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1 The poverty line was calculared on the basis of a modified version of the so-called Orshansky
index, following the American Mollie Orshansky who, in the early 1960s, proposed 4 yardstick
for diagnaosing poverty i the United Srates. The Omhensky index, as originally formulared,
was based on the assumption that poor American families spent one third of their income on
food. Therefore, it pegged the poverty line at three times the cost of an administratively deter-
mined low cost budge-t for food, adjusted for family c.:omposition and rural-urhan differences.
This has provided the basis for the official poverry line in the US ever since. Other multipliers
can be applied, nonetheless, in order to account for differences in the share of non-food expen-
disure in a household budget in other serrings. In the case of Bulgaria, the suthors chose to
modify the Orshansky merhod by using a multiptier of 2.

23 1997, 50 per cent of the mean consumption expendirures calcutated ac PPP dollars per day
equalled 11S$3.95. This was extremely close to US$ 4 PPP proposed by international organisa-
tions as a poverty line for the former sociakist couneries of Central and Eastern Europe.

3 The unregistered or ‘grey’ economy has grown in size throughout the region. In Bulgaria,
unregistered economic activities account for approximately 40 per cent of GNP. The equiva-
fent figure in Ukraine is 50 per cent, whereas the share of the shadow economy in Poland is
estimated at 15 per cent of GNF, aithough the real figure is probabiy highez. The siruartion is
very similar in other former socialist counsries.

*This problem was addressed in a special report sponscred by UNDP in Bulgasia. The authors
of the teport paint out that a major reason for the dramaric fall in real wages stems from the
govermunent's decision to maintain a restricrive system of centralised wage controls in the pub-
lic sector and a low minimum wage. This has led not only to a dramatic deterioration in the
marerial position of large groups in society, bur also to a decline in budgetary revenue. It has
also undermined the entire pension system. These trends are due o the fact that private enter-

prises do not declare wages significantly higher than wage levels in public enterprises, and tax_

rates have been adjusted in line with this low leve] of declared wages. The price liberalisation

instisured at the beginning of the transition has led to major wage differentials berween the pri-:

vare and the public sector. It has also undermined the staze budger and resuited in a collapse in
domestic demand {Bulgaria 1998c). '
5This finding is based on the athor’s own analysis of the daga contained in the survey of Living
Conditions of the Population in 1997, conducted by Cenrral Statistical Office of Poland.
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' ‘ Financing Basic Social Services
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he 20/20 Initiative, sponsored by several United Nations organisations and the

World Bank, was adopted at the World Summit for Social Development held in

Copenhagen in 1995. The Initiative propeses that in order to achieve universal
coverage of basic social services, 20 per cent of budgerary expenditure in developing
countries and 20 per cent of aid flows should on aversge be allocated to basic social
services (BSS). The 20/20 Initiative is based ori the convicrion that the delivery of
BSS is one of the most effective and cost-effective ways of combating poverty.

The assumption that 20 per cent of government spending would generally be
sufficient to achieve universal coverage is based on calculations with regard to the
current state of coverage in basic social services and the unit cost of providing
these services. Among the assumptions regarding volumes of resource availability
are that total government spending in developing countries will remain between
20 and 25 per cent of GDP and thar donor countries will make progress towards
the goal of allocating 0.7 per cent of their GDP to overseas development assistance
{ODA). The numeric target of 20 per cent is simply a means to an end. The real
poal is the reduction of poverty by providing basic social services to all.

Under the Poverty Strategies Initiative (PSI) launched by the United Nations
Development Prograrame (UNDP) in 1996, a total of 27 countries received sup-
port for the preparation of country reports on national expenditure and the imple-
mentation of the 20/20 Initiative. These reporrs, which in many cases were carried
out jointly with UNICEE aimed first, to determine how much of the narional
budger and international aid flows are being spent on basic social services; second,
to analyse the incidence of public expendirure on social services by income group;
third, to establish the scope for inter-sectoral and intra-sectoral budget restruc-
turing in favour of basic social services; and, fourth, to identify areas where the
incidence and cost-effectiveness of BSS delivery could be improved.

Alrhough all of the studies had common terms of reference, they vary widely in
the data they provide. In some cases, this is because certain data were unavailable.
Many country reports also had to completely recalculate budget figures to generate
estimates of BSS spending. Nevertheless, this is in and of itself an important by-

173



Choices for the Poor

product of the exercise supported by UNDP, inasmuch as it makes it possible to
assess the current availability of dara on budget allocations o basic social services,
as well as on final outcomes.

This chapter presents findings from 17 country studies on the current status of
spending on BSS. It also examines the structure of public finances in these coun-
tries, with a view to finding ways of improving the quality and quantity of public
expenditure on BSS in light of the 20/20 targets. The 17 countries covered in the
chapter are Bangladesh, Benin, Burkina Faso, Chad, Colombia, the Dominican
Republie, EL Salvador, Guatemala, Jordan, Kenya, Lebanon, Moroceo, Nepal, the
Philippines, Uganda, Viet Nam and Zambia.

We begin by reviewing some basic concepts and methodological problems in
the assessment of budget spending on basic services. Then we undertake an aggre-
gate analysis of public finances in the countries under review, with a special
emphasis on the level of allocation to the social sectors and to basic services in
general, before assessing the role of ODA in the provision of basic social services
in the sample countries. Finally, we provide a disaggregated analysis of social
expenditures (education, health, water and sanitation), and conclude by drawing
some key lessons for ensuring adequate financing of basic social service provision
in developing countries. In order to analyse the exrent of need and the potential
for financing of basic social services, the chapter will examine existing indicators
of poverty, education and healch; the size of the national budget compared with
GDP; tortal sacial spending; the priority given to basic social services out of the
toral expendimre on social services; and trends in the provision of basic health care

and education.

Concepts and methodology

The definition of basic social services :

The first methodological problem to be addressed is the definition of basic social
services. The 20/20 Initiative defines basic social services as comprising basic edu-

cation, primary health care and family planning services, low-cost water and sani-

tation, and nutrition programmes {UNDP et al. 1996}. _

There is a general consensus on what constitutes basic social services, but con- -
siderable variation in the specific definitions used in the countries under review.
For example, budget data provided by governments may present expenditure

according to level of education (i.e., primary, secondary, university), but the defi-
nition of ‘hasic education’ proposed by the Copenhagen Summit includes adulr lit-
eracy and non-formal education, which are more likely to be reporred under other
budget items. Even. ‘basic’ formal education is not always defined in the same way.
Most countries consider that primary education lasts for six years, but a few con-
sider that primary education consists of as few as four years, while for others it may
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be as long as nine. Some countries include pre-school within their definition. As a
resulg, it is difficult to accurately and consistently evaluate the total public expen-
diture on education with existing data.

Likewise, basic health care was defined by UNDP and UNICEF (1998) as
including all community health intervention {epidemiological data collection,
health system planning, health education, regulation, licensing, environmental
health, prevention of communicable diseases, water and saniration), all personal
health services that are prevensative in nature (including family planning, mater-
nal and child health, infant nutrition, immunisation: and treatment of commumni-
cable diseases), and curative care at primary and secondary levels (i.e. health cen-
tres and district hospitals). However, national health care budgets often do not
differentiate berween expenditure for preventative as opposed to curarive care, or
between basic and non-basic services.?

For a more accurate assessment of the progress towards 20/20 targets to be made
in the future, some standardisation of national budgers will be essential. For the
purposes of the present review, however, the only dara available were those pro-
vided in the 17 country reports financed by UNDP. The lack of perfectly defined
and comparable data will be an obstacle to the analysis, but not a fatal one, if these
limitations are clearly understood. Knowing the general direction of progress is
more important than the exact extent t¢ which the 20 per cent targets have been
reached. Also, the initiative is designed to be flexible in what is required of indi-
vidual donors and countries. Universal coverage of basic social services, not the
figure of expenditure, is the true goal, and the analysis of expenditures should be
undertaken accordingly.

