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I_I 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 pro
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. 0 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,
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frank and candid analysis of the issues.
They do not necessarily reflect the views of
UNDp, its Governing Councilor 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 confidenl thal this year's Reporl

will again make a major contribution to the
development dialogue by offering a new vi
sion for the future of human development.

New York
March 17, 1993

William H. Draper ill
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1111 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
world. 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
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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
lssues.

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 ofa 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
cutnearlyafourthoftheirworkforce by 1998.

This is a beginning, but a formidable
agenda still awaits policy-makers.
• Use defence cuts to finance human 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 transitionfrom 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
alliancesfor peace-Preventive diplomacy is
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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 ofdevelopment 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 ofthe 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 by the people-Dn 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 OEeD 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:
• Invest 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
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4

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 untrarnmelled 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 ofgovernance centred around
the rising aspirations of the people.

O\'LR\'lEW

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 sabhas 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 behalf 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.
• 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%.
• Provzding emergency assistance-One
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 Mica. 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 EI Salvador.
\X7ith five million people and a per capita in-

OVERVIE\X'

come of $1,000, EI 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
mg:
• Twice as much ODA per capita goes to
high military spenders as to more moderate
spenders.
• Only a quarter of aDA 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 human priority lssues-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 0/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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pIe should get around three-quarters of
ODA, not the present one-quarter.
• Link aDA with mutual concerns-aDA
must be in the mutual interest of recipients
and donors. Recipients would be justified in
insisting that aDA 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 terror
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.
• 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 aDA in a larger framework o/shar
ing global market opportunities-aDA 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 aDA. The long
term solution to poverty is not charity. It is
more equitable access for poor nations to
global market opportunities.

• Create anew motivationfor azd-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 aWorld 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
Human Development Report.
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CHAPTER 1I_I Trends in human development

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

TRENDS IN IIW"IAN D[\TELOPMENT

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 GulfWar.

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
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An agenda for peace

Worldwide, there have been more than
100 major conflicts in the past four
decades, taking the lives of some 20 mil
lion people. The United Nations was of
ten powerless to deal with these
conflicts-paralysed by vetoes by major
powers on both sides of the East-West
divide.

Since May 1990, however, no such
vetoes have been cast, and there has
been a growing demand for UN support
in dealing with such conflicts. In July
1992, responding to a request of the
first-ever meeting of the Security
Council at the level ofheads of state and
government, the UN Secretary-General
prepared a report, Agendafor Peace, set
ting forth the organization's objectives
for peace and security, quoted here:
• To seek to tdentify, at the earliest possi
ble stage, situations that could produce
conflict, and to try through diplomacy to
remove the sources of danger before vio
lence results.

FIGURE 1.2
Strategic offensive nuclear
warheads

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, yet 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

• Where conflict erupts, to engage in
peacemaking aimed at resolving the issues
that have led to conflict.
• Through peacekeeping, to work to pre
servepeace, howeverfragile, wherefighting
has been halted and to assist in imple
menting agreements achieved by the peace
makers.
• To stand ready to assist in peace-build
ing in its di/fen'ng contexts: rebuilding the
institutions and infrastructures of nations
torn by civil war and strtfe; and building
bonds of peaceful mutual benefit among
nations formerly at war.
• And in the largest sense, to address the
deepest causes of conflict: economic de
spair, social injustice and political oppres
sion. It is possible to discern an increasingly
common moral perception that spans the
world's nations and peoples, and which is
finding expression in international laws,
many owing theirgenesis to the work ofthis
OrganiZJ1tion.

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.

As military threats have lessened, other
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.

200319901975
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a. A positive figure shows that the HDI rank is higher
than the GNP rank, a negative the opposite,
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FIGURE 1.3
Military demobilization
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0.844 45
0,831 47
0.829 49
0.802 54
0.770 62

0.758 64
0.746 66
0.695 80
0.689 83
0.657 88

Ukraine
Armenia
Georgia
Kazakhstan
Azerbaijan

Moldova, Rep.
Turkmenistan
Uzbekistan
Kyrgyzstan
Tajikistan

Japan 0.983 1 3 2
Canada 0.982 2 11 9
Norway 0.978 3 6 3
Switzerland 0.978 4 1 -3
Sweden 0.977 5 5 0

USA 0.976 6 10 4
Australia 0.972 7 20 13
France 0.971 8 13 5
Netherlands 0.970 9 17 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 -6
Finland 0.954 14 4 -10
Austria 0.952 15 14 -1

Belgium 0.952 16 16 0
New Zealand 0.947 17 23 6
Luxembourg 0.943 18 2 -16
Israel 0.938 19 27 8
Ireland 0.925 21 29 8

Italy 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 39 33 -6
Bulgaria 0.854 40 67 27
Portugal 0.853 41 38 -3
Poland 0.831 48 80 32
Romania 0.709 77 84 7
Albania 0.699 78 90 12

Other countries
Lithuania
Estonia
Latvia
Russian Fed.
Belarus

Country

TABLE 1.1
HOI ranking for industrial countries

GNP per
GNP capita
per rank

HDI HDI capita minus
value rank rank HDI ranka

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 Mrica and
United Arab Emirates-have income ranks

1. There is no automatic link between in
come and human development-Several
countries-such as Chile, China, Colom
bia, Costa Rica, Madagascar, Sri Lanka,

econorruc opporturutles 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:
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BOX 1.2

Balance sheet of human development-developing countries

PROGRESS

LIFE EXPECTANCY

DEPRIVATION

• Average life expectancy increased by over one-third
during the past three decades; 23 countries have
achieved a life expectancy of 70 years and more.

• Of the 300 million people above the age of 60, only 20%
have any form of income security.

HEALTH AND SANITATION

• In the developing world, more than 70% of the popu
lation has access to health services.

• Nearly 60% of the population has access to sanitation.

• About 17 million people die every year from infectious and
parasitic diseases, such as diarrhoea, malaria and tuber
culosis.

• More than 80% of the 12-13 million HIV-infected people
are in the developing world, and the cumulative direct and
indirect cost of AIDS during the past decade was around
$30 billion.

FOOD AND NUTRITION

• Between 1965 and 1990, the number of countries that
met their daily per capita calorie requirements dou
bled-from about 25 to 50.

• Some 800 million people still do not get enough food.

EDUCATION

• Primary school enrolment increased in the past two
decades-from less than 70% to well over 80%. In the
same period, secondary enrolment almost doubled
from less than 25% to 40%.

• Nearly one billion people-35% of the adult population
are still illiterate, and the drop-out rate at the primary
level is still as high as 30%.

INCOME AND POVERTY

• In South and East Asia, where two-thirds of the devel
oping world's population live, the GNP growth aver
aged more than 7% a year during the 1980s.

• Almost one-third of the total population, or 1.3 billion
people, are in absolute poverty.

CHILDREN

• During the past 30 years, infant and under-five mortal
ity rates were more than halved.

• Each day, 34,000 young children still die from malnutri
tion and disease.

WOMEN

• The secondary enrolment ratio for girls increased from
around 17% in 1970 to 36% in 1990.

• Two-thirds of illiterates are women.

HUMAN SECURITY

• With the end of the cold war, developing countries no
longer have to serve as proxies for superpower rivalry,
and in 1990, about 380,000 refugees returned to their
homelands in Asia, Mrica and Latin America.

• Internal conflicts afflict some 60 countries, and about 35
million people are refugees or internally displaced.

ENVIRONMENT

12

• The percentage of rural families with access to safe wa
ter has increased from less than 10% to almost 60% dur
ing the past two decades.

• More than 850 million people live in areas that are in var
ious stages of desertification.

• The rate of tropical forest destruction is about the equiv
alent of one soccer field per second.
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BOX 1.3

Balance sheet of human development-industrial countries

PROGRESS
I LIFE EXPEGANCY AND HEALTH 1

DEPRIVATION

• In 1960, life expectancy was more than 70 years in
only 12 countries. Now, it is more than 70 years in all
industrial countries.

• Nearly two million people are HIV-infected, and the direct

and indirect cost during the 1980s was $210 billion.

I EDUCATION

• The tertiary enrolment ratio more than doubled be
tween 1965 and 1990.

• More than one-third of the adults lack any upper

secondary or higher education.

INCOME AND EMPLOYMENT

• The per capita GNP grew at an annual rate of 2.4% be
tween 1965 and 1990.

• The average unemployment rate is about 7%, and a quar
ter of the more than 30 million unemployed have been out

of work for more than two years.

I SOCIAL SECURITY

• Social security expenditures now account for just under
15%ofGDP

• About 100 million people live below the poverty line.

WOMEN

• Women now account for more than 40% of total em
ployment.

• Women hold fewer than 10% of parliamentary seats.

l'
SOCIAL FABRIC

I

• There are now five library books and more than one ra
dio for every person, and more than one telephone and
one TV set for every two people. One in three people
reads a newspaper.

• There are more than 15 suicides, more than 100 drug
crimes and more than 15 deaths from road accidents per

100,000 people.

• The number of divorces is now one-third the number of
marriages contracted, and well over 5% of households are

single-parent homes.

POPULATION AND ENVIRONMENT

• Energy requirements per unit of GDP fell by 40% be
tween 1965 and 1990.

TRENDS IN HUMAN DEVELOPMENT

• People in industrial countries make up about one-fifth of

world population but consume ten times more commer

cial energy than people in developing countries, and they

account for 71 % of the world's carbon monoxide emis

sions and 68% of the world's industrial waste.
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far above their human development rank, is ten years shorter than Guyana's, and
showing their enormous potential for im- Pakistan's infant mortality rate is twice as
proving the lives of their people. high as Guyana's-and its illiteracy rate 16

Several countries enjoying similar in- times higher. Income alone is obviously a
comes per capita have very divergent hu- poor indicator of human development.
man development experiences. Five coun- 2. The change in human development is as
tries with a GNP per capita of around $380 significant as its level-Many countries
in 1990 had human accomplishments that started at a low level of human develop-
could not be more dissimilar: Guyana, ment three decades ago but have since
Kenya, Ghana, Pakistan and Haiti. Of this made very rapid progress, particularly the
group, Guyana has the highest HDI value Gulf States, whose real economic prosper-
(0.541, rank 105), Haiti the lowest (0.275, ity came in the mid-1970s after the steep
rank 137). Ghana's average life expectancy increase in oil prices (figure 1.6). It clearly

TABLE 1.2
HOI 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 0.646 89 108 Ghana 0.311 131 140
Hong Kong 0.913 24 24 Paraguay 0.641 90 97 Pakistan 0.311 132 136
Cyprus 0.890 27 30 Korea, Dem. Rep. 0.640 91 103 Cameroon 0.310 133 107
Uruguay 0.881 30 54 Philippines 0.603 92 114 India 0.309 134 146
Trinidad and Tobago 0.877 31 46 Tunisia 0.600 93 88 Namibia 0.289 135 98

Bahamas 0.875 32 25 Oman 0.598 94 36 Cote d'ivoire 0.286 136 113
Korea, Rep. of 0.872 33 37 Peru 0.592 95 95 Haiti 0.275 137 143
Chile 0.864 36 75 Iraq 0.589 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
Singapore 0.849 43 26 Samoa 0.586 98 109 Zaire 0.262 140 158

Brunei Darussalam 0.847 44 19 Jordan 0.582 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 66 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 0.172 151 170
Antigua and Barbuda 0.785 60 41 EI 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 0.154 157 173
Jamaica 0.736 69 86 Honduras 0.472 116 118 Sudan 0.152 158 138
Brazil 0.730 70 53 Swaziland 0.458 117 99 Bhutan 0.150 159 163
Fiji 0.730 71 78 Solomon Islands 0.439 118 121 Angola 0.143 160 126

Saint Lucia 0.720 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 0.715 74 89 Zimbabwe 0.398 121 117 Djibouti 0.104 163 125
Cuba 0.711 75 101 Bolivia 0.398 122 119 Guinea-Bissau 0.090 164 165
Sa int Vi ncent 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. 0.694 81 105 Sao Tome and Principe 0.374 125 137 Gambia 0.086 167 148
Mali 0.082 168 154Belize 0.689 82 74 Congo 0.372 126 100 Niger 0.080 169 150

Saudi Arabia 0.688 84 31 Kenya 0.369 127 144 Burkina Faso 0.074 170 149
South Africa 0.673 85 57 Madagascar 0.327 128 157 Afghanistan 0.066 171 169
Sri Lanka 0.663 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
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COMPARATIVE PERFORMANCE IN HUMAN DEVELOPMENT
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HDls have diverged for countries
with similar starting points
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Human development progress in the Gulf States
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There is no automatic link between income and human development
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TABLE 1.3
Gender-disparity-adjusted HDI

Difference
between HDI

Gender- and gender-
disparity- disparity-

HDI adjusted adjusted
Country value HDI ranks

Sweden 0.977 0.921 4
Norway 0.978 0.881 1
France 0.971 0.864 5
Denmark 0.955 0.860 8
Finland 0.954 0.859 8

FIGURE 1.8 Australia 0.972 0.852 1

Changes in rank with a New Zealand 0.947 0.844 9
gender-disparity-adjusted HOI Netherlands 0.970 0.826 1

USA 0.976 0.824 -3

HDI Adjusted HDI
United Kingdom 0.964 0.818 0

rank rank
Canada 0.982 0.816 -90

Sweden Belgium 0.952 0.808 3
2 Austria 0.952 0.782 1

Switzerland 0.978 0.768 -10
4 Denmark Germany 0.957 0.768 -4

6 Italy 0.924 0.764 3
New Zealand Japan 0.983 0.763 -16

Czechoslovakia 0.892 0.754 4

10 Ireland 0.925 0.720 -1
Canada Luxembourg 0.943 0.713 -3

12····
Greece 0.902 0.691 0

14 Switzerland Portugal 0.853 0.672 3
Cyprus 0.890 0.656 0

Japan Costa Rica 0.852 0.632 2
Hong Kong 0.913 0.618 -5

18

20 Singapore 0.849 0.585 1
Korea, Rep. of 0.872 0.555 -3

Ranks are for the 33 countries In table 1.3. Paraguay 0.641 0.546 1
Sri Lanka 0.663 0.499 -1
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 have very
high levels of human 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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TABLE 1.4
Income-distribution-adjusted HOI

A positive difference shows that the income-distribu
tion-adjusted HDI rank is higher than the unadjusted
HDI rank, a negative the opposite.
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FIGURE 1.10
Changes in rank with an
income-distribution-adjusted HOI

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 ofincome has a ma
jor impact on human 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 HDIfalls 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 HDlfor groups or regions in
a country, there can be startling divergences
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FIGURE 1.11

Difference between HOI and income-distribution-adjusted HOI
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0.472
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0.913
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0.864
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0.790
0.715
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0.717
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Difference
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Income- HDI and
distribu- income

tion- distribution-
HDI adjusted adjusted

value HDI value ranks

0.983
0.970
0.978
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0.978

0.982
0.952
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Hong Kong
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FIGURE 1.12
HOls 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 1hnidad 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 Oaxaca 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 HDI.

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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FIGURE 1.16
Gender differences in Turkey
and Swaziland
Percentage of national average

4. Set human 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-

Percentage of national average
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···········riteracy Real GOP

rate per
• • Kerala capita

• II Punjab

FIGURE 1.14

Disparity among India's states

1. Prepare a national human 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, Cote 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 ofdemand. 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.
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FIGURE 1.15

Disparity among Mexico's states
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BOX 1.4

Technical cooperation's high cost in Mrica

BOX 1.5

Progress possible-though not inevitable-on three fronts

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

income-earning opporturutles that would
enable people to become more self-suffi
cient and independent.
8. Design a national strateg;y-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-Most govern
ments of developing countries can improve
levels of human development with the re
sources they already have. But more sub
stantial achievements 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
areas 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-Human 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,

GOs 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.

over the purse strings. This is frustrating
for African governments and for a piring
professionals in African institutions,
who, using the expert-counterpart train
ing system, find themselves "overshad
owed" by a foreign expert.

Technical assistance is very expensive
aid. Donor spending on technical co
operation is as large as the entire civil
service bill-in Uganda, many times
greater. The cost of one person-year of
an expatriate expert can exceed a
department's entire operating budget.
In capital assistance projects, the situa
tion may even be worse.

Proposals are beginning to be imple
mented that could help improve techni
cal cooperation. One is to make greater
use oflocal experts and to pass the man
agement of programmes to recipient
governments. Another is to include mar
ket elements in technical cooperation. If
recipients were given the money
untied to any predetermined "package"
from the donors-they would probably
make very different decisions on how
best to use it for human development.

progressive thrust was followed by reac
tionary counterthrusts and setbacks.

The struggle for civtlliverty was op
posed, after the French Revolution, by
those fearful that it would lead only to
tyranny-that the fight for political par
ticipation would enslave the masses. We
are now witnessing one of these counter
attacks on the economic liberties of the
welfare state, and on some fronts partial
retreat. The argument again is that the
opposite of the intended result is
achieved. Just as civilliverty was said to
lead to tyranny, and political liberty to
slavery, so compassionate concern for
the poor, it is now said, can lead only to
their continuing poverty. The Human
Development Reports show that human
progress is possible, though not in
evitable, along all three fronts.

Technical cooperation is an important
way for developing countries to acquire
skills, build up their capacity and pursue
self-reliant development. About a quar
ter of all development assistance to
Africa has been in this form-more than
$3 billion a year. But this technical coop
eration is under attack for being expen
sive and outmoded-serving the priori
ties of the donors rather than building
up national capacity.

Such programmes often rely heavily
on expatriate personnel. A study of ten
African countries showed that around
75% of the resources are spent on per
sonnel-as opposed to equipment and
operating expenses. Relatively little use
is made of national experts. In Mali in
1990, donors employed some 80 foreign
doctors and medical personnel, even
though 100 qualified Malian doctors
were unemployed.

Donors often impose experts on
reluctant national governments who feel
this to be the price of financial assis
tance. When the experts come, they
often run the programmes, with control

The more enlightened advanced soci
eties have taken three centuries to
achieve the civil, political and social di
mensions of human development. The
18th century established civil rights:
from freedom of thought, speech and
religion to the rule of law. In the 19th
century, political freedom and participa
tion in the exercise of political power
made major strides, as the right to vote
was extended to more people. In the
20th century the welfare state extended
human development to the social and
economic spheres, by recognizing that
minimum standards of education,
health, nutrition, well-being and securi
ty are basic to a civilized life and to ex
ercising the civil and political attributes
of citizenship. These battles were not
won easily or without resistance. Each
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CHAPTER 2

III"'aI People's participation

BOX 2.1

A checklist of effective 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

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
or workers. 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

Do people have:
• Equitable access to health and other
aspects of physical well-being?
• Equitable access to knowledge, skills,
technology and information?
• Equal human rights?
Ifthere are obstacles, do they lie in:
• The legal system?
• Administrative rules and procedures?
• Social norms and values?

• The distribution ofincome and assets?
What should be the prion'ty concern for a
strategy to promote people's participation?
• Increasing public expenditure on hu
man development priorities?
• Dismantling market barriers?
• Improving democratic governance?
• Strengthening the elements of a civil
society, such as people's organizations,
NGOs and a free press?
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Participation in
economic life
affords people a
basis for self
respect and social
dignity
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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
fulfil 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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Millions of children live in the slums or
on the streets of 'Third World cities, and
their numbers grow daily as poverty in
the rural areas drives people to the cities
in the hope of a better life. 'Thirty years
ago, the population of Brazil was 55%
rural-now it is 75% urban. Around
three-quarters ofstreet children in Brazil
are thought to be migrants.

