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Development is like a tree: 
it can be nurtured in its growth only by feeding its roots, 

not by pulling on its branches. 
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Foreword 

As the World Bank celebrates its fiftieth anniversary, we are remind­
ed of how much progress the development effort has made over the 
last several decades. But we are also reminded just how great the 
task ahead is, if hunger is to be abolished and the poor equipped to 
improve quality of life for themselves and their children. 

This book draws on the lessons of over four decades of develop­
ment experience and points the way ahead for the international aid 
community in the coming decade. The richly textured presentation 
is less sharply etched than the recent World Bank "vision" paper, 
Learning from the Past, Embracing the Future, but is fully compatible 
with it. Indeed, running throughout the many vignettes and sec­
tions of this short book, one finds the same five major challenges 
that were articulated in that paper: pursuing economic reforms to 
enhance growth and reduce poverty, investing in people, protecting 
the environment, stimulating the private sector, and supporting 
good governance. Linking these themes is what Ismail Serageldin 
describes as "nurturing development"—an apt title drawing on the 
metaphor of the tree that cannot be made to grow by pulling on its 
branches, but only by feeding its roots. 

The decade ahead will see doubts raised in many quarters about 
the the need for aid. Let there be no doubt. It is needed. But we 
must focus on the effectiveness with which it is dispensed. It should 
be nurturing to the people of the developing countries—who are the 
ultimate means and ends of all development. 

Lewis T. Preston 
President 

The World Bank 
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Preface 

The world is changing at an amazing pace. The Soviet Union is no more. 
The cold war, which paralyzed the international community in its grip 
for over forty years, is over. Centrally planned economies are recog­
nized as failures. The power of markets is not only recognized and 
lauded but sometimes endowed with seemingly magical properties.1 

Yet, far from witnessing the "end of history"2 with the inevitable vic­
tory of democratic institutions and free-market economies, the emerg­
ing post-cold war world is a troubling place. Ethnic strife is rampant. 
The transition to economic liberalism is proving exceptionally arduous. 
The rich of the world are getting richer, and the poor, poorer. 

Many use this last point to pillory the efforts of development assis­
tance over the last half century. Others see these developments in a 
different light and value the contributions of aid and development 
assistance. This essay is a contribution to that debate. 

Today, an increasing number of people both in the North (donor 
countries) and the South (recipient countries) are questioning the pur­
poses, effectiveness, and results of close to half a century of "foreign 
aid." The range of motivations among the questioners is vast. In the 
North they go from populist politicians who say, "Let's spend the 
money on internal problems at home"—to criticisms founded on 
either efficiency or effectiveness of aid as a tool for promoting devel­
opment in the recipient country or in promoting the national interests 
of the donor country (however defined)—to the moral outrage felt by 
many over the persistent images of famine in Africa "after all this aid." 

1. See Ismail Serageldin, "Public Administration in the 1990s: Rising to the Challenge/' in Public 
Administration in the Nineties: Trends and Innovations, Proceeding of the XXllnd International Congress of 
Administrative Sciences (Brussels: International Institute of Administrative Sciences, 1992). 

2. See Francis Fukuyama, The End of History and the Last Man (New York: Free Press, 1992). 
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X PREFACE 

In the South, the collapse of communism, and the more general dis­
favor with which socialism is now viewed, has spawned a new gen­
eration of post-cold war critics of aid. These critics range from 
disgruntled academics and politicians who see in it a smoke screen to 
divert attention from the inequities of global distribution of wealth, 
resulting in an ever-richer North—to those who decry the infringe­
ment on sovereignty that conditions on aid bring—to those who want 
other types of conditions attached to the aid—to those who see aid as 
a sop thrown to the developing world while the North, in fact, recoups 
it all in exports of goods and services. 

Professionals in the national and international agencies concerned 
with the promotion of development have not helped matters much. 
The public views them as overpaid, slothful bureaucrats whose main 
concerns are petty turf wars and the perpetuation of their empires. 
With rare exceptions, they have largely failed to convince the public 
of the importance of their mission, of the intricacies of the tasks with 
which they are entrusted, or of the effectiveness with which they are 
actually discharging these responsibilities. 

This essay, contributed by one of those who have dedicated their 
lives to promoting development in the poorer part of the world, 
intends to make the case that aid is a necessary, although by no means 
decisive, and certainly not sufficient, element in accelerating devel­
opment and improving the well-being of hundreds of millions of peo­
ple in the world today. In making this case the author is hopeful that 
a number of popular misconceptions about aid and development will 
be laid to rest. Parts of this material were published by the Swedish 
International Development Authority (SIDA) in 1993 and in various 
journals. But the material is presented here, in this shortened format, 
to make it more readily accessible. 

The essay is divided into four parts. The first deals with the chang­
ing world context in which the debate is currently taking place. The 
second is a review of the arguments against aid and their rebuttal, the 
third part deals with the lessons learned from four decades of inter­
national development assistance. The final section deals with where 
we go from here. 



PREFACE XI 

Threaded throughout the text are the same five themes set out in 
The World Bank Group: Learning from the Past, Embracing the Future, a 
document issued on the occasion of the Bank's fiftieth anniversary. 
These themes are continuing economic reform, human resource 
development, environment and sustainability, private sector devel­
opment, and good governance. 

The future of the developing countries will be determined primar­
ily by the people of those countries. It is their determination, com­
mitment, and vision that must create the new world where poverty 
will retreat and the basic well-being of the people, all the people, 
will make the needed gains to ensure to each the basic minimum 
that we all take for granted. Yet, a well-targeted and judicious 
investment in their efforts will accelerate the process and help those 
who would help themselves. 

The manner in which this assistance is provided is essential to its 
effectiveness. It must be based on a real sense of partnership, not 
on a donor-recipient mentality. Experience shows that only those 
programs that are truly "owned" by the developing countries have 
a chance of sustained success. Such programs must therefore be 
"nurtured" through dialogue, mutual respect, and understanding. 
Development programs cannot be forced and they cannot be 
imposed from the outside, no matter how noble the motivations of 
those who would wish to impose their point of view. These pro­
grams must also be "nurturing"—encouraging private initiative, 
empowering the weak and the marginalized, and promoting a 
vibrant civil society, all key in promoting sustainable develop­
ment. It is therefore apt that this book should be called Nurturing 
Development. In both senses of the words, it captures what we are 
trying to do at the World Bank as we face the challenges of today 
and tomorrow. 

Ismail Serageldin 
Vice President, Environmentally Sustainable Development 

The World Bank 
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1. A Changing World 

The World Setting 

The end of the cold war brought new hopes that the dream of a new, 
just, and equitable world order could be finally set up under interna­
tional law and buttressed by the collective will of all humanity to 
cooperate and collaborate.1 This naive hope was quickly shattered. 
The short-lived triumphalism, epitomized by Fukuyama's slogan 
"the end of history/ '2 was seen to be hollow. The collapse of the 
USSR did not lead to instant democracy, peace, and happiness. 
Indeed, the world of the post-cold war era is a menacing place. True, 
the specter of nuclear holocaust has receded. In its place, however, 
intrastate and interstate ethnic tensions and murderous conflicts. 
Death and misery are no less real to their victims for being localized. 

For a brief moment, the Earth Summit in Rio cast its spell. Here 
was the whole community of nations and the peoples of the earth 
proclaiming their common humanity, their interdependence as pas­
sengers on and co-stewards of Spaceship Earth. Yet Rio was only a 
milestone on the path toward this expanded consciousness. Much 
remains to be done to build more lasting structures on the spirit of 
Rio, or, better still, to infuse the existing institutions with the spirit 
of Rio. What are the obstacles to this manifestation of our common 
humanity? 

Contradictory Tendencies 

The present situation is exceptionally complex. Contradictory ten­
dencies seem to be acting. On the one hand, the forces of globaliza­
tion and homogenization are definitely at work. On the other hand, 

1 



2 NURTURING DEVELOPMENT 

the assertion of specificity—ethnic, religious, or cultural—is also 
powerfully present in almost all societies. 

The most powerful of the forces of globalization are clearly the 
increasing interdependence of the world's national economies and 
the integration of the financial and telecommunications markets as 
never before. A trillion dollars are transacted daily in the financial 
markets. Revenues from telecommunications in the OECD coun­
tries alone increased from $225 billion in 1980 to over $365 billion 
in 1990. 

The markets have arguably been running ahead of the capacity 
of national governments to understand them, much less regulate 
them. New types of financial instruments and services and the 
rapid emergence of markets in such services are forcing a reassess­
ment of the appropriate role of national governments and institu­
tions in promoting the welfare of citizens. They are also showing 
how permeable the political boundaries that divide the sovereign 
nation-states have become to the ethereal commerce of ideas and 
funds that travel through the airwaves. 

A second forceful presence for the increased global consciousness 
is the environmental movement, which seeks to remind all humans 
that they are stewards of this earth. Although the environmental 
problems tend to be felt by the public in terms of immediate local 
issues, much progress has been made on increasing awareness of 
the global issues such as global warming, the ozone layer, and bio­
diversity. 

A third powerful force that was significantly strengthened by 
the end of the cold war is the universal drive for the respect of 
human rights, and its closely associated set of concerns with the 
nature of the democratic process. Superpower rivalry in the devel­
oping world is no longer an excuse for either side to support 
tyrants who have little support among their people, as was rou­
tinely done over the past 40 years. This has allowed, for the first 
time, the local forces in practically every society to assert them-
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selves, seeking greater voice and greater power. The downside of 
this phenomenon is the emergence of hateful, petty nationalisms 
that transform the rightful call for identity and participation into a 
call for hating your neighbor and ultimately even "ethnic cleans-
ing." 

A related and powerful aspect of the drive for human rights is 
the rise of feminism and gender consciousness. An essential ingre­
dient of any true conception of human rights is that these must 
apply to all human beings. Women have been and continue to be 
oppressed in most societies today and that is an intolerable injus­
tice that must be remedied. Furthermore, as is so frequently the 
case with any form of discrimination, there is ample evidence that 
all of society, not just the victimized minority, would greatly bene­
fit from the emancipation of the oppressed and their empower­
ment to be all that they can be. 

A fourth and related force for globalization, one that links up to 
the previous three, is the emergence of a new phenomenon that I 
would like to refer to as the international civil society. We have 
long known, and now Robert Putnam of Harvard University has 
empirically demonstrated based on data from Italy,3 that the civil 
society is central to the promotion of good governance at the 
national level. Indeed, that complex web of interactive organiza­
tions is key to maintaining responsive government and protecting 
ind iv idua l f reedoms. Today, the emergence of t ruly global 
telecommunications, the increased awareness of international 
issues such as the environment, and the unremitting drive for the 
general acceptance of respect for human rights everywhere have 
all combined to create a new international civil society through 
such organizations as Amnesty International, Greenpeace, and the 
Red Cross, which not only have branches everywhere but also 
actively communicate through an increasingly dense network of 
such institutions that bring solidarity and support to one another's 
causes. 
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What are the forces of disintegration relying on? They are actively 
growing because as the citizens of the world face the large, the new, 
the unknown, they feel profoundly insecure. There is none of the 
optimism that once placed unbounded confidence in technology, 
and there is very real cynicism in many countries about the political 
system's ability to create Utopia. In a word, there is a growing sense 
of unpredictability about the future. Under these circumstances, 
people tend to regress: if the future cannot be clearly defined as the 
goal, one lives for the present. If the present is troublesome and dis­
concerting, one falls back onto the past. The past here means one's 
ethnic, religious, cultural, or national roots. It is a drawing closer of 
the circle within which one can feel secure, a regression to the con­
cept of tribe and clan. 

In every society, there is a class, which can be loosely called the 
intelligentsia, that includes intellectuals, academics, artists, opinion 
makers, and role models and fashions for each member in that soci­
ety mirrors in which they see themselves and windows through 
which they see the world. The mirrors can show a person as a mem­
ber of an oppressed minority, as the invincible executor of a mani­
fest destiny, or as the instrument of God on earth. The windows can 
show a hostile world full of conspirators and enemies, or they can 
show a world full of opportunities and promise. It is this combina­
tion of mirrors and windows that defines the boundaries of the 
mind, the boundar ies that define where the " u s " ends and the 
"them" begins.4 

Clearly, these boundaries of the mind change depending on the 
issue at hand, but the crisscrossing lines of cleavage in a society are 
created in this fashion. Crisis or great tension can cause a break in 
these societies, usually along a dominant fault line created by such a 
cleavage. This explains the splits in the former Yugoslavia, or that 
between Czechs and Slovaks, while Switzerland, for its part, suc­
ceeds in maintaining a Swiss identity without sacrificing the tremen­
dous diversity of its many localisms. 

Yet are there no common themes in the forces of globalization 
and in the problems shared by humanity to forge a common set of 
beliefs and values based on things that most people agree about, 
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such as free markets, democracy, and human rights? Is there the 
making of a global ideological revolution here? Not quite. For 
although there is a simple, seductive view that the world is mov­
ing to adopt free markets as an organizing economic principle, 
democracy as an organizing political principle, human rights as 
the basic value for organizing a system of beliefs, and environment 
as a program for action; this view does not address the complexi­
ties inherent in such thematic constructs, nor their interactions. 

There is no doubt that these general principles are present in 
much of the public debate everywhere in the world today. They are 
undoubtedly constituent elements of the evolving world conscious­
ness. For many in the developing world this set of constructs has 
been seen as "Western/7 usually meaning originally European val­
ues, currently championed by the United States and Europe. They 
fear the spread of these ideas as "Westernization," which they see as 
the adoption—forced or voluntary—of Western values and institu­
tions by the rest of the world, thereby sealing the hegemony of the 
Western powers by the most complete subjugation of all peoples 
and societies of the world; a subjugation that ensures their adher­
ence as marginal members of the Western world order. This view is 
possibly the reflection of the insecurities that lead people to seek 
refuge in the narrow constructs of the past. Perhaps the solution to 
all these problems and contradictions is to carry these ideas further, 
much further than Western societies have dared to do until now, 
and in the process create that global world order that would be truly 
new and truly universal. 

Principles of Universal Appeal 

Let's look at these constituent elements and just how Western they 
really are. Human rights is an idea of universal appeal. Its most per­
sistent current formulations are international declarations and 
instruments, universally adopted and ratified even if initiated and 
driven by Western governments and citizens' groups. These rights 
have become the inalienable rights of all people everywhere by 



6 NURTURING DEVELOPMENT 

virtue of being alive. Of course much more remains to be done to 
give real meaning and substance to such universal statements. 
Women and minorities continue to suffer in most societies. 
Furthermore, with over 1 billion people going hungry every day, 
and the highly selective application of various UN sanctions or 
interventions, many feel that there is a certain hollow ring to the 
universal declaration of human rights and the more recent instru­
ments all the way to the declaration of Vienna of 1993.5 There is a 
certain hypocrisy in a world system that recognizes the rights of cit­
izens if they are on one side of that imaginary line we call a political 
frontier but not if they are on the other, and then claims to adhere to 
the universality of these basic rights. 

Reliance on markets, however, is not an ideological construct as 
much as a pragmatic adoption of what works. It was the failure of the 
centrally planned economies that led to the almost universal adoption 
of a free market stance in most countries. True, some ideologues are 
trying to elevate free markets to the level of ideology and to urge the 
elimination of government and the privatization of everything in 
sight. But most reasonable people do not adopt such extreme posi­
tions. They recognize that the ruthless efficiency of the market must 
be tempered by the compassion of a caring and nurturing govern­
ment, much as justice must be tempered by mercy to be more than 
legalism. Furthermore, the needs of the public in terms of health, 
security, and environmental protection will require a degree of regu­
lation and control and standard setting, even if pragmatically one 
would rely on incentives and markets to obtain the desired results. 

Somewhere between the level of universal construct (human rights) 
and the pragmatic workable solution (free markets) lies the difficult 
question of democracy. In its most generally understood sense, 
democracy is taken to mean multiparty political processes relying on 
periodic elections by universal suffrage. That is considered to be the 
Western model of political organization, and arguably the only 
proven model for protection against abuses of human rights. But it 
leaves many questions unanswered as it straddles principle and prag­
matism. There is nothing inherently Western or nonuniversal about it, 
especially if the pragmatic elements are emphasized to suit better the 
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unique features of each society. After all, there is tremendous variety 
among the different Western countries themselves, even among the 
European countries. The systems of the United States, Germany, 
France, the United Kingdom, and Switzerland are profoundly differ­
ent, yet they all are democratic societies. 

Here it is pertinent to recall the importance of the role of the civil 
society as guarantor of good governance nationally, and the con­
comitant rise of the still embryonic international civil society of 
international movements and networks of nongovernmental organi­
zations (NGOs). These may be the seeds of an enriched international 
environment in which diversity of experiences is seen not as devia­
tion from a normative ideal but as the multiple manifestation of the 
application of universal principles to local realities. 

As for the environment as the basis for a universal political pro­
gram, that is manifestly inadequate. That environmental conscious­
ness should permeate all decisions, and that the objective should be 
to promote sustainable development, is not in question. But the 
range of problems confronting human societies today transcends 
that eminently acceptable environmental formulation. 

The Heart of the Problem 

The powerful and inspiring principles that have such universal 
appeal must become the driving force of the new world order to 
which all of humanity aspires. These principles must govern individ­
ual behavior and international behavior. Sadly, behavior that would 
never be condoned between individuals seems to be tolerated 
between nations, as if the legal construct of the nation-state somehow 
insulates the people who live within its confines from the effects of 
the actions undertaken at the international level between nations. 

Why is such a simple approach not being followed? Because 
behind all the rhetoric is a profound crisis of values. If racism is uni­
versally condemned, its reverse, accepting that all people are really 
and truly intrinsically equal in their rights, is not practiced. 

The world today is divided more by wealth and well-being than 
by politics. The citizens of the rich countries are concerned about 
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protecting their life-style and living standards and worried about 
potential migration of the poor into their societies.6 In some parts of 
the rich societies, concern with immigration has become a potent 
political issue. The more "liberal" use it to argue for aid as a means 
of keeping the poor at home. The more xenophobic or racist forms of 
political interpretation are raising the specter of the "browning of 
the West" at the very time that many in the poor countries are con­
cerned about the "Westernization" of the world. This paradox does 
not stand up to rational analysis. Most voluntary migration is bene­
ficial to both migrant and host country. 

The bulk of migration in the world today is involuntary. And 
whether it is the result of wars and natural disasters or of new build­
ing and infrastructure, it is mostly happening in the developing 
countries. The World Bank has recently estimated that as many as 10 
million people are being involuntarily displaced annually in the 
developing countries as a result of infrastructure projects associated 
with urban growth and rural dams. This is not to deny that there is a 
significant demand for migration to the rich countries of the North in 
search of economic opportunities. The poor, who risk their lives in 
small craft whether from Haiti or (earlier) from Viet Nam, bear wit­
ness to the needs and aspirations of the deprived on this planet. Such 
images on the TV screens of Northern sitting rooms, however, tend 
to lump together all the developing countries as one mass of undif­
ferentiated suffering humanity. This view must be nuanced. 

The poor developing countries are not all the same. Many are 
doing well in improving their living standards, but many others, 
representing the poorest fifth of humanity, are falling further behind 
in almost every aspect of socioeconomic endeavor. The tremendous 
achievements of most of the developing countries must not be 
underestimated, but the problems confronting the poorest 20 to 25 
percent of the citizens of this planet cannot be ignored. 

Consider These Facts 

• The richest 20 percent of the world's population receive 83 per­
cent of its income. The poorest 20 percent receive 1.4 percent! Thirty 
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years ago that rich group (approximately corresponding to the 
OECD) was already 30 times as rich as the poorest 20 percent. Today 
they are 60 times as rich. 

• There is a 25-year gap in life expectancy at birth between the 
poorest countries and Europe. 

• Infant mortality is eight times higher in the poorest countries 
than it is in Europe (117 vs. 14 deaths before the age of one per 1,000 
live births). 

• Maternal mortality rates in Africa are 50 times as high as they 
are in Europe (500 vs. 10 deaths per 100,000 live births). 

• Fewer than one in five girls go to school in Mali and Niger, com­
pared with almost 100 percent in Europe. 

Taken in the aggregate, such indicators are associated with a level 
of misery and degradation that is beneath any definition of human 
decency: 

• Over 1 billion people live on less than one dollar a day. 
• Over 800 million people go hungry every day. 
• Over 2 billion people are suffering from either hunger or mal­

nutrition with severe health impacts. 
• Over 40,000 hunger-related deaths occur each day. 
• One out of three children in the developing world is under 

nourished. 
Environmentally, although the OECD countries account for the 

bulk of global pollution, basic conditions are far worse in the devel­
oping world: 

• Over 1 billion people do not have access to clean water. 
• Over 1.7 billion people do not have access to sanitation. 
• Over 1.3 billion people suffer from unhealthy levels of air pol­

lution, mostly in the big cities. 
• Over 700 million women and children suffer from indoor air 

pollution due to biomass-burning stoves that is equivalent to 
smoking three packs of cigarettes a day. 

• Hundreds of millions of poor farmers have difficulty main­
taining the fertility of the soils from which they eke out a mea­
ger living. 

And to that stock of suffering humanity close to 90 million people 
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are a d d e d every yea r—more than the popu l a t i on of unif ied 
Germany. To give that demographic its true dimensions, consider 
this comparison between Europe and Sub-Saharan Africa (SSA): in 
1950 the population of SSA was half that of Europe; by 1985 SSA's 
populat ion equaled Europe's. By 2025 SSA's population will be 
three times Europe's. 

The technological gap, like the income gap, is also growing. As we 
move from the machine age to the knowledge age, the control of the vast 
information networks and the superb research and development facili­
ties in the North give the OECD countries a tremendous advantage. 

An educational gap reinforces the technological gap. There is a 
vast and growing gap between the North and the South in the pro­
duction and availability of scientists and engineers (3,800 per mil­
lion population in the North compared to less than 200 in the South, 
as of 1989).7 Of equal concern is the qualitative gap, as many of the 
institutions of science and technology in the South are deprived of 
equipment and supplies and voided of their standards of excellence 
in the service of political expediency and cronyism. The South is still 
struggling with the needs of basic laboratory equipment at a time 
when the North is mainstreaming computers for the average person 
to use as simply as telephones, when technology is truly finding its 
way into every home, putting unrivaled power and speed literally in 
the hands of millions. This knowledge gap is becoming serious, for, 
unlike the skills gap, inequities in incomes will be exacerbated by 
the disparit ies in knowledge in the knowledge-based world of 
tomorrow. The differences in the incomes between the best and 
worst computer programmers exceed by many multiples those 
b e t w e e n the bes t and wors t w e l d e r s or p l u m b e r s . A n d the 
knowledge-based industries are being fed by an explosion of infor­
mation unmatched in history. 

In the United States alone, there are 14,000 magazines published 
for the general public. There are over 55,000 trade books published 
annually: that is one book every 10 minutes, not counting the spe­
cialized journals and scientific books! The Library of Congress 
doubles its holdings every 14 years and, at the rate things are 
going, will soon double them every 7 years. In some fields, such as 
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environmental management in developing countries, the number 
of publications doubles every 18 months. Over 70 percent of the 
references in the World Bank's World Development Report 1992 deal­
ing with development and the environment were less than two 
years old. 

Matching this information explosion is the explosion in computing 
and communications. Some 50 million computers were sold world­
wide in 1993 at about $1,500 per unit. Many of these PCs are more 
powerful than the mainframe computers of a generation ago! 

And things are set for even more radical changes over the next 
decade. Early in the new century we can expect that the CPUs of 16 
Cray YMP computers costing $320 million today will be replaced by 
a single microchip costing about $100. Such a microchip would con­
tain the equivalent of 1 billion transistors, compared with 20 million 
today for cutting edge technology. 

