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Summary. — This paper proposes an additional extension to the traditional Benefit Incidence Analysis (BIA) that links fiscal policies
with the concept of equality of opportunities. This new approach, “Opportunity Incidence Analysis” (OIA), is then piloted on three
countries, Zambia, Tajikistan, and Paraguay. Three main contributions stand out: first, OIA complements traditional BIA, but increases
its analytical resolution by incorporating other circumstances to incomes alone. Second, opportunities and circumstances can be used to
target public spending with higher precision. Third, microsimulations can be used to understand the cost-effectiveness of alternative
spending interventions that seek to improve equality of opportunities.
� 2014 Published by Elsevier Ltd.
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1. INTRODUCTION

It is well known that the composition and distribution of
public spending and tax burdens affect poverty and inequality.
A key result that emerges from the prolific literature on the
links between fiscal policy and distribution 1 is what Lustig
et al. (2011) call the “conventional wisdom.” First, the higher
use of direct taxes tends to make the final distribution of
income more equal—that is, direct taxes generally tend to be
progressive. The reverse is true for indirect taxes. On the
expenditure side, direct cash transfers, in-kind transfers, and
expenditure programs in social sectors tend to be more pro-
gressive if they are adequately targeted and implemented.
There are, however, multiple reasons why these general results
may vary from country to country (Bastagli et al., 2012; Lustig
et al., 2011), ranging from a host of economic and institutional
factors—such as decentralization of public finance or extent of
the informal sector—to long-term and short-term consider-
ations—such as the lifecycle or emergence of a cadre of “new”
poor during crisis periods (Fullerton & Rogers, 1991; Habib,
Narayan, Olivieri, & Sanchez-Paramo, 2010).

In addition to context-specific considerations that question
the conventional wisdom, there are also analytical concerns
regarding the links between fiscal policies and distribution.
Decades of distributive analysis of fiscal policies show that
these analyses still overlook important distributional effects
of other public policies and long-term and transitory crisis-
related effects, and require more resolution in the identification
of vulnerable groups (typically mashed in quintile and deciles
of income, consumption, or wealth). Unfortunately, there are
currently no methodologies that can factor in all of these
dimensions. This study provides a framework to fill in some
of these gaps, in concrete, the identification of vulnerable
groups and the incorporation of longer term effects—those
related with equality of opportunities—at the center of the
incidence analysis.

The proposed framework shares the mechanics of tradi-
tional Benefit Incidence Analysis (BIA), but replaces its assess-
ment of the distribution of outcomes (that is, income,
consumption, or wealth) for that of opportunities. The new
framework, Opportunity Incidence Analysis (OIA), groups

individuals by their distinctive circumstances rather than their
reported income, consumption, or wealth. Interestingly, OIA
does a better job at assessing distributional diagnostics than
traditional BIA. Also, it does more than diagnostics: it can
also provide specific policy advice in terms of targeting and
public spending reforms.

Section 2 describes the concept of equal opportunities and
links it conceptually with the analysis of fiscal policies. Sec-
tion 3 presents the new OIA technique and compares it with
traditional BIA. OIA is then tested using information from
three countries, Paraguay, Tajikistan, and Zambia, all of
which represent very different contexts, but share the data
and capacity limitations that are typical of low- and lower
middle-income countries. Section 4 shows that—contrary to
traditional BIA—OIA can also be used for purposes other
than diagnosis. This paper highlights two concrete policy
applications for OIA: the first improves the resolution of exist-
ing targeting exercises, and the second simulates the impacts of
alternative public spending reforms on the distribution of edu-
cational opportunities. Section 5 concludes with a discussion
of how OIA adds to the existing body of work on equality
opportunities and complements the policy debate.

2. TOWARD AN OPPORTUNITY INCIDENCE
ANALYSIS

(a) Equality of opportunities

Relatively recent literature on equality of opportunities
provides a promising extension to the traditional focus on

* The author thanks Ana Abras, Alejandro Hoyos, Pamela Kabaso, Lucia

Madrigal, Jorge Martinez-Vazquez, Ambar Narayan, and Pablo Suarez-

Becerra for continuous advice and revisions at several stages of this work.

