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group despite having a GNP per capita above that
of some countries classified as high-income. The
high-income cutoff point of $6,000 removes that
anomaly.

Low-income and middle-income economies are
sometimes referred to as developing economies.
The use of the term is convenient; it is not in-
tended to imply that all economies in the group are
experiencing similar development or that other
economies have reached a preferred or final stage
of development. Classification by income does not
necessarily reflect development status. (As in last
year’s edition of the World Development Indica-
tors, high-income economies classified by the
United Nations or otherwise regarded by their au-
thorities as developing are identified by the symbol
t.) The use of the term “’countries” to refer to
economies implies no judgment by the Bank about
the legal or other status of a territory.

* Nonreporting nonmembers are Albania, Bulgaria,
Cuba, Czechoslovakia, German Democratic Re-
public, Democratic People’s Republic of Korea,
Mongolia, Namibia, and the Union of Soviet So-
cialist Republics. In the main tables of the World
Development Indicators, only aggregates are
shown for this group, but Box A.2 contains key
indicators reported for each of these countries.

Analytical groups

For analytical purposes, other overlapping classifi-
cations based predominantly on exports or exter-
nal debt are used in addition to geographic country
groups. The lists provided below are of economies
in these groups that have populations of more
than 1 million. Countries with less than 1 million
population, although not shown separately, are in-
cluded in group aggregates.

e Oil exporters are countries for which exports of
petroleum and gas, including reexports, account
for at least 30 percent of merchandise exports.
They are Algeria, Bahrain, Brunei, Cameroon,
People’s Republic of the Congo, Ecuador, Arab Re-
public of Egypt, Gabon, Indonesia, Islamic Repub-
lic of Iran, Irag, Kuwait, Libya, Mexico, Nigeria,
Norway, Oman, Qatar, Saudi Arabia, Syrian Arab
Republic, Trinidad and Tobago, United Arab Emir-
ates, and Venezuela.

o Severely indebted middle-income countries (abbre-
viated to "’Severely indebted” in the World Devel-
opment Indicators) are nineteen countries that are
deemed to have encountered severe debt-servicing
difficulties. They are Argentina, Bolivia, Brazil,
Chile, People’s Republic of the Congo, Costa Rica,

Cote d’Ivoire, Ecuador, Honduras, Hungary, Mex-
ico, Morocco, Nicaragua, Peru, Philippines, Po-
land, Senegal, Uruguay, and Venezuela. The 1989
edition used the category "’seventeen highly in-
debted economies,” which did not include the
People’s Republic of the Congo, Honduras, Hun-
gary, Nicaragua, Poland, and Senegal and did in-
clude Colombia, Jamaica, Nigeria, and Yugoslavia.

e OECD members, a subgroup of high-income
economies, comprises the members of the Organi-
sation for Economic Co-operation and Develop-
ment except for Greece, Portugal, and Turkey,
which are included among the middle-income
economies.

Geographic regions (low-income
and middle-income economies)

o Sub-Saharan Africa comprises all countries
south of the Sahara except South Africa.

o Europe, Middle East, and North Africa comprises
eight European countries—Cyprus, Greece, Hun-
gary, Malta, Poland, Portugal, Romania, and
Yugoslavia—all the economies of North Africa and
the Middle East, and Afghanistan. For some analy-
ses in the World Development Report separate group-
ings are used for Eastern Europe and for Middle
East and North Africa (or Middle East, North Af-
rica, and other Europe, depending on the database
used). Eastern Europe comprises the former cen-
trally planned economies in the group (Hungary,
Poland, and Romania) and Yugoslavia.

o East Asia comprises all the low-income and
middle-income economies of East and Southeast
Asia and the Pacific, east of and including China
and Thailand.

* South Asia comprises Bangladesh, Bhutan,
India, Myanmar, Nepal, Pakistan, and Sri Lanka.

o Latin America and the Caribbean comprises all
American and Caribbean countries south of the
United States.

Data notes

¢ Billion is 1,000 million.

¢ Trillion is 1,000 billion.

* Tons are metric tons. equal to 1,000 kilograms,
or 2,204.6 pounds.

® Dollars are current U.S. dollars unless other-
wise specified.

o Growth rates are based on constant price data
and, unless otherwise noted, have been computed
with the use of the least-squares method. See the
technical notes of the World Development Indica-
tors for details of this method.
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® The symbol . . in tables means not available.

® The symbol — in tables means not applicable.

® The number 0 or 0.0 in tables means zero or a
quantity less than half the unit shown and not
known more precisely.

All tables and figures are based on World Bank
data unless otherwise specified. The cutoff date for
all data in the World Development Indicators is
April 30, 1990.

Data for secondary sources are not always avail-

able after 1987. Historical data in this Report may
differ from those in previous editions because of
continuous updating as better data become avail-
able and because of new group aggregation tech-
niques that use broader country coverage than in
previous editions.

Economic and demographic terms are defined in
the technical notes to the World Development In-
dicators.









The evidence in this Report suggests that rapid
and politically sustainable progress on poverty has
been achieved by pursuing a strategy that has two
equally important elements. The first element is to
promote the productive use of the poor’s most
abundant asset—labor. It calls for policies that har-
ness market incentives, social and political institu-
tions, infrastructure, and technology to that end.
The second is to provide basic social services to the
poor. Primary health care, family planning, nutri-
tion, and primary education are especially
important.

The two elements are mutually reinforcing; one
without the other is not sufficient. In some coun-
tries, such as Brazil and Pakistan, growth has
raised the incomes of the poor, but social services
have received too little attention. As a result, mor-
tality among children remains unusually high and
primary enrollment unusually low, and the poor
are not as well equipped as they might be to take
advantage of economic opportunities. Some other
countries, by contrast, have long stressed the pro-
vision of social services, but growth has been too
slow. In Sri Lanka, for example, primary enroll-
ment rates and under 5 mortality rates are excep-
tionally good, but the potential for raising the in-
comes of the poor has gone to waste for lack of
economic opportunity.

Progress has been greatest in the countries that
have implemented both parts of the strategy. By
promoting the productive use of labor these coun-
tries have furnished opportunities for the poor,
and by investing in health and education they
have enabled the poor to take full advantage of the
new possibilities. In Indonesia and Malaysia this
approach has brought about a substantial reduc-
tion in poverty along with rapid improvements in
nutrition, under 5 mortality, and primary
enrollment.

Even if this basic two-part strategy is adopted,
many of the world’s poor—the sick, the old, those
who live in resource-poor regions, and others—
will continue to experience severe deprivation.
Many others will suffer temporary setbacks owing
to seasonal variations in income, loss of the family
breadwinner, famine, or adverse macroeconomic
shocks. A comprehensive approach to poverty re-
duction, therefore, calls for a program of well-
targeted transfers and safety nets as an essential
complement to the basic strategy.

During the 1980s many developing countries
had to cope with macroeconomic crises. Their ex-
perience drew attention to a new concern: the
need to frame adjustment policies that give due
weight to the needs of the poor. In many develop-

ing countries a period of painful macroeconomic
adjustment was unavoidable. In the longer term
the economic restructuring associated with adjust-
ment is perfectly consistent with the two-part
strategy. In the short term, however, many of the
poor are at risk. During the transition period the
poor can be protected through a judicious mix of
macroeconomic policies (for example, pricing pol-
icy reforms that benefit poor farmers) and mea-
sures to moderate declines in private consump-
tion. Experience also shows that it is possible to
shift public spending in favor of the poor, even
within an overall framework of fiscal discipline,
and to target transfers more accurately. In addi-
tion, increased capital inflows can be used to help
cushion the impact of adjustment on the poor.

The politics of poverty

The framework of political and economic institu-
tions is important because policies to reduce pov-
erty involve a tradeoff. This tradeoff is not, in the
main, between growth and the reduction of pov-
erty. Switching to an efficient, labor-intensive pat-
tern of development and investing more in the hu-
man capital of the poor are not only consistent
with faster long-term growth; they contribute to it.
Since these actions mean that a larger share of in-
come and more public spending will go to the
poor, the principal tradeoff, especially in the short
run, is between the interests of the poor and those
of the nonpoor. The two-part strategy is, therefore,
more likely to be adopted in countries where the
poor have a say in political and economic decision-
making.

Although the two-part strategy does involve a
politically sensitive tradeoff between the poor and
the nonpoor, it is likely to prove more feasible than
other strategies. Large-scale redistributions of land
have sometimes been successful. In Japan and the
Republic of Korea, for example, land redistribution
was central to the reduction of rural poverty and
laid the basis for the other policies advocated in
this Report. Where it can be done, redistribution of
land should be strongly supported. But the politi-
cal obstacles to such reform are great. In most
countries the two-part strategy outlined here,
which sees investment in education as the best
way of augmenting the assets of the poor, is more
likely to succeed.

Reaching the poor

Even when macroeconomic adjustment is not a
primary issue, the strategy requires an increase in
certain categories of public spending that specifi-
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cally benefit the poor. If these are to be affordable
and hence sustainable, they must be cost-effective.
Experience since the 1970s shows, however, that
reaching the poor with targeted programs can be
difficult. Nongovernmental organizations have
made important contributions here. Self-selecting
programs, which exclude the nonpoor by offering
benefits that are of interest only to the poor, are
another promising approach. Low-wage public
employment programs, for instance, have pro-
vided an effective safety net for the poor in certain
parts of South Asia and have been especially valu-
able in preventing famine. Chile’s experience sug-
gests that such schemes may also be helpful dur-
ing recessions.

To be truly cost-effective, interventions must be
not merely well targeted but also carefully de-
signed to meet the specific needs of poor people.
This means developing technologies suited to the
risky environment that confronts small farmers,
devising credit schemes to serve small borrowers,
combining feeding programs for especially vulner-
able groups with education on health and nutri-
tion, and so on. Successful programs have usually
involved the poor both at the design stage and
during implementation.

Public spending that is well designed and accu-
rately targeted can play an important part in the
fight against poverty. But such programs, however
cost-effective, are no substitute for efforts to attune
the broad stance of economic policy to the needs of
the poor. Attacking poverty is not primarily a task
for narrowly focused antipoverty projects, vital
though these may be. It is a task for economic pol-
icy in the large.

Aid

Aid has often been an effective instrument for re-
ducing poverty—but not always. Donors some-
times have other objectives. In 1988 about 41 per-
cent of external assistance was directed to middle-
and high-income countries, largely for political
reasons. Even when aid has been directed to the
poor, the results have sometimes been disappoint-
ing—especially in countries in which the overall
policy framework has not been conducive to the
reduction of poverty.

The world is at a turning point: the geopolitical
tensions that have prevailed since World War II are
easing rapidly. This offers a unique opportunity to
cut military spending and increase international
assistance. A cut of just 10 percent in military
spending by the countries of the North Atlantic

Treaty Organization would pay for a doubling of
aid. The resources can be made available—al-
though little will be achieved unless they are used
effectively.

The analysis in this Report provides the basis for
a better aid strategy. External assistance should be
more tightly linked to an assessment of the efforts
that would-be recipients are making to reduce pov-
erty. This principle already underlies procedures
for allocating the resources of the International De-
velopment Association (IDA). Carrying out this
principle would mean that countries committed to
the two-part strategy would be the main recipients
of aid. This reflects the conviction that aid works
well only when it complements a sound develop-
ment strategy.

In countries where policies (on prices and public
spending, for instance) are inconsistent with ef-
forts to reduce poverty, external resources would
achieve far less. Yet there are many poor people in
such countries. Indeed, these are the very coun-
tries in which poverty is going to get worse. The
judgments that have to be made in such cases will
be extremely difficult. Aiming moderate quantities
of aid directly at highly vulnerable groups seems
the appropriate response. Health clinics that serve
the poor, immunization programs for children,
and targeted nutrition programs are the sorts of
intervention that might be supported by the aid
community in such circumstances.

Many countries will fall between these two ex-
tremes. In such cases, intermediate amounts of as-
sistance would be appropriate. Careful judgment
is needed to determine how this aid can best be
used to make policy more responsive to the needs
of the poor.

These principles certainly bear on the operations
of the World Bank, but they should be regarded as
applicable to the aid community as a whole. If the
aid strategy outlined here were adopted and fol-
lowed consistently by bilateral donors, nongovern-
mental organizations, and multinational agencies,
its effectiveness would be greatly increased.

What can be achieved?

The Report projects that if, over the next ten years,
the industrial countries grow at about 3 percent a
year (the historical trend) and real aid flows in-
crease at a similar rate, per capita incomes in the
developing countries will grow by between 5.1
percent a year in East Asia and 0.5 percent a year
in Sub-Saharan Africa. With some progress to-
ward adopting the strategy advocated by the Re-






principal elements of an effective strategy are well
understood and that the external resources needed
to support it could be made available at little cost to
the industrial countries. Where developing coun-
tries are committed to reducing poverty, the indus-
trial countries should respond with increased
assistance.

Containing the number of poor in Africa and re-
ducing the number elsewhere by almost 400 mil-
lion (compared with 1985) would be a substantial
achievement. It is an ambitious goal—but one that
is within reach by the end of the century.






Table 1.1 Performance indicators in the world economy, 1989

Real growth Growth of export Gross domestic

of GDP volume investment/GDP?
Group and region 1980-89 1989 1980-89 1989 1980-89 1989
Industrial countries 3.0 3.6 4.8 7.6 20.9 21.5
Developing countries 4.3 3.3 6.1 8.1 24.3 24.6
Sub-Saharan Africa 1.0 3.5 0.0 10.1 16.1 15.2
East Asia 8.4 5.1 14.7 8.1 30.0 30.7
South Asia 5.5 4.8 6.1 9.6 22.3 21.4
Eastern Europe® 1.4 0.0 3.8 2.0 29.4 24.8

Middle East, North Africa,
and other Europe 2.9 2.5 6.4° 1.4° 25.9 24.1

Latin America and

the Caribbean 1.6 1.5 4.9 4.4 20.1 20.6

a. Data for 1989 are preliminary.
b. Estimates.

Japanese current account surplus fell by more than
27 percent, to $58 billion, but in the Federal Repub-
lic of Germany the surplus rose by more than 14
percent, to $56 billion, and approached that of Ja-
pan for the first time in recent history. Although
concern over the willingness of capital markets to
finance the U.S. current account deficit has eased,
saving in the United States and other industrial
countries remains low. As a result, these econo-
mies continue to absorb a large share of the global
supply of capital, and this in turn contributes to
high world interest rates.

In 1989 the developing countries saw growth
slow to 3.3 percent, as against an average for the
decade of 4.3 percent (Table 1.1). Growth was
strongest in South Asia and East Asia—the regions
with the world’s largest concentration of poor
people—although it was slower in both cases than
the average for recent years. Despite strong export
performance, South Asia’s growth fell to 4.8 per-
cent from 9 percent in 1988. Incomes in East Asia
rose by a healthy 5.1 percent, but that followed a
10 percent rise in 1988. China’s growth fell to 3.9
percent, less than half the average for the decade,
as the pace of economic reform slowed and the
government adopted austerity measures to curb
inflation by controlling the expansion of domestic
credit.

Elsewhere, growth was less buoyant. Real ex-
port growth of 10 percent helped boost growth in
Sub-Saharan Africa to 3.5 percent in 1989, one of
the decade’s strongest years. But because popula-
tion was growing extraordinarily fast, average per
capita income scarcely increased. Some countries,
including Burkina Faso, Ghana, Mali, and Mauri-
tius, managed growth of more than 5 percent in
1989, but investment remains severely depressed
across the region. In some countries investment

has fallen to less than 10 percent of GDP—a level
that is insufficient even to replace worn-out
capital.

In 1989 Latin America saw no recovery from the
weak growth and falling per capita incomes that
had characterized the rest of the decade. Average
income growth was 1.5 percent, but differences
within the region were great. Brazil achieved 3.5
percent real growth, whereas the rest of Latin
America averaged just 0.2 percent. Debt continues
to be a major obstacle to growth: net outward
transfers of resources to creditors amounted to al-
most one-fifth of export revenues. A reappraisal of
strategies for handling the debt crisis led to several
proposals for a new approach in 1989. The Brady
initiative, announced in March 1989, calls for case-
by-case debt reduction accompanied by official fi-
nancial support that is conditional on domestic
policy reform. Recognition of the need for debt
reduction and for full participation both by official
agencies and by private creditors marks an impor-
tant departure from previous debt strategies.

Several agreements providing for commercial
debt reduction have already been concluded under
the broad guidelines of the Brady initiative. These
agreements, which are backed with financial sup-
port from the World Bank, the International Mone-
tary Fund (IMF), and the Japanese government,
vary in their structure and terms. Mexico’s agree-
ment, for example, covers 85 percent of its com-
mercial bank debt. The Philippines bought back a
portion of its commercial bank debt at a 50 percent
discount and also received some new loans. Costa
Rica’s existing commercial bank claims were ex-
changed for new low-interest bonds. The results
so far indicate that in addition to reducing the debt
burden these agreements will encourage the coun-
tries concerned to strengthen their adjustment pol-









Table 1.2 Performance indicators, by developing region, selected periods

Growth of real per capita GDP (percent)

Gross domestic investment/GDP

Region 1965-73 1973-80 1980-89 1965-73 1973-80 1980-892
Sub-Saharan Africa 3.2 0.1 -2.2 16.2 20.8 16.1
East Asia 5.1 47 6.7 24.2 29.7 30.0
South Asia 1.2 1.7 3.2 17.1 19.9 22.3
Eastern Europe® 4.8 5.3 0.8 28.3 33.8 29.4
Middle East, North Africa

and other Europe 5.5 2.1 0.8 23.4 29.2 25.9
Latin America and

the Caribbean 3.7 2.6 -0.6 20.7 23.9 20.1

a. Data for 1989 are preliminary.
b. Estimates.

underlying imbalances, often hidden because bor-
rowing had temporarily maintained growth. This
group found it much harder to adjust to the shocks
of the 1980s.

Successful adjustment requires macroeconomic
stability: a low and sustainable rate of inflation, a
realistic exchange rate, and a manageable level of
fiscal expenditures. It also requires a microeco-
nomic environment that is favorable to new invest-
ment. The countries that succeeded in both re-
spects were able to sustain or improve their
growth performance during the 1980s.

RESTORING sTABILITY. The shocks to interest rates
and terms of trade of the 1980s reduced real in-
comes in most developing countries. Adjustment
called for cuts in consumption and in government
spending. Countries that were particularly depen-
dent on primary exports or were heavily burdened
with debt needed to make even deeper cuts. By
and large, the countries that weathered the storm
were the ones that acted early. Indonesia, for ex-
ample, saw its terms of trade decline by 25 percent
in 1986, meanwhile, exchange rate movements
pushed its ratio of debt to gross national product
(GNP) to twice that of Brazil. The government
acted promptly by devaluing the rupiah and cut-
ting public spending. The 1986 budget deficit was
held to 3.6 percent of GDP despite lost oil reve-
nues; the 1987 deficit fell to just 1 percent of GDP.
In both years real GDP growth remained above 3
percent, and it has been even stronger since then.

Government deficits, inflation, and unstable ex-
change rates are closely related in debtor coun-
tries. Large government deficits in the late 1970s
and early 1980s were financed mainly by external
borrowing. With the halt in foreign loans in the
1980s many governments, particularly in Latin
America, increasingly financed their deficits by
borrowing at home and by printing money. On

average, inflation in the severely indebted middle-
income countries was more than 100 percent be-
tween 1980 and 1987, compared with 8 percent in
South Asia and 5 percent in East Asia.

The recurrent bouts of high inflation that have
plagued Latin America are linked to the tax base,
the social structure, and domestic politics (Box
1.2). Severe inflation cripples the economy and
deepens economic crises in several ways: it under-
mines domestic confidence, reduces investment,
provokes capital flight, and often leads to a misal-
location of scarce foreign exchange. It further en-
courages dollarization (the use of foreign currency
as a medium of exchange), and it shrinks the tax
base by driving many economic activities into the
informal and illegal sectors. The result is an econ-
omy that does not respond to adjustment efforts.

RESTRUCTURING FOR GROWTH. For countries that
entered the 1980s with structural problems, raising
long-run growth requires adjustment policies
aimed at institutional reform and reallocation of
resources. Unlike stabilization measures, which of-
ten hinge on quick and decisive adjustment, eco-
nomic restructuring also requires long-term plan-
ning. The trade regime, the financial sector, and
the domestic regulatory framework are all crucial
to this task.

The successful East Asian countries have acted
swiftly to stabilize their economies while pursuing
gradual reform programs and maintaining a com-
petitive exchange rate. The Republic of Korea, for
example, pursued gradual but comprehensive
trade reform during the late 1970s and 1980s. Indo-
nesia supported its careful approach toward stable
exchange rate management with reforms of the
trade regime, the domestic regulatory framework,
and the financial system. By contrast, most Latin
American and Sub-Saharan African countries en-
tered the decade with overvalued exchange rates
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Table 1.3 Prospects for the 1990s

Real GDP growth rates Real GDP per capita growth rates
Trend,  Recent experience, Forecast, Trend,  Recent experience, Forecast,
Group and region 1965-80 1980-89 1989-2000 1965-80 1980-89 1989-2000
Industrial countries 3.7 3.0 3.0 2.8 2.5 2.6
Developing countries 5.9 4.3 5.1 3.4 2.3 3.2
Sub-Saharan Africa 5.2 1.0 3.7 2.0 —-2.2 0.5
East Asia 7.3 8.4 6.6 4.8 6.7 5.1
China 6.4 10.1 6.8 4.1 8.7 5.4
Other 8.1 6.4 6.3 5.5 4.2 4.6
South Asia 3.6 5.5 5.1 1.2 3.2 3.2
India 3.6 5.6 5.2 1.2 3.5 3.4
Other 3.9 5.0 4.8 1.2 2.2 2.4
Eastern Europe 5.3 1.4* 1.9 4.5 0.8 1.5
Middle East,
North Africa, and
other Europe 6.3 2.9 4.3 3.9 0.8 2.1
Latin America and
the Caribbean 6.0 1.6 4.2 3.4 -0.6 2.3
a. Estimates.

has a population of about 450 million, would have
an additional 165 million people, and per capita
incomes would be 20 percent lower than today’s
near-subsistence levels. The countries of Latin
America would have an additional 85 million peo-
ple and average incomes 6 percent lower than to-
day’s.

The outlook, however, is for stronger perfor-
mance during the 1990s (Table 1.3). The develop-
ing countries should grow, on average, by 5.1 per-
cent a year, compared with 4.3 percent in the
1980s. This judgment reflects confidence that a
combination of improvements in domestic policy
and greater external assistance will gradually bring
growth to closer to its long-run potential by the
end of the decade. The disturbances of the 1980s
are assumed not to recur, although the process of
recovery will be gradual. Real commodity prices
are expected to dip in the short run but then rise
gradually and grow at an average 0.2 percent over
the decade. Real interest rates should ease to be-
tween 3 and 4 percent over the decade, as against
an average of nearly 5.5 percent in the 1980s.

The industrial countries should grow at roughly
3 percent a year—close to their long-run potential.
This outlook takes into account the high rates of
investment achieved since the mid-1980s and the
productivity growth evident in several countries.
In the short run, growth in the United States is
projected to slow to between 2.0 and 2.5 percent
owing to a decrease in private and government
aggregate demand. The U.S. current account defi-
cit will remain below 2 percent of GDP in the early
1990s, but smooth financing of the deficit should
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prevent any disruption of global financial markets.
Over the course of the decade lower U.S. govern-
ment spending (especially on defense), a gradual
depreciation of the dollar, and buoyant growth in
the .other industrial countries should help to cor-
rect the U.S. fiscal and current account deficits.

International political developments should
make deficit correction in the United States easier
and help to spur more vigorous growth in Europe.
The strategic arms negotiations between the War-
saw Pact countries and the members of the North
Atlantic Treaty Organization, as well as unilateral
decisions by the U.S.S.R. and the United States to
pare defense expenditures, will release resources
for other uses (Box 1.3). (The members of the War-
saw Pact are Bulgaria, Czechoslovakia, the Ger-
man Democratic Republic, Hungary, Poland, Ro-
mania, and the U.S.S.R.)

Despite this generally favorable outlook, the leg-
acy of the 1980s remains evident. Although all re-
gions are expected to have positive per capita in-
come growth, Latin America and Sub-Saharan
Africa are unlikely to achieve their long-run poten-
tial. With the reduction of debt under the Brady
initiative, per capita income growth in Latin Amer-
ica might rise to 2.3 percent, as against an average
of 3.4 percent a year between 1965 and 1980. If this
projection is correct, the number of poor people in
Latin America is unlikely to decrease during the
decade. In Sub-Saharan Africa per capita incomes
are not likely to rise in the first half of the decade,
although growth of about 1 percent a year is fore-
cast for 1995-2000. The combination of low income
growth and high fertility rates implies that the






surately while raising the share of investment in
national expenditure. The projection also assumes
the reduction or rescheduling of all official bilateral
debt falling due over the decade, in accordance
with the terms adopted by the Group of Seven
(G-7) countries in 1988. (The Toronto summit laid
out terms for rescheduling concessional bilateral
claims and partially reducing nonconcessional bi-
lateral claims on low-income African countries that
are following adjustment policies supported by the
World Bank or the IMF.) The gains from this assis-
tance are projected to amount to only 10 percent of
the countries” current long-term nonconcessional
debt by the end of the decade. Clearly, the plan
will not relieve the region of its debt burden, but it
will ease the financial strain of debt service.

The projected per capita growth of 2.3 percent a
year in Latin America will also depend on further
policy reform and a significantly lighter debt ser-
vice burden. The projections assume lower interest
rates and buoyant exports (growth in volume of
4.9 percent a year). They also assume a restoration
of creditworthiness and a return to precrisis invest-
ment levels by the middle of the decade. The cur-
rent debt reduction strategies will need to be
strengthened to ensure sufficient financing for
new investment.

For other developing regions the outlook is more
favorable. Per capita incomes in South Asia appear
set to continue growing at 3.2 percent a year—
nearly three times as fast as between 1965 and
1980. India, in particular, is forecast to lead the
region with a 3.4 percent growth in per capita
GDP—enough to allow substantial progress in re-
ducing poverty. A critical assumption in the pro-
jection for India, however, is that the policies that
allowed investment, productivity, and exports to
expand rapidly in the 1980s will be maintained.
With careful management of the real exchange
rate, export volume could grow at a robust 8 per-
cent a year. If measures are taken to restrain the
fiscal deficit, this rise should prevent debt service
costs from undermining growth.

The countries of East Asia are expected to con-
tinue the prudent and flexible macroeconomic poli-
cies that have worked so well in the past. The re-
gion’s real per capita income is projected to grow
at 5.1 percent a year. This would mean that aver-
age incomes would rise by a further 65 percent by
2000 and that poverty would be nearly eliminated.
Strong global demand for the region’s exports,
particularly in Japan, will help to offset the effects
of a slackening U.S. domestic market. Manufac-
tured exports from China and Indonesia are ex-
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pected to expand by more than 9 percent in real
terms during the decade. In the high- and middle-
income countries of the region exports will matter
less for growth as rising domestic demand as-
sumes greater importance.

China’s economy is projected to perform well,
although growth of per capita income is expected
to fall from the 8.7 percent a year achieved in the
1980s to about 5.4 percent. Austerity measures de-
signed to restrain domestic inflation and rein in
foreign and domestic borrowing will put a brake
on growth early in the decade. Continuing reforms
in pricing and labor markets and further decentral-
ization of investment and management should
help to bring about sustained advances in produc-
tivity.

Considerable uncertainty surrounds the outlook
for Eastern Europe. Needed economic reforms,
combined with strong anti-inflationary measures,
will depress growth for a time despite generous
external assistance. Dismantling worker-managed
firms and privatizing state enterprises will create
open unemployment on a large scale. In the me-
dium run, however, the prospects for boosting
productivity and attracting new investment from
Western Europe are good. By the end of the de-
cade growth should be robust, and over the de-
cade as a whole per capita income is expected to
grow by 1.5 percent a year.

Per capita GDP in other developing Europe, the
Middle East, and North Africa is expected to in-
crease at 2.1 percent a year. Thanks to steady
growth in world demand for oil and to an expected
decline in the share of output from countries that
are not members of the Organization of Petroleum
Exporting Countries (OPEC), oil prices are forecast
to rise 3 percent a year in real terms. This will
strengthen the region’s terms of trade. Debt ser-
vice, however, will continue to be a drain. Morocco
is the only North African country with commercial
debt big enough to merit consideration for relief
under the Brady initiative, but several other coun-
tries have debt-to-exports ratios that put them
nearly on a par with many of the severely indebted
countries.

Risks in the outlook

These forecasts inevitably rest on assumptions that
may turn out to be wrong. By modifying some of
the assumptions, it is possible to estimate ranges
for the forecasts. This exercise also confirms the
important influence that fiscal and monetary poli-
cies in the industrial countries have on developing



countries. The fiscal policies of the United States
have particularly large international repercussions
because of the country’s size and the pivotal role of
the dollar in global financial markets. The persis-
tence of current account imbalances among the
United States, Japan, and Europe is largely the
result of the drop in saving in the United States—a
dedline for which both the government and house-
holds are responsible. Overall savings in the
United States have fallen by about 3 percent of
GNP since the early 1980s. If savings in the United
States and other industrial countries fail to rise as
projected—perhaps because the United States fails
to cut its federal deficit—then real interest rates will
remain high in the 1990s. Under this scenario, and
assuming that the industrial countries continue to
tighten their monetary policies, industrial country
growth rates are likely to be about 0.5 percent
lower over the decade, and real interest rates will
probably hold steady at about the 1980s average of
5.5 percent.

This situation would damage the growth pros-
pects for developing countries through four main
channels. First, slower industrial country growth
would dampen import demand for developing
country exports. Second, higher real interest rates
would increase the debt service burden on coun-
tries with floating rate debt and those undertaking
new borrowing. Third, commodity prices would
be likely to weaken, worsening the terms of trade
for exporters of primary commodities. Finally, the
slower-growing industrial countries would proba-
bly be less generous in their assistance to develop-
ing countries.

Developing countries that have heavy commer-
cial debts and depend on exports of primary com-
modities would be the most vulnerable to this turn
of events. Over the decade real income growth in
the developing countries as a group would be
about 0.7 percent lower than the forecasts pre-
sented in Table 1.3. Asia would be least affected
since, compared with the group as a whole, the
region holds less commercial debt, has a greater
share of manufactures in exports, and (except for
the export-led countries) is less dependent on
trade. Real income growth in South and East Asia
would be lower by about 0.6 percent. Latin Amer-
ica would be worst affected; its average real
growth would be reduced by about 1.0 percent
over the 1990s. In Sub-Saharan Africa a low share
of floating rate debt offsets the region’s high de-
pendence on commodity exports. As in Asia, in-
come growth would decline by 0.6 percent, but
because of the region’s growing population, a

slowdown there would mean that per capita in-
comes would fall over the decade. The outlook for
the incidence of poverty in Sub-Saharan Africa
would worsen accordingly.

Coordination of policies among the principal in-
dustrial nations (notably, to stabilize exchange
rates) became an important factor in international
economic relations during the 1980s. At their an-
nual summits, however, the G-7 countries have as
yet failed to give due consideration to the effects of
their policies on the developing world. Finding so-
lutions to the problems faced by developing coun-
tries, especially those that did not share in growth
during the 1980s, will increasingly rest on coordi-
nated efforts that recognize these linkages. There
are two tasks of immediate importance: to ease the
debt burden on developing countries and to lower
barriers to world trade.

Dealing with debt in the 1990s

The goal of the highly indebted countries has not
changed: as in the 1980s it is to return to sustained
growth and external creditworthiness. That these
countries have failed to restore growth and are
now more deeply indebted than at the outset is
testimony to the difficulty of their task. Since the
debt crisis began, many severely indebted coun-
tries have restrained imports, raised exports, and
thereby generated trade surpluses. These adjust-
ments, however, have been made at the cost of
compressed consumption and wages, lower in-
vestment and output, and frequent recourse to in-
flationary financing of government deficits. A
strategy is needed to break this pattern in the
1990s.