Even more important, is the trend toward networking. In the 
United States, which prefigures the rest of the world, we have seen 
the proportion of computers hooked into networks rise from 10 to 60 
percent between 1989 and 1993!8 

The Aid Debate in Context 

This then is the context in which the debate about aid is being car­
ried out in the world today. The North, the rich countries of the 
OECD, are considering their own domestic problems, concerned 
about their budgetary stringencies. They are turning inward and 
away from internationalism or multilateralism. Commercial inter­
ests have replaced the cold war as the dominant elements in the for­
mulation of foreign policy. Political leaders find little support for 
expanding the effort to assist the less fortunate in the world from an 
electorate that is concerned with its own unemployment, welfare, 
and the social security of an aging population. The appeal to com­
mon humanity resonates with only a small minority of the popula­
tion, driven by idealistic considerations. 

The desire to cut official development assistance (ODA) flows is 
also being supported by two separate currents from two very differ-
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ent "camps." First are the isolationists, who see no reason to exert 
themselves for countries that became geopolitically irrelevant with 
the end of the cold war. They find all sorts of excuses to argue that 
ODA funding is misplaced and should be redirected to domestic 
and commercial ends. Second are those who genuinely want to help 
the poor and the needy but believe that the current international sys­
tem is not able to do the job effectively and efficiently and seek a 
new pa rad igm. The var ious mot ivat ions and a rguments have 
become intertwined, and this requires sorting out the essential argu­
ments about aid and the development paradigm. This essay is 
intended as a contribution to that debate. 

The rest of the essay is organized in three parts. First is a review, 
and a rebuttal, of the most common arguments against aid. While 
fully acknowledging the enormous task that remains, especially 
with an exploding world population, it nevertheless sets the record 
straight as to the enormous achievements of the developing coun­
tries as a whole in the last generation. Again, it must be remembered 
that while the situation is becoming increasingly problematic for 
that bottom quintile of the world's population, the middle 60 per­
cent has seen considerable improvement, by any socioeconomic 
indicator, over the past four decades. 

Second is a long review of what has been learned over the past 
forty years about what works and what has not worked in the devel­
opment assistance field. Third, and last, is a brief "envoi" as to 
where to go from here. 



2. Foreign Aid 
and Economic Development 

Foreign aid is defined as foreign assistance provided by governments 
(bilateral assistance) or international agencies (multilateral assis­
tance). International agencies include international financial institu­
tions (IFIs) such as the World Bank, as well as the United Nations 
(UN) agencies, such as UNESCO and the Food and Agriculture 
Organization (FAO), and the UN programs, such as the United 
Nations Development Programme (UNDP) and United Nations 
Children's Fund (UNICEF). Foreign aid can take the form of direct 
grant transfer of funds, technical assistance, or loans under conces­
sional terms. 

Aid became a significant part of industrial countries' foreign policy 
after World War II, spearheaded initially by the Marshall Plan to assist 
in the reconstruction of Europe. Soon, with decolonization and pros­
perity returning to the industrial countries, most of the Organization 
for Economic Cooperation and Development (OECD) members 
became aid givers.9 OECD's Development Assistance Committee 
(DAC) reported that from 1962 to 1990 DAC contributions to develop­
ing countries, in constant 1987 dollars and excluding contributions to 
international financial organizations, increased almost 150 percent— 
from $15.1 billion in 1962 to $37 billion in 1990.10 However, as a per­
centage of GNP, DAC aid on average fell from 0.5 percent in 1962 to 
0.35 percent in 1990.11 The variation among DAC member countries is, 
however, significant: from a high of 1.17 percent (1990) of GNP for 
Norway to a low of 0.21 percent (1990) for the United States.12 

Several issues related to foreign aid have generated a body of liter­
ature.13 These issues can be divided in two broad groups: the moti­
vation for aid and the effectiveness of aid in achieving greater wel­
fare of people in the recipient country. The bulk of our concerns in 
this essay is with the latter. Nevertheless, it is important to recognize 

13 
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that in many donor countries political issues, especially during the 
cold war, were behind the support for aid. Political motives have not 
been universal, however. The motivation for aid has ranged from 
pure altruism—that is, concern for the poor and for correcting 
unequal distribution of income, especially due to a lack of natural 
resources—to the pursuit of national objectives, such as national 
security and commercial benefit.14 Although some studies have 
shown that bilateral aid tends to be driven by the donor's perceived 
national interests rather than by humanitarian needs or what the 
developing countries perceive as their economic needs,15 as Eaton 
states, "Once multilateral aid is taken into account there is more evi­
dence that the recipients' needs are an issue."16 

The Arguments against Aid 

Leaving aside questions of motivation, arguments against the effec­
tiveness of aid can be grouped broadly under four headings: 

• Aid has failed and does not contribute to promoting develop­
ment—the result of four decades of well-intentioned assistance is 
continued misery and backwardness. 

• Aid promotes dependency in the recipient countries, which never 
succeed in relying on themselves. 

• Aid is misused, going to the rich elite and corrupt rulers, not to 
the needy in the recipient countries. 

• Trade is better than aid in promoting economic growth. 
It is not surprising to find many opponents of aid using all of 

these arguments, or variants thereof, in addition to motivational and 
political aspects, in making their case against aid. For example, P. T. 
Bauer suggests that the motivation for aid (and a consequence) has 
been to create a North-South confrontation.17 As Bauer and Yamey 
state, "The foreign aid that created [the Third World] did not origi­
nate in pressure from the Third World, but rather was introduced 
and organized by the West. Thus by foreign aid did the West create 
a Third World, and one hostile in itself."18 

The criticism of aid to developing countries also comes from radi­
cal economists who see aid as a form of dependency, promoting 
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repressive regimes that survive thanks to foreign assistance. In this 
respect classical economists have some common ground with left-
sympathizing economists. 

This is by no means the total case against development aid as it 
exists. Many aid practitioners, including this author, have many 
complaints about the frustrations encountered in being more effec­
tive in discharging our responsibilities. These will constitute the 
bulk of this essay. Nevertheless, the summary statements of Bauer 
and Yamey and others are feeding the negative public perceptions 
of development aid because their assessments do not give a bal­
anced picture. Because these four general arguments against aid are 
encountered like a leitmotiv in all public discussions of develop­
ment aid, they will be addressed at the outset of this essay. 

Rebuttal of the Arguments against Aid 

Again, rebutting the four general arguments against aid does not 
mean that there are not many other problems with the mechanisms, 
instruments, and processes of development assistance as it is present­
ly practiced. These will be taken up at length later in this essay. 

Aid Has Failed 

The single most potent argument advanced by those who claim that 
"aid has failed" is the continuing poverty of the developing coun­
tries and their presumed lackluster economic performance "in spite 
of massive aid." This is the first canard that should be laid to rest. 

• In the last four decades the developing countries, as a group, 
have performed better than the OECD countries. They have held 
their own in per capita income growth rate over the period 1953 to 
1988 although they had higher population growth rates (figure 2-1). 

• The best performers among the developing countries (figure 2-2) 
significantly outperformed the best historical performances among 
the OECD industrial countries. It is striking to note that, just as 
Olympic records are improving all the time, the new economic 
champions are going farther, faster, and from a lower base than the 
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old champions. Thus, the Republic of Korea doubled its output per 
person in only 11 years (1966 to 1977), compared to 58 years for the 
United Kingdom (1780 to 1838), 47 years for the United States (1839 
to 1886), and 34 years for Japan (1885 to 1919). 

• The developing countries' performance on the social front far out­
distances anything known in the history of the OECD industrial 
countries. In the clean, wholesome environments of today's Northern 

Figure 2-1. Per Capita Output Growth in the OECD and 
Developing Countries and Significant World Events, 1953-88 
Per capita output growth (percent; five-year moving average) 

OECD Developing countries 

Developing countries excluding 
' China and India • 

1953 1960 

•1957 
European Economic 
Community formed 

1970 1980 1988 

• 1971 
United States ends 
gold convertibility 

1964-67 
Kennedy Round 
of G ATT 

•1960 
Decolonization of 
Africa accelerates 

•1973 
First oil 
price shock 

1981-
International 
debt crisis 

•1979 
Second oil 
price shock 

1986-
Uruguay 
Round of 

GATT 

Source: World Bank, World Development Report 1991: The Challenge of Development 
(New York: Oxford University Press, 1991), 17. 

8 

M 

JU 

2 

4 

4 
d 



FOREIGN AID AND ECONOMIC DEVELOPMENT 17 

democratic Europe, the vivid images of Charles Dickens and the mis­
ery of workers in the nineteenth and early twentieth centuries are too 
easily forgotten. In contrast to the developed nations, in which eco­
nomic transformation invariably preceded social improvements, the 
developing countries are laboring at both economic and social trans­
formation simultaneously. A few statistics eloquently make the case: 

• Life expectancy went up from 41 years in 1950 to 58 years in 
1990, based on 90 low- and lower-middle-income countries 
with populations of more than 500,000. 

• Illiteracy (as a percentage of the population 15 years or older) 
was reduced from 39 percent in 1970 to 29 percent in 1985. 

• Gross enrollments in primary education as a percentage of the 
6-11 age group went up from 78 percent in 1965 to 105 percent 
i n 1990.19 

• Access to safe water, limited to about one-quarter of the devel­
oping countries ' total population in the late 1960s, is now 

Figure 2-2. Periods during which Output per Person Doubled, 
Selected Countries 
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available to about two-thirds of the vastly larger developing-
country population of today. 

• Child immunization, launched by UNICEF in 1974, when 
fewer than 5 percent of the children in developing countries 
were immunized, in 1990 protected 78 percent from measles, 

Box 2-1. The Relentless Battle against Disease 

Much has been done... 

The developing countries have waged a largely successful battle 
against many of the killer diseases once considered endemic in 
many countries: 

• Smallpox: Smallpox, which until recently was a dreadful killer 
with case-fatality ranging from 20 to 40 percent, has been eradicat­
ed by an impressive international effort. No case has been reported 
since one case that occurred in October 1977 in Somalia and the two 
accidental cases that occurred in Birmingham, Alabama, in August 
and September 1978. The worldwide eradication was confirmed by 
the WHO Assembly in May 1980. 

• Yaws: Some forty years ago there were about 100 million active 
cases of this parasitic disease in the developing countries. The mass 
treatment campaigns organized in the 1960s have resulted in sub­
stantial reduction of yaws prevalence in all previously affected 
areas, including Africa, South America, Asia, and the western 
Pacific. Currently, yaws afflicts fewer than 3 million persons in the 
world, and its distribution is patchy and confined to small localities 
in West and Central Africa, Indonesia, and Papua New Guinea. 

• Onchocerciasis: Until recently, experts estimated that more than 
20 million people, mostly in Africa and Central America, were suf­
fering from onchocerciasis. A titanic and continuous effort was 
made in the last twenty years to control this disease. This effort has 
spectacularly reduced the prevalence of infection in the young age 
group (less than fifteen years of age) in the seven West African 
countries in the Volta River basin. 

• Malaria: No accurate data are available regarding the incidence 
of malaria in the developing economies. However, there is a univer­
sal agreement that this disease remains the most important infec­
tious disease in the world. The advent of insecticides in the 1940s 
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82 percent from polio, and 88 percent from tuberculosis. 
• Diseases that used to be endemic, claiming tens of millions of 

lives, have been controlled, even though more remains to be 
done (box 2-1). 

But how much has aid contributed to this overall improved per-

made it possible to organize massive malaria eradication campaigns 
in the 1950s and 1960s. These activities markedly decreased the inci­
dence of malaria in many parts of the world. Malaria has been 
totally eradicated in Europe and in some developing economies, 
such as Taiwan (China) and Cuba. 

• Trypanosomiasis (sleeping sickness): From the 1880s to the 1940s 
African trypanosomiasis, commonly known as sleeping sickness, 
played a major role in both morbidity and mortality in most of Sub-
Saharan Africa. From the late 1950s to the mid-1960s control cam­
paigns were responsible for the significant decrease in incidence 
and prevalence of the disease, even in large countries such as Zaire. 

...butso much still remains 

• Trypanosomiasis (sleeping sickness): Due to various socioeconom­
ic problems, many areas that have experienced significant reduc­
tion in sleeping sickness cases are now experiencing a resurgence of 
the disease. Chagas disease, the American variation of trypanoso­
miasis, is still endemic in many parts of South America. 

• Life expectancy: Despite major improvements in the last four 
decades (albeit with wide variations among countries and regions), 
there is a difference of twenty-five years between the least devel­
oped countries and the most developed countries. 

• Infant mortality rates: There is still an eightfold gap between the 
least advanced and the most advanced countries (117 deaths before 
the age of one per 1,000 live births compared with 14 per 1,000). 

• Maternal mortality rates: Available data show that maternal mor­
tality rates have not improved in many developing countries, in 
which the level frequently exceeds 500 deaths per 100,000 live 
births, as compared to 10 per 100,000 in developed countries. The 
reasons why women die are many and include both technical and 
administrative causes. 

...butso much still remains 
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formance? There have been attempts to analyze the gains and losses 
for both the donor and the recipient due to aid.20 Thus, some empiri­
cal evidence is available to answer the question—does aid work? 

Cassen and others21 and Krueger and others22 have provided the 
most comprehensive evaluations of foreign aid. The major conclu­
sion of the Cassen report is that the contribution of aid to economic 
growth and development depends on the country and the period 
being studied as well as the methods used for measurement and 
evaluation of the aid programs. Cassen suggests that, overall, aid 
has been beneficial to growth if one excludes food aid. This contra­
dicts earlier studies by Mosley and others23 which suggest that aid 
has had no effect on increasing growth rates. Krueger and others 
provide a less positive view than Cassen, but the Cassen report 
argues convincingly that aid has helped reduce poverty although, 
again, the results depend on individual countries and individual 
projects.24 The reason that the findings of such global surveys 
appear cautious is that much of international bilateral aid during the 
cold war was politically motivated and, unlike multilateral aid, was 
not focused on promoting development objectives. This is now 
changing. The arguments on the effectiveness of aid and how to 
increase the efficiency of aid management are the core of the remain­
der of this essay. 

Aid Promotes Dependency 

That aid necessarily promotes dependency is demonstrably false. 
Economies like Taiwan (China) and Korea have received substantial 
amounts of aid but today are economic powerhouses in their own 
right. 

While the case of dependency may arise in specific countries at 
specific times, this premise is not convincing on a global basis. 
Today, except in Sub-Saharan Africa, aid represents such a small 
percentage of GNP that to talk of "dependency" is ludicrous. The 
aid received by Latin America, East Asia, and South Asia represents 
only 0.4 percent, 0.7 percent, and 1.7 percent of their respective 
GNPs. Even if all the assistance promised to Eastern Europe and the 

Aid Promotes Dependency 
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Commonwealth of Independent States (CIS) materialized, it would 
represent only 2 percent of GNP.25 Such small amounts are clearly 
regional averages and mask significant differences by country. 
Nevertheless, they are indicative. As for Sub-Saharan Africa, where 
ODA flows in 1992 were close to 10 percent of GNP, the present 
approach to providing aid is being geared more and more toward 
building capacity and increasing financial self-reliance. 

Aid Is Misused 

There is much truth to this criticism, especially when politically 
motivated bilateral aid was used to support "friendly regimes" in 
the cold war era. This misuse was exacerbated by the lack of trans­
parency of budgets or accountability of governments among the 
recipient countries. Prominent critics such as Bauer and Yamey 
observed: 

Foreign aid does not go to the pitiable figures we see on aid 
posters or in aid advertisements—it goes to their rulers. The 
policies of these rulers who receive aid are sometimes directly 
responsible for conditions such as those depicted. This is 
notably so in parts of Africa and Southeast Asia. But even 
where this is not so, the policies of the rulers, including their 
patterns of public spending, are determined by their own per­
sonal and political interests, among which the position of the 
poorest has very low prior i ty . . . . 

These anomalies or paradoxes are obscured when it is sug­
gested that giving money to the rulers of poor countries is the 
same thing as giving it to poor, even destitute people. Giving 
money to governments is certainly not the same thing as help­
ing the poor. 26 

This issue was pushed to the fore of World Bank concerns under 
the general heading of "governance." Among the mainstream devel­
opment agencies the issue was first joined in 1989 with the publica­
tion of the World Bank's long-term perspective study, Sub-Saharan 
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Africa: From Crisis to Sustainable Growth.27 Much more has been done 
since then.28 

Suffice it to say at this point that whether aid has reached the poor 
is still a matter of controversy. Although Cassen attempts to show a 
direct linkage between aid and poverty alleviation,29 in many coun­
tries, aid, especially politically motivated bilateral aid, has been 
diverted from its original objectives and has failed to reach the poor­
est groups of society. Increased awareness of the political dimen­
sions of aid has led many agencies to openly criticize governments 
and attach political conditionalities to aid disbursement.30 There has 
been a move toward a greater role for nongovernmental organiza­
tions in the use of foreign assistance.31 

Aid versus Trade 

Some have argued that removing trade barriers would transfer 
about $54 billion to the developing countries annually, approximate­
ly equivalent to the total annual official development assistance 
from the OECD countries.32 Hence, trade instead of aid would help 
everyone: OECD consumers would get cheaper goods, OECD taxes 
could be used domestically (or reduced), and the developing coun­
tries would receive the same amount as before. 

This argument is simplistic. The approximately $50 billion that 
freer trade would bring to developing economies would be highly 
concentrated among a few economies: Korea, Mexico, Singapore, or 
Taiwan (China). It would not go to Chad, Ethiopia, or Zambia. 

No, what is needed is both trade and aid. 

The Problems of Aid 

This is not to say that there are no problems with the present scope, 
mechanisms, or effectiveness of aid. Many problems impede better 
use of foreign assistance. Among these are a lack of coordination on 
the part of the donor agencies, unsustainable aid programs, poor 
evaluation of programs that prevents learning from experiences,33 

and the difficulty of reaching the poorest groups because most aid is 
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channeled through government institutions. This is not all; much 
has been learned over the years about what needs to be done differ­
ently. Among these lessons is the necessity of looking at the total 
country performance (not just individual projects) as the basis of 
assessment, with special emphasis on developing human resources; 
using sound macroeconomic policies; keeping development focused 
on reducing poverty; coupling development with environmental 
sustainability; educating women and accelerating positive change 
by making use of their de facto central role in all development-relat­
ed activities; ensuring civil rights and promoting good governance 
anchored in a robust civil society; using a human-centered, market-
friendly policy framework; promoting the private sector within an 
enabling environment, and building local capacity; moving toward a 
better balance between public and private investment; understand­
ing that reform is a long-term battle waged on many fronts; and 
carefully evaluating, and hopefully reducing, military expenditures. 
All of these issues are taken up in the next chapter. 

Cassen found that within a donor nation diversity of aid activities, 
while desirable, could also hamper the cohesiveness of that coun­
try's aid program.34 In many cases there has been duplication of 
effort. The demand of each national donor agency for its own bud­
getary, procurement, and accounting procedures as well as other 
requirements has put t remendous pressure on the management 
capacities of many recipient countries. 

These and similar issues of donor coordination and recipient 
capacity raised in the Cassen report have to a certain extent been 
tackled through the creation of "Consultative Groups" (CGs) and 
"roundtables" for each recipient country. The programs of assis­
tance increasingly are geared to the specific needs of the recipient 
countries. But certainly much more needs to be done to strengthen 
overall aid coordination as well as national management capacity in 
recipient countries. 

To understand why coordination continues to be a major problem, 
we need to survey the many different actors in the field of interna­
tional development assistance in addition to the different kinds of 
aid being proffered to promote development in the developing 
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countries.35 The recent statement of the secretary general of the UN, 
entitled "An Agenda for Development/'36 sets out a comprehensive 
framework for the UN system to help. 

Beyond the UN system, the entire international development com­
munity is now reaching a consensus that aid is most efficiently uti­
lized by countries that are committed to poverty reduction through 
environmentally sustainable development, have strong institutions, 
and manage their economies soundly in fiscal and monetary terms. 
Proper governance, sound budgetary procedures, and an enabling 
environment for private investment and the civil society are part of 
the evolving reality of the developing countries that use aid most 
effectively. Donors, for their part, must ensure that their own poli­
cies and procedures reinforce such trends. 

A learning process is occurring, and it is reasonable to suppose 
that steady progress can be made in improving the effectiveness of 
aid. With the end of the cold war, donors can more readily focus on 
the developmental dimension of aid unfettered by concerns of glob­
al politics or national security. This is a new opportunity to make a 
major step forward in the relations between the developed and 
developing countries. 



3. What We Have Learned 

It is always tempting to try to reduce the most important lessons of 
development to a few key items. But development is a comprehen­
sive and multi-faceted process that transcends simplification to any 
single recipe. Accordingly, without trying to imply a hierarchy of 
importance, the most important lessons we have learned from 
reviewing the experience of four decades of development assistance 
can be grouped under the following headings: 

The Proper Unit of Assessment: The Country 

Although global trends and resource endowment are extremely 
important, the key development decisions are made primarily at the 
country level. Let us take, for example, two Asian countries, both 
allied with the United States, both adopting liberal economic policies, 
both having a large U.S. military presence, both receiving significant 
U.S. aid, both having had dictatorships with varying degrees of cor­
ruption—the Philippines and Korea. Thirty years ago the Philippines 
had three times the per capita income of Korea. Today, Korea has 
more than three times the per capita income of the Philippines. 

In reviewing the evidence for sixty developing countries over 
twenty-three years, the World Bank found that those countries that 
focused on human resource development and had a sound macroeco-
nomic management experienced an annual GDP growth rate that was 
a whopping 2.5 percent higher than those that did neither (figure 3-1). 

It is interesting to note (figure 3-1) that if two countries' GDP were 
100 at the start of the period and one followed sound macro-
management policies and focused on human resource development, that 
country would achieve an annual growth rate of 5.5 percent. If the other 
did neither, it would achieve about 3 percent growth per year. At the end 
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of the 23 years, their GDPs would stand at 342 and 197 respectively, a dif­
ference of 145, a difference almost one-and-a-half times the total GDP of 23 
years earlier. 

Figure 3-1 also shows that if a country performed well on only one 
of the two key indicators, it would achieve an increment of 0.8 per­
cent over a country that followed neither, but good performance on 
both would generate significant synergies and yield an increment of 
2.5 percent, not just of 1.6 percent. 

Recognizing that the country is the critical unit of decisionmaking 
in today's world and that national policies are crucial to everything 
occurring in a country does not mean that there should not be 
major efforts at promoting regional cooperation and, ultimately, 
integration. Farsighted policies must take account of regional reali­
ties and promote the welfare of others as well as that of the country 
concerned. 

Figure 3-1. Policy Distortion, Education, and Growth in GDP, 
Sixty Developing Countries, 1965-87 

Low 
High <4 • Low education 
distortion distortion 

Note: High distortion reflects a foreign exchange premium of more than 30 percent; 
low distortion, a premium of 30 percent or less. Education is measured by the average 
years of schooling, excluding postsecondary schooling, of the population aged fifteen 
to sixty-four. High education is defined here as more than 3.5 years; low education, 
3.5 years or less. 

Source: World Bank, World Development Report 1991: The Challenge of Development 
(New York: Oxford University Press, 1991), 5. 
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Human Resource Development 

Today the central importance of human resource development 
(HRD) is universally agreed. In a series of important reports UNDP 
has highlighted "human development" as a central concept and has 
done some very interesting work to measure a Human Development 
Index (HDI).37 

Ultimately, however, the reasons why some countries are caught 
in the vicious circle of continuing poverty and low HRD tend to be 
institutional, governmental, and political. 

Box 3-1. Ghana: Education Sector Adjustment Promotes Equity 

A series of recent operations have supported Ghana's continuing edu­
cation reform program.1 Adjustment measures have been applied 
under the program, including a reduction in the proportion of sec­
ondary and tertiary boarding students; creation of a bulk purchasing 
system to lower student feeding costs; reductions in nonteaching staff; 
a freeze in the number of teaching posts; fee increases to help cover the 
costs of food, exercise books, and texts; and introduction of a loan 
scheme at the university level. The government also is attempting to 
rationalize the university system by establishing staffing norms, 
increasing student-teacher ratios, and consolidating nonviable pro­
grams and departments. The savings realized through the adjustment 
program have contributed to a substantial increase in basic education 
enrollments, improved allocation of financial resources, curriculum 
development, broad-based training of education staff, development 
and supply of instructional materials, and strengthened supervision. 
The ultimate goal of the three credits is a more cost-effective and equi­
table education system. 

