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@ Foreword

The 1990s began with a great surge of hope.
Democracy swept across Eastern Europe and
the Soviet Union. The Berlin Wall came
down. Germany was reunited. One-party
systems were on the retreat in Africa. A new
era of human rights and political freedom
seemed to be dawning.

These hopes were brutally dashed when
Iraq invaded Kuwait. But the world by then
was already a new world—a world free of the
East-West divide. The international commu-
nity, through the United Nations, joined
forces to condemn and repulse the aggres-
sion. Now a long and costly rehabilitation
process must take place. And it is our historic
and moral obligation to draw the cotrect les-
son from the recent past: it takes years, de-
cades, generations of people to build devel-
opment. It may take only seconds to destroy
it all. Development needs peace.

The framework for strengthened inter-
national cooperation in support of global se-
curity exists in the United Nations. It can
provide the platform for member states to
build a new world—a world of peace and
development. We now have the opportunity
to rediscover the exciting promise of the be-
ginning of the 1990s and to recapture the
peace dividend that was tragically lost in the
shifting sands of the Gulf region.

Humzan Development Report 1991 holds a
mirror to the world events of the past year. It
is about the sensible reallocation of resources
to serve humanity better by involving as many
people as possible in the creative use of those
resources rather than only a few vested inter-
ests. It is about participatory development
where people are placed at the centre of all
decision-making. It is about human freedom
where the creative energies of the people are
unleashed to generate economic and social
opportunities for themselves and for their

societies. And it is about the process of hu-
man development whose main aim is to de-
velop and use all human capabilities.

The Report, for the first time, includes a
human freedom index. Though freedom is
hard to quantify or to measure, no measure
of human development can ever be complete
without its inclusion.

The Report also examines the availability
of financial resources for implementing hu-
man goals. And it comes to a radical conclu-
sion: lack of political commitment, rather than
lack of financial resources, is usually the real
cause of human neglect. There are far too
many examples of wasted resources and
wasted opportunities: rising military expen-
ditures, inefficient public enterprises, nu-
merous prestige projects, growing capital flight
and extensive corruption. Most budgets can
accommodate additional expenditure for
human development if priorities are recast.
But that is an important “if”. Entrenched
power structures can frustrate enlightened
reforms. That is why this report identifies not
only the wide scope for restructuring public
sector budgets, but also a political strategy to
engineer such changes.

While the focus of the Report is on pub-
lic spending for human development, the
synergistic relation between the private and
the public sectors becomes clear. If markets
function well and if there is an enabling policy
framework for private initiative and broad-
based, participatory development, people are
in a position to meet their own needs. Par-
ticipatory development is the key to economic
growth and human development.

The real challenge in the 1990s is to
translate the human development concern
from a concept into reality. The path ahead is
to design sound country strategies for human
development, to strengthen the data base for



planning and monitoring and to highlight the
human development concern in aid alloca-
tions and policy dialogue. The Report makes
several concrete suggestions for this purpose.

As was the experience with the first Re-
port, the 1991 Report has also emerged from
United Nations systemwide cooperation. I
am personally grateful to all the specialized
agencies and other organizations in the UN
system, including the World Bank and the
IMF, for their willing and gracious support
for the preparation of this report.

Human Development Report 1991 has
been prepared by a team composed of UNDP
staff members and eminent outside consult-
ants. It was compiled under the guidance
and leadership of Mahbub ul Haq, former
Finance and Planning Minister of Pakistan,
in his capacity as my Special Adviser. I con-

New York
1 May 1991

gratulate the team on the excellent contribu-
tion they have made to the international de-
velopment debate.

The validity of a report such as this de-
pends on its independence and intellectual
integrity. The views expressed in this report
are those of the team, and are not necessarily
shared by UNDP, or its Governing Council,
or other member governments of UNDP.

I am confident that this Report will con-
tribute to a spirited dialogue on the restruc-
turing of national budgets and aid
programmes, and will place human priorities
at the very heart of the development dia-
logue. UNDP stands ready to offer all neces-
sary support to developing countries to
translate their human development priorities
into action programmes.

\«Nésg—*\

William H. Draper ITI
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@ Overview

The lack of political commitment, not of fi-
nancial resources, is often the real cause of
human neglect.

That is the main conclusion of Husan
Development Report 1991. The Report is about
financing human development. A single
powerful idea runs through it—that the po-
tential is enormous for restructuring national
budgets and international aid in favour of
human development. The Report concludes
that much current spending is misdirected
and inefficiently used. If the priorities are set
right, more money will be available for accel-
erated human progress.

The concept of human development—
introduced in the first of these Reports last
year—established that the basic objective of
human development is to enlarge the range
of people’s choices to make development
more democratic and participatory. These
choices should include access to income and
employment opportunities, education and
health, and a clean and safe physical environ-
ment. Each individual should also have the
opportunity to participate fully in community
decisions and to enjoy human, economic and
political freedoms.

People’s priorities are not fixed for ever.
They change over time as circumstances and
aspirations change. And they must all be taken
together—with no single dimension pursued
at the expense of any other. Many policy-
makers frequently concentrate on just one
dimension—income. But this concentration
is at best an oversimplification and at worst a
gross distortion of reality.

Men, women and children must be the
centre of attention—with development wo-
ven around people, not people around devel-
opment. Moreover, development must be
participatory, and for this, people must have
the opportunity to invest in the development
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of their capabilities—in their health, educa-
tion and training. They must also have the
opportunity to put their capabilities to use—
to be fully involved in all aspects of life, to
express themselves freely and creatively.

Thus construed, development will help
enhance everyone’s individual and social
space—with two caveats. One is that the
essence of society is not unrestricted satisfac-
tion of individual choices, but the respect for
everybody’s potential, possibilities, needs and
interests. The second is that options for the
present generation should not be increased
by compromising the options for future gen-
erations. In short: development must be sus-
tainable.

The first Human Development Report
stressed that human development is clearly
possible. This much is evident from the
progress of the past three decades. Judged by
such basic indicators as life expectancy and
adult literacy, development has had successes.
Average life expectancy in the developing
countries increased by 16 years, and adult
literacy by 40%. True, a quarter of the people
in the developing world still lack many basic
necessities. But if development priorities are
properly set and political commitment is fol-
lowed by action, the remaining agenda is
manageable.

Human development requires economic
growth—for without it, no sustained im-
provement in human well-being is possible.
But while growth is necessary for human de-
velopment, it is not enough: High growth
rates do not automatically translate into higher
levels of human development. And firm policy
action is required to forge a closer link be-
tween economic growth and human devel-
opment,

Just as economic growth is necessary for
human development, human development is

The potential is
enormous for
restructuring
national budgets
and international
aid in favour of
human
development



Just as economic
growth is necessary
for buman
development,
human
development is
critical to economic
growth

critical to economic growth. This two-way
link must be at the heart of any enlightened
policy action.

The 1990 Report argued that the devel-
oping countries have the resources to meet
many of their development goals. This Re-
port takes the debate a stage further by
showing the potential for restructuring na-
tional budgets and foreign assistance to meet
human needs.

Those needs are still substantial—above
all in developing countries, as this year’s re-
view of the state of human development
points out:

*  Poverty—Qver one billion people live in
absolute poverty.

o Nutrition—Some 180 million children,
one in three, suffer from serious malnutrition.
*  Health—One and a half billion people
are deprived of primary health care. Nearly
three million children die each year from
immunizable diseases. About half a million
women die each year from causes related to
pregnancy and childbirth.

*  Education—About a billion adults can-
not read or write. Well over 100 million chil-
dren of primary school age are not in school.
¢ Gender—Disparities between men and
women remain wide, with female literacy still
only two-thirds that of males. Girls’ primary
enrolment rates are a little over half that of
boys’, and much of women'’s work still re-
mains underpaid and undervalued.

People in all developing regions share
these problems, but the most urgent prob-
lems tend to differ. In Latin America, South
Asia and the Arab States, poverty is rein-
forced by the very unequal distribution of
assets. The squeeze of external debt servic-
ing on the resources available for human de-
velopment is particularly severe in Latin
America. In Africa, almost two-thirds of the
people lack access to safe water, and fewer
than half the children attend primary school.
The problem of absolute poverty is increas-
ingly concentrated in Africa. Even in East
and South-East Asia, where overall economic
growth has been fast, half the people still lack
access to safe water and basic health care.

In the industrial countries of the North,
average income is much higher than in the
South, and almost everyone has access to
basic social services. But human deprivation

and distress have not disappeared. Indeed,
the analyses for the industrial countries and
the developing countries show many points
of similarity, although the extent and charac-
ter of deprivation are different:

*  Poverty—Over 100 million people live
below the poverty line in the industrial mar-
ket economies. If the USSR and Eastern
Europe are included, the number is at least
200 million.

*  Unemployment—In ten industrial coun-
tries, the rate is between 6% and 10%, and in
another three it is beyond 10%.

»  Gender—Female wages are, on average,
only two-thirds those of men, and women’s
parliamentary representation is but a seventh
that of men.

s Social fabric—In many industrial coun-
tries, the social fabric continues to unravel
fast—old cultural and social norms are disap-
pearing, with nothing cohesive to take their
place. The all-too-frequent result is isolation
and alienation. There is evidence of high rates
of drug addiction, homelessness, suicide, di-
vorce and single-parent homes.

Human development is a unifying con-
cern—for both the developing and the in-
dustrial countries. So, too, is the question of
development’s sustainability. Each generation
must meet today’s needs without incurring
debts it cannot repay: financial debts, by

- overborrowing; social debts, by neglecting to

invest in people; demographic debts, by al-
lowing unchecked population growth; and
environmental debts, by exhausting natural
resources.

Last year’s Report introduced the human
development index (HDI)—a more realistic
statistical measure of human development
than mere gross national product (GNP) per
head. The HDI merged income with life ex-
pectancy and literacy to give an overall figure
and ranking.

This year, a series of refinements to the
HDI improve and extend the original con-
cept in the following areas:

* A new HDI ranking—Knowledge is now
measured more broadly, not just by adult
literacy but also by mean years of schooling.
Moreover, income beyond the poverty level
is no longer considered to make no contribu-

~ tion and thus is given not a zero weight but a

progressively diminishing weight.
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The modified HDI leads to many inter-
esting conclusions. Among the industrial
countries, Japan still enjoys the highest rat-
ing, and Romania is at the bottom. Among
the developing countries, Barbados leads the
HDI ranking, with Sierra Leone in the lowest
position.

For 26 countries, the human develop-
ment index rank is 20 or more places lower
than the per capita income rank, showing
that they have considerable potential to im-
prove their human development levels by
spending their national incomes more wisely.
*  Gender disparities—Separate HDIs have
been prepared for women and men for 30
countries having enough information. They
show that gender disparities are wide in most
developing countries. In Kenya, the female
HDI is only half the male HDI. In the indus-
trial countries, gender disparities have nar-
rowed (especially in basic education)—but
they are still wide in tertiary education, labour
force participation and wage rates. In Japan,
the share in national income that females
earn is only 26% that of males.

The gender-sensitive HDI, developed on
the basis of the female and male HDIs, con-
firms previous findings. Gender discrimina-

tion is a worldwide problem. It is especially

harsh where resources are scarce—in the
poorer developing countries. But even coun-
tries like Japan and Switzerland see their HDI
values plummet when gender disparities are
taken into account.

*  Income distribution—For countries with
wide gaps between rich and poor, national
averages are misleading. So, HDI estimates
sensitive to income distribution have been
prepared for 53 countries. These indicate

that the value of human development

achievements diminishes greatly when they
are unequally shared. The HDIs in several
countries—including Nepal, Brazil and Cote
d’Ivoire—drop by more than 10% when ad-
justed for income distribution, and a fifth of
the countries drop by more than 5% when
similarly adjusted.

*  Human progress—An attempt to measure
changes in human development over time
(between 1970 and 1985) shows that many
of the least developed countries in Africa
made good progress in human development
during 197085, even when their per capita
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GNP growth rate was low or negative.

*  Human freedon=—A human freedom in-
dex (HFI) is presented for 88 countries. Al-
though much further research is necessary, a
first, tentative conclusion can be drawn: high
levels of human development tend to be
achieved within the framework of high levels
of human freedom.

The signs for further progress are en-
couraging: Half the countries (14 of 38) that
ranked low on human freedom in the mid-
1980s have since made important strides to-
wards democracy. Human development
stands to gain from this. Its very objective of
increasing people’s choices could not be
achieved without people actually being free
to choose—what they want to be and how
they want to live.

All these improvements make the HDI
more useful and give a better understanding
of the patterns of socio-economic progress.
But they are still only first steps in a continu-
ing process of refinement. There is some way
to go before the HDI can be confidently
used to interpret reality and make key policy
decisions.

Returning to the major theme of this year’s
Report—the financing of human develop-
ment—the main conclusions are as follows.

1. Economic growth for human
development

The best way to achieve human development
is to promote more equitable economic
growth and more participatory development.

During the 1980s, countries throughout
the world increasingly relied on private initia-
tive and market mechanisms to promote faster
economic growth and improve quality of hu-
man life. The moving agents behind this
growth are manifold. Among the more im-
portant are the many small businesses that
provide income for the rapidly growing labour
force, stimulating private savings and enabling
investments to increase people’s productivity.

The best way to promote human devel-
opment is to increase the national income
and to ensure a close link between economic
growth and human well-being. This approach
is exemplified, in part, by the recent experi-
ence of newly industrializing economies of

East Asia. Their efficient, broadly based and

High levels

of human
development
tend to be
achieved within
the framework of
high levels of

human freedom



The main task is to
invest in people,
liberating their
initiative

employment-intensive economic growth was
backed by social services for those who for
various reasons were unable to earn their
own living.

The need for economic growth, private
enterprise and participatory development is
also exemplified by the experience of the
countries of Eastern Europe, which engaged
in high public spending and ignored the need
for mobilizing private initiative, while limit-
ing economic and political freedoms. They
have since changed. Now their policies focus
on privatizing state enterprises, promoting
small and medium-size enterprises and at-
tracting foreign investment.

Growth is particularly needed where it
has been lacking. For many of the least de-
veloped countries, sustained human devel-
opment cannot be envisaged without a broad
range of actions to increase people’s capabili-
ties and opportunities. This involves not only
mobilizing and developing human capacities
but also investing in order to expand and
diversify the economic base—and eliminat-
ing the barriers to equal opportunity. The
emphasis should be on creating profit incen-
tives for farmers and small enterprises—and
on rural development, infrastructure build-
ing and sustainable development.

Without such action, no human develop-
ment can be sustained in the longer run.
Economic growth has to reach people, and
people have to contribute to growth. Both
nationally and internationally, economic
growth with human development will, in the
longer term, depend on achieving a better
match between economic opportunities and
people’s needs.

Today, 77% of the world’s people—in
the South—earn only 15% of the world’s
income. For them, the external shocks and
deteriorating terms of trade have been dev-
astating. In the highly indebted middle-in-
come countries and in Africa, the terms of
trade have worsened by almost 25 percent-
age points over the past decade. The plight of
the least developed countries in trade is even
worse—with their share in world exports de-
clining by two-thirds, from 1.5% to 0.5%,
between 1965 and 1988. Nor are their pros-
pects bright, given their lack of economic
diversity and their weak capacity to react to
(positive and negative) external shocks and

changing international markets.

These serious trends need urgent atten-
tion. The main task is to invest in people,
liberating their initiative. Another is to open
global opportunities—to increase the pro-
ductivity and competitiveness of developing
countries, especially the least developed.

2. Optimizing human expenditure

Adequate income-earning opportunities—
and properly directed public spending on hu-
man priority needs—are essential components
of the path to human development.

Not all countries may be able to emulate
the employment-intensive growth of the newly
industrializing economies of East Asia, Many
countries face slow or stagnant economic
growth. And many may find it difficult in the
short and medium term to correct inequi-
table patterns of income distribution through
such measures as land reform, Population
pressure on scarce developmental opportu-
nities and social services would continue even
if more determined efforts were made to
check population growth.

Policy action is required to meet all these
challenges—through private and public
spending.

People should, above all, be enabled to
spend on social services. Data on private
spending on human development are scarce.
But for the countries having information, pri-
vate social spending often exceeds the pub-
lic. And the figures on private spending do
not even reflect the in-kind contribution of
household members, particularly women, to
human development.

While private spending on human devel-
opment is quite important in both develop-
ing and industrial countries, the public sector
often plays a critical, complementary role,
especially where incomes are low and basic
human needs would otherwise remain unmet.
But public action in support of human devel-
opment can take several forms. It can be
policy action aimed at activating private ini-
tiative. It can be the provision of public fi-
nance to subsidize privately run services. Or
it can be public finance for publicly run
programmes. Whatever the approach or mix
of strategies adopted, past development ex-
perience shows that markets alone cannot
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ensure good human development; and nei-
ther can overextended public sector spending,
because it is not sustainable.

3. Restructuring national budgets

Nearly $50 billion a year—about 2% of the
GNP of the developing countries—could be
released for more productive purposes. Much
of this could come from freezing military
expenditure, which absorbs 5.5% of the GNP
of the developing world. In some of the
poorest countries, this spending is at least
twice that on health and education—as in
Angola, Chad, Pakistan, Peru, Syria, Uganda
and Zaire.

Added savings could come from:

* Halting capital flight—For the Philip-
pines, capital flight was equal to 80% of its
outstanding debt between 1962 and 1986, In
Mexico and Argentina, an amount equal to
at least 50% of the money borrowed in the
past 15 years has flown out again.

*  Combating corruption—In Pakistan, the
illegitimate private gain from one’s public
position is unofficially estimated at 4% of
GNBP. Estimates of corruption are even higher
for many other countries.

*  Reforming public enterprises—The losses
public enterprises make in Cameroon, for
example, exceed the total oil revenue of the
government.

*  Reducing internal policing—Increased at-
tention to human development could, in many
countries, reduce socio-economic disparities,
crime, political pressures and the need for
policing.

All these issues are very much in the
hands of the developing countries, which have
to make more sensible use of their funds—
and stop preventable losses from their debt-
strapped economies.

But one major element of restructuring—
external debt—is largely outside their con-
trol. For many countries, external debt now
exceeds their total GNP—including Laos,
Egypt, Bolivia and Mozambique.

Debt repayments take a large share of
government budgets. The Philippines spend
36% of its central budget on debt servicing—
compared with 22% for social services. Jor-
dan devotes 39% to debt service and 18% to
social services. Mexico spends 20% on debt

OVERVIEW

service and 18% on social setvices.

These high percentages give some indi-
cation of the funds that reducing the burden
of external debt could release. But another
issue is equally pressing: internal debt.

Internal debt, money owed by a govern-
ment to its citizens in its own currency, has
not received much international attention.
Yet the internal debt now exceeds the exter-
nal debt for many countries—including In-
dia, Pakistan, Malaysia, Singapore and the
Philippines.

Developing country governments could
take many steps to ease the internal debt
burden: reducing budgetary deficits, lower-
ing interest rates, swapping debt for equity in
public enterprises, introducing a withholding
tax on interest yields and indexing capital
values in exchange for reduced current inter-
est payments. But each leads to many painful
choices.

Countries that restructure their national
budgets need a clear strategy and a concrete
plan of action. They have to analyse the insti-
tutional and political obstacles to reform—
and design realistic proposals for overcoming
them.

Such policies and strategies should not
be confined to developing countries. The rich
countries, too, have made puzzling decisions
on the allocation of national resources. Some
of them steadily reduced their spending on
social priority areas during the 1980s. True,
the private spending on human development
in these countries is considerable. But
complementary public funding could have
helped tackle urgent social problems, rang-
ing from homelessness to drug addiction, from
pollution to the decline of public transport
systems. Achieving the proper balance be-
tween private and public spending—and
within public spending—is critical for many
industrial countries in tackling the accumu-
lating social and human agenda.

4. Reallocating social expenditures

To develop a sound basis for analysing public
spending on human development, countries
should monitor four ratios:

»  The public expenditure ratio—the per-
centage of national income that goes into
public expenditure.

Nearly $50
billion a year can
be released in
developing
countries for
more productive

purposes
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»  The social allocation ratio—the percent-
age of public expenditure earmarked for so-
cial services.

*  Thesocial priority ratio—the percentage of
social expenditure devoted to human priority
concerns.

»  The human expenditure ratio—the per-
centage of national income devoted to hu-
man priority concerns.

The human expenditure ratio is the
product of the first three ratios. A powerful
operational tool, it allows policy-makers who
want to restructure their budgets to see clearly
the available options.

If public expenditure is already high (as
in many developing countries) but the social
allocation ratio is low (as in Indonesia), the
budget will need to be reassessed to see which
areas of expenditure could be reduced. Mili-
tary spending, debt servicing, prestige projects
and loss-making public enterprises would all
be likely candidates.

If the first two ratios are comparatively
high but the ultimate human development
impact is low (as in Pakistan), the social pri-
ority ratio must be increased. For the poorest
countries, this is likely to involve arranging a
better balance between curative hospitals and
primary health care, between universities and
primary schools, and between focusing atten-
tion on the cities and on the rural areas,
where the majority of poor people live.

If the problem is a low public expendi-
ture ratio (as in Bangladesh), raising this—
and therefore raising revenue—could be an
essential part of the strategy.

Careful examination of the human ex-
penditure ratios for many developing coun-
tries suggests several policy conclusions:

*  The human expenditure ratio may need
to be at least 5% if a country wishes to do
well on human development.

*  Countries can achieve this in different
ways, both efficient and inefficient. An effi-
cient option is to keep the public expendi-
ture ratio moderate (around 25%), to allo-
cate much of this to the social sectors (more
than 40%) and to focus on the social priority
areas (giving them more than 50%). An inef-
ficient option is to withdraw a large part of
national income into the public sector, to
depress private investment and initiative and
to restrict economic growth and resource ex-

pansion. In several cases, total public expen-
diture can be cut (perhaps encouraging more
private investment) and yet the government
can spend more money on human concerns.
¢ Government spending need not be ex-
tensive if GNP growth is high and rather
equitable—or if the private sector and non-
governmental organizations (NGOs) are ex-
tremely active in social spending,

*  High government spending with low so-
cial priorities is the worst case. If over 25% to
35% of national income is channelled through
the government budget, and yet less than 2%
of GNP goes into human priority concerns
(as in Brazil, Thailand and Sierra Leone), this
is the worst of all possible worlds. The public
sector is huge, yet the majority of the people
do not gain.

*  Several countries have moved beyond
basic priorities. Mauritius, Sri Lanka,
Singapore, Argentina and the Republic of
Korea may have only a moderate human ex-
penditure ratio when the priorities consid-
ered are basic ones. But they already have
high levels of human development and can
therefore shift their focus to social services at
the higher levels.

The human expenditure ratio should be-
come one of the principal guides to public
spending policy. But a high public expendi-
ture ratio can be avoided. When resources
are tight, greater attention must be paid to
allocation priorities and efficiency in spend-
ing. It is wrong, however, to confuse a plea
for greater efficiency with indifference to
economic growth or the mobilization of ad-
ditional resources. It is ultimately the actual
level of human expenditure per head that
really counts. But the best argument for hav-
ing more resources go to human develop-
ment is to spend the existing resources well.

5. Cost savings and efficiency

Most countries could use existing resources
more efficiently—by adopting more decen-
tralized, participatory approaches to devel-
opment, by making prudent economies and
reducing unit costs, by charging many users
for the benefits they receive and by encour-
aging private initiative in both the financing
and delivery of social services.

Many countries have adopted measures
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along these lines. There now is an interna-
tional body of experience from which every-
one can learn something relevant to their
own circumstances. Here are just a few of
the lessons.

* Involving the community—A community
self-help water programme in Malawi—in
which the government provides equipment
and training, and the community provides
labour for construction and maintenance and
local leaders are involved in planning and
design—benefits over one million people.

* Imvolving NGOs—It is often taken for
granted that the provision of social services is
the government’s responsibility. This need
not be so. The current trend is towards
greater involvement of private organizations
in the provision of services. The trend is to-
wards choices and away from standardiza-
tion, towards smaller-scale and away from
centralization. NGOs are important in all
this. The Bangladesh Rural Advancement
Committee (BRAC) schools in Bangladesh
provide primary education annually for only
$15 per pupil. The cost has been kept down
in several ways—among them, involving vil-
lage leaders and parents, using simple class-
rooms and allowing some instruction to be
given by teachers who have limited training.

*  Improving management—Simple manage-
ment changes in the principal hospital in
Malawi could lead to savings of two-fifths in
recurrent non-salary expenditures.

o Using double-shift schools—Zambia has
used double (and even triple) shifts in class-
rooms to reduce its capital costs in education
by almost half,

*  Concentrating on basic drugs—~Average
medicine consumption in developing coun-
tries was $5.40 per head in 1985. Yet basic
and essential drugs need cost only $1.00 per
head, and an even more basic list could be
provided for $0.25.

*  Food subsidies—An important social ser-
vice in many developing countries, food sub-
sidies can be a vital tool for transferring in-
come to the poor and for improving their
nutritional status. The challenge is to target
the subsidies so that they support the nutri-
tion of the poor most efficiently. There are
trade-offs, of course: the more narrowly tar-
geted a programme, the greater the risk that
some of the most vulnerable may be missed.
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Subsidizing basic commodities that are mainly
consumed by the poor, providing free school
meals and distributing food through health
clinics can be very effective and efficient.

*  Cheaper technology—A pump and well-
construction project in India now allows
people to pump water from a deep well for
capital costs of less than $1.00 a year per
user,
Limited funds can be stretched by ex-
ploiting these ideas and others. The potential
for achieving both greater efficiency and
greater effectiveness is clear when one looks
at the costs for the same services in different
countries.

Another approach to reducing costs for
the public sector is to charge users for the
services they receive. User charges have pro-
duced mixed results in developing countries,
so far recovering only a modest proportion of
costs. Their success or failure often depends
on the sector in question. User fees for trans-
port and communication appear to have fewer
disadvantages than user fees in the social
SeCtors.

In most African countries, user fees have
recouped less than 5% of government expen-
diture on health—the higher performers be-
ing Ethiopia (12%), Mauritania (12%) and
Ghana (15%). In most Asian countries, fees
have recovered less than 5% of primary edu-
cation costs. Only in secondary and higher
education are the recovery rates beyond 10%.

One problem is that even modest charges
can exclude users from the services, So, many
governments prefer to offer primary health
care and primary education free—partly as a
public good, partly to enhance equality of
opportunity, but mainly to meet the basic
needs of their citizens.

The review of development experience
shows that the following principles are useful
in designing human development pro-
grammes:

*  Primary education—Primary education is
a basic human right and should be provided
free. There is also a case for providing public
secondary education free. But tertiary educa-
tion is a different matter: it is expensive and
covers only a small proportion of the popula-
tion, generally from the upper income groups.
User charges may therefore be appropriate
here—if they are combined with a system of

Food subsidies can
be a vital tool for
transferring income
to the poor
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loans and scholarships for the needy.

* Health care—Access to primary health
care should be universal and free. Govern-
ments should aim to make savings in this
area by adopting an essential drugs pro-
gramme, based on competitive bidding on
the open market—and on making the distri-
bution system more efficient. They should
nevertheless charge for certain kinds of hos-
pital treatment.

»  Water and sanitation—Cross-subsidies
should be introduced, with poorer neighbour-
hoods paying less for their services, and richer
areas more.

*  Local use of revenue—1If charges are made
for any service, the revenue should be used
to benefit priority services, especially at the
community level, so that people can see an
improvement in the services they pay for.

6. International aid

Aid programmes offer great potential for re-
structuring. The pay-off could be enormous.
If only one-third of today’s aid were commit-
ted to human priority areas, the aid allocation
to these areas would increase fourfold.

Aid budgets, like government expendi-
ture, can be analysed through four ratios:
*  The aid expenditure ratio—the percentage
of a donor’s GNP going to development aid.
»  The aid social allocation ratio—the per-
centage of each donor’s aid that goes to the
social sectors.
*  The aid social priority ratio—the percent-
age of social sector aid committed to human
priority areas.
» The aid human expenditure ratio—the
product of the three foregoing ratios, and
thus the percentage of a donor’s GNP going
to human priority areas in recipient coun-
tries. For aid donors as a whole, this is a tiny
figure—0.026% of their combined GNP.

The arithmetic is simple. The official de-
velopment assistance (ODA) for all coun-
tries currently represents 0.3% of their com-
bined GNP, Of this, 23% went to social
sectors in 1989, and of the social sector
spending, 37% went to human development
priority areas. In education, only 7% went to
primary schooling. In health, only 27% was
for primary health care. And in water supply
and sanitation, only 19% went to rural areas.

These averages naturally conceal signifi-
cant differences among donors. The Nordic
countries devote over 0.9% of their GNP to
aid, and their aid human expenditure ratios
range between 0.05% and 0.11%—many
times the overall average for donors. The
USA, by contrast, commits only 0.15% of its
GNP to aid. And much of this goes as de-
fence support to Israel, Egypt, Turkey, Paki-
stan and the Philippines. As a result, its aid
human éexpenditure ratio is only 0.01%.

Some people argue that it does not mat-
ter if aid itself misses priority targets, that any
aid will permit the recipient government to
release funds to spend elsewhere. Plausible
in theory, this is often wrong in practice.

For many poor countries, aid constitutes
such a high proportion of their development
budgets that aid priorities inevitably become
development priorities. In Burundi, aid pro-
vides 56% of the total expenditure on health
and education, and the proportion is also
high in Chad (53%), Uganda (48%), Somalia
(38%) and Ethiopia (35%).

Finance ministers of developing coun-
tries are, in any case, unlikely to respond well
to such arguments. They are reluctant in the
best of times to undertake social expendi-
tures—which offer little immediate financial
return and which demand recurring expendi-
ture long into the future. Ministers can hardly
be encouraged to increase social spending if
donors are also reluctant to finance recurring
expenditure—and prefer instead to give
money for capital-intensive schemes that just
happen to require machinery and technical
assistance from the same donor countries.

Of all the categories of development aid,
technical assistance is the ripest for reassess-
ment. Africa receives $6 billion in technical
assistance each year, and the figure is rising.
While Asia received less than $5 of ODA per
person, Africa receives over $22 per person.
Yet Africa still has some of the lowest human
development levels in the world.

The problem is that too much is often
being spent on foreign expertise and too little
on building up local institutions and mobiliz-
ing national expertise.

If the main focus of technical assistance
were to build up national capacity, this would
do more than reduce the costs of assistance.

It would also release millions of dollars for
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more productive purposes. And it would, no
doubt, enhance the effectiveness of aid.

The Development Assistance Commit-
tee (DAC) of the Organisation for Economic
Co-operation and Development (OECD)
could become the focal point for restructur-
ing aid budgets. Its Secretariat could contrib-
ute much by thoroughly analysing the impact
of existing aid priorities on the human devel-
opment levels of recipient countries. It could
also help by publishing regularly the aid social
allocation ratio, as well as the aid social priority
ratio, for each donor.

Improved data availability and greater
budgetary transparency will be critical to
shifting external assistance towards human
development—especially during periods of
aid stagnation. They will help strengthen the
arguments of those who want to narrow the
gap between policy priorities and budgetary
priorities.

7. Political strategy

However large the scope, restructuring for
human development is likely only with a
workable political strategy.

If resources are poorly distributed, the
cause generally is political. Protected inter-
ests and power structures—military estab-
lishments, urban and rural elites, corrupt bu-
reaucracies—all can cause maldistribution.

Restructuring can, therefore, take place
only if political pressures are successfully mo-
bilized in its favour. There is no primer for
serious policy-makers committed to a funda-
mental restructuring of their economic and
political systems; they normally find their own
routes. But experience suggests some gen-
eral approaches that can foster a gradual,
reformist programme.

*  Encourage democratic freedorm—If a soci-
ety is free, influence does not always require
affluence. Democracy is a valuable ally of a//.
The poor have thus often done well in coun-
tries with multiparty systems and free elec-
tions. A Latin American example is Costa
Rica. In Africa: Botswana and Mauritius.

* Invoke common interests—Basic social
services like primary health care have many
advocates, and spreading the message is gen-
erally the key to even wider acceptance. Once
it is fully recognized how cheap many options
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are, and how they can benefit the whole soci-
ety, most opposition melts away. Immuniz-
ing a child against the six leading child-killing
diseases costs only $0.50 a year, and oral
rehydration against diarrhoea costs only $0.10.
*  Compensate powerful groups—Sometimes
the reallocation of resources to the poor can
only be accomplished by offering sweeteners
to the rich. Many food subsidy schemes, for
example, have been allowed to reach the not-
so-poor to make implementing the whole
programme politically palatable—as at vari-
ous times in Morocco, Sri Lanka, Colombia
and Egypt.

When tough policy measures are taken,
they often need to be accompanied by some
compensatory action. In Ghana in the late
1980s, adjustment was accompanied by a
variety of compensatory interventions, in-
cluding public works and health and nutri-
tion programmes.