Many street children do have homes
and parents, but they may visit them
only rarely, forced to earn their liveli
hood on the streets and driven from the
squalor of one or two crowded rooms in
the shantytowns. In Manila in the
Philippines, three million people live in
slums, about half of them children.
Fewer than a quarter of families have
piped water, and two-thirds have no san
itary facilities. Manila has about 75,000
street children.

India probably has the greatest num
ber of street children. New Delhi, Bom
bay and Calcutta have around 100,000

Markets exclude
those whose
poverty renders
them
uncreditworthy

BOX 2.2
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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.

Children of the streets

street children each, and Bangalore
about 45,000. There, as elsewhere, they
must work to survive--collecting rags,
shining shoes, selling newspapers, scav
enging on rubbish dumps. Many also
turn to crime. India's juvenile crime rate
is 3.1 per 1,000 people.

Street children are also a growing
problem in Africa. There, too, migration
from the countryside is swelling the ur
ban slums. Mathare Valley in Nairobi is
the largest slum community in Kenya,
with around 200,000 people. The ma
jority are migrants and a high proportion
are children. Four years ago, Nairobi had
about 16,000 stre~t children, today there
are thought to be 25,000.

Street children are one of the most
obvious signs of urban deprivation.
Hungry, sick and often homeless chil
dren with little chance of a basic educa
tion are a sharp reminder of the human
potential the world is wasting.

• The in/ormation revolution-is bringing
reports ofglobal 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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BOX 2.3

Women-the non-participating majority

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-

icallife. 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
fully 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, aluxuly.
• 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

Women, a majority of the world's
population, receive only a small share of
developmental opportunities. They are
often excluded from education or from
the better jobs, from political systems or
from adequate health care.
• Literacy-Women are much less like
ly than men to be literate. In South Asia,
female literacy rates are only around
50% those of males. And in many coun
tries the situation is even worse: in Nepal
35%, Sierra Leone 37%, Sudan 27% and
Afghanistan 32%. Women make up two
thirds of the world's illiterates.
• Higher education-Women in devel
oping countries lag far behind men. In
Sub-Saharan Africa, their enrolment
rates for tertiary education are only a
third of those of men. Even in industrial
countries, women are very poorly repre
sented in scientific and technical study:
in Spain, the ratio of female to male
third-level students in these fields is
28%, in Austria 25% and in Canada 29%.
• Employment-In developing coun
tries women have many fewer job
opportunities: the employment partici
pation rates of women are on average
only 50% those of men (in South Asia
29%, and in the Arab States only 16%).
Even when they do find work, they tend
to get paid much less: in the Republic of
Korea, women's wages are only 47%
those of men. Wage discrimination is al
so a feature of industrial countries: in
Japan, women receive only 51% of male
wages.

Women who are not in paid employ
ment are, of course, far from idle.
Indeed, they tend to work much longer

hours than men. The problem is that the
work they do, in domestic chores and
caring for children and the elderly, does
not get the recognition it deserves in na
tional income accounts.
• Selfemployment-Women's oppor
tunities for self-employment can be re
stricted in a number of ways. In some
countries they are still not allowed to

own property, or to offer collateral for
bank loans or even to drive.
• Politics-In some countries, women
are still not allowed to vote. And women
almost everywhere are underrepresent
ed in government: in 1980, they made up
just over 10% of the world's parliamen
tarians and less than 4% of national cab
inets. In 1993, only six countries had
women as heads of government.
• Health-Women tend on average to
live longer than men. But in some Asian
and North African countries, the dis
crimination against women-through
neglect of their health or nutrition-is
such that they have a shorter life ex
pectancy. Indeed, comparing the popu
lations who should be alive, based on the
global mortality patterns, it seems that
100 million Asian women are "missing".

One of the greatest health risks for
women in poor countries is childbirth.
Maternal mortality rates in the develop
ing world are more than 15 times higher
than in the industrial countries.
• National statistics-Women are often
invisible in statistics. If women's unpaid
housework were counted as productive
output in national income accounts,
global output would increase by
20-30%.
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BOX 2.4

Women in]apan

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

dustrial countries and 13% for the other
countries of Asia). Nevertheless, one or
two women have achieved important po
litical positions, and a number ofwomen
were among the founders of the Social
Democratic Party.

In legal rights in general, Japan's pa
trilineal society is only gradually chang
ing to offer women greater recognition
and independence. Only in 1980 were
the inheritance rights of Japanese
women raised from one-third to one-half
of their late husbands' property (the rest
goes to the children). And in other as
pects the law is still not gender-neutral.
Thus, the legal age of marriage is 18 for
men, but 16 for women. And after di
vorce, a man can remarry immediately,
but a woman has to wait six months.

Japan now has political and non
governmental organizations pressing for
change. The League of Women Voters,
for instance, is lobbying for a correction
in the disparity of seat distribution in
parliament, and for a greater participa
tion of women in policy-making.

Indeed, if the United States were di
vided into two "countries", the one with
the white population would rank num·
ber one in the world, according to the
human development index, while that
with the black population would be
only number 31.

Japan, despite some of the world's high
est levels of human development, still
has marked inequalities in achievement
between men and women. The 1993 hu
man development index puts Japan first.
But when the HDI is adjusted for gen
der disparity, Japan slips to number 17.
Here's why:

In education, the tertiary enrolment
ratio for females is only two-thirds that
of males.

Similarly in employment, women are
considerably worse off. Women's aver
age earnings are only 51% those of men,
and women are largely excluded from
decision-making positions: they hold on
ly 7% of administrative and managerial
jobs.

Their representation is even lower in
the political sphere. Women obtained
the right to vote, and to be elected to

parliament, only after the Second World
War. Yet today, only 2% of parliamentary
seats are held by women, and at the min
isteriallevel there are no women at all
(compared with the 9% average for in-

One country, two nations

Almost every country has one or more youngsters live only with their mother; and
ethnic groups whose level of human de- in overhalfofthese households, she has nev
velopment falls far below the national er been married. At the last count, overhalf
average. One of the clearest, and best ofall single black women have already had
documented, cases is that of blacks in children, andamong women in their mid to
the United States. late thirties, less than halfhave intact mar-

Their disadvantage starts at birth. riages. These figures are /rom three to five
The infant mortality rate for whites is 8 times greater than for white households,
per 1,000 live births, but for blacks it is and markedly higher than those recorded
19. And black children are much more for black Americans a generation ago....
likely than white children to grow up in Black Americans are Americans yet they
single-parent homes-in 1990, 19% of subsist as aliens in the only land they know.
white children were growing up in single- Other groups may remain outside the
parent households, compared with 54% mainstream-some religious sects, fol' ex
of black children. ample-but they do so voluntarily. In con-

Children in black families are also trast, blacks must endure asegregation that
more likely to grow up in poverty. The is far /rom /reely chosen. So America may
real GDP per capita for whites in 1990 be seen as two separate nations.
was around $22,000, but for blacks it
was around $17,000.

As Andrew Hacker, the author of
Two Nations (1992), graphically records:

BOX 2.5

The statistics are dismaying. Nearly two
thirds ofblack babies are now bom out of
wedlock, and overhalfofblackfamilies are
headed by women. The majority ofblack
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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.

TABLE 2.1
Share of poorest 20% of world
population in global opportunities
(percentage of global economic activity)

1960-70 1990

Global GNP 2.3 1.3
Global trade 1.3 0.9
Global domestic investment 3.5 1.1
Global domestic savings 3.5 0.9
Global commercial credit 0.3 0.2

PEOPLE'S PAHTICIPATlON

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-

BOX 2.6

Blacks in South Africa-still a people apart

South Africa has officially abolished population over 15 (some three million
apartheid. Yet the country's black people people) is illiterate.
continue to live in a world apart. • Education-Three-quarters of black
• Assets-The richest 5% of the popu- teachers are either unqualified, or un
[ation, mostly white, owns 88% of all pri- derqualified, for their job. The educa
vate property. tion system thus perpetuates a vicious
• Poverty-Half the population, most- circle of deprivation and discrimination.
ly black, lives below the poverty line. For South Mrican blacks, the
• Children-Many poor black children achievement of full political rights would
are being stunted by malnutrition: 40% be a vital step towards greater participa
of rural children and 15% of urban chil- tion. But unravelling apartheid com
dren. pletely will be a complex and difficult
• Literacy-One-third of the black task in the years ahead.
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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
power. These obstacles include:
• Legalrystems-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 nonns-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 0/assets-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-
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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.

TABLE 2.2
Inequality in the distribution of
landholdings in selected countries

Medium inequality (0.40 to 0.50)
Bahrain 1980 0.50
Bangladesh 1980 0.50
Morocco 1982 0.47
Togo 1983 0.45
Ghana 1984 0.44

Low inequality (below 0.40)
Malawi 1981 0.36
Mauritania 1981 0.36
Egypt 1984 0.35
Niger 1981 0.32
Korea, Rep. of 1980 0.30

Changing the
power equation
requires the
organization of a
countervailing
force

Structure of the Report

not vested interests, that rule the world for
good or evil.

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 mi1lions
of the world's marginalized people into the
mainstream of social and economic life.

0.70
0.70
0.69
0.69
0.64
0.64
0.64
0.62
0.61
0.60
0.59
0.58
0.57
0.54
0.53

Gini
coefficientYear

1984
1981
1987
1981
1987
1981
1982
1982
1984
1982
1984
1980
1983
1980
1981

Colombia
Dominican Rep.
Ecuador
Grenada
Chile
Honduras
Yemen
Sri Lanka
Peru
Nepal
Uganda
Turkey
Jordan
Pakistan
Philippines

Country

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 to 0.75)

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,
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CHAPTER 3

IBtI People and markets

People-friendly
markets allow
people to
participate fully in
their operation and
to share equitably
in their benefits
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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% ofits 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
so 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 ofdisparities among people who enter
the market. Many people lack the educa-
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BOX 3.1

Steps towards people-friendly markets

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.

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.

iladitional 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
measures that would make such a radical
transformation possible can be divided into
four groups (box 3.1):
1. Preconditions
2. Accompanying conditions
3. Corrective actions
4. Social safety nets.

1. Preconditions

Certain conditions need to be met for mar
kets to be kept free-and open to all those
who seek 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
with skill and entrepreneurship. Invest
ments in human capital raise labour's pro
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

PEOPLE AND J'vlARKETS

People-friendly markets allow people to
participate fully in their operations and
to share equitably in their benefits.
Having markets serve people, rather
than people serve markets, requires con
crete steps:

1. Preconditions
• Adequate investment in the educa
tion, health and skills of people to pre
pare them for the market
• An equitable distribution of assets,
particularly land in poor agrarian soci
eties
• Extension of credit to the poor
• Access to information, particularly
about the range of market opportunities
• Adequate physical infrastructure, es
pecially roads, electricity and telecom
munications, and adequate support for
R&D
• A legal framework to protect proper
ty rights
• No barriers to entry, irrespective of
race, religion, sex or ethnic origin
• A liberal trade regime, supported by
the dismantling of international trade
barriers.

2. Accompanying conditions
• A stable macroeconomic environ
ment, especially ensuring stability in do
mestic prices and external currency
values

• A comprehensive incentive system,
with correct price signals, a fair tax
regime and adequate rewards for work
and enterprise
• Freedom from arbitrary government
controls and regulations.

3. Co"ective actions
• Protection of competition, through
antimonopoly laws and safeguards
against financial malpractices
• Protection of consumers, especially
through drug regulations, safety and hy
giene standards and honest advertising
• Protection of workers, through regu
lated working conditions and minimum
wage standards
• Protection of special groups, particu
larly women, children and ethnic mi
norities
• Protection of the environment, par
ticularly through incentive systems and
by banning pollution or making polluters
pay.

4. Social safety nets
• Adequate arrangements to look after
the temporary victims of market forces
to bring them back into the markets, pri
marily through human investment,
worker retraining and access to credit
opportunities-as well as more perma
nent support for groups such as the dis
abled and the aged.
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• Extension ofcredit 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 playa 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 currency speculators, inhibit genuine
entrepreneurs and restrict their decision
making to short-term visible horizons.
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BOX 3.2

Children without childhood

• 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 ofworkers-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 specific groups-There are
many cases where the natural workings of

• A comprehensive 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 accelerate 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]apan 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.

PEOPLE AND lv1ARKETS

Child labourers are among the world's
most exploited workers. Hundreds of
millions of children work in fields and
factories, on street corners and in
garbage dumps all over the world. Most
do some form ofwork from their earliest
years, helping around the home or run·
ning errands. But the term "child
labour" implies exploitation-that chil
dren are working long hours for low pay,
sacrificing their health, their education
and their childhood.

The largest numbers of child workers
are in Asia, where in some countries they
make up more than 10% of the labour
force. But there are also large numbers
in Africa, where several countries are reo
ported to have up to 20% of their chil·
dren working. And in Latin America,
more than a quarter of children in some
countries are thought to be working.

Industrial countries also have a sub·
stantial child workforce. In Europe,
some of the largest numbers are in Italy
and Spain. And there are believed to be
large numbers in the United States,
where between 1983 and 1990 there was
a 250% increase in violations of child
labour laws.

Poverty is the chief cause of child
labour. When a family is poor, everyone

has to work, every extra contribution
helps. But many children work because
of lack of other opportunities: schools
might be unavailable, inadequate or just
too expensive.

Others are forced to work. Pakistan,
according to some reports, has millions
of bonded child labourers, working long
hours each day in all sorts of activities,
from agriculture to carpet factories to
brick kilns. And in Thailand, children are
bought and sold to work in private hous
es, restaurants, factories and brothels.

While the long·term objective must
be to eliminate child labour, much needs
to be done for children who currently
have to work-providing them with sup
port through health services, feeding
programmes or informal education
schemes that they can fit in around their
work. And children should be removed
immediately from the most hazardous
environments.

Improving educational opportunities
is one of the most important steps-to
make schooling a real and practical al
ternative for today's working children.
But in the ultimate analysis, child labour
will be eliminated only through allevia
tion of poverty-the real cause of child
labour.
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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 0/ 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---ean 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 properly 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---eonsumers, 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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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 fair
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 prohlem, 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
ingcountries 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

Growth without employment

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]apan,
small and medium-size businesses create
57% of value added to products but employ
about 74% of the total industrial workforce.

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

TABLE 3.1
Growth in GOP and employment, 1960-87
(percent)

Average annual
Average annual growth rate of

growth rate of GDP employment

Region or country 1960-73 1973-87 1960-73 1973-87

Selected developing regions
Africa 4.0 2.6 2.1 2.3
South Asia 3.8 5.0 1.8 2.3
Latin America 5.1 2.3 2.5 2.8

Selected industrial countries
France 5.5 2.1 0.4 -1.0
Germany 4.3 1.8 -0.3 -0.9
Japan 9.5 4.6 1.2 0.9
United Kingdom 3.3 1.3 0.1 -0.5
USA 3.7 2.2 1.8 1.9 1960 1973 1987
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Jobless growth: GOP and employment. 1975-2000
(1975=100)

BOX 3.3

Jobless growth

Many parts of the world are witnessing a
new phenomenon-/obless growth. Even
when output increases, increase in em
ployment lags way behind.
• Developing countries experienced
4-5% growth in GDP during 1960-73,
but employment grew only half as much.
• Industrial countries managed fairly
respectable output growth during
1973-87, but in France, Germany and
the United Kingdom, employment levels
actually fell.
• Informal employment has increased
sharply in developing countries, offering
low-wage, non-permanent jobs, instead
of remunerative employment.
• In the United States, the recent eco
nomic recovery has been a "jobless re
covery".

Policy-makers all over the world are
searching for strategies that combine a
high GDP growth rate with more job op
portunities. No comprehensive pro
gramme has emerged, but there are
several measures that can contribute to
an increase in employment:
• Invest generously in basic education,
relevant skills and worker retraining.

• Liberate private enterprise and make
markets more accessible to everyone.
• Support small-scale enterprises and
informal sector employment, principally
through reform of the credit system, fiscal
incentives and proper legal framework.
• Create an efficient service economy
for the future by investing in the new
skills required and removing interna
tional barriers.
• Encourage labour-intensive tech
nologies, especially through tax breaks.
• Extend employment safety nets
through labour-intensive public works
programmes in periods of major eco
nomic distress.

These measures could greatly help in
both developing and industrial coun
tries, but nagging questions remain: if
new technologies continue to increase
human productivity at a sharply acceler
ating rate, do people need to work such
long hours? Is it not time to redefine the
concept of employment? Can there be
work sharing? Should we not redefine
work to include what are unpaid tasks
today, such as housework, community
work or even political work?

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
jobless 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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Deterioratingjob security

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.

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
ers.

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 industrial 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.

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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BOX 3.4

Education for life-addressing
educated unemployment

BOX TABLE
Unemployment in selected countries by educational level
(percent)

No
Country Year education Primary Secondary Tertiary

Algeria 1989 9.2 24.2 28.9 5.8
Tunisia 1989 11.2 20.4 17.4 5.2
Ghana 1988 3.4 7.6 13.5 14.7
Kenya 1986 13.5 15.6 22.2 5.4
Zimbabwe 1987 1.6 6.8 11.6
Malaysia 1985 4.7 22.9 30.6 3.9
India 1989 2.0 3.0 9.0 12.0
Indonesia 1985 0.6 1.5 7.5 5.3
Sri Lanka 1981 4.5 14.5 15.1 4.2
Cote d'ivoire 1985 1.0 5.2 21.7 13.7

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
mg.

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

than those with less education. Gradu
ate unemployment, not yet as high as in
some Asian countries, is expected to rise
in the years ahead with cuts in recruit
ment to government service, where
many graduates would previously have
expected automatic employment.

The fundamental problem is the mis
match between supply and demand.
This can be tackled in the short term by
offering the unemployed more vocation
ally oriented training-and perhaps by
offering the private sector greater incen
tives to employ them. But in the longer
term, the educational and training sys
tems of societies must be such that peo
ple can acquire relevant skills-skills
that help them master their lives. This
change has to come at llllieveis of learn
ing-from literacy courses to university
training.

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, par
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

Education and training are often put for
ward as the keys to employment, but in
developing countries many remain un
employed despite, or because of, their
high level of education. In Asian coun
tries, the least educated often have the
lowest recorded unemployment rates,
because they are usually involved in in
formal subsistence activities. In India,
while the unemployment rate in 1989 for
people with no education was 2%, that
for those with secondary education was
9% and for university graduates 12%
(box table). In Bangladesh, about 40%
of people with a master's degree are ei
ther unemployed or underemployed. In
Thailand during 1973-83, unemploy
ment rates among university graduates
ranged from 20% to 35%.

In Africa, too, secondary school grad
uates are more likely to be unemployed

38 HUMAN DEVELOPMENT REPORT 1993



TABLE 3.2
Share of self-employment
in selected countries

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

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
enterpnses

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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Developing
countries

Ghana
Pakistan
Ecuador
Nigeria
Mexico
Indonesia
Bangladesh
Philippines
India
Korea, Rep. of
Thailand
Colombia
Malaysia
Brazil

Industrial
countries

Italy
Spain
United Kingdom
Australia
Ireland
France
Netherlands
Germany
USA
Canada

Self-
employment

in total
labou r force

Year (%)

1984 68
1984 56
1981 56
1983 56
1981 48
1986 44
1987 41
1987 36
1981 31
1987 30
1982 29
1987 28
1981 28
1981 27

Self-
employment in
non-agricultural

sector
Year (%)

1987 22
1987 20
1987 14
1987 13
1987 12
1987 11
1987 8
1987 8
1987 8
1987 7

It would be naive
to assume that the
East Asian
development
experience can be
easily replicated
elsewhere
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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

40

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-II
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
meso

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 1985, 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
ern 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-Saharan
Africa~ the
informal sector
employs 600/0 of
the urban
workforce

41



Canada

P--UUK

WiI!I----:J France

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 payor 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-

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

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
econonues.