- The problem of double counting expenditures

A second difficulry that may be encountered in assessing the extent of effort under-
taken by the respective countries towards attaining the 20/20 goals is the problem
of ‘double counting’. Double counting of expenditure occurs when aid flows des-
tined for social programmes are channelled through government development
budgers and thus incorporated into the figures for government expendirure on social
services, while also appearing in the total of foreign development assistance given
for social services. This does not distort the final figure of the proportion of the total
government budget expended on basic social services, but does give a distorted pic-
ture of the proportion of the government’s own resowrces thart are spent on BSS,
The country studies provide no way to avoid this distortion, since the reporting
of aid expenditures is so inadequate, as is discussed in more detail below. For pur-
poses of this analysis, we must simply be aware that whatever figures are reported for
basic social services expenditure out of total government expenditure, especially in
countries that receive considerable aid flows, the acrual figures for government
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expenditure out of nationally generated resources are likely to be somewhat lower.
In some of the low-income countries, especially in sub-Saharan Africa, the
development budget is entirely externally financed, which makes the issue clearer,
even if the extent of the distortion is also larger. In such cases, the proportion of
the government’s expenditure on basic social services out of its resources is zero and
only the recurrent budget should be included in the calculations. As a rule, the-
propottion of government expenditure out of nationally generated resources can be
calculared if the proportion of basic social services expenditure out of ODA is
known.? Therefore, the problem of ‘double counting’ is in principle whoily solv-
able, although the data necessary for this operation are only occasionally available.

Differences between budget allocations and actual expenditures
This review aimed to use actual government expenditures wherever possible.
However, due to limitations in the dara available from national governments and
in the country reports, data on budget allocations have more frequently been relied
on. There is some reason to expect a greater disparity between budgeted and actu-
al expenditures in the social sectors than in other sectors of expenditure. One rea-
son is that social sectors may often bear post-budgetary discretionary adjustments
due to having weaker protecting interests than, for examiple, military expenditures
and exrernal debt payments. Additionally, the degree of illicit ‘leakage” between
allocated and final expenditures may arguably be expected to be higher in the
social sectors for similar reasons of political economy. On the other hand, there
“may be contrary reasons for the degree of disparity to be lower. For example, the
high proportion of non-discretionary wage costs in social sector expenditures may

protect it from ex-post adjustments. :

Other differentiating features of the social sectors are ambiguous in their impli-
cations. For example, smaller costs per final budget item in the social sectors could
conceivably lead to superior {due to their small size and degrec of standardisation)
or inferior (due to their large number) ability to establish financial controls. Suffice

it to compare the features of local contracts for school construction as against

national contracts for the construction of bridges or the purchase of aircraft.

Neither the country reports under review nor other information sources provide a -

basis on which to form strong judgments on this issue.

Aggregate analysis of public finances :
In order to analyse the adequacy of public investment in basic social services, we
begin with an overview of public finances in the 17 countries covered in this chap-
ter. We are concerned particularly wich the level and pattern of expenditure on
social services in these countries.

Tt is important to note that our sample countries have very different economic
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‘and sacial situations. They have also experienced varying development in their
economies and social indicators over the previous decade. Six countries are from
sub-Saharan Africa (Benin, Burkina Faso, Chad, Kenya, Uganda, and Zambia),
four from Asia (Bangladesh and Nepal from South Asia, and the Philippines and
Viet Mam from South East Asia), three from the Middle East and North Africa
(Lebanon, Jordan and Morocco), and four from Latin America {(Colombia, the
Dominican Republic, El Salvador and Guaremala).

Geographical differences in both economic and human development are imme-
diately apparent. For example, the six countries in the sample with the highest child
morzality are from sub-Saharan Africa. On the other hand, the highest achievers in
terms of GNP per capita are mainly from Latin America. Countries can also be clas-
sified in terms of their social indicarors by using the Human Development Index
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elaborated by UNDE. With the exception of Viet Narm, all the countries classified
as ‘low income’ also belong to the Jow human development’ category. This inchades
all of the sub-Saharan African countries in our sample, plus Bangladesh and Nepal.
The ‘medium human development’ group includes all of the Latin American coun-
tries, plus Jordan, Lebanon, Morocco, Philippines and Viet Nam.
The level of public spending on basic social services is determined by three fac-
tors: first, the level of aggregate public expenditure; second, the fiscal priority
assigned to social sector spending; and finally, the priority of basic social services
within total social sector expenditure. Governments are constrained in their
absolute levels of spending by the size of the national economy, their ability to raise
funds for expenditure from intemal and external sources, and non-discretionary
expenditure obligations in the form of debt service payments. Within the available
budget, allocations are made to the major ministries such as health, education,
social sectors, infrastructure, defence, and administration.
Thus, the share of spending on BSS to national product can be broken down
into the following formula:
BSS/GDP = BSS/58 x 8§TE x PE/GDP, where
* m BSS/GDP refers to the human expenditure ratio’, or the mactoeconomic pri-
oricy assigned to basic social services, expressed as the ratio of BSS spending
over GDP; :

» BSS/SS refers to the ‘social priority ratio’, or the allocation within social
spending to BSS;

= SS/PE refers to the ‘social allocation ratio’, or the fiscal priority assigned to
social spending; and .

w PE/GDP refers to the ‘public expenditure Tatio’, or the potential volure of
resources available to government for allocation.

Due to datz limitations in the country Teporis and other sources, we refer here

only to central government expenditutes. This may lead to some distortion (and,

in particular, understatement) of estimated social sector expenditures, especially in

larger countries that practice a degree of ‘fiscal federalism’. Regretiably, however, -

there is no ready means available o correct for such error.

Public expenditure levels: The public expenditure ratio

The level of public expenditure, expressed as a ratio of GDP, is known as the pub-
tic expenditure ratio. The public expenditure fatio shows the potential volume of
resources available to government for allocation. A high level of public expendi-
ture per se is not a guarantee of high levels of social spending, since the size of pub-
lic sector spending may be driven by spending on items such as debr payments, mil-
itary expenditures or subsidies o loss-making state enterprises. However, the public
expenditure ratio shows the volumes of resources mobilised by government in
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total, and thus offers a baseline for discussing the scope for allocation of resources
1o basic social services.

Clearly, the exrent to which the total resources available can be realiocated
depends on national and international economic and political constraints, and
thus varies widely from country to country. The Human Development Report 1991
suggests 20 to 25 per cent as a realisable public expenditure ratio in developing
countries (UNDP 1991). The calculation of the 20/20 ratioc of BSS/PE as the tar-
get for attaining universal access to BSS is based on the assumption that national
budgets represent approximately 20 per cent of GNE.

Table 2 shows public expenditure as a percentage of GDP for the countries in the
study. Only 7 of the 17 countries in the sample have a public expenditure ratic above
the postulated level of 20 per cent. The average public expenditure of all che coun-

: '_Tal.al_g 2. Public é;tpet_t_di@urg as per cent of GDP -

o Puhlic'expenéin:nre- '

County R (% GDPY*

. Kenya : C o ' 423

. Lebanon - 3 ] : ©383

“ Jordam v e L 353

" Colombia RER 352

CVietNem 230

. Zambia oo ' 238
Morogceo Lo ' " .2

© Nepal - - A
Uganda ] ' 18.3
Benin : 15.8

" Philippines : ' 188

" Chad ' 18.1
Burkina Faso B ' _ 178

" Bangladesh ' 17.0

' El Salvador_ - o 153

' Dominican Republic 48

| Goatemala B 1268

" Mean . L . X ExT

: Soﬁrée: Khundker et al. 19§9;'Benin' 1‘3'93; Surkina Faso 1998 Chad 1938; Sarmiento'et al; 1888; Aristy ESSB; Laze 7 !
. 199%; Schneider 1998; Al-Bustany et al, 2000; Nganda 1988; Lebanon 2000; Akeshi 1308; Nepal 1998; Manasan 1894;
" Dpio 1998; Viet Nam 1998; 2ambia 1698. . T ER
; *ﬁgureS’purréspond'mthe'lates_t",rear availabie. "

179



Choices tor the Poor

tries in the sample is 23.0 per cent of GDP, but this average is distorted by the four
outliers in the sample, with public spending of 35 per cent or more: Keriya, Lebanon,
Jordan and Colombia. These four countries are at least 12 percentage points higher
than the next highest spender, Vier Nam, at 23 per cent. If these four highest-spend-
ing countries are excluded, the average for the remaining countries falis to 18.4 per
cent. The lowest-spending country is Guatemala, at only 12.6 per cent of GDE. Two
of the countries in the sample have public expenditures between 10 and 15 per cent
of GDP, while another seven countries have public expenditures between 15 and 20
per cent of GDP. Thus, the countries represented reflect a wide range of public
expenditure levels, although a majority are near or above the 20 per cent yardstick
established by the 20/20 Initiative.