*  Empower weaker groups—The best way to
achieve this is to decentralize decision-mak-
ing and to allow people full participation in
planning and implementing programmes that
affect their lives—as demonstrated by such
community organizations as the Carvajal
foundation in Colombia, and by the Six-S
movement in West Africa.

*  Channel credit to the poor—Access to
credit is another means of access to power.
Credit is too often denied to the poor in
developing countries—even though it is an
easy way to offer support, and even though it
is less likely to run into political opposition
than other forms of assistance because it en-
gages the poor in the productive process.
Such support has done much in Ghana,
Rwanda, Cameroon and the Philippines.

* Allow a free press—The media can be a
powerful ally to more participatory develop-
ment—and to the poor. Some suggest that
you cannot have a famine in a country with a
free press. The reason is that an uncensored
press makes it much more difficult to conceal
dramatic social problems.

* Coordinate external pressures—External
development partners can often raise sensi-
tive political issues, such as those surround-
ing land reform or military expenditures.
Some donors might be reluctant to do so,
preferring to forge an alliance with the gov-
ernment rather than with the people. But

Restructuring
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structural reform could provide an opportu-
nity to take a more positive role. If donors
were to press for these kinds of reform, they
would probably discover many allies in the
developing countries—and achieve changes
much greater than the marginal improvements
they usually settle for. The recent focus of the
IMF and the World Bank on military expen-
ditures is a case in point.

8. National compacts for human
development

Governments can base their plans for the
next decade on comprehensive and realisti-
cally costed national strategies for human de-
velopment.

The Report suggests a four-point agenda
for such strategies:
* A human development profile—which
spells out past achievements, continuing hu-
man deprivation and disparities and future
goals.
o Identified and costed targets—to put hu-
man development into practice. These tar-
gets should be accompanied by alternative
approaches that have been reviewed and
costed—and that show what is financially
and politically feasible over a specified pe-
riod.
*  Budget restructuring plans—to maximize
the human expenditure ratio and strengthen
the case for additional resources, nationally
and internationally.
» A viable political strategy—to help de-
velop a national consensus on, and public
support for, economic and social reform.

9. A global compact for human
development

The world community can establish a global
compact for human development—one that
puts people at the centre of every issue.

We are a global community in every sense.
Not just economically interdependent, but
sharing a common environment—and ex-
posed to common risks of war and social
dislocation. Consider the damage that will be
done if we do not fully accept this. Global
trade and economic growth will suffer. The
environment will be further degraded. Wars
will break out to settle unresolved tensions.

Millions deprived of economic opportunity
will migrate in search of a better life.

A global compact for human develop-
ment should be based on the recognition of
the need for a new human order. Each issue
should be analysed for its impact on people,
designed around the following central com-
ponents:

»  Realistic human goals for the year 2000—
Human goals for the year 2000, based on the
national human development strategies sug-
gested earlier, would include universal pri-
mary education, primary health care, family
planning, safe water for all and the elimination
of serious malnutrition. The additional costs
of these goals are estimated at around $20
billion a year. Just as important though, will
be economic targets—particularly the ex-
pansion of productive, remunerative and
satisfying employment opportunities.

*  Apeace dividend—Most of the additional
costs could be met from cuts in military
spending. If industrial countries were to re-
duce their military spending by 3% a yeat,
this could provide $25 billion a year. And if
developing countries merely freeze their ex-
penditure at current levels, this would save
potential future increases of over $10 billion
a year. With these and other resources, the
developing and industrial countries could
agree on a notional sharing of the additional
costs of human development in the 1990s—
say, in a ratio of two-thirds for the developing
countries to one-third for the industrialized.
*  Aid, a mutual commitment—Donor
countries can reassess their aid priorities and
commit themselves to the support of human
development. For countries keen on advanc-
ing human development, the way could be
open to a new and productive era for official
development assistance—one based on a
mutual commitment to human development.
Requests for aid should include plans to cut
back military budgets and to increase the
human expenditure ratio. Donors could of-
fer human adjustment assistance to smooth
the potentially difficult socio-economic tran-
sition.

* Debt, trade and foreign investment—A
favourable international economic environ-
ment is essential for advancing human devel-
opment and sustaining it through economic
growth. For this, it is necessary to resolve the
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international debt crisis, to restore adequate
capital flows on acceptable terms to the de-
veloping countries, and to create an open
world trading community, in which exports
from developing countries have greater ac-
cess to the markets of the industrial countries.

Human Development Report 1991 lays the
foundations for a fresh set of priorities. It
explains how they can be chosen, how they
can be assessed—and why we can afford to
pay for them.

Future reports will build on this founda-
tion. The aim will be to refine further the
concepts and the methods of measurement—
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and to distil more practical experience from
many countries. Another aim will be to do
more research and analysis on participatory
development and to examine the global di-
mensions of human development, looking at
familiar international issues from a human
perspective.

The final message of this year’s Report is
one of hope. If the obstacles to human devel-
opment lie in the paucity of resources, in
insuperable technical barriers, the task would
be hopeless. We know instead that it is too
often a lack of political commitment, not of
resources, that is the ultimate cause of hu-
man neglect. If we can mobilize the political
base for action—nationally and globally—
the future of human development is secure,

If we can mobilize
the political base
for action, the
future of human
development

1s secure
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CHAPTER 1

and freedom

@ Measuring human development

Human development is moving to centre stage
in the 1990s. For too long, the question has
been: how much is a nation producing? Now
the question must be: how are its people
faring?

The real objective of development is to
increase people’s development choices. In-
come is one aspect of these choices—and an
extremely important one—but it is not the
sum-total of human existence. Health, edu-
cation, a good physical environment and
freedom—to name a few other components
of well-being—may be just as important.

A realistic view is that growth in income
and an expansion of economic opportunities
are necessary preconditions of human devel-
opment (figure 1.1 and box 1.1). Without
growth, the social agenda proposed in this
Report cannot be carried out. Although growth
is not the end of development, the absence
of growth often is. But growth should not
merely be some aggregate number projected
into the future, for the quality of growth is
important. The aim should be growth that is:
*  Participatory—allowing for private initia-
tive and broad-based people’s involvement.
*  Distributed well—benefiting all people.
*  Sustainable—since raising future produc-
tion may demand current sacrifices.

Growth is certainly needed, especially in
the South, where development levels are low.
In all countries, developing and industrial,
the growth issue should be one of quality
rather than quantity, one of more equitable
distribution rather than mere expansion.

The relationship between economic
growth and the social concerns expressed in
this Report is complex. While growth is nec-
essary for human development, most types
of human expenditure will, in turn, acceler-
ate growth. A healthy, well-nourished, well-
educated and skilled labour force is the best

foundation for growth. Japan, Singapore and
the Republic of Korea invested massively in
people—an investment that yielded its fruit
in rapid growth.

This kind of investment in the social sec-
tors can have two valuable purposes. It can
support a strategy of growth with equity—or
it can correct an inequitable growth strategy.

There is no conflict between growth and
human development—though there may be
a conflict between those who would allocate
resources to the rich and those who would
direct them to the poor.

While the concept of human develop-
ment, as presented in the first Report, was
widely accepted, it may be further elaborated
along the following lines.

People must be at the centre of human
development. Development has to be woven
around people, not people around develop-
ment. It has to be development of the
people, by the people, for the people.

*  Development of the people—every society
must invest in the education, health, nutri-
tion and social well-being of its people, so
that they can play their full role in the country’s
economic, political and social life. With more
emphasis now being placed on the market
and on technological progress, the develop-
ment of people will make an increasingly
critical contribution to economic success.

*  Development by the people—through ap-
propriate structures of decision-making,
people must participate fully in the planning
and implementation of development strate-
gies. These strategies should provide suffi-
cient opportunities for income and employ-
ment growth, so that human capabilities are
properly used and human creativity is given
its fullest expression.

*  Development for the people—develop-
ment must satisfy everyone’s needs, and
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provide opportunities for all. Only then will it
be truly human-oriented. This would also in-
clude providing essential social safety nets.

Thus it is that development increases
people’s choices—with two caveats. First,
enhancing the choices of one individual, or
one section of society, should not restrict the
choices of another. This calls for equity in
human relationships. Second, improving the
lives of the present generation should not
mortgage the choices for future generations—
that is, the development process must be
sustainable.

Refinements in the human development
index

Last year’s Report went beyond defining hu-
man development by proposing a way to
measure it. The human development index
(HDI) combined national income with two
social indicators—adult literacy and life ex-
pectancy—to give a composite measure of
human progress. It was fully recognized then,
as now, that the concept of human develop-
ment is much broader than its mzeasurement.
The HDI concentrated on just three of the
many and changing essential choices that de-
fine human development. But this was just
the start of a process, and this year’s Report
suggests some refinements.

The basic simplicity of the original hu-
man development index has been maintained,
since it is a reliable measure of socio-eco-
nomic progress (technical note 1). Its three
components continue to be longevity,
knowledge and decent living standards. But
some of the indicators that measure these
three components are now better defined
(technical note 2). Educational attainment is
measured by a combination of adult literacy
and mean years of schooling. This acknowl-
edges the importance of high levels of skill
formation—and greatly helps in differentiat-
ing countries near the top of the ladder, par-
ticularly the industrial economies. The idea
of diminishing returns to income is now bet-
ter captured by giving a progressively lower
weight to income beyond the poverty cut-off
point, rather than the zero weight previously
given. That zero weight was found to be too
drastic an adjustment, particularly for higher
income societies,

The modified human development in-
dex shows that, of the industrial countries,
Japan still enjoys the highest rating, while
Romania is at the bottom (table 1.1). Of the
developing countries, Barbados leads the HDI
ranking, with Sierra Leone at the lowest end
(table 1.2).

Since the last Report, 13 countries have
changed their rank by nine places or more.
These changes do not reflect any spectacular
change in actual performance within a year.
They result from a more refined and sensitive
HDI and from improved availability of data.
Countries that have slipped by nine places or
more include Cambodia, Chile, Ethiopia,
Iraq, Laos and Uganda. Those that have im-
proved by nine places or more include Congo,
the Dominican Republic, Namibia, Oman
and the USA .

Improving the human development in-
dex continues to be an evolutionary search
for a more satisfactory yardstick of socio-
economic progress. The HDI extends our
understanding beyond the GNP measure—
by reflecting, if still too dimly, how economic
growth translates into human well-being.
There are, for example, 26 countries whose
HDI rank is 20 or more places lower than
their per capita income rank, showing that
they have considerable potential to improve
their human development levels—by spend-
ing their incomes better and planning their
investment priorities more wisely. Fourteen
of these countries are in Africa—Angola,
Benin, Cameroon, Congo, Céte d'Ivoire,
Djibouti, Gabon, Guinea, Mauritania,
Namibia, Senegal, Seychelles, Sierra Leone
and Sudan. Ten are Arab States—Algeria,
Bahrain, Iraq, Kuwait, Libya, Oman, Qatar,
Saudi Arabia, United Arab Emirates and
Yemen. And two are in Asia—Brunei and
Iran.

The wide divergence between their
rankings in GNP and in human develop-
ment highlights the distance they have yet to
travel in translating economic growth into
improvements in the lives of their people—
so that their levels of human development
are comparable to countries with similar per
capita incomes,

The human development index advances
our understanding of socio-economic
achievement. But it still does not capture all
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the dimensions of human choices. It is a
national average that conceals important dif-
ferences in the regional, local, ethnic and
personal distributions of human development
indicators.

Some of these differences are enormous.
In Sub-Saharan Africa, for example, only an
estimated 26% of rural dwellers have access
to safe water, compared with 74% for those
who live in urban areas. Life expectancy for
the bottom income group in Mexico is 53
years, compared with 73 years for the top
income group. The female literacy rate in
Pakistan is less than half the male literacy

rate. In the poor North-East of Brazil, infant
mortality rates were more than twice those in
the rest of the country in 1986.

These examples show that efforts must
be made to disaggregate the human develop-
ment index so that it can present a living
profile of the socio-economic condition of
people. That is the long-term agenda, and
considerable efforts are under way in basic
research and data collection. One encourag-
ing fact is that the human development index
lends itself to disaggregation.

Some distinct improvements in the HDI
have been included in this Report, beyond

 TABLE 1.2

HDI ranking for developing countries

1990 1990 1990 1990 1990 1990
HDI rank HDI value HDI rank HDI value HDl rank = HDI value
Rarbados 22 0.945 Libyan Arab Jamahiriya 76 0.665 Zambia 118 0.351
Hong Kong 25 0.934 Ecuador 77 0.655 Cameroon 119 0.328
Cyprus 26 0.923 Peru 78 0.644 Pakistan 120 0311
Bahamas 28 0.920 Saint Vincent 79 0.636 Ghana 121 0.311
Uruguay 32 0.905 Dominican Rep. 80 0.622 Cote d'lvoire 122 0.311
Korea, Rep, of 35 0.884 Samoa 81 0.618 India 123 0.308
Singapore 37 0.879 China 82 0.614 Zaire 124 0.299
Chile 38 0878 Jordan 83 0.614 Haiti 125 0.296
Trinidad and Tobago 39 0.876 Philippines 84 0.613 - Comoros 126 0.274
Costa Rica 40 0.876 Nicaragua 85 0612 Tanzania, U. Rep. of 127 0.266
Brunei Darussalam 42 0.861 Oman 86 0.604 Lao People’s Dem. Rep. 128 0.253
Argentina 43 0.854 Mongolia 87 0.596 Nigeria 129 0.242
Venezuela 44 0848 Lebanon 88 0.592 Yemen 130 0.242
Mexico 45 0.838 Guyana 89 0.589 Togo 131 0.225
Antigua and Barbuda 46 0.832 Tunisia 90 0.588 Liberia 132 0.220
Mauritius 47 0.831 Iraq 91 0.582 Rwanda 133 0.213
Kuwait 48 0.827 Iran, Islamic Rep. of 92 0.577 Uganda 134 0.204
Qatar 50 0.812 Maldives 93 0.534 Senegal 135 0.189
Bahrain 51 0.810 El Salvador 94 0.524 E:ﬂg'&fﬁ;h@ineﬂ = o
Malaysia 52 0.802 Botswana 95 0.524 KAalsin 138 0.179
Dominica 53 0.800 Solomon Islands 96 0.521 e 139 0'177
Panama 54 0.796 Gabon 97 0.510 sty 140 OI 175
Suriname 55 0.792 Indonesia o8 0.498 £thinnis 141 0I166
United Arab Emirates 56 0.767 Viet Nam 99 0.498 P :
South Africa 57 0.766 Honduras 100 0.492 gﬁ;gﬁi Alrican Rep. ::g g:gg
Jamaica 59 0.761 Vanuatu 1M 0.490 Bhutan 144 0.159
Brazil 60 0.759 Afgeria 102 0.490 Nepal 145 0.158
Colombia 61 0.757 Guatemala 103 0.488 Mozambique 146 0.155
Cuba 62 0.754 Swaziland 104 0.462 Angola 147 0.150
Seychelles 63 0.752 Namibia 105 0.440
Mauritania 148 0.140
Grenada 64 0.751 Myanmar 106 0.437 Somalia 149 0.118
Saint Kitts and Nevis 65 0.719 Lesotho 107 0.432 Benin 150 0.114
Thailand 66 0.713 Morocco 108 0.431 Guinea-Bissau 151 0.088
Belize 67 0.700 Cape Verde 109 0.428 Chad 152 0.087
Saint Lucia 68 0.699 Bolivia 110 0416 Djibouti 153 0.083
Saudi Arabia 69 0.697 Zimbabwe 111 0.413
Burkina Faso 154 0.081
Turkey 70 0.694 Sao Tome and Principe 112 0.399 Niger 155 0.079
Fiji 71 0.689 Kenya 113 0.399 Mali 156 0.072
Syrian Arab Rep. 72 0.681 Egypt 114 0.394 Afghanistan 157 0.069
Paraguay 73 0.667 Congo 115 0.374 Guinea 158 0.066
Korea, Dem. Rep. of 74 0.665 Madagascar 116 0.371 Gambia 159 0.064
5ri Lanka 75 0.665 Papua New Guinea 17 0.353 Sierra Leone 160 0.048
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the refinement in the components of the HDI
summarized earlier.

First, it has been possible to obtain, for
30 countries, separate female and male esti-
mates of life expectancy, adult literacy, wage
rates and mean years of schooling. Separate
female and male HDIs for these countries
show that female-male disparities are very
wide in many developing countries (technical
note 3). The female HDI is only half the
male HDI in Kenya, two-thirds in the Re-
public of Korea and over three-quarters in
the Philippines.

In industrial countries, greater equality
between women and men has been achieved
in many basic human indicators—although
large disparities persist. In Sweden, the fe-
male HDI is 90% that of male, and in Italy, it
is 79%. One way of reflecting gender dispar-
ity in the country’s overall HDI is to con-
struct a gender-sensitive HDI—applying the
disparity between the female and male HDIs
to the overall HDI. After making this refine-
ment for the 30 countries having the neces-
sary data, the HDI values for all 30 decline
(figure 1.2 and table 1.3). If gender disparity
is considered—and it must be if human de-
velopment is the development of al/—Ja-
pan’s number 1 HDI ranking among the 30
countries, for example, drops to number 17,
more than halfway down, and Finland moves
up, from number 12 to number 1.

A second improvement in the HDI has
been to make it more sensitive to the distri-
bution of income within a country (technical
note 4). Actual or interpolated Gini coeffi-
cients (measures of distribution) were ob-
tained for 53 countries—and used to com-
pute human development indices modified
by income distribution (table 1.4). The rank-
ing of some countries with fairly unequal
income distributions (Australia, Canada, New
Zealand and Portugal) slips significantly, but
improves for countries with better income
distributions (Belgium, Colombia, Italy, the
Republic of Korea and the Netherlands). The
compilation of this modified index once again
drives home the point that a country’s hu-
man development achievements are greatly
diminished if they are not shared by all its
people (figure 1.3).

A third refinement of the HDI has been

an attempt to measure human progress over

15 years (1970-85) by compiling the HDI on
a comparable basis for 110 countries (figure
1.4 and technical note 5). Looking at the
HDI over time, we can see tremendous
progress co-existing with low absolute levels
of human development. Niger, Mali and the
former Yemen Arab Republic trebled their
HDIs during 1970-85, but the levels remain
quite low in their achieved human develop-
ment. Afghanistan, Burkina Faso, Senegal
and Somalia doubled their HDISs, but are still
among the bottom 25 countries. This pattern
shows that it is easier to increase life expect-
ancy and literacy from very low levels. Among
the top countries, the percentage growth rates
in literacy and life expectancy are obviously
smaller. But Mexico, Colombia, Singapore,
Hong Kong, Chile and Venezuela still
achieved impressive increases of over 20% in
their HDI during 1970-85.

What is more interesting is the relation-
ship between the growth in GNP and the

TABLE 1.3
Gender-sensitive HDI _
Percentage
difference
between
: HDI and
Gender- gender-
sensitive sensitive
HDI HDI
Finland 0.902 <03
Sweden 0.886 - 98
Denmark 0.878 Bl
France 0.849 =25
Norway 0.845 -13.6
Australia 0.843 -13.4
Austria - 0.832 -13.1
Czechoslovakia - 0.830 9.8
Canada 0.813 -17.3
USA 0.809 =112
Switzerland 0.794 -19.0
Germany, Fed. Rep .2 0.792 175
United Kingdom 0.783 -19.1
New Zealand 0.776 -19.1
Netherlands 0.770 -21.1
Belgium - 0.768 -19.8
lapan 0.764 -23.0
Italy 0.750 =215
Ireland 0.688 =27.2
Portugal 0.673 ~23.5
Hong Kong 0.654 -30.0
Costa Rica 0612 -30.2
Korea, Rep, of 0.600 =321
Singapore 0.568 -35.4
Paraguay -0.486 =27.1
Sri Lanka 0.484 212
Philippines 0.475 225
El Salvador D395 -24.6
Myanmar 0.289 -33.8
Kenya 0.205 -48.5

a. Data for former German Democratic Republic not
included.
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FIGURE 1.3

Adjusting the HDI
for income distribution
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progress in human development. Some
countries have used high GNP growth as a
vehicle for improvement in human develop-
ment (Botswana, Indonesia, the Republic of
Korea, Malaysia and Tunisia). Others have
managed progress through public policy ac-
tion despite low GNP growth rates (Senegal,
Kenya and Céte d’'Ivoire are good examples).

TABLE 1.4
Distribution-adjusted HDI
Percentage
difference
between
HD! and
Distribution-  distribution-
adjusted adjusted
HDI HDI
Japan 0.990 =03
Netherlands 0.972 0.3
Sweden 0.963 -1.9
“Switzerland 0.961 2.0
Morway 0.956 -2.3
Belgium 0.951 -0.7
Canada 0,948 -3.5
United Kingdom 0.948 -2.0
USA 0.944 -3.3
Finland 0.941 -2.3
France 0.938 -34
Denmark 0.936 =31
Australia 0.935 -3.9
Spain 0.928 2.4
Ireland 0.928 -1.8
Italy 0.923 -34
Istael ¢ - 0.923 -2.8
New Zealand 0.921 -4.0
Korea, Rep. of 0.897 415
Hungary 0.896 G
Hong Kang 0.891 -4.6
Yugoslavia 0.868 -2.8
Singapore - 0.865 1.5
Costa Rica 0.852 2.7
Chile 0.831 -5.3
Portugal 0.827 50
Argentina 0.812 489
Venezuela 0.793 -6.5
Mauritius e 0.779 6.2
Mexico 0.767 -8.4
Malaysia 0.743 -74
Colombia 0.720 -4.8
Panama 0705 -11.4
Thailand 0.670 -6.0
Jamaica 0.665 -12.6
‘Brazil 0.652 -14.1
- Sri Lanka 0.636 -4.3
Syrian Arab Rep. 0.631 1.3
Turkey 0.629 9.4
Philippines 0.584 4.7
Tunisia 0.572 2.7
Iran, Islamic Rep. of 0.538 -6.9
El Salvador 0.508 31
Indonesia 0.503 +0.8
Honduras - D436 -11.4
Egypt 0.383 -2.9
Kenya 0.372 6.8
Zambia 0.325 7.2
Pakistan 0.304 2.5
India 0.288 6.2
Céte d'lvaire 0.268 -13.8
Bangladesh 0.170 -9.0
Nepal 0.128 -18.8

These changes in the measurement of
human development—Dbetter estimates of the
three components of the HDI, greater sensi-
tivity to female-male and income distribution
differences, and the computation of the HDI
over time to monitor human progress—are
all significant improvements. They add to the
operational relevance of the HDI. And they
greatly increase its contribution to under-
standing socio-economic progress. But there
is still some distance to travel before the HDI
can be used confidently to interpret reality
and make key policy decisions.

The human freedom index

Human Development Report 1990 emphasized
the importance of human freedom: “Human
development is incomplete without human
freedom. Throughout history, people have
been willing to sacrifice their lives to gain
national and personal liberty.” That being the
case, it was recognized that “Any index of
human development should therefore give
adequate weight to a society’s human free-
dom in pursuit of material and social goals.”

Yet the HDI does not include freedom.
The problem is that freedom is easier to talk
about than to measure. In this Report, a start
has been made to reflect one of the most
significant aspects of human life. The result,
however imperfect, at least shows the direc-
tion that future work can take.

The many kinds of freedom generally
belong to two broad “clusters”. The first
comprises “negative” freedoms, so called be-
cause they imply freedom from something—
from arbitrary rule, from illegal arrest or from
unwarranted attack on person or property.
Whether in villages or nations, these free-
doms have always had to be defended—
often fought for. And a number of institu-
tions have been developed by democratic
systems to protect these freedoms—includ-
ing the universal franchise, the secret ballot
and the rule of law, which guarantees the
rights of persons and property.

The second cluster comprises the “posi-
tive” freedoms. These are the freedoms to do
something—to take part in the community’s
life, to organize opposition parties or trade
union groups, or to go about without being
“ashamed to appear in publick”, as Adam

MEASURING HUMAN DEVELOPMENT AND FREEDOM



Smith expressed it some 200 years ago. The
most systematic codification of freedoms is
in the United Nations Universal Declaration
of Human Rights and in the International
Covenants on Civil and Political Rights and
on Economic, Social and Cultural Rights.
These include many personal rights: the right
to life, liberty and security of person; equality
before the law; freedom of assembly; free-
dom of thought, religion and opinion; the
right to work, the free choice of jobs; the
right to an adequate standard of living—
including adequate food, clothing, housing,
education; the right to participate in com-
munity life; and so on.

Many people have attempted to classify
human rights and to measure each country
against that classification. The systems differ
in their concepts, definitions and coverage.
And none has so far gained universal, or even
common, acceptance (technical note 6).

The one that offers the most systematic
and extensive coverage is the index designed
by Charles Humana. He examined various
UN conventions and international treaties,
and from them distilled 40 distinct criteria
for judging freedom. These include freedom
of movement, the rights of assembly and free
speech, the rights to ethnic and gender
equality, the rule of law, and other demo-
cratic freedoms. Humana’s index is thus more
than a political freedom index, more than a
human rights index. It is a human freedom
index. Constructed for 1985, the index cov-
ers only 88 countries because of the non-
availability of data for other countries.

Applying a system of measurement to
human freedoms will always be a precarious
exercise. The first difficulty is to decide what
constitutes serious violations of rights or cur-
tailments of freedom. Does the fact that a
few citizens of a country have had their pass-
ports revoked mean that the country does
not, in principle, allow its citizens to leave the
country? Does the fact that some critics of
government cannot appear on state-controlled
television mean that the country practices
press censorship and should be marked down
accordingly?

The second contentious area is the rela-
tive importance of different rights. Is the right
to free assembly more important, or less im-
portant, than a free press? Is the right to

ethnic language more significant than the right
to vote?

These questions will, no doubt, also arise
in respect of the Humana index. And they
should be posed. This will encourage more
systematic research and studies on human
freedom, which today are very scarce.

One aspect of the Humana index, in
particular, is likely to be an issue of conten-
tion—the gradation of freedom violations
ranging from “some violations or infringe-
ments” to “substantial oppression” and on to
“total denial”. Adopting a simpler method of
judgement, one that distinguishes between
“freedom guaranteed” and “freedom vio-
lated” (a “one”-“zero” approach), gives an
illuminating ranking of countries (box 1.2).
No country among the 88 covered by the
Humana index observes al/ freedoms. Swe-
den and Denmark top the list with 38 of the
40 measured freedoms guaranteed to their
people, followed by the Netherlands with 37
freedoms. Iraq is at the bottom of the list;
and Romania and the Libyan Arab Jamahiriya
just above it.

But human freedom is a matter that can
change very quickly. And it does. Between
1985 and 1990 many countries have wit-
nessed political change, at times of dramatic
speed and proportions. There are 18 coun-
tries that have recently moved towards greater
freedom and democracy. On the whole, the
world today is a much freer world than it was
only five years ago.

Is there a correlation between human
freedom and human development? Any sys-
tematic comparison is no doubt hampered
by lack of information on certain countries.
Nevertheless, for the countries having data,
an interesting pattern emerges. Countries that
rank high on one indicator also tend to rank
high on the other. No doubt, in the mid-
1980s, when Humana collected his informa-
tion, several countries with fairly good levels
of human development ranked low on free-
dom—the Eastern European countries, such
countries as Argentina, Brazil and Paraguay
in Latin America, and the Philippines in Asia.
But they have since made significant strides
towards greater democracy. The countries
that ranked low on freedom in 1985 and
continue to do so include a number of coun-
tries with low human development levels.
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Yet, some countries with relatively modest
achievements in human development also
rank fairly high in human freedom: Botswana
and Senegal.

This evidence shows that launching and
promoting human development does not re-
quire the sacrifice of freedom—as govern-
ments determined to retain an iron grip have
sometimes argued.

Overall, there seems to be a high correla-
tion between human development and hu-
man freedom. The causality is far from clear,
however. In some cases (the Nordic coun-
tries and the USA), political freedom seems
to have unleashed the creative energies of
the people—and led to ever higher levels of
income and human progress. In other coun-
tries, a sustained investment in people has
eventually given them sufficient power and
confidence to loosen the authoritarian grip of
their rulers and to increase their political and
personal freedom.

The evidence also confirms a central te-
net of this Report: that human development
is incomplete if it does not incorporate free-
dom. The next logical step would therefore
be to merge the HDI and the HFI into one
overall index. This, however, is not yet possible
in any realistic fashion—because of several
difficulties. The most significant one is lack
of data. Even updating the Humana index
poses tremendous difficulties. Yes, we know
that significant changes have taken place in
many countries between 1985 and today that
affect—in most instances, positively—human
freedom. But there exists no systematic study
that would have recorded all those changes.

A new, comprehensive human freedom in-
dex is overdue. A second difficulty is political
volatility. The human development index is
based on relatively stable indicators, which
do not change dramatically from year to year.
Political freedom, by contrast, can appear or
vanish abruptly. A military coup, for example,
would cause a sudden drop in the index,
even though many aspects of life might re-
main unchanged.

The winds of economic and political
freedom that are now sweeping across so
many lands—from the Soviet Union and
Eastern Europe to Africa and across to Latin
America and the Caribbean—will probably
prove to be the best ally of improving the
availability of data on human freedom. De-
mocracy facilitates transparency; it encour-
ages accountability and the rule of law. It
allows reporting of violations and thus im-
proves recording. An objective, reliable hu-
man freedom index could be an important
tool of human freedom.

Human development offers a different vi-
sion of economic and political change. Each
Report will further refine both the concept
and measurement of human development.
Each Report will also focus on one important
subject. This year the subject is public finance.
The Report takes a hard look at the way
governments spend their money—and how
they could better spend it to transform human
development from hope into reality.
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CHAPTER 2

@ The state of human development

FIGURE 2.1
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The world has changed in the last 12
months—with astounding advances and ma-
jor setbacks. Despite this uneven start, there
is every chance that the 1990s could be the
decade of human development.

Most of the progress has been on the
political front. The breakthrough in East-West
relations, symbolized by the crumbling of the
Berlin wall, continues to reverberate. Ger-
many has reunited faster than anyone could
have hoped. The two Yemens, with their
quite different political and socioeconomic
systems, have also united. And free elections
have been held in Czechoslovakia, Hungary
and Poland—as well as in parts of Yugoslavia
and the Soviet Union.

Africa has seen formal movements
towards democracy in Benin, Céte d'Ivoire
and Gabon. Namibia became independent
and held free elections for the first time. In
South Africa, some steps have been taken
towards dismantling the regime of apartheid.
In Asia, Bangladesh, Mongolia, Nepal, Paki-
stan, the Philippines and the Republic of
Korea moved towards free elections. Latin
America has moved away from military dicta-
torships in recent years, most notably in Ar-
gentina, Brazil, Chile, Haiti, Panama and
Paraguay. And in the Arab region, Algeria
and Jordan have moved towards democracy.

The easing of East-West tensions has had
many important effects. The most direct has
been in disarmament negotiations, raising the
prospect of a peace dividend that would shift
resources from military to development pur-
poses (see chapter 6). Another aspect has
been the reinvigoration of a genuinely united
United Nations—which aided the movement
to independence in Namibia, acted as an
election observer in Haiti and Nicaragua and
is participating in a peace plan for Cambodia.

But there have also been major political

setbacks. New forms of violence erupted in
Liberia, Somalia, India, the Soviet Union and
other countries. Most important, the Gulf war
took a terrible toll on human life and well-be-
ing—profoundly affecting the long-term pros-
pects for peace anddevelopment in the region.

The economic costs of this war, crippling
for many countries, include a higher price for
oil, a deepening world recession, reduced
workers’ remittances and lost export mar-
kets. Within the region, Jordan, Egypt and
many others have been hard hit. Jordan is
estimated to have lost 40% of its GNP
through lost trade and workers’ remittances.
Turkey has lost millions of dollars because of
the shutdown of Iraq’s oil pipeline through
its territory. And Egypt has lost billions of
dollars in remittances and tourism.

Countries outside the region that enjoyed
valuable remittances from migrant labourers
in the Gulf have suffered as those workers
fled the crisis area and returned to face un-
employment and poverty at home. The
countries worst affected include Bangladesh,
India, Pakistan, the Philippines, Sri Lanka
and Thailand.

The industrial countries—particularly the
USA—devoted billions of dollars to this con-
flict, resources that could have improved
education and reduced housing shortages and
poverty at home and abroad. The Gulf war is
estimated to have cost $1 billion a day. The
cost of just ten days of war was enough to
immunize all the children of the Third World
against vaccine-preventable diseases over the
next ten years.

The fall-out from the crisis, difficult to
assess so far, is certain to affect development
in the Arab States and in many other parts of
the world for years to come.

