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SDA Working Paper Series
Foreword

Integration of social and poverty concerns in the struc- economic crisis in Africa on the one hand and the
tural adjustment process in Sub-Saharan Africa is a adjustment response on the other hand affect the liv-
major driving force behind the design of the World ing conditions of people. Empirically, major improve-
Bank's adjustment lending program in the Region. To ments are needed in our knowledge of the social
further the goal, the Social Dimensions of Adjustment dimensions of life in Africa, how they change, and
(SDA) Project was launched in 1987, with the United whether all groups in society participate effectively in
Nations Development Programme and the African the process of economic development. Gaining this
Development Bank as partners. Since then many other knowledge will demand new efforts in data collection
multilateral and bilateral agencies have supported the and policy oriented analysis of these data. Most im-
project financially as well as with advice. The task portantly, policy actions are needed in the short term
presents a formidable challenge because of the sever- to absorb undesirable side-shocks stemming from the
ity of economic and social constraints in Africa and the adjustment process so that the poor and disadvan-
intrinsic difficulty of tracing the links between eco- taged are not unduly hurt, and in the long term to
nomic policies and social conditions and poverty. It is ensure that these groups fully participate in the newly
essential to have a continuous professional dialogue generated growth. The SDA Project's mandate is to
between all concerned parties, so that the best ideas operate, in a concerted way, in all three domains:
get discussed by the best minds, and become, as concepts, data, actions. This working paper series will
quickly as possible, available for implementation by report progress and experience in aU three areas. I
policymakers. This is the aim of the SDA working encourage every reader's active participation in the
paper series. series and the work it reports on. It is meant to be a

To fulfill its mission, the SDA Project operates on forum not only for exchange of ideas but even more
different levels. Conceptually, contributions need to importantly to advance the cause of sustainable and
be made which advance our understanding of how the equitable growth in Africa.

Edward V.K. Jaycox
Vice President, Africa Region
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The Social Dimensions of Adjustment (SDA)
Project Working Paper Series

The SDA Project has been launched by the UNDP The Surveys and Statistics subseries focuses on the
Regional Programme for Africa, the African Develop- data collection efforts undertaken by the SDA Project.
ment Bank, and the World Bank in collaboration with As such, it will report on experiences gained and
other multilateral and bilateral agencies. The objective methodological advances made in the undertaking of
is to strengthen the capacity of govermnents in the household and community surveys in the participat-
Sub-SaharanAfricanRegiontointegratesocialdimen- ing countries to ensure an effective cross-ferilization
sions in the design of their structural adjustment pro- in the participating countries. The subseries would
grams. The World Bank is the executing agency for the also include "model" working documents to aid in the
Project. Since the Project was launched in July 1987, 32 implementation of surveys, such as manuals for inter-
countries have formally requested to participate in the viewers, supervisors, data processors, and the like, as
Project. well as guidelines for the production of statistical

The Project aims to respond to the dual concern in abstracts and reports.
countries for immediate action and for long-term in- The Policy Analysis subseries will report on the
stitutional development. In particular, priority action analytical studies undertaken on the basis of both
programs are being implemented in parallel with ef- existing and newly collected data, on topics such as
forts to strengthen the capacity of participating gov- poverty, the labor market, health, education, nutrition
emments (a) to develop and maintain statistical data and food security, the position of women, and other
bases on the social dimensions of adjustment, (b) to issues that are relevant for assessing the social dimen-
carry out policy studies on the social dimensions of sions of adjustment. The subseries will also contain
adjustment, and (c) to design and follow up social papers that develop analytical methodologies suitable
policies and poverty alleviation programs and pro- for use in African countries.
jects in conjunction with future structural adjustment Another subseries, Program Design and Inplemen-
operations. tation, will report on the development of the concep-

The working paper series "Social Dimensions of tual framework and the policy agenda for the project.
Adjustment in Sub-Saharan Africa" aims to dissemi- It will contain papers on issues pertaining to policy
nate in a quick and informal way the results and actions designed and undertaken in the context of the
findings from the Project to policymakers in the coun- SDA Project in order to integrate the social dimensions
tries and the international academic community of into structural adjustment programs. This includes the
economists, statisticians, and planners, as well as the priority action programs implemented in participat-
staff of the international agencies and donors associ- ing countries, as well as medium- and long-term pov-
ated with the Project. In the light of the three terrains erty alleviation programs and efforts to integrate
of action of the Project, the working paper series con- disadvantaged groups into the growth process. The
sists of three subseries dealing with (a) surveys and focus will be on those design issues and experiences
statistics, (b) policy analysis, and (c) program design which have a wide relevance for other countries as
and implementation. well, such as issues of cost-effectiveness and ability to

reach target groups.
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Executive Summary

This paper starts with a look at the pattern of public three sets of parameters are crucial in poverty con-
expenditure in Africa during the adjustment decade, scious public expenditure restructuring: (i) those that
paying particular attention to the social sectors. It quantify the importance of one dimension as opposed
concludes that the poverty focus and the poverty re- to another in the social valuation of the standard of
duction impact of public spending in Africa is very living; (ii) those that quantify the links between public
low. The reasons for this includE a lack of funds for expenditures and achievements along several dimen-
nonwage recurrent expenditures in core economic sions of the standard of living, and (iii) an assessment
and social services, inadequate intrasectoral resource of what fraction of public expenditure in any given
allocation from a poverty reduction point of view, and category reaches the poor.
public expenditure management inefficiencies. Abso- In the paper, applications are developed in these
lute levels of expenditure on essential services are low three areas. First, the question is asked whether the
in Sub-Saharan Africa compared with richer coun- sodal valuation of specified components of the stan-
tries. It is therefore concluded that increases in finan- dard of living which is implicit in UNDP's recently
cial resources to support anti-poverty programs are developed Human Development Index can be used as
needed in Africa. But raising the poverty focus of a guide to prioritize public expenditures. The answer
governmental expenditures also requires changes in is negative in the view of the authors because of limi-
the within sector and the functional composition of tations in the approach chosen to develop the Index.
public spending, as well as improvements in the fac- The second application asks how basic needs inputs
tors which hamper the effectiveness of program (for example, health programs, education services)
delivery. and the cost thereof in terms of public expenditure are

Since human capital inputs interact with each other linked to specified achievements in human develop-
and with directly income-enhancing economic sector ment. An approach which links the household level
expenditures it is not obvious how the flow of funds production function for basic needs and detailed cost
to certain sectors and programs should be prioritized data on service delivery is proposed. The third appli-
from a poverty reduction point of view. A framework cation focuses on the analysis of consumer budgets of
for public expenditure restructuring which takes into the poor. It shows how household data can be used to
account human resource interactions and the multidi- study the extent to which public spending patterns
mensionality of the standard of living is developed in reach the poor.
the paper. The framework permits the estimation of The paper demonstrates the relevance of household
the opportunity cost in terms of poverty alleviation of income and expenditure surveys as planning tools to
allocating a marginal dollar to a particular sector or guide the restructuring of public expenditure from the
spending program. It follows from the framework that point of view of poverty reduction.
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1. Introduction

Public expenditure choices play a fundamental role in Section 3, the links between public expenditure re-
poverty alleviation through their effects on the supply structuring and poverty alleviation are explored in a
response of adjusting economies and their contribu- framework which takes into account human resource
tion to human capital formation. Public investment interactions and the multidimensionality of the stan-
and recurrent spending are important determinants of dard of living.
the quality and quantity of economic and social infra- Section 4 illustrates applications of the framework
structure which, in turn, affect human resources and of Section 3 with African examples. Three areas of
labor productivity, as well as producers'ability to take applications are explored. We first review a recent
advantage of adjustment-related changes in relative attempt at deriving weights for various components
prices. But government budgets have become tighter of the standard of living (ie. UNDP's Human Devel-
during the 1980s in Sub-Saharan Africa because of opment Index). The question asked is whether the
stagnating economic growth (particularly in the more social valuation of specified components of the stan-
easily taxed formal sector), declining commodity dard of living, which is implicit in the Human Devel-
prices and a more restricted international credit envi- opment Index, can be used as a guide to prioritize
ronment. Resource constraints and the need to control public expenditures. The second application uses a
inflation by means of more conservative monetary production function approach to human resources.
and fiscal policy are motivating public finance reform The question here is how basic needs inputs (for ex-
in many countries today. The objective of these pro- ample, health programs, education services) and the
cesses of reform is to bring spending more closely in cost thereof in terms of public expenditure are linked
line with revenue and to raise the efficiency and effec- to specified achievements in human development
tiveness of the government's participation in the econ- such as levels of child mortality, life expectancy, and
omy in support of a specified development path and adult literacy. The third application focuses on the
redistributive (including poverty alleviation) goals. analysis of consumer budgets of the poor. This is

