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! Foreword

The past decade has been a decade of the
people. The forces of democracy are
spreading across many lands. New markets
are springing up in former command
economies, unleashing the creativity and
productivity of their people. With free en-
terprise winning out over central planning,
and the courageous voices of democracy
quieting the terrors of authoritarianism,
people everywhere are asserting their right
to determine their own destiny.

But democracy is more than drawing up
constitutions, designing new election ptro-
cedures or holding elections as one-time
events. Democracy is a way of life. It is a
long-term process of reorganizing the insti-
tutions of a civil society. For some countries,
the process is painful—involving political
unrest, civil strife, even war. And many of
today’s struggles are more than struggles for
access to political power, They are for ac-
cess to the ordinary opportunities of life—
land, water, work, living space and basic
social services.

What is impressive is the great determi-
nation of people to participate in the events
and processes that shape their lives. No
more impersonal commands from above.
Instead, a search for participatory patterns
of development. No more directives from a
distant centre. Instead, a demand for de-
centralization of power. No more stifling
regulations from an all-powerful state.
Instead, an urge to liberate human enter-
prise.

What is even more impressive is that
even the severest hardships are not turning
people away from their newly won econom-

ic and political freedoms. Just look at the
sheer determination of the people in the
newly independent states of the former
Soviet Union—in the face of high inflation,
falling output, rising unemployment, and
the removal of long-enjoyed subsidies. And
look, too, at the determination of people
throughout the developing world to go
through their own democratic and econom-
ic transitions, to scale back their overex-
tended public sectors, to meet their human
development needs.

The challenge for the development
community in all this is to identify practical
and pragmatic options. The best route is to
unleash people’s entrepreneurial spirit—to
take risks, to compete, to innovate, to de-
termine the direction and pace of develop-
ment.

It is fitting, therefore, that this year’s
Human Development Report has people’s
participation as its special focus. As the
Report stresses, we have to redefine our
concept of security as security for people,
not security for land. We have to weave de-
velopment around people, not people
around development. And we have to en-
sure that development cooperation focuses
directly on people, not just on nation-states.

The Human Development Report has,
since its introduction in 1990, become a tra-
dition in contributing to the international
development debate. For this, I must thank
the Report team and especially Mahbub ul
Haq, my Special Adviser and the Report’s
chief architect.

The views set forth in this Report have
emerged from the team’s professional,



frank and candid analysis of the issues.
They do not necessarily reflect the views of
UNDP, its Governing Council or other
member governments of UNDP The use-
fulness of a report such as this continues
to depend on its professional indepen-

dence and intellectual integrity.

I am confident that this year’s Report
will again make a major contribution to the
development dialogue by offering a new vi-
sion for the future of human development.
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! Overview

People’s participation is becoming the cen-
tral issue of our time. The democratic tran-
sition in many developing countries, the
collapse of many socialist regimes, and the
worldwide emergence of people’s organiza-
tions—these are all part of a historic
change, not just isolated events.

People today have an urge—an impa-
tient urge—to participate in the events and
processes that shape their lives. And that
impatience brings many dangers and op-
portunities. It can dissolve into anarchy,
ethnic violence or social disintegration. But
if properly nurtured in a responsive nation-
al and global framework, it can also become
a source of tremendous vitality and innova-
tion for the creation of new and more just
societies.

The dangers arise as the irresistible urge
for participation clashes with inflexible sys-
tems. Although the achievements in human
development have been significant during
the past three decades, the reality is contin-
uing exclusion. More than a billion of the
world’s people still languish in absolute
poverty, and the poorest fifth find that the
richest fifth enjoy more than 150 times their
income. Women still earn only half as much
as men—and despite constituting more
than half the votes, have great difficulty se-
curing even 10% representation in parlia-
ments. Rural people in developing
countries still receive less than half the in-
come opportunities and social services
available to their urban counterparts. Many
ethnic minorities still live like a separate na-
tion within their own countries. And politi-
cal and economic democracy is still a
reluctant process in several countries. Our
world is still a world of difference.

But many new windows of opportunity
are opening. Global military spending is be-
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ginning to decline for the first time since the
Second World War. The cold war in East-
West relations is over, and there is a good
chance of phasing it out in the developing
wortld. The ideological battles of the past
are being replaced by a more pragmatic
partnership between market efficiency and
social compassion. The rising environmen-
tal threat is reminding humanity of both its
vulnerability and its compulsion for com-
mon survival on a fragile planet. People are
beginning to move to centre stage in na-
tional and global dialogues. There are times
in history when the human voice has spoken
out with surprising force. These past few
years have marked just such a watershed.

Humanity must choose between these
dangers and opportunities. But there really
is no choice, for the future of our planet de-
pends on grasping the opportunities.

Many old concepts must now be radi-
cally revised. Security should be reinter-
preted as security for people, not security
for land. Development must be woven
around people, not people around develop-
ment—and it should empower individuals
and groups rather than disempower them.,
And development cooperation should fo-
cus directly on people, not just on nation-
states.

Many of the old institutions of civil so-
ciety need to be rebuilt—and many new
ones created. And because future conflicts
may well be between people rather than be-
tween states, national and international in-
stitutions will need to accommodate much
more diversity and difference—and to open
many more avenues for constructive partic-
ipation.

All this will take time, for participation
is a process, not an event. It will proceed at
different speeds for different countries and

People today have
an impatient urge
to participate in
the events and
processes that
shape their lives



New concepts of
security must stress
the security of
people, not only of
nations

regions, and its form and extent will vary
from one stage of development to another.
That is why it is necessary to address not
only the levels of participation, but also
whether participation is increasing. What is
important is that the impulses for participa-
tion be understood and nurtured.

The implications of widespread partici-
pation are profound—embracing every as-
pect of development. Markets need to be
reformed to offer everyone access to the
benefits they can bring. Governance needs
to be decentralized to allow greater access
to decision-making. And community orga-
nizations need to be allowed to exert grow-
ing influence on national and international
issues.

This Report explores these themes in
some detail. But it is not the details that
matter. It is the overall vision of societies
built around people’s genuine needs. This
calls for at least five new pillars of a people-
centred world order:

* New concepts of human security

* New models of sustainable human de-
velopment

* New partnerships between state and
markets

* New patterns of national and global
governance

* New forms of international cooperation.

1. New concepts of human security must
stress the security of people, not only of
nations.

The concept of security must change—
from an exclusive stress on national securi-
ty to a much greater stress on people’s
security, from security through armaments
to security through human development,
from territorial security to food, employ-
ment and environmental security.

The world has already made a good
start:
* Global military expenditures have de-
clined cumulatively by around $240 billion
since 1987.
* Nuclear warheads will be cut by two-
thirds by the year 2003 as a result of the re-
cent US-Russia agreement.
* More than two million people have
been demobilized from the armed forces

since the beginning of the 1990s.
* Defence industries are expected to have
cutnearlyafourth of their workforce by 1998.
This is a beginning, but a formidable
agenda still awaits policy-makers.
*  Use defence cuts to finance buman devel-
opment—Despite major reductions in arms
expenditure, the expected peace dividend
in industrial countries has yet to materialize.
A close link must be created between de-
fence cuts and the unfinished social agen-
das in these countries.
*  Ease the transition from defence to civilian
production—Industrial countries need to
plan the transition to a peace economy by
retraining defence workers and creating
more jobs for them in the civilian sector.
Unless this is done, there will be pressures
to give further export subsidies to the arms
industries—pressures that several industri-
al countries have already succumbed to.
This way of easing the adjustment problems
of today’s defence industry is bound to lead
to enhanced conflict and deferred human
progress in the developing world. It is irre-
sponsible to entice poor countries to buy
expensive military toys at the same time
they are advised to reduce military spend-
ing. For developing countries, even partial
demobilization of their standing armies will
require large-scale job creation.
*  Accelerate disarmament in the developing
world—Although the cold war has ended
between the East and the West, it remains
to be phased out in the developing world. If
developing countries merely froze their mil-
itary spending at the 1990 level during the
next decade, this would release nearly $100
billion for their essential human develop-
ment agendas—which, combined with the
restructuring of aid allocations proposed
later, will be enough for universal literacy,
primary health care and safe drinking water
by the year 2000. This will also require some
major initiative from industrial countries.
Needed especially are time-bound targets
to phase out military bases and military
assistance, internationally monitored re-
straints on military shipments, and an en-
lightened donor-recipient policy dialogue
on reductions in military spending.
* Forge new regional and international
alliances for peace—Preventive diplomacy is

HUMAN DEVELOPMENT REPORT 1993



needed to diffuse tensions around the globe
before there are blowups. This demands a
new role for the United Nations, not just in
peacekeeping but in peacemaking and
peacebuilding. After all, an ounce of pre-
vention is better than a ton of punishment.
During 1992, the UN had to intervene in
several internal conflicts, from Bosnia to
Somalia, and the number of UN soldiers
quadrupled to more than 50,000. With con-
flicts in countries displacing those between
them, the time has probably arrived for the
UN to have a permanent military force,
mainly for the new goal of peacemaking.
But military force is only a short-term
response. The long-term solution is faster
economic development, greater social jus-
tice and more people’s participation. The
new concepts of human security demand
people-centred development, not soldiers
in uniform.

2. New models of sustainable human de-
velopment are needed—to invest in hu-
man potential and to create an enabling
environment for the full use of human
capabilities.

The purpose of development is to widen the
range of people’s choices. Income is one of
those choices—but it is not the sum-total of
human life.

Human development is development of
the people for the people by the people.
Development of the people means investing
in human capabilities, whether in education
or health or skills, so that they can work pro-
ductively and creatively. Development for
the people means ensuring that the eco-
nomic growth they generate is distributed
widely and fairly. Earlier Human Develop-
ment Reports (1990-92) concentrated on
these first two components. This Report ad-
vances the argument by concentrating on
development £y the people—on giving
everyone a chance to participate.

The most efficient form of participation
through the market is access to productive
and remunerative employment. So, the
main objective of human development stra-
tegies must be to generate productive em-
ployment. It has long been assumed that
pursuing economic growth through increas-
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ing output would necessarily increase em-
ployment. This clearly has not happened.
Over the past three decades, the growth
rate for employment in developing coun-
tries has been about half that for output.
And as output rose in many OECD coun-
tries in the last decade, employment lagged
behind. ILO projections for the next
decade hold no comfort. On present trends,
employment’s growth will continue to lag
far behind that of both output and the
labour force.

We are witnessing a new and disturbing
phenomenon: jobless growth. And policy-
makers the world over are searching for
development strategies that combine eco-
nomic growth with more job opportunities.
No comprehensive programme has yet
emerged, but governments can do several
things to increase employment. Govern-
ments can:

* Tnvest generously in basic education, rel-
evant skills and worker retraining.

* Liberate private enterprise and make
markets more accessible to everyone.

* Support small-scale enterprises and in-
formal employment, mainly through reform
of the credit system and fiscal incentives.

* Create an efficient service economy for
the future by investing in the new skills re-
quired.

* Encourage labour-intensive technolo-
gies, especially through tax incentives.

¢ Extend employment safety nets through
labour-intensive public works programmes
in periods of major economic distress.

*  Reconsider the concept of work and the
duration of the work week, with a view to
sharing existing work opportunities.

Policy-makers are searching not only
for development models that are people-
centred. They also want development to be
more sustainable—to protect the options of
future generations. This means that the
conventional definition of capital must be
broadened beyond physical capital to in-
clude human and natural capital.

The supposed choice between econom-
ic growth and sustaining the environment is
false and dangerous. Growth is imperative
if poverty is to be reduced. But the distrib-
ution of growth must change, and it must
become less wasteful of natural resources in

We are witnessing
a new and
disturbing
phenomenon:
jobless growth



Markets should
serve people—
instead of people

serving markets

both rich and poor nations. The new mod-
els of development must also recognize that
poverty is one of the greatest threats to the
environment. That is why it is as important
to address the “silent emergencies” of pov-
erty (water pollution, land degradation, en-
vironmental diseases) as it is to focus on the
“loud emergencies” (global warming, ozone
depletion) that usually dominate the head-
lines.

In short, the new models of sustainable
development must be much more sensitive
to people and to nature.

3. New partnerships are needed between
the state and the market to combine mar-
ket efficiency with social compassion.

Heated ideological discussions have often
marred an objective analysis of the relative
roles of markets and the state. Some believe
in the benevolence of the state and the need
for constantly correcting the ill effects of the
market. Others glorify the virtues of the
market-place and argue that the economy
should be liberated from the dead hand of
state bureaucracy. Both groups assume, to a
large extent, that the state and the market
are necessarily separate and even antagonis-
tic—that one is benevolent, the other not. In
practice, both state and market are often
dominated by the same power structures.

This suggests a more pragmatic third
option: that people should guide both the
state and the market, which need to work in
tandem, with people sufficiently empow-
ered to exert a more effective influence over
both.

If people’s interests are to guide both
the market and the state, actions must be
taken to allow people to participate fully in
the operations of markets and to share eq-
uitably in their benefits. Markets should
serve people—instead of people serving
markets. After all, markets are only the
means—people the end.

Changing markets to make them more
people-friendly would start by maintaining
the dynamism of markets but adding other
measures that allow many more people to
capitalize on the advantages that markets
offer.

* Preconditions—People need the educa-
tion and health standards to take advantage
of market opportunities. Also needed is a
reasonable distribution of productive as-
sets (particularly land) so that people do
not come to the market with totally unequal
buying or selling power. Since poorer peo-
ple often have very little access to credit,
governments need to reform their credit
systems to give access to the poor. In addi-
tion, governments have to ensure that mar-
kets are open to all—irrespective of race,
religion, sex or ethnic origin, Other pre-
conditions for effective people-friendly
markets include adequate physical infra-
structure (particularly in rural areas), a free
and rapid flow of information, a liberal
trade regime and a legal system that en-
courages open and transparent transac-
tions.

*  Accompanying conditions—are needed
to ensure that markets work as freely and
efficiently as possible. One of the most im-
portant is a stable macroeconomic environ-
ment—especially to ensure stability in
domestic prices and external currency val-
ues. But markets would also benefit from a
comprehensive incentive system, with cor-
rect price signals, a fair tax regime and an
adequate system of rewards for work and
enterprise. Markets should also be able to
work untrammelled by arbitrary and unpre-
dictable government controls.

*  Corrective actions—When markets do
not produce a desirable outcome, the state
needs to regulate and correct. This would
include protecting competition through
antimonopoly laws, consumers through reg-
ulations on product standards, workers
through adequate and well-enforced labour
legislation, and such vulnerable groups as
children and the elderly. It would also in-
clude protecting the environment, by ban-
ning certain types of pollution and ensuring
that polluters pay.

*  Social safety nets—must be in place to
catch the victims of the competitive strug-
gle. Sometimes, this support need only be
temporary, for the short-term unemployed,
for example. But there will always be those
excluded wholly or partially by the market:
the very young, the very old, the disabled
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and those with heavy domestic commit-
ments. In several developing countries,
such social safety nets include employment
schemes for the unemployed, pension
schemes for the old, feeding programmes
for malnourished children and mothers,
and free basic health and education for all
low-income groups.

The need to create people-friendly
markets is all the greater now that so many
countries have embarked on strategies of
economic liberalization and privatization.
Many developing countries have already
undertaken bold programmes to liberalize
trade and finance, reform their taxation
systems, deregulate the labour market and
reform or privatize public enterprises. The
countries of Eastern and Central Europe
and the former Soviet Union have been un-
dergoing an even more dramatic transi-
tion—from command economies to
market economies. The experiences of 11
developing countries and transition econo-
mies—Argentina, Brazil, China, Egypt,
Ghana, India, Kenya, Malaysia, Poland,
Russia and Viet Nam—are analysed in this
Report.

One of the most significant aspects of
economic liberalization has been privatiza-
tion. Between 1980 and 1991, nearly 7,000
enterprises were privatized, around 1,400
of them in the developing world, chiefly in
Latin America. As one element in a coher-
ent private sector development strategy, pri-
vatization can greatly stimulate private
enterprise. But mistakes are already being
made in the process of privatization. The
Report lists “seven sins of privatization”:
maximizing revenue without creating a
competitive environment, replacing public
monopolies with private ones, using non-
transparent and arbitrary procedures, using
the proceeds to finance budget deficits, si-
multaneously crowding the financial mar-
kets with public borrowings, making false
promises to labour, and privatizing without
building a political consensus.

For economic transitions to be guided
by the interests of the people—and for mar-
kets to be made people-friendly—requires
new patterns of governance centred around
the rising aspirations of the people.

OVERVIEW

4. New patterns of national and global
governance are needed to accommodate
the rise of people’s aspirations and the
steady decline of the nation-state.

Pressures on the nation-state, from above
and below, are beginning to change tradi-
tional concepts of governance. On the one
hand, globalization on many fronts—from
capital flows to information systems—has
eroded the power of individual states. On
the other, many states have become too in-
flexible to respond to the needs of specific
groups within their own countries. The na-
tion-state now is too small for the big things,
and too big for the small.

National governments must find new
ways of enabling their people to participate
more in government and to allow them
much greater influence on the decisions that
affect their lives. Unless this is done, and
done in time, the irresistible tide of people’s
rising aspirations will inevitably clash with
inflexible systems, leading to anarchy and
chaos. A rapid democratic transition and a
strengthening of the institutions of civil so-
ciety are the only appropriate responses.
Among the many specific steps that must ac-
company such a transition, the two main
ones are to decentralize more authority to
local governments and to give much greater
freedom to people’s organizations and
non-governmental organizations (NGOs)
—instruments of people’s participation dis-
cussed at length in this Report.

The decentralization of power—from
capital cities to regions, towns and villages
——can be one of the best ways of empower-
ing people, promoting public participation
and increasing efficiency. Many industrial
countries delegate 25% or more of total
government spending to the local level.
But the governments of developing coun-
tries remain much more centralized, dele-
gating only 10% or less of budgetary
spending and giving local governments few
opportunities to raise funds through taxa-
tion or borrowing.

Where decentralization has taken place,
it has often been quite successful, encour-
aging local participation, reducing costs and
increasing efficiency. This is evident from

The nation-state
now is too small
for the big things,
and too big for
the small
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experiences all over the developing world—
from the Rural Access Programme in Kenya
to the gram sabbas in the Indian state of
Karnataka and the local bridge construction
in the Baglung district of Nepal.

Decentralization also increases the
pressure on governments to concentrate on
human priority concerns. Given a fair
chance, local people are likely to choose
ready access to basic education and health
care rather than the construction of distant
colleges or hospitals.

One danger of financial decentraliza-
tion is that the richer regions can raise more
through local taxation and so will get better
services. But experience shows how to over-
come this. Brazil allows states to collect tax-
es but then redistributes them so that the
richer states in the South and South-East
get back only a quarter of the taxes collect-
ed from them, while the poorer states in the
North get back more than twice what is col-
lected there.

Decentralization can, however, end up
empowering local elites rather than local
people. So, there can never be effective lo-
cal participation in developing countries
without a redistribution of power—if
decentralization is to promote human de-
velopment, it must be accompanied by gen-
uine democracy at the local level.

Another major instrument for people’s
participation is their organization into com-
munity groups. Indeed, people’s organiza-
tions and NGOs have grown dramatically
in recent years, offering a powerful means
of correcting the failures of both markets
and governments. People’s organizations
tend to be formed in response to a felt need
or a common interest. People might simply
form self-help groups to pool their labour,
obtain credit or buy goods in bulk. Or they
might be responding to a failure by govern-
ment to provide infrastructure or social ser-
vices or to a failure of markets to protect
vulnerable groups.

Although NGOs have increased in
number and financial clout, there have been
few systematic evaluations of their effec-
tiveness. In broad terms, they have had a
clear impact in four main areas:

* Advocacy on bebalf of the disadvan-

taged—On such issues as human rights, the

environment, women, poverty alleviation
and indigenous peoples, NGOs have orga-
nized powerful advocacy groups that have
changed the thinking of national and inter-
national policy-makers,

o The empowerment of marginalized
groups—In most developing countries, pov-
erty is often caused less by an absolute
shortage of resources than by their skewed
distribution. NGOs’ emphasis on empow-
erment and their support of people’s orga-
nizations have often enabled marginalized
groups to resist local elites and claim their
rights. In many countries, particularly in
Asia and Latin America, they have been
pressuring governments to provide land for
the landless and embark on agrarian reform.
* Reaching the poorest—NGOs often
manage to reach groups that governments
find the most difficult to help, particularly
the poorest 20% of the population and
those in the rural areas, where government
services may be thin or non-existent. It is
doubtful, though, that they reach the very
poorest—most NGOs probably miss the
poorest 5-10%.

* Providing emergency assistance—QOne
strength of NGOs is the ability to respond
quickly and effectively to emergencies.
Their network of contacts allows them to
give advance warning of disasters and urge
international action. And their indepen-
dence means that they can operate in cir-
cumstances that are politically difficult for
official organizations.

Although NGOs are effective in these
and other respects, it is important to keep
the scale of their operations in perspective.
In the early 1980s, one estimate suggested
that NGOs touched the lives of about 100
million people in developing countries—60
million in Asia, 25 million in Latin America
and some 12 million in Africa. Today, the
figure is probably nearer 250 million and
rising—but that is still only a fifth of the 1.3
billion people living in absolute poverty in
developing countries.

The small impact of NGOs is also evi-
dent at the national level. In Bangladesh,
the Grameen Bank, one of the most inter-
nationally renowned NGOs providing
credit for the poor, accounts for a mere
0.1% of total national credit.
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This is not a criticism of NGOs—it is a
reminder of a stark reality: NGOs can sup-
plement government but never replace it.

The decentralization of government au-
thority and the emergence of NGOs are
powerful processes for greater participation
by people. But they can be effective only if
the overall framework of national gover-
nance changes—to become genuinely de-
mocratic and participatory.

Let us also recognize that the forces of
democracy are not likely to be so obliging as
to stop at national borders. This has major
implications for global governance. States
and people must have the opportunity to in-
fluence the global decisions that are going to
affect them so profoundly. This means mak-
ing the institutions of global governance
much broader and more participatory.
There should, in particular, be a searching
re-examination of the Bretton Woods orga-
nizations. And the United Nations must ac-
quire a much broader role in development
issues. To contribute effectively to sustain-
able human development will probably re-
quire some form of Economic Security
Council within the UN, where all nations
can participate on the basis of geographical
representation—with none holding a veto
—to provide a new decision-making forum.

5. New forms of international coopera-
tion must be evolved—to focus directly
on the needs of the people rather than on
the preferences of nation-states.

The new emphasis on human security cou-
pled with sustainable development will
have to be matched by a fresh approach to
international development cooperation.

So far, the basic motivation for donors
to give aid has been to win friends in the
cold-war confrontation between socialism
and capitalism, Some bilateral donors did
place greater emphasis on developmental
and humanitarian concerns, and so did the
multilateral agencies. But in general, the
dominant objectives have been political.

More than half of US bilateral assis-
tance in 1991 was earmarked for five strate-
gically important countries: Israel, Egypt,
Turkey, the Philippines and El Salvador.
With five million people and a per capita in-
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come of $1,000, El Salvador received more
US assistance than Bangladesh, with 116
million people and a per capita income of
only $210. And the strategic significance of
Egypt has been such that it received aid of
$370 per poor person in 1991. Compare
that with just $4 per poor person for
India—even though Egypt has nearly twice
the income of India.

Bilateral official development assistance
(ODA) is badly allocated, showing the con-
siderable potential for beneficial restructur-
ing:

* Tivice as much ODA per capita goes to
high military spenders as to more moderate
spenders.

*  Only a quarter of ODA goes to the ten
countries containing three-quarters of the
world’s poor.

* Less than 7% of ODA is earmarked for
human priority concerns.

*  Most of the $15 billion in technical as-
sistance is spent on equipment, technology
and experts from industrial countries—
rather than on national capacity building in
developing countries.

Aid is allocated this way because it suf-
fers from the scars of the cold war, from a
focus on nation-states rather than on peo-
ple, from a bias towards the public sector
and from a reliance on western develop-
ment models.

The changed circumstances of the
1990s demand an entirely new approach to
ODA:

*  Focus aid on buman priority issues—Aid
should be directed at human priority issues,
such as health and basic education, and at
environmental security and reducing popu-
lation growth. Clear and specific goals in
these areas—identified, implemented and
monitored—would obtain greater public
and legislative support in donor nations. At
least 20% of total aid should be allocated to
human priority concerns, three times the
present 6.5%.

*  Base ODA allocations on levels of pover-
ty—ODA should be allocated to people
rather than to countries, and it should go
where the need is the greatest, to the poor-
est people wherever they happen to be. For
example, the ten countries containing
three-quarters of the world’s poorest peo-

At least 20% of
total aid should be
allocated to human
priority concerns
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ple should get around three-quarters of
ODA, not the present one-quarter.

e Link ODA with mutual concerns—QDA
must be in the mutual interest of recipients
and donors. Recipients would be justified in
insisting that ODA allocations be guided by
their priorities in the fields of human devel-
opment, poverty alleviation, employment
creation and accelerated economic growth.
Donors, by contrast, could legitimately link
their ODA policy dialogue with their con-
cerns on such matters as human rights, re-
ducing international migration pressures,
pollution, nuclear proliferation and drug
trafficking—as well as the control of terrot-
ism. Perhaps as much as 3% of aid funds
could be earmarked for spending within
donor nations to prepare public opinion for
these post-cold-war realities and to increase
public awareness of the interdependence of
the North and the South.

* Adopt a new people-centred policy dia-
logue—ODA should be accompanied by a
new form of policy dialogue based on the
real interests of people, rather than those of
the developing country governments that
negotiate aid. This means putting much
more pressure on governments to improve
the distribution of income and assets, to di-
rect spending away from military towards
social concerns and to attend to the larger
issues of better national governance.

o Use technical assistance for national capa-
city building—Technical assistance should
be used increasingly to hire national ex-
perts, to invest in local institutions and to
accelerate human development in the re-
cipient countries. The ultimate criterion for
judging the success of any technical assis-
tance programme must be that it has built
adequate national capacity and phased it-
self out over a predefined period.

*  Place ODA in a larger framework of shar-
ing global market opportunities—QODA can
make a significant contribution to develop-
ing countries, but it must also be conceived
in a larger framework. As the 1992 Report
pointed out, developing countries are being
denied market opportunities worth ten
times the annual flows of ODA. The long-
term solution to poverty is not charity. It is
more equitable access for poor nations to
global market opportunities.

*  Create a new motivation for aid—The old
motive of fighting the cold war is dead. The
new motive must be the war against global
poverty, based on the recognition that this
is an investment not only in the develop-
ment of poor nations but in the security of
rich nations. The real threat in the next few
decades is that global poverty will begin to
travel, without a passport, in many unpleas-
ant forms: drugs, diseases, terrorism, mi-
gration. Poverty anywhere is a threat to
prosperity everywhere.

The implications of placing people at the
centre of political and economic change are
thus profound. They challenge traditional
concepts of security, old models of devel-
opment, ideological debates on the role of
the market and outmoded forms of inter-
national cooperation. They call for nothing
less than a revolution in our thinking. This
Report touches on only a few aspects of a
profound human revolution that makes
people’s participation the central objective
in all parts of life. Every institution—and
every policy action—should be judged by
one critical test: how does it meet the gen-
uine aspirations of the people? A simple
test, vast in its reach.

This is the vision national and global
decision-makers must consider if the 1990s
are to emerge as a new watershed in peace-
ful development—and if the 21st century is
to see the full flowering of human potential
all over the world. The process of change
ushered in by the events of the past few
years must now be carried forward—with
great courage and resolution. There are no
engraved milestones on this road. There are
no decorated heroes. It is a process of
change led by people—and a promising
journey we all must join.

An opportunity for this will arise fairly
soon. All nations are committed to meet in
1995 at a World Summit on Social Develop-
ment. It is a chance to focus on the build-
ing blocks for a new people-centred world
order. It is a time to agree on a concrete
agenda of national and global actions. That
agenda will be the theme of the 1994
Hurman Development Report.
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CHAPTER 1

The 1980s were, in many ways, a decade of
the people. All over the world, people had
an impatient urge to guide their political,
economic and social destinies. The democ-
ratic transition in developing countries, the
collapse of socialist regimes and the world-
wide emergence of people’s organizations
—all were part of a restless wave of human
aspirations. Frustrated at times, in many
places still in chains, the human spirit
soared in the past decade.

At first sight, this may appear too san-
guine an interpretation. This was, after all,
a decade that shattered many lives and
many hopes—with mounting external
debt, faltering economic growth, increasing
unemployment, growing civil strife, rising
ethnic tensions, threats to the environment
and the persistence of abject poverty.

But amid these disturbing and painful
trends is an undoubtable resurgence of the
human spirit. There are times in history
when the human voice has spoken out with
surprising force. These past few years have
marked just such a watershed.

Now that the cold war is over, the chal-
lenge is to rebuild societies around people’s
genuine needs. The world has already made
a positive start. For the first time since the
Second World War, global military expendi-
tures are beginning to decline—between
1987 and 1990, they fell cumulatively by
some $240 billion. Most of this reduction
has been by the United States and the for-
mer Soviet Union. But the developing
countries also cut expenditure, with a cu-
mulative reduction of $11 billion, chiefly in
the Arab States and South Asia. This hap-
pened despite the fact that the poorest na-
tions in Sub-Saharan Africa have yet to
reduce military spending, and for many
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poor countries, the ratio of military spend-
ing to social spending remains far too high
(figure 1.1). But in 1991, military spending
in developing countries rose back to its pre-
vious level, mainly because of the Gulf War.

Detente and disarmament negotiations
between East and West have considerably
diminished the threat of nuclear war. As a
result of the Strategic Arms Reduction
Treaties (START I and II), the number of
strategic nuclear warheads is likely to de-
cline from 24,000 at the end of the 1980s
to about 7,000 by 2003 (figure 1.2). And
since the beginning of the 1990s, more than
two million men and women have been de-
mobilized, two-thirds of them in industrial
countries and one-third in developing (fig-
ure 1.3). Further demobilizations on a sim-
ilar scale are expected in the next few years.

This represents considerable progress,
but the nuclear threat is far from gone, and
conventional weapons continue to take
many lives. So, greater emphasis must be

FIGURE 1.1
Military and social priorities
Military spending as a percentage of combined spending on education and health
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placed not just on peacekeeping but on
peacemaking and peacebuilding, demand-
ing a new role for the United Nations
(box 1.1).
Employment in the arms industry is be-
ginning to fall. Having employed around 15
million workers at the end of the 1980s—
90% of them in the former Soviet Union,
China, the United States and the European
Community (in descending size)—the in-
dustry will lose an estimated three to four
million jobs (20-25%) by 1998.
Efr:ii;li offensive nuclear As military threats have lessened, other
warheads dangers have surfaced—such as the ethnic
and religious conflicts in Bosnia, India,
Iraq, Liberia, Somalia and Sri Lanka. And
many industrial countries have seen violent
conflicts between different racial groups—
from riots in Los Angeles to neo-Nazi at-
tacks on immigrants and asylum-seekers in
Germany. The world is entering a danger-
ous period: future conflicts may well be be-
tween groups of people rather than states.
All these changes highlight the urgent
need to focus on human development, the
concept defined in the first Human
Development Report in 1990 as a process of
widening the range of people’s choices.

1950 1975 1990 2003
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Assessing human development

The first Human Development Report, in
introducing the concept of human develop-
ment, argued that the real purpose of devel-
opment should be to enlarge people’s choic-
es. Subsequent Reports have developed the
basic concept, looking in particular at how
human development could be financed and
at its international dimensions—through
trade, official development assistance and
international migration flows. Each Report
has also presented balance sheets for human
development, for both industrial and devel-
oping countries (see boxes 1.2 and 1.3 for
this year’s balance sheets).

To quantify and clarify the process of
human development, the 1990 Report also
introduced a new yardstick of human
progress: the human development index
(HDI). By combining indicators of real
purchasing power, education and health,
the HDI offers a measure of development
much more comprehensive than GNP
alone.

The second Report, in 1991, took up
the question of financing human develop-
ment—and the role of governments. It
looked at the potential for restructuring na-
tional budgets away from wasteful expen-
diture on the military and on loss-making
public enterprises, for example—and to-
wards more relevant priorities, such as
basic education and primary health care.

The analysis used four ratios to high-
light government spending priorities.
These showed that developing countries
spend more than 25% of their GNP
through the budget, vet devote less than
one-tenth of this to human development
priorities. The 1991 Report also discovered
similar imbalances in international aid: less
than 7% of total aid is spent on human pri-
ority areas. It concluded that the world had
an enormous opportunity to increase in-
vestments in human development—even
with existing resources.

The 1992 Report extended the analysis
by adding an international dimension. It fo-
cused specifically on global markets and on
how they meet—or fail to meet—human
needs. The Report discovered that global
markets make developing countries lose
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economic opportunities worth around
$500 billion annually—ten times what they
receive in foreign assistance. No wonder
that the global income disparity has dou-
bled during the past three decades: the
richest 20% of the world’s people now re-
ceive more than 150 times the income of
the poorest 20%.

That Report suggested two priority ar-
eas for future action. First, developing
countries should invest massively in their
people to sharpen their competitive edge
in international markets. Second, there
should be a radical dismantling of trade
barriers and a major reform of internation-
al institutions, including the United
Nations and the Bretton Woods institu-
tions, to establish a new vision of global co-
operation for the 21st century.

The HDI has attracted much attention
from the academic community and from
policy-makers. Technical note 1 explains its
construction, and our intention is to con-
tinue to refine the methodology of the HDI
in the light of comments and to steadily im-
prove the database. Technical note 2 pre-
sents a detailed discussion of the HDI’s
methodology, the criticisms received, the
refinements contemplated and the metho-
dological options for dealing with some of
the issues raised. We include this note to
elicit further comments so that a much im-
proved methodology can be devised for the
1994 Report. This Report introduces no
changes in the method of HDI measure-
ment, enabling a comparison of country
rankings with the 1992 Report.

This year’s country rankings show that
Japan has displaced Canada at the top be-
cause of its significant increase (23%) in
real GDP per capita during 1989-90 (table
1.1). For the countries with the lowest lev-
els of human development, there has not
been much change in ranking (table 1.2 and
figure 1.4).

An analysis of the HDI country rank-
ings brings out some interesting policy con-
clusions:

1. There is no automatic link between in-
come and buman development—Several
countries—such as Chile, China, Colom-
bia, Costa Rica, Madagascar, Sri Lanka,
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Tanzania and Uruguay—have done well in
translating their income into the lives of
their people: Their human development
rank is way ahead of their per capita income
rank (figure 1.5). Other societies—such as
Algeria, Angola, Gabon, Guinea, Namibia,
Saudi Arabia, Senegal, South Africa and
United Arab Emirates—have income ranks

TABLE 1:1
HDI ranking for industrial countries
GNP per
GNP capita
i1 per rank
: HDI - HDI capita = minus
Country value rank rank HDI rank®
Japan 0.983 1 3 2
Canada R AR 9
Norway 0.978 3 6 3
Switzerland 0.978 4 1 -3
Sweden 09775 8 0
UsA 09766 10 4
Australia’ 0972 7 .20 13
“France 0.971::°8: 13 5
Netherlands ¢ 22 70 T DR 4 8
United Kingdom 0.964 10 21 11
Iceland. 0.960 11 9 -2
Germany 0.957 12 8 -4
Denmark - 0.955 13 7 )
Finland 0.954 14 4 =10
Austria 0,952 15 14 =]
Belgium 095216 16 0
New Zealand  0.947 17 . 23 6
Luxembourg 0.943 18 2 -16
Israel §:938::19: 2% 8
Ireland 0925 .21 29 8
ltaly: 0.924 22 18 -4
Spain 0.923 .23 28 5
Greece 0.902 25 35 10
Czechoslovakia' 0.892 26~ 49 23
Hungary 0.887 28 52 24
Malta 0:855::38:733 -6
Bulgaria 0.854 40 &7 27
Portugal - iR 00 (T R S T |- SR s
Poland: 0.831 48 80 32
Romania 0.700 77 84 7
Albania 0:699 78 .90 12
Other countries . -
_Lithuania ~ 0.881 29 51 22
Estonia 0872 34 42 8
~latvia 0.868 35 43 8
Russian Fed. 0862 37 47 10
“Belarus 0.861 38 50 12
Ukraine 0.844 45 58 13
Armenia 0.831 47 63 16
Georgia 0.829 49 = 72 23
Kazakhstan 0.802 54 55 1
Azerbaijan 0.770 62 82 20
Moldova, Rep. 0.758 64 = 61 =3
Turkmenistan. 0746 66 81 15
Uzbekistan 0.695 80 .92 12
Kyrgyzstan 0689 83 85 2
Tajikistan . 0.657. .88 94 6

a. A positive figure shows that the HDI rank is higher
than the GNP rank, a negative the opposite.

FIGURE 1.3
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far above their human development rank,
showing their enormous potential for im-
proving the lives of their people.

Several countries enjoying similar in-
comes per capita have very divergent hu-
man development experiences. Five coun-
tries with a GNP per capita of around $380
in 1990 had human accomplishments that
could not be more dissimilar: Guyana,
Kenya, Ghana, Pakistan and Haiti. Of this
group, Guyana has the highest HDI value
(0.541, rank 105), Haiti the lowest (0.275,
rank 137). Ghana’s average life expectancy

is ten years shorter than Guyana’s, and
Pakistan’s infant mortality rate is twice as
high as Guyana’s—and its illiteracy rate 16
times higher. Income alone is obviously a
poor indicator of human development.

2. The change in human development is as
significant as its level—Many countries
started at a low level of human develop-
ment three decades ago but have since
made very rapid progress, particularly the
Gulf States, whose real economic prosper-
ity came in the mid-1970s after the steep
increase in oil prices (figure 1.6). It clearly

TABLE 1.2
HDI ranking for developing countries

HDI HDI GNP HDI HDI GNP HDI -~ HDI GNP
Country value  rank rank - Country value - rank rank - Country value  rank - rank
Barbados 0.928 20 34 Ecuador 0646 89 108 Ghana 0311 131 140
Hong Kong 0913 24 24 Paraguay 0641 90 97 Pakistan 0311 132 136
Cyprus 0:890 27 30 Korea, Dem. Rep. 0.640 91 103 Cameraon 0310 133 107
Uruguay 0.881 30 54 Philippines 0603 92 114 India 0.309 134 146
Trinidad and Tobago 0.877 N 46 Tunisia 0.600 93 88 Namibia 0.289 135 a8
Bahamas 0.875 32 25 Oman 0.598 94 36 Cate d'lvoire 0.286 136 113
Korea, Rep. of 0.872 33 37 Peru 0592 95 95 Haiti 0.275 137 143
Chile 0.864 36 .75 frag 0589 96 73 Tanzania, U. Rep. of 0.270 138 172
Costa Rica 0.852 42 76 Dominican Rep. 0.586 97 112 Comoros 0.269 139 129
Singapare 0.849 43 26 Samoa 0586 98 109 Zaire 0.262 140 158
Brunei Darussalam 0.847 44 19 Jordan 0582 99 91 Lao People’s Dem. Rep.. 0.246 141 161
Argentina 0.832 46 62  Mongolia 0.578 100 104  Nigeria 0.246 142 153
Venezuela 0.824 50 56 China 0.566 101 142 Yemen 0.233 143 124
Dominica 0.819 51 70 Lebanon 0.565 102 87 Liberia 0,222 144 127
Kuwait 0.815 52 15 Iran, Islamic Rep. 0.557 103 59 Togo 0.218 145 135
Mexico 0,805 53 60 Botswana 0.552 104 69 Uganda 0.194 146 167
Qatar 0.802 55 22 Guyana 0.541 105 141 Bangladesh 0.189 147 159
Mauritius 0.794 = 56 68 Vanuatu 0.533 106 96 Cambodia 0.186 148 168
Malaysia 0.790 . 57 BB Algeria 0.528 107 65 Rwanda 0.186 149 151
Bahrain 0.790 58 32 Indonesia 0.515 108 122 Senegal 0.182 150 - 115
Grenada 0.787 59 71 Gabon 0.503 109 44 Ethiopia 0172 151 170
Antigua and Barbuda = 0.785 60 41 El Salvador 0.503 110 102 Nepal 0.170 152 166
Colombia 0.770 61 93 Nicaragua 0.500 111 133 Malawi 0.168 153 162
Seychelles 0.761. 63 39 Maldives 0.497 112 131 Burundi 0.167 154 160
Suriname 0.751.. 65 48 Guatemala 0.489 113 110 Equatorial Guinea 0.164 155 147
United Arab Emirates =~ 0.738 67 12 Cape Verde 0.479 114 116 Central African Rep. 0.159 156 139
Panama 0.738 68 77 Viet Nam 0.472 115 156 Mozambique 0154 157 173
Jamaica 0.736 69 86 Honduras 0.472 116 118 Sudan 0.152 158 138
Brazil 0.730 . 70 53 Swaziland 0.458 117 g9 Bhutan 0.150 159 163
Fiji 0730 7 78 Solomon Islands 0432 118 121 Angola 0.143° 160 126
Saint Lucia 0720 72 64 Morocco 0.433 119 106 Mauritania 0.140 161 128
Turkey 0.717 . 73 83 Lesotho 0.431 120 123 Benin 0.113. 162 145
Thailand 0715 74 89 Zimbabwe 0.398 121 117 Djibouti 0.104 163 125
Cuba 0711 75 101 Bolivia 0.398 122 119 Guinea-Bissau 0.090 164 165
Saint Vincent 0.709 76 79 Myanmar 0.390 123 152 Chad 0.088 165 164
Saint Kitts and Nevis = 0.697 79 45 Egypt 0.389 124 120  Somalia 0.087 166 171
Syrian Arab Rep. 0694 81 105  SdoToméand Principe 0.374 125 137 Edafl‘.‘b'a U-Sgg }gg }43
Belize 0689 82 74  Congo 0372 126 100 &L 3-080 169 120
Saudi Arabia 0688 84 31  Kenya 0369 127 144 gda. o 0074 170 149
South Africa 0.673 85 57 Madagascar 0,327 128 157 Afghanistan 0.066 171 169
Sri'Lanka 0663 86 130 Papua New Guinea 0.318 129 111 Sierra Leone 0.065 172 155
Libyan Arab Jamahiriya - 0.658 87 40 Zambia 0.314 130 134 Guinea 0.045 173 132

14

HUMAN DEVELOPMENT REPORT 1993



ARATIVE PERFORMANCE IN HUMAN DEVELOPMENT

FIGURE 1.4
Human development varies by region
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There is no automatic link between income and human development

GNP per capita rank minus HDI rank
§ —

()

¥ o e o
O W o N
TP

C

B
=20
-30
—40 -
-50
~-60
FIGURE 1.6 . B Gulf States
Human development progress in the Gulf States @ All developing countries
Infant Dait " Combined
. nfant aily per capita . rimary &
Life mortality calor?e 5|_|pp|y Adult literacy Eecondq;ry Real GI?P per
expectancy {per 1,000 live (percentage of rate enrolment capita
(years) births) requirement) (percent) ratio (PPP$ thousands)
1960 1990 1960 1991 1965  B8-90 1970 1930 1970 87-90 1960 1990
70 180 = 130 T 70 == 90 T R

120 —|-eene 60 |-t

110 e fo 4

50 -

100 |- Ff |- 40 | -}

90 .