1. World Bank, "Report and Recommendation of the President of the International 
Development Association to the Executive Directors on a Proposed Credit of SDR 
28.5 Million to the Republic of Ghana for an Education Sector Adjustment Credit," 
Report P-4311-GH (Washington, D.C, November 13, 1986); and World Bank, 
"Second Education Sector Adjustment Credit—Ghana," Report P-5244-GH 
(Population and Human Resources Operations Division, Western Africa 
Department, Washington, D.C, April 1990); and internal World Bank report, 1991. 
Source: World Bank, Poverty Reduction Handbook (Washington, D.C, 1993), 7-18. 
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Some projects have addressed these issues (box 3-1), but they are 

frequently stymied by the absence of the proper macroeconomic 

environment. 

The Importance of the Macro Framework 

The lessons of country performance among developing countries 

show that sound macro policies have much to do with performance. 

Evidence gathered by the World Bank by recalculating ex post facto 

the rates of return on 1,200 projects in 60 developing countries over 

21 years (1968 to 1989) shows that in every kind of investment, pub­

lic or private, in every sector, the rate of return increases as macro-

economic management improves (table 3-1). In this analysis the four 

Table 3-1. Economic Policies and Average Economic Rates of Return 
for Projects Financed by the World Bank and the IFC, 1968-89 

Public Public 
Public 

projects 
All agricul­ indus­ in non- All 

Policy All public tural trial tradable private 
distortion index projects projects projects projects sectors projects 

Trade restrictiveness 
High 13.2 13.6 12.1 INSF 14.6 9.5 
Moderate 15.0 15.4 15.4 INSF 16.0 10.7 
Low 19.0 19.3 14.3 INSF 24.3 17.1 

Foreign exchange premium 
High (200 or more) 8.2 7.2 3.2 INSF 11.5 INSF 
Moderate (20-200) 14.4 14.9 11.9 13.7 17.2 10.3 
Low (less than 20) 17.7 18.0 16.6 16.6 19.3 15.2 

Real interest rate 
Negative 15.0 15.4 12.7 12.7 17.9 11.0 
Positive 17.3 17.5 17.0 17.8 17.9 15.6 

Fiscal deficit* 
High (8 or more) 13.4 13.7 11.7 10.3 16.6 10.7 
Moderate (4-8) 14.8 15.1 12.2 21.0 16.8 12.2 
Low (less than 4) 17.8 18.1 18.6 14.1 18.2 14.3 

Note: INSF, insufficient number of observations (fewer than ten) to make inferences, 
a. Percentage of GNP. 
Source: World Bank, World Development Report 1991: The Challenge of Development 

(New York: Oxford University Press), 82. 
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major macroeconomic management indicators taken were the trade 
regime, the exchange rate, interest rates, and the deficit. 

The importance of sound macro-management should also go 
beyond the fiscal balances to ensure proper use of funds being 
expended. Transparency in understanding who pays and who bene­
fits is essential to establish credible policies on such issues as subsi­
dies (see box 3-2). 

The Need for a Poverty-Focused Growth Strategy 

Although it is recognized that growth is "a necessary but not suffi­
cient condition" for development and that poverty reduction is a 
sine qua non for a successful development strategy, some still doubt 
the importance of directly tackling poverty and empowering the 
vulnerable.38 Much as the "trickle-down" theorists of the 1950s used 
to say, they argue that growth by itself is enough. This is miscon­
ceived. World Development Report 1990 provides a clear statement 
that it is difficult to sustain high growth rates if the social dimen­
sions of development are not taken into account. Human Development 
Report 1990 forcefully made the case for focusing on the social 
(human) as well as the economic aspects of development. 

That growth is necessary but not sufficient for development can best 
be shown through the graph in figure 3-2. The graph plots the annual 
GDP growth rates, with the annual percentage reduction in head count 
index for thirteen developing countries. Although the time period and 
length of time are not necessarily the same for all countries, this does 
not affect the stylized facts obtained from the graph. 

From the graph it is possible to see the correlation between growth 
rates and the annual reduction in poverty. Economies with high 
growth rates, such as Costa Rica, Indonesia, Malaysia, Singapore, 
and Taiwan(China) managed to achieve very significant reductions 
in poverty. Put another way, economies with lower growth rates 
have not had notable success in reducing poverty. 

The case of Sri Lanka is instructive. Sri Lanka (along with China) 
is notable for having achieved levels of welfare (measured by infant 
mortality, life expectancy, and other indicators) far ahead of most 
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Box 3-2. Subsidies: Who Pays and Who Benefits? 

Subsidies have always been one of the most favored means for gov­
ernments to address the needs of the poor, but a series of studies in 
several African countries shows that in many cases subsidies have 
not worked. The benefits were "hijacked" by the middle class and the 
lower middle class, especially in urban areas. Meanwhile, the burden 
of financing the cost of the programs has shifted to the really poor, 
especially the farmers. This pernicious situation, in which the poor 
are financing benefits for the less poor, is frequently being defended 
by well-meaning academics and politicians in the name of protecting 
the interests of the poor themselves. 

Exploding this myth is what makes these recent studies so impor­
tant. Take the case of Cote dTvoire's Housing Agency in 1985 (much 
has changed since then, but the facts of that case are instructive): 

First: Like many West African countries, the primary source of 
government revenue in Cote dTvoire was direct and indirect taxa­
tion of export crops (cocoa, coffee) produced largely by poor 
smallholder farmers. 

Second: The government funded many urban subsidy programs, 
such as public housing. One public housing agency managed some 
17,000 units. Low rents were supplemented by a transfer from the 
budget, whose main revenue source was the difference between the 
cocoa and coffee prices paid to the farmers and the world market 
price obtained by the government. 

Third: A detailed survey showed that 86 percent of those living in 
these 17,000 units were above the poverty line. The remaining 14 per­
cent were very close to the poverty line. The bulk of the smallholder 
farmers were below the poverty line. 

To the credit of the country's leaders, when confronted by these facts, 
they acted. While raising rents was not politically feasible, the units 
were sold to the tenants. All the tenants were able to buy the units, and 
the 17,000 units were sold in six months. The reality of Cote dTvoire's 
public housing is not unique. In many, if not most, other countries the 
benefits are not going to the poorest citizens, as intended by the design­
ers of the subsidy programs. Cote dTvoire, however, was unique in 
having the statistical data to document the case and in having a polit­
ical leadership willing to act on these findings. 
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In Ghana the share of revenue by sector going to poor households 
is 24 percent for cocoa, 38 percent for oil palm, 35 percent for ground­
nut, 36 percent for yam/cocoyam, and 26 percent for maize.1 Thus, 
at the margin, every cedi used in raising the producer price of cocoa 
will be divided in the ratio of 1 to 3.2 between poor and nonpoor 
households. The ratio for maize is 1 to 2.8, for oil palm 1 to 1.6, for 
groundnut 1 to 1.9, and for yam/cocoyam 1 to 1.8. The poverty pro­
file shows a much higher subsidy efficiency ratio for the latter three 
crops. Therefore, poverty-sensitive price policy should concentrate 
on oil palm, groundnut, and yam/cocoyam for price increases, on 
cocoa and maize for price decreases. 

In Cote dTvoire, as in Ghana, less than one-third of total rice sales 
is accounted for by poor households.2 However, while the poor con­
tribute only 9 percent to total rice consumption, their share in total 
food consumption is 13 percent. If the choice for agricultural price 
policy is reducing the producer price or increasing the consumer 
price, the poverty profile suggests that increasing the consumer price 
will do least damage to the poor at the aggregate national level. 
Similarly, if the choice is between increasing the producer price or 
reducing the consumer price, the former has priority in a poverty-
focused strategy. 

Today, in an increasing number of West African countries simi­
lar studies are yielding valuable insights into the questions of gov­
ernment expenditures, subsidy policies, and who the real 
beneficiaries are. In Ghana the "Poverty Profile" made it possible 
to assess a whole range of price options on different commodities 
and to show that there may be different ways of spending the same 
money on different goods and services to increase the benefits to 
the poor. 

Is it not time that all thinking people should transcend rhetoric in 
discussing subsidies? Should we not be looking beyond the slogans 
to ask who pays and who benefits? 

1. E. Oti Boateng and others, A Poverty Profile for Ghana 1987-88, SDA Working 
Paper 5 (Washington, D.C.: World Bank, 1990). 
2. Ravi Kanbur, Poverty and the Social Dimensions of Structural Adjustment in Cote 
d'lvoire, SDA Working Paper 2 (Washington, D.C.: World Bank, 1990). 
Source: Ismail Serageldin, "Subsidies: Who Pays and Who Benefits?" Al-Ahram 
(November 14,1991): 4. 



32 NURTURING DEVELOPMENT 

other countries at the same level of per capita income. But because 
Sri Lanka did not pursue adequate pro-growth policies, it has had 
limited success in the speed with which it could reduce the number 
of people living in poverty, as measured by the number of persons 
or households living at incomes below a national poverty line. In 
other words, a country can go only so far in redistributing the avail­
able resources; it must also increase the size of the available 
resources. Thus, Sri Lanka is shown in the graph as having had low 
growth rates combined with low poverty reduction levels. This 
points to the often confusing difference between reduction of 
inequality and reduction of poverty. 

Furthermore, there is ample evidence that redistribution itself is 
much more difficult without growth. Elites are more protective of 
their share of a fixed or stagnating pie. In a situation of rapid growth 
it is easier to direct a disproportionately larger share of the incre-

Figure 3-2. GDP Growth and Incidence of Poverty Trends 
Annual percentage reduction in headcount index 
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ment toward the more disadvantaged groups, thereby simultane­
ously achieving the reduction of poverty, more equitable distribu­
tion, and the rapid expansion of the available resources and options. 
Finally, it is also important to note that no real transformation of an 
economic base is likely to occur in a context of stagnation. 

Indeed, the graph is very compelling in showing the remarkable per­
formance of Taiwan (China) and Singapore, economies that are not 
usually thought of as aggressively pursuing anti-poverty programs. 
The very rapid growth rates of their economies provided sufficiently 
large increments to allow them to deal quite effectively with poverty 
reduction while pursuing the transformation of their productive base. 

Yet, the reading of the graph as a simple relation between growth 
and poverty reduction is only one side of the story. It is far more 
interesting to focus on the differences in country experiences that it 
brings out (see figure 3-3). A vertical line drawn at the 7 percent 

Figure 3-3. GDP Growth and Incidence of Poverty—Differences 

Annual percentage reduction in headcount index 
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Source: Ismail Serageldin, Development Partners (SIDA,1993), 49. 
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growth rate shows many countries with the same (or similar) growth 
rates but with vastly different rates of success in poverty reduction. 
Costa Rica, Malaysia, and Indonesia, with approximately the same 
growth rates as Brazil and Mexico, were able to reduce poverty close 
to three times the rate of Mexico and Brazil (7 to 8 percent versus 2.5 
to 3 percent). This points to the importance of combining an aggres­
sive poverty reduction program with aggressive pro-growth policies 
in designing policy packages. Different policy choices will lead to 
vastly different effects on poverty, growth rates remaining the same. 

It is not hard to conclude that what is urgently required is a com­
bination of pro-growth and anti-poverty policies. 

Hunger and Extreme Poverty 

If a broad-based economic growth strategy is linked to an aggressive 
anti-poverty program, it will help reduce the incidence of poverty 
over time. Indonesia, for example, succeeded in reducing the pro­
portion of the population living below the poverty line from 58 per­
cent to 15 percent in one generation, despite the growth in popula­
tion during that time. However, throughout the world, a significant 
number of people remain extremely poor and go hungry. 

Close to 1.0 billion people still suffer from hunger and malnour-
ishment in the world today. Over 1.1 billion people live on less than 
one dollar a day. Every day, 40,000 people die from hunger-related 
causes. Those who do not die outright are deprived of the most 
basic needs of human existence; their children are stunted in their 
growth and unable to realize the full potential of their genes. 

From this perspective, hunger is surely the most abhorrent physi­
cal expression of absolute poverty for it is imprinted on human flesh 
and bones. Furthermore, it is not only the poor who are degraded by 
that condition; all of humanity is degraded by our tolerance for 
allowing one-sixth or more of the world's population to continue 
living, barely, in such conditions. 

It is shameful for the nations of the world that have achieved so 



WHAT WE HAVE LEARNED 35 

much in so many domains not to be taking the necessary actions to 
remove this blight from the face of the earth. It is all the more 
shameful because so much of the problem is avoidable. The aboli­
tion of hunger in our lifetime is a task to which all people of good 
conscience must rededicate themselves. 

In the last century , some persons looked upon slavery and 
declared that it was unacceptable and unconscionable. They consid­
ered slavery degrading not only to the slaves but to those who toler­
ated its existence. They did not seek improvements in the living and 
working conditions of the slaves; they wanted to abolish slavery 
from the face of the earth. They were called the abolitionists. 

I believe that, like slavery a century ago, hunger today is uncon­
scionable and unacceptable. We must be the new abolitionists, 
those who , from every location and every forum, will do our 
utmost to address this challenge. We must do so, because it is a 
moral imperative. 

Apart from the ethical issues, from an economic and political 
standpoint, we have no choice. It makes no sense to leave so many 
kindred souls living in misery and wretchedness, barely surviv­
ing, when they could be active contributors to the improvement of 
self and society. 

Unfortunately wishing the problem away will not make it disap­
pear. It will require the systematic application of sound economic 
policies, a sustained commitment to investment in human resources, 
and the promotion of policies that support the empowerment of the 
poor. It will require special attention to the needs of women, for the 
empowerment of women is at the core of any sustained action to 
deal with poverty and hunger. It will require sustained commitment 
and cooperation from the international community. It must be 
attacked with a broad-based poverty-reduction strategy, because it 
is extreme poverty, not insufficient food production, that is the 
cause of all hunger. After all, the United States, the world's most 
efficient producer of food on a massive scale, still has some people 
who go hungry. 
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Beyond this double-pronged attack of broad-based growth and 
investment in human resources based on sound macroeconomic poli­
cies, there is clearly a need to support direct intervention to improve 
food security and nutrition and reach the poorest. In recognition of 
these complementary aspects, the World Bank recently released a 
report, The World Bank's Strategy for Reducing Poverty and Hunger: A 
Report to the Development Community, which reaffirms these principles 
and brings together in one place the wide-ranging actions required to 
attack extreme poverty and hunger (box 3-3). It lists, among other 
things, the largely unknown expansion of Bank support for nutrition 

Box 3-3. Actions to Reduce Hunger: The World Bank's Agenda 

• Promote broad-based, employment-intensive growth and 
improved access of the poor to education, health care, and other 
social services by encouraging macroeconomic stability and open­
ness of the trade regime, reducing direct and indirect taxation of 
labor and farm sectors, eliminating anti-employment taxes and 
credit subsidies, and accelerating redirection of social spending to 
education, health care, and other social services. 

• Protect the poor and the hungry in structural and sectoral 
adjustment programs by increasing the income-earning potential 
and livelihood security of the poor, encouraging compensatory 
expenditures for vulnerable groups, improving targeting of food 
subsidies, and ensuring that funding for synergistic primary health, 
nutrition, and targeted food assistance programs remains sufficient. 

• Promote greater beneficiary participation and decentralization 
of functions and fiscal resources to local governments and commu­
nity groups by integrating the lessons from the learning groups on 
participation in the Bank's operations and by strengthening 
accountability of local leaders. 

• Collaborate with other agencies in assisting borrowing countries 
to prepare and finance actions for implementing synergistic, low-
cost, hunger-reducing health and nutrition interventions (including 
reducing vitamin A, iodine, and iron deficiencies) through dietary 
modification, expanded childhood immunization programs, and 
implementation of a program for the control of parasitic infections. 
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projects, which went from nearly $20 million five or six years ago to 
over $680 million last year. Many of these projects have improved peo­
ple's lives. The Tamil Nadu Nutrition Project in India, for example, 
managed to reach 20,000 villages and 3 million children and significant­
ly improved the nutritional level of 50 percent of those children. 

In addition, the Bank has been exploring new ways of supporting 
complementary actions to reach the poorest of the poor. One initially 
promising avenue is to join with other donors to systematically provide 
support to micro-credit schemes that empower the poorest to pull them­
selves up by their bootstraps, such as the National Family Planning 

• Encourage countries to shift to targeted food assistance programs 
that provide food entitlements to children, mothers, or entire families 
identified as being at risk of becoming malnourished or having low-
birth-weight babies through programs of on site feeding, food 
stamps, or free ration cards, rather than take-home food distribution. 

• Assist borrowing countries and implementing agencies in mon­
etizing food aid and making funds available to finance food supple­
mentation programs for nutrition education, micronutrient supple­
mentation, and health. 

• Provide prompt response to drought and famines by integrating 
the impact of drought into country assistance strategies, strengthen­
ing countries' capacities to prepare for drought and to mitigate its 
effects, assisting countries in designing strategies for stabilizing 
prices of staple foods in the event of large, temporary price shocks, 
and improving lending instruments to provide for greater flexibility. 

• Evaluate and provide support for targeted income-generation 
programs in view of country-specific poverty strategies by improv­
ing education, facilitating informal sector activities, expanding 
micro-credit, providing special help for difficult agroclimate zones, 
and promoting land reform. 

• Support agricultural research and extension to ensure long-term 
food supplies and improve rural incomes by emphasizing small 
farmer extension, strengthening national agricultural research sys­
tems, and mobilizing a continued high level of support for the 
Consultative Group on International Agricultural Research. 
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Coordination Board in Indonesia and the Grameen Bank in Bangladesh. 
Undeniably , a sound , broad-based deve lopment s t rategy is 

required to have a significant effect on the reduction of poverty. 
This comprehensive strategy, however, must be supplemented by 
special attention to the needs of the ultra-poor, those who are truly 
hungry, whose condition is beneath any definition of human decen­
cy. It is not just a sensible economic and political and social policy; 
it is a moral imperative. 

Environment and Sustainability 

Awareness of the environment—its strengths and fragility—has added 
a new and critically important dimension to our view of development. 

In much of the developed world, pollution, resource looting, and 
indifference to the future have given way to increasing environ­
mental awareness. Increasingly, we are made aware of the global 
costs of past indifference, costs which may cumulatively trigger 
irreversible damage to our biosphere: the depleted ozone layer with 
its potential to significantly increase the incidence of skin cancer, or 
increasing carbon dioxide emissions and their potential to exacer­
bate global warming. The governments in the industrial countries 
are gradually building the legal and regulatory safeguards to pro­
tect what remains and—as far as possible—regain what has been 
damaged. 

In many developing countries, however, this is not the case. Much 
of Sub-Saharan Africa, for example, suffers from extreme climatic 
conditions, eroding topsoil, diminishing tree cover, and changing 
patterns of wildlife movement, all of which bring severe and imme­
diate problems for the rural population. Indeed, Sub-Saharan Africa 
is suffering from the intertwined nexus of problems relating to 
poverty, rapid population growth and environmental degradation 
(see box 3-4). It is an important reminder of the inseparable link 
between population and environment. Other regions (such as Brazil 
and South Asia) as well as Africa are losing the remaining rain­
forests and their irreplaceable biodiversity. But addressing many of 
these global problems puts the burden of the costs locally, while the 
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Box 3-4. The Population, Agriculture, and Environment Nexus 
in Sub-Saharan Africa 

Rapid population growth, environmental degradation, and slow 
agricultural growth in Sub-Saharan Africa are closely linked. Shifting 
cultivation and transhuman-pastoralism, adapted to low population 
density situations that were common in the Africa of the past, are 
environmentally damaging when population densities become high. 
With high population density, traditional farming and livestock prac­
tices cause soil and forest degradation. Soil degradation causes crop 
and livestock yields to decline, curtailing agricultural growth. Slow 
agricultural growth contributes to slow economic growth and 
inhibits the demographic transition to lower population fertility 
rates. A rapidly increasing population of poor rural people preys on 
the rural environment, wildlife, forests, and land for survival. 

Traditional approaches, which emphasized supplying services and 
technologies, must be complemented by a strategy of promoting 
demand for (1) appropriate agricultural practices and inputs, (2) 
fewer children, and (3) conservation of resources. 
• Demand can be promoted by removing policy that distorts prices 

and incentives away from intensive agricultural production. Only 
intensification of production can accommodate expanded agricul­
tural output with natural resource conservation. Farmers must be the 
actors, and for this they require incentives. 
• More emphasis is required on "sustainable" agriculture involving 

agroforestry, contour farming on slopes, and the use of mulch and 
natural or organic fertilizer (animal manure). Integration of crop and 
livestock on the same farms, including using animal power where 
appropriate, and soil conservation techniques such as terracing, the 
use of grasses, intercropping, and tree farming will all be important. 
Agricultural research and extension should focus much more on 
these types of technologies, and proportionately less on crop variety 
improvement and use of chemical inputs and farm mechanization. 
Women must become the focus of such efforts. 
• The main environmental policies needed are establishment and 

maintenance of conservation areas, taxation and regulation of logging, 
and community participation in management of delicate areas in which 
local communities derive benefits as well as maintain responsibilities. 

(Box continued on the following page.) 
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benefits accrue globally. Hence, a special assistance mechanism was 

required. This was the raison d'etre for the Global Environment 

Facility (GEF) (box 3-5). 

The nineteenth-century model of unfettered expansion often 

Box 3-4 (continued) 

However, successful agricultural intensification that induces rural 
people to settle, combined with much slower population growth, are 
the critical elements for slowing degradation of the rural environment. 
• These conservation and agricultural practices can be joined in land 

use plans, which will be important for promoting intensification of farm­
ing; protect valuable natural ecosystems; and defining areas for forestry 
exploitation, water resource management, and pasture management. 
• To encourage investment and conservation, resource ownership 

and land tenure need to be clarified, giving legal recognition to tra­
ditional common-property management and private ownership and 
reducing state ownership. 
• The most important instruments for promoting demand for 

smaller families will be expansion of educational programs for girls 
and employment opportunities for women and improvment of infor­
mation on health and nutrition, in all cases through the use of com­
munity groups, NGOs, and the private sector. This will be necessary 
if the supply-side measures of family planning are to work. 
• Investing in and maintaining rural infrastructure, especially 

roads, water supply, and sanitation, are needed to improve produc­
tion incentives, agricultural productivity, and health. 
These findings are supported by the experiences of Botswana, 

Kenya, Mauritius, and Zimbabwe, countries in which total (popula­
tion) fertility rates are declining. These countries have a relatively 
dense population on cultivable land, relatively high female education 
rates, relatively low infant mortality, active family planning pro­
grams, among the best performing agricultural sectors, and relatively 
good food security situations. Some success is being obtained with 
natural resource management as well. 

Source: Kevin Cleaver and Gotz A. Schreiber, Reversing the Spiral: The Population, 
Agriculture, and Environment Nexus in Sub-Saharan Africa, (Washington, D.C.: 
World Bank, 1994) 
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Box 3-5. The Global Environment Facility 

The Global Environment Facility (GEF) has been transformed from 
a short-term experimental program into a permanent financial 
mechanism that will provide grants and concessional funds to 
developing countries for projects and other activities that protect 
the global environment. 

The GEF covers four global environmental problems: climate 
change, the destruction of biodiversity, the pollution of internation­
al waters, and ozone depletion. The problem of land degradation, 
in the form of desertification and deforestation, is also part of the 
GEF's remit insofar as it relates to one or more of the main focal 
areas. GEF resources are available only to cover the difference 
between the cost of a project in one of the four focal areas that is 
undertaken with global environmental objectives in mind, and the 
cost of an alternative project that the country would have imple­
mented in the absence of global environmental concerns. 