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 corning 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
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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 uomet human needs with unem
ployed 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%).

1fade 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%.

1fade unions in industrial countries
have been undermined from different di
rections. Unemployment has reduced the
number of workers and strengthened 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
remazn
unemployed
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reinvent themselves
to represent a
new generation
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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
ry 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 solidariry. 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 mayor may
not allow for greater participation by indi
vidual workers, but it certainly weakens the
Ufuons.

Unions also suffer from their relative
neglect of women workers. lIade 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 lIade 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
workers.

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 diversiry 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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BOX 3.5

Affirmative action for women

BOX TABLE
Disadvantageous position of women at work, 1990

Hours worked
per week,

Unemployment Female including
rate (Ofo) earnings in housework

non-agriculture
Country Male Female (male pay= 100) Male Female

Industrial countries
Australia 9.8 9.1 88.0 48.3 46.9
Denmark 9.3 121 82.1 40.3 45.1
Germany 4.0 4.8 73.6 46.9 51.2
United Kingdom 11.8 5.1 67.4 47.2 51.9
Japan 2.0 2.2 50.7 50.6 45.4

Developing countries
Kenya 15.6 18.6 80.5 40.1 47.2
Sri Lanka 10.8 24.3 78.5 52.4 56.7
Costa Rica 4.2 5.9 659 45.7 48.3
Korea, Rep. of 2.9 1.8 53.5 48.2 53.3

electronics, food processing, textiles and
footwear, women provide up to 80% of
the workforce.

Low status is reflected in low pro
ductivity and low pay, with women's
earnings frequently only 50-80% those
of men (box table). Women are also
more likely to be unemployed. In
Colombia, men's unemployment in larg
er cities was 8.1% in 1990, women's
13.2%.

Many forms of discrimination against
women arise because of the family re
sponsibilities they have to shoulder. So,
it is important that enterprises offer ad
equate parental leave and access to
child-care facilities. But there may also
be a need for specific legislation to en
sure that discrimination in the workplace
is illegal and for policies of affirmative
action to redre s persistent biases
against women.

Mfirmative action programmes are
more common in industrial countries. A
Department of Labor study in the
United States has shown that women's
employment increased by 15% in com
panies subject to affirmative action
goals, compared with only 2% in other
establishments.

There have been few affirmative ac
tion measures for women in developing
countries, but there are some. In
Bangladesh, 1Q.....15% of government
jobs are reserved for women. As a result,
women's share of all government jobs in
creased from less than 3% in the early
1970s to 8% in 1990.

By 1990, women's share of the total eco
nomically active population in the in
dustrial countries increased dramatically
to 42%. In East Asia, it had risen to 43%,
in Latin America and the Caribbean to
32%, and in North Mrica and the Arab
States to 13%.

But women are generally employed
in a restricted range of jobs-in low
paid, low-productivity work, where they
are subject to discrimination and some
times to sexual harassment. Added to
this are the long hours of household
work that frequently go unrecognized.
According to a 1990 UN survey, if un
paid house and family care work were
counted as productive output in nation
al income accounts, global output would
increase by 20-30%.

In developing countries, one of
women's greatest contributions outside
the home is to agriculture. In Mrica,
about 78% of economically active
women work in agriculture (compared
with 64% of men). And in Asia, 80% of
post-harvest work is carried out by
women.

Women also make up a significant
proportion of the informal sector-of
ten forced to combine work and child
care responsibilities. In Latin America,
women make up 25-40% of informal
sector employment.

Women in almost every country tend
to be concentrated in lower-status jobs.
In manufacturing, women often do
much of the routine production-line
work. In the export-processing zones of
South-East Asia, in industries such as

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,
too, 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. llue, 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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BOX 3.6

Unequal transitions-a tale of two cities

Formerly socialist countries

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.

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
gy. 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.

THE REFORM 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-

gy and metalworking, has managed to

find new markets in Germany for its rel
atively cheap components.

This has a knock-on effect in the pri
vate sector. In Lodz, the private sector is
largely in the retail and wholesale trade,
leaving the city trapped in a downward
spiral of low-paying jobs. In Krakow, a
significant proportion of the growing pri
vate sector is based on subcontracting
industrial services-a virtuous circle in
which the growth in one firm feeds into
that of another.

These two cities are a stark demon
stration that the transition will have a dif
ferent impact in different places
increasing inequalities and requiring
special measures for those regions and
cities that seem destined to lose out.

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
evitable. The only question is how skilfully
it is carried out by various countries.

The transition to market-based econo
mies in Eastern Europe will be long and
difficult-and involve much more than
just a shift from public to private sector
industries. Its impact will be very differ
ent from one region or city to another
and require different policies.

This is illustrated by the varied expe
riences of two Polish cities, Krakow and
Lodz. In both cities during the central
planning period, large state-owned en
terprises provided up to 80% of all in
dustrial employment.

Today, unemployment in Lodz is
around 18%, while in Krakow it is less
than half this. Lodz is a textile city, hard
hit by the collapse in trade with the for
mer Soviet Union and by cheap imports
from Asia. Krakow, a centre of metallur-
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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 cornmon
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 REFORM. 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 participation 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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Experiences with privatization

TABLE 3.3
Privatization of state-owned
enterprises. 1980-91

TABLE 3.4
Social opportunity cost of public enterprise losses. 1988-90

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-

veloping countries, of which 59% were in
Latin America, 27% in Mrica, 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
Mrica 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

5,305 78
4,500 66

170 2

804 12
373 5
122 2

58 1

Share of
total privati-

Enterprises zations
privatized (%)Region

Eastern Europe
Of which, former GDR

OECD countries
Latin America
and the Caribbean

Sub-Saharan Africa
Asia
Arab States

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.

Potentia I increase
Estimated Public in education and

losses of public education and health spending if
enterprises health spending public enterprise losses

Country or region as%ofGNP as % of GNP are eliminated (%)

Argentina 9 5.5 164
Poland 9 7.6 118
Bangladesh 3 3.1 97
Turkey 4 4.6 87
Egypt 3 11.0 27
Philippines 2 8.3 24

Sub-Saharan Africa 5 6.5 77
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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
1rinidad 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 0/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 from a 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
a whole. 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

BOX 3.7

Privatization's seven sins

Don't only maximize revenue-ereate a competitive environment

Don't replace public monopolies with private monopolies

Don't sell through discretionary, non-transparent procedures, which invite
allegations of corruption and nepotism

Don't use sales proceeds to finance budget deficits-retire national debt

Don't "crowd" financial markets with public borrowing at a time of
public disinvestment

Don't make false promises to labour-retrain them for new industries

Don't rely merely on executive orders-ereate a political consensus

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 ofcorruption, 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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TABLE 3.5
Trends in private investment for
selected developing countries

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

1970-74 1987-91

Private share in
total investment

(average
annual %)

77.1 +11.9
78.3 +5.9
78.5 +5.4
51.3 +4.7
51.0 +4.4

65.2
72.4
73.1
46.6
46.6

Change
in share

(percent-
------ age

points)Country

Mexico
EI Salvador
Costa Rica
Pakistan
Tunisia

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.

Myth 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."

FIGURE 3.5

Trends in private investment in developing countries, 1970-91
Private investment as a percentage of total investment
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Thailand
Guatemala
Ecuador
Paraguay
Korea, Rep. of

76.0 78.8
78.2 80.6
60.8 63.1
78.1 80.2
77.3 78.5
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Singapore
Sri Lanka
Kenya
Turkey
Malaysia

India
Belize
Argentina
Uruguay
Zimbabwe

792 77.9 -1.3
60.7 58.4 -2.3
60.4 57.2 -3.2
58.2 54.2 -4.0
69.1 64.7 -4.4

587 53.7 -5.0
61.0 55.7 -5.3
62.7 54.2 -8.5
75.7 65.6 -10.1
62.5 50.5 -12.0

20

o

Dominican Rep.
Colombia
Fiji

67.8 52.5 -15.3
69.6 52.5 -17.1
62.5 44.8 -17.7

Based on a sample of 47 developing countries.

1970 1975 1980 1985 1990 Unweighted average 66.2
Weighted average 63.2

63.4
65.0

-2.8
+1.8
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other not. In practice, both state and mar
ets 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 lvlARKETS

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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LIBERALIZATION STUDY

China
China's reforms have taken place gradually over 15 years. The most significant steps have
been in agriculture, with the breakup ofagn'cultural communes. Wzdespread deregulation
also boosted industnal output and trade, and encouraged a new private sector to emerge.
Although some major problems persist, the reduction ofpoverty has been unprecedented.
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place, the government also reduced the number ofproducts
manufactured or distributed on the basis of state planning.
Between 1982 and 1991, the number of these items had been
reduced from 837 to 20. Most consumer products had been
deregulated and were trading at market prices.

The state enterprises also underwent extensive reforms.
Under the "contract responsibility system", managers were
given shared responsibility for production planning, market
ing, income distribution and investment decisions. The con-

tracts specify production quotas
and the amount of taxes and
profits to be remitted to govern
ment. IT the quotas are met, the
enterprises can retain additional
earnings. In 1992, further mea
sures were introduced to sepa
rate state enterprise operations
from government controls and fi

nancial subsidies. But labour productivity in these enterpris
es is still low, and around one-third are unprofitable.

Along with the economic reforms, there have been ad
ministrative ones-with a steady decentralization of respon
sibility for infrastructure and social services to lower levels of
government.

China's reforms have been remarkably successful in
many ways, but not without problems. The management of
monetary and fiscal policy has been inadequate, and there
have been economic fluctuations due to weakened planning
and administrative controls. Some people are clearly bene
fiting more than others, with inequality increasing in favour
of those employed in industry, trade and commercial agri
culture. And there has been some deterioration in s:>cial ser
vices, especially in the poorer counties, since the senices now
rely more on local funding.

Pollution remains serious, both by state enterpises and
by township- and village-owned enterptises unab.e or un
willing to comply with environmental regulations.

Most people in China are better off, with the mmber of
rural people living in absolute poverty having faller.clramat
ically over the past two decades.

GNP PER CAPITA RANK

GNP PER CAPITA ANNUAL GROWTH RATE (1980-90)

INFLATION RATE (1991)

DEBT SERVICE RATIO (1990)

TOTAL INVESTMENT AS % OF GDP (1990)
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China's reforms have been carried out in two major stages.
Between 1979 and 1984, they were concentrated in the rur
al areas, focusing on agriculture and rural industry, and from
1984 to the present, the emphasis has been on the urban sec
tor and enterprise reform. Since 1979, the government has:
• Broken up the communes and turned the land over to
household farming units
• Encouraged the growth of township- and village-owned
enterprises, as well as non-public enterprises
• Introduced price reforms
• Decentralized state enter
prise management and develop
ment planning.

The agricultural reforms
between 1979 and 1984 broke up
about 50,000 agricultural com
munes, distributing the land on
the basis of a "household contract
responsibility system". This meant that farmers had to pro
duce agreed quotas of certain products for the state but were
otherwise free to diversify to meet market demand. At the
same time, most agricultural prices were freed to reach mar
ket clearing levels. By 1984, following these reforms, agricul
tural output almost doubled in value, and per capita consump
tion among the agricultural population increased by 68%.

As the agricultural reforms took place, the surplus rural
labour and capital were encouraged to move into township
owned and village-owned enterprises. By 1991, these enter
prises, which operate outside the influence of central
planning, were the most rapidly expanding segment of the in
dustrial sector-producing 31% of industrial output value
and employing more than 22% of the labour force.

Mter 1984, the government encouraged the growth of
non-public industrial enterprises. These included petty ur
ban services, private enterprises, urban cooperatives and cor
porate enterprises, as well as foreign private investment in
joint and wholly owned ventures-either in urban areas or in
specially designated economic zones. By 1991, this sector ac
counted for 47% of total industrial output value.

To introduce greater competitiveness in the market-
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LIBERALIZATION STUDY

Egypt
Egypt's economy faces some structural problems. High reliance on oil income

and overseas remittances have made it vulnerable to external shocks. The
government has a new reform programme. To protect human development in

the short term, it is also establishing a substantial social sa/ety net.
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processing, electronics, chemicals, metals and engineering.
In addition, the four public sector banks hold around 80%
of all deposits and are major shareholders in companies run
as joint ventures with the private sector. Public enterprises
currently employ about 1.3 million people and account for
70% of the industrial sector and 80% of exports-but many
operate at a loss.

The government is now seeking to privatize more than 70
state enterprises. Pilot programmes in the tourist industry have
auctioned off two hotels, and another hotel company is to be

floated on the stock market for
about $300 million. In addi
tion, a stake in one of the high
ly profitable joint-venture
banks has been sold to em
ployees. The first major priva
tizations were scheduled for
early 1993, with one batch of
ten companies for sale in Janu
ary, and another ten in March.

One major problem for
privatization is the small Cairo

stock market, dormant since the 1960s. In 1990, it listed 500
companies, with shares traded in only around 20 companies
a day. It is being revamped to make share-trading easier and
more responsive to market fluctuations. The privatization
programme is expected to increase Egypt's already high un
employment. It is estimated that 80,000 to 100,000 workers
may have to move from the public sector to the private.

Egypt's reforms are a very promising step towards sus
tained economic growth and employment creation in the
medium and long term. In the short term, however, they are
likely to create several pressures for its people. The price of
food and other basic goods is rising, and social services are
deteriorating. Unemployment 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 UNDp, established a Social Fund for Develop
ment to protect the most vulnerable groups, including dis
placed public enterprise workers, unemployed youth, Gulf
crisis returnees and women-headed households.

FOREIGN DIRECT INVESTMENT INFLOWS AS % OF GROSS
CAPITAL FORMATION (1986-89)
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Egypt made considerable progress in human development in
the 1970s and early 1980s. Between 1974 and 1981, GDP
was growing 9% a year, spurred by rising oil production and
prices as well as remittances from overseas workers. Since
1986, however, oil prices have fallen, Suez Canal revenues
have declined and remittances have levelled off. As a result,
annual GDP growth has been less than 5%, falling to about
2.5% in 1992.

The government, under pressure in the mid-1980s to
repay the external debt, responded in 1987 with 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 early 1990s,
the economy was hard hit by
the Gulf crisis-both by the
fall in remittances from over
seas workers and by the need
to find jobs for returning
workers when unemployment
was already over 10%.

In 1991, the government adopted its Economic Reform
and StructuralAdjustment Programme-to move away from
a reliance on the public sector, develop a stronger market
economy and create more opportunities for the private sec
tor. The programme:
• Freed interest rates
• Floated the currency

Reduced subsidies on a wide range of items
Curbed the growth in the money supply

• Overhauled the public enterprises and made plans for
privatization.

These measures proved quite successful in restoring
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 domillated Egypt's economy since
the 1960s, with large holding companies for textiles, food
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LIBERALIZATION STUDY

Ghana
Ghana's liberalization started in 1983, and in 1987 the government began

to divest itselfofsome enterprises. But so far, private entrepreneurs have
been hesitant to take advantage ofthe new environment. Economic

growth has picked up, but people's living conditions have yet to improve.
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microenterprises and self-employment proliferated, driven
mainly by excess labour.

For entrepreneurs without sufficient capital, credit is a
major problem. About 90% of enterprises perceived the lack
of credit as a serious constraint on new investment-even
though the private sector's share of total credit rose from
30% in 1984 to 65% in 1989.

Public enterprises in Ghana have had low productivity
and suffered substantial losses. In 1984, they had 28% of for
mal sector employment. In 1989, they commanded 12% of
government expenditure-net of revenues.

As part of the structural
adjustment programme, the
government is aiming to im
prove the efficiency of many
state enterprises and divest it
self of others. From 1987 to
late 1992, it disposed of 80
enterprises, through partial or
total privatization or liquida
tion (26 cases). In the initial
stages, almost all these enter
prises were small (fewer than
60 employees), but larger en-
terprises have been privatized

more recently. Delays in the implementation of the pro
gramme were partially due to technical matters in preparing
for the sales. In 1992, the government still owned around 200
enterprises.

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

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 improved living conditions
for the majority of people.

FOREIGN DIRECT INVESTMENT INFLOWS AS % OF GROSS
CAPITAL FORMATION (1986-89)

NUMBER OF PUBLIC ENTERPRISES DIVESTED (1987-92)
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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
• Devalued the currency several times

Improved the banking system
• Established a stock exchange, which started trading in
November 1990
• Liberalized the foreign
exchange market
• Eliminated several subsi
dies

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
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 ofenterprises 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,
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LIBERALIZATION STUDY

India
India's reforms have encouraged some capital to return and stimulated
foreign investment and imports oftechnology. There also are extensive

pn'vatization plans. But the benefits in efficiency have yet to appear
-and meanwhile, output growth in 1992 was only about 1%.
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The same is true for many other aspects of economic re
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 major boost

from the liberalization of technology and component imports,
as well as from delicencing and cuts in excise duties. And a

wider range of foreign goods
-often of better quality than
local goods-is now compet
ing on the domestic market.

On the negative side, the
reforms initially fuelled infla
tion, and the Bombay stock

market scam destabilized
financial markets. In the year

to July 1992, consumer prices
for agricultural workers in

creased 20%, and those for in
dustrial workers were up by
13%. At the same time, indus

trial output stagnated. The cold wind of foreign competition

in a previously protected market has forced some companies
out of business. The government established 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 India'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 efficiency and coverage of social

programmes.
It is too early 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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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
interest rates

• Abolished production li
cences for most industries

• Eased restncUons on
repatriating dividends and
royalties

• Established a partial tax
exemption on profits from ex
port sales

• Allowed a partial sale of
shares in selected public en

terprises
• 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.
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LIBERALIZATION STUDY

Kenya
Kenya's liberalization programme has been slow. The government

has concentrated more on stabilization measures than on adjustment.
Privatization has been held back by political conslderations. But the

privatization programme has recently been revived.
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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 5%
annually.

Kenya is thought to be the African country likely 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
been very limited. Indeed,
between 1980 and 1990, only
one enterprise 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-
nouncement in mid-1992 of

the full or partial sale of 207 companies.
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.

Ifprivatization 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 redeployment
programmes and social safety nets.
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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-
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.

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 ofGDP-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
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LIBERALIZATION STUDY

Malaysia
Malaysia has a dynamic private sector and a large public sector. Fast

economic growth has enabled substantial reductions in poverty.
Pnvatization, so far not extensive, is ltkely to become more significant.
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significant proportion of this is foreign (one-third of paid-up
capital in the industrial sector).

Even so, the state sector is still substantial-about 25% of
GDp, among the highest proportions outside the world's
(once) centrally planned economies. From 1970 onwards, the
number of public enterprises grew rapidly as the state involved
itself more in commerce and industry. In 1983, however, the
government began to privatize these enterprises, starting with
large enterprises in transport, infrastructure and telecommuni
cations, such as the national airline and the container termi
nal. The privatization has also been managed to distribute

ownership to Bumiputras and
Bumiputra institutions, specif
ically reserving a part of all
public share issues for them.