The objective of this paper is to provide an overview combined with data on public spending and used to
of public expenditure patterns in Sub-Saharan Africa determine the degree to which government subsidies
during the adjustment decade of the 1980s and to are reaching the poor in one particular country, Cote
develop a theoretical framework for retargeting of d'Ivoire.
public spending toward poverty alleviation. Section 2 Section 5 concludes the paper and suggests priority
is devoted to an analysis of trends in public expendi- areas of research and data collection to support pov-
tures, paying particular attention to the extent to erty-conscious public expenditure reform.
which expenditures focus on, and reach, the poor. In

2



2. Public Expenditure Patterns in Africa during
the Adjustment Decade'

In this section, recent trends in public expenditure increase in donor finance and debt rescheduling in
patterns and, in particular, in spending benefitting the support of the adjustment process. Real per capita
poor are analyzed. This is a necessary step toward the expenditures declined in 1983 and 1984, but grew in
formulation of recommendations, later in the paper, all other years and regained in 1987 the level attained
regarding poverty-conscious public expenditure re- in 1982. Real discretionary spending (i.e. government
form. We look at aggregate expenditures, the inter- spending exclusive of debt service payments) in-
sectoral and intrasectoral composition of expenditures creased in the early 1980s, stagnated in the mid-80s (it
and the quality and effectiveness of programs and declined in 1983 and 1984 in per capita terms) and
services delivered by the government. recovered thereafter. Discretionary spending as a frac-

tion of GDP declined in 1983 and 1984, stagnated
2.1 Aggregate and Sectoral Expenditures during the following two years and recovered in 1987.

The overall picture, then, is one of a setback during
The study of public expenditure patterns in Sub- 1983 and 1984 and moderate growth in the other years

Saharan Africa is hampered by data deficiencies. of the decade.
There are no comprehensive data on program expen- As might be expected, GFS data point to consider-
ditures (as opposed to broad sectoral aggregates) and able between-country variation around these average
on regional and local expenditures. The IMF Govern- trends. In a thorough, GFS-based study of fiscal policy
ment Finance Statistics (GFS) are the only comprehen- change in Africa, Sahn (1990:27-31) notes that discre-
sive data source on central government spending. tionary government expenditures in low-income and
Even though the GFS data arein reality largely budget oil importing countries expanded at a much slower
figures rather than actual expenditure data, they are pace than in middle-income and oil exporting coun-
used in this paper for want of a published alternative. tries during the 1980s. The author's country-specific
The GFS figures are, however, complemented by evi- analysis also indicates that there has been little growth
dence from the World Banks' recent public expendi- in discretionary expenditures in CFA countries and
ture reviews in Africa, and this resource, as well as East Africa, the mean trend of the latter group of
other knowledge makes it possible to develop at least countries being lowered by the decline in Tanzanian
preliminary conclusions regarding the poverty focus real expenditures observed during the 1980s. On the
and poverty alleviation effect of public spending. other hand, growth has been more rapid in central and

It is often assumed that central government expen- southern Africa (extreme cases in the latter group of
ditures in Africa and spending on social services countries are Botswana, which exhibits rapid expen-
(health, education) have plummeted during the debt diture growth, and Zambia, where real expenditures
and adjustment decade of the 1980s. GFS figures indi- declined, but began to recover during the second half
cate that, on average, total real government spending of the 1980s). The countrieswhere discretionarypublic
(including interest payments) has grown during the expenditures per capita (expressed in constant 1980
1980s with a flattening of the trend between 1982 and US $) declined during the 1980s include Kenya, Libe-
1984 (see Table 1, which was developed using data for ria, Madagascar, Malawi, Mauritius, Niger, Nigeria,
20 African countries chosen on the basis of data avail- Sierra Leone, and Togo. They increased, according to
ability for all spending categories and years consid- GFsdata,inBurkinaFaso,Cameroon,Ethiopia,Ghana,
ered in the table). The 1982-84 period was one of Mali,Somalia,andZimbabwe,amongothercountries.
drought in the Region and particular resource con- Lookingatthe decade asa whole, ratherthan its first
straints which were later relaxed to a degree by an half, GFS data indicate, in Sahn's words (p. 29), that

3
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Table 1. Average Trends in Public Expenditures, Twenty African Countries (1980 87)a

1980 1981 1982 1983 1984 1985 1986 1987
Part A: Broad Aggregates

Total real government expenditures (in 1980 US$), indexed (1980 = 100)
100.0 108.0 117.7 117.8 114.0 122.5 129.5 137.4

Total real per capita government expenditures (in 1980 US$), indexed (1980 = 100)
100.0 104.8 111.0 107.9 101.2 105.5 108.1 111.2

Total real discretionary government expenditures (in 1980 US$), indexed (1980 = 100)
100.0 107.7 115.7 113.2 107.3 113.8 117.5 127.0

Total real per capita discretionary governnent expenditures (in 1980 US$), indexed (1980 100)
100.0 104.6 109.1 103.6 95.2 98.0 98.2 102.9

Total real discretionary government expenditures as a percent of GDP
24.7 25.3 25.5 24.0 22.8 22.8 22.5 24.1

Part B: Sectoral Spending

Health

Real per capita expenditure (in 1980 US$)
8.4 8.8 9.5 9.0 8.7 8.7 9.1 9.9

Share of discretionary budget (%)
5.5 5.6 5.8 6.0 6.0 6.0 6.0 5.8

Education

Real per capita expenditure (in 1980 US$)
24.0 25.3 26.0 25.4 24.8 24.2 24.6 25.3

Share of discretionary budget (%)
15.4 15.1 16.3 17.0 16.6 16.4 16.7 15.4

Social Services (Health and Education combined)

Real per capita expenditure (in 1980 US$)
32.4 34.1 35.5 34.4 33.5 32.9 33.7 35.2

Share of discretionary budget (%)
19.9 20.7 22.1 23.0 22.6 22.4 22.7 21.2

Economic Services

Real per capita expenditure (in 1980 US$)
41.6 38.2 39.7 37.7 37.6 39.2 43.0 39.7

Share of discretionary budget (%)
26.1 22.8 23.4 24.8 25.7 27.2 28.4 27.8

Of which Agricultural Services

Real per capita expenditure (in 1980 US$)
13.5 11.9 13.9 11.7 12.6 12.5 13.3 14.7

Share of discretionary budget (%)
8.1 7.6 8.4 8.7 8.4 8.4 9.7 9.5

a. See text for explanation. The countries are Botswana, Burkina Faso, Cameroon, Ethiopia, Ghana, Kenya, Liberia,
Madagascar, Malawi, Mali, Mauritius, Niger, Nigeria, Sierra Leone, Somalia, Swaziland, Togo, Uganda, Zambia, Zimbabwe.
Source: Calculated on the basis of data from IMF, Goverrment Finance Statistics (1989 Yearbook), Washington D.C., 1989.