Overall, these figures suggest that the funds currently available for social serv-
ices are quite limited, since public expenditure in total is generally low. Where it
is high, this may be due to the fact that a country is incurring unsustainable debt
finance or is a favoured recipient of ODA. While the question of reallocation will
be addressed later, it is clear thar social expenditure cannot be increased in absolute
terms in most of these countries without econoraic growth, raising more revenue
relative to the size of the narional economy, increasing public debt, or a combina-
tion of these. Atternpts to increase government spending may also directly conflict
with fiscal austerity programmes required by international financial institutions.

Increasing expenditure without additional resource mobilisation is unlikely,
since many countries are already running substantial deficits. Berween 1990 and
1997, the average deficit of countries in the sample was 5.4 per cent of GDP. For
the African countries in the sample, the average deficit was higher, at 7.4 per cent
of GDE. Without dramatic GDP growth or revenue-generating measures, the exist-
ing high deficits are likely o prevent increased public spending.

Social spending relative to public expenditure:
The social allocation ratio

While the public expenditure ratio indicates the total govemment resource usage,

the social allocation. ratic (SS/PE) measures the fiscal priority assigned to social

spending. Of public revenues and resources in any given year, the amount available .
for discretionary expenditure is what remains once non-discretionary payments,
tike debr services, have been made. Thus, the size of debt payments heavily influ-

ences how much can ultimately be spent on social services.

The countries in: the sample are carrying a heavy debt burden of on average 23.6
per cent of national expenditure. Kenya and Chad spend 40 per cent or more of their
budgers on debt payments, Colombia spends 39 per cent, Lebanon 33.5 per cent, and
the Philippines, 32 per cent. In another three countries, debt service accounts for
approximately one-fourth of the national budger. Only in Benin and Uganda does
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’l'abl_e 3. Expenditure on defence, debt, social services and basic
social services as a share of annual national budget”

Dbt Defence + ‘Soeial -
Country Betence Service Deht Service Services ' IBSS
Chad 210 4138 62.8 23 85
Lebanon 244 335 57.8 203 8.4
Marocco 25.8 6.8 52.4 40.2 16.5
Kenya 45 40.0 445 nfa 128
Zambia 48 38.0 43.8 8.8 6.7
Philippines 86 320 40.8 281 8.6
Josdan 166 16.6 . m2 436 - 158
Bangladesh 175 147 322 326 - 157 -
Colsmbia 7.0 23.1 361 43.2 161
Ei Salvador 1.1 2.1 28.2 238 Co 142
tganda 18.4 78 254 nfa 18.5
Benin 139 8.0 22.5 27.2 9.5
Nepal 4.7 14.9 19.6 28.2 17.3
Guatemala n/a nfa nfa 480 136
{ominican Republic 5.4 nfa nfa B4 8.7
Burkina Fase nfa 10.2 n/a 274 10.4
Viet Nam nfa nfa nfa 8.8 8.5
Mean 12.8 236 357 316 123

Source: Same as Table 2; IMF Government Financial Statistics.
* Figeras correspond to the fatest year available,

debt servicing consume less than 10 per cent of their national budgets.

Social expenditure surpasses debt in its 31.6 per cent average share of national bud-
gets. In four countries (Colombia, Guatemala, Jordan and Moroceo) social expenditure
is over 40 per cent of the total narional budget, and in two (Bangladesh and the
Dominican Republic), over 30 per cent. In all the countries surveyed, social expendi-
ture is over 20 per cent. Together, social expenditure and debr average over 50 per cent
of national budgets in the sample, although the average figures across the sample are
somewhat misleading, since they hide vast disparities among countries, especiatly with
respect to spending on debt service. These figures suggest, pethaps surprisingly, that a
low priority attached by national governments to social services in general is not one
of the reasons for stow progress towards universal access to basic social services.

Of the 12 countries for which both debr service and social expendisure figures
are availsble, debt is greater than social expenditure in four: Lebanon, the
Philippines, Zambia and Chad. In these four countries the gap between debt serv-
ice and social spending is at least ten per cent. With Kenya, these are also the only
countries in which debt service consumes more than 30 per cent of the total bud-
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get. Although no aggregate social expenditure figure is available for Kenya, it is
likely that debt service substantially exceeds social spending there as well, since
debt service consumes 40 per cenr of its budget, and in only three countries of the
sample, none of which is in sub-Saharan Africa {Colombia, Jordan and Morocco),
does social expenditure surpass this percentage.

In eight countries, social expenditure is greater than debt payments as a share
of the national budget, and in five of these the difference is considerable (15 per
cent or more). It must be noted, however, thar the figures given for social spend-
ing are not perfectly consistent across country studies: in most cases, social spend-
ing includes health, education, social security and entitlements (i.e. unemploy-
ment benefits and pensions). As will be seen below in the analysis of basic social
services in relation to total social spending, some countries spend a great deal on
entitlement programmes that do not exist in other countries. In addition o this
difference in actual composition of expendinures, there are differences in nominal
classification. For example, some countries include spending on saniration within
their heaith budgets, while others may place it under capital expenditure on infra-
structure. There are also other differences in the definition of social spending that
may together account for a few percentage points in one direction or another.

Of the 12 countries for which both defence and social expenditure figures are
available, only Lebanon spends more on defence than on social spending, though the
trend in defence spending is downward. On average, these countries spend 12.8 per
cent of the national budget on defence, compared with 31.6 per cent on social
expenditure. Defence spending ranges from a high of 25.6 per cent in Morocco to 4.5
per cent in Kenya. Unfortunately, data for defence spending over time is unavailable,
so we cannot conclude if there is a trend towards reallocaring defence spending'to
other budget items, or vice-versa. Lack of commitment to social expenditure as such
does not seem o be a reason for low levels of social expenditure, since a high pro-
portion of discretionary resources seems to be devoted to them.

The social pricrity and human development priority ratios

While social spending occupies an important place in national budgets, the situa-
tion with respect to basic social services is much less favourable. The proportion of
social spending devoted to basic social services is known as the social priority ratio.

As illustrated by Table 4, spending on basic social services is usually less than half -

of total social expenditure: the average is 38 per cent. The proportions vary from a
low of 22.7 per cent {Dominican Republic) to 2 high of 59.7 per cenz (El Salvador).
Of course, these figures must be interpreted cautiously in the light of the imperfect
comparability of data on BSS expenditures across countries noted earlier.

As described previously, the definition of basic social services varies somewhat
from country to country. Taking as given that this may cause a variation of a few
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Table 4. Social expenditure and basic social services expenditure
as a share of national hudgets*

Social BSS BSS/Sacial

Country Expenditure Expenditure Expenditure

% % %
£l Saivadar 238 4.2 587
Nepal 28.2 7.3 5§.2
Bangladesh 328 157 486
Philippines 281 8.6 42.8
Lehanon 20.3 8.4 ng
Morocoe 402 163 - 41e
Burkina Faso 2.8 10.4 BE
Colombia 432 16.1 373
Jordan . 435 15.8 382
Benin 27.2 9.5 4.5
Viet Nam 25.0 85 340
Chad 3.3 85 324
Buatemala 46.0 13.6 285
Bgminican Repubiic 384 8.7 227
Zambia 288 6.7 188
Kenya n/a 126 nfa
liganda n fa 16.5 nfa
Mean 316 123 85

Souree: Same as Table 2.
* Figures correspond to the iatesy year available.

percentage points, we find that no country in rhe sample meets the rarget of 20 per
cent of public spending dedicated to basic social services. The average expenditure
on basic social services is 12.3 per cent of total spending. This figure is very close
o that suggested in earlier studies (Mehrotra et al. 2000).

