?
Institutionally, such experimentation is hard for many states and aid organizations to do.
But the answer is surely �some small-scale trial and improvement should be done� rather
than the status quo, which is almost zero.

We should not only scale but also study and improve successful models. Capital-centric
entrepreneurship programs have shown high returns on average, and deserve to be scaled.
But we have little sense whether some of the costlier components�business skills training,
mentorship, and so forth�are pushing cost-e�ectiveness up or down. And the components
that might be most useful in fragile states�insurance or forms of property rights protection�
could be complements to cash but are seldom tested. Right answers that hold across many
contexts could dramatically increase how far scarce aid dollars go. It is a perfect moment for a
multi-country trial of capital-centric entrepreneurship programs, including tests of individual
program components. More generally, large donors need to develop institutional mechanisms
for �ne-tuning and scaling successful models. The cost of these multi-country studies is a
minuscule fraction of the funds spent on these programs, not to mention a fraction of the
likely savings.
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1 Employment programs: Aims and principles of design

Employment is an end in itself, providing people with a sense of self worth and identity,
among other things.1 Most importantly, however, work provides people with income, the
higher and stabler the better. Whether through self-employment or wage-earning jobs, poli-
cies that promote larger and more predictable incomes are a direct way to improve the
welfare of the poor. This paper reviews the evidence on some of the most common policies
for doing so: labor market, entrepreneurship, and other social protection programs.

We focus on labor market and entrepreneurship interventions in fragile states and high risk
populations. This is partly because of the widespread belief that jobs and incomes will reduce
the risk that people �ght, riot, or rebel. It is also because more and more of the world's
poor live in violent places. In 2014, for instance, about 1.2 billion people lived in countries
that were �fragile�, while about 800 million people lived in developing countries with high
homicides rates.2

Fragile states are also, increasingly, the destination of most foreign aid. If we take the top
�fteen recipients of aid from the World Bank, United States, and United Kingdom, seven
have been in con�ict for at least 15 of the last 25 years. These 15 countries include four of
the top �ve (and �ve of the top ten) most unstable nations in the world.3 Moreover, since
the economies of the more stable poor countries tend to be growing, by 2030 more and more
of the world's poor will be concentrated in fragile and violent states.4

1.1 Employment versus jobs

To begin, it is useful to de�ne our aim: higher, more stable incomes for the poorest people.
For the most part, this will come from more hours of work that deliver at least as high a
wage as the current work. This does not, however, necessarily mean �job creation�.5

In low-income countries, unemployment is seldom the main problem. Few adults in develop-
ing countries are unemployed in the sense of having zero hours of work.6 It is more accurate
to call them �underemployed�, in that people would like to work more hours for the same
(or higher) wage they earn at their current activities.7 Due to some set of constraints, the
returns to more labor in their existing activities tend to be low or even zero.

Poor people also tend to engage in a range of income-generating activities, simultaneously
or over time. These portfolios of work are the best response to a bad situation. When

1e.g. World Bank (2012)
2World Bank (2015a)
3See Berman et al. (2015) for these �gures.
4Burt et al. (2014)
5Some, like the World Bank in their 2013 World Development Report, de�ne any income source, formal

or informal, as a �job�. For the most part, however, people tend to think of a job as a stable, full-time, wage
or salaried position with an employer. So we use the terms �work� or �employment�.

6While people from middle class families might be able to sustain periods of unemployment while searching
for a job, most people simply must earn a basic income to survive.

7For an overview of labor markets in developing countries, see Behrman (1999).

1



income from any activity is risky, having streams from many activities is optimal, for the
same reasons that workers in developed countries hold diversi�ed investment portfolios.8

In the end, people are poor when the price of their labor (and the other assets they hold,
such as land) is very low. As the economist Francis Teal has written, this �requires us to
understand why these incomes are so low and then design policies that raise the incomes of
those whose main asset is their labour.�9

1.2 Supply- and demand-side programs

At the risk of oversimpli�cation, we see two types of labor market and entrepreneurship
programs: supply-side and demand-side.10

Supply-side programs provide some key input or service, such as capital or skills training, to
individuals or very small enterprises. Demand-side programs try to increase labor demand
for unskilled workers. They include public workfare programs that create short term work
through infrastructure and other projects. Each program has a di�erent logic, and will work
better in di�erent circumstances or for di�erent types of people.

These categories, however, ignore job creation through more general private sector development�
policies which encourage the growth of small, medium, and large �rms.11 Creating jobs in
the sense of new positions in �rms is extremely important. But besides being outside our
expertise, such private sector development uses a di�erent set of tools and analysis, and the
counterfactual-based evidence is also more limited.12 Hence we leave general private sector
development aside.

In some ways, this seems to be at odds with what the average government wants, which
are employment programs that create new jobs. Governments seldom demand programs
that improve poor people's portfolios of work on the margin. While less glamorous and
more di�cult to quantify, one of the main messages of this paper is that improving people's
portfolios of work can deliver faster results, for more people, cost-e�ectively.

8Banerjee and Du�o (2007, 2008) provide a more detailed picture of the lives of the poor. Also, portfolios
can be a response to limited land or capital. While the poor can pour their time into farming or a business,
the returns to this labor fall quickly if the land or capital is small. As these returns fall, other activities,
such as casual labor, may pay better (when it's available).

9See Teal (2014, p.3).
10See Ralston (2014) for an analysis of the major types of interventions funded by the World Bank.
11These include macroeconomic strategies such as reforming the competitive environment, changing regu-

lation processes or improving the banking sector. More micro-level intervention focus on access to credit to
small and medium-size enterprises, or developing production in connected industries (e.g. the development
of milk products from the livestock industry) through what is called value-chain development. Filmer et al.
(2014) discuss how these forces and policies may a�ect employment prospects for youth in Africa.

12See Grimm and Pa�hausen (2015) for a review of evaluations of programs to grow micro, small, and
medium enterprises. In general their �ndings for small and medium enterprises mirror what we �nd for the
unemployed and microenterpreneurs below: that training and micro�nance have little e�ect on employment
or performance, and that employment is generally di�cult to stimulate in existing �rms. But business
development services and wage subsidies show promise, as do capital injections (which have not been studied
extensively). In general studies have had samples that are too small and horizons that are too short to
properly evaluate these interventions, however.

2



1.2.1 Is salaried work preferred to self-employment?

A counter-argument is that most people do not want a portfolio of work in farming or petty
business. People do not want to be entrepreneurs, because the work is risky, unpleasant, low
status, or otherwise undesirable. What people want, the claim goes, are �real jobs�. We are
not sure this is true.

To take an example from Ethiopia, one recent study worked with a group of nearly 1000
unemployed and underemployed applicants to low-skill jobs in �ve di�erent industrial �rms,
such as textile plants or commercial farms.13 The researchers used a lottery to allocate
the jobs, and also randomly o�ered cash and basic business training to about half of the
unsuccessful job applicants. To the researchers' surprise, most people quit the permanent
industrial jobs within a few weeks, �nding the jobs unpleasant and risky. A year later the
people o�ered jobs were no better o� economically compared to the control group, but their
health was worse. The cash and training group, meanwhile, started businesses, saw their
earnings increase by a third, and were happier.

While any one of these job applicants might have been happier with a well-paid, white collar
job, these were not an option for most people (and they are hard to create). Opportunities
will vary from country to country, but the point is that policymakers and academics may
underestimate the attractions of self-employment. Most of the people in the Ethiopian
experiment were dissatis�ed with their enterprise, but in the long run a majority aspired
to better enterprises for themselves rather than better jobs. More data is needed, but it is
possible that the Ethiopian experience is not uncommon.

Ultimately, high-quality, permanent, salaried work is an essential part of development. But
in the meantime we think policymakers and academics should be more cautious in asserting
the primacy of regular over portfolios of work.

1.3 When supply and demand-side strategies work and why

1.3.1 Supply-side strategies

The fundamental (and too often unstated) assumption behind supply-side interventions is
that the �rm or individual has a high return to the inputs provided by the program, but for
various reasons�a market failure, or some other constraint�cannot normally access these
inputs.

To make things concrete, take two common interventions with individuals or small �rms.
These could be a smallholder farmer, an underemployed casual laborer, or someone with a
small kiosk or trading enterprise.

1. Physical capital injections. These interventions come in many forms: cash transfers,
in-kind capital (such as livestock or tools), or subsidized credit.

13Blattman and Dercon (2015)
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For a program that gives any of these to raise employment, one thing must be true:
the �rms or entrepreneurs must be operating below their optimal size because they
have too little access to capital. That is to say, the enterprises could be bigger, or the
entrepreneurs could add a new microenterprise to their portfolio, and thus increase
their average earnings or pro�tability. This implies that their binding constraint is too
little capital, and so new capital injections will be invested.

Note that, if access to credit is not the binding constraint, then the injection will not
be invested and the returns will not be high. This could happen for several reasons.
Perhaps recipients are not very good entrepreneurs and, even if their credit access
is poor, they don't have the ability to grow. Perhaps they are held back by some
other constraint, such as insecure property rights, an uncertain policy environment, or
extreme exposure to risk. In these cases, cash will optimally be consumed or saved;
in-kind capital will be divested; and credit access will be ignored.14

2. Providing human capital. Another example is programs that transfer skills and knowl-
edge. These programs do not need to assume the business is operating below its e�cient
scale. Given the knowledge and skills they have, the business might be the right size.

Rather, these programs assume that the returns to skills are high�that the optimal
size of the business could be greater if the entrepreneur had more. These could be
technical skills, managerial skills, or even �character� skills such as one's work ethic or
social and emotional skills. Such skills-building programs presume that that business
is not also held back by some other constraint, such as an absence of credit and capital,
or high costs of searching and matching with �rms.

Importantly, these skills programs also assume there is a market for these skills, and
that public programs are good at delivering the skills that the market needs.

These programs are immensely common. Take skills training alone. From 2002 to 2012, the
World Bank Group and its client governments invested nearly $9 billion in 93 skills training
projects�nearly $1 billion per year, and $100 million per project.15

Many other types of programs supply inputs and relieve constraints: land in land-scarce
economies; property titling and other security measures where rights are insecure; and in-
surance in risky occupations (such as farming). Many programs also provide supervision
or various types of commitment devices to counter a perceived lack of self-discipline and
control.

The success of all of these supply-side interventions depends on getting the diagnosis right:
that these market failures or constraints actually exist, are binding, and that relieving them
is enough to increase some employment.

If you think about it, this is a rather tall order. How often is it that people are held back
by just one constraint? For example, in one experiment, small farms in Ghana grew when

14Blattman et al. (2014) outlined a simple model of such investment and occupational choice for unem-
ployed people. Fafchamps et al. (2014) have put together a similar model for growing existing microenter-
prises. And Udry (2014) has outlined something similar for small farmers. Banerjee and Du�o (2011) also
provide an overview of the theory and evidence.

15Twose (2015)
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they received both rainfall insurance and a cash transfer, but not when they received the
cash transfer alone (which relieved the credit constraint on investment but not the problem
of extreme risk).16 This is one reason why many programs often provide many di�erent
inputs�to relieve many possible constraints, shotgun style.

Even though getting assumptions right is quite crucial to success, many programs are not
explicit about their assumptions. Where they are, evidence to back them up often is not
available. Thus programs are often solutions to poorly diagnosed problems. The shotgun
approach can help, but may lead to ine�cient program components that are costly to deliver.

A �nal question is the general equilibrium impacts of these supply-side interventions. If
people start up new businesses, do they simply crowd out previous business owners, or do
the demand e�ects outweigh any increase in the number of suppliers? Where the number of
bene�ciaries is small relative to the size of the economy, this is not a major concern. But it
is relevant for considering programs at scale. Which way do spillovers run?