So far, the impact on the
economy has been limited.
Some enterprises have be
come more efficient, and pri
vatization has helped develop
the local capital market. But
the volume remains small
between 1984 and 1989, total
asset sales were less than 0.1%
of GDP. And it is doubtful
that the government has real

ly decreased government control, since the assets merely
passed to organizations of the ruling party. There is also the
problem that government monopolies have in some cases, as
with the container terminal, become private monopolies.

The process is nevertheless continuing. In 1991, 15 en
terprises were privatized, including a cement factory and a
shipyard. And some of the privatizations currently planned
look much more significant-as with water and telecommu
nications, whose proceeds could be around 15% of GDP.

Malaysia is one of the world's fastest growing economies
and has considerably reduced poverty-a demonstration
that a sensible balance between private and public sectors
can lead to rapid economic growth and good progress in hu
man development.
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The exposure of Malaysia's dynamic private sector to a rela
tively liberal trade regime has ensured that it remains inter
nationally competitive. The country has combined this with
a relatively large public sector.

The government's major concern has been less the bal
ance between private and public sectors than that between
the levels of economic power of different ethnic groups. So,
its New Economic Policy (NEP), adopted in 1971, was to
promote economic growth while encouraging greater eco
nomic participation by the Bumiputras (Malays)-rather
than by other Malaysians, mainly of Chinese and Indian ori
gin. The Bumiputras are the
indigenous people, forming
the largest ethnic group and
the largest number of poor.
This effort included, for ex
ample, giving the Burniputras
preferential access to credit.

The policy appears to have
been fairly successful at redis
tributing corporate assets. In
1980, foreigners owned 62%,
other Malaysians 34% and
Bumiputras 4%. By 1985, the
figures had changed to for
eigners 25%, other Malaysians
57% and Burniputras 18%. Since 1990, the National
Development Policy, successor to the NEp, has relaxed the
quotas in favour of the Bumiputras but still aims at redis
tributing resources in their direction.

The government has also introduced more general eco
nomic liberalization measures. Since the early 1980s, it has:
• Liberalized investment licencing and foreign investment
criteria

Reformed the tax and tariff systems, increasing their sim
plicity and transparency
• Privatized state enterprises.

This has encouraged greater investment by the private
sector-from 13% of GDP in 1970 to 24% in 1991. More
than two-thirds of total investment is now private, though a
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LIBERALIZATION STUDY

Poland
Poland's three-year economic reform has in many ways been a remarkable

success. The economy has stabilized, and the private sector has enjoyed
sustained growth. But the benefits have not been shared equally: many

people in smaller towns and rural areas suffer/rom high unemployment.
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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.
The privatization process

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

Russia
Russia is undergoing a radical shift/rom a planned to a market economy in the midst 0/

a deepening economic crisis. The government is going ahead 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.
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declined, and trade with Eastern Europe has virtually disap
peared. Unlike most of Eastern Europe, Russia has been un
able to reorient its economy to western markets, and exports
have fallen dramatically. Foreign donors have promised some
assistance, but of the $24 billion pledged, less than half had
been paid in 1992.

Despite the crisis, the government is still pursuing 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
tributing vouchers free to all
citizens, who can sell them if
they prefer cash in their hands
today, or use them to buy pri
vatized assets.

Agriculture is still domi
nated by state farms and large

cooperatives-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 accounts for on
ly about 3% of agricultural production.

Markets are developing very rapidly in Russia, 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 demobilization of much of the
armed forces.

The Russian people now have great difficulty making
ends meet. In late 1992, about 75% of family expenditure
was going for food, and an estimated 80% of the population
was below the poverty line.
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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 indepen
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 convertible.

Political considerations
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
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-byearly 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 military 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
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VietNam
Viet Nam is undergoing a rapid transition, and many new enterprises have

sprung up following its economic liberal£zation. Public enterprises are
becoming more efficient, and some will be privatized. Most ofthe population
has benefitedfrom these changes, but unemployment has now become serious.
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83%

Enterprises still find it difficult to get credit, however.
Banks are relatively underdeveloped, and most of the 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,
the median size is 225 employees.
About one-third of state enterpris
es were making losses in the late
1980s.

The government is increasing
the efficiency of state enterprises

by cutting their workforces. Between 1988 and 1990, their
share of the total labour force fell from 14.2% to 11.9%.

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 might also retain some of
the more profitable ones, such as cigarette manufacturing
and breweries (though there may also be joint ventures for
these). Others will probably be converted into joint-stock
companies in which the state retains some equity interest.
Still others are likely to be liquidated when a new bankrupt
cy law comes into force.

Unemployment and underemployment have become
very serious. People 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
for them to be absorbed into the economy.

Most of the population is, however, already gaining from
the reforms. Over the past five years, income has increased
about 6% a year, and the majority of the population has ben
efited from the liberalizations in agriculture.
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Viet Nam is changing rapidly. Since 1987, through its doi moi
(renovation) policy, the government has started to transform
the country into a socialist market economy. It 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 landownership 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
• Introduced a managed float for
the currency
• Given public enterprises
greater autonomy and decreased
their subsidies.

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 private 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 ofemployment and now accounts for 88%
of total employment. Most of these jobs (80%) are in agri
culture, largely in cooperatives.
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CHAPTER 4

11111' People and governance

The 1980s saw a move away from authori
tarian rule towards greater poLtical 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 Lves. Even where citizens can
elect their leaders in regular, free and fair
elections, they seldom have achieved full
poLtical 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
tabLsh order and promote economic
growth. When growth faltered, particularly
in Mrica 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 poLtical 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,
Mrica 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 demanJs-as

PLOPLE I\\D Go\'LR:--"ANC[

many governments in Mrica 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 RepubLc 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 poLtical development. And given the
immense diversity of possible poLtical
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 poLtical actors. Developing
countries are especially vulnerable because
the state often controls a big part of the
country's econonUc 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
hastily 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
ofcentral control. Many countries are going
through two difficult processes simulta
neously-clemocratization 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-<:an 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 serve.
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. Vertical
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-

PEOPLE AND GOVERNANCE

al consensus on the ffilnlffiUm 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-Many 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 prov1S1on of basic education for the
mass of the people. These large and expen
sive items are usually the prerogative ofcen
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 adclition, a large amount
of assistance is for military purposes.

Measuring the decentralization of
expenditure

It 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 cliscussion 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 cxpcncliture, 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
clifficult 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-
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TABLE 4.1
Governance structure in selected developing countries

Largest state or province Largest local body

Total 1991 Percentage Percentage
population Population of Population of

Country (millions) Name (millions) total Name (thousands) total

India 863 Uttar Pradesh 138.8 16.1 Midnapur 8,350 1.0
China 1,171 Sichuan 107.2 9.2 Ghao Yang 1,999 0.2
Pakistan 122 Punjab 62.3 51.3 Faisalabad 5,962 4.9
Indonesia 188 Jawa Barat 35.4 18.9 Lampung Tengah

Regency 1,900 1.0
Bangladesh 116 Dhaka 32.3 27.7 Dhaka 5,775 5.0
Brazil 152 Sao Paulo 26.9 17.7 Sao Paulo 10,063 6.6
Mexico 86 Mexico 9.8 11.4 Guadalajara 1,629 1.9
Egypt 54 Cairo Governorate 6.5 12.1
Nigeria 112 Kano 5.6 5.0 Ojo 1,012 0.9
Zaire 39 Kivu 5.4 14.0 Word Kivu 2,434 6.3
Kenya 24 Eastern 4.4 18.0
Colombia 33 Antioquia 3.9 11.9 Medillin 1,468 4.5
Ecuador 11 Guayas 2.0 18.5 Guayaquil 1,328 12.3
Algeria 26 Algiers 1.7 6.6 Oran 610 2.4
Cameroon 12 Extreme-Nord 1.7 14.3 Douala III 399 3.4
Panama 3 Panama 1.1 44.0 Panama 585 23.4
Congo 2 Brazzaville 0.6 26.1 Pool 184 8.0
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TABLE 4.2
Financial decentralization in local government in selected countries

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,

Developing countries
Korea, Rep. of 1987
Zimbabwe 1986
Nigeria 1988
Algeria 1986
Bangladesh 1987/88

1987
1989
1989

1987/88
1988
1988
1985

55
61
33
16
99

99
58

58
63
78
59
78

108
88

134
100
123

71
115

79
61
33
75

119

101
39

Financial
autonomy

ratiod

8
3
7
6
3
2
2

16
19
10

5
26

10
6
1
4
7

16
8

31
29
30
21
23

31
17

Revenue
decentralization

ratio'

5
5

31
27
28
26
25

51
43
42
35
27

11
10
14
10

29

6
4
4
4
3
2
2

26
26
23
23
23

45
41
37
31
27

10
8
7
7
6

33
22
17
14
12

Total" Modifiedb

Expenditure
decentralization ratio

Year

1989
1990
1989
1990
1986

1988
1989
1989
1990
1988

1988
1988
1989
1990
1988

United Kingdom
Czechoslovakia
Ireland
Netherlands
Iceland

Morocco
Paraguay
Kenya
Pakistan
Costa Rica
Ghana
Cote d'ivoire

Industrial countries
Denmark
Finland
Sweden
Norway
Poland

South Africa
Chile
Brazil
Thailand
Philippines

Country

1. The expenditure decentralization ratio
the percentage of total government expen
diture spent by local governments.
2. The modifiedexpenditure 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 oflocal taxation. It is
the percentage oflocal 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 oflocally raised revenue in
total local expenditure.

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.

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.

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

Switzerland
USA
Hungary
France
Germany

Austria
Canada
Luxembourg
Spain
Belgium
Romania
Australia

1984
1989
1990
1988
1988

1990
1989
1988
1988
1987
1989
1990

22
21
19
18
17

16
16
15
13
12

9
5

24
26
21
19
18

18
18
16
14
15
10

6

22
16
11
12
14

17
11
7

10
6
8
5

87
65
53
63
73

89
53
42
62
41

103
83
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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' Modifiedb ratio' ratiod

Developing countries
Nigeria 1988 68
China 1991 60 61 96
Costa Rica 1988 48 40 96
India 1988 44 56 32 48
Argentina 1987 39 43 21 38
Pakistan 1987/88 24 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 3 105

Industrial countries
Canada 1989 41 47 41 79
Australia 1990 37 41 23 53
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

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.
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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 ofgovernment 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 Mrica.

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 localgovernment social allocation ra
tto-the percentage of local government
budgets devoted to social spending.
3. The socialexpenditure 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 human 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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Resources for decentralization

TABLE 4.4
Social expenditure decentralization ratio in selected countries

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

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

6

13

11
18

7
23
58
24

1
15
24
25

5
40

15

7
23

3
6

40
49
31

20
15

28

35
85
85

36
69

Social
decentralization

ratiob

ProvinciaI Loca I

47

39
46
24
43
81
49

6
50
59
55
18
49

35

31

9
34
22
22

Local

55

50
35
67

50
62
68

48
62

35
24

Provincial

Social
allocation ratio'

68
67
67
66
59
49
48
48
48
44
41
40
34
25

46
41
39
32
25
21
10
5

CentralYear

Industrial countries
Germany 1988
Austria 1990
France 1988
Switzerland 1984
Luxembourg 1988
United Kingdom 1989
Denmark 1988
Iceland 1986
Australia 1990
Canada 1989
USA 1989
Hungary 1990
Romania 1989
Czechoslovakia 1990

Country

Developing countries
Chile 1988
Argentina 1987
Nigeria 1988
Zimbabwe 1986
Kenya 1989
Malawi 1984
Indonesia 1989
India 1988
Colombia 1984

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 IMP-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.

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 mini
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

family planning services and nutrition pro
grammes.
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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.

PIOPLL A:\D GO\'ERNt\1'\CE

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 near 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 haram
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 under
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 health
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 Parana 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.

Afinal and lasting benefit ofgreater 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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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 ofgovernment 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.

Equity

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 Fonda
Comun 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.

Economic 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-quality services-Local 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-Local
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-ereating 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
signed 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 lloilo City concluded that the pro
ject had not yet 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.

Pouticalparticlpation

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. .
zncrease economzc
participation
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Democratic
regimes are the
most likely to
encourage genuzne
decentralization
and popular
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 civilliber
ties.

wee 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 yet
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 offull 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 someform ofdecen
tralization, it has generally increased efficien
cy. 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 betterpriority ratios. This is partly the
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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 ofexistingpowerstructures.
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 serve 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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DECENTRALIZATION STUDY

Chile
CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP (1990) 33%

EXPENDITURE DECENTRALIZATION RATIO (1990) 8%

REVENUE DECENTRALIZATION RATIO (1990) 5%

FINANCIAL AUTONOMY RATIO (1990) 62%
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Chile's decentralization experience can be divided into three periods.

First, the governments of Frei and Allende continued Chile's long

democratic tradition of broadly based but centralized services. Next, the

Pinochet dictatorship drew all political power to the centre but

decentralized services. Then, the government of Aylwin restored local

democracy, continuing with the decentralized services.

During the earlier democratic periods, there were elected municipal

councils and various neighbourhood groups, whi.ch General Pinochet

abolished, replacing them with a military hierarchy that included centrally

appointed governors and mayors. He also gave municipal governments

greater responsibilities for the delivery of services, particularly education

and health. Municipal leaders thus became "service delivery agents"

without local governing power.

Decentralization was initially accompanied by an increase in resources

for local authorities. First, more of the locally raised property taxes could be

spent locally. Before 1979, municipalities received only a fraction of the rev

enue-after, they got all of it. They could retain some 40% of the property

tax and receive the rest through a redistribution among municipalities

through a Fonda Comun Municipal. This took 60% of the property tax, 50%

of the vehicle tax and a proportion of the receipts from a tax on business in

three high-income municipalities.

The second major new source of income took the form of flat subsidies

to allow municipalities to provide basic education and primary health care.

This payment system, intended to give municipalities an incentive to con

trol costs, resulted in their subsidizing these services from elsewhere in their

budgets-and running deficits.

For primary and secondary education, the central government has giv

en a flat subsidy per pupil. This could go either to municipal schools or to

new private (non-fee-charging) schools. But its real value fell through the

1980s, and municipal schools suffered because, while they lost pupils to the

private sector, they could not readily cut their costs proportionately. In the

health services, the flat payments to municipalities were in line with specif

ic services provided. But these, too, failed to keep pace with costs and in

flation.

The decentralization programme also dispersed some investment. A

new Regional Development Fund was established in 1975 to finance pro

jects in health and education, as well as minor infrastructure projects such

as rural roads. These funds are distributed in response to project submis

sions by municipalities and regions, supposedly weighted towards the poor

est communities.

This fund currently amounts to about 15% of the public sector invest

ment budget, and there is a proposal to increase it by 25%. There is also an

additional mechanism for sectoral ministries to allocate a small part of their

funds (around 5%) to regional governments, which are free to select their

own projects.

As a result of these reforms, Chile's revenue and expenditure decen

tralization ratios rose sharply during the 1980s. Municipal revenue rose to

6% of total government revenue, and the expenditure ratio to 8.3%. But

since health and education are financed by transfers from the central gov

ernment, the financial autonomy ratio fell sharply. Even so, municipalities

in 1990 financed 60% of their activities from their own resources. There

was nevertheless some decline in the decentralization ratios between 1988

and 1990. For investment, however, the municipalities depend more heav

ily on outside money. They finance only 16% of investment in their area (an

other 16% comes from the various regional funds, 68% from central

ministries).

Amajor objective of Pinochet's policies was to increase the professional

level of local government employees, and he seems to have succeeded.

Professional and technical staff as a proportion of municipal employees rose

from 8% to 33% between 1975 and 1988-a result of, among other things,

increased staff training but also contracting out more of the unskilled work.

In the quality of services, the outcome of decentralization was mixed.

The standards in municipal schools fell, and the differences between social

groups widened. Private schools (which by 1986 had 31% of the school pop

ulation) did rather better, though the differences were not so marked when

controlled for socioeconomic status (the lower socioeconomic groups tend

ed to do better in the municipal schools). The secondary enrohnent ratio in

creaseJ, anJ the number of years required for pupils to pass through the

system fell.

In health, the resource picture is similar. Decentralization was accom

panied by a cut in real resources and the introduction of some user charges.

Public expenditure on health fell from 3.3% of GDP to 2.4% in 1988 (due

to the privatization of contributions and services among the upper-income

groups). But the outcome for health standards was generally positive with

continuing (and marked) reductions in infant mortaliry rates and maternal

mortality. In both health and education, the larger and richer municipalities

did better than the others.

On balance, the outcome of decentralization in Chile seems to have

been positive-and the situation should improve further as the present gov

ernment combines it with more local democracy.
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DECENTRALIZATION STUDY

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

EXPENDITURE DECENTRALIZATION RATIO (1989) 19%

REVENUE DECENTRALIZATION RATIO (1989) 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 exten ive decentralization to

match government to local needs. The country's 188 million people live

on more than 13,000 islands covering more 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 is 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. And though governors of the 27

provinces are elected by the provincial assemblies, the president ha to con

firm their appointment. In addition, the central government has officials dis

persed throughout the country to assist with decisions. This has made

Indonesia's planning system good at transferring commands from above,

but not very sensitive to local priorities.

Local governments raise 25% of their financing from their own taxes

and fees, with the re t coming from central government transfers and grants.

Their largest source is the property tax, collected by the central government

but given to districts. Local governments are responsible for the delivery of

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

from the central government. These transfers come through the INPRES

programme, Indonesia's principal 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

autonomy and improve local infrastructure. These are not centrally con

trolled, but they are subject to "general guidelines", strict for provinces

though less so for districts. Another INPRES grant provides lump sums di

rect�y to each of Indonesia's nearly 67,000 villages. These grants are small

but can be used for almost any purpose. Second, "specific" grams go only

to the district level and are earmarked for specific purposes by the central

government-say, for the construction of schools or their running costs.

Districts have limited discretion on how to use these grants.

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

fluenced 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 grams also fell.

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

el, own funds controlled by local governments range from 4% to 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 ratio was more than four times that of the central government,

though the ratios are about the same when it comes to infrastructure in

vestment. Again, however, there is considerable variation in the spencling

patterns. At the provincial level in 1983, social expencliture as a percentage

of development expencliture varied between 8% and 43%, while infrastruc

ture investment varied between 20% and 66% of development expencliture.

The system of decentralizing expenditure seems to have produced sub

stantial improvements in basic services in health and education. In educa

tion, the government was generous with funcling for investment in the

1970s, and although this dropped as oil revenues fell in the 1980s, educa

tion standards continued to improve. Government investment in education

is also becoming more redistributive, as provinces with lower literacy rates

receive a higher share of investment funds.

The picture is similarly positive for health. Resources declined in the

1980s, but standards continued to rise, probably reflecting increased in

vestment in health by local governments. The number of health centres rose

significantly, infant mortality fell by nearly 50% and life expectancy rose by

eight years. The central government 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 improving 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 towards 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

Morocco
CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP (1990) 30%

EXPENDITURE DECENTRALIZATION RATIO (1986) 6%

REVENUE DECENTRALIZATION RATIO (1988) 8%

FINANCIAL AUTONOMY RATIO (1988) 108%
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Morocco has undergone a steady process of decentralization in recent

decades. Until 1960, the country was organized through traditional

assemblies-]maa-based on ethnic groups. These have been largely

replaced by a system based on territory: seven regions, 60 prefectures or

provinces, and 1,544 communes (1,297 rural and 247 urban).

Each commune has an elected president and assembly. The commune

councillors in turn elect councillors for the prefectures.

The activities of the communes were greatly enlarged in 1976 to include

responsibility for the management of a large number of local services, in

cluding water, sanitation, electricity and transport, 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 Fonds d'Equipement Communal. They have therefore been

pressing for an additional share of the VAT-to be clistributed more on the

basis of local needs and levels of development.

