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HUMAN DEVELOPMENT IN SOUTH ASIA
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Read this report with your heart, not only with your mind

The first Human Development Report for South
Asia, produced by Dr. Mahbubul Huq and his team
from the Human Development Centre, based in
Pakistan, tells it like never before, that we have
failed ourselves like no other region in the world.
While others have built on their advantages and
created new ones, we have continued to lose ours to
the extent that, according to the report, "South
Asia is fast emerging as the poorest, the most illit-
erate, the most malnourished, the least gender sen-
sitive — indeed the most deprived — region in the
world." All this while our rate of expenditure on
arms continues to rise in the face of the global
trend towards a fall. Having started roughly on a
similar nominal per capita income, after three
decades East Asia now enjoys 27 times our per

capita income.

The power of the report is not in the new facts

'OVERVIEW

Where the mind is without fear

and the head is held high;

Where knowledge is free;

Where the world has not been broken up

into fragments by narrow domestic walls;

Where words come out from the depth of truth;
Where tireless striving stretches its arms towards

perfection;

Where the clear stream of reason has not lost
its way into the desert sand of dead habit;

Into that heaven of freedom and goodwill

Let my region awake.
O accelerate econom ic

owth on the pattern of

ast Asia, South Asian
countries need to invest a great
deal in human development,
particularly in basic and
technical education. The
challenge facing South Asia in
the twenty-first century is
formidable, since the backlog of
human deprivation is simply
colossal. However, if there is
determined policy action, it
should be possible to overcome
some of the worst human
deprivations in the next fifteen
years.

In particular, it is feasible to
provide universal prim edu-
cation, basic health care to all,
safe drinking water for the en-
tire population, adequate nu-
trition for all malnourished
~¢hildren, and family planning
services for at least 80 per cent
of the married couples durin
the next fifteen years if Sou
Asial} couniries re-examine
their ‘current priorities and re-

allocate their budgetary re-
sources. Such a fifteen-year

plan of action is discu in

this chapter.

Additional Cost of Human
Investment

For the first time, detailed
estimates have been prepared
for the implementation of the
five basic human development
priorities indicated in the
above paragraph. The promi-
nent features of these estimates
are listed below.

* There were 74 million chil-
dren out of school in 1995, to
which number another 52 mil-
lion will be added as school-age
population (5-9 years age p)
during 1995-2010, thus bring-
ing to 126 million the total
number who need to be

rimary schooling in next
een years in o to achieve
universal primary education.

The additional cost of this task
amounts to $37 billion or ap-

. proximately $2.5 billion a
year.

¢ It has been estimated that
271 million le had no ac-
cess to basic thcare in 1995.
To this backlog will be added
the population increase of 419
million in the next fifteen
g:ars. bringing the total num-

r of people requiring basic
healthcare to 690 million. The
additional cost for %mﬂdmg
basic healthcare to the entire
population by the year 2010 is
Esliéﬁttﬁd li:lligal billion, or
rou 2 on a ;

. ut 350 mﬂm people
did not have access to safe
drinking water in 1995. Taki
into account the additiona
populatien in the next fifteen
years, around 770 million peo-
ple should be provided access to
safe drinking water dum

1995-2010. Such a target
imply an additional invest-

ment of 836 billion, or $2.4 bil-
lion a :

. ere were 87 million
malnourished children in
South Asia in 1995. This mal-

nourishment can be eliminated»

th a total investment ol
less one billion dollars.

-+ In order to double the con-
traceptive prevalence between
1995 and 2010, family planning
services need to be extended to

— Rabindranath Tagore

an additional 287 million mar-
ried couples at a total cost of
$24 billion during 1995-2010,
or about $1.6 billion a year.

* The total cost for this five-
priority packa%f, therefore,
comes to $129 billion during
1995-2010, or $8.6 billion a
year.

* Assuming that South Asia's
GDP grows by an average of 5
per cent a year, ear-making 1.6
per cent of the GDP will take
care of this human prtnriH’
package. While it is a signifi-
cant cost, it does not appear to
be unm ble in the context
of a rising GDP. .