1.3.2 Workfare as demand-side stimulus (with possible supply-side spillovers)

Sometimes called simply �cash-for-work� programs, workfare programs are rooted in the idea
that the poorest in many countries have low returns to labor and are underemployed in the
sense that they would be willing to work more hours at even a low wage.17

Some programs o�er a permanent safety net, by o�ering a guaranteed amount of employment
every year. These are more common in middle-income countries. Other workfare programs
are one-o� a�airs. Such temporary programs are common in post-con�ict or post-disaster
situations, to inject cash into an economy and provide some of the poorest a basic income.

The most direct e�ect of all workfare programs is fairly simple: they increase the total
earnings of the poorest, increasing current consumption and possibly savings as well. We
expect the additional earnings to be mostly consumed when people are in temporary em-
ployment slumps or are su�ering from other shocks, or when workfare opportunities are
continuous rather than one-time deals. This is why these programs are often deemed �safety
net� programs rather than employment programs.

But the e�ects might not be limited to safety nets. First, to the extent that households
increase their spending, workfare earnings could have an important multiplier e�ect on local
economies. �Reigniting the economy� is one rationale for many post-crisis programs.

Second, large-scale workfare programs could raise unskilled wages. If the government o�ers
enough employment to a�ect the total demand for labor in the economy, the price of labor
will tend to rise.18

16Karlan et al. (2012)
17In developed countries, the motivation for workfare programs is often di�erent. The problem is typi-

cally articulated as unemployment rather than underemployment, and the causes articulated are di�erent.
For instance, unemployment could arise from regulatory forces (such as minimum wages), the bargaining
environment (i.e. unions), �rm incentives (e.g. e�ciency wages), or search and matching frictions.

18There are winners and losers, however, as an increase in the wage would hurt employers. In highly
unequal situations, governments might �nd this an acceptable trade-o�.
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These demand-side e�ects are the main aim of workfare programs. However, the in�ux
of cash could also relieve some of the supply-side constraints we noted. In the case of a
one-o� workfare program, credit-constrained participants could use the cash to invest in
physical capital, such as livestock or a microenterprise, or human capital, whether this is
skills training, health, or education for the worker or his family.

A permanent guaranteed employment scheme could also stimulate investment by providing a
form of insurance. Most people are risk averse, especially when they are in extreme poverty,
and they will avoid high return investments if they raise even a small risk of a very bad
future outcome. Guaranteeing a minimum amount of work every year could mitigate the
downside risk and encourage more investment and self-employment.19

1.4 How the context is crucial

A country's general economic and political conditions�the quality of infrastructure, access to
foreign markets, policy stability, rule of law, the investment climate, and so forth�drive the
returns to every factor of production (including labor) at every level, from the largest factory
to the smallest farmer. Any intervention, supply- or demand-side, needs to be understood
in its context to predict the e�ects.

Context is particularly important in the case of fragility. At the risk of further oversimpli�-
cation, we outline two types of fragile and con�ict-a�ected states.

1. Ongoing uncertainty and instability. Examples include ongoing con�icts,
countries with a high risk of coups or other political instability, or places with un-
stable policy environments (from an unconstrained autocrat, for example). In such
environments, the rule of law may be highly uncertain, and the risk of collateral dam-
age during con�ict reduces the value of investments made today.

In these cases, incentives to invest cash or other capital are too low and too risky for
most individuals and �rms, except the few people who have power or stability. The
best use of capital may be to consume it or to invest it in forms that are di�cult to
steal: half-built houses; paying for yourself or a family member to migrate to a more
stable country (and send back money); going back to school (if they still operate); or
hiding it.

While the returns to physical capital decline, the returns to human capital investments
may not fall as much and the opportunity cost of time may decrease, changing people's
patterns of investment. Acquiring job skills, keeping adolescents in secondary school,
or fostering character skills could create a stock of human capital that helps people
recover after war. However, these returns will only be realized when the environment

19In principle, a workfare program could also impart experience and improve future employability. While
di�cult to imagine for highly unskilled labor, such as road work, some work could impart hard or soft skills,
thus making the worker more attractive hires by future construction �rms, or potentially increasing the
private returns to self-employment. Another additional complementary outcome could follow if workfare
in�uences the willingness to seek out legitimate employment or changes a person's work ethic. Given the
nature of many public works programs, this kind of skills gain seems unlikely, but cannot be ignored.
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stabilizes and people and �rms are not held back by the lack of other crucial inputs,
such as capital.

In these scenarios, programs that improve the rule of law, property rights, political
stability will have the greatest e�ect on employment�including programs that help
people resettle to stable places.

Programs that supply physical or human capital, however, are unlikely to produce
employment or raise incomes, because the risk-adjusted expected returns are so low.
Workfare programs or other social protection programs can help people maintain some
minimum standard of living and (as we discuss below) could change incentives for
violence. Thus workfare programs may be the best performing labor market and social
protection programs simply because all the other alternatives work poorly.

Note, however, that while political instability may lower returns to capital in general,
there may be pockets of high returns. people in more secure enclaves or regions, or
people with the power to protet their property rights, may have exceptionally high
returns to capital since it is so scarce in the economy. This is probably only true
on the margin for smaller groups of people. Nonetheless, it could be that targeted
programs (e.g. at high risk men, to deter them from joining an armed movement)
could be quite successful. We simply do not know.

2. Recently resolved uncertainty and stability. An example is a war or tense
political situation recently resolved or a natural disaster that has taken its course. In
these cases, the economy and most people are below their optimal level of human and
physical capital, and high savings and investments will rapidly expand the economy.20

Supply-side interventions can serve at least two purposes in such cases. One is to
increase the speed of recovery, helping people rebuild stocks of human and physical
capital. Another is to increase the participation of particular groups in the growth.
This could be the very poorest, women, or particularly high-risk men. Sometimes
targeting and more equal growth is an end in itself. Other times there are positive
spillovers, for instance if targeting high-risk men reduces crime or the likelihood of a
return to war. If faster recovery pays a �peace dividend�, in that it gives elites and
high-risk people a stake in continued security, then interventions could have enormous
impact.

A nice contrast of these two cases comes from research looking at how national output (GDP)
responded to political crises in 190 countries.21 They looked at the response to an outbreak
of civil war, a sudden deterioration in the constraints on executive power, or both happening
at once (a twin crisis). Output fell by about 5 or 6 percentage points for either crisis alone,
but tended to rebound from war (presumably because the con�ict ends). Not so with the
deterioration in executive constraints, where the shock tended to be persistent. The e�ect
on output was greatest and sustained�a fall of 16 percentage points overall, and 20 in the
poorest countries�under twin crises.

20Blattman and Miguel (2010) discuss this in the context of a simple neoclassical growth framework.
21Cerra and Saxena (2008)
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This simple exercise illustrates a few points that are supported by the broader literature
on civil wars and political institutions.22 One is that, in general, oppressive and insecure
environments are not going to o�er high or stable returns to any factor of production.23

Another is that the resolution of civil war is often followed by rapid recovery, but this
rebound depends on the quality of post-war institutions and political stability. This follows
the standard neoclassical models of economic growth that predict higher investment following
negative shocks to capital stock as long as there are no changes to institutions or technology.
Any political or economic uncertainty following war is likely to decrease expected returns,
increase relative risk, and possibly shorten investment horizons, thus reducing investment
and raising the cost of capital.

Likewise, any interventions that lower the cost of investment, lower risk, or have positive
externalities for �rm growth are likely to increase employment prospects. This encompasses
almost any general improvement in the economic or political climate: reduced corruption,
better functioning systems of credit, public infrastructure, reliable power sources. Fragile
and con�ict a�ected states may be particularly poor at these, limiting the returns to human
and physical capital in equilibrium.

2 The evidence: What interventions work?

Having covered the theory we turn to the small but growing body of evidence. One short-
coming is that there have been few rigorous, counterfactual-based evaluations of programs in
fragile or con�ict-a�ected states. There are a large number of studies in other low-, middle-,
and high-income countries, however, that may be relevant. With some caution we compare
the lessons from this broader literature to the scattered evidence in fragile states. The goal is
to inform policy and program design while also highlighting to researchers the most pressing
knowledge gaps.

2.1 Skills training programs

�Training� is probably one of the most ubiquitous employment interventions. What is strik-
ing, however, is that there are very few examples of evaluated programs that have had
positive e�ects, at least on men. It is even more di�cult to �nd any that pass a cost-bene�t
test, for men or women.

Overall, the returns to the more conventional human capital investments alone seem to be
low relative to their usual cost. This seems to be more true for technical, vocational, and
business skills than soft skills, where the evidence is promising but nascent.

22See Blattman and Miguel (2010) for a review relating to civil wars.
23e.g. Jackson and Rosberg (1982); Sawyer (1992); Besley and Kudamatsu (2008); Easterly (2011).
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2.1.1 Business skills training

Short courses in business skills are extremely common interventions. For instance, at least
4.5 million people in 100 countries have taken part in the ILO's Start & Improve Your
Business (SIYB) programme alone.24

Unfortunately there is little evidence these programs have any e�ect where they matter most:
on sales or pro�ts. For example, there have been program evaluations in more than a dozen
countries, ranging from Bosnia to Pakistan to Peru to Vietnam and Uganda. In general,
most programs had little impact on business pro�ts or poverty after about a year.25

This is not to say that business practices do not matter. Surveys of microenterprises in
six low- and middle-income countries and showed that better business practices were highly
correlated with sales, pro�ts and productivity.26 But to the extent that business skills have
high returns in very small �rms, most training programs weren't very good at getting people
to change these practices.

One caveat is that many evaluations have been too short-term and too low-powered to detect
e�ects. It is possible that larger studies would show positive e�ects of business training
(though perhaps not large or cost-e�ective e�ects).

2.1.2 Technical and vocational training

Technical and vocational education and training (TVET) are also commonplace interven-
tions. There have been randomized evaluations of various TVET programs that combine
internships with �rms after the training. They tend to target young adults in lower socioe-
conomic groups. Overall, a set of recent randomized trials report some positive results for
women, but seldom for men.27 Even where e�ects are positive, however, few programs pass
a cost-bene�t test. For instance:

• In Turkey, government training programs targeted at a quarter million unemployed
people (not just disadvantaged youth) had a very small positive e�ect on employment
(2%) and earnings (6.5%) after three years, but these e�ects were not statistically
signi�cant. Even the best run programs on the highest potential groups struggled to
pass a cost-bene�t test.28

• In the Dominican Republic, the Juventud y Empleo program had little impact on
employment levels, although there is evidence of a modest impact (10%) on wages.29

24van Lieshout et al. (2012)
25See McKenzie and Woodru� (2012); Cho and Honorati (2014). Note that the number of business start-

ups and employment hours sometimes increased, but incomes did not.
26McKenzie and Woodru� (2015)
27Two women-only programs �nd modest e�ects. In Uganda, girls' self-employment rose but not earnings

(Bandiera et al., 2012). In India there were modest impacts on women's work and earnings (Maitra and
Mani, 2012).

28Hirshleifer et al. (2014)
29Card et al. (2007)
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• In Malawi, an apprenticeship program found fairly high dropout rates and no positive
e�ects on employment or wages after just four months, but some indication that men
were less likely to drop out and more likely to continue human capital investments.30

• One of the more e�ective examples comes from Liberia, where the Adolescent Girls

Initiative provided six months of job and business skills training followed by six months
of active placement support and supervision.31 Six months after the classroom based
portion (and immediately following the supervision), women's earnings were about $8
per week greater than the control group (and higher still among women trained for
self-employment rather than job skills). Conservatively, however, the program cost
$1200 to $1650 per woman. If the program e�ects stayed steady for at least 3�4 years,
it would only then pass a cost-bene�t test.