Decentralization has certainly changed the character of spencling 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 expencliture 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,

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 surgeons

and agronomists. Even so, there is a marked clisparity 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 orclinary people are concerned, many features of the re

cent decentralization have offered considerable improvements. Administra

tive procedures have been speeded up-it now takes much less time to get

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 early to say whether education standards have

been affected, but the health services have improved. One inclicator 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 1990-91,78%. And while more than half the patients previously had

to wait more than an hour for a consultation, ten years later that proportion

had dropped to Jess 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 critical assessment of the successes and fail

ures of decentralization as well as a sharing of experience.
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DECENTRALIZATION STUDY

Zimbabwe
CENTRAL GOVERNMENT EXPENDITURE AS % OF GNP (1990) 41%

EXPENDITURE DECENTRALIZATION RATIO (1986) 20%

REVENUE DECENTRALIZATION RATIO (1986) 6%

FINANCIAL AUTONOMY RATIO (1986) 27%

The first democratic 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

1y 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 councils, while the black commu

nal lands had African councils. After 1980, the government retained the

white councils but consolidated the previously fragmented Aftican 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

effort 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%oflocal 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 government. 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 authorities raised only 6% of total government revenue in 1986,

and they have almost no financial autonomy. In education, the ministry ad

ministers grants under the heading "tuition" and interprets this very nar

rowly to encompass only spending directly related to classroom learning,

such as tex1books or chalkboards.

In 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 between 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.
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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 total 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

munallands. Since 1980, the school construction programme has increased

the number of primary schools in cornrnunallands by 86% and that of sec

ondary schools by more than 700%. The number of village health workers

increased 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 been 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 provinces, even after adjusting for out-of-province patients. And

the expenditure on water supplies is greater for those provinces that already

have better facilities. 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, participation is much more constrained. Local decision-making is

often 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 generally car

ries more weight than local government.

Zimbabwe has taken many significant steps towards decentralization in

the short period since independence, but this has been constrained by the

historical context of race and class.
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CHAPTER 5

11111 People in community organizations

People are more
likely to be
excluded than
included in civil
and political life
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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-

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

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).

BOX 5.1

BOX 5.2

Mexico-Union de Ejidos Julio Sabines

Self.help farming groups

Farmers all over the world have tradi- we, owe and are in western Nigeria and
tionally come together in self-help nnoboa in south-eastern Ghana.
groups, particularly to share their labour. Self-help groups have also been
Neighbours might, for example, arrive formed to provide credit, normally
on an appointed day to help work one among people with similar incomes,
farmer's land. Not paid, but fed, any of though individuals might join several
them can ask for similar help from the groups if they meet the requirements.
others. These groups also have a variety of

In a more formal arrangement, farm- names: esusu among the Yoruba people
ers might, on a rotating basis, help each of western Nigeria, susu in Ghana, ibim
other prepare land for the cultivation of ina in the Kivuye commune in northern
various crops. Widespread in Africa, this Rwanda, tontines or njangis in Cam
form of cooperation goes under the eroon, cheetu in Sri Lanka and samabaya
names nhimbe and jangano in Zimbab- in Bangladesh.

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
ognizes 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 Action 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-
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In the 1970s, poor rural farmers migrat
ed to the rainforest region of Marques
de Comillas, near Mexico's border with
Guatemala. Their shifting cultivation
practices, combined with cattle ranching
by more powerful groups, deforested
some 40% of the area. In 1988, the
Mexican government responded with a
ban on the cutting of trees.

The ban drew a strong reaction from
the farmers represented by the Union de
Ejidos Julio Sabines. They held meetings
with government agencies--di.scussing
soil erosion, river flooding and changes
in rainfall as a result of deforestation.
They also discussed global warming
with some farmers pointing out that the
international community should, if it
wanted them to stop cutting trees, offer
some compensation.

The majority, however, agreed to
work with government agencies to de
velop sustainable forms of agriculture
and look for alternative sources of in
come.

For the past four years, they have suc
cessfully developed farming techniques
for both food and commercial crops, us
ing natural fertilizers without using more
land. They are also cultivating forest
products for sale, as well as breeding
some of the forest animals.

The government has provided med
ical and educational services and sup
port for Indian communities-and
created a special task force for commu
nity development.

As a result, the rainforest is being
used and preserved-and the local com
munity is flourishing.
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BOX 5.3

Pakistan-the Orangi Pilot Project

Egypt-Cairo public housing project

• 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 NGOs 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

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
rruse.

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 Mrica, 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.

selves. The Orangi Pilot Project concen
trated on five areas:
• Low-cost sanitation

Low-cost housing
• Women's work centres
• Women's welfare programmes
• School education.

The results have been spectacular.
The sanitation programme involves
28,000 families that have constructed
some 430,000 feet of underground sew
erage and built more than 28,000 la
trines. They financed this with 30 million
rupees ($1.2 million) of their own sav
ings, at a cost of $66 per house-about
one-quarter of what it would have cost
local government.

Orangi, a suburb of Karachi, Pakistan's
largest city, has grown rapidly and now
has more than 700,000 people crowded
into it.

Akhtar Hameed Khan came to
Orangi in 1980, a charismatic leader
with considerable experience in organiz
ing community self-help from his previ
ous work in the Comilla project in
Bangladesh. He found that housing was
poor, sanitation and drainage facilities
inadequate, health problems on the in
crease and epidemics frequent.

Khan was convinced that the best
way to deal with Orangi's problems was
to shun outside help and strengthen the
capacity of local people to help them-

BOX 5.4

Khalafaway, like many Cairo neighbour
hoods, deteriorated greatly in the 1960s
as a result of prolonged neglect by the
government. Blocked sewage systems
and piles of garbage in open areas were
contaminating the drinking water and
producing other serious health threats.

Disgusted by the deteriorating con
ditions, the Khalafaway neighbourhood
started a self-help project in 1978 to im
prove its environment. Using their own
money and volunteer labour, the people
in the neighbourhood replaced broken
water pipes, unblocked the sewage sys-

tems, cleared the garbage and organized
regular collections. They also created a
children's garden.

Three years later, these self-help ef
forts found a strong ally in Wafaa Ahmed
Abdalla, a senior expert with the Insti
tute for National Planning in Cairo. She
developed a more scientific approach for
community improvement and started
training programmes for local people. As
a result, five more self-help projects
emerged in public housing neighbour
hoods, enabling 5,000 residents to im
prove their environment.

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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BOX 5.5

India-Self.Employed Women's Association

Dominican Republic-Centro de Investigaci6n
para la Acci6n Feminina

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
tionallevels.

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 ofVolun-

been Mujeres Rurales-a report on the
condition of peasant women. It followed
this up with a nationwide information
campaign to highlight the findings of the
report and seek concrete changes in gov
ernment policy. It is now completing a
sequel on the problems ofurban women.

CIPAP publishes a monthly newslet
ter that is reproduced in a nationwide
daily newspaper, and it has conducted
graduate seminars in the Dominican
Republic, Honduras and Panama.

BOX 5.6

and home-based workers.
• Producer cooperatives help women
get better prices for their goods.
• llaining courses impart such skills as
bamboo work, block printing, plumbing,
carpentry, radio repair and accounting
and management.
• Legal services enable women to ob·
tain the benefits of national labour legis
lation. Until SEWAwas formed in 1972,
the women in the informal sector were
not recognized as workers, either in law
or by society.

SEWA has also developed a welfare
component. It now gives assistance to its
members through a maternal protection
scheme, widows' benefits, child care and
the training of midwives.

The Centro de Investigaci6n para la Acci6n
Feminina (CIPAP), a women's NGO in
the Dominican Republic, is promoting
lasting social change in the status of
women. It tries to engineerbasic changes
in attitude through programmes of
research, education, training and public
information. By mobilizing the energies
of middle-class women, it has organized
over 200 workshops, trained thousands
of workers and issued 31 publications.

One of CIPAP's major studies has

The Self-Employed Women's Associa
tion (SEWA) is a trade union of poor
women in Ahmedabad, India (in Hindi,
sewa means service).

SEWA draws its membership from
three types of workers: petty vendors
and hawkers, home-based producers
and those who provide casual labour and
other services. Although it started in re
sponse to the needs of urban women,
SEWA now also covers rural women in
agriculture and other sectors.

SEWXs aim is to enhance women's
income-earning opportunities as well as
their working environment. It does this
in several ways:
• Savings and credit cooperatives pro
vide working capital to hawkers, vendors

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 Solldaridad 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
Investigaci6n para la Acci6n 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, hut 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 par
Colombia and the Shuar Federation in
Ecuador.
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BOX 5.7

International advocacy by NGOs

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 ofone 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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Many of the issues that concern NGOs
are truly global-and can often be best
addressed by truly international NGOs.
One of the best-known and respected
of these is Amnesty International. By
tirelessly recording and publicizing hu
man rights violations, it has amply
demonstrated the power of information
to protect the rights of individuals and
groups.

Amnesty has more than 6,000 groups
of volunteers in more than 70 countries.
Through their reports and letter-writing
campaigns in 1990, these groups publi
cized the cases of 4,500 prisoners and
contributed to the release of 1,296 of
them.

A new organization-'liansparency
International-also plans to operate
through international investigation and

publicity by identifying and exposing
corruption in international business
transactions and documenting its politi
cal, social and economic effects. The
globalization of world trade increases
the potential for large-scale corrup
tion-as the Bofors arms sales scandal
has shown only too vividly. 'liansparency
International is unlikely to be short of
work.

Another new international advocacy
agency-in this case on environmental
issues-is the Earth Council. It draws
the lesson from the Rio environmental
summit that people's continuing inter
national participation is vital to the solu
tion of environmental problems. It will
provide a continuing global non-govern
mental forum for debate and action on
sustainable development.

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.

orthern GOs 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-sirnilarly 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
velopment agenda at the grass roots. The
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 mayor 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, 0
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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 66
West Germany 6.5
Sweden 4.6
Italy 1.9
Japan 1.6
United Kingdom 1.3
France 0.3
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Efforts to promote
participation and
empowerment
cannot be divorced
from concrete
economzc
achievements
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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 easy 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 economic 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, donors 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 tlle 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 ce.ntral 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-

GOs have responded with greater reluc
tance. But in both cases, GOs have been
forced to reflect on how their approach
meshes, or conflicts, with national policy.
And governments for their part are realizing
that GOs 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 GOs or delay the speedy implement
ation of their programmes. And GOs
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.
• Central line mimstries-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 N GOs in fu ture planning. They
also need to encourage greater NGO in
volvement where the government is not in
volved.

The GOs, 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 GOs will
seek to change. But this attitude can spill
over into arrogance and antagonism to
wards local politicians and administrators.

GOs 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, GOs
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 GOs 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
N GOs 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.

o 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 10-

cal and small, but some employ thousands
of people.

Thought to reach 10-20% of the poor,
GOs 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 GOs 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 ofNGOs, 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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Burkina Faso--Groupements Naam

The Naam groups started in 1967, in the
Yatenga province of Burkina Faso, as a
revival of traditional work groups. The
basic idea is for the community to accu
mulate a production surplus and invest
it in community development.

During the rainy season, group activ
ities include cultivating market-garden
plots and planting millet, cotton, sesame
and groundnuts in communal fields. In
the dry season, the focus shifts to soap
making, textile production, animal hus
bandry and building fuel-efficient ovens.
Mer provision is made for depreciation
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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 1992 0.2
Philippines 1990 0.1

BOX 5.8

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:
1. Tackling poverty
2. Providing credit to the poor
3. Reaching the poorest
4. Empowering marginal groups
5. Challenging gender discrimination
6. Delivering emergency relief.

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
food. 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-

and the capital needed for new invest
ments, the proceeds are shared among
group members.

The Naam groups also undertake
various community works, digging ditch
es, building rainwater storage tanks and
small darns and tending community
forests. The groups also promote sports
and cultural activities and run literacy
programmes.

In 1989, there were some 2,800
groups with more than 160,000 mem
bers. Their motto is "development with
out damage".

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 Mrica
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
Mrica, 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).

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 a candid commentary
on the situation. NGOs are in no position

BOX 5.9

Sri Lanka-Sarvodaya Sharamadana Movement

Bangladesh-the Grameen Bank

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 susu 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 Fundaci6n
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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The Sarvodaya Sharamadana Move
ment (SSM) was founded in the late
1950s under the charismatic leadership
ofA. T. Ariyaratne to integrate low-caste
families into the mainstream of national
life. Now, it has more than 7,700 staff
and covers 8,000 villages (more than a
third of the total in Sri Lanka) in both
Singhalese and Tamil parts of the coun
try.

SSM takes its inspiration from
Buddhist and Gandhian sources. It aims
to help people mobilize their own re
SOl~rces, especially their labour, through
forms of participation and self-sufficien
cy in tune with the country's cultural tra
ditions.

It runs a variety of income-generating
programmes, including batik and sewing
shops, workshops for mechanical repairs
and carpentry, printing presses and ac
tivities for farmers. On the welfare side,
it has programmes for the deaf and dis-

The Grameen Bank in Bangladesh is one
ofthe most successful experiments in ex
tending credit to the landless poor.

It started in 1976 in the village of
Jobra. Professor Muhammad Yunus saw
that it was impossible for landless people
to get loans from commercial banks
since they could offer no collateral. He
decided personally to guarantee bank
loans to the poor. This proved very suc
cessful: repayment rates were above
99%. The poor were bankable.

In 1983, the project became a full
fledged bank. The Bangladesh govern
ment contributed 60% of the initial
paid-up capital, and the rest came from
the savings of the borrowers themselves.
International support has been consid
erable, but dependence on foreign fund
ing has declined from 83% to 60%.

The bank's most significant innova
tion is to organize people into groups of
five, and ask each person to guarantee

abled, relief and rehabilitation pro
grammes (particularly for the victims of
ethnic conflict), and nutrition pro
grammes aimed especially at preschool
children.

A recent survey of SSM and non
SSM villages in the same region found
that people in SSM villages were much
more likely to have overcome apathy and
mutual suspicion. SSM's participatory
approach has encouraged a new leader
ship, enabling people to bypass the ine
galitarian structures associated with the
temples, mutual aid committees and po
litical parties.

SSM has also begun to work at the
national level. Through seminars and
discussion groups with lawyers, the po
lice, the judiciary and various action
groups, it is challenging the idea of de
velopment as a purely economic issue
and arguing that it should give greater
priority to human concerns.

BOX 5.10

the repayment ofa loan to any of the oth
er four members. The chair of each
group has a weekly review meeting with
a staff member of the bank. This combi
nation of collective collateral, close su
pervision and peer group pressure has
resulted in very high repayment rates
(currently around 95%).

By 1991, the bank had extended its
services to more than 23,000 villages
through its nearly 900 branches. Around
one million households have received
credit. The average loan is $60, and the
interest rate (16%) contains no subsidy.
Primarily for working capital, the loans
have generated a great deal of employ
ment, especially for rural women.

Borrowers are also required to add
one taka per week to their savings ac
count. By 1991 this compulsory savings
fund had accumulated Tk. 962 mil
lion-62% of outstanding loans.
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to replace governments or commercial mar
kets in the provision ofcredit. 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 Mrica 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%. TIlls 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 secure title to their
land. TIlls 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
ingAssociation brings together 50 women's
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BOX 5.11

Zimbabwe-Organization of Rural Associations for Progress

irrigation schemes, sewing and savings
clubs, animal husbandry and honicul
ture.

Now operating in three provinces,
ORAP employed 60 people directly in
1990, had an annual budget of around
$1 million and covered more than 1,000
groups (80,000 families), which were al
so organized into 16 higher associations.

Also operating in the same areas as
ORAP, the government is essentially de
livering services, while ORAP puts the
emphasis on participation and social mo
bilization. ORAP's approach is being
studied by other groups in Zimbabwe,
since it seems successfully to have blend
ed an efficient service organization with
a popular grass-roots movement.

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.

GOs 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.

GOs 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-
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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
Cambodia.
2. Advocacy for international action
Following their warnings, the NGOs can
lobby governments and international orga
nizations to increase their resources for
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 re.lponse-Untrammelled by bu
reaucratic and political constraints, GOs
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

The Organization of Rural Associations
for Progress (ORAP), an indigenous
NGO in Zimbabwe, acts as an umbrella
organization for local groups, each with
five to 30 rural families. These are often
traditional work groups that managed to
survive the paternalist and racist prac
tices of the colonial period. ORAP pro
vides funds and technical assistance, but
the groups and their regional associa
tions make the key decisions.

Most group members are farmers, so
ORAP focused initially on generating in
come in agriculture. Lately, it has also
been engaged in education, sanitation
and extension services-and in food se
curity and drought relief. Current pro
jects include grinding mills, gardens,

Attempts to
incorporate gender
issues into projects
have too often been
superficial
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emergency, such organizations as the Red
Cross, Save the Children, CARE, Concern
and Medecins Sans Frontzhes 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 earthquakes. 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 GOs 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.

GOs 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 GOs 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.

GOs 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, GOs 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 orth and the
South, encouraging them to focu 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 partlClpation 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 yet 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
mcrease.

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 GOs is a clear demon-

PEOPLE II . CO,\I:YIU,\I1Y ORCJA;\IZATlO:\'~

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 rhythm 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 years of schooling. The

measure of educational achievement is adjusted by as

signing a weight of two-thirds to literacy and one-third to

mean years of schooling:

E = a, LITERACY+ a, YEAR OF SCHOOLI1':G

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:

U7(y) = y for O<y$

= Y +2(y- y) for y $y$2y
I I

=y +2(y)' +3(y-2y)' for2y $y$3y

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 E = 1, but

allows it to vary between 0 and 1.

For example, ingapore has a real GDP per capita of

$15,880. With the poverty line set at $-1,829, there are

four terms in the equation to determine the well-being of

Singapore:

W'(y)= y +2(y )' +3(y )' +-1(y-3y )4

-!.
-1,829 + 2( -1,829)2

lV(y) xy'-e
1-E

+ 3(-1,829)'

+ -1(15,880 -1-1,-187)'

-1.829 + 139 + 51 + 2-1 = 55,0-13

367

78.6

-12.0

3.00

0.00

5,075

0.126

7-1.0
2.0-1

5,0-13

Singapore life expectancy

Singapore educational attainment

Singapore adjusted GDP per capita

Singapore life expectancy deprivation

= (78.6 - 7-1.0)/(78.6 - -12.0)

In calculating rhe HDI of Singapore using the im

proved variables and applying the methods described

here, the following steps are taken:

Maximum country life expectancy

Minimum country life expectancy

Maximum country educational attainment

Minimum country educational attainment

Maximum country adjusted real

GDP per capita

linimum country adjusted real

GDP per capita

Here, \\7(y) 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 E =0 there are no

diminishing returns. As E approaches I, the equation be

comes:

The value of E 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 .1"'. Thus, most countries

are between 0 and y'" , some between y'" and 2y"', even

fewer between 2y'" and 3y'" and so on. For all countries

for which y < y"'-that is, the poor countries-E is set

equal to O. There are no diminishing returns here. For in

come between Y" and 2)"', E is set equal to 1/2. For in

come between 2y'" and 3y''', E is set at 2/3.ln general, if

ay'" $ ),$ (a+l).1"', then E =al(a+I).Thisgives:

lV(y) = log y
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Adjusting the HDI for income distribution

The HDI is a national average, just like real income per

capita, one of its components. The HDI therefore needs

to be made sensitive to these distributions. It has the ad

vantage that two of its three basic variables-life ex

pectancy and educational attainment-are naturally

distributed much less unequally than is income, the third

Making the HDI gender-sensitive

For 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 51% Uapan) 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).