Among the severely indebted countries a distinc-
tion must be made between low- and middle-
income countries because of their significant struc-
tural differences (Table 1.4). The severely indebted
low-income countries—twenty-six in all, most of
them in Sub-Saharan Africa—suffer from deeply
rooted structural weaknesses. Most have weak fi-
nancial and infrastructural bases, depend on a nar-
row range of primary commodities for exports,
and are crippled by low nutritional and educa-
tional standards. Rapid population growth exacer-
bates their difficulties. In contrast, the middle-
income debtors are well endowed with natural
resources and skilled labor and have well-
developed industrial bases.

For all the severely indebted countries the main
challenge is to design and implement credible pol-
icy reforms to foster growth. The direct benefits
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Table 1.4 Comparative indicators for severely indebted low- and middle-income countries

(percent, unless otherwise specified)

Indicator Low income Middle income
Average population growth (1988) 3.1 2.0
GNP per capita (1988 dollars) 274.0 1,782.0
Gross domestic investment as a share of GDP

(current prices, 1987-88) 14.4 22.4
Exports as a share of GDP (1987-88) 19.4 16.3
Imports as a share of GDP (1987-88) 23.3 13.7
Share of manufacturing in exports (1987-88) 6.2 45.0
Share of nonfuel commodities in exports (1987-88) 52.5 39.3
Official development assistance as a share of GDP (1987) 8.2 0.5
Under 5 mortality rate (per thousand, 1985) 191 84
Primary net enrollment rate (1985) 50 89

Source: World Bank 1989f and World Bank data.

that can be won through negotiations cannot by
themselves lift the constraints imposed by chronic
indebtedness; they must go hand in hand with the
indirect benefits of restored credibility, higher pri-
vate investment, and the repatriation of flight capi-
tal. New measures are needed to encourage invest-
ment, improve the allocation of resources, and
raise, in a less distortionary way, domestic reve-
nues for financing government. The outlook for
growth and renewed creditworthiness would then
be bright.

In most cases official creditors account for more
than four-fifths of the total debt of the severely
indebted low-income countries. The principal
creditor governments are trying to reduce the debt
burden of this group through the mechanisms
agreed to at the 1988 Toronto summit. Sixteen Sub-
Saharan African countries have rescheduled under
the new protocol. The Special Program for Africa,
which provides concessional balance of payments
assistance to low-income countries that are under-
taking significant reforms, is expected to be ex-
tended beyond 1990, when the current program
ends. These, together with the IMF’s Enhanced
Structural Adjustment Facility, are the main
sources of multilateral concessional assistance.

Even with favorable commodity prices and ex-
port growth over the next decade, the severely in-
debted low-income countries will need further as-
sistance, including debt reduction, if they are to
maintain per capita consumption and increase in-
vestment at the same time. They face structural
impediments to growth that will take several years
to overcome. In the meantime, debt service, even
after the Toronto reschedulings, will continue to
cost an average of 5 percent of GDP during the
1990s.

The Brady initiative is directed at the nineteen
middle-income countries with predominantly
commercial debt. In this group the potential for
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restoring growth is greater. Experience with the
Brady initiative so far suggests that it is possible to
strengthen adjustment programs and mobilize pri-
vate investment through partial debt reduction
(see Box 1.4). But there is room for improvement.
For a variety of reasons, foreign commercial credi-
tors remain reluctant to provide much new lend-
ing. Alternative profit opportunities and doubts
about the prospects for debt-distressed countries,
even with Brady programs in place, have acceler-
ated the exit of commercial banks. Changes in
banking regulations in creditor countries could en-
courage banks to take part in debt reduction pro-
grams and grant new loans. The official financial
resources available under the Brady initiative
amount to $30 billion to $35 billion. This is a signifi-
cant amount of assistance—enough to reduce the
annual debt service of the severely indebted
middle-income countries by an estimated $6 billion
a year between 1990 and 1993. But it is not enough
to support programs for all nineteen Brady coun-
tries. Additional financing from bilateral official
sources may become necessary.

Insurance against shocks is also likely to be part
of any successful strategy. A 10 percent deteriora-
tion in the terms of trade, or a 2 percent rise in
world interest rates, could erase the gains from
debt reduction under the new approach. Protec-
tion against such contingencies is needed. One
possibility is commodity-linked bonds, which
spread the risk between creditors and debtors in
the event of a severe drop in commodity prices.
Another is to include provisions for severe output
price shocks. These provisions might mirror the
upside recapture clauses in the recent Mexican
agreement and link lower export prices to lower
debt repayment.

Policy reform to encourage investment and
growth in export industries is an explicit part of the
new strategy. Stronger exports would make it eas-















aradio, and two benches. The kitchen consists of a
small kerosene stove and some tins in one corner.
There is no toilet or electricity. The shantytown is
provided with some public services, but these tend
to be intermittent. Garbage is collected twice a
week. Water is delivered to those who have a ce-
ment tank, but this family has been unable to save
enough for the cement. In the meantime, the
mother and eldest daughter fill buckets at the pub-
lic standpipe 500 yards away.

Husband and wife are Indians from the same
mountain village in the Sierra. Neither completed
primary school. They came to Lima with two chil-
dren almost four years ago, hoping to find work
and schools. Although they have jobs, the eco-
nomic recession of the past few years has hit them
hard. Better-off neighbors who arrived in Lima
three to six years before they did say that it was
easier to get ahead then. Still, husband and wife
are hopeful that they will soon be able to rebuild
their house with bricks and cement and, in time,
install electricity, running water, and a toilet like
their neighbors. They now have four children, af-
ter losing one infant, and the two oldest attend the
local community school, recently built with funds
and assistance from a nongovernmental organiza-
tion (NGO). All the children were given polio and
diphtheria-pertussis-tetanus (DPT) inoculations
when a mobile clinic came to the shantytown.
Community solidarity is strong, and a community
center is active in the shantytown.

The father works in construction as a casual la-
borer. The work is uncertain, and there are periods
when he must take any odd job he can find. When
he is hired on a construction site, however, it is
frequently for a month or so. His wife worries that
he will be injured on the job like some of his fellow
workers, who can no longer work and yet receive
no compensation. She earns some income doing
laundry at a wealthy person’s house twice a week.
To get there she must take a long bus ride, but the
job does enable her to look after her one- and
three-year-old children. She is also in charge of all
domestic chores at home. When she is away from
the house for long periods, the two oldest children
take morning and afternoon turns at school so as
not to leave the house unattended. There have
been many burglaries in the neighborhood re-
cently, and although the family has few posses-
sions, radios and kerosene stoves are much in de-
mand. The family lives on rice, bread, and
vegetable oil (all subsidized by the government),
supplemented with vegetables and, occasionally,
some fish.

A poor landless laborer’s household in Bangladesh

In a rural community in a drought-prone region of
Bangladesh a landless laborer and his family at-
tempt to get through another lean season.

Their house consists of a packed mud floor and a
straw roof held up by bamboo poles from which
dry palm leaves are tied to serve as walls. Inside
there is straw to sleep on and burlap bags for
warmth. The laborer and his wife, three children,
and niece do not own the land on which the shack
is built. They are lucky, however, to have a kindly
neighbor who has indefinitely lent them the plot
and a little extra on which they are able to grow
turmeric and ginger and have planted a jackfruit
tree.

The father is an agricultural day laborer and
tends to be underemployed most of the year. Dur-
ing slow agricultural periods in the past he could
sometimes find nonagricultural wage labor—for
example, in construction in a nearby town—but he
lost the strength to do much strenuous work after
a bout of paratyphoid. He therefore engages in
petty services around the village for very low pay.

The wife typically spends her day cooking, car-
ing for the children, husking rice, and fetching wa-
ter from the well. She is helped in these tasks by
her thirteen-year-old niece, whose parents died in
a cholera epidemic some years ago. The woman
and her niece are always on the lookout for ways
to earn a little extra. Such work as husking rice,
weeding fields, and chopping wood is sometimes
available from better-off neighbors. The nine-year-
old son attends school a few mornings a week in a
town an hour’s walk away. The rest of the day he
and his seven-year-old sister gather fuel and edible
roots and weeds. The sister also looks after the
baby when her mother or cousin cannot.

The household spends about 85 percent of its
meager income on food—predominantly rice. Fam-
ily members are used to having only two meals a
day. They hope to struggle through to the rice har-
vest without having to cut down and sell their
jackfruit tree or the bamboo poles supporting their
roof.

Measuring poverty

These are the people behind the statistics. Lifting
them out of poverty will depend to a large extent
on a better understanding of how many poor there
are, where they live, and, above all, why they are
poor. None of these questions turns out to be
straightforward. To begin with, it is necessary to
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mance is impressive, although the size of its popu-
lation means that a relatively low headcount index
still translates into large numbers of poor.

The characteristics of the poor

If governments are to reduce poverty or to judge
how their economic policies affect poverty, they
need to know a lot about the poor. For example,
information on how the poor derive and spend
their incomes can help policymakers assess how
changes in relative prices will affect real income.
Policies targeted directly to the poor can hardly
succeed unless governments know who the poor
are and how they respond to policies and to their
environment. Unfortunately, gathering this sort of
information is not always easy. The poor are heter-
ogeneous, and data about their characteristics are
patchy. The following discussion looks at where
the poor live, the size and composition of their
households, what they do for a living, what they
own and purchase, what risks they face, and how
they fit into the society around them.

Rural and urban poverty

In many countries poverty has a significant re-
gional dimension. In general, it is more common in
areas with low average incomes, but the link is
sometimes surprisingly weak. Figure 2.2 plots the
headcount index of poverty (in the upper panel)

and the infant mortality rate (in the lower panel)
against average monthly consumption per capita
for urban and rural areas in India. At any given
level of consumption, the headcount index and
(especially) the infant mortality rate can vary
widely. This underlines the need to look beyond
average incomes to the distribution of income and
the provision of social services.

Poverty as measured by low income tends to be
at its worst in rural areas, even allowing for the
often substantial differences in cost of living be-
tween town and countryside. The problems of
malnutrition, lack of education, low life expect-
ancy, and substandard housing are also, as a rule,
more severe in rural areas. This is still true in Latin
America, despite high urbanization rates. The im-
portance of rural poverty is not always under-
stood, partly because the urban poor are more visi-
ble and more vocal than their rural counterparts.
In 1980 El Salvador’s infant mortality rate was 81
per thousand live births in rural areas and 48 in the
towns; the incidence of malnutrition was five
times higher in Peru’s Sierra than in Lima. Table
2.2 confirms that in many countries rural poverty
is a critical factor in the overall incidence and depth
of poverty.

The extent of poverty can vary greatly among
rural areas within the same country. The acute
deprivation in Brazil’'s Northeast Region, which
has more than 50 percent of the country’s poor but
only 27 percent of its total population, is well

Table 2.1 How much poverty is there in the developing countries? The situation in 1985

Social indicators

Extremely poor Poor (including extremely poor) Under 5 Net primary
Headcount Headcount mortality Life enroliment
Number index Poverty Number index  Poverty (per expectancy rate
Region (millions)  (percent) gap (millions)  (percent) gap thousand)  (years) (percent)
Sub-Saharan Africa 120 30 4 180 47 11 196 50 56
East Asia 120 9 0.4 280 20 1 9% 67 96
China 80 8 1 210 20 3 58 69 93
South Asia 300 29 3 520 51 10 172 56 74
India 250 33 4 420 55 12 199 57 81
Eastern Europe 3 4 0.2 6 8 0.5 23 71 90
Middle East and North
Africa 40 21 1 60 31 2 148 61 75
Latin America and the
Caribbean 50 12 1 70 19 1 75 66 92
All developing
countries 633 18 1 1,116 33 3 121 62 83

Note: The poverty line in 1985 PPP dollars is $275 per capita a year for the extremely poor and $370 per capita a year for the poor.
The headcount index is defined as the percentage of the population below the poverty line. The 95 percent confidence intervals around the
point estimates for the headcount indices are Sub-Saharan Africa, 19, 76; East Asia, 21, 22; South Asia, 50, 53; Eastern Europe, 7, 10; Middle East
and North Africa, 13, 51; Latin America and the Caribbean, 14, 30; and all developing countries, 28, 39.
The poverty gap is defined as the aggregate income shortfall of the poor as a percentage of aggregate consumption. Under 5 mortality rates are
for 1980-85, except for China and South Asia, where the period is 1975-80.
Source: Hill and Pebley 1988, Ravallion and others (background paper), and United Nations and World Bank data 1989.
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Table 2.2 Rural and urban poverty in the 1980s

Rural Rural Inf ‘"l’.t Accessto
. mortalit safe water

P OWJ: tion P zgr (per thousaynd ¢ peréerz:iage of

percentage  percentage live births) population)
Region and country of total of total Rural  Urban Rural  Urban
Sub-Saharan Africa
Cote d’Ivoire 57 86 121 70 10 30
Ghana 65 80 87 67 39 93
Kenya 80 96 59 57 21 61
Asia
India 77 79 105 57 50 76
Indonesia 73 91 74 57 36 43
Malaysia 62 80 .. .. 76 96
Philippines 60 67 55 42 54 49
Thailand 70 80 43 28 66 56
Latin America
Guatemala 59 66 85 65 26 89
Mexico 31 37 79 29 51 79
Panama 50 59 28 22 63 100
Peru 4 52 101 54 17 73
Venezuela 15 20 80 80

Does family size determine living standards, or
is it the other way around? The decision to have
many children can be a sensible response to pov-
erty. Mortality is high for children in destitute fam-
ilies, but it is essential to ensure that some children
survive to support the household in the parents’
old age, if not sooner. Even before they can earn
income, children can free adults from various do-
mestic tasks. Still, many poor parents report that
they want no more children and that their last-
born child had been unwanted. These couples of-
ten lack access to modern family planning services.

In the rural areas of many developing countries
the aged often rely on the extended family—a
structure that tends to be stable over time. In ur-
ban areas multigenerational households are more
likely to break up, and the elderly are becoming
more vulnerable. Moreover, traditions such as kin-
ship in Africa and the duty of sons in India and
Bangladesh to care for widowed mothers may be
in decline. In India widows without an adult son
are already a particularly underprivileged group.

Poverty and hunger among children is of partic-
ular concern. The very young are highly suscepti-
ble to disease, and malnutrition and poverty-
related illnesses can cause permanent harm. Child
poverty is strongly self-perpetuating. Child labor
is common; many households depend on it, and
much of the work has the social purpose of engag-
ing the child in family activities. But work is often
at the expense of schooling. For many poor people
the opportunity costs of sending children to school
outweigh the future benefits—especially for girls,
whose economic value is often reckoned to be

lower in various parts of the world. Some of the
work that children do is highly exploitative; cases
of debt bondage and of long hours worked in un-
healthy conditions for low wages are widely docu-
mented.

Are women poorer than men? The data on in-
comes are too weak to give a clear answer. But the
available figures on health, nutrition, education,
and labor force participation show that women are
often severely disadvantaged. For example, data
for 1980 indicate that the literacy rate for women
was only 61 percent of that for men in Africa; the
figures were 52 percent in South Asia, 57 percent
in the Middle East, 82 percent in Southeast Asia,
and 94 percent in Latin America. Women face all
manner of cultural, social, legal, and economic ob-
stacles that men—even poor men—do not. They
typically work longer hours and, when they are
paid at all, for lower wages. A study in Nepal
found that, on average, poor women worked
eleven hours a day, men seven-and-a-half. In
many developed countries the poorest include
large numbers of single-mother households. Poor
female-headed households are also increasingly
common in southern Africa and Latin America. In
Brazil female-headed households account for 10
percent of all households but for 15 percent of the
poor.

Assets

The poor usually lack assets as well as income. In
local economies in which wealth and status come
from the land, disadvantaged households are typi-
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In Latin America most of the poor are small-scale
farmers, but few derive adequate subsistence from
their plots. In the plantation economies of Central
America, especially in Costa Rica, wage labor in
agriculture is important. Peru’s poor are mainly
small farmers and herders. In a survey conducted
in 1985-86, 78 percent of the heads of poor house-
holds said they were self-employed and 71 percent
said they worked in farming; the corresponding
figures for all Peruvians were 60 and 40 percent. In
the Sierra, Peru’s poorest region, the numbers are
even higher. In Mexico, too, poverty is concen-
trated among cultivator families.

Rural nonfarm employment mainly consists of cot-
tage industries, services, and commerce. In Asia,
Sub-Saharan Africa, and Latin America rural non-
farm work tends to be highly seasonal or part-
time. In Asia wages in these jobs are generally
lower than wages in agriculture. The poor are con-
centrated in traditional industries with low skill
and capital requirements and very low labor pro-
ductivity. Their products are normally intended for
home consumption or for the local market. De-
mand is an important constraint on nonfarm eco-
nomic activities, which depend heavily on the pri-
mary farm sector. In areas in which agricultural
incomes have grown, nonfarm employment has
flourished and wages have risen. Nonfarm em-
ployment is particularly important in providing
work in slack seasons for landless laborers and
women from poor households.

In some of the poorest villages in Thailand, for
example, woven bamboo baskets and other forest
by-products provide extra income for rice farmers.
Forest protection laws make this a risky and un-
profitable business—another illustration of how
the loss of common-property resources harms the
poor in the short term. Studies have found that
virtually all poor farmers in western Guatemala
and the northernmost region of the Peruvian Si-
erra supplement their farming income with arti-
sanal production and petty trade. In the poorest
households much of this additional work is done
by women.

Informal sector jobs of one sort or another—
generally the jobs that pay least—are the main
source of livelihood for the urban poor. In Brazil in
1985 an estimated 75 percent of heads of poor fami-
lies worked in the informal sector, compared with
35 percent of the population as a whole. Disadvan-
taged urban groups are largely self-employed.
They sell services and engage in trade or work on a
casual basis in construction, manufacturing, and
transport. Some are full-time beggars, garbage sift-
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ers, prostitutes, or pickpockets. Incomes are low
and insecure. In Bombay poverty was found to be
more common among casual workers than among
regular employees, and there was little mobility
between the two forms of employment. About half
the urban poor in Pakistan are self-employed,
mostly in trade and manufacturing. They are gen-
erally less skilled than people who work for wages.

Transfers can be an important source of income
for some of the poor. In most developing countries
transfers are made by relatives and friends or
through village support systems rather than by the
government. Transfers accounted for 9 percent of
the incomes of poor Kenyan smallholders in 1974~
75. In rural Java transfers are targeted toward the
sick and elderly; in urban areas the unemployed
receive assistance. For the most disadvantaged
households, transfers can be crucial.

How does income variability affect the poor?

Because incomes fluctuate, a static picture of pov-
erty can be deceptive. Evidence indicates that
some people move in and out of poverty, whereas
others never cross the poverty threshold (Box 2.4).

Households deliberately diversify their sources
of income to reduce the risk that adverse circum-
stances will cause a sharp drop in income. But liv-
ing standards still fluctuate considerably—with the
weather, with the time of year, because of the
death of the family breadwinner, and so on. If
households are unable to cushion a fall (through,
for example, borrowing or insurance), an unfavor-
able turn of events, especially an unexpected one,
can be catastrophic. The poorest households are
the most vulnerable and the least able to protect
themselves from contingencies. One study tells
how a young household in Guinea fell into destitu-
tion and eventually disintegrated after the father
contracted river blindness. As he became progres-
sively incapacitated, the mother’s work load multi-
plied and her health deteriorated, along with the
children’s. Soon the family was unable to feed it-
self. In time, various members of the household
succumbed to illness or left the village. After fif-
teen years what remained of the household was
entirely dependent on village charity.

Often, unanticipated events affect the poor not
merely in certain localities but nationwide. For in-
stance, a sudden decline in the terms of trade, fol-
lowed perhaps by policy changes intended to cope
with that decline, may change relative prices in
ways that hurt the poor. Others may gain from the
same events. Real currency devaluations, for ex-









poor, for instance—is devoted to the local food
staple.

The relative prices of food staples can be crucial
to the welfare of the poor. The number of rural
poor who rely on the market for their consumption
depends on the distribution of access to productive
land. It is typically the ""not so poor”” who are net
suppliers of farm produce and so benefit from
higher prices. The poorest of the poor consume
more of the food staple than they produce, and
they rely on agricultural wages, which may be
slow to respond to changing prices.

Poverty is often the fundamental cause of mal-
nutrition. Yet nutrition need not be very respon-
sive to changes in income. The poor may spend a
rise in income on “'better’”” food (rather than on
more nutritious food) or on other things alto-
gether. In Indonesia one study found that when
income rose by 10 percent, calorie intake for the
average household increased only 1.5 percent. For
the poorest tenth of households the increase was 4
percent.

Within the household the distribution of con-
sumption often favors males and income-earning
adults. This finding has been documented in vari-
ous countries, including Bangladesh, Ghana, Gua-
temala, India, and Papua New Guinea. Poor
households are more likely to invest in education
for boys than for girls. A series of studies in Brazil,
India, Kenya, Malawi, and other countries indi-
cates that a larger proportion of women’s than of
men’s income tends to be spent on household nu-
trition and basic welfare. Of the studies conducted
in India, one covering twenty villages in the south
found that 80 to 100 percent of women’s wage in-
come was devoted to family maintenance, whereas
men committed between 40 and 90 percent of their
earnings. This suggests that raising women’s in-
comes directly is a good way to reach children as
well as to strengthen women'’s status and bargain-
ing power within the household.

What is the position of the poor in the society
around them?

In general, the poor have less access to publicly
provided goods and infrastructure than do other
groups. On the whole, governments fail to reach
the rural poor. Even in urban areas poor neighbor-
hoods are less well supplied with services than
well-to-do ones. Data for Latin America show that
the pattern of social expenditures is regressive in
most countries. In Brazil, according to some esti-

mates, it is only slightly more equal than the distri-
bution of income, which is known to be among the
most unequal in the world. The primary school
enrollment rate for the wealthiest 20 percent in
Cote d'Ivoire is twice that of the poorest 20 per-
cent. In both India and Nepal enrollment rates for
the top 10 percent of families are 50 to 100 percent
higher than for the poor. Morbidity and mortality
figures tell a similar story. Access is not the only
issue; use of services by the poor can also be low.
But the fact remains that fewer social services are
available to the poor.

There are exceptions. In Eastern Europe and in a
few low-income and lower-middle-income
countries—including Chile, China, Costa Rica,
Cuba, Mauritius, and Sri Lanka as well as India’s
Kerala State—governments have tried hard to pro-
vide basic services widely and have largely suc-
ceeded. For example, in Sri Lanka 93 percent of the
population has access to health services. Chile’s
social services are carefully targeted toward the
neediest. Through its commune organization
China was able to meet certain basic needs such as
health care, education, and family planning ser-
vices for most of its people.

The poor are often set apart by cultural and edu-
cational barriers. Illiterate people may be intimi-
dated by officials or may simply lack information
about programs. Sometimes the design of the ser-
vices unintentionally adds to the problem. Agricul-
tural extension programs, for example, are usually
geared toward men even where—as is often the
case—many, if not most, cultivators are women.
The requirement that birth certificates be produced
for admission to school in urban areas of India pre-
vents poor migrant women from enrolling children
and taking needed work. The poor play little part
in politics and are often, in effect, clisenfranchised.

In many countries poverty is correlated with race
and ethnic background. Indigenous peoples in Bo-
livia, Ecuador, Guatemala, Mexico, and Peru are
disproportionately represented among the poor.
Scheduled castes and tribal peoples are among
those most at risk of poverty in India and Bangla-
desh. In Australia the aborigines are prominent
among the poor. In the United States 45 percent of
all black children were poor in 1984, compared
with 17 percent of white children. In South Africa
the mortality rate for white infants averaged 12 per
thousand live births between 1981 and 1985; for
black Africans it was estimated to fall between 94
and 124. The risk of contracting tuberculosis—a
disease closely associated with poverty—was
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twenty-two times greater for blacks than for whites
in South Africa, excluding the homelands, and
fifty-five times greater in Transkei.

From ﬂiagnosis to treatment

This chapter’s survey of what we know about the
poor points to two overwhelmingly important de-
terminants of poverty: access to income-earning
opportunities and the capacity to respond. When
households have secure opportunities to use their
labor to good purpose and household members are
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skilled, educated, and healthy, minimal standards
of living are ensured and poverty is eliminated.
When such opportunities are lacking and access to
social services is limited, living standards are unac-
ceptably low. The living standards of many in the
developing world are also highly vulnerable to a
variety of misfortunes, ranging from illness to
drought. Inability to cope with shocks can render
relatively well-off households poor and lead to
starvation and death for those already impover-
ished. These facts set the agenda for the rest of this
Report.















Saharan Africa) but that less progress had been
made up to 1985 in extending health care to the
poor. Further expansion in coverage will mainly
benefit the poor.

Regional averages mask the tremendous
achievements that some countries have made in
providing social services to their populations. Co-
lombia, where mortality for children under 5 fell
from 135 per thousand in 1965 to 42 per thousand
by 1985, and Costa Rica, where 95 percent of the
population has access to primary health care, show
what can be done. Even in regions with poor over-
all performance, some countries have managed to
make great strides. Botswana, for example, has
achieved universal primary enrollment, and its un-
der 5 mortality rate fell from 165 to 70 per thousand
during the past two decades. The sheer scale of the
improvements in these countries suggests that the
poor must have participated in the overall
progress. At the other end of the spectrum are

Table 3.3 Changes in poverty in the 1980s

countries that have done much worse than re-
gional averages indicate. In Pakistan the net enroll-
ment ratio has hardly improved in the past twenty
years—it was only 43 percent in 1985—and an esti-
mated 36 percent of the population lacks access to
health care.

Recently, concern has centered on the effect of
the recession of the early 1980s on the provision of
social services to the poor. In Sub-Saharan Africa
and Latin America, the two regions worst affected
by recession, roughly half the countries for which
information is available experienced substantial
declines in real per capita spending on education
and health. The social indicators for the early
1980s, however, tell a somewhat less gloomy story,
at least in Latin America.

Figure 3.2 shows that progress in under 5 mor-
tality and primary school enrollment rates contin-
ued into the 1980s in most of the developing
world. Progress was least in the region with the

Average
Number income
Headcount of poor shortfall
Length index (millions) (percent)
of period First  Last First Last First  Last
Country and period (years) year  Year year year year  Year
Brazil (1981-87)° 6 19 24 23.1 33.2 . .
China (1985-88)>* 3 10 14 79.2 1013 25 24
Colombia (1978-88)* 10 24 25 6.0 7.5 36 38
Costa Rica (1977-83)° 6 29 36 0.6 0.9 44 39
Costa Rica (1983-86) 3 36 24 0.9 0.6 39 44
Cote d’Ivoire (1985-86) 1 30 31 31 3.3 33 26
India (1977-83) 6 50 43 3249 315.0 29 28
Indonesia (1984-87) 3 28 17 45.4 30.0 24 17
Malaysia (1984-87) 3 15 14 2.3 2.2 26 24
Pakistan (1979-84) 5 21 20 17.1 18.7 19 19
Poland (1978-87)* 9 9 23 3.3 8.6 . -
Thailand (1981-86)*¢ 5 20 26 9.5 13.6 27 35
Venezuela (1982-87)° 5 12 16 1.9 3.0 26 31
Yugoslavia (1978-87) 9 17 25 3.8 5.7

Note: See note to Table 3.2 for definitions. The range of poverty lines, expressed in terms of expenditure per household member and in PPP
dollars, is approximately $300-$700 a year in 1985 except for Costa Rica ($960) and Malaysia ($1,420).

a. Measures for this entry use income rather than expenditure.
b. Rural only.

¢. Measures for this entry are by household rather than by household member.

Table 3.4 Have social services reached the poor in developing countries?

Latin
Sub- Europe, Middle ~ America All
Saharan  East  South East, and and the developing
Indicator (1985) Africa Asia  Asia North Africa Caribbean countties
Percentage of nonpoor in population 53 79 49 75 81 67
Primary net enrollment rate (percent) 56 96 74 88 92 84
Percentage of children immunized 47 73 43 63 65 58
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Table 3.6 Social sector spending as a percentage
of GNP

Sector and country 1975 1985
Primary education
High enrollment rate
Botswana 2.1 2.8
Tunisia 1.9 2.3
Chile 1.4 2.2
Thailand 1.6 2.0
Low enrollment rate
Nepal 0.7 1.0
Ghana 1.1 0.7
Pakistan 0.6 0.7
Haiti 0.6 0.6
Health
Low under 5 mortality
Chile 25 2.1
Mauritius 2.0 2.0
Malaysia 1.9 1.8
Sri Lanka 1.7 1.3
High under 5 mortality
Ethiopia 0.8 1.2
Burkina Faso 0.8 0.9
India 0.3 0.3
Pakistan 0.3 0.2

effect of policy on social indicators is easier to mea-
sure, that is a good place to start.

Improving social indicators

The countries that have succeeded in providing
primary education and health care to the poor are
those that have made adequate provision for the
purpose in their budgets (Table 3.6). In 1985
spending on primary education as a percentage of
GNP was more than four times higher in Bo-
tswana, where the enrollment rate was 99 percent,
than in Haiti, where it was only 55 percent. Simi-
larly, in countries that have achieved broad provi-
sion of health care, such as Chile and Mauritius,
spending as a percentage of GNP is several times
greater than in countries such as India and Paki-
stan, where under 5 mortality remains exception-
ally high and the percentage of children immu-
nized is low.

But increased government spending is not al-
ways the answer to improving the well-being of
poor people. Better allocation of expenditures
within the sector and more efficient use of funds
are often more important. It is clear, however, that
through well-directed public expenditures even
low-income countries can dramatically improve so-
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cial services. Within the sample of ten countries
identified in Table 3.5, public spending is an im-
portant part of the explanation for variations in
mortality of children under 5. The best performers
are Sri Lanka among low-income countries and
Costa Rica in the middle-income group. Both
countries have had a long-standing commitment,
dating to the first half of the century, to providing
social services.

Raising incomes

Isolating the factors that influence the incomes of
the poor is more complex than is the case with
social indicators. As a preliminary step, changes in
the incomes of the poor can be "’explained’’ by
decomposing them into the part attributable to
overall economic growth and the part attributable
to changes in the inequality of income (Box 3.3). It
has been argued that inequality worsens at first
with development and improves only later. This
idea was encapsulated in the "Kuznets curve,”’
which posits an inverted-U relationship between
inequality and average income. The curve implies
the possibility of a conflict between growth and
poverty. In the extreme, the inequality of income
may worsen fast enough at the outset of economic
growth for poverty to increase; growth would be
“immiserizing.”’

Table 3.7 presents a simple test of this view. It
shows the change in poverty, as measured by the
headcount index of Tables 3.2 and 3.3, and com-
pares it with a simulated change in poverty. This is
the change that would have occurred if inequality
had remained constant—that is, if everyone had
received the same percentage increase in income.
If the actual decrease in poverty is less than the
simulated decrease, growth has increased inequal-
ity, and the poor have gained less than the non-
poor. If the actual decrease is bigger than the simu-
lated decrease, the opposite is true.

Table 3.7 looks both at periods of long-term
growth and at short-term recessions. In general,
long-term growth has had only a limited effect on
inequality, but it has tended to reduce it. In India,
for example, the actual and simulated changes in
poverty are almost exactly the same. This implies
that the poor enjoyed approximately the same per-
centage increase as everyone else and that the in-
come attributable to growth was distributed in the
same way as the initial income.