there have been no "across-the-board reductions" in Table 1 shows that social and economic sector
real discretionary govermment spending and that for spending tended to increase during the decade under
most countries expenditures were "on the rise, or at review, both as fractions of total discretionary expen-
least steady ... despite the proliferation of IMF and diture and in real per capita terms. (There was a de-
World Bank loans that often carry with them condi- cline in average economic service expenditures 3

tions involving budgetary austerity." In view of the between 1986 and 1987, but not in spending on the
1983-84 setback in real spending referred to above, it agricultural component thereof.) Trends in socal sec-
seems, in fact, that adjustment programs, which really tor spending are dosely correlated with trends in dis-
proliferated after 1984, have helped restore real s?end- cretionary governmental spending in the data used to
ing by lowering the effective rate of inflation and calculate Table 1. While soial expenditures fluctuated
raising foreign resource transfers and (through debt- between years, they were higher in 1987 (the last year
rescheduling) discretionary budgets. reported in the Table) than at the beginning of the
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decade. This, of course, should not be taken to mean ments in the factors which constrain the effectiveness
that essential social services were adequately funded. of program delivery.
But there is no evidence, in Table 1, of a decline in real
resources devoted to social services. This expenditure 2.2 Intrasectoral Resource Allocation
category does not seem to have been vulnerable to
cut-backs in govermment expenditures in Africa or to Anti-poverty spending encompasses economic sec-
have borne the brunt of reductions in aggregate ex- tor spending to raise the income opportunities of the
penditures where they have occurred. poor, "essential" social services, and transfer pay-

This supports the hypothesis forrmulated by Hicks ments or "safety nets" to bolster the consumption of
and Kubisch (1984) that governments tend to protect the chronically poor and, transitorily, the needy losers
social expenditures in times of economic difficulty. In under the adjustment process. Economic sector expen-
their study, social expenditures emerged as the most ditures to raise the incomes of the poor and to increase
protected of five expenditure categories examined in their contribution to growth include projects and pro-
thirty-two developing countries for the period 1972- grams to build infrastructure and institutions in sup-
80. (The authors consider their conclusions prelimi- port of labor-intensive sectors and patterns of
nary, because their study is limited to consolidated production. Credit programs and interventions to im-
central government accounts, excluding expenditures prove poor people's access to inputs and services and
of state and local governments.) Updating this analy- to improve the functioning and transparency of the
sis for 1979-84, Pinstrup-Andersen et al. (1987: 75-81) markets in which they trade are items of high priority.
found similar aggregate results for Africa but consid- Agriculture (including smallholder agriculture) is a
erable reduction in social expenditure in Latin Amer- key sector to be promoted, despite the fact that agri-
ica. Sahn (1990: 56) found the elasticity of health cultural supply response takes time, since no other
(education) expenditures with respect to total govern- sector is capable of comparably participatory growth.
ment expenditures in Sub-Saharan Africa to be rather Yet, macro price policy and development spending
high, viz. 0.96 (1.08, respectively) for the 1985-87 pe- have tended to favor industry, in keeping with the
riod. Elasticities were estimated for three periods dur- African post-independence tradition of inward-look-
ing 1974-87. The estimated values of elasticities ing, industry-based thinking about development.
increased with time, indicating that health and educa- Within agnculture, public spending is often found to
tion expenditures were given progressively higher be biased in favor of state farms as opposed to private
priority as time passed. The elasticities with respect to holdings and commercial farming as opposed to the
GDP were found to be above unity for both health and smallholder sector. Rural infrastructure development
education, indicating that increases in aggregate eco- and agricultural research and extension are deemed to
nomic growth have led to more than proportionate be underfunded in many African countries (see, for
increases in governmentspending onthe socialsectors example, World Bank 1989a, 1989b, 1989c).
in Africa. Essential social services geared toward the poor are

These trends do not permit conclusions regarding normally said to include primary and preventive
the redistributive or poverty alleviation effect of pub- health care (as opposed to hospital-based care, for
lic spending. They actually appear to indicate that if example) and primary, rather than higher-level, edu-
poverty alleviation effects were weak (as will be ar- cation. The focus on primary education is explained
gued below), and to the extent that GFS data can be by the fact that this is the foundation of schooling, that
believed, resource scarcity cannot, a prioi, be invoked primary education is known to yield high private and
as the reason. Inequitable intrasectoral expenditure social rates of return relative to higher-level education,
patterns, low effectiveness in program delivery and and that primary enrollment rates have stagnated in
inadequate ratios of recurrent to capital spending are Sub-Saharan Africa during the 1980s, and the quality
the reasons why the poorcaptureadisproportionately of schooling has declined (World Bank, 1987). To
small share of public subsidies and services, as ex- judge the impact of public spending on the poor it is,
plained below. On the other hand, absolute levels of therefore, necessary to study the record regarding the
expenditure in such sectors as health and education intrasectoral allocation of resources and the effective-
are low in Sub-Saharan Africa compared with richer ness of program targeting and delivery. This task can-
countries. Increases in financial resources to support not be carried out with reference to the aggregate GFS,
anti-poverty programs are considered to be needed in and there is no comparably comprehensive, disaggre-
Africa, but raising the poverty focus of governmental gated source. The evidence must be pieced together,
expenditures is also likely to require changes in the and we do this on the basis of World Bank Sector
within and between sector composition of public Reports and recent Public Expenditure Reviews, fo-
spending, among other measures, as well as improve- cusing in particular on social sector spending and
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food-linked transfer payments. It is worth noting, subsidies is assumed to have declined in many African
however, that while Public Expenditure Reviews con- countries during the 1980s (for Zambia, this is docu-
tam much that is relevant to our purpose, they do not mented in Pinstrup-Andersen et al., 1987: 86), but the
focus explicitly on poverty, but on sector strategies impact of this trend on the poor is not straightforward.
and the implications of expenditure levels and pat- It depends on the distribution of the incidence of
terns for the overall monetary and fiscal stance. subsidies across the income spectrum, adaptive re-

In contrast with the identified priority areas of anti- sponses of the poor to price increases (both on the
poverty social spending, public expenditures on income and the consumption side), and whether pol-
health and education in Africa tend to be characterized ides to compensate the poor for price increases are put
by disproportionate resource allocation to higher into effect. Since, as is well known, African food sub-
order services which benefit the wealthier and, in sidies are not well targeted on the poor, declines in real
particular, urban-based groups of society. For exam- financial subsidies may not be particularly harmful to
ple, the budget of Ghana's Ministry of Health is di- this group. Malnutrition is, of course, wide-spread
rected predominantly at curative care for the one-third (see Alderman, 1990, for evidence regarding the inci-
of the population living in urban areas (World Bank, dence of malnutrition in selected African countries,
1989d: 44). In Tanzania, hospital services account for and an analysis of the prevalence and determinants of
68 percent in the 1988/89 budget of the central Minis- malnutrition in Ghana), calling for remedial action
try of Health, whereas preventive services claim 5.9 capable of improving both income and human re-
percent (World Bank, 1989b: 86). While this underes- source factors (for example, mothers' education)
timates the actual expenditure on preventive care, which determine nutritional status. Food subsidies
because hospitals also offer this kind of care (for exam- clearly have a role to play among the envelope of
ple, immunizations) and because the main responsi- policy options to improve nutrition (Behrman, 1989:
bilityforpreventivecareisreportedtobeatthedistrict 101), but they should be narrowly targeted to the
level and reflected in the recurrent budget of the Min- poor-a condition which, for administrative and po-
istry of Local Government, this budget, too, shows litical reasons, it may be difficult to fulfill.
only a small percentage of expenditures (4 percent) A method to determine the poverty consequences
devoted to preventive care. Of total government recur- of food price changes is proposed and illustrated in
rent expenditures for health, induding those chan- Section 4.3. It hinges on the recognition that, in order
nelled to district councils, only 8.8 percent was to reach the poor and to significantly affect their real
allocated to primary health facilities in 1987/88 incomes, government subsidies must be directed at
(World Bank, 1989e: 86-87). goods and services which are widely consumed by