• Finally, in Colombia, the Jóvenes en Acción program provided classroom and on-
the-job training to thousands of unemployed urban youth. A randomized evaluation
showed that, ten years later, trainees were signi�cantly more likely to be employed in
the formal sector and had higher formal earnings, especially women who participated.32

Without data on the earnings of those outside the formal sector, however, it's hard to
say whether the program impacted total income. Sensitivity analysis suggests it may
have for women, but is most uncertain for men.

The general �ndings�high dropout, modest or ambiguous e�ects on participants' labor
market outcomes, especially for the young and disadvantaged�is broadly consistent with the
results from evaluations in many developed countries.33 So is the high program cost, which
often ranges from $1000 to $2000 per person in developing country programs (potentially
excluding many �xed and administrative costs).

The fact that so many people decline opportunities to participate in these programs, or drop
out after starting, is especially concerning. An interesting example comes from Pakistan's
Skills for Employability program. Even among poor households who expressed interest in
vocational skills, more than 95% did not enroll when given a voucher. In a later phase, the
government increased daily stipends, moved the training centers to the village, and actively
mobilized the population. Still enrollment did not cross 25%. Dropout rates and impacts
from the randomized trial are not yet available, including the cost-e�ectiveness of the great
measures to get people into classrooms.34

Why aren't these programs delivering greater impact, even when people do demand them? It
is not clear if the problem is with the approach to training and the targeting of disadvantaged
youth, or if assumptions underlying the programs�that low skills and skills mismatches
are impeding development in some countries�are themselves wrong. In general, training
programs may be di�cult to get right.

30Cho et al. (2013)
31See Adoho et al. (2014). Training also included some soft skills, such as problem-solving, work ethic,

communication, etc.
32Attanasio et al. (2011, 2015)
33Heckman et al. (1999); Kluve (2010)
34Cheema et al. (2012, 2015)
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Another view is quite simple: the returns to the kinds of human capital training programs
provide are not that high.

A more hopeful view is that business and vocational training programs would have higher
returns if combined with capital injections. A recent meta-analysis of 37 entrepreneurship
program evaluations suggests this may be the case, but the research is insu�cient and the
evaluation horizons are usually too short to say for sure.35 Even if true, we worry that most
existing training models too costly to pass a cost-bene�t test.

Nonetheless, cost-e�ective training programs could be a huge boon in fragile and con�icted
states. In especially unstable situations, the risk-adjusted returns to physical capital could
be quite low. And, if people are not working, the opportunity cost of their time could also be
low. This presents an opportunity to invest in human capital that will speed recovery after
the war. The question then is whether such training programs are better social investments
than workfare programs, which we discuss below.

Moreover, training programs have positive indirect e�ects in the sense that a trainer is often
paid as a consequence of the project, and this could have material e�ects on her well-being
and also the development of the training sector. Other indirect outcomes could be additional
dynamism in key sectors of the economy, as a result of there being greater supplies of skilled
workers for �rms.36 These are important questions to research.

2.1.3 Investments in soft skills

Finally, other programs look at non-technical skills. These are sometimes generically called
�life skills�, and include lessons on a range of topics, from job search to self-presentation
to health. A more speci�c set of programs focus on so-called �noncognitive� or �character�
skills. These programs have been targeted at at-risk and high-risk adolescents and young
adult men, and try to help them become more self-controlled, improve their relationships,
avoid resorting to violence, and so forth. They commonly use a cognitive behavioral therapy
approach.37

Overall, these programs have been successful at deterring crime, violence and other �anti-
social behaviors�, as we discuss below. There's no evidence, as yet, that these programs
a�ect employment outcomes, even when combined with technical and life skills training.

• In Liberia, for instance, the STYL program (for Sustainable Transformational of Youth
in Liberia) recruited high-risk urban men, such as those engaged in petty crime and
drug dealing, and o�ered them an 8-week course of group cognitive behavior therapy
(CBT). The therapy focused on developing skills of self control, such as the tendency to
be planful, responsible, and resistant to temptation. The therapy also tried to foster a

35See Cho and Honorati (2014).
36Pi�aretti (2015)
37CBT is a therapeutic approach used to treat a wide range of harmful beliefs and behaviors, including

depression, anger, and impulsivity. First, it tries to make people aware of and challenge harmful automatic
patterns of thinking or behavior. Second, it tries to disrupt these patterns of thinking and to foster better
ones by having people practice new skills and behaviors.
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nonviolent, noncriminal self image and set of values. Half the men received a $200 cash
transfer in a second treatment arm. A year later, a randomized evaluation showed that
the therapy increased self control and noncriminal values and led to large, sustained
falls in crime and violence. The impacts were greatest when followed by cash, likely
because it reinforced behavioral changes via prolonged practice. But there were no
employment or earnings e�ects of these improved self-control skills and identity.38

• This focus on character skills is common in US programs for at-risk youth as well as
o�enders. Some Western correctional institute programs target similar noncognitive
skills, and a CBT approach is beginning to be accepted as best practice.39

• Indeed, results similar to Liberia can be seen in three recent randomized control trials
among at-risk Chicago adolescents. A study of three programs in Chicago showed
that a year-long CBT program helped at-risk inner city adolescents reduce automatic
behaviors (such as violent retaliations to a slight) by learning to override �fast� decision-
making with conscious, �slow� re�ection.40 As in Liberia, the program decreases anti-
social behaviors but there are no employment e�ects, and the e�ects of therapy alone
on antisocial behavior diminish within a year.

• Two of the largest program evaluations in the US are of the Job Corps and ChalleNGe
programs, residential programs for at-risk youth that provide some social and character
skills, but mainly focus on remedial training and employment.41 They also provide
some social skills and attempts to counsel or build character skills. They have short
term e�ects on crime and earnings that dissipate with time, perhaps because incentives
for change were temporary and removed them from their regular environment. For this
reason, non-residential programs are typically considered best practice.

Much more testing and research remains to be done to see if CBT-style character and identity
building programs can be generalized to other developing countries or groups of high-risk
men. CBT-based approaches may be most e�ective against disorganized, impulsive crime
and violence rather than organized crime. We see little evidence it is an e�ective tool for
employment generation, however.

2.2 Physical capital and �nancial markets

2.2.1 Capital injections

Whereas training programs typically try to help people gain employment in existing �rms,
a host of more capital-centric programs try to stimulate self-employment by relieving credit

38Blattman et al. (2015)
39See Lipsey and Cullen (2007) for a review. Most of the evidence is on children and adolescents, as outlined

by Heckman and Kautz (2013); Hill et al. (2011). Andrews et al. (1990) do a meta-analysis of interventions
in correctional institutes and �nd broad support for behavioral approaches on reducing criminal recidivism,
though most of these are small sample, observational studies.

40Heller et al. (2015)
41See Schochet et al. (2008); Millenky et al. (2012)
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constraints, sometimes in combination with business plan competitions, short business or
skills training, supervision and mentoring, or other services. For this reason we label them
�capital-centric� programs.

In contrast to skills training programs, such capital-centric programs are relatively rare�so
rare, in fact, that none appeared in a recent text analysis of all employment interventions
in the World Bank.42 Yet the evidence from more and more program evaluations is that
capital-centric programs can stimulate self-employment cost-e�ectively. There is a large and
growing set of monitoring and evaluation reports and informal evaluations that make this
argument. Just to focus on the rigorous evaluations, however:

• One of the world's more common ultrapoor interventions, sometimes called Targeting

the Ultra Poor (or TUP), provides livestock to the poorest households in a village
along with a package of other services: basic training on livestock care, health and
related training, short-term income support, and other services. Randomized trials in
seven countries show that the program leads to substantial shifts from casual labor to
farm self-employment, and 10 to 40% increases in household consumption or earnings
compared to control groups, lasting at least two to four years.43

• In northern Uganda, a program called WINGS, targeted 15 ultrapoor households in
small villages in the most war-a�ected districts, shortly after people returned from
forced displacement. Most were women, and a nonpro�t organization o�ered them
�ve days of business skills training, $150 cash grant, encouragement to become petty
traders, and follow-up visits over the next few months. A randomized evaluation
showed that the ultrapoor started small trading enterprises, nearly doubled their earn-
ings, and household consumption increased by about a third�about $39 a month in
purchasing power parity (PPP) terms .44

• Under another program in northern Uganda, the Youth Opportunities Program or
YOP, the government invited men and women aged 18 to 35 to form groups of about
20 and prepare proposals to get vocational training and start individual enterprises.
The groups received grants of nearly $8000 (nearly $400 per person). Four years later,
a randomized evaluation in some of the moderately war-a�ected districts showed that
among members of the groups that received grants hours of work were up 20% and
their earnings were about 40% greater.45

• Business plan competitions in non-con�icted African states show striking returns. A
competition for $1000 prizes resulted in an increase in average monthly pro�ts of $150,
an 80% annual return on investment.46 A number of other studies have looked at

42See Ralston (2014).
43See Banerjee et al. (2015) and Bandiera et al. (2013).
44See Blattman et al. (2015). Market exchange rates do not re�ect the fact that a dollar goes further in a

developing country, and so they would understate the impact. A PPP exchange rate adjusts for this added
purchasing power. In Uganda, for example, estimates suggest a dollar goes 2.5 times further than what the
o�cial exchange rate implies. We will try to use PPP impacts throughout this paper.

45Blattman et al. (2014)
46Fafchamps and Quinn (2015)
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cash and in-kind capital transfers to existing business owners, especially in Sri Lanka
and Ghana.47 Male business owners have relatively high returns to cash and in-kind
transfers alike, increasing business size and pro�tability. Others �nd high returns to
capital in agricultural enterprises as well.48 The evidence is more mixed for women.

Despite the growing number of studies, there are almost none comparing capital transfers
with and without training.49 Even so, programs where both capital and skills were provided
suggests they can be complements.

• In the YOP program in northern Uganda, discussed above, the $400 per person was
invested partly in skills (about 15%) and the rest was devoted to start-up capital.

• An example with high risk men comes from program for ex-combatants and high-risk
men occupying rural resource enclaves and other �hotspots� in rural Liberia. The
program was developed by Action on Armed Violence (AoAV) and provided 3 to 4
months residential agricultural training plus about $125 in startup tools and materials.
Most of the men were interested in farming and had access to land (indeed most were
farming before) but the skills and capital led them to increase the land and time they
farm, use more advanced techniques, and increased their incomes about 20%. There
are two other notable �ndings. One is that a group of men who did not receive their
capital for exogenous reasons did not increase their farming. Skills were not enough.
The second is that the program, which was quite costly, would not pass a cost-bene�t
test were it not for the positive spillover e�ect that shifting to farming had on reducing
illicit mining and mercenary interest.50

In most of these success stories, programs targeted people likely to invest (young, poor, and
credit constrained), framed any transfers in terms of business development, in some cases
provided some training, and in other cases screened people on their business interest and
aptitude. While the high returns to the program probably re�ect a high return to capital
among this selected group, this is di�cult to separate from framing and training e�ects.

2.2.2 Cash alone

Nonetheless, there is growing evidence that cash alone, conditional and perhaps even uncon-
ditional, stimulates self-employment and other high return investments.