In some countries—Colombia, for example—
long-term changes in inequality have been more
important. But these and other cases lend no sup-






Table 3.7 Poverty, economic growth, and recession

Observed Simulated Annual growth

Length reduction reduction of mean income

of period in poverty in poverty or expenditure
Country and period (years) (percentage points)® (percentage points)® (percent)
Long-run growth
Indonesia (1970-87) 17 41 35 3.4
Thailand (1962-86) 24 33 30 2.7
Pakistan (1962-84) 22 31 26 2.2
Brazil (1960-80) 20 29 34 5.1
Malaysia (1973-87) 14 23 19 4.0
Singapore (1972-82) 10 21 19 6.4
Costa Rica (1971-86) 15 21 22 3.5
Colombia (1971-88) 17 16 8 1.1
India (1972-83) 11 11 10 1.0
Sri Lanka (1963-82) 19 10 8 0.9
Morocco (1970-84) 14 9 1 0.2
Short-run recession
Costa Rica (1983-86) 3 12 13 10.9
Indonesia (1984-87) 3 11 9 5.0
India (1977-83) 6 7 2 0.8
Malaysia (1984-87) 3 1 -1 -0.7
Pakistan (1979-84) 5 1 4 1.2
Colombia (1978-88) 10 -1 -1 -1.2
Céte d'Ivoire (1985-86) 1 -1 -5 —5.4
China (1985-88)° 3 —4 5 6.7
Brazil (1981-87) 6 -5 1 0.9
Venezuela (1982-87) 5 -5 -6 —4.5
Thailand (1981-86) 5 -6 0 0.0
Costa Rica (1977-83) 6 ~7 -8 ~-3.4
Yugoslavia (1978-87) 9 -7 -12 ~29
Poland (1978-87) 9 -14 -17 -1.2

a. Absolute change in the headcount index on the basis of the definition of absolute poverty in the specific country.
b. The simulation assumes that the inequality of income remains unchanged.

c. Rural only.

of growth as well as its rate is thus an important
determinant of changes in poverty.

As the lower part of Table 3.7 shows, in the 1980s
the link between growth and poverty reduction is
still there, but it is weaker than before. By and
large, economic growth reduces poverty and eco-
nomic decline increases it. Fluctuations in inequal-
ity, however, were larger in the 1980s. In Malaysia,
for example, poverty decreased even though mean
income also declined. This suggests that external
shocks or important policy changes can alter the
incidence of poverty by way of changes in the in-
equality of income, whereas in more stable periods
economic growth is the dominant influence on
poverty.

Would the conclusion that growth reduces pov-
erty change if attention were shifted from the poor
to the very poor? The country-specific poverty
lines used in this analysis define 20 to 50 percent of
the population as poor. If we turn to the poorest
tenth of the population, we find that in periods of
stable growth this group enjoyed a larger-than-
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average percentage increase in income in all coun-
tries except Brazil and Costa Rica, where inequality
worsened. In Brazil the poor nevertheless enjoyed
a substantial increase in income; in Costa Rica they
suffered a loss. In general, therefore, the poorest
of the poor participated fully in economic growth.

No simple pattern emerged during the 1980s. In
about half the countries the very poor suffered
more, or advanced less, than the average citizen.
In Colombia, for example, mean income for the
entire population fell by 11 percent between 1978
and 1988, whereas for the poorest tenth it fell by
more than 20 percent. In contrast, the poorest
households in other countries did much better
than the rest of the population. In Malaysia aver-
age incomes fell by 2 percent between 1984 and
1987, but the mean incomes of the poorest actually
increased by 9 percent.

These conclusions shed some light on the differ-
ing experience of the countries identified in Table
3.5. Economic growth was clearly important—in
the two countries that experienced the fastest re-









the transfers would not "’leak’’ (as they usually do)
to the urban middle class. In some middle-income
countries the situation is different; transfers
amounting to only 1.1 percent of current GDP
could eliminate poverty in Brazil. Because of leak-
age and administrative costs, however, much more
than this would be required in practice.

Explaining successful performance

Armed with this account of the factors that have
influenced poverty, we can review the perfor-
mance of the countries listed in Table 3.5. The
three East Asian countries—Indonesia, Malaysia,
and Thailand—demonstrate the benefits of an ap-
propriate balance between policies that spur
growth and policies that enable the poor to partici-
pate in growth. All three achieved and sustained
annual GDP growth rates of more than 6 percent.
This growth—relatively labor-intensive, with agri-
culture to the fore—generated demand for the fac-
tors of production owned by the poor. These coun-
tries also provided for adequate social spending.
As a result, they have achieved universal primary
education, and their infant mortality rates are
lower than those of many countries with similar
incomes. The improvement in the skills and qual-
ity of the labor force enabled the poor to seize the
opportunities provided by economic growth.

In other countries the creation of opportunities
for the poor and the development of their capacity
to respond have not always been as well balanced.
Brazil’s GDP growth exceeded that of every other
country in the sample, and Pakistan equaled the 6
percent annual growth achieved by the East Asian
countries. Yet in neither country did social indica-
tors improve rapidly. Brazil has one of the highest
mortality rates for children under 5 among the
middle-income countries, and Pakistan has one of
the lowest rates of primary school enrollment in
the world. The failure to improve the skills of the
labor force has limited poor people’s ability to ben-
efit from growth. In each case the headcount index
fell, but less quickly than in Indonesia or Malaysia.

So, it is possible to have economic growth with-
out much social progress. The converse is also
true: social indicators can be improved even in the
absence of rapid economic growth. Between 1971
and 1978 in Colombia and between 1971 and 1977
in Costa Rica poverty declined rapidly, under 5
mortality fell at an extraordinary rate, and GDP
grew at 5 to 6 percent a year. The recession of the
early 1980s brought stagnant or declining GDP per
capita and put an abrupt halt to the improvement

in poverty—the headcount index remained
roughly constant in Colombia and increased in
Costa Rica. Still, under 5 mortality continued to
fall, demonstrating that efforts to improve social
indicators can yield results even during a reces-
sion. Similarly, the experience of Sri Lanka shows
that remarkable social progress can be achieved
even at low levels of income. The benefits of Sri
Lanka’s long-standing support for the social ser-
vices can be seen in its under 5 mortality rate,
which was 66 per thousand in 1980—an impressive
achievement for a low-income country.

Yet, as the experiences of India, Morocco, and
Sri Lanka show, low GDP growth makes it difficult
to reduce poverty. This suggests an important dis-
tinction: raising the incomes of the poor (and thus
lifting people above the poverty line) requires
broadly based economic growth, but making the
poor better off in other respects—by reducing child
mortality, for instance—can be brought about
through specific public actions.

A key conclusion emerges from all this: the
countries that have been most successful in attack-
ing poverty have encouraged a pattern of growth
that makes efficient use of labor and have invested
in the human capital of the poor. This two-part
approach is the basic strategy for the reduction of
poverty proposed in this Report. Both elements
are essential. The first provides the poor with op-
portunities to use their most abundant asset—
labor. The second improves their immediate well-
being and increases their capacity to take
advantage of the newly created possibilities. To-
gether, they can improve the lives of most of the
world’s poor.

Some among the poor—for example, the infirm,
the aged, and those in resource-poor areas—may
not benefit even from successful implementation
of the two-part approach. Others, although bene-
fiting, will remain highly vulnerable to personal
disasters such as death of the family breadwinner
and to national calamities such as drought or eco-
nomic recession. A comprehensive approach to
poverty, therefore, requires that the basic strategy
be supplemented by a system of well-targeted
transfers and safety nets.

What is the critical tradeoff?

Discussions of policy toward the poor usually fo-
cus on the tradeoff between growth and poverty.
But the review of country experience suggests that
this is not the critical tradeoff. With appropriate
policies, the poor can participate in growth and
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tance. Moreover, some among the nonpoor, such
as investors in labor-intensive industry, stand to
gain from the removal of biases against the use of
labor and may therefore support such reforms.
Again, however, the two approaches are not mutu-
ally exclusive. Indeed, some transfers will clearly
be necessary for those who cannot participate in
growth.

As with the review of country experience, this
analysis suggests that a more efficient use of labor,
coupled with increased investment in the human
capital of the poor, reduces poverty and increases
national income. The two-part strategy proposed
in this Report thus entails no tradeoff between in-
come and growth on the one hand and poverty on
the other. The tradeoff between the poor and the
nonpoor remains—but the strategy achieves a sub-
stantial reduction in poverty with a smaller cost to
the nonpoor than under other approaches. It may
therefore be politically more acceptable.

A tradeoff between growth and poverty does
emerge during the economic restructuring that fol-
lows, for instance, a permanent fall in the terms of
trade. The need to change the pattern of produc-
tion makes investment even more important than
usual, and as a result, policies that reduce invest-
ment become more ‘expensive’” in terms of future

growth. Yet the poor are especially vulnerable dur-
ing adjustment. Protecting them at such times be-
comes both more urgent and more difficult. Trans-
fers must be targeted with special care if the poor
are to be protected at reasonable cost. The case for
transfers in the event of a temporary shock is much
more clear-cut. The value of investment is not af-
fected by a drought, for example—but the value of
a transfer to prevent death from famine is certainly
increased.

The next four chapters turn from a broad view of
approaches to development to a more detailed dis-
cussion of specific policies. How are governments
to promote efficient, labor-intensive growth to-
gether with investment in human capital? Chapteg,
4 concentrates on the first element of the strategy
by identifying the policies that have encouraged a
pattern of growth that uses labor more efficiently.
Chapter 5 turns to the second component and ex-
amines the delivery of social services to the poor.
Chapter 6 discusses the role of transfers and safety
nets in helping those who may not benefit from
the policies recommended in Chapters 4 and 5 as
well as those who may suffer income-reducing
shocks. And Chapter 7 asks how all these policies
need to be modified to cope with recession and
restructuring.
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Table 4.2 The contribution of manufacturing to

employment, selected countries, 1970 to 1980
(percent)

Manufacturing employment as
share of total labor force

Increment,
Country 1970 1980 1970-802
Korea, Rep. of 7 14 36
Malaysia 9 16 33
Indonesia 6 9 23
Brazil 7 10 19
Thailand 5 7 13
Colombia 5 6 10
India 2 3 5
Zambia 3 3 4
Kenya 2 2 4
Tanzania 1 1 2
Pakistan 2 2 1
Argentina 17 13 =21

Note: The figures are based on registered employment in manufac-
turing.

a. The ratio of the increase in manufacturing employment to the
increase in the labor force.

Source: United Nations Industrial Development Organization and
World Bank data.

countries found that government intervention
raised the relative price of labor in all cases in the
early 1970s. The increase was 11 percent in Korea,
between 30 and 50 percent in Argentina, Brazil,
and Cote d’Ivoire, almost 90 percent in Tunisia,
and more than 300 percent in Pakistan.

Labor-market policies—minimum wages, job se-
curity regulations, and social security—are usually
intended to raise welfare or reduce exploitation.
But they actually work to raise the cost of labor in
the formal sector and reduce labor demand. Stud-
ies from the 1970s and 1980s found that job secu-
rity regulations reduced the long-term demand for
labor by an estimated 18 percent in India and 25
percent in Zimbabwe. There is little poverty, in
any case, in the formal sector. Yet by trying to im-
prove the welfare of workers there, governments
reduced formal sector employment, increased the
supply of labor to the rural and urban informal
sectors, and thus depressed labor incomes where
most of the poor are found.

THE ROLE OF THE INFORMAL SECTOR. In most de-
veloping countries the informal sector plays a
prominent role in providing employment and in-
comes. It has been estimated to account for 75 per-
cent of urban employment in many countries in
Sub-Saharan Africa and for 85 percent in Pakistan.
It also accounts for most of the poverty in urban
areas. In Céte d’Ivoire, for example, the incidence
of urban poverty in the informal sector is more
than three times that in the formal sector.

The informal sector is very diverse in its income
structure and activities. It is dominated by one-
person firms and small-scale entrepreneurs that
employ a few apprentices (often relatives) and
hired laborers. Firms are not covered by govern-
ment labor regulations, and there are no restric-
tions on entry. But many in the informal sector pay
indirect taxes and fees—license fees for small re-
pair shops and street vendors, for example. Wages
are generally lower than in the formal sector, espe-
cially for apprentices. But there is also a high de-
gree of inequality, and many entrepreneurs do
much better than workers in the formal sector. Ac-
tivities range from efficient manufacturing, trans-
port, and trading enterprises to marginal work
such as collecting and recycling trash. Most of the
sector’s production is for consumption—especially
by low-income households—and little is exported.

As in the rural nonfarm sector, growth in the
urban informal sector depends on the rest of the
economy and, in particular, on the demand for
nontraded goods and services. But preferential
treatment for large firms has undermined the in-
formal sector. Subsidized capital for one part of the
economy implies fewer resources for the rest.

Some countries have tried to offset these biases.
India, for example, has provided cheap credit for
small enterprises and has restricted competition
from larger firms. This kind of approach rarely
works. Protection and constraints on the entry of
large firms into labor-intensive activities have
tended to reduce any gains in employment, espe-
cially since credit subsidies have led many small
firms to adopt relatively capital-intensive tech-
niques. Distortions in product markets, particu-
larly biases in the structure of protection among
industries, have probably been a more important
influence on the demand for labor. Indeed, evi-
dence suggests that small firms in the manufactur-
ing sector are not necessarily more labor-intensive
than large firms in the same line of business. In
Korea labor intensity within industries seldom var-
ies by a factor of more than three, whereas across
industries it varies by a factor of more than a
hundred.

Most countries have further undermined infor-
mal employment through heavy regulation. In In-
donesia, where most of the informal sector is thriv-
ing, restrictions on pedicabs have steadily
increased, and pedicabs are now completely
banned from Jakarta. In Zimbabwe street vendors
and small-scale enterprises are excluded from
many parts of the towns, and small businesses
have to struggle to acquire land titles. A study of
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Peru found that a prospective entrepreneur who
wanted to set up a small garment factory had to
spend 289 working days dealing with regulations;
in Lima it took more than two years to register a
minibus route. In addition to removing biases that
favor larger firms, light regulation together with
the provision of appropriate urban infrastructure is
the best way to facilitate growth in the informal
sector.

URBAN INFRASTRUCTURE AND POVERTY. Urbaniza-
tion will make increasing demands on infrastruc-
ture. Investments in infrastructure can make in-
roads on poverty both by improving living
conditions and by promoting employment. Indeed
the two go together. In many cases roads, water,
sanitation, electric power, and other services for
low-income areas help small businesses as well as
households because many informal businesses are
based in the home. Studies on Colombia and Ko-
rea show that access to public utilities is essential
for small new firms. In Nigeria, as in many other
African countries, weak urban infrastructure in-
hibits the growth of small firms that cannot afford,
for example, their own power generators or water
facilities.

Increasing the participation of the poor
in growth

Growth that creates opportunities for the poor will
have a greater impact on the poor if they have
access to land, credit, and public infrastructure
and services. Many countries have adopted pro-
grams to this end.

Increasing access to land

Policies to redistribute land have deservedly re-
ceived much attention. In addition, policies that
expand tenancy, provide clear land rights where
traditional systems fail, and improve the manage-
ment of common-property resources can create op-
portunities for many of the rural poor. Such poli-
cies should help reduce poverty and make the land
more productive at the same time.

REFORMING PROPERTY RIGHTS. In the twentieth
century virtually all the major redistributions of
property rights in land were precipitated by social
revolution, defeat in war, or national liberation
from colonial rule. Many of these upheavals led to
large-scale collective forms of organization, as was
the case in China, Cuba, Ethiopia, the Democratic
People’s Republic of Korea, the U.S.S.R., and

64

Vietnam. The old agrarian order was swept away
entirely and no compensation was paid. Else-
where, reform helped existing tenants,
smallholders, or new settlers by transferring indi-
vidual rights; Egypt, India, Iran, Japan, Kenya,
and the Republic of Korea are examples. In some
cases compensation was paid, but it was usually
based on depressed land prices.

In China, Japan, and the Republic of Korea, land
reforms were extensive. They affected the poor in
two ways. First, rural households benefited from
the reallocation of rents and from new opportuni-
ties to use the family’s resources. Second, together
with favorable incentives for agriculture and
strong local institutions, they provided the basis
for broadly based poverty-reducing growth.

In the absence of a major upheaval, land reforms
have rarely gone so far, and as a result their impact
on the poor has been modest. In Egypt, India, and
Iran the reforms made owners out of former ten-
ants but favored the better-off farmers. Redistribu-
tions in Bolivia and Mexico attacked the ineffi-
ciency and inequity of the ""hacienda’” system, but
since subsequent policies failed to sustain growth
of productivity in smallholder agriculture, the ef-
fect on the poor was muted. In Bolivia, moreover,
most of the land was given to large agricultural
companies for livestock raising and forestry. And
although more than half a million rural people
gained access to four million hectares of land,
many still lack land titles. This makes transactions
difficult and limits the use of land as collateral.

In most circumstances, political realities forbid
reform to stray far from the status quo. Where ex-
propriation is not possible, the cost of compensat-
ing the former owners becomes a major difficulty,
especially when policy distortions have driven up
the price of land. Land reform can be expensive in
other ways, too: there is the cost of mapping and
registering the new owners’ holdings and of pro-
viding infrastructure and services to raise produc-
tivity on the new farms.

The chances of successful land reform are greater
if aid is available, as in the case of Kenya. A project
in northeast Brazil also suggests that more modest
land transfers to small farmers are feasible despite
all the difficulties and that, when supported with
adequate investment, they help to raise farm in-
comes (Box 4.5).

IMPROVING TENANCY. Many governments have
tried to make tenancy more secure and thus, in
effect, to transfer ownership rights. Some of these
reforms have been successful—in the Philippines,












Table 4.4 Grameen Bank loans, by purpose

of loan and sex of borrower, 1985
(percentage of current loan amount)

Male Female All

Purpose of loan borrowers  borrowers  borrowers
Crop cultivation 4.0 4.6 4.3
Livestock, poultry

raising, and

fisheries 18.5 4.6 31.9
Processing and

manufacturing 18.6 29.9 24.4
Trading and

shopkeeping 49.7 18.7 33.8
Transport and other

services 9.2 2.2 5.6

Source: Hossain 1988.

to subsidize interest rates. Instead, they have tried
to adapt themselves to the needs of the poor by
reducing transaction costs to both lender and bor-
rower. Programs with high borrowing rates and
strict terms, especially those that link repayment to
future lending, stand a better chance of reaching
the poor.

Group lending is one approach for reaching poor
people. Typically, under such schemes one mem-
ber’s failure to repay jeopardizes the group’s ac-
cess to future credit. Joint liability among a group
of borrowers reduces the risk of default and makes
it cheaper to reach dispersed clients. The best-
known example of this approach is the Grameen
Bank in Bangladesh. It has successfully served ex-
tremely poor people—83 percent of them women—
and its loan recovery rates exceed 95 percent. Table
4.4 shows how the poor use Grameen Bank credit.
The Working Women’s Forum in Madras, India,
has also achieved recovery rates of between 90 and
95 percent. In both cases loan recovery far exceeds
the national averages for commercial banks. Small,
self-selected groups—such as those in the Gra-
meen Bank or in Nepal’s Small Farmer Develop-
ment Program and Production Credit for Rural
Women Program—usually offer the best base for
such schemes.

The Zimbabwe Agricultural Finance Corporation
demonstrates that group lending can decrease ad-
ministrative costs. Because it lends only to estab-
lished groups, its costs are a minuscule 1 percent
of loan capital. If lenders must incur the costs of
setting up the groups, however, the overall costs of
group lending can exceed the costs of lending to
individuals. At the Grameen Bank expenses as a
share of outstanding loans are 16 to 25 percent for
new branches, dropping to 6 percent after three
years.
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Group lending may not always be appropriate or
necessary. Badan Kredit Kecamatan (BKK), an In-
donesian public program, provides individual
loans without collateral primarily to low-income
women, without relying on groups. It contains its
processing costs by making tiny initial loans ($5 is
the limit) on the basis of character references from
local officials and by using one-page loan applica-
tions that are processed in less than a week. The
program’s local units are autonomous. To reach
the poor, they disburse their loans quickly from
accessible village outposts. Since the program’s
loans are small and loan terms have been strict, the
nonpoor tend to look elsewhere for credit. Finally,
the program encourages borrowers to repay by
making repayment a condition for approving new
loans, and it has strong incentives for loan officers
to expand the client base and maintain high collec-
tion rates. The BKK has managed both to reach the
poor and to remain financially viable. It serves
more than 35 percent of Java’s 8,500 villages, and
in 1987 it earned profits of $1.4 million—a 14 per-
cent return on the loan portfolio.

Some credit programs have targeted microen-
terprises, often in urban areas, with packages of
credit, training, and technical assistance. The pro-
grams that have emphasized credit have been the
most successful. Schemes such as MicroFund in
Manila, Philippines, and ADEMI in Santo
Domingo, Dominican Republic, have targeted the
poor—especially poor women, many of whom
work in very small enterprises. Microenterprise
lending can have a considerable impact on in-
comes. The average income of new borrowers
from the Small-Scale Enterprise Credit Program in
Calcutta rose by 82 percent, and that of borrowers
from the Kupedes program in Indonesia increased
from $74 to $183 after an average of three years.
Most microenterprise credit programs receive sub-
sidies to help cover their initial costs. Experience
has shown that the more successful programs,
such as Kupedes, can become financially viable if
they charge market-based interest rates and keep
operating costs low.

Experience also highlights the importance of sav-
ings. The Savings Development Foundation in
Zimbabwe generated considerable savings by or-
ganizing households into neighborhood groups
and devising a simple system of financial record-
keeping that illiterate people could understand. By
1985, 250,000 members had saved enough to place
bulk orders for fertilizer and seeds, improve their
housing, and meet other basic needs. Rural
women, who account for 97 percent of the pro-



gram’s participants, acquired new skills while be-
coming financially more independent.

Although successes are none too common, they
suggest that well-designed programs can give dis-
advantaged groups access to credit and still remain
financially viable. Institutions of this kind should
be supported with limited subsidies to help cover
their initial administrative costs (but not interest
rates) and to encourage innovation; with time, as
costs decline, the subsidies should be withdrawn.
Programs such as BKK, Kupedes, the Grameen
Bank, and ADEMI have demonstrated the poten-
tial for raising the productivity and incomes of the
poor. Because of their example, the number of sim-
ilar schemes, although still small, has grown rap-
idly in recent years.

Improving access to infrastructure and technology

Public investment in technology and infrastructure
is critical in raising incomes and reducing poverty.
The extent to which the poor benefit, however,
depends on the design and effective implementa-
tion of the programs.

ADAPTING TECHNOLOGIES FOR SMALL FARMERS.
Technological improvements in agriculture have
helped small farmers in some regions more than in
others. The Green Revolution benefited many
smallholders in Latin America and Asia, but in
Sub-Saharan Africa relatively few small farmers
use improved high-yielding varieties. In Malawi,
after twenty years of agricultural research and ex-
tension, only 5 percent of farmers have adopted
hybrid maize. This slow acceptance reflects severe
biases against peasant agriculture. Many countries
have encouraged and subsidized large-scale mech-
anized commercial farming, which is beyond the
reach of most smallholders. In addition, supplies
of inputs are unreliable, and storage facilities are
lacking. More important, indigenous farm-
research institutions are weak. As a result, there
has been too little emphasis on developing and
disseminating varieties and techniques that are ap-
propriate for small-scale rainfed farms.

In addition to removing biases against small
farmers, countries need an indigenous capacity to
do adaptive agricultural research. International re-
search centers initiate much of the scientific work
necessary for technological change, but countries
need to be able to identify relevant technologies
and adapt them to the specific requirements of dif-
ferent farm locations. In Cameroon, for example, a
public sector agency, the Société de Développe-

ment du Coton du Cameroon, adapted the existing
research on cotton to the local environment and
substantially improved the productivity of
smallholders. Farmers should be more directly in-
volved in the selection of research topics. Adaptive
research needs to be broadened to include, for ex-
ample, soil and livestock management techniques
in addition to the traditional stress on crop hus-
bandry. To make all this feasible, countries will
also need well-trained extension workers to act as
a bridge between small farmers and researchers.

PRODERO in Honduras has improved the pro-
ductivity of small farmers by involving them in
planning and testing new agricultural technolo-
gies. The project targeted farmers who owned less
than five hectares in the isolated western states of
Copan, Lempira, and Ocotepeque. To combat soil
erosion, it developed low-cost methods of conser-
vation and fertilization. Average maize yields in-
creased by more than 300 percent.

Farming systems research is an approach that
listens to farmers and pursues a broad research
agenda. It looks at the entire farming system—
cropping patterns, livestock and irrigation man-
agement, the division of labor among household
members, and so on. The results in Zambia, Zim-
babwe, and the Indian state of Bihar (Box 4.8) have
been encouraging.

PROVIDING RURAL INFRASTRUCTURE. Poor farmers
typically have less access to public infrastructure
than more prosperous farmers. Rural roads and
electricity, for example, are first extended to the
relatively well-off. The supply of water to marginal
farmers is especially erratic and inadequate. In In-
dia the low quality of canal construction and main-
tenance means that surface irrigation reaches only
part of the intended area. Small farmers cannot
afford deepwells, tubewells, or pumpsets.

Successful infrastructure projects have usually
delegated to the local level as much responsibility
for administration and maintenance as possible.
This has required some effort in building local in-
stitutions, involving local people, and designing
infrastructure with these needs in mind. World De-
velopment Report 1988 showed that delegating pub-
lic responsibility to local organizations can make
infrastructure projects more effective and benefit
the poor.

The National Irrigation Administration (NIA) in
the Philippines has worked with user groups to
improve maintenance and distribution. It employs
community organizers to help form groups of wa-
ter users and then negotiates with each group over
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with investment in education and training to spur
outmigration to areas of better potential. Spending
to meet basic needs such as health care and drink-
ing water will also be required. Outmigration
would be most effective in countries where labor
demand is growing strongly in other regions.

Experience, however, shows that migration is
only a partial solution. Growth in the areas of
greater potential is usually not high enough; many
resource-poor regions have rising populations de-
spite outmigration. Therefore, additional invest-
ments will be necessary. These will involve train-
ing poor farmers in better techniques for farming,
animal husbandry, and soil and moisture conser-
vation, increasing the opportunities for diversifica-
tion and off-farm employment, and providing local
user groups (such as the village forestry associa-
tions in Korea and the rangeland management as-
sociations in Botswana) with rights to manage de-
graded communal lands. In addition, policies to
make land tenure more secure in areas in which
traditional tenure systems have broken down will
discourage farmers from mining the soil for short-
term gains.

In many of these areas farmers can adopt low-
cost, low-input technologies that would increase
and stabilize yields, diversify production, and
maintain the resource base. One such technology,
contour cultivation, has raised yields sub-
stantially—by between 6 and 66 percent on slopes
of up to 32 percent. When contour cultivation is
supported by a vegetative barrier—vetiver grass,
for example—the benefits are even greater. Vetiver
grass has been used for many years in the Carib-
bean, Kenya, and South Asia. It holds soil while
allowing for water filtration, and it is cheap to es-
tablish, manage, and maintain. But it is not appro-
priate everywhere; it is ineffective in parts of the
Sahel where soil and moisture are insufficient.

In some regions more substantial interventions
will be required. Programs that target only a few
households or villages cannot prevent soil erosion
or protect watersheds. Box 4.10 describes how im-
proved technology for terraced lands and more ap-
propriate land tenure policies have decreased land
degradation and poverty in China’s Loess Plateau.

Reaching the poor in these regions will be diffi-
cult. Without effective measures, the situation is
likely to grow worse for the foreseeable future. In-

ternational research institutes have recognized the
urgency of the problem and have increased their
funding for research in marginal areas. The Inter-
national Rice Research Institute in the Philippines,
for example, now devotes 12 percent of its budget
to upland rice cultivation alone. In many countries
government subsidies to develop and improve
low-return farming activities may be the only way
to reduce poverty in these regions.

Policies for poverty-reducing growth

Achieving a pattern of development that success-
fully reduces poverty requires policies that provide
opportunities to the poor and enable them to par-
ticipate in growth. To accomplish this, policies
must be attuned to three broad tasks.

First and foremost, economywide and sectoral
policies must encourage rural development and
urban employment. Experience indicates that this
requires moderate taxation of agriculture and rela-
tively undistorted product and factor markets. It
also requires public provision of infrastructure and
an environment that makes technical change ac-
cessible to small farmers and the urban poor.

Second, specific policies are needed to improve
the participation of the poor in growth by increas-
ing their access to land, credit, and public infra-
structure and services. Land transfers can reduce
poverty, but they succeed only in special circum-
stances. Other policies to increase and secure ac-
cess to land can also reduce poverty. Subsidized
credit programs have failed to reach the poor, but
approaches such as group lending offer a promis-
ing alternative. Flexible programs that involve the
intended beneficiaries, build institutions, employ
NGOs and local groups, and respond to local
needs are the best way of molding infrastructure,
services, and technology to the needs of the poor.

Third, resource-poor regions, where poverty
and environmental degradation are interrelated,
require a different approach. Since the potential
for growth in these regions is limited and the pop-
ulation is increasing, policies that facilitate outmi-
gration are essential. But in many of these regions
additional investments, which are likely to require
government subsidies, will still be necessary to
meet basic needs, maintain or increase yields, and
preserve natural resources.
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nity health programs (1973 and 1976). A family
planning program was introduced in 1968; by us-
ing the available rural health infrastructure, it has
succeeded in reaching people in the countryside as
well as the urban poor. The total marital fertility
rate declined from 7.6 in 1960 to 3.4 in 1980. These
achievements did not come cheaply; by 1985 Costa
Rica was spending 23 percent of its government
budget on health. Such high spending was sus-
tainable only because the country devoted just 3.2
percent of its budget to military outlays between
1975 and 1985.

Other countries, too, have been able to raise
health standards to well above the level that might
be expected on the basis of their per capita GNP. In
Cuba, for instance, life expectancy is high, and Sri
Lanka reduced its under 5 mortality rate from 101
per thousand in 1960 to 35 in 1985. In all these
cases the government has taken the leading role.

Government spending on health usually rises
with economic development. Through training
medical personnel, investing in clinics and hospi-
tals, licensing practitioners, testing drugs, and
running subsidy and insurance schemes, in addi-
tion to directly providing medical care, the public
sector is the dominant player in health. Govemn-
ment efforts have helped bring about an increase
in the number of doctors, nurses, and hospital
beds per thousand population throughout the de-
veloping world. Such summary health measures
as life expectancy and under 5 mortality have im-
proved dramatically (Figure 5.1). It is widely be-
lieved that many of the economic problems in the
developing world (as well as in the industrial
world) can be attributed to excessive or inappro-
priate government intervention. Yet much of the
social progress observed during the past two de-
cades is clearly a direct result of government
action.

Another factor behind the improvement in
world health has been the effort of the interna-
tional health community to focus on affordable,
low-technology child survival techniques such as
immunization and the use of oral rehydration ther-
apy (ORT) for diarrheal dehydration. In this field it
is no exaggeration to talk of a public health revolu-
tion. This progress has been possible because of a
unique coalition of bilateral development agencies
and United Nations agencies, notably the World
Health Organization (WHO) and the United Na-
tions Children’s Fund (UNICEF). When in 1974
the World Health Assembly announced a new im-
munization drive, immunization services were
reaching less than 5 percent of the children in the

developing world. Just fifteen years later, the Ex-
panded Programme on Immunization (EPI) had
extended its polio and DPT coverage to about 60
percent (as measured by the number of children
receiving a third dose of vaccine before age 1).
Many countries—for example, Egypt, Mexico,
Peru, Thailand, and Zaire—have made good
progress in training workers to use ORT. Much
remains to be done, but after less than a decade
one-third of all families in the developing world
now have access to this treatment.