The governance arrangements adopted for the new GEF contain 
elements of both the United Nations and Bretton Woods institu­
tional models. They include a universal assembly that will meet 
every three years to review the facility's policies. The Council, 
which constitutes the main governing body of the new GEF, will 
meet at least twice a year. It will consist of 32 members represent­
ing 16 developing countries, 14 industrial countries, and 2 countries 
with economies in transition. 

Responsibility for the conduct of the Council's business will be 
shared between an elected chairperson (as is the practice in the UN) 
and the GEF's chief executive officer (the Bretton Woods model). 
The CEO will also be the chairman of the GEF. 

Decisions will be by consensus. When this is not possible, a vote 
may be taken. The GEF will have a "double majority" system requir­
ing a 60 percent majority of all member countries as well as 
approval by donors representing at least 60 percent of contributions. 

The GEF has been replenished with more than $2 billion for com­
mitment over three years. This sum, which is about two and a half 
times larger than the pilot phase core fund that has been committed 
to over 100 projects, is in addition to resources channeled through 
regular official development assistance. The United States is the 

(Box continued on the following page.) 
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became unrestricted exploitation. Plentiful labor and apparently 
unlimited natural resources seemed to justify a period of prodigal 
waste—of people, as well as of other "easily replaceable materi­
als." Benevolent na ture would provide; the mill owner lived a 
comfortable distance from the enterprise. Such a one-dimensional 
view was common. Indeed, the very few who thought different­
ly— Robert Owen, for example—were derided as visionaries long­
ing for Utopia. 

Much has been said about how pollution and development go 
hand in hand. This is not quite true. The situation varies. Different 
types of pollution tend to increase as per capita incomes grow. 
Others peak, then decline (see box 3-6). But these trends are not pre­
ordained. Conscious knowledge of these issues should lead to better 
policies to minimize the negative side effects of old patterns of 

Box 3-5 (continued) 

largest donor, having pledged SDR 307 million ($430 million). 
Japan will be the second largest donor, with some SDR 296 million, 
followed by Germany (SDR 171 million), France (SDR 102 million), 
and the United Kingdom (SDR 96 million). Nine developing coun­
tries have also announced pledges to the GEF. 

The Geneva agreement to fund and restructure the GEF empha­
sizes the importance of leveraging additional resources from other 
sources, including the private sector; broadening the range of part­
ners with access to GEF funds; and making more information avail­
able about the GEF and associated projects. It calls for GEF 
resources to be available for projects sponsored by the regional 
development banks, UN agencies, and national development agen­
cies. Governments also stressed the important contribution that 
national and grassroots organizations can make to the GEF through 
project design and implementation. 

The GEF is intended to be more than a channel for project 
financing. It should integrate the global environment into national 
development; encourage the transfer of environmentally sound 
technology and knowledge; and, crucially, strengthen the capacity 
of developing countries to play their full part in protecting the 
global environment. 
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Box 3-6. Economic Growth and the Environment— 
Friend or Foe? 

Intuition suggests that economic growth causes environmental 
deterioration. Growth requires more raw material and energy 
inputs—causing depletion of natural resources. And growth brings 
more output, which causes more pollution. Fortunately, as in many 
other areas, facts give little support to intuition. Careful statistical 
analysis demonstrates three patterns of relationship between 
income growth and environmental damage. These are illustrated in 
box figure 3-6 (p. 44), which is derived from an analysis of cross­
country data in the 1980s. 

• Some problems decline as income increases. This happens because 
increasing income makes available the resources for society to pro­
vide public goods such as sanitation services and rural electricity, and 
once individuals no longer worry about day-to-day survival, they can 
devote resources to profitable investments in conservation. Polluted 
drinking water, lack of sewage facilities, indoor air pollution, and 
some types of soil erosion are examples of this type of relationship. 

• Some problems initially deteriorate but then improve as incomes rise. 
Most forms of air and water pollution fit into this category, as do 
some types of deforestation and encroachment into natural habi­
tats. This improvement is not automatic; it occurs only when coun­
tries deliberately introduce policies that allow increased income 
and technical progress to address environmental problems. 

• Some problems keep growing as income increases (carbon and nitro­
gen oxide emissions and municipal wastes are examples). The costs 
of abatement are relatively high, while the costs of the damage are 
not yet perceived to be high—sometimes because they are borne by 
someone else. Once again, the key is policy. In most countries indi­
viduals and firms have little reason to reform until the right incen­
tives are put into place. 

Box figure 3-6 does not imply an inevitable relationship between 
income levels and particular problems. Individual countries can 
choose policies that result in much better (or worse) environmental 
conditions than those in other countries at similar income levels, and 
technological progress has enabled countries in recent decades to 
develop in a less damaging manner than was possible earlier. 

Source: Andrew Steer, "The Environment for Development," Finance & 
Development 29 (2) (June 1992): 19. 
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Box Figure 3-6. How Environmental Issues Change 
with Income Levels 
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development and to chart new paths that would embody environ­
mentally sustainable development strategies from the start. In fact 
there is evidence that this is happening; yesterday's problems need 
not be repeated (see figure 3-4). 

There is evidence that pollution is reversible. The rich countries 
have been able to make special efforts to regain lost ground and 
improve the environmental conditions for their citizens, especially 
in terms of urban pollution (see box 3-7). Thus, the poor tend to suf­
fer most from environmental degradation. Figure 3-5 shows how 
soot and smoke are worsening in poor countries and improving in 
middle- and high-income countries. 

This disparity need not be so. Not only can development be envi­
ronmentally responsible, but past mistakes can also be reversed. 
Rivers can be reclaimed, woods can be restored. The environment is 
not only the scene against which development must unfold—it is an 
essential dimension of development. Resources used to improve 
water quality can, for example, be more than regained by the result­
ing lower incidence of water-borne diseases and consequent lower 

Figure 3-4. Yesterday's Problems Need Not Be Repeated 

How technological chance and environmental awareness have resulted 
in reduced soot and smoke emissions in the last two decades 
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Box 3-7. The Poor Suffer Most from Environmental Damage 

Environmental damage can hurt people in three ways: it can harm 
their health; it can reduce their productivity and income; and it can 
spoil their quality of life for aesthetic, recreational, and spiritual 
reasons. The poor suffer disproportionately, particularly from 
health and productivity impacts. 

• It is the poor who suffer from water contamination and lack of 
sanitation. For the most part, it is the poorest 1.7 billion people in the 
world who suffer from unsanitary conditions and the poorest 1 bil­
lion who have no access to piped water. The 2 million infants who 
die each year from such conditions are almost all from poor families. 
Ensuring sanitation and clean water for all—perhaps the greatest 
environmental challenge of the coming generation—would pro­
foundly reduce poverty and human misery. In addition to preventing 
these 2 million deaths, it would result in 200 million fewer episodes 
of diarrheal illnesses annually, 300 million fewer cases of round­
worm, 150 million fewer cases of schistosomiasis, and 2 million fewer 
cases of guinea worm. 

• It is mainly the very poor who cook on open stoves using fuel-
wood, dung, and other biomass fuels. An estimated half billion 
women and children suffer severe health threats from such condi­
tions. Recent studies in Nepal and India of nonsmoking women 
who are exposed to biomass smoke have found extraordinary lev­
els of respiratory disease and premature death compared to male 
heavy smokers. Lack of affordable alternative energy sources is the 
cause. Improved stoves and public health education can play an 
important role, but the solution to this devastating environmental 
problem will be found only in rising incomes and increased access 
to modern energy sources. 

• It is mainly very poor farmers who suffer depletion of their 
soils, not because they are producing too much but because they 
lack the financial resources (and sometimes the technical knowl­
edge) to invest in soil conservation and fertilization. Similarly, it is 
the poorest farmers, denied legal tenure to land or access to exten­
sion and credit services, who, due to large family size and declining 
incomes, are forced to reduce fallow periods and to move onto mar­
ginally productive land and hillsides. 

In each of these cases policies for development and policies for 
sound environmental stewardship are identical. Rising incomes and 
better access to publicly provided services (sanitation, education, 
extension, credit) are absolutely essential for a sustainable future. 

Note: For further discussion see World Bank, World Development Report 1992: 
Development and the Environment (New York: Oxford University Press, 1992). 
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health care costs. Programs for reducing air pollution, reversing 

deforestation, and disposing of waste will produce, along with less­

er financial benefits for polluters, fewer premature deaths, less fre­

quent flooding, and lower rates of disease, respectively. 

Environmental neglect has all too concrete consequences for pro­

ductivity, income, and level of living. Declining fisheries, polluted 

groundwater, silting of ports, rivers, and reservoirs, and acid rain 

carry unacceptably high price tags. These are deplorable in developed 

Figure 3-5. Urban Air Pollution: Average Concentrations 
of Suspended Particulate Matter, by Country Income Group 
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countries; they are intolerable in many parts of the developing world. 
In short, investment in development without equal attention to the 

environment precludes sustainability. The inevitable accumulating 
costs of neglect will eventually drain the benefits expected from 
development-centered initiatives. That both concerns can be integrat­
ed into a coherent general approach is the theme of the World Bank's 

Box 3-8. The Earth Summit Accords, 1992 

• The Rio Declaration on Environment and Development, emanating 
from the "Earth Summit/' The UN Conference on Environment and 
Development (UNCED) in Rio de Janeiro in July 1992, states twenty-
seven basic principles to guide national and international policies. It 
acknowledges that poor countries have a "right to development" and 
that rich countries bear a special responsibility "in view of the pres­
sures their societies place on the global environment." The principles 
cover the link between environment and development, the sovereign 
right of states to exploit their own resources (without damage to oth­
ers), international cooperation in eradicating poverty, women's role 
in sustainable development, and the use of economic instruments in 
environmental and development policy. 

• Agenda 21, UNCED's blueprint for environmental action, aims at 
integrating environment and development. It addresses more than 
100 program areas, including climate change, marine pollution, 
deforestation, desertification, human resources, and sustainable agri­
culture. It will be supported by new financial resources, improved 
access to environmentally sound technologies, and strengthened 
institutional capacity in developing countries. States were called on 
to prepare sustainable development plans outlining their environ­
mental problems, strategies, programs, and priorities for implement­
ing Agenda 21. Support for these programs should use the gamut of 
existing funding mechanisms. 

Agenda 21 also calls for innovative financing to generate new pub­
lic and private flows through greater use of debt swaps, economic 
and fiscal incentives, and reallocation of military resources to devel­
opment. Existing aid consortia, consultative groups, and round tables 
were asked to support these country-based programs by integrating 
environmental and development assistance strategies and by adjust­
ing their membership and operations. UNCED requested the UN 
General Assembly at its September 1992 session to establish an inter­
governmental committee to negotiate an international convention to 
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World Development Report 1992, presented at the United Nations 
Conference on Environment and Development (UNCED) in Rio.39 

UNCED itself marked an important global milestone in which the 
case for "environmentally sustainable development" was universal­
ly recognized. A bold agenda for the future was drafted, and impor­
tant accords were executed (box 3-8). 

combat desertification, particularly in Africa. A Sustainable 
Development Commission will be established under ECOSOC to 
coordinate UNCED results. 

• The Climate Change Convention, signed by 155 countries, aims at 
stabilizing concentrations of greenhouse gases to retard global 
warming. The agreement contains general commitments for all par­
ties but specifies no targets or timetables for emission reductions. 
Industrial countries are required to adopt policies to limit emissions 
and "sources" of greenhouse gases and enhance carbon-absorbing 
"sinks" such as forests. Developing countries' obligations to imple­
ment their commitments depend on the financial resources and tech­
nology available beyond their overriding priorities of economic and 
social development and poverty reduction. This convention became 
effective on March 21,1994. 

• The Convention on Biodiversity, signed by 157 countries, aims to 
protect and sustain the earth's living resources and ecosystems and 
to share the benefits of genetic resources. Parties to it are required to 
identify important areas of biological diversity, conserve diversity at 
the site of origin and elsewhere, regulate access to genetic resources, 
and transfer technology relevant to the conservation and sustainable 
use of biological diversity on mutually agreed terms. Industrial 
countries are called upon to provide financial and technical resources 
to share equitably with developing countries the results of biotechno-
logical research and development originating on their soil. This con­
vention became effective on December 29,1993. 

• The Principles for a Global Consensus on Forests aim to reconcile 
potential conflicts among the objectives of sound management, con­
servation, and development of forests. The principles take into ac­
count the many functions of forests, including traditional uses, as 
well as the potential for their development through sustainable for­
est management. 

Source: World Bank, World Bank and the Environment 1992 (Washington, J 
D C 1992), 9-10. 
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Women's Education and the Role of Women 

That the role of women in development is essential is now widely 
accepted.40 Yet, even though the benefits of such actions are no 
longer contested, obstacles to the empowerment of women persist. 
The obstacles lie in the male-dominated sociopolitical culture. This 
cultural bias, which results in abnormal infant and child mortality 
rates for females in many parts of the developing world,41 is graphi­
cally described in box 3-9. 

The key is female education. Without question, the single most 
effective way to empower women and to reap the social benefits of 
that empowerment is through education. In a recent essay Lawrence 
Summers provides some vivid statistics. The best available estimates 
suggest that each year of additional schooling of women reduces 
under-five child mortality by 10 percent42 and reduces female fertili­
ty by approximately 5 to 10 percent.43 The costs of improving the 
educational status of girls are minimal. Indeed: 

Raising the female primary school enrollment rate of girls to 
equal the male primary school enrollment rate in the world's 
low-income countries would involve educating an additional 
25 million girls each year at a total cost of approximately $938 
million . . . Raising the secondary school enrollment of girls to 
equal the secondary school enrollment rate of boys would 
involve educating an additional 21 million girls at a total cost 
of $1.4 billion. Eliminating educational discrimination in the 
low-income parts of the world would thus cost a total of $2.4 
billion. This represents less than one-quarter of one percent of 
their GDP, less than two percent of their government con­
sumption spending, less than one percent of their investment 
in new capital goods, and less than 1/10 of their defense 
spending.44 

The immediacy of the payoff from increased female education in 
terms of reduction in infant mortality is captured in figure 3-6, 
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Box 3-9. One Hundred Million Women Lost? 

The male/female ratios of the population are largely the result of 
biological determinants. In the OECD countries women comprise 
slightly more than 51 percent of the population. In Latin America 
and Sub-Saharan Africa the ratios range from slightly under 51 
percent to slightly less than 49.5 percent. But in Asia the figures 
are dramatic: women represent 48.5 percent of the population in 
China, 48.1 percent in India, and 47.6 percent in Pakistan—the 
lowest share in the developing world.1 

This discrepancy lies behind a stunning conclusion, first 
advanced by Amartya K. Sen, namely that 100 million women are 
missing. Sen rightly claims that this is "one of the more momen­
tous problems facing the contemporary world."2 The magnitude 
of the problem has been confirmed by Ansley Coale, who used 
slightly different assumptions but arrived at an estimate of 60 
million missing women—still a staggering figure, which as he 
says "confirmed the enormity of the problem."3 

The explanations for the missing women are, fundamentally, 
higher death rates for young girls in societies that discriminate 
against women through neglect and reduced opportunities for 
girls. In some cases selective abortion of female fetuses has been 
reported,4 but it is undoubtedly higher mortality rates at ages one 
to four that account for the bulk of the discrepancies. 

Beyond the moral outrage that such findings rightly generate, it 
is important to emphasize that they reflect societal attitudes inimi­
cal to development because empowering women through educa­
tion and removing obstacles to their full participation in economic 
life demonstrably improves the developmental performance of any 
society. 

Note: See also United Nations Development Programme, Human 
Development Report 1991 (New York: Oxford University Press 1991), 27. 

1. Lawrence H. Summers, Investing in All the People, EDI Seminar Paper 
(Washington, D.C.: World Bank, 1994), 2. 

2. Amartya K. Sen, "Women's Survival as a Development Problem" 
(Comments prepared for the 1700th Stated Meeting of the American Academy 
of Arts and Sciences, March 8,1989); and Sen, "More than 100 Million Women 
Are Missing," New York Review of Books 37 (December 20,1990): 61-66. 

3. Ansley Coale, "Excess Female Mortality and the Balance of the Sexes in 
the Population: An Estimate of the Number of 'Missing Females/ " Population 
and Development Review 17 (3) (September 1991): 517-23. 

4. See Anouch Chahnazarian, "Determinants of the Sex Ratio at Birth 
(Hepatitis B)" (Ph.D. diss., Princeton University, Princeton, N.J., 1986). 
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Figure 3-6. Female Educational Attainment and Decline 
in Infant Mortality, Selected Economies, 1960-87 
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which clearly shows very significant increases in the rate of annual 
reduction of infant mortality as women obtain more education. 

In spite of this compelling evidence, the situation in many devel­
oping countries is sorely lacking. Sahelian Africa is probably the 
region most negatively affected (box 3-10). 

The reasons for continuing low enrollments for girls are many and 
complex, and differ across levels of education and communities. For 
example, in communities in which girls marry young and become part 
of their husbands' families and in which sons are expected to sustain 
their parents as the latter age, parents perceive too few benefits from 
investing in their daughters' education. At the same time the actual 
cost of their daughters ' education is often higher than their sons' 
because the time that girls spend in school is taken away from essential 
household chores. In other communities parents are more concerned 
with their daughters' safety and the propriety of the school environ­
ment than with the economic benefits or costs of the education. This 
concern is particularly pressing when schools are too far from home, 
lack appropriate sanitary facilities, and are staffed with male teachers. 
Finally, in many countries communities are simply unaware of the sub­
stantial benefits that educating girls offers to individuals and society. 

Understanding these constraints on girls' school attendance has 
helped a number of countries design appropriate incentives to 
increase girls' enrollment. Some of the options: 

• Morocco and Nigeria have launched information campaigns to 
encourage families to educate their daughters. 

• Bangladesh, Morocco, and Pakistan have financed scholarships 
or stipends for girls to lower the cost of girls' education. 

• China and India have changed their school schedules and calen­
dars to accommodate girls' participation in the household economy. 

• In Bangladesh and Pakistan, where safety concerns are foremost 
in parents' minds, lessening the distance from home to school, con­
structing closed latrines, establishing all-girl schools, and hiring 
female teachers have addressed important parental objections to 
girls' school attendance. 
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Box 3-10. Female Education in the Sahel 

Despite the known benefits of increased female education, only 19 
percent of women in the Sahel are literate, a rate lower than in any 
other world region. It is not surprising, then, that the Sahel also has 
the highest rates of fertility and child mortality, the lowest life 
expectancy, and the lowest girls' school enrollment rate of any other 
region. Consider the statistics: 

• Individuals born in the Sahel can expect to live only 49 years, 
compared with a Sub-Saharan average of 53, and an average of 60 for 
all developing countries. 

• In the Sahel 21 percent of the children die before the age of 5, a 
rate 30 percent higher than the average for Africa and double the 
average for all developing countries. 

• Fertility rates among women in the Sahel average 6.4, a rate 25 
percent higher than the average for developing countries. 

• Only 35 percent of school-age girls and 52 percent of school-age 
boys are enrolled in primary school, compared with the Sub-Saharan 
averages of 72 and 82 percent, respectively. At the secondary level, only 
8 percent of girls and 16 percent of boys are enrolled, compared with the 
Sub-Saharan averages of 17 and 23 percent. 

If we accept even only part of the evidence that mothers' education 
is strongly linked to increased productivity, lower child mortality, 
and better family health and education, then, undoubtedly, sustained 
economic and social development will be slow in the Sahel unless 
educational opportunities are made more available to girls and 
women. It is within this context that all involved in education should 
place top priority on understanding the obstacles to female enroll­
ment in educational programs and on designing effective measures to 
increase their participation. 

Box Figure 3-10 
Female Literacy in the Sahel Is the Lowest of Any Region . . . 
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Therefore, Child Mortality Is Higher. . . 
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Civil Liberties and the Role of Women 

Where and how do women get more access to education? While 
every society is different and has its unique specificities, it is interest­
ing to note (figure 3-7) that the gender gap in women's access to edu­
cation (measured as a ratio of female to male educational achieve­
ment in a country) is positively correlated with civil liberties. The 
more civil liberties, the more likely that women will come closer to 
men in terms of educational attainment. Figure 3-7 shows the posi­
tive relationship using the work of Gastil for the civil liberties 

Figure 3-7. Association between Political and Civil Liberties 
and Women's Education, Selected Economies, 1973-86 
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index.45 Using the Humana index, the UNDP has similar findings.46 

This leads to a dual conclusion: first, that promoting female educa­
tion is fundamental for reducing infant mortality, and second, that 
the promotion of civil liberties is likely to be helpful in this endeavor. 

This is not an academic, long-term issue. It requires action now. The 
gender gap in today's educational enrollments will hobble develop­
mental efforts twenty years from now. Figure 3-8 graphs the perfor­
mance of various countries in 1985 at reducing infant mortality 
against the average level of educational attainment. As expected, the 
more educated a people, the lower their infant mortality rates. But, 
let us go back twenty years (to 1965), identify the countries that had a 

Figure 3-8. The Effect of the Gender Gap in Education 
on Infant Mortality, 1985 
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large gender gap (less access to education for women), and plot a line 
on the 1985 graph for them alone. A large gender gap is defined by 
an enrollment ratio for girls that is three-fourths or less that of boys. 
If we then do the same for those with a small gender gap (more fair­
ness to women in access to education), we find that while both lines 
slope downward (in other words, less infant mortality for more edu­
cation), the low gender gap countries line is consistently below the 
other. The implication is that a fairer situation twenty years ago 
resulted in a significantly better performance today. 

The situation is even more dramatic when we look at fertility 
decline as opposed to infant mortality. The analysis is the same, and 

Figure 3-9. The Effect of the Gender Gap in Education 
on Total Fertility, 1985 
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the lines in figure 3-9 are to be interpreted in the same way as those 
in figure 3-8. The low gender gap countries line is not only below the 
high gender gap countries line but has a considerably steeper slope. 

All this highlights the absolute urgency to act now to address the 
needs of women today, lest we continue to pay the price of this 
neglect and inequity well into the future. Action to improve the sta­
tus of women will be enhanced by efforts to increase civil liberties. 

Governance and the Civil Society 

The importance of good governance is now well acknowledged.47 

New international efforts against corruption (such as Transparency 
International)48 are being added to well-established, long-standing 
efforts promoting human rights (such as Amnesty International),49 

What we are increasingly learning is that the promotion of good 
governance (as well as better socioeconomic performance) depends 
in large measure on the civil society.50 

Traditional society is generally perceived as being dominated by 
family, clan, or ethnic loyalties. Those cross-cutting associations 
based on occupation or special interests that do exist play a minor 
role. As a modern state evolves, the network of associations becomes 
denser and civil society becomes more multidimensional. If demo­
cratic institutions are to emerge and endure, they must be anchored 
in a robust civil society. Thus part of the challenge of development is 
the nurturing of civil society. 

Although political scientists have long recognized the crucial role of 
civil society in the development process, this dimension has been large­
ly ignored by economists and has been generally absent from the pro­
grams of aid agencies. Institutional development has been conceived as 
a process of strengthening the role of public institutions. This has 
served to reinforce the dominance of the state and to weaken public 
accountability. What is needed is a systematic effort to combat this bias 
by assisting the growth of private sector institutions and nongovern­
mental organizations. This implies a recognition of the value of institu­
tional pluralism and the need for a balance of power between the pri-
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vate and public domains and between central and local authorities. 
The growth of civil society depends on respect for basic human 

rights. It means acceptance of: 
• The freedom of association 
• The freedom of information 
• The rule of law. 

Nurturing civil society is, therefore, an integral part of the pursuit of 
good governance. Indeed, a convincing case can be made that pro­
moting the civic community is essential for nurturing good gover­
nance and effective, sustained socioeconomic development. The 
studies by Robert Putnam on Italy are most compelling (see box 3-
11). It becomes clear that development assistance has a role to play 
in helping nurture the civil society. 