» Of course, the cost is differ-

ent in different South Asian na- *

tions. For Sri Lanka, it will
suffice to earmark only 0.6 per
cent of its GDP to these five pri-
ority areas since the cuunl.rfv al-
ready enjoys a fairly high level
of human development. For
Pakistan and Bangladesh, the

correspond GDP allocations
are estimated at 2 per cent and
2.6 cent res y because

of the considerable backlog of
human deprivation. However,
in no country does the package
appear to be unreasonably ex-

pensive.

It should also be noted that
this cost can go down further if
civil society initiatives are en-
couraged for community devel-
opment or if GDP growth rate is
accelerated to more than 5 ger
cent a year during the 1995-

2010 period.

A comprehensive hu-

man priority package

can be financed by

earmarking 1.6 per
cent of South
Asia's GDP

It is true that this proposal
focuses on only a few basic ar-
eas of human development,
whereas human progress also
requires development in other
areas, such as higher and tech-

nical education, clinical
healthcare, employment cre-
ation ammes, etc. The ra-

tionale for such a narrow focus
is to choose a few areas for pri-
ority attention in a manageable
period of time thruu%] feasible
resource allocation. Such a fo-
cus also corresponds to the
20:20 endorsed by the
social Summit in March 1995.
According to the 20:20 com-
pact, developing countries
should earmark 20 per cent of
their budgets for these five pri-
ority areas to ensure universal
Erimary education, basic
ealth care for all, safe drink-

ing water for all, elimination of
child malnourishment, and

provision of family plannin
services to all willing man'icg

the same time, bilateral
and multilateral donors should
earmark 20 per cent of their as-
sistance for similar priorities.
It was estimated that such an ef-
fort would go a long way to-
wards | the implemen-
tation of these five priority
goals in most coun-
tries over the course of next
fifteen years.

r Overall, the developing
countries are presently com-
mitting 10 per cent of their do-

mestic b ts to these priority
goals, while bilateral donors

are earmarking 7 per cent and
multilateral donors 10 per cent
of their [inancial assistance.
How do the South Asfan coun-
tries fare on this scale?

Tables ¥ and 2 summa-
rize the position regarding ac-
tual spending on these five hu-
man priority areas in the South
Asian countries. A note of cau-
tion must, however, be sounded.
The data on public budgets date
back to 1988, while data regard-
ing external assistance are in-
complete because of partial re-
porting by donors to the DAC
data reporting system. The re-
sults should, therefore, be in-
terpreted with some caution.

t appears that all South
Asian countries were far below
the 20 per cent target in respect
of their public sector spending
in 1988: spending on the five
human priority areas was only
3.2 per cent in Pakistan, 6.8 per
cent in India, 8.1 per cent in Sri
Lanka, and 10 per cent in
B desh (table 1 .).

me of these countries have
greatly accelerated their social
5 in recent years — par-
dcularly Pakistan through the
Social Action Programme (see
box 6.1) — but still have a
long way to g:.e e external
donors have n earmarking
only 9 per cent of their total as-
sistance to the South Asian
countries for these five priority
areas [table 6.4). They need to at
least double the proportion of
funds they are committing for
such human priority concerns.
There is thus a concrete basis
on which South Asian countries
and their external donors can
review their current
rformance and monitor it in
uture within the framework of
the 20:20 compact.

While vigorous investment
in these five human priority ar-
eas should move to the top of
the policy in the South
Asian countries, it should be
recognized that these basic so-
cial services are umu};]a part ;{
tl'nugl a essential one —
the ta]mckage needed for
poverty elimination in these
countries. Many other pro-
grammes are also needed to
open up more market opportu-
nities for the majority of the
population. In particular, new
credit institutions may need to
be established to provide credit

Table ' Analysis of public social spending (1988)

India  Pakistan  Bangladesh  Sri Lanka
Human prionty spending as a share of GNP (%) 25 08 1.2 2.5
Government spending as a share of GNP (%) 37 25 12 3
Human priority spending as a share of
government expenditure (%) 6.8 3.2 10 8.1
Additional amount required to be spent on
human prionity areas, as % of government
expenditure, in order to achieve the target of
20% of public spending 13.2 16.8 10 11.9
Additional amount required 1o be spent on
buman priority areas, as % of GNP, in order 10
achieve the target of 20% of publi ' 49 42 1.2 37
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that it reveals — for many of them we already knew
— but the analysis that it forces us to face. It tells us
in the most unambiguous of terms that our plan-
ning and resource allocation neglected the most
vital resource which is our people, and goes further
to prove through the examples of East Asia, that
our salvation lies in doing so.