Progress in education

As in health, the developing countries have made
great advances in education over the past two de-
cades. Between 1965 and 1985 the number of pri-
mary schools in low-income countries (excluding
China) increased by almost 60 percent, to more
than 775,000. In middle-income countries the
number more than quadrupled, to nearly 950,000.
(During the same period the number of school-age
children grew 69 percent in low-income countries
and 48 percent in middle-income countries.) Be-
tween 1965 and 1985 the number of teachers went
up 55 percent in low-income countries, 175 percent
in lower-middle-income countries, and 120 percent
in upper-middle-income countries.

Most of the schools in developing countries are
public schools that are built, financed, and staffed
by the government. The share of education spend-
ing allocated to capital expenditures—essentially,
school construction—reflects the big push of the
1960s to improve access to schooling. In 1965 low-
and middle-income countries spent 21 and 14 per-
cent, respectively, of their total education budgets
on building schools; twenty years later the share
had fallen to 12 percent in both cases. Most teacher
training programs, both for primary and for sec-
ondary school teachers, are run by governments.
As in health care, spending on education rises
with the level of development, and so do stan-
dards of attainment (Figure 5.2).

As a result of this commitment to education, and
especially primary education, net enrollment rates
grew, on average, 5.7 percent a year between 1965
and 1975 in low-income countries, 5 percent in
lower-middle-income countries, and 2.3 percent in
upper-middle-income countries. During the late
1970s enrollment continued to grow faster than
population. By 1985 there was enough primary
school capacity in most middle-income countries
to enroll virtually all children; in the low-income
countries capacity still fell short of that goal.
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dren (as stressed in Chapter 2) and for adults (Box
5.1).

In education, too, government policy has fa-
vored higher-level training over services that
would benefit the poor. It is well known that ter-
tiary education yields the lowest social rate of re-
turn, but many countries nonetheless spend a dis-
proportionate share of their education budgets on
that level.

In West Africa, in addition to free tuition and
regular government subsidies to the colleges, stu-
dents in higher education often receive living al-
lowances. It is estimated that these living allow-
ances account for nearly half of the total spent on
higher education. Only 2 percent of the relevant
age group in Sub-Saharan Africa goes on to higher
education, but that level accounts for 22 percent of
the region’s public education budget. Brazil
spends 9 percent of its public education budget on
secondary education and 23 percent on higher ed-
ucation. In Chile, Costa Rica, the Dominican Re-
public, and Uruguay people in the top one-fifth of
the income distribution receive more than 50 per-
cent of the subsidies for higher education; the
poorest one-fifth receives less than 10 percent.

In India education is heavily biased in favor of
urban dwellers and males. Urban literacy rates are
twice as high as rural rates, and females in both
rural and urban India have lower literacy rates
than males. In Pakistan 63 percent of the boys in
the relevant age group are enrolled in elementary
school, but only 32 percent of the girls are. In rural
areas enrollment rates for girls are as low as 20
percent.

But the problems in education go well beyond
enrollment rates. Low enrollment figures are often
accompanied by high dropout rates. In low-
income countries more than 40 percent of those
who enter primary school fail to finish, and even in
upper-middle-income countries completion rates
are only 85 percent. As a result, illiteracy remains
widespread in the developing world.

The low quality of education goes a long way
toward explaining the weak performance of chil-
dren in developing countries. Governments have
stressed quantity over quality. Many countries
spend less each year on textbooks and other mate-
rials; in low-income countries teaching materials
account for less than 3 percent of recurrent expen-
ditures.

Until the 1980s textbooks were often not pro-
vided to students at all. In the Central African Re-
public the national student-to-textbook ratio was
between ten and twenty to one. In Brazil only 23
percent of all schools had received first-grade text-

books by the early 1980s, in the Dominican Repub-
lic fewer than 20 percent of eighth-grade students
in public schools had mathematics textbooks, and
in Botswana fewer than 20 percent of primary
school students had access to science or social
studies textbooks. A 1983 study in the Philippines
reported that only 32 percent of fifth-grade science
teachers used textbooks frequently; another in Bo-
tswana showed that teachers used textbooks only
12 percent of the time. Teachers’ guides are seldom
available.

So it is hardly surprising that repetition rates are
high and that many of those who complete pri-
mary school have learned very little. In various
tests conducted in about forty countries students
in low- and lower-middle-income countries an-
swered only 40 percent of the questions correctly.
In particular, reading comprehension appeared to
be weak.

To make matters worse, there is a recent trend,
mainly in low-income countries, toward lower pri-
mary enrollment rates. In the face of tight budget-
ary constraints, many African countries are failing
to expand their education systems to keep up with
population growth. (Ghana, Liberia, Mali, and
Tanzania are but a few examples.) The sharpest
declines in enrollment are observed in low-income
countries that have suffered from war or internal
strife. Afghanistan’s enrollment rate fell 40 percent
between 1980 and 1985; during the same period
Somalia’s also fell 40 percent. In Ethiopia and Mo-
zambique, after considerable progress in earlier
years, growth in enrollment has ceased.

Extra spending on social services in general will
not automatically help the poor. The existing pat-
tern of provision needs to be tilted in their favor in
terms of both the quantity and the quality of ser-
vices. The most important measures in the social
sectors for improving the living conditions of the
poor are also the most basic: expand and improve
primary education and primary health care.

Investing in people

There is overwhelming evidence that human capi-
tal is one of the keys to reducing poverty. More-
over, improvements in health, education, and nu-
trition reinforce each other. But the poor generally
lack access to basic social services. There is too
little investment in their human capital, and this
increases the probability that they and their chil-
dren will remain poor. To break this vicious circle,
governments must make reaching the poor a prior-
ity in its own right.
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of society, and employment in the informal sector
makes up the main part of their family income.

Studies on how education influences informal
sector productivity are scarce, but the few that do
exist point to benefits. More education gives the
worker a wider range of self-employment options
and allows him or her to choose more profitable
alternatives (for example, modern trade rather
than traditional handicrafts). Within most subsec-
tors earnings per hour rise with years of education,
just as in the wage sector. The precise effects vary
by type of activity and sometimes differ between
men and women. In Peru returns to an extra year
of primary education are estimated to be as high as
33 percent for women self-employed in the retail
textile sector. Postprimary education appears to
have a relatively high payoff—14 percent—for men
in the service sector. A study of small and
medium-size enterprises in Colombia showed that
the entrepreneur’s background—skills, education,
and experience in previous jobs—strongly influ-
ences both the technical efficiency and the profit-
ability of the enterprise.

There can be little doubt that educating the chil-
dren of the poor greatly improves their chances of
escaping poverty. Since labor is the one scarce re-
source on which all able-bodied poor can rely, in-
creasing the productivity of this labor is clearly the
most effective way to combat poverty.

Other benefits of education

The effectiveness of education as a weapon in the
fight against poverty goes well beyond productiv-
ity in the labor market. One year of mother’s edu-
cation has been associated with a 9 percent de-
crease in under 5 mortality. The children of
better-educated mothers, other things being equal,
tend to be healthier. The effects of education on
fertility appear to be more complicated. At low lev-
els of education a few extra years of schooling may
actually lead to increased fertility, but after that
there is a strong negative effect. In what World De-
velopment Report 1980 called the '’seamless web of
interrelations’’ among social services, education
plays the central role.

Health, nutrition, and productivity

The effect of better health and nutrition on produc-
tivity is less well documented than the effect of
education. An increasing number of studies, how-
ever, show a positive effect on agricultural produc-
tivity, especially for the activities in which most of

the poor are engaged. Among sugarcane workers
in Guatemala productivity increased with better
nutrition. The productivity of workers in Indone-
sia who received iron supplements for two months
rose by between 15 and 25 percent. Increased calo-
rie intake in Sierra Leone substantially raised
farmers’ productivity. A study for India shows a
significant link between wages and weight-for-
height (a measure of short-term nutritional status)
among casual agricultural laborers. Another study
found that the effect was especially marked in the
peak agricultural season, when more energy is re-
quired for harvesting. Estimates for Sri Lanka
show a significant positive effect of energy intake
on real wages.

Nutrition and learning

Just as the education of parents has a positive ef-
fect on child nutrition, better nutrition improves
the child’s capacity to learn. Studies in many de-
veloping countries (China, India, and Kenya,
among others) consistently show that protein-
energy malnutrition is related to lower cognitive
test scores and worse school performance. Micro-
nutrient deficiencies are also linked to school per-
formance. A study of Indonesia found that iodine
deficiency reduced cognitive performance among
nine-to-twelve-year-old children. Iron deficiency
decreases the child’s alertness, which in turn af-
fects learning. In Thailand providing iron supple-
ments to schoolchildren has improved test scores.
Vitamin A deficiency has long been associated
with blindness and the severity of measles; a
milder deficiency affects growth, including brain
development.

The health benefits of adequate energy, protein,
and micronutrients are important by themselves.
Because of the positive effect of better health and
nutrition on productivity, investment in these ar-
eas also contributes to reducing poverty. And if the
full benefits of education are to be realized, pupils
must be adequately nourished. There are many in-
expensive things that governments can do. Provid-
ing vitamin A capsules twice a year and giving
doses of iodine once every three years would go a
long way toward eliminating nutritional disorders
among school-age children.

Poverty and population growth
Poverty and rapid population growth reinforce

each other in a number of ways. Low wages (espe-
cially for women), inadequate education, and high
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infant mortality—all linked to poverty—contribute
to high fertility rates and thus to rapid population
growth. Increased education for girls and women
is one of the most powerful ways of reducing fertil-
ity. Greater opportunities for women in the wage
sector have an independent negative effect on fer-
tility and offer other benefits as well. When
women work, parents may decide they need fewer
boys to support them in old age, and if mothers
work for reasonable wages, the opportunity cost of
bearing an additional child is relatively high.

High infant mortality is consistently associated
with high fertility. Studies from places as diverse
as Colombia, Egypt, and India show that parents
who have lost a child expect to have more children
than do similar parents who have not. Reducing
mortality among children is a necessary step to-
ward reducing fertility.

Thus, the link leading from poverty (low wages,
low income, and high mortality) to high fertility is
well established. How does high fertility or, more
generally, rapid population growth affect poverty?
At the national level, the relationship is not sim-
ple. In the short run an increase in population will
result, almost by definition, in lower per capita in-
come growth, but in the longer run the larger
number of productive workers may accelerate
growth. It can even be argued that some countries
—particularly in the West—need faster population
growth even to sustain their current economic
performance.

On the negative side, in many high-fertility
countries about 45 percent of the population is un-
der 15. This puts enormous pressure on the
schools. Spending on education in the developing
world is much lower than in the industrial coun-
tries to begin with, and the scarce resources have
to be spread over a much larger proportion of the
population. As a rule, the poor are last in line. The
same holds for other sectors, such as health care
and water supply. So, if investing in human capital
is necessary for reducing poverty, rapid popula-
tion growth will make the task much more difficult
in many poor countries.

Population growth also affects the labor market.
Rapid growth of the labor force does not necessar-
ily lead to unemployment and poverty: if invest-
ment in capital is adequate, an expanding econ-
omy could absorb the additional labor and may
indeed depend on it. But most countries invest too
little to absorb a population that is growing at 3 to 4
percent a year. Low wages and growing poverty
are the likely results.

At the household level, high fertility can damage
the health of both mother and child. The mother’s
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health suffers from closely spaced pregnancies,
and her health in turn affects the child’s health at
birth and in the critical early years. Providing fam-
ily planning services is one of the most effective
policies for better health.

Family planning

Having too many children puts mothers at risk and
compounds the problems of poverty (Box 5.3).
Most developing countries recognize the impor-
tance of reducing population growth. Lower fertil-
ity is not an end in itself, but it makes other inter-
ventions more effective in improving overall
welfare. Providing family planning services is the
most direct way to reduce fertility, although lower-
ing infant and child mortality and creating better
education and work opportunities for women also
help. Again, appropriate policies reinforce each
other: better-educated women make more use of
modern contraceptives (when they are available)
than do the uneducated.

In many countries family planning services are
virtually nonexistent, despite the apparent de-
mand. In Ghana, for example, 20 percent of
women in rural areas and 28 percent in the cities
say they want no more children, yet modern fam-
ily planning services reach less than 7 percent of
the women. Ghana'’s fertility rate is 6.4. In Indone-
sia, where about half of the women want no more
children, family planning services reach 44 percent
of all women. Indonesia’s fertility rate is 3.3.

Family planning programs, where they have
been implemented, have brought birthrates down.
In Costa Rica, Korea, and Singapore, for instance,
birthrates fell by 35 to 48 percent between 1965 and
1985. Other factors in reducing birthrates, how-
ever, should not be overlooked. Rapidly develop-
ing economies can bring about some modest de-
clines, even with weak family planning programs.
But in the poorest countries (such as India and
Indonesia) strong family planning programs are
necessary to slow population growth.

Providing access for the poor

Providing the poor with access to social services
requires a clear commitment. This must be re-
flected in the infrastructure and organization of the
social sectors and in the way they are financed.
Much can be learned from decades of experience in
countries at different levels of development and
with varying needs.

Infrastructure and organization

The biggest obstacle for the poor in gaining access
to health and education services is the lack of






physical infrastructure, especially in rural areas.
The urban bias in the provision of services affects
both quantity and quality. The sheer lack of facili-
ties makes necessary a continued expansion of ap-
propriate services, especially rural health clinics
and primary schools. This will almost certainly
benefit the poor. Improving quality will require
more funds, better use of the available resources,
and greater accountability in administration.

EpucaTioN. Governments in middle-income
countries have by and large been able to build
enough schools and train enough teachers to make
universal primary education possible. Low-income
countries, however, still have a long way to go. For
example, in Bhutan and Mali net primary school
capacity is only about 20 percent, approximately
the same as net enrollment rates. Since these coun-
tries are faced with the prospect of sluggish eco-
nomic growth and rapid population growth, it will
take an extraordinary effort to provide the neces-
sary infrastructure for achieving universal primary
education in the foreseeable future. Given the ex-
tremely low incomes of most households in these
countries, public provision of education will be
needed.

In some countries the private sector can help to
make schooling more widely available. Pakistan in
1979 reversed its nationalization decision of 1970
and again allowed private schools to provide edu-
cation. The education system has expanded
quickly, especially at the lower levels. In the Kara-
chi region, for instance, private institutions in 1985
accounted for 25 percent of primary enrollment.
Because of the relatively large fees charged, these
private institutions are unlikely to serve the poor.
But where demand exceeds supply and budget
constraints are tight, greater reliance on the private
sector will allow the government to direct more of
its scarce resources toward education for the poor.

In general, the public sector will remain the
dominant supplier of primary education in middle-
income countries as well, although here there is
more scope for private provision. In 1980-81 Chile
reformed its education system and embarked on a
policy of developing private education, partly sup-
ported by public finance, with the aim of improv-
ing quality and increasing enrollment. The govern-
ment encouraged the private sector to provide
education through a per student payment system
that forced the public schools to compete for stu-
dents. It transferred responsibility for primary and
secondary public schools to the municipalities and
placed vocational schools under nonprofit private
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sector organizations in the hope of making the
schools more responsive to labor market demands.
The Ministry of Education allocates resources to
the public schools on the basis of enrollment and
dropout rates. Private schools that provide tuition-
free education receive the same subsidies. Imple-
menting the reforms was difficult—the monetary
transfers had to be suspended during the eco-
nomic crisis of 1982-83—but enrollment in subsi-
dized private elementary schools doubled between
1980 and 1987, and the proportion of all education
subsidies received by the poorest 30 percent of stu-
dents rose from 29 percent in 1974 to 38 percent in
1986.

Simply expanding the education system is not
enough. In many countries the curriculum needs
to be improved, the schools need more textbooks,
and the teachers need better training, more time
for teaching basic skills, and better pay and work-
ing conditions. School managers need more au-
thority to control resources, and they must be
made more accountable to the local community.

Narrower interventions can sometimes be suc-
cessful in reaching disadvantaged groups. In
Bangladesh, for instance, a scholarship project for
secondary school girls in the Sharasti Upazila re-
gion, funded by the U.S. Agency for International
Development (USAID), has been in place since
1982. Before the project started, 27 percent of the
secondary school students in the area were girls.
By 1987 the percentage had risen to 44 percent.
The project has also greatly reduced the dropout
level for female students, from 15 percent before
the program started to 4 percent in 1987. In Nepal
in the 1970s the United Nations Educational, Sci-
entific, and Cultural Organization (Unesco) spon-
sored a project that included a teacher training
component designed to increase the number of
women teachers. During the project period the
number of girls enrolled in school rose from 13 to
29 percent of the age group.

HEeaLrH. Although the government is usually
the dominant provider of health care, in many
countries the private sector also provides some
(mostly curative) services. The case for the state’s
being sole provider of curative care is weak. There
is undoubtedly a need for heavy intervention, but
this need not mean putting every doctor and nurse
on the government payroll. Although different
countries have different needs, several broad prin-
ciples hold. First, the state should take responsibil-
ity for health interventions that have a public-good
character (for example, clean air and traffic safety)









Table 5.1 Expenditures on primary education
as a percentage of GDF, 1985 and 2000

2000
(at current 2000
enrollment  (universal
Region 1985 rates) enrollment)
Sub-Saharan Africa 1.41 1.35 2.53
East Asia 1.42 0.60 0.60
South Asia 0.95 0.63 1.08
Eastern Europe 117 0.71 0.71
Middle East and North Africa 2.05 1.47 1.76
Latin America and the
Caribbean 1.06 0.83 0.92

cases it is likely to be necessary. This is illustrated
by Table 5.1, which shows the estimated cost of
achieving universal primary education by 2000.
Projections for population and economic growth
suggest that many regions will be able to achieve
that goal by allocating to primary schooling a simi-
lar percentage of GDP as in 1985, or even a smaller
share. In Sub-Saharan Africa, however, although
enrollment levels can be raised significantly, reach-
ing universal primary enrollment will take an ex-
traordinary effort, including a generous increase in
foreign aid. Growth in GDP of 3.7 percent a year,
combined with an expected increase of 3.4 percent
a year in the population age 6 to 11, will require an
85 percent increase in the share of GDP allocated
to primary schooling, from 1.4 to 2.5 percent. In
some countries outside Africa, too, more spending
on education and other social services will be nec-
essary.

But much can also be gained in two other ways:
(1) by shifting current outlays to more efficient
uses (for example, by emphasizing primary educa-
tion over higher education and village health posts
over city hospitals) and (2) by trying harder to re-
cover the costs of certain services.

How much scope is there for charging for ser-
vices? Recent evidence shows that the demand for
medical care is sensitive to its price—more so for
the poor than for the rich. This implies that if fees
are collected (or increased), the poor will be the
first to drop out and that health services for poor
areas will have to be heavily subsidized. This need
not mean that service is entirely free; nominal fees
could be charged in poor areas. Charging higher
fees in better-off regions or in the richer parts of
cities makes good sense and can generate substan-
tial revenues. In addition, fees should be consid-
ered for those types of care (especially hospital
care) that yield mostly private benefits; this would
allow more resources to be devoted to public
health measures and preventive care.

There is also ample evidence that people are will-
ing to pay for higher education. Higher fees for
secondary and higher education would garner re-
sources for improving the quality of education in
general and, where necessary, for expanding pri-
mary education. The effect of fees on the demand
for primary education is less clear. If there are few
public schools, private schools can charge substan-
tial fees by catering to the rich. But if the aim is to
increase the enrollment rates of the poor, fees are
counterproductive.

Both approaches—shifting resources from higher
levels of care to basic services and introducing fees
for those who can afford them—transfer resources
from the rich to the poor. If reducing poverty is a
primary objective, this policy is fully justified.

Creating demand

Even when cheap or free social services are avail-
able, the poor may not take advantage of them.
There are two reasons: they may not understand
the benefits being offered, or they may be deterred
by the private costs—such as working time forgone
in visiting a health center or loss of household in-
come when a child goes to school.

Family planning is a good example of why poor
people may not use social services. Health educa-
tion campaigns are needed to explain the benefits
of lower fertility and to describe the various birth
control techniques. But even when family plan-
ning services are available and understood, it may
not be in the household’s private interest to have
fewer children. For instance, having fewer chil-
dren may make it possible to give each child a
better education, but the benefits may not be felt
for years. Where national policies have produced a
population growth rate that is faster than socially
desirable, governments need to encourage family
planning by strengthening the private incentives.
Singapore, for instance, uses tax incentives and
housing policies to make having smaller families
more attractive. China has used bonuses, access to
education, and housing privileges in the same
way. Thailand combines community involvement,
extensive public education, mass sterilization cam-
paigns, rural development programs, and direct
benefits for households with fewer children (Box
5.6).

Girls’ education is another case in point. The
private and social returns to women’s education at
the primary and secondary levels are at least equal
to the returns to education for men. Still, parents
often prefer to invest only in their sons’ education.
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Table 5.2 Projections of social indicators to 2000

Net enrollment rates Under 5 mortality Total
(percent) (per thousand) fertility
Long-term  Short-term Long-term  Short-term rate®
Region 1985 trend? trend® 1985 trend< trend® 1985 2000
Sub-Saharan
Africa 56 86 46 185 136 153 6.1 5.4
East Asia 96 100 100 54 31 33 2.7 2.2
South Asia 74 88 100 150 98 83 4.7 34
Middle East and
North Africa 75 94 95 119 71 65 51 3.9
Latin America and
the Caribbean 92 100 100 75 55 32 3.6 2.5

Note: All data are weighted except that for under 5 mortality, short-term trend. All mortality data are projected to 2000-05.

a. Based on the 1965-85 trend.

b. Based on the 1980-85 trend.

c. Based on the trend used by the United Nations.

d. Based on 1975-80 to 1980-85 except for South Asia, 1970-75 to 1975-80.

e. The total fertility rate is the average number of children that would be born alive to a woman during her lifetime if she were to bear children in
accordance with the prevailing age-specific fertility rates. It is based on 1985-90 and 2000-05.
Source: United Nations and World Bank data, except for under 5 mortality, short-term trend, from Hill and Pebley 1988, and fertility, from Bulatao

1989.

To avert that shameful prospect, governments,
in cooperation with the international community,
must make a long-term commitment to improving
the social infrastructure that serves the poor. The
key elements of such a commitment are clear. First,
provide the basic services that the poor need most.

Second, make the existing services more effective.
With these principles as the guide, equity and effi-
ciency can go hand in hand. Improving the quality
of life of the poor will then become an achievable
goal—and the progress made in the past will stand

as a sign of what can be done in the future.
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Table 6.1 Distribution of the annual income
transfer from the general food subsidy, Egypt,
1981-82

Transfer as

Type of Amount of percentage of
household and transfer household
income level (Egyptian pounds)  expenditure
Urban

Poorest quartile 15.4 8.7

Richest quartile 18.1 3.4
Rural

Poorest quartile 11.9 10.8

Richest quartile 15.2 2.7

Source: Alderman and von Braun 1984 and Alderman 1989.

nisia, and, before 1979, Sri Lanka have all operated
schemes of this kind, some national and some re-
gional. Costs ranged from less than 1 percent of
total public expenditures in Colombia in 1978-80 to
10-17 percent in Egypt between the mid-1970s and
1984. The experience of Egypt well illustrates some
of the advantages and drawbacks of these
schemes.

Egypt’s marketwide food subsidy program has
been costly, but it has succeeded in reaching the
poor. In 1981-82 the transfer value represented a
sizable portion of the total expenditure of the poor-
est urban and rural groups—8.7 and 10.8 percent,
respectively (Table 6.1).

A common feature of these schemes is that the
rich receive a greater allocation per capita than the
poor, although this amount often accounts for a
smaller share of income. In Egypt urban house-
holds in the top quartile received 18.1 Egyptian
pounds (equivalent to 3.4 percent of household ex-
penditures), compared with 15.4 Egyptian pounds
and 8.7 percent of household expenditures for ur-
ban households in the lowest quartile. All benefits
going to the nonpoor add to the budgetary cost of
reducing poverty. Indeed, if general subsidies are
to provide reasonable transfers to the poor, they
become very expensive. In Egypt only about
twenty cents of each dollar spent reached those in
the lowest quartile.

The bulk of Egypt’s price subsidy transfer is
made by subsidizing bread and wheat flour sold at
bakeries and flour shops. Administrative ease is
one advantage of general food subsidies. Since
most subsidized commodities can be sold through
private outlets, public involvement in distribution
is not necessary. Central administration of the
price mechanism and low investments in infra-
structure help to contain transfer costs. In many
countries, however, general price subsidies fail to
reach many of the poor. Qutlets for sale of subsi-

dized goods are often concentrated in urban areas,
either by design or because market channels by-
pass rural consumers. Rural consumers must have
access to markets if price subsidies are to help to
reduce rural poverty.

A better way to reach the poor is to limit subsi-
dies to commodities that are consumed mainly by
the poor and that form a significant part of their
food expenditures. Such goods are not always
available and are not always easy to subsidize. But
there are examples. In Egypt benefits from subsi-
dies on coarse flour accrue mainly to low-income
groups. Shifting Brazil’s general subsidy to cas-
sava and away from wheat, milk, beef, and vegeta-
ble oils, which are heavily consumed by the
higher-income sections of the population, would
improve targeting to the poor. The choice of com-
modity may also influence distribution between
sectors. For example, Mexico has a consumer sub-
sidy on maize tortillas. Since outlets are concen-
trated in urban areas and urban consumers buy
tortillas whereas rural consumers make them at
home, the subsidy has an urban bias. In Egypt the
urban poor gain more from the bread subsidy than
do the rural poor, but the reverse is true for the
wheat subsidy.

Better targeting of price subsidies to the poor is
possible when the government knows where the
poor live. The Pilot Food Price Subsidy Scheme in
the Philippines is an example of how to improve
cost-effectiveness by combining geographic target-
ing and consumer price subsidies. The National
Nutrition Council’s anthropometric reports helped
to identify poor villages with high rates of child
malnutrition. Seven villages were selected to re-
ceive price discounts on rice and cooking oil—
goods that account for a large part of food expendi-
tures. These were sold through local retailers and
were available to all villagers. The scheme im-
proved the nutritional status of both preschoolers
and adults. It was highly cost-effective; eighty-four
cents out of each dollar spent were transferred.
This, however, did not include setup costs for ex-
tensive growth monitoring, which have to be
taken into account in determining overall cost-
effectiveness. Few countries have in place the na-
tional nutrition surveillance systems needed to run
such schemes.

Rationed food subsidies
An alternative to a general subsidy is to provide a

quota, or “‘ration,”” of subsidized food to house-
holds while permitting unlimited sales on the open
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Table 6.2 Distribution of the monthly transfer
from food subsidies, Sri Lanka, 1978-79

Transfer as

Subsidy and Amount of  percentage of
household transfer per capita
income level (rupees) expenditure
General wheat and bread subsidy

Poorest quintile 4.3 7.6

Richest quintile 7.8 3.8
Targeted rice ration

Poorest quintile 111 19.6

Richest quintile 3.3 1.6

Source: Edirisinghe 1987 and Alderman 1989.

market. Schemes of this type operate or have oper-
ated in Egypt and in South Asia (Bangladesh, In-
dia, Pakistan, and Sri Lanka). In addition to trans-
ferring income, ration schemes ensure access to a
regular supply of basic staples at reasonable prices.
The absolute transfer under a general ration is sim-
ilar for all income groups. Thus, rations tend to be
more progressive than general food subsidies. For
example, the absolute transfer to the richest quar-
tile in urban areas under Egypt’s general food sub-
sidy was 20 percent greater than that received by
the poorest quartile, whereas with the general ra-
tion the rich received 5 percent less than the poor.

The Sri Lankan general rice ration scheme,
which operated between 1942 and 1978, had a
large impact on poverty both because the benefits
that reached the poor were high and because there
was extensive coverage of different types of poor
people. To reduce costs, the government in 1978
restricted distribution to the poorest half of the
population. The targeted scheme can be compared
with the general subsidy on wheat and bread of
the same period. As Table 6.2 shows, benefits to
the poor from the curtailed rice ration are greater
both in absolute terms and in relation to income.
Given adequate coverage of the poor, targeted ra-
tions thus represent an improvement over both
general subsidies and unrestricted rations.

A similar pattern of transfers is seen in the distri-
bution of foodgrains through fair-price shops in
certain states of India. In Kerala in 1977 the poorest
60 percent of the population received 87 percent of
the foodgrains distributed. Kerala is unique in that
rations are spread fairly evenly between the rural
and urban populations. In other parts of India as
well as in other countries, including Bangladesh
and Pakistan, the benefits of ration systems have
gone disproportionately to urban consumers—
although poverty is mainly a rural phenomenon in
South Asia.
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As is true of general subsidies, ration schemes
are often limited in coverage because the infra-
structure and retail networks needed to implement
the systems in rural regions are lacking and be-
cause of a desire not to upset production incen-
tives. These are often compounded by a lack of
political will to assist the rural poor. Guaranteeing
large sections of the population a basic ration on a
long-term basis may place a great burden on the
government in terms of both administrative capa-
bility and cost.

In the past ration programs have often been set
up for political purposes and have rarely been tar-
geted to the neediest. But it is possible to introduce
a degree of self-selection and better targeting into
rationing schemes without costly means testing.
Ration outlets can be strategically located in poor
neighborhoods. The quantities distributed should
be small enough to allow poor households without
much cash to participate. The opportunity cost of
buying a restricted quantity at a ration shop lo-
cated in a slum is greater for the rich than for the
poor. In Northeast Brazil small amounts of subsi-
dized basic foods were sold through shops in poor
neighborhoods that the well-to-do regarded as un-
safe; the inconvenience of the locations and the
limit on the size of purchase further discouraged
affluent nonresidents from participating. The qual-
ity of the subsidized commodity can also be lower
than that available on the open market. This
method was used to skew the benefits of Paki-
stan’s pre-1987 ration system toward lower-
income groups. In Bangladesh better targeting has
been achieved by offering a choice of wheat or a
larger quantity of sorghum. Poorer households
tend to opt for the latter, thus improving the nutri-
tional impact of the program.

Food stamps

Food stamps are similar to ration schemes except
that the quota is measured in terms of nominal
currency units rather than in commodity weights
or volumes. In practice, this means that the value
of the food stamps is often eroded by price infla-
tion. Food stamps are usually more finely targeted
to needy groups than are rations.

In the face of fiscal crisis, Sri Lanka in 1979-80
replaced its four-decade-old general food subsidy
and ration schemes with a food stamp program.
The total transfer was lower, and the reduction in
administrative machinery led to substantial sav-
ings. Stamps for food and kerosene were targeted
to families with self-reported incomes of less than



300 rupees a month—roughly 50 percent of the
population. The government had removed all
other subsidies on food by 1980. The share of food
subsidies in GNP dropped from 5.0 to 1.3 percent
between the mid-1970s and 1984, and their share in
total government expenditure fell from 15 to 3 per-
cent during the same period. But the value of food
stamps, which was fixed in nominal terms, quickly
eroded in the 1980s, falling from 83 percent of the
benefits of the general subsidy at the time of intro-
duction to 43 percent in 1981-82.

Targeted food stamps yield a more progressive
pattern of transfers than general food subsidies.
Jamaica’s food stamp scheme was introduced in
1984 to protect vulnerable groups from the full im-
pact of exchange rate movements and reduced
public spending. Stamps are targeted to pregnant
and lactating women and to children under 5
through registration at primary health care clinics.
This system encourages preventive health care and
successfully screens out wealthier households,
which tend to use private facilities. Coverage is
high among the intended beneficiaries, and this
part of the program is markedly progressive. Poor,
aged, and handicapped people who are already on
welfare programs, as well as households that re-
port total income of less than 2,600 Jamaican dol-
lars a year, are also eligible for food stamps. This
component is less well targeted; there is both in-
complete coverage of eligible households and leak-
age to nontarget ones.