In education, this pattern of discriminatory public this group. To keep leakages of benefits to nonpoor
spending finds expression in the fact that subsidies per groups small, the poor must account for a large pro-
user increase dramatically with the level of schooling. portion of the total national consumption of subsi-
Thus, public recurrent expenditure per primary pupil dized goods and services. The described pattern of
in Sub-Saharan Africa has been estimated at $48 in intrasectoral resource allocation and the analysis of
1983 (15 percent of GNP per capita). It amounted to consumer budgets in Section 4.3 suggest that neither
$223 per secondary student (62 percent of GNP per of these conditions is usually fulfilled.
capita) and $2,710 per tertiary student, or eight times
GNP per capita (World Bank, 1987: 141-143). While 2.3 Effectiveness of Public Expenditures
post-primary education must, of course, be promoted,
it would appear to be appropriate, on equity grounds, The efficiency of resource use and the effectiveness
to increase students' participation in the financing of of public service delivery have been found to decline
costs, combined with the development of an educa- when government budgets contract (Gallagher and
tional credit system and a scholarship fund to enable Ogbu, 1989). This is in large measure due to the cir-
students from poor families to enroll. Public funds cumstance that, in times of resource scarcity, govern-
thus released could be diverted to primary education ments tend to maintain the number of workers on their
where there is normally believed to be little scope for payroll, and nominal salaries, at the expense of non-
cost recovery, but where there is great need to increase personnel inputs. Nevertheless, real civil servant pay
coverage and quality.4 has declined drastically in some African countries (in

Turning to the issue of transfers, the last of the three Tanzania it declined by a factor of five between the
broad areas of anti-poverty public spending identified early 1970s and the late 1980s; World Bank, 1989f. Vol.
above, and focussing on food subsidies, one finds that I, p. 3), leading to a crisis of motivation and ability to
governments do not normally publish data regarding deliver on the part of the civil service and prompting
explicit financial subsidies. Real spending on food many competent officials to move to the private sector
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or engage in moonlighting activities. The frequently expenditure, and of the decline in capital spending, in
observed insufficiency of funds for materials, opera- terms of future growth and the ability to deliver ser-
tions and maintenance, and mobility of personnel has vices requires a careful country by country evaluation
had the effect of undermining government delivery of the trade-offs involved. This is beyond the scope of
systems in such sectors as transport, agricultural ex- this paper. Where investment expenditures have de-
tension, and education and health. Inadequate opera- cined in the face of growing discretionary expendi-
tions and maintenance expenditures have diminished tures, additional resources to defray recurrent costs
the productivity of past capital spending and have have become available. Nevertheless, the Bank's re-
ushered in a period (which began in the 1970s in many cent Public Expenditure Reviews which were ana-
countries) of degradation of economic and social in- lyzed as part of the research undertaken for this paper
frastructure. The implementation of donor-assisted consistently point to a lack of funds to cover the non-
development projects has been slowed down by the wage recurrent expenditures associated with essential
lack of matching recurrent expenditures from govern- services. This would indicate a need to raise the budg-
ments. etary resources of sectoral agencies providing essen-

In countries where data are available, wages and tial services and infrastructure, while at the same time
salaries have typically absorbed from one-half to undertaking measures to correct imbalances in the
three-quarters of recurrent expenditures. In Ghana's ratio of wage to nonwage recurrent expenditure. Rais-
health budget, for example, wages took 62 percent and ing the budget of the identified agencies for reasons of
76 percent in 1985 and 1986, respectively (Vogel, 1988: poverty alleviation is likely to require resource reallo-
26). The share of wages and personnel emoluments in cation, and decision criteria to guide this process are
Rwanda averaged 48 percent of recurrent spending in developed later in this paper.
the health sector during 1982-88 and took over 80 Beyond inappropriate input combinations and ra-
percent in education. Only 3-4 percent of recurrent tios of recurrent to investment spending, a crucial
spending in education was left for materials and less factor constraining the effectiveness and efficiency of
than 1 percent for maintenance (World Bank, 1989b). public spending is the lack of adequate planning and
This pattern of budgetary allocation under adverse management and, hence, of coherent public expendi-
conditions, unjustifiable on economic grounds, but ture strategies. Efforts to raise the productivity of
understandable for political and social reasons, has all budgetary resources include the setting of realistic
but crippled many govermment services in the Region goals (arguably a difficult task in the light of political
due to shortages of drugs and disposable supplies in pressures and rapidly expanding populations), the
health, shortages of text books and school supplies in explicit acknowledgment of recurrent cost implica-
education, and immobility of service delivery personnel. tions of new projects and past investments, the explo-

The effectiveness (and the poverty alleviation im- ration of opportunities to raise new revenue, the
pact) of a given evolution of real discretionary expen- promotion of manpower competence in the civil ser-
ditures can be very different depending on the vice through training and management improve-
differential trend of recurrent and investment expen- ments, and the rationalization of donor assistance. It
ditures within that envelope. For example, an expan- is now widely recognized that projects are often in-
sion in discretionary expenditures coupled with a cluded in public spending portfolios because of the
rapid decline in the ratio of recurrent to capital spend- availability of donor funding, rather than their agree-
ing could exacerbate the shortage of funds for non- ment with articulated sectoral priorities. Similarly,
wage recurrent inputs referred to above. This was ministerial management capabilities are taxed to their
probably the case in Cameroon in the latter part of the limit by the diversity of projects and partners. In
1980s since the average ratio of recurrent to capital Zambia's agriculture sector, for example, there are
expenditures fell from 2.3 to 1.3 between 1978-80 and about 150 projects supported by more than 20 donor
1986-87 in that country, while real wage expenditures agencies, each maintaining its own procedures and
rose (Sahn, 1990; Tables 7 and 8). In most African requirements. "Overlaps and conflict between the ob-
countries, however, the ratio of recurrent to invest- jectives of different projects are commonplace"
ment expenditures appears to have increased during (World Bank, 1989a: Vol. 11, p. 29). The solution to the
at least part of the 1980s according to GFS data, al- problems arising from donor proliferation is, of
though the ratio vared considerably between coun- course, not to suggest a cut-back in donor assistance,
tries and years (Sahn, 1990; Table 7). The analysis of but its progressive subordination to government pri-
the implications of given functional compositions of orities in the 1990s, although it is recognized that these
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priorities may not yet be fully spelled out in some income is a prerequisite for the formulation of public
countries. policy, including public expenditure reform, seeking

to alleviate poverty.
2.4 Conclusion If poverty alleviation is accepted as an explicit ob-

jective of public expenditure strategies, it is necessary
Our discussion suggests that the poverty alleviation to review and redefine the sectoral, intrasectoral and

impact of public expenditures in Sub-Saharan Africa functional distribution of funds in the three areas of
is low because recurrent expenditures are un- essential economic and social services and infrastruc-
derfunded, government subsidies tend to be directed ture, and transfer payments, identified earlier. It is,
to higher order services and commodities not widely however, not obvious how this may be best done,
consumed by the poor, and because management because human capital inputs interact with each other
problems and suboptimal input combinations are di- and with directly income-enhancing economic sector
minishing the efficiency and effectiveness of service expenditures, and these interactions are difficult to
delivery. This is also the conclusion of the World quantify. For example, what is the poverty alleviation
Development Report 1990, on poverty, which finds effect of an additional dollar spent on agricultural
that government spending "tends to be skewed away extension for women farmers compared with an addi-
from the people who need it most-the poor" (World tional dollar spent on primary health care? A frame-
Bank 1990a, p. 76). An important assumption implicit work to analyze this problem is developed in the next
in this conclusion is that the "poor" are separated from section.
the "nonpoor" by a poverty line defined as the level of
income which cuts off, say, the lower 30-40 percent of Notes
the income distribution. While this is not the place to
discuss the measurement of poverty or the conceptual 1. Research assistance from Richard Carroll and a note on this
and practical difficulties inherent in the notions of topic from Lemma Merid are gratefully acknowledged.
relative and absolute poverty, it is obvious that if 2. IMF data point toadecline in inflation in "strongly adjusting"

African countries (see Jaeger and Humphreys, 1988:1038).
everybody, or a vast majority of the population, were 3. Economic services include expenditures on agriculture, for-
classified as being poor (it is sometimes suggested in estry, fisheries, mining, manufacturing, construction, utilities and
Africa that this be done), our conclusion regarding the transport.
poverty focus of public expenditures would not hold. 4. It has been estimated in a study using data from twelve
The definition of a poverty line which helps policy African countries that primary enrollments could increase by 18

T diilpolicy percent withthepublic funds saved if universitystudents paid their
makers focus on the lower end of the distribution of own living expenses (World Bank, 1987:52).