Multiplying these two ratios gives the female-male wage

income ratio.

This wage-income ratio combines two identifiable

correlates of gender discrimination. There is a gap be

tween male and female wages, and an even greater gap in

labour force participation rates. When this is translated

into absolute income levels, we see the profound conse

quences. To do this, a basic assumption has to be made

that is clearly gender-biased: that the ratio of non-wage

income to wage income is the same for men and women.

This ratio therefore understates the inequality.

In adjusted real GDP per capita, female incomes as a

percentage of male incomes range from a low of 26%

(Costa Rica) to a high of 82% (Sweden). But of the 33

countries for which we have comparable data, only nine

have a ratio of 60% or above, while ten have a ratio be

low 40%. So, even in a statistic that understates the in

equality, the differences are stark.

The female HDI gains from the near-equal or better

ratio in life expectancy but loses from women's unequal

access to educarion, particularly in the developing coun

tries. In education, the industrial countries show very lit

tle gender difference: though the value for female

achievement as a proportion of male achievement never

goes above 104%, in seven countries it goes below 96%.

In poorer countries the differences become substantial.

The overall HDI calculated separately for men and

women reflects this pattern. Ofthe 33 countries for which

the data are available, 22 are industrial countries. So,

technical note table 1.1 does not capture the full extent

of gender inequality.

How should this inequality be reflected in the overall

HDI for any country? A simple approach is to multiply

the overall HDI for any country by the ratio of the female

HDI to the male HDI.

Singapore educational attainment deprivation

= (3.00 - 2.04)/(3.00 - 0.00)

Singapore GDP deprivation

= (5,075 - 5,043)/(5,075 - 367)

Singapore average deprivation

= (0.126 + 0.320 + 0.007)/3

Singapore human development index

= 1-0.151

0.320

0.007

0.151

0.849

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

cy 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 years 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 no up

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

coefficient. For 41 countries data are available on the ra-

TECHNICAL NOTE TABLE 1.1
Gender-disparity-adjusted HOI

Percentage
Average difference Difference

Female as % of male female- between between
male ratio HDI and HDI and

Educa- for the Gender- gender- gender-
Life tiona I Adjusted three HDI disparity- disparity- disparity-

HDI expec- attain- real components adjusted adjusted adjusted
Country value taney" ment GDP (percent) HDI HDI ranksb

Sweden 0.977 101.1 100.0 81.9 94.3 0.921 -5.7 4
Norway 0.978 102.1 98.3 69.5 90.0 0.881 -10.0 1
France 0.971 104.2 101.7 61.0 88.9 0.864 -11.1 5
Denmark 0.955 101.2 98.4 70.6 90.1 0.860 -9.9 8
Finland 0.954 103.8 97.9 68.3 90.0 0.859 -10.0 8

Australia 0.972 102.3 98.5 62.3 87.7 0852 -12.3 1
New Zealand 0.947 101.5 103.9 61.7 89.0 0.844 -11.0 9
Netherlands 0.970 102.1 103.8 49.7 85.2 0.826 -14.8 1
USA 0.976 103.0 101.6 48.7 84.4 0.824 -15.6 -3
United Kingdom 0.964 101.0 101.8 51.6 84.8 0.818 -15.2 0

Canada 0.982 102.5 96.7 50.1 83.1 0.816 -16.9 -9
Belgium 0.952 102.3 100.0 52.5 84.9 0.808 -15.1 3
Austria 0.952 103.1 89.7 53.6 82.1 0.782 -17.9 1
Switzerland 0.978 102.1 93.0 40.7 78.6 0.768 -21.4 -10
Germany 0.957 102.1 90.4 48.4 80.3 0.768 -19.7 -4

Italy 0.924 102.2 98.6 47.3 82.7 0.764 -17.3 3
Japan 0.983 100.8 98.1 33.9 77.6 0.763 -22.4 -16
Czechoslovakia 0.892 103.8 88.4 61.4 84.5 0.754 -15.5 4
Ireland 0.925 100.9 102.3 30.4 77.9 0.720 -22.1 -1
Luxembourg 0.943 102.5 95.1 29.2 75.6 0.713 -24.4 -3

Greece 0.902 102.7 89.0 38.2 76.6 0.691 -23.4 0
Portugal 0.853 102.7 75.8 57.7 78.7 0.672 -21.3 3
Cyprus 0.890 100.1 85.5 35.5 73.7 0.656 -26.3 0
Costa Rica 0.852 998 96.6 26.3 74.2 0.632 -25.8 2
Hong Kong 0.913 100.6 62.8 39.8 67.7 0.618 -32.3 -5

Singapore 0.849 101.1 66.1 39.5 68.9 0.585 -31.1 1
Korea. Rep. of 0.872 102.4 60.9 27.5 63.6 0.555 -36.4 -3
Paraguay 0.641 100.0 88.1 67.4 85.2 0.546 -14.8 1
Sri Lanka 0.663 99.6 79.7 46.5 75.3 0.499 -24.7 -1
Philippines 0.603 99.5 89.3 35.4 74.7 0.451 -25.3 0

Swaziland 0.458 100.7 81.8 43.2 75.2 0.344 -24.8 0
Myanmar 0.390 99.3 71.8 57.7 76.3 0.297 -23.7 0
Kenya 0.369 100.2 41.8 54.0 65.3 0.241 -34.7 0

a. Adjusted for natural bIOlogICal 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.

TECH,ICAL N01TS 101



tio of the income shate 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 1.2
Income-distribution-adjusted HOI

Percentage Difference
difference between HDI

Income- between HDI and income-
distribution- and income- distribution-

adjusted distribution- adjusted
Country HDI value HDI value adjusted HDI ranks'

Japan 0.983 0.981 -0.20 0
Netherlands 0.970 0.966 -0.41 7
Switzerland 0.978 0.958 -2.05 1
Sweden 0.977 0.958 -1.95 1
Norway 0.978 0.956 -2.25 -2

Canada 0.982 0.947 -3.56 -4
Belgium 0.952 0.946 -0.63 6
United Kingdom 0.964 0.945 -1.98 1
USA 0.976 0.943 -3.38 -3
France 0.971 0.938 -3.41 -2

Australia 0.972 0.934 -3.91 -4
Finland 0.954 0.932 -2.31 0
Denmark 0.955 0.925 -3.15 -2
Israel 0.938 0.912 -2.77 1
New Zealand 0.947 0.909 -4.01 -1

Ireland 0.925 0.908 -1.85 0
Spain 0.923 0.898 -2.71 1
Italy 0.924 0.892 -3.47 -1
Korea, Rep. of 0.872 0.885 1.49 2
Hungary 0.887 0.873 -1.68 0

Hong Kong 0.913 0.871 -4.60 -2
Singapore 0.849 0.836 -1.53 3
Costa Rica 0.852 0.829 -2.61 1
Chile 0.864 0.818 -5.33 -2
Portugal 0.853 0.802 -6.00 -2

Argentina 0.832 0.791 -4.92 0
Venezuela 0.824 0.771 -6.43 0
Mauritius 0.794 0.745 -6.18 1
Mexico 0.805 0.737 -8.46 -1
Colombia 0.770 0.734 -4.75 1

Malaysia 0.790 0.732 -7.35 -1
Thailand 0.715 0.672 -5.99 4
Panama 0.738 0.654 -11.35 -1
Turkey 0.717 0.650 -9.39 1
Syrian Arab Rep. 0.694 0.644 -7.22 2

Jamaica 0.736 0.643 -12.60 -3
Sri Lanka 0.663 0.634 -4.30 1
Brazil 0.730 0.627 -14.07 -4
Tunisia 0.600 0.583 -2.75 1
Philippines 0.603 0.575 -4.67 -1

Iran, Islamic Rep. of 0.557 0.519 -6.76 0
Indonesia 0.515 0.519 0.81 0
EI Salvador 0.503 0.488 -3.01 0
Honduras 0.472 0.419 -11.21 0
Egypt 0.389 0.377 -3.12 0

Kenya 0.369 0.344 -6.83 0
Pakistan 0.311 0.303 -2.62 1
Zambia 0.314 0.291 -7.30 -1
India 0.309 0.289 -6.40 0
COte d'ivoire 0.286 0.246 -13.84 0
Bangladesh 0.189 0.172 -9.19 0
Nepal 0.170 0.138 -19.05 0

a. Apositive figure shows that the Income-distribution-adjusted HOI rank is higher than the unadjusted HOI rank. a
negative the opposite.
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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

W(y)[1 - GJ is then used as the third variable in addition

to life 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 algebraically-with XI as life ex

pectancy, X2 as literacy and X
J

as income-the contribu

tion of each variable to the HDI can be written as Z"
where:

[X'j' - min X'j,J
Z = J,t

IJI [~ax X,}f - ~in X,jl]
J,t J,t

In the formula,j denotes the country, t the time peri

od. ote now that the denominator will remain un

changed for all time periods and for all countries.

1
MHDIJ1 =3" I,Zljl

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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Oisaggregating the HOI within a country Disaggregated HDIs are arrived at by using the data

Within each country, there are very significant disparities: for the HDI components pertaining to each of the groups
among ethnic groups, among subregions, between urban into which the HDI is disaggregated, treating each group

and rural areas and between the sexes. Unfortunately, as if it were a separate countly. The methodology is ex-

there are not sufficient readily available data to present actly the same as for the national HDls. A counrry HDI

these disaggregations for most countries. They are illus- using the same data components as the subnational HDls

trated in chapter 1 for five countries, one industrial coun- is also calculated, and the country figure is adjusted to

try, the United States, and one from each of the equal the figure for the national HDI found in indicator

developing regions, Mexico, India, Turkey and Swazi- table 1 on the human development index. All group cal-

land. These countries have been used for illustrative pur- culations are then adjusted proportionately so that the

poses because reliable disaggregated data are available disaggregated HDls are comparable to the national

for them, and it is to their credit that such internal human HDls of this Human Development Report. In this way, it is

development analyses are possible. The same disparities possible to say where disaggregated groups of a particu-

occur to a greater or lesser degree in other countries for lar country would rank among the other countries in in-

which reliable disaggregated data are not available. dicator table 1 on the human development index.

TECHNICAL NOTE TABLE 1.3
Changing HOI over time

HDI HDI Difference HDI HDI Difference HDI HDI Difference
Country 1970 1990 1970-90 Country 1970 1990 1970-90 Country 1970 1990 1970-90

Saudi Arabia 0.386 0.688 0.302 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 0.815 0.854 0.039
Mauritius 0.525 0.794 0.269 Ecuador 0.542 0.646 0.104 Panama 0.703 0.738 0.035
Tunisia 0.335 0.600 0.265 Sweden 0.873 0.977 0.104 Madagascar 0.292 0.327 0.035
Syrian Arab Rep. 0.432 0.694 0.262 Netherlands 0.866 0.970 0.104 Paraguay 0.607 0.641 0.034

Malaysia 0.538 0.790 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 0.167 0.032
Turkey 0.492 0.717 0.225 Spain 0.821 0.923 0.102 Zaire 0.232 0.262 0.030
Indonesia 0.316 0.515 0.199 Iraq 0.489 0.589 0.100 Mali 0.054 0.082 0.028
Thailand 0.535 0.715 0.180 New Zealand 0.848 0.947 0.099 Liberia 0.194 0.222 0.028

Algeria 0.358 0.528 0.170 Congo 0.278 0.372 0.094 Somalia 0.061 0.087 0.026
Morocco 0.268 0.433 0.165 Italy 0830 0.924 0.094 Niger 0.054 0080 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 EI Salvador 0.483 0.503 0.020
Colombia 0.617 0.770 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 0.093 Bolivia 0.383 0.398 0.015
Portugal 0.710 0.853 0.143 Denmark 0.864 0.955 0.091 Bangladesh 0.174 0.189 0.015
Yemen Arab Rep. 0.093 0.233 0.140 Sri Lanka 0.574 0.663 0.089 Myanmar 0.384 0.390 0.006
Gabon 0.370 0.503 0.133 Honduras 0.385 0.472 0.087 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 0.130 Pakistan 0.226 0.311 0.085 Poland 0.829 0.831 0.002
Japan 0.853 0.983 0.130 Cameroon 0.228 0.310 0.082 Burkina Faso 0.073 0.074 0.001
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 0.592 -0.003
Australia 0.849 0.972 0.123 Cote d'ivoire 0.212 0.286 0.074 Sudan 0.155 0.152 -0.003

Canada 0.860 0.982 0.122 Dominican Rep. 0.513 0.586 0.073 Angola 0.147 0.143 -0.004
Singapore 0.730 0.849 0.119 Guatemala 0.416 0.489 0.073 Benin 0.117 0.113 -0.004
France 0.854 0.971 0.117 Ghana 0.246 0.311 0.065 Zambia 0.320 0.314 -0.006
Kenya 0.253 0.369 0.116 Philippines 0.542 0.603 0.061 Afghanistan 0.083 0.066 -0.017
Finland 0.838 0.954 0.116 Senegal 0.124 0.182 0.058 Papua New Guinea 0.342 0.318 -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 Nigeria 0.189 0.246 0.057 Uganda 0.241 0.194 -0.047
United Kingdom 0.850 0.964 0.114 Czechoslovakia 0.836 0.892 0.056 Nicaragua 0.549 0.500 -0.049
LesottlO 0.317 0.431 0.114 India 0.258 0.309 0.051 Mozambique 0.205 0.154 -0.051
Venezuela 0.714 0.824 0.110 Argentina 0.784 0.832 0.048 Jamaica 0.797 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

104

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

ial now exists to enable us to review these criticisms and

assess their usefulness for future work. That is the pur

pose of this note.

Even 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 HDI is 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 berween the actual value of

the variable in a country (or a region or a subgroup--fot

example, women) and a minimum value divided by the

range of the variable-that is, the difference berween the

maximum and the minimum.

It should be made clear at the outset that the concept
of human development is broader than the measure ofhu

man development. Thus, although the HDI is a con

stantly evolving measure, it will never perfectly capture

human development.

What does the HDI measure?

A question that immediately arises is: What does the HDI

measure? Is it a normative measure of a desirable stan
dard 0/living or a measure of the level 0/ living? Does it

measure quality 0/ lzfe or, as the British newspaper The
Daily Mail said in its editorial on the 1992 Report, is it a

happiness index?

A distinction needs to be made berween 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 summit-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 heavz1y on aspe
cial analysis prepared by Sudhir Anand and Amartya K. Sen
(1992) for the Human Development Report Office, which
will appear separately as an Occasional Paper 0/ UND?, and
major contributions by Meghnad Desai.

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 minimal 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.

It is 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: "It 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 Human Development Report made this aspect

clear in its original definition of human development:

Human development is a process 0/enlarging people's choic
es. In principle, these choices can be infinite and change over
time. But at all levels 0/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 0/ living. If these choices are not available,
many other opportunities remain 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 HDI 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 rwo 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 hom 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 !LO as a mea

sure of the adequacy of a development process (!LO

1976, referred to by Pyatt 1991b and Smith 1992). These

basic needs are health, education, food, water supply, san

itation and housing (Hicks and Stteeten 1979). Again,
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there is overlap with the HDI. 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 similat 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 HDI.

The questions to address here are:

I. Why only t1u'ee dimensions? Axe these too many or

too few?

2. fu-e the variables (incUcators) chosen to measure the

dimensions adequate? And for each dimension, are the

associated variables too many or too few?

3. Axe the measures subject to measurement errors, and,

if so, do such errors invalidate the results) A subsicUary

question is how up to date are the data used to construct

the index.

-1. 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

TI,e three dimensions of the HDI relate to one or man)'

capabilities that they are expected to capture. Thus,

10llgevil)' captures the capability of leading a long and

healthy life. Educaliollal allailllllellt captures the capabil

ity of acquiring knowledge, communicating and partici

pating in the life of the community. Access 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).

ful important omission frequently pointed out by crit

ics is the dimension of freedom. Dasgupta has criticized

the HDI for neglecting human rights: "As a measure of

h/llnllll development, it is quite incomplete; it is obli"ious

of what is commonplace to caU human rights" (Dasgupta

1990; also Pyatt 1991bl.

The 1991 Report made an effort to remedy this omis

sion by constructing a human freedom index (HPI) based

on the work of Charles Humana (1986). But a decision

was made to keep the HDI separate from the I-lFI. As the

1991 Repon argued, in addition to the lack of data on po

litical freedom, there was another difficultv:

A secolld difficulty is poliliclll mllllilily. The hUlllall det'e1
opmelll illdex is based on relaliL'ely slable mdlcalors, which
don'l chtmge dl'l1malically /r01ll year 10 .rem: Poliliclll free
dOIll, by collimst, can appear or vlIllish abmptly. A lIIilitary
coup, lor example, wOII!d calISe a s/lddell drop ill Ihe index.
evell Iho/lgh ltlllll)' tlJpecls 01life lIIigbl remain /llIcbaliged.
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HUlllall Developmellt Report 1992 continued to con

sider poUtical 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 poUtica] 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 lIDI.

But this criticism relates to the variables used lO 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 (1991a) has argued

that life expectancy is explained by income and infant

mortality. If income is included in the lIDI, infant mor

taUty gives the extra information.

But although infant mortality and associated mea

sures of mortaUty at a young age are 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 /lIIiversal index, the HDI needs variables

that cUscrinUnate 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 Ufetime

(PLTl has been proposed as an alternative to Ufe ex

pectancv (Desai 1989l. Although the PLT is a useful cUs

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 "ariance across individuals within a countIy

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 qualit)' 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 uf schuul-
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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 U ESCO. It was for 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 to

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 qualiry of the variable we are measuring, which is nor

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 ( ubler 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

HDI.

Both life expectancy and educational attainment are

stock variables; they change slowly. One strand of criti

cism says that school enrolment or universiry 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

/low 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 HDI (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 between 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

people 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
0/course have instrumental importance but they do not con
stitute adirect measure o/the living standard itself. A person's
income level, for example, does not reveal what e),pectation
0/ life the person has, whether he or she is presently healthy
(or suffering /rom a disease), is disabled and incapable 0/
movillg about freely, etc. Even/or those features 0/the living
standard where the instrumental significance 0/ private in
come is likely to be greater, such as adequate lIutrition, there
is enonnous variation in converting income Into achieved
well-being. People's metabolic rates vary, as do their activity
levels and the climatic conditiolls in which they live. People
living in mountainous areas need more energy/romfood and
fuel because they lose more energy in the colder ambient tem

perature. A handicapped person with a physical disability
needs more income to achieve the same degree 0/mobility
than anormalpersoll does. The same is tnle 0/elderly and in
finn people.

To some extent, one can adjust private household incomes
for differences in certain very specific and limited needs. For
example, a child needs less food to achieve the same level 0/
nutrition as an adult. A large household needs more income
than a small household to achieve the same level 0/ con
sumption 0/goods and services, though not quite in propor
tioll to the number 0/ its members because 0/ "economies 0/
scale" in such consumption. A household living in a high
price regionlleedsmore Income to purchase the samefood and
other commodities than one living in a low-price area. For
these differences in needs, and only these, we can adjust
household income to take them into account. we do this
through so-called "equivalence scales" which correct house

hold income/or the size and age-sex composition 0/its mem
bers. And we use price indices to correct for regional and
temporal pn'ce differences. But it is simply not possible,
through income, to account/or individualdifferences in mor
bidity, mortality or disability-Qnd these features would

seem to deserve priority in any assessment 0/the liVing stan
dard. There are also other, nOli-private, economic goods and
services which cannot be captured adequately through house
hold incomes. These are the standard public or publicly
prOVIded goods-the environment, infrastructure (such as
roads), electricity, transport and communication facilities,
epidemiological protection, etc. Thus private incomes/ailto
capture even some very basic instrumental/eatureso/the stan
dard 0/living ill developillg coun/n·es.