With this end in view, aid agencies should fund specific initiatives 
in support of professional associations, chambers of commerce and 
industry, women's groups, local government, indigenous NGOs, 
and community organizations. This should be done to promote pri­
vate sector and grassroots development as part of a strategy to 
strengthen civil society. 

The Policy Framework 

The best of present thinking indicates that a human-centered, market-
friendly approach is the most effective approach to promoting devel­
opment in a particular country. Such an approach is graphically pre­
sented in figure 3-10. 

This approach focuses on human resource development, at the 
top, where the quality of a trained labor force can meet international 
standards of production and is able to receive the best and most up-
to-date technology that the global economy has to offer. At the same 
time, at the domestic level of national enterprises functioning in the 
microeconomic context of the firm, such trained personnel com­
mand a premium wage and increase the returns to education (there­
by reinforcing the motivation for education and training). 

These same firms, in a sensibly managed economy with a stable 
macro framework that allows and encourages contact with the inter-
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Box 3-11. A Convincing Case from Italy 

In a landmark study presented in Making Democracy Work: Civic 
Traditions in Modern Italy, Robert D. Putnam of Harvard University 
and colleagues have made a convincing case that the existence of 
civic community is not only the precursor and guarantor of good 
governance but also the key to sustained socioeconomic develop­
ment. 

Strong civic community is defined as a preponderance of voluntary 
horizontal associations, in contrast to hierarchical vertical associations, 
and the density of these voluntary institutions, throughout the soci­
ety. A matrix of voluntary horizontal associations is found in pros­
perous, rapidly developing northern Italy while the less developed, 
less effective south is characterized by autocratic vertical institutions. 

But which is cause and which is effect? Does the north have a 
dense network of horizontal institutions (choral societies, soccer 
clubs, parent-teacher associations) because it is rich and can afford 
them? Or is it rich because it has good, responsive government nur­
tured by long-standing citizen involvement in many such volun­
tary horizontal institutions? 

Putnam and his colleagues went back to data from the nineteenth 
century and the beginning of the twentieth century, when the 
socioeconomic structures and levels of development were similar in 
some northern provinces and some southern provinces but the hor­
izontal and vertical slants of their civic associations were differenti­
ated. They tested the hypotheses as to what best explained the 
observed socioeconomic structures and civic institutional structures 
of northern and southern Italy in 1970, when the Italian govern­
ment abandoned its 100-year-old centralized administration and 
created twenty virtually identical regional governments, and what 
would best explain their disparate performance, twenty years later. 

The results of their research are summarized by box figure 3-11 
(p. 62), in which the thickness of the arrows indicates the strength 
of the relationships observed. 

It seems clear that a strong, dense, horizontally structured civil 
society of voluntary associations is very likely to promote good 
governance and nurture sustained socioeconomic performance. 
Development partners would be well advised to nurture a strong 
voluntary civic community to promote sustained development over 
the long term. 

(Box continued on the following page.) 
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national economy, are able to receive investments and capital from 
the global economy as they export goods and services. The links 
between the firms or productive units at the left of the diagram and 
the stable macroeconomy are tight and complex. They involve fiscal 
discipline and appropriate price and tax signals. 

Finally, the macro-management of the economy must have close 
ties to the changing context of the global economy. It must be able to 
withstand shocks and continue to participate in the system of inter­
national trade and to attract capital for investments. 

This general framework is just that: a framework. Strategies for 
each country must dictate the specific measures that are most appro­
priate for its circumstances. No single prescription will be generally 
applicable. What is suitable for Korea may not be applicable to 
Chad, and wha t is appropr ia te for Brazil has little to do with 
Senegal. But all developing countries would be well advised to 

Box figure 3-11. Actual Effects among Civic Involvement, 
Socioeconomic Development, and Institutional Performance 
in Italy, 1900s-1980s 
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Source: Robert D. Putnam with Robert Leonardi and Raffaella Y. Nanetti, 
Making Democracy Work: Civic Traditions in Modern Italy (Princeton, N.J.: 
Princeton University Press, 1993). 
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invest in their human resources and to adopt a set of macro policies 
that would promote a stable (although dynamic) economic environ­
ment which is open to the world economy and provides an enabling 
environment in which each individual and each firm or productive 
unit can blossom to the maximum. 

The Institutional Framework 

Views about the most suitable institutional structures for develop­
ment have varied over time, affected by the prevalent ideologies 
among donors and developing countries and by the emerging 
lessons of experience. Goran Hyden has captured in simplified dia­
grammatic terms the main points of this evolution over the last four 

Figure 3-10. The Interactions in a Market-Friendly Strategy 
for Development 

Source: World Bank, World Development Report 1991: The Challenge of Development 
(New York: Oxford University Press, 1991), 6. 
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decades. In reading the diagram (figure 3-11) one should remember 
that the arrow does not come full circle to the starting point but 
rather rises (into a third dimension) like a spiral, for we all learn from 
past experience, donor agencies, and developing countries alike. 

Fluctuating between an emphasis on management or participation 
(horizontal axis) and the poles of growth and equity (vertical axis), 
Hyden's "map" shows four quadrants, each of which represents a 
dominant paradigm (identified near the intersect of the axes) and a 
preferred institutional actor to promote development. Starting from 
the upper left quadrant and going counterclockwise, we proceed 
roughly along the decades from the late 1950s to the late 1980s. 
Starting with "trickle-down" as a main concept and central govern­
ment as the engine of development, we move past the late 1960s 
toward "integrated development," especially for rural areas, man­
aged by decentralized government administration. 

This integrated approach dominated development projects of the 
1970s. By the late 1970s, practitioners became disenchanted with 

Figure 3-11. Shifts in the Development Paradigm 
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large bureaucracies and large projects as they gave more attention to 
local institutions and structures. The spirit of the times was captured 
by E. F. Schumacher's phrase, "Small is beautiful/'51 Community 
organizations and NGOs became important actors. They have con­
tributed much to development and will continue to do so.52 The 
fourth phase , s tar t ing in the 1980s, went beyond these micro 
approaches and sought systemic improvements by using intermedi­
ary organizations, mostly nongovernmental, to promote among other 
things the growth of local initiatives. The notion of an "enabling 
environment," a phrase coined by the Aga Khan at Nairobi, captures 
the spirit of this approach.53 But, the main conclusion of this ongoing 
search is the recognition that institutional factors are essential in 
understanding how development works, and hence how to promote 
it most effectively.54 Increasingly, development aid agencies are try­
ing to promote both the systemic enabling framework and local 
capacity.55 The Aga Khan Foundation's Rural Support Programme is 
one of the signal successes in this area (see box 3-12). 

Privatization 

The need to adjust the economic ownership structure in which the 
state dominated the economy has led to the need to "privatize" a 
number of state-owned enterprises (SOEs) in many countries. The 
experience with such efforts has been mixed, in that it has proved 
difficult to face the political and social costs of privatization, even 
when the need is clearly recognized, and to maintain a fully trans­
parent process. But the evidence is overwhelming that ownership 
m a t t e r s in p r o m o t i n g p roduc t iv i ty . Figure 3-12 shows the 
productivity-ownership link in China, by province (1985-87). 

But the decision on what to privatize will differ from country to 
country. In a recent survey of the lessons of experience, Kikeri, 
Nellis, and Shirley have provided a framework for decisionmaking 
(figure 3-13).56 The financial returns from privatization can also be 
important (figure 3-14), but this is not always the case. Kikeri, 
Nellis, and Shirley observe: 
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Box 3-12. The Aga Khan Rural Support Programme, Pakistan 

Over the last decade the situation has begun to change radically for 
the better in the high mountain valleys in the Northern Areas of 
Pakistan. The change has been wrought largely by the people them­
selves with help from the Aga Khan Foundation. 

Per capita income for the area's 800,000 people was—and 
remains—way below Pakistan's average. Infrastructure was almost 
nonexistent. The people were scattered and unorganized. And as 
population pressures increased, there was no way of expanding the 
small family holdings without the construction of long irrigation 
channels to bring water down from the melting glaciers and 
streams. The downward economic spiral could be checked only if 
the people could work together to bring more land into cultivation. 

A hybrid approach was forged that drew on the experience of 
collective agriculture in countries such as Japan and Bangladesh 
and on venture capitalism. In 1982 the Aga Khan Rural Support 
Programme (AKRSP) was launched. It identified the central factor 
in the region's decline as the power vacuum created when the fast-
eroding feudal authority of the local chieftains was abolished by 
the central government in 1974. 

"Our principal task is to build institutions, not run projects," says 
AKRSP Director Shoaib Sultan Khan. A representative organization 
was set up in each village to become the vehicle for the collective 
actions to enable villagers not just to survive but to reap the poten­
tial benefits of the opening in 1978 of the Karakoram Highway, 
which links the Northern Areas with the rest of Pakistan and China. 

Staff from the Gilgit headquarters fanned out over the vast 
rugged region on foot, in jeeps, and by helicopter. They called the 
inhabitants together village by village and explained in a series of 
"dialogues" the terms of the proposed social contract. The pro­
gram offers the incentive of a grant toward costs of an initial 
"productive physical infrastructure project" and technical advice 
from its team of experts. The funds purchase construction materi­
als that cannot be found locally and pay a substantial part of 
wage costs. The villagers commit not only to carry out construc­
tion and maintenance but also to regular meetings and a collec­
tive savings program. As expected, the most popular infrastruc­
ture projects have been irrigation channels. Other projects 
include roads and protective dikes. Central to the strategy is that 
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every project has an immediate impact on family income. At the 
same time it provides a new flow of income from which the vil­
lagers generate savings that become the collateral for future col­
lective ventures. Village organization savings amount to 124 mil­
lion rupees, and more than 10,000 villagers have been trained in 
social organization and technology. The program serves more 
than 2,000 village organizations, including more than 500 
women's organizations. 

AKRSP has been adopted as the model for rural support pro­
grams in the North-Western Frontier Province (NWFP) (Sarhad 
Rural Support Corporation) and Balochistan (Balochistan Rural 
Support Programme). It is also the model for the National Rural 
Support Programme (NRSP) of the government of Pakistan, for 
replication in 16 districts of Sindh, Punjab, the NWFP, and 
Baluchistan. AKRSP has attracted bilateral funding from ODA, 
the Commission of European Communities (CEC), the Canadian 
International Development Agency (CIDA), and the government 
of the Netherlands amounting to $40 million for the first half of 
the 1990s, plus a grant of $1 million from the World Bank for 
small enterprise development. AKRSP has also been contracted 
by the government of the Netherlands to help implement a $20 
million water and sanitation program in the Northern Areas 
using village organizations. This project entails mediating rela­
tions between the government and villagers and helping govern­
ment officials understand what villagers can do for themselves. 

In its first evaluation report in 1987 the World Bank gave three 
main reasons for AKRSP's "impressive results": (1) the indepen­
dence of the sponsoring agency from the government's bureaucracy, 
(2) the long-term nature of the program, which permits "the patient 
pursuit of much longer-term institutional and social objectives," and 
(3) bottom-up planning, in contrast to projects that offer a standard 
package of works and improvements on a take-it-or-leave-it basis. 

The record so far is impressive, but, as the Bank's second evalua­
tion in 1990 makes clear, so are AKRSP's challenges over the next 
ten years: adapting its model to be more demand-driven, establish­
ing permanent successor institutions in the Northern Areas and 
Chitral, and reducing its dependence on donor funds and raising 
its level of self-sustainability. 

67 
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Figure 3-12. The Productivity-Ownership Link in China, 
by Province, 1985-87 
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Note: Because of space limitations, only selected provinces are identified. 
Source: Sunita Kikeri, John Nellis, and Mary Shirley Privatization: The Lessons of 
Experience (Washington, D.C.: World Bank, 1992), 21. 

Figure 3-13. Privatization: A Framework for Decisionmaking 
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Privatization revenues have been significant in some develop­

ing countries, particularly in Latin America, where large SOEs 

have been sold [figure 3-14]. But net revenues from SOE sales 

have usually been modest because most transactions have been 

small, the up-front costs associated with privatization (settle­

ment of enterprise debt, unpaid taxes, and transaction fees) 

have been high, and sales have often been on installment 

plans. In Guinea, for example, total assets sold amounted to 21 

billion Guinean francs, of which only 2 billion were paid (as of 

June 1991), as a result of lengthy repayment periods and 

defaults by purchasers. In Ghana only 57 percent of total sale 

proceeds has been paid to date.57 

Ultimately, the lessons from the experiences with privatization are 
perhaps best captured by the checklist provided by Kikeri, Nellis, 
and Shirley (box 3-13). 

The Need for a Public-Private Partnership 

The discredited "statist" ideology should not be replaced by an equal­

ly sweeping confidence in the power of markets and the private sector 

Figure 3-14. Gross Proceeds from Privatization, 1980-91 
(millions ofU.S.dollars) 
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Box 3-13. A Checklist for Privatization 

• The more market-friendly a country's policy framework—and 
appropriate policy is correlated with capacity to regulate—the less 
difficulty it will have privatizing state-owned enterprises and the 
more likely the sale will turn out positively. 

• State enterprises functioning in competitive markets, or in mar­
kets easily made competitive, are prime candidates for privatiza­
tion. Compared with public monopolies, their sale is simple, and 
they require little or no regulation. 

• An appropriate regulatory framework must be in place before 
monopolies are privatized. Failure to regulate properly can hurt 
consumers and reduce subsequent public support for privatization. 

• Countries can benefit from privatizing management through 
management contracts, leases, contracting out, or concessions. 

• The primary objective of privatization should be to increase 
efficiency—not to maximize revenue (for example, by selling into 
protected markets) or even to distribute ownership widely at the 
expense of managerial efficiency. 

• Governments should experiment with "golden shares" and 
partial share offerings to win acceptance for foreign and other buy­
ers, rather than restrict the market by excluding foreign investors 
and favoring certain ethnic groups. 

• Avoid large new investments in privatization candidates: the 
risks usually outweigh the rewards. Rather, prepare for sale by car­
rying out legal, managerial, and organizational changes; financial 
workouts; and labor shedding. 

• Experience shows that labor does not, and need not, lose in pri­
vatization if governments pay attention to easing the social cost of 
unemployment through adequate severance pay, unemployment 
benefits, retraining, and job-search assistance. 

• Ideally, let the market set the price and sell for cash. 
Realistically, negotiated settlements and financing arrangements or 
debt-equity swaps may be unavoidable. 

• In all privatizations in all countries, transactions must be 
transparent. 

Source: Sunita Kikeri, John Nellis, and Mary Shirley, Privatization: The 
Lessons of Experience (Washington, D.C: World Bank, 1992), 11. 
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alone to fulfill all the needs of society. The optimal balance is for the 
state to limit itself to fundamental services that it must provide (such 
as basic human resource development, infrastructure, and the cre­
ation and maintenance of an enabling environment) and leave to the 
private sector the provision and distribution of most goods and ser­
vices. This view of a mix of public and private investment is given 
support by the World Bank's review of 650 projects in 60 developing 
countries over the period 1968 to 1989 as shown in figure 3-15. 

As shown in the graph, assuming reasonable macroeconomic poli-

Figure 3-15. The Share of Public Investment in Total Investment 
and the Rates of Return of Agricultural and Industrial Projects 
Financed by the World Bank and the IFC, 1968-89 
(percent) 

Economic rate of return 
25 

15 25 35 45 55 65 75 

Share of public investment 
in total investment 

Note: Calculated for 650 public and private projects. 
Source: World Bank, World Development Report 1991: The Challenge of Development 
(New York: Oxford University Press, 1991), 86. 

20 

15 

10 

5 Projects implemented under a foreign 
exchange premium of 30 percent or more 

iiiiiiiiiiiiiiiiii^^iiiiii; 
IllillWiiiliiSliiliiili 



72 NURTURING DEVELOPMENT 

cies, it is not true that the less public investment, the better. In fact, a 
low share of public investment results in a lower rate of return, for 
the individual project (or investor) has to absorb the cost of produc­
ing the needed infrastructural support for the productive activity. 
As the public share in total investment rises, so does the rate of 
return. After a certain point, the public sector begins to "crowd out" 
the private sector in terms of access to credit and resources, and the 
rates of return decline again. 

It is noteworthy, however, that if there is no sound macroeconom-
ic management, exemplified in the graph by an exchange rate pre­
mium of more than 30 percent, then the whole effect is swamped by 
the macro distortion and the results are uniformly mediocre. 

In addition, it is important to recognize the potential of the infor-

Box 3-14. Microenterprises in Guinea-Bissau: 
A Tool for Development 

One of the most successful Social Dimensions of Adjustment (SDA) 
programs has been in Guinea-Bissau. The Social Infrastructure Relief 
Project of about $20 million and its SDA component of about $1 mil­
lion have been completed on time, and the IDA credit disbursed one 
year in advance. Analytical equipment was provided to the National 
Research Center, and studies were carried out on women in develop­
ment, food security, microenterprises, and housing. A household sur­
vey (Priority Plus Survey) was carried out and final results 
disseminated. Hundreds of laid-off civil servants have been retrained 
through the Reorientation Unit and have taken new jobs. 

The SDA in Guinea-Bissau wanted to address the problem of 
unemployment through microenterprises and the informal sector. 
Thus, the government requested a study financed through the SDA 
program to determine how to enhance development based on 
microenterprises. This study, which was aimed at understanding the 
composition of the informal sector in Bissau and at describing the 
processes that led to its development, was carried out in 1990 among 
605 enterprises employing 2,129 people. 

These enterprises belong to the service sector (43 percent), industry 
(30 percent), commerce (25 percent), and agriculture (2 percent). The 
typical profile of enterprises in Bissau's informal sector is individual 
enterprises (90 percent), of small scale (70 percent have fewer than 10 
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mal sector, both as a nursery of entrepreneurs and as the primary 
means of employment and self-employment for the poor (see box 
3-14). The creation of an enabling environment to allow the private 
sector to flourish should also apply to the informal sector with its 
myriad microenterprises, with a view to assisting them to grow 
and enter the formal economy. 

Debt and Foreign Direct Investment 

The 1980s witnessed a severe and generalized debt crisis that threat­
ened the integrity of the international financial system and robbed 
many of the developing countries of a decade of growth. The experi­
ence was sobering and demanded a reappraisal of many of the poli-

employees), capitalized at less than $3,000 (78 percent) usually 
supplied by the entrepreneur (71 percent). The majority of the entre­
preneurs are men (90 percent) with little formal education (70 percent 
did not complete primary school, and 20 percent are illiterate) and no 
prior experience in enterprise management who are strongly inte­
grated in the ethnic or family solidarity system. 

On the average these enterprises have been operating for fewer 
than five years with no legal basis, except for the commerce sector (77 
percent are officially registered). Only 10 percent have all infrastruc­
ture and amenities (water, electricity, and telephone), while 50 per­
cent operate with none. However, the majority of these entrepreneurs 
intend to look for financing to invest in new equipment and infra­
structure. In 1989 only 33 percent of these enterprises invested in 
additional equipment, of which 60 percent was in the service sector. 

The study's recommendations to the government were to liberal­
ize fiscal policy, including lowering taxes and increasing availabil­
ity of small credit for investment in new equipment; to train 
entrepreneurs in management, including advice on how to keep 
their household finances separate from their business accounts; and 
to provide incentives for the formation of trade unions and entre­
preneur associations. 

Source: "Estudo de pr£viabilidade da promcxjao e fomento da microempresa 
em Bissau" (Bissau: Minist£rio da Economia e Finan^as, Republica da Guin£-
Bissau, 1991). 
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cies that had led to the crisis. Unsound investments by the debtor 
countries and unwarranted lending by the commercial banks as well 
as by bilateral donors were among the contributing factors. Today, 
with hindsight, it is clear that much of the pain that accompanied 
the necessary restructuring of the countries' debt burden could have 
been avoided by a swifter response by the governments of those 
debtor countries and by an earlier recognition by the creditor coun­
tries that some exceptional measures to reduce the debt burden of 
the poorest countries was necessary. 

Nevertheless, it is also clear that the management of the debt crisis 
in the 1980s did not lead to the collapse of the international financial 
system as had been predicted by many. But if the systemic risk has 
receded, many countries are still not out of the woods, and a new 
round of in-depth restructuring will be required, including substan­
tial debt reduction for the poorest countries in Africa. 

An important development of the 1990s, however, is that financial 
flows have started again from the OECD countries to the developing 
world. This time, however, the flows are private capital, which does 
not involve the creation of a public debt burden. This is a significant 
posi t ive development , which shows that the pursui t of sound 
macroeconomic policies and the creation of an appropriate enabling 
environment are not only essential for growth, but also successfully 
attract foreign direct investment (FDI). 

Just how important FDI can be is illustrated by a few figures. 
Private capital flows reached over $170 billion in 1994. Of these 
flows, about 45 percent were in the form of FDI. The remainder was 
debt and portfolio equity, but, as opposed to the commercial lending 
of the 1970s, it was mainly in the form of bond issues by about twen­
ty of the more creditworthy countries. This represents a market test 
of the ability of these countries to access the capital markets again in 
a voluntary fashion due to renewed confidence following the 
reforms of their macroeconomic policies. The risk of defaults is 
therefore significantly less than it was in the 1980s. Nevertheless, it 
would be foolhardy to ignore the vulnerability of some of the eigh­
teen countries that account for 80 percent of these flows, as the 
Mexican crisis of late 1994 showed. Some countries are accumulating 
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liabilities at a faster rate than their export growth. Others are seeing 
a marked deterioration of their macroeconomic position. These are 
warning flags that must be watched to ensure that the errors of the 
past are not repeated (see box 3-15). On a more systemic level, con­
cerns remain about the volatility of huge capital flows. This will 
require innovative and visionary thinking in the years ahead. 

But the most important element in the emerging picture is the 
approximately $70 billion of annual FDI flowing from the industrial 
countries to the developing countries. The key issue to remember, 
however, is that these flows are susceptible to reversal if the policies 
that made them possible are not sustained. They are both a reward 
for past performance and an inducement to governments to stay the 
course of sound economic management. Success is the best instiga­
tor of further success. 

Will FDI replace the need of the developing countries to receive 
formal ODA transfers? Undoubtedly for some middle-income coun­
tries this may well be the case, but FDI remains concentrated in a 

Box 3-15. Lessons of the Debt Crisis 

Preventing a crisis 
• Prudent lending and borrowing policies should take into 

account vulnerability to external shocks. 
• Building risk-sharing contingencies into financial contracts 

makes crises less likely, and less costly if they occur. 
• External finance for low-income countries must come largely 

from official concessional sources. 
Dealing with a crisis 
• In a solvency crisis, early recognition of insolvency as the root 

cause and the need for final settlement are important in minimiz­
ing the damage. 

• The final settlement of a solvency crisis requires debt and debt-
service reduction. 

• Good domestic policy is the basis for regularization of relations 
with external creditors. 

• The official sector has an important role to play in implement­
ing a final settlement and solving a crisis. 
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limited number of countries, unfortunately, and for the bulk of the 
poorest countries, it will not address the basic issues of investment 
in human resources and in the infrastructure so badly needed for the 
private sector to take off. 

For the foreseeable future, therefore, we will need to see increas­
ing flows of both ODA and FDI, although the former should be 
more targeted and concessional and the latter should broaden its 
scope of activities geographically and sectorally. However, FDI can 
only be encouraged and nurtured. It cannot be mandated. The gov­
ernments and their development partners will therefore have to be 
imaginative in the design of their fiscal and trade regimes and 
unwavering in their support for the creation of the enabling envi­
ronment conducive to sound private-sector investments. This will be 
an important part of the challenge of sound development policies in 
the future. 

Reform: A Comprehensive, Long-Term Process 

How does one move from distorted, inefficient bureaucratic eco­
nomic management toward a market-friendly, human-centered 
development approach? 

Effective reforms to promote sustainable development require 
actions on many fronts. It is not enough just to "get the prices right." 
Economic activity does not occur in a vacuum. The macro environ­
ment must be conducive, without excessive distortions or instabili­
ties. Markets must be monitored. Ownership structures matter, and 
above all institutional structures and the quality of governance are 
essential to provide people the sense of confidence required to 
invest and produce. 