3. Restructuring of Public Expenditures for
Poverty Alleviation: A Theoretical Framework

Our analysis of public expenditure patterns in the better than a dollar spent directly on income raising
previous section focused on two policy variables, viz. (which will then, indirectly, influence basic needs).
the flow of funds to certain sectors and programs, and Another is that basic needs spending could be better
the factors which determine the efficiency and effec- targeted toward the poor.
tiveness of expenditures (i.e. the functional composi-
tion of expenditures and public expenditure (ii) Thinking of basic needs achievements as being
management). In this section we will focus on the first inputs into income generation, it is argued that the rate
of these variables. We hope to contribute to the formu- of return to such investment is higher than that, for
lation of poverty sensitive public expenditure strate- example,indirectlyproductivephysicalcapital.Thus,
gies through an analysis of public expenditure choices even if income/expenditure were the ultimate aim, a
and effects. This is complicated, among other reasons, basic needs strategy is superior. There is once again a
by the fact that the various dimensions of the standard targeting argument to supplement and bolster the
of living of households and individuals are affected basic case.
individually and jointly by the different components
of a governmental spending program. Thus, public The "social sectors" in a governmental expenditure
expenditure restructuring will have complex effects program display all of these considerations, but they
withmanyinteractions,anddifficultchoiceswillhave lie along a spectrum. In the case of housing we come
to be made from the various trade-offs. The purpose closest to the pure consumption end of the spectrum
of the analysis that follows is to develop a framework (at least, we have not seen studies that argue for hous-
in which some of these trade-offs can be clarified. ing in terms of its productivity enhancing properties).

The multi-dimensionality of the standard of living In fact, many studies on poverty do indeed monetize
has to be faced head on in assessing the consequences housing consumption by imputation through hedonic
of public expenditure restructurng. The standard regressions and the like. Education is perhaps at the
focus on income or expenditure based measures of other end of the spectrum, where the literature con-
welfare must be complemented by the concept of centrates primarily on its productivity aspects rather
"basic needs" which was introduced in the 1970s. The than on the consumption value. In principle, the deci-
"basic needs" literature stresses a number of indica- sion rule for public resource allocation is straightfor-
tors (in particular, life expectancy, literacy, health, ward-it depends on rates of return to different levels
nutrition, and housing) as being complementary, if of education.
not superior, to the usual income/expenditure indica- Health and nutrition are located toward the middle
tor, and argues for a strategy to increase the values of of the spectrum. They enter the standard of living
these indicators. A closer reading reveals several argu- directly as well as indirectly through productivity
ments (sometimes not dearly separated) for a basic effects. The well-known controversy about the relative
needs strategy: merits of growth oriented versus basic needs oriented

public action in Sri Lanka (Bhalla and Glewwe, 1986;
(i) Thinking of basic needs requirements as entering Sen, 1981; Isenman, 1980; Anand and Kanbur, 1990)

the standard of living directly, it is argued that the can be seen to take the first route. All participants in
standard of living of the poor can be raised more the debate have agreed that infant mortality, for exam-
efficiently by focussing on basic needs. There are, in ple, should be reduced because this is a desirable goal
turn, two sub-arguments here. One is that for any poor by itself. The only question is whether this is best
person a dollar spent directly on basic needs will be achieved through income growth or through basic

9
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needs intervention. An issue which is not addressed y- =Po + sBao + PiBaEE + I (6)
in the literature just cited is the feedback of improved 1 - aYP(B
health and nutrition on income growth. Another ques-
tion which is not raised, although it is implicit in the Substituting these into (4) we get
discussion, is whether direct intervention (i.e. "social
sector" spending) can be better targeted towards the W- + YB(a. + aY§.) + Y(,, + PB%)
poor. In this context, however, it should be noted that aY = + 1 - +,B(
the entire discussion on Sri Lanka is based on national [
average indicators of basic needs fulfillment-the Y1AB [ (YBaE + 7YOvaE)E + (-BaypB + yy)I]
question of basic needs fulfillment of the poor can
therefore be addressed only indirectly, if at all. Atthemargin, therefore, the choicebetweenputting

There seem, then, to be (at least) four complicating one more dollar in E versus I depends on the compar-
aspects of public expenditure restructuring (i) One ison
component of public expenditure can affect several
aspects of the standard of living of a typical house-
hold; (ii) Each component of the standard of living can aE(YB + YYIB) Z 3ICTY + YB(Y) (8)
affect other components of the standard of living for a
typical household; (iii) The different components of The comparison depends on a combination of produc-
the standard of living have to be valued relative to tivity and valuation considerations. For example, sup-
each other for a typical household; and (iv) Some pose that we were interested only in basic needs
components of public expenditure when passed achievement, so that yy = 0. Then the choice between
through (i) - (iii) above, are more effective than others E and I depends on
in raising the standard of living of poor households.

Let us start by highlighting (i) - (iii) and focus,
therefore, on a typical (not necessarily poor) house- (ZE z Pay (9)
hold or individual. To put some of these issues into a
common framework, consider the following simple In other words, it depends on a comparison of direct
model. Basic needs achievement B is a function of versus indirect effects. This comparison is at the heart
social expenditure E and income Y as follows: of the debate on Sri Lanka's policies in the 1960s and

1970s. Anand and Kanbur (1990) have estimated the
B = a + (xEE + ayY (1) relationship (1) for Sri Lanka on time series data, and

conclude that for the infant mortality rate the direct
Income on the other hand is a function of basic needs effects of social expenditure greatly outweigh the in-
achievement and "productive" expenditure I: direct effects operating through investment in income

earning opportunities. But this is a country specific
Y = f3 + ,BB + f3jI (2) finding which may not apply to Africa.

If basic needs had no productivity effects, so that
There is a budget constraint AB = 0, then (8) collapses to

G=E+I (3) aE pIY + "y] (10)

and the valuation of B and Y to give the "true" stan- or
dard of living W is, (aE - ClY)YB < OM

W=YO,+7BB+yYY (4)
Thus a prerequisite for basic needs expenditure to be

The government faces the choice of restructuring by worth considering at all is that direct expenditure
changing the balance between E and . In which direc- leads to a bigger effect (aE) on basic needs than the
tion should it move? In order to answer this question indirect effect through income increase (PM). This is
let us first solve (1) and (2) to give the values of B and the Sri Lanka controversy again, but now there are
Y for any given values of E and I: extra considerations in yB and yy. Even if the direct

effect was greater, the social valuation of basic needs
B= O + aCyo + cLEE + ayPII achievement would have to be sufficiently high for

1- aYIB basic needs expenditure to be worthwhile.
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Finally, if basic needs had only productivity effects Equation (13) gives the effect on individual income
and there were no feedbacks via income to basic needs, of expenditures Ei and Ii reaching individual i. We now
so that ay = 0, and basic needs were not valued for need to formalize a focus on poor units, so as to gauge
themselves but only for the income they generate, so the impact of restructuring on them. This is not the
that YB = 0, then (8) collapses to place to discuss in detail the drawing of poverty lines

or the formulation of poverty indices. There is now a

aEPB > (11) large literature on this. Suffice it to say that given a
poverty line z which delineates poor from nonpoor,
one index that is becoming quite commonly used is

This is a straightforward marginal productivity com- that put forward by Foster, Greer and Thorbecke
parison between expenditure on education, say, and (1984). This is defined by:
expenditure on other production activities. A unit of
expenditure diverted from these other activities has 1 q FZ
opportunity cost IDiinterms of income foregone. Buti Pit =- f Wil; a2 0 (14)
leads to an increase in education, which in turn leads n _ zL g

to an increase aE ,BB in income.
Thus we see that many of the strands of the argu- When a = 0, this index tums into the commonly

mentssurroundingbasicneedsfalloutasspecialcases used head count ratio or incidence of poverty. When
of (8). Moreover, the above analysis can be applied to a = 1, it measures the normalized "poverty gap." As
the choice between any two categories of public ex- the value of a increases, more and more weight is given
penditure regardless of the level of sectoral or in- to the poorest of the poor. This family of measures has
trasectoral aggregation-health and education, health proved useful in operationalising poverty measure-
and economic infrastructure, primary and higher lev- ment, while allowing us to represent a range of value
els of eduction. While the technical parameters a and judgements through the ability to vary the parameter a.
13 are necessary and not easy to estimate, what seems Suppose now that a marginal budgetary shift from E
to stand out is the need to arrive at clear social weights to I occurs in the aggregate. How does this feed
y between different dimensions of the standard of through to individuals? One might entertain different
living, possibilities. One is that individuals gain or loose in