On the economic front, many problems
persist. Chief among these, for the develop-
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ing countries, is the external debt burden.
This debt is producing a net flow of resources
from poor countries to rich—some $50-60
billion in 1989 alone, resources that coun-
tries of the South urgently need for their
development (figure 2.1).

For Eastern European countries, the es-
tablishment of the European Bank for Re-
construction and Development represents a
first step towards the solution of their finan-
cial problems. But the Third World’s debt
crisis now seems to have a lower priority.

Trade is an equally worrying economic
issue for developing countries. A failure of
the Uruguay round of GATT negotiations
would mean that the world will rely less on
multilateral agreements, and more on bilat-
eral deals between countries and trading blocs,
from which many developing countries are
excluded. The major blocs are the European
Community, the European Free Trade Asso-
ciation, the Pacific Rim group (with Japan in
the lead) and the USA-Canada Free Trade
Agreement (being extended to some Latin
American countries, notably Mexico).

For countries outside these blocs, the
trade outlook is poor. The developing coun-
tries” share of world trade, excluding oil-ex-
porting countries, fell from 15.2% in 1968 to
12.9% in 1988. Protectionism has been esti-
mated to cost developing countries $100 bil-
lion a year in lost revenues for agricultural
products, and a further $50 billion for tex-
tiles. International trade and finance need
integration, not fragmentation—an open flow
of goods across borders, not the raising of
barriers. That openness will allow prosperity
to be created and shared by every nation, not
concentrated in blocs and alliances.

The political and economic events of the
last 12 months have been momentous: some
encouraging, some disturbing, but all part of
the current state of human development. Two
balance sheets register the successes in hu-
man development, as well as the current state
of human deprivation, for developing and in-
dustrial countries (boxes 2.1 and 2.2). For
the industrial countries, successes in science
and technology, for example, are offset by
environmental failures and a deteriorating social
fabric. And while developing countries as a
whole have increased foodoutput per person,
a fifth of their people still go hungry every day.

THE STATE OF HUMAN DEVELOPMENT

Four issues on the deprivation side of the
balance sheets require the sustained atten-
tion of the international community. Com-
mon to rich and poor countries alike, their
solution will require national and interna-
tional action:

* Poverty

* Inequality

*  Human survival

* Environmental degradation

Poverty

The global distribution of income still has the
power to shock: 77% of the world’s people
earn 15% of its income (figure 2.2).

Expressed in GNP per capita, the aver-
age income in the North ($12,510) is 18
times the average in the South ($710).

This gap is widening, partly because of
economic growth rates. Economic growth in
the South continued to decline in 1989 and
is predicted to fall further. The other major
factor is population growth. In the next de-
cade, the developing countries’ overall popu-
lation growth rate is expected to be 2% a
year, compared with 0.5% for the industrial
countries. Population growth is usually fast-
est where poverty is greatest and health and
education services are weakest—in the least
developed countries, and particularly in rural
areas. As a result, the percentage of world
population experiencing negative growth has
in the 1980s been four times the percentage
in the 1970s. However, more than 60% have,
during the same period, experienced growth
rates of 3% or more (figure 2.3).

There are about 1.2 billion poor people
in the developing countries—a figure esti-
mated to rise to 1.3 billion by 2000 and
probably 1.5 billion by 2025. Asia has the
largest number of poor people—500 mil-
lion—but there is a steady concentration of
poverty in Africa. It is estimated that Africa’s
share of the world’s poor will rise from 30%
today to 40% by 2000, overtaking Asia
(figure 2.4). Indeed, if African leaders and
the international community do not take ac-
tion now, more than half the continent’s
population will live below the poverty line at
the end of the decade.

The industrial countries show, meanwhile,
that higher average income is no guarantee
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TABLE 2.1

Ratio of income of highest
20% of households to
lowest 20%, 1980-87
Hungary 30
Japan 43
Belgium 46
Sweden 46
United Kingdom 68
USA 89
Australia 96
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of poverty eradication. About 100 million
people in the Western industrial countries
still live below the poverty line—200 million
if the USSR and Eastern Europe are included
(figure 2.5). Poverty has become particularly
entrenched in young, single-parent families
and amoung ethnic minorities.

Inequality

National income figures give some indica-
tion of the distribution of poverty around the
world. But they hide sharp contrasts and in-
equalities within countries. Three dimensions
of inequality stand out: rich and poor, men
and women, and urban and rural.

Rich and poor

With low incomes, poor people are less
able to meet their basic needs for food,
health and shelter. They also are likely to
have shorter lives. In Mexico, the poorest
people can expect to live on average only 53
years—20 years less than those in the top
income bracket.

While life expectancy is increasing in most
countries, it is still quite low for some of the
poorest groups. Babies born to poor families
in Colombia are twice as likely to die in the
first few years as those from richer families.
And it has been found that poorer women in
cities are at much greater risk of dying from
breast cancer than other women, because
they know less about prevention and have to
rely on public hospitals whose early detection
systems are often inadequate.

Education also varies with income, at
times even dramatically. In some Indian vil-
lages, the literacy rate for the highest caste,
the Brahmins, was 90% while that for the
lowest castes was only 10%.

Although difficult ro measure precisely, it
is well known that large numbers of people in
developing countries lack adequate housing.
And in some industrial countries, homelessness
continues to be a problem.

Income distribution in the industrial
countries can be quite skewed (table 2.1). In
some countries, such as Australia, New
Zealand, Switzerland and the USA, the rich-
est 20% get between eight and ten times the
income of the poorest 20%.

No doubt, the differences between rich
and poor widen as one looks at higher levels
of human development—higher levels of
education, access to information, transpor-
tation and so on.

Men and women

Women have made some progress over the
last 30 years. Levels of education for women
in the South have been rising steadily. In
primary schools, the enrolment of girls used
to be about 60% that of boys. Now, it is more
than 90%.

Bur there is still a long way to go. The
female human development index (sce chap-
ter 1) is less than two-thirds the male HDI in
many countries, including Kenya, Myanmar
and Singapore. Female enrolment ratios in
higher education in developing countries are
typically only half the male ratios. Women
still lag behind in literacy in many countries.
In South Asia, female literacy rates are only
half those of males. In some countries, the
figures are much worse—as in Afghanistan
(24%), Sudan (25%), Sierra Leone (30%)
and Nepal (32%).

Gender inequality is often reinforced by
law. Women can be denied rights to own or
inherit property, to receive pensions or even
to decide whether or when to bear children.

Industrial countries also have significant
gender biases. These and other aspects of
female-male inequality are discussed later in
this chapter.

Urban and rural

Most poor people in Asia and Africa live in
rural areas. Even in more urbanized regions
in Latin America and the Arab States, a sub-
stantial proportion of the poor are rural. In
most countries, those who live in the coun-
tryside typically earn 25% to 50% less than
those in the towns and cities. The contrasts
seem especially marked in Africa, where the
agricultural crisis has resulted in falling
incomes from cash crops, reduced food
production and increased malnutrition
(figure 2.6).

These disparities are aggravated by im-
balances in the delivery of social services. In
one-third of the developing countries, rural
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people are only half as likely to be covered by
health services as those in the urban areas.
Even then, they are likely only to have simple
clinics, compared with the modern hospitals
to be found in the towns and cities. A similar
contrast is evident for safe water and sanita-
tion—rural access is less than half that for
urban areas in Coéte d'Ivoire, Ghana,
Mozambique and Somalia. And for electric-
ity, rural access is about one-third of the
urban figure.

Education services, too, are much less
adequate for rural children. Literacy rates in
rural Africa and Asia are, as a result, typically
less than half those of urban areas.

Human survival

A long life may not guarantee that people
develop their talents and achieve their goals,
but it increases the chances that they will.

The world has made considerable
progress in longevity over the past three de-
cades. Life expectancy globally has risen from
53 years to 66 years. In the developing coun-
tries, the rise was from 46 to 63, and in the
industrial countries, from 69 to 75. Never-
theless, it is estimated that some 25 million
children and young adults die each year—a
figure equivalent to the total population of
Tanzania or Canada.

Child mortality

Child mortality rates in developing countries
fell by half between 1960 and 1989—show-
ing that dramatic progress #s possible. But the
rates of child mortality per 1,000 live births
continue to be high in the least developed
countries (200) and in Africa (188). Female
child mortality is particularly high in several
countrics. The keys to further progress are
better food and nutrition, improved educa-
tion for mothers, better primary health care
and more safe water and sanitation facilities,
especially in the rural areas. All these objec-
tives are feasible (chapter 3).

It might be thought that, if more children
survived, population problems would get
worse. Quite the reverse. Fertility tends to
drop when parents are more confident that
their children will survive. The world would
gain if children everywhere lived longer.
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Maternal mortality

Women in the South are at least 12 times
more likely to die from causes related to
pregnancy and childbirth as women in the
North. Maternal mortality accounts for half a
million deaths a year. Sub-Saharan Africa has
the highest maternal mortality rate—540
deaths per 100,000 live births. South Asia’s
maternal death rate is over 400. These fig-
ures reflect the severe neglect and low status
of women in some parts of the world, and
contribute to the low proportion of women
in the population (box 2.3).

Lack of access to safe methods of family
planning makes abortion one of the leading
causes of maternal mortality—accounting for
about 200,000 of the half million deaths each
year. Other major causes are haemorrhage,
infection, toxaemia and obstructed labour—
all problems that could often be dealt with if
better medical and prenatal care were avail-
able (figure 2.7).

Most at risk through pregnancy, girls un-
der 15 are ten to 15 times more likely to die
than women in their twenties—and their ba-
bies less likely to survive. The first child of a
teen-age mother is nearly twice as likely to
die than the second or third child of a woman
aged 20-24.

HIV/AIDS

The HIV/AIDS epidemic is particularly
alarming—some eight to ten million adults
around the world are thought to be infected

FIGURE 2.6
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with the human immunodeficiency virus
(HIV), and half of them are likely to develop
AIDS in the next decade. It is estimated that
a further 15 million new cases of HIV infec-
tion will be added in the 1990s—more than
half in the developing world, with a high
proportion in eastern and central Africa. The
number of people infected is also increasing
in Asia (especially in Thailand and India),
and in Latin America and the Caribbean (in
Haiti, Brazil, Mexico and other Caribbean
countries). The USA has by far the highest
number of reported AIDS cases (over 137,000
in 1989)—nearly half of all cases worldwide.

The financial implications of the epidemic
are staggering. In a 1988 study of the medical
treatment costs alone per AIDS case, these
costs ranged from one-third to twice the per
capita GNP in Tanzania, and from around
three-quarters to almost ten times the per
capita GNP in Zaire. The cost of diagnosis is
more than many individuals earn in six
months. One hundred condoms cost around
US$2 if procured by international agencies,
and many countries have an annual health
budget that is less than US$5 per capita.

But the economic consequences of the
epidemic do not end there. The majority of
the HIV-infected people are 15 to 49 years of
age. Most have established households, are
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economically active and are supporting sig-
nificant numbers of dependents: children,
parents, spouses and others. A community-
based survivor assistance strategy is thus es-
sential. Governments and private enterprises
will need to plan for the impact of HIV-
related morbidity and mortality on popula-
tion structure, on productivity, on the avail-
ability, replacement and training of labour,
and on the tax base and foreign exchange.

Other untimely deaths

The AIDS epidemic is, however, only one of
the major causes of untimely deaths that oc-
cur worldwide.

In the developing countries, some ten
million older children and young adults die
every year. Malaria and other tropical dis-
eases account for many of these deaths, and
other leading causes include respiratory dis-
eases, diarrhoeal diseases, injuries and sexu-
ally transmitted diseases other than AIDS.

Road accidents killed hundreds of thou-
sands of people in 1988 and injured millions
more. For 15 developing countries, they con-
stitute the second major cause of death (after
intestinal diseases). In developing countries
as a whole, the traffic fatality rates are 20
times higher than in industrial countries.

Cigarette smoking claims millions of lives
through lung cancer and other diseases.

Natural disasters such as cyclones, earth-
quakes and floods have caused three million
deaths over the last two decades—and vio-
lent dislocation for at least one billion people.
The technical know-how to protect commu-
nities against such destructive forces is now
available, but available to very few.

Environmental degradation

It is ironic that significant environmental
degradation is usually caused by poverty in
the South—and by affluence in the North.

Poverty and population pressures in de-
veloping countries force people to cultivate
ever more marginal lands. This further erodes
the thin soil and depletes shallow water re-
sources—<creating even greater poverty, as
crop yields fall and women spend even more
hours each day collecting firewood and
fetching water.
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Three-quarters of the poor people in the
South live in ecologically fragile zones, and
around 14 million have become environmen-
tal refugees—driven from their homes by
ecological degradation.

The economic impact of such degrada-
tion is severe. Nigeria was one of the world’s
leading tropical log exporters, but in 1988 it
imported $100 million worth of forestry
products. Indonesia’s economic growth rate
between 1970 and the mid-1980s could have
dropped from 7% to 4% if the costs of envi-
ronmental degradation were accounted for.

The average person in the South con-
sumes only one-third of the energy resources
consumed by a person in the North. Energy
consumption per capita, measured in giga-
joules, is 30 in Latin America, 21 in Asia and
12 in Africa—and in some African countries
no more than one. Compare this with 110 in
Japan, 165 in the former Federal Republic of
Germany and 280 in the USA.

The North’s consumption of energy is
profligate—because of spacious houses with
high heating and cooling costs, and sprawling
cities with road networks clogged with two or
three cars per family. One result is that the
North produces about half the six billion
metric tons of greenhouse gases emitted each
year—even though it has only one-fifth of
the world’s people.

Development in the South will increase
its energy consumption. Energy requirements,
measured in millions of tons of oil equivalent
(mte), are expected to grow at an average of
5% a year from 2,000 mte today to over
3,000 by the end of the century (figure 2.8).

The solution cannot be to restrict the
South’s development to conserve the world’s
energy. Everyone has to share the same envi-
ronmental space, requiring equity in the use
of the environment within, and between,
generations. Rich countries will have to con-
sider cutting back consumption to allow de-
veloping countries to achieve their full poten-
tial. But both industrial and developing
countries must also increase their energy ef-
ficiency and develop new and renewable
sources of energy.

Investing in the South’s human develop-
ment is also important for the protection of
the environment, Skilled and knowledgeable
people are in a better position to respond to
incentives and opportunities, to help diver-
sify the developing economies and to take up
non-agricultural employment. They are less
likely to exhaust the fragile zones where many
of the world’s poor try to make a living,

Regional perspectives

Human development is a global concern, and

people everywhere should accept the eradi-

cation of world poverty as a responsibility of all
But the development of each region raises

particular problems—arising from its history,

culture and stage of development (table 2.2).

The discussion here summarizes these prob-

lems for five groups of countries.

¢ Industrial countries

¢ Asia

* Latin America and the Caribbean

¢ The Arab States

Sub-Saharan Africa

FIGURE 2.8
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TABLE 2.2

‘Regional human development comparisons, latest years

{Bold signifies values worse than average)

East and Latin America

South South-East and the Arab Sub-Saharan Developing  Industrial
; Asia Asia Caribbean States Africa world world =~

GNP per capita (US$) 390 530 1,830 1,820 470 710 12,510
Life expectancy (years) 58.4 68.1 67.4 62.1 51.8 62.8 745
Under-five mortality rate (per 1,000) 151 57 72 106 179 116 18
Maternal mortality rate (per 100,000) 410 120 110 290 540 290 24
Adult literacy rate (% 15+) 42 72 82 53 45 60 i
Scientists and technicians (per 1,000} 3.0 5 39.5 5 “ 95 139.3
Annual population growth rate {1960-90) 2.3 2.0 24 27 2.8 2.3 0.8
Annual urban population growth rate (1960-90) 3.9 39 3.7 4.6 52 4.0 1.4
Military expenditure as % of spending

on health and education 164 5 29 166 70 109 38
Population below the poverty line (%) 42 11 3 15 s 32 2
Female-male gap in literacy (M = 100) 49 73 a5 58 56 66
Rural-urban gap in access to safe water (U=100) 61 76 63 49 35 62
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Industrial countries

Life for most people in the industrial coun-
tries is relatively easy. Life expectancy is on
average beyond 70 years, almost everyone
has access to clean water and primary health
care—and no one need starve to death.

But in Eastern Europe, the recent politi-
cal changes have exposed considerable pov-
erty, inequality and pollution. The current
changes to more market-oriented economies
will involve a painful period of transition for
many people, with unemployment on the rise.

In the other industrial countries, income
inequality is one form of deprivation that
persists (box 2.4). Income disparity in the
UK, for example, grew between 1979 and
the late 1980s. While a large segment of the
population benefited from the economic
growth achieved during this period, the num-
ber of people below the poverty line increased
from 8.2 million to 10.3 million—from 15%
of the population to 18%. Another disparity
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is that between men and women. But human
deprivation also takes on new forms in indus-
trial countries—the distress of alienated indi-

viduals as the social fabric unravels,
Gender disparities

The inequality that affects the most people in
the industrial countries continues to be that
between men and women (figure 2.9). Al-
though the same proportions of girls and
boys are enrolled in primary and secondary
schools, when it comes to the tertiary level,
the gaps start to open up. Women’s enrol-
ment as a proportion of male enrolment in
tertiary education is 76% in Japan and Portu-
gal and 66% in Switzerland.

The differences are even more marked in
scientific and technical study—the ratio of
female students to male students is 35% in
Italy, 32% in Austria and 28% in Canada, the
Netherlands, the UK and Hungary.

The educational disparities are replicated
in the world of work. Women in all industrial
countries are much less likely to be employed
than men. Women’s participation in the
labour force, expressed as a percentage of
male participation, is 61% in Japan, 58% in
Switzerland, 45% in the Netherlands and
41% in Ireland.

Working women are also lower paid. In
all industrial countries, women’s wages are
significantly lower than men’s (figure 2.11).
In France and Belgium they earn about three-
quarters of the average male wage, and in
Japan only about half. They also are at greater
risk of unemployment—female unemploy-
ment levels are typically about one-and-a-
half times male levels. Men continue to
dominate the decision-making centres of
business and government. Relatively few
women enter parliament. Even in countties
where their representation is relatively high—
such as Sweden, Finland, Norway and the
USSR—women account for only a third of
the legislators.

Unemployment
The years 1987 and 1988 saw the highest
employment growth in over a decade in many

industrial countries: 2%. Yet, this growth has
failed to make significant inroads on the lev-

‘THE STATE OF HUMAN DEVELOPMENT




els of unemployment, which remain sub-
stantially above what had been the postwar
norm. Moreover, unemployment has become
increasingly chronic and long-term; over one-
third of the unemployment is for more than
12 months and, in six countries, over one-
third of the unemployment is for more than
24 months.

The continuing expansion and use of hu-
man capabilities remains a crucial task for
industrial countries. Beyond achieving eco-
nomic and employment growth, effort must
be devoted to training in the skills for tomor-
row. This is especially important to combat
increasing structural unemployment, where
the number of the unemployed rises together
with the number of unfilled vacancies.

The changing social fabric

Most countries are going through rapid
change—in technology, in communications,
in lifestyles—all of which have far-reaching
consequences for society. Old cultural pat-
terns are disappearing, the family is playing a
smaller role, and few new cohesive forces
seem ready to take their place (box 2.5).

There are about 300 recorded drug crimes
per 100,000 people in Canada, nearly 100
reported rapes for every 100,000 women aged
15 to 59 in the Netherlands, over 400 prison-
ers and 9 maurder victims per 100,000 people
in the USA and nearly 50 suicides per 100,000
people in Hungary (figure 2.10).

Although these high figures could reflect
a greater determination to report and record
such incidents, they also reflect the growing
distress in industrial societies.

Similarly, the break-up of families can be
viewed from two angles. Single parents now
head an increasing number of homes, and a
higher proportion of children are being born
to unmarried mothers. Much of this family
fragmentation is a result of outside forces—
poverty, drugs, consumer pressures, increased
mobility. Many divorces also result from as-
sertions of personal rights to freedom—by
husband or wife—assertions that would not
have been tolerated in earlier times. But these
freedoms can have a high price—in indi-
vidual trauma, disruptions of children’s lives
and family impoverishment.

The unravelling social fabric in the indus-
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trial countries shows starkly that higher na-
tional incomes are no protection against so-
cial tension and human distress.
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FIGURE 2.10
Profile of human distress in the industrial countries
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Asia

Asia has some three billion people—over 70%
of the world’s population. It has seen sub-
stantial progress in human development over
the last three decades. Life expectancy has
increased from 46 vears to 64. And there
have been significant improvements in edu-
cation, with primary and secondary enrol-
ments combined, increasing from 57% to 71%.

But progress has been uneven, within
and between countries. Asia as a whole is
better understood by taking intraregional dif-
ferences into account—particularly those be-
tween East and South-East Asia on the one
hand, and South Asia on the other.

East and South-East Asia

Some countries in East and South-East Asia
have achieved fairly rapid reductions in in-
fant mortality—to around 5% a year. These
include China (4.5%), Singapore (4.8%) and
Hong Kong (5.9%). Around 85% of the
region’s one-year-old children are immu-
nized—a higher proportion than the average
for industrial countries.

Life expectancy here is significantly higher
than for developing countries as a whole—it
is now 70 years and more in several coun-
tries, including China and Malaysia. The an-
nual population growth rate, over the last
three decades at 1.5%, is lower than the aver-
age for developing countries (2.3%), and
contraceptive prevalence is now 66% (the
industrial country average is only 70%).

Advances in health and in child survival
have contributed to this slower growth in
population, as have improvements in educa-
tion. The literacy rate increased between 1970
and 1985, from 67% to 80%.

Important components of this progress
have been the consistent (and sometimes very
high) rates of employment-intensive economic
growth. In the most notable cases, this growth
was preceded by redistributing assets, espe-
cially land, more equitably.

In some respects, the countries of this
region—particularly Hong Kong, Singapore
and the Republic of Korea—have more in
common with the industrial countries than
with other developing countries in South Asia
and Africa. Their spectacular export success
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has been based on building up human capa-
bilities, through rising levels of health and
education, as well as creating advanced and
diversified production structures. Such
countries as Thailand and Malaysia are seek-
ing to join in this success.

Despite all this progress, there is still sig-
nificant poverty and inequality. Only about
half the population has access to both safe
water and sanitation. There is still marked
discrimination against women. Female literacy

rates are only 73% of those for men—a fig-
ure that has not changed in the past 15 years.

South Asia

The countries of South Asia have also made
progress in the last 30 years. But, except Sri
Lanka, they all fall into the category of “low”
human development. Bangladesh raised the
average life expectancy from 40 to 52 years
between 1960 and 1990, but this is still ten
years lower than the average for developing
countries as a whole.

South Asia has the lowest literacy rate
(42%) of all the regions. Some countries have
made only limited progress. Nepal has, since
1970, raised its adult literacy rate from 13%
to 22%. In health, there have been increases
in the immunization coverage of one-year-
old children. In Bangladesh, this coverage
rose from 1% to 60% over the last decade. In
Sti Lanka, the coverage is now 89%.

The economic progress that is so vital to
human development has been slow in this
region—partly due to population growth.
Annual economic growth rates between 1960
and 1988 have averaged just over 3%. GNP
per capita remains low, particularly in Nepal
($180) and Bangladesh ($170).

Pakistan has had an impressive annual
growth rate (around 6%) but has failed to
translate this into human progress. A com-
parison with Sri Lanka highlights the failure:
while Pakistan has much the same GNP per
capita, its average life expectancy, at 58 years,
is 13 years lower.

Inequality is one of the most striking fea-
tures of South Asia—between rich and poor,
males and females, different regions and dif-
ferent ethnic groups. In rural Punjab, land-
less families have infant mortality levels 36%
higher than those for landowning families.

FIGURE 2.11
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Inequality is one of
the most striking
features of South
Asia
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In Asia as a whole, one child in three
suffers from malnutrition, and nearly 700
million people live in poverty, with the great
majority of them in two countries—India and
Bangladesh. Only two-thirds of the popula-
tion has access to health services and clean
water. Female life expectancy is low, with a
substantial number of women who would
have lived if they had been born elsewhere.

Asia remains one of the poorest regions of

the world.
Latin America and the Caribbean

Impressive average human development lev-
els have been achieved in Latin America and
the Caribbean. Between 1960 and 1990, the
under-five mortality rate, per 1,000 live births,
dropped from 157 to 72. Average life expect-
ancy is now 67 years: only seven years short
of the industrial country average. And in
Barbados, Costa Rica and Cuba, people live
longer on average than they do in industrial
countries.

Education levels are also higher than in
the rest of the developing world. The average
literacy rate is 82%—and Argentina, Barba-
dos, Guyana, Jamaica, Uruguay and Trinidad
and Tobago have rates over 95%. The region
also has a greater number of scientists and
technicians per 1,000 people than the developing
world as a whole—40 compared with 10.

But the economic problems of the 1980s
have hit this region hard. The debt crisis,
high interest rates, barriers raised against Latin
American exports, and low commodity
prices—all wrought havoc with some of the
region’s past achievements in human dev-
elopment. Average inflation rates soared
above 100% during the 1980s in Argentina,
Bolivia, Brazil and Peru—eroding real wages
and discouraging investment. Open un-
employment remained relatively constant be-
tween 1980 and 1989, but employment
shifted towards less productive activities.
Production per head fell, along with living
standards, and child malnutrition and infant
mortality started to rise in many countries.

Although this region has some of the
most advanced economies of the developing
world, these countries also have some of the
sharpest contrasts between rich and poor—
with millions below the poverty line. The top

fifth of the population in Brazil earns 26
times more than the bottom fifth. In Peru,
the bottom 40% of the population get just
13% of the national income (compared with
21% in Morocco, 20% in India and 23% in
Indonesia).

The region also has some very poor
countries with inadequate social services. The
percentage of the population with access to
safe water can be very low—in Nicaragua
(54%), Bolivia (47%), Haiti (41%), El Salva-
dor (39%) and Paraguay (35%). There are
some very low ratios for combined primary
and secondary school enrolment—Bolivia
(76%), Paraguay (69%) and El Salvador (69%).

Latin America is one of the most urban-
ized parts of the developing world. Seventy-
six percent of the population and two-thirds
of the workforce now live in cities—with
almost one-third of employment in the infor-
mal sector.

The proportion of women in the
workforce has been growing steadily—from
18% in 1950 to 26% today. Part of the reason
is that a higher proportion of women than
men migrated from rural areas to towns and
cities. Many households are today headed by
women—up to 40% in some cities in the late
1980s.

In education, there is not much differ-
ence between women and men. The female
literacy rate is only 5% lower than the male
rate, and more girls are in secondary school
than boys.

The human development priorities in
Latin America differ from those of other re-
gions. The basic services are still inadequate
in some countries. But in others, many of the
basic goals in health and education have been
achieved. For them, the health emphasis is
on extending better standards of care to a
greater proportion of the population. The
educational task is to improve secondary and
tertiary levels—particularly to train the scien-
tists and technicians who can improve the
region’s competitiveness in the world
economy.

The region does not spend much on the
military: its ratio of military to health and
education expenditures is less than a third of
the average for the developing world. But
resources do need to be shifted away from

large, loss-making public enterprises, which
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largely benefit the wealthy, to activities ori-
ented more to human development.

The Arab States

Ower the past three decades, the Arab States
had some of the developing world’s highest
increases in per capita income—largely due
to oil exports.

Progress in human development has also
been substantial. Between 1960 and 1988,
life expectancy increased from 47 to 62 years.
Literacy rates rose from 34% to 53% be-
tween 1970 and 1985, and the mortality rates,
for children under five, were reduced by nearly
two-thirds. Access to health services is the
highest in the developing world, and access
to safe water is second only to Latin America.

Despite the great wealth of many parts of
the region, there still is considerable poverty.
About 40 million people live below the pov-
erty line, and 60 million adults are illiterate.

The potential of women in the Arab States
remains largely unrecognized. Tradition
weighs heavily in rural areas and in more
conservative pockets of the region, leaving
male-female gaps that are wider than any-
where else in the world. The female literacy
rate is only 39%, compared with 66% for
men. Only 15% of the official labour force
are women, although the statistics seriously
underreport their economic role, particularly
in agriculture and the informal sector.

More needs to be done to enable women
to participate fully in education, training and
work—and in public life in general.

Another priority must be food produc-
tion. The region relies heavily on food im-
ports—equivalent to $100 per person annu-
ally and set to rise to $300 by 2000. The Arab
States account for only 5% of the world’s
population, but they import 13% of the food
traded on the international markets (and 20%
of the cereals).

The gap between the richest and poorest
Arab countries has widened substantially in
recent decades—between the oil producers
and the rest. The poorer countries do not
have the oil income, and the size and growth
rate of their population have been higher.
The difference in GNP per capita was 2:1 in
favour of the oil producers in 1960, but 9:1in
1987. GNP per capita varies from $480 in
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Sudan to $15,770in the United Arab Emirates.

The oil-rich countries have fairly high hu-
man development levels. Kuwait, Qatar,
Bahrain and the United Arab Emirates have
the highest rankings. But their human devel-
opment index rankings still lag far behind
their GNP rankings, despite the rapid change
in some of these countries during the past
two or three decades.

Another group of Arab countries has me-
dium. levels of income and human develop-
ment. Countries like Tunisia, Syria, Lebanon
and Jordan have relatively modest GNPs per
capita, but with fairly even income distribu-
tions, they have achieved levels of human
development that are higher than the aver-
age for the region.

A much poorer group includes Yemen
and Sudan, with very low levels of income
and human development.

Many of the poorer Arab States have
provided skilled and unskilled labour for the
oil-rich countries. Egypt, Sudan, Tunisia,
Morocco, Jordan, Syria, Lebanon and Yemen
have together sent millions of workers, and
their remittances have provided much-needed
hard currency. But the migration has also
drained the home countries of labour—and
of previous investments in human capital.

Political instability, with the Gulf crisis as
the latest manifestation, threatens many of
the region’s achievements. Military expendi-
tures are 13% of GNP, higher than anywhere
else in the world and nearly twice the spend-
ing on health and education.

Sub-Saharan Africa

Africa has made important human develop-
ment gains in recent decades. Since 1960,
infant mortality rates have fallen by 37%, and
life expectancy has increased from 40 years
to 52 years. Adult literacy increased by two-
thirds between 1970 and 1985.

But economic growth has been slow in
the 1980s, and the population has been rising
by 3.2% a year. As a result, GNP per capita
has been falling by an average of 2.2% a year
in the last ten years. In 1989, however, this
trend seems to have reversed with a positive
growth in GNP per capita.

Despite the improvement, under-five
mortality still stands at 178 deaths for every

The gap between
the richest and
poorest Arab
countries bhas
widened
substantially in
recent decades
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1,000 live births—which compares with 57
for South-East Asia and 72 for Latin America
and the Caribbean. In Angola, Guinea-Bissau,
Malawi, Mali, Mozambique and Sierra Leone,
a quarter or more of the children die before
the age of five.

More than half the population has no
access to public health services—although
traditional medicine continues to play an im-
portant role. Almost two-thirds lack safe wa-
ter. Tropical diseases afflict a high proportion
of the population—18 million suffer from
sleeping sickness, and malaria kills hundreds
of thousands of young children each year.
AIDS has devastated many families, espe-
cially in central and southern Africa (box 2.6).

Unemployment is one of the most seri-
ous problems, It is estimated that 100 million
people were unemployed in 1989—four times
as many as in 1979—and most were women
and young men. In addition, another 100
million people are underemployed. Real wages
are falling: by 30% between 1980 and 1989.

Many people have migrated from the ru-
ral areas, partly because the cities offer better
prospects. But people have also been driven
from the land by population pressure and the
degradation of the soil. Searching for work in
the cities, they often join the fast-growing
informal sector—which at least offers them

employment, albeit often in marginal pro-
duction for near-subsistence wages.

Family budgets in the region are tight.
People struggle to meet their most basic
needs, and such items as schooling may have
to be sacrificed. Girls are often the first to be
withdrawn from school. The net primary en-
rolment ratio for girls is 44%, compared with
54% for boys, and the female literacy rate is
only 34%, compared with 56% for males.

The lack of job opportunities at home
has led many of the better educated to emi-
grate in search of work. There are four times
as many Ghanaian doctors practising abroad
as at home. Nigeria, too, has lost hundreds of
highly specialized medical personnel to the
industrial countries. Many teachers are leav-
ing. This is a serious drain, undermining much
of the basis for development.

In several countries, these problems have
been compounded by political violence—
cross-border conflicts, ethnic upheavals and
civil strife. Angola, Burundi, Ethiopia, Liberia,
Mozambique, South Africa and Uganda have
suffered especially in this respect. By 1989, a
combination of apartheid, social unrest and
military skirmishes had created about six mil-
lion refugees and 50 million disabled per-
sons. Including the effects of natural disas-
ters and difficult socio-economic conditions
adds another 35 million displaced people.