This �nding runs counter to the widespread concern that the poor will misuse cash. Recently,
researchers collected evidence from 19 cash transfer studies around the world and found

47See de Mel et al. (2008, 2012b); Fafchamps et al. (2014)
48See Udry and Anagol (2006). Also see Banerjee and Du�o (2011) for a broader review of the evidence

on returns to capital.
49An exception is Nathan Fiala (2015), who experiments with capital (either loans or grants) and training

with existing business owners in northern Uganda. After nine months, loans plus training led to more
persistent pro�t increases among men (but not women) than loans alone. In contrast to much of the
literature, discussed below, grants have little e�ect.

50Blattman and Annan (2015)
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almost no evidence of increased spending on alcohol, tobacco, or other �temptation goods�.51

The STYL program in Liberia, mentioned above, gave $200 unconditional cash grants to the
highest-risk men, including serious drug users, and even these men did not spend much of
the cash on temptation goods.

One �nding from these studies relevant to fragile states is the e�ect of the grants in Sri
Lanka after the Tsunami. Returns to capital seem to have been even higher in this post-
crisis period, since the businesses were out of equilibrium and moving back to their optimal
level of capital and labor after the crisis.52

Conditional cash transfer (CCT) programs give monthly or annual grants to poor households
that enroll their children in school and vaccinate them. Randomized evaluations, mainly in
Latin America, often ignore enterprise growth, and so we do not have much evidence on the
labor market impacts. However where we do have such evidence, as in Mexico and Nicaragua,
CCT programs seem to have stimulated self-employment and nonfarm earnings.53

It is di�cult to say whether the success of these programs is due to the capital or some
subtle feature of the program: the screening of existing entrepreneurs or the framing of the
grant or conditions. Probably the answer is �both�. There are a huge number of barriers and
frictions that limit the growth of informal enterprises. Capital or cash alone will not relieve
all these constraints, and so the returns to cash or capital alone are limited.

Nonetheless, they are an important start. There is a growing amount of evidence that the
poor have high returns to capital, and that even with with cash alone they make high return
investments.

The evidence on unconditional cash is still preliminary but promising. In rural Kenya, the
GiveDirectly program delivered one-time cash transfers of $400 to $1500 PPP to poor people's
mobile phones. In general, 8 months after grants, recipients' households had invested the
cash in durable household assets and improved their consumption.54 While it remains to see
if these returns are sustained in the long run, there is some evidence of business start-up by
younger adults.55

As we might expect, these high returns might not hold in insecure environments. In the case
of the $200 transfers to high-risk men in Monrovia mentioned above, a month after grants
the men had started petty businesses that gave them signi�cantly more work hours and
incomes, and they reduced their involvement in crime. However, a year later all these gains

51Evans and Popova (2014)
52de Mel et al. (2012a)
53See Gertler et al. (2012) for Mexico and Macours et al. (2013) for Nicaragua. See Fizbein et al. (2009)

for a general review of the conditional cash transfer evidence.
54Haushofer and Shapiro (2013)
55Another major source of cash is remittances. For households with a migrant, evidence from several

countries suggests that increases in remittances get invested at least in part, and that the propensity to
invest remittance income is about the same as other income (e.g. Yang, 2008; Clemens and Ogden, 2013).
But migration itself is an investment (often a much higher return investment than small businesses) and
often it removes a laborer from the household. Thus a lot of the evidence on the e�ect of migration on
business investment is ambiguous. Moreover, that migrant's income could provide a stream of remittances
for eternity, changing incentives to invest in a business in ambiguous ways.
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had dissipated. The reason, it seems, is that these men lived in insecure neighborhoods and
homes, and were robbed at least once every other month. Without secure property rights
they were unable to accumulate capital.

Nonetheless, none of these program experiences suggest that cash transfers create a de-
pendent population. The poor put transfers into durable assets, liquid savings, or income-
generating activities. At worst they increase their consumption for a time, especially during
bad shocks. At best they use the cash to increase their earnings permanently. A common fear
is that cash is unsustainable and creates dependencies. But there is nothing unsustainable
about higher savings drawn down over time, and the e�ects on enterprise growth suggest
recipients are anything but dependent. More importantly, supposedly more sustainable al-
ternatives such as micro�nance have almost none of the poverty or employment impacts of
capital transfers, as we see next.

2.2.3 Micro�nance

Since capital is so crucial, and credit constraints so often binding, micro�nance seems to
some like a more sustainable and logical solution than cash transfers. A belated series of
randomized trials, however, has called the success of micro-loans at reducing poverty into
question. After reviewing the two decades of evidence on such loans, one major review
concluded �there is no evidence of large sustained consumption or income gains as a result
of access to microcredit.�56

People certainly bene�t from access to credit. It can help them cope with crises, and invest
in expensive items such as new roofs or farm equipment. The overwhelming popularity of
savings and loan groups speaks to their value. But the loan terms seldom extend more than
a few months, repayment often begins immediately, and the interest rates range from 20 to
200% a year (in part because they are costly to maintain). Credit on these terms makes
borrowing for starting a microenterprise unattractive. When returns to capital are moderate,
or vary considerably, the expected value of these risky returns may not exceed the cost of
capital, and so borrowing to invest is not a good option.

There is some hope for improvement. If transaction costs can be brought down, and reduce
interest rates, we should expect more households to borrow to invest. The same could be
true if loan periods are extended or borrowers are given a grace period before they have to
begin repayment. In India, for instance, investment and business pro�ts rose somewhat when
people were o�ered a small loan with a two month grace period at 55% interest per year,
rather than a loan they had to repay immediately at 48% interest.57 Until borrowing costs
fall, however, it is hard to imagine large and rapid employment growth from micro�nance.

2.2.4 Insurance and risk

The risk of theft is just one of the many risks that small entrepreneurs face, even in more
stable economies than Liberia's. The evidence suggests that a lack of insurance interacts

56Banerjee (2013). See also Banerjee et al. (2015).
57Field et al. (2013)
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with a lack of capital to limit investment, and that programs that o�er insurance of some sort
may have signi�cant e�ects on self-employment.58 Take for example the e�ects of Mexico's
large conditional cash transfer program on business development. The cash likely relieved
a credit constraint, but a recent study argues that it was the expectation of a regular cash
transfer that spurred the most investment.59 The families that knew they would get transfers
for longer were more likely to take risks and invest in enterprise, because the expected future
transfer ensured they would have some future income no matter what. If so, this suggests
that the expectation of regular transfers could stimulate enterprise.

It may also be possible to provide insurance for some enterprises. Rainfall index insurance is
becoming increasingly common in the developing world where so many depend on agriculture.
Relieving both credit and insurance constraints could spur more investment, as in Ghana
where one recent study showed that a cash transfer alone was not enough to stimulate
investment and growing pro�ts among established farmers, but that cash combined with an
insurance policy did spur investment and growth. In general, however, rainfall insurance
programs have tended to have low take-up, perhaps because of credit constraints or poor
program design.60

There are other reasons to be cautious about insurance products, at least with their current
cost and delivery mechanism. Researchers ran an experiment in post-revolution Egypt,
to measure the impact of insuring microenterprises against macroeconomic and political
uncertainty. More than a third of the people o�ered the insurance bought it. However,
purchasing insurance did not change business loans or equipment investments, in part because
businesses mostly invested in higher turnover items such as inventories and raw materials.61

Macroeconomic and political risk might not hold back microenterprise investment, though
it certainly can help businesses cope with shock when they do occur.

2.2.5 What happens when these programs go to scale?

Almost none of the above studies deal with general equilibrium issues, namely whether
injecting capital and creating businesses simply crowds out sales from existing business
owners, or leads to oversupply and falling prices. One reason is that, in most of these
studies, the number of small enterprises is small relative to the size of the economy. But a
reasonable concern is that people are simply starting identical businesses selling the same low-
value goods and services as everyone else. Is this a sustainable and large-scale development
strategy?

This is a legitimate concern, and large-scale programs should be evaluated with them in
mind. But there are a few reasons for optimism:

• In theWINGS intervention in northern Uganda, there were also few adverse spillovers.
These were small, rural villages of about 100 households, and 15 received $150 each

58For a review see Banerjee and Du�o (2011).
59Bianchi and Bobba (2013)
60Carter et al. (2014); Binswanger-Mkhize (2012)
61McKenzie and Groh (2014)
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to start small petty trading enterprises. Despite the fact that this was a huge capital
injection to the economy, greatly increasing the number of petty traders, the researchers
saw almost no e�ect on prices. Moreover, while existing petty traders were crowded out
of the sector, they tended to invest in another enterprise instead (such as agriculture)
and their incomes stayed steady.

• In the YOP intervention also in northern Uganda, the 20 young people in each vil-
lage generally trained in the same trade and started similar vocations. Yet they still
managed to increase their earnings by a great deal, despite the in�ux of many new vo-
cational enterprises. In all, tens of thousands of young people received training under
YOP, mainly in just three or four trades. We do not know what the e�ect was on the
earnings of people previously in these vocations, but the negative spillovers were not
so great as to eliminate program e�ects among the treated young people.

One of the forces moderating any spillovers is the reallocation of capital across sectors. To
the extent that programs lead to the oversupply of certain goods or services, we see earnings
reinvested elsewhere. In northern Uganda, earnings were often reinvested in livestock or
farms.

Other forces also mitigate negative spillovers, or even produce positive ones. For instance,
new entrepreneurs have more to spend, and so could be a countervailing demand e�ect.62

Moreover, to the extent that existing businesses have market power, and charge a price above
the competitive one, new entrepreneurs could actually increase competition and bring down
prices for consumers.63

On the other hand, truly large-scale programs could be less impactful if they mean that
capital is no longer scarce in the economy, reducing the returns to capital. The Sri Lanka
tsunami recovery example above is instructive. The returns to capital injections were highest
in retail, where those who received capital recovered well in part because most of their
competitors did not have it. But the returns to capital were low in manufacturing, since
supply chains were disrupted and it was not as useful to recover alone if your suppliers and
buyers did not. Hence there is reason for caution.

2.3 Workfare

Workfare programs are more and more common as social safety net schemes. For example,
the National Rural Employment Guarantee (NREG) scheme in India is possibly the largest
employment program in history. It provides up to 100 guaranteed days of public works
employment at a minimum wage to all Indians. In 2008�2010, for instance, NREG generated
approximately 3.3 person-days of employment per rural inhabitant per year in the average

62Studies of Mexican conditional cash transfer programs �nd that the transfers increase consumption
of both cash recipients and program-ineligible households (Hoddinott and Skou�as, 2004; Angelucci and
De Giorgi, 2009). Also, as in Buera et al. (2012), new entrepreneurs could supply less labor to the market,
more labor to their own business, and may even demand labor from the market instead.

63Cunha et al. (2011) �nd some evidence that imperfect competition partly explains the price e�ects of
cash versus food transfers in rural Mexico.
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district.64 Another example is Ethiopia's cobblestone project which pays people to quarry,
chisel, transport, and lay cobblestone roads. From 2007 to 2011 it employed up to 90,000
workers in 140 towns.65

Strikingly, there is little to no rigorous, counterfactual-based evidence of the e�ects of a
workfare program in a low-income country.66 A range of casual, often descriptive evaluations
suggest that these programs help people boost their stock of savings or pay o� debts.67 It
is not clear, however, whether there are lasting e�ects on poverty or income-generation, or
whether post-crisis programs help stimulate recovery.