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. Second,

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 climinishing marginal utility,

and the second was designed to emphasize the interest of

the Human Development Report in poverty alleviation.

In general, the logarithmic 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-

llU,\!AJ'\l DEVELOPr-.1ENT REPORT 1993



abies 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 disquieting 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-haII; for per capita income be

tween two and three times the poverty level, the elasticity

was taken to be two-thirds, and so on.

The logarithmic transformation over the entire range

of income incorporates an elasticity of 1. A poverty cap

imposes an infinite elasticity. 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 because 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

lat 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 (lIabold-Nubler 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 $450 (Trabold-Nubler 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 utility 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 yields utility (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, conceptually, income covers the other two

variables and that, empirically, these vat;abJes are so high

ly correlated that the other two variables are redundant.
With regard to the conceptual issue-whether

income captures or encompasses the other two vari

ables-tile Human Development Report's approach is

unambiguously and strongly in disagreement. The inlpor

tant question concerns the lives that people lead-what

tI,ey succeed in being or doing rather than the goods they

consume. The questions of interest are succinctly put by

Anand and Sen (l992):

Do they have the capability to live long? Can they avoid mor
tality during infancy and childhood? Can they escape pre
ventable morbidity? Do they avoid illiteracy? Are tbey /ree
/rom bunger and undernourishment? Do they enjoy personal
liberty and freedom?

These are the basic features of well-being which derive
from looking at people as the center ofall development ac
tivity. Enbancing their capabilities to function in these ele
mentary ways is what lies at the core ofhuman development.
The achievements of people-be it in terms of long life or
functionalliteracy--are valued as ends in themselves. This
should be contrasted with more mainstream economic ap
proacbes which discuss buman resource development. Here
thefocus i, on hUlIJan beings as aresource--an input illto pro
duction activities. The development of human resources is
seen ill terms oftheir contribution to income generation--as
all investment, like any othel; in enhancing the productivepo
tential.

Whereas the human development approach values capa
bilities related to, say, health, nutritioll, and basic education
as ends in themselves--alld income as only ameans to achieve
tbese-bull1an resource development (like "humall capital"
investment) is based on preclJ'ely the opposite valuation. This
approach assesses illvestment in human capital-includlllg
health, nutrition, and education-entirely in terms ofthe ex
tra income or output the investment generates, judging it to
be worthwhile Ifthe rate ofreturn exceeds the capital cost. By
contrast, proponents of the human development approach
would argue for the enhancement ofpeople's ability to read
and write, or to be well-nourished and healthy, even If the
conventionally measured economic return to investment in

107



108

literacy, or improved /ood intake and health care, were zero
(though, 0/coune, they are typically qlllle high allyway).

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 accmacy. 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 errors 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 dara con

vey a spurious accuracy. 11lese 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 orhers 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 yet available

(Srin.ivasan 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 fanning, there are for

midable problems in estimating income. In many

countries, industrial and developing, there is the problem

of estimaring informal sector and "black" income. In the

transirional economies of Eastern Europe, the prices of

many commoditics 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 estimated 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.

11lese problems are nor easily overcome, but they

need to be acknowledged more comprehensively. Ideally,

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 raking HDI values (or any

simi.lar 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 errors within

this range and then added them to variables for different

countries and calculated simulated HDIs. They found that

/01' the vast majority 0/countries, changes in rankillg are rel
atively minor... if we calculate rank correlation coefficients
between the J-lDI and its observed counterpart based on a
measurement error within the range 0/-5 and +5 percent,
wefind coefficientIO/0.996 and 0.995 Iii 1990 alld 1991 re
spectively. Given the closeness 0/ these coefficiellts to 1, we
draw the conclusion that the HDJ is extremely robust to
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

minus the minimum value relative to the range-that is,

maximum less minimum. Thus, for a dimension i for a

counrryj

max X//..: - min X,;,
k k

wherej andk are indexes for country. Then the overall in

dex is

1
H = - "H

J 3 L. 11

In every Human Development Report, tlle maximum

and the minimum for life expectancy have been defined

by the sample. Thus, the actual maximum and minimum

for aU countries in any year enter the calculation of Hlj'
labelling life expectancy as i.

If the maximum and minimum values were to change

over time, this might lead to an anomaly in which a coun

ny's actual life expectancy could go up whi.le its score

goes down. This may happen because the minimum has

gone up or the range has widened over time, or both.

111US, "moving the goalposts" makes comparing the HDI

over time more difficult.

The 1991 Report considcrcd trcnds in human dcvel

opment for the first time. For this purpose a modified

HDI was introduced in which the maximum and muli

mum were defined not separately for each year but for

the entire period 1960-90. A.Ithough this was good for

each period, it fails to deal with the problem over time,

because in the future-say, for 1960-95-rhe maximum

and minimum values could move again.

TECHNICAL NOTE TABLE 2.1
Maximum and minimum values

1990 1991 1992

Max Min Max Min Max Min

Life expectancy 78 42 78.6 42 78.6 42
Literacy 99 12 99 13.3 99 18.2
Mean years
of schooling 12.2 0.1 12.3 0.1
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TECHNICAL NOTE TABLE 2.2
Correlation matrix of variables

ment beyond the minimal levels oflIfe expectancy and lder
acy achieved in the past in some countries.

Educa-
Life Adjusted tiona I

expectancy GDP attainment

Weights

The equal weighting afforded to the three variables has

led to much debate. In an ideal world, 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:

0.095
3.151

1.000

-0.246
0.113
0.146

0.272
9.080

1.000
0.729

0.030
-0.386

0.350

0.969
0.916
0.925

2.633
87.769

TECHNICAL NOTE TABLE 2.3
Principal component analysis results

Eigenvalues
Explained variance

Component loadings
Life expecta ncy
Adjusted income
Educational attainment

Life expectancy 1.000
Adjusted income 0.848
Educational attainment 0.871

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 (Tatlidil1992). 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 techrucal note table 2.2. But the PCA shows that the

principal eigenvalue explains 88% of total variance in the

data, obviously a very high measure ofcommonality in the

data (technical note table 2.3).

The greatest problem 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 and/or pro
duce either of the other two indicators (irnproved health or
education). Possibly a weight roughly reflecting the acqUIsi
tion/production-transformation wouldhave 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 health.
Indeed, d might be argued that the capacity to choose among
many dImensions of human development accorded by in
creased income in particular merits giving a relatively higher
weight to thIS indicator.

Granted that the "goalposts" need to be fixed ifthe HDI is to
be comparable over time, we need to ask how the goalposts
should be determined. It will not be enough to fix the range
of values for each Xby simply looking at the minimum and
maximum levels achieved retrospectively, say in the period
/rom 1960 to 1990. We also need to look prospectively at
the projectionsfor each X and ensure that individual country
levels will remain inside the range forecast in the fUlure, in
other words, over the entire period----backward and for
ward------during which intertemporal comparisons are required
to be undertaken.

In the main this affects the range for the longevity vari
able. Looking back in time to a point when su/ficiem data
were available for 111tercountry comparisons (e.g. the year
1960), the miminum level oflIfe expectancy at birth achieved
was about 35 years. For comparisons in thefuture going asfar
as 2050, national lIfe expectancy at birth has been projected
to reach 85 years for some countries. Thus keeping to the ba
sis definition ofHDI, we could choose as Ollr fixed endpoints
for X aminimum vallie of35 years and a maximum value of
85 years. This range encompasses the lower and upper bound
of life expectancy estimates over which both cross-country
and intertemporal comparisons ofHDI are envisaged.

As far as the literacy variable is concerned we may
choose the natural range of 0 to 100 percent. Although the
lower end ofthe range is at the present time unlIkely to be
experienced at a national level, there are disaggregations 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 to start back from 1960, we would indeed be ap
proaching the lower end ofthe 0 to 100percent range in some
cases. Hence, we take 0 to 100 percent as the min-max in
terval for adlllt llferacy.

The final component ofHDI IS the logarithm ofper capi
ta GDP in 1987 PPP dollars truncated at the average official
poverty line income in nine developed countries. The loga
rithmic transform of income IS taken in order to reflect di
minishing returns to transforming income into human
capabilities. The ceiling on income at the poverty line IS im
posed because ofthe particular relevance ofpoverty removal
in human development (Desai 1991.355). The upper bound
ofthe max-min rangefor the income variable is kept constant
over time atthe logarithm ofPPP$4,861 in 1987prices. The
lower bound for the variable again poses a slight difficulty:
we choose a value of0 to reflect negligible human develop-

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

possibiliry 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 (l992):
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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 wouJd give results identical to those of

the present HOI, 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 HOI based on these weights would yield a very

different interpretation. Because of the low explanatory

power of such an HOI, it would be unwise to put more

faith in it.

Thus, the PCA conlirms the equal weights but also

points to the high degree of correlation. There is no pre

sumption about causaliry 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 HOI 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 countlY'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 HOI:
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One unit change in
Life expectancy

Literacy

Mean years of schooling

Income

Change in HDI

1/108

1/365

1/108

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

(onJy 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 1/1 RO. 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

tual dollars.

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 (l992):

Some commentators on the Human Oevelopment Report

1990 have been disconcerted by this normaLization 0/each
component H;j 0/the aggregate index H j . They point out, for
exampLe, that an improvement in the achievement 0/ the
Lowest-achieving country In the sampLe wouLd decrease the
HDI/or country 1and this is not the sort o/externaLities that
one wants in an Index. But the human deveLopment Index in
the 1990 (and subsequent) Reports was constructed express
Ly as ameasure 0/relative performance across countries at a
point in time. No speciaL sigmficance is attached to the ab
soLute vaLue 0/the index, the entire anaLysis being conducted
in terms 0/the ranking 0/countries relative to one another.

Thus aLthough a higher vaLue 0/min {X;k} or 0/max {Xu)

wouLd Indeed decrease/or H;/or country j, it wouLd aLso do
so for aLL other countries I too, and in proportion to the gap

(H;j - H;I) between countries j and l This, 0/course, has the
effect-given the basic in/ormation--o/ Leavlilg the reLative
ranking 0/countries unchanged.

As defined, the human deveLopment index H/or country
j is invantmt to positive affine transformations 0/the under
LyIng variables X;, i = 1,2,3. Thus ifone were to substitute

for each i = 1, 2, 3, Z;= a; X; + b; where a; > 0, the ab
soLute vaLue 0/each H;j' and there/ore aLso o/H;, wouLd re
main the same. In particuLar, if one changed the units 0/
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measurement a/Xi by either scale changes (ai > 0) or level
changes (b, * 0), the indices H ii and Hi would have the same
numerical values as be/ore.

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, ot 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 0/antifemale bias in some
countries in the world. This takes the /oml a/unequal treat
ment in access to /ood, health care, education, employment
and income-earning opportunities--and is reflected in differ
ent achievements 0/women relative to men. Gender bias ex
ists both within the household and outside the household, lor
example, in the labour market or the provision 0/ public
health services. We should lIke to use the HDI to illuminate
gender disparities that result /rom such unequal treatment.

Unlike conventional measures 0/ development, such as
those based all income or the possession 0/commodities, the
HDI is particularly well-suited to examining gender in
equalities. The reason is that the in/onnational requirements
0/resource-use measures such as income--especially when es
timation 0/ their allocation within the household is in
volved-make them very problematic in shedding light on
inter-individual differences. By contrast, the consequences 0/
female disadvantage and gender bias, both intra- and extra

household, will be reflected in the achievements 0/the indi
viduals concerned in tenns 0/their Itfe expectancy, literacy,
survival chances, and so on. Data on these achievements are
colllected not at the household level through household in
come and expenditure SIIrveys, but at the individual level
through demographic surveys and population censuses. There
is, thus, a strong practical reason-in addition to concemlor
what is intrinsically important-in adopting the HOI to ex
amine gender and other inter-individual disparities.

In considering the disaggregation 0/ HDI by gender, we

must take 1I0te...0/the higher potential ltfe expectancy o//e
males vis-a-vis males. The separate goalposts 0/life expectan

cy /or/emales and males are taken to be 37.5 and 87.5 years
lor women, and 32.5 and 82.5 years lor men. Thus the life
expectancy range is 50 years lor both womell alld men; this
tlllplies that a ullit increase in longevity lor either sex (over
time) will contribute the same increment to the overall

HDI..
The rallge lor adult literacy is the same /01' females and

males, as is that lor the logarithm 0/per capita GOP tnm
cated at the poverty line income. While separate adult liter
acy figures are in gelleral avatiable by gender, sex-specific
estimates a/income-use are difficult, ifllot impossible, to es
tablish with any accuracy even/or the advanced industrial

TICI !i\ICAL NOTE-

countries (jar the reasons mentioned earlier). Thus ifF and
M refer to females and males, respectively, the female and
male HDIslor country j are given by

and

.!.. [Xlj(M)-32.5 + X2,(M)+ XJJ(M)]
3 50 100 3.687

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

tihction 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 ofde

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 HDI. For the medium level,

they propose adding under-five mortality to life ex

pectancy, secondary school enrolment to literacy 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 en 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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TECHNICAL NOTE TABLE 2.4
Suggestions for special human development indices for specific groups of countries

the Human Development Report team to invite sugges

tions &om readers about the future course of the HDI.

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 35 years. With

an adjustment for gender to construct separate indices for

women and men, the maximum would be 87.5 years 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 O. For income,

the upper limit can be taken to be $35,000 in real income

Human
development level Low

Human 1.1 Life expectancy
development
indicators

2.1 Adult literacy

3.1 Log per capita
GDP (up to
international
poverty line)

Source. Anand and Sen 1992.

Medium

1.1 Life expectancy
1.2 Under-five

mortality

2.1 Adult literacy
2.2 Secondary school

enrolment

3.1 Log per capita
GDP (up to
international
poverty line)

3.2 Incidence of
poverty

Bibliography

High

1.1 Life expectancy
1.2 Under-five

mortality
1.3 Maternal mortality

2.1 Adult literacy
2.2 Secondary school

enrolment
2.3 Tertiary enrolment

3.1 Log per capita GDP
(up to international
poverty line)

3.2 Incidence of poverty
3.3 Gini-corrected mean

national income

per capita (PPP), which would require 2% growth for 50

years for the richest country to reach.

• Taking the logarithm of income over the entire range

rather than the present variable elasticity approach. This

would also mean removing the poverty cap.

Constructing supplementary indices for specific

groups of countries with low, medium and high human

development. The suggestions by Anand and Sen were

described above, but there is clearly scope for other sug

gestions here.

Disaggregating the HDI within each country. The

HDI is already disaggregated by gender, though only for

a limited number of countries. Disaggregation by region

and by ethnic group has been introduced in this Report.

There is no doubt scope for further disaggregation-for

example, by immigrants within a country, the elderly and

the disabled.

• Adding dimensions. The possibility of adding new di

mensions has not been explored beyond refining the

number of variables used for each of the three dimen

sions. The small number of dimensions has been helpful

in preserving the simplicity of the HDI, which has been

a strong factor in its transparency and the ease of com

municating its meaning to a wide audience. Any addi

tional dimension will have to have strong grounds for

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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Selected definitions

Aid human expenditure ratio The per
centage of a donor's GNP going to human
priority areas in recipient countries or the
amount of official development assistance
received for human priority areas expressed
as a percentage of the recipient country's
GNP

Aidsocialallocation ratio The percent
age of official development assistance that
goes to the social sector.

Aidsocialpriority ratio The percentage
of social sector official development assis
tance that goes to human priority areas.

Births attended The percentage of
births attended by physicians, nurses, mid
wives, trained primary health care workers
or trained traditional birth attendants.

Budget surplus/deficit Current and cap
ital revenue and grants received, less total
expenditure and lending, minus repay
ments.

Calorie supply See Dazly calorie supply.
Child malnutrition See Underweight,

Wasting and Stunting.
Child mortality See Under-five mortal

ity.
Contraceptive prevalence rate The per

centage of married women of childbearing
age who are using, or whose husbands are
using, any form of contraception: that is,
modern or traditional methods.

Current account balance The differ
ence between (a) exports of goods and ser
vices (factor and non-factor) as well as
inflows of unrequited private transfers but
before official transfers and (b) imports of
goods and services as well as all unrequited
transfers to the rest of the world.

Daily calorie requirement per capita
The average number of calories needed to
sustain a person at normal levels of activity
and health, taking into account the distrib
ution by age, sex, body weight and environ
mental temperature.

Daily calorie supply per capita The calo
rie equivalent of the net food supplies in a
country, divided by the populalion, per day.

llUIvLAN DEVELOPMENT INDICATORS

Debt service The sum of repayments
of principal (amortization) and payments
of interest made in foreign currencies,
goods or services on external public, pub
licly guaranteed and private non-guaran
teed debt.

Dependency ratio The ratio of the pop
ulation defined as dependent, under 15 and
over 64 years, to the working-age popula
tion, aged 15 to 64.

Direct tax Taxes levied on the actual or
presumptive net income of individuals, on
the profits of enterprises and on capital
gains, whether realized on land sales, secu
rities or other assets.

Domestic investment (gross) Outlays in
addition to the fixed assets of the economy
plus net changes in the level of inventories.

Domestic savings (gross) The gross
domestic product less government and pri
vate consumption.

Earnings per employee Earnings in con
stant prices derived by deflating nominal
earnings per employee by the country's con
sumer price index.

Education expenditures Expenditures
on the provision, management, inspection
and support of pre-primary, primary and
secondary schools; universities and col
leges; vocational, technical and other train
ing institutions; and general administration
and subsidiary services.

Employees Regular employees, work
ing proprietors, active business partners
and unpaid family workers, but excluding
homeworkers.

Enrolment ratio (gross and net) The
gross enrolment ratio is the number
enrolled in a level of education, whether or
not they belong in the relevant age group
for that level, expressed as a percentage of
the population in the relevant age group for
that level. The net enrolment ratio is the
number enrolled in a level of education who
belong in the relevant age group, expressed
as a percentage of the population in that age
group.
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Exports ofgoods and services The value
of all goods and non-factor services provid
ed to the rest of the world, including mer
chandise, freight, insurance, travel and
other non-factor services.

Female-male gap A set of national,
regional and other estimates in which all the
figures for females are expressed in relation
to the corresponding figures for males,
which are indexed to equal 100.

Fertility rate (total) The average num
ber of children that would be born alive to
a woman during her lifetime, if she were to
bear children at each age in accord with pre
vailing age-specific fertility rates.

Food azd in cereals Cereals provided by
donor countries and international organiza
tions, including the World Food
Programme and the International Wheat
Council, as reported for that particular crop
year. Cereals include wheat, flour, bulgur,
rice, coarse grain and the cereal compo
nents of blended foods.

Food import dependency ratio The ratio
of food imports to the food available for
internal distribution: that is, the sum of
food production, plus food imports, minus
food exports.

Food production per capita index The
average annual quantity of food produced
per capita in relation to that produced in the
indexed year. Food is defined as comprising
nuts, pulses, fruit, cereals, vegetables, sugar
cane, sugar beets, starchy roots, edible oils,
livestock and livestock products.

Future labour force replacement ratio
Population under 15 divided by one-third
of the population aged 15 to 59.