The outlook for Africa is bleak unless
concerted national and international efforts
set the continent on a more positive course.
The potential is there. Africa has the people
and natural resources to create a much more
prosperous future. But it will require sub-
stantial human investment, as well as a major
restructuring of economic policies.

Improving the position of women is one
of the most important tasks. Apart from the
benefits to the women themselves, this would
also reduce infant mortality, and then reduce
population growth as desired family size fell.

Many of the resources already exist in
the budgets of governments. Many African
countries are spending enormous sums on
the military, on inefficient public enterprises
and on wasteful prestige projects—funds ur-
gently needed to improve health, education
and nutrition.
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Despite all the progress in human develop-
ment, much remains to be done. In almost
every country, from the least developed to the
high-income industrial,manybasic human de-
velopment needs have to be met in nutrition,
health, education, housing andother areas.
Meeting people’s basic needs is impor-
tant. But the development of people is just as
important. People who are healthy, confi-
dent and skilled will be in a much better
position to cope with a fast-changing envi-
ronment—and meet the technological and
competitive demands of the international
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market-place. The emphasis here on meeting
people’s priority needs reflects the Report’s
participatory approach to development. There
can be no human development without
people being alive, healthy, knowledgeable
and able to make a decent living. These are
the essentials that must be ensured if people
are to take charge of their own development,
if they are to create their own opportunities,
economic, social and political.

The next chapter looks at policy measures
that could be adopted towards this end—

public spending on human development.
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@ Financing human development
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The human development challenge for the
1990s is formidable. Millions in developing
and industrial countries lack the most basic
requirements of a decent and satisfying life—
food, safe water, education, health care, ad-
equate shelter and a clean environment.

The complementarity between private
and public spending

Above all, a low income frustrates people’s
development, for they simply do not have the
means to acquire the basic goods they need.
Nor in many cases do their governments of-
fer as much support through health, educa-
tion or other services as they should.

Most of what people need comes from
individual or family efforts—from what they
earn or from what they grow or make for
themselves. This is their primary income (as
distinct from secondary income received in
kind from government). The size of the pri-
mary income determines what food or other
essential items any household can afford. The
best strategy for human development is to
increase the primary incomes in a society by
unleashing the creative energies of its people,
its resources and its capacities, and by ensur-
ing that these incomes benefit the majority of
the population.

Strong policy action is needed for the
generation and better distribution of primary
incomes. Sustained and more equitable eco-
nomic growth puts households in a much
better position to meet their needs—as the
experience of the newly industrializing East
Asian economies shows. But if those in power
maintain unjust patterns of land distribution,
or neglect to promote employment opportu-
nities, they will keep people poor and impede
the country’s entire development effort.

Governments do, of course, withdraw

some of this primary income in taxes. In re-
turn, they are expected to ensure personal and
national security, and provide physical infra-
structure (like roads and electricity) as well as
social infrastructure and services (like health
clinics, schools and food subsidies). For the
poorer people, government services can help
make up for the inadequacy of their primary
incomes. But there can be striking differences
between one country and another in the
amounts of money raised in taxation—and in
the ways it is spent. This chapter explores the
opportunities for public financing of human
development, It looks closely at the propor-
tion of each country’s income spent through
the government budget on social priority areas.

Before analysing the patterns and effi-
ciency of public social spending in develop-
ing countries, however, the role of the state
should be placed in a broader perspective.

First among the state’s several functions
that bear on human development is the re-
sponsibility for encouraging the creation of
productive, remunerative, satisfying employ-
ment—including self-employment. Jobs do
more than provide income and produce goods
and services. They also engage people in the
activities of the community, making them
agents of change.

Sensible macroeconomic policies can help
achieve this. The exchange rate, for example,
should not be overvalued, and there should
be no trade restrictions that handicap labour-
intensive exports. Inflation should be con-
trolled, and interest rates should not lead to
credit rationing that excludes small borrow-
ers. Nor should the country’s distribution of
assets discriminate against small entrepreneurs
and their workers, stifling initiative and wors-
ening poverty.

But even the best macroeconomic poli-
cies may fail unless they are complemented
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by effective meso policies—policies that link
the macro and the micro level and that bear
directly on people’s lives. Chief among these
are the level and structure of government so-
cial expenditures and the design of the policy
measures and programmes they support (see
country studies at the end of this chapter).

To play as productive a part as possible
the state should:

*  Allow markets to work properly— The small
enterprises should not be stifled with excessive
regulations. But regulations must be in place
to ensure competition.

o Correct for failures of the market—dis-
couraging activities like pollution or traffic
congestion, certain types of stock exchange
speculation or the consumption of goods like
cigarettes or drugs or petrol. Conversely, the
state should subsidize activities, such as public
transport, that it wishes to encourage.

o Create physical infrastructure—such as
roads, railways, harbours, electric power sta-
tions and telecommunications. The state is
often best suited to providing infrastructure
itself, but where private enterprise can pro-
vide it efficiently, and does so, policies must
promote private investment.

»  Support important public goods—includ-
ing a legal framework, public parks and de-
fence and national security.

*  Ensure that people ave at the centre of devel-
opment—investing in the formation of human
capabilities, mobilizing and using people’s
productive and creative potential and mak-
ing social security arrangements available to
those who may not be able to help them-
selves—especially for the unemployed, the
elderly and disabled or otherwise incapaci-
tated persons.

The following discussion focuses on this
last point, particularly on how public spend-
ing responds to existing priority needs with
investments in people—investments to build
capabilities.

The analysis of public spending

To analyse how public spending on human
development can be designed and monitored,
this Report suggests the use of four ratios
(figures 3.1 and 3.2):

o The public expenditure ratio—the per-
centage of national income that goes into
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public expenditure.

»  The social allocation ratio—the percent-
age of public expenditure earmarked for so-
cial services.

*  Thesocial priority ratio—the percentage of
social expenditure devoted to human priority
concerns.

o The human expenditure ratio—the per-
centage of national income devoted to human
priority concerns.

The human expenditure ratio is the
product of the first three ratios. It is a power-
ful operational tool that allows policy-makers
who want to restructure their budgets to see
existing imbalances and the available options.

If public expenditure is already high (as
in many developing countries), but the social
allocation ratio is low (as in Tanzania), the
budget will need to be reassessed to see which
areas of expenditure could be reduced (fig-
ure 3.2). Military spending, debt servicing and
loss-making public enterprises would all be
likely candidates.

If the first two ratios are high, but the ul-
timate human development impact, as re-
flected in human development indicators, is
low (as in Pakistan), the social priority ratio
must be increased. For the poorest countries,
this is likely to involve seeking a better bal-
ance between expensive curative hospitals and
preventive primary health care, between uni-
versities and primary schools and between
focusing greaterattention on the cities and on
the rural areas, where most poor people live.

The human expenditure ratios for 25
countries, covering 74% of the developing
world, present some interesting patterns (table
3.1). They illustrate how it is possible to ar-
rive at similar expenditures on social priority
areas, but from very different directions.

Pakistan and Indonesia have a low human
expenditure ratio, despite reasonable overall
levels of public expenditure. The reason is that
their social allocation and social priority ra-
tios are low. The Republic of Korea, on the
other hand, directs a large share of its rela-
tively small public budget towards social pri-
orities and has, as a result, a much better hu-
man expenditure ratio.

Even countries with a high human ex-
penditure ratio (such as Jordan) rely on large
public expenditure ratios, while others (in-
cluding Malaysia and Morocco) have par-

FIGURE 3.1
The four ratios

Public expenditure ratio

Government share
of GNP

Social allocation ratio

Social services share
of government spending

Social priority ratio

Human priority share of
social sector spending

Human expenditure ratio
Human priority share
of GNP

The human expenditure ratio is the
product of three ratios:

EfY = public expenditure as a
proportion of national income

S/E = the proportion of public
expenditure going to the social
sector—the social allocation
ratic

B/S = the proportion of expenditure
in the social sectors going to
human development
priorities—the social priority
ratio

Put differently, the human
expenditure ratio is: E/Y x S/E x P/S




ticularly high social priority ratios.

What probably matters more than the
human expenditure ratio is human develop-
ment spending per person in absolute terms
(figure 3.3 and table 3.2). This helps place the
ratio in its proper perspective. For instance,
the Republic of Korea and Malaysia spend
similar amounts on social priority concerns per
person ($128), even though Malaysia’s human
expenditure ratio is twice that of the Repub-
lic of Korea, because the latter’s GNP per
capita is twice that of Malaysia. Similarly,
Kuwait’s human expenditure ratio is half that
of Botswana, yet its absolute expenditure per
person is neatly seven times that of Botswana.

Several important policy conclusions
emerge from all of this:

*  The human expenditure ratio may need
to be around 5% if a country wishes to do
well in human development.

*  This can be achieved in different ways—

both efficient and inefficient. A preferred op-
tion is to keep the public expenditure ratio
moderate (around 25%), allocate much of this
to the social sectors (more than 40%) and fo-
cus on the social priority areas (giving them
more than 50%). An inefficient option is to
withdraw a large proportion of national in-
come into the public sector, to depress pri-
vate investment and initiative and to restrict
the economic growth and resource expansion
that can ultimately finance human develop-
ment. In several cases, total public expendi-
ture can be cut back (that might encourage
more private investment) and yet the gov-
ernment can spend more public money on
human concerns.

*  Budgetary interventions need not be ex-
tensive if GNP growth is rapid and equi-
table—or if the private sector and non-gov-
ernmental organizations are extremely active

in social spending. Even when the funding is

FIGURE 3.2
Social priority spending

High human
expenditure ratio

Public expenditure ratio
Government share of GNP

Per cent
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public, the implementation can still be private.
Many governments find that the private sec-
tor and NGOs can provide social services
more efficiently, and are increasingly chan-
nelling public funds through them.

* High government spending with low so-
cial priorities is the worst case. If 25% or more
of national income is channelled through the
government budget, and yet less than 1% of
GNP goes into human priority concerns (as
in Pakistan and Indonesia), this is the worst
of all possible worlds. The public sector is
huge, yet the majority of the population does
not benefit from public social expenditure.

*  Several developing countries have moved
beyond basic priorities. Countries like
Mauritius, Singapore, the Republic of Korea
and Chile may have only a moderate human
expenditure ratio when the priorities consid-
ered are basic ones. But they already have
achieved high levels of human development

and can therefore shift their focus to sup-
porting social services at the higher levels.

The human expenditure ratio should in-
creasingly become one of the principal guides
to public spending policy. When resources are
tight, greater attention must be paid to allo-
cation priorities and efficiency in spending. It
is wrong, however, to confuse a plea for
greater efficiency with indifference to the
mobilization of additional resources. The best
argument for mobilizing more resources is
spending existing resources well.

The following sections analyse the human
expenditure ratio’s components in detail.

The public expenditure ratio

A high public expenditure ratio is neither a
virtue nor a necessity. Public policy and pub-
lic spending must facilitate, encourage and
complement private spending to ensure that

‘TABIE3Y S -
Analysis of public social spending, 1988
o : Human : R
expenditure Public ~  Social Social
ratio expenditure allocation priority
(columns 2x3x4) ratio ratic. . ratio
(%) ) Gk (G}
. : (1 & 3
High levels of human expenditure — above 5% L e
Zimbabwe 52 45 50
Botswana B34 40
Malaysia 3 s 20 BE
Morocco S et R B 52
Jordan 500 35
Costa Rica 41 a0k
Medium levels of human expenditure — between 3% and 5% : L
Singapore Er 35 35
Brazil 34 - 3738
Kuwait 26 42 T8
Korea 16 30 77
Mauritius 27 - 40 29
Chile ; T =50 19
Low levels of human expenditure - below 3% - . -
India 37 20 a4
Thailand 637 40
Sri Lanka 3L B3 18
Philippines 21 B 53
Tanzania 28 g5 gs
Argentina 41 35 -ap
Nigeria 29 20 .38
Colombia 15 40 36
China 19 24 46
Sierra Leone 13 39 31
Bangladesh 12 4. 42
Pakistan 250 o O ooq
~ Indonesia 25 13 18
Weighted average 28 . 28 38

iy

Note: The social priority ratio is the expenditure on primary health care and basic education as a percentage of total social

sector expenditure.
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FIGURE 3.3
Human expenditure per capita

Human
expenditure
ratio

GNP
per
capita

US dollars

Per cent

Human expenditure

per capita

Us dallars

KOREA 3,600

MALAYSIA 1,940
COSTA RICA 1,690
JORDAN 1,500
ZIMBABWE 650
ARGENTINA 2,520
CHILE 1,510
INDIA 340
TANZANIA 160

PAKISTAN 350

50 100

TABLE 3.2
Human expenditure per capita, 1988

Human Human

expenditure expenditure
per capita ratio GNP per capita

(Us$) (%) (Us$)
Kuwait 4.0 13,400
Singapore 4.3 9,070
Korea 37 3,600
Malaysia 6.3 1,940
Costa Rica 54 1,690
Brazil 4.2 2,160
Jordan 55 1,500
Zimbabwe 12.7 650
Botswana 7.7 1,010
Argentina 23 2,520
Mauritius 3.1 1,800
Morocco 6.3 830
Chile 21 1,510
Colombia 21 1,180
Thailand 2.5 1,000
Philippines 2.4 630
Sri Lanka 2.5 420
India ih 340
China 2.1 330
Nigeria 2.2 290
Sierra Leone 1.6 300
Tanzania 2.4 160
Pakistan 0.8 350
Indonesia 0.6 440
Bangladesh 1.2 170
Weighted average 29 570
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human development needs are met. If a gov-
ernment is to allow for sufficient spending on
priority areas, a public expenditure ratio of
20-25% is probably desirable. For a series of
countries the public expenditure in 1988 var-
ied from a high of 52% in Zimbabwe, to a
low of 12% in Bangladesh.

For the few countries having reliable
data—such as Argentina, India and the Phil-
ippines (table 3.3)—private spending often
exceeds public spending. One study on the
private financing of health care found that the
relative significance of the private sector does
not correlate with a country’s GNP—richer
and poorer countries alike can have heavy
private involvement. In Africa, in 11 of the
15 countries covered, expenditures in the
private sector exceeded those of all levels of
government (table 3.4).

But there are questions to ask: What are
the aims of public spending? Who benefits
from it? Does it encourage or discourage
private initiative? Does it crowd out private
investment? Many developing countries
spend one-quarter or more of the national
income through the government budget, yet
very little of this goes to human priority con-
cerns—less than 3% of national income.

Taxation is the main source of finance
for public expenditure. The possibilities for
raising tax revenue will obviously vary among
countries, depending, among other things, on
the structure of the economy, on the stage of
development and on the country’s institu-
tional capacity.

A government’s expenditure can (and of-
ten does) exceed its revenues, but such “defi-
cit financing” can lead to a very unstable
economy. Bolivia in the 1980s is an extreme
example: its deficit rose to 28% of GNP—
leading to hyperinflation and a serious eco-
nomic crisis. So, each country should aim at
roughly balancing its budget and raising the
taxes to do so.

Taxes in developing countries typically
come from three major sources: direct tax (on
personal incomes or on corporations), indi-
rect tax (usually on sales) and taxes on for-
eign trade,

»  Personal income taxes are relatively in-
significant in developing countries, generally
averaging about 10% of total tax revenues
(compared with around 30% in industrial
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countries). The main reason is the small
number of people earning salaries in the for-
mal sector. But there also are high rates of
tax exemption, as well as widespread evasion.
In Bangladesh, only 0.5% of the population
is liable to pay personal income tax.

*  Corporate tax is more important, typically
contributing around 17% of total revenue. The
share often exceeds 25% in countries that
export oil or minerals, and in some cases
50%—as in Congo, Indonesia, Oman, Ven-
ezuela and Trinidad and Tobago.

* Indirect taxes, predominantly on sales,
are more heavily relied on in many develop-
ing countries—contributing about 28% of
total tax revenue on average. And in some
cases—like Cote d’Ivoire, Mauritius and
Morocco—they contribute over 75%.

* Foreign trade taxes—import and export
duties—typically amount to 25% of total rev-
enue. Import duties are the single most im-
portant source of revenue in developing
countries, particularly in Africa, South Asia
and the Arab States.

Other, less widespread forms of taxation,
such as social security contributions, are sig-
nificant for some countries in Latin America
(representing about 27% of revenue in Uru-
guay). But they are not collected at all in many
other parts of the world. Wealth taxes are even
less common, though they can be found in
Nepal, Singapore, El Salvador and Jamaica.

The level of taxation largely determines
the possibilities of government spending. But

the design of the tax system is also important,
since it has implications for both equity and
efficiency in the economy.

Direct taxes tend to be progressive, since
the rich pay a higher percentage of their in-
come than the poor. But indirect taxes may
have different distributional effects, depend-
ing on their design. If they apply to basic
goods, they can be regressive, since every
buyer of a loaf of bread pays the same, taking
a higher proportion of a poorer person’s in-
come. In Tanzania, for example, indirect
taxation is regressive since it applies to basic
commodities like sugar. But in most devel-
oping countries, food and other basic items
tend to be exempt, so the poor pay less sales
tax than those who buy luxury goods.

The “revenue ratio” for any country is the
government’s total revenue from all sources
expressed as a percentage of GNP (table 3.5).
If a government wants to spend more money
on human development (while still balancing
its budget), it will have to raise its revenue
ratio, or reallocate revenue from other parts
of the budget to the social sector. The poten-
tial for doing either will vary greatly from one
country to another, but some general obser-
vations can be made.

*  Adninistration—The tax systems in most
developing countries are complex and un-
stable. Much more revenue could be gained
by simplifying the procedures, collecting all
the information required and then enforcing
collection. Reducing the number of exemp-

' TamE3d
Tetal speriding on health in Afnca

Government share (%)

Private share (%)

TABLE33
Private socnal ser.tor
expenditure as % of

total, 1988 =
Philippines o
India _ 64
Argentina i Be
Mauritius =
Ghana 53

Costa Rica 2k
lordan e

- Cent_ral and Tradi- -
Country ~ Year  external aid Local Total NGOs  Modern  tional Total
Botswana 1979 &8 oS 733 7.6 11.8 7.3 26.7
- BurkinaFaso 1981 = 7256 19 /45 255
 Burundi 1986 70.5 77 22.3 29.5
Cent. Afr. Rep. 1986 41.2 588
Ethiopia = 1986 35.6 1.7 53.7 9.0 64.4
‘Kenya . - 1984 433 5.6 48.9 7% 44.0 51.2
~lesotho 1986 40.6 7.5 51.9 59.4
Madagascar 1985 448 0.8 45.6 4.1 355 14.8 54.4
Mali . 1085 - 42.4 18.8 38.8 57.6
 Rwanda 1982 46.5 29.1 24.4 B35
~Somalia - 1982 49.2 50.8
Swaziland 1984 _ 324 12.0 17.6 38.0 67.6
“Uganda . 1982 - 152 4.5 19.7 4.4 22.9 53.0 80.3
_ Zambia g 0.8 438 7.1 33.1 16.0 56.2
Zimbabwe 1987 53.0 8.8 61.8 43 339 382
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tions, expanding the tax base and perhaps
reducing tax rates would help rationalize ex-
isting systems and increase total revenues.
Brazil has—in the wake of the 1988 reforms
that reduced tax rebates and introduced a
modest wealth tax—managed to increase its
tax ratio by four percentage points. Likewise,
Ghana succeeded, through a series of tax re-
forms aimed at both efficiency and equity, in
increasing its tax ratio from 5% in 1983 to
about 14% in 1989.

Tax handles—These refer to administra-
tively simple ways of collecting taxes. The
opportunities for taxation are often quite
limited in economies that are largely agricul-
tural—or where production is for subsistence,
or takes place in small enterprises. Taxes on
mineral exports, as in diamond-producing
Botswana, are usually more promising. In-
deed, the countries with the highest tax ratios
tend to be those with the highest share of
mining in their GNP, A recent study showed
that countries where tax ratios were falling
tended to be those relying on indirect taxes.
*  Income—A country’s wealth and its ef-
forts to raise taxes are not necessarily corre-
lated. Colombia is much richer than India, for
example, yet has much the same tax ratio. And
while Bolivia and Zimbabwe have similar lev-
els of GNP per head, their tax ratios are very
different. This shows the untapped potential
for raising public resources.

TABLERS .o
Total revenue as a % of GNP,1988
High ratios S :
Botswana L 74.1
Gabon R e 471
Nicaragua o . abi
Oman - = 355
Brazil - G Lo 24e
Egypt - =343
Tunisia : 33.2
Zimbabwe i 320
Panama e 319
Chile . . 3
- Low ratios S
Haiti : 10.8
Paraguay Gty : 10.6
El Salvador P : 10.5
Guatemala - 103
Nepal P : 10.3
Peru S
Bangladesh 3 e 86
Uganda T e o B
Sierra Leone : 73

Note: Central revenue only.

e Economic growth—What does matter,
however, is whether the economy is expand-
ing. Economic growth facilitates increasing
revenue ratios—as happened in the 1980s in
Botswana, Burkina Faso, Colombia, Indone-
sia, the Republic of Korea and Sierra Leone.

Burkina Faso, for example, is poor, with
few minerals and little manufacturing. Yet it
has managed to increase its tax ratio while
reducing inflation to a very low level.

Colombia has achieved economic growth
even while adjusting its economy. It has also
raised its tax and public expenditure ratios.
Colombia’s tax system appears to be fairly
progressive, based on income and property
taxes and on value-added taxes that exclude
basic goods.

The link between economic growth and
taxes is complex, however. Both Malaysia and
Morocco collected relatively less tax in the
1980s, even though their economies grew.
This very fact may, however, have been criti-
cal in encouraging growth, increasing private
spending and reducing (or at least holding
constant) the need for public spending.

The social allocation ratio

Governments also differ greatly in how much
of their spending goes to social areas like nu-
trition, health and education. The social allo-
cation ratio varies greatly—from 13% in In-
donesia to 50% in both Costa Rica and Chile.
Unfortunately, data on total government
spending are not available for many countries,
so that the ratios are unknown for them.

For some countries, the social allocation
ratio refers only to central government
spending. Regional or local authorities also
contribute to social sector spending—and this
can be a significant proportion for federally
structured governments like India’s, where
85% of expenditure on education and health
comes from provincial or local governments.
Similarly in Brazil, around 18% of health ex-
penditure comes from state or local govern-
ments. Again, however, the data on local
spending are not available for all countries,
so the social spending figures here are incom-
plete in some cases. If social sector budgets
were available in a consolidated form for all
countries, this would permit more valid inter-
national comparisons.

FINANCING HUMAN DEVELOPMENT



“Social spending” includes that on edu-
cation, health, welfare, social security, water,
sanitation, housing and amenities. In many
countries, particularly in Sub-Saharan Africa
and South Asia, education and health make
up the bulk of social expenditures. In Latin
America (in Argentina, Brazil and Chile, for
example) social security payments are much
more significant. High social spenders devote
over 40% of public expenditure to the social
sector, and the low spenders, 20% or less
(table 3.6).

A high social allocation ratio does not
guarantee a good human development per-
formance, but it does make an important
contribution. Some developing countries have
high social allocation ratios and social priority
ratios—and have also attained high levels of
human development. Almost all start from
large public expenditure ratios—one-third or
more of GNP. But many of these countries
could find ways to reduce the size of the pub-
lic sectors and yet maintain, or even increase,
their human development spending.

The trend in social spending in develop-
ing countries over recent years is disturbing.
In many countries, the real expenditure per
head has been declining (table 3.7). In five of
the seven Latin American countries shown,
spending was lower during 1985-87 than in
1979-81. Half the African countries saw
similar falls, with Tanzania as the worst case,
with its social spending falling by half during
the 1980s.

Asian countries and the Arab States—
probably due to economic growth—managed
to raise social spending during the 1980s,
though in most cases the rate of increase was

smaller than that during the 1970s.
Increasing the social allocation ratio

Financing human development usually in-
volves switching resources from other areas
of government expenditure.

But restructuring budgets can be difficult.
Each government has existing commitments
to fulfil and operates under political con-
straints. Still, it is easy to exaggerate these
constraints and encourage passive attitudes
towards highly undesirable spending patterns.
The large changes by some countries show just
what can be achieved.
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The constraints tend to be less when gov-
ernment expenditure is rising and when aid
flows can be committed in new directions. The
time-scale is also important: there is much
more flexibility in the medium and long term
because of fewer contractual commitments.

Human development and economic
growth need to be promoted together. Ex-
penditure on economic items—including in-
frastructure such as roads and telecommuni-
cations—is very important for overall
development. So, increasing social expendi-
ture should not mean diverting resources from
the economic sector. There may be some po-
tential for savings in this sector, but wide-
spread economic cut-backs could undermine
the potential for growth.

But there are a number of other expendi-
ture itemswhere savings nodoubtcanbe made.
Defence is one of the largest components in
this category—and a prime candidate for cut-
backs. In many poor countries, military
spending is now two to three times higher than
spending on education and health.

Beyond defence spending, discussed in
chapter 6, the other areas that have a great
potential for releasing funds for more pro-
ductive uses are:

* External debt

* Internal debt

* Internal policing

* Public enterprise losses

EXTERNAL DEBT REPAYMENTS.  The burden of
debt, and the reversal of net resource trans-
fers to developing countries, constitute fun-
damental obstacles to human development.
The latest figures for external debt repayments
(1989) totalled US$171 billion, a sum that
claims an even larger share of the developing

_TABLE3E -
Social allocation rati
High social spending - a
CostaRica — -

CChile
Zimbabwe
Stilanka
Kuwait.
Morocco .
Low social spending - 20% o
bR s
Nigeria =
Tanzania

~ Indonesia

In many developing

countries, the real
social expenditure
per bead bhas
declined in

recent years
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Developing country
external debt
doubled over the
past decade

world’s resources than the military. By the end
of 1990, the highly indebted Latin American
countries had over US$423 billion in long-
term loans outstanding, and they paid out al-
most 5% of GDP (or 24% of export receipts)
in debt service (and even this did not cover
all interest due). Although the total debt that
African countries owed is much less (US$70
billion, or less than that of Mexico alone), the
relative burden there is even more severe. The
total debt of the low-income African coun-
tries is typically five times their annual export
income. For ten of these countries, it is ten
times that income, and scheduled debt ser-
vice averages 80% of their exports.
Developing country debt doubled over
the past decade, as economic growth was

generally depressed and interest rates re-
mained at historically high levels. The prob-

lem was particularly severe for commodity-
dependent countries. Worsening terms of
trade and the inability to increase export
earnings made their debt burden worse. At-
tempts to obtain trade surpluses to cope with
sudden increases in debt obligations failed,
as the increasing supply of price-inelastic
goods led to falling prices. Continued efforts
to adjust failed to bring the promised results.

Most external debt in developing coun-
tries is owed by the government, because
either the public sector undertook the initial
loan or because it guaranteed private liabili-
ties. The net negative resource transfers from
high debt obligations and the collapse of vol-
untary lending have imposed a severe resource
constraint on public expenditure—inhibiting
policies for restructuring, investment and
growth. The attempt to maintain debt service
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in the face of deteriorating terms of trade en-
tailed fiscal deflation and devaluation. In the
Philippines, debt service increased its share
of government expenditure from around 2%
in 1975 to 36% in 1988, when social services
accounted for 22% of the total budget. In
Kenya in 1984, debt service represented 20%
of government expenditure, compared with
the 23% spent on education. In Mexico, debt
service is 20% of the government budget
compared with 18% for the social sectors.

Clearly, there is a need for some medium-
term resolution of the debt problem. The fo-
cus has recently shifted from rescheduling to
debt and debt service reduction. There have
been various schemes for debt conversions,
debt buy-backs, special bonds, and so on.
More formal schemes for debt relief, initiated
by US Secretaries of State, have had disap-
pointingly limited results. Although the Brady
Plan has the laudable goal of restoring sus-
tained growth, it is doubtful whether it will
make much difference to the amount of ser-
vice that debtors are paying. For example, the
arrangement for Costa Rica merely cut con-
tractual obligations to the levels of repayment
that had previously been maintained.

In reality, debt relief has been consider-
able, as the majority of countries in Latin
America and the Caribbean are in substantial
arrears on their commercial debt. This situa-
tion is widely accepted as a fact of life by
bankers and their shareholders as well as
governments. But there still is a major
haemorrhage of resources that stymies eco-
nomic growth and social expenditures in de-
veloping countries.

Measures to improve the trade situation
would also make an important contribution

to financial viability. These measures include
improving the access to industrial country
markets in such areas as textiles and clothing,
tropical goods and agriculture.

Further, large-scale debt relief or de-
fault—of much greater magnitude than the
Brady Plan now envisages—will be essential
to restore the conditions for growth and pro-
vide the resources for primary social and eco-
nomic expenditures.

INTERNAL DEBT. Internal debt—money a
government owes to its own citizens in its own
currency—is a virtually unexplored aspect of
the contemporary debt problem. Yet in some
cases it exceeds the external debt—as in India,
Malaysia and the Philippines (table 3.8).

Countries acquire this debt in several
ways, including national saving schemes and
selling government bonds. Internal debt may
seem of less concern than external debt, since
interest payments and amortization do not
involve resources leaving the country—they
are transfer payments from one group of citi-
zens to another. But the problem of internal
debt is still serious.

Servicing the debt takes up resources that
could be used in the social or productive sec-
tors. In the Philippines, for example, internal
debt service absorbs 23% of expenditure—
while only 22% goes towards social sector
spending.

Interest rates on internal debt are some-
times higher than those on externgl debt—as
in Pakistan, Colombia and Mauritius. And it
is politically very difficult (and perhaps unfair)
for a government to obtain debt relief from
its own citizens.

Policies to reduce the internal debt bur-

TABLE3E
: Domestac debt in selected countnes 1938 SR
Domestlc debt Domestlc debt -
“serviceasa % of sefvgceasa e - Domestic
total government ~ %oftotal  Totaldebt  debtasa%of
. expenditure debt service  asa%of GNP total debt
Malaysia 17 &9 - @ - W
Philippines 225 826 - . B - tag o
Chile _ F _ 145 fhy %8 = ga]
~ Nigerla - e 83 & gy J80
Zibabwe - = . 33 57 @ 3 473
Coted’lvoire : ' 8.2 B - . O3 128
logan . : . 8.1 736 93 . . agE
Pakistan - e 676 0 37 557
bda = = = - & 41 %3 5. w0
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den may therefore offer good potential for
increasing social sector finance. The most di-
rect way to reduce internal debt is through
raising revenue and repaying the debt. Many
countries made major improvements in their
budgetary position in the 1980s—such as
Botswana, Burkina Faso, Colombia and In-
donesia. In each case, the improvements were
made while raising government expenditure
per head, by increasing taxation. Other
countries have also improved their position
but at the expense of government expendi-
ture—Malaysia, Peru, Zambia and Uruguay.

Devices have been suggested for reduc-
ing the debt burden by converting it to equity
or other forms of asset. Other options might
be to reschedule debt or index it to reduce
the current costs.

Each of these mechanisms can signifi-
cantly reduce the short-term debt burden.
Improving the budgetary position would do
so permanently. Others, such as indexation,
would offer short-term gains but only at the
expense of increasing the long-term debt
burden and perhaps passing the problem on
to the next generation.

INTERNALPOLICING. A greatdeal of security
expenditure in many developing countries is
aimed at maintaininglaw and order, or policing
the country’s people. But quantifying this
expenditure is not easy. Security spending
takes diverse forms. And the budget for in-
ternal policing may be shown under various
government departments—the President’s
Office (asin Pinochet’s Chile), the Ministry of
Defence (Zaire) or the Home Secretary(United
Kingdom).

The sensitivity of the subject also restricts
information on police numbers and expendi-
ture. Governments often do not report the
full expenditure, and estimates from other
sources can vary widely. So, it is probably more
useful to consider figures for overall security
expenditure rather than those for civil police.

For some developing countries, there is
also specific information on “public order and
safety expenditures”. The most striking case
is that of Sri Lanka, where the proportion of
government expenditure spent on police al-
most trebled between 1982 and 1987. In
Ethiopia, the share of public resources de-
voted to internal policing remained at about

5% during the 1980s. In the latest Indian Plan,
the budget for internal policing exceeds that
for central expenditures on social services—
partly a response to growing ethnic and reli-
gious strife.

Democratization at all levels could be the
key to reducing expenditure on internal po-
licing. If civil liberties are enhanced, the po-
litical functions of control and the financial
demands imposed by the security forces are
correspondingly reduced—and funds can be
released for human development. This pro-
cess could then become self-perpetuating.
Progress in human development, with open
and participatory systems responsive to the
needs of all people (including minorities), re-
duces the need felt for enforced security.

PUBLIC ENTERPRISE LOSSES.  Manydevelop-
ing countries have engaged in a range of
economic activities through public enterprises.
Theseinclude manufacturing, natural resource
extraction, agricultural marketing and the
provision of utility services.