30 L)

AQ 80 20 L -l

TRENDS IN HUMAN DEVELOPMENT

FIGURE 1.7
HDIs have diverged for countries
with similar starting points
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TABLE 1.3

Gender—dmpanty—adjusted HDl
Difference
between HDI

Gender- and gender-
disparity- . disparity-
HDI - adjusted - adjusted

Country value - HDI ranks
Sweden 0.:977:-0.921 4
Narway 0.978 . D.881 1
France 0.971..0.864 S
Denmark 0.955 . 0.860 8
Firland 0,954 0.859 8
Australia 0:972 - 0:852

FIGURE 1.8
Changes in rank with a
gender-disparity-adjusted HDI

1
New Zealand 0.947 ' 0.844 9
Netherlands 0.970 ' 0.826 1
UsA 0976 0.824 =3

Q

HDI Adjusted HDI United Kingdom 0.964 - 0.818

s Canada 0982 0816 -9
5 Sweden Belgium 0.952  0.808 3
7 | Austria 0.952...0.782 1
5 Switzerland 0,978 -.0.768 =10
4o Germany 0.957..0.768 4
6 i Haly 0924 0764 3
Japan 0.983 - 0.763 =16
8 Czechoslovakia 0,892 - 0.754 4
10 Ireland 0.925 0720 =1
: Luxembotirg 0943 0,713 )
125
Greece 0,902 0,691 0
14 > Portugal 0853 0672 3
Cyprus 0.890 0656 0
163 Costa Rica 0.852 0,632 2
12 Hong Kong 0913 0618 =5
20 SbE ; Singapore 0.849  0.585 R
Korea, Rep. of - 0.872 . 0.555 -3
Rarks are for the 33 countries in table 1.3, Paraguay 0.641 - 0.546 o
SriLanka 0.663 ..0.499 G T
Philippines 0.603 = 0.451 0
Swaziland 0.458 . 0.344 0
Myanmar 0.390..0.297 0
Kenya 0.369  0.241 0

A positive difference shows that the gender-disparity-
adjusted HDI rank is higher than the unadjusted HDI
rank, a negative the opposite,

FIGURE 1.9
Difference between HDI and gender-disparity-adjusted HDI
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took time to invest the new income in peo-
ple, but during the past 20 years, the Gulf
States have made much faster progress
than the average developing country. Saudi
Arabia had the greatest change in its HDI
value—from 0.386 in 1970 to 0.688 in
1990.

Several countries with similar HDIs in
1970 have since had dissimilar experiences.
Myanmar and Saudi Arabia, for example,
started with similar HDIs in 1970, as did
Zaire and Morocco. For Myanmar and
Zaire, the world has stood still in terms of
human development—a factor which no
doubt has contributed to the countries’
present problems. But Saudi Arabia has
since nearly doubled its HDI, and Morocco
has raised its HDI by 60% (figure 1.7).

3. The economies in transition bave very
high levels of buman development—Two-
thirds of the 15 newly independent states of
the former Soviet Union fall into the cate-
gory of high human development, the oth-
er third into the medium, The formerly
socialist countries have already made major
investments in the education and health of
their people—and thus have considerable
human capital available for the transition
ahead. The average life expectancy for
these economies is 70 years, and the popu-
lation per doctor is around 300, compared
with 63 years and 5,000 respectively for de-
veloping countries.

4. When the HDI is adjusted for gender dis-
parity, no country improves its HDI value—
The meaning: no country treats its women
as well as it treats its men, a disappointing
result after so many years of debate on gen-
der equality, so many struggles by women
and so many changes in national laws (table
1.3 and figures 1.8 and 1.9). But some coun-
tries do better than others, so adjusting for
gender disparity makes a big difference to
the rankings: Japan falls from number 1 to
17, Canada from number 2 to 11 and
Switzerland from number 4 to 14. By con-
trast, Sweden improves its rank from num-
ber 5 to 1, Denmark from number 12 to 4
and New Zealand from number 16 to 7.

In industrial countries, gender discrim-
ination (measured by the HDI) is mainly in
employment and wages, with women often
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tion-adjusted HDI rank is higher than the unadjusted
HDI rank, a negative the opposite.
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getting less than two-thirds of the employ-
ment opportunities and about half the
earnings of men.

In developing countries, the great dis-
parities, besides those in the job market,
are in health care, nutritional support and
education. For instance, women make up
two-thirds of the illiterate population. And
South and East Asia, defying the normal
biological result that women live longer
than men, have more men than women.
The reasons: high maternal mortality and
infanticide and nutritional neglect of the
girl-child. According to one estimate, some
100 million women are “missing”.

5. The poor distribution of income has a ma-
Jjor impact on buman development—Income
disparities are wide in many countries, par-
ticularly in the developing world. Brazil has
one of the most unequal distributions of in-
come—the richest 20% of the population
receives 26 times the income of the poorest
20%. When the income component of its
HDI is reduced to reflect this maldistribu-
tion, its HDI falls by 14% (figure 1.10). The
same correction also causes a major drop in
the HDI of many other countries, including
Jamaica, Malaysia, Mexico, Panama and
Turkey (figure 1.11). Table 1.4 gives the in-
come-distribution-adjusted HDI for 52
countries having data. Among the industri-
al countries, the largest adjustments down-
wards are for Portugal, New Zealand,
Australia, Canada, France, Italy and the
United States.

6. When the HDI is disaggregated by calcu-
lating the specific HDI for groups or regions in
a country, there can be startling divergences

FIGURE 1.10
Changes in rank with an
income-distribution-adjusted HDI
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FIGURE 1.12

HDIs are higher for whites than
for blacks and hispanics in the
United States
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from the national average—Disaggregating
HDIs provides a group-specific or region-
specific human development measure,
whereas the gender-adjusted and income-
distribution-adjusted HDIs are still nation-
al averages incorporating the extent of
inequality. Five countries that have readily
available data to undertake such a disaggre-
gation: the United States, India, Mexico,
Turkey and Swaziland. More countries
should launch efforts to gather such data.
In the United States, with the HDIs of
white, black and hispanic populations sepa-
rated, whites rank number 1 in the world
(ahead of Japan), blacks rank number 31
(next to Trinidad and Tobago) and hispan-
ics rank number 35 (next to Estonia). This,
even despite the fact that income levels are
considerably discounted in the HDI calcu-
lations. So, full equality is a distant prospect
in the United States (figures 1.12 and 1.13).
Similar disparities are obvious else-
where. In India, the HDI in Uttar Pradesh
is a third lower than the national average
and 60% lower than that in Kerala (figure
1.14). In Mexico, the state of Qaxaca has
an HDI 20% lower than the national aver-
age (figure 1.15). In Turkey, the HDI for
rural females is 25% lower than that for
rural males (figure 1.16). By contrast,
Swaziland, with a smaller population of less

than one million, is a more homogeneous
society.

With so many inequalitites in multieth-
nic and otherwise divided societies, a dis-
aggregated HDI profile is essential to
eventually understanding the underlying
sources of tension and potential causes of
future trouble.

The HDI is thus a useful and informa-
tive tool for analysing and assessing devel-
opment. But it probably is still too early to
use the HDI to evaluate a country’s per-
formance, or to allocate aid funds. That
kind of application must await further im-
provements to the HDIL

A human development agenda

Since the Human Development Report ap-
peared, it has attracted a great deal of in-
ternational attention and debate. And
many countries, going beyond discussions
and policy statements, are putting human
development ideas into practice. Bangla-
desh, Colombia, Ghana and Pakistan have
already prepared comprehensive human
development strategies, and more than 20
other countries are—with UNDP assis-
tance—undertaking different types of hu-
man development initiatives. These efforts
are likely to include ten significant steps.

FIGURE 1.13

Disaggregated human development indicators for the United States
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1. Prepare a national buman development re-
port—Since the Human Development Report
must publish internationally comparable
data, it often cannot use the most recent or
most relevant information for countries.
Some—including Cameroon, Céte d’Ivoire
and Paraguay—have therefore produced
their own reports reflecting their own cir-
cumstances, statistics and policy concerns.
2. Prepare a human development country
profile—As a part of the national report, or
as a separate initiative, a short statistical
profile of human development can be pre-
pared, showing the progress achieved and
the distance yet to be travelled. This has
already been done in Mozambique, Thai-
land, Papua New Guinea and elsewhere.
3. Improve human development statistics—
Most countries put a lot of effort into pub-
lishing statistics on economic growth, but
much less into those on the human condi-
tion—how many people are below the pov-
erty line, for example, or are homeless.
Often, the data are collected but not collat-
ed into usable form because of an apparent
lack of demand. Priorities need to be re-esta-
blished to ensure that data on human devel-
opment are collected and made available to
policy-makers, as has been found in Kenya,
Mexico and the Philippines, among others.

FIGURE 1.14
Disparity among India‘s states
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4. Set buman development targets—Human
development targets are seldom quantita-
tive—again because the underlying data
are missing. The best progress in targeting
has, often with UNICEF’s assistance, been
in the area of children’s development,
health and education. This experience
needs to be extended to other areas to es-
tablish just what is to be achieved by which
group—and when. To be kept in mind,
though, is that human development objec-
tives cannot be limited to quantifiable tar-
gets. Many important aspects of human
development escape quantification and can
be analysed only in qualitative terms. For
example, people’s education depends both
on years of schooling and on the type of
knowledge imparted.

5. Cost the targets—While the construction
costs of roads or industrial plants are fre-
quently estimated (if not very accurately),
human development targets rarely are (even
tentatively). This makes social expenditure
vulnerable to economic cutbacks—since if
nobody knows what good health costs, it is
difficult to defend in the budget.

6. Clarify who does what—National strate-
gies need to consider the most appropriate
roles for central, regional and local govern-
ments—and for the private sector and
NGOs. To be considered above all is how
people can best participate and take charge
of their own lives and the interests of their
families and communities.

7. Establish who will pay—In some cases,
the state will need to make the invest-
ment—in basic education or health. In oth-

FIGURE 1.15
Disparity among Mexico's states
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FIGURE 1.16
Gender differences in Turkey
and Swaziland
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ers, some segments of the population could
be asked to pay for services through user
charges. Or it might be better to concen-
trate on providing more employment and
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income-earning opportunities that would
enable people to become more sclf-suffi-
cient and independent.

8. Design a national strategy—To ensure
that all the activities link together naturally,
it might be useful to formulate a compre-
hensive country strategy for human devel-
opment—a strategy concerning all the
steps from the identification of priority ar-
eas to the implementation of policies and
programmes and a monitoring of progress.
9. Seek external cooperation—NMost govern-
ments of developing countries can improve
levels of human development with the re-
sources they already have. But more sub-
stantial achicvements will also depend on
international cooperation—through fairer
access to international markets and through
more effective technical assistance and fi-
nancial aid (box 1.4). They should establish
arcas of common interest and common pri-
ority with industrial countries. For Bangla-
desh and Pakistan, human development has
been an agenda item of consultative group
meetings.

10. Build political alliances—THuman devel-
opment accelerates where people under-
stand the benefits from a healthier and
better-educated population. Governments
can assist this process by working with nat-
ural allies, such as doctors and teachers, to
promote these ideas. They can also target
media campaigns at small businesses, for
example, to extol the virtues of educating
children better so that they can one day
help manage businesses—or at men, to ex-
plain how all society benefits when women
have better opportunities. To broaden sup-
port for human development country
strategies, it is often useful to ensure full
participation of all interested partners right
from the start—of all concerned govern-
ment entities, as well as the private sector,
NGOs and people at large.

These ten steps are only schematic, and
each country will decide on its agenda. The
steps nevertheless highlight the value of ap-
proaching human development systemati-
cally. Remember that the struggle for
human progress in the industrial countries
is a continuous process (box 1.5). Clearly,
reorienting development towards people—
although doable—is a complex challenge.
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CHAPTER 2

, - L] L]
. People’s participation

Participation means that people are closely
involved in the economic, social, cultural
and political processes that affect their lives
(box 2.1). People may, in some cases, have
complete and direct control over these
processes—in other cases, the control may
be partial or indirect. The important thing
is that people have constant access to deci-
sion-making and power. Participation in
this sense is an essential element of human
development.

Participation, certainly not a new term,
has been a part of the development vocab-
ulary since the 1960s, or even before. But it
has generally referred only to people’s in-
volvement in particular projects or pro-
grammes. In this Report, the critical
difference is that participation is an overall
development strategy—focusing on the
central role that people should play in all
spheres of life. Human development in-
volves widening their choices, and greater
participation enables people to gain for
themselves access to a much broader range
of opportunities.

People can participate as individuals or
as groups. As individuals in a democracy,
they may participate as voters or political
activists—or in the market as entrepreneurs
orworkers. Often, however, they participate
more effectively through group action—as
members of a community organization, per-
haps, or a trade union or a political party.

People everywhere are certainly de-
manding much greater access to political,
economic and social opportunities. They
might not expect “full participation”—but
they do want a steady advance towards it.
Participation is, after all, a process, not an
event.

Since participation requires increased
influence and control, it also demands in-

PEOPLE’S PARTICIPATION

creased empowerment—in economic, so-
cial and political terms. In economic terms,
this means being able to engage freely in any
economic activity. In social terms, it means
being able to join fully in all forms of com-
munity life, without regard to religion,
colour, sex or race. And in political terms, it
means the freedom to choose and change
governance at every level, from the presi-
dential palace to the village council.

All these forms of participation are inti-
mately linked. Without one, the others will
be incomplete and less effective.

Any proposal to increase people’s par-
ticipation must therefore pass the empow-
erment test—does it increase or decrease
people’s power to control their lives? This
test applies to all institutions that organize
or affect human lives—whether markets,
governments or community organizations.
Each must advance the cause of people.

Participation, from the human develop-
ment perspective, is both a means and an
end. Human development stresses the
need to invest in human capabilities and
then ensure that those capabilities are used
for the benefit of all. Greater participation
has an important part to play here: it helps
maximize the use of human capabilities and

21




Participation in
economic life
affords people a
basis for self-

respect and social

dignity

22

is thus a means of increasing levels of social
and economic development. But human
development is also concerned with per-
sonal fulfilment. So, active participation,
which allows people to realize their full po-
tential and make their best contribution to
society, is also an end in itself.

Forms of participation

Since participation can take place in the
economic, social and political arenas, each
person necessarily participates in many
ways, at many levels. In economic life as a
producer or a consumer, an entrepreneur or
an employee. In social life as a member of a
family, or of a community organization or
ethnic group. And in political life as a voter,
or as a member of a political party or per-
haps a pressure group. All these roles over-
lap and interact, forming patterns of
participation that interconnect with—and
often reinforce—each other.

* Household participation—It is almost
always women who rear the children and
provide food and water, as well as ensure
adequate health care for the family. And to
tulfil such responsibilities, they also work
outside the home, often in the informal sec-
tor.

This contribution of women to society
remains unrecognized in economic statis-
tics, and it does not give women even an
equal say in decisions in the household. A
survey in Uganda found that the manage-
ment of household income was a joint re-
sponsibility for only a small minority. In
most cases, the husband handed over only
a small proportion of “housekeeping mon-
ey” to the wife.

Where women do have control over
household funds, they generally make
much better use of them. In Malaysia, a
case study of rubber tappers found that al-
most all income earned by women was di-
rected to meeting household needs—while
men tended to devote sums equivalent to
40% of household incomes to their person-
al requirements, such as tobacco. Most so-
cieties are still a long way from looking at
household tasks as a shared responsibility of
men and women.

The starkest example of gender dis-

crimination in the household is revealed
through child survival rates. In Bangladesh,
nearly 15% more girls than boys die in the
first few years of life. And under the age of
five, the mortality rate for girls in many
countries is higher than that of boys—5%
higher in Nepal, 4% in Pakistan and India,
and 2% in Bhutan—whereas, biologically,
more girls should survive than boys.
* Economic participation—Most people
spend a large part of their lives in econom-
ic activity. It is in the economic arena that
people have a unique opportunity to use
their capabilities and to gain a remunerative
income, which in turn enables them,
through increased purchasing power, to in-
crease their range of choices. Participation
in economic life also affords people a basis
for self-respect and social dignity, attributes
that are integral to participating in all di-
mensions of life.

The nature of economic participation

can vary widely, from forms of drudgery to
creative, productive and independent eco-
nomic activity. Societies also vary greatly in
the value they place on forms of work, rang-
ing from the association of manual work
with servitude to a respect for manual
labour in more egalitarian societies. And
closely related to this range of social atti-
tudes is the nature of the work environment
itself, which can be more or less participa-
tory. But it is only in a democratic environ-
ment that people can derive full satisfaction
from work and from the perception that
they are making a valuable contribution to
development.
* Social and cultural participation—All
people, and all communities, have a right to
create their culture in whatever way they
wish—whether through language, through
ritual, art, music and dance or through lit-
erature or storytelling—in any of the myri-
ad forms of culture through which human
beings the world over express themselves.

But globally there has been a tendency
towards homogenization. The world today
has around 4,000 languages, but thousands
of languages have been lost over the past
couple of centuries. In the 19th century,
there were 1,000 Indian languages in South
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America. Now there are fewer than 200.
And dress has similarly become more uni-
form, with most traditional costumes being
steadily replaced by a much smaller number
of international styles.

Even the very form of expression can
come under threat. Oral cultures are par-
ticularly at risk since the current trend is to-
wards less emphasis on memory and more
on literacy and mechanical reproduction—
substituting books for the spoken word.
This means, for example, that much tradi-
tional wisdom in health and medicine, not
written down, has been lost.

Similarly, many communities have com-
municated from one generation to the next
through such intricate skills as weaving and
carving—skills constantly being eroded by
mass industrial production.

Such changes are usually accepted, of-
ten welcomed, as “progress”. Only now—
with the threat that some languages and
skills might disappear altogether—is the
world becoming more concerned about the
wealth of valuable human information that
might be lost.

Cultures need to be respected and con-
stantly asserted or they die. Hence the de-
termination of many groups, particularly
indigenous peoples, to participate actively
to preserve and reassert their identity. This
is a form of cultural participation to which
they have a right—and from which the
whole world gains.

But if these valuable elements of the hu-
man experience are to survive, all parts of
society have to contribute—including peo-
ple’s organizations, non-governmental or-
ganizations (NGOs) and governments.
Cultural riches must be available to all at
reasonable prices, not limited to the wealthy
or to tourists, UNESCO studies show how
critical the decentralization of cultural in-
stitutions is for ensuring that they are read-
ily accessible at the local level. And while
new technologies can often diminish local
cultures, used creatively they can also make
them available to much wider audiences.

» Political participation—In recent years
people have been struggling, individually
and collectively, to have a much greater say
in national life. In many cases, opposing au-

PEOPLE'’S PARTICIPATION

tocratic regimes has demanded great
courage—as with those who opposed the
regimes in Argentina, the Philippines and
South Africa, as well as in Eastern Europe
and the former Soviet Union. In other
cases, as in Zambia, the rulers have them-
selves recognized that, in the long term,
stifling people’s power and initiative would
be counter-productive. And international
pressures have also reinforced national
forces for political change as ideas about
human rights and democracy have spread
around the globe.

Achieving meaningful and durable
democracy is far from simple. It may in-
clude several aspects: guarantees of human
rights, including freedom of speech and as-
sociation; rule of law; free, fair and fully
contested elections at periodic intervals; a
multiparty system; orderly transition of gov-
ernment and elected representatives fully
accountable to voters.

Democracy demands an effective and
open political system, not just within gov-
ernments but within political parties so that
people have a real choice when nominating
candidates for election. And if governments
are to be kept free from undue influence
from vested interests, democracy also de-
mands strong institutions of civil society
(such as a free press) and a diversity of non-
governmental organizations (such as the
environmental groups that have had such
an impact in many countries in recent
years).

Democracy cannot be achieved over-
night. Just as economic growth means little
unless it is translated into improvements in
human lives, so democracy can be merely an
empty ritual of periodic elections unless
people participate, aware and empowered,
in all the institutions of civil society.
Elections are a necessary, but certainly not
a sufficient, condition for democracy. Poli-
tical participation is not just a casting of
votes. It is a way of life.

New openings
Despite a number of violent conflicts, the

world seems to be going through a period
of positive change: participation of all kinds

Political

participation is not

just a casting of

votes. It is a way of

life
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Markets exclude
those whose
poverty renders
them
uncreditworthy

seems to be on the upswing—particularly in
the formerly socialist countries and in the
developing world.

* Democracy—has been extended to
many parts of the world in the past decade.
Close to two-thirds of humankind now live
in countries that are moving towards, or are
already enjoying, democratic forms of gov-
ernment,

* The transition to market economies—is
also gathering pace all over the world as
governments dismantle state controls and
open new doors for participation and en-
trepreneurial activity. Most formerly social-
ist countries have by now committed
themselves to more market-based strate-
gies. And many developing countries are
liberalizing their economies—removing re-
strictive regulations, establishing much
greater transparency in business affairs and
offering entrepreneurs greater opportuni-
ties for participation in economic activity.

* Privatization—is creating new avenues
for participation in the economies of many
countries. Since 1980, around 7,000 state-
owned enterprises have been privatized,
about 1,400 of them in developing coun-
tries.

24

* The information revolution—is bringing
reports of global events to everyone’s home.
Now, through radio and TV, people have a
much greater sense of participation in in-
ternational events—as they happen. And
people now have many different ways of
communicating within their own countries,
not just through broadcast media, but also
through newer media, from fax machines to
videocassettes, that are much less vulnera-
ble to censorship—making it much harder
for governments to monopolize the flow of
information.

*  Non-governmental organizations—have
increased substantially in recent years. In
1990, there were an estimated 50,000 non-
governmental organizations (NGOs) in
developing countries working in many dif-
ferent fields, from health care to informal
education. And they have taken on an im-
portant advocacy role on such issues as
gender discrimination, human rights and
environmental concerns.

These changes, rapid and complex,
have taken different directions in different
countries. In some, the impetus has come
from the government in power. In others, it
has been the outcome of popular rebellion.
And the results have been as diverse as the
events. Some countries have succeeded in
strengthening democratic institutions and
enjoyed steady increases in efficiency.
Others have suffered economic crisis, social
chaos, ethnic disruptions and even civil war.

The groups excluded

Despite the accumulating forces for greater
participation, large numbers of people con-
tinue to be excluded from the benefits of
development: the poorest segments of soci-
ety, people in rural areas, many religious and
ethnic minorities—and, in almost every
country, women. Also excluded are those
millions, particularly children, whose pre-
ventable and premature deaths cut short
their lives.

Many of these groups necessarily over-
lap but it is useful to identify some of them
individually.

* The poorest people—find that their very
poverty is a formidable barrier to entering
many aspects of social, economic and polit-
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ical life. In many developing countries, in-
come disparities are very wide. In
Indonesia, the poorest 20% of the people
receive only 8.8% of national income, in Sri
Lanka 4.8%. And in many cases, the gaps
between the poor and the rich are widening.
In Chile between 1970 and 1988, the real
income of the poorest 20% fell by 3%, while
that of the richest 20% increased by 10%.
Markets, in theory open to everyone, in
practice exclude those whose poverty ren-
ders them uncreditworthy. In Bangladesh,
the landless make up around half the rural
households but receive only 17% of institu-
tional credit.

Poverty has its greatest impact on chil-
dren and is a denial to future generations.
Infant mortality rates in the least developed
countries are still 114 per 1,000 live births,
and nearly 13 million children die each year
before their fifth birthday. The HIV/AIDS
pandemic will increase not only the number
of child deaths but also the problem of or-
phans and hence child poverty.

And even children who do survive are
deprived of the opportunity to participate
tully in their countries’ development. Some
200 million of today’s children are having
their potential for growth stunted by mal-
nutrition. And well over 300 million chil-
dren who should be in primary or secondary
schools are missing their education, either
because of the need to work or because
schools are unavailable or too expensive.
Many of these children spend their days at
work in the fields or in the streets (box 2.2).

Poverty can also be harsh for the elder-
ly. In the formerly socialist countries, the
pensioners are among those who suffer
most from the current reform process.

For millions of people all over the world,
the daily struggle for survival absorbs so
much of their time and energy that, even if
they live in democratic countries, genuine
political participation is, for all practical
purposes, a luxury.

o Women—are the world’s largest exclud-
ed group (box 2.3). Even though they make
up half the adult population, and often con-
tribute much more than their share to soci-
ety, inside and outside the home, they are
frequently excluded from positions of pow-
er. They make up just over 10% of the

PEOPLE’S PARTICIPATION

world’s parliamentary representatives, and
consistently less than 4% of cabinet minis-
ters or other positions of executive author-
ity.

In many industrial countries, the female
human development index is only around
80% that of males. Women participate in-
adequately in employment, and in some in-
dustrial countries, women’s earnings are
less than half those of men (box 2.4).

Many developing countries exclude
women from both political participation
and productive work—whether by tradi-
tion, discriminatory laws or withheld edu-
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cation. In the countries for which relevant
data are available, the female human devel-
opment index is only 60% that of males.
Indeed, for decades, life has changed very
little for 500 million rural women in the de-
veloping world.

*  Minorities and indigenous peoples—often
find it difficult to participate fully in soci-
eties that consistently operate in favour of
the dominant groups. Sometimes this dis-
crimination is embedded in the legal frame-
work—denying minority groups equal
access to education, to employment oppor-
tunities or to political representation. But
exclusion is generally less a matter of offi-
cial policy than everyday practice. In the
United States, where everyone is “created
free and equal”, there is a marked differ-
ence between the white and black popula-
tions. As chapter 1 showed, if the US were
divided into two “countries”, the one with
only the white population would be in first
place in the human development index,
while the one with the blacks would be
number 31 (box 2.5). In Guatemala, the
Indian population has an infant mortality
rate 20% higher than the rest of the popu-
lation. And in South Africa, the blacks are a
marginalized majority (box 2.6).

An extreme form of discrimination and
exclusion is through violence. Since the
Second World War, 40 ethnic groups
around the world have been persecuted or
massacred, suffering millions of deaths.

*  People in rural areas—have very restrict-
ed participation in economic and social life
in the developing world. The rural per capi-
ta income in many countries is around half
that in towns and cities. And rural people
have much less access to government ser-
vices. Despite making up around two-thirds
of the population, they receive on average
less than a quarter of the education, health,
water and sanitation services. In Ethiopia,
87% of the people live in rural areas but
only 11% of them have access to safe drink-
ing water, compared with 70% of the urban
population. In Bangladesh, 84% of the pop-
ulation is rural but only 4% of them have ac-
cess to sanitation facilities, compared with
40% of the urban population. And in India,
school attendance for children aged 5-14 is
much lower in rural areas: 55% for boys and
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35% for girls (compared with 74% and 52%
in urban areas).

Urban biases are a predominant feature

almost everywhere. But even when the par-
liaments of some developing countries are
dominated by rural elites, this does not
mean that they act on behalf of rural peo-
ple. Most are composed of city-based ab-
sentee landlords with little personal interest
in public services in rural areas. They often
ensure their own access to electricity or wa-
ter through private generators or tubewells,
and send their children abroad for educa-
tion. Meanwhile, rural people in developing
countries remain a deprived and marginal-
ized majority.
*  The disabled—make up at least 10% of
the world’s population. They include all
those who have experienced injury, trauma
or disease that results in long-term physical
or mental changes.

Disability is common to both industrial
and developing countries, but the sources
tend to be different: in the industrial coun-
tries, the principal causes are degenerative
diseases associated with ageing, while in the
developing world the causes are more like-
ly to be disease, malnutrition and war. Of
Cambodia’s 8.5 million people, 150,000
have been disabled by mines.

Disability, even in industrial countries, is
closely linked with poverty. In the United
States, blacks and native Americans are
twice as likely to be disabled as whites. And
children in poor families are 13% more like-
ly to be mentally retarded than those in mid-
dle- and upper-income families.

In developing countries, disability is
more common in rural than in urban areas,
and among the poor. In Bangladesh, those
most likely to be disabled are the landless
labourers.

G
- Share of poorest 20% of world
~population in global opportun

{percentage of global economic activity)

1950-?0 1990

bk G

Glabal trade ; 1.3
Global domestic investment 3.5
- Global domestic savings - 3.5

“Global commercial credit 0.

The disabled face many barriers to par-
ticipation. They tend, for example, to have
less access to education: in Hong Kong in
1981, more than a quarter of the disabled
population between 15 and 24 had received
no schooling. And they are also more likely
to be unemployed: in Japan in 1980, when
62% of the total population was employed,
only 32% of the disabled were employed.

Some countries have taken measures to
give the disabled greater opportunities.
Germany has a quota for employment of
the disabled of 6% in both government and
private business. And the United States has
far-reaching legislation: the 1992 Ameri-
cans with Disabilities Act sets a large num-
ber of standards to be achieved in working
life.

The disabled in the developing world
have much more basic problems. In
Zimbabwe in 1982, when 10% of the pop-
ulation was estimated to be disabled, only
2% had access to any kind of rehabilitation
services. For most of the world’s disabled,
full participation is still a long way off.

*  Poor nations—cannot participate on an
equal footing in international markets or
extend market opportunities to their own
people. Poverty is a formidable barrier to
participation, whether within or between
nations. The very poverty of poor nations
denies them international credit, and barri-
ers on the movement of both goods and
people cut their potential earnings. The
1992 Human Development Report estimated
that poor nations are being denied $500 bil-
lion of market opportunities annually—
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Participation is a
plant that does not
grow easily in the
human
environment
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about ten times the annual flow of foreign
assistance they receive. The poorest 20% of
the world’s population now receives only
0.2% of global commercial credit, 0.9% of
global trade and only 1.3% of global income
(table 2.1).

It would be short-sighted to assume that
the growing demands for increased partici-
pation will stop at national frontiers.
Millions of workers from developing coun-
tries have already voted with their feet and
migrated, legally and illegally, to industrial
countries or to neighbouring developing
countries. And the process has only just
started. Unless more people can begin to
participate in global economic opportuni-
ties, the 21st century may witness an un-
precedented migration across national
borders.

Increased participation at a global level
will require a radical readjustment of the in-
ternational order—in particular a disman-
tling of international trade restrictions and
a much more democratic system of global
governance.

Taking these and other excluded groups
together, it seems likely that fewer than 10%
of the world’s people participate fully in po-
litical, economic, social and cultural life. For
the vast majority, real participation will re-
quire a long and persistent struggle.

Obstacles

Participation is a plant that does not grow
easily in the human environment. Powerful
vested interests, driven by personal greed,
erect numerous obstacles to block off the
routes to people’s political and economic
powet, These obstacles include:

* Legal systems—Laws are often arbitrary
and capricious and favour those with polit-
ical influence or economic clout. In too
many countries, legislation fails to measure
up to ideals of transparency, accountability,
fairness—and equality before the law.
Some countries’ laws exclude the participa-
tion of women, for example, or of religious
or ethnic minorities, or deny certain rights
to workers.

*  Bureaucratic constraints—Many devel-
oping countries have shackled their people

with innumerable regulations and controls,
demanding all sorts of permits and permis-
sions for even the most modest business ini-
tiative. Fortunately, many governments
have started to dismantle the most stifling
of these controls and are opening new av-
enues for entrepreneurial activity.

* Social norms—Even when laws change,
many old values and prejudices persist,
whether against women or different tribes,
castes or religious groups—and are often
deeply embedded in everyday language and
behaviour, Laws may promote equality, but
it is usually left to the discriminated group
to struggle against prejudice. Thus, working
women, for example, even when they prove
themselves better, are not given equal treat-
ment.

*  Maldistribution of asseti—In developing
countries, one of the most significant assets
is land. A high proportion of the people
struggle to make a living in agriculture, but
their efforts are often thwarted by the dom-
inance of feudal elites who exert an over-
whelming control over land. In most Latin
American countries, the land tenure sys-
tems are notoriously skewed in favour of
the rich (table 2.2). Inequality is conven-
tionally expressed by the “Gini coefficient”,
which varies from zero (equal assets for
everybody) to 1 (one person owns every-
thing). In most Latin American countries,
the Gini coefficient for land distribution is
around 0.8—in Panama 0.84, in Brazil 0.86
and in Paraguay 0.94.

Maldistribution of land is by no means
confined to Latin America. In Egypt, the
richest 20% of landowners still control 70%
of the agricultural land. And in Bangladesh,
small farmers (with less than 2.5 acres) ac-
count for 70% of farms but have only 29%
of the land area.

In these countries, there can never be
true participation in the rural areas without
far-reaching land reforms—as well as the
extension services, training and credit for
smaller farmers that can help them become
productive and self-reliant.

Whether in urban or rural areas, vested
interests that currently enjoy economic,
financial, political or social power are usu-
ally determined to defend their position—

HUMAN DEVELOPMENT REPORT 1993



either individually or through close-knit as-
sociations, well-financed lobbies and even
violence.

Changing the power equation requires
the organization of a countervailing force,
or even a revolution. People’s organi-
zations—be they farmers’ cooperatives,
residents’ associations or consumer groups
—offer some of the most important sources
of countervailing power. And they often ex-
ercise it most effectively through the shar-
ing of information and ideas—it is ideas,

STABLE 220 il S
Inequality in the distribution of
‘landholdings in selected countries
R Gini
- Country Year coefficient
Very high inequality (Gini above 0.75)
Paraguay. 1981 0.94
Brazil 1980 0.86
Panama. 1981 0.84
Uruguay 1980 0.84
Saudi-Arabia 1983 0.83
Madagascar - 1984 0.80
Kenya 1981 0.77
‘High inequality (0.51 t0 0.75)
Colombia : 1984 0.70
Dominican Rep. 1981 0.70
Ecuador: 1987 0.69
Grenada 1981 0.69
Chile 1987 0.64
Honduras 1981 0.64
Yemen 1982 0.64
Sri Lanka S gRD 0.62
Peru 1984 0.61
Nepal 1982 0:60
~Uganda 1984 0.59
Turkey 1980 0.58
Jordan 1983 Q.57
Pakistan 1980 0.54
Philippines 1981 0.53
“Medium inequality (0.40 to 0.50)
Bahrain e 1980 0.50
Bangladesh 1980 0.50 -
Morocco 1982 0.47
- Togo 1983 045
- Ghana 1984 0.44
low inequality (below 0.40)
Malawi S 1981 0.36
Mauritania 1981 0.36
Egypt: 1984 035
Niger 1981 0.32
Korea, Rep. of 1980 0.30

The Gini coefficient is a measure of inequality in distri-
bution. It ranges from zero to 1: the closer the value to
1, the greater the inequality.
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not vested interests, that rule the world for
good or evil.

Structure of the Report

Participation is an important element in
these and many other aspects of human life.
This Report concentrates on participation
in development—through markets, govern-
ment and community organizations.

Chapter 3 focuses on free and open
markets as a dynamic form of participation
for both producers and consumers, assess-
ing the extent to which markets are accessi-
ble to wide popular participation—that is,
whether they are “people-friendly”. It also
analyses the participation of people through
work, especially their participation in
labour markets. It shows how current
strategies result in output growth without
employment and argues for a fundamental
change in development thinking. This
chapter also reviews the experiences to date
in liberating private enterprise and explores
how participatory human development re-
quires a new balance between the private
and the public sectors.

Chapter 4 is devoted to people’s partic-
ipation in governance. It looks at political
participation and at how governments
reach out to people, particularly through
decentralization as a technique for opening
governance up to greater popular participa-
tion—examining the conditions for suc-
cessful participation as well as highlighting
the potential pitfalls, including the risk of
creating even firmer power bases for en-
trenched local elites.

Chapter 5 examines people’s participa-
tion in civil society, particularly the role of
non-governmental organizations. Consider-
ing them from both a national and an inter-
national perspective, it shows how these
organizations can oppose existing power
structures and engineer practical changes—
and through their advocacy bring millions
of the world’s marginalized people into the
mainstream of social and economic life.

Changing the
power equation
requires the
organization of a
countervailing
force



CHAPTER 3

. People and markets

People-friendly
markets allow
people to
participate fully in
their operation and
to share equitably
in their benefits

30

Free markets provide the most efficient
mechanism yet devised for the exchange of
goods and services—impersonally match-
ing supply and demand, bringing together
buyers and sellers, employers and workers,
and constantly setting and resetting prices
so that the economy works at peak efficien-
cy. Free enterprise provides a mechanism
for unleashing human creativity and entre-
preneurial ability,

Three critical questions: Are the mar-
kets really free? Are they accessible to all the
people? And what is their impact on the dis-
tribution of income and other development
opportunities and benefits?

Most markets are stifled by barriers—
many raised by government regulations and
some by powerful interest groups. And
markets are not automatically or inevitably
people-friendly. They make no value judge-
ments. They reward those who have either
substantial purchasing power or valuable
commodities or services to sell. But people
enter markets as unequal participants and
often leave with unequal rewards, even
when markets operate neutrally.

So, for all their efficiency at matching
buyers and sellers, markets can also be as-
sociated with increasing inequality and pov-
erty, as well as large-scale unemployment.

Markets may also place very little value
on environmental concerns and the needs
of future generations. Soil, water, fossil
fuels and minerals are important inputs to
the production process. But their market
prices often fail to reflect their true scarcity
value—leading to overexploitation and
depletion. Company profit and loss ac-
counts seldom register the true costs of pol-
lution—which are passed on to the rest of
society. Similarly, national income accounts
fail to register the constant depletion of nat-

ural capital—and thus hide from policy-
makers the high cost of environmental
neglect. Costa Rica during 1970-90 lost nat-
ural capital (such as soils and forests)
amounting to more than 6% of its total GDP
in that period. And in Indonesia during
1971-84, these losses were more than 9% of
GDP. Yet their national income accounts
were silent on this continuing haemorrhage.

Sustainable human development de-
mands more of markets—that they contin-
ue to offer their advantages but that they do
s0 in a more balanced way, combining effi-
ciency, equity and sustainability. Markets
are, after all, not an end in themselves. They
are a means to human development.
Markets should serve people—rather than
people serving markets.

Making markets more people-friendly

People-friendly markets allow people to
participate fully in their operation and to
share equitably in their benefits. Making
markets more people-friendly will require a
strategy that maintains their dynamism but
supplements them with other measures to
allow many more people to capitalize on the
advantages they offer.

Most markets suffer from three types of
distortions. First, there are distortions in the
workings of the markets themselves. Some
may be due to monopoly power as well as to
short-term business considerations that
make the markets less competitive, less ef-
ficient or less respectful of environmental
concerns. Others are due to controlled
prices, fiscal disincentives and constant
government intervention in the market.

Second, there are distortions in the
form of disparities among people who enter
the market. Many people lack the educa-
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tion, the assets, the credit or the skills to be
competitive—or are excluded on the
grounds of sex, race or ethnicity.

Third, markets often fail to reflect exter-
nal costs and benefits—be it pollution (an
external cost) or the prevention of commu-
nicable diseases (an external benefit). In ad-
dition, there are areas where markets are
missing altogether. National income ac-
counts do not, for example, include house-
hold work—nor do they measure the
depreciation of natural capital assets over
time. For both, a proper accounting should
be made.

Traditional discussions of markets have
focused more on their efficiency than on
their equity aspects. But since markets are
only a means towards human development,
we must closely examine ways to build a
bridge between markets and people—to
make them more “people-friendly”. The

Korea between 1963 and 1979, and in
Thailand by 63% between 1980 and 1985.
Most of this increase came from a generous
investment in the education and skills of
people. And in Western Europe between
1970 and 1980, improvements in human
capabilities accounted for 20-30% of the
growth in income.

*  Access to assets—If people are to par-
ticipate freely in markets, they also need
the physical and financial resources to do
so. One of the greatest obstacles to a dy-
namic economy is an excessive concentra-
tion of land or business assets. But
measures such as land reform may be
only the start of the process. Many coun-
tries also have progressive fiscal regimes to
ensure that income and wealth continue to
be redistributed to the poorer members of
society.

measures that would make such a radical [ SR ;ﬁﬁﬁaﬁ‘i}%&%
B . . . B o o '{1&\?\&5\‘,. B

transformation possible can be divided into e

four groups (box 3.1):

1. Preconditions

. Accompanying conditions

Corrective actions

Social safety nets.

VAN
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. Preconditions

Certain conditions need to be met for mar-
kets to be kept free—and open to all those
who seck to enter them.

*  Investment in people—To compete effec-
tively and to make a productive contribu-
tion, people need to have the health, the
education and the skills to do so. The more
dynamic developing countries have recog-
nized the value of investing in their people.
The newly industrializing countries of East
Asia have sharpened their competitive
edge, not just with lower-wage labour but

s 5 z-.\&\a;}.;&'s\.
. . . LS “No b 5 r ve ot DT TR
with skill and entrepreneurship. Invest- S e S AR 2&%,3;‘5;2%%%
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ductivity—and, if matched by the kind of
technology best suited to the skills of the
workforce, can have a multiplier effect
throughout the economy These invest-
ments can also help reduce social and eco-
nomic disparities.