The six countries devoting the highest pércentage of their total expenditure to
basic social services are all spending berween 15 and 20 per cent: Nepal (17.3 per
cent), Morocco and Uganda (16.5 per cent each), Colombia {16.1 per cent),
Jordan (15.8 per cent), and Bangladesh (15.7 per cent). The seven lowest-spend-
ing countries are all devoting less than 10 per cent of their toral public expendi-

" ture to basic social services: Zambia (6.7 per cent), Lebanon (8.4 per cent), Viet

Nam (8.5 per cent), the Philippines (8.6 per cent}, the Dominican Republic (8.7
per cent), Benin {9.5 per cent), and Chad (9.5 per cent). These figures establish a
very wide variation in the extent of progress needed to approach the 20720 objec-
tives, although it is evident that all countries must progress further.

It is interesting to note that there is not in fact any significant correlation
between high social expendirure and high expendicure on basic social services. The
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highest spenders on social services overall (Guatemala, Jordan, Colombia, Morocco
and the Dominican Republic) are second, fourth, fifth, eighth, and thirteenth in
percentage devored to basic social services. High social spending thus does not indi-
cate either a lesser or a greater than average priority for basic social services. This
important finding underlines the potential large gains to be realised from realloca-
tion of social expenditure towasds basic social services.

In face, in 13 of the 15 countries for which data are available, the social priori-
ty ratio is less than 0.5; in other words, spending on basic social services account-
ed for less than half of total social spending. Only El Salvador and Nepal spent
more than 50 per cent of their total social expenditure on basic social services,
while the figure for Bangladesh is 49 per cent. As a percentage of total public budg-
ets, spending on basic social services is on average over 20 points lower than total
social spending. The low level of spending on basic social services compared to
total social sector expenditure indicares irs overall low priority.

As Teble 3 sbove illustrates, in a majority of countries, levels of expenditure on
hasic social services are less than that on debt service. In five of these countries
(Chad, Kenya, Lebanon, the Philippines and Zambia), debt service expenditure is
greater than that on basic social services by over 20 percentage points. Uganda has
the best basic social services to debt ratio, with debt receiving only 7 per cent
of public expenditure in contrast to 16.3 per cent for basic social services.
This favourable ratio is of course due to its having been an early recipient of debt
relief under the Heavily Indebred Poor Country (HIPC) Initiative. In Benin,
Bangladesh, Burkina Faso and Nepal, basic social services spending surpasses debt
servicing by less than three per cent relative to total national expenditure.

In half of the countries for which there are data, expenditure on basic social serv-
ices is less than that on defence. On average, basic social services take 12.3 per cent
of national budgets, while defence takes 12.8 per cent. For most countries, the two fig-
ures are not very far apart, In only three countries {Chad, Lebanon and Nepal) does
defence spending differ from basic social services spending by more than ten per cent.

This finding reinforces the lesson that major gains can result from. reallocarions

of social sector expenditure towards basic social services. Comparatively small

gains will be realised from the reallocation of discretionary expendinues towards -
the social sectors from other expenditure areas. Increases in discretionary resources .
through debt relief can free substanvial resources for basic social services.

Reducrions in debt service and milicary expenditures are 2 critical component of
any strategy to increase the provision of basic social services.

Reallocation and mobilisation of additional resources
_From the above analysis of public expenditure, it is clear that basic social servic-
es are currently a relatively low budgetary prierity. Basic social services expendi-
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rure will have to increase considerably if the 20/20 rarget is to be met. It mighe
seem that the simplest way to increase basic social services spending is ro reallo-
cate resources that are already being spent on non-basic social programmes, since
social spending is a large part of most national budgets. However, although social

. spending receives a large proportion of national budgets, it is more itkely to be

socially productive than is debt service or defence spending. While these are
smaller items than social spending in most national budgets, they are promising
targets for reallocation since they do not generally provide concrete benefits for
the generat population.

By taking such a large percentage of many national budgets, debr service has a
negative impact on basic social services spending. Many efficiency and equity argu-
ments for debt relief are today well known — and frequently rehearsed {Sachs
1999). The clear imperative to enhance human capabilities through increased
spending on basic social services underlines the argument in favour of debt for-
giveness, especially for those countries thar already give priority to basic social
services by minimising defence and other less productive expenditures.

Reallocation is only one approach to increasing basic social services spending.
Given that in many countries public expenditure overall is very low, rotal resources
available for basic social services are necessarily limited. Mobilisation of new
resources is also needed in order to increase basic social services spending.

In principle, there are several strategies for mobilisation of additional resources.
One is to improve the efficiency of tax collection. Another is to impose new taxes.
However, both of these strategies face challenges in practice. Improving the effi-
ciency of tax collection is made difficult by informational problems that are acute
in developing countries. There is scope, nonetheless, for reversing the degree of
leakage of resources within the tax collection system through appropriate restruc-
suring of incentives (Klisgaard 1991). Tax rates in developing countries tend to be
quite low. Resources can be raised in the short term by selling stare assets and
enterprises, but there remains limited additional scope for such gains in many
developing countries and there is thus a need o identify new tax inscruments and
to employ existing ones thoughtuliy.

In some developing countries, the dominant approach to adjustment is derived
from ‘first best’ arguments chat have overlooked the revenue-generating role of cer-
tain instruments. For instance, customs and excise taxes were a central source of tax
revenues in many less developed countries, especially in Africa. In many cases, these
taxes have been eliminated in order to facilizate gains from trade, although few
alternative revenue sources may remain to the government. Gains in economic effi-
ciency from such policy shifts should properly be balanced against the cost to sociat
investment from the ensuing losses in revenue. Such a comprehensive approach to
economic policy analysis has not been adequately pursued in the past.
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Trends in basic social services expenditure

Only 9 of the 17 country studies reviewed for this chapter provide information on
basic social services expendirure for three or more years. This sampie is too small
to draw any firm conclusions about general trends in basic social services spending.
However, the pattern that emerges from this very small sample is thart spending on
basic social services tends to be stable. No country’s expenditure varied by more
than four per cent of toral national spending over three consecutive years. All but
two remained within two percentage points of where they began. ’

The greatest year-to-year changes noted are of just less than four per cent. Between
1996 and 1997, Uganda and Nepal increased their spending by this much. Given the
very small yearly changes, countries tend to remain in similar relative positions. The
highest expenditure recorded between 1994 and 1998 was by Colombia, which spent
nearly 18 per cent on basic social services in 1999, but reduced this to 16 per cent by
1997. The sharpest fall is recorded by Chad, which reduced its basic social services
spending from nearly 12 per cent to just below 10 per cent between 1995 and 1996.

In no country was the trend steady, even over the very short time period stud-
ied. All countries aside from Bangladesh (whose spending remained exactly the
same for two years before declining) recorded both increases and declines in basic
social services spending, although these may have been exeremely slight. No coun-
try for which figures were available decreased its basic social services spending
between 1996 and 1997.

Although the general trend seems to be one of gradual increases, the present
rates of increase are so small that, even if they continued, it would take several
years for most of the countries surveyed to reach a basic social services exg}enc_’{itui'e
level of 20 per cent of national expenditure. Not only steady, but more significant
increases in basic social services spending will be required if countries are to reach
the 20/20 target.

Role of ODA in the provision of basic social services

The 20/20 Initiative is conceived as a compact between developing and industrial
countries and thus targets donors as well as national governments. ODA should be
monirored, as is national expendirure, to examine whether it is being used efficient-
Iy and equitably, and in particular as to whether the target of 20 per cent of resources
devored to BSS is being met. This section, therefore, reviews the extent to which aid
flows are being channelled to the financing of basic social service provision.

Rele of ODA in national economies

The influence that ODA spending has on conditions in a country will vary wide-
Iy depending on how large a role ODA plays in the national economy. Table 5
ranks the countries surveyed according to the percentage share of ODA in GDE.
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Table 5. The scale of OBA”

Public opa/
oRA/GDP expendituref Public

Country 1987 (31 L expenditure

% % Y%
Zambia 19.0 20.3 845
Burkina Faso 138 17.8 73.0
Chad 138 18.1 7.8
{lganda 12.0 23.0 52.2
Benin 10.0 19.3 518
Kenya 50 AL 29.4
Lebanon 10.4 333 25.4
Jordan 5.0 23.0 21.7
Viet Nam 40 18.8 - 21.3
Nepai 8.4 423 18.9
Guatemala 28 186 : 10.8
Bangladesh 28 21.2 84
Morocse 1.0 128 7.8
[ominican Republic 1.0 143 6.8
Philippines 1.0 353 28
Celombia ] 35.2 f

El Salvader nfa 16.3 nfa

Source: Same as Table 2; UNICEF, State of the World's Chitdren 2000,
* Squres correspond 1o the fatest year availabie.