Public enterprises consume a major part
of the budgetary resources in many countries
of Sub-Saharan Africa, but they are also sig-
nificant elsewhere. In Uruguay, one in four
workers is employed by the state—whose
monopolies include insurance, ports, gam-
bling and cement production. Sri Lanka has
more than 270 public enterprises, which em-
ploy 40% of the formal sector workforce.

The record of most public enterprises is
very poor, with few successful examples.
Management has more often been incompe-
tent, and the resulting losses constitute a
massive drain on many national budgets. Net
transfers from government to public enter-
prises are about 3% of GDP annually in Egypt
and 2% in the Philippines. In Sri Lanka, pub-
lic enterprises account for 20% of government
expenditure and 62% of the budget deficit.
In Cameroon, the losses have often exceeded
oil revenue. In some cases, part of these losses
might be justified in social terms—such as
extending marketing or distribution services
to poor and remote areas. But there is enor-
mous room for improvement.

The obstacles to satisfactory performance
are various. Politicians frequently interfere in
the daily running of public enterprises, using
them as important insttuments of patronage
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and making many unmerited appointments
to positions of power. Public enterprises have
often become the employer of last resort—
resulting in falling productivity and morale and
a decline in real wages. Weak management
and secrecy about their operations have com-
pounded the problems. In the end, the state
is usually willing to subsidize these loss-mak-
ing enterprises.

An increasingly important way to deal with
inefficient public enterprises has been
privatization. Many developing countries find
that efforts to privatize elicit protests from
employees and other affected groups and look
for alternative solutions. But half-hearted
measures are unlikely to succeed, as shown
by Argentina, Brazil, Pakistan, Poland and the
USSR. Wherever bold privatization has been
attempted, it has begun to yield satisfying re-
sults—after an admittedly painful transition.
Wherever half-way measures have been tried,
neither economic efficiency nor social justice
has been achieved.

Even without privatization, certain sig-
nificant reforms are possible. There is a need
to match greater autonomy with improved fi-
nancial reporting and greater accountability.
The links with consumers could also be made
more efficient—particularly through pricing
policies. In many cases, the prices for tele-
phones, energy and water are well below
marginal cost. It might be thought that
charging more realistic prices would hit the
poor unduly, but this is not usually so. Around
90% of publicly provided electricity and wa-
ter services are consumed by industry and by
the better off. The poor often have to rely on
more expensive alternatives, such as water
delivered in trucks by private companies.

Recovering the real cost of services from
those who can afford paying would generate
more resources for the government (or at least
reduce losses) and thus release funds for so-
cial expenditure. Prices could, in any case, be
differentiated with poor groups in mind. For
instance, charges should be lower for water
from yard taps, which are used by the poor.

Freeing up the financial constraints would
also allow for expansion of services—say, by
making labour-intensive infrastructure im-
provements to extend services to poorer areas.

Resources are dissipated in many other
ways: capital flight (box 3.1), corruption (box
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3.2) and prestige projects (box 3.3). The ex-
amples show the wide scope for increasing
social expenditures by squeezing expenditures
in other sectors—or by eliminating govern-
ment waste. But how much of the expendi-
ture allocated to the social sector is actually
earmarked for human priority concerns?

The social priority ratio

The social priority ratio is the percentage of
social expenditure directed at the priority ar-
eas. What is considered to be a priority will
naturally change from one country to another,
and change over time as human development
proceeds. Countries that have already
achieved high standards of literacy may well
regard higher education as their next priority
area. Where basic standards of health have
been achieved, health ministries will want
to increase attention to more sophisticated
kinds of curative care.
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Many developing countries, however,
have very low standards of public health,
education and water. For them, the priority
must be basic education, primary health care
and the extension of basic water systems to
poor areas of both cities and rural areas.

Of course, even the poorest country
should have an efficient hospital system and
good universities. All countries need skilled
local people to teach children, to mend bro-
ken limbs, to design bridges and to formulate
economic and social policy. But countries
where the illiteracy rate is beyond 40% prob-
ably should not be spending the largest share
of their education budgets on financing free
universities,

Likewise, social security systems may not
be a good use of available funds for develop-
ing countries. Social security payments tend
to go to those in formal employment—not the
poorest people. In Chile in 1985, for example,
it was estimated that only 13% of social secu-
rity payments benefited the poorest 40% of
the population. Of health spending, by con-
trast, 64% did reach the poor.

This Report makes the assumption that,
for most developing countries, the basic ser-
vices should be given priority. And calculat-
ing the social priority ratio on this basis high-
lights the cases where the social sector
spending is badly skewed (table 3.9). Paki-
stan is one clear case. It has the lowest prior-
ity ratio in the sample. In a country where lit-
eracy rates are only 31%, the government is
directing less than a third of social expendi-
ture towards basic education.

Priorities change with the level of devel-
opment. Argentina is a country that spends a
significant amount on the social sector. Yet
it, too, has a low social priority ratio—the share
of overall social spending flowing to health and
education has been falling at the expense of
social security payments. In Argentina’s case,
however, this could be seen as a case of shift-
ing priorities after some of the basic goals have
been achieved. Human development levels
are now high—the literacy rate equals 95%.

Health priorities
Primary health care for many countries would

be the cheapest and quickest way to improve
health standards. It costs between $100 and
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$600 to save each additional life through pre-
ventive health care, while the corresponding
figure for curative care is between $500 and
$5,000. Part of the reason: a primary health
worker costs about $500 to train, a fully
qualified doctor around $60,000.

Most countries spend a high proportion
of their health budgets on hospitals—over
90% in Malawi and Sierra Leone and over
80% in Argentina, Bolivia, the Republic of
Korea, Liberia, Panama, Tanzania, Togo and
Uruguay. Many countries that spend a high

Chile’s dramatic reduction in child mor-
tality rates over the 1970s and 1980s was
achieved through a series of targeted
programmes, including subsidies to poor
pregnant women, primary school feeding
schemes and nutritional rehabilitation for se-
verely malnourished children. This success is
controversial, however. Some argue that the
narrow focus on child health and nutrition was
at the expense of other social measures. And
while more children survived, the overall liv-
ing standards of the poor fell during the same

proportion of their budgets on hospitals also  period, due to declining primary incomes. Social priority ratio, 1988
have very high infant mortality rates (as in High PR :
Liberia and Tanzania). Education priorities Korea, Republic of 7
Things often get worse when a country is ?‘;jjﬁ‘;’; 22
undergoing a severe economic adjustment  Although the first priority in education should Philippines 53
programme. If health budgets come under  be a well-organized system of basic school- g;rsacg\?ve gé
pressure, primary health care is often hit  ing, the primary level accounts for less than o e
hardest. It is a case of choosing priorities. One  half the total education expenditure in every Chile 19
kind of health priority need not displace the ~ region. Over 100 million children worldwide :g
other completely. The two need tobe keptin ~ receive no primary education. A further 200 16
balance. 4

Despite a low ranking in the social prior-
ity tables, Bangladesh provides an illustration
of restructuring health expenditures. It in-
herited an urban-biased, curative health care
system. Now the system, based on the pri-
mary health care concept, has an institutional
network for providing health care facilities
from the grassroots level upwards. This shift
is reflected in the increasing share of rural
health clinics in the health budget—rising
from less than 10% in 1978 to 60% in 1988,
implying greater access for the poor, especially
in rural areas. In Malaysia, successive national
governments have had the political impetus
to redistribute income towards the Malays
(bumiputras), who are generally poorer and live
in rural areas. As a result, expenditures per
head on education, health and pensions in
Malaysia are higher in the rural areas than in
the towns and cities.

Other governments have promoted low-
cost, high-impact interventions. Indonesia
introduced a nationwide programme of this
type in the 1980s, and an estimated 85% of
mothersand children now have access to pre-
ventive health facilities. This posyandu pro-
gramme, based on meetings in private homes
and village halls, concentrates on basic priori-
ties like nutrition, immunization, diarrhoeal
disease control and health education.
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million receive no education beyond the age
of 12.

This is a wasted opportunity. Not only is
primary education of fundamental importance
in itself, it is also a good way to direct resources
more specifically towards the poor, since a far
greater share of the benefits of primary educa-
tion accrues to those who are less well off. In
Costa Rica, for example, 57% of the benefits
of primary education go to the poorest 40%
of the people, while only 8% go to the
wealthiest 20%.

Basic education also brings high economic
returns. In many countries, the economic re-
turns to primary education are almost twice
as high as those to higher education. Yet,
throughout the developing world, a dispro-
portionate share of spending goes to the
higher levels. In francophone Africa, East Asia,
Latin America and the Pacific, tertiary edu-
cation receives a greater proportion of gov-
ernment funds than primary.

Restructuring is taking place in some
countries—indeed, it is more common in
education than in health. In 22 countries in
Sub-Saharan Africa, the share of education
budgets for primary schooling rose during the
1980s in 15 countries, fell in five and remained
constant in one. In Latin America, there seem
to have been clear improvements in Brazil,
Chile and the Dominican Republic. In Ar-
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wealthy often
benefit more than
the poor from
public, social
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gentina and Jamaica, the share of primary
education fell as that of tertiary education rose.
In Jamaica, this shift may reflect a move in
the right direction—the adult literacy rate is
98%, and the combined primary and sec-
ondary school enrolment ratio is 82%.
Higher education is thus the next challenge
to address.

The training of scientists and engineers is
important—particularly in East Asia and Latin
America, where literacy rates are high. But a
good deal could be gained from even limited
restructuring. Reducing government expen-
diture on tertiary education by just 12% in the
Arab States would permit a doubling of ex-
penditure on primary schools—a critical need
in a region where literacy rates are low.

Water and sanitation priorities

The inequalities evident for health and edu-
cation services are matched by those for wa-
ter supply. Clean water and safe sanitation,
along with adequate food, are the foundations
of human development. Yet the poor are
badly served: around 50% of rural households,
and 20% of urban ones, have no safe water
supply. In some countries the disparities are
much greater. In Ethiopia, people in urban
areas have 14 times greater access to sanitary
facilities than those in the countryside.
Around $10 billion is spent each year on
water supplies in developing countries, and
an estimated 80% of this goes to services for
the better off. To provide safe water through
stand pipes would cost only $5 per person per
year. It is ironic that in many countries the
wealthy receive a good setvice very cheaply
while the poor get inadequate services at a

high price.

Private sector response to soctal priority needs

National human development strategies work
best when they seek to achieve comple-
mentarity and interaction between the public
and private sectors. That has often been con-
firmed. But what is the response of the pri-
vate sector to social priority needs?

The data on this point are patchy, but
some assessments are possible.

In education, it appears that in all regions,
except the Arab States, the private sector
contribution is weighted towards higher edu-
cation (table 3.10).

There are, however, wide variations
among countries in the same region. Asia as a
whole has relatively little private primary
education, but it is significant in Bangladesh
(11%) and Thailand (9%). Private secondary
education in Asia shows even greater varia-
tion—from 93% in Bangladesh to 2% in Sti
Lanka and zero in China and Laos. Tertiary
education also varies, from 83% in the Phil-
ippines to zero in China.

Sub-Saharan Africa shows a different
pattern. The private sector is much more sig-
nificant in anglophone countries, where it ac-
counts for a third of primary enrolment and
almost a half of secondary enrolment. In the
francophone and other countries, the figures
for both levels are 8% or less.

For health, there are many well-known
examples of well-equipped, private hospitals
in developing countries. In Morocco, for ex-
ample, 90% of the hospital beds are in pri-
vate institutions.

But one also finds that large segments of
the population—between 60% and 80% in

some parts of Peru—are treated privately, by
local, traditional healers.

. Enroiment in prwate schools 1985
As % of total emmlment at that fevel o

anary _ Secondary
s o i Numbef of '_ :' S .Numbei‘ Of
- Region . - % oroohiles o % couhtnes
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Sub-Saharan Afr!ca : ; As4 o 3
Latin America ; qIT T8
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a. Includes schools that rely solely on private contrlbut|0ns and those that receive some government aid.
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The most interesting cases are probably
those between these two alternatives. For ex-
ample, both the Gandhigram Institute of Ru-
ral Health and Family Welfare in India and
the Association of Rwandan Tradipractitioners
of Bare encourage cooperation between tra-
ditional and modern health practitioners.

Other “mixed” strategies in health—of
special interest in meeting basic health needs
and those of the poor—encourage interaction
between the public and the private sectors.
Many examples could be cited of private
hospitals working under contract to a minis-
try of health.

Another significant aspect is that private
health care—particularly that of NGOs—has
in some cases moved in to make up for fail-
ures of public provision. In other cases, tradi-
tional care has retained a significant role in
health—notably in Uganda, Kenya and
Swaziland. Elsewhere, private medicine may
have been introduced to offer a higher stan-
dard of care to those who can afford it.

International aid

Aid programmes also offer great potential for
restructuring—and an enormous pay-off. If
only one-third of existing aid were commit-
ted to human priority areas, the aid allocation
to these sectors would increase fourfold.

Aid budgets, like government expendi-
tures, can be examined through four ratios:
o Theaid expenditure ratio—the percentage
of a donor’s GNP that it gives in aid.
The aid social-sector ratio—the percent-
age of each donor’s aid that goes to the social
sector,
e The aid priority ratio—the percentage of
social sector aid committed to human prior-
ity areas.
o The aid buman expenditure ratio—the
product of the three foregoing ratios, and thus
the percentage of a donor's GNP going to
human priority areas in recipient countries.

The aid expenditure ratio

Most donor countries have failed to reach the
internationally agreed target of 0.7% of GNP
for official development assistance (ODA).
While there is considerable variation among
countries—Norway allocated over 1% of its
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GNP to aid, and the USA only 0.15%—the
general trend in the 1980s has been down-
wards (table 3.11).

Despite these declining ratios, the share
of ODA in net financial flows to developing
countries has risen dramatically over the past
decade—from about one-third to over two-
thirds—largely because of the unavailability
of private loans. This is particularly true for
the poorest countries. Indeed, in some 40
countries, the ODA they receive exceeds 10%
of their GDP.

The aid social-sector ratio

It is not possible, however, to be precise about
how aid was used—particularly to estimate
how much of it went to the social and pro-
ductive sectors. Some aid is given to support
a government’s general expenditure pro-
gramme. This programme aid may not be tied
to any one sector, so that it can be used for
defence or infrastructure or for social sectors.
On the other hand, aid given specifically for
the social sectors may—in theory, though
rarely in practise—only substitute for funds
the government would have provided anyway,
and which it can now spend elsewhere.
Untied programme aid formed a rising
proportion of aid flows in the 1980, partly
because of the increasing importance of
structural adjustment loans. From the World
Bank, adjustment lending in 1989 accounted
for 18% of its IBRD commitments and 8% of
its IDA funding, compared with 8% and 4%
for 1980-82. Within adjustment lending, an
increasing proportion—two-thirds in 1989—
has been directed towards specific sectors. But
until 1989, only two such sectoral adjustment
Joans were for the social sectors, so the effect
has been to reduce the proportion of funds

If only one-third of
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specifically available for human development.

Aid social-sector ratios have also been
falling in bilateral lending, as seen in the
sectoral allocation of aid from western donors
(accounting for over 85% of bilateral, or gov-
ernment-to-government aid) (table 3.12). For
bilateral aid, the proportion for health and
education together dropped from 24.5% to
17.4% between 1979 and 1989. For multilat-
eral aid, the proportions are even lower. There
are, however, considerable variations among
donors: ranging from the relatively low allo-
cations of Japan (8.4%) and Sweden (13.8%)
to the higher proportions of Belgium (38%)
and New Zealand (54%).

Even if the social allocation ratio s falling
generally for certain recipient countries, the
aid allocated to education and health can form
a substantial proportion of their total social
expenditure, In some cases, it exceeds the

Bilateral?

e MM
ddys -~ igsg sy
B¢ g7 = 7B
S5 igpy ¢ ol o g
: pub&c _dm 'léts‘aﬁm : ans v i 199
'Agrlcuiture - g 13 =939
_Gt:her o e B B B
Tolat. - 10wl - 1000
a. OECDY/DAC, accounting for 85% of total bilateral aid.
”';Anai.y%i uf:ODA so::al spem:lmg, 1989 . L e e
- human ~ social  social
ExpEI‘Iditufﬁ‘ expendfture afiocatnon  priority
g - -~ qato - Etio o ratie
e B e e
. hm NE 366
. Go% 9855 53g
. 08 - 4 53
.09 - 138 559
rr e n el
e 3 274
g 201 78.7
041 25.6 444
- 538 37 g
@31 248 %6
g4 a9 250
. G4 ko - s
'015.: i 171 . ab]

Note Column 1is the percentage of a donor's GNP aIIocated to priority sectors (pnman,r health care
and basic education) in recipient countries through ODA. It is calculated as columns 2 x 3 x 4.
a. Excluding the former German Democratic Republic.

54

amount spent by national governments.

Much of the aid not allocated to the so-
cial sector is still important for human devel-
opment—which involves both the economic
and social aspects of people’s lives. Support
for some forms of infrastructure, say, will be
of great value. Indeed, for countries already
at a high level of human development, cer-
tain types of social spending may have a lower
priority. Countries like Chile, Cuba and the
Philippines, which already have high literacy
rates, need to be spending more on higher
education.

One part of non-social-sector aid that is
very questionable is assistance to the military.
Military assistance is an important instrument
of US foreign policy. The real level of military
assistance from the USA peaked during the
Korean war. There has since been a major
regional shift away from Asia and towards Is-
rael, Egypt and the Gulf area. The next larg-
est share goes to a group of countries where
the USA has rights to military bases—Turkey,
Greece, Portugal, Spain and the Philippines,
though Pakistan was also an important re-
cipient during the 1980s at the time of the
Afghanistan war. Elsewhere, the assistance to
Africa (excluding Ethiopia in the early 1970s)
and Latin America (apart from El Salvador)
has been relatively low. Most US military aid
since 1974 has been in the form of credit sales
rather than grants. But the loans have largely
been forgiven (as at various times for Israel,
Egypt, Turkey and Pakistan).

The aid priority ratio

The proportion of social sector aid allocated
to priority areas (such as primary health care,
basic education, family planning and rural
water supply) has been small. The aid priority
ratio is only about 36.6% (figures 3.4 and 3.5
and table 3.13)—despite repeated pro-
nouncements from the international com-
munity about the importance of basic educa-
tion and health care and rural services. Italy
has a particularly low ratio, and those for
France, Australia and Canada are not much
higher. The Nordic countries and Switzerland
have the highest aid priority ratios.

The aid priority ratio in table 3.13 is
based on the Credit Reporting System (CRS)
database of the OECD. But its coverage—
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approximately 70% of total bilateral ODA—
is notably incomplete in the cases of some
large donors, like France, Germany and the
United Kingdom. Rough assumptions have
been made about the sectoral distribution of
bilateral grants (technical note 7). It must be
noted, however, that actual figures are only
approximations and need to be carefully
checked: what matters is the method of this
analysis.

Education received only 11% of all bilat-
eral aid during the 1980s. Flows to primary
education were limited, and declined in real
terms for middle- and low-income countries.

Educational assistance to Sub-Saharan
Africa in the early 1980s, for example, was
heavily skewed towards higher education, This
bias is reflected in the allocations per student—
$1.10 per primary pupil, $11 per secondary
pupil and $575 per university student—though
the discrepancy arises, to some extent, because
higher education is more expensive.

Social sector aid is skewed in this way when
donors prefer their contributions to be more
visible—the city hospital rather than the rural
clinic. But even when there is a real desire to
promote primary programmes, it can be very
difficult to channel funds to small-scale, highly
dispersed local initiatives and to ensure that
they are replicable. It certainly is possible,
however—as with the success in promoting
primary health care in Senegal (box 3.4).

Social sector aid that has a high priority
ratio will tend to direct resources more to-
wards the poor. But it is also possible to have
much the same effect in economic sectors by
supporting poverty-oriented projects.

Aid directed towards small-scale agricul-
ture and industry, for example, can improve
the incomes of the poor. Indeed, the evidence
shows that poverty-oriented projects have a
high rate of return and that attempts to reach
the poor do not undermine economic effi-
ciency. But many projects have worked in the
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other direction. In India, for example, many
poor tend to be landless. So external assis-
tance has often been provided to support ef-
forts aimed at increasing food production
through the provision of irrigation, credit, ex-
tension and new seeds. These efforts have
mostly benefited the middle-income farmers.
Agricultural advances have certainly helped
raise food output in India. But, unfortunately,
the purchasing power of India’s poor has not
increased significantly. As a result, the inci-
dence of malnutrition has not fallen.

For the urban poor, there have been nu-
merous attempts—of varing success—to of-
fer credit and technology. In Costa Rica, ex-
ternal assistance helped finance over 400
urban microenterprises, which have created
jobs and raised incomes. Over half the ben-
eficiaries were among the extremely poor.

Restructuring aid budgets

The potential is great for donors to mobilize
more resources for human development by
restructuring their aid budgets. The aid pri-
ority ratio—the proportion of donors’ GNP
allocated to human priority concerns—is ex-
tremely low. For OECD donors as a whole, it

is only 0.026% of their combined GNP.

The arithmetic is simple. Official devel-
opment assistance (ODA) for all countries
currently represents 0.32% of their combined
GNP. Of this, only 23% went to social sec-
tors in 1988, and of the social sector spend-
ing, only 37% went to human development
priority areas. In education budgets, for ex-
ample, only 7% went for primary schooling.
In health budgets, only 27% was for primary
health care. And only 19% of the water supply
and sanitation funds went to the rural areas.

Averages like these naturally conceal sig-
nificant differences among donors (table
3.11). The Nordic countries devote over 0.9%
of their GNP to aid, and their aid priority ra-
tios are between 0.05% and 0.11%—many
times more than the overall average for do-
nors. The USA, on the other hand, commits
only 0.15% of its GNP to aid. As a result, its
aid human expenditure ratio is only 0.01%.

Some people argue that it does not mat-
ter if aid misses priority targets: any aid will
permit the recipient government to release
funds to spend elsewhere. Plausible in theory,
the argument is wrong in practice. For many
countries, aid constitutes such a high propor-
tion of their development budgets that aid
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priorities inevitably become development
priorities. In Burundi, aid provides 56% of
total expenditure on health and education.
The proportion of total expenditure is also
high in Chad (53%), Uganda (48%), Somalia
(38%) and Ethiopia (35%).

Finance ministers of developing countries
are, in any case, unlikely to respond well to
such arguments. They are reluctant in the best
of times to undertake social expenditures—
which offer little immediate financial return
and demand recurring expenditure long into
the future. Ministers will hardly be encour-
aged to increase social spending if donors, too,
are reluctant to finance recurring expendi-
ture—and prefer instead to give money for
capital-intensive schemes that happen to re-
quire machinery and technical assistance from
the same donor countries.

Of all the categories of development aid,
technical assistance must be the ripest for re-
assessment. Africa receives $6 billion in tech-
nical assistance each year, and this figure keeps
rising. Yet Africa still has some of the lowest
levels of human development in the world.

The problem is that too much is being
spent on the salaries of expensive foreign ex-
perts and too little on building up local insti-
tutions and expertise. Shifting the main fo-
cus of technical assistance to building up
national capacity would not only reduce the
cost of assistance. It would also release mil-
lions of dollars that could be put to more pro-
ductive purposes.

FINANCING HUMAN DEVELOPMENT

Donor countries must thus reassess their
aid priorities and commit themselves to the
support of human development. If recipient
countries adopt the same priorities, the way
will be open to a new and productive era for
official development assistance—one based
on a mutual commitment to human develop-
ment (see chapter 6).

A restructuring of aid budgets will require
much better disclosure and publication of in-
formation. The OECD Development Assis-
tance Committee (DAC) could make a valu-
able contribution here. It could analyse the
effects of existing aid priorities on the human
development levels of recipient countries. It
could also help by regulatly publishing aid
social allocation ratios and aid priority ratios
for each donor.
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CHAPTER 4

@ Efficiency in human development

Government budgets in all developing coun-
tries are extremely tight, so the search goes
on for reducing the unit costs of social ser-
vices—without compromising quality or re-
ducing access. The search also goes on for
recovering some costs by charging users for
the services they receive.

Measures for cost reduction and recov-
ery must be seen in their political and socio-
economic context. Indeed, past experience
suggests that a “healthy” degree of competi-
tion between public and private services in
the human development field often leads to
price reductions, to greater access and thus
to improved benefits for people.

It is desirable, moreover, to examine more
than just how to reduce the costs of one
particular policy measure or service. The
critical question is whether the same objec-
tive—for example, meeting the nutritional
needs of people at large or those of particular
population segments—could be better
achieved through an alternative, less expen-
sive route. For food subsidies, a preferred
policy option could be to adopt agricultural
policy measures that help encourage and
support the concerned population groups in
increasing their own food production.

Many programmes, such as Indonesia’s
nutrition support programme, seek to com-
bine two approaches—meeting people’s
nutritional needs through special programmes,
whether food subsidy schemes or feeding
programmes, and enabling people to increase
their food production, for instance, through
kitchen gardening.

Just as the balance between private and
public delivery is important for increasing
efficiency, so too is the degree of centraliza-
tion and decentralization that marks a
country’s development strategy. Decentraliz-
ing social services reduces costs, because it
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encourages the use of local resources and
often holds down administrative costs. It also
has disadvantages. It makes it more difficult
to maintain and control desired quality stan-
dards for the services to be delivered. It may
perpetuate, even reinforce, disparities be-
tween various regions or local communities.

The pros and cons have to be weighed
carefully. On the positive side, decentraliza-
tion usually creates an atmosphere that en-
courages initiative at all levels, from bottom
to top. It allows people to become more
involved in decisions that affect their lives. It
thus promotes development that is more
people-oriented, more sustainable and more
relevant to people’s needs and interests. De-
centralization facilitates participatory devel-
opment, which is much more than a means
of enhancing efficiency and effectiveness. It
is one of the main aims of human develop-
ment.

A country’s overall policy framework cre-
ates the possibilities for public-private com-
petition and complementarity, for decentrali-
zation and for other means of increasing effi-
ciency, such as targeting. To show more con-
cretely how various approaches have worked,
the discussion here examines various ways to
reduce costs in services of priority concern to
human development and then discusses the
recovery of costs through user charges.

Cost reductions in education

The opportunities for cost savings are con-
siderable in education. A recent study for the
“World Conference on Education for All”
concluded that a feasible package of reforms
could reduce the recurrent costs of educa-
tional systems by 25%. The package consists
of, among other things, measures to reduce
repetition, more efficient use of community

Decentralizing
social services
reduces costs
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resources, multiple shifts, selective increases
in class size and some introduction of cost
recovery at the tertiary level. But the quality
of education should not be sacrificed to ob-
tain savings in unit costs.

One way of making salary savings is to
use teachers with less formal training and to
seek more help from the community. In
Senegal, assistant teachers have been intro-
duced in greater numbers: their starting sala-
ries are well below those of regular teachers,
and the quality of education has not fallen. In
Colombia, too, costs have been reduced by
increasing the role of “teacher helpers”.

Just $15 per pupil is the annual cost of a
non-governmental primary education system
in Bangladesh. The Bangladesh Rural Ad-
vancement Committee (BRAC) provides a
three-year functionally oriented curriculum,
preparing children for the fourth year of the
official primary education system. Village
leaders and parents are actively involved, and
very simple classrooms are being used. The
teachers are not fully trained. But the schools
are highly successful and have increased ac-
cess for the children of poor families—par-
ticularly for girls, who make up 63% of the

pupils. Of course, the actual costs are greater
than the money spent because of contribu-
tions “in kind” from parents and the rest of
the local community.

Increasing the size of classes is another
way of reducing costs. Achievement tests show
no significant difference between children in
classes of 25 and those in classes of 40.

Schools can also increase the number of
pupils per teacher by operating double shifts
in the same classrooms—one group of pupils
gets schooling in the morning, another in the
afternoon. Double shifts save on teachers (if
they take both shifts) and on the capital costs
of buildings, equipment, libraries and labora-
tories. With this system, Senegal has cut costs
considerably and increased access to educa-
tion (box 4.1). Zambia has also used double
(and even triple) shifts to reduce capital costs
in education by almost a half—and it also
reduced the current cost per primary school
student by an average of 4.1% between 1980
and 1984. -

Multiple shifts have disadvantages as well.
They put greater pressure on teachers—and
on parents, who have to look after small
children who are not at school. But multiple
shifts do offer considerable scope for unit
cost reduction.

The private sector is one route to greater
efficiency in education. Comparisons between
private and public schools are difficult to make
because the different schools usually draw
students from different backgrounds, and this
is likely to have an influence on their perfor-
mance. Even so, a study has shown that in
the Philippines, private secondary schools
spend, on average, about half as much per
student as public schools—and their students
achieve better results in both English and
Tagalog (the national language of the Philip-
pines), while public school pupils do better in
mathematics. Studies on Colombia, Tanza-
nia and Thailand also suggest that, at the
secondary level, private schools are more cost-
effective than public schools.

Research, based on evidence from sev-
eral Asian countries, indicates that unit costs
in higher education tend to decrease when
the share of the costs financed through pri-
vate contributions increases. Beyond recov-
ery of 40%, however, the marginal decrease
in unit costs becomes very small.
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There is evidence that schools whose fi-
nancing and planning are managed in a de-
centralized way, and which are supervised by
local committees, are more efficient than those
that are part of a centralized system.

Cost reductions in healih care

The health sector, too, offers considerable
opportunities for savings. In the Americas, an
estimated 25% of health expenditure is
wasted. Most governments could make large
savings by moving to lower-cost treatment,
choosing more appropriate drugs and buying
them more efficiently.

The drug bills for most health services
are enormous—and wastage may be more
than 50%. Concentrating more on basic drugs
could help make considerable savings. Medi-
cine consumption per head in developing
countries was estimated at $3.40 in 1983.
Yet, basic and essential drugs cost around
$1.00 per person. An even more basic list
could be provided for $0.25. Between 1.5
and 2.5 billion people still have little or no
regular access to essential drugs.

Many of the cheapest treatments are just
as effective as the high-tech alternatives.
Diarrhoeal diseases are one of the leading
causes of death in developing countries. The
conventional treatment is intravenous
rehydration therapy. But oral rehydration is
just as effective as intravenous—if not more
so in some cases—and using it could cut
costs by about 90%.

Rationalizing the buying policies for drugs
could lead to further economies. Generic
rather than brand-name drugs could be
used—and purchased through competitive
bidding. Sri Lanka saved considerably by
centralizing the buying of pharmaceutical
products through one state company. It ob-
tained basic drugs at less than half the price
paid by the private sector—sometimes less
than one-third. Improved storage and distri-
bution can also increase efficiency. The wast-
age in immunization campaigns has been es-
timated at 33%. Reducing it to 20% would
cut the cost of vaccines and syringes from
$1.40 per child to $1.15.

Taking some of these measures could
reduce the foreign exchange costs of drugs
by a third to a half. Savings have been even
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greater in several countries with pharmaceu-
tical industries—as in Argentina, Brazil, Egypt,
India, the Republic of Korea and Mexico.

Asin education, employing personnel with
fewer formal qualifications could also offer
considerable savings without jeopardizing
standards. Health care workers and tradi-
tional birth attendants can be involved at the
village level. And communities can help pay
for, or build, health posts and clinics, especially
if they are put in charge and if they see that
their investments are for their direct benefit.
More use could also be made of traditional
healers and herbal medicines.

Finally, improved organization and man-
agement in health systems could lead to
greater cost-effectiveness. Consider Malawi,
where simple management improvements in

the principal hospital could save two-fifths of -

non-salary recurrent expenditure.
Cost reductions in water and sanitation

New technologies and better management
structures can make a great contribution. The
International Drinking Water and Sanitation
Decade helped identify many new ap-
proaches, including gravity-fed water supplies
which can decrease costs and widen cover-
age in hilly areas. Water can now be treated
with slow sand filtration processes, which
purify moderately polluted surface water more
cheaply.

Wells and pumps have also been im-
proved. Small diameter wells can be oper-
ated for costs that range from $5.00 to under
$0.50 per user, In a project in India, water is
pumped from a deep well for capital costs of
less than $1.00 per user per year—with oper-
ating and maintenance costs of about $0.10
per user. Similar low costs have been achieved
in programmes in Ghana and Malawi. Sev-
eral new kinds of water pumps have become
available, including hand-pumps that allow
communities to manage and maintain the
water systems themselves.

Some governments and external donors
have encouraged improvements in the area
of cost control and financial management
that are of vital importance to any water sup-
ply system. One of the ways to achieve these
improvements is through the use of comput-
ers, facilitating billing and fee collection, in
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particular in urban areas.

The users themselves are one of the most
important management resources. The in-
volvement of the community and particularly
the women—in decisions about the location
of facilities, the most acceptable kinds of
technology and the arrangements for use and
maintenance—can help sustain a realistic
programme of low-cost investment.