Figure 3-16 summarizes the present consensus on the phasing of 
reforms based on the lessons learned from reforming economies 
worldwide. The time horizon is about ten years and could well take 
longer. The essential aspect is that movement in one area without 
the others is unlikely to be effective. Synergies exist among the vari­
ous measures. The sequencing of the measures is equally important. 
Thus, for example, liberalizing trade without adjusting an overval-
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ued exchange rate is likely to lead to a flood of imports without a 
proper supply response of domestic production and exports. 

Figure 3-16. The Phasing of Reform 

A r e a of re form Year of reform 

0 1 2 3 4 5 6 7 8 9 10 

Macroeconomy $teb8&e Maintain stability 

Markets 

Goods and 

services 

Prices 

Trade 

Distribution 

Labor market 

Financial market 

liberalize 
ittC$t prices Liberalize prices of some necessities (including housing) 

Remove 
OK* 

Adjust tariffs to modest level 

Deregulate hiring 
and firing Liberalize wage bargaining 

Restructure and develop liberalize and privatize 

Ownership 
structure 

Small enterprises 

Large enterprises 

Foreign 
investment 

Develop and privatise 

Evaluate Resttttftate and privatize 

Revise 
regulations 

Government 

Legal framework 

Institutional 
framework 

Social safety net 

Reform legal and regulatory institutions and fiscal adrrunistration 

Meet*****- Institutionalize 

Note: Shading indicates intensive action. QRs are quantitative restrictions. 
Source: W o r l d Bank, World Development Report 1991: The Challenge of Development 
( N e w York: Oxford Unive r s i ty Press , 1991), 146. 
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Finally, the commitment of the authorities and the consistency of 
the application of the reform measures are important ingredients in 
the success of reform programs (box 3-16). 

Box 3-16. For Policymakers Everywhere: 
Seven Lessons in Reform 

Successes provide the dos, failures the don'ts. The specifics of 
reform programs may vary across different regions and stages of 
development, but here are seven general pitfalls to avoid—or, on 
the flip side, seven lessons for better results. 

• Lack of ownership undercuts the program. Programs initiated 
primarily because of the external financing that supported them, 
not because of conviction about their benefits, often have withered 
away for lack of government commitment to carry them through. 
For a program to be viewed as a country's own, nationals need to 
participate in its design and development. Building internal con­
sensus is critical. 

• Flip-flops in reform hurt credibility. Flexibility in policymaking 
is important, but when policies have been reversed capriciously— 
for example, when a tariff reform was soon followed by an import 
surcharge—the private sector has adopted a wait-and-see attitude. 
Subsequently, rather than responding energetically to a new 
reform, private agents act tentatively, if at all. Flexibility is impor­
tant, yet bold, apparently irreversible steps by the government 
build confidence. They are especially needed in countries with a 
record of policy reversals. 

• Institutional demands must not be glossed over. In many coun­
tries, ambitious changes could not be followed through because the 
country lacked trained personnel and adequate institutions: an inde­
pendent judiciary, clearly defined and enforced property rights, and 
a strong central bank. Reform is a complex process of interwoven 
tasks, and there need to be mechanisms for interministerial coordi­
nation to carry them out. The development of institutional capacity 
needs to be emphasized from the outset because institution-building 
takes time and results will not be immediate. In the meantime, it 
helps to implement actions that economize on scarce capabilities— 
such as deregulating domestic markets, liberalizing agricultural 
marketing, and removing quantitative restrictions. 

• Attention to macroeconomic instability is fundamental. 
Continuing fiscal imbalances can derail reforms. Severe macroeco­
nomic instability has caused more than one trade and financial lib-
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The Social Dimensions of Adjustment 

Few issues have generated as much debate in the 1980s as the issue of 
the Social Dimensions of Adjustment (SDA). This was launched by a 

eralization program to fail. In highly inflationary settings, up front 
and drastic reduction of the fiscal deficit is paramount. Many struc­
tural reforms can help: liberalizing agricultural marketing, switch­
ing from quantitative restrictions to tariffs, privatizing loss-making 
state enterprises, and improving tax administration. 

• Vulnerable people must not be forgotten. The social costs of 
inaction are generally much larger than those of adjusting, but it is 
necessary to cushion the effect of adjustment on the most adversely 
affected groups. Cutbacks in public spending can hurt vulnerable 
groups. Reforms that allow agricultural prices to rise help poor 
farmers but often hurt the rural landless and urban poor. Thus, spe­
cial programs of assistance to the poor are needed during the 
reform. Attention to politically powerful groups is also often neces­
sary to sustain the changes. Finally, programs to compensate and 
retrain discharged civil servants are often needed when the public 
sector retrenches. 

• Partial attempts often fail. When domestic deregulation did not 
accompany external liberalization, investment and output respond­
ed slowly. When trade reform did not accompany domestic deregu­
lation, investment went to the wrong sectors. And when tariff 
reduction was not complemented by a broadening of the domestic 
tax base and a reduction in tax exemptions and subsidies, fiscal 
imbalances emerged, threatening the trade liberalization. There is 
thus a premium on taking simultaneous, complementary actions. 

• It pays to be realistic. Policymakers and external agencies need 
to be realistic in preparing the financing plan to support reforms. 
Many countries may also need to reassign funds from low-priority 
to high-priority areas, for example, by switching some expenditures 
from the military to infrastructure and social programs. Realism 
also applies to expectations about what the reform is going to 
achieve. It pays not to promise too much too soon, yet to be loud 
and clear about the importance of reforming—and to contrast the 
outcome of reform with the alternative outcome of not reforming. 
Realistic expectations about the benefits and costs of the changes 
make the sustainability of the program more likely. 

Source: World Bank, World Development Report 1991: The Challenge of 
Development (New York: Oxford University Press, 1991), 152. 
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number of academics and agencies (notably UNICEF) who were con­
cerned that the early adjustment programs launched in the period 
from 1979 to 1984 were excessively focused on macroeconomic stabi-

Box 3-17. The Social Dimensions of Adjustment program 

The Social Dimensions of Adjustment (SDA) program began in 1987 
as an attempt by multilateral agencies and donor governments to 
find ways to assist poor and vulnerable groups affected by the 
adjustment process in African countries. Donors and other agencies 
channeled some $22 million through the World Bank between 1987 
and 1992 to establish and operate the SDA program. The policy 
agenda of the program comprised four lines of action. (1) Poverty 
reduction concerns needed to be addressed in the formulation of 
macroeconomic and sectoral policy, not as an add-on or after­
thought. (2) The virtual absence of any data with which to under­
take economic analysis or distinguish the poor and their traits made 
it imperative to collect accurate data on the living conditions of the 
poor. This was essential both to design effective policies and target­
ed programs and to assess development over time. (3) Social action 
programs and social funds needed to be designed and implemented 
to address the needs of the vulnerable, especially those adversely 
affected by the adjustment process. (4) There was the need to devel­
op capacity locally to undertake poverty analysis and prepare 
poverty-focused programs and follow up on their implementation. 
These mutually reinforcing lines of action became the policy agenda 
of the SDA program, as illustrated in box figure 3-17. 

Since the SDA began, thirty-three countries have asked to partici­
pate. Twenty-one country programs are either ongoing or at an 
advanced state of preparation. Some eighteen donors and agencies, 
along with local governments, have committed $253 million for the 
implementation of these country programs. The African Heads of 
State and Governments singled out this program for laudatory com­
ment at their summit meeting of July 1990 in Addis Ababa (Resolution 
AHG/Res. 8 [XXVI]). The World Bank has gradually mainstreamed 
SDA activities within those of the Bank. The donors to the SDA pro­
gram have requested that they continue to meet semiannually to look 
into broad issues of poverty and social policy in Africa under the new 
name of the Poverty and Social Policy Advisory Committee. 

Source: African Development Bank, United Nations Development 
Programme, and the World Bank, The Social Dimensions of Adjustment in 
Africa: A Policy Agenda (Washington, D.C.: World Bank, 1990), 20. 
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lization, relied unduly on demand management, and had very short-
term time horizons. Such programs, it was argued, would be reces­
sionary and would put the bulk of the cost of adjustment on the poor 
and the vulnerable. There was much truth to these concerns, insofar as 
these early adjustment programs failed to take SDA into account. Yet 
the situation changed rapidly. By late 1983 the World Bank had con­
cluded that adjustment, at least in Africa, was going to be a long-term 
affair. The 1984 report Toward Sustained Development: A Joint Program of 
Action for Sub-Saharan Africa called for a compact between donors and 
those countries that were willing to put their economic house in order 
for a sustained program of support.58 Subsequently, the World Bank 
launched a formal program to take SDA fully into account (box 3-17), 
and the IMF and the World Bank support programs were made consis­
tent with governments' medium-term (three-year) programs through a 

Box Figure 3-17. Social Dimensions of Adjustment: 
The Scope of Country Activities 
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collective instrument called the Policy Framework Paper (PFP). 
The SDA program grew rapidly in importance. Supported by a 

like-minded group of donors, it helped mobilize over $250 million 
for social action programs in diverse African countries undertaking 
structural adjustment. These programs varied in content depending 
on country needs, but they were intended to assist countries such as 
Uganda cope with their formidable social problems in periods of 
economic stringency and adjustment (box 3-18). 

But SDA interventions were not just add-ons to the "main pro­
gram." Far from it. They aimed at introducing the social dimension 
into the heart of the design of macroeconomic strategy. Clearly, the 
success of this objective varied from country to country, but it 
remains a primary objective being pursued by decisionmakers and 
development practitioners everywhere. 

Box 3-18. Uganda: Programme for the Alleviation of Poverty 
and the Social Costs of Adjustment 

As part of its Economic Recovery Programme, the government of 
Uganda has prepared a Programme for the Alleviation of Poverty 
and the Social Costs of Adjustment (PAPSCA). The PAPSCA con­
sists of nineteen targeted initiatives at a total cost of $106 million, of 
which IDA will provide $28 million to finance two components and 
to strengthen the government's capacity to improve social policy 
planning. 

The project will address some of the most pressing social con­
cerns of Uganda's most vulnerable groups. In the short term it will 
use NGOs as implementing agencies to supplement the govern­
ment's limited implementation capacity. The project will help local 
communities to improve primary education facilities by rehabilitat­
ing more than 4,000 classrooms in twelve of the most disadvan­
taged districts. The project also will develop assistance programs 
for widows and orphans—victims of war and AIDS—including 
basic health care, basic education (through scholarships, job skills 
training, and rehabilitation of rural training centers), and nutrition. 
In the Masindi District assistance will be provided to strengthen 
district health personnel and community-based health organiza-
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Aid Coordination 

If duplication, waste, and contradictions are to be avoided, the pro­

liferation of international actors and the wide range of instruments 

needed for development assistance require considerable effort at aid 

coordination. Furthermore, the international partners concerned 

with development in a particular country must try to ensure that 

their collective input, both quantitative and qualitative, matches the 

beneficiary country's requirements in terms of timing and mix of 

aid, for example, balance of payments support, technical assistance, 

and project finance. This goal requires setting out mechanisms for 

coordination among many sovereign states and independent agen­

cies. Consultative Groups (usually chaired by the World Bank) or 

Round Tables (usually chaired by UNDP) have been the preferred 

mechanisms. Recently, the special case of Sub-Saharan Africa has 

tions. The access of urban residents living in hazardous environ­
mental conditions to adequate water supply and sanitation facilities 
will also be improved through one of the project's components. The 
project will complement ongoing community initiatives by creating 
a mechanism to fund the materials, tools, and skilled labor required 
to maintain, rehabilitate, or construct wells, schools, health centers, 
and community access roads. These two subcomponents are 
expected to benefit approximately 400,000 people. 

Through the component for social policy planning the project will 
strengthen the government's ability to design programs and policies 
to protect economically vulnerable groups from the transitory 
impact of adjustment and to facilitate their participation in the coun­
try's economic recovery. The component will provide short-term 
technical support to strengthen and develop social policy planning, 
a statistical data base (through a Priority Household Survey on the 
level and evolution of household socioeconomic conditions), and 
experience in designing and implementing actions to address the 
basic needs of Uganda's most disadvantaged groups. 

Source: African Development Bank, United Nations Development 
Programme, and World Bank, The Social Dimensions of Adjustment in Africa: 
A Policy Agenda (Washington, D.C.: World Bank, 1990), 20. 
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triggered the most ambitious effort at donor coordination on a conti­
nental scale through what is known as the Special Program of 
Assistance for Africa (box 3-19). 

But if aid coordination is imperative in terms of international 
t ransact ions, it is no less impor tant at the level of in-country 
implementation, where the multiplicity of donor agencies with 

Box 3-19. Special Program of Assistance for Africa 

Donors and creditors launched the three-year Special Program of 
Assistance for Africa (SPA) in late 1987 at the urging of the 
Development Committee as an extraordinary response to the prob­
lems facing countries in Africa. To be eligible for SPA assistance, 
countries must have low per capita income levels; they must be 
highly indebted; and they must be willing to implement policy 
reform programs for adjustment and growth. Since its inauguration 
the SPA has become the major mechanism for donors to mobilize 
and coordinate quick-disbursing aid and more concessional debt 
relief to support adjustment in Africa. At their October 1989 meet­
ing SPA donors unanimously concurred to extend the program for 
another three years, from 1991 to 1993. The 1988-90 phase is known 
as SPA1; the 1991-93 phase is SPA2. SPA3, covering 1994-96, was 
launched in October 1993. 

Twenty-three Sub-Saharan African countries initially received 
assistance from SPA during SPA1, but two (Somalia and Zaire) 
later became ineligible because of weak reform efforts. As of 
October 1993 a total of thirty-one countries were eligible. 

The SPA donors meet semiannually to review the financing situa­
tion of member countries meeting with the aim of financing gaps in 
adjusting countries with increased disbursements. Cofinancing 
pledges are one of five components that comprise the resources 
within the SPA framework. The others are: IDA lending; supple­
mental IDA adjustment credits; resources from the IMF's structural 
adjustment facilities; and debt relief. SPA has mobilized $17.5 bil­
lion under SPA1. The donors agreed to US$23.4 billion in financing 
needs for 27 countries in SPA2 (assuming all countries' reform pro­
grams were on track), and have targeted US$34.7 billion for SPA3. 
It is estimated that of this assistance will be untied. Efforts are 
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their varying administrative requirements can paralyze already 
weak government agencies. One promising approach to both coor­
d ina te aid and s t reamline adminis t ra t ive p rocedures du r ing 
implementation is exemplified by the Tanzanian Integrated Roads 
Project (box 3-20). 

being made to increase the efficiency of disbursement of these 
resources through harmonizing and simplifying procurement pro­
cedures and encouraging transparency and accountability in the 
use of funds. 

The SPA has shown that development efforts can be made more 
effective through joint action. There has been a strong demand to 
broaden the range of SPA activities. Although SPA resources 
remain focused in support of adjustment, SPA meetings are becom­
ing fora for discussions of broader issues associated with adjust­
ment. The issues on tha SPA-3 agenda include integrating poverty 
reduction measures into reform programs and public expenditure 
allocations, coordinating support for sector investment programs, 
and strengthening local management and institutional capacity. 

The strong donor support for SPA stems from the evidence that 
domestic policy reforms coupled with adequate financial provi­
sions substantially improve economic performance. For a typical 
country in the second half of the 1980s, exports grew as fast as they 
did during 1966 to 1979, and GDP grew faster. However, economic 
recovery in SPA countries has been diluted by rapid population 
growth and adverse movements in their terms of trade. If popula­
tion growth had been contained at 1980-85 rates and the terms of 
trade had remained unchanged, per capita incomes would have 
grown at 0.9 percent per year during the second half of the 1980s 
instead of barely increasing. 

The performance of SPA countries can also be evaluated in rela­
tion to other groups of low- and middle-income countries. For the 
period 1986 to 1991 the aggregate growth rates of GDP and gross 
domestic investment of SPA economies exceeded those of other 
regions except Asia. This upturn contrasts sharply with the period 
from 1966 to 1979, when all indicators of SPA economic perfor­
mance were the lowest in the developing world. 
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Box 3-20. Tanzania Integrated Roads Project: 
A Unique Experiment in Complex Project Implementation 

At the end of the 1980s the World Bank began to finance new-style 
"integrated transport projects" in Burkina Faso, Ghana, Senegal, 
and Tanzania. The Tanzania Integrated Roads Project (IRP) pre­
sents an exceptional example of streamlining administrative proce­
dures to speed up implementation in difficult field circumstances. 
The total cost for the first phase of the program is about $870 mil­
lion, with financing for over 95 percent already committed or 
pledged from sixteen donors, making this the largest and most 
complex integrated road rehabilitation project in Africa. More than 
$50 million has been set aside for institutional development and 
policy reform, important elements for success. 

The project is assisting the government to (1) develop strong 
management and technical capacity to operate, manage, and main­
tain the road infrastructure and transport services by providing 
well-focused training at all levels; and (2) transform the Ministry of 
Works (MOW) from a construction-oriented (blue collar) ministry 
to an administration and contract management-oriented (white col­
lar) ministry, with the private sector construction industry doing 
the actual maintenance. Steps have been taken to institute a new 
organizational framework and to ensure effective coordination of 
donors and government, which are critical for prompt, efficient 
implementation. Performance budgeting is being installed to 
increase operational efficiency and ensure proper accountability. 

The new organizational framework has been implemented in the 
MOW for planning, managing, and maintaining the road network, 
and greater executive responsibility for carrying out the works has 
been delegated to the ministry's twenty Regional Engineer's Offices 
(REOs). The REOs are responsible for delivering the agreed physi­
cal targets for road rehabilitation and maintenance. Quarterly bud­
gets are only released once performance for the previous quarter 
and programs for the coming quarter have been approved. To sim­
plify the process, procurement authority levels have been increased 
for the regional engineers, and simplified payment procedures 
have been introduced. Interim changes have been made in procure­
ment regulations and supply management procedures for larger 
centralized contracts, and a study has been carried out to recom­
mend comprehensive reform of the procurement system. A UNDP-
financed Principal Transport Engineer and Project Coordinator has 
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been instrumental in building bridges between government min­
istries and agencies and ensuring effective coordination of the six­
teen donors. 

With responsibility for the execution of works delegated to the 
REOs, capacity for maintaining the road network is being 
improved by strengthening the local contracting industry. All reha­
bilitation and an increasing amount of the maintenance are now 
carried out by contract. A construction industry development strat­
egy aimed at local contractors, both big and small, is in place. Local 
contractors already have won two international competitive bid­
ding (ICB) contracts worth about $23 million and an additional 
twelve local competitive bidding (LCB) contracts for road rehabili­
tation and maintenance works. At the other extreme, in several 
regions payments are being made to small truck operators to haul 
gravel for road maintenance. 

Staff motivation is essential for increasing accountability. Within 
the ministry limited incentive payments have already been used 
very effectively, and a more comprehensive scheme is being 
designed and implemented. Career development is a central focus 
of personnel policy, with emphasis on assignments in the regions. 
A significant training program includes selective Master of Science 
and engineering diploma courses and courses in information tech­
nology, accounting, and management for senior management. 

Mid-term review of this project took place in November 1992. 
The long-term goal in ensuring the success of the project is to fur­
ther decentralize road management responsibilities and develop a 
strategy for the management of district and village roads. 

Military Expenditures 

One additional topic that deserves special attention here is military 
expenditures. Not only is there a trade-off between military expen­
ditures and development, but this trade-off operates at three sepa­
rate but interlinked levels: 

• At the level of the OECD countries. The massive expenditures on 
the military during the cold war, which continue to this day, take 
away from potential spending on social and physical infrastructure 
in the North. They also promote a view of global security that relies 
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on military muscle rather than the promotion of global well-being.59 

The end of the Cold War should provide an opportunity to reassess 

the security value to the North of improving levels of well-being in 

the poorer countries of the South. 

• At the level of financial flows. Arms sales continue to be an impor­

tant part of global trade and "aid" (see table 3-2). 

• At the level of the developing countries. There is, to be sure, a legiti­

mate need to provide for defense in all countries, but the level of 

expenditures on the military—compared to social—spending seems 

very high for many countries (see table 3-3). Furthermore, in most 

developing countries, the military has tended to become the govern­

ing elite, or at least an important part of it. The example of Costa 

Table 3-2. Comparison of Military Expenditures, Aid, and Trade Levels, 
1980-88 
(billions of U.S. dollars)  

Industrial Developing 
World countries countries 

Economic aid given 
1980 40.0 29.9 
1988 55.7 53.1 
Arms imports 
1980 35.0 8.2 
1988 48.1 13.6 
Arms exports 
1980 35.5 34.1 
1988 48.9 43.5 
Total merchandise imports* 
1980 1,946 1,369 
1988 2,772 2,070 
Total merchandise exports*** 
1980 1,896 1,240 
1988 2,690 1,983 

a. Figures include reported arms trade. 
b. Exports plus freight and insurance should approximate imports. 
Source: For data on aid and arms, Ruth Leger Sivard, World Military and Social 

Expenditures 1991,14th ed. (Washington, D.C.: World Priorities, 1991), 50. For data on 
merchandise imports and exports, IMF, Bureau of Statistics, Direction of Trade 
Statistics Yearbook 1987 (Washington, D.C., IMF, 1987); and IMF, Bureau of Statistics, 
Direction of Trade Statistics Yearbook 1992 (Washington, D.C., IMF, 1992). 
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Rica, which has formally abolished its military, is instructive: Costa 
Rica leads Latin America in many indicators of social and human 
development. 

Despite the clear trade-offs, and the historical arguments about 
"guns and butter"—of which the public was constantly reminded by 
dedicated researchers60 and NGOs—the subject of military expendi­
tures was not formally tackled in the work of mainstream develop­
ment agencies because of its overtly political nature. Former World 
Bank President Barber B. Conable put the issue squarely on the table 
in his address to the Board of Governors (the finance ministers of the 
world) in 1989 when he said: 

While there is much variation among developing countries, as 
a group low-income countries currently allocate around 20 
percent of central government budgets to defense. In the mid-
1980s military spending in developing countries exceeded 
spending on health and education combined. While many 
components of national budgets have been cut, the $200 billion 
which the developing world spends annually on the military 
has largely been protected. And arms are often a prime source 
of external debt: military debt accounts for a third or more of 
total debt service in several large developing countries. 

Developing countries on one side, and their arms suppliers 
and creditors on the other, must adapt to a world where bud­
gets are tight. It is important to place military spending deci­
sions on the same footing as other fiscal decisions, to examine 
possible trade-offs more systematically, and to explore ways to 
bring military spending into better balance with development 
priorities. In evaluating their military expenditures, govern­
ments should be realistic, but they also should remember the 
human consequences of these choices.61 

For an intergovernmental institution like the World Bank to 
tackle such a delicate issue, however, raised important philo­
sophical, conceptual, operational, and statutory questions.62 This 
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author was an early protagonist of addressing these issues, albeit 

with care and realism.63 Others have addressed these issues in 

the context of development and development assistance.64 Robert 

McNamara suggested that donors limit aid to countries spending 

Table 3-3. Public Expenditure on the Military Compared 
with Social Sectors, 1986 
(percentage ofGNP) 

Military 
expenditure 1.0-1.9.... 

Expenditure on he with and educati 

2.0-4.9 

ion 

Less than 1. Brazil 
Ghana 

Mexico Niger 

1.0-1.9 Nigeria Argentina Ecuador Romania 
Paraguay Bangladesh Guatemala Rwanda 

Cameroon 
Colombia 
Dominican Rep. 