Public expenditure as percentage of GDP is given by way of comparison.

The level of ODA relative to the size of the economy vaxies widely, with one per
cent or less of GDP in the highest-income Latin American countries, but ten per cent
or more of GDP in the poorest five sub-Saharan African countries in the sample. In
Burkina Faso and Zambia, ODA represents a larger percentage of the economy than
discretionary public expenditure. Further, it finances anywhere between zero
(Colombia) and 95 (Zambia) per cent of the budget. The 20/20 compacr clearly has
10 be interpreted flexibly in light of these differing circumstances. In cases where the
national budget is heavily donoz-financed, it may be reasonable for donors to take a
correspondingly larger share of responsibilicy for financing basic social services, as
some other public responsibilities normally can only be financed nationally.

Is ODA meeting the 20/20 target?

The question of whether or not donots are meeting the 20/20 targets for spending on

basic social services is partially answered by the data contained in Table 6. Only coun-

tries for which figures are reported for at least two years during the 1990s are included.
In very few instances, and only in one country consistently {Bangladesh), has
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Tahle 6. ODA inflows to basic social services as a percentage -
of total in the 1990s”

Year/Country | 1980 1491 1992 1953 1884 1985 199 1987
Bangizdesh 115 217 21.2 214 | 228 219 -

Benin - - - 104 14.0 11 18.4 -

Burkina Faso 15.0 127 13.5 5.2 18.4 178

Chad - - - - . 121 8.0 28.7
Kenya 78 147 83 N4 | 176 2.4 -

Nepal - - 15 1.8 14.3 138 | 155 -

Uganda - - - 715 216 A - -

Yist Nam 52 . - 186 - - - 10.6
Zambia 11.8 55.0 28 |27 - 0.8 02 43

Source: Same as Table Z; Authors” own calcalations.
* Figures correspond to the latest year available.

basic social services spending constituted 20 per cent or more of ODA. The figures
clearly indicate that donors need to increase their spending on basic social servic-
es in order to meet the 20/20 target, although it may be misleading to compare fig-
ures precisely across countries, since as noted earlier, there is as yet no clear con-
sensus among donors on which development activities constitute basic social
services. In some countries such as Benin, Chad, Kenya and Nepal, there appears
to have been a sharp rise in the proportion of ODA devoted to basic social servic-
es over time. However, given the lengthy (decade-long) pericd over which growth
in the share of ODA devoted to BSS is observed, it seems reasonable not to attrib-
ute this directly to the 20/20 Iniriative, but rather to the broader growth in aware-
ness of the importance of BSS, of whick the Initiative is a part.

Prerequisite to ODA analysis: The probiem of reporting
The greatest problem in discovering how much QDA is being spent on basic social
services is that much information on aggregate ODA flows and composition is still
unreporred. While most donors describe basic social services as being an important
component of assistance (OECD/DCD and UNICEF 1998), the country studies
commissioned by UNDP under the PSI programme contain very little informarion
on how much ODA. is dedicated to social spending generally, and even less on the
amount devated to basic social services. There is only limited evidence on this
score. For instance, data from Chad establish that a prepondersnce of ODA is
directed rowards investment, with basic health care representing 17 per cent and
basic education 9 per cent of external assistance.

Donors keep records according to their own standards and policies. The first
step towards monitoring and implementing the 2020 Initative with respect to
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_ ODA will be to develop common standards for reporting on aid among donors.

Clear, common interpretations of basic social services among donors will enable
intermational comparisens to be made. It will be important to note not only the
rype of use to which ODA is directed, but wherher the final recipient is govern-
ment or non-governmental actors in order to make correct assessments of nation- ‘
al government commitments towards BSS, in particular through correcting for the
problem of ‘double counting’.

There is already a trend in this direction: the Development Assistance
Committee (DAC) of the OECD has developed a Creditor Reporting System
(CRS) in which donors are beginning to patticipate. The CRS system sets out
codes for different development activities, so that activities reported upon under
the same codes are certain to be comparable. This system could be adapted to col-
lect comprehensive data on external funding for basic social services. At the pres-
ent time, there is a fairly clear consensus among donor governments, internation-
al agencies, and the DAC on the definition of basic educarion, which is the same
as the 2020 definition. There is also a general consensus among these parties on
basic health: the definitions of the CRS, 20/20, and individual donors are quize
similar. However, on nutrition, warer and sanitation, there is much less agreement.
These issues will have to be resolved if the CRS reporting system is to realise its
potential as a tool for evaluating progress under the 20/20 Initiative.

Convincing donors of the validity of 20/20 )

Apart from the problems of lack of consistent reporting on funding of basic social
services by donors, the 20/20 Initiative faces a few obstacles in being accepted by all
donors. Donors may resent attempts by the intemnational community to influence the
pattern of their activities. Some donors appear o have misunderstood the Initiative
to be a binding compact, and as such believe it is unrealistic. There are regular pro-
posals for the improvement of development assistance, and donors may be cynical
shout the utility of new iniriarives, particularly of such a systemic character.

In the 1690s, some donors have adopted ‘Sector-Wide Approaches’ (SWAps),
hilateral agreements with recipient governments that cover an entire sector, such as
health or education, in which the responsibilities of both the donor and the recipi-
ent country are ser out. The objective is to integrare areas in which initiarives of
both donors and governments have been fragmented, and to build the capacities of
recipient countries. While SWAps are not incompatible with 20/20, they emphasise
a sector-specific approach to development aid, which may or may not acknowledge
the 20/20 targets that pertain to basic social services overall.

When 20/20 is interpreted formalistically, as a simple numerical target, ic will
not areract donor support and cooperation. Donors must understand that the goal
of the 20/20 benchmark is universal coverage of basic social services, and that pur-
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suit of the initiative is compatible with and even complementary to other devel-

opment approaches.

Disaggregated analysis of social expenditures

The previous section allowed us to analyse the overall fiscal priority of social -

expenditure in the countries studied. This section will examine in detail the pat-
temn of expenditure within the social services budget of these countries. In partic-
ular, it witl analyse the priority awarded to basic social services, and i possible,
draw conclusions on efficiency of spending. The analysis that follows will atrempt
to elaborate on the main finding of the previous section, namely, that although
social services as 2 whole occupy a significant proportion of the government budg-
et in many countries, aliocation to basic social services remains a low priority.
After a brief overview of the social service budget, a more detailed analysis
of spending on the health, education, and warer and sanitation sectors will pro-
vide information on the efficiency and equity of major components of basic social
services expendimure.

Breakdown of social expenditure

Social expenditure is generally defined as including that on a subset of the follow-
ing: education, health, social welfare, water and sanitation, employment, and hous-
ing. In some counries, the water and sanitation spending is included as part of the
health budget atlocation, and in others it appears in a separate category.

Fducation usually accounts for the most significant proportion of the sociat
services budget. The average for the countries in this study is 44 per cent of the
total. Health spending is much lower, at around 20 per cent. Health and educarion
combined, as shown on Table 7 below, thus account for almost 65 per cent of the
total social services budget. .

In the middle-income countries of the data set for which figares are available,
Colombia, the Dominican Republic, Jordan and Morocco spend around half of their
social sector budget on ‘other’ social services including housing, social welfare pro-
visions, and social security. It appears that Lebanon spends a notably high percent-
age of the social security budget on education and health, though the budgets cal-
culated for the individual sectors include spending from other ministries that are not
included in the total social services budget. The Philippines spends a relatively high
proportion on health and education, though most notably on education.