Cost reductions in food subsidies

Some 800 million people go to bed hungry
each night. Over one-third of the children in
the developing world—about 180 million—
are severely underweight, putting their healthy
development and lives at risk. In many coun-
tries, there may be absolute food shortages,
but the real problem for many poor families
is that they cannot afford to buy the food that
is available.

Governments have tried to hold down
the price of food, but this has reduced the
incomes of farmers (many of whom are
themselves poor and malnourished) and dis-
couraged production.

A better solution is to subsidize basic
foods. This has become an important “social
service” in many developing countries. But
food subsidies are expensive—in some cases
amounting to over 15% of government bud-
gets—so any assessment of public expendi-
ture should examine ways of doing this more
efficiently.

Food subsidies take four main forms:

*  Market-wide price reductions—reducing
prices of selected products for all consumers.
*  Food rationing—distributing food to spe-
cific shops or households at concessionary
prices.

o Nutritional intervention—operating feed-
ing programmes for schoolchildren or other
vulnerable groups.

*  Food-for-work—giving food as payment
to those taking part in public works schemes,
often infrastructure or disaster-relief projects.

Market-wide reductions give relatively
more help to the poorest families (particu-
larly those in urban areas), since they spend a
high proportion of their income on food. In
Sri Lanka, the poorest 10% of the population
spend almost 80% of their income on food—
and the subsidies received by the poorest

fifth of low-income households effectively
contributed about 16% of household income
in the late 1970s. In Kerala in India, subsidies
contributed as much as half the income of
low-income households in the same period.

When a country is going through an eco-
nomic adjustment programme, food subsi-
dies have often been among the first items of
government expenditure under attack. About
one-third of the adjustment programmes in
the mid-1980s involved reducing food subsi-
dies. Generally, there was a decline in real
spending on subsidies between 1980 and
1985, except for a few countries, like
Bangladesh, Mauritius and Morocco, in which
it increased.

Part of the reason for this is that food
subsidies seem indiscriminate. Countries like
Egypt, Morocco, Pakistan and Zambia pro-
vide across-the-board subsidies, which allow
relatively wealthy people to benefit from low
prices as well. In Morocco, 80% of the bud-
getary cost of food subsidies in the rural areas
does not benefit the most needy.

The challenge in recent years has be-
come to target the subsidies, so that they
support the nutrition of the poor most effi-
ciently. Obviously, there will be trade-offs:
the more narrowly targeted a programme,
the greater the risk that some of the most
vulnerable may also miss out. And while the
amount spent on food may fall, the adminis-
trative cost will generally rise. Moreover, there
is the risk that food subsidy programmes will
lose political support (see chapter 5).

It is important that food subsidies are
integrated into a clearly thought-out nutri-
tion strategy. Research has shown that food
subsidies are more effective when combined
with nutrition education and primary health
care. In Tamil Nadu in India, food supple-
ments complemented by nutrition education
and primary health care have considerably
raised the nutritional status of children at risk
from malnutrition.

Economic and political circumstances
determine what is appropriate and feasible in
each particular case. Nevertheless, some
general conclusions can be drawn from re-
cent experience.

»  Targeting by income—Such targeting tends
to be ineffective in poor countries where in-
come records are weak., Many of those in

EFFICIENCY IN HUMAN DEVELOPMENT



need are omitted, and the administrative costs
are high (box 4.2).

*»  Targeting by region—Making cheap food
available at certain shops in selected areas
can be effective if poverty is concentrated
regionally. But this generally is not the case,
and shops tend to be located more in the
low-income districts of urban areas, reaching
only a proportion of the poor.

*  Targeting by commodity—Subsidizing only
basic commodities that are mainly consumed
by the poor can reach the poor without ex-
cessive wastage. But often the wrong com-
modities are subsidized—wheat or meat, for
example, which are consumed more by high-
income groups. If the right commodity is
selected, such a “self-targeting” scheme can
be very effective and efficient.

o Offering free school meals—This is a good
way to reach children of school age, with the
added advantage of encouraging school at-
tendance.

*  Distributing through health clinics—This is
a very effective way of reaching vulnerable
groups, including malnourished small chil-
dren, and pregnant and lactating women. In
Colombia, and in remote rural areas of the
Philippines, the distribution of food stamps
to low-income mothers bringing their pre-
school children to health posts has been very
successful.

Food subsidies can be a vital tool for
helping the poor. But they should be an inte-
gral part of a larger strategy aimed at en-
abling poor households to meet their own
needs—and at making the subsidies super-

fluous.
User charges

Basic social services in developing countries
are often either free or provided at a very
small charge. The justification for this is that
society as a whole often gains, even when
services are provided to individuals. A free
health service treating people with communi-
cable diseases clearly also benefits those who
are not ill. And free education increases
people’s capabilities—and can thus improve
the income and welfare of the country as a
whole. Moreover, offering the most basic
services free permits greater equality of op-
portunity and fulfils a government’s respon-
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sibility to provide for its citizens’ basic hu-
man rights. But people—even in low-income
groups—are often willing to pay a fee if that
provides them better services. Competition
from the private sector provides that option
in several cases.

Education in some countries is free, but
only for a certain number of years. In Nepal
and the Republic of Korea, for example, pri-
mary education is free. In the Philippines,
secondary education has also been free since
1988. In other countries, including Mauritius,
education is free at all levels.

Even when services are officially free,
they can tack a considerable financial burden
onto poor families, Teachers’ salaries are so
low in some countries that parents may have
to top them up through contributions to the
teachers’ transport or food, if students are to
see their teachers at all. Prescriptions, too,
are often supposed to be free, but in reality
patients may have to pay if they are not to
discover that the drugs are mysteriously “out
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of stock™ in the pharmacy.

A distinction has to be made between the
provision and the financing of services (see
chapter 3). Some services that the govern-
ment pays for may be delivered by the pri-
vate sector. People who use private schools
and hospitals might pay, at least in part, with
government vouchers, leaving them free to
choose and encouraging competition by pro-
viders. Or the support can be more indi-
rect—through tax relief on personal contri-
butions for health or education.

There are also suggestions that people
should pay at least something for the benefits
they receive—this may, for example, encour-
age more careful use of services like water.
And having parents pay for their children’s
education might improve school attendance.

Of services The current debate on user charges fo-
cuses on four issues: the extent to which
revenue can be gathered, the possible increases
inefficiency, the concerns for justice and eguity
and the danger of reducing access for the poor.
Revenue
Theoretically, user charges should bring in
additional money for under-funded educa-
tion and health services. But the revenue
tends to be not very great. In health services,
the average cost recovery through user charges
in developing countries is estimated at only
5% of operating costs (as illustrated by tables
4.1 and 4.2), Only a few countries achieved
reasonable rates.

In primary education, the levels are even
lower, and only in secondary and higher
education have rates beyond 10% been ach-
ieved—uwith some high levels in Asia (table 4.3).

TABLE4T -

~ Usercharges

e ':Ré')em_.l_e from user charges as % of government expenditure
_ . Education Health

. - 1580 1988 1980 1988

Bolivia - 5 6.0° 22.0

e 4.0° 5.0 5 :

£ Cmta Rica 1.9 0.0 1.4 0.0

India = 1.5¢ 8.7 4.5

Maustis - 31 0.0 0.2 0.2
Nigeria g 5.1 0.2 0.6

pakistan 5.9¢ 14 6.0° 25

 Philippines 4.1 1.1 7.7 25

Zimbabwe 47 38 . i

a, 1984 b 1986 c 1985 d. 1973
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None of these figures takes into account
the cost of collection, so the net contribu-
tions are lower still. But the potential may still
be great. The experience of some countries is
that people are willing to pay for higher qual-
ity. In Ghana, 15% of recurrent government
health expenditure is recovered through user
charges. In Bolivia, 22% of government health
expenditure is paid for in this way.

Efficiency

The price mechanism should discourage un-
necessary and excessive use of services. And
it might be more efficient than rationing,
which is expensive to organize—and suscep-
tible to corruption. Still, azzy form of charging
users will have an administrative overhead.

There does not, as yet, seem to be much
evidence that user charges give the right sig-
nals to patients about whether to use the
service or not. In Senegal, charges were in-
troduced at the primary health level rather
than at the hospitals—and by discouraging
preventive measures and low-cost health care,
they increased overall health costs. Senegal’s
expetience shows that user charges should
be introduced first at the top of the health
referral pyramid, not at the bottom.

Equity

The government may be responsible for ba-
sic services—and want to ensure that rich
and poor alike have good health and a rea-
sonable standard of education. But making
all of the services free could well be of greater
benefit to the rich. Either through greater
knowledge, or influence, or corruption, they
can get a greater share of the highly subsi-
dized high-cost services.

One way of trying to make sure that the
poor do not suffer unduly would be to have
different charges for different income
groups—perhaps exempting the poorest al-
together. But any system of differential
charges based on income (for user charges or
anything else) is administratively very diffi-
cult, especially in developing countries. Such
systems may fail to discriminate effectively,
so that some of the poor do pay while some
of the rich do not. A more promising option
would be to base the discrimination, instead,
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on the #ype of service—charges for tertiary
education, for example, but not for primary.

Access

If there is an incentive for those providing
the service to do their jobs propetly, services
will become more widely available and more
responsive to user needs.

But would the introduction of charges
discourage the poor? Even free services may
be difficult for the poor to use. The clinic
may be far away, and the transport too ex-
pensive. And sending children to school usu-
ally involves paying for uniforms and books,
and losing their contribution as workers. In
Sri Lanka, as elsewhere, the highest school
avoidance rates are among the poorest fami-
].ieS.

When user charges are introduced, there
may be a drop in demand from the poor—
this is confirmed by several studies. When
Ghana introduced user charges in the mid-
1980s, the use of health services decreased
(box 4.3). Use did return to its previous lev-
¢ls in urban areas, but not in rural areas. The
service had improved, but evidently not
enough to re-attract those deterred by the
price increase. Similarly in Lesotho, atten-
dance in the lowlands crept back to its previ-
ous levels after an increase in charges, but
attendance in the mountainous areas re-
mained lower than before. In Zaire, a rapid
increase in the price of health care caused the
overall use rate to fall from 37% to 31%.
Sharp falls were noted in prenatal and under-
five visits.

The experience so far suggests some gen-
eral conclusions on user charges.

Education

*  Primary—Primary education is a basic
human right and should be free. Books and
uniforms and other real education costs
should be subsidized for the poorest fami-
lies—especially for families paying the addi-
tional opportunity costs of the loss of their
children’s labour.

»  Secondary—There is a strong case for
making this priority social service free as well,
both for reasons of equity, and for the pro-
ductivity benefits it brings. If there are fees,
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an effective exemption system should be es-
tablished for those unable to pay.

*  Tertiary—Tertiary education covers only
a small proportion of the population, gener-
ally in the upper-income groups, and the costs
are very high. There is a strong case here for
charges—combined with a system of schol-
arships for poor students.

Health

*  Primary health care—Access should be
universal and free, not just on the basis of
equity, but because society and the economy
benefit from a generally healthy population.
o Medicines—ILevying some charges can
probably improve the efficiency of use. But
governments could save much more on drugs
if they were to adopt an essential drugs pro-
gramme, based on competitive bidding in
the open market, combined with an effective
distribution system.

* Hospital care—Hospital charges would
encourage patients to go first to their free
local clinics, who would only pass them on to
the hospital if necessary. An effective “refer-
ral system” of this kind would provide overall
health care more efficiently. Low-income
households and children under five should,

however, continue to be exempt.

Water and sanitation

It will require large increases in public sector
expenditure, and in external assistance, to
provide water and sanitation services to ev-
eryone in developing countries. User charges
will not make much of an impact on such
capital investment; the most they can do is to

Revenue from user
as % of health bud
19805

charges
get (early

Ghana =
Bthiopla -~ -
Mauritania
Mozambique
Rwanda
Lesotho
Burundi
Malawi

Cote d'lvoire

Zimbabwe
Swaziland
Kenya

BurkinaFaso

5.0
20
20

TABLE 4.3 : ! .
Public education user charges in Asia

User charges as % of unit operating costs (mid-1980s)

Primary Secondary

Korea, Rep. of 0.0 34.2
Indonesia 71 27.4
Nepal 0.0 40.7
Papua New Guinea 8.7 39.8
Philippines 0.0 54
Thailand 0.1 18.3
India 5 11.6
Malaysia 2.0 40
Bangladesh 7.4 4.0
Sri Lanka 3.1 3.1
China 4.8 2.2

a. Charges were abolished in 1988,
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contribute to maintenance and running costs.

All users should be fully involved in the
initial investment decisions, such as the tech-
nology to be used, the service level and the
location. Consulting the consumers (and es-
pecially women) has been shown to increase
the chances of cost recovery and sustainability.

Using the revenues

In some cases, the revenues from user charges
may be used by the central government to
transfer funds from one type of spending to
another. A ministry of education might, for
example, want to transfer funds from the
tertiary to the secondary or primary levels.
In other cases, and especially if charges
exist for basic services, it is useful to keep a
considerable share of the revenue within the
institution or the community. People are more
willing to pay for services if they see that the
revenue these services helped generate is re-
invested locally and helps directly in improv-

ing the quality of the services available to
them.

But the planning of user charges must
aim at both generating revenue and encour-
aging participation. Special care must be taken
not to exclude poor households, at the cost
of their children and of society as a whole.

Beyond statistics

Efficient public investment will require much
more than effective management of money.
It also requires that people use those re-
sources wisely and well.

The data on public and private expendi-
ture tell part of the story, but by no means all,
in showing how governments and private in-
stitutions can have an impact on human de-
velopment,

Many critical components of human de-
velopment are not monetary at all. The time
women give to their households, and to rais-
ing their children, never figures in any fi-
nance ministry’s ledger. Yet the mother’s ef-
forts have a vital influence on the health and
nutrition of the whole family.

And for the poorest families, the time
their children spend in school can involve a
considerable sacrifice of income, which should
really be added to the government’s expendi-
ture on education.

Similarly, families in rural areas may have
to travel great distances to reach a clinic to
check on their children’s health. In the cities,
too, mothers may well have to stand in line
from dawn at a health clinic and still leave
without being attended to. Savings by the
government can generate costs elsewhere.

Even government expenditure cannot be
considered in isolation. Its impact depends
not just on how much money is spent, but on
how, and in what environment, it is spent.
Without money, governments can do hardly
anything. But even large amounts of cash
sometimes achieve little.

Apart from the appropriateness of the
policies governments pursue, much depends
on the ustitutions that spend the money, on
the skills of the workers and on the attitudes
and bealth of all involved. If these work to-
gether, the money will be well spent,

Institutions have to enlist the energy,
commitment and enthusiasm of both the
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workers and the beneficiaries. If their deci-
sion-making is too centralized, they can be-
come very expensive—or fail altogether. On
the other hand, too much reliance on initia-
tives from the bottom up can slow things to a
complete halt, or risk having the programmes
be taken over by local power elites. The com-
bination with the best results has to be cho-
sen very carefully.

The skills and aptitudes of the teachers,
village workers and health personnel are cru-
cial in the delivery of their services. That is
why training is of the utmost importance and
people should be kept up to date.

Attitudes are not easy to measure, but
that does not mean that they are unimpor-
tant. They spring from self-discipline, a pride
in one’s work, a willingness to cooperate.
Human development is a question not just of
literacy or numeracy, but of knowing how to
do things—to make decisions, take initia-
tives, resolve conflicts and accommodate
other people’s views.

Health and general living standards de-
termine the efficiency of doing most jobs.
The dedication and commitment to work on
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a health or education programme is more
likely to be forthcoming from a well-nour-
ished and alert group of people.

Each of these factors (which themselves
interact) can be positive or negative from the
viewpoint of human development. Positive
institutions will draw on everyone’s enthusi-
asm and energy. Negative ones will be dis-
tant and distrusted. If people have positive
attitudes, they can be cooperative and self-
reliant. If not, they can be reluctant to change
things, or they will rely on others doing the
job.
Each of these factors also depends on
the level of human development. A society
with high levels of nuttition, health and edu-
cation already tends to have the institutions,
skills and attitudes conducive to human de-
velopment. In some ways, this conclusion is
disturbing (human development depends on
human development). It explains why it is
often difficult to get such activities off the
ground. But it also carries a message of hope.
Once the process of human development
gets started, it can be self-reinforcing, cumu-
lative and resilient.

Once the process
of human
development

gets started, it can
be self-reinforcing
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CHAPTER 5

@ The politics of reform

Present political
arrangements
usually suit those
in power—and
their influential
supporters
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Governments can transfer substantial re-
sources to the social sector—from defence to
health, from subsidizing inefficient public
enterprises to constructing water supplies.
Even within the social sector, they can use
resources much better.

Why have these changes not taken place
already? Many people would argue that the
present arrangements suit those in power—
and their influential supporters. That is why
there is university education for the children
of the rich rather than primaty education for
farmers’ children, luxury flats rather than low-
cost housing for the urban poor, subsidized
food for urban officials and the military rather
than real incentives for poor farmers.

The self-interest or “public choice” school
of political economy asserts that all the play-
ers—citizens, politicians and bureaucrats—
seek to influence public policy to their own
ends. Citizens use political influence to get
access to government services, Politicians en-
sure that government resources are directed
towards their supporters. And public officials
exploit their official positions for personal
reward.

This emphasis on the self-interested
motivation of all agents stands in marked
contrast to an earlier view of the state. The
“platonic” theory was that government would
be an essentially benevolent guardian of
the public welfare, acting in a disinterested
manner,

Such differing perceptions of government
lead to contrasting proposals on what role
the state should play in its citizens’ lives. The
increasingly popular view argues that the state,
given its limitations, should intervene as little
as possible. In the economic sphere in par-
ticular, it should leave most decisions to the
“invisible hand” of the market-place. The
reason is that when political pressure groups

intervene, they are liable to be an “invisible
foot” trampling on the finely wrought work
of the other limb.

The platonic view argued conversely that
relying upon the market-place leaves much
to be desired, and that the government’s role
was to step in to make up for the market’s
failures.

Which of these views is more realistic?
There is evidence on either side. And this
evidence has, in effect, contributed to the
most current theory of the state—the notion
that the state ought to provide an enabling
framework for development rather than try
to do development itself, through public sec-
tor enterprises or the direct provision of so-
cial services. The state is to function as an
intermediary between competing interests and
countervailing forces, between market effi-
ciency and social responsibility, between the
more powerful vocal groups and the less
powerful, less organized segments of society.

As chapters 1 and 2 discussed, there is a
broad-based movement towards greater hu-
man freedom throughout the world. One-
party and military regimes are giving way to
more democratic forms of government. An
increasing number of people now have a po-
litical choice—the right to vote, the right to
choose between different political parties, the
right to assemble and the right to make their
voice heard and their interests known. They
also increasingly have the opportunity to hold
their political representatives accountable.

For reasons of political economy, if not
also for reasons of political commitment to
such goals as poverty alleviation, greater
equality and improved well-being of people,
most governments today are, to some extent
at least, responsive to public pressures—in-
cluding pressures from, or on behalf of, the
less-privileged segments of society.
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Handling the political economy is not
easy. Vested interests can prevent a govern-
ment from taking the “optimum” path. But
the problems are not insuperable. Nor should
they be set aside as falling outside of the
scope of development. A lot of practical ex-
perience shows what governments can do to
balance countervailing forces and conflict-
ing interests. This experience also covers the
type of policy reforms favouring human
development (and has been suggested in
chapters 3 and 4).

The policy advice is clear. People are the
best advocates of their own interests—¢f they
have the opportunity to do so. Ensuring full
participation in the community and in the
nation is thus often the best route for reform-
minded governments to take. But ensuring
people’s participation cannot mean letting
them: be responsible for themselves, It re-
quires active, enabling support from the gov-
ernment, and decentralizing the decision-
making on development.

Participation and decentralization are
usually linked. But devolving power from the
central government may only pass it into the
hands of local elites who may be even less
responsive to the interests of the needy than
central bureaucrats. In Nepal, local elites have
used the system instituted under the 1982
Decentralization Act for their own benefit.

For participation, the remedy lies in
empowering the poor, sometimes with the
support of the central government. For de-
centralization, the remedy lies in education,
accountability and designing appropriate
structures and sequences of decision-making,

Decentralization can, however, increase
the chances of corruption as central controls
are loosened. In highly stratified societies—
with an unequal distribution of land, income
and access to education, and with strong cli-
ent-patron relations—local elections tend to
favour the rich and powerful.

In the longer term, however, if the poor
can learn to read and write and gain more
awareness of their ability to meet their needs
through local government, they will be able
to exercise their democratic rights more in-
dependently—and hold local officials more
accountable for their actions.

The Panchayat Act of 1985 in the Indian
state of Karnataka transferred to the district
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a major part of its development funds. It also
involved people at the grassroots level more
directly in planning and implementing activi-
ties. The basic unit of empowerment is the
gram sabha, or meeting of all voters in the
village. This system has improved account-
ability at the local level—the attendance of
teachers, for example, is reported to be much
better now that they are accountable to dis-
trict bodies.

Balancing political pressures

Balancing political pressures is a highly sensi-
tive matter. Much depends on the specific
circumstances, the people involved and the
issue under discussion. But some actions have
repeatedly been found to work when it comes
to dealing with the politics of policy reform for
human development.

*  Make policies and projects more responsive
to people’s needs. An essential part of any po-
litical process to benefit the poor is a high
degree of participation. Encouraging the au-
tonomy of citizens is, indeed, an end in itself.
And participation is a means to ensure the
efficient provision and more equitable distri-
bution of goods and services. If people are
involved in decision-making, policies and
projects tend to be more realistic, more prag-
matic and more sustainable. If people have a
sense of ownership, they are more willing to
volunteer a contribution. Participation can
help reduce costs of construction, delivery
and maintenance.

In Malawi, for example, there is a very
successful community self-help water
programme, based on strong government-
community cooperation. Starting in 1969 in
two villages with 3,000 participants, it now
benefits over one million people. District de-
velopment committees, comprised of local
leaders and technical personnel, serve as a
channel for requests for piped water and
participate in the design. The government
provides equipment and assistance in train-
ing, and the community, voluntary labour for
construction and maintenance.

A high degree of participation by benefi-
ciaries may not guarantee that a project will
work, but it certainly increases the chances of
success (box 5.1). A World Bank study found
that of 25 completed agricultural projects,

For participation,
the remedy lies in
empowering the
poor
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only 12 appeared to be showing long-term
benefits. These were the ones that had
strengthened the management capacity of the
beneficiaries, who participated in planning
and implementation.

An interesting example of participation,
and the complementary role that national

governments can play, is the civil rights
movement in the USA. This popular move-
ment succeeded in pressing the federal gov-
ernment and the Supreme Court for civil
rights legislation. No one concerned with the
fate of the blacks would have wanted to de-
centralize power for civil rights to the state of
Mississippi. But the mobilization of the blacks
themselves, with the support of central legis-
lation, has advanced their cause.

o Argue for the common interest. The sim-
plest case is where the best course of action
for human development can be shown to be
in everyone’s interest. Public health clearly
falls into this category. Immunization and
vaccination against infectious diseases, and
spraying against vector-borne diseases, ben-
efits everyone. These actions can often be
relatively cheap: immunization for life against
leading child-killing diseases in poor coun-
tries can be achieved by spending as little as
$0.50 per child. Such measures clearly offer
an opportunity to court political popularity.

*  Use alliances between rich and poor. On
many issues, there are possible alliances be-
tween sections of the rich and sections of the
poor. A familiar one is between rich and poor
farmers. Both are interested in higher food
prices—if both produce the same food crops.
And both would be interested in the devel-
opment of rural infrastructure if the fruits of
such investment were equitably distributed.
Pressure for irrigation in a district can raise
the productivity of farmers, both rich and
poor. Similarly in Brazil, an increased flow of
resources to the North-East would benefit
landowners there and, with higher employ-
ment, also the landless labourers. In reality,
however, the borderline poor are much more
likely to form alliances with better-off groups
than with the poorest of the poor.

o Recruit the support of imfluential groups.
One problem with promoting primary health
care, even by an altruistic government, is the
medical establishment’s opposition. Doctors
may block such emphasis, claiming the need
to maintain high standards and centres of
excellence. And speaking with professional
authority, they often win the day.

The Mandwa project in India was a highly
successful rural health project. Semi-literate
village women were selected by village lead-
ers as part-time health workers. The success

THE POLITICS OF REFORM



was striking. Birth rates, death rates and in-
fant mortality rates plummeted, and immu-
nization coverage increased dramatically. But
rich and powerful local leaders joined hands
with the government health services and de-
manded that the project be abandoned.

Other interest groups can nevertheless
be recruited in support of reform—including
nurses and health educators, who themselves
stand to benefit from an expansion of primary
services.

The same is true in education. Primary
school teachers are often better organized
and more vocal than the recipients of their
services. Kenya and Sri Lanka have powerful
teachers’ unions, which are both the result,
and the cause, of the considerable resources
devoted to primary education in those coun-
tries. In Peru, the expansion of primary edu-
cation was largely the result of efforts by
political parties to win teachers’ votes.

In Costa Rica, the political influence of
the public sector employees has helped
strengthen welfare measures, just as the wel-
fare measures have strengthened the posi-
tion of these groups. There certainly are
dangers in such influence, for some regard
the public sector as overextended. Indeed, in
the most recent elections, the president, while
promising free housing and free food for the
poor, also felt the need to create a new bu-
reaucracy—the Ministry for the Reform of
the State—to cut down the bureaucracy.

Similarly, bureaucrats in many countries

have resisted pressures for the privatization
of industry, banking and insurance—despite
the broadening consensus that the earlier fo-
cus on public ownership and management
has failed.
»  Compensate political opponents. In any re-
structuring, there are likely to be losers. It
may well be possible to ask (or force) them to
accept the changes in the interest of the
country as a whole. More realistically, how-
ever, they will have to be persuaded, and one
option is to pay them for some of the losses
they are likely to sustain. Compensation pay-
ments (probably short-term) can be particu-
larly important in periods of transition—to
conciliate opponents, maintain coalitions and
appease hostile antagonists,

In economic adjustment programmes, for
example, the urban wage earners can often
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be the losers since food prices generally rise.
They are a powerful and vocal group, how-
ever, so it may be necessary to offer them
wage increases.

When overstaffed bureaucracies have to

be reduced, civil servants face dismissal. Some
of them have alternative sources of income,
and others can return to farming. But again,
for political reasons, compensation may be
necessary—pethaps in the form of compen-
sation payments, retraining schemes or rede-
ployment payments.
*  Encourage public information. The resis-
tance to some reforms may be due not to
political or professional opposition, but to
the difficulty that a society has in absorbing
new ideas. The bias in health services to-
wards hospitals is due partly to public per-
ception, which gives priority to curative rather
than preventive medicine. A disease that
needs curing is visible, while a disease pre-
vented is only a shadowy statistic.

Overcoming such obstacles is a task of
public information and education. And most
reformist health movements need the sup-
port of the media. In Bangladesh, media
campaigns have been critical to the success
of family planning and child immunization
programmes.

*  Build on indigenous values. Any reform
should take cultural values into account. In
many developing countries, especially in Af-
rica, traditional health care is the most im-
portant part of the health sector. This can be
to the advantage of public policies. A public
health project in Lesotho was trying to get
across the ideas of preventive medicine, but
not having much success. People still pre-
ferred to use the traditional healers. The
problem was that the public health workers
only gave lectures on preventive health, while
the traditional healers offered cures. The so-
lution was to integrate the traditional healers
into the formal health system—and allow the
government health workers to provide cura-
tive remedies.

*  Protect the vulnerable. Other reasons for
considering compensation, much more altru-
istic, stem from the sense that especially vul-
nerable groups should be protected, irre-
spective of their political power.

Typical of compensation schemes for the
vulnerable are food subsidies and employ-

Professional

interest groups can

be recruited in
support of reform
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It is not wise to
jump over an abyss
in two steps
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ment programmes. In Costa Rica, during the
stabilization of 1982-83, the government set
up a temporary food-aid programme that
distributed food to 40,000 families—about
one in 12 households—designated as needy
by local committees. In Chile, employment
programmes were expanded during the de-
pression of 1983—engaging up to 13% of
the labour force—and nutrition, health and
subsidy programmes for poor children and
mothers were strengthened. In Ghana in the
late 1980s, adjustment was accompanied by
a variety of compensatory interventions, in-
cluding public works, health and nutrition
programmes—all with strong involvement
from communities and non-governmental
organizations.

Such palliatives, however altruistic, also
bring political benefits, which can be looked
at in two ways. They can be seen as sops for
the poor to keep them quiet and stave off the
fundamental structural measures that would
permanently and substantially improve their
lot. Or they can be seen as small but important
parts of the process of fundamental change.

Compensation measures also build con-

stituencies that can eventually lead to the
replacement of the old order by the new.
They stand a much better chance of doing
this if they are built into programmes of
change from the outset, rather than tacked
on after the event.
e Harness altruism. If everyone in a democ-
racy voted exclusively in their self-interest,
the poorest 49% of voters would always lose
out. The top 49% need only bribe the middle
2% to gain a majority. No group is ever so
calculating, but there nevertheless is some
evidence of a tendency for democracies to
redistribute benefits to the middle-income
groups rather than the poor.

Not everyone, however, acts solely in his
or her self-interest. Many people and groups,
be they professional bodies or voluntary or-
ganizations, can behave in a more disinter-
ested fashion. They can be recruited for two
important functions. The first is to act as
guardians of rationality—they can be an im-
portant influence on government policy, ar-
guing for the long-term interests of the coun-
try and arguing against submitting to the
pressures of expediency. The second is to act
as advocates of the underprivileged, as trust-

ees for the poor, protecting their interests
and ensuring that resources are not directed
away from them.

One interesting contemporary example
of altruism is the participatory development
effort in the Indian state of Kerala. A massive
literacy campaign, where thousands of volun-
teers—irrespective of caste, religion or party—
are working together with no material incen-
tive whatsoever, has experienced significant
success. In one district, universal literacy has
been attained.

The middle-income groups are likely to

lose out in the short term in many forms of
restructuring. Civil servants, military officers
and such professionals as teachers, engineers
and lawyers may well sce their benefits from
social services, their incomes and their other
privileges reduced. But if it is evident that the
burdens are being equitably shared, these
groups can be more open to appeals to soli-
darity.
Phase the transition. When significant
changes in budgetary allocations and spend-
ing patterns are proposed, a choice also arises
over the speed of introducing them. Should
the transition be sudden or gradual?

It has been said that it is not wise to jump
over an abyss in two steps. Rapid action can
have political advantages—lending credibil-
ity to government resolve and minimizing the
time in which opposition can form. Shock
therapies have recently been recommended
to Eastern European countries in their tran-
sition from centrally planned to market
economies.

Developing countries have to decide on
the pace of reform that is politically accept-
able. Because the effects of public policies
are never certain, and because a gradual ap-
proach may make it more likely to waver
from the real direction, shock therapies may
work in some cases. In other cases, particu-
larly in weak economies such as those in
Africa, shock treatment may be disruptive.
Restructuring public expenditures may hurt
those who benefited from them, such as em-
ployees of public enterprises, members of
the armed forces and students attending uni-
versities without paying fees. In such cases,
gradual change can be carried out with less
pain and less opposition.

The conclusion is that managing political
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and economic transition is an art, rather than
a science. A successful strategy requires prag-
matism, not an ideological stance.

The politics of aid

Domestic politics can be driven by self-inter-
est and greed or by idealism and human
solidarity—or by a combination of motives.
The same is true of foreign assistance. Inter-
national aid-giving may be guided by consid-
erations of military security, or the opportu-
nity to develop export markets—or by a gen-
erous feeling that wealthier countries have a
moral responsibility to help the poor.

National self-interest—military, political
or commercial—is sometimes thought to be
an inevitable consideration for the donor
country. It is often said that aid is merely an
instrument for achieving foreign policy ob-
jectives, But this clearly is more true for some
countries than others. As has been shown,
the USA and the UK, for example, have
lower aid priority ratios than the Nether-
lands, Denmark, Sweden and Norway.

When commercial considerations are
paramount, they can present a significant ob-
stacle to the restructuring of aid budgets.
Primary education, primary health care and
low-tech water systems offer fewer opportu-
nities for businesses to export capital-inten-
sive technologies. To manage such pressures,
Denmark and Sweden have “bought off” the
business lobby by earmarking a fixed per-
centage of the aid programme to satisfy its
interests.

The aid ministries may also object to de-
voting more aid to human development
programmes. Primary education or family
planning, for example, demands a high pro-
portion of recurrent expenditure—which may
imply a bottomless pit of indefinite donor
commitment. The answer here should be to
design programmes so that the recipient
country makes a steadily increasing contribu-
tion. This could be accompanied, where ap-
propriate, by user charges or, where this is
not possible, by investigating new sources of
tax revenue.