Haiti 
Nepal 
Philippines 

Sierra Leone 

2.0-4.9 Uganda Burundi El Salvador Mali 
Zaire Benin Guinea Myanmar 

Bolivia India Turkey 
Burkina Faso Indonesia Uruguay 

5.0-9.9 Chad Peru United Arab 
China Sri Lanka Emirates 
Pakistan Sudan 

10.0 and above Angola Iraq 

Note: The ranges given in this table are illustrative of the differences in expenditures 
in the different categories; they are not necessarily indicative of precise differences 
across countries because of some differences in definition. The estimates of social 
expenditure do not cover those made by local bodies. 
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more than 2 percent of GNP on defense, except under exceptional 
circumstances.65 Others have also been struggling with ways in 
which this topic could be effectively addressed by aid donors.66 

Whatever the outcome, it is now clear that the issue is finally 
making its appearance in a serious and sustained manner in the 

Expenditure • on health and education 

Barbados 

....5.0-9.9 

Cyprus The Gambia 

10.0 and above 

Costa Rica Luxembourg 

Algeria Jamaica Trinidad and Austria Japan 
Central Malta Tobago Finland Switzerland 
African Rep. Papua New Venezuela Ireland 

Cote dTvoire Guinea 
Fiji Swaziland 

Bulgaria Kenya South Africa Australia Netherlands 
Chile Lesotho Spain Belgium New Zealand 
Congo Liberia Tanzania Botswana Norway 
Czechoslovakia Madagascar Thailand Canada Panama 
Gabon Malawi Togo Denmark Portugal 
German Mauritania Yugoslavia France Sweden 
Dem. Rep. Poland Zambia Germany, 

Hungary Senegal Fed. Rep. 
Italy Somalia 

Bahrain Honduras Singapore United Zimbabwe 
Cuba Korea, Rep. of Tunisia Kingdom 
Egypt Kuwait United States 
Ethiopia Malaysia Yemen, 
Greece Morocco Arab Rep. 

Iran, I.R. of Oman Yemen, Guyana Nicaragua 
Israel Syria P.D.R. Libya Saudi Arabia 
Jordan USSR 

Source: World Bank, World Development Report 199J; &tr€faUenge of Development 
(New York: Oxford University Press, 1991), 142. 



Box 3-21. Military Expenditures and Developmental Interventions 

The costs of ever-more-lethal armaments have skyrocketed during 
the last fifty years. Consider these unit costs:3 

Unit costs of selected military equipment 
(millions of U.S. dollars) 

1985 1993 

1 tank (M-l Abrams) 2.6 3.4 
1 attack helicopter (Apache) (AH 64) 12.9 16.8 
1 fighter aircraft (F-15) 32.8 42.9 
1 fighter aircraft (F-18 E/F) 46.2 60.3 
1 transport aircraft (C-17) 109.9 261.1 
1 guided missile cruiser 
(Ticonderoga class) (CG-47) 878.6 1,147.0 

1 aircraft carrier (CVN-76) 2,726.5 3,561.0 

The cost of the expensive machinery of modern warfare could have 
major alternative uses if the financiers of armaments were willing 
to finance other uses. Consider: 

Unit costs of selected development interventions 
(U.S. dollars) 

1985* 1993c 

1 oral rehydration treatment for 1 ] person, per incidence 
• Production cost .06 .07 
• Commercial cost .07 .08 

Parasite infection treatment 
for 1 primary student for 1 yearb .20-.40 .25-.50 

Textbooks and writing materials 
for 1 primary student for 1 yearb 2-15 2.50-19 

Average primary school teacher 
salary for 1 yearb 1,000-1,600 1,260-2,014 

1 hand-dug well serving 
350-400 people 3,000-5,000 3,000-5,000 

1 borehole, cost to drill, 
serving 350-400 people 12,000-15,000 12,000-15,000 

a. Center for Defense Information, Washington, D.C, March 1993 data. Costs 
include research and development. 

b. Marlaine E. Lockheed and Adriaan M. Verspoor, with others, Improving 
Primary Education in Developing Countries (New York: Oxford University Press, 
1991), 87, 367. Costs are for all low-income economies. 

c. 1993 figures are calculated by inflating 1985 figures. 

92 
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international development debate. New types of aid may have to 
be imagined, for example, in assisting with demobilization efforts 
after wars67 as well as with reconstruction efforts that have long 
been supported by the international community.68 At any rate, the 
opportunity cost of military expenditures is clear (see box 3-21). 

The Importance of Democracy and Human Rights 

Previous sections put the discussion of democracy and human rights 
in the context of the direct or indirect link that could be established 
with conventionally accepted objectives of development policy, such 
as reducing infant mortality or accelerating economic growth. That 
discussion emphasized the promotion of good governance in terms 
of increased transparency, accountability, pluralism, participation, 
and respect for the rule of law. 

This was not a fully satisfactory treatment of a very important 
subject. Yet, it probably represents the most extensive interpretation 
of current mandates of most international and multilateral institu­
tions dealing with development assistance from a purely technical 
perspective. These institutions, including all IFIs (except the EBRD), 
have statutory limits on the extent to which they may take on coun­
try issues that have a clear political dimension. Such restrictions do 
not apply in the case of bilateral assistance or private organizations. 

The issues of democracy and human rights are so important that 
they warrant a different line of argument. I would argue that 
democracy and human rights should be pursued as intrinsically 
desirable objectives, regardless of whether they contribute to devel­
opment as it is conventionally defined.69 

Respect for human rights lies at the core of human well-being.70 

One could conceive of a society of well-fed, healthy, well-educated 
slaves, but surely no one would argue that such an outcome is an 
acceptable objective of our collective development efforts. The 
strongest arguments in favor of democracy flow from the proposition 
that we know of no reliable alternative form of government that is as 
likely to protect individuals from abuse of their basic human rights.71 

Whatever the alleged inefficiencies of democratic decisionmaking 
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processes, they do ensure some measure of accountability. By 
encouraging dissent, democratic decisionmaking, with its checks 
and balances, also protects against dramatic mistakes. Two observa­
tions support this contention: 

First, no major loss of life from famine has occurred in a democrat­
ic country. Despite India's crushing poverty, outright famine has 
been successfully averted. Questions remain about the political sys­
tem's ability to effectively reduce poverty, with its concomitant 
hunger and malnutrition, but that is different from what we now 
know to have happened in China in the late 1950s, even though 
China's subsequent achievements in massive poverty reduction 
remain unmatched.72 

Second, in this century of wars and killing, it is striking that no two 
countries with established democratic systems have fought a war 
against each other. 

If democracy and human rights are generally accepted as desir­
able, what are the possibilities of promoting them in the interna­
tional arena? 

Within the framework of development assistance, we should at 
least ensure that the development programs being supported tend 
to promote participation and the civil society that we know are con­
ducive to good governance and ultimately to the promotion of 
greater respect for human rights. A comprehensive examination of 
effective and far-reaching action to promote democracy and human 
rights is beyond the scope of this essay; nevertheless, one can 
advance some suggestions. 

On Sovereignty 

The present international order is founded on the concept of state 
sovereignty. Sovereignty is defined as: 

• Supreme power, especially over a body politic 
• Freedom from external control, autonomy 
• Controlling influence 
• One that is sovereign, especially an autonomous state.73 

This concept is the basis of almost all aspects of the international 
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order. It implies reciprocal noninterference in internal affairs and 
respect for the territorial integrity of states and of internationally 
recognized frontiers. 

The corollary of sovereignty is the recognition of the right of gov­
ernments that exercise this "supreme power over a body politic" 
and are presumed to be able to exercise their "controlling influence" 
over the affairs of the societies within the territorial boundaries of 
the "sovereign state" in "freedom from external control" to enjoy 
"autonomy." Furthermore, the international order is based on a net­
work of diplomatic and other relations among such governments. 
Formal channels for contacts and dialogue exist for almost all 
aspects of intercourse among nations through these channels among 
governments. Indeed, all undertakings that commit societies eco­
nomically, militarily, politically, and even on such issues such as 
cultural exchanges and human rights, are entered into by govern­
ments, not by some undefined society at large. 

While these arrangements may be unsatisfactory, they appear, like 
democracy, to be the least harmful of all known forms of interna­
tional arrangements for organizing relations between peoples and 
nations. One should therefore approach any questions breaching 
sovereignty with a great deal of caution. 

Aside from the pragmatic "least-harmful" criterion, the philo­
sophical justification of sovereignty is found in the recognition of 
the differences among human societies and the inalienable right of 
each society to organize itself in the manner that suits it best—the 
formalistic expression of peoples' rights to self-determination and 
to freedom from another people's imposition upon them of an 
order to which they do not subscribe. This, of course, was the basis 
of decolonization, independence, and accession of many states to 
full membership in the community of nations. It also raises issues 
about the rights of minorities to secede from existing states and a 
host of thorny questions associated with the relationships between 
sovereign states and minorities within the boundaries of other sov­
ereign states. 

More pertinent to our discussion is that sovereignty is subject to 
certain internationally recognized constraints such as respect for 
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human rights. Such constraints, are enshrined in international 
instruments to which governments have committed their sovereign 
states.74 There are also questions about the legitimacy or representa­
tiveness of existing governments, which lead to issues of de facto 
and de jure recognition of governments, usually as a result of con­
flicting changes of authority within a sovereign state. There is only 
one notable case in which the legitimacy of a government within a 
sovereign state was impugned because of its systemic (not just sys­
tematic) violation of human rights, and that is the Republic of South 
Africa and the General Assembly's vote on the issue of apartheid.75 

It is noteworthy, however, that while impugning the representa­
tiveness or legitimacy of the government in charge, these debates 
have not questioned the issue of sovereignty per se and have sought 
to remedy the situation by using diplomatic and economic sanc­
tions. These were debated and adopted within the existing interna­
tional framework, that is, within and by the community of sovereign 
states. Indeed, one can see in this the legitimating process for con­
flict resolution. 

Hence, in seeking through external intrusion to breach the sover­
eignty of states on issues as political, sensitive, and judgmental as 
the representativeness of an elected government or the boundaries 
between repression and legitimate, maintainable law and order, 
some questions as to the desirability and effectiveness of such an intru­
sion must be raised. 

Breaching Sovereignty 

Sovereignty is not inviolable.76 Indeed, the UN sanctions against 
South Africa illustrate that the community of nations can find the 
internal behavior of a state (in this case, apartheid) to be so contrary 
to the fundamental values of civilized behavior (in this case, respect 
for human rights) that some collective action (in this case, sanctions) 
is justified. These criteria provide the framework for collective 
action breaching sovereignty. The key elements are: 

• Anchoring the basis for judgment and subsequent action in a 
document that is widely recognized as having universal or regional 
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authority and to which the state in question is a party. Examples of 
documents having universal authority are the UN Charter, the UN 
Declaration of Human Rights,77 and the Geneva Conventions. The 
European Community Charter for the EC member states is an exam­
ple of a document having regional authority. 

• Having a recognized mechanism by which collective action 
could be decided on and implemented. This is important if unilater­
al intervention in other states' affairs is to be avoided. The UN 
Security Council is an example of such a mechanism. The European 
model with a parliament and a separate commission is a regional 
and more far-reaching example. It is essential that the legitimation 
of collective action be rooted in the legality of a process to which all 
the relevant states have agreed in advance. 

This approach is far preferable to anything that would leave diffi­
cult questions of governance, human rights, destabilization, and 
security to be dealt with at the level of bilateral relations, if at all. 

International institutions could then agree to support an interna­
tional or a regional consensus within the limits of their statutes if their 
governing boards agree to do so. This approach would have the merit 
of putting the onus for identifying egregious behavior on the collec­
tive decisions of the member states. They could then, as members of 
their international institutions, argue at their boards for support of 
their collective international or regional decisions, to the extent that 
these are consistent with their institutional statutes. This process 
would remove the confrontational and judgmental aspect that a uni­
lateral action by the staff of international agencies would engender. 

The preceding does not mean that those concerned with develop­
ment should do nothing. General advocacy of better governance by 
the international institutions can be very effective and does not 
require any change in statutes. To the extent that one follows the 
path of advocacy, dialogue, and supportive action, the slippery 
slope of unilateral political conditionality will be avoided. It is far 
better to strengthen the hand of domestic, endogenous reform 
movements by force of argument and international support than to 
try to impose changes from the outside, especially when they have 
not gained the formal support of collective international action. 
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Empowerment of the Poor 

We have referred several times to empowerment of the poor as the 
key to successful and sustainable development. The substance of 
empowerment lies in enabling those among the poor who do not 
have access to assets to acquire them. Assets, especially in rural 
agrarian societies, primarily mean land. Empowerment also implies 
increasing the returns on the assets held by the poor, primarily their 
labor (through investments in health, education, and training), as 
well as other assets such as land and equipment (through provision 
of credit and extension). All of this has to be done within a general 
framework conducive to supporting private, small-scale initiative: 
an enabling environment. 

Why has this not happened? Largely because the institutional 
structures of government and the formal institutions of the modern 
economy in most developing countries have not placed a high prior­
ity on reaching the poor. They have frequently claimed that the 
administrative costs of dealing with microenterprises was prohibi­
tive and that the poor were a bad credit risk. Both of these con­
tentions have been effectively challenged by the example of the 
Grameen Bank of Bangladesh (box 3-22). This bank has successfully 
extended credit to the poorest of the poor, over 1.5 million of them, 
almost all landless rural women. With loans averaging $100 or less, 
Grameen has a repayment rate of 98 percent, considerably better 
than most "development banks" that lend to well-off entrepreneurs 
in the developing countries. 

Empowerment of the poor is not a slogan raised by idealistic NGOs 
or by political demagogues. It is a feasible reality, although it remains 
all too rare. At present, examples of successfully replicated schemes 
reaching a large number of individuals, such as the Grameen Bank, 
are few and far between. The paucity of other successes can in part be 
explained by the shortage of persons with the unique qualities of Dr. 
Muhammad Yunus, visionary founder of the Grameen Bank. One can 
only hope that his example will encourage many others to dedicate 
their lives to making similar dreams a reality. In part, it is because of 
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Box 3-22. Empowering the Poorest of the Poor: 
The Grameen Bank of Bangladesh 

The Grameen Bank serves the needs of the poorest of the poor on 
this planet. The landless rural women of Bangladesh account for 
the vast bulk (93 percent) of the bank's approximately 1.5 million 
borrowers, and they are also its owners. Currently, the Grameen 
Bank lends $20 million each month and is working in 32,000 of the 
68,000 villages in Bangladesh. The bank provides loans averaging 
$100 and enjoys a repayment rate averaging 98 percent—far better 
than most "development banks" lending to entrepreneurs in the 
developing countries. 

The Grameen Bank is the result of the dedication of a visionary 
economist: Dr. Muhammad Yunus, who founded the bank and, 
against all odds, has imbued its 12,000 employees with the same 
sense of mission and the same dedication to service that motivates 
him. The success of the Grameen enterprise is a lesson that the most 
formidable obstacles yield to determination. It is a testimonial to 
what confidence in the empowerment of the weak and the margin­
alized can achieve. 

Not only do the Grameen borrowers repay their loans, they pros­
per. One follow-up study has shown that most Grameen borrowers 
take additional loans after repaying their initial loans and improve 
their income levels by as much as 35 percent per year. More impor­
tant, Grameen Bank assists its members in finding self-respect and 
dignity and in becoming agents of development in their immediate 
communities. Grameen members adopt a sixteen-point self- and 
community-improvement program, which appears to be highly 
effective. Grameen provides additional services to its members, 
including some insurance for decent burial and exceptional assis­
tance through mutual support in times of personal or family crises. 

Some argue that Grameen's operations, or at least its programs 
for expanding its network, are not viable without a slight subsidy. 
Whatever the merits of this argument, this writer can think of few 
more deserving avenues for spending public and international 
funds than supporting Grameen and deserving enterprises mod­
eled after it in other countries. 

In an area in which most government programs have failed and 
in which few NGOs have succeeded in expanding the scale of their 
operations, Grameen, banker to the poorest of the poor, is a signal 
success deserving recognition and praise. 
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the absence of an enabling environment in most developing countries. 
It is here that development assistance has a role to play in nurturing 
this enabling environment that will empower the poor and the mar­
ginalized to become the producers of their own welfare. Whether 
development aid is reoriented in this direction will be a major factor 
in increasing the effectiveness of development assistance in the 1990s. 

Involuntary Resettlement 

As we discuss the empowerment of the poor, it is important to rec­
ognize that routine developmental activities can lead to the disem-
powerment and impoverishment of people. This is the result of 
involuntary resettlement of populations for large infrastructure pro­
jects. The World Bank has been a leader in calling attention to this 
problem, and was the first international agency to adopt a formal 
policy on the subject in 1980 (see box 3-23). A recent report by the 
World Bank78 estimated that every year construction projects like 
dams, power stations, and irrigation and transportation systems in 
developing nations lead to the involuntary resettlement of more 
than 10 million people, many of whom lose their land and income. 

Projects financed by World Bank loans account for less than 3 per­
cent of involuntary resett lements for development a round the 
world. By and large, those 3 percent are treated far better than oth­
ers, although not as well as we would hope. 

Involuntary resettlement has been the unpleasant consequence of 
modernization in the developed and developing world. Building 
large-scale projects has always created resettlement problems, from 
the Tennessee Valley dams of the United States to the Aswan Dam of 
Egypt, but the benefits can be spectacular. For example, the multi­
purpose Xiaolandgdi Dam, under construction in China, will create 
about $500 million annually in irrigation, flood and sediment control, 
and power. Those economic benefits will increase up to $900 million 
a year in the dam's thirtieth year. The Xiaolandgdi Dam will protect 
103 million people living in the flood plain of the Yellow River 
Basin. This project is resettling 181,000 people at a cost of $570 mil­
lion—about one fourth the cost of building the dam, but just slightly 



WHAT WE HAVE LEARNED 101 

more than the economic benefits from only its first year of operation. 
Disruptive as they can be in densely settled countries, large-scale 

infrastructure projects are absolutely necessary. More than 2 billion 

Box 3-23. The Bank's Resettlement Policy 

• Involuntary displacement should be avoided or minimized 
whenever feasible, because of its disruptive and impoverishing 
effects. 

• Where displacement is unavoidable, the objective of Bank poli­
cy is to assist displaced persons in their efforts to improve former 
living standards and earning capacity, or at least to restore them. 
The means to achieve the Bank's objective consist of preparing and 
executing resettlement plans as development programs. These 
resettlement programs are integral parts of project designs. 

• Displaced persons should be (a) compensated for their losses at 
replacement cost, (b) given opportunities to share in project bene­
fits, and (c) assisted with the transfer and, during the transition 
period, at the relocation site. 

• Moving people in familiar groups can cushion disruptions. 
Minimizing the distance between departure and relocation sites can 
facilitate the resetters' adaptation to the new sociocultural and nat­
ural environments. The trade-offs between distance and economic 
opportunities must be balanced carefully. 

• Resettlers' participation in planning resettlement should be 
promoted. The existing social and cultural institutions of resettlers 
and their hosts should be relied upon in conducting the transfer 
and reestablishment process. 

• New communities of resettlers should be designed as viable 
settlement systems equipped with infrastructure and services, able 
to be integrated in the regional economic context. 

• Host communities that receive resettlers should be assisted to 
overcome possible adverse social and environmental effects from 
increased population density. 

• Indigenous people, ethnic minorities, pastoralists, and other 
groups that may have informal customary rights to the land or 
other resources taken for the project must be provided with ade­
quate land, infrastructure, and other compensation. The absence of 
formal legal title to land by such groups should not be grounds for 
denying them compensation and rehabilitation. 
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people worldwide still lack access to electricity and are forced to use 
sticks and dung for their energy needs, 1.7 billion lack sewerage sys­
tems, and 1 billion lack access to clean, piped water, resulting in the 
deaths of 2 million to 3 million infants and children each year. 

On a per capita basis, the rich countries are consuming an average 
of 30 times more energy than the low-income developing countries. 
But the developing countries' economies are growing fast, especially 
in East Asia, and population pressures are dramatic in most parts of 
the developing world, particularly in cities. It is inconceivable that 
these citizens would not get more electricity, transport, and services, 
all of which require investments in infrastructure. In this regard, 
small-scale, nondisruptive technologies offer limited scope. The 
moment certain thresholds—for example, urban densities of 400 per­
sons per hectare—are crossed, proper sewerage and sanitation sys­
tems connected to treatment plants are needed. While every effort 
must be made to minimize involuntary displacement and resettle­
ment, it is impossible to eliminate it completely. The population 
densities of most developing countries are very high. For instance, 
Bangladesh, with 120 million persons, covers an area about the size 
of Arkansas, which has only 2.5 million inhabitants. 

So the key is to minimize resettlement hardship through better 
designs and to assist the resettled population in restarting their 
lives. Compassion is called for when dealing with those resettled, 
because people are uprooted from their traditional lands, and their 
life-styles are disrupted. Resettlement, which can be devastating, has 
to be handled with humane concern for those affected, and a dedica­
tion to achieving the reconstitution of the income-earning capacities 
of the resettled populations. 

Bank experience shows that if a government adopts its own 
(national) policy to reintegrate displaced people into the national 
economy, resettlement is successful for more than just Bank-
financed projects. Piecemeal, halfhearted attempts to deal with reset­
tlement by uncommitted governments do not work. For example, 
China has adopted an approach based on its emphasis on employ­
ment. Whenever people must be involuntarily resettled, the govern­
ment commits itself to finding work for them, with responsibility 
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delegated to local officials who know the situation best. This process 
has worked very well (box 3-24). 

The key to sound resettlement is to adopt a people-centered devel­
opment approach, not a property-compensation approach. The 
Wor ld Bank is e n c o u r a g i n g g o v e r n m e n t s to a d o p t such an 
approach. For example, in one 1990 project, 2,800 people in 500 

Box 3-24. China's Shuikou Hydropower Dam 

The first Bank-assisted project in China involving resettlement to 
which the Bank's guidelines on resettlement were fully applied was 
the Shuikou Hydropower Dam project, located on the Min River. It 
is a model for many subsequent projects that require resettlement 
with which the Bank is assisting in China. 

The Shuikou project involved relocating 88 villages belonging to 15 
townships in three counties, and large parts of Nanping City, dis­
placing 20,000 households, with about 68,000 rural and urban people. 

The Chinese government invested years of staff time working on 
the resettlement, with the Bank assisting. Planning put the main 
emphasis on restoring the productive capacity of those being reset­
tled, bringing new land into cultivation for them, creating jobs or 
new commercial opportunities, providing new housing with more 
floor space per capita, and providing new social amenities. 

Detailed provisions were included in the project appraisal report 
and a legal agreement with specific provisions about resettlement 
was concluded between the Bank and the Chinese government. The 
project started in 1987 and the first 1,400 resettlers from the dam's 
site moved to new houses by the end of 1988. 

By the beginning of 1993, six years into project implementation, 
about 67,200 people—or 98.8 percent of the total—had been moved 
to similar or better housing. With the housing compensation and 
materials received—timber, cement, and iron—villagers have been 
able to hire their own contractors and build for themselves new and 
better housing. 

Breadwinners from families comprising 38,000 people have got­
ten new jobs as well. 

Moving people only short distances and building new and better-
constructed schools has preserved many, if not all, social ties and fam­
ily linkages. These connections have helped to cushion difficulties. 
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"squatter" families were to be involuntarily resettled. They were liv­
ing near a river channel scheduled for widening. Compensation 
would have been about $35 per household. Because of Bank objec­
t ions, the government wi thdrew the project from World Bank 
financing, leaving the families with inadequate compensation. In 
con t ras t , a s imilar project in Indones ia (Semarang Dra inage 
Improvement Program) was part of a Bank-assisted program. It 
entailed the displacement of 13,000 people in 2,230 families, of 
whom only 113 had clear legal title to their land. About 1,900 fami­
lies were eventually relocated. The Bank's appraisal mission had 
successfully negotiated the application of Bank policy to this effort. 
The resettled receive, in addition to cash compensation, land, ser­
vices, and infrastructure. Most important, regardless of their former 
status, all those relocated were given title to their new land. 