We strongly feel that the facts in this report
must be as widely disseminated as possible. Every
branch of the government, and every seat of learn-
ing should read and discuss this report. Therefore
we suggest that the Finance Minister, who
launched the Report, should instruct all parts of
his ministry to read and discuss the report. He
should also urge all his cabinet colleagues to do so,

e e e

to the r who are normally by
passed by the formal bafiking
system.

The experience of the
Grameen Bank in Bangladesh
shows that the poor are credit-
worthy and they use small
amounts of credit extremely
productively. In addition, they
repay all borrowed money very
scrupulously; and that they do
not need any subsidy, only ac-
cess to credit for self-employ-
ment opportunities. Credit for
the poor should also be included
as a key element of the total
package that SAARC nations
design for the next fifteen years.

Financing Strategy

Is it possible to finance the
additional cost of human in-
vestments discussed above?
South Asian countries often ar-
gue that they are short of the
necessary resources. This is lo-
tally wrong. What is lacking is
political commitment, not fi-
nancial resources. In fact, a
compact to overcome the worst
human deprivations over the
next fifteen years can be de-
signed and financed largely by
reallocating existing resources
in South Asian budgets.

As analysed in the last sec-
tion, and as detailed in techni-

cal annex C, the additional

amount required by South Asia
to implement the 20:20 compact
amounts to 8$8.6 billion a year,
or 1.6 per cent of their expected
GDP during the 1995-2010 pe-
riod. How can this be financed?
Six elements of a feasible fi-
nancing strategy are detailed
below.

First, the South Asian coun-
tries can re-examine how far
they can reduce their defence
budgets to divert additional re-
sources for social spending. Ac-
cording to various options men-
tioned in table 4.4, the peace
dividend during the 1997-2010

od could be around $80 bil-
ijon if military spending is
frozen at the 1996 level in real
terms; 8100 billion of military
spending is cut down by 2 per
cent a year; and $125 billion if
it is reduced by 5 per cent a year
during the next fifteen years.
Thus, the potential peace divi-
dend can ran%;': from at least 85
billion to $8 billion a year, de-
pending on how much political
determination South Asian
countries demonstrate, cu-
larly how quk:i;g' a mutual de-
tente is arranged between India
and Pakistan, If the South
Asian countries display the
requisite statesmanship and
vision, a substantial part of
their social agendas can be fi-
nanced restraining their ex-
panding defence expenditures.

Second. there is consider-
able sc for reducing the debt
servicing liability on account of
domestic debts in all SAARC
nations. The real budgetary
burden arises out of domestic
debts, which are being serviced
at very high rates of interest,
rather than from external
debts where the terms are much
softer. For instance, India's
domestic debt amounted to Rs
4,845 billion in 1994-95, or 53
per cent of its GDP. Its annual
interest payments cost Rs 474
billion, or 5.2 per cent of GDP.

On the other hand. total in

Jerest
idebt of nearly $S100 billion cost
ronly 1.6 .
| For Pakistan, its total domestic

yments on its external
per cent of India's GDP

debt of Rs 860 hillion in 1995-6
amounted to 42 per cent of its
GDP. Its annual interest pay-
ments cost was Rs 96 billion or
4 .4 per cent of GDP. This con-

trasted with total interest pay-
ments of only 2.3 per cent on

external debt of S30 billion.