Consider this: labour productivity in-
creased by 11% a year in the Republic of
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Information is
power: denying
people information
is a sure way of
disempowering
them

32

* Extension of credit to the poor—Much of
the future growth in developing countries
will have to come from small enterprises.
But without adequate access to credit—
and, where appropriate, to fiscal incentives
and government contracts—small enter-
prises are unlikely to grow as rapidly as they
might. So, the state should ensure, with pri-
vate banks, that credit is available to small-
er enterprises that can use it productively.
* Access to information—One of the es-
sential characteristics of a people-friendly
market is a good flow of information. The
more widely information is available, the
better the chances of fair competition and
the equal sharing of benefits—information
on global prices, efficient labour exchanges,
transparent business contracts and honest
advertising for consumers. Information is
power: denying people information is a sure
way of disempowering them and denying
them equitable access to market opportu-
nities.

* Adequate infrastructure—Private invest-
ment depends for its success on the exis-
tence of physical infrastructure such as
roads and communications. Infrastructure
is particularly important for rural areas,
where roads, electricity and improved water
supplies can enable people to participate in
trade and industrialization and in increased
employment opportunities. In many of the
more successful developing economies,
such as the Republic of Korea and Taiwan
(province of China), the non-farm income
of farm families now exceeds their income
from agriculture.

There is also a need to ensure adequate
funding for research and development
(R & D) directed at human development. If
R & D is left to the private sector alone,
there may be little research directed at the
needs of “excluded groups”—such as sub-
sistence farmers and small-scale industries.
There may also be too little funding for the
development of more environment-friend-
ly production technologies and alternative
energy sources.

* The rule of law—Productive market
participation demands clear and open
transactions, primarily on the basis of mu-
tual trust and respect but with the sanction
of legal enforcement. At the same time, the

legal system needs to protect property
rights, both from illegal forced seizure in
civil society and from capricious national-
ization by the state.

In too many developing countries, how-
ever, business is conducted on the basis of
contacts rather than contracts—and direct-
ed less by open competition than by bribes
and corruption. This saps initiative, reduces
output and distracts from the real challenge
of productive investment. Closed markets
permit exploitation by the few, rather than
unleash the creativity of the many.

* No barriers to entry—Many people are
also excluded from effective participation
in markets by political or social discrimina-
tion. Women, ethnic minorities and the dis-
abled are often excluded either by legal fiat
or by social practice. Many “low-caste” peo-
ple have paid a heavy price, sometimes with
their lives, when they dared to challenge the
market barriers that their societies erected
against them, Governments can play a ma-
jor role in ensuring that markets are open to
all—irrespective of race, religion, sex or
ethnic origin.

* A liberal trade regime—All countries
need to exploit their comparative advan-
tages, keeping their economies open to in-
ternational trade. But liberal strategies in
the South can succeed only if the North
keeps dismantling its protectionist barriers
and opening its restricted markets.

2. Accompanying conditions

Markets also need accompanying condi-
tions to ensure that they are people-friend-
ly and work as efficiently and equitably as
possible. .

* A stable economic environment—Mar-
kets function much better in a stable eco-
nomic environment created by sound fiscal
and monetary policies. High rates of infla-
tion and violent fluctuations in exchange
rates make it difficult for entrepreneurs to
plan. Contracts entered into in good faith
can become impossible to complete or en-
force if conditions change drastically. Wild
swings in exchange rates, although a delight
to cutrency speculators, inhibit genuine
entrepreneurs and restrict their decision-
making to short-term visible horizons,
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o A comprebensive incentive system—
Correct price signals, a fair tax regime and
adequate rewards for work and enterprise
will ensure efficient resource allocation and
utilization, including that of labour.

» Freedom from arbitrary government ac-
tions—Markets are greatly disturbed by
sudden government intervention. Through
changes in excise duties, tariffs or direct
price controls, governments can distort
markets such that prices reflect the interests
of those in government, and their support-
ers, rather than the forces of the market.
Government intervention is often essential
to accclerate development. But it should
follow three golden rules, as suggested by
World Development Report 1991. First, in-
tervene reluctantly: “let markets work un-
less it is demonstrably better to step in”.
Second, “put interventions continually to
the discipline of the international and do-
mestic markets”: for instance, withdraw
state subsidies when they are no longer
needed. Third, intervene openly: “make in-
terventions simple, transparent and subject
to rules rather than official discretion”—
preferring tariffs to quotas, for example.

3. Corrective actions

Where markets alone do not produce a de-
sirable outcome, the state needs to regulate
and correct. This should, of course, be done
cautiously and only where necessary. But
caution must not be confused with indeci-
sion. Corrective actions must be effective,
though limited. This requires:

* Protection of competition—All govern-
ments need regulations to keep markets
open and free. For instance, they need ef-
fective antimonopoly legislation—as well as
regulations for banks and financial markets
to ensure transparency and accountability
in their operations. Such regulations are
never villain-proof, as the savings and loan
failures in the United States, the Recruit
stock exchange scandal in Japan and the in-
sider trading deals in the Bombay stock
markets have shown. Regulations require
energetic policing and swift reactions if the
financially strong and powerful are not to
reap unfair profits at the expense of the ma-
jority.
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*  Protection of consumers—The interests
of responsible businesses, as well as those of
consumers, are best served by clear sets of
standards that the community expects pro-
ducers to achieve. Regulations for the phar-
maceutical industry, for example, require
that drugs be tested over a certain period
before they are released. Food manufactur-
ers have to meet standards of health and hy-
giene. Car manufacturers must maintain
standards of safety.

¢ Protection of workers—Less responsible
employers are tempted to exploit their
workers—among them, children (box 3.2).
This requires action on two fronts. First,
trade unions should be allowed to organize
as a countervailing power to resist exploita-
tion by employers. Second, governments
need labour legislation to ensure good
working conditions and minimum wages.

* Protection of spectfic groups—There are
many cases where the natural workings of
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consumers,
workers, nature—
should be given at
least as much
consideration as
sharebolders
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an impersonal market would still ignore the
potential participation of particular groups
—women and ethnic minorities. They may
require strong affirmative action (see box
3.5 on page 45).

* Protection of the environment—Many
companies find that they can maximize
short-term profits at the expense of the en-
vironment, through pollution and other
forms of environmental degradation. The
pricing of environmental resources—or
more effective regulation—can ensure that
everyone works under the same rules, and
that today’s production does not pass on
some of its costs to society in general or de-
plete resources that need to be conserved
for future generations. Making the polluter
pay—or banning certain types of pollu-
tion—are among the most effective ways of
ensuring sustainable development. Domes-
tically, this requires antipollution legisla-
tion, as well as taxes on the consumption of
non-renewable energy. Internationally, this
would require tradable permits for carbon

“emissions and other forms of international

taxation on polluting nations. If resources
were propetly priced and polluters were
paying for environmental costs, the incen-
tive structure would tend to stimulate de-
velopment of technologies required to
ensure more sustainable development. In
short: stakeholders—consumers, workers,
nature—should be given at least as much
consideration as shareholders.

4. Social safety nets

Every country needs to establish effective
social safety nets to catch the victims of the
competitive struggle—such as the tem-
porarily unemployed—and to protect the
lowest income groups, the young, the old
and the disabled. In the United States and
the United Kingdom, around 25% of GNP
is committed to social safety nets in the
forms of health care, unemployment and
social security benefits. In the Scandinavian
countries, the figure is roughly 40%.

But there is always a debate over just
how substantial these safety nets should be.
If they are too firm and reassuring, they may
discourage people from working. If they are
too open or flimsy, they may let the gen-

uinely deprived fall through. The latter has
more often been the problem than the for-
mer in developing countries. Where the
need is greatest, the safety nets are often
weakest—amounting generally to no more
than 5% of GNP. Millions of people live in
absolute poverty and lack the most basic so-
cial services. Most countries have some
form of health care, though the delivery is
very uneven—and often inadequate in rur-
al areas. But few developing countries offer
widespread social security in the form of
pensions, and almost none pay unemploy-
ment benefits.

Governments in developing countries
do offer some relief to the poor, for exam-
ple, through the distribution of food sup-
plements for children, and they may
organize labour-intensive public works pro-
grammes to provide income—especially in
times of disaster. But in practice, most peo-
ple in developing countries have to rely on
support from their families or communities
in times of difficulty.

It should be clearly understood that the
purpose of people-friendly markets is not to
invite governments to introduce more dis-
cretionary controls, which rarely work. The
basic idea is to protect the interests of
everyone who seeks to enter the market.
Correct price signals and an efficient incen-
tive system are usually much more effective
than direct controls in achieving this.

Encouraging participation through
employment

For most people, the best form of market
participation is through productive and
remunerative work and through self-
employment and wage employment. This
empowers them not just economically but
also socially and politically.

Employment empowers people eco-
nomically by giving them purchasing power
for goods and services. It empowers them
socially by offering a productive role that
enhances their dignity and self-esteem. And
it can empower them politically if they be-
gin to influence decision-making in the
workplace and beyond.

The measures that lead to people-
friendly markets can make a major contri-
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bution to employment creation. Land re-
form, for example, allows larger numbers of
farmers to develop the land and results in
more labour-intensive cultivation. And
opening markets and credit to women and
other so far excluded groups can help cre-
ate many more small enterprises—and
many more jobs, since smaller companies
tend to be more labour-intensive. In Japan,
small and medium-size businesses create
57% of value added to products but employ
about 74% of the total industrial workforce.

Growth without employment

The need for a fresh approach is evident
from the high unemployment throughout
the world. In OECD countries, unemploy-
ment stayed above 6% throughout the
1980s, reaching a peak of 6.9% in 1991,
which means more than 30 million jobless.
Unemployment in the European members
of OECD increased threefold from 3% in
the mid-1970s to about 10% in 1992.

The situation in the developing coun-
tries is much worse. In Sub-Saharan Africa,
not a single country had single-digit unem-
ployment figures throughout this period. In
Latin America, urban unemployment has
been above 8%. And in Asia, countries like
India and Pakistan, despite respectable
GDP growth rates (more than 6% a year),
had unemployment rates above 15%. Only
the East Asian countries had low unem-
ployment rates—below 3%.

A comparison of the growth in GDP
and employment in various regions of the

world during 1960-73 and 1973-87 shows
that employment has consistently lagged
behind economic growth (table 3.1). This is
true in both industrial and developing
countries. The industrial countries had fai-
ly respectable GDP growth rates, but be-
tween 1973 and 1987, employment in
countries like France, Germany and the
United Kingdom actually fell (figure 3.1).
The reason: three-quarters of the rise in
output in these countries came from in-
creases in total productivity, with the rest
from increased capital investment—with-
out creating new jobs.

The developing countries have had a
similar problem, though they have experi-
enced at least some employment growth. In
1960-73, GDP growth rates were fairly
high (4-5% a year) but employment growth
rates were less than half this. Less than a
third of the increase in output in develop-
ing countries between 1960 and 1987 came
from increased labour, more than two-
thirds from increases in capital investment.

The pattern is similar for transnational
corporations with subsidiaries in develop-
ing countries: they have made substantial
investments without creating large num-
bers of jobs. In 1990, there were at least
35,000 transnational corporations with
more than 150,000 foreign affiliates. Of
the 22 million people they employ outside
their home country, around seven million
are directly employed in developing coun-
tries—less than 1% of their economically
active population. In addition, probably an
equal number are employed indirectly as
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FIGURE 3.1
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FIGURE 3.2

Jobless growth: GDP and employment, 1975-2000 229
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suppliers, for example, or through service
companies. This total number is still rela-
tively small, however, and the proportion of
the world’s economically active population
employed by transnationals appears to be
falling.

Thus, in many parts of the world, we are
beginning to witness a new phenomenon—
Jjobless growth (figure 3.2 and box 3.3). In
the United States, if job growth during the
current recovery of the business cycle had
matched the rate of eight previous recover-
ies, an additional 3.9 million jobs would
have been created. In industrial countries,
a major part of the output growth came
from total productivity increases—primari-
ly an outcome of labour-saving technologi-
cal advancement.

There are four major causes of this phe-
nomenon. First, the search for labour-
saving technology was encouraged by the
demographic situation of industrial coun-
tries, where stagnating population growth
often led to growing labour shortages in the
1960s. Second, it was also enhanced by ris-
ing labour costs as well as an active trade
union movement. Third, technological in-
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novation in the civilian sphere often result-
ed as a by-product of military research and
development, which usually has a prefer-
ence for capital intensity. Finally, the preva-
lent technology reflects the existing pattern
of income distribution—20% of the world’s
population has 83% of the world’s income
and, hence, five times the purchasing pow-
er of the poorer 80% of humankind. Clearly,
technology will cater to the preferences of
the richer members of the international so-
ciety.

In developing countries, the total labour
force increased by more than 400 million
during 1960-90. This was due to rapid pop-
ulation growth (2.3% a year), an increase in
the proportion of people of working age,
and greater numbers of women joining the
ranks of job-seekers.

Without substantial policy changes, the
employment outlook for these people is
bleak. The labour force in developing coun-
tries will continue to increase by 2.3% a year
in the 1990s, requiring an additional 260
million jobs. Women’s participation in the
labour force is likely to increase. And there
will be a steady migration of people to ur-
ban areas in search of work: the annual rate
of net migration is likely to be about 4.6%
by the year 2000.

Taking into account the number of peo-
ple unemployed or underemployed, the
total requirement for the next decade is
around one billion new jobs. This would im-
ply increasing total employment in devel-
oping countries by more than 4% a year in
the 1990s, compared with less than 3% in
the 1980s.

If present trends continue, it is ex-
tremely doubtful that countries will achieve
such an increase in employment. The ILO
estimates that the labour force for Sub-
Saharan Africa will grow 3.3% a year in the
1990s, while productive employment will
increase by only 2.4% a year. Even this em-
ployment growth assumes an acceleration
of GDP growth from 3.7% to around 5%.
The situation is unlikely to be any better in
Latin America or South Asia (figure 3.3).
And the capacity in industrial countries to
absorb more economic migrants from de-
veloping countries may also be limited, giv-
en their own high unemployment.
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Deteriorating job security

The problem of labour today is not only the
discrepancy between demand and supply
in quantitative terms. The problem is that
there is also a change in the quality of the
work available: job security is deteriorat-
ing.
In both industrial and developing coun-
tries, the composition of the labour force
has been changing significantly. Enterprises
have been reducing their reliance on a per-
manent labour force, engaging instead a
highly skilled core group of workers sur-
rounded by a periphery of temporary work-
efs.

Some of these peripheral workers will
be engaged under short-term contracts or
as part-time, temporary or casual workers.
In the United Kingdom by the early 1990s,
almost 40% of jobs did not involve regular
full-time wages or employment. Others
among these workers may be self-employed
individuals working from home. But a large
number will be engaged through subcon-
tractors. Medium-size and large firms in
South and South-East Asia—particularly in
garments, footwear and woodworking—
are subcontracting a growing proportion of
their production to smaller firms.

This problem exists in industtial coun-
tries but it is even more pronounced in the
developing countries. Here, many subcon-
tractors are small entrepreneurs—either
microenterprises or enterprises in the infor-
mal sector.

The East Asian path

Maintaining competitive production and
ensuring substantial increases in employ-
ment will be no easy task. But the experi-
ence of Japan and the East Asian
industrializing countries indicates one po-
tentially successful path.

One of the essential starting points was
land reform. In the Republic of Korea be-
tween 1952 and 1954, the proportion of
cultivators who were owners rather than
tenants increased from about 50% to 94%.
As a result, between 1954 and 1968, the
labour used per hectare increased by 4.7%
a year.

FIGURE 3.3

Labour force and employment
projection, 1990-2000
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Land reform also had a very positive
impact on employment in Taiwan (province
of China). After the reform, the number of
people involved in agriculture increased
rapidly—from 400,000 to about two mil-
lion between 1952 and 1968. There was a
substantial increase in output, too, pat-
ticularly from adding new crops. Using
multiple-cropping techniques, accompa-
nied by irrigation facilities and improved
water management, the farmers were also
able to grow fruits, pulses and vegetables.
These opened up more job opportunities
after harvesting since they required more
processing—whether drying, pickling, can-
ning, freezing or dehydrating. In Taiwan
(province of China) in the 1960s, the num-
ber of workers in food processing rose
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from 11,000 to 144,000. Such increases in
employment led to enhanced income and
purchasing power for the people. As a re-
sult, the domestic markets for goods and
services also expanded, which in turn had
positive effects on technology choices and
on further increases in employment.

In addition to redistributing assets,
these countries simultaneously invested in
the health, education and skills of their peo-
ple—so the workforce was ready and able
to take advantage of the latest technologies
and methods of production as they were in-
troduced. These societies also established a
comprehensive framework for the rapid
growth of private enterprise and combined
outward orientation of their economies and
exposure to foreign competition with sup-
port for national economic capacity build-
ing.

Labour productivity in these countries
has been increasing at an annual rate of 10%
or more—half of which has been attributed
to investment in education and technical
skills. And during the 1980s, while unem-
ployment was in double figures for most de-
veloping countries, and more than 6% in
the OECD nations, it consistently stayed
below 3% in Japan and East Asia.

In this connection, it may also be useful
to look specifically at the Japanese experi-
ence. The Japanese entrepreneurial system
has been based on three pillars, often re-
ferred to as the three sacred treasures—life-
time employment, seniority wage system
and enterprise unions. It is primarily a com-
munity of people, rather than a piece of
property belonging to the shareholders. It is
made up of the people who work in it, not
only for it. But according to recent reports,
the system of lifetime employment is now
coming under pressure and being aban-
doned, even for white-collar workers.

A participatory process in the workplace
can also lead to significant productivity ben-
efits. One investigation of a problem plant
of the ASEA Brown Bovery Group in
Sweden, for example, found women work-
ers doing monotonous production-line
work. Personnel turnover was about 40%
annually, and productivity was low. The
company decided to make a complete
change in the production system—allowing
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workers to move among different tasks and
take charge of many aspects of production,
including material planning and quality
control. This made a dramatic difference.
Labour turnover was reduced virtually to
zero, and while previously only about 10%
of production was being delivered on time,
afterwards the level rose to 98%.

Most developing countries, and many
industrial countries, have been slow to pick
up on this lesson. Many of their workers
have skills that are out of date or inappro-
priate for the fast-changing environment of
the 1990s. And in some cases, a striking
mismatch between supply and demand
leads to high unemployment even among
the more educated (box 3.4).

It would be naive to assume that the ex-
perience of one group of countries can be
easily replicated elsewhere. But if one mes-
sage does emerge, it is that the solution is to
focus not merely on capital or on production
processes—but on people. Too often, hu-
man beings have had to fit into roles preor-
dained by economic theorists, state planners
and the developers of technology. A much
more refreshing approach is to start with hu-
man beings, invest liberally in their educa-
tion and technical skills, and see how their
energy and creativity can best be released.

Working people need to be seen as cre-
ators of development rather than as one of
its residuals. Employment should be seen as
a deliberate process of empowerment,
rather than as a mere by-product of pro-
duction.

Promoting entrepreneurship and small
enterprises

One of the surest ways of encouraging em-
ployment is to promote small businesses.
The increasingly important role of small en-
terprises is evident from the extent of self-
employment in industrial and developing
countries (table 3.2). In the United States,
for example, half of all private sector em-
ployees work for companies with fewer than
100 employees.

Developing countries also have increas-
ing numbers of small enterprises. In
Singapore in 1983, small and medium-size
enterprises made up over 90% of all enter-
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prises. In Kenya during the 1980s, more
than 1,500 new private limited liability
companies were registered each year.

Many productive enterprises are started
on the initiative of one individual. A study
in Malaysia found that 86% of a sample of
firms were started by their owners, who
were relatively young and well-educated—
and often had experience in working in the
same field with another company.

And an increasing proportion of new
enterprises today are being started by
women. In the United States, 22% of small
businesses in 1982 were owned by women,
while by 1987 the figure had risen to 30%.
There seems to be a similar trend in devel-
oping countries. In Latin America as a
whole, one-third of microentrepreneurs
and their workers are women, and in some
cases, as in rural Honduras, women entre-
preneurs are now in the majority.

Of all the steps that governments can
take to encourage entrepreneurs, probably

“TABLE 3 S ;
Share of setf-employment
in selected countries
o Self
employment
: ~in total
- Developing 4 Jabour force
countries . : Year ctos By
Ghana DGR RT
Pakistan ; 1984 56
- Ecuador 1981 56
Nigeria SR oS R
Mexico 12§ R
Indonesia 1986 44
Bangladesh 1987 ;W
Philippines TR 26
India 3 1981 ]
Korea, Rep. of 1987 b
Thailand 1982 29
Colombia 1987 28
Malaysia TOBT 28
“Brazil 1981 27
Self-
employment in
non-agricultural
Industrial sector
countries ; Year (%} ;
Italy 1987 320
Spain.. 1987 20
United Kingdom 1987 G
Australia FOBE el
Ireland TR 7 ) L FL
France STOBRT g
Netherlands 1987 8
Germany 1987 8
SR ) 1987 8
Canarla s TR e A
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Three groups find it
difficult to get
credit: small
farmers,
entrepreneurs in the
informal sector in
general and women
in particular
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none is more important than ensuring ready
access to capital. The capital market is gen-
erally very unfriendly to the small entrepre-
neur—particularly the poorest ones. Banks
are generally unwilling to lend to poorer
people, partly because they cannot offer ac-
ceptable collateral and partly because the
sums they require are often too small to be
profitable. So, banks often ignore the needs
of small-scale operators in agriculture, in-
dustry and services—or between 30% and
70% of the labour force in developing coun-
tries. In the Philippines in 1991, small en-
terprises received only 8% of institutional
credit.

Lack of credit can be a significant brake
on progress. In Ghana, small enterprises re-
port that up to 50% of their capacity is idle
because of a shortage of working capital. A
1989 survey found that almost 90% of the
enterprises perceived the lack of credit as a
serious constraint to new investments, And
if they get credit, smaller firms tend to pay
interest rates around one-third higher than
larger firms. A similar situation was found
in Tunisia.

Three important groups find it difficult
to get access to credit: small farmers, entre-
preneurs in the informal sector in general
and women in particular. In Bangladesh,
large owners of land, who constitute 7% of
rural households, received 37% of institu-
tional credit in 1989, In Kenya, less than 5%
of the institutional credit goes to informal
activities.

Women, in both the formal and the in-
formal sectors, also have great trouble get-
ting bank loans. Women account for about
18% of the self-employed in developing
countries. But in the Philippines, only 10%
of formal credit goes to women, and in
Pakistan, the Agricultural Development
Bank makes less than 0.1% of its loans to
women.

Without access to formal credit, many
poor people are forced to turn to money-
lenders who charge usurious rates (in
Bangladesh, 70% of total rural credit comes
from moneylenders). One common mech-
anism in many countries is a “five-six”
arrangement, in which a borrower receives
five pesos in the morning and repays six pe-
sos in the evening—20% interest a day.

In Sierra Leone, the trade and tariff
regime is such that smaller firms pay 25%
more than larger firms for capital goods. In
Pakistan, they pay 38% more. And in the
Philippines, sectors dominated by large-
scale enterprise enjoy effective rates of tar-
iff protection of 25-500%, while sectors
providing two-thirds of small-scale employ-
ment have negative rates of effective pro-
tection. Similarly, the protective tariffs in
Malaysia tend to be higher the larger the
plant size.

Clearly, smaller enterprises should not
face this discrimination. Indeed, it can be
argued that governments should give pref-
erence to smaller enterprises.

In addition to giving greater assistance
to smaller enterprises through fairer macro-
economic policies, such as protective tariffs
and interest rates, governments can take
specific measures to promote the develop-
ment of small enterprises.

Experience shows that the best way to
support small-scale enterprise is to com-
bine improved availability of credit with
measures aimed at enhancing competitive-
ness.

In western Guatemala, the weavers of
Momostenango use almost 40% of the
country’s wool to weave ponchos, blankets
and other products. But the quality of the
wool had been low, and the weavers lacked
credit to expand production. In 1986, a
foundation with technical and financial
support from the government and interna-
tional donors was set up to help the farm-
ers, the weavers and those marketing the
finished products. A year later, 14 technical
assistance centres were organized to help
increase wool quantity and quality. Funds of
up to $20,000 were available to offer cred-
it to weavers to increase production. As a re-
sult of these and other measures, export
volumes have increased substantially—11
weaver groups with 160 members have
been formed to fill export orders.

In rural Cameroon, the extension of
credit has been used with new basic tech-
nologies to offer new opportunities for
women. The staple crop there is maize,
chiefly grown by women but mostly ground
by mechanical plate mills in towns and
cities. The farmers could not afford either
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to buy the imported mills or to maintain
them subsequently. But in the mid-1980s,
some organizations came together to devel-
op a cheaper locally made plate mill, and to
help form rural groups that could buy and
run them. By mid-1989, 28 such groups had
received credit and gone into production.
Each mill is owned on average by 50
women, serving 250 families and earning
for the group the equivalent of $70 a
month.

People-friendly capital markets would
address the needs of those groups, who find
it difficult to get credit. First, on precondi-
tions, a better distribution of assets (such as
land) would increase their chances of offer-
ing collateral. Second, the corrective ac-
tions would give special access to weaker
groups—either through government action
or through informal credit schemes, such as
cooperatives, savings groups and credit
unions. These have played an important
role in many industrial countries, and in the
developing world as well: in Togo, loans
from credit unions grew by 33% in the past
decade.

One of the most important forms of as-
sistance to small enterprises is training—
not just vocational training but an
introduction to management skills. One in-
teresting example of a more comprehensive
approach is the Malawian Enterprise De-
velopment Institute, targeted mainly at ed-
ucated unemployed youths. In addition to
vocational training, the programme offers
training in business management and en-
trepreneurship. At the end of the course,
the graduates are rewarded with a tool set
and loans, but they are not given a trade cer-
tificate, which might encourage them to go
simply into wage employment.

There is also a need for a working sys-
tem of enterprises with medium-size and
large firms feeding off the smaller ones. In
Europe, large enterprises such as General
Electric, Olivetti and Philips have all devel-
oped broad-based technological coopera-
tion networks for manufacturing new
technologies available to smaller compa-
nies.

People-friendly markets should encour-
age and nurture small enterprises, for the
profit not only of the individual entrepre-
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neurs, but for society as a whole, through
steady increases in output and employment.

Informal sector support

In the developing countries, the informal
sector is growing almost everywhere. And
small-scale enterprises are often part of this
sector. In Latin America, 25% of all non-
agricultural employment was in the infor-
mal sector at the beginning of the 1980s,
31% at the end.

In Sub-Saharan Africa, the informal sec-
tor increased by 6.7% a year between 1980
and 1989, substantially faster than the mod-
ern sector. Between 1980 and 19835, while
the modern sector added only 500,000 jobs
to the urban labour market, the informal
sector created some six million new jobs. By
1990, the informal sector employed more
than 60% of the urban workforce—more
than twice the share employed by the mod-
€rn sector.

In some Asian countries, including
India, the Philippines and Sri Lanka, wage
employment in the urban informal sector
has been growing faster than in the formal
sector. In India, twice as many jobs have
been created in the unorganized manufac-
turing sector as in the organized.

Swollen by young people leaving school
with nowhere else to go, the informal sector
is also absorbing large numbers of workers
who have lost their jobs in government or in
the formal private sector. Some of those
made redundant may have small sums they
can invest in a new business, but most seek
work from other people (the majority of peo-
ple in the informal sector are wage-earners).
Their reduced family income may mean that
other members of the family have to work:
when males lose jobs in the formal sector, it
is often easier for women to replace some of
the income with informal work. In Kenya,
women’s participation in the urban labour
force rose from 39% in 1978 to 56% in 1986.

Support for small-scale enterprises
should, therefore, not only focus on the
formal sector. It must also extend to the in-
formal sector without discouraging the
courage and vibrancy of its enterprises. The
objective must be to promote the transition
from informal to formal.

In Sub-Sabaran
Africa, the
informal sector
employs 60% of
the urban
workforce
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FIGURE 3.4
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Developing a new industrial and service
economy

The technological breakthroughs of the
past two decades—particularly in informat-
ics—have transformed traditional services.
Human skills are now the most important
input in modern banking, finance, advertis-
ing and communications, as well as business
management and public administration.

The notion that manufacturing is the
foundation for all other economic activity is
an old illusion. The distinction between in-
dustry and services is now largely meaning-
less. In industrial countries today, over half
the workers in a typical manufacturing firm
do service jobs—design, distribution, fi-
nancial planning; only a minority make
things on the factory floor. Second, the pro-
ductivity in services, which is difficult to
measure, does not lag behind that in man-
ufacturing. There are many signs that a pro-
ductivity revolution is sweeping services.
Third, services are also the fastest-growing
part of international trade, accounting for
20% of total world trade. Services account
for 40% of the stock of foreign direct in-
vestment by the five big industrial
economies.

Generating about 60% of the GDP and
two-thirds of the employment opportuni-
ties in the industrial countries, services
dominate the world economy (figure 3.4).
Manufacturing’s share will continue to
dwindle as more low-technology factories
move to countries where labour-intensive
assembly or other operations can be per-
formed more cheaply. The United States
has by far the biggest service sector, ac-
counting for about 70% of its GDP and
nearly 80% of its labour force. But the de-
veloping countries still lag behind with on-
ly 47% of their GDP and 25% of their
labour force coming from services. So,
there is increasing scope for these countries
to generate employment in their service
sectors.

Between 1980 and 1990, the trade in
services increased by an average of 7.7% an-
nually, reaching some $990 billion in 1990.
By 2000, the trade in services could ap-
proach $2 trillion.

Most developing countries are still net

importers of services. Their net deficit in
services increased from $4 billion in 1970 to
more than $17 billion in 1990.

This new global services economy shifts
comparative advantage more in favour of
people than natural resources. Developing
countries have a majority of the world’s
people, but still only a small share of the
global trade in services. The rapid expan-
sion of trade in skill-intensive services thus
offers a tremendous opportunity to devel-
oping countries—if they can impart new
knowledge and skills to their people.

Employment safety nets

Even with all the positive measures just pro-
posed, the employment situation might be
so serious, and the role of employment in a
human development strategy so important,
that a structural reform in the form of a
guaranteed employment scheme should be
considered. The point of departure of such
a scheme is the recognition of the right of
everyone to work.

Thus, for those who cannot find work,
some developing countries have designed
employment guarantee schemes, generally
offering work, however poorly paid,
through public works programmes. These
schemes serve a function similar to unem-
ployment benefits in industrial countries
but are much less expensive, since they are
narrowly focused on those prepared to do
hard manual work for very low pay or for
small amounts of food. In Bangladesh dur-
ing the 1980s, 90% of the participants in the
Food for Work programme were below the
poverty line. In Botswana and Cape Verde,
public works programmes in the 1980s are
estimated to have saved the lives of 60,000
to 90,000 people in each country. In Chile
and Peru, such programmes helped soften
the impact of recession during the 1980s,
and in Egypt, the Productive Families
Programme is benefiting one million peo-
ple.

Public works programmes also have the
advantage that they build assets, such as
roads or irrigation schemes.

One of the largest public works pro-
grammes in the developing world is the
Employment Guarantee Scheme of Maha-
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rashtra, in India. This was started in 1972 to
provide employment on request at a stipu-
lated wage, within 15 days, no more than
five kilometres away from the participant’s
village home. During 1990-91, the scheme
provided more than 90 million person-days
of work, with nearly two-thirds of the work-
ers from households below the poverty line.
As well as providing work, the scheme has
helped mobilize the rural poor as a political
force and acted as a check on the power of
local officials. The programme pays the offi-
cial minimum wage, which is somewhat
higher than the market wage (around $1 a
day), and in 1991 cost Rs 2.4 billion ($103
million). It is one of the most cost-effective
schemes anywhere for helping the poor.

The Maharashtra programme and other
such schemes show that programmes need
to be very carefully designed to ensure that
they contribute useful assets and that they
do not distort the local labour market.
Above all, such schemes should enhance
production, not just welfare.

In the future, it would also be desirable
to consider whether employment guarantee
schemes could not be expanded beyond
their traditional, primarily public-works-
oriented fields. Certainly, they could cover
many environmental tasks that need to be
done. They could also focus more on provi-
sion of social services, which would be crit-
ical to improved human development. They
could include proposals for national service
in exchange for a guaranteed education, as
currently proposed by the new US adminis-
tration. Too many societal activities remain
undone while too many people remain un-
employed. It does not take real genius to
match unmet human needs with unem-
ploved human resources.

Trade unions

When trade unions are closely in tune with
their members and also with national needs,
they can make the whole industrial process
work more smoothly. Like many other in-
stitutions of a democratic society, trade
unions help fuse the interests of different
people so they form a coherent group. This
can avoid disruptions and help increase
productivity.
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Germany has had powerful labour
unions and its tripartite system of con-
sultation and decision-making—involving
employers, workers’ representatives and
government—has given the country almost
the highest wages and the shortest working
time of the OECD countries. Similarly, the
Scandinavian countries have combined
high standards of living with the highest
“density levels” in the OECD (the density
level is trade union members as a propor-
tion of the total workforce). The five coun-
tries with the highest density levels are
Sweden (85%), Iceland (78%), Denmark
(73%), Finland (71%) and Norway (55%).

Trade union membership has been
falling in most industrial countries in recent
years. In the Netherlands, membership in
unions fell from 39% in 1978 to 24% in
1991. And the United States has seen a
three-decade slide in union membership
from 30% to about 15%.

Trade unions in industrial countries
have been undermined from different di-
rections. Unemployment has reduced the
number of workers and strcngtherlecl the
hand of employers. And unions have also
faced much tougher legislation from gov-
ernments. Furthermore, enterprises and
capital have moved from countries with
powerful trade unions to low-wage, non-
unionized countries. But a more funda-
mental problem is the fragmenting of the
labour force, which is now much more re-
sistant to mass organization. The shift to
services and the growing numbers of part-
time workers, or those adopting flexible
working patterns, puts them beyond the
reach of traditional methods of organiza-
tion.

In the developing countries, a smaller
proportion of the workforce tends to be
unionized because there are fewer workers
in the formal sector. In Latin America,
around 20% of the workforce is unionized
(rates are higher for Argentina, Brazil,
Mexico and Venezuela). Singapore and Sri
Lanka have some of the highest rates in
Asia—up to 40%—while Malaysia and the
Philippines have membership levels be-
tween 20% and 40%. In Africa, where only
around 10% of the workforce is in the for-
mal sector, union members are probably

Too many societal
activities remain
undone while too
many people
remain
unemployed
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Trade unions must
reinvent themselves
to represent a

new generation

of workers
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only 1% or 2% of the total workforce. But
unions are weakest of all in many Arab
states. In most of these countries, govern-
ments restrict their activities—and in
Bahrain, Oman, Qatar, Saudi Arabia and
the United Arab Emirates, trade unions are
banned.

Democratization may now offer the
trade unions more freedom, but the ac-
companying process of economic liberal-
ization is much more problematic. Trade
unions often oppose privatizations since
they frequently lead to job losses. Colom-
bia, for example, was paralysed for a week
in 1992 by a strike of telecommunications
workers protesting privatization. Else-
where, the process has been smoother:
in Mexico, telecommunications workers
were given credits of $325 million to help
them purchase shares in the privatized
company.

But a more basic problem for unions all
over the world is a shift in the nature of the
workforce, away from ranks of production-
line workers towards the more fragmented
workers in the service industries—as well as
those on the precarious periphery, as dis-
cussed earlier in this chapter. As the ILO’s
World Labour Report points out in its 1993
survey of trade unions: “Working life today
is very different from that in the old smoke-
stack industries where trade union solidari-
ty was originally forged. Today’s workers in
manufacturing are more likely to be operat-
ing complex equipment, often using com-
puters and robots and developing skills
which blur the traditional dividing lines be-
tween blue-collar and white.”

Workers doing different jobs feel much
less solidarity. And as they move out of man-
ufacturing, their aspirations change and
they tend to be even more individually ori-
ented. Employers are capitalizing on this by
adopting strategies of “human resource
management” that deal with workers as in-
dividuals or small groups. This may or may
not allow for greater participation by indi-
vidual workers, but it certainly weakens the
unions.

Unions also suffer from their relative
neglect of women workers. Trade unions in
many countries are very much a male pre-
serve. In many sectors, women are now

more than half the workforce, yet in the
largest international trade union organiza-
tion, the International Confederation of
Free Trade Unions, only 34% of members
are women. In Latin America, only 3% of
trade union officials are women. Many of
the newer women entrants to the workforce
are working part-time or in complex shift
patterns, which makes them especially dif-
ficult to organize (box 3.5).

If trade unions are to be in the forefront
of participation in the workplace in the
years ahead, they clearly have to reinvent
themselves to represent a new generation of
\VOrkCrS.

Liberating private enterprise

About 80 countries are in the process of
economic liberalization and privatization.
Many industrial market economies have
also made some movement in this direc-
tion, involving privatization not just of in-
dustrial production but also of some public
services. There have been similar changes in
developing countries, where programmes
of economic adjustment have involved the
state’s withdrawing from some productive
activities, as well as liberalizing the econo-
my and opening to international trade.
Facing the most radical shifts are the
countries of Eastern and Central Europe
and the former Soviet Union as they move
from command economies to more open
markets. The country studies at the end of
this chapter illustrate the diversity in the
nature and pace of reforms, with details
of the recent experiences of Argentina,
Brazil, China, Ghana, Egypt, India, Kenya,
Malaysia, Poland, Russia and Viet Nam.,

Developing countries

Most developing countries moved towards
more market-oriented policies in the 1980s
and early 1990s—bringing domestic prices
more into line with international market
prices and offering greater encouragement
to the private sector. A study of 47 de-
veloping- countries by the International
Finance Corporation shows that since the
mid-1980s, private investment has been
playing an increasingly important role. It
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compensated for the slight decrease in pub-
lic investment, increasing as a proportion of
GDP from about 12% in 1985 to 15% in
1990 and 16% in 1991.

The trend is not universal, however.
Even in some countries with liberalization
measures, private sector investment actu-
ally declined as a proportion of GDP dur-
ing the 1980s—as in Argentina, Bolivia,
Colombia, Kenya, Peru and Trinidad and
Tobago.

The changes have been greatest in de-
veloping countries, such as China and Viet
Nam, that started from centrally planned
economies. There, the basic reform was the
legalization of private ownership and entre-
preneurship, and—particularly significant
for China—the breakup of agricultural
communes. The new private sector has
responded quickly and vigorously and
helped increase output dramatically. Al-
though the transition process has not been
without social costs, millions in China have
benefited from the new economic opportu-
nities, and poverty reduction has progressed
at an unprecedented pace. In Viet Nam,
100, a large proportion of the population has
already benefited from the reforms.

For other developing countries that al-
ready had a larger private sector, the shift
has been less drastic, For them, the transi-
tion is usually referred to as “adjustment”.
The changes have usually included liberal-
izing trade and finance, reforming taxation
systems, deregulating the labour market
and reforming or privatizing public enter-
prises. These reforms have usually been
preceded or accompanied by economic sta-
bilization measures, such as sharp cuts in
public spending.

In many countries, these reforms have
yet to bear fruit in terms of human devel-
opment. True, it is difficult to say whether
their performance would have been worse
without the reforms, but the fact is that
three-quarters of adjusting countries in
Sub-Saharan Africa have suffered declining
per capita incomes, and in Latin America
the declines were at least as bad.

It will be some years before any real bal-
ance sheet can be drawn up for the human
development effects of liberalization and
adjustment in developing countries. In
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most countries, the reforms have yet to lead
to improved economic performance. And
social statistics usually lag far behind eco-
nomic ones—particularly in the poorest
countries.

Formerly socialist countries

The countries of Eastern and Central
Europe and the former Soviet Union have
been transformed in recent years—and not
just in the economic, social and political
spheres. They are also undergoing a demo-
cratic transition from autocratic rule to
greater political freedom and participation,
a sociocultural transition from a life without
free movement and travel to one of open
borders, and a psychological transition from
a life of being provided for by the state to
having individual and household living
standards depend very much on private ini-
tiative and effort.

The economic reforms in these coun-
tries envisage a complete restructuring from
a command economy to a market economy.
This transition—much delayed—is likely to
be traumatic. The economic mess has been
accumulated over a long period: it cannot
be sorted out very quickly or without pain.
But the transition is necessary and in-
cvitable. The only question is how skilfully
it is carried out by various countries.
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Many of the economic reforms are com-
mon throughout the region, but there are
significant differences for individual coun-
tries. Some already had more of the ele-
ments of a market-based economy (such as
private agriculture) or had started their re-
forms earlier than others—distinguishing
such “early starters” as the Czech Republic,
Hungary, Poland and the Slovak Republic
from such “late starters” as Albania,
Bulgaria, Romania and the newly indepen-
dent states of the former Soviet Union.
There have also been differences in the
speed of reform—the “shock therapy” of
Poland, compared with the more “institu-
tional reformist” approach of Hungary.

All these countries started with distort-
ed economic structures. Typically, they had
a high proportion of the workforce working
in large enterprises with obsolete technolo-
gv. And many regions had a very narrow
economic base, making them very vulnera-
ble to the play of market forces. The service
sectors were generally very small—and in-
adequate for the functioning of a modern
economy. Agriculture was often very ineffi-
cient, particularly in the former Soviet
Union.

TuE rerorM PROCESS. Reforms through-
out the region aim to change the balance
between the private and public sectors—by
allowing many new private enterprises to be
created and by privatizing the state sector.
Privatization will be an enormous under-
taking. State-owned enterprises produced
60-90% of the GDP of these countries.
Poland had more than 8,000 large industri-
al state enterprises, and the Soviet Union
47,000.

Private enterprise has, indeed, been
growing on a significant scale in some of the
early starting countries—generally through
self-employment or the creation of small
enterprises.

But the process of privatization has yet
to get fully under way (box 3.6). One of the
most important problems concerns the
method of asset distribution. First, since
few people owned much property, they now
lack the money to purchase any new assets
on offer. Second, there is the question of
equity. Those who do have the money are
often the “nomenklatura”, who legally or il-
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legally accumulated wealth under the old
system and stand to make considerable fur-
ther gains.