Gini coefficient A measure that shows
how close a given distribution of income is
to absolute equality or inequality. amed
for Corrado Gini, the Gini coefficient is a
ratio of the area between the 45° line and
the Lorenz curve and the area of the entire
triangle. As the coefficient approaches zero,
the distribution of income approaches
absolute equality. Conversely, as the coeffi
cient approaches one, the distribution of
income approaches absolute inequality.

Government expenditures Expenditures
by all central government offices, depart
ments, establishments and other bodies that
are agencies or instruments of the central

authority of a country. It includes both cur
rent and capital or developmental expendi
tures but excludes provincial, local and
private expenditures.

Gross domestic product (GDP) The
total for final use of output of goods and
services produced by an economy, by both
residents and non-residents, regardless of
the allocation to domestic and foreign
claims.

Gross enrolment ratio See Enrolment
ratio.

Gross national product (GNP) The
total domestic and foreign value added
claimed by residents, calculated without
making deductions for depreciation. It
comprises GDP plus net factor income
from abroad, which is the income residents
receive from abroad for factor services
(labour and capital), less similar payments
made to non-residents who contribute to
the domestic economy.

GNP per capita and growth rates The
gross national product divided by the pop
ulation. Annual GNPs per capita are
expressed in current US dollars. GNP per
capita growth rates are annual average
growth rates that have been computed by
fitting trend lines to the logarithmic values
of GNP per capita at constant market
prices for each year of the time period.

Health expenditures Expenditures on
hospitals, health centres and clinics, health
insurance schemes and family planning.

Health services access The percentage
of the population that can reach appropri
ate local health services on foot or by the
local means of transport in no more than
one hour.

Immunized The average of the vacci
nation coverages of children under one year
of age for the four antigens used in the
Universal Child Immunization Programme
(UCl).

Income share The income in both cash
and kind accruing to percentile groups of
households ranked by total household
mcome.

Infant mortality rate The annual num
ber of deaths of infants under one year of
age per 1,000 live births. More specifically,
the probability of dying between birth and
exactly one year of age times 1,000.
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Inflation rate The average annual rate
of inflation measured by the growth of the
GDP implicit deflator for each of the peri
ods shown.

International reserves (gross) Holdings
of monetary gold, special drawing rights
(SDRs), the reserve positions of members
in the IMF, and holdings of foreign
exchange under the control of monetary
authorities expressed in terms of the num
ber of months of imports of goods and ser
vices these could pay for at the current level
of imports.

Labour fane The economically active
population, including the armed forces and
the unemployed, but excluding homemak
ers and other unpaid caregivers.

Least developed countries A group of
developing countries established by the
United Nations General Assembly. Most of
these countries suffer from one or more of
the following constraints: a GNP per capi
ta of around $300 or less, land-locked,
remote insularity, desertification and expo
sure to natural disasters.

Life expectancy at birth The number of
years a newborn infant would live ifprevailing
patterns of mortality at the time of its birth
were to stay the same throughout its life.

Literacy rate (adult) The percentage of
persons aged 15 and over who can, with
understanding, both read and write a short
simple statement on their everyday life.

Low birth-weight The percentage of
babies born weighing less than 2,500
grammes.

Malnutrition See Underweight, Wasting
and Stunting.

Maternal mortality rate The annual
number of deaths of women from
pregnancy-related causes per 100,000 live
births.

Mean years ofschooling Average num
ber of years of schooling received per per
son age 25 and over.

Military expenditures Expenditures,
whether by defence or other departments,
on the maintenance of military forces,
including the purchase of military suppLes
and equipment, construction, recruiting,
training and military aid programmes.

Net enrolment ratio See Enrolment
ratio.
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North See South-North gap.
Official development assistance (aDA)

The net disbursements of loans and grants
made on concessional financial terms by
official agencies of the members of the De
velopment Assistance Committee (DAC),
the Organisation for Economic Co-opera
tion and Development (OECD), the
Organization of Petroleum Exporting
Countries (OPEC) and so on, to promote
economic development and welfare,
including technical cooperation and assis
tance.

aDA for social investment Official
development assistance for the combined
areas of health, education, social services,
rural and urban development and water
and sanitation.

Population density The total number
of inhabitants divided by the surface area.

Poverty line That income level below
which a minimum nutritionally adequate
diet plus essential non-food requirements
are not affordable.

Primary education Education at the
first level (International Standard
Classification of Education [ISCED] level
1), the main function of which is to provide
the basic elements ofeducation, such as ele
mentary schools and primary schools.

Primary intake rate N umber of new
entrants into first grade, regardless of age,
expressed as a percentage of the population
of official admission age to the first level of
education.

Primary school completion rate The
proportion of the children entering the first
grade of primary school who successfully
complete that level in due course.

Purchasing power parities (PPP) See
Real CDP per capita.

Real CDP per capita (purchasing power
parities [PPPJ) The use of official
exchange rates to convert the national cur
rency figures to US dollars does not attempt
to measure the relative domestic purchasing
powers of currencies. The United Nations
International Comparison Project (ICP)
has developed measures of real GDP on an
internationally comparable scale using pur
chasing power parities (PPP) instead of
exchange rates as conversion factors, and
expresseJ in international Jollars.
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RuraL-urban disparity A set of national,
regional and other estimates in which all the
rural figures are expressed in relation to the
corresponding urban figures, which are
indexed to equal 100.

Safe water access The percentage of
the population with reasonable access to
safe water supply, including treated surface
waters, or untreated but uncontaminated
water such as that from springs, sanitary
wells and protected boreholes.

Sanitation access The percentage of
the population with access to sanitary
means of excreta and waste disposal,
including outdoor latrines and compost
mg.

Science graduates Tertiary education
graduates in the natural and applied sci
ences.

Scientists Persons with scientific or
technological training-usually completion
of third-level education in any field of sci
ence-who are engaged in professional
work on research and development activi
ties, including administrators and directors
of such activities.

Secondary education Education at the
second level (ISCED levels 2 and 3), based
on at least four years' previous instruction at
the first level, and providing general or spe
cialized instruction or both, such as middle
schools, secondary schools, high schools,
teacher-training schools at this level and
schools of a vocational or technical nature.

Secondary technicaL education Educa-
tion provided in those second-level schools
that aim at preparing the pupils directly for a
trade or occupation other than teaching.

SociaL security benefits Compensation
for loss of income for the sick and tem
porarily disabled; payments to the elderly,
the permanently disabled and the unem
ployed; family, maternity and child allow
ances and the cost of welfare services.

South-North gap A set of national,
regional and other estimates in which all the
figures are expressed in relation to the cor
responding average figures for all the indus
trial countries, which are indexed to equal
100.

Stunting The percentage of children,
between 24 and 59 months, below minus

two standard deviations from the median
height-for-age of the reference population.

Technicians Persons engaged in scien
tific research and development activities
who have received vocational or technical
training for at least three years after the first
stage of second-level education.

Tenns oftrade The ratio of a country's
index of average export prices to its average
import price index.

Tertiary education Education at the
third level (ISCED levels 5,6 and 7), such
as universities, teachers' colleges and high
er professional schools-requiring as a min
imum condition of admission the successful
completion of education at the second level
or evidence of the attainment of an equiva
lent level of knowledge.

Ti'ade dependency Exports plus imports
as a percentage of GDP

Transition from first- to second-LeveL edu
cation Number of new entrants into sec
ondary general education, expressed as a
percentage of the total number of pupils in
the last grade of primary education in the
preVIOUS year.

Under-five mortaLity rate The annual
number of deaths of children under five
years of age per 1,000 live births averaged
over the previous five years. More specifi
cally, the probability of dying between birth
and exactly five years of age times 1,000.

Underweight (moderate and severe child
maLnutrition) The percentage of children,
under the age of five, below minus two stan
dard deviations from the median weight
for-age of the reference population.

UnempLoyment The unemployed com
prise all persons, above a specified age, who
are not in paid employment or self
employed, are available for paid employ
ment or self-employment and have taken
specific steps to seek paid employment or
self-employment.

Wasting The percentage of children,
between 12 and 23 months, below minus
two standard deviations from the median
weight-for-height of the reference popula
tion.

Water sources, internaL renewabLe The
average annual flow of rivers and aquifers
generated from endogenous precipitation.
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Classification of countries

Countries in the human development aggregates

Ukraine
United Kingdom
Uruguay
USA
Venezuela

Thailand
Tunisia
Turkey
Turkmenistan
United Arab
Emirates

Uzbekistan
Vanuatu

Sierra Leone
Solomon Islands
Somaha
Sudan
Swaziland
Tanzania,

U. Rep. of
Togo
Uganda
VietNam
Yemen
Zaire
Zambia
Zimbabwe

High human development
(HDI 0.800 and above)

Argentina
Armenia
Australia
Austria
Bahamas
Barbados
Belarus
Belgium
Brunei Darussalam
Bulgaria
Canada
Chile
Costa Rica
Cyprus
Czechoslovakia
Denmark
Dominica
Estonia
Finland
France
Georgia
Germany
Greece
Hong Kong
Hungary
Iceland
Ireland
Israel
Italy
Japan
Kazakhstan
Korea, Rep. of
Kuwait
Latvia
Lithuania
Luxembourg
Malta
Mexico
Netherlands

ew Zealand
orway

Poland
Portugal
Qatar
Russian Federation
Singapore
Spain
Sweden
Switzerland
1l-inidad and Tobago

Medium human development
(HDI 0.500 to 0.799)

Albania
Algeria
Antigua and

Barbuda
Azerbaijan
Bahrain
Belize
Botswana
Brazil
China
Colombia
Cuba
Dominican Rep.
Ecuador
El Salvador
Fiji
Gabon
Grenada
Guyana
Indonesia
Iran, Islamic Rep. of
Iraq
Jamaica
Jordan
Korea, Dem. Rep. of
Kyrgyzstan
Lebanon
Libyan Arab Jamahiriya
Malaysia
Mauritius
Moldova, Rep. of
Mongolia
Nicaragua
Oman
Panama
Paraguay
Peru
Philippines
Romania
Saint Kitts and Nevis
Saint Lucia
Saint Vincent
Samoa
Saudi Arabia
Seychelles
South Africa
Sri Lanka
Suriname
Syrian Arab Rep.
Tajikistan

Low human development
(HDI below 0.500)

Afghanistan
Angola
Bangladesh
Benin
Bhutan
Bolivia
Burkina Faso
Burundi
Cambodia
Cameroon
Cape Verde
Central African

Rep.
Chad
Comoros
Congo
Cote d'Ivoire
Djibouti
Egypt
Equatorial Guinea
Ethiopia
Gambia
Ghana
Guatemala
Guinea
Guinea-Bissau
Haiti
Honduras
India
Kenya
Lao People's Dem. Rep.
Lesotho
Liberia
Madagascar
Malawi
Maldives
Mali
Mauritania
Morocco
Mozambique
Myanmar
Namibia

epal
iger

Nigeria
Pakistan
Papua ew Guinea
Rwanda
Sao Tome and Principe
Senegal
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Countries in the income aggregates

High-income
(GNP per capita
above $6, 000)

Australia
Austria
Bahamas
Bahrain
Barbados
Belgium
Brunei Darussalam
Canada
Cyprus
Denmark
Finland
France
Germany
Greece
Hong Kong
Iceland
Ireland
Israel
Italy
Japan
Kuwait
Luxembourg
Malta
Netherlands
New Zealand
Norway
Qatar
Saudi Arabia
Singapore
Spain
Sweden
Switzerland
United Arab Emirates
United Kingdom
USA

MiddLe-income
(GNP per capita
$501 to $6,000)

Albania
Algeria
Angola
Antigua and Barbuda
Argentina
Armenia
Azerbaijan
Belarus
Belize
Bolivia
Botswana
Brazil
Bulgaria
Cameroon
Cape Verde
Chile
Colombia
Congo
Costa Rica
Cote d'Ivoire
Cuba
Czechoslovakia
Djibouti
Dominica
Dominican Rep.
Ecuador
Egypt
El Salvador
Estonia
Fiji
Gabon
Georgia
Grenada
Guatemala
Honduras
Hungary
Indonesia
Iran, Islamic Rep. of
Iraq
Jamaica
Jordan
Kazakhstan
Korea, Dem. Rep. of
Korea, Rep. of
Kyrgyzstan
Latvia
Lebanon
Lesotho
Libyan Arab Jamahiriya
Lithuania

Malaysia
Mauritius
Mexico
Moldova, Rep. of
Mongolia
Morocco
Namibia
Nicaragua
Oman
Panama
Papua New Guinea
Paraguay
Peru
Philippines
Poland
Portugal
Romania
Russian Federation
Saint Kitts and Nevis
Saint Lucia
Saint Vincent
Samoa
Senegal
Seychelles
Solomon Islands
South Africa
Suriname
Swaziland
Syrian Arab Rep.
Tajikistan
Thailand
Trinidad and Tobago
Tunisia
Turkey
Turkmenistan
Ukraine
Uruguay
Uzbekistan
Vanuatu
Venezuela
Yemen
Zimbabwe

Low-income
(GNP per capita
$500 and beLow)

Afghanistan
Bangladesh
Benin
Bhutan
Burkina Faso
Burundi
Cambodia
Central African Rep.
Chad
China
Comoros
Equatorial Guinea
Ethiopia
Gambia
Ghana
Guinea
Guinea-Bissau
Guyana
Haiti
India
Kenya
Lao People's Dem. Rep.
Liberia
Madagascar
Malawi
Maldives
Mali
Mauritania
Mozambique
Myanmar
Nepal
Niger
Nigeria
Pakistan
Rwanda
Sao Tome and Principe
Sierra Leone
Somalia
Sri Lanka
Sudan
Tanzania, U. Rep. of
Togo
Uganda
Viet Nam
Zaire
Zambia
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Countries in the major world aggregates

Least developed Industrial
countries All developing countries countries

Mghanistan Mghanistan Grenada Papua ew Guinea Albania
Bangladesh Algeria Guatemala Paraguay Armenia
Benin Angola Guinea Peru Australia
Bhutan Antigua and Guinea-Bissau Philippines Austria
Botswana Barbuda Guyana Qatar Azerbaijan
Burkina Faso Argentina Haiti Rwanda Belarus
Burundi Bahamas Honduras Saint Kitts and Belgium
Cambodia Bahrain Hong Kong Nevis Bulgaria
Cape Verde Bangladesh India Saint Lucia Canada
Central Mrican Rep. Barbados Indonesia Saint Vmcent Czechoslovakia
Chad Belize Iran, Islamic Rep. of Samoa Denmark
Comoros Benin Iraq SiioTomc and Estonia
Djibouti Bhutan Jamaica Principe Finland
Equatorial Gui.nea Bolivia Jordan Saudi Arabia France
Ethiopia Botswana Kenya Senegal Georgia
Gambia Brazil Korea, Dem. Seychelles Germany
Guinea Brunei Darussalam Rep. of Sierra Leone Greece
Guinea-Bissau Burkina Faso Korea, Rep. of Singapore Hungary
Haiti Burundi Kuwait Solomon Islands Iceland
Lao People's Cambodia Lao People's Somalia Ireland

Dem. Rep. Cameroon Dem. Rep. South Mrica Israel
Lesotho Cape Verde Lebanon Sri Lanka Italy
Liberia Central African Lesotho Sudan Japan
Malawi Rep. Liberia Suriname Kazakhstan
Maldives Chad Libyan Arab Swaziland Kyrgyzstan
Mali Chile Jamahiriya Syrian Arab Rep. Latvia
Mauritania China Madagascar Tanzania, U. Lithuania
Mozambique Colombia Malawi Rep. of Luxembourg
Myanmar Comoros Malaysia Thailand Malta
Nepal Congo Maldives Togo Moldova, Rep. of
Niger Costa Rica Mali Trinidad and Netherlands
Rwanda Cote d'Ivoire Mauritania Tobago New Zealand
Samoa Cuba Mauritius Tunisia Norway
SiioTome and Cyprus Mexico Turkey Poland
Principe Djibouti Mongolia Uganda Portugal

Sierra Leone Dominica Morocco United Arab Romania
Solomon Islands Dominican Rep. Mozambique Emirates Russian Federation
Somalia Ecuador Myanmar Uruguay Spain
Sudan Egypt Namibia Vanuatu Sweden
Tanzania El Salvador Nepal Venezuela Switzerland
Togo Equatorial Guinea Nicaragua Viet Nam Tajikistan
Uganda Ethiopia Niger Yemen Turkmenistan
Vanuatu Fiji Nigeria Zaire Ukraine
Yemen Gabon Oman Zambia United Kingdom
Zaire Gambia Pakistan Zimbabwe USA
Zambia Ghana Panama Uzbekistan
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Countries in the developing and industrial aggregates

Sub-Saharan Africa

Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
Central African Rep.
Chad
Comoros
Congo
C6te d'Ivoire
Djibouti
Equatorial Guinea
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Madagascar
Malawi
Mali
Mauritania
Mauritius
Mozambique
Namibia
Niger
Nigeria
Rwanda
Siio Tome and Principe
Senegal
Seychelles
Sierra Leone
Somalia
South Africa
Swaziland
Tanzania, U. Rep. of
Togo
Uganda
Zaire
Zambia
Zinlbabwe

Arab States

Algeria
Bahrain
Egypt
Iraq
Jordan
Kuwait
Lebanon
Libyan Arab Jamahiriya
Morocco
Oman
Qatar
Saudi Arabia
Sudan
Syrian Arab Rep.
Tunisia
United Arab Emirates
Yemen

Latin America
and the Caribbean

Antigua and Barbuda
Argentina
Bahamas
Barbados
Belize
Bolivia
Brazil
Chile
Colombia
Costa Rica
Cuba
Dominica
Dominican Rep.
Ecuador
El Salvador
Grenada
Guatemala
Guyana
Haiti
Honduras
Jamaica
Mexico
Nicaragua
Panama
Paraguay
Peru
Saint Kitts and Nevis
Saint Lucia
Saint Vincent
Suriname
Trinidad and Tobago
Uruguay
Venezuela

East Asia

China
Hong Kong
Korea, Dem. Rep. of
Korea, Rep. of
Mongolia

South-East Asia
and Oceania

Brunei Darussalam
Cambodia
Fiji
Indonesia
Lao People's Dem. Rep.
Malaysia
Myanmar
Papua New Guinea
Philippines
Samoa
Singapore
Solomon Islands
Thailand
Vanuatu
Viet Nam

South Asia

Afghanistan
Bangladesh
Bhutan
India
Iran, Islamic Rep. of
Maldives
Nepal
Pakistan
Sri Lanka

OECD

Australia
Austria
Belgium
Canada
Denmark
Finland
France
Germany
Greece
Iceland
Ireland
Italy

Japan
Luxembourg
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland
United Kingdom
USA

Eastern Europe
and former USSR

Albania
Armenia
Azerbaijan
Belarus
Bulgaria
Czechoslovakia
Estonia
Georgia
Hungary
Kazakhstan
Kyrgyzstan
Latvia
Lithuania
Moldova, Rep. of
Poland
Romania
Russian Federation
Tajikistan
Turkmenistan
Ukraine
Uzbekistan

Nordic countries

Denmark
Finland
Iceland
Norway
Sweden

Southern Europe

Albania
Greece
Italy
Malta
Portugal
Spain

European
Community

Belgium
Denmark
France
Germany
Greece
Ireland
Italy
Luxembourg
Netherlands
Portugal
Spain
United Kingdom

Non-European
countries

Australia
Canada
Israel
Japan
New Zealand
USA

North America

Canada
USA
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