The SAARC nations can
consider bold debt-equity swaps
in the context of their domestic
debts, as have already been ar-
ranged by many Latin Ameri-
can countries. There are sizable
public sector assets in all these
countries (in the form of na-
tionalized banks, insurance
companies, telecommunica-
tions facilities, airlines, Wer
stations, publicly-owned indus-
tries). In some countries {such
as Pakistan). the market value
of such assets exceeds total do-
mestic debt. It is possible for
these countries to unload these
assets in international markets
and use the proceeds to wipe off
most of their domestic debts.
The retirement of domestic
debts can release 4 per cent to 5
per cent of GNP from interest
payments, enabling these
countries to reduce their overall
budg[et deficits, while financing
much larger social action pro-

AMmInes.

Third, there are many op-
tions available to all South
Asian countries for better de-
velopment lpriurlties and for
reduction of the large element

of waste and corruption in gov- T
ernment budgets. As"analysed

earlier, South Asian countries
still spend too much on subsi-

dized higher education and too
little on basic education. They
continue to commit substantial
resources to clinical facilities
rather than to preventive
healthcare. The proportion of
development budgets that dis-
appears into commissions and
kickbacks is variously esti-
mated at 10 per cent to 30 per
cent for different countries.
There is no doubt that a much
tighter management of devel-

opment budgets is needed and
that such improved manage-

ment can release substantial
resources for additional social
spending.

Fourth, if South Asian coun-
tries display the necessary re-
solve to reduce their defence
spending, to wipe off their do-
mestic debts, and to restructure
their development budgets, they

and in turn, instruct their respective ministries
and all the departments under them to read this
report. All our Members of parliament and leaders

of the civic socie

ty should read and discuss this re-

port. Notwithstanding minor statistical errors
here and there, the main thrust of the report re-
mains unassailably correct deserving our immedi-

ate and total attention.

We reproduce the final chapter of the report be-
low in the hope that all our readers will read it. In
this section Dr. Huq suggests a 15-year Action
Plan which can lay the foundation for our digni-
fied entry into the 21st Century. He also suggests
the source of financing of the Action Plan, most of
it from our own resources. Overall, the first ever
South Asian Human Development report can be
used as a most effective weapon to change the fate
of our people. The question is: will we?

Towards SAARC 2010

can count on considerable help
from external donors as well.
As table 2 _shows, external
donors are providing only 9 per
cent of their total assistance to
South Asia in support of human
priority concerns. The donors
can be persuaded to raise this
ratio to at least 20 per cent, as
was endorsed by the 1995 Social
Summit. This would mean an
additional $700 million a year
for social afriurity spending,
through reallocation of existing
aid. It is also quite possible that
a bold and imaginative plan of
action for SAARC 2010 will at-
tract additional support from
external donors.

Fifth, the above possibilities
have focused largely on reallo-
cation of existing resources be-
cause that is where the immedi-
ate pay-off may lie in terms of

feasible policy action. But we
should not forget that domestic
saving rates are generally very
low in many South Asian
countries (except in India) and
the coverage and elasticity of
their taxation systems are still
quite inadequate. Mobilization
of additional savings and re-
structuring of existing taxation
systems, particularly by ex-
tending the coverage of direct
taxes to the affluent groups in
society, are absolutely essential
if higher levels of social spend-
ing are to be financed over a
sustained period of time. At the
same time, as discussed in the
first section of this chap}:fzr.
sustained gcgRomic wth is
vitalin pév‘ﬂ the aﬁip itional
resources needed for human in-
vestment.

Sixth, the povernments in
South Asia can considerably
increase the mileafe they get
out of social spending hg col-
laborating with the NGOs in
their countries. Many civil so-
ciety initiatives are being orga-
nized in these countries, initia-
tives which often manage 1o
provide social services at the
grass-roots level in a very cost-
effective manner — often at 25
per cent to 50 per cent of the cost
of government-run services.
Government-NGO collabora-
tion can considerably reduce
the financial bill for manaﬁng
the 20:20 compact. The addi-
tional attraction is that such
initiatives reach the poorest
and most vulnerable groups in
society, whose lives are often
not touched by government pro-
gramimes.