One exception is the NREG program in India, but the way in which it was rolled out impedes
easy evaluation. Di�erent evaluation strategies have yielded di�erent results. Those that
compare late-receiving districts to early-receiving districts have found that NREG public
employment crowds out wage work and self-employment, and increases agricultural wages
by about 5%, redistributing income from richer to poorer households.68 Studies that compare
districts on either side of the eligibility cuto� during rollout, however, �nd no evidence of a
general increase in wages or change in employment, but rather than the program simply acts
as a safety net for those who su�ered bad shocks (though the results are imprecise enough
that they include the wage increases mentioned above).69

Overall, NREG is a good example of how one of the world's most important employment
programs has essentially ambiguous results, in part because of the absence of a research
design in rollout.70

For such an important intervention, the overall lack of evidence is striking. This is a gap to
be �lled.

More investigation in fragile states is especially important because, unlike the supply-side
employment interventions, the consumption bene�ts of workfare programs are probably less
dependent on the macro environment. These programs are also promising engines for restart-
ing local economies. As we discuss in the next section, when targeted to high-risk men these
programs could also deter crime or violence. Plausibly, an attraction of these cash-for-work
programs is that they can be run in relatively uncertain, unstable environments such as a

64See Berg et al. (2013), who also notes that public works programs have been common historically in
countries now rich. The English Poor Law of 1834 required that the poor should reside in a `workhouse' in
order to receive welfare, and British administrators in colonial India frequently used public works as a tool
to deliver famine relief.

65Broussar and Tekleselassie (2012)
66One exception is a recent unpublished preliminary analysis of the impacts of a labor-intensive public

works program in Sierra Leone, that exploited a staggered roll-out to examine short term impacts (Rosas
and Sabarwal, 2015). Initial analysis suggests that participating households increased investments in homes,
productive assets like small livestock, and existing businesses, as well as gaining income increases, although
could only be measured in the immediate 3 months after inclusion in the program due to the roll-out design.

67See for instance Subbarao (2003, 2010).
68Berg et al. (2013); Imbert and Papp (2015)
69Zimmermann (2015)
70Likewise, a non-experimental evaluation of a large Argentine program post-�nancial crisis showed that

the program led to short-run increases in income but there were no evidence long run e�ects. But non-
random selection into the program was substantial enough that these are probably too di�cult to identify
reliably outside an experiment.
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�nancial crisis or an unstable and violence-prone region. They can also be adapted to crises,
expanded in the face of price shocks and other economic and political instability.

2.3.1 Why not cash without work?

An obvious question is why have a cash for work program rather than a cash transfer pro-
gram? In principle, cash or cash plus other inputs (from framing to training) could increase
investment and consumption, and even have similar e�ects on the low-skill wage. There are
a few potential answers.

A strong economic argument is targeting, as public works programs will tend to attract
those with the lowest opportunity cost of time, and hence will generally get poorer and
underemployed people. Unfortunately, this can also select out non-able-bodied and those
who cannot freely work outside the home. The injured, disabled, or elderly will probably not
be represented, and women may not be allowed to participate (by their families or norms)
or able to because of other part-time household duties.

There are also important political considerations. It may be politically easier to raise and
disburse cash for wages rather than simple transfers, particularly when the program leads
to the creation of public infrastructure, such as roads or irrigation. It may be more di�cult
to falsify or steal money from cash-for-work schemes, since the workers' work hours and the
public work itself are fairly observable.

Finally, some advocates link public works to a cultural shift. Some public works with a
community-based focus aim to develop social cohesion while also providing income support.
In principle, public works targeted at the long-term unemployed could shift attitudes to work
and increase willingness to seek out employment in the future.

Against these advantages lies one very large disadvantage: simple cash transfers or basic
income could be more cost-e�ective, and they would not require the poorest to do unpleasant
and potentially unproductive work.71 A direct comparison of cash to cash for work programs
is an obvious area for investigation.

2.4 The special case of ex-combatant reintegration

Beyond the Liberian study discussed above, there is a broader literature on ex-combatant
reintegration. It is di�cult, however, to draw general lessons for a few reasons. One is
that there are few rigorous evaluations. The second and probably more serious problem is
that most of the interventions have (often by their own admission) been poorly designed
and implemented.72 As a result, it is not surprising that most have found little evidence of
impact.

71Alik-Lagrange and Ravallion (2015) and others have pointed out that the displeasure of working and its
crowding out of other activities reduce well-being enough to make basic income or cash transfer programs
better for the poor.

72Humphreys and Weinstein (2007); Levely (2011); Kingma and Muggah (2009); Tajima (2009)
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Even so, a few important lessons can be drawn. First, very few of these programs actu-
ally attempt true reintegration of ex-combatants. They are usually part of a politically-
negotiated disarmament, demobilization, and reinsertion (DDR) program. They aim to pay
ex-combatants a short term peace dividend of sorts, and give them the basic skills, tools, or
money both to make demobilization more attractive but also return home (or wherever they
go) with something in their hands.

Second, these programs are extremely varied. It is common to give moderate amounts of
cash (such as $50 or $200), household items, and skills training programs (or vouchers).
While skills training e�orts aspire to reintegration, their patchy track record might not only
re�ect poor returns to skills but also the poor quality of what was o�ered.

In addition to the Liberia studies mentioned above, one of the best performing interventions
comes from Burundi. A national agency o�ered a reinsertion allowance of $60 to $370 PPP
per month, for 18 months, with the amount depending on rank. A business start-up grant
worth about $1200 was also o�ered, but for various implementation reasons, ex-combatants
in only 2 of the 3 major regions received the start-up grant. Comparing those who received
it to those that did not, researchers found a large reduction in poverty among those who
received the start-up grant.73 Precise returns on capital are not known.

A few cautious recommendations for future ex-combatant reintegration programs (or pro-
grams for high-risk men in general) can be made. Programs that emphasize capital over skills
will tend to have higher returns. And we have no reason to believe that high-risk men in
general will waste or abuse cash. In the STYL program mentioned above, there was virtually
no evidence of ex-combatants and active criminals and drug users using an unconditional
$200 grant for drugs, alcohol, arms, or other �bads�. Rather most was invested or saved.

Business or agricultural skills programs could complement cash and increase returns and
hence reintegration. This is fundamentally uncertain, however, needs to be tested, with a
particular eye to the cost-e�ectiveness of skills training versus other program components
(such as more capital).

Intensive programs should be targeted at those at the highest risk of crime, violence, or future
insurgency. These may or may not be ex-combatants. Indeed, ex-combatants have incredibly
heterogeneous experiences, and many are quite resilient and �nd themselves accepted easily
at home. Simple capital-focused programs may be su�cient. For the highest risk men,
programs that target soft skills (such as self control), identity, and risky group a�liation
may be especially e�ective and deserve experimentation.

3 The links between employment and social stability

We next turn to the e�ects of employment and higher incomes on social stability. The belief
in this link is a major reason nearly every fragile state lists employment as a top priority.74

73Gilligan et al. (2012)
74See for instance del Castillo (2008); World Bank (2012).
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What do we mean by social stability? For the most part, we focus on violent uprisings,
including insurrection and terrorism. We also consider serious crime. These are actions that
tend to harm others or lead to a disruption of the economy.75 These are also actions that
tend to happen in organized groups, requiring mass mobilization.

3.1 Why do men commit crimes, join gangs, or rebel?

Given this paper's focus on employment, we focus mainly on how jobs and incomes can
reduce the chances that a poor or marginalized young man joins an armed group of some
form.76

Joining a gang or a rebel group is a complex decision, with both conscious and unconscious
elements. Crime, gangs, and rebel groups are all not only di�erent from one another, but
there is a considerable amount of variation within each category.

Even so, there are theoretical reasons to think that poverty and employment opportunities
may play a role, and some commonalities in that role across di�erent kinds of crime and
violence. The question is why, and whether employment and poverty play a large or small
role in these decisions. There are four main reasons.

3.1.1 Crime and rebellion as an occupational choice

The classic economic view is that crime and rebellion are occupational choices that decline
as peaceful opportunities improve. This argument was originally applied to crime but later
others extended it to con�ict.77 In the context of rebellion, wages or economic promises are
a form of �selective incentive��a way to give the people who are putting their lives as risk
for a greater cause some private incentives to participate.

Low-ranking criminals and rebels are often paid very little, and many selective incentives
are uncertain, and come only in the future (such as the spoils of victory). So we might ask:
How well can selective incentives work when they are discounted for uncertainty and risk?
An interesting proposition comes from a study of a Chicago crack-selling gang's �nances.78

The gang's most junior members risked their lives for roughly the minimum wage. The
researchers argued that the most reasonable way to view the junior members' decision to
join the gang is as a tournament�a situation in which they competed for large rewards that
only a small fraction would eventually obtain.

75Of course some violence, such as revolutions, can have large positive externalities, at least after the
violence subsides. To the extent that state employment interventions could reduce the risk of insurrection,
it is worth keeping in mind that they could be tools of suppression to maintain the status quo.

76In principle, employment programs could target group leaders as well. Peace agreements and demobi-
lization programs often do. These kinds of negotiated solutions and payo�s with the elites of opposing groups
are quite routine in politics. But they are not typically large-scale, and they are not really the province of
large state and aid programs, so we ignore them.

77For crime, some of the seminal contributions are by Becker (1968); Ehrlich (1973), with reviews by
Freeman (1999) and Draca and Machin (2015). For con�ict, see Collier and Hoe�er (1998); Hirshleifer
(1995); Popkin (1979) or Blattman and Miguel (2010) for a review.

78Levitt and Venkatesh (2000)
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The evidence from developed countries is generally consistent with this view, at least re-
garding crime: the rewards from crime are highly skewed to a few, and for most criminals,
crime does not pay much. As a result, criminal labor supply is responsive to wages and the
expected value of criminal opportunities.79 As we discuss below, the evidence emerging from
a handful developing countries is more or less consistent with this view (though, in general,
there's too little evidence to make broad generalizations).

If so, employment and poverty alleviation programs play an obvious role: in times of rising
wages and work opportunities, young men will be less likely to engage in crime, and it will
raise the price of recruitment for armed groups. That is, the opportunity cost of crime rises.
This is often called the �greed� or �opportunity cost� based explanation for participation in
violence.

Note, however, that while crime versus legitimate work is often framed as an either/or
decision, in fact a poor person's best strategy might be both. Illegitimate activities are just
another risky, uncertain occupation to add to one's portfolio of work. This may even be true
in developed countries with advanced labor markets. A longitudinal labor market study in
the US, for example, found that many of the people who self-reported some criminal activity
were also active in the non-criminal labour market.80 This is another reason for their criminal
labor supply to be sensitive to wage changes.

If true, this implies that it might be easier to get people to shift their portfolio of work
away from crime or violence, but hard to get them to exit it entirely.81 Other interventions
that make crime less attractive�more enforcement and punishment, or lower returns to
crime�might be needed to encourage people to exit crime entirely.

3.1.2 Amenities to membership in armed groups

How much of occupational choice is explained by material incentives alone? If we return to
the the crack-selling gang in Chicago, an alternative to the tournament story is that junior,
minimum wage-earning members of the gang get some non-material bene�t from being a
member: status, esteem, and social ties of belonging.

Occupations, in this view, are social institutions where participation has intrinsic, symbolic,
and social value. In the U.S. and Latin American literature on gangs, crime is an occupational
class like any other and o�ers people valuable social ties and status.82 These amenities
compensate for some of the risks and uncertainty. In this literature, the frustrations and
stresses of unemployment, irregular work, and demeaning job opportunities increase the
value of gang association.