This problem is being tackled in differ-
ent ways. One is through the distribution of
property rights to all citizens in the form of
vouchers that can either be traded or ex-
changed for stakes in one or more compa-
nies (as in Russia and the Czech Republic).
Another way is through buyouts by man-
agement and employees (the common
method in Hungary).

In Russia, when managers or workers
are interested in buying a state enterprise,
they are given financial assistance. They are
allowed to use the net profits of the enter-
prise to establish funds for buying it. And
if their bid for the company succeeds
(through auction or competitive tender),
they are entitled to a 30% discount off the
sale price, with payment deferred for one
year. In April 1992, more than 40% of the
shops sold at a pilot auction in Nizhny
Novgorod were purchased by workers tak-
ing advantage of such concessions. In Lviv,
Ukraine, in the first pilot auction of shops
in February 1993, nine of the 17 properties
on offer were sold to the workers.

Human costs oF rerorM. The long-
term objectives of privatization may be to
increase economic growth and promote
human development, but the immediate
effects have been traumatic. During
1990-92, the economies of all countries in
the region were plunged into ever-deepen-
ing crises. Between 1988 and the first half
of 1992, industrial production fell more
than 40%. And in 1992 alone, output in
Eastern Europe fell an estimated 10%,
with much of the fall in defence industries
(consumption did not fall as much). Also
figuring heavily in the decline was the col-
lapse of trade between the formerly so-
cialist economies, which were also hit by
the recession in the other industrial coun-
tries.

The human impact has been dramatic.
In every country for which data are avail-
able, the proportion of the population liv-
ing in poverty has increased. In Bulgaria,
the Czech Republic, Poland, Romania and
the Slovak Republic, the number of house-
holds living below the poverty line has risen
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sharply—and the available figures are prob-
ably considerable underestimates.

Millions of people all over the region
have joined the “new working poor”,
whether through cuts in real wages, losses
of social benefits or shorter working hours.
Managers in Bulgaria, Romania and Russia
are obliging many workers to take long pe-
riods of unpaid leave.

Millions more are unemployed. Current
figures for unemployment are alarming
enough, but even these are likely to be con-
siderable underestimates. In Poland in
1992, when the official rate was 12%, the
Polish Minister of Labour and Social Policy
gave statistics for induced early retirements,
and those with jobs but no work, suggesting
the real figure to be nearer 20%. Eastern
and Central Europe is entering an era of
mass unemployment, at rates well above
15%, that could last for years.

Affecting almost the entire populations
of these countries, the current crises hit
some groups particularly hard: women,
youths, older workers and ethnic minorities.

Women used to be reasonably well-inte-
grated into the workforce. They had very
high patticipation rates, even if they did not
get the jobs they deserved. Now, however,
it seems that they are treated more as “sec-
ondary workers”, being displaced from en-
terprises more quickly than men, or seeing
their wages and benefits fall more rapidly.

The youngest and oldest workers are
also very vulnerable. Few companies are
taking on new workers, so youth unemploy-
ment is becoming serious: in Poland in ear-
ly 1992, one-third of all the unemployed
were under 24. At the other end of the scale,
the drive for efficiency is also eliminating
the practice of keeping on workers beyond
official retirement age to compensate them
for miserable state pensions. In Czecho-
slovakia in the late 1980s, where the official
retirement age for men was 60 years, more
than 30% of men between 65 and 69 were
still working.

Unemployment is also rising alarmingly
among minority groups. In Slovakia in
1992, the official unemployment rate for
gypsies was 30%—more than four times the
rate for the rest of the population. And in

Bulgaria, there are reports of unemploy-

Eastern and
Central Europe is
entering an era of
unemployment that
could last for years
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ment of 50% for the Turkish minority and
more than 80% for gypsies. These minori-
ties tend either to be overrepresented in
jobs that are eliminated, or to suffer direct
discrimination in new recruitment.

In the face of rising unemployment and
poverty, social security systems are finding it
increasingly difficult to cope. State-owned
enterprises used to distribute most social
benefits, from child care to health care to
pensions. But over the past three years,
these widespread automatic benefits have
been dramatically curtailed and are being
replaced by “social safety nets” whose ser-
vices are targeted much more narrowly—
and thus risk missing millions of people in
desperate need.

Experiences with privatization

Between 1980 and 1991, nearly 7,000 state
enterprises were privatized, most in eastern
states of Germany (4,500) and other coun-
tries with formerly centrally planned
economies. Only around 1,400 were in de-
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veloping countries, of which 59% were in
Latin America, 27% in Africa, 9% in Asia
and 4% in the Arab States (table 3.3).
Because most privatizations in the develop-
ing world have been recent, they do not ap-
pear fully in the 1991 data.

Public enterprises are being privatized
mainly because of the belief that, in manu-
facturing and other productive sectors, pri-
vate enterprise can deliver better results.
But the final nail in the coffin of most pub-
lic enterprises has been their demonstrable
inefficiency, and above all, their enormous
financial losses, which have drained the
public purse of funds that could have been
put to better use elsewhere.

Not all public enterprises lose money,
and not all are always more inefficient than
private sector firms. A recent study in Kenya
found a number of public enterprise manu-
facturing companies performing better on a
number of indicators than private sector
firms. And the state-owned steel industry in
the Republic of Korea is among the most ef-
ficient in the world. But in some countries,
a high proportion of state enterprises do
make losses. In China in 1991, despite sub-
stantial reforms, about a third of state en-
terprises were still operating at a loss. In
Tanzania during the 1980s, about half the
state-owned enterprises persistently made
losses.

Such losses—equal to more than 3% of
GDP in Bangladesh and Mexico in the
1980s, 4% in Turkey, 5% in Sub-Saharan
Africa and 9% in Argentina and Poland—
had to be covered by government subsi-
dies. In Sri Lanka, those subsidies have
accounted for 20% of government expen-
diture and 60% of the budget deficit. In
Cameroon, the losses of state enterprises
often exceeded the government’s total rev-
enue from oil.

The social opportunity cost has been
staggering. If governments did not have to
finance such losses, total expenditure on
health and education in Bangladesh and
Poland could have been doubled, and in
Argentina almost tripled (table 3.4). Ac-
cording to the finance minister of Mexico, a
small fraction of the $10 billion in losses of
the state-owned steel complex could have
brought drinking water, sewerage, hospitals
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and education facilities to an entire region
of his country.

Privatization is no panacea, however,
Hastily conceived or executed, it might
achieve very little. Privatization should thus
be seen not as an end, but as a means to
higher levels of human development.

The first task must be to ensure that
companies are being privatized in an envi-
ronment conducive to business. Newly pri-
vatized companies need to operate in an
“enterprise culture” for there to be any real
progress. Indeed, changing this culture—by
providing adequate training for new entre-
preneurs, for example, or ensuring a com-
petitive environment—is probably more
significant than changing ownership. And if
the enterprise is still a monopoly after pri-
vatization, as is often the case with utilities,
it must be subject to suitable controls—oth-
erwise inefficiencies and monopoly power
will merely be transferred to the private sec-
tor, with the costs being borne by con-
sumers. Or monopolistic exploitation by
efficient private owners replaces the ineffi-
ciencies of public ownership.

Clearly, the poorer countries, and those
that have only recently adopted the princi-
ples of a mixed economy, will find it diffi-
cult to create such environments. They may
also have limited capacity to manage the
privatization process, and trouble finding
suitable buyers for enterprises and ensuring
that resources are distributed in an equi-
table way. Malawi and Papua New Guinea
have struggled to achieve their privatization
objectives because of the difficulty of mo-
bilizing savings for equity investment.

The speed of privatization must also be
a concern, Building a suitable framework of
institutions and regulations takes time, so
privatizations should not be rushed—even
when there is pressure from financial insti-
tutions during structural adjustment pro-
grammes. And it may be better to gain
experience by starting with smaller enter-
prises—as Chile, Jamaica, Mexico, Poland
and Togo did—before moving on to larger
ones.

Governments should also be realistic
about the revenues that privatization can
generate. In Malaysia, Papua New Guinea
and Sri Lanka, privatizations in an average
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year produced less than 1% of GDP
Indeed, the taxes paid by the newly priva-
tized enterprises have often generated
more revenue than the original sale of the
assets,

One of the most important issues—and
the one usually given least attention—is
what the impact of privatization will be on
people. It is usually taken for granted that
privatization has to be accompanied by un-
employment, but this need not be so. With
a better sequence of policy measures, much
unemployment could be avoided. Restruc-
turing many of the enterprises before they
are privatized and making prior efforts to
develop alternative employment in the pri-
vate sector would be much more rational.
And if layoffs are inevitable, governments
should carry them out before the privatiza-
tion. This would help ensure that workers
get suitable compensation, with possible re-
training or access to credit if they want to
start their own enterprises.

Bear in mind that privatization may not
be the only—or even the best—way to re-
duce losses from public enterprises. In
Trinidad and Tobago between 1982 and
1988, reforms in state-owned enterprises
reduced cumulative transfers to the state-
owned sector over the period by more than
10% of GDP, compared with cumulative
privatization receipts of only 2.3%. Similar-
ly, in Sri Lanka between 1982 and 1988, re-
forms of state-owned enterprises reduced
transfers by more than 6% of GDP, com-
pared with privatization receipts of 0.2%.
There can be competition among public en-
terprises as well as between public and pri-
vate ones which keeps the public enterprise
on its toes.

Seven sins of privatization

Privatization, conceived as one element of
a total package, can stimulate private en-
terprise. Unfortunately, the process in many
countries has been very different from
this—more a “garage sale” of public enter-
prises to favoured individuals and groups
than an integral part of a coherent strategy
to encourage private investment,
Privatization in developing countries
has therefore had very mixed results. In

If governments did
not have to finance
public enterprise
losses, their social
spending could
increase manyfold
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some cases, as in Mexico, it has been part
of a process of fundamentally altering the
organization of production—with benefits
for consumers and the economy as a whole.
In too many cases, however, privatization
has taken place for the wrong reasons, un-
der the wrong conditions and in the wrong
way. Many countries seem to have been
committing one or more of the seven dead-
ly sins of privatization (box 3.7):

1. For the wrong reason—Many privatiza-
tion strategies have aimed at maximizing
short-term revenue rather than building
competitive markets for the long term. For
example, the sale of a telecommunications
company as a monopoly would probably get
a better price froma buyer who thought the
company’s activities would not be closely
regulated: short-term revenue for the gov-
ernment but long-term losses for con-
sumers and the efficiency of the economy as
awhole. As the World Bank cautioned in its
latest review of privatization experience:
maximizing short-term revenues should not
be the primary consideration. So, it could
be better to create a competitive environ-
ment than to maximize revenue from sales
into protected markets.

2. In the wrong environment—Privatization
makes sense only if enterprises are released
in an environment that allows them to be-
come competitive and efficient. Where the
market functions poorly and enterprises are
still vulnerable to arbitrary government
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edicts, transferring ownership to the private
sector is unlikely to achieve much. It may
merely transfer the ownership of rents from
the public to the private sector. Similarly,
creating private monopolies without an ef-
fective system of monitoring and control
opens up the danger of exploitation of con-
sumers.

3. With non-transparent procedures—Priva-
tization has sometimes been accompanied
by allegations of corruption, and claims that
the process has enriched a few privileged
cronies of the government. The disposal of
assets should be so open and public that
such allegations cannot arise. It should start
with a publicity campaign explaining the
rationale for the privatization and the
method of selling and then proceed
through competitive bidding, preferably
through the stock exchange. The entire
process of transferring ownership should
be kept open to outside scrutiny—and
should clearly state the national objectives
that privatization hopes to accomplish.
There should also be a detailed report on
the sale to document if, and how, the objec-
tives have been achieved.

4. Only to finance budget deficits—
Harassed finance ministers are often tempt-
ed to sell state assets to cover their current
budget deficits. The sale of public assets
should be seen instead as a way of reducing
the national debt—since these debts were
often incurred in the first place for the es-
tablishment of such enterprises. Selling as-
sets to meet current liabilities is mortgaging
the options of future generations.

5. With a poor financial strategy—The best
way to dispose of assets is through the cap-
ital markets selling shares to the public, dif-
ficult in many developing countries where
capital markets are underdeveloped. Rather
than take into account that stock exchanges
are narrow and monopolized by a privileged
minority, the financial strategies of many
governments often make matters worse. A
surprising number of governments have ac-
tually tried to privatize while at the same
time issuing high-yield, low-risk, tax-free
government bonds. Many governments
have further narrowed their options by re-
stricting sales of shares to foreigners. The
aim instead should be a widespread distrib-
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ution of shares to nationals and foreigners
alike—with a timing and a distribution of
shares that both maximize revenue and pro-
tect national interests.

6. With unrealistic labour strategies—Some
governments have been so nervous about
labour agitation in privatized industries that
they have demanded guarantees from
prospective buyers that no workers will sub-
sequently be laid off. Others have “bought”
labour cooperation by offering handshakes
so golden that they exceed the asset’s sale
value. Employment is one of the most diffi-
cult and sensitive areas of privatization. But
experience shows that it is better to have an
open and free dialogue in advance. This
should cover the possibilities of worker
ownership and retraining schemes, as well
as the inevitable job losses. False promises
in the initial stages will create worse prob-
lems later.

7. With no political consensus—Privatiza-
tion is not merely a technocratic exercise. It
is also a political process. A hasty privatiza-
tion forced through executive orders risks
immediate conflict—and reversal after a
change in government. There are many con-
tending schools of thought on privatization,
and unanimity is unlikely. But governments
should still attempt to build as broad a con-
sensus as possible and to use democratic
parliamentary procedures to minimize vio-
lent lurches in policy.

The enumeration of these sins is a cau-
tion not against privatization, but against
privatizing within the wrong framework and
without a human development purpose in
mind. Policy-makers can learn much from
free and frank exchanges of experience—
and from using information from the 80
countries that embarked on privatization
strategies in the 1980s and early 1990s.

The enormous changes that have swept
the world in recent years can be seen as a
threat to the security and livelihoods of mil-
lions of people—or as a unique opportuni-
ty for people to shape new and different
forms of social and economic participation.
People-friendly markets have a vital role to
play here—allowing people much broader
opportunities to participate, and releasing
some of the enormous human potential that
remains untapped.

PEOPLE AND MARKETS

Markets and the state

The concept of people-friendly markets
clearly envisages state and markets working
in tandem. For this to happen, there must
be a realistic assessment of the strengths
and weaknesses of each.

Past discussions of the role of the state
have generated more heat than light. Some
believe in the benevolence of the state and
the need for it constantly to correct the ill
effects of the market. Others glorify the
virtues of the market-place and argue that
the economy should be liberated from the
dead hand of state bureaucracy.

Changes in ideology have produced
swings in policy backwards and forwards.
Policy-makers in developing countries have
highlighted the imperfections in markets.
And they have been tempted to supplant
them with state action, often in the mistak-
en belief that the public sector would nec-
essarily do better.

Today, markets are much more popular.
Indeed, some people claim that recent
events prove the triumph of capitalism and
the demise of socialism. This is too simplis-
tic a view. If there is a triumph of capitalism,
it need not be the triumph of personal
greed. If there is a demise of socialism, it
need not be the demise of all social objec-
tives. Indeed, such labels inhibit creative
thinking and risk repeating the mistakes of
the past.

The issues are further clouded by three
persistent myths about the roles of the pub-
lic and private sectors in developing coun-
tries.

Myth 1: The public sector is too large in
developing countries—As a proportion of
GNP public spending in developing coun-
tries is lower than that in industrial coun-
tries. In fact, to ensure that everyone has the
basic education and health to benefit from
people-friendly markets, and to maintain
adequate and efficient social safety nets for
their vulnerable groups, many countries will
need to increase public spending.

Myth 2: After privatization, the balance
between private and public investment will
change dramatically—In fact, privatization
will have very little effect on this balance.
First, the number of enterprises that can be

Privatization is
not merely a
technocratic
exercise. It is also
a political process
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privatized is not that great in most coun-
tries. And second, the state will simultane-
ously have to increase its investment in
physical and social infrastructure since it
had to be curtailed significantly in the
1980s. For the developing countries having
data, the share of private investment in to-
tal investment fell from around 68% in 1970
to 57% in 1982 and then rose to 69% in
1991 (figure 3.5 and table 3.5). The share
of private investment rebounded in the past
few years but is still only a little higher than
in the early 1970s. And a large part of the
recent increase is a consequence not of pri-
vatization—but of governments decreasing
their investment in infrastructure and of
private sector growth from removed con-
trols and regulations.

Mpyth 3: The activities of the state should
be minimal—The real problem with the
public sector in developing countries is not
so much its size as its activities. Public en-
terprises have been overeager to engage in
productive activities in industry and trade,
which the private sector could have under-
taken, often more efficiently. Consequently,
governments have neither the time nor the
resources for the job they should be doing.
To quote Keynes: “The important thing for
Governments is not to do things which in-
dividuals are doing already, and to do them
a little better or a little worse; but to do
those things which at present are not done
at all.”

Japan and the industrializing “tigers” of
East Asia are powerful evidence of the val-
ue of such an approach. There, the state has
played an enabling role for people-friendly
markets—building the infrastructure, edu-
cating and training workers and providing a
stable climate that enables enterprises to
grow and flourish.

Entrepreneurs in developing countries
have certainly been concerned about the
role of government in economic activity.
But they have been less bothered about
government spending than about govern-
ment control, Many forms of private in-
vestment demand numerous licences and
permits before being allowed to go ahead—
consuming valuable time and creating enor-
mous uncertainty.

The central fallacy in the old ideological
debate was that the state and the market are
necessarily separate and even antagonis-
tic—and that one is benevolent, and the

FIGURE 3.5

1970 1975

Eased on a sample of 47 developing countries.

Trends in private investment in developing countries, 1970-91
Private investment as a percentage of total investment

1990

1980 1985

TABLE 3.5 : . S
Trends in private investment for
selected developing countries

Private share in
total investment  Change

(average in share
annual %) (percent-
T S T UL | |55

Country 1870-74 1987-91 points)
Mexico 65.2 7710 %119
El Salvador 72.4 78.3 RO
Costa Rica 73:1 78.5 + 540
Pakistan . 1 YRR B PR . My 2
Tunisia 46.6 51.0 +4.4
Thailand 76.0 78.8 +2.8.
Guatemala 782 806 424
Ecuador 60.8  63.1 +2.3
Paraguay 78.1 80.2 +2.3
Korea, Rep. of FTs 78.5 +1.2
Singapore 79.2 779 -1.3
Sri-Lanka 60.7 58.4 =23
Kenya 60.4 B -3.2
Turkey 58.2 54.2 -4.0
Malaysia 69.1 64.7 4.4
India 587 53.7 =94
Belize 61.0 557 -5.3
Argentina B2.7 54.2 -85
Uruguay 75.7 656 =101
Zimbabwe 62.5 5057 0=12:0
Dominican Rep. 67.8 SR AR
Colombia 69.6 2.5 el
Fiji 62.5 448 =177
Unweighted average 66.2  63.4 -2.8
Weighted average  63.2  65.0 +1:8
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other not. In practice, both state and mar-
kets are often dominated by the same pow-
er structures.

This suggests a more pragmatic third
option: both state and market should be
guided by the people. The two should work

in tandem, and people should be sufficient-

PEOPLE AND MARKETS

ly empowered to exert effective control
over both. They may do so through partici-
pation in governance, as producers or con-
sumers, or in many cases, through people’s
organizations or non-governmental organi-
zations—an issue addressed in subsequent
chapters.
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| Arpentina’s economic posi fon detenorated sharply in the'.. ca
| 1980s. GNP per capita fell by an annual average of 1. 8%,
3___:_Irr'vestment which in the 1970s was above 20% of GDB
pcd in 19901 tQ only 9%. And the economy was dlsrupted
by hyperinflation. The government introduced shock: pro-
'__grannnes in both 1985 and 1987, mdudmg devaluatmns and
 wage and price contro]s but

% ;nelther stabilized the cconomy.
ke 1989 the current gov-
' ernment launched another sta-
 bilization progrannne Since
then it has:

e Cut thc government bud
"-'get sharply :
% Reformed the tax system

: 'and increased taxes

» Pegged the national cur-
.'réncy' tothe US dollar
Estabhbhed large foreign:
':'currency reserves in the cen-
 tral bank and set a legal limit S
. to printing. m{mcy not backcd.'_

; b} forelgn curtency

4 ianatlzed many mdusmes : :
 This time it seems the government has managed to sta-
: blhze the cconomy#and set it on the path to fundamental
- recovery. GDP grew by 6.5% in 1991, and ata similar rate-ﬁ
- for the ﬁrst half of 1992 Investment also has risen ﬂgmﬁ S
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Brazil seems to have been riding an economic roller-
coaster, switching between periods of fast and slow growth,
occasionally dipping into contraction. The period between
1968 and 1974 was the “Brazilian miracle”, with an average
annual growth rate of 11%. The 1980s saw the country sink
into recession, with widespread economic instability, high
external debt, and rocketing :

LIBERALIZATION STUDY s

Brﬁ:z*il' |

Brazl'’s liberalization programme started in earnest in the 1990s. Many
measures have already been taken to liberalize trade and reform the financial -
system. Some public enterprises bave already been privatized, but the process

still has a long way to go, since privatization policy is only now being defined.

Brazil has 159 public enterprises, some of them well-run
and efficient. But on average they are less efficient than those
in the private sector and often make losses. The operating
deficit of public sector enterprises between 1986 and 1988
was about 3% of GDP, more than half the budget deficit. The
state-owned enterprises hold about half of Brazil’s total ex-

ternal debt. Broad support for

inflation, which in 1989 and
1990 was over 1,500%.

Successive Brazilian gov-
ernments have, since the mid-
1980s, tried shock tactics to
stabilize the economy, includ-
ing attempts to freeze wages
and prices. But they had little
success—budget deficits and
inflation continued to soar.

In 1990, the government
introduced a major new set of
reforms, which combined sta-

privatization has developed.
Although  privatization
started in the 1980s, the cur-
_rent programme is the first to-
show any real results. Between
1990 and 1992, the govern-
ment privatized 17 enterpris-
es, with smaller shareholders,
including employees, buying
most of the shares (foreigners
have so far bought very few).
The revenue from future sales
 is unlikely to be significant in

bilization measures with trade

liberalization and deregulation. Among other things, it:

¢ Reduced tariffs on imports, abolished non-tariff barriers
and sped up import licencing, repealing part of Brazil’s pro-
tectionist legislation

* Relaxed the conditions for foreign investment and tech-
nology transfer: since June 1991, direct foreign investment
has been permitted on equal terms with domestic investment
¢ Let the currency float on the international exchanges

+  Simplified some of the bureaucratic procedures

* Eliminated the single-retail-price structure, and re-
moved the monopoly on domestic wheat distribution

* Launched a large-scale privatization programme.

The government had increased its direct participation in
the economy from the 1940s onwards, launching some new
industries and assuming control, or becoming a large in-
vestor, in others, Iis involvement today includes banking, pe-
troleum, mining, road and rail networks, ports and power
generation, as well as distribution and storage.

national 'termsf*-*in' 1990, the
total market value of public enterprises was $25 bklllon,
about 6% of annual GDP. :
The government has yet to make much progress in dis-
mantling monopolies. In teleoommumcanons, it still mo-
nopolizes both local and long-dlstance services. RS
Liberalization, like privatization, is slow. Entrepreneurial
activity remains stifled by numerous rules and regulations,
and companies are uncertain about the direction of future -
government policies. : : :
So far, there are few signs of a pos;tave 1mpact on hurnan
development. Povertyis widespread, and there are enormous
income disparities, which the taxation system does little to -
reduce. Most revenues come from highly regressive payroll
taxes, and neither personal income tax nor corporat:on tax is
very progressive either.
High inflation continues to be a problem—pamcularly
for those on fixed incomes and for the poor, w‘ho hold a large
proportion of their assets in cash.
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been on the urban sec-
he government has:

LIBERALIZATION STUDY

two mﬂlﬂf Sfégeé_. '
ﬁstry, b

1) _.";:th_"-‘: lan& over -'to.__

md«ngwnd

the refo:ms agnr:ul

meésed by 68%.
slace,

&

move into township-

) dmgsegment of the in-
ustrial output value
he labour force.

om pettttveness in thc market-

hat farmers had to pro-

o the s butwere
atket demand. At the
freed to reach mar-

per capita consump-

tﬁe su.rplus rural
\ mcnctary and ﬁscal pohcy has been
B 1991 these enter-
uence of central _' :

. of those employed in mdustr}g
 culture, And there has been some. deteneratmn in sacrai ser-
un_igtd the growt.h of :

munstrative 0n€$~—~W1 :

: sﬂnhty for mfrastmct

have been econemlc ﬂuctuatmns d

e'and cémmercml agri-

vices, especially in the pnorer cotmtles} slnce
rely more on local fundmg S

Pollution remains setious, both by state enterprises and
by township- and village-owned enterptises unable or un-

' willing to comply with envmmmental tegulatlans S

hthe number of'

- Most people in China are better off,

. rura! people living in absclute poverty havmg fallen dramat-'

1ca11y over the past two dtcadcs o

56

HUMAN DEVELOPMENT REPORT 1993




LIBERALIZATION STUDY

; Egypts econonty faces some :Mcfwal problerm High relmm‘e orz oil 1 zm:'ome-._ B
and overseas remittances have made it vulnerable to external shocks. The
government has a new reform programme. To protect buman developmentin. =
the short term, it is also establishing a sabftmfmf social mfe!y net.

Egypt made considerable progress in human development in
the 1970s and carly 1980s. Between 1974 and 1981, GDP
was growing 9% a year, sputred by rising oil productlon and
prices as well as remittances from overseas workers. Since

1986, however, oil prices have fallen, Suez Canal revenues

* have dediried and remittances have levelled off. As a result,
annual GDP growth has bef:n less than 5%, fallmg to about
2.5% in 1992 :

The government, under pressure in the mld 1980s to
repay the external debt, responded in 1987 mth a reform' :

| package that included a liber-
- alization of trade and domes-
- tic prices. But this did little to
solve the underlying  prob-
lems. And in the eatly 1990s,
the economy was hard hit by
- the Gulf crisis—both by the
fall in remittances from over-
seas workers and by the need
e find jobs for returning
 workers when unemployment

_ processing, electronics, chefnicals ﬁi.etal's and engineering.

In addition, the four public sector banks hold around 80% 3

of all deposnts and are major qharehonerq in cnmpameq run
as joint ventures with the private sector. Public enterprlscs :

~ currently employ about 1.3 million people and account for :

70% of the industrial sector ancl 80% of exports—#but rnany :

operate at a loss.

The government is now seckmg to pm atme more than 70
state enterprises, Pilot programmes in the tourist mdusr.ry have
auctmned off two hotels and another hotel company is to be

 floated on the stock market for

was already over 10%.

In 1991, the government adopted its Econorm-: Rcform

: and Strucru:al Adjustment Programme—to move away from

a reliance on the pub‘lic sector, devclop a stmngcr'market

economy and create more opportunities for the pmvate sec-
tor. The prograrmne
 Freed interest rates
*  Floated the currency
*  Reduced subsidies on a Wlde range of items
*  Curbed the growth in the money supply
. Overhauled the public enterprises and made plans for
pnvatlzation SR
These measures proved quite successful in rcstormg
macroeconomic balances. Inflation fell below 10% in 1992.
The balance of payments deficit was reduced, and the deficit
in 1991/92 was brought down to its target figure of 7% of
GDP. It is too early, however, to judge the long-term eco-
nomic impact.
The public sector has dominated Egypt’s economy since
the 1960s, with large holding companies for textles, food

-. --_'nzauons were scheduled for
3 'early 1993 wlth one- batch of:_

-'abaut $300 l:nﬂhon In addi-
 tion, a stake inone ofthe h]gh

a day Tt is bemg revarnped to rnake share- tradmg camer.aﬂd- :

~more responsive to rnarket ﬂuctuanons Th '.}pnvat:zmmn"’

programme is e.xpected to increase Egjp ___.':already high un-
employment. It is estimated that 80,000 to 100,000 W’orkers %

may have to move. from the publtc sector to the private.
Egypt s reforms are a very promising step towards sus-

tained economic growth and cmployment creation in the
medium and long term. In the short term, however, they are
ikely to create several pressures fm‘ its peaple The price of -
food and other basic goods is rlsmg, ‘and social services are
deteriorating, Unempiovment is still rising, particularly-'

among youths and women. In response, the government has,
with the assistance of such external donors as the World
Bank and UNDB established a Social Fund for Develop-
ment to protect the most vulnerable groups, including dis-

crisis returnees and women-headed households.

placed public enterprise workers, unemployed youth, Gulf -
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Gfaam s liberalization started in 1983, and in 1987 fffegmmefzr éegm: R '
to divest itself of some enterprises. But so fay, prwate enzrepreﬂem bm
been hesitant to take advantage of the new envivonment. Economic.
growth bas picked up, but people’s living conditions have yet to improve.

The Ghanaian economy declined in the 1970s and early
1980s, and real incomes and living standards fell. In the rur-
al areas, cocoa farmers were hit particularly hard, with their
real incomes falling sharply.

In 1983, the government adopted an Economic Recovery
Programme. Since then it has: \
¢ Liberalized consumer prices
*  Reduced and rationalized import duties and trade taxes
s Devalued the cutrency several times
» - Improved the banking system
*  Established a stock exchange, which started trading in

rmcroenterpﬂses and self- employmcnt prohferated dnvcn_
mainly by excess labour,

For entreprencurs without sufficient capital; credit is a
major problem. About 90% of enterprises perceived the lack |
of credit as a serious constraint on new 1nvestment——ewen'
though the private sector’s. share of total credrt rose from
30% in 1984 to 65% in 1989. ' :

Public enterprises in Ghana have had Iow productmay
and suffered substantial losses. In 1984, they had 28% of for-
mal sector employment. In 1989, they commanded 12% of
govctnment expf:ndlture—net of revenues.

; As part. of the structurai.

¢ - Liberalized the foreign
exchange market -
*  Eliminated several subsi-
dies: i
*  Reformed the tax struc-
ture and increased revenue,
Investment though  in-
creasing since the mid-1980s,
is still low. By 1990, it had risen
to 15% of GDP But that is
still very low considering that
about 13% of GDP merely re-

ad}uqtment pmgramme the
. government is aiming to im-
prove the efﬁmency of many
state enterpnses and divest it
self of others. From 1987 to
_ 'late 1992’_'1t disposed of 80
enterprises, through partial or
 total privatization or liquida-
t10n (26 ‘cases). In the initial -
; .sta.ges,_ almost all these enter-
' prises were small (fewer than
'_Gﬁ"cmpioyee'sJ but lé'rger en-

places depreciating capital.

- The private sector is gradually responding to the im-
proved economic environment, Between 1984 and 1990, pri-
vate investment increased from 4% of GDP to 8%, and in
1991 it accounted for 50% of total investment. But most of
the increase was in gold mining.

Entrepreneurs do not yet have much confidence in the
government’s economic management. Much of investment
is seeking short-term profits, and many people are holding
their savings in foreign currencies or outside the banking sys-
tem, A 1989 survey of enterprises found that 38% considered
economic uncertainty a problem, and most (particularly the
larger ones) considered the regulatory framework still over-
ly restrictive and cumbersome.

As formal sector employment and incomes declined,

terprises have been privatized
more recently. Delavs in the 1mpicmentau0n of the pro-
gramme were pamally due to technical matters in preparing
for the sales. In 1992 the gove:rnmcnt still owned arouncl 200
enterprises. ; -

The divestiture programme has not yet been a ﬁnancxal :
success, and privatization has not yet adequately stimulated
the local capital market or attracted the interest of domcaru.
and foreign investors to the extent expected S

Economic growth in Ghana has picked up since 1984-—
averaging 5% annually. But considering the decline of the
economy in the 1970s and early 1980s and the growth of the
population, the recovery is only modest. And the recovery
has not yet been translated into n‘nprcwed living conditions
for the majority of people.
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India’s recent efforts at economic reform started in 1985,
when the government eliminated some licence regulations
and other controls that had inhibited competition. But after
this initial attempt, the process slowed.

In 1991, the new government, in response to a balance
of payments crisis, initiated a fresh wave of reforms. Since
June 1991, it has:

*  Devalued the currency, and made it partially convertible
*  Reduced quantitative restrictions on imports

» Reduced import duties on capital goods

* * Cut a number of subsidies, including that on fertilizers
*  Progressively  liberalized

LIBERALIZATION STUD

India

India’s reforns bave encouraged some capital to return and stimulated
foreign investment and imports of technology. There also are ex‘temwe
privatization plans. But the benefits in efficiency bave yet to appear
——and meanwhile, output growth in 1992 was only about 1%.

The same is true for many other aspects of econonic te-
form, but there are some early indications. On the positive
side, capital has started to return to India. After the budget
was announced in February 1992, the flow of private funds
into India in the following weeks was estimated at $50 mil-
lion a day. There also are signs of improved industrial effi-
ciency, as liberalization has encouraged foreign investment
and permitted the import of higher levels of technology. The
electronics industry, for example, has received a m'ajdr boost
from the liberalization of technology and. component imports,
as well as from dehcencmg and cuts in excise duties. And a
wider range of fore1gn ‘goods

interest rates

+  Abolished production li-
cences for most industries

¢ Eased restrictions = on
repatriating  dividends and
royalties

*  FEstablished a partial tax
exemption on profits from ex-
port sales

s Allowed a partial sale of
shates in selected public en-
terprises

 ~—often of better quality than
 local goods——is now compet-

 ing on the domestic market.

. Onthe negatwe side, the
_refom::, m1t1ally fuelled infla-
tion, and the Bombay stock-
'mgrk_et ~scam destabilized
financial markets. In the year
to July 1992, consumer prices
for agricultural workers' in-

creased 20%, and those forin-

- dustrial workers were up by

*  Reduced restrictions on
foreign trading companies
*»  Revised the system of personal income tax.

Public enterprises account for about one-fifth of India’s
non-agricultural GDP and supply crucial inputs for the rest
of the economy. They dominate the energy and financial sec-
tors as well as the steel and fertilizer industries.

The privatization process in India is likely to be spread
over about ten years. The first phase started in 1991, when
the government sold shares in 31 state enterprises to mutu-
al funds. In the second phase, in 1992, it started selling
company shares through open auctions. Although the gov-
ernment intended to dispose of loss-making enterprises first,
the pressure to earn revenues has caused it also to start sell-
ing some of the more profitable companies. Since the priva-
tization process is still in its early stages, it is too soon to
assess its impact.

13%: A]: the same t,lme, indus-
trial output stagnatccl Tlle cold wind of foreign competition
in a previously protected market has forced some companies.
out of business. The government cstabhshed a fund to help
soften the blow to workers affected by restructuring and to
assist social sectors, especially primary education and basic
health care, but this has not yet become operational.

The rural poor, more than a third of Indi_él’s people; are
paying a price for the reforms but not yet seeing many of the
benefits: agricultural production fell more than 2% in 1992.
It will therefore—at least during the period of reform—be
important to improve the efﬁci;en(;’jr and coverage of social
programmes. '

It is too eatly to judge the course of India’s economic re-
forms. What is apparent is that they are proceeding along the
right lines but will need to cushion the adverse impact on the
poor people, lest there be a major political backlash.
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Kenya's liberalization programme bas been slow. The government
has concentrated more on stabilization measures than on adjustment.
Privatization bas been beld back by political considerations. But the

privatization programmie has recently been revived.

Kenya experienced considerable economic growth in the
1960s and 1970s, During 1965-80, its average GDP growth
was 6.8% a year. The 1980s were different, with economic
growth only slightly higher than population growth (4% a
year)—due in part to the effects of the second oil shock and
the breakup of the East African Community, Kenya has a fair-

ly open economy (exports and imports make up over 40% of

GDP), and it has been hurt by sharply deteriorating terms of
trade.

The government made several attempts in the 1980s to
adjust the economy to changes in the external environment,
focusing mainly on stabiliza-

enterprises need be less efficient than private ones; the qual-
ity of management seems to be a more significant factor than
ownership. But it has recently been calculated that the pro-
ductivity of public enterprises declined by 2% annually dur-
ing 1986-90, while that of the private sector rose 3%
annually.

Kenya is thought to be the Afiican country hkely to ben-
efit most from privatization. It has a relatively well- -developed
capital market, with a level of savings about twice as high as
the average for Sub-Saharan Africa. And some of the mar-
kets in which public enterprises operate are quite competi-
tive. But progress so far has

tion-—devaluing the currency
several times and exerting
more  control  over  public
spending. But little was done
to liberalize trade or stimulate
production,

Some of the adjustment
policies succeeded—particu-
larly agricultural diversifica-
tion. Horticultural = exports
doubled in the 1980s to be-
come one of the top four ex-
port earners, along with
coffee, tea and tourism.

been very limited. _Ihdeed_,
between 1980 and 1990, only
one cnterptise was privatized.
The problems seem to have
been mainly political, with
“concerns that the assets, like
much of Kenya's other com-
mercial, financial and man-
-agerial capital, would be taken
up by foreigners, and particu-
larly privileged or enterprising
ethnic groups. But the privati- _
zation programme has recent-
ly been revived, with the an-

The government has fre-
quently expressed its intention to increase the private sec-
tor's role in the economy But private investment has
declined as a proportion of GDP—from 14% in 1970 to 10%
in 1991, as total investment stayed at around 20% of GDP
(except for a few years around 1980, when it was 25%).

Kenya's public enterprises are in a broad range of eco-
nomic activities, including agriculture, finance, transport and
trade. They produce about 11% of GDP and employ about
9% of the workforce. There is no clear evidence that public

nouncement in mid-1992 of
the full or partial sale of 207 companics. _

Even if privatization has been slow, the reforms in pub-
lic enterprises and the threat of privatization have prevented
the creation of more state enterprises.

If privatization does proceed, it is likely to lead to layoffs,
which could cause considerable hardship, given Kenya's al-
ready high unemployment and underemployment, The gov-
ernment has already pledged to introduce rcd(.ploymcnt
programmes and social safety nets.
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investment is now private, thougha

HUMAN DEVELOPMENT REPORT 1993 61




s LIBERALIZATION STUDY s

Poland
Poland’s three-year economic reform has in many ways been a remarkable
success. The economy bas stabilized, and the private sector bas enjoyed

sustatned growth. But the benefits have not been shared equally: many
people in smaller towns and vural areas suffer from bigh unemployment.

In the autumn of 1989, the Solidarity government inherited
a catastrophic situation: declining output, widespread short-
ages and price increases close to hyperinflation. The new gov-
ernment acted quickly to stabilize the economy. At the
beginning of 1990, it:
¢ Made drastic cuts in the budget, including reductions in
consumer subsidies '
¢ Increased interest rates to restrict credit growth
*  Fixed the exchange rate to the US dollar
¢ Fully liberalized foreign trade.

External donors supported this package with a $1 billion
stabilization loan and later

property rights (in areas ranging from agricultural land trans-
fer to urban land taxation) and developed bankruptcy legis-
lation. But much still needs to be done to improve the
financial system and the telecommunications infrastructure.
And environmental standards are still low; for example,
Polish industry is extremely inefficient in energy use.

Most of the privatization was initially concentrated on
wholesale and retail trade. Lately, however, privatization has
been carried out in broader areas, including manufacturing.
By the end of 1992, around 97% of all shops were in private
hands. And the availability of goods and the quality of service
have increased dramatically.

wrote off a substantial part of
Poland’s external debt.

This “shock therapy” was
the beginning of the transition
towards a market economy. It
brought a number of immedi-
ate benefits—significantly re-
ducing inflation, eliminating
shortages and stimulating an
increase in exports to Western

The privatization process
has generally been slower than
expected. Most privatizations
so far have been through lig-
uidation methods, generally
involving small and medium-
size enterprises, About 50 en-
terprises have been privatized
through capitalization meth-
ods (public offerings, trade

Europe and North America
(which partly offset the collapse in trade with formerly so-
cialist countries).

But the shock therapy also produced a sharp decline in
economic activity. GDP fell by 12% in 1990 and by 7% in
1991. And during 1990-91, industrial output fell by 36% and
employment by 14%.

More recently, the economy appears to be recovering.
Inflation declined to about 43% in 1992. Economic growth
in 1992 is estimated at about 1%, and growth in industrial
production at 4%. Efficiency is on the increase in both the
public and the private sectors, and industrial firms operate
largely without subsidies. As an OECD study pointed out:
“Except in the energy sector, the few subsidies that remain
may be lower than those received on average by private firms
in most OECD countries.”

The Polish government has managed to build the infra-
structure and legal framework for a market economy re-
markably quickly. It has introduced laws to govern private

sales and management and
employee buyouts). The basic scheme for the Mass Privatiza-
tion Programme has also been developed, but it has run into
political obstacles.

Meanwhile, the urban private sector is growing rapidly
under its own steam—particularly in services. By mid-1991,
there were around 1.3 million individual private businesses
in Poland (96% of which had fewer than five employees).
During 1991-92, the number of domestic private companies
rose by more than 20%. And about 58% of the employed
workforce was in the private sector, including family farm-
ing.

In human development terms, most people are better off
today than in the disastrous final days of central planning.
But the gains have not been equally distributed. Most of the
private sector growth has been in the big cities, where the
younger and better-educated people have benefited most.
Smaller towns have done less well, and in many agricultural
regions unemployment is more than 20%.
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The first serious attempt to open Russia’s centrally planned
economy to market forces was in 1987, when the former
Soviet Union gave state-owned enterprises greater mdepen
dence and more incentives to improve efficiency.

After Russia emerged as an independent nation, the gov-
ernment introduced “shock therapy” to stabilize the econo-
my. At the beginning of 1992, it:
¢ Liberalized trade within the economy, removing price
controls on almost all goods
*  Sharply reduced government spending
* Introduced a value added tax
*  Made the currency partly convettible.