These six financing strate-

gies require considerable polit-
ical courage and determination.
But they are doable. They do not
require extraordinary effort,
only some reallocation of exist-
ing resources and some effort at
additional mobilization of do-
mestic savings. The question is:
how can the SAARC nations
prepare a concrete plan of ac-
tion for the next fifieen years?
This is a subject discussed be-
low.

An Action Plan for
SAARC 2010

The next century can become
a period of great opportunity for
South Asia. The slow pace of its
economic growth and human
development can be quickened
and a major transformation in
its development prospects engi-
neered. The leaders of the
SAARC nations should seize the
moment in their forthcoming
Summit and prepare the
blueprint for a new South Asia
with wvision and zeal. Many
steps are needed to carve out a
new course, but the following
minimum steps should be taken
at this stage.
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The next SAARC Su-
mmit should adopt a
concrete fifteen-year
plan of action for
human development

First., the SAARC leaders
should agree to banish the
worst forms of human depriva-
tions within the next fifteen
years. They should particularly
agree on .he following six prior-
ity objectives:

» provision of primary edu-
cation to all the children;

¢ provision of basic health-
care to all the people;

e provision of safe drinking
water to the entire population;

* provision of adequate nu-
trition to all malnourished
children;

» provision of family plan-
ning services to all willing
married couples; and

e setting up of informal
credit institutions for the poor.

Second. the SAARC leaders
should direct their national
planninfz commissions to im-
mediately Erepare specific tar-

ets in each area for the period
997-2010, along with financ-
ing strategies, These targets

should be converted into annual
plans of action, to be reflected
in their annual budgets and to
be monitored at the SAARC
Summits each year.

Third, the SAARC leaders
should accept a reduction in
their defence spending by a
mutuall}r—a%:ed percentage
each year — between 2 per cent
to 5 per cent — and to earmark
the resources thus released for
social priority goals. They
should also set up a regional
mechanism for the settlement
of outstanding mutual disputes.

Fourth, the SAARC leaders
should direct their ministries
of finance to prepare a
blueprint for debt-equity swaps
to wipe off their domestic debts
through the privatization of
public assets. They can invite
world-renowned investment
firms to come to South Asia and

repare their assets portfolios
or sale in international mar-
kets, thus making the region an
attractive emerging market for
portfolio investment.

Fifth, the SAARC leaders
should agree on a number of
concrete measures to open up
their markets to each other and
to the rest of the world. Eco-
nomic liberalization should be
combined with adequate social
safety nets, so that the transi-
tion has a human face.

Sixth, the :‘SAARC leaders
should call on the interna-
tional community to assist
their efforts by providing much
larger aecess to world ~export
markets, greater inflow of for-
gign prﬁrate dnvestment, and
larger external assistance. The
SAARC leaders should offer the
world their own exciting plan
for human development and
poverty reduction which can
then become the basis for a vi-
able global compact.

Seventh, the SAARC leaders
should invite the most promi-
nent intellectuals of South Asia
to form a Commission and to
produce a report on a new vision
and new sense of direction for
South Asia in the twenty-first
century. Such a Comumission
should be a non-government
initiative. It should produce its
report before the end of 1998

and present it to the SAARC
Summit in 1999,

These steps can start a pro-
cess of change in South Asia.
They do require tremendous

litical courage. But nothing
ess than the future of over one
billion people is at stake.

Table 2 Analysis of aid flows for social spending
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Haian priority ;iﬂ (as % c:.'nlE total bilateeal ai.d]“

(1989-91)
Total ODA (US$ millions) 1992

Human priority aid (absolute amount)

(US$ millions)

Assuming 20% of ODA into human prionity

(US$ millions)

Difference between the current and the
proposed level of human prionty aid

(US$ millions)

_India  Pakistan _ Bar
5.2 9.7
2,354 1,169
122 113
471 234
349 121

Bangladesh  Nepal  Sri Lanka
135 10.7 9.3
1,728 467 658 63
233 50 61
346 93 132 '1 3
113 43 71

Bhutan Maldives _ South Asia

9.4 3.0 9.1
39 6,478
1 587
8 1296
7 709

Vawrce: LUUNDP 1994,
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