Jamaica reinstated a general food subsidy in
1986. Table 6.3 shows that although coverage is
wider under the general subsidy scheme, targeting
through food stamps has a larger impact on the
incomes of the poor, and at about half the cost.
Administrative costs (which are not reflected in the
table) are kept low by relying on existing govern-
ment networks. The value of the stamps has
eroded over time, although adjustments were
made in 1988 and 1989 and more are expected in
1990. The Jamaican food stamp program is cost-
effective and, with some modifications, can be fur-
ther improved. Its success, however, owes much
to the availability of a highly developed health and
administrative apparatus and the presence of polit-
ical will. Both are lacking in many countries.

Supplementary feeding programs

Supplementary feeding programs are a form of
highly targeted ration or in-kind transfer scheme.
Their main objective is to reduce undernutrition.
Government and nongovernmental agencies dis-

Table 6.3 General and targeted subsidies,
Jamaica, 1988

(percent)
Targeted
General subsidy
Item subsidy  (food stamps)
Cost as share of government
expenditure® 3.0 1.6
Proportion of transfer going to
Poorest quintile 14.0 31.0
Richest quintile 26.0 8.0
Transfer as share of expenditure
per recipient
Poorest quintile 2.3 9.5
Richest quintile 0.1 1.0
Proportion of households covered
Poorest quintile 100.0 51.0
Richest quintile 100.0 6.0

a. Does not include administrative costs.
Source: Jamaica Statistical Institute and World Bank 1988 and 1989.

tribute subsidized or free food through noncom-
mercial channels such as nutrition and health cen-
ters for direct or home consumption or through
schools to those deemed specifically vulnerable to
nutritional and health risks. Children under 5,
schoolchildren, mothers, and mothers-to-be are
the main beneficiaries. Additional targeting on the
basis of growth monitoring, health status, loca-
tion, or income can be used to identify the neediest
members within these groups. The scope of these
operations can be expanded to cover wider sec-
tions of the population in time of crisis.

The case for food supplementation as an imme-
diate response to severe malnutrition is undeni-
able. Measuring the benefits of these schemes,
however, is far from easy. Anthropometric criteria
are often used, but they require careful measure-
ment and may not capture other important bene-
fits (such as increased activity levels) realized by
people who are not severely malnourished. Evalu-
ations on this basis have tended to show that the
nutritional impact on target groups is limited and
is achieved at high cost. Distribution is often indis-
criminate, and leakage through food sharing or
substitution of home consumption has been esti-
mated to be as high as 30 to 80 percent. Studies of
large-scale untargeted school feeding programs
show little evidence of significant nutritional
improvement—although the effects on enrollment,
attentiveness, and school performance may be sig-
nificant and important in their own right.

Feeding programs are sometimes ineffective be-
cause they fail to recognize that malnutrition is not
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always the result of lack of food. Parasitic diseases
and other health problems are often to blame. Un-
dernourished people with acute diarrhea, for ex-
ample, are able to absorb far fewer nutrients. To be
effective, therefore, nutrition programs will fre-
quently need to be combined with health
programs—including maternal care, immuniza-
tion, sanitation, deworming, oral rehydration ther-
apy, and micronutrient supplementation. Educa-
tion in primary health and nutrition is also crucial
where local practices are inappropriate. Education
programs in Indonesia and the Dominican Repub-
lic have significantly improved nutrition at low
cost and without any food transfers. Households
may be unable to respond owing to lack of re-
sources. In this case it is appropriate to combine
nutrition education with cash or food transfers.

It is often cost-effective to deliver nutrition ser-
vices through the health care system—provided, of
course, that an extensive health system is already
in place. In much of Sub-Saharan Africa and South
Asia this is not the case, and alternative delivery
mechanisms must be sought in the short term. But
in Latin America and much of East Asia, provision
through the existing social infrastructure can be
achieved at relatively low cost. International
NGOs such as Freedom from Hunger, OXFAM,
and Save the Children (as well as a host of local
NGOs) have promoted health and nutrition along-
side community development.

Tight budgets and the proven ineffectiveness of
indiscriminate provision make it essential to iden-
tify those in need. In schemes in Brazil and Bangla-
desh targeting both by geography and by self-
reported income supplements the criterion of a
household’s containing a “’vulnerable’”” member.
Self-selection can be introduced through the
choice of food available or through a requirement
to attend public clinics that only provide basic ser-
vices. In Chile changing milk distribution from the
workplace to public clinics greatly improved the
effectiveness of the program. Individual nutri-
tional monitoring also has a role. In several pro-
grams, including the World Bank-assisted Tamil
Nadu Integrated Nutrition Program in India and
the Iringa Nutrition Program in Tanzania, exten-
sive monitoring of children, carried out within the
community, identified the needy and led to height-
ened awareness of nutritional problems.

In Tamil Nadu targeted food supplements are
combined with a range of nutrition and health
measures. A 53 percent reduction in severe malnu-
trition was achieved within the first two years. The
program in Tanzania’s Iringa Province emphasizes
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maternal and child health, water and sanitation,
household food security, child care, and nutrition
education. By providing child care the scheme en-
couraged the participation of very poor women
with heavy demands on their time. Between 1984
and 1988 it reduced severe malnutrition by 72 per-
cent and moderate malnutrition by 32 percent. The
program had fairly low costs and benefited from
the existence of village organizational structures
and Tanzania’s well-developed rural health care
infrastructure. Bangladesh’s Vulnerable Group
Development Program broadened its emphasis on
food supplementation for poor, nutritionally vul-
nerable women and children to include women’s
training centers and shelters. It is currently explor-
ing savings and credit schemes.

Thus, delivering basic services through existing
health care systems can be highly cost-effective.
This approach has been successful in removing ba-
sic deprivations in countries as diverse as Chile,
China, Costa Rica, Cuba, Jamaica, Korea, and Sri
Lanka.

Food policies in famines

Public policies in food trade and distribution can
play an important role in a system of famine pre-
vention. Areas facing a bad harvest often see food
prices spiral as traders anticipate scarcity. Food-
grain markets have often overreacted to impend-
ing shortages. For example, in the 1974 famine in
Bangladesh, rice prices increased sharply even be-
fore floods caused supplies to decline. Public dis-
tribution from stocks or imports can stabilize prices
and avert potentially disastrous drops in the pur-
chasing power of the poor. In 1984 the Kenyan
government responded swiftly to early signs of a
shortfall by organizing commercial food imports.
These arrived three months before food aid did,
just as domestic stocks of maize were exhausted.
Zimbabwe relied heavily on its own stocks. Bot-
swana and Cape Verde made use of food aid; Cape
Verde sold the food on the open market to finance
public employment programs.

Food security need not imply distribution of
food through public channels. Private trade can
often help in stabilizing prices and distributing
supplies. Holding large food stocks can be more
costly than relying on external trade—although
this depends on a country’s foreign exchange posi-
tion and on how quickly trade can respond in an
emergency. Buffer stocks in key locations to bridge
the gap before imports arrive may be the best op-
tion. In the longer term better internal food mar-















cern for the aged and infirm in developing coun-
tries is increasing. This is partly because of a shift
in demographic profiles—the population is aging
in large parts of the world, including Latin Amer-
ica, China, and South Asia—and partly because of
a weakening of traditional family- and community-
based social security arrangements. The aging of
the population in many developing countries will
continue. Not all old people are poor, but provi-
sion for the elderly poor is an increasingly impor-
tant issue.

Beginning around the turn of the century, the
rise of a large industrial labor force led to the evo-
lution of social security systems in developed
countries. Benefits are provided to the elderly, the
disabled, surviving spouses, and children through
a combination of social insurance (such as pen-
sions) and social assistance (for example, health
services). The revenue base is wide, with contribu-
tions from workers and employers; coverage is al-
most universal; and the scale of benefits has been
significant, accounting for 15 to 25 percent of GDP
in most OECD countries in the late 1970s. Reduc-
tions in the incidence of poverty in developed
countries, particularly among the elderly, have
been strongly linked to the growth of these sys-
tems.

Attempts to transplant such systems to develop-
ing countries have, however, met with little suc-
cess. Latin American countries have had the long-
est experience with formal social security, and
even there the programs have failed to reach many
needy elderly people and other poor individuals.
By and large, coverage has been limited to people
employed in the formal sector in urban areas.
Chile and Costa Rica are exceptions: both have
well-organized urban and rural labor markets and
a strong political and social commitment to social
welfare systems.

The best policies for protecting the elderly poor
and others who are left out will vary from country
to country. In Chile and Costa Rica universal cov-
erage is feasible, and other countries with similar
characteristics would be well advised to adopt
such programs. In Eastern Europe the large size of
the wage employment sector suggests that formal
social security will have a big role in reducing pov-
erty among the aged and those unable to work.
But these cases are not typical of the developing
world. In most poor countries formal social secu-
rity would fail to reduce the worst poverty, since
many among the very young and aged poor, the
sick, and the disabled would not qualify for bene-
fits. Where formal schemes are already in place or
are being introduced, it is important to ensure that

their financing does not become a burden on the
truly poor.

A more promising approach for some countries
involves transfers based on indicators of need that
can be monitored through local health care and
community-based systems. Preventive and basic
health care could be provided to the elderly and
infirm poor and could be supplemented by cash or
in-kind transfers when necessary. Self-selection in
attending local clinics will achieve a degree of tar-
geting. On the whole, such arrangements are rare,
but there are some examples. In rural China, for
instance, the community has a moral responsibility
for providing basic necessities to elderly people
without relatives and to widows and orphans, and
the central government helps poorer areas carry
out this duty. China also has “"houses of respect”’
for those without relatives who are not capable of
living alone. And in some Islamic countries reli-
gious land and wealth taxes have been used to
finance assistance to those identified as needy at
the local level. In India some states administer
pension schemes for the elderly and for destitute
widows. In Kerala State agricultural workers over
60 with incomes below a specified level receive
pensions. Verification is done by local community
committees that include representatives of minor-
ity groups. In countries in which the aged and dis-
abled poor are concentrated in the agricultural and
informal sectors, a well-developed public health
care system, coupled with state support for devel-
oping and fostering local and community provi-
sion, may be the best answer.

The role of transfers and safety nets

This chapter began by identifying two broad
groups in need of special attention: those unable to
participate in the growth process and those who
may be temporarily in danger when events take an
unfavorable turn. The first group needs a system
of transfers that will ensure them an adequate
standard of living. The second group is best served
by a variety of safety nets.

The appropriate mix of policies will vary enor-
mously from country to country. It will depend on
a host of factors—economic, political, social, and
cultural. There are, however, some broad guide-
lines.

Most food-based policies, including general sub-
sidies, ration schemes, and food stamp schemes,
make severe administrative demands on the gov-
ernment. Their potential is greatest in urban areas
or in more developed areas that have adequate in-
frastructure. In all cases, targeting is essential for
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cost-effectiveness. Targeting can be achieved
through the choice of commodity to be subsidized,
by locating distribution outlets in poor neighbor-
hoods, or by means of indicators. In South Asia it
may be best to reform the present ration systems,
building on experience and practical knowledge,
rather than to try an entirely new approach.

If the proportion of wage and salary earners is
high and acute poverty is usually related to old
age, disability, and unemployment, formal social
security systems should be developed or their cov-
erage widened. Such systems, which provide old
age pensions and unemployment, disability,
health, and surviving-spouse benefits, are feasible
in many urban areas.

But most of the poor in the developing world live
in rural areas, and it is there that the need for effec-
tive transfers and safety nets is greatest. For those
who are able to work or who have family members
who can work, well-designed rural public employ-
ment schemes can provide insurance against a
risky agricultural environment. The key to such
schemes’ success in reaching the poor is that they
offer unskilled work to anyone who wants it at a
wage rate that only the poor find attractive. Thus,
targeting is achieved through self-selection by the
poor. The infrastructure built and maintained un-
der these programs can yield high economic re-
turns. Links to remote regions and the rehabilita-
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tion of environmentally degraded lands are crucial
to the reduction of poverty in Sub-Saharan Africa
and in the poor rural areas of most other regions.
Public employment schemes, appropriately tai-
lored to local conditions, are a promising way to
achieve these goals while providing employment
opportunities and stabilizing the incomes of
groups at risk.

Complementary food-based interventions will
be needed for those who are unable to work. Di-
rect food distribution and feeding programs face
logistic difficulties but are often the best way to
attack severe malnutrition. Special operations to
supply staples to the poor in remote areas and
other high-risk regions in times of insecurity will
continue to be essential in many countries of Sub-
Saharan Africa, Latin America, East Asia, and
South Asia in the near future. Feeding programs
and transfer schemes administered through exist-
ing public health systems are also the best way of
helping the elderly poor, pregnant women, and
children in rural areas. These programs should be
integrated with other measures, including im-
provements in health, sanitation, and education.
The development of infrastructure to provide
widespread access to basic nutrition, health, and
sanitation services should be a top priority for any
country.










































Public expenditure restructuring and the poor

Macroeconomic and structural adjustment policies
can evidently have a significant impact on the
poor. In many countries reducing poverty has
been facilitated by good macroeconomic policy
choices. But many of the poor have suffered and
continue to suffer in the wake of the shocks of the
1980s. Even if policy promotes the expansion of
labor demand by reducing biases against labor-
intensive activities, economies take time to re-
spond, and some groups of laborers or small-scale
producers will lose during the transition. Also,
dealing with shocks and excessive public debt of-
ten involves cuts in public spending, which may
hurt the poor directly. Table 7.5 shows how reduc-
tions in aggregate spending affected spending on
social services in Sub-Saharan Africa and Latin
America in the early 1980s. Social spending fell in
both regions—but in Sub-Saharan Africa changes
in allocation in favor of the social sectors provided
a little protection, whereas in Latin America there
were actually shifts in composition away from so-
cial spending.

With overall public spending under pressure,
how far is it possible to protect the poor? There are
three main elements in that task.

* Cushioning consumption. The poor lack savings
and access to credit, and they are ill-equipped to
protect their consumption on their own.

* Maintaining physical and human capital. Adjust-
ment may mean a long-term setback for the poor if
it undermines the resources that enable them to
work as small-scale producers and laborers. Health
and education, irrigation works, and rural roads
are some of the investments that should not be
allowed to deteriorate.

Table 7.5 Fiscal contraction and social spending,
Sub-Saharan Africa and Latin America

Change

Region and indicator 1980 1985  (percent)
Real expenditure per capita (1978 = 100)
Sub-Saharan Africa

Total noninterest spending 96 64 -33

Social spending 85 63 —26
Latin America

Total noninterest spending 110 92 -16

Social spending 107 87 -18
Social spending as a percentage of total noninterest spending
Sub-Saharan Africa 23 26 13
Latin America 23 20 -16

Note: The figures include all countries in which total real noninterest
spending declined during the period.
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* Preparing the way for a recovery in investment.
Although a decrease in public investment is an ap-
propriate initial response to a shock, a subsequent
recovery is essential.

There are clearly tradeoffs here, and some of
them become sharper in a macroeconomic crisis.
Public spending to cushion declines in consump-
tion becomes all the more important, but so does
maintaining and expanding the capital stock. Ac-
curate targeting is especially valuable in the face of
these difficulties, but by definition, it entails cuts
that hurt the rich or middle classes, making it polit-
ically as well as administratively awkward. Never-
theless, countries such as Chile and Indonesia
have managed to alter their public spending priori-
ties as part of an overall fiscal adjustment.

This section focuses on short-run changes in
budgetary expenditures. But changes in govern-
ment receipts can also be important. In many
countries there is a case for reforming the structure
of revenues in a manner that both serves long-run
efficiency and is broadly progressive; well-
designed direct and indirect tax structures and
user charges for utilities, energy products, and so-
cial services have these characteristics. Where such
reforms can be introduced swiftly, increased reve-
nues can reduce the need for spending cuts. A
good example is reduced subsidies on petroleum
products in Indonesia. Often, however, reform of
the tax system takes longer.

Restructuring public expenditure during adjustment

Many countries have cut spending across the
board. The Philippines in the mid-1980s is an ex-
ample. The share of spending on the social sectors,
agriculture, and poverty-oriented programs re-
mained roughly constant at about 30 percent of
noninterest spending, but because of the overall
cutbacks real per capita spending in these areas in
1986 was about two-thirds of the 1981 level. Since
overall public spending in the Philippines benefits
the nonpoor disproportionately, they also suffered
substantial losses from the cuts. But it is the poor
who are most vulnerable, and the pattern of
spending did not change to protect them.
Indonesia also had to cut its public spending af-
ter oil prices declined in the early 1980s. Between
1982-83 and 1987-88 its real public spending fell by
17 percent. But despite an 80 percent increase in
interest payments, spending to maintain economic
and social infrastructure was protected, and trans-
fers to the provinces increased by 29 percent. The
reallocation was feasible because of a substantial












currently being implemented, although some of
them have already proved effective in dealing with
drought (for example, in Botswana and Cape
Verde in the 1980s). The use of employment
schemes to transfer income to the poor should be
paralleled by efforts to introduce efficient labor-
intensive techniques in infrastructure programs.
Ghana provides an example of this parallel ap-
proach: a food-for-work scheme run by a local
NGO has recently been substantially expanded
with the aim of providing employment for the ru-
ral poor. Although the organizers expect some
benefits in the form of improvements to rural infra-
structure, transfers are the main objective. In addi-
tion, the Ministry of Transport has adopted effi-
cient labor-intensive methods of building feeder
roads. The Ministry works through local contrac-
tors, who employ roughly four times as much la-
bor as with other common methods and use 40
percent less foreign exchange than is usual.

COMPENSATING THE LOsERs. The most visible
losers in adjustment are often formal sector urban
workers who lose their jobs. Governments often
target benefits to laid-off workers—for example,
through severance or other redeployment pay-
ments, special credits, and retraining schemes.
Such measures are frequently prominent in social
action programs. The newly unemployed often
suffer losses, but they are generally not the poorest
members of society. Civil servants, for example,
are usually well equipped to withstand a spell of
unemployment, and in many countries with over-
extended civil services, public sector workers have
other sources of income. One study of Nigeria
found that many laid-off civil servants had main-
tained their land rights and were able to return to
farming (although this was less true of the young).

Reducing public employment is often an essen-
tial part of adjustment, especially in Sub-Saharan
Africa. But it is politically difficult, and some form
of compensation may be necessary. Payment of
compensation, however, implies that fewer re-
sources will be available to soften the consumption
declines of the poor, protect the capital stock, and
support a recovery in investment. By contrast, in
Eastern Europe those who lose their jobs are also
likely to be among the poor. There, notably in Po-
land, state employees made up an increasing share
of the poor in urban areas in the 1980s. Job losses
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in the public sector are likely to be heavy, and they
will lead to deepening poverty. Unemployment
compensation, which may be politically necessary
in the 1990s in any case, will also make sense as a
means of reducing poverty.

If compensation is necessary, direct payments
are better than special credit and retraining
schemes. Special credit programs have been tried
in Ghana, Guinea, Mauritania, and Senegal. In
general, such programs have had a sorry record
and have brought few benefits to the poor (see
Chapter 4). Measures to promote investment by
small-scale enterprises are an important part of
any growth strategy, but they should not be mixed
up with compensation schemes. As for training,
the emphasis should be on developing a training
system that increases the flexibility of skilled labor
rather than on special initiatives to equip displaced
workers for specific new jobs.

Lessons for adjustment in the 1990s

Even if the 1990s prove less turbulent than the
1980s, many countries will confront the need to
adjust. Some will face new adverse shocks, and
many will be continuing the process of adjustment
that started in the 1980s. The experience of the
1980s suggests that efforts to restructure econo-
mies in the wake of a macroeconomic crisis are, by
and large, consistent with a medium-term shift to-
ward a pattern of growth and human capital for-
mation that effectively reduces poverty. In the
short run, however, some of the poor may lose
out. A combination of effective action on the policy
fundamentals (notably changes in relative prices to
favor agriculture) and efforts to moderate declines
in consumption (through a pause in investment,
for instance) can help many of the poor in most
cases. But shifts in the pattern of public spending
toward goods and services consumed by poor peo-
ple and transfers targeted to them will often be
necessary as well. Increased capital inflows can
also help to soften the impact of adjustment on the
poor, and they could be particularly important in
Latin America, Eastern Europe, and Sub-Saharan
Africa. But without sound economic policies, in-
creased capital flows can provide only temporary
relief. They are no substitute for domestic action to
protect the poor.


















Debt and poverty

Limited export earnings are likely to be an impor-
tant constraint on the development prospects of
many countries. Debt burdens are another prob-
lem. There are twenty-six severely indebted low-
income countries, of which twenty-four are in Sub-
Saharan Africa, and nineteen severely indebted
middle-income countries. Chapter 1 discussed the
debt problems of the second group of countries
and the international initiatives for dealing with
them. This chapter focuses on the debt burdens of
low-income countries.

In absolute terms the debt of the severely in-
debted low-income countries—$103 billion in
1988—is not high compared with the $516 billion
owed by the middle-income group. But some indi-
cators of debt burden are actually much higher for
the first group. The ratio of debt to GNP for the
low-income countries, for example, was 111 per-
cent in 1988; for the middle-income countries it
was 54 percent.

A number of international initiatives for dealing
with the debt burdens of low-income countries
have been undertaken. Since 1978 many bilateral
donors have converted part of the official debt
owed by these countries into grants. It is estimated
that $3 billion of official debt has been canceled in
this way; about $2 billion represented claims on
low-income Sub-Saharan African countries. Al-
though this is an important achievement, the can-
celed debt amounts to only about 3 percent of the
total outstanding debt of the low-income African
countries at the end of 1988. Moreover, many of
these countries will not benefit greatly from fur-
ther conversions of loans to grants, since most of
their concessional loans have already been for-
given.

The agreement reached at the Toronto economic
summit in June 1988 provides debt relief on official
bilateral nonconcessional debt under the auspices
of the Paris Club for severely indebted low-income
countries that are undertaking adjustment pro-
grams. As of March 1, 1990, the ““menu’’ of op-
tions agreed on at Toronto (partial write-offs,
longer repayment periods, and more concessional
interest rates) had been applied to sixteen Sub-
Saharan African countries. The Toronto accords
were a breakthrough in dealing with the debt of
low-income countries because they officially sanc-
tioned the principle of debt relief. It was acknowl-
edged that these countries could not simply *’grow
out of debt.”
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As with the conversions of concessional loans to
grants, however, the amount of actual debt relief
delivered by the Toronto accords is limited so far.
The cash flow savings for twelve Sub-Saharan Af-
rican countries participating in the Special Pro-
gram of Assistance in 1989 were about $50 million
(in relation to rescheduling under standard terms),
or 2 percent of their debt service.

Projections indicate that Toronto-terms resched-
ulings are likely to have only a small effect on the
future stock of debt. If there is no change in the
debt-relief options offered by creditors and if To-
ronto terms are applied repeatedly (that is, if re-
scheduled debts coming due are again rescheduled
on the same terms), the total reduction of debt to
all bilateral creditors by the end of 2000 would be
about $2.0 billion, or only 11 percent of long-term
nonconcessional debt in 1988.

In 1988 interest payments on the external debt of
the low-income countries of Sub-Saharan Africa
(including Nigeria) totaled about $2.9 billion. This
represented about 27 percent of net disbursements
of all official development assistance (ODA) to
these countries in that year. The ratio of interest
payments to pure grants was more substantial—it
was 47 percent in Kenya, 52 percent in Ghana, 50
percent in Madagascar, 73 percent in Togo, and 57
percent in Zaire. Such high levels of interest pay-
ments severely limit the contributions that aid can
make to increasing consumption and investment
and reducing poverty.

A number of other low-income countries have
had increasing recourse to nonconcessional bor-
rowing as a result of stagnation in aid flows. For
example, over the past decade India’s ratio of debt
service to exports has increased from less than 10
percent to about 30 percent. In 1988 its interest
payments on external debt actually exceeded net
disbursements of ODA (interest payments were
$3.1 billion and net disbursements were $2.1 bil-
lion). Pakistan’s debt service is about 25 percent of
exports. In 1988 interest payments on external debt
were about 45 percent of the net disbursements of
ODA that it received. If India, Pakistan, and a
number of other non-African low-income coun-
tries are to avoid the fate of the severely indebted
low-income countries, they will clearly need to
boost exports substantially. But they will also re-
quire continued substantial inflows of external as-
sistance on concessional terms.

Many low-income countries—especially but not
exclusively in Sub-Saharan Africa—find them-
selves with daunting debt and debt service bur-



dens at a time when they need to invest more (in
order to improve their long-term prospects) and,
simultaneously, to increase the consumption of
large numbers of people in poverty. Further efforts
by the international community will be needed to
reduce their debts and to increase concessional as-
sistance to them. These efforts should be condi-
tional on appropriate policy reform in the coun-
tries concerned. Aid and debt relief will be of no
avail if appropriate policies are not in place.

Aid and poverty

Official development assistance in 1988 was $51
billion—half the net receipts of external capital by
developing countries. For the low-income coun-
tries, where most of the world’s poor live, aid rep-
resents close to 70 percent of net external finance.
In many of these countries aid is a much more
important source of foreign exchange than are ex-
ports (Table 8.2). Given the scale of this effort, it is
important to assess the effectiveness of external
assistance and to learn from past successes and
failures. Aid donors have increasingly recognized
this and have been modifying their policies—
through improved coordination, for example—to
take account of the lessons of experience.
Although many countries have benefited signifi-
cantly from aid, some of the poorest countries
have become trapped in "’aid dependency.”” They

Table 8.2 The relative importance of aid
in selected developing countries, 1987

Total aid Aid receipts
receipts as from DAC countries
a percentage as a percentage of
Country of GNP exports to OECD markets
Guinea-Bissau 89.3 956.0
Gambia, The 55.6 89.1
Mozambique 51.7 509.2
Chad 28.3 332.2
Malawi 23.6 61.0
Zambia 22.5 53.0
Tanzania 17.0 270.4
Lesotho 15.6 1,041.7
Bangladesh 9.4 105.9
Benin 7.9 108.5
Sierra Leone 7.6 26.4
Kenya 7.5 60.3
Myanmar 3.6 261.6
Pakistan 2.7 18.2
Indonesia 1.9 7.7
India 0.7 11.8
China 0.5 3.9

Source: Organisation for Economic Co-operation and Development
1990.

need aid just to maintain their present low quality
of life, when it should go toward improving their
long-term prospects. Viewed from the perspective
of this Report, another fact about aid is particularly
worrying: in many countries aid has done much
less than might have been hoped to reduce pov-
erty. In its comprehensive review Twenty-Five Years
of Development Cooperation, which covers the period
1960-85, the OECD’s Development Assistance
Committee (DAC) concluded that “’the most trou-
bling shortcoming of development aid has been its
limited measurable contribution to the reduction—
as distinguished from the relief—of extreme pov-
erty, especially in the rural areas of both middle-
income and poor countries.”’

This part of the Report asks why aid has appar-
ently been less effective than it might have been in
reducing poverty and examines how future pro-
grams can be strengthened and improved. It notes
that much aid—especially bilateral aid—has simply
not been concerned with economic development
or poverty reduction and that although aid specifi-
cally devoted to these objectives has had many
clear successes, there have also been some prob-
lems.

The motives for supplying aid

Aid is provided by three broad groups of donors:
bilateral donors, multilateral agencies, and non-
governmental organizations. Their respective
shares in the total aid receipts of developing coun-
tries are shown in Figure 8.2. Box 8.4 discusses
some characteristics of the aid they provide.

Bilateral donors, in particular, provide aid for
many reasons—political, strategic, commercial,
and humanitarian. Reducing poverty is only one
motive, and it is usually far from the most impor-
tant. This has several results.

* Not all aid goes to low-income countries. In
1988 about 41 percent of it was directed to middle-
and high-income countries.

* There are great disparities in the per capita
allocation of aid, and the most generous per capita
allocations do not necessarily go to the poorest
countries (see Table 8.3). Despite their poverty,
China and India have received almost the least aid
per capita.

®* Many “aid”’ programs in donor countries
cover an assortment of activities (including com-
mercial and strategic initiatives) which often have,
at best, a tenuous connection with development.
Only about 8 percent of the U.S. aid program in
1986, for example, could be identified as *’develop-
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agriculture, education, and family planning, for
example—the country’s efforts to develop and
thus to reduce poverty would have made slower
progress.

The story is different in other countries—
Tanzania, for example. Tanzania’s GDP, which had
grown by more than 6 percent a year in the imme-
diate postindependence years (1961-67), increased
4.3 percent a year during 1967-73, 2.5 percent dur-
ing 1973-79, and less than 1.4 percent during 1979-
85. All the while, aid poured in. Between 1970 and
1988 the country received about $8.6 billion in con-
cessional assistance.

Tanzania’s espousal of African socialism, with its
stress on equity and the fight against poverty, ap-
pealed greatly to bilateral and multilateral donors.
The country’s development strategy was based on
cooperative "'villagization”” in agriculture, the pro-
vision of health, education, and water to the rural
poor, and a headlong drive toward industrializa-
tion. But the economywide policies pursued were
frequently ineffective; they actually discouraged
agriculture and supported large, inefficient state
enterprises. The public sector took on a greater
role in every aspect of the economy, contributing
to severe policy distortions and misallocation of
resources. This combination of policies meant that
Tanzania’s aid-financed initiatives largely failed.
Per capita real private consumption has fallen by
43 percent since 1973, and poverty has increased.
Whereas Korea and other aid recipients greatly re-
duced their reliance on aid, Tanzania came to de-
pend on it increasingly. In recent years, however,
Tanzania has undertaken significant institutional
and policy reforms, and the World Bank and other
donors have provided support for these efforts.

Other aid recipients have also traveled the road
toward aid dependency. Sudan received about
$9.6 billion in foreign aid during 1970-88, making it
the ninth largest aid recipient in absolute terms;
Zaire received $5.8 billion over the same period.
Neither has made much headway on growth or
poverty. Mozambique, Niger, Togo, and Zambia
are similar cases. Outside Africa, Haiti has also
received substantial aid and yet has failed to re-
duce poverty.

One lesson stands out from this picture: success
and failure in aid programs spring from the actions
of both donors and recipients. When countries
have adopted domestic policies that use aid effec-
tively, and when donors have backed good advice
with assistance aimed at overcoming development
bottlenecks, the result has been a virtuous circle of
growth and diminishing dependence on aid. But
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aid recipients have often followed policies that
were harmful to both growth and poverty reduc-
tion, and donors have not always monitored pro-
grams carefully or linked assistance to policy re-
form.

Projects and poverty

A large part of the aid that flows to poor develop-
ing countries finances specific projects. Again, the
effect of aid on the poor is difficult to judge. One
reason is that sometimes external assistance for
specific antipoverty projects indirectly finances
other undertakings that may not help the poor and
may even hurt them. Nevertheless, observers
have generally concluded that projects in at least
the following areas have reduced poverty: agricul-
tural research (particularly on crops grown pre-
dominantly by the poor) and extension; the intro-
duction of high-yielding varieties of foodgrains in
Asia and especially India (the "“Green Revolu-
tion’’); irrigation that benefits many small farmers,
especially in Asia; basic infrastructure in rural ar-
eas, especially farm-to-market roads in many low-
income Sub-Saharan African countries; primary
education, basic health care, and nutrition; and re-
lief from natural and man-made disasters.

The World Bank’s experience with rural develop-
ment and urban poverty projects is discussed in
Boxes 8.5 and 8.6. Such projects have registered
many successes, as have many efforts of other do-
nors. A review of experience reveals, however,
that some aid projects intended to reduce poverty
have gone wrong, although it is impossible to give
a precise number. Among the reasons why some
aid projects have been ineffective are the follow-
ing.

LACK OF COMMITMENT. Some poverty-oriented
projects are undertaken mainly to satisfy donors
and, often, because the government wants funds
for something else. Without a commitment to help
the poor, agricultural credit projects intended to
benefit small farmers end up making cheap loans
available to large farmers, public works projects
benefit contracting firms rather than the poor, and
the provision of water supply and other basic ur-
ban services is diverted to wealthier neighbor-
hoods. Enormous sums have been spent for pur-
poses that have nothing whatever to do with
reducing poverty—military expenditures, for ex-
ample, and lavish “’cathedrals in the desert.” In
1986 the developing countries spent $159 billion on
their armed forces—about five times what they re-









were often undermined by sectoral and macroeco-
nomic policies such as pricing policies in the agri-
cultural sector and land use policies in urban areas.
Moreover, even when projects to reduce poverty
were successful on their own terms, many of them
were essentially "“enclaves’” with little influence on
national efforts to reduce poverty.