Special thanks to Pablo Suarez-Becerra for excellent assistance. The paper

has also benefitted from valuable comments and feedback from partici-

pants of multiple presentations and reviews by many colleagues. Remain-

ing errors are entirely the responsibility of the author. Final revision
accepted: May 1, 2014.

World Development Vol. 62, pp. 106–124, 2014
0305-750X/� 2014 Published by Elsevier Ltd.

www.elsevier.com/locate/worlddev
http://dx.doi.org/10.1016/j.worlddev.2014.05.003

106

http://dx.doi.org/10.1016/j.worlddev.2014.05.003
http://crossmark.dyndns.org/dialog/?doi=10.1016/j.worlddev.2014.05.003&amp;domain=pdf


equality of outcomes—related to incomes, consumption,
health, and education— that has dominated distributive inci-
dence analysis. 2 The framework of equality of opportunities
is based on several key concepts: the objective is the goal that
equal opportunities are expected to achieve (say, universal
access to education), while circumstances are the attributes
of an individual’s environment (either social, genetic, or bio-
logical) that affect the achievement of the objective, but are
beyond the control of the individual and for which society can-
not regard him or her responsible. Effort refers to individual
behaviors and decisions that, together with circumstances,
determine the extent to which an objective was accomplished.
Equality of opportunities prevails when an objective or oppor-
tunity is achieved with the same level of effort across different
circumstances. 3

Achieving equal opportunities within a society can be con-
ceptualized within a simple production function approach. 4

Let us assume that the extent of equal opportunities in a given
society is a function of:

Opportunitiesij ¼ f ðinputsij; policiesjÞ

where i = {1,. . .,n} are the groups determined by all possible
combinations of circumstances, and j = {1,. . .,s} refers to
access to each of several basic services or opportunities. Both
individuals and governments provide inputs into this frame-
work: individuals, or groups of them, provide different levels
of effort; governments choose policies—broadly understood
to include public spending, sectoral interventions, regulation,
governance, and institutions—toward the achievement of an
equity goal. 5 Societies—either collectively, through demo-
cratic means, or else by elites’ choices—determine the extent
to which equal access to basic services is a desirable objective.
If this is the case, personal circumstances of individuals will
not determine whether they have access to basic services:
rather, only preferences and/or talent will determine access.
If that is not the case, factors outside the control of individu-
als’ decisions, such as their gender or place of birth, for exam-
ple, will affect their access to such basic services and, more
broadly, equal opportunities.

Several strands of opportunities literature can be compared
using this production function conceptual approach. More
concretely, each strand emphasizes different aspects of the pro-
duction function. Table 1 compares the similarities and differ-
ences of these strands. In the first approach, van der Gaer
(1993), Ooghe, Schokkaert, and Van de Gaer (2007), Hild
and Voorhoeve (2004), and Cogneau and Mesplé-Somps
(2008) restrict the equality of opportunities concept to when
distribution of expected earnings is independent of social ori-
gins (typically proxied by parental education and/or parental
labor occupation) and, in some cases, of geographical loca-
tion. A second and somewhat different analytical approach
develops nonparametric statistical tests—particularly stochas-
tic dominance tests—to conclude whether or not a distribution
of incomes or consumption is compatible with equal opportu-
nities. Leblanc, Pistolesi, and Trannoy (2008) define equality
of opportunity as the situation where income distribution,
conditional on social origin, cannot be ranked according to
stochastic dominance criteria (again, social origin is defined
by parental education and/or occupation).

A final approach estimates the Human Opportunity Index
(HOI) developed by Paes de Barros, Ferreira, Molinas, and
Saavedra (2008) and Molinas, Paes de Barros, Saavedra, and
Giugale (2010) (see Appendix A). The HOI measures the
extent to which a society progresses toward universal access
to basic opportunities. The index synthesizes in a
single indicator how close a society is to universal coverage
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