Political  considerations

LIBERALIZATION STUDY

Russia‘

Russta is undengoing a radical shift from a planned to a market economy in the midst of
a deepening economic crisis. The government is going abead with its privatization
programme, distributing vouchers free to all citizens—though with unemployment
widespread and increasing, most people are preoccupied with the struggle to survive,

declined, and trade with Eastern Europe has virtually disap-
peared. Unlike most of Eastern Europe, Russia has been un-
able to reotient its economy to western markets, and exports
have fallen dramatically. Foreign donors have pronused some
assistance, but of the $24 billion pledged Iess than half had
been paid in 1992.

Despite the crisis, the government is Stlﬂ pursmng an am-
bitious privatization programme. This started with smaller
enterprises, such as municipally owned shops. In the first half
of 1992, nearly half the shops in Moscow and St. Petersburg
were privatized. Now, it is moving on to larger undertakings.
In 1993, the government plans to sell 5,000 large enterpris-
es. To achieve this, it is dis-

limited the extent of reform,
which included almost no lib-
eralization of foreign trade
and continuing restrictions on
access to hard currency. The
government did cut the bud-

tributing vouchers free to all
citizens, who can sell them if -
they prefer cash in their hands
today, or use them to buy pn-
vatized assets.

Agnculture is sull’ domi-

get, but it failed to reach its
deficit targets. At the same time, the central bank was mak-
ing loans to industry at negative real interest rates, fuelling
inflation and jeopardizing the stabilization programme.

Russia’s economic situation deteriorated dramatically in
1992. Industrial output fell by at least 20% and inflation ac-
celerated—by early 1993 it threatened to become hyperin—
flation.

The government is having to make radical changes to its
economy at a time of economic crisis. It will, for example,
have to find alternatives for much of the militaty industry;
which accounts for 20% of employment and output. It will
also have to use its resources more efficiently. At the end of
1992, oil was still being sold at only 20% of the world mar-
ket price, encouraging inefficient use and adding to pollu-
tion. But raising the price sharply would be very painful for
industries still inflexible in their use of technology.

In short, the government faces the stark choice between
hyperinflation and mass unemployment. The external envi-
ronment offers little help. Trade with the other newly inde-
pendent states of the former Soviet Union has sharply

nated by state farms and large
cooperattves—-though management decisions and incentives
for workers are increasingly being guided by market forces.
And from the middle of 1992, it was planned that these farms
would become joint-stock companies owned by the workers.
As in the former Soviet Union, workers are also allowed their
own small plots and can sell their produce on the open mar-
ket. Private farming is increasing, but it still accoum:s for on-

ly about 3% of agricultural production. -

Markets are developing very rapidly in Russta but they
are not proving very people-friendly. Studies by the ILO re-
veal massive poverty and deprivation. Real wages in 1992 fell
by more than 40%—at the beginning of 1993 they were as |
low as $10 per month. Unemployment is expected to in-
crease further because of the demobzhzatmn of much of the
armed forces.

The Russian people now have grcat dlfﬁculty making
ends meet. In late 1992, about 75% of family: expenditure
was going for food, and an estimated 80% of the populatlon
was below the poverty line;
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- Viet Nam is changing rapidly. Since 1987, through its do7 mos
~(renovation) policy, the government has started to transform
~ the country into a socialist market economy: Tt introduced
some agricultural reforms in 1988——giving farmers greater
incentives to work land privately, lifting price controls and re-
moving the requirement to deliver a quota of rice production
 to the government. Farmers were given long-term rights to
land, but landmmershlp is still vested in the state. Since
1989, the government has:
*  Legalized private enterprise
¢ Liberalized prices
~»Lifted controls on domestic trade
-# Reorganized the tax system

Viet Nam is uﬁdergomg a rapid transition, and many new mre?pm" 'bave R
- . sprung up following its economic liberalization. Public enterprisesare
 becoming more efficient, and some will be privatized. Most of the popuimorx- _ SRR
has benefited from these changes, but uﬂemploymem bas now become. :éwom SRt

Enterptises still find it difﬁcult to get C{'edlt however
Banks are relatively underdeveloped, and most of thf: loans.
go to state enterprises. Some foreign capital is arriving, par-
ticularly from other East Asian countries, and beginning to-
have a significant impact, particularly in urban areas.

State organizations still play an important role in whole-
sale trade, but the share of the state in domestic trade fell
from 41% in 1987 to about 25% in 1991, Market prices pre-
vail for more than 80% of state enterprises’ output and for
nearly all agricultural produce. =

Although Viet Nam is a socialist country, its 12 000 state
enterprises account for only one- quarter. of GDP Few of
these are large: even in industry,

¢ Introduced a managed float for
' the currency

* Given  public ' enterprises
greater autonomy and decreased
their subsidies,

the median size is 225 emp_lqyees.'
About one-third of state enterpris-
es were maktng loases in the late:
1980s. 0

The government is mcreasmg'

Viet Nam has recently faced a
very hostile economic environment. Its major aid donor and
 trading partner, the Soviet Union, has disappeared (between
1988 and 1990, Soviet assistance amounted to 6% of GDP),
‘and the United States sustains a trade and investment em-
‘bargo. Nevertheless, Viet Nam’s output grew about 4% in
1991 and growth in 1992 is estimated at 8%.
The non-state sector produces about 75% of GDP—in
- industry about 45%, and in agriculture (about half of GDP)
97%. Non-state industrial output comes from “households”,
. cooperatives, private enterprises and “manufacturing groups”,
Since pivate enterprise was legalized, family-based en-
terprises have restored many crafts, such as shoe making, tai-
loring and furniture making. And such cottage industries as
silk weaving and ceramics have also revived. For some prod-
ucts, such as leather shoes for the domestic market, the non-
state sector now dominates. All this has helped increase the
supply of consumer products. The non-state sector has also
increased its share of employment and now accounts for:88%
of total employment. Most of these jobs (80%) are in agri-
- culture, largely in cooperatives.

the efficiency of state enterprises
by cutting their workforces. Between 1988 and 1990, thelr
share of the total labour force fell from 14.2% o1, 9%

Ownership of these enterprises may follow one of sever-
al paths. The state will retain ones related to state security,
such as electricity and railways. It :mght a]so retain some of
the more profitable ones, such as cigarette manufactunng
and breweries (though there may also be joint ventures for
these). Others will probably be converted into joint-stock
companies in which the state tetains some equity interest.
Still others are likely to be hqmdated when anew ban.kmpt
cy law comes into force. :

Unemployment and underemployment have becomr:'
very serious. Peaple have been laid off from state enterpris-
es, and half a million soldiers were demobilized after the
withdrawal of forces from Cambodia. It will take some time
tor them to be absorbed into the economy.

Most of the population is, however, already gammg from
the reforms. Over the past five years, income has increased
about 6% a year, and the majority of the populauon has ben-
efited from the hberahzations in agncuhure
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CHAPTER 4

The 1980s saw a move away from authori-
tarian rule towards greater political free-
dom and democracy. A positive trend, but
there is still some way to go before people
in developing countries are truly in com-
mand of their lives. Even where citizens can
elect their leaders in regular, free and fair
elections, they seldom have achieved full
political participation. If people in develop-
ing countries are to influence development,
the trend towards democracy will have to
widen and deepen.

Participation in shaping governance

The movement towards democracy in the
1980s was partly a result of internal weak-
nesses in authoritarian regimes. Their
claims to rule had been based on the
promise of firm government that could es-
tablish order and promote economic
growth. When growth faltered, particularly
in Africa and Latin America, their legitima-
cy was undermined. In Brazil, the econom-
ic slowdown of the 1980s made it difficult
for the military to justify what already was
an unpopular rule. Internal disagreements
on political and economic strategy further
undermined the regime, and this enabled
popular pressure to force a transition to
democracy, as in other Latin American
countries. Elsewhere, popular movements
were the most significant element in forcing
changes—most notably in Eastern Europe,
Africa and the Philippines, where a broad
coalition of popular organizations united
against a corrupt regime.

These democratic movements are
spreading. International media make peo-
ple in the remotest areas aware of political
unrest on the other side of the globe and in-
spire them to make similar demands—as
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many governments in Africa and the Arab
States are now discovering. The reason in
many cases is that governments are failing
economically. But even where governments
have been alleviating poverty, as in China
and the Republic of Korea, people sooner
or later want greater democracy.

There have also been attempts by out-
siders to promote or encourage democracy
—say, by making aid conditional on demo-
cratic reforms. While often an expression
of shared concern for universal human
rights, it can be counter-productive. It can
antagonize people unnecessarily and un-
dermine those pressing for democratic
change—and it might not produce endur-
ing change. Democracy is not a matter of
one decision or of hastily organized elec-
tions. Democracy requires a long process
of political development. And given the
immense diversity of possible political
forms, it is unlikely that the demands of
outsiders will match another country’s real
needs.

People everywhere want to determine
their own destiny. The kind of democracy
they choose need not follow the models of
Western Europe or North America—it usu-
ally has to be adapted to local circum-
stances. But the formal structure a country
opts for, whatever it is, is only the starting
point in a long process of facilitating effec-
tive forms of popular participation.

Democracy brings its own problems.
One immediate difficulty is managing com-
peting claims of different classes, ethnic
groups and political actors. Developing
countries are especially vulnerable because
the state often controls a big part of the
country’s economic resources. When these
resources are allocated by government de-
cision, the rewards for influence can be very

Democracy is not
a matter of one
decision or of
bhastily organized
elections
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Decentralizing
governance is
one of the best
means of
promoting
participation
and efficiency
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high. And if everyone makes claims at once,
the outcome can be chaos.

The central problem for many develop-
ing countries is that they lack strong demo-
cratic institutions. Democracies, to work,
need much more than voting booths. They
also need stable political parties that can
themselves draw together many diverse in-
terests and weave them into a cohesive or-
ganization. And they need independent
groups—farmers’  organizations, trade
unions, consumer groups, chambers of
commerce, cultural and religious groups—
and all the other elements of a civil society
that systematically facilitate and regulate
the process of articulating people’s de-
mands.

Building these institutions takes time—
and constant renewal, if they are not to be-
come instruments for a small elite to
manipulate the levers of power.

Whether the leaders of new democra-
cies always recognize the need for strong
and democratic civil institutions is far from
clear. In many countries, the prognosis is
not good. Even in India, where political in-
stitutions were once strong and taken for
granted, populist leaders pursuing their
narrow goals have been weakening the in-
struments of democratic rule. Secularism,
enshrined in the Indian constitution as the
very foundation of the state, is now gravely
threatened by the rising tide of communal-
ism and fundamentalism.

There are also dangers from the other
direction—from the creation of new forms
of central control. Many countries are going
through two difficult processes simulta-
neously—democratization and economic
liberalization—straining the political ca-
pacities of many a newly elected leader. In
Brazil and Russia, there is the risk of “two-
track” democracy. Once elected, the gov-
ernment might want to be as free as
possible from popular control in order to
carry out unpopular reforms—negating the
major goal of broadening political partici-
pation.

In many countries, it has therefore been
found necessary to complement democrati-
zation with efforts aimed at enhanced trans-
parency and accountability of government.
Because it is one thing for people to be able

to elect their representatives and another
for them to be able to know and influence
what policies the representatives pursue
once they are elected.

In recent years, there has in many coun-
tries been a marked improvement in peo-
ple’s opportunities to take part in selecting
governments. Yet governments still are
quite removed and distant from people, es-
pecially in the case of their implementing
arm—governmental bureaucracy and gov-
ernmental programmes and projects. Many
developing countries have, after gaining in-
dependence, initially emphasized efforts to
build a nation-state. This has often had a
highly centralizing effect. And external as-
sistance, which in many countries forms a
large part of the national budget, has only
helped to reinforce these trends.

The following sections examine how
governments reach out to people—and, in
particular, how decentralization helps im-
prove human development.

Decentralizing governance to increase
local decision-making

Decentralizing governance—from capital
cities to regions, towns and villages—can be
one of the best means of promoting partic-
ipation and efficiency. Local officials and
politicians can be much more open to pub-
lic scrutiny than national governments—
and more accountable to the communities
and individuals they are supposed to setve.
And public projects—be they dams, roads,
schools or health programmes—all become
much more relevant and effective if the
communities concerned have a real say in
their planning and implementation.
Decentralization can take several
forms: it might, for example, be horizontal
or vertical. Horizontal decentralization dis-
perses power among institutions at the
same level—a government’s spending deci-
sions, rather than being concentrated in an
all-powerful finance ministry, might be
spread across different ministries. Vertzcal
decentralization, which is more important,
allows some of the powers of central gov-
ernment to be delegated downwards to low-
er tiers of authority—to states in federal
countries, for example, and then further
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down to regional and local governments, or
even to village associations.

Vertical decentralization of government
can itself take three forms:
* Deconcentration—This is limited to
passing down only administrative discre-
tion—to local offices of central government
ministries, for example. Although it does re-
sult in some dispersal of power, few deci-
sions can be taken without reference to the
centre.
* Delegation—This involves passing some
authority and decision-making powers to
local officials. But central government re-
tains the right to overturn local decisions
and can, at any time, take these powers
back.
*  Devolution—The strongest form of de-
centralization: granting decision-making
powers to local authorities and allowing
them to take full responsibility without ref-
erence back to central government. This in-
cludes financial power as well as the
authority to design and execute local devel-
opment projects and programmes.

Why governance is not decentralized

In most developing countries, decentraliza-
tion has generally been limited to decon-
centration. Even Chile, Indonesia, Moroc-
co and Zimbabwe have dispersed relatively
little real power. All four have ostensibly
autonomous levels of local government—
the municipalities in Chile, the villages in
Indonesia, the communes in Morocco and
the district councils in Zimbabwe. But the
resources they control are small, their deci-
sion-making powers narrow and many local
appointments are imposed from above.
(The country studies at the end of this chap-
ter highlight the decentralization experi-
ence in these four countries. They are based
on field studies and sample surveys, and
their data do not always correspond to the
tables in this chapter.)

In industrial countries, much social
spending tends to be centralized—especial-
ly that for social security benefits. France,
for example, spends nearly 20% of its GDP
on social security. And other forms of social
spending (such as education) may also be
controlled centrally when there is a nation-
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al consensus on the minimum standards
that should prevail throughout the country.
Nevertheless, local governments in many
industrial countries do have considerable
powers to raise revenue, and many spend
substantial sums on social concerns.

The position is very different in devel-
oping countries, Social security systems are
relatively weak, or non-existent, and so do
not have the same centralizing influence.
The explanations for concentration lie else-
where.

1. Centralization for nation-building—
Many countries lack democratic institu-
tions and traditions—partly a legacy from
colonial times. The colonial powers tried
wherever possible to concentrate finance
and decision-making in the capital. And
the newly independent countries contin-
ued this practice, partly to enhance their
political and economic control, but also be-
cause they were convinced that the state
should assume the major responsibility for
economic development and “nation build-
ing”. This resulted in an overwhelming
concentration of national power in the
hands of central governments, as well as a
massive accumulation of rules and regula-
tions. Some countries have started to lib-
eralize these controls, but there is still a
long way to go.

2. Weak democracy—Many governments
have been ruled in a non-democratic way
with authoritarian structures. This perpetu-
ates strong centralizing tendencies as cen-
tral governments seek to maintain complete
control. In the absence of democratic struc-
tures, local governments lack an effective
political power base from which to generate
local control over decision-making.

3. Low social spending—NMany govern-
ments devote a high proportion of their
budgets to centrally controlled military ex-
penditure. Social spending, which has a
greater potential for decentralization, tends
to take up a smaller proportion of public al-
locations.

4, Urban bias—Most countries have a bias
in social spending towards urban areas and
more “prestigious” forms of service deliv-
ery: the city hospital rather than the rural
health clinic, the elite university rather than

In the absence of
democratic
structures, local
governments lack
an effective
power base
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Most foreign aid
has a centralizing
effect

the provision of basic education for the
mass of the people. These large and expen-
sive items are usually the prerogative of cen-
tral rather than local government.

5. Foreign aid—Also tending to have a cen-
tralizing influence, most forms of interna-
tional assistance are negotiated by central
governments which, when required, must
also take responsibility for repayment of
loans. This does not mean, however, that
the aid need necessarily be spent centrally.
Some countries do manage to delegate the
implementation of development projects to
local government. Indeed, some donors,
particularly the Nordic countries, insist that
management of projects, wherever appro-
priate, be executed by local governments or
NGOs. But in practice, aid expenditure is
still quite centralized. It would be useful if
donors published annual estimates of the
percentage of aid they channel through lo-
cal governments,

The composition of aid also has a cen-
tralizing effect. Most aid is directed to large
infrastructure projects, and only 15% goes
to the social sectors—and less than half of
this (6.5% of total official development as-
sistance) is earmarked for human priority
concerns that could normally be imple-
mented locally. In addition, a large amount
of assistance is for military purposes.

Measuring the decentralization of
expenditure

[t would be useful to compare the extent of
decentralization between one country and
another. This is difficult, however, primari-
ly because there are no statistical measures
for many aspects of decentralization. There
could, for example, be substantial local au-
tonomy in the way the judicial system
works, or in the police force or in social and
cultural affairs—all difficult to quantify.
But the discussion here concentrates on
financial flows between central and local
government and on the distribution of gov-
ernment employees—which are more open
to objective analysis. For many countries,
even these data are unavailable or incom-
plete. The central government might ap-
pear to decentralize expenditure, but if it
retains tight control over standards and pri-
orities, such financial delegation may be
meaningless.

Local spending should also take into ac-
count the contributions local people make
to self-help projects “in kind”—through
time and materials. Because this is often
difficult to quantify, local spending is gen-
erally underestimated.

Cross-national comparisons of decen-
tralization should, in addition, allow for the
size of countries (table 4.1), with decentral-

TABLE 4.1

Governance structure in seiected cleveloplng countnes

: '1 Largeststate crpr_wnce

Total 1891

: R Percentage

St DORGIHIORI Populatmn afy
Country. . {millions) 00 Néme" (millu}ns) ota
India 863 Uttar Pradesh 13_8_,8-"."
Ehing: it SSIEhyan T R
Pakistan: = RS “Punjab 623,
Indonesia " 188 Jawa Barat .35;4.
Bangladesh 116" Dhaka R A S
Brazil - W 5 PR Sao Paulo 26.9
Mexico S8BT Mexico 19.8
Eaypt R SO & 11 Govemorate By
Nigeria LR AT Kang i 5.6
Zaire e 1 R Kivua SR
Kenya 7L SN UL ) Ry 3
Colombia 33 Antioguia 39
Ecuador - 11 Guayas G TS
Algeria 00026 Algiers Rl oA
Cameroon T Extreme-Nord - 1.7
Panama i Panama -:._1 ok
Congor v 2 Brazzaville 0.6
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ization a higher priority for large countries
than for small ones: the degree of decen-
tralization acceptable for India would not
be suitable for Jamaica. The population of
one state in India, Uttar Pradesh, exceeds
the populations of 168 member states of the
United Nations. Larger countries need
more layers of government than smaller
ones—just to ensure that the smallest units
are a manageable size.

All quantitative estimates of decentral-
ization should thus be treated with caution,
always to be complemented by a broader
knowledge and understanding of the coun-
tries concerned.

With these qualifications, tables 4.2 to
4.4 express the financial decentralization
using several statistical ratios.

1. The expenditure decentralization ratio—
the percentage of total government expen-
diture spent by local governments.

2. Themodified expenditure decentralization
ratio—takes into account the fact that some
government expenditure cannot be decen-
tralized (specifically defence and debt ser-
vicing). Subtracting such expenditures
gives a modified expenditure ratio that ex-
presses the degree of decentralization of re-
sponsibilities that can, in practice, be
decentralized.

3. The revenue decentralization ratio—as-
sesses the significance of local taxation. It is
the percentage of local government revenue
in total government revenue.

4. The financial autonomy ratio—gives an
indication of local government’s indepen-
dence from central government funding. It
is the percentage of locally raised revenue in
total local expenditure.

The ratios reveal some interesting con-
trasts between industrial and developing
countries (tables 4.2 and 4.3). In industrial
countries, local governments normally ac-
count for 20-35% of total government ex-
penditure, and in some countries the
expenditure decentralization ratios are
even higher—45% in Denmark and 41%in
Finland. In developing countries, however,
the ratio is usually below 15%. Even modi-
fying the ratio to exclude defence and debt
servicing does not significantly improve the
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position. Except for the Republic of Korea
and Zimbabwe, the decentralization of
public expenditure in developing countries
is extremely limited.

A similar picture emerges from a com-
parison of revenue decentralization ratios.
In industrial countries, local governments
exert considerable taxation authority, and
account for about 25% of total government
revenue. In most developing countries,

a. Local government expenditure as a percentage of total government expenditure.

b. Local government expenditure as a percentage of total government expenditure less defence expen-
diture less debt servicing.

c. Local government revenue as a percentage of total government revenue.

d. Local government revenue as a percentage of local government expenditure.
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however, local authorities raise only around
6% (the Republic of Korea and Zimbabwe
are again exceptions). Industrial countries
have a wide range of local taxation options:
property taxes, sales taxes, income taxes
and user charges. Developing countries, by
contrast, tend even at the national level to
rely less on taxes on individuals and more
on centralized sources like corporation tax
or import duties, and the taxation options
are fewer still at the local level.

International comparisons produce a
curious result when it comes to financial
autonomy ratios. The ratios for industrial
and developing countries turn out to be
much the same—in both cases, local gov-
ernments control about 60% of local
spending. But this covers two very differ-
ent realities. In industrial countries, local
governments have 60% control over a sig-
nificant proportion of public spending. In
developing countries, where local spend-
ing is smaller in the first place, local au-
thorities control 60% of very little.

To discover the proportion of total ex-
penditure controlled by local governments,

TABLE 4.3 \ :
Financial decentralization in provincial government in selected
countries
Expenditure :
decentralization ratio Revenue Financial
decentralization . autonomy
Country. Year Total* - Modified® ratio® ratio?
Developing countries
Nigeria 1988 68 & 3 : AR
China' : 1991 60 5 61 96
Costa Rica 1988 48 o 40 96
India : 1988 44 56 32 48
Argentina 1987 39 43 21 38
Pakistan 1987/88 24 o 18 50
Brazil - 1989 21 42 8 : 80
Malaysia 1990 15 18 11 67
Bolivia 1990 13 15 10 65
South Africa 1988 11 12 2 17
Indonesia 1989 10 13 3 21
Mexico 1987 7 17 12 99
Algeria 1986 3 B 3 105
Industrial countries :
Canada 1989 41 47 41 79
Australia 1990 37 41 23 S
Switzerland 1984 30 32 25 74
Germany 1988 24 26 22 80
USA 1989 23 30 24 86
Austria 1990 13 15 10 67
Spain 1988 11 13 4 30
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a. Provincial government expenditure as a percentage of total government expenditure.
b. Provincial government expenditure as a percentage of total government expenditure less defence

expenditure less debt servicing.

c. Provincial government revenue as a percentage of total government revenue,
d. Provincial government revenue as a percentage of provincial government expenditure.

multiply the financial autonomy ratio by the
decentralization ratio. For industrial coun-
tries, this produces a figure of about 25%,
compared with 5% for developing countries.
The available data do suggest, therefore, the
limited decentralization in developing coun-
tries. Although several countries have, in re-
cent years, attempted decentralization, few
have made significant progress.

Industrial countries are also more de-
centralized than developing countries in the
distribution of government employees. This
can be expressed through the employment
decentralization ratio: local government
employees as a percentage of all govern-
ment employees. A sample of 16 industrial
and 31 developing countries for the late
1970s showed that in the industrial coun-
tries the ratio was 42%—compared with
21% in Asia, 19% in Latin America and on-
ly 10% in Africa.

Another key indicator of decentraliza-
tion is control of social spending. It is
generally presumed that when local govern-
ments are responsible for education or
health, for example, they use the resources
more efficiently and effectively, distribute
the benefits more equitably and generally
respond more sensitively than central gov-
ernments to the needs of the local commu-
nity (the validity of this presumption is
discussed later).

The distribution of social spending can
also be analysed through a series of ratios:

1. The central government social allocation
ratio—the percentage of the central gov-
ernment budget devoted to social spend-
ing.

2. The local government social allocation ra-
tio—the percentage of local government
budgets devoted to social spending.

3. Thesocial expenditure decentralization ra-
tio—local government social spending as a
proportion of total government social
spending. This indicates the extent to which
social spending is decentralized.

4. The buman priority ratios—for both cen-
tral and local governments, the percentage
of their social spending devoted to social
items that deserve first priority in most
developing countries—basic education,
primary health care, safe drinking water,
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family planning services and nutrition pro-
grammes.

Social provision ultimately appears al-
most entirely at the local level in terms of
clinics or schools or welfare services. So
control over this could, in theory, be highly
decentralized. In practice, this does not
happen—in either industrial or developing
countries (table 4.4). Equity considerations
may well point to a critical role for the cen-
tre in social expenditure, especially in real-
locating resources from better-off to
worse-off regions—and in ensuring a mzini-
mum degree of participation.

For 15 industrial countries for which
data are available, the social expenditure
decentralization ratios are generally around
25%—significantly lower, in fact, than the
40% average for their decentralization ratio
for total expenditure. Social spending is
most highly centralized in Australia, France,
Luxembourg and Romania. Denmark dele-
gates more than half its budget to the local
level.

The situation is worse in developing
countries. In most, the social decentraliza-
tion ratio is only around 5-6%, with central
governments responsible for over 90% of
total social spending.

The available statistical evidence is
sketchy and inadequate because govern-
ments of developing countries do not make
a concerted effort to collect and publish
data on expenditure patterns at all signifi-
cant levels: central, state, provincial and lo-
cal. The World Bank and the International
Monetary Fund (IMF) do little better—
collecting and publishing only central gov-
ernment budgets, even though much of the
social spending in large federal states such
as Brazil or India is at the state or local lev-
el. Even their information on central bud-
gets contains little useful detail on social
spending priorities.

The lack of statistical evidence on de-
centralization means that this important
issue is often subject to sweeping general-
izations and unsustained assertions. A co-
herent reporting system is needed, with
contributions from:

* National governments—which could
publish all their central, provincial and local
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budgets, with details of social and human
priority expenditure.

*  Donors—which could give similar de-
tails on aid, indicating its distribution at the
various levels of government as well as
through NGOs.

» The World Bank and the IMF—which
could collect and publish consolidated so-
cial expenditure budgets, subdivided into
human priority expenditures, for each dif-
ferent level of government, in cooperation
with other international agencies.

Such information would illuminate the
links between decentralization and human
development and permit a more thorough
analysis than is currently possible.

Resources for decentralization

A shift to decentralization not only affects
the way resources are spent—it affects the
way money can be collected. It could, for
example, allow more taxes to be raised lo-
cally if people are confident that their mon-
ey will be used for the benefit of their own

TABLE 4.4

Social expenditure decentralization ratio in selected countries

Social

allocation ratio?

Social

decentralization

ratio®

Country Year Central ~ Provincial - Local Provincial - Local
Developing countries

Chile 1988 46 2 31 2 6
Argentina 1987 41 35 A 36 f
Nigeria 1988 39 24 i 69 i
Zimbabwe 1986 32 W 34 : 23
Kenya 1989 25 22 3
Malawi 1984 ¥ B % 22 HA, 6
Indonesia 1989 10 50 35
India 1988 5 35 5% 85 e
Colombia 1984 W 67 35 85 15
Industrial countries

Germany 1988 68 48 47 20 13
Austria 1990 67 62 v S o
France 1988 67 2 39 R0 11
Switzerland 1984 66 55 46 28 18
Luxembourg 1988 59 24 7
United Kingdom. 1989 49 43 g
Denmark 1988 48 81 58
Iceland 1986 48 i 49 % 24
Australia 1990 48 50 6 40 1
Canada 1989 a4 62 50 49 15
USA 1989 41 68 59 31 24
Hungary 1990 40 55 25
Romania 1989 34 18 5
Czechoslovakia 18990 25 49 a0

a. Central/provincial/local government social expenditure as a percentage of total central/provincialf

local government expenditure.

b. Provincial/local government social expenditure as a percentage of total social sector expenditure.



More efficient
collection and
enforcement can
also boost revenue

communities. The main ways of increasing
local revenue are through taxation, cost re-
covery, voluntary contributions and bor-
rowing.

Taxation

Central governments tend to leave local
governments relatively little flexibility when
it comes to taxation—partly because cen-
tral governments want to reserve for them-
selves the most buoyant and lucrative
revenues, but also because they generally
like to keep tight control over local govern-
ment finances.

These controls determine, first of all,
what kind of taxes can be raised. In Nigeria,
local councils must get central approval be-
fore including any levy in their revenue es-
timates. Then there are controls over
taxation rates. In Bangladesh, the rates of
taxes levied by the zila parishad (district
council) have to be approved by the district
commissioner—a central government ap-
pointee.

Urban local authorities tend to be some-
what better off in this respect than rural
ones. They generally have more political in-
fluence with the centre—as well as wealth-
ier and more diverse communities to tax. In
Zimbabwe, the urban councils usually man-
age to finance all their recurrent expendi-
ture from their own revenue, while the rural
district councils manage to finance only
about 15%.

The most common form of local tax in
both urban and rural areas is on property. In
the Philippines, the property tax accounts
for more than two-thirds of local tax rev-
enues, and it is the mainstay of many other
local taxation systems in Asia, including
China, India, Pakistan and the Republic of
Korea. It is such a significant source of rev-
enue that in some cases, including Chile
and Indonesia, the revenue is shared be-
tween central and local governments,

A World Bank survey of 14 major Third
World cities in the mid-1970s showed that,
for four of them, property taxes represent-
ed more than half of local revenue, and for
five more, more than a third.

In the rural areas, the most significant
property taxes are applied to land—and

produce substantial revenues. But they are
often difficult to collect from rural elites
and from other farmers who may resist pay-
ment when agricultural prices are low. Some
countries have tried to index land taxes to
crop prices, but since such indexation does
not take productivity increases into ac-
count, revenue tends to lag behind agricul-
tural incomes.

The next most common taxes are those
based on motor vehicles and entertain-
ment. And some of the poorer authorities
also derive significant income from minor
charges on local businesses, particularly
through trading licences. Individual coun-
tries also produce many specific local taxes:
in Indonesia, local taxes have been levied
on cash-crop exports.

Even when local governments in devel-
oping countries are allowed to levy taxes,
they often have great difficulty in collecting
them, probably because of strong resistance
from potential payers. In Zimbabwe be-
tween 1985 and 1988, local governments
managed to collect only 16% of the “devel-
opment levy”, a type of poll tax that was
widely resented.

A more common problem is that local
governments lack the administrative capa-
bility. Property taxes, for example, require
fairly regular surveys. In Baranquilla,
Colombia, only three of the city’s ten dis-
tricts have had recent surveys—so the city
collects revenues from less than half the tax-
able properties. And in Monrovia, Liberia,
the land adjudication teams lack the neces-
sary logistical support and have never been
able to collect property taxes. Similar prob-
lems can arise in rural areas.

Local political influence can also reduce
potential revenue. In Nigeria, local taxation
has allegedly been used as a political
weapon—supporters of the governing par-
ty are exempt, while members of opposition
parties are overassessed. In Iloilo City,
Philippines, the city’s revenue has been
undermined by the strong representation
of property owners on the city’s decision-
making bodies—contributing to a gross
underassessment of property values and
the granting of numerous exemptions.

As administration systems improve,
however, there have in places been consid-
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erable improvements in local tax collec-
tion. In Accra, Ghana, the city council
computerized its budgeting and account-
ing procedures and restructured its Land
Valuation Board—and so increased its rev-
enue considerably in the second half of the
1980s.

More efficient forms of collection and
enforcement can also boost revenue. New
Delhi, India, with an improved manage-
ment information system, can now offer re-
bates for those who pay on time and
penalize those who pay late. Taxpayers also
now have to pay their assessments before
being allowed to appeal in court. These and
other reforms produced significant increas-
es in revenue, 16% in 1986 and 96% in
1987.

Revenue also rises as the opportunities
for taxation increase. Car taxes are likely to
prove a more important source of revenue
in many developing countries. In Seoul,
Republic of Korea, while total local tax rev-
enue increased by 64% between 1982 and
1986, the automobile tax revenue more

than doubled.
User charges

Local authorities can also raise revenue by
charging users for services. In 25 countries
surveyed by the World Bank, user charges
accounted for nearly a third of all locally
raised revenue.

Although businesses can reasonably be
charged for many services, such as garbage
collection, great care needs to be taken in
charges for individuals, particularly for such
social services as education or health care.
Charges can deter many of the poorest
users and cause considerable hardship—
while raising relatively little money.

Human Development Report 1991 exam-
ined this issue at some length, concluding
that some services should always be free:
specifically primary health care (though
there could in some cases be charges for
drugs and hospital care) and basic education.
The case is also strong for free secondary
education. And for water and sanitation, the
Report concluded that governments should
bear the capital costs but that users might
contribute to recurrent costs.
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A slightly different kind of user charge
can be levied on businesses that benefit
from local authorities’ investment in infra-
structure. These “betterment levies” have
been used extensively in Colombia, India
and Indonesia as a way of recovering costs
from landowners who benefit from public
improvements on or hear their property. In
New Delhi, such charges have been used to
recover 50% of the costs of public works.
Sometimes these payments can be made in
kind—often by giving some private land to
the local authority—a system used success-
fully in the Republic of Korea, Taiwan
(province of China) and Thailand.

Voluntary contributions

One advantage that local government has
over central government is the ability to tap
local voluntary contributions, in cash or in
kind. This has proved valuable in the harasn-
bee movement in Kenya and the Tesito
movement in the Gambia.

But such contributions are not always
very effective, possibly because of poor co-
ordination between voluntary groups and
local authorities.

A common problem is that local people
may be enthusiastic about building a school
or a health centre, but the question of who
is to finance the subsequent running costs
is left open. In some countries, schools have
been built with local labour on the undet-
standing that they would then be support-
ed by central government, and when this
has not materialized they have stood empty
for want of teachers.

There can also be questions about just
how voluntary this labour is. In India,
Indonesia and Nepal, university students
are required to “volunteer” to help super-
vise and implement small-scale rural devel-
opment projects. In some African countries,
including Tanzania, local people can also be
obliged to work on “self-help” development
projects or suffer a fine or confiscation of
property. Voluntary contributions should,
however, be kept in proper perspective.
One can never hope to finance projects hav-
ing collective benefits entirely from individ-
ual voluntary contributions. Some element
of social mobilization may be necessary and

Some services
should always be
free: specifically
primary bealth
care and basic
education
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acceptable, as long as it consists of encour-
agement and persuasion.

Borrowing

National governments are increasingly al-
lowing local authorities to borrow to finance
improvements in infrastructure, especially
when local governments can subsequently
be charged fees to recover costs.

An inherent danger here is that the cen-
tral government could lose control over the
national creation of credit—and macroeco-
nomic management. So, the centre might
have to either exert some kind of control
over local government borrowing or adjust
its fiscal and monetary policies to compen-
sate,

An alternative way of financing local
government investment is through special
funds. In Jordan, the central government
has an autonomous Cities and Villages
Development Bank to provide investment
finance and technical assistance to munici-
pal and village councils. This has helped fi-
nance improvements throughout the
country, bringing roads, schools, clinics and
water supplies to even the smallest and
most remote communities.

The same kind of arrangement can be
made between lower levels of government.
In Brazil, the state governments of Santa
Catarina and Parand have set up funds from
which creditworthy municipalities can bor-
row for capital investment. There are some
conditions, however. The municipalities
have to be prepared to accept technical as-
sistance to help them increase their capaci-
ty to raise revenue locally. And the federal
government sets limits on the amount of
debt and debt service that the municipali-
ties can incur,

These types of funds have often been
established with international aid. The
Regional Development Fund in Chile is
partly financed by the Inter-American
Development Bank. This enables money to
go straight to local authorities rather than
passing through the central government—
though generally, the central government
still has to approve projects.

The fact that local authorities can raise
their own funds could, in theory, expand to-

tal government expenditure. On the other
hand, decentralizing public services might
reduce costs and total expenditure. The fact
is, however, that there is little conclusive ev-
idence on the effect of decentralization on
total public expenditure.

Decentralization in practice

One presumed benefit of decentralization
is that local governments, being closer to
the people and more responsive to local
needs, make better use of resources—and
that they will direct them at such human pri-
ority concerns as basic education and pri-
mary health care. But there’s not enough
data to test this hypothesis thoroughly. The
discussion in this Report is based partly on
four detailed case studies—Chile, Indo-
nesia, Morocco and Zimbabwe—as well as
a less systematic body of evidence. So, the
conclusions reached can only be suggestive.

One issue the case studies highlight is
that of choice. It was possible to investigate
whether local governments that raised more
of their own funds locally tended to use
these more for social needs—that is,
whether local bodies with greater financial
autonomy ratios tended to have higher so-
cial allocation ratios. In Indonesia, this pat-
tern appeared to be true at the provincial
level, but the opposite was observed at the
village level. In Zimbabwe, for a small sam-
ple of district councils, the results were also
contrary to expectations: the higher the fi-
nancial autonomy ratio, the lower the social
allocation ratio. But this was largely due to
the fact that central government transfers
for basic education both reduced local fi-
nancial autonomy and raised priority ratios.

The case studies suggest that decentral-
ization would favour expenditure on hu-
man development. But this may not be true
elsewhere. Many countries have local pow-
er structures dominated by elites little in-
terested in  human development. In
Pakistan in 1985, members of parliament
were each allocated a sum of money from
the national budget to be devoted to devel-
opment projects that met the needs of their
constituencies. Most chose infrastructure
priorities or more prestigious colleges and
hospitals. Few chose primary schools or ba-
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sic village health units. If the central gov-
ernment had not specified that at least 50%
be devoted to basic education and primary
health care, these concerns would have
been neglected.

Since participation has thus far been
quite limited, it is difficult to make a sys-
tematic assessment of its impact. This sec-
tion therefore draws together some of the
available information to help illustrate the
major issues—showing what has happened
in practice, what has worked and what has
failed—summarized under efficiency, equi-
ty, economic participation and political par-
ticipation.

Efficiency

In theory, decentralization should improve
efficiency. At the outset, projects would be
better able to match local needs. And with
projects monitored locally, lines of commu-
nication should be shorter, with fewer de-
lays due to conflicts between project staff
and the beneficiaries. '

One of the most important benefits of
decentralization is the opportunity to cut
costs, in several ways. First, if local people
feel that it is their money being spent, they
are likely to keep a tighter lid on expendi-
ture and to use resources more efficiently.
In the Philippines, schools that rely more
heavily on local funding are more efficient,
and operate with lower unit costs, than
comparable schools financed centrally.
Similarly, in the Indian state of Karnataka,
the involvement of local people through the
gram sabhas (village meetings) led to a no-
table improvement in the attendance of
teachers when they became more account-
able to the local community.

Involving local people can also result in
a more appropriate structure of services,
particularly in health care. In Tamil Nadu in
India, local community health workers have
proved superior to junior doctors and nurs-
es on health projects. Not only are they
more effective—they cost up to 75% less.

Local involvement also opens up the op-
portunity for people to add voluntary con-
tributions to amplify a programme or
project’s impact. In Kenya, high levels of lo-
cal participation in the Rural Access Roads
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Programme encouraged people to donate
land to the project—and permitted the con-
struction of 150 extra kilometres of roads,
which would otherwise not have been built.

Some of the most effective contribu-
tions as a result of decentralization come
from local labour and materials. In the
Baglung district of Nepal, local committees
working under the auspices of village coun-
cils built 62 bridges with little outside help,
covering the whole district in five years.
They used local materials and artisans, and
no one was paid. Each bridge cost only a
quarter of what the central government
would have spent, and was built three to
four times faster.

A final and lasting benefit of greater par-
ticipation in the provision of local services
is that they can be more efficiently run and
maintained. In Guatemala, local involve-
ment in the operation of 34 village water
projects—villagers were trained in opera-
tion and maintenance—significantly in-
creased their success rate. There, as in many
other countries, the locally built systems
have suffered fewer breakdowns, and the
villages have had far fewer days without
clean water.

Decentralization does not automatical-
ly produce gains in efficiency. If poorly
planned and executed, decentralization can
add to costs rather than reduce them. One
common danger is duplicating layers of ad-
ministration at national, regional and local
levels. In Mexico and Venezuela, decentral-
izing the education systems increased costs
because of the proliferation of different
agencies.

Another risk is that the benefits of de-
centralization can be offset by losses in
economy of scale. Some energy production,
such as that through windmills, can be lo-
cally generated very efficiently. But the
same may not be true of more convention-
al powerplants. In China in the 1980s, the
construction of small local powerplants pro-
vided rural areas with much-needed energy.
But the small plants proved much less effi-
cient: for each unit of electricity, capital
costs were about 30% higher and operating
costs about 50% higher than those for cen-
trally generated power—and they created
more pollution.

One of the most

important benefits
of decentralization

is the opportunity
to cut costs
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Devolving power to
regions, although
promoting equity
within them, can
increase disparities
among them

And while decentralization may in some
cases help raise standards of service, there
is also the danger of letting standards slip.
In Kenya, the harambee schools built
through local initiative are generally inferi-
or to the central government schools. The
teachers tend to be poorly qualified, and
levels of pupil achievement are low—only
13% of the pupils reach the minimum stan-
dards, compared with 80% for government
schools.

Above all, decentralization should not
mean that higher levels of government com-
pletely withdraw support from, or neglect,
social services. In Ecuador, decentralization
of the rural public health programme meant
that there was no effective supervision or lo-
gistical support, resulting in severe delays
and supply shortages.

For decentralization to increase effi-
ciency, a lot depends on the technical and
financial support offered to local govern-
ments—and on how much it attracts local
leadership and captures local enthusiasm.

Eguity

Most countries, particularly those in the de-
veloping world, have very uneven levels of
development, with marked disparities be-
tween different regions, between urban and
rural areas or between different income and
ethnic groups. Decentralization certainly al-
ters some of these balances—though it can
either improve equity or reduce it. In gen-
eral, devolving greater power to regions, al-
though promoting equity within individual
regions, can increase disparities among
them.