FappisM. Frequent shifts in donor concerns and
policies have often overshadowed the need for sta-
ble long-term strategies. A study of six Sub-
Saharan African countries concluded that changes
of direction were one of the main reasons that aid
had not accomplished more. The study found that
aid in the 1970s was characterized by "'a single-
minded emphasis on food security and poverty al-
leviation that undermined export-crop production
and neglected the technological factors affecting
improvement in food-crop productivity,”” whereas
in the 1980s there was "“a sharp and simplistic
swing of donor attention toward efficiency and
away from equity concerns.”” These aid-induced
"’zigzags'' were apparent not only in agriculture
but also in education and other sectors. They made
projects more complicated, when success in attack-
ing poverty called for sustained attention to a few
simpler matters. For instance, the contributions
that basic infrastructure can make to reducing pov-
erty in rural areas have often been neglected in the
pursuit of a grander vision of 'rural develop-
ment.”” Faddism also leads to competition among
donors for "’good’’ projects. The result has often
been that too many donors are doing the same
thing in the same country or—even worse—are do-
ing the same thing differently. This wastes effort
and means that the total impact of development
aid is less than the sum of its parts.

NEGLECT OF INSTITUTIONAL DEVELOPMENT. Re-
ducing poverty through aid calls for more than
money; building capacity is crucial. Donors have
unduly neglected the institutional and managerial
aspects of poverty-oriented projects and pro-
grams. The reason is not want of funds; technical
assistance accounts for more than a quarter of total
aid. Rather, much of this assistance fails to reflect
borrowers’ priorities. The main form of technical
assistance has been the supply of expatriate talent.
The United Nations Development Programme
(UNDP) estimates that donors support between
75,000 and 100,000 foreign experts a year in devel-
oping countries. Donors often prefer to gather
these experts in project units outside the normal
bureaucratic structure. The result is that aid con-

tributes less than it should to institution building
in the recipient countries. In recent years attempts
have been made to improve this aspect of aid, but
much remains to be done.

INADEQUATE PARTICIPATION. Donors and recipi-
ents have given too little attention to sociocultural
and political factors and have not been sufficiently
aware of the important role that the poor them-
selves can play in initiatives designed to assist
them. Evidence supports the view that involving
the poor in the design, implementation, and evalu-
ation of projects in a range of sectors would make
aid more effective. Involvement of women has
contributed to the attainment of objectives in many
agricultural development projects in Sub-Saharan
Africa; participation of local community organiza-
tions has improved performance in many urban
poverty projects; organizations of beneficiaries in
aid-supported irrigation schemes have made im-
portant contributions to the maintenance and op-
eration of project works; and involvement of orga-
nized groups of low-income borrowers has
facilitated repayment of loans in small-scale credit
programs.

Toward a greater role for aid in poverty reduction

This review of successes and failures provides im-
portant lessons for future assistance. Although aid
will continue to serve many diverse development
objectives, an assessment of countries’ policies
and their likely effects on poverty should play a
more important role in allocating aid resources. An
aid strategy revised to make external assistance a
more effective weapon against poverty should
have as its centerpiece appropriately designed
support for countries that are pursuing policies in-
tended to reduce poverty. This means looking at
the effects on the poor of the whole range of gov-
ernment policies—policies designed to expand the
income-earning opportunities of the poor (Chapter
4), extend social services (Chapter 5), effect income
transfers and provide safety nets (Chapter 6), and
implement structural reforms while incorporating
a concern for the effects of these measures on the
poor (Chapter 7).

Aid allocation
Such a revised aid strategy has implications for the
allocation of aid from both bilateral and multilat-

eral sources. IDA, the World Bank’s concessional
lending affiliate, already extends about 95 percent
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of its credits to low-income countries. Poverty—its
extent and the efforts that individual countries are
making to reduce it—is one of the principal criteria
in allocating these resources. In recent years coun-
tries that are judged to be doing too little to reduce
poverty have received a smaller proportion of re-
sources from IDA. The approach recommended
here would reinforce this trend.

Past practice in the World Bank has tended to
focus on measuring the effect on poverty of partic-
ular projects (by attempting to assess, for example,
what proportion of project benefits accrues to the
poor). The approach recommended here is econo-
mywide. The central question is the impact on the
poor of government policies as a whole. The most
recent negotiations for the ninth replenishment of
IDA stressed the importance of poverty criteria in
allocating the organization’s resources, and broad
assessments of the effects on poverty of general
country policies increasingly receive special atten-
tion in the economic and sector work undertaken
by Bank economists. These efforts should be
broadened and intensified so that external assis-
tance from the Bank and other donors can more
effectively support the kinds of policies advocated
in this Report.

In assessing the overall impact on poverty of
country policies and in monitoring their imple-
mentation, it is necessary to avoid an excessively
mechanistic approach. Decisions will have to be
made on the basis of informed judgments concern-
ing the extent to which governments’ policies are
appropriate for reducing poverty. Other govern-
ment and donor objectives must also be taken into
account. Both the assessment and the monitoring
of the influence of government policies on the poor
would be greatly facilitated, however, by more sys-
tematic compilation of social and income indicators
that could measure progress in implementing the
two-part approach outlined in this Report. For ex-
ample, data on per capita expenditures on primary
education and nutrition programs could help to
measure progress in providing social services to
the poor. On the income side, it should be feasible
to collect on a systematic and regular basis data on
producer prices for small farmers, wages of daily
agricultural laborers, urban unskilled wages, and
relevant cost of living indices. These would com-
plement direct assessments of the status of the
poor, such as those obtained from household ex-
penditure surveys. The World Bank has collected
survey data in many countries through its Living
Standards Measurement Studies, and additional
surveys are in preparation.
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Country assistance strategies

A revised aid strategy also has implications for the
design of country assistance strategies and the use
of a variety of aid instruments. These would vary
according to country circumstances; to a large ex-
tent they would depend on the domestic policies
being pursued by recipient countries.

In countries in which policies are already consis-
tent with the reduction of poverty, assistance to
the public sector can be delivered in three ways:
balance of payments support linked to the restruc-
turing of public expenditure, "’time-slices”” of pub-
lic expenditure programs, and investment
projects. The appropriate mix would depend on
the most pressing needs of individual countries.
Aid for balance of payments support is especially
important in debt-distressed low-income coun-
tries. It is already a key feature of the Special Pro-
gram of Assistance for debt-distressed countries in
Sub-Saharan Africa that are undertaking adjust-
ment programs. Support for time-slices of public
expenditure programs is also under way in a num-
ber of cases—for example, in the Bank’s support
for the education sector in Morocco. If the pro-
posed aid strategy is to be effective, disbursements
for both kinds of support would have to be based
on agreed changes in the structure of public
spending.

A particular use of general budgetary assistance
is contingency funding to support safety nets. Ex-
ternal shocks and natural disasters often coincide
with (or cause) fiscal difficulties. At precisely the
time that the need for transfers to the poor is great-
est, governments may be least well positioned to
supplement or even maintain existing programs.
There is a good case for increased external assis-
tance at such times. Emergency food aid already
serves this purpose during droughts and famines
(Box 8.7). When governments have in place effec-
tive safety nets, such as public works schemes, this
basic idea could be extended to cover other shocks.
Thus, aid programs could include agreements to
the effect that external assistance would be in-
creased in the event of adverse macroeconomic
shocks to provide temporary relief while efforts to
restructure the economy are put in place.

Free-standing investments should also continue
to play a central role. Such investments will be
vital for building and maintaining basic infrastruc-
ture and for undertaking projects in the social sec-
tors. As discussed in Chapter 4, however, the
scope for specific investments will vary between,
at one end of the range, areas with high productive






Much of the work of agencies such as UNICEF and
OXFAM—in Ethiopia, Kampuchea, Sudan, and
elsewhere—is precisely of this kind. The World
Bank is also undertaking such work, in Zaire, for
example. The goal must be to protect the welfare of
the poor as far as possible while efforts to reform
country policies continue. But large volumes of aid
should not go to such countries until policies more
consistent with the reduction of poverty are put in
place.

Many countries present intermediate cases, and
the choices for deploying aid are not so well de-
fined. Again, informed judgments will have to be
made on what sorts of initiatives can be effectively
supported by development assistance in such
countries. If, for example, a country is not provid-
ing adequate social services but is doing reason-
ably well at increasing the incomes of the poor, aid
should be directed at improving social services. If
policies are not conducive to the productive use of
poor people’s labor but the provision of social ser-
vices to the poor is satisfactory, aid can help to
maintain the stock of physical capital while efforts
to encourage growth-promoting policies continue.
So, some assistance to intermediate cases would
be justified. But the disbursement of substantial
volumes of aid should generally be confined to
countries that are pursuing appropriate policies
designed to generate income-earning opportuni-
ties and are providing social services efficiently to
the poor.

Implications for the volume of aid

This strategy implies that an undifferentiated case
for more aid cannot be made—whether aid should
be increased depends on how many countries are
seriously pursuing the reduction of poverty. Nor
can it be argued unequivocally that aid should be
reallocated from less poor to poorer countries, al-
though the case for disbursing large volumes of aid
to middle-income countries is weak. Such a reallo-
cation would again depend on country policies.

There are two important reasons, however, for
believing that a more substantial volume of aid will
be required in the short- to medium-term. First,
the outlook for exports and debt relief is not good
for many low-income countries. Second, and more
encouragingly, more countries are adopting poli-
cies consistent with the priorities urged in this Re-
port. These include the countries eligible for the
Special Program of Assistance to Sub-Saharan Af-
rica, and there is guarded optimism that other
countries may join their ranks.
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At $51 billion, the total volume of aid in 1988
might seem large in absolute terms. But it is small
when viewed in a wider perspective—especially
when it is recalled that a substantial part of this
amount, mainly that from bilateral sources, is not
oriented toward development. Total aid from DAC
members amounts to only 0.36 percent of their
combined GNP. Moreover, the development assis-
tance provided by industrial country donors in re-
cent years has been only about 5 percent of their
military expenditures. These donors spent $31.6
billion for aid and $666 billion for military purposes
in 1986. In recent years aid has represented only
about 1.4 percent of central government expendi-
tures for DAC members (and only about 0.8 per-
cent for the United States). A substantial increase
in the resources for fighting poverty in the poorest
countries appears entirely affordable. It is a matter
of political commitment and the reassessment of
donors’ priorities.

DAC projects an increase of only 2 percent a year
in real terms in its members’ aid over the medium
term. This would yield aid of $64 billion in 2000,
but it means that the growth of official develop-
ment assistance would be slower than the growth
of members’ GNP, which is estimated at about 3
percent in this Report. The ratio of aid to GNP
would decline even further.

This chapter has stressed that in the longer term
the progress of developing countries—including
their progress in reducing poverty—will demand
substantially more reliance on the countries” own
domestic resources and on their income from for-
eign trade and considerably less dependence on
external official support through aid. But economic
self-reliance is still far off for many poor countries.
Real growth in aid of only 2 percent a year is an
unacceptably weak response to the challenge of
global poverty. The international community
needs to do better—much better. At a minimum, it
should ensure that aid does not fall as a proportion
of donors” GNP. A 3 percent annual increase in aid
between now and 2000 would produce a total
amount of $73 billion in 2000. Preferably, donors
should aim much higher. Aid could reach $108 bil-
lion in 2000 if donors with aid-to-GNP ratios of less
than 0.5 increased their aid to that proportion and
those with ratios of more than 0.5 maintained their
current performance. Attainment by all donors of
the widely accepted international target of ODA as
0.7 percent of GNP (with those donors having al-
ready attained the target remaining at their current
aid ratios) would increase aid to $144 billion. More-
over, if increases in aid volume were accompanied



by significant reallocations toward countries that
have policies geared toward the reduction of pov-
erty, the effects on the external resources available
to those countries could be even more dramatic.
The goal must be to make aid a more effective
weapon in the war against global poverty. This
entails challenges for donors and recipients alike.

Donors must be prepared to supply substantial
volumes of aid to countries that are serious about
reducing poverty. Recipients must increasingly
demonstrate that seriousness. Together they can
learn from past successes and failures and make
aid a more effective instrument for reducing pov-
erty in the future.
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Table 9.1 Social indicators, by developing region,
1985 and 2000

Net primary
enrollment Under 5
ratio mortality
Region 1985 2000 1985 2000
Sub-Saharan Africa 56 86 185 136
East Asia 96 100 54 31
China 93 95 44 25
South Asia 74 88 150 98
India 81 96 148 94
Eastern Europe 90 92 25 16
Middle East and
North Africa 75 94 119 71
Latin America
and the Caribbean 92 100 75 52
Total 84 91 102 67

Note: For under 5 mortality, regional figures are weighted averages,
1985 refers to 1985~90, and 2000 refers to 2000-05.

Source: For 1985, United Nations data and Table 5.1; for projections,
World Bank estimates.

will be required. A repetition of the experience of
the 1980s would imply much higher mortality
among children and lower enrollment rates.

Expanded provision of social services for the
poor needs to go hand in hand with a greater em-
phasis on growth that makes productive use of
labor. Table 9.2 shows what the two together might
achieve. Between 1985 and 2000 the incidence of
poverty in the developing world would fall from 33
percent to 18 percent and the number of poor from
1.1 billion to 825 million. This would be remarkable
progress by many standards—but one-seventh of
humanity would still be living lives of acute depri-
vation. Moreover, some regions will progress
much faster than others. In Sub-Saharan Africa,
the number in poverty will rise by 85 million, to
265 million by the end of the century. The distribu-
tion of global poverty will shift dramatically. Asia’s
share of the world’s poor will decline to 53 percent
from 72 percent in 1985; Sub-Saharan Africa’s will
double, from 16 to 32 percent.

If the global economy performs less favorably
than forecast, the level of world poverty will be
considerably higher. A slowdown in industrial
country growth, persistently high real interest
rates, rising protectionism, or setbacks in the cur-
rent debt reduction initiatives could all seriously
undermine progress. In that case, by 2000 the
number of poor would still be hovering around 1
billion. In most regions the expected improvement
in social indicators should prove less vulnerable to
external events, but, as in the 1980s, Sub-Saharan
Africa may be an exception. If the deterioration in
services that occurred in the 1980s were to con-

tinue, the projections of Table 9.1 would not be
realized.

Regional differences in poverty

Regional variations reflect differences in the provi-
sion of social services, in the rate and pattern of
economic growth, and in population growth. They
also reflect differences in the structure of poverty
and in administrative capacity for dealing with its
problems.

East Asia

East Asia has long followed the broad approach to
reducing poverty advocated in this Report. By 1985
the number of poor in the region had declined to
280 million, most of whom were in China, and by
the end of the decade it is projected to fall to about
70 million. Growth of GDP in the region should
remain strong, at almost 7 percent a year. The
countries are expected to continue to provide infra-
structure and appropriate incentives for efficient,
labor-intensive manufacturing, to maintain do-
mestic terms of trade that encourage agricultural
growth, and to allocate a substantial share of gov-
ernment spending to investment in human capital.
(The Philippines may be an exception; as in the
past, macroeconomic imbalances and an unfavor-
able distribution of land may lead to slow growth
and prolonged underemployment.)

Several factors, however, sound a cautionary
note. First, since China accounts for three-quarters
of the region’s population, any setback there will

Table 9.2 Poverty in 2000, by developing region

Number of poor
Incidence of poverty (millions)
Region 1985 2000 1985 2000
Sub-Saharan Africa 46.8 43.1 180 265
East Asia 20.4 4.0 280 70
China 20.0 2.9 210 35
South Asia 50.9 26.0 525 365
India 55.0 25.4 420 255
Eastern Europe 7.8 7.9 5 5
Middle East,
North Africa,
and other Europe 31.0 22,6 60 60
Latin America and
the Caribbean 19.1 11.4 75 60
Total 327 18.0 1,125 825

Note: The incidence of poverty is the share of the population below
the poverty line, which is set at $370 annual income (the higher line
used in this Report). )

Source: For 1985, Table 2.1; for 2000, World Bank estimates.
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have a significant effect on regional poverty. The
projected 6.8 percent growth rate of GDP in the
1990s assumes that internal reforms will continue.
The projected drop in the number of poor also de-
pends on maintaining the favorable distribution of
income that has marked China’s development. An
erosion of the agricultural terms of trade or a fail-
ure of lagging regions to join in growth could com-
promise China’s overall progress, especially in ru-
ral areas. At the same time, greater reliance on
market forces and decentralization could further
undermine the community-level system of health
care and social security. The challenge that China
faces is to encourage gains in efficiency through
market reform while maintaining or replacing so-
cial safety nets threatened by reform. If external
conditions are unfavorable and internal reforms
are not implemented, annual growth is unlikely to
exceed 5 percent in the 1990s. This would leave
China with 90 million poor by 2000. A fall in the
real incomes of the rural poor (caused, for in-
stance, by a shift in relative prices) could easily
boost this number to more than 100 million.

A second reason to temper optimism about the
region’s poor is that the pattern of poverty is
changing. Rising incomes and strong employment
growth in the middle-income countries of East
Asia have meant that the poor are increasingly
confined to those groups that are unable to benefit
from employment opportunities and rising real
wages—notably, the elderly and the infirm. Demo-
graphic and social forces are also increasing the
need for state provision of health care and safety
nets for these groups. Economies such as Korea
and Malaysia have the resources and administra-
tive capacity to put social assistance schemes in
place, but a higher share of domestic transfers will
be needed for this purpose in the future.

Finally, Southeast Asia, in particular, is vulnera-
ble to protectionism in its export markets. In these
countries exports are an exceptionally large share
of GNP. In several product areas their potential for
further growth has run up against industrial coun-
try barriers to imports of, for example, garments,
shoes, and electronic goods. For East Asia more
than any other region, growth prospects and do-
mestic employment opportunities will be im-
proved by further trade liberalization under the
GATT.

Sub-Saharan Africa

Sub-Saharan Africa lies at the other extreme. It has
the furthest to go in adopting the strategy pro-
posed here, it has faced more severe external prob-
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lems than most other regions, and its social and
physical infrastructures are seriously debilitated.
In addition, the region’s population is projected to
continue growing at more than 3 percent a year for
the next decade. Such rapid growth exacerbates
the difficulty of eliminating poverty by undermin-
ing efforts to increase labor income and increasing
the cost of expanding social services.

The sharp rise in poverty projected for Sub-
Saharan Africa distinguishes it starkly from other
regions. The 3.7 percent annual growth in GDP
that underlies the projections is somewhat higher
than the average growth achieved over the pre-
vious twenty years, but that will be barely ade-
quate to hold living standards steady over the next
ten years. In that time span the population will
grow by another 165 million, and an additional 70
million people will be living in poverty.

The plight of Sub-Saharan Africa requires a com-
mitment to fundamental changes in domestic poli-
cies and development priorities. During the sec-
ond half of the 1980s many countries introduced
major reform programs. These need to be contin-
ued and strengthened. In particular, there must be
a continued commitment in three critical areas: re-
ducing regional fertility rates, expanding social in-
vestment (especially in education and health care),
and rehabilitating the physical infrastructure
needed to encourage the expansion of agriculture,
commerce, and industry. Many of the policies for
achieving this objective were described in a recent
World Bank report, Sub-Saharan Africa: From Crisis
to Sustainable Growth. The analysis of future pov-
erty presented here strengthens that report’s con-
clusions.

To see the scale of the task confronting Sub-
Saharan Africa, consider what it would take to pre-
vent the number of poor from increasing. Even
with a supportive policy environment that in-
cludes greater provision of social services and
some improvement in income distribution, a
growth rate of about 5.5 percent a year—nearly 2
percent higher than the projected rate—would be
needed to raise per capita consumption by enough
to meet this target. To achieve this, the region
would need much more, and better designed, for-
eign assistance. Such assistance will be effective
(and warranted) only if domestic policy is consis-
tent with the reduction of poverty and the devel-
opment of indigenous capacity.

South Asia

In South Asia there is considerable potential for
progress toward reducing poverty, particularly in



India. But there is also a threat of stagnation, espe-
cially elsewhere in the subcontinent. Close to half
the world’s poor live in the region, and what hap-
pens to them will go far toward determining the
success or failure of efforts to reduce world pov-
erty. Per capita GDP is still low, but it grew at a
steady 3 percent during the 1980s and is likely to
continue at this rate through the 1990s. If this
strong performance can be maintained, the num-
ber of poor is projected to fall from 525 million to
365 million.

Poverty in India is projected to fall dramatically.
The key to the gains in India will be sustained
growth and further internal policy reforms. Fiscal
reforms are needed to curb growing government
deficits, contain foreign and domestic debt, and
ensure adequate savings to support domestic in-
vestment. Servicing domestic and foreign debt ac-
counts for a growing share of government spend-
ing and may threaten the government’s ability to
meet its investment targets. If investment remains
squeezed by low domestic saving rates and exter-
nal borrowing, India’s growth is unlikely to exceed
2 percent per capita a year over the decade. Such
slippage would imply a poverty count of 370 mil-
lion people by 2000, eroding much of the potential
gain.

Additional domestic measures will be needed in
the fight against poverty. Further trade liberaliza-
tion would encourage exports and allow efficient,
labor-intensive import substitution. Agriculture
needs access to new technology, and rural infra-
structure must be expanded and maintained, par-
ticularly in lagging subregions. Exports are pro-
jected to become a more important source of
growth as public spending is trimmed back.
Economywide policies must be supplemented
with better-targeted interventions. Public works
schemes, for example, have proved successful and
could be extended and developed.

The prospects for other countries are bleaker,
and strong measures are needed to prevent pov-
erty from deepening significantly over the decade.
At the projected growth rates, the number of poor
in Bangladesh and Pakistan would increase. Al-
though Bangladesh is endowed with fertile land
and natural resources, in other respects it resem-
bles Sub-Saharan Africa. Lack of administrative ca-
pacity, weak infrastructure, rapid population
growth, and highly distorted domestic policies
hamper the reduction of poverty. For external as-
sistance to have a significant impact, fundamental
efforts are needed to improve aid administration
and to direct resources toward improving preven-
tive health care, nutrition, sanitation, and basic ed-

ucation. By contrast, Pakistan has a sizable manu-
facturing sector, ample administrative skills, and a
per capita income twice that of Bangladesh. De-
spite these advantages, it has made little progress
toward improving the social indicators of poverty.
Reducing poverty requires a much higher level of
investment in social services for the poor.

Aid has generally been used more efficiently in
Asia than in Sub-Saharan Africa, but despite the
vast numbers of poor, the flow of aid to the region
is much smaller in relation to total population or
GDP. One important conclusion of this Report is
that aid allocations should be based on a demon-
strated commitment to the goal of reducing pov-
erty. More aid should be forthcoming where seri-
ous efforts are being made to reduce poverty,
whether in Africa or in Asia, and the increase
should not come at the expense of the other re-
gion. Additional aid from industrial countries will
be needed.

Latin America and the Caribbean

Nowhere in the developing world are the contrasts
between poverty and national wealth more strik-
ing than in Latin America and the Caribbean. De-
spite average per capita incomes that are five to six
times those in South Asia and Sub-Saharan Africa,
nearly one-fifth of the population stiil lives in pov-
erty. This is because of the region’s exceptionally
high degree of income inequality. Raising all the
poor in the continent to just above the poverty line
would cost only 0.7 percent of regional GDP—the
approximate equivalent of a 2 percent income tax
on the wealthiest fifth of the population.

Regional prospects for reducing poverty rest
heavily on domestic policy reforms in several ar-
eas. Credible macroeconomic stabilization mea-
sures are of primary importance. Stabilization is a
prerequisite for restoring investor confidence, en-
couraging the return of flight capital, and breaking
the cycle of economic crises that has characterized
many countries in the region. Policies to promote
inequality-reducing growth are equally important.
First, reforms to remove biases that favor the use
of capital are needed to ensure that future growth
will generate productive employment that reaches
the poor. This includes reforms in price and finan-
cial policy to encourage private investment in effi-
cient labor-intensive and outward-oriented indus-
tries. Moreover, since 40 to 50 percent of the poor
will still reside in rural areas in the 1990s, the im-
provements in incentives for agricultural produc-
tion that occurred in the 1980s need to be comple-
mented by active support for rural development.
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Second, there is a need to maintain and in some
areas to expand the provision of social services to
the poor. Finally, transfers, such as emergency em-
ployment schemes of the type undertaken in Bo-
livia, Chile, and Peru, may be needed to protect
the poor, particularly during the stabilization
process.

The average GDP growth of 4.2 percent a year
projected for Latin America in the 1990s assumes
that during the second half of the decade the debt
burden will no longer be a serious constraint on
regional investment and that programs to restore
economic stability will be put in place over the next
few years. If, in addition, income distribution im-
proves with growth (as it did in Indonesia and
Colombia, for instance, during the 1970s and
1980s), significant progress can be made in reduc-
ing regional poverty. The incidence of poverty is
forecast to fall from 19 to 11 percent by 2000.

Adverse developments in the global economy, as
described in Chapter 1, would darken the outlook
for growth and for reducing poverty in the region.
If efforts to ease the debt burden failed, terms of
trade grew worse, and world demand for the re-
gion’s exports fell, the result would be to slow
growth and probably undermine adjustment ef-
forts. Under these circumstances growth in per
capita consumption would not rise above 1 per-
cent, and an additional 25 million people, or 5 per-
cent of the region’s population, would be in pov-
erty by 2000. To avert this outcome, political
commitment to adjustment programs in the region
is needed, along with adequate external assistance
and debt relief to prevent the debt crisis from per-
sisting through the 1990s.

Eastern Europe

The condition of the poor in Eastern Europe is un-
usual because of the state’s large role in providing
employment, housing, and other services. Poverty
is largely an urban problem associated with low
real wages and, increasingly, with outright unem-
ployment. In several countries poverty increased
during the 1980s. Structural problems accompa-
nied by low productivity growth and chronic mate-
rial shortages have caused a drop in real wages for
a large part of the work force. Although poverty is
already serious and threatens to deepen further
during the transition to a market-based system,
the number of poor in Eastern Europe is much
lower than in Sub-Saharan Africa and South Asia.
Per capita GDP growth over the next decade is
projected at only 1.5 percent a year, and the inci-
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dence of poverty is expected to remain roughly
constant at about 8 percent of the population. Two
important issues face the region’s governments.
One is the speed of reform, which will determine
the severity of social dislocation and the time re-
quired before market reforms boost productivity.
The second is the tradeoff between the reduction
of fiscal deficits and state interventions—an essen-
tial step if markets are to flourish—and the need to
maintain state-provided safety nets. A significant
part of the work force is likely to be dropped from
state employment rolls at the same time as subsi-
dies on food, housing, and services are cut back.
Temporary unemployment insurance and worker
training programs will therefore be needed.

The potential for raising regional output, pro-
ductivity, and labor incomes over the medium and
long run is enormous. I the institutional and legal
transition to a market-based system can be man-
aged quickly and technical and financial assistance
(including foreign investment) can be obtained
from abroad, consumption growth could be much
higher than in the projections. With a broadly un-
changed distribution of income, growth in GDP of
4 percent a year over the decade would eliminate
absolute poverty.

Middle East and North Africa

Heavy state intervention in domestic markets has
also characterized the countries of the Middle East
and North Africa, but the challenges facing them
differ from those in Eastern Europe. Many North
African countries have relied on food subsidies to
help the poor, despite ample evidence that subsi-
dies are an extremely inefficient form of transfer. In
Algeria, Egypt, Morocco, and Tunisia food subsi-
dies account for a substantial share of the govern-
ment budget. More cost-effective means of provid-
ing transfers to the truly poor are needed. Several
countries also have severely distorted domestic
markets, persistent current account imbalances
(caused by unsustainable fiscal and exchange rate
policies), and high debt-to-exports ratios. The pro-
longed regional conflicts in the Middle East have
been extremely costly and have diverted resources
from investment and the needs of the poor. Until
these conflicts are fully resolved, prospects for the
poor will remain bleak.

Assuming that peace comes to the region in the
1990s and that structural adjustment programs are
put in place, growth in per capita GDP should av-
erage 2.1 percent a year. Despite high population
growth (projected to remain at more than 2 percent



a year), modest improvements in income distribu-
tion and more cost-effective targeting of the poor
could hold the number of poor to about 60 million
in 2000, the same as in 1985. On less favorable
assumptions, the number of poor could rise to
about 85 million.

The potential for action

The decade started with momentous changes in
the U.S.S.R. and in many Eastern European coun-
tries. These may point the way toward a world less
gripped by superpower rivalry and more devoted
to improving the quality of life. This Report has
discussed a quieter but equally momentous
change—the steady movement of households out
of poverty. Public action has often been immensely
effective in supporting this process, but more than
a billion people are still poor. In some parts of the
world the number in poverty increased in the
1980s.

The projections presented in this chapter are in-
evitably uncertain, but they do illustrate the bene-
fits that can flow from appropriate public action.
Three conclusions are especially clear. First, a less
buoyant external environment would place a
greater strain on resources in developing countries

and would leave many more people in poverty in
2000. Second, a failure to undertake policy re-
forms, to reduce income inequality, or to safeguard
social services and real incomes where progress
has already been made would sharply reduce the
potential gains. Together, these might stifle all
progress toward reducing poverty over the coming
decade. Third, the projections show that between
1985 and 2000 the number of poor in Sub-Saharan
Africa will rise by perhaps 85 million. Only
through exceptionally bold action by the interna-
tional community and the governments of the re-
gion can this be avoided.

Preventing the number of poor from rising in
Sub-Saharan Africa while reducing the number
elsewhere in the developing world by nearly 400
million (as compared with 1985) is an ambitious,
but achievable, target for the end of the century. In
many areas the political and economic obstacles
are daunting. Effective action to help the poor in-
volves some costs for the nonpoor in both devel-
oped and developing countries. But these costs are
modest even in the short term, and they are mas-
sively outweighed by the advance in human wel-
fare that a sustained attack on poverty would
bring,.
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Chapter 4
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Chapter 5
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most countries, national accounts estimates are ob-
tained from member governments through World
Bank economic missions. In some instances these
are adjusted by Bank staff to conform to interna-
tional definitions and concepts to provide better
consistency and to incorporate latest estimates.

For ease of reference, only ratios and rates of
growth are usually shown; absolute values are
generally available from other World Bank publica-
tions, notably the 1989-90 edition of the World Ta-
bles. Most growth rates are calculated for two pe-
riods, 1965-80 and 1980-88, and are computed,
unless otherwise noted, by using the least-squares
regression method. Because this method takes into
account all observations in a period, the resulting
growth rates reflect general trends that are not un-
duly influenced by exceptional values, particularly
at the end points. To exclude the effects of infla-
tion, constant price economic indicators are used
in calculating growth rates. Details of this method-
ology are given at the beginning of the technical
notes. Data in italics indicate that they are for years
or periods other than those specified—up to two
years earlier for economic indicators and up to
three years on either side for social indicators,
since the latter tend to be collected less regularly
and change less dramatically over short periods of
time. All dollar figures are U.S. dollars, unless oth-
erwise stated. The various methods used for con-
verting from national currency figures are de-
scribed in the technical notes.

Differences between figures in this year’s and
last year’s edition reflect not only updating revi-
sions in the countries themselves but revisions to
historical series and changes in methodology. In
addition, the Bank reviews methodologies in an

effort to improve the international comparability
and analytical significance of the indicators.