The above discussion highlights some of the inter- proportion to their current levels of E and I. Let each
actions between different categories of public expen- Ei become E; (1 + 0) and each Ii become Ii (1 - a).
diture in their impact on the standard of living of a Clearly, from the budget constraint (3):
typical household or individual. We now turn to the
extent to which the policy actions affect the poor. As OE = aI (15)
noted earlier, an implicit argument in some of the
literature is that certain types of expenditure are to be Totally differentiating (14) and using (15) we get
preferred because they are or can be better targeted.
This argument needs to be made explicit, to be made a-i
precise, and to be quantified. dPaz [CEEidO - CiIidold (16)

Suppose that there are n units in the economy, in- n i=1
dexed by i = 1, 2, ... , n. Out of the total expenditures
E and I, let Ei and Ii be the amounts that reach unit i. q (a)[z ] 1 [(Ei) (I03
Clearly, = Ki i-iI IE~ CVI

nn
Y2Ei=E; 2Ii =I (12) Where,
i=l i=1

- YBaE + YY'BaE
The individual counterpart to (7) is thus given by CE 1- aY1B

Wi* = Y. +'YB( D+ a@OLY) +'YYD + PBaD) (13) Cl= 1BaYJl+ fl3I1
1 - aYI3B 1 - aYj3B

+r +ayYBaE E++ y8Baypi + MIl As might be expected, the impact on poverty de-
((L + Tay,Bs E, 1 ayEB+ J pends on the current shares of total expenditure of

each type reaching the poor. Thus, when a = 1, we get
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(E ar CE(EP) (Pl case for certain categories of expenditure relies on highdP1 = - (17) 11'17
nP z =- (-JLCEtE )- Cl|x-I 11 (1n values of ratios of the type EE and II These are in

Where EP and )P are expenditures of each type reaching principle verifiable and quantifiable.
the poor. Thus, with this framework the "targeting"



4. Toward Implementation: Some African
Illustrations

It is convenient to think of the problem of poverty-con- incorporates income and non-income factors. The HDI
scious public expenditure restructuring as follows. is defined as follows. First, we specify three relevant
For a given total of public expenditure, the policy indicators at the national level as its components-life
instrument available to us is to alter the composition expectancy (Xi), literacy (X2), and the logarithm of real
of expenditure between relatively broad sectors and GDP per capita (X3). Looking across a range of coun-
programs within sectors. While the answer to the tries, the maximum and minimum value for each in-
question "how broad?" is country specific, we would dicator is established. A "deprivation" index for the iX
like to retain the sense that we are not here discussing indicator and the h country is then defined as
very fine micro management of individual programs.
While this is important, our task here is to change the (max Xy, - Xij
pattern of resource flows at a more aggregative secto- I _ i
ral or intrasectoral level. Given the current structure 4 = max XI - min Xy (18)
of utilization of these resources, we wish to determine i J
how best to allocate expenditure across different cate-
gories. The theoretical analysis highlights three sets of Clearly, Iij lies between 0 and 1. UNDP (1990) then
parameters that are crucial: (i those that quantify the defines the deprivation index for countryj as a simple
importance of one dimension as opposed to another average of the three deprivation indexes for the country:
in the social valuation of the standard of living, (ii)
those that quantify the links between public expendi- 3
ture and achievements along several dimensions of Ij = ij (19)
the standard of living, and (iii) an assessment of what
fraction of public expenditure in any given category
reaches the poor. We now consider each of these pa- The "Human Development Index" is then defined as:
rameters in turn.

(HDI)j = 1-Ij (20)
4.1 Social Weights on Different Dimensions
of the Standard of Living The reader is referred to the original source, UNDP

(1990), for the calculated values of the HDI. It is worth
Attaching weights to the various dimensions of the noting that, in the report, forty-four countries are de-

standard of living is a normative question. The topic of fined as having a "low" level of human development
weighting different outcomes in, say, health, educa- or an HDI of less than 0.5. Of these, thirty-two are in
tion and income needs considerable thought, not least Sub-Saharan Africa. However, while the HDI is an
from policy makers, so as to arrive at coherent ways interesting attempt at arriving at a unidimensional
of assessing the normative evaluation of alternative measure of achievement, it has to be viewed with
policies. Otherwise, every policy can be justified on caution. First, the normalization assumption seems
some weighting or the other. problematic. In effect the index views achievement

Developing such a weighting is not an easy task, relative to the best country in the sample. Thus, if
and attempts to do so are fraught with danger. One Japan's life expectancy were to fall, Kenya's HDI
recent attempt is that of UNDP (1990), whose Human would go up! That is an odd sort of index to have.
Development Report advances a Human Develop- Second, even if we set aside this normalization prob-
ment Index (HDI) as a measure of achievement that lem, the index essentially gives equal weight to

13
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achievement along the three dimensions. Is this an primary health care to primary education for girls
accurate reflection of value judgements, and is it even really lead to a long term decline in child mortality? If
clear what value judgements this implies? so, by how much? Within the health sector, would a

To see how one might set about developinganindex dollar diverted from drugs in rural health centers to
from a coherent set of value judgements, and only as improving quality of health personnel in these same
an illustration, let an individual's income at time t be health centers lead to an improvement in measured
yt and his utility of income U(yt). Then his/her ex- health indicators? If so, by how much? Equally diffi-
pected lifetime utility at birth is: cult questions lurk in the nutrition-health area. The

complementarities here are well recognized but it is
T their quantification that is problematic and lagging

W = E f U(yt)etdt (21) behind. If the dreadful choice between maintaining a
0 nutrition program or a vaccination program has to be

made, what are the trade-offs? A badly nourished
where 8 is a discount rate, T is lifetime (a random person is more likely to develop complications from a
variable) and E is the expectation operator. Then, if T disease. But how much more likely?
is exponentially distributed with parameter, k These are not questions to which we have answers,

but we doubt that policy analysts have often enough
posed the question in this way, so as to force the

W= J U(yt)e<6+-vtdt (22) limited econometric analysis that exists to speak to
° these issues. One notable exception is a recent Bank

study on "Health Care Cost, Financing and Utiliza-
Moreover, if yt = y for all t and U(y) = In y, then tion" in Nigeria (World Bank, 1990b). This study con-

centrates on the problems and prospects for cost
W= L [In y] (23) recovery in health care, using as an example Ogun

1 + AL State in Nigeria. Based on a household survey, the
where L =1is the expected lifetime. Thus, if 8 study first estimates the demand for health care in its

where L= w is the expected lifetime. Thus, ff 8 = 0, various dimensions as a function of individual vari-
we get X ables (income, education, etc.), price of care, as well as

quality variables (for example, the availability of
drugs and the physical condition of facilities). In this

W= L [In yl (24) health production function (or reduced form demand
analysis) the frequency of visits to different types of

The above expression is related to (at least two health facilities is taken as the dependent variable.
elements of) the HDI, but is nowhere near it in actual- Such studies, on the intermediate or proximate de-
ity-country rankings could be vastly different as be- terminants of achievements are common enough. Two
tween the two. However, the index justderived atleast recent studies of this type on the determinants of
has the virtue of making its value judgements dear nutritional achievements in Africa are by Alderman
and transparent. With the HDI it is not clear what the (1990) and Sahn (1990). The explanatory variables in
judgements underlying the very precise implied these studies indude parental education and its effect
tradeoffs are or where they came from. Thus, there on children's nutritional status as measured by an-
does not seem to be a basis for recommending the thropometric achievements. What is unknown in this
HDI's weighting of welfare components as a guide to approach is the influence of (past) public expenditure
public expenditure reform. strategies on today's level of parental education.