Within the region covered by a local
authority, the effect can be positive. If de-
centralization produces more effective gov-
ernment services, the effect will be
redistributive—since poor people generally
make more use of local public services than
rich ones. But unless the central government
takes compensatory action, decentralization
can increase the disparities between various
regions and districts. Passing more respon-
sibility for taxation and expenditure to local
governments can benefit richer areas.

One reason for this is that richer areas
have more political influence and can lobby

more effectively for resources. In the
Mexican state of Guerrero, decentralizing
the health system allowed the wealthier ar-
eas to negotiate higher budgets. As a result,
people living in the tourist areas and in the
most important cities were better off, while
the Indians and peasants living in small dis-
persed settlements suffered a significant
decline in services.

Decentralization can also heighten in-
equalities if more of the services are fund-
ed locally—poorer areas can afford less. In
Zambia, transferring some recurrent costs
for primary education from the central gov-
ernment to the district level and to parents
tended to increase interregional inequality.
Parental spending on books and other ma-
terials in the six poorer regions was only half
that in the three richer ones.

In general, decentralization causes in-
terregional disparities to worsen unless the
central government takes strong action.
Some have done this through their systems
of grants to local governments. Rather than
just allocating funds on a per capita basis,
they also take relative poverty levels into ac-
count. Brazil redistributes its tax revenue
preferentially to the poorest states. In 1976,
for every 100 cruzeiros it collected in taxes
set aside by law for transfer to the states, the
federal government returned only 25
cruzeiros to the richer states in the South
and South-East while giving 75 cruzeiros to
those in the poorer North.

The same principle can also be applied
at lower levels of government, particularly
for states in federal systems. In Uttar
Pradesh, India, grants are distributed to
districts on a criterion of “backwardness”—
as indicated by the condition of their infra-
structure and the proportion of their
population in “scheduled castes”. This
arrangement, introduced in the process of
decentralization, has helped reduce dispar-
ities between districts.

Another approach is to redistribute lo-
cally raised revenue. In Chile, the Fondo
Comin Municipal follows a set formula to
pass revenue from the property and busi-
ness taxes of the richer municipalities to
spend in the poorer ones. In the metropol-
itan region of Santiago, this effectively re-
duces the per capita revenue of the three
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richest municipalities by 7-14%, while in-
creasing that of the poorer ones by 35-50%.

Another way of containing interregion-
al disparities is to set minimum national
standards in various social services that the
central government undertakes to finance
and maintain—irrespective of local re-
sources.

Economzic participation

Decentralization can increase economic
participation by facilitating local entrepre-
neurial activity, and thus increasing employ-
ment, in several ways.
* Increased public expenditure—The con-
struction and maintenance of local infra-
structure, such as roads, water supply and
electricity, will directly employ local con-
tractors and workers.
»  Higher-guality services—ILocal facilities
are likely to be more appropriate and better
maintained if the local community influ-
ences their construction. They will thus be
of more use to local entrepreneurs and help
increase their profitability.
* Better support for entrepreneurs—ILocal
governments might be able to offer better
support to local business. They can offer
management assistance and market infor-
mation tailored to local needs. They are
also in a much better position to cater to
the needs of scattered rural enterprises.
In rural areas, one of the most impor-
tant routes to increased economic partici-
pation is through land reform. In Taiwan
(province of China), land reform in the
1950s and 1960s had a significant impact,
not just on economic growth but on its spa-
tial distribution—creating some 200,000
new owner-farmers as well as many new job
opportunities in the rural areas. This, to-
gether with the decentralization of infra-
structural improvements across the island,
seems to have encouraged balanced growth
of agriculture and industry and avoided
overconcentration of population and eco-
nomic activities in the metropolitan areas.
The distribution of government grants
is another way of increasing economic
opportunities in poorer regions. In Indo-
nesia, the transfer of resources through
block grants has probably promoted better
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growth rates in relatively poor regions, es-
pecially in the eastern islands.

Economic participation can also be in-
creased by decentralized investment strate-
gies that promote small-scale industries and
make better use of local resources, raw ma-
terials and skills. In Tanzania, this has pro-
moted local production of goods and
services that would otherwise have had to
be imported, using up scarce reserves of
foreign exchange.

Nevertheless, there are many cases
where decentralization does not seem to
have produced tangible economic bene-
fits—often because it has not been carried
through with sufficient resources or convic-
tion. In Zimbabwe, the government tried to
promote regional industrialization through
a “growth point” strategy. But the results,
with a few exceptions, have been disap-
pointing—perhaps because of the limited
financial devolution, or the continuing cen-
tralizing tendency of government controls.

Similarly in the Philippines, the Region-
al Cities Development Project was de-
sighed to reduce some of the grave
economic imbalances between regions—
by developing urban infrastructure, and
strengthening the management capabilities
of the city governments. A 1988 study of the
impact in Ioilo City concluded that the pro-
ject had not vet induced economic growth.
Some infrastructure had improved, partic-
ularly the port and the road system. But the
city still lacked the adequate supplies of wa-
ter and reasonably priced electricity that
heavy industry needed.

Identifying a local economic effect
specifically linked to decentralization is not
easy. Economic development is, of course,
subject to numerous other influences, from
the government’s macroeconomic policy
and development strategy to its choices on
investment in both infrastructure and hu-
man resources. But in general, there is little
systematic hard evidence.

Political participation

If participation takes the form of decon-
centration and delegation, the centre will
retain effective control, and an increase in
political participation is unlikely to result.

Decentralized

investment

strategies can
incredase economic

participation
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Devolution, by contrast, should lead to
fuller political participation. But not neces-
sarily, since power may merely be devolved
to non-democratic and non-participatory
local institutions. Indeed, devolution in
some cases could require a strong central
government to ensure that local adminis-
trations respect national standards on such
matters as women'’s rights and civil liber-
ties.

Three country case studies show the di-
versity of decentralization’s possible out-
comes.

Indonesia’s central government, despite
commendable decentralization, retains
strong political control. Even where power is
delegated to provinces or kabupaten (re-
gions), it passes only into the hands of peo-
ple appointed from above: the governors of
provinces and the heads of kabupaten, who
often come from the military. Both provinces
and kabupaten also have legislative bodies,
but their powers are largely advisory.

Chile’s system of local government has
passed through different stages in its recent
turbulent history. The military government
from 1973 onwards removed the elected lo-
cal mayors and councils and replaced them
with appointed mayors. The re-establish-
ment of national democracy in the 1990s
saw the return of local democracy: elections
were reinstated for mayors, local councils
and neighbourhood groups—and indirect-
ly for regional councils.

Zimbabwe, since independence, has of-
fered local people the opportunity to par-
ticipate in the planning process through
elected village and ward development
committees, but this participation varies
considerably. Some committees are domi-
nated by traditional leaders, and there is
relatively little participation. A 1985 survey
discovered that many people did not know
the name of their councillor or even that
the committees existed. In some places,
however, there is wide local participation
and a high level of debate, particularly
where there are substantive financial deci-
sions to be made—on the revenue raised
from wildlife, for example. But Zimbabwe
also has separate rural councils in the white
farming areas, which retain their pre-
independence structure in that only tax-

payers and their spouses have the right to
vote.

Other developing countries show a di-
versity of experience. Decentralization has
often merely taken the form of deconcen-
tration and permitted the centre to retain
strong political control, Zambia, for exam-
ple, has had a policy of “deconcentration in
centralism”. Some political power has been
passed to the district level but is exercised
by party officials and political appointees.
Whether the opening up to a multiparty sys-
tem and the election of a new president
have caused significant changes remains to
be seen.

Peru, like Chile, has seen significant
changes in the status of local government as
central government regimes have changed.
The authoritarian military regimes in the
1970s were determined to retain strong po-
litical control. But more recent democratic
governments have emphasized political de-
volution. Indeed, before the recent setback
to democracy, the previous government was
attempting an extensive programme of de-
volution to regional and local levels.

The authoritarian regime in the Philip-
pines up to 1985 also made a point of
strengthening central power over local gov-
ernment. It created the new barangays as the
main administrative unit of the country.
While purportedly aimed at broadening
local democracy, in practice these were led
by people loyal to the regime and they pri-
marily served to extend central control and
political mobilization. More recently, the
Philippines has adopted a promising local
government code, which transfers responsi-
bility for public works, agriculture, health
and social welfare to the municipios, a level
above the barangays. And for this purpose,
the municipios will, over the next three
years, be allocated 40% of all taxes. But ex-
actly how this will be implemented has vet
to be resolved.

Experience in many developing coun-
tries suggests that democratic regimes are
the most likely to encourage genuine de-
centralization and popular participation.
Authoritarian or single-party regimes,
whether from the “right” or the “left”, gen-
erally limit decentralization to deconcentra-
tion and aim to retain strong central control,
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The shift towards multiparty democracy
throughout the developing world is there-

fore a very promising sign.
The reality of decentralization

Decentralization of local government has
the potential to improve government deci-
sions with increasing democratic participa-
tion. As decisions are brought closer to the
people they affect, expenditure on priorities
often increases and efficiency of resource
use improves. But this potential is realized
only where there is genuine decentraliza-

tion to democratic structures. We have
found that:

1. There is not much evidence of full devolu-
tion in many developing countries. On aver-
age they are merely delegating less than
10% of total government expenditure to lo-
cal governments, and less than 6% of total
social expenditure. The taxation powers of
most local authorities remain fairly limited.
2. Where there has been some form of decen-
tralization, it has generally increased efficien-
¢y. This can be a result of lower costs, better
maintenance, closer monitoring and super-
vision and the use of voluntary local labour.
Decentralization also enables local people
to insist that human priority concerns move
to the top of the local development agenda.
3. Where decentralization occurs, it often
leads to better priority ratios. This is partly the

PEOPLE AND GOVERNANCE

result of government rules allocating basic
expenditure to the local level. But it also oc-
curs as a result of choices made by democ-
ratic local governments. Care must be taken
in non-democratic states, especially where
local governments are dominated by elites
who may neglect social priorities.

4. Decentralization needs to be accompanied
by central government action to reduce exist-
ing disparities among regions and districts.
Central governments need to devise innov-
ative formulae to redistribute tax revenue
from richer regions and districts to poorer
ones. They can fund the implementation of
minimum standards to be maintained
throughout the country.

5. Effective decentralization is not possible
without the reform of existing power structures.
If power remains concentrated in the hands
of elites—as is still the case in many devel-
oping countries—decentralization might
further empower the elites rather than the
people.

Many of the most effective forms of
decentralization are not, however, based on
the institutions of local government. Some
of the most important local bodies, which
can sefve as a countervailing power to
the influence of central government, are
voluntary associations—including people’s
organizations and non-governmental orga-
nizations, the subject of the chapter that
follows.

If power remains
concentrated in

the hands of elites,

decentralization
might further

empower the elites

rather than the
people
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g DECENTRALIZATION STUDY

Indonesia

CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP (1990)  20%

EXPEMDITURE DECENTRALIZATION RATIO (1989) ) 19%
REVENUE DECENTRALIZATION RATIO (1989) 3 8%
FINANCIAL AUTONOMY RATIO (1989) 25%

Indonesia’s widely dispersed territory argues both for a unifying central
state to hold the country together—and for extensive decentralization to
match government to local needs. The country’s 188 million people live
on mote than 13,000 islands covering mote than two million square
kilometres-— 60%. of the people live on the island of Java, with 7% of the
land area. The government, in power since 1965, initially placed its
emphasis on national unity and economic stabilization. But since the mid-
1970s, it has paid increasing attention to economic growth, regional
development and decentralization,

- Indonesia iﬁ formally a parliamentary democracy, but authority for de-

cisions is concentrated in the presidency. The elected assemblies at central,

provincial and district levels can debate and advise, but the president and
his ministers make most ‘decisions. Am‘l though governors of the 27
provinces are elccted by the pmvmc:al assemb]ma the president has to ‘con-
firm their ap'pomtmcnt In addmon the central govetnment has officials dis-

: persed th:oughout the country to assist with decisions, This has made

Indonesia’s planning system good at tra_nsfcmng commands from above,
but not very sensitive to local priorities. 3 .

+ Local governments raise 25% of their financing from their own taxes
and fees, with the rest coming from central government transfers and grants.
T]:cl.r largest source is the property tax, collected by the central government
bt given to distrcts. '_Lt)cal_ governments are responsible for the delivery of

most health and education services, far which they receive direct transfers

from the central government. These transfers come through the INPRES
Programmie, Tndoncsla s pnm.lpal means of decentralization. In the 1991
budget, these transfers accounted for 12% of total development expendi-
ture and 51% of local government development expenditure,

 INPRES funds, as block grants to each province or locality, come in
two forms. First, there are the “general” funds intended to promote regional
autonon;ly and imbro\'e local ifrastructore; These are not centrally con-
trolled, but they are sublect to “general guidelines”, strict for provinces
thotgh less so for districts, Another INPRES grant provides lump sums di-
rectly to each of Indonesia’s nearly 67,000 villages, These grants are small
but can be used for almast any purpose. Second, “specific” grants go only
to-the district level and are earmarked for specific purposes by the central
government—-say, for the construction of schoels or their running costs.
Dristricts have limited discretion on how to use these grants.

Indonesia’s national budget, and the INPRES grants, are strongly in-

fuenced by the flow of oil revenue. Between 1975 and the mid-1980s, oil
income rose to more than 50% of central government revenue—but then
dropped to 41% in 1988-89, and INPRES grants also fell.

Provincial authorities do not, on average, have much financial autono-

my, though the position varies considerably. At the provincial level, “own”
funds as a percentage of the total range from 8% to 70%. At the district lev-
el, own funds controlled by local governments range from 4% 1o 56% of the
total. Jakarta, with its diversified service and industrial economy, has plenty
of scope for generating local revenues.

At both provincial and district levels, the proportion of total funds spent
on development tends to rise as the financial autonomy ratio rises. And
provincial governments spend a higher proportion of their funds on social
investment than does the central government, In 1988-89, the local social
allocation tatio was more than four times that of the central government,
though the ratios are about the same when it comes ta infrastructure in- -
vestment, Again, however, there is considerable variation in the spending
patterns. At the provincial level in 1983, social expenditure as a percentage
of development expenditure varied betwcen 8% and 43%, while infrastruc-
ture investment varied between 20% and 66% of development expenditure.

The system of dccentra}izing expenditure seems to have produced sub-
stantial improvements in basic services in health and education. In educa:
tion, the government was generous with funding for mvestment in the
1970s, and although this dropped 'a_s oil revenues fell in the 1980s, educa:
tion standards continued to improve. Government investment in education
is also becoming more redistributive, as provinces with ln_wér literacy rates
receive a higher share of investment funds.

The picture is similarly positive for health. Resources declined in the
1980, but standards continued to rise, probably reflecting increased in:
vestment in health by loéal_- governments. The number of health centres rose
significantly, infant mortality fell by néar]y 50% and life expectancy rose by
eight vears. The central gd&ermnént_ grants favour to areas with below-
average health levels, and the variation in health standards between the re-
gions decreased between 1976 and 1987,

A major problem is that many local authorities have proved ill-equipped
to implement development projects. So far, the strengthening of local ca-
pacity has mostly entailed impﬁ)ving the professional standards of central
officials stationed at lower levels of government, not those of local people.
And since local government officials are paid out of central government al-
locations and their promotion and pay depend on central government deci-
sions, any real devolution of decision-making is difficult.

By international standards, the real ‘degree of decentralization in
Indonesia is not high, but it is substantial for a large country with a unitary
form of government. As the economy becomes more complex and region-
ally specialized, Indonesia will inevitably have to move tovwards greater de-
centralization and to improve the efficiency of local tax collection to provide

local governments with additional revenue and autonomy:
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DECENTRALIZATION STUDY e

Morocco

CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP.{1990)
EXPENDITURE DECENTRALIZATION RATIO (1986)

REVENUE DECENTRALIZATION RATIO (1988)

FINANCIAL AUTONOMY RATIO (1988)

Morocco has undergone a steady process of decentralization in recent
decades. Until 1960, the country was organized through traditional
assemblies—Jmas—Dbased on ethnic groups. These have been largely
replaced by a system based on territory: seven regions, 60 préfecturer or
provinces, and 1,544 commmnes (1,297 rural and 247 urban).

Each commune has an elected president and assembly. The commune
counetllors in turn elect councillors for the préfectures.

The activities of the communes were greatly enlarged in 1976 toinclude
responsibility for the management of a large number of local services, in-
cluding water, sanitation, electricity and transpott, as well as primary
schools, health centres and vocational training. And the president of the
commune was given considerable legal powers for local administration.

Alongside this increased responsibility went an increased flow of re-
sources. In 1977, the revenue of the communes represented 5% of total pub-
lic revenue, but by 1991 it had reached nearly 11%,

In 1988, the communes were given financial autonomy, Previously, the
government made grants to help local authorities balance their budgets, but
it has since decided to give them 30% of the proceeds of the value added
tax (VAT). The local authorities do not consider this sufficient to meet the
obligations placed on them. For capital expenditure, many have had to take
loans from the Fords d’Equipement Communal. They have therefore been
pressing for an additional share of the VAT—to be distributed more on the
basis of local needs and levels of development.

Decentralization has certainly changed the character of spending by lo-
cal authorities. Between 1977 and 1987, the proportion of their budgets de-
voted to capital expenditure rose from 26% to 53%. And while the
communes made 3.5% of total public capital expenditure in 1987, their
share reached 17% by 1991.

The staff of local authorities has also increased—by 210% between
1977 and 1991. And to ensure an adequate supply of qualified personnel,

30%
6%
8%

108%

several vocational and administrative training centres have been established,
In 1991-92 alone, 1,571 people were being trained, 12.5% of those trained
over the past 35 years. The rural communes were given special attention,
being allocated university graduates such as doctors, veterinary stirgeons
and agronomists: Even so, there is a marked disparity in personnel between
urban and rural areas. The urban areas have more than three times as many
staff per 1,000 people as the rural ones. :

The educational levels of the local councillors have also been a matter
of concern. In 1983, a survey of the presidents of local councils found that
16% had no schooling, and of the rest, 39% had no more than primary ed-
ucation—let alone the experience in administration and finance that would
allow them to work efficiently. Several political parties have organized train-
ing sessions for their members.

As far as the ordinary people are concerned; many features of the re-
cent decentralization have offered considerable improvements. Administra-
tive pracedures have been speeded up-—it now takes much less time toget
many of the official certificates and licences. And people have plenty of op-
portunities to bring their complaints to the communal assemblies,

For services, it is too eatly to say whether education standards have
been affected, but the health services have improved. One indicator is the
substantial reduction in the time taken to walk to the nearest health centre,
In 1979-80, 51% of households could reach a centre in less than an hour,
and in 199091, 78%. And while more than half the patients previously had
to wait more than anhour for a consultation, ten years later that proportion
had dropped to less than a quarter.

The process of decentralization in Morocco is under constant review.
So far, there have been five national conferences to bring together elected
councillors, government officials, academics and representatives from the
private sector. These allow for a ctitical assessment of the successes and fail-

ures of decentralization as well as 4 sharing of experience.
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The first demoeratic government inherited a highly centralized system in
1980 and has since established laws and procedures to devolve responsibil-
ity to lower levels of government—with limited impact. Although a govern-
ment that grew out of a war of liberation with strong local roots might have
had a headstart in establishing a decentralized state, Zimbabwe's restruc:
turing of local government has essentially been a top-down initiative, part-
Iy due to the disarray of traditional structures in the wake of independence.

Before 1980, local government was divided on the basis of race. The
whites elected their own urban and rural couneils; while the black commu-
nal lands had African councils. After 1980, the government retained the
white councils but consolidated the previously fragmented African councils
into 55 district councils. Above both white and black councils, the eight
provinces have appointed governors and provincial administrators.

The white rural councils and the black district councils were the sub-
ject of amalgamation legislation in 1988, But compromises undermined this
cffort to end the colonial legacy of separate development. The district coun-
cils are elected bodies; though they have some chiefs and headmen as ex of-
ficio members, with a district administrator responsible for overall planning,
development and coordination.

The district councils raise only 15% of their total revenue—through tax-
es, fees and other charges. Secondary school fees are the most important
component—and in 1984-85, they made up 60% of local revenue, with sub-
stantial variations among districts. Districts also apply a “development levy”,
a form of poll tax on all adults. Very unpopular, this has proved difficult to
collect. Although the district councils have generally been raising an in-
creasing proportion of their revenues, they still depend heavily on the cen-
tral povernment. The urban councils do rather better. They receive a
significant proportion of revenue from taxes on property, as well as a levy on
beer, and manage to raise between 80% and 90% of recurrent revenue.

Local autharities raised only 6% of total government revenue in 1986,
and they have almost no financial autonomy. In education, the ministry ad-
mifisters grants under the heading “tuition” and interprets this very nar-
rowly to encompass only spending divectly related to classtoom leaming,
such as textbooks or chalkboards.

111 1984, the government established a hierarchy of representative bod-
ies—development committees—at village, ward, district and provincial lev-
els. The idea was to mesh bottom-up and top-down planning. These bodies
were to draw up development plans and projects for central funding, but
the links berween national and local bodies have proved weak. The nation-
al plan, for example, is finalized before the regional ones, and in practice the
key decisions for the operation of sector ministries have continued to em-

anate from Harare, where local efforts are often (literally) shelved.

Zimbabwe

CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP (1990) - #41%

EXPENDITURE DECENTRALIZATION RATIO (1986) 20%
REVENUE DECENTRALIZATION RATIO (1986) 6%
FINANCIAL AUTONOMY RATIO {1986) 27%

In 1990, the social allocation ratio for central government expenditure
was 36%. One possible indicator of local priorities is the preference ex-
pressed through requests for funding in the local plans—though these, too,
may be influenced by central government, as districts might request funds
for projects they believe the centre will fund. Analysis of a sample of devel-
opment plans of district councils revealed that social development made up
39% of rotal bids, with agriculture next in importance at 30%. On the whole,
the evidence suggests that more devolution of decision-making would focus
public attention on infrastructure and priority social services.

Decentralization can also affect equity. The most striking inequalities
in Zimbabwe are between the white minority and the black majority; but
there are also wide divisions within the black communal areas. A 1991 sam-
ple survey indicated that the top 10% of households controlled 42% of mea-
sured income, the lower 50% only 15% and the bottom 25% less than 5%.

The clearest change in equity has been to focus attention on the com-
munal lands, Since 1980, the school construction programme has increased
the number of primary schools in communal lands by 86% and that of sec-
ondary schools by more than 700%. The number of village health workers
inereased 26-fold, and the share of the population with access to safe water
has increased from 33% to 55%.

The distribution among the provinces has beeén less progressive, In fact,
more public resources are directed at provinces with the highest per capita
incomes, In health, Harare and Bulawayo, the two provinces with the four
central hospitals; receive 1.4 to 2.7 times more per capita expenditure than
the other provinees, even after adjusting for out-of-province patients. And
the expenditure on water supplies is greater for those provinces that already
have better facilivies: Similarly, at the district level, a sample of 16 districts
for 1982 and 1985 revealed that both central government grants and local
government revenues were lowest in the neediest areas.

In principle, people can be involved at all levels of decision-making in
Zimbabwe, from the village through wards and districts to the province. In
practice; patticipation is much more constrained. Local decision-making is
aften dominated by central government employees: the village community
workers, for example, often “tell” the community what its needs are, rather
than allow for the people’s participation. And local interests are often rep-
resented by a small elite: ward submissions to district councils are often pre-
pared by the ward chairmen' without consulting the local community.
Overlaid on all this is the role of the ZANU (PF) party, which penerally car-
ries more weight than local government,

Zimbabwe has taken many significant steps towards decentralization in
the short period since independenice, but this has been constrained by the

historical context of race and class.
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CHAPTER 5

People are more
likely to be
excluded than
included in civil

and political life

84

People’s understanding of the world is
formed and nurtured in face-to-face inter-
actions in small social groups—first in the
family, then the street, perhaps, or the
neighbourhood or village. Such groups also
serve a political purpose, for people gener-
ally gain greater benefits in groups than as
individuals.

As people move outside such groups,
however, they find the wider world orga-
nized on very different principles, and they
are more likely to receive decisions handed
down from on high. Whether in social ser-
vices, in markets or in civil and political life,
they are more likely to be excluded than in-
cluded.

The problem is partly practical. Many
facets of modern life cannot be confined to
the home, village or street. The complexity
and the sheer numbers of people involved
reduce the possibilities for face-to-face in-
teraction. The intrusion of market values al-
so plays a part, with many more goods and
services now obtained with hard cash than
through mutual exchange within the com-
munity.

In time, countries develop the institu-
tions of civil society—a fair judiciary, a re-
sponsive executive, a free press and
traditions of transparency, accountability
and fair play. Group action is often neces-
sary for the evolution of such institutions
and for ensuring that they continue to re-
spond to people’s aspirations for genuine
participation.

But governments in developing coun-
tries often discourage such participation.
Starting from a “top-down” development
philosophy, they have generally concentrat-
ed on providing food, services or assets—
rather than enabling people to do more for
themselves. Governments have seen devel-

” People in community organizations

opment as something to be done for, rather
than by, people-—stifling many grass-roots
initiatives, holding them in check, rather
than nurturing and extending them.

Things are changing. Many community
groups now command the attention and re-
spect of governments in many developing
countries. The energy of the people who
form them, and the creative solutions they
demonstrate, have helped persuade gov-
ernments of the value of involving partici-
patory community groups, Donors, too—
disillusioned with the performance of much
official aid—are passing more of their mon-
ey through non-governmental channels. As
a result, there has been an explosion of par-
ticipatory movements in most developing
countries,

The community organizations driving
those movements are by their nature diffi-
cult to classify and analyse, This Report
refers to two broad types: people’s organi-
zations and non-governmental organiza-
tions (NGOs).

People’s organizations can be defined as
democratic organizations that represent the
interests of their members and are ac-
countable to them. They are formed by peo-
ple who know each other, or who share a
common experience, and their continued
existence does not depend upon outside
initiative or funding. In developing coun-
tries, many of them are small, locally based
and loosely established. But they need not
be confined to the grass roots—they can
spread upwards and outwards from the lo-
cal to the regional and national level, repre-
senting networks of community groups, or
professional groups or trade unions,

Non-governmental organizations (NGOs)
can be defined as voluntary organizations
that work with and very often on behalf of
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others. Their work and their activities are
focused on issues and people beyond their
own staff and membership. NGOs often
have close links with people’s organiza-
tions, channelling technical advice or finan-
cial support as intermediate service
organizations. But organizationally NGOs
can be quite different from people’s orga-
nizations, often having bureaucratic hierar-
chies without the democratic characteristics
or accountability of most people’s groups.

The distinction between the two is not
rigid—many groups could reasonably fall
into either category.

People’s organizations in developing
countries

The idea to form a people’s organization
can come from the people themselves—as
with those traditional self-help groups in
Asia and Sub-Saharan Africa in which peo-
ple come together to pool their labour, to
obtain credit, to buy goods in bulk or to pro-
mote and develop more sustainable forms
of agriculture (boxes 5.1 and 5.2). Or the
impetus can come from outside the group,
perhaps from a dynamic individual who rec-
ognhizes a community’s needs and suggests
ways they could meet them (box 5.3).

Sometimes, the groups are formed in re-
sponse to a failure by government to pro-
vide infrastructure or services. The Cairo
Public Housing Project was set up in the
late 1970s as a result of prolonged govern-
ment neglect of poor neighbourhoods. The
aim was not just to provide some of their
own housing, water and sewerage but also
to induce the government to provide such
services (box 5.4).

In other cases, it is what the government
does that prompts groups to form. Police
brutality, political oppression or the in-
fringement of civil liberties has shown the
need in most countries for groups that pro-
tect human rights, as with Actzon Sociale et
d’'Organisation Paysanne in Zaire.

People’s organizations can also arise be-
cause the market fails to offer them the
goods or services they need. The Self-
Employed Women'’s Association in India is
a striking example of how poor and disad-
vantaged people can enhance their bargain-

PEOPLE IN COMMUNITY ORGANIZATIONS

ing strength through cooperation (box 5.5).
How many people’s organizations are
there? It is impossible even to come up with
a reliable estimate, for a phenomenon so
flexible and dynamic can never be captured
in statistics. But here are some illustrative
figures:
* Kenya has 23,000 women’s groups
alone.
*  Tamil Nadu state in India has 25,000
registered grass-roots organizations.
* Bangladesh has at least 12,000 local
groups that receive local and central gov-
ernment financial support (and many more
that do not).
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* The Philippines has 18,000 registered
NGOs, of which at least two-thirds might
be considered people’s organizations, such
as community associations or coopera-
tives.

* The OECD suggests that there were up
to 20,000 NGOs in developing countries in
the 1980s, a considerable underestimate—
the number is probably closer to 50,000 and
could well be higher.

* The OECD’s Directory of NGOs had
information on more than 2,500 NGQOs in
the 25 OECD countries in 1990, up from
1,600 in 1980.

Among the largest people’s organiza-
tions in both industrial and developing
countries are the trade unions, which have
offered the most significant form of group
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participation in the workplace. There might
have been little that individual workers
could do to influence the employer, but
when individuals cooperated with the rest
of the workforce—and with the ultimate
threat of a mass strike—employers had no
option but to listen and reach a compro-
mise.

The wave of democratization of the
1980s received much of its impetus from
trade unions. In Latin America, the unions
in Argentina, Bolivia, Brazil, Ecuador and
Uruguay—and most recently in Chile—
were often the major source of opposition
to dictatorships. In Asia, the unions have
also been instrumental in democratization:
in the Republic of Korea, it was a wave of
strikes in 1986-87 that led to many demo-
cratic reforms.

In Africa, too, the trade union move-
ment, though small in numbers, played a
disproportionately large role in the moves
towards multiparty democracy. In Mali, the
National Union of Malian Workers orga-
nized nationwide strikes to bring down the
government in 1981, and its secretary-
general became vice-president of the tran-
sitional government that helped bring in a
civilian administration in 1992, In Zambia,
the Congress of Trade Unions was in the
forefront of the opposition to the previous
one-party state, and in the subsequent mul-
tiparty elections its leader was voted in as
the new president.

In Eastern Europe and the Soviet
Union, the new workers’ organizations—
Solidarity in Poland, Podkrepa in Bulgaria,
Fratia in Romania, the miners’ strike com-
mittees in the Soviet Union—propelled the
moves towards democracy.

Non-governmental organizations in
developing countries

NGOs cover a very wide spectrum, from
small loose-knit local organizations to na-
tionwide federations and international net-
works. And the issues they tackle might be
anything from the human rights of one eth-
nic group to the entire mosaic of develop-
ment concerns.

NGOs sometimes grow out of one peo-
ple’s organization, extending its principles
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and ideas to other places. Or they can be an
amalgam of people’s organizations coming
together.

Or they can be offshoots of larger orga-
nizations, often churches that set up NGOs
or task forces to tackle particular problems.
In Chile, the Catholic Church established
the Vicaria de la Solidaridad to expose atroc-
ities and provide support to victims during
the Pinochet regime. The Justice and Peace
Commission in Rhodesia played a similar
role under the Smith regime.

On other occasions, a group of like-
minded people might set up a new NGO in
response to a national problem. They might
focus attention on women’s issues, as in the
Dominican Republic, where the Centro de
Investigacion para la Accion Feminina is com-
mitted to changing the status of women in
the country (box 5.6). And in recent years,
many new groups have been established
around environmental concerns—as in the
Philippines, where the Green Forum aims
to raise the consciousness of local commu-
nities and the government on environmen-
tal protection.

Many NGOs have placed much of their
emphasis on empowerment. The formal
purpose of a programme might be im-
provements in health or literacy or agricul-
ture, but NGOs have also been concerned
with how much each project enhances peo-
ple’s power. And they have been particular-
ly determined to empower the poor and
marginalized—many say that their prime
constituency is the “poorest of the poor”.

Most NGOs work with, and through,
people’s organizations, offering financial
and other support. The links can be estab-
lished in different ways. In much of Africa,
NGOs usually provide assistance to exist-
ing people’s organizations. In Bangladesh
and India, the NGOs often take the initia-
tive to form new people’s organizations. In
Latin America, both approaches are com-
mon.

Other NGOs confine themselves to
advocacy—mobilizing the public to put
pressure on the government to act on a
particular issue. Human rights is a com-
mon focus, as with the Foro Nacional por
Colombia and the Shuar Federation in
Ecuador.
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Many others take on both roles—mate-
rial help and advocacy—and their links with
people’s organizations give them unique
sources of information and authority. The
Comissao Pastoral da Terra in Brazil offers
support to landless groups and argues for
their rights at both national and interna-
tional levels.

At a final level of cooperation, NGOs
also'link up with other NGOs in networks
to enable them to present a common front
to regional or national governments and to
international agencies like the UN. In
India, individual states have networks of
NGOs—such as the Federation of Volun-
tary Organizations for Rural Development
in Karnataka, and the Association of Volun-
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tary Agencies in Tamil Nadu. And at the na-
tional level, NGOs come together in the
Voluntary Action Network India.

Some NGOs are not as non-govern-
mental as they seem. Although formally in-
dependent, they might have links to
government. In Zimbabwe, three NGOs
are intimately linked with the ruling party:
the President’s Fund, Child Survival (under
the patronage of the president’s late wife)
and the Zimbabwe Development Trust (un-
der the tutelage of one of the country’s vice-
presidents). The Philippines similarly has
government-inspired NGOs, known as
GRINGOs, some of which were set up to
further the aims of national and local politi-
cians, and others to serve as recipients for
foreign donors that required that a certain
portion of their aid be channelled through
NGOs. And while the vast majority of
NGOs have a voluntary non-profit ethos,
some are really commercial companies in
disguise. For example, several NGOs in
India have set themselves up as consultan-
cies working (for a fee) with the voluntary

sector.

In some cases, the most effective way
for NGOs to operate is at the international
level—as the remarkable success of
Amnesty International and Greenpeace has
demonstrated (box 5.7).
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Northern NGOs in the South

All the industrial countries have a wide
range of NGOs working on development
issues, and their numbers are growing.
These northern NGOs send large sums to
developing countries. As with the various
national Save the Children organizations,
they do this in addition to helping in their
home countries. Or as with the Oxfams,
they spend their funds almost exclusively in
developing countries.

On average, two-thirds of the funds
northern NGOs raise for spending in the
South come from private contributions.
The highest per capita private contributions
to NGOs were in Sweden, followed by
Switzerland, Norway and Germany (above
$13 per capita in all cases). Between 1970
and 1990, grants by northern NGOs to pro-
jects and programmes in developing coun-
tries increased from just over $1 billion to
$5 billion. The country raising the most,
however, is the United States—$2.7 billion,
almost half the total in 1991.

Northern NGOs also serve as channels
for government funds. On average, a third
of their funds comes from governments,
though the proportions vary widely—from
10% in Austria, Ireland and the United
Kingdom to more than 80% in Belgium and
Italy. Between 1970 and 1990, such funds
increased from less than $200 million to
$2.2 billion (table 5.1).

Taking private and government contri-
butions together, the total transferred by
and through northern NGOs increased
from $1.0 billion in 1970 to $7.2 billion in
1990—in real terms twice the rate of in-
crease for international development assis-
tance. Indeed, government funding of
northern NGOs has grown faster over the
past ten years than support from the gener-
al public,

Many northern NGOs still execute their
own programmes in the South—as with
CARE, Plan International and World Vision
in the United States, and ActionAid, Save
the Children and Oxfam in the United
Kingdom. But the trend is away from
hands-on involvement and towards work-
ing in partnership with NGOs and people’s
organizations in developing countries. In
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the United Kingdom, this is common for
some of the largest NGOs, like Christian
Aid and CAFOD—similarly with NOVIB
in the Netherlands, and the church agencies
in Germany and Scandinavia.

Most large NGOs in the South depend
heavily on those in the North for finance.
The northern NGOs typically refer to this
as “partnership”. But seen from the South,
this relationship is often far removed from
the equality the term implies.

The partnership clearly works best if
donor and recipient agencies share a com-
mon perspective on development. And re-
lations are smoother if the northern
agencies provide a steady flow of funds and
the southern agencies are willing and able
to meet the reporting, management and ac-
counting standards that the northern
donors require.

In practice, these conditions do not al-
ways obtain. A central question that often
remains unanswered is who defines the de-
Velopmcnt agcﬂdﬂ at thc grass roots. T]‘l(:.‘
northern agencies can rarely guarantee
long-term funding—and those in the South
often resent the administrative demands on
them. Agencies that receive money from
child sponsorship organizations, for exam-
ple, have to spend much of their time col-
lecting copious quantities of personal
information about the sponsored chil-
dren—and employ large teams of “social

“workers” for this.

The donor agencies are thus in a posi-
tion to set the conditions of the relation-
ship. These may or may not be onerous, but
they do restrict the freedom of the agencies
they are placed on.

An additional complication in recent
years has been that northern governments
have been channelling aid through north-
ern NGOs to NGOs in the South. While
governments may find this attractive, they
often ignore some fundamental incompati-
bilities. First, on the type of project: govern-
ments prefer programmes that produce
tangible results, so they place a major em-
phasis on economic projects. NGOs, by
contrast, prefer projects with stronger social
or political elements that empower the poor.

Second are conflicts in time. Govern-
ments like their funds disbursed quickly, so
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they are not too keen on long preproject as-
sessments. NGOs, however, know only too
well that participatory projects can be im-
plemented only gradually—and after
painstaking assessment and consultation
with the people concerned.

The effect: northern NGOs have to per-
suade those in the South to generate eco-
nomic projects with quick results—adding
to the tensions between donor and recipient
agencies. In response, there has been, as in
the Philippines and Thailand with Canadian
NGOs, the emergence of a collective dia-
logue between groups of NGOs, and the
creation of consortia, as with the Bangla-
desh Rural Advancement Committee.

NGOs and people

Participation is a central tenet for almost all
NGOs. Do they promote participation in
practice? Mostly, it seems they do. Many
studies have shown participation to be a
dominant feature of their operations. And
governments of developing countries, as
well as donor agencies, concur that partici-
pation is the feature that distinguishes
NGOs most sharply from the “top-down”
approach of many official programmes.

NGOs' support for people’s organiza-
tions, where face-to-face contact is the nor-
mal style of working, opens an ongoing
debate on the form that interventions
should take—sometimes with disconcert-
ing results. In Bangladesh in the 1970s,
Save the Children Fund (SCF) began work-
ing with the poorest women and children in
the city slums. SCF wanted to concentrate
on immunization and family planning, but
the Slum Committees rejected this ap-
proach, insisting that the most urgent need
was for curative health programmes. So
that was the project’s initial emphasis, and
it was two years before SCF’s preventive as-
pects were introduced.

But it should not be assumed that NGO
contacts with people’s organizations neces-
sarily enhance participation. Sometimes,
external assistance can discourage partici-
pation—or even repress it. This can happen
when the NGOs feel under pressure to
demonstrate concrete achievements quick-
ly—to spend money fast. In the Philippines,

TABLE 5.1

ODA flows through
NGOs, 1983-86

(% of total)

Switzerland 19.4
USA 11.1
Canada 10.8
Netherlands 7.0
Belgium 6.6
West Germany 6.5
Sweden 4.6
Italy 1.9
Japan 1.6
United Kingdom 1.3
France 0.3
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the Ecosystems Research and Develop-
ment Bureau, a quasi-autonomous agency,
is working with local people’s organizations
to help improve livestock production in up-
land areas. Where people’s organizations
do not exist, the agency encourages people
to form them, merely to take delivery of
predetermined technologies.

Indeed, potential recipients might be
tempted to form temporary or superficial
groups if they sense that this is an casy way
to obtain more goods or services. They tell
the NGO “what it wants to hear” to gain ac-
cess to the inputs they require. There is al-
so the danger that people’s organizations,
after successfully attracting funds, are tak-
en over by local elites who want to steer the
inputs their way.

How far NGOs really enhance partic-
ipation is impossible to say. But one recent
Dutch study—with evidence from Brazil,
Burkina Faso, Chile, India, Indonesia and
Zimbabwe—concluded that NGOs had
broadly increased empowerment, even if it
could not offer quantitative evidence. It
reported that people in the target groups
now “... act more often as partners in dis-
cussions with organizations outside the
village, have the courage to lodge com-
plaints with civil servants of the local gov-
ernment, move freer and travel more.
These are seemingly small changes but of
essential importance for the people them-
selves.”

A lesson many NGOs have learned is
that efforts to promote participation and
empowerment cannot be divorced from
concrete cconomic achievements. If they
are not simultaneously offering such im-
provements, efforts to promote empower-
ment come under strain.

An example: The Development Educa-
tion and Leadership Training programme,
initiated in Kenya in the early 1970s, has
been adapted in Ghana, Nigeria, Sierra
Leone, South Africa and Zimbabwe. The
approach is to encourage communities to
reflect on their place in society and their
power to bring about change. But unless
this awareness raising is matched by efforts
to meet the immediate tangible needs of the
groups involved, the result can be frustra-
tion and the group’s disintegration.

The need for tangible outcomes is also
an issue in Latin America now. For many
years, NGO support of popular movements
offered an outlet for people’s democratic
aspirations. Now that these have in many
cases been fulfilled, people are focusing
more on other matters. The poor and mar-
ginalized in people’s organizations are de-
manding that empowerment efforts be
complemented by activities that also ad-
dress their pressing social and economic
needs.

NGOs, like people’s organizations, tend
to be “value-driven” rather than profit-
oriented or bureaucratically propelled. But
this does not necessarily mean that they
themselves work in a participatory fashion.
While certainly open to a broad range of
internal debate and discussion, many large
organizations develop conventional bu-
reaucratic characteristics.

Who exactly should be allowed to par-
ticipate in the running of NGOs? Their
trustees, their staff, their donors or the peo-
ple they help? The order of priority today is
probably staff, trustees, donots and, finally,
beneficiaries. Many organizations refer not
to “beneficiaries” but to “partners”, though
the equality of this partnership is sometimes
open to doubt.

With such concerns so widespread, a
statement at the end of a colloquy between
NGOs and people’s organizations in Sri
Lanka in 1992 concluded that “NGOs
must, as an objective, strive to increase the
capability of people’s organizations to artic-
ulate their concerns directly at the highest
levels.”