The average for the low-income countries in the sample reveals higher overall
priority given to education and health {around 70 per cent} as the range and level
of social services provided is lower. This sectoral priority is likely to be appropriate
in poorer countries, but must be supplemented by a high priority accorded to basic
social services within expenditure on education and healch.
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Table 7. The pattern of social services expenditure across countries”

As % of government spending Health and
Total social education as
sector Health Education % pf social
spending spending
" tebanon 263 5.3 12.4 87.2
Viet Nam 250 58 15.0 82.5
Bangladesh 32.0 6.2 18.2 76.3
Benin 272 472 158 743
Philippines 201 2.2 124 736
Nepal 29.2 5.3 13.8 B5.8
Chad 283 53 13.3 64.8
Zambia 288 104 10.8 58.9
Dom. Repubiic 38.4 8.6 13.8 58.3
Jordan 43.6 9.2 148 54.8
Morgeco 40.2 35 185 449.8
Colombia 43.2 38 10.3 43.9
fiuatemala 46.0 nja 16.0 nfa
Burkina Faso 27.0 nfa a/a nfa
E! Salvader 238 n/a fa nfe
Kenya -nfa 43 228 /&
Uganda nfa 6.3 220 nfa
Average 318 6.2 15.3 63.9

Source: Same as Tabie 2.
* Figures comrespond to the latest year available.

Education expenditure

Education represents the single biggest spending item in the social services budge:
for most countries. The average expenditure on educarion is around 45 per cent of
the social services budget, or 15.3 per cent of total government spending. However,
high total education spending withour efficient aflocation is not sufficient 10 guar-
antee universal access to primary education, or to increase adult literacy. Indeed, it
is well known that 2 large proportion of education budgets in some developing
countries is taken up by higher-cost secondary and tertiary education that does not
setve these goals (Watkins 1999). Basic education is defined as primary educarion
and adult literacy by most of the country reports, although there are some differ-
ences in the length of primary education (which ranges from four to nine years}),
and some countries include pre-school education in their estimates.

Whereas the adult literacy rate for a country gives a good indication of the
‘stock’ of educational attainment accurnulated over previous years, primary educa-
tion enrolment tates provide a very concrete and current ‘flow' estimate of gov-
ernments’ success in providing basic education. Enrolment figures, and in particu-
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lar those for gross enrolment (which do not account for repetition of years), only
provide informarion on the extent of access to basic education, and not on the
quality of that education, which will of course have an important impact on future
lireracy rates.

Table 8 provides an overview of the share of education in the government
budget, along with adult literacy rates and gross primary enrolment rates for the
sample countries. It may be observed that the relation between the literacy rate
and education spending either as a percentage of GDP or as a percentage of toral
public expendirure is weak, even after making allowances for the income group.
This fact underlines the importance of factors unobserved at this level of aggrega-
tion {in particular, the intemal composition of education expenditures and the
quality of service delivery) in determining final outcomes.

The average literacy rate for the medium human development countries as a
whole is 75.9 per cent. The average literacy rate for the leas: developed countries

Table 8. Selected education and expenditure indit_;atérs' '

Education
Country o . spending - Education
{Ranked hy Literacy Gross Primary - {% of total spending
literacy rate} Rate Enralment Rate spending) (% of GDP)
Middle income . o o _
Phifippines - 84 117 148 271
Colombia i) 118 . 10.3 3.63
{ ebanon 8 35 12.4 39
Jordan . i 94 - 138 4.87
Dorinican Republic 82 103 165 244
Ei Salvador 76 a4 nfa : nja
Guatemala 65 84 126 1.59
IMoreeco 44 84 15.8 3.31
Low income ) -
Viet Nam 91 114 16.0 3.68
Zambia 78 89 - 13.9 3.20
Kenya 77 85 229 831
Uganda 62 73 28 425
Chad 48 85 13.3 241
Bangladesh 8 6% 18.2 3.08
Nepal 36 110 13.9 2.79
Benin 32 6 15.0 282
Burkina Fase 18 - 40 nfa - nfa

Seurce: Same as Table 2; UNICE?, State a.fﬂwé Warld's Children 2000,
* Figures correspond to the latest year available; )
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as 2 whole is 48.5 per cent (UNDP 1997). It can be seen from Tables 7 and 8
together that Viet Nam, Kenya, and Zambia have high literacy rates compared to
the average for their income or human development group, whereas Guatemala is
under-performing in terms of literacy achievements compared to countries in its

group at 65 per cent. The contrasting average for Lacin American countries as a

sub-group is 87.2 per cent. The high-performing poor countries have high spend-
ing on education as a percentage of GDP, whereas Guatemalza has notably low
spending. This suggests that absolute resource commitments as well as patterns of
expenditure are important determinants of final achievements.

Burkina Faso is a striking example of a low-income country that under-performs
in-terms of literacy rates, with an extremely low average literacy rate of 19 per cent.
The gross primary enrolment rate is also the lowest in our sample of countries. The
ohjective of the governments current strategy for human development is to
increase primary enrolment from 34 ger cent to 60 per cent for boys, and from 30
per cent to 50 per cent for girls by the year 2005. Goals for improved literacy are
also included in the strategy. However, there are other targets set for scientific and
technical educarion, and quality of tertiary education, which may impinge on the

- availability of funds for basic education. Difficult choices in terms of the targeting

of the available resources are in this case, as in others, inevitable.

Benin also has a low literacy rate, despite a respectable resource commitment to
education. No time series is available for basic education expendinure, which stood
at 5.2 per cent of rotal government spending or roughly a third of education spend-
ing overall in 1997. The increase in primary enrolment in recent years has resule-
ed in higher pupil/teacher ratios, which has implications for the quality of primary
education, in the absence of an increase in resources. Intra-sectoral reallocation is
likely to be a key strategy in Benin, as elsewhere. .

Nepal's literacy rate is well below the average for the developing countries, and
even for the South Asian sub-region, which has one of the lowest regional aver-
ages in the world (48.4 per cent, excluding India). However, Nepal has achieved a
high gross primary enrolment rate, ever, when compared to countries with much
higher levels of economic development. The share of budger dedicated to educa-

_ ‘tion has increased from 8.8 per cent in 1991 to 13.9 per cent in 1997, and also the
share of basic education wirhin that budget is relatively high, at around three-quar-

ters of the total. The efficiency of resource use is, therefore, a key issue. Efficiency
of basic education expenditure can, in particular, be improved by lowering dropout
and repetition rates in primary schools.

Table 9 shows the relative proportion of the educarion budget dedicated to basic
education for the latest available dara, as derived from the country studies under
review. It may be observed that the relation berween educational achievements
and spending on basic education as a percentage of government expenditure is
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Table 8. The relative importance of basic education expenditure®

Gross Basic education Basic education Basie
Country Primary spendiag as % spending as % education
{Ranked by Literacy Enrolment of total public of education spending as
fiteracy rate} Rate Rate spending spending % of GBP
Middle income
Philippines 94 117 nfa n/a nfa
Coiombia 90 118 15 72.57 264
Lekanon 88 % 74 59.7 2.33
Jordan 86 24 91 §5.94 1.35
Gominican Republic 82 103 5.8 35.66 1.25
£l Salvador 76 a4 ) 8.9 nfa nfa
Guatemala 65 84 88 59.44 1.63
Marocco 44 84 14 89.74 2.63
Lew income
Vief Nam 91 114 5.3 32.81 .62
Zambia i 78 8% nfa a/a n/a
Kenya 77 85 1.6 48.18 448
Uganda §2 73 127 57.13 245
Chad 48 i 5.2 39.10 (.4
Bangladesh 38 69 nfa n/a nfa
Nepal 36 110 8.3 76.85 1.6%
Benin 32 76 70 46.67 1.61
Burkina Faso 14 40 5.8 nfa nfa

Souree: Same as Table 2, Authers’ own caiculations.
* Figures correspand to the latest year available.

weak. The relation between educational achievements and expenditure on basic
education as a percentage of GDP is stronger within each income group, even
though there are still notable exceptions o such a relarionship, undetlining the
importance of the efficiency of resource use. .

Viet Nam has noticeably low spending on basic education as a proportion of edu-
cation and high education achievements. However, the country has a long history
of investrent in education, and literacy rates are very high, with near-universal pri-
mary enrolment and low dropout figures. Spending on education appears to have
been incressingly devoted to higher levels of education without impeding primary
level enrolments. Yer there remain some regional and gender disparities thar merit
further investment in basic education. The Dominican Republic and Jordan also
have reasonably high literacy rates at low levels of basic education expenditure, sug-
gesting that the additional effort necessary to attain universal literacy may be low.