Taking frequency of visits to modem (private and
4.2 Public Expenditures and Welfare Achievements public) health centers as the policy variable of interest,

the Nigeria study then simulates the impact of various
The second consideration mentioned above (i.e. the cost-recovery related policy changes on the outcome.

quantification of the links between public spending Examples of this might be (i) an increase in the price
and welfare achievements) calls for an evaluation of of health services provided by the public sector, (ii) an
complementarities (or substitutabilities) between dif- increase in the price plus an improvement in quality
ferent types of interventions in affecting relevant out- of facilities (suitably defined), and (iii) improvements
comes. For example, it is often argued that improving in drug availability, and so on. For nineteen such
mothers' education is the best investment one can policy options the study simulates the impact on fre-
make for children's health. But quantitative estimates quency of visits and on the public budget. The study
of the effect are rare. Would a dollar diverted from illustrates what is required before expenditure re-
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structuring analysis can be done even on one quite The above analysis can be complicated consider-
narrowly defined outcome-frequency of visits to ably, but the rule of thumb developed here has the
health centers. virtue of simplicity. It can be applied to household

While the simulation of the impact of these policy income/expenditure surveys that disaggregate con-
changes on the frequency of visits uses the estimated sumption by commodities and permit the establish-
demand for health functions discussed above, their ment of a poverty line. Let us start by analyzing each
impact on the public budget requires a different type household's accounts in terms of sources of income
of analysis: In particular, the costs of quality and drug and destinations of expenditure. In fact, total expendi-
availability improvements have to be estimated. This ture (per capita) will be our measure of individual
requires a detailed cost analysis of the different com- welfare. The destinations of expenditure can be bro-
ponents of the public health system, including person- ken up into several basic categories: for example, con-
nel, drugs, and physical infrastructure. While this is sumer expenditure on food, consumption of home
presented in the Nigeria study, this type of analysis is produced food, consumption of home produced non-
typically not available for African countries. It is pre- food items, other consumption expenditure including
cisely this direction of research which is now needed nonfood items, and remittances paid out. Each of these
to complement the growing literature on estimates of can in turn be disaggregated further to any level that
household level health production functions. The ap- the data will allow and the policy analysis requires.
plication of this approach to other sectors, for exam- Thus, if the price of kerosene is an important policy
ple, education, is in principle straightforward. instrument this should appear as a separate category

in the disaggregation of consumer expenditure on
4.3 Public Expenditures and the Consumption nonfood items. Similarly, if the price of rice looms
Patterns of the Poor large in policy discussions of consumer subsidies,

these should appear as a separate category. In any
The third component of the framework developed event, given a mutually exclusive and exhaustive cat-

in Section 3is the assessment of whatfraction of public egorization of expenditures, and given a poverty line,
expenditure of a particular type is reaching the poor. the following expenditure decomposition matnx can
It may be surmised that this is more easily analyzed be drawn up:
than the questions asked in the two preceding subsec-
tions. This is in fact correct, but (like the estimation of Expenditure Decomposition Matrix
the production function of basic needs satisfaction
referred to above) it relies on the availability of house- Expenditurelpoverty
hold survey data of a type that is not yet widely category/group Poor Nonpoor All
available in African countries. We will illustrate the
analysis with three examples from C6te d'Ivoire, a 1
country which has undergone dramatic economic dif- 2
ficulties in the 1980s, and has been forced to reconsider 3
the level and composition of its public expenditure.5 All

Let us start the discussion with a consideration of
consumer price subsidies and their impact on the pub-
lic budget and on the poor. As between subsidies on
one commodity or the other, it can be shown that in Under the total in each cell should be the percent-
expression (17) CE = CI, so that in a poverty-conscious ages it represents of the column total and of the row
restructuring of subsidies the government should total. These percentages are highly relevant for the
move towards commodities that have a high value of analysis of the poverty impact of food subsidy
the ratio of poor people's consumption to national changes. But they have to be used with care. Often one
consumption. This is shown formally in Besley and finds analysts using column percentages to claim that
Kanbur (1988) but is intuitively obvious. A unit reduc- the impact of a food subsidy reduction will or will not
tion in the national subsidy on a commodity saves the be large on the poor. Thus, if a particular commodity
budget an amount proportional to the total amount accounts for a small fraction of poor households' total
consumed in the economy. The impact on the reduc- consumption (i.e. a low column percentage), it is ar-
tion of the poverty gap is (to a first order of approxi- gued that this is an attractive commodity for a subsidy
mation) proportional to the total amount consumed cut. However, this does not take into account what the
by the poor. Hence the critical ratio is that of the latter saving will be on the fiscal deficit account-which is
to the former-a poverty-conscious, and balanced bud- why the subsidy is being cut in the first place. An
get, restructuring would mean spending more on com- appropriate question to ask is: What is the poverty
modities that had a higher value of this ratio. impact per unit of deficit reduction? For this it is the
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row percentage that is relevant, as argued above. Of targeting, if the choice is between reducing producer
course one can make the analysis much more compli- price or increasing consumer price, the indicators sug-
cated, but in the operational context a matrix such as gest that it is the latter which will do least damage to
the one suggested here should prove useful as a first poverty at the aggregate national level. Similarly, if the
cut. choice is between increasing the producer price or

Often a price change will have an effect on produc- reducing the consumer price, the former has priority
ers of the commodity also. A similar strategy can be in a poverty-focussed strategy.
applied to the sources of income. Starting off from Finally, compare 3 and 4. Relative to food on aver-
very broad categories (employment income, agricul- age, rice is decidedly the consumption of the non-
tural income, nonfarm self-employment income, re- poor. Thus, if the choice is between increasing the
mittances received), we can disaggregate down as far consumer price of rice and the price of food in general,
as the data will allow and the analysis requires. Em- rice would be the prime candidate. Likewise, where
ployment income can be further broken down by pro- price reductions are concerned, food in general is pre-
duction sectors and agricultural income by crop. ferred to rice. Similar indicators can be calculated for
Nonfarm self-employment income can also be further other foods as policy issues emerge around them dur-
disaggregated to production sectors where relative ing adjustment. The theory developed in Besley and
price changes are occurring. Kanbur (1988), and implemented here for rice, which

An illustration of the above analysis is the case of is highly relevant to the C6te d'Ivoire policy dialogue,
the price of rice in COte d'Ivoire. From the Living has wide applicability and can be utilized for other
Standards Measurement Survey (1985) for C6te countries as comparable or better data begin to be-
d'Ivoire, Kanbur (1990) calculated the indicators in come available.
Table 2. The details of the calculations are given in the Another illustration of how household survey data
original source and are not our concern at the moment. can be used in assessing public expenditure restruc-
In the third COte d'Ivoire Structural Adjustment Loan turing priorities is in the area of housing in C6te
Agreement (1986) explicit mention is made of the need d'Ivoire. In the Second Structural Adjustment Loan
to bring domestic prices of rice more in line with Agreement (1983), the government announced a
international prices. The efficiency based welfare eco- major disengagement from the housing sector, noting
nomics of such policy reform is well known-the sum explicitly that it would pass on costs to public sector
of producer and consumer surplus increases relative tenants in rental housing. What might be the conse-
to the distorted equilibrium. However, there are dis- quences of this for the poor? Table 3 below provides
tributional implications depending on how prices are some information on this. Using data from the LSMS,
changed and in what direction. it gives an indication of how much of the public ex-