NGOs and government

NGOs have complex relations with govern-
ments, sometimes cooperating, sometimes
in conflict—and often both simultaneously
over different issues.

The NGOs’ ability to promote partici-
patory development is strongly influenced
by the nature of the government. Where
governments have been strong and author-
itarian, one of the major contributions of
NGOs has been to keep participatory
democracy alive. In many countries in Latin
America, and in the Philippines under
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Marcos, NGOs nurtured and supported a
range of popular movements to oppose the
excesses of national security states and to
address poverty issues at the local level.

Where governments are hostile but
weaker, there are many opportunities for
NGOs to promote participatory develop-
ment through social and economic projects.
If the central government does not exert
strong control, regional and district govern-
ments might be more able and willing to
work with NGOs, especially where their in-
terventions are successful and have the sup-
port of the people. Zaire in recent years falls
into this category.

Strong governments that welcome
NGOs may sound ideal, but not necessari-
ly. Strong governments have strong views
on what NGOs should be doing, and they
commonly see NGOs as “gap-fillers” for in-
adequate social services rather than as
champions of a different kind of develop-
ment. But NGOs that have demonstrated
successes with people’s organizations may
still be able to influence government ap-
proaches to development—as in Thailand
and Zambia.

In recent years, the question of how
NGOs and governments should work to-
gether has been sharpened by the wide-
spread adoption of structural adjustment
programmes. NGOs around the globe have
been called upon to help mitigate the worst
effects of these programmes, as well as take
over some of the social services that gov-
ernments can no longer finance. In most
cases—such as the Gambia, Ghana, Guate-
mala and Uganda—NGOs have agreed to
cooperate, often because this qualified
them for government and external funds. In
others—Bolivia is a striking example—
NGOs have responded with greater reluc-
tance. But in both cases, NGOs have been
forced to reflect on how their approach
meshes, or conflicts, with national policy.
And governments for their part are realizing
that NGOs and the participatory methods
they promote have a role in national devel-
opment.

The key issue now is how best to pro-
mote the strengths and interests of both
governments and NGOs. Governments,
seeing NGOs as widening their activities,
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will want to monitor, or probably control,
them more closely. But they will have to find
ways of doing this without nullifying the
benefits they bring—introducing cumber-
some procedures, for example, which inhib-
it NGOs or delay the speedy implement-
ation of their programmes. And NGOs
increasingly recognize that if they are not to
be marginalized in national debates on the
participatory approach to development,
they have to engage more constructively
with governments.

Governments and NGOs have to inter-

act at three levels: line ministries, local gov-
ernment and national forums.
o Central line ministries—Government
ministries need to know what NGOs are
doing and devise mechanisms for using the
insights that emerge from NGO interven-
tions, and, where appropriate, include the
activities of NGOs in future planning. They
also need to encourage greater NGO in-
volvement where the government is not in-
volved.

The NGOs, for their part, need to car-
ry out more rigorous assessment of their
projects, cooperate and coordinate more
closely among themselves and provide gov-
ernments with more information on their
activities and provide critiques and propos-
als on policy and legislation.

In many instances, it will be useful to

have some form of government-NGO liai-
son body. These already exist in some coun-
tries, such as in the Philippines for
agricultural research, and in Tanzania for
health issues.
* Local government—NGO activities of-
ten challenge the local power structure.
Indeed, that is often the intention. If the lo-
cal power structure is elitist and oppresses
the poor, this is something that NGOs will
seek to change. But this attitude can spill
over into arrogance and antagonism to-
wards local politicians and administrators.
NGOs need to be more sympathetic to the
real problems facing local politicians and
administrators.

And local governments for their part
need to look beyond merely eliminating or
controlling NGOs—to see them more as an
opportunity for local gain than as a threat to
local alliances. It ought to be possible in

The key issue is
how best to
promote the
strengths and
interests of both

governments and
NGOs
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each district to establish a forum that pro-
vides for some interchange of ideas be-
tween the administration and NGOs,
covering local development problems and
the best ways of tackling them.
* National forums—In the past, NGOs
have often had only a minimal impact on
national debates about the form and con-
tent of development strategies. This is part-
ly because most NGOs have concentrated
on grass-roots activities and pursued only
informal contacts with government offi-
cials. And in part it is also because govern-
ments have chosen not to discuss overall
policy issues with NGOs. A major excep-
tion has been Latin America, where both
NGOs and people’s organizations have had
a major role in the democratic movement,
and in the Philippines, where NGOs con-
stitute one-third of the membership of the
Philippine Council for Sustainable Dev-
elopment, established in September 1992
to guide national followup to the Earth
Summit. _
But NGOs now recognize more the lim-
its on what can be achieved at the grass-
roots level and aim at having greater
influence on national debates. This will re-
quire them to present a more united front
and to devote more resources to having a
much greater voice at the national level. If
NGOs achieve that, the contribution they
already make to participatory development
at the grass-roots level could well be seen as
only a relatively small part of their larger
struggle to widen the opportunities for par-
ticipatory development at the national lev-
el. In other words, the indirect impact of
NGOs is often much wider than their direct
contribution. Some specific country experi-
ences are discussed below.
* Bangladesh—has one of the largest and
most diversified NGO sectors in the world.
No one knows the precise number, but at
the start of the 1990s at least 12,000 groups
were receiving financial and technical sup-
port. More than 550 local NGOs were
registered with the Association for Dev-
elopment Agencies, and more than 300 na-
tional and foreign NGOs were getting
funds from abroad. Around $100 million is
channelled to NGOs from external sources
(about 5% of total aid flows). Most are lo-

cal and small, but some employ thousands
of people.

Thought to reach 10-20% of the poor,
NGOs in Bangladesh generally focus on the
rural poor through a wide range of activi-
ties, which include both emergency assis-
tance and long-term development. Credit
has been one of their most important activ-
ities, and they have also been concentrating
on income generation.

Most NGOs aim at empowering the
poor, and particularly women, and they
have had significant success. In some cases,
however, groups have fallen apart, and
there have been violent clashes when NGO
programmes have encouraged people to
confront local power blocs.

NGO relations with the government are
complex and contradictory. On the one
hand, they are welcomed to “supplement
and complement government’s develop-
ment programmes”. But the government
has also at times seen them as a threat, un-
dermining its legitimacy, and as a growing
competitor for development finance, and
has responded by placing obstacles in their
way, including a restrictive process of regis-
tration and approval.

NGOs in Bangladesh do have an influ-

ence on government development policy,
and the government has given some lead-
ing NGO figures important advisory
positions. This could be seen as an en-
dorsement of the value of NGOs—or as a
way of co-opting potential opposition.
* Chile—showed a more rapid prolifera-
tion of NGOs in the 1970s than any other
country in Latin America, a direct re-
sponse to repression by the military
regime. Large numbers of middle- and
senior-level personnel were forced to leave
government. Some were killed, and some
fled abroad. But a high proportion moved
to the voluntary sector, joining or creating
NGOs sustained both by the church and
by a massive injection of funds from over-
seas, governmental and non-governmental
supporters.

The NGO movement worked in two
ways. It was the focus of political opposition
to the government, giving rise to an array of
popular movements. But it was also work-
ing to mitigate the worst effects of pover-
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ty—though here, too, popular education
was always an important part of the process.
NGOs were thus able to keep democratic
ideals alive.

When a democratic government was
elected in 1990, the participatory approach
that NGOs had fostered became an impor-
tant aspect of government policy—indeed,
many people who spent time in NGOs now
hold key government positions. In addition,
the government has accepted that NGOs
have an important role.

But this leaves the NGOs in something
of a dilemma. Previously, their role was
clear: they were united in opposition to
General Pinochet. Now they have to devel-
op a new role, which could take one of
roughly three forms. Some groups are like-
ly to draw back from popular education and
participatory development to focus more
on the delivery of services. Others, less cer-
tain of the durability of democracy, will
maintain their distance from government.
And a third group will probably combine its
promotion of grass-roots participation with
attempts to work with, and influence, the
government.

Chile in the years ahead should be an in-

teresting demonstration of participatory de-
velopment being promoted simultaneously
by the government from the top down, and
by the NGOs from the bottom up.
* Uganda—is one of the poorest countries
in Africa, and for most of its post-colonial
history has been ravaged by war and civil
unrest. Since 1986, the government has
been attempting to create working state in-
stitutions. And alongside them are at least
250 local NGOs and 24 foreign-based ones
with an emphasis thus far on emergency as-
sistance and health programmes. More
than $25 million in foreign funds went to lo-
cal NGOs in 1990.

The government has been broadly sup-
portive of NGOs, and the controls it applies
to them are usually only administrative.
This gives NGOs considerable freedom,
but it has also meant that their services of-
ten run in parallel with those of the govern-
ment and sometimes overlap. It means too
that, with the possible exception of health
care, NGOs have had little impact on pub-
lic policy.
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One significant area of NGO overlap
with the government is in personnel. Since
government salaries are inadequate, some
NGOs, particularly the foreign ones, have
been poaching government staff. Others
have been “supplementing” the salaries of
government workers and thus drawing
them away from government projects and
programmes. Either way, the effect has
been to substitute NGO programmes for
government ones.

Most Ugandan NGOs espouse partici-
pation, but this is not always evident in
practice. Perhaps understandably, there is
very little participation in emergency relief
programmes. But even in long-term devel-
opment programmes, the beneficiaries may
have little involvement in planning. And
when it comes to evaluation, the NGOs
(like official aid organizations and develop-
ing country governments) often consider
themselves more accountable to their
donors than to the beneficiaries.

Effectiveness of NGOs

NGOs have certainly increased their out-
reach in recent years. Both the funds they
spend and the numbers of people they deal
with have been rising dramatically. In the
early 1980s, one rough estimate suggested
that NGO activity “touched” 100 million
people in developing countries—60 million
in Asia, 25 million in Latin America and
some 12 million in Africa. Today, the total is
probably nearer 250 million—and will rise
considerably in the years ahead.

But NGO activity needs to be placed in
perspective. The flows from northern
NGOs and northern governments to
NGOs in the South have been increasing.
But the $7.2 billion in 1990 was still a small
proportion of overall flows from North to
South, equivalent to 13% of net disburse-
ments of official aid, and only 2.5% of total
resource flows to developing countries.
Even if NGOs were to treble their spend-
ing by the year 2000, they would still ac-
count for less than 20% of official aid flows.
But if ODA flows stagnate or shrink in real
terms, the percentage will be higher.

It is difficult to judge how effective
NGOs have been, whether in increasing ef-

NGO activities
today touch the
lives of about 250
million people in
developing
countries
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TABLE 5.2
Shares of NGO credit in
. total credit advanced
(percent)

NGO

credit
Country Year  share
Kenya 1990 1.6

Bangladesh 1990 0.6
Costa Rica 1892 0.2
Philippines = 1990 0.1

ficiency, relieving poverty or promoting par-
ticipation. There has been very little sys-
tematic analysis by the NGOs themselves
or by independent organizations. Any gen-
eral assessment of the impact of NGOs can
thus be based only on partial evidence. This
chapter considers:

Tackling poverty

Providing credit to the poor

Reaching the poorest

Empowering marginal groups
Challenging gender discrimination
Delivering emergency relief.

S e e

Tackling poverty

Many people judge NGOs primarily by
their success in improving the living stan-
dards of the poor, and there are plenty of in-
dividual success stories. The landless have
obtained land. Farmers are growing more
tood. Wells and boreholes have been sunk.
Children have been inoculated against
killer diseases. In these and countless other
ways, NGOs have transformed the lives of
millions of people all over the world.

The results have often been outstand-
ing. In Zimbabwe, the agricultural groups
supported by Silveira House increased crop
yields sevenfold to tenfold, enabling farm-
ers to break out of subsistence agriculture
and move into the cash economy In
Burkina Faso, the Groupements Naam are
helping 160,000 people to improve their
communities and protect the environment
(box 5.8). In south India, the Kanyakumari
District Fisherman Sangam have signifi-
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cantly improved the lives of fishing com-
munities by increasing the fish catches and
by cutting out the merchants, giving the
communities a fairer reward for their ef-
forts.

But there have also been failures. An
evaluation of income-generating activities
supported by the Ford Foundation in Africa
in the late 1980s concluded that there were
“very few successes to talk about, especial-
ly in terms of post-intervention sustain-
ability”. Likewise, a mid-1980s study of
projects supported by the European
Community found that even projects se-
lected for analysis because they had been
“successful” failed to satisfy the evaluation
criteria in a surprisingly large number of
cases. Of the seven microprojects visited,
six had quite serious problems.

More successes than failures? Nobody
really knows.

What seems clear is that even people
helped by successful projects still remain
poor. NGO interventions do not generally
help people escape from structural poverty,
but they do reduce some of the worst forms
of poverty This might seem a modest
achievement, but for the people helped, it
can be very significant. If they are less pre-
occupied with the daily drudgery of making
ends meet, or have a little cash to spend on
items other than the barest necessities, they
are in a much better position to focus on the
next stage of the struggle to improve their
lives,

Any assessment of NGOs’ results
should also take into account their operat-
ing circumstances. Compared with official
aid donors (whose success rate is also un-
known), NGOs take on much tougher
tasks in very inhospitable environments. In
Africa, where per capita incomes are falling
almost everywhere, if NGOs can help peo-
ple hold their incomes steady, this is a con-
siderable accomplishment. And NGOs do
this with very little money—less than 60
cents per person assisted, according to one
Dutch study.

In addition, the benefits of NGO activ-
ity can often be indirect. Successful NGO
interventions can induce other agencies to
follow suit and replicate their experience
elsewhere. In Zimbabwe, the experience of
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the Silveira House groups has been used by
the government as the model for a major
rural development initiative across the
country. NGO successes can also induce
other groups to form—and produce a rip-
ple effect across communities or beyond, as
has happened in Bangladesh and Sri Lanka
(box 5.9).

Providing credit to the poor

One of the most important ways NGOs
have made up for failures of the market is
by providing credit. Poor people are often
regarded as bad credit risks, and banks sel-
dom are prepared to deal in the small sums
that the poor need.

Many NGO credit schemes have taken
over and adapted traditional self-help ini-
tiatives—known as sus# in Ghana and chee-
tu in Sri Lanka. In Bangladesh, the
traditional samabaya scheme was upgraded
to the Swanirvar Movement. One of the
best-known larger credit initiatives is also in
Bangladesh—the Grameen Bank—which
has an international reputation as an effi-
cient rural credit scheme (box 5.10).

These schemes have often been highly
successful—reaching the poorest people
and giving them small amounts of low-cost
credit. They have also had very high repay-
ment rates—frequently in excess of 90%.
They have shown that the poor are bank-
able—that their problem is lack of access to
credit.

In some cases, however, administrative
costs have been high, so that what had been
intended as “revolving funds” have re-
mained dependent on top-ups from
donors. And on occasion, too many loans
have been granted for consumption rather
than investment.

A major concern for NGOs must be
that their schemes—though generally use-
ful, efficient and effective—are unlikely
ever to be a major source of funds for poor
people. In Costa Rica, where the Fundacion
Costarricense de Desarrollo is a significant
source of credit for the poor, the NGOs
provide only 0.2% of total credit. And in
Bangladesh, even the impressive activities
of the Grameen Bank account for only
0.1% of national credit. And all the NGOs
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in Bangladesh combined provide only 0.6%
of total credit (table 5.2).

This is not a criticism of the perfor-
mance of NGOs, but 4 candid commentary
on the situation. NGOs are in no position
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to replace governments or commercial mar-
kets in the provision of credit. So, one of the
most important roles of NGOs in this area
must be to put pressure on governments to
change their policies and priorities.

Reaching the poorest

NGOs often manage to reach groups that
governments find most difficult to help,
tending to work with people in rural areas,
where government services are usually
weak or non-existent. But many are now
also focusing on urban areas, as in Bangla-
desh, Chile, South Africa and Zambia.

Whether they reach the very poorest,
however, is another matter. If government
and official aid programmes usually fail to
reach the poorest 20% of income groups,
most NGO interventions probably miss the
poorest 5-10%. This would include, for ex-
ample, the sick and the elderly as well as
those with few assets and little or no edu-
cation—as well as the high proportion of
households headed by women. Such people
are often dispersed and difficult to form
into groups. And because they often live in
remote and inaccessible regions, reaching
them can be very expensive. On the whole,
it is easier for NGOs to reach the not-so-
poor than the very poorest.

When helping in rural areas, it is usual-
ly easier to assist those who have some pro-
ductive land. In the Gambia, NGOs
participating in the Farmer Innovation and
Technology Testing Programme focus on
the middle-income farmers. And in Kenya,
a local NGO has an Agroforestry Plots for
Rural Kenya Project, funded by the Ford
Foundation, which has rarely contained
representatives from the poorest house-
holds.

Many interventions do, however, reach
such people. NGOs in Latin America and
South Asia in particular have often worked
with landless labourers. One way even the
poorest can be reached is to have the activ-
ity embrace everybody in a given area, as
with the various Campfire projects run by
the Zimbabwe Trust and the Worldwide
Fund for Nature in the Zambezi Valley—
projects that generate income through the
hunting and care of wildlife.

Empowering marginal groups

In most developing countries, poverty is of -
ten caused less by an absolute shortage of
resources than by their skewed distribution.
The NGOs’ emphasis on empowerment is
partly a reflection of this, and their inter-
ventions do indeed occasionally enable
poor people to resist local elites and claim
their rights. In such cases, they are likely to
come up against official opposition—as
well as opposition from powerful local in-
terests.

Some of the sharpest conflicts have
been over land rights. In many countries,
especially in Asia and Latin America,
NGOs have been defending the land rights
of minorities, pressuring governments to
provide land for the landless and to embark
on agrarian reform. In Ecuador, Indian fed-
erations have been formed to help the in-
digenous people gain sccure title to their
land. This has not only helped them mate-
rially, it has also strengthened their commu-
nities and helped challenge myths about
Indian social and intellectual inferiority.

In several countries, NGOs have helped
empower people in rural areas by organiz-
ing them into groups. For instance, in
Zimbabwe, networking among groups has
increased their effectiveness (box 5.11).

Challenging gender discrimination

Until the early 1980s, most NGO interven-
tions were gender-blind, like those of other
development agencies. Although there was
always a small number of projects and pro-
grammes assisting grass-roots women'’s
groups, the specific needs of women in gen-
eral antipoverty programmes were often ig-
nored. Today, NGOs are much more
sensitive to such issues and often attempt to
include gender- and women-focused ele-
ments in many of their initiatives. In part,
this has been in response to pressures from
the growing women’s movement in many
developing countries. And some NGOs
have been established specifically to en-
hance the power of women in the family
and in society.

In Cameroon, the Women’s Network-
ing Association brings together 50 women’s
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groups. It carries out literacy campaigns and
gives women other practical help—such as
establishing a cooperative to purchase the
produce that village women bring to market
but are unable to sell at the end of the day.
The association also organizes seminars and
conferences to raise women’s concerns at
the national level.

In Kenya, the Green Belt Movement,
tackling the intertwined problems of envi-
ronmental degradation and poverty, is en-
couraging women to use soil rehabilitation
measures and natural fertilizers. With the
involvement of 50,000 women, it has plant-
ed ten million trees in Kenya. Also respon-
sive to the needs of the women in the
poorest families, the movement has estab-
lished training centres to increase women'’s
employment opportunities.

NGOs in many countries concentrate
on advocacy on behalf of women. The
Alliance of Costa Rican Women provides le-
gal and health services to more than 4,000
low-income women. But it also campaigns
to improve the status of poor women and
publishes information on legal and heath is-
sues, and on violence against women.

Even so, too many NGO projects still
fail to challenge prevailing patterns of gen-
der discrimination. Too often, the attempts
to incorporate gender issues into projects
have been only superficial, resulting in little
empowerment of women. In other cases,
project successes have been eclipsed by the
more powerful forces in society.

Delivering emergency relief

One great strength of NGOs is their ability
to respond quickly and effectively to emer-
gencies. Indeed, a high proportion of
NGOs were founded in response to emer-
gencies from famines, wars or earth-
quakes—and only later did they extend
their activities to long-term development.
NGOs can bring five main strengths to
emergency and relief work:

1. Warning of disaster—With an extended
network of contacts on the ground, NGOs
are in a good position to draw the attention
of the international community to existing
or impending emergencies, particularly vi-

PEOPLE IN COMMUNITY ORGANIZATIONS

tal when the government chooses to down-
play the emergency or exclude bilateral or
multilateral agencies. NGOs often make
powerful use of the news media for this pur-
pose—as with the Bangladesh cyclone in
1970, the Maharashtra drought in 1974 in
India, the Ethiopian famine in the early
1970s and the Sub-Saharan crisis of
1984-85. Their dramatic efforts can also at-
tract international attention—as Oxfam
did in 1979, when it chartered a boat, filled
it with food and medical supplies and sailed
it from Hong Kong to Kompon Som in Attempts to

Cambodia. ‘ _ _ incorporate gender
2. Advocacy for international action—

Following their warnings, the NGOs can 1ssues into projects
lobby governments and international orga-  have too often been
nizations 'to increas:e their resources for sup erﬁ cial
emergencies, sometimes through interna-
tional consortia. Agencies in the European
Community, for example, lobbied the EC
to raise food aid to Africa from 1.5 million
tons in 1990 to 2.1 million tons in 1991.

3. Speedy response—Untrammelled by bu-
reaucratic and political constraints, NGOs
can usually act much faster than official
agencies. And since they are less suscepti-
ble to political pressures, they sometimes
work where governments forbid interven-
tions from government or multilateral
agencies—as in Cambodia in the late
1970s and in Eritrea and Tigray in the ear-
ly 1980s. In Somalia in the most recent
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emergency, such organizations as the Red
Cross, Save the Children, CARE, Concern
and Médecins Sans Frontiéres stayed on af-
ter the international agencies had left, even
during periods of intense fighting. Today,
they are responsible for much of the food
distribution and, along with the Inter-
national Committee of the Red Cross, are
bringing in nearly 20,000 tons of food a
month and running 800 kitchens for more
than a million people.

4. Cooperation with indigenous organiza-
tions—Emergency aid is generally better
administered by local organizations more
sensitive to local needs, NGOs have been
able to use their existing contacts to good
effect and to help boost the capacity of lo-
cal groups where needed. In the Sudan re-
cently, the only NGO permitted by the
government to visit the urban slums around
Khartoum has been the Sudan Council of
Churches, through which northern NGOs
have been able to channel funds.

5. Disaster preparedness—Most disasters
hit the poor hardest, the people living on
marginal land liable to flooding or in mud
houses that collapse in carthquakes. Local
NGOs can try to ensure that the poor are
better able to anticipate problems. In
Bangladesh, the Ganges-Kobadak cooper-
atives monitor embankment breaches to
warn of danger. And the NGO emphasis on
participation and empowerment puts local
communities in a stronger position to pick
themselves up again more quickly after a
disaster strikes.

It would be wrong, however, to assume
that NGO responses to disaster are always
beneficial. They can also create problems by
poorly coordinating many agencies and by
bringing in inexperienced workers—as with
the Karamoja drought in Uganda in the late
1970s. And there have also been occasions
when foreign NGOs have moved in and
undermined local agencies and government
efforts—as in Mozambique in the late
1980s.

Another common NGO failing in emer-
gencies is that there is little evaluation of
their work, so that mistakes are repeated in
one emergency after another.

The future of NGOs

Many northern NGOs, but increasingly al-
so southern NGOs, have joined in debates
of such issues as the debt crisis, interna-
tional trade, structural adjustment, the en-
vironment, women in development and
peace. They now often employ or commis-
sion economists and other specialists to
monitor such matters and produce de-
tailed reports as well as campaigning mate-
rials.

NGOs have become accepted by peo-
ple, governments and business as a legiti-
mate voice, lobbying not just their own
governments or enterprises, but also many
international gatherings. And it seems clear
that the voices of NGOs have prompted
many actors to reassess their policies, as
with the impact of structural adjustment on
the poor. They have also enforced changes
in the behaviour of multinational corpora-
tions, as in the marketing of infant formula
and the use of fertilizers and pharmaceuti-
cal drugs in developing countries. And at
the time of the Earth Summit in Rio de
Janeiro in June 1992, NGOs kept up con-
stant pressure on their governments for
real changes in policy. Advocacy clearly is—
and probably will continue to be—the
NGOs’ greatest strength.

NGOs affect relatively small (but grow-
ing) numbers of people: 250 million is less
than 20% of the 1.3 billion people living in
absolute poverty in developing countries.
And by the end of the 1990s, optimistic as-
sumptions suggest that they will reach near-
ly 30%.

In eradicating poverty and providing so-
cial services, NGOs are unlikely ever to play
more than a complementary role. Much
more significant is their ability to demon-
strate participatory models that govern-
ments might follow—and to keep pressure
on governments, in both the North and the
South, encouraging them to focus more on
the human development of the world’s
poorest people. Again, their importance lies
more in making the point that poverty can
be tackled rather than tackling it to any
large extent. This, too, will continue to be a

critical role for NGOs.
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Encouraging participation means re-
sponding sensitively to the felt needs of
people and communities—and responding
in ways that meet those needs without “tak-
ing over”. There is always the risk of plac-
ing too much emphasis on effective delivery
and too little on nurturing and strengthen-
ing participation. This tendency is likely to
be heightened as NGOs open themselves
up as channels for government funds.
Government aid departments are used to
demanding regular quantitative results and
reports, and many have vet to accept fully
that NGO projects need to be treated
(somewhat) differently.

There is also the possibility that NGOs
could “crowd out” governments. In some
cases, they can offer local people better
salaries and draw experienced people out of
government service. Already happening in
Mozambique and Uganda, this is likely to
increase.

None of these concerns is new to the
NGO community. Their “growing pains”,
evident for some years now, have been the
subject of considerable internal debate. As
their responsibilities and activities increase
further, they will no doubt respond to this
new challenge with their usual energy, cre-
ativity and commitment.

The increasing numbers of people’s or-
ganizations and NGOs is a clear demon-
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stration of how people all over the world are
demanding greater participation in civil so-
ciety.

These demands are likely to gather
strength in the years ahead. Once set in mo-
tion, democratic movements are difficult to
stop—they develop a thythm and momen-
tum of their own. People who know more,
earn more and can do more will be raising
their voices ever more loudly for greater par-
ticipation in every process that affects their
lives. And they will be requiring that gov-
ernments, markets and all the institutions of
a civil society respond to their real needs.

Authoritarian regimes might still stifle
and repress. And new forms of intolerance,
such as fundamentalism, might suddenly
capture attention and power. But history is
not on their side. The steady trend towards
the dispersal of power, information and
ideas cannot be reversed.

If states are to survive, they will have to
establish new relationships with their peo-
ple. Governments that have been able to re-
spond sensitively and flexibly have so far
been able to keep their countries intact.
Others have not, and their states have come
under increasing pressure.

Greater people’s participation is no
longer a vague ideology based on the wish-
ful thinking of a few idealists. It has become
an imperative—a condition of survival.

Greater people’s
participation has
become an
imperative—a
condition of
survival
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Technical notes

1. The human development index

Construction of the human development index (HDI)
The HDI includes three key components—longevity,
knowledge and income, which are combined to arrive at
an average deprivation index (for a full technical de-
scription, see Human Development Report 1991, technical
note 1, pp. 88-89). Longevity is measured by life ex-
pectancy at birth as the sole unadjusted indicator,
Knowledge is measured by two educational stock vari-
ables: adult literacy and mean vears of schooling, The
measure of educational achievement is adjusted by as-
signing a weight of two-thirds to literacy and one-third o
mean years of schooling:

E= g LITERACY + a4, YEARS OF SCHOOLING
2 1
a=— and a,=—
3 3
For income, the HDI is based on the premise of di-
minishing returns from income for human development
using an explicit formulation for the diminishing return.
A well-known and frequently used form is the Atkinson
formulation for the utility of income:

Wr[,‘” — ; x}l'.—e
1-e

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

Wiyl = log y

The value of & rises slowly in the HDI as income ris-
es. For this purpose, the full range of income is divided
into multiples of the poverty line y*. Thus, most countries
are between 0 and ¥, some between y* and 2y*, cven
fewer between 2y* and 39 and so on. For all countries
for which y < y*—that is, the poor countries—e is set
equal to 0. There are no diminishing returns here, For in-
come berween y* and 2y*, € is set equal to 1/2. For in-
come between 2y* and 3y*, € is set at 2/3. In general, if
ay™ £ y < (a+1}y*, thene = ¢/ (a+1). This gives:

Wiyl=y for0O<y=sy

1
=y +20y—-y ) fory <y<2y
1 1
=5 4+2(3)7 +3(y—2y") for 2y £33y

So, the higher the income relative to the poverty lev-
el, the more sharply the diminishing returns affect the
contribution 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. This method does not take € = 1, but
allows it to vary between 0 and 1.

For example, Singapore has a real GDP per capita of
$15,880. With the poverty line set at $4,829, there are
four terms in the equation to determine the well-being of
Singapore:

1 1 1
Wiyi= 5 +203"12 300 + 4(y — 3y")
1

4,829 + 2(4,829)2

1

+3(4,829)°
+ 415,880 — 14, 48}'}4l
= 4,829+ 139+ 51 +24= $5,043
In calculating the HIDI of Singapore using the im-

proved variables and applying the methods described
here, the following steps are taken:

Maximum country life expectancy = 786
Minimum country life expectancy = 420
Maximum country educational attainment = 3.00
Minimum country educational attainment = 0.00
Maximum country adjusted real

GDP per capita = 35,075
Minimum country adjusted real

GDP per capila = 367
Singapore life expectancy = 740
Singapore educational artainment = 2.04
Singapore adjusted GDP per capita = 5,043
Singapore life expectancy deprivation

= (78.6 - 74.0)/(78.6 - 42.0) = 0.126
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Singapore educational attainment deprivation

= (3.00 - 2.04)/(3.00 - 0.00) = 0.320
Singapore GDP deprivation

= (5,075 - 5,043)/(5,075 - 367) = 0.007
Singapore average deprivation

= (0.126 + 0.320 + 0.007)/3 = 0.151
Singapore human development index

=1-0.151 = (0.849

Making the HDI gender-sensitive

Tor 33 countries we have comparable data on the relative
wages and the relative rates of labour force participation
for men and women (technical note table 1.1). These
data reveal a remarkable pattern of discrimination. The
female-male wage ratio for these 33 countries ranges
from a low of 31% (Japan) to a high of 89% (Sweden). In
labour force participation, the lowest female-male ratio is
40% (Costa Rica) and the highest is 92% (Sweden).

variable. 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 expectan-
¢y is 42 to 79, less than 2:1. Similarly, the percentage of
adults who are literate ranges from 18% to 99%, a ratio
of under 6:1. Mean vears of schooling range from 0.1 to
12.3, revealing greater differences than in life expectan-
cy.

All the variables used in the HDI have an obvious
maximum, except for per capita income, which has noup-
per bound. For GNP per capita, the range among coun-
tries is $80 to $32,250, a ratio of 403:1. For real GDP per
capita, the range is $367 (PPP) to $21,449 (PPP), or
58:1. Such inequalities in income are reproduced just as
sharply within countries.

The ranking of countries by per capita income could
be adjusted if per capita income were multiplied by a fac-
tor indicating distributional inequality—1 minus the Gini

Multiplying these two ratios gives the female-male wage- coefficient. For 41 countries data are available on the ra-

income ratio.

This wage-income ratio combines two identifiable =
| N . TECHNICAL NOTE TABLE 1.1 SR
| correlates of gender discrimination. There is a gap be- Gender-disparity-adjusted HDI

tween male and female wages, and an even greater gap in

: P'é.r'c_eht'age. :

labour force participation rates. When this is translated BRI AEaiit S
. ) ~ Average difference Differance -
into absolute income levels, we see the profound conse- Farnale 35 % of male fernale: " between  between
quences. To do this, a basic assumption has to be made ; s .r_nale-ré_i_tio A H_'D__F:and_"_ HO and
that is clearly gender-biased: that the ratio of non-wage R Et?:i::}-. Adjusted ﬂ‘i?efe T‘%' ; ;?sepnii;g.ender :
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technical note table 1.1 does not capture the full extent Greece 0.902 - 102.7 890 382 . 766 . 0.291 2 0
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Adjusting the HDI for income distribution Philippines 0603 - 00E 803 3RA AT R R R
The HDI is a national average, just like real income per s T A e
api its ¢ _ heref Swaziland 0458 1007 818 432 752 0344 248 0
capita, one of its components. The HDI therefore needs Myanmar e L e T T T e
to be made sensitive to these distributions. It has the ad- Kenya 0369 100.2 41.8 54.0 D ! 0241 B R B g o

vantage that two of its three basic variables—life ex-
a. Adjusted for natural biclogical life expectancy advantage for females.

b. A positive figure shows that the gender-disparity-adjusted HDI rank is higher than the unadjusted HDI rank, a neg-
ative the opposite.

pectancy and educational attainment—are naturally
distributed much less unequally than is income, the third
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tio of the income share of the highest 20% to the lowest
20%. Of these, 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 coefficient for another
11 countries, for a total of 52 countries (technical note
table 1.2).

. TECHNICAL NOTE TABLE 12
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'Kenya y 0369 0.344 : ~6.83 0
3 Pakrstan 3 0.311 0.303 : ~2.62 1
Zambia 0.314 0.291 ~7.30 ~1
ndia 0.309 0.289 ~6.40 0
Céte d'lvoire 0.286 0.246 -13.84 (¢
'Bangtadesh 089 0172 218 0
) Nepal 0.170 0.138 -19.05 0
a A posutme f|gure shows that the income- dlstnbutlon -adjusted HDI rank is higher than the unadjusted HDI rank, a
negative the oppaosite.

Adjusted income was multiplied 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 income, the diminishing return
effect could be incorporated before the distributional ad-
justment modifies incomes further. This modified income
Wiy)[1 - G] is then used as the third variable in addition
tolife expectancy and educational attainment to compute

a distribution-adjusted HDI.

Measuring progress in human development over time
The human development index ranks countries relative
to each other for a particular year. The maximum and
minimum values that define the maximum distance to be
travelled for each variable are specific to that year. Over
time, the actual achieved values of life expectancy, litera-
cy and income change, as will the maximum and mini-
mum values of these variables across all countries.

So, improvements in the components of human de-
velopment in any country over time may be reflected as a
decline in its HDI value, if in the meantime its relative
position has deteriorated. To combine a measure of
progress over time with comparisons among countries at
one point of time, the HDI has to be modified.

The way to tackle this problem, without changing the
logic of the HDI, is to say that the minimum and maxi-
mum should be defined, not for each point of time, but
over a period of time, using fixed goalposts. Thus, if we
are measuring progress between 1970 and 1990, the min-
imum would be the minimum of all values of, say, life ex-
pectancy for all countries over the 20 years. Similarly for
the maximum. The distance to be travelled is thus
stretched out as the maximum over the 20-year period.

With this adaptation, the human development index
becomes comparable over time as well as across coun-
tries. The difference in the value of the human develop-
ment 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 algebraicall—with X, as life ex-
pectancy, X, as literacy and X, as income—the contribu-
tion of each variable to the HDI can be written as z,
where:

[X, —min X, ]
Z,= Lt
"ﬂ [maxX mmX]
it V2

In the formula, / denotes the country, # the time peri-
od. Note now that the denominator will remain un-
changed for all time periods and for all countries.

MHDI, =+ ¥ 2,

MHDI stands for the modified HDI since we have a
new definition of the maximum and minimum. Countries
are ranked by the size of the difference between the 1970
and 1990 values for the MHDI. These differences range
from 0.302 for Saudi Arabia to —0.089 for Romania. For
Romania, however, the HDI in 1970 was already quite
high (0.798), and the lack of change does not necessari-
ly reflect absolute deterioration (technical note table 1.3).
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Disaggregating the HDI within a country

Within each country, there are very significant disparities:
among ethnic groups, among subregions, between urban
and rural areas and between the sexes. Unfortunately,
there are not sufficient readily available data to present
these disaggregations for most countries. They are illus-
trated in chapter 1 for five countries, one industrial coun-
try, the United States, and one from each of the
developing regions, Mexico, India, Turkey and Swazi-
land. These countries have been used for illustrative pur-
poses because reliable disaggregated data are available
for them, and it is to their credit that such internal human
development analyses are possible. The same disparides
occur to a greater or lesser degree in other countries for
which reliable disaggregated data are not available.

Disaggregated HDIs are arrived at by using the data
for the HDI components pertaining to each of the groups
into which the HDI is disaggregated, treating each group
as if it were a separate country. The methodology is ex-
actly the same as for the national HDIs. A country HDI
using the same data components as the subnational FHDIs
is also calculated, and the country figure is adjusted to
equal the figure for the national HDT found in indicator
table 1 on the human development index. All group cal-
culations are then adjusted proportionately so that the
disaggregated HDIs are comparable to the national
HDIs of this Hunzan Development Report. In this way, it is
possible to say where disaggregated groups of a particu-
lar country would rank among the other countries in in-
dicator table 1 on the human development index.

 TECHNICAL NOTE TABLE 1.3
Changing HDI over time

Difference . MDL. . HDI  Difference HDI' ' HDI  Difference

; HDI HDI :
Country 19701990 1970-90 Country 1970 1990° 11970-90 - Country 1970 1990 1970-90
Saudi Arabia 0.386 0688 . 0302 Norway 0.870  .0.978 - 0.108 Nepal 0:126 - 0.170.- - 0.044
Korea, Rep. of 0.589 0.872 0.283 Belgium 0.846 0.952  0.106 Bulgaria 0815 0.854  0.039
Mauritius 0.525 0.794 . 0.269 Ecuador 0.542 0.646 - 0.104 Panama “0.703 0738 0.035
Tunisia 0.335 0.600. = 0.265 Sweden 0.873 0.977  0.104 Madagascar 0.292 0327 0035
Syrian Arab Rep. 0432 0.694  0.262 Netherlands 0.866 0970  0.104 . Paraguay 0.607 - 0,841 0.034 -
Malaysia 0.538 0.7%0 0.252 Egypt 0.286 0,389 0,103 Zimbabwe 0.365 0.398 - 0.033
Botswana 0:319 0.552 0.233 Luxembourg 0.841 0.943 0.102 Burundi 0:135 DB ST ARIARR 0 ROk V.
Turkey 0492 07170225 Spain 0.821 0.923 . 0.102 . Zaire 0.232 - 0.262 0.030
Indonesia 0:316 0.515 0.199 Irag 0.489 0.589 . 0.100 fali 0.054 0.082 0.028
Thailand 0.535 0.715 0.180 New Zealand 0.848 D947 0,099 Liberia 0:194 0.222 0.028.
Algeria 0.358 0.528 0.170 Congo 0.278 0.372 0.094 - Somalia - 0.081 0.087 . .0.026. .
Morocco 0.268 0.433 0.165 Italy 0.830 0.924 0.094 Niger 0.054 . 0.080 0.026
Brazil 0.569 0,730 0.161 Trinidad and Tobago 0.784  0.877 0.093 Central African Rep. 0.138 0.159 0.021
Jordan 0.428 0.582 0.154 Iceland 0.867 0.960 0.093 El-5alvador 0.483 0.503 . 0.020
Colombia 0.617 0770 0.153 Iran, Islamic Rep. of = 0.464 0.557 0.093 Malawi 0.149 . 0.168 0.019
Hong Kong 0.762 0.913 0.151 Costa Rica 0.759 0.852 0,003 Bolivia 0.383 0398 0.015
Portugal - 0.710 0.853 0.143 Denmark 0.864 0.955 0.091 Bangladesh 0.174 0.189 0.015:
Yemnen Arab Rep. 0.093 0.233 0.140 Sri Lanka 0.574 0.663 0.089 Myanmar 0.384 °0:390...-0.0086:
Gabon 0.370 0.503 0.133 Honduras 0.385 0472 . 0D.087 " Chad 0.083 0.088 0.005
Israel 0.806 0.938 0.132 Ireland 0.840 0.925 0.085 “Sierra Leone 0.060 0.065 0.005
Mexico - 0.675 0.805 0130 Pakistan 0,226 0311 0.085 Poland 0.829 0.831 0.002
lapan 0.853 0.983 0,130 Cameroon 0.228 0310 0.082 Burkina Faso 0.073. 0074 0001
Chile 0.736 0.864 0.128 Uruguay 0.799 0.881 0.082 Rwanda 0.185 0.186 0.001
USA 0.848 0.976 0.128 Haiti 0.200 0.275 0.075 Peru 0.595 0592 -0.003
Australia 0.849 0.972 0.123 Céte d'lvoire 0.212 0.286 0.074 Sudan 0.155 0152 =0,003
Canada - 0.860 0.982 0.122 Dominicar Rep. 0513 0.586 0.073 Angola 0147 0.143 - -0.004
Singapore 0.730 0.849 0.119 Guatemala 0416 0.489 0.073 Benin 0117 0113 -0.004
France 0:854 0.971 0.117 Ghana 0.246 0:311:::0.065 Zambia 0320 0314 -0.006
Kenya 10253 0369  0.116 Philippines 0542 0,603 . 0.061 Afghanistan 0083 0.066  -0.017
Finland 0.838 0.954 0.116 Senegal 0124 0.182 0.058 Papua Mew Guinea  0.342 0318 -0.024
Switzerland 0.863 0.978 0.115 Hungary 0.830 0.887 0.057 Guinea 0.074 0.045  -0.029
Austria 0.838 0.952 0.114 Migeria 0.189 0.246 0.057 Uganda 0241 0.194  -0.047
United Kingdom 0.850 0.964 0.114 Czechoslovakia 0.8386 0.892 0.056 Micaragua 0.549 1 0.500  -0.049
Lesotho 0.317 0:431 0.114 India 0.258 0.309 0.051 Mozambique 0.205 0.154  -0.051
\enezuela 0.714 0.824 0.110 Argentina 0.784 0.832 0.048 Jamaica 0797 0.736 . -0.061
Greece 0.793 0.902 0.109 Togo 0.170 0.218 0.048 Romania 0.798 0.709 .~ -0.089
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2. Human development index: a survey of recent reviews

The human development index (HDI) was first pub-
lished in Human Development Report 1990. It immediate-
ly attracted a lot of attention in the print and visual media.
It has also received academic scrutiny. Although the
process of critical review has been slow, sufficient mater-
fal now exists to enable us to review these criticisms and
assess their usefulness for future work. That is the pur-
pose of this note.