While there may be influential voices
against directing more aid to human devel-
opment, there fortunately are other voices,
just as loud (though not as well financed), in
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favour of a more positive strategy.

Non-governmental organizations (NGOs)
frequently agitate for more and better allo-
cated aid. They also argue that this is just the
kind of aid that they have been administering
for many years. As a result, many govern-
ments have been channelling a proportion of
their aid through NGOs (box 5.2). There is a
concern, however, that NGOs might become
too dependent on government funds—and
government objectives.

Rich societies can be persuaded to do
more for the world’s poor if they are doing
enough for their own poor. A way to press for
improvements on both fronts would be to set
up human development committees in each
country, using key parliamentarians as the
nucleus and recruiting other important opin-
ion-makers as members. These committees
should take up the cause of human develop-
ment in their own societies and around the
globe—and help influence the politics of in-
ternational relations, including trade and aid.

Moving human development to the top of the
agenda

An increasing proportion of aid in recent
years has been conditional on the recipients
changing domestic policy in line with the
donors’ views. If human development is to
move to the top of the agenda, should do-
nors similarly require recipient countries to
adopt such policies if they are to receive aid?

Combining development aid with policy

Managing political

and economic

transition is an art,

rather than a
science
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reform, including social objectives and politi-
cal freedom, has become quite popular among
bilateral and multilateral donors. But this is a
controversial matter. Some people complain
that the foreigners’ conditions (beyond those
for repaying of loans) are intrusive and in-
compatible with national sovereignty. Others
point out that the conditions are unlikely to
be effective, cither because they are easily
evaded or because they can discredit domes-
tic groups aligned with such reforms, and
thus become counter-productive.

It is also said that human development
objectives are likely to be achieved only in
countries that are already politically commit-
ted to such objectives. Some donors argue
that a more realistic and more effective ap-
proach may be to direct social priority aid
mainly to countries that support human de-
velopment, signalling unobtrusively to every-
one the conditions for receiving aid.

One useful form of this quiet style in aid-
giving would be “human adjustment assis-
tance” (box 5.3). Just as structural adjust-
ment Joans are made to help governments to
adjust to more liberal economic policies, so
human adjustment assistance could smooth
the transition to giving higher priority to hu-
man concerns. But aid need not be confined
to easing the transition. International contri-
butions can also support good domestic ef-
forts in the medium and longer term. To give
such support would be an expression of in-
ternational solidarity. It would also be in the
enlightened self-interest of all.

THE POLITICS OF REFORM
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The task for the 1990s is to put human devel-
opment strategies into practice. Broad con-
cepts must be translated into concrete plans,
and words into practical action, both nation-
ally and internationally.

Country strategies for human
development

Developing countries will need to make sus-
tained national efforts—based on well-de-
fined, comprehensive and feasible strategies.
For most countries, this strategy should have
at least four essential elements: compiling a
human development profile, setting human
development goals, preparing budget re-
structuring plans and formulating a viable
political strategy.

A buman development profile

Human development issues can be placed
explicitly at the centre of the development
dialogue by formulating a “human develop-
ment profile” for each country—highlighting
past achievements, continuing deprivation
and disparities, and intended goals and ob-
jectives. The profile would address a broad
range of national concerns—from child mor-
tality to child malnutrition, from maternal
mortality to female literacy and from homeless-
ness to environmental degradation. It would
also reflect important differences among
various population groups—rural-urban, fe-
male-male and poor-rich—as well as ethnic
and regional differences.

The human development profile for each
country could also include comparisons with
other countries in the region and show how
these change over time. An illustrative, though
incomplete, profile for Pakistan is an annex

to this chapter.
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One difficulty many countries will face
when preparing such profiles is that their
data on human development are partial, in-
adequate and out of date—and thus mis-
leading for most forms of systematic and
constructive public action. This situation
could change if developing countries were to
devote at least as much investment and ad-
ministrative energy to the improvement of
social data systems as they do to the prepa-
ration of national income accounts. The pay-
off through improved public policies and
more efficient monitoring systems would
be enormous.

Hunzan development goals

Improved data on where human develop-
ment stands today would make it possible to
define more clearly the long-term (say, ten-
year) goals for the high priority items—in-
cluding education, health, nutrition, housing,
water, sanitation and other basic social ser-
vices—as well as significant economic tar-
gets, such as those for productive jobs.

For each goal a realistic target should
then be established and costed, with a list of
alternative means of implementation. Invest-
ment and budget priorities could next be
reviewed to incorporate these targets into
policies at every level. And GDP growth tar-
gets could be worked out so that the human
development goals are accommodated in the
overall national strategy.

Human development is a cross-sectoral
concern—it is a perspective on development.
To ensure that economic growth translates
into improved human lives and increased de-
velopment choices for people, human devel-
opment must form an integral part of overall
development planning. It must be built into
programmes and projects from the outset,

Broad concepts

must be translated

into plans, and
words into
practical action
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The crucial
question about
any development
activity must be:
how does it affect
people’s lives?
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not stuck on as an afterthought. Appraisal
techniques should go beyond technical and
financial viability and answer other, more
pertinent questions: Who will really benefit
from the project? Will the effort reduce or
widen existing socio-economic or gender dis-
parities? What will be the effects on the envi-
ronment?

The focus of the appraisal and monitor-
ing of development activities should not
merely be on what is being produced, and
what it costs. A crucial question about any
development activity must instead be: How
does it affect people’s lives?

The goal, for example, cannot be simply
to improve health as such. It must be more
specific—health for a//, or children’s health or
health care in rural areas. And it is not enough
to aim at improved housing, It must be speci-
fied that housing is for the poor. Similarly, just
to aim at credit expansion may not be a
sufficiently well-defined objective. It should
be credit for small-scale entrepreneurs or credit
for women.

Human development needs its own spe-
cific goals like literacy or basic education for
all. And it needs to be an overall goal—the

main focus of development.
Budget restructuring plans

Each country will, of course, set its own hu-
man development goals. And it will have to
formulate its own national strategy to attain
these goals. A human development strategy
should be a staple item for each country in
the 1990s.

One critical issue for this strategy to ad-
dress is the role of the market. Governments
increasingly acknowledge that many activi-
ties are best left to the private sector and that
they should withdraw from those activities.
They confine themselves to ensuring that in-
frastructure is adequate, that costs, price and
profit incentives work and that competition
prevails. At the same time, however, govern-
ments must assume their share of responsi-
bility, especially their responsibility for fi-
nancing social setvices for those most de-
prived. National human development strate-
gies must be for private (including NGO and
community) implementation as well as for
public implementation.

A viable political strategy

The strategy, once formulated, requires sup-
port—financial and political. The govern-
ment’s first priority will be budgetary restruc-
turing along the lines suggested earlier in this
Report. For this to succeed, a viable political
consensus has to be achieved— broad-based
enough to commit the nation to the neces-
sary economic, social and political reforms.

The combination of budgetary restruc-
turing and firm political commitment would
add up to nothing less than a new “national
compact for human development”.

A new global agenda for human
development

The strategy that each country prepares could
not only form the basis of national develop-
ment planning and programming. It could
also provide a framework for future interna-
tional assistance dialogues.

But before an attempt is made to mobi-
lize international support, there should be an
honest reappraisal of the failures of the North-
South dialogues. Much of the debate on a
new international economic order has been
sterile and counter-productive. This is not to
say that fundamental changes in economic
relations are unnecessary—they are vital. But
they will have to be achieved by less confron-
tational means.

Neither the developing nor the industrial
countries have been very clear about their
responsibilities for either global or domestic
reform. They have often pursued abstract
global schemes for finance or trade. But the
impact of such schemes on ordinary people
has never been explicit.

What is really needed in the 1990s is a
new human order. Its starting point would be
the people in each country and the aim would
be to improve their conditions, especially the
plight of the poor people. Mobilizing interna-
tional support on this basis could guarantee
that international cooperation does not
transfer resources from the poor in the rich
countries to the rich in the poor countries.

This new human order would recognize
that we are all one community on an increas-
ingly crowded planet. This interdependence
implies more than economic links. Environ-
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mental threats respect no national bound-
aries—and poverty is the driving force be-
hind many of them. Nor can the interna-
tional peace process be limited to that be-
tween East and West—violence can erupt in
any part of the world and affect us all. And
how can 80% of the world’s people be denied
the resources they need without inviting un-
precedented waves of international migration?

In developing a new human order, all
partners must recognize their obligations.
Developing countries must recognize that
much of the responsibility rests on their own
shoulders. They can expect international
support, but there is no alternative to a sen-
sible restructuring of their priorities.

The industrial nations must recognize that
they, too, have urgent problems of poverty at
home. But they must also see that improving
the human condition all over the globe is in
their own interest. Their task is to help stimu-
late global trade and economic growth, help
ensure peace and stability in the world and
help protect the environment—and thus also
help remove the need for people to migrate
in search of economic opportunity.

With people at the centre of develop-
ment, the analysis of familiar issues acquires
a different dimension. Instead of looking at
each subject in its own compartment—re-
source flows, debt, trade and foreign invest-
ment—the world should see what global
economic opportunities are being generated
each year, see who is getting them and then
consider how they could be better distrib-
uted. Each familiar issue thus becomes a
means towards an agreed goal: greater equal-
ity of opportunity for all.

This approach will help make more sense
of our environmental concerns. Poverty causes
much of the deforestation, desertification and
salination—as well as produces polluted and
unsafe water in many parts of the Third
World. And this same environmental de-
struction then reinforces poverty. So, any plans
for environmental action must also be plans
to reduce poverty. This approach is not merely
better—it is the only approach that stands a
chance of working (box 6.1).

International migration is another prob-
lem that can be resolved only through an
attack on poverty and an expansion of pro-
ductive employment. If new, better educated
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generations in the developing world cannot
improve their lives by liberal access to inter-
national trade, to overseas capital markets and
to international assistance, the compulsion to
migrate will be overwhelming (box 6.2).

A durable solution to the external debt
crisis of the developing countries is urgent
for the same reason (box 6.3). It must be an
early solution—because the debt burden
continues to be high ($1.3 trillion in 1989)
and debt service payments are siphoning off
large amounts of financial resources ($170
billion) badly needed for investment and
growth, The solution to the developing coun-
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tries’ debt crisis must be growth-oriented. It
must also be linked to improved interna-
tional trade relations, because the decline in
commodity prices and terms of trade during
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the 1980s has taken a heavy toll on the devel-
oping countries’ financial resources. In Af-
rica, the losses from deteriorating terms of
trade in recent years have amounted to about
10% of its GDP. The problem of making up
for income losses and mobilizing resources
for the financial transfer abroad has largely
been a problem of public finance, since gov-
ernments hold the biggest share of external
debt. Debt repayments, as shown, have been
one of the fiercest competitors for spending
on human development, especially for
spending on the basic needs of the less privi-
leged, less vocal, less organized and less pow-
erful groups.

Are such issues as debt and human de-
velopment, trade azd human development or
environment a#d human development really
at the top of the international agenda? From
time to time, yes. The 1990 Global Summit
for Children is an example. But much more
needs to be done in this respect. The 1992
United Nations Conference on Environment
and Development provides a good forum for
that. And human development must also be
emphasized in the debate on disarmament
and the peace dividend.

The peace dividend

The Gulf crisis has made the peace dividend
more urgent than ever (figure 6.1).
* Arms agreements—disarmament and
arms control treaties have been concluded
between NATO and Warsaw Pact countries.
* Global military spending declined from
$1,016 billion in 1987 to $950 billion in
1989—about 6% in two years.
¢ Third World military spending was re-
duced from $173 billion in 1987 to $146
billion in 1989—a reduction of 16% in two
years. This was partly due to the end of the
Iran-Iraq war, but there were reductions
elsewhere, too.
*  Arms sales stopped increasing during the
1980s—after the dramatic growth of the
1970s. Third World countries now import
fewer weapons than in 1987.
* Armed conflicts—the number dropped
from 36 in 1986 to 32 in 1989.

The remarkable steps taken at the end of
the 1980s may still continue the hopeful trends
in military spending into the 1990s.
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The end of the cold war—and the grow-
ing cooperation between East and West—
points to a more peaceful future. Also, there
are financial pressures in the USA and the
USSR. Both countries have urgent, and po-
tentially expensive, social problems to attend
to. And these, on top of existing budgetary
deficits, will demand defence cuts. At the
same time, a continuing military presence of
the USA and its allies in the Gulf will impose
a heavy financial burden. The rising tension
between the Islamic and the non-Islamic
world, aggravated by large discrepancies in
wealth, threatens to replace the tensions of
the cold war, both between and within na-
tions. If the Soviet Union were to reassert its
military power, this would be another set-
back to the hopes for peace. In a situation as
fluid as today’s, all bets need to be hedged.
Many industrial countries have already re-
duced military spending—as shown by the
reductions between 1987 and 1989. In the
USSR, the decline was from $303 billion to
$285 billion, in Eastern Europe, from $364
billion to $306 billion, and in the USA, from
$296 billion to $289 billion. In the other
OECD nations, however, there was a slight
increase—from $495 billion to $504 billion.

The key to future spending cuts will be
the evolving situation in Europe and the Gulf
area. The legacy of confrontation in Europe
last year absorbed $600 billion of the world’s
total of $950 billion for military spending—
60% of US expenditure and 80% of that for
the USSR. These enormous figures put the
cost of the Gulf war into perspective.

That war reinforces the case for seeking
new peace structures—regional and global
for all countries including the Third World.
And it shows that the real peace dividend
may lie in a more distant future than we
thought. But it might be rash to conclude
that the Gulf crisis drowns out the favourable
developments for disarmament in Europe,
or that it clouds forever the chances of re-
duced military spending all over the globe.

For the industrial countries, it looks as
though military spending could be reduced
by 2% to 4% a year during the 1990s, if the
present understandings between the super-
powers come to fruition and if a lasting peace
in the Gulf comes soon, This would translate
into savings of $200-300 billion a year by the
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year 2000, and savings during the decade of
as much as $2 trillion.

Not all these savings will release funds
for other areas. Deep cuts in armed forces
and in hardware spending would require sig-
nificant retraining costs for labour diverted
to other sectors, as well as significant pay-
ments for unemployment benefits. The de-
fence industries themselves would have con-
siderable capital investment to write off—
and would face reduced production along
with falling sales. But all these costs are es-
sentially shortterm—no different from those
incurred in other forms of adjustment.

Because the idea of a peace dividend is
to divert the savings from demilitarization to
more productive development, the costs of
retraining and alternative investment should
not really be deducted from the savings as
“costs”. They should be regarded as the pur-
pose to which the savings are put.

Two prime candidates for the peace
dividend are the urgent social problems in
many industrial nations, from homelessness
to drug addiction, and the wide range of
development needs in the Third World.

The most immediate prospect, however,
is that the peace dividend will get soaked up

FIGURE 6.1
The peace dividend

U5% billions

81




FIGURE 6.2

The military’s changing
claim on GNP
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in national accounts as a budget balancing
item that reduces, or prevents, deficit spend-
ing. This should not raise too much concern,
for the alternative might have been cuts in
either domestic social programmes or in for-
eign assistance budgets.

To go beyond this, and make a serious
commitment to investing the peace dividend
as productively as possible, will require much
more positive action. Lobbying groups in in-
dustrial countries will have to work hard if
they are to see military spending diverted to
social investment, for it will not happen auto-
matically. The savings are large, and the op-
portunity is considerable. Needed now is
spirited dialogue to put these potential sav-
ings to beneficial uses.

If the industrial nations start attending to
their neglected human agenda, there is a real
hope that they might also attend to the global
agenda for human development. An effort
should be made to persuade the rich nations
to earmark at least 25% of their peace divi-
dend for increasing their current levels of
external assistance.

The prospects for peace in the Third
World

The situation in the Third World is much less
certain. A peace dividend is some way off
because peace there is more elusive.

The Third World has not been involved
in the recent East-West negotiations, or in
disarmament talks or in the design of a new
framework for world peace. Nor does the
Third World have any of its own institution-
alized forums for a discussion of military ex-
penditure.

This exclusion is tragic. The recent events
in the Gulf have shown that there can be no
peace for the industrial countries while con-
flicts are allowed to build up among the 80%
of people in the rest of the world.

There have been over 120 conflicts in the
Third World since 1945, with 20 million
deaths, more than in the second world war.
In many cases—from Korea to Afghanistan—
these have been cold-war struggles between
the superpowers carried out by proxy on Third
World soil. Yet Third World concerns hardly
ever figure into the Geneva talks on disarma-
ment—or into superpower summits.

Few people seem to have noticed the
speed with which military spending in devel-
oping countries has risen—three times faster
than in the industrial countries over the last
three decades. Between 1960 and 1987, it
rose from $24 billion to $173 billion, at 7.5%
per year. Many poor countries of South Asia
and Sub-Saharan Africa now spend two or
three times as much on arms as on education
or health (figure 6.2). Such spending often
comes from unrepresentative regimes that
invoke spurious threats to national security
as a justification for such spending. In reality,
those regimes are usually more interested in
using the hardware to suppress their own
people.

But a lot of the spending is also the result
of external sales pressure. The South’s com-
bined GDP is only 15% that of the North’s.
Yet it buys 75% of the arms traded every year.

Even if Third World military spending
were merely frozen for the next few years,
rather than rising annually at 7.5%, this would
release $10-15 billion each year for human
development—a peace dividend that would
take care of many essential items on the hu-
man agenda for the 1990s (box 6.4).

The peace process in the Third World
must have a high priority on the global agenda.
The following three lines of action need to be
seriously considered.

Reduce military transfers from the North

Much of the impulse for Third World milita-
rization comes from industrial countries.
Concrete proposals should now be made to
phase out military bases in the Third World,
to convert military aid into economic aid and
to place collective restraints on shipment of
sophisticated arms to developing countries.
There should also be a systematic at-
tempt to liberate the South from the conse-
quences of the cold war—all the more urgent
now, since arms manufacturers will be
tempted to export even more of their hard-
ware to the Third World, as markets shrink

in industrial countries.
Develop new methods of conflict resolution

The tragedy in the Gulf demonstrates the
need for much more effective methods of
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FIGURE 6.3

Ratio of health and education to military spending
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resolving Third World conflicts. The UN
machinery will have to be strengthened for
this purpose and regional peace mechanisms,
which in some regions have begun to emerge,
need to be developed—more cooperation
between the superpowers can greatly facili-
tate this process.

Bring arms reductions into ard dialogues

If a government chooses to spend more on
its army than on its people, it cannot be
regarded as committed to human develop-
ment, and this bias should certainly count
against it in aid negotiations. High military
expenditure should be a legitimate arca of
policy dialogue in all forums of development
cooperation.

The World Bank and the International
Monetary Fund would also need to ensure
that their adjustment programmes follow
much the same principle. If the budget needs
to be balanced, this should be achieved by

ANEW HUMAN ORDER

squeezing military—rather than social ex-
penditures. The experience of the 1980s
shows that it is short-sighted to balance bud-
gets by unbalancing the lives of poor people.

The size of the potential peace dividend
in the Third World can only be a matter of
conjecture. It would be optimistic to expect
an absolute decline in military spending. But
if it were frozen at its current level, the an-
nual savings could be as much as $150 billion
by the year 2000.

There is no inherent drive yet in the de-
veloping countries towards a major reduc-
tion in arms expenditure. Establishing a peace
machinery and encouraging more active peace
negotiations could provide the necessary im-
petus. Peace and human development go
together (figure 6.3). Restructuring budgets
to advance human development as recom-
mended in this Report would call for the
attainment and use of the peace dividend.
And enhanced human development would
help stabilize peace.
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A global compact for human development

The 1990s could be the decade of the peace
dividend—probably in the industrial world,
and possibly in the Third World. The oppor-
tunity must be fully exploited, not just to
establish the world on a more peaceful path,
but also to pave the way to new levels of
human development.

With these resources at its disposal, the
world community could establish a new glo-
bal compact for human development, de-
signed around four strategic elements.

Pursuing shared goals for the year 2000

The goals could arise from the national hu-
man development strategies suggested ear-
lier. Targets should include universal primary
education and primary health care, safe wa-
ter for all and the elimination of serious mal-
nutrition. Achieving these goals would cost
anadditional $20-30billion a year. Another aim
should be the expansion of employment op-
portunities, an objective that can only be re-
alistically costed country by country.

Sharing the costs

A peace dividend could provide many of the
resources needed. Additional funds could
come from the restructuring of existing bud-
get priorities. But additional resources would
also have to be mobilized. Developing and
industrial countries could agree on a notional
sharing of the additional costs—in a ratio of,
say, two-thirds to one-third.

Making a mutual commitment to aid

New agreements should be reached on the
use of international assistance for human de-
velopment (box 6.5). For donor countries,
this will imply a reassessment of their aid
priorities—a strengthened commitment to
improving the lives of all people. And for the
recipients, requests for aid would be accom-
panied by the national human development
compacts and by budgetary plans, including
plans to cut back military and other unpro-
ductive expenditures to increase spending on
social priorities. Aid for human development
would then be a shared concern—a mutual
commitment.

A global compact along these lines is a
necessary complement of the national hu-
man development compacts and indispens-
able to putting human development into
practice in the next decade. The notion of a
national and global compact may be only an
idea at this point in time, only a statement of
principles. But such an idea can help stimu-
late the formation of new coalitions and new
commitments—and perhaps eventually lead
to a new political consensus on the future of
humanity.

Creating a favourable international
environment

A favourable international economic and fi-
nancial environment is critical to enhanced
human development in the South—to re-
solving the international debt crisis, to restor-
ing adequate capital flow, to creating a more
open world trading system, to sustained eco-
nomic expansion and to enhanced private
and public spending on human development.

A NEW HUMAN ORDER




CHAPTER 6 ANNEX

@ Sample human development profile:
Pakistan

PAKISTAN PROFILE
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HU

PAKIST.

L(

N

Population 122.6 million
Land area 77 million ha.
GDP US$34.1 billion
HDI rank

(among 160 countries) 120
HDI value (on a scale

from zero to one) 0311
Human development

group Low
Income group Low
Region South Asia
86

LIFE EXPECTANCY AND HEALTH

Life expectancy (years)

Fertility rate

Crude birth rate

Crude death rate

Total population (million)
Annual growth rate

Urban population (%)
Annual growth rate

Dependency ratio

Contraceptive prevalence rate

Infant mortality rate

Maternal mortality rate
Under-five mortality rate
One-year-olds immunized (%)
Access to health services (%)
Access to safe water (%)

Access to sanitation (%)

Births attended by health serv. (%)
Population per doctor

Population per nurse

‘Low-birth-weight babies (%)

Malnourished children (%)
Daily calorie supply (as % of requirements)
Food import dependency ratio

Life expectancy (years)
Access to health (%)
Access to safe water (%)
Access to sanitation (%)

requirements)
Adult literacy (% 15+)

GNP per capita (US$)

Earlier year
1960/1990 43.1
1990
1960/1990 48.6
1960/1990 221
1960/1990 50.0
1960-90
1960/1990 221
1960-90
1990
1085-87
1960/1989 163
1980-87
1960/1989 276
1981/1989 5
1985-87
1975-80/1985-88 25
1985-88
1983-88
1984
1984
1988
1980-88
1965/1985 76
1970/1987 3.6

HUMAN DEVELOPMENT

Daily calorie supply (as % of

Prim. & sec. enrolment ratio (%)

Real GDP per capita (PPP$)

1990 57.7
1986 55
1987 45
1987 20
1985 97
1985 31
1987 29
1988 350
1988 1,790

Latest year

57.7
6.2
44.4
1.6
122.6
3.0
32.0
4.3
94
11.0

106
500
162
72

55

45

20

24
2,910
4,900

25
52
97
13.7

EDUCATION AND COMMUNICATION

Adult literacy (% 15+)

Mean years of schooling (25+)
Scientists/technicians (per 1,000)
Primary enrolment ratio

Primary dropout (%)

Secondary enrolment ratio

Combined prim. & sec. enrolment ratio
Secondary technical as % of secondary
Tertiary enrolment ratio

Radios (per 1,000)
Televisions (per 1,000)

1970/1988
1980

1980-88
1986-88
1985-87
1986-88
1970/1986-88
1986-88
1986-88

1986-88
1986-88

21

26

31
1.7

40
51

19

29

1.6
5

86
14
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HUMAN DEPRIVATION

Without access to health

Without access to safe water
Without access to sanitation
Deaths of children under five

Malnourished children under five

Illiterate adults

Children out of school
Female children out of school

People below poverty line

Rural people below poverty line

1990 (mils)
54.6
67.5
97.6

0.9
12.0
46.0
25.7
14.5
36.8
242

Earlier Qear Latest year

Labour force (% of population) 1988-89 28.8
Labour force in agriculture (%) 1965/1985-88 60 a1
Labour force in industry (%) 1965/1985-88 18 10
Labour force in services (%) 1965/1985-88 22 49
People below poverty line (%) 1988 30
Lowest 40% households (% share of income) 1980-88 19.0
Lowest 20% households (% share of income) 1980-88 7.8
Top 20% lowest 20% (ratio) 1980-88 5.8
Real GDP per capita (PPP$) 1960/1988 560 1,790
GNP per capita (US$) 1976/1988 170 350
Annual growth rate 1965-80/1980-88 1.8 3.0
Annual rate of inflation 1980-88 6.5
Total ODA (US$ million) 1989 1,119
ODA as % of GNP 1989 3
QDA for social investment as % of total 1989 9.0
Total debt as % of GNP 1988 37
Debt service as % of exports 1988 235
Terms of trade (1980=100) 1988 106
Current account balance (US$ million) 1988 -1,685
Education expenditure as % of GNP 1960/1986 1.1 2.2
Health expenditure as % of GNP 1960/1986 0.3 0.2
Military expenditure as % of GNP 1960/1986 55 6.7
Ratio of military expenditure to education and health 1960/1986 393 279
DISPARITIES (100=PARITY) Il kD1 |
Female-male (F/M)
Life expectancy 1990 100 (57.7/57.7)  The human development index (HDI) is a
!’('égz_gcgf schooling }ggg 5“5 (%1%‘2137)) composite index of.three va.riables: life
Primary enrolment 1987 55  (28/51) expectancy, education and income. All three
Secondary enrolment 1987 42 - (11/26) components have equal weight. The HDI ranks
Iﬁ?&ﬂ?’%ﬁﬁg'mem }gg; 4? (ggf’éﬁggﬁ} 160 countries (industrial and developing) on a
Parliament 1988 10 scale ranging from 0.000 to 1.000. The
Rural-urh RU) components of Pakistan's HDI are illustrated in
ural-urban : :
Access to health 1986 35 (35/99) the figure 1o the right.
Access to water 1987 33 (27/83)
Access to sanitation 1987 12 (6/51)

PAKISTAN PROFILE

The components of
Pakistan’s HDI

HIGH
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Technical notes

1. The human development index—key components and robustness

Human Development Report 1990 defined human devel-
opment as the process of increasing people’s options. It
stressed that the most critical choices that people should
have include the options to lead a long and healthy life,
to be knowledgeable and to find access to the assets,
employment and income needed for a decent standard
of living.

Development, thus defined, ¢annot be adequately
measured by income alone. The 1990 Report thetefore
proposed a new measure of development, the human
development index (HDI), composed of three indica-
tors: life expectancy, education and income.

For each of these three dimensions, the 1990 Re-
port identified minimum achievements worldwide: the
lowest national life expectancy, the lowest national level
of adult literacy and the lowest national level of income
per capita. It also established a maximum or desirable
adequate level of attainment.

The HDI was constructed in three steps. The first
step was to define a country’s measure of deprivation for
each of the three basic variables—life expectancy (X7),
literacy (X>) and (the log of) per capita GDP (X3). A
maximum and a minimum value was identified for the
actual values of each of the three variables. The depriva-
tion measure then placed the country in the 0-1 range
defined by the difference between the maximum and the
minimum. Thus ;; was the deprivation indicator for the
7th country with respect to the /th variable, defined as:

(m:_iva.—Xﬁ)
(maxXlJ.—rn.ian.)

i

The second step was to define an average deprivation
indicator, (I7), by taking a simple average of the three
indicators.

I=

=

3
XL
i=1

The third step was to measure the human development
index (HDI) as one minus the average deprivation index.

(HDI) =(1-1,)

The HDI has attracted a lot of attention among policy-
makers, development professionals, academics, the press

and the public. Many questions have been asked, espe-
cially about the construction and robustness of the in-
dex. The following discussion tries to provide answers to
some of these questions.

Why an unweighted sum of three variables?

Human development cannot take place without human
life and health; people do not just want to be alive; they
want to know their way around in life. They want to be
knowledgeable; and they certainly may want a decent
life, one that is not constantly undermined by extreme
poverty and constant worry about sheer physical survival.
All three of the HDI components thus deserve equal
weight. And that is why the HDI proposes an unweighted
average of a country’s rank on the life expectancy, lit-
eracy and income scale.

Alternative methods of calculating the HDI were
undertaken, and the ranks of the countries according to
these alternative methods were compared with the rank
set by the original HDI. To determine the significance of
any difference in ranks, a standard method of comparing
ranks was used—the Spearman rank-correlation coeffi-
cient, which produces a value berween zero and one.
The closer this value is to one, the less the contradiction
between the methods used to rank the data.

One alternative was to leave the three variables
separate but add up the ranks that a country has for each
of the three. This is called the BORDA rule.

The ranking of the countries by the BORDA rule is

somewhat similar to that by the HDI The Spearman
rank-correlation coefficient, R, is 0.996. The maximum
absolute deviation between the two sets of ranks is for
Australia (8.3). Only 21 of the 130 countries ranked in
the 1990 Report had absolute rank deviations of 5 or
more. Thus the BoRDA rule does not contradict the HDI
ranking,
Another way to check the index is to try a different
weighting. Suppose we take the product of the three
measures and then take the cube root—that is, the geo-
metric rather than the arithmetic mean. This is the same
as the equally weighted sum of the logarithms of all three
variables. Taking the log of life expectancy, the log of
literacy and the log of income (as before)—and arrang-
ing them—gives a new index that also has an extremely
high rank correlation with the original HDI, R = 0.998.
The maximum absolute deviation is 8 (for the United
Arab Emirates), but only five countries have absolute
deviations exceeding 5.

TECHNICAL NOTES



Why treat income differently from the other three
variables?

By taking the log of income and putting a cap at the
poverty level as the maximum, the HDI assumes a
sharply diminishing marginal contribution of income to
human development. It also asserts that any income
above the poverty line should get a zero weight. Modify-
ing this assumption produces the following results:
Dropping the logarithm—If we drop the logarithm of in-
come but keep the cap at poverty ]c&-‘e], once again the
rank correlation is very high, R = 0.994. The maximum
absolute deviation is much higher than before. It is 15
(South Africa and Saudi Arabia), and 13 countries have
absolute deviations of their rank exceeding 5.

Removing the cap—Keeping income in log form, we find
once again a very high rank correlation, R = 0.997. The
maximum absolute deviation is 13 (the USA and Ku-
wait), but only four countries have absolute deviations
above 3.

Remove the cap and drop the log—This variation, the most
interesting, implies that we drop the assumption of di-
minishing returns to income in producing human devel-
opment and take the full value of per capita real GDP.
There are 36 countries with incomes above the poverty
line, and these show a lot of movement in their ranks.
United Arab Emirates has the maximum absolute devia-
tion, moving up 25 ranks. Other double-digit jumps are
for Kuwait (19), the USA (18), Zaire (18), Singapore
(16) and Tanzania (10). The USA ranks at the top. Nev-
ertheless, the rank correlation is still extremely high—
0.994—so0 the overall picture does not change. In all, 24
countries move their ranks up or down by more than 5.

Different weights for income above and below
poverty line

In the HDI, income up to the poverty line (3*) has a full
weight, and income above it has a zero weight. In the
variations discussed above, all income has the same
weight. To explore alternatives between these two ex-
tremes, we tried using a full weight for income up to the
poverty line and a fractional weight above it. The new
variable (call it W) was:

W=yfory<y (1a)

W = y+ Z}I—y}_ fory) J,Ix le)

TECHNICAL NOTES

The fractional weight assigned to income above the pov-
erty line comes from a general formula:
1 i
W ¥ = x }:1_=
()=

In this formula € = 0 puts full weight on all income,
with no diminishing returns. As e gets close to 1, W(y)
becomes logy. In (1a) and (1b), the assumption is that €
=0fory <y*and € = 1/2 fory > y*.

Once again, the rank correlation is high, 0.994.
Compared with the variation just above, this variation is
moving closer to the HDI. Saudi Arabia has the maxi-
mum absolute deviation of 16, South Africa and Libya
14 each, Zaire 13 and United Arab Emirates 12. In all,
13 countries move more than 3 in their rank.