Table 2 shows that the incidence of poverty among penditure on rent was in fact going to the poor.
rice farmers is 35.7 percent (compared to 30 percent for The table shows that while out of all individuals in
all Ivorians). Rice producers thus have a special claim the sample who rented, 27.3 percent rented from
in a policy of poverty alleviation. The mean area sIcoGI/soGEFIHAor some other public agency, only 6.9
farmed by poor rice farmers is lower than that for all percent of the poor did so. In fact, out of the 730
rice farmers. Combining 1 and 2 we find that the ratio individuals in the sample who rented from these agen-
of land farmed by poor farmers to total land farmed is cies, only 14 were below the poverty line. This seems
28.6 percent. While the relevant ratio suggested by fairly conclusive evidence that the poor have not ben-
theory is that of rice production by the poor to total efited from the operation of SICoGI/SOGEFIHA; and
rice production, the above is an adequate proxy. This Table 3. Rental Housing Characteristics
ratio is to be compared with ratio 3 in Table 2. It is seen
from these that rice is not really the poor man's food. by Poverty Group in C8te d'Ivoire
Only 8.7 percent of total consumption is accounted for Poor All
by the poor. Thus from the point of view of poverty 1. Own House (%) 91.9 74.4

2. Of those who rent, rental from 6.9 27.3

Table 2. Rice and Poverty in Cote d'Ivoire Agency (%)O/Public

1. Incidence of Poverty among Rice Farmers 35.7% 3. Of those who rent, those for 6.9 12.8
2. Ratio of Mean Area of Poor to Mean Area 80.0% whom rent is paid by some-

of All one else (%)
3. Ratio of Rice Consumption by Poor to 8.7% 4. Of those for whom rent is paid 0.0 80.5

Total Rice Consumption by someone else, payment by
4. Ratio of Food Consumption by Poor to 13.4% SICOGI/SOGEFIHA/Other

Total Food Consumption Public Agency (%)

Source: Kanbur (1990) Source: Kanbur (1990)
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Table 3 goes on to confirm this by showing that of Finally, we look at the example of education schol-
those for whom rent is subsidized or paid by someone arships in Cote d'Ivoire. Table 4, adapted from
else, this subsidy comes from a public agency 80.5 Glewwe and de Tray (1988), illustrates the clear case
percent of the time, but there were no poor who fell for restructuring public subsidies away from general-
into this category in the sample. ized scholarships.

Thus, the disengagement of the government from On the basis of the figures in Table 4, Glewwe and
its present activities in the housing sector is unlikely de Tray (1988) conclude as follows:
to be detrimental to the poor given that current inter- "... reductions in funding for university educa-
vention is largely in favor of the top 70 percent of the tion will have very little effect on the poor. If these
population and not the bottom 30 percent. However, funds were instead used to improve the quality
a caveat is in order. It remains true that for the vast and availability of primary education instruction,
majority of Ivorians, even more so for poor Ivorians in the poor would lkely receive substantial benefits.
the rural sector, rental housing is not a concern. It is In terms of scholarshis received, the impact is
the quality of housing and amenities which matter, roughly the samerships reeived the noni
and it is to these that we now turn. Glewwe (1986) has r measure among the poor and the non-

the amen- poor measured relative to household expenditureanalyzed these in some detail. He notes that thelevels. However, since the wealthier households
ities of the poor are relatively worse on every count. have muchhigher expenditure levels inper capita
Relatively more of them have no toilet access and of terms, much more scholarship money is going to
the people who do have such access, very few of the thier muchore (whose meybis are mo
poor have access to a flush toilet or toilet inside the welthie seholds hose memers armore
house. Sim.larly, the source of drinking water is a wel liel to be hooldat high sofaedcaton)
(with or without pump) for most poor people and the than to poor households. Cutting scholarship
next most important source is river, lake, spring, or
marsh. These figures lay out the need for a restructur- proportionately affect the poor, while targeting
ing of expenditure away from rental support to pro- that money to improve the quality of primary
grams of expenditure awamenita suppoopr education is dearly to their advantage. Overall,

grams oimreetoaeiepolicies for funding changes in education are
more likely to benefit the poor than hurt them."

Table 4. School Attendance and Scholarships The above three examples, in the area of food sub-
mn Cote d'Ivoire
Percent sidies, housing and education, illustrate the role that

Poorest Wealthiest comprehensive household surveys in Africa could
30% 70% All play in identifying poverty-conscious public expendi-

ture restructuring possibilities. The collection of such
Attending School data should clearly be a priority.

Primary 11.7 19.7 17.3
Secondary 2A 8.4 6.6
University 0.1 0.7 0.5

Scholarship Money

As a %Household 0.8 0.6 0.6 Note
Expenditure

Per household 467.3 1,417.6 1,137.9
member 5. In the analysis on Ute d'Ivoire presented below, the poverty
(CFAF/year) line is defined as that level of income (approximated by total house-

hold expenditures per capita) which cuts off the lower 30 percent of
Source: Glewwe and de Tray (1988) the distribution of income.



5. Summary and Conclusion

In the foregoing pages, recent patterns of public ex- the use of weighting schemes, such as UNDP's Human
penditures in Sub-Saharan Africa were reviewed, an Development Index, as a basis for decisions regarding
analytical framework to guide marginal resource allo- changes in the composition of public expenditure.
cation between spending alternatives was developed, However, much is to be gained from production
and the scope and some limitations of poverty-con- function approaches to the analysis of welfare
scious public expenditure restructuring analysis were achievements and from analyses which link public
illustrated by means of selected applications. It was expenditures and the consumption patterns of the
concluded, in Section 2, that the poverty alleviation poor. For example, an individual's health production
record of past public expenditure strategies is rather function can be said to include, among other argu-
limited. However, decisions regarding the realloca- ments, a set of health inputs (medical consultations,
tion of resources to directly poverty-reducing spend- preventive care, availability of health facilities) and a
ing programs are complicated by the fact that the set of household "public" goods such as sanitation
various human capital inputs interact with each other facilities, water quality and the like (World Bank,
and with productive sector expenditures targeted on 1990c: 91). These inputs are a function of public expen-
the poor in producing welfare outcomes. How is one diture levels and patterns (unless they are provided
to prioritize the use of scarce resources for poverty privately), and their contribution to health outcomes
reduction? can be estimated on the basis of appropriately de-

The answer suggested in Section 3 was that, given signed household surveys. The availability and prices
the multidimensionality of the standard of living, the of medical inputs and household "public goods" are
choice between social and economic sector resource determinants of the demand for health. Changes in
allocation at the margin (or indeed between any public policy regarding these determinants (e.g. pric-
spending alternatives regardless of their sectoral affil- ing or cost recovery policy; the expansion of health
iation and level of aggregation) depends on the com- facilities) wil thus affect health care choices as gov-
parison of total expected welfare effects working ernedbytheparametersofthehealthproductionfunc-
through both basic needs and income mechanisms. A tion. If combined with studies of the cost of public
distinction was made between direct and indirect ex- services and their components, this demand side anal-
penditures, the former taking place in the primary ysis allows one to trace changes in welfare achieve-
sector in which one seeks to obtain improvements (for ments (or proxies thereof) to changes in public
example, health), the latter occurning in other (for expenditures as exemplified in World Bank (1990b).
example, income-enhancing) sectors which wiU lead In conclusion, then, it is noted that household sur-
to improvements in health through interactive effects. veys are a prerequisite for policy research on the de-
The analysis implied that there is normally a case for terminants of basic needs satisfaction and the degree
a combination of direct and indirect expenditures. of overlap between the pattern of government subsi-

In Section 4, approaches to the analysis of the pov- dies and the consumption habits of the poor. The
erty alleviation impact of public expenditures were collection of household budget and consumption data
discussed. Three pieces of information were identified should therefore be promoted. The reader is referred
as needed, viz. the weight to be attached to various to World Bank (1991) for the description of a prototype
components of the standard of living, estimations of household survey which is designed to capture the
the linkages between expenditures and achievements, information needed to perform the types of analysis
and knowledge regarding the fraction of expenditures identified above. On the supply side cost data on
reaching the poor. The social valuation of the various specified services and their input components, and
components of the standard of living is a normative data on service utilization, are required. Cost data are
matter. We have therefore recommended caution in needed both to link expenditures and achievements
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and as a basis for the improvement of public expendi- task, but (as we hope to have demonstrated) well
ture management, the need for which follows from the worth the effort in terms of the insights gained to
discussion in Section 2.3. The collection and analysis guide the restructuring of public expenditures from
of these demand and supply side data is a demanding the point of view of poverty reduction.
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