One way to think about these social amenities are as club goods�local public goods that
are denied to members outside the group. Scholars of religious violence have argued that
radical groups are essentially clubs that provide mutual aid, often (but not only) of a material

79See Draca and Machin (2015) for a review.
80Grogger (1998)
81For a formal model that illustrates this, see Blattman and Annan (2015).
82See Cramer (2010) for a summary and review.
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nature.83 These clubs weed out freeloaders and defectors by requiring sacri�ces as signals
of commitment, including risky acts of violence. Those who remain value the material,
spiritual, and social rewards of gang or armed group membership. The same logic has been
applied to U.S. prison gangs.84

What could employment programs do in these situations? In principle they could o�er other
paths to esteem, more peaceful club memberships, and reduce the relative attractiveness of
violent clubs. Whether they are viable substitutes, however, is open to debate.

3.1.3 Grievances and non-material incentives

Case studies and ethnographies of crime and con�ict often point to anger, outrage, and
injustice as incentives to participate in violence and collective action.85 This literature
is frequently misquoted or misunderstood. Such grievances are often treated as irrational
sources of action, whereas selective incentives are rational ones. This is not necessarily the
case. Simplifying, we can categorize these grievance arguments into at least three types:

1. Intrinsic incentives. Behind many grievance arguments is the idea that an injustice
or perceived transgression generates an intrinsic willingness to punish or seek retri-
bution. There is nothing necessarily irrational about a preference for �consuming� a
good, even if it is retribution or revenge. For example, an in�uential ethnography of El
Salvadorian insurgents argued that recruits were motivated not by material rewards,
but by an intrinsic value in taking part in a movement to punish the government after
government forces harmed them or their families.86

There are striking parallels in the famous �ultimatum game��an experimental game
that tested across di�erent societies has shown that the average person is willing to
pay to punish unfair acts.87 This could re�ect the expressive pleasure people gain from
punishing an injustice.88

83See for instance Berman and Laitin (2008).
84Skarbek (2011)
85In addition to the academic literature below, see an example from an organization's program experiences

with Mercy Corps (2015)
86Wood (2003)
87In a laboratory setting, player one is given $10 and told he is to give some fraction of the amount to

an anonymous player two, ranging from all to nothing. Player two can accept or reject the o�er. If she
rejects it, both players get nothing. Repeated experiments show that player twos are typically unwilling to
accept less than two or three dollars (Fehr and Gächter, 2000). They are wiling to pay to punish unfairness.
Even third party observers seem willing to punish unfair allocations in ultimatum games. While there are a
number of potential explanations, one is an intrinsic pleasure in punishing a transgression, a reaction that
is either genetic or the product of deeply-ingrained social norms.

88A �nal body of evidence that supports the view that preferences are malleable comes from the growing
number of studies that observe that exposure to war violence leads people to increase their political partici-
pation and pro-social or altruistic behavior, often peacefully. For example, Bellows and Miguel (2006) found
that within-variation exposure to war violence in Sierra Leone was associated greater group and community
participation. And Blattman (2009) found that rebel conscripts in Uganda were more likely to vote and be
community leaders later in life, and that this was mainly linked to exposure to violence. Since then, more
than a dozen papers have found similar relationships in other con�icts and countries. This certainly implies
that preferences are shaped by experiences, such as violence.
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Ideological motivations could also �t in this category. Considering terrorist groups,
many scholars have suggested that actions are driven by intrinsic goals, such as beliefs
and values, rather than material incentives89 Some economists are quite skeptical of
ideological motives, but it is di�cult idea to prove or disprove.90 Historically, how-
ever, it is worth noting that building insurgent movements has been a long process of
political mobilization, drawing ideas from local historical traditions, political ideology,
and theology. Any intrinsic ideological rewards, if they exist, could be a cost-e�ective
substitute for material incentives, especially in resource constrained groups.91

2. Loss aversion. Another possible way to think about grievances comes from �prospect
theory�, a framework for how people make economic decisions in practice.92 A key
insight is that people tend to evaluate their satisfaction relative to a reference point,
and that they are �loss-averse�. That is, people seem to strongly prefer avoiding losses
than acquiring gains, so much so that losses may be twice as psychologically powerful
as gains.93

It is possible to think of the grievance explanation of con�ict in terms of people coming
to believe they are below a particular reference point, are loss averse, and hence are
willing to take costly actions to rectify the situation. We are not aware of formal
studies of this idea, however.

3. Frustration-aggression. Classic accounts of why men rebel emphasize that eco-
nomic marginalization and other frustrated ambitions lead men to become angry and
aggressive.94 On the surface, this connects an injustice to action through outrage, and
could be reconciled with either the intrinsic incentive or loss aversion arguments (note
the ties, for instance, between frustrated ambitions and reference points). This line of
argument, however, is often less conscious and more emotional in nature.95 In this case,
aggression is not necessarily a conscious action in response to a direct utility bene�t,
but rather a more impulsive and emotional response to a threat.96

While these emotional and threat responses may be independent of employment, some
psychologists have associated violent reactions with stress, and poverty or unemploy-
ment could elevate stress levels.97

89Frey (e.g. 2004)
90For a critique of ideological motivations in terrorism, see Berman (2011).
91See Weinstein (2007); Beber and Blattman (2011) for examples, or Cramer (2010) for a discussion of

further evidence.
92It was �rst proposed by Kahneman and Tversky (1979).
93Barberis (2013)
94The most famous example is Gurr (1971).
95It was rooted in the psychological frustration-aggression hypothesis, dating from Dollard et al. (1939)

and still an in�uential theory of aggression (Berkowitz, 1993).
96To be frank the mechanism is not completely clear. Another less rational, or at least less conscious theory

linking poverty and unemployment to crime and violence is the sociological concept of anomie (Merton, 1938;
Cohen, 1965). Simpli�ed, the idea is that marginalization in society, in particular poverty and an inability
to climb in society, leads to a sense of malaise and a higher likelihood of aberrant, anti-social, or violent and
criminal behavior. It is consistent, in principle, with the idea of direct utility bene�ts of aberrant or punitive
behavior, or at least an absence of utility penalties for such behaviors.

97Berkowitz (1993)
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There are a few challenges with this general account of grievances, however. One is that
the desire for violent action comes from the shape or nature of preferences, and these are
inherently hard to observe, test, and falsify. Also, there are many di�erent accounts and
mechanisms, and it is di�cult to systematize them or imagine tests.

As we discuss below, while the evidence suggests that material incentives explain only a
fraction of violence, the remaining variation is not automatically irrational or random.

If grievances do play a role in armed violence, what role is there for employment programs and
poverty alleviation? Grievances could be independent of employment. Even so, it is conceiv-
able that unemployment and poverty breed a sense of injustice, loss, or frustration, especially
if people hold some reference point associated with gainful employment and income. Innu-
merable accounts of angry youths follow this logic. Whether employment programs cause
actual employment and income relative to expectations (and reference points), however, is
unclear.

3.1.4 Hearts and minds

Not all violence relies on mass mobilization. Scholars of irregular warfare are skeptical of the
employment-violence link in those situations.98 In irregular or asymmetric warfare (includ-
ing terrorist groups), small groups rely on civilian support and collaboration, especially in
concealing the group and their actions from the state. Unlike regular armed groups, irregular
movements may be information-constrained rather than labor-constrained. That is to say,
groups compete for the �hearts and minds� of civilians, and civilians may share information
with government if doing so could deliver them control of their neighborhood or otherwise
advantage them.

In this case, the targets of a government employment program might be potential civilian
informers rather than the armed group members themselves. This is one of the primary
rationales for public programs and aid during an insurgency: to give civilians incentives to
collaborate with the government rather than the insurgents.

3.2 What role for employment programs?

3.2.1 Is there even an income-violence link?

In developing countries, the strongest evidence linking poverty to violence has come from
cross-country and within-country studies showing that unexpected changes in income (or
shocks) increase crime and con�ict intensity. For example, there is a large body of evidence
that rainfall, climate, and trade price shocks intensify ongoing wars.99 Researchers have

98For instance, see Berman (2011); Berman et al. (2011); Berman and Matanock (2015).
99Miguel et al. (2004); Dube and Vargas (2013); Bazzi and Blattman (2014); Berman and Couttenier

(2015)
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found similar relationships between income shocks and crime in Mexico and India.100 Few
studies, however, �nd a robust e�ect of income shocks on the outbreak of new con�ict.101

One interpretation is that falling wages and farm output make it easier for armed groups to
recruit. The cost of recruitment is not a decisive factor in a group's decision to rebel, but if
there is already some form of organized violence, the cost of recruitment a�ects the intensity
of crime and violence.

Not all the evidence is consistent with this story, however. In Afghanistan, Iraq, and the
Philippines there is little correlation between employment levels and insurgent attacks at
the district level.102 This evidence has fed into the idea, discussed above, that some types of
insurgencies�irregular insurgencies, or ones that recruit based on club goods or ideology�
are less susceptible to economic conditions.

If true, large-scale employment programs are best positioned to reduce violence in a time
of active, regular warfare or instability, when armed groups or criminal gangs rely on mass
mobilization of �foot soldiers� rather than small and committed cadres. In times of peace,
employment programs might have more impact on non-collective forms of violence, like
certain forms of crime, or perhaps mercenary recruitment into neighboring countries.

The �aw in these arguments Overall, these arguments seem plausible. However, they
are also quite speculative, largely because of a �unit of analysis� problem: we are interested
in understanding the individual person's decision to rebel or commit a crime, or perhaps a
group's ability to recruit, but most of the evidence is at a regional or national level.

Income shocks don't just a�ect a group's ability to recruit, however. Falling prices or output
can a�ect government revenues or counterinsurgency capacity, both at the national and
local level.103 Thus it's hard to take the correlation between income shocks and violence as
evidence for the ease of recruitment and other opportunity cost accounts of rebellion.

For this, we would like more individual-level evidence linking employment or income-earning
opportunities to the decision to commit crimes or rebel. Such a literature is now emerging,
in the US and in developing countries, and we discuss some of the �ndings below.

3.2.2 Raising the opportunity cost of crime and con�ict

The connection between more employment and income and a higher opportunity cost of
crime or rebellion is obvious. The real question is how important is opportunity cost on the
margin, and how much participation does it explain. Overall, the evidence suggests that this

100Iyer and Topalova (2014); Dube et al. (2014)
101When they do, this is often because they con�ate the outbreak of new con�icts with the probability a
con�ict continues.
102Berman et al. (2011)
103In addition, aggregate shocks may also a�ect the recruitment strategies of armed groups or incentives to
pillage, as in the Congo (Sanchez de la Sierra, 2015). Finally, weather and other income shocks could incite
con�ict by inducing migration (such as pastoral people moving to settled lands) or increasing struggles for
resources like water.
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margin is important, but does not explain the majority of violent participation, and is not
as strong in all contexts.

Evidence from the United States and other Western countries generally point to a mod-
est relationship between employment and crime. For example, across a range of developed
countries, studies suggest city-level crime rates fall as wages rise.104 According to one re-
view of the U.S. evidence, a typical estimate is that a one percentage point increase in the
unemployment rate is associated with a one percent increase in property crime.105 Violent
crime, however, does not vary as systematically with the unemployment rate. To the extent
it does, the explanation consistent with the pure opportunity cost story is that violence is a
complement to or byproduct of certain forms of crime (such as drug dealing).106

There are also a large number of U.S. employment programs for incarcerated people, espe-
cially young o�enders. For instance, a small body of evidence shows that residential job
training programs have at least short term success in reducing crime and increasing incomes,
but that these e�ects may be short-lived.107 These include the Job Corps and ChalleNGe
programs, discussed above.108

One of the problems with the experimental evidence, however, is that few programs have
been successful at creating employment and raising incomes, and without this ��rst-stage�
e�ect, it is di�cult to assess the e�ects on crime and violence. Many of the successful
employment programs, moreover, do not tend to measure e�ects on crime or con�ict, or
were not studying populations with an opportunity for violence or crime.109

Even so, some of the studies discussed in previous sections con�rm the impression that rising
employment opportunities modestly reduce crime and violence.