Lven before these reviews began to appear, the
process of revising and improving the HDI was already
under way, and the 1991 Report included a survey of im-
provements made. Some of the criticisms were thus al-
ready allowed for in the second version of the HDI,
sometimes even before the reviews of the 1990 Report
appeared, Nevertheless, the task of responding to and in-
corporating the criticisms remains as necessary as ever.
The HDI should be seen as evolving and improving
rather than as something cast in stone. It is also an exer-
cise in which as many of its users as possible should ac-
tively participate.

The HDLis an unweighted average of the relative dis-
tances measured in longevity, education and resources.
The proximate variables that measure these dimensions
are life expectancy, literacy and (since the 1991 Report)
mean years of schooling, and some modified measure of
income per capita purporting to measure the “utility” or
the welfare-generating capacity of income. The measure
of distance is the difference between the actual value of
the variable in a country (or a region or a subgroup—for
example, women) and a minimum value divided by the
range of the variable—that is, the difference between the
maximum and the minimum.

It should be made clear at the outset that the conceps
of human development is broader than the measure of hu-
man development. Thus, although the HDI is a con-
stantly evolving measure, it will never perfectly capture
human development.

What does the HDI measure?

Aquestion that immediately arises is: What does the HDI
measure? Is it a normative measure of a desirable stan-
dard of liwing or a measure of the level of living® Does it
measure quality of life ot, as the British newspaper The
Darly Mail said in its editorial on the 1992 Report, is it a
happiness index?

A distinction needs to be made between the concep-
tual basis of the HDI and the measurement. Because for
each dimension—longevity, educational attainment, ac-
cess to resources—a relative distance is calculated that
has a value between 0 and 1, it would seem that the HDI
represents a normative measure. An overall value of 1
should represent a sumnmit—bliss—if this were true,

This survey is a response to the many comments on the HDI
during the last three years. The survey draws beavily on a spe-
cial analysis prepared by Sudbir Anand and Amartya K. Sen
(1992) for the Human Development Report Office, which
will appear separately as an Occasional Paper of UNDP and
mafor contributions by Meghnad Desar.

But if human development is a process of expanding
choice, there can be no limit, no bliss point. The index is
best seen as a measure of people’s ability to live a long
and healthy life, to communicate and to participate in the
life of the community and to have sufficient resources to
obtain a decent living. It is a #nimal measure. For a
country that has achieved a high value of the HDI, the
question then arises about other dimensions in which
people can grow,

Iris good to be in a country or group that enjoys high
life expectancy, or to be literate and to have attended
school for a certain number of years, but that is not the
sum-total of human development. Similarly for income.
Income is a means to a better life, and a higher income
indicates less binding material constraints than a lower in-
come. Income indicates the possibilities open to a per-
son—but not the use the person makes of those
possibilities: “Tt is the lives that [human beings] lead that
is of intrinsic importance, not the commodities or income
that they possess” (Anand and Sen 1992).

The Humran Development Report made this aspect
clear in its original definition of human development;

Human development is a process of enlarging people’s choic-
es. In principle, these choices can be infinite and change over
tinze. But at all levels of development, the three essential ones
are for people to lead a long and healthy life, to acquire
knowledge and to have access to resources needed for a de-
cent standard of living. If these choices are not available,
niany other opportunities remarn inaccessible.

Thus, human development goes beyond the essential
choices that the HDI captures. As noted earlier, the con-
cept of human development is larger than the measure
contained in the index.

Much of the criticism and discussion of the index has
overlooked this crucial distinction. Thus, the HIDI has of-
ten been compared with the neoclassical concept of con-
sumer utility. In standard welfare economics, the lifetime
utility of consumption for an individual consumer is the
measure of that consumer’s welfare (Ferroni and Kanbur
1991). Under some simplifying assumptions, this can be
reduced to life expectancy times the logarithm of income.
Because this captures at least two of the three dimen-
sions, it is superficially similar to the HDI. But the neo-
classical exercise makes sense only on the assumptions
that an individual knows at birth the (constant) level of
lifetime income to expect and that, far from representing
the minimum, essential choice, the welfare measure cap-
tures the entire sum of human satisfaction. Income (or
consumption) is an essential ingredient in human devel-
opment, but it is not the sole end or even a principal mea-
sure of that process.

Human development and the HDI have also been
compared with other measures. Principal among these is
the basic needs approach proposed by the TLO as a mea-
sure of the adequacy of a development process (ILO
1976, referred to by Pyatt 1991b and Smith 1992). These
basic needs are health, education, food, water supply; san-
itation and housing (Hicks and Streeten 1979). Again,
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there is overlap with the HDL The HDI moves away from
a commodities-based approach though at the same time
it constructs a scalar measure, What is more, human de-
velopment goes beyond basic needs, as the 1990 Report
made clear when it said the basic needs approach “fo-
cuses on the provision of goods and services rather than
the issue of human choices.”

The extensive literature on social indicators of devel-
opment has attempted similar exercises to capture devel-
opment. Three approaches frequently contrasted are (1)
the use of a monetary measure—income, (2) objective so-
cial indicators and (3) subjective social indicators (Baster
1985 and Smith 1992). There is overlap between the
HDI and the first two of the three approaches. A prob-
lem with the objective social indicators approach has al-
ways been how to weight them. This has also been
frequently the issue in the debate about the TIDL

The guestions to address here are:

1. Why only three dimensions? Are these too many or
too few?

2. Are the variables (indicators) chosen to measure the
diménsions adequate? And for cach dimension, are the
associated variables too many or too few?

3. Are the measures subject to measurement errors, and,
if so, do such errors invalidate the resulis? A subsidiary
question is how up to date are the data used to construct
the index.

4. Is the choice of the minimum and the maximum jus-
tifiable, or is it arbitrary? In any case, how robust is the
measure to alternative maximum and minimum values?

5. Why choose equal weights? How sensitive is the mea-
sure to other weighting schemes?

The choice of dimensions

The three dimensions of the HDI relate to one or many
capabilities that they are expected to capture. Thus,
longevity captures the capability of leading a long and
healthy life. Educational attatnment captures the capabil-
ity of acquiring knowledge, communicating and partici-
pating in the life of the community. Aecess to resources
needed for a decent standard of living captures the capa-
bility of leading a healthy life, guaranteeing physical and
social mobility, communicating and participating in the
life of the community {including consumption).

An important omission [requently pointed out by erit-
ics is the dimension of freedom. Dasgupta has criticized
the HDI for neglecting human rights: “As a measure of
human development, it is quite incomplete; it is oblivious
of what is commonplace to call human rights” (Dasgupta
1990; also Pyatt 1991b).

The 1991 Report made an effort to remedy this omis-
sion by constructing a human freedom index (HFI) based
on the work of Charles Humana (1986). But a decision
was made to keep the HDI separate from the HFL As the
1991 Report argued, in addition to the lack of data on po-
litical freedom, there was another difficulty:

A second difficulty is political volatility, The buman devel-
opmient index is based on relatively stable indicators, which
don't change dramatically from vear to year. Political free-
dons, by contrast, can appear or vanish abrupily. A military
coup, for example, would cause a sudden drop in the index,
even though many aspects of life might remain unchanged.
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Human Development Report 1992 continued to con-
sider political freedom separately, emphasizing an ade-
quate methodology for constructing an index of political
freedom or of human rights performance. This task is
clearly essential but incomplete even at this stage. It
would be premature to rush to include inadequate mea-
sures of political freedom in a development index.
Further work is needed, preferably by academics who can
look at this question in an environment free from inter-
national political pressures.

Adifferent line of criticism has been that there are too
many dimensions, that there is redundancy in the HDL
But this criticism relates to the variables used to measure
the dimensions and the empirical correlations among
them. This has to be considered next.

The choice of indicators

For longevity, life expectancy at birth has been chosen as
the variable. This measure has been widely accepted as
an indicator of development. But it has been suggested
that infant mortality, life expectancy at one year, or
under-five mortality would be desirable alternatives or
complements to life expectancy. Pyatt (199 1a) has argued
that life expectancy is explained by income and infant
mortality. If income is included in the HDI, infant mor-
tality gives the extra information,

But although infant mortality and associated mea-
sures of mortality at a young age arc good indicators of
the quality of public health in developing countries, these
variables fail to discriminate among the industrial coun-
tries. And the variable for life expectancy shows less dif-
ference between the group of industrial countries and the
rest than the variable for infant mortality or under-five
mortality. As a universal index, the HDI needs variables
that discriminate among countries. Among the industrial
countries as a group, maternal mortality is a better mea-
sure for this purpose.

Life expectancy at birth is an average for an entire
group (nation, region, ethnic group), however, not the
characteristic property of an individual, as income can be.
In principle, for each person of a specific age, depending
on the person’s other characteristics (class, region of res-
idence, race), a conditional expectation of remaining life-
time can be calculated. Such a variable potential lifetime
{PLT) has been proposed as an alternative to life ex-
pectancy (Desai 1989). Although the PLT is a useful dis-
aggregation, it is not suitable for comparisons between
countries, however. The PLT computed for entire popu-
lations favours countries with growing populations and
moderate life expectancy over those with static popula-
tions and high life expectancy. In a sense, the PLT as a
measure for comparisons among countries has a “natal-
ist” bias.

Life expectancy at birth has the further advantage
that its true variance across individuals within a country
is likely to be much smaller than that of income. Thus, as
an indicator of the level of development, a group average
for life expectancy is less misleading than one for income.
A problem that remains, however, is that life expectancy
is a quantitative measure, The quality of life is an issue
that invites more attention than it has yet received.

For educational achievement, there are two indica-
tors—the adult literacy rate and the mean years of school-
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ing for individuals over 25 years of age. The 1990 Report
used only the adult literacy rate, but this variable failed to
discriminate among industrial countries, which often fail
to report this statistic to UNESCO. It was (or this reason
that mean years of schooling was added to adult literacy.

There have been two strands of criticism of this
choice. First, it has been argued that literacy is difficult ta
measure and that it takes different amounts of effort to
achieve in different languages. Thus, a Chinese or a
Japanese person has to put in much more effort to ac-
quire literacy than a person whose language script is not
ideographic (Lind 1991). But the definition of literacy is
country-specific, and each culture appreciates the effort
expended to acquire literacy. The relative difficulty of
achieving literacy in different cultures would matter only
if a universal definition were applied. Second, functional
literacy is often much lower than recorded literacy, espe-
cially in industrial countries, which often claim an impos-
sibly high 99% rate. As literacy is no longer the sole
indicator of educational achievement, there is some cor-
rection to these biases, but a better definition of literacy
would clearly be helpful. This is once again a question of
the quality of the variable we are measuring, which is not
captured by a simple quantitative measure,

One critic has urged that vocational education, on-
the-job training and non-traditional modes of acquiring
education be incorporated into the HDI (Niibler 1992a
and 1992b). But it would be difficult to acquire reliable
data across countries, and some of these variables relate
more to human capital formation—and thus to income
generation—than to the essential choices captured by the
HDIL

Both life expectancy and educational attainment are
stock variables; they change slowly. One strand of criti-
cism says that school enrolment or university enrolment
figures would capture recent educational advance better
than the variables now used. In many developing coun-
tries, a substantial portion of the growing population is
under 18, and often the majority is under 25. Measures
that relate to adults or those over 25 cannot capture the
flow of educational attainment being achieved (Smith
1992}, This again is an argument for using a different in-
dicator for the developing economies than that used for
the industrial countries. This would make sense if the
HDI'were to be further developed for specific subgroups,
but it is less plausible for a universal ITDI (see below).

It is the third variable—income—that invites the
most discussion, It is also the variable that has been sub-
jected to revised treatment over the three Reports. The
indicator used is real per capita GDP in purchasing pow-
er parity (PPP) dollars. Thus, there is already an adjust-
ment for such factors as the degree of openness of an
economy, the relative sizes of tradable and non-tradable
sectors, and possible overvaluation of exchange rates. For
income, the maximum difference is berween per capita
income as a group average and individual or household
income as an indicator of access to resources. Income is
notoriously unequally distributed but is nevertheless a
misleading indicator of differences in well-being between
prople and households.

The many reservations concerning income as a mea-
sure of well-being have been trenchantly expressed by
Anand and Sen (1992):

Income, commodities (“basic” or otherwise), and wealth do
of course have instrumental importance but they do not con-
stitute a divect measure of the living standard itself A person’s
income level, for example, does not reveal what expectation
of life the person bas, whether be or she is presently healthy
(or suffering fromt a disease), is disabled and incapable of
moving about freely, ete. Even for those features of the living
standard where the instrumental significance of private in-
come is likely 1o be greater, such as adequale nutrition, there
IS enormous varigtion in converting income info achieved
well-being. People’s metabolic rates vary, as do their activity
levels and the climatic conditions in which they live. People
living in nrountainous areas need more energy from food and
fuel because they lose miore energy in the colder ambient tem-
perature. A handicapped person with a physical disability
needs more income to achieve the same degree of mobility
than a normal person does, The same i true of elderly and in-
firmz peaple,

To some exient, one can adjust private bousebold inconses
Jor differences in certain very specific and limited needs. For
example, a child needs less food to achieve the same level of
nutrition as an adult. A large housebold needs more income
than a small bousehold to achieve the same level of con-
sumption of goods and services, though not guite in propor-
tion to the number of its members because of “economies of
scale” in such consumption. A bousehold living in a bigh-
price region needs niove income to purchase the same food and
other conmmodities than one living in a low-price area. For
these differences in needs, and only these, we can adjust
bousebold income to take them into account. We do this
through so-called “equivalence scales” which correct house-
bold income for the size and age-sex composition of its mews-
bers. And we wse price indices to correct for regional and
temporal price differences. But it is simply not possible,
through income, to account for individual differences in mor-
bidity, mortality or disability—and these features would
seent to deserve priority in any assessment of the living stan-
dard. There are also other, non-private, econonsic goods and
services which cannot be captured adequately through house-
hold incomes. These are the standard public or publicly-
provided goods—ihe environment, infrastructure (such as
roads), electricity, transport and communication facilities,
epidemiological protection, etc. Thus private incomes fail to
capture even sorie very basic instrimental features of the stan-
dard of living in developing countries.

In incorporating income in the HDI, two major vari-
ants were tried. First, in the 1990 Report, the logarithm
of income was used rather than the actual value. Secand,
the poverty level of 17 industrial countries was averaged
and converted to real PPP dollars. The logarithm of this
poverty-level income was taken as a cut-off point. If a
country had per capita income above this level, it was giv-
en no extra weight. The first of these two adjustments in-
corporated the principle of diminishing margi nal utility,
and the second was designed to emphasize the interest of
the Humsan Developmient Report in poverty alleviation,

In general, the logatithmic transformation, though
admitted as “analytically appropriate”, was still thought
to be “necessarily arbitrary”. When combined with a
poverty “cap”, it was thought that “this implicitly provides
greater weight to literacy and longevity than to” income.
The treating of income differently than the other two vari-
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ables was questioned also on the ground that “there is
plausibly diminishing marginal utility to health and edu-
cational expenditure as well” (Kelley 1991).

The poverty cap by itself makes little difference, how-
ever, and removing it can be shown to have little effect on
relative ranking among the rich countries. Kelley took a
much higher value ($12,952, the average real per capita
GDP of industrial countries) than the poverty level used
in the 1990 Report ($4,861). He concluded that “the
HDI does not appear to be particularly sensitive to the
poverty line cut-off, a disquicting finding. It is difficult to
believe that such a large increase in income per capi-
ta...would have only a small impact on ‘enlarging peo-
ple's choices™ (Kelley 1991),

This conclusion was reached independently in the
1991 Report, which explored a number of alternative
treatments. The crucial transformation was to use the log-
arithm of income rather than the poverty cap. This trans-
formation, though somewhat arbitrary, commands much
support (McGillivray 1991 and McGillivray and White
1992a and 1992b).

In the 1991 and 1992 Reports, a different approach
was tried. First, the logarithmic transformation was
dropped. A modified way of allowing for diminishing
marginal utility was introduced. Income up to the pover-
ty level was not discounted at all; dollar for dollar, it was
assumed to enhance well-being and to extend choice,
Above the poverty level, a progressively severe correction
for diminishing marginal utility was introduced through
the use of a modified version of Atkinson's formula.
Thus, for per capita income between the poverty level
and twice the poverty level, the Atkinson parameter (the
elasticity of marginal utility of income with respect to in-
come) was taken to be one-half; for per capita income be-
tween two and three times the poverty level, the clasticity
was taken to be two-thirds, and so on.

The logarithmic transformation over the entire range
of income incorporates an clasticity of 1. A poverty cap
imposes an infinite clasticity. The formula used in the
1991 Report and subsequently starts with zero elasticity
below the poverty level and then gradually increases it.
Thus, the capacity of income to produce diminishing
marginal utility is taken to be progressive.

This modification has come in for some criticism. It
is more complicated than a simple logarithmic transfor-
mation hecause it is a variable elasticity function rather
than a constant elasticity one. But its functional form gen-
erates an anomaly at the boundary points. An extra dol-
lar has a much higher marginal utility just above a multiple
of the poverty level than just below it. Thus, above twice
the poverty level, a dollar has a marginal utility of two.
This “spike” is hardly visible in the final result but it is an
anomaly {Trabold-Niibler 1991).

The main criticism has been that the transformation
reduces the weight of extra income above poverty just as
severely as the logarithmic transformation. Thus, be-
tween the United States and Brazil, the absolute differ-
ence in income was $15,230, but after adjustment the
difference was 5450 (Trabaold-Nibler 1991).

Treating income above and below the poverty level
differently is defensible. Our measure is per capita in-
come, which is a group average rather than personal in-
come. If we consider the poverty level the minimal cost
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of providing for the essential choices, it is difficult to ar-
gue that extra income within that range is somehow less
effective in increasing well-being. Indeed, it can be ar-
gued that, until a minimum level of income is reached, it
is inappropriate to speak of utility in the sense of posi-
tive satisfaction derived from income or consumption.
In economic theory, the Linear Expenditure System pro-
vides us with an example of a udlity function that has
exactly this property. There is no utility calculable until
a minimum level of consumption is achieved with re-
spect to each good in a set of goods. It is only extra con-
sumption—above subsistence—that vields utilsty (Desai
1990).

That said, the issue is still under scrutiny, and later in
this technical note alternatives are offered. A logarithmic
transformation of income remains a strong challenge to
the current approach.

On income, the suggestion has been not that it be re-
placed (except perhaps by consumption) or supplement-
ed, but that it be retained as the sole variable. It has been
argued that, concep‘ruall_\j, income covers the other two
variables and that, empirically, these variables are so high-
Iy correlated that the other two variables are redundant.

With regard to the conceptual issue—whether
income captures or encompasses the other two vari-
ables the Human Development Report’s approach is
unambiguously and strongly in disagreement. The impor-
tant question concerns the lives that people lead—what
they succeed in being or doing rather than the goods they
consume. The questions of interest are succinctly put by
Anand and Sen (1992):

Do they have the capability lo live long? Can they avoid mor-
tality during infancy and childbood? Can they escape pre-
ventable morbidity? Do they avoid illiteracy? Are they free
from bunger and undernourishrent? Do they enfoy personal
liberty and freedom?

These are the basic features of well-being which devive
froms looking at people as the center of all development ac-
tivity. Enbancing their capabilities to function in these ele-
PRERTArY WAYS IS what lies at the core of burzan Jwefopmeni.
The achievements of people—be it in terms of long life or
Sunctional literacy—are valued as ends in themselves. This
should be contrasted with more mainstream econonric ap-
proaches which discuss buman tesource development. Here
the focus is on huwan beings as a resource—an inpul into pro-
duction activities. The development of human resources is
seen i terms of their contribution to income generation—as
an investment, like any other, in enbancing the productive po-
tential.

Whereas the human development approach values capa-
bilities related to, say, bealth, nutrition, and basic education
as ends in themselves—and income as only a wmeans to achieve
these—buman resource development (like “human capital”
nvestment) is based on precisely the apposite valuation. This
approach assesses investment i buman capital—including
bealth, nutrition, and education —entirely in terms of the ex-
tra income or output the investment generates, judging it to
be warthwhile xfrf:le rate ojr return exceeds the ra;oimz cost. By
contrast, proponents of the human development approach
would argue for the enbancement of peaple’s ability to read
and write, or to be well-nourished and bealthy, even if the
conventionally measured economic return to tnvestnient tn
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literacy, or improved food intake and health care, were zero
(though, of course, they are typically quite high anyiway ).

The empirical issue of redundancy is best tackled in
terms of the weights assigned to the different variables,
because redundancy implies that the weights should be
unequal-—one for income, zero for the other two,

Measurement errors

A major problem with economic statistics at national and
international levels is their accuracy. Very often, official
statistics are estimates or projections based on past data.
They frequently contain conceptual definitions that are
inappropriate or not comparable with other countries’
data, and errors due to faulty or inadequate sampling and
to crrors in recording and transmission. And the data are
often not up to date, (Srinivasan 1992 offers a compre-
hensive overview of these problems.)

It has been pointed out that life expectancy data con-
vey a sputious accuracy. These data should ideally be
based on decennial censuses and then revised in the light
of annual birth and death registrations. But seven of 180
developing countries have still not conducted a popular
census, and for 22 others the most recent census dates to
before 1975, For as many as 57 of 117 developing coun-
tries, reliable data on life expectancy are not vet available
(Srinivasan 1992, citing Chamie 1992).

Data on literacy also depend on decennial censuses
and are reported by countries to UNESCO. There may
also be at least three widely accepted alternative defini-
tions of literacy that UNESCO must try to reconcile in
producing measures of literacy.

The measurement of income has a well-documented
history of conceptual and statistical problems. For coun-
tries with substantial subsistence farming, there are for-
midable problems in estimating income. In many
countries, industrial and developing, there is the problem
of estimating informal sector and “black” income, In the
transitional economies of Eastern Europe, the prices of
many commuodities have stabilized at levels that could be
considered as reflecting relative scarcities, and pretransi-
tion prices have been exposed as misleading signals. This
has led to drastic revisions in the estimared levels of in-
come in pretransition years as well as to problems in gaug-
ing the challenges in maintaining incomes and living
standards during the transition.

These problems are not easily overcome, but they
need to be acknowledged more comprehensively, 1deally,
all values should be interval estimates rather than point
estimates, But while this remains a distant prospect, there
is clearly a need for caution in taking FDI values (or any
similar estimates) as firm guides in decision-making. At
the same time, more resources can profitably be used in
improving statistics.

On the issue of the robustness of HDI to measure-
ment errors, McGillivray and White have tested the sen-
sitivity of the HDI rankings to measurement errors in the
underlying data. They considered two possibilities: first,
that each variable was measured with an error of between
~5% and +5%, and, second, that the errors lay berween
—10% and +10%. They generated random errars within
this range and then added them to variables for different
countries and calculated simulated HDIs. They found that

for the vast majority of countries, changes in ranking are rel-
atively minor. . If we calculate rank corvelation coefficients
between the 1IDI and its observed counterpart based on a
measurentent error within the range of —3 and +3 percent,
we find coefficients of 0.996 and 0.995 & 1990 and 1991 re-
spectively, Given the closeness of these coefficients to 1, we
draw the conclusion that the HDI is extremely robust fo

measurement error within this range.

When they tried errors between —10% and + 10%, the
resulting correlation between the “true” and the simulat-
ed HDI was 0,993 for 1990 and 0.990 for 1991. Even
when they tried a different range of errors for the poor
and the rich countries, the conclusions were not altered.
But none of this should detract from the need to improve
the quality of the statistics.

Choice of minimum and maximum values

Each dimension of the HDI is measured by one or more
variables and then reduced to a measure of relative dis-
tance. This distance measure is taken as the actual value
mihus the minimum value relative to the range—that is,
maximum less minimum. Thus, for a dimension 7 for a
country f

X.":' - T‘I‘l'll'J. X.’n
&

¥ max X, — min X
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where 7 and £ are indexes for country. Then the overall in-

dex is

1
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In every Human Development Report, the maximum
and the minimum for life expectancy have been defined
by the sample, Thus, the actual maximum and minimum
for all countries in any year enter the calculation of H,,
labelling life expectancy as 7.

11 the maximum and minimum values were to change
over time, this might lead to an anomaly in which a coun-
try’s actual life expectancy could go up while its score
goes dovwn. This may happen because the minimum has
gone up or the range has widened over time, or both.
Thus, “moving the goalposts” makes comparing the HDI
over time more difficult,

The 1991 Report considered trends in human devel-
opment for the first time. For this purpose a modified
HDI was introduced in which the maximum and mini-
mum were defined not separately for each year but for
the entire period 1960-90. Although this was good for
cach period, it fails to deal with the problem over time,
because in the future—say, for 1960-95—the maximum
and minimum values could move again.

TECHNchLNOTEfABLEz.} SR

Maximum and minimum values
1990 1891 1992
Max Min - Max Min - Max Min

Life expectancy 78 42 786 42 786 42

Literacy 0992 99:13.3 99 18.2
-Mean years " RS
of schooling e e A R s S
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Before considering the alternative of normatively
fixed maximum and minimum values, it may be of inter-
est to examine the extent of the shift over time. As tech-
nical note table 2.1 shows, the movements in life
expectancy are very slight. Indeed, the improvement
from 78 to 78.6 can be thought of as the correction of a
rounding error. Only the minimum value for literacy
shows a sudden jump, from 12 to 13.3 to 18.2. This con-
tinues the earlier discussion about the difficulty of mea-
suring literacy. One cannot of course discount the
possibility that once it is known that literacy rates enter
the HDI, their measurement may become subject to pol-
icy manipulation (a problem known in macroeconomics
as “Goodhart’s law”). The problem of fixing normative
constant maximum and minimum values has been dis-
cussed by Anand and Sen (1992):

Granted that the “goalposts” need to be fixed if the HDI is to
be comparable over time, we need to ask bow the goalposts
should be determined. 1t will not be enough to fix the range
of values for each X by simply looking at the mintmum and
maxinum levels achieved retrospectively, say in the period
from 1960 to 1990. We also need to look prospectively at
the projections for each X and ensure that individual country
levels will remain inside the range forecast in the future, in
other words, over the entire period—backward and for-
ward—during which intertenaporal consparisons are required
to be undertaken.

Inn the main this affects the range for the longevity vari-
able. Looking back in time to a point when sufficient data
were available for intercountry comparisons (e.g. the year
1960), the mininum level of life expectancy at birth achieved
was about 33 years. For comparisons in the future going as far
as 2050, national [ife expectancy at birth has been projected
to reach 83 years for some countries. Thus keeping to the ba-
six definition of HDI, we could chaose as our fixed endpoints
for X a niinimum value of 35 years and a maxinum value of
85 years. This range encompasses the lower and upper bound
of life expectancy estimates over which both crass-country
and intertemporal comparisons of HDI are envisaged.

As far av the literacy variable is concerned we may
chaose the natural range of 0 to 100 percent. Although the
lower end of the range is at the present time unlikely to be
expertenced at a national level, there are divaggregations we
are proposing for which literacy rates even today fall below
10 percent (e.g. the female adult literacy rate in Burkina
Faso or Somalia). Moreover, if intertemporal comparisons
were o start back from 1960, we would indeed be ap-
proaching the lower end of the 0 to 100 percent range in some
cases. Hence, we take 0 to 100 percent as the nin-max in-
terval for adult literacy.

The final component of HDI is the logarithm of per capi-
ta GDP in 1987 PPP doflars truncated at the average offictal
poverty line income in nine developed countries. The loga-
rithmic transform of tncome is taken in order to reflect di-
ninishing returns to transforming income into buwman
capabilities. The cetling on incomre at the poverty line is im-
posed because of the particular relevance of poverty removal
in human development (Desai 1991:355). The upper bound
uf the max-min range for the income variable is kept constant
over time at the logarithm of PPP$4,861 in 1987 prices. The
lower bound for the variable again poses a slight difficulty:
we chovse a value of 0 to reflect negligible bunan develop-
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wient beyond the minimal levels of life expectancy and liter-
acy achieved tn the past in some countries.

Weights

The equal weighting afforded to the three variables has
led to much debate. In an ideal wotld, the “meta pro-
duction function” of human development would be spec-
ified, and the contribution of each variable to human
development would be its weight. Objecting to equal
weights, Allen Kelley (1991) wrote:

The greatest problen occurs with the relatively low weight
accorded to GDP/N (per capita real income) in moderate to
high income countries since the variable measured by this par-
ticular indicator (income) can be used to acquire andfor pro-
duce either of the other two tndicators (improved bealth or
education). Possibly a weight roughly reflecting the acquisi-
tion/production-transformation would bave been appropriate
under the premise that in some countries individuals may
well have elected to use their income to expand choices in
ways that do not result in, say, improved education or bealth.
Indeed, it might be argued that the capacity to choose antong
many dimensions of buman development accorded by in-
creased tncome in particular merits giving a relatively higher
weight to this indicator.

Of course, in the long run, causality can run from ed-
ucation and health to income as well as the other way
around. Because higher per capita real income can lead
to better provision of public goods as well as higher con-
sumption, it is misleading to think of income simply in
terms of personal choice.

Lacking a meta production function, investigators
have explored the pattern of correlation among variables,
One approach has been to carry out a principal compo-
nent analysis (PCA) on the data (Tatlidil 1992). There is,
of course, a high degree of simple correlation among the
variables. For the three variables—life expectancy, edu-
cational attainment and (adjusted) income—and the da-
ta from the 1992 Report, the pattern of correlation was
as in technical note table 2.2, But the PCA shows that the
principal cigenvalue explains 88% of total variance in the
data, obviously a very high measure of commonality in the
data (technical note table 2.3).

TECHNICAL NOTE TABLE 2.2
" Correlation matrix of variables
i Educa-
Life . Adjusted  tional
expectancy  GDP ' aftainment

Life expectancy 1000
Adjusted income 09,848 1,000 i
Educational attainment. 0.871 0.729 1,000

TECHNICAL NOTE TABLE 2.3 T
Principal component analysis results

Elgenvalues 2633 0.272 - 0095

Explained variance 87.769 ..9.080 - 3:151
Component foadings

Life expectancy 0.969 . 0.030 ~0.246
Adjusted income 0,916 -0.386 0113

Educational attainment 0,925 D350 0.146 "
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But it is interesting to see that the eigenvector cor-
responding to the leading eigenvalue puts virtually equal
weight on the three variables—life expectancy (0.969),
adjusted income (0.916) and educational attainment
(0.925). The second and third eigenvalues, which ex-
plain relatively less (9% and 3%), have radically different
eigenvectors, including some negative ones. Thus, al-
though an HDI based on the eigenvalues of the princi-
pal eigenvector would give results identical to those of
the present HDI, one based on the second eigenvalue
would give a negative weight to income (—0.386) rough-
ly equal to the positive weight attached to life expectan-
cy. An HDI based on these weights would yield a very
different interpretation. Because of the low explanatory
power of such an HDL, it would be unwise to put more
faith in it.

Thus, the PCA confirms the equal weights but also
points to the high degree of correlation. There is no pre-
sumption about causality in the PCA. Thus, it does not
advocate omitting or downgrading a variable. In another
exercise, McGillivray and White correlated a combina-
tion of two of the three variables with the third. But rather
than the actual values of the variables, they used the
ranks. This weakens their point, but they did find high
correlations for both the 1990 and the 1991 HDI for all
countries as well as for developing countries and indus-
trial countries. When they carried out the same exercise
for high, medium and low levels of human development,
they found a much lower correlation. Such a change in
correlation would not occur if the actual values of the
original variables had been used, but it does with the
ranks because the ranks are shuffled differently in classi-
fying countries by levels of HDI.

Because of the symmetry of the three variables and
the lack of causality ordering, it is difficult to decide
which of the three variables dominates; McGillivray and
White prefer income over the others. The results of the
PCA, which advocates equal weight on the same data-
base, seem persuasive.

But the equal weights are partly misleading. Because
each variable is relative to its range and the ranges are very
different, the actual effective weights are also very differ-
ent. This can be seen by asking the following question:

How much does a country’s HDI change for a unit
change in an indicator?

The ranges—that is, the difference between the max-
imum and minimum—were 36.6 (=78.6 — 42) years for
life expectancy, 80.8 (=99 — 18.2) percentage points for
literacy, 12.2 (=12.3 - 0.1) years for mean years of school-
ing and $5,074 dollars for adjusted income for 1992.
Thus, a one-year improvement in life expectancy, a one-
percentage-point increase in adult literacy, a one-year im-
provement in mean years of schooling and a $1 increase
in per capita income would represent the following
changes in the HDI:

Ome unit change in Change in HDI
Life expectancy 1/108
Literacy 1/365
Mean vears of schooling 1/108
Income 1/15,222

It would be tempting to interpret the relative coefficients
as trade-offs, but a note of caution should be introduced.
Superficially, it would be easy to say that one extra year of
life expectancy is “worth” $150 of income, but these are
not choices open to an optimizing economic agent. Take
a poor country with per capita income as high as $1,500
(only 17 of the 65 countries with low human development
in 1992 had income this high). An extra year of life ex-
pectancy (above a median value of about 50 years) would
be the same as 10% growth in real per capita income.
Neither of these two outcomes is likely in the short run,
nor are they independent of each other in the real world.
Thus, it would be wrong to interpret the coefficients as
reflecting a “menu of policy choices”.

The real importance of the calculations is to show
that what are frequently seen as equal weights (and were
even reflected in the principal component analysis) miss
the unequal ranges of the variables. In the 1990 Report,
the actual effective weight of income, after the log trans-
formation and the capping at the poverty level, was vari-
able at different levels of income. Thus, an increase in
income from $400 to $450 improved the logarithmic val-
ue by 0.06 relative to the range of 3.68—by 1/60—and
hence the actual effective weight was 1/180. At $2,000,
.an increase of $250 would be required to get the same
effect. Above the poverty cap no amount of improve-
ment was sufficient. Even in the context of the present
transformation of income, an extra dollar of per capita
income is not the same above as below the poverty line.
The higher the income, the steeper the trade-off is in ac-
mﬂl dD]lﬂrS,

There is another reason to be cautious in treating the
ratios of actual effective weights as trade-offs: the HDI is
not a cardinal index to be maximized, but an ordinal mea-
sure for relative ranking among countries. This is well ex-
pressed by Anand and Sen (1992):

Some commentators on the Human Development Report
1990 have been disconcerted by this normalization of each
component H, of the aggregate index H,. They point out, for
example, that an improvement in the achicvement of the
lowest-achieving country in the sample would decrease the
HDI for country j, and this is not the sort of externalities that
one wants in an index. But the buman development index in
the 1990 (and subsequent) Reports was constructed express-
Iy as a measure of relative performance across countries at a
point in time. No spectal significance is attached to the ab-
solute value of the index, the entire analysis being conducted
it terms of the ranking of countries relative to one another,
Thus although a bigher value of min {X,} or of max {X,}
would indeed decrease for Hij for country |, it would also do
so for all other countries | too, and in proportion to the gap
(H, - H,) between countries j and | This, of course, bas the
effect—given the basic information—of leaving the relative
ranking of countries unchanged.

As defined, the buman development index H for country
j i5 invariant to positive affine transformations of the under-
lying variables X, i = 1,2,3. Thus if one were to substitute
foreachi =1, 2, 3, Z=a X + b where a, > 0, the ab-
solute value of each Hy, and therefore also of H, would re-
main the same. In particular, if one changed the units of
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measurement of X, by either scale changes (a, > 0) or level
changes (b,# 0), the indices H,and H, wordd have the same

numerical values as before.

Disaggregation of the HDI
In previous Human Development Reports, there has been
an attempt to disaggregate the HDI for women and men.
In a way, this disaggregation preserves the universality of
the HDI while allowing for disaggregation. Gender is, af-
ter all, a univeral classifier. But other such classifiers can
also be used. Thus, disaggregation by urban versus rural
residence, by ethnicity, or by region or continent is possi-
ble. In Human Development Report 1993, a disaggregation
by ethnic groups has been carried out for a small number
of countries.

Disaggregation by gender raises some interesting is-
sues. Anand and Sen (1992) discuss this in detail, and
their analysis bears quoting in full:

.. .there is considerable evidence of anti female bias in some
countries in the world. This takes the form of unequal treat-
ment i access to food, bealth care, education, employment
and income-earning opportunities—and is reflected in differ-
ent achievements of women relative to men. Gender bias ex-
ists both within the bousebold and outside the housebold, for
example, in the labour market or the provision of public
health services. We should like to use the HDI to illuminate
gender disparities that result from such unequal treatment.

Unlike conventional measures of development, such as
those based on income or the possession of commodities, the
HDI is particularly well-suited to examining gender in-
equalities. The reason is that the informational requirements
of resource-use measures such as income—especially when es-
timation of thetr allocation within the housebold &5 in-
volved —make them very problematic in shedding light on
inter-individual differences. By contrast, the conseguences of
female disadvantage and gender bias, both intra- and extra-
housebold, will be reflected in the achievements of the indi-
viduals concerned in terms of their life expectancy, literacy,
survtval chances, and so on. Data on these achievements are
colllected not at the household level through bousebold in-
come and expenditure surveys, but at the individual level
through demographic surveys and population censuses. There
is, thus, a strong practical reason—in addition to concern for
what is intrinsically important—in adopting the HDI to ex-
amine gender and other inter-individual disparities.

In considering the disaggregation of HDI by gender, we
must take note. . .of the higher potential life expectancy of fe-
males vis-a-vis males. The separate goalposts of life expectan-
cy for females and males are taken to be 37.5 and 87.5 years
for women, and 32.5 and 82.5 years for men. Thus the life
expectancy range is 50 years for both women and men; this
smplies that a unit increase in longevity for either sex (over
time) will contribute the same increment to the overall
HDI...

The range for adudt literacy is the same for fermales and
males, as is that for the logarithm of per capita GDP trun-
cated at the poverty line income. While separate adult liter
acy figures are in general available by gender, sex-specific
estimates of income-use are difficull, if not impossible, to es-
tablish with any accuracy even for the advanced industrial
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countries (for the reasons mentioned earlier). Thus if F and
M refer to females and males, respectively, the female and
male HDIs for country j are given by

' {x (F)-375, %,(F), X, m}

H,(F) = 3 50 100 3.687

and

X, (M)-325 X, (M) X, (M)
H, (M) = E[ 50 0 T es7 }

HDI: universal or specialized

A constant concern in constructing the HDI has been to
preserve its universality—to retain a single index for both
the rich and the poor countries. This makes clear that hu-
man development is not a concern solely for poor coun-
tries. In the 1990 Report, the deformations caused in rich
societies by a number of adverse developments—drug
addiction, crime, family breakup—were remarked upon.

There has also been a search for variables that will
help discriminate among rich countries that might other-
wise all cluster near the top of the HDI ranking, Thus,
mean years of schooling was introduced to allow fine dis-
tinction at the top. A similar motivation was behind the
decision to remove the zero weight to income above the
poverty line in the 1991 Report.

But if the HDI is taken to be a measure of the mini-
mum necessary—of the essential choices—there is obvi-
ously scope for human development beyond the top value
for the HDI. And at lower levels of human development,
there may be a need to emphasize indicators that can be
ignored at higher levels. The universality of the HDI
would then be an obstacle to constructing subindices for
special groups of countries.

One set of suggestions in this respect has been made
by Anand and Sen. They propose using the distinction
currently made among high, medium and low levels of de-
velopment. Then, for each group they propose a specific
group of indicators. Thus, for the low level, they would
drop mean years of schooling and revert to the 1990
Report’s definition of the HDL For the medium level,
they propose adding under-five mortality to life ex-
pectancy, secnnclary school enrolment to ﬁl.cracy and in-
cidence of poverty to log of per capita income. For the
high level, they propose further adding maternal mortal-
ity, tertiary enrolment and Gini-corrected mean national
income; these suggestions are summarized in technical
note table 2.4. Anand and Sen do not discuss the ques-
tion of the weights to be assigned to these indices in each
use, however.

Suggestions for future improvements

This survey of the many critical papers written on the
HDI shows that in many instances the criticisms have
been implemented, and in some cases (for example, the
treatment of income) there is scope for further change.
No change has been incorporated in the 1993 Report, in
part to avoid inconvenience caused to the users of the
HDI by frequent revisions. But it is also the intention of
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the Human Development Report team to invite sugges-
tions from readers about the future course of the HDL
Following are possible improvements that have been
discussed:
*  Keeping the maximum and minimum normatively
fixed rather than variable. Thus, for longevity, the maxi-
mum would be 85 years and the minimum 33 years. With
an adjustment for gender to construct separate indices for
women and men, the maximum would be 87.5 vears for
women and 82.5 for men; the minimum would be simi-
larly adjusted. For literacy, the limits would be 100 and 0
and for mean years of schooling, 15 and 0. For income,
the upper limit can be taken to be $35,000 in real income

TECHNICAL NOTE TABLE 2.4

Suggestions for special human development indices for specific groups of countries

Human. . i

development level Low Medium High
Human 1.1 Life expectancy 1.1 Life expectancy : 1.1 Life expectancy
development 1.2 Under-five 1.2 Under-five
indicators martality mortality

2.1 Adult literacy

3.1 Log per capita
GDP (up to
international
poverty line)

1.3 Maternal mortality -

2.1 Adult literacy
2.2 Secondary school
anrolment

2.1 Adult literacy

2.2 Secondary schoal
enrolment

2.3 Tertiary enrolment

3.1 Log per capita 3.1 Log per capita GDP.

GDP{up to (up to international
international poverty line)
poverty line) 3.2 Incidence of poverty
3.2 Incidence of 3.3 Gini-corrected mean
- poverty national income:

Source: Anand and Sen 1982,
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inclusion.

It is hoped that some of the suggestions will be com-
mented upon by our readers and by those who use the
HDI-whether in academia, in policy-making circles or
in the private sector. The participatory mode is desirable
not only for the process of human development but for
its measurement as well.
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