As in the Report itself, the main criterion used to
classify economies in the World Development Indi-
cators is GNP per capita. These income groups
broadly distinguish countries at different stages of
economic development. Many of the economies
are further classified by geographical location.
Other classifications include severely indebted
middle-income economies and all oil exporters. Se-
verely indebted middle-income economies is a
group of nineteen countries that replaces previous
editions’ 17 highly indebted economies, which
contained a mix of low- and middle-income econo-
mies. For a list of countries in each group, see the
definitions and data notes. The major classifica-
tions used in the tables this year are 42 low-income
economies with per capita incomes of $545 or less
in 1988, 54 middle-income economies with per cap-
ita incomes of $546 to $5,999, including Angola, a
new Bank member, and 25 high-income econo-
mies. For a final group of 9 nonreporting nonmem-
ber economies, paucity of data, differences in
methods of computing national income, and diffi-
culties of conversion are such that only aggregates
are shown in the main tables. Some selected indi-
cators for these countries, however, are included in
Box A.2.

Economies with populations of less than 1 mil-
lion are not shown separately in the main tables,
but basic indicators for these countries and territo-
ries, and for Puerto Rico, are in a separate table in
Box A.1.

The summary measures are overall estimates.
Countries for which individual estimates are not
shown, because of size, nonreporting, or insuffi-
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(and reported in the World Tables) when the official
exchange rate is judged to diverge by an exception-
ally large margin from the rate effectively applied
to foreign transactions. This applies to only a small
number of countries. For all other countries the
Bank calculates GNP per capita using the Atlas
method.

The Atlas conversion factor for any year is the
average of the exchange rate for that year and the
exchange rates for the two preceding years, after
adjusting them for differences in relative inflation
between the country and the United States. This
three-year average smooths fluctuations in prices
and exchange rates for each country. The resulting
GNP in U.S. dollars is divided by the midyear
population for the latest of the three years to de-
rive GNP per capita.

Some sixty low- and middle-income economies
have suffered declining real GNP per capita in con-
stant prices during the 1980s. In addition, signifi-
cant currency and terms of trade fluctuations have
affected relative income levels. For this reason the
levels and ranking of GNP per capita estimates,
calculated by the Atlas method, have sometimes
changed in ways not necessarily related to the rela-
tive domestic growth performance of the econo-
mies.

The following formulas describe the procedures
for computing the conversion factor for year #:

P} + el
e [2
P}, '

P,

P, IP? P,
P,

P,_,| PY,

. 1
ei-21) = 3 le-2 €1

and for calculating GNP per capita in U.S. dollars
for year t:

(YD =Y,/ N, + e;—Z,t)

where
Y, = current GNP (local currency) for year ¢
P, = GNP deflator for year ¢
e = annual average exchange rate (local currency/U.S.
dollar) for year ¢
N; = midyear population for year ¢

P} = U.S. GNP deflator for year t.

Because of problems associated with the avail-
ability of comparable data and the determination
of conversion factors, information on GNP per
capita is not shown for nonreporting nonmarket
economies.

The use of official exchange rates to convert na-
tional currency figures to U.S. dollars does not re-
flect the relative domestic purchasing powers of
currencies. The United Nations International Com-
parison Program (ICP) has developed measures of
real GDP on an internationally comparable scale,
using purchasing power parities (PPPs) instead of
exchange rates as conversion factors. Table 30
shows the most recent ICP estimates. Information
on the ICP has been published in four studies and
in a number of other reports. The most recent
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study is Phase V, parts of which have already been
published by the European Communities (EC)—
covering Europe and Africa—and the Organisation
for Economic Co-operation and Development
(OECD).

The ICP has covered more than seventy coun-
tries in five phases, at five-year intervals. The Bank
is currently reviewing the data and methodology
underlying the latest estimates and will include an
updated comparison of ICP and Atlas numbers in a
future edition of the Atlas or another statistical
publication.

The ICP figures reported in Table 30 are prelimi-
nary and may be revised. The United Nations and
its regional economic commissions, as well as
other international agencies, such as the EC, the
OECD, and the World Bank, are working to im-
prove the methodology and to extend annual pur-
chasing power comparisons to all countries. How-
ever, exchange rates remain the only generally
available means of converting GNP from national
currencies to U.S. dollars.

The average annual rate of inflation is measured by
the growth rate of the GDP implicit deflator for
each of the periods shown. The GDP deflator is
first calculated by dividing, for each year of the
period, the value of GDP at current values by the
value of GDP at constant values, both in national
currency. The least-squares method is then used to
calculate the growth rate of the GDP deflator for
the period. This measure of inflation, like any
other, has limitations. For some purposes, how-
ever, itis used as an indicator of inflation because it
is the most broadly based measure, showing an-
nual price movements for all goods and services
produced in an economy.

Life expectancy at birth indicates the number of
years a newborn infant would live if prevailing
patterns of mortality at the time of its birth were to
stay the same throughout its life. Data are from the
U.N. Population Division, supplemented by
World Bank estimates.

Adult illiteracy is defined here as the proportion
of the over-15 population who cannot, with under-
standing, read and write a short, simple statement
on their everyday life. This is only one of three
widely accepted definitions, and its application is
subject to qualifiers in a number of countries.

The summary measures for GNP per capita, life
expectancy, and adult illiteracy in this table are
weighted by population. Those for average annual
rates of inflation are weighted by the 1980 share of
country GDP valued in current U.S. dollars.

Tables 2 and 3. Growth and structure of
production

Most of the definitions used are those of the U.N.
System of National Accounts (SNA), Series F, No. 2,
Revision 3. Estimates are obtained from national
sources, sometimes reaching the World Bank
through other international agencies but more of-
ten collected during World Bank staff missions.



World Bank staff review the quality of national
accounts data and in some instances, through mis-
sion work or technical assistance, help adjust na-
tional series. Because of the sometimes limited ca-
pabilities of statistical offices and basic data
problems, strict international comparability cannot
be achieved, especially in economic activities that
are difficult to measure such as parallel market
transactions, the informal sector, or subsistence ag-
riculture.

GDP measures the total output of goods and ser-
vices for final use produced by residents and non-
residents, regardless of the allocation to domestic
and foreign claims. It is calculated without making
deductions for depreciation of ‘'manmade’’ assets
or depletion and degradation of natural resources.
Although SNA envisages estimates of GDP by in-
dustrial origin to be at producer prices, many
countries still report such details at factor cost. In-
ternational comparability of the estimates is af-
fected by the use of differing country practices in
valuation systems for reporting value added by
production sectors. As a partial solution, GDP esti-
mates are shown at purchaser values if the compo-
nents are on this basis, and such instances are foot-
noted. However, for a few countries in Tables 2
and 3, GDP at purchaser values has been replaced
by GDP at factor cost. Note that in editions before
1986, GDP at producer prices and GDP at purchaser
walues were referred to for convenience as GDP at
factor cost and GDP at market prices, respectively.

The figures for GDP are dollar values converted
from domestic currencies using single-year official
exchange rates. For a few countries where the offi-
cial exchange rate does not reflect the rate effec-
tively applied to actual foreign exchange transac-
tions, an alternative conversion factor is used (and
reported in the World Tables). Note that this table
does not use the three-year averaging technique
applied to GNP per capita in Table 1.

Agriculture covers forestry, hunting, and fishing
as well as agriculture. In developing countries with
high levels of subsistence farming, much of agri-
cultural production is either not exchanged or not
exchanged for money. This increases the difficulty
of measuring the contribution of agriculture to
GDP and reduces the reliability and comparability
of such numbers. Industry comprises value added
in mining; manufacturing (also reported as a sub-
group); construction; and electricity, water, and
gas. Value added in all other branches of economic
activity, including imputed bank service charges,
import duties, and any statistical discrepancies
noted by national compilers, are categorized as ser-
vices, elc.

Partially rebased 1980 series in domestic curren-
cies, as explained at the beginning of the technical
notes, are used to compute the growth rates in
Table 2. The sectoral shares of GDP in Table 3 are
based on current price series.

In calculating the summary measures for each
indicator in Table 2, partially rebased constant 1980

U.S. dollar values for each economy are calculated
for each of the years of the periods covered; the
values are aggregated across countries for each
year; and the least-squares procedure is used to
compute the growth rates. The average sectoral
percentage shares in Table 3 are computed from
group aggregates of sectoral GDP in current U.S.
dollars.

Table 4. Agriculture and food

The basic data for value added in agriculture are from
the World Bank’s national accounts series at cur-
rent prices in national currencies. Value added in
current prices in national currencies is converted to
U.S. dollars by applying the single-year conver-
sion procedure, as described in the technical note
for Tables 2 and 3.

The figures for the remainder of this table are
from the Food and Agriculture Organization
(FAO). Cereal imports are measured in grain equiva-
lents and defined as comprising all cereals in the
Standard International Trade Classification (SITC), Re-
vision 2, Groups 041-046. Food aid in cereals covers
wheat and flour, bulgur, rice, coarse grains, and
the cereal component of blended foods. The fig-
ures are not directly comparable because of report-
ing and timing differences. Cereal imports are
based on calendar-year data reported by recipient
countries, and food aid in cereals is based on data
for crop years reported by donors and interna-
tional organizations, including the International
Wheat Council and the World Food Programme.
Furthermore, food aid information from donors
may not correspond to actual receipts by beneficia-
ries during a given period because of delays in
transportation and recording, or because aid is
sometimes not reported to the FAO or other rele-
vant international organizations. Food aid imports
may also not show up in customs records. The
earliest available food aid data are for 1974. The
time reference for food aid is the crop year, July to
June.

Fertilizer consumption measures the plant nutri-
ents used in relation to arable land. Fertilizer prod-
ucts cover nitrogenous, potash, and phosphate
fertilizers (which include ground rock phosphate).
Arable land is defined as land under temporary
crops (double-cropped areas are counted once),
temporary meadows for mowing or pastures, land
under market or kitchen gardens, and land tempo-
rarily fallow or lying idle, as well as land under
permanent crops. The time reference for fertilizer
consumption is the crop year, July to June.

The average index of food production per capita
shows the average annual quantity of food pro-
duced per capita in 1986-88 in relation to the aver-
age produced annually in 1979-81. The estimates
are derived by dividing the quantity of food pro-
duction by the total population. For this index food
is defined as comprising nuts, pulses, fruits, cere-
als, vegetables, sugar cane, sugar beet, starchy
roots, edible oils, livestock, and livestock prod-
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ucts. Quantities of food production are measured
net of animal feed, seeds for use in agriculture,
and food lost in processing and distribution.

The summary measures for fertilizer consump-
tion are weighted by total arable land area; the
summary measures for food production are
weighted by population.

Table 5. Commercial energy

The data on energy are primarily from U.N.
sources. They refer to commercial forms of pri-
mary energy—petroleum and natural gas liquids,
natural gas, solid fuels (coal, lignite, and so on),
and primary electricity (nuclear, geothermal, and
hydroelectric power)—all converted into oil equiv-
alents. Figures on liquid fuel consumption include
petroleum derivatives that have been consumed in
nonenergy uses. For converting primary electricity
into oil equivalents, a notional thermal efficiency of
34 percent has been assumed. The use of firewood,
dried animal excrement, and other traditional fu-
els, although substantial in some developing coun-
tries, is not taken into account because reliable and
comprehensive data are not available.

Energy imports refer to the dollar value of energy
imports—Section 3 in the SITC, Revision 1-—and
are expressed as a percentage of earnings from
merchandise exports.

Because data on energy imports do not permit a
distinction between petroleum imports for fuel
and those for use in the petrochemicals industry,
these percentages may overestimate the depen-
dence on imported energy.

The summary measures of energy production
and consumption are computed by aggregating
the respective volumes for each of the years cov-
ered by the periods and then applying the least-
squares growth rate procedure. For energy con-
sumption per capita, population weights are used
to compute summary measures for the specified
years.

The summary measures of energy imports as a
percentage of merchandise exports are computed
from group aggregates for energy imports and
merchandise exports in current dollars.

Table 6. Structure of manufacturing

The basic data for value added in manufacturing are
from the World Bank’s national accounts series at
current prices in national currencies. Value added
in current prices in national currencies is converted
to U.S. dollars by applying the single-year conver-
sion procedure, as described in the technical note
for Tables 2 and 3.

The data for distribution of manufacturing value
added among industries are provided by the United
Nations Industrial Development Organization,
and distribution calculations are from national cur-
rencies in current prices.

The classification of manufacturing industries is
in accordance with the U.N. International Standard
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Industrial Classification of All Economic Activities
(ISIC), Revision 2. Food, beverages, and tobacco com-
prise ISIC Division 31; textiles and clothing, Division
32; machinery and transport equipment, Major
Groups 382-84; and chemicals, Major Groups 351
and 352. Other comprises wood and related prod-
ucts (Division 33), paper and related products (Di-
vision 34), petroleum and related products (Major
Groups 353-56), basic metals and mineral products
(Divisions 36 and 37), fabricated metal products
and professional goods (Major Groups 381 and
385), and other industries (Major Group 390).
When data for textiles, machinery, or chemicals are
shown as not available, they are also included in
other.

Summary measures given for value added in
manufacturing are totals calculated by the aggrega-
tion method noted at the beginning of the techni-
cal notes.

Table 7. Manufacturing earnings and output

Four indicators are shown—two relate to real earn-
ings per employee, one to labor’s share in total
value added generated, and one to labor produc-
tivity in the manufacturing sector. The indicators
are based on data from the United Nations Indus-
trial Development Organization (UNIDO), al-
though the deflators are from other sources, as ex-
plained below.

Earnings per employee are in constant prices and
are derived by deflating nominal earnings per em-
ployee by the country’s consumer price index
(CPI). The CPl is from the International Monetary
Fund’s International Financial Statistics. Total earn-
ings as a percentage of value added are derived by
dividing total earnings of employees by value
added in current prices, to show labor’s share in
income generated in the manufacturing sector.
Gross output per employee is in constant prices and is
presented as an index of overall labor productivity
in manufacturing with 1980 as the base year. To
derive this indicator, UNIDO data on gross output
per employee in current prices are adjusted using
the implicit deflators for value added in manufac-
turing or in industry, taken from the World Bank's
national accounts data files.

To improve cross-country comparability, UNIDO
has, where possible, standardized the coverage of
establishments to those with five or more employ-
ees.

The concepts and definitions are in accordance
with the International Recommendations for Industrial
Statistics, published by the United Nations. Earn-
ings (wages and salaries) cover all remuneration to
employees paid by the employer during the year.
The payments include (a) all regular and overtime
cash payments-and bonuses and cost of living al-
lowances; (b) wages and salaries paid during vaca-
tion and sick leave; (c) taxes and social insurance
contributions and the like, payable by the employ-
ees and deducted by the employer; and (d) pay-
ments in kind.



The value of gross output is estimated on the
basis of either production or shipments. On the
production basis it consists of (a) the value of all
products of the establishment, (b) the value of in-
dustrial services rendered to others, (c) the value
of goods shipped in the same condition as re-
ceived, (d) the value of electricity sold, and (e) the
net change in the value of work-in-progress be-
tween the beginning and the end of the reference
period. In the case of estimates compiled on a ship-
ment basis, the net change between the beginning
and the end of the reference period in the value of
stocks of finished goods is also included. "“Value
added” is defined as the current value of gross
output less the current cost of (a) materials, fuels,
and other supplies consumed, (b) contract and
commission work done by others, (c) repair and
maintenance work done by others, and (d) goods
shipped in the same condition as received.

The term "’employees’” in this table combines
two categories defined by the U.N., regular em-
ployees and persons engaged. Together these
groups comprise regular employees, working pro-
prietors, active business partners, and unpaid fam-
ily workers; they exclude homeworkers. The data
refer to the average number of employees working
during the year.

Tables 8 and 9. Growth of consumption and
investment; structure of demand

GDP is defined in the note for Tables 2 and 3, but
for these two tables it is in purchaser values.

General government consumption includes all cur-
rent expenditure for purchases of goods and ser-
vices by all levels of government. Capital expendi-
ture on national defense and security is regarded
as consumption expenditure.

Private consumption, etc., is the market value of all
goods and services, including durable products
(such as cars, washing machines, and home com-
puters) purchased or received as income in kind by
households and nonprofit institutions. It excludes
purchases of dwellings but includes imputed rent
for owner-occupied dwellings (see the note to Ta-
ble 10 for details). In practice, it includes any statis-
tical discrepancy in the use of resources. At con-
stant prices, it also includes the rescaling deviation
from partial rebasing, which is explained in the
beginning of the technical notes.

Gross domestic investment consists of outlays on
additions to the fixed assets of the economy plus
net changes in the level of inventories.

Gross domestic savings are calculated by deducting
total consumption from GDP.

Exports of goods and nonfactor services represent the
value of all goods and nonfactor services provided
to the rest of the world; they include merchandise,
freight, insurance, travel, and other nonfactor ser-
vices. The value of factor services, such as invest-
ment income, interest, and labor income, is ex-
cluded. Current transfers are also excluded.

The resource balance is the difference between ex-

ports of goods and nonfactor services and imports
of goods and nonfactor services.

Partially rebased 1980.series in'constant domestic
currency units are used to compute the indicators
in Table 8. Table 9 uses national accounts series in
current domestic currency units.

The summary measures are calculated by the
method explained in the note to Tables 2 and 3.

Table 10. Structure of consumption

Percentage shares of selected items in total house-
hold consumption expenditure are computed from
details of GDP (expenditure at national -market
prices) defined in the U.N. System of National Ac-
counts (SNA), mostly as collected for International
Comparison Program (ICP) Phases IV (1980) and V
(1985). For countries not covered by the ICP, less
detailed national accounts estimates are included,
where available, in order to present a general idea
of the broad structure of consumption. The data
cover eighty-four countries (including Bank staff
estimates for China) and refer to the most recent
estimates, generally for 1980 and 1985. Where they
refer to other years the figures are shown in italics.
Consumption here refers to private (nongovern-
ment) consumption as defined in the SNA and in
the notes to Tables 2 and 3, 4, and 9, except that
education and medical care comprise government
as well as private outlays. This ICP concept of "en-
hanced consumption” reflects who uses rather
than who pays for consumption goods, and it im-
proves international comparability because it is
less sensitive to differing national practices regard-
ing the financing of health and education services.

Cereals and tubers, a major subitem of food, com-
prise the main staple products: rice, flour, bread,
all other cereals and cereal preparations, potatoes,
yams, and other tubers. For high-income OECD
members, however, this subitem does not include
tubers. Gross rents, fuel and power consist of actual
and imputed rents and repair and maintenance
charges, as well as the subitem fuel and power (for
heating, lighting, cooking, air conditioning, and so
forth). Note that this item excludes energy used for
transport (rarely reported to be more than 1 per-
cent of total consumption in low- and middle-
income economies). As mentioned, medical care
and education include government as well as pri-
vate consumption expenditure. Transport and com-
munication also includes the purchase of motor cars,
which are reported as a subitem. Other consump-
tion, the residual group, includes beverages and
tobacco, nondurable household goods and house-
hold services, recreational services, and services
(including meals) supplied by hotels and restau-
rants; carry-out food is recorded here. It also in-
cludes the separately reported subitem other con-
sumer durables, comprising household appliances,
furniture, floor coverings, recreational equipment,
and watches and jewelry.

Estimating the structure of consumption is one
of the weakest aspects of national accounting in
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low- and middle-income economies. The structure
is estimated through household expenditure sur-
veys and similar survey techniques. It therefore
shares any bias inherent in the sample frame.
Since, conceptually, expenditure is not identical to
consumption, other apparent discrepancies occur
and data for some countries should be treated with
caution. For example, some countries limit surveys
to urban areas or, even more narrowly, to capital
cities. This tends to produce lower than average
shares for food and high shares for transport and
communication, gross rents, fuel and power, and
other consumption. Controlled food prices and in-
complete national accounting for subsistence activ-
ities also contribute to low food shares.

Table 11. Central government expenditure

The data on central government finance in Tables
11 and 12 are from the IMF Government Finance
Statistics Yearbook (1989) and IMF data files. The ac-
counts of each country are reported using the sys-
tem of common definitions and classifications
found in the IMF Manual on Government Finance
Statistics (1986).

For complete and authoritative explanations of
concepts, definitions, and data sources, see these
IMF sources. The commentary that follows is in-
tended mainly to place these data in the context of
the broad range of indicators reported in this edi-
tion.

The shares of total expenditure and current revenue
by category are calculated from series in national
currencies. Because of differences in coverage of
available data, the individual components of cen-
tral government expenditure and current revenue
shown in these tables may not be strictly compara-
ble across all economies.

Moreover, inadequate statistical coverage of
state, provincial, and local governments dictates
the use of central government data; this may seri-
ously understate or distort the statistical portrayal
of the allocation of resources for various purposes,
especially in countries where lower levels of gov-
ernment have considerable autonomy and are re-
sponsible for many economic and social services.
In addition, "’central government’’ can mean ei-
ther of two accounting concepts: consolidated or
budgetary. For most countries, central government
finance data have been consolidated into one over-
all account, but for others only the budgetary cen-
tral government accounts are available. Since all
central government units are not included in the
budgetary accounts, the overall picture of central
government activities is incomplete. Countries re-
porting budgetary data are footnoted.

It must be emphasized that for these and other
reasons the data presented, especially those for ed-
ucation and health, are not comparable across
countries. In many economies private health and
education services are substantial; in others public
services represent the major component of total
expenditure but may be financed by lower levels of
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government. Caution should therefore be exer-
cised in using the data for cross-country compari-
sons. Central government expenditure comprises
the expenditure by all government offices, depart-
ments, establishments, and other bodies that are
agencies or instruments of the central authority of
a country. It includes both current and capital (de-
velopment) expenditure.

Defense comprises all expenditure, whether by
defense or other departments, on the maintenance
of military forces, including the purchase of mili-
tary supplies and equipment, construction, re-
cruiting, and training. Also in this category are
closely related items such as military aid programs.

Education comprises expenditure on the provi-
sion, management, inspection, and support of pre-
primary, primary, and secondary schools; of uni-
versities and colleges; and of vocational, technical,
and other training institutions. Also included is
expenditure on the general administration and reg-
ulation of the education system; on research into
its objectives, organization, administration, and
methods; and on such subsidiary services as trans-
port, school meals, and school medical and dental
services. Note that Table 10 provides an alternative
measure of expenditure on education, private as
well as public, relative to household consumption.

Health covers public expenditure on hospitals,
maternity and dental centers, and clinics with a
major medical component; on national health and
medical insurance schemes; and on family plan-
ning and preventive care. Note that Table 10 pro-
vides a more comprehensive measure of expendi-
ture on medical care, private as well as public,
relative to household consumption.

Housing, amenities; social security and welfare cover
expenditure on housing, such as income-related
schemes; on provision and support of housing and
slum clearance activities; on community develop-
ment; and on sanitary services. These categories
also cover compensation for loss of income to the
sick and temporarily disabled; payments to the el-
derly, the permanently disabled, and the unem-
ployed; family, maternity, and child allowances;
and the cost of welfare services, such as care of the
aged, the disabled, and children. Many expendi-
tures relevant to environmental defense, such as
pollution abatement, water supply, sanitary af-
fairs, and refuse collection, are included indistin-
guishably in this category.

Economic services comprise expenditure associ-
ated with the regulation, support, and more effi-
cient operation of business; economic develop-
ment; redress of regional imbalances; and creation
of employment opportunities. Research, trade pro-
motion, geological surveys, and inspection and
regulation of particular industry groups are among
the activities included.

Other covers items not included elsewhere; for a
few economies it also includes amounts that could
not be allocated to other components (or adjust-
ments from accrual to cash accounts).



Total expenditure is more narrowly defined than
the measure of general government consumption
given in Table 9, because it excludes consumption
expenditure by state and local governments. At
the same time, central government expenditure is
more broadly defined because it includes govern-
ment’s gross domestic investment and transfer
payments.

Overall surplus/deficit is defined as current and
capital revenue and grants received, less total ex-
penditure and lending minus repayments.

Summary measures for the components of cen-
tral government expenditure are computed from
group totals for expenditure components and cen-
tral government expenditure in current dollars.
Those for total expenditure as a percentage of GNP
and for overall surplus/deficit as a percentage of
GNP are computed from group totals for the above
total expenditures and overall surplus/deficit in
current dollars, and GNP in current dollars, re-
spectively. Since 1988 data are not available for
more than half the countries, 1987 data are used as
weights for the summary measures in this table.

Table 12. Central government current revenue

Information on data sources and comparability is
given in the note to Table 11. Current revenue by
source is expressed as a percentage of fotal current
revenue, which is the sum of tax revenue and non-
tax revenue and is calculated from national curren-
cies.

Tax revenue comprises compulsory, unrequited,
nonrepayable receipts for public purposes. It in-
cludes interest collected on tax arrears and penal-
ties collected on nonpayment or late payment of
taxes and is shown net of refunds and other correc-
tive transactions. Taxes on income, profit, and capital
gain are taxes levied on the actual or presumptive
net income of individuals, on the profits of enter-
prises, and on capital gains, whether realized on
land sales, securities, or other assets. Social security
contributions include employers’ and employees’
social security contributions as well as those of
self-employed and unemployed persons. Domestic
taxes on goods and services include general sales and
turnover or value added taxes, selective excises on
goods, selective taxes on services, taxes on the use
of goods or property, and profits of fiscal monopo-
lies. Taxes on international trade and transactions in-
clude import duties, export duties, profits of ex-
port or import monopolies, exchange profits, and
exchange taxes. Other taxes include employers’
payroll or labor taxes, taxes on property, and taxes
not allocable to other categories. They may include
negative values that are adjustments, for instance,
for taxes collected on behalf of state and local gov-
ernments and not allocable to individual tax cate-
gories.

Nontax revenue comprises receipts that are not a
compulsory nonrepayable payment for public pur-
poses, such as fines, administrative fees, or entre-
preneurial income from government ownership of

property. Proceeds of grants and borrowing, funds
arising from the repayment of previous lending by
governments, incurrence of liabilities, and pro-
ceeds from the sale of capital assets are not in-
cluded.

Summary measures for the components of cur-
rent revenue are computed from group totals for
revenue components and total current revenue in
current dollars; those for current revenue as a per-
centage of GNP are computed from group totals
for total current revenue and GNP in current dol-
lars. Since 1988 data are not available for more
than half the countries, 1987 data are used as
weights for the summary measures for this table.

Table 13. Money and interest rates

The data on monetary holdings are based on the
IMF’s International Financial Statistics (IFS). Mone-
tary holdings, broadly defined, comprise the mone-
tary and quasi-monetary liabilities of a country’s
financial institutions to residents other than the
central government. For most countries, monetary
holdings are the sum of money (IFS line 34) and
quasi-money (IFS line 35). Money comprises the
economy’s means of payment: currency outside
banks and demand deposits. Quasi-money com-
prises time and savings deposits and similar bank
accounts that the issuer will readily exchange for
money. Where nonmonetary financial institutions
are important issuers of quasi-monetary liabilities,
these are also included in the measure of monetary
holdings.

The growth rates for monetary holdings are cal-
culated from year-end figures, while the average of
the year-end figures for the specified year and the
previous year is used for the ratio of monetary
holdings to GDP.

The nominal interest rates of banks, also from IFS,
represent the rates paid by commercial or similar
banks to holders of their quasi-monetary liabilities
(deposit rate) and charged by the banks on loans to
prime customers (lending rate). The data are, how-
ever, of limited international comparability partly
because coverage and definitions vary, and partly
because countries differ in the scope available to
banks for adjusting interest rates to reflect market
conditions.

Since interest rates (and growth rates for mone-
tary holdings) are expressed in nominal terms,
much of the variation among countries stems from
differences in inflation. For easy reference, the Ta-
ble 1 indicator of recent inflation is repeated in this
table.

Table 14. Growth of merchandise trade

This year, a significant change has been made to
the data source of Table 14. For low- and middle-
income countries, the main data source for current
trade values has changed from the U.N. Commod-
ity Trade data file to the World Bank data file. The
latter includes data collected from World Bank
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member countries before more detailed data are
reported to the U.N.

The statistics on merchandise trade for high-
income countries continue to be primarily from the
U.N. trade data system, which accords with the
U.N. Yearbook of International Trade Statistics—that
is, the data are based on countries’ customs re-
turns. In some cases, data from secondary sources
permit coverage adjustments for significant com-
ponents of a country’s foreign trade not subject to
regular customs reports. Such cases are identified
in the country notes to the World Tables. Values in
these tables are in current U.S. dollars.

Merchandise exports and imports, with some ex-
ceptions, cover international movements of goods
across customs borders. Exports are valued f.o.b.
(free on board) and imports c.i.f. (cost, insurance,
and freight), unless otherwise specified in the fore-
going sources. These values are in current dollars;
note that they do not include trade in services.

The growth rates of merchandise exports and
imports are in constant terms and are calculated
from quantum indexes of exports and imports.
Quantum indexes are obtained from the export or
import value index as deflated by the correspond-
ing price index. To calculate these quantum in-
dexes, the World Bank uses its own price indexes,
which are based on international prices for pri-
mary commodities and unit value indexes for man-
ufactures. These price indexes are country-specific
and disaggregated by broad commodity groups.
This ensures consistency between data for a group
of countries and those for individual countries.
Such consistency will increase as the World Bank
continues to improve its trade price indexes for an
increasing number of countries. These growth
rates can differ from those derived from national
practices because national price indexes may use
different base years and weighting procedures
from those used by the World Bank.

The terms of trade, or the net barter terms of
trade, measure the relative movement of export
prices against that of import prices. Calculated as
the ratio of a country’s index of average export
prices to its average import price index, this indica-
tor shows changes over a base year in the level of
export prices as a percentage of import prices. The
terms of trade index numbers are shown for 1985
and 1988, where 1980 = 100. The price indexes are
from the source cited above for the growth rates of
exports and imports.

The summary measures for the growth rates are
calculated by aggregating the 1980 constant U.S.
dollar price series for each year and then applying
the least-squares growth rate procedure for the pe-
riods shown. Note again that these values do not
include trade in services.

Tables 15 and 16. Structure of merchandise
imports and exports

The shares in these tables are derived from trade
values in current dollars reported in the U.N. trade
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data system and the U.N. Yearbook of International
Trade Statistics, supplemented by other secondary
sources and World Bank estimates, as explained in
the note to Table 14.

Merchandise exports and imports are also defined
in the note to Table 14.

The categorization of exports and imports fol-
lows the Standard International Trade Classification
(SITC), Series M, No. 34, Revision 1. Estimates
from secondary sources also usually follow this
definition. For some countries, data for certain
commodity categories are unavailable and the full
breakdown cannot be shown.

In Table 15, food commodities are those in SITC
Sections 0, 1, and 4 and Division 22 (food and live
animals, beverages, oils and fats, and oilseeds and
nuts), less Division 12 (tobacco). Fuels are the com-
modities in SITC Section 3 (mineral fuels, lubri-
cants and related materials). Other primary commod-
ities comprise SITC Section 2 (crude materials,
excluding fuels), less Division 22 (oilseeds and
nuts), plus Divisions 12 (tobacco) and 68 (nonfer-
rous metals). Machinery and transport equipment are
the commodities in SITC Section 7. Other manufac-
tures, calculated residually from the total value of
manufactured imports, represent SITC Sections 5
through 9, less Section 7 and Division 68.

In Table 16, fuels, minerals, and metals are the com-
modities in SITC Section 3 (mineral fuels and lubri-
cants and related materials), Divisions 27 and 28
(minerals and crude fertilizers, and metalliferous
ores), and Division 68 (nonferrous metals). Other
primary commodities comprise SITC Sections 0, 1, 2,
and 4 (food and live animals, beverages and to-
bacco, inedible crude materials, oils, fats, and
waxes), less Divisions 27 and 28. Machinery and
transport equipment are the commodities in SITC
Section 7. Other manufactures represent SITC Sec-
tions 5 through 9, less Section 7 and Division 68.
Textiles and clothing, representing SITC Divisions 65
and 84 (textiles, yarns, fabrics, and clothing), are
shown as a subgroup of other manufactures.