Varying the assumption about income thus shows
the most variation in ranks relative to the HDI, but the
overall pattern remains pretty highly correlated with the
original one. The movement in individual countries’
ranks is interesting. Consider the USA. Trs rank is 19 in
the HDI, 9 by the BORDA ranking, 6 if one removes the
cap but keeps the log, and 1 if the cap is removed and
the log is dropped. Once we begin to discount income
above the poverty line, the movements in the USA's rank
are small: it moves up only three places in the fractional
weighting discussed above.

What happens if we change weights between variables
and within the income variable?
Remove the cap but log all the variables—This is a multi-
plicative (log additive) rather than additive exercise,
which also drops the assumption about diminishing re-
turns, The rank correlation hardly changes, at 0.994. The
maximum movement is for United Arab Emirates (20),
but also high for Kuwait (19), the USA (14), Singapore
(13) and Saudi Arabia (12). In all, eight countries move
more than 5 ranks.
Fractional weight to income above poverty line, but log all
the variables—The rank correlation is again high, at 0.998.
United Arab Emirates moves up 10 points, the only two-
digit change. In all, 12 countries move 5 points or more.
These experiments show that trying alternarive
weighting schemes, and changing the assumption about
the effect of income on human development, makes
some difference, but this difference is small. The HDI,
simple as it is, stands up as a robust device for making
intercountry comparisons.
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2. Improvements in the basic HDI

The HDI, as originally computed, is robust, as is seen
from the exercises described in technical note 1. But this
does not mean that it cannot, or should not, be im-

proved.

The longevity variable

The original HDI included three key components: lon-
gevity, knowledge and income. Longevity is measured
by life expectancy. Imperfect as it is, this is the accepted,
and most readily available, measure. Until a simple way
of improving on life expectancy becomes available, the
current life expectancy measure has to be used.

The knowledge variable

For knowledge, adult literacy measures only the most
basic level of educational attainment. Although literacy
is no doubt a basic requirement for the capability to
acquire and to use information, there is more to know-
Jledge and communication than literacy alone. This fact
needs to be reflected in the HDIL

In this year's Report, the knowledge variable thus
has two aspects: adult literacy is combined with meean
years of schooling. The data on mean years of schooling
refer to 1980 and therefore do not capture recent
change. Remarkable as this fact is, it should be scen as
encouraging—showing the need for urgent action in im-
proving social statistics (a question discussed in greater
dertail in technical note 8).

The two knowledge variables—adult literacy and
mean vears of schooling—have been combined 1o pro-
duce a synthetic measure of educational achievement by
assigning weights to the two components:

E = a, LITERACY + a, YEARS OF SCHOOLING

In the original HDL, we have a, = 1 and a, = 0.

In this year’s HDI, we put a, = 2/3 and a, = 1/3.

The income variable
The other modification in this year’s refined HDI is the
treatment of income.

The original HDI was based on the premise of di-
minishing returns from income for human development
{or human well-being). Last year, this fact was reflected
by using the logarithm of income and giving a zero weight
to income above the poverty line, A more systematic way
is to use an explicit formulation for the diminishing re-
turn. A well-known, and frequently used, form is the
Atkinson formulation for the utility of income:

W(»] = 1_1€ x y s

Here Wiy) is the utility or well-being derived from in-
come, and the parameter measures the extent of dimin-
ishing returns, It is the elasticity of the marginal utility of
income with respect to income. If € = 0 there are no di-
minishing returns. As € approaches 1, the equation be-
comes:

W(J’)= log »

The modification adopted in this HDI is to let the value
of € rise slowly as income rises. For this purpose, the full
range of income was divided into multiples of the pov-
erty line v*. Thus, most countries are between 0 and y*,
some between y* and 2y*, even fewer between 2y* and
3y* and so on. Now for all countries for which y < y*,
that is, the poor countries, € is set equal to 0. There are
no diminishing returns here. For income betweeny™ and
2y* € is set equal to 1/2. For income between 2y* and
3y*, € is set at 2/3. In general, if oy* < y < (@+1) y7¥,
then € = a / (a+1). This gives:

W(y)= y foro<ysy'

¥+ 2(}'—3**]; fory’ < y< 2y

= 3 +2(yw].‘l‘ +3(y—2_1,'")% for 2y € y<3y
and so on.

So, the higher the income relative to the poverty level,
the more sharply the diminishing returns affect the con-
tribution of income to human development. Income
above the poverty line thus has a marginal effect, but not
a full dollar-for-dollar effect. This marginal effect is
enough, however, to differentiate significantly among in-
dustrial countries. The original HDI formulation, by

comparison, was:
w’(}-) =logy for0<ysy

W(v) =logy fory>4

The revision thus does not take € = 1, but allows it to
vary between 0 and 1.

For example, the Bahamas has a real GDP per
capita of $10,590. With the poverty line set at $4,829,
there are three terms in the equation to determine the
well-being of the Bahamas:

1

W)= 5 ) -2 )
= 4,829 +2(4,829 ) +3(10,590 - 9,658]%
= 4,829 +139+29 = $4,997

TECHNICAL NOTES



In calculating the HDI of the Bahamas using the im-
proved variables and applying the steps described at the
beginning of technical note 1, the following steps are

taken:
Maximum country life expectancy = 78.6
Minimum country life expectancy = 42.0
Maximum country educational attainment = 70.1
Minimum country educational attainment = 9.1
Maximum country adjusted real

GDP per capita = 5070
Minimum country adjusted real

GDP per capita = 350
Bahamas life expectancy = 715
Bahamas cducational attainment = 68.1
Bahamas adjusted GDP per capita = 4997
TECHNICAL NOTES

Bahamas life expectancy deprivation
= (78.6-71.5)/(78.6 - 42.0} =
Bahamas educational attainment deprivation
= (70.1 - 68.1)/(70.1 - 9.1) =
Bahamas GDP deprivation
= (5,070 —4,997)/(5,070 - 350)

Il

Bahamas average deprivation
= (0.193 + 0.032 + 0.015)/3

Bahamas human development index (HDI)
= 1-0.080 =

0.193

0.032

0.015

0.080

0.920
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3. Making the overall HDI sensitive to gender disparity

Of the many inequalities in human development, the
most striking is that along gender lines, Women typically
live longer than men once they have gone beyond the
age when differential treatment of boys and girls makes
life shorter for girls. They work hard—harder and more
hours than men—but they often do work that is unpaid
or underpaid. Women cook, take care of children, the
elderly and the sick, look after the upkeep of the house
and work on the farm or in the shop. Only a small pro-
portion of women find that their work gets paid and
recorded as participation in the labour force. Labour
force participation as a concept and in its measurement
grossly understates women’s work even in the productive
{commodity-producing) sphere. It completely leaves out
much work that is useful to the continuing existence of
the household.

Any attempt to measure gender inequalities in hu-
man development is thus bound to err on the low side.
Even allowing for that, the inequalities are striking. An
attempt is made here to calculate the ratio of female in-
come to male income. We do not have data on income,
but for 30 countries we do have data on the relative wage
ratios and the relative ratios for labour force participation.

These data reveal a remarkable pattern of discrimi-
nation. The female-male wage ratio ranges from a low of
51.8% (Japan) to a high of 96.6% (Paraguay). In labour
force participation, the lowest ratio is 26% (Paragnay)
and the highest is 87% (Czechoslovakia). Multiplying
these two ratios gives the female-male wage-income ratio.

This wage-income ratio combines two identifiable
correlates of gender discrimination. The male wage is
greater than the female wage, and the gap in labour force
participation rates is even wider. When this is translated
into absolute income levels, we see the profound conse-
quences. (In order to do this, a basic assumption has to
be made which is clearly gender biased—that the ratio of
non-wage income to wage income is the same for men
and women, This ratio therefore will understate the in-
equality.)

In adjusted real GDP per capita, female incomes as
a percentage of male incomes range from a low of 19%
{Costa Rica) to a high of 67% (Denmark and Finland).
But of the 30 countries for which we have comparable

data, only nine have a ratio of 50% or above, while eight
are below 30%. So, even in a statistic that understates the
inequality, the differences are stark.

The female HDI gains from the near equal or better
ratio in life expectancy but loses somewhat from unequal
access to education, In education, the developed coun-
tries show practically no gender difference, though the
values for female achievement, as a proportion of male,
are usually below rather than above 100%. But in poorer
countries, the differences become substantial. Women's
educational attainment in Kenya shows a low ratio of
69% and in Myanmar 78%. On the other hand, Costa
Rica shows a figure over 100%.

The overall HDI for men and women calculated
separately reflects this pattern (technical note table 1).
Much of our data—20 of 30 countries—relates to the
industrial countries. So the table does not capture the
full extent of gender inequality. Even then, the female
HDI as a percentage of the male HDI is as low as 52% in
Kenya, 65% in Singapore and 66% in Myanmar. Of the
30 countries, nine have ratios below 75%, and only four
countries—Finland, Sweden, Denmark and Czechoslo-
vakia—have ratios of 90% or more. No country attains
full gender equality even in this biased measure, though
Finland comes close with a ratio of 94%.

How should this inequality be reflected in the over-
all HDI for any country? A simple approach is to multi-
ply the overall HDI for any country by the ratio of fe-
male-to-male HDI. If a country has full equality, its HDI
is unaffected. Although Japan has the highest overall HDI
(0.993), it is brought down to being 17th of 30 countries
with a gender-adjusted HDI of 0.764. Finland, by con-
trast, has a high female-to-male ratio of 90% and gains
one rank, from 3 to 2—indicating a high overall HDI
with a low degree of gender inequality. Among the ten
less developed countries, there is both a low HDI and a
high degree of gender discrimination, indicated by the
low ratio of the female-to-male HDI.

These results reinforce observations in Husman De-
velopment Report 1990: although gender discrimination is
a worldwide problem, its effects are particularly harsh in
poorer countries. To quote: “poor rural women in devel-
oping countries suffer the gravest deprivation” (p. 33).

TECHNICAL NOTES



~ Female as % of mafe :

- Adjusted Human S
o Life Educational real development Female
~ expectancy®  attainment GDP index HDE
Finland 103.8 99.7 67.0 937 0,789 =
Sweden 1011 99.7 64.7 90.2 0.802
Denmark 101.2 99.4 67.3 90.8 0783
- France 104.2 907 49.5 875 gra
Norway 102.1 99.5 51.9 86.4 0779
Australia 102.3 99.0 533 - 86.6 og73
Austria 103.1 99.3 523 86.9 0.750
Czechoslovakia 103.9 99.3 59.6 90.2 g2y
Canada 102.5 100.0 41.7 827 © 0765
Usa 103.0 99.9 41.8 82.8 0,754
Switzerland 101.9 99.8 393 81.0 - 0753
Germany, Fed. Rep.® 102.1 99.6 43.9 B2.6 - 0737
United Kingdom 101.2 999 41.6 81.0 oAb
New Zealand - 101.6 99.8 41.0 80.9 - 0.726
Netherlands 102.1 93.7 345 78.9 0.738
Belgium 102.3 99.8 38.0 80.2 ort
Japan 100.9 99.7 316 77.0 048
Italy 102.4 97.6 37.4 785 0709
Ireland 1008 99.9 25.6 72.8 0.673
Portugal 102.8 90.6 43.8 76.6 0612
Hong Kong 100.6 846 37.2 70.0 0e43 -
Costa Rica 99.8 100.4 19.1 - 698 0603
Korea, Rep. of 102.4 915 27.0 67.9 0574
Singapore 1011 845 29.7 64.6 0:551 -
Paraguay 100.0 94.2 253 728 0449
Sri Lanka 99.5 87.3 276 728 0.470
Philippines 99.5 98.8 27.8 715 G437
- El Salvador 104.1 £::90:1 283 75.4 g31h
Myanmar 993 78.1 515 - B6.1 TRl
Kenya 100.2 68.5 54.0 51.5 ~g.tey

a. Adjusted for the natural biological life expectancy advantage of females.

b. Data for former German Democratic Republic not included.
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4. Making the HDI sensitive to income distribution

The HDI is a national average, very much like per capita
income, one of its components. The use of any such
overall average hides the considerable differences in the
distribution of the basic indicators, whether by gender,
race, region, ethnicity or simply among individuals. The
HDI therefore needs to be made sensitive to these distri-
butions.

Although distributional sensitivity is important, the
HDI has the advantage that two of its three basic vari-
ables—life expectancy and educational attainment—are
naturally distributed much less unequally than is income,
the third variable. Thus, life expectancy in any popula-
tion is not likely to be distributed more unequally than,
say, three to one. A rich person cannot live a thousand
times longer than a poor person, though their incomes
may be in that ratio. Across countries, the range of life
expectancy is 42 to 79, less than 2:1.

The same is true in educational attainment. The
range of the percentage of adults who are literate varies
from 13% to 99%—a range under 8:1. Mean years of
schooling show a variation from 0.1 to 12.2—more un-
equal than life expectancy—and hide even greater varia-
tions in the within-country distribution.

Apart from per capita income, all the other variables
used in the HDI have an obvious maximum. Life expect-
ancy will rarely go beyond 100, literacy never beyond
100% and mean years of schooling beyond, say, 15. In-
come, however, has no upper bound. For GNP per
capita the intercountry range is $100 to $27,500, a range
of 275:1. As for real GDP per capita, the range is $350
to $19,830, or 57:1. Such inequalities in income are re-
produced even more sharply within countries.

Thus a h.lg}l average value fUr ].ife cxpecta.nq' or
educational attainment can be obtained only by a rea-
sonably equitable spread among individuals, a result of
the fixed maximum possible. Althongh it is of great inter-
est to know the distributions of those variables, an aver-
age is a better statistic for these variables than for in-
come, where it can be very misleading.

As last year’s Report showed, countries’ ranking by
per capita income could be reversed if per capita income
were multiplied by a factor indicating distributional in-
equality—1 minus the Gini coefficient. This method can

be extended to all the countries having statistics on dis-
tributional inequality. Some 45 countries have data on
the ratio of the income share of the highest 20% to the
lowest 20%. Of these 45 countries, 17 have data on the
Gini coefficient as well, and there was found to be a very
strong association between the two—the logarithm of the
ratio being a good predictor of the Gini coefficient. This
regression result was used to interpolate the Gini coeffi-
cient for the remaining 28 countries. Some countries had
data only on the Gini coefficient. In all, 53 countries with
directly estimated or interpolated Gini coefficients were
available.

A waord of caution is in order. The Gini coefficients
are registered for various vears between 1967 and 1985,
and the ratio of the top 20% to the lowest 20%, for vears
between 1975 and 1986. This is not a serious problem,
since these coefficients are unlikely to change quickly.
But the Gini coefficient is not always truly representative
of the entire country. It is sometimes only for a subsec-
tion, such as the urban population. These caveats have to
be borne in mind before interpreting the results.

Adjusted income (see technical note 2) was mult-
plied by (1 — G)—with G being the Gini coefficient—to
modify income even further. Because this was done for
the adjusted income, W(y), rather than for the actual in-
come, the diminishing return effect could be incorpo-
rated before the distributional adjustment modifies in-
comes further, This modified income Wiy)[1 — G] is then
used as the third variable in addition to life expectancy
and educational attainment to compute a distribution-
adjusted HDI (technical note table 2).

For all but two countries the HDI is reduced by
making it sensitive to income distribution, and in over a
third of them, it is reduced by 5% or more. This is par-
ticularly marked in Africa, where all four of the countries
show this reduction, and in the Americas, where three-
quarters of the countries show this reduction.

Much better data are needed to pursue the issue of
distribution sensitivity more thoroughly. The analysis
shows that caution is needed in interpreting a country’s
HDI value as a measure of achieved well-being for all its
people.
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5. Measuring progress in human development

The human development index (HDI) ranks countries
relative to each other for a particular period. The maxi-
mum and minimum values that define the maximum dis-
tance to be travelled for each variable are specific to that
year, Over time, the actual achieved values of life expect-
ancy, literacy and income change, as will the maximum
and minimum values of these variables across all coun-
tries.

For example, Ruritania’s life expectancy in year 1
may be 40, halfway between a minimum of 20 and a
maximum of 60. By year 10, Ruritania may have im-
proved its life expectancy to 50, but the minimum may
now be 30 and the maximum 80. In such a case, the
numerical value of the index indicating Ruritania’s life
expectancy will drop in the HDI calculations from
0.5[ = (40-20)/(60-20)]to 0.4 [ = (50-30)/(80-30)],
despite the 25% improvement in life expectancy.

Thus improvements in the components of human
development in any country over time may be reflected
as a decline in its HDI value, if in the meantime its rela-
tive position has deteriorated. To combine a measure of
progress over time with intercountry comparisons at one
point of time, the HDI has to be modified.

The way to tackle this problem, without changing
the logic of the HDL, is to say that the minimum and
maximum should be defined, not for each point of time,
but over a period of time. Thus if we are measuring
progress between 1960 and 1990, the minimum would
be the minimum of all values of, say, life expectancy for
all countries over the 30 years. Similarly for the maxi-
mum. Thus the distance to be travelled is stretched out
as the maximum over the 30-year period.

In the example of Ruritania, the minimum stays at
20 but the maximum is now 80. In year 1, the life expect-

ancy variable is 0.33 [;g:i‘;] and in year 10 itis 0.5 [%\.

With this adaptation, the human development in-
dex becomes comparable over time as well as across
countries. The difference in the value of the human de-
velopment index over time can be shown to be a
weighted sum of the growth rates in the three variables:
the weights are given by the ratio of the initial value of a
variable to the maximum range.

To express this algebraically—with X, as life expect-
ancy, X, as literacy and X, as income—the contribution
of each variable to the HDI can be written as Z; where:

[X,:‘.‘ - n*gn Xb.‘:|
AP S A
[mpe X, - min,

In the formula, f denotes country, # the time period. Note
now that the denominator will remain unchanged for all
time periods and for all countries.

1
MHDIL, =37,

MHDI stands for the modified HDI since we have a new
definition of the maximum and minimum.

In technical note table 3, countries are ranked by
the size of the difference between the 1970 and 1985
values for the MHDI. These differences range from 0.343
for Saudi Arabia to -0.022 for Jamaica. Jamaica is, how-
ever, a country where the HDI in 1970 was already quite
high, 0.797, and the lack of change does not reflect ab-
solute deterioration.

A summary of the differences between the 1970 and
1985 HDI values followrs:

HDI : Number of
difference countries
= 0.300 1

0.200 to 0.299 12

0.100 to 0.199 69

0.000 to 0.099 27
< 0.000 1

Total 110

At the bottom, above Jamaica, are 27 countries that reg-
ister a change of between 0 and 0.099. Seventeen of
these countries are from Sub-Saharan Africa, four from
Latin America, five from Asia and one from the Arab
States. These low achievers are only exceptionally coun-
tries with a high initial HDI value—only the Philippines
(0.542 in 1970) and Peru (0.595) would qualify as such.
The remainder are poor initially, and 18 of them re-
mained below 0.300 in 1985. Many of these countries
experienced low rates of growth of real GDP per capita
over this period, or even had a negative growth. Thus
income growth may not be sufficient for achieving a high
HDI, but it cannot be dispensed with.

Sixty-nine countries show a moderate improvement,
between 0.1 and 0.2. Since the maximum distance to
traverse is 1.0, this shows that starting at different levels,
around two-thirds of the countries covered 10% to 20%
of the maximum distance. Almost all the countries with
high HDIs in 1985 are in this group. They have contin-
ued to improve despite their already high levels for 1970.
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6. The human freedom index measurements and estimation

The importance attached to issues of human rights and
political freedom by many individuals, countries, national
and international organizations, governmental and non-
governmental entities is considerable. That makes it sur-
prising to find that the availability of data is a problem in
this field—and that only a limited number of studies
have so far tried to address the issue of measuring hu-
man rights and political freedom in a systematic way.
Such journals as the Humran Rights Quarterly (1986)
and Studies tn Comparative International Development
(1990) have devoted attention to this question. These
attempts differ in philosophy, definitions, coverage and
dates—as well as in concepts and quantifiers. No one
atternpt has gained universal, or even common, approval.

The major indices are:

1. Freedom House, in New York, produces an annual
survey of Freedomz in the World, based on two seven-point
ranking scales for political freedoms and civil liberties.

2. The World Handbook of Econontic and Social Indica-
tors, by Charles Taylor and David Jodice, includes one
series on government sanctions on political dissent and
another on state coercive behavior.

3. David Cingranelli and Thomas Pasquerello produced
an index of human rights practices based on content
analysis of the US State Department’s Couniry Reports on
Rights Practices. The types of violations to which the con-
tent analysis was applied were chosen by use of principal
components techniques. But they covered only Latin
America and only the years 1979 and 1980.

4. The World Guide to Human Rights, by Chatles
Humana, evaluates the human rights performance of 88
countries according to 40 subindices based on interna-
tional human rights documents, such as the Universal
Declaration on Human Rights and the two associated
covenants—the International Covenant on Economic,
Social and Cultural Rights and the International Cov-
enant on Civil and Political Rights,

This last index, the Humana index, provides the
starting point for the human freedom index (HFI).

The subindices of the Humana index are arranged
into five groups of rights or freedoms: (1) six questions
on rights, or “freedoms to”; (2} 12 on “freedoms from”;
(3) ten on “freedoms for”; (4) seven on legal rights; and
(5) five on personal rights. The performance of each
country is on a scale from zero (no rights) to three (guar-
anteed rights). These scores are then aggregated. The
evaluation is that of the author, however.

Seven “freedoms from,” relating to respect for the
personal integrity of the individual, are weighted at three
times those of the rest. Thus, the maximum possible
score a country can receive is 162 (33x3 + 7x3x3). Each
country’s score out of 162 is converted to a percentage,
to give its final human rights score.

Starting with the Humana index

The strengths of the Humana index are threefold. Each
question is based on an internationally recognized hu-
man right. It has clear and reproducible computational
procedures. And the final scale has good discrimination.
The ranked countries are fairly evenly distributed all the

way along the scale from 0% to 100%, and not simply
grouped into “good” at one end and “bad” at the other.

The disadvantages of the Humana procedure lie in
its subjectivity and its data intensity. Any ratings scale,
including this one, is inevitably subjective. Although the
manipulations of data are clear and reproducible, the
evaluations of data are less so—at what point, for ex-
ample, do “some violations or infringements” become
“substantial oppression”? Further, a 40-question, four-
scale index requires a considerable amount of data, which
is very difficult to compile consistently for all 160 coun-
tries covered by the Human Development Report. The
World Guide covers only 88 countries plus Taiwan, the
Province of China.

The weighting of the first seven “freedoms from”
differentiates between these countries’ human rights
performances more precisely but not necessarily more
accurately. The decision to weight certain questions begs
a number of questions. First, are not the weightings in-
evitably arbitrary, even if changing the weightings does
not affect the final rank outcomes very much? Second,
why stop at a different weighting of only seven ques-
tions? Why not have a different weight for every ques-
tion? On the other hand, if the weightings do not affect
the rankings very much, why weight at all?

Adjusting the Humana index

Chapter 1 of the Report presents a revised human free-
dom index, based on the Humana index but eliminating
the weights assigned to certain questions and reducing
Humana's four-point scale of observations to a two-point
scale, or simple “yes” (=1) and “no” (=0) scale. The
resultant ranking of the 88 countries covered by the Hu-
mana index is shown in table 1.5 in Chapter 1. It is a
revised 1985 ranking of countries.

During the past five years, however, the human
rights and political freedom situation in many countries
has changed. Clearly, an update of the 1985 human free-
dom index is more than urgent. Nevertheless, lack of
data did not permit this at present. There can be marked
deviations from one source of information to the other.

Given this situation, it was felt that for the time
being it might therefore be best not to give the impres-
sion of precision where precision cannot exist, to make
quantitative assessments where even qualitative judge-
ments are hampered by lack of reliable information. Ac-
cordingly, the 1985 human freedom index has been up-
dated in a cautious way: based on information available
from a variety of country reports, a triangle has been
placed against countries that are known to have held
multiparty elections since 1983 and continue to follow a
democratic system of government.

Clearly, there is an urgent need for more systematic
work on human freedom: the issue of data availability
needs to be addressed; the concept of human freedom
needs clarification—especially its historical and socio-
cultural traditions and implications; and methods of
measuring various human freedoms have to be designed.
We are still very much at the beginning of a systematic
analysis and debate of human freedom.
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7. The construction of the expenditure ratios

In presenting expenditure ratios for the first time in this
Report, our objective is to provide a method for examin-
ing current patterns of public spending on human devel-
opment priorities. Logically, this analysis can be applied
both to national governments’ spending on their own
people, and that of donor country governments’ on the
people of recipient countries.

Such pioneering efforts inevitably face problems,
however. Our foremost concern has been to develop a
useful methodology, and to the extent that the required
information was not available, the figures derived should
be regarded as illustrative rather than complete. This note
highlights the data limitations faced in the construction
of the ratios.

In the domestic context, the following qualifications
must be bomne in mind;

*  Figures on total government spending are sometimes
available only for central government. The omission of
provincial and local expenditures results in ratios that are
underestimates for federally structured states (such as
India) or where expenditure is decentralized to a signifi-
cant extent (as in Indonesia).

»  Again, for data reasons, the priority items considered
are limited to basic education and primary health care.
This thereby excludes certain expenditures that could be

regarded as priority—such as family planning, food sub-
sidies for the poor and rural water supply and sanitation.
« Using a standard definition of priority neglects the
important point that priority needs vary according to the
levels of development and existing human development
achievements. For many Latin American countries and
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the Philippines, for example, high literacy rates justify
the extension of education priorities to tertiary levels.

In the analysis of aid allocations, the data constraints
differ.

* The aid expenditure ratio includes total donor com-
mitments to overseas development assistance and does
not distinguish between contributions to multilateral in-
stitutions and bilateral assistance.

*  Using the OECD data base, it was possible to in-
clude further items in the aid priority ratio—specifically,
rural water and sanitation and family planning.

*  Only countries for which a sufficient breakdown is
available from the OCED are included. Japan and Nor-
way had to be dropped.

The limitations of the only data available—the
OECD Credit Reporting System—necessitated two fur-
ther assumptions in the construction of the aid ratios in
figure 3.4 and table 3.13.

1. In the absence of detailed information, it is assumed
that the allocations of multilateral agencies have a break-
down of priority expenditures that is similar to that of
bilateral assistance. The literature suggests that this as-
sumption may well overestimate multilateral priority allo-
cations.

2. A detailed breakdown of aid allocations is available
only with respect to loans, not grants. These figures
would be seriously misleading, insofar as grants are likely
to be more significant in areas regarded as priority. As a
corrective measure, therefore, it is assumed that the pri-
ority allocation in the grant element is twice as high as
that of the loan element recorded in the CRS.
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8. Improving human development statistics

Human Development Report 1990 relied on readily avail-
able data, and this limited the scope and depth of its
analysis. Many concerns were not adequately reflected
through existing statistics. And the coverage of countries
was often very inadequate, with many data seriously
lacking in timeliness.

Last year’s Report also made a plea for improving
social statistics—for investing at least as much in the
production of social data as has been invested in the
production of economic statistics, Otherwise, planning
and programming for human development would never
be as systematic as that for economic growth. And that
would mean that it would continue to be extremely diffi-
cult to truly integrate economic and social concerns in
the design, monitoring and review of development ef-
forts, policies and programmes.

The strengthening of national statistical capacities
cannot be completed in one year. This year's Report,
therefore, faced many of the same problems that con-
fronted the 1990 Report. This is particularly true for the
special focus topic of the Report—the financing of hu-

man development. Very little information is readily avail-

able on the fotal picture of spending on human develop-
ment. To overcome this problem, special country case
studies were launched in over 30 countries to collect data
that would provide the necessary information.

National authorities in charge of development plan-
ning, finance and budgets may find it useful to complete
these tables for their respective countries for their own
purposes. Many of the data for these tables may not be
readily available internationally. But nationally, there of-
ten are more data than one expects. And even today,
with the currently available data, it is possible to prepare
a much better overview of spending on human develop-
ment than is normally done.

In some countries, it may be desirable to shorten or
to expand the list of tables annexed here, For example,
some governments may want to include expenditures on
multisectoral poverty eradication programmes, expendi-
tures on initiatives intended to support women in devel-
opment or expenditures on employment creation.
Whether doing this makes sense depends on the
country’s circumstances and development priorities.

TECHNICAL NOTES



ANNEX TO TECHNICAL NOTE 8

Total spending on human development: Design for data collection

Table 1: Basic financial table
GNP (US$ mils)
GNP per capita (US$)
Tax revenue (as % of GNP)
Government expenditure (as % of GNP)
Overall deficit/surplus (as % of GNP)
Table 2: Tax summary
Direct tax (as % of GNP)
Indirect tax (as % of GNP)
Domestic production tax (as % of GNP)
Import tax (as % of GNP)
Total tax revenue (as % of GNP)
Table 3: Decentralization of revenue/total autonomy
Central revenue (as % of GNP)
Provincial revenue (as % of GNP)
Local revenue (as % of GNP)
Central expenditure (as % of central revenue)
Provincial expenditure (as % of provincial revenue)
Local expenditure (as % of local revenue)
Table 4: Subsidies budget
Total subsidies (as % of GNP)
Social subsidies (as % of GNP)
Education subsidies (as % of social subsidies)
Health subsidies (as % of social subsidies)
Food subsidies (as % of social subsidies)
Housing subsidies (as % of social subsidies)
Other subsidies (as % of social subsidies)
Table 5: Government expenditure
Government expenditure on combined military/
internal security (as % of GNP)
Government expenditure on debt (as % of GNP)
Government expenditure on administration
(as % of GNP)
Government expenditure on social sectors
(as % of GNP)
Government expenditure on economic sectors
(as % of GNP)

Table 6: Government expenditure in the social sectors

Total government expenditure (US$ mils)
Total government social expenditure (US$ mils)
Total government social expenditure (as % of GNP)

Government expenditure on education (as % of GNP)

Government expenditure on health and nutrition
{as % of GNP)

Government expenditure on housing, water, sanitation

and other amenities (as % of GNP)

Government expenditure onsocial security, welfare, etc.

(as % of GNP)

Table 7: Total social sector expenditure by level
Total social sector expenditure (as % of GNP)
Expenditure by central government (as % of GNP)
Expenditure by provincial and local governments

{as % of GNP)
Expenditure by total public sector (as % of GNP)
Expenditure by private sector (as % of GNP)

Table 8: Total social sector expenditures by major areas

Total expenditure on education (as % of GNP)

Total expenditure on health and nutrition
(as % of GNP)

Total expenditure on housing, water, sanitation and
other amenities (as % of GNP)

Total expenditure on social security, welfare, etc.
(as % of GNP)

Total social sector expenditure (as % of GNP)

Table 9: Expenditure on education

Expenditure on primary education (as % of total

education expenditure)
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Expenditure on secondary education (as % of total
education expenditure)

Expenditure on tertiary education (as % of rotal
education expenditure)

Expenditure on general education (as % of total
education expenditure)

Expenditure on technical education (as % of total
education expenditure)

Expenditure on public education (as % of total
education expenditure)

Expenditure on private education (as % of total
education expenditure)

Table 10: Expenditure on health, housing and other

amenities

Expenditure on primary health care (as % of total
health expenditure)

Expenditure on curative and other services (as % of
total health expenditure)

Expenditure on public health (as % of total health
expcnditurt]

Expenditure on private health (as % of total health
expenditure)

Expenditure on public housing (as % of total housing
expenditure) )

Expenditure on private housing (as % of total housing
expenditlll‘e)

Expenditure on urban water and sanitation (as % of
total water and sanitation expenditure)

Expenditure on rural water and sanitation (as % of
total water and sanitation expenditure)

Table 11: Distribution of household expenditure

Percentage share of household expenditure on food

Percentage share of household expenditure on rent

Percentage share of household expenditure on health,
including pharmaceuticals

Percentage share of houschold expenditure on
education, including books

Percentage share of household expenditure on clothing

Percentage share of household expenditure on fuel

Percentage share of household expenditure on
transport

Percentage share of household expenditure on other
items

Table 12: Total debt

Total debt (as % of GNP)

Domestic debt (as % of total debt)

External debt (as % of total debt)

Total debt service (as % of GNP)

Total debt service (as % of government expenditure)
Domestic debt service (as % of total debt service)
External debt service (as % of total debt service)

Table 13: Total ODA

Total ODA received (US$ mils)
ODA received per capita (US$)
ODA received (as % of GNP)

Table 14: ODA for social sectors

ODA for education (as % of total ODA)

ODA for health and nutrition (as % of total ODA)

ODA for population and family planning (as % of total
ODA)

ODA for education (as % of total education
expenditure)

ODA for health and nutrition (as % of total health and
nutrition expenditure)

ODA for population and family planning (as % of total
population and family planning expenditure)

ODA for housing, water, sanitation, etc. (as % of total
housing, water and sanitation expenditure)
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