Several countries and agencies have now adopted resettlement 
policies that parallel those of the Bank. These include the following: 

Brazil. In 1990, the s ta te - run energy company , Electrobras , 
approved resett lement guidelines similar to the Bank's for the 
nation's power sector. These guidelines are intended to be used for 
all 36 new hydroelectric plants in the 1990-99 government plan, not 
just for the two or three dams cofinanced by the Bank. The Brazilian 
government agency in charge of approving new development plans 
has already terminated plans for four projects because they would 
have required the involuntary resettlement of between 154,000 and 
188,000 people. 

The Philippines. The Philippines Urban Development and Housing 
Act of 1992 restricts displacement and mandates participation and 
consultation policies to help those who have to be forcibly resettled. 
It is one of the few such laws in effect in any country. 

Turkey. The government passed a clear law regulating resettle­
ment, and Turkey has been open to policy dialogues with the Bank 
and receptive to improving its existing legal provisions. Because of 
this formal legal framework and the recent improvements in its 
application, the government is able to allocate substantial financial 
resources to resettlement. 

India. Following negotiations with the Bank, India 's National 
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Thermal Power Corporation (NTPC) adopted a Resettlement and 
Rehabilitation Policy in 1993 for all its operations, which set an impor­
tant precedent for that sector. The policy emphasizes the principle of 
income restoration and guarantees specific entitlements to resettlers 
not previously provided in displacements caused by NTPC projects. 

Gujarat State, India. Extensive negotiation between the Bank and the 
government of Gujarat over serious problems affecting the implemen­
tation of the Narmada Sardar Sarovar project have resulted in signifi­
cant improvements in Gujarat's legal regulations for resettlement, 
which now formally grants displaced people certain important enti­
tlements. These improved regulations, however, apply only to the 
specific project and not to similar ongoing projects in Gujarat State. 

Adoption of sound resettlement policies and approaches 
requires avoiding involuntary resettlement whenever feasible, and 
where unavoidable, reducing its magnitude. Some significant 
examples follow. 

Indonesia. The Bank policy produced a workable compromise 
between the government's desire for optimum power capacity for 
the Saguling Dam project and the need to reduce involuntary reset­
tlement among people living near the project. The redesign of the 
initial engineering proposal lowered dam height from 650 to 645 
meters, reducing displacement from 90,000 to 55,000 people, with 
only a small loss of power. 

Thailand. Resiting of the Pak Mun Dam from a location that would 
have displaced more than 20,000 people to an alternative site has 
reduced displacement to about 4,000 people. 

Ecuador. The redesign of canal layouts in the Guayas Flood 
Control Project has lowered displacement from more than 3,000 peo­
ple to none at all. 

China. The Shanghai Sewerage Project, by using tunnels rather 
than surface channels to lay pipes and by resiting the main pipeline, 
reduced the anticipated resettlement from 2,700 to 1,400 households. 

Cote d'lvoire. The government's initial proposal for the Forestry Sec­
tor Project, if accepted, would have displaced 100,000 to 200,000 peo­
ple. Alternative approaches lowered this number to 40,000 people and 
set substantively different and improved standards for their location. 
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Working on the Long-Term Issues: 
The Example of Agricultural Research 

Many problems of development are so pressing that we are tempted 
to concentrate all our efforts on immediate action. Long-term issues 
tend to be shunted aside in the pursuit of immediate impact. Yet the 
environmental problems that we are witnessing today are the result 
of inadequate attention to these matters a generation ago, and many 
of the key developmental issues are of a long-term nature. Patient 
and consistent effort will be required for many years before the full 
effect of such important investments will be seen. Such investments 
are nonetheless pressing. Population, education, and global environ­
mental issues are but some of the more obvious ones. 

Less obvious, but as important for the developing countries, is 
agricultural research. Agriculture is an essential sector in develop­
ing countries both for promoting growth and for reducing poverty 
and hunger. Agriculture is the area where the interface between 
human activity and the environment is most pervasive, for both 
good and ill. Bad agricultural practices lead to soil erosion, defor­
estation, pollution from the excessive use of pesticides and fertil­
izers, and impoverishment. Good agricultural practices can con­
serve biodiversity, protect the natural capital and ecosystems on 
which we all depend, and reduce poverty and hunger. The key is 
strong agricultural research and extension systems. Research is 
important because agricultural activity is highly localized and 
requires adapted varieties and farming practices, and extension 
because the best research will be useless if it does not reach and 
become accepted by the millions of small farmers throughout the 
developing world. 

But agricultural research is a very long-term enterprise. It takes 
about eight to twelve years of research to produce a new crop vari­
ety. Research cannot be turned on and off like a faucet: it requires 
continuity of funding. Unfortunately, with today 's constrained 
budgets and prevailing attitudes toward aid in general, it is not 
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always easy to get this sustained long-term commitment of donors 
to research objectives that would benefit the very poor in the 
world. 

A spectacular success story in this area has been the impact on 
d e v e l o p m e n t of the Consu l t a t i ve G r o u p on In te rna t iona l 
Agricultural Research (CGIAR). The CGIAR is a voluntary associa­
tion of donors supporting a research agenda focusing on internation­
al public-goods research, which is executed through seventeen inter­
national research centers. The CGIAR was largely responsible for the 
spread of new varieties of wheat, rice, and maize that, combined with 
the extension of irrigation and other factors, produced the "green 
revolution." The CGIAR represents a model of voluntary internation­
al cooperation for pursuing important research goals for humanity. It 
is apolitical, dedicated to excellence, and well focused on promoting 
sustainable agriculture for food security. It deals with the orphan 
crops that are of primary interest to the poor, not the cash crops that 
governments and the private sector have supported. It addresses the 
problems of agriculture in ecological zones where the poor tend to 
reside (tropical, semi-arid, arid, and mountain zones). The CGIAR 
has many success stories to its credit (see box 3-25). 

To preserve the world's heritage of plant resources, the CGIAR 
has built ex situ collections of over 600,000 samples. CGIAR gene 
banks hold some 3,000 species of plants, of which more than 200 are 
major crops or forages. These collections are held in trust for 
humanity and are freely available to plant-breeders and other users 
throughout the world. Each year, over 120,000 samples from the in­
trust collections and some 500,000 samples of improved materials 
are distributed, mostly in developing countries, for use by scientists, 
national agricultural research systems (NARS), and farmers. In 
addition, the CGIAR has sponsored the preservation of more than 
150 species in the gene banks of some 450 non-CGIAR institutions. 

We need to reinforce the CGIAR and build stronger links between 
it and NARS scientists and other actors involved in agricultural 
research in developing countries. We need to find other opportuni­
ties to build such cooperation. 
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Box 3-25. Consultative Group on International Agricultural 
Research 

The CGIAR, established in 1971, is a voluntary association of 42 
donors, with the World Bank, FAO, UNDP, and UNEP as cospon-
sors, supporting 16 international agricultural research centers dedi­
cated to the promotion of sustainable agriculture for food security 
in developing countries. Productivity and natural resource man­
agement are twin pillars of research. Food crops, forestry, livestock, 
irrigation management, marine resources, and services to national 
agricultural research systems in developing countries are included 
in the research agenda of the CGIAR. Research covers commodities 
that provide 75 percent of food energy and a similar share of pro­
tein requirements in developing countries. Production in develop­
ing countries would be poorer by several 100 million tons a year of 
staple food without CGIAR-supported research. 

Following are some highlights. 
Wheat and rice. High-yielding wheat varieties developed at 

CGIAR centers are grown on over 50 million hectares of the 69 mil­
lion hectares of wheat land in developing countries, including 
China. In the major rice-producing countries of Asia and Latin 
America, modern CGIAR-developed rice varieties are planted on 
between 80 and 100 percent of the total rice area. 

Other crops. Steady progress has been made in the production of 
disease-resistant, high-yielding varieties of millet, sorghum, potato, 
sweet potato, forages, and livestock. Africa's cassava yields dou­
bled in the past six years as a result of farmers adopting new vari­
eties from CGIAR centers. Currently, cassava cultivars with an 
even higher yield potential are being tested by farmers. Over half 
the beans grown in Argentina, Costa Rica, Cuba, Guatemala, and 
Rwanda are derived from CGIAR varieties. 

Crop protection. Integrated pest management programs and biologi­
cal control methods are saving crops from destruction while 
enabling farmers to reduce the use of pesticides. For every dollar 
spent by the CGIAR's cassava mealybug biological control program 
in Africa, African farmers annually reap $149 in increased food pro­
ductivity. In Asia, Indonesia has used pest-resistant rices drawn from 
cooperative research efforts as the foundation of a highly successful 
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integrated pest management program that saves the country some 
$100 million annually in pesticide expenditures. Of the major food 
crops, potato requires the heaviest application of pesticides. The use 
of pesticides is reduced, however, by the development of a "hairy 
potato" plant resistant to a wide range of insect pests. 

Institution building. The CGIAR has strengthened national 
research systems through consultation, research, and training. Over 
45,000 developing-country scientists have received training in or 
through the CGIAR system from the CGIAR's inception through 
1989 (the last year in which a survey was conducted). 

Investment returns. A recent study on the impact of international 
agricultural research in Latin America showed that the $22.3 mil­
lion spent in 1990 by the three Latin America-based CGIAR centers 
on beans, maize, rice, and wheat research returned over $1 billion a 
year to the region in terms of increased production, roughly forty-
six times the research investment. 

Environmentally Sustainable Development: 
Paradigm of the 1990s 

Bringing together the various strands of the lessons learned in the 
last four decades of development theories and practical applica­
tion, it is clear that "Sustainable Development" is the key phrase 
that captures the orientation of current and future efforts at pro­
moting development. 

For a first cut at an operational definition of sustainable develop­
ment, we may begin with the Brundtland Commission's statement: 

Sustainable development is development that meets the needs 
of the present without compromising the ability of future gen­
erations to meet their own needs.79 

The Brundtland Commission points out that this definition contains 
within it two concepts: 

• Needs, in particular the essential needs of the world's poor, to 
which overriding priority should be given 
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• Limitations, imposed by the state of technology and social orga­
nization on the environment's ability to meet present needs. 

To give special emphasis to the nonsocioeconomic aspects of 
development, the World Bank has added the environmental qualifi­
er, to yield "environmentally sustainable development" (ESD). ESD 
was very much the theme of the 1992 Rio Earth Summit and has 
been one of the themes that governed the recent reorganization of 
the World Bank when as of January 1, 1993, this author was named 
vice president for environmentally sustainable development. The 
UN has also reorganized itself and created a Special Commission for 
Sustainable Development. Nitin Desai, deputy secretary-general for 
the UN Conference on Environment and Development (UNCED), 
has been named UN under-secretary general for policy coordination 
and sustainable development. 

What does this slogan, "environmentally sustainable develop­
ment," mean? 

Figure 3-17. Objectives of Environmentally Sustainable 
Development 

Economic objectives 
Growth 
Equity 
Efficiency 

Social objectives 
Empowerment 
Social mobility 
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It means introducing the concept of sustainability over the long 
term into the short-term analysis of development decisions and 
strategies. More important, it means bringing together the skills and 
concerns of different disciplines to address the multifaceted reality 
of the development challenge.80 This multidisciplinary approach is 
captured in the diagram in figure 3-17, which sets out the economic, 
social, and ecological objectives. 

For the economic objective, economists need to address the proper 
(and full) valuation of natural resources, the appropriate discount 
rate, the maintenance of capital stock, national income accounts, the 
promotion of growth with equity, poverty reduction, and, perhaps 
most important, the internalization of much that current economic 
models treat as "externalities." 

For the social objective, sociologists, cultural anthropologists, political 
scientists, community organizers, and others need to address poverty 
in its societal, cultural, and structural context, as well as empowerment, 
the civic society, social mobility, and dynamics—all that goes into creat­
ing what Robert Putnam calls "social capital."81 Neglect of this objective 
leads to the disintegration of societies, as we have been all too forceful­
ly reminded by the recent tragedies in Somalia, Yugoslavia, and Zaire. 

For the ecological objective, natural scientists and ecologists must 
bring to bear their arsenal of tools to address ecosystem integrity, 
carrying capacity, habitat conservation, and species interaction. 

The ultimate challenge is to bring together the three objectives into 
a coherent whole.82 Doing so will not be easy since the analytical 
frameworks of the different disciplines are different. But it must be 
done. Without the integrated perspective that ESD brings, the future 
of our species and this planet, not just of the poor among us, may be 
dim indeed. 

Envoi 

These key lessons learned from over four decades of experience with 
international development assistance show that the approaches of 
aid agencies are evolving as they learn the lessons of past experience. 
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Whether these new approaches will help surmount the many obsta­
cles faced by developing countries remains to be seen. Clearly, how­
ever, the biggest challenge is likely to be Sub-Saharan Africa, where 
the case for effective assistance will be made or lost, for Africa is a 
region where success remains elusive, livelihoods precarious, and 
misery pervasive. Success there, as elsewhere, depends on tackling 
the difficult task of empowering people to take charge of their des­
tinies. For progress, real progress, lies in empowering the poor, the 
weak, and the marginalized to become the producers of their own 
bounty and welfare, not the recipients of charity or the beneficiaries 
of aid. 



4. Where Do We Go from Here? 

In the final analysis the world we live in is changing very rapidly. 
Not only is the grip of the cold war finally relaxed, but the specter of 
nuclear holocaust is fast receding. Yet, the emerging new world 
order is tentative and fragile. Conflicts abound, and they are no less 
murderous for being local and confined. 

Our appreciation of the interdependence among nations extends 
from the mutual benefits of expanded trade to the values of cultural 
exchange. Our vision of global interdependence is now extending to 
the very fabric of our ecosystem, encompassing all forms of life. Yet, 
we do not appear willing to extend this intellectual appreciation to a 
concept of shared citizenship to all the peoples of the earth. 

Within the confines of the nation state, most people will accept 
that a min imum of equity and mutual solidarity is an essential 
ingredient of maintaining the fabric of society. However, once 
that imaginary line we call a frontier is crossed, the rules of 
behavior change. The gap between the rich and the poor has been 
diminished within many OECD countries, but it is growing on a 
global scale. 

Although the developing countries have, on average, reason­
ably kept pace with the OECD countries in per capita income 
growth rates, the poorest developing countries have not fared as 
well. Indeed, the poorest 20 percent of humanity is falling fur­
ther behind every decade, a point stressed at the beginning of 
this essay. Thus the richest 20 percent of the world 's populat ion 
went from being 30 times as rich as the poorest 20 percent in 
1960 to being 60 times as rich in 1990. Many of these poor are in 
southern Asia and Sub-Saharan Africa and should be the prime 
targets of development assistance, both technical and financial. 

113 
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This income disparity far exceeds anything witnessed within 
any one country. Figure 4-1 demonstrates this relationship. 

In fact, this discrepancy is so vast that it needs to be compared to 
country situations to be fully appreciated. If one were to ask what 
amount of national income would have to be transferred to the 
poorest members of society to raise them all to the level of half the 

Figure 4-1. Global Distribution of Income 
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average income of the country, the answers would be along the fol­
lowing orders of magnitude: 

Sweden 2.5 percent 
United States 6.0 percent 
Brazil 12.3 percent 
World 25.0 percent 

Against this backdrop, the commitment made by the rich coun­
tries to provide 0.7 percent of GNP in development assistance is not 
an overwhelming objective. The Nordic countries have exceeded 
that objective by a solid margin. Yet the aggregate OECD figure 
today stands at about 0.30 percent, largely because of the low figures 
appropriated by some of the larger donors. 

But as I have argued throughout this essay, it is not just the 
amount of assistance that is at issue; it is much more how these funds 
are deployed and made available to the poorer countries—whether 
they are disbursed in a way that promotes a responsible partnership 
between donor and recipient and ensures that the aid reaches the 
intended beneficiaries. This distinction certainly does not mean 
more of the same old approaches to development assistance, espe­
cially not the politicized bilateral aid that was the norm for most 
assistance during the cold war. It means the adoption of the kind of 
approaches that have been sketched out in this essay to help those 
who help themselves to become the producers of their own welfare 
rather than the beneficiaries of aid. 

Prospects for the Poor 

What then are the prospects for the poor? Can they be expected to 
"close the g a p " and catch up to the industr ial societies of the 
North? Clearly not. This is an unrealistic target and one that would 
probably not be sustainable in terms of the environment. The plan­
et cannot sustain its projected population, some 10 billion people, 
all consuming and polluting at the current OECD per capita levels. 
Of course, this argues as much for significant changes in the OECD 
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patterns of consumption and pollution as it argues for a sounder 
development path for the developing countries. 

What then are the prospects for this poorest 20 to 25 percent of 
humanity? Luckily, they do not have to attain the per capita income 
levels of the North to very significantly improve their well-being. 

Figure 4-2 shows the correlation between per capita income and 
life expectancy at birth, probably the best single indicator of well-
being. As expected, it is positively correlated: the richer one is, the 
longer one lives. But the relationship is not linear. In fact, at about 
$1,500 per capita, life expectancy levels are equal to about 80 percent 
or more of those enjoyed at per capita incomes of $20,000. This same 
p a t t e r n is found to ho ld for o ther social i nd ica to r s as wel l . 
Furthermore, the family of curves shown in figure 4-2 indicates that 
for the same per capita income level, we can now obtain consider­
ably better social results because of, among other measures, sounder 
nutrition policies and greater attention to preventive medicine. 

Achieving per capita income levels in the $1,500 to $2,000 range, 

Figure 4-2. Life expectancy versus Per Capita GNP, 
Best Fit Relation by Decade 
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coupled with sound social, economic, and environmental policies 
within a reasonable time frame, is a realistic objective. It should gov­
ern much of the development assistance strategies in the 1990s. 
Achieving this objective will require that the countries of the South 
undertake major internal reform of their macroeconomic policies 
and focus on the priorities of human resources and the creation of 
an enabling environment, both politically and economically, to 
allow individuals and groups to flourish. International assistance 
should be directed to supporting such policies and to nurturing the 
creation of ever-greater national capacities. 

Although total external financial flows are not likely to be more 
than a small part of the total financing needs of poor countries, they 
can be quite effective if they are well focused, timely, and provided 
in a supportive fashion. This is the challenge for development assis­
tance in the 1990s: to establish an effective partnership between the 
rich and the poor in support of the poor's efforts to promote sustain­
able development. 

A Vision of Development in the 1990s 

Let me close with a vision. A vision of development as we approach 
the third millennium. A vision that sees development like a tree, 
which is nurtured by feeding its roots, not by pulling on its branch­
es. We must empower people to be all they can be—to create their 
own identities, their own institutions. 

This is a vision of sustainable development that is people-centered 
and gender-conscious, and that seeks equity for all and empower­
ment of the weak and the vulnerable everywhere that they may be 
the producers of their own welfare and bounty, not the recipients of 
charity or beneficiaries of aid. 

A vision that has no room for complacency in the face of the mis­
ery of millions of kindred souls who suffer in the grip of extreme 
poverty and hunger in a world that has the means and the ability to 
help them lift themselves out of conditions that are beneath any def­
inition of human decency. 

A vision that considers the need to abolish such conditions as a 
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simple expression of respect for the most basic of human rights, 
and that considers the failure to strive for the elimination of the 
scourge of hunger as a degrading complicity in an unacceptable 
state of affairs. 

A vision that recognizes that development must have a cultural 
content, recognizes that governance and institution building and 
enhancing human capacities are all central parts of the develop­
ment process and may in fact be the keys that undergird economic 
well-being. 

It is a vision that places short-term actions within a long-term 
framework. It is a vision of development that is environmentally 
sustainable, recognizes the interdependence of all living things, 
leads us to act in ways that will leave the future generations as much 
as if not more than what we found ourselves, and will husband the 
resources of this fragile planet just as we learn to use its bounty. 

This vision is not a denial of the importance of economic manage­
ment and growth but is a recognition that economic growth is only 
one part of development. 

How can we reconcile that vision with the hard calculus of eco­
nomics and finance? On one level, human beings are no more than 
three buckets of water and a handful of minerals held together by 
chemical reactions. This reductionist view has served us well in 
medicine and science and enabled us to produce major improve­
ments in human well-being. But it is a partial image, one that misses 
the difference between a Hitler and a Mother Teresa, one that misses 
the difference between a Stalin and a Mozart. It misses all those spe­
cial features that make human beings human. 

In the same spirit, reducing a society to the sum of its economic 
and financial transactions is the equivalent of reducing this society 
to three buckets of water and a handful of minerals. It misses all 
those marvelous, amazing things that human beings create through 
their interactions with other human beings and with their environ­
ment—all that we have learned to call a human society, a communi­
ty, a sense of place, a culture. 

We have the opportunity to change the way humanity relates to 
its environment. It is a challenge that we, at the World Bank, are 
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determined to meet—working collaboratively with our partners 
who share this objective. We cannot afford to let this opportunity 
escape us, either by sins of commission or of omission. We can think 
of better ways of promoting development, we can convince policy­
makers and the world at large. 

It can be done. It must be done. It will be done. 
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Acronyms and Abbreviations 

AFTIM Africa Technical Department, Institutional 
Development and Management Division (now 
Capacity Building Division), World Bank 

AIDS Acquired immune deficiency syndrome 
AKRSP Aga Khan Rural Support Programme 

CEC Commission of European Communities 
CG Consultative Group 
CGIAR Consultative Group on International Agricultural 

Research 
CIDA Canadian International Development Agency 
CIS Commonwealth of Independent States 
CSSDCA Conference on Peace, Security, Stability, Development 

and Cooperation in Africa 

DAC Development Assistance Committee 
DEP Development Economics Research Programme 
DRS Debt Reporting Service 

EBRD European Bank for Reconstruction and Development 
EC European Community 
ECOSOC Economic and Social Council of the United Nations 
EDI Economic Development Institute of the World Bank 
ESD Environmentally Sustainable Development 

FAO Food and Agriculture Organization of the United 
Nations 

FDI Foreign Direct Investment 

GCA Global Coalition for Africa 
GDP Gross domestic product 
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GEF Global Environment Facility 
GNP Gross national product 
GTZ Deutsche Gesellschaft fur Technische 

Zusammenarbeit 

HDI Human Development Index 
HFI Human Freedom Index 
HRD Human resource development 

ICB International competitive bidding 
IDA International Development Association 
IDS Institute of Development Studies 
IFC International Finance Corporation 
IFI International financial institution 
IMF International Monetary Fund 
I.R. Islamic Republic 
IRP Integrated Roads Project (Tanzania) 
IUCN International Union for the Conservation of Nature and 

Natural Resources (now World Conservation Union) 

JASPA Jobs and Skills Program for Africa 

LCB Local competitive bidding 

MOW Ministry of Works (Tanzania) 

NARS National agricultural research systems 

NGO Nongovernmental organization 
NLTPS National Long-Term Perspective Study 
NRSP National Rural Support Programme (Pakistan) 
NTPC National Thermal Power Corporation (India) 
NWFP North-Western Frontier Province (Pakistan) 

ODA Official development assistance; Overseas 
Development Administration (U.K.) 

OECD Organization for Economic Cooperation and 
Development 

OPEC Organization of Petroleum Exporting Countries 

PAPSCA Programme for the Alleviation of Poverty and the 
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Social Costs of Adjustment (Uganda) 
P.D.R. People's Democratic Republic 
PFP Policy Framework Paper 

REO Regional Engineer's Office (Tanzania) 

SDA Social Dimensions of Adjustment 
SDR Special drawing right 
SIDA Swedish International Development Authority 
SIRP Social Infrastructure Relief Project 
S.M.A.R.T. Socio-economic Monetary and Resource Tables 
SOE State-owned enterprise 
SPA Special Program of Assistance for Africa 
SSA Sub-Saharan Africa 

T&V Training and Visit system 

UN United Nations 
UNCED United Nations Conference on Environment and 

Development 
UNDP United Nations Development Programme 
UNESCO United Nations Educational, Scientific, and Cultural 

Organization 
UNICEF United Nations Children's Fund 
USSR Union of Soviet Socialist Republics 

WHO World Health Organization 
WID Women in Development 
WPS Working Paper Series 
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