• For instance, evidence from India's NREG scheme suggests that the workfare program
moderated Naxalite violence. Prior to NREG, there was a correlation between poor
rains and the intensity of the government-Naxalite con�ict. Using the phased roll-out
of the program to test impacts, NREG seems to mitigate this rainfall-con�ict relation-
ship.110 That said, it is not clear this is support for the opportunity cost mechanism,
since it is not clear that economic incentives are used by the Maoist insurgency, and
it could easily be state �nances or grievances or some other mechanism driving the
rainfall-con�ict relationship. Nonetheless, the largest scale employment program in

104See Freeman (1999) for a review and for more recent contributions, Fougére et al. (2009); Gould et al.
(2002).
105Levitt (2004)
106Draca and Machin (2015)
107See the review by Kautz et al. (2014), for instance.
108There is a concern that the problem is with the typical residential approach rather than the job training
itself. Also, as we discuss below, where these work in the long run, the mechanism could be socialization
rather than opportunity cost.
109For example, the two northern Ugandan employment programs discussed�YOP and WINGS, by
Blattman et al. (2015, 2014)�raised incomes but the populations did not have much proclivity for crime
or opportunities for violence. Hence the e�ect of such an income change where there are opportunities for
crime or some form of collective violence is unknown.
110Fetzer (2013). Again, the non-experimental rollout of the program makes causal inference somewhat
di�cult.
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the world seems to have a substantial impact on the intensity of violence (just as in
the cross-national cases), and this is important.

• One of the few experiments in this area is the AoAV agricultural training program for
ex-combatants in Liberia, discussed above. This program had two important e�ects
on crime and violence that are consistent with the opportunity cost view:

First, men who complied with the program increased their agricultural output and
incomes and shifted their portfolio of work activities, by about 20 percent, away from
illicit mining and towards agriculture. (In general they were not involved in other
forms of crime, even in the absence of the program). But the program had no e�ect on
participation in illicit mining. Men did not exit this illicit work, in line with the idea
that men will tend to maintain multiple streams of risky income, and exiting crime is
di�cult. There are interesting parallels to the studies of US crime and drug gangs,
discussed above, that �nd that the lowest positions are quite poorly paid and that
labor supplied to crime is highly sensitive to the relative returns of peaceful versus
criminal work.

Second, the program may have led to a reduction in mercenary interest, though not
for the expected reasons. About a year after the training ended, an election crisis
in Côte d'Ivoire led to a short war, between 3 and 10% of men in the control group
reported actions such as attending secret meetings with recruiters or being willing to
�ght at the going recruitment fees. None of the sample actually went to �ght, since
the war ended abruptly. Nonetheless, treated men were about a quarter less less likely
to report these mercenary recruitment proxies. The men least likely to exhibit the
recruitment proxies were the ones who did not receive their package of materials and
had been o�ered a $100 grant in the near future. The small cash transfer, which was
essentially conditional on not leaving to �ght, was an e�ective deterrent in this case.

• Finally, recall the other Liberian study, of the STYL therapy followed by a cash trans-
fer. As discussed above, the men invested the cash transfer and it led to short term
income gains. Those who received the cash also reduced stealing incidents by a third,
again only in the short term. Once the e�ects on work and incomes dissipated, so did
the reduction in crime from cash alone.

The (absence of) evidence from terrorism One important caveat is that very few
studies have found any connection between economic status and participation in terrorism.
Where there are data, it seems that the people who commit terror acts or join terror groups
tend not to be the poorest, the least educated, or have low opportunity costs.

If terrorist groups want a small cadre of highly motivated, high-performing recruits, it may
make sense to recruit from the better educated and even employed. Indeed, giving up gainful
employment could be a signal of ideological commitment or other non-material incentives
for committed participation.111

111Krueger and Maleckova (2003); Krueger (2008) review the theory and evidence, much of it from scattered
data on civilian supporters of, or participants in, Middle Eastern groups who employ terror tactics.
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There is some evidence, however, that poor economic conditions help terror organizations
recruit more able, better-educated people to participate in more complex, higher-impact
terror missions. For instance, high levels of unemployment seem to have enabled Palestinian
terror organizations to recruit better educated, more mature, and more experienced suicide
terrorists, who in turn attacked more important Israeli targets.112

While economic conditions may matter on the margin, however, most scholars tend to argue
that the motivations for terror are unrelated to economic status or economic grievances,
and that these convictions are strong enough that economic conditions are unlikely to a�ect
them. In general these �ndings are consistent with the idea that employment programs
can deter men from especially material opportunities, such as crime or mercenary work, or
particularly �greedy� con�ict. But they may not deter participation in more expressive or
ideological violence.

3.2.3 Employment and non-material incentives

One of the most frustrating aspects of studying crime and violence is that it is di�cult to
say why a change in income or employment a�ects violence. Does poverty or unemployment
a�ect the opportunity cost alone, or are poverty and unemployment also sources of alienation
and frustration?

In principle, employment programs could relieve a grievance or provide social rewards. For
example, ethnographic accounts often argued that poor employment conditions re�ect sys-
tematic discrimination in labor markets, schools, and �nancial institutions�all sources of
grievance.113 In general, however, these nonmaterial explanations are very di�cult to mea-
sure and test.

As a result, we are not aware of any rigorous proof of the non-material motives. The �ip
side of this is that we are not aware of tests that truly nail down the opportunity cost
motive, either. Where economists have seen an income-violence link, they tend to interpret
it through a traditional economic lens, but in reality it is usually impossible to know. In
cases of crime or mercenary opportunities, as with the Liberia evidence above, it is di�cult
to see a grievance at work. This suggests there is some truth to the opportunity cost story.
But most situations are not so clear cut.

This is probably the weakest area of quantitative research. It is not simply that there are too
many poorly designed or underpowered studies, but rather that non-material explanations
for violence, especially of grievances, are seldom the focus of new theory or quantitative tests.
This is probably one of the most wide open realms of investigation in the �eld of con�ict.

112Benmelech et al. (2012)
113Many of these accounts, reviewed by Cramer (2010, 2007), also argue that gangs and other armed groups
can o�er some young men what the formal labour market does not: income prospects, a source of respect,
and social ties of belonging.
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3.2.4 Socialization as a solution to expressive and ideological violence?

The sole exception could be the nascent experimental literature on socialization. A large,
largely qualitative literature on militaries, street gangs, and armed groups describe how
groups use a mixture of coercion, indoctrination, and encouragement to shape young people's
self-image and behavior.114 Rehabilitation programs often use the same techniques to reverse
the process.

Above we discussed cognitive behavioral therapy interventions, from Chicago to Liberia, that
try to socialize at-risk and high-risk men by targeting behavior change directly, through be-
havioral therapy, rather than indirectly through employment.115 There are striking parallels
between these behavioral therapies and the socialization techniques used by gangs and armed
groups�appearance change, role models, repetitive practice, and positive reinforcement.

At the same time, one pattern emerging from this evidence seems to be that therapy alone
may have only temporary e�ects. In both Chicago and Liberia, behavioral programs alone
had large but apparently transitory e�ects, dissipating with one year. In contrast, after one
year the STYL program in Liberia had larger and sustained impacts on crime, violence, and
other anti-social behaviors when it was accompanied with economic assistance�in this case,
cash.116 One hypothesis is that the economic assistance reinforced and boosted the e�ects
of the therapy, by insulating the men from adverse shocks for a time, and enabling them to
practice their new skills and identity, and perform (in the eyes of the community) as a normal
society member for longer. The marrying of employment and therapeutic interventions seems
to be a promising area for future research.117

3.2.5 The trickiness of buying hearts and minds

Finally, employment programs could reduce violence to the extent that they build government
support, provide a stake in peace, and encourage civilians to inform against terrorists and

114Vigil (2003); Wood (2008); Maruna and Roy (2007); Beber and Blattman (2011)
115For US examples see Kautz et al. (2014); Heller et al. (2015). For Liberia see Blattman et al. (2015).
Meta-analyses of adolescent and adult interventions in correctional institutes �nd that CBT-informed pro-
grams that target criminogenic behaviors among the highest-risk men reduce recidivism more than alternate
approaches (Andrews et al., 1990; Lipsey, 2009). In this literature, schooling also receives attention for its
e�ects on socialization and peers, perhaps even more than its impacts on long run earnings and the oppor-
tunity cost of crime. Evidence from the US suggests that schooling can a�ect the preferences and skills that
drive risky behavior, including crime and violence (Deming, 2011; Bertrand and Crépon, 2013).
116Blattman et al. (2015)
117Schooling, training and other employment programs could also pull men away from violent social net-
works. This includes risky peers, who in US prisons appear to in�uence future criminal behavior Bayer et al.
(2009). Programs can also have a direct �incapacitation� e�ect on crime and violence, because men in school,
workfare, or correctional programs have less time to commit crimes. It is important to distinguish these ef-
fects from true changes in peers, preferences, or other e�ects of the intervention. Nonetheless, incapacitation
e�ects can be important. For instance, with the AoAV rural ex-combatant reintegration program in Liberia,
Blattman and Annan (2015) �nd that waiting for a cash transfer program may have deterred high risk men
from illicit resource extraction and mercenary recruitment. In principle cash-for-work or certain conditional
cash transfer programs could have the same result.
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irregular insurgents. There is some evidence to support this. Within Iraq, for example, small-
scale reconstruction projects funded by the US military led to fewer insurgent attacks.118

Counter-insurgency is seldom predictable or simple, however. One of the more striking
�ndings, seen in India and the Philippines, is that state and aid programs prompt a sudden
spike in insurgent violence.119 This spike tends to happen shortly before or shortly after
the program is received, and a common interpretation is that it is an insurgent attempt
to sabotage or capture the program, or retaliate in the face of this display of government
strength. In principle, this could indicate their expected success at buying hearts and minds.
In neither case, however, are there long term data to say.

Crime and con�ict are complex strategic exercises, and so programs that strengthen the
government in any �ght may have unexpected consequences for violence, at least in the
short term. Based on the above �ndings, plus data on aid projects in Afghanistan, several
researchers have argued that aid programs are most likely to reduce violence when they are
less vulnerable to sabotage, when they are designed with community preferences in mind,
and when they can be conditioned on government cooperation (i.e. they can be withdrawn
or targeted selectively).120 Many employment programs �t this description.

4 Implications for program design and research

It is tempting to look at employment in poor and fragile states as a complex problem where
we do not have evidence, especially when it comes to reducing violence. While this review
reveals a huge number of gaps in our knowledge, it also shows that social scientists have
strong hypotheses about what should work, rooted in theory and rigorous evidence. A lot of
empirical work is currently in progress, so in the coming two or three years we should know
more. In the meantime, we think there are some lessons for implementing and designing
future programs.

4.1 Immediate implications for programming

4.1.1 Shift the emphasis to capital-centric programs

When it comes to labor market and entrepreneurship programs, the boilerplate solution in
poor and fragile states has often been training or human capital investment. The evidence
suggests it is time to reconsider skills training as an approach.

Rather, the evidence suggests that young people have high returns to capital, at least when
the political situation is stable. Policymakers have been right to be skeptical of capital-centric
programs. Too many people seem to start unoriginal businesses like tailoring, carpentry,

118Berman et al. (2011)
119See Crost et al. (2014) on the Philippines, and Khanna and Zimmermann (2014) for India, which happens
to look at the same NREG program described above.
120Berman et al. (2013)
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livestock-raising, or retailing�providing the same goods and services as anyone else. How
pro�table can these businesses possibly be?