Especially in the African countries, the share of development expenditure in
the educarion budget is extremely low. Where donors do not make up the shortfall,
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households are forced o foor the bill for textbooks, pay user fees, or contribute to
capital mvestments. Chad and Benin, for instance, appear to be under-investing in
basic education relative to the education sector as a whole, and to have notably
low overall achievemnents as a consequence. In Chad, the education indicators are
extremely poor. Enrolment rates are fairly low (60 per cent), and the pupil/teacher
ratio is high at 65 students per teacher. The level of capiral investment needs w0 A
increase, since only half of all classes take place in an adequate classroom. State
spending on education includes only teachers salaries, as development expendi-
ture is financed encirely by donors. Around nine per cent of aid inflows to Chad
are spent on hasic education, which amount to approximately twice the state budg-
et for basic education. To the extent that domestic constraints prevent the gener-
ation of additional resources, assistance from donors or debt relief directed towards
BSS will be indispensable. .

Taking into account al! the countries in the sample, the macroeconomic priot-
ity assigned to basic education is on average just below two per cent. As noted ear-
lier, this figure depends on three factors: the size of the public sector; the impor-
tance of the education budget as a proportion of the total public expenditure; and
the priority assigned within the education budget to basic services. Relative to
other basic social services, it is basic education that receives the greatest portion of
resources, mainly because of the priority of education within toral govemment
budget relative to health and other social services.

Health expenditure .

The level of governmenr spending on health, as a percentage of both the social
services budget and of total government spending, is appreciably lower than that
of the education sector for all of the countries studied here, with the average level
being just over six per cent of public expenditure. Within the healch budget,
resources allocared to basic health services vary considerably in their importance.

Also, in many countries, government. is ot the only provider of health care, as

there may also be the presence of the private sector and national and internation-
al non-governmental organisations {NGOs). The financing of publicly provided
health care also frequently comes from not only general taxation, bur also user fees,
which have a potentially significant impact on access to primary health care
{Reddy and Vandemoortele 1997).

Table 10 shows the relative importance of heslth sector spending in the sampie
countries, as well as their health status as indicated by child mortality rates. The
average under-five morrality rate (LUSMR) for the developing countries as a whole
is 95 per 1000 live births. Thus, half of the sample countries have higher under-five
mortality rates than the average.

Table 10 suggests a fairly strong rank-order relation between health expendi-
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Table 10. Selected health and spending indicators®

Under-five Govel i
ggaunkm,; o et rnment health speading
anked by USMR) (USMR} % of total spending % of GDP
Middie income
Colombla 30
8.8
Ei Salvador 34 n/a "
Jordan 36 8.2 n
Philippines 44 2-2 g:
Dominican Republic 51 8.6 . 1.
Giuatemala 52 n,"a :
Lebanon - 58 5.3 5::
Moroceo 70 -
35 0.7
Low income
Viet Nam 42 5.6 1.3
Nepat 160 5.3 Ill
Bangladesh 106 £.2 1.1
Kenya 17 4.3 1 l8
liganda 134 5.3 1.2
Benin 165 47 0.8
Burking Faso 165 nfa /
a
Chad : 198 53 1.8
Zambia 202 10.4 2.1

Scurce: Same as Tabie 2; UNICEF, State of the Worid's Chifdren 2580,
* Figures correspand to the latest year available.

usrt.es as a percentage of GDP and USMR among the middle-income countries
which is perfect if the outlying case of the Philippines is discounted, and a weaice;
rank-order relation between these two staristics among the poorer couneries.
However, taking account of the presence of HIV/AIDS, which especially affects
Zambia and Kenya among the sample countries, would be likely to greatly strength-
en this relationship. i -

The Table shows that Colombia, Jordan, Lebanon and Zambia spezid the most
on health in relation to GDP. Howeves, as they belong to different income cate-
gories, this comparison is not directly meaningful. Whilst Colombia, Jordan and
Lebanon have relatively high health indicators in the group, Zambia is the coun-
try with the highest under-five mortality rate, at 202 per 1000 live births. The
ca?unary also has very low indicators of health as measured by indicators of malnu-
trition, and water and sanitation. It is therefore encouraging to see that the latest
figures (1997} show a relatively high percentage of spending devoted to the health
sector (approximartely ten per cent). In previous years, however, expenditure on
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health was low {around six per cent}, and has mereased only since 1994, The rel-
arive squeeze on health spending in the lare 1980s and early 1990s was ateributed

to declining GDP due to extemal price shocks.
Looking at the countries with below-average under-five morrality rates shows that

 they devote relarively more resources to health than the other countries. A notable

exception is the Philippines, which of all countries for which data are available
devotes the fowest proportion of government resources o health, at only 2.2 per
cent. This amounts to just 0.4 per cent of GDP, or less than $5 per capita. The coun-
ury’s tradition of pursuing social achievements, and the complementarity between
high educational attainments and good health, may partially explain its high health
achievements. With the exception of Zambia, the low-income countries in the sam-
ple devote approximately five per cent of government spending to health.

Countries also seem to be experiencing different evolutions of their health
budgets. Of the countries for which a time series is available, Colombia, Jordan,
Bangladesh, Nepal, Chad and Zambia show an increase in health care spending
relative to the total budget over time. On the other hand, the Philippines, Kenya,
Benin and Uganda experienced declines in their health care budgets, likely due to
the increasing burden of debt payments, as discussed in the previous section.

The mactoeconomic priority assigned to basic health care can be seen from the
health expenditure/GDP ratios in Table 11. Of the countries under review, only
Colombia spends more than a single percentage point of its GDP on basic health.
Mast countries in the sample are spending around 0.5 per cent. Given the health

 indicators for most of the countries in the sample, and the relationship examined

above between health expenditure and outcomes, this is clearly not enough.

A common theme to emerge from the country studies is a lack of focus within
health budgets on the most efficient forms of intervention. Most countries are
spending too much on expensive tertiary and curative care. Of the ten counities
for which detailed dara on health expenditure are available, only four (Nepal,
Uganda, Benin and Colombia) spend 50 per cent or more of their health budget
on basic health interventions.

The Philippines, which has already been mentioned as having low absolute levels
of health expendirure, also appears to devote resources o inefficient uses, with over-
spending on curative services, and high administration costs, when five out of six lead-
ing causes of death are infectious and therefore likely preventable. Usage of low-cost
preventative and curative interventions is limited. Less than half of diarthoeal cases
of children under five are treated with oral rehydration therapy {ORT), an extremely

inexpensive intervention. Also, spending on water and saniration is very low, leading
to an environment of high risk with regard to communicable diseases.

Jordan only spends 20 per cent of the health budget on basic health, and this
figure also shows a decline between the years 1991 and 1997. Jordan has had a
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Table 11. Basic health spendin
g as a share of health i
total government spending and GDP* spending,

Government basic health spending
% of public % of heaith
Country - s i <pendin
pending spending %
Middie income —
Colombia 43 50
Dominican Republic 2.7 31 1-51
Ei Salvador 4.1 nfa o
Guatemala 3.8 nfa ”;a
: _ . nfa
Jordan 1.8 20 0.64
Lebanon 0.9 138 .30
Maragco 1.4 40 ‘
Philippines . nfa nfa 0.13 \
n/a
Low income
Bangladesh nfa n/a )

: afa
Benin 2.7 57 351
Burkina Fasao 4.5 n/a [

. nfa
Chad 2.3 44 0.38
Kenya 1.3 30 0.55
Nepai 31 58 061
Uganda 35 a7 459
Viet Nam 2.2 4() U-
! A .52
Zambia nfa n/a n/a

Source: Same as Table 2.
* Figures correspond to the latest year availabis.

decrease in infant mortality, and an increase in available doctors, beds in clinics

and maternity care per capita. However, there has been a decline in the number o;
health centres and village clinics compared to previous years. Morbidity due to
infectious diseases has also declined, though there has been an increase in the inci-
dence of dysentery. There is still a lot of progress needed for Jordan to meet basic
health targets. For example, immunisation of children is currently ac 85.7 per cent.
The main areas for freeing up expenditure on basic health appear to be wages and

administrative costs. Clearly, restructuring of the existing health budget in favour -

of basic interventions is readily feasible and can serve o substantially enhanc
Jordan’s basic health performance. -
Chad spends a relatively small amount of its budget on basic health. At only 40
per cent, this amounts to just 0.38 per cent of GDP. Chad has extremely weak
h(":aith indicators, and a very low level of coverage in basic health interventions.
Life expectancy is low, even compared to the sub-region. Twenty per cent of infants
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are severely malnourished, and the roral immunisation rate for infants under two
years is just 13 per cent. ODA in Chad finances the entire development budget for
health, and non-salary recurrent expenditure, including nutrition, water and sani-
wtion. These expenditures amount to 16 per cent of international aid to Chad.
Restructuring of expenditure in the health sector towards BSS is clearly a key
jmperacive for Chad, as is an increase in the proportion of ODA devoted to health,
which is currently below the 20 per cent level.