The summary measures in Table 15 are weighted
by total merchandise imports of individual coun-
tries in current dollars, those in Table 16 by total
merchandise exports of individual countries in cur-
rent dollars. (See the note to Table 14.)

Table 17. OECD imports of manufactured goods:
origin and composition

The data are from the U.N., reported by high-
income OECD economies, which are the OECD
members excluding Greece, Portugal, and Turkey.

The table reports the value of imports of manufac-
tures of high-income OECD countries by the econ-
omy of origin, and the composition of such im-
ports by major manufactured product groups.

The table replaces one in past editions on the
origin and destination of manufactured exports,
which was based on exports reported by individ-
ual economies. Since there was a lag of several
years in reporting by many developing economies,



estimates based on various sources were used to
fill the gaps. Until these estimates can be im-
proved, this table, based on up-to-date and consis-
tent but less comprehensive data, is included in-
stead. Manufactured imports of the predominant
markets from individual economies are the best
available proxy of the magnitude and composition
of the manufactured exports of these economies to
all destinations taken together.

Manufactured goods are the commodities in Stan-
dard International Trade Classification (SITC), Revi-
sion 1, Sections 5 through 9 (chemical and related
products, basic manufactures, manufactured arti-
cles, machinery and transport equipment, and
other manufactured articles and goods not else-
where classified), excluding Division 68 (nonfer-
rous metals). This definition is somewhat broader
than the one used to define exporters of manufac-
tures.

The major manufactured product groups re-
ported are defined as follows: textiles and clothing
(SITC Sections 65 and 84), chemicals (SITC Section
5), electrical machinery and electronics (SITC Section
72), transport equipment (SITC Section 73), and oth-
ers, defined as the residual. SITC Revision 1 data
are used for the year 1968, whereas the equivalent
data in Revision 2 are used for the year 1988.

Table 18. Balance of payments and reserves

The statistics for this table are mostly as reported
by the IMF but do include recent estimates by
World Bank staff and, in rare instances, the Bank’s
own coverage or classification adjustments to en-
hance international comparability. Values in this
table are in U.S. dollars converted at current ex-
change rates.

The current account balance after official transfers is
the difference between (a) exports of goods and
services (factor and nonfactor) as well as inflows of
unrequited transfers (private and official) and (b)
imports of goods and services as well as all unre-
quited transfers to the rest of the world.

Current account balance before official transfers is the
current account balance that treats net official un-
requited transfers as akin to official capital move-
ments. The difference between the two balance of
payments measures is essentially foreign aid in the
form of grants, technical assistance, and food aid,
which, for most developing countries, tends to
make current account deficits smaller than the fi-
nancing requirement.

Net workers’ remittances cover payments and re-
ceipts of income by migrants who are employed or
expect to be employed for more than a year in their
new economy, where they are considered resi-
dents. These remittances are classified as private
unrequited transfers and are included in the bal-
ance of payments current account balance,
whereas those derived from shorter-term stays are
included in services as labor income. The distinc-
tion accords with internationally agreed guide-
lines, but many developing countries classify

workers’ remittances as a factor income receipt
(and hence a component of GNP). The World Bank
adheres to international guidelines in defining
GNP and, therefore, may differ from national prac-
tices.

Net direct private investment is the net amount in-
vested or reinvested by nonresidents in enter-
prises in which they or other nonresidents exercise
significant managerial control, including equity
capital, reinvested earnings, and other capital. The
net figures are obtained by subtracting the value of
direct investment abroad by residents of the re-
porting country.

Gross international reserves comprise holdings of
monetary gold, special drawing rights (SDRs), the
reserve position of members in the IMF, and hold-
ings of foreign exchange under the control of mon-
etary authorities. The data on holdings of interna-
tional reserves are from IMF data files. The gold
component of these reserves is valued throughout
at year-end (December 31) London prices: that is,
$37.37 an ounce in 1970 and $410.25 an ounce in
1988. The reserve levels for 1970 and 1988 refer to
the end of the year indicated and are in current
dollars at prevailing exchange rates. Because of dif-
ferences in the definition of international reserves,
in the valuation of gold, and in reserve manage-
ment practices, the levels of reserve holdings pub-
lished in national sources do not have strictly com-
parable significance. Reserve holdings at the end
of 1988 are also expressed in terms of the number
of months of imports of goods and services they
could pay for.

The summary measures are computed from
group aggregates for gross international reserves
and total imports of goods and services in current
dollars.

Table 19. Official development assistance from
OECD & OPEC members

Official development assistance (ODA) consists of net
disbursements of loans and grants made on con-
cessional financial terms by official agencies of the
members of the Development Assistance Commit-
tee (DAC) of the Organisation for Economic Co-
operation and Development (OECD) and members
of the Organization of Petroleum Exporting Coun-
tries (OPEC), to promote economic development
and welfare. Although this definition is meant to
exclude purely military assistance, the borderline
is sometimes blurred; the definition used by the
country of origin usually prevails. ODA also in-
cludes the value of technical cooperation and assis-
tance. All data shown are supplied by the OECD,
and all U.S. dollar values are converted at official
exchange rates.

Amounts shown are net disbursements to devel-
oping countries and multilateral institutions. The
disbursements to multilateral institutions are now
reported for all DAC members on the basis of the
date of issue of notes; some DAC members previ-
ously reported on the basis of the date of encash-
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ment. Net bilateral flows to low-income countries ex-
clude wunallocated bilateral flows and all
disbursements to multilateral institutions.

The nominal values shown in the summary for
ODA from high-income OECD countries were
converted at 1980 prices using the dollar GDP de-
flator. This deflator is based on price increases in
OECD countries (excluding Greece, Portugal, and
Turkey) measured in dollars. It takes into account
the parity changes between the dollar and national
currencies. For example, when the dollar depreci-
ates, price changes measured in national curren-
cies have to be adjusted upward by the amount of
the depreciation to obtain price changes in dollars.

The table, in addition to showing totals for
OPEC, shows totals for the Organization of Arab
Petroleum Exporting Countries (OAPEC). The do-
nor members of OAPEC are Algeria, Iraq, Kuwait,
Libya, Qatar, Saudi Arabia, and United Arab Emir-
ates. ODA data for OPEC and OAPEC are also
obtained from the OECD.

Table 20. Official development
assistance: receipts

Net disbursements of ODA from all sources consist of
loans and grants made on concessional financial
terms by all bilateral official agencies and multilat-
eral sources to promote economic development
and welfare. They include the value of technical
cooperation and assistance. The disbursements
shown in this table are not strictly comparable with
those shown in Table 19 since the receipts are from
all sources; disbursements in Table 19 refer only to
those made by high-income members of the OECD
and members of OPEC. Net disbursements equal
gross disbursements less payments to the origina-
tors of aid for amortization of past aid receipts. Net
disbursements of ODA are shown per capita and
as a percentage of GNP.

The summary measures of per capita ODA are
computed from group aggregates for population
and for ODA. Summary measures for ODA as a
percentage of GNP are computed from group to-
tals for ODA and for GNP in current U.S. dollars.

Table 21. Total external debt

The data on debt in this and successive tables are
from the World Bank Debtor Reporting System,
supplemented by World Bank estimates. That sys-
tem is concerned solely with developing econo-
mies and does not collect data on external debt for
other groups of borrowers or from economies that
are not members of the World Bank. The dollar
figures on debt shown in Tables 21 through 25 are
in U.S. dollars converted at official exchange rates.

The data on debt include private nonguaranteed
debt reported by twenty-five developing countries
and complete or partial estimates for an additional
twenty-three countries.

Public loans are external obligations of public
debtors, including the national government, its
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agencies, and autonomous public bodies. Publicly
guaranteed loans are external obligations of private
debtors that are guaranteed for repayment by a
public entity. These two categories are aggregated
in the tables. Private nonguaranteed loans are exter-
nal obligations of private debtors that are not guar-
anteed for repayment by a public entity.

Use of IMF credit denotes repurchase obligations
to the IMF for all uses of IMF resources, excluding
those resulting from drawings in the reserve
tranche. It is shown for the end of the year speci-
fied. It comprises purchases outstanding under the
credit tranches, including enlarged access re-
sources, and all of the special facilities (the buffer
stock, compensatory financing, Extended Fund,
and oil facilities), Trust Fund loans and operations
under the Enhanced Structural Adjustment facili-
ties. Use of IMF credit outstanding at year-end (a
stock) is converted to U.S. dollars at the dollar-
SDR exchange rate in effect at year-end.

Short-term debt is debt with an original maturity
of one year or less. Available data permit no dis-
tinctions between public and private nonguaran-
teed short-term debt.

Total external debt is defined for the purpose of
this Report as the sum of public, publicly guaran-
teed, and private nonguaranteed long-term debt,
use of IMF credit, and short-term debt.

Table 22. Flow of public and private
external capital

Data on disbursements and repayment of principal
(amortization) are for public, publicly guaranteed,
and private nonguaranteed long-term loans. The
net flow estimates are disbursements less the repay-
ment of principal.

Table 23. Total external public and private debt
and debt service ratios

Data on total long-term debt outstanding and disbursed
in this table cover public and publicly guaranteed
debt and private nonguaranteed debt. Debt service
as a percentage of exports of goods and services is one of
several conventional measures used to assess the
ability to service debt. The average ratios of debt
service to GNP for the economy groups are
weighted by GNP in current dollars. The average
ratios of debt service to exports of goods and ser-
vices are weighted by exports of goods and ser-
vices in current dollars.

Table 24. External public debt
and debt service ratios

External public debt outstanding and disbursed repre-
sents public and publicly guaranteed loans drawn
at year-end, net of repayments of principal and
write-offs. For estimating external public debt as a
percentage of GNP, the debt figures are converted
into U.S. dollars from currencies of repayment at
end-of-year official exchange rates. GNP is con-
verted from national currencies to U.S. dollars by



applying the conversion procedure described in
the technical note to Tables 2 and 3.

Interest payments are actual payments made on
the outstanding and disbursed public and publicly
guaranteed debt in foreign currencies, goods, or
services; they include commitment charges on un-
disbursed debt if information on those charges is
available.

Debt service is the sum of actual repayments of
principal (amortization) and actual payments of in-
terest made in foreign currencies, goods, or ser-
vices on external public and publicly guaranteed
debt. Procedures for estimating total long-term
debt as a percentage of GNP, average ratios of debt
service to GNP, and average ratios of debt service
to exports of goods and services are the same as
those described in the note to Table 23.

The summary measures are computed from
group aggregates of debt service and GNP in cur-
rent dollars.

Table 25. Terms of external public borrowing

Commitments refer to the public and publicly guar-
anteed loans for which contracts were signed in
the year specified. They are reported in currencies
of repayment and converted into U.S. dollars at
average annual official exchange rates.

Figures for interest rates, maturities, and grace pe-
tiods are averages weighted by the amounts of the
loans. Interest is the major charge levied on a loan
and is usually computed on the amount of princi-
pal drawn and outstanding. The maturity of aloan
is the interval between the agreement date, when a
loan agreement is signed or bonds are issued, and
the date of final repayment of principal. The grace
period is the interval between the agreement date
and the date of the first repayment of principal.

Public loans with variable interest rates, as a percent-
age of public debt, refer to interest rates that float
with movements in a key market rate; for example,
the London interbank offered rate (LIBOR) or the
U.S. prime rate. This column shows the borrow-
er’s exposure to changes in international interest
rates.

The summary measures in this table are
weighted by the amounts of the loans.

Table 26. Population growth and projections

The introduction outlines the changes to the next
seven tables.

Population growth rates are period averages cal-
culated from midyear populations.

Population estimates for mid-1988 and estimates
of fertility and mortality are made by the World
Bank from data provided by the U.N. Population
Division, the U.N. Statistical Office, and country
statistical offices. Estimates take into account the
results of the latest population censuses, which, in
some cases, are neither recent nor accurate. Note
that refugees not permanently settled in the coun-
try of asylum are generally considered to be part of
the population of their country of origin.

The projections of population for 2000, 2025, and
the year in which the population will eventually
become stationary (see definition below) are made
for each economy separately. Information on total
population by age and sex, fertility, mortality, and
international migration is projected on the basis of
generalized assumptions until the population be-
comes Stationary.

A stationary population is one in which age- and
sex-specific mortality rates have not changed over
a long period, during which fertility rates have re-
mained at replacement level; that is, when the net
reproduction rate (NRR) equals 1 (the note to Table
27 defines NRR). In such a population, the birth
rate is constant and equal to the death rate, the age
structure is constant, and the growth rate is zero.

Population projections are made age cohort by
age cohort. Mortality, fertility, and migration are
projected separately and the results are applied it-
eratively to the 1985 base-year age structure. For
the projection period 1985 to 2005, the changes in
mortality are country specific: increments in life
expectancy and decrements in infant mortality are
based on previous trends for each country. When
female secondary school enrollment is high, mor-
tality is assumed to decline more quickly. Infant
mortality is projected separately from adult mortal-
ity.
Projected fertility rates are also based on pre-
vious trends. For countries in which fertility has
started to decline (termed ‘‘fertility transition’),
this trend is assumed to continue. It has been ob-
served that no country with a life expectancy of
less than 50 years has experienced a fertility de-
cline; for these countries fertility transition is de-
layed, and then the average decline of the group of
countries in fertility transition is applied. Coun-
tries with below-replacement fertility are assumed
to have constant total fertility rates until 1995—
2000 and then to regain replacement level by 2030.

International migration rates are based on past
and present trends in migration flows and migra-
tion policy. Among the sources consulted are esti-
mates and projections made by national statistical
offices, international agencies, and research insti-
tutions. Because of the uncertainty of future migra-
tion trends, it is assumed in the projections that
net migration rates will reach zero by 2025.

The estimates of the size of the stationary popu-
lation are speculative. They should not be regarded as
predictions. They are included to show the implica-
tions of recent fertility and mortality trends on the
basis of generalized assumptions. A fuller descrip-
tion of the methods and assumptions used to cal-
culate the estimates is contained in the World
Bank’s World Population Projections, 1989—90
Edition.

Table 27. Demography and fertility

The crude birth rate and crude death rate indicate re-
spectively the number of live births and deaths
occurring per thousand population in a year. They
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come from the sources mentioned in the note to
Table 26.

Women of childbearing age as a percentage of popula-
tion refers to women age 15 to 49.

The total fertility rate represents the number of
children that would be born to a woman if she
were to live to the end of her childbearing years
and bear children at each age in accordance with
prevailing age-specific fertility rates. The rates
given are from the sources mentioned in Table 26.

The net reproduction rate (NRR), which measures
the number of daughters a newborn girl will bear
during her lifetime, assuming fixed age-specific
fertility and mortality rates, reflects the extent to
which a cohort of newborn girls will reproduce
themselves. An NRR of 1 indicates that fertility is
at replacement level: at this rate women will bear,
on average, only enough daughters to replace
themselves in the population. As with the size of
the stationary population, the assumed year of
reaching replacement-level fertility is speculative
and should not be regarded as a prediction.

Married women of childbearing age using contraception
refers to women who are practicing, or whose hus-
bands are practicing, any form of contraception.
Contraceptive usage is generally measured for
women age 15 to 49. A few countries use measures
relating to other age groups, especially 15 to 44.

Data are mainly derived from demographic and
health surveys, contraceptive prevalence surveys,
World Bank country data, and Mauldin and Se-
gal’s article “Prevalence of Contraceptive Use:
Trends and Issues’ in volume 19 of Studies in Fam-
ily Planning (1988). For a few countries for which
no survey data are available, program statistics are
used; these include India and several African
countries. Program statistics may understate con-
traceptive prevalence because they do not measure
use of methods such as rhythm, withdrawal, or
abstinence, or of contraceptives not obtained
through the official family planning program. The
data refer to rates prevailing in a variety of years,
generally not more than two years before the year
specified in the table.

All summary measures are country data
weighted by each country’s share in the aggregate
population.

Table 28. Health and nutrition

The estimates of population per physician and per
nursing person are derived from World Health Or-
ganization (WHOQO) data and are supplemented by
data obtained directly by the World Bank from na-
tional sources. The data refer to a variety of years,
generally no more than two years before the year
specified. The figure for physicians, in addition to
the total number of registered practitioners in the
country, includes medical assistants whose medi-
cal training is less than that of qualified physicians
but who nevertheless dispense similar medical ser-
vices, induding simple operations. Nursing per-
sons indude graduate, practical, assistant, and
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auxiliary nurses, as well as paraprofessional per-
sonnel such as health workers, first aid workers,
traditional birth attendants, and so on. The inclu-
sion of auxiliary and paraprofessional personnel
provides more realistic estimates of available nurs-
ing care. Because definitions of doctors and nurs-
ing personnel vary-and because the data shown
are for a variety of years—the data for these two
indicators are not strictly comparable across coun-
tries.

Data on births attended by health staff show the
percentage of births recorded where a recognized
health service worker was in attendance. The data
are from WHO and supplemented by UNICEF
data; they are based on national sources. The data
are derived mostly from official community reports
and hospital records, and some reflect only births
in hospitals and other medical institutions. Some-
times smaller private and rural hospitals are ex-
cluded, and sometimes even relatively primitive
local facilities are included. The coverage is there-
fore not always comprehensive, and the figures
should be treated with extreme caution.

The percentage of babies with low birth weight re-
lates to children born weighing less than 2,500
grams. Low birth weight is frequently associated
with maternal malnutrition and tends to raise the
risk of infant mortality and to lead to poor growth
in infancy and childhood, thus increasing the inci-
dence of other forms of retarded development.
The figures are derived from both WHO and
UNICEF sources and are based on national data.
The data are not strictly comparable across coun-
tries since they are compiled from a combination of
surveys and administrative records that may not
have representative national coverage.

The infant mortality rate is the number of infants
who die before reaching one year of age, per thou-
sand live births in a given year. The data are from
the U.N. publication Mortality of Children under Age
5: Projections, 1950—2025 as well as from the World
Bank.

The daily calorie supply per capita is calculated by
dividing the calorie equivalent of the food supplies
in an economy by the population. Food supplies
comprise domestic production, imports less ex-
ports, and changes in stocks; they exclude animal
feed, seeds for use in agriculture, and food lost in
processing and distribution. These estimates are
from the Food and Agriculture Organization.

The summary measures in this table are country
figures weighted by each country’s share in the
aggregate population.

Table 29. Education

The data in this table refer to a variety of years,
generally not more than two years distant from
those specified; however, figures for females
sometimes refer to a year earlier than that for over-
all totals. The data are mostly from Unesco.
Primary school enrollment data are estimates of
children of all ages enrolled in primary school. Fig-



ures are expressed as the ratio of pupils to the
population of school-age children. Although many
countries consider primary school age to be 6 to 11
years, others do not. The differences in country
practices in the ages and duration of schooling are
reflected in the ratios given. For some countries
with universal primary education, the gross enroll-
ment ratios may exceed 100 percent because some
pupils are younger or older than the country’s
standard primary school age.

The data on secondary school enrollment are cal-
culated in the same manner, but again the defini-
tion of secondary school age differs among coun-
tries. It is most commonly considered to be 12 to 17
years. Late entry of more mature students as well
as repetition and the phenomenon of "’bunching’
in final grades can influence these ratios.

The tertiary enrollment ratio is calculated by di-
viding the number of pupils enrolled in all postsec-
ondary schools and universities by the population
in the 20-24 age group. Pupils attending vocational
schools, adult education programs, two-year com-
munity colleges, and distance education centers
(primarily correspondence courses) are included.
The distribution of pupils across these different
types of institutions varies among countries. The
youth population—that is, 20 to 24 years—has been
adopted by Unesco as the denominator since it
represents an average tertiary level cohort even
though people above and below this age group
may be registered in tertiary institutions.

Primary net enrollment is the percentage of school-
age children who are enrolled in school. Unlike
gross enrollment, the net ratios correspond to the
country’s primary school age group. This indicator
gives a much clearer idea of how many children in
the age group are actually enrolled in school, with-
out the number being inflated by over- (or under-)
age children.

The primary pupil-teacher ratio is the number of
pupils enrolled in school in a country, divided by
the number of teachers in the education system.

The summary measures in this table are country
enrollment rates weighted by each country’s share
in the aggregate population.

Table 30. Income distribution and ICP
estimates of GDP

The data in this table refer to the ICP estimates of
GDP and the distribution of income or expenditure
accruing to percentile groups of households
ranked by total household income, per capita in-
come, or expenditure.

The first column presents preliminary results of
the U.N. International Comparison Program (ICP),
Phase V, for 1985. ICP recasts traditional national
accounts through special price collections and dis-
aggregation of GDP by expenditure components.
More comprehensive ICP results are expected to
be available by the mid-1990s. The figures given
here are subject to change and should be regarded
as indicative only. ICP Phase V details are pre-

pared by national statistical offices. The results are
coordinated by the U.N. Statistical Office (UNSO)
with support from other international agencies,
particularly the Statistical Office of the European
Communities (Eurostat) and the Organisation for
Economic Co-operation and Development
(OECD). The World Bank, the Economic Commis-
sion for Europe, and the Economic and Social
Commission for Asia and the Pacific also contrib-
ute to this exercise.

A total of sixty-four countries participated in ICP
Phase V, and preliminary results are now available
for fifty-seven. For one country (Nepal), total GDP
data were not available, and comparisons were
made for consumption only; two countries with
populations of less than 1 million—Luxembourg,
with 81.3 as its estimated index of GDP per capita;
and Swaziland, with 13.6—have been omitted
from this table. Data for the remaining seven coun-
tries, all Caribbean, are expected soon.

Although the GDP per capita figures are pre-
sented as indexes to the U.S. value, the underlying
data are expressed in U.S. dollars. However, these
dollar values, which are different from those
shown in Tables 1 and 3 (see the technical notes for
these tables), are obtained by special conversion
factors designed to equalize purchasing powers of
currencies in the respective countries. This conver-
sion factor, commonly known as the purchasing
power parity (PPP), is defined as the number of
units of a country’s currency required to buy the
same amounts of goods and services in the domes-
tic market as one dollar would buy in the United
States. The computation of PPPs involves obtain-
ing implicit quantities from national accounts ex-
penditure data and specially collected price data
and revaluing the implicit quantities in each coun-
try at a single set of average prices. The PPP rate
thus equalizes dollar prices in every country, and
intercountry comparisons of GDP based on them
reflect differences in quantities of goods and ser-
vices free of any price-level differentials. This pro-
cedure is designed to bring intercountry compari-
sons in line with intertemporal real value
comparisons that are based on constant price se-
ries.

The figures presented here are the results of a
two-step exercise. Countries within a region or
group such as the OECD are first compared using
their own group average prices. Next, since group
average prices may differ from each other, making
the countries belonging to different groups not
comparable, the group prices are adjusted to make
them comparable at the world level. The adjust-
ments, done by UNSO, are based on price differ-
entials observed in a network of "’link’’ countries
representing each group. However, the linking is
done in a manner that retains in the world compar-
ison the relative levels of GDP observed in the
group comparisons.

The two-step process was adopted because the
relative GDP levels and ranking of two countries
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may change when more countries are brought into
the comparison. It was felt that this should not be
allowed to happen within geographic regions; that
is, that the relationship of, say, Ghana and Senegal
should not be affected by the prices prevailing in
the United States. Thus overall GDP per capita
levels are calculated at "'regional’’ prices and then
linked together. The linking is done by revaluing
GDPs of all the countries at average 'world”’
prices and reallocating the new regional totals on
the basis of each country’s share in the original
comparison.

Such a method does not permit the comparison
of more detailed quantities (such as food consump-
tion). Hence these subaggregates and more de-
tailed expenditure categories are calculated using
world prices. These quantities are indeed compa-
rable internationally, but they do not add up to the
indicated GDPs because they are calculated at a
different set of prices.

Some countries belong to several regional
groups. Some groups have priority; others are
equal. Thus fixity is always maintained between
members of the European Communities, even
within the OECD and world comparison. For Fin-
land and Austria, however, the bilateral relation-
ship that prevails within the OECD comparison is
also the one used within the global comparison.
However, a significantly different relationship
(based on Central European prices) prevails in the
comparison within that group, and this is the rela-
tionship presented in the separate publication of
the European comparison.

For further details on the ICP procedures, read-
ers may consult the ICP Phase IV report, World
Comparisons of Purchasing Power and Real Product for
1980 (New York: United Nations, 1986).

The income distribution data cover rural and ur-
ban areas for all countries. The data refer to differ-
ent years between 1979 and 1988 and are drawn
from a variety of sources. These include the Eco-
nomic Commission for Latin America and the Ca-
ribbean, the Luxembourg Income Study, the
OECD, the U.N.’s National Accounts Statistics: Com-
pendium of Income Distribution Statistics, 1985, the
World Bank, and national sources. Data for many
countries have been updated, and some of the in-
come distribution data previously published have
been deleted because they refer to years long past.

In many countries the collection of income distri-
bution data is not systematically organized or inte-
grated with the official statistical system. The data
are derived from surveys designed for other pur-
poses, most often consumer expenditure surveys,
that also collect information on income. These sur-
veys use a variety of income concepts and sample
designs, and in many cases their geographic cover-
age is too limited to provide reliable nationwide
estimates of income distribution. Although the
data presented here represent the best available
estimates, they do not avoid all these problems
and should be interpreted with caution.
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Similarly, the scope of the indicator is limited for
certain countries, and data for other countries are
not fully comparable. Because households vary in
size, a distribution in which households are
ranked according to per capita household income,
rather than according to total household income, is
superior for many purposes. The distinction is im-
portant because households with low per capita
incomes frequently are large households, whose
total income may be high, whereas many house-
holds with low household incomes may be small
households with high per capita income. Informa-
tion on the distribution of per capita household
income exists for only a few countries and is infre-
quently updated. Where possible, distributions are
ranked according to per capita income; where this
is not possible, distributions are ranked by per cap-
ita expenditure, household income, or household
expenditure. Since the size of household is likely
to be small for low-income households (for in-
stance, single-person households and couples
without children), the distribution of household
income may overstate the income inequality. Also,
since household savings tend to increase faster as
income levels increase, the distribution of expendi-
ture is inclined to understate the income inequal-
ity. The World Bank’s Living Standards Measure-
ment Study and the Social Dimensions of
Adjustment project, covering Sub-Saharan African
countries, are assisting a few countries in improv-
ing their collection and analysis of data on income
distribution.

Table 31. Urbanization

The data on urban population as a percentage of total
population are from the U.N. publication Prospects of
World Urbanization, 1988, supplemented by data
from the World Bank.

The growth rates of urban population are calcu-
lated from the World Bank’s population estimates;
the estimates of urban population shares are calcu-
lated from the sources just cited. Data on urban
agglomeration in large cities are from the U.N.’s
Patterns of Urban and Rural Population Growth, 1980.

Because the estimates in this table are based on
different national definitions of what is urban,
cross-country comparisons should be interpreted
with caution. Data on urban agglomeration in
large cities are from population censuses.

The summary measures for urban population as
a percentage of total population are calculated
from country percentages weighted by each coun-
try’s share in the aggregate population; the other
summary measures in this table are weighted in
the same fashion, using urban population.

Table 32. Women in development

This table provides some basic indicators disaggre-
gated to show differences between the sexes that
illustrate the condition of women in society. The
measures reflect the demographic status of women
and their access to health and education services.



Statistical anomalies become even more apparent
when social indicators are analyzed by gender, be-
cause reporting systems are often weak in areas
related specifically to women. Indicators drawn
from censuses and surveys, such as those on pop-
ulation, tend to be about as reliable for women as
for men; but indicators based largely on adminis-
trative records, such as maternal and infant mor-
tality, are less reliable. More resources are now be-
ing devoted to develop better information on these
topics, but the reliability of data, even in the series
shown, still varies significantly.

The risk of dying by age 5 (also referred to as the
under-5 mortality rate) shows the probability of a
newborn baby dying before reaching age 5. The
rates are derived from life tables based on esti-
mated current life expectancy at birth and on in-
fant mortality rates. In general throughout the
world more males are born than females. Under
good nutritional and health conditions and in
times of peace, male children under 5 have a
higher death rate than females. These columns
show that female-male differences in the risk of
dying by age 5 vary substantially. In industrial
market economies, female babies have a 23 percent
lower risk of dying by age 5 than male babies; the
risk of dying by age 5 is actually higher for females
than for males in some lower-income economies.
This suggests differential treatment of males and
females with respect to food and medical care.

Such discrimination particularly affects very
young girls, who may get a smaller share of scarce
food or receive less prompt costly medical atten-
tion. This pattern of discrimination is not uni-
formly associated with development. There are
low- and middle-income countries (and regions
within countries) where the relative risk of dying
by age 5 for females relative to males approximates
the pattern found in industrial countries. In many
other countries, however, the numbers starkly
demonstrate the need to associate women more
dlosely with development. The health and welfare
indicators in both Table 28 and in this table’s ma-
ternal mortality column draw attention, in particu-
lar, to the conditions associated with childbearing.
This activity still carries the highest risk of death
for women of reproductive age in developing
countries. The indicators reflect, but do not mea-
sure, both the availability of health services for
women and the general welfare and nutritional
status of mothers.

Life expectancy at birth is defined in the note to
Table 1.

Maternal mortality refers to the number of female
deaths that occur during childbirth, per 100,000
live births. Because deaths during childbirth are
defined more widely in some countries to include
complications of pregnancy or the period after
childbirth, or of abortion, and because many preg-
nant women die because of lack of suitable health
care, maternal mortality is difficult to measure con-
sistently and reliably across countries. The data in

these two series are drawn from diverse national
sources and collected by the World Health Organi-
zation (WHO), although many national adminis-
trative systems are weak and do not record vital
events in a systematic way. The data are derived
mostly from official community reports and hospi-
tal records, and some reflect only deaths in hospi-
tals and other medical institutions. Sometimes
smaller private and rural hospitals are excluded,
and sometimes even relatively primitive local facil-
ities are included. The coverage is therefore not
always comprehensive, and the figures should be
treated with extreme caution.

Clearly, many maternal deaths go unrecorded,
particularly in countries with remote rural popula-
tions; this accounts for some of the very low num-
bers shown in the table, especially for several Afri-
can countries. Moreover, it is not clear whether an
increase in the number of mothers in hospital re-
flects more extensive medical care for women or
more complications in pregnancy and childbirth
because of poor nutrition, for instance. (Table 28
shows data on low birth weight.)

These time series attempt to bring together read-
ily available information not always presented in
international publications. WHO warns that there
are inevitably gaps in the series, and it has invited
countries to provide more comprehensive figures.
They are reproduced here, from the 1986 WHO
publication Maternal Mortality Rates, supplemented
by the UNICEF publication The State of the World's
Children 1989, as part of the international effort to
highlight data in this field. The data refer to any
year from 1977 to 1984.

The education indicators, based on Unesco
sources, show the extent to which females have
equal access to schooling.

Persistence to grade 4 is the percentage of children
starting primary school in 1970 and 1984, respec-
tively, who continued to the fourth grade by 1973
and 1987. Figures in italics represent earlier or later
cohorts. The data are based on enrollment records.
The slightly higher persistence ratios for females in
some African countries may indicate male partici-
pation in activities such as animal herding.

All things being equal, and opportunities being
the same, the ratios for females per 100 males should
be close to 100. However, inequalities may cause
the ratios to move in different directions. For ex-
ample, the number of females per 100 males will
rise at secondary school level if male attendance
declines more rapidly in the final grades because of
males’ greater job opportunities, conscription into
the army, or migration in search of work. In addi-
tion, since the numbers in these columns refer
mainly to general secondary education, they do
not capture those (mostly males) enrolled in tech-
nical and vocational schools or in full-time appren-
ticeships, as in Eastern Europe.

All summary measures are country data
weighted by each country’s share in the aggregate
population.
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