The answer, so far, seems to be �pretty pro�table�. It would be wrong to think of these
businesses as careers. Capital injections seem to be used to add new income streams to the
portfolio of work, or expand an activity that was previously held back. This might only
lead to people working an extra 5 or 10 hours a week. Yet, the extra few dollars a week
they earn from this additional work can represent a huge increase in earnings if they are
only earning a few dollars a week to begin with. The e�ects can be empowering rather than
dependency-creating.

Many of the long term studies suggest these gains are sustained over several years, long
enough to provide payback on the initial capital injection. For example, if a $500 program
of cash, business skills training, and mentoring helped a poor rural woman earn $15 a week
instead of $10 in perpetuity, the present discounted value of those bene�ts is more than
$5000�more than ten times the cost of the program.121 Even if those bene�ts lasted only
three years, the bene�ts would more than cover the cost of the program, increasing people's
incomes by 50% in the meantime. The studies we have reviewed suggest these returns are
extremely plausible.

It is too soon to say what the long term e�ects will be. People may simply plateau at a
higher level, or, particularly if property rights are insecure, fall down to where they were
before. But it is equally plausible that capital-centric programs will be the stepping stone
to some other higher value or capital intensive activity.

Likewise, it is not clear whether existing businesses get pushed up the value chain, into other
activities, or out of work entirely. But this is a concern with any employment intervention,
capital-centric or skill-centric, and from existing research we have no direct evidence to
suggest that capital has had such negative spillovers.

Programs often try to predict in what sectors will the growth be. But it is di�cult to predict
winners in this way, which could be one reason skills-centric programs so often fail to be cost-
e�ective. Putting capital in the hands of the poor, on the other hand, lets them make that
decision in a decentralized way, enabling their information about local demands for goods
and services to guide investments.

This approach to improving people's portfolios of work is di�erent than the employment
programs many governments say they want. Governments typically demand programs that
create discrete jobs, not better portfolios. Our point, however, is that stimulating self em-
ployment on the margin is a tool that seems to work and could be applied more widely. It
is an e�ective form of job creation and poverty reduction.

4.1.2 Shift the burden of proof onto skills training programs

What should be done with training programs? It is entirely possible that a better training
program�one that gets the skills or the links to employers right, or provides capital�has

121We use a 5% social discount rate, as is commonly used by the World Bank and IMF.
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higher returns than past training programs. A recent World Bank report, for instance, makes
the case for new approaches to encouraging on-the-job training in �rms and making skills
training interventions more market relevant and demand-driven.122

But any new training model will need to be more cost-e�ective than past ones. If improving
training programs raises cost faster than quality, the situation will worsen. Even now, it is
not unusual for relatively short skills training programs to cost $1000 or $2000 per person
(or more). If we return to the hypothetical situation above, of a rural woman earning $10
a week, a $2000 training program would have to raise her earnings to $30 a week to deliver
bene�ts ten times as great as the cost. These kinds of earnings gains have simply never been
observed in an experimental trial.

Simply put, donors should demand evidence before sending money to new training programs.
If there is a good reason to think a new training model will work more e�ectively and
e�ciently, then the only reasonable answer is to subject it to a rigorous test, especially
before taking it to scale.

Whether programs are capital- or skills-centric, however, donors and policymakers should
keep in mind that there is no o�-the-shelf program that will work in all contexts. Even
if there are a few rules of thumb on how to improve self-employment, every context will
be di�erent. The constraints holding people back from employment, and the incentives for
crime or violence, vary from place to place. Thus rapid, accurate diagnosis in each context
is key.

4.2 How to design better programs?

Fragile states are tough places to plan and program. There are few data, arguably each
fragile situation is unique, and often the situation is changing. The drivers of con�ict, the
constraints to prosperity, and what states and aid can do about it are largely unknown.

How can one plan and program in this environment? How can a large bureaucracy�be it a
government or the World Bank or a large nonpro�t�develop systems for learning and scaling
what works in fragile, uncertain environments, and changing course as new info comes in?

As we discussed above, many programs do not take into consideration the binding constraints
in the design of interventions. Mostly these are unknown. While there is increasingly strong
evidence that capital is important, it is not true in every context. In Liberia, in the absence
of property security, the gains were short-lived. Among farmers in Ghana, capital was not
much help without insurance.

We suggest a few possible guidelines for policymakers.

122See World Bank (2015b). Another World Bank report on employment in Africa, however, makes a
similar case to our own: that the returns to skills interventions have been low, while investment in household
enterprises seems quite promising (Filmer et al., 2014).
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4.2.1 Clarify who the policy should target, and for what purpose

We have discussed employment programs that aim to relieve the worst forms of poverty,
programs that aim to grow the most promising young entrepreneurs, and programs to de-
ter violence. These goals imply reaching di�erent target groups. The poorest and most
vulnerable groups in a population are seldom the high-risk ones. Instead they may include
those that are less likely to instigate or participate in violence, such as young girls or single-
mothers, and families with high dependency ratios. Clarifying the target group is important
in designing the program.

This will inform which types of constraints are most likely to be binding and so where
diagnosis needs to be focused. Di�erent interventions may be more or less appropriate for
di�erent target groups. Taking this into consideration can help shape the design of early
pilots and ensure that the program becomes context-relevant. Often programs have far
reaching or ill-de�ned goals that do not di�erentiate these objectives, which leads to results
that show little improvement on either objective.

4.2.2 Help current and future diagnosis by developing panel data

We believe employment programs fail because they are based on faulty assumptions and
diagnosis. One solution is more diagnostic analysis, for which we need data. In high- and
middle-income countries, people's understanding of labor markets and employment programs
was revolutionized by administrative data and panel surveys. They also enable program
evaluation when experiments are not possible. All the NREG lessons are drawn from such
data in India.123

The systematic collection of data will help identify the binding constraints in the economy.
In particular surveys of a panel or longitudinal nature can help the understanding of rela-
tionships between di�erent factors of production, such as capital, skills, information, and
reveal where there are immediate opportunities to address market failures and improve in-
come generation. For example, they can show which groups have been able to start up and
sustain small enterprises or access jobs in the formal sector, and what factors may have con-
tributed to these outcomes. It can also help us understand violent and illicit activities. For
example, above we discussed panel studies in the US that �rst demonstrated the portfolio
nature of criminal and non-criminal work, and the fact that the portfolio mix responds to
small changes in wages.

Even so, in some situations implementation may trump diagnostics. For example, if there
is a dearth of information and the situation is particularly volatile, panel data may not
be appropriate. It will not provide speedy answers and may become outdated quickly.
Small-scale pilots that provide context-relevant information about the e�ectiveness of speci�c
program can be far more useful. We turn to this next.

123Many countries lack the systematic collection of labor force, or enterprise data, and some even have
sparse household data. When data is collected it does not always have the coverage needed to understand
the informal sector where many of the poorest are working. Furthermore, the lack of panel data, where the
same people and households are covered over time, makes it di�cult to identify how changes in education,
skills or capital in�uence welfare, earnings and employment.
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4.2.3 Implementation trumps diagnostics?

Some of the studies discussed in this paper�the large YOP program in northern Uganda,
or the Job Corps study in the US�evaluated existing programs when they were already
at scale. Other studies however�AoAV's agricultural program for Liberian ex-combatants,
the STYL program that o�ered behavioral therapy and cash to high risk Liberian men, or
the WINGS program that targeted women in northern Uganda with cash�were small-scale
interventions being piloted and tested to see what works, often turning di�erent program
components o� and on.

Informal, small-scale piloting is routine in engineering and other private sector ventures. In
social services, the analogy is testing di�erent programs among small cohorts of recipients
before they are taken to scale. It is a reasonable question: Why would anyone scale an
unproven program to tens of thousands of people, when they could �rst test several designs
with dozens or hundreds? The answer, it seems, is that this is hard to do in the current
institutional structures that deliver development programs. But the answer should surely be
�some small-scale trial and improvement should be done� rather than the status quo, which
is almost zero.

Karl Popper likened this approach to something he called the piecemeal social engineer.
Tinkering at small scale with many things. This is a form of experimentation. It need not
involve randomized trials or rigorous research, although we have seen the bene�ts that such
research brings.

Trial and error can also help when programs attempt to address multiple constraints simul-
taneously. While it is clear that relaxing one constraint alone will not be e�ective if multiple
constraints bind, trying to address multiple constraints at once over a large target popula-
tion is ambitious. Starting with a smaller population and testing out strategies to relieve
di�erent constraints in di�erent combinations is an important approach. The STYL study
in Liberia, that looked at cash alone, therapy alone, and the two in combination, is a good
example of this.

A oft-stated concern is that this type of approach�piloting, and improving design, before
taking to scale�can be particularly di�cult in low-capacity environments, where local sta�
may have limited technical and operational experience levels and government institutional
structures can change. We argue that in such environments experimenting and piloting may
be even more useful. Not only are they valuable since there is a scarcity of data and a
limited number of existing studies, but piloting through rolling out a program incrementally
may provide a great opportunity to build operational capacity and technical knowledge.
Furthermore, this approach can help mitigate unforeseen risks that may be speci�c to fragile
states and provide bene�cial �exibility to respond to unexpected circumstances.

4.2.4 Cross-country studies of promising models

Finally, some ideas have already been piloted. Two questions remain: (1) what components
are cost-e�ective? and (2) do the programs work more generally and at scale?
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Take the example of capital-centric programs. While we know that an expensive package of
interventions increase earnings a great deal, we don't know how much is do to cash, training,
mentoring, or some other component. Skills training and mentoring are time-intensive, tend
to be expensive, and could reduce the cost-e�ectiveness of the program. We also don't
know whether large-scale transfer programs have positive spillovers, by increasing demand,
or negative ones, by crowding out other entrepreneurs.

Take another example: CBT and employment. It remains to be seen whether violence falls
more, and more permanently, when combined with e�ective employment interventions. And
it's not clear whether it works when gangs are competing for the same young men, or when
a larger and larger proportion of a city's criminal population is treated.

These programs are so basic, ubiquitous, and potentially impactful that there are huge social
returns to getting the answer right. One way to do this is a multi-country trial that tests
the cost-e�ectiveness of components in di�erent combinations.

Imagine testing three interventions: a cash grant of $200, a skills training program (of
business or simple vocational skills), and a third �X-factor� that relieves some other constraint
on small enterprise growth (such as poor self-control, property rights protections, or social
capital and mentorships, as many possible factors limit business growth in addition to scarce
capital and credit). A study could o�er the same eight treatment arms in four countries, to
varied populations of the underemployed:

1. Grant

2. Grant + training

3. Grant + mentoring

4. Grant + training + �X-factor�

5. Training + �X-factor�

6. Training

7. �X-factor�

8. Control group

With 250 to 500 people per treatment arm in each country, this hypothetical program would
serve 8,000 to 16,000 people across the four countries. In principle, $10 to 15 million could
pay for interventions and one year of data collection (depending on the countries and the
cost of interventions).124

The sums invested in programs without such evidence is simply staggering�nearly a billion
dollars per year in training alone, via the World Bank alone. Yet what little evidence we

124This �gure is based on a $200 cost per program component per person, a $60 per person survey cost,
a baseline and three endline surveys, and program and research design, management and analysis costs of
about 40% of program and survey costs.
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have questions whether most of these programs had positive e�ects on employment. We also
have virtually no evidence on cash-for-work programs. And no one is sure how to make cash
transfers more e�ective and sustainable. This is an incredible state of a�airs that demands
new priorities, new strategies, and new research.
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