Nepal, with total health spending at only 5.3 per cent of public expendizure, has
however managed to allocate a substantial portion of total health expenditure to
Lasic health, and thus raised its level of basic health spending as a proportion of
GDP above the average of the ten other countries with detailed data available,
This is a considerable achievement, given that the toral resources available for
public expenditure in Nepal are lower than the average, and suggests what can be
accomplished elsewhere even at low levels of total expendirure.

In summary, the countries studied spend relatively little on health. As a share
of government spending, they average around three per cent. As a proportion of
GDP, basic health represents just 0.4 per cent. This is mainly due to a lack of pri-
ority of health expenditure in national budgets. However, it is also true that with-
in the healdh budget, most countries are not targeting low-cost, effecrive and effi-
cient preventative interventions, but rather spend a disproportionate amount on
expensive curative services. A majority of the countries in the sample for which
data are available spend less than half of their health budger on basic services.
Also, many of the country studies cite inefficiencies within the basic health system,

such as over-centralisation, lack of proper accounting procedures, and over

reliance on expensive medicines.

Water and sanitation spending
Tow-cost clean water and adequate sanitation are essential prerequisites for a

healthy population, yet expenditure on their provision is low and falling in most of
the countries in the study. Expenditure on water and sanitation is sometimes
included in basic health expenditure, and somerimes separated. It is clear from the
studies that water and sanitation occupy a low status within the government budg-
ets. They also are little considered in the reports, likely because of fack of data.
Examination of expenditures in the sectot in the countries for which informa-
tion is available shows a declining trend in most of them. A notable exception is
Viet Nam, which has increased the budget ailocation to water and sanitarion dur-
ing recent years, though to a fairly low level of 0.5 per cent of total expenditure.
The country has fairly poor levels of water and sanitation coverage compared to
other social service indicators, revealing a comparative lack of commitment to

these services in the past.
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In Kenya, water and sanitation expenditures have declined severely as a pro-
portion of the government budget, from 2.4 per cent to 0.4 per cent. In Nepal,
government investrent expenditure on drinking water has declined continuously
in recent years, though the share of basic services within the water and sanijration
sector has increased. Local NGOs are also reported to have played an important
role in the provision of adequate drinking water. No disaggregated data are avail-
able on water spending for Chad. Benin, in tum, spends relatively high amounts
(2.7 per cent) of its budget on water and sanitation, in the face of extremely low
indicators of coverage.

Among the middle-income countries in the sample, we find that in Lebanon,
the charge for clean water is higher in poorer rural areas, which also have a lower
cost of basic provision. This implies thar poor households are subsidising richer
households. The standard of sanitation is also poor in the Philippines, where issues
of effectiveness of water provision, and problems with pricing strategies and cost-
recovery need to be addressed urgently. Latin American countries, as a rule, are
spending low amounts on water and sanitation, despite these being the areas with
the greatest shortfall in coverage among the basic social services.

Conclusions and recommendations

Most of the countries in this chapter have not reached a level of 20 per cent of pub-
lic expenditure devoted to basic social services. Indeed, the average level for the
group of countries studied is 12.3 per cent. Since government budgets are partially
financed by ODA, the level of expenditure on BSS our of nationally-generated
resources is even lower. This central fact underlines that the 20/20 targets are a
worthy but still distant goal. '

Social expenditure overall represents an extremely high proporzion of discre-
tionary expenditures {i.e. after debt service) for the countries in the study. This fact
urnderlines that a lack of government commitment to social expendirures as such is
not, contrary to popular perception, the primary reason for the failure to attain uni-
versal access to basic-social services. A detailed review of social sector expendirures
reveals nonetheless that there is substantial scope in most countries for reallocation
of social sector expenditures towards basic services. Such reallocation, combined
with a relaxation of government rescurce constraints through debt relief, reductions
in relatively unproductive (e.g. defence) expenditure, and increased domestic and
international revenue mobilisation can significantly promote the 20/20 objectives.

A detailed analysis of the health, education and water and sanitation budgess,
and the atlocations within each sector to basic social services in the sample coun-
tries, reveals that: 7

# Education expenditure enjoys budgetary priority over the health sector;

w» In both of the major sectors, spending is not targeted well at basic services;

Financing Basic Social Services

it

s The relation between overall social sector spending and social secror out-

comes is weak in education, but stronger in health;

 These relations seem stronger when the focus is placed on basic social servic-

s expenditure;

» The allocation to basic interventions is generally lower for the health than

for the education sector;

w In almost every country under review, there is a substantial scope for

improved efficiency of resource use within the social services budget.

The level of public spending in most countries is below the level assumed in the
original 20/20 estimate of the requirements to meet the goals of universal access o
basic social services. As a result, attention to increased revenue generation is essen-
vial. Evaluation of progress towards 20/20 targets should therefore take place in the
overall context of an assessment of national economic strategies, including mech-
anisms of tax collection. For heavily indebred countries, debt relief is an essential
component of the pursuit of 20/20 objectives and should be treated as an. integral
element of the development and assessment of 20/20 strategies.

Other policy recommendations include improved moenitoring mechanisms.
There is an urgent need for more systematic recording of donor efforts by type and
recipient, bound by a commonly accepted taxonomy. At present, in the absence of
such a system, the database for evaluating the extent of donor and national gov-
emment’ commitment to basic social services is weak. There is also a need to
extend reporting of expenditures on basic social services to levels of government
other than central government, in order to permit a more comparable and accurate
understanding of the extent of national efforts, as well as the areas of most wrgent
need for the redirection of resources. At present, the data required to make such
judgements do not exist.

The data teveal both an inadequare level and a very slow rate of growth of
expenditures on basic social services. That higher expenditures on basic social
services would be helpful to the attainment of the 20/20 goals is illustrated by the
stronger relation that exists in the sample countries between such expenditures and
human development cutcomes than between poorly targered overall social sector
expenditures and final outcomes. More tapid atrainment of universal access to
basic social services will accordingly require both a relaxation of resource con-
straints and a reallocarion of available resources to higher social priority uses,
though the appropriate balance of these wilt depend on national circumstances.

Finally, no realistic analysis can afford to ignore considerations of political econ-
omy. Some of the structural changes envisioned here are more realisable than
others. The formulation of appropriate strategies will in the fina} analysis depend
not only on where the greatest opportunities seem to lie from the point of view of
accounting, but also from the point of view of politics. In this light, existing budg-
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etary patterns of strong support for social expenditure withour a correspondingly
strong support for basic level services should be read as revealing the past and pres-
ent power of existing political constituencies. These are often of a broad-based ér
even mass nature, although they frequently exclude the poorest.

Realistic strategies will thus often involve forging worlkable compromises
between the interests of these different groups, for example by sometimes favour.
ing more universal over narrowly targeted approaches to provision. Such national
compromises should be supported through the extension of debt relief to countries
for which increases in basic social service expenditure are heavily obstructed by
debe service obligations. The 20/20 vision is that progress towards universal access
to basic social services will be atrained not only as a result of moral concern, but
also of the articulation of shated responsibilities and the pursuit of economically
and politically well-designed and feasible straregies. M
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Country Cases

PART 2

! The interpretation of basic services outlined here can be questioned. For example, curative
care delivered even at tersiary levels is often ‘basic’ in nature (Reddy and Vandemoortele
1997). However, in this paper, we adopt without further enquiry the definitions provided here.
% Specifically, the share of nationally generated resources devoted to BSS is given by (BSS—9
ODA) DEVT, where BSS, ODA and DEVT refer to the total levels of expenditure on BSS,
QDA, and the development budger, respectively, and & is the share of